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NYIE expects to gain
new authority this week

NEW YORK-New York lawmakers are

expected this week to approve legislation
that would allow the New York Insurance
Exchange to directly underwrite risks 10-
cated outside the state as a surplus lines
market.The New York Assembly was to
vote Monday on the measure; a Senate vote

Continued on next page
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Court orders equal spouses' benefits
By JERRY GEISEL

RICHMOND, Va.-A federal ap-
peals court ruling mandating equi-
table pregnancy benefits for
spouses could boost thousands of
employers' health insurance costs.

In a case with national signifi-
cance, the U.S. Fourth Circuit
Court of Appeals said Newport
News Shipbuilding violated the
1978 Pregnancy Discrimination Act
by refusing to provide equitable
pregnancy benefits to wives of
male employees in its group health
insurance plan.

The appellate court decision is a
victory for the Equal Employment
Opportunity Commission. It had
appealed a lower court decision

that said the Pregnancy Discrimi- spouses, too (BI, Feb. 23, 1981).
nation Act only requires employers The EEOC says if an employer's
to offer equal pregnancy benefits to health insurance plan covers the
employees-and not to employees' medical expenses of female em-

ployees' spouses, it must equally
cover maternity expenses of male
employees' spouses.

The appellate court decision up-
holding that guideline and the

'6'.

Hyatt class action
allows settlements,
but will they go on?

By BILL DENSMORE

KANSAS CITY, Mo.-Using a legal maneuver that sidesteps the question
of whether there is enough insurance to pay compensatory damage claims in
the Kansas City Hyatt Regency Hotel skywalk disaster, a federal judge is
allowing settlements to continue after he has certified a class action suit.

But no one is sure the settlements will continue in the face of the sweep-
ing ruling last week that precludes claimants who settle from seeking pu-
nitive damages later.

- Those claimants
who want to

exact damages
for allegedly

punishable acts
La.REViMr«»53:81\ must forego

m --3:B:>35- \ the settlement

process.'
-Judge Wright

"That's kind of up in
the air right now," said
Michael E. Waldeck, a

Kansas City attorney
with Niewald, Risjord &
Waldeck, representing
Hyatt Corp.'s insurers in
the settlement talks. "It's

in sort of a sensitive

stage," he said of the set-
tlement process.

The lawyers who had
. sought the class action

cited a rule of federal

courts that requires a
judge to determine that
limited funds are avail-

able for settlements be-

fore establishing the class.
However, Judge Wright, on his own, used a different section of the rules

to establish a class action for both compensatory and punitive damages. He
determined that a class action was necessary to protect defendants from
>Kultiple lawsuits and inconsistent rulings in different trials, while certify-
ing a class for the punitive damages issue on the basis of limited funds.

"Though no defendant has expressly moved this court to certify a Rule
23(b)(1)(A) class action in order to protect it from successive punitive dam-
age awards or from inconsistent adjudication on the liability issues, the

Continued on page 27

Illustration: Amy Palmer

first appellate level ruling on the
Pregnancy Discrimination Act-is
a costly blow to employers, like
Newport News Shipbuilding, that
said EEOC had no legal authority
to require equitable pregnancy cov-
erage for male employees' wives.

Newport News Shipbuilding,
which has asked the appellate court
to reconsider its decision, says
equalizing pregnancy benefits for
male employees' wives will hike
the company's health insurance
costs about $700,000 a year, said Bob
Ponton, manager of equal employ-
ment opportunity for Newport
News which has 23,000 employees.

Nationwide, the cost of equaliz-
ing spouses' pregnancy benefits
could run into the tens of millions

of dollars for the thousands of em-

ployers who do not provide equal
pregnancy benefits in their depen-
dent health insurance plans.

"We are talking about massive
amounts of money," said Steve
Bokat, senior labor counsel for the
National Chamber Litigation Cen-
ter in Washington, D.C.

Employers' dependent health in-
surance premiums could rise 3% to
14% if they were forced to provide
equitable pregnancy benefits for
spouses of male employees, accord-
ing to insurance company ac-
tuaries. Firms with predominantly
male workforces would face the

greatest increases.
However, employers who re-

Continued on page 31

Raiding reserves
Sacramento taps $1 million from contingency fund

By RHONDA L. RUNDLE

SACRAMENTO, Calif.-Alarm is spreading
among risk managers of self-funded California
cities and counties who fear that elected officials

may raid loss reserves to make budgetary ends
meet.

Sacramento became the second city to raid re-
serves in recent months when its council adopted a
resolution Jan. 12 to tap $1 million from the risk
management contingency fund. The city trans-
ferred $500,000 from both the workers compensa-
tion and unemployment insurance funds into the
operating budget, reported Frank Mugartegui,
director of general services.

"These were not reserves for open claims,"
stressed Mr. Mugartegui. Sacramento has reserves of
more than $6 million to pay workers compensation,
unemployment insurance, general and automobile
liability claims, he said. The move reduces the con-
tingency backup fund to $3.3 million.

Last July, the San Jose City Council voted over
the strong objections of its risk manager to funnel

$3.8 million in self-funded loss reserves into the 1982
fiscal budget. This leaves the city with only about $4
million to pay open claims valued at more than $5
million (BI, Aug. 3, 1981).

The Sacramento City Council resolution under-
scored the vulnerability of loss reserves only one
week before the annual meeting of the Public
Agency Risk Managers Assn. Jan. 20-21 in the same
city. This was the first two-day conference held by
the nine-year-old group whose members are risk
managers of California cities, counties, school dis-
tricts and special tax districts.

PARMA attendees debated in formal meetings
and corridor conversations the need for state or

local laws to prevent raids on loss reserves.
A self-funded municipality should act like a mini-

insurer, setting reserves in relation to total losses,
observed Edward J. L. Stevens, San Jose risk man-

ager. When a loss fund is a line item in the city
books rather than a segregated trust fund, it can be
attached at the whim of the city council, he said.

"If politicians want to provide more firefighters,
Continued on page 32

Transit district looks to pensions and loss budgets
By EILEEN NORRIS dia

CHICAGO-The deficit-ridden transportation authority here plans
to reroute money budgeted for its pension plan obligations to cover
operating expenses after already slashing its allocation for self-funded
losses.

The Chicago Transit Authority is negotiating with its unions to use
$40 million budgeted in 1982 for their pension plan to plug the $34
million hole in the transit district's $511 million budget.

And there's talk that the 1983 contribution will be cut in half-giving
the financially beset transportation system about $65 million over two
years for operating expenses.

Earlier, $7 million was sidetracked from the estimated $19 million
needed in 1982 to pay self-insured injury claims and property damage

Continued on page 32
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NYIE surplus lines status .-

Continued from preutous page GRLP
was expected Tuesday The legislation then will be sent to Gov. .V'** ll' ,18,-

support the measure (BI, Jan 4)
Hugh Carey Both he and the New York Department of Insurance

Teamsters trade for benefits? WORLD AIRWAYS 1&*rrr-'w.
./

-WASHINGTON-Teamsters members will be asked to forego
about a third of a scheduled pay raise to maintain their employee a

benefits as fully employer-paid under a new contract
The current Teamsters contract calls for a cost-of-living adjust-

ment the day after the contract expires March 31 Based on current
inflation figures, the hike would be 71 cents to 73 cents an hour *4

-

The new contract would divert about 25 cents of that April l raise
toward health, welfare and pension benefits, increasing to $425 an
hour the contribution to benefits Individual bargaining units would - -.....I/&

decide how to spend the extra $10 a week per employee
The proposed three-year contract, which also calls for annual in- Photo Wide World

stead of semiannual cost-of-living adjustments, would increase A World Airways DC-10 sits in Boston Harbor after skidding off an icy runway.
wages and benefits a maximum of 21%, assuming an 8% annual in-
flation rate

Union leaders and Trucking Management Inc worked out the
tentative three-year master freight agreement Jan 15 that would

Hull loss could set a record
set the pattern for contracts for 300,000 Teamsters

By BILL DENSMORE Last week, airline officials said it appeared a father

Utility pays under deductible and son who were aboard the plane are missing
BOSTON-If the World Airways wide-body DC-10 Engineers from McDonnell Douglas Corp, which

ROCHESTER, N Y -Rochester Gas & Electric Corp expects its that crashed at Logan International Airport here Jan manufactured the year-old DC-10-3OCF, will examine
shutdown Ginna nuclear plant to be operating before it exhausts the 23 lS declared a total loss and insurers pay the agreed the noseless aircraft to see whether it is repairable be-
26-week deductible on its replacement power insurance policy value of $48 5 million, it will be the biggest single air- fore it is decided to write off the plane as a total loss,

The plant was shut down Jan 26 by a ruptured pipe in the pri- craft hull loss in history, insurance sources say said Robert N Kelly, a senior vp and director of claims
mary cooling system. The Oakland, Calif,-based airline has at least $350 for Associated Aviation Underwriters of New York,

RG&E is purchasing replacement power from other utilities at an million in insurance coverage available to pay passen- World's lead underwriter
estimated $280,000 a day Its insurance for replacement power costs, ger hability claims and hull loss in the crash of its New- However, it could be the Massachusetts Port Au-

purchased from Nuclear Electric Insurance Ltd, a Bermuda-based ark-to-Boston flight, airline and insurance industry thority-which operates the airport-and not World
mutual insurance company, doesn't start paying until the utility has sources report The plane crashed as it attempted to Airways that will shoulder a large portion of the loss,
bought replacement power for 26 weeks Then the policy provides land on an icy runway industry sources speculate
up to $23 million a week for the first 52 weeks and up to $1 15 All but two of 196 passengers and 12 crewmembers The National Transportation Safety Board is investi-
million a week in the second year survived the accident with minor injuries when the gating reports that several aircraft that landed before

Technicians were hoping to enter the steam generator Jan 30 to Jumbo Jet skidded off the end of Logan's 10,081-foot the World plane warned of "poor to nil" braking action
find the ruptured tube and estimate repair time runway and plunged into Boston Harbor Continued on page 29

DC-10 design changes ordered
WASHINGTON-Two design changes to the slat-locking mecha- Old Republic pays $400,000,

nism on the DC-10 Jumbo jet have been ordered by the Federal
Aviation Administration two weeks after the airline's manufacturer

said it was "recommending" the same changes as a precautionary
measure (BI, Jan 4)

will rectify retro plan violations-
An "airworthiness directive" requiring airlines to perform

changes on McDonnell Douglas Corp aircraft by Jan 31, 1983, was By KATHRYN J. McINTYRE and states as may be necessary in the circumstances These
issued by the FAA on Jan 21 Cost should be less than $10,000 per STEPHEN TARNOFF filings also will take into account the current necessity
craft to modify the deposit premium provisions with respect

The directive requires airlines to add some springs to the slat Old Republic Insurance Co is paying a $400,000 fine to occupational disease hability insurance," referring to
follow-up cable on the DC-10 so that the high-lift devices on the and will immediately begin to rectify violations con- black lung insurance "Alternatively the contracts will
leading edge of the wing won't retract accidentally due to damage cerning its retrospectively rated insurance policies and be amended or will be placed with another insurer," it
caused by a disintegrating engine premium payment plans for workers compensation as said

It also requires installation of valves in the wing-mounted hy- the result of a regular state audit of its business The report and Old Republic's response do not say
draulic lines of the wide-body aircraft so that if the lines are acci- The Pennsylvania Insurance Department found the how many policyholders may be affected and m what
dently severed there will be enough hydraulic pressure to hold the country's largest commercial black lung insurer has way as a result of these new filings Aldo Charles Zu-
slats in the extended position Without the slats extended, the DC-10 underwritten retrospective rating plans for workers caro, president of the parent company Old Republic In-
cannot be flown safely at normal takeoff speeds compensation risks, including those of coal companies, ternational in Chicago, referred questions from Bust-

The retraction of the left-hand outboard slats following an engine that were not approved and violate certain state rate ness Insurance to the public documents
failure caused the crash of a DC-10 a few seconds after takeoff from and form regulations governing insurance
Chicago's O'Hare International Airport on May 25, 1979 The disco- The Kentucky Insurance Department, acting on the The examiner's report, however, says, "Rather than
very of slat problems in the safely aborted takeoff from Miami in findings of the regular triennial Pennsylvania examine- making recommendations regarding violations and
September of an Air Florida DC-10 prompted renewed investiga- tion in which it participated, leveled an administrative corrective action at each step of the process, the source
tion of the slat design by manufacturer and the FAA penalty, with Old Republic's agreement, of $400,000 of the problem is addressed in recomendation No 2"

Pennsylvania has not fined the company based on That recommendation was "That the company com-

Outstanding dental claims paid the findings of the audit covering the period Jan 1, ply with bureau and manual rules in the collection of
1977 through Dec. 31, 1979 deposit premiums and discontinue all retrospective pol-

SALT LAKE CITY-Dental Service Plans Insurance Co has icy forms and rate programs unless approved by the
taken over and begun paying dental and vision claims of a Utah Old Republic countered in a response to the exami- appropriate bureau and regulatory authority "
dental plan that was placed in receivership Dec 11 (BI, Jan 4) nation report that its retrospective rating plans were in Workers compensation premiums m 1979 comprised

An underwriting and administrative subsidiary of the national compliance with an approved retro plan when they 77% of the company's combined direct and assumed
Delta Dental Plan system, DSPIC already has issued about $425,000 were written "and required continuation" because of a premiums-$2865 mdlion direct and $100 4 million as-
for claims processed Jan 14-20 It will cover all outstanding dental backlog of black lung claims in the Labor Department sumed Of the assumed premiums, 7% is assumed by
and vision claims under an insurance department rehabilitation and revisions of the federal black lung laws Old Republic from various workers compensation
plan approved Jan 13, by State Court Judge David B Dee DSPIC "However," it added, "the company will shortly pools The remaining 93% is assumed from an affiliated
has assumed the assets and liabilites of the plan make filings, independently or through rating bureaus, insurer-Motorists Beneficial Insurance Co

The receiver for Delta Dental Plan lS Stlll paying medical and of merit, retrospective and excess coverage rating plans The insurer's 1980 premium volume in Kentucky of
pharmaceutical claims with the insurance departments of Kentucky and other Continued on page 28

The court also approved a second agreement for United Bum-
nessmen's Insurance Trust to offer medical and pharmaceutical cov-
erage to groups previously covered by the Utah plan Crash suit names American Airlines

inaex By BILL DENSMORE a Dallas electronics company, Gen- The Air Florida plane, bound ft,t
com Inc Tampa, Fla , struck a traffic-

For the second time in less than American acknowledges that lt jammed Potomac River road bridge
Benefit beat 4 Washington 11 three years, American Airlines Inc de-iced and performed service on seconds after takeoff during a
BI ticker 33 Vol 16, No 5 -Bunness Insur- is facing a lawsuit arising from al- the 111-fated plane, but declines snowstorm and sank in the ice-
Classifieds 30 anee (ISSN 0007-6864) is published legations about its role in the crash comment on the suit American bound river
Comings&goings: buyers 23 weekly at 740 Rush St, Chicago, of aUS jetliner, but it appears the handles all ground services for Air Speculation has centered on
Comings&goings: industry 24 Ill 60611 Second-class postage is airline may escape any severe lia- Florida at Washington's National whether the craft lost lift because
Datebook 24 paid at Chicago, Ill, and at addi- bility Airport of ice or sticky snow on control
Editorial opinions 8 tional mailing offices Postmaster The family of William W A source familiar with Ameri- surfaces Investigators know the
Info 10 Send address changes to Business Zondler, a Richardson, Texas, busi- can's insurance coverage said the craft accelerated too slowly down
Insurance services guide 32 Insurance, circulation depart- nessman, filed suit Jan 25 in Dallas giant carrier is named as an addi- the runway but they haven't deter-
Letters 8 ment, 740 Rush St, Chicago, Ill, County Circuit Court naming both tional insured on Air Florida's lia- mined why
Markets 22 60611, 312-649-5221 Copyright American and Air Florida Inc, op- bility policy for its ground services The Dallas suit, filed by Carolyn
Perspectives 21 1982 by Crain Communications erators of a Boeing 737 that crashed work, and the contract with Air Zondler, wife of the deceased pas-
Products & services 16 Inc Jan 13 into the Potomac River Florida Includes a hold harmless senger, claims American workers

Mr Zondler, 43, was president of clause Continued on page 6
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State tort reforms meet trouble
By JERRY GEISEL the manufacturer was negligent

State statutes of repose that bar recovery even in
The legal wall of protection manufacturers have cases where the manufacturers' negligence caused the No truth to either of these stories

built in some states to guard themselves against product accident will be most vulnerable to attack, experts say
liability suits may be crumbhng By JERRY GEISELThe battle over statutes of repose began during the

In at least two states, courts in the last year have product liability "crisis" of the mid-1970$ when insur- WASHINGTON-No, it isn't true.
struck down as unconstitutional provisions in tort re- ers did not want to write coverage for product liability No one ever won a huge product liability award after he was in-form laws that bar product liability suits in cases where risks Insurers said one way manufacturers could get Jured while using a lawn mower as a hedge clipper-and Sen BobInjuries were caused by old products some relief from escalating product liability premiums Kasten, R-Wis, did not say anyone did

In North Carohna, the state's court of appeals in No- was to press for legislation in their states that would Rumors have been circulating that Sen Kasten cited the lawnvember threw out a 1979 business-backed law that pro- place a time limit-or statute of repose-on when per- mower product liability "horror" case as an example of why federalhibits product liability suits six years after a product is sonal injury suits could be filed tort reform legislation, which he supports, is neededsold for first use Without such a limit, manufacturers and their insur- According to those rumors, Sen Kasten cited the case before aThat six-year statute of repose violates the North ers were vulnerable to suits involving products that December meeting of business groups who are lobbying for a federalCarolina constitution that "guarantees to those who were as much as 40 years old This exposure to old product liability bill to pre-empt state tort laws and did not mentionsuffer injury to their persons, property or reputation, product liability suits makes it difficult for insurers to that it is only legend
the right to seek redress in the courts," the appellate measure risk-a factor in high product liability insur- In fact, an article in the Dec 14, Milwaukee Sentinel newspapercourt ruled ance premiums, insurers argued also has Sen Kasten citing, as fact, the lawn mower incidentIn Florida, the state supreme court ruled last April But these statutes of repose were bitterly resisted by Well, like the lawn mower story, the story about Sen Kasten isn'tthat a 1978 law requiring product liability suits to be consumer groups and the plaintiffs' bar "Those propos- true either

filed within 12 years after the date a product was deli- als really are saying no matter how bad, how negli- f---.1 Sen Kasten did cite the case at the Decem-vered to the first user violated accident victims' consti- gently designed a product may be, a manufacturer will
tutional guarantee of access to the courts get a free ride," said Thomas Morphis, a Hickey, NC,

ber meeting, but he cited it as an example of
the importance of being sure of the factsAnd statutes of repose enacted recently in more than trial attorney

a dozen other states that set strict time limits on when a \ before using "horror stories," according toThe first round in the battle to determine what ..-  Richard Bradee, the Sentinel's Wash-product liability lawsuit can be filed also may face legal should be a manufacturer's responsibility for its prod-
challenges by plaintiffs' attorneys. ington correspondent who covered

ucts went to business groups and insurers the business group meeting whereNot only the challengers win, however In Illinois, Moving at times at a dizzying speed, legislatures in 20 Sen Kasten spokemanufacturers won a victory last August when an ap- states enacted statutes of repose, usually as part of a
pellate court let stand a 1978 law that bars suits filed on broader tort reform package, between 1977 and 1981 Continued on page 27

the basis of strict liability in cases where a product is Most of these statutes require product liability suits to a /).[V1/91&-h. -
more than 10 years old Under strict hability, a plaintiff be filed within 10 years of the time a product is manu- ivyi'r,iMPY,or, 3only has to prove that a product was defective, not that cont:nued on page 27 'I' 01'4) 9 15,;,,i,,.,",,t,Id ,;A,77',Wf5 ';,9. ;94 4,1:1 „,i:,?i'IL, <640,16

Lloyd's tries to salvage Owens-Illinois cites reasoning
Wood' s film to cut loss in Keene case to win coverage

By RHONDA L RUNDLE By STEPHEN TARNOFF The ruling in the District of Columbia circuit created
LOS ANGELES-Lloyd's of London underwriters will invest up the broadest insurer liability for asbestos claims filed

to $2.7 million to bankroll completion of "Brainstorm," the sci-fi film WASHINGTON-Trying to capitalize on the broa- against policyholders
dened insurer liability for asbestos claims created by ain limbo since the drowning of star Natalie Wood in November. In its complaint, Owens-Illinois seeks an unspeci-

Producer Metro-Goldwyn-Mayer Film Co and Lloyd's and U.S recent District of Columbia federal appeals court deci- fied amount of damages and a declaratory Judgment
underwriters will decide the film's fate after it is finished sion, a former asbestos manufacturer is suing its insurer that Aetna breached insurance agreements it entered

"It is extremely unlikely, but possible, that the film may never be here for failure to cover claims brought by victims of into with Owens-Illinois from the mid-19405 through
distributed,» conceded Simon Hamp, director of Stewart Wrightson

asbestos-related diseases 1977

North America, the Lloyd's broker that placed the first $5 million of Owens-Illinois Inc of Toledo, Ohio, which sold its During that time, Aetna allegedly agreed to defend
coverage with the Excess Insurance Co asbestos-manufacturing operations in 1958, filed suit lawsuits brought against Owens-Illinois, to pay the

Underwriters share the confidence of director Douglas Trumbull against Aetna Casualty & Surety Co in U S District claims and defense costs and also pay settlements that
that the film will be commercially viable when it is finished, said

Court for the District of Columbia on Jan. 11 exceeded the company's undisclosed deductible, ac-
Mr. Harrap. Proceeds from the film could be used to reduce the The suit comes three months after the District of cording to the suit
amount of MGM's claim under its producers indemnity pollcy. Columbia Court of Appeals ruled in Keene Corp vs "Defendant has breached its insurance policies iden-

Mr. Harrup said underwriters had proposed this "sensible compro- INA that all insurers of an asbestos company from the tified herein by failing and refusing to defend plaintiff
time claimants were exposed to asbestos through the against and indemnify plaintiff for the asbestos-relatedmise" to MGM, which agreed to the basic plan several weeks ago in

New York The film company had sought to scrap the film and re- time the injury appears are liable to pay claims Continued on page 30
cover its full production costs, estimated at $10 mdlion.

"There is no question of a rightful claim," he stressed. "The ques-
tion is the amount. A&A buys Howden, wants moreCompletion of the film will permit the coverage to respond
through reimbursement of MGM's impairment in the market due to By JOHN W. MIUIGAN other countries, says President John Bogardus LikelyMs Wood's loss Underwriters expect this amount to be less than the targets are other European locations, the Far East and$10 million abandonment claim. NEW YORK-Alexander & Alexander Services Inc, "to some extent Africa," he said

MGM is insured for $15 million on the film, including $10 million its acquisition of London-based Alexander Howden The broker will soon announce two such moves, Mrin excess coverage provided by Pacific Indemnity Co. and placed Group Ltd nearly complete, is scanning the globe for Bogardus said, declining to identify the countries orthrough American National General Agencies Inc. in Los Angeles It more acquisitions to develop global retail brokerage brokers involvedis believed that ANGA participated in the agreement negotiations clout

but the company did not return telephone calls. A&A, which turned to Howden after tax problems
Howden's substantial reinsurance business, espe- killed its plans to merge with Sedgwick Group Ltd (BI,Film production is set to resume Feb 8, at MGM studios in Culver cially in the London market, fits nicely into A&A's Aug 3, 1981), tucked the majority of Alexander How-City, Calif., confirmed an MGM spokesperson. Although he said it plans to expand its reinsurance brokerage business, but den's stock in ltS pocket Jan 22, although not as muchwas unclear whether director Trumbull would shoot around Ms falls short of providing an international network of re- as A&A had hoped

Wood's scenes or use a double to play her part, Mr Trumbull was tail brokerage offices The acquisition was approved by a majority of How-quoted in the Wall Street Journal as saying he will use outtakes of Howden's retail brokerage operations are limited to den stockholders, with the U S broker holding tenderthe actress combined with script changes that accommodate her ab- the United Kingdom, Australia and South Africa, with offers for at least 77% of Howden's stocksence. "No doubles, tricks or special effects will be used," he said partial ownerships in Spain and Italy The broker initially said its offer had to result in at
A&A will continue to look for "equity positions" in Continued on page 31

A nose for risk management
By STEVE SHERWOOD dogs to conduct surprise searches of drilling are commissioned by drilling contractors,

rigs, offshore production platforms and says Charles Pendleton, vp of Safety Inter-
NEW ORLEANS-Dope-sniffing dogs other work areas national of Midland, Texas, and vice chair- -,7

could be a best friend to safety and risk Industry experts estimate that 10% to 12% man of the International Assn of Drilling
managers in the 011 industry of all 011 field workers use drugs while Contractors' narcotics committee His com-

The animals, trained to ferret out narcot- working pany has helped 150 drilling contractors set
ics ranging from marguana to Quaaludes, Begun offshore by large oil companies in up drug-control programs
are being enlisted by such companies as 1973, drug-search programs and the de- Work on a drilling rig or production plat-
Kerr-McGee Corp, Exxon Corp and mand for services by firms like K-9 spread form lS extremely dangerous, Mr Pendle-
Parker Drilling Co to help make dangerous inland during the last three years and are ton said "Whenever you distort a worker's Illustration Milt PriggleJobs safer beginning to be used in other industries, too perception of time, space, distance, vision or

"Just about every company in the petro- More employers are realizing they must sound, in my opinion, you have an accident pipe around, safety directors say Offshore,chemical business is using them," says War- take steps to protect their people and prop- looking for a place to happen " two common methods of boarding a produc-ren Breaux, vp of K-9 Search and Investi- erty from the added dangers of drug users, On land, ddddddddddrig workers operate tion platform include being hoisted aboardgations IILIIIof New Orleans His firm is one experts say heavy, high-voltage or high-pressure equip- m a personnel net or swinging aboard byof a half-dozen that uses drug-detecting To date, however, most surprise searches ment, climb derrick towers and move heavy Continued on page 26
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Employers boost health insurance limits
WASHINGTON-Employers

have sharply increased the limits of
coverage in the group health insur-
ance plans they provide to employ-
ees, according to a new study.

About 84% of workers now have

maximum insurance benefits of $1
million or more to cover cata-

strophic hospital and medical bills,
said the Health Insurance Assn. of

America, an industry trade group.
In 1976, 47% had such limits.

The survey reviewed 4,120 new
or revised group health insurance
policies written in the first three
months of 1981, covering 492,219
employees. The sample is broad
enough to provide an accurate pic-
ture of new group cases for the en-
tire year, according to HIAA.

Of 233,531 surveyed employees
with comprehensive plans:

• Ninety-three percent had

benefit beat

maximum benefits of $100,000 or
nnore.

• Nearly all provided benefits
for treatment of nervous and men-

tal disorders.

• About 70% limited out-of-

pocket expenses to $1,000 or less.
Among employers with 25 to 499

employees, the survey found:
• Among disability coverages,

26-week plans providing income
for short-term disability grew more
popular, covering 72.1% of employ-
ees in 1981, up from 55.9% in 1976.

• The percentage of employees
covered by dental insurance plans
more than doubled in the last five

years. Last year, 35% of employees
were covered by employer-spon-

sored plans, up from 17% in 1976.
• Maternity coverage became

almost universal. Last year, 97% of
employees had some form of ma-
ternity coverage for either them-
selves or their spouses, compared
with 65% in 1976.

In 1981, 39% of employees
worked for companies that paid
100% of the group health insurance
premium. Another 56% of employ-
ees shared premium costs, most
sharing on a 50/50 basis with their
employers. About 5% of employees
paid the entire premium.

Last year, more than 30% of em-
ployees had basic hospial benefits
greater than the $145 national av-
erage semiprivate rate. In 1976, just

52% of employees had daily hospi-
tal room and board benefits equal
to or greater than that year's na-
tional average semiprivate room
rate of $80.

Single copies of "New Group
Health Insurance" are available

free from the Health Insurance

Assn. of America, 1850 K St. N.W.,

Washington, D.C. 20006.

Medicare premiums
Employers who pay older work-

ers' Medicare insurance premiums
will be hit with a 10.9% rate hike.

Effective July 1, premiums for
the Medicare supplementary insur-
ance program, known as Part B,
will increase to $12.20 a month
from $11. Part B covers doctors'
bills, outpatient services and other
out-of-hospital services.
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Straight to 018
There are a number of markets offering
DaO coverage. Some (quite understand-
ably from a bottom line view) prefer
to deal only with large, very large or
gigantic companies. A smaller prospect-
especially if it is burdened by any prob-
lems- often gets short shri ft, a fast
shuffle or a flat turn-down.

CMI specializes in D&O coverage
for commercial risks with assets of

$150,000,000 or less. ifyou have problems.
we look for ways to help resolve them.
I fyou're looking for [)8¢0 coverage
for a small-to-medium size company,
there's a simple way to avoid a frustrating
run-around. Mead straight to CMI.
You're welcome.

.® CAPACITY MANAGERS INTERNATIONAL, INC.

CMMU
160 Water Street, New York, NY 10038 (212) 344-5300

10 S. Riverside Plaza, Chicago, IL 60606 (312) 641-3377
485 Route 1 South, Iselin, NJ 08830 (201) 750-0300

Member

Ashford

Holding
Corporation

Many employers now pay the
Part B premium for workers who
stay on the job after 65.

Another Medicare rate change
also will boost employers' benefit
costs. The deductible on Part A of

Medicare, which covers hospital
services, jumped to $260 from $204
on Jan. 1.

Many employers coordinate their
group health insurance programs
so that their plans pick up hospital
costs not covered by Medicare for
their older workers. As a result, as

Medicare is cut back, employer
plans must cover additional costs.

Vision care

The International Brotherhood

of Electrical Workers Local 25 of

Melville, N.Y., has upgraded its
year-old vision care program to
allow members more frequent ex-
aminations.

The improvements also allow de-
pendents and retirees first-time vi-
mon care coverage.

Under the new program, effec-
tive Jan. 1, active members and
their dependents receive a compre-
hensive vision examination includ-

ing case history, disease testing,
muscle balance testing and glau-
coma testing.

Active members and dependents
are eligible to receive lenses and
frames once every 12 months pur-
chased with a $16 wholesale frame
allowance, equal to a $35 retail
frame cost.

The plan provides retirees, their
dependents and surviving spouses
with examinations, lenses and
frames once every 24 months.

The vision care benefit is admin-

istered by Vision Service Plan, an
independent, non-profit prepaid
vision health care service company.
More than 2,000 members and re-
tirees are covered by the plan.

All plan members pay a $10 per
claim deductible. Benefits are com-

pletely paid when patients select
vision specialists from a panel of
providers listed by Vision Service
Plan, but only reasonable and cus-
tomary payments based upon a
schedule of fees are paid to non-
participating specialists.

