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rob ship insurers

By ELLIS SIMON

NEW YORK-Piracy on the high
seas, phony cargo losses and other
marine fraud-big problems for
London and Far Eastern under-
writers-are not killing U.S. under-
writers, but are making them skep-
tical o frisks in world trouble spots.

"Total losses could be as high as
$1 billion, but that's a guess,” ex-
plained George Howard, general
manager of the London-based Sal-
vage Assn. that coordinated the
four-month investigation by the
Far East Regional Investigation
Team (FERIT).

Marine rates have been unaf-
fected so far, say insurers, though
underwriters in the Far East alone
have paid $100 million in claims
since 1977. An additional $45 mil-
lion in claims are pending more in-
vestigation into what may be losses
from falsified bills of lading, un-
authorized diversion of cargo and

Harbor suspicion

Piracy and fraud threaten cargo

ships sailing to and from ports such
as Hong Kong.

Lloyd's, S. Africa tea m

to write riot insurance

By JOHN MAES

LONDON-LIoyd's of London
and South African insurers are
forming a pool to underwrite politi-
cal riot coverage in the racially
troubled Republic of South Africa.

Underwriters in Lloyd's Non-
Marine Underwriting Assn. will
participate in the pool being
formed by the registered insurers
in South Africa, a Lloyd's source
said. Lloyd's syndicates are regis-
tered in that country.

Under the arrangement, political
riot coverage will be issued as part
of underlying fire policies pro-
vided by the individual insurers.
Lloyd's would stand to lose busi-
ness in thatcountry ifitdid notjoin
because nnore and nnore potential
clients will want consolidated fire

and riot coverage. The pool will be
the primary outlet for its purchase.

"The idea is to have a pooling ar-
rangement for political riots cover-
age and all registered insurers in
South Africa are invited to join,"”
the Lloyd's source said.

It's unclear exactly what types of
risks will be covered, but they
mostly will be non-marine.

Development o f the pool created
a short-lived stir at Lloyd's when a
protest was raised by Stephen Mer-
rett chairman of the Merrett-Dixey
Syndicate, the largest at Lloyd's.

Mr. Merrett, while not opposed
to Lloyd's syndicates' participa-
tion, objected to what he originally
thought was the commitment of
his syndicate members to the pool
without his consent or notifying in-
dividual underwriters. Merrett-

Quebec fire
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Dixey specializes in marine under-
writing.

Mr. Merrett said he considered
this a violation of Lloyd's protocol
and told his syndicate members
that the Corporation of Lloyd's
committee should order that all un-
derwriters concerned be informed
of the pool before agreement was
reached with the South African

companies.

Describing a letter sent last
month to syndicate members cov-
ering a variety of topics, Mr. Mer-
rett said he "took the view that the
underwriters always -ought to be
involved in any acceptance of
risk-and it was not clear that that
had been done.”

Mr. Merrett said he later learned,
however, there had been no at-
tempt to involve members of his
syndicate without proper notifica-
tion.

"It was a simple problem that
was rather simply resolved,” he
told Business Insurance.

Mr. Merrett said he doubts
whether his syndicate will partici-
pate because "we've not been for-

mally asked to join." -

scuttling of ships.

U.S. underwriters' losses are
much less, but the problem has
breed tightening of underwriting
standards for some cargo risks.

Losses on direct business and
reinsurance of dubious marine
risks could cost Insurance Co. of
North America in excess of $1 mil-
1.on, said Henry Englisch, assistant

vp in charge of marine and aviation
claims.

Several claims are presently un-
der investigation for possible fraud
and the number of such losses is a
' major concern,” he said. The
f. audulent claims could multiply
since "once these things start, they
tend to get a lot of imitators,” he
added.

American International Under-
writers, which writes some marine
risks in the Far East, has suffered
losses as well. But AlU recognized
tne problem early and with careful
underwriting kept its losses to a
minimum compared with national
markets in the Far East, according
to Capt. Michael Hall, AiU marine
claims manager.

AlU's Far East offices are in-
structed to "look with suspicion”
tefore insuring cargo moving on

editorial

independently owned vessels
whose owners were not known.
Panamanian-registered ships and .
old ships, he said.

The cost of marine fraud has
been felt by virtually every sector
of the economy, with bankers and
the shippers hit worse than insur-
ers, said a spokesman for Lloyd's
of London.

Most of the frauds have involved
ships and cargoes moving on re-
gional runs, such as from Hons
Kong to the Philippines or Singa-
pore. Little in the way of U.S..
origin or U.S.-bound goods has
been involved.

However, domestic insurers
should not "close their eyes to the
problem,"” said AlIU assistant vE
Robert Roth. "You could be insur-
ing a one-shot deal for a client with
cargo in a Hong Kong warehouse
that he wants shipped to a cus-
tomer in Singapore.”

Marine fraud is not limited to the
Orient.

Fraud is suspect in cargo losses
of between $13.4 million and $15.7
million that have occurred around
Lebanon, noted a spokesman for
the London marine market.

Many of the losses in the Medi-

Continued on page 82

The weekly BI:

News you use

"W IGHTEEN MONTHS of planning and reor-
1-A ganizing have gone into making Business Insur-

ance the best possible weekly package of news and
information for insurance buyers, brokers, insurers,
consultants and anyone else dealing in the insurance

marketplace.

This issue heralds the start ofa new era fot decision-

making information, for all of us and all of you. Ap-
propriately enough, itcoincides withthe dawning ofa
decade likely to bring with it further changes in the
channels of insurance distribution and the practices
of those of you who buy this commodity we know as

insurance.

As we mentioned in this column Oct 31, 1977, on
the occasion of our 10th anniversary, we've found a
lot to write about over the years. Part of the fun of
covering this business has been learning there are
many more stories breaking than we've had space for:
There's no shortage of material to fill your weekly

newspaper.

Bl's success can be credited to two factors: your

Continued on page 8
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Underwriting loses $1.8 billion;
experts fear a cycle downturn

NEW YORK-The property and casualty insurance business in
1979 registered a net loss of approximately $1.86 billion on under-
writing operations, beginning what many industry experts believe
will be a three-year downturn in the underwriting cycle, the Insur-
ance Information Institute says.

The total underwriting loss, based on the institute's preliminary
estimates, re flects a statutory underwriting loss o f approximately
$618 million and an estimated $1.24 billion in policyholder divi-
dends.

The industry recorded a net gain from underwriting operations
of approximately $1.30 billion in 1978.

The institute estimates net investment gain for 1979 at $8.9 bil-
lion, a 22% increase from the 1978 total of $7.3 billion, which is
expected to push insurers' results to 1979 levels.

Total property/casualty written premium volume for 1979 is esti-
mated at $90.1 billion, up from $81.7 billion. The industry's net
income from all operations, after taxes, is estimated at $6.5 billion,
or about 4.9% oftotal revenues, compared with $7.2 billion, which
represented 6.1% of total revenues in 1978.

Insurers told to pay claims

DENVER-A federal court here has ordered five insurance com-
panies to pay more than $6.6 million in insurance claims to Stan-
dard Metals Co. of New York.

Standard sued insurers Mission Insurance Co.; Lloyd's of Lon-
don; Merchant, Fire, Marine & Inland Insurance Co. of Pennsylva-
nia, and Birmingham Fire Insurance of Pennsylvania 14 months
ago, charging the companies failed to compensate Standard for
losses arising from a cave-in at the firm's Silverton, Colo., gold,
silver and zinc mine.

Northbrook Insurance Co., which also insured the Silverton
mine, settled out ofcourt in December 1978, shelling out $1.6 mil-
lion, about $900,000 less than the $2.5 million Standard sought.

The five insurers had refused to pay damages, contending
Standard's coverage was limited to above-ground facilities.

Lloyd's broker buys Ashby

LONDON-LIloyd's broker C.E. Heathis buying the Ashby & Co.
underwriting agency whose three syndicates were suspended last
August after they exceeded permitted premium limits on non-
marine insurance in 1978-79 (BI, Sept. 17,1979).

No major financial loss is expected for Ashby because of the
underwriting incident. The risks were conventional and involved a
binding authority that is still being investigated.

The syndicates will become Marten syndicates.

Second opinion drive begins

WASHINGTON-The U.S. Department of Health, Education
and Welfare will begin an advertising campaign this month to en-
courage people to obtain a second medical opinion before undergo-
ing non-emergency surgery.

The campaign, which willinclude television and radio announce-
ments along with brochures and posters, will espouse the merits of
second opinions. A toll-free telephone number (800-638-6833)
through which interested persons can contact physicians to obtain
one will be promoted.

Iran losses cost $4 million

NEW YORK-The Foreign Credit Insurance Assn. will report
that in the 1979 fiscal year it paid out $4 million in claims tied
directly to commercial and political losses in Iran.

In its new fiscal year report, due to be published sometime this
month, FCIA says the $4 million is part of the overall total of $10
million in claims paid during the year.

Despite shaky relations between the two countries, some U.S.
corporations still have assets in Iran but many are underinsured
against expropriation and other political risks (Bl, Nov. 26, 1979).

Insurance office approved

WASHINGTON-The Office ofManagement and Budget has ap-
proved the establishment o f a new federal agency-over the objec-
tions of insurance industry trade groups-that will scrutinize a
wide range of insurance issues affecting the federal government.

The new office, to be known as the Office of Insurance Analysis,
will be located in the Treasury Department.

The insurance office is expected to have a professional staffof 10
and initially would be looking at such issues as indemnification of
government contractors as well as the government's role as a self-
insurer. More significantly, the office would centralize federal in-
volvement in insurance issues.

The new office can't get going until Congress funds it.
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42 die, 50 hurt in Quebec club fire

Marsh & McLennan's Toronto office bro-
kered liability insurance for Falconbridge Nickel
Mines Ltd., owners of a social club in Chapais,
Quebec, where 42 New Year's revelers were
killed and 50 injured in a fire set by "someone

playing a joke."

The party was an annual fund-raising event
for the local Lions Club. It's unknown whether

the Lions had, through contractural agreement,
indemnified Falconbridge against liability resul-

ting from the party.

The fire, at Le Club Opemiska, a 25-year-old

wooden structure in this mining village 310
miles north of Montreal, was believed to be

caused by one of the partygoers. He allegedly
set a match to one of the tree branches used as

holiday decorations inside the buildings, said

Quebec provincial police officials in Chicoutimi.

Falconbridge's Opemiska copper mine is
Chapais' principal employer and many of the
victims are believed to be miners and their fami-

lies. The company's group life insurance pro-

gram is handled by the Toronto office of William

M. Mercer Ltd.

Bowring sues to quash
M&M information release

By LEN STRAZEWSKI
and JOHN MILLER

NEVWV YORK-Secret financial
information passed to Marsh &
McLennan Cos. by Lloyd's broker
C.T. Bowring Co. Ltd. to fuel
profit-pooling plans may blow up
in the face of the U.K. broker, ac-
cording to a Bowring suit filed
here.

The suit charges that M&M
could jeopardize Bowring's com-
petitive position ifthe secret infor-
mation is made public-a likely
event if M&M pursues its current
plans to attempt to buy Bowring by
acquiring its stock. The informa-
tion would be released if M&M
filed its intention to buy Bowring
with the Securities and Exchange
Commission.

London sources suggest the ex-
plosive secret data may include
practical underwriting and mar-
keting information that details
Bowring's private connections
with specific Lloyd's of London
syndicates.

The original profit-pooling dis-
cussions between M&M and Bow-
ring, announced more than a year
ago, were touted to insurance buy-
ers as a way to speed and enhance
access to those Lloyd's underwrit-

errors &
omissions

* In the Nov. 26, 1979, issue, Nor-
man Hoffman, a Perspective sec-
tion contributor and assistant pro-
fessor of the New York College of
Insurance, was misidentified as ad-
junct assistant professor on loan
from Kane Miller Corp., an identifi-
cation based on outdated informa-
tion from the college. Mr. Hoffman

no longer is employed by Kane
Miller.

London insurance industry spec-
ulation suggests that release of the
private competitive data on Bow-
ring may speed the flow ofrisks to
the New York Insurance Exchange
and U.S. insurers. Bowring's finan-
cial status, including data never re-
leased to shareholders, may be-
come public.

U.S. broker and insurer sources,
however, say the whole informa-
tion issue is a big dud.

"The information M&M got from
Bowring is not going to contain
any underwriting data," a know-
ledgeable U.S. broker remarked.
"Bowring's financial information
is well-known to anyone who does
business with the London mar-
ket.”

American International Group,
one ofthe largest U.S. commercial
insurers, which competes regu-
larly with Lloyd's and also has a
large investment in the New York
Insurance Exchange, "has no idea
what the secret information could
be" and expects nothingthat could
give it an edge over Lloyd's and a
Lloyd's broker, a spokesman said.

Marsh & MclLennan would not
comment on the suit or reveal what
data the broker has received from

Bowring that could hurt Bowring's
business.

M&M is continuing to study the
possibility of making Bowring
shareholders an offer, in spite of
Bowring's public rejection o f such
a plan.

"It is inconceivable to us that
Bowring's board would arbitrarily
refuse to consider an offer regard-
less of its terms before one is
made," an M&M spokesman said.
"We continue to hope that M&M
and Bowring can go forward in a
constructive and friendly man-
ner.”

M&M's decision on whether to
try to buy Bowring is imminent,
said M&M's investment banker in
London, S.G. Warburg & Co. Ltd.
Viscount Garmoyle, the British
aristocrat who headed a special
Warburg delegation to discuss
M&M's possible attempt to buy
Bowring, told Business Insurance
that although no date has been set
for an offer, "the market should not
be kept in suspense and there must
be a time pressure on M&M to
make its intentions clear in the
near future.”

Morgan Stanly & Co.
Marsh & McLennan's U.S. invest-
ment adviser.

is the

Contest still open

There's still time to nominate a candidate for the Business
Insurance Risk Manager o f the Year award.

The deadline for nominations is Jan. 21.

Fill out a dominating statement that describes how the
candidate fulfills the nine criteria for an outstanding risk
manager and submit the nominating statement along with a
letter from an executive o f the corporation or organization
the risk manager works for and your own nominating letter.

Nominating guidelines are ayailable from Business Insur-
ance, 740 N. Rush St., Chicago, lll. 60611; 312-649-5278.
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Health plug: Exercise and a check

By KATHRYN J. McINTYRE

NASHVILLE-HospitalCorp. ofAmerica here pays
its employes to run miles, hoping they won't run up
medical bills.

One of the world's largest providers of health ==are
services is paying employes to bicycle, run, walk and
swim, reasoning that healthier employes won't need
to visit the doctor as often.

"With healthier people, we're bound to hold down

health care costs,” says Robert A. ReeVes, vp-
insurance at HCA.

Employes are paid 4 cents a mile for bicycling, 16
cents a mile for running or walking and 64 cents a mile
for swimming.

HCA president Thomas F. Frist Jr., an avid runner
who dreamed up the exercise incentive program for
HCA employes, last month distributed checks total-
ing $2,833.10 to 68 employes who had earnedmoney in
the first six months of the program. The checks were
handed out after a special one-mile run in which Dr.
Frist jogged along.

"l got a check for $11.40," said Mr. Reeves. "l ran 140

miles-25 miles a week.”

While other companies are building or renting exer-
cise facilities to encourage employes to work out their
muscles as wellas their minds (BI, Dec. 10,1979), HCA
decided to challenge employes at its mild-climate
headquarters to take an imaginary 12-month trip to
HCA international offices and get paid for running.

The 68 HCA employes almost completed the 28,400
mile trip fromm Nashville to London, Tripoli, Cairo,
Beirut, Riyadh, Manila, Sydney and back to Nashville
in the first six months: Participants logged 24,629.7
miles. Dr. Frist ran up 1,757 of those miles.

To ensure that employes are exercising often
enough to have an effect, there's a minimum number
ofmiles to be logged each week in orderto be paid: 120
miles a month bicycling, 30 miles a month walking or
running or eight miles a month swimming.

Of 380 corporate employes eligible to run around
the world, 107 signed up-nearly a 30% participation.
Only 68, however, had met their minimum quotas.

To quantify the success of what is already a morale
and muscle building program, HCA measured the
blood pressure of participants at the beginning of the
program last June. Blood pressures will be taken
again at the end of the one-year pilot program to test
the theory that exercise makes healthier employes.

HCA will evaluate the program next June and de-
cide whether to continue it.

In the meantime, Mr. Reeves is considering other
programs to control the cost o f health care services for
HCA employea. He envisions testing a program o f self-
insurance and health promotion in 1981. "We could
take several hospitals, go self-insured on benefits and
take some of the cash flow and spend it on health
promotion,"” Mr. Reeves said. "Then we could analyze
the results to see if we have reduced costs.”

Currently HCA employes are insured under a con-
tributory Blue Cross/Blue Shield program. -

Idea with mileage

Employes at Hospital Corp. of America in Nashville find it pays
to exercise. The company pays workers for each mile logged

Aviation:

By JOHN MILLER

LONDON-Aviation insurance
faces a tough decade ahead if rein-
surers decide to withdraw some of
their support facilities and reduce
surplus capacity, warns Jack H.
Hine, president of the Interna-
tional Union of Aviation Insurers.

Last year proved to be disastrous

for aviation underwriters. The Lon-.

don market is paying alarge chunk
of the heavy losses from DC10
crashes in Chicago and Mexico
City and last month's crashes of a
Turkish Airlines Fokker F-28 in
Turkey and a Pan Am Boeing 747
cargo plane in London. Hull value5
were $5 million for the F-28 and $45
million for the 747 .

"If there's moderate contraction
in capacity, it will be welcome,”
Mr. Hine said. "But if there's a
heavy fall and cover for existing
aircraft values and liability limits is
no longer available, then there'll be
a lot of difficulty for both airlines
and bankers. Their requirements
might well be in jeopardy.”

Mr. Hine, underwriter for British
Aviation Insurance Co. with more
than 40 years of market experi-
ence, says it's more likely capacity
will start to contract by 1981, when
long-term contracts come up for re-
newal, unless premium levels rise.

The U.K. market, he admits, mis-
judged world insurers' reaction to
the Tenerife disaster in 1977, which
cost $63 miillion in hull values to
the two Boeing 747s owned by Pan
Am and KLM, as well as large sums
for the death toll of more than 600.

"We tried to apply corrective ac-
tion for ratings at that time, but our
efforts proved to be too severe and

could not be sustained,” Mr. Hine
said. "But now reinsurers will

"It's going to be a tough
decade ahead of us,"

warns Jack Hine,

president of the

International Union of

Aviation Insurers.

choose to withdraw from the scene
if direct underwriters don't apply
any remedies to counter the effects
of reduced premiums.

"The longer the present situation
persists, the more severe the reac-
tion is likely to be. There's a wide-
spread feeling that little can be
done until the bulk of long-term
contracts expire toward the end of
this year and next," he said.

"Already we've introduced a
code of practice in an effort to
bring some stability into our mar-
ket and remove some of the more
blatant aberrations. Its achieve-
ments are very limited, but it's no
longer possible to negotiate new
long-term contracts except in a few
specialized areas such as U.S. air-
port liability and cover on satel-
lites.”

Demand for more capacity for
aircraft hulls is unlikely. New
types coming into production in
the next few years will be smaller
than the jumbo jet and are not
scheduled to exceed current maxi-
mum values, Mr. Hine anticipates.

"They're designed for medium
stage lengths and will carry fewer
passengers than the Boeing 747,"
he predicts. "The only pressures,
therefore, will be due to inflation
and the possibility ofhigher agreed
liability limits for passengers. But

Big disasters and low rates
could scare off reinsurers

aven these will cause little diffi-

culty as current programs are
greater than any liability loss expe-
rienced up to the present.

"There may be some determined
action to unify limits ofliability be-
tween world nations, but there are
various viewpoints, so this won't
be easily resolved,"” Mr. Hine said.

"It's going to be a tough decade
ahead of us, however. It's highly
dangerous to look to investment
income for salvation, irrespective of
premium levels," he warned. "This
has been ignored for too long and
underwriters are leading business
at substandard terms by reinsuring
a disproportionate amount o f their
acceptance. It's small wonder
they're a discredited race. They
must reestablish their reputation
as responsible judges of the busi-
ness offered, even if they lose some
accounts as a result.”

Paris, Tokyo and the New York
Insurance Exchange are alterna-
tive markets to London, Mr. Hine
says, and some airlines may make
greater use of them.

But he wants an improved atti-
tude among aviation insurance
brokers, as terms of credit now
operating in the London market
have led to premium payments
taking as much as a year to get to
their destination. "Underwriters
suspect some of these delays are
not entirely accidental,"” he adds.

Mr. Hine is urging underwriters
to demand fuller information on
risks presented by brokers and to
embody all material factors in the
main part of each slip. But he ad-
mits it's partly the fault of under-
writers if they neglect to use their
judgment and ask the right ques-
tions when risks are put before
M e e——— W™ m

in hopes of holding down medical costs.

lllinois exchange
confers on rules,

computer study

By MARY ELLEN McKEE

CHICAGO-The contours of the

lllinois Insurance Exchange may
take shape this month with votes
on the constitution and bylaws,
blueprints for getting capital and a
feasibility study on computer sys-
terns.

The legal aspects of the ex-
change, how the exchange will
work with insurance departments
in other states and applications for
brokers and syndicates may also
be voted on by the interim board at
its Jan. 15 meeting.

James M. Skelton, executive di-
rector of the interim board and an
insurance departmentofficial, says
the board has made tremendous
progress in the past three weeks.
But he admits start-up of the ex-
change isn't exactly around the
corner.

One of the most pressing issues
for the interim board is deciding
whether to authorize a feasibility
study on the cost and ease o fimple-
menting a computer system start-
ing from scratch versus using out-
side firms for the hardware, main-
tenance and training.

Illinois is touting the planned
computer capability of its ex-
change as making it more flexible
and more efficient than the New
York Insurance Exchange (BI,
Nov. 26, 1978).

The Risk Exchange Inc. (REX) of
Oldwick, N.J., a computerized
reinsurance network, has already
presented its services to the in-

terim board along with three other
computer service organizations,
Mr. Skelton noted. Based on the
presentations, the interim board
realized more detailed information
is needed before making a decision
on the computerization o f the llli-
nois Insurance Exchange.

Engaging a company to conduct
a feasibility study does not mean
the original computer design pro-
posed for the lllinois Insurance Ex-
change has been swept by the way-
side, Mr. Skelton emphasized.
"The interim board wants to make
sure that it is not biting off more
than it can chew.”

The computer design was largely
the brainchild of Richard Fried-
man, an attorney in the Chicago
law firm of Epton Mullin Miller &
Druth Ltd.

"REX has direct application to
an exchange entity,” said REX
president Henry Kramer. "Too of-
ten people overlook the adminis-
tration, accounting and bookkeep-
ing that goes into setting up a com-
puter system. Once a company or
entity decides to use a computer
system the internal work really be-
gins.

"In essence, the exchange deals
in futures. The system should be
set up to issue policies, pay claims,
change policies, collect cash and
periodically furnish reports,” Mr.
Kramer said. "By relying on an out-
side company the exchange wiill
get the computer hardware and the
training capabilities without a
huge capital investment.” a
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Shippers may overcharge

NEW YORK-Shipowners may be collect-
ing more than they need from shipping cus-
tomers to cover the insurance war risk sur-
charge levied on ships in the Persian Gulf.

Effective Jan. 26, steamship lines sub-
scribing to the "8,900" rate agreement on
goods moving between East Coast and Per-
sian Gulf ports will impose a $3.75 per ton
surcharge on cargo not stored in containers.
The surcharge will be $85 for 20-foot con-
tainers, $170 for 35-foot containers and $190
for 40-foot containers. For LASH (lighter
aboard ship) barges, the surcharge will be
$1,425.

Shippers are levying the surcharge to re-
coup the increased cost of insurance since
U.S. and London hull insurers in November
imposed a war risk surcharge on vessels call-
ing on Persian Gulf ports.

The insurance surcharge is five cents Per
$100 hull value on ships calling on non-

Iranian ports and 10 cents per$100 hull value
on ships visiting Iran (BI, Dec. 24, 1979).

Noneofthe ships in the"8,900" agreement
is now carrying cargo between the U.S. and
Iran.

The shippers' surcharge will typically add
about 3% to shipping costs on goods moving
between the U.S. and the Persian Gulf, but
shippingrates vary with thecommodity. For
a 40-foot container of bed linens, the $190
surchargewould beinexcessofa $4,840 base
rate and a $1,135 bunker surcharge.

But the $190 shippers' surcharge would
more than compensate for the higher war
risk premium charged steamship lines. A $40
million container ship carrying 500 40-foot
containers between the U.S. and the Persian
Gulf would receive additional revenues of
$95,000 from the shippers' surcharge, but the
hull insurance war risk surcharge presently
costs $20,000.

New year ushers in

iNncreased

WASHINGTON-Social Secu-
ritytaxes, which have been soaring
in recent years to pay for increas-
ingly generous benefits, went up
again this month.

The maximum wage base for
payroll taxes increased Jan. 1 to
$25,900 from $22,900. A worker
who earned $25,900 in 1979 paid
$1,403.77 in Social Security taxes.
The worker who earns $25,900 this
year will have to fork over an addi-
tional $183.90 to the government
for a total of $1,587.67 in FICA
taxes.

Employe contributions are
matched equally by employers.

More tax increases are slated, but
Congress is considering legislation
to reduce the tax.

The payroll tax rate is supposed

Yeste rday's costs using tomorrow's technology..Today.

ClaimFacts is an advanced on-line

health claims administration system which
may be used by insurance companies, or
employers and associations with self-
funded or underwritten plans.

ClaimFacts provides total automation
for the processing of all types of health
benefits plans, including basic and Major
Medical, dental, vision, prescription drugs,
and disability. The system has the
capability for on-line inquiry, eligibility
verification, adjudication, coordination of
benefits, and letter generation.

O Please call

ClaimFacts can be installed at your
office for use by your staff using your
hardware or ours. It is available on a

service, lease or purchase basis for HP or
IBM systems.

ClaimFacts joins IMPLEFACTS, the

deferred recordkeeping specialists, as a
member of the Thomas National Group.

ClaimFacts satisfies the unique

requirements of insurance companies and
third party administrators.

O ClaimFacts

O Send information about:
El ImpleFacts

Name Title
Company

Address

City State Zip
Phone

FICA tax

to jump next year to 6.65% on an
employe's first $29,700 of salary.
The current tax rate is 6.13% on the
first $25,900 of wages. More in-
creases are expected in the 1980s to

keep up with the cost of benefits,
which are indexed to inflation.

Business groups and some mem-
bers of Congress have become in-
creasingly concerned about the
continuing spiral in Social Secu-
rity taxes. Losing an ever increas-

ing amount ofgross salaryto taxes,
workers have less cash and the sit-

uation is slowing economic activ-
ity, business leaders complain.

Among the ideas Congress wiill
consider to cut Social Security
taxes is Rep. Al Ullman's (D-Ore.)
suggestion that a 10% value added
tax be imposed on the price of
property or services sold, includ-
ing insurance policies.

This 10% VAT, which would
raise $130 billion annually, would
allow a rollback in Social Security
taxes to 4.5% for both employes
and employers.

Alternately, White House chief
inflation fighter Alfred Kahn sug-
gests the proceeds of an oil wind-
fall profits tax be used to reduce
the payroll tax.

Finally, Congress also is ex-
pected to consider the recommen-
dation of the Social Security Advi-
sory Council, a blue-ribbon federal
panel, that Medicare, which con-
sumes 1.05% of the 6.13% payroll
tax, be funded by general revenues
generated by personal and corpo-
rate income taxes (BIl, Dec. 24,
19791

By removing Medicare from the
payroll tax, the Social Security tax
could be pared to 5.6% until the
year 2005.

Insurer
sues ABC
for fraud

NEW YORK-American Broad-

casting Co. here is bemg sued for
$275 million by an insurance com-
pany charging the network with
entrapment, intrusion and produc-
tion of false and fraudulent news.

American Family Life Assurance
Co. of Columbus, Ga., objected to
an ABC news report last Novem-
ber on insurance fraud that in-
cluded comments on cancer insur-
ance and American Family.

"They talked about cancer insur-
ance and fraud and featured our
company. Since we're not defraud-
ing anyone we took exception,”
said Lee Parker, vp for investor re-
lations at American Family.

ABC is insured for broadcasters
errors and omissions by Lloyd's of
London under a $1 million policy.
Excess insurance under a layered
program to $45 million also covers
broadcasters' E&O losses (Bl,
April 30, 1979).

An American Family insurance
executive, George Benford, is also
suing ABC for $4.2 million, charg-
ing the network violated his pri-
vacy when it used a hidden camera
to film his sales presentation to two
elderly women.

Mr. Benford is seeking $200,000
in compensatory damages and $4
million in punitive damages for the
broadcast of part of his insurance
sales pitch to two women. Mr. Ben-
ford is the Maryland manager for
American Family.

Also named in the suits against
ABC are members o f the House Se-
lect Cornrnittee on Aging who
cooperated on the report. -
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Name an insurance compan#¥

There are, by recent
count, sonne 4,700 insurance
companies serving America.
You'd probably recognize just
a handful of them by their ad-
vertising symbols.

We're the company with
the famous little railroad
station. And behind the little

station there's an important

idea: Business insurance is

a partnership.
Through experience, we
know business insurance does

its job best when the policy-
holder and insurer work to-

gether to control losses. We
expect that kind of participa-

tion from our policyholders.
Because there is no substitute
for a partnership effort when
the goal is to save life, health
and property and to control
your ultimate insurance costs.
We do our part. You do your
part. That's the Wausau story.
Wausau Insurance Companies.
Wausau, Wisconsin 54401.
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Delay tort reform, study says

PITTSBURGH-States should put tort re-
form bills on the back burner until more
complete and accurate product liability ir--
formation becomes available, a Carnegie-
Mellon University study recommends.

Before tort reform is attempted, the states
should pass detailed product liability report-
ing laws requiring insurers to reveal, among
other things, the amount of settlements paid
on behalf of policyholders.

"Such an insurance reporting system
would provide information, which could
lead to the elimination or perhaps the reduc-
tion of the uncertainty and confusion that
presently exists with regards to product lia-
bility,” according to the study.

Conducted by students in Carnegie's De-
partment of Engineering and Public Policy
and Graduate School of Urban and Public

. Affairs, the study looked at product liability

legislation that has passed or is pending in 37
states as well as product liability cases that
had been filed in Pennsylvania.

Some state legislatures have passed tort
reform bills in response to complaints that
the number of product liability suits has ex-
ploded in the 1970s, but the Carnegie study
suggests these concerns may be unjustified.

For example, in Allegheny County court,
which encompasses the Pittsburgh metro-
politan area, the number of product liability
cases filed between 1975 and 1978 has hov-
ered around the 100 mark each year.

In federal court in the Pittsburgh district,
the number of new cases also remained sta-
ble between 1975 and 1977, with about 42
new cases filed each year.

"Based on our research, the enormous vol-
ume predicted in the number of suits filed is
unsubstantiated,” the report said.

vwWe're

Risk retention bill

stalls in House;
revisions likely

By JERRY GEISEL

WASHINGTON-Legislation
permitting companies to pool their
product liability risks in federally
chartered insurance cooperatives
is stalled in Congress.

The House Consumer Protection
and Finance subcommittee had

been expected to approve the
Administration-backed Risk Re-

tention Act (H.R. 5571) late last
month.

But the vote never took place af-
ter informal objections were raised
by Rep. Matthew Rinaldo (R-N.J.).

the largest

corporation
of our kKind

iNn the world

And our risk management corporation is just the

kind more and more corporate risk managers

want to do business with.

The Assurex Risk Management Institute

(ARMI), a division of Assurex International

Corporation, is wholly owned and directed by
independent, regional insurance brokers located
in more than 40 states and 16 foreign countries.

Which means when you work with an ARMI
broker, you're doing business with a home office
. always with the same knowledgeable people.
People who know and understand risk
management . . from cash flow plans to
self-insurance to captive formation and
management. The ARMI offers complete
analysis-through-implementation capabilities to

help you manage even the most complicated

risks.

Sure, our computers are important, but more
important are our people . located everywhere,
probably right in your city. And because each
independent Assurex broker is joined in
professional partnership with all other Assurex
brokers, we're the largest organization of our kind

in the world.

For a brief, informative pamphlet, contact your
nearby Assurex International broker. Or write:
Assurex International Corporation, 6500 Busch
Boulevard, Columbus, Ohio 43229.

Stsss

ASSUREX RISK MANAGEMENT INSTITUTE

Although Rep. Rinaldo is a co-
sponsor of the legislation, he ap-
parently is concerned that not
enough time has been spent
scrutinizing the measure at the
subcommittee level, sources said.

Rep. Rinaldo wants spelled out
in greater detail what can be done
about the possible problem of
trade associations requiring mem-
bers to purchase other association
services as a prior condition for
participation in an association-
sponsored pool.

Rep. Rinaldo is expected to in-
troduce an amendment clearing up
the possible problems presented
by association-sponsored pools, as
well as other amendments clarify-
ing the extent ofcontrolthe federal
government will have over the
pools, when the subcommittee re-

sumes consideration of the legisla-
tion later this month.

Despite objections raised by
Rep. Rinaldo, the odds are consid-
ered better than even that the sub-
committee will approve the mea-
sure early this year. Rep. Richard-
son Pryor (D-N.C.), chairman of
several hearings on the bill, said re-
cently that passage of the Risk Re-
tention Act is a top-priority issue
for the committee.

