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By MARIE KRAKOWIECKI

NEW YORK-A member of one
of the nation's leading consulting
firrns suggests employers cut

back on their employe benefits
programs as one strategy to deal
with increased government inter-
vention.

Addressing the implications of
government policy on employe
benefits, Susan Koralik of Hewitt
Associates told a Conference Board
meeting here to consider reducing
unnecessary private benefits as
government benefits continue to
expand.

Since the corporate trend over
the past decade has been toward
increasingly liberal benefits Dro-
grams, Ms. Koralik's suggestion
raised a few eyebrows as well as
possibilities among the group,
which was largely composed of
employe benefit managers.

Commenting that total benefits
from private and public sources
seem "excessive" to many compa-
nies, Ms. Koralik suggested:

"One approach is to carve out a
portion of these benefits-reduc-
ing the costs for these plans-and
offer employes the opportunity to
spend the cost savings on new op-
tional benefits. Programs of this
type increase the employe's knowl-
edge of available benefits and in-
crease the perceived value of the
program by allowing employes to
tailor their benefit package to
arreet their individual needs."

Ms. Koralik, when asked how an
employer might "carve out" bene-
fits which have been established
through collective bargaining, ex-
plained that a more logical place
to begin would be with salaried
employes rather than a union.

One Hewitt client-a Fortune

Susan Koralik says many com-
panies find total benefits to be
excessive.'

100 company-had been spending
up to 49% of payroll on employe
benefits, Ms. Koralik said. The
firm recently began restructuring
its approach by reducing benefits
in its pension plan and death and
medical insurance programs for
salaried employes. Instead, it will
offer the salaried employes a
flexible benefit plan which per-
mits the individual employe to se-
lect a set of benefits tailored to
his or her own needs, but which
is limited to 8% or 9% of payroll.
This gives the employes a definite
idea of the worth of their benefits,
allows for individual selection, yet
controls the company's over-all
program costs, she explained.

However, the Hewitt consultant
said she did not know of any
cases yet where a company has
been able to work out an agree-
ment to cut specific benefits for
unionized employes in favor of of-
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Medium sized firms find
prices up, market tight
By KATHRYN McINTYRE ROBERTS

CHICAGO-A Massachusetts
medical instruments manufacturer
with $3 million in sales last year
paid $20,000 for $1 million of
general liability insurance. This
year the same policy was priced
at $150,000.

A West Coast company with
$300 million in sales last year paid
$18,000 for an excess policy cover-
ing losses between $500,000 and
$15 nullion. This year the insur-
ance company is quoting a $200,-
000 premium and reducing cov-
erage so the policy only picks up
losses over $ 1 mtllion. Thus, a new
$500,000 primary policy is costing
another $60,000.

Three large eastern companies
each carrying less than $5 million
of general liability insurance were
cancelled by their insurers. They
included a newspaper and maga-
zine distributor, a chain of toy
stores and a New York supermar-
ket chain.

Those experiences are typical
in the current insurance market
for medium sized and smaller
companies, according to risk man-
agement consultants. Business In-
surance interviewed 16 consultants
on the insurance problems of com-
panies with annual sales from
$500,000 to $300 million.

The consultants di(in't always
agree. But the majority pointed to

several recurring frustrations:
• General liability premiums for
these companies are continuing to
skyrocket. Quoted increases ranged
from a conservative 25 % to an ex-
treme 1,200%.

"The increases are astronomical.
Where there's any obvious risk
for the insurer, the advantage they
take is unconscionable," said Leon-
ard J. Silver, president of First
Insurance Management Co. in
Wyncote, Pa.

For most companies, product
liability is included in the general
liability policy. The biggest in-
creases reflect product exposure,
the consultants said. The new
premiums are seldom less than
double their previous cost where
there is a product exposure, they
generally agreed.

"Firms with no product liability
have little problem," said Herbert
C. Cox, president of Aldrich &
Cox Inc. in Buffalo, N.Y. "But it's
more expensive than they are
used to--about 25% more."

Professional liability-including
errors and omissions insurance for
architects and agents in addition
to the well-publicized medical
malpractice problem-is difficult
to obtain and is expensive, the
consultants said.
• Umbrella policy premiums are
jumping three, five and ten times.

"We'll get a call from a client
who was paying $8,000 a year for

American Home excess policies

an umbrella. On renewal the in-
surance company wants $65,000.
We have to say 'that's a pretty
good deal' because the last one we
heard of was up to $100,000," said
Harry C. Anderson, chairman of
Corporate Policyholders Counsel
Inc. in Chicago.

"I really think what we're fac-
ing is that umbrella policies for
these companies will be too ex-
pensive. Ten years ago only the
big operators carried umbrellas.
They were the only ones who
could afford it. I think it's going
to be that way again," said Stan-
ley Brock, president of The Lukes-
Brock Co. in Milwaukee, Wis.
. Excess insurers are tightening
their policy limits. That's forcing
the insureds to buy buffer layers
to fill in the gap between their
primary and umbrella policies. The
demand is driving policy prices up
four and five times.

"Umbrella carriers are now re-
quiring at least $500,000 or maybe
$1 million for underlying limits.
So the companies have to buy
buffer layers and they come at
enormous prices," said Robert N.
Hughes, executive vp of RIMCO
Inc. in Dallas, Tex.

He said a company last year
paid $30,000 for a maritime liabil-
ity policy covering losses to $150,-
000 in excess of $100,000. This year
the premium was $198,000.
• Property and crime insurance

Continued on page 40

Punitive damages excluded
By KATHRYN McINTYRE ROBERTS

CHICAGO - American Home
Assurance Co. is excluding pu-
nitive damages when renewing
some excess liability policies,
Business Insurance learned.

An insurance consultant said
the move indicates "we can ex-
pect to find exclusions for puni-
tive damages in general liability
policies in the future."

"It's pretty significant," said a
broker with one of the largest na-
tional firms who had just recent-
ly encountered the exclusion. He
said his firm will attempt to ne-
gotiate an alteration of the exclu-
sion.

Dennis Busti, vp for commercial
casualty at American Home, con-
firmed the move. "We are consid-
ering a punitive damages attach-
ment and to some extent have
done it." He declined to say how
many policies had been changed,
claiming, "We haven't come up
with an over-all policy yet. It's

under a lot of consideration from
a corporate standpoint."

He noted that the exclusions
pertain only to excess policies be-
cause the Insurance Services Of-
fice (ISO) rates and filings do not
include the exclusion for primary
Policies. However, he said, "We
expect the ISO to push for it in
1977, and to see all companies fol-
lowing."

Richard Savage, vp of ISO in
New York, said, "We are examin-
ing it. It's still before committees
so it would be premature to say
what will be the outcome. We
hope in the next few months to
come to a conclusion."

But an executive with an insur-
ance company influential in ISO
told BI that there is general
agreernent in the ISO to exclude
punitive damages in general li-
ability, commercial auto and com-
mercial package insurance. "Most
have agreed it will take place.
They are drafting the wording of

it," he said.

He pointed out that the ISO re-
flects its member companies' opin-
ions. The insurance companies
want the exclusion particularly
because of "the increased number
of awards that have included pu-
nitive damages."

American Home supports the
move to exclude punitive damages
in general liability policies. Said
Mr. Busti, "Our hope is that it
does become excluded. We always
felt policies shouldn't include pu-
nitive damages.- It defeats the pur-
pose of punitive action."

Other cornpanies apparently
have the same opinion. The Insur-
ance Company of North America
(INA), for instance, isn't yet
writing exclusions for punitive
damages. But its assistant secre-
tary Robert Briggman said, "We
would be as quick as anybody to
adopt it when it's promulgated by
the ISO."

At Aetna Life & Casualty, "the
question is under study." •

®
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Changes urged in secondary health benefits
By SUSAN ALT

HILTON HEAD ISLAND, S.C.
-Workers anticipating national
hea1th insurance won't perceive
improvements in employe benefit
plans to be worthwhile unless em-
ployers make changes in areas not
likely to be altered by a national
plan, says a leading benefit con-
sultant.

"I't can be anticipated that NHI
is likely to give pdority to basic
coverages," said John van Steen-
wyk, vp of Martin E. Segal Co.
"Thus, any impIuvements ...
should be in areas not likely to be
affected by it-like dental care,
vision care and direct-service

health care arrangements."
This is one of the trends in

health care plans Mr. van Steen-
wyk outRned at the Blue Cross

Assn. conference here in mid-Jan-
uary. He also said:

• The emphasis is now on the
"separable" benefits such as den-
tal, optical and first-dollar drug
coverages be-
cause these lend
themselves to
close definition 
of covered ser-

vices and ex- f <penses.

• One antici-

pated effect of
national health

insurance will be

the shift in em-

phasis toward van Steenwyk
direct - service

health care arrangements (i.e. ©ut-
patient clinics), and toward guid-
ance and counseling along with
other forms of direct help.

Shin-Sleeve Forum-

Wbo's a New General Partner
And Also Likes To Ski?

By Dinner Levison
(Asked in the financial district)

Gary Goddard, Insurance Broker - . -,-.
220 Bush Street, San Francisco: .%

Me ! I left one of the giant insur-
ance brokers last year to join Din-
ner Levison. It really gave me a lift 6-_a,
to see how responsive they are to , f
the needs of their clients. And to I  «
top it off, they just named me al.,
general partner. Some jump !

DINNER

LEVISON
COMPANY

/nsurance Brokers since 1915

220 Bush St., San Francisco, CA. 94104. (415) 391-5422
RISK MANAGEMENT • GENERAL INSURANCE

LIFE INSURANCE • EMPLOYEE BENEFITS

• Health insurance modifica-
tions such as pre-admission testing
provisions, use of extended care
facilities and home care could
make an appreckable difference in
the extent of hospitalization.

• HMOs have proved their
worth in terms of cost control and
are now beginning to show price
advantage over comprehensive
Blue Cross/Blue Shield or insur-
ance company coverage.

• Stopping short of near-uni-
versal enrollment in HMOs, the
effects of cost control efforts by
employers are marginal because
"they simply chip away at the
edges of the problem."

• While purse string tightening
can have limited worthwhile re-
sults, the ultimate benefit cost
contml is the long term reduction
in demand for physician services
and hospital treatment.

Mr. van Steenwyk indentified
three stages of employe bendit
plan development. In the first
"benefit building" stage, compa-
nies initiate and impmve benefit
plans. The second "cost control"
stage involves an attempt by com-
panies to "keep their financial ob-
ligations within bounds." A final
stage, just beginning to emerge,
involves a radical restructuning of
the health oare delivery system to
limit demand for services.

The third stage "is not only a
response to the cost problem, *t is
a logical adaption to the changing
nature of medical,care and the
changing focus of disease prob-
lems," he said.

The cost ,control stage is a di-
ret result of the enormous growth
in health programs. Employer-
provided health insu{ranee covers
70% of all wage and salary work-
ers. Nearly all p1ans provide pni-
mary coverage for hospitalization
and surgical care, as well as pro-
viding in-hospital medical bene-
fits, Mr. van Steenwyk noted.
About half have major medical
coverage, about one-fourth have
prescription drug coverage and
about one-fourth have den(.al cov-
erage.

Prepayment or insurance cov-
ered 14.4% of private sector per-
sonal health expenditures in 1950;
38.7% in 1970; 43.2% in 1974. He

cited impressive Eigures showing
that 82 % of hospital costs for
those not covered by government
programs were paid by third par-
ties in 1975. Fifty-three percent of
all physicians' fees and 10% of
dentists' charges were also reim-
bursed by third party payers.

One currently popular change in
benefit plans, he noted, is pro-
viding extra days of hospitaliza-
lion coverage-for example, an in-
crease to 365 days frorn 120 days
-which he categorized among the
improvements "which are more
impressive-sounding than costly."

Among the coverages with ef-
fective cost control drawing grow-
ing attention is post-hospital visit-
ing nurse service, which was
available on a prepaid basis to 137
million people in 1974, up from
only 60 million people in 1965. In
addition, nursing home care rose
seven-fold in the same period, to
70 million from seven million,
while out-of-hospital X-ray and
lab exams were prepaid for 153
million persons in 1974, up from
only 79 million covered in 1965,
Mr. van Steenwyk pointed out.

Because dental care is a new
benefit which can be tightly de-
fined and "inaugurated in bite-
size stages," it has shown a dra-
matic increase to 35 million per-
sons covered in 1975, up from 12
million in 1970 and three million in
1965, he added.

The influence of national health
insurance (NHI) when enacted,
will be to free money "so that
the functions of employe benefit
plans can be expressed in other

ways-more life insurance, ex-
panded drug and dental benefits;

dicted.

On the other hand, he went on

doubt that NHI will remove the

evidence of the growinfi cost bur-
den, he noted, is the 10% hike in
the cost of health care last year.

But to effectively control costs,
Mr. Steenwyk recommended a
radical restructuring of the health
care delivery system to treat
chronic long term disease.

"Of all the cost control devices
possible, none are especially pow-
erful," he said, "especially when
used singly by an employer or
welfare fund."

"One visualizes," he continued,
"an army of pygmies with pea-
shooters energetically attacking an
elephant."

He pointed to the leading causes
of hospitalization, disability and
major expense as including non-
infectious and non-accident-caused
illnesses as heart disease, cancer,
stroke, gall bladder disorders, ul-
cers, arthritis, diabetes, and hy-
pertension.

Response to degenerative di-
seases should be geared to slow,
gradual onset, potential arrest or
management of the disease after
early detection; reduced suffering
and expense as a result of early
attention; and behavior modifica-
tion as a result of the individual's
understanding and self-manage-
ment, he believes. m

for Bl benefit contest
NEW YORK-The deadline for

entries in the fifth annual Business
Insurance Employe Benefits Com-
munication Award contest is Feb.
28.

Entry forms, contest rules and
further information may be ob-
tained from Ronnie Drachman,
Award Coordinator, Business In-
surance, 708 Third Ave., New

A

Non-Marine Pollution Liability and Cleanup

A new pool has been established for USA
land-based risks to cover Gradual Pollu-

tion 'of water, air and property (this is not
covered in the standard CGL) plus Sudden
and Accidental Pollution where specifi-
cally excluded in CGL policies. It is a
unique combination of inspection and in-
surance, like Boilerand Machinery or HPR

fire bus ness. Call your local W&A Branch
manager or Walter Foster, Senior Vice
Presideit, Howden Agencies Ltd at 201-
272-2500.

Wohlreich & Anderson
Home Office: 6 Commerce Drive, Cranford, N.J. 07016

(201) 272-2500

,*Y52(F|725571
D.C. Area: Columbia, Md.-(301) 937-1272 "11,/ New Jeney: Livingston, N.J,-(201) 994.089611
Michigan: Southfield, Mich.43131 569-3188 "r" Ohio: Cleveland, Ohio-(216) 241-2917 9
Mid-America: Chicago, 111.-(312) 45*0696 Pennsylvania: King of Prussia,*-(205) MU 8.

Voigt, Walker WestCoast Divisions .er

: Seattle, Wash.-(206) 624-6080 • Oregon: Portland, Ore.-(503) 2264525 •'California: San Francisco, Cal.

Correspondents in All States-Exclusively Through Agents and Brokers
, · . I ./. ./.- I· . .. 4      ,

 Washington

York, N.Y. 10017. Ms. Drachman
may be reached at (212) 986-5050.

More than 400 requests for en-
try forms have been received. The
awards will be presented April 26
during the Risk & Insurance Man-
agement Society conference in
New York. Categories to be judged
include booklets, personalized cor-
respondence, audio-visual presen-
tations and total communications
programs. A panel of six judges
will be chosen in December.

Last year's winners for total
communications programs includ-
ed Owens-Corning Fiberglas Corp.,
Toledo, Ohio, first place; Conti-
nental Can Co. Inc., New York,
second place; and Chemetron
Corp., Chicago, third place.

Chemetron Corp. won top hon-
ors in the booklets category last
year. The second place award went
to Continental Can Co., New York.
Birmingham News, a division of
the Newhouse Group, which
worked with Employe Communi-
cations Services Co. in Birming-
ham as a consultant, won third
place. "

GUIDE TO

FEATURES
Benefit tax slants......

Editorial Opinions
Info for Buyers
Legal briefs....
Perspective .......
People . . ....

Vol. 11 No. 3-Business Insurance is

published every other Monday at 740
Rush St., Chicago. Il. 60611. Controlled
circulation postage paid at Brookfield,

Wisconsin. Copyright 1977 by Crain
Communications Inc.

24

18
10

30

35

42



Pension /aw costing corporations a bund/e
By SUSAN ALT pany has already ended three pen- necessary. The passage of ERISA, ERISA, the reduced costs of such to $1 million, seven said their costs

mon plans, said the benefit man- although a factor in any decision, shifts were substantial Three firms are up more than $1 million a year
CHICA G 0-The federal pen- ager, who is "reviewing each such will not be the determining fac- estimated a difference in cost from and one said costs have gone uT

non law has clearly cost America's plan with the intent to discontinue tor," said the manager at a firm the old plans of over $1 million a more than $5 million.
corporations a bundle of money to wherever practical. in the foods industry. year, while three other large com- Some of the figures submittec
upgrade benefit plans and in in- A manufacturing firm hasn't "Plan design is determined by panies said the difference was be- didn't even Include the cost oj
creased administrative costs. But kined any pension plans yet, but employe needs and competition in tween $100,000 a year and $300,- added actuarial work and lega
notwithstanding the din of predic- plans to .wherever we can, industry," said another, "and we 000 a year. fees One manager who said hi.s
tions that the law would doom the through consolidations." will continue this philosophy." The benefit manager for a petro- costs are up $5,000 to $10,000 E
nation's pension plans, ternuna- A third firm has adopted a By and large, corporations rep- leum supplier noted that the "de- year said, "This is an ongoing cosl
lions are difficult to find among policy of not starting up any new resented by our Benefit Board fined contribution plan was in- and does not represent the cost 01
Larger companies defined benefit pension plans be- members haven't shifted their troduced more to provide pre(llc- personnel people at locations. Il

That's the picture that emerged cause of ERISA, but will continue sights to other forms of retirement table annual costs and thus help also does not include increased ac-
from 66 benefit managers who re- what lt already has When the benefits from the defined benefit budgeting, rather than to generate tuarial and legal fees to brmg the
:ponded to written questionnaires need arises for new plans, defined plans they had prior to the pen- cost savings " plan into conformance with the
tn the first Business Insurance That estimated cost difference law."

Employe Benefit Board survey of from the altered plans, however, is
1977. not nearly as significant as the At the other end of the spectrurr

The results are similar to those data about the added cost of main- was the benefit manager who be-
in a recent BI story surveying employe benefit board survey taining pension and profit sharing moaned the $1 million added ex-
consultants on khe impact of the plans following ERISA. pense to his forest products com-
Employe Retirement Income Se- A large group of benefit man- pany of the pension law, then
eurity Act (Jan. 10). agers ( 18) said they know their added this figure doesn't Include

The survey also indicated that costs are higher now, but they're legal, actual·ial or administrative
amI)loye benefit managers are contribution programs will be in- mon law. We asked contributors if too busy with paperwork to stop costs which are as yet undeter-

concerned about rising costs troduced. their companies had decided to and figure out exactly how much. mined.
of health insurance, hospitaliza- The pension law appears, how- shift to such programs as defined Another six gave no answer, while In between those two lS a typ-
lion and doctors Half the Benefit ever, to have put a damper on im- contribution plans (profit sharing only four said the impact of leal firm that foresees an added
Board members said they were provements in pension and welfare plans, thrift or other money-pur- ERISA has been minimal. cost of about $275,000 for 1977
;tudying cost control measures plans. Twenty Benefit Board chase plans) m ERISA's wake which is expected to go down tc
and hope to implement tougher members said their companies Fifty-seven panel members said The remaining 33 Benefit Board about $50,000 annually m addec
:ontrols this year Thirty-three won't be making any improve- no, nine said they have made these members listed added costs be- expenditures thereafter.
different techniques were listed, ments at all, and many of the 46 changes. tween $10,000 a year and over $5 The second section of the survey
with the most popular being that do plan to improve the bene- A large electronics firm has had million a year because of ERISA, dealt with health and medical in-
tighter administration and claims fits in their plans will move cau- .

some movement to defined con- with the largest group (9) falling surance cost controls Panel mem-
review, HMOs and employe edu- tiously. tribution plans, but not just be- in the $50,000 to $100,000 added bers have suggested that Business
ation programs. Benefit managers with compa- cause of ERISA " pointed out its cost range. Insurance attempt to determine a

nies having union employes fore- benefit manager. Four said their additional out- full range of control techniques
In the pension area, benefit see continued improvements as a A firm in the energy resources lays to maintain benefit plans are being used by benefit managers

nanagers said forecasts of wide- result of negotiations field has "introduced defined con- under $50,000 a year. One said the to hold down claims and expenses
spread terminations of defined tribution plans in two new sub- added cost to his company is be- in the health field. They also ex-
Denefit pension plans just aren't

44

We expect to continue to make sidiary companies" in lieu of tween $100,000 and $200,000 a pressed interest in knowing the
materializing Only one of the 66 improvements as required by un- sticking with defined benefit re- year, extent of participation in cosl
esponding panelists said he has ion talks and competitive prac- tirement programs, said the ben- Seven Benefit Board members control programs
terminated such a pension plan m tices," said the manager for an efit manager. pointed to added costs of $200,000 What we found out is that near
:he wake of ERISA. electronics manufacturer. For the nine firms which altered to $500,000 a year, four panehsts ly everyone is seriously studying

This single service-oriented com- "Improvements will be made as their benefit plans because of said their costs have risen $500,000 Contmued on page 22