IRA program
The Kemper Group is allowing

its 12,000 employees to make pay-
roll-deduction contributions to In-
dividual Retirement Accounts of-

fered by Kemper Financial Ser-
vices Inc., a subsidiary.

Employees can make retirement
savings deposits to one of 11 mutual
funds and are allowed to switch

funds once every quarter.
Minimum contributions of $25

are deducted twice a month from

employee paychecks. The program
began Jan 1.

Directors' benefits

A growing number of U.S. com-
panies, hoping to retain their valu-
able outside board members, have
begun offering their directors re-
tirement benefits.

Twenty-nine of the nation's 500
largest companies-including 15 of
the top 200-have retirement ar-
rangements for their outside direc-
tors, according to a study by
Towers, Perrin, Forster & Crosby,
a New York-based management
consulting firm.

In a similar study conducted by
TPF&C in 1979, only four of the
top 200 companies reported such
retirement plans.

Most of the companies surveyed
said they pay their outside directors
benefits equal to the director's an-
nual fee or retainer at the time of

their retirement. Some pay a per-
centage of the annual fee, while
others pay a flat annual amount,
ranging from $5,000 to $25,000. .
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A Slate-ol=Ilme-Arl Program
01 Environmental RISK
Insilection an[1 Protection
in a Single package
Today more than ever, businesses face financial loss due to
failures in environmental control.

Their liability has increased because of new tougher regula-
tions covering both sudden and non-sudden environmental
pollution. i

Now Hartford Steam Boiler has developed new answers to meet
the challenges of keeping pollution control under control.
Hartford Steam Boiler combines the insurance know-how that

has pioneered protection for over a century with the skills of our
subsidiary, Radian Corporation. Together, we have the experts
in the physical, environmental, engineering and regulatory sci-
ences whose combined skills make possible a new environ-
mental loss control package.

FIRST, a comprehensive inspection and risk assessment
program conducted by our scientists and engineers. It will
identify potential exposure to liability through environmen-
tal pollution and evaluate the degree of compliance with
EPA regulations.

SECOND, a flexible, individually tailored package of envi-
ronmental coverages to protect against pollution liability.

For over 100 years you have known us as the industry leader in
the highly specialized line of Boiler and Machinery insurance.
You know, too, how we've kept pace with the rapid develop-
ments of modern technology - adding to our insurance per-
spective the engineering and environmental expertise to meet
regulations and requirements.

Our loss prevention philosophy of the well-engineered risk,
along with the technical and environmental skills of our sub-
sidiary, Radian Corporation, give us a unique capability - to
provide both an environmental loss prevention and inspection
program and the appropriate coverages as defined by customer
needs determined through professional risk assessment.

We would like to join you at your next pre-insurance risk
assessment meeting. Please call Don Wilson, Vice President, at
(800) 243-0090 (in Connecticut 527-0791) to get more infor-
mation or to set up a meeting.

The Hartford Steam Boiler Inspection and Insurance Company,
Dept. B-3,56 Prospect Street, Hartford, CT 06102

THE
HARTFORD

STEAM BOILER
INSPECTION &
INSURANCE
COMPANY
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Suit names American Airlines
Continued from page 2
inadequately de-iced the Air Flor-
ida twin-jet. However, American's
insurers are said to have already
conducted an examination of the

airline's role in the de-icing proce-
dure and feel the carrier will be ex-
onerated.

Lawyers for Mrs. Zondler and
her husband's estate also filed a

similar suit in U.S. District Court in

Dallas, naming only Air Florida as
a defendant. American Airlines is

based in Grand Prairie, Texas.
Under federal rules, suits usually
may not be brought in federal court
against a defendant who resides in
the same state as the plaintiff.

In federal court, the family is
seeking $5 million in compensatory
damages and $2 million in punitive
damages against Air Florida,
claiming the airline was "negligent
in servicing, operation and piloting

of the Boeing 737." The family is
represented by Dallas attorney
Windle Turley.

The state case was assigned to
Judge James F. McCarthy. Ameri-
can must respond in three weeks.

Two other suits have been filed

in the Air Florida crash, one in fed-
eral court in Washington, D.C., and
the other in state court in Miami,
Fla. Insurance industry sources say
death and injury claims from the
crash could eventually total $25
million to $40 million.

Any potential claim against
American probably would center
on whether the Air Florida plane
had any visible evidence of ice or
snow on its wings when it left the·
airport gate and began its more
than 40-minute wait for takeoff.

Another critical question is
whether the glycol-and-water de-
icing fluid sprayed on the aircraft

twice before departure was strong
enough to do its job.

A National Transportation
Safety Board official familiar with
the crash investigation said Ameri-
can employees have said they used
a solution of 25% glycol on the left
wing and 35% glycol on the right
wing-both within the 25% glycol
requirement for de-icing under
conditions the day of the crash.

American authorities are said ta

have interviewed their employees,
who say the wings on the 737 were
clean when it left the gate.

One investigative source said
early news reports that the NTSB
had impounded the remaining de-
icing fluid from the batch sprayed
on the plane were false. The source
said. the fluid was expended de-
icing other planes.

American's lead insurance un-

derwriter, U.S. Aviation Insurance

Group of New York, is still han-
dling settlements and litigation
arising from the May 25, 1979,
crash of an American DC-10 near

O'Hare International Airport in
Chicago, which killed 273 people.

In that crash, the nation's worst
air disaster, American's insurers ul-

timately agreed to fund 80% of all
settlements. In court suits, the air-

line agreed not to contest liability
for compensatory damages and
won appeals which ruled out the
hearing of any punitive damage
claims.

The Federal Aviation Adminis-

tration fined American and the

NTSB cited the airline's allegedly
improper maintenance procedures
as one factor in the Chicago crash.
The NTSB also cited the design of
the pylon of the DC-10 as being
"vulnerable" to maintenance-in-

duced damage. •

4 MOIVY
believes that when

youbuya
-package tour.

you should be able to
choose the sights.

When your clients participate in a
full-service group annuity program
from MOIN¥ theIl like everything
about it.

Because they choose everything
that goes into it.

Whether they participate in MOMY
Saver, our defined contribution pro-
gram, or MOMY Funder, our defined
benefit program, your corporate tax-
qualified pension plan clients can
allocate their contributions any way
they see fit. Theyll choose among
our General Account and our equity
and short-term separate accounts-
all professionally managed.

We can offer a variety of other pro-
grams, too. Like IRA's, lax-Deferred
Annuities, Public Employees
Deferred Compensation (FEDC), and
MR-10. And these are available to all

your full-service clients, large and
small, with certain minimum contri-
butions.

Right now MOMY has over 2,500
full-service corporate cases in force.

Which should give you an idea of how
successful our flexible pension pro-
grams can be.

So why not mail the coupon for
more information.

Because at MOINY we think a satis-

fied client isa sight that's well worth
seeing.

 Please send me more information on 
MOMY's full-service Group Annuity
Programs. 1

| Mr. Gary Mahood. Asst. Vice President |
 Mutual Of Mew¥ork

Mail Drop 14-2, 1740 Broadway
| MewYork MewYork 10019 |

(212) 708-2614
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RM Board

reports more
cuts in prices

By KATHRYN J. McINTYRE

Insurance buyers on the Business
Insurance Risk Management Board
are hauling in more price reduc-
tions.

Of 54 insurance buyers who re-
cently renewed a variety of prop-
erty/casualty insurance policies,
70% reported getting lower rates,
17% kept the same rates and only
13% reported higher rates, a few of
whom attributed them to larger ex-
posures.

These results aren't grounded in
a scientific sampling. The respon-
dents are risk managers who have
agreed to answer periodic surveys
on issues in risk management news.
The recent addition of questions on
insurance pricing is designed to
provide a window to insurance
prices charged a variety of com-
mercial and institutional entities.

The picture this month is one of
continued lower rates for directors

and officers liability insurance,
property insurance and combina-
tion casualty policies. There is only
a hint of stabilization of rates for

umbrella insurance.

The buyers also appear to be
more loyal to their brokers than
their insurers. Only 11% said they
switched brokers to renew the cov-

erage but 33% switched insurers.
A sampling of the pricing reports

follows:

Five board members renewing
directors and officers liability in-
surance policies all enjoyed lower
rates, with four reporting broader
coverage with the same insurers.
One risk manager switched insur-
ers and all used the same brokers.

Only one of the five risk manag-
ers specified the rate reduction for
the D&0 policy: 10%, for the manu-
facturer with $140 million in sales
that stayed with the same coverage
and same broker and insurer.

Among nine board members ren-
ewing property insurance policies,
seven reported lower rates ranging
from a 5% reduction for a manufac-

turer with $3 billion in sales that
stayed with the same broker and
insurer to a 30% drop for a service
company with $700 million in sales
that changed both insurer and bro-
ker. Both risk managers report get-
ting broader coverage and buying
higher limits, too.

Similarly, a manufacturer with
$2.5 billionin sales reported a 10%
rate reduction for the same $5 mil-
lion of coverage, renewed by the
same broker with the same insurer.

Two other risk managers re-
ported paying the same rate for
their renewed property insurance,
both for service companies, one
with $125 million in sales, the other
$1 billion. Both stayed with the
same markets.

For liability policies, two buyers
reported higher rates, one reported
the same rates and one saw rates

drop 20%.
But, for policies combining vari-

ous casualty lines such as auto,
workers compensation and general
liability, five insurance buyers all
reported rates 10% to 50% lower.

Among six risk managers who
renewed umbrella policies, only
two reported lower rates. A manu-
facturer with $1.2 billion in sales
trimmed the company's rates 20%
with a different insurer while rais-

ing its limits to $100 million.
A bank holding company with

$1.2 billion in interest income
trimmed its umbrella rates "15%-

20%" while staying with the same
insurer and broker and raising its
limit to $50 million.

Three board members renewed

their umbrella coverage at the
same rates, all but one of which
stayed with the same insurers and
brokers. .
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, For a number of years, Shand, Morahan &
Company has been a stable source for medical
liability insurance. While others were pulling
back, in fact, we continued to offer and expand
our medical malpractice program.

Today, Shand, Morahan provides pro-
fessional liability, written on a claims-made

42 247..f£28 basis, for physicians, surgeons, dentists,
s*:c nurses and hospitals. Plus, a wide range of

individuals and organizations in the health
-1] '' 2 care field: mental health facilities, medical

: j ?F· ; f.1, - . . . 'fk ' personnel pools, stress centers, medical
 . i{ i: i> schools, labs, home care agencies, outpatient

'{:   -{ 1-3 ; clinics, ambulance services, even pastoral
counselors. Almost any facility or individual,
in fact, with a direct patient-care relationship
can be covered under our program.

For more information, call us today.

/ll Shand, Morahan
Il & Company, Inc.

One American Plaza, Evanston IL 60201
312/866-2800, Tele 72-4328
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editorial opinions

Astounding generosity
e're astounded by U. S. District Judge Scott O.Wright's generosity.

He gives plaintiffs' attorneys who presented a poorly
argued case for a class action suit in the Kansas City
Hyatt Regency Hotel skywalk disaster the ruling they
wanted.

He tells the defendants he did it in their best inter-

ests.

At the same time, he announced that settlements
may continue.

We think the generosity masks his own desire to pre-

side over what will certainly be a challenging, intrigu-
ing and headline-grabbing case.

After all, it took a lot of work on his part to come t6
the conclusion that a class action is needed.

His 18-page order and memorandum creatively uses
two different federal rules to justify the class action.
And he masterfully uses the language to argue that the
class action is in everyone's best interest.

It is, he says, "the proper tool for the accomplishment
of principled, efficient and expeditious adjudication of
skywalk claims which threaten to expose defendants to
repeated trials of the compensatory and punitive dam-
ages issues, which threaten to leave many claimants
without a practical chance for redress of punishable
acts, and which threaten to congest the state and fed-
eral courts of this city for many years."

Sounds good, but the defendants aren't asking to be
protected from multiple trials. There is enough money
in Hyatt and Hallmark to cover large punitive damage
awards if they are justified and awarded and settle-
ments are taking place every day, reducing the number
of trials that will have to be held.

Elsewhere, the judge says, "It is this court's firm be-
lief that the preservation of the collective best interests
of all parties concerned with this litigation and the
avoidance of wasteful repetitive litigation are best ac-
complished by trying the issues of liability for compen-
satory damages, liability for punitive damages and
amount of punitive damages only once."

Maybe so, but it seems this decision could have been

letters

Another idea

on work comp
To the editor: With due respect for

Barry Martin's scholarly compilation and
comparison of statistics in his Perspective
article "Comparing comp systems" (BI,
Jan. 18), we submit that he is riding his
horse backward. It could be reasonably
suspected that the states also feel a re-
sponsibility to guarantee their residents
(including employers) a balanced break-
fast. Yet, there is no clamoring to get the
states into the cereal business.

Correction will be welcomed, but we
don't believe that any of the states listed
have competitive rating systems. This
means that all competitors, public or pri-
vate, start from the same premium and
competition is limited to dividend ar-
rangements, service and cash-flow pro-
grams. This reality renders att expense
ratios mere internal overhead, significant
only to the extent that they inhibit the
payment of dividends. In Michigan, at
least, the state fund has not paid divi-
dends even equal to commercial carriers.
This could well be because of commission

expense, in part, which is apparently
higher here than elsewhere. If, however,
Mr. Martin believes that informed media-

tion between' diametrically opposed par-
ties including ongoing maintenance of the
resulting agreement is not worth 5.3% of
the principal amount, he has a much
larger group than insurance agents and
brokers to argue with.

We would welcome the opportunity to

delayed to allow time for more settlements. He could
have at least sent the plaintiffs' attorneys back to the
books to do the work he did so well to justify the class
action.

But the the real zinger comes in this justification of
the class action: "One or more of the defendants risk

being faced with incompatible standards of conduct if
varying or inconsistent adjudications with respect to
the individual members of the class were obtained on

the issues of liability for compensatory or punitive
damages."

He obviously doesn't believe in spread of risk.
Seriously, we're disappointed in the ruling.
In the interest of judicial efficiency, isn't it best to

encourage continued settlements and keep cases out of
the courts completely? While there is some hope settle-
ments will continue, we share the concern of lawyers
who predict that the settlements will stop ·as plaintiffs
hold out to see if they can get a piece of punitive dam-
ages against someone in the class action.

Why declare a class action in the best interests of the
defendants when the defendants didn't ask for it?

We've never believed the saying, "You'll thank me for
this later."

Just how much in punitive damages does he think
will be awarded when he declares, "No defendant has
unlimited assets and most do not have sufficient assets

to warrant a sizeable punitive damageaward."
We can't help but wonder if the infighting among

the defendants' insurers didn't influence the judge to
rule in favor of the class action. What if the insurers

had presented a united front of primary concern to set-
tle claims as quickly and fairly as possible instead of
appearing to be most concerned with litigating out of
whose pocket the money is coming?

Or, what if they had devoted as much time and com-
mitment to settlements as they have to their infighting?
It's possible so many claims would be settled there
would be few plaintiffs to organize into a class.

Alas, these are rhetorical questions now that Judge
Wright has magnanimously awarded the class action.

discuss the differences in adjustment acti-
vities of commercial and state compensa-
tion carriers, the reasons that superior
loss-control service may not result in
lower loss costs, the effect on overall in-
surance costs if compensation premiums
were removed from private hands and
the myriad of other cost and service issues
raised here. This letter, however, is not a
study or even an article, just a gripe.

We find it hard to believe that an in-

formed private businessman thinks that
anything of any magnitude is better han-
dled bureaucratically than entrepren-
eurially.

John A. Williamson, CPCU
The Nickel Agency
Birmingham, Mich.

Still sees savings
To the editor: I must take exception to

Norman Tapper's letter to the editor (BI,
Dec. 28, 1981) on HMO costs. The over-
simplified example indicates that I, the
employer, will lose $5,000, presumably
because I paid $75,000 for $70,000 in
claims.

If the employees in question had not
joined the HMO, I would have paid
$100,000 in premium, experienced fee-for-
service claims that in all probability would
have exceeded $70,000 and paid an in-
crease in the IBNR. In addition, the subse-
quent year renewal would have included
fee-for-service trend factors that are sev-

eral points higher than that used under the
HMO rating concept-compounded.

With respect to the 100 that did join the
HMO, imagine the severe fee-for-service
charges that were not incurred because of

the HMO emphasis on preventive medi-
cine, early detection and health educa-
tion.

C.R. Mykrantz
Manager

Group insurance administration
American Motors Corp.

Southfield, Mich.

Additional losses
To the editor: John Milligan's article on

employers' potential liability for recrea-
tional injuries, "Employer can strike out
over recreational injuries" (BI, Jan. 11), is
particularly timely in view of the number
of companies considering physical fitness
and sports programs.

He neglected to mention that even
when workers compensation benefits are
not applicable or are denied, the employer
still has the burden of the time lost from
work and the cost of the medical services

paid by health insurance benefits.
Greater emphasis should have been

given, therefore, to programs designed to
prevent or minimize such injuries like the
one attributed to Corning in the final
paragraphs of Mr. Milligan's article.

Leon J. Warshaw, M.D.
Executive director

N. Y. Business Group on Health
New York, N.Y.

Business Insurance welcomes letters from its
readers. Please keep your comments as brief
as possible We reserve the Tight to edit let-
ten for clarity or space. Send your com-
ments to Letters to the Editor, Business In-
surance, 740 N. Rush St., Chicago, Itt. 60611.
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j Check us out . . .
Ff Alarm Company Liability (including Errors & Omissiors).
f Security Guard Liability.
24 Police Professional Liability.
f Municipal General Liability.
[* Public Officials Errors & Omissions.

1-800-531-7205 • 1-800.531-7224 • 1-800-292.5721 (Texas only)

Bayly, Martin & Fay/San Antonio
RO. Box 17800

San Antonio, Texas 78217

info

• The Labor Department has
published "Update No. 13,:' the la-
test volume of advisory opinion let-
ters the department has issued in
response to inquiries on the effects
of actions and transactions

under the Employee Retirement
Income Security Act of 1974. To
purchase send $6.10 to U.S. Depart-
ment of Labor, Division of Public
Disclosure, Pension and Welfare
Benefit Programs, Room N-4677,
200 Constitution Ave. N.W., Wash-
ington. D.C. 20216. Checks should
be made payable to LMSA, U.S.
Department of Labor.

• A free brochure describing an
insured medical reimbursement

plan is available from Corroon &
Black Benefits Inc., the plan's ad-
ministrator. The material includes

a description of the plan benefits
and costs. Also included is a favor-

WHEN ARE MERGERS THE ANSWER ?
Stanley Foster Reed Phillip Turberg, Pres.den:
Executive Editor of  Huggins & Company: Member,
MERGERS & ACQUISITIONS' The Hay Group

ANNOUNCE A MOST IMPORTANT AND TIMELY SEMINAR

INSURANCE MERGERS: STRATEGIES & STRUCTURES

This exclusive seminar will take you behind the

scenes of the insurance merger movement. A distin-

guished faculty of experts who know the insurance
industry, and who have had direct involvement in
this recent merger phenomenon, will cover the ma-

jor forces driving the merger movement-inflation,

high interest rates, money market funds. Other

topics which will be covered include: diversity v.

specialization and "ni ching;" the national v.

regional conflict; structure and product-line per-
formance: size and the "critical mass; market mixes

for old and new products; SFR's Wheel of Oppor-

tunity and Fit Char: constructs; strategic differentia-
tion at Enterprise, Corporate, SBU, and Product-

Line levels; foreign entrants; the marriage of
mutuals; valuations and problems with the "Model
Office" construct; the role of reinsurance-taxes,

providing capital, international implications; the
new deals structures-earnouts, intent letters, clos-

ings and solving :ax, regulatory and accounting

problems. In short, you will get a clear under-
standing of the merger movement, and be prepared

to make the right M&A decisions.

THE PROGRAM

The Barclay Hotel, Philadelphia, Pennsylvania

Price $750 1st registrant, $650 each additional registrant

SUNDAY, FEBRUARY 21

Registration 4:30

Reception 5:30

Dinner 7:00

Overview 8:30

"Major Forces Affecting the Future of The

Finan cial Services Industry"

MONDAY, FEBRUARY 22 TUESDAY, FEBRUARY 23
First Session: "Erratic Rates Effects" First Session: "Search & Screen: Finding The

Best Fits for Your CompanySecond Session. "The Relationshibiof Strategy.
Structure and Industry Perform- Second,Session. "Vatuations Using, Actuarial

 "49' - Methods"ance"

Third Session · "The Role of Reinsurance in The
Third Session: "The Wheel of Opportunity"

Eignties"
Fourth Session: "The Fit Chart Construct' Fourth Session: "Pricing and Negotiating: A

, Rational Methodology"

WEDNESDAY, FEBRUARY 24
First Session:

Second Session:

Third Session:

"Accounting & Taxation: What's
Coming Up?"

"Legal & Regulatory Develop-
ments"

"Summary, Observations & Un-
finished Business"

N.B. The Seminar will conclude at 12:00 Noon on Wednesday, February 24.

For program information, or telephone
reservations, call:

1-800-523-4620
In Pennsylvania dial:

215-875-2377

HAY

Another service of:

The Hay Group
229 South 18th Street

Philadelphia, PA 19103

able tax opinion from a"Big 8"
accounting firm. For a free
copy write Executive Insur-
ance Trust, Corroon & Black
Benefits Inc., Box 1280, Nash-
ville, Tenn. 37202.

• The Education & Re-

search Fund of the Employee
Benefit Research Institute has

published a new book, "Re-
tirement Income and the

Economy-Policy Direct-
ions for the 80s." Based on a

policy forum held in May 1981,
the book examines if Social

Security's problems are pri-
marily political, whether the
private pension system can
satisfy workers' needs and the
alternatives for satisfying the
nation's retirement income re-

quirements. The book also
contains an appendix that pro-
vides summaries of the final

reports of 14 major govern-
ment, business, labor and aca-
demic study groups. A hard-
bound copy costs $18; a paper-
back edition is available for

$10. To order contact EBRI-
ERF Publications, 1920 N
Street N.W., Suite 520, Wash-
ington, D.C. 20036; 202-659-
0670.

l--4,

e Workers' Compensation 1 -1 1#
Services Inc. has prepared a 94 1
free brochure containing ques- ' *
tions and answers regarding fthe administration and in- j:'!'
vestigation of workers com- tf --
pensation claims. The com- 5 ..1
pany also offers a workers 479
compensation claims organ- 1 6.1
izing system for $3. Write j j 1
Workers' Compensation Ser- VJ
vices Inc., 125 Ryan Industrial  /
Court, Suite 110, San Ramon, i.·,
Calif. 94583.

• The risks, responsibilities
and requirements of small
computer systems within fi-
nancial institutions are ad- e
dressed in the Bank Adminis-

tration Institute's new publica- .

tion, "Security, Audit and :
Control of Small Computer
Systems." Written in non-
technical style, the 250-page

available, their proper physi-
cal location and user/techni-

cian relationships. Other topics
include organizational respon-
sibilities, security issues, man-
agement control, authoriza-
tion, documentation, applica-
tion and minimizing expo-
sures. The publication costs
$25 for member banks and $50
for non-members. For further
information contact Jim Per-

kins, Bank Administration In-
stitute, 60 Gould Center, Roll-
ing Meadows, Ill., 60008; 312-
228-6200.

• "Salary Reduction
Plans Under IRS Section

401(k)" is a new booklet of-
fered by Kwasha Lipton, a
benefit consulting firm. To ob-
tam a free copy write Kwasha
Lipton, Department M, Box
1400, Fort Lee, N.J. 07024.

• F.
Haue a new report, booklet or  9
promotional brochure you'd like T
to send to buyers of insurance? »1
Business Insurance will describe ,

your material as an editorial ser-  9
vice in the weekly Info for
Buyers column. Simply send us a
short description of the material , -
to be offered, along with a cost f t
and a mailing address. Address U
all contributions to Info for
Buyers, Business Insurance, 740
N. Rush St., Chicago, Ill. 60611.

l 4
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Independent Insurers nix federal tort reform
By JERRY GEISEL

- WASHINGTON-Breaking
ranks from other major indus-
try groups, a leading insurance
trade association says it will
oppose federal product liabil-
ity reform legislation.

- The National Assn. of Inde-

pendent Insurers, a trade
group with more than 500 in-
surer members, says a federal

-. product liability law that pre-
empts state tort law "is an un-
warranted invasion of state so-

vereignty and . . .violates the
- separation of powers doc-

trine."

p NAII also questions how a
federal product liability law

- would reduce the current un-
certainties in tort law that

; some insurers say make risk
difficult to assess.

"On a practical level, there
are sure to be court challenges

T that will embroil the (federal)

c law in litigation for many
, years, resulting in confusion
-. and uncertainty," NALI said.

The industry trade group
- " says it supports tort reform

· - legislation at the state level.
-, "We believe that it is the role

of the individual state to weigh
the merits of the various tort

reform proposals," NAII said.
' Two other industry groups,

> the Alliance of American In-
surers and the American In-

surance Assn., earlier an-
6 nounced support for product

liability tort reform at the fed-
- eral level.

Sen. Bob Kasten, R-Wis., is

= expected to hold hearings this
month or in early March on

1 his draft federal product liabil-

1 ity bill.
That legislation would,

1 among other things, make it
much more difficult for con-

sumers to sue manufacturers

- for injuries involving old prod-
ucts (BI, Oct. 19, 1981).

Longshore reform
The Senate Labor and

Human Resources Committee

will begin voting Feb. 5 on leg-
: islation, S. 1182, proposed by

Sen. Don Nickles, R-Okla., to
-5

overhaul the costly and con-
troversial federal Longshore-

3 men's and Harbor Workers'

- Compensation Act.
The legislation, which was

-- earlier approved by the Senate
- . Labor subcommittee by a 5-4
• vote, would limit future bene-

- fit increases.under the pro-
gram to 3% a year. Currently,
benefits are boosted every Oc-
tober to match the increase in

the national average weekly
wage.

-4 The measure also would
- .limit jurisdiction bf the act to

the "water's edge." Such a pro-
E- vision would overturn recent

. court decisions that have ex-

tended longshore coverage to
workers who strip cargoes in
dockside warehouses.

Posting injuries
Employers with more than

10 employees are required to
post from Feb. 1 to March l the

, number of job-related injuries
and illnesses that occurred

, during 1981, the Occupational
Safety and Health Adminis-
tration says.

+ To fulfill the OSHA require-
ment, employers should post at

,_ their place of business the last
page or right-hand portion of
OSHA Form 200, "Log and
Summary of Occupational In-
juries and Illnesses."

Employers also must notify
employees who move from

washington
one worksite to another, such as
construction workers, of the
number of work accidents and in-

juries by giving them a summary of
Form 200.

Court to decide

The Supreme Court has agreed to
decide whether the Age Discrimi-
nation in Employment Act can be
applied to public employees.

The U.S. District Court for the

District of Wyoming ruled in May
1981 that Congress' extension of the
law to state and local government
workers violated state sovereignty.

The Wyoming court decision in-
volves an Equal Employment Op-

portunity Commission challenge of
a state law requiring state game
wardens to retire at age 55. ADEA
generally bars mandatory retire-
ment before age 70.

DC-10 accident

A federalsafety board has
blamed the death of a World Air-

ways.flight attendant last Septem-
ber on the failure of an electrical

system in a DC-10 galley elevator.
The National Transportation

Safety Board said the elevator's
electrical interlock switches, which

should have prevented the elevator
from moving with its door open,
malfunctioned, causing the eleva-

tor to rise and trap the attendant.
The accident occurred on a

World Airways flight from Balti-
more to London. The flight atten-
dant, 24-year-old Karen Williams,
was dead on arrival in London.

Ms. Williams was alone on the

plane's lower level attempting to
force a food cart from the elevator

when another attendant on the

upper level pressed the elevator
button. That caused the lift to rise,

crushing Ms. Williams between the
cart and the top of the elevator
door, according to investigators.

Investigators say there have been
more than a dozen reported inci-
dents involving problems with DC-
10 galley elevators since 1973.

Social Security
Children who murder their par-

ents will no longer receive Social
Security survivor's benefits.

"I'm not going to stand by and let
a juvenile delinquent get money
out of the Social Security fund be-
cause he killed his parent," said Ri-
chard Schweiker, secretary of the
Department of Health and Human
Services.

The 1,300 Social Security district
offices have been ordered to search

files for current beneficiaries who

committed murder and then col-

lected survivor payments, includ-
ing monthly student benefits.

The government action came fol-
lowing reports in California that a
20-year-old man who killed his
mother and sister five years ago
collected $21,500 at parole and an-
other who killed his father re-

ceived about $8,000 in Social Secu-
rity benefits. .

Nationwide asks:
Areyouagroupbroker
with competitive clout?

We call competitive clout
the ability to answer any
questions about group
insurance quickly.

And that's just where ·
Nationwide Group
Insurance Specialists can
help you. Their only busi-
ness is helping you construct tailored
Nationwide Group Plans. What's more,
they are never farther away than your
phone. Ready to answer your questions.
Ready to ask.you any questions which
you may have overlooked.

Working together, you can develop a
truly complete, brofessional combination
of plans to cover your clients' needs.

Nationwide Group Plans can include
Vision and Dental coverage and up to
$1,000,000 Major Medical with $500

=dr NATIONWIDE
JR- INSURANCE
 Nationwide is on your side

Home office: One Nationwide Plaza,
Columbus, Ohio 43216

Nationwide Mutual Insurance Company
Nationwide Mutual Fire Insurance Company

Nationwide Life Insurance Company
Available in most states. An equal opportunity employer.

Stop Loss benefits (after
deductible is satisfied).
Plus the Nationwide

Excess Interest Annuity
f .. Contract and a variety of

I funding options, like our
 Common Stock Fund,

our General Market

Bond Fund, our Money Market Fund
and our Guaranteed Fund, all of which
can provide a high-interest return for
your clients' pension plans.

Your professional Nationwide Group
Specialist can help make you a group
broker with competitive clout.

Just send us this coupon and we'll tell
you how. It's one more way Nationwide
is on your side.

81-21 ,1 Nationwide Insurance

1 One Nationwide Plaza I
1 RO. Box 738 1

 Columbus, OH 43216
1 Please give me detailed information on i
1 Nationwide's Group Insurance Plans.* 1

 Name
1

Company Namp
1 1

Arlrirew 1

 City Onunry
1 Srnre 7ip
1 *Available in most states. 1

1
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We are. Andwereproudofit:'

Have you noticed the disfavor the idea of
being an old-fashioned company has fallen
into in recent years? With the exception of
Smith Barney, I can't think of a single com-
pany that is looked upon favorably because 
they espouse old-fashioned values. Instead, J
there are two perceptions of old-fashioned 
and both are negative.

"First exists the perception that there is no
advantage in doing business with a company
that is characterized as old-fashioned. And

second is the perception that a company can't
be aggressive, progressive, innovative-pick 1
any attribute of the modern company-if it's
old-fashioned.

