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Cost containment *601• th*t *0*ICIWit
Employers say hospital precertification results in more significant cost savings
than other plan features, like case management and second surgioal *nions.

No savings ......
Hospital Case Second surgical

precerlitication management opinions

Sa,Ee? 146*itt Associates
81/JOHN HEILAND

Firms assess value

of cost control tools
By JERRY GEISEL

LINCOLNSHIRE, Ill Hospital precertifi-
cation programs and case management of
jumbo medical claims are among the most
effective health care cost management mea-
sures, employers report in a new survey.

Eighty-five percent of employers with man-
datory hospital precertification programs said
the programs reduced medical care costs in
1988, according to the survey by Lincolnshire,
Ill.-based Hewitt Associates.

And, about 70% report savings from case
management of large medical claims.

But, only 50% of employers said manda-

tory second surgical opinion programs-once
highly touted as a cost savings technique-re-
sulted in medical plan cost savings.

And, while 64% of empldyers said offer-
ing employees incentives to have surgery per-
formed on an outpatient basis-also a much-
promoted cost containment method pro-
duced medical care plan savings, some
employers are growing disenchanted with this
measure and are dropping it.

Results of the survey, "Managing Health
Care Costs," are based on the responses of
976 ernployers with nnedical care plans co-
vering salaried employees.

Continued on page 23

States seek to recover

asbestos damage costs
By STACY ADLER

WASHINGTON-A suit filed with the U.S.

Supreme Court last week by state attorneys
general seeking to recover the cost of re-
moving asbestos from state-owned buildings
is unlikely to be heard by the court, defense
attorneys contend.

Attorneys general from 29 states filed the
unusual suit Tuesday, naming 26 asbestos
manufacturers as defendants.

The cost of removing asbestos from the na-
tion's public and private buildings has been
estimated at between $51 billion and $750
billion, according to the lawsuit. However, it
does not estimate states' share of the cost.

While lawsuits are rarely filed directly
with the Supreme Court, it is not unusual for
state attorneys general to work together in
filing a lawsuit.

For instance, 19 state attorneys general
sued 31 insurance industry defendants in
1988 under the federal antitrust laws, alleg-
ing the defendants conspired to restrict the
availability of liability coverage.

That complaint was dismissed last Septem-
ber by U.S. District Judge William
Schwarzer (BI, Sept. 25, 1989). However, a
similar suit filed in state court by the Texas
attorney general is still pending.

John Ellis, Washington state's deputy at-
torney general and the organizer of the latest
lawsuit, says the litigation against the as-
bestos companies was filed directly with the
U.S. Supreme Court because there is no other
forum where all the defendants could be sued
in a consolidated action.

However, critics say it is highly unlikely
that the court will hear the case and add that

Continued on page 30

Risk managers favor fees
to pay for brokerage services

Page 2

Update
Senate committee OKs bill

to reduce RICO penalties
WASHINGTON-The Senate Judi-

ciary Committee has approved a bill
that would make the Racketeer In-

fluenced and Corrupt Organizations law
less attractive to most plaintiffs in civil
litigation.

In an 11-2 vote, the committee last

week reported out S. 438, which would
prohibit most future non-governmental
plaintiffs from seeking treble damages
under RICO, limiting recoveries to ac-
tual damages, costs and attorneys' fees.

Continued on page 2

Parent is not liable

for Superfund site
of subsidiary: Court

By DOUGLAS McLEOD

NEW ORLEANS-A parent company can-
not be held directly liable under the federal
Superfund law for cleaning up pollution
caused by a wholly owned subsidiary, a fed-
eral appellate court says.

In the first federal appellate ruling on the
issue, the 5th U.S. Circuit Court of Appeals
last week held that there is nothing in the
Superfund law that extends the definition of
a contaminated site's -owner or operator" to
include the parent of a liable subsidiary.

Applying common law principles, the court
separately refused to pierce the corporate
veil separating the parent company in the
case from a subsidiary liable for pollution
cleanup costs. The court found that such ac-
tion is warranted only in cases of fraud or
where the subsidiary is a "sham" set up to
avoid liability.

The Jan. 29 ruling-which runs counter to
federal district court decisions in other cir-

Six-year string of miscues

cuits-affirmed a Louisiana federal judge's
ruling that T.L. James & Co. Inc. is not re-
sponsible for cleaning up pollution at a Bos-
sier City, La., plant run by Lincoln Creosot-
ing Co. Inc., a former James subsidiary.

James was sued by Joslyn Manufacturing
Co.-which bought Lincoln Creosoting from
James in 1950 and operated the plant until
1969-in an attempt to force James to help
pay for the cleanup.

Joslyn will appeal the ruling, either by
asking for reconsideration by the three-judge
appellate panel or by petitioning for a review
by the U.S. Supreme Court, according to
Mary S. Johnson, a lawyer with the New Or-
leans firm of Liskow & Lewis, who is repre-
senting Joslyn.

Attorneys for parent companies involved
in pollution cleanup disputes and other ob-
servers say they are pleased the appellate
panel refused to find a statutory basis to
hold parent companies liable for cleanup

Continued on page 4

Sheriffs revise pool
amid state scrutiny

By LINDA J. COLLINS

The National Sheriffs'

Assn. is the last group you'd
expect to find on the wrong
side of the law. STAR

But that's where some state POOL

regulators found an NSA-
sponsored interstate self-in-
surance pool issuing police
professional liability cover-
age.

After several years of run-
ins with regulators-including six cease- re

and-desist orders and a demand to return YO

funds-the NSA-sponsored Star Pool re- ga
formed last month as an Indiana-domiciled in

reciprocal risk retention group. Ve

The pool was created in 1986, domiciled in
Illinois and administered by an independent th
firm with an NSA-linked board that con- fro

tracted with the sheriffs group. It has been in ab
trouble with at least 12 insurance depart- no

ments for writing insurance without au- In
thority. th

The Star Pool directors last month recon- PO
stituted the pool as the American Justice In-

Prop. 103 doesn't bar insurer
from leaving state: Court

Page 2

surance Reciprocal (A Risk
Retention Group) and hired a
new administrator.

The sheriffs association

hopes the change will close
the books on a six-year string
of miscues in sponsoring an
insurance program for its
members.

However, the rollover of
The Star Pool into AJIR-in- .

cluding the pool's assets and
liabilities-also is raising

gulatory concerns, particularly in New
rk, one of at least three states still investi-

ting the pool, and Vermont, which is seek-
g a return of $50,000 from the pool to five
rmont pool members.
And, some members of The Star Pool say
ey are frustrated by a lack of information
m the NSA and the new administrator

out AJIR coverage and limits. However,
ne of the members contacted by Business
surance expressed any complaints about
e coverage offered by the pool or how the
01 pays claims.

Continued on page 24

Windstorm losses to buffet

catastrophe reinsurers
Page 3
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Update

Senate panel OKs RICO bill
Insurer can withdraw

Continued from previous page
The bill also would require a separate hearing to assess punitive

damages after a finding of liability
However, under the proposal by Sen Dennis DeConcini, D-Ariz,

from California: Court
federal, state and some local government plaintiffs could still seek
treble damages For example, state insurance departments could
seek treble damages to recover losses from an insurer insolvency By DONNA DiBLASE the California insurance market do in San Francisco

The bill also would retain the treble damage right for plaintiffs in not have to wait for approval from "We think the decision is a fair

cases in which a defendant has been convicted of a felony SAN FRANCISCO-A California the state before it refuses to renew one and it verifies the right of any
Supreme Court decision upholding policies one company to go out of busi-In addition, the bill also would allow punitive damages of up to

two times actual damages for certain plaintiffs, including some an insurer's right to withdraw As a result, the four Travelers ness," said John G Pryor, presi-
local government entities, plaintiffs damaged by insider trading from the state will not lead to a units will not have to renew or se- dent of the Independent Insurance

mass exodus from the California cure other coverage for some Agents & Brokers of California inviolations and consumers defrauded in certain transactions not al-

ready covered by securities or commodities laws market, observers say 22,000 personal auto insurance San Francisco
The court ruled last week that policyholders in California, which Larry Golub, an attorney withThe bill-which must still be approved by the full Senate-would

apply only to lawsuits filed after its enactment. four property/casualty insurance comprised the majority of their the Los Angeles firm of Barger &
subsidiaries of Travelers Corp property/casualty business in Cah- Wolen, which represented Hart-

J&J not insured for jury award may proceed with an orderly with- fornia ford, Conn -based Travelers,
drawal from the state, in spite of a Other Travelers units will con- agreed that the court correctly up-

CHICAGO-Johnson & Johnson Products Inc will appeal a provision in Proposition 103 that tinue to write property/casualty held the fundamental right to cease
limits insurers' ability to cancel or business in California doing business$905,750 ]ury award in a toxic shock syndrome case

The company probably would not have any liability insurance to refuse to renew auto insurance po- "The court's decision affirms one Travelers said in a statement

respond to the award by a Cook Country Circuit Court Jury if it licies of the basic principles of free en- that -while we are pleased that the
loses the appeal, said a company spokesman In addition, the court said the terprise, and that is the right not to Cali fornia Supreme Court has

The spokesman would not elaborate on the company's coverage Travelers units or any insurers in do business " said a spokesman for agreed with us on this issue, we
The ]ury awarded the damages late last month to the family the process of withdrawing from the Alliance of American Insurers Continued on page 31

of Donna Marie Davis, who died in 1978 at age 31
However, George Gore, a Cleveland-based attorney for Johnson Not all punitive cases affected

& Johnson with the firm Arter & Hadden, disputed whether Ms
Davis had used the company's 0 B tampons as alleged and whether
she had even died from toxic shock syndrome

Ms Davis' autopsy did not Include any tests that could have
determined whether she died from toxic shock syndrome N.Y. ruling's impact muted

But, plaintiffs' attorney John Bickley III of Bickley & Bickley in
Chicago said no relationship had been established between toxic By STACY ADLER applicable would the decision apply," he explained
shock syndrome and tampon use at the time of Ms Davis' death In the recent New York case, American Home Prod-

During the trial, a pathologist attributed Ms Davis' death to NEW YORK-A recent New York Court of Appeals ucts Corp of New York and ltS product liability in-
the syndrome, Mr Bickley said ruling that bars insurance coverage for a policyholder surer, New York-based Home Insurance Co , both

hit with an out-of-state punitive damage award is un- agreed that New York law would apply to the dis-

Delaware eyes bank bill likely to have widespread impact, according to attor- pute, even though the underlying punitive damage
neys award was handed down in Illinois

DOVER, Del -Legislation in Delaware that would allow banks The decision will hurt New York-based corporations The only question before the coun was whether New
to use the state as a base to underwrite and sell insurance nation- that litigate coverage disputes over punitive damage York common law, which bars insurance coverage for
wide narrowly failed passage in the state Senate, but only one more awards under New York law, attorneys say But, they punitive damages, should apply to an Illinois punitive
vote is needed for the two-thirds majority necessary for approval point out, the case will have no effect on New York damage Judgment

The measure, already passed by the Delaware House, could come policyholders that are able to adjudicate coverage dis- In its Jan 18 decision, the COLrt decided that it
up for another vote between mid-March, when the Legislature re- putes under other states' laws should "There is no question that New York public
convenes, and June 30, said a spokesman for Gov Michael N Cas- "I don't think the decision will have a sweeping ef- policy precludes insurance indemnification for puni-
tle, who supports the legislation feet," said policyholder attorney John Kazanlian of tive damage awards "

A compromise bill also could emerge, but a new bill would have Anderson, Kill, Olick & Oshinsky in New York An Illinois jury had ordered American Home Prod-
to be approved by the House, the spokesman added "Only where courts determine that New York law is Contznued on page 21

The measure, which would permit banks that have a state charter
or own a state-chartered bank to market all types of insurance
except title insurance, received a 13-7 vote in the Senate, with one
abstention on Jan 23 Risk managers favor feesOfficials of the American Insurance Assn and the American

Council of Life Insurance oblect to the legislation, contending it
enables banks to circumvent federal banking rules designed to re-
strict banks' insurance activities They also argue the measure
would give banks an unfair competitive advantage over insurers to pay brokers' services

Many major banks-including Citibank, Manufacturers Hanover
Trust, Chase Manhattan and Bank of New York-have operations
in the state And, a malority of them already have obtained state By COLLIN NASH at a seminar-"Brokerage Services array of risk management tools As
charters, qualifying them to sell insurance under the legislation, Compensation Fee or Commis- it has grown, the company has in-

NEW YORK-In the long-run- sion"-sponsored last month by creased ltS self-assumption of riskaccording to the governor's spokesman
ning debate over whether brokers the Risk & Insurance Management and buys insurance largely to cover

U.S. to review health system should be paid commissions or Society Inc catastrophic losses, she said
fees, risk managers for large cor- American Express Co "is ag- Therefore, Amex relies on its

WASHINGTON-Health and Human Services Secretary Louis porations continue to argue that gressively moving toward a fee- brokers to provide a broad range of
Sullivan will lead a Domestic Policy Council review of recommen- fees better reflect a broker's effort based compensation structure" for non-brokerage services
dations on quality, cost and accessibility of the U S health care in providing diverse insurance-re- its brokers, said Marilynn A Amex expects its broker to
system, President Bush said last week lated services Davis, Amex's vp-risk financing • Analyze of risk management

"I am committed to bring the staggering costs of health care For their part, brokers say their "Fees, we believe, are a truer re- options
under control," Mr Bush said in what is believed to be the first prime concern is profitability, not flection of the effort involved in • Marketing savvy in placing in-
mention of the problem m a State of the Union address whether they are compensated developing and implementing a surance with traditional and non-

Mr Bush also warned lawmakers who want to cut FICA tax rates through commissions or fees multifaceted program," she said traditional insurers

not to "mess around" with Social Security The debate over how brokers She explained that insurance is • Tailor innovative alternative
should be compensated was aired only one of American Express's Continued on page 13In addition, the president repeated his earlier support for product

liability law reform but offered no specifics

Nuclear operators face suits
inside-

CINCINNATI-Suits seeking class-action status ask for more 9 Third-party administrators and others caught stealing 7 Local prosecutors in Illinois, Texas, New York and
than $2 45 billion in compensatory and punitive damages from from employee health care plans should face cnminal Michigan are seeking criminal convictions of six employ-
three former operators of nuclear weapons facilities for alleg- prosecution, says this week's editorial PAGE 8 ers for work-related deaths or Injuries PAGE 22

edly endangering workers and nearby residents
Several divisions of the AFL-CIO as well as individual employees + A three-stage wellness program for state of 111,no,s Departments

filed suit last week in U S District Court in Cincinnati against employees that began In 1987 has had noticeable re-
Houston-based NL Industries Inc and subsidiary National Lead of suits, the state says PAGE 10

Advertiser index 24
Ohio, which operated the Fernald Nuclear Weapons Facility near A.R.M. exercises ......20
Cincinnati from 1952 through 1985 4 Employers meeting certain conditions could use ex-

Ask a benefit actuary 00
The suit seeks $19 billion in compensatory and punitive dam- cess pension plan assets to prefund retiree health care

liabilities under President Bush's f,scal 1991 budget pro-
Benefit beal .................10

ages because of the "defective and unreasonably" dangerous con-
posal PAGE 12

Class,fieds ..................................................................26
ditions at the facility and the harm those conditions they may have Insurance services guide .......................................27
caused workers, according to court papers

10 CIGNA Worldwide inc is moving executive manage-
Letters .....................................................,------8

A company spokesman could not be reached for comment
ment of its European, Middle East and Afncan operations Opinions ......................................................................8

Other AFL-CIO units also filed suit in U S District Court in

from Philadelphia to a new seven-member European Perspectives ................................................................19
Denver seeking unspecified damages from Midland, Mich.-based

Management Council PAGE 18
Ticker 31

Dow Chemical Co and Pittsburgh-based Rockwell International in
connection with the companies' operation of the Rocky Flats Nu- Vol 24, No 6-Bugness /nsurance (ISSN 0007-6864) is published weekly

clear Weapons Facility near Denver. 7 In Perspectives LouIs A Williams president of the by Crain Communications Inc, 740 N Rush St. Chicago. 111 60611 2590
American Assn of Managing General Agents, says Second-class postage is paid at Chicago, Ill, and at additional mailing of-

A second suit against the companies was filed on behalf of com- fices. Postmaster Send address changes to Business insurance. Circulation
munity residents MGAs are governed by a stnct code of ethics to ensure Department, 965 E Jefferson Ave, Detroit, Mich 48207. 800-992-9970 or

professional conduct. PAGE 19 313-446-1611 Copynght 1990 by Crain Communications IncCont:nued on page 29



Safety conviction

limited precedent
By MEG FLETCHER

CHICAGO-An Illinois appellate
court's decision to overturn crimi-

nal convictions in the 1983 death

of a Film Recovery Systems Inc.
employee will have little bearing
on cther criminal prosecutions of
employers for workplace safety
violations, obserrers say.

The 1st District Illinois Appel-
late Court last month overturned

Ehe minrder and reckless conduct

convictions of three Film Recovery
executives and the involuntary
manslaughter and reckless conduct
convictions of Film Recovery and
its sis'.er company, Metallic Mar-
k,et ins Systems Inc., because it
found the charges against the de-
fendan:s were "Legally inconsis-
tent."

The :hree-judge panel, however,
unanimously ruled that there is
enough evidence to justify a new
trial of the defendants in Cook

County Circuit Court. (BI, Jan. 22).
However, "the Illbnois case v/as

decided on a state procedural issue
that won't affect our case." ·said

Alia Moses, an assistant Travis

County attorney in Austin: Texas.
Travis County prosecutors are

awaitin.g the outcome of their ap-
peal to the state's highest court in
criminal cases in which they argue
that federal workplace safety regu-
lations do not pre-empt the state's
right to criminally prosecute em-
ployers for workplace deaths and
injuries tsee story, page 22).

A lower court's ruling that the
federal regulations pre-empt local
prosecutors' rights to seek criminal
convictiens of employers over-

turned the convictions of two

Houston employers-Sabine Con-
solidated Inc. and its president,

and Peabody Southwest Inc.-on
negligent homicide charges in the
deaths of three workers in two sep-
arate trench cave-ins.

Likewise, Shulamit Rosenblum,

deputy chief of the Kings County
district attorney's appeals bureau
in Brooklyn, N.Y.,said the Illinois

appellate court's Film Recovery
decision 'would have no affect" on

a New York case.

A lower court last fall reinstated

the criminal assault convictions of

two owners of Pymm Thermometer
Co. by ruling that federal work-
place safety regulations do not
pre-empt states from criminally
prosecuting employers (BI, Oct. 30,
1989).

The Film Recovery decision "has
a lot less national significance than
Chicago Magnet Wire on the pre-
sumption issue." observed Stephen
Bokat, vp and general counsel of
the U.S. Chamber of Commerce

and vp of its National Litigation
Center, referring to another
pending Illinois workplace injury
case.

The U.S. Supreme Court last fall
declined to review the Illinois Su-

preme Court's decision that Occu-
pational Safety and Health Ad-
ministration regulations do not bar
local officials from criminally pro-

secuting Chicago Magnet Wire
Corp. officials for allowing un-
safe working conditions that led to
employee injuries (BI, Oct. 9,
1989).

However, defense attorney Ro-
Continued on page 22
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The deadly wind-
storm dubbed

90A that swept
across northern

Europe Jan. 25,
blasted St. Bran-

don's School in

Bristol, southwest
England.

European windstorm
to batter reinsurers

By CAROLYN ALDRED

LONDON The multibillion-dollar windstorm

that devastated parts of Europe late last month
could sock reinsurers with a one-two punch.

Underwriters say the catastrophe could force a
further contraction of the catastrophe retroces-
sional market.

Several reinsurers may suffer heavy storm-re-

lated claims because they had not lined up all
their retrocessional protection before the storm
struck and because of higher retention and co-rein-
surance levels imposed during the retrocessional
market's recent renewal season.

The deadly windstorm dubbed 90A-that swept

across northern Europe Jan. 25 could cost insurers
more than the "once-in-a-lifetime" $3 billion

windstorm that belted southeastern England and
northern France in 1987, some insurers believe.

About 100 people died as 90A barrelled through
the United Kingdom, West Germany, France, Bel-
gium, The Netherlands, Denmark, Holland and

Luxembourg.
While British insurers sustained the brunt of the

losses from 87J, the October 1987 windstorm, insur-

ers in Continental Europe are expected to be hit
with the bulk of claims from 90A.

For example, loss estimates for northern West
Germany range from $200 million to $550 million.

The French market estimates damages in that na-
tion at 2 billion to 3 billion French francs (between
$340 million and $524 million).

Insurers expect losses in Belgium to reach $170
million.

Estimated insured losses in The Netherlands are

500 million Dutch guilders ($263.3 million), accord-
ing to a Dutch broker.

And Denmark's insured losses will total about

175 million Danish krone ($29.9 million), says the
Assn. of Danish Insurers.

However, British insurers expect to pay less than
the 1.1 billion pounds ($1.85 billion) they paid for
claims stemming from 87J.

Continued on page 29

Insurers take offensive in coverage disputes
By STACY ADLER

NEW YORK-Insurers are taking the of-
fensive in attempting to bar policyholders
from using liability policies to pay for haz-
ardous waste cleanups according to insur-
anceattorners.

With policyholders seeking indemnifica-
tion for pollution cleanup costs in hundreds
of pending state and federal cases, insur-
ers are adopting complex and innovative de-
fenses such as trying to prove policyholders
knew they were polluting, attorneys said.

Insurers :can no longer simply rely on the
pollution exclusion, which bars coverage for
all pollution that is not sudden and acci-
dental, said attorneys at 'Insurance, Excess

and Reinsurance Coverage Disputes 1990," a
Practising Law Institute symposium held
Jan. 17-18 in New York.

"Insurers are engaged in a massive legal
battle in an attempt to nullify their contrac-
tual obligations," charges policyholder at-
torney Eugene Anderson 6f Anderson, Kill,
Olick & Oshinsky in New York.

"Insurers are in a rout," he said. "Deci-

sions in the last three to four months have
been almost exclusively in favor of policy-
holders."

In.surer attorney Thomas Newman of
Bower & Gardner in New York staunchly

disagreed, pointing to several recent vic-
tories for insurers.

In one, the New York Court of Appeals, the

state's highest court, barred policyholder
Powers Chemco Inc. from using its liability
insurance to pay for a multimillion-dollar
hazardous waste cleanup (BI, July 10, 1989).

The same New York court also ruled that

New York-based American Home Products

Corp. cannot tap its liability insurance to
pay for a $13 million punitive damage award
in Illinois (BI, Jan. 22).

One key strategy, used successfully by in-
surer attorneys in dozens of cases nation-
wide, said Mr. Newman, is proving policy-
holders knowingly polluted the air, water
or land.

Liability insurance was not designed to
cover intentional acts, and· thus policies will
not protect a policyholder who pollutes

knowingly, explained Mr. Newman.
"By definition, insurance has to involve

some type of risk or uncertainty," agreed in-
surer attorney Mary Kay Vyskocil of Simp-
son Thatcher & Bartlett in New York.

"By law, an insured cannot recover insur-

ance for damages that do not result from a
fortuitous event," she said. "Almost every
court in the United States including the U.S.

Supreme Court has recognized this fortuity
concept."

Ms. Vyskocil represented Travelers Insur-
ance Co. in the "first mega-case" concerning
pollution insurance, litigation between
Houston-based Shell Oil Co. and more than

250 liability insurers over up to $2 billion in
Continued on page 14

Insurer balks at Bulgarian spill award

HUNGARY

YUGOSLAVIA
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GREECE

USSR

TURKEY

Area of detail

BUJOHN HEILAND

By CAROLYN ALDRED

BURGAS, Bulgaria-The insurer
of a Greek tanker is refusing to
comply with a Bulgarian Supreme
Court ruling that it must pay al-
most $4 million in compensation
for a 1987 oil spill.

The insurer contends the damage
award is far too high for the
amount of oil that leaked from the

ship. The award is based on a So-
viet compensation system that does
not take into account prior pollu-
tion in the area, the insurer claims.

Also, the Soviet pollution com-
pensation system-known as the
Russian Methodika-is not incor-

porated into Bulgarian law, ac-
cording to the insurer.

As a result, Bulgaria now must
try to enforce the judgment in a
Greek court, said Ken Rankin,
claims executive of Thomas Miller

P&I, the London-based agents for
The United Kingdom Mutual
Steam Ship Assurance Assn. (Ber-
muda) Ltd., which insured the
Greek shipowner.

"It is the club's intention to fight
this claim to the end and it is cur-

rently obtaining legal opinion from
specialists in international law in
Greece-the country where an at-
tempt may be made to enforce the
award," Peter Wright, a director of
Thomas Miller P&I, wrote in a let-
ter sent to all involved parties on
Jan. 18.

The oil spill occurred on Jan. 21,
1987, while the Greek-owned

tanker Kriti Land was discharging
crude oil to a shore terminal in

Burgas, Bulgaria.
The municipality of Burgas

"contended that between 110 and

130 metric tons spilled from the
sea valve of the Kriti Land. It was

the owners contention that this fig-
ure was excessive and the actual

spill was in the region of 80 to 90
metric tons," Mr. Wright stated in
the letter, adding that 65 tons of
the spilled oil was recovered by
skimmers.

"A representative from the In-
ternational Tanker Owners' Oil

Pollution Federation, an indepen-
dent organization that investigated
the spill shortly after its occur-
renee, was of the opinion that the

recovery operation instituted by
the terminal was most efficient.

"The balance of the oil was

washed up in congealed lumps, due
to very low sea temperature, onto
beaches within a two- to three-

mile radius of the port. . . .These
factors also ensured that the actual

area of pollution was kept to a
minimum," the letter noted.

Continued on page 30
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Superfund ruling
Continued from page 1
2OSts under the Comprehensive
Environmental Response, Compen-
sation and Liability Act better
known as the Superfund Act.

"Most cases in the las: coupI,e of
years have expanded 1:ability
under CERCLA. This restricts lia-

bility," noted Deming Sherman, a
lawyer with Edwards & Angell in
Providence, R.I.

Mr. Sherman represented Provi-
dence-based Kayser-Botn Corp.,
which a federal judge last October
found liable for pollution cleanup
costs assessed against & sabsidiary
under CERCLA and common law

standards governing siercing of
the corporate veil (BI, Now. 20,
1989).

"The fact that the cour has said

that there is no liability of a parent
for any response costs attributable
to environmental damage caus€d
by a subsidiary unless there is
fraud is a significant finding '' Mr.

Sherman said.

"It is a well-written, well-rea-

soned opinion. It correctly decides
the case under the current state of

the law." added Jon Schuyler
Brooks, an environmental lawyer
in New York.

"We are always glad to see inter-
pretations which recognize tradi-
tional notions of corporate liabil-
ity," said Quentin Riegel, deputy
general counsel of the National
Assn. of Manufacturers in Wash-

ington, D.C.
If Congress had intended to

make parent companies directly li-
able under CERCLA for pollution
attributed to their subsidiaries, the

statute would have said so expli-
citly, Mr. Riegel observed.

"It's not up to the couris to
change that. It's up to Congress to
change it, if necessary," Mr. Eiegel
said.

0. Kirby Colson III, a lawyer
with Hinshaw, Culbertson, Moel-

mann & Fuller in Chicago, agreed
with the appellate panel s finding

that the language of CERCLA does
not explicitly provide for parent
company liability.

However: noting federal district
court decisions in other cases that

run contrary to the 5th Circu.t's
ruling, Mr. Colson noted that a
parent that exercises a high degree

say that parents are home free," he
warned.

In the case before the 5th Circuit,

the Louisiana Department of En-
vironmental Quality in 1986 and
1987 ordered Joslyn, James and
other parties to clean up pollution
at the Lincoln Creosoting plant

'The fact that the court has said that there is no

liability of a parent for any response costs
attributable to environmental damage caused by a

subsidiary unless there is fraud is a significant
finding,' says attorney Deming Sherman.

of control over a subsidiary's en-
vironmertal activities still risks

being considered a waste site ''op-
erator" under the Superfund Act,
even though common law stan-
dards 'or piercing the corporate
veil may not be met.

"I would not rely on this case to

site.

Joslyn has undertaken some re-
medial action at the site-cleanup
of which is expected to cost several
million dollars-but James refused

to participate, according to court
papers filed by Joslyn.

Joslyn sued James in 1987 in U.S.

Miskikes «id, be emsed,
but they can be covered.

Everyone makes mistakes. But who says your
clients have to pay a king's ransom for them? In today's
suit-happy society, more and more businesses and
service oganizations have become especially vulner-
able to suits caused by their actual or alleged errors
and omissions.

Media/Professional, underwriting manager for
the A-rated Gulf Insurance GrouR designs policies
for a multitude of unusual or complex exposures. Our
in-house attorneys, underwriters and claim experts
work as a team to assure a comprehensive under-
standing of each insured's coverage needs.

Media/Professional is a leader in errors and

omissions and specialized coverages. For a lot oE
very sound reasons.

So before your client's seemingly small
mistake prompts a massive lawsuit, call or write
Media/Professional. For all ihe mistakes you
can't correct.

[U] Media/Professional Insurance, Inc.
Two Penhing Square, Suite 800 · 2300 Main Street
Kansas Cih, Missouti 64108 · 816-471-6118

America's E&0 Authorily

District Court in Shreveport, La.,
seeking an order tha: James must
contribute to the cleanup effort.

Joslyn argued that James was an
"owner or operator" of the site
under CERCLA and the Louisiana

Environmental Quality Act.
A federal judge, however,

granted James' motion for a sum-
mary judgment dismissing the
complaint.

The judge concluded-among
other things--that Congress did
not intend for CERCLA to override

general rules limiting the liability
of parent corporations for the ac-
tions of their subsidiaries.

The 5th Circuit appellate panel
affirmed the lower court ruling in
a Jan. 29 decision.

While noting that several other
federal district courts have read

CERCLA's definition of "owner or

operator" broadly to include par-
ent companies, the appellate panel
specifically declined to follow
suit.

-Joslyn asks this court to signifi-
cantly rewrite the language of the
act and hold parents directly li-
able for their subsidiaries' activi-

ties.

"To do so would dramatically
alter traditional concepts of cor-
poration law," the panel con-
cluded.

"Appellants have pointed this
court to little in the legislative his-
tory of CERCLA to indicate that
Congress intended to make such a
significant change in corporation
law principles," the appellate
court found.