- the benefit beat

Travelers wins 2 AT&T plans worth $46 million
TWO AT&T divisions have awarded the Travelers In- ministered the Nebraska program for over 20 years. In erage for oral surgery, periodontics, endodontics, inlays
surance Co. their health insurance programs involving addition, CHAMPUS asked Mutual to resume han- and other services with a combined annual maximum
195,000 active and retired employes and a reported dling claims in Texas after Health Application Sys- for both levels of $750. Periodontics are covered at 50%
$46 million a year in premiums AT&T said the move term failed to provide adequate service Mutual ad- up to $300 a year The program was awarded as a re-
is to simplify claims handling as well as hold down ministers CHAMPUS programs m 20 states. sult of competitive bids, although the union would not
costs. Travelers will provide medical, surgcal and ma- disclose premium costs or other bidders The union
Jor medical coverage for the 42,000 employes of the EMPLOYES AT Operations Research Inc. (ORI) have chose the plan because there was no deductible and the
Long Lines division and the 113,000 employes of New bought their company from their parent conglomerate members did not have to bother with claim forms. Over
York Telephone Co. Hospital coverage remains with by using an ESOP (employe stock ownership plan). 90% of the state's dentists participate in the plan.
Blue Cross. The company attributed that decision to Reliance Group Inc acquired the suburban Washington
Blue Cross service ("as good as any available") and consulting firm in 1968, but is now selling subsidiaries THE STATE OF NEW JERSEY is about to put its pre-
the discount (which results in lower hospital charges that are not involved in the insurance mdustry. ORI scription drug benefit out for bids. Presently insured
to Blue Cross insureds than to patients with commer- employes used money placed in a profit sharing trust by Blue Cross of New Jersey, the benefit covers 60,000
cial insurance). Blue Shield had provided the medical before the 1968 acquisition as an equity base, secured state employes at a cost of $3 2 million a year The ben-
coverage and Blue Cross the hospitahzation for both a term loan from a Washington bank and gave Reliance efit was previously administered by the department of
divisions New York Life Insurance Co. had major med- a note for the rest of the $3 million purchase price. treasury with a 12-month contract begmnmg m Deem-
ical for Long Lines and Metropolitan handled that cov- The company lS now completely owned by the ESOP, ber Administration has been shifted to the division of
erage for N.Y. Telephone. The conventional, experience- although the trust is heavily mortgaged, said ORI presi- pensions and plans are underway for a 12-:month con-
rated contract is for one year, although one person in- dent Harvey D. Kushner. Shares will be distributed tract to begin in July. the same as the state's fiscal
volved said the policy was "open-ended." The seven in relation to salary. A seven-year vesting schedule year. "I wouldn't be at all surprised if Blue Cross got
largest insurance companies competed in the competi- has been established and the trust will buy back shares the contract again," according to a source in the divi-
tive bidding; Johnson & Higgins served as a consultant from employes leaving the company in relation to the sion of pensions The benefit was first introduced in
for AT&T The company maintains a uniform benefit amount of money in the ESOP that is no longer mort- late 1974 as a result of collective bargaining agreements
package for all its subsidiaries. gaged. ORI hopes to pay off the debts in seven or eight Managerial and other employes not covered by collec-

years since "everyone has an incentive to get the ESOP tive bargaining were included in 1976; legislation ex-
FMC CORP. established a TRESOP (tax reform em- out of debt " The company also has a defined benefit tended the program to Rutgers University employes
ploye stock ownership plan) to take advantage of the pension plan with 10-year vesting for its 270 employes. Employes pay the first $125 of each prescription with
new tax credit and to provide employes with a no-cost pharmacists billing Blue Cross directly for the balance
benefit. The Chicago-based manufacturer placed more LARGER EMPLOYERS can be expected to move More than 90 % of the state's pharmacists participate
than $2 million in the trust and expects each employe quickly to self-insure their health benefit plans in the
with one year of service and more than $5,000 earnings event of a federal catastrophic health insurance pro- BLUE CROSS OF FLORIDA is revising its method of
in 1975 to receive four shares of stock. Vesting is im- gram Harry E. Hineman, vp for Blue Cross/Blue reviewing hospital charges. A profile of charges for the
mediate and shares will be distributed in the event of Shield of Indiana, made that prediction at a Blue Cross 200 to 250 most frequently provided services will be
disability, retirement, death or termination. Officers Assn. conference in Hilton Head,SCA catastrophic the basis a comparison of Individual bills against the
are excluded and the company expects to review the health insurance plan would simply "remove the self- profiles Bills with a large number of charges not on
TRESOP each year in light of tax changes. The pro- insurance risk for large employers." Mr. Hineman said the profile or a frequency ln excess of the norm will
gram is in addition to the company's defined benefit the result would be the evolution of Blue Cross and be mvestigated The profile covers more than 85 % of
pension plan (with 10-year vesting) and a thrift plan. commercial insurance companies from risk mechanisms the total hospital revenues and charges to patients
Under the thrift plan, employes may save in either an to service organizations. Hospitals revising their charges submit a new profile
equity fund or a bond fund, with company contribu- with a statement on the impact of the changes.
tions pegged to profits. RHODE ISLAND CARPENTERS have moved their

dental insurance plan from Equitable to the Delta Den- Benefit Beat ts des'gned to keep employ€ benent
MUTUAL OF OMAHA won the CHAMPUS contract tal Plan administered by Rhode Island Blue Cross. The managers and others m the znsurance field informed
to handle medical and hospital claims for military re- new plan for the 1,100 carpenters is paid from the on trends m other companies. We'd hke to know tf
tirees and dependents in Nebraska and Colorado The umon's health fund, financed by employer contributions. you've made any important changes in your emplove
company expects to process 60,000 claims a year at a The plan's first level covers 100% of the cost of x-rays, benefit programs or know of any slgmficant develop-
cost of $5 67 a claim. Blue Shield/Blue Cross formerly cleanmg, fillings, extractions and blopsies up to $500 ments. Wnte Benefit Beat, Business Insurance, 740 N.
handled the Colorado program while Mutual has ad- per year per individual. A second level adds 100% cov- Rush St, Chtcago, ILL. 60611 or call (312) 649-5279.
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Legislator threatens an extension
of malpractice limits to other areas

OAKLAND-Provisions of Cali- bility, said Mr. McAlister, chair- ability benefits the claimant may
fornia's Keene bill, which restrict man of the state assembly's in- have through his group policy.
the amount of damages in medical surance committee. Contingency fees for attorneys are
malpractice lawsuits, may be ap- The medical malpractice reform limited to 40% of the first $50,-
plied to other types of liability act, sponsored by assemblyman 000 awarded and 10% for every-
lawsuits if the state supreme court Barry Keene and passed by the thing awarded over $200,000.
decides that the bill is unconstitu- last session of the California leg- Mr. McAlister sponsored the
tional, state assemblyman Alister islature, restricts the non-econo- resolution that created a joint leg-
McAlister said at the annual meet- mic recovery for pain,and suffer- islative committee on tort liabil-

ing of the Public Agency Risk ing to $250,000, limits the amount ity. The committee, which is com-
Managers Assn. of recovery from collateral sources, posed of five state senators and

Trial lawyers will probably establishes a fixed schedule for five assemblymen, will explore the
challenge the Keene bill as "spe- lawyers' contingency fees and de- possibility of applying provisions
cial legislation" that discriminates fines a statute of limitations for of the Keene bill to other fields
in favor of the medical profes- malpractice claims. of liability litigation, he said.
sion. Such a ruling from the su- The Keene bill limits the de- Physicians and other profes-
preme court, however, would re- fendant's right to double recov- sionals, hospitals, cities, public en-
sult in a pyrrhic victory if the ery from collateral sources such as tities and local governments,,as
same provisions are applied to Social Security benefits, state dis- well as manufacturers and dis-

product liability, municipal gov- ability, workers' compensation, or tributors, are experiencing great
ernmental liability and auto lia- accident, health, sickness or/ dis- difficulties in obtaining liability

insurance because of the strains

that court decisions have placed
on liability law, Mr. McAlister
said.

"Major reform of tort law is

needed so that business, profes-
sionals, and public agencies can
function without undue uncer-

tainties and undue liability, but
not wholly removed from liability
for wrong-doing," the assembly-
man said.

N.Y. official named
Louis A. Brown, 59, was pro-

moted to director of claims for the

New York State Workmen's Com-

per)sation Board, replacing Jacob
Schutzbank who retired after 33

years of service. In his new posi-

tion, Mr. Brown, who was assistant
director of claims for the past four
years, will head a department of
300 employes who process claims
under both the workers' compen-
sation law and the volunteer fire-

men's benefits law.

Ifwe didit own ourse]res,
mrbewewouldithmrecreated
the Loss Reserve Ana]yst

n .
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At Johnson & Higgins we've built a
company that's different. Among the
major insurance brokers we're the only -/-N -

one that's privately-held. Thus we have
maximum freedom to shape our services. . 1.»*.. 

Take J&H loss reserve
analysis, for instance. For our company b
it's repetitive, often unglamorous work. » ::.Ad:5125::·-
For your company iEs a chance to achieve 4949»

significant cash flow benefits.
What we do is examine the

amounts underwriters set aside on account
of your open claims. We look to see if the

Our analysts, like Tom Lyon of J&Hamount seems too high or too low. One Richmond, submit comprehensive

can be as bad as the othen reports of loss reserve activities
each year to our clients.

After we present our evaluation
to the underwriter, we are often able to.produce impressive

reductions in reserves. Last year, for one company
alone, J&H loss reserve analysis engineered
savings of over two million dollars in liability
and workers' compensation claim charges.

You won't find this same emphasis on
loss reserve analysis
anywhere else. Maybe you .-

4 won't even find the service..

But then again,
&4%4411 you won't find another 40#,'
* 4 Johnson & Higgins eithen -

Injury claims can hurt cash flow. Insurance
reserves have the same effect on your
treasury as if you actually paid the claim.

,John Wheeler.

J&H Atlanta, gives
Southeastern

clients a

professional
edgein
managing
the impact of
liability losses.

JohnsonGHiggins
The private insurance broker

We answer only toyou John Goldberg of J&H Philadelphia
has specialized knowledge of medical
malpractice and product liability.

RISK AND INSURANCE MANAGEMENT SERVCES; EMPLOYEE BENEFIT AND ACTUARIAL CONSULIING THROUGHOUT THE WORLD

Cities unveil

proposals on
soaring costs

OAKLAND-The League of
California Cities has developed
recommendations for state legis-
lation to offset the prohibitive cost
of liability insurance for public
entities, Richard L. Knickerbocker
said at · the annual meeting of the
Public Agency Risk Managers
Assn.

The recommendations include

extending payments over a 10-
year period, eliminating or modi-
fying the collateral source rule,
mandatory arbitration, and a 120-
day notice requirement for can-
cellation, said Mr. Knickerbocker,
city attorney of Santa Monica.

Extending payment over a 10-
year period would provide a pub-
lic entity with a means to plan its
losses and to pay on self-insured
retentions. It would also prevent
a situation where a claimant's ill-

ness disappears as soon as the
money is paid out. The payments
could be stopped if fraud is dia-
covered during the 10-year period.

The collateral source recom-
mendation would allow the jury
to be told of all money received
as a result of an accident from

other sources as well as any liens
against those payments in the
event of a jury award.

The recommendations also urge
that every claim be sent to arbi-
tration. The losing side could ap-
peal the abitration verdict in a
jury trial, but that party would
have to pay all legal and court
costs it the jury verdict was not
greater than the arbitration award.

The league suggested that a
120-day notice be required for
cancellation or an increase of

more than 25% over the previous
year's premiums. •

errors &
omissions

• Holy Family Hospital, Des
Plaines, Ill., bought its medical
malpractice insurance from Con-
tinental Insurance Co. of New

York before it went to Argonaut
Insurance Co. in the fall of 1976.

The hospital was incorrectly iden-
tified in a story in the Nov. 15 is-
sue as having previously bought its
insurance from CNA.

Alberto Heller, VP of finance for
Holy Family Hospital, also cor-
rected a statement he was quoted
as making that he had dealt di-
rectly with the president of Argo-
naut concerning the hospital's risks
during negotiations to obtain cov-
erage from Argonaut. Mr. Heller
now says he never dealt directly
with the executive at Argonaut
and would not have made such a
statement.

He also said some hospitals in
the suburban Chicago group which
had investigated establishing a
captive insurer didn't have any
loss experience to speak of. Mr.
Heller said, however, in a subse-
quent letter to Business Insurance
that this statement is "patently
not sensible," denying that he said
or inferred this to anyone.

Business Insurance believes it
accurately quoted Mr. Heller in
both instances but is happy to clar-
ify his position.

• Peter H. Wood was elected vice
chairman of the Assn. of Lloyd's
Brokers. He is a broker with Al-
exander & Alexander. His name

and position in the association were
inaccurate as reported in the Jan.
10 issue.

1
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COME TO THE SOURCE
Get theWausau Story

Warroad, Minnesota, is located on the
U.S./Canadian border on the west shore
of the Lake of the Woods. And in early
January, it's an icebox. (You've often

\ heard its neighbor to the east,
International Falls, mentioned as the

.coldest spot in the nation.) So wintertime
/ travel can be tough sledding.

We were aware of that when we were
chosen to provide business insurance
coverage by Marvin Windows-one of
the nation's leading wood window
manufacturers- located in Warroad.
Consequently, our immediate concern
was to assure fast, effective service and
communications... fair weather or foul.

Two working days after the policy was
signed, we were "winging it" to Warroad
by chartered plane... despite the
thermometers shivering at 34° below and
a paralyzing minus 84° chill factor.

Regardless, six of our intrepid claims-
handling and service people flew in to
meet the intrepid folks at Marvin.
They spent the day establishing the best
procedures for claim reporting,
investigation, follow-up and unit report
conferences. And everyone got to know
each other personally. It's paid off.

Communications have been smooth in
spite of the distance or weather
conditions. Questions from either end are
answered accurately and promptly, and
paperwork snarls are nonexistent.
It's typical of the kind of partnership
we-and our policyholders-enjoy.
Cooperative, productive...warm.

Which is as welcome in Wausau
as it is in Warroad.
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2 bills urge U.S. product liability reinsurance
By JERRY GEISEL

WASHINGTON-Two bills

have been introduced in the Sen-

ate calling for the federal gov-
ernment to provide a reinsurance
pool in an effort to reduce the
soaring cost of product liability
coverage.

The frst proposal-introduced
by Sen. Gaylord Nelson (D-Wis.),
chairman of the Senate Select

Committee on Small Business, and
Sen. John C. Culver (D-Iowa)-
would have the Small Business

Administrallion provide reinsur-
ance to companies insuring small
businesses.

Sen. Culver said the bill ts only
an interim measure designed to
buy time for small businesses
while a long term solution is

sought to the product liability
problem.

The measure would limit feder-

al reinsurance to three years. Dur-
ing that time the insurance indus-
try could collect better statistics
on the number and nature of

product hability claims to im-

prove the information used in de-
termining product liability rates,
Sen. Nelson said.

In the meantime, the bills offer
relief for small businesses caught
in the pmduct liability crisis by
allowing them to obtain coverage

where premiums previously were
prohibitive.

The second bill, introduced by
Sen. James B. Pearson (R-Kan),
asks for the establishment of a

federally funded independent
agency to administer and provide
product liability reinsurance.

To qualify for reinsurance, an
insurer first would have to arrange
for a reinsurance contract with the

National Product Liability Insur-
ance Administration (NPLIA).

The NPLIA also would be au-
thorized to offer reinsuaance to a

captive insurance company unable
to obtain product liability cover-
age for the parent or which finds
that the coverage "is only avail-
able at excessive rates or with un-
reasonable deductibles."

A captive could obtain reinsur-
ance under the program only if the
total insurance coverage needed to
insure all liabilities of the parent

Oregon OKs
legal plans

SALEM, ORE-The state In-
surance Commission has issued an

order permitting life and health

insurance agents to sell prepaid
legal insurance policies.

Richard MeGavock, deputy in-
surance commissioner, described
the order as "an effort to provide
an insurance service vitally need-
ed by ordinary people who might
otherwise have no access to legal
services."

Seven insurance companies have
been authorized to write legal in-
surance in Oregon. But only the
Oregon Prepaid Legal Insurance
Co. has issued policies. Covered

are the staff of the Oregon State
Bar Assn. and almost all the em-

ployes of Durametal Corp., a foun-
dry.

Oregon Prepaid Legal Insurance
is a non-profit corporation which
was established by the bar asso-
ciation. Its policies only cover
suits brought against its policy-
holders in an effort "to keep
people from initiating lawsuits
against each other."

Cost of the insurance is $6.92 for
individuals and $9.23 for families.
The state bar pays the entire cost
for its employes while Durametal
pays 50% of the premiums. •

develop $500,000 in total gross an-
nual premiums.

In setting premiums an insurer
would have to pay into the NPLIA
pool, the agency would consider
a manufacturer's product liability
claim record as well as its quality
control procedures.

The pool would be funded in-
itially by $30 million in federal
funds.

Another key provision of the
Pearson bill, is the establishment
of product liability arbitration
panels in each U.S. judicial dis-
trict. Members of a three-man

e

panel would be appointed by the
chief judge of the district.

The panel would arbitrate in
cases where the party bringing suit
failed to ask for a trial by jury.

Under the Pearson bill, states
could set up their own product
liability arbitration programs. To
obtain federal support, the states'
arbitration programs would have
to:

• Establish a 10-year statute of
limitation on product liability
cases.

• Eliminate liability when a
product is altered or modified.

4

• Recognize compliance with
government standards as a defense
where the government regulates
the design and manufacture of a
product.

• Recognize the "state of the
art, defense in which a manufac-
turer is not liable if his product
was made in conformity with
recognized safety principles in ef-
feet at the time.

• Allow for installment pay-
ments for awards.

In introducing the bill, Sen.
Pearson noted that cumulative in-
creases in premium rates over the

. Se.

4

t

last seven years have averaged
5,000% in some industries. The
average loss per claim has jumped
from $11,644 in 1965 to $79,940 in
1973-an increase of 686%.

The Nelson-Culver bill now

goes to the Senate Select Commit-
tee on Small Business. That com-
mittee has already held extensive

hearings on product liability;
haarings on this bill are planned
for the end of February.

Sen. Pearson's bill heads for the
Senate Commerce Committee.

Hearings on the measure will be
in the spring. •

.e.

1
*

It's your fault if you've neglected to keep him up-to-date on changes in the
size or scope of your operations.

Because an insurance agent can protect your property and assets only if
he's fully informed. About plant improvements, new locations, new products,
unusual or unseasonal inventory levels, ualuable items such as patterns and dies,
high-value shipments and Other exposures that modify your insumnce needs.

Your agent can help you identify areas of risk-guide you in selecting the
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Supreme Court to decide local immunity case
By JERRY GEISEL

WASHINGTON-The Supreme
Court has agreed to decide

whether local governments can be
sued for violating federal grant
agreements.

At issue is whether grant agree-
ments between the Federal Avia-

tion Adrninistration (FAA) and a
county-run airport gives an in-
jured party the right to sue when
the conditions of federal grants
are violated.

The case involves the crash of

a business jet on Feb. 26, 1973, at

DeKalb-Peachtree Airport, a gen-
eral aviation facility in Atlan-

ta. Seven persons died when the
plane crashed on take off after its
engines sucked in a flock of birds.

Three families of the crash vic-

tims are suing DeKalb County,

which has administrative respon-
sibility over the airport, for $10
million. Fireman's Fund Insurance

Co., San Francisco, also is suing
to recover the $550,000 it paid as

insurer for Machinery Buyers
Corp., an Atlanta construction firm
that owned and operated the Lear

jet.

DeKalb County reportedly has
a $1 million aggregate liability pol-
icy with American Home Assur-
ance Co. of New York.

The county is charged with neg-
ligence because it maintained a
garbage dump adjoining the air-
port which attracted thousands of
grackles and starlings. The FAA
said the dump was creating a
hazard and asked the county to
close it. DeKalb County authori-
ties, however, refused to close the
dump.

By failing to close the dump,

4. 1 1,**ly.

DeKalb County violated an earlier
agreement with the federal gov-
ernment to ensure safe flight
operations in exchange for federal
monies to improve airport facili-
ties, lawyers for the plaintiffs said.

The injured parties are trying
to collect damages from the coun-
ty as third party beneficiaries of a
breach of contract between the

county and federal government,
said Gilbert Johnston, an attorney
representing the family of one
crash victim.

The Fifth Circuit Court of Ap-
peals, however, ruled earlier that

8 4
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MANUFACTUR NG
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right po icies for your special needs (even if they're still in the planning stage)-
keep you abreast of the economy by adjusting your insurance limits to track with
current prices and liability award trends. And an independent agent can select
your policies from a wide range of well-known companies.

It's good sense to make your agent your partner in protection. Only
then will he always know how big your business really is.

The Continental Insurance Companies
Subsidiaries of The Continental Corporation

HOME OFFICE 80 MAIDEN LANE. NEW YORK. NEW YORK 10038 - ©CIC

I 1

the contract between the FAA

and the airport did not specify an
intent to compensate injured par-
ties if the contract was breached.

The Supreme Court is being
asked to overturn the lower

court's decision since under state

and federal law third parties have
the right to sue for negligence as-
sociated with federal grant agree-
ments, Mr. Johnston said.

Attorneys for DeKalb County
maintain that Georgia's sovereign
immunity laws protect the coun-
ty from negligence lawsuits.

Under the immunity law, whose
origin dates back to colonial days,
a governmental body cannot be
sued for an accident that occurs

in the course of its normal opera-
tions. Immunity laws, however,
have been struck down by the
courts in many states.

In this case, the FAA repeatedly
asked the county to close the gar-
bage dump adjoining DeKalb-
Peachtree Airport. While the coun-

ty did hire a company to spread
bird repellent around the airport
area, it backed off from closing
or covering the dump, citing a

shortage of space for refuse.
A National Safety Transporta-

tion Board team concluded offi-

ciallly that the birds caused the
accident. .

*Anga
{leguers
Surglus
BHCBSS
and reH
insurancz

l
.

Anga is
stability V
that reaches
back to 1854

and capacity
that reaches out to

dozens of major markets
plus extensive binding
facilities in Lloyds and
other domestic carriers
We can underwrite or

market nearly anything.
..For a broad range of
surplus, excess and
specialty underwriting
spanning entertainment
marine and aviation,
accident property and
casualty fields, call us,
we're sure to have a
market

American
national
General
Agencies
INCORPORATED

Undenvriting Managers
General Agents
Surplus Line Brokers
Les Angilim San 0140:
3200 Wilshire Blvd. (714) 445-3265
(213) 386-8490 s..nl.:

Ph-nil: (206)623-7533
(602) 258-8261 Salt Lake City:
San Francisco: (801) 4864121
(415) 956-4055 London Offico

A SPIRRY IANY
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Financial disclosure may be required

Self-insuring? Excess markets may be crucial
By MARIE KRAKOWIECKI

TAMPA, FLA.-Any company
considering a self-insured pro-
gram needs to pay careful atten-
tion to the way it handles the ex-
cess and surplus lines insurance
market.

Even without a specific session
on the topic, excess and surplus
insurance was mentioned so fre-

quently at a self-insurance sem-
inar here that the message was
obvious: Excess and surplus un-
derwriters and brokers have a

significant impact on the way an
employer puts together a self-in-
surance program backed by excess
or stop-loss insurance.

The two-day seminar last

month was sponsored by the So-
ciety of Chartered Property &
Casualty Underwriters.

Bernard J. Daenzer, president
of Howden-Swann Ltd. and the
author of a text on excess and

surplus lines, gave a clear picture
of how influential that market is.

Excess underwriters demand fi-

nancial disclosures from a would-
be self-insurer, he said, because
"no one wants to write an excess

over a financially questionable in-
sured." Excess insurers can and
do demand Dun & Bradstreet re-

ports, financial statements, an an-
alysis of assets and liquidity, an
assessment of the stability of a
firm's cash flow and even letters

of credit before agreeing to pro-
vide excess coverage.

There are also some ticklish

matters concerning terminology
which the self-insurer must con-
front when using excess insurance,
Mr. Daenzer said. He emphasized
the importance of learning correct,
precise policy language to get the
best deal. "Beware of doing busi-
ness with an underwriter or excess
carrier who suggests 'we won't de-
fine it now, '" he warned.

As one example, he explained
the two most popular forms for
property coverage in a self-in-
sured program are called EEL/
EELs and EEL/EEL BAOLs. The
first stands for "each and every
loss at each and every location" ·
the second is identical, adding,
"blanket any one location." Mr.
Daenzer explained that the more
locations which can be included

under an EEL/EEL or EEL/EEL/
BAOL, the more risk a self-in-
surer can retain and the lower the
coat of excess insurance.

But it apparently doesn't pay to
become too exacting on excess pol-
icy language for a self-insured
program, particularly on property
coverage. For example, if a buyer
tries to get split deductibles on
properties within a single cover-
age, "the excess writer thinks
you're trying to outguess him and
is going to be harder to deal with,"
Mr. Daenzer warned.

Similarly, he called franchise
deductibles and disappearing de-
ductibles "kid stuff" and said ex-
cess underwriters don't like them
because they confuse the under-
writer about the insured goals.

A self-insurer may also inad-
vertently distort the thinking of
an excess underwriter and may
end up with higher prices as a re-
sult, Mr. Daenzer warned, if the
firm seeking coverage insists on
purchasing excess coverage on an
AAOPY basis (aggregate any one
policy year). Howden-Swann's
president recommended avoiding
the cost of aggregate production
unless the self-insured risk has
some special problem.

If an aggregate policy is select-
ed, it should have a time factor or
the underwriter might cancel pre-

maturely to avoid aggregation. A
self-insurer should always obtain
a non-cancellation clause with an
aggregate program, he advised.

Excess underwriters will want

This story and the article on
page 9 are from the self-insurance
seminar sponsored by the Society
of Chartered Property & Casualty
Underwriters in Tampa, Fla.

an audit and complete information
on the buyer if the firm's self-in-
surance program for product lia-
bility risks includes in-house or
outside supervision costs plus al-
located costs and claims handling.

Edward W. Siver, an insurance
consultant from St. Petersburg,
said the principal interest in self-

insurance in Florida is generated
by product liability and medical
malpractice risks. The excess and
surplus lines market definitely de-
termines the retention level for
self-insured programs in these
areas, he added.

During a question and answer
period, one person said his experi-
ence has been that excess under-

writers don't want to accept bank
letters of credit as security for a
self-retention liability program
because a time limit set by the
Federal Deposit Insurance Corp.
limits the period for which banks
can commit an obligation.