I'd like to lay both of those misperceptions
to rest right now.

In many ways, AHA does business in 
old-fashioned ways. And all of those ways are of benefit to you.

"For example, what's wrong with doing
business with a company that does its home-
work so thoroughly it knows more about 
local insurance laws, regulations, customs,
idiosyncracies and actual ways of doing
business in more countries all over the world

than any other company insuring American
businesses abroad.

"Or doing business with a company so I
reliable in the handling of daims that other
underwriters come to us with their claims 1
problems all over theworld. '

"Or having your company's assets-its 1

people, its property, its products-protected 
through AFIA, a company so dependable
more than 100,000 clients abroad are already
protected through us.

Paul F. Buder

President & Chief Executive Officer

<'Thoroughness, reliability, dependability.
Old-fashioned? You bet.

"Now, about that other misperception.
Don't, for even a minute, think AFIA is old-
thinking because we're old-fashioned.

"Quite the contrary. There's young thinking
at today's AFIA. Today, the more complicated
the risk, the more eager we are to tackle it.
We're willing, and eager to talk to you and
quote insurance coverages you probably
wouldn't have even considered AFIA for a few

short years ago. Today-and in the future-
AFIA is actively and aggressively pursuing
construction and energy-related risks, major
casualty programs, political risks and marine
cargo accounts, as well as global programs,
to name but a few.

At AFIA, we take great pride in the way we
do business. Because-we think the combination

of both young thinking and old-fashioned
values makes AFIA the one international

underwriter with whom you should be doing
business:'

AFIA
Theolderweget

theyounger we think.

AFIA Worldwide Insurance, 110 William Street, New York, NY 10038
Atlanta, Boston, Chicago, Cleveland, Dallas, Houston, Los Angeles,

Miami, Minneapoljs, San Francisco, Seattle, Washington, D.C.
and 230 other cities around the world.



Almost all states allow punitive damages
The spectre of punitive damages

hangs heavily over American busi-
nesses in every state, except Louisi-
ana, Nebraska and Washington, a
survey released by ABC Un-
derwriters shows.

Every other state and the District
of Columbia permit punitive dam-
ages in suits involving personal in-
jury, wrongful death or both, al-
though the standards under which
they are allowed can vary. And
even Louisiana, Nebraska an·d
Washington, which generally pro-
hibit punitive damages, allow them
under certain circumstances.

Punitive damages are awarded to
punish defendants and deter simi-
lar conduct in the future. They are
awarded in addition to compensa-
tory damages that reimburse plain-
tiff for actual losses to property or
due to personal injury.

i.«j.

**f

t

The survey also points out that
some states prohibit insurance cov-
erage for punitive damage awards
or permit it only under certain cir-
cumstances so the risk becomes of
more concern to businesses.

Besides Louisiana and Nebraska

which exclude punitive damages
almost entirely, 27 states also ex-
clude them in wrongful death
cases.

The states that do permit them in
wrongful death cases include Ala-
bama, Arizona, Arkansas, Florida,
Iowa, Kentucky, Massachusetts,
Mississippi, Missouri, Montana, Ne-
vada, New Mexico, North Carolina,
Oklahoma, Oregon, Rhode Island,
South Carolina, Tennessee, Texas,
West Virginia and Wyoming.

Standards of conduct used by
states to determine if a defendant

should pay punitive damages vary.

7 f

In Minnesota, for example, puni-
tive damages are allowed in per-
sonal injury cases where gross neg-
ligence or willful and wanton mis-
conduct by the defendant is de-
monstrated, according to the sur-
vey.

Other places, such as New Jer-
sey or the District of Columbia, use
a stricter standard requiring proof ·
of malice, fraud or oppressive con-
duet. Proof of gross negligence is
insufficient to trigger punitive
damages.

Thirty-two states permit insur-
ance coverage for punitive dam-
ages while five states-Colorado,
Kansas, New York, Washington
and Wyoming-exclusively pro-
hibit coverage.

The states that allow coverage ei-
ther fully or in some circumstances

44

2 t'

MR. LUKE LAROCCA, GENERAL MANAGER, ILLINOIS CENTRAL GULF HOSPITAL ASSOCIATION.

only are Alabama, Arizona, Ar-
kansas, California, Connecticut,
Florida, Georgia, Idaho, Illinois, In-
diana, Kentucky, Louisiana, Maine,
Maryland, Michigan, Minnesota,
Missouri, New Hampshire, New
Jersey, New Mexico, North Caro-
lina, North Dakota, Ohio, Oregon,
Pennsylvania, Rhode Island, South
Carolina, Tennessee, Texas, Ver-
mont, Virginia, and Wisconsin.

In many of these states, however,
insurance coverage is permitted
only to a limited extent, such as in
cases where the insured is found

vicariously liable for his employ-
ees' actions or if punitive damages
are explicitly covered in the policy
language of the insurance contract.

In addition, 13 states and the Dis-
trict of Columbia have no case law

or statute on the question of insur-
ance coverage. The states are

We tried toadminister Health Claims

cheaper or better than CAS*
...and failed.

But that's really.success. When
I came on the job Syears ago,
CAS had been there for 4 years. 1
wanted to show my efficiency,
but as our union shop's top
salaries brought us the cream of
people talent, I figured the way
was to improve the systems side

of our operations. By developing
our own claims handling.forthe
30,000 members whose health
benefits we administer. Orby
finding a better system from
someone else, perhaps.

I found it'd cost usup to $1
million to develop an
experimental system, while
SDC® had already spent a
decade and countless millions

proving out a vastly more
sophisticated system used by two
dozen of the "Fortune 1000". 1

also learned that of the 9 per

*CLAIMS ADMINISTRATION SYSTEM.

income dollargoing to
administration, less than 2° goes
to CAS operating costs. And, only
3 of our staff of 28 are full trme

claims adjudicators. This

efficiency is directly attributable
to CAS.

As for a better system, there was
only one, the latest update of
CAS. As coverage becomes more
complex so does CAS capability.

We're happy to show the world
that union people, at union
salaries and wages, can set an
example of efficiency for others.
Our Board of railroad executives

and labor representatives backs
me on this. And you can quote
me anywhere, that "CAS does the
job!"

For all the details, clip this
coupon to your business card or
letterhead and mail to your
nearest CAS office.

 To: System Development Corporation,
(Claims Administration System)

 • 2500 Colorado Avenue
1 Santa Monica, CA 90406
 (213)8204111
 • 474 Fulton Avenue 
 Hempstead, NY 11550

(516) 483-6761

 • 2311 W. 22nd StreeL Suite 209  Oakbrook, IL 60521
1 (312) 789-2777
 Please send me your brochure giving 
, full details of the CAS technique of 

automating medical and dental
1 claims administration for large 
1 organizations. 1

 NAME

 TITLE 11

MAIL STOP 812/1 1

ISO ....
1

1 System Development Corporation J6------------

Alaska, Delaware, Hawaii, Iowa,
Massachusetts, Mississippi, Mon-
tana, Nebraska, Nevada, Okla-
homa, South Dakota, Utah and
West Virginia.

According to an article accom-
panying the survey, however,
where there is no case law on the

subject and the insurance policy
does not address. punitive damages,
insurers normally will pay them.

Courts have held in some cases

that punitive damages are not in-
surable because it would violate the

purpose of punitive damages by
punishing the insurer rather than
the wrongdoer.

The article also notes that insur-

ers often have to defend against al-
legations of punitive damages even
where it is questionable they are
covered under the policy. It says
also that reinsurance generally
covers punitive damages an insurer,
pays out if the damages arise out of
the insured's conduct.

The survey was included in the
fall issue of the ABC Newsletter of

Products Liability, which is pre-
pared by the New York City law
firm Mendes & Mount. The survey
results were accompanied by an ar-
ticle called "An Overview of Puni-

tive Damages" by Frank J. Chiar-
chiaro and Richard C. Milazzo of
Mendes & Mount.

State statutes and case law were

reviewed in compilation of the sur-
vey. Information also was obtained
from attorneys in the states.

ABC Underwriters provides in-
surance to the Aircraft Builders
Counsel's Insurance Scheme. Par-

ticipants in the program are air-
frame and aviation component
manufacturers. •

Federal pension
costs escalate

WASHINGTON-By 1988, the
cost of providing pensions to re-
tired federal workers will have

doubled since 1979 unless changes
are made, Congress's top pension
expert says.

The federal government's contri-
bution-which comes from tax dol-
lars-to the Civil Service Retire-

ment System will jump to $29.9
billion in 1988 from $12.9 billion in
1979. The Civil Service Retirement

System is the largest federal gov-
ernment retirement plan.

"The cost of maintaining these
plans is going to be rising at a rapid
rate," Rep. John Erlenborn, R-Ill.,
said last week at a press conference .
here. "The federal plans are going
to become exceedingly more ex-
pensive unless changes are made."

Although Mr. Erlenborn did not
recommend specific changes, some
critics say costs could be cut if the
plans were overhauled so that the
benefits are comparable to those
provided by private pension plans.

For example, a civil service em-
ployee with 30 years of service can
retire at age 55 with a full pension.
Private pension plans usually don't
pay full benefits until a participant
reaches 65.

In addition, benefits to federal
retirees are automatically indexed
annually to match increases in the
Consumer Price Index.

A pension task force set up by
former President Carter recom-
mended that the federal retirement

age gradually be raised to 65. It also
recommended that benefit in-

creases not exbeed the average hike
in federal wages (BI, Feb. 2, 1981).
However, Congress has not acted
on those recommendations.

Benefits promised but not
funded probably top the $1-trillion
mark now, Rep. Erlenborn said.
The federal retirement system
covers about 9 million people, in-
cluding 3.3 million retirees. .
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To get inside
some problems,

you have to
invent away.

In this era of rapid change, ready-made solutions are out
01 place. That's why Johnson & Higgins stresses analytical
techniques that get us inside problems. Only there can we
examine the nuances. Sometimes a new combination of

ideas has to be forged before the way is opened. But once
we get inside, we've usually got it made. Custom-made,
you might say. That's how our exclusive "Second Opinion"
program for hospitals came to be.-

**Second Opinion": a comprehensiue program that
b/ends sophisticated risk management techniques with a
hospital's existing patient care delivery system to minimize
professional liability exposures. For full information, write
or call any J&H office.

Johnson*Higgins
The Private Insurance Broker.

Thinking in a different dimension.
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1 -
1

„RISK AND INSURANCE MANAGEMENT SERVICES, EMPLOYEE BENEFIT AND ACTUARIAL CONSULTING THROUGHOUT THEWORLD.
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PROSPORT scores points
cutting team comp costs

1

By JOHN W. MILLIGAN

PHILADELPHIA-Professional

sports teams are saving money on
their workers compensation costs
through an INA Corp. captive in-
surance program that solves an un-
usual dilemma.

Called PROSPORT, the new pro-
gram involves a fronting arrange-
ment through a captive insurance
company owned by the member
teams. The program provides cov-
erage for both workers compensa-
tion and comprehensive general li-
ability exposures.

Some 16 professional teams have
joined the program, including
hockey, basketball, soccer, football
and baseball clubs.

The obvious value of the PRO-

SPORT program for these teams is
greatly reduced costs for workers
compensation coverage. But it also
solves a unique and costly dilemma
the teams face.

Like any other employer, profes-
sional teams are required by vir-
tually all states to purchase work-
ers compensation insurance. Yet
due to the nature of their business,
few teams ever file workers com-

pensation claims.
The maximum recoverable bene-

fit under workers compensation
usually falls far short of most pro-
fessional athletes' salaries. This

places teams in the position of fcrk-
ing out big dollars for a very lim-
ited benefit.

Also, in an age of guaranteed sal-
ary contracts, the athlete may not
even qualify for workers compen-
sation.

Most teams, therefore, have pur-
chased personal injury coverage to
protect against loss of a player due
to death or injury. Such a policy
covers both traditional workers

compensation exposures, like a
work-related injury and catastro-
phe losses, such as accidental death

products & services
of a player or an entire team.

The teams just swallow the cost
of workers compensation coverage.

"The result in these instances is

insurance cost duplication," says
David A. Cairns, president and
chief executive officer of Market-

Dyne International, the INA affili-
ate that sells the program.

G. Gordon Symons, president of
Rushmore Insurance Co. Ltd., the
teams' association captive, adds: "It
seems rather ironic that the most

expensive coverage to the teams-
workers compensation-provides
the least amount of benefit."

What PROSPORT does is ac-

knowledge that irony and provide
workers compensation coverage at
a vastly reduced cost.

Through PROSPORT, INA pro-
vides the necessary underwriting
and insurance-related services. As

the fronting insurer, INA issues po-
licies to participating teams for
workers compensation and com-
prehensive general liability.

Both coverages are fully rein-
sured by Rushmore, Mr. Symons
explains. After retaining the first
$200,000 of risk, Rushmore rein-
sures $800,000 in the Bermuda cap-
tive market.

An additional $29 million in rein-
surance is then split between the
London market and American Na-

tional Re.nsurance Group, the lar-
gest accident and health reinsur-
ance pool in the United States.

Rushmore also has a stop-loss
agreement with its reinsurers, li-
miting its exposure to 30% of loss.

The individual teams also retain

the first 325,000 or $50,000 of each
occurrence under the workers

compensation policy, depending on
which level they choose.

Rushmore will provide the teams

The Wetzel
Company,Inc
Excess and
Surplus Lines
Reinsurance.
Treaty and
Facultative

Only through
Asents Brokers &
Insurdnce Companies
PO Box 66459
Houston,Texas77006
713/593-3003·1*x 76-9053

with a stop-loss agreement as well,
so claims do not exceed the guaran-
teed annual premium.

Mr. Symons would not give pre-
mium rates for the PROSPORT

program, but INA estimates that
member teams save 30% to 50% on

workers compensation costs.
INA charges the legal rate set by

the state in which the team is 10-

cated, but the captive members
save money by sharing in the cap-
tive's investment income.

On the general liability policy,
Rushmore provides $1 million in
coverage with a high deductible.
Most teams then purchase umbrella
coverage above that level from
other sources, Mr. Symon notes.

Rushmore's liability policy also
includes participatory bodily injury
liability coverage that protects
against incidents such as when one
player injures another in a fight.

The exposure has been excluded
by most underwriters, Mr. Symons
said, and teams generally have re-
sorted to buying the coverage from
the excess/surplus market.

While INA does not insure the

team's personal injury exposures,
Rushmore will provide this cover
to a maximum of $6.5 million per
player and $36 million per team.
Rushmore then reinsures the cov-

erage in the London market and
with American National Reinsur-

ance Group.
Mr. Symon notes that teams gen-

erally insure their players' con-
tracts for half of their full value.

Each coverage-workers com-
pensation, general liability and
personal injury-is available separ-
ately, he adds.

Rushmore is managed by Am-
Can International Ltd., a Bermuda-

based captive management com-
pany. Claims service for the pro-
gram is provided by ESIS Inc., a
subsidairy of INA Corp.

PROSPORT is working with the
National Basketball Assn.

In this situation, INA would

again front as the primary insurer
for an NBA-owned captive-
PLANET-set up a few years ago
to write workers compensation
risks. After retaining some expo-
sure, PLANET would reinsure its

coverage through Rushmore and its
reinsurers.

The NBA's original plan for
PLANET did not work out because

the captive could not find the nec-
essary reinsurance.

Mr. Cairns hopes to make a pro-
posal to the league's board of gover-
nors soon.

Physicians' program
touts new coverage

By RHONDA L RUNDLE

SEATTLE-The Washington State Physicians Insurance Ex-
change, a doctor-owned reciprocal that opened for business Jan. 1, is
touting a new brand of professional liability insurance policy.

Report-occurrence coverage, selected by two-thirds of the 1,100
doctors and surgeons who have joined the fledgling insurance pro-
gram, is described·by company President Ted E. Linham as a cross
between claims-made and occurrence coverage.

"The form offers the advantages of a claims-made policy with its
low front-end cost without the disadvantage of a long-tail exposure
to protect when coverage is discontinued," explains Mr. Linham.

A claims-made policy provides coverage onli for claims reported
between the inception and expiration dates of the current policy.
There is no cutoff date after which a claim will not be honored with

occurrence coverage. This is desirable since it may be years after an
incident before a liability claim is discovered.

Report-occurrence coverage, pioneered by the new reciprocal,
begins as claims-made and converts to occurrence after three years.
Occurrence coverage is in effect at all times except for the most
recent two years of any continuous policy term.

If a doctor discontinues coverage, he or she is protected against all
eventual claims except those discovered during the two years before
the end of the last policy period. Tail insurance may be purchased to
transfer risk for claims that might develop during these two years.

"But if a doctor does leave the program, the long tail doesn't hit
as hard with the report-occurrence form as it does with a claims-
made policy," points out Mr. Linham. "The doctor needs only two
years of tail insurance.".

The new company expects to achieve 25% market penetration
writing $4 million in premium its first year. The premium cost to
policyholders is comparable to the cost of the plan formerly spon-
sored by the Washington State Medical Assn. and underwritten by
Aetna Casualty & Surety Co.

Aetna's announcement of a 30% rate increase for the 1981 policy
year spurred action by the state's medical society to set up a doctor-
owned insurance company. It had has been under consideration for
several years (BI, Oct. 27, 1980).

Coverage limits of $1 million per occurrence/$2 million annual
aggregate, $2 million per occurrence/$4 million annual aggregate
and $5 million per occurrence/$7 million annual aggregate are
available through the reciprocal. Sample premiums for the lowest-
limits category include: $2,591 for Class I non-surgical general prac-
titioners; $13,051 for Class V general surgeons; and $20,780 for Class
VII neurosurgeons, orthopedic surgeons and other surgical special-
ists.

«Aetna changed its classifications this year so we don't have a
parallel classification system," noted Mr. Linham. "In some areas
their costs are more attractive than ours, in others we are better. It
varies by specialty but is pretty close to being the same."

The reciprocal was capitalized with a $2.4 million loan from Peo-
ple's National Bank of Washington. Physicians participating in the
reciprocal program are signing limited guarantees for the loan
averaging $4,000 each. After the loan is repaid in five years, com-
pany profits will be returned to policyholders as dividends.

Besides saving administrative expenses as a direct writer, the new
reciprocal will practice vigorous risk management <in cooperation
with the Washington State Medical Society.

"We expect to rigorously resist frivolous claims," pointed out Mr.
Linham.

A nine-person board of directors headed by W. Maurice Lawson,
M.D., will set company policy. A subscribers' advisory committee,
made up of 21 doctors divided into underwriting, financial and
claims committees, will advise the board.

Mr. Linham, whose professional background includes seven years
with the Medical Protective Co. in Fort Wayne, Ind., is joined in the
management ranks by Tom Fine, former account executive for
Aetna's medical malpractice insurance program in the state.

General Reinsurance Corp. is providing reinsurance for the doc-
tor-owned company.
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and Officers
If corporate heads have become more visible these days, we'd like to

think our D&0 inmirance has helped.
Nobody, but nobody, can match our record in handling claims

against Directors and Officers.
It's not magic.
It's experience. Fifteen years of it. And in that fifteen years,

American Home/National Union has been faced with and has resolved

almost every problem imaginable.
So ifyou get into a particularly sticky situation, chances are it's

already old hat to us. And ifit isn't, nobody has a better chance of com-
ing up with a creative solution.
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Another thing. Our underwriters are seasoned professionals, dedi-
cated to this type of insurance. Not part-timers trying to sandwich you
between other types of coverage.

And nobody can offer our American International Global D&OSM
coverage. Which is important when you consider more and more execu-
tives are finding out they can get sued overseas as well as back home.

All these reasons explain why so many blue chip companies insure
with our companies.

And why so many Directors and Officers feel more secure doing
business with us.

The AIG Companies.
Let us take the risks.

For more information about D&0 insurance, contact American International Group, Dept. A, 70 Pine Street, New York, N.Y. 10270,(212) 770-6507 or 770-6504.
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Reinsurer loses appeal, seeks to liquidate
By STEPHEN TARNOFF

ST. LOUIS, Mo.-A Gibraltar

reinsurer, ordered by a U.S. ap-
peals court to pay $541,000 to an
American insurer for breaching an
insurance contract, has filed a peti-
tion for voluntary liquidation.

Castle Reinsurance Co. Ltd. peti-
tioned the Gibraltar Supreme
Court to liquidate in December,
five days after the U.S. Court of
Appeals for the Eighth Circuit in
St. Louis upheld a breach of con-
tract award to Old Reliable Fire In-

surance Co. of Webster Groves,
MO.

The liquidation move has left Old
Reliable and other creditors scram-

bling to claim Castle's remaining
assets.

In 1976, Castle agreed to accept a
10% line on a reinsurance treaty for

Old Reliable placed through the
London intermediary J.H. Minet &
Co. Ltd. Testimony showed that
Castle received underwriting in-
formation, documents and exhibits
for treaty placement from Minet.

Castle received premiums under
the contract but refused to pay its
share after it began to lose money
on the treaty, according to the cir-
cuit court opinion.

Castle contended that much of

the information it received from

Minet was misleading and that
Minet had failed to disclose impor-
tant information.

Because Castle failed to pay on
the claims, Old Reliable sued Castle
for breach of contract in U.S. Dis-

trict Court in St. Louis. Castle, in

turn, sued Old Reliable and Minet
arguing they induced Castle to
enter into the treaty through false

misrepresentations and omissions.
In January 1981, the district

court ruled in favor of Old Reliable

and ordered Castle to pay $541,322.
Castle then took the case to the

court of appeals which affirmed the
district court on Dec. 4.

Five days later, Castle filed its
petition for liquidation.

According to Louis Triay, a bar-
rister at law for Old Reliable in Gi-

braltar, the insurer is attempting to
get first crack at Castle's assets.

Shortly after the district court
judgment in its favor, Old Reliable
obtained a ruling from the Gibral-
tar court that granted it the money
it was owed. Because of Castle's ap-
peal, however, a stay was granted.

Old Reliable then won an injunc-
tion freezing Castle's bank accounts
in Gibraltar.

Mr. Triay also is working with
other attorneys in the United
Kingdom where some of Castle's
assets are located. It also has had

Castle's assets frozen there.

Mr. Triay said it appears that
Castle had substantial losses in-

volving investments not connected
with insurance. He said Castle pre-
viously had indicated it was solvent
but after the Missouri judgment
filed for liquidation.

Two provisional liquidators have
been appointed by the Gibraltar
court and have taken possession of
Castle's records and assets. A hear-

ing on the liquidation petition is
scheduled for Feb. 23.

Shortly before the case went to
the federal appeals court, owner-
ship of Castle changed. Old Reli-
able and others are looking into
this development, Mr. Triay said.
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Frank Gundlach, a St. Louis at-

torney for Old Reliable, added that
whether the company receives any
cf the judgment granted by the dis-
trict court will depend on Castle's
assets.

The former law firm for Castle

in the Gibraltar case was headed by
the country's chief minister. It is
r.ow representing one of Castle's
creditors, an Israeli insurance com-

pany.

Castle's current lawyer, mean-
while, is the leader of the country's
cpposition party.

Attorneys on both sides say the
appeals court decision is an indica-
tion of a breakdown in the rela-

tonship between brokers and rein-
surers.

Daniel Solin, of the New York
law firm of Solin and Breindel

which represented Castle in federal
court here, said the case "really al-
tered" standards that have existed

for more than 100 years between
brokers and reinsurers.

Mr. Solin said that previously
brokers and reinsurers were ex-

pected to act toward each other in
'futmost good faith," almost in a fi-
cuciary capacity. With the decision,
i. seems the broker can do almost

anything short of fraud or dishon-
esty to sell a treaty, Mr. Solin said.
The case says that the broker has

no affirmative duty to disclose facts
tecause it is up to the reinsurer to
ferret out the details, he added.

Mr. Gundlach, who is with the

St. Louis firm of Armstrong, Teas-
cale, Kramer & Vaughn, said the
main impact concerns the duties of
brokers and reinsuers.

"Whose duty it is to ask ques-
tions?" he said. "Here the court says
it is the duty of the underwriter
:nd not up to the broker to rnake
statements on anything he can
think of."

He also pointed out that more
frequently brokers and reinsurers
:re going to court rather than set-
tling differences.
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By Howard C. Alper
First of two parts

IT WAS A SPECTACULAR fire: thesmoke had barely cleared, the rubble
was still intact and the landlord was on the

phone to his "former" tenant asking when
reconstruction plans would be begun.

The tenant responded that his agent told
him that reconstruction couldn't be made

until the financing for the uncollectible
part of the loss, the depreciation, could be
established. The tenant said that he wasn't

willing to sign on for a mortgage for the
uninsured depreciation and expected the
landlord to do so.

The landlord became adamant and said,
"Why should I pay anything? The lease
requires you to carry an amount of
insurance equal to the full insurable value.
If you did so, there wouldn't be any new
financing needed-the insurance company
would pay the entire rebuilding costs!"

To which the tenant replied, "I did
cover the full insurable value, but my
insurance agent said full insurable value
means 100% of the normal insurable value,
and normal insurable value is actual cash

value, which means replacement costs less
depreciation."

Now you've got the picture; the final
decision will be made by a judge.

Many leases indicate that insurance
should be carried in an amount equal to
the "full insurable value." What is
insurable value? There is no definition in

an insurance policy until the valuation
basis of replacement cost or actual cash
value has been stated.

Business owners often tell us that the

real value of well-written contracts is to
keep them out of court, rather than being
a document for use in court.

Consultants have noted over the years
that most leases do not contain insurance

provisions advantageous to the business
owner. Advance planning in writing
insurance clauses in leases can save you
much time, cost and headaches in the
event of an insurance claim. And the

landlord and the tenant are not necessarily
adversaries. In 90% of the cases, the

landlords will accept clauses proposed by
the tenant, if properly explained, as the
clauses are good for both parties.

Most leases are printed, standard-form

Howard C. Alper, ARM.  1
CPCU, is president of 1
AuditRate Inc., a Chicago 
insurance cost reduction 

consulting firm. .77"
Er.-1
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Lease losses
Whether you are lessor or lessee,
note insurance clauses carefully

leases. We tend to accept them as perfect
and complete. In the area of insurance
clauses, that's just not true. There are
mistakes in those printed lease clauses.
They are often incomplete. You can't rely
on them to do the proper job.

Obviously, your position is completely
different if you are the lessor or the lessee.
The lessee's preference is to have as few
insurance provisions as possible in the
lease. He would like not to be required to
carry liability, property, rental or other
insurance. He would like rent to

discontinue if the premises are
untenantable.

On the other hand, thelessor would
usually like to pass off as much of the
insurance responsibilities as possible to the
tenant. This reduces reduces his costs and

appears to eliminate his problems.
However, if the insurance isn't prepared
properly, it will increase his problems. An
equitable blending of these two postions
will make life easier for all concerned.

We have devised a checklist form for

analyzing provisions of a lease, as they
relate to insurance (see chart). The column
"Desired as lessee" indicates the preferred
position if you are the lessee. The column
"Desired as lessor" indicates the preferred
position if you are the lessor. Insurance
consultants then,post the requirements of
the lease as respects those particular
insurance subjects to the "Lease requires"
column. The "Provided by insurance"
column indicates how the insurance

policies are complying with the terms of
the lease. The "Changes" columns then
indicates any changes to be made in the
lease or insurance policies to obtain the

Liability

1. Form

2. Limits

3. Name

desired results.

The reference numbers on the left side

of the form correspond with the key
numbers presented below:

1. There are different types of liability
insurance. OL&T (owners, landlords and
tenants) is quite different from
comprehensive general liability, the
preferred type, as it is broader.

Even terminology can be a problem.
Lawyers say "personal injury." Personal
injury means bodily injury to lawyers, but
it means mental injury (libel, slander,
malicious prosecution) to insurance people.
"Public liability" generally includes both
bodily injury and property damage.

2. Would it beneficial for the tenant to

carry liability insurance to benefit the
lessor? This depends upon the nature of
the property. While one can'never have
too much liability insurance, these
requirements often impose an additional
cost to the tenant, and to some extent,
make your property less attractive.

If the building is single-occupancy, and
is intended to be a net/net lease

arrangement, then by all means the tenant
should carry liability insurance for lessor.
An appropriate clause would be: "Tenant
shall, during the entire term hereof, keep
in full force and effect a comprehensive
general liability policy with respect to the
leased premises, and the business operated
by the tenant, and any subtenants of the
tenant in the leased premises, in which
bodily injury limits shall be not less than
$1 million aggregate per person and per
accident, and in which the property
damage limits shall not be less than
$100,000."

It would also be advisable to include an

indemnity provision in the lease. Such a
clause is self-explanatory:

"Lessee covenants and agrees that it will
protect and save and keep lessor forever
harmless and indemnified against and
from any penalty or damage or charges
imposed for any violation of any laws or
ordinances, or as a result of accidents or
other occurrences, whether occasioned by
neglect of lessor or those holding under
lessee."

If your building has many tenants, then
the lessee's liability insurance is of
minimal benfit. You will still need to carry
your own liability insurance. The
introduction of lessee's liability insurance
for the benefit of lessor only increases
costs and arouses confusion in the event of

a claim, often without benefit to either
party, merely benefitting the insurance
companies ih that the claim is divided
among several companies. If additional
coverage is desired, it would be more
logical and less costly to provide increased
limits of liability on the lessor's policy.

3. Obviously, it is important to name the
lessor on the liability coverage. If this is
not done, then the lessor will receive no
benefit from the lessee's coverage.

4. The area of property insurance in
leases is the one in which most confusion

exists. Certainly, if the lessor is carrying
his own coverage, there is no need at all to
deal with this subject in the lease.

However, on a net/net lease, where the
tenant is required to provide property
insurance for the benefit of the lessor,
great care must be exercised. Details must

Continued on nezt page

Analysis of lease insurance provisions

Property

4. Perils

5. Amount

6. Coinsurance

7. Valuation

8. Improvements & betterments

9. Restoration

10. Replacement site

11. Amount of insurance increase

12. Named insured

13. Loss adjusted with and payable to

14. Mortgage

15. Subrogation

Dest-das *SS-

Not required

Not required

Mutual release

Ded,d as '-or

Comprehensive general liability

$1 million to $100 million

Lessor

All risk

Full cost to replace

None

Replacement

Lesser owns

By lessor

Any site

10% to 12% per year

Lessor

Lessor

At lessofs direction

Mutual release

ProvidId by
Insu,<"'(I

Poic,
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High achievers should be compensated
for their on-the-job performance

By Kenneth P. Shapiro

S COMPENSATION, which is usuallyan organization's single controllable
expense, out of control? Have we stopped
paying for performance and are we
merely reimbursing for inflation? Can the
situation be remedied?

The price paid for an employee's
services-compensation-is based upon:

• The value of the job (job
measurement).

• The number of potential workers
available to fill the job (competitive
pricing).