"If Congress wanted to extend li-
ability to parent corporations, it
could have done so and remains

free to do so."

Responding to Joslyn's argument
that James should be considered an

"owner or operator" because it do-
minated the operations of its sub-
sidiary, the panel concluded that
CERCLA provides for such a "con-
trol" test in certain pollution cases
but not in cases like Lincoln Creo-

soting.
Where ownership of a waste site

has been conveyed to a government
body because of bankruptcy, tax
delinquency or abandonment by its
previous owner, CERCLA's defini-

tion of "owner or operator" is ex-
plicitly broadened to include "any
person who owned, operated or
otherwise controlled" the site im-

mediately before conveyance.
However, no such control test

appears in the section of the
"owner or operator" definition ap-
plicable to Lincoln Creosoting, and
the court said it would not imply
one.

The court also found that the

Louisiana environmental statute

similarly does not impose direct li-
ability on a parent of a company
charged with polluting the en-
vironment.

Separately, the court ruled that

Joslyn's effort to pierce the corpo-
rate veil separating James and
Lincoln Creosoting is not sup-
ported by the facts of Lincoln
Creosoting's relationship with
James.

Lincoln adhered to formalities of

corporate separateness, the court
concluded, noting that:

• The daily operations of Lin-
coln Creosoting and James were
separate.

• The top officers of Lincoln
were not employed by James.

• Lincoln owned its own prop-
erty, which was not used by James.

• Lincoln filed its own tax re-

turns, paid its own bills and made
its own arrangements for employee
benefits.

The appellate court also ruled
that "veil piercing should be lim-
ited to situations in which the eor-

porate entity is used as a sham to
perpetrate a fraud or avoid per-
sonal liability."

"The facts in this case do not

support a finding that Lincoln was
designed as a bogus shell for James
Co. to hide behind," the court
ruled. I
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In"the Narrows" of western Maryland, they've seen it all. Colonial times. The Revolutionary and Civil Wars. The
countrfs march west.

That makes the people at Walter N.Yoder & Sons, of Cumberland, hard to impress. At Wausau Insurance, we knew
our service had to be exceptional to get and keep the business of this unpretentious, but booming $20 million firm.

John W Yoder, President of this mechanical and electrical contracting firm, set the rules: "I want this business to go
on for generations to come, so it's essential we keep our employees happy.

"When weask Wausau todosomething, it's notweeks ordays togetitdone. It's hours. Weget fast, courteous response
from everyone there. And Wausau handles 95% of our business, including our health insurance and pension plan.

"I'venever had another insurer work so closely with us," Mr. Yoder says.
"At a time when many employers have been cutting back their employee -si4WAUSAU
benefits, we've been able to increase ours " =11

Responsiveness. For companies like Yoder, it's one way Wausau answers %-1&-i: , . INSURANCE
the call.

Wausau Insurance Companies, 2000 Westwood Drive, Wausau, Wisconsin 54401 'Iblephone (715) 845-5211 A Member of the Nationwide® Group.
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She earned her stripes in pipes.
When we made Jan Noll the head of our Jackson,

Mississippi branch, it didn't catch anybody by surprise,
exactly.

Trained to be a schoolteacher (in Latin and English,
no less) she'd proven herself exceptionally good with
people.

Indeed, Jan acquired a small army of admiring
colleagues during her 15 years at The Home. And
meantime, she managed to underwrite everything
from pipelines to the world's largest catfish processor.

At The Home, we're building our entire business
around people like Jan Noll. Whether they're Home
veterans or newly recruited, they have talents and
experience well beyond the.ordinary.

You see, we've made a decision to concentrate on

larger. more comp/ex risks. To provide consistent reliable
coverage on such risks, for you and your policyholders.

And the only way we can guarantee you coverage
like that is to have people like Jan.

The Home underwrite Commercial Unes, Major
Accounts, Specia/ty Unes and upsca/e Personal Unes.

W

Home Insurance
A substdimy d AnhASECORPORATION

V
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Opinions
Crack down on benefit crooks
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T'|HIEVES CAUGHT burglarizing homes, steal-
1 ing cars or robbing banks are arrested and

prosecuted.

Is it too much to expect, then, that third-party
administrators and others caught stealing from
employee health care plans also face criminal pros-
ecution?

We don't think so, and we applaud the recent
announcement by the U.S. Justice Department and
the U.S. Department of Labor that they are step-
ping up criminal investigations into the abuse of
self-funded multiple employer welfare arrange-
ments also known as-self-funded multiple em-
ployer trusts.

In announcing the indictment of an Atlanta TPA
last month, federal authorities reported additional
investigations are now under way in California,
Florida, Texas, North Carolina, Pennsylvania and
other states (BI, Jan. 29).

It's about time.

State regulators and law enforcement authorities
have been stymied for too long in attempts to deal
with unscrupulous MET operators.

A spate of self-funded MET scandals in the late
1970s and early 1980s produced amendments to the
federal Employee Retirement Income Security Act
of 1974, seeking to clarify the jurisdictional boun-
daries between ERISA and various state insurance
laws.

However, state insurance departments attempt-
ing to regulate self-funded METs still routinely
face claims by MET entrepreneurs that ERISA pre-
empts state regulation.

Lacking resources and multistate jurisdiction,
state authorities are also ill-equipped to pursue
nationwide MET fraud investigations. Compound-
ing the problem, the Department of Labor has his-
torically offered little or no help to the states in
their enforcement efforts.

This appears to be changing.
In congressional testimony last year, Raymond

Maria, the Labor Department's acting inspector
general, warned that unless MET fraud artists are
stopped, thousands of workers will find themselves
without health care benefits.

Mr. Maria described MET scams as "the classic

Ponzi scheme," in which dishonest MET operators
rake in benefit premiums as fast as they can while
embezzling the funds in a variety of ways, includ-
ing through offshore reinsurers they control. When
premium income slows and the MET can't keep up
with incoming claims, the plan collapses.

Mr. Maria offered several proposals for dealing
with the problem, including more aggressive fed-
eral criminal enforcement efforts. Civil fines and

penalties, long favored by the Department of

Labor, are considered merely a "cost of doing busi-
ness" for unscrupulous MET operators, he ob-
served.

In addition, the Labor Department is preparing
what it calls "plain English" materials to be given
to state insurance departments explaining the de-
partment's and the states' roles in regulating self-
funded METs. This should help states better un-
derstand that they indeed do have regulatory
power to police METs.

The department also is considering requiring all
METs to file reports or registration statements
with the department. That would enable the Labor
Department and the states to better regulate self-
funded METs.

Following last month's indictment in Atlanta,
Mr. Maria also said the Labor Department is ques-
tioning what he called an insurance industry prac-
tice of paying commissions to benefit plan fidu-
ciaries for placement of stop-loss and other
coverages.

All of these ideas are good ones, and can only
reduce the risk that innocent working men and
women might suddenly find themselves without
health care coverage in the wake of a MET failure.

The best idea, though, is putting teeth into the
threat of criminal sanctions.

"We want to send a strong signal to people who
deal with employee benefit plans that we consider
these funds to be sacred-inviolable," Mr. Maria
said last month.

Fair enough. Common thieves face the risk of ar-
rest and imprisonment; so should white-collar
thieves in the employee benefit field.

Letters

Increased OSHA budget is encouraging' sign
To the editor: Thank you for your re-

cent article, "Goals of New OSHA
Leader: Fair, Firm and Consistent" (BI,
Jan. 15).It really is encouraging to know
that this esteemed branch of the bureau-

cracy has had its budget boosted and is
about to descend on the private sector

Business Insurance welcomes let-

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

with renewed vigor.
Now, using the figures published in the

article, which I assume were given to
Business Insurance by the federal gov-
ernment, let's project how OSHA is going
to spend it, predicated upon recent his-
tory.

The 1990 budget is stated as $267 mil-
lion, and with the new hirings we now
have 1,258 field inspectors. That is
roughly $212,000 annually to support
each man in the field. Since we know that

last year 54,557 inspections were made,
simple mathematics reveals that to be
43.4 inspections per inspector per year,
assuming of course that they all do in-
spections.

At this point, we can speculate if the
inspectors work 220 days per year (five

days per week, with 30 days paid vaca-
tion and at least 10 government holi-
days), it appears that each inspector
makes one inspection every five days.
This also results in a whopping 3.4 viola-
tions for each visit when divided into the

budget, resulting in a cost per violation
written of $1,446.

The taxpayers should be thrilled that
OSHA promises to aggressively increase
their activities and collect more fines

from employers. Think of how we would
have to increase taxes to pay for this pro-
gram if we couldn't collect the fines in-
stead!

Thomas D. Mather

Senior Vp
Creative Risk Management Corp.

Mount Clemens, Mich.
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whereheleftoff.

In 1492, Christopher Columbus discovered America. He also
discovered that overseas expansion was no picnic. Something
many American businesses are still finding to be the case.

Only nowadays, the perils aren't just high seas. But things like
business interruptions

 and liability suits. And
the difficulty of getting
the right exporters'

' insurance can make you
* wish you' d stayed home.

Not only has it been
' tough choosing coverages,

but you've often had
to use several camers.

Fortunately, the
CIGNA companies now
offer an individualized

package of coverages
from a single source.

One that's designed
to overcome the

complexities of handling
insurance abroad and help you compete effectively overseas.

And with our worldwide network of local operations, you can
expect nothing less than complete service.

For more information, write CIGNA Property and Casualty
Insurance Company, Dept. Rl, 1600 Arch Street, Phila., PA 19103.

And let us prove that the world is insurable. As well as round.

We getpaid forresults CIGNA
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illinois tracks results of wellness program
By MICHAEL SCHACHNER A three-stage wellness program

for State of Illinois employees that
began in 1987 has noticeably re-
duced the number of employees
Aiho smoke, consume large quanti-
Lies of alcohol and use drugs, ac-
cording to the state's Central Man-
agement Services department.

Three years ago, the state offered
14,000 employees in the Spring-
field area the opportunity to par-
take in a free wellness program
that was provided by two local

Benefit beat

hospitals and the Springfield-area
YMCA. A spokesman for the state
said 7,160 workers participated in
the program, which featured a
medical segment, a physical seg-
ment and a counseling segment.

The medical component of the
program consisted of measuring
workers' height, weight, blood
pressure and cholesterol level.
During the physical phase, em-

€liID EE)#Migric:irriE{ifi €B til ({1..fill,

ployees were tested for cardiovas-
cular endurance, percentage of
body fat, strength and flexibility.
In the final segment, employees
were counseled as to how they
could improve their health.

Twenty-three percent of the em-
ployees who participated in the
wellness program-known as Step-
well-smoked in 1987. However,

during a follow-up testing period

Crawfordk unique approach to claims management,

"Total Risk Perspective TMI and our matrix of services are

explained in acolorful 16-page booklet now available from
Crawford & Company without charge or obligation.

RISKCONTROL • CLAIMSSERVICES • HEALTHANDREHABILITATION • INFORMATION SYSTEMS • EDUCATION

performed on 4,162 of the same
workers in September 1989, only
17.6% smoked.

Only 6.3% of participants drank
more than 14 alcoholic beverages
per week in 1989, compared with
8.1% in 1987, and 4.7% admitted to
daily drug use in 1989, compared
with 6% in 1987.

The state is not currently fore-
casting exactly how much the life-
style improvements among Spring-
field employees will save the state
in annual health care costs. But the

spokesman did say that savings are

A Modular

Approach
To Risk

Management
Services

Throughout its history,
Crawford & Company has brought
the skills of a craftsman to its services.

With equal care, the Crawford you
have known as "insurance adjusters"
has continued to develop a team of
trained, experienced specialists who
offer additional services to meet your
changing needs.

Crawford & Company now features
a «Total Risk Perspective. ™" Our
matrix of risk control, claims services,
medical cost control, vocational
rehabilitation, and information systems
allows you to pick with confidence the
services you need.

Over 650 offices throughout the
U.S., Canada, and Puerto Rico.

Crawford
RISK MANAGEMENT SERVICES

Crawford & Company
5620 Glenridge Drive, N.E.
P.O. Box 5047

Atlanta, Georgia 30302
(404) 256-0830

expected "down the road."
In addition, the state last year

offered a similar free wellness pro-
gram to some 25,000 state employ-
ees in the Chicago area. The
spokesman said more than 6,000

participated and a follow-up ex-
amination to quantify results is
scheduled for 1991.

Parkside Health Management
Corp. of Park Ridge, Ill., and
Swedish Covenant Hospital in Chi-
cago provided the wellness services
for Chicago employees.

Both the Springfield and Chi-
cago screenings cost the state
$355,000 last year. Illinois spent a
total of $293 million on life, health
and dental benefits in 1989.

Benefit continuation

A bankruptcy court judge has
given two Campeau Corp. units

permission to continue making
contributions to several employee
benefit plans that had been tempo-
rarily suspended after the company
filed for Chapter 11 protection last
month.

U.S. Bankruptcy Judge J. Vin-
cent Aug on Jan. 25 authorized
restoration of group benefits for
employees and former employees
of Federated Department Stores
Inc. and Allied Stores Inc. Those

benefits included long- and short-
term disability, substance abuse
assistance and education reim-

bursement programs, the com-
panies' matching contribution to a
401(k) savings plan and the contin-
uation of health benefits as stipu-
lated under the Consolidated Om-

nibus Budget Reconciliation Act, a
Federated spokeswoman in Cincin-
nati said.

The benefit restoration ruling
was strictly a formality, however,
since benefits under the com-

panies' self-insured health plans
had not really been discontinued
between Jan. 15, when the com-

pany filed for Chapter 11 reorgani-
zation, and Jan. 25, the spokeswo-
man explained.

It is "standard procedure for the
courts to set hearing dates for the
continuation of spending," she ex-
plained. "The court continued pay-
roll spending immediately and set
a later date to determine whether

we could continue to make pay-
ments to certain benefit plans."

"The court proceedings did not
delay the delivery of any benefits.
Nobody was denied coverage. This
decision simply affirmed that we
could continue to operate nor- 1
mally," she said.

UNUM fitness center

Employees at UNUM Corp.'s
headquarters in Portland, Maine,
now have free access to an on-site

fitness center that features an

aerobies room, numerous weight
stations and cardiovascular exer-

cise equipment.

The facility, which opened at the
beginning of the year, occupies the
basement level of UNUM's home

office and is open to all 3,000
UNUM employees in Maine. The
fitness center was created as part
of a five-year ongoing focus on fit-
ness, said Susan Olson, manager of
employee wellness.

Ms. Olson said UNUM built the

fitness center to "encourage physi-
cal health and well-being through
regular exercise, with particular
emphasis on cardiovascular
health."

She said UNUM has made a con-

scious effort over the past five
years to improve the overall health

of its employees, which in turn
leads to a reduction in both health

care expenditures and lost produc-
tivity related to absenteeism.

UNUM has seen its health care

costs for more than 4,000 employ-
Continued on page 12



INFLUENCE

Drop a pebble in the watel;
And its ripples reach out far;
And the sunbeams dancing on them
May reflect them to a star.

Give a smile to someone passing,
Thereby making his morning glad;
It may greet you in the evening
When your own heart may be sad.

Do a deed Of simple kindness;
Though its end you may not see,
It may reach, like widening ripples,
Down a long eternity.

In Loving Memory of

Bill Mangelsdorf
Co-founder of

The Mangelsdorf Companies

September 20, 1939 - January 24, 1990

1
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Pollution cover
Continued from page 3

cleanup costs at the Rocky Moun-
tain Arsenal near Denver.

Even that case "pales by com-

parison" to today's litigation, she
said.

Shell and its insurers focused on

a single waste site, while cases now
often involve dozens of waste sites

nationwide, she explained.
The Shell litigation, though, set

the standard for how today's cov-

erage cases are handled, according
to attorneys. It marked the first
time insurers convinced a jury that
a policyholder knowingly polluted
a site (BI, Dec. 28,1988)

Another lesson learned by insur-
ers in the Shell case and other less-

celebrated litigation was that a
Fortune 500 policyholder and a
mom-and-pop bakery could be
held to different legal standards.

California Superior Court Judge
William Lanam ruled that Shell

was a sophisticated policyholder
that should not be given the bene-
fit of common law rules which,

when a policy is ambiguous and
the intent of the parties unclear,
interpret the contract against the
insurer (BI, May 30,1988).

This rule-known as contra pre-
ferendum-was developed in the
context of personal lines cases,

where a polkyholder was pre-
sented with his insurance policy on
a take-it-or-leave-it basis, ex-
plained Barry Ostrager of Simp-
son, Thacher & Bartlett in New

York.

Recently courts have applied the

rule in cases involving commercial
insurance and major corporate pol-
ieyholders, he said.

However, applying the contra-

preferendum rule to a major com-

Excess insurance

issues will become

more important as

cleanup costs rise,

Mr. Newman says.

pany's purchase of business insur-
ance is inappropriate, according to
Mr. Ostrager, who also represented
Travelers in the Shell litigation.

Courts examining the economic
background of policy negotiations
between major companies and in-
surers realize this, he said.

"When you are dealing with par-
ties of equal bargaining power
there is no need for the rule," said

Mr. Ostrager. "Only in the rare
case when one party drafted the
policy, where there is a real ambi-
guity and the intent of the parties
cannot be determined should these

rules be applied."
In fact, the contra preferendum

rule is being "very substantially
eroded" and "will disappear" by
the end of the decade, he said.

Attorneys also predicted in-
creased coverage litigation involv-
ing excess insurance and reinsur-
ance companies in the 1990s.

"The dollars in today's disputes
are so large that they will even-
tually be played out in disputes
between reinsurers and eeding
companies and later between rein-
surers and retrocessionaires," said
Mr. Newman.

For exam-ple, the New York
Court of Appeals is being asked in
a pending case to decide whether
telexes between a reinsurer and a

cedant can form a binding contract
even though the certificate or
treaty has not yet been issued.

In addition, excess insurance

issues will gain more prominence
as pollution cleanup costs rise dra-
matically, said Mr. Newman.

Courts will have to decide:

• Was the excess insurer given
adequate notice of the claim?

It is not clear now clear whether

it is sufficient for a policyholder to
notify its primary insurer alone or

whether the policyholder has a
greater duty to also notify excess
insurers, explained Mr. Newman.

• Can excess insurers jointly

hire counsel to monitor large cov-
erage cases?

Often excess insurers have small

claims departments and do not
have the manpower to monitor
these eases, explained Mr. New-
man.

Moreover, could sharing counsel
lead to a conflict of interest? And,

what happens when one insurer
wants to settle and the cthers do

not, Mr. Newman asks.

Courts have not fully addressed
any of these questions, he ex-
plained.

• Must an excess insurer drop

/ It '1

down and pay claims when one
primary insurer goes insolvent, but
before other primary insurance has
been exhausted?

The few decisions in this area

have yielded no clear answer, ac-
cording to Mr. Newman.

"Courts generally have been
holding that excess carriers do not
have to drop down when a primary
insurer goes insolvent," he said.

For example, a California state
court ruled in 1988 that Associated

Internaticnal Insurance Co. of Los

Angeles did not have to drop down

to pay long-latent product liability
claims even though the underlying
primary insurer and first-layer ex-
eess insurer on the risk during the
same policy period had exhausted

their limits (BI, May 16, 1988).

The other primary insurers must
exhaust their limits by paying
claims-even those that fall out-

side their policy period-before
Associated has to begin paying

elams, the judge ruled.
In coming years, courts must also

rule on what event should trigger
liability policies in the eontext of a
hazardous waste cleanup.

Insurers that were caught in the
quagmire of asbestos bodily injury
claims litigation were split most

deeply on this issue.
"The trigger of coverage issue in

the early 1980s was the most liti-

gated issue," said Ms. Vyskocil,
noting that four basic trigger
theories emerged from the asbestos

litigation.

The first, known as the exposure
theory, holds that insurance is
triggered when a victim is exposed
to the hazardous substance.

The second, known as the mani-
festation theory, holds that insur-

ance is triggered when a victim
manifests a disease stemming from
exposure to a hazardous sub-
stance.

Under the third theory-the tri-

ple trigger-insurance is triggered
continuously from a victim's initial
exposure, through the exposure
and until a disease manifests itself.

A fourth theory, known as injury

in fact theory, holds that policies
are triggered only when a victim

Continued on next page
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displays an injury.

In hazardous waste litigation, no
>ingle theory has emerged as the
majority view, said Ms. Vyskocil.
' It is too soon to tell what or if

there will be a majority rule."
The injury in fact theory is "is

the truest to the policy language,"
ar.cording to Ms. Vyskocil. But "in-
surers are still all over the place"
on which is the appropriate trig-
ger, she said.

Attorneys have speculated that
the failure of insurers to agree on
an appropriate trigger in the pol-
lution context could lead to an-

other decade of insurance company
in-fighting.

But, Ms. Vyskocil said this is un-
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likely, predicting instead that -in-
surers will work out on a consen-

sual basis how to divide the pie."
Insurers have learned to put

disputes within the industry aside
and focus on defenses where there

is agreement between carriers,"
said Ms. Vyskoeil.

For example, insurers agree that
choosing the best possible forum to
a litigate a lawsuit is critical. Both
insurers and policyholders believe
laws in some states favor insurers

and in others, polieyholders.
Discrepancies in state law can

be "outcome determinative,"

meaning they could spell the dif-
ference between winning and los-
ing a coverage battle, said Mr.
Newman.

For starters, it can eliminate the

problem of lost or misplaced fles.

Because now, electronic copies of your

documents will be stored in the com-

puter where they can be tracked;

retrieved and viewed by anyone:

Instantly.

1nstantly" will also be the *ay to I
7

describe your response tinit..

Now, a customer's question can

be answered in seconds, rather

than days or perhaps weeks.

Serving your customers

faster also means you can serve

more customers. As one

ImagePlus customer reports,

"Productivity of our customer
,

service reps is up approximately

20 percentYS 0 's : :--

While letting you make more

of your time, ImagePlus also lets

you use less of your space.

One optical disk can hold the

same amount of information as

four or more filing cabinets. That

led one customer to project,

"We'll save about 39,000 square

feet of office space, as well as the

© 1990 IBM Corporabon

As a result, insurers and policy-
holders often fight tooth and nail
to get litigation into a favorable
forum. -'Choice of forum is often a

bitterly contested issue," said Mr.
Newman.

For example, insurers in the
Love Canal litigation are still bat-
tling over whether the case should
be heard in California, where the
parent of the policyholder is based,
or New York, where the toxic

landfill is located. This litigation
over liability for claims stemming
from the leak of hazardous chemi-

cals from an old landfill began in
1978 (BI, Dec. 25, 1978).

Among the states that could be
considered an appropriate forum
for a hazardous waste coverage

DU6676666 1766£4/UnCe, reUIUary 0, 133U / 10

dispute are those where: the waste
sites are located; the insurance
company has its home office; the
policyholder has its home office; or
even the state where the insurance

policy was last signed.
"There is definitely forum shop-

ping," said policyholder attorney
Mr. Anderson.

Insurer attorney Mr. Ostrager
defends the practice, saying that
an attorney who looks for the most
favorable forum is only doing his
job.

And, he added, "litigants are
wrong as often as they are right."

For example, New Jersey for
many years was considered a pro-
policyholder jurisdiction. How-
ever, that image was shaken when

warehouse space where we store about

80,000 boxes."

In business terms, that alone could

translate into savings of more than

$1 million a year.

- f ImagePlus from IBM. From policy
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a state judge in New Jersey ruled

that Diamond Shamrock Corp. was
not insured for Agent Orange
claims (BI, Feb. 15, 1988)

Several speakers suggested pol-
icyholders and insurers would be
better off working out a way to
share pollution cleanup costs.

"More money is being spent on
litigation by a factor of three than
is on cleaning pollution and re-
moving asbestos," said Mr. Ander-
son. Three out of every four dollars
goes to lawyers and insurance
companies and not to remediation
efforts, he explained.

"This system stinks," he as-
serted. "It is time (for policyhold-
ers and insurers) to sit down and
talk." I

Guaranty
funds not up
to task: Hall

NEW YORK-The current insur-

ance guaranty fund system may not
survive the decade, according to a,
prominent reinsurance company
attorney.

The system was not designed for
and is not prepared to meet the
burden of today's massive insur-
ance insolvencies, said Robert M.

Hall, general counsel and secretary
at American Re-Insurance Co. in

Princeton, N.J.

Mr. Hall discussed the problems
plaguing guaranty funds at "Insur-
ance, Excess and Reinsurance Cov-
erage Disputes," a Practising Law
Institute symposium Jan. 17-18 in
New York.. He later elaborated on

his comments.

Some 238 insurance companies
are in insolvency proceedings, said
Mr. Hall, quoting figures from a
June 1989 National Assn. of Insur-

ance Commissioners report. Ac-
cording to A.M. Best Co., 43 insur-
ers became insolvent in 1989 alone.

"The insolvencies will not stop
anytime soon," he predicted. Prob-
lems such as pollution, AIDS, as-
bestos and latent injuries threaten
to drain the financial resources of

even more insurers in the coming
decade, he said.

"Guaranty funds were designed
to deal with smaller personal lines
insolvencies," he said. "But today's
problems are so massive that it is
not realistic to expect the current
guaranty fund system to handle
them.

"I would be surprised if the
guaranty fund system we have
today survives the century."

Instead, Mr. Hall predicted ei-
ther creation of a federal guaranty
fund system or passage of federal
bankruptcy laws applying to insur-
ance companies in the 19905.

A federal guaranty fund system
would provide nationwide unifor-
mity, said Mr. Hall.

State guaranty fund laws now
provide for payment of different
types of claims and limits of cov-
erage, he explained.

"This patchwork of laws is not
cost-effective," said Mr. Hall.

Applying federal bankruptcy
laws to insurers might also create
greater guaranty fund uniformity
and allow liquidators to develop
expertise in their field, he said.

"It is hard for today's liquidators
to build expertise in the liquida-
tion process when the laws differ
from state to state," Mr. Hall said.

Historically, the insurance in-
dustry has opposed both a federal
guaranty fund system and the ap-
plication of federal bankruptcy
laws to insurance companies, fear-
ing that either would give the fed-
eral government a toehold into in-
surance regulation, he said.

Nonetheless, there is a 50%
chance that there will be a federal

guaranty fund system by the end of
the 1990s, Mr. Hall predicted.

-By Stacy Adler



'r I

1

In 1851, when America won the first Cup Race, Allendale's
For nearly 60 miles, one sleek bow cut like a razor between

sky and sea Outnumbered by seventeen of Britain's best sailing
vessels, America streaked across the finish lir.e to victory. "Where
is the second?" Queen Victoria asked. "Your Majesty, there is no
second" the signalman replied. And when America crossed the

finish line eighteen minutes ahead of its closest competitor,

Allendale had been leading the property insurance industry with
innovations in loss control engineering and coverage for 16
years.

In a changing world where events like this shape history, this is
our way of reminding you of one progressive, stable company
that's been in business since 1835.
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ngineers had been charting a winning course for 16 years.
Today at Allendale, we continue to shape the history of loss

control with engineering, training, research and testing, respon-
siveness and fairness in the way we do business.

Throughout the years we've been more than an ordinary
insurance company. Commitment to our insureds goes well beyond
the property coverages we provide.

After a century and a half, that part of our philosophy is not
about to change. Allendale Insurance, R O. Box 7500, Johnston,
Rhode Island 02919.

Allendale Insurance/Factory Mutual System
Over 150 years of progress and stability.

r



18 / Business Insurance, February 5, 1990

SATURDAY

'*BERSTA

ft - · .-ti-*-.:-.*=3
--I-.*.-.*.I-Ill.-.-.

I

Providing Temporary
Claims Adjustors
Nationwide.

Workers' Comp, Medical
Property/Casualty, L&H

Offices Coast to Coast

(800) 552-5246

iiI

f--

Claim Net *

CIGNA restructu res

European operation
By STACY SHAPIRO

LONDON-CIGNA Worldwide

Inc. is moving executive management
of its European, Middle East and
African operations from Philadelphia
to a new seven-member European
Management Council.

Since December each member of

the council has been in charge of
an area or "cluster."

The new council.and management
structure in Europe "brings authority
closer to the point of sale," explained
explained Tony Lancaster, senior vp
of United Kingdom and Ireland for
CIGNA Insurance Co. of Europe
S.A-NV."The objective (is) to think
globally and yet act locally."

CIGNA decided to develop a "col-

f

MaGEE INSURES ALL SIZES
Hardware... Software... Accessories...Owned... Leased... Transportation.
Every policy custom-molded to the individual need. We know how
because we've been doing it since 1964.

If you have a client who has a computer-SEE MeGEE
WORLDWIDE INSURANCE COVERAGE FROM *cGEE & CO
tum. H. E CJ-ti- & CD..Inc
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laborative" European operation with
management spread over a wide area
rather than centralized.in one Euro-

pean city or Philadelphia, Mr. Lan-
easter said.

"Europe is going to evolve. Look
at what's happened in Eastern Eu-
rope recently. As it evolves, we plan
to evolve with it," he explained.

The structure was developed after, 1
a 1989 study on how to improve 
CIGNA's marketability in Europe in
light of the Single European Insur-
ance Market in 1992.

A study group that included ex-
ecutives from the home office in Phil-

adelphia and some European offices
was established to talk with brokers
and customers to find out what the

perceived strengths and weaknesses
of CIGNA were in Europe.

"We found that we had a need to

expand our product mix," he said.
"And there's a need to emphasize
an expansion on our casualty capabi-
lities."

Previously, CIGNA divided its Eu-
ropean, Middle Eastern and African
operations into four regions: South-
ern Europe; Northern Europe; the
Middle East & Africa; and the United
Kingdom & Ireland. Mr. Lancaster
headed up the U.K. and Ireland oper-
ations in London, and the other three
regions were managed by executives ' 1
in Philadelphia.

The new cluster managers are:
• Mr. Lancaster, who remains in

charge of the United Kingdom and
Ireland.

• Herman Niewenhuizen, country
manager for Belgium and senior vp
for Belgium, The Netherlands and
Scandinavia.

• Gerhard Hornig, country man-
ager for West Germany and senior
vp for West Germany, Switzerland
and Austria.

• Kirk Sinanian, country manager
and senior vp for France.

• Paolo Rizzo, country manager
and vp for Italy.

• Denis Johnson, country manager
for Spain and cluster manager for
Spain and Portugal.