If the letter of credit is not go-
ing to be renewed, the bank has to
give a certain period of notice, and
during that time, a company can

draw down on the letter of credit,
and the excess underwriter will

lose its security, he said.
A broker responded that a letter

of credit may be converted to
a certificate of deposit, so that the
insured party would pay only the
net difference in interest rates of

about 3 % between the letter of
credit and the CD.

Grumbling in the audience in-
dicated not everyone was in agree-
ment over the wisdom of such a
move by the self-insurer just to
keep the excess market happy.
"Three percent, hah!" said one op-
ponent to the idea. "It would be
more like 6%", a cost difference
which he seemed to find unac-
ceptable.

Frederick B. Gillette, a consult-

A SELF =
INSURED

$9000 SS

ant from the risk management
services division of the Wyatt
Co.'s Dallas office, said setting
objectives and limitations are vi-
tal to a self-insurance program.

One of the biggest problems
consultants have in helping set up
a self-insurance program is that
many clients have no idea what
their past losses have been, Mr.
Gillette said. A management in-
formation system is vital, he urged.

And the first element of a good
management information system is
having accurate, reliable data on
claims and losses that will allow

the self-insurer to negotiate favor-
able renewals with the excess and

surplus lines underwriters, he
added.

Continued on page 9
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Cost control called a vital component
of any firm's self-insurance plan

TAMPA, FLA.-Just one claim
improperly handled can offset all
the cost savings a company may
have realized from buying a less
expensive service operation for a
self-insurance program, a seminar
here was told.

Donald Krutek, speaking at a
two-day self-insurance seminar
sponsored by the Society of Char-
tered Property & Casualty Under-
writers last month presented a
cost control program for self-in-
surers. A major feature in the
program outlined by Mr. Krutek is
assuring that the people who serv-
ice a self-insurance program are
capable.

Mr. Krutek, unit manager of
the self-insurance division of Ar-

thur J. Gallagher & Co., Rolling

Meadows, Ill., noted two major
areas of cost to be controlled:
Fixed costs for service such as ex-

cess insurance, bonds and taxes,
and loss costs. Controlling losses,
the key to self-insurance success,
is directly related to who is ad-
ministering the claims, Mr. Krutek
said.

He outlined several options for
claims administration, including
in-house servicing, services pur-
chased from an insurance com-
pany or services purchased from
an independent operation.

"To decide, don't look just at
the service fees quoted," Mr. Kru-
tek advised. "Your ultimate costs
will be determined by the capabil-
ity of the people providing the
service," he said.

Self-insurers shopping for a
good servicing arrangement
should:

• Determine the experience and
background of the key personnel
who will be handling your account.
Don't assume that servicing some-
thing like a workers' compensa-
tion program in-house is a clerical
function only; that could lead to
trouble.

• Not be afraid to ask the in-
surance carrier who is handling
your account what his background
is and how much he knows about

your account. It's valid to ask
whether he has performed this
kind of service before.

e Consider the case load of the
people handling your claims. Very
simply, do they have enough time

to devote to your claims? If they
are overworked, claims handling
will suffer.

• Look into the reserving prac-
tices of people handling your
claims, keeping in mind the fu-
ture potential liabilities of the self-
insurance program. Mr. Krutek
said he knew of one service organ-
ization which presented very low
reserves because the person in
charge wanted his boss to think
the self-insurance program saved
a lot of money. This approach
should be avoided. Procedures to
review and update reserves should
be reviewed.

• Look closely at the capabili-
ties of your service organization to
provide subrogation services. Can
it go after· third parties to recoup
losses?

• Examine the recordkeeping
practices of the organization. Are
the files available to you for re-
view and tailored to your needs?

Only with planned safety and
loss control programs can a self-

AN INSImANCE
CONIPANYW
$68,000 IBSS

The $25.000 potential differ-
ence in this example is the way
the insurance company reads
internally to the disaster. They
paid the $93,000 claim. and
USCC recovered $25.000 through
the merchandising of salvable
materials.

Because of the insurance

industrys' years of involvement
in claims adjusting, they have
come to rely heavily on our loss
recovery services to minimize
their losses and protect their
cash flow by achieving what is
known as a high net recovery
dollar.

Since your company has
assumed a risk retention profile
through higher deductibles, self-
insurance progmurs ora captive
insurance company, you will
need to use the same techniques

a*

the insurance companies use to
protect their cash flow.

If your company experi-
ences a loss, the temptation may
be to declare ila total loss and
replenish it from your self-insured
resources. Then write it off. This

type of adion can have a severe
impad on your cash flow pidure
- unnecessarily.

USCC can come in and do

for your cash flow what we've
done for the insurance com-
panies for years.

We will identify the salvable
merchandise and its current
market value, market it to our
network of known buyers and
rehim a significant sum of money
to your cash flow or risk reserve,
thus enhancing your total cash
flow picture. At the same time.
we will react quickly, maintain-

ing product integrity, protection
for products liability and doc-
umentation of the unique pro-
gram we develop for your
specific needs.

We are not new. We have
been serving the insurance in-
dustry for more than 80 years.
recovering millions of dollars for
them each year. And we are
anxious to do the same for your
company,

Wkite for our corporate serv-
ices brochure. "The USCC way
to increased cash flow protec-
tion and asset conservation."

usce 2
National Executive Otfices· Risk Management Sennces
1400 Busse Road · Elk Grove Village. nlinois 60007
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insurer really keep costs down. If

also come under close scrutiny,
Mr. Krutek said.

"Don't be satisfied completely

useless if the sites are visited, re-
ports are made, but then nothing
is done," he pointed out. "Inspec-
tions are frequently nothing more
than a way the insurance com-
panie evaluate their own expo-
sures."

Safety and loss control pro-
grams ideally should be problem
oriented and should have some
accountability built into them to
reward good experience and pe-
nalize those causing losses, he also
suggested. However, a self-insurer
could run into some difficulty try-
ing to use in-house services in this
area, Mr. Krutek warned, because
excess underwriters may bail[ at
accepting an in-house service pro-
gram.

Excess. . .
Continued from page 8

Donald Krutek of Arthur J.
Gallagher & Co. pinpointed excess
insurance as one of the fixed costs

of any self-insurance program.
Controlling the fixed costs and the
losses must be the goal of every
self-insurer or their programs will
be extremely expensive to operate,
he said.

Part of his cost-control presen-
tation warned that a self-insurer's
in-house capability for safety and
16ss control services could be
thwarted by the excess and sur-
plus lines market.

"Your excess underwriters may
not accept the program" if you
have in-house services, Mr. Kru-
tek said, based on the experience
of one of his own clients.

For the first year or two of a
self-insurer program, until the
buyer can figure out what his an-
nual maximum cost will probably
be, Mr. Krutek suggested buying
layers of coverage including spe-
cific and aggregate excess insur-
ance. (Aggregate coverage pro-
vides a ceiling on total losses over
a contract period up to the limit of
liability.)

After the first two years, how-
ever, a self-insurer should just
need specific excess coverage (in
which the insurer pays for

amounts above the self-retention
level of the insured on a per-loss
basis up to the policy limits).

Mr. Krutek advised the CPCUs
against bidding their insurance
programs in the excess markets
because the markets are so tight
right now. Bidding on excess cov-
erages could actually drive a self-
insured's prices up, he warned, be-
cause "the marketplace realizes
that nobody knows what's going
on."

He did, however, recommend
that a self-insurer obtain bids
from an excess or surplus lines
broker who would then go out to
the marketplace for him. A broker
is necessary, he emphasized, be-
cause many excess underwriters
refuse to deal directly with buyers.
A broker is also useful because
some surplus lines markets are
here-today-gone-tomorrow type,
Mr. Krutek said. A good excess
broker would know the difference
and be of some help in placing
risks with a reliable carrier.

Robert S. Spencer, vp, risk
management for Fuqua Industries
Inc., Atlanta also encouraged the
group to take the excess markets
in stride and make self-insurance
a part of their companies' risk
management game plan. Citing the
success Fuqua has had with its
Bermuda captive Mr. Spencer said:

"Any time your frequency is
high and your severity is low, I
think you should self-insure," he
said. •

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

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

readers are eligible. The column will also consider items for
which there is a modest handling charge. A sample of your
literature should be sent to Info for Buyers, Business Insur-
ance, 740 Rush St. Chicago, Ill. 60611.

. An Investment Policy Guide-
book for benefit plan trustees is
available from the International

Foundation of Employe Benefit
Plans. The 92-page book is a do-
it-yourself guide to mapping pol-
icies and goals, working with an
investment manager and setting up
a system to review and revise in-
vestment programs. Cost is $5 a

copy for foundation members and
$8.50 for non-members. Write the
foundation at P.O. Box 69, Brook-
field, Wis. 53005.

. An Employers' Guide to Cali-
fornia's workers' compensation
system is available from the Cal-
ifornia Workers' Compensation In-
stitute. The new eight-page pam-

Announcing

phlet explains the principles and
operations of the system and is
intended to prevent unnecessary
compensation insurance. Copies
are available in lots of 100 at $9
from the institute at 201 Sansome

St., San Francisco, Calif. 94104.

• Two manuals on Using the Early
Warning System, one on life and
health insurance companies and
one on property and casualty com-
panies, are available from the Na-
tional Assn. of Insurance Commis-

sioners (NAIC). Designed to help
state insurance departments iden-
tify insurance companies most
likely to experience financial dif-
ficulties, the manuals describe the
early warning system, how to use
it and include worksheets for

computing the tests. Cost is $6 a
copy. Write NAIC, Publications
Dept., 633 West Wisconsin Ave.,
Suite 1015, Milwaukee, Wis. 53203.

• Insurance and Reinsurance Lex-

icon covers over 5,000 terms, ex-

CLAIM

pressions and abbreviations cur-
rently in use in the insurance bus-
iness in France, Britain and the
United States. All terms with a

professional meaning are followed
by examples of typical expressions.
Cost is $7.50. Write Editions, Ber-
ger-Levrault, Cendex 11, 54017
Nancy Cedex, France.

. Consulting Actuarial Services is
a brochure available from Alex-
ander & Alexander Inc. describ-

ing pension plan design aspects of
benefit planning, and discussing
actuarial projection considerations.
For a free copy write Scott Tay-
lor, vp Communications, Alexan-
der & Alexander Inc., 1185 Ave.
of the Americas, New York, N.Y.
10036.

• To maximize reimbursement re-

lating to property depreciation, an
accurate record of all facilities

should be maintained, says Valua-
tion Research Corp. in its brochure
on Maximizing Cost Reimburse-

A professional daims consultation
and evaluation service.

Now - a company that provides the insurance industry
with a much-needed and valuable service: professional
claims consultation and evaluation.

Proclaim assists insurers, reinsurers, intermediaries, self-
insurers and brokers by:

· evaluating claim resen/ing practices
· evaluating the adequacy of claim reserves
· evaluating exposures for purposes of placing reinsurance
· analyzing the types of losses and exposures
· analyzing the quality of claim handling
· developing claim control programs and reporting 

procedures.

Other evaluation programs are available. Philip Verhage,
President of Proclaim, is well-qualified to discuss any facet
of your claim procedure problem, with over 30 years'
experience in claim management. For more information,
call Philip Verhage personally, at 213-383-0240

PRO CLAIM

3435 Wilshire Boulevard · Los Angeles, CA 90010

ment for Hospitals Through Prop-
erty Control and Depreciation. For
a free copy write Michael Colhoun,
Valuation Research Corp., 250
Wisconsin Ave., Milwaukee, Wis.
53202.

• Underwriters Adjusting Co. is
offering Employers' Liability, an
examination of worker's compen-
sation policy in regard to the ac-
tions of an insured employe. The
liability of an employer to a de-
fendant who has been sued by an
injured employe is one of the most
rapidly developing areas in the
field of contribution and indemni-
fication. For a free copy, write
Underwriters Adjusting Co., Syl-
via T. Jurkovich, Director of
Communications, 224 S. Wacker
Dr„ Chicago, Ill. 60606.

• The Role of the Risk Manager
in Industry and Commerce, writ-
ten by John Parkinson, former
chairman of the Assn. of Insurance

& Risk Managers in Industry and
Commerce, is now available. The
Keith Shipton Developments Spe-
cial Study explores such basic
questions as the risk management
process and where a risk manager
fits into the company organization.
Cost is $5.00 including airmail
postage. Write Keith Shipton De-
velopments Ltd., Adelaide House,
London Bridge, London EC4R
9DS, England.

• The services, advantages and
outlook of Schiff Terhune Inc.
insurance brokers are discussed
in their booklet We have some-

thing you don't.... For free book-

let write Schiff Terhune, 100 Wil-
liam St., New York, N.Y. 10038.

e Governmental Risk Manage-

ment, a reprint from Risk Man-
agement magazine, is available for
$1 a copy. The 16-page article
tfocuses on the preservation of
human and physical resources
within government agencies. Write
Dept. GRM, Risk and Insurance
Management Society (RIMS), 205
E. 42nd St., New York, N.Y. 10017.

• The role of the Outside Director
of the Public Corporation, pre-
pared by the University of Penn-
sylvania Law School, is described
in a 50-page book published by
Korn/Ferry International, an ex-
ecutive search firm. The responsi-
bilities of directors and their in-
creasing exposure to liability are
also covered, including indemni-
fication, third party actions and
government anti-trust suits. Cop-
ies of the book are $3.85 plus $1.00
postage; write P.O. Box 64608,
Los Angeles, Ca. 90064.

• A brochure from the National

Assn. of Insurance Agents tells
How to Avoid Costly Mistakes in
Business Insurance. A loss expo-
sure checklist is included. For a

free copy, write James M. Shea,
Director of Advertising, National
Assn. of Insurance Agents, 85 John
St., New York, N.Y. 10038.

• A booklet to help management
set up its own product safety and
loss prevention program is avail-
able from the National Safety
Council. Company Product Safety
and Product Loss Prevention Pro-
gram: Guidelines for Management
is designed for medium and large
manufacturers. Cost is $4.50 a
copy. Write the National Safety
Council, Membership Dept., 444
N. Michigan Ave., Chicago, Ill.
60611.

• Wells Fargo Guard Service is
offering Basic Planning for Pilfer-
age Control, a brochure which ex-
plains employe pilferage and sug-
gests ways of controling it. For a
free copy, write to George Mul-
queen, Director of Marketing,
Wells Fargo Guard Services, Ran-
dolph Park West, Rt. 10, Ran-
dolph, N.J. 07801.



SACRAMENTO, CALIF.-The
state legislature has authorized the
State Compensation Insurance
Fund to provide the liability in-
surance required by the federal
Longshoreman's Act until July
1978.

The move was spurred by com-
plaints by a number of California
employers, particularly small busi-
nessmen, who were unable to af-
ford or obtain the coverage from
private insurers.

The state fund was formerly
authorized to write longshore-
man's and harbor workers' (L&H)
coverage on an "incidental basis"
to its regular workers' compensa-
tion insurance.

However, an informed source
said the state fund underwrote
"more primary L&H exposure in
the past than it wishes to ac-
knowledge."

The California bill is designed to
help employers cope with the 1972
amendments to the federal Long-
shoreman's Act that increased ben-
efits and broadened coverage.

Those amendments and benefits

were denounced by some compa-
nies, mostly small, that are now
buying L&H coverage from the
state fund. While they said they
can probably remain in business
with the somewhat lower premi-
ums they pay to the state fund,
they argue that their businesses
should never have been brought
under the L&H act and that the
very costly benefits mandated by
the act may yet jeopardize their
survival.

Typical is Roland Mounce who
owns the Indi Skindiving School
in Lodi, Calif., who said he can
live with the L&H premiums he
must pay the state fund, although

Blue Cross
discount

is upheld
TRENTON, N.J.-The state su-

preme court has upheld the con-
stitutionality of the Blue Cross
discount which results in lower
hospital charges to patients cov-
ered by Blue Cross than to those
with insurance from commercial
companies.

The decision was the latest in a
series of court rulings in various
states upholding the discount. The
N.J. court said it was not "un-
reasonable" for the state to regu-
late some hospital rates while not
determining others.

Under state law, hospital charges
to patients whose bills are paid by
the government or Blue Cross are
regulated. But hospitals charge pa-
tients with other insurance costs
or programs that are excluded
from Blue Cross bills. These pa-
tients in the state pay 15% to 30%
more than patients with Blue
Cross.

Harold Krieger, attorney for the
Amalgamated Meat Cutters local
464, argued the higher charges vio-
lated his clients' constitutional
rights under the equal protection
clause of the 14th Amendment.

Mr. Krieger said he is consider-
ing appealing the ruling to the U.S.
Supreme Court.

The Blue Cross discount has be-
come a prominent issue in the
state with several bills pending to
modify the discount. •

Technicians policy
Bankhardt Companies Inc. of

Res(la, Calif., is offering a techni-
cians malpractice policy with lim-
its of $25,000 to $75,000 at a cost
of $100 a year.

he must increase the price he
charges his students.

Nevertheless, Mr. Mounce calls
the L&H insurance situation for

diving enterprises like his "the
worst situation I've ever encoun-
tered."

He said that last year he at-
tempted to obtain L&H coverage
from Fireman's Fund, but he was
told that the premium rate would
be $48 per $100 of wages. Regard-
ing that as "crazy," he noted, he
then joined diving school groups to
lobby in Sacramento for state
help.

Today, Lodi Skindiving School
pays $12 to $13 per $100 of wages
for employes who go into the ocean
and $4 per $100 of wages for work-
ers who labor inside the school or
the stores.

Mr. Mounce asserted that while
he is not altogether content with

4

Dave Tillery, who operates L.A.
Marine Transport, an ocean trans-
port firm, also expressed resent-
ment tha: his tiny business was
swept into the L&H orbit four
years ago. By paying the rates de-
manded by the state fund, he also
indicated that he can just barely
survive.

"Premiums from our previous
private carrier were leaping for-
ward at an incredible rate," said a
spokesman, noting that most of his
larger competitors now self-in-
sure their L&H coverage.

Although he does not yet know

business insurance, February 7, 1977 / 11

State fund to provide longshoreman s insurance
.

the new bill, he is bitter about the
fact that diving schools such as
his were pulled into the L&H act
in 1972.

"The only reason we are in is
that we work on open water," he
said.

4

what his L&H annual premium
rate will be, this spokesman said
he is confident that it will be low-

er than the last figure quoted by
his former insurer.

A spokesman for the state fund
said that legislation has brought
the agency a little less than $2
million in L&H business in seven
months. He said the agency is
writing bothlarge and small risks.

The bill appropriates $2 million
from the Harbors and Watercraft

Revolving Fund as a five-year in-
terest-bearing loan to the state
fund to provide security for the
coverage.

A knowledgeable brokerage
source said he believes "the vast

majority of small businesses were
caught in a political trade-off be-
tween the big stevedoring firms
and the unions."

He said a stevedore who was in-

.BRISTOL, PA 

jured on a ship prior to 1972 was
forced to sue the ship as a third
party and the ship, in turn, sub-
rogated against his employer.
Stevedoring firms, in fact, were
asked to defend the ships and to
hold them harmless.

"Thus, in 1972, even though the
entire shipping industry was
against the proposed amendments
to the I.&H act, a trade-off oc-
curred between the stevedores,
who had their employes put under
the L&H act, and the union which
got a highly desired, huge boost
in benefits," this source said.

Yet he added that the extension
in coverage to businesses like ma-
rinas and diving are "murderous."

On the other hand, he said that
diving enterprises can easily be-
come loosers for both underwrit-
ers and brokers. All it takes, he
said, is one death. •

j

Let our self insurance plan put
your current program out to pasture.
Your insurance program may be providing horse and exposures: workers' compensation, property,
buggy coverage even if it's not very old. That's why general liability, products liability, auto, employee
Arthur J. Gallagher & Co. recommends you include fidelity and more.
self insurance in your next insurance evaluation. All of our customized self insurance plans are

We may find that your company is capable of backed by a nationwide networkof wholly-owned sales
assuming some of its own risks under a and service offices. In 1976, our self insur-
customized Gallagher self insurance -/..illill'll#m&.- ance organization handled more than
plan. 45,000 losses and claims while admin-

Self insurance allows you to re- .*ki---irn, ,13 istering clients' funds in excess ofduce premium costs and thereby  11 1 $34,000,000.
To learn more about our self in-

capital. And a Gallagher-designed - surance programs, please contact us
program provides coverage for all bii, without obligation.

ARTHUR J. GALLAGHER & CO.
Gould Center, Golf Road, Rolling Meadows, Illinois 60008 · Phone 312/640-8500

• An International Organization Providing Excess Coverages and All Related Services for Self-Insurers
• Brokers for Commercial. Industrial and InstitutionAl InR,irnnrA Prinrnrne
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HERBERT L. JAMISON & CO.
90 Park Avenue New York, New York 10016 Area Code 212-490-7660

ASSOCIATION GROUP INSURANCE PLANS

Design - Marketing - Administratjon

• Professional Associations

• Trade Associations

• Multiple Employer Trusts
• Third Party Claim Facilities

e .

Safety graduates find
fantastic iob market

By GREG DAVID

TUSCON, ARIZ.-The first
graduates of a new and innovative
master's program in safety man-
agement at the Univensity of Ari-
zona have found a "fantastic" job
market.

"There are so many jobs it's un-
believable," said Larry Young,
now a safety engineer with San-
dia Laboratories in Albuquerque,
N.M. Mr. Young was offered six
jobs, with salaries from $15,000 to
$ 16,800 a year, despite his lack
of experience.

William Jenkins, now an assis-
tant safety engineer at an Asarco
Inc. mine south of Tuscon, said he
received three job offers with sal-
aries between $12,000 to $16,500.

LIFE AND ACCIDENT

LIFE AND CASUALTY

Daniel Otremba, who had spent
10 years as a safety consultant in
San Francisco before enrolling in
the Arizona program, will manage
the safety department of the
Home Insurance Co. office in San
Francisco. Mr. Otremba said his
salary will be in the $20,000 range.

Carol Padera Ladue returned to
the Hartford Insurance Group in
Norwalk, Calif., as a loss control
technical representative. She spent
five years in safety at The Hart-
ford before enrolling in the Ari-
zona program. In addition to Hart-
ford, Ms. Ladue said she was of-
fered a consulting job, but that
position involved more traveling
and a certain lack of security.

Ms. Ladue said there is a par-
ticular demand for women, since
there are so few in the field.

The Arizona program is fin-
anced by grants from the National
Institute of Occupational Safety
and Health. Students receive stip-
ends up to $6,000 a year to cover
tuition and expenses, according to
program director Nestor R. Roos.

The program has put a particu-
lar stress on new approaches to
safety, Mr. Roos explained. Stu-
dents are taught a behavior ap-
proach to safety, as weH as a dif-
ferent way to looking at statistics
and a unique course in safety law.

"More than anything else, the
program took safety out of the
physical area and into the people
area," said Ms. Ladue. "I used to
think of safety in terms of fire
extinguishers. Now I think in
terms of supervisors and commu-
nication."

Students divide 36 hours among
12 courses. They are also required
to do a detailed research report,
which hopefully will expand the
literature in the safety field. Pro-
fessor Roos, who teaches insur-
ance, draws on existing faculty
for the courses.

Ms. Ladue said she felt the
course had given her career a ma-
jor boost, an assessment shared by
Daniel Otremba. Mr. Otremba
said he had been offered several
field jobs at $17,500, while he
thought the normal pay for that
position was closer to $15,000.

Seven of the 15 members of the

first class have received their de-
grees. The other eight have failed
to complete their research reports.
The current class of 11 students
to expected to graduate in August
and the school is recruiting addi-
tional students for a program to
begin during the summer.

.

Further information is available
from Dr. Nestor R. Roos, Safety
Management Program, Economic
Building, University of Arizona,
Tucson, Ariz. 85721. •

Malpractice
law killed

SALEM, ORE.-The state su-
preme court has refused to rule on
the constitutionality of a 1975 med-
ical malpractice insurance law,
thus leaving in effect a lower court
decision that the law was uncon-
stitutional.

