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4416 :-4,·* , Product liability problem is
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6, .'sl'i*lizillilillilim probed by federal agency
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4 0 ,  By PAUL R. MERRION • To what extent is it a workers' Seidman & Seidman, located in the
compensation problem? same city.

- . What has been the effect on Dr. Baldwin said his trade

rates for product liability insur- group, the Wood-Working Ma-
ance? chine Manufacturers of America,

Answers to the last question is hoping to present its opinions

produced some "horror stories," soon in Washington. He is a past
according to the study's coordina- president of the trade association.
tor, Don Jordan, assistant to the
Deputy Under Secretary for Do-
mestic Commerce.

He cited the case of one manu-

facturer whose product liability
rates had increased 600 %, effec-
tively doubling the total insurance
expense. He added, however, that
most of the evidence on rate hikes

seemed to be anecdotes rather than

precise statistics.

Losses may reach $300 million in Guatemala fol owing an earthquake
early this month. American International Underwriters (AIU) in Guate-
maia estimated its exposure at $130 million. Granai & Townsen, largest
insurer in the Central American country, reForted exposures of $170 mil-
lion to $200 million. Over 100 U.S. corporations 1-ave subsidiaries and
affiliates in Guatemala, among them Abott Laboratories and Philip
Morris Inc. Spokesmen for both firms said damage was minimal. Del
Monte Corp. estimated cost of restoring its banana properties at $1 mil-
lion to $2 million from extensive damage to hoising and utilities on
plantations. Half of Del Monte's Central American banana production is
from Guatemala. Seven Del Monte employes or family members were
killed. More than 15,000 people died as a result of the quake. Total
property damage was estimated at ''something less than the $100 mil-

lion'' in the Managua, Nicaragua earthquake in December 1972.

Court award sets new

from on-the-job injury
By JOANNE GAMLIN

LOS ANGELES-A 27-year-
old man, who five years ago was

severely injured when he was
struck by a 630-pound pipe, and
his 25-year-old wife were award-

ed $4,735,996 in Los Angeles Su-
perior Court on February 9, the
largest California court verdict

ever granted for an on-the-job

The verdict, which went to
Richard Rodriguez and his wife,
Mary Anne, was described as his-
torie because it granted $500,000 to
Mrs. Rodriguez for loss of sexual
relations with her husband and

the loss of the ability to have
:hildren.

Therefore, the verdict for the
first time extended damages to a
woman in California for the "loss
if consortium." Men in the state

have always had the right to dam-
ages for such a loss.

Ned Good, who represented the
young couple, had earlier won a
key ruling in the case from the
state Supreme Court that a wom-
an could collect damages for the

loss of consortium.

The $4.7 million verdict in-
cludes $4,235,996 for Mr. Rodri-
guez for lost lifetime earnings,
nnedical bills, round-the-clock

care, special therapy, plus pain,
suffering and humiliation.

In a telephone interview with
Business InsliTance, Mr. Good said
that the verdict will be paid on a
50%-50% basis by Norman Engi-

neering Co., Los Angeles, and by
Bethlehem Steel Corp.

The giant steel corporation
is said to be self-insured for

comprehensive general liability
(CGL). At press time, a Bethle-
hem spokesman told this maga-
zine that no decision had been

made on further legal action.
Norman Engineering is insured

for CGL by Commercial Union
Assurance Co. for the primary
level and by the Insurance Co. of

North America (INA) for the ex-
cess layer.

This information was confirmed

by a spokesman in the Los Ange-
les office of Commercial Union.

Continued on page 8

Coming March 8-
International Issue

WASHINGTON Efforts to con-

tain the threat of a product lia-
bility crisis have reached the
White House.

Acting on a five-page letter re-
ceived in early January from a
wood-working machinery manu-
facturer in Michigan, the presi-
dential assistant for economic af-

fairs, L. William Seidman, in-
structed the Commerce Depart-

ment to perform a crash study of
the product liability problem,
Business Insurance learned.

Conclusions of the nearly two
months long study-which includ-
ed informal talks with state in-

surance commissioners, manufac-

turer and insurance industry trade
associations, and the manufactur-
ers and insurers themselves-will

be presented soon to the Econom-
ic Policy Board: a top-level group
that discusses problems facing
more than one department.

Treasury Secretary William E.
Simon is the chairman of the Eco-

nomic Policy Board, with Mr.
Seidman as its executive director.

The Commerce Department
study is at this point only at the
exploratory stage. Among the de-
partment's questions:

• Is it a national or a local prob-
lenn?

• How serious is the problem in
different industries?

Among the trade associations
contacted for the study was the
National Machine Tool Builders

Assn., whose public affairs dire-

tor, James Mack, said "we're de-
lighted" that the Commerce De-

partment is "responding the way
it should."

He said his group has been dis-
cussing the product liability prob-
lem with the Commerce Depart-
ment for some time, but it was
the letter to Mr. Seidman that

spurred the study.
The man who wrote the letter,

Dr. Ralph Baldwin, is the pres-
ident of Oliver Machinery Co. in
Grand Rapids, Mi., and a long-
time acquaintance of Mr. Seidman,
who once had an accounting firm,

His product liability problems
are typical of small machinery
manufacturers. "The last four

lawsuits we've had involved ma-

chines shipped in 1946, 1942, 1926
and 1921," Dr. Baldwin said.

A reasonable statute of limita-

tions would be a primary remedy
of the problem, he said, along with
a limitation of liability to the
original purchaser only. Lawyers'
contingency fees, he added,
"should be eliminated or modi-

fied."

In addition to his five-page let-
ter to Mr. Seidman, he included a
17-page documentation of the
product liability problem.

Preliminary findings of the
Commerce Department study, al-
though very tentative, mainly
serve to confirm what is already
known about the threatening
crunch in product liability insur-
ance.

"It could be as serious as mal-

practice or more so," Mr. Jordan
said. There are indications that

the product liability insurance
shortage is not limited to small

Continued on page 8

Nobody wants to insure REITs

Bank D&0 risks bring on iitters
By MARGARET LeROUX

NEW YORK-Publication of a

list of troubled banks by the Fed-

eral Reserve Board and the Comp-
troller of the Currency is sending
shock waves through the direc-
ton' and officers' liability market
for financial institutions.

"The headlines have had a very
damaging effect on the market,"
one insurance industry spokes-
man said.

The reent unfavorable publici-
ty banks have gotten "has got to
affect the market," noted a New
York broker.

"The market has definitely
tightened," another insurance in-
dustry spokesman said, "and pre-
nniunn rates for directors' and of-

ficers' liability are getting a lot
higher." He predicted increases
from 75% to 100% for smaller

banks when their D&0 policies
come up for renewal. "The major
commercial banks will have to be

rated on an individual basis," he
added.

When Business Insance con-

ducted a telephone survey of bank
risk managers, D&0 liability un-
derwriters and brokers, few were
eager to talk about the D&0 mar-
ket and those who did claimed
anonymity.

Indications that banks are hav-

ing trouble with D&0 renewals
came from one brokerage source

lili : ill 't I - - r 5 11,;i.
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who has been spending a great
deal of time with U.S. and London

insurers trying to place bank D&0
risks lately. Banks with real estate
investment trusts (REITs), he
said. Are hAving A nArtirnilArlv

tough time getting quotes from
D&0 underwriters.

This brokerage expert noted
that he can still squeeze $10 mil-
lion coverage out of the markets,
but limits for banks higher than
that are troublesonne.

A risk manager for one large
Southwestern bank told this mag-
azine he knows of a bank looking
for $5 million D&0 coverage
which is only able to obtain $1
million insurance.

The risk manager for a West
Coast bank who renewed a D&0

policy three months ago noted
that the broker involved request-
ed proposals from six insurance
companies and was only able to
get quotes from four. "And we're
a very sound bank," the risk man-
ager added.

In New York risk managers for
two of the major bank holding
companies on the "troubled" lists
declined to comment on their
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Bank D&0 risks...
Continued from page 1
D&0 policies. One of them ex-
plained, "Our policy, underwrit-
ten by Lloyd's is up for renewal
in April and so far our brokers
haven't given us any indication
that we won't be able to renew."

The risk manager for a major
Midwestern bank reported with
some relief, "We renewed our

D&0 policy last year and found
a good market."

However, the market situation

today, "is generally unfavorable,"
according to an assessment by a
New York broker.

"We're undertaking a re-eval-

uation of all our bank underwrit-

ing," said a spokesman for one of
the largest domestic insurers of
financial institutions. The compa-
ny participates in insurance for
"between 400 and 500 banks and

from 75 to 100 bank holding com-
panies' " he said.

"Now we key in on the total
assets, number of municipal hold-
ings, loans to real estate invest-
ment trusts (REITs) that a bank
has," the spokesman explained.
"Unless we can have the policy
the way we want it, we won't in-
sure them."

There's definitely a relationship
between the size of the bank's as-

sets and its vulnerability to size-
able lawsuits against the board of

directors, another D&0 under-
writer noted.

Not only the size, but the per-
sonality of a bank is a factor in
underwriting, he continued.
"Banks that are more involved in

risk-taking may have difficulty
getting D&0 insurance because of
this."

Capacity doesn't seem to be a

major difficulty in the D&0 lia-
bility market, sources say, "unless
you want more than $15 million."

"Anywhere from $10 million to
$20 million is readily available,"
said a Chicago-based D&0 lia-
bility underwriter, but this ca-
pacity isn't going to help any of
the problem banks," he added. •

Bank trust departments excluded
NEW YORK-Though the

availability of directors' and of-
ficers' liability insurance concerns

a number of bank risk managers,
a new exclusion in the bank D&0

policy is grabbing more attention
right now.

What's being excluded is the
Employe Retirement Income Se-
curity Act (ERISA) exposure for
bank trust departments. Prior to
the signing of ERISA into law,
bank trust departments were cov-

ered by the D&0 liability policy
for their fiduciary liability involv-
ing outside benefit plans and pen-
sion funds.

Now, however, underwriters

virtually across the board are ex-
cluding the ERISA liability when
D&0 policies come up for renew-
al. The banks' alternative is to

purchase more trust department
errors and omissions coverage.

"We've excluded ERISA lia-

bility as of Jan. 1, 975," a Chicago
based D&0 liability underwriter
told Business Insurance. "It took

some of he other underwriters in

the market a little longer to catch
on, but now just about all of them
exclude it too."

"We offer banks coverage for

in-house plans on a buy-back
basis," the underwriter continued,
"but it's a separate coverage."

Another underwriter quipped,

"Banks can buy in-house fiduciary
coverage all day long, but nobody
can get out-house coverage" on
plans.

The problem with trust depart-
ment E&0 coverage is its ex-

pense.
"You're talking about a lot of

money," another underwriter not-
ed, "trust department E&0 has
been considered a luxury for
banks."
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Quantify your assets.
An IAC appraisal exactly quantifies the value of your assets

of any type or size. For good, solid business and financial reasons:
to set insurance coverage at realistic levels, to define available
investment tax credits, to support requests for bank loans, and a
multitude of others.

Independent, objective, authoritative, detailed and current
lAC appraisals are a necessary tool for financial and risk managers.
To learn more about how they can benefit your business, write or
call Pittsburgh and ask for brochure 100. Or, better yet, call the
lAC office nearest you.

Industrial Appraisal Company
Where the worth of an asset is quantified.
Home office: 222 Boulevard of the Allies, Pittsburgh, Pa. 15222
(412) 471 -2566 Offices in principal cities

What a number of banks have

done to solve the problem of fi-
duciary liability for their outside
plans is to self-insure.

"With the size of our trust de-

partment and the number of out-
side plans we're involved in, it
was just cheaper to self-insure for

E&0," the risk manager for a
large Midwestern bank explained.

"Not many of the large com-

mercial banks have trust depart-
ment E&0," the risk manager for
a New York bank said, "because
of the prohibitive cost."

One underwriter of fiduciary
liability warned against the prac-
tice of insuring both directors' and
officers' liability and fiduciary lia-
bility with the same company.

"They're two entirely different
risks," he explained, "Fiduciary

liability, covering pension and
trust funds is an area where

there's no room to gamble," while
in the case of corporate assets,
"it's the business of directors and

officers to gamble."
In many cases, you're dealing

with two different sets of assets,
but often the same people, the
underwriter continued. "and I

don't believe any smart buyer of
insurance would combine the two

coverages."

Since both D&0 policies and
fiduciary pocies are written on a
claims-made, annual aggregate
basis, "You're diminishing the

amount available for coverage in
a given year," the underwriter
said, "If a D&0 suit arises,
chances are a fiduciary suit will
be filed too." •

Guyana and
Chile pay up

WASHINGTON-The Overseas

Private Investment Corp. (OPIC)
has received partial payments
totaling more than $6.5 million
from Chile and Guyana for na-
tionalized properties.

OPIC, which insures invest-
ments in foreign countries against
political risks, received more than
$5.6 million from the Chilean gov-

ernment to compensate for the
nationalization in 1971 of several

properties formerly owned by U.S.
companies, including Internation-
al Telephone and Telegraph Co.
and the Anaconda Co.

The government of Guyana paid
$400,000 as an initial payment of
compensation for Reynolds Metals

Co.'s bauxite mine, which was na-
tionalized last year.

The three corporations had pre-
viously received satisfactory set-
tlements from OPIC under their

expropriation insurance coverage.
The government insurer then as-
sumed the rights of the investor
and negotiated satisfactory settle-
ments with the respective govern-
ments. •

Small pension plans
should dump ERISA

By ELISABETH M. WECHSLER

CHICAGO-A company whose
pension plan is valued at less than
$100,000 "should seriously consid-
er" helping its employes set up in-
dividual retirement accounts

(IRAs) instead, suggested Thomas
H. Jolls Jr., vp of Towers, Perrin,
Forster & Crosby, here.

"There are just too many small
pension plans around that

shouldn't be continued," he added.
He was one of the panelists at a
Bank Administration Institute
conference here.

Employes in the engineering and
scientific communities want the

option of IRAs rather than com-
pany sponsored pension plans be-
cause they consider themselves
highly mobile and (therefore) not
likely to remain with one employer
long enough to become fully vest-
ed, Mr. Jolls explained. He pointed
to "substantial pressures" on com-
panies to allow disparticipation in
the corporate pension plan.

"Research-oriented companies
will see this (IRA) option soon,"
he predicted, but warned that dis-
crimination must be avoided so

that the company pension plan re-
mains a qualified plan under Inter.
nal Revenue Service laws.

Two companies mentioned as
looking into the IRA option are
the Educational Testing Service
Inc., Princeton, N.J., and TRW
Inc., Redondo Beach, Ca.

Mr. Jolls believes that tradition-

al or paternalistic companies "will
oppose a choice" between partici-

pation in a company plan and set-
ting up an IRA.

Another panelist, Conrad M.
Siegel, president of his own Har-
risburg-based actuarial firm,
seemed to agree that many small
companies should consider the
IRA alternative. "We've advised

some clients to disband pension
and profit-sharing plans, and we've
advised others not set up a plan
now because of the Employe Re-
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tirement Income Security Act," he
said.

"An IRA can produce a reason-
able retirement benefit," Mr. Sie-
gel pointed. out. He cited an ex-
ample of an employe age 45 who
made the maximum $1,500 annual
contribution to an IRA for 20

years, which was invested at the
current available rate of 7.5% and
then converted it into an annuity.
A monthly benefit of $740 would
be available to this employe at
retirement, he explained.

"If you consider a flat year of
service, the benefit is equivalent
to $25 a rnonth per year of ser-
vice," Mr. Siegel continued.

The advantages of allowing em-
ployes to set up their own IRAs, in
Mr. Siegel's opinion, are the elim-
ination of all Pension Benefit Gua-

ranty Corp. rules and the fact that
legal and actuarial services no
longer would be necessary for re-
tirement planning.

Among the disadvantages, he
continued, are the fact that the
$1,500 ceiling on an employe's an-
nual contribution adversely affects
a higher paid and more experi-
enced workforce. Also, the IRA
contributions are taxable to the

employer for state, federal and So-
cial Security purposes.

Acquisition...
- growth

without growing
confusion.

Changing economic condi-
tions and tax implications can
make expansion through ac-
quisition a growing pain.
Complicated. Even chaotic.

Orderly control should begin
before yougrow byusing the
comprehensive appraisal

services of Lloyd-Thomas.
Our experienced appraisers
will provide valuable counsel
and extablish a supportable

basis for allocation of pur-
chase price to assets ac-

quired.

For more information, write
Dept. 81.
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Insurance Companies Annuity Rates
Do Fluctuate ! CURRENT COST for $ 100
Month Life Annuity (Male Age 65) is $ 9,768.21.
CURRENT GUARANTEED RATE for Deferred
Annuity is 844% for 10 years on the net investment.

 AI /¥ T/N& ASSOCIATES INC. 700 N. Milwaukee St.
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By SUSAN ALT agent of record, under a system agents' committee, but changed
where the agent retains a percen- about two years ago" to a com-

JEFFERSON CITY, MO -The tage of the commission earned on petitive system, he added
state attorney general here has the insurance premium with the During a session of the seminar,
declared that the agents' commit- remainder of the commission be- Mr Roos queried the audience -

tees and agents' associations which ing split in a predetermined man- about their methods of purchasing -
-r,

often control the insurance pur- ner among other firms or agen- insurance for their municipal and
chasing for some municipalities Cies, county governments Six of those _ /
and other government bodies vio- . awarding insurance coverage present, out of about 35, said their m -
late antitrust laws only through local insurance cities and counties have a non- EEI =as.