• Bowdre P. Mays, vp in Athens,
Greece, and cluster manager for
Greece, the Middle East and Africa.
The Middle East and Africa have

been overseen by Mr. Mays in Athens I
for the last few years. '

Nick Steffy, senior vp of base op-
erations for CIGNA Worldwide in

Philadelphia, will be chairman of the
council.

Also attending council meetings
are: one property/casualty under-
writing representative; one special
products representative; and Alan
"Chip" Platow, senior vp of mar-
ketmg based in Paris.

Monthly council meetings will be
in different European cities, with the
cluster manager from the host coun-
try running the meeting.

Initial council meetings in Decem-
ber and January focused on imple-
mentation of the cluster plan. Meet-
ings are set Feb. 8 in London and in
March in Madrid.

CIGNA-which has been active

under the CIGNA-Europe name
throughout the European Community
for several years-has 48 branches in
all European countries except Lux-
embourg, noted Mr. Lancaster.

The insurer specializes in commer-
cial property insurance; claims and
loss control services; and accident
and health coverage. CIGNA also
offers multinational corporations
global insurance programs.

In addition, CIGNA plans to ex-
pand its casualty expertise.

CIGNA-Europe produced total
1989 premium volume of about $1
billion, 45% of which carne fronn the
United Kingdom and Ireland; 18%
from France; 8% from West Ger-
many; and 29% from other parts of '
Europe, Scandinavia and the Middle
East and Africa. i
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Perspective

One bad apple
Dishonest MGA

is the exception
By Louis A. Williams

S PRESIDENT OF THE American Assn. ofManaging General Agents, I cannot resist
protesting the subject of the article, "Insurance Fraud
Tough to Spot: Ex-Con" (BI, Nov. 6, 1989). The
AAMGA is a trade association of state, regional and
national insurance managing offices with contractual
authority to perform managerial functions on behalf of
insurers through the American agency system. Our 250
member firms are governed by a code of ethics
demanding the highest level of professional and ethical
standards (see box).

Last year, our member firms provided insurance
products to more than 200,000 subproducers for small
commercial and personal accounts developed primarily
from suburban and rural agents.

In addition, the AAMGA played an active role in
working with the National Assn. of Insurance
Commissioners in helping to develop an MGA model
act to regulate the 2% or 3% of the MGAs possessing
the authority to threaten the solvency of an insurer.

It seems quite appropriate that Business Insurance
readers should be informed about the 97% to 98% of

MGAs that provide important professional and ethical
services daily, as a vital method of distribution.

The importance of the managing general agency
system as an efficient and effective medium of
distribution has been documented by all segments of
the insurance industry.

In a 1989 article in Best's Review, David N. Grubb,
special deputy commissioner of the New Jersey
Department of Insurance, states: "Managing general
agents perform a critical function that benefits both
insurers and consumers. They increase the insurance
buyer's choices by providing the kind of underwriting
expertise that many carriers would have trouble
duplicating."

In the same issue, Joseph M. Walsh, president of
American Empire Surplus Lines Insurance Co. of
Cincinnati, says: "The managing general agent, through
subproviders, can provide insurers, large and small,
admitted and non-admitted, expanded marketing and
service capability. There tends to be a consistent
demand for certain types of risks or classes of business
that are not readily available from a broad base of

companies."
Mr. Walsh further commented that MGM have been

successful in developing special expertise to both
attract and underwrite these specialty lines of business.

In testimony before a hearing held last June by
the NAIC's Managing General Agents Working Group,
Tom Rohs, president of the American Modern Home
Insurance Co. of Cincinnati, stated: "Companies such
as ours would find it practically impossible to operate
without the assistance of the managing general agency
system. The American Modern Home Group specializes
primarily in insuring mobile homes. In numerous
states, the population base is inadequate to support our
own field staff. The managing general agency system
allows us to distribute our product successfully in
many of the more sparsely populated and rural areas."

What are the specific value-added functions of the
MGA that make their role so important in today's
distribution system? Consider these facts:

• Managing general agents have established
subprovider premium sources and staff expertise in
product knowledge.

Additionally, the knowledge of their territories and
their service capabilities provide the facilities to bring
additional capacity into the marketplace. New, limited
capital formations, or older small insurers with an
interest in writing a new product line, would be unable
to invest capacity in the marketplace without the
support of the MGA network. Obviously important to
any insurer is the ability to get a spread of risk made

IAAMGA I
®
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CODE OF ETHICS

AMERICAN ASSN. OF MANAGING GENERAL AGENTS

As entrepreneurs and business owners we, the membership of AAMGA, have certain obligations to each other,
our industry, and our communities.

Our goals and obligations fall into six broad categories.

1. Financial / 4. Relationships with insurance companies
2. Intra-organizational 5. Legal responsibilities
3. Relationships with our sub-producers 6. Community obligations.

Financial

As AAMGA members, we must meet all financial obligations (i.e., debts owed, premiums due companies, returns
due sub-producers and insureds, etc.) on a timely basis.

Intra-Organizational
As AAMGA members, we must compete fairly and honorably in the marketplace, making no false statements or
misrepresentations about other AAMGA members or competitors.

Relationships With Our Sub-Providers
As AAMGA members, we must serve our sub-producers to the utmost of our ability, and in so doing must:

• Research and remain current on the financial stability of companies with which we place business.
• Encourage continuing education and training for ourselves and our staffs.
• Make no misrepresentation of what coverage is being provided.

Relationships With Insurance Companies We Represent
As AAMGA members, we will faithfully execute the underwriting guidelines of the companies we represent.
As AAMGA members, we must act in the utmost good faith and gather all data necessary to make a proper
underwriting decision before putting an insurance company at risk.
As AAMGA members, we are obligated to remain current on the laws affecting insurance companies, in those
states in which we have authority, advising companies to the best of our ability on statutes and practices which
affect them.

Legal Responsibilities
As AAMGA members, we are required to observe all insurance and other applicable state and federal laws.

Community Obligations
As AAMGA members, we will take an active part in the recognized civic, charitable and philanthropic move-
ments which contribute to the public good of our communities.

It is a privilege, not a right, to belong to the AAMGA. Our AAMGA membership is a "badge of honor."

We pledge to conduct ourselves in a manner befitting the privilege of membership in the American
Assn. of Managing General Agents.

possible by the nationwide MGA network. The
managing general agency system provides insurers with
marketing, underwriting and policy services by
providing those functions on their behalf. Thus, an
insurer writing a very small volume is supported by the
expertise and experience of MGAs writing large
volume aggregates.

• The role of MGAs in offering retail agents an
alternative market to service the needs of their

policyholders is critical to most retail agents at all
times. The real importance of the MGA's role, however,
was never so visible as during the hard market cycle of
the mid-19805. During this cycle, the traditional
market withdrew from many classes of risks for which
there would have been no availability except for the
markets reached through the MGA/wholesaler system.

• In today's marketplace, the MGA provides a
"value-added" dimension by simply being present. The
MGAs are a daily reference source tapped constantly
by the retail marketplace. MGAs are usually able to
market, on behalf of the retail community, risks that
otherwise could not be handled by a given retail source,
thereby extending the ability of that retailer to service
his client. MGAs have the ability to seek and negotiate
cover with multiple markets, thereby spreading the risk
and making it acceptable to a multiple market where a
single market represented by the retail producer has
declined the exposure as too large, too broad or too
risky for a single market.

• The MGA gives the small town and rural agents
access to sophisticated markets that can provide
specialty coverages to service the needs of the agency

- *.Se*g¥f:Smim

clientele with products of comparative security and a
competitive price.

In addition to the MGA's specialty role, the
managing general agency system is now helping to
fill voids created for smaller agents by the withdrawal
of standard contracts due to limited premium volume
by offering alternative markets without imposing
volume requirements.

The viability of the managing general agency system
in the marketplace today is best evidenced by the fact
that the member firms of the AAMGA alone wrote an

estimated $5 billion in premium volume last year in
their service to more than 200,000 retail producers.
This does not include the large premium volume
written by the excess an[d surplus wholesalers network.

Viable as the system is today, the managing general
agents are being challenged through affiliation with
their professional trade associations to be even better
prepared to serve the marketplace of tomorrow through
observance of the strictest standards of professional
ethics and continuing professional growth in the
services provided to retail agencies.

j

Louis A. Witliams is president Of
the American Assn. Of Managing
Generat Agents. In addition, he
operates Louis A. Wittiams &
Associates Inc., an MGA based in

Marshall, Tezas.
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ASK A BENEFITS ACTUARY
Using new regulations
to calculate pensions

Q
How is the required

minimum distribution from

pension plans calculated?

1 This question comes from an
employee benefits manager who
is grappling with the Internal

Revenue Service's lengthy
proposed regulations regarding
the minimum amounts required

- to be distributed under both

defined benefit and defined

contribution plans to certain plan participants who
have turned age 701/2. The manager recognizes that
action is needed soon on this matter since

distributions must be made on or before April 1,
1390

Benefit payments from a qualified plan must

begin to individuals who have turned age 70*2 in
1989, even if the individuals are still employed by

file plan sponsor. Benefit payments must also begin
to individuals who turned age 701,4 in 1988, are not

owners of 5% or more of the plan sponsor and did
not actually retire during or before 1988. (In 1989,

the IRS delayed until April 1,1990, distributions to
these individuals.) Benefit payments should already
have started to individuals who are 5% owners, and

who turned age 701,4 in 1988 or earlier,
Individuals who turned age 701/2 before 1988-and

who are not 5% owners-are not required to start
payments until the April 1 following the calendar

year in which they actually retire. Finally,
individuals who made an election under Section

242(b) of the Tax Equity and Fiscal Responsibility
Act of 1982 are required to receive payments based
on the terms of their elections, and not based on the

rules described above.

For an employee whose benefit is an individual
account under a defined contribution plan, the
amount that must be distributed by April 1, 1990, is

at least equal to his or her account balance divided

by a life expectancy.
The account balance is as of the last valuation

date in 1988. This account balance is adjusted for
contributions and forfeitures allocated to the

account and distributions from the account, which

occurred as of a date in 1988 after the last 1988

valuation date.

The life expectancy used in the calculation is
either the employee's life expectancy or the joint
and last survivor life expectancy of the employee
and designated beneficiary. The ages used in
determining the life expectancy are the ages of the
employee and beneficiary on their respective

birthdays occurring in 1989. The IRS has prescribed

in proposed regulations the mortality tables to be
used for determining those life expectancies.

In addition, if the designated beneficiary is not
the participant's spouse, the distribution must meet
the incidental benefit rules that require that at

least 50% of the value of the benefit is expected to
be distributed during the lifetime of the employee.
Consequently, if a non-spouse beneficiary is

significantly younger than the employee (generally,
at least 10 years younger), then the life expectancy
may need to be reduced (and the benefit amount

increased) to meet the incidental benefit rules.
A second distribution will need to be made to the

employee by Dec. 31, 1990, and the minimum

amount required for this distribution will likely be
di fferent than the minimum amount for April 1,
1990, distribution. The account balance used for

determining the minimum amount of the second
distribution is the account balance as of the last

valuation date in 1989, and this account balance is

also subject to adjustment.

Assuming that the employee and a spouse
beneficiary each survives through 1989, the life
expectaney will be recalculated based on their
respective birthdays in 1990. However, either the
plan or a participant's election may provide for no
recalculations, and simply reduce the prior year's
life expectancy by one year.

For an employee whose benefit from a defined
benefit plan is a life annuity (with a certain period
less than 20 years), the amount of the benefit

payment required on or before April 1, 1990 is the
amount required for one payment interval. For

example, if annuity payments are made monthly,

one monthly payment is required by April 1. After
that date, payments must continue at their regular
intervals.

The IRS' proposed regulations are silent as to the
date of which the accrued benefit is to be

determined for the purpose of starting benefit
payments. One approach might be to determine the
accrued benefit as of the end of 1989.

While the employee is receiving benefit payments,
additional benefits may also be accruing. If the
individual is still employed at the end of 1990, any
additional accruals must be determined at that time

and all benefit payments in 1991 must be increased
to recognize the additional accrual.

The IRS' proposed regulations provide additional
detail on the rules for these distributions. Plan

sponsors are well advised to consult these
regulations now and begin the process of
determining the amoums required for distribution.
April 1 is just around the corner.

Would you like advice from an erperienced colleague
on a risk management, benefits management or
actuarial probiem? Four features in the Perspective
section of Business Insurance can give you some
answers.

Ask A Casualty Actuary, Ask A Benefit Actuary,
Ask A Benefit Manager and Ask A Risk Manager
answer written questions from readers on risk and
benefits management issues and actuarial problems.

This month's column on actuarial

I issues in the benefits field is written
by William J. Miner, an actuary with
The Wyatt Co. in Chicago. Richard E.

4 Sherman, a principal with Coopers &
ali Lybrand in San Francisco, answers

4 # actuarial questions in the casualtyfield. Susan M. Werner, director of
risk management at Hardee's Food

' Systems Inc. in Rocky Mount, N.C.,
answers risk management questions.

Mr. Miner And, Joseph W. Duva, director of
employee benefits at Allied-Signal

Inc. in Morristown, N.J., answers benefits management
questions.

Mr. Miner's and Mr. Sherman's columns appear
alternately on the first Monday Of each month. Mr.
Duva's and Ms. Werner's columns appear atternately
on the second Monday of each month. Mr. Miner's next
column witl appear in April.

Address your questions to ASK Business Insurance,
740 N. Rush St., Chicago, Ill. 60611. Please give us your
name, title and employer; however, Business Insurance
will consider unsigned letters.

Many actions can reduce damage costs
By The Insurance Institute

of America

The following question and answer are

drawn from the curriculum for the

Associate in Risk Management

' designation awarded by the Insurance
1 Institute of America. They represent the

type of question asked-and the possible
answers-in one of the three

examinations for the A.R.M.

designation.
Applying some basic risk management

principles to a small firm with just one
location-here, a dry cleaner-is the

focus of this month's question and

answer, drawn froma recent national
examin.ation in ARM 54-Structure Of
the Risk Management Process.

Q: Joe, the owner of a dry cleaning
business, recognizes that any significant

interruption in his ability to serve his

customers could seriously jeopardize the
survival of his business.

For each of the factors below, describe

an appropriate action to minimize the
financial impact of damage:

• Length of shutdown.
• Degree of shutdown.

• Expenses during shutdown.
• Time after reopening required to

resume normal operations.

Identify three risk control techniques
that Joe could use to reduce the severity
of property losses to his store.

For each technique identified in your
answer above, give one specific example
of the technique that Joe could use.

A: Even though this is a small firm,
it can still take many of the steps that
larger organizations take to reduce the
financial impact of premises damage.

• To reduce the time the store is shut

down, Joe can either expedite repairs or
make arrangements to use alternative
facilities, perhaps by entering into a
"mutual aid" pact with a similarly

situated dry cleaner.
• To reduce the degree of shutdown

from damage to his one store, Joe
could-in the long run-operate with
two or more stores. In the short run, he

could strive to remain partially open
while advertising that he is still in

business and perhaps offering special
inducements to attract customers.

• To control his expenses during
shutdown, Joe could identify and strive
to reduce any non-essential expenses,
such as reducing payroll costs by laying
off non-essential employees.

• To hasten the resumption of normal
operations, Joe could make

arrangements with his suppliers to
expedite deliveries to him. Advertising
the reopening also could facilitate rapid
recovery. (As the question is phrased,

this last answer would only earn credit if
it had not been given earlier.)

Perhaps the three most readily

applicable risk control techniques for
reducing the severity of property damage
to the store are loss reduction,

segregation of exposure units and
contractual transfers for risk control.

• Property loss reduction measures
against, for example, fire could include

installing an automatic fire
detection/suppression system. As

another example, the severity of theft
losses could be cut by reducing the
amount of cash or other valuable

property in the store at any one time.
• Beyond operating several stores, Joe

could segregate exposure units by, for
example, maintaining duplicates of
customers' accounts. Then the damage
to any one set of records would not so
severely impair revenue collections. As
another example, duplicating key items
of equipment could allow him to
continue serving customers whenever
one of these items was damaged or
needed maintenance.

• Joe's clearest opportunity for
contractual transfer of risk control for

his store would be to lease his store,
rather than own it, so that any damage
losses to this real property would be
borne primarily by the lesson I

The sample questions and answers
used in this column are taken from the
Associate in Risk Management

designation curriculum of the IIA. For

more information on the content Of the
A.R.M. program, write Dr. G.L. Head,

Vp, Insurance Institute of America,
P.O. Box 314, Malvern, Pa. 19355.



Punitive damages
Continued from page 2
ucts to pay $9.2 million in compen-
satory damages and $13 million in
punitive damages for failing to warn
about the dangers of Aminophylline,
a drug used to treat respiratory prob-
lems.

The jury's verdict was upheld by
a state appellate court in 1988 and
is now on appeal before the Illinois
Supreme Court.

To win punitive damages under Ii-
linois law, a plaintiff must prove
"fraud, actual malice, deliberate vio-

lence or oppression or when the de-
fendant acts willfully or with such
gross negligence as to indicate a
wanton disregard or the rights of
others," according to the state Su-
preme Court.

Under New York law, punitive
damages can be assessed for either
intentional conduct or unintentional

conduct that amounts to "gross neg-
ligence, recklessness or wantonness,"
according to the New York Couft of
Appeals.

Finding "no relevant difference be-
tween the rules governing punitive
damages in New York and the com-
parable rules in Illinois," the court
saw no reason not to apply New York
common law-which bars the insur-

ability of punitive damages-to the
American Home Products case.

"In New York, as in Illinois, pu-
nitive damages are intended to act
as a deterrent to the offender and

to serve as a warning to others,"
the court said.

"From our conclusion that will-
ful and wanton conduct like that

found to have been committed by
AHP. . .could support a punitive
damages verdict under New York
law, it follows that insurance indem-

nification for the (AHP) punitive
damages award would be contrary to
our state's public policy," the court
concluded.

The New York Court of Appeals
was asked to determine if New York

law barring punitive damages should
apply to an out-of-state award by the
2nd U.S. Circuit Court of Appeals,
where the litigation between Ameri-
can Home Products and Home is cur-

rently pending.
The 2nd Circuit is now expected

to overturn a lower 1987 federal

court ruling that Home "is liable
under its excess insurance policy for
the punitive damages awarded"
against American Home Products.

Home wrote excess product liabil-
ity coverage for American Home
Products from July 1975 to July 1976
The insurer wrote $11.5 million in

coverage excess a $3.5 million pri-
mary layer written by Liberty Mutual
Insurance Co. of Boston.

One immediate affect of the rul-

ing: Other New York policyholders
using New York law in New York
courts will not be able to use insur-

ance to pay for punitive damages,
said insurer attorney Thomas Brur--
ner of Wiley, Rein & Fielding in
Washington, D.C.

For example, W.R. Grace & Co. is
litigating with its insurers over cov
erage for a $6.4 million compensatory
award and a $2 million punitive
damage award to the city of Green
ville, S.C., for the costs of removing
asbestos from buildings. This suit is
pending in a New York federal court,
which is applying New York law.

"The American Home Products de

cision will be binding on this dis
pute," said Mr. Brunner.

The ruling also will "coalesce
stronger lobbying efforts by manu
facturers to create a system of pu
nitive damages that is fair," said Vic
tor Schwartz, a product liability
expert with Crowell & Moring in
Washington, D.C.

Punitive damages are not restricted
to eases in which the policyholder is
guilty of "true egregious conduct," he
explained. "Under current law, puni-
tive damages can be awarded for a
much lesser standard of conduct."

Mr. Kazanjian agreed: "The asser-
tion of punitive damages in the prod-
uct liability context has really be-
come garden variety."

In many instances, punitive dam-
ages are awarded for conduct that is
much closer to negligence than will-
ful and wanton misconduct, said Mr.

Kazanjian, who helped file an amicus
curiae brief in the litigation on behalf
of the Product Liability Advisory
Council Inc., a non-profit advocacy
group of more than 60 corporations.

Messrs. Schwartz and Kazanjian

agreed that courts should allow poli-
cyholders to insure against punitive
damages that are awarded for quasi-
negligent conduct.

In fact, courts increasingly are al-
lowing coverage for such damages,
said Mr. Kazanjian.

However, insurer attorney Barry

Ostrager of Simpson, Thatcher &
Bartlett in New York pointed out
that the nation's major commercial
states including New York, Califor-
nia, Ohio and Illinois-bar coverage
for punitive damages.

The Home Insurance Co. us. Amen-

can Home Products Co?p., New York
Court of Appeals, No. 258.
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 Criminal charges A grand jury returned indictments The corporate defendants were with the judgments for murder juries and deaths

charging that defendants Steven fined $10,000 each on the involun- against the Individual defendants," "It certamly is not dead," Mr Ste-
Contmued from page 3 O'Neil, president of Film Recovery tary manslaughter charges and but that would have to be based on phenson said
beit Stephenson, who represents and Metallic Marketing, Charles $14,000 each for reckless conduct evidence of reckless and unmtended However, Elliot Samuels, who re-
Film Recovery, Metallic Marketing Kirschbaum, plant manager, and The defendants appealed the de- conduct by other individual defen- presented Messrs Kirschbaum and
and one executive, says the Film Re- Daniel Rodriguez, assistant plant cision, alleging that the Judgments dants Such evidence was not pre- Rodr.quez on appeal, said it may be
covery decision is meaningful locally manager, knowingly created a strong were inconsistent and that the evi- sented, the court said too early to commit to raising that

'Tne word is going out with this probability of Mr Golab's death be- dence was insufficient to support the "We were happy they had the cour- issue durmg the rehearing
decision that the court won't allow cause they failed to mform him that convictions age to follow the law, which we Defense counsel in workplace in-
easy convictions, although the prose- he was working with substances con- Defense attorneys also argued that thought was quite clear in this case," Jury cases are expected to raise that
cution may be publicly popular," said taming cyanide federal workplace safety regulations said defense attornei Margaret Paris, issue so they can seek aUS Supreme
Mr Stephenson, an attorney with The defendants also failed to ad- pre-empt states' rights to prosecute an associate of Mr Stephenson Court ruling on it, said several prose-
Cots irilos, Crowley, Stephenson, vise Mr Golab about workplace dan- employers m such cases However, current and former pros- cution and defense attorneys
Tighe & Streicker in Chicago ger, train him to anticipate those However, the appeals court did not ecutors contend the appeals court lg- Until the 1SSUe lS resolved, local

Tie appellate court's decision dangers and provide him adequate address the pre-emption issue after nored evidence from other corporate prosecutors are expected to continue
sho ns that verdicts must be consis- equipment to protect him, the grand the U S Supreme Court refused to officers supporting all the charges mvestigatlng hazardous Injury cases
ten and that pre-established legal jury charged review the Illinois Supreme Court's Prosecutors also point out that they "We are not looking for people who
pre.edents must be observed, he said In addition, the grand jury charged decision in the Chicago Magnet Wire sought only mvoluntary manslaugh- are careless," Mr Parkerson said "I

However, Cook County State's At- Film Recovery and Metalhc Market- case that OSHA does not pre-empt ter rather than murder charges don't see a flood of litigation, but I
toney Cecil Partee, contending that ing with involuntary manslaughter states' nghts to criminally prosecute against the corporations because that see prosecutors picking the worst
prcsecutors "firmly " believe that the The grand Jury also charged both employers was the most severe charge that a case "
appellate panel erred in its ruling ln individual and corporate defendants In its ruling, the appellate court corporation-which cannot be Jailed However, getting convictions in
the Film Recovery case, said prosecu- with reckless conduct in exposing 20 said it was "legally inconsistent" for -could reasonably face, Mr Parker- such cases is not easy because courts
tors will ask the Illinois Supreme other Film Recovery employees to each of the Individual defendants to son said are inclined to give businessmen
Ccurt to overturn the ruling hazardous worlang conditions from be guilty of both murder and reckless Meanwhile, both sides are con- more of the benefit of the doubt than

The issue of workplace safety lS March 1982 through March 1983 conduct, which require "mutually cerned about potential problems in they would give a defendant charged
"much too important" to surrender Those charges-later amended to ex- exclusive states of mind a retnal of the case seven years after with a crime hke armed robbery, he
or the basis of a "hypertechnical" posing only 14 employees-were Murder is an intentional act, while Mr Golab's death Witnesses may be said
reading of the law, Mr Partee said based on the same conduct alleged in reckless conduct is not, the court unavailable or their memories may Employer groups generally oppose

Primarily, the appellate court did the murder Indictment said fade, attorneys said local criminal prosecutions and favor
not give sufficient weight to evidence Following a Joint bench tnal, Cook In addition, the court said it was The original trial lasted 24 days enforcement of OSHA standards
from other corporate officers and did County Circuit Court Judge Ronald mconsistent for the trial judge to find and inCluded testimony from 59 wit- "We feel the charges by any states'
not acknowledge the difference J P Banks returned murder convic- the two corporate defendants gullty nesses, generating more than 2,300 in attorney will be dangerous and poli-
among the charges, said Frank Par- tions agamst the three mdividual de- of involuntary manslaughter, which transcript pages tieally motivated," said Thomas Reid,
kerson, one of two assistant state's fendants Each were sentenced to 25 also requires a reckless state of mlnd, The prosecution faces the greatest vp of education and environmental
attorneys prosecuting the case years imprisonment and fined on the basis of the actions of its man- burden because it must present its services for the Illinois Manufactur-

The Film Recovery Systems ease $10,000 agers, who were found gullty of mur- case first and has the burden of ers' Assn
stems from the 1983 death of Ste- Each executive also was sentenced der proof, Mr Parkerson acknowledged The U S Chamber of Commerce

fan Golab, who a medical examiner to 14 years imprisonment, to be The court noted that "it is possi- One defense that may be raised fears that local prosecutions will re-
determined died from acute cyanide served concurrently, and fined ble that the judgments against the on retnal is that OSHA regulations sult m a chaotic patchwork of state
ooisoning by mhaling cyanide fumes $14,000 on the reckless conduct corporate defendants for mvoluntary pre-empt such local criminal pros- workplace safety standards, Mr
n the plant air charge manslaughter could be consistent ecutions for workplace related in- Bokat said

PROPERTY INSURANCE Safety convictions sought in 4 states
FOR

OIL, GAS & CHEMICAL BV MEG FLETCHER Five of the six cases are on ap- soon m the other case involving a Supreme Court a lower court's dls-
RISKS and 1VIARK A. HOFMANN peal, with three of the appeals fo- third Ilhnois employer, Chicago Mag- missal of an involuntary homicide

FLOYD WEST & COMPANY cusing on whether federal workplace net Wire Corp charge against a cable television
Local prosecutors in Illinois, Texas, safety regulations pre-empt local A Cook County grand Jury m June company supervisor for the death ofHOUSTON, TEXAS

New York and Mchigan are seeking prosecutors from filing criminal 1985 indicted five Chicago Magnet a co-worker (BI, Jan 29)
1 -800-873-6300

criminal convictions of six employers charges against employers for work- Wire executives on counts of aggra- The Michigan Court of Appeals re-
Call for Free Brochure for the work-related deaths or in- place safety violations vated battery and reckless conduct In cently dismissed criminal charges

. luries of employees In Illinois, officials of three com- the job-related Injuries and illnesses against a supervisor for Clayton,
panies-11 m Elk Grove Village, a of 42 workers at the facihty Oho-based Jackson Enterpnses, who
western Chicago suburb-as well as An Illinois appellate court dis- had been charged with involuntary -

EQUIPMENT
two of the firms face criminal missed the indictments in June 1987, manslaughter m the case of an em-
charges for the death of one worker ruling that federal Occupational ployee who died from carbon monox-

INSURANCE MANAGERS and injuries of others Safety and Health Administration ide poisoning while working in a
Most recently, an Illinois appel- regulations pre-empt state enmmal company-owned van in Oakland

late court overturned murder con- prosecutions (BI, July 6, 1987) County (BI, July 17 1989)EQUIPMENT INSURANCE MANAGERS, INC. IS NOW OFFERING
LIABILITY AND INLAND MARINE COVERAGE FOR CON- victions of three managers of Film However, the Illinois Supreme The supervisor's attorneys argued

Recovery Systems Inc and a sister Court overturned that decision in that the defendant had no duty to m-
Lilkaq STRUCTION EQUIPMENT RELATED company, Metallic Marketmg Sys- February 1989 (BI, Feb 6, 1989) The spect the van or to take it out of ser-

ACCOUNTS INCLUDING tems Inc, as well as involuntary U S Supreme Court last October re- vice, and an Oakland County Clrcuit
I EQUIPMENT RENTAL manslaughter charges against the fused to review that ruling Court Judge dismissed the charges

m CRANE & RIGGING two companies in the death of an em- In Texas, Travis County prosecu- The prosecution appealed, and the
m SCAFFOLDING ployee (BI, Jan 22) The employee tors are awaiting a ruling by the appellate court upheld the lower

I EQUIPMENT DEALERS died from cyanide poisoning at a Texas Court of Cnminal Appeals, the court, rulmg that OSHA pre-empted
plant that chemically removed silver highest state court m criminal cases, state prosecution
from used hlm on whether OSHA pre-empts the The prosecutors then appealed to

The appeals court ruled that the state's nght to criminally prosecute the state Supreme Court, which ruled

EQUIPMENT INSURANCE verdicts were "inconsistent" and sent employers for workplace accidents that criminal charges could be

MANAGERS. INC. the case back to a lower court for re- The ruling would affect nearly brought against :he defendant The
tnal (see story, page 3) identical cases in which two employ- Mgh court held that OSHA did not

4514 Cole Ave Suite 700
However, the Cook County state's ers are charged with criminally neg- pre-empt local criminal prosecutions

Dallas TX 75205 attorney plans to ask the state Su- ligent homicide in the deaths of three and ordered the case returned to a
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preme Court to overturn the rullng workers in two trench cave-ms lower court for trlai
FAX 214/520-1664 Elaine Garner In addition a trial date is expected Sabine Consolidated Inc of Hous- However, the appellate court ruled

ton and ltS president were charged in Jan 16 that because the supervisor
1986, and Peabody Southwest Inc of was an employee rather than the
Houston was charged in 1987 (BI, owner of Jackson Enterprises, he had Reserve _ copies
March 23, 1987) no duty to provide a safe workplace
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No following
Franchisers lose favor after failing to adapt to agents

By LAURA MAZZUCA

Insurance agency franchising has virtually disap-
peared after only a few bites, much like a fast-food
hamburger placed in front of a hungry teen-ager.