A circuit court judge, acting on
a challenge by the Oregon Medical
Assn., ruled illegal a provision es-
tablishing a sliding scale of pre-
miums for doctors in various risk

categories.
The law had created an excess

liability fund managed by the
Oregon insurance commissioner.
Premiums ranged from $150 for
$100,000 of coverage to $750 for
$750,000.



Earthquake fears help this business
By JOANNE GAMLIN quake condition (allowing for sal- reasonably steady course. Also, Consulting during the concep-

vage and demolition) compared to they are the way the insurance tual stage of new building design

the cost of replacing the entire industry chooses to refer to such is another service performed by

facility on the same site," he ex- losses. Mr. Lord's firm. Basically, what a

plained. Seismic Engineering's basic client has to do is to step forward

He went on to define what he product is a report which gives a and say: "I want a facility in the

means by a percent loss. "A 20% client the aggregate value at risk, 5 to 10 PML range."

loss means that the loss amounted the critical aggregate single event Seismic Engineering can devise

to 20 % of the cost of replacing the in terms of maximum foreseeable criteria to hold PMLs down to

building as a whole. That is, a $1 losses (MFL) and probable maxi- any pre-determined limit, ac-
million loss means that it would mum losses (PML), plus the per- cording to Mr. Lord. The starting

cost $5 million to rebuild the en- centage probabilities of experienc- point is a sound structural sys-

tire structure," he said. One reason ing losses ranging from 2 % to tem. After that, plans can be laid

for using percentages, he added, is 100 % of the aggregate value at to design a facility to withstand

that they can be employed in the risk for time periods of from 10 to almost anything the earth can dish

future if the economy remains on a 400 years. out, he believes. •

LOS ANGELES-Seismic Engi-
neering Associates is in the busi-
ness of reassuring nervous cori)or-
ate risk managers, located mostly
in the Midwest and the East, that
their California property can be
protected against earthquake dam-
age.

The tiny company is riding a
surge of business these days, ad-
vising corporations how to upgrade
their California property to with-
stand quakes as devastating as the
1857 tumbler which registered plus
8 on the Richter scale.

A similar quake today near the
now famous bulge on the San An-
dreas fault outside of Los Angeles
would result in $25 to $50 billion
in damages and several thousand
dead as well as many more in-
jured, calculates Jim Lord, a struc-
tural engineer who founded Seis-
mic Engineering in April 1975,
after operating a similar earth-
quake service for A. C. Martin, a
Los Angeles architectural and en-
gineering concern.

Such a quake would have a ca-
tastrophic effect on the entire Los
Angeles basin or all 6f Los Angeles
county as far south as Long Beach
in the opinion of Mr. Lord.

While the bulge on the San
Andreas fault has drawn a lot of
attention to the quake perils en-
folding Los Angeles, Mr. Lord told
Business Insurance that a tumbler
of like magnitude could as easily
rock the San Francisco Bay area.

"We, that is the people in the
two major cities, will have a big
quake within a decade," he pre-
dicted.

Mr. Lord said his client list must
be kept confidential because in-
surers could feel impelled to in-
crease premiums if they learned
of the earthquake risk analysis
(ERA) of a company's California
property.

However, he did note that 1976
was a good year for Seismic Engi-
neering and it ' is not difficult to
guess why. Beirst, Caltech seismolo-
gist James Whitomb predicted
that a strong quake would rip the
Los Angeles area before April
1977. Dr. Whitcomb has since with-
drawn that forecast, the first for-
mal scientific earthquake predic-
tion ever made for Southern Cali-
fornia. '

Then NBC's John Chancellor
and David Brinkley gave national
publicity to Henry Minturn of
Hawthorne, Calif., who believes he
can predict quakes on the basis of
Lunar positions and phases. Mr.
Minturn issued three quake fore-
casts, one for Southern America,
one for the area near the Solomon
Islands and one for Dec. 20 to 22
for Southern California.

Mr. Minturn, who reportedly
has held a variety of jobs ranging
from aerospace engineer to secur-
ity guard, said shortly before Dec.
20 that he would refrain from is-
suing further earthquake predic-
tions.

Finally, Dr. Robert M. Hamil-
ton, of the highly respected U.S.
Geologicad Survey, said that an
impending quake awaits Southern
California because of the "tremen-
dous strains" that have been amas-
sing for more than 100 years in the
San Andreas.

Seismic Engineering Associates
feels it can assist a company in
protecting its California property
from quake devastation at a cost
of "only a modest investment." Mr.
Lord defines "a modest invest-
ment" as the cost of returning an
existing building to the shape it
was in before the earthquake.

"When we talk a percent loss,
we are speaking of the cost of re-
storing a facility to its pre-earth-

1971 earthquake demolished ex-

it will

Mr. Agent: The advertisement below is part otUSAIG's effort to help increase your aviation business.appear in the aviation press during the next several months in tull page format.
Do you know
enough about

aviation insurance

to order a policy
over the phone?

Probably not. Most pilots are not insurance experts-they
don't know the market and aren't familiar with such terms
as declarations, exclusions, conditions, warranties, etc.

Moreover, dealing direct is no guarantee that you'll
save money on purchasing a policy. In most cases, your
local independent insurance agent can get you a better
deal than you can make yourself. After all, he's an
insurance professional who can accurately assess your
needs and arrange proper coverage through any of a
number of aviation insurance markets.

For reasons like these, USAIG believes in and only
works through licensed insurance agents and brokers in
arranging aviation coverages. This doesn't mean we'll
always write your business, but it guarantees you-the
Insured-the best all around protection and service
money can buy.

So, next time you need aviation insurance, check with
your local agent. And while you're at it, ask him· about the
USAIG 360° protection plan-it's a lot USAIG
more than just another insurance policy. unIHOS,mES,1,11=„mnSURR„CE GROUP

fhe aviation insurance pros

New York · Atlanta · Boston · Chicago · Dallas · Denver · Houston · Los Angeles · Toledo · San Francisco
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DAVIS, BORLAND & CO.
INSURANCE BROKERS

99 CHURCH ST., N.Y., N.Y. 10007
TEL: (212) 791-2100

Ye//ow Cab prob/ems
continue in 3 cities

By JOANNE GAMLIN

LOS ANGELES-Yellow Cab
operations, which were brought to
a halt in six California cities by
an inability to obtain liability or
workers' compensation insurance,
remain in limbo here and in San
Francisco and Los Angeles.

The Yellow Cab operations in
three other cities-San Diego,
Oceanside and San Jose--have
been sold by the financially
strapped Yellow Cab Co. (YCC),
which filed for bankruptcy in
December. The airport bus lines,
also owned by YCC, have also
been sold.

YCC is a subsidiary of West-
gate-California Corp. of San Diego,
which is also in bankruptcy pro-

A good insurance brokershouldbe there
when you need hilll.
Noils,an(is, orbuts.

If fire breaks out in one of your company's
warehouses, you need the help of your insurance
broker. Now. No matter what the time of day
or night.

Managing corporate risks has never been a
9-to-5 job. When you have problems that need
handling, or questions that need answers,
you want your broker to be accessible. And
knowledgeable about government regulations.
Changing marketplace trends.

Where can you go for answers, backed by
around-the-clock accessibility?

Try us.

R. B. Jones is a national broker. We've been
providing major corporations with up-to-date
recommendations in all areas of risk management
since 1889. Property. Casualty. Marine. Surety.

Employee benefits. You don't have to be a
client to calI.

When it comes to insurance and risk
management, we believe you can never ask too
many questions. We can supply answers, no
matter what the time of day or night.

We have offices in Atlanta, Boston,
Chattanooga, Chicago, Dallas, Daytona Beach,
Eustis-Orlando, Houston, lefferson City, Ioplin,
Kansas City, Los Angeles, New Orleans, New
York, St. Louis, Tampa, Tulsa, Waterloo, Wichita.

Or call our corporate headquarters in Kansas
City, 816/391-1000.

R.B.Jones insurance.

ceedings.

The fate of the Yellow Cab
operations remained unresolved in
late January. The Los Angeles city
council put the company's down-
town and three other franchises on
the auction block when a com-
mittee considered whether to re-
voke the license due to Yellow
Cab's failure to meet city insur-
ance requirements.

However, the recommendation
was delayed by a U.S. bankruptcy
court in San Diego restraining or-
der preventing cancellation of the
license pending a hearing.

At the same time, it appeared
that the efforts of Bill Griswold,
head of the Griswold Group Ltd.
of Los Angeles, to form a cab co-
operative had fallen by the way-
side. Mr. Griswold said the Team-
sters union which represents Yel-
low Cab drivers vigorously op-
posed a co-op.

A spokesman for Red/White
cab, Los Angeles, said he believes
YCC will fail in its efforts to
settle its liabilities and emerge
from bankruptcy. As a result, he
said that YCC's franchises in San
Francisco, Oakland and Los An-
geles will be moved to new own-
ers, meaning that the largest cities
in the state will be without taxi-
cab companies that go by the name
of Yellow Cab.

Meanwhile, the bulk of inde-
pendent cab companies in the state,
including the companies that
bought the Yellow Cab operations
in the three California cities and
m Phoenix, Ariz., anxiously
watched the efforts of L.F.C. In-
surance Brokers of Beverly Hills
to negotiate a new public liability
and workers' compensation pack-
age with a new underwriter. The
Eldorado Insurance Co., which had
been writing this business, with-
drew late last year.

Noting that his firm boasts about
72 cab company clients, Ronald
Jackson, an account executive,
said his firm is now negotiating
with a new carrier and he hopes
the coverage will be placed by
March 1. Until that date, he said
he could not reveal the name of
the prospective underwriter.

The insurance situation for cab
companies is so grim in Califor-
nia, he said, that most companies
are restricted to going through
L.F.C. or the state's assigned risk
plan and its steep premiums.

Last December, the Los Angeles
Times reported YCC went broke
as a result of high insurance pre-
miums paid to Westgate-California
Insurance Co., a wholly owned
subsidiary of the parent company,
and high benefits paid to the
Teamsters. Former YCC execu-
tives said that from 1972 to 1974
their company had to pay higher
than necessary premiums to the
insurance subsidiary, which failed
in 1974.

However, a Westgate-California
spokesman said that these officials
were resentful because they valued
the cash flow which their com-
pany had when it self insured its
public liability and workers' com-
pensation coverage.

"Westgate-California made a
business decision in 1972 to have
YCC buy its insurance coverage
from the new insurance subsidi-
ary," he said. YCC had to make
the transistion to paying for full
insurance "and they didn't like it."

He said the insurance subsidiary
went broke in 1974 because C. Ar-
nold Smith, who owned Westgate-
California, forced it to invest in
stocks and bonds from U.S. Na-
tional Bank, San Diego, which
later collasped. •
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editorial opinions

Oil spills and you
T'S ABOUT TIME the insurance industry-the risk man-
1 agement profession included-takes an active role in as-
suring that poorly maintained and unsafe vessels be kept
from the world's oceans.

For all the hullabaloo about product liability, we see an
issue of risk involving lost tankers, spilt oil and pollution li-
ability which fs at least as great as any risk in the product
field.

Why, then, don't insurers put pressure on the world's
ocean fleets to clean up their risks? We don't see premiums
rising by 1,000% the way they're jumping in the product
field. We don't see anyone requiring more ship inspections
to assure safety. We don't see the world's insurers taking
steps to prevent the kind of seagoing demolition derby which
has taken place since early December, resulting in a half-
dozen major ship disasters.

Lest our readers think we are being overly critical of the
insurance industry-U.S. and foreign insurers alike-for
what was a fluke in statistics, we would remind those who so
question that in all of 1976, 19 tankers sank, exploded or
went aground. This was more than double the 1975 toll. 1974
was also a bad year.

There's a failure of commitment on the part of those who
would insure against such frequent and massive losses-a
commitment to loss prevention and safety that any good risk
manager recognizes as essential.

Product liability news
M ANY OTHER PUBLICATIONS are taking up the ban-ner of product liability, giving more news space to cov-
erage of the problems businesses face with rising product
insurance costs. They are also taking editorial positions on
the need for some tort reform measures and reasonable limits
on awards.

If nothing else, consumers-you and I and our neighbors
-are getting an education in the process. Excellent. One of
the major problems with the tort system as it's now consti-
tuted is that people use it too quickly, in the heat of anger
and often feeling entitled to profit from bad experiences.

The more news stories that appear on this subject, the bet-
ter the citizenry will understand the long term cost of such
attitudes. And cost, they do.

National health-again
 OR THE FOURTH year in a row, Congress will dealwith the prospect of national health insurance, wrestling
with three major bills reintroduced within recent weeks.

A new Congress, a new administration, but the same old
battle. The conflict, of course, will come when Ted Kennedy
and his cohorts press for a system so comprehensive that the
country might not even begin to be able to pay for it.

Although the goals of those who would revamp the health
care delivery system are laudable, the methods are worri-

some. As consumers of government services and as taxpay-
ers, we are worried about the push for broad-based govern-
rnent health care.

The new secretary of HEW, Joseph Califano, has said that
the Carter administration will move slowly-ever so slowly
-on national health insurance, taking at least a year to study
the many proposals and submit its own recommendations.

Good for Carter. He deserves to be applauded for resisting
the temptation to rush headlong into cumbersome federal
programs which are sure to substantially raise the cost of
health benefits for business, as well as boosting the taxes you
and I pay.

In fact, if there is anything we'd fault both the public and
private sectors for, it's the failure to do enough studies scru-
tinizing just how much NHI will cost us over the next 10
to 20 years. The added cost at the onset of such a massive
program is one thing, but the long term economic impact is
a far more serious problem.

Two decisions we /ike
 CCEPTING AS WE DO that some-if not most-of thecurrent abuse of the legal system, in the form of too
much litigation, is the result of lawyers' successful efforts
to make money, we offer the comment that we don't cry
when we see some firms lose cases.

One such outfit is the Iaw firm belonging to Herb Hafif
of Orange County, Calif., who brags that his firm has won
something like 13 of the 97 cases in which more than $1
million was awarded to the plaintiff (s).

But he recently lost a couple, if you can call reduced
awards lost cases. An award against Washington National
Life Insurance was thrown out altogether, a switch from the
earlier jury award of over $5 million to a policyholder who
had his insurance claims denied. The judge would have let
stand a $250,000 award, but the plaintiff would not accept
that figure.

Mr. Hafif's law firm also won a $5.1 million ruling against
Mutual of Omaha in a similar case, although that award al-
so has been reduced to a still-large $2.6 million.
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letters
Business Insurance welcomes

letters from its readers. Please
keep your comments as blief as
possible and we reserve the right
to edit or shorten letters for dar-
ity or space. Please send your
comments to Letters to the Ed-
itor, Bussiness Insurance Maga,
zine, 740 N. Rush St., Chicago,
ILL 60611.

Grads with experience
To the Editor: Ms. Krakowiecki's

riskWatch column on the problem
of college graduates finding risk
management jobs in your Jan. 10
issue was interesting in what it
said, and more interesting in what
it omitted.

Her article mentions that "after

speaking with Mr. Judd, BI con-
tacted leading business schools
Iike the University of Pennsyl-
vania's Wharton, Temple Univer-
sity and the universities of Geor-
gia, Arizona and Wisconsin. . ."
The interesting omission is that
the two largest colleges of risk

management and insurance-The
College of Insurance in New
York, and Georgia State in At-
lanta-were not contacted.

I cannot speak for Georgia
State, but I can speak for The
College of Insurance.

The college's full-time degree
program is on a work-study basis,
providing internships whose ab-
sence she lamented. Students en-

tering the program are sponsored
by one of the over 200 organiza-
tions which support the college,
and embark on a five-year period
of' alternating four-month periods
of school and work. At the end of

the five years they have a degree
(Bachelor of Business Adminis-
tration, with an insurance major,
or Bachelor of Science, with an
actuarial science major) and two
and one half years of actual work
experience. Sponsors using the
program include insurance and
reinsurance companies, agents,
brokers, accounting firms, adjust-
ing firms, rating bureaus, and
consultants. Unfortunately, there
are no industrial firms using the
program at this point.

While the vast majority of
graduates remain with their

sponsors after graduation, not all
do, and those who have wanted to
go into the field of risk manage-
rnent have been placed with no
problem, even though we do not
have a regular placement office.

The article refers to the use of

students by consultants. One of
our graduates was hired by Peat,
Marwick & Mitchell and another
by Gilbert Management Consul-
tants immediately upon gradua-
tion. Risk Planning Group, to
which reference was made, em-
ploys one of our alumni as a vp,
though admittedly he went there
after completing graduate studies
at Harvard and accumulating
some experience.
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As trustee ofa company's
Pension Plan,you had to
start looking for a compre-
hensive insurance policyjust
as soon as the ER[SAAct of
1974 went into effect. Na-
tionalUnionwasoneofthe
first with the coverage you
needed when you needed it.
_ _ Over We next two years,
Grustees likeyourselfcontin-
uedto compare newpolicies.
Some ofyou found Out that
National Union' s Pension
Liability Trust Coverage was
still whatyou needed.

And now; National Union
offers you the optionof in-
cluding employee benefits
errors and omissionaWhen
you add it all up, you'll real-
ize that the more than 4,000
insureds who get Pension
Liability Trust Insurance
fromNational.Unionknowa

goodthingwhentheyseeit.
We welcome inquiries from

any licensed agent or broker.
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place business with
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letters source of personnel. We have seen have followed would result in leg- burner which I ann afraid the heads buried in the sand Peoplea trend (in New York City, at islators at various levels putting form which your editorial has only engage insurance consultants
Continued from page 18 least) for industrial firms to hire off any action until the wheels taken would lead many people to or create risk manager staff posi-beginners who can be trained in of industry in this country grind doMs Kra kowi ecki complains risk management concepts from to a halt because of the weight of tions because they have a problem

W. Brandschutz As I tell our clients, I don't havethat "there are very few compa- the beginning without the neces- product liaoility insurance or the President, The Manufacturers any problems, I only have projectsnies with enough guts or imagi- sity of getting rid of the hang-ups inability to secure insurance at Brush Co, Cleveland, Ohionation to gamble on a risk man- somebody from an insurance all Possibly some of the groups seek-
ager who hasn't made a slow background might have. If you were to dig more thor- ing reform should keep that in

mind It's surprising how manycrawl up through an insurance We do not really see the prob- oughly into the problem, you ··· jMore on produc more solutions you can find if youcompany or a brokerage firm " lems Drs Leverett and Snider would flnd that there are compa- To the Editor: Your Jan 10 only have prolectsWhile I agree that insurance complain about Maybe New York nies which have been forced out "Editorial Opinions" deserve com-
Stanley C. Brockcompany or brokerage back- 15 dtfferent from Athens or Phil- of business and companies or asso- ment The present product liability The Lukes-Brock Co, Milwau-ground is not necessary for the adelphia, or maybe their aspira- clations which have been forced legaI situation needs to be re-job, I cannot fault any company tion levels are unrealistic kee, Wis

for not hiring a risk manager with Matthew Lenz, Jr. to the extreme of a captive insur- formed, for the simple reason the * * *

no experience The student should ance setup because they were un- application of the law is unlust To The Editor You don't thinkChairman, Property-Llability able to sect.re projection through The public is entitled to be pro- there is a genuine product habil-recognize that is will be necessary Insurance Division, The College the normal Dhannels. Also I must tected, as they should be against ity insurance crisisto start in a "back-up" position of Insurance, N. Y
to learn the practical application obJect to the way in which you any wrong. I quite agree with What then do you think the
of the theories and principles blithely toss around increases in your last sentence recommending National Assn of Insurance Com-
which have been taught at school product liatillty insurance prem- "solutions methodically developed missioners is up to when it callsProduct I iability crisis iums of from 02% to 234% as and systematically appliedSince the discipline of risk To the Editor. I must take though costs are of little impact for the product liability insurance
management is still evolving from strong exception to your editorial Unfortunately some of the prob- industry (PLII) to develop "onI agree that we should not be- lems are being compounded by a voluntary self-supporting basisthe discipline of insurance, it is of Jan 10 entitled "Product Lia- come hystencal and attempt to insurance buyers ringing their a residual market m ech anismonly logical that insurance com- bility. A Crisis or a Problem?" I arnve at half-baked solutions but hands and crying on the shoulders (e g syndicate pool) to providepanies and brokerage houses am very much afraid that tne ed- that does not mean that we should of underwriters who have their full insurance av ailability for

product liability coverage?"
Fortunately those companies< The most up-to-date "how to do it" working tool for financial who are in the process of being

destroyed do not have to rely onofficers, risk and insurance managers of corporations, and your thoughts on the sulnect that
you are not convinced that "thereothers involved in the field of risk and insurance management are very many companies that
cannot obtain the necessary lia-

risk mamagement
bility insurance at any price "

To justify your conclusion that
there is no general crisis, you cite
RETORT's survey results and ex-

reports
pressly imply that our report is
representative of the exception

from bmineSS inanranee rather than the rule, thereby sup-
porting your conclusion that
there is not much evidence that

Risk Management Reports are published bimonthly by Business and their staff-who are risk management consultants-with both "anybody's going out of business
Insurance and cover-in-depth-subjects pertaining to the following large and small companies and Institutions in the U S and abroad because they won't operate with-four major risk management categories out insurance

• Exposure identification/Risk Analysis • Risk Control The editor of Risk Management Reports Is H Felix Kloman. prest- You glibly dismiss the critical
• Risk Management Administration • Risk Finance dent of his cwn consulting firm, Risk Planning Group. assisted by concerns of the 12 companies

Myrna S Briskin. assistant editor. and an editorial advisory board in-
Each report Is preceded by a Current Comment section with notes on cluding the following experts Thomas G Briggin. Risk Planning

which listed premium quotes yet
ideas and subjects of current interest The format is 8'h" x 11'. Group, Jean-Paul Decottignies. Risk Factoring. SarL. Peter

complained they couldn't get
looseleaf. three hole punched. for ease of filing in an attractive loose- Downes, American Trading & Production Corporation. Paul B

product liabilrty coverage One
leaf binder which will be mailed to subscribers with their first report A Ingrey, Prudential Reinsurance Company. Peter Law. U S Industries.

is in default on a $9 million line
cumulative index is prepared annually and the length of each report is Stanley R. Tarr, Rutgers University. Stefan J. Valovic. Stone &

of critically important bank cred-
30 to 40 pages. permitting thorough analysis of each particular sub- Webster Engineering Corporation Other experts from insurance com-

it which requires maintenance of

Ject Emphasis ts placed on developing practical working tools for the panies, brokers and safety consultants will, from time to time. par- $6 million total products cover-
risk manager, drawn largely from the continuing contacts of the writers ticipate m the preparation of specific reports age Another cites 35 of 37 car-

riers refusing to quote One states
FORTHCOMING RISK MANAGEMENT REPORTS that he dropped coverage corn-

SUBJECTS COVERED BY PAST REPORTS pletely because of drastic in-• Annual Captive Insurance Company Review. A revised and up- INCLUDE THE FOLLOWING: creases in rates
dated list of captive insurance companies their parents and captive You go on to state that RE-
management companies A review of current trends in the captive • Natural Hazards How do you factor natural hazards into the risk TORT «

has not done any tabu-marketplace with an analysis of the direction this growing market is management process? Identification of potential hazards Howtaking lating of responses on its own
should the, be covered 7

• Emergency Planning A discussion of the preparation of emergen- and then you proceed to declare

cy plans of action and their implementation,including an example of that the upper range of our fig-• Self-Insurance of Workers' Compensation Reasons for this
an Emergency Planning Workbook ures is a distortion If there is

growing trend A complete review of the regulations in each of the
• Business Interruption Exposures An analysts of business inter- any distortion, it is yours Fur-50 states Identification of those firms capable of assisting in claims

ruption exposures with tangible examples of how to calculate administration thermore you left out some in-

business interruption values The author will use actual case studies teresting areas which should be
as illustration 0 Project Risk Management Where are you when decisions are studied by a standing committee

• International Risk Management. Asia, South America. Africa. made on a new projecti All too often, informed afterwardi Dis- of Congress to see if our random
Australia A survey of risk and insurance management practices. cussed are -project" risk management techniques drawn from a responses are indicative of a na-
procedures- and problems-ex-Europe case study by two British risk management consultants tional situation.