John C Danforth issued tough agents' associations or like com- competitive system dominated by -3
guidelines for purchasing insur- mittees of insurance agents, local agents
ance after completion of an ex- • restricting those firms or
tensive investigation into the man- agencies which can compete for a Mr. Danforth said a survey was

ner in which Missouri cities pur- municipality's insurance coverage made of every Missouri city with

chase coverage The investigation to firms or agencies which reside a population over 500 A 90% re-
began in late 1975 Attorney Gen- in, maintain an office in, or pay sponse disclosed that nearly two-
eral Danforth declared that he taxes in a particular locale or have thirds of all the cities were using
views seven common practices as some other form of localized con- one or more of the restrictive pro-
effectively excluding insurance tact with that municipality cedures by regulation, ordinance

firms or agencies from competing or custom

for a city's insurance business The Missouri attorney general's "Under the state antitrust law, --

Whether adopted by regulation condemnation of uncompetitive a municipality which has such re-

or by custom, Mr Danforth said insurance purchasing procedures strictions in existence is sublect to
in his statement, these practices in that state's cities caused a good prosecution by this office," said =941
constitute an unreasonable re- deal of conversation among gov- the attorney general "The muni- 6\

straint of trade, and violate state ernmental officials attending a clpality is also sublect to private 
=se«

and federal antitrust laws and governmental risk management treble damage suits and actions
must be terminated seminar in early February at the for injunctive relief by insurance 4 1

University of Arizona, Tucson firms or agents which have been
The practices include These practices outlawed in refused the opportunity to com- 1*lili - L-

• successively awarding insur- Missouri are widespread, although pete for the municipality's insur- Cities and counties are re:1 insitle fo the acts of police officers, i e
ance coverage to the same firms or insurance purchasing for govern- ance business " fighters, teachers end other c,ty err ployes
agencies without affording other ment bodies is gradually becom- Mr Danforth said he feels the

firms or agencies the opportunity ing more professional and com- guidelines issued by his office pality by securing adoption of requike tha an insLrance agent or
to compete, petitive, said Nestor Roos, chair- should help assure the people in qualifications" which prevent firm be reasonably accessible to

• splitting the award of insur- man of the seminar and professor a city "that open competition is competition for the insurance bust- provide whatever oontinuing ser-
ance coverage among local firms of insurance "The majority of present in the purchase of insur- ness vices are deemed necessary for an
or agencies, governmental entities I've come in ance coverage for that city " A city is acting within its legal adequate insurance plan," said the

• awarding insurance coverage contact with over the years have The problem, said Mr Danforth rights in assuring that the agent attorney general But he warned
to only local firms or agencies, this sort of restrictive system, par- in his guidelines, is that agents' and the insurer "are reputable in his guidelines that "whatever

• utilizing competitive bidding ticularly using the local agents or associations have counseled munt- and will provide necessary serk ice type of restriction is established
but only allowing local firms or the agents' committees," he told cipalities and other political en- in both risk counseling before the cannot be a mere subterfuge'
agencies the opportunity to com- Business Insurance tities on insurance matters, but implementation of the insuranze to allow a select group to mono-
pete; Mr Roos noted that the Tucson have in the process established plan and in follow-up sen ice after polize the entity's business

• utilizing an agent of record area school district has such a re- monopolies on the business "Some insurance coverage is pu -c hased, '
system which permits only a local strictive system, and so does associations have abused their re- said the guidelines issued by the Competitive bidding Mr Dan-
firm or agency to serve as the Phoenix "Pima County had an lationship with the local munici- attorney general There are se/- forth :tated, is a way municipall-

eral legal ways to accomplish th.E, ties can approach purchasing in-
including suranc e which does not offend

Advises government risk managers • requiring a designated Best state and federal antitrust laus
Rating, But 1: not, he added, required by

• making a financial and repu- state or federal statutes Where

Market woes preclude bidding tation check on the agent and the competitive bidding is emplo ed,
insurer which submit a proposal, the political entity must take care

e requii ing that the agent or to open the process up to all in-

process for political entities underwnter have a designated terested and qualif,ed parties de-
number of years of prior service sirlng to compete for the business
in a particular field for which it Choosing an agent of record 1:

TUCSON-"The liability mar- liability risks are included in a that much, you may be best off to is proposing ar insurance plan another way to manage insurance
I .

ket has become so narrow that lt package For example, Mr Grlf- stay with that company," he told A municipality may properly programs, Mr Danforth said .

is absolutely foolish to try to put fin explained, the markets for mal- the city and county managers at-
your liability business out to practice coverage are so narrow tending "Don't bid during this
(competitive) bid " right now that the market can be market if you can possibly help

This is what C. C "Bud" Grif- turned upside down trying to get lt " Orange County, Ca. to
fin of San Francisco-based Wai - a proposal on a program that in- Mr Gnffin encouraged muni-

ren, Mc'Veigh,  eludes malpractice risks cipal managers to "get in there
Griffin & Hunt- more, and work on determining self-insure mall practice
ington told an "I feel that you should look for the feasibility of more self-insur-
audience of 50- quality, and that price should be ance, because this may be your TUCSON-Richard McEnigots, The hospital risk if it were not

odd governrnen- the last consideration" in a muni- only solution in the future" to the risk manager for Orangc Countl, being transferred to the state,
tal managers cipal bid-insurance program, he insurance industry's unwilling- Ca, plans to begin self- in:w iQg woulc present a big enough e.<-
here "It is best," said The only type of municipal ness to provide insurance for some the county's medical malpractice posure that Mr MrElligott would
Mr Griffin told coverage which lends itself to municipal risks risks and all health and medical not self-insure medical malprac-

the municipal competitive bids at the present benefits for county employes, ne tice, he said

and county in- time, said Mr Griffin, a risk William Mortimer, vp of Amer- told a governmental risk man-
surance officers, management consultant, is prop- ican Risk Management Co, backed agement seminar here But with the "residual" mal-

"to choose a ca- crty, because .municipal proper- up Mr Griffin's advice to avoid In a session on liability insur- practice exposures of the depart-
pable, single C C Griffin ty risks are generally pretty de- bids in the current troubled in- ance problems for polic: tal en-1- ments and the clinic, "we will, I
broker to approach the liability in- sirable " surance climate "Be sure you get ties, Mr MEElligott noted that am sure, go to self-insurance,' Mr
surance marketplace" in the cur- But "liability insurance is get- real friendly-as friendly as pos- Orange County paid $1 2 milli,n McElhgott stated He estimated
rent tightening conditions ting so tough that we could see sible-with your present insurer, for medical malpractice coverage that cost savings w 11 approximate

the primary markets dry up," he so that you can ask for extensions in the latest year for jusl c,ne cf $500,000 a year bv self-insui ing
Many municipalities and gov- warned when you need them," he said the hospitals In the county Oth.cr this r,sk for the county

ernment entities give the insur- He advised the governmental H Felix Kloman noted that he medical facilities in the county for Employe health benefits will be
ance business to agents or brokers insurance managers present to be has moved "lowest direct cost" which maipractice coverage :s changed to a self-insured plan as
through outright appointment, sure to allow enough time for down to the fourth rung of his needed include a mental health of July 1, he said "The county
said Mr Griffin, citing Sacramen- bids or proposals prior to policy ladder of objectives in risk fund- department and a count, health board has already approved this
to County, Ca as one entity that renewal time "Sixty to 90 days ing "I think in too many cases department oftice, with an adloin- Our carrier was Prudential Insur-
does this by using a preselection used to be enough But you should this has been given the highest ing clinic ance Co, and our account was a
systenn try to allow more time now " priority," which is a short sighted "We estimate it will cost rs i cal money-maker for them Pru

"Any route you take is going to Insurance buyers should also approach, said Mr Kloman, a risk $700,000 next yefr for medical will con+inue to administer claims"
be criticized by someone," he la- try to got 60 to 90 day cancella- management consultant and presi- mall)ractice coverage" lust lor under an ASO contract, according
mented "But competitive bidding, tion and non-renewal clauses in dent of Risk Planning Group those latter exposures, without the to Mr McElligott Only health
I don't think, is always the right all liability insurance policies, Mr "Too often what has happened hospital, he said On July 1, tbe and medical coverage will be se:f-
way to go," he noted, especially Griffin advised is that the organization goes for county is "getting rid of" the hos- ins.ired, but not d sability cover-
when the insurance markets are "And if you are reasonably the lowest cost and sacrifices the pital risk, he added, because the agc, t.e said The program does r d

likely to be put into a state of satisfied with your present car- stability of cost," a more impor- hospital is be:ng donated by tte Include a stop loss feature or c x-
turmoil by the fact that certain rier and the prices aren't going up tant objective, he added • county to the state of California ces coverage
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Medics end yob action' by yielding
and renewing; but problems remain

LOS ANGELES-The 35-day
"job action" undertaken by many
Southern California doctors ended

Wednesday, February 4, with all
the issues that triggered the work
stoppage in the first place largely
unresolved.

Indeed, at the moment he was
announcing the end of the work

slowdown, Dr. Richard Corlin, a
spokesman for the United Physi-
cians of California (UPC), the
most militant of the physician
protest groups, issued a threat that
if the California legislature does
not resolve the issues to his

group's satisfaction, there may oc-
cur "another closing of doctors'
offices within the next two

months."

Most Southern California physi-

cians who renewed their malprac-
tice coverage in January with a
unit of The Travelers Insurance

Co. did so for only the first quar-
ter of 1976. In paying the first
quarter premiums, the doctors ac-
cepted the 32 % premium hike put
through by the insurance connpa-
ny.

Second quarter malpractice in-
surance premiums fall due April
1 or near the time that Dr. Corlin

of UPC suggested there might be
a second strike.

In the meantime, it was made
public that the California Medical

Assn. (CMA) is pondering an ini-
tiative that would seek public ap-
proval in abolishing a victim's
right to trial in a malpractice case.

The initiative in California can

be used as a way to bypass the
legislature. Under state law, it re-
quires the collection of 500,000
valid signatures to be put on the
general election ballot in Novem-
ber.

One proposal being considered
by the CMA would replace the
tort system for the resolution of
malpractice claims with a no-fault

system similar to that employed
in workers' compensation cases.

A second proposal would retain
the tort system, but would sub-
stitute a board of arbitration for

a jury.
On February 11, the House of

Delegates of the CMA, meeting in
San Francisco, voted to create a
commission on tort reform. The

commission, which will include
outsiders as well as CMA mem-

bers, will take proposals aimed at
creating an initiative.

Both of the aforementioned pro-
posals are now before the new
commission.

Doubts have been expressed as
to whether an arbitration system
would reduce the number of mal-

practice claims filed and the size
of awards. For one thing, the sys-
tem can handle small claims more

cheaply than can jury trial and so,
say observers, more patients may
be willing to engage in arbitration.

At least that is what happened
for the Ross-Ims Medical Group,
an organization of 150,000 mem-
bers in Southern California, that
has used arbitration since 1939.

About one case in seven goes the
full route to arbitration for Ross-

Loos compared to a jury trial av-
erage of one case in ten in court
rnalpractice cases.

Ross-Loos has also paid out

We were helping the oil business
beforeitwasaworldbusiness.

We're Marsh G McLennan and we've been ar-

ranging insurance protection for the oil industry
for over 100 years.

Back then, oil rigs and their risk coverage were
both brand-new ideas. Compare that to today,
when a mammoth mobile offshore platform can
cost more than $40 million! Its insurance is much
more complex, but should be no less innovative.

To everybody's advantage, the Marsh G
McLennan expertise in this area has kept pace.

When itcomes
to insurance,
come to

the leader.

ennan

If you're in petroleum-or any other energy
industry-we stand ready with trained staffs of
acknowledged insurance specialists in oil...gas...
hydroelectric power...nuclear energy.

Add to this our experts in loss prevention, pollu-
tion control and safety engineering and you can be
fully confident of getting the kind of sensible, effi-
cient risk management program you need.

Call us. You'll quickly see how we grew to be the
world's leading insurance broker.

awards as large as $96,000.

The sole state legislative mea-
sure to grab public notice since
the slowdown began is the Ber-
man bill, named for Assemblyman
Howard L. Berman. The bill,
which is still in the legislature
along with a couple of other bills
dealing with the malpractice situ-
ation, has been endorsed by Gov.
Edmund G. Brown Jr. Gov.

Brown, who earlier demanded that
doctors donate a certain amount
of free servicie to California's

poor in return for a state effort
to lower malpractice premiums,
has backed away from that posi-
tion which was harshly condemned
by doctors.

However, the Berman bill has
also been vehemently criticized by
doctors, notably by the UPC. In
particular, they denounce a pro-
vision in that bill that would boost
premiums 15% in order to build a
reserve fund.

One insurance source close to
the malpractice situation told Busi-
ness Insurance that this plan
would fail because physicians
would eventually be compelled to
pay premiums as high as those
now demanded by the unit of
Travelers Insurance Co.

Assemblyman Berman, for his
part, has said he is willing to
amend that provision by limiting
annual premium increases to cost-
of-living hikes.

Another proposed bill dealing
with the malpractice situation and
sponsored by Sen. Alfred Song
has also run into trouble.

Finance and legislative analyst
A. Alan Post, who made an inde-
pendent analysis of the bill, said
that if a deficit developed in the
voluntary state-wide malpractice
insurance pool envisioned by the
legislation, then taxpayers and in-
jured patients would have to
make up the shortfall. An initial
average annual premium of $4,000
would be charged physicians.

Mr. Post is a respected figure in
the legislature. The Song bill, un'-
like the Berman bill, is backed by
a number of doctor groups, in-
cluding the UPC. •

See captives
as choice for

municipalities
TUCSON-Among the risk

funding alternatives now being
studied more closely by political
entities are various pooling ar-
rangements, including captive in-
surance companies, according to
H. Felix Kloman, president of Risk
Planning Group.

Mr. Kloman, a consultant, pre-

dicted here at a governmental risk
management seminar that more
municipalities will turn to cap-
tives in reaction to market tight-
ness, and to improve cash flow.

He cited the experience of a
successful French captive formed
in June 1974 to provide insurance
for cities in France with popula-
tions less than 5,000. Called the
Societe de Mutuelle Des Collec-

tivities Locales, it underwrites
property insurance for theft, wa-
ter damage, wind and fire, plus
municipal civil liability risks.

This captive has been very fast
growing since it was initially es-

tablished, said Mr. Kloman. He
noted that in 1976-77 the Societe

"expects to go well over $1.5 mil-
lion in premiums," up from an es-
timated $880,000 in 1975-76, and
$270,000 in 1974-75.

Limits of insurance are $22,000
for any single occurrence, with
rates established at 3.5 cents per
resident of the municipality for
cities under 5,000 population. For
larger cities, the insurer uses the
French tariff rate less 20 %. •
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A late January afternoon
in Charlotte, N.C. Weather
forecast: freezing temper-
atures overnight. . .03. *t

Charlotte Claims Office receives call -« »«
from a nursery. A policyholder's truck has
overturned, damaging greenhouse. Initial
damage estimate: $4000. But loss of exotic
plants now exposed to elements could drive
potential claim as high as $20,000. Claims
Office suggests moving plants to another

begins to fall as night comes on. Claimsman

Greenville and buys rolls of heavy plastic

nursery, covers and completely seals damaged

greenhouse. Temperature drops
below freezing. Inside, plants cozy,

alive and well.

This case supports our assertion that
there are major differences in insurers. Not
just in price, but differences in commitment

that greatly affect long range cost. The sav-
ings to us? Substantial claims dollars. To
the nursery? A lot of unruffled customers
and a whole lot of inconvenience. Savings
to all our policyholders? A potential shared
loss...that never occurred.

At the source, you'll find our objective is
not only to provide protection, but to help
all our policyholder-partners control loss.
We're a little old-fashioned that way. Waste
not, want not...the Wausau way.

COMETOTHE SOURCE

GettheWausau Story

Brs,">eEe:r

EMPLOYERS INSURANCE OF WAUSAU. Wausau. Wisconsin



RiskMan
Tocontrol all aspects of an

organization's exposure to
asset damage and loss, many
companies have recognized
the importance of a compre-
hensive function called cor-

porate risk management.
A brief review by INA of

aninsurancetopicofinterest
to business executives.

A company's assets may be valued in bil-
lions of dollars,or they may be much less-but
all of those assets, in varying degrees, are ex-
posed to continuing risks of damage or loss. By
applying management techniques to the han-
dling of such risks, threats to the company's
earning power and even to its continued exis-
tence can be reduced or eliminated. Corporate
risk management. in short, can enhance cash
flow, shield profitability, and contribute to long-
term growth.

The concept of risk management combines
risk control, including loss prevention and re-
duction, and riskfinance, the provision of funds
at the lowest cost for financing possible loss.

Within a company, risk management often
starts with painstaking identification of the pos-
sibilities of loss to which the firm is exposed.
For example, a risk manager may conduct an

extensive physical inspection of company fa-
cilities and operations. Such a survey may be
reinforced by the use of standardized question-
naires intended to uncover hidden exposures
common to many business firms. Examina-
tions of flow charts and financial and other

documents may suggest further hazards.

Ranking potentiallosses

The next step, risk measurement, estab-
lishes the relative importance of potentiallosses
- their frequency, severity, predictability and
probability. This is followed by determining the
best technique for handling the firm's risks,
whether through risk control, risk finance or a
combination of both.

The cardinal rule is to obtain the greatest



agement

possible protection at the least possible cost to

the company.

Under risk control, a decision might be
made not to build a warehouse in a flood plain

(risk avoidance). It might be to install guards
on machinery to prevent employee injuries
(loss prevention). It might be to install a sprin-
kler system in a plant (loss reduction).

Under risk finance, the decision is how to

allocate the risks between risk transfel; usually
insurance, and risk retention, with the com-

pany paying any losses from its own resources.
Insurance alone does not constitute total

risk management, as insurance professionals
have long pointed out.

Invariably, insurance is most useful and
least costly when accompanied by all other prac-

ticable means for reducing exposure to loss.
Once risk management decisions have been

made, the next step is implementation.
Here risk management's responsibilityispri-

marily that of managing people, so that desired
actions are taken. Finally, having put programs
into action, results are constantly checked to
see if the desired effects have been realized. At

the same time, the risk manager remains alert
to changes in loss exposures which may call for -
new approaches and strategies.

As a fuller discussion of risk management
from an objective standpoint, INA has pre-
pared a booklet entitled, "Risk Management:
Some Professional Considerations:' Copies
may be requested by writing INA Corporation,
1600 Arch Street, Philadelphia, Pa. 19101.

*

The Insurance Company of North America
was founded in Independence Hall, Philadel-
phia, in 1792. Today INA and its affiliated com-
panies operate around the world with major
interests in property and casualty insurance,
marine insurance, life insurance, reinsurance

and risk management services.

INA insurance products and services are
made available through selected independent
agents and brokers- professionals with a com-
prehensive knowledge of insurance needs and
solutions.

INA
Insurance Professionals
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Product liability...
Continued from page 1
businesses, and on the question of
which industries are most affect-

ed, Mr. Jordan said, "It's probably
a problem across the board."

He added, however, that s,mall
businesses have probably been
hurt the worst so far, in terms
of the cost .and availability of in-
surance.

"lIt's basically a national prob-

lem, but it differs from state to
state," Mr. Jordan said. One of
the causes of the product liabil-
ity problems, he said, is uneven
workers' compensation benefits in
different states, which leads to
"workers trying to get more" from
other sources because they cannot
sue their employers under work-
ers' compensation laws.

Another cause brought out in
the . course of the study is the

number of unfavorable legal
trends converging at this time,
Mr. Jordan said. "Manufacturers

are losing their defenses," Mr.
Jordan said, especially in the
areas of strict liability and privity.

Moreover, the problem of more
lawsuits and generous awards is
"exacerbated by the problem that
insurance companies aren't mak-
ing money," Mr. Jordan said.
"Underwriting rules are getting

tighter, there's more layering of
coverage, and the excess markets
are drying up," he added.