In fact, agency franchising has left a bad taste in the
mouths of many of those who sampled it.

Former agents that held franchises and franchiser
executives alike blame the demise on a combination of
undercapitalization, overexpansion and a "Century 21
mentality," which led to attempts to graft franchise
techniques used successfully in other industries onto
an agency system that simply rejected them.

But two franchise operations still are open for busi-
ness, and their members and operators are convinced
that franchising is an idea whose time will come in the
1990s, as the insurance market hardens and consumers
continue to demand improved delivery of products and
services.

A decade ago, many insurance insiders saw fran-
chising as the salvation of a troubled independent
agency system. Franchisers' training, marketing and
their sense of identity would enable local agents to
thrive in an increasingly competitive marketplace, the
experts said (A/BT, Aug. 6, 1984; BI, March 29, 1982).

More than a dozen systems were on the drawing
board in the mid-1980s, though only five major fran-

chise systems were operating in 1986. However, these
franchisers-with a combined membership of almost
1,000 agencies-were flying logos featuring brood-
ing eagles and fierce lions over agencies from Massa-
chusetts to California (A/BT, Feb. 3, 1986).

But as agency associations, private consultants and
insurers began offering similar training and marketing
services on an as-needed basis, franchisers-which
often started out undercapitalized and overextended-
began to lose franchisees and eventually shut down.

"They just went bankrupt," said Clyde MeMasters,
president of MeMasters Insurance Counselors in Sa-
pulpa, Okla., a former Marketforce International Inc.
franchisee.

In 1986, Marketforce, based in Kansas City, Mo.,
was the nation's second-largest franchiser with 308
franchises in 27 states. It folded in 1987.

Mr. McMasters' agency dropped out of Marketforce
before it stopped operating, but not soon enough to

Agency clusters continue
to thrive ... Page 22F

avoid an errors and omissions claim. The suit charged
that another agency referred to Mr. MeMasters' agency
through Marketforce committed an error in helping
place the policyholder's coverage.

While the suit was eventually dropped, "the people
from Marketforce weren't on top of it," Mr. MeMasters
complained. "We had to do it all ourselves," he said,
referring to the defense of the claim.

One by one, other franchisers followed Marketforce
into the grave. Of the franchise systems operating
1986, only San Francisco-based ISU Corp, a nation-
wide franchiser, and America One Inc., whose regional
operations are based in Lansing, Mich., remain. ISU,
which boasted 522 franchises in 41 states and Canada
in 1986, now has only 125 franchised agencies (see
story, page 22C).

Former operators point to undercapitalization and
overambitious growth as the main culprits in fran-
chising's failure.

"We opened our original region in Orange County,
Calif., and expanded (in the West and Midwest); in
retrospect, we shouldn't have done that," said Don
Eve, former vp of the now-defunct PrideMark Corp.,
which was based in Costa Mesa, Calif.

"We went too far, too fast, and we simply ran out of
seed money," said Mr. Eve, who now is president

Continued on next page
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ISU
Continued from previous page
are designed to increase productiv-
ity and market share while also max-
imizing quality control and back of-
fice administration."

Systems consist of methods, pro-
cedures, techniques, manuals and
software, the sale and use of which

are approved by ISU through the
four new franchisee-owned regional
corporations: ISU Central in India-
napolis; ISU East in Farmington,
Conn.; ISU South in Atlanta; and
ISU West in Pasadena, Calif.

On-site personnel training and
consultation will be coordinated

through the regional offices.
The geographic retrenchment is

designed to address one of the prob-
lems that has brought many agency
franchise systems to their knees:
alienation from the home office.

It also will enable ISU to collab-

orate with major insurers on nation-
ally offered products. ISU should
thus be able to develop closer work-
ing relationships with regional and
national insurers, Mr. Ryan said.

The company "learned the hard
way" about overextension, he noted.
ISU now plans to channel all its fi-
nancial and other resources into its

existing franchisees and may con-
sider expansion after meeting its
$100,000-per-employee revenue goal.

An experimental laboratory agency
opened last August in San Francisco
uses the full range of ISU products
and services. With 17 employees, it
already is generating $1 million in
annual commissions, said Mr. Ryan.
That fast start, he believes, can be
duplicated in other franchises.

Some remaining ISU agents, al-
ready satisfied with the operation,
are enthusiastic about the reorgani-
zation (see related story)

Because its main office often didn't

know what franchisees needed, ISU's
service has been "up and down," but
the new focus on regional branches
"gives us the ability to further refine
ISU's services, because different peo-
ple want different things," said
Thomas Gilmartin, vp of the com-
mercial lines division of ISU/Grif-

fith-Prideaux Insurors in Morris-

town, N.J. The family-owned ISU
franchise since 1982, generates $8
million in primarily commercial lines
premium and employs 21.

Members want better marketing
services, like improved contracts
with insurers and access to markets,

said Mr. Gilmartin. Reorganizing on
a regional basis will help ISU fran-
chisees improve relations with re-
gional insurers, he agrees.

With more authority vested in the
regional offices, ISU agents are al-
ready having more input through
local council meetings, which are at-
tended by the ISU East chief.

Agents are most impressed with
ISU's systems as well as its "An-
swerLine" Information system.

"We've gotten good, professional
advice on how to run our business,''

said Joseph T. Daues, chairman of
ISU/St. Charles Insurance Agency
Inc. in St. Charles, Mo., a $10 million
annual premium volume agency that
has been an ISU member since 1987

Mr. Daues' agency has almost tri-
pled its annual premium volume
since joining ISU, with some of this
attributable to acquisitions made at
the suggestion-and with the assis-
tance-of the franchise.

Mr. Daues, chairman of ISU's Kan-

sas City region, believes that the
franchise's new regional emphasis
will allow it to develop more name
recognition through advertising.

This is not ISU's first reorganiza-
tion, however. The franchise shifted
its emphasis to marketing and fran-
chise identity in 1986, to help its

ftk__   «
Agency-Insurer Relations/ Advertising/Sales Promotion
Errors & Omissions Compensation & Incentives IMS Conference Report

Agents are looking for help
from their insurers, and insurers

are willing to give agents
financial, marketing, training
and other advice. But, is the

price agents must pay for this

help too high? In addition, this
issue will examine how agents
con prevent errors and
omissions claims and how they
can best finance the risk.

Issue: March 5,1990

Act Closing: February 20

Agency principals are becoming
innovative when it comes to luring
new producers to their firms as

well as for retaining their current
employees. 81 will review these
innovations, look at compensation
and lhe employee benefits most
often offered to producers.

Issue: April 2.1990

Ad Closing: March 20

What strategies are used by
successful agencies to promote
their firms? Returning from the
recent Insurance Marketing
Services Conference, Bl will report
on how agents can improve their
marketing and advertising efforts
to generate more business.

Issue: May 7
Ad Closing: April 24

Agent/Broker Topics is a unique editorial product - a demographic section
within the pages of the undisputed leader in the commercial insurance industry:
Business Insurance.

Because of Bl's unique position in the marketplace, Agent/Broker Topics offers
an unparalleled advertising opportunity. Once each month issues of Bl
containing AgenVBroker Topics are sent to and read by an exclusive audience
of agent/broker subscribers. These readers ... an audience undiluted by other
functions ... rely on Bl for news and trends affecting and influencing decisions
made by corporate insurance buyers... their customers. And they rely on this
demographic section for information directly affecting their own business
operations.

To you, as an advertiser. these agenVbroker readers represent a wealth of
purchasing power for insurance products and services. No other publication
offers you such a unique selling proposition.

220 East 42nd Street, New York NY 10017-5806

(212) 210-0228
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a publication of Crain Communications Inc

740 Rush Street. Chicago. IL 60611-2590
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members ride out the approaching
hard market (A/BT, Feb. 3, 1986).
The program similarly stressed an in-
crease in interface between ISU

agents and insurers, as well as set up
regional councils to act as a sounding
board for members.

The major difference in the most
recent reorganization is that owner-
ship of the regional framework is
now in the hands of member agen-
cies, said Mr. Ryan.

Agents with existing franchise
contracts with ISU automatically
will become shareholders in their re-

gional ISU branch, and have the op-
tion of purchasing additional stock
with a minimum investment of

$2,500, said Mr. Ryan. I

Attitude

influences

success

How an agent views the concept

of agency franchising can depend
upon the franchise to which he or
she belongs.

Joseph T. Daues, chairman of ISU/
St. Charles Insurance Agency Inc. in
St. Charles, Mo., held a Marketforce
International Inc. franchise before

the company folded in 1987. He sub-
sequently joined ISU Inc. when it
took over Marketforce's franchisee

list.

While strongly critical of Market-
force, Mr. Daues is pleased with ISU.

"I just feel that we've become a
much more professional shop" since
becoming an ISU franchise in 1987,

he said "ISU has a way of managing
a commercial department, personal

lines and sales people. Systems are
what business is going to be all about
in the '901"

Not so with Marketforce, according
to Mr. Daues.

Marketforce sold itself to agents
by promising to provide markets in
the early 19805 "during the softest
and longest market the industry ever
saw," when insurers were writing
freely anyway, said Mr. Daues.

"And that's not what franchising

is all about, anyway," added Mr.
Daues, who was looking for the ser-
vices and networking abilities he says
he found with ISU.

His agency withdrew from Mar-
ketforce even before the failure. "We

felt they were no longer doing the
job," he said.

Mr. Daues now praises ISU image
enhancement program, networking
capability and, especially, the tram-

ing it offers his employees.
Each year ISU/St. Charles employ-

ees attend at least one of the fran-

chise's regular regional programs in
sales training, planning and customer
service as well the regional and na-
tional ISU meetings.

"I've made more good, solid ac-

quaintances through ISU with agents
who have taught me a lot," he said "I
knew them as agents before, but it's
just not the same as knowing them as
partners in a franchise. They just
open up"

Mr. Daues also disagrees with the
truism that independent agents are
"too" independent to pledge them-
selves to a franchise.

His agency uses ISU stationery,
business cards, and brochures. Even

the office colors and sign correspond
to ISU's, he said. To further contacts
with the franchise, ISU/St. Charles

employees may soon be wearing the
franchise uniform: blue blazer, gray
skirt or slacks and striped rep tie.

Rather than feeling that the fran-
chise is "compromising" the image of
his $10 million premium volume
agency, the connection is "comple-
menting" it, said Mr. Daues.

"We couldn't be more pleased," he
said. "And the only reason we're here
is because of Marketforce."

-By Laura Mazzuca
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Agency clusters: Humble survivors
Success attributed to sharing resources, retaining independence

4 \
fl, 1 By LAURA MAZZUCA third-generation members-work cializes in churches might not feel

a

under one roof generating $50 mil- comfortable on a construction site

414 Agenc :lusters may lack lion in annual combined premiurr But al. the brokers are constantly
i
l the high-powered marketing volume collaborating "

\Ut li '-2X and name recognition that Part of clustering's success lies Iroq-lois versatility and exper-
f-anc}using once promised, in offering small agencies a way to tise Mere recently tested by the

-

bu. clusters have one decided meet increasing insurer demands death of a member agency's princi-
advantage over franchises for premium volume and automa- pal and five of its staff members m

% T hey survive tion a car crash, said William Branch,
Clusters offer members- Altnough franchising offered president and CEO of the clusterir41

especially small, rural agen- many cf the same benefits, clusters After the accident, Iroquois part-

/4Lt. I. N 51
cies--access to markets, ad- succeed by allowing a stubborn ners shared administrative duties,

1 94 4 7 if %5437'4 4 4 R '*%4"1 '' mInistrative support and per- breed Df entrepreneurs to remain sending out a partner and a staff

t'i Iii ; 4 , 4,€
1t 1 p€tuation without robbing independent and still en]oy shared member daily to run the agency

agency entrepreneurs of ther resources and expertise and 'c a.sist in hiring replace-
 al.tonomy member agents say Three-quarters of clustered ments, he said

.. 2. Clusters gained popularit, agencies belong to "center core" Attorneys, accountants and the
jl 11 -

1 6 i among small agencies about Clustrs, in which members typi- principal's widow could have han-

¢4i<,
4

1 Le same time franchises dic, cally retain ownership and control dled some aspects of the business,
»jit' [f j 1, .r the _ate 19705 and early their books of business, whi.e Mr Branzh said, though none was

Lut.444"tu« -.-- »_ d 'Eos, bilt clusters have at- sharIrg offices, computer equip- experienced enough to successfully
P

;. Iftu
4.

7 tracted far more agent loyalty ment and personnel, a recent sur- run zhe agency alone But with
, Of the five major agency frar- vey found (see story, page 22G) cluster members pitching in, the

-- c "use systems operating in The Gypical cluster also offers cen- ageney only has lost one account
1386 (A/BT, Feb 3, 1986),on'y tralized administration and insurer since the accident, he said

f one is still operating as a na- contracts coordinated through the Arother factor in clusters' suc-
*---4 1 t onal zranchise organizaticn central cluster rather than through cess is s_mple geographic proxim-

6 f# I see story, page 22A) the individual agencies tty liidizidual members are far less
f While no group tracks the "WE relieve the agent to do wtat likely to lose touch with each other

6 4-U . 1 rumber if clusters that have he dces best sell insurance,"said thar members of far-flung national
4 ' 11 '4 '.*,u sprung up around the country, Dentz I Pruiert, president of Lake- franchises, agents say

clusters have fared better than land Fla -based Golden Eagle For example, Total Insurancea

franch-se networks, observers Group Inc , a cluster of 84 Florida Sen ices of Pontlac, Mich, concen-
f . WAY! b

say fAt BT, March 7, 1988) and Georgia agencies trates on "blanketing" Michigan
For instance, Iroquois In- Agencies' ownership of the cbs- rather :han expanding to other

surance Group in Olean, NY, ter also curbs misunderstandings markets, said President William Nn :01'rl . ' .ias added 52 new agencies to about the types of services a group Ar.cerscn The cluster-the largest
ts original 200 members from offers, say agents Misconceptions in tie state-has 17 agencies m five

--*- ' New York and Pennsylvania, about the services available to counties writing about $20 million
« oy expanding into Virginia ln members plagued franchises in combined premium volume

1988 Combined annual pre- For example, last year Golden Mr Anderson learned about

miums for its 245 agencies is Eagle's agency members asked the overextending the hard way After
j

1 - now about $150 million clus:er to provide them with .ow- establishing the cluster in 1981 and
Great Lakes Group, a 65- value dwell.ng coverage for ho- seeing the concept succeed in

t
\1 , 4 agency cluster based in meowners, said Mr Pruiett The Mi:higan, he later attempted to

i

&Abl Worthington, Ohio, re- cluster worked with an insurer to nationally market his standardized
t

. i cently landed CIGNA develop the coverage and has s nce fcrmat to agencies (A/BT, Aug 5,
9 16) Corp and Transa- created an association program for 1985)
'.

merica Insurance Co members of American Legion One year and almost $40,000r/r as new insurers and chapters in four states, he added later. Mr Anderson abandoned the

/4, · i n now is consideting "Not only is the cluster working, prolect because the national focus

iff*t6"A expansion into but we're offering a more varied w as too broad, and because agentsL§, Michigan, Indiana market with the companies we've were simply leery of the word
2 and West Vir- contracted with," he noted "f-ancnise," he said

ginia Best of all, say involved agznts, *'nile many franchisers at-
i.'u'll

l,

I 'f And at Chi- disters can offer agents access to tempted hasty coast-to-coast ex-2£1 1 '11 !/ 1 cago's Rcck- the expertise of other members, pensions, most clusters have grown
4, / wood Co , a wnzther they're connected by zom- slowly and deliberately¢

J A  id duster estab- pufer orunder one roof For example the Iroquois Group4  './j('L lished nearly a "We have 30 different little egos started clustering in 1977 to pro-
century ago in here," said Norman J Westerhold vi(le small rural agencies in New

„

b 1896, 30 member III president of Rockwood "'One York and Pennsylvania additional
aestnts-several gu./ might not want to wear a tie to leverage with insurers during the

4 3if
of *'htchere sec- acrk because he deals with con- hard market (A/BT, Aug 5, 1985)

Ind- 1 92 d.- --tractors, while the broker who spe- Continued on next paget 1 't '
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Continued from previous page down a hall to discuss agency bum-
Iroquois' success launched a subse- ness

quent clustering boom in the state, But automation allows many clus- Many clusters lack business plans
which is now peppered with several ters to take advantage of members'
small clusters, said Mr Branch varied expertise even though they

Finding ltS home state saturated, may not all be in a central location, While agents believe clustermg can help them gam cations and staffs are maintained by the members
Iroquois decided to move into Vir- members say market share, streamline operations and aid perpetua- agencies
ginia 18 months ago Total Insurance Service's Mr An- tion, it also can create management problems that af- • 7% are members of a service cluster, m which

Most New York agencies "either derson attributes part of his cluster's feet planning, decision making and mternal work flow, insurers contract directly with the member agencies,
Joined a cluster or made a conscious success to Real Time, a Canadian- a survey finds for which the cluster serves as a servicing organization
decision not to," said Mr Branch made automation system that con- To avoid these problems, agencies formmg a clus- • 4% belong to Independent clusters, which lS a

"We wanted to grow, and we lust did nects its 17 Michigan agencies "We ter "must plan in advance, have a direction and know cluster that is owned by principals of member agencies
not see a growth potential in New run it 24 hours a day," he said where they're going," said Robert A Hershbarger, a or other parties The cluster, in turn, owns portions of
York " The system offers member agen- professor at Mississippi State University in Mississippi the agencies The other elements are similar to central

Iroqums singled out Virginia be- cies access to customer accounts and State, Miss, who conducted the survey core or network clusters

cause of its profitability for insur- electronic mall service However, while most cluster groups respondmg to Seven percent did not answer the question

ers and lack of regulatory barriers Although other clusters operate m the survey operate with a written cluster agreement, The survey also found that the -average" cluster
to clustering, he said Michigan, Mr Anderson says TIS' the number of clusters with concrete busmess plans 15 composed of five agencies, has a clencal staff of

Beginning next year, Iroquois will automation advantage precludes any and objectives is much lower, the survey found seven and has a $5 million premium volume placed
consider expanding into the Caro- serious competitive threat from other The survey, contained in the June 1989 issue of with seven msurers, the study found And, the "aver-
linas, Georgia, Connecticut, Ohio and groups TIS, which is the largest The Journal of Insurance Issues and Practices, sought age" cluster's premium volume is split between about
Indiana if insurers are willing, he cluster in the state, will not consider to investigate the advantages and disadvantages of 40% personal lines business and 60% commercial lines,
said clustering with an agency whose au- clustering according to the study

Like many clusters, Iroquois pre- tomation system is incompatible, he Of the 27 cluster groups responding, 85% operate The majority of respondents, 62%, said their clus-
fers rural, small-town agencies for said with a written cluster agreement ter operated as corporations Twenty-six percent said

their historically good loss ratios, Advances in automation can also Among the respondents, such an agreement typi- their cluster was a partnership, 4% were propnetor-
lack of competition and a "friendly" improve the relationship between cally included antisolicitation agreements, provisions ships, 4% were Subchapter S corporations, and 4% did
legal and economic environment, said clusters and insurers, said Iroquois' for dissolvmg the cluster or the withdrawal of a mem- not respond
Mr Branch Mr Branch Iroquois members do not ber agency, allocation of service unit expenses and Nearly half of the respondents-48%-are located

One obvious exception to the rural have electronic interface capabilities profits, ownership of expirations, rights to company in metropolitan areas, the survey found
focus of most clusters is Rockwood, with insurers,- but on-line under- contracts, assignment of responsibilities to each mem- "Although clustering is thought to be a malor tool

which operates with a 75-member writing with CIGNA, Transamerica ber, equal membership lights, and shared decision of the small rural agency, it must be noted that just
support staff from 25,000-square foot and Great American Insurance Co making slightly less than half of the clusters are in metro-

offices in the heart of Chicagc's fi- through the cluster's main office can While most respondents had a written cluster agree- politan areas Clustering appears to be an impor-
nancial district give members added clout with the ment in place, only 59% had written statements of their tant concept used to meet competition in all market

Rockwood accepts only experi- insurers, he said missions and objectives, and even fewer-48%-have a areas," the survey's author noted
enced pi oducers-those owning their Another important element m the formal business plan for the next three to five years, Among the remaining clusters, 26% are located in
books of business and generatmg a success of a cluster is perpetuation, the study found suburban areas, 11% are located in rural areas, 11%

minimum annual premium volume of mostly achieved through requiring a The majority of the respondents-759-were mem- are located in a "combmation" area, and 4% did not
$500,000 buy-sell agreement or right of first bers of a "center core" cluster, which typically is answer

A central staff handles marketing, refusal sales contract as a condition owned by ltS member agencies In addition, adminis- Most of the agents-18-said that access to mar-
underwriting, claims, engineering, of joining the cluster tration, automation and personnel are provided from a kets was a factor that led to the creation of the
accounting and general admmistra- Rockwood's perpetuation system is centralized locations, whether from the agencies' mdi- cluster In addition, nine mentioned economy of op-
tion for Rockwood members Individ- one of the mam reasons for the clus- vidual offices, and insurers contract with the cluster eration as a rationale behind clustering, while six
ual producers only hire and pay per- ter's longevity, said Mr Westerhold, rather than its member agencies pomted to agency perpetuation Other reasons cited
sonal secretaries himself a third-generation member Of the remaining 25% of respondents Include survival, low volume, needed more clout, auto-

In return, Rockwood takes 40% of Rockwood's strength comes from • 7% belong to a network cluster, which resem- mation, shared knowledge and enhanced image
an agent's commercial commission the fact that all retiring Rockwood bles 4 central core cluster except that separate 10- -By Laura Mazzuca

and 45% of personal lines commis- principals are urged to sell their
mon, said Mr Westerhold books of busmess to another Rock-

The diversity of member agents wood agent, and work closely with Iroquois also requires retiring Despite clusters' potential benefits, otherwise they could wander off in
allows Rockwood to provide specia- the new person before retiring, he principals to turn over their busi- executives agree that serious prob- any direction "
lized services in areas like condo- explamed ness to the cluster lems can arise if the concept is not Iroqums, for example, maintains

minium insurance, church coverage, "Perpetuation here is critically im- "The buy-sell aspect seems to make carefully thought out well m advance strict written rules of conduct con-
construction Insurance, supplemen- portant, we want to make sure for the difference" and is, m fact, the se- of formation cerning customer service and Internal

tal life and group coverages, as the client that someone will be there cret to cluster success, since it spurs Executives thus recommend a clus- operations, he said
well as personal lines insurance, he for them," said Mr Westerhold both agent and cluster to make lt ter have a formal mission statement, For example, the rules set man-
added Rockwood is unique m that it Will work, said Mr Branch "Otherwise busmess plan and internal structure mum response and turnaround times

When Rockwood agents collabo- consider taking on agencies with the agents are too independent " governing how member agencies between the cluster and member
rate on an account, such as when older, ready-to-retire principals, if Although Iroquois members con- should operate agencies for policies and accounting,
the client of a commercial lines eli- the busmess is strong and if a perpet- tinue to own their books of busi- "It's very easy to put a loose cluster licensing and marketing questions
ent wants to buy personal life cov- uation plan is in place, said Mr Wes- ness, they are under contract to sell together that doesn't do anything Iroquois also sets strict goals for

erage, they decide among themselves terhold In fact, the cluster is now ne- it to the cluster upon the principal's The guys might get together once a the cluster as a whole, with monthly
how to split the commissions gotiatmg with two such Chicago area retirement, and in some cases there is month to have coffee," said Mr goals for production and loss ratio,

Communication within most clus- agencies, in addition to being on the already an ownership split between Branch "But they're potential night- Mr Branch added "We've really
ters is seldom as simple as at Rock- lookout for small agencies, in gen- the two before the partner retires, mares if they don't have quality con- broken our business down into fme
wood, where agents can simply walk eral said Mr Branch trol standards and rules, because units "

Clustering does not guarantee insurer clout
By LAURA MAZZUCA or networks because they can be used to take cluster that Includes one of an insurer·'s con- that attempts to flex ltS combmed agency mus-

administrative tasks off their hands and to pen- tracted agencies but not another may present cle in negotiations can be particularly intimi-
While insurers may appreciate the fact that etrate markets to which the insurers otherwise increased and unfair competition for the un- dating to a small regional-insurer that fears

agency clusters, franchises or networks can might not have access, said William "Twig" clustered agency it may develop a stranglehold on its markets,
offer increased premium volume anc more mar- Branch, president and chief executive officer Because of this, many insurers are reluctant said Mr Lecy of America One
ket share, insurers do not automatically confer a of Iroquois Insurance Group to deal with dusters, said Robert C Lecy, presi- America One contracts with regional Insurers
preferred status on agencies that are members Iroquois, a large cluster based in Olean, NY, dent of the America One Inc franchise m Lan- like American States Insurance Co of Indianap-
of these groups contracts with national insurers hke Aetna Ca- sing, Mich olis, Bituminous Casualty Corp of Rock Island,

Insurers may admire the entrepreneurial sualty & Surety Co of Hartford, Conn, Tra- And, he notes that the relationship between Ill,and SECURA Insurance Co of Appleton,
spirit of a clustered, franchised or networked - velers Corp of Hartford, Conn, and Hartford msurers and America One's franchised agents Wis
agency, but they still continue to Judge agencies Insurance Group of Hartford, Conn "has been a mixed bag " Because of these fears, lt often takes a while

on their individual merits, insurer and agency And, the fact that the msurer deals mostly "While some companies just love us, we make for networks, clusters or franchises to develop a
officials say with the central cluster rather than each Indi- other companies very nervous," Mr Lecy said close working relationship of trust with msur-

While clustered or franchised agencies are vidual agency also is incentive to work with Insurers don't like to feel like an agency is ers, observers say
composed of "high-level, professional ople" clusters, said Norman J Westerhold III, prest- seeking "leverage" or clout by joining a cluster, However, these fears can be alleviated if the
who share a common denommator of entrepre- dent of The Rockwood Co m Chicago franchise or network, said Contmental's Mr insurance company works closely with the net-
neurship, quality results, profitability and effi- The Rockwood cluster represents a prepon- Marziano work, cluster or franchiser to develop specia-
ciency, "we still look at the mdividual agent," derance of large insurers including Aetna, "If that's what they believe, the leverage (an lized products, according to William J Tra-
maintained Gregory Georgieff, senior vp and Chubb, Travelers, CIGNA Corp of Philadelphia agent is) going to buy is somewhat limited," vaille, chairman of Travaille Insurance Agency
managing director of the national marketing and Hanover Insurance Co of Worchester, especially smce msurer branch office policies Inc m Stockton, Calif
department of Chubb & Son Inc in-Warren, Mass also can play a role, he said Mr Marziano of Continental believes that

N J,a unit of Chubb Corp Insurers recognize some of the benefits of "We're not going to sit here in New York and joint product development "is a terrific idea
"It all depends on the network," agreed Fre- working with clusters, including the ability to tell our people (in other regions) that they have because then we're trymg to match up exper-

derick G Marziano, executive vp and president deal with experienced professionals and to to do business with a networked agency" if the tise "
of Continental Corp 's agency and brokerage achieve larger volumes of busmess, according branch ofhce does not want to conduct business In fact, Continental is currently collaborating
group in New York to the results of a 1989 focus group published with them, explamed Mr Marziano with Assurex on "a property/casualty insurance

For example, although Mr Marziano ob- lomtly by the National Assn of Professional In- Although he declmed to name them, Mr Mar- product targetmg a specific industry," said Mr
served that members of Assurex International surance Agents and ltS Company Advisory mano commented that a few networks or cluster Marziano, dechnmg to elaborate
Corp, a nationwide network of 62 independent Council contracted with Continental have tried negoti- Continental has invested both time and capi-

agencies, are "very professional people all However, insurers also noted their concern ate higher commissions from Continental by tal in the prolect, he said
around the country," his caveat was that "I about certam elements of a cluster's structure, steermg busmess to the msurer for an additional "We end up takmg the underwnting risk our-
wouldn't look at each of them (individual agen- like whether the insurer contract is held by the 5% commission, he said "That didn't fly with selves, but we're glad to do it when we feel there
cies) in the same way" individual agency or the cluster as a whole, how ..us,lhe concluded is a commitment made by the network," Mr

Insurers are attracted to dealing with clusters the cluster will be managed, and whether a In addition, a cluster, network or franchise Marziano said
-.
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Independent agents forming multiline insurer
By LAURA MAZZUCA cial Corp of Fairfield, Ohio, and Southern Corporations to sell shares of American ond," he said

Heritage Insurance Co of Atlanta as exam- Classic to California investors Mr De Breau would like to see at least 100

California insurance agents soon will be ples of how well agent-owned insurers can The holding company also has filed a re- agencies bu> shares in American Classic to
atle to buy stock in and participate in the work quest for a certificate of authority to write give the insurer a broad premium base
management of a multiline insurance com- Cincinnati Financial carries an A + rating commercial insurance, which Mr De Breau In addition to the smaller investors, Con-
p.ny being established by an independent from A M Best Co , while Sou:hern Heritage expects the Insurance Department to ap- cord General Corp, a diversified insurance
agent holds an NA-3 rating, which reflects an in- prove by June American Classic hopes to and financial services holding company

At least 5 1% of American Classic Insurance sufficient number of operating years to merit have an initial capital and surplus of $4 6 based in Concord, Calif, has invested $ 1
C) of Campbell, Calif, will be owned by a rating million milhon in American Classic and will hold

about 100 independent agents, said Ted De American Classic will underwrite standard The holding company is offering 25 mil- 20% of American Classic stock
Bi eau, president of Classic Holdings Inc, small to medium-sized "Main Street" com- lion shares in Classic Insurance for $2 each American Classic has elected M Berri

the insurer's holding company, which lS mercial property/casualty risks, some work- The minimum investment in American Clas- Balka, president of Concord Risk Services
being formed concurrently ers compensation coverage and surety bonds, sic will be $25,000 and the maximum in- Inc of Concord, Calif, and former director