There are seven companies in• Merger and Acquisition Procedures for the Risk Manager A
discussion of the problems which arise during mergers and acquisi- • Risk Management Cost Allocation An effective risk management our survey results which, al-
tions related to existing insurance programs. safety and loss control program should be understood and Implemented at the operating though they never had a single
programs and employe benefit programs This report offers the risk unit level How do you allocate "cost-of-risk" to the responsible claim, not to mention a judgment

operating unit? Cost allocation as a function of risk controlmanager guidance In anticipating these problems and alternatives or even a settlement, have re-
for solving them • The Hold Harmless Clause Whether this clause ts considered ceived increases in one year of

• System Safety and its Application to Risk Control System safety 1,000%, 1,349%, 787%, 300%,"broad." "moderate," or "limited." it will invariably invoke some
is a theoretical. scientific approach to risk control The report will il- controversy and Involve highly expense,ve legal talent An attorney 2,224%, 340%, 576% There are
lustrate the selective procedural steps which are employed to pre- discusses the clause and asks is it worth using at all? five companies which have only
vent 'things from going wrong one claim which received increas-

es in one year of 352%, 600%,
Why you should subscribe to RISKMANAGEMENT REPORTS 923%, 1,333% and 2,437%.

[3 YES, enroll me as a satisfaction guaranteed sub- It is amazing that your concern
We live in an age of Information explosion and all in the risk management field (Including scriber to Risk Management Reports at the annual sub- permits you to concern yourself
financial officers. risk and Insurance managers safety specialists, consultants, agents brokers scription rate of $60, which I have enclosed, and start with companies that are "veryand insurance company representatives) have different specialized Inputs many of whichare
depended upon to assist m decision making A single in-depth resource Is reeded which is ob- my bimonthly subscription immediately hesitant to introduce and sell new

jective and lucid and which has researched all of the pertinent material which applies to a O YES, enroll me as a satisfaction guaranteed subscrib- products" because, you say, of the
given subject Risk Management Reports ts such a tool and ts a ready reference for the well threat of increased litigation and
informed risk and insurance manager with past material being frequently up-dated and new er and bill me/my company $60 with the first report broader legal liability rules It is
subjects of current Interest being treated in appropriate depth Each year Risk Management a fact of the "system" that there
Reports will publish an "annual" Report on captive insurance companies with the most cur- wouldn't be any legal liabihty ifrent listing of captives, their parents and their operations Also. periodic surveys are conducted NAME

through Risk Management Reports covering risk management practices and procedures and there were not an insurance

the results are published so as to enable subscribers to measure their responses against those mechanism. New products are not
of the industry in general TI-LE being produced and marketed be-

The Current Comment section ts a stimulus for new thinking-with a wide-ranging review cause of the refusal by the PLII
and discussion of topics that concern the risk manager and the risk management process-and COMPANY to offer insurance coverage
can be used as a tool by which the risk manager can anticipate developing exposures and take Of course it is the initiation of
corrective action before there is a financial loss

STREET the litigation itself and the ac-
To subscribe to Risk Management Reports fill in the coupon and send it with your

remittance to companying discovery costs

Risk Management Reports, c/o Business Insurance, (17 STATE ZIP which have triggered the "loss
control" activities of the PLII.740 Rush Street. Chicago, Illinois 60611 Mill to Risk Management Reports

(Make checks payable to Risk Management Reports ) But until such time as the tort
ck Busness Insurance 740 Rush St Chicago. 8 60611 system itself is abandoned in per-

sonal injury litigation, then we



do not see how you can fail to
support consumer advocate Ralph
Nader's urging that Congress set
up a standby insurance program
for small businesses and manu-

facturers hit by skyrocketing
premiums for product liability
insurance.

In our opinion every time a
powerful group in this country
takes advantage of its position to
strip individuals of their rights
and liberty and dignity, these
organizations debase the country
and themselves. Our government
will be no better than our re-

sponse to the abuse of powerful
organizations. It seems that you
have a uniquely important role
to play in your editorial opinions.

E. H. Rosenberg

President, Retort Inc., Frank-
lin, Mass.

Carcinogen dispute
To the Editor: The Nov. 1 issue

of Business Insurance carried a

piece ("Tanker Deductibles Up;
Casualty Losses Down") in which
Mr. Arthur McKenzie states that

an analysis by Exxon Corp. scien-
tists shows that between 250 and

500 tons of potentially cancer-

causing compounds are spilled in-
to the oceans each year.

Well before publication of these
statennents, Mr. MeKenzie was
notified that his statements are

erroneous in the context offered.

On Sept. 24, Mr. R. A. Brown,
scientific adviser with Exxon Re-

search and Engineering Co., and
one of the authors of the report

which Mr. McKenzie cites, wrote
Mr. McKenzie the following
statement:

"Your claim that 250-500 tons

per year of these carcinogenic
compounds are entering the oceans
. . . is based upon including the
three compounds: benzo(a)pyrene,
benz(a)anthracene, and chrysene.
Benzo(a)pyrene is recognized as
a highly potent carcinogen. Chry-
sene, on the other hand, at worst

is a weak carcinogen and indeed
may not be carcinogenic at all. To
place chrysene in the same cate-
gory as benzo(a)pyrene is like

mixing apples and oranges. Since
most of the 250-500 tons per year
of your claimed input is due to
chrysene this statement is mis-

leading. I would suggest that
benzo(a)pyrene is the only legiti-
mate yardstick that you can use.
This yardstick has been accepted
and is used by investigators in
many disciplines including chem-

istry, biology, medical research,
and environmental science."

Brown's letter also cited im-

proved analytical methods used by
investigators which clearly show
that hydrocarbons present in the
marine environment do not all

originate from petroleum, and that
even the highest concentrations of
plycylic aromatics found in ma-
rine organisms such as clams,
oysters, crabs and some fin fish
are less or no rnore than levels

observed in common foodstuffs.
W. 0. Gny

Exxon Corp., New York

Mr. McKenzie replies:
I disagree with Exxon's letter

that states, "... his statements
are erroneous in the context of-

fered." The data in the report con-
cerning potentially cancer-causing
compounds was obtained from two
published reports. The fact that
the amount of at least three of

these compounds is considerably
greater than previously suspected
is something people should know
about.

Seamen cleaning tanks come in
close contact with oil. Beaches that

are sometimes polluted with odl
and tar lumps offer oil-contact to
bathers and beach users. It is only
prudent for people that may come
in contact with oil to be aware of
the new data that has come to
light.

g
o ea ...

the Gircle of Protection
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HERE ARE 58 BENEFIT BOARD MEMBERS
Employe benefit managers serving on the our readers know our sources.

Business Insurance Benefit Board approved Of the 66 panelists, 58 gave permission
disclosure of their employers' names, so to list their companies' names.

Abbott Laboratories
ACF Industries

Addressograph Multigraph Corp.
American Can Co.
Babcock & Wilcox
Bemis Co. Inc.

Borden Inc.

Brown & Williamson

Tobacco Corp.
Campbell Soup Co.
CBS Inc.

Celanese Corp.
Cherry-Burrell (div. of AMCA

International Corp.)
Container Corp. of America
Continental Group
Control Data Corp.
CPC International Inc.

Crain Communications Inc.
Cranston Print Works

$5.4 million
iury award
overturned

By GREG DAVID

EVANSTON, ILL.-A Califor
nia trial judge has overturned a
$5.4 million award against Wash
ington National Insurance Co. in
connection with the insurer's fail
ure to pay a long term disability
claim.

The judge ordered a new trial
only on the issue of theamount of
damages. Washington National has
appealed the ruling, asking for a
new trial on the issue of liability
as well.

An Orange County jury last
summer awarded Julius Austero

$100,000 in compensatory damages
and $5.3 million in punitive dam
ages. Mr. Austero, a lawyer who
suffers from a rare brain disease,
argued Washington National acted
in "bad faith" when it refused to
pay him disability benefits.

Washington National, the in-
surance carrier for the medical and

disability coverage for California
lawyers, argued the policy had
lapsed for failure to pay premiums
12 months before a claim was filed

Mr. Austero argued he was al-
ready disabled when the policy
lapsed. But the insurer contended
he had continued to work for nine

months and that the policy re-
quired "total disability."

The judge ruled the jury's award
was based on insufficient evidence
and "passion and prejudice." The
court offered to allow the verdict
to stand if Mr. Austero would ac-

cept a $254,000 award-$54,000 in
compensatory damages and $200,-
000 in punitive damages.

Mr. Austero's attorney, Herb
Hafif, said he would also appeal
the ruling, asking the higher court
to reinstate the jury verdict. Mr
Hafif said he is tired of judges
substituting their judgments for
the decisions of the jury.

Vowing to take the case to the
California Supreme Court, Mr
Hafif said he was "goddamn mad
at this one" and that it was a case
of institutionalized "corporate ar-
rogance."

The award was believed to have

been the largest in a breach of
faith case. A California appeals
court late last year reduced to $2.6
million from $5.1 million an
award against Mutual of Omaha in
another breach of faith case in-

volving disability benefits.
Mr. Hafifs firm also handled the

Mutual of Omaha case. The attor-

ney said he felt the Austero case
was stronger than the Mutual of
Omaha suit.

Crown Zellerbach Corp.
Dart Industries

A. B. Dick Co.

FMC Corp.
General Dynamics Corp.
General Mills

Gulf Oil Corp.
Hercules Inc.

Honeywell Inc.
S. C. Johnson & Son Inc.
Lever Bros. Co.

Eli Lilly & Co.
Thos. J. Upton Inc.
Lockheed Aircraft Corp.
Mead Corp.
Medtronic Inc.

Meredith Corp.
Mobil Oil Co.

Morton-Norwich Products Inc.
National Service Industries Inc.

Nordstan Corp.
Northwest Industries Inc.
Otis Elevator Co.

J. C. Penney Co. Inc.
Pfizer Inc.

Polaroid Corp.
Quaker Oats Co.
Ralston-Purina Co.

Republic Steel Corp.
Ryder System Inc.
Sherwin-Williams Co.

St. Regis Paper Co.
Sun Co.

Sybron Corp.
TRW Inc.

TRW-Defense & Space Systems
United Airlines
U.S. industries

Weyerhaeuser Co.
Wickes Corp.

Benefit survey...
Continued frompage 3
the problem and will most likely
be instituting new or tougher
controls on claims and costs in

the next year or so. Only four
benefit managers responding to
the Benefit Board survey said
they don't have any problem with
rising costs and aren't worried
about controlling outlays for
health benefits.

Six panelists are worried about
rising claims and costs in the
health care field, but they don't
know what to do about the prob-
lems within their own companies.
Some comments from benefit man-
agers indicate they feel almost
powerless to control costs in the
face of almost overwhelming utili-
zation and inflation.

Take the comment from one

manager when we asked what he

'' L -· 9..

was doing to control costs: "Not
much. We have tried to squeeze all
the 'water' out of the program by
consolidating coverage under a
master ASO contract, pushed de-
ductibles and coinsurance, are
looking into second opinion pro-
grams, but it's like bailing out the
ocean with a spoon."

Similarly, another manager al-
so admitted he's doing "very lit-
tle" to control costs, mainly at-
tributable to "plan design (which)
has become so broad and compre-
hensive that our insurance plans
tend to increase costs rather than
to control costs. Responsibility for
cost control has largely been dele-
gated to carriers and to 'jawbon-
ing' with providers of hospital and
rnedical care. '"

Many benefit managers have al-
ready instituted claims and other
control mechanisms, listing 33 dif-

AAEMO FROM
MARSH & McLENNAN

How your
company may be
able to obtain

'more insurance,'
without

necessarily buying
more insurance.
What's insurance all about

anyway? Just one thing:
shielding your assets from
unexpected losses. For this
protection and peace of mind,
you are willing to plan for and
pay a specified sum that you
consider a fair price for this
removal of risk.

Errors are made when you lose
sight of the fact that protection
is the goal while insurance is
merely one means to attain
that goal. It follows then that
"more insurance" is not neces-
sarily the most advantageous
way to achieve a higher
level of protection

The risk management
concept

The idea is to start thinking in
terms of managing the multi
tude of risk situations search



ferent techniques being used to cut
costs or at least hold them steady.

Tighter claims administration
programs, including tougher stan-
dards for claims review, are the
most frequently used method ( 23
respondents) of holding down
costs.

Four benefit managers specific-
ally noted that they're strictly en-
forcing coordination-of-benefit

(COB) provisions in their health
policies.

Second in order of frequency of
use is the adoption of health main-
tenance organizations (HMOs) as

a tool of cost control, by 11 cor-
porations. These companies are in
the forefront of what appears to
be a long term shift to preventive
medicine and clinical practices.

Ten benefit managers said

they've begun expanded programs
of educating employes. These ef-
forts usually include information
sessions, booklets, and other meth-
ods to teach workers proper utili-

ing always for the most efficient
method of attaining the
necessary protection. The
concept of risk management in
today's complex business and
legal environment requires
more than conventional insur-

ance responses.

In simplest terms, risk man-
agement entails identifying
risks, assigning value to them,
anticipating losses and making
objective decisions about what
steps to take before losses
occur, so that they have the
least impact on the operation of
your business.
Linked to this. of course, is the

need to implement a meaning-
ful loss control program which
will help to prevent or reduce
the incidence and severity of
losses.

Two principal options
are open

First of all, risks may be trans-
ferred in the conventional

insurance manner. The impor-
tant thing to remember here is
that this decision is made only
after a thorough review and
examination when it is

concluded that this is the

correct response in the particu-
lar case under consideration. It

should not be a reflex action.

Secondly, risks may be
assumed byyour company,
either in whole or in part. A
higher deductible is an obvious
way for a company to assume a
portion of the risk and thereby
reduce the cost of purchased
insurance-yet still retain ade-
quate insurance protection
against catastrophic loss. An

Marsh&
Mci ennan

zation of their health benefit

plans, the advantages of good per-
sonal health habits coupled with
preventive medicine and the ac-
tual cost of benefits provided by
their employers.

These programs, along with
greater use of HMOs, are closely
linked to the change noted by
eight additional benefit managers
to "more preventive medicine, use
of regular physical examinations
and health screening programs."

Eight corporations have insti-
tuted second opinion programs for
surgery and/or for any elective
processes. Included in this group

are the firms requiring pre-certi-
fication or predetermination of
procedures involving dental sur-
gery. Two other benefit managers
also noted their companies "sup-
port professional standards review
organizations (PSROs)" to con-
trol the quality and quantity of
physician services provided in a
community.

Along these same lines, one ben-

established self-insurance pro-
gram is another way for a com-
pany to assume its own risks,
:*%58-*EN.$%5*1*S-*SS

A PROPERTY T
INSURANCE PROGRAM

for Protection of $26,250,000 in Assets

guota Share Participation
25% 25% 20% 20%

4 B IC/D Client
Excess Cove Share

$25,000,00

Primary
Insurance Insured Layer

COS. $1,000.000

Client
Self-Insured

Retention

$250,000

while diverting the money ear-
marked for premiums into a
separate fund to cover
projected losses.
The optimum plan mayvery
well contain elements of

both(see chart) but only with
expert analysis can one
approach the optimum with
confidence.

Which direction foryou?

We stand ready to advise and
assist you in any way we can.
Every Marsh & MeLennan
account is assigned a profes-
sional account manager. who in
turn can call on all of the con-

sulting and specific technical
services which set Marsh &

Meknnan apart in terms of

efit manager hired an outside serv-
ice provider to do a major study of
hospital confinements paid for by
the company.

Three other managers have ar-
ranged with their insurer for
monthly statistical reports on all
claims filed, reserved and paid so
that they can track the charges.

Several of the cost control tech-

niques fall into the category of re-
ducing long term payouts for seri-
ous or chronic illnesses. These in-

clude rehabilitation for certain

long term disability cases (2 pan-
elists), treatment of drug abusers
and alcoholics (2 panelists) and
use of home health care and/or

nursing home care whenever pos-
sible (3 panelists).

In the fight against expensive
hospitalization claims, six compa-
nies have provided more benefit
coverage for outpatient care, and
encourage pre-admission diagnos-
tic testing as well.

Internal funding and adminis-

tration of health benefit plans are

often seen as prospectsfor cost
control. Seven contributors said

they've gone to more self-insur-
ance of health plans, and another
panel,ist also said he'd "changed
the funding method." Another 6
panel members said they're taking
a harder line with their insurers,
reducing the reserves held by car-
riers to pay future claims.

Eight companies have raised the
coinsurance or deductible provi-
sions of their policies.

Three said they controlled costs
by switching to flat fee schedules
for benefits, instead of covering
more costly "reasonable and cus-
tomary" charges.

Four managers said they're
working to restrict the expansion
of medical benefits.

Several panelists specifically
noted that they've recently inte-
grated their health plans with their
corporate auto insurance programs,
so that they routinely exclude
health insurance claims related to

competence. What is upper-
most in our minds, as well as

yours, is making certain you
receive the protection you need
at the most reasonable cost.

The fact is. nobody i n the
industry is better equipped to
counsel you on the best course
to follow and to assist you, at
every step along the way,
toward a risk management
plan which makes sense for
your operations.

For a more complete exami-
nation oftms and related

SU4jects, simply sendjor your
copY Qf. 'The Risk Management
Concept-Insurance Plus." Write

/ to Dept. 100-BL Marsh &
McLennan, Incorporated, 1221
Avenue oftheAmericas, New
york, N.Y. 10020

.**%..

Every dient is assured ofprefessiona/ risk and
insurance management services -iii depth.
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vehicular accidents where other

insurance is available.

Four companies whose benefit
managers are on our panel now
have representatives on hospital
boards.

Several companies have initial-
ed task force committees to devel-

op cost ccntrol tools.
Two companies work with the

Washington Business Group on
Health to stay on top of health
benefit costs and trends. •

Insurance

role curtailed

for affiliates

court decision sharply limits the
types of insurance non-bank sub-
sidiaries of bank holding compa-
nies may sell.

The U.S. Fifth Circuit Court of

Appeals ruled that banks' non-
banking subsidiaries, such as their
mortgage and finance companies,
no 16nger could sell insurance in
connection with loans.

The court said in the Jan. 10

decision that bank holding com-
panies now may sell insunance

only through their banking opera-
tions.

The only exceptions would be
credit disability and mortgage re-
demptive insurance which a non-
banking subsidiary could still sell
in connection with loans.

The decision represents a partial
victory for insurance agents who
have been pressing the courts to
get banks out of insurance.

The Independent Insurance
Agents of America (IIAA) main-
tains that Federal Reserve Board

regulations permitting banks to
market insurance in connection

with loans give banks too much
power and represents a potential
for coercion.

The agents will appeal the rul-
ing since it did not overturn earlier
Fed regulations allowing banking
subsidiaries of bank holding com-
panies to market insurance in con-
nection with loans, said John Ne-
ville, IIAA general counsel.

As a result of the decision, some
bank holding companies might
transfer the insurance related ac-

tivities of their finance and mort-

gage companies to their banking
subsidiaries.

But such a transfer would be

extremely complicated and cause
many procedural problems, ac-
cording to several sources in
banking circles.

Risk managers minimized the
impact of the decision. They said
it was unlikely that banks would

attempt to capture a chunk of the
insurance business that non-bank-

ing subsidiaries were forced to
give up.

"The banks are already too big
to handle more insurance busi-

ness," said Jerry Lane, director
of insurance for McDonald's Sys-
tems Inc. "They just aren't geared
to handle this."

Despite the decision, banks still
could coerce their customers into

buying insurance from them, one
insurance broker in central Wis-

consin, fears.
"What if a corporation owes a

bank a huge amount of money?
The bank could then turn the

screws on the company and
threaten to call the loans in unless

the connpany bought insurance
that the bank was handling," he
said.

Federal Reserve Board regula-
tions, however, forbid banks from
selling insurance as a precondition
to approving a loan.

The U.S. Supreme Court is un-
likely to act on the IIAA's appeal
before its June recess. •
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benefit tax slants

Despite tax changes on sick pay,
disability plans can reduce costs

By JOSEPH S. ROBINSON
Attorney-at-Law

THE FORMER RIGHT of an

employe to exclude from income
up to $100 a week in sick pay has
been wiped out by the tax reform
law. Thus, many sick pay plans
will no longer provide the full ben-

4*

efit that they were intended to
give.

However, despite the changes in
the Tax Act, disability income
plans still provide a way for em-
ployers to cut employment taxes.
Here's why:

FICA taxes in 1977 go as high
as $965.25 (5.85% on the first

', GRAIA DEALERS mUTUALinfuronc° compong

OUR

ImVER,RRV

$16,500 of earnings) for both em-
ployers and employes alike, an in-
crease of $7).20 over the maximum
contribution for 1976. FUTA -ax-

es for 1977 go to 3.4 % on the first
$4,200 of earnings for each em-
ploye, (compared to 3.2 % for
1976), with the wage base going
to $6000 for 1978.

Suppose you employ 100 persons
who are paid $50 per day and
average four sick days per year.
The FICA savings is $1,170 ($20,-
000 x 5.85%) for you and for your
employs alike.

In order to obtain the exemp-
tion, the employer must have a
sick-pay plan that pays all or part
of an employe's salary while he's
sick or injured. The plan needn't
be all inclusive. It can cover some

or all of the employes. What's
more, there can be different plans
for different classes of employes.

***

The Employe Retirement Income
Security Act (ERISA) provides
that, under certain circumstances,
interested parties can get a de-

claratory judgment from the Tax
Court with respect to qualification
of a retirement plan (I.R.C. Sec.
7476). This relief is aimed at giv-
ing parties who receive an un-
favorable determination or no de-

termination from IRS an avenue of

appeal.
In three recent cases, however,

the Tax Court has turned down

three attempts at declaratory
judgments by employers seeking
relief.

First Case: Sheppard & Myers,
Inc., received a favorable determi-
nation letter regarding the initial
qualification of its pension plan.
IRS later audited the plan and
disqualified it for failing to meet
the requirements in its operation.
Sheppard & Myers disagreed and
sought relief.

'The Tax Court ruled that it
lacked the power to hear the
case. The Court found that Con-

gress intended the Tax Court to
have judsdiction only when a
new plan, a plan amendment, or
a plan termination is involved,
not when qualification is being
revoked because of the operation
of the plan (Sheppard & Myers,
Inc., 67 TC No. 3).

Second Case: The Federal Land
Bank Assn. adopted a retirement
plan in 1973 and submitted appli-
cation for determination letters be-

fore notification of interested par-
ties became a requirement under
ERISA. IRS sent unfavorable de-

termination letters in February
1976, and the association turned to
the Tax Court for declaratory re-
lief. But it was to no avail. (Fed-
eral Land Bank Assn., 67 TC
No. 4).

Third Case: On Sept. 26, 1975,
the Prince Corporation filed a re-
quest with IRS for an initial de-
termination that its ESOP quali-
fied as a "retirement plan" for tax
purposes. Despite telephone con-
versations, written correspon-
dences, plan changes and a confer-
ence, the Prince Corporation and
IRS remained at odds on some is-

sues. On Aug. 10, 1976, the Prince
Corporation filed a petition for
declaratory judgment because of
IRS's failure to issue a determ,ina-
tion. On Aug. 17, IRS sent Prince
a proposed' adverse determination
letter listing the unsettled issues as
reasons for denying qualified sta-
tus to the plan.

Tax law requires that adminis-
trative remedies be exhausted be-

fore the Tax Court can consider

the issuance of a declaratory judg-
menjt. When IRS is being chal-
lenged for failing to make a de-
termination, the rule says a party
must wait 270 days after request-
ing the determination to seek relief
from the Tax Court. But the mere

passage of time does not entitle
a corporation to a Tax Court
hearing.