• The individual's performance within
the job (pay-for-performance). The

Kenneth P. Shapiro is a

vp at Hay Huggins & Co.
in Philadelphia. His col-

umn on management ap-
pears monthly in Busi-
ness Insurance.
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management
American pay ideal has been that high
performers receive larger salary increases
and rapid progression. Low performers
receive minimal and less-frequent salary

increases and little progression.
Today, however, because of high

inflation rates, there is too small a spread

between salary increases for marginal
workers and those for outstanding

performers.
However, managers can remedy the

situation. Using the following four general
rules, excellence can be better rewarded

and innovation and productivity
encouraged:

• "Slippage" is the savings of salary
dollars through personnel transactions,
like the replacement of retiring employees
with younger, lower-paid workers. The
typical mature work organization recovers
1.5% to 2% of its annual exempt payroll
from slippage. The conscious reinvestment
of these recovered salary dollars could be

used to reward excellence.

For example, if the 1.5% of payroll
recovered were devoted to specific

differential increases for the top
one-fourth of an organization's

performance, this alone would create an
average 6% differential between their
salary treatment and that of the remainder
of the organization's exempt employees.

• Various employee groups could be
given market-justified salary differentials.
This is most frequently done for
geographical differentials. However,

functional or industry segment
differentials could be given to computer
science professionals and engineers,

currently in short supply. A gradually
instituted program of well-conceived,
documented differentials could, for a

period of years, make up to 1% of exempt
salary dollars available for redistribution
to high performers.

• A sound, well-managed performance

appraisal system will facilitate the proper
distribution of salary dollars.
Identification of poor performers, followed
by appropriate salary treatment, will free
dollars for allocation to more valued

employees. Fallacious documentation of

performance appraisal can create

unwarranted promotions at salaries in
excess of employee's performance.

• Finally, we must return to the salary
increase philosophy that encourages
significant discrimination in award levels.
We need a pay-for-performance
philosophy that will widen the gap

between the smallest and the largest salary
increases.

This requires hard decisions for
managers, such as not giving salary
increases to low performers.

Yes, compensation can be managed,
controlled and made to work for an

organization. And the rewards-retention
of high performers, higher average
individual performance and improved
employee morale-are well worth the
effort. .

Pay attention to insurance clauses in leases
Continued from previous page

be spelled out for subjects like insured perils, amount of
insurance, valuation basis, ownership of improvements

and betterments and repair or restoration requirements.
Normally the perils required in a lease are not very

broad. The terms "fire, extended coverage and
vandalism" are common, but if it's your building, you

really shouldn't be satisfied with that. You
need all-risk insurance. This

provides a much broader
scope of insurance, as
damage from more causes

of loss would be

insured-causes such as

collapse and water damage.
5. Obviously, the amount of

insurance required should

always relate to the
reconstruction cost of the

building. If replacement cost

, coverage is required, then the
amount of insurance would be

the full cost of replacing the
building. If the depreciated or

actual cash value bases is used, then the amount

required would be the reconstruction cost less the
physical (not book) depreciation.

6. As lessor, you don't want a coinsurance clause in the
policy if you can avoid it. It can only hurt you. It

requires the policyholder to carry a certain amount of
insurance in relation to value, and if they don't, there's a
penalty. You'd like to avoid the possibility of a penalty,
so if you can avoid coinsurance, that's advantageous.

To protect yourself, you may include the phrase "in
an adequate amount to avoid coinsurance." This puts the
burden of choosing the amount of insurance on the

tenant. And perhaps if he doesn't choose properly, then
he has to bear the consequences.

However, you can't always avoid a coinsurance clause
or negotiate the tenant into being responsible.

7. It's not enough to state that the tenant should carry

an amount of insurance equal to the replacement value.

You also have to state that the policy should value the
property on a replacement cost basis. If not, all that's

happened is that you've carried more insurance than
you need on a depreciated basis, which won't pay you
more dollars in the event of a loss.

Let's say the policy is written in the amount of the
replacement cost, which we'11 assume is $1 million.

After physical depreciation, the insurance company
figures that the actual cash value is $700,000. The

building is destroyed. Even though there is $1 million
insurance on the building, all that can be collected is

$700,000 because the policy only obligates the insurance
company to pay the depreciated value.

So not only do you have to carry the right amount,
you have to include the proper valuation clause in the
policy. And, of course, the valuation clause should be the
replacement cost, not actual cash value.

8. If the tenant makes some improvements to the
building, they usually are considered at the expiration

date of the lease. It is best to broaden the policy terms so
that the improvements and betterments, when made,
become a part of the building. In that case, when there's
a claim, the building owner will collect for the value of
the improvements as part of the building. Ownership
should also be indicated in the lease.

9. Restoration of the building is a key point. A
building owner should prefer to reconstruct his own
building. He shouldn't want somebody else to do that.
It's also not a good idea for somebody else to provide

insurance. It's to the owner's advantage to place the
insurance and bill the tenant. He will have greater

control of awards and adjustment.
Another problem is that if the tenant places the

insurance, it's very difficult to get the tenant and his
insurance broker to comply with all the technical
provisions the landlord wishes to have included.

10. Many replacement cost clauses require that

reconstruction be made on the same site. The building
may be in a blighted neighborhood, and as long as the
building is destroyed, the lessor may want to replace it
elsewhere. Under the terms of many policies, he must

rebuild on the same premises or else he can't collect the
full replacement cost. The company will usually remove

the "same site" requirements if requested.

11. Inflation makes today's amount of insurance
unacceptable for tomorrow. Therefore, it would be

appropriate to build in an increase-of-insurance factor
to reflect the estimated inflation rate.

12. Obviously, it's important to name the building
titleholder in the building policy, or else technically no
coverage is provided.

13. It is important to identify in the policy that any

loss will be adjusted with and payable to the lessor. It
does the lessor no good if the insurance proceeds are
payable to the tenant, and the tenant doesn't reconstruct
the building in the manner required by the lessor.

14. The lease should provide that mortgage interest be

included in the policy. An appropriate clause reflecting
points 4 through 14 would be:

"Tenant shall, during the entire term hereof, keep in

full force and effect, fire, extended coverage and all-risk
insurance on the demised premises and all property
belonging to lessor, in an amount equal to 90% of the full
replacement and reconstruction cost of the property.
This amount shall be agreed to be (amount) at inception

of this lease. Such policy shall be on a replacement cost
basis, with permission to replace at any site. The amount

of insurance shall be increased by (amount) on every
anniversary date of this lease. Whenever requested by
lessor, tenant shall procure an appraisal from an
appraiser approved by lessor, and the new appraisal
amount shall then become the new basis for insurable

value. The policy will be issued in the name of lessor,

and any loss is to be adjusted with and payable solely to
the lessor. A mortgage interest shall be added at the
direction of lessor."

15. One significant clause a lessee would like to see in

the lease is a release of subrogation. In the event of fire
or other insured damage, certainly the lessee would
prefer to avoid the lessor's insurance company from

charging him with the cost of repairing damage caused
by his insurance company, as long as his rights in

collecting under his policy are not affected.
So a release of subrogation, if approved by the

insurance company, would be in the interest of the
lessee, and of no consequence to the lessor. Such a

release can be turned to a mutual release of subrogation,
benefitting both parties, without objection by either
insurer if so allowed in the contract.

(Next week: A look at other lease coverages.)



Rein to manage insurance
at Ampco-Pittsburgh Corp.

tDouglas R. Rein has been
named corporate manager of insur-
ance for Ampco-Pittsburgh Corp.
in Pittsburgh, a major manufac-
turer of railroad freight cars and
other metal products. Mr. Rein, 41,
formerly held a similar post at
Florida Steel Corp, in Tampa, Fla.
A graduate of Southern Illinois
University, Mr. Rein will be re-
sponsible for Ampco-Pittsburgh's
risk management operations and
employee benefits insurance. He
will report to Ernest G. Siddons, vp
of finance. Mr. Rein replaces Paul
C. Brisson, who has joined H.J.
Heinz Co. in Pittsburgh.

***

Neuman M. Wood has been

named manager of corporate:insur-
ance and safety for Cluett, Peabody
& Co. Inc., a New York-based ap-
parel company. Mr. Wood, 40, will
administer and supervise the com-
pany's insurance programs,:includ-
ing the development of new risk-
funding methods. Mr. Wood has a
bachelor's degree in psychology
from George Washington Univer-
sity in Washington, D.C., and a law
degree from the University of Bal-
timore. He joined Cluett in 1979 as
manager of corporate safety and
was corporate director of safety for
Monumental Properties Trust in
Baltimore from 1976 to 1979. Mr.

Wood will report to J. Kirk Bare-
foot, director of risk management
for the apparel company.

***

Hospital Corp. of America has
named Robert A. Reeves presi-
dent of its health services group, a
new division. Mr. Reeves, 37, had
been vp of insurance for the com-
pany. In the new position, he will
head a division that includes all of

the company's non-hospital opera-
tions, including insurance opera-
tions, laboratory facilities and an
ambulance service. Before joining
HCA in 1977, Mr. Reeves served in
various risk management positions
with Ashland Oil Inc. He has a

bachelor's degree in economics
from Ohio University. Mr. Reeves
is a director of the Captive Insur-
ance Cos. Assn., a director of Ideal
Mutual Insurance Co. and the

director of the Nashville Chapter of
the Risk & Insurance Management
Society. He will report to Sam A.
Brooks, HCA's chief financial offi-
cer.

***

Norman L. Beesley has joined
Miles Laboratories Inc. in Elkhart,
Ind., as manager of employee bene-
fits. He will be responsible for im-
plementation and administration of
domestic and international em-

ployee benefit programs. Mr. Bees-
ley, 43, was formerly employed in
the life insurance division of Aetna

Life & Casualty Co. in South Bend,
Ind. He has a bachelor's degree
from Wabash College in Crawfords-
ville, Ind. He will report to F.C.
Ahlborn, manager of insurance and
employee benefits. Mr. Beesley re-
places D.V. Houser, who has been
promoted within the company.

***

Charles M. Mulle has been ap-
pointed vp of risk management in
the Financial Control Di*ision.of

Marine Midland Bank, N.A., in
New York. The position was
created to consolidate risk. manage-
ment functions formerly assumed
by insurance managers. Mr. Mulle,
33, joined Marine Midland after .
nearly eight years as director of in-
surance and risk management for
Merrill Lynch and Co. He also
served as an insurance analyst with
Chase Manhattan Bank and an un-

derwriter with the Royal Insurance
Co. Mr. Mulle received bachelor's

and master's of business adminis-

tration degrees from Long Island
University. He is a member of the

comings & goings: buyers
Risk and Insurance Management
Society and the American Manage-
ment Assn. He will report to Ed-
ward H. Brode, executive vp and
chief financial officer.

.

We'd like to report on staff changes
in your risk management or em-

ployee benefits department. Just
dTop a note to Sallie Diury, Edito-
rial Assistant, Business Insurance,
740 N. Rush St., Chicago, m. 60611,
or call 312-649-5398.

We would also like to receive pho-
tographs to accompany these an-
nouncements.
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INSURANCE SERVICES GUIDE:

readers looking for services.

turn to page 32

IRI makes foreign insurance
as familiar as

domestic insurance.

It takes a special kind of
insurance company to clearly
explain tbe differences be-
tween foreign and domestic
insurance to producers and
insureds. A company that bas
insured qualified propenies
since I890 and currently
underwrites some 50,000
properties in over 60 coun-
tries. A company called IRI.

IRI knows that experience
and attention to detail are

essential when preparing and
servicing international insur-
ance programs. That's why we
created the IRI Corporation.
This international organiza-
tion is staffed with multi-

lingual nationals who

, know
local

custorns,

business

practices,
and

8

engineering regulations. On-
the-spot field engineers provide
service from locations based

as geographically close as pos-
sible to insured properties.

IRI coordinates local (or
admitted) coverages
with standard

American con-

tracts into a Mas- 
ter Policy. This
simplifies paper- 
work, plugs possible 
gaps in coverage,
and permits proper
local policies to be issued in
those countries where re-

quired. In short, IRI can help
determine the right combina-
tion of local and U.S. insurance

IRI monitors

business situa-

tions abroad as

closely as ones
athome.

Whether it's

Peoria or

Paris, our
expertise

provides
- you with

the best in-

surance con-

tract at a

competitive

cost. We

carefully
plan all the

details back

here so you can easily under-
stand everything that's going
on over there. And through
the international affiliates of

our member companies, we
have access to any country·
with a free enterprise system.

To find out more about bow
IRI makes·foreign insurance
as familiar as domestic insur-
ance, contact tbe nearest
IRI PToduction Manager.

Eastern Region, Chet Bladek
Hartford, CT
(203) 525-160I

Western Region, Dick Waugh
Chicago, IL
BIL) 663-4050

Pacific Region, Ed Breedlove
San Francisco, CA
(415) 434-3356

The moreyou know aboutIRI, the moreyouknow about
commercial and industrial property insurance. 9

I industrial
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datebook Liddy joins Continental Corp.
FEB 15 One-Day Benefits Briefing program napolls, sponsored by the Indiana Chapter of the
on Taft-Hartley trust funds in Phoenix, Ariz, Air Pollution Control Assn, $75, for one day, $40,
sponsored by the International Foundation of Em- after Feb 23, $90, for one day, $45 Dr Thad Go- as senior vp of life and health
ployee Benefit Plans, members, $130, non-mem- dish, Conference Chairman, Department of Natu-
bers, $155 Also Feb 16 in Los Angeles IFEBP, ral Resources, Ball State University, Munele, Ind
18700 W Bluemound Road, Box 69, Brookfield, 47306,317-285-7161 Richard A. Liddy has .oined
Wis 53005, 414-786-6700

MARCH 5-6 Occupational Health Nursing The Con-inental Corp as senior vp

FEB 15-19 Basic Governmental Risk Manage- Principles and Certification Review seminar in responsible for U S life arc health 
comings & goings: industry

ment seminar m Tucson, Ariz, sponsored by the Tarrytown, NY, sponsored by Fireman's Fund insurance operations Mr Liddy
College of Business and Public Administration of Risk Management Services, $195 Also March 19- has also been named chairman of tions in the Philippines and Guam Pratt elected senior vps of Clifton
the University of Arizona and the Public Risk & 20 in Itasea, Ill Annette B Haag. Director of Oc-Insurance Management Assn, $360 Executive cupational Health Consulting, Fireman's Fund Loyalt) Life Insurance Co Conti- Mr Anschitz, who joined the com- & Co, a San Francisco-based bro-Programs, College of Business and Public Admin- Risk Management Services Inc, Box 3890. San Ra- nental's prircipal hie subsidiary in pany in 1.955, manages operations ker Mr Logue 15 director of the
istration, University of Arizona, Tucson, Ariz fael, Calif 94911, 415-492-7758 the United States for AFIA 17 Australia Pacific Northwest region and man-
85721, 602-626-1252 His cuties also include supervi- ager of the Portland office Mr

MARCH 8-9 Joint Defenses in Investigations
FEB 16-17 Occupational Noise seminar in San and Litigation program in New York, sponsored sion of National-Ben Fran Klin L_fe Reinsurers Pratt is a director of Clifton & Co

Franctsco, sponsored by the University of South- by the Practising Law Instltute. $275 Also Ap:il Insurance Corp and Contin ental's and manager of the Los Angeles of-
ern California, $195 Office of Extension and In- 2*27 m San Francisco Practising Law Institute, accident and health instrance ce- Frank Conly named vp in the fice
Service Programs, Insutute of Safety and Systems Department VIt, 810 Seventh Ave, New York,
Management, University of Southern California, N Y 10019, 212-765-5700 partment bond depart- Norman A. Peterson named

Los Angeles, Calif 90007, 213-743-6523 Other insurer changes: ment at North + a I president, treasurer and chief exec-
MARCH 8-10 Fundamentals of Insurance Marion Perkins narnic prest- American Rein- utive officer of Corroon & Black of

FEB 17-19 Product Safety Management course course in Denver, sponsored by the Risk & Insur-
in Washington, sponsored by Technology Manage- ance Management Society, RIMS members, $345, dent and ch-ef executive off cer of surance Corp in Wisconsin Inc in Milwaukee Mr

ment Inc , $590 Richard White, George Washing $195 for additional participants from the same Comstock Insurance Cc He sic- New York He Peterson had been executive vp

ton University. Continuing Engineering Educa company, for non-members, $445 Rebecca Zlrnm, ceeds Dazid Mcintyre who was also series as
tlon, Washington, D C 20052, 202-6764106 RIMS, 205 E 42nd St, New York, N Y 10017, 212-

and chief operations officer at C&B

286-9292
named ciarman of the board Mr deputy diractor . of Wisconsin He succeeds Howard

FEB 17-19 Techniques of Finance and Ae- Perkins Joired Comstoci in 1980 of the bond de- W Weiss who was named chair-

counting course in San Francisco, sponsored by MARCH 10·12 Insurance Claims and Litiga- He prer lously was Wltl- S trancia partment Mr i man of the board

the Risk & Insurance Management Society, RIMS tion semmar in New Orleans. sponsored by the America Reinsurance Conly lo_ned
members, $345, for additional participants from Defense Research Institute Inc, $235 Anthony J Oliver M. North American
the same company, $195 and $445 for non-mem Karpowitz, Defense Research Institute, 110 W Other suppliers
bers Rebecca Zimm, RIMS, 205 E 42nd St New Wells St,Milwaukee, Wis 53233, 414-272-5995 Heim Jr pro- , -a- Re in 1979 Mr. Conly
York, N Y 10017, 212-286-9292 moted A under- 4 < 1 Jerome R R. Howard Hopkins named vp

MARCH 1244 The New Medical Malpractice writing vp at , il-
FEB 1849 Arson, A Nationwide Problem se- Equation conference m Rancho Mirage, Calif,

' Hanson appointed president of for the Southeast region at GABminar m Arlmgton, Va, sponsored by the Fire sponsored by the Annenberg Center for Health American Cen- 1 • Midwesten Re, a subsidiary of Business Services Inc, a subsidiaryPrevention & Safety Committee of the Amencan Sciences, $375, after Feb 1, $425 Annenberg Cen- te nnial Insur- -6-,V, EW Blanc h Co in Minneapolis of UAL Inc Mr Hopkins was pre-
Society for Industrial Security, members, $240, ter for Health Sciences, Office of Education, Ei- ance Co in Mor- 2 , Mr Hanson Joined E W Blanch in viously vp of marketing for GAB,
non-members, $325 ASIS, 2000 K St NW, Suite senhower Medical Center, 39000 Bob Hope Drive,
651, Washington, D C 20006, 202-331 7887 Rancho Mirage, Calif 92270, 714-340-3911

ristown NJ,a  , 1973 and trost recently was man- which provides claims investiga-
Benico I nsur- 1 11,4' ager of the facultative division of tion, inspection, adJustment and re-

FEB 22-24 Designing Secure Application Sys MARCH 15-16 Fourth Annual Hazardous ance Group i : 6% Midwestern Re lated services

tems course m New York, sponsored by the Com- Waste Management conference in Washington, company Mr L..,dz- *j Howard Sontag joined the Spe-
puter Seeunty Institute, $670, prepaid Computer DC, sponsored by The Energy Bureau, $650
Securtty Institute, Educattonal Resource Center, Carol A Hertzoff, Planning Manager, The Energy

Heim had been Mr. Helm Agents/brokers cialty Consulting Group of Buck

Box 528, Matawan, N J 07747, 201-566-6622 Bureau Inc,41 E 42nd St, New York, NY 10017, assistant vo at Consultants Inc, New York Mr
212-687-3177 American Centennial Joseph J. Stahl II named execu- Sontag had been a tax manager and

FEB 2224 Techniques of Loss Control course
In Miami, sponsored by the Risk & Insurance MARCH 1547 Corporate Benefits Manage

Murray Smith named vp for tive vp of Alexander & Alexander tax attorney at Amax Inc
Management Society, RIMS members, $345, for meat conference m Hollywood, Fla, sponsored by package underwriting :t The St Inc in Ne,4 York Mr Stahl is re- William J. Collins elected vp in

additional participants from the same company, the International Foundation of Employee Benefit Paul Fire & Marine Insirance Co sponsible fir the Human Resource charge of Ebasco Risk Management
$195, $445 for non-members Rebecca Zimm, Plans, members, $470, non-members, $545 IFEBP, Mr Smch was vp fer coroorate de- Management Group, which in- Consultants Inc 's Eastern region
RIMS, 205 E 42nd St, New York, N Y 10017, 212- 18700 W Bluemound Road, Box 69, Brookfield,

286-9292 Wis 53005,414-786-6700 velopmens for The St Paul Cos cludes emp_oyee benefits, commu- operations Bernard J. O'Connor
Inc, the parent company of St nications, management consulting, also elected vp, responsible for

FEB 23-25 Product Safety and Liability Pre- MARCH 16 Fundamentals Risk Financing Paul Fire & Marine Mr Smith SLC- administration and related ser- management and development of
vention workshop in Madison, Ws, sponsored by and Captives seminar in Bermuda, held in con-
the University of Wisconsin, $375 Professor Ri- junction with the Sixth International Captive In

ceeds Robert Shepparc who re- vices Mr Stahl has been national risk management services for utili-
chard A Moll, Engneenng Department, Unlver- surance Company conference, $200 Bleen B Cal- tlred director of the Human Resource ties in the boiler and machinery in-
sity of Wisconsin-Extension, 432 N Lake St, Mad- lahan, Risk Planning Group Inc, 722 Post Road, John C. Morrison elected senior Management Group since 1978 surance field Both Will be based in

Lson, Vhs 53706, 608-263-4712 Darien, Conn 06820, 203-655-9791 executue vp of the Insurarce Co Robert H. Hoff appointed vp of New York
FEB 25-26 Communication Security course m MARCH 1647 Fire Safety in Buildings confer- of North America Mr Morr.son is Reed Stenhouse Inc Mr Hoff is re- Charles J. Mazza joined Mei-

New York, sponsored by the Computer Secunty ence in Orlando, Fla, sponsored by the Society of responsible for rev_ew anc estab- sponsible for airline and aerospace dinger Inc, an employee benefits
Institute, $470, prepaid Computer Security Instl- Fire Protection Engineers and the Engineering lishment of underwriting policy, insurance requirements for Reed consulting firm, as vp and manager
tute, Educational Resource Center, Box 528, Ma- News Record, $477, two or more participants from
law'an, N J 07747, 201-566-6622 the same company, $420 Also April 21-22 in New

retenticns and cedec reinitrance Stenhuse clients Mr Hoff is based of the Milwaukee office Mr Mazza

York D Peter Lund, Executve Director, Soaety Jay K Minton elected president in the Sea.tle office Robert I. was previously with Joseph Schlitz
FEB 25-26 Loss Prevention Explosion Haz- of Fire Protection Engfneers, 60 Batterymarch St, and chief executive iffic€r of Com- Brown appointed vp for claims Brewing Co, where he was direc-
ar(is in Industry seminar in Saddle Brook, NJ, Boston, Mass 02110, 617-482-0686 mercial Life and Accident Insir- managemert of Reed Risk Manage- tor of compensation and benefits
sponsored by the New Jersey institute of TechnolDgy, Divlsion of Continuing Education, $475 Also MARCH 16-18 Reasoning Reinsurance se. ance Cc in Addison, Texas ment Inc iri San Francisco, a divi-

April 26-27 In Woodbridge, N J Divimon of Con- minar in Dallas, sponsored by the Risk Manage- Metropo.itan Property & Liaoil- mon of Reec Stenhouse Mr Brown Excess surplus
tinuing Education, 323 High St , Newark, N J ment Institute, University of Dallas, $445 Profes- ity Insurance Co in Warw.ck, NJ, was vp and California administra-
17102,201-645-5235 ser Bruce Evans or Julie Allan, Risk Management

Institute, International Center, University of Dat-
has named Edmund 0. Wall, tor of Diversified Risk Manage- Peter Milazzo appointed man-

MARCH 3-4 National Formaldehyde and las Station, Irving, Texas 75061, 214-579- Thaddeus S. Woods, Charles H ment Seruces before joining Reed ager of casualty excess and surplus
Building-Related Illness conference in India- 5360/5330/5299 , Primm Roger A. Dordick and Ronald P. Thompson appointed operations for Weghorn Interna-

Philip L Babin vps vp of sales for Rollins Burdick tional Inc, an affiliate of the John
Paul Ables naned president Hunter of Missoun Inc in St Louis C Weghorn Agency Inc , New

and chief operating officer of Fa- Mr Thompson was previously with York Mr Milazzo was previously a
cific Ins_rance Co Ltd and Senti- Corroon & Black tn St Louis senior underwriter at American

INTER-CAS LTD.
nel Insurance Co Ltd B:,th com- James V Martin named vp of Home AssurancePO BOX 23 • GLEN HEAD, N, Y. 11545 • 516-674-3440 • TELEX 967802 panies re subsidiaries cf The Hart- Frank B Hall & Co of Ohio Inc in Shand, Morahan & Co Inc

has been with The Harecrd since ble for ne,i business development of underwriting Victor L. Sauer. he Joined Pacific Insirance in 1966 and servicing established accounts was also elected senior vp of claims
4

1C 1 ford Insurance Group Mr Ablzes Cleve-and Mr Martin is responst- elected Robert N. Liston senior vp

Graeme Anschutz named resident assistant ip at Marsh & MeLennan Morahan claims operations Shand,
vps of AFIA Mr Jacob, who Joined in Cleveland Morahan, an underwriting man-

AFIA in _962, supervises opera- Edward J. Logue and R. John agents based in Evanston Ill
--A MEMO TO THE INDUSTRY: Business Insurance:

Inter-Cas Ltd. has increased its
.

Please E]enter or E]renew my subscnptionWe are proud to announce that . at $40 for a full year, 52 weekly Issueseffective January 1, 1982,000,000 for (Canada add $14 for surface delivery, $50 for air delivery
Insoranw - Europe & Middle East add $35 for mr delivery All other foreign

.in-house facility to $2, add $14 for surface postage )all forms of excess liability .

0 Payment enclosed [3 Bill me C Bill company

including Umbrellas.As·in the past 'we will continueto issue excess liability. policiesfacultative reinsurance certificatei
name (please pnnt)

for brokets and agents, as well as
for insurance companies,

--

or their
title

=»*M
company

representatives.r-Ra\t,·*4;UA
nature of business

* 4 1
E business or I] home address

, L' BURTON W, KROUNER aty state/country zip/postal code

E Please send information on your special 25°/0-ott group rate
for five Or more subscriptions

6 1 prefer not to receive information or advertising by mall from
companies not affiliated with Crain Communications

Mall to Business Insurance

.. Circulation Dept 740 Rush Street Chicago, IL 60611



AlIC offering 6 non-owned captive' plan
LOS ANGELES-Associated In-

:rnational Insurance (Bermuda)
.td., the Bermuda-based reinsur-
mee company subsidiary of Asso-
lated International Insurance Co.,
: being offered as a "non-owned
:aptive" for interested associations
r d groups.

fhis captive, says AIIC President
D. Michael Polizzi, is for buyers
who would like to use an offshore
captive insurer but want to avoid
the expense of setting up one.

AIIL will underwrite risks, help
:et loss reserves and arrange rein-
ourance.

Services such as loss control and

lims administration will be pur-
nased from independent com-
·anies, although AIIL can service
-:aims if the client is located in Cal-

fornia, Mr. Polizzi says.
Associated International also can

ont-issue policies-for the cap-
'Fe.

MIL, which has not retained any
ients yet, is looking primarily for
nperty/casualty risks.
lip to now, AIIL has reinsured

10% of Associated International's
'surance business not placed with
nrelated reinsurers, Mr. Polizzi
.otes.

Associated International is a

Nholly-owned subsidiary of
tewart Wrightson Insurance
:roup in London.

imall risk program
Marsh & McLennan Inc. is mar-

eting small commercial risks
rectly to single insurers under
*clusive agency agreements in

nme areas, Business Insurance has
qrned.

rhe new program, operating

r

L

markets

now in Chicago and San Francisco,
is designed to simplify account ser-
vice and improve the profitability
of risks paying less than $10,000 in
annual premium.

In Chicago, M&M is placing
small risks with the Hartford

Group; in San Francisco it is using
Fireman's Fund Insurance Cos.

The small commercial risk pro-
gram was proposed two years ago
as a follow-up to M&M's exclusive
personal lines sales agreement with
the Chubb Group (BI, July 28,
1980).

New HMO opens
INA Healthplan Inc., a subsidiary

of INA Corp., has opened a $2.3
million health maintenance organi-
zation in Garland, Texas.

This is INA Healthplan's third
HMO in the Greater Dallas area

and represents a $14 million invest-
ment.

The Garland center will accom-

modate about 20 physcians and can
serve up to 25,000 patients. Ser-
vices, which are provided for a
fixed monthly fee, include physi-
cian visits, laboratory tests and X-
rays, surgery and hospitalization.

INA Healthplan also owns and
manages HMOs in Arizona, Califor-
nia, Florida and Washington, serv-
ing some 493,000 subscribers.

Reinsurer formed

PRORECO Reinsurance Corp.
has been formed in the Cayman Is-
lands by three U.S. insurers to

reinsure medical malpractice risks.
Member companies are Physi-

cians Insurance Co. of Ohio, Physi-
cians Insurance Co. of Michigan
and Kentucky Medical Insurance
CO.

All are speciality companies
writing medical malpractice insur-
ance in their home states. The com-
panies' stockholders are physicians
and other members of the medical

profession.
The new reinsurer has initial ca-

pitalization of $301,500.

Benefit services

The Security Pacific National
Bank has established a new subsidi-

ary, Security Pacific Employee
Benefit Services Inc., to design and
administer services for pension,
profit-sharing and thrift plans.

The Pasadena-based firm will

concentrate on setting up plans to
meet retirement or savings objec-
tives, administrating either a Secu-
rity Pacific plan or an existing plan
and processing payments for re-
tirees.

Manager named
Dallas-based Equity Reinsurance

Managers has been appointed by
Zale Indemnity Co. as its manager
of property/casualty facultative re-
insurance in the United States and
Canada.

Equity Re is a market for both
individual facultative reinsurance

accounts and specially designed fa-
cultative automatic binding agree-
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When you're good
at creative solutions
in excess...

the word

gets around.

ments.

Zale Indemnity is a wholly
owned subsidiary of Zale Corp., a
worldwide retail jeweler.

Syndicate forms
Pine Top Syndicate Inc., a sub-

sidiary of Pine Top Insurance Co.,
has been formed to participate in
the New York Insurance Ex-

change.
The new company will be man-

aged by INA Trading Corp.

Name changes
Rollins Burdick Hunter Co.

has changed the name of its Seattle,
Wash., office to Rollins Burdick
Hunter of Washington, Inc.

The office was formerly known
as Dougan, Eader, Reynolds &
Wheller Inc. It merged with RBH
in January of 1981.

J.H. Blades & Co. (Interna-
tional) Ltd., a reinsurance interme-
diary acquired recently by INA
Corp. from Crum & Forster Insur-
ance Co. (Bermuda) Ltd., has been
renamed Montgomery & Collins
International Ltd.