Drafted by the Commerce De-
partment and endorsed by the Car-
ter Administration, the proposal
would allow firms to band together
to form risk retention groups, pool-
ing all or a portion of the partici-
pants' product liability exposures.
The risk retention groups would be
exempt from state insurance regu-
lations and instead would be regu-
lated by the Commerce Depart-
ment.

Beforedecidingwhethertoallow
a risk retention group to operate,
the Commerce Department would
review the group's assets, reserves,
loss prevention efforts and man-
agement expertise. Business
groups want the regulatory role of
the Commerce Department to be
limited to setting reserve require-
ments (BI, Nov. 12, 1979).

Premiums paid into the risk re-
tention groups would be tax de-
ductible if spreading and sharing
of risk satisfies Internal Revenue
Service requirements.

By tailoring insurance regula-
tions to meet the needs of busi-
nesses forming their own insur-
ance cooperatives and allowing
them the same tax deductions
companies are given for purchas-
ing insurance from commercial in-
surers, more competition will be
injected into the insurance market-
place, according to the Commerce
Department.

Although several mgjor business
groups have endorsed the Risk Re-
tention Act, insurance trade associ-
ations are generally opposed, con-
tending product liability and other
insurance problems are best
handled at the state level. -

Accountants

not liable

WASHINGTON-Accountants
will no longer be automatically lia-
ble for misleading interim financial
statements that they have not
given a full audit, the Securities
and Exchange Commissionhas de-
cided.

The SEC adopted the exemption
to encourage accountants to partic-
ipate more in the issuing of interim
statements. Accountants will still

be liable under antifraud provi-
sions of federal securities law. -
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Calif. cities pursue fire pool monopoly

By RHONDA L. RUNDLE

LOS ANGELES-Despite tow-
ering restraint-of-trade and other
legal obstacles, enthusiasm for
community-funded fire insurance
monopolies as a possible alterna-
tive to traditional indemnification
is still runnmMg strong among a
score of California cities.

In-depth legal analysis of muni-
cipal fire insurance must be the
first step, concluded the MFI com-
mittee of the League of California
Cities at a recent meeting.

Besidesantitrustbarriersto MFI,
constitutional debt limitation laws
also prohibit city councils from
taking actions that saddle resi-
dents with long-term financial obli-
gations.

Further complicating the legal
picture, Propositions 4 and 13 have
spread confusion amongCalifornia
cities over their authority to im-
pose new taxes or fees. Proposition
13 requires two-thirds of the voters
to approve new taxes. Proposition
4 puts a lid on state spending.

The MFI committee is also dis-
cussing the possibility of expand-
ing its investigation to review the
overall relationship between cities
and insurers, notes Clark Goecker,
assistant director of the league.
Specifically, he said, many city
authorities believe insurers’ fire
grading systems are obsolete and
do not truly reflect a municipality's
ability to respond to a fire emer-
gency.

Proposition 13 has created a cli-

Calif. fears ,

safety cuts

LOS ANGELES- Cali-
fornians didn't bargain for
cuts in safety services when
they approved Proposition
13. But that's what they'll
get once present bailout
funds dry up at the end of
this fiscal year, the state's
city fathers say.

Municipal fire insurance
is one tack concerned city
officials are taking to man-
age the impending crisis.
Another approach is a bud-
ding statewide initiative
supported by the state's fire
and police unions.

The proposed constitu-
tional amendment would
ensure fire, police and emer-
gency medical services have
first call on municipal funds
throughout the Golden
State. It also stipulates that
levels of protection pro-
vided by these services can-
not be cut

Supporters will set out
next month to collect
553,790 valid signatures
needed to qualify the mea-
sure for the November 1980
ballot.

"With this constitutional
amendment, financial sup-
port for these important ser-
vices can no longer be used
as a political football by
some elected officials,"” de-
clares retired fire chief Walt
Meagher, chairman of the
campaign.

Howard Jarvis supports
the proposal, although he
will likely concentrate his
campaigning energies on
another initiative on the
June ballot to cut the state

d4ncome tax.

mate if not a critical need, forcities
to explore E wide gamut o f innova-
tize funding alternatives, Mr.
Goecker points out. Proponents
say MFI creates an incentive to pre-
vent fires because it links indemni-
fication te actual losses (BI, Sept.
17, Nov. 12,.

The California tax initiative has
launched IIFI into the limelight,
admlits Vernon Haven, city man-
ager of Mill VValley, Calif. But he
stresses that the MFI concept has
been knocking around Mill VValley,

Mountain View and a handful of

other Northern California towns
for five years. Proposition 13 just
boosts municipal self-insurance
one step further, he says.

The league has also been in con-
tact with W. Victor Slevin, chair-
man of the insurance industry
group established in October to
study MFI and related issues, Mr.
Goecker reports. "If the executive
board of the league approves, the
twocommitteesmaymeettogether

sometime in the future to discuss

mutual concerns," the league's as-

sistant director says.

"There is a tremendous need to
link fire prevention, risk manage-
ment and indemnity,” maintains
Mr. Haven of Mill VValley, because
funds for maintaining eren current
levels of firefighting are drying up
in some towns.

Many municipalities are meeting
fire department payrolls with state
bailout fur-ds. If these run out
within the next few years, firefight-
ing forces may be severely cut
back. This could lead to an alarm-

ing flare-up of fire losses and al-

most certain increases in property
insurance costs.

There is no incentive for insur-
ance companies to prevent losses,
Mr. Haven says. "They'll just
premium.” Mill
Valley's city manager stresses that

charge more

his objective is to explore all sorts
of innovative funding mecha-
nisms, not just MFI.

The MEI committee is tenta-
tively scheduled to meet again Jan.
30 before making its recommenda-
tions to the league's executive

board imn February. -

Liberate Working Capital Through
AWNhiting National Worker's
Comp Risk Retention Program

Whiting National Services can show
you how to free-up working capital
through the use of a properly desjgned
and managed risk retention (self-

072
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insurance) program.

The Whiting National approach
turhs the cash outgo often associated
with Worker's Compensation Insuranee
into a method of generating income for
your firm or association.

How? Through good insurance

management.

You see, Whiting National works for
you. Your Worker's Compensation risk
retention program will be tailored to fit
your needs. Every aspect of your
program will be supervised by Whiting

National's professional management J
staff - people with many years of ,,1,

in-depth experience in insurance *

7 administration.

Whiting National's seasoned,
dedicated professionals provide you
with the full service capability you need
in loss prevention, claims control,
statistical reporting and re-insu rance.

What's more, you will be kept
constantly advised on all claims through
regular, readable reports - not confus-
ing computer codes.

As a pioneer in the field, Whiting
National will perform these services better
than other general service firms. VVe may
even do them more economically.

Talk with a Whiting National profes-
sional today. Call us directly at 813-
223-7521, or mail the atEached coupon.

Egrzl YN, #- . : i-

174%

797

142
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| would like to know more about Whiting National's
approach to risk retention (self-insurance) management.

O Please forward information.

0 Please have a representative contact: 102 Whi#NeS**eF*

RO: Box 2938

Tampa, Flovida33*m--s :"FFN'S,
Phone: 813.223-7%i . '2:sup”

Name:

Title:

Company/Association:
Street Address:

City: State: 7ip:

Telephone: Fxt-
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editorial opinions

News you can use-twice as ofte n

Continued from page 1
hunger for better information and the energy
with which we go after information for you.

From the start, Bl aimed to be the newspaper
helping you do your job better and letting you
know the tone ofthe marketplace in which you
buy and sell, advise and consent, negotiate and
arbitrate, win and lose business. At its best, it is a
cross between a management journal and a mar-
ket diary, combining the depth o f sophisticated
reporting about management practices and the
log-entries ofbusiness transactions in the insur-
ance world.

Toward this end, beginning today, you'll see
new regular columns and features in Bl, as well
as our effort to focus the news and package it so
you'll have an accurate gauge of what's happen-
ing anywhere in the world that will affect the
practice o f risk management, the price or avail-
ability of insurance, or the settlement o f claims.
Anexpanded staffof 17 editorial people (upfrom
11 a year ago) and a network of correspondents
are at your service.

In these pages you'll find comprehensive news
o f your suppliers o f insurance risk management
related services, packaged in several regular new
features entitled Someone You Should Know,
Comings and Goings: Industry, the Markets, Bl
Ticker, and Products & Services. Bl Ticker, for
example, will provide you with a weekly
roundup of timely financial news about insurers,
brokers, reinsurers, and so on. Every other week,
Bl Ticker will feature not only the week's finan-
cial news but also will contain the exclusive
Business Insurance Industry Stock Index. Com-
piled for us by Altman Information Systems in
Chicago, the unique computerized report on the
stock price movements of a select group of 73
insurance industry firms traded on U.S. markets
will be presented in a composite form.

Financial overviews

With this biweekly index will be a table of 88
stocks of insurance companies, conglomerates/
holding companies and insurance brokers show-
ing stock price movement during the latest two-
week period. Accompanying this table will be a
listo f 13 British insurance company and London
brokerage firm stocks supplied to us by Kitcat &
Aiken, a securities firm in London.

On a regular biweekly basis, Bl associate edi-
tor Stuart Emmrich will write a special report
focusing on financial results released in the la-
test two weeks and discussing with industry ana-
lysts the outlook for the commercial insurance
business in coming weeks and months.

business insurance

the weekly newspaper of loss prevention, risk financing & benefit management

G.D. CRAIN JR.jbunder (1885-1973)
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Our aim is to provide you with the best possi-
ble concise overview of the financial health of
the industry with which you have dealings or in
which you work.

International news is being expanded for two
reasons: risk management and insurance are by
nature international in scope, and a growing
number of corporate executives who influence
insurance-buying decisions transact business
with foreign markets. Under the regular World-
wide heading you'll find news you can use from
Canada, Europe, Asia, SouthAmerica, Great Bri-
tian, Africa, Australia and anywhere else there
are things happening.

Solving your problem

Have a question about coverage? Want to
know about risk management education pro-
grams? Need to find information on HMOs?
Write to Bl's new Action Line column and we'll
help you locate either the date you need or some-
one who can help you solve the problem or find

As smaller companies grow, as larger compa-
nies acquire smaller firms and as medium-sized
firms apply the principles o f scientific manage-
ment they encounter special insurance, benefits
and risk management problems. Focusing on
these management concerns is features editor
Len Strazewski in his new monthly column
dubbed Growing Pains. His wide-ranging dis-
cussions of issues affecting corporate insurance
managers, benefit managers and financial exec-
utives will dissect the problems you encoun-
tered yesterday or last week and must solve to-

morrow.

DONALD A. WALSH,
Advertising Director (New York)

You'll discover more usable information from
now on about the essential risk management ele-
ments of loss prevention and control, with sto-
ries and news ranging from the latest techniques
to the latest hardware.

In the Perspective section of our newspaper,
you'll find not only the authoritative features
that have appeared regularly for 12 years, but
will be able to draw from a periodic column, Se-
curity Matters, by security expert Lisa Thorsen;
a new feature called Loss Controls, and a section
called Books & Ideas in which Z'ev Kronish and
other contributors will critique the latest publi-
cations of interest to risk and benefit managers.

Features remain

Not to worry that any of the timely and sue-
cessful features now appearing in Bl will disap-
pear. You'll find Benefit Beat, Letters, Info,
Datebook, Around the States, People,
riskWatch, London Line, Editorial Opinions,
and others as usual.

The news will land on your desks twice as of-
ten, and to put it there we'll hustle twice as fast.
Indeed, the pace has long since quickened in our
New York Chicago, Washington and L.A. offices.
Deadlines mere daily when we were biweekly;
now they arrive even more frequently, and at
times we think we live in Ulcerville. Our copy
transmission machines are seldom unused; pa-
per flies from reporter's desk to editor's desk to
copy editor's desk to typesetter to proofreader
and onto dummied pages faster than you can say
retrospectively rated.

A sense of progress, momentum and excite-
ment pervades our editorial operation. We're de-
termined to prove how good Bl can be twice as
often.

New headline typefaces, a bigger, bolder page-
one logo for Business Insurance, and new col-
umn headings inside the newspaper should
make everything brighter, more attractive and
easier to read.

Works by our inimitable cartoonist and illus-
trator, MiR Priggee, will be showing up more
o ften in 1980, capturing the essence of our busi-
ness and yours, sometimes poking fun, some-
times merely observing, always viewing with a
critical eye the subjects we cover.

We're making Bl better than ever. We think
you'll find your weekly newspaper to be the best
presentation yet o f all the news you need to have
about the world of risk management and com-

mercial insurance.

Overthe comingmonths, letus know whatyou
think.

ROBERT L. NIESSE,
Midwest Sales Manager (Chicago)
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How a lapse in insurance continuity
can affecta Board of Directors meeting.

It could bankrupt you.

Here's how it works.

Switching your Directors and Officers
coverage suddenly from one insurer to another
breaks the continuity of coverage youke built
up over the years.

That's because your new insurer will ask
you the following question:

"Does any Director or Officer have knowl-
edge or information of any act, error or omission

A Member Company of American international Group.

which might give rise to a claim under the
proposed policy?"

It's a sticky question. And one you and
your Board might prefer not to have to answer.
Because if there are any skeletons in your
company's closet your new insurer could refuse
to cover them, leaving you entirely unprotected
against what could turn out to be disastrous

losses.

By keeping your D&O coverage with us,

American Home/National Union, you'll never

have to answer that sticky question again.
Because we'll never ask it.

And that's the kind of continuity a Board
of Directors would really jump at.

The AIG Companies.

Let us take the nsks.



Citibank:

Financial

strategies
for captives

If you have a captive, you want
to think beyond underwriting.
Beyond tax benefits. You want
the full impact of profit derived
from managing the total finan-
cial picture of your insurance
subsidiary.

That's where Citibank can
really help.

Maybe you're already re-
ducing premiums and covering
those uninsurable risks. And

Citibank, N.A.

Captive Insurance Task Force
111 Wall Street

New York, N.Y. 10043

maybe making money under-
writing third-party risks.

But once you realize that
the big numbers come with a
financial strategy that zeros in
on investment and cash man-
agement, then you want our
help.

That's the time to call in the
Citibank Captive Insurance Task
Force. They're international
specialists who have made
insurance industry finance a
career. They're ready to help
you create a money-manage-
ment strategy no matter where
your captive is and regardless
of the risks it insures.

They'll show you innovative
Lses for letters of credit. How
to maintain maximum liquidity
and a high rate of return on
your investments. How to make
cash management a key to a
captive's success.

Captive
INnsurance

Task Force

Attention: Frank Dunn, 9th Floor

Send me a copy of your new Financial Strategies for Captives.
El We have a captive.
Il We are considering a captive.

Name Title
Company Address
City State Zip

Phone No. ()

This is an Insurance Task
Force with an elite expertise.
They have managed some of
the industry's largest relation-
ships for years. Their sophisti-
cation in international finance
is derived from having a round-
the-world network of 1,500
Citibank branches, affiliates and
subsidiaries in 92 nations.

With Citibank, your captive
will have the support of the
financial institution that has
been the leading bank to the
worldwide insurance industry
for 40 years.

Ask for our captive strategy
guide. Or even more, ask to
have the Insurance Task Force
assigned to your company
Either way you'll end up with
the facts you need to create
your own money-making
strategy

CITIBAN<O

Or phone Frank Dunn, the CaptiveTask Force Coordinator at Citibank,(212) 558-7004
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ovators.

Unique banking
for self- INnsurance
administrators.

SIMMS. The system that

streamlines processing
and maximizes customer

cash flow.

If you sell an administrative
service to self-insurers, you
want a complete banking pack-
age for operating support, plus
accuracy in financial trans-
actions. Translate that into a
system that was specifically
created for self-insurance
administrators, instead of being
patched together.

What you want is called
SIMMS.

SIMMS recognizes that
your client probably wants to
continue his current banking
relationship. And to minimize

the dollars dedicated to pay-
ment of his claims.

SIMMS works inside the
banking system. It provides a
zero-balance central disburse-

ment account for paying claims.

Citibank, N.A.

Insurance Services Department
399 Park Avenue

New York, New York 10043
Attention: SIMMS-10th Floor

With SIMMS, funds are auto-
matically transferred every day
from the self-insurer's bank of
choice only as claims are actu-
ally paid. You never have to
bother with funding again.

Not only does SIMMS im-
prove your customer's cash
flow, it provides a complete
reconciliation package for you
and your clients.

Let the banking system
work for you and your clients.
SIMMS is that simple.

SIMMS makes everyone
happier.

For your customers,
SIMMS means fewer dollars
dedicated to their risk coverage.

For your treasurer, SIMMS
means zero-balance accounting
and claims entirely funded by
self-insurers.

For your operations
manager, SIMMS means less
exception processing, fewer

The Insurance
Service

InNnovators

investigations and, inevitably,
lower operating costs.

If your company hasn't
tapped into SIMMS, you can't
offer simplified self-insurance
banking. Others have. And they
could be talking to your clients.

Find out how SIMMS can
improve your service with a

system designed especially for
self-insurance administrators.

Ask the Innovators at Citibank.

CITIBAN<O

I want to know more about Citibank's new banking for self-insurance administrators.

0 Send me your brochure, Self-Insurance Banking Simplified.
O Please phone and tell me how SIMMS can improve our services.

Name Title
Cgmpany Address
City State Zip

Phone No. ()

Or phone Dick Martin, (212) 558-7093
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DES MOINES and DALLAS

-. are first lines of defense against spiraling insurance costs. To call in the
ARMI... Assurex Risk Management Institute in these areas (or

elsewhere in more than 40 states and 16 foreign countries) call your
Assurex International broker.

Sl WanQut Street

515-244-0166

ACH-HOWARD-SMITH
HUNTER, INC.

661 Northwest Highway
Garland, Texas 75041
214-840-1300

See our ad on page 6

Aviation underwriters
sue aircraft maker

By JOHN MAES

LOS ANGELES-U.S. Aviation
Underwriters Group, the primary
hull and liability insurer for Conti-
nental Airlines, is suing McDonnell
Douglas Corp. for more than $40
million in connection with a 1978
DC 10 accident that killed four per-

The suit filed here recently al-
leges negligent and defective de-
sign of the DC10 by McDonnell
Douglas resulted in the March 1,
1978, accident at Los Angeles In-
ternational Airport. The aircraft
caught fire when a fuel tank rup-
tured during an aborted takeoff af-
ter a tire blew out.

Four persons died, 28 others
were injured and the airplane was

NOW THERE'SA
WAY TO MAKE SU RE
YOUR CAPTIVE

WORKS

Are you getting all that can be expected
from your «captive" insurance company?
You should, you know. You've invested a
lot in it - money, time, manpower.

For example, are the guidelines of your
feasibility study being followed? And is
the company accomplishing your original
intentions?And areyou betterprotected
than you were? Is that protection sup-
ported by more satisfactory services?
Could operations be improved so as to
provide your coverage and service at
lower cost?

Has reinsurance been placed to your
advantage as well as to keep the company
whole? Are company reserves adequate
but not "padded"? Could the Internal Rev-
enue Service or a tax court find the com-
pany's tax positions faulty?

Ebasco Risk Management Consultants
can help you find the correct answers to
these and many other questions you may
have about your captive company

Since ourorganization has been provid-

ing risk management services to industry,
associations and the health care field, for

more than 40 years, we recognized the
potentials of self-owned insurers early on.

FORYOU

Our specialists have conducted feasibility
studies for clients of widely-diverse inter-
ests and sizes. We have planned the finan-
cial structure, determined the domicile,
established the management principles,
and found the staff of both domestic and
«off-shore" captive companies. In fact, we
presently manage companies which are
widely-recognized as the most successful
of all American-owned captives.

But we have found that, to make sure
results are as favorable as they may seem
from the inside, it is of the utmost impor-
tance to have an overall audit of manage-
ment practices, reinsurance placements,
reserve policies, and other functions, made
periodically by experts not involved inthe
company's day-to-day operations.

So we have developed a cadre of
highly-qualified «examiners" to carry out
such audits. We are now in position to
offer their expertise toyou, toanswer your
questions and make sure your captive
is working for you.

If you will write or phone us, we will be
gladtotellyoutheadvantagesanddiscuss
the costs of a Captive Company Man-
agementAudit.

EBASCO

EBASCO RISK MANAGEMENT CONSULTANTS, INC.
A Subsidiary of EBASCO SERVICES INCORPORATED

,C

New York: Two World Trade Center. New York, N.Y. 10048, Tel: 4{2122 839-1334, Atlanta; 145 Technology ParkgAtIanta I Narcross, GA 30092, Tel: (404% 445/)\-5982%%0
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almost destroyed.

The tire blowout, landing gear
failure, fuel tank rupture, fuel spill-
age and fire were caused by negli-
gent design, manufacture, testing,
analysis and maintenance of the
plane, the suit contends. Also
named as defendant in the action is
Sargent Industries Inc., which
makes emergency escape slides for
the DC10.

Another suit also charges Good-
yearTire& Rubber Co., B.F. Good-
rich Co. and Cleveland Pneumatic
Co., a landing gear manufacturer,
with design negligence.

The $40 million being sought is
roughly equivalent, to what insur-
ers paid for loss of the aircraft and
personal injury and death claims
incurred from the accident, said
John Brennan, president of U.S.
Aviation. Several cases arising
from the crash are still in court, he
said.

Taking McDonnell Douglas to
court was a "last resort" in U.S.
Aviation's efforts to recover for
losses in the crash, Mr. Brennan
said. The insurer had tried pre-
viously to negotiate a settlement
with the aircraft company, but no
agreement was reached, he said.

"There were a number of conver-
sations held over a period of time
regarding a settlement,” he said.
But when the talks did not produce
the desired result "We decided re-
luctantly to file a lawsuit. Litiga-
tion," he said, "was kind of a last
resort.”

It's not unusual for insurers to
sue to recover expenses, but air-
craft makers are not often sued by
aviation insurers, Mr. Brennan
said. Settlements are often worked
out before litigation is threatened,
he explained.

U.S. Aviation has also discussed
with McDonnell Douglas possible
reimbursement for last year's May
25 disasterat Chicago'sO'Hare Air-
port, when an American Airlines
DC10 crashed, killing 273 persons.
Mr. Brennan would only say an-
other suit in connection with that
crash "is a possibility."

U.S. Aviation is lead underwriter
for American's hull and liability

CCTOCONVVEeEarr EaAacg s - -

New insurer
to cover

truckers

EAST BRUNSWICK, N.J.-A
new insurance company set to roll
in New Jersey could ease liability
insurance woes for state. truckers.

The Atlantic Coast Carriers In-
surance Co., a subsidiary of the At-
lantic Coast Carriers Holding Co.,
will offer truckers a $1 million com-
bined single-limit liability policy.

Truckers previously have com-
plained that they had trouble ob-
taining more than $500,000 O f cov-
erage from standard insurers,
limiting their access to the excess
market

ACC, which expects to be issu-
ing its first policies in March, will
be capitalized at $3 million. The
capital is being raised through the
saleof300,000 sharesofstock at$10
a share by ACC's holding com-
pany. The 1,300-member New Jer-
sey Motor Truck Assn. here has in-
vested $90,000 in the holding com-
pany through the purchase of 9,000
shares of stock.

Aside from offering coverage for
truckers, ACC also will write com-
mercial vehicle liability and physi-
cal damage coverage on tractors,
trailers and company owned cars.

The trucking association de-
clined to release further details. -
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company conference
Bermuda

March 3,4 arld 5,1980

During the past year, the captive insurance company
movement has continued to gain momentum. Not only have
many captives enjoyed underwriting success in handling
the risks of their parents, but more and more captives are
aggressively seeking and securing unrelated third party
insurance and reinsurance business. Continued development
of captive insurers has turned these companies into impor-
tant sources of investment capital and new underwriting
capacity. In short, captives may be the new "money
machines" of the global insurance and financial marketplace.

The 4th International Captive Insurance Company
Conference will devote a major portion of its program to the
financial aspects of captive management, including captive
investment risks and opportunities, developing captives into
profit centers, and recent tax rulings and regulations and
their effect upon captives.

Risk Planning Group, Inc. is the sponsor of this annual
conference, recognized as one of the major opportunities
for critical and constructive review of the captive insurance
company phenomenon. Over 275 participants from 13 coun-
tries attended the 1979 conference. If you have any interest
in captives, you should attend this cbnference.

The fee for this 3-day conference at the Princess Hotel,
Hamilton, Bermuda is US$550.

Please use the coupon provided to reserve your place.
Additional information may be obtained by contacting:

Conference Coordinator

Risk Planning Group, Inc.

722 Post Road, Darien, CT 06820
203/655-9791 Telex: 996358

therogram

The Captive Scene Tbday

A worldwide review of the important events in the develop-
ment of captive insurance companies during the past yean
An lllustrative Look at the Development of a Captive

A panel analysis of an operating captive insurance company,
reviewing the legal, tax, financial, domicile and management

choices made by the captive's parent and the reasons for
these choices.

Investments: The Money Machine for Captives?
A panel of international financial experts will discuss the

investment opportunities available to captives as well as the
pitfalls to be avoided.

Captives and Taxes

A recognized expert in the captive tax field will review the
U.S. and foreign regulatory situation and the effect of
various U. S. tax rulings and decisions on owners of captive
Insurance companies.

Legislative Developments

A review of new captive legislation and regulations enacted
in a number of captive domiciles this past yean

The Role of the Actuary

As a result of increasing amounts of outside business, pres-
sures from accountants and more government regulation
regarding solvency, the independent actuary may assume a
more important role in captive insurer operations.

Taking a Captive into the Market

How do captives secure high quality business? Should they
"go it alone," join a pool, or appoint an underwriting agency?
Three captive insurance company "veterans" who have taken
their captives into outside risks will give their views on how
to do it—or Mmoot to do it. —

Captives in the 1980's

A far-reaching discussion focusing on what the next decade
may hold for captive insurance companies. What current
ideas willlast? What events could cause a dramatic change
in direction? Will the captive bubble burst?

Two afternoon sessions will be given over to Discussion
Groups, allowing for an intensive study of a particular topic
relating to captive insurance companies and their
requirements. These include:

The Feasibility Study-Why and How

A Review of Alternative Domiciles

Reinsurance and Fronting

Senior Captive Management

Thx and Legal Considerations

Investments
The proceedings of the 1979 conference, "Captive
Insurance Companies: 1979," are available from Risk
Planning Group, Inc. at US$25 per copy. Tb receive one,
mark the appropriate box on the coupon.
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1/ 44-# ( Please register me for the conference.
0.1, tmerp...&. US$550 per person enclosed.
0 Please send me more information.
Il Send me "Captive Insurance Companies:
1979." US$25 per copy enclosed.
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Summary annual reports

Senate delays pension

By JERRY GEISEL

WASHINGTON-A leading pen-
sion rights advocate wants a Sen-
ate committee to hold off action on
a variety of pension bills until pen-
sion plan participants are given a
chance to testify.

"l am asking you to defer consid-
eration o f this legislation until you
can hear from the individuals who
will be hurt by these bills,"” Karen
Ferguson, director of the Pension
Rights Center, said at a Senate Fi-
nance Committee hearing.

The Finance Committee held a
round of hearings last month on
two major pieces of pension legis-
lation: the ERISA Improvements
Act of 1979 (S. 209), introduced by
Sen. Harrison Williams (D-N.J.)
and Sen. Jacob Javits (R-N.Y.), and
a pension simplification bill (S.
1089) proposed by Sen. Lloyd
Bentsen (D-Texas).

The Williams-Javits bill calls for
tax credits to small employers who
start new pension plans, tax deduc-
tions for employe contributions to
corporate pension plans, manda-
tory joint and survivor's death ben-
efits and a new single agency to ad-
minister ERISA.

Sen. Bentsen's measure, like the
Williams-Javits bill, would elimi-

nate mandatory dissemination of

"People have to be able to study
the information,” says Karen
Ferguson.

summary annual reports to all em-
ployes. However, employes still
could request a copy and an outline
of the plan would have to be
posted.

Posting pension plan informa-
tion, in the words ofMs. Ferguson,
"makes no sense. People have to be
able to study the information and
for that they need to be able to take
it with them.”

Summary annual reports inform
participants iftheir pension plan is
getting a reasonable return on its
investments, who is managing the
money and whether there are any
party-in-interest transactions.

The Labor Department also
urged the committee not to take
any action on dropping the sum-
mary annual report requirement
until the department can measure
how effective its new streamlined
summary annual report has been
in slashing employers' paperwork
burden (BIl, Sept. 4, 1978).

Assistant Secretary ofLabor Wil-
liam Hobgood recommended the
committee revise an amendment,
added to the Williams-Javits bill
before it passed the Labor and Hu-
man Resources Committee in May,
that opens the door for the states to
pass laws requiring employers to
offer certain health care benefits to
their employes.

The amendment, proposed by
Sen. Edward Kennedy (D-Mass.)
and Sen. Alan Cranston (D-Calif.),
would overturn a series of U.S. dis-
trict court rulings that a section of
ERISA preempts states from im-
posing benefit requirements.

Empoyer groups oppose the
amendment. They contend :he ex-
pectedjumble of varying state reg-
ulation: would impose cossly ad-
ministrative burdens on busi-

nesses, which will have to Dontinu-

ary revamp their benefit plans to
con*y with the changing state
re ul ations.

Daniel |I. Halperin, deputy assis-
tr.t secretary of the Treasury,
gestioned if mandatory joint and

< 2404 Claims Analysis-- -

report reform

survivor's benefits for widows and
widowers whose spouses die be-
fore reaching a pension plan's early
retirement age (usually 55) are a

"wise course" to take.

Group life insurance plans are
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probably a better vehicle for en-
suring survivors have adequate re-
tirement income than a pension
plan doing"double service" as are-
tirement plan and a life insurance
plan, Mr. Halperin said. -
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House bill see ks single ERISA agency

WASHINGTON-Rep. John Er-
lenborn (R-IIl.) and Rep. Barber
Conable (R-N.Y.) have added their
names to the growing list of con-
gressmen who want to see the fed-
eral pension law administered by a
single federal agency.

In legislation (H.R. 6053) intro-
duced last month, the two con-

359

R LAGERATED

BRUISED

DISLOCATION OR SPRA

LACERATED

LACERAT'D
nnT CUT OR

gressmen call for the creatior of a
single agency to enforce ERISA
and scrap the currentiripartite sys-
tem o f administration. The agency,
the Employe Benefit Adminstra-
tion (EBA), would take oves the
present ERISA-related responsi-
bilities of the Labor Department,
Internal Revenue Service and Pen-

sion Benefit Guaranty Corp. within
three years from the bill's passage.

The current multiagency system
of administration has prevented
the development of a "rational and
coherent” national pension policy
Rep. Erlenborn said.

However, the Labor Departmen.

recently testified before several

e

congressional committees recom-
mending that Congress hold offac-
tion on the single agency approach
until a federal study is released la-
terthis month examiningthe effec-
tiveness o f the Administration’'s re-
organization of ERISA enforce-
ment, dividing responsibility be-
tween the IRS and the Labor De-

partment.

The EBA's five members would

include a chairman selected by the
President. Other nominees would
be chosen from lists prepared by

the Labor Department and the
IRS.

Under another part of the bill,
employes would be allowed to de-
duet $1,000 or 15% of income,
whichever is less, for contributions

44

6%/ '160
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Rep. John Erlenborn seeks to

. . F

consolidate ERISA enforcement

in a single agency.

into a corporate pension plan. Cur-
rently, employe contributions into
employers' pension plans are not
tax deductible.

More than a dozen other bills
pending in Congress also call for
liberalizing the tax code to permit
tax deductions for employe pen-
sion contributions. But the Trea-
sury is opposed to the idea, fearing
a huge loss of revenue.

In an effort to reduce employers’
paperwork burdens, the bill pro-
poses to eliminate mandatory dis-
semination of summary annual re-
ports. However, employes still
could request a copy.

While business groups generally
approve o f dumping the summary
annual repor,t, pension rights
groups oppose the elimination,
arguing that the reports give plan
participants a better handle on
how their pension plans are invest-
ing their money.

The measure has been re ferredto
the House Ways and Means Com-
mittee and the Education and La-
bor Committee. Hearings have not
bheern set yvyet., -

Munson
iNnNsurer

files suit

AKRON, Ohio-Cornhill Insur-
ance Co. Ltd., a British under-
writer, is asking a federal court
here to declare invalid an insur-
ance policy covering the aircraft
that carried New York Yankees
catcher Thurman Munson to his
death last Aug. 2.

Cornhill has filed a suit contend-
ing it is not liable for any claims
arising from Mr. Munson's estate
because he was violating policy
provisions when he was killed as
his Cessna Citation jet crashed at
Akron-Canton Airport. He was
practicing takeoffs and landings.

Cornhill is the lead underwriter
on the risk that includes coverage
from Lloyd's of London.

The company contends Mr. Mun-
son violated the policy provision
requiring him to fly with pilot-
instructor Phillip Bradley until ac-
cumulating 100 hours of flying
time.Mr.Munsonhado nly 42
hours and Mr. Bradley was not on
board when the $1.2 million air-
craft crashed. Cornhill insured the
hull for full value as well as for
third-party liability for property
damage and personal injury. -



Don't ride alone.

The Cavalry can help the corporate risk manager
get the jump on self-insurance problems.

Whether or not your company is currently insured by Kemper, the
Cavalry can still help to reduce the size, frequency and costs of
handling your claims.