The insurer is being formed to write busi- Mr De Breau said vestment will be $250,000, but no agent will of insurance for the Nebraska Insurance De-
ness placed by small agencies-those with In addition, American Classic plans to be able to hold more than 5% of the total partment, chairman of its board of directors
annual premium volume of between $1 mil- offer agents exclusive association insurance shares, Mr De Breau said It has elected as directors James H Ryan,
1 on and $10 million-that typically "gets no programs written through a wholly owned An investor may deposit 20% of its invest- director, president of Classic Syndicate Inc
)-elp" from larger insurers, said Mr De managing general agent These programs ment into an interest-bearing escrow trust on the Illinois Insurance Exchange and for-
Breau, a licensed agent whose 18 years' expe- would include insurance for accounts like account at Security Pacific National Bank in mer director of financial services for the Na-
F ience in the insurance industry also includes contractors, dry cleaners and trucking firms, San Francisco tional Assn of Insurance Commissioners,
adjusting, marketing and other positions Mr De Breau said The remainder will be due when American Anthony Petillo president of Petillo & Asso-
giith insurance companies The insurer initially will write only in Cal- Classic receives its license from the Califor- ciates Inc of Pleasant Hill, Calif, Bob Roy,

Referring to the logos of other insurance ifornia, but Mr De Breau hopes to eventually nia Insurance Department president of JRL Realty Fund Inc of Con-
'ompanies, Mr De Breau said "No one buys expand nationwide If the company does not receive a licensed, cord, Calif, Carol Haynosch, chief financial
a policy from an umbrella, a stag or a hat The insurer also plans eventually to offer the deposit will be returned with interest officer of the Lambert Fund Inc of Concord,
People buy policies from agents, and I think investor agents educational programs For Agents or agencies investing m the venture Calif , and Mr De Breau
that carriers in the agency system are making example, it plans to offer programs on cross- are required to commit 5% of their business Classic Holdings and American Classic are
a significant error by advertising their logo selling techniques for customer service rep- to American Classic per year for five years located at 2105 S Bascom Ave, Suite 350,
instead of their distribution system " resentatives, counseling on investments and However, American Classic will not require a Campbell, Calif 95008, 408-879-1370

Although the formation of an agent-owned tax shelters, and advice on the Tax Reform minimum premium volume for investor However, the companies probably will re-
insurance company is unusual, it is not Act of 1986 agents, Mr De Breau said locate to Walnut Creek, Calif, to be closer to
unique, Mr De Breau said Classic Holdings already has received a "We want the kind of agent who knows their outside computer service vendor, Mr

He cited the successes of Cincinnati Finan- permit from the California Department of this is an investment first and a market sec- De Breau said

Satellite conference Agent inforrnation service unveiled
on business strategies of California & Nevada are unveiling

The Professional Insurance Agents A/BT products & services
a personal computer-based commu-
nications service to provide msurance

planned for agents news and mdustry Information to m- Inc, 1 State St, Suite 2330, Hartford,
surance professionals beginning Conn 06103, 203-247-5901 Finding top producers
March 1 More than 55% of current sales

By LAURA MAZZUCA The "PIA Spectrum" system was PC rate calculator professionals do not know how to
developed by the association in con- sell, 25% know how but are sellmg

BROOMALL, Pa -Independent property/casualty insurance agents junction with PRODIGY Business "The Wheel," a new IBM-compati- the wrong product, and only 20%
will be able to participate in an industrywide, interactive satellite Services, a unit of Prodigy Services ble personal computer program de- are capable sales people who are sell-
broadcast March 21 Co, which markets similar services l signed by an -nsurance agent, calcu- ing the right product, according to a

The video conference featurmg a panel of insurance industry speakers to a variety of other industries lates earned, unearned, pro-rata and new book
is a collaboration between the Insurance Television Network, based in Among other thmgs, PIA Spectrum short-rate premiums on screen The book, "What It Takes to Suc-
Broomall, Pa, and Insurance Marketing Services of Santa Monica, unll offer subscribers industry news, Roger E Lipman, president of R E ceed m Sales Selecting and Retain-
Calif association information, PIA prod- Lipman Insurance Brokers Inc in ing Top Producers," is written by

Speakers will be George Nordhaus, chairman and chief executive uct, service and education informa- Benicia, Calif,was mspired to design Jeanne and Herb Greenberg of Cah-
officer of IMS, agency consultant John Jaques, president of John H tion, on-lme product ordering capa- the product after discovering that his per Corp, a Princeton, N J -based
Jaques Inc m Novato, Calif, and Larry Marsh, president of consul- bility, electronic bulletm boards, and customer service representatives did human resources consulting and psy-
tant Marsh, Bercy & Co Inc in Mentor, Ohio "provider pages," which will list in- not have the technology to make the chological testing firm

The 3 ,4-hour broadcast-"Strategies for Building and Preserving surance markets calculations of pro-rata and short- The authors reached their conclu-

Your Business"-will cover a variety of subjects using interviews, In addition, agents, insurers and rate premiums easily and " on sions on the state of the sales market
panel discussions and live questioning of attendees via a live phone other businesses can advertise on the screen " based on empirical research with
hook-up systenn The Wheel enables the CSR to per- more than 750,000 job candidates

Topics will include marketing mix, measurmg agency value, com- Spectrum will cost PIA members form these calculations directly on and employees
pensation methods and employee motivation $300 and non-members $450 an- the computer terminal and trnmedia- The book also examines high turn-

It will be aired to at least 100 satellite dish-equipped agencies nually tely prmt out the results over, meffective promotions, and how
and other facilities in the country's "Top 65 markets," including Atlanta, Subscribers will receive a start-up The product is available foi $37 95 to build a wmnmg sales team
New York, Chicago, Los Angeles, Dallas and Philadelphia, said Jeanne kit, personalized entry code and the plus $4 shipping and handling, for The book, published by Dow
G Thomas, vp of ITN necessary software individual computer usage A site-li- Jones-Irwin of Homewood, Ill, lists

Registration to view the conference is projected at 4,000 to 6,000, For more information, contact Ted censed version of the product costs for $2250
said Ms Thomas Huntington at the Professional Insur- $59 95, plus shipping and handhng For more information, contact Dow

The cost to view the seminar is $95 before March 1 and $110 after ance Agents of California & Nevada, To order The Wheel, contact R E Jones-Irwm at 1818 Ridge Road, Ho-
On-site licensing for a satellite dish-equipped agency is $550 14114 Victory Blvd, Van Nuys, Calif Lipman Insurance Brokers Inc,PO mewood, Ill 60430, 708-206-2700

ITN was launched in August 1988 and produced two life insur- 91401, 800-448-0300 Box 725, Benicia, Calif 94510-0725,
ance-oriented programs last year, but this will be its first for prop- 707-746-1211 Market profileserty/casualty agents, she said Solvency ratingTo date, ITN has presented only single-event broadcasts, but it Property forms guide Marketing Data Systems Inc of
plans to offer full subscription service to satellite-equipped insur- Insurance Solvency International Fairfield, NJ, has developed a se-
ance agencies this fall at a monthly cost yet to be determined, Ms of America Inc m Hartford, Conn, The "Property Insurance Account ries of reports to help agencies plan,
Thomas said has mtroduced a solvency rating ser- Handling Guide," which outlines target and implement direct mail or

"There seems to be a real demand for lt Everyone we're talk- vice for independent agents con- major changes m the Insurance Ser- sales programs
ing to seems to be very impressed with what we've done and they cerned about the fmancial stability of vice Office Inc 's commercial prop- The "Profile Series" provides both
have a real need for this type of education," said Ms Thomas, who msurers erty Insurance forms, has been puo- market information and targeted
has worked as an insurance producer and a coordinator m the continu- "Selective Rating Reports" are lished by the Independent Insurance prospect lists based on an analysis of
ing education and marketing departments of the Certified Life Un- available for any of 350 U S and Agents of America and International the user's specific marketplace
derwriter and Chartered Financial Counselor programs for eight years 750 foreign insurance and reinsur- Risk Management Inc Three types of profiles are avail-

ITN's subscription service for agents will offer about 40 hours of ance companies Insurance Solvency The guide provides msurance pro- able
both life/health and property/casualty programming per week, and International developed the ratings ducers with a form-by-form analysis • The Market Profile, which pro-
will feature shows such as round-table discussions of mdustIy topics by Each six-page report contains an of each of the new ISO forms and vides a breakdown of businesses in a
insurance leaders, a news Journal "on any hot topics m the industry," overall opinion and letter rating of endorsements as well as a complete, given geographic area
and "On-Line Live," an interactive program with a "Nighthne" format, the insurer, analytical commentary list of all of ISO's commercial prop- • The Industiy Profile, which gives
said Ms Thomas The subscriber service will also feature review courses and financial data on its under- erty forms and endorsements local, regional and nationwide break-
for professional designation programs, she said writing exposure, ceded remsurance, In addition, it provides informa- downs of the companies in any indus-

Within its first three months, the subscriber service should have a assets and liquidity, earnings and re- tion on determining proper cover- try or group of industries
base of about 150 agencies, she said serves, and background information age for chents • The Terntoly Profile, which uses

ITN's planned format lS the latest m an Increasing number of satel- on ownership, subsidiaries, lines of The "Property Insurance Account either the market or Industry profile
lite-broadcast events for the insurance Industry For instance, a satel- busmess, geographic mix and capital Handling Guide" costs $3995 for format to analyze the prospects ln
lite-broadcast panel discussion sponsored by the National Assn of Ca- history IIAA or IRMI members, and $49 95 each client-defined sales territories
sualty & Surety Agents in November 1988 drew more than 2,500 viewers The reports, which previously were for non-members Each profile costs $150
(BI, Nov 21, 1988) available only to alphabet house bro- For more mformation, call the In- For more information, contact

For more information, contact Insurance Television Network, 450 kers, are available for $150 each dependent Insurance Agents of Kevin Sheridan, MDS, 7 Daniel
Parkway, Suite 104, Broomall, Pa 19008, 800-468-2855 For mformation, contact Insurance America at 800-221-7917 Road, Fairfield, N J 07006, 201-882-

Solvency International of America 3384



Cost containment Fifty-nine percent of employers of employers had a stop-loss provi- offered and 19% added HMOs sufficient data to determine if there
still have such a provision in their mon exceeding $2,000 Mr Sperling said more employ- was a difference

Continued from page 1 plans, and 8% are considering ad- In addition, more than half of the ers are likely to prune their HMO • Just 5% of employers said HMOs
"Employers are doing a lot of dif- ding a mandatory second surgical employers-549-required employ- offerings "Employers have disco- provide them with sufficient utiliza-

[erent things to manage health care opinion provision, whlle 25% are not ees to pay part of the premium for vered that lt takes a lot of time to tion data
costs, but there wasn't a body of data Among employers that dropped Individual coverage manage HMOs If you have 50 HMOs, • Seven percent of employens said
out there to show the prevalence of mandatory second surgical opinion, Among companies that imposed then you have 50 HMO contracts to they are considenng basing employee
certain techniques as well as which about half did so after finding that it premium contnbutions, 9% required manage That creates a significant medical plan premium contributions
techniques were workmg the best," did not save money, while 14% of em- employees to pay a monthly premium administrative burden," he said on hfestyle factors, such as smoking
explained Kenneth Sperling, a con- ployers said the provision actually of less than $10, 20% required a pre- • Forty-four percent of employers habits
sultant in Hewitt's Rowayton, Conn, added to their medical plan costs mium contribution of between $10 reported that employee enrollment m • Medical plan expenses, 1nclud-
office "Second surgical opinion can add and $19 99, while 15% set the pre- HMOs stayed about the same last ing both employer and employee con-

Many employers have added hos- to costs if, in an overwhelming num- mium contribution at between $20 year, while 39% said HMO enroll- tnbutions, averaged $2,536 per em-
pital precertification programs only ber of cases, the second opmion con- and $29 99 In addition, 8% set the ment rose and 17% said enrollment ployee in 1989, up 134% from $2,236
within the last three years but are firms the first opinion," Mr Sperlmg employee premium at between $30 decreased m 1988

racking up significant cost savings, said and $49 99, and 2% required employ- • Fifty-nine percent of ernployers By contrast, benefit consultant A
the survey found Indeed, 62% of em- Employers also are becoming ees to pay a monthly premium of at said they contributed the same dollar Foster Higgins & Co Inc recently
ployers reported cost savmgs of at somewhat disenchanted with cost least $50 for Individual coverage amount to their HMO as they contri- found that indemnity plan costs rose
least 3% from their hospital precerti- management programs that give em- Employers, though, are more hkely buted to their indemnity plan 20 4% to $2,600 m 1989 from $2,160
heaton programs, including 17% ployees fmancial mcentives, such as a to require employees to pay for fam- Twenty-one percent said their HMO m 1988 (BI, Jan 29)
that reported savings of between 10% higher level of reimbursement, for ily coverage, and the premium con- premium contnbution was the same However, the Foster Higgins sur-
and 199# Twenty-three percent more undergoing surgery on an outpatient tributions also are higher percentage as the premium contnbu- vey Included union plans, whose
reported savings of between 1% and basis Seventy-nine percent of employers tion to their mdemnity plan Seven costs tend to be higher because of
29 (see chart, page 1) In fact, 7% of employers said they required employees to pay part of the percent of employers said their pre- lower deductibles and coinsurance

Under a hospitalization precerti- dropped an outpatient surgery mcen- premium for family coverage, ac- mium contribution was based on features The Hewitt study only sur-
fication program, an employee's tive provision from their medical care cording to the survey their HMO plan experience, while veyed employer medical plans cover-
physician generally must contact the plan Thirty-four percent of employers 13% used other methods to determine ing salaned employees
employer's insurer or utilization re- Fifty-five percent of employers required employees to pay a monthly premium contributions, such as a In addition, Hewitt asked employ-
view company and explain the em- said they offered such a provision, premium of less than $50 for family specific dollar amount ers to mclude all of their medical care

ployee's medical problem and reach and 8% were considering addmg an coverage, 17% asked employees to • Employers were almost evenly plans, mcluding HMOs, m determin-
an agreement on the necessity of hos- outpatient surgery incentive, while pay a monthly premium of between split over whether HMO or indem- mg their medical plan expenditures
pitalization and the length of stay 30% were not $50 and $7499, and 28% asked em- nity plan costs were rising faster Foster Higgins asked employers to
Typically, employers will reimburse Outpatient surgery incentive pro- ployees to pay a monthly premium of Thirty-four percent of employers said separate their indemnity plan costs
hospital charges for a certified ad- grams have fallen m disfavor as eng- at least $75 for family coverage HMO costs increased faster last year from HMO costs
mission at a higher level than they ployers question whether outpatient Other survey findings include than their indemnity plans costs,
will for a non-certified admission surgery really saves money, Mr • Among employers offering while 35% reported higher indemnity Copies of "Managing Health Care

Hospital precertification programs Sperling said health maintenance organizations, plan increases Costs" are avatable for $75 from
are effective for several reasons, Thirty-six percent of employers re- 24% decreased their HMO offermgs The remaining employers said ei- Cathenne Schmidt, Hewitt Assoct-
Hewitt's Mi Sperling said ported no savings from outpatient last year, 57% said there was little ther there was no difference in cost ates, 100 Half Day Road, Lincoln-

"Theie is the 'sentinel' effect A surgery incentive programs, while or no change in the number of HMOs increases last year or that they lacked shire, m 60609, 708-295-5000
doctor isn't going to try to keep 42% said they achieved savmgs of at
someone in the hospital for days on least 3%
end if he knows that an excessive In fact, certain surgical procedures,
length of stay will be questioned by a such as cataract removal, may be as
precertification program," he said expensive on an outpatient basis as

Ali eady, 67% of employers Include m a hospital, he said NEW NEW
a hospital piecertification program in "If certain types of procedures cost
their medical plan, according to the as much on an outpatient basis, em-
survey ployers now question whether it

In addition, 149 of employers said makes sense to provide a financial
they are considering adding a hospi- incentive," he said
tal piecertification provision to their Mr Sperling also noted that en-

POLICE
medical care plan, while 19% are not couragmg employees to have services
and less than 1% have dropped such a done on an outpatient basis may be
pl OV1510n mappropriate at a time of growing

A precertification program also concern that providers are jacking up
"allows an employer to know what outpatient charges to make up for
will happen before it happens," Mr revenue losses at hospitals, where

PROFESSIONAL
Sperling said Through precertifica- services traditionally have been scru-
tion programs, employers and insur- tinized more carefully
ers are warned of the potential of "Historically, there has been less
very expensive claims They then can control on the outpatient side You
take steps to ensure that a patient re- see things like 'upcoding,' " m which
ceives quality, but less expensive, a physician bills for a procedure that

LIABILITY
care commands a higher fee than the pro-

Indeed, employers also are giving cedure actually performed, he said
high marks to medical case manage- Thirty-six percent of employers re-
ment programs as an effective cost ported no savings from outpatient • A Wide Range of Limits of Liability
containment weapon surgery incentive programs, while • A Wide Range of Deductible Options

While medical case management 42% said they achieved savings of at

programs are relatively new-78% of least 3% • A Highly Respected Insuror
employers with the programs added The survey also reveals that em-
them within the last three years- ployers continue to pass more health

• A Broad Definition ·of Insured

31g of respondents reported savings care costs on to workers • Jail Facilities Coverage
of at least 3% And, 39% said the pro- For example, Just 3% of employ-
gram saved them between 1% and ers last year offered deductibles less • Full Civil Rights Coverage Optional
29 than $100 for individual coverage in • First-Aid Coverage Included

Under a medical case management their medical care plans, the survey
program, catastrophic claims-gen- found • Insureds Right to Select Legal Counsel
erally claims exceeding $10,000-are By contrast, an earlier Hewitt sur- • Insureds Right to Reject Settlement
identified, often through a hospital vey-tracking changes in major em-
precertification program Then plan- ployers' medical and other benefit • Realistic, Yet Competitive Pricing
ning immediately begins for the most programs since 1984-found that • Prompt Quotationscost-effective treatment 16% of companies offered an annual

For example, medical personnel deductible of less than $100 for 1ndi- • Retroactive Dates Available for Claims-Made Policies
managing a case might recommend vidual coverage in 1984
and help to arrange for home health Similarly, while 29% of employ-
care services provided by visiting ers last year offered a $100 deduct-
nurses ible for Individual coverage, 35% did Our long years of experience and research and development In this class of business assures

"That might speed the recovery so in 1984
with a much lower cost than lengthy But, 6% of employers last year re- you a quality product Our professional underwriting and claims staff assures you of
hospital care Medical case manage- quired a $250 individual deductible service both before and after the sale Here's another opportunity to
ment is almost a no-lose situation," and 4% set a deductible of at least

Mr Sperling said $300
be the competition come to Cover X

Sixty-two percent of employers By contrast, in 1984, just 1% of

now deploy case management of employers required employees to pay
large medical claims, while 18% of a $250 individual deductible, while
employers are considering adding another 1% set an individual deduct-
such a provision, the survey found ible of more than $250 For further information or applications call or write

But, 20% of the responding em- However, most employers-929-
ployers are not considering imple- limit the maximum amount of out- ICOVERJ< CORPORATION
menting ease management programs, of-pocket medical expenses an em- / P O Box 5096, Southfield, Michigan 48086
and less than 1% of employers have ployee can Incur
dropped medical case management For example, about two-thirds of  Telephone (313) 358-4010
provisions from their health care employers last year capped employ- I Facsimile (313) 358-2459

plans, the survey found ees' annual out-of-pocket expense for
By contrast, 8 k of employers have individual coverage at $1,500 or less

dropped mandatory second surgical Only 5% of employers' stop-loss
opinion provisions from their medical provisions capped employees' out-of-

COVERAGE MAY NOT BE AVAILABLE IN ALL STATES

care plans, according to the survey pocket expense at $2,000, while 10%
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Star Pool for us to continue as administra- not make any sense for them to be

Administrator defends tors," he added domiciled in Missouri We then

Continued from page 1 The Star Pool board began with- began the process of filing in Inch-
Meanuhile, The Star Pool's holding member contributions ana " hesaid

claims-paid' policies board and ltS designer/administra- from the pool administrator and With another $1 25 million in

tor are embroiled in litigation over depositing them in a separate ac- pool funds, the Ir.diana leciplo-
the formation of AJIR count after ARPCO sued the NSA cal was capitalized in December

"I thirk somewhere down the and pool directors last Ma> 1989, according to Mr Dickman of
SOUTHFIELD, Mich -While the National Sheriffs' Assn ard Star line this thing Is going to end up In In October 1989 the boara told JWF Specialty

Pool directors tout their new risk retention group's claims-made cover- court in a nast> fight and the mem- ARPCO ltS administration agree- Indianapolis-based insuiance
age as superior to the pool's claims-paid coverage, The Siar Pool's ad- bers will be :he ones who wil_ ment would be terminated agency J W Flynn Co, which al-
ministratoi says claims-paid was the best coverage available at tte time lose," said 0-iver McCord, risk Directors blame ARPCO for not ready had provided services to the

In 1986, when the sheriffs group sought ARPCO's help in secur- manager for tie cities of Cheney Informing the board that The Star NSA, formed JWF Specialty to
ing police professional liability coverage for its members, n-any of and Airway Heights, Wash, both Pool would violate some state in- handle AJIR's business J W Flynn
those agencies could not find conventional insurance and the NSA pool membeis surance laws and accuse ARPCO of had placed the NSA's commercial
had no capital to form a captive, said J Michael Feeney, piesident In its 31,4 years, The Star Pocl setting up an insurance program insurance and had ti ansferred a
of American Risk Pooling Consultants Inc ir Southfield, Mich has insured about 550 sherifls and that would compete with the NSA- book of public officials errors and

ARPCO 15 one of the few pool admmistrators uslng "claims-paid" police departrrents in 39 states and sponsored pool omissions liability insurance busi-
policy forms and has, in fact, ccpyrighted its method of adminis- amassed accumulated reserve ARPCO denies both charges ness from a self-insurance pool to a
tei ing the programs funds of abou: $10 million Before fully insured piogram written by

' With what we had to work w,th to provide these public entities AJIR was fcrmed, it was operating The pool's origins
Crum & Forster units early in

with coverage when they had no funding for a captive, it was the in about 32 states Forming AJIR last month 15 only 1989
very best coverage available to them," Mr Feeney said Neither ARPCO nor an at.orney the latest episode in a siA-year ef- J W Flynn had no experience

"When they came to us, they didn't have any money m the tank for The Star Pool could sal pre- fort by the Alexandria, Va -based with risk retention groups or police
and no maikets," agieed ARPCO corporate counsel Larry J Spilkin cisely in how many states the pool NSA to sponsor a nationwide po- professional liability insurance,
of Spilkin & Shapiro in Southfield could write insurance without vio- lice professional liability insurance but JWF Specialty hired people

"If self-insurance is viable, then claims-paid is viable," he added lating regulations AJIR ultimate_y program for its members with the needed experience, said
Simply put, with a claims-paid approach, a group of simiar nsks intends to issue policies in 811 A sheriffs program with Ideal Mi Dickman

put money into a bank to finance the group's expenses and pay states Mutual Insurance Co was canceled After the board completes its
claims as they come along, Mr Feeney explained "It became very apparent, be- in 1984 Just months before New current merger of the reciprocals,

A member considering leaving the pool must carefully weigh its cause The Star Pool was rinning york-based Ideal was declared in- it Will recover the $1 25 million
decision, because, under the claims-paid concept, a member's pending into regulatoiy difficulties in many solvent A subsequent program was used to capitalize the Missouri re-
claims and IBNR claims become its own responsibility states, that Tne Star Pool could no abandoned in 1986 after wholesale ciprocal, Mr Fineman said

"This provision guarantees the solvency of the pool because mern- longer operate," said Robert A broker Markel Service Inc rejected AJIR in Indiana offers members

bers cannot abandon their unfunded liabill:les to the pool," he said Fineman of Honigman, Miller, more than half the NSA members two options
Thus, a member should analyze its loss history and current claims Schwartz & Cohn in Detroit, an :t- that sought coverage because they • A rollover tc the claims-made

status to determine its total claims exposure, he said torney for :he pool directors failed to meet underwriting stan- contract at any time prior to ex-
Under ARPCO's paid-loss poolmg program, members annual contn- With The Star Pool's reformation dards piration, for an additional pre-

butions are allocated to two separate funds One is used to pay each as AJIR, all pool members oecame That failure cost the association mium reflecting the additional
member's pro-rata share of the pool's collective claims The other is a members of AJIR effective Jan 12, commission income and potential coverage, which will Include prior
bank account accessible if the poo-'s estimate of paid losses m the year is according to a Jan 23 memo to members acts coverage
insufficient to pay claims, according to Mr Feeney members and agents from Richard Since June 1986, The Star Pool, However, any claims that are

Money in the bank account accrues m much the same way it would in L Germond, the pool's chairman sponsored by the NSA and admin- known and unreported, or that are
a savings account, and all or a portion of it can be withdrawn by a AJIR now Dovers about 490 sher- istered by ARPCO, has provided up late-reported after the rollover,
departing member, depending on -he length of time it was witt the pool iffs and police departments em- to $2 million in aggregate limits in will continue to be handled under
Thus, a member who decides to leave can use those funds to pay ploying 1 9,000 to 20,000 sheriffs police professional liability insur- the claims-paid contract, accord-
pending or IBNR claims and police officers in about 32 ance ing to the Jan 23 memorandum to

The Star Pool also was able to provide broader coverage than conven- states, according to Thcmas C After less than a year m oper- members of The Star Pool
tional police professional liability pollcies, Mr Feeney said Dickrran, vp of Indianapol_s-based ation, however, the pool was pro- • Remaining with the claims-

For example, The Star Pool covers lall-related hability claims, civil J W F Specialty Co, the new ad- hibited from issuing coverage in paid contract until its policy ex-
rights violations and use of dogs, horses and watercraft in police work- ministrator if AJIR some states Forced out of its origi- pires, at which time the member
all often excluded by conventional pohce professional liability policies, In creating AJIR and hiring a nal Michigan domicile, it is still will be renewed under the claims-
Mr Feeney said In addition, The pool extends coverage to the county or new administrator, the pool's under investigation by other states made contract
municipality that controls the police or sheriff's department board also has instructed The Star for issuing insurance without Claims subject to the claims-

The six claims-paid pools that ARPCO now runs are "ad working Pool's organizer and administra- proper authorization (see story, paid contract will continue to be
very well," Mr Feeney said tor, Southfield, Mich -based page 28) handled under that format, ac-

ARPCO also administers a reinsurance pool, the American Pub.ie En- American Risk Pooling Consul- The administrator of the new In- cording to the memorandum
tity Excess Pool, which provides reinsurance for all six pools tants Inc, to cease administering diana--based risk retention group However, if a member buys prior

The excess pool "acts as a loss-leveling mechanism for all the pools In the pool and to turn over the pool's says it will obtain approval to op- acts coverage, 1. will have coverage
the event that one pool develops adverse loss patterns It spreads the loss books, records and money erate nationwide under the aegis of Continued on next page
among the participants," Mr Feeney said However, ARPCO is "between a the federal Risk Retention Act

APEEP provides coverage in excess of $250,000 per loss up to rock and a hard place," says J Mi- AJIR's conventional claims-

$175 million, according to Mr Feeney He added that APEEP cur- chae. Feeney, president of the made police professional liability
rently has more than $12 million m available cash pooling consultants "I have a fi- insurance policy will satisfy cover-

In addition, m the event APEEP's funds are exhausted, it has $5 duciary responsibility to The Star age needs of both former pool
million of aggregate stop-loss coverage underwritten by National Rein- Pool members Do they or don't members and new policyholders,

Aduda£,
surance Corp , a subsidiary of L_ncoln National Corp, he noted they exist?"