Montgomery & Collins Inc. is
INA's excess/surplus lines bro-
kerage subsidiary in the United
States.

Crum & Forster Managers (Ber-
muda) Ltd., a captive management
company also acquired by INA, will
have its operations assumed by INA
International Insurance Managers
Ltd., the company's captive man-
agement subsidiary in Bermuda.

Acquisitions
Alexander & Alexander has
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1 here's no such thing as pat answers
I at Baccala & Shoop.
Excess and special risks is our business,

and customizing coverage is our way of
business. Describe for us your client's
needs, and we'll respond with a proposal
that fits like a glove. Still, we approach
these specialized lines with much more
than creativity-with such tangibles as
competitive rates, market stability and
extensive binding facilities.

acquired the insurance brokerage
firms of Charles H. McDonough
Sons Inc. in Hartford, Conn., and
R.B. Augustine Insurance
Agency Inc. in Richmond, Va.

Underwriting teams
The Hartford Insurance Group

has set up' underwriting teams in
Albuquerque, N.M., and Tucson,
Ariz., to serve independent agents
and business clients there.

These are the sixth and seventh
such units Hartford has established
since 1981.

New offices
Underwriting Salvage Co. has

opened a new office at,10210 N.
Freeway, Houston, Texas 77088;
713-447-7678.

St. Paul Risk Services Inc. has
opened an office at Hamm Build-
ing, 408 St. Peter St., St. Paul,
Minn. 55102; 612-221-7990.

Kwasha Lipton has moved to
new offices at The Kwasha Lipton
Building, 2100 N. Central Road,
Box 1400, Ft. Lee, N.J. 07024; 201-
592-1300.

Geo. F. Brown & Sons Inc. has
moved to new offices at 1660 S.

Highway 100, Parkdale Plaza, Suite
130, St. Louis Park, Minn. 55416,
612-546-4612;. One Center Plaza,
Boston, Mass. 02108, 617-367-8260;
and 21 S. Fifth St., Philadelphia,

· Pa. 19106, 215-592-0560.
Compass Insurance Group has

moved to 805 Fairmont Ave., Glen-
dale, Calif. 91203; 213-507-1980.

Constitution Reinsurance
Corp. will open a branch office at
505 S. Virgil Ave., Los Angeles,
California. .

-L_                         -
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> BACCALA & SHOOP ..

Talk to Baccala & Shoop and turn crea-
tive forces loose in excess coverage.

If the pharaohs could have, they would
have.

Baccala & Shoop
The crack troop in underwriting management

Head Office: 4400 MacArthur Blvd.. Suite 900. Newport Beach.
CA 92660, Telephone: 1714) 851-2374

Atlanta • Chicago • Columbus. OH • Dallas • Houston • Los Angeles
Minneapolis • New Srk • Philadelphia • San Francisco • Seattle
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They have a nose for risk management
.

Continued from page 3
rope. In many cases the platform
decks are 70 feet above the

water.

"When everything is at an opti-
mum, it is still dangerous work, but
when you inject drugs or alcohol
into it, the dangers are com-
pounded," an industry official says.
"The only way to limit the risk to
people and property is to control
drug use through searches and dis-
miss employees who violate drug
policies."

Mr. Pendleton works with com-

panies to determine what they can
do in the work area, with.n the
framework of the law, to prevent
injuries and losses due to drug use,
he says. That includes searching
people and their belongings on
company property.

IADC and Safety International
advocate drug education as the first
step in controlling use, he says Su-
pervisors are the first line of de-
fense in detecting a drug problem
and should be trained to recognize
symptoms.

Although the biggest workplace
nuisance is marjiuana, since it is

most available, the misuse of legiti-
mate prescription medicine also
poses a serious problem.

"A worker may with good intent
pass out pills to buddies to cure a
backache or cough without know-
ing if those buddies are on other
drugs and what the combination
might do," Mr. Pendleton says.

A drug-search program should
come second to education and be

motivated strictly by safety con-
cern.

"This is not a police-type search,"
Mr. Pendleton says. "It is done with
courtesy and employee relations in
mind. There is no frisk. The agents
don't put their hands on people.
They ask them to empty their
pockets and open their bags or
lockers."

Most companies make searches a
part of company policy, and em-
ployees agree to them as a condi-
tion of employment.

The contraband policy at Har-
kins & Co., a drilling contractor
based in Alice, Texas, is similar to
those being used throughout the in-
dustry.

It prohibits possession of illegal

drugs, alcohol, firearms and weap-
ons on company premises. Employ-
ees sign agreements when hired.
acknowledging the company's right
to search them without warning for
the contraband. Those found in

possession can be immedia:ely dis-
charged. Failure to allow a search
is also grounds for discharge

Some employees -may Jontend
the search violates thei. rights
under the Fourth Amendment, Mr.
Pendleton says. "But those amend-
ments apply only to gove rnment
agencies performing unreasonable
searches. As long as a private firm
carries out the search on ccmpany
property, it is legal."

This has been upheld in several
federal court decisions, but on the

whole, the programs are remark-
ably free of litigation, he says. "To

my knowledge only three civil suits
have been filed since search pro-
grams were begun ir. 19 13. Two
were dismissed and one was won

on appeal."
Federal regulatory :genzies also

mandate that business and industry
provide safe working conditions,
and drugs in the workplace are not

Decision in 1980 lawsuit

supports narcotics searches
NEW ORLEANS-Those citing case law to sup-

port surprise narcotics searches of employees for
safety reasons quickly point to the decision in a 1980
lawsuit brought against Ocean Drilling & Explora-
tion Co. by an employee fired for possession of mari-
juana.

Edmond Wells Jr. vs. ODECO was tried before

U.S. Magistrate James Carriere in the U.S. District
Court of Eastern Louisiana last January. The case,
decided in favor of New Orleans-based ODECO, is
called a landmark by those whoconduct contraband
searches for oil and drilling companies.

On Dec. 14, 1977, Mr. Wells was fired from his job
on a Gulf Coast ODECO production platform after a
search team, including.a drug-sniffing dog, found a
bag of what was believed to be marijuana in the
pocket.of his work jumpsuit.

Mr. Wells said during the trial that he did not
know the substance was in his pocket, that it was
not his and thathe had not seen it before.

He sued ODECO and the search firm it had hired

for alleged violation of 'his constitutional right to
protection against unreasonable search, guaranteed
under the Fourth Amendment. He also sought fi-
nancial compensation for invasion of privacy and
defamation.

On the day of the search, while sleeping in quar-
,ters he shared with eight other workers, Mr. Wells
was awakened by ODECO's search team of two men
and a dog, the magistrate's verdict says. A company
representative asked to search his belongings and
Mr. Wells signed a consent form allowing this. He
later testified he signed the form because ·refusal

would have meant termination.

The team found nothing in his bunk or locker and
asked him to leave so another worker could be

searched, the verdict says. When he put his jumpsuit
on to go outside, a.searcher patted the pockets and
found the bag of marijuana.

ODECO fired Mr. Wells on the spot, after he
signed a termination report. Mr. Wells sa-d he
signed the report because he was told if he didn't, he
would be turned over to local authorities in addition
to being fired.

During the trial, Mr. Wells testified he was E.ware
of company policy banning drugs aboard ODECO
facilities as a safety precaution. That policy prcvides
for unannounced.searches.

He also testified the searchers did not act unrea-

sonably when they requested his consent and that
he was not later refused employment beca.,se,f the
ODECO firing.

Magistrate Carriere found in favor of OIZECO,
saying that:

• A search conducted by a private individual for
purely private reasons does not fall within the pro-
tective sphere of the Fourth Amendment.

• ODECO's search was not a law-enforcement

activity, but was directed toward the ·safety of the
company's people and property and, therefon, did
not fall under state laws prohibiting unreascnable
searches by law enforcement agencies.

• Since Mr. Wells was clearly forewarned'that
searches were a condition of employment his right
to privacy was not wrongfully violated by the
search.
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Dog sniffs pile of life preservers at oil
rig operation in search of drugs possi-
bly hidden by employees.

safe, Mr. Pendleton F
says.

But before sending
in the dogs, an em-
ployer should be sure
that the seatch firm

has adequate liability
and workers compen-
sation insurance, he

says. Between
$500,000 and $1 mil-
lion should be suffi-

cient since the expo-
sure is not great, he
said.

Mr. Breaux of K-9

says his firm has
more than $1 million
in liability insurance.
Bill Roberson, safety
director of Harkins &

Co., says his company
requires its search
firm to have $500,000
in liability insurance.

A drug-search pro-
gram can accomplish
several things, ac-
cording to Mr. Pend-
leton. "It reduces ac-

cidents, it increases

mo ral eam ong em-
ployees not using
drugs, it minimizes.
the use or possession
of contraband and it

reduces losses due to
theft."

Employers who uti-
lize searches agree
there are benefits, but
don't know specifi-
cally how much good
the programs are
doing.

"Results are not im-

mediately apparent,
and there is no way to
quantify them," says Mr. Roberson,
who heads up Harkins & Co.'s 3-
year-old·search pr.ogram and is also
chairman of the IADC narcotics

committee. "The only thing notice-
able was that once we started the

(search) policy, our people could
suddenly walk again. Slips and
falls were almost .unheard of. I

can't definitely say this is due to the
(contraband) policy, but we think it
is working."

Searches have relieved peer pre-
sure on employees who do not use
narcotics, he says. "Not a week goes
by that I don't receive an anony-
mous phone call telling me I will
find something if I go to a certain
rig at a certain time. Good employ-
ees take offense at other workers

being allowed to use drugs."
During searches of the com-

pany's 14 land rigs, employees are
gathered together for sniffing by
the narcotics dogs. The dog is also
led around the area to sniff em-

ployee cars and buildings.
If the dog "alerts," meaning he

has found drugs, the employee is
asked to allow the security people
to search his person or possessions.

"If he refuses, we don't force it,
but he is terminated," Mr. Rober-
son says. "If we find paraphenalia,
we confiscate it and give the man a
document warning. If we find a
useable amount of marijuana or
any other drug, he is terminated on
the spot."

In an industry starved for people,
this might seem a bit extreme, but,
he says, "The cost of turnover is
high, but we will risk the turnover
to keep our people safe."

A spokesman for Tulsa-based
Kerr-McGee Corp. says its drug-
control program, begun in 1950 for
its offshore oil and gas production
operation, has reduced the number
of unexplained accidents and im-
proved employee morale.

"We have conducted 12 to 14

searches this year and regret to say
that each time, we have found
drugs," he says. Of 444 people
screened, there were 49 violators.
Of these only four were Kerr-

McGee employees. Kerr-
MeGee, like other employers,
says the biggest drug problem
is with outside contractors or

service personnel, not their
own workers.

Parker Drilling Co. began its
search program two years ago.
The company, which operates
about 90. domestic and 50 for-

eign drilling rigs, has 'posted
bulletins at all rig and plant
sites to inform employees and
contractors' employees they
are subject to search at any
time.

To date, 12 employees have
been terminated for possession
of drugs or paraphernalia, says
Mit Parker, manager of safety
and training for the Tulsa-
based company. He is on the
IADC safety committee and
the executive committee of the

National Safety Council's pe-
troleum section.

"Employees sign releases be-
fore they are searched," he
says. "If they don't sign, we
take that to mean they have
something to hide."

But education, not surprise
searches, is the main focus of
Parker's drug-control pro-
gram, he says. Supervisors
have been trained to spot drug
users. After drug-awareness
sessions for supervisors in
Louisiana, Parker pulled a
search and found no drugs, so
the program appears to be
working.

All the employers empha-
size their primary motivation
for starting drug-search pro-
grams is safety.

"We're trying to clean up
the labor pool we all draw
from," Mr. Roberson says.

"People are valuable; there
is a tremendous shortage", he
explained. "The idea is not to
fire people, but to keep the
good ones and keep them alive
in what at best is a dangerous
job." .
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• • •OR NOT TO BE. That is the question plaguing
many independent agents and brokers suffering the blows
of today's rising costs and falling profit margins.

If you are thinking of retirement, should you perpetuate
your firm by bringing a young producer up the ranks? Does
your company have the resources to buy you out?

 Or when retirement nears or business pressure increases,
do you buy other small agencies or brokers and stay alive
with the lifeblood they offer in terms of talent and geogra-
phic spread?

Or do you court a larger broker and hope it will buy your
business? While the national and international brokers have

slowed their acquisition pace, they are still hunting for
prime possibilities.

Perpetuating your own
L

If you decide to keep your agency or brokerage indepen-

What's your agency worth?
Page 26C

Can your agency
live without you?

dent, remember the task won't be easy. The choice to be-
and to stay-in the industry takes planning and time to cul-
tivate the seeds of perpetuation.

If you want your firm to keep running after you retire,
the self-perpetuating process should have begun years be-
fore you and the other principals approach retirement age.
But if you haven't planned for retirement yet, don't give up
hope.

Trade associations, franchises, consultants and insurers
are anxious to help plan or offer financial guarantees and
smaller brokers in the same situation may be ready to sell
you some new blood.

But perpetuation should begin at the beginning. Some in-
dustry experts say principals should consider what will hap-
pen when they decide to quit the minute the agency or bro-
kerage begins. How the principals set up the operation and
the tax consequences of that structure can help or hinder a
perpetuation program (see story, page 26G).

Buving a big brokerage
Page 26E

Illustration: Jim Bakasetas

Even when the agency's or brokerage's structure provides
a fertile field, planting and cultivating a perpetuation pro-
gram takes time.

Young producers who are potential agency or brokerage
principals can't learn the ropes of running the operation
overnight. In agencies in which the principals also are key
producers, young staff must develop not only sales expertise
but also management skills.

The young producers in the agency or brokerage must
also be able to generate the capital to buy the retiring part-
ners' interest.

That, too, takes time.
To insure a smooth transition, agencies should begin a

perpetuation plan one year in advance for every 10% owner-
ship the principals want to turn over, suggests Larry Marsh,
partner in the insurance consulting firm of Marsh, Berry &
Co. in the Cleveland suburb of Willoughby, Ohio.

Continued on next page

Employee Stock Ownership Plans
Page 26F
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Planning perpetuation
a must for any principal
Cont:nued from previous page Travelers' loans, as with most other Students must first spend six

And two young producers should insurers' programs, are somewhat months with the agency before 0be prepared for perpetuating an better than the market rate from going through Commercial Union's
agency for each principal who will conventional lenders program, he adds
retire, he adds What's the catch'> Volume com- And students don't train in their

If two principals, for example, mitments are then negotiated be- own regions, Mr Frazier notes,
own 100% of an agency, they tween the insurer and the agency, where they might otherwise be
should have four potential princi- covering the life of the loan working with accounts of competi-
pals in place for 10 years before One major insurer doesn't re- tors to their own agencies or bro-
they retire With that preparation, quire formal volume commitments kerages
the agency has a better chance for a as criteria for making a perpetua- About 20 students have enrolled

comfortable transition, Mr Marsh tion loan, however in Commercial Union'. program
says Boston-based Commercial Union since it began in the summer of

This rule of thumb allows time Assurance Cos "puts its resources 1980
for the agency, through the young in agencies where (the insurer) will Help is the key word in Com-
producers, to generate the cash become or is one of the dominant mei'cial Union, The Travelers and
needed to buy out the retiring part- insurance companies m the agen- other insurers' programs Industry
ners, he explains cies," says George Frazier, senior observers carefully distinguish be-

Two potential buyers are better vp for agency relations tween these loan programs and an-
than one because that increases the Under Commercial Union's loan other trend: insurers owning agen-
chances of a successful transfer of program, agents also can receive cies
ownership when the principals re- loans for purposes other than

r.
..

tire agency perpetuation, Mr Frazier Buying and being bought
"There's a better chance one or notes

1

the other will stay," Mr Marsh Commercial Union also issues Not every agency has a son or
notes loans to agencies to assist in acquir- daughter waiting in the wings to until recently averaged about one quiring increasing amounts of capt-

If the agency is growing, it may ing other agencies, bringing new learn the insurance business Ana, acquisition a month tal They're finding they have to
also be wise to prepare for a greater producers into the operation and many agencies don't have young Even some large independents, automate to keep up with the com-
number of principals as well, he "enhancing professionalism of the producers with the drive and re- which are especially attractive to petition by attaining the efficency
adds agency " The latter is a catchall for sources to buy the business from a national houses, sometimes must computers bring

While a perpetuation plan should helping fund anything from auto- retiring principal-even with an sell out because they didn't plan for But, computers cost money-and
be developed well in advance, all mation to creating a risk manage- insurer's help perpetuation They have to choose lots of lt Agencies and brokerages
hope is not lost for the manager ment services department The agency has one more choice to survive by being part of someone that can't generate the necessary
who is on the verge of retirement Interest rates on loans in any of It can choose to continue to exist by else's growth plan funds sell to someone who can

or who suddenly faces an unfore- the categories are "geared to what taking advantage of the weak- The more principals and the Agencies are also marching
seen early retirement investment income would be" on nesses of others It can buy other higher the sums of money in- steadily toward specialization and

The retiring principal can agree other securities, Mr Frazier says, agencies and find new manage- volved, the harder lt lS for the say they need to become larger so
to a low down payment for the "though it's never been more than ment potential, accounts and econ- younger generation to buy out the they can afford specialists to get a
agency with a 10- to 15-year payout 12% " omies of scale within its acquist- retiring principals, as one seem- bigger book of business, principals
at a moderate interest rate, suggests Commercial Union also has a tions ingly prepared broker discovered say

John H Jaques, vp in the Los An- special progam for the sons and Sellers abound-agents or bro- Nahm, Turner, Vaughan & Lan- Small agencies are selling out on
geles office of Russell Miller Inc daughters of agency or brokerage kers who by plan (or misplanning) drum Inc in Louisville, Ky, saw behalf of younger employees to
But the owner is taking a risk by principals have decided not to be There are the sums of money the younger gain that necessary size, establish
banking on the ability of the young In that program, the principals' plenty, but there are also plenty of producers needed to buy the share- the administrative advantages of a
principals taking over business to offspring become employees of the buyers holders out and decided not to be, larger scale and win more clout
run it successfully insurance company for a desig- "Buyers face tremendous compe- according to Baylor Landrum, with insurers who tend to favor

That's the real price paid by the nated period while they learn the tition for agencies," contends president/treasurer producers with bigger premium
owner of a privately held business insurers' side of industry James S Fox, chairman of Fox, One of the 50-largest brokerages, volumes
without a retirement plan Each trainee follows a program, Puckett, Cohen & Associates in NTVL is now negotiating a sale to

Still another bail-out alternative tailor-made by the student, his or Louisville, Ky whose firm pur- Alexander & Alexander and ex- Deciding to buy?
is available Many insurance com- her parent (the agency principal) chased 11 agencies over several pects completion before summer
panies are coming to the rescue and the insurer The programs are years and then sold out recently to While NTVL did have a perpetu- An acquisition plan to take ad-
with loan programs for young pro- based on one of four modules co- Robinson-Conner Inc, based in ation plan, it was informal and vantage of this industry dynamic
ducers who want to buy out an vering personal lines, commercial Erie, Pa short-sighted, Mr Landrum says takes as much or more care than a

agency principal lines, claims or risk management National brokers, insurers and fi- The plan included bonus pay- simple internal perpetuation pro-
The Travelers Corp in Hartford, The training takes from one to nancial service firms have all pur- ments to key people that would gram

Conn, arranges loans to finance 11/2 years, Mr Frazier explains. chased agencies and brokerages m help enable them to buy the stock Principals, besides assuring that
new producers seeking to buy out After that, the student goes back to the past few years, and lt's no from retiring principals and ter- the agency's perpetuation plan lS
retiring principals, according to M the agency or brokerage. longer easy to pick and choose minding employees, almost all of developing on schedule, must set a
Norman Kemp, vp for corporate "We're not interested in babysit- whom you would like to acquire whom have stock in the brokerage series of goals for acquisition, in-
marketing Interest rates on The ting," Mr Frazier says Today's average agents are 50- to through an Employee Stock Own- cluding a timetable, a geographic

55 years old and "they're tired," ership Plan (see story, page 26E) plan and new business target, con-
Mr Fox contends "They're having NTVL s plan only looked at the sultants say

Look at all the factors problems dealing with the environ- after-tax dollars the brokerage Where or what you purchase
ment" needed to buy out employees and should be part of this plan

That environment of falling rev- principals who will retire in the An agency or brokerage may

before considering merger
enues coupled with rising costs lS next three to five years, Mr Lan- have large commercial accounts
squeezing agents and brokers. drum notes, adding that he is the with risk exposures in another city,
However, it's not locking them out only shareholder who will ap- notes David Hales, president of
of the market yet, believes John proach retirement age within that brokerage consultancy Hales & As-

Experienced agents and consultants say you should consider sev- Riedman, president of Riedman period sociates Inc in Chicago Or, the
eral factors before approving an acquisition· Corp in Rochester, N Y Mr Ried- "The other board members were firm may find itself doing a lot of

• Study the agency's mix of business. Is there a good split in per- man and his brother, Frank, the more concerned about long-range," business in a nearby location
centage of personal vs commercial linesp An agency is more vulner- other principal in the brokerage, Mr Landrum says When they ex- That agency or brokerage may
able to losing accounts in personal lines. has made than 40 acquisitions. most tended the telescope 11 years to be ripe for a branch office or an ac-

• What is the loss ratio of the agency to be acquired? Profitable in the last 15 years view the retirement of the remain- quisition in those cities, and the ac-
loss ratios suggest the agency has a good staff. "I think there will be a large pro- ing 27 shareholders, the board de- quisition may serve both growth

The purchasing agency should also pay especially close attention liferation of agencies that want to cided against saddling the firm and perpetuation needs By acquir-
to the acquired agency's loss ratios with insurance companies the sell because of the soft market," with the financial pressure needed ing an agency already in a potential
acquirer already deals with. Mr Riedman says Agents are to buy them out expansion area, rather than open-

Suppose, for example, the surviving agency has a very good loss weathering the soft market now, "The board made the decision to ing a branch office, you can avoid
ratio with an insurer and is, therefore, receiving a hefty commission but they can't continue, he be- talk seriously to Alexander & competing with an established op-
from the insurer If the acquired agency has a bad loss ratio with that heves Alexander about selling out," Mr eration
insurance company, the surviving agency may find its commissions Principals retire, become sick or Landrum says That decision, how- Bursting the seams of Erie, Pa,
hurt. die without an agency perpetuation ever, wasn't a novel idea Robinson-Conner looked for acqui-

• How many professional liability claims have been filed against plan in place and they sell out. Over the last 10 years, NTVL has sitions outside its area, notes Vp
the agency in the last four or five years? Why? And did they lose? Lack of a plan to perpetuate is a been consistently talking with Daniel P Kuzio. However, the firm

• Does the agency have target accounts that make up more than major cause for agencies to be put A&A about merging, "sometimes had trouble finding qualified peo-
5% of the agency's revenue? A lost target account can be devastating. on the selling block, Mr Riedman casually, sometimes seriously," Mr ple to move to the smaller com-

• How long has the operation been there? Does it have a reputa- says That was especially true Landrum notes munities-a problem they didn't
tion as an established firm? among the small agencies pur- Perpetuation wasn't the only face with acquisitions in metropoli-

• How old are the accounts? chased by the Riedman Corp carrot on the stick in front of tan areas, Mr Kumo notes

• What's the potential for business in the goegraphical area? The large national brokerages NTVL Alexander & Alexander After some unsatisfying acquisi-
• What's the collection policy of the acquired agency? Initiating a like Marsh & McLennan and Alex- also offers financial and personnel tions in nearby smaller communi-

strict collection policy may not sit well with policyholders who are ander & Alexander Services Inc strength, Mr Landrum says ties, the brokerage went out hunt-
accustomed to waiting for the last minute to pay premiums The have capitalized on this themselves, The Louisville brokerage isn't ing for larger game
surviving agency may lose those accounts. maintaining a constant flow of alone in selling out as a defensive As the Robinson-Conner eliseo-

Ignoring any of these potential risks can lead to an unsuccessful leadership talent through acqusi- for financial and personnel vered, not every acquisition or
acquisition, experts say tion. A&A traditionally is the most strength merger is a marriage made in

hungry of the large brokers and up Agencies and brokerages are re- heaven Principals must review
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every facet of the operations of
both their own agencies and bro-
kerages and the potential of new
operations to make sure they can
be combined.

Compatability is key to any sue-
cessful merger or acquisition, bro-
kers and consultants say. Without
that compatability, especially be-
tween the principals and staffs in-
volved, the acquisition or merger
won't be successful.

People, especially experienced
managers and sales staff, tradition-
ally are the most important asset in
an agency or brokerage. Fre-
quently, the principals lead in
value.

How you join firms can affect
how well principals react. An ac-
quisition differs from a merger in
that in the former, the buyer gives
the seller cash and folds the ac-

quired agency into the buyer's op-
eration.

With a merger. the two agencies
exchange stock and although one
agency no longer exists, the princi-
pals of that agency frequently hold
a power position in the remaining
agency.

In an acquisition, when you are
the buyer, you are the boss. But you
must also consider that the previ-
ous owner, if he continues with the
firm, may present a a management
clash.

When the principals of an

a*
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agency or brokerage are selling out,
as opposed to merging, they must
realize they'll no longer be the boss.
The amount of supervisory work
required of them depends on the
sale agreement, but old and new
owners must come to grips with
their new status before the acquisi-
tion.

Gaining the acceptance of the
new staff is almost as important as
winning over the principals. "Com-
munication with the staff is very
important," Mr. Landrum of NTVL
stresses. "It's absolutely vital that
our staff be comfortable with the

merger," he says.
NTVL's principals "spent count-

less hours one on one explaining
general objectives of the merger'
and how each staff member will fit

in, Mr. Landrum notes.
And, those hours paid off. "Al-

most without exception, everyone
will stay aboard" after the NTVL-
A&A merger.

A merger or acquisition in the
works should be discussed with the

staff very early on, particularly in a
small firm where it's very hard to
keep a secret, Mr. Hales says.

"The very best thing the seller
can do is tell (the staff) what he in-
tends to do," he adds. The agency
buyer, who is interested in the peo-
ple, should talk with the staff, too,
Mr. Hales suggests. "Stress that if's
a positive thing," bearing in mind

*.. i

John and Frank Riedman of the Riedman Corp.
have been building their firm through acquisitions,
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that most people resist change.
People are an agency's greatest

asset, Mr. Hales stresses. "To ignore
them is insane."

While all the employees in an
agency are important, some are
crucial. By studying the accounts.
the buyer can discover where the
policyholders place their alle-
giance, Mr. Jaques notes.

Is the allegiance to the agency.
the insurance company or to the
producer? If key policyholders
show their allegiance to the pro-
ducer, the agency's buyer had bet-
ter make sure he or she gets those
employees locked in to stay with
the business, Mr. Jaques says.

Key people staying and continu-
ing to produce is just one of the
risks buyers take in acquiring an
agency or brokerage. A buyer must
do his or her homework to establish

other potential risks, Mr. Fox
notes.

Dig deep to expose those poten -
tial risks. How sound is the opera-
tion? What on the surface may look
look like a fortress of strength, may
be crumbling from within. Or, con
versely. a strong framework may
support a weak-appearing exterior.

No business decision is risk-free.

The size of potential risk can be
tempered by planning and judg-
ment, the experts say. But to be or
not to be is still the question.

-Donna Leigh, Yannish

1 3:
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starting with small agencies in their area and ex-
panding to bigger firms in neighboring cities.
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Agency valuation
benchnnarks

change with times
How do you decide what your agency or brokerage is worth?
The old rule of thumb that an agency is worth lib times commis-

sions is a meaningless gauge when evaluating today's agencies, most
experts agree.

And you don't need advanced mathematical equations to disprove
the rule, either. Common sense exposes the fallacy in the ly times
commission rule of thumb, points out John H. Jaques, vp in the Los
Angeles office of Russell Miller Inc.

Simplicity isn't the problem with the old rule, Mr. Jaques explains.
The problem lies in the basis for the calculation-commissions.

Two agencies, for example, that both report commissions of
$350,000 would command the same value under the traditional rule.
However, if agency A earns $35,000 after taxes each year, and
agency B's after-tax earnings hit $65,000 a year, agency A is clearly
worth more than agency B.

While the old commission-based rule doesn't mean anything, don't
panic. You don't have to run to your accountant and computers to
establish a basic range for the value of your agency.

There are more accurate simple calculations that can be used to
value an agency, Mr. Jaques says.

Sustainable earnings (after-tax earnings minus expenses like ex-
cess compensation to principals, rent on a building you may own,
and employee benefits not already included) are far more relevant to
an agency's value than commissions, Mr. Jaques contends.

Using an agency's sustainable earnings figure, a potential buyer or
seller can use two methods to determine the operation's price tag:
public company multiple and captialization of earnings, Mr. Jaques
says.

The public company multiple method uses another simple rule of
thumb to compare the value of a
private agency's earnings with
the market value of the public
brokers earnings.

Most agencies are worth from
four to six times their own sus-

tainable earnings. Today's mar-
ket values the average public
brokerage at more than six
times its sustainable earnings,
but a private firm is usually con-
sidered a more risky investment
and so is usually valued at closer
to four times earnings.

If the agency is well-estab-
lished, with many good, strong
accounts, hard-working, effec- ,¢1'
tive staff members, a strong per-
petuation plan and all the other
elements of a sound business, its
value may be on the high end of
the range. An agency with ques-
tionable health belongs at the
lower end of the scale.

John H. Jaques
This measure, however, is

of Russell Miller Inc.
subjective and relies on the ac-
curacy of the evaluator. If, for example, two evaluators subtract dif-
ferent amounts for certain business costs to reach sustainable earn-

ings, their evaluations of the agency will be different.
The amount of potential risk in an agency is also ellusive. What

one evaluator may view as a tower of strength, another may see as a
toddering wreck.

When buyers and sellers are negotiating a price based on their
own valuations of an agency, sustainable earnings and risk factors
can cause heated debate. Yet, when those numbers are established,
the rule of thumb can work.

The capitalization method is another simple way buyers and sell-
ers can evaluate an agency using sustainable earnings. While it isn't
as easy as the previous method, it isn't hard to use, Mr. Jaques
explains.

This method measures value on the rate of return on investment a

buyer would have to receive in order to put a certain amount of
money into buying the agency.

If the buyers think the agency will yield more than other safe
investments, they should put their money into the purchase. Sellers
can reverse the process to see what the market will bear.

First, establish what you can earn from a virtually risk-free in-
vestment-say Treasury notes or AAA corporate bonds-with what
you think the agency should draw on the market. Today those rates
are about 13%.

Buyers must get a higher rate of return from an agency than from
the risk-free investments in order to entice their money into the
agency, Mr. Jaques says. The more risky the buyers think the agency
is, the greater rate of return they will want to receive on their in-
vestment.