All the various manufacturers

and their associations, and the in-
surers and their representatives,
"admit there's a problem and they
say it's getting worse," he said.

A 23-person committee, com-

posed of representatives from the
Commerce Department and the

Small Business Administration,

will mull over the facts gathered
in the last two months and prepare
a memorandum for the Economic

Policy Board.

One of the board's options

might then be to call for a meet-
ing here between the manufac-

turers, the insurers, and top gov-
ernment decision-makers.

For now, Mr. Jordan is careful
to say that no final conclusions

have been reached. "It's very com-
plex-you can make the mistake

of promoting something before
having the right information." •

Toll free number

Argonaut Insurance Co. in Men-
10 Park, Ca. established toll free
telephone numbers for use by in-
jured workers who need to obtain
workers' compensation claims in-
formation. Workers north of

Bakersfield can call 800-652-1532.
Those south of Bakersfield can call
800-252-9046.

On-the-job injury...
Continued from page 1

He said that Norman Engineer-
ing's half of the verdict exceeds
the limits of the company's pri-
mary layer of CGL coverage.

He also said that he expects a
motion to be made before Superior
Judge Charles H. Older, who pre-
sided over the three-month civil

trial, to reduce the verdict.
It has been reported that Mr.

Good earlier turned down a $2,-
650,000 settlement in hopes of a
higher award.

Mr. Rodriguez was badly hurt

on Sept. 21, 1970, when, working
in the McDonnell Douglas Corp.,

plant in Long Beach, Ca., as an
apprentice sprinkler fitter, he was
hit by the 630-pound pipe.

His employer at the time was

Orvin Engineering Corp., which
was found 10 % negligent. The

Is the cost c.

ofyour Fl
health care

0 0

program 4,/4../*... . - ....-... -- --- ..» ... ,= --/.

out of line

with the benefits?

It takes more than a computer to keep

costs down. It takes professionals
in claims processing, utilization

and peer review, program evaluation,
and cost control US.

Chances are we can help you cut cost
without cutting the quality
ofyour program.

We're HAS. Write us.*

* For our brochure
about medical program administration.

*- HEALTH APPLICATION SYSTEMS 1633 Old Bavshore Highway. Burlingame. California 94010
Administrators of Health Benefit Programs.

state compensation fund which has
paid out $93,000 for Mr. Rodri-

guez' care, reportedly will move
to recoup that money from Orvin.

Norman Engineering was held
liable because it produced the
building where the accident oc-
curred.

Bethlehem Steel Corp. was held

liable because the jury decided
that it had cut the defective angle
iron or brace that caused the

weighty pipe to topple on Mr. Rod-
riguez.

Mr. Rodriguez, who made a short
appearance at the trial in his

wheelchair, has had 11 major sur-
geries and has had half of his
stornach removed since the acci-

dent. •

Captive is
writing 25%
for outsiders

NEW YORK-U.S. Industries

has joined the ranks of companies
whose captive are involved in
writing outside business.

Diversity Insurance Co. Ltd.,
U.S. Industries' Bermuda captive,
is currently writing 25 % of its
premiums in reinsurance treaties
generated in the London market

involving foreign insurance com-
panies, according to S. Peter Law,
vp, insurance.

The captive's total capital and
surplus is approximately $4.5 mil-
lion. Diversity is used "in all lines
of U.S. Industries' insurance," Mr.

Law said, "for reinsurance of
workers' compensation, group
health and a limited amounted of

liability for property insurance."

The captive is involved in out-
side business, primarily to make
money, Mr. Law noted, "though
we were conscious of the Internal

' Revenue Service (IRS) view" on

the relationship between U.S. com-
panies and their Bermuda cap-
tives.

Though the IRS has not come
out with a complete statement of

its position on captives, it is known
to be considering a position that
would recognize the tax deducti-
bility of premiums paid into a
captive which does substantial
outside business. (Business Insur-
ance, Dec. 1, 1975).

Industry sources say the issue
of captives' involvement in out-
side business is much discussed

among risk managers, though at
present little action is being
taken.

Loss control

seminar set

for London
LONDON-Factory Mutual In-

ternational will hold its second
seminar on industrial loss control

at Heathrow Airport Hotel here,
April 6-8.

Last year 120 persons attended
the seminar, which is presented
simultaneously in French, Ger-
man and English.

The seminar is open to all Fac-
tory.Mutual System members and
costs 150 pounds sterling. It fo-
cuses on the. technical aspects of
loss prevention, organizing and
implementing a program and mo-
tivating employes to become an
active part of the program.

For registration information,
contact one of the U.S. Factory
Mutual Cos. .
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. A representative of the Amer- qualification), employers with at 1

Progressive area health care f irms ican Federation of State, County least 25 employes must, under the f
and Municipal employes noted an Health Maintenance Organization 1
interest in the RCHP "contingent Act of 1973, make the HMO op-
on the rates they'll be charging " tion available to their employes t

portend extra challenge for HMO The union has about 2,500 poten- To date only eight HMOs have I
Ual members in the aiea the HMO been qualified by the Health, f

By MARGARET leROUX next three years and at least 32,- "We've yet to see rates issued hopes to cover Education and Welfare (HEW) i
000 members by that time "to by an HMO that come near what Despite the lack of enthusiasm department Howevet, the depart- 4

NEW BRUNSWICK, N Y- break even in costs," Mr Birn- we pay for comparable benefits," from Johnson & Johnson and ment expects to qualify as many

Setting up a health maintenance baum told Business Insurance a spokesman for Squibb, whose Squibb at this point, Mr Birn- as 100 HMOs in the next year 1
organization (HMO) in an area Since the university, including subsidiary, E R Squibb & Sons, baum is confident the HMO's (Busilises Insurance, Dec 15, 1
where the two largest employers the medical school fulltime em- employ 4,000 people in the New membership goals can be met 1975) f

are in the health care field and ployes and dependents, provides Brinswick area .We view our membership mar-

pride themselves on the extensive only 15,000 and 18,000 potential ket as much broader than Just the For the Rutgers employes, mem- 4
health benefits they already pro- members, the bulk of the HMO's The spokesman explained that two maor area employers," he bership m the HMO will make
vide for their employes, is an membership will have to come insurance rates paid by the com- explained, "there are 70 employ- available a numbel of medical ser-
ambitious undertaking from area employers At this pany for its extensive non-con- eis in the area with 500 or so em- vices not currently covered under

Yet Roger Birnbaum, director point, two of the largest of those tributory medical plan 'are lower ployes each . the non-contiibutory Blue Cross

of the Rutgers Community Health employers, Squibb and Johnson & than what Rutgers is now paying The RCHP dilector is also re- Blue Shield plan provided by the 1
Plan (RCHP) 15 confident the Johnson, are far from enthusiastic for Blue Cross Blue Shield cover- lying on legislative assistance, of university.
HMO, scheduled to begin opera- about the HMO age " sorts, in seekind membeiship in The cost to a Rutgers employe .
tions this spring, will "offer an "It hasn't even reached the Support for the RCHP has been the HMO fi om area employers for a family membership in the
attractive alternative to present point of making a decision on voiced by the local United Auto HMO will be approximately $10
health care arrangements in the whether or not we're even con- Workers (UAW) union which Once the HMO gets status as a per month. The cost to employes
area sidering the HMO," according to rep-esents 3,000 employes of a qualified plan (it submitted its will make up the difference in

The HMO will need more than a spokesman for Johnson & John- Fori Motor Co. assembly plant in application in December of 1975 what the state cul rently pays for <
$125 million in funds over the son neighbcring Edison, N J and hopes to hear in March On its each employe's Blue Cross Blue

Shield coverage, about $50 pei

1
month, and estimated monthly

7. costs of the HMO

In addition there will be a nom- 
final per visit charge assessed

membets of the HMO

"The HMO would completely
cover routine physical exams and

.. a whole range of out of hospital
diagnostic services not covered by

ft, I Blue Cross Blue Shield," Mr Birn-
baum explained. j

'1*> The HMO will also cover ma- 4
ternity cases and surgery, which

f t : are both on a fee-scheduled basis
4 r di under the Blue Cross Blue Shield

221:'E, plan t

Protest comp
r.- j

premium hike 
n rls < mana it, mar I- in Canada

TORONTO-Ontario construc-
r.-·

./

tie course isn' tion companies are protesting leg- tenoug 7. islation passed this summer which

increases the assessment they must 3

3 *S >5 ''· .5... ' » pay for workers' compensation
following hikes in benefit levels.1\/:P. The construction industry pays

. B

.+ 41#.0 higher premiums for the coverage
.. . ty:te:': because of a greater incidence of

. . inJ unes among its workers.
The latest premium increases

.
average 50 % over all categories

E of contractors.

backed up by the Construction
Yet, industry representatives, {

Safety Assn of Ontario, say sta-

5.--I N tistics show accidents have de-

4-P clined in recent years.
-·-Ew The legislation will cost the

workers' compensation board an
additional $108 million per year

4 This increase, because of its

Udiaa#t# I short notice, will hurt construe-
11

tion companies on fixed-price con-
tracts, critics claim

4..2U=.W..¤m=.....········0=SS
For example, S. C. Cooper, pres-

ident of Pitts Engineering Con-
.'9 struction Ltd, Toronto, said dur- 1

16·- f

9 , ..:.4311:..i ri,,9
ing an average year his company
would pay about $ 10 million in
wages and about $500,000 m ben-

efits premiums to the workers' These days, the course of business is lined with term program guidance in loss prevention, funding, eornpensation board
financial traps. Staying out of them consistently is and administration.. and assists in many other But under the increased premi-

the only way for a company to break par and stay areas of asset protection for your company. ums, Pitts will have to pay about

$750,000 in premiums, with theahead of today's tough competitive field. That's Ebasco is prepared to perform a comprehensive
additional $250,000 coming direct-

where Ebasco comes in. Strong. Insurance Audit to give you an obiective view ly from profits, he claimed

Ebasco maintains the world's largest staff of top- (we do not sell insurance) of your present risk
qualified risk management specialists engaged management program. Then, we'll show you how Forms Australian arm

solely in consulting and advisory services for busi- to shave a lot of strokes (and dollars) from your Kemper Intel national Insurance

ness. They will give you an objective analysis of company's financial scorecard. To win in the market- Co plans to foI m an Austi alian
subsidiary, Kemper Insurance Co

every shot in your company's bag-and provide place today, you can't afford to settle for Just par. Ltd, in Sydney "Initial efforts of

professional independent guidance on how to keep the new company will be devoted

those shots on the fairway. to engineering-related business

Ebasco Risk Management Consultants, Inc., iden- daimi with particular emphasis on high-
ly protected risk (HPR) cover-

j
tifies your objectives...designs and implements Risk Management Consultants, Inc. ages," C F Aldrich, president of

the parent company and of Kem-your employee benefits program...investigates ASubsidiary cf Ebosco Services Incorporated
per Reinsui anee After that phase,

total insurance programs for large corporations and 100 Church Street, New York, N Y 10007, (212) 785-8712 the Australian subsidiary "will
100 S Wacker Drive, Chicago, 11! 60606, (312) 346-3438works on programs of outside carriers, as well as become active in the ieinsurance

Airlie House, PO Box 1617, Hamilton, Bermudo, Tel 1 3973
market in Australia," he addedthose of inside corporation funding...gives long- A HALLi BURTON Company
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By JOANNE GAMLIN well with the $421,000 spent dur- He pointed out that one method Workers' compensation for the Making the self-insured facets
ing fiscal 1974-1975 and to the · he uses to hold down claims for city is self-insured at a cost of of the city's insurance program

SAN DIEGO-Although many $200,000 paid out during fiscal false arrest is to ask the police $1.5 million, he said, observing work is a safety and loss program

er insurance problems, the city of be noted that the two figures do rested moves to file false arrest $1.5 million figure embraces sal- surance superintendent.

, California cities may be up to 1973 to 1974 for claims and mis- department to bar plea bargaining that the cost of this coverage has which has become "hyperactive"
their rooftops in liability and oth- cellaneous expenditures. It might in cases when the individual ar- been on a relentless climb. The in the view of the claims and in-

/ San Diego feels it is sitting pretty not include salaries while the charges. aries, claims and most everything He said the program, headed by

 with its total liability/property $675,000 figure does. "We also attempt to advise the else except reserves. Rick Cummings, had made an ef-
insurance program. police department to make their feet during the last several years

 Robert G. Walters, superintend- Noting that the two figures do men understand that they must The bright side of the figure, to leave no portion of city life un-
ent of claims and insurance for the reveal that the city's liability have secure grounds for an ar- he said, is the fact that, when he touched.

 city, told Business Insurance that claims load has doubled from 1973
rest," he added. queried the State Fund about the He went on to observe that the

his department has devised a self- to 1975, he disclosed that he has Turning to the city's property cost of an insured program, he current effort to reduce municipal
insurance program which is sav- been informed that to insure the coverage, he said it has been self- was told the price tag would read services in order to hold down

ing the city a heck of a lot of tax- same program it would cost $2,- insured in part since 1970. $4,055,000. budgetary inbalances can only re-
payer dollars. 200,000. San Diego maintains a $10,000 "So we figure we are saving sult in broader exposures for

"We have a self-insured and "I think it (the $675,000 figure) deductible per occurrence in prop- $2.5 million a year," he continued, cities.1,
self-administe red retention of is neat," he understandably as- erty coverage, he explained, in- adding that one reason why the "Every park that isn't inspected

' 1 $500,000 per occurrence for lia- serted. suring up to $48.5 million with a cost isn't higher is that "we ad- regularly will mean another cut
I bility coverage," explained Mr. As for exposures, Mr. Walters number of underwriters. For this minister the hell out of this pro- foot," he said.

Walters. Above the retention is a said that inverse condemnation is protection, a $18,000 premium will gram." Similarly, he said the pressure
| $25 million excess policy which is probably the claims leader, fol- be paid in fiscal 1976. He added that "we" includes for increased social services can

brokered by Cravens, Dargan & lowed by false arrest and streets/ "We've never had a claim high- seven persons, both professional only translate, for persons in his

f < Co. and underwritten principally roads.
er than $2,000," noted Mr. Walters. and clerical workers. position, into new claims. •

by the London market.
"The cost of this program for

blanket coverage is $53,000 a
year," he said.

In addition, Mr. Walters said,

there is a contingency reserve

 fund of $1 million which has
been built up over the last six
years.

The fund, he said, is brought
into play when there are, say,
two jury verdicts that exceed the

claims budget but are within the
retention.

 He said the total program worksout this year to $675,000 plus
$53,000 for excess coverage. The
$675,000 figure, he emphasized,
encompasses everything, from
losses paid to paper clips to sal-
aries.

Mr. Walters went on to explain

 that the $675,000 figure compares1 Suffers fire
damage of

1 $1 million
-ELKHART, IN. Accra-Pac, a

packaging company based here,
may or may not be adequately
insured for damages caused by an
estimated $1 million explosion
and fire last month.

No one at the company or at
Shultz Insurance Agency, its in-
surance brokers, would comment
but Business Insurance learned
that Accra-Pac's property cover-
age is with Insurance Co. of North
America (INA).One building, a
combination warehouse and pro-
duction facility, was virtually de-
stroyed.

 The cause of the blast was not

1 established last month. Local offi-
cials believe it was caused by a
propane leak but other reports
indicate it might have been bu-

, tane. It is not yet known what

 ignited the explosion.
Two employes were killed and

19 others were injured. Five were
 hospitalized at a special burn
, center in Ft. Wayne, Ind., while

four of the 19 were hospitalized
 here.

Accra-Pac's workers' compen-
sation insurance is underwritten

 by Aetna Casualty & Surety- Co.,
and its business interruption cov-
erage is with Aetna Insurance
Co., a division of Connecticut

 General.
Fire losses

) Fires in the U.S. in November
1975 caused losses estimated at

$284 million, an increase of ap-
proximately $22 million over fire
losses in November 1974, accord-
ing to the Insurance Services Of-
fice.

1

Twoguesseswhich
offers more coverage.

INSURANCE
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Your

business insurance policies.

Nationwide's new Business Owners

Package Policy * is just about all the
property and liability insurance your busi-
ness needs.

Forty or more different kinds of
coverage. Allin one neat, simple policy.
Handled by one agent and one company,
with local claims service.

The policy protects your business
against all the usual perils. Fire, wind storm,
liability and crime.

But it offers many other kinds of pro-
tection as well. Like damage to business
vehicles and outdoor signs. Inflation pro-
tection. And automatic coverage for newly
acquired property.
*Approued in most states. permission applied for in others.
Not available in Miss.. N.C. and Texas.

Nationwidet new

Business Owners Package Polich

You may save money, too.
Nationwide's Business Owners Package

Policy lets you take advantage of insur-
ance discounts. Which means you could
cut your monthly premiums.

You could also save money on adminis-
trative expenses. Because the less policies
you have, the less time you'll need to spend
with them.

Nationwide's new Business Owners

Package Policy. Guess it would be worth
looking into.

Call a Nationwide agent today.

1 NATIONWIDE
3 0 INSURANCE
-S Nationwide is on your side

Nationwide Mutual Insurance Co. · Nationwide Mutual Fire Insurance Co. · Home office: Columbus, Ohio
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info for buyers

T o receive literature listed in Info for Buyers write directly
1 to the name and address accompanying each item, mention-

ing that you saw the offering in Business Insurance. Readers
are welcome to submit items for possible inclusion in the column.
All items that are free and have informational value to readers

are eligible. The column will also consider items for which
there is a modest handling charge. Send literature' to Info for
Buyers, Business Insurance, 740 Rush St., Chicago, Il. 60611.

• Two new brochures are avail-
able from Automation Business

Equipment. The brochure Self-
Insurance describes the operation
of a self-funded employe bene-
fits program, focusing on A.B.E.
doing the claims administration.
The second brochure On-Line

Computerized Claims Administra-
tion System, explains techniques
in the administration of medical,

dental, drug, vision and life claims,
using A.B.E. systems. For a free
copy of either brochure write to,
Herbert Schaffer, vp/marketing,
Automation Business Equipment,
221 East Walnut Ave., Suite 271,
Pasadena, Ca. 91101.

• Catalog of Standards for Safety,
published by Underwriters Labor-
atories Inc., is designed to be a

quick reference guide to UL's 357
published "Standards for Safety."
The catalog lists published stand-
ards alphabetically and in numeri-

cal order. Also provided is infor-
mation for each standard and UL's

proposed standards. For a free
copy of the catalog write, Attn:
National Standards Stock, Under-
writers Laboratories Inc., 333
Pfingsten Rd., Northbrook, Il.
60062.