Audited financial statements are provided for all of the pools and In a sui,t, ARPCO challenges vp of JWF Specialty
American Pubhc Entity retains an outside consultant to monitor claims methods by which The Star Pool The Star Pool had issued a

and do any necessary planning, Mr Spilkin noted board established AJIR and say claims-paid policy, which only co-

said Thomas A Flynn, executive

Index
Mr Feeney added "When we had access to all the funds and we ARPCO wants to protect the assets vered claims paid while a depart-

knew where all the money was, there were enoigh fu,ds in The of Tne Star Pool (see story, page ment was a member of the pool Issue of February 5
Stat Pool to fully liquidate all of the claims on an occurrence basis " 27) The claims-paid concept is not

"It becomes harder and harder to determine this as Be have less But, with the declared reforma- approved in New York ADVERTISER PAGE #

knowledge about the funds," Mr Spilkm added tion of tne pool as AJIR, Mr But a 1988 review by Missouri
The Star Pool board began mthholding member contritutions from Feeney says, "if they gae us a re- authorities noted that while the Allendale Insurance 16-17

ARPCO and depositing them m a separate bank account after ARPCO lease of our fiduciary responsibil- policy language was unconven-
filed suit against the NSA and the board last May (see story, page 27 ) tty, we would love to turn the files tional, it protected the financial American Reinsurance 12-13

-By Linda J Collins over " strength of the pool since under the
"They have made it impo:sible claims-paid concept the pool did CIGNA 9

not incur long-tail liabilities
Claimnet 18

In contrast, AJIR can assess

members additional premiums to Cover X 23

a a maintain the surplus of the reeip-
6 rocal Crawford & Company 10

The Star Pool first attempted to
switch to a risk retention group in Equipment Insurance Mgrs 22
1988 Its directors originally Lsed

Home Insurance Company 6-7$1 25 million in pool funds to capi-
talize an American Justice Insur-

IBM/Image Plus 14-15
ance Reciprocal in Missouri ln
February 1989, but abandoned its K&K Insurance 21

plans before any business was
... ': 1

- -R-tmede 1-1
written in favor of domiciling the Mangelsdorf Companies 11

reciprocal in Indiana

The Missouri reciprocal would
Wm H MeGee 18

Business Insurance gives you total news coverage of 10:s
name (please pnrk) have resolved regulatory problems

prevention, risk financing anc benefit management Every Media/Professional Ins 4
regarding interstate pooling of

week Annual subscription (52 issues) mUS dollars
title telephone risks, but the rec_procal would

(Check here ) Surface Mall By Air Wausau Insurance Company 5
USA 0 $75 E $152 have still employed the same
Canada 0$107 [3 $162 corrpany claims-paid concept as The Star Floyd West & Co 22

Bermuda (air only) [J $157 Pool, explained Mr Flynn of
United Kingdom El $163 or £105 nature of business J W F Specialty Zurich American Insurance 32
Europe/Middle East 0 $163

In addition, AJIR's certificate ofAll other foreign [3 $107 Rates on request
0 bustnessor 0 homeaddreEs

[l new subscription [l renewal [3 payment enclosed insurance in Missouri was Contin-

[J bill me 0 bill company gent upon "economic development 8-8--TY y J
city state/country Zip/postal coda issues " such as the reciprocal em- A L=42:'

O Please send information on your special 20% offgroup 0 ! piefer not to leceive Informatic n or advertising by mall ploying a specified number o. peo- [8551:77*
rate for five or more subscriptions from companies not alliliatec with Cram Communications U»>0

ple within the state, he added
Mail to Business Insurance, Circulation Dept., 965 E. Jefferson Ave.. Detroit, MI 48207 4COUX

"Once we became involved, it did
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Cont:nued from previous page suggestion that the federal Risk Ralph Harper, Greene County cause for concern, said Francis of the cumulative reserve fund-
for incuri ed-but-not-reported Retention Act would pre-empt administrator m Xenia, Ohio, said Senkowsky, municipal clerk for the banked funds not needed tc
claims, said Mr Dickman New York's ban on interstate pool- he is "confused" and has "a lot of the city of Rahway, N J pay anticipated claims and ex-

"Please be assured that as long ing of municipal risks "If a state unanswered questions I'In not get- "In the long run, claims-made penses It was anticipated that a
as an entity lemains a member of legislature has instructed munici- ting a really good handle on why coverage will be a lot better for member leaving aftei six yeais
AJIR, there will be continuity of palities that they should not share they want to change it " members I think membership would receive its entne shaie oj
coverage," the memo says "Your their financial responsibilities While The Star Pool has "served should also grow with this pro- these banked funds
claims will continue to be handed with each other or entities outside us really well, I don't want to get gram," said Shappley Harris, plin-
under the claims-paid or claims- of the state, except as proscribed caught in the middle" of the bick- cipal of Fire & Casualty Consul- Indiana regulator's role
made contracts as they may bythe state," state law would not ering, hesaid tants in Jackson, Miss, and risk The formation of AJIR has raised

apph " be pre-empted, he said Greene County is "seriously con- manager for the Mississippi coun- another controversy a business re-
The memo continues "Upon the Mr Hsia said he remains uncon- ties of Rankin and Hinds lationship between iecently ap-

date a member is issued an AJIR vinced that AJIR offers a viable 1 However, Mr Harris, a member pointed Indiana Insurance Com-
claims-made contract, those in- alternative to members of The Star 'From a regulatory of AJIR and The Star Pool boards missioner John Dillon Jr and

cui i ed-but-not-reported claims, as Pool or other New York municipal-
standpoint, we would

since last June, said the two coun- JWF Specialty's affiliate JW
well as future reported claims cur- ities that seek to join AJIR ties have had no problems with the Flynn
ing the contiact period, will be In a Nov 14, 1989, letter, Jeffery like a nice, clean pool Immediately before becoming
handled in a claims-made manner Johnson, then-deputy com mis- When the pool was formed, he commissionei, Mr Dillon had been
Should a member choose to with- sioner of insurance and banking in balance sheet,' says said, claims-paid "was probably an account executive and special
di aw fi om AJIR, those claims will Vermont, wrote to the AJIR's at- Mr. Johnson. the only approach they could products coordinator at Flynn
remain the responsibility of AJIR torneys-Klineman, Rose, Wolf & take " Rankin and Hinds counties Mr Dillon, however, i elects sug-
The membei then has the addi- Wallack in Indianapolis-that be- had no other coverage options gestions of a "legal conflict of in-
tional benefit of purchasing an ex- fore AJIR is allowed to operate in when they joined, he said terests" in his department's ap-
tended teporting period " Vermont, it must return $50,000 sidering leaving AJIR," he said Terry Sinclair, risk manager for proving AJIR Mr Dillon said he

An extended reporting period in capital contributions owed to c When you whip the dog long Johnson County, Kan , said she was "merely a producer" at J W
undel the claims-made policy gen- pool members in that state enough, he s going to look for a looks forward to the extra cov- Flynn and had no financial interest
eially piovides coverage for claims Previously, Mr Johnson, who is comfortable place to lie down " erage provided by changing from in the company
ieported aftei the policy period, now the Vermont commissioner, "I have been told nothing about claims-paid, but iS Still waiting for The commissioner "deliberately
subject to the length of the ex- also had expressed concern about the" rollover of The Star Pool into details of the new coverage to de- stayed out of the approval pro-
tended lepoiting period the appropriateness of using pool AJIR, said Gary Mahannah, city cide whether the county will re- cess," said Dave Reddick, deputy

However, the memo also points funds to capitalize AJIR administrator for Sac City, Iowa main a member of AJIR commissioner of Indiana Insurance

out "Any existing Star Pool claims Assuming The Star Pool habi- "I want to see what hoops they While members of The Star Pool Department's Public Information/
will iemain subject to the claims- lities is "a maloi change in the want me to jump through before I contacted said they were satisfied Market Conduct Division
paid foimat until resolution At AJIR's plan of operations," said decide what hoops I will lump with the pool's coverage and ser- Mr Flynn of JWF Specialty
any time in the future, should a Mr Johnson in an interview "The through " vice, several regulators reported agreed
member choose to withdraw from Indiana Insurance Department will Sac City "is in its fourth year that members withdrawing from "Because of his (former) rela-
AJIR, those existing Star Pool have to check to see if The Star with The Star Pool, and from our the pool have complained they tionship with us, the watchword
claims shall become the sole re- Pool had been reserving properly city's standpoint, it has operated were not recapturing all their con- at the department was no conces-
sponsibility of the withdrawing "From a regulatory standpoint, quite well," said Mr Mahannah tributions sions and no special favors, so that
member, as they would have under we would like a nice, clean balance Other pool members are less The withdrawal provisions, how- the entire application would with-
The Star Pool contract " sheet," he added alarmed by The Star Pool reforma- ever, are clearly stated in The Star stand regulatory scrutiny," Mr

This means that even if a mem- Before licensing the Missouri re- tion Pool contract A member with- Flynn said
ber buys prior acts coverage, ciprocal, that state's department 'I go out to bid every year," and drawing in the first year, for ex- Mr Reddick said that prior to is-
claims reported under The Star examined the rollover Based on a change in administration lS no ample, will receive 50% of its share Contznued on page 27
Pool claims-paid policy become the 'the claims-paid policy, "the only
withdrawing member's respons-- adjustment to the balance sheet, on
bility, Mr Dickman said an interim basis, which would be

A copy of AJIR policy that Mr necessitated by loss development,
Flynn had promised to send Bus,- would occur in the event that the

ness Insurance was never made paid losses for the subject year ex-
available ceeded or were projected to exceed

"AJIR will initially make avail- the anticipated paid losses which
able coverage of up to $1 million were prefunded in the budgetary
per occurrence/$2 million aggre- fund," lt said SPOTLIGHT REPORT
gate, with lower options avail- "Although the accounting is
able," said Mr Flynn Higher clearly unconventional 1t

limits may be available later, he should be noted that with a total
said

AJIR is pr!;ttdby ren%sull:ntchee ntfundingofft}s 5polilisonid-which was ered ultraconservative by this ex-
London market," some through amination "
Lloyd's syndicates and some with Mr Johnson also expressed con-

RISK MANAGEMENT
London insurers, Mr Flynn said cern about the use of a reciprocal

S e r V i C e S
E W Blanch of Minneapolis was risk retention group, which Ver-

the U S reinsurance broker and mont prohibits
Carter Wilkes & Fane Ltd was the Because decisions are made by PUBLISHING: MARCH 12
Lloyd's broker an attorney-in-fact, reciprocals do Market uncertainties - what direction will properly/casualty insurance rates take?

"We are now in the process of not offer participants the same 1990 m expected to be an active year for risk managers
notifying state insurance depart- measure of control they would
ments" about AJIR and complying under another structure, he ex- To prepare readers for what lies ahead, Business Insurance will cover the current
with state regulations, he added plained risk management services marketplace, reporling on the types of services risk

Among state regulators, he is not managers are seeking from consultants and how risk managers are tailoring theirRegulatory questions
alone is his misgivings about using programs to correspond with anticipated market changes Working with the right

At least two insurance depart- reciprocal risk retention groups, consultant will be critical to successful business operations -
ments, however, question whether Mr Johnson said especially In a market filled with uncertainties and increased activity
AJIR will meet their requirements But, he added, the structure

DIRECTORYThe New York department lS would not preclude AJIR from
concerned about how claims re- doing business in Vermont if all Also in this Issue. 81's Directory of Risk Management Consultants will list informahon on
ported to The Star Pool will be other issues were resolved approximately 300 consultants including the types of services they offer Plus Bl will

paid, said Richard Hsia, deputy In New York, Mr Hsia said re- rank and profile the 10 largest risk management consulling firms
superintendent ciprocal structures are acceptable DISTRIBUTION

"It seems they are saying that if allowed by the risk retention In addition to nearly 155,000* regular readers, this feature issue will also be distributed
they are taking certain capital group's home state Indiana does to attendees of the International Captive & Reinsurance Forum in Bermuda
from The Star Pool and still leav- allow reciprocals
ing certain liabilities with The Star Members' frustrations AD CLOSING: FEBRUARY 27
Pool," he said "What are they
paying for and what are they not Meanwhile, some members of In a market filled with uncertainties. corporate executives responsible for risk
paying for," The Star Pool say they are frus- management ore sure of finding the most authoritative, in-depth news coverage in

Another possible sticking point, trated by the lack of information Business Insurance You can be sure they'll turn to this Issue

said Mr Hsia, is "whether or not given them about AJIR Reserve your cd space now

capital from The Star Pool can "The city has been given no in- * includes pass-along readership

freely be used to capitalize the re- formation on new coverage, limits
ciprocal when there lS the issue or reinsurance," complained Mr
of pending claims and pending liti- McCord, the risk manager for the
gation A portion of the reserves Washington cities of Cheney and
has been dedicated to a new pur- Airway Heights

Mr McCord also said he has not

Mr Fineman said "My under- been able to determine how mem-
standing is that the reciprocal is in bers' funds will be distributed
a position to operate, having as- when they withdraw from The Star
sumed all the liabilities of The Star Pool New York 212/210-0228

Pool And they have satisfied Indi- Bickering between The Star Pool Chicago 312/649-5276
ana's requirements " directors and ARPCO has Los Angeles 213/651-3710

Mr Hsia also points out that prompted the city of Cheney to
'according to the municipal law withdraw from the program upon
prescribed by the state of New ltS March renewal, he said Business
York, a risk retention group, even Unless his questions are ans-
properlv chartered, does not apply wered, Mr McCord predicts that

Insurance
to municipalities in this state " Airway Heights also will leave the A publication of Crain Communications Inc

He rejects the JWF Specialty program
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RATES AND CLOSING TIME:

Rates· Displav classiped is $108 50 per column inch, mmimum of one inch Straight class#ied 5 Closing: Published every Monday Copy must be in typewittten form by noon Tuesdat, 6
$9.00 per line, mmtintim of 5 lines Count 34 characters per ime (include each space and days preceding pubhshing date No verbal phone cory ccepted Prepaymeiit required for
pu,ictuation as a chamcter) Additional $17 50 charge for all blmd box ads Only those reponses straight advertisements. Mail ads to Margaret Hikido, Classifted Advertsing, 740 N Rusli
zillitdi jtt mto a business size envelope will be forwarded Responses are forwarded daily St. C/lingo, IL 60611 For more mformation call 312-649-5340 FAX 312-280-3189

MIDWEST BROKERAGE TRUCK AGENTS
Prestigious commercial P&C brokerage CARRIERS Want to move into

Stop Wasting Your Time 1_CGIC ASSOCIAl EX IMC
seeks first quarter addition to expanding international insurance?

Improve Your Hit Ratiosales team Responsibilities will include NEEDED!
some servicing but main thrust will be in Increase Your Market Share U S repre.entative 01 |drge Eu-
the development of commercial ac We Sell Truckers X-Dates Risk Management Executive Search Consultants Administrative manager of mpedn 1 ile inunnce company K
counts in the premium range of "NATIONWIDE" *eeking bright. articulate peron
$250 000 & larger Direct writing back several associations seeks
grounds will draw considerations with 800.288-XDATES (9328) with 2-5 yean experience m in-
proven commercial sales experience Not Available In All States Celebrating Our 12th Year Of National Service front/participating carrier(s) .urance unique opportunit> to
Starting salary OPEN to include BONUS for large, profitable blocks of move into marketing and erve
incentives To The Risk Management Community

GREAT-HAFNER & COMPANY commercial casualty bust- large international acwunt+ Ex-
6060 N Central # Dallas, TX 75206 GET RESULTS' cellent alary .ind beneitt

ness Please respond to
AC214-361-9341 Advertise in the

Telephone 212-227-8000 170 Broadway Suite 1208
Ple.M und mwme to

Insurance Staffing Consultants PROFESSIONAL MARKETPLACE
Fax 212-766-0188

Box 2564, Business Insur- SIVISS LIFE N.ANew York, New York 10038
ance, 740 Rush St., Chi- SERVICES, INC.

"The Orig,nal and #1 Choxe in Risk Management Recruiting" cago, IL 60611-2590 1200 E. Ridgewood Avenue
East Wing

RETAIL PRODUCERS WANTED
All responses will be contacted

Ridgewood, NJ 07450

SPECIALTY PROGRAMS ARE NOW AVAILABLE RISK CONTROL CONSULTANTS HELP WANTED
RISK MANAGEMENT '

Target States Crawford & Company is building the best Risk Control Service SUPERVISOR
EMPLOYEE BENEFITS

AL DE GA ID IL IN KS MI MO MS
Company in the world Current openings exist in all regions of Midwest retailer seeking Risk CONSULTANT/MANAGER

NE OH OK SD TX WA Wl WV WY
the U S If you are a proven performer with at least 3 years Management Supervisor to admin- Salary Dependent Upon Qualifications

The City of Oil,lhoma City has a full-
professional experience m casualty or property loss con- Ister claims and loss control pro- time position available for an Ind,vid-
trol, good interpersonal skills, can communicate effectively gram, purchase Insurance, 8110- ual with skill m the design and admin-Target classes for Liability Coverage
and would hke to Join the best in the business, send your cate losses and premium costs, 1.tration of diversified benefit pro-

establish and maintain risk man- grams including health, dental and life
Campgrounds Riding Academies & Stables resume and salary history to insuranie, stop loss Insulance retire-

agement information system, and Inent, flexible benefits, flexible spend-
Contractors' Bonds Roofers Jim Sybert, Vice President prepare risk management report ing accounts, employee assistance, co41
Day Care Centers Service Stations (Pollution) Risk Control Services Position requires college degree containment for self-funded programs
Go Kart Tracks Rental Car Agencies with 5 years' experience m field of incentive and wellness Prefer expert-

Crawford & Company ence within d unionlied public person-
Insurance Agents Special Events 5620 Glenridge Dr., N.E.

safety and risk management In- nel environment and a minimum of five

surance background preferred years closely related experience at the
Limousines Strategy Games Atlanta, Georgia 30342 management and/of consultant level
Mini Golf Courses Taxi Cabs An Equal Opportunity Employer (Please, No Reply From Search Firms) Qualified candidate should direct Resumes applications, and supplemen-

Real Estate Agents
resume including salary history tal questionnaire. will be acceptedTrade Contractors and requirements to Box 2581, until a ,election is made Reply to The

Refuse Haulers Water Parks & Water Slides Business Insurance, 740 Rush City of Oklahoma City, Personnel De-
partment, Room 8-8,201 Channing

Restaurants & Bars (Liquors) St, Chicago, IL 60611-2590 Square, Oklahoma City. OK 73102 (405)
11 „_ An Equal Opportunity Emplcyer WdF 297-2861 EGE

For more information regarding these Programs call
Toll Free 1-800-272-7230 FORM A PURCHASING GROUP?

In Missouri 1-314-997-3666
ACCOUNT EXECUTIVE

 Youthink you want to form a Purchasing Group MARINE INSURANCE

Or Write To
CORPORATE SOUTHEAST FLORIDA

Ycu are unsure about forms, agent licensing anc state requirements Leading Florida Marine Insuiance Bro-
A. B Carter Inc. You don't have the research resources for the answers you need

RISK ker has growth opportunity for candi-

10420 Old Olive Rd., P.O. Box 66842 You don't know where to start MANAGER
date with background in servicing
Commexci.1 Matine Aieount. to /9-

St Louis, MO 63166 sume smvicing and maikeling respon-
Start here The selected candidate mb siblitim

establish and implement Risk
Use US TO Management policies. proce Prefer college graduate with 3 year,

Analyze your situation dures and systems Primary experience company M agency Excel-

responsibility willbetopreserve lent glary aid comprehen.ive benefit
R:commend courses of action

and protect company assets program
Define costs involved

Develop a business plan for carriers, brokers or your association Bass Pro Shops ts a rapidly Send resume lo

expanding privately held com Frank B Hall & Co of Florida

We are experienced and operate on a consulting basis Let us meet with pany with diverse operations PO Box 143800

Coral Gables, Fl 33114including retail, mail order,
you to discuss your concept, give an opinion on its feasability and de- hospitality andmanufacturing,n Att Personnel Dept

scribe our services No charge for the initial visit multi state locations Equal Opportunity Emplovei

If you are interested, please send a descrlphon of your group or concept and Forthequal,fiedpersonweoffer

we will respond immediately Write to a friendly and fast paced cor
porate atmosphere, as well as 8

MANAGER OF RISK MANAGEMENT/MG Commercial Services competitive benefit package

RISK
LOSS CONTROL SERVICES

P.O. Box 6104 Plus the quality lifestyle of
Springfield withits exceptional

N C League of Municipalities Profe,-

Chicago, IL 60680 sional staff position to provide super-
educational opportunities and

MANAGER
vision and technical aubtance in the

excellent recreational options areas of risk management and loss con-
m 11-

Forward resume or letter of
trol services for successful self-funded

municipal workers compensation and
interest to

property/casualty inbutance progiams
totaling $1': million in annual premi-

Old Kent Financial Corporation, an $8 Billion BASS PRO SHOPS ims Assi,ts the Director of Risk Man-

dollar bank holding company headquartered in Personnel Department agement Servivs int overall admints-

Grand Rapids, Michigan seeks an experienced Att Manager tration of thae programs Graduation

8 A SaA Restaurant Corp. Professional Staffing from an accredited college or university
Risk Manager Underthe direction of the Depart- 1935 S Campbell X with major courbe woik in bu<.iness acl-
ment Senior Vice President this position is Spnngfield. MO 65898 All ministration, safety engineering or re-

responsible for the administration of both lated field Minimum 5 years expert--CLAIMS MANAGER once in the development and
insured and self insured programs in the areas administration of insurance programs

of risk management, insurance and employee with emphasis on Hsk management and
loss prevention ARM ceitificalion andj

benefit plans The incumbentis responsible for
negotiating insurance contracts with brokers, S& A Restaurant Corp, headquarters of Steak and Ale and \ 95* Shop*/ 1¢ 01 CPCU designation desirable Salary

range $45,682-$51,524 depending upon

agents and insurance companies and ts Bennigan's restaurants, currently has an excellent opportunity
available for a highly motivated individual An Eq100¢*n,Mit, Em.-i

expected to evaluate and monitor plans In these

experience and qualifications Reply to
Directoi of Risk Management Services
P O Box 3069, Raleigh, N C 27602 by

areas to ensure the Corporation is protected Qualifications include 2/28/90 EOE

against loss and that employees are properly • College degree, preferably In Business
covered • Progressive experience in claims handling and claims manage-

Successful candidates should possess 3 plus ment of general liability and workers compensation losses INVITATION TO BID P&C ACCOUNT EXECUTIVE

years of professional experience in insurance • Supervisory experience Atlanta irdependent broker seeks er-

and 2 plus years of risk management expert- • Working knowledge of PC, Lotus 1-2-3 and Risk Manage- INVITATION FOR BIDS perienced P&C account executive to

ment Systems a plus The Housing Authorit'v of the City of service existing book of clients whose
ence A bachelor's degree in Business with a

• CPCU & ARM a plus
East St Louis will receive bids for individual plemiums range from

minor in Insurance is preferred Banking expe- Property, Liability and Flood insur- $100,000 - $2,000,000 Heavy casualty

rtence is a plus but not essential Candidates • Strong oral and written communication skills ance for a two year term, on Low In- orientaticn necessary CPCU or ARM

• Initiative and flexibility come and Elderly Housirg Pro}eets, Of- des,ted Ercellent remuneration Con-
should be proficient on Lotus flee Buildings, Maintenance. Buildings tact Fran Millar, Group Vice President

and Homeownership single family Hamilton Dorsey Alston Co , Rivei-
Qualified candidates should submit resumes In this newly created position, you will be responsible for man-

and salary history to Laura A. Sabo, Assistant agement of general liability and workers' compensation claims
units wood 100 Cumberland Circle, Atlanta,

Bids will be opened publicly at 2 00 GA 30 3 39 (404-850-0500)
losses, reviewing reserve adequacy, auditing carrier claim files PM, March 20, 1990 at the main office

Vice President, Human Resources
and offices to ensure claims handling agreements facility located at 6,3 North 20th

Stleet East St Louis, Illinois 62205

We offer excellent benefits plus a great working environment in
All documents shall be enclosed in a POSITIONS WANTED

u. OLD K»rr
sealed envelope and shall be labeled

Park Central with the words "Bid Documents - Prop-
erly, Liability and Flood In.Lrance'

Send your resume with salary requirements to INSURANCE AGENCY
FINANCIAL CORPORATION Additional information and bid

UNDERWRITER/MARKETER
TAMMY PAYNE forms may be obtained from the office

of the Housing Authomy of the City of Propeity-Casualty background
One Vandenberf Center, Grand Rapids, Michigan 49503 S&A Restaurant Co,p. thoroughly experienced desires down-East St Louis, 683 North 2Dth Street.

12404 Park Cent,al Drive East St Lou:s, Illino s 62205, or by town Chicago or Western Suburb%Reasonable Salary Reply to Box 2493,An Equal Opportunity Employer M/F/H/V Dallas, TX 75251 calling Nell Ebel, Director of Finance
at(618)271-0498

Business Insurance, 740 Rush St, Chi-

equal opportunity employer, mif Stephanie A Stafford, Acting Director
cago, IL 60611-2590

of Operationb
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Pool's administrator litigating with NSA
By LINDA J. COLLINS ary based in Southfield, Mich, filed "ARPCO receives its administra- foreign or domestic, both parties The Star Pool," Mr Fineman asserts

suit in Circuit Court in Oakland tive fee under the agreement and the agree and acknowledge that this su- "We have a dispute with them over
SOUTHFIELD, Mich -The Star County, Mich, naming the NSA, two sheriffs' association receives a fee as bagreement shall continue," the con- their alleged nght to contmue to re-

Pool's designer and administrator is NSA affiliates and 35 people who are a subcontractor to ARPCO Apart tract reads ceive commissions from the" pool
embroiled in litigation and arbitra- either current or former Star Pool from those fees to ARPCO and the Should modification of the risk after its board notified ARPCO that

tion with the National Sheriffs' Assn board members or sheriffs' associa- NSA, the monies received go to The mechanism or a complete reforma- lt mtended to terminate the adminis-
ovei the restructuring of the pool as a tion executives or both Star Pool account and are adminis- tion prove necessary, the contract trative agreement, Mr Fineman said
i eciprocal risk retention group ARPCO alleges improper use of tered by the board of directors of The said, the shenffs group and ARPCO Mr Feeney said that first notice

In the past year, The Star Pool The Star Pool funds in setting up Star Pool," he said "agree to make every effort possible of the intention to terminate the con-
board and the sheriffs' association the two risk retention groups, and Mr Fineman said he presumes to continue this subagreement and to tract came in an Oct 13, 1989, letter
foimed two risk retention groups, also charges that the defendants im- directors also use that money for make certain that administrator from The Star Pool's Mr Germond
using a quarter of the poors $10 mil- properly denied the administrator ac- legal fees and other expenses (with NSA as subcontractor) is re- Mr Fmeman also accuses ARPCO

lion reserve as surplus withiut the cess to Star Pool funds to pay claims Crews & Hancock, the Virginia law tained by the new insurance risk of using The American Governmental
knowledge or consent of the adminis- The administrator also accuses the firm, was paid $320,000 for setting sharmg mechanism " Reciprocal Insurance Exchange, a
trator, American Risk Pooling Con- NSA of breaching its admmistrative up the Missouri AJIR, Mr Feeney Mr Weaver, ARPCO's chief finan- Mississippi reciprocal risk retention
sultants Inc, according to ARPCO contract and says the NSA and other said He views this fee as excessive cial officer, also said that agreement group that also uses ARPCO's co-
President J Michael Feeney defendants used documents prepared and said that ARPCO did much of "requires that the administrator at- pyrighted claims-paid coverage ap-

Only one of those groups-Indi- by ARPCO to set up a risk retention the research, Initial paperwork and tend every board meeting The last proach, as a competitor to AJIR
ana-domiciled American Justice In- group in Missoun legwork for the Missouri reciprocal board meeting we attended was in Some of ARPCO's 10 or so mu-

surance Reciprocal (A Risk Retention Although the Indiana-domiciled "We find it peculiar that anyone May of 1988 " nicipal vehicles-either pools or re-

Gioup) is operating A Missour. oper- AJIR has assumed The Star Pool's would spend $320,000 for advice on a Since then ARPCO has not been ciprocals-;.write police professional

ation using the same name never assets and habilities, that apparently $12 million company," said Bill informed of board meetings and has habillty business, but we have always
wrote any business and is being . was not the plan when the pool Weaver, ARPCO's chief financial of- been refused copies of the minutes, attempted to direct police profes-
merged with the Indiana group formed the Missouri risk retention ficer he said sional business to The Star Pool,"

AJIR replaces the police profes- group in early 1989 ARPCO has unsuccessfully sought According to Mr Fineman, por- said Mr Feeney

sional liability insurance program The Missouri group was set up as an explanation of these charges from tions of the lawsuit have been stayed American Governmental, which
written by The Star Pool an independent entity, rather than pool directors since learning that an while two arbitrations are pending had been an Indiana pool, "was lust

Ten states either have ordered the as a successor to the pool, accord- initial $270,000 payment was made to before the American Arbitration converted to a reciprocal" in Missis-
pool to cease msunng munlclpalltles mg to a letter to Mr Feeney from Crews & Hancock in the spring of Assn in Southfield, Mich sippi, but the admmistrators had of-

or have warned that the pool iS un- attorneys for the reciprocal 1989, Mr Feeney said ARPCO initiated one arbitration fered in September 1989 to let the

authoi ized to operate And, three "You stated that The Star Pool is ARPCO "had offered to perform with the NSA m which it seeks to sheriffs association use that recipro-
states are investigating the pool for 'converting' into the new reciprocal I most or all of the services neces- remain administrator of The Star cal as a successor to The Star Pool,
allegedly issuing unauthorized cover- am sure you understand that this is sary to form the reciprocal without Pool, Mr Fineman said Mr Feeney said ARPCO has "never

age not the case," wrote John W Crews additional cost or charge to The Star Pool directors initiated the second solicited Star Pool members" to join
Pool directors accuse ARPCO of of Crews & Hancock m Richmond, Pool members," said Mr Feeney in arbitration, in which they seek a de- the Mississippi reciprocal, he added

mismanagement-for forming a pool Va, in a Feb 20,1989, letter an Aug 25, 1989, letter to Richard termination of breach of duty by In addition, Mr Feeney noted,

that would run afoul of regulations in "The reciprocal is an independent Germond, chairman of The Star Pool ARPCO, a declaration that the ad- ARPCO U. September 1989 notified
some states-and for allegedly using entity which will receive a license in board and secretary of the NSA nunistrative agreement with ARPCO The Star Pool board that a com-
an ARPCO-managed Mississippi risk the State of Missouri and which will "In fact, in an earlier attempt to was terminated and unspecified meI·cial insurer had agreed in prin-
retention group to compete with the be entitled to conduct insurance form a reciprocal, we retained out- damages, Mr Fineman explained ciple to provide a fully insured con-

NSA-sponsored program business regardless of any relation- side counsel who prepared for fil- ARPCO is "in possession of some ventional occurrence liability
The board also ordered the admln- ship with The Star Pool and regard- mg all necessary documents for the of The Star Pool files-including insurance program with retroactive

istlator to turn over funds and rec- less of the continued existence of The cost of approximately $25,000," the claims records-and they refuse us coverage to all pool members
ords to AJIR's administrator Star Pool," the letter stated letter continued "Those documents access to them They are also in pos- The Star Pool board never re-

Citing its fiduciary duties to pool "We had to bring suit," said Mr together with our own work product session of certain assets belonging to sponded, he said
members, ARPCO charges m a May Feeney of ARPCO "As administra- were turned over to Crews & Han- _
1989 suit that the new risk retention tors, we had a fiduciary obhgation to cock It appears that the flnal sub-
groups "will cause irreparable harm try to recover those funds," since the mission made by Crews & Hancock
to The Star Pool and/or the mdivid- Missouri group was not set up as a used much of that documentation "
ual Star Pool members in that it 8111 successor to the Star Pool "By defi- Crews & Hancock no longer rep- Insurance services guide
reduce the economic stability and nition, the Missouri AJIR was a com- resents the pool directors
assets of The Star Pool " petitor to The Star Pool " The ARPCO suit further alleges

ARPCO, which has been excluded ARPCO lS unsure where it stands that the NSA violated the terms of

from The Star Pool's board meetings now that The Star Pool board says ltS contract by cutting ARPCO out Advertise in InPhoto Surveillance
since mid-1989, also is suing to en- the pool's assets and habihties be- as administrator The Insurance Services Guide
foice its contiact to manage the pool long to AJIR in Indiana, he said ARPCO copyrighted its claims- FAX your advertisement for the next issue USA
and alleges that lt, not the new ad- After the ARPCO suit was filed paid pooling concept, through which FAX: 312/280-3189

ministrator, performed preliminary in May 1989, The Star Pool board losses are funded on a pay-as-you-go PHONE: 312/649-5340 --*p.*W 800-822-8220
work for the formation of the Mis- tried unsuccessfully to get all mem basis, and marketed that concept to Contact Margaret Hikido
soun risk retention group bers to send contributions directly to municipallties that couldn't find cov- to reserve space FAX: 800-752-0720

"We made all the initial contacts the sheriffs' association About 20% erage elsewhere The Star Pool was
with Missouri," Mr Feeney said of pool members sent money to formed usmg this copyrighted pool-

However, ARPCO would be willmg ARPCO, Mr Feeney says ARPCO ing method (see story, page 24)
to walk away from The Star Pool if has been using those funds to pay A 1986 contract with the sheriffs TEMPORARY

ARPCO received a written release claims, he said group identifies ARPCO as the pool's IRG CLAIMS EXAMINERS
from its fiduciary obligations by the Premiums sent to the NSA were administrator The NSA was to act as

Star Pool Board and the NSA, Mr not sent to the poolmg consultants, ARPCO's subcontractor m marketing a-A.43*69 "the claims productivity people"
Feeney said he said "They are only remitting our the pool to prospective members, re- Qualified, expenenced medical & dental claims examineri are dvail-

Until June 1989, four of five mem- administrative fees They are with- ceiving and processmg applications, able nationwide to assist you with claims processing
bers of The Star Pool board were holding the remaming funds and re- invoicing and collecting member Staffis available during regular hours, after hours and on weekend
current or former sheriffs and cur- fusing to make them available to us" contnbutions, and remitting them to Examinerskills are exactly matched to your requirement% on manual oron-
rent or former NSA executives, offi- for settling claims ARPCO within 30 days line systems
cers or board members The other The NSA is "withholding no funds The agreement was to "provide a As the leading national firm devoted exclusively to temporary ./sNI,-
was the mayor of a city insured by All funds that have been received relationship" between the pool ad- lance m claims processing, we have been the proven anwer to claim back-
The Star Pool from members that belong to The ministrator and the NSA "so long as log problems forever 600 companies Call us to find out about how we can

Its six-member board now includes Star Pool have been deposited to an either party is involved in the general be a part of your solution
four current or former NSA officers, account m The Star Pool's name in business of promoting a pool for" CLAIM SERVICES RESOURCE GROUP • 800-331-5039
the former mayor and an insurance the Sovran Bank in Alexandna, Va," U S law enforcement agencies
consultant who is risk manager for said Robert A Fmeman, a Detroit at- "In the event that the existmg Star
two municipal members of the pool torney representmg the pool's direc- Pool is re-formed or re-constituted

ARPCO, a Cover-X Corp subsidi- tors due to a change in domicile either lilli INSURANCE SOFTWARE PACKAGES, INC.