By dividing sustainable earnings for the agency by the required
rate of return, buyers establish what they're willing to pay for the
business. To them, that's what the agency's worth.

Note again, however, that sustainable earnings and risk are sub-
jective calculations.

Placing a value on an agency isn't easy. While it doesn't take
accountants and computers, it does take good business judgement to
establish inputs for the valuation. Once you have those inputs-sus-
tainable earnings and risk-it's easy from there.
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Avoiding taxes on agency sale demands strategy
Will you sell your agency and in

turn hand the profits to the Inter-
nal Revenue Service?

Maybe. Tax considerations may
dictate how much money you get
from the sale of your agency.

Depending on how you structure
the de:1, you may be able to avoid
hefty tax payments. But like all as-
pects of buying and selling, it takes
planning.

Although you will probably need
the aid of a tax specialist, the Inde-
pendent Insurance Agents of
America offers a tape cassette that
contains discussion of strategies for
maxim. zing retirement income and
minimizing the tax consequences of
selling an agency.

"Agency Perpetuation: Some Tax
Strategies" is based on interviews
with Gerald I. Lenrow and Charles

R. Meyer, who are insurance tax

DD
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special.sts at Coopers & Lybrand,
a New York accounting firm.

The tape, which discusses the
Economic Recovery Tax Act of
1981, is a revision of an earlier

IIAA cassette on the subject.
A sale, the usual form of owner-

ship transfer, can occur at three
points in time, Mssrs. Meyer and
Lenrow explain:

• When the seller intends to re-

main active in the agency, but
wants to relinquish ownership.

• When the owner retires.

• When the owner dies and the

estate is selling the agency.
If the principal intends to remain

active in the agency, "there is some

WE DELIVER ...
OPPORTUNITY

room for flexibility," the IIAA pro-
gram authors note.

The principal can sell the
agency, or his share of the agency,
in either a taxable or a non-taxable

way.

A merger with another agency,
especially a larger agency that ulti-
mately will be able to carry on the
business, can be done on a tax-free

basis, the authors say. But a tax-
free sale or merger only postpones
the tax consequences of the trans-
fer to some point in the future.

Think about it, if you expect to
stay on. The merging principal will
eventually leave the agency, either
by retirement, gift, sale or death.
This sale or other form of transfer

will be taxable at that time.

"As part of a larger agency, you
will not have the control you have
in your own smaller agency," the

experts note.
"So it's best zo plan for all possi-

ble problems before the merger
occurs. Think in terms of the ulti-

mate sale, and consider many of
the same things you would consider
in a taxable sale."

Whether the agency is a sole pro-
prietorship, a parmership or a cor-
poration also has a major effect on
the tax implications of a sale.

In a sole proprietorship, the prin-
cipal can't sell tne business as a
total package. No matter how the
contract appears, the principal is
really selling pie.es: the agency's
name, good will, the expirations or
perhaps some tangible assets.

"Economically (the principal)
may profit more if (he or she) nego-
tiates the price for each of those in-
dividual items." the accountants

suggest.

--

BEFORE THE
DRIES-UP!

Atianta International
/Insurance Company

Dave Driscoll (404) 355-9400 RO. Box 19796 Atlanta, Georgia 30318 Telex 804309

The buyer of those individual
assets gets a tax deductjon for some,
like the expirations (where they
are separately bargained for), but
not for others.

The name, for example, isn't de-
preciable, and can't be deducted
from your taxes.

A sole proprietor selling an
agency must also watch how each
asset's value affects his own tax sta-

tus. The IRS calls payment re-
ceived from the sale of some items

"capital gains" and money from
other assets"ordinary income."

Selling individual assets in a
partnership is like selling assets in
a sole proprietorship, tax laws say.
Gains from the sale, however, are

split between the partners.
If you are selling to retire, leav-

ing behind a working partner, both
may receive tax benefits, the tax
experts say, if the transaction is
handled properly.

"The retired partner can receive
the whole retirement income as or-

dinary income-and it will be de-
ductible to the ongoing agency
partnership.

"If handled properly, the income
will not affect the partner's Social
Security during retirement."

A principal selling his interest in
an incorporated agency should es-
tablish value for all the individual

assets, even if the sale involves

stock. That way, the IRS is in a
weaker position to ever challenge
the price allocation of the assets,
the tax experts say.

Once values have been allocated

to assets, the buyers and sellers
must consider ways to pay the
seller. A lump sum in cash, while
easy, may not be the best way to
pay for an agency under tax laws.

The income from the sale, after
capital gains deductions, will be
tacked onto ordinary income. That
can cause a real tax burden to the

seller, who probably has an already
substantial income in the year of
the sale.

An alternative financing, install-
ment payments or pension plans,
are taxed only on the amount re-
ceived, a potential retirement ben-
efit.

An extensive obligation to a pen-
sion plan, for example, reduces the
value of the agency as it is a form of
compensation for the retiring prin-
cipal. But contributions to the pen-
sion plan are tax deductible to the
acquiring agency.

If an agent or broker isn't plan-
ning to sell for business or retire-
ment reasons, he or she should

probably prepare for giant estate
taxes or a forced sale caused by an
accidental death.

As protection against a sudden
accidental death, an agent can
transfer the agency to family own-
ership while still alive.

You can transfer ownership
through a sale or gift, each having
different tax considerations. A

combination sale and gift is best
and can significantly save estate
taxes, the Coopers & Lybrand ac-
countants advise.

If, for example, a relative owes
the principal $5,000 a year in pay-
ments on an installment sale, the

principal can make a cash gift of
$5,000 to the relative who in turn
pays the principal $5,000. It's all
perfectly legal, the experts affirm.

Transferring an agency to family
members can also be linked with

estate planning. Agents should con-
sider the plans simultaneously, the
experts suggest.

Principals spend much of their
lives building their agencies. Most
would like themselves and some-

one other than the IRS to benefit

from that hard work.

With planning and expert assis-
tance, agents can help divide up the
proceeds from transfer of owner-
ship and limit the IRS' share, the
experts conclude. .



Mergers can differ
according to size

Are big mergers and acquisitions
the same as small deals-only big-
ger?

Do John Reagan Jr., chairman of
Marsh & McLennan Cos. Inc., and
John A. Bogardus, president of
Alexander & Alexander Services

Inc- go through the same thought
processes that smaller agencies or
brokerages face when buying or
merging with another agency or
brokerage?

Yes and no, the experts answer.
After agreeing to negotiate, execu-
tives must ponder price and pay-
ment methods that meet the special
big-broker requirements.

The most important issue in
any merger or acquisition is
whether the principals agree and
work together. That remains the
same in all deals, no matter what
the size, says Russell R. Miller,
president of Russell Miller Inc. in
San Francisco.

Mr. Miller's consulting company
has been instrumental in many
large mergers and acquisitions, in-
cluding Corroon & Black Corp.'s
purchase of Synercon of Nashvillle
in the mid-1970s, Bache's acquisi-
tion of Albert M. Bender & Co. Inc.

of Los Angeles in 1978 and, more
recently, Jardine Matheson & Co.'s
purchase of Bache Insurance Ser-
vices from Prudential Insurance
Co. of America.

But after the key executives
agree comes the bottom-line discus-
sion, when price and payment take
over the conversation.

While negotiating the price, pub-
lie brokers diligently guard their
earnings-per-share ratios, Mr.
Miller says.

"Every deal begins by (the
buyers) saying they won't dilute
their earnings per share."

A smart negotiator can propose
a deal that, by the compensation
method, satisfies the seller and
saves the stock of the buyer.

That's a major difference be-
tween small and large deals.

The first proposal to suggest may
be cash on the barrel head. If the

buyer pays in cash, the ratio isn't
affected, Mr. Miller notes.

It's not likely, however, that a
large publicly held brokerage can
handle a cash-only deal. Big buyers
usually pay for their purchases
with tradable securities or tradable

Acquisition
tax troubles

can be beaten
SAN FRANCISCO-Taxed to

death?

Tax problems can be so major as
to prevent a merger or acquisition,
particularly if the deal involves in-
ternational companies, consultants
say.

Tax problems, for example,
broke up the marriage plans be-
tween Alexander & Alexander

Services Inc. and London's Sedg-
wick Group Ltd. (BI, Aug. 6).

The simplest way to beat tax
problems imposed by varying state
and federal regulations may be to
dissolve one of the companies and
instantly reincorporate in a struc-
ture that more easily complies with
regulation and has a different tax
status, says Russell R. Miller of
Russell Miller Inc.

"You collapse the corporation
and rebuild it in an instant," Mr.
Miller explains. The rebuilding
"can have major tax advantages if
done properly." .

A/BT
stock, Mr. Miller adds.

But even under stock-payment
plans, a buyer can preserve its ratio
by juggling many deals. Even if the
buyer pays for its purchase with
stock and dilutes its earnings per
share, the ratio change may be very
temporary.

A brokerage may negotiate four
or five deals relatively quickly,
with some dilutive and others anti-

dilutive, Mr. Miller says. If, when
the dust settles, the buyer's earn-
ings per share are not affected,
"who's going to know?" he asks. i
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AUTO DEALERS ONLY

BEEN SHOT DOWN LATELY?
CALL FOR DEALER COVER.

• Exclusive Auto Dealer MGA.

0 Knows How to Fight Competition.
• Knows How to Support its Producers.
• Knows How to Keep Dealers Happy.

Call or write: Randy R. Foster. Sales Manager.

21535 Hawthorne Blvd.. Suite 322. Torrance. CA 90503 (213) 540-9221

Ii you don't sell
voluntary life

on your group sales,
your competition

Will."

There's no question about it. Voluntary life is the
wave of the future in the group business. For a lot
of reasons.

Employers can update their plans and expand
coverage just so far. With inflation eroding corporate
profits, every dollar is needed for the bottom line.

Inflation is also attacking employ-
ees. Today, they need more
insurance, not less, to protect
themselves and their families.

The solution is Manhattan Life's

voluntary life program. It costs
the employer nothing. And pro-
vides employees with more insur-
ance at a cost they can afford.

In fact, if you're not offering
voluntary life to your customers,
your competitors will.

Bill Flynn. CLU
Senior Vice President I

The sale is easy. Great rates and simplified under-
writing using an application with two questions.
Minimum participation is 15 percent with a short-
form health statement. But we know from experi-
ence that once a plan is effective, employee inter-
est quickly starts to build.

We also know the addition of this

coverage helps more people than
just the employer and employee.
It helps you. By substantially
increasing your fully vested
commissions.

To get in on the future today, call
your local Manhattan Life general
agent. Or call me in New York at
(212) 484-9329.

The one thing we can promise
you is a profitable conversation.

General agency contracts available in all states and most cities. For details, call Bill Flynn at (212) 484-9329.

Benefits limited by law in some states. All cases subject to home office approval.

AilirAILIPLAE GROUP INSURANCE
The Manhattan Life Insurance Company

 111 West 57th Street, New York NY 10019A Company of

The Mannattan Life Corporation
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ESOPs can be a boon or a bungle for agents
By DONNA LEIGH VANISH

An Employee Stock Ownership
Plan may be the answer to an
agency's or brokerage's perpetua-
tion problem, or it may be a noose
around the operation's neck.

Born out of the Employee Retire-
ment Income Security Act of 1974,
ESOPs are based on the notion that

employees should participate in the
ownership of the business to which
they devote their time and effort.

The plan allows a company, like
an agency or brokerage, to contrib-
ute cash to the ESOP trust, which is
deductible from its pretax earnings,
and reinvest these funds in agency
securities. The securities are then

held in trust for the employees who
can redeem them when they retire
or resign.

Sounds like a traditional profit-
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sharing plan, right?

Wrong. The investment in
agency securities is the key differ-
ence between ESOPs and other re-

tirement programs.
In a traditional profit-sharing

plan, employer contributions are
invested, by mandate, in invest-
ments away from the firm "so that
the money is forever lost for all
purposes except as a tax deduc-
tion," says the Independent Insur-
ance Agents of America book "A
Guide to Perpetuation: Buying,
Selling and Merging Insurance
Agencies."

"By contrast, with an ESOP, the
mandated investment is in the

agency, providing, along with the
tax deduction, additional cash flow,
paid-in capital, funds for expan-
sion, acquisition or any other pur-
pose deemed to be in the interest of
the agency's growth," it says.

Acclaimed as a perpetuation tool,
ESOPs won support from agencies
and brokerages but enjoyed mixed
success. Some agencies and broker-
ages have flourished with their
ESOP in place, while orhers have
sold out their operations, collapsing
the ESOP in their wake.

Louisville, Ky.,-based Nahm,
Turner, Vaughan and Landrum's
ESOP, which will disappear if the
brokerage merges with Alexander
& Alexander Services Inc., was

partially responsible for NTVL's
sellout, according to Baylor Lan-
drum, NTVL's president and trea-
surer (see story, page 26E).

The board of directors decided

not to strap the brokerage with the
major financial obligation required
over the next 11 years to buy back
NTVL shares from retiring and
terminating employees, both prin-
cipals and ESOP members, he says.

NTVL's dilemma reveals one of

the major drawbacks to ESOPs as a
primary perpetuation tool, notes
David Hales, president of Hales &
Associates, a Chicago-based con-
sulting firm.

Money to buy back ESOP mem-
bea' shares has to come from some-

where. The firm had better be pre-
pared to come up with the money.

The workings of an ESOP clarify
the problem. First, a pure ESOP
contains only agency shares with
no other investments, Mr. Hales

says. Secondly, while all eligible
employees participate in the plan,

HOW CAN YOU
TURN ONE
EXISTING ACCOUNT
INTO A LOT OF
NEW ACCOUNTS?

S.A.I.L. stands for Salary Allotment Individual
Life. And it means a unique opportunity for you to
sell individual life insurance protection to the
employees of firms where you already have a Pilot
group life plan in force. Because they belong to such
a group, they can purchase thispermanent insurance
at modest rates and have their premiums deducted
from their earnings by their employer. And they
can add spouse and children to their coverage.

S.A.I.L. has a number of attractive benefits and

options that make it easy to sell. And it all adds up
to an excellent way for you to increase your income
from existing Pilot group accounts. We ve charted
the waters for you, and all you have to do is get
on board. Contact your Regional Group Office or
the Group Division, Pilot Life Insurance Company,
P.O. Box 20727, Greensboro, NC

S.A.1.L Equity Products.

27420. (919) 299-4720. In the top /I=\ il:#13% of the world's leading insurers. i#Ft 1

Life, Group, Health, Pensions, 

WITH THE PILOT.
A Jefferson·Pilot Company

the agency or brokerage principals
-who are most likely the highest-
paid employees-hold the largest
number of shares in the plan.

Remember that the principals
hold shares in the business outside

the ESOP. When principals and
other plan members retire or quit,
the ESOP has to redeem their hold-

ings, either in cash or shares. If the
company wants to remain closely
held, it must provide for those
shares to be converted to cash.

A pure ESOP, however, doesn't
have any cash. It has no means of
buying the shares.

Without a means to purchase
those shares, the stock ownership
plan fuels rather than squelches the
perpetuation problem, he notes.

Employee Stock Ownership
Plans can perpetuate an agency if
done properly, however. Robert F.
Driver Co. Inc. in San Diego, Calif.,
enjoys continuing success with its
ESOP, which has been in place
since 1978, according to President
Irwin Sklar.

The program, which is actually a
hybrid Employee Stock Ownership
Plan, contains both agency stock
and outside investments, he says.

Mr. Landrum

Robert F. Driver Co. transfers 1%

of its gross earnings to the ESOP,
which the plan holds along with
shares of the brokerage's stock.

The funds are then available to

buy back shares from retiring and
terminating employees and princi-
pals, Mr. Sklar says. "We're putting
away retirement equity."

Staff members, who are able to

join the ESOP after one year's ser-
vice, sign an agreement stating
they'll tender back their shares
when they leave the firm, he notes.
That insures the brokerage against
becoming publicly held.

Highly paid employees, although
the largest ESOP shareholders,
don't completely dominate the
plan, he notes. The plan holds par-
ticipation to a $40,000 maximum so
lower-paid workers aren't over-
whelmed by the number of shares
large producers collect, he explains.

Since its birth, the ESOP has

grown to one of the majority stock-
holders, holding about 22.25% of
the outstanding shares, Mr. Sklar
notes. And, a change in the original
plan gives members voting privi-
leges, too. Statistics show that par-
ticipation in programs like these
helps build employee loyalty.

By altering the formula for a
Employee Stock Ownership Plan,
Robert F. Driver Co. can take ad-

vantage of the program's benefits
while avoiding the pitfalls.

The San Diego brokerage re-
ceives the tax deduction enjoyed by
profit-sharing agreements includ-
ing ESOPs. But, unlike traditional
agreements, the brokerage also
enjoys the use of some of the funds.

The remaining funds in the
ESOP help create a market to
which brokerage principals can sell
their shares. That, unlike NTVL's

stock option plan, solves the per-
petuation problem. m



Perpetuation
of an agency
takes planning
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If you want your agency or bro-

kerage to remain independent after
you retire, you'd better start plan-
ning now, experts say.

Small and large agents and bro-
kers can turn to some of their re-
spective trade associations and
franchisers for help and introduc-
tion to agency perpetuation plans
through seminars, educational
books and tapes.

Assurex International, an organi-
zation whose large independent
agents and brokers members have
an average annual income of $2.7
million, offers its members exten-
sive help in perpetuation.

The plan features a loan program
for member agencies and broker-
ages that want to buy out one or
more of the principals in the firm.

The money will comes from As-
surex Development Corp., a subsid-
iary established for the perpetua-
tion program. Funds for the loans,
which hit "an eight-figure
number," come from eight insur-
ance companies in the form of
loans and equity in Assurex Devel-
opment Corp., according to Robert
P. Ashlock, Assurex executive vp.

Several member agencies and
brokerages have already received
loans from the program that
opened its doors last fall, Mr. Ash-
lock notes.

ISU Cos., an agency franchise or-
ganization, also offers a perpetua-
tion plan, but it has not been used.

After three years with the group,
members can receive a capital
value guarantee for their agencies
by which ISU will guarantee an
agency at its commission, minus 45
days' working capital.

Member agents are then in a bet-
ter position to borrow money from
a bank or other lending institution
because they can use the guarantee
as collateral on the loan, an ISU
spokesman says.

However, even the longest-
standing ISU members can't run
out and use the guarantee program
yet. The organization has only been
around for two years, so members
have another year to wait before
they can call on ISU for financial
help in perpetuating their agencies.

Other groups also offer perpetua-
tion help in the form of educational
seminars, books and tapes. But be
careful. A one-day seminar or book
can't make you an expert on per-
petuation plans. They just start you
on your way.

The Professional Insurance
Agents sponsors one-day meetings
on agency perpetuation that use
lawyers and accountants to intro-
duce members to perpetuation and
planning, and the Independent In-
suance Agents of America uses
tapes to get its perpetuation mes-
sage across (see story, page 26D).

At IIAA, however, plans for a
much larger project, including help
in perpetuation, is in the works.

As part of Future I, a newly
created IIAA joint agent-insurer
project, the group has initiated a
task force on agency perpetuation
and manpower development.

The task force, which held its
first meeting late last month, will
assess the major problems and op-
portunities facing agents in the
purchase, merger and perpetuation
of agencies, according to Leon
Schor, IIAA's director of program
development, education division.

The IIAA task force will also cat-
alog current programs on perpetua-
tion that are available to agents.

Insurance Consortium of
America, another agency franchise
organization, offers its members a
basic booklet to guide independent

agents toward perpetuation
through manpower development,
acquisitions and mergers.

Unlike other programs, however,
ICA defines manpower develop-
ment as methods for bringing in in-
dependent contractors rather than
ways to train key producers to
management positions. ICA's book-
let doesn't deal with internal devel-
opment. .
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We make the market.
 You make the sale!

Suppose a client owns or runs a children's camp.
Where can he find the unique coverage he needs -

for anything from a kid's broken arm to an outbreak of the mumps, and for catastrophes such as col-
lapse, hurricanes and explosions? You'll find it at Rhulen - North America's #1 specialty insurance
agency. We can give you any kind of camp-related program - from a specific, comprehensive "AllRisk" package to an accident/medical program.

We've been solving hard-to-insure problems such as this for the past 48 years. Our specialized staff
has a sound understanding of your needs. Whether you need coverage for camps, colleges, universities
- or horse-related operations, ski areas or gymnastics or martial arts schools - you can rely on Rhulen
for unique, innovative programs.

I
149th 1 M-nu/en Agency Inc. 

217 Broadway, Monticello, New York 12701
Offices from coast to coast and in Canada

(914) 794-8000•(212)924-1950 • Outside New York Shitc (800) 431-1270
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4Vcoverage in plain and simple English, offered broader
coverage, more liberal settlement options and fewer ex-
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clusions. But Superstrength didn't stop there. He offered
an AgPiain Policy for aerial applicators, and he'll con-
tinue to add even more plain-language policies to meet ..4your clients' needs.

Thanks to Superstrength and the rest of the AOA
Superheroes, we offer you broad aviation insurance capa-

4 -.S .--bilities. Our service is quicker and more efficient than ever
because we now have six branch offices across the country 7-all staffed with experienced underwriters who know the
industry well and work directly with you and your clients. r

We provide very competitive quotes. Our Claims Con- ,
trol Center handles claims promptly and equitably.
Our Special Risk Department is staffed with top-
flight underwriters who will tailor coverage to your \
clients' own unique needs. We've introduced faster
policy issuance through computerization. And 'I .
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your clients.

Aviation Office of America
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HOME OFFICE:

Love Field Terminal Bldg., Dallas, (214) 353-1400
BRANCH OFFICES:

Atlanta, (404) 252-1905/Chicago, (312) 346-9411
Kansas City, (816) 221-1955/Los Angeles, (213) 246-8410
San Francisco, (415) 391-9050
Morris Plains (NJ), (201) 538-9668
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Firm answers agents' risk management queries
By STEVE SHERWOOD

DALLAS-An agent is stumped
by a technical question on con-
struction liability insurance cover-
age and needs the answer in half an
hour.

He dials RIMCO Risk Manage-
ment Inc.'s Agency Services' hot-
line from his client's office and

poses the question.
A consultant takes the call, gets

advice from another staff specialist
and gives the agent an answer
within 20 minutes.

Why is a risk management firm
answering an agent's questions?
RIMCO officials say the hotline is
part of its recent push into agency
risk management services.

Athough traditionally a buyer-
oriented risk management service
firm, RIMCO opened its doors to

A/BT
agents and brokers last April.

"We saw that agents, competing
with major brokers, can't afford to
put risk management expertise into
place," says Keith Kakacek:
RIMCO president.

"Agency services are a natural
outgrowth for us. We have all the
resources in place and decided to
wrap them into a cost-effective
package of expertise that agents
can buy in slices."

Mr. Kakacek says the agency
services in no way hinder RIMCO's
normal risk management activizies.

Martin Richards, the company's
director of agency services, agrees.

"In its history RIMCO has
worked for buyers only, serving as
a buffer between the seller and

buyer to optimize coverage But re-
cently, because of the market com-
petition, agencies and brckerages
are trying to find some edge over
competition."

RIMCO believes it can offer that

edge in the form of services that in-
clude access to its 3C consultants

and risk management library, loss-
settlement supervision, claims ad-
justment, insurance pclicy reviews,
independent auditing and agency
licensing.

The hotline is an agent's usual
entry into the other services, Mr.
Richards says.

"The types of question asked
range from what exposures exist
for a 45-mile gas pipeline to how
can I convince the owner of a shop-
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ping mall he needs liability insur-
ance even though he is a named in-
sured on his tenants' policies."

Agents pay a $500 deposit for the
hotline and draw on it each time

they call, he says. Average service
costs about $55 an hour.

RIMCO has done work on a sec-

ond-opinion basis for Alexander &
Alexander, Corroon & Black and
other major insurance brokerages,
but most services are aimed at

small to medium-sized firms, Mr.

Richards says.
"For all services, the maximum

an agency could spend would be
close to the cost of having the per-
son on retainer all the time," he

says.

"But if you have a crash project
that needs doing in two weeks, we
may send 10 people down there to

the

Crowther

People -1
Specialists in Excess and Surplus Unes Insurance

f

work 16 hours a day until it is done,
We arrange our schedule as
needed."

There are some cases RIMCO

will not take. "An agent called and
said he had a hospital as a client
and its policy had expired two
weeks before," Mr. Richards
explains.

"He wanted us to find a new

market for them fast. We found out

the reason the policy expired was
that he'd dropped the ball by not
keeping his file updated. We
wouldn't touch that one."

About 30 firms are now regular
custonners.

"They have to use the risk man-
gement process in agencies and
that's what we're selling," Mr. Ri-
chards says.

Perhaps RIMCO's most unique
service is agency licensing.

Marjorie Kennedy, director of
the licensing service, estimates
only 10% of the nation's insurance
agents are properly licensed to do
business in all the states in which
they operate.

Agents need non-resident li-
censes not only to sell insurance but
to receive commissions from the

sales. Getting the licenses can be a
struggle and takes time, she says.

"If a guy wants to be licensed in
all 50 states and in all lines, it is a
monumental task," Ms. Kennedy
notes. "We have calls from people
attempting to do it themselves who
give up after six months and ask
for help."

For an agent to do the job himself
might take years and cost a fortune
just to find out what is required in
each state, she says.

"We have all the forms and

everything else that is needed right
here. We're the only independent
licensing firm in the country that I
know of."

About 60 firms now use the ser-

vice-which costs $150 for a corpo-
rate license and $80 for an individ-
ual agent license-and demand is
expected to grow as more agencies
become aware of non-resident li-

censing requirements.

"Up to now states have not had
the staff to enforce licensing laws,
Ms. Kennedy said. "Now more
states are hiring examiners and
laws will be enforced."

One client in California was lit-

erally stopped at the airport and
asked for his license, she says. .

Make the most

of new tax law

for your agency
Do you know how high your tax

bill will be in 1982? Do you know
how to make the best of the new

tax law?

"The Economic Recovery Act of
1981," an agency management
guide by Dr. Emmett J. Vaughan,
Partington professor of insurance
at the University of Iowa and an
insurance agency specialist, is now
available as a supplement to the
IIAA Agency Management Ser-
vice.

The guide details the effects of
the new tax law on independent in-
surance agents and discusses
changes in the corporate tax rate
reduction, increases in accumu-

lated earning tax credit, the Acce-
lerated Cost Recovery System, in-
vestment tax credits, Subchapter S
corporations and incentive stock
options.

It is available from the Indepen-
dent Insurance Agents of America,
100 Church St. New York, N.Y.