For example, Kemper already has the troops needed to administer
your plan. That can keep your set-up and running costs down,

because our outfit is one of the best at keeping a tight rein on
business insurance costs.

Our nationwide network of claims specialists, along with several
regional offices, offers years of valuable experience.

And Kemper rides hard with experts on Workers' Comp,
an engineering facility to helpdevelop safety programs,
and professionals who scout out claims problems
before they occur.

Self-insurance can be difficult territory But the
Cavalry knows the wav. For more information contact
your nearby Kemper agent or broker.

L J
If itt worth insuring,
©1979 Lumbermens Mutual Casualty Company it% WO rth Kem per.
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Corporate coffers to swe 11 in 1980
with bonus of self-funding: Execs

Bl ROUNDUP

Only Robert A. Reeves, vp-
insurance at Hospital Corp. of

CHICAGO-Tossed bags of risks America in Nashville, foresees less

by a capacity-crunched insurance

dramatic growth of self-insurance

industry in the mid-1970s, corpora- and captive programs. "We're in a

tions are filling money bags with

phase where self-insurance and

the financial advantages of self- captives will grow with the rate of

insurance and captives.

The coffers o fexisting captive in-
surance companies will bulge in
the 1980s, more companies will
bundle up their risks with other

inflation with the soft market and
flat growth of the insurance indus-
try," he said.

While most risk management
pundits interviewed by Business

companies in group funding ar- Insurance expect continued

rangements and some late starters
will finally decide to hold on to
some of their own risks, risk man-
agement experts say.

Few experts predict, however,
that there will be as many corpo-
rate self-insurance plans forma-

lized in captive insurance compa-
nies as in the 1970s.

growth of self-insurance plans-
either funded or unfunded-few

predict that formalizing self-

iNnsurance plans with captive

iNnsur—- /

ers can keep up the pace of the /

199705

"We're nearing the saturation

point of pure captives," said Mr.

But considering captives and Reeves, referring to wholly owned
self-insurance as one risk manage- insurance subsidiaries underwrit-

ment technique, Duane E. Allen,
assistant treasurer of The Hanna

ing only parent company business.
Indeed, the favored captive ha-

Mining Co. in Cleveland, says, ven of Bermuda has nearly 1,000

"There will be an increasing

captives domiciled there, with 120

amount of self-insurance because to 150 formed in 1979, probably the

it's the most economical way to
fund risk.”

biggest year ever.

ing, Mich. "We're not seeing the
surge in captives we saw five years
ago," he says, arguing that self-

insurance is less complicated and

But Shelton Burgess, registrar o f less expensive than setting up a

companies, won't admit the mar-

With inflation climbing un- ket is saturated, expecting at least

abated and interest rates at record
levels, cash flow commands care-
ful scrutiny at large corporations,

more trade association captives.
Mr. Allen at Hanna Mining pre-
dicts additional large companies

captive.

"My guess is that the rate of for-
mation o f captives will decline and
the premium volume in those ex-

isting will increase," observes Rob-

observes Charles E. Hiatt of the will form captives "particularly for ert C. Goshay, vp in the San Fran-

Hiatt Co., a risk management con-

casualty risks because casualty

sulting firm in Malibu, Calif. "Self- risks will continue to grow and pre-

insurance is bound to grow as in-
creasingly sophisticated financial

vestment return and cash flow," he

says.

funding will be necessary."”

cisco brokerage offices ofMarsh &

McLennan.

The corporate sphere of influ-

im the 1 980s._. .,

‘RISK

tax people, international finance
people and other corporate execu-
tives keeping an eye cocked on
their prerogatives, he notes.

"The market's too soft now to
spur growth in captives, but if we
get another crunch we'll probably
see a few more," Mr. Goshay said.

Nearly everyone interviewed,
however, predicts that group or as-
sociation owned insurance compa-

nies will bag the most risks in this
decade.

But self-insurance plans will ence has broadened, putting the "Trade associations haven't
managers study all sources of in- grow faster than captives, main- brakes on captive formation, he given it the attention it deserves,”

tains agent and consultant Robert
Spears of Lyman Sheets in Lans-

says. It's no longer the risk man-
ager alone who's involved, but the

chides Mr. Reeves of Hospital
Corp. o f America.

Mr. Goshay of M&M predicts a
tightened insurance market next
yearwillconvincemorecompanies
in specific industries to throw their
risks together into one bag, such as
for product liability.

But, he notes, "l guess I'm in sort
of a minority because | don't think
general purpose association cap-
tives are very viable. The problem
of holding an association together
in a soft market is a very, very diffi-
cult one.™

Peter Lederer, an attorney with
Baker & McKenzie in New York
who has advised group captives,
also foresees more growth of cap-

Continued on page 20

Firms fear rgid on work comp reserves

By MARGARET LeROUX

SAN FRANCISCO-Corpora-
tions throughout the U.S. are tax
deducting payments made to self-
insured reserves for workers com-
pensation claims, but are afraid to
admit it.

"l don't want to become the tar-
get o f an Internal Revenue Service
investigation,” said one risk man-
ager who admitted the practice.

"Everyone is doing it but no one
will admit it,” said another risk
manager.

It's not that these corporations
are knowingly defying the IRS
code; they are following an appeals
court ruling the IRS threatens to
test again.

INn the now famous Crescent
Wharf & Warehouse Co. case heard
in 1975 by the 9th Circuit Court of
Appeals in California, the court
ruled the warehouse company's re-
serves for incurred but unpaid and
uncontested workers compensa-
tion claims met the all events test

and were therefore tax deductible.

This was a startling reversal of
the IRS interpretation of the tax
code, which requires that all events
contributingto aloss must have oc-
curred for the loss to be tax deduct-
ible. The IRS maintained that em-
ployers who self-insure workers
compensation losses have contin-
gent liabilities that are therefore
not tax deductible.

Although the IRS didn't appeal
the decision, it announced its non-
acquiescence in the case. That

No one will admit it

" | don't want to become the target of an
Internal Revenue Service Investigation,”

said a risk manager who admitted privately
his firm tax deducts self-insured work

comp reserves.

means the IRS is putting the public
on notice that it could further con-
test the issue in another circuit or a
higher court, an IRS spokesman
said.

"The IRS wants a case it knows it
can beat,” the IRS spokesman ex-
plained.

Crescent Wharf waged an ultra-
conservative defense for its claims
reserves, which made the case hard
for the IRS to beat, observers
agree.

In the meantime, self-insured
corporations are using the Cres-
cent Wharf decision as a basis for
tax deducting reserves for workers
compensation claims, risk man-
agers and risk management con-
sultants say.

"Most companies are taking a
more aggressive tax posture since
Crescent Wharf,” said the risk
manager for a San Francisco based
corporation.

"You can develop a strategy (to-

ward self-insured reserves) that

permits you operating efficiency
and is within the law," said the risk
managerofthe NorthernCalifornia
Fortune 500 company.

"Several companies are using
the Crescent Wharf case as a poten-
tial defense. We are recommending
companies take the deduction,”
said Felix Kloman, president of

Risk Planning Group in Darien,
Conn.

But reaction among clients of
The Wyatt Co. has been "rather
mixed," says consultant Warren
Brockmeier.

Wyatt is advising clients to take a
deduction if they meet the criteria
oftheCrescentWharfcase, he said:
reserves are for uncontested
claims, they relate to specific cases,
not on an aggregate basis, and
there is an outside claims adminis-

trator.

At Warren, McVeigh & Griffin,
consultants don't go so far as to rec-
ommend taking the deduction.

"We refer them to the Crescent
Wharf case,"” said Bud Griffin,
"and explain the ramifications. A
lot depends on the tax posture of
the tax and financial people in the
corporation.”

Attorneys who have studied the
Crescent Wharf decision say there
is a lot to be gleaned from it.

"The appeals court ruled that an
injury to an employe is the incident
that establishes the fact of liabil-
ity," said an attorney who studied
the Crescent Wharf case.

"Workers compensation cases
are unique in that liability occurs
regardless of fault. Contributory
negligence is not an issue," the at-
torney said.

Another point in the Crescent
Wharf case, the issue of "reason-
able accuracy," was included in a
stipulated judgment but wasn't re-
ported. The warehouse company
was within the guidelines for rea-
sonable accuracy established by a
tax court ruling in 1951, said a

source involved in the case.

"The court was concerned about
how close we came in estimating
the reserves,” said Al Schmidt,
president o f R.L. Kautz & Co., the
claims administration firm for
Crescent Wharf during the con-
tested period. "We came within
10% of the amount actually paid.”

Because Crescent Wharf used an
outside administrator during the
time period included in the appeals
court ruling, the court felt more

the estimated reserves, Mr.
Schmidt said. The company now
administers claims in-house.

"The courts don't like the idea of
the people doing the reserving be-
ing the same ones holding the
cookie jar," he noted.

Yet a third consideration for self-
insurers attempting to emulate the
defense of Crescent Wharf is con-
tested claims. The warehouse com-
pany eliminated all contested
claims filed by employes with the
workers compensation board from
consideration in its appeal.

This approach was "overly eau-
tious," said one attorney familiar
with the case. "l don't think a com-
pany self-insured for workers
comp would have to go that far to-
day."

If it's a contest about something
basic, such as an appeal over the
length of time the employe is dis-
abled or if an injury clearly oc-
curred before employment, the
claim could be included in deducti-
ble reserves, the lawyer added. -
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MILWAUKEE and PITTSBURGH

are first lines of defense against spiraling insurance costs. To call in the
ARMI . . Assurex Risk Management Institutb . in these areas (or

elsewhere in more than 40 states and 16 foreign countries) call your
Assurex International broker.

LAUB GROUP INC.

324 East Wisconsin Avenue
Milwaukee, Wisconsin 53202
414-271-4292
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NORTH AMERICA

LEXIS.

isa
"TREMENDOUS HELP"

Seated at the LEXIS terminal:
James W. Ferriman,

Executive Vice President

and General Counsel,

Standing

Caleb L. Fowler, Vice President
and Associate General Counsel;
John A. Murphy, Jr.,

Assistant General Counsel.

- See our ad on page 6

HOW DO YOU

DEFEND 30,000
LAWSUITS?

One thing you do, if you are a major insurance company
defend ng thirty thousand of your policyholders, is be certain

your legal research is quick, thorough, and economical.

JOHN A. MURPHY, JR., ASSISTANT GENERAL COUNSEL:

Employe benefit

self-funding may
mean more work

By MARGARET LeROUX

SAN FRANCISCO-Choosing
to self-insure employe benefit
plans will increase the workload,
demand a larger staff and take
"three months at the very
minimum-even that's an optimis-
tic estimate.”

That was the message from rep-
resentatives ofthree San Francisco
companies that self-insure benefits
to the members of the newly
formed Bay Area Benefit Man-
agers.

"Improved financial position

"On any given day in the past few years, INA has been engaged in

defending at least thirty thousand separate actions
against our policyholders.

"LEXIS HAS BEEN A TREMENDOUS HELP. We use LEXIS ourselves,

and when we look for counsel to defend litigation,
a firm's having LEXIS is definitely a positive factor.

"Computer-assisted legal research with LEXIS is fast and saves money.
LEXIS research is thorough. And there are some types of research

which would not be possible without it. At INA, LEXIS is
an important part of our service to our policyholders."

HOW DO YOU DEFEND ONE LAWSUIT?

You can have the same research power INA has. Depend on LEXIS. Tens of
thousands of lawyers do, each day. You don't need thirty thousand pending
cases - or even thirty - to benefit from the speed, thoroughness, and

economy of LEX/S.

LEXIS

a servie of Mead Data Centfal Atlanta Detroit

200 Park Avenue Boston Houston
New York 10017 Chicago Los Angeles
(212) 883-8560 Dayton Philadelphia

Pittsburgh

San Francisco
Washington

and cash flow ad-
tages" are two

vantages self-
i

vl

| [
istrator for Potlatch m ,
Corp.

There should be a minimum of
1,500 lives covered by the benefit
program before self-funding is con-
sidered, she said. For employe
groups with 300 to 1,000 lives, a
minimumpremiumprogram
might be considered, she added.

Stop-loss insurance is available
for self-funded benefit programs,
but it's very expensive, according
to the experience of several benefit
managers attending the December
meeting.

Insurance companies are show-
ing 20% to 30% annual increases in
stop-loss coverage over the current
premiums, while group premiums
run 10% to 15%, the benefit man-
agers said.

"If you go self-insured, you'll
need increased expertise on your
staff,” Ms. Kamimoto said. "You
won't be able to refer those tricky
questions' to the insurance com-
pany.”

A healthy boost to a cor-
poration's cash flow can result
from a switch to self-insurance,
said Ellen Egbert, administrator of
government compliance reports
and employe communications for
Del Monte Corp.

After being acquired by RJR In-
dustries, Del Monte took an admin-
istrative services only approach to
its group health plan, with annual
savings estimated to be $600,000.

Del Monte received a $9 million
refund representing reserves for
the plan, formerly insured with
The Equitable Life Assurance So-
ciety of America.

Another result of a change from
an insured to a self-insured or ad-
ministrative services only ap-
proach to employe benefits is a re-
evaluation o f services, said Allison
L. Witzel, employe benefits man-
ager at Dean Witter Reynolds Inc.
"You suddenly start realizing how
much your consultant is costing:"
she said. "You may want to ques-
tion whether you're getting your
money's worth. Having to pay a
consultant out of your budget re-
ally changes the relationship,” she
added.

For the stock brokerage firm, the
decision to self-fund employe ben-
efits, made in August, presented
another challenge: how to invest
the reserves.

"You can imagine, with 3,000
stockbrokers among the 9,000 em-
ployes, we had a lot of sugges-
tions," Ms. Witzel said. As ofdan. 1,
reserves for Dean Witter employe
benefits, which represent about
three months worth o f claims, are
being invested in a liquid asset
fund.

The Bay Area Benefit Managers
group was formed in April 1979
with the leadership of Sara Ging-
rich, health and welfare plans man-
ager for Levi Strauss & Co.

Membership is open only to ben-
efit managers and serves as a fo-
rum for discussions of current
trends, problems and techniques
in managing U.S. employe benefit
plans.

"We also serve as a resource of
fellow benefit managers to offer in-
sight, advice and answers to your
questions,"”" said Martin S. Brown,
retirement plans manager for the
Clorox Co. and a member of the
group's planning committee. -
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Travelers pioneered loss prevention
services, retrospective rating and other
plans for funding losses, established a
countrywide network ofclaims and
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companies?

Because with all that going for
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STRUCTURING ASSOCIATION AND
MULTI-OWNER CAPTIVES
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Firms' coffers

swe 11 wit h bonus

of self=insurance

Continued from page 17
tives formed to underwrite specific
risks. "There will be combinations
in areas of risks not easily adapted
by the commercial market,” he
said. The recent formation ofa cap-
tive by nuclear power plant owners
to cover the cost of replacement
fuel needed when a nuclear reactor
is knocked out is a perfect exam-
ple, he said (BIl, Nov. 26).

Mr. Reeves noted that a less ex-
otic but very expensive risk-
workers compensation-is a prime

candidate for formalized self-

insurance programs.

THEYSHOOTTHE

TOUGHEST

UESTONS
ATUS

And we try to field them all. In recent
years, nearly every producer has had
increased contact with the excess/surplus
lines market. As business has multiplied,
so have the problems. Fortunately, the E&S
market place has risen to the occasion.
Expanded E&S facilities have helped
answer questions and sclve problems in
areas of coverage, price, capacity and
general availability.

Today there are over 250 companies and
managing agents operating in the special
risk field handling coverages in well over
280 categories. Each one of these facilities
offers something. They do not necessarily
overlap-or solve the same kinds of prob-

AVRCO

200 West Monroe Street ' Chicago, Ill. 60606
312/663-1500 - Telex 02-53553 ' Cable AVRECO

lems. So you can understand why we
spend a great deal of time answering
questions-helping producers find the right
way to successfully resolve the questions.

Experience is a great teacher. AVRECO
provides coverage for more than 100 of
"Fortune's 500" companies, the largest in-
dustrial operations in the country. We also
serve smaller commercial operations so
important to the local independent agent.

At AVRECO, we have a winner's in-
stincts in our area of expertise. We look
each problem straight in the eye. We are
confident we can serve you and your

clients. Next time a tough question needs
answering--ask us.

SEND FOR YOUR COPY

Our interesting, easy-to-read
"Fact Book" will give you a
better understanding of the

special risk field and the
services we offer.

PROFESSIONALS IN SPECIAL RISK MARKETING

"The near term

problem is workers

compe'nsation," he 1
|
r
creased (Rl
benefits. Sénior ex-

ecutives see costs are up and we
will see moves away from fixed
dollar programs to self-insurance

and captives. There will be a lot of
growth here."

Impending legislation

Theonlydevelopmentthatcould
slow the growth of trade associa-
tion captives, it's noted, would be
passage of the Commerce Depart-
ment's proposed Risk Retention
Act. That bill would allow compa-
nies to pool product liability risks
in co.operatives regulated by the
federal government and afford par-
ticipants the tax advantages of
purchasing insurance.

"Watch the Risk Retention Act
and pooling for product liability,"
Mr. Reeves said. "That could be a
factor if passed.”

Insurance companies owned by
unrelated companies and their cap-
tives, such as Corporate Insurance
& Reinsurance Co. Ltd. and Hope-
well, are also expected to grow in
this decade. The bundling and re-
distribution of risks not only im-
proves the capacity o f the individ-
ual captives, but is also expected to
withstand Internal Revenue Ser-
vice probes for tax deductibility of
premiums paid to the captives.

"A lot more will pool casualty
risks when they realize the finan-
cial aspects of it," said Mr. Allen of
Hanna Mining, a participant in
CIRCL.

Continued attacks by the IRS on
parent companies that tax deduct
premiums paid to wholly owned
insurance subsidiaries will espe-
cially promote the formation of
more group owned captives, Mr.
Allen says.

But generally, few observers fear
much effect on captive develop-
ment by pokes at captive bundles.
from the IRS. Either they aren't
convinced it's a fierce attack or
they think the threat of an IRS at-
tack has already make its mark..

"l haven't heard anything to
make me think captives are a num-
ber one audit issue," says Mr. Led-
erer ofBaker&McKenzie."Butwe
need to wait another couple years
to see how consistent the applica-
tion ofthe IRS position is."

Tax issues

"Everyone has already assessed
the down side risk of a captive,”
says Mr. Reeves o f Hospital Corp.
of America. "If the IRS wins, cap-
tives won't disappear and they
wouldn't get into any more outside
business.”

Felix Kloman, president o f Risk
Planning Group in Darien, Conn.,
disagrees. He gives the IRS only a
25% chance of winning its argu-
ment against captives. But should
the IRS win, he foresees the col-
lapse of some of the smaller cap-

tives and the larger ones going af-
ter outside business to establish

themselves as insurers.

J. Richard Barnes, insurance
commissioner in Colorado, is opti-
mistie that captives formed in his
state under the special captive in-
surance company law will ulti-
mately be treated for tax purposes
like any other insurer, granting
their parent companies tax deduc-
tions for premiums paid.



Viable alternative?

"I don't think general purpose association captives are very viable," says

SELF INSURANCE PROGRAMS

Complete Casualty Claims Management with Responsibility

For Receiving, Reserving, Adjusting & Defense of Claims

CLAIMS SERVICE BUREAU

of New York, Inc.
A FULLY COMPLEMENTED OFFICE AND FIELD STAFF ORGANIZATION
Licensed Bonded State of New York
Presently Serving: Municipalties, Public Authorities, School Distr cts,
Presently Serv Municipalties, Public Authorities, School Districts,

Private Iridustry & Insurance Companies

21 Hempstead Avenue, Lynbrook, N.Y. 11563
212/895-2400 516/593-2440

Robert Goshay, left. Robert Reeves, right, suggests workers compensa-

tion is a good risk for such a captive.

"The IRS will take the position-
within the next 12 months-that
properly regulated offshore cap-
tives will be treated no differently
than a commercial insurer,” Mr.
Barnes said.

But no one else is predicting
such a domestically prejudiced at-
titude by the IRS. Barring such a
switch, continued captive growth
will be offshore, most say, to take
advantage o f the more relaxed reg-
ulation and tax advantages.

Potential problems

"l wouldn't encourage Tennes-
see and Colorado captives. The
IRS will be sure to touch them,"”
said William Hare, president of
Risk Administration Services Inc.
in Greenwich, Conn. "It is not that
cheap to go into an out-of-country
captive, but one o f the reasons you

do it is freedom. No one is telling .

you how to invest your money. The
insurance commissioners of both
these states tell you what you can
and what you can't do.”

Mr. Hare conceded that there's
only the potential for problems in
these states; nothing has happened
yet to scare away any captives. But
in Colorado, he said, the insurance
commissioner can review every de-
cision to go into third-party busi-
ness, which might be a deterrent to
a captive considering moves in this

-_— -

INn-house

claims job
debated

CHICAGO-A riskmanager who
manages his own captive predicts
more corporations will bring the
work in-house, but service sellers
disagree.

"There will be more in-house ad-
ministration of self-insurance
plans," said Robert A. Reeves, vp-
insurance at Hospital Corp. of
America in Nashville. "With the
numbers getting bigger, you can
justify hiring an employe. And
with more captives maturing and
risk managers becoming man-
agers, it's natural we'11 see less teli-
ance on outside companies."”

There's great value in having a
third-party claims administrator in
self-insured workers compensa-
tion programs, counters Robert
Goshay, vp of Marsh & McLennan.
It's easier to satisfy state reporting
requirements and the outside firm
becomes a buffer between em-
ploye and employer.

"l don't see much in-house man-
agement of captives,"” he said.

Charles Hiatt of the Hiatt Co.
says more sophisticated computer
facilities are also available on a

comtract basis. -

PROBLEM:

%

Three division managers in your corporation
have taken exception to the premiums you
have allocated their divisions. You must

convince top management your
allocations are correct.

QUESTION:

Where should you go to get the information?
All you have is your carrier's loss run, and
that information is already out of date
andinadequate.

ANSVWER:

CORPORATE SYSTEMS

Our risk and insurance management system tify and evaluate cost of risk. Tools which

can equip you to give financial management a
timely, accurate, and comprehensive review of
your company's complete risk program. It will
enable you to communicate such pertinent facts
as premium and los5 experience, cash flow to
date, status of exceptional claims, and total
direct cost of risk for each risk type, each risk
group, and each profit center.

Corporate Systems can do that and much
more. With our risk and insurance management
system, you have the tools to accurately iden-

cor,jurate

enable you to communicate and allocate risk re-
sponsibility where it occurs, at specific cost
centers within your organization.

If you have a risk management information
problem or question, ask us. We've been pro-
viding problem-solving tools to risk managers
for more than a decade, and our growing client
list of more than 1,100 corporations and govern-
mental entities is proof we've been doing a good
job at it. We can supply the answers
you're looking for.

SySte ' S -Professional Tools for Professional Risk Management

P.O. Box 31780, Amarillo, Texas 79120

806/376-4223, 800/8584351 (toll free outside of Texas), Corporate Systems Australia, 390 St. Kilda Road, Melbourne. Australia 3004
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. Asbestos Litigation Reporter

If your company

as potential or real TTability stemming

.from asbestos-related death and personal injury claims, the
: Asbestos Litigation Reporter is a. must-read semimonthly journal
: of record for you and your associates.

. This is the national report of asbestos litigation that
: gives new dimension to the complex proceedings. It gives you
complaints, answers, pleadings, orders,*depositions, industry
letters and editorial coverage of hearings and such important
: questions as whether the exposure or manifestation theory should

I determine insurer liability.
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Figures show commitment

Bermuda firms take

few solvency risks

By KATHRYN J. McINTYRE

HAMILTON, Bermuda-A West
Coast company suffering severe fi-
nancial problems pulled out the
$2.5 million in capital and surplus
it had in its Bermuda insurance
company-but not for long.

The money was restored after
Bermuda insurance regulators
contacted the parent company's
chairman to complain, Business In-
surance learned. The captive is
now running off its business in a
solvent position.

An undercapitalized Bermuda
captive, however, is apparently the
exception. Captive insurance com-

panies here aren't
taking as many
risks as they rea-
sonably and legally
could if the regis-
trar of companies’
business estimates
are correct.

"The capital and surplus com-
mitted here is shocking,” says
Shelton Burgess, the registrar of
companies. "I'm guessing it will
exceed $2 billion."

This capital commitment pre-
cedes capital demands of the sol-
vency regulation that now governs
captives formed after Jan. 1 and
will control after Jan. 1, 1981, exist-
ing captives that filed for a one-
year exemption.

With gross premiums written in
Bermuda estimated at $2 billion to
$3 billion and capital and surplus
exceeding $2 billion, captives are
underutilizing their capital and
surplus, Mr. Burgess says.

A conservative premium to capi-
tal and surplus ratio is two-to-one.
The Bermuda Insurance Act of
1978 allows companies to take in
premiums totaling five times statu-
tory capital and surplus and 10
times capital and surplus exceed-
ing $1.2 million.

While Mr. Burgess admits to be
guessing at capital and surplus to-
tals now, tallied results from regu-
latory exemption applications filed

by insurance companies may be
available soon.

As of the end of December, close
to 800 insurers had filed for the
one-year exemption from regula-
tion under the insurance act, which
took effect Jan. 1. The exemption
application asked for the same fi-
Nnancial information as the finan-
cial reports to be filed for next year,
but the information gathered now
won't be used for regulatory ac-
tion.

Instead, the applications will be
reviewed by the registrar and ag-
gregate figures on premium vol-
ume and capital and surplus of the
Bermuda market could be com-
piled. Already, from the applica-
tions and new captive registration,
it's known there are nearly 1,000
captives in Bermuda, 120 to 150 of
which were registered in 1979.

Only one insurance company-a
captive underwriting its parent
company's casualty risks-has
filed for an exemption from the fi-
nancial reporting and solvency reg-
ulations as allowed under the act

It hasn't been decided whether a
flat exemption will be granted or if
special regulations will be drawn
up for the company, Mr. Burgess
said.

Most companies, however, are
content to comply with the regula-
tions and the insurance act rather
than risk indicating that they are
less than insurance companies by
asking for the regulatory exemp-
tion. The Internal Revenue Ser-
vice, when challenging the deduc-
tibility of premiums paid to a cap-
tive, could cite an exemption from
Bermuda regulation to bolster its
case that the captive is not a bona
fide insurance company, it's
agreed.

The final regulations implement-
ing the law are now out and differ
from the drafts (BIl, Aug. 6, 1979)
only in their simpler format, Mr.
Burgess mnoted. -

WWindstorm losses

Insured losses resulting from
heavy windstorm damage in Wyo-
ming and Colorado Dec. 4-5 are es-
timated at $7.5 million by the
American Insurance Assn. The

storm is Catastrophe Number 39.



Bahamas, states

captive growth

By VALERIE BERG

CHICAGO-The Bahamas, Colo-
rado and Tennessee will remain
fertile ground for new captives,
which will continue to sprout in
1980 as the seeds planted in the late
1970s take root, say persons in-
volved in regulating and managing
captives in those areas.

Colorado's liberal
aptive Jaw, allow-
morg lines of in-

A0V CAptes

from forming cap-
tives in Tennessee.

The tandem captive idea, in

Compared with Bermuda, which which a risk is underwritten by a

supports nearly 1,000 captives,
these areas are small captive ha-

Tennessee captive and reinsured
with an offshore captive, has yet to

vens. But the promoters of these find any takers. "People haven't

alternative domiciles are turning
hopeful eyes to future growth.

"I'm optimistic about it,"” says
John Ray, vp of Bahamas Under-
writers Services Ltd., which man-
ages three captives in the Baha-
mas. "The government is anxious
to get the captive business back to
the Bahamas.”

The country's 1969 Insurance
Act was revised 18 months ago to
exclude offshore captives from the
1% gross premium tax payable by
domestic insurers and government
reporting procedures were liberal-
ized. When the 19691aw took effect,
a few captives kept their registered
office in the Bahamas but were
managed elsewhere, Mr. Ray says,
and one of those is moving back
after being managed in Bermuda.

Of the three captives managed
by Bahamas Underwriters, one is
for Charter Oil Co., ofwhich Baha-
mas Underwriters is also a subsidi-
ary. Charter this fall acquired the
mgjority of shares in the Bahamas
Oil Co. refinery in Freeport, and
Bahamas Underwriters formed a
Charter captive to insure the
refinery's risks. Mr. Ray would not
name the other two captives.

Other companies have ex-
pressed interest in captive formu-
lation, he said. "The only snag | see
is the length o ftime it takes to form
a captive, four to five weeks, where
in the Caymans it only takes two
days," he said.

In the U.S., Colorado insurance
commissioner J. Richard Barnes is
optimistic that captives formed un-
der Colorado's special law will be
treated for tax purposes like any
commercial insurer. If Colorado
captives win such favorable treat-
ment from the IRS, the first state to
pass a law encouraging captives
would have a competitive edge.

But so far, Colorado still has only
25 active captives in its state, al-
though a few parent companies are
discussing forming Colorado cap-
tives, Mr. Barnes said.

In the East, in the hills of Ten-
nessee, at least five captives are ex-
pected to join the current two in
1980, says Paul J. Tidwell, director
of financial affairs for the Tennes-
see insurance department. "We've
got one that's already come in and
made a commitment for licensing,
probably by February," he says.
Although he declined to name the
company, Mr. Tidwell said itis a
maijor corporation that already has
captives in Colorado and Bermuda.

At present, the only captives do-
ing business under Tennessee's
special captive law are Parthenon
Insurance Co., a subsidiary of Hos-
pital Corp. of America, and Hospi-
tal Underwriting Group, owned by
hospital management companies.

The five likely captive candi-
dates are mainly Tennessee corpo-
rations. Four are pure captives and
the other is a major medical associ-
ation.

Tennessee will only license cap-
tives to write professional liability
and comprehensive general liabil-
ity, Mr. Tidwell said, and

said too much about it to us," Mr.
T idwell said. -
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MIAMI and FARGO

. are first lines of defense against spiraling insurance costs. To call in the

ARMI ... Assurex Risk Management Institute...in these areas (or

elsewhere in more than 40 states and 16 foreign countries) call your
Assurex International broker.

D. R. MEAD & COMPANY FARGO INSURANCE

Fargo National Bank Building

305-576-1101 12th Floor

Fargo. North Dakota 58102
701-237-3365

See our ad on page 6
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In 1890, IRI started out as the Factory Insurance Association..That first
year we had 15 risks, $14,000 in premium and a staff of four.

Well. look at us now. We're celebrating our 90th Anniversary

With more than 1,200 employees. some 40,000 risks and over 5500
billion in worldwide liability

We didn't get this big by chance. As indusby became more

complex. we offered custom-tailored coverage. Pioneered special-
ized engineering services and training. Matched our management
structure to our clients' growth. And, most important, committed
ourselves wholeheartedly to loss prevention.

From a modest beginning, Industrial Risk Insurers has come a

long way With 32 offices from Baltimore to Brussels. Serving
insureds in more than 60 countries. Backed by 45 member com-
panies. Working together with hundreds of their agents and brokers.

All of these good, solid numbers add up to a full house for us

and a winning hand foryou. A strong hand with a winning combi-
nation of engineering expertise, underwriting skill and financial
stabili That's why in a high stakes game like property insurance,
your best bet always is IRI. Hartford, CT 06102.

Nndustrial
O isk
nNnsurers

BECAUSE
'THE STAKES

- _ 1
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Lawye rs' mutual
THE SECRET'S OUTI z draws members

Now there's a firm specializing in serving the medium
size business who needs...

despite objection

« Captive Insuror Management

. . CHICAGO-A Bermuda-based No one knows if a
( Do you now pay over $500,000 in premiums? -
lawyers' mutual insurance com- letter and legal
e Self-Funded Emp|0yee Benefits pany has logged two-thirds of its ifien sent t
enrollment goal despite a os
DO Ou have 50 Or m0£eAPOT ees? competitor's appeal to the target | |
' 6 market to ignore the captive.
Attorneys’' Liability Assurance tlonlng gainst in. ‘Rl

Society Ltd. is now underwriting volvement with

INSURANCE BROKERS ( - THE MMI GROUP, INC. professional liability insurance for ALAS has hurt the new company's
l I l l I l I 2052 Oak Mountain Drive more than 40 large law firms em- business.

Pelham, Al 35124 ploying more than 4.000 lawyers. A 19-page legal opinion on ALAS

ADMINISTRATORS (205) 663-4000 "We set 6,000 insureds by April 1 prepared by the Chicago law firm

as our target,” said Thomas Chit- of Lord, Bissell & Brook warned

tenden, senior vp at Marsh & that "ALAS and those associated

MelLennan and president o f ALAS. with it, including certain member

"It's likely we'll make it.” firms, may be confronted with seri-

ous regulatory and state tax prob-
lems which could impair ALAS's
- ability to function as a viable alter-
f native insurance market.”
Y O l I W O r k fo r P ro I t Alexander & Alexander owns
Shand, Morahan & Co. Inc., a ma-
jor marketer of lawyers profes-
sional liability insurance.

"The letter said they felt the com-
pany might be operating illegally,
but their real concern was ALAS

1 1 > would cut into Shand's business,"”
Mr. Chittenden charged. ALAS is
operating legally, he maintained.

"It's hard to say if the letter cut
into our enrollment,” he said.

A&A released the letter and legal
opinion to Business Insurance, say-
ing it believed the warnings were
important.