The Tax Court found nothing
compelling in the passage of the
270-day period and chose to look
at the actions of the parties
throughout the period to see
whether administrative remedies

were exhausted. The court indi-

cated that after working at an
agreement for 270 days a taxpayer
need only demonstrate that pro-
gress is severely hampered due to
causes beyond its control without
necessarily showing that it has met
every single step that IRS sets out
in its administrative rules. How-

ever, this failed to aid Prince be-
cause the court concluded that

"the panties have not deviated suf-
ficiently from a normal progression
through channels to support a
finding that there has been an ex-
haustion of administrative rem-

edies." (Prince Corp. 67 TC No.
25).

It would appear from a reading
of these three decisions that tax-

payers will still have to continue
the old practice of ironing out such
qualification problems with IRS
directly, despite the new provi-
sions under ERISA. •
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around the states

---

Teachers entitled to receive benefits

even while on leave, says Pa. court
HARRISBURG-Pennsylvania's

Commonwealth Court has ruled

that public school teachers on sab-
batical leave must continue to re-

ceive fringe benefits negotiated
through collective bargaining. The
court upheld an arbitrator's ruling
that the Central Dauphin School
District must reimburse a teacher

for deductions from his paycheck
for medical and dental insurance.

These benefits are noncontributory
for active professional employes.

LANSING-Gov. William Milli-

ken has vetoed legislation designed
to speed up worker's compensation

claims in Michigan. The measure
would have imposed a fee on in-
surance companies writing work-
er's compensation policies in Mich-
igan. The resulting revenues would
have been used to hire additional

staff and ease the case backlog.
Gov. Milliken said the bill would

impose an additional $5 million a
year burden on employers, who
would pay the assessment through
higher premiums, while failing to
solve the basic problem.

.

TOPEKA-Legislation has been
introduced in the Kansas General

Assembly that would require the

state and all local governments to
provide paid legal counsel for their
employes. The measure applies on-
ly to legal actions growing out of
the employes' official duties.

DOVER-A special sfate com-
mision has recommended that di-
rectors of the troubled Farmers

Bank receive state-backe i liability
insurance because "their personal
fortunes are in jeopardy." The
Delaware commission urged pas-
sage of 'egislation that would pro-
vide the seven bank directors with

either insurance or immunity from
lawsuits. The bank suffered losses

Tbe greatest threat to tbe gorilla's existence
is tbe greatest threat to your existence.

Man.

Tribesmen of central Africa wbo consider gorilla meGt
a delicacy represent tbis giant primates most serious threat.

Your plant's worst enemy is man too. Human errol, accounts
for nearly three-quarters of industry's fire losses. But you can better

your chances just by practicing the basic principles ofloss control.
And tbat's where Allendale Insurance can belp.

"

Allendale insurance

Allendale Park, Johnston, Rhode Is an·j 02919

11 «pielrmn *Bh.

in 1975 that eventually reached
$20.8 million, and it is now in the
midst of a federal-state rescue plan
that has resulted in the state own-

ing 83.5% of the bank's stock.

TALLAHASSEE-A new law is
on the books in Florida that re-

quires increases of any govern-
ment-supported retirement system
to be fully funded by the legisla-
ture and the pension plan.

RALEIGH-North Carolina In-
surance Commissioner John In-

gram has signed an executive or-
der outlawing discrimination on
the basis of sex or marital status
in the sale of insurance. The new

regulation takes effect May 5. In-
surers must provide the same life,
health, disability and auto insur-
ance for women as for men and

apply the same eligibility standards
for single, married and divorced
women. The regulation does not
apply to rates, and the department
believes that "some of this cover-

age may be a little higher than it is
for men."

HARRISBURG - Pennsylvania
purchasing officials claim that the
malpractice insurance program for
state-employed physicians is sav-
ing taxpayers $768,000 a year. The
state General Services Department
said the state is paying $432,000
annually for full coverage of its
728 doctors, about one-third the
cost of similar plans on the open
market. The department said the
savings were possible through the
State Employes Self Insurance

Fund, a two-year-old program that
provides protection for all state
employes and volunteers against
liability claims. The department
said that without the fund the mal-

practice coverage would have cost
$1.2 million.

LINCOLN-A district court has
ordered the Nebraska insurance

director to implement the state's
new medical malpractice law de-
spite a pendi'ng appeal. The state
attorney general had advised the
insurance commissioner not to im-

plement the law because of its
"constitutionally suspect" $500,000
ceiling on malpractice claims, but
he was overruled by the court.

.

MADISON-New Wisconsin

laws requiring coverage of kidney
disease, tuberculosis, nursing home
care and newborn infants in hos-

pital treatment policies have been

challenged in court. The suit chal-
lenging the constitutionality of the
Iaws was brought by Insurer's Ac-
tion Council Inc., a nonprofit cor-
poration made up of insurance
companies authorized to write ac-
cident and health policies in Wis-
consin.

.

RICHMOND-The State Em-
ployment Commission has asked

the Virginia General Assembly to
approve legislation extending un-
employment insurance to local
government employes. The com-
mision said there are about 3,000
cities, towns and counties in Vir-

ginia that employ a total of 235,-
000 persons. The commission said
the expansion would bring cover-
age to the last large pool of in-
eligible workers.

.

ANNAPOLIS- Maryland's
Health Sevices Cost Review Com-

mission has approved a hospital
charity plan that provides free care
for indigent patients and reduced
rates for uninsured persons with
unaffordable bills. The plan was
adopted on an experimental basis
for several Baltimore hospitals.

Around the States, a new col-
umn in Business Insurance, is de-
signed to keep our readers in-
formed of insurance developments
in state government. •

Suitdemands

$850,000
PORTLAND, ORE.-A lawsuit

seeking $825,000 in damages in
connection with a 1974 accident

involving a cabin cruiser and tug-
boat has been filed here by Arthur
A. Wheeler, whose wife was killed
in the collision on the Willamette

River.

Named as defendants are Wil-

lamette-Western Corp.; Ward M.

Bennin, pilot of the tugboat, and
John Heffelfinger, owner and op-
erator of the 26-foot cabin cruiser

"Minaki."

The death of Geraldine Wheeler,

34, left'her husband with four chil-
dren to support.

Mr. Wheeler charged the de-
fendants were careless and negli-

gent in operation of the vessels
involved. The corporation owns the
tugboat which was pushing two
large barges downstream when the
collision occurred. •
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ask the people therre good for.
We've been told the reports we give We prepare over 170,000 pages of

our self insured clients are the best and reports, monthly or quarterly, in hard
most comprehensive in the business. copy, magnetic tape, microfilm and

In fact, that praise has come from our microfiche, all to fit our clients' needs.
clients themselves. But you don't have to take our word

Our loss level and loss experience re- for all this. You're welcome to ask our

ports, for instance, are used not only for clients. You're even invited to ask our

the allocation of costs but the identifi- competitars.
cation of risks. ESIS. We're the leading administrator

Our loss analysis reports of self insurance programs
have helped division heads in the United States and

and department managers for 20 years we've been
take remedial action to Wra,a reporting some very good
reduce accidents and sub-

an INA CORPORATION company news to companies large



30 / business insurance, February 7, 1977

legal brief

Court decides what is a 'direct loss'
THIS SUIT WAS brought by

an insured against its insurance
company to recover a claim under
a fire, lightning- and other haz-
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ards policy which included van-
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Water damage to the insured's
property had resulted from burg-
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lars uncoupling water pipes to re-
move bathroom fixtures on the
third floor of a warehouse which
allowed water to run down to
reach goods stored on the first
floor. A New York appellate court
ruled that the insured was cov-
ered under the policy notwith-
standing a policy exclusion for pil-
ferage, theft, burglary or larceny.

Here the insured was a tenant
on the grjund floor of a ware-
house where it stored buttons and
button fixtures which it manufac-
tured. In May 1973 someone broke
into the unoccupied third floor of
the warehouse, uncoupled pipes
carrying water to the bathroom
fixtures and carried away the fix-
tures. Water left running from the
severed connections ultimately
reached the ground floor, damag-
ing the insured's stock.

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

Providence Washington Insur-
ance Co. (Providence) had issued
the tenant the insurance policy
which included protection against
"direct loss" from vandalism and
malicious damage to the property
covered. The policy also contained
an exclusion for loss "by pilferage,
theft, burglary or larceny. . ."
Providence rejected the insured's
claim, and the insured brought
suit. The trial court also rejected
the insured's claim.

The principal issue facing the
appellate court was the interrela-
tion of the "vandalism" coverage
with the exclusion for burglary,
particularly since the court recog-
nized that there was no controlling
law in this area. The court con-
cluded that it was "undeniably
clear" that there was an act of van-
dalism committed here since the

severance of the pipes and fixtures
prior to their removal constituted
a completed act. Furthermore, the
court believed that the meaning of
valdalism includes destruction of

property from "ill will toward its
owner or *om mere wantonness."

Consequently, the court deter-
mined that there was a direct con-
nection between the insured's dam-

ages and the act of the perpetrators
in severing the fixtures. In addi-
tion, the court believed that the
exclusionary language was ambig-
uous, thus rendering Providence
liable. Accordingly, the court or-
dered that the insured should re-
cover from Providence once its

damages were assessed. Cresthill

dates for buyers
Mar. 7: Insurance and the Diving In-

dustry symposium in New York City.
Co-sponsored by the Marine Technology

Society-New York Section, the Commit-
tee on Dking and Salvage and the Com-
mittee on Ocean Economic Potential. The
seminar will examine the over-all effect
and ramifications of the Jones Act. Dif-

ficulty in obtaining insurance because
of the Jones Act, and what can be done

about it, will be explored. Registration
fee is $50. Contact: Marine Technology
Society-N.Y. Section, 80 Broad St., New
York, N. Y. 10004.

March 16: Horizons in Risk Management
is the theme of the Massachusetts Risk

and Insurance Management Society's
eighth annual spring conference in Wo-
burn, Mass. Liability insurance, work-
ers' compensation and risk funding
mechanisms will be discussed by pan-
els in the afternoon. Dinner speaker is

Paula W. Gold, assistant attorney gen-
eral and Consumer Protection division

chief in Massachusetts. Cost is $25. Con-
tact: Lawrence J. Babbitt, Stop & Shop
Cos. Inc., P.O. Box 369, Boston, Mass.
02101

Industries v. Providence Wash. Ins.
Co., Supreme Court of New York,
Appellate Division, Second Depart-
ment, July 19, 1976, Shapiro, J.,
385 N.Y.S.2d 797 (BI/03/D.-$3)

Fire insurance

Here suit was brought to recov-
er on a fire insurance manufac-

turer's output policy issued by
Fireman's Fund Insurance Co.
Fireman's had issued two policies
to Carpet Mills, a carpet manu-
facturing firm. One fire insurance
policy covered Carpet Mills plant
and also provided coverage for
business interruption losses. The
second policy covered personal
property, including the inventory-
output still owned by Carpet Mills,
in the Carpet Mills plant.

Imperial Enterprises was a
Georgia corporation whose sold
assets consisted of Carpet Mills'
stock and a note from that corpor-
ation. Carpet Mills and Imperial

- merged in November, 1971 pur-
suant to the Georgia Statutory
merger scheme. Imperial was the
surviving corporation, but business
continued as before under the Car-
pet Mills trade name. The premi-
ums for both fire insurance poli-
cies were paid with Carpet Mills'
checks.

Upon finalization of the merger,
Carpet Mills' assets, including the
fire insurance policies, were trans-
ferred to Imperial by operation of
law. Articles of merger were prop-
erly filed and reported but Carpet
Mills did not take any action to as-
sign the policies to Imperial. Fire-
man's was not notified concerning
the transfer of the policies and did
not consent to it.

In May, 1972 a fire occurred at
an Imperial plant causing substan-
Ual damage to the plant and its
contents. Shortly after the fire Im-
perial furnished Fireman's with a
copy of its fiscal 1972 financial
statements, which were in its name
and contained a footnote concern-
ing the merger. Checks signed by
Carpet Mills continued to be ac-
cepted by Fireman's for premiums
on the output policy, until its can-
cellation some seven or eight
months after the fire.

Relying on a proof of loss state-
ment by a party purporting to sign
for Carpet Mills, Fireman's paid
over $34,000 on the building policy
in August, 1972. However, Fire-
man's denied liability under the
output policy, stating that Carpet

Mills had undervalued its inven-
tory, thereby reducing its premi-
ums on this policy. It asserted the
alleged wrongful assignment with-
out its consent as a basis for deny-
ing liability.

Since the transfer of the policy
to Imperial occurred by operation
of law rather than through a per-
sonal assignment by Carpet Mills,
the United States Court of Appeals
for the Fifth Circuit was unable to
conclude that the policy's no-as-
signment provision unambiguously
and unquestionably applied to this
transfer. Accordingly, the court in-
terpreted the policy in the insured's
favor and so as to avoid a forfeit-

ure, "since the statutory merger
caused no increase in the risks or
hazards incurred by Fireman's
Fund."

Thus, it was the court's conclu-
sion that the no-assignment clause
should not be applied ritualistical-
ly and mechanically to forfeit cov-
erage in these circumstances. Im-
perial Ente,·prises, Inc. v. Fire-
man's Fund Ins., United States
Court of Appeals for the Fifth Cir-
cit, July 14, 1976, Gewin, J. (BI/
05/D.-$3) •

(Copies of the entire decision
of cases described in this column
may be obtained bv sending a
check for $3 made out to Cases
Unlimited to Legal Briefs, Busi-
ness Insurance, 740 N. Rush St.,
Chicago, ILL 60611. Please Zist the
code number for each opinion re-
quested, which can be found at
the end Of the brief.)

inflat ion
coar?

To control the impact of
inflation you must know
the precise value that's
in-line with inflationary
worth. For precise insur-
ance coverage. Accurate
sale or acquisition of
property. We provide that
precise value with com-

·prehensive, up-dated
appraisals for commercial,
industrial and institutional
properties. Write for
Free Brief Facts booklet.

Fl Current value for
current control.

COATS & BURCHARD COMPANY
4413 Ravenswood Ave. Chicago, 111. 60640

Subject:
MALPRACTICE LITIGATION

The Authoritative Source:

PROFESSIONAL LIABILITY REPORTER

Finally, there is a comprehensive research
service that provides you with monthly di-
gests of current malpractice appellate deci-
sions, new legislation, indexes of all current
journal articles, trial court results, collateral
citations, concise news of professional
associations, insurance regulations, disci-
plinary proceedings... and a twice-yearly
subject category index. Each issue covers...

.

-lit--t

lawyers, physicians, hospitals, accountants, architects,
insurance professionals, bankers, corporate directors

and officers, securities brokers, engineers...
and other professionals facing today's malpractice crisis.

Annual subscription rate: $120. For a complimentary copy,
write on your letterhead to:

Professional Liability
2(N})(if%Elf Malpractice Decisions and Developments

235 Montgomery Street, San Francisco, CA 94104 (415) 986·0555



business is international
insurance is international

business insurance
m

international

And. on March 7,1977. BUSINESS INSURANCE will be even
more international as it publishes its special INTERNATIONAL
INSURANCE/RISK MANAGEMENT issue.

This vital issue will focus on the protection of people and
property abroad. It will provide you with a listing of
international services and specialists available to risk,
insurance and benefit managers with problems to solye and
programs to establish.

Included in this listing. the editors 6f Business Insurance
Will again provide a Directory of international insurance
underwriting and consulting services f6r the benefit of readers
associated with corporations operating around the world.

In addition to regular news and features. this issue will deal
with property/casualty and employe benefits programs by
companies which are known to be leaders and innovators in
international risk management and benefits ,activities. Other
topics to be covered with an international/risk management
angle are.

,%

. Bermuda as an offshore insurance market.

. The emerging property casualty insurance market in Japa'n.

. The broker's role in marketing international insurance
programs.

• Coordination of foreign benefit plans ... for U.S. based
multi-national companies... how do they put together
benefit plans for their U.S. employes abroad. third country
national employes. foreign employes in the U.S.?

. Canada as a reinsurance market.

Your advertising message in the March 7 INTERNATIONAL
INSURANCE issue will reach nearly 100.000 risk, financial and
employe benefits executives as well as the thousands of
brokers and consultants serving their needs.

For more information on how you can become part of this
special issue. call Don Walsh. advertising sales director at
212/986-5050 or any of our sales offices listed below.

ADS CLOSE ON FEBRUARY 25,1977. RESERVE YOUR AD SPACE NOW.

.business
msurance

the newsmagazine that just had to be.

NEW YORK: 708 Third Ave...NY 10017. 212/986-5050
CHICAGO. 740 Rush St, Il 60611. 312/649-5275
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RRE UOUR FOREIGN Ell,ININGS
MOUR 110111[iliES HEEIi?

The multinational company
today may be on sounder
footing than Achilles but when
it fails to protect its foreign
earnings, it exposes its vul-
nerability.

A recent study by a leading
investment company docu-
mented the degree of impor-
tance of foreign earnings to
pershareearningsamong
major companies and con-
cluded that a sharp downturn
abroad would have serious
effects at home. Dips in per
share earnings, stockholder
disenchantment, and loss of
confidence could easily result.

While companies are dili-
gent in protecting themselves
against material damage from
earthquakes, fires and wind-
storms, the loss of earnings on
operations abroad is one arrow
often neglected. And that
leaves even strong corpora-
tions vulnerable. Just like
Achilles' heel.

A sound insurance program
for protection of foreign earn-
ings should be tailor made to
fit the individual ' needs

of a corporation
allowing for direct and
contingent business interrup-
tion, extra expense and loss
of royalties.

The cost of downtime is

well recognized but erosion of
market share, expenses
involved in restoration of dis-
tribution and sales channels,
and losses that may result in
other parts of a company's

AFIA

operations, are not always
covered.

AFIA Worldwide Insurance

can help you deal with these
problems in one country...

WORLDWIDE INSURANCE Wor/d Headquarters. 1700 Valley Road · Wayne, N.J. 07470
U. S. branch omces: New York · Chicago • Cleveland · Dallas

or throughout the world.With
more branches abroad than

any other U.S. foreign under-
writer, we can be on the spot
quickly to help get you into
operation faster. And we can
provide the protection you
need all the time. That's

one reason why 90 of the top
100 U.S. companies operating
abroad insure with AFIA.

o n · Los Angeles . Miami · San Francisco · Seattl ash., D.C.

4 -:49'
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PE SPECTIVE

Data processing: A tool to control benefit costs
By Grant H. Morris adapted for use on minicomputers, and

others will undoubtedly follow.
Consultant, Morris Associates Both of these developments have direct
New York, N.Y.

*vLTA#01/
application to typical employe benefit rec-
ordkeepmg systems In many respects, the

T WO IMPORTANT DEVELOPMENTS peculiar organizational position of the em-
in the data processing field over the ploye benefits function makes it a very

past few years lead me to believe that good place to use a minicomputer with data
there is a way for many companies to sta- facihty The same general reasons which
bilize their benefits administration costs apply to other dedicated commercial ap-
while improving service to users of this plications certainly apply here:
information They are: minicomputers and 1. Employe benefits records stand apart 1
data base management. Together they have from the mainstream of any company's data
a direct bearing on the employe benefits processing, simply because they are not the
recordkeeping systems of many companies main reason any firm installs large scale

Minicomputers have been around for data processing.
64 .

many years, but are now coming into in- 2. Because this function stands apart, it

creasing use in a variety of commercial frequently does not receive consistent or
applications. For small companies they have adequate attention from the corporate data
become the general workhorse, doing all center Analysts, programmers, and other
the accounting, bookkeepmg, inventory, data processmg people are usually assigned
payroll, etc For larger firms, they have to work on projects directly related to the
been employed by many kinds of dedicated conduct of the busmess.
applications, particularly those that stand 3. As to the value of the data base ap- tf

somewhere apart from the mainstream of proach, employe recordkeeping is an area
large scale processing, or those that were where the same information lS copied over The important thing about rm,i,romputers is that they now have all the storage and in-
not receiving adequate attention from the and over again from file to file, some of put/ output devices which ketre were only available on the la-ge-scale models
corporate data center them manual, some of them machine sensi-

The important pomt about mmicomputers ble If there were one central file of em- ploye benefit plans you haK, mcre employe benefits data under the single authority
is that, in addition to the processing power ploye benefits data to which all the users data will be found at seweral olaces out- and control of any one department, since
of larger machines, which they have always in personnel, payroll, employe benefits, and side the company' with tte actuary, with it will always have multiple sources of
had, they now have all the storage and other departments could refer (on a need- the thrift plan processor, 4 r.h the benefit input and multiple uses in various parts
Input/output devices (direct access, tape, to-know basis), the potential savings in statement producer, with a knk or insur- of the organization, parts which are always
CRT's, printers, etc.) which were available time, money and increased accuracy would ance company which adminsters annuity going to remain functonally separate
only on the large scale computers a few be large payouts, etc In many large companies today, the van-

years ago. The fundamental structure of any organi- otis records used to post data about em-

Data base software, which permits inte- zation guarantees that the position einploye Sitting at the center of all this data, and ployes are a direct reflection of this in-

gration of files and elimination of redun- benefits records will always be somewhat responsible for coordinatr g its uses, lS the grained division of authority and respon-
dancies, has also been around for several "peculiar " Think of the number of places employe benefits department Yet, in most sibility As with the organizational pattern,
years Until recently, this type of software where data (frequently the same data) cases, it is not the originator of the data, they are not integrated, and they tend to
has been associated with large-scale com- about an employe is recorded: in personnel, nor is it m a position to untrol its ac- overlap Yet, in spite of the overlapping,
puters, because only machines of this size in payroll, in the department where he curacy, since most of the recording and it is very difficult to put together a conn-
could afford the extra main memory re- works, and in the employe benefits depart- transcribmg takes place in sectiens and de- plete picture of the status of the employe's
quired for these programs At present, at ment This is Just withm the company De- partments not under ltS control Further- pension and other benefits as of any one
least one ma]or data base system has been pending on the number and kind of em- more, there is no practical way to bring data Many companies have been doing just

this job each year m order to produce the
annual benefit statement for their employes

Says Marsh & McLennan exec and many more will be doing so in the
future, encouraged by the provisions of
ERISA.