Star Pool Value Leaders In Risk Management Software

liull- Fon¢ ome-a-n,slm anagemen!stem
Continued from page 25 volvement in The Star Pool They ble However, under the Risk
suing AJIR's certificate of insur- are now properly licensed and we Retention Act, it will allow the

:Idbal F6r Self Insureds'--TPA:SNAss66iatiofi**60;iEr@j
ance, the Indiana Insurance De- have worked with them to enhance NSA to market AJIR directly" to o WORKERS' COMPENSATION o MULTI-LINE LIABILITY

partment surveyed "about 20" their level of professionalism," Mr its members and prospective mem- o EMPLOYEE HEALTH BENEFITS o GENERAL LIABILITY

states and found that 17 would Flynn said bers, he added
o MEDICAL FEE SCHEDULE & BILL o COMMERCIAL AUTO

REV[EW SERVICE o CORRA
have allowed AJIR to domicile For example, the NSA had been Mr Flynn said that JWF's ad-

Mr Dillon also said that work performing some insurance func- ministrative agreement with the
for AJIR by Klineman, Rose, Wolf tions without an agent or broker NSA has also "materially altered installations

& Wallack, a law firm that has re- license the scope of (the NSA's) duties,"
Call For A Free Demo Diskette

Micro & Network Versions Available

presented Mr Dillon's family, was "State regulators had problems but he would not elaborate
unrelated to department approval with the NSA marketing The Star In the future,JWF "will look
of AJIR Pool directly" to its members, "and very closely at converting the /NSURANCE SOFTWARE PACKAGES, INC.

"It's a large law firm," he said we did too," said Mr Flynn group to a surplus lines carrier, but 5118 N. 56th Street, Tampa, FL 33610
US (800) 237-8133 FL (813) 621-6069

Indiana, said Mr Flynn, is a Now, the NSA has formed a Vir- timing-wise, with respect to all of
"good regulatory state with up-to- ginia-licensed agency, National the states we want to operate m, it Come see us at FORUM Il (IAIABC) Booth #411/413, Fairmont Hotel, New Orleans 2/28-3/3

date directors and officers liability Services Associates Inc , located at would have slowed us down" to
laws, which was important " its Alexandria, Va, headquarters, have pursued that option at this

said Mr Dickman
The NSA's role time, Mr Flynn said Compliance For advertising Information in the INSURANCE SERVICES GUIDE

Mr Flynn noted that "our pro- with state licensing laws for a sur- Contact Margaret Hikido, 740 Rush Street, Chicago, Illinois 60611
"The NSA's involvement in the gram design is to use the local in- plus lines insurer is a time-con- Telephone (312) 649-5340

AJIR will be different from its in- dependent agent as much as possi- suming process, he noted .
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Pool reforming after state investigations
By LINDA J. COLLINS ial prmciples and m accordance with NSA and The Star Pool board con- withm holding cells, in violation of tigating Star Pool activities in the

standard msurance accounting prac- vert the pool into an insurance com- federal laws requinng jails to protect state, which "precludes municipal-
In its nearly four-year history, a tices," the letter added pany or risk retention group, said Mr mmates from each other, he said ities from sharing risks except where

self-insurance fund writing police The pool had issued claims-paid Feeney Markel required risks to meet m- authorized by Legislature," ex-
pmfessional liability insurance for coverage, which covers members only And after ARPCO instructed the dividual underwriting criteria, but plained Richard Hsia, deputy su-
N:tional Sheriffs' Assn members has for claims resolved while they partic- NSA "not to solicit business m some Ideal Mutual had charged sheriffs permtendent of the state Insurance
run into problems with regulators in ipate in the pool Members leaving states, they did so anyway," he said and police departments nationwide Department
at least 12 states the pool are financially responsible a flat fee based on size and number New York also prohibits use of TheNSA scrambles for cover

Ten states either have ordered The for all pending claims and incurred- of law enforcement officers, without Star Pool's "claims-paid" policy
Stat Pool to cease insuring munici- but-not-reported losses The NSA sought an administra- requiring mdividual underwntmg 'Claims-paid is not a meaningful
palities or have warned that the pool However, The Star Pool program tor to set up a self-insurance pool Because many members did not coverage It causes conflicting opin-
is unauthorized to operate And, provided some refund of accumu- for ltS members in 1986 when other meet Markel's underwriting entena, ions on how the claim should be re-
three states are investigating the pool lated reserves to members that left markets for coverage dned up the brokerage was not "able to pro- solved," said Mr Hsia He descnbed
for allegedly 1SSUlng unauthorized The Star Pool board also distri- From 1979 until late 1984, the NSA vide the NSA unth the same msur- claims-paid coverage as "immobiliz-
civerage buted copies of this letter to regu- had sponsored a pohce professional ance revenues that Ideal Mutual ing, pernicious and untenable "

In Michigan, which has barred the lators at an informal Dec 5 session liability program underwritten by had," Mr Chapman said ARPCO defends the "claims-paid"
pool, regulators have had problems at the National Assn of Insurance Ideal Mutual Insurance Co Of those that received coverage policy as viable and as the only op-
with the sheriffs' association "on var- Commissioners' Winter Meeting in Only months before Ideal would through Markel, at least 20% to 30% tion then available to the NSA (see
lous insurance programs it has spon- Las Vegas, Nev be placed in rehabilitation, the New stayed with the Markel for two to story, page 24)
sored dating back 15 years," said "The tone of the letter lS, 'Golly York-based insurer canceled the pro- three additional years, Mr Chapman Mr Hsia and other New York in-

Harry Iwasko, general counsel for the gee, we're having regulatory prob- gram and withdrew from the pollce said However, Markel later lost surance regulatory offlcials will dis-
state Insurance Bureau lems,' with the implication being that habillty insurance market Ideal was many of those accounts to The Star cuss these problems with the NSA

"I don't know that the shenffs' as- they were not aware of the situation," placed m rehabilitation in December Pool after the NSA urged them to and The Star Pool/AJIR board of
:ociation are bad guys It's Just that said ARPCO's corporate counsel, 1984 and declared insolvent in Feb- join the pool directors Feb 7 and with ARPCO on

their insurance practices are flaky Larry J Spilkm of Spllkin & Shapiro mary 1985 (BI, Jan 21, 1985) The NSA received about $600,000 Feb 9
and weak," said Mr Iwasko in Southfield, Mich With the cancellation of the Ideal in compensation m 1989 from The • The Star Pool is also belng in-

The sheriffs' association and Star ARPCO's Mr Feeney maintains program, the NSA asked Richmond, Star Pool, according to ARPCO vestigated in Vermont, where the
Pool directors blame the pool's orga- that m early 1986, the NSA "came Va -based Markel Service Inc, a Gross Star Pool contributions in 1989 state Department of Banking and In-
nizer and administrator, American to us to ask for a solution to their were more than $35 million and the surance issued a cease and desist
Risk Pooling Consultants Inc of problem We suggested that a pool | shenffs group received about 16 5% order against the pool in August 1988
Southfield, Mich, for organizing a could be the answer " The sheriffs' of the gross contributions because it was not authonzed to do

self-insurance pool rather than a At that time, "there was no ques-
'insurance practices

The shenffs association was "very business in the state
risk-retention group or captive tion in our minds that a pool was dependent" upon the income gen- At the time, regulators also ordered

But ARPCO President J Michael going to run into problems m some are flaky and weak,' erated by that program, Mr Chap- the pool to refund $50,000 in capital
Feeney contends that the NSA spon- jurisdictions We told the NSA that man said "A large percentage of the contnbutions made by five Vermont
sored The Star Pool beginning m the ideal solution would be a captive, says a Michigan NSA's budget comes from their po- municipallties, but the money has not
mid-1986 with full knowledge that lt but they didn't have the money to regulator. hce professional liabihty program " yet been recovered, said Jeffrey P
might run mto regulatory problems form a captive," Mr Feeney added, States act against pool Johnson, commissioner of banking

A 1987 letter to Mr Feeney from refernng to the capitallzation of an and insurance

an attorney then representing The insurance company in a domestic Star Pool directors and the ad- • Late last week, after a six-
Star Pool confirms this and notes domicile permitting captive msurers wholesale insurance brokerage spe- mmistrator of the new Indiana risk month investigation, the Maine Bu-
that the NSA said it was prepared (see story, page 1) cializlng m pollce and law enforce- retention group-called American reau of Insurance ordered The Star
to "use its influence" to get exemp- The pooling consultants "met with ment hability risks, to take over the Justice Insurance Reciprocal (A Risk Pool to immediately cease doing
tons or waivers from state regulators the Vermont Insurance Department, program Retention Group)-contend that business m the state The pool also
should the need arise as early as late fall of 1986, to discuss Markel was managing general when the pool was formed ln 1986, was ordered to either defend and pay

Star Pool directors formed a risk the reformation of The Star Pool into agent for a police professional lia- the NSA was not aware it would be claims untll municipal members can
retention group last month to cam, a risk retention group," said Mr billty program underwntten by St barred from insuring members in secure retroactive coverage from au-
on the pool's business because "it Feeney Louis-based National Casualty Co some states thorized insurers or allow members

became evident that another form of Vermont chd not permit use of a re- (BI, Feb 10, 1986) "Why would the sherlffs enrer into to withdraw vested reserves from the
doing business had to be entered ciprocal as a rlsk retention group, but "As it turned out, we found that an agreement hke this when they pool
into," said Robert A Fineman of regulators there told ARPCO about a number of their sheriffs depart- knew there were going to be regula- • In Ohio, where the pool has
Honigman, Miller, Schwartz & Cohn states that did, he said ments would not qualify for oir pro- tory problems?" asked Thomas A generated its largest premium vol-
in Detroit, an attorney for Star Pool Star Pool directors confirmed that gram We are known as a tough un- Flynn, executive vp of JWF Spe- ume, authorities are Investigating the
directors they "were aware of the fact that reg- derwnter," said James W Chapman, cialty Co Inc in Indianapohs "They pool after learning that it was

In a Dec 1, 1989, letter to all Star ulatory inquiries might anse," ac- semor vp of Markel's governmental fully expected they weren't golng to operating in the state last fall, de-
Pool members and agents, the board cor(ling to a May 1987 letter to Mr programs division be violating any federal or state spite a 1987 attorney general's opin-
discusses its run-ins with regulators Feeney from attorney Michael J Sheriffs and police departments laws " ion that Interstate pooling of munici-
and lays out grievances against Mullen of Crowell & Moring in that failed to meet Markel's under- The Star Pool has not been ac- pal risks is not authorized in Ohio,
ARPCO, including the choice of a Washington, who then represented writing critena did so "primarily due cused of violating federal laws said Kurt Weiland, general counsel
pool and ARPCO's forming an in- The Star Pool "But they were willing to lack of mternal pohcles and proce- ARPCO formed The Star Pooi foi the Ohio Insurance Department
surer which would compete with the to accept these risks in order to serve dures, both for road patrol and jails," under an Intergovernmental pooling These are not the only states whele
NSA-sponsored group the insurance needs of their mem- he explained law in Michigan, and the NSA began The Star Pool }Ths floundered

We "embarked upon a course bers," he wrote "Often very little was given Claw to promote the pool to its members Ohio, Iowa, South Dakota and
based upon bad advice, and in ret- Mr Mullen wrote that he had been enforcement officers) in the way of Within a year, the plan began to Mississippi together account for 40%
rospect, that was a mistake We acted told that the pooling consultants, the written instructions," he said unravel of the pool's premiums, according to
in your best interests and had been sheriffs' association and The Star "The training was also a little The shenffs association "does not the materials NSA recently distri-
misled," the letter said Pool had agreed that "if regulatory loose Often they didn't train offi- come within (Michigan's) definition buted to state insurance regulators

"We took a deep breath, stepped questions were to arise, the National cers, and when they did, they didn't of a municipal corporation" and But, Mississippi authorities noti-
back, and upon reliable advice, de- Shenffs' Assn would use its influ- document it," Mr Chapman said "cannot form a pool under the Micki- fied The Star Pool "almost three
cided to redomicile the reciprocal in ence and the influence of its state Unacceptable medical standards, gan law," Attorney General Frank J years ago" that "in order to write
Indiana, and to change the coverage members to obtain an exemption or safety procedures and legal standards Kelley wrote in May 1987 municipal business m this state, they
to a standard, more conventional waiver of state insurance regula- prevented some ]ails from meeting "Even a valid intergovernmental had to meet certain reserve require-
'claims-made' form In addition, the lions " underwriting criteria Scme were pool under Michigan law could not ments," said Deputy Insurance Com-
funding structure of this new recip- ARPCO has "been recommending also denied coverage because they engage in insurance outside tne missioner Charles Pace
rocal will be based on sound actuar- for three years or more" that the failed to separately classify pnsoners boundaries of the state of Mlchigan," Regulators say they have heard

wrote Mr Kelley "Star Pool is an 11- nothing fiom the pool, which was
legal, unauthorized insurer, both never authorized to write coverage
within and without the state of Mich- in Mississippi Star Pool directors,

SET YOUR DATES igan" however, released documents show-

ARPCO and the sheriffs group ing that The Star Pool wrote business
plodded in, reforming, reconstituting in that state
and redomicilmg The Star Pool in Il- Iowa "did look into" The Star Pool,
linois m April 1987 but regulators lack jurisdiction over

Several months later Mr Kelley in- its operations because state lawissue February 19- Reader Service
closing February 6 formed the NSA that the redomiciled allows municipalities to self-insure

editorial feature Benefits Health Care Cost Control - Directory Utilization Review Providers Star Pool was still not authonzed to hability nsks, according to an execu-
demographic section Insurer Topics Forging Coalitions enter Into intergovernmental insur- tive assistant in the Iowa depart-

ance contracts m Michigan ment

issue February 26 The pool reorganized under Illi- South Dakota has taken no ad-
closing February 13 nois' Intergovernmental Cooperation ministrative action against the pool,

issue March 5 Act, which allows local government officials there said

closing February 20 units to pool their losses without reg- Texas insurance regulators would

demographic section Agent/Broker Topics Agency-Insurer Relations/Errors & Omissions ulatory supervision not discuss their investigation of The
"According to that act, they can Star Pool

issue March 12- Reader Setvice Bonus Distribution International Captive & Reinsurance Forum share risks and they have to report ' Under state laws, information
closing February 27 to no one," said Etta Mae Crecil, as- from m open investigation is not

editorial feature Risk Management Services - Directory Risk Management Consultants sistant deputy director in the Corpo- public," said Sandra Autry, direc-
rate Regulations Department of the tor of the Unauthorized Insurer In-
Ilhnots Insurance Department vestigation Department for the state

Husiness However, the pool has run Into reg- Board of Insurance

New York 212-210-0228 Chicago 312-649-5276 Los Angeles 213-651-3710 Insurnce ulatory difficulties in other states, Georgia issued a cease and desist
Fax 212-2100704 Fax 312-280-3189 Fax 213-655-8157 a publication of Crain Communications inc particularly those that expressly pro- order against the pool in January

hibit interstate pooling of municipal 1987 for "transacting the business
risks of insurance without a subsisting cer-

• New York regulators are inves- Continued on nert page
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Continued from previous page Pool that lt "should do nothing sions and benefits," said an Insur- Update-
tificate of authority " further to transact business in the ance Department spokesman

And, while "they were supposed state," and that it should not And, the pool reached an agree-
to have divested themselves of all renew any Kansas members lt had ment with the Virginia Bureau of
their Georgia members" at that on its books, said Ray Rathert, Fire Insurance in 1988 not to do bum- Nuclear operators face suits
time, regulators recently disco- and Casualty Division supervisor ness in that state, according to a Continued from page 2
vered that The Star Pool was still In 1987 the Kansas Legislature bureau spokeswoman Dow operated the plant from 1952 to 1975, while Rockwell
operating in the state because clarified a state statute concerning Today, at least eight commercial operated it from 1975 to the end of last year, the AFL-CIO says
"they haven't found someone else interlocal agreements to permit insurers are writing police profes- The community residents seek $250 million in compensatory
to insure the members," said an In- only intrastate pooling of munici- sional liability insurance, accord- damages on behalf of property owners and businesses in the
surance Department spokesman pal risks, he explained ing to Mr Chapman at Markel area and $300 million in punitive damages

Anticipating that AJIR, the Indi- Authorities in Nebraska and While the sheriffs departments A Dow spokeswoman said that under terms of the contract Dow
ana risk retention group, will ob- Colorado issued cease and desist that were rejected for insurance by had with the Atomic Energy Commission, since absorbed by the
tain Insurance Department ap- orders against The Star Pool in Markel in 1986 still would not meet Department of Energy, the AEC would be responsible for defense
proval, Georgia has not taken any 1988 because it was not licensed or ltS underwriting criteria, they and indemnification of certain claims But it still must be deter-
action against The Star Pool, a de- approved in those states might be accepted by other insur- mined whether that agreement applies to these lawsuits
partment spokesman said Colorado also found "underlying ers or by a number of municipal A Rockwell spokesman could not be reached for comment

In July 1987, the Kansas Insur- problems with the contract and pools that have since been formed,
ance Department advised The Star with the pool's settlement provi- according to Mr Chapman Pipeline workers not certified
Windstorm losses TRENTON, N J -Two Exxon Corp workers operating the pipe-

line that leaked about 500,000 gallons of heating oil into a water-
Continued from page 3 and it will only be a matter of time As a result, the January wind- way between New Jersey and New York last month were not pro-

The result, underwriters say, will before increases occur in the pri- storm will be nearly as costly to perly certified, contends a New Jersey state agency
be further pressure on a retroces- mary reinsurance market, said one Munich Re as Hurricane Hugo, New Jersey already lS suing Exxon on behalf of the agency for
sional market already tightening Lloyd's underwriter which battered the Southeastern unspecified damages for allegedly violating several environmental
from the series of billion-dollar And, increased retentions and United States last September laws (BI, Jan 22)

losses last fall Hurricane Hugo, co-reinsurance throughout the Munich Re expects to pay at least John Racz, manager of the Exxon Bayway refinery near the
the earthquake in California and LMX market that were negotiated 150 million deutsche marks ($89 1 spill site, confirmed the workers were not certified but said Exxon
the Phillips Petroleum Co refir.ery during January renewals will mean million) in Hugo-related claims was checking whether the workers required such certification
explosion in Pasadena, Texas some Lloyd's syndicates and Lon- Estimates of Hurricane Hugo's

The retrocessional market pro- don reinsurance companies will insured damage range upwards Briefly notedvides coverage for reinsurers in the suffer severe storm losses, noted a from at least $4 billion (BI, Oct 2,
event of major losses Reduced ca- Lloyd's LMX broker 1989, Sept 25, 1989) The U S Supreme Court late last month refused to review an 8th
pacity in that market would force Following the January renewals, Munich Re expects that the Jan- U S Circuit Court of Appeals ruling that Iowa can impose licensing
reinsurers either to pay much non-marine underwriters must re- uary windstorm also will be cost- requirements on Arizona-domiciled Swanco Insurance Co. if it
higher prices for catastrophe pro- tain 20% of their wind-related and her than Hurricane Gilbert, which sells insurance to risk purchasing group members who reside in
tection or to retain more of their catastrophic exposures for the first blasted the Caribbean and the Gulf Iowa (BI, July 24, 1989) The United Auto Workers union last

exposure two major losses in the year, un- of Mexico in September 1988 week asked the U S Supreme Court to review a 7th U S Circuit
This in turn could lead to an derwriters say Munich Re has paid about 100 Court of Appeals ruling that Milwaukee battery maker Johnson

overall tightening in the catastro- However, the increased reten- million deutsche marks ($59 4 mil- Controls Inc. may prohibit all fertile women from holding Jobs
phe insurance market, some un- tions and co-reinsurance require- lion) in Gilbert-related losses The that pose a significant lead poisoning hazard to unborn children
derwriters say ments mean that windstorm losses hurricane caused an estimated (BI, Oct 16, 1989) Employees can defer up to $7,979 to their

With capacity in the retroce:- will not spiral through the LMX $600 million to $1 billion in total 401(k) salary reduction plans this year, up from the 1989 limit of
sional market already down market as long as other major insured damages (BI, Nov 14, $7,627, the Internal Revenue Service announced In addition, the
sharply during the renewal season, losses have, several brokers and 1988) maximum annual benefit that can be funded through a qualified
several reinsurance companies and underwriters agree A Munich Re spokesman eau- defined benefit pension plan will be $102,582 this year, up from
Lloyd's of London syndicates The spiral is created by un- tions that gathering loss data after $98,064 However, the current $30,000 per-participant limit on an-
failed to place all their reinsurance derwriters reinsuring each other a catastrophic storm is time-con- nual contributions to defined contribution plans remains un-
before 9OA hit, according to sev- many times on different excess-of- suming work and notes that his changed The liquidator of insolvent Mission Insurance Group
eral sources loss layers, which often passes company took three years to obtain Inc. last Friday asked the California Supreme Court to review an

"A lot of reinsurance hadn't been losses around the market for years accurate loss figures after the 1983 appellate court ruling allowing reinsurers to offset amounts they
placed" because the excess-of-loss For example, claims stemming Hurricane Alicia owe Mission units against amounts the units owe them The Cali-
leinsurance on excess-of-loss rein- from Hurricane Alicia in 1983 still In the northern region of West fornia Court of Appeals earlier last week refused to reconsider ltS

surance market "is already in a are being settled by some LMX un- Germany-the area of the country ruling (BI, Jan 8) Separately, a Los Angeles Superior Court Judge
state of disarray," said Tony Dodd derwriters hit hardest by 90A-there was less has scheduled a March 30 hearing on an MIG reorganization
treaty underwriting manager for British insurers expect U K than 1 billion deutsche marks plan A federal Judge has set aside a $175 million legal mal-
British & European Reinsurance claims stemming from the storm ($593 8 million) of total insured practice award-the largest ever-against the Houston-based
Ltd,a subsidiary of Commercial will not exceed the 11 billion damage, according to Allianz AG, firm of Sewell & Riggs and ordered a new trial (BI, Jan 15)
Union Assurance Co PLC pounds ($1 85 billion) in claims which controls 16% of the market

The retrocessional market will they paid out after the October in the region
tighten further as insurers rush to 1987 storm While most of the damage was to commercial policyholders last companies have been able to make
buy additional reinstatement pro- "The first Indications are that homes and automobiles, the in- week reserves to compensate for this
tection for their catastrophe cover- the loss is serious, but that it is not surer has received a claim from a In Northern France, which was kind of loss," said a spokesman for

age, he predicted going to exceed" 87J's toll, said an commercial policyholder for more hit hard by 90A, the Lille office of the Union Professionnelle des En-
Catastrophe reinsurance usually Assn of British Insurers spokes- than 300,000 deutsche marks Paris-based Groupe des Assur- treprises d'Assurance in Brussels

protects a ceding company for one man ($178,140) and several claims from ances Nationales already has re- The spokesman denied reports in

disaster, plus one reinstatement for Some underwriters expect
1

the national press that no one
another d.saster, though some in- smaller losses would be covered under their in-

surers have negotiated two or three For example, one Lloyd's of 'A lot of reinsurance hadn't been placed' because surance policies because the winds
reinstatements for the coming London reinsurance underwriter exceeded a 170 kilometers per hour

year estimated U K losses at 700 mil-
the excess-of-loss reinsurance on excess-of-loss (105 4 mph) standard in Belgian

However, companies and syndi- lion pounds ($1 18 billion) reinsurance market 'is already in a state of policies

cates'scrambling to purchase third "The loss in the U K likely will Very few policies contain such an
disarray,' says Tony Doddand foul*h reinstatements now are be between 50% and 75% of the exclusion, said the UPEA spokes-

paying increased prices, un- 87J loss Judging from the claims of British & European Reinsurance Ltd. man

derwriters say that have come in so far," said Mr And, under a 1988 law, insurers

The impact of 90A will be felt Dodd of British & European Re are required to cover up to 100% of

during the July renewal season, But 90A was a "classic Euro- damage caused by storms when
particularly in the retrocessional pean windstorm," with much other commercial pohcyholders ceived about 4,000 claims from policies do not contain windstorm
market, said Patrick Martin, vp of greater damage throughout north- that range between 30,000 and shop owners, farmers and private damage exclusions
French broker VAP d'Entreves & ern continental Europe than the 100,000 deutsche marks (between individuals, said Monique Masset, Previously, insurers indemnified

Co S A in Paris 1987 storm, he said $17,814 and $59,380) office manager policyholders only 10% of their

Prices are moving up "very rap- Reinsurers are comparing 90A French insurers also expect Paris-based Assurances Gen- windstorm damage

idly" in the retrocessional market, with a 1976 windstorm named Ca- heavy losses erales de France last week had re- Meanwhile, European Commu-
pella that swept across northern, Property damage there probably ceived more than 30 claims from nity has given $2 6 million to vic-
western and central Europe, kill- will "equal at least the 33 billion large corporate clients-those with tims of the January storm-more

Wit weathers ing 82 people and causing an es- French francs ($577 million) figure more than 250 employees-mainly than half of its emergency disaster
timated $1 3 billion in insured da- for the 1987 storm, since first re- for storm-damaged roofs fund for the entire year
mage, according to figures from ports indicate seemingly more im- AGF estimates the total loss will Britain received the lions' share

deadly storm Swiss Reinsurance Co portant damages," said Catherine be smaller than those generated by -$900,000 The remainder was di-
West German insurers expect Roques, a claims evaluator for the 87J because the January storm da- vided among storm victims in The

LONDON-Reinsurers, 90A losses to exceed the estimated Assemblee Pleniere des Societes maged mostly personal property Netherlands, France, Belgium,

caught off guard by the January 5 4 billion deutsche marks ($3 2 D'assurances Dommages (Plenary Belgian insurers say last month's West Germany and Denmark

windstorm m Europe, have not billion) in insured losses from 87J Assembly of Property Insurance storm caused two to three times EC officials admitted that the
lost their sense of humor Munich Reinsurance Co A G of Companies) of Paris more insured damage than the last aid was more of a -symbolic ges-

Among the terms they have Munich, West Germany, expects However, Mr Martin of VAP two malor storms to blast the ture" and did not expect it would
coined for their colleagues that total insured damage across d'Entreves said the French market country-or up $170 4 million of seriously help repair all the dam-

• "Charlie Chaplins" or rei- Europe to exceed $3 billion and is estimating that the windstorm insured damages age

nsurers "stuck in the 20s," says the storm will cost Munich Re caused about 2 billion French In each of those storms-in No- The EC puts aside a special

meaning only 20% to 30% of more than the 100 million deutsche francs ($349 7 million) of insured vember 1983 and November 1984- emergency fund every year-set at
their retrocessional program marks ($59 4 million) the reinsurer losses in France insured damages totaled about 2 $4 million for 1990-to help vic-

was placed when the storm hit has paid in 87J-related claims Paris-based insurer Union des billion Belgian francs ($568 mil- tims of floods, earthquakes, and
• -Rock 'n' rollers" or rein- One reason for the higher 1990 Assurances de Paris anticipates it lion) The country was not hit hard other natural disasters

surers are "stuck in the 505," loss is that several large U K insur- will receive 10,000 claims totaling by 87J
referring to those with just over ers in 1987 had little reinsurance 30 million to 40 million French Although the January storm Freelance reporters Denise Clave-
half of their retrocessional pro- protection, but since the 1987 francs ($5 2 million to $7 million), could spell a "ma}or loss" for the Loux in Brussels, Belgium, IsabeUe
grams placed storm they have purchased more said Robert Froidefond, claims Belgian insurance market, "in the Berglas m Pans, and Mznam Wld-

-By Carolyn Atdred coverage, resulting in a larger loss manager past years we have been relatively man in Frankfurt, West Germany,
to Munich Re UAP processed 60 claims from spared from disasters so insurance also contnbuted to th;s Story
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Asbestos damage McCarter & English in Newark, The complaint also alleges the if it iS fnable or can become fri- they beleived the attorneys general
N J, who has been involved in as- asbestos manufacturers failed to able," said Mr Ellis acted correctly in attempting to re-