ALAS was formed last year by 16
large law firms that objected to the
premium increases insurers were
handing down for professional lia-
bility insurance.

M&M, the broker for the large
Chicago law firm of Mayer, Brown
& Platt, began working on the pro-
jectin 1978.

On Oct. 1, 1979, ALAS started un-

8 M I derwriting professional liability in-

surance for 35 law firms.

The claims-made policy provides
coverage of $10 million per occur-
renee and $20 million aggregate,
with a minimum self-insured re-
tention of $100,000. The retention
may be increased to $250,000 to
$500,000 for underwriting consid-
erations.

The premium is a flat $950 per
practicing attorney except in Cali-
fornia, where lawyers are charged
$1,850 each forthe insurance. "The
3 ‘4., 'A loss experience is worse in Califor-

nia and there are more plaintiffs’
attorneys," Mr. Chittenden said.
The California surcharge "is simi-
lar to the commercial market
spread," he noted.

The $950 per attorney premium
elsewhere is "lower than some
commercial rates and higher than
others,” Mr. Chittenden said.

Each law firm insuring with
ALAS has contributed $300 per
practicing attorney to the com-
pany's capital, giving ALAS an es-

timated $1.2 million in capital.
eVVorktoProtectlt e
ance from a London company,

splitting losses and legal expenses
50-50 with the reinsurer.

Mr. Chittenden declined to iden-
tify the reinsurer, but Business In-
surance learned that both Insur-
ance Co. of North America and
MerrettDixey Syndicate atLloyd's
of London refused to write reinsur-
ance for the company because of
their commitment to the commer-

cial marketplace. Merrett Dixey

Bayly, Martin & Fay International, Inc. (oacing lawyers bra focsional labi

ity underwriter, and INA wants to
H a rI a n I n C . underwrite state bar association
? plans through INAX.
ALAS is open only to law firms
International Insurance Brokers & Risk Management Consultants with more than 40 lawyers that are
headquartered outside New York
© Copyright 1979 Corporate Headquarters « 3200 Wilshire Boulevarc = Los Angeles. California 90010+ (213) 736-9600 - — B B~ ——



Carnation appeal
asks for decision

VW.9 1A

on IRS reasoning ~ ; «~-—~

By KATHRYN J. McINTYRE

LOS ANGELES-The first court
ruling on the Internal Revenue
Service's logic for attacking trans-
actions with captive insurers could
be handed down in Carnation Co.'s
appeal of a tax court judge's deci-
sion against the firm.

"That's what we're looking for,"
said J. Patrick Whaley, Carnation's
attorney.

Both Carnation and the IRS are
debating the IRS's economic fam-
ily theory in their briefs to the 9th
circuit court of appeals here. The
IRS's attack on transactions with
captive insurers is based on its eco-
nomic family theory.

But the appeals court's decision
on whether a policy purchased
from a captive insurer is insurance
and a deductible business expense
isn't expected for a couple o f years
because of the court's heavy case-
load, Mr. Whaley said.

The economic family theory,
first espoused by the IRS in Reve-
nue Ruling77-316, holds thata cap-
tive insurer can't sell insurance to a
parent because as members of the
same economic family there can't
be any risk-shifting (BI, Sept 19,
19771

Risk-shifting is necessary for a
valid insurance transaction, the
Supreme Court has ruled.

Without insurance, transactions
with a captive constitute self-
insurance and aren't tax deducti-
ble as a business expense, the IRS
says.

But the tax court, in ruling

The IRS espouses
the theory that a
captive can't sell

insurance to a parent
because as members

of the same economic

family there can be
no risk-shifting.

against Carnation in December
1978, didn't consider the economic
family theory. Instead, it held that
an agreement between American
Home Assurance Co. and Carna-
tion Co. that Carnation's Bermuda
captive would be further capita-
lized canceled any insurance agree-
ment (BIl, Jan. 8, 1978).

In ruling on the appeal, the 9th
circuit court could hand down the
first court ruling on the economic
family theory, Mr. Whaley said.

Tax attorneys who defend the va-
lidity of transactions with captive
insurers argue that the IRS's eco-
nomic family. theory is erroneous
because it conflicts with sections
of the tax code recognizing the in-
dependence of related companies
for tax purposes.

The IRS is arguing, however,

that its theory doesn't conflict with
the tax code.

Briefs in the case, filed over the
last two months, also offeran inter-
esting commentary on the ques-
tion of whether writing insuranc6é
for unrelated companies or sharing
ownership of a captive voids the
economic.family theory. Carnation

asked these questions in its first
brief filed with the court.

The IRS answered: "In the con-

text of determining the deductibil-
ity of insurance

business insurance, January 7,1980 / 27
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payments made by

4pBn th its limits

tion of the legal

Inter-Cas expands

NIE//, “"B. 1

on Excess Limits and

principle set forth here by the com- Excess Products liabilit

missioner might indeed call for
close analysis, but there is no rea-

son to suppose that the courts Inter-Cas is now offering up to $700,000 in excess of $300,000

would not prove equal to the tax . . . for all your
The facts here require no such ven-

turing into troubled waters . . ."

Liability Special Risks, including Products.

Mr. Whaley cautioned against in- Expertise and expanded coverage: Loys,bCIothinSg Mznuj\j‘;tur:‘?rs'*
terpreting the IRS's reply to mean two reasons why Inter-Cas Ltd. is ,li.- amburger Stands, Machiner
that outside business or multiple uniquely qualified to handle your INTER.CAS LTD. Imports ... as well as many, many

owners could remove a captive special risks.

more.

Contact Inter-Cas Ltd. today. We've

from the economic family theory, e offer excessg Jimits on 1

as many tax lawyers suggest. expanded our limits on Excess Limits
The IRS response "was just a and Excess Products Liability.

way to avoid the difficulties the ec- ’ M )

onomic famlly theory presents, 98 Gutter Mill Road - RO.
Mr. Whaley said.

Carnation's attorney is, however,
Continued on next page

CU Risk Man

Services...

Box 442 » Great Neck, New York 11022 « (516) 466-5060 -« Telex 142344

agement

Supporting your Captive

or Self Insurance Plans.

Does your captive company or self
insured plan have effective claims ser-
vice and risk control backed by an infor-
mation system? If the answer is NO, CU
Risk Management has the program and
experience to support your risk handling
technique.

We are backed by a 100-year-old
organization and have the vitality to
deliver innovative and timely answers.
A numberof today's leadingcompanies
in the fields of chemicals, machinery
manufacturing, metals, construction,
textiles.and even consumer products have
found CURM services the right answer.

Consider the following, no matter
what your line may be:
Risk Control efforts assimilated into

your existing programs to conserve time
and expense.

A network ofUS and international
claimsoffices capable of responding
within predetermined standards.

Data Processing and other reporting
systems providing timely output in a non-
complex and concise format.

A leader in products liability services.

If you have service requirements, we have the expertise to meet most expectations.
We would like tosend you a customized proposal. For further information about
CU Risk Management services, call or write: Commercial Union Risk Management,
600 Atlantic Avenue, Boston, MA 02210,(617} 725-6010.

C
U

Assurance
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"Nothing

was ever achieved

without
WeatGlobal enthusiasm-"

seek your business with Ralph Wakio Emerson professionals in a produc-

enthusiasni. We are confident we can
handle it. Our people are handpicked
because oftheir experience in
aviation and insurance. They love
planes, flying and everything that
goes with it, including insurance.

We work with enthusiasm - A-I- That's why Global is on the leading

a dedicated staffof

tive office environment with the

latest in electronics and communica-
tions systems to help us do our work

faster and easier.

We perform with enthusiasm and

we'll be happy to prove it to you!

because we're edge ofthe industry.

Global Aviation Insu,ance Managers
A Division ofCormon and Black of'texas, Inc.

3000 Promenade Center / RO. Box 5470 / Richardson, 78xas 75080 'Iblephone (214) 235-0110 /761ex 79-1875

Carnation asks ruling
on logic of IRS attac k

Continued from previous page
taking comfort in the IRS admis-
sion in its brie fthat $120,000 O fcap-
ital in the Bermuda captive was at
risk in the 1972 property insurance
' arrangement, involving a fronting
agreement with American Home.
"Since the government admits
we were at risk for $120,000 of con-
tributed capital and since the IRS
considers premiums paid to a cap-
tive capital contributions, then the
amount of capital increases as pre-
miums are paid in," Mr. Whaley

said.

"This might mean that we could
lose this case, but it would be a dif-
ferent situation a few years down

the road as capital builds up m the
captive," he concluded.

Who brings resourcefulness, along with resources,
to excess and special risks?

The crack troop
from Baccala &

Shoop

At Baccala & Shoop, we -Ti,-b I\c CHE | 1 1,Pi* f'[ 1 o, 1 . 1 f A' ! '|
don't try to be all things to i y e on o M x - x ') ,- . J - |
n . b e B §

all producers. Our only businessyv ipli
kanagementr1 41.", .

ris

Is total underwriti_ng

of excess and specia
iNnNsSsuranacs

The men and women of Baccala &

Shoop have a lot to give - and give

their all. They don't take pat stands ,
when making risk decisions. To each individual

proposal, they apply ingenuity plus sold experience,
In fact, their resourcefulness has helped us achieve
a primary goal: to produce profits year after year a.

for the companies we represent.

INn casualty, we have in-house and supplementary i

resources to cover potential liability for nearly every kind
of third-party risk - via Umbrella Liability, Gap/Buffer Layers
and Excess Workers Compensation. In property, we also have the .
capacity to tailor coverage for your requirements in Primary
Quota Share, Excess of Loss, All Risks, D.I.C. and Builders Risk.
Why settle for the ordinary in excess and special risks when you

can just as well have a masterly touch. Pick up the phone and call
in the crack troop from Baccala & Shoop.

We'll put our reputation for consistency and stability on the line.

Baccala & Shoop
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“2/d.\1./..61h .15 ./ .

c.anfi 1148 pillt

14

iy ¥

T LE il

|

"
- - - - -

Atlanta. Chicago . Columbus, Ohio - Dallas - Houston - Los Angeles - New York . Philadelphia . Phoenix - San Francisco . Seattle

The courts would have to deter-
mine how much of the $1.75 mil-
lion premium that American Home
paid the captive to reinsure the
property risk is deductible by Car-
nation, Mr. Whaley said.

If this scenario is played out by
the court, it would certainly give
credence to tax attorneys' argu-

ments that a fully capitalized cap-
tive could fend off IRS attacks. -

Colo. wins
round
with IRS

CHICAGO-WhileCarnation Co.
fights a captive battle against the
IRS in the 9th circuit court of ap-
peals, captive proponents are wag-
ing their own offenses to legitimize
captive insurers.

Colorado insurance commis-
sioner J. Richard Barnes, a feisty
promoter of captives chartered un-
der his state's special law, says he
has won a concession from the
IRS.

"The IRS has indicated there will
be no new audits ofColorado cap-
tives without clearing them with
an insurance expert in the North
Atlantic region who will coordi-
nate the audits,” Mr. Barnes said.

"We expect to meet with this
man in New Yorkin 30 to 60 days to
talk about Colorado captives," he
added.

Colorado captives came under
IRS audits for the first time last fall
(BIl, Oct. 1, 1979).

Meanwhile, The Captive Insur-
ance Cos. Assn. has hired the New
York law firmm of Baker & McKen-
zie to draft legislation allowing tax
deductions for self-insurance re-
serves and payments to captive in-
surance companies.

CICA intends to lobby Congress
to pass such legislation (BI, Oct. 15,
19791

Washington law firms will be in-
terviewed this month apd one will
be chosen to help with the lobby-
ing effort, said Robert A. Reeves,
vp-insurance at Hospital Corp. of
America, who is coordinating the
lobbying effort. m

HOW TO ORDER
B. I. REPRINTS

Readers may now order low
cost reprints of articles that
appeared in BUSINESS IN-
SURANCE directly from this
magazine. Articles are re-
printed on 8 M" x 11" sheets

and carry the BUSINESS IN-
SURANCE credit line and

issue date.

Quantity Price

Additional 100's
Per 1 0O0O $5 650

1.000 $65.00

* For articles requiring more than
one page. multiply the price by
the number of pages needed.
Shipping extra. On quantities
larger than 1.000 and additional

information contact:

REPRINT MANAGER

business insurance

708 Third Ave.
New York, N.Y. 10017
(212) 986-5050



Growing trend

Captive rentals may buy tax trouble

By JERRY GEISEL
and JOHN MAES

WASHINGTON-Small firms
strapped for capital that "rent”
captives may be buying tax trou-
bles.

In typical rental arrangements, a
policyholder pays a premium to an
offshore insurance company
owned by. someone else. The bulk
ofthe premium is used to reinsure
most o fthe risk with the remainder
of the premium set aside in special
accounts to pay losses not covered
by reinsurance.

Supporters of the small but
growing rent-a-captive movement
champion the trend as a way
smaller firms can enjoy the fruits o f
captive ownership. The arrange-
ment grants access to the reinsur-
ance market and often lowers pre-
mium costs without the capital
commitment to a captive.

About a dozen small and me-
dium sized manufacturing compa-
nies are renting Bermuda-based
American-British Insurance & An-
Nnuity Co. Six or seven policy-
holders rent out Anglo-American
Insurance Co. Ltd., owned by for-
mer Johnson & Higgins executive
Clayton Chambers, who also man-
ages American-British. A truckers
association is renting another cap-
tive.

But some insurance buyers are
troubled by the rental arrange-
ments. One risk manager at a ma-
jor pharmaceutical corporation
turned his thumbs down at an invi-
tation to become a rent-a-captive
policyholder. He contends that
captive rentals are a "sham" with
no transfer of risk to the captive,
and thus no insurance is involved.

"I'd get clobbered from my tax
and legal people every time | talk
about captive rentals," said the risk
manager, who did not want to be
identified. He thinks captive
rentals won't get going until the

IRS rules on a test case.

Rent-a-captive managers, such
as Mr. Chambers of Venture Man-
agement Ltd. in Bermuda, argue
that rent-a-captive policyholders
can deduct their premiums as a
business expense, giving them a
considerable advantage over cap-
tive owners, which the Internal
Revenue Service says cannot de-
duet premiums paid to wholly
owned offshore insurance subsid-
iaries.

A variation on the rent-a-captive
concept, Aneco Reinsurance Co.
Ltd., thinks it has the tax issue
beat, but not all agree (BI, Oct. 29,
19791

There could also be trouble in
regulatory circles. Shelton
Burgess, registrar of companies in
Bermuda, warns rent-a-captives
better be risk-taking entities be-
cause if they are not, "I don't want
to know about it because it's not
insurance.”

Such arguments disturb Mr.
Chambers and other rent-a-captive
enthusiasts. "If a company pays a
$10,000 premium and has received
a $1 million product liability
poliCY-that is insurance,” he in-
sists.

Arguments aside, policyholders
insist rent-a-captives are working
for them.

Warren Webster, president of
Joyce-Cridland Co. in Dayton,
Ohio, says he's saving money and
is satisfied with his rental agree-
ment with American-British Insur-
ance & Annuity Co. in Bermuda.
American-British is owned by 11
private investors.

Mr. Webster and other members
of the Automotive Lift Institute, a
trade association, had considered
formibg an association captive to
underwrite product liability insur-

ance, but they

couldn’: raise

enough capital, Mr.
Webster said.

"Two years ago ,,'55'

we were being f

priced ouLof the (RISK) -

market an we al- c————
most coildn't afford anything that
was offe.ed us," Mr. Webster said.
"It's not that the coverage wasn't
available to us, it was just high-
priced."”

The company now has $1 million
worth of coverage for premiums of
approximately $93,000, 20% less
than what Joyce-Cridland uses to
pa= fir the insurance, Mr. Webster
said. 'And:fourhistory is good the
premiums will be reduced,” he
said.

In the first policy year, Joyce-
Cridland retained about S50,000 of
the risk, but the company now
bears none of it, reinsuring -t out,

he said. Sc far, J)>ce-Cridland
hasn't filed a claim
Another company, Wirtz Manu-
facturing CD. Inc. in Port Huron,
Mich., has also saved money on its
product liability insu ranee by rent-
ing American-Bri-ish, said Jack
Wild, vp of finance for the firm.
About $50:000 has been shaved
from its $500,000 annual insurance
costs, he said.
"We're very pleasei with .1," Mr.
Continued on nert page
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"American-British is only paying
out reinsurance or the insured's

money," says Clayton Cham-
bers.
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... 9aid Simple Simon to his former client
"My insurance cost that much more?"

Simon was an excellent, hard working insurance
agent. He provided his former client with the
extra protection that was needed with the best

insurance buy he could rnake. He thought his
insurance solutions were an unbeatable value

And, they were.

But Simon, being a simple fellow, did not
understand that insurance as just one way to
provide protection for customers. To Simple
Simon, Risk Management solutions were just too
complicated. He was too busy running his agency
and selling insurance to take the time to learn

160 f

risk management procedures. And, Simon lost!
Too bad, our simple approach to insurance
and risk management is such a new idea that it
came along too late to help poor Simon. Perhaps
it's not too late for you. We'd simply love to help.

WRITE OR CALL TODAY FOR A COPY OF OUR BROCHURE
"RISK MANAGEMENT MADE SIMPLE."

Of course, you're more sophisticated than
Simon. But send for our brochure anyway. Then,
you'll have the simple answers any client can

understand.

Simply Great Solutions!

H&VW RISK MANAGEMENT SERVICES
19752 MacArthur Blvd., Suite #150

Irvine, California 92715

Phone: (714) 851-9122 TELEX: 18-2744

iji
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Rentals may buy trouble

Continued from previous page
Wild said. "We haven't had any
claims yet because we only went in
on April 15, 1979. So we've had lit-
tle to judge it by, but if and when
we do have a claim, we feel we have
a good arrangement and we hope
we can save money in this area.”
It's not the prospect of cost sav-
ings alone that attracted them to
American-British, the corporate of-
ficials said. They also expect bet-
ter, more personalized service and
a greater voice in claims handling.
Mr. Webster said he's encoun-
tered insurers who take a "don't

bother us attitude”™ while investi-
gating claims. But under the cur-
rent arrangement, claims are
handled by the corporation's attor-
neys and adjustment bureaus. "I
just feel we'll have a greater say in
the claims process," he said.

"We have a say in the settlement
and a hand in all procedures," Mr.
Wild said.

Both say product liability is the
only risk currently insured by
American-British and there are no
plans to add any new risks to the
rental captive. But they leave the

door open to expanding their use
of the operation if there is potential
for savings.

William H. Green, who heads
American-British, said about a
dozen small and-medium sized
manufacturers are renting the
company, paying $1 million in pre-
mium volume annually. The high-
est premium paid into the com-
pany is $200,000 and the lowest
$80,000. Average premium is be-
tween $125,000 and $150,000.

Four new contracts are also in
the works that would bring in
enough premium volume "to dou-

IAND/MARK

ble our present premiums,"” Mr.
Green said.

He identified the prospective eli-
ents only as a direct sales firm, a
large Chicago merchandizing firm,
a financial planning company and
a chain o f small convenience-style
grocery stores that has more than
100 outlets.

American-British offers policy- -
holders up to $2 million of product
liability and comprehensive gen-
eral liability coverage.

A potential policyholder meets
with Venture Management to iron
out the amount ofcoverage needed
and the rate. Part of the premium
stays within Am6rican-British in-a
separate account as a self-insured
retention, but the bulk is used to

buy reinsurance- on the policy
American-British is writing for the
client. As a result, American-
British has no direct exposure
since the client's reserve account
pays for the first level of losses,
while reinsurance covers higher
losses,

"American-British is only paying
out the reinsurance or the
insured's money," Mr. Chambers
explained. "There is no way
American-British can lose money.™

Policyholders, however, do earn
interest on their underwriting ac-
counts with American-British. If a
policyholder were to withdraw, for
example, after five years and had
no losses, he could collect the bal-
ance in the reserve account, less
reinsurance management ex-

'<C--- "Beilfq, plus.the.interest 6ared-os

Our world is that of the expanding worldwide insurance marketplace, in
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MAY WE TELL YOU MORE?

THE LANDMARK INSURANCE GROUP, INC.

1515 Classen Boulevard, Oklahoma City OK 73106

THE WORLD OF

Telephone 405-521-9911

Offices in Dallas, Scottsdale, Wichita, Bermuda, Bahamas and the Cayman Islands

Telex 74-7191

(--6) WND/VIARK GROUP

a flat amount, Mr. Chambers said.
"We don't normally work on. a per-
centage basis. It would depend on
how muc h work we think we
would have to do. But in a usual
case, normal management fee
would be $5,000 or $6,000." Five
percent of premium is a good rule
of thumb in determining the man-
agernent fee, Mr. Chambers added.

While American-British is rented
out by individual policyholders,
Nittany Insurance Ltd., an affiliate
of IM of America, a Chevy Chase,
Md., brokerage and consulting
firm, has rented its facility to 20
trucking equipment firms, offering,
$1 million of comprehensive gen-
eral liability coverage.

The companies are paying about
15% less than under their prior pol-
icies. The rent-a-captive has meant
"adequate coverage at a reasonable
price," said LeRoy Abbott, presi-

dent of IM of America.

During the product liability
crunch of the 1970s, truck body
and equipment companies found
themselves being squeezed out of
the liability insurance market.

Even though the firms' insurers
were paying out less than $1 in
claims for every $4 in premiums,
the insurance industry was throw-
ing up roadblocks when it came
time to issue policies.

For sorrie trucking equipment
firms, premiums jumped to
$140,000 from $800. Other compa-
nies couldn't get adequate insur-
ance protection at any price.

The equipment firms, through
their trade association, the
Washington-based Truck Body &
Equipment Assn., "rented" Nit-
tany. TBEA set up a for-profit sub-
sidiary, TBEA Service Corp.,
which holds a rental contract with
Nittany.

Of the premium dollars flowing
into Nittany from TBEA Service
Corp, about 30% is used to pur-
chasereinsurance, 50% goes to pay
retained losses, while another 20%
pays for administrative expenses,
Mr. Abbott said. Unlike American-
British, Nittany also offers policy-
holders loss control and claims ad.
justing services.

The trucking equipment firms
are paying an average o f $25,000 for
$1 million of comprehensive gen-
eral liability, including product lia-
bility protection. That's about 15%
less than what most were paying
for coverage from their previous
insurers. The highest premium
paid into Nittany, which, is
managed by Association Insurance
Consultants Ltd., is $250,000, while
the lowest premium is $15,000.

Premium flow currently is about
$500,000*om 20 policyholders and-
that figure could more than double
to $1.2 million from 45 policy-
holders by the end of 1980, Mr. Ab-
bott said.

For a small trade association like
the TBEA, whose members have
average sales of about $1 million, a
rent-a-captive makes sense, one
broker says. "It allows you to build
up a book of business as well as
capital and surplus that could be
moved over when the trade group
wants to start its own captive."



We look,

but do we see?

What's the first thing that comes to
mind when you view this photo for
the first time?

I, through shape association, you see
a flame, that will tel] you something
about the mind’s influence over

the eye.

You're looking at the mineral colora-
tion on the nearly dry bed of Owens
Lake in California, Isn’t it ironic

that water could look [ike fire. Two
totally opposite elements, Two adver-
saries, when it comes to industria]

loss control.

Fire is, and has always been, the great-
est single threat to industria] property.
And water is still the first line of
defense against fire.

As part of the Factory Mutual System,
Allendale Insurance has done more
to understand the destructive nature
of fire in industry, and its control

with water, than possibly any other
organization in the world.

Let us share our understanding with
you. So that when you look at fire
orwater you'll see them for what
they are.

Allendale Insurance

Allendale Park. Johnston. Rhode Island 02919
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With the magnitude of business risks available for corporate use. Be-

expanding, sophisticated techniques are levels, ho
being developed to determine more pre-

WEVET, d

fore settin cific retention
 defermination

is needed of the maximum a-

mount of loss, in dollars, a com-

cisely the optimum degrees of risk reten, pany would be willing to bear.

tion for a company's exposures.
A Dbrief review by INA of an insurance most Important, personal

topic of interest to business executives.

In an increasingly demand-
ing economic environment, cor-
porate financial executives are re-
examining the capital and cash

flow needs of their businesses.

Part of this analysis focuses on
the cost of business insurance,
which in the typical corporation
has risen in direct proportion to
expanded exposures. In this en-
vironment, corporate risk man-
agers are attempting to structure
their insurance programs to help
enhance cash flow without
jeopardizing financial results
through inadequate protection
against losses.

Specifically, they are looking

for ways that will help determine
the most productive retention
levels for their companies' grow-
ing exposures to risk and finan-
cial loss, recognizing that the
ability and willingness to bear
risks can vary sharply from one
company to another.

For example, it might be
advantageous to retain, either
partially or completely, such
exposures as automobile fleet
physical damage and workers'
compensation, where losses tend
to have a high degree ofpredict-
ability. Dollars that would oth-

erwise be committed to insur-

ance premiums would then be

Based on trend analysis, the
availability of coverages and,

knowledge and judgment, there
are several approaches to estab-
lishing this amount.

Maximum retention limits

Perhaps the most common,
particularly for publicly held
companies, is an earnings-per-
share determination, in which
uninsured losses are retained up
to the limit where they will ad-
versely impact the company's fi-
nancial results. This figure is
sometimes set at five percent of
the company's operating earn-
ings for its most recent year.
Thus, a company reporting pre-
tax earnings of $60 million

would not retain risks with a

maximum possible loss in excess
of $3 million.



A second method is to use a

percentage of net working capi-
tal, generally between one per-
cent and five percent. This
method is frequently employed
because it is based on corporate
liquidity.

And a third method is based
on an earnings-and-surplus
yardstick. Here the limit of re-
tained losses is set at a given
percentage of current retained
earnings, plus an equal percent-
age of average pretax earnings
over the preceding several years.

In each case the figure repre-
sents an aggregate maximum re-
tention for alllines. It is usually
fixed at the beginning of each
fiscal year to reflect an up-to-
date picture of the company's fi-
nancial position.

Arriving at specific
retention levels

Having ascertained a maxi-
mum retention amount, the next
step is to determine the opti-
mum choice among a number of
possible specific retention levels.

This is done by a fairly com-
plicated procedure. Essentially,
it consists of taking two varia-

bles - the maximum retention
figure expressed as a company
risk tolerance level, and another
factor called the "risk-adjusted
cost" - and using them as the
two axes of a graph. Various re-
tention options (such as com-
plete self-insurance, $10,000
deductible, $50,000 deducti-
ble)are then plotted On the
graph as curves. The best deci-
sion at a given risk tolerance
level is that option having the
lowest risk-adjusted cost.

An example is d large inte-
grated oil company with an ex-
perienceof720 propertydamage
claims, both open and closed,
over a recent three-year period.
The average severity was
$11,214, with a maximum pos-
sible loss per occurrence of $2.5
million. The expected frequency
was 240 6ccurrences a year and
the expected aggregate loss was
$2,691,464.

After taking into account
both the expense of self-
insurance and the premiums for
commercial insurance with vari-
ous deductibles, risk curves were
computed and plotted for a
number of options. They in-

Why risk a lot for a little?

Behind all methods of risk analysis is some .

tried-and-true economic wisdom. For example,

*

when the likelihood of loss is remote, but would *
be severe if it occurred, both theory and practice
suggest the same answer. Insure.

cluded full retention ofthe risks

by the company; partial reten-
tion, with a large deductible;
and full coverage by commercial
insurance. The results indicated
that at the company's risk toler-
ance level, the preferable option
would be an insurance policy
with adeductible of $1 million.
Even with the assistance of
techniques such as these, setting
risk retention levels remains a
subtle and sometimes demand-
ing process. Risk managers have
found that consultation with in-
surance agents, brokers, and
companies providing insurance
products as well as self-insurance

services is often invaluable in ar-

riving at viable solutions.

—— e e

The Insurance Company of
North America was founded in
1792 in Independence Hall,
Philadelphia. Today it is the
largest component of INA
Corporation's international net-
work of insurance and financial
service companies. In property
and casualty insurance and. risk
management services, life and
group insurance, health care
management, .and investment
banking, INA and its affiliated
companies offer a unique combi-
nation of products and services
to business and industry around
the world.

INA insurance products and
services are available through se-
lected independent agents and
brokers. For an informative
booklet on determining risk re-
tention levels, write INA, 1600
Arch Street, Phila., PA 19101.

INA

The Professionals
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FACILITIES AVAILABLE
TO AGENTS & BROKERS OF MEMBER COMPANIES

MUTUAL MARINE OFFICE, INC.

100 PARK AVENUE, NEW YORK, N.Y. 10017

- 212--953-0580

General Managers

NEW YORK MARINE AND GENERAL INSURANCE COMPANY

Marine Managers

ARKWRIGHT-BOSTON INSURANCE COMPANY

ARKWRIGHT-BOSTON MANUFACTURERS MUTUAL
INS. COMPANY.

EMCASCO INSURANCE COMPANY

EMPLOYERS MUTUAL CASUALTY COMPANY

GRAPHIC ARTS MUTUAL INSURANCE COMPANY

LUMBER MUTUAL INSURANCE COMPANY
MERCHANTS MUTUAL INSURANCE COMPANY
MUTUAL FIRE, MARINE & INLAND INS. COMPANY
MERCHANTS INS. CO. OF NEW HAMPSHIRE, INC.
UNION MUTUAL INS. CO. OF PROVIDENCE
UTICA MUTUAL INSURANCE COMPANY

Elevator installers

organize

captive

to drop premiums

By JERRY GEISEL

CHEVY CHASE, Md.-Elevator
contractors thought they were be-
ing taken for a ride by the insur-
ance industry.

Premiums for many of the con-
tractors, who build and install ele-
vators, had doubled over a five-
year period even though losses had
not increased.

"Some companies were going
bare,"” recalled LeRoy Abbott,
president of IM of America, a bro-
kerage and consulting firm based
here. "Other firms' premiums were

Sail through the Bermuda tangle with General Re.

«26-><4*,0,5 i- te

General Re
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For the newly formed captive company or
the captive venturing forth toward the profitable
assumption of outside business, the way is

fraught with peril.

Setting proper retention levels, creating
workable excess programs and correctly
evaluating outside business require skillful
underwriting techniques for much of the way is

unchaded.

Actuarial counseling, claims and statistical
analysis; each requires an expertise exclusive to

reinsurance.

General Re offers experienced counsel in
any area of reinsurance management.

Chart a successful course for your captive.
Call your General Re underwriter today.

General Reinsurance Corporation, 600 Steamboat Road, Greenwich, Connecticut 06830 (203) 622-4000;
General Re Services, Ltd., Insco House, Church Street West, Hamilton 5-31, Bermuda (809-29) 5-3742 Telex: 3623-GRSRV-BA

going up more than
their experience

ji tified."
fl Q<0
tord RiYR ]

the stop button and

banded together through their
trade association to form a Ber-

mucla group-owned insurance

company.

Twenty-five elevator contrac-
tors, along with the Atlanta-based
National Assn. of Elevator Con-
tractors, have set up NAEC Insur-
ance Co. Ltd. to provide $1 million
of comprehensive general liability
coverage. Umbrella coverage, up to
$5 million, is available through IM
of America.

Policies are being issued by First
General Insurance Co. of Atlanta,
which is being reinsured byNAEC.
NAEC is taking the first $250,000 of
coverage and 14 reinsurers are tak-
ing the next $750,000 of risk.

Interest in NAEC began last year
when members became increas-
ingly concerned that "their pre-
miums did not seem to reflect their
actual loss experiences," Mr. Ab-
bott said.

To try to put the lid on premium
increases, the elevator contractors
retained IM of America to survey
the firms' insurance costs and rec-
ommend an alternative insurance
program.

The IM o fAmerica survey, which
looked at 51 elevator contractors'’
loss experiences between 1974 and
1978, found the firms with average
sales of $1.5 million weren't getting
a very good return on their pre-
mium dollar.

In that five-year period, only
about $1 million was paid out in
claims, a bare fourth of the $4 mil-
lion the 51 surveyed firms had paid
out for liability coverage.

After analyzing the data, IM of
America, along with the elevator
contractors, determined that an
offshore group-owned insurance
company offered the best means of
keeping premiums related to ex-
perience and cutting costs for
members with good loss records.

NAEC Insurance Co. Ltd. was in-
corporated earlier this year with a
capital and contributed surplus of
$380,000.

Premiums paid into NAEC range
from $3,000 to $100,000, averaging
$32,000. Although each policy-
holder is individually rated, partic-
ipants are paying an average 15%
less than under their prior policies,
Mr. Abbott said.

Policies are issued annually. Af-
ter a year or two, the NAEC pro-
gram will be reviewed and rates
could be adjusted downward, Mr.
Abbott said. Other alternatives in-
clude increasing coverage or pay-
ing dividends based on loss experi-

Right now NAEC has 25 policy-
holders. Premium flow could top
$1.2 million from 51 policyholders
by the end of the program's first
full year and exceed $2.5 million
from 70 participating companies
within five years, Mr. Abbott said.

In order to join the program, a
company mustbe a member ofthe
National Assn. of Elevator Con-
tractors. It also must allow its faci-
lities to be inspected by NAEC
safety and loss control engineers.

Claims are being adjusted by
Crawford & Co. with IM of
America supervising the handling
of claims. Management services

are being provided by Association
Insurance Consultants Ltd. -



Liberal |

By MARY ANN MATLOCK

NEVWV YORK-Increasingly lib-
eral insurance laws in some states
are allowing more government en-
tities to band together to take the
plunge into self-insurance pools.