For companies whose benefit records are

Sound, stable insurance market a key kept as described below, and there are many
of them, this is a formidable annual under-

taking And unfortunately, as soon as it is
over, all of the records which were brought

to any solution for product liability together to produce the statements, return
to their individual pathways for normal up-
dating and maintenance, only to be brought
together again the following year, with the

By Robert Clements ance has been its most traumatic aspect. and insurer is desirable, if not absolutely same difficulties
The increased frequency and severity of essential, the insured, when faced with a With variations, these are the places and

Senior vp and director losses has also revealed, or m some cases substantial claim, most of:en finds himself the methods used to record benefit and wel-
Marsh & McLennan Inc. highlighted, a number of technical under- locked in an adversary pcation with his fare plan data commonly in use at present
New York writing problems which in turn have made primary and excess carriers And not Just 1. Payroll master file. Whether the com-

a contribution to market scarcity Foremost those of one policy year, for there 15 fre- pany payroll is processed in-house, or by an

D URING THE PAST 12 months, the among these are the following· quently dispute as to which year or over outside service, the master file contains the
insurance market for product liability • It is extremely difficult to distribute pre- how many years an occurrence cook place bulk of current data relating to employe

coverage has deteriorated steadily and rap- mium equitably among the great multi- • The current lack of capacit> tor product benefits and welfare Aside from the basic
id to the point where primary coverage lS plicity of products and producers m our coverage is directly and inextricably related identifying information, it usually carnes
almost totally unavailable for many classes economy Thus, underwriters are presented to the shortage of capital in the underwrit- codes to indicate eligibihty and participa-
of risks. The total available market capacity with a rating problem of the severest sort, ing markets The degree of this shortage, tion, and various money amounts for de-
falls short of dellvering the lirnits of liabil- especially for smaller manufacturers and when coupled with an anticipa-ed growth ductions and the accumulations which result

ity considered adequate for the needs of product lines which have no credible historic in demand compounded at 10-12 % over the from them. Nearly all payroll systems in
many, if not most of our clients loss frequency It lS significant that product next few years, leads inevitably :o the con- use today are tape sequential systems, which

In addition, we are faced with a premi- underwriting is much more complex and clusion that even with abnormally favor- are updated each payroll period. The wealth
um structure which more than anything hazardous than medical malpractlce where able earnings the industr) will not be ca- of information they contain is rarely avail-
else appears to reflect the current market risks can be divided into homogeneous pable of generating sufficiert additional able directly on-line to those who could
condition in which the demand for coverage classes, and the difficulty lies almost entire- surplus mternally to cope -Alth tne demand use it Instead, printouts or microfiche of
today far outstrips the ability of the indus- ly in assessing the trends in economic infla- We know from insurance history that when the status as of the last cycle lS used
try to supply it The cost of products cov- tion and heightened social expectancies the market 15 under-capitahzed under- 2. Personnel records. These repeat the

erage today lS frequently much more a re- • To date, the insurance industry has not writers give first preference to the most basic identifiers for each employe, such as
flection of what the market will bear than been able to develop a definition of an oc- predictable risks The insureds with the social security number, sex, dates of birth
lt lS Of any technically sound assessment of currence or event to which limits of liabil- least calculable (and therefore most hazar- and employment, etc, and usually carry a
loss potential Therefore, it often seems ex- ity and deductibles can be applied without dous) risks, such as product and malprac- good deal more. slch as salary history, at-
cessive, even in anticipation of continued potentially catastrophic consequences for tice liability, will suffer mcst from this set tendance, education, skills, position codes,
abuse of the tort system either the insurer or the Insured of circumstances At least that will be the and so on. Typically operatmg with a mix-

Although product rates may well now in- e The custom of horazontally layering cov- case unless means such as tax mcentives ture of manual and data processing systems,
clude a certain fat content, lt lS true that for erage and the current deflmtion of what is and freedom from the more oppressive as- the personnel records are often treated as
many years, up to perhaps the end of 1974, an insured event lead inevitably to unde- pects of regulation are applied to encourage the correct source when errors and excep-
they were too low. Thus, starting from a sirable and ultimately unacceptable compli- new capital directly into the writing of tions turn up in other records
base which 1nadequately reflected the seri- cations when large losses take place. Even those lines. 3. Employe benefits records. These vary

ousness of the claim situation, their spec- the most carefully drafted policies have The principal cause of the sccial problem a great deal from company to company, de-
tacular rise over the last two years is not been proven incapable of producing circum- in product liability may be fhe shortcom- pending on the number of benefit plans,
merely a reflection of the surge in claim stances which allow the policyholder and ings of the tort system. In addition to the how long (if at all) there has been a sepa-
costs, but a magnification of it. Therefore, his insurers to work together to defend or aberrations inherent in many awards, it is rate employe benefits department, and oth-
though the product liability problem is es- negotiate settlements with third party unlustly slow to produce results and unac- er factors Sometimes, when first set up,
sentially a social issue, in a comparative claimants. In this line of insurance where ceptably cost-Inefficient in terms of what this department takes manual files previ-
sense, the crisis in the market for insur- a community of Interest between insured Continued on following page Continued on following page
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PE SPECTIVE and welfare plan administration cost more
every year, and the wages of people who
work for your actuaries, accountants and M&M exec...
data processing services move upward

To thls, ERISA has added its require- Continued from preceding pageData processing... ments for more and better recordkeeping, part of the total expense is returned to in-
and between inflation and the new pen- Jured parties. But there can be no success-
sion law, there iS no way that plan admini- ful long term solution which does not in-Contlnued from preceding page stored in one place, to which ali users could stration costs can be kept at previous levels clude the development of a sound and stable

ously held in personnel and/or payroll, and refer when they needed Information. Short of terminating your plans, which insurance market This is true, regardless
builds on them In other cases, it starts a From the legal standpoint, ERISA al- is not an acceptable alternative for most of whether the risk to be insured is strict
recordkeeping system from scratch, but ready has created a push in this cirection, employers, you probably can't prevent your liability, no fault compensation or some
most of the information it keeps has been with its requirements for disclosure, an- overhead costs from rising In his article other alternative, To this end, it is impor-
posted by both personnel and payroll nual statements, etc; to participants In ef- "Budgets, Controls for Administrative Costs tant to recognize and deal with the fact

If, in addition to a pension plan, the fect, it has set up a situation where employ- Required Post-ERISA," which appeared in that a general shortage of capital m the in-
company also has a profit-sharing plan, an ers will need the ability to produce an up- Business Insurance on Nov 1, the author surance industry and the specific lack of
ESOP, or a thrift/savings plan, it is quite to-date benefit statement for any partici- outhned an approach to discovering how any sound basis in product liability for rat-
hkely that there will be separate records for pant, active or terminated, at any time iur- much it costs to admanistet benefits records ing, policy writing and organizing catas-
each of these Frequently, one or more of ing the year, rather than Just once a year in the wake of pension and welfare reform, trophe limits are all major deterrents to the
these will be maintained by an outside The main point of that article was that, development of such a market
servicer, and the employe benefits function Aside from saving a lot of time now in spite of the fact that benefits costs are
will operate using status printouts from spent in bringing this information together, generated both internally and externally, Even though there lS ample evidence that
these systems To make matters more chal- general administrative convenience will be and that internally these costs are buned the product liability insurance problem is
lenging, the company may operate through well served when the personnel, payroll and in the part-time activities of employees in severely aggravated by the foregoing con-
divisions, which have varying pension employe benefits departments can each several departments, they can be estimated siderations, most of the effort to deal with
plans; it will have separate benefits for summon up the data they need for their with reasonable precision by doing a little it has centered almost solely on tort reform
salaried and hourly workers, it may have normal operations on a CRT screen, digging The conclusion was that if nothing Therefore, early this year we began to
old pension plans which have been super- All three of these desirable goals can now else was accomplished by this process, at realize the importance of becoming involved
seded None of these situations is uncom- be reached through the minicomputer/data least management would know where the m a more broadly based and compiehensive
mon, but it is easy to see the potential for base approach The process of building this benefits administration dollar is going, and effort to develop solutions We are also
a multitude of records, some posted to man- system will consist of setting up a basic this iS the basis for controlling costs aware of and wish to respond to the oppor-
ual cards, some on machine sensible media, master record for each employe, and pro- However, there are limits to what can be tunity to play a leadership role in such a
all updated according to varying cycles viding linkages to a set of variable records accomplished by working with the existing movement To this end we sought and

This description iS not complete, but which carry his or her accumulations under recordkeeping systems In most cases, they achieved the opportunity to testify before
enough details have been set forth to make each type of employe benefit plan The are too diffuse and too redundant to allow the Senate Small Business Committee and
the point There are a great many different output of the payroll system will be used much room for savings Here, in the use of to participate on the Advisory Committee
records involved in employe benefits, they as the primary input of this benefits sys- recent, but well proven, developments in of the Secretary of Cornrnerce and his fed-
are posted on both manual and machine tem Other sources of input, which include data processing methodology, we have an eral task force We also opened lines of con)-
sensible media, they are updated by varying the personnel and employe benefits depart- opportunity to integrate benefits records, munication and offered cooperation to other
means and on differing time cycles, and, rnents, and outside servicers, will funnel eliminate redundancies, and really control concerned persons and organizations
most important, they are not integrated, their data through one control point, pre- our costs while improving service Mini- Finally, in October, we convened a con-
except temporarily, in those companies sumably employe benefits, and it win be computers, anyone') . ference of thirty of our leading professionals
which prepare a comprehensive benefit used along with the payroll data to keep in this field This meetmg ran over three
statement Yet, permanent integration of this one central file of all benefits infor- Mr Morris started his own consulting days and Included presentations by Profes-
employe benefits records, if feasible, would mation up to date. firm in 1976 after five Vears wtth Johnson sor Jeffrey O'Connell, Dr Richard M Ja-
appear to be of great value from at least Costs ' for benefits administration under & Higglns as manager of data processing cobs and William H Wallace, president of
three viewpoints· economic, legal, and gen- ERISA may or may not be skyrocketing, Mr. Morns was manager of systems and the Defense Research Institute The prin-eral administrative convenience but most knowledgeable observers agree programming for the Teachers Insurance cipal objectives were to identify and de-

From the economic standpoint, it would that they are going up Inflation alone ac- and Annlaty Assn -CoZIege Rettrement velop positive courses of action for us to
clearly be less expensive in the long run to counts for labor cost increases, your own Equittes Fund, one of the world's largest take, and develop an organizational vehicle
administer benefits, if all this data were in-house personnel involved with benefits pension funds from 1958-1970. for the coordination of our efforts to achieve

solutions to the product problem
SPEAKING OUT Towards those ends, the conference par-

ticipants produced a number of working pa-
pers. These contain many innovative and

Here is one regulator who stands out provocative recommendations ranging from
tort reform through improvements in Policy
language to ideas for the development of
new underwriting capacity The major or-

By Peter Downes of hfe Thus it was that in a speech given tion in ascertaining current economic ganizational recommendation is for the crea-
at a Virginia "I" day, Mr. Day did not rec- trends." Even so, he bewails the difficulties tion of a Marsh & McLennan Product Lia-Manager of Insurance,
ommend that his department become de- of communicating the intricacies of actuar- bility Council to function as the focal pointAmerican Trading & Production Corp., funct but he did suggest that there could be ial science, and I am afraid he is only too of our corporate effort.Baltimore, Md. radical changes in its mode of operation right Mention bivariate normal and Poisson

What a pleasure it is to read the remarks distributions to an average executive, and That recommendation, having received

I AM ALWAYS FASCINATED by the of a knowledgeable person When reviewing with vague memories of an expense account the approval of the board of directors of
machinations of the New Jersey Insur- the comments made by Mr. Day it is clear lunch at the back of his mind, he may Just Marsh & MeLennan Inc, is in the process

ance Department, probably because its acti- that he is aware of the importance of his- think you are talking about oysters and of being Implemented, and an announce-
vities are so well publicized Acts of the tory He recognizes, for instance, that given filed fish ment of the Council's membership will be
New York and California departments are certain kinds of business stress, insurance These reflections lead Mr Day to con- forthcommg shortly The Council will pro-
quite funny at times and those of the North executives will tend to react in well defined sider the desirability of rate stability which vide stimulus for our response to the other
Carolina department are positively hilari- ways which have been observable for cen- he thinks can be achieved over the long recommendations and proposals which came
ous. The Texas department stands aloof in turies From such observations, for exam- run, He sadly ponders the fact, however, out of the conference It will also become
its autocracy The Maryland department, ple, the cyclical nature of the business 13 that the insurance industry is incapable of the primary mechanism through which we
like most things in Maryland, lS quite medi- readily explicable At the same time it is handhng itself well m good times But this will relate to industry and insurer groups
ocre and Just not villainous enough to be well understood that we are all in danger seems to be true of most industries working in the field, th,5 legal and account-
interesting The less said about the Illinois of being hamstrung by history. Mr. Day We, too, as insurance managers know ing professions, consumer groups and gov-
department the better illustrates this point when he reminds us that in the long run it is most profitable ernment

One must say of each of these depart- that data used to create rates may be as for underwriters and clients to establish a The Council will be made up of a full-
ments that they think they are doing an much as three years old before action can stable, :ong term relationship When times time director, a chairman and senior repre-
excellent Job Their viewpoint and mine be taken in prior approval states It there- are good and markets are plentiful, it may sentatives from each region of the country,
rarely coincide, however, and I would per- fore follows that any rates based on such be hard to resist the wheeler-dealers and and it will have a substantial budget
sonally like to see them give some thought data will probably be nonsensical. their cut-throat prices, particularly if they against which it can draw for legal, actuan-
to the consumer instead of playing at petty have got to top management and spun al and technical assistance We hope and we
monarchy Indeed, as I see it, most insur- Arising out of these reflections, Mr. Day their fantasies about the savings to be think that the Council can exert a positive
ance departments are only interested in touches upon the most significant failure of achieved When the inevitable tightening of influence on this complex social issue in a
broadening their power bases and any bene- American insurance The point was well markets happens along, those conservative field where we have special talent and ex-
fit acruing to the consumer is purely coin- illustrated by a small incident which hap- underwriters who have not run from the perience as well as a unique position m re-cidental.

pened a few years ago at the t.eight o. the scene look better all the time It iS this lation to the purchaser of insurance, the in-
Having got all this off my chest to my streaking craze At the time, a couple of kind of stability that Mr Day wishes to see surance market and the legal community.

complete satisfaction, I find myself utterly wags applied to a camer for coverage, and in all phases of Insurance operation within With this goal in mind, the Council has in-
astoun(led because I have discovered an in- the carrier, responding nobly, said it just his Jurisdiction vited comments and suggestions from all
surance commissioner who actually knows could not be done. Although the resronse The mam thrust of Mr. Day's argument concerned persons .

something about the business of insurance. was written wholly in Jest it contained a is that if the insurance Industry pUtS ltS
This paragon of virtue is none other than most significant statement, namely tha: in- own house in order in Virginia and other Robert Clements ts a senior vp and a dl-
John G Day, the commissioner of msur- surance was based on past experience Since open competition states, it will, m effect, rector of Marsh &
ance of the Commonwealth of Virginia I the carrier had no past streaking experience regulate itself with the necessity of mini- McLennan, Inc. with
am sure that Mr Day will pardon anybody lt was unable to set a rate and thus could mum intervention by msurance commis- national responsibz-
who says "John G who?" since, unlike some not write a policy sioners. Somehow one feels that this will :ty for casualty,
of his colleagues in the regulatory area, we This may be said to represent a capsule happen a long day hence In fact, Mr Day bonding, claims and
have seen no published reports' of any in- philosophy of American insurance; since himself acknowledges that the pathway to reinsurance. Mr
inanities he may have perpetrated it has never been done, then lt cannot be self-regulation has been blocked by the Clements was re-

Having learned my trade m a part of done Even Mr Day seems to retain a vest- traditional regulatory attitudes and philoso- cently appointed to
the world where rate regulation lS consid- ige of this state of mind when he talks of phies of another type of insurance com- the Commerce De-
ered anathema, I still have no use for it. speeding up the collection of data There missioner and there is no hint by Mr Day partment's Industrv -4
Nevertheless, I recognize that it is futile to is hope for him, however, because else- that this state of affairs may change After Advsory Commit-
advocate its total abolition in the United where he recognizes the need to use "non- all, who would wish to be a mere civil ser- tee to the President's Interagency Task
States because regulation is a political fact traditional but extremely relevant informa- vant when he can be king, • Force on Product Liability.



Over the years Commerce and Industry has
given good risks the best possible rates we can
offer. Andwe're still doing just that. Offering insur-
ance to everything from fast food chains to
apartment houses. Including retail outlets,
shopping centers, manufacturers, institu -
tions, real estate, H PR and commercial

mass merchandisers. Unlike other compa-
nies C&1 has taken on your hard-to-in- :fa 81
sure risks. Because our philosophy has *%55.:E-

a5*jitim
F:

alwgs been that as long as the risk has * r lf,ist.
merit, wdll try to do very well by it . *.s=:RE. 14

64 .

There are some very logical rea-
sons whywe offer these attractive rates
First, were an independent company so
our underwriting is based on indepen- +
dent thinking.We can offer attractive
rates to attractive risks.

Second, we have our own staff *n*

of engineers who are able to make
independent judgments about the
quality of the risk that asks for insur-
ance. They have years of experi-
ence separating the deserving
risk from the undeserving.

t

Finally, C&1 is a member of the American Inter-
national Group, so you know we have the under-
writing capability. And with more than a hundred
years in the field, we have the knowledge, experi-

ence and expertise to properly evaluate each
* 1 particular client. That's the way we have always

approached our work.We believe in examin-
A)@*544 ing the individual. Not just the busi-

SfS*%*51 ness category he fits into.
We welcome inquiries from any

licensed agent or broker. You dorit
have to be a regular producer to do
business with Commerce and Indus-

try or any other AIG company.
r---------------------9
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Reducing benefits...
Continued from page 1

fering a flexible package of bene-
fits determined by set costs.

Ms. Koralik, who is the chief
counselor for the Conference

Board's own employe benefit pro-
gram, offered other suggestions to
help employers rethink their strat-
egy to coincide with the continued

growth of the government's role
as both a provider and a regulator
of employe benefits:

• Integration of private pension
plan benefits with government
benefits whenever possible. For
example, a pension plan that in-
cludes a 100% offset or imposes
an 80% or 85% lid on combined

pension and Social Security bene-
fits is an effective posture.

• Introduction of fixed dollar

minimum pension benefits rather
than increasing the percentages in
a pay-related formula, as a means

of avoiding permanent commit-
ments for high levels of defined-
benefit pensions.

• New approaches to collective
bargaining which would take the
company's liability for benefit
changes into consideration. Rather
than negotiating only on the basis
of cents-per-hour costs, employers
could adopt a policy on the ap-
propriate limits to increases in un-
funded liabilities.

• Restricting benefits to those
not offered by the government, or
not likely to be offered under such
future government programs as
national health insurance. Dental

plans are one good choice, and
some capital accumulation plans
such as profit shaiing plans can
be used instead of improving exist-
ing pension plans.

• Avoiding the introduction or
improvement of supplemental un-

employment benefits because they

are generally needed just at a
time when companies are least
able to increase the fund.

Ms. Koralik predicted that fu-
ture legislation will require em-
ployers to vest benefits in the
event of death before retirement.

She said she thought vesting at
death could be handled by making
the benefit payable to a spouse at
the time it would normally have
been paid to the employe who
died. Immediate payments would
be less likely, at least at first, if
the government makes vesting
mandatory at death. Vested death
benefits could also be coordinated
with group life coverage, she said.

Ms. Koralik said it seems likely
that the United States will follow

a trend toward limiting the rise
in Social Security benefits. How-
ever, she pointed out that based
on the current rate of benefit

improvements Hewitt expects pay
replacement for the average

worker to reach 45 % of final pay

by 1980. By 1990 it could be up
to 50 %, compared to a pay-re-
placement level of 33% in 1955.

Ms. Koralik also predicted that
interest in portability of retire-
ment benefits will resurface as

the public becomes disillusioned
with the impact of the vesting

provisions of the Employe Retire-
ment Income Security Act
(ERISA).

"Vesting in a fixed benefit that
commences many years in the fu-

- ture is not the same as continuing
in the same plan until retirement.
Inflation takes its toll, and the
value of vested benefits 20 or 30

years later looks rather small. So
even though an employe may be
vested, even though all service
from age 25 to 65 may count un-
der four different pension plans,
his total value will be far less than

if the employe had worked with
one company for 40 years," she
explained.

"When that information dawns

HOW THE FENWAL
FIRE SUPPRESSION SYSTEM IN THIS

AUTOMOTIVE COMPANY
PAID FOR ITSELF IN ONIY 2 WEEKS.

At 9:03 on a Wednesday night, an
electrical malfunction caused overheating,
and smoke began rising in the west end of
this company's computer room.

551*7 :ti© i«Z/34
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and major damage or personnel injury
was completely averted.

At 10:45 P.M. the Fenwal distributor

who had installed the modular suppression
system was called. By 5:30 A.M. it was
re-charged and back in service.

This protection system had been
installed just two weeks prior to the true
incident described above.

It actually made the difference
between a few hours of downtime and sev-

eral weeks of expensive business interrup-
tion. The kind of interruption from which
some businesses never really recover.

Fenwal has designed and installed
more c,f these Fire Suppression Systems
than any other manufacturen And
we make a fullline of thermal, smoke
and ultraviolet Detection Devices and

Control Panels.

We have visual

proof our Systems
work in a variety
of environments.

Send for our film,
"The Fireaters."

Or for a copy of our booklet on fire
suppression. Write Fenwal Incorporated,
Ashland, Mass. 01721. A division of
Walter Kidde & Co., Inc., or call
(617) 881-2000.

For installation and around-the-

clock service, see
our local distribu-

tors listed in the

At 9:06, while the fire was still in the

smoldering stage, the Fenwal Fire Supres-
sion System automatically sensed this
smoke and discharged its extinguishing
agent (Halon 1301).

By 9:30 that same night, the smoke
had cleared, employees had arrived and
with the appropriate Fire Department
clearance entered the computer room.
Traces of Halon were present but there
was no discomfort. ......I-

Close examination of the problem
area revealed scorched and discolored

internal wiring. Some relays would have
to be replaced. But no other damage had
occurred.

Even though the fire was inside the
consoles, at the far-

,R

thest point from the
Fenwal discharge
nozzles, the flames Yellow Pages underFENWAL

"Fire Protection."were snuffed out dry
Nobody in the world has more experience in fire and explosion protection systems.

upon the public, and on those in
government who make these de-
cisions, our suspicion is that we
will have further moves toward,
first, voluntary, and second, man-
datory portability." •

people
Continued from page 42

General Mills Inc. in Minneapolis.
Reporting to David McIntire, man-

ager of employe benefits, Mr.
Workington is responsible for the
parent company benefit plans in-
cluding life insurance, thrift, den-
tal, disability and health plans.
He was formerly supervisor of
group insurance at Minnesota Min-
ing and Manufacturing Co. (3M).

At 3M, James F. Wickersham
was named group insurance su-
pervisor, replacing Mr. Workinger.
He will be involved in establish-

ment of 3M's health maintenance

organization (HMO) and reports
to the group insurance manager.
Another new position created in
the benefits department at 3M is
that of HMO coordinator. Eliza-

beth Solem, formbrly involved in
research with the Ramsey County
health plan, was appointed to it.
She will work with Mr. Wicker-
sham.

***

Barbara Akk, 30, is leaving Cer-
ro-Marmon Corp., Chicago, at the
end of January to take over as
risk manager for the County of
San Diego, Calif. Ms. Akk was as-
sistant risk manager at Cerro-
Marmon where her replacement

has not yet been named. The posi-
tion in San Diego was open for
about six months and was recently
reorganized. The risk manager
had been part of the department of
special services but now will be

under the county auditor/control-
len Ms. Akk will be responsible for
putting together specialty services

' and projects in workers' con*en-
sation, safety engineering, property

casualty programs and establishing
risk management policies. She had
been with Cerro-Marmon for

three years.
*

Larry Davidson, 35, was named
compensation/benefits specialist at
G. D. Searle & Co. in Skokie, Ill.,
a new position. Responsible for
the design and implementation of
new plans and the renewal of ex-
isting pension, group medical, life

and disability plans, he reports to
William Meehan, manager of ben-
efits. Mr. Davidson was a con-

sultant with Professional Financial

Services Inc., Mansfield, Ohio.
***

At W.R. Grace & Co. in New

York, James O. Lott was named
insurance supervisor, reporting to
Charles Krauter, assistant treasur-
er and director of risk manage-
ment. Mr. Lott, formerly with
Pueblo International Inc. in New

York, will assist Mr. Krauter with
Grace's corporate insurance pro-
gram.

***

Rita J. Iindley, 27, was named
insurance representative, a new
position with Inland Steel Co. in
Chicago. Claims handling and gen-
eral litigation are her primary re-
sponsibilities and she reports to the
insurance manager. Ms. Lindley
came to Inland from Underwriters

Adjusting Co., a division of Con-

tinental Insurance Co., where she
was an adjuster.

***

Sara Mullady joined the em-
ploye benefits staff of Champion

International Corp. as a benefits
analyst. She joins a staff of three
benefits. analysts involved in
ERISA compliance, communica-
tion of benefits plans to employes
and development of new benefit
plans. Ms. Mullady was formerly
on the benefit staff at Olin Corp.
and Otis Elevator Co. •
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If you take serious fire precautions,we'll save you serious money.
HPR. It's insurance on a Highly
Protected Risk. And it's available to

larger properties that are
sprinklered. And either protected
by watchmen or by supervised
alarm service.

11 f you qualify, we're a good bet to
save you money on your property
insurance. And if you don't qualify,

one of our professional fire pro-
tection engineers can show you
what it takes.

We're the largest non-pool writer
of HPR.

R:de with one of the strongest
outfits in the business. Ride with

th2 Kemper Cavalry.

Call the people who cover your territory.
Your independent agent or broker who
represents us. Or write Pete Slandbridge,
Sales Manager, Kemper Insurance Companies,
long Grove. attinois 60049.

KempeR insuRance
companies

We're riding hard toserve you better.
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Tight market
Continued from page 1
are fairly stable lines. But fidelity
insurance is becoming difficult to
maintain.