10017 as part of the Agency Mange-
ment Service. m



Will settlements continue in Hyatt case?
Continued from page 1 A single jury trial in the class ac- the disaster that killed 113 people Thomas E. Deacy Jr., Hyatt's local lapse to begin Aug. 15.court believes that Rule 23(b)(1)(A) tion to determine liability for com- and injured 212 others. As of Jan counsel with Deacy & Deacy "We Attorneys familiar with such lit-certification is necessary as a ready pensatory and punitive damages 22, $18.6 million had been pledged want to see these people fairly igation described those dates-and fair means of achieving uni- moves the litigation spotlight from by insurers to settle about 117 compensatedtary adJudication," he wrote in his the complex lawsuits that so far claims, lawyers said coming about a year after the disas-
ruling issued Jan. 25 Opponents-led by a Kansas City ter-to be "ambitious"have centered on sorting out how John M Townsend, a New York lawyer who represents quadraple- " . (T)he court mtends to tryNoting that "there is no evidence and when insurers for various de- lawyer with Hughes Hubbard & gic collapse victim Sally Ann Fire- this lawsuit only once and to bindof a limited fund with respect to fendants are liable to pay claims
the payment of compensatory dam- Reed, hired by Hallmark and ltS stone-see more than delayed set- all parties to the determinationsIf Hyatt or other defendants- subsidiary Crown Center, coun- tlement problems. They say the de- made at that single trial," Judgeages," the Judge ruled "the settle- including hotel owner Crown Cen- tered that there is no reason for the cision means the high-dollar claims Wright wrote.ment of claims for compensatory ter Redevelopment Corp.-are settlements to stop "I think it's an of seriously injured clients aredamages may continue." • Removed injured collapse vic-found liable, the actual amount of intelligent, well-reasoned solution going to be lost or diluted amid the tim Molly Riley's name as so-calledPlaintiffs may pull back from compensatory damages paid to col- to a difficult procedural problem," handling of a consolidated trial.settlements, however, because the lapse victims will be determined on he said of the class action "lead plaintiff" on the class action
judge also ruled that "those claim- an individual basis "This will slow things down con- Judge Wright said Ms Riley, be-
ants who want to exact damages for If a Jury finds any punitive lia- siderably," said Lantz Welch, cause she lives in a Kansas suburb

The lawyer handling claims set- whose client, the 34-year-old Ms. of Kansas City, is technically un-allegedly punishable acts must bility, the punitive damages would tlements on behalf of insurers for Firestone, was paralyzed by a bro- able to bring suit in federal courtforego the settlement process and be awarded in a lump sum to be ap- Hallmark Cards Inc. and its Crown ken neck in the collapse and is now against all the defendants in the di-await the trial on the punitive dam- portioned among all the victims
age issues " Center Redevelopment subsidiary, undergoing therapy outside of saster. Neither could any MissouriLawyers involved in the Hyatt however, wouldn't comment when Denver "It will throw us into the residents, he concludedJudge Wright certified the puni- disaster litigation are divided over asked whether the class decision appellate court system It lS thetive damages class action suit under the effect of the class action on the would stop settlement talks "(I) worst thing that could happen "the rule originally cited by the at- settlement process. In an unusual step, Judgecan't tell you yet (I) don't know," In his ruling Jan. 25, Judge Wright then replaced Ms Riley'storneys seeking the class action, "It's bound to have an adverse said Lawrence M Berkowitz of the Wnght. name with those of four otherRule 23(b)(1)(B), commenting, effect on the settlement process," Kansas City law firm Stinson, Mag • Found the estimated 150 law- plaintiffs -residents of states other"there is a question as to whether said Ronald A Jacks, a Chicago & Fizell.
sufficient funds are available to lawyer with Isham, Lincoln & Beal suits filed by victims of the 'than Missouri or Kansas At the

Supporters of the class action say skywalk collapse fit the definitions same time, however, he directedpay awards of punitive damages." that represents Northbrook Excess the ruling last week by Judge laid out by the U S Supreme Court that Ms Riley's attorneys wouldWhile acknowledging that "each & Surplus Insurance Co Wright opens the door for people for treatment as a class action-nu- continue to serve as lead counselsettlement diminishes the funds "I don't see where plaintiffs' at- with minor inJuries or emotional merosity, commonality, typicality for the class action. He said attor-available to pay for punitive dam- torneys will be willing to settle problems resulting from the July and adequacy neys for the four new "lead plain-ages," Judge Wright stressed he lS cases until the punitive damages 1981 collapse to have their claims Without a class action, he said, tiffs" could serve as assistants.allowing the settlements to con- Issue is resolved "
tinue because his "overridmg con- settled without having to go the Hyatt, Crown Center/Hallmark • Said he would be willing toNorthbrook wrote a $25 million costly route of getting their own at- and other defendants could be ex- consider, at a later date, whethercern" is "that legitimate claimants excess umbrella policy for Hyatt, torney
receive recompense for the actual the hotel operator. It has been posed to repeated trials, many vic- the class of plaintiffs should be spht
damages they have suffered " "I think it's a very well-reasoned tims might have no practical in two This, Judge Wright pointedfunding settlements of claims in and well-written order," said chance for redress and the state out, might become necessary if a

and federal courts in Kansas City case pending in a Missouri state ap-

State tort reform meets trouble would likely be congested for peals court rules that state law does
years not allow punitive damages in

"While this court wholehear- death cases Most lawyers in the
Cont:nued from page 3 tedly encourages the continued set- Hyatt case agree Missouri law al-
factured

No truth to either of these stories tlement of legitimate claims, and is ready allows punitive damages to
But trial lawyers are scoring mindful that the vast majority of be sought by injured victims

points in the second round of the Continued from page 3 claims may be settled, it cannot, in Molly Riley's local attorney, Wil-
battle over statutes of repose. Sen. Kasten never said the case existed, Mr. Bradee said, but an good conscience, allow a minority ham P. Whitaker, says he is "very

The first victory was scored in editing error in the Sentinel newsroom made it appear that Sen. of claimants to take any or all de- excited" about Judge Wright's class
Florida in a case involving DES, Kasten actually believed the lawn mower story. fendants to trial time and time certification ruling "I really didn't
short for diethylstilbestrol, a syn- The lawn mower case gained notoriety in 1977 after the story was again until a compensatory or puni- quite expect it to come out this
thetic estrogen taken by millions of used in national advertising by Crum & Forster to illustrate its point tive damage Judgment is obtained," good," he adds.
pregnant women in the 19505 to Judge Wright wrote

that courts no longer were taking consumer negligence into account Mr Whitaker said much of the
avoid miscarriage when awarding damages. • Ordered pre-trial depositions, legal work of the class will be

Daughters of some women who Crum & Forster, a Morristown, N.J.-based insurer, later admitted questions and document production directed by a Washington, D C., at-
took the drug have developed can- that lt couldn't prove that the case ever happened after Business to be completed by July 1 and a torney, Irving Younger, of the firm
cer and other abnormalities of the Insurance asked it to document the case (BI, Oct. 31, 1977). single trial on liability for the col- of Williams and Connolly
vagina and cervix Hundreds of
product liability suits have been
filed against the major DES manu- mond "When an injury has oc- accepted American Barmag's argu-facturers

curred but a cause of action cannot ment that the case did not belong
One of those suits was filed by be pursued because results of the before the court because it did not

Nina Diamond, now 25, against injury could not be discovered, a conform with North Carolina's WHY ITS GOOD BUSINESS TO HAVE RANGER'S
DES manufacturer E R Squibb and statute of limitations barring the 1979 statute of repose That statute SPECIALIZED PROTECTIONSons Inc of Princeton, N.J action does . bar access to the requires product liability suits to be

Ms. Diamond contracted vaginal courts and is constitutionally im- filed within six years of the pur-
cancer in 1976,20 years after her permissive," said Justice J McDon- chase of the product.
mother took DES during her preg- aid
nancy She charged in a April 1977

Mr Bolick's Oct. 1979 suit was Ourkind of
The state supreme court ordered filed about eight years after Amen-

lawsuit that Squibb knew or should the case back to a district court can Barmag sold the textile ma-
have known that DES was not safe. where it will be tried. chinery to Mr Bolick's employer specialization means a

Squibb successfully argued in The North Carolina case involves But the appellate court reversed
circuit court that Ms. Diamond's a June 1977 accident in which tex- the lower court ruling It said the more knowledgeablesuit should be dismissed because tile worker Charles Bolick was in- six-year statute of repose violated a
Florida's statute of repose barred Jured after his fingers were caught plaintiff's constitutional right to
product liability suits in cases in textile machinery manufactured seek damages in court for injuries handling ofour customers'where the product that caused the and distributed by American Bar- suffered in an accident
injury is more than 12 years old mag Corp, the U.S subsidiary of a While a state legislature has theMs. Diamond and her attorneys German corporation right to set a time limit on when a

insurance needs.
appealed the circuit court's dis- Mr. Bolick filed suit against the plaintiff can file suit, that limit
missal of the case to the state Su- manufacturer in Catawba superior must run from the time a plaintiff The dictionary says that to specialize ts"to concentrate one'spreme Court. They argued that the court on Oct 10, 1979. He charged was inJured-not from the date a
12-year statute of repose denied that his injuries were caused by product was sold or manufactured, efforts in a special activity or field.." That's Just what we
them access to courts-a violation negligently designed textile ma- the appellate court said
of the Florida constitution chiney. have been doing for many years - providing specializedAmerican Barmag is appealingIn a 4-1 decision, the Florida Su- The Catawba County superior the ruling to the North Carolina products and services to our customers on the best possible
preme Court agreed with Ms Dia- court dismissed Mr Bohck's suit It Supreme Court basis at all times

Home Insurance Co. fined *I RANGER
.. INSURANCECOMPANY

NEW YORK-Home Insurance proof of claim • A Subsid:ary of
claims-handling practices of insur-Co. has been fined $45,000 by the • Failed to pay interest on over- ance companies A

state Insurance Department follow- due claims. The investigations are con-ing a market conduct investigation By stipulation, Home Insurance ducted to insure that companies Anderson Clayton
of the insurer's rating and under- has acknowledged the violations comply with rate filings and to Atlanta • 404-457-7211 (PO Box 105028) 30348
writing practices It has paid the fine and stated ascertain that policyholders and Denver · 303-779-8383 (PO Box 3195) 80111

The probe uncovered that the that the violations were inadver- claimants are treated m a fair, equi- Houston • 713-622-6500 (PO Box 2807) 77001
company. tent, have been corrected and that table and non-discriminatory man- Kansas City • 913-649-5500 (PO Box 8650) 64114

• Used manuals improperly in all possible measures have been ner
the settlement of claims for total taken to prevent recurrences of the
losses Home Insurance Co. is licensed THE SPECIALISTS

violations to write vanous lines of prop-• Failed to pay or to deny claims Market conduct investigations erty/casualty and health insurance
within 30 days after receipt of review underwriting, rating and in New York .
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Old Republic retros draw $400,000 fine
Continued from page 2 The Pennsylvania examiners examination report says. iner explained matched by an ebb and flow of re-
$85 9 million or 7% of the state commented that Old Republic formally objected Commenting elsewhere, the ex- insurance cessions," it says
market makes lt the largest prop- • Old Republic's retrospective to that analysis in its response to aminers explain that the monthly Old Republic "has developed ex-
erty/casualty insurer in the state program postponed recognition of the report, stating "This sentence premiums "include only a token perience factors as to what percent-
Of that premium, $796 million was premium tax liability, prevented would be more accurate if it read· amount of deposit premium. Ac- age of premium will be ceded
for workers compensation, repre- an accurate determination of the 'Most plans are designed to enable cordingly, no substantial amount of under these plans Each cession re-
senting 29% of the state market, ac- insurer's liability as reported on insureds to fund required reserves premium is considered to be un- flects a retention to cover the first
cording to a press release from Schedule P of its annual report, with cash or securities which are earned." $25,000 of loss "
Kentucky and periodically has generated de- admissible assets Letters of credit The report notes, however, that In addition, there is an 1ndem-

In announcing the fine in Ken- ficiencies of the letters of credit are also utilized to properly secure subsequent retrospective adlust- nity agreement under which the
tucky, the insurance department from unauthorized reinsurers. the portion of the direct risk rein- ments have sometimes resulted in policyholder agrees to reimburse
said in the press release • The value of the promissory sured with unauthorized alien rein- the collection of premiums in ex- Old Republic and/or the reinsurer

"The Kentucky Department of notes taken for premium were not surers cess o f the standard audited for alllosses and expenses paid
Insurance staff receives and re- established by the National Assn of Old Republic separates its retro- amounts and resulted in increased However, the loss experience
views annual financial statements Insurance Commissioners Valua- spective plans into three categories tax revenue under the retrospective plans re-
filed each year by insurers doing tion Committee or properly collat- captive, cash flow and escrow ac- In elaborating on the reinsurance Sults in returns to the policyholder
business in Kentucky. Even though eralized counts, according to the report agreements with unauthorized in the early years following policy
high loss ratios were expected in • The structure of the entire in- It retains a ceding commission as alien reinsurers involved in the expiration Later, as losses accumu-
the workers compensation area, surance program relating to the compensation for performing the plans written to cover coal mining late, there is "a subsequent reversal
due to federal black lung legislation coal companies was 44questionable. direct insured's function of under- operations, the report says, 44In in the form of retrospective debits
in recent years, the premiums and Old Republic objects to certain writing, actuarial, claim settlement, some cases the cession is to a cap- which have, for certain years,
losses reported by Old Republic in statements in the report in its four- loss control, legal, reinsurance and tive company owned by the coal caused the ultimate cost to the in-
its 1979 annual statement caused page response, including the sen- administrative services to comply operators In the case of nine large sured to exceed the original audited
concern among department em- tence calling the structure of the with local and federal regulations, coal producing companies, the ces- standard premium."

ployees " insurance programs for the coal and for providing additional risk sions are to a single reinsurer." The state examiners conclude "it

In participating in the examina- companies 64questionable management services This single reinsurer is not iden- is apparent that in past years made-
tion of Old Republic's business, In the captive plans, Old Repub- tified quate premium was retained " Dur-
Kentucky found "that Old Repub- Old Republic replies lic ceded or reinsured up to 100% of ing that period, Old Republic relied
lic had entered into arrangements written premium to offshore insur- 'Unique method' upon the indemnity agreements to
with certain policyholders that did 44In our opinion, this sentence 15 ance companies owned by the re- secure collection of retrospective
not jeopardize the financial sol- confusing in its failure to point out spective policyholders Under the program. each em- debits and payments of the first
vency of the company, but these ar- any instance in which the program Because these captives were un- ployer is regarded as a single risk $25,000 or less for an individual
rangements violated Kentucky is'questionable' and may be subject authorized reinsurers, funds were for the purpose of reinsurance al- claim
law. Policy and payment plan mod- to unwarranted adverse construc- withheld in the form of letters of though several policies may have "However, it is important to note
ifications had not been filed with tion," the letter says credit to satisfy state regulations been issued to the employer since that much of the increase of loss re-
the Department of Insurance and ¢6Clearly the report has raised no governing the recognition of rein- the mining sites are in various loca- serves and the corresponding in-
were not approved as required by question about the validity of the surance The security was main- tions in various states Old Republic crease of retrospective premiums in
statute Certain plans that had been company's reinsurance described tained at a level in excess of 85% of and the reinsurer have made a sep- 1979 and 1980 was on account of
filed and approved by the Depart- in the preceding sentence, since the the original standard audited pre- arate contract in regard to each em- claims that did not exist during the
ment were not adhered to by Old examiners made no adjustments in mium ployer terms of the various policies, but
Republic " the company's reserved credit ob- Cash flow and escrow plans dif- Therefore, each risk must be were the result of retroactlve fed-

tained from the reinsurance fered from the captive plans only considered Individually, the report eral legislation in regard to Black

Kentucky violations "If the question involves the in the method of collecting and re- says By this procedure, the insured Lung benefits," the report adds
company's failure to make inde- taining premiums, according to the holds the assets which represent The state examiners also com-

As a result, Kentucky Insurance pendent filings of its retrospective report. Under these, the company reserves and receives any invest- mented that the promissory notes
Commissioner Daniel D Briscoe rating plan, that point is more spe- charged a basic fee and applied a ment income such assets develop accepted for premiums under the
and Old Republic "entered into an cifically dealt with (elsewhere in) conversion factor to loss payments The contracts require that the plans were not valued by the Na-
agreed order in December 1981, the report. In both cases, the insuring agree- reinsurer is liable for the excess of tional Assn of Insurance Commis-
fining Old Republic $400,000 44 The sentence in ques- ments were augmented by indem- $25,000 of ultimate net loss to Old sioners Securities Valuation Com-
(for) . failing to make filings with tion .adds nothing to the com- nity agreements and sometimes es- Republic due to injury or disease to mittee, nor were they secured as
the department, using unapproved pany's or the public's understand- crow agreements any persons The hablity of the required.
policies and payment plans, engag- ing of the criticism " The insuring agreements pro- reinsurer is to be unlimited except
ing in unfair competition, provid- Explaining the origin of the ret- vided for retrospective adjustments as that established by limits for em- Promissory notes
ing rebates and special advantages rospective plans, Old Republic said, beginning six months following ployer's hablity in the Old Republic
and giving illegal 1nducements to "The company is of the opinion termination of the annual policy, policy The examiners recommended

purchase insurance," according to that its retrospective plans in Ken- and annually thereafter until the What the report calls the unique that any promissory notes ac-
the press release. tucky (the principal area of their losses run out or are in some way part of the contracts is the method cepted for premium be limited to

The agreed order says, "Old Re- use by the company) were in com- commuted by which the greater part of the re- the amount of unearned premium
public shall immediately begin ac- pliance with the National Council "Neither the insuring agree- serves are transferred to the ln- of the Individual policy for which
tions to rectify said violations " of Compensation Insurance's Ret- ments nor the retrospective rating sured they are accepted and, in such

The Kentucky insurance depart- rospective Rating Plan D when plans have been filed with or ap- Under the reinsurance agree- cases, be valued by the NAIC Se-
ment press release concludes "The they were entered into in the 1974- proved by the appropriate bureaus ments, as claims are reported or curities Valuation Committee or
examination report demonstrated 1976 period." or by the appropriate regulatory loss reserves actuarially developed, collateralized in accordance with
the financial solvency of the com- "Those contracts required con- officials and are, therefore, in vio- Old Republic is required to pay ad- the Pennsylvania statute and regu-
pany " tinuation thereafter because of (a) lation of both regulations and stat- ditional reinsurance premiums lations," the report says

The retrospective rating plans the extraordinarily large unpro- utes," the Pennsylvania report equal to losses recoverable under Old Republic commented in its
that drew comment in the exami- cessed backlog of black lung claims says the individual contract response, "With respect to the
nation report and the Kentucky at the United States Department of Nearly all the policies are annual This is done by requiring a letter promissory notes which are re-
fine appear, from an analysis of the Labor, (b) because of revisions and and provide for a monthly pay- or letters of credit or certificate of ferred to, lt lS our understanding
description in the report, to be continuing attempts to revise the ment plan with most premium pay- deposit be delivered by the insured that they were non-admitted be-
what are commonly referred to as federal black lung laws " ments budgeted to one-twelfth of to the reinsurer Cash payments cause the company had not sup-
fronting arrangements for the self- With these, and other objections, the estimated annual premium could also be made plied valuations from the NAIC Se-
insurance or use of a captive in- Old Republic "acknowledged" the The reinsurer in turn deposited curity Valuation Office We should
surer to fund workers compensa- examination report, which de- the letters of credit, CDs or cash like to have the record reflect thatDeposit premium
tion risks, including black lung scribed the insurer's business and with Old Republic to cover reserves the company has subsequently sup-

retrospective rating programs as In some cases, the deposit pre- for both unearned premium and plied to the examiners the required

Examiners' findings follows mium collected was less than 1% of loss and loss adjustment expense valuations from that office at the
All of Old Republic's policies the estimated annual premium, reserves for which Old Republic full face value of the notes.

Under most fronting arrange- were written on standard policy which is a violation of the Pennsyl- would take reinsurance credit. Old Republic further adds it "al-
ments for self-insurers, the insurer forms as approved for the risk loca- vania Coal Mine manual that re- The accumulation of such cash ready has obtained valuations from
issues policies to satisfy insurance tion Rates for the traumatic por- quires it to be at least 10% Other payments, CDs or letters of credit the NAIC Securities Valuation
mandates and services the account, tion of the coverage were obtained states require similar premium de- was applied accumulatively to all Committee of certain promissory
but the policyholder is ultimately from the appropriate rating bu- posits, the Pennsylvania report liability of the reinsurer under this notes and other securities which
responsible to pay losses-with the reaus and occupational disease notes contract the examiners did not admit It will

payment schedule negotiable rates were obtained from current In addition, the examiners com- continue to obtain such valuations

Under most fronting arrange- manuals mented on the retrospective rating Flow of funds whenever appropriate.
ments for captives, the insurer Most of the retrospective plans adjustments. "In this regard, the company
passes the premium onto the poli- written by Old Republic that drew 44Since the plans result in the im- The report explains that letters renews its earlier undertaking to
cyholder's captive insurer, usually comment in the examiners' report proper return of large amounts of of credit were being used as a form require payment of premiums in
an unauthorized alien reinsurer -and the fine in Kentucky where premium in the immediately ensu- of payment. When cash was paid, cash and then to purchase admissi-
based offshore. In order to take they were most often used-re- ing period, which historically have securities acceptable as admitted ble debt obligations of an insured, if
credit for this reinsurance, the in- quired policyholders to guarantee been restored in subsequent retro- assets were purchased and held m they are available, rather than to
surer requires the captive to give it they would pay losses and ex- spective adjustments, there has escrow accounts to be used solely accept debt obligations of an in-
cash or a letter of credit for the ap- penses, with the right of the in- been and continues to be deferred for the account of the respective in- sured as direct payment of premi-
propriate amount demnity agreement assigned to the recognition of premium income, sured Certificates of deposit also ums "

The retrospective rating plans reinsurer resulting in deferred payment of were held in escrow accounts Mr Zucaro of Old Republic In-
Old Republic issued, which re- While accepting the risk of loss premium taxes and in deferred rec- Promissory notes also were ac- ternational, when asked to clarify
quired the policyholder to par:ici- under the policies, the policyhold- ognition of statutory liabilities aris- cepted as "cash equivalents " portions of the report and the com-
pate in the risk, have provided Old ers were allowed to benefit from ing out of earned premium ac- The report further explains that pany's response, would only com-
Republic policyholders with insur- the cash flow involved counting," the state report says the reinsurance plans are written ment that "the report is a public
ance they are mandated to have "All plans are designed to permit Old Republic did adhere to the in conjunction with and referred to document " The company's answer
while protecting Old Republic from the insureds to hold funds which is, statutory requirement of establish- in the company's retrospective is filed with that document, he said,
the huge risk of loss that has de- for the most part, accomplished ing 65% of earned premium as a plans and the Kentucky Insurance De-
terred many other insurers from through reinsurance contracts with statutory liability, but at issue is the "It is intended that the ebb and partment's press release speaks for
underwriting the business unauthorized alien reinsurers," the timing, a Pennsylvania state exam- flow of retrospective premiums is itself .
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Comp law changes forced bigger reserves
Changes in the federal black

lung compensation law caused a
large increase in claims reserves
for business underwritten· by Old
Republic during the years 1977,
through 1980, a Pennsylvania.In-
surance Department examination
found.

For that four-year period, gross
premiums earned and ceded to
workers compensation pools to-
taled $249.2 million and losses ih-
curred amounted to $425.5 million,
which develops a loss ratio of 17.1%,
according to the report.

"Business ceded by the company
to the pools developed a consider-
able loss because of the fixed na-

ture of those premiums," the report
notes.

Most of the losses incurred fell in
1979 and 1980. The annual loss

ratios were 78.8% in· 1977, 54.6% in

Loss on hull

could be

the largest
Continued from page 2
on the runway. MassPort, a quasi-
public agency, has said the runway
was adequately sanded and safe.

The crash occurred on a Satur-

day evening as freezing snow and
ice fell along a large portion of the
Eastern Seaboard. Aircraft that

night also reported problems stop-
ping at airports in the New York
area.

An NTSB official said the World

pilot told investigators he was
aware of no malfunctions in his

craft during the abortive landing,
although the pilot did say he had
difficulty braking.

World's insurance is brokered by
the San Francisco office of Alex-

ander & Alexander and Sedgwick
Forbes in London. The lead un-

derwriter is New York-based Asso-

ciated Aviation Underwriters.

Thirty-five percent of the risk is
placed in the London markets, 30%
in the United States, 20% with
French insurers and 15% with
Skandia.

MassPort officials declined to

discuss details of the agency's in-
surance.

The largest previous single hull
loss claim ever paid was $45 million
in the Aug. 19, 1980, crash of a
Saudi Arabian L-1011 which

caught fire just after takeoff, kill-
ing 301 people. Prior to that, the
largest loss was $40 million for each
of two B-747s destroyed in the 1977
Tenerife Island collision of a Pan

Am and KLM craft on the ground..

Sick pay now
subject to taxes

The Internal Revenue Service is

reminding employers and third-
party administrators that the first
six months of sick pay to an em-
ployee on or after Jan. 1 are subject
to Social Security taxes.

The new sick pay tax, as man-
dated by Public Law 97-123, also
applies to payments under a state
temporary·disability law.

Employers distributing sick pay
must withhold and deposit the em-.
ployee and employer portions of
the FICA tax.

Third parties acting under a con-
tract to make payments for an em-
ployer also must withhold and de-
posit both the employee and em-
ployer .portions of the-tax,
according to the new law.

No penalities.or interest will be
charged for failure to make timely
payments of the sick pay tax from
Jan. 1 through June 30 if the fail-
ure is "due to reasonable cause and

not willfull neglect," the IRS ex-
plained. .

1978,303.5% in 1979. and 283%·in
1980.

A large number of claims un-
known to either the responsible
coal operators on to Old Republic
were approved during 1980. The
adverse effect on the workers com-

pensation pools was duplifated .on
the company.'s retrospective work-
ers compensation business, the- re-
port noted.

The net effect was an increase of
$93.3 million in incurred butnot
reported liabilities during 1980, the
report notes.

"Simultaneous with the develop-
ment of these unknown liabilities,
the company has obtained addi-
tional security or cash for premi-
ums and/or losses undEr the vari-

ous indemnity agreements to the
same amount as the liability in-
creased," the examiners say.

Also during the loss development
period, the Department of Labor
relieved thecompany of net liabili-
ties for federal black lung claims
which were transferred to a large
eoal operator that was approved for
self-insuring during 1980.

"Overall. the effeeting items
show an adverse effect by loss de-
velopment of $4.6 million. Inas-
much as the loss adjustment.ex-
penses were more than adequate, 4
the examiners elected to balance

the liabilities and made·no changes
because of loss development," the
report continues.

"The lag in development of the
tail liabilities discussed above has

created an inadequate security of
premiums and/or loss liabilities in
the past," the examiners say.

"Wherever workers compensa-

tion retrospective rating programs
are approved and implemented, se-
curity should be maintained at an
adequate level in accordance with
statutory provisions," the. examin-
ers conclude.

The examiners used the com-

parlY's computer printout of tabu-
lated loss developments through
Dec. 31, 1980, in conjunction with
worksheets regarding ·non-com-
puter adjustments, to determine
that the loss reserves were ade-

quate.

Old Republic notes in its response .
to the examination report, "The
company will require security for
reserves required under workers
compensation restrospective rating
plans to be maintained at an .ade-
quate level. Although the company
was not aware of any past inade-
quacies, it believes that any such

Our editors

make it their business

to know your business.

inadequacies found by the examin-
ers could have been only tem-
porary and caused by the extraor-
dinary accumulation of. federal
black lung claims at the United
States Department of Labor and
the rapid reconsideration in 1979
and 1980 of more than 100,000 such ·
claims pursuant to the retroactive
liberalization of eligibility stan-
dards adopted by the Black Lung.
Benefits Reform Act of 1977.

"All retrospectively rated. in-
sureds were clearly financially re- .
sponsible and in fact paid any pen-
alty premium or refunded earlier
provisional. retrospective refunds
when they became due as a result
of the large increase in preliminary
awards of claims made by the D6-
partments of Labor and Health,
Education and Welfare in 1979 and
1980."
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Owens-Illinois sues for asbestos coverage
Continued from page 3 to pay claims Owens-Illinois is probably one of
liability claim against the plain- The suit also argues against 'Bodily or personal injury resulting the few manufacturers fighting for
tiff," the suit claims Aetna's alleged assertion that each insurance coverage for asbestos-re-

from alleged exposure to"As a direct and proximate result bodily injury claim brought by a lated claims that will be able to i
of defendant's breaches of contract, third-party against Dwens-Illinois asbestos means any part of the directly seek application of the
plaintiff has been deprived of the is a separate occurrence, thus in- Keene decision in the District of 4
benefits of the insurance policies voking the deductible for each injurious process,' the suit says. Columbia Most other asbestos 3

sold by the defendant to plain- claim manufacturers already are em-
tiff for which plaintiff paid premi- broiled in suits against their insur-
ums From 1943 through 1959, Owens- "Plaintiff relied upon the terms the Owens-Illinois suit continues ers elsewhere, said an attorney fa-

"Plaintiff has therefore incurred Illinois had comprehensive general of the insurance pollcies and rea- In Keene, the court said all insur- miliar with asbestos litigation
substantial actual damages as a re- liability policies and from 1960 sonably expected that these policies ers of an asbestos manufacturer But, "those that haven't will do

sult of such breaches of contract through 1977 excess liability poh- would protect plaintiff from losses were liable at any time whether everything they can to file in
and such damages are continuing to cies with Aetna, the suit says arising from asbestos-related per- they provided coverage during ex- Washington, D C," he said
increase " A spokesman for Aetna would sonal injury claims," the suit says at posure, latency or manifestation Meanwhile, asbestos manufac-

1 More than 6,000 asbestos suits not comment on the lawsuit saying one point, a reasoning that appears The Supreme Court has been pe- turers with suits elsewhere also I
have been filed against Owens-Illi- that as of Jan 26 the company had in the Keene decision titioned by the insurers to review probably will cite the Keene case,
nois in more than 40 states not received a col». of the com- "Bodily or personal injury re- the Keene decision but the high he added

The complaint also says Aetna plaint sulting from alleged exposure to as- court has not yet decided whether To avoid application of the
has refused to pay claims arguing Owens-Illinois representatives bestos means any part of the injuri- it will hear the case Keene case, Aetna, which is based
that the manifestation theory of li- would not discuss the case ous process that begins with initial In December, the Supreme Court in Hartford, Conn, may seek to
ability applies to them Under that Some of the language of the com- exposure to asbestos, continues refused the the request of insurers have the case moved to another
theory, insurers providing cover- plaint, however, appears to reflect through exposure in residence, and for a review of two other appellate Jurisdiction arguing that Washing-
age when the asbestos-related dis- that used by the court of appeals in culminates in manifestation of an court decisions on insurance cover- ton D C is an inconvenient forum,
ease appears in the victim are liable the Keene decision Oit 1 1981 asbestos-related disease or injury," age for asbestos claims he speculated .
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In the February 1981 ruling,
federal Judge Calvitt Clarke Jr
agreed with Newport News Ship
building's argument that the Preg
nancy Discrimination Act only ap
plied to employees and not to
spouses.

"The clear legislative intent be
hind the Pregnancy Discrimination
Act was to ensure that working
women are protected against all
forms of employment discrimina-
tion based on sex," Judge Clarke
wrote.

But the appellate court disagreed
with this decision. It argues that the
Pregnancy Discrimination Act also
applies to spouses' pregnancy bene-
fits because those benefits are em-
ployment related.

"When an employer considers
extension of medical benefits to
spouses of employees, it does so
with an 'employment-related pur-
pose' just as it does when it consid-
ers the extension of such benefits to
employees," the appellate court
said. "Benefits would never be ex-
tended to spouses if the extension
did not serve an employment-re-
lated purpose."

The appellate court decision
"will go a long away to ensuring
that employees, both male and fe-
male, are compensated equally
without regard to distinctions based
on pregnancy,"said Mr. Connolly. .
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Court orders A&A wants more after buying Howdenequal benefits Continued from page 3 rate of 25.64 shares of A&A com- Although A&A's merger with says.
for pregnancy fore declaring an unconditional amount of debentures. immediately larger international Lloyd's operation develop greater

least a 90% tender acceptance be- mon stock for each $1,000 face Sedgwick would have given it an A&A also will help Howden's
merger, but Mr. Bogardus says a A&A is leaving the offer open to retail broking base than the How- expertise in aviation, marine andContinued from page 1 railroad strike in the United King- acquire the remaining Howden den acquisition, Mr. Bogardus con- energy risks, he notes.quire their employees to pay some dom had slowed mail response. shares. A&A stockholders over- tends A&A now has a solid base By acquiring Howden, A&A in-or all of the cost of dependent A&A now owns at least 84% of whelmingly approved the pur- upon which to build for the future. herits Alexander Howden Grouphealth care coverage would be Howden through the acceptance of chase. A&A, Mr. Bogardus says, is now U.S. Inc., the company's Unitedshielded from much of this cost. its tender offer and outside pur- A&A is particularly interested in looking for the "global buyer" who States subsidiary that includes in-Although the appellate court de- chases of Howden stock.  Howden's reinsurance operations. wants a "worldwide contract" for surance companies, wholesale bro-cision only applies in Maryland, The value of the acquisition is set Mr. Bogardus expects the acquisi- all its insurance needs. kerage and insurance-related oper-North Carolina, South Carolina, at $265 million, down from an ini- tion will lead to "eno. mous While A&A is positioning itself ations.Virginia and West Virginia where tial estimate of $295 million due to growth" in this area based or. How- to better serve its large, U.S. mul- The broker plans to leave thisthe 4th Circuit Court has jurisdic- a decline in A&A's stock price. den's expertise and established re- tinational accounts, Mr. Bogardus group as it is, Mr. Bogardus says,tion, it could be cited as a precedent In the deal, A&A, which began lationships with foreign markets. says A&A also is very anxious to since its activities are "quite differ-in other states where the EEOC is trading its common stock on the The combination of Thomas A. pursue "indigenous business" ent and complimentary" withsuing employers f6r failing to pro- New York Stock Exchange Jan. 25, Green & Co., A&A's reinsurance abroad. A&A's. The acquisition also givesvide equitable pregnancy benefits. is offering 6.77 shares of its com- subsidiary established in J:nuary Howden's retail operation is ex- A&A a formidable presence inFor example, EEOC is suing mon stock and $133 million of its of 1980, and the Howden operation pected to benefit from A&A's ex- Lloyd's of London as an un-Emerson Electric Co. because the 11% subordinated convertible de- will make A&A one of the '-two or pertise in risk management ser- derwriter. That presence, however,St. Louis, Mo.,-based electronics bentures due in 2007 for each 100 three" top reinsurance brokers in vices, now in greater demand from could be short-lived if Parliamentgiant's group health insurance plan shares of Howden. the world, Mr. Bogardus says» overseas buyers. approves the Lloyd's self-regula-provides greater benefits to hus- The debentures are convertible Both reinsurance facilities will "We will orientate them more to- tion bill forcing brokers to divestbands of female employees than to at any time before maturity at a continue to operate separately. ward retail business," Mr. Bogardus their underwriting operations. .wives of male employees (BI, Sept.