But in states where legislation
doesn't specifically allow pool-
ing-such as New Jersey, Montana
and Nebraska-attempts to form
pools have been fruitless. Some
regulators and industry observers
also take a guarded view of the
idea.

Statewide insurance pools run
by groups o f local governments are
specifically allowed by legislation
in 20 states, says Jill Kennedy, pro-
gram consultant for the National
League of Cities and president of
Kennedy & Floyd Associates in
Oklahoma City.

This past year alone, Connecti-
cut, Kansas, Washington, Tennes-
see and Louisiana gave the go-
ahead to government risk pooling.

Texas, which allowed municipal

1 state insurance de-

"Laws are becoming more per-
missive rather than more re-

strictive," says Gus Krause.

consulting firm.

"There's been very little resis-
tance on the part of state authori-
ties to allow the quasi-public sector

pools in 1974, was the forerunnerof to do this," said Jack Hettrick, dx-
the pooling concept. Other states ecutive vp of Penn-General. Ser-
with specific legislation allowing vices Corp.

government risk pooling are Ala-
bama, California, Colorado, Flor-
ida, lllinois, Kentucky, Maine,
Michigan, Nevada, New
Hampshire, New Mexico, North
Carolina, Oklahoma and Oregon.

All 20 states allow pooling for

' workers compensation while some.

allow pools for liability coverage.
Only four states-California, Colo-

INn sonne states that have not
passed legislation authorizing the
pools, proponents have argued that
such pools are legal under in-
tergovernmental cooperation laws.

"In most states, intergovernmen-

- tal__ cooperation allows local gov-
ernments to contract to do with

each otherwhat they could do indi-

rado, Oklahoma and Oregon- vidually," said James |. Bliss, pres-

+ allow pooling mechanisms for all
types of insurance.

ident of Governmental Insurance

Managers Inc. in Bloomington, Ill.

"Laws are becoming more per- "There may be general legisla-

missive rather than restrictive in
this area," said Gus Krause, FCAS,

tion that would allow it. In most

states the question hasn't been

vp of Edward H. Friend and Co., raised," he- said.

Washington, D.C., an actuariaVV

Spokesmen from

Nnumerous

Tex. work comp pool
exceeds cities' goals

AUSTIN, Tex.-The successful
track record of the Texas Munici-
pal League-the first major self-

j insurance pool formed by cities for
workers compensation-makes a
believer out of administrator Wil-
liam Martin.

-I've become somewhat of an
apostle," Mr. Martin said. "The pro-
gram has operated beautifully. It
has grown tremendously-more
than expected.”

The Texas self-insurance pool
boasts of a membership of nearly
500 cities with an annual premium
volume of $31 million. Equally im-
pressive is the savings to partici-
pants, which Mr. Martinsaid isrun-
ning annually at about 40% less
than the costofconventionalinsur-
ance.

When the program started in
July 1974, it had 130 participating
cities and an annual standard pre-
mium volume of $5 million.

We have a formula that deleted
all profits, which is a savings of
about 25% right there," Mr. Martin
said. Eliminated were the cost of
acquisition fees, commissions and
taxes. Also, interest earnings of
about 9% of premium are returned
to participating cities annually.

Complementing these savings is
the pool's loss ratio of about 50%,
compared with the 72% average in
the private sector in Texas.

This record, Mr. Martin said,
shows that pools, ifoperated prop-
erly, not only can save money but
also dispel the belief that munici-
palities are a bad risk.

Mr. Martin cautions that careful
study and the advice of a consult-
inrfirmand attorney are needed
before governments jump into an
intergovernmental self-insurance

"We've probably been more re-
sponsible than the industry”
says William Martin.

pool. "We've been careful in what
we do. We've probably been more
responsible than the industry,” he
said.

Although the program's trustees
have not taken any conclusive
steps to allow the program to ex-
pand into other insurance areas,
Mr. Martin foresees growth. It
seems natural that within a year
the program will expand into gen-
eral liability, fleeVVauto liability and
public officials liability, he said.

The league just recently pur-
chased a group employe benefit
program from a conventional in-
surer. By doing this, Mr. Martin
said, the league will obtain hard
data on which a possible self-
insurance pool for this coverage
could be based in the future. There
are 140 cities in the group benefit
program after seven months.

"This is also going to be a win-

Nner,” Mr. Martin said. -

partments agreed
the complex qu

954l

ing general laws has'
rarely been raised.

State regulators in New Jersey,
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New York, Nebraska and South
Dakota doubt pooling is allowed
under present law, but couldn't be
certain.

"The legislation is not quite
down on that point,"” said David
Chambers, director of the League
of Municipalities in Nebraska. He
said the league will bring in a con-
sultant in January to examine the

aws OK more municipal pools

limits of existing law, but admit
ted, "l feel we would have to dc
some changing."”

In Montana, the question of mu-
nicipal self-insurance pools has
been presented to the state attor-
ney general. The feague of counties
and cities raised the question
there, said Josephine Driscoll

Continued on next page
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Captive Management

Self-Insurance Administration
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'At Financial Guardian, we find ways to serve."

OFFICES IN PRINCIPAL CITIES.
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COLUMBUS and SEATTLE

. are first lines of defense against spirding insurance costs. To call in the
ARMI' ... Assurex Risk Management Institute...in these areas (or

elsewhere in more than 40 states and 16 foreign countries) call your
Assurex International broker.

THE McELROY-MINISTER
COMPANY

141 East Town Street
Columbus, Ohio 43215
614-228-5565

LaBOW, HAYNES COMPANY. INC.

2500 Seattle First National

Bank Building
Seattle, Washington 98154
206-223-1400

- See our achon page 6
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Self-Insurance

Looking at your needs.

Self insurance of employee benefits, once a foe of traditional risk
funding, has emerged as a panacea for whatever ails the benefits

manager.

Laws fuel pooling

Continued from previow page
chief deputy insurance commis-
sioner.

To determine whether pooling is
allowed under.a broad statute in
New Mexico, the state's municipal
league drafted" specific lagislation
on the matter. This was done "to
make sure no questions were
asked and we were not under the
regulation of the insurance com-
missioner," said league director
Bill Fulginiti.

In New York state, legislation is
being drafted to allow intergovern-
mental pooling. The legislation will
be based on reactions received
from a series of public hearings
and a local government survey,
said Alan Billingsley, senior legis-
lative fiscal analyst on the ways
and means committee.

"1 think the climate calls for it.

It's our attempt to answer a need,"

But self-funding is more than paying for the claims of your
employees. It also involves management decisions. Decisions about
the source of administration, corporate risk assumption and legal
considerations. Self-funding can apply to just your medical plan. Or to
short and long-term disability programs.

While self-insurance can offer savings and cash flow advantages

to many -companies, it. isn't the answer for everyone.

Meidinger & Associates' experience as employee benefit
consultants can help you in examining all the facets of self-funding.
Meidinger provides an objective look at the facts and advises you

accordingly.

If self-funding will work for you, we'll tell you. if it won't, we'll
suggest alternative approaches which will meet your needs.

Meidinger stays with you and assists you through the transition
and beyond. We are fee consultants:We're not in the business-of

claims administration.

F6r objective assistance in assessing your funding needs, look to

Meidinger & Associates.

Meldinger &Associates Inc

Corporate Headquarters: Louisville, Kentucky (502) 499-1240
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he said.

In New Jersey some interest has
been expressed in pooling, al-
though "l wouldn't say it was a lot
of pressure," said Jack Trafford,

executive director of the New Jer-

sey Municipal League.

The state constitution may pro-
hibit intergovernmental insurance
pools, said Herman Hanssler, dep-
uty commissioner of insurance in
New Jersey. The clause, "No gov-
ernment entity can extend its
credit to a corporation or munici-
pality,” could nix the chances for
pooling, he said.

Whether or not the authority to
pool has been challenged on a legal
basis, observers have noted an in-
creased interest in the concept.

"Many jurisdictionsare taking a
close look at insurance alterna-
tives, butnot at an extremely rapid
pace," said Mr. Bliss of Govern-
mental Insurance Managers. He at-
tributed this window-shopping at
titude to soft market conditions
and statutory limitations.

"IN jurisdictions where pools
aren't allowed there is pressure to
change legislation,” added Mr.
Krause of Edward H. Friend.

Reports ofsubstantial savings by
numerous pools after relatively
short terms of operation have
caused many government entities
to examine this alternative. Rising
insurance costs or difficulty in ob-
taining specific types of coverage
also have made pooling attractive

Generally, pools are spread
evenly between county: and citb
groups and are frequently formed
by groups of the same.general size,
Mr. Krause said. Often workers
compensation is the first coverage
pooled.

The self-funded retention for
smaller pools can range from
$100,000 to $250,000, with a sub-
stantially larger amount for largei
pools. The premiums for excess in-
surance are still significant, with
anywhere from 15% to 40% of total
deposits ofself-insurancepools be-
ing paid for commercial excess in-
surance, Mr. Krause said.

After a couple ofyears, it appears
pool costs are 25% to 40% lower
than conventional insurance in
terms of initial savings and pre
mium reductions, according to
published reports.

Some observers are viewing the
proclaimed-successes skeptically.

"The idea of pooling.is extremely
complex and not a very easy task,"
said Albert B. Lewis, New York su-
perintendent of insurance. "Pools
should not be a catch-all and easy
solution to market problems in the

immediate future.”

Mr. Krause of Edward H. Friend,
though an advocate of pooling, said
that "from an overview:- it is diffi-
cult to understand how there can
be such a substantial difference be-
tween the cost of commercial in-
surance and the cost in a pooling
mechanism.”

Pools will result in hard-dollar
savings on expenses since their ex-
pense margin should be lower than.
that of an insurance company, he
said, but added, "Reported experi-
ence o f pools generally is showing
less losses than implied by provi-
sions in commercialinsurance pre-
miums.

"It's a very large difference and if
you look in from the outside I'd
strongly urge administrators to
consider having someone under-
take a review of their liability posi-
tion," he said.

Current reserves may understate
the ultimate cost'ofthe pool's liabi-
lities, Mr. Kfause said, particularly
when inflation is- significant. De-
pending on. how funds are set up,
iLlusory savings can result in the
short run, followed by additional
and possibly substantial deferred
costs as claims are paid. -
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Self-insurance may stun shrinking firm

By LEN STRAZEWSKI

BOISE, Idaho-Smaller firms
that want to punch up their cash
flow and slumping competitive
edge by self-insuring workers com-
pensation may be walking into a
technical knockout, says an admin-
istrator and broker here who spe-
cializes in self-insurance.

Son™* smaller corporations,
backed into a corner by bigger
competitors and a recessive econ-
omy, are breaking all the rules of a
good self-insurance plan, accord-
ing to Merle Colpron, underwrit-
ing/marketing administrator of
Diversified Risk Management
Services, a self-insurance adminis-
trator that also brokers stop-loss
policies for clients.

"While many small firms have
had much success self-insuring
comp, we like to get involved with
small firms that are in the middle of
a strong growth pattern,” ex-
plained Mr. Colpron. "However
we have also had experience with
firms on a down trend that are los-
ing the cash flow necessary to self
insure.”

Firms fighting a losing battle
with inflation and competition are
more likely to want to self-insure
because they think they are getting
more for their cash-flow and are
"desperately reaching around for
some cash-flow advantage,” he
said.

These firms may demand self
insurance services against the bet-
ter judgment of a consultant or
third-party administrator and later
take their blows as they pay claims
from the same pocket they use for
business bills.

Surety bonds may also be hard to
come by for already weakening bus-
inesses, added Mr. Colpron, be-
cause unlike the standard markets,
the surety bond markets are reluc-
tant to take anything but perfectly
sound business.

A few firms are choosing self
insurance wrongly because they
have poor control over their own
exposures or products and do not
want to invest in proper safety and
loss control, he said.

"Firms that use delivery drivers,
for example, present a large expo-
sure that is usually not under the
constant supervision of manage
ment," explained Mr. Colpron. "Af
ter the driver checks in for the day
he is outside the range of proce
dures that could cut down losses.”

Small manufacturers

drug
whose products may present un
known hazards are also poor candi
dates for self-insurance plans that
lean heavily on a tight cash-flow.
Some small companies simply
lack the liquid assets to maintain a
self-insurance program. Seasonal,
one product-manufacturers, like
Christmas ornament designers
whose largest orders occur prior to
Christmas and are limited through
the year, should probably avoid
self-insuring, Mr. Colpron said.
Recreational vehicle manufac
turers and other firms hurt by gaso
line shortages also make poor can
didates for self-insurance, he

noted.

Small corporations that nor
mally pay at least $250,000 in
workers compensation insurance
premiums and have a strong pat
tern of growth, however, can use
self-insurance's greater control of
cash flow to an advantage, reports
Mr. Colpron.

Usually, a small firmm would re
tain slightly over $100,000 ofthe risk
depending upon the benefit levels
of the state. In California, where
DRMS has a large branch, self

insured retentions

average
$100,000. But in states like Oregon
and lllinois in which benefit levels

have risen, retention often gets

above $125,000, according to Mr.
Colpron, with some coinsurance
before stop-loss coverage kicks in.

"In general, the self-insured re-
tention is 95% to 98% of the work-
ing amount of the risk," he ex-
plained. "Five percent to 8% of the
risk is transferred. As benefits go
up, though, the retention usually
goes up. The regular premium that
you might have paid, of course, be-
comes your loss payment fund."

If a firm's regular workers com-
pensation insurance premiums are
below the $250,000 minimum Mr.

ri

Colpron prefers,

the corporation

may bé¢ able to ta
ability ts with JR

workers compensa-
tion in a self-insured program.
"We have found that a good way
to pick up the minimum aggregate
for self-insurance for small bu-
sinesses is to add the total pre-
miums paid for workers compen-
sation with the total general liabil-

1ty premiums,
"because the general liability expo-

noted Mr. Colpron,

sure may be well within the limits
we can set for workers comp.”

So a firm that pays $175,000 for
workers compensation insurance
and an additional $150,000 for gen-
eral liability can amass a large
enough loss payment fund o f over
$300,000.

"Retailers and grocery whole-
salers respond particularly well to
this kind o f technique,” added Mr.
Colpron, "because the exposures

are related and limited by th€
work."”

Safety and loss control, however,
remain important and necessary
components of a good self-
insurance program for small firms.

"Even though insurers usually
do a better job with loss control
than an individual business, | have
seen remarkable loss improve-
ments based on the tremendous at-
titude change that occurs when a
firm realizes that losses are now be-
ing paid out of the firm's bank ac-

count,” remarked Mr. Colpron. -

GRAINn DEALERS mUTUAL

gll insurance company
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IN MICHIGAN ......

WORKERS' COMPENSATION

SELF-INSURANCE PROGRAMS

Significant savings along with good Safety and Claims controls are attractive
features available to any business or instrution in Michigan, developing an
annual premium of $100,000 or more. Liability is limited with reinsurance.

Let us qudte you a tailored program for your operations. (Individual or
Groups). Agents inquiries invited-also full admin stratior for captives.

> YEAGER and COMPANY, line.

4000 Town Center, Suite # 1260, Southfield, Michigan 48075, 313/353-3000

SINCE 1967

Small firms can

boldly self-insure

benefits:

By LEN STRAZEWSKI

SIOUX FALLS, S.D.-Small busi-
nesses can self-insure employe
benefits without fear, once they get
over the nagging feeling they have
Nno insurance, according to a
banker here who instituted self-
insurance two years ago.

"Especially for a bank, self-
insurance sounds pretty radical,"
noted Calvin Stilwell, vp of the
First National Bank o f Sioux Falls.
"The biggest problem | had in sell-
ing the program to the o fficers was
psychological: overcoming the

Selfinsurance

isiltexactly a
Nnewideli

At NWNL,we were involved
with self insurance protection
of all kinds almost from the begin-
ning. Now we'd like to tell you
a few of the things we've learned.
So we've drafted a booklet
that explains why and under
what conditions you should
consider self insurance for
employee benefits.

It explains the risks, the
costs, and the codes of conduct
influencing this trend to self
protection, as well as the variety
of plans available. For your
copy of the booklet, just send the

coupon or write on your
letterhead.

TO: Ginny Charboneau, NWNL, Box 20,
Minneapolis, MN 55440
Please tell me more about self-insurance.

Title
Ci
"Mr.ny
AtiAr.aa
fl,Y

=t.t. 7ip

Phone Arna Cnrie

NORTHWESTERN NAHONAL

Bank vp

idea that we had no

insurance.”

IThe $elf-insdred 1
u | b
|r£t a-

cost]the

tionmnal Bank of *

Sioux Falls"about 70% ofwhat we
would've paid in premiums," ex-
plained Mr. Stilwell.

The plan, which covers 140 lives,
has a stop-loss policy with Safeco
Insurance Co. that kicks in above a
$15,000 per case retention and a
$70,000 aggregate retention. The
bank also purchases group life in-
surance from Safeco.

"We began in March with a $5,000
per case maximum (retention) and
a $50,000 aggregate," explained Mr.
Stilwell, "but we increased the re-
tention this year when we didn't
approach either o f the limits.

"Our business is pretty good for
Safeco,” he added, "because
they've never had to pay a claim.”
The stop-loss policy peaks gt
$500,000.

The bank tans a local claims ad-
ministrator, Employe Services
Inc., to process claims and will ex-
pand self-insurance coverage to
long-term disability later this year.
A self-insured dental plan is on the
drawing board for 1981.

"We are obviously a low risk
business, so we have no trouble
getting insurance, but when you
are self-insured you always know
what you are paying for and are
never concerned that you are just
paying someoneto shuffle papers,”
Mr. Stilwell added.

John Timmer, president of Em-
ploye Services Inc., who first pre-
sented the self-insurance concept
to the bank, says self-insurance of
benefits is growing among small
firms. And for good reason, he
adds.

"Frankly, there's no real insur-
ance for group health or short term
disability. You are just giving
money to an insurer to pay your
bills for you," he said. "Routine
medical bills are almost always
lower than what you would've paid
in premiums."

Mr. Timmer, however, warns
firms to keep self-insured reten-
tions small. Though firms with a
minimum of 50 lives covered by a
plan can feel safe in sel f-insurance,
he says, these firms should have
stop-loss plans that can start cover-
age as low as $15,000 aggregate.

"There is definitely insurance in
catastrophic hospital bills plans,”
he said, "and all self-insurance
plans should include a stop-loss
layer of coyerage."

Stop-loss coverage is available
"from dozens of insurers at reason-
able rates, especially Safeco,
Northwestern Life & Casualty and
also Lloyd's,” he added. -

Rays scorch
Boardwalk

ATLANTIC CITY-The plexi-
glass construction of Caesar's new
Boardwalk Regency Hotel may be
causing a fire risk on Atlantic
City's Boardwalk.

Panels of the angular plexiglass
are warping inward, and the sun's
rays bouncing off the plexiglass
have scorched the pine planks of
the Boardwalk, city officials say.

Caesar's has agreed to replace
the warped panels, officials say,
but they are still worried that
builders of new hotels in the area
will include similar construction.-



Premium export problems

Foreign risks can
hamper captive: Vp

NEVW YORK-It's not just how
much .premium volume foreign
risks will generate that helps tip
the scales for or against a captive
insurer but also in what country
the risks are located, an insurance
company executive says.

If, for example, the foreign sub-
sidiaries to be insured by the cap-
tive are all located in South
America, a captive wouldn't be a
good idea even ifthe premium vol-
ume to be generated were $5 mil-
lion, says William Crowley, vp of
AFIA Worldwide Insurance Co.

The reason? South American
governments are notorious for not
allowing much insurance premium
to be exported out of the country

"In a multinational corporation,
the overall premium should be at
least $1 million under normal cir
cumstances. That's when you start
thinking about a captive,"” he said
"Then if $800,000 of that will go to
the captive, then go ahead. But if
only $200,000 would be ableto flow
to it, then forget it."”

In a theoretical chart prepared
by Mr. Crowley for a presentation
on captives sponsored by the
World Trade Center here, he
pointed out how the mix of coun
tries in a corporation's activities
might be the deciding factor in
whether to form a captive.

For instance, if the company s
subsidiaries had a total of $500,000
generated in paid premiums
spread among Argentina, Brazil,
Colombia, Venezuela, Japan, the
Philippines, Australia, France
Mexico and Indonesia, only
$228,500 of that would be export
able.

Brazil and the Philippines were
the two worstexamples, with those
countries letting out none of the

Funds boost

coverage

LAKELAND, Fla.-Two major
Florida self'-insured workers com
pensation funds have boosted atno
charge the amount of coverage
against third-party lawsuits they
offer participating employers.

Both funds, one sponsored by
the Associated Industries of Flor
ida and the other by the Florida Re
tail Federation, increased to $1 mil
lion from $100,000 the liability in
surance known as Coverage B of
the workers compensation policy

Coverage was increased because
"liberal court decisions” have ex
panded the exposure ofemployers
to third-party suits, said C.C. Dock
ery, president of Summit Consult
ing Inc. here which manages the
two funds.

Although state workers compen
sation laws protect employers from
lawsuits filed by injured workers,
employers can still be sued in con
nection with work-related acci
dents and need Coverage B protec
tion, Mr. Dockery explained.

The wife of an injured worker
for example, could sue an em
ployer for loss of consortium, or
sexual relations, with her husband
Or a machine tool builder who lost
a huge product liability award
could sue the employer to recover
the award, charging an unsafe
workplace caused the accident

Meanwhile, the Associated In
dustries of Florida Self-Insurers
Fund has tentatively recommen
ded, pending the approval of the
state department of labor, distri
buting about $500,000 to members
based on 1978 loss experience, Mr
Dockery said.

590,000 and $40,000
generated in pre-
-{F Nnce

SLUTRISOMe,

ums exported.
If the mix of countries were

changed to Singapore, South
Africa, Belgium, Denmark, Japan,
New Zealand, Australia, France,
Guatemala and the United King-
dom, that same $500,000 of paid
premium translated into $455,000
in exportable premium. The most
any country of that list would re-
tain is 10% of the total premium. -
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DENVER and TOLEDO

have the Assurex combination. If you require professional insurance services in
these areas, or elsewhere, we are close at hand... and backed by an international
brokerage organization with 69 ofEces and 4,000 specialists worldwide.

PARTNERS IN ASSUREX INTERNATIONAL
Call or Write:

WARREN & SOMMER, INC. PICTON-CAVANAUGH, INC

3955 East Exposition Avenue 1 811 Madison Avenue
Denver, Colorado 80209 _/ 6

Toledo, Ohio 43624
303-744-3711

See our ad on page 6






WH oN A 5 MILLION
LAR CLI ONT
COMPLAIN dD ABOUT
THE HIG
HIS INSURANCE,
WE TOLD HIM TO
WRITE HIS O

When one of our major clients started
complaining about high premiums, we
told him exactly where to go.

Because we couldn't offer him lower
costs (and no one else could either), we
told him to start insuring his risks himself.

Of course, we didn't make such a
suggestion without first working with his
broker to analyze his company's specific
needs and problems.

Once we did, we told him why he
should start his own captive. We told him
the kind of captive he needed. And we
even showed him how to go about semng
one up.

Now it may seem strange that we
would actually encourage a company to
write its own insurance, but wellprofit
from it too.

Our client now has his own captive,
but we manage it through American
International Company Ltd., based

in Bermuda.

(In addition, AlIG Risk Management

arranges admitted domestic policies and
American International Underwriters
provides overseas admitted policies.)
We think our Captive Policy, or our
"Write Your Own" Policy as we call it, is

the best coverage available.

We've had 35 years of experience with

captives, and today we pro-
vide facilities for 100 of the

600 known captives.
In fact, we handle six of
the top ten U.S. industrial
corporations.
Our companies are un-
matched in their ability to
issue admitted policies world-

WS RANF QU EI0S W BBee
Ot Your Own'”
Policy is just one of more than |
300 Eé)grams AIlG offers,

Memoer CampanesHn e |

OST OF

than 130 different countries.

For more information on it, send in the
coupon below.

If you're thinking of going into the
insurance business, you couldn't ask for a.

better opportunity than to learn the bum-
ness from us.

AIG'S "WRITE YO R OWN" POLICY

Please send me more information on your Captive facilities.

American International Group
Dept. A, 70 Pine Street, New York, N.Y. 10005

Name
Firm

Address

T el
"1 [ 1
WE-QRRER MORE KINDSOE INSURANCE

We welcome inquiries from any licensed agent or broker. You don't |

have to bea regular producer to place business with an AlG company. 2 1



How not to be captive
to your captive.

A captive program is not
for everyone. But for those
seriously thinking about
one, an important con-
sideration is how to operate
it in a way that doesn't
place you in a bind but
allows you to achieve your
objectives.

Captives can often tie up
management time, money,
and talent without pro-
viding the benefits ex-
pected. However, there is a
way to avoid being captive
to your captive.

AFIA has been involved

with captives since they
first began to attract the
attention of the market-
place. And probably are
working with more over-
seas captives than anyone
else. Our role is to
eliminate the stumbling
blocks that tie-up time,

money and management.
And because we have been

COMETOAFIA

foreign insurance special-
ists for over 60 years, we
can bring the knowledge
and experience to your
captive no one else can.

Operating in more than
80 countries, AFIA can
provide admitted local
policies with competitive
rates and conditions, and
AFIA reinsurance can
simplify such matters as
cut-through clauses, rein-
surance recoveries, and

corporate guarantees.
AFIA provides the full

insurance services needed
allowing the parent com-
pany to obtain the benefits
of a captive without being
tied up by it. It's why we
say, there's a place for
every type of insurance
situation in AFIA's world,
and one reason why 90 of
the top 100 U.S. com-

panies operating abroad
insure with AFIA.

ANYWHERE IN THE WORLD

AFIA

WORLDWIDE INSURANCE World Headquarters: 1700 Valley Road - Wayne, N.J. 07470

U.S. branch offices: New York - Boston - Chicago * Cleveland « Dallas - Houston - Los Angeles - Miami - San Francisco - Seattle - Wash., D.C.
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Captive risks

By Harry L. Shuford

VINENGE 1S ACCUMULATING.

ems are emerging. Concern
is beginning to grow. There now is no
doubt: Captive insurance is risky busi-
ness.

A few years ago, captive insurance
was perceived to be little more than a
special form of self-insurance. Today,
that one-sided generalization is wrong.
The captive insurance industry has be-
come an integral part of the world's in-
surance underwriting capacity.

The earnings retained by captive in-
surers, for example, have supported in-
creased retentions o fthe risk coverages
provided to affiliated companies. This
has reduced pressures on rates and has
expanded the availability o f coverages
elsevwhere in the world's insurance
markets. Similar benefits have accrued
as captive insurers utilize their capital
structure to underwrite the risks ofun-

related economic units.

The impetus for both developments

Harry L. Shuford is up of the financial
research and planning division of Fred
S. James Cos. Inc. He has a Ph.D. in

economics from Yale University.

Financial officer

By Gavin R. Arton

IN.MOST.GORPORATIONS that

cer is not an insurance man and his
only contact with the subject is that it is
a sizable expense item on his budget.
When captives first appeared, CFOs
seized on them not as profit centers but
as a method for reducing overhead and
saving their corporations money.

More recently, however, as the desir-
ability of expansion has been brought
to their attention, the opportunity to
take advantage o f the capital already in
the company has led to the CFOs ad-
ding capitaVsurplus to the company for
even greater return. More effective
management of assets and the opportu-
nity for added profit and offshore cash
accumulation are other motivators.

An expanded captive provides an op-
portunity for diversification, allows for
continued deductibility of direct pre-
miums and resultant continued cost
savings and ultimately, the realization
of a profit center in an area formerly a

cost center.

FTYhe risks faced by any type of com-
1 pany considering diversifying
its business-whether it be manufac-
turing or insurance-are considerable.
However, unlike a manufacturer, the
insurance company can be much more
fragile in nature, for its "inventory" is
cash that can be subject to risks totally

Gavin R. Arton is a native of Bermuda
and a former manager of captives for
American International Group. He is
currently AIG's director of investor re-
lations and is completing an MB.A.de-
gree from the New York College of In-

suranee.

is essentially the same: increased
profits. A necessary consequence, how-
ever, has been a sharp jump in the odds
ofunsatisfactory captive company per-

formance.

| n.the future, this potential bot-

om lin€ exposure only Increase.
Better planning and financial control
of captive operations will be essential if
the captive insurance industry is to re-
main strong, dynamic and a positive
force in the insurance world. The first
step toward planning and control is to
identify the elements producing risk; a
conceptual framework is needed.

The captive insurer is an insurance
company. And like any other insurance
company, it has two primary sources of
profit: underwriting and investments.
Thus, the bottom line risks extend well
beyond losses on specific coverages
underwritten. Indeed, from the corpo-
rate perspective, risk ultimately is a
measure o f the uncertainty in the firm's
expected profitability or rate of return.
Approached in this way, risk becomes
a key element o fevery management de-
cision, from underwriting to invest-
ment, from capital structure to person-
nel organization.

unrelated to the pure business risks of
the parent.

These financial risks that must be
weighed by the CFO are:

- Shareholders' reaction.

- The impact of spiraling inflation.

« Foreign exchange fluctuations.

- Liquidity of assets.

= Cash flow.

- Artificial profits and early profit-

Data compiled by A.M. Best & Co.
provides some understanding of the
potential volatility of insurance com-
pany profits. They are summarized in
the accompanying chart and cover all
stock chartered property and casualty
companies reporting results in the U.S.
from 1946 through 1977.

Underwriting profit margins for this
key sector of the industry have fluc-
tuated markedly from year to year. Per-
haps more surprising, however, is the
impression that over time these mar-
ginshavebeen centereli on zero: along-
term break-even proposition. This im-
pression is correct; in fact, on a cumula-
tive basis, underwriting produced a
slight deficit for the quarter century
ending in 1970.

Investment returns have been the
mainstay of industry profitability. And
yet, when measured relative to pre-
miums, investment performance has
produced far greater swings in total
profitability than has its underwriting
counterpart.

The, ghiect of this, analysis is

ess the impo
vestments. Rather, it is an attempt to
show that the bottom line performance

of insurance companies, including cap-
tives, is sensitive to a range of consider-
ations beyond those affecting the se-
verity and frequency of underwriting
losses. There is a growing need to plan
for and control these sources of risk.

Planning and financial control are
concepts that normally are not asso-
ciated with captive management. In
fact, many risk managers initially resist
the suggestion that such "sophisti-
cated" ideas may be useful in handling
their captive. On further examination,
however, their attitude generally
changes. The challenge is to approach
the issue with an open mind. The result
is an understanding ofthe objectives of
planning and control and an apprecia-
tion o f the potential benefit to the risk
manager and his firm.

There are two major categories of
planning applications: strategy devel-
opment and short-term budgeting.
Each has a role in captive management.
Developing monthly budget projec-
tions, for example, may help close a
communication gap between a risk
manager and the firm's financial man-
agement.

Almost every major }ndustrial com-
Continued on page 52

calls the shots

taking.
* Embarrassment to the parent com-
pany if the entry is unsuccessful.
The shareholders of a major non-
insurance corporation would have a
difficult time rationalizing the cost of
an unsuccessful entry into the insur-
ance industry. To the CFO, a substan-
tial loss in a field far removed from the

corporation's normal business would

Choosing unrelated business

Risk Manager

Chief Financial Officer

Motivators to enter Non-Related Marketplace

O

VWWhat to write?

Insurance (10-15%) --**=* Reinsurance (85-90%)

O

Types and Classes

VWhere to write™?

From whom™?

O

Summation and evaluation of Risks and Options

Selection of Options

Implementation

Management Control Systems

be difficult to explain. Similarly, a fi-
nancial analyst following a company
faced with such a situation would have
to have second thoughts about what
image to present to the market.
Spiraling inflation causes no end of
problems for those involved in certain
classes of business. In long tail busi-
ness with current levels of inflation
running at 10% or higher, an outstand-
ing claim with no increase in true loss
amount can, with compounding, dou-
ble in eight years or even less time if
currency fluctuations are a factor.

The problem of foreiqn exchange
cent example ofthe fire in October 1977
at the Ford Motor Co.'s warehouse in
Cologne, Germany. In far less than a
year, a 25% increase in the value of the
deutsche mark occurred and many
U.S. underwriters who considered
themselves fully reserved in dollars
were faced with a 25% increase in ac-
tual loss cost when the time came to
pay in DMs.

Liquidity of assets is absolutely es-
sential. Many financial managers of
professional insurance companies rec-
ommend that a substantial portion of
an investment portfolio be in bonds
with a maturity date of two years or
less. The Mid-Atlantic Insurance Co.-
which was a Bermuda-based company
but not a captive-failed in the early

1970s because most of its investments

were in real estate. VWhen funds were

needed to pay for the catastrophic
3 losses mainly as a result of Cyclone

& Tracy in 1974, they simply were not
available. The company was forced

, into liquidation.
E Cash flowtoa CFO mostoften means

Continued on page 52
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perspective

Rapidly developing domiciles

6 offer home for captive

By Anthony Demas
TANCE antstcéess of captive in-

surance companies over the past 10
years have encouraged the rapid devel-
opment of several captive domicile fa-
cilities and communities, in particular
Bermuda, Cayman Islands, Curacao,
Guernsey, Colorado and Tennessee.
These communities offer different fi-
nancial and operational environments
to corporations seeking a suitable
domicile for an insurance subsidiary.