• The Factory Mutual System has
published loss control publications
in French, German, Dutch, and
Spanish. Available are: P7045-
Controlling the Power of Flamma-
ble Liquids (Fr., Ger., Dt.), P6814-
Cutting and Welding Hazards and
Precautions (Fr., Ger.), P66805-
Foamed Polyurethane (Fr., Ger.,
Dt.), P7133- How to Control the
Shut Valve Hazard (Fr., Ger.,
Dt.), P7120- Property Conserva-
tion Means Action (Fr., Ger., Dt.),
P7136- Now-Protection for Rack

Storage Up to 25 feet (Fr. Ger.,

Dt.), P7304- Recovery Plan (Fr.,
Ger., Dt.), P7306- Safeguarding
Electronic Computers (Fr., Ger.,
Dt.), P6601- The Story of the Fac-
tory Mutual System (Fr., Ger.,
Dt.), P6923- The Well Protected
Plant (Fr. Ger., Dt.). For samples
and a complete catalog, write to
the Public Information Division,
Factory Mutual, 1151 Boston-Pro-
vidence Turnpike, Norwood, Ma.
02035.

• Safety Program Practices in
High Versus Low Accident Rate
Companies describes the question-
naire phase of a U.S. government
occupational safety proj ect. The
project attempts to define whether
there are distinguishable differ-
ences in safety program practices,
and other related factors, in com-
panies with low accident rates
versus companies with high acci-
dent rates. Copies of this publi-
cation can be purchased from the

Superintendent of Documents,
Governrnent Printing Office,

Where areyou,
FrankRHall?

Wherever you are.

Business insurance requires
fast, professional, local attention.
We've staffed and located our

offices to make sure you can count
on this expert insurance service
right on the spot.
. We've grown by providing
better local expertise and service
than anybody else. And combin-
ing it with an originality of
approach to protect a company's
human, physical and financial
resources.

There is something else
Frank B. Hall gives you. Because
we are one of the world's leading
risk management organizations,
wecatidraw upon all the resources
of our international offices to see

that you get the best coverage at
the most reasonable cost.

Whether your business is
local, national or multinational,
we become a member of your
Financial team. Fast.

---t

4 VrFAMB
3/3"125
8- *SE#f*

i,iMi
We've been helping business

solve insurance problems for more
than a century. On a very local
basis.

Offices in 54 major cities here
and abroad.

Frank B. Hall & Co., Inc.,
New York, N.Y.

When you need a better solution.

Washington, D.C. 20402. The stock
number is 1733-00090 and the

price is $2.70 each.

• The Defense Research Institute

has published a 22 page booklet,
Products Liability-Corporate
Awareness. The booklet features

two articles, "What to do before
the subpoena comes" and "Pro-
duet liability: After the summons."
The booklet is available for 50¢
each, and 35¢ each for bulk orders
of more than 100 copies through
the Institute, 1100 W. Wells St.,
Milwaukee, Wi. 53233.

• Excess of Policy Limits, pub-
lished by Underwriters Adjusting
Co., discusses the principles as to
what an insurer must do or not do

to avoid excess judgments. "Since
the insurance company bears the
burden of judgment and the cost
of defense it must have the right
to control the defense of the suit,"
the booklet says. "This right to
control the defense carries with it

the legal obligation to use due
care or good faith respecting the
interests of the insured." For a

free copy, write to Underwriters
Adjusting Co., Sylvia T. Jurko-
vich, director of communications,
224 S. Wacker Dr., Chicago, Il.
60606.

• Your Employes: Do They Know
All You're Doing for Them? This
brochure from Synerconsultants
discusses current problems and so-
lutions in communicating employe
benefits. It focuses on a cafeteria

approach to benefits communica-
tions, including computerized be-
nefits booklets, statements, audio-
visual presentations and monthly
benefit reminders. For a free copy

write to: J. F. Swygert Jr., Presi-
dent, Synerconsultants Corp., 95
White Bridge Rd., Nashville, Tn.
37205

• Highlights of General American

Life's Deposit Administration Side
Fund Contract are discussed in a

48-page brochure. Interest guar-
antees, alternative purchase rates
and expense charges for individ-
ual policy pension trust plans are
treated. For a free copy, write to
Mr. K. R. McCaffrey, Director of
Group Marketing, General Ameri-
can Life, 1501 Locust St., St. Louis,
Mo. 63103.

• Loss Prevention: The Best Way
To Protect Your Assets is a promo-
tional brochure from Philadelphia
Manufacturers Mutual Insurance

Co. that describes how you can
protect your business against loss
by identifying and correcting po-
tential hazards. Also included is

an outline of the company's ap-
proach to meeting the insurance
needs of large, well-protected fa-
cilities. For a free copy, write to
J. G. Richardson, Mktg. Dept.,
Philadelphia Manufacturers Mutu-
al Insurance Co., P.O. Box 824,

Valley Forge, Pa., 19482.

. Businessowners Policy, intro-

duced last year by the Insurance
Company of North America, is de-
signed to provide property and lia-
bility protection for selected class-
es of retail trade. The policy is in
booklet form, is easily read and
contains a table of contents and

glossary. For a copy of the policy
and a promotional brochure, write

to Gary Dascenzo, Insurance Co.
of North America, 1600 Arch St.,

Philadelphia, Pa. 19101.

• Product Liability Litigation by
Arthur D. Little Inc. describes

how lawyers and others involved
in litigation can use the consul-
tant's services as expert witness
and technical support in product
liability actions. A few case his-

tories are presented. For a free
copy, write to Irving J. Arons,

Product Technology Section, Ar-
thur D. Little Inc., Acorn Park,
Cambridge, Ma. 02140.



Pension guarantor sets ceiling on its liability
WASHINGTON-The Pension

Benefit Guaranty Corp. has set a
limit on the amount of benefits it

will guarantee if a plan termi-
nates.

A final regulation issued Feb-
ruary 11, effective immediately,
puts the maximum benefit at
the participant's highest average

rnonthly salary for a consecutive
five-year period under the plan,
or $750 per month (adjusted for
increases in the Social Security
benefit and contribution base),
whichever is less.

Participants and beneficiaries

may receive additional benefits
only if plan assets are sufficient
to cover them.

This regulation is one of four
crucial regulations needed to make

D&0 with

NEW YORK-More companies
are providing directors' and of-
ficers' liability insurance for their
outside directors and the limits of

coverage are higher than ever be-
fore, according to a study by The
Conference Board.

Surveying 987 U.S. companies,
2 cross section of business, the
Board found that 77%, or 763
ompanies provide directors' and
officers' liability insurance, an in-

:rease over the 62% of companies
urveyed in 1972 that provided
the coverage.

Of the companies that do have

the coverage, 93% pay all of the
premium and another 6 % pay be-
tween 90 % and 99 % of the pre-
mium.

Limits of coverage range from
a low of $1 million, provided by
48 companies, to $50 million, pro-
vided by six companies.

The most common limit of cov-

erage for directors' and officers'
liability coverage was $10 million,
the study found, with 237 compa-
nies having this amount. Limits of
85 million for directors' and of-
ricers' liability were reported by
213 companies.

These figures represent an in-
crease over liability limits report-
ed in the Board's 1972 study. At
that time, the maximum coverage
was $30 million and the median
and most frequent coverage was
$5 million.

The companies studied did not
generally provide the same bene-
fits to outside directors as for cor-
porate executives. Travel insur-
ance, is the most common benefit
offered non-employe board mem-
bers, but it was reported by 17%
f the companies in 1975, com-
pared to 23 % in 1972.

Accidental death and dismem-

oerment insurance was provided
for outside directors by 9 % of the
jompanies surveyed in 1975, com-
pared to 2% in 1972.

Outside directors were provided
with group life insurance by 9 %
of the companies surveyed, while
1% provided group medical and
hospitalization. •

National Medical Care Inc.,
Brookline, Ma., is reportedly in
:he process of establishing a Colo-
ado captive insurance company
:o underwrite the professional lia-
Dility insurance for its outpatient
dialysis treatment centers. The
aptive has been incorporated as
National Medical Insurance Co. al-
though the application for licens-
ing is not likely to be final for
serveral months.

a decision on whether a terminat-

ing plan has enough assets to pay
off its vested benefits. An em-

ployer may be liable for up to 30 %
of his net worth if there is a short-

age.

More than 3,000 plans, out of
the more than 5,000 which have
terminated so far, cannot be proc-
essed until the package of regula-

tions is complete. PBGC has al-
ready determined that the assets
of 1,390 plans are sufficient to'
cover benefits, and it estimates
that more than 75% of the rest

will also be found sufficient.

Expected shortly is another reg-
ulation-on allocation of assets--

which would determine the dis-

tribution of assets among employe

sub-groups, such as retirees, ac-
tive participants, etc., according to
six priorities, including the ex-

tent to which the assets come from
voluntary or mandatory contribu-
lions.

Two more rules-valuation of

benefits and valuation of plan as-
sets-were discussed at the PBGC

board of directors meeting in late
January, and are still under con-
sideration.

The $750 per month maximum
guaranteed benefit has already
been adjusted up to $801.14 for
plans that terminated in 1975. For
plans that terminate this year, the
figure is $86932.

The maximum benefit is figured
as the actuarial value of a straight

life annuity payable in monthly
installments at age 65. Adjust-
ments for those who retire before

age 65 are included in the regu-
lation.

Also included in the ruling is
the coverage of new or increased

business insurance, February 23, 1976/13

benefits. A five-year phase-in pe-

riod is used to protect PBGC
against assuming liabilities for in-
creases that were added in antici-

pation of a plan termination.

For each year of the phase-in,
PBGC will guarantee 20 %, or $20,

Wimen & Published by
Worren MiVeigh,

Griffin & Hunfing#on
Risk Management

Consu/#ants

of the benefit, whichever is great-
er.

The phase-in rule also applies to
changes in the value of a benefit,
such as liberalization of vesting
provisions. PBGC received com-
ments objecting to this part of the
regulation, but decided not to
adopt any changes because the
five-year phase-in rule would be
"largely negated." •

Every risk manager needs
PRACTICAL RISK MANAGEMENT

A permanent reference

monthly additions-material found nowhere else

DEPTH-BREVITY-PRACTICALITY

First Year: $75/year-$60/year thereafter

 Practical Risk Management Enter my sub-
scription1 680 Beach St.
Check encl.

San Francisco, CA 94109 Send me

brochure

 Name
1 StrApt

1 City St.tr 7ip

FIRST STATE makes waves when necessary
FOR EXAMPLE: First State underwriters are not burdened by "the book,"
"off-the-shelf forms" or committee underwriting. They are imaginative,
willing to listen, and have unlimited decision-making authority with
respect to the development of rate, form, and financial commitment. Re-
suit - prompt and useful answers and a clear understanding between
underwriter, agent/broker, and insured.

First State has capacity and is a sound, responsive market for your Um-
brellas, Special Covers, D. 1. C., Valued U. & 0., All Risk Builders' Risk,
other unusual risks and risks without precedent. Call us. We will listen
and cooperate.

A+AAAAA
A M. Best Co.

MULTINATIONAL, PROPERTY and LIABILITY,
MULTILINE THROUGH AGENTS AND BROKERS

(First State is the largest and oldest domestic company formed to write
Surplus Lines, Special-Purpose and Reinsurance Business.)

FiERST ST»Fl B
MNSUIESAN©]E ©* b{[ IP ANY

(a CAMIEROZ•- OLBY activity)

Cameron and Colby Co., 60 Batterymarch Street, Boston 02110 - 617/357-8400
CHICAGO, Hartford Plaza Building, 312/782-5921;

ATLANTA, 100 Edgewood Ave., 404/523-6216
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editorial opinions

A welcome addition
TITHO EVER DREAMED that groups of captive insur-
V V ance companies would launch ships? It's not only

possible, but has already taken place. Eight captives have
underwritten a minor-but we think, important-part of
the insurance (9.5% total) for the $20 million Norwegian
cruise ship M.S. Kungsholm.

An interesting venture, indeed. A vp of J. H. Blades &
Co., which manages offshore captives in Bermuda, sees the
joint venture as "the way American companies can put
. . . muscle into the insurance industry."

There are several fascinating aspects to this operation.
The eight captive insurance companies, six of them sub-
sidiaries of U.S. corporations, are working with the London
market and the American Hull Insurance Syndicate to un-
derwrite the ship's insurance. This is, perhaps, a precedent
for a new level of cooperation between captive insurers
and established insurance markets.

Furthermore, the captives may provide part of the solu-
tion to the problem of much-needed new insurance ca-
pacity in the world. The recurring questions about the in-
surance industry's ability to provide the underwriting ca-
pacity necessitated by more risks of mammoth size may be
on their way to an answer.

It's exciting to see insureds providing new insurance mar-
kets, first for themselves, now for other companies with
risks to be shared.

A valuable lesson

47 UR READERS MAINTAIN that the stories they find
i.// most interesting are those related to specific news events
which result in losses involving commercial properties, or
result in liabilities for some company.

At the risk of appearing ghoulish or sensation-seeking, we
spring into action immediately upon hearing news having a
commercial insurance or risk management angle. Our ob-
ject is to ascertain how the people in charge anticipated the
loss, and planned for recovery from it. Knowledge of how
organizations plan for contingencies helps others in their
risk control and financial planning.

But in the wake of events which are unhappy or which
produce unpleasant publicity, insurance buyers and other
corporate officials sometimes are wary of revealing their
programs of insurance and other recovery techniques.

We've never felt that disclosing these facts-the presence
of insurance (or its lack) and the dollar limits of coverage
-could be a bad thing. In fact, straightforward answers to
questions about public events which involve companies and
other entities should result in a very positive view of the or-
ganization affected.

A recent case in Chicago illustrates our point. Early in
January two Chicago Transit Authority rapid transit trains
were involved in a rush-hour collision, causing one death
and hundreds of injuries. Within hours, Thomas Buck, man-
ager of public affairs for the CTA, was asked to appear on
television news shows to answer questions about the wreck.
Business Insurance carried a story about the collision in its

DIXBY COMPANY 

"I wouldn't sit there-broken rung!.

January 26 issue.

As might be expected, one enterprising newsman on a
leading network station queried Mr. Buck about insurance
coverage maintained by the CTA covering such disasters.
Without hesitation, Mr. Buck responded by carefully out-
lining the extent of the CTA's self-insurance program. The
train crash and injuries would, he stated, be paid out of the
CTA's own pocket through this self-funding program, to the
tune of $2.5 million, should the loss go that high.

Thus, he continued, transit users and taxpayers of Chi-
cago would ultimately bear the burden of the loss. Above
the self-insured retention, the CTA is insured for another
$20 million, he added.

Between the lines, we read more into Mr. Buck's state-
ments. Indeed, we believe he accomplished a valuable objec-
tive with forthright answers about liability coverage. He may
very well have helped to hold down the number and extent
of eventual claims, by thoroughly dispelling "the deep pocket
of the insurer" myth, for one. We all know that one: it's
based on the theory that all insurance companies are rich
and can afford to pay for everybody's losses, trumped up or
genume.

As spokesman for a public agency, Mr. Buck operates on
the philosophy that he must be as open as possible because
the public has a right to know all the details about goings-on
in the agency. Beyond that, though, Mr. Buck helped create
an image of responsible management at the CTA; manage-
ment with the foresight to plan for the conceivable "disaster"
but paying its own way on smaller accidental losses.

As Mr. Buck expresses his beliefs, "Credibility is the most
important asset any institution can have today. Your best
way to deal with the public is to be completely above board."

We commend the Chicago Transit Authority, and Mr.
Buck, for their enlightened view of full disclosure. Corpora-
tions as well as other public agencies could profit by follow-
ing Mr. Buck's example.

The general public will be less likely to vent angry emo-
tions against the business establishment as more orgahiza-
tions deal with honest questions by providing straightfor-
ward answers such as those Mr. Buck offered.
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letters

Letters are welcome. Address

letters to the Editor of Business
Insurance, 708 Third Ave., New
York, N.Y. 10017.

Phone alarm system
To the Editor: I would appreci-

ate any and all relevant informa-
tion you may have regarding a
"phone alarm system" installed in
Costa Mesa, California. The system
was described in an article in your
publication of January 12, 1976 on
page 8.

The alarm industry is most in-
terested in following these devel-
opments.

Garis F. Distelhorst

Executive Director, National
Burglar & Fire Alarm Assn.,
Washington, D.C.

Orville Amburgey, director of
communications, City of Costa

Mesa, responds: First of all, the
Class I rating we received was the

alarm portion of ISO grading, the
city received a Class II overall rat-
ing. I feel the Class I alarm rating
was attained because we would

not accept the feeling that there
were typical inherent deficiencies
in a telephone-provided svstem.

I feel some of the following are
reasons for our Class I rating:

1. We have a centralized corn-

munications thereby having ad-
ditional dispatchers available for
any major emergency.

2. We have a 15 minute daily
in-service training for all commu-

nications officers.
3. We have an active call box

installation and maintenance pro-

gram.

4. We are very adamant about

keeping adequate records of re-
pairs and maintenance to the sys-
tem. These records helped to sub-
stantiate that we received the

same prompt service from the tele-

phone companv during a strike
situation.

Informative
To the Editor: For some time

we have been thinking of writing
to you so that we could tell you
how much we enjoy "Business In-
surance".

We find your articles to be so
very interesting and informative.
We occasionally take an issue to
our customers so that they can
better understand what is hap-
pening in the insurance world.
Some of them have subscribed and

they have commented on how
much they enjoy it.

We wonder if you could help us
with a problem. We have lost our
last issue. It was so good. It had

an article on the front page telling
how much insurance has gone up.
We want to take this out and show

it to our customers so they can see
it is an industry wide problem and
not just our agency increasing

Continued on page 18
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National Union's

ENSION
TRU

IABI
It% a fullyear ahead

ofthe others -
because there's a fullyear's

experience behind it.

Twelve months ago, National
Union was among the first -
and among the very few-to
develop a new program of
protection in response to the
Pension Reform Act of 1974.

Since then?

Pension administrators

have told us what else they
need. Leading attorneys and
brokers have told us what else

they think you should have.
And we've also benefited from

our own experience with more
than 4,000 policyholders who
turned to National Union for

this vitally important coverage.
Now we've put it all to-

gether. In a protection package
you will surely want to investi-
gate in time for Pension Reform
Year Two.

NATIONAL UNION FIRE INSURANCE COMPANY

OF PITTSBURGH, PA.
An admitted carrier in all 50 states

Dept. 130-602-56, 102 Maiden Lane,NY,,N.Y. 10005

Please send me information about your Pension Trust
Liability coverage for 1976.

Name

Title

Cnmpany

Adriregg

Ciry

4[n A Member Company of
American International Group

Approved in New York and in more than 30 other states.

We welcome inquiries from any licensed agent or broker. You don't have to be a regular producer to place business with an AIG company.

Stnte Zip
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ment 15 trying to encourage un- since the Withdrawal of the Argo- contract basis.