7,1981).

And with the appellate court vic
tory under its belt, the EEOC will
continue to sue companies that
won't heed its guidelines on preg
nancy benefits for spouses, accord 52 great issues coming up!
ing to Michael Connolly, EEOC
general counsel.

The EEOC maintains that the
Civil Rights Act of 1964 makes it
clear that there must be equality of
benefits for spouses in group health
insurance plans. The Pregnancy
Discrimination Act amends the
Civil Rights Act.

"If an employer makes available
to female employees insurance that
covers the cost of all the medical
conditions of their spouses, but pro
vides male employees with insur
ance coverage for only some of the
medical conditions (i.e., all but
pregnancy-related) of their
spouses, male employees are re
ceiving a less favorable fringe
package," the EEC)C says.

The Newport News Shipbuilding
case, which benefit managers
around the country were watching
closely, involved a 1980 suit filed
by the firm challenging the preg
nancy benefit guideline issued by
the EEOC.

In its largest group insurance
plan covering hourly employees,
Newport News Shipbuilding pays
all reasonable and customary ex
penses for spouses of female em
ployees, but it places a $500 cap on
their pregnancy hospitalization
benefits for spouses of male em
ployees.
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Sacramento taps $1 million from reserves
Continued from page 1 vice to the board We offer alterna-

police or hospitals, they may do it tives, show elected officials where
out of the risk management loss our problems are and let them Support sought for pooling standards
funds in this post-Proposition 13 make their decisions," said James
era, he warned "All of us are L Gale, risk manager of Kings SACRAMENTO, Calif -A small group of risk many of which lack a full-time risk manager-there
going to have this problem to con- County. managers from some of California's leading public is a need for accreditation standards to give public
tend with agency pools are seeking peer support for a new as- officials a way to evaluate a JPA's performance,"

"We need concerted effort by Mr. Gale hkened this responsi- sociation to set advisory accreditation standards for explained Mr. Pettegrew.
public entities to establish regula- bility to that of risk managers in pooling arrangements Frank James, president of the fledgling Califor-
tion at the state or local level to private industry who make their Our objective is to develop meaningful standards nia JPA, is preparing a letter to be sent to all 80
prevent such action," urged Mr best recommendation to the boss for actuarially sound funding of joint powers auth- California JPA managers, representing more than
Stevens He expressed a preference and then accept the corporation's orities We also intend to set criteria for risk man- 500 governmental agencies in the state
for local ordinances over a state decision "If I'm ignored often agement activities, reports Jeffrey W Pettegrew, Mr Pettegrew said the seven-person CAJPA
law enough, that suggests my bosses risk manager for the Contra Costa board of directors is especially sensitive to the need

Mr Stevens also proposed a Joint don't trust me and I should move County Municipal Risk Management for the standards that would allow a breaking-in pe-
conference with RIMS to study leg- on to another Job," he added Insurance Authority and chairman riod for new JPAs
islative solutions "I would like to "I am dead against legislation /< _ '4,; of the accreditation committee of the "We may need graduated standards so that new
solicit your help to protect the $4 that would prevent a county board  92/ proposed California Assn of Joint JPAs can achieve full accreditation over some pe-
million I have left," he told ofsupervisorsfrom carrying out its 94749. powers Authorities riod of time," he said

PARMA attendees at the conclu- Job as it sees it," said Donald Blum,  ·t,4,  "We don't know if that standard Membership in the new group will be limited to
sion of formal remarks risk manager of the County of San will resemble a Best's rating or a cer- employees or elected officials of JPAs No brokers

A local ordinance or resolution Mateo 1 fi {NtterrS:me cpoent omraZof*fCatee rS*Teentonogrwill not work because the gov- 64No public agency should go into
erning oody that self-insurance unless it carefully sultants to serve in an advisory com- to the organization
enacts it also can explains the program to elected of- Mr. Pettegrew mittee to develop the criteria " Besides development of advisory accreditation
undo it, coun- ficials," he added And Mr Blum Risk managers for joint powers standards, other objectives proposed by CAJPA in-

"mt, - ik tered Sacra- stressed the importance of keeping authorities talked about the need for accreditation clude.

mento's Mr. Mu- those officials fully advised and up standards at the Public Risk and Insurance Manage- • Creation of a forum for member agencies to
gartegui in a to date on the status of a self- ment Assn meeting held last June in Denver, said exchange information on mutual problems

mEVI _13,I lively discussion funded insurance plan Mr Pettegrew "But such criteria might not satisfy • Monitoring of legislation affecting JPAs
\,7.*:**ill following Mr, "If I were worried about the our needs in California • Creation of a resource agency to assist members

Stevens' talk board of supervisors tapping my A handful of California JPA managers decided to in administering programs
"We are stand- reserve funds, I wouldn't want to move ahead with statewide standards instead of • Sponsorship of training programs to benefit
ing in quicisand continue to work here," he added waiting for PRIMA-with its diverse nationwide in- and enhance administration of JPAs

Mr. Stevens to think local "I think it is a weak risk manager terests-to act Membership in CAJPA will be $25 through June
legislation is who looks to legislation for the an- "Given the large number of JPAs in California- 1982 and $50 per year thereafter

possible," he declared swer"
44There's only one sure way of

protecting reserves and that lS by Mr. Blum also cautioned public do." He also objected to restrictions County Supervisors Assn Excess members should think long and
joining hands with PARMA, the in- agencies to avoid over-reserving that might ignore significant dif- Insurance Authority "But this hard before proposing legislation to
surance industry and other groups that could lead to an invitation to ferences between small and large could be a problem in the future prevent alternative uses of loss re-
to get regulation at the state level budget-strapped cities and counties public agencies. since public agencies are extremely serves
I'm afraid that if we don't do this to intervene He said San Mateo Administrative regulations al- limited in the amount of revenues "I don't think our chances for

ourselves in a way we can live uses a ratio of about 2 to 285 times ready apply to county reserve prac- they can generate " success would be good because
with, the state will do it for us," he case reserves to fund its ultimate tices for grant monies received many people believe the last thing
added. loss liability including incurred but from the federal government, he For example, Proposition 13 we need is more legislation," he

But other meeting participants not reported losses noted These are poorly defined hmits the ability of a city or county said
and public agency nsk managers "I probably would be non-sup- and poorly written, he added to raise taxes to pay a multimillion "Our own members are divided

contacted by Business Insurance porive of state legislation to pro- dollar judgment against it That and I think we would need the sup-
expressed opposition to a legislative tect loss reserves," said Bob "Raiding ofloss reserves is not a means the funds would have tobe port of other groups such asthe
solution Walters, director of risk adminis- serious threat yet because the cities taken from other public services League of California Cities."

"As public agency risk managers, tration for the County of San we've done actuarial studies for are Mr Trout, who is responsible for PARMA is not legislatively
it is our Job to make our views Diego "I don't like to see the state overfunded," said Gregory L monitoring legislative develop- strong and has never introduced
known and to offer technical ad- telling local Jurisdictions what to Trout, general manager for the ments for PARMA, believes that legislation, Mr Trout added .

Transit district looking to pension funds
Continued from page 1 Both the CTA board and union chard Stanton, a Chicago attorney was pegged as an item to be collec- But it's doubtful the legislation
losses The CTA is budgeting $12 representatives insist the pension for the union local representing tively bargained through the would have prevented the agency
million now for claims that cost $18 fund is so well funded that a mora- rapid transit workers unions, escaping state regulation from skipping contributions to its
million in 1981. torium on this year's and a portion Indeed, even the Clvic Federa- The CTA's unions appear willing pension fund, an aide for Rep Er-

The financially strapped transit of 1983's regular contribution will tion, a watchdog group that ana- to approve the funding morato- lenborn said.
system, not unlike other businesses, not affect employee's retirement lyzes public services m the state, rium They stand to see a 7% in- The Public Employee Retire-
Says K lS faced with skipping its benefits in years to come agrees that the CTA's pension con- crease in their take-home pay if the ment Income Security Act, mod-
contribution to its already "We wouldn't be considering a tributions far outstrip the benefits moratorium is placed on employee eled closely after ERISA, which
"healthy" retirement fund or going moratorium (for pension contribu- being paid out contributions since the union con- governs only private pension plans,
into even deeper debt to meet the tions) if we thought it would hurt "It appears to us that they can tract specifies that the CTA con- is slated to be heard by a subcom-
daily cost of doing business workers down the road," said Ri- defer the payments for two years tribute 13% of the employees' pay mittee sometime this week No

without hurting the fund," says Mi- to the worker's 7% contribution firm date has been announced, the
chael Thorn, a research associate The CTA declined to discuss its aide said.

insurance services guide
with the Civic Federation pension plan funding with Bust- Rep Erlenborn introduced al-

The CTA already is in default to ness Insurance, but a plan booklet most identical legislation in Febru-
the tune of $25 million to $30 mil- given employees shows the CTA's ary 1980, but the bill never moved
lion m monthly contributions to the total pension contributions for 1980 out of committee (BI, Feb. 25, 1980)
pension plan, missing payments were $63 3 million Accounting for "Many state and local plans are
since March 1981, Mr Thorn says all the present commitments of the not setting aside sufficient funds to

The CTA board and unions ap- fund, the actuarial present value of pay for estimated future benefits,'
For advertising 0 parently want to legitimize what's accumulated plan benefits for 1980 Rep Erlenborn has said "Without
information in the

AUDIT YOUR been going on all along, he said was a little over $374 million such scrutiny, many public plans
Insurance Services Guide But, sources privately concede New information about its plan have both unwittingly and unin-

MEDICAL CLAIM PROCESSING it'S impossible to calculate what ef- -and all public pension plans- tentionally engaged in questionable
Are you overpaying Contact: Barbara Tosheff feet the moratorium may have on would be made available under an management practices," he added

group healthcare claims) 740 Rush Street retirees' benefits in future years old proposal being revitalized to re- Many states regulate the public
An auditwillexamine Chicago, Illinois 60611 The IRS, the only agency that quire public pension plans to report pension funds through the insur-

* Coordination of benefic (COB) sawngs Telephone (312) 649-5340 has detailed financial information and disclose financial information ance department, but not all public
on the assets and liabilities of the to a federal agency plans are monitored

* Usual and-customary payments LOSS RESERVE CTA's public pension fund, refuses Under a bill sponsored by U S
CERTIFICATION

Rep Erlenborn's latest bill also
* Numerous ray areas that a,e overpald to disclose what it says is the CTA's Rep John Erlenborn R-Ill, the again calls for a single benefit pen-

11 erger/Amiu,%1 lion]

Most claim audits Total Claim lianagement & Te(hnical Senices tax-related, private information CTA and all other public pension mon agency, to be known as the
JohnA O Connor BiLLB ZIA

pay jor themselves several nmes over' The CTA must have IRS ap- plans at least would have to report Employee Benefit Administration,
J. J. O'Connor & Co.

Call or wore Ms Judy Johnston Watch Hill Road proval before rerouting the pension or disclose their pension fund oper- to regulate both private and public
Watch Hill, RI 02891 fund money into the general ations to the federal governrnent pension plans .

(401) 348-8386 24 hour service

operating fund It hasn't asked yet
The CTA, however, enjoys an BC/BS of Illinois seeks 29% rate hike

ATWOOD & CO.

GRXBloiizillii<.51
unusual position as the only public

Consulting Actuaries pension fund in Illinois that doesn't CHICAGO-Blue Cross & Blue linots Insurance Department has

(S),coinpeu/Y Claim Reviews answer to the Illinois Insurance Shield of Illinois is asking for a 29% scheduled a hearing for Feb 9
Reinsurance and Reserve Analysis Department, which requires public rate increase for small group poli- Monthly premiums for small-

CONSULTANTS & ACTUARIES for Captives and Self Insurers employers with pension funds to cyholders group policyholders would go to
122 WEST 22ND STREET SUITE 100 5000 Ambrose Ave $243 88 from $184 38 for family

OAK BROOK ILLINOIS 60521 file an annual report
Los Angeles, CA 90027

1312)325 7437 When the CTA was established Employers with less than 22 coverage and to $96 90 from $73 07
(213) 661-9260

in the mid-1940s, the pension plan workers would be affected The Il- for a single person .
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170 By LEN STRAZEWSKI

165 | PT7he top U S. insurance brokers are right BI ticker
1 An international spread of business is

160 li both financially and strategically wise, says market as big as the United States, you even- Reed's British, Japanese and Euorpean eli-
the chief executive of Canada's largest com- tually will run into trouble If we were ents expanding into the United States, is vir-

155 jj mercial insurance brokerage purely British or purely Canadian last year, tually dwarfed by the corporate headquarters
jj But it will take a while before the U.S bro- we would have taken a pretty cold bath " of the giant U.S. brokers there

kers' international reach can match the Instead, Reed Stenhouse, with malor of- Without maJor internal development or a·«#k*67·8*.M·SP worldwide grasp of Reed Stenhouse Cos Inc., fices in the United Kingdom, Canada, strong acquisition, Reed Stenhouse is in for a
1 brags President and Chief Executive Officer France, Australia, New Zealand and Ber- long uphill battle in the most competitive in-

William M Wilson muda, finished 1981 with growth in both rev- surance center in the United States.
Insurance industry stocks continued their dovm- "Remember we piloted the international enues and earnings, a record most of the Reed is also trying to develop the risk man-
ward spiral as the Business insurance stock brokerage movement," he explains. "We large U S brokers would be proud to match. agement expertise demanded by large U.S.
index fell for the fourth week in a row, down 1.7 made the first big transatlantic merger in Reed's 1981 revenues (Canadian dollars) corporations, a difficult task because U.S.
points to 178 from 179.7. Only 14 stocks man- 1973 when Stenhouse joined Reed Shaw grew 19% from $226.4 milhon ($192 4 million buyers "remain on the cutting edge of risk
aged gains while 41 stocks declined and 14 re- Osler U.S.) to $269.7 million ($229 2 million US) management technique," according to Mr.
mained unchanged. Leading the increases were: "And believe me, going international isn't Net earnings grew 8% last year from $176 Wilson, and expertise cannot be Imported
Continental Corp., 4.6%; Crown Life Insurance as easy as it looks, though it does have its million ($15 million US)in 1980 to $19 mil- from other centers.
Co., 4.3%; Aetna Life & Casualty Co., 3.8%; and advantages." lion ($162 million U.S.) .We are still expanding in the United
The Travelers Corp., 3.7%. The largest declines Expanding internationally presents a se- Most U.S. brokers are hoping for 10% reve- States," notes Mr Wilson 4,We purchased an
were posted by: Optimum Holding Corp., 7.3%; ries of problems that include foreign ex- nue growth and slight, if any, net earnings agency in Anchorage, Alaska, and opened an
Crawford & Co; 6.9%; U.S. Fidelity & Guaranty change, tax law, management and language gains, according to analysts who watch the office m Minneapolis from scratch, but our
Corp., 5%; and Integrated Resources Inc., 4.3%. issues, as U S. companies Marsh & McLennan brokerage business biggest expenditures continue to be in re-
The 0.9% drop in the B/Index was slightly better Cos Inc. and Alexander & Alexander Ser- /

Clearly it was our international spread search and development We are deliberately
than the 1% decline in the New York Stock Ex- vices Inc. recently discovered that kept us growing," Mr. Wilson says spending money on risk management analy-
change composite. M&M's merger negotiations with U K bro- .

Australia and New Zealand went soft in sis both to compete in the United States and
ker C T Bowring dragged on for more than 1975, long before the U S market turned develop techniques that will benefit our Ca-
two years and A&A's proposed merger with highly competitive Now it is firming up and nadian and Australian operations

British Issues the Sedgwick Group collapsed under the we had a good last quarter there .Australia especially seems interested in
IW-k weight of tax and management Issues. "Canadian rates went soft in 1978, also be- the cash-flow and self-insurance techniques

26 Jan Pricl P/E DIv. Yield High--Low The advantages, however, clearly out- fore the United States, and we are seeing being used in the United States and we see a
Companies pence penco % weigh the problems though development some signs of firming here, too, especially in bright future for the risk management ser-pencepence

CommIUnion 136 94 16.07 118 136-128 may take five to 10 years, according to Mr. commercial auto insurance rates France al- vices we can develop in the United States,"
Eagle Star 340 115 2143 63 340-330 Wilson. ready has improved and we are doing well he says.
Gent Accident 318 7.2 2107 6.6 318-310 The biggest advantage, Mr Wilson notes, is there." Diversified financial services, however,
Gdn Royal Exch 296 80 23 21 78 296-290 resiliency in the face of changing market The only area m which Reed Stenhouse are not part of the Reed Stenhouse picturePhoenix 242 92 2243 93 242-232

conditions and business prospects That's showed a loss, according to its recently re- 44We set a policy some years ago that weRoyal 357 99 3500 98 357-337

why U S brokers are so avidly prospecting leased annual report for 1981, was the United would continue to diversify within the insur-Sun Allance 882 9 7 5357 61 882-854

for overseas mergers and acquisitions States, the brokerage's most desirable expan- ance framework and its natural extensions-
Brokers "You can see the timing. For the first time, sion target and we have We provide actuarial services,
CEHeath 291 9.7 15.71 54 292-280 there is a downturn in the growth of the U.S. In 1981, Reed's U S division Reed Sten- pension management and, in the United
Hogg Robinson 114 96 857 7.5 114-108 brokers because of their dependency on busi- house Inc showed an operating loss of Kingdom, we also provide some investment
Atmt Howden 139 10 7 10 71 7 7 142-131 ness from the US. market," he says "Also, $785.000 ($667,000 US) compared with the services.
Jil Minet 147 101 680 46 147-141 for the first time, new business prospects are $279,000 ($237,000 U.S.) operating loss of 1980, "But it's my opinion that the corporate ex-Sedg Grp 160 11 6 750 47 160-151

beginning to flow in from foreign countries according to the annual report. ecutive doesn't want all his financial servicesStenhouse Hidg 105 93 7 28 69 105-101

Stew Wrightson 233 11 7 17 14 7 4 233-225 that are expanding into the United States." The losses, however, are not difficult to ex- in one center. He wants a spread of service
The U S brokers saw the changes coming plain, according to Mr Wilson They are part firms," Mr Wilson says.Willis Faber 393 13.6 17 85 45 393-380

Source Philip Olsen/Alan Clifton, Insurance Industry and began to plan ways to expand overseas, the difficulties inherent in successful inter- International insurance buyers, however,
Specialists Kitcat & Aitken Stockbroker Mr Wilson explains. national growth-beating the competition expect international spread from their bro-
London "It's not that hard to figure out Any time The Reed Stenhouse New York office, kers and Mr Wilson has his eye on three new

you are dependent on one market, even a keystone of the U S division and gateway for foreign targets-West Germany, Holland and
South America U.S brokers Marsh &
MeLennan, Alexander & Alexander and
Frank B Hall already are there, lining up

Bl Industry Stock Report new international clients.

Although its too late to have the first hands
JAN. 26, 1982 1/20/82 THRU 1/26/82 JAN. 26, 1982 1/20/82 THRU 1/26/82 in those markets, Reed Stenhouse lS Stlll

reachingInsurance Cos Price % Chg P/E $ Div °0 Yld High Low Vol (000) Price % Chg P/E $ Div % Yld High Low Vol (000)
------

Aetna Life & Caa Co NYSE 43.88 38 74 232 53 43 88 42 63 907 6 Travelers Corp NYSE 45.63 37 54 288 63 45 63 44.25 736 4 Stenhouse HoldingsAmerican Bankers Ins Group OTC 788 -1.6 8.4 048 6 1 7.88 7.88 53 4 United Fire & Eas Co OTC 27 75 0.0 79 088 32 27.75 27.75 01
American Gen Ins Co NYSE 38 50 -2.8 56 200 52 39.50 38.50 12.1

Stenhouse Holdings Ltd, which ownsAmerican Indty Finl Corp OTC 1663 08 70 112 67 16.63 16 50 8 9 United States Fid & Gty Co NYSE 36 25 -5 0 62 3.20 84 40 00 38 25 144 0
American Intl Group Inc OTC 62.00 -2.4 10 7 0 40 0.6 63 00 61 75 181 2 United Sves Life Ins Co OTC 1413 00 55 100 71 1413 1400 68 53.7% of Reed Stenhouse Cos Inc., reported

Ualife Corp NYSE 22 38 -2.7 5 3 0.84 3 8 23 00 22 38 171 0 1981 pre-tax profits of 8.7 million poundsAmerican Nall Ins Co OTC 1375 48 59 076 55 14.00 13.75 52 2 Washington Natl Corp NYSE 1713 -3.5 52 108 63 1800 1713 39 5American Sts Lire Ins Co OTC 16.00 1.6 51 080 50 16.00 16.00 2.3 Zenith Natl Ins Corp OTC le sO 00 86 076 46 16 SO 16 25 23 4 ($16 4 million US),up from 7.7 millionAneco Reins Ltd OTC 2.50 -48 00 000 00 2.75 2.50 51

Appalachian Natl Corp OTC 2.56 00 0.1 0.00 0 0 2 56 2.56 05 pounds ($14 5 million US)in 1980 EarningsINSURANCE COMPANIES AVERAGE 61 43
Avemeo Corp AMEX 10.13 -3.6 69 054 53 10.50 10.13 57 per share improved 10 8%, from 10 17 pence
Banks Iowa Inc OTC 40 50 1 2 5.9 1 44 3 6 40 50 39 00 4 3 Agents/Brokers per share to 11 27 pence
Bitoo Corp OTC 38 50 0 7 4.5 2 16 5 6 38.50 38 50 79

A diversified insurance service firm in theCarolina Cas Ins Co OTC 7.13 00 71 032 45 7.13 7.13 21 Alexander & Alexander Svia OTC 2600 61 8.7 194 75 26 75 25.50 877 7
Central Natl Finl Corp OTC 35.00 0 4 11 4 0.65 1 9 35 00 35.00 0 9 Baldwin & Lyons Inc 32 00 32 00 08 United Kingdom, Stenhouse manages 12
Chubb Corp OTC 43.88 -4 1 54 2.92 6.7 45.75 43.75 132 7 Corroon & Black Corp NYSE 20 00 -1 2 11 8  6 8 8 20 13 19 63 58 9 Lloyd's syndicates, including four Lloyd'sCrump E H Coa Inc OTC 11 13 0 0 13 1 0.40 3 6 11 13 11.13 13 5Combined Intl Corp NYSE 21.00 -0 6 55 180 8.6 21.50 21.00 72 9 Hall Frank B & Co Inc NYSE 26 38 -3 2 10 0 1.66 6 3 27 13 26 38 117 3 underwriting syndicates purchased from theConnecticut Gen Ins Corp NYSE 49 13 03 6.3 176 36 4963 4888 96.2

troubled Christopher Moran & Co. Ltd forContinental Corp NYSE 25.75 46 81 260 10.1 26 25 24 75 350 7 Integrated Rea Inc AMEX 16.50 -4 3 6.7 0.00 0.0 17.50 16.50 24 4
Crawford & Co OTC 1350 49 10.5 056 4 1 14.25 13 50' 11 9 James Fred 3 & Co Inc NYSE 22 75 00 10 6 1.60 70 23 00 22 75 27 6 31 million pounds ($5.8 million US)Crown Lire Ins Co OTC 84.00 43 91 2.80 33 84.00 8050 04 Marsh & Melennan Cos Inc NYSE 3C.75 -2 0 9.9 2 00 6.5 31 00 29.88 177.5

Penncorp Finel Inc These companies merged with the group's
Crum & Forater NYSE 29 63 -0 8 48 164 55 29 75 29 50 358.8 Pinehurst Corp %YE f} -f: o :2 oo :}53  original Lloyd's underwriting agency to formEmployers Cas Co OTC 33 25 -0 7 53 120 3.6 33 50 33 25 63
Equirax Inc NYSE 25 88 -3 7 58 240 93 28 00• 25.88 39 6 Poe & Assoc Inc OTC 9 25 -2.6 10 4 0.80 8 6 9.50 9 25• 0 1 Stenhouse Syndicates Ltd., owned 60% byExcelator Ins Co OTC 16.75 -1 5 11 5 0.70 4 2 17.00 16.75 05 Reed Stenhouse Cos Ltd OTC 1100 11 88 060 55 11 25 10 50 80 8 Stenhouse Holdings and 40% by Reed Sten-Farmers Group Inc OTC 30.00 -2 0 88 112 3.7 30 75 30.00 174 7 Rollins Burdick Hunter Co OTC 2050 -24 117 1.32 64 2100 20.50 16 8

=====
house Cos

First Colony Life Ins Co OTC 62.50 0.0 17.8 100 1 6 6300 6250 45 3 AGENTS/BROKERS AVERAGE 92 54 The new unit, however, could be tem-Foremost Corp Amer OTC 29.25 -0 8 83 080 27 29 25 29.25 20 9

Great West Life Asaurn Co OTC 241.00 -0.8 9 0 10.00 4 1 243.00 241.00 0 0 Conglomerates/Holding Cos. porary. If Parliament passes the Lloyd's self-Hanover Ins Co OTC 32.75 16 40 0.72 22 33.50 32.75 53 6
Hartford Steam Boiler Insptn OTC 40.50 0.0 71 280 6.9 40.50 40.50 29 regulation bill, it would require a separation

American Express(Fireman's Fd) NYSE 39 63 -4 5 71 220 56 42 00 39 63 608 5 of brokerage and underwriting interestsJefferson Natl Life Ins Co OTC 29 00 -3 3 16 7 0 64 2 2 29.75 29.00 3 7 Anderson Clayton(Ranger/PanAm) NYSE 28 25 09 59 132 4.7 29 000 28.00 53.9
Kemper Corp OTC 30.25 -1.2 4.7 1.80 6 0 30.75 30.25 18 7 Armeo Inc NYSE 22.88 34 46 1.80 79 23.25 22.38 225 6 "Your board is following closely the
Lincoln Natl Corp Ind NYSE 39 75 -2 2 61 300 75 40.75 39 75 63 1 City Investing Co (Home Ins ) NYSE 23 38 56 67 160 68 23 88 22 75 460 2 progress of the Lloyd's bill through Parlia-Mgio Invt Corp NYSE 50.13 1.3 12.5 1.28 2 6 50.38• 50 00 802 9 CNA Finl Corp (CNA) NYSE 1400 28 5.8 000 0.0 14 00 13 50 92.5
Mission Ins Group Inc NYSE 3463 -11 61 100 29 3550 3450 23 9 ment and, in particular, the clause in the bill

Control Data (Comml Credit) NYSE 32 63 2.8 73 055 17 32 63 31 38 546 5 known as the 'divestment clause,' which, ifNationwide Corp Ohio OTC 26.75 -3 6 88 070 26 27.75 26.75 2 1 General Re Corp NYSE 7913 00 10 1 1 76 22 79.13 78.50 64 9Northweitern Natl Life Ins OTC 2450 -39 53 136 56 2538 2450 60 4 Gulf Utd Corp NYSE 1813 -4 0 63 132 73 1900 1800 317 enacted as presently worded, would meanOhio Caa Corp OTC 3925-16 60 204 52 39.75 39.13 64 8 INA Corp (Ins. Co of NA) NYSE 4400 11 61 240 55
44 00 41 13 20 ; that our Lloyd's underwriting agency com-Old Rep Intl Corp OTC 19 00 0.0 46 092 48 19.13 18 88 49 5 ITT (Hartford Group) NYSE 28 38 27 75 268 94 28 75 28 38Preferred Risk Life Ins Co OTC 1925 00 52 080 42 19.25 19 25 01 panies would be required to be separated

Optimum Hldg Corp OTC 9 50 -7 3 12 2 0.00 0 0 10.13 9.50 75Provident Life & Acc Ina Co OTC 51.00 -2.9 6.7 2.20 4.3 52.50 50.50 16 4 Sears Roebuck & Co (Allitate) NYSE 16 13 -4 4 81 136 84 16 75 16.13 981 7 from the group within five years of the bill
Ryan Ins Group Inc OTC 17.00 30 74 012 07 17.00 17.00 4 5 Baldwin Utd Corp NYSE 67 13 -0 6 11 5 1 60 2 4 69 50 67.13 65 0 receiving royal assent," Chairman Herbert H.St Paul Cos Inc OTC 49 25 0.3 80 232 4.7 49 38 49 13 305 6 Teledyne Inc (Argonaut) NYSE 130 25 -0 7 65 000 00 131 00 128.75 390 5Sareco Corp OTC 37 50 -0.3 6 5 2 20 5 9 37 75 37.38 117 8 Transamerica Corp (Occidental ) NYSE 20 38 0 6 5 9 1 40 6 9 20 38 19 75 238 7 Houghton told shareholders.
Srl Corp OTC 2200 -11 44 100 45 22.25 22.00 23 7

====. "

CONGLOHERATES/HOLDING COS There is considerable opposition to thisAVERAGE 72 35
Selbels Bruce Group Inc OTC 2325 3.3 131 080 34 23 25 22 50 23 2 clause. In view of our group shareholdingStateaman Group Inc OTC 6.00 -4 0 52 0.15 2.5 6.25 6.00 23 7
Tokto Marine & Fire Ins Co OTC 10700 -07 85 100 09 10800 10700 0 6 *Record high/low since Jan 1, 1981 S»tem design· Altman information S¥stem, and management structure, we consider it

quite inappropriate that 1ts terms should
Il apply to us," hesaid



Total service capability

Breakoutofalimitedinsurancebox

with A&Afs full services for growing firms.
For small and medium-sized busi-

nesses to continue to grow and prosper re-
quires insurance and financial services that
evolve along with the company That calls
for across-the-board capability- and con-
cern. How Alexander & Alexander looks at

an expanding manufacturer of sophisticated
sonar signal processing systems will help
explain how we willlook at your business.
In this case, we look through the chief exec-
utive's eyes. Studying basic group insurance
plans. Developing executive benefits pro-
grams to attract top talent from prototype
planning through production. Looking to fu-
ture needs even as we meet immediate ones.

Only by working from a client's point of
view can we be sure a company gets the pro-
grams necessary for profits and expansion.

This insider's vantage point enables
us to start at ground level with a company

and add new, asset-protecting programs as
they are needed. Because we have an array
of specialized services, we can assume the
function of risk manager when the company
needs one. You'll never outgrow A&A

Each industry has different needs.
For insurance, for risk management, for
human resource management, for financial
services. And each of our 120 offices here

and overseas has the facilities, expertise and
strength to fulfill the requirements of any
company, large or small, in any industry

We think a big reason A&A has be-
come one of the largest and most trusted
insurance brokers worldwide is that we

work the same way with every client. From
the client's point of view So your growth
will never get boxed in.

Alexander
8Aiexander

From the client's point of view
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Quality inspector testing a system at Diagnostc/Retrie·,al Systems, Inc., in Oakland, New ]ersey
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