Bermuda

There is good reason for Bermuda's
early start and consistent lead as the
dominant center for captive insurance
companies. Bermuda has encouraged
international business and, in particu-
lar, the insurance business, which to-
day supports a substantial financial
community o f more than 3,500 interna-
tional companies representing more
than 18% of Bermuda's national in-
come. After tourism, international
business is Bermuda's largest eco-
nomic activity.

There is virtually no unemployment
in Bermuda, which is a British Crown
colony with a common law legal sys-
tem. The peaceful rule has been inter-
rupted by unrest twice over the past 10
years, but this has been controlled,
with the island and its business com-
munity returning to order and business
as usuak each time.

Bermuda's financial services envi-
ronment is good, even with its limited
number of four banks: N.T. Butterfield
& Sons; Bank of Bermmuda; Bermuda
National, with 40% Bank of Nova Sco-
tia ownership, and Bermuda Provi-
dent, with 40% Barclay's ownership.
There is good legal and public account-
ing representation in Bermuda.
Bermuda's new insurance law will im-

pose minimum capital requirements

Anthonv Demas is up and headofM&M
Risk Management Services.

for captives: 20% ofthe first $6 million
in premiums subject to a minimum of
$120,000 and 10% of premiums in ex-
cess of $6 million. The only investment
restriction is that local Bermuda in-
vestments are not permitted.

The Insurance Act of 1978, which be-
came effective Jan. 1, will have a mini-
mal effect on captives. Regulations
were drafted with the voluntary assis-
tance of the insurance and insurance
management community.

In addition to the capitalization re-
quirement, solvency certificates,
signed by two directors and the man-
ager, are required. An Insurance Regis-
tration Subcommittee reporting to the
minister of finance, the official insur-
ance advisory body to government, is
responsible for the review of profes-
sional and product liability insurance.

Cayman Islands

The Cayman Islands recently have
attracted considerable attention as a
captive domicile. A politically stable,
self-governing British Crown colony
with no political parties, the Cayman
Islands have a population of approxi-
mately 14,000. Their business commu-
nity has grown to include approxi-
mately 9,000 registered international
companies, of which about 25%, mostly
banks, trust and trading companies,
are active. Reportedly, there are 150 to
250 captives.

The financial services environment
o f the Cayman Islands is good, with an
excellent banking system and good le-
gal and public accounting representa-
tion. Currently, there are no invest-
ment restrictions on captives, though
the insurance law of 1979 permits the
governor to make regulations on sol-
vency margins.

The insurance law of 1979, enacted
Sept. 5, designates insurance compa-
nies doing business outside of the Cay-
mans as class B.

Class B-restricted category includes
captives or association captives under-

Commercial Resources

Domicile

Bermuda

Cayman Islands

Curacao

Guernsey

Colorado

Tennessee

Localln-

come Tax

None

None

20% of under-
writing profits
taxed at a
maximum rate
6%

'Pure"” cap-
tives not taxed
on underwrit-

ing proms.
20% tax on

investment income
and underwriting of
unrelated business
1% state

premium tax. No
state income

tax. 46% federal

income tax.

Same as Colorado

Banking

Umited but

good

Good

Insurance
Management
Companies

The most

comprehensive
of all domicites.
Excellent

Limited but
expanding

Good Limited

Good

Good

Good

Provided principally
by major British
brokers and
companies

Good

Umited but good

Legal
and Public

Accounting

Good

Good

Good

Good

Good

Good

Communications

Good

Fair to good

Fair to good

Good

Good

Good

writing related business. There are no
minimum capital requirements for this
class. The class B-unrestricted cate-
gory comprises captives underwriting
unrelated business, whether or not
they underwrite related business.
These captives are required to have a
minimum net worth requirement of:
$100,000 (Cayman) for general busi-
ness, that is, non life, accident and
health, or long-term policies; $200,000
(Cayman) for long-term business only,
and $300,000 (Cayman) for both general
and long-term business. ($1 Cayman
equals $1.20 U.S. dollar.)

A superintendent of insurance must
be appointed before the law may be im-
plemented.

Other provisions of the Insurance
Act of 1979 require captives to furnish
written confirmation to the govern-
ment that the books of accounts are
kept according to accepted practices.

The governor may make future regu-
lations to include liquidity margins for
class B insurers.

The Confidential Relationship (Pres-
ervations) Law, enacted in September
1978 to preserve the privacy o f compa-
nies, imposes penalties on persons
divulging privileged information to
third parties.

Curacao

The largest of the Netherlands Anti-
11es Islands, Curacao is a possible domi-
cile, particularly for Dutch companies.
Considered one of the most stable is-
lands in the Caribbean, almost 40% of
the national income is derived from the
more than 4,500 international compa-
nies operating in Curacao, including
such large companies as Phillips,
Royal Dutch/Shell and Schlumberger.
Few captives are domiciled in Curacao

, at present.

In the Netherlands Antilles, corpo-
rate income is taxable at a rate ranging
from 24% to 40%. Special consider-
ation, however, is given to offshore cap-
tives. For example, tax officials will as-
sume 80% of underwriting profits are

from outside of Curacao and not taxa-
ble. The maximum tax on the 20% bal-
ance is 6%. Investment income is taxed
at 3%. There is no capital gains tax, no
dividend tax and no withholding tax.

In large part, the attraction for Dutch
companies is that remittance of profits
to the Netherlands is nottaxed. In addi-
tion, there is no currency control. The
minimum authorized capital is
$600,000 with 20% ($120,000) paid in. An
audit can be expressed in any currency.

At this time, Curacao has no captive
insurance regulation. Representation
o f legal and public accounting firms is
good. Insurance management facilities
are very limited.

There is no real offshore insurance
community in Curacao, but there is a
substantial international commercial
reinsurance and intermediary system.

Guernsey

Guernsey is the second largest o f the
Channel Islands and, unlike Jersey, the
largest, it permits and encourages the
development of captives and is a rap-
idly growing site.

Guernsey is self-governing, politi-
cally stable and independent of the
United Kingdom, even though the U.K.
is responsible for its external affairs
and defense. Guernsey has a unique re-
lationship with the European Eco-
nomic Community, as Guernsey was
subject to the special protocol attached
to the U.K. treaty with the EEC, which
allowed the island to preserve its eco-
nomic link to the U.K. and establish a
firm, free trading financiallink with the
EEC.

Guernsey's large international finan-
cial community includes more than 40
international banks. Reportedly, more
than 100 captives are currently domi-
ciled on the island. Although
Guernsey's income tax rate is 20%,
there is an exemption for captives writ-
ing solely related business. These cap-
tives are not taxed on underwriting
profits, but the 20% tax on investment

Continued on page 52

Captive Costs

Domicile Estimated

No. of

Minimum Capital
Requirement
Captives

Bermuda More than

1,000

20% of first

$6 million subject
to $120,000
minimum, plus 10%
of premium over

$6 million
Cayman islands 150 to 250 None for class B
restricted
companies
Curacao Few $600,000 with
20% paid in
Guernsey More than None
100
Colorado 28 $750,000 for

wholly owned
captive. $1 million
for association
captive

Tennessece =2 $750,000 for

wholly owned
captive. $1 million
for association

Initial Fees/

Taxes

Franchise tax:
$1,500

0.25% on
authorized

capital

License fee:
$3,600

Registration fee:
0.1% on authorized
capital with

$2,200 maximum

None

Document fee:
0.5% on authorized
capital

None

None

Annual Fees/
Taxes

Franchise tax:
$1,500

Ucense fee:
53.600

Annual fee:
0.05% on
authorized
capital with
$1,500 maximum

None

None

None

None

Currency Control

Effectively none

Ettectively none

Effectively none

Under control of

Bank of England

None

None



What J& s k out London,

Willis Faber does.

J&H serves more leading multinationals than any
other insurance broker. One of the key reasons is our
unparalleled record of international cooperation with
Willis Faber & Dumas.

While other American brokers still seek a stable
~ relationship in the vital London market, we are entering

our 88th year of exclusive association with this esteemed

British broker. |
The strength of Willis Faber is just one example
of the resources J&H can call upon to uncomplicate the

most complex international risk management problems.
in addition to having more of our own people
overseas than any other broker, J&H can add the global
strength of our 71-office network of exclusive broker
correspondents. : :
‘Now you know why 30 of the top 100 companies
have J&H as their principal international broker. And

another 15 have us on the team. And why J&H serves

nearly 30 percent of the rest of the Fortune 500.
The way J&H works makes a world of difterence.

Johnson*Higgins

The private insurance broker. We answer only to you.

RISK AND INSURANGE MANAGEMENT SERVICES, EMPLOYEE BENEFIT AND ACTUARIAL CONSULTING THROUGHOUT THE WORLD
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Risky captive enterprise requires plan

Continued from page 49

pany has a comprehensive annual plan
or budget. Imagine the confusion
generated when, say, the treasurer's di-
vision tries to include the insurance
subsidiary in a budgeting system de-
signed for a manufacturing organiza-
tion. Among other things, the system
highlights sales, production and the
costofgoods sold. But inthecase ofthe
captive, a significant component of the
"cost of goods sold,” for example, is an
expense which, while incurred, cannot
be identified: losses incurred but not
reported. Each year's expenses, more-
over, include corrections to expenses
incurred in prior years.

It is hardly surprising that many fi-
nancial o fficers tend to view their in-
surance subsidiary with some skepti-
cism. If they do not understand it they
are not likely to feel comfortable using
it. An annual plan tailored specifically
for the captive may be a solution, par-
ticularly if it includes a procedure for

Financial

Continued from page 49

dividend payments from the captive to
the parent company. When writing
non-related business, the temptation to
declare dividends on "premature”
profits is always great because pre-
miums are generally earned at a much
quicker rate than losses are settled.

In many cases the CFO, on seeing a
large earned premium, has been quick
to insist upon dividend payments, par-
ticularly in a year where the parent
company has not met its own income
objectives.

Another concept of cash flow
.tl usually unfamiliar to a CFO used
to the normal credit terms of, say, a
manufacturing concern is the amount
of time, particularly in reinsurance,
taken to settle accounts. It is not un-

common for professional companies to

comparing actual with planned perfor-
mance on a regular basis. The financial
staff may not understand the captive,
but it will appreciate the professional-
ism in its management. Periodic re-
ports on planned versus actual perfor-
mance can prove to be an effective

communications device.

8 udgetary.planning. systems.sel-

month horizon. By comparison, strate-
gic planning takes a long-term perspec-
tive. The strategic process involves the
identification of goals and the evalua-
tion of strategies that seem capable of
attaining these longer term goals. Bud-
get systems are designed primarily to
project what will happen; strategic sys-
tems are aimed at determiningwhat we
want to happen.

Today many risk managers and cor-
porate financial officers are pondering
the problem ofconvertingtheir captive
from a cost containment division to an

active profit center. Some possible al-
ternatives have been discussed
throughout the industry: participating
in international reinsurance treaties,
joining captive pools, increasing reten-
tions within the captive. Others are less
widely known: syndicate operations
with the New York Insurance Ex-
change, more aggressive investment
portfolio programs. The range ulti-
mately is limited only by the ingenuity
of the individuals examining the
captive's future course of action.
Strategic planning evaluates the
range of options relative to goals es-
tablished for the subsidiary: rate of re-
turn, risk of unprofitable results, level
of service to subsidiaries and friction
with government agencies are exam-
ples. The risk manager should recog-
nize that even without planning there is
some strategy at least implicitly being
used to operate the captive. It should
help all parties involved if that strategy
were stated formally. It would help the

risk manager, the captive manager and
the corporate financial manager, as
well as the broker and fronting insurer.

At some point it is necessary to de-
Il velop a set of budget projections
that is consistent with the strategic
plan established for the captive. The
role of financial control is to monitor
actual results to ensure developments
are proceeding according to plan. Sig-
nificant variances between actual and
budget projections serve as an early
warning system. The process allows
the risk manager to open a channel of
communication and to establish credi-
bility with senior management.

Supporters of the captive concept
may attempt to dismiss this analysis of
financial performance as being irrele-
vant. They are correct to note the differ-
ences between the standard U.S. in-
surer and the typical captive. But the
differences between the two are dimin-
= EF ma i m<<3 _ —

exec risks embarrassment

have lengthy computer runs of ac-
counts more than 90 days past due.
Often the CFO o f an aggressive orga-
nization expects all ofhis profit centers
to provide annual returns in line with
corporate goals. In order to meet parent
company objectives, risk managers
have been known to ask the captive
manager to free some of his incurred
but not reported loss reserves in order
to produce the desired bottom line.
Particularly as more and more compa-
nies pursue casualty business for its in-

come potential, the CFO must be aware

. of the risk that accompanies such pre-

mium and maintain prudent reserves.

Finally, for the CFO there is the risk
of "embarrassment” to the parent com-
pany if the captive becomes a burden

and has to be rescued or abandoned at
considerable cost. The cost of entry
(i.e., capitalization and other start-up

costs) versus the return on investment
must be analyzed. There are two very
good examples presently.

The first is Gulf Oil's Insco Ltd.,
which has been capitalized at $10 mil-
lion. In 1977 and 1978, Insco paid divi-
dends to Gulf of $10 million and $13
million, respectively. Insco, particu-
larly in 1978, began aggressively under-
writing a nonrelated account which at
the end of the year accounted for more
than 50% of its total net premium in-
come of $66.5 million.

The point to be made here is that the
underwriting "jury” is still out on the
long-term success of Insco's large-
scale entry into the non-related market-
place. Paying dividends too soon could
prove folly indeed.

The,second-examplg that Som:

Bellefonte Insurance Co., which ex-
panded its operation into the non-
related marketplace in the late 1960s.
Since 1974, Armco and/or its affiliated
companies have made surplus contri-
butions to Bellefonte of some $34 mil-
lion, including more than $7.2 million
in the first halfof 1978 to help the com-
pany maintain its Best's A (excellent)
rating in 1978, changed to B in 1979.

The,gecond.example.also.brings to

such income sources as nonrelated
business. A lesser Best's rating means
the quality of business shown to that
company in the future will probably
also be less. The CFO must be able to
analyze the reversibility ofthe decision
made when entering the non-related
marketplace. In Armco's case, there is
NmMo turming back. =

Six locations vie for captive business

Continued from page 50

income does apply. Captives writing
unrelated business are taxed on both
the underwriting of unrelated business
and all investment income.

Currency exchange controls are the
same as those in the U.K. and are under
the authority of the Bank of England.
With the recent major relaxation of
U.K. exchange controls, it appears cap-
tives may no longer be required to have
sterling capital, even though they are
resident companies for exchange.

Under the pending insurance legisla-
tion, there are no minimum capital re-
quirements for captives.

The proposed insurance regulation
will require annual registration with
the finance committee, authorization
for writing of each class of business and
confidential filing of financial ac-
counts. Captives are considered resi-
dent companies for income tax.

U.S. domiciles

The growth of offshore insurance

companies has prompted several states
to begin looking into the possibility of
bringing"home" someofthe same con-
cepts that motivated corporations to
form offshore insurance subsidiaries.
Within the past seven years, two
states-Colorado in 1972 and Tennes-
see in 1978-established enabling legis-
lation that relaxed certain aspects of
their insurance laws to encourage the
formation of domestic captives.

The enabling legislation in both juris-
dictions is quite similar. Both states
permit letters of credit to satisfy the
minimum capital and surplus require-
ments of $750,000 for a wholly owned
captive insurance company and $1 mil-
lion for an association captive. Captive
insurance companies are exempt in
each jurisdiction from participating in
compulsory social insurance pools.

In contrast to offshore domiciles,
Colorado and Tennessee have strict
regulations. Captives must submit an-
nual statutory insurance financial re-
ports to the insurance departments and
must comply with state requirements

of policy forms and rates. Both states
exempt captive insurance companies
from local state income taxes, but they
do impose a 1% state premium tax on
all direct insurance premiums written.
Reinsurance premiums are exempt
from this 1% state .premium if the
policy-issuing company that is rein-
suring risks to the captive pays pre-
mium taxes.

Both states regulate the amount of
capital required to underwrite risks be-
yond the minimum capital surplus re-
quirements, in accordance with the tra-
ditional 2 to 1 or 3 to 1 applied to com-
mercial insurance companies. The
states are also empowered to apply the
statutory restriction that specifies that
coverage for individual risks may not
exceed 10% of capital and surplus, al-
though this test is not strictly enforced.

The principal difference between
these two domestic captive domiciles
has to do with the class ofbusiness that
can be underwritten by the captive in-
surance company. Colorado does not
restrict the types of risks a captive in-

surance company may underwrite for
its related corporations and, under the
reinsurance provisions o f the enabling
legislation, a captive may underwrite
unrelated business. However, the un-
derwriting of unrelated reinsurance
business would require the insurance
commissioner's approval.

Tennessee's enabling captive legisla-
tion, on the other hand, limits the un-
derwriting of captive insurance compa-
nies to professional liability or errors
and omissions coverages, combined
with comprehensive general liability
risks. Under the reinsurance provi-
sions applicable to the captive's insur-
ance company, the Tennessee law does
not restrict the underwriting of specific
lines of coverage or related business.
However, current interpretation is that
the intent is to not include coverages
other than professional liability or er-
rors and omissions combined with
comprehensive general liability.

Neither state permits captive insur-

ance companies to underwrite personal
limes iNnsurance . -



Colleges
organize
captive

NEVV YORK-Seven Eastern
universities have reBervations in
Bermuda this winter-for Genesis
Ltd., a captive insurance company
to underwrite their liability risks.

"It's all set to go and should get
off the ground pretty soon," said
Mary Breighner, risk manager at
Columbia University.

Although> no exact starting date
has been set, she said the captive
would start by underwriting com-
prehensive general liability insur-
ance and umbrella excess liability
insurance for the universities.

Coverage for workers compensa-
tion is being considered, she said.

The limits of coverage have not
been determined yet, Ms. Breigh-
ner said, nor have the potential sav-
ings been projected. "l couldn't re-
ally give-you the dollar figure. It's
going to depend on our own exper-
ience,"” she explained.

Universities involved in' the ven-
ture along with. Columbia include
Brown, Delaware, New Y6rk,
Princeton, Temple and Rutgers.

These institu-

tions all met the re-

uirements for
i _
% )
r cont |

time risk manager.

Criteria for future members will
have to be established by the board
ofdirectors, Ms. Breighner said, al-
though she is sure the captive
would be exclusively for universi-
ties and.colleges.

The idea for a university captive
was started about two years ago
and has gone through various
phases (BI, Jan. 9, 1978). At one
time, 11 universities expressed in-
terest in forming the captive.

The captive was recommended
by Johnson & Higgins after it re-
viewed the universities’' needs. -

Aneco taps
broker

for chief

NEVV YORK-Aneco Reinsur-.
ance Co. Ltd.'s appointment ofAn-
drew J. Barile to head-itsU.S. oper-
ations puts Mr. Barile in the un-
usual position of running under-
writing and brokering companies
capitalized by separate interests.

In addition to becoming presi-
dent of Aneco Group, a subsidiary
of Bermuda-based Aneco Re (BI,
Oct. 29), Mr. Barile continues as
president of Andrew Edwards &
Co., reinsurance brokers and con-
sultants specializing in handling
third-party business for offshore
captive insurance companies.

Aneco Reinsurance Co. Ltd. is a
publicly held company; Andrew
Edwards is a privately held firm.

Aneco Group consists- of Aneco
Group of America Inc., an insur-
ance holding company; Aneco In-
surance Co. of America, an
excess/surplus company; Aneco
Syndicate Ltd., a member of the
New York Insurance Exchange;
Aneco Reinsuranee Co. of North
America, an admitted reinsurer;
Anexco Inc.. an excess and surplus
lines management.company, and
Aneco -Marketing Co, Ltd., a.risk
management company.

Andrew Edwards produces less
than 5%of the business written by
Aneco Group and Aneco Group is.a
participant in less than' 5% of An-
drew Edwards reinsurance trans-

actions, Mr. Barile said. -
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NATLSCO

Controing
loss Is as basi C

to Claims

Man aement

as packing

thechute
is to a

skydiver.

Administering captives and
self-insureds without a total loss
control program is like worrying
about how your chutewas
packed after you've jumped.

NATLSCO provides total.loss

control programs including
these services:

« Claims Management

» Accredited Industrial Hygiene
Laboratory Analysis

- Airand Water Pollution

- Fire Protection Engineering

» Hospital Safety Management

* Industrial Hygiene

NATLSCO

» Noise and Vibration

» Occupational Health

* Product Safety

- Safety

* Training and Education:
* Ventilation Design

National Loss Control Service Corporation
LongGrove, lllinois 60049 « 3121540-2400

Call NATLSCO IOLL-FREE:
800-323-9585

Consultants to management.

Aw ysome things

4% are best
left to the experts T M

a subsidiary of

KempeR CORPORITIOn
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Price battles feed

Rhulen.
We place the unplaceable.

Rhulen Special Risks, Inc. are wholesale insurance brokers in N.Y. specializing in:
LIABILITY: Resorts, camps, schools, ski areas, contractors, discos, housing
authorities, markets, restaurants, apartments, vacant buildings, liquor liability,
products, tough OLT, M & C, PROPERTY: All Risk Conditions- with or without

co-insurance- unprotected or protected- vacant or occupied. EXCESS: Auto,
General, Umbrella.

By MARY ELLEN McKEE

CHICAGO-Most  gelf-insurers
and captive users have resisted the
lure of buying back into the corn-
petitive conventional market, but
as competition spreads to excess
markets they are buying dramatic-
ally higher limits at slashed rates.

Far from chiseling down the
nurhberof companies sel f-funding,
the competitive marketplace has
made self-insurance very attractive'
to those who already self-insure
and those contemplating the move,
say consultants, risk managers and

RHULEN SPECIAL RISKS INC

Call Ed Bartholomew, Mar%aret Breen or Kathie Chester - Rhulen Special Risks, Inc.
2 Penn Plaza, New York, N.Y. 10001 (212) 924-1950 « 217 Broadway, Monticello, N. Y. 12701 (914) 794-8000,
OUTSIDE NEW YORK STATE (800) 431-1270. [nside New York State call collect.

Excess risk coverage is a good idea.
Excessivenskcoverage isabadidea.

That's an important distinction.
And happily, for more and
more employers, the availability
of excess risk coverage is
enabling them to eliminate
excessive risk coverage.

The reason is simple: excess
risk coverage- by protecting
employers against catastrophic
claims- makes it practical for
them to self-fund all of their

normal employee medical claims.

As a result, money that might

in the employer's cash flow.
Or be placed in a tax-exempt
501 (c) (9) trust.

To make sure the financial
benefits of self-funding won't be
more than cancelled out by
unusually large employee claims,
many employers need the right
excess risk coverage. 1DS Life-
with expertise that's backed
by over $1 billion in assets-can
work with you to make sure you
get this coverage.

aggregate and/or individual
claim basis. Plus a medical
conversion policy for terminat-
ing employees.

Self-funding and excess risk

coverage aren't for everyone. So
consider the alternatives.

And, if you then decide

excess risk coverage is for you,
consider IDS Life. Contact

our Group Marketing Division at
(612) 372-2042 if you'd like

further information.

otherwise be spent on monthly We offer flexible

premium surpluses can remain coverage on an

DE®LIFE SSusanee
COMPANY

Group Marketing Division,

2400 IDS Tower. Minneapolis. Minnesota 55402

Equal Opportunity Employer M/F

01 UKE THE IDEA OF GETTING JUST WHAT i NEED"
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more self-funding:
Brokers, buyers

brokers.

Competitive in-

surance markets al-

OW risk:manageyy e

{6 maintaii the- 1;<'111
same self-insured t

retention levels (<RISK J -
from year to year 6../
while getting a break on the price
of the excess policy and interest
rates, they say.

"The cost of excess insurance
has dipped so considerably that it's
not uncommon for a company to
be able to pick up a $1 million ex-
cess policy for $100,000," ,said
George Betterley, president of a
Boston-based risk management
consulting firm bearing his name.
Two years ago that was an unthink-
able price tag, he added.

Competitive markets, however,
have curbed growth
slightly, but not for long, Mr. Bet-
terlyobserved. "Because ofreason-
able pricing on most property and
casualty business, buyers are sim-
ply thinking twice before forming
a captive. But soft markets won't
last forever,".he said.

broker

captive

Only one reported
smaller self-insured retentions in
the competitive insurance market.
SIRs in cash flow retrospectively
rated plans shrink in a competitive
market, said Richard Miller, presi-
dent of Corroon & Black Corp.
-What was $25,000 retention before
the tight market went to a $250,000
retention in the tight market and
has become a $50,000 to $100,000
retention in the present market,"
he said.

More agree that self-insurance
programs reached several bench-
marks within the past year, herald-
ing the continued and steady
growth of self-insurance in the
next decade.

First, the largdr -companies and
the veterans of the self-insurance
concept have begun assuming a
bigger chunk of the risks, says
George Corde, senior vp of Frank
B. Hall & Co. If assuming a greater
part of the risk produces positive
results for a company, it's very un-
likely a company would return to
the conventional market again, Mr.
Corde explained.

"Five years ago $1 million self-
assumption (of risk) was quite un-
common, five years from now we
will see self-assumption as high as
$5 million," predicted the Frank B.
Hall senior vp. More companies
taking smaller chunks of their
risks into the conventional market-
place for coverage will prolong the
soft market conditions until after
1981, he said.

Another benchmark in the con-
tinued popularity of self-insurance
is that companies that have self-
insured group healthbenefits forat
least five years are saving money
when compared with those using
the conventional market, sources
say.

"No matter how low premiums
get, there are still some areas where
even stiff competition isn't going
to bring prices down very much,”
said a benefits manager for a West

Coast-based -Those

company.
areas are definitely group health
insurance. workers compensation,
where the premium rates are af-
fected by double-digit inflation
and the rising cost of hospital and
medical care.”

The West Coast company has
self-insured its group health insur-
ance benefits for five years for
slightly more than 25,000 employes
worldwide. "Our rates are consid-



erably lower than what is available
in the conventional marketplace,”
the benefits manager boasted.

The company has increased
funding to a 501(c)(9) trust only
once-from 15% to 20% in January
1976-and the benefits manager
expects that increase to be suffi-
cient until the end of 1980. He has
been hearing that insurance com-
panies are going after 20% in-
creases each year.

"A competitive marketplace is of
no consequence when dealing with
group health benefits,” he said.
"So there's really nothing holding
companies back from at least self-
funding group health benefits
since markets are not that soft at
all."

W ith the good results the com-
pany has seen from self-insuring
grouphealth benefits, itwill proba-
bly start self-insuring its long-term
disability by the end of 1980.

Butler International Inc., White
Castle System Inc., Control Data
Corp., Beatrice Foods CO.,
Tanenbaum-Harbor Co. Inc. and
Del Monte Corp., all of which self-
insure group health benefits and
workers compensation, are report-
ing results similar to the company
on the.West Coast.

'l estimate we have saved atleast
10% each year since we self-
insured our benefits program,”
said Lorraine Legg, benefits inan-
ager for Del Monte Corp. of San
Francisco. "As a matter of fact, |
know at least four companies on
the West Coast considering self-
insuring based on our positive re-
sults," she boasted.

Felix Kloman, president of con-
sultant Risk Planning Group Inc.
of Darien, Conn., sees the entry of
Liberty Mutual Insurance Co. into
paid-loss retrospective rating plans
as another indication that self-
insurance is here to stay.

'Many companies that refused to
write paid-loss retrospective rating
plans a few years ago are now offer-
ing them to clients with a great deal
of zeal," agreed Charles L. Ruoff,
senior vp of Fred S. James & Co.

Although fewer companies are

looking to captives, formalized
self-insurance programs, says Mr.
Betterley o f the Betterley Consult-
ing Group, the captive concept
hasn't come and gone. "A year or
two down the line when markets
tighten up the captive will once
again play a very important role in
providing a place for hard-to-place
risks," he predicted.

In many cases, the current rates
in the marketplace could appear to
make going the captive route a lit-
tle silly, said Philip J. Brown J r.,
executive vp of Marsh & MelLen-
nan. But "major corporations use
the insurance subsidiary (captive)
as part of the overall risk manage-
ment plan for the company," he
said. -What that means is that a
company using a captive isn't very
likely to pull in and out of the cap-
tive according to fluctuations in
the marketplace.”

Six months ago, Pullman Inc.
formed a captive for its property
and liability coverage. "Once a
company like Pullman makes the
decision to form a captive, it's the
result of long, hard thinking and
the captive is simply a cog in a
company's long-term risk manage-
ment program,” said Jeff Pennock,
risk manager for Pullman Inc.

-All the competitive pricing in
the world couldn't change the po-
tential profit and loss impact we
expect to see the captive have on
our company," he said.

'In my opinion, the soft markets
will not last more than one more
year," observed a risk manager for
a West Coast company. "The cur-
rent market softness, especially in
the casualty area, has only slightly
diminished the initial impact of
captives."

Mr. Kloman of the Risk Planning
Group maintains the current soft
market conditions haven't curbed

"A company isn't very likely to
pull in and out of the captive,"
says Philip Brown.

captive growth at all. The most re-
cent edition of Risk Management
Reports, which RPG publishes,
listed more than 800 eaptives,
significantly more than last year,
and 70 managementcompanies, up
from 45 the year before.

" If anything, innovations are be-
ing made by the insurance compa
nies to meet the needs of today's
risk manager, self-insurance pro-
grams and captives," Mr. Kloman
argued.

"As both buyers and brokers are
becoming more sophisticated, they
are looking to implement a pro-
gram with the long-term goals in
mind," he said. But in order to ade-
quately engineer atotal risk finane-
ing program with long-term goals,
a buyer has to consider the three
funding vehicles of insurance, self-
insurance and captives, he said.

Buyers can also no longer keep
up with the roller coaster direc-
tions ofthe market, said Mr. Ruoff
of Fred S. James.

"A company has to decide on
what direction it wants to take in a
risk management program and
then follow it for a period o f time.
The business is starting to respond
and realize the importance of long-
term relationships and captives
and self-insurance definitely
should be long-termm commit-
ments,"” he said.

License B-137

Now

Corroon & Black in Bermuda

has a new name:

Corroon & Black (Bermuda)
Limited.

It's a name that reflects Corroon & Black's growth in
Bermuda. Growth that has come from providing offshore
insurance companies with management services including re-
insurance, legal, accounting and statistical - quickly and
professionally.

Why not put our Bermuda experience and expertise to work
for you? Contact John J. Lorhan, President, Corroon & Black
(Bermuda) Limited, at our newly-expanded office located at: 5th
floor, Dallas Building, Victoria Street, Hamilton, 5-31, Bermuda.
Telephone: 809-295-3246.
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Making the 80's Work for You.

dministration ofself-insured

programs-wehelp
makethemwork.

166- Our projgssional agiusters, Wark bard Jemake

smoothly. Whether you need adjusting, super-
vising, statistical information or loss fund
administration, call Brown Brothers. We're
experienced in municipalities, government
bodies, private business, transportation and
utilities. We're ready to work for you.

Brown Brothers Adjusters R

Home Office: 545 Sansome Street, San Francisco, CA 94111 - (415) 392-2825
TELEX: San Francisco 34-472 - Honolulu 63-4266 - Los Angeles 67-234
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Computer forecasts self-funding needs

By RHONDA L. RUNDLE

FRESNO, Calif.-Empty-hand-
ed after shopping the contract ad-
ministrators for a computer pro-
gram to meet his city's self-
insurance needs, Fresno risk man-
ager Bruce Codding teamed up
with a city computer whiz and con-
cocted his own software from
scratch.

"We wanted loss data in plain En-
glish to show offending city divi-
sions,"” Mr. Codding explained.
Computer printouts typically em-
ploy a system of code numbers to
identify the cause of an accident,
he pointed out.

The prograrn Mr. Codding
devised is in plain English. Now a
risk management representative
meets regularly with city depart-
ment heads and can talk straight.
The | | by 14 inch printouts say "hit
from behind" or "rear-ended other
vehicle." They name names and
break down losses into divisions
such as public works, finance and
transit. These hard facts force city
personnel to sit up and take notice
o f what is causing losses.

Unfortunately, it's too soon to re-
port the results of these talks, Mr.
Codding admits. Fresno has just
finished its first full year of solid
loss data reporting. And before the
39-year-old former claims adjuster
signed on board three years ago,
the city did notkeep loss data. That
makes accurate before and after
comparisons practically impossi-
ble.

But other achievements stem-
ming from Fresno's five-year-old
decision to create a risk manage-
ment department and go self-
insured are easier to quantify. To-

La. city

wages war
on losses

BATON ROUGE-With a full
vear ofloss reporting under its belt,
Fresno is ready to beef up its loss
prevention ef'forts.

On this front, the city might take
a tip from Baton Rouge, another
self-insured municipality with
comparable property and casualty
exposures that revved up an ex-
tremely aggressive loss prevention
campaign about 18 months ago.

Risk and insurance manager
Wesley Scott solicits safety recom-
mendations from a city loss control
committee, which checks out and
evaluates accidents weekly. Safety
proposals arising out of' these in-
vestigations are taken to the risk
management committee chaired
by Mr. Scott, who initiates appro-
priate action.

The police department, for in-
stance, was charging up big losses
caused by officers' hot pursuit of

suspects through the city streets.

Modern radio communications

make such dangerous automobile
chases unnecessary under most
circumstances, the risk manage-
ment committee argued. The po-
lice department thought so too and
agreed to discipline offending offi-

Other changes made by the com-
mittee included tightening hand-
rails along city walkways, install-
ing safety glass in a convention fa-
cility and altering the steps of mu-
nicipal garbage trucks.