First hospital-owned derwriter: to provide malpractice naut Insurance Co. The insurance department has
insurance for the hospitals Federal Insurance Co, member yet to rule on premium rates the

"The department is telling un- of the Chubb & Son Group, picked captive will charge for its claims

captive formed in U.S. derwriters 'You can't lose money up coverage for Argonaut's in- made policies, but a rate of $348
by being part of the pool,' " the sureds per bed per hospital has been pro-
source commented, "but I haven't St Paul Fire & Marine Insur- posed by the Insurance Services

TRENTON, N J -A captive in- surance, it can cede 100% of the noticed any companies hning up ance Co provides coverage on a Office (ISO). The curent ISO rate
surance company and a reinsur- pure risk into the reinsurance pool to provide malpractice coverage," claims made basis for the 39 for $25,000 to $75,000 limits of
ance pool are two components of and retain that part of the premi- he added, NJHA members. coverage is $54 50 per bed for hos-
an attempted solution to the mal- mium necessary to meet expenses, Federal Insurance Co will pro- pitals in the state.
practice problems of New Jersey a source involved in establishing Indeed, the market for malprac- vide insurance company services At present, three NJHA mem-
hospitals the pool told Bustness Insurance. tice insurance for hospitals has for the NJHA captive on an ad- bers have signed binders with the

Formed by the New Jersey In effect, the insurance depart- all but disappeared in New Jersey mmistrative services only (ASO) captive for coverage. .

Hospital Assn (NJHA), the cap-
tive is providing a $1 million fund
for malpractice insurance for ltS
member hospitals that are unable
to obtain coverage in the commer-
cial market The captive is the
first hospital-owned malpractice
insurance facility in the U S

The captive, called the Health Keep insurance costs down. Come home a phone call away, because
Care Insurance Exchange, has we're headquartered right

5°Ulall:°3 12 °2%  .5,:, tothe Starsand Stripes. Competition is healthy here in the States. One call

That's why All American dealing with one person willMarch 1, however, lt iS expected

that the captive will be able to ) Marine Slip competition for give your broker all the
provide excess hmits of $1 million high-value high-risk marine answers he'll need. We save
per occurrence, and $3 million an- insurance has led to lower him time. And that can save
nual aggregate

The additional limits depend on
costs formany ofourinsureds. you money.

the activation of a reinsurance We make it easy for your But, lower costs are only

pool, made up of the approximate agent or broker to work with part of the AAMS story.
400 casualty insurance underwrit- us on overseas as well as America is working to be
ers in the state domestic risks. AAMS is only self-sufficient in oil. Doesn't

The pool was legislated into ex- 4

istence os part of New Jersey's
medical malpractice liability in-
surance act, signed by Governor
Brenden Byrne early this month

4 : .4
Under the law, all licensed cas-

ualty underwriters in the state
must belong to the pool and those
underwriters that write malprac-
tice insurance elsewhere m the
U S. can elect to provide mal-
practice insurance to any of the
N.THA's 106 member hospitals

If an underwriter volunteers to
be a provider of malpractice in-

Rapid growth
for insurer

of architects
SAN FRANCISCO-Design

Professional Insurance Co.

(DPIC), a firm offering profes-
sional liability coverage to engi-
neers and some architects, has be-
come a unit of a new holding com- . i.,..

pany set up to furnish additional ..9. 4,

capital to the rapidly growing in- .,.r·
surer

The holding company, Design
Professional Financial Corp., was ' „ 9*44
estabhshed in December, 1975, to
take control of the assets of DPIC.

Organized in 1971, DPIC has
expanded to the point where it
will probably write approximate-
ly $8 million in professional ha-
bility coverage by the end of 1976,
according to a spokesman for the

*4

new company. He said DPIC has
9-3 ,%,4policyholders in 40 states.

. ti,6,. ir+4:. ' , -, ,&:
"Most of these are engineers,

he continued, "although a pilot
,

program offering liability cover-
age to architects has been put in-
to effect in four jurisdictions
namely Callfornia, Washington,
Oregon and Hawaii.

What distinguishes DPIC from
7

other carriers is the fact that, while

ous loss control programs

/1, ht

it is a stock company, it is prin-
cipally owned by its policyholders . 93412 . 9,
who are required to pursue vigor- : Al

Some of the ways in which the ?=52

insured engineers move to protect R .A &#, ' 2 )A , S"
themselves from losses ate by 4,

creating internal testing and au- I.

diting programs, the spokesman
said

He noted that the 1nsureds
strive to become more realistic in

..

D

their relationships with their
chents, refraining, for one thing,
from promising more than they
can dellver or from exaggerating
their services



Marmon Group discloses premiums in proxy
CHICAGO-The Marmon Group

Inc. (Michigan) disclosed in a
lengthy proxy statement released
late last month that "certain com-

panies," including Marmon, in
which the Pritzker family holds
beneficial interests paid $3,777,000
in premiums for blanket property,
casualty and group insurance.

Of this amount, $2,700,000 was

I 'r, I r:r ,

it make sense for us to become

less reliant on overseas mar-

kets for marine insurance?

Right now, more than $100
million worth of marine pre-
mium on rigs is going over-
seas. In the North Sea, for

example, most of the rigs are
American, most of the insur-

ance is foreign. By bringing
even part of that premium
home to AAMS, you help cut

paid by Marmon alone, according
to the proxy statement. These
premiums were for calendar year
1974.

By using blanket coverages for
the property, casualty and group
insurance, the cost of each risk
insured is reduced "because of the

spreading of the risk," the state-
ment said. "The premium payable

America's balance of Pay-
ments deficit and strengthen
the economy.

Today, more than 220 com-
panies are using AAMS to
insure such high-value, high-
risk marine exposures as
jack-ups, semi-submersibles,
drill ships, platforms and
drilling equipment, cost-of-
control and pipelines.

We want to keep your costs

%42 +

by each insured company is de-
termined by the insurance broker

or insurance company as if such
company were independently in-
sured," it added.

The proxy also revealed that
the Pritzker family, as principal
shareholders in Marmon and other

firms, have an option to buy an

down, and we want to grow.
So we have to be better than

the competition. See for
yourself. Have your agent or
broker call the Manager, All
American Marine Slip, 80
Maiden Lane, New York, N.Y.

10038. Phone (212} 374-2667.

business insurance, February 23, 1976/17

insurance company from Cayman

Assurance Co. Ltd., "to which
premiums of approximately $1,-
140,000 were paid for the year

ended Dec. 31, 1974 by certain of
the companies referred to .. . in-
cluding $900,000 paid by Mar-
mon."

This acquisition is contingent

upon "obtaining a ruling from the

All American Marine Slip.
Ure inmaring Americah girvidli.

1, Th

S

41
.,3.-1

1»X*

Internal Revenue Service on cer-

tain income tax aspects of the ac-
quisition," said the statement.

"It is expected that in the event
such insurance company is ac-
quired," the statement continued,
'the business relations with such

companies will continue, and the
types of coverage and the amounts
of premiums may be expanded and
increased. The premiums for all
risks insured by such insurance
company are presently competitive
with those available from other

unaffiliated insurance companies,
and it is anticipated that in the
event of consummation of the ac-

quisitions, the premiums will con-
tinue to be competitive."

The Marmon proxy statement
was issued relative to the Pritzker

family's takeover and proposed
merger of Cerro Corp. and Mar-
mon into Cerro-Marmon Corp.
The proxy details plans to con-
solidate the companies and restruc-
ture the organizations. Marmon is
wholly-owned by the Pritzker
family of Chicago through their
ownership of GL Corp. All Pritz-
ker family firms are privately-
held.

Company officials declined to
disclose any further details about
the insurance programs or the
proposed acquisition of an insur-
ance company, until after Cerro
shareholders vote on the proposed
merger of the organizations. Cerro
is a publicly-held company, which
caused Marmon to abide by Se-
curities and Exchange Commission
regulations on the filing of infor-
mation related to public corpora-
tions. .

Wyatt Co.
to release

bank survey
CHICAGO-Over 3,800 banks

with a minimum of $1 million net
worth in the central U.S. were

asked to participate in a survey of
their insurance coverage by The
Wyatt Co. Results are expected to
be released in May, according to
Warren G. Brockmeier, director of
risk management services, based
here.

The data collected from the

confidential questionnaires is ex-
pected to answer questions such
as: How do your bankers blanket
bond premiums compare with oth-
ers in terms of cost per million of
deposits and cost per employe?
What are the principal causes of
loss and with what frequency can
losses of serious magnitude be ex-
pected?

The survey also asks for infor-
mation about trust department er-
rors and omissions (E&0) cover-
age and fiduciary liability insur-
ance carried.

The report will not identify par-
ticipating banks in the 17 North
Central and South Central states
surveyed.

The Wyatt Co. has surveyed ma-
jor corporations for the last three
years concerning their directors'
and officers' insurance. •

Storm damage
The storm which swept up the

East Coast early this month caused
insured damages estimated at $4.2

million, according to the Property
Claims Services of the American

Insurance Assn. Wind, ice and
freezing snow caused $1.5 million

damages in New Jersey. Other
losses included: $900,000 in North
Carolina, $750,000 each in Maine
and Massachusetts and $300,000

spread throughout Connecticut,
Delaware, the District of Colum-
bia, Maryland, New Hampshire,

New York, Rhode Island and Vir-
ginia.
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SURVEYORS--APPRAISERS--ADJUSTERS

Drilling Rigs, Commercial Hulls, Offshore Structures

MATTHEWS-DANIEL
n /DPT<-"K na

COMPANY

Ofm R«««jpo. BOX2ULFH 1.EmT:7];
TELEPHONE (713) 644-1633

TELEX 77-5237

letters

Continued #om page 14
their premiums. This is the Janu-
ary 12th issue. Could you please

send us three copies?
Wally Peck

Editor's note: The issues are on

their way.

Broker-consultants
To the Editor:

Mr. David Warren's illustration

on the conflict of interest problem
in your January 26 letters column

was most intriguing, but I do not
consider it pertinent to the issue.
I do not believe that many broker-

consultants around the company
will be employed by an insurer to
do any kind of job, much less one
for a "client", whom I assume to

mean a policyholder. However,
should that unlikely event occur to
me, it would certainly not affect
my determinations during simul-
taneous or subsequent evaluations
of another program including poli-
cies of the insurer.

For one thing, it is seldom that
a given company writes the whole
of an insurance program unless it

is a direct writing company with
salaried salespeople, and we can
safely assume they will not em-

Everybody'$ FBO. Russ Miller is the current chair-

man of NATA, the National Air Transportation Associations. O That figures, because he is also
founder and president of AirKaman, Inc., a $20-million-a-year aviation service organization that
is all things to all customers at Windsor Locks, Connecticut; Omaha, Nebraska and Jacksonville,
Florida. AirKaman offers support services for everything from a single-engine Beech Sundowner
to an airline Lockheed 1011. O Russ learned a lot about coping with risks during WWII and the
Korean War when hewas flyingeverything from 8-24'sto F -100's. He wants his widespread opera-
tions covered by people who understand the inherent safeguards as well as the risks of his busi-
ness. That's why he has insured with USAIG since his opening in 1961. 0"They are pros. They
sometimes seem hard-nosed about a few of our exposures, but that's really because they're
interested in our protection.They have always proven fair. And their reaction to claims is immedi-
ate." O Two pros working together: AirKaman, everybody's FBO; USAIG, everybody's insurer.

USSI I G unmo sm,Es mncilmT msumincE sm,up
NEW YORK · ATLANTA · BOSTON · CHICAGO - TOLEDO · OALLAS · OENVER · HOUSTON · LOS ANGELES · SAN FRANCISCO
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ploy a broker-consultant with di-
ametral interests to critique one of

their programs. Under other cir-
cumstances, the broker of record

has usually determined the needs
of the insured, and the company
has written policies as specified by
the broker, although the under-
writers may have made some sug-
gestions. Adverse findings relating
to the specifications would reflect
on the broker, not the company,

and should limitations of coverage
be the negative factor, the con-
sultant would have to so state. The

fact that you may or may not like

a given insurer does not alter pol-
icy wording and the need for pro-
fessionalism.

William W. Dintleman, CPOU

Associated Underwriters Inc.,
St. Louis, Mo.

Morality cover?
To the Editor: Our congratula-

tions to you for publicizing on page
20 of your January 12th, issue, the
information for buyers in connec-
tion with the Frelinghuisen Live
Stock Agency, Inc. It is always a
pleasure to read about new prod-

ucts and this agency, along with
thousands of others, I am sure,
have never head of live stock mor-

ality insurance.
It is great to know that there

are coverages available in a tight-
ened market, which can be placed
for clients.

Philip J. Braun

Editork note: That's probably

the most interesting typographical
error we've ever had in Business

Insurance. It should have been

'livestock mortality' for those read-
ers who hadn't guessed.

NCR liability
account to

direct writer
CHICAGO-National Cash Reg-

ister Co. (NCR), Dayton, Oh.,
switched insurance carriers for at

least part of its casualty program,
involving some $2 million a year

in premiums, Business Insurance
learned fronn highly reliable

sources.

The largely workers' compen-
sation and general liability account
is now being underwritten direct-
ly by Liberty Mutual Insurance
Co. Previously, the coverage was
placed with Continental Insurance
Co., New York, through the office
here of broker, Marsh & McLen-
nan Inc.

Marsh & McI,ennan reportedly
remains NCR's broker for other
coverages, however.

None of the principals involved
-NCR, Liberty Mutual or Marsh
& McLennan-would comment of-

ficially on the matter. The official
reason for the account change was
not learned. But indications from
insurance industry sources were

that Liberty Mutual's premium
quote afforded National Cash Reg-
ister substantial cost savings, al-
lowing the direct writer to pick up
the account. Liberty Mutual has
also reportedly bid successfully on
several other large corporate cas-
ualty accounts in recent months,
at a time when other casualty in-
surance companies have been pull-
ing back from commercial liabili-
ty risks. .

Broker buys London firm
Handsel Services Corp., New

York-based general insurance
brokers, specializing in marine in-
surance, acquired Cockrill Leeds
International Ltd., a London-
based adjusting firm. The marine
adjusting business will now be
handled under a new name of

Handsel Adjusting Services Ltd.



Give me one gopd
in 1976!

A message to American business from Crain Communications Inc., publishersof Advertising Age, Automotive News, Business Insurance, Industrial Marketing,
Pensions & Investments, and American Trade Magazines.

It you would like reprints of this ad, or original artwork for use in your own publications, please contact:Ranee Crain, President, Crain Communications Inc., 740 Rush Street, Chicago, Illinois 60611. Telephone: (312) 649-5201.
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1. Group Life Insurance
Booklet shows how

to boost employee
benefits with pre4ax
dollars.
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2. Group Survivor Bene-
fits and Life Brochure 0

explains insurance
tailored to individual

needs

free booklets can

 Right , 41
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4. Prudential's PruDental

Brochure helps you
control your companys
dental insurance costs.
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5. Major Medical Insur-
ance Folder presents a
simplified plan with

options employees can
like and understand.
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3. Personal Accident
Insurance Booklet

details the options that
help you design a
benefit plan.

44, 6. Accident and Sickness
_ . 1

Insurance Brochure

4.:,'-- clarifies short-term
62'Ap*4 4 , <*A cisability needs and
8 '*'.4 3-4 benefits.
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reduce you'r company"s
/7. Long-Term lisability Folder

 shows how companies
\ ca 7 minimize the

r-\ f. cost of extended
employee

disability.
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8.Claim Dis-

bursement and

Record System
describes a way
claims are

handled quickly
and benefits

coordinated.

insurance Costs?
r

Any of these informative
brochures are yours
for the asking, with no
obligation to buy anything.
Just use the convenient

coupon.

Prudential 
Groupinsunce L

9. Spectrum of
Life Insurance

Plans is

designed
specifically for
credit unions.

Director, Group Insurance, PRUDENTIAL
3 Plaza Building, Drawer 84, Newark, N.J. 07101

Please send me the free brochure(s) checked. (A Prudential representative
will be availiible to you to provide additional information.)

01 02 03 04 05 06 07 08 09Name 1
Title

Company

AddreRR 
City 4 State 7ip
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PERSPECTIVE

Assessing a captive's
potential value as a
financial control tool:

Tax expert's opinion
By MARIANNE SURGE, partner

Price Waterhouse & Co.

THE HEYDAY OF setting up captiveinsurance companies was in the early
'7Os. Since then, the IRS has dampened the
ardor of some people, but I still receive
many calls from major companies who
want to explore the feasibility of establish-
ing their own insurance subsidiary and I
am sure that you as consultants also are
asked to evaluate the practicability of a
captive for a client. So you might be in-
terested to know how I respond as a con-
sultant on the financial and tax side rather

than the insurance side which is your spe-
cialty. Am I selling or unselling the cap-
tive insurance concept?

My approach is to ask for certain basic
information about a company and to advise
according to their circumstances. If I see
some of the following features, I would
suggest a captive might be useful:

A captive could be useful if the company
has substantial foreign operations. A good
premium level for foreign risks would be a

minimum requirement for a wholly-owned
captive because the U.S. tax rules at their
best are not too helpful in purely domestic
risks.

A captive could be feasible if the com-
pany is large enough to generate premi-

urns (preferably foreign) of at least $500,-
000. Otherwise, the running expenses are
too large to warrant the effort.

A captive could be essential if there is
a lack of capacity in the regular insurance
market or a possibility that the regular
market might disappear altogether, as in
the case of malpractice insurance or if cer-
tain coverages are not available at all in
the market. By building up reserves in its
own captive, the corporation will have
some capacity of its own when the outside
market becomes too expensive or thin.

A captive should be considered when
there is a substantial increase in premiums
and deductibles. Through a captive it may
be possible to reduce premium expense.
This could be done by using the captive to
insure directly in the reinsurance market,
recapturing commissions, or simply by buy-
ing worldwide insurance in bulk as op-
posed to each subsidary buying its own.

A captive could be a useful tool for the
risk manager who wants to improve the
loss prevention techniques for his company
and who wants to do this on a worldwide

basis. This could be different in a multi-

national group where the subsidiaries have
a fair amount of autonomy. By using a
separate entity for the risk management
function worldwide, you have separated to

VA¢IN CoMPAN&15 51ARI GOING r A({SMY C AN 1 WORD 10 IEAVE1,411# *MFIO¥*t *[N[* ITS FAR BtluND

some extent the insurance function from

the parent company.
A captive could have many financial ad-

vantages. The premiums remain within the
group and thus enhance the group's finan-
cial statements. With respect to the cap-
tive's retained risks, its overheads and ex-
penses are lower than a regular insurance
company and thus more of the premium
dollar is kept by the group. The captive
also retains the investment income on its

reserves and unearned premiums.
Very significant tax advantages can be

obtained if the circumstances are right and
if the Internal Revenue Service does not

succeed in its attacks on the captive con-
cept. which I am going to discuss in some
detail. If the foreign affiliates pay premi-
ums to the captive, and those premiums
are considered deductible for foreign tax
purposes, then savings of foreign taxes
can be achieved. This is very useful for
mos: multinationals, because they can
credit against their U.S. income.