Continued from page 1 bestos litigation for more than a warn the states of the dangers of Putting aside the merits of the cover damages from asbestos pro-
the litigation is being used to pro- decade asbestos and "thereby breached claims raised m the lawsuit, Mr ducers
niote the political ambitions of the Product liability expert Victor their duty to provide safe products Schwartz questioned the legal A serious asbestos removal prob-
attorneys general, 11 of whom are Schwartz of Crowell & Moring in to the public " soundness of the states' allega- lem at a library in Augusta, Maine,
Lp fot re-election this year Washington, DC, agreed "The The lawsuit says that asbestos in lions a few years ago prompted Timothy

"This is an attempt by the attor- Supreme Court is simply not going public buildings is causing "a na- "A lot of things placed tn build- Smith, the state's risk manager, to
ideys geneial to create publicity," to take on this type of case " tional health asbestos problem " ings 30 years ago must be replaced encourage the Maine attorney gen-
said Irene Warshauer, an attorney Mr Schwartz pointed out that "A disturbance or deterioration or they will create a health hazard, eral to seek Joint legal action
with Anderson, Kill, Olick & the questions involved in any as- of asbestos-containing products such as electric wiring," said Mr against asbestos manufacturers
Dshinsky in New York, who repre- bestos property damage action are can cause the release of asbes.os Schwartz "If the manufacturers of "If there is any money to be had,
Rents asbestos manufacturers very fact-specific, including what fibers Into the air where fibers may these products are going to be held states shouldn't fight among them-

"This will capture a lot more type of asbestos is in the building, be inhaled by building occupants liable in tort law, it would be a selves for it and they should share
headlines" than a lawsuit filed in what condition the asbestos is in and workers," the suit alleges vast change from existing law the cost of the lawsuit, too," said
a state court or U S District Court, and who manufactured the as- "Once these asbestos fibers enter "There is no actual damage in Mr Smith, who is the immediate
agreed Chuck LaGrave, senior liti- bestos the lungs, disease may ensue " many of these cases," he said past president of the State Risk &
gation counsel with Fibreboard "The Supreme Court is not going "The products installed in state "These claims are seeking to re- Insurance Managers Assn
Coip in Concord, Calif, one of the to get into a massive fact-finding buildings simply were not safe and coup the costs of what is essen- Bond issues approved by Maine
defendants named in the attorneys investigation, and that's what the states must expend significant tially upkeep costs " taxpayers have helped generate at
general's lawsuit these cases are all about," he said sums of money to provide a safe In their lawsuit, the states at- least $27 million to finance as-

However, Mr Ellis said filing the The lawsuit was filed directly environment," said Washington tempt to invoke a seldom-used bestos removal from the library
lawsuit with the Supreme Court with the Supreme Court under a Attorney General Ken Eikenberry, legal theory of "restitution " Their and other public buildings, and
' was purely a strategic considera- 1948 federal rule that allows the who filed the lawsuit premise is that the asbestos manu- "very conservative" estimates
tion" high court to share jurisdiction "We are hoping the Supreme facturers have a duty to remove the show that at least another $100

"We looked at filing m federal with lower federal courts over Court will agree that the com- asbestos, and also that any million is needed to complete the
district court," Mr Ellis explained lawsuits involving disputes be- panies should be held hable for the amounts paid by state governments job he said
"But it is very uncertain a federal tween states and citizens of other costs of abating the asbestos haz- to remove asbestos were paid with "The state has a fiscal responsi-
district couit would have lurisdic- states ard," said the spokesman for the the expectation of reimbursement bility to taxpayers to look at all
tion '' He noted that the lawsuit However, the Supreme Court ls options beyond tax dollars when it
does not i aise any federal issues very reluctant to exercise its origi-

1
comes to paying" for asbestos re-

The only alternative for the state nal Jurisdiction, explained Mr 'This lawsuit is pure hokum, This is the recasting moval, added Yvonne Norton
attorneys general would be to file Schwartz Leing, Nebraska's risk manager
individual state actions "The prior precedents (in which of an ordinary tort claim in order to fit it The attorneys general's lawsuit

This would result in a "race to the court has exercised its original into the court's formula for original jurisdiction,' originated from cooperation
the courthouse," said Renea Hicks, jurisdiction) all involve disputes among states seeking to recoup
special assistant attorney general between states," he said "The says product liability expert Victor Schwartz of money from the Manville Property
for Texas court only invokes its original Crowell & Moring in Washington, D.C. Damage Trust Fund, explained the

And, a spokesman for the New jurisdiction when there is a Sig- spokesman for the New York At-
Yoik Attorney General's Office nificant dispute between two torney General's Office
pointed out that "none of the al- states that cannot be resolved by That trust was established by the
teinative forums would provide the any other court New York Attorney General's Of- "Courts are very reluctant to bankruptcy court handling Man-
states with an opportunity to sue "This lawsuit is pure hokum," he hee award restitution costs," noted Mr ville Corp 's Chapter 11 reorgani-
all the defendants" in a single said "This is the recasting of an However, 1VIr LaGrave said the Schwartz ' I know of no holding zation to settle property damage
court ordinary tort claim m order to fit it claims raised by the states in the where a restitution claim was al- ciaims pending against the com-

State attorneys general were into the court's formula for origi- lawsuit are similar to claims raised lowed in this context " pany
able to file their antitrust litigation nal jurisdiction " in many of the asbestos property Texas' Mr Hicks and several "Out of that developed organi-
against insurance industry defen- Ms Warshauer agreed "There is damage actions already filed by other observers noted that the cally a feeling that Manville may
dants in U S District Court in San no jurisdiction in the U S Supreme public entities And, "very few of states may have been motivated to be the largest asbestos manufac-
Francisco because the suit was Court " the property damages cases have file this lawsuit out of fear that the turer, but not the only one, and it
based on federal law The attor- She said the htigation would gone agamst the manufacturers," federal government may soon force would be appropriate to work to-
neys general's allegations against have been more appropriately filed he said public entities to remove asbestos gether to seek compensation from
the asbestos manufacturers are by each attorney general in his own In fact, many observers point out from all public buildings the other companies," the spokes-
based on state tort laws state court that recent medical and scientific In the lawsuit, the attorneys gen- man said

Washington's Mr Ellis candidly In fact, seven state attorneys evidence shows that asbestos in eral note that the federal govern- In addition to Washington, New
admitted that he is not convinced general who did not loin this law- buildings should be left undis- ment is considering extending the york and Texas, other states that
the Supreme Court will hear the suit have commenced similar liti- turbed, because a greater health Asbestos Hazard Emergency Re- are plaintiffs in the lawsuit are
litigation, noting "It is not clear- gation in their respective state hazard lS created by moving the sponse Act of 1986, which applied Alabama, Arizona, Arkansas, Cali-
cut ' courts These states are Kentucky, material than by allowing it to re- to shcool buildings, to require the fornia, Connecticut, Delaware,

In fact, legal experts and defense Maryland, Mmnesota, MlssissippL main m place removal of asbestos from all publ.c Florida, Illinois, Indiana, Iowa,
attorneys say there iS Vely little South Carolina, Virginia and West "The trend of the medical evi- buildings Louisiana, Maine, Missouri, Mon-
chance the U S Supreme Court Virgmia dence seems contrary to the states' However, Fibreboard's Mr La- tana, Nebraska, New Hampshire,
will agree to hear the attorneys Attorneys predict the high court litigating position," said Mr Grave said suing asbestos manu- North Carolina, North Dakota,
general's suit will either dismiss the litigation or Berry "Unnecessary rip-out may facturers is not the answer to the Ohio, Oklahoma, Rhode Island,

"The Supteme Court tends not to send lt down to a lower federal create a more dangerous situation states' problems South Dakota, Tennessee, Utah,
hear such cases The court's dispo- court for review than simply maintenance " "The lawsuit is really mis- Vermont and Wyoming
sition is to farm out such cases" to "I think they will dismiss it," "Recent medical articles con- placed," he said "The first thing In addition to Fibreboard, other
lower courts, said Akhil Amar, a said Mr Schwartz tinue to show there is just no haz- the states should do is attempt to defendants named in the action
professor at Yale University Law However, asbestos attorney Mr ard here," agreed Ms Warshauer repeal these (asbestos) regulations are W R Grace & Co, National
School in New Haven, Conn Berry said, "I think the litigation "I don't think the lawsuit has any if they are worried about them " Gypsum Co, United States Gyp-

While the Supreme Court has, on will end up in some U S District merit " Ms Warshauer agreed "The sum Co , USG Corp , American
occasion, accepted original Juris- Court somewhere " Mr LaGrave pointed to an arti- states would be better advised to Biltrite Inc, Armstrong World In-
diction, those cases have tended to Fibreboard's Mr LaGrave pre- cle in the January 1990 issue of spend their money improving pub- dustries Inc Azrock Industries
involve disputes between states, dicted the litigation "would spend Science magazine, which states llc services " Inc , Basic Inc , Carey-Canada Inc ,
like controversies involving bor- many, many years in the federal that the dangers of asbestos in Officials of the malor insurance The Celotex Corp , Certainteed
ders or water rights, rather than court system-if it is not initially buildings have been greatly exag- industry trade organizations and Corp, Crown Cork & Seal Co Inc ,
legal actions involving states and dismissed " gerated of several large property/casualtY Eagle-Picher Industries Inc and
private parties, pointed out Ed- Even if the lawsuit is heard by However, the spokesman for the insurers declined to commeni on The Flintkote Co
ward Lazarus, a research scholar some court, asbestos manufactur- New York Attorney General's Of- the suit Also, GAF Corp , Georgia-Pa-
at Yale ers believe the allegations in the flee maintained that "the use of as- London underwriters also gen- cific Corp,HK Porter Co Inc,

"I sincerely doubt the Supreme suit are "very defensible," Mr La- bestos-containing materials in erally declined comment, though Keene Corp, Kentile Floors Inc,
Court will honor the petitions be- Grave said buildings can be a hazard to public one leading Lloyd's of London ca- Owens-Corning Fiberglas Corp ,
cause there are other courts more The attorneys general allege in health " sualty underwriter noted that "a Owens-Illinois Inc, Pfizer Inc ,
appropriately staffed to handle the suit that the defendants "knew, "The fact that the asbestos is un- lot of the (asbestos) companies Raymark Industries Inc, Sprayed
this litigation," said Fibreboard's or should have known, of the link disturbed today does not mean lt don't have any insurance left, or Insulation Inc and Turner &
Mr LaGrave between exposure to asbestos won't be disturbed in the future," very little anyway, because most Newall PLC

"The chances of this case being fibers and disease at the time of the added Washington's Mr Ellis of tt has gone toward bodily in-
handled in the U S Supreme Court manufacture, distribution and "Courts in property damage ac- jury claims " Alabama et at vs W R Grace et

range from slim to none," said An- marketing of their asbestos-con- tions generally have held that as- Meanwhile, at least two state at, US Supreme Court, No 116

drew Berry, an attorney with taining products to the states " bestos constitutes a health hazard risk managers said last week that Original

Bulgarian oil spill
Continued from page 3 This included economic damages was no decrease in the level of Using the Methodika calculation, he said

However, the tanker's master from tourism of $1 3 million and fish catches (and) no material evi- the Burgas Regional Court "In summary, this is a relatively
and chief officer were detained by sanctions of $1 l million dence of damage to the flora and awarded damages of 3 15 lev ($3 7 minor 011 spill which at its source
the Bulgarian authorities until a However, "the ITOPF represen- faun a," the P&I club's letter million) This figure was affirmed was well-contained and resulted in
court bond for $3 million was pro- tative who attended the site of the claimed by the Bulgarian Supreme Court minimal pollution in the vicinity of
vided by the protection and indem- spill shortly after lt occurred was Meanwhile, in the fall of 1988 in Sofia the terminal The club's position
nity club on behalf of the ship's of the opinion that cleanup costs "the municipa11ty advised the "No consideration was given to has always been that it is willing to
owner of the beaches should not exceed club's lawyer that the original an allowance for the previously pay for any quantified damages

"The wording of this guarantee $30,000-$40,000," Mr Wright said claims had been withdrawn and a polluted condition of the Black Sea and costs associated with this pol-
was specific in that it provided in the letter fresh summons was issued on the waters which has concerned bor- lution

that payment would only be made In addition, the club obtained basis of the Russian Methodika dering countries for many years," "However, this is a blatant at-

for real and doeumental economic evidence that there was "no risk This is a notional calculation Mr Wright said in his letter tempt by the municipality to ob-
losses," the letter explained whatsoever to the health of the based on a volume of the allegedly In addition, "the Methodika, in tam hard foreign currency by a

Early in 1988, a summons was population The beaches were not polluted area and the amount of order to be incorporated into the method which has no legal prece-
sent to the vessel's Greek agents, closed and remained open for tour- time it takes to return to its law of Bulgaria, should be pub- dent or recognition in Bulgaria but
Vardinoyannis Group of Piraeus, ists and in fact 1988 was declared natural condition," wrote Mr lished in the State Gazette No lS being upheld by the judiciary,"
detailing a claim of $39 million a record year for tourism There Wright such publication has been made," Mr Wright concluded
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California Co, The Charter Oak Fire Insurance Co, The served the insurers with notices of non-comph-
Travelers Indemnity Co of America, The Tra- ance, alleging that the non-renewal notices sent

Bi Insurance Index

Contmued from page 2 velers Indemnity Co of Rhode Island and The to their approximately 22,000 auto insurance
regret that it is necessary to continue the with- Phoenix Insurance Co (BI, Dec 19, 1988, Nov pollcyholders were m violation of a mandatory

640

drawal of certain subsidiaries from the Cahfor- 28, 1988) renewal provision contained m Proposition 103 1
nia market, consistent with the position we have The filings were accompanied by a letter stat- The provision prohibits insurers from cancel- 620 4
taken since November 1988 ' ing that the applications were conditioned upon 11ng or not renewlng an auto pollcy unless there

The Travelers units now plan "to pursue an the passage of Proposition 103 and that Tra- has been non-payment of premium, fraud or a
orderly withdrawal" from the state velers reserved the right to withdraw the apph- substantial increase in the nature of the rlsk 600

California Insurance Department officials, cations if the initiative did not become law, ac- At a January hearing, the Travelers subsi-
who are still studying the decision, were not cordlng to court papers charles argued that they were not subject to thesurprised, said senior staff counsel James W The filings also stated that each Insurer had mandatory renewal provision in Proposition 103 580 
Holmes entered Into a contract with The Travelers In- because that provision applied only to policies 

The decision "seems to sa> that between the demnity Co of Illinois under which Travelers of issued or renewed on or after the Nov 8, 1988,
time an insurer files an application to withdraw Illmois would assume the habihties and obliga- the effective date of the law 560 
and the time the commissioner consents to the tions of the California policies Insurers also argued that the provision did
withdrawal, that the insurer can non-renew po- State law requires withdrawing msurers to not apply to companies that had submitted
licies," Mr Holmes said have all pollcies that are not subject to cancel- applications to withdraw from the state's msur- 540 

The court's "one malor error" is allowing "m- lation either reinsured or assumed by another ance market and that had tendered their certlfi- ,/,f <¢2 4/ 4/0 45 4' rsurance companies to cancel or non-renew upon insurer. However, the law allows the comrms- cates of authority, court papers say
application to withdraw," rather than making sioner to waive this requirement if, after exa- The department, however, argued that the
companies wait until their withdrawal is ap- mining an msurer's books, the Insurer is found mandatory renewal provision applied to all auto Base - 100on Dec. 29.1978
proved before beginning to not renew coverage, to be in solvent condition and capable of run- policies in force on or after Nov 8, 1988. Source: Nordby International In·4
said Harvey Rosenfield, chairman of Voter Re- nmg off the existing busmess itself whether or not the msurer had commenced the

volt, the Los Angeles-based, group that spon- In conjunction with the withdrawal filings, statutory withdrawal process Insurance industry stocks turned up only

sored Proposition 103 the Travelers subsidianes also announced that Insurance Commissioner Roxani Gillespie slightly last week, as the Business insurance
"I don't think insurers will withdraw because they would begm issuing non-renewal notices to ruled that the mandatory renewal provision index rose 0.2 points to 559.4 on Feb. 2, from

it's too lucrative But the issue is whether we their approximately 22,000 auto pohcyholders applied to all auto pollcies in force on Nov 8, 559.2 on Jan. 26. Advancing issues were led
will throw them out" if they fight Proposition m the state The companies began mailing the 1988, regardless of any steps taken by an m- by Safeguard Health Enterprises, up 22.5%;
103, he said notices on Nov. 9, 1988, the court papers say surer to withdraw and that the Travelers subm- FHP International, up 14.5%; and CNA F,nan-

While the department has not yet decided On Nov 17,1988, the Insurers sent a letter diaries had violated this provision by issuing the cial Corp., up 7.0%. Decliners followed
how it will respond to the decision, it could to the Insurance Department outlming their non-renewal notices Kemper Corp., down 10.7%; HMO America

simply abide b'y the ruling, seek a rehearing, or proposed withdrawal plan The letter said that However, the commissioner did note that a Inc., down 9.8%; and Orion Capital Corp.,
seek some sort of legislation to block other m- the companies mtended to run off all of their withdrawing insurer could eventually be re- down 9.4%. The most active issue during the
surers from withdrawmg, Mr Holmes said business with the exception of group disability leased from the renewal obligation when its week was U.S. Healthcare, 3.9 million shares

Other insurers say they do not expect the de- busmess, which they said would be remsured existing pollcies were remsured or assumed by traded. The 8/ Index gained 0.05% for the pe-
cision to trigger a flood of withdrawals and assumed by Travelers Insurance Co another Insurer r,od; the Dow Jones 30 Industrials were up

"This will have no effect on State Farm's The letter also asked the commissioner to Travelers then petitioned the state's Supreme 1.7%; the Standard & Poor's 500 climbed
position in the California market We have a waive the requirement that the insurers find Court to review the case 1.6%; and the New York Stock Exchange Com-

very large investment m the state and a large another msurer to reinsure or assume their un- In the January decision written by Justice posite grew 1.4%.
share of the market," said a spokesman for expired policies, since they Intended to meet the Marcus M Kaufman, the court ruled that Prop-
the Bloomington, Ill -based insurer obligations of those pohcies until their expira- osition 103 does not prevent insurers from dis- British Issues

Los Angeles-based Farmers Group Inc has no tion dates At that time, the msurers would not continuing business in the state. "and since 1 Week

plans to withdraw, said a company spokesman renew the pohcles, the papers say non-renewal and cancellation are the only Feb. 1 Price P/E Div Yield High-Low
"This has been our home and will continue to However, the department responded with a methods by which a withdrawing msurer can Companies pence penee % pence pence

be" letter stating that it could not permit the com- terminate existing automobile pohcies, the con- Comml Union 509 2923 290 57 513-497

Even Mr Holmes of the Insurance Depart- panies to withdraw as long as they themselves clusion is mescapable that the mandatory re- Gent Accident 1158 17 5 68 0 59 1168-1131
ment said there would not be a "great effect on Intended to run off the policies, mstead of hav- newal provision does not apply to msurers that Gdn Royal Exch 257 214 153 60 257-245

the market because of the assurance of a fair mg another mswer assume the busmess withdraw from the Callfornia market " Royal 522 307 340 60 528-522

rate of return for insurers, as was included in The department further argued that smce a Meanwhile, in other activities related to Prop- Sun Alliance 322 119 170 53 325--315

the Supreme Court's earlier ruling on Proposi- runoff would mean the companies were still osition 103, Ms Gillespie asserted m documents Brokers

tion 103 Plus, other conditions in the Cahfornia m the business of transactmg insurance m the filed in administrative hearings concerning Bradstock 236 166 100 42 236-233

market such as its size, will limit the number of state after their withdrawal, this would consti- Proposition 103 that the department will con- CEHealh 525 14 8 34 5 66 525-618

withdrawals " tute the illegal transaction of busmess by a non- tmue to press for ltS onginal benchmark 112% Hogg Robinson 173 121 97 55 174-173

The decision stems from a case involving admitted msurer rate of return for all property/casualty hnes go- Lloyd Thompson 274 183 93 34 276-273

November 1988 action by five Travelers subsi- Travelers then decided that one of the in- verned by the law, said Reid McClaren, an In- PWSHoldings 66 103 33 51 66-66

diaries m response to voters approval of Propo- surers-Travelers Indemmty Co of Rhode Is- surance Department attorney
Sedgwic< Grp 295 21 9 16 0 54 305-295

sition 103 (BI, Nov 14,1988) land-would not withdraw from Cahfornia and Although an administrative law Judge last
Steel BrrIJones 285 178 153 54 305-295

Willis Faber 275 194 153 56 275-274

On Nov 7-the day before voters passed the would assume all of the subsidiaries' existing November upheld the Insurance commissioner's Source Philip Olsen/Alan Clifton, Insurance Industry
measure-the companies filed applications to policies, but would not renew the pohcies when use of the rate-of-return benchmark, msurance Specialists Kitcat & Ailken Slockbrokers,

withdraw with the Insurance Department they expired, according to court papers mdustry attorneys say portions of the rulmg are London

The companies were The Travelers Indemnity However, m December 1988, the department vague (BI, Nov 27, 1989)

Bl Industry Stock Report
JANUARY 29, 1990 THROUGH FEBRUARY 2, 1990

Weekly Year to Date Annual MkVBk Weekly Year to Oate Annual Mkt/Bk

Pnce % change % change High Low Vol (000) $ Div 96 Yield P/E Book value value Pnce % change % change Hgh Low Vol (000) $ Div % Yield P/E Book value value

BROKERS Lawrence Insurance Group ASE 700 175 175 813 650 1 028 400 l 5 329 2.13

Alexander 8 Alexander NYS 2650 392 1587 34 00 23.13 425 100 377 16 9.18 289
Liberty Corp NYS 4588 367 794 4588 3250 49 080 174 19 31.82 1.44

Corroon & Black NYS 3388 074 11.44 41 00 3100 99 124 366 16 1273 266
Lincoln National NYS 5450 000 1066 6288 4675 175 260 477 10 49.19 111

Gallaghe, A'thur J & Co NYS 22 25 -3 26 10.10 2650 1713 45 052 234 16 533 417
NAC Re Corp OTC 3275 000 966 41 00 21 38 165 020 061 14 2281 1.44

Frank B Hal NYS 275 4.35 833 463 263 49 000 000 1 280 098
Navigators Group OTC 3000 6.19 909 3000 21 00 49 000 000 11 1522 197

Hilb Rogal 6 Hamilton OTC 15.13 083 18.79 2063 11 00 10 028 185 17 460 329
Nobel Insurance LTD OTC 1.63 714 1875 500 1.50 12 000 000 0 776 021

Mdish & Mclennan NYS 7638 183 208 8975 5650 420 248 325 19 1056 723
NWNL Companies OTC 3313 734 1614 44.13 2688 1291 120 362 8 3750 088

Poe & Assocates OTC 11.75 600 1132 1275 800 5 040 340 11 189 622
Ohio Casualty Corp OTC 4225 231 11.52 5250 3850 1245 208 492 9 3330 127

BROKERS AVERAGE 09 111 26 13
Old Republic Int I OTC 23.38 053 878 3038 2250 222 072 308 12 3070 076

Onon Capital Corp NYS 1925 941 1720 2850 1900 153 084 436 5 1972 098

CONGLOMERATES & HOLDING COMPANIES Phoenix RE Corp OTC 12.25 200 577 15.50 8.75 97 0.20 163 10 1299 094

Protective life Corp OTC 1263 632 11.40 1625 1088 163 068 539 24 1454 087

Berkley W R Corp OTC 3625 =33 1291 4650 2925 159 040 1.10 8 2506 145 Provident Lile OTC 2075 7.26 1981 30.13 2063 333 080 386 7 2324 089

Berkshge Halhaway Inc NYS 765000 268 11.30 8900 00 4625 00 4 000 000 27 286900 2 67 Re Capilal Corp ASE 1225 485 1552 1525 9.13 7 000 000 11 1260 097

ITT (H/illoid Group) NYS 53.75 023 1023 64 50 5100 1143 1.60 298 9 5633 095 RLI Insurance Corp NYS 900 588 1 41 950 688 29 0.40 4.44 6 1071 084

Sears (Allsiatel NYS 3863 232 -0.32 48.13 3650 3810 200 518 13 3775 1.02 St Paut Compantes OTC 5725 315 458 6350 4600 1305 220 384 8 43.47 132

CONGLOMERATES AVERAGE 04 47 23 1 SAFECO Corp OTC 37 38 000 597 42.38 2563 848 1.20 321 9 24.87 150

SCOA U S Corp NYS 1200 323 1579 14.50 7.50 48 040 333 19 1061 113

INSURERS/REINSURERS Setbels Bruce Group OTC 1050 120 345 1363 tQOO 54 080 762 50 1375 0.76

Selective Ins Group OTC 1800 1.37 588 2025 1450 303 0.96 533 6 1572 115

Aetna Lili & Casualty NYS
Statesman G,cup Inc OTC 250 526 909 363 1.88 67 0 16 640 7 419 060

5000 1.52 1379 6250 4850 1189 276 552 8 5811 086

Amhase Corp NYS
Toluo Marine & Fire OTC 7025 255 680 95.50 66 00 18 092 1.31 30 7093 099

850 149 3267 1638 825 496 020 235 3 2908 029
Torchmark Corp NYS 4888 2.49 1463 58.75 3150 342 140 286 13 1323 369

American General NYS 2863 172 1260 38.50 28 25 1838 148 517 9 3468 083
Transamer,ca NYS 3813 1.61 14 57 4800 3275 1118 192 504 9 3463 110

American Her,tale NYS 3150 073 1053 3200 2538 2 1 20 381 l 2 2260 139
Trenwick Group Inc OTC 2100 370 1385 2688 1375 153 036 1.71 10 1691 124

Amencan Indemnity/Fin I OTC 700 000 1250 1300 675 7 056 800 2 1738 040
United Fire & Casualty OTC 3225 000 227 3450 2900 17 120 3.72 9 2256 143

American International NYS 9313 040 11.73 11200 6938 1625 048 052 ,1 41.92 222
USF&G Corp NYS 2900 498 211 3400 2688 1096 280 966 45 22 87 127

Acti Corp NYS 3763 033 1121 43 25 28.13 418 1 40 372 11 1962 192
UNUM Corp NYS 4438 -658 707 5138 2788 1239 0 60 1 35 12 31.20 142

Aigonaut Group OTC 6600 000 4.17 7150 4950 82 1.60 242 8 3683 179
USLIFE Corp NYS 41 63 030 -801 4813 3613 307 148 356 9 5434 0 77

AVEMCO Corp NYS 24.13 1.58 103 2750 2038 36 040 166 14 952 253
Washington National NYS 2538 050 1018 29.13 2400 13 108 4.26 3290 0 77

uldwin & Lyons nc OTC 2050 353 465 24.00 15 25 63 028 1 37 6 2080 099
USLICO Corp NYS 2150 4.44 9 47 25.38 21.00 138 100 465 8 27 73 078

Belvedere Com ASE 463 278 1591 650 425 0 004 086 14 803 058
Zenith National Ins NYS 1688 357 1000 2150 1588 80 084 498 8 1381 122

Chandler Insuiance OTC 975 930 1702 1325 700 147 000 000 5 953 1.02

Chubb Corp NYS
INSUREASREINSURERS AVERAGE 42 9S 34 105

91.75 397 -430 9950 6325 837 232 253 10 5549 165

NYS 4888 1.51 1888 6675 4863 756 296 606 11 6664 073

HEALTH MAINTENANCE ORGANIZATIONS
CNA Financial Cori

CIGNA Corp
NYS 8363 704 1638 10875 5788 239 000 000 8 5487 152

Continental Corp NYS 27 38 139 1275 3863 2738 1477 260 950 51 4136 066

Durham Corp OTC 29.75 000 325 34.75 29 00 3 092 309 19 2632 1.13 FHP Wernat,onal OTC 1975 1449 706 2638 838 2243 000 000 18 354 558

Fireman s Fund NYS 3138 287 1099 40.75 31.13 476 060 1 91 11 3274 096 HMO America Inc OTC 5.75 980 2581 1063 106 332 000 000 25 112 513

Fremont General Corp OTC 1975 3.27 186 2250 1338 213 080 405 18 1909 103 Pacilicare Heallh Sys OTC 19 75 0.00 2404 3038 738 1716 000 000 20 635 3.11

Frontier Insurance Group NYS 1575 1.56 1486 21 75 11 13 51 000 000 8 729 216 Safeguaid Health Enter OTC 750 2245 1176 1250 4.75 135 000 000 12 299 251

General RE Corp NYS 8138 136 958 9625 59.13 1119 136 1.67 13 2904 2 80 Sle,ra Health Services ASE 7.13 172 1972 963 1.88 138 000 000 7 062 11.49

H/over Insurance Co OTC 2775 089 902 3300 2575 85 044 1 59 6 3203 0 87 Unned Heatthcaie Corp OTC 925 133 2449 1263 538 1805 000 0.00 19 034 27 21

Haileysville Gioup OTC 2463 368 1045 2875 1863 89 060 244 8 1894 130 Un,ted Medical Corp ASE 650 000 833 725 538 18 000 000 22 570 114

Hartlord Steam Boiler OTC 5250 294 323 5925 3800 256 1.60 3 05 14 1894 277 U S Healthcare OTC 1113 326 21.93 1550 700 3944 0 20 180 26 307 362

Kaliss City Lili Ins OTC 3525 0.71 174 36 00 32 75 18 112 318 10 3922 090 HMOs AVERAGE 26 158 02 11

Xemper COP NYS 3450 1068 2698 51 88 2900 843 092 267 8 2997 115 ALL COMPANIES AVERAGE 02 87 29 91

System design: Noidby Intemationallne. -
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WhoHasAn Account
TeamThat CoversYou

FromAtoZ?

/0.

Zurich-American. We're committed to providing
you with creative approaches to better insurance.

Like your Zurich-American Account Management
Team. This group of decision-makers is specifically
responsible for all your risk management needs. From
loss control to claims. From underwriting to marketing.

So you're assured of getting direct answers and
prompt, personal service, at home or abroad.

To make sure you're covered from A-Z, just ask
about Z-A. Zurich-American.

4-L ZURICH-AMERICAN
INSURANCE GROUP

American Creativity. Swiss Dependability.
Zurich Insurance Company•American Guarantee and Uability Insurance Company · Executive Offces, Schaumburs, IL 60196

A MEMBER OF THE WORLDWIDE ZURICH GROUP
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