Like Fresno, Baton Rouge main-
tains individual reserve accounts
for each o f its self-insured lines, in-
cluding workers compensation,
general liability, fire and extended
coverage, false arrest and automo-
bile liability . -

tal incurred losses
and expenses have

incfeHsed 19% oMJer

m

city of 200,000 have '
jumped 50% in the same time
period.

The Fresno self-insurance pro-
gram is distinguished by its use of
computerized loss data reperting
and forecasting. "We've not seen
many municipalities doing sophis-
ticated loss forecasting," observed
Bud Griffin, a partner in the risk
management consulting firm of
Warren, MeVeigh & Griffin.

In some cities, he added, prop-
erty losses are so low there's no
sense in using computer forecast-
ing. Higher frequencies forliability

and workers compensation de-
mand more highly refined tech-
niques, however.

Fresno reached a crossroads in
its insurance program in 1975, the
year premiums skyrocketed for
municipal coverage. Short on in-
surance knc whow, Fresno con-
tracted a risk management consult-
ing firm to scrt out alternatives. Its
recommendations: hire a risk man-
ager and self-insure.

"When | arrived, self-insurance
existed inprinciple but notin prac-
tice for propety and liability expo-
sures," recalled Mr. Codding, who
landed the risk manager's job in
the finance cepartment A fledg-
ling workers compensation self-
insurance program was off and
running under the aegis o f the per-
sonnel department.

Property losses commanded Mr.
Codding's attention first. He es-
tablished a self-insured retention
of $500,()()0 with an excess policy
underwritten by Industrial Indem-
nity up to limits of$101 million, the
full valuation of' Fresno's real and
personal property.

Once the bugs were flushed out
o f the property self-insurance pro-
gram, Mi-. Codding says, a similar
fund was set upto handle theliabil
ity exposure. That retenticn is for
$500,000, capped with a $9.5 mil-
lion excess policy underwr_tten by
Columbia Casualty and another

$15 million on the top written by
Granite State.

Marsh & McLennan in Fresno
handles all the city's excess lines
coverage. The brokerage firm's
engineering staff also surveys city
properties nine or 10 times a yearto

pinpoint potential danger spots. It
recently uncovered some hazards
in the public walkways at the zoo,
Mr. Codding noted.

Fresno maintains three separate
reserve funds for property, liability
and workers compensation claims.
Each is set up on an incurred basis
so losses can be traced to the year
they occurred and comparisons
made with property valuations, to-
tal city budget and other factors.

Juggling computer-generated
data produces statistics on average
reserves by type of loss, average
payments by type ofloss and other
information that helps Mr. Cod-
ding forecast future funding needs.
Once a year, each fund is re-
plenished through city budget allo-

cations.

Stopgap contingency reserves
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also exist in each fund to bail the

central California city out of - 1 Z 4 -

emergencies. "This cushion could

keep city services rolling without

interruption in case of a cata-

strophic loss,"” Mr. Codding noted.

Fresno seems remarkably free

from the threat of' earthquakes, u h

hurricanes, floods and other natu- 1\_,._\, > S t ra l g t ta I K

ral disasters, however. - -
Premium savings through self- _i . 1 It \ 'We Wa nted IOSS data N plaln

insurance have been particularly

high in Fresno's transit divjsion =

English to show offending city
onsisting of 100 puses. 12 vans 117 +11645 _
\as ‘ 1 Adivisions,' says Bruce Codding,
ors nepanedon o e DIligs,j. , 1, risk manager of Fresno, Calif.
g p prop: N

tionately. "When the self-insurance

Fleet mileage has doubled since

loss figures are con®lpared to the = | -
premium which would have been = N
charged. the city saved $358,000,"
he said.

Shortly after his arrival. Mr. Cod-
ding also brought claims adminis-
tration into his division. That re-

AVA VAR § EEelel =Ll |

Qolo

sponsibility had resided in the city Slaim-no matter how small-was  derwriters Adjusting Co. Today the = Reyes. tracks every claim from the i fthereis one.

attorney’ s office, where every automatically shipped out to Un- claims examiner, Rose |,/"arie initial notice of loss through trial, "VWe attend all our own settle-
ment conferences right along with
the city attorney,” Mr. Codding
said. An independent legal firm is
hired to assess the city's liability
exposure. The city risk manager
has personal loss settlement au-
thority up to $1,000, and up to
$6,500 with approval of the attor-
ney and chief administrative offi-
cer. The remaining 5% of total
claims requires the city council's
seal of approval for payment.

Like so many other municipal
risk managers, Mr. Codding has
seen the wisdom of switching his
excess lines renewal date from
July 1-start of the classic fiscal
year-to April 1. "We've gotten out
of the queue," he says, "and that's
helped us to negotiate excess cov-
erages."”" Insurers still have ample
reinsurance money then, he adds.

There've been other unexpected
spin-offs from the city's decision to
hire a risk manager. Mr. Codding
has successfully renegotiated sev-
eral city contracts in which insur-
ance was an issue. Three years ago,
he persuaded a bond underwriter
to drop some costly insurance re-
quirements, resulting in an estima-
ted first year premium savings of
$250,000. The risk management de-
partment also handles certain of
the city's accounts receivable and
has significantly improved the re-
covery ratio.

Next year, Mr. Codding intends
to focus his energies on loss pre-
vention. After all, he sums up, the
best way to cut losses is to prevent
them from happening. -

U.S. court

upholds
OSHA rules

WASHINGTON-The U.S. Dis-
trict Court of Appeals has upheld
the Occupational Safety and
Health Administration’'s standards
requiring industry to spend hun-
dreds of millions of dollars to pro-
tect workers from cotton dust dis-
ease.

The decision approved the
agency's requirement that indus-
try install engineering controls and
change work practices to protect
employes working with cotton.

In addition, the court rejected
complaints by labor unions that
the agency's standards to control
cotton dust were too lax.

INn not accepting the agency's
standard for the cottonseed oil in-
dustry, the decision said the court
was unable to discern the basis for

7 the standard and asked for recon-
sideration or clarification of that
portion o f the rules.

Chief Judge David L. Bazleon
wrote in his opinion that estimates
of the number of workers "ex-
posed daily to cotton dust and its
attendant risks” range from

250,000 to 800,000. -
®@1979
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Attention! Consultants - Administrators « Agents « Brokers

Our tenth year of experience in

SK)P LOS PROTECTION
FOR SELF INSURED
HEALTH CARE PLANS

Aggregate and specific excess coverage
available for qualified groups

with as few as 150 employees.
Write or call for your copy of our brochure.

104 ete
LifeM

TheJalayetieddtadnsurance-Gompany &+1

Contact:

Tommy Anderson, CLU

Itel's captive sale

ends firm's plan
to INnsure lessees

SAN FRANCISCO-When ltel
Corp. sold its Bermuda-based rein-
surance subsidiary, Belvedere In-
surance Co. Ltd., last month, it
ended an ambitious plan to sell in-
surance to the corporation's les-

Belvedere was formed in June
1978-a time when the leasing
company was experiencing tre-
mendous growth and was -heavily
involved in computer rental, said
Stephen A. Hause, director of risk
management.

It was during this time that the
corporation's officials first consid-

Canyouputapricetag

ontaispicture?
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Ifyou're like most people, you can as far
as the value of your property goes -
whether it's the things in your home, a fleet
ofjetliners or a heavy industrial plant. But
as a buyer of insurance, do you know
where to go forlowestpremiums possible?
When you need insurance, you need
Dale andCompany. We will quote rates that
are not only competitive but probably

better than most. Dale people are experts in
assisting clients in the reduction oftneir

O/ NV /#AI

premiums because we consult on every
level involved. Our people have years of
solid experience in the business.Which
means we can provide each client
with the broadest coverage necessary.
Not incidentally, Dale and
Company is the largest public insur-

ance broker owned by Canadians.
Our client list reads like a

Who'sWho ofthe Canadian business

world.Dale does it forthem.We can doit foryou.

Dale & Companylimited®

Insurance Brokers

Pantouver, Edmonton,

Windsor,

Toronto,

Calgary, Winnipeg,

Hamilton,

London,

Ottawa, Montreal, Halijax, St.John's, Corner Brook, - Grand Falls.

Box 18, Toronto-Dominion Centre, Toronto, Ontario MSK 182.Telephone: (416) 366-4645

ered a plan to pro-.

vide its lessees with

insurance on ltel- -

rented computers. )A
However, the /7 'PVIIII.

10-year-old Itel has t N

faced a dramatic fi- <#RISK) -

nancial turmn- 44-—-—-—-4g4

around recently, resulting in losses
o f $176 million for the third quarter
of 1979, wholesale layoffs of Itel
personnel and Itel's withdrawal
from the computer leasing busi-

Belvedere has grown, now writ-
ing property and casualty rein-
surace premiums in excess of $10
million this year, most of which
was non-ltel business.

However, the financial problems
forced lItel, currently involved in
complex litigation over losses in its 1
computer operations, to sell the
reinsurance subsidiary to the ,
insurer's principal executives for
$5.7 million.

The insurance for lessees plan
was a victim of the resulting finan-
cial setbacks. William 0. Ward, the
new president of Belvedere and
former vp of Itel's insurance divi-
sion, said the reinsurance subsidi-
ary did not do any business with
the firm's computer lessees.

For the future, the reinsurance
company intends to increase its '
capitalization to $20 million, says
chairman Mark A. Schimbor. Mr.
Schimbor had been president of
Itel's insurance division.

The other principal executive is
Francis J. Carter, who will man-
age the reinsurance company -
from Bermuda.

Financing for Belvedere, ar-
ranged through New York invest-
ment bankers Donaldson, Lufkin
& Jenrette, will be contributed by
Sprout Group, the firm'5 venture-
capital arm, and General Atlantic
Investments Ltd., a Bermuda-
based private investment com-
pany.

Belvedere now expects to do
reinsurance business with other
captives, Mr. Ward said. Asked
whether the company would rein-
sure ltel, he replied, "We'd con-
sider them on a normal business

b oae—a = 8 = _ —

HMOs win

popularity,
poll says

WASHINGTON-Corporations
are taking a number of steps to
curb the skyrocketing costs of
healthcare, a major business orga-
nization reports.

According to a survey of about
1,000 business executives con-
ducted by the U.S. Chamber of
Commerce and the Gallup Organi-
zation, more than 28% of busi-
nesses surveyed added an optional
health maintenance organization
plan to their conventional group -
health plans for employes.

Another 14% of surveyed firms
started a self-funded or self-
administered health plan, while
13% of firms started employe
health education programs.

Twenty-four percent of surveyed
executives said their companies in-
tend to modify theiremploye bene-
fit plans in the next year to contain
health care costs, while 10% plan to
offer an HMO to employes. -



Reinsurance pool
may hold danger,
some experts say

By ELLIS SIMONM

NEW YORK-Captive insurance
companies are casting off fear of
the unknown and diving into rein-
surance pools in pursuit of pearls
of profits and protection from In-
ternal Revenue Service challenges.

But sharks may be lurking amid
the treasured third-party business,
experts warn. Underwriting re-
sults of'the pools are almost uniyer-
sally incomplete and may contain a
long payoff period that can bite off
a chunk of an investor, they say.

Captive willingness to join the
pools seems to be unlimited, un-
derwriting managers say. "l don't
have any problems attracting cap-
tives to participate in the pool,"
said James Lyon, presidentofCali-
fornia Reinsurance Management
Corp. "They come to us."

Mr. Lyon, whose Pool V is com-
posed of 25 captives, says ifhe so-
lici ted business he could attract

"It takes an experienced under-
writer to tell the good from the
bad," says Paul Ingrey.

more captive participation. But he
. fears uncontrolled growth of the
pool-diminishing its ability to be
a selective underwriter-would di-
lute its profitability.

Prudential Reinsurance Corp.
senior vp Paul Ingrey seconds Mr.
Lyon's assessment of interest in
the pools.

Prudential's Management Un-
derwriting Facility, with 53 cap-
tives plus some traditionalinsurers
participating, writes annual pre-
miums of $60 million to $70 mil-
lion. Prudential retains half the
risk, but the same amount of pre-
mium could probably be handled
by the pool if Prudential cut its
participation back to, say, 20%, he
predicted.

Captives have emerged into rein -
surersofoutside risksto avoid run-
ins with the Internal Revenue Ser-
viceand as a result of the perceived
profits to be made in the business.

They have had two alternatives
in diversifying, Mr. Lyons noted:
participating in one or more pools
or forming their own underwriting
staffs. But the experience o f Belle-
fonte Insurance Co., a captive that
emerged into a $262.5 million in-
surer (BI, Oct. 15, 1979) has soured
captives on the latter path, he
added.

Sophisticated captive operators
report that the-only way to keep
from getting lost among the whirl-
pool of pools is to chart them in
advance and know exactly who
owns whom. It also pays to accept
busmess from more than one un-
derwriting manager:

But perhaps no more than one-
fifth of the 800 to 1,000 active Ber-
muda captives doing unrelated

reinsurance busi-
ness follow these
rules, one under-
writing manager
says.

Reinsurance
business is avail- (RISK
able to captives
through a wide range of sources.
Large insurers, such.as Prudential
Re, American International Group
and Kemper Re, offer captives a
quota share in certain lines of their

business insurance, January 7,1980 / 59

LOS ANGELES and NEW YORK

are first lines of defense against spiraling insurance costs. To call in the
ARMI ... Assurex Risk Management Institute...in these areas (or

elsewhere in more than 40 states and 16 foreign countries) call your
Assurex International broker.

KINDLER & LAUCCI JOHN F. CURRY AGENCY. INC.

111 John Street
New York, New York 10038
212-374-1500

1545 Wilshire Boulevard

Los Angeles. California 90017

213-484-0220 -

business.

Underwriting managers such as
Continued on nert page

See our ad on page 6

Vehicle fires can really put the
heat on your insurance policy

it
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When you're insuring a ton of off-road
vehicles and industrial machinery, the
last thing you need is a devastating
fire. Since a poor fire record ultimately
leads to higher insurance rates for
both operator and equipment cover-
age. Assuming you're lucky enough to
find a carrier willing to write the policy.

Ansul can help make your insurance
more affordable. We have a complete
line of high quality fire protection
products and systems. All designed to
suppress fires before they have an
opportunity to cause severe damages.

Take our A-101 Vehicle System for
example. Over 50,000 of these reli-
able systems are at work right now on

Aok B

Gene.;:, rry,ration

off-road vehicles throughout industry.
They're currently protecting ore haul-
ers, dozers, log skidders, front end
loaders and dozens of other vehicles
used in critical industries.

Ansul can provide the same kind of fire
protection package for your business.
Custom-designed protection which
includes situation analysis, design,
installation, training and service. All at
a cost which is much less than you
might expect

If you want to take the heat off your
insurance policy, call or write for our
free brochure, "Vehicle Fire Protection".

It's an important first step towards
reducing your fire risk.

ANSUL

Fire Protection

THE ANSUL COMPANY
MARINETTE, WISCONSIN 54143
Part of W Wormald International Group

*
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For your free
booklet, call
(715) 735-5041
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Pools may be dangerous

Continued from previous page
J.H. Blades and brokers Alexander
& Alexander and Frank B. Hall &
Co. offer insurance business to
captives through pools in which
their small insurance company
subsidiaries share in the risk, such
as Blades' St. Johns, A&A's Hemi-
sphere and Hall's Unién Indem-
nity.

Marsh & McLennan Cos. is a part
owner o fLondon-based Tower Hill
Insurance Co., which cedes rein-
surance to several Bermuda cap-
tives.

Most of the pools have been
formed in the past two to four
years. Therefore, they haven't been
operating long enough to measure
their underwriting results because
many casualty claims haven't been
closed.

Prudential's M.U.F. will produce
an underwriting profit for its first
year, 1977, Mr. Ingrey predicted,
but the last claims might not be
paid for 12 years. It's too early to
predict the results for 1978 and
1979, he added.

California Re's captive pool has
underwriting results available be-
cause its business is largely prop-
erty catastrophe, which isn't sub-
ject to the longtail effect.

Formerly managed by Alliance
Reinsurance Management Corp., a
corporate entity parallel to Califor-
nia Re, the pool had premium vol-
ume of $254,000 and a 47.57% com-
bined ratio in 1977. In 1978 it wrote
$2 miillion in premiums at an
81.53% combined ratio and for the
first 11 months of 1979 wrote $2.3
million in premiums at an 89.23%
combined ratio, Mr. Lyon said.

But, "People getting into (pool-
ing) facilities have to be careful
they are not being had," he warned.

"You have to avoid dealing with
bandits,” said Duane Allen, assis-
tant treasurer o f Cleveland-based
Hanna Mining Corp. "You have to
talk with the promoters of these
pools and talk to people who know
them to find out ifthey are going to
be there for alongtime orare going
to rip you off."

"Almost every reinsurance pro-
posal makes sense on the surface,”
Prudential's Mr. Ingrey added. It
takes an experienced underwriter
to tell the good from the bad, he
added. "Not every bad deal comes
from a bandit or shark.”

Captive operators looking for
third-party business should avoid
accepting lines they are unfamiliar
with, Mr. Ingrey warns. They
should also make sure the party o f-
fering the business has an interest
in it that goes beyond just getting it
placed, he said.

California and Alliance Reinsur-
ance Management Cos. are not
risk takers, but they are owned by
insurers participating in the pools
they manage, Mr. Lyon said. In ad-
dition to the captive pool, Mr. Lyon
manages two pools o f traditional
mnmsurers.

Participation in reinsurance
pools provides captive operators
an easy source ofthird-party busi-
ness with a good spread of risk at
the expense of giving up control
over underwriting, said Mr. Allen
o f Hanna Mining.

By hiring its own underwriter,
the captive could pick its own
risks, but "probably will see only
the worst segment of the busi-
ness," he continued. A captive act-
ing alone would be a much less
important market than a pool 6f
several insurers.

Mr. Allen, whose captives partic-
ipate in the California Re and Pru-
dential pools in addition to a
London-based facility, favors un-
derwriting managers based in the

. U.S. or London over Bermuda.
"There are few people to choose
from in Bermuda and they are on
the edge ofthe business,” Mr. Allen

says.

Aneco Reinsurance Co. Ltd., a
Bermuda-based reinsurer that
cedes risk to several captives, re-
quires them to have capital and
surplus o f at least $2.5 million, said
Andrew Barile, president ofAneco
Group of America, the firm's U.S.
subsidiary. Aneco also reviews the
other business the captives write
and requires them to buy catastro-
phe protection. "A -lot of little net
(limited participation)lines can be-
come gross lines if not carefully
managed,” Mr. Barile said.

A.T.0.'s captive does not have a
reinsurance protection treaty be-
cause of its small size, Mr. Fowler
said.

Seeking business from outside
sources, either independently or
through participating in a pool run
by an underwriting agency or in-
surance company, is not the only

way a captive can diversify its busi-
ness from writing solely the parent
company's risk.

Pools such as Hopewell, CIRCL
and First Island, in which partici-
pants reinsure each other's risks,
accomplish the purpose of chang-
ing the character of the captive's
business, said Richard J. Rice, vp
at Johnson & Higgins, First
Island's manager.

"If a reinsurance pool such as
First Island is recognized as chang-
ing the characteristics of the busi-
ness, it works. Captives don't have
to go into the shark-infested waters
of the tough reinsurance market,"
he said.

But captives with underutilized
capital that see a "fair opportunity
for making a profit," as Mr. Allen of
Hanna Mining did, will be at-
tracted to the reinsurance busi-

" m e s = —

N.Y. syndicate plans

NEW YORK-The New York Insurance Exchange could
become a source of third-party business for captive insur-
ance companies.

Donald Montgomery, president of Celina Financial
Group of Celina, Ohio, is leading an effort to capitalize an
exchange syndicate with investment by about 28 captive
insurance companies (BI, Oct. 15).

Plans for the syndicate, to be known as the Heartland
Group, haven't been finalized, but it is conceivable that
captives with an interest in Heartland would cede reinsur-
ance to the syndicate as well as take a quota-share participa-
tion in the business written by Heartland on the insurance
exchange, Mr. Montgomery said.

Aneco Syndicate is also seeking investment by captive
insurance companies. Its private placement memorandum,
distributed in early.December, offered interests in the syn-
dicate for $112,000.

Andrew Bairrile, president ofAneco Group ofAmerica, the
U.S. holding company that includes the syndicate, does not

see providing third-party business to captives as a reason
cor captives to invest, however.
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Sasse affair gets April date with court
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LONDON-British High Court
Judge Michael Mustill will hear lit-
igation against Lloyd's and other
parties involved in quarrels over
the Sasse Syndicate affair at a spe-
cial court session next April unless
they reach a settlement first.

The aim of the hearing is to deter-
mine blame for Sasse's $41 million
in losses. Some syndicate mem-
bers say individual underwriting
agents should have warned them
thatthe syndicate was running into
trouble and others blame Lloyd's
for not discovering Sasse's difficul-
ties in time.

Another important issue is the
binding authority granted to
Florida-based Denhar Underwrit-
ing Agency that enabled it to run
up syndicate losses of more than

london line

$25 miillion on U.S. fire risks. The
court may be asked to find if there
was any carelessness by the syndi-
cate before this authority was is-
sued.

The fire losses were turned in to
the Brazilian IRB Group, the rein-
surer, which has so far refused to
settle litigation- begun last fall (B,
Oct. 1, 1979).

$2.2 millin suit

Lloyd's'marine insurers are plan-
ning to contest a $2.2 million law-
suit over a cargo of canned meat
that was on its way, to strife-torn
Lebanon when the Greek freighter
carrying it was sunk off Cyprus.

DO ONE THING
BEFORE YOU RECOMMEND
SELF=INSURANCE
TOYOUR MANAGEMENT.

The consignor, Euro-Afro Trad-
ers ofLondon, wants to recover the
money from 27 Lloyd's syndicates
that joined the slip, led by under-
writer Colin Hart of L.E. Hart Syn-
dicate, when cover for the voyage
was taken out last March.

The firm had hoped the consign-
ment would reach the Lebanese
port of Jounie safely, as the meat
was supposed to have been sold to
the Palestine Liberation Organiza-
tion, but Israeli attacks prevented
it from getting to port in time. The
shipment was transferred to an-
other vessel, the Makedonia, which
sank off Cyprus after developing
engine trouble, and the cargo was
lost.

ASK THE HOME GROUP
IF IT ALL ADDS UP.

You've done your homework. You
know your company's history of losses.
Where safety programs are working and
where they're not. The current costs for
Workers' Comp and other coverages. And
you've computed how your company's

cash flow position might be improved

with judicious risk retention.

The risk management professionals
of The Home can tell you if it all adds
up. We provide a full scope of risk man-

agement services. This
cp ranges from providing

) computer capabi | ities for

a quick and accurate -

Make the last step in your self-
insurance evaluation your best step.
Consult with the risk managementspecial-
ists at The Home Group. Let them serve
as your risk management team.

Ihe Home

A suit has been filed in Britain's
High Court to recover the insur-
ance money for the lost cargo, but
attorneys for the Lloyd's syndi-
cates say they will fight the action
on the ground of non-disclosure of
material facts.

Near collision

Aviation insurers were recently
spared a $40 million payout when
four U.S. fighter planes nearly col-
lided with an Air France Concorde
as it began its flight from Dulles
Airport outside Washington, D.C.

Military flight controllers at Fort
Monroe, Va., have been blamed for
the split-second error.

Two ofthe planes came within 10
to 15 feet.of the French airliner as
they flashed across its path, believ-
ing the air space was clear.

analysis of your computations, to im-
plementing and servicing your program.
And in this era of shrinkingcapacity, we
can arrange for the layered insurance
required to make the whole proposition

work.

Insurance Company

A City Investing Company

The Concorde, with 16 passen-
gers and nine crew members, had
been given clearance for its flight
and was moving into the super-
sonic stage 70 miles out over the
Atlantic when it was nearly hit.

Insurers have had a good experi-
ence so far with the nine Con-
cordes in service, and regard the
aircraft as one oftheir leasttrouble-
some risks, though exposures total
nearly $400 million for hull values
alone.

AirFrance insures its four planes
for $40 million to $53 miillion ac-
cording to individual classification
and British Airways covers its five
Concordes for $42 million each.
The French market covers the Air
France risks, with reinsurance in
London and elsewhere. and
Lloyd's and the U.K. market have
substantial- interest in the British
Airways risks.

U.S..acquisition

U.K.'s Guardian Royal. Ex-
change insurance company is
strengthening its U.S. connections
through its $47 million takeover of
Midwestern Fidelity Corp., which
writes business in Ohio, Indiana
and Kentucky with net premium
income of $46 million in its latest
financial year.

Guardian Royal is not trying to
be as big in the U.S. market as
Commercial Union or other ma-
jors, says managing director Peter
Dugdale, as it intends to expand
business slowly and seleetively on
a profit-oriented basis.

Itbought Tower Insurance Co. of
Wisconsin during 1979 andthe new
stake will bring its U.S. premium
income to nearly $100 million, rep-
resenting about 5%.0of its total pre-

mium innow.

Tankerlosses

The U.K. marine insurance mar-
ketwillreceiveclaimsofmorethan
$20 million in the loss of the
50,000-ton Romanian tanker Inde-
pendenta, which blew up in the
Bosporus after hitting a Greek
freighter, Evraly, in Turkish waters
outside Istanbul’.

The tanker was insured for $40
million with ADAS, Romania's
state-owned insurance agency, but
at least half was reinsured in the
London market. More than 18,000
vessels use the Bosporus every

vear.

$300 million loss

Premiums for Britain's state-
controned Export Credits Guaran-
tee Department will probably have
to be raised following losses of$300
million in the past year.

The department has paid out
$130 million to firms on whose ex-
port contracts Iran has defaulted
since the revolution last February,
and has also paid another $130 mil-
lion to businessmen who found it
difficult to get money for Turkish
contracts.

Some officials fear it will have to
pay another $90 million on lranian
deals and that claims will also

come in from merchants who have
been doing business with Zambia,
Nigeria and the Sudan, where
there have been political troubles.

Administrative cuts

The U.K. government is plan-
ning to cut back the number of ad-
ministrative officials in its Trade
Department's insurance division,
which controls the solvency of
more than 800 insurers and 360
Lloyd's syndicates. :

Officials are protesting the move,
initiated as part of Prime Minister
Margaret Thatcher's
campaign, on the grounds that it
will endanger the public.

economy
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Leader

Administrators, Inc.

Self-funded Employee

Benefit Administrators

Medical - Dental - Disability

Offered Through

Benefit & Financial Consultants

1009 WEST NINTH AVENUE
KING OF PRUSSIA. PA. 19406
215 337-0520

info

= Are you wondering how to im-
prove your cash flow and econo-
mize your operations in funding
group medical benefits? IDS Life
Insurance Co. has a 10-page bro-
chure describing the concept of
self-funding and the five most
common approaches to medical in-
surance plan funding. For a free
copy write Joe MeErlane, 3500 IDS
Tower, Minneapolis, Minn. 55402.

- The "Captive Insurance Con-
cept" is the name o f a kit prepared
by The Landmark Insurance
Group discussing the reasons for
forming a captive, what a front
company is and what it does, the

sites for captive company forma-
tion and the tax ramifications of

such a decision. For a free copy
write The Landmark Insurance
Group Inc., 1515 Classen Blvd.,
Oklahoma City, Okla. 73106.

."Loss Assumption” is an arti-
cle reprinted from Financial Exec-
utive outlining the basic risk man-

agement process that a corporation
should consider to reduce the total

cost o f risk. It also discusses the
loss assumption indicators that
tend to measure financial strengths
and tells how to draw up a risk po-

THIS IS THE FIRST,

AND POSSIBLY THE ONCK
ADVERTISEMENT

YOU WILL SEE

FOR OUR COMPANY.

Forthe last several years Insurance Services International. Ltd. (ISIL) has worked quietly on behalf ofits clients.
developing quality of service. not fantar. Now. having grc,wn to perhaps the largest independent manage-
ment company in Cayman in terms of serving non-irlated clients. we feel we are trudy to light up the marquis.

Professional off-shore and captive insurance company management in Cayman and worldwide.

Many management companies con-
sider the running of a -captive"just an
accounting function. The IRS doesn't
and neither does ISIL.

At ISIL, unlike many others. the
professional staff knows insurance. U.S.
and worldwide. All our professionals
have CPCU and ARM designations. and
we know the ins and outs of risk funding
programs. This enables us to understand
what we are doing and not just follow
, "off-the-shelf" procedures.

Off-shore and captive insurance com-
pany management organizations are» sup-
posed to be able to run an insurance
company on your behalf. Most cannot
because they haven't.had "hands on"
experience in U.S. insurance company
management. Our President was a senior
officer of two major worldwide U.S.
insurers, both heavily involved in
captives.

Several facts ISIL feels you should
know:

* ISIL does not contract to provide
services for you and then "farm" those
services out.

« ISIL is staffed by professional insur-
ance people with experience at various
management levels of U.S. insurance
companies.

- We have a Certified Public Accoun-
tant on staff, so our financial statements
correspond to yours; not Canadian or
British.

- Since we don't hold ourselves out as

being anyone but ISIL, our clients are
represented by agents and brokers world-
wide, both large and small.

« ISIL doesn't look for "big names'-
We have proven ourselves at handling
what others call "small" clients whose
objectives and concerns are just as
"large" as any.

* Ourexperience in -association" and
"group" captives is exceptional and
our-approach is unique,

« ISIL has affiliations withother inde-
pendent management firms in Bermuda.
Nassau, and the United States. We can
truly provide -woridwide" service.

* You may benefit from our arrange-
ments with major reinsurance and
"front" companies or the "pool" which
we manage. But they will never be
forced upon you.

Now that our word is out. take us up

on our'challenge - dedication to excel-
lence. Call orwrite, attention:
the President.

ISIL

INSURANCE SERVICES
INTERNATIONAL, LTD.

Abacus House Telephone: 9-5297
Telex: CP 4375

Cable: ABACUS

Walkers Road
P.O. Box 1345

Grand Cayman.
B,W. I

tential matrix. For a free copy write
William S. Mcintyre, RIMCO Risk
Management Inc., Suite 180, 10300

N. Central Expressway, Dallas,
Tex. 75231.

= A promotional brochure pre-
pared by Self-Insurers Service Inc.
of Chicago describing its services
for the employer self-funding em-
ploye benefit plans is available. An
overview of self-funding, loss con-
trol services, reporting services
and information about the com-
pany are included in the neatly in-
dexed brochure. A similar bro-
chure is also available for the em-
ployer self-insuring workers com-
pensation. For free copies, write
Self-lnsurers Service Inc., 55 E.
Monroe St., Chicago, lll. 60603.

= "There Is No Insurance In Self-
Insurance" is a pamphlet prepared
by Union Labor Insurance Co. out-
lining the risk involved in self-
funding. The pamphlet looks at
ERISA and the legal consider-
ations, the estimated savings ver-
sus the guarantees, reserves and in-
-vestment return, deficit forgive-
ness, stop-loss coverage and net
dollar savings. For a free copy
write The Union Labor Life Insur-
ance Co., 850 Third Ave., New
York, N.Y. 10022.

- Cook, Treadwell & Harry Inc.
is offering a promotional brochure
describing its risk management
services. For a free copy write E.W.
Cook, president, Cook Treadwell&
Harry Inc., P.O. Box 17986, Mem-
phis, Tenn. 38117.

* The Risk Planning Group Inc.
is offering a booklet of papers pre-
sented at the second international
captive insurance company con-
ference of 1979. The articles cover
topics ranging from legal, tax and
financial requirements relating to
captives in various domiciles to a
broad overview of the current cap-
tive scene and a discussion of
where captive insurance compa-
nies may be heading. Cost is $25.
Write Risk Planning Group Inc.,
722 Post Rd., Darien, Conn. 06820.

- Are There Potentially Danger-
ous Gaps in Your Insurance Pro-
gram?? is the name of a booklet re-
cently prepared by Marsh &
MeLennan Inc. The booklet ex-
plains how a client can best evalu-
ate the adequacy ofits current cov-
erage. For a free copy, write Tim
Paulsen, Dept. 94, Marsh &
McLennan, Inc., 1221 Ave. OT the
Americas, New York, N.Y. 10020.

- The 1978-79 edition of the
Source Book of Health Insurance
Data is available from the Health
Insurance Institute. The 20th edi-
tion of this book provides informa-
tion on major forms of health insur-
ance including hospital, surgical,
physicians expense, major medi-
cal, disability and dental insur-
ance. 'For a free copy, write the
Health Insurance Institute, 1850 K
St. N.W.,Washington, D.C. 20006.

- Plant Shutdowns-
Accounting for Unfunded Pension
Liabilities is discussed in a
Kwasha-Lipton newsletter. For a
free copy, write Kwasha-Lipton,
Dept. M, 429 Sylvan Ave., Engle-
wood Cliffs, N.J. 07632.

= Victor O'Sehinnerer describes
in a brochure thehospital liability
protection program it jointly de-
signed with Columbia Casualty
Co., a CNA Insurance Co. subsidi-
ary, in which a hospital funds a risk
it is capable of funding and then
transfers what it cannot afford to
assume to O'Schinnerer/CNA. For
a free copy, write Thomas F.
Tucker, Victor O'Schinnerer & Co.,

55- E. Jackson Blvd., Chicago, lll.
60604.
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Ignorance of safety
takes high human toli

By RHONDA L. RUNDLE

American Airlines flight 191 didn't have to crash last
May 25, at least one expert argues.