So, without going into too much technical
detail as to how the foreign tax credit sys-
tem works and how it is being whittled
away by the IRS and by proposed legisla-

tion in Washington, I would like to em-
phasize the importance to a multinational
group of reducing its foreign taxes.

Another related advantage of a captive

might be the use of premiums as a way of
repatriating funds out of subsidiaries in
countries which have limitations on the
dividends that can be paid to foreign par-
ent companies. However, there are con-

to reduce foreign taxes is that the IRS has
in recent years decided to treat the pay-

were a dividend from the foreign subsid-
iary to the U.S. parent. This dividend
would be taxable, but a foreign tax credit
would be allowed against the U.S. tax.

insure U.S. risks. But the advantages from
a tax standpoint are limited, even if the

F rules, the net income of a captive incor-
porated outside the U.S. is taxable as if it

willing!) it also pays tax on the net in-
come of the captive. Thus only the reserves

be multinationals which have so much ex-
cess foreign tax credit that they can offset
these credits against the U.S. tax on the
U.S. risk income of the captive.

Before discussing the tax picture in more

company that should probably not consider
a captive is a U.S. corporation with little
or no foreign activities and a low premium
volume. If such a company feels the need
for something like a captive to cover dif-
ficult-to-place risks or to build up taxfree
reserves, they should consider the possi-
bility of joining with others in an associa-
tion captive or industry captive. •

Marianne Burge, a leading ex-
pert in international taxation mat-

ters, is the author of all the mater-
ial on these two pages. She de-
livered her remarks at a meeting
of the Insurance Consultants' So-
ciety, in a speech on the current
status of captive insurers.

The IRS's view of a captive during an audit
T APPEARS TO ME from what I haveseen and heard, that the IRS is in fact
pursuing its audit instructions. Many of
the captives which were set up in the
early-'7Os are now under IRS audit along
with the audits of the parent companies. A
fairly consistent pattern is beginning to
emerge.

In sonne cases the agent had started the
audit with numerous questions, appro-
priate to the audit process. For example,
they asked for information about how the
company was operating, asked for copies of
policies and binders, asked for correspond-
ence with the insurers concerning the poli-
cies, asked to see evidence that foreign af-
filiates were being charged for their share
of the premiums where applicable. How-
ever, at some point in the audit, the agent
would generally make it clear that the an-
swers to these questions were not really
relevant to the case because the premiums
would have to be disallowed anyway under
their instructions.

The most common adjustment proposed
by the agents is the disallowance of the
premium on the U.S. risks. Where the cap-
tive is reinsured, only the net premium is
disallowed and the portion which goes to
the outside insurer by whatever route is
allowed, there were differences in the
treatment of losses. In some cases the pre-
mium is netted against loss claims and the
net disallowed.

The treatment of foreign risk premiums
paid by foreign subsidiaries varies. In some
cases the agents have not followed the man-
ual supplement procedure which requires
them to treat such payments as dividends.
However, in many if not most cases the
premiums paid to the captive by the for-
eign subsidiary are being treated as divi-

dends and as contributions to the capital of
the captive.

The treatment by agents of investment
income of the captive is not too clear. To
the extent it is attributable to U.S. risks

I would expect it to be treated as taxable
to the U.S. parent under the Subpart F
rules, although I know that some people
hoped that this was not the rule, since it

is not entirely clear in the law.
I have the impression that in some cases

the agents do not seek to treat the invest-
ment income as taxable, and in many cases
the amounts involved are not large. In this
connection, I might mention that not many

captives are pursuing a very aggressive or
active investment policy and I even won-

der whether some captives were receiving

CHART 1.

NORMAL TAX RULES

U.S. PARENT
CAPTIVE

INSURANCE COMPANY 1/
:

. 1

/
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Income statement ,.....

losses 50 net premium 100
expenses 10 investment
net income 60 income 20

120 120

Balance sheet

investrnents 180 capital 120

earnings and
profits 60

180 180

Tax treatment

(1) U.S. parent deducts premium 70
(2) Loss recoveries 50

(3) Subpart F income on U.S. risks: 27

underwriting 70-50 20
investment 70 x (20-10) 7

100

their-premiums somewhat late in the year,
so that their funds available for invest-

ment would be kept to the minimum.
Many smaller captives seem to keep their

cash in the bank or in certificates of de-

posit and use these deposits to satisfy com-

pensating balance requirements of the
parent company.

If the agent disallows the premium, what
happens to the captive's income statement

and what happens to its expenses? All the
supplement says is that the U.S. payer will
not be able to deduct the premium. It does

not nullify the receipt of the money by the
captive and the question is, how do you
categorize that money.

Ikt's look at some numbers to see how

the captive's results would look for U.S.
tax purposes if the IRS pursues its ap-
proach. Example I shows that we would
expect the premiums of 100 to be treated
as income of the captive and payments of
losses to be treated as loss recoveries. The

foreign risk income is retained as nontax-

able earnings and profits by the captive,
and the U.S. risk underwriting and in-

vestment income is treated as Subpart F
income and taxable, even though the earn-

ings remain in Bermuda.
Under Example II, the IRS has said that

the payments are not for insurance pro-

vided to the payer. Since the captive has
received them without providing anything
in exchange, the payment must constitute
a gift, which in corporate language is called
a contribution to capital. Of course, I am

talking now of the financial statements as
recorded for U.S. tax purposes. None of
this would be reflected on the actual books.

The net result is that the premium is
disallowed in the U.S., the investment in-

Continued on following page
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IRS has thumbs down' view of captives
W HEN AUS CORPORATION which surance companies should be treated on directed to the US parent It looked as if a ruling might have been

is not itself an insurance company audit They required that the issues listed Thus, since January 1972 we have been requested by a food producer with opera-
sets up a reserve for self-insurance, it is be raised for all open years and that they warning that the IRS would not treat tions throughout the world The company
not treated as a tax-deductible expense be raised as early as possible in the life the payments of premiums to an affiliated had set up a captive in Bermuda to insure
under the Internal Revenue Code, because of the captive in order "to establish a strong insurance company as a premium on the the world-wide risks and the facts spect-
it does not represent an expense or loss litigative position" The agent's reports grounds that there lS no shifting of risks fied that the captive had not accepted ''sub-
actually incurred No deduction is allowed must be sent to the IRS national office The to a third party. We have also been wai n- stantial risks from outside parties The
for losses until such time as the amount instructions require the agent to pursue the ing that the agents would not be per- "phantom" ruling, as we called lt at the
of the loss can be determined On the other issues listed and do not give him any mitted to listen to arguments and reason- time, held that the premiums were not
hand if a premium is paid to an insurance authority to settle on the basis of specific ing or. the subject, out are required to pur- deductible because .no element of risk-

company, the premium is tax-deductible as facts or circumstances In other words, al- sue the 1SSUe, report cases to the national shirting or risk distributing from the af-
an expense incurred in the ordinary course though the agent may in the coLrse of his office, with a view to finding suitable cases filated group has occurred"
of business. audit ask the usual questions to determine for litigation The phantom ruling states that the con-

When you set up an insurance subsidiary how the company operates, in practice the Since the issue of the manual supple- Clusion is equally applicable to a domestic
to insure risks which might otherwise be answers are not really relevant *n settling ment, there have been various rumors that captlve, which seemed to take care of any
insured with an unrelated Insurer you the audit The agent's hands are bound the IRS was about to issue a ruling on the hopes of better treatment for Colorado cap-
would expect to obtain the same tax treat- subJect A published ruling is the inter- tives
ment as when you pay a premium to an The main thrust of the manual supple- pretat.on of the Internal Revenue Service
unrelated company This lS really the key ment is that payments to a captive consti- of the tax law as it applies to given set of Assuming that this document did eman-
issue which we have we want payments tute self-insurance, and self-reinsurance circumstances A published ruling is gen- ate from somewhere m the IRS, you can
to our insurance subsidiaries to be treated does not meet the requirement of shifting eraliy issued after a taxpayer has asked for see what I mean about the IRS attitude,
in the same way as payments to outside in- of risk to third parties Consequently, any private ruling on a transaction or proposed namely that they have an uneasy feeling
surers The Internal Revenue Service takes premium which is retained by the captive, transaction If the IRS considers the sub- that the whole thing 15 a tax gimmick,
the position that these payments are going whether paid by aUS or foreign affiliate, ject to be of general importance and in- they don't think it is insurance, but they
from one pocket to another m the corporate whether paid through the intermediary of terest, it will officially publish a private cannot quite put their finger on an objec-
group and are more akin to self-insurance a regular insurer or directly, is a self-in- ruling, taking out the names and any facts tive argument The writer makes the point
reserves than to insurance premiums surance expense The U S tax treatment which are extraneous that he does not wish to comment on the

of the premium residing in the captive will tax consequences if the captive insures sub-
A second important tax feature of a cap- depend on who pays the premium A ruling does not change the law, it is stantial outside risks, nor do they comment

tive insurance company is that it is hardly If the premium is paid by the U S par- merely interpretative and the interpreta- on companies owned by unrelated share-
ever set up as aUS corporation, because ent, the expense lS to be disallowed on the tion can be overturned by the courts How- holders
of the costs and difficulties m qualifying grounds that self-insurance 15 not deduc- ever, in the case of the captives, many peo- So we are not dealing with "profit-cen-
under state insurance law Bermuda has tible ple were concerned that an unfavourable ter captives, where non-captive business
generally been selected as a place of in- If the premiums are paid by a foreign ruling would damage the operations of lS substantial And we are not dealing with
corporation, because it has been an insur- affiliate, they are to be ti eated as dividends many existing captives, which Included association captives Since that time I be-
ance center for many decades and the received by the U S parent and as loans many vei y old and substantial insurance heve a number of captives have joined
necessary management and reinsurance advanced to the captive subsidiaries. pools and sought some outside business I
services can be found there Bermuda im- Another approach suggested is that the At some time in 1973 or 1974, a docu- don't know how much one would need to
poses no income taxes so the earnings of a payments are not at arm's length and that ment started to circulate which looked very make lt sufficiently "substantial" to con-
Bermuda insurance company are not sub- under Section 482 commissions should be much like the draft of a ruling on captives stitute a distribution of risks
Ject to income tax there Thus the tax ad-
vantages of using a Bermuda captive as op-
posed to self-insurance are that a tax de-
duction can be obtained for the premium
and the earnings of the insurance subsid- is not merely "another pocket" of the par- that there lS a "distribution of risks"
iary can be accumulated for future losses
without reduction by income taxes

IRS audit ... ent company. through a geographical spread of risks

• The winner will be adequately cap- The assumption of outside risks seems

These advantages are generally limited italized in relation to the risks assumed to influence the thinking of the IRS, al-

when the risks insured are located in the Contlnued from preced,ng page • The captive should deal with ltS af- though I don't know how significant this

U S. Under the so-called Subpart F rules, come of the captive is taxed to the U S filiates on arm's length terms and any will be to a court I believe the courts will
any net underwriting profits and invest- parent one way or another and the premi- commissions for directing business to it have to decide on the basic issue of wheth-
ment income which are attributable to U S um paid by the foreign subsidiary is sub- should oe reflected. er an affiliate can or cannot provide in-
risks are treated as if they were a dividend Ject to U S tax as a dividend The foreign • The captive should be able to show surance coveiage to its affiliates

received from the Bermuda company and tax savings from the foreign premium de-
subject to US tax. In addition, there is an duction could be reduced by reducing the
excise tax of 1 percent on reinsurance pre- foreign tax credit.

miums for U S. risks which are paid to for- The overall result of these adJustments

eign insurance company Some U S cor- is that the captive iS treated as a "non- U.S PARENT 
porations who pay substantial foreign taxes entity". CAPTIVE

abroad can however offset other foreign The parent companies of captives are in INSURANCE COMPANY /
 0.0  30 constructivetaxes against the Bermuda income from general not settling the audits on this is-

U S risks, under the rules of the foreign sue, because lt lS known that the issue Will
\ \ \ dividend

tax credit. be litigated I understand that one of the

As regards foreign risks, the premiums larger captives has a tax case docketed in
on these are normally paid by the foreign the Tax Court that will be heard shortly.
affihates whose risks they are and so no Thus, the issue is whether the premiums
U S tax deduction is claimed The deduc- paid by the foreign subsidiaries are to be FOREIGN

CIC
tion would be claimed by the foreign af- treated as constructive dividends to the 70 SUBSIDIARY

filate In some cases the U S. parent pays U S parent This would seem to be a better 50

the premium on a worldwide policy, but situation than that of a company which is
in that case, the foreign subsidiaries should insuring purely U S. risks and lt is fortu- Revised income statement

reimburse the U S parent for the allocated nate perhaps that a case which looks favor-
expenses 10 1 investmentamount As far as foreign risks are con- able to the taxpayer will be heard first.
net income 10 income 20

cerned, the Bermuda insurance company
is permitted to accumulate the net under- When you litigate a lot depends on the 20 1 20 / 30 contribution to

writing income and investment income in fact situation which is presented to the capital
Revised balance

Bermuda without the payment of U S tax- Judge If I were asked to give some gen-
es until such time as the earnings are eral advice as to how a company with a Investments 180 capital 120

repatriated to the U S captive should proceed while the situation additional

is as unclear as at present, I would say paid in
capitalAlthough most captives were formed for that you should try to present a gcod fact 100 1

a variety of business reasons, nevertheless picture Here are some of the points one 220

there were available in addition these tax would try to demonstrate: earnings & CHART 2.
advantages which I have Just enumerated. • The CIC lS a separate entity. char- profits 10 IRS AUDIT APPROACH
Since the business reasons were not always tered to transact insurance business. 230
easy to understand by those who were not • The regulations in its Jurisdiction of
familiar with insurance markets and prac- incorporation may require it to maintain a distribution

tlces, there were some people at the IRS minimum capital (e g, Bermuda) and re- to share

who felt that the captives were basically serves. holder -50 ---
tax-motivated. I beheve the IRS became • The CIC has separate management, 180 180

concerned by the proliferation of captives often a management company, which Is
in 1970 and 1971 In January 1972 the In- obligated to operate the CIC as an insur- Tax treatment

ternal Revenue Service issued new instruc- ance company
(1) Disallow premium deduction to U S parent 70

tions to its agents on the auditing of cap- • Surplus can only be made available to

tive off-shore insurance companies These the parent by dividend and if management (2) Treat premium as contribution to capital of CIC 70

(3) Treat premium paid by foreign subsidiary as constructive dividend 30
instructions were issued as a manual sup- appropriates the earnings for loss claims,

plement which in those days, before the dividends would not generally be payable. (4) Treat premium paid by foreign subsidiary as contribution to

Freedom of Information Act, were confi- • The investments representing reserves capital of CIC 30

(5) Foreign sibs,diary's earnings are increased for US foreign tax credit 30dential and not available to the public are held by a separate entity with respon-
(6) Net income of CIC Is treated as either Subpart F income or asHowever, copies of this manual supplement sibilities and cannot be used for general

constructive dividend to the extent of earnings and profits 10
did become available and circulated very corporate purposes of the parent company.
quickly. • Thus, the winner in a fight will be (7) Remaining payments for loss recovery (50-10) is treated as return

of capital 40
The instructions had several features able to demonstrate that the insurance sub-

They specified how captive offshore in- sidiary has independent management and
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Place product liability coverage more carefully
By BERNARD DAENZER products liability over the last 10 and technical knowledge in the could act. Once this happens the

years has been placed rather cas- field? Can the product be made line may become marketless espe-
Editor's note: This is the second ually. If the company underwrit- more safe within the current state cially under present conditions.

part Of a two-part series which ers were not asking too many of the art? What are the attitudes
began in the Feb. 9 issue of Busi- questions, why should an agent or of top management in this regard?
ness Insurance. broker spend an inordinate amount

UNFORTUNATELY, a lot of of time in fact gathering? If he
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gave too much information, the
underwriter might refer it to the
home office or turn it down.

With the tightening of the mar-
ket we are back to rigid place-
nnent rules. Many a brokerage
firm now selects one person inter-

nally who is going to be the ex-
pert on products and knows the
right questions to ask. There is no
point in going back to the client
15 times for more and more addi-

tional information, whether on a
new placement or a renewal, if the
full story is not gotten the first
time around.

The advantage of a detailed ap-

plication form and some guide
lines in the office for product lia-
bility proposals is that the agent
or broker can start on his risk

management control devices at the
same time he is doing his fact

gathering. The insured learns what
he has to look out for as the right
questions are asked for under-
writing purposes. If there is a big
danger area, you can zero in on
that one problern and work on it
before some company tells you to
work on it.

In making up your products lia-
bility submission to underwriters,
consider the following factors:

Background information

In addition to current corporate
names and trade names, financial
information, age of the business,
also give prior names and business
conducted then, plus all informa-
tion on mergers and acquisitions.
Consider where the manufacturer

stands in his field: Has he a repu-
tation for keeping abreast and in-
formed on the standards and cus-

toms practiced in his field? What
are the current levels of scientific

I ...

Locations

In addition to going into where
the factories are located, the stor-
age points and the distribution

points, give some idea of sanita-
tion and neatness standards, what
are the chances of foreign sub-

stances being introduced, what is
the caliber of the employes-any
minority groups, any race prob-
lems where there would be seri-

ous problems about supervision

and control, what is done to avoid
conflicts.

Description of products
In addition to a complete de-

scription of each product and its
components, recognize the fact that
your underwriters in the compa-
nies are lay people. Technical de-
scriptions which include highly
sophisticated jargon peculiar to the
industry should be interpreted by
an engineer or some evaluation
made by outside testing compa-
nies so that the key dangers are
quickly known. There can be no
secrets in this; all the pluses and
minuses must come out for each

product. There isn't time to make
it a guessing game.

Even though you expect to get
a broad American products word-
ing, there should be an under-
standing that any material changes
in the products will be reported.
There have been very serious cases
where corners have been cut in

mid-production and the substitute
material has produced a long run
of losses before the underwriter

Maybe what he:akes home in his brieicase isn work.

His employees respect him. His co-
workers consider him conscientious.

He's a good father and a good
husband. He's the average embezzler.

How do you stop him? It isn't easy.
But you can protect your company

from a damaging loss with adequate
Honesty Insurance from F&D.  jj Fidelity and
Ask your agent or broker to get you , 1-4 Deposit Co.
all the facts about F&D's Honesty
Insurance. Do it before everyone Nation's leading bonding experts

goes home tonight. Baltimore, Maryland 21203 

Functions performed by insured

Here you will normally give in-
formation as to whether or not the

insured manufactures the com-

plete product, any components he
purchases, whether he assembles

the product. If suppliers are held
harmless, copies of such contracts
are needed. If the supplier is '
financially related to the insured,
this must be fully explained.

The pyramiding of limits of lia-
bility in any suit brought against
the main manufacturer and the

component manufacturer is a seri-
ous problem to the liability un-
derwriter and to the reinsurance

companies. This became a fantas-
tic problem in aircraft products.

A real breakthrough has taken
place with respect to the Concorde.
This is the first craft where sub-

contractors and suppliers coverage
for products liability was all put
into one package deal for the
manufacturer of the aircraft itself.

It follows the same wrap-up prin-
ciple in large proj ects for con-
tractors, eliminates the mad world
of internecine warfare, of cross-
liabilities in subrogation. It stops
the nightmare of pyramiding'lim-
its for the insurance industry. It
may be that in other large and
inherently dangerous products, a
similar approach may have to be
made.

Keep in mind that if the insured
maintains or services the product,
then the standard written service

contract and receipts from this
source must be presented. Be very
clear as to what products are dis-
tributed in bulk to wholesalers

without being put in any original
containers and what products are
distributed in original containers
for direct consumption by the con-
sumer. If the product has to be
installed, is the original installa-
tion of the product made by the
insured or his employees? If the
installer is someone else, does he
supply any parts? Is there a con-
tractual relationship between the
installer and the manufacturer?

Design review

This should not only be for the
review of all new products prior
to sale, but the re-evaluation of

designs of existing products, espe-
cially in the light of today's stan-
dards and codes. Is there a speci-
fic review committee which in-

cludes people from manufacturing,

engineering, sales, legal and the
finance division? Does the design
review take into consideration not

only the intended use of the prod-
uct but also possible misuse of the
product? How may a loss occur

during transportation? How may
a loss occur during disposal? What
can happen in storage? How can
the product deteriorate? What is
the design life and what can hap-

pen after the intended design life
is ended? What is the company's
philosophy with respect to prod-
uct design? Is it a formalized poli-
cy in writing and published? Does
the company help in establishing
"all industry" standards and codes
of design? Are all inherent uncon-

trolled hazards clearly identified?

Quality control

The underwriter will want a

brief outline of such procedures.
Is quality control separate from

manufacturing? If there are out-
side testing programs, these should
be fully documented and made
available for claim department
use. This would include any check
of components by outside sources.
Records have to be kept forever in

this business. Microfilming may be
necessary, especially where there
is a long life to the products man-
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ufactured. done to give clear explanations, and the actual vendor regardless of there is local cover, a backup DIC ment parts
There must be a complete in- diagrams, instructions, serial num- who may be at fault may be needed in one worldwide If your insured is an importer

ventory of shipments and deliver- bers, identification plates, to avoid If there are foreign sales, al- cover The excess and surplus lines of products into the United States,
ies to consignees with serial num- consumer unhappiness and initial ways advise your client that the product liability underwriter has these sales will have to be broken
bers, batch numbers, invoices, so bad responseg standard cover only applies to to look at the whole risk and more down with very full Information
that the date of manufacture of If the insured holds dealers or suits in the United States and often now on a world wide basis. as to the manufacturer or supplier
each product can be identified by distributors harmless, copies of the Canada If your client sells here and what efforts have been made
the numbers used It is frustrating forms are required The vendors and the product gets outside the Sales figures in the country of origin to comply
if the insurance company cannot can be included in the manufac- United States, then there is the A breakdown is needed for sales with the safety standards in the
identify the supplier of the com- turers policy but only subject to same protection if the suit is and number of units by principal United States.
ponent because of no records, even the same policy conditions, so that brought in the United States or product Normally these have to A recent ruling of the Consumer
though there lS a third party who expressed warranties unauthoriz- Canada The policy does not cover be broken for the last five years. Product Safety Commission has
should be paying the claim and ed by the manufacturer are ex- suits actually made outside the In some cases where there is con- made the importers responsible
not the insurance company's in- cluded, sale or distribution for pur- USA or Canada siderable longevity to products, a for any merchandise brought into
sured Samples must be retained poses unauthorized by the named Once you get outside of the breakdown may be needed for a the United States Since the im-
from the quality control proce- insured are excluded, any changes, United States there is no such longer period It is very important porter is the one who determines
dures Old instruction and opera- any failure to make an inspection thing at all as a standard products that information be given as to which foreign products will be
tion manuals cannot be thrown or a test, any vendor's acts of ser- liability policy There are indi- what products are no longer man- shipped in, he is the one the Con-
away on products which stay alive vicing are excluded It could be vidual wordings in each country. ufactured so that the information sumer Product Safety Commission
over the years. that some claim arises from the re- Some of the Common Market com- on sales of these are given for the says should bear the responsibility

packaging or relabeling by the ul- panies have some code hability underwriter to get an idea as to He will have to do everything
Distribution system timate vendor With such gaps the provisions with all kinds of ex- how much is still in the market which a manufacturer would

First of all, the underwriter is vendor needs either a DIC prod- clusions with respect to willful place and exposed to loss. have to do with respect to tests, in-
interested in the percentage dis- ucts liability policy or he avoids acts of directors or foremen, re- A projection should be given as spections, warnings, distribution,
tribution of the product by area- any described acts that would put strictions on loss of use coverage to what products are to be mar- etc This class of products liability
east coast, west coast, southwest, in peril his cover. Remember that There is a question of what trig- keted during the next twelve will become very difficult to pro-
southeast, midwest, foreign Then products recall may be wntten for gers the foreign coverage, the error months and what projections vide insurance for
how does the product reach the the benefit of the manufacturer or omission or the claim made. If there are for the sale of replace- Continued on page 26
public? Is it through a distributor,
a dealer, multiple vendors, the in-
sured's own sales force? Are there
conditional sales contracts which

could trigger a collection problem? The most up-to-date "how to do it" working tool for financial 1
Just as in malpractice the bill can
be the cause for the allegation of officers, risk and insurance managers of corporations, and
a defect in the product

What has been done by the others involved in the field of risk and insurance management
company to get a proper attitude
in the sales people so that they are
fully armed with knowledge of the
products potentials, proper use or
misuse, instructions, warnings.? risk mamagement
What has been done about the

proper attitude between the man-
ufacturing division and the sales reports from bUSiness insurance
divisionp There are terrible ex-

amples of the seller blaming the
Risk Management Reports are published bimonthly by Business and their staff-who are risk management consultants-with bothmanufacturer and the manufactur-
Insurance and cover-In-depth-subjects pertaining to the following large and small companies and institutions in the U S and abroader blaming the sales division which

only creates more public harm four major risk management categories
The editor of Risk Management Reports is H Felix Kloman. pres,-

What has been done to avoid • Exposure Identification/Risk Analysis • Risk Control
dent of his own consulting firm. Risk Planning Group. assisted by

over-selling, over-enthusiasm, un- • Risk Management Administration • Risk Finance
Myrna S Briskin. assistant editor. and an editorial advisory board in-

restrained puffing, so that such Each report is preceded by a Current Comment section with notes on cluding the following experts Thomas G Briggin. Risk Planning
terms as: tamper proof, compre- ideas and subjects of current interest The format os 8'h" x 11" Group. Edgar S Clark. Alexander & Alexander. Jean-Paul Decot-
hensive, completely, totally, fully, looseleaf. three hole punched. for ease of filing in an attractive loose- tignies. Risk Factoring.SarL. Peter Downes. American Trading &
entirely-are reognized as being leaf binder which will be mailed to subscribers with their first report A Production Corporation, Paul B Ingrey, Prudential Remsurance Com-

out in today's consumer world, cumulative index Is prepared annually and the length of each report Is pany. Peter Law. U S industries. Stanley R Tarr, Rutgers University.
The underwriter will want copies 30 to 40 pages, permitting thorough analysis of each particular sub- Stefan J Valovic. Kaiser Aluminum & Chemical Corporation Other

of all sales material, labels, in- lect Emphasis Is placed on developing practical working tools for the experts from insurance companies. b'okers and safety consultants will.
structions, brochures, guarantees, risk manager. drawn largely from the continuing contacts of the writers from time to time. participate in the preparation of specific reports
contracts of performance, contain-
er items, precautions, restrictions, Among the many different subjects to be treated individually by
package inserts. forthcoming Risk Management Reports are the following:

What has been done to simplify
• Captive Insurance Companies. An annual review of captive management processi Identification of potential hazards Howlanguage for the reading ability of

the consumer" What has been done insurance companies with an up-dated list of captives and their should they be coveredi

to consider other languages spoken parents Review of captive management companies in Bermuda 0 The Risk Management Function in Management Given the
in the trade area: What has been Trends In the captive marketplace evolution of the risk management function-from clerk to buyer to

• Self-insurance of Workers' Compensation Reasons for this manager-where should today's risk manager belong in the

growing trend A complete review of the regulations in each of the organization of his company7 Who should he report to and who

50 states Identification of those firms capable of assisting in claims should report to himi What administrative scope should his function
administration encompass, 4

HOW TO ORDER 0 Risk Management Cost Allocation An effective risk management
• Internat,onal Risk Management-ex-Europe Survey of risk program should be understood and implemented at the operating

B. I. REPRINTS management developments In Asia. Africa and South America unit level How do you allocate 'cost-of-risk" to the responsible
0 Natural Hazards How do you factor natural hazards into the risk operating uniti Cost allocation as a function of risk control

Readers may now order low
cost reprints of crrticles that Subjects covered by past Reports include the following:

appeared in BUSINESS IN- 0 Corporate Social Responsibility Is it more than a charitable cycles, capacities. cash flow, etc What is the capacity and cost
SURANCE diredy from this contributioni Is it compatible with the corporate balance sheel crims prediction for 195-19767 What should the insurance man
magazine. Articles are re- How can the risk manager help to define it? look for in the insurance companies he uses? ,
printed on 814" x 11 sheets 0 Corporate Risk and Insurance Management Manual Every 0 Managing Risks of Data Processing Facilities How to apply risk

and carry the BUSINESS IN- company should have a corporate policy on risk management and management techniques to the ever-Important and costly data
SURANCE credit line and Insurance that has the approval of the board of directors What processing facility
issue date. should the manual Include? How should it be distributedi Examples 0 Risk Retention Levels How large should your deductible be-

are Included In the Report $100 or $100 million? A discussion of the objective and subjective
• An Economic Analysis of the Insurance Industry A study of methods for determining this level

Quantity Price*

100 ................$ 25 Why you should subscribe to RISKMANAGEMENT REPORTS

Additional 100's We live In an age of information explosion and all In the risk management field (including 0 YES. enroll me as a satisfaction guaranteed sub-
financial officers risk and insurance managers safety specialists consultants, agents brokers scriber to Risk Management Reports at the annual sub-

per 100 .............$ 6.50 and insurance cornpany representatives) have oifferent specialized inputs many of which are scription rate of $60. which I have enclosed. and start
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Product liability...
Continued from page 23

Claims history
The underwriter will want the

record for the last five years of
claims paid (number and amount),
the number of claims closed no

payment and claims expenses. In
addition it would be helpful if
there is any information about
cause of loss studies. There is a

danger that information which is
important stays in the claims file
and doesn't get to quality control
or to the sales people.

In addition there should be some

comment on the handling of in-
cident reports. The history of the
business has shown that incident

reports can be sleeping dogs. The

first warning of trouble is the fact
that no actual claims have been

made but incident reports have
been going to the sales people, the
distributors, which indicate that
there will be trouble brewing and
actual claims made eventually.

Marketing and sales people

should report all complaints and
allegations promptly; what has
been done to get the sales people

to realize how important it is to
comment on whether or not the

product itself was defective or not
defective; whether there was some
proximate cause of the accident
other than the product of the in-
sured; whether the product itself
was in the same condition as it

was at the time it was sold;
whether there was any wrongdo-
ing on the part of the claimant as
to how he used the product. In
other words, in going into the
claims history it is useful to com-
ment upon what cooperation has
existed or is planned in working
with the claims department.

Limits and deductibles

In your placement proposal

make sure you declare initially
how high a limit you will need and
what deductible you will be will-
ing to take at the bottom if need-
ed for placement or desired by the
insured. A surplus lines firm will
want to know the top limit needed
so that the organization of the

market place may be done from
the very beginning. While most
underwriters are either primary

 WERBEL'S ON APPROVAL--30 DAYS

GENERAL INSURANCE GUIDE

A comprehensive loose-leaf insurance encyclopedia (revised
quarterly) covering virtually all forms of property and casualty
insurance. It contains more than 2,400 pages consisting of in-
terpretations of contracts, court citations, and loss procedures.
For the desk of every insurance manager, consultant, or insur-
ance producer.

One-third discount for B.1. readers who submit a copy of this ad
with prepaid order, $24 (instead of $36) plus NY sales tax, if

 applicable. (Includes two FREE Quarterly Revisions.)
WERBEL publishing co., inc.

595 old willets path, smithtown, ny 11787
516-234-1114 212-261-6222

...

or excess, some can be used in
either role and a proper foundation
must be laid to reach the ultimate

goal of the top limit. Keep in
mind that in some difficult place-
ments it may be necessary that the
limit provided will be a limit for
both settlements and claims ex-

pense, one limit one aggregate.
The same is true of deductibles;

they can be for claim payments
only or for claim payments plus
claims expenses. If there is a de-
sire to do a substantial self-reten-

tion on the bottom and handle
one's own losses, then the under-

writer on the top will want to
know in great detail who will be

handling the claims, how they will
be reported and how the records
kept, at what point there Will be
a joinder of counsel where the loss
could go over the limit or the
aggregate. There may be some
very difficult case where there
would not only have to be a de-
ductible at the bottom but a self-

retained participation above the
deductible up to a certain aggre-
gate limit and then a fixed insur-
ance above that amount.

In some kinds of products there
is a constant run of small losses

where payments are really a
matter of public relations on be-
half of the company rather than

true third-party liabilities. It is
very hard to distinguish. For cus-
tomer relationship there may be a
replacement of products or gifts
given when the customer is un-
happy, thus there may have to be

, an underlying deductible which
doesn't contribute to the underly-
ing aggregate retention which is
for insurance record purposes, self
insured, and then full insurance
above that amount.

The insurer, of course, is very
interested in the financial solvency
of a manufacturer who takes on a

self-insured retention. There can

be a grave problem if the insurer
cannot collect the deductible

amount from the insured. Some

courts may hold that the agree-
ment on the deductible is a pri-
vate matter between the insurer

and the insured and as far as the

public is concerned the insurance
company will have to make the
victim whole. If there is a refusal

by an insured to consent to a set-
tlement, then the insurer should be
able to put the amount of the
proposed settlement forward and
the insured will be responsible for
everything in excess of that set-
tlement. If there is to be a deduc-

tible program all understandings
have to be made clear to the

insurer.

If, as it looks now, the trend
will continue to be bad in products
liability with more frequency,
more severity, then the coopera-
tion of the agent or broker in do-
ing a good submission job and a
risk management approach to the
problem is absolutely essential.
The premiums involved will be
considerable and it will warrant

specialization.
We have left products liability

as part of miscellaneous general
liability too long. Someone in the
agent's office will have to be a
marine specialist or an aviation
specialist. It is a complex field and
the reward for handling this kind

of insurance properly so that thefe
is continuity of protection year in
and year out will be great. •

Report acquisition
Corroon & Black Corp. acquired

all of the issued and outstanding

stock of Norsworthy-Mohle & Co.
Inc., a Houston insurance broker-

age firm which specializes in ma-
rine insurance and which report-

ed revenues of approximately
$400,000 in 1975.

HMO option
interests big
corporations

MINNEAPOLIS--The largest
U.S. companies have demonstrat-
ed a marked increase in setting up
health maintenance organization

in the last year, according to the
Twin City Health Care Develop-
ment Project here.

Out of 400 of the nation's 500 5
largest publicly-owned companies, f
33 % say they may offer the HMO
option and 8 % actually are work-
ing on offering it, the survey
found.

This result compares with com-
panies responding in March, 1975,
in which 9 % indicated they were
interested in offering the option.
At that time, 73 % of the respond-
ing companies had adopted a wait-
and-see attitude, preferring to
take no action until the regula-
tions were published.

Other findings show that:
• 56% want a summary of the

HMO Act, its regulations and their
impact on employers;

• 55% want written informa-

tion about specific HMOs in areas
where they have employes;

• 20 % want general informa-
tion concerning HMOs; and

• 22% said they could use con-
sultations with HMO experts.

The survey pointed out that the
sudden interest in HMOs is "un-

doubtedly due to publication in
October of the final dual choice

regulations for the federal HMO
Act of 1973."

The Twin City Health Care De-

velopment Projet is a consultant
to local employers who are offer-
ing the HMO option. I



Insurer obligated to
defend policyholder

A NEW YORK COURT has
ruled under the provisions of a
comprehensive general liability
insurance policy requiring an in-
surer to defend any suit against
the insured within the scope of
coverage that even if the suit is
groundless, false or fraudulent,
the insurer is obligated to handle
the defense where there is an al-
leged state of facts covered by the
policy.

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

The court thought this to be
true regardless of whether the al-
legations squared with objective
truth or were utterly false and
groundless.

This suit was brought by Fisher
Governor Co. Inc., seeking to have
the court declare that a general
comprehensive liability policy is-
sued by Liberty Mutual Insurance
Co. to Scovill Manufacturing Co.
offered coverage to Fisher under
a vendor's or products liability en-
dorsement on the policy. This liti-
gation arose out of a major fire
which occurred at the Sucrest
Corp. refinery. Sucrest sued Fisher
for more than $3.5 million con-
tending Fisher's negligence in the
manufacture, sale and distribution
of a service line shut-off valve
with excess flowcheck. Fisher

brought the Scovill Co. into the
lawsuit alleging that it was Sco-
vill's negligence in the design and
manufacture of the machine forg-
ing that caused the accident and
resulted in the fire.

Scovill's comprehensive general
liability policy contained an en-
dorsement extending coverage "to
any person or organization with
respect to the distribution or sale
in the course of business of any
merchandise or product manufac-
tured, sold, handled or distrib-
uted. . ." by Scovill. It was under
this vendor's provision that Fisher
requested Liberty to defend the
original suit brought by Sucrest.
Liberty refused either to assume
the defense or to indemnify Fish-
er.

Later, after protracted legal pro-
ceedings, the Sucrest suit was
settled against all defendants for
$535,000, with Fisher assuming
$265,000 as its contribution. This
action was then brought by Fisher
against Liberty seeking to reover
the $265,000 plus attorneys' fees
and costs of the Sucrest suit· as
well as attorneys' fees and costs in
pursuing this suit.