"A client has a fidelity bond
running year after year with a
one year discovery period. Sud-
denly he gets notice that it's
changed to a 60-day discovery
period and it's on a take-it-or-
leave-it basis," said Mr. Silver.

Only three of the consultants
interviewed now see signs of the
market easing. Among them was
Jim Marshall, an associate of Ed-
ward W. Siver & Associates in St.

Our radio

advertising campaign

for insurance agencies is
now in over 40 cities. For

instant audition and cost

in your market call collect
Bobbie Jacobs

(513) 721-8850
James A. Jacobs tnc.

225 E. 6th St.
Cinti OH 45202

...

Petersburg, Fla. "The market is
tight-no question. But we see in-
dications it is opening up."

He said insurers are re-entering
the market in his area. And he's

heard of two insurance companies
whose profits will anow them to
"loosen up their underwriting." He
admitted, however, "It won't be
like the market prior to 1974-
not the cutthroat competition."

Charles T. Tagman Jr., principal
consultant with the George Bet-
terley Consulting Group in Boston,
Mass., said, "The market is still
tight but those with one year re-
newals from 1976 are not seeing
that much of an increase. It's a

reasonable increase, some at 15%
and 20%. If a company went
through a major renewal in the
last 18 months, there should be
only moderate increases in their
premiums this year."

But Mary Lou Kirk, a consul-
tant with Crain, Langner & Co.
in Cleveland, Ohio, said, "I've been
hearing for nine months that the
market is going to open up. I
haven't seen any indications of it."

The consultants agreed the in-
surance market runs in cycles,

but predictions on when it will
change course ranged from sum-
mer 1977 to two years from now.

Mr. Anderson of Corporate
Policyholders Counsel spoke for
the majority when he said, "It's a
scramble to keep stuff together."

Though the consultants com-
plained of substantial increases for
all types of third party liability,
they repeatedly mentioned product
and professional liability as the
prime problem areas.

"Say products to an underwriter
and he isn't there anymore. He's
gone on a coffee break," said Mr.
Brock. "Companies are reluctant
to enter into new product risks,"
he added.

Even established companies are
losing their coverage. A client of
Mr. Brock with a clean product
liability record for 40 years can't
afford the price of an umbrella
policy anymore. The lowest quote
was more than the company's net
profits.

Ms. Kirk offered an example
which ties together the current
problems of second and third tier
companies. A manufacturer with
only one general liability claim m
12 years will pay this year 57%
of last year's profits for insurance.
The primary insurance company

Over 100,000 Branch Offices

Actually each of our local
independent agents and brokers
in the United States can serve you as an
AAU branch office.

Your own agent is the one you see for coverage and claims...
the one you can trust to put your interest first. And, he's backed
by aviation-skilled underwriters and claims people in nine
strategic air centers and the stability and experience of the
nation's leading insurance companies.

The same agent or broker who insures your home, business
and other property can also insure your plane. Best of all, he
knows you. Ask him about AAU ... the nation's foremost
aviation underwriter for nearly half a century.

ASSOCIATED AVIATION

*(*tkniftit
Gh" ./ I , ./.

90 John St., New York, N.Y

Atlanta • Chicago • Dallas • Denver • Detroit

Kansas City • Los Angeles • San Francisco

Consultants on insurers

Consultants don't have very kind words for insurance com-
panies and their erratic performance.

"I think insurance prices are like the prices of gasoline,
coffee and natural gas. There's a real reason for tightening
and increases, but they are taking inordinate advantage of
what would be an unfortunate situation anyway," charged
Leonard J. Silver, president of First Insurance Management
CO.

"I hope the insurance industry will get itself in order and
charge what they really need," said Mary Lou Kirk of Crain,
Langner & Co.

But Charles Tagman of the George Betterley Consulting
Group doesn't foresee any lasting solutions. Predicting that
the market is already on the upswmg, he added, "I also can
predict it will get worse again."

dropped the limits it would under-
write to below $500,000, while the
umbrella insurance company
wanted its lower limits increased.

The manufacturer was forced to

go to the excess and surplus
market to fill the gap. The cost of

the buffer layer almost equals the
combined cost of the primary and
umbrella policies.

For professional liability poli-
cies, particularly malpractice, con-
sultants said some doctors are pay-
ing more in premiums than the
coverage of their primary policy
just to get into the excess market.

Cancellations appear to be in-
creasingly common. Mr. Silver
said, "Companies are being can-
celled frequently and without ex-
planation."

Bud Griffin, partner in Warren,
MeVeigh, Griffin & Huntington in
Newport Beach, Calif., conceded,
'Tin not surprised by cancella-
tions-especially where there's any
product exposure."

But Mr. Tagman of the Better-
ley Group said, "I'm not seeing as
many non-renewals as a year ago.
There's been an improvement. We
can get an indication on a re-
newal 15 days before expiration
rather than 30 days late."

Consultants were also at odds
over whether or not large compa-
nies have the sanne problerns in the
marketplace as medium sized and
smaller companies. Some said larg-
er companies offer enough profit
and prestige to attract insurance
companies more easily.

Others argued that insurers are
shying away from larger compa-
nies because they don't want to
tie up so much of their surplus
with fewer, larger risks.

"I don't find underwriters are
really competitive for the big ac-
counts," said Arthur M. Clark,
consultant with The Wyatt Co. in
Chicago.

Nevertheless, all agreed the big
companies have the funds to com-
bat the commercial insurance

crunch in ways not so accessible
to the smaller companies.

"They can hire safety engineers
and better people for risk man-
agement. They can retain risks and
they are better able to absorb fluc-
tuations in cost," said Mr. Griffin.
Larger companies carl also go to
Bermuda to establish a captive,
others said.

Mr. Silver noted, "A small man-
ufacturer can only stand a certain

Continued on page 41

HOW?
The Commodore Insurance Company

recently acquired by The Wetzel Company, Inc.
offers special underwriting programs for:

Excess Employer's Liability-Maritime
Commercial Marine

Cash Flow Programs
Commercial Property

because of Quality Reinsurance.
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Commodore Insurance Company

The Wetzel Company, Inc.
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Mailing Address: P.O.Box 66452
Houston, Texas 77006
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increase in the cost of insurance
to remain competitive in his mar-
ket.

As a result, small and medium
sized companies are scrambling for
ways to cut costs. Most often they
are assuming more liability.

Although insurance companies
are dictating increased deductibles,
insureds are also asking for them
to reduce premiums. Consultants
noted most deductibles have been
too low anyway.

Mr. Silver admitted, however,
that some of his clients would be
financially hurt if they suffered
losses the size of their deductibles.
"But," he explained, "you have to
measure the cost of insurance
versus the risk."

Some companies are carrying
less insurance on the top side,
either because insurers won't sell
them their previous coverage lim-
its or because they can't afford
the premiums,

Beyond higher deductibles, com-
panies are looking into self-insur-
ance. "We tell our clients they
should not insure when they can
afford to pay the loss. We're
pushing self-insurance wherever
we can," said Mr. Anderson of
Corporate Policyholders.

There is also a growing interest
in captives, especially association
captives, according to the consul-
tants. But they are wary of this
development.

"A lot of companies are look-
ing at eaptives. But we have tried
to have them ride along on some
kind of normal basis. The pendu-
lum will swing back and when it
does we don't want them involved
in some kind of exotic plan that
doesn't really serve their needs,"
said Mr. Anderson.

Many of the consultants said
captives are not a viable alterna-
tive for these companies because
their premiums are not large
enough to warrant one. Some said
premiums should total $500,000
before a company should consider
a captive; others suggested $1
million.

There was also concern over the
uncertain tax status of captives
and a wariness of the captive
management experts who are ad-
vocating them. Mr. Silver suggest-
ed, "A company setting up a cap-
tive should get objective profes-
sionals to do it. There are too
many people selling captive; just
like another product."

Access to the reinsurance mar-
ket may not be any better for a
company with a captive either,
warned many consultants.

"My understanding is that many
(captives) are having the same
trouble with reinsurance so it
doesn't appear to be the solution
even if the firm is large enough,"
said Mr. Cox.

The consultants complained
about adverse selection in asso-

$2.3 billion
p/1 loss

NEW YORK-The nation's
property and liability insurance
companies suffered an underwrit-
ing loss of $2.3 billion in 1976,
according to estimates by the In-
surance Information Institute.

The $2.3 billion loss is divided
into a statutory loss of $1.75 bil-
lion and $545 million in dividends.
The 1976 figure follows losses of
$4 billion in 1975 and $2.6 billion
in 1974, for a three-year total loss
of $9 billion.

The III said net investment in-
come for 1976 rose 19.3% to $4.77
billion from $4 billion. The com-
panies' consolidated policyholder
surplus, used as a measure of an
insurer's financial strength, totaled
$23.5 bill jon at year's end, an
18.7% increase over the $19.8 bil-
lion at the end of 1975. •

ciation captives. These group cap-
tives attract larger companies with
larger risks and the consultants
fear smaller companies-with less
cash flow-will end up paying for
the losses of larger companies.

Group purchasing of insurance
was mentioned as a preferred al-
aternative to association captives.

Inflated insurance costs are fo-
cusing more,attention on risk man-
agement, although consultant were
divided over whether or not me-
dium sized companies need a full-
fledged department.

"The higher the costs go, the
sooner a risk management depart-
ment is justified," said Donn P.
MeVeigh, partner in Warren, Mc-
Veigh, Griffin & Huntington in

San Francisco.

Others countered that although
the size of current premiums
makes a risk management depart-
ment appear necessary-and risk
management is certainly a good
thing-there are not enough prob-
lems to keep a risk manager busy.
"The problems just aren't all that
complicated," said Mr. Anderson.

He is finding that· instead of
setting up a risk management de-
partment, "Companies are making
use of people they have who know
the operation-like the comptrol-
ler-and having him work with a
consultant."

The consultants agreed compa-
nies need to focus on risk manage-
ment somehow-including safety

engineering and controlling losses.
"Companies should make sure

they are doing everything in their
own shop to make their risks look
good," said Mr. Anderson. "And
they ought to be sure they have
the best type of representation
they can get-someone who really
knows the market."

But what if the market doesn't
change soon? The consultants see
their clients continuing to seek al-
ternative methods for handling
their risks. Then when the insur-
ance market finally turns around,
predicted Mr. Clark, "There will
be a lot of money not available to
the insurance companies. People
won't abandon self-insurance and
associations in a couple of years." •
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WZINCO 200
THE AUTOMATED

MIBILE HOME
AND

TRAVEL TRAILER
INSURANCE PLAN

*
For 9 Good Reasons Why
You Should Have It, Write To:

THE PRESIDENT
MINNEHOMA INSURANCE COMPANY

P. O. BOX 51188
TULSA, OKLAHOMA 74151
Or CALL: (800) 331 - 3780

And Ask For The MINCO 200 DESK.

***********************
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Risk management ,'
iust became less of a risk.

Selecting a service company for your company's
risk management programs can itself be risky.
After all, risk can be mismanaged too. And that of
course can become the biggest risk of all.

But now a sure risk management service is on
the selection scene. CU Risk Management, Inc.
A Commercial Union subsidiary committed to
nothing less than expert risk control for any kind of
business. A company that offers a unique, creative
combination of superior management and technical
stafTs and services.

In more ways than one, CU Risk Management
takes the risk out of risk management service.
Specific CU Risk Management-developed claim
service programs are serviced by a nationwide net-
work of 95 claim offiees. Claim and loss statements
are backed by sophisticated and responsive data
processing. And our Technical Services competence
includes continuing commitments in environmental

X . 4;\ I
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science, and employee health and safety.
Moreover, more than 100 years of developing

risk control programs for American businesses
offer our local and regional clients a world of U.S.
experience. And our international affiliate, CU Risk
Management, Ltd. in London, gives our U.S. multi-
national clients a world of confidence. Because it
gives us representation in over 100 countries
throughout the world.

So don't take any unnecessary risks. Our staff
is ready to work with you and your agent and broker
to discuss and define your individual risk manage-
ment service needs. For more information or to
arrange an appointment, contact Jack Kennedy,
CU Risk Management, Inc., One Beacon Street,
Boston, Mass. 02108. Tel. (617) 725-6013.

CU RISK MAMAG€M€MI IPIC. %31
A Commercial Union Subsidiary

.
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Conglomerate appoints
MacCorkle to risk staff

Glenn A. MacCorkle, 38, has
joined United Technologies Corp.
in Hartford in connection with a

major reorganization to deal with

SPECIALTY STOCK
INSURANCE COMPANY
UNIQUE OPPORTUNITY

Mid-West company with nationwide
flexible underwriting operations has
situation particularly attractive for
self-insurers or captive facilities.
Large tax .loss available to provide
high yield return on up to five mit-
lion dollars input. Inquires invited by
calling office of the President,

(800) 558-5105

the conglomerate's rapid expan-
sion. Mr. MacCorkle will be risk
manager for planning, responsible
for analyzing the company's prop-
erty/casualty exposures. He re-
ports to Bob Hugel, assistant treas-
urer for risk and insurance man-

agement, who ds in charge of the
six-person corporate risk manage-
ment staff. Mr. MacCorkle was
formerly insurance manager for
Kaiser Cement & Gypsum in Oak-
land, Calif. As part of the reor-
ganization splitting risk manage-
ment and employe benefits, Ray
Willis was named assistant treas-
urer in charge of employe bene-

REED SHAW
STENHOUSE INC
WANTS YOU TO KNOW
THAT UNDERWRITERS
SERVICE, INC
HAS CHANGED ITS
NAME 

TO REED SHAW
STENHOUSE INC. OF
CALIFORNIA.

Reed Shaw Stenhouse Inc., international
insurance brokers, has expanded its representa-
tion in the United States through acquisition of
Underwriters Service, Inc. Reed Shaw Stenhouse
is part of Reed Shaw Osler Limited, an international
insurance organization with more than 135 offices
in 27 countries around the world, including 17
cities in the United'States.

As one of the world's largest international
insurance brokerage companies, Reed Shaw offers
professional services in insurance brokerage, con-
sultation in employee benefit programs, loss
prevention engineering, and risk management.

The company also has recognized experts in
handling major U.S. industrial accounts, with
special expertise in marine insurance and average
adjusting.

Check the telephone directory in any of the
following cities for the office nearest you.

Boca Raton, Florida; Boston; Chicago; Denver;
Ft. Lauderdale; Houston; Kansas City, Missouri; Los
Angeles; New York; Oakland, California; Or.lando,
Florida; Pittsburgh; Portland, Oregon; St. Louis; San
Francisco; Seattle; Washington, D.C.; and Honolu16.

REED SHAW STENHOUSE INC.

fits administration. Mr. Willis was
previously manager of employe
benefit consultants at Peat, Mar-
wick & Mitchell.

Mr. MacCorkle's insurance re-
sponsibilities at Kaiser have been
assumed by Bob Jones, director of
corporate purchasing. Mr. Jones
said he had previously held Mr.
MacCorkle's position and that his
current title would be director of
corporate purchasing and insur-
ance.

***

Dorian Weiss, 30, has been pro-
moted to risk and insurance man-
ager of Hospital Affiliates Inter-
national Inc. in Nashville, Tenn., a
hospital management company.
Mr. Weiss joined HAI early in
1975 and said his promotion from
insurance manager to risk and in-
surance manager, a new position,
is a reflection of the continued ex-
pansion of his department.

***

Tom Cannan has been named
corporate manager of employe
benefits at Whittaker Corp. in Los
Angeles, replacing Bob Kropf,
who resigned early in 1976 to join
the consulting firm Olanie, Hurst
& Hemr-ch in Los Angeles. Mr.
Cannan, formerly on the employe
benefits staff at Rockwell Inter-
national Corp. dn Pittsburgh, re-
ports to George Hunter, vp for
industrial relations. Mr. Cannan
will be responsible for all phases
of employe benefits administra-
tion.

***

Dan Heslin. 42, has been pro-
moted to director of the employe
benefits for Rockwell Internation-
al's western region based in El
Segundo, Calif. He was formerly
on the corporate benefits staff in
Pittsburgh. He reports to Edwin
McManus, staff vp at company
headquarters.

***

Paul B. Harvey has been pro-
moted to the position of insurance
manager at Litton Industries in
Beverly Hills, Calif. The move
followed the resignation of James
P. Lang, who accepted an execu-
tive position with Johnson & Hig-
gins in Los Angeles where he will
be involved in setting up a new
risk management department. Bob
Thurston, manager of pensions at
Litton, will assume some of the
pension work formerly done by
Mr. Lang. Mr. Thurston reports
to John Martin, vp of finance.

***

Judith M. Lindenmeyer, 35, has
been named risk manager at Sealy
Inc. in Chicago. Formerly the
company's insurance and admin-
istrative manager, Ms. Linden-
meyer said she will be responsible
for all risk management employe
benefits and pension plan in the
newly created position.

***

Richard 1 Siegrist was named
manager, insurance and claims and
John P. Ct ' .fs was appointed
product safety analyst at Owens-
Illinois Inc. in Toledo, Ohio. Mr.
Siegrist, formerly supervisor for
casualty insurance and benefit
planning at the Harris Corp., will
be responsible for administration
of insurance coverage, claims and
self-insurance programs and will
assist with Owens' captive insur-
ance company, Owen Insurance
Co. in Bermuda. No replacement at
Harris has been named. Mr. Cum-
mings, who has a PhD in chemis-
try and law degree, will provide
staff coordination on prcduct safe-
ty matters and will work with
the legal department on product
liability cases. He was formerly
with Owens' glass container re-
search and development depart-
ment. Both report to Richard S.
Johnson, director of risk manage-
ment.

***

Geoffrey S. Workington was
named assistant manager of ern-
ploye benefits, a new position at

Continued on page 38

classified advertising
RATES AND CLOSING TIME: $3.00 per line, minimum charge $15.00. Cash
with order. Figure all cap Zines (maximum-two) 30 letters and spaces
per Zine; upper & lower case 40 per line. Add two lines for box number.
Replies are forwarded daily. Closing deadline: Copy in written form in
Chicago office not later than noon, Monday, 7 days preceding publica-
tion date. Published every other Monday. Display classified takes card
rate of $30.25 per column inch, and card discounts on size and fre-
quency. Mail ads to Business Insurance, classified aduertising dept.,
740 N. Rush St., Chicago, I Ziinois 60611.

HELP WANTED

MANAGER-EMPLOYEE BENEFITS

Rapidly expanding company with cur-
rent sales of over $200 million has a
new position available for a Manager-
Employee Benefits. ./,

Responsibilities will include group
insurance, profit sharing, and other
benefit assignments. Some statisti-
cal/ actuarial background helpful.
Extensive knowledge of E. R. I.S.A.,
H.M.0., and related legislation re.
quired. Prefer an individual with a
minimum of three to five years di·
rectly related experience, including
expertise in internal and government
report preparation.

* This position is based in the south-
east. Travel will be minimal. Starting
salary to low 20's. Please submit a
resume in confidence, includng salary
history and requirements, to:

Box 830, BUSINESS INSURANCE
740 N. Rush St., Chicago, IL 60611

MARKETING MANAGER
National service company in the field of
workers· compensation seeking individual
capable of managing sales force. Duties
will include directing sales. sales plan-
ning and market research. Candidate must

ens;dughw%rxkrrienccopisaltocsbuaat
lines. Excellent package of fringe benefits
and salary commensurate with qualifica-
tions. Please send resume with salary re-
quirements to

Box 832. BUSINESS INSURANCE
740 Rush St., Chicago, Ill. 60611

Corporate Risk Managers
Pension and Communication Consultants

Benefit Managers

We discreetly arrange the hiring of
insurance and consulting people
nationwide. Your professional objec.
tives, confidentiality, location pref-
erences, and salary advancement
goals are important to us. All fees
are paid by client companies. Contact

RICHARD GAY
P*ESteENT

 fNSURANCE PERSONNEL RESOURCES
2970 Pe/clfree Read.NW .Suite 622

Al#,119. Gee,wa 30305 • /404# 2622972

DIRECTOR OF INSURANCE
National Atlanta-based NYSE Company is looking for a suc-
cessful professional. This person will be responsible for the
implementation, administration and co-ordination of a
wide range of insurance and claims programs, including
group, casualty and property. Must b6 dereed with at least
3 years corporation experience beyond agency/brokerage
experience. This is a career position offering a complete
benefits package and competitive salary.

Send resume, with salary history, in confidence to:
C-51 Exchange Place, Suite 1233

2300 Peachford Road
Atlanta, Georgia 30341

An equal opportunity employer

SupervisoCfroperty A Casualty 
GInsurance

This challenging corporate opportunity with our rapidly
growing -Fortune 500" Company calls for an individual
with a Bachelor's Degree in Insurance, Finance, Business
or equivalent experience. In addition, you should have
two years experience in a Corporate Insurance Depart-
ment (or similar environment) and familiarity with:
workmen's compensation laws (6n a national basis), prop-
erty insurance ( foreign and domestic), and product lia-
bility and inland marine.

Responsibilities as #2 in this busy department call for a
"shirt-sleeves/hands-on" type and offer broad exposure to
a wide range of our business activities.

In addition, youll enjoy anexcellent salary and benefits
program including relocation expenses to our headquar-
ters in Rochester. Please forward resume in confidence
to:

Gregory B. Collins, Corporate Recruiter

BAUSCH & LOMS *
P.O. Box 450, Rochester, New York 14602

An Equal Opportunity Employer M/F



TO *R IS HUMAN ...
TO BE RIGHT IS DIFFICULT.

Everyone knows there's been a hard casualty market for the past few years.
And to be frank, this has been a real nightmare for brokers, agents and insureds.
It's a human tendancy not to take a second look at those insurance policies which
apparently can be renewed as expiring. It is a mistake not to review the policies to
see if the coverage that you currently have is adequate for your real needs. As you
may or may not know, only a few carriers have significantly broadened their
coverage in the past two years.

You couM have the wrQng policy. But, after a claim is made, it's too late to take
action to protect both corporate assets and the personal assets of the officers,
directors and employees. Potentially you are t,lking about BIG,MONEY because
BIG MONEY is what could be lost if you ch6se the wrong policy to cover your
Fiduciary Liability exposure.

Remember. . . all policies are not created equaL You get what you pay for-so
price should not be the sole determining factor and neither should the ability to
avoid filling out applications. There is simply too much at stake. All decisions
relating to-the purchase of Fiduciary Liability coverage, whether you call it Pension
Trust Liability, Fiduciary Liability or Pension and Welfare Fiduciary Responsibility
Liability, should involve your company attorney. This is a very complicated area
with a very difficult law to understand and it has many legal ramifications. Believe us
when we say that even your attorney will have difficulty in understanding all
of the law.

Fiduciary Liability is our business, our only business. Our broad form contract
offers the widest coverage in the Fiduciary Liability field-with protection available
up to $20,000,000. We do not deal directly with insureds, but we will be happy to
make our know-how and our facilities available to your agent or broker.

;1..

 Professional Indemnity Agency, Inc.3901 North Meridian Street

Indianapolis, Indiana 45208
Tel: (317) 924-5311 (212) 421-2033



If you thought

1976 was a tough time
to buy insurance,
welcome to 197%

So far, buying insurance for your
company this year isn't any easier
than it was last year. Nor is it any
cheaper.

That's because the conditions

that caused the insurance shortage
in the first place-escalating
claims, inflation and shrinking
insurance capacities-are carrying
over into the new year. Precisely
why you should be talking to
Alexander & Alexander.

As one of the world's largest
insurance brokers, we maintain
constant links with insurance

companies both here and abroad.
To bring you into contact with

sources of insurance that might
not otherwise be available,

while helping to keep prices within
yourcompany's means.

Add to this our special
capabilities of risk analysis, loss
control and negotiation and,
chances are, you'll reach the same
conclusion manycompanies
have: because this is the worst time

to buy insurance, it's the best time
to deal with Alexander & Alexander.

Just contact your nearest A&A
office or: Information Service,
Alexander & Alexander,
1185 Avenue of the Americas,
New York, N.Y. 10036.

exander
exander