It did because the hydraulic system design on the DC10
jumbo jet violates a fundamental principle o f safety engi-
neering, contends Willie Hammer, senior scientist for
Hughes Aircraft in Culver City, Cali£ The principle: No
single failure should destroy both primary and secondary
support systems.

If this simple principle had been observed, American
flight 191 would have flown with-
out its left engine, he believes.

Similarly, in products ranging
from missiles to mouthwash, the |
basic principles of safety design
are blithely overlooked, Mr. Ham-
mer says. No sector is exempt;
Mr. Hammer thinks the failures to
observe good safety engineering
practices occur in the manufac-
ture of consumer, commercial, in-
dustrial and military products.

In the DC10 crash last May that
Killed 273 people, a so-called
"single-point failure"-a crack in the pylon engine
assembly-touched off a fatal chain ofevents. As flight 191
climbed into the skies above Chicago's O'Hare Airport on
a routine takeoff, the left engine tore loose from the wing,
causing crippling stresses that ripped out the plane's pri-
mary hydraulic lines as well as the safety back-up system.

Rundle

Disaster might have been averted, Mr. Hammer laments, .

had the two hydraulic systems been separated on the wing
of the craft. In that case, the single-point failure would
have wiped out one but not both sets o fhydraulic lines. On
May 25 when the hydraulic system was cut, the left wing
slat closed, causing the plane to lose its lift and flip over,
plummeting to the ground.

Accidents caused by bad safety design don't necessarily
involve negligence, nor are they the result of cost-
conscious corner-cutting. More often, the engineers re-
sponsible simply don't know enough about safety princi-
ples, say the safety experts who analyze the problems. The
alarming truth is, few engineers know much more about
safe design than the faithful consumers who buy their
useful but potentially unsafe products.

The end result is that Uncle Sam spends millions of
taxpayer dollars each year to protect us with product re-
calls, workplace safety orders and class-action lawsuits.
Unfortunately, these remedies are often too late to save
many victims from booby-trapped products. The Con-
sumer Product Safety Commission, the National Highway
Traffic Safety Administration, the Occupational Safety
and Health Administration and others are really councils
of last resort. A more effective approach would key safety
into every manufactured product when it is on the draw-
ing board.

Safety engineers, however, are a rare breed. Product
designers are usually mechanical, chemical or structural
engineers who don't learn safety principles in class.

Engineering schools say they don't have time to teach
safety; industry says it can't dictate academic curricula,
and professional certification examiners say they can't
test what the schools don't teach. This is how Jerome
Lederer, former NASA director of safety, describes the
dilemma.

Perhaps the quickest way to stop this vicious cycle, pro-
ponents of product safety design believe, is to persuade
the National Council of Engineering Examiners in South
Carolina to add safety problems to its reservoir of exami-
nation questions. Fifty-two out o f 55 engineering registra-
tion jurisdictions within the U.S. utilize the National
Council's questions. Engineering schools presumably
gear instruction to help students pass those registration

The council pooh-poohs such suggestions, however,
contending it already tests safety knowledge. But safety-
related questions are not the same as those that measure
understanding of basic principles, Mr. Hammer points
out. A mechanical engineer may know how to install a
blower system to reduce contaminants in a chemical
manufacturing plant, but can he spot a potential single-
point failure in design of a Pinto fuel pump? Does he even
know what a single-point failure is?

Though more lawsuits and higher awards are changing
the economics of productliability in favor of greater safety
design, in the final analysis safety is still a matter of con-
science, not an issue of dollars and cents.

CAPTIVE INSURANCE

The captive insurance company is a mysterious concept. Landmark is ac-
lively involved, through offices in Bermuda, the Bahamas and the Cayman
Islands, in the management of offshore insurance subsidiaries for major
corporation/association clients. Our onshore offices provide captive
feasibility analyses for you or your insured. May we tell you more?

MR. WILLIAM E. THOMPSON, PRESIDENT
THE LANDMARK INSURANCE GROUP, INC.
POST OFFICE BOX 676, OKLAHOMA CITY, OK. 73101 TELEPHONE 405/521-9911 TELEX 74-7191

C I L 1 IAND/IAARK GROUP
THE WORLD OF THE \tity

Our

promise
for the

To continue. . .to captives, fronting,
provide the kind of bonding, reinsurance,

innovative

personalized insurance services that
have sparked our tremendous
growth during the last fiveyears.

To continue...to operate

on the principle that you deal only
with principals. As one of the
largest privately held Insurance
Brokerage firms in the

country, we can offer sophisticated
brokerage services on a one-to-one
personal service basis.

To continue...to offer a full

range of insurance services that
include ocean marine,

self insured
retentions, property conservation,
safety engineering, employee
benefits and claim service.

To continue...to earn the respect
of our old clients, new clients
and all the major insurance
companies by getting to know
their businesses and by continuing
to be imaginative and personally
involved in our business...
providing extraordinary insurance
services for all industries,
to firms, large and small...
we invite you to let your firm
benefit by being among them.

BRI Coverage Corporation
156 William Street New York, N.Y. 10038 212-233-7171

81-80-1
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FOR AMERICA'S LEADING
AGENTS AND BROKERS

Complete Services

for Self-Funded
Benefit Plans

Insured Multiple
Employer Trusts
*General Agent and
Broker Opportunities
Now Available in 49 States
Stable and Competitive
Markets with Top

Carriers for Groups
of 2 or more.

<Aggregate and Specific

Stop-Loss with
Exclusive Market
Management
Services

mployee
Fringe Benefit
Review and Optional
ermanent Life Insurance
«Computerized & Audio-
Visual Review *No Cost to
Employer -Low Cost
ermanent Life Insuranc
without health ques-

tions. We enroll

for you.

SURROUND
YOURSELF WITH
GREAT SERVICES
AND PRODUCTS

FROM

*UNIMARK

Reinsurance

Services
«An Exclusive London
Agreement with a

Leading Lloyd's Broker

*Develop programs to

fulfill your ideas and

marketing concepts

Write or Call Toll-Free:

U.S. Wats:

Texas Wats:

High Umit
Accident Coverages
=24 Hour or Travel
Accident

-Upto $20,000 Limits

-Professional

Athletes Coverage

Retail

Security Program”
+=Available Through
Retail Associations
<Optional New Coverages
Such as Business Prepaid
legal. Kidnap & Ransom,
Crime Reward,
Business Down-

Turn

Public
Official Liability"
-Cities and Counties
<Police Depanment

Liability
“We are the Market

Managers
<Coverage Includes
Civil Rights

Charles Terrell or Max Christian

Unimark Insurance Agencies

P. 0. Box 35948

Dallas, Texas 75235

800-527-9402
800-442-7522
Or: 214-638-8070

*A group of related insurance Agencies, each specializing in specific services
but affiliated for placement and management

Subject To State Insurance Department Approvals Where Necessary

Fla. appeals court upholds
workers comp review law

TALLAHASSEE-The 1st dis-
trict court of appeal has upheld a
critical portion of the new Florida
workers compensation law, saying
it was properly given sole review of
industrial insurance cases.

A three-judge panel rejected ar-
guments by three Dade County
people that the legislature violated
the state constitution by not re-
quiring cases to be heard by the ap-
peals court covering the geographi-
cal area in which the job-related ac-
cident occurrei.

The constitu:ion says the five ap-
peals courts wil review "adminis-
trative acts as prescribed by gen-
eral law," judge E.R. Mills said.
Lawmakers put that provision into
effect by deciding to give the Talla-
hassee appeals court review of
worker's compensation cases, he

said.

Meanwhile, : transitional rating
program designed to prevent sharp
dislocations in the premiums em-
ployers pay forworkers compensa-
tion insurance has been given a
year extension.

INnsurance commissioner Bill
Gunter had urged the National
Council on Compensation Insur-
ance to agree to extend the payroll
limitation transition program for
1979,
If the transition

one year beyond the Dec. 31,
expiration date.
program expired, employers who
pay higher wages would have been
hit by significantly higher workers
compensation premiums.

The council agreed to a one-year
extension and a 25% or $501imit on
premium increases, whichever is
greater. The transitional program

f around the states

was developed four years ago to re-
duce the impact of switching from
a maximum premium base of $100
per week per employe to a system
using an employer's total payroll to
compute premiums.

$2.4 million award

ST. JOSEPH-A jury has
awarded an unemployed Hartford
man nearly $2.4 million, three
years after he filed a lawsuit charg-
ing Parke-Davis Co. with dispens-
ing a drug that caused him to go
blind. The Berrien County circuit
court jury granted Michael
Mooney, 21, the largest judgment
ever awarded in the Southwestern
Michigan county court.

Mr. Mooney got $2 million plus
6% interest per year on the judg-
ment, or $371,700, retroactive to the
date the lawsuit was filed against
the company. His suit contended
he was "needlessly and negligently
harmed" by Parke-Davis because
the firm did not warn the medical
profession that the drug Dilantin
could cause Stevens-Johnson syn-
drome. The illness causes blind-

ness and falling off of skin.

Homeowners sue

ESCANABA-Homeowners in
this Upper Michigan mining town
are suing 21 miningcompanies and
the Chicago & North Western
Transportation Co., charging the

threebacrowd

A very welcome crowd of publications from Risk Planning Group, Inc.
The risk management jield is well couered in three information-filled journals dealing with subjects
from captiues to state insurance legislation to risk management information systems.
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Governmental Risk
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risk manaaement

reports '

Captive insurance Company Reports

A bimonthly publication covering worldwide O O
trends and developments in the growing captive | r .

203/655—9791

Lists new captives to the over 1,000 companies

now operating and

9 Risk Planning Group,

important meeting dates;
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views, editorial opinions and special reports,
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O El Captive Insurance Company Reports O
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A newsletter written expressly for the risk and

Governmental Risk Management Reports |

insurance manager employed by cities, towns, O 102 issues per year $60.

counties and states, plus their insurers, agents
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views, large loss commentary, a calenderof key Il
events, plus a regular "How To" section with
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firms with trespassing, negligence
and nuisance for damages they say
were caused by iron ore pellet
dumping. The homeowners' suit
seeks unspecified actual and puni-
tive damages.

Nicholas Bridges, attorney for
the 58 homeowners, said home-
owners are plagued by noise, dust
and tremors when iron ore is un-
loaded from rail cars at Escanaba.
The iron is mined at four major
mines in the Marquette area, all
principally owned by the Cleve-
land Ciliffs Iron Mining Co., then
shipped about 70 milas by rail to
Escanaba, Mr. Bridges said.

In 1974, Escanaba homeowners
won a $220,000 lawsuit against the
Chicago & North Western. After
that suit, Mr. Bridges said, the rail-
road erected a dirt wall to screen
the noise but it has proved ineffec-
tive.

Walter Hansen, attorney for the
Cleveland mining company, said
he was "astonished" that the min-
ing companies would be named in
the suit. "They're being sued for
what a product was claimed to
have done 80 miles away,"” Mr.
Hansen said.

Mandated coverage

CARSON CITY-Nevada dri-
vers rn.ust carry proof of liability
insurance in their vehicles to com-
ply with the state's mandatory in-

surance law, enacted Jan. 1.
Businesses with 10 or more vehi-

cles and those that insure their
fleet under a blanket policy should
obtain a single certificate of cover-
age from the insurer. In lieu of a
separate card for each vehicle, a
Department of Motor VVehicles
stamp reading "fleet" will be im-
printed on each registration card.
Other business-owned vehicles
mustcarry a separate card showing
proofofinsurance asrequired ofall
passenger cars.

Persons unable to produce such
valid evidence after Jan. 1 are sub-
ject to a fine outlined in the manda-
tory insurance statute. The new
law takes effect with repeal of the
state's no-fault automobile insur-

ance statute for personal injury.

Asbestos case

GROTON-The family of a for-
mer employe ofElectric Boat Divi-
sion o f General Dynamics Corp. in
Connecticut who died o fasbestosis
has been awarded $77,000 in
workers compensation, interest
and cost-of4iving adjustments.

ThefamilyofJosephlLaPlanteof
New London will be paid by Insur-
ance Co. of North America.

About 185 cases have been
brought against Electric Boat, and
about 40 have been tried and de-
cided in favor of the workers, the
LaPlante family's attorney says.

Arson control

TALLAHASSEE-Florida has
been awarded a $412,941 federal
grant to expand its fight against ar-
son, the only Southeastern state to
participate in the $9 million nation-
wide program.

In the arson control program,
nine states will develop specialized
training for arson investigators,
provide specially trained legal staff
for police and fire departments and
increase public awareness of the
problem.

Arson annually costs insurers an
estimated $1.5 billion, Florida in-
surance commissioner Bill Gunter
_  ———em - ———u __ —



Third-quarter results

Inflation gives boost
to written premiums

NEVVW YORK-Insurers are re- /

porting good, but not spectacular,
third-quarter results.

Premiums written are still rising,
for the most part, boosted by infla-
tion. Net income is bolstered by in-
vestments, which are continuing to

Bl ticker

Pretax net income for the prop-

erty and casualty operations of the
Zurich-American Insurance Cos.

be the salvation of some compa- reached $27.1 million during the

nies, more than offsetting losses in
most cases. Despite the profits

from areas other than underwrit-

ing, 1979 results are continuing to

first nine months of 1979.

Net written premiums increased
13% in the last three-month period
to $289 miillion, but an underwrit-

slide, however, and some red ink ing loss for the period of$11.4 mil-

showed up in Reliance's under-

lion was a large increase from last

writing results. Zurich-American's year's $1.4 million loss.

underwriting results showed
heavy losses in the latest period.

Crum & Forster reported after-
tax operating income reached
$110.8 million, up 17% from the
September 1978 figure. Net in-
come, which includes capital
gains, was up 25% to $117 million.

Property damage brought about
by Hurricanes Frederic and David
during September just about
wiped out gains in the casualty and
property insurance business real-
ized during July and August.
Operating income in those lines
rose only 3% to $36 miillion in the
three-month period.

But investment income during
the same period jump@d 30% to $36
million.

Net premiums written by Crum
& Forster were up almost 11% dur-
ing the first nine months.

The company is still in the black
on its underwriting operations, but
the adjusted underwriting profit of
$3.9 miillion for the first nine
months skidded from 1978's $26.5
million.

American International Group,
despite approximately $10 million
in losses related to Hurricanes
Frederic and David, showed a gain
in net operating income of 19% to
$58.3 miillion for the third quarter
of 1979.

Gross premiums increased 16%
to $775 million, while net pre-
miums went up 5.8% to $415 mil-
lion during the same three-month
period. The hurricane losses
brought adjusted underwriting
profits during the third quarter to
$17 million, down 19% from the
1978 figure of $21 miillion. For the
first nine months of 1979, under-
writing profits rose 1.6% to $63 mil-
lion, compared with $62 million in
1978.

Net investment income again
proved a boon for AIG. The third-
quarter increase was 34%, up to $41
million, while the nine-months to-
tal for investment income in-
creased 34% to $116 million.

Pretax operating income for the
Reliance Group's insurance opera-
tions dipped by about 10% in the
third quarter, to $27.6 million. For
the first nine months of the year,
pretax insurance income was up
2% to $86.9 million, compared with
$88.7 million a year ago.

A pretax underwriting loss, o f
$2.2 million was recorded in the
third quarter for property and lia-
bility insurance operations, com-
pared with an income of $5.4 mil-
lion during the same period in
1978. For the nine months that loss
totaled $2 million, compared with a
1978 profit of $17.6 million.

The hurricanes were blamed for
most of those losses, although
company spokesmen said an in-
crease in surety bond claims also
aggravated the situation.

Net investment income took
some ofthesting offtheloss exper-
iences, increasmg 25% during the
third quarter to $26.9 million.

Investment income, however,
was up 42.4%, to $38.3 million from
$26.9 million.-Stuart Emmrich

REINSURANCE
Treaty & Facultative

Broker Member

New York Insurance Exchange

HERBERT L. JAMISON & CO.

90 Park Avenue, New York, N.Y 10016 « Area Code (212)490-7627
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Looking Off-shore

Fora Captive
Insurance Company

—

Should Not Be a Lonely Job

Association Insurance Consultants (AIC) your industry. And, AIC will work with
stands ready to assist association execu- you to generate member support for the
tives in all phases of planning, developing off-shore captive.

and managing an off-shore captive insur-

AIC will explore the feasibility of"'front-

ance company-specifically designed to ing" and captive rental, and of course, pro-
underwrite, at lower premiums, difficult- vide total, cost-saving management for as
to-obtain coverage for your association long as you own the captive.

membership.
AIC's skilled specialists will conduct
an extensive feasibility study to identify,

nvestigate:he:profitablity:of-off:

measure and control risks unique to w Association Insurance Consultants, Ltd.

Association Insurance Consultants, Ltd.

RO. Box 2003 Kenwood Building, Hamilton 5, Bermuda
Telephone (809-29) 5-3073, Telex 3620BA, Cable LIONS

A memberof the family of companies
®

insurance num*ment

8401 Connecticut Avenue, Chevy Chase, Maryland 20015
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RISK TREATMENT SERVICES COMPANY, INC.

Specialists since 1973 in

Captive Insurance Company Management

Loss Funding

Claims Administration

Also conducting the business previously carried on

by Glendale Risk;Management Inc.
William R. Kersten, CPCU, President

3025 South Parker Road Aurora, Colorado 80014

Suite 825 (303) 752-4912

datebook

JAN. 14-18. Total Loss Control
Management seminar in Houston,
sponsored by the International
Safety Academy; $495 fee or $455
for three or more from same com-
pany. ISA, P.O. Box 19600, 10575
Katy Freeway, Houston, Tex.
77024: 713-932-9400.

JAN. 21-22. Health Hazard Aware-
ness Course, in Portland, Ore.
sponsored by American Society of
Safety Engineers; $125 fee for
members, $155 for nonmembers.
Also Jan. 24-25 in San Francisco;
Jan. 28-29 in Los Angeles; March
10-11 in Boston; March 13-14 in
White Plains, N.Y.; March 20-21 in
Reston, VVa.; April 10-11 in Chi-
cage; April 14-15 in Detroit; April
17-18 in St. Louis. ASSE, 850 Busse
Hwy., Park Ridge, lll. 60068;
312-692-4121.

JAN. 21-23. Modern Loss Control
Management, in Sarasota, Fla.,
sponsored by the International
Safety Academy; $375 tuition or
$350 each for three or more from
same company. ISA, P.O. Box

19600, 10575 Katy Freeway, Hous-
ton, Tex. 77024; 713-932-9400.

JAN. 21-23. Fundamentals of Em-
ploye Benefits, in New York, spon-
sored by the American Manage-
ment Assns.; $495 for members,
$570 nonmembers. Also Feb. 4-6 in
Chicago; March 3-5 in Atlanta;
April 28-30 in Cleveland. AMA, 135
W. 50th St., New York, N.Y. 10020;
212-586-8100.

JAN. 21-23. How to Design an Ef-
fective Loss Prevention Program
if You Go Self-Insured, in Los
Angeles, sponsored by American
Management Assns.; $450 for

members, $520 nonmembers.
AMA, 135 W. 50th St., New York,
N.Y. 10020; 212-586-8100.

JAN. 21-24. Inspector Training, in
Houston, sponsored by Interna-
tional Safety Academy; $425 tui-
tion or $385 for each of three or
more from same company. Also
April 8-11, July 8-11, Sept. 29-Oct.
2, Dec. 15-18. ISA, P.O. Box 19600,
10575 Katy Freeway, Houston, Tex.
77024; 713-932-9400.

JAN. 22-23. Captive Insurance:
The Decisions for 1980, in Los
Angeles, sponsored by Advanced
Management Research Interna-
tional Inc.; $595 fee, $550 per per-
son for two or more. 1370 Avenue
of the Americas, New York, N.Y.
10019: 212-974-0800.

JAN. 22-25. Hazardous Materials
Seminar, in Nashville, sponsored
by The Colorado Committee on
Hazardous Material Safety and the
Nashville Hazardous Risk Adyvi-
sory Committee; $75 fee. Contact
Darrel J. Behrendsen, chairman of
the training unit, Colorado Com-
mittee on Hazardous Materials
Safety, P.O. Box 22533, Welshire
Station, Denver, Colo. 80222; 303-
575-5722.

JAN. 24-25. Behavior Modifica-
tion Techniques, sponsored by In-
ternational Safety Academy in
Sarasota, Fla.; $245 tuition or $220
each for three or more from same
company. Also Jan. 30-31, March
20-21, May 29-30, July 21-22, Sept.
3-4, Nov. 13-14, all in Houston;
March 13-14 in Atlanta; April 24-25
in Overland Park, Kan. ISA, P.O.
Box 19600, 10575 Katy F'reeway, Hou-
ston, Tex. 77024; 713-932-9400. -

CAYMAN

ISLANDS

BRITISH WEST INDIES

The prime location for the
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headquarters of your offshore

insurance company

carman gy 403 Providing offshore Insurance

ISLANDS
CENTRAL AMERICA

0 SOUTH AMERICA

company management services

ABSIT INSURANCE

MANAGEMENT LIMITED

P. O. Box 1549, Grand Cayman, B.W. |. Tel: 94688 Telex: CP 337 ABSIT

Ask your broker consultant or risk manager to contact us



U.K. brokers win

consulting pact
for power station

A TREATY BETWEEN Argen-
tina and Paraguay to construct a
3,300-megawatt power station
across the Prana River at a cost of
$3 billion has led to a rich consult-
ing contract for U.K. brokers H.
Clarkson (Overseas) Ltd.

A Clarkson team, headed by Dr.
Eric M. de Saventhem, will evalu-
ate the risks under the consultant
contract before marketing the cov-
erage. Carlos A. Pollitzer, president
of Clarkson Argentina .South
America, will be the local director
of the project.

The Prana River Yacyreta power
station will provide electricity for

Buenos Aires and North Argen-
tina.

Angola reinsurance

Oil, marine and international lia-
bility risks valued at $75 million,
insured by the nationalized insur-
ance company of the African coun-
try of Angola, will be reinsured in
British and U.S. markets, accord-
ing to the reinsurance broker.

"The African insurers are in the
same position the ltalian compa-
nies were several years ago," noted
William Sherar, president of
Sherar, Cook & Gardner, New
Orleans-based commercial and
reinsurance brokers. "They rein-
sure nearly all of their risks."

Mr. Sherar, whose firm also bro-
kers reinsurance for nationalized
insurers in Libya and other African
countries, expects the nationalized
insurers will increase their risk re-
tention in coming years, following
Continental European trends as in
Italy.

Sherar, Cook & Gardner is also
marketing insurance for a large
North Sea oil rig owned by a con-
sortium of U.S. and overseas firms
and valued at $1.5 billion to $2 bil-
lion.

Working under the direction of
an unnamed U.K. broker, Sherar,
Cook & Gardner will be placing
reinsurance with Lloyd's and Eu-
ropean and South American insur-
ers. The majority of business will-
land in Britain.

The risk will be"hitting the mar-
kets late this year," Mr. Sherar said,
and premiums are likely to be 1% to
2% of the final risk value.

Social Security pact

The United States and Germany
have signed an international Social
Security agreement to eliminate
dual coverage in the future for em-
ployes who work in both of the
countries.

Under the agreement, an em-
ploye sent by his employer from
the U.S. to' Germany, or vice versa,
will continue Social Security cov-
erage in the country from which he
is sent and will no longer be re-
quired to participate in both sys-
tems.

The "totalization” arrangement
also will provide that if an individ-
ual has at least six quarters of cov-
erage under the U.S. Social Secu-
rity system and a period of cover-
age under the other country's sys-
tem, both periods of coverage will
be combined to establish eligibility
for benefits.

The share of benefits paid from
each system will be prorated.

China project

People's Insurance Co. of China
has insured Chrysoberyl River De-
velopmentLtd.,a HongKongcom-
pany building a Canton residential
project, against delays caused by

HOUSTON and MINNEAPOLIS

worldwide

war, riots, political demonstrations
or similar disruptions.

The Chrysoberyl project is ap-
parently the first housing contract
to be insured by the Peking gov-
ernment and the first to be insured

=7

by China on its construction sched-
ule and on imports of Hong Kong
building materials to be purchased
with foreign currency. China's sta-

bility has been a major concern to
s N e tcaco>r = _ -

I
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... have the Assurex combination. If you require professional insurance services in
these areas, or elsewhere, we are close at hand... and backed by an international
brokerage organization with 69 offices and 4,000 specialists worldwide.

PARTNERS IN ASSUREX INTERNATIONAL

Call or Write:

=Aarkwvways S< ROSENBLOOM. INC.
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See our ad on page 6

Before theyaskyouabout
dental care programs, ask us. So far
4,151 benem managers did.

Last year thousands of employee benefit
managers contacted the American Dental

Association for inEormation on dental benefit

plans. Why?

Dental care plans are a rapidly growing
employee benefit-from two million people

covered in 1965 to an estimated 48 million today.

Employers and union officials recognize dental

plans as a worthwhile employee benefit.

Further, the American Dental Association has
experience gained from longstanding cooperation
with the nation's largest carriers and purchasers

of dental insurance.

We can help you better understand dental care
and make the right decisions for your company

and your employees.

Return this coupon, and we'11 send you a
package of useful background information on

dental prepayment.

If you are considering a dental plan for your
company, or presently have coverage, we believe
you will find this information important. Please

send the coupon to: Robert E. Caffrey, Council
on Dental Care Programs, American Dental
Association, 211 East Chicago Avenue, Chicago,

linois 60611.
For your information kit send this coupon to: 811/7/80

Robert E. Caffrey

Council on Dental Care Programs
American.Dental Association

211 East Chicago Avenue
Chicago, lllinois 60611

Name

Title Phone
Company

Address

City State Zip
Number of employees .

Presently have a dental plan? Yes No
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TheWetzelCompany,
Inc. Specializes in

Brovi(ling Quality

Reinsurance for

InsuranceCompanies
Owned bylndustry

bade Groups or
meeSSionaI Many opportunities

exist for difficult
to place liability
risks by structuring
your oNn insurance

company and having
the world reinsur-

Associations,

TheVWetzel
Company, Inc.

3003 West Alabama
Mailing Address: P.O. Box 66452

\FJ V_// Houston, Texas 77006
-) Telephone: 713/523-3003

Telex 76-2053

ance market open

up to you.

UAW wins higher pension,

ends stri ke at Caterpillar
'‘bendlit bift *

More than 40,000 United Auto
Workers members in six states
won expanded pension and health
benefits from Peoria-based Cater-
pillar Tractor Co., ending a 78-day
strike.

Under the new three-year con-
tract, pension benefits were raised
to $800 a month from $700 and will
be increased $30 every six months
during the life of the contract. The
maxirnum yearly dental benefit
was increased to $1,000 from $750;
optometrist's payments
raised to $24 from S20, with further
increases scheduled; payments for
single-vision lenses were raised to
314.50 from $10 and to $21.75 for
contact lenses, up from $15. Hear-
ing aid benefits were expanded to
include retirees and surviving
spouses, and surgical coverage was
expanded to cover all dependents.

Metropolitan Life writes the in-
surance coverage for the UAW.

were

Account moves

Chicago-based Trans Union Sys-
tems Corp. has sw.tched its entire
group benefit business for 17,000
employes to The John Hancock In-
surance Co. from The Equitable In-
surance Co. for speedier and more
efficient claims handling.

"John Hancock's computerized
claims processing system was the
deciding factor. Cost was nct really
an issue here since both companies
quoted us a price within $500 of
each other," said Betty Broome,
benefits administrator for the com-
pany. "We are definitely getting
more for our money with John

Hancock," she said.

Under the new contract, John
Hancock will furnish Trans Union
with frequent statistical reports,
especially on the number and
amounts of claims being paid by
coverage. Trans Union expects this
service to assist them in benefit
planning for the future.

In the switch, Trans Union is also
adding a dental program for its
6,029 salaried employes which will
go into effect Jan. 1. Under the den-
tai plan, the company will pay
100% for preventive and diagncstic
treatment and 75% for therapeutic
and restorative treatment. The
company will pay 50% for major
surgical treatment after a $50 de-
ductible.

All dental costs are subject to a
$750 calendar maximum, except
for orthodontic costs for depen-
dents under 19 years old which are
subject to a $500 lifetime maxi-

mum.

Pensions increased

Morristown, N.J.-based Allied
Chemical has approved pension in-
creases and medical plan improve-
ments for retirees at a cost increase
to the company of more than $2
million annually.

The pension increase will aTply
to all employes who retired from
Allied Chemical before 1977 and

will equal 1% ofcurrent pension for
each year ofretirement before July

1, 1979, with an additional increase
of 1% for each year of retirement
before 1966.

Changes in medical benefits will
mean reduced contributions and
increased benefits for many.

AT&T pension hike

American Telephone & Tele-
graph Co. has approved an in-
crease in pensions for 8,100 retired
employes from the company's
headquarters and its Long Island
unit and similar proposals will be
presented to the directors of Bell
System associated companies.

If approved, the first-year cost to
Bell companies will be $75 million.
Currently 205,000 persons are re-
ceiving Bell System pensions.

Monthly AT&T pensions will be
increased 16% for those who re-
tired before Jan. 31, 1977, and in-
creases for those retiring later will
be about .45% for each month of
retirement through November
1979. The increase must be ap-
proved by the IRS.

Benefit beat keeps insurance and
emplove benefit managers up-to-
date on what other companies ctre
doing and informed of current de-
velopments in the emplove benefit
field. We'd like to know if you've
made any changes. Write Valerie
BeTg, Business Insurance, 740 N.

Rush St., Chicago, Ill. 60611 or call
312-649-5430.

M'ino accident one of our

largest clients saved 26% on
their workers'comp. medical

claims:’

For more information, cail Toll Free (800) 424-8033; in California call (800) 252-0373.

Samuel X. Kaplan-President USA
U. S. Administrators, Inc.
3540 Wilshire Blvd.

Los Angeles, California 90010



Bayly, Martin & Fay
appoints Roblee CFO

LOS ANGELES-John VW. Rob-

lee has been appointed chieffinan-
cial officer of Bayly, Martin & Fay
International Inc. Mr. Roblee most
recently served as vp and chief fi-
nancial officer at James S. Kemper
& Co., with responsibility for fi-
nancial planning, acquisitions and
operational administration. He be-
gan his career with Peat, Marwick,
Mitchell & Co. in Chicago in 1955,
then founded his own CPA firm,
John W. Roblee & Co., in Milwau-
kee in 1959.

Other brokers moving:

David R. Anderson to senior vp
of Marsh & MelLennan Inc. Mr.
Anderson also serves as assistant
manager and senior account exec-
utive in the St. Louis office.

Virginia M. Geist to corporate
secretary for Rollins Burdick
Hunter Co. in Chicago from assis-
tant corporate secretary. Also,
James H. Butler to senior vp-
marketing from senior vp and co-
ordinator of the marketing depart-
ment o f RBH of Illinois Inc.

Hugh Shippey to vp and national
surety bond manager of Albert M.
Bender Co. Inc. of San Francisco.

Samuel M. Kikla to vp-actuarial
services of Fred S. James & Co.
Inc. of Pa. in the Philadelphia of-
fice where he will service actuarial
and other benefit consulting cli-
ents in the Northeastern U.S.

Howard E. Bacontochairmanof
the board of Bayly, Martin & Fay-
Philadelphia and Patrick J.
Gilmore to president and CEO.

E. Ray Carter to managing vp of
the Richmond office of Alexander
& Alexander from A&A's corpo-
rate staffjin Baltimore, where he
coordinated the company's merger
and acquisition program.

Stuart A. Keen promoted to se-
nior vp of Johnson & Higgins of
California.

Frank A. Wallenberg to director
of operations of Maginnis & Asso-
ciates Inc., a Chicago-based
agency, from National Ben
Franklin Life Insurance Co.

Glenn Isiminger to president,
general marketing division of
H&VV Insurance Services, a
California-based excess/surplus
lines broker, from president of
H&WV Insurance Services of llli-
nois. Also, Wayne Barber to man-
ager of H&W's new commercial
properties division.

Insurers

Three Royal-Globe executives
were promoted when chairman
and chief executive officer J. Roy
Nicholas relinquished the office of
president. William C. Simpson, an
executive vp since 1973, was ap-
pointed president and chiefoperat-
ing officer. George W. Ansbro, se-
nior vp-personal lines since 1976,
has been named executive vp with
overall supervision of marketing
and underwriting operations. Ar-
thur F.S. Evans is promoted to se-
nior vp with senior executive re-
sponsibility for marketing. He re-
tains executive responsibility as
marine manager and for the inter-
national department.

Other insurers moving:

George T. Holbrook to Reliance
Insurance Cos. in Philadelphia as
senior vp-bond operations, respon-
sible for fidelity and surety activi-
ties nationwide, from Seaboard
Surety in New York City.

Richard G. Mulholland to vp-
public and community relations
for the U.S. Insurance Group in
Morristown, N.J., from Crum &
Forster Life Insurance Co. (New
Jersey).

John A. Antonakes and James
W. Roop to vps of Liberty Mutual
Insurance Co. and George E. Le-
page to assistant vp and manager
of the home office motor transport

comings &
goings: industry

underwriting department.

Richard W. Wigmore to national
accounts marketing manager of
Marketpac International Inc., a
member ofAmerican International
Group.