Liberty contended that since
Sucrest's main suit did not allege
negligence of design or manufac-
ture of the machine forging by
Scovill, that coverage within the
terms of the policy issued by it
never arose. The court pointed out
that the duty of an insurance com-
pany to defend may arise at a time
subsequent to the start of the ac-
tion. Thus, under the facts of this
case, the court believed that Fish-
er's complaint against Scovill
placed Liberty on notice of its lia-
bility to defend Fisher since at
that time "it appeared from the
allegations in the negligence ac-
tion that the injury was within
coverage of the policy."

The ultimate validity of the al-
legations is irrelevant, the court
noted. "The test of the existence

of the duty," the court empha-
sized, "is not whether the allega-
tions pleaded are true, but whether
sufficient facts are stated so as to

Consequently,- the court ruled
that Liberty had a duty to defend
Fisher in the Sucrest suit. The
court also held that the $265,000
Fisher paid in settlement was rea-
sonable under the circumstances
of this case. The court ordered
Liberty to pay the $265,000 Fisher
had paid in the settlement which
it found to be reasonable plus at-
torneys' fees and costs which
Fisher had incurred in defending
the Sucrest suit. But the court
ruled that with respect to cover-
age Fisher could not recover the
expenses in prosecuting this action.
Sucrest Corp. v. Fisher Governor

0
6

0

Co. Inc., Supreme Court of N.Y.
County, June 5, 1975, Fein, J., 371
N.Y.S.2d 927 (BI/03/J.-$3)

Excess liability
A federal district court has

ruled that the settlement of claims
exceeding the amount of a primary
policy covering a securities broker-
age firm "exhausted" coverage
under the primary policy and
would permit recovery on an ex-
cess policy even if the amount
paid by the primary insurer was
less than the primary policy limit.

McDonnell & Co. Inc., a securi-
ties brokerage firm, carried a pri-
mary policy issued by the Fidelity
& Casualty Co. of New York.
The policy protected McDonnell
against certain claims for which it
might be liable under the provi-
sions of federal or state securities
law. This policy contained a $50,-
000 deductible provision and pro-
vided coverage for the next $250,-
000 of such claims. McDonnell also
had an excess policy held by a

a
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group organized by Lloyd·'s of
London which provided coverage
for the next $750,000 of such
claims. The latter policy provided
liability "only when the Primary
Policy in the amount of $250,000
. . . has been exhausted."

McDonnell's receiver brought
this action against both insurers
alleging losses in excess of $4.5
million. Fidelity settled the claim
against it for a cash payment of
not more than $135,000. Following
the settlement, the Lloyd's group
sought a summary judgment con-
tending that since the limits of
the primary policy had not been
exhausted by the settlement no
liability could arise under the ex-
cess policy.

But the court pointed out that
by raising this argument the
Lloyd's group was asserting that
the phrase "has been exhausted"
meant "have been actually paid."
The court considered this con-
struction of. the language "unnec-
essarily stringent." Requiring ab-

.

solute collection of the primary
insurance to its full limits, the
court stated, "would in many, if
not most, cases involve delay, pro-
mote litigation, and prevent an
adjustment of disputes which is
convenient and commendable."

Consequently, the court denied
the summary judgment noting,
however, that McDonnell still had
to prove its losses and their na-
ture at a trial. Stargatt v. Fidelity
and Casualty Co. of N.Y., United
States District Court for the Dis-
trict of Delaware, July 16, 1975,
Stapleton, J. 67F.R.D. 689 (BI/
02/J.-$3) •

(Copies of the entire decisions
described in this column may be
obtained bv writing to Business
Insurance, attn. Managing Editor,
740 N. Rush St., Chicago, IZ.
60511. Please enclose a $2 check
made out to Cases Unlimited Inc.,
for each case, and specify the code
number of the opinion, which is
at the end of each brief.)
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Will you be missing the benefit of their knowledge?
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Property/casualty mini-seminars. From Captives to Quantitative Techniques to
Administration to Large Losses and Fiduciary Liability. 45 seminars in all.
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ERISA to 501(c) 9 Trusts. 11 workshops in all.

Management Sessions for the Risk Manager. Four programs presented by the Graduate
School of Business, University of Southern California.

General and Split Sessions on broad timely issues in both property/casualty and
employee benefits.

Prominent luncheon speakers such as Pulitzer Prize-winning reporter Jack Anderson
and Economist-Author Eliot Janeway.
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Society, Los Angeles, California, April 25-30.
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Curtner (BI, Dec. 12, 1975). ***

people
*** The New York-based United

Minneapolis-based Control Data Presbyterian Church m the USA
Serious issues raised

Corp hired Joe St. Anthony, 30, appointed Dorothy P. Romaine in-
as pension manager, effective Feb- surance manager on January 1

Gibson takes ruary 16 He reports to the cor- She replaces Evelyn Hwang, who in product liability field
porate employe benefits manager was transferred to another depart-
in this newly-created position His ment Mrs Romaine previously LA COSTA, CA -"Availability ucts Safety Commission of any

responsibilities include design, ad- was office manager for Lyon & and price are now serious issues" 'substantial hazards' we wouldCarling post ministration, compliance and com- Lyon lIne . Ridgewood, N J, an affecting the products liability m- believe or have reason to believe,
munication aspects of Control insurance agency surance market, an insurance ex- exist with policyholders' manu-

Carling National Breweries Inc, Data's new pension plan Mr St
** ecutive told a meeting of the facturing operations "

Baltimore, named Nelson C. Gib- Anthony previously worked in the Virginia M. 0'Grady, 49, was Federation of Insurance Counsel. "We regard this as an intoler-

son, 47, director of insurance and pension area for William M Mer- promoted to benefits supervisor "Premium Increases ln recent able burden which impinges harm-
taxes on February 11 to replace cer, Minneapolis, the benefit con- at Suburban Propane Gas Corp, years are multiplying rapidly and fully on our relations with in.
John V. K. Helfrich, 57, who is sulting division of Marsh & Mc- Whippany, NJ,an energy ser- the market lS tightening, with spe- sureds," Mr Stark continued
retiring Mr Gibson formerly was Lennan Inc vice company. She w:11 imple- Cial hardship for small manufac- The function of insurance, the

¥**

director of taxes for Allegheny ment employe benefit programs turers," Melvin L Stark, senior executive explained lS to prevent i
Airlines, Washington, D C. He re_ John E. W. Nygard was named in health, hfe, AD&D, long term vp for government affairs, Amer- and deter the production of unsafe
ports to the senior vp-finance at to the newly-created position of disability and pensions for the ican Insurance Assn, said pi oducts or products which can

Carling and said he expects taxes manager, process review depart- parent corporation and ltS sub- With product liability claims give rise to an unreasonable risk

to be the predominant part of his ment, for American Hospital Sup- stdiaries nationwide Mrs O'- reaching almost one million an- of injury
Job Mr Gibson sees insurance as ply Corp, Evanston, It Mr Ny- Grady reports to the manager of nually and with increasing avail- "Risk control and loss preven-
a natural partner to taxes because gard reports to the director of personnel Previously, she was ability problems. "Sooner or later tion represent the key to ultimate
of the regulatory aspects of each quality assurance for the company administrative assistant and has the growing demands of the public perfection and a diminution of
Mr Helfrich plans to return to and lS responsible for auditing the worked in various capacibes for and their elected representatives claims and htigation," he said •
work as an Independent account- manufacturing processes for conn- Suburban Propane since 1961 It will force the entire business of
ant in the Baltimore area He is a pliance with internal and federal lS expectea that her former po- insurance to reevaluate the future
former national treasurer of the regulations He formerly was with sition will be filled. • of the tort system and its inter- errors &
American Society of Insurance Hollister Inc in a similar position dependence with the casualty in-

Management Although Mr Nygard does not Business Insurance wants to know surance mechanism," Mr Stark
*** control or purchase any commer- of readers moving into new or dif- noted

omissions
Thomas P. Troy, 58, was pro- cial property or casualty insur- ferent Tisk management, emplove

moted to vp-personnel at Com- ance, he said he expects to have a benefit or safety/loss positions. We The executive warned that the Iowa Beef Processors Inc 15
bustion Engineering Inc, Stam- close working relationship with are :nterested tn administrative, Consumer Products Safety Im- based in Dakota City, Nb The
ford, Ct, in January It is a new- American Hospital Supply's in- staff and support posittons as well provements Act, under considera- headquarters was incorrectly list-
ly-created position m which he surance department The Job in- as managertal level jobs If vou or tion by both houses of Congress, ed as Madison, Nb in our last
will be responslble for the devel- volves maintaining a dialogue on anyone you know is on the move,

.contains onerous requirements issue in an item about Gary Felt,

opment and administration of the all product complaints with the please contact our Chicago omce, that would obligate insurers to the new corporate risk manager
company's employe benefit pro- insurance and legal departments 312-649-5279. give notice to the Consumer Prod- for Iowa Beef.

grams and personnel policies Mr and the company's underwriters
Troy has worked for Combustion It's Mr Nygard's job to analyze
Engineering since 1943 and for the complaints, review products and
past 25 years has held various the causes of problems, and man-
managment positions in the bene- age preventive procedures

classified advertising
***

fits area He reports to the vp-ad-
ministration in his present posi- SCM Corp, New York, appoint- RATES AND CLOSING TIME: $3.00 per hne, mimmum charge $11 00 Cash with order Figure all cap

tion Mr Troy is a trustee of the ed Michael Raub, 25, thrift plan lines (maximum-two) 30 letters and spaces per line, upper & lower case 40 per hne Add two lines for bor
Council on Employe Benefits administrator on February 9 to number Rephes are forwarded daily Closing deadhne· Copy m wntten form m Chicago office not later than

*** replace Ronald Mirra, 30 who was noon, Mondav 7 davs preceding publication date. Published every other Mondav. Display classtfied takes
Richard V. Porrett, 41, Joined transferred to another division Tate of $2850 per column inch, card discounts on size and frequency. Mail ads to Bustness Insurance classi-

The Great Atlantic & Pacific Tea Mr Raub held a similar position bed dept., 740 N. Rush St., Chicago, Illinois 60611.

Co (A&P), Montvale, NJ, on at Bankers Trust Co, New York
February 2 as director of insur- In his new position, Mr Raub re-

HELP WANTED

ance and pensions He formerly ports to the nnanager of corporate Insurance Agency-Sherman Oaks, Call-
held a similar position at Eastern compensation and lS responsible

fornia is seeking highly experienced of-
fice administrator and marketing man-

Airlines, which is rnoving its New for the Inonthly processing and ager Excellent future m growing orga
nization Send resume to

York-based treasury deparment to recordkeepmg of the company's
Miami, effective April 1, as re- thrift plan Mr Mirra was named

BOX 717, BUSINESS INSURANCE

740 Rush St Chicago, 111 60611
Dorted (Business Insurance, Feb- manager-personnel administration

Pension, Consulting, & Administrative Management
ruary 9). Mr Porrett did not want for the Consumer Products Divi- RETIRED EXECUTIVE to manage small

captive insuror, medical and general lia- Numerous opportunities in Atlanta and throughout S.E. and U.S for pension
to make the move to Miami and sion of SCM, New York, in which bility Strong knowledge of reirsurance. people.

liability, underwriting, and claims Track

his position has not been filled as he will have some employe bene- record and references as Insuran:e Com-
Accounts Executive--Benefits $25 k

yet. At A&P, he reports to the fit admin.stration responsibilities pany officer Less than full time effort Pensions Managers-Atlanta $25 k
required Ideal Texas city, ample sports, Pension Manager-H. 0.-Tenn. $25 k

vp-legal and is responsible for He reports to the director of em- recreational. educational. and cultural
facilities Salar> and benefits open Send

Pension Consultant-Atlanta $30 k+
the entire risk management func- ploye relations there resume and salary requirements to

***

Pension Administrators $14 k
tion, including group insurance

Box 715, BUSINESS INSURANCE
740 Rush St., Chicago, Ill 60611

and pensions as well as property/ Richard V. Anderson. 43, was
Your inquiry and name will be held in strict confidence and will
not be released to client companies without your 0 K

casualty risks A&P never had a named manager of safety at Ad-
risk manager, as such J. W. Van miral Merchants Motor Freight

INSURANCE CONSULTANT

Southeast Risk Management and Con
Insurance Personnel Resources

Vliet retired from bemg manager Inc, Minneapolis, where he pre- sulting firm seeks man for their Rich- 2970 Peachtree Rd., N.W. # 622
of insurance in July, 1973 and viously worked for 21 years Most mond office with strong Casualty and/or
since that time A. J. Wilgar has recently, however, he was director

Property and Sales background to service Atlanta, Georgia 30305
present clients and develop new ones

handled insurance matters in ad- of driver training at Indian Head Good benefits, salary open Replies inconfidence to H A merks, Industrial In-
dition to his responsibilities as di- Truck Lines, St Paul, Mn Mr surance Management Corporation, P 0
rector of audits A&P has 86,000 Anderson reports to Glen Brett, Box 6812, R,chmond, Virginia 232.0
employes and its annual sales more director of claims, safety and in-
than $7 billion surance, who formerly held the

*** position (BI, Dec 15,1975). Mr

Carborundum Co, Niagara Falls, Anderson is responsible for all
N Y., created the position of com- safety facets at Admiral Mer- Our multi-divisional, Fortune 200, New York City 
pliance manager-corporate per- chants and its southern division,

99"PIRATE based corporation has an excellent position for a pro-
sonnel division and hired Kenneth Jack Cole & Dixie Highway Ex- fessional well versed in all aspects of Insurance, Risk
Skarka, 26, effective February 23 press He is a national accredited Management and Employee Benefits to become an in-
Mr. Skarka, who has a law de- safety director.

"IREDTOR tegral part of our management team Understanding of
gree, reports to Hayden L. Han-

***

kins, manager of compensation The B. F. Goodrich Co, Ak-
and benefits. His primary respon- ron, promoted John H. Baker, 30,

91 INSURANC
ERISA and other relevant legislation essential. This corporate
staff position involves.

• Determining and negotiating the funding arrangements for
sibility is working on ERISA com- to the position of employe bene-
pliance, which for Carborundum fits administrator, reporting to the

employee group insurance and pension programs
. Administration of insurance plans, including property, travel

involves some 40 pension plans director of employe benefits. Mr.
IMP[IYE[ 8[ [1115 accident, workman's comp. auto and fidelity coverage

and approximately 50 other quali- Baker replaces Elliott E. Burd,
Developing programs and negotiating contracts and funding
agreements designed to protect the assets of the company

fled plans Mr. Hankins said he who now works for Borden Inc, from loss or depletion. and assuring that maximum benefit
speclfically wanted an attorney Columbus (BI, January 26) Mr. 8 11611 MANIGEMEN! and service are obtained from funds extended

for the position, he has been han- Baker's primary responsibility is • Measuring, controlling and teducing potential loss through

dhng compliance matters himself to act as staff assistant to his boss;
safety engineering activity

up to now Previously, Mr Skar- his first job is ERISA comphance We offer a salary based on experience, a comprehensive benefits package, and excep-
ka worked on compliance for Peat, matters Previously, Mr Baker tional environment for personal advancement.
Marwick, Mitchell & Co, the ac- was supervisor, special benefit
counting firm, in Albany, N Y programs, in the compensation de-

Qualified candidates are requested to send detailed resume including
***

present and desired salary information, in strict confidnce to M Maleska,
partment He is replaced in that Profesional Employment

As of February 2, Richard W. spot by H. C. (Bud) Busby, 50,
Zeitler, 37, Iloined Johnson & Hig- who previously was a counselor in

American 1330 Avenue of

gms of Colorado Inc, Denver, as the company's employe affairs ten- Broadcasting
the Americas

assistant vp and manager of the ter That position may not be New York, N.Y. 10019

commercial department He previ- filled, it was learned Mr. Busby's Companies,Inc.
ously was director of insurance at primary responsibility in his new

An equal opportunity employer/male and female

Johns-Manville Corp, Denver, Job is B. F Goodrich's employe
and was replaced there by Walter stock purchase plan.



The best overseas property policy for your client
hasn't been written yet.

And we won'twrite it-

Until we find out exactly what he needs.
At AIU, we never give you a patched-together

policy based on hand-me-down clauses and
conditions that may be fine for someone else -
but not for you and your client.

Instead, we ask: What are his problems?
What are his special circumstances and goals?

First, we get the answers to those questions.
Then we start writing the policy.

Maybe it'11 include a full line of the products
that best suit his individual requirements. Or,
if necessary, we're ready to develop a new product
especially for him.

Either way, you're assured of a great many
advantages that are vitally important to you and
your client

A corps of loss prevention engineers who are
stationed all over the world, where he needs them.

Plus a worldwide claims staff that's unmatched
in numbers and unequalled in service.

But that's not all. AIU can issue a master
policy in English in the U.S., and back it up with
individual policies meeting the requirements of
the specific countries in which your client operates.

We'll also collect premiums in the currency of
those countries, if you wish. That way, your client's
foreign subsidiaries can take tax deductions on

the premiums.
At AIU, you'll discover, we think inter-

nationally. Which means that a serious loss
sustained in one country can be offset by your
client's overall claims experience elsewhere-
so, his protection and his premium rate are not
jeopardized.

And all these advantages are available to
smaller companies as well as the giants. Many of
AIU's oldest clients are modest-sized; but you'd
never know it from the careful way they're
handled. Neither do they.

Want more information? Just mail the
coupon today.

AMERICAN INTERNAHONAL +KFV-ll.

UNDERWRrrERS CORPORATION RE>Ol
Dept. BI075, 102 Maiden Lane WIU/NewYork, NY 10005

Please send me more information about your
Overseas Property Coverage.

Name

Company

Title

Arifiress

(please print)

Phone

City State Zip
130-7602-45

We welcome inquiries from any licensed agent or broker. You don't
have to be a regular producer to place business with AIU.

A Member Company of
American International Group

POLICYFORYOURCLIENT



TheAmerican Businesswoman
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A lot morethanapretty face.
An individual to be reckoned with. On and off the job
she faces her share of problems and hazards.

So we design the documents that insure her life, her
home, her company, her car, her valuables, her health.

If she gets sick or disabled and cantt work, we send
her an income that helps her make ends meet until she can
make them meet again on her own.

If she needs rehabilitation, we send her specialists.
We helped pioneer the whole rehabilitation idea.

When it' s time for her to retire, we send her a con-
tinuing pension that adds some glitter to her golden years.

We look after the American Businesswoman-because

keeping Americans safe, and sound, is our reason for
being in business.

American
MUtUal We want tokeepyousafe, and sound. INSURANCE COMPANIES,

WAKEFIELD, MASS. 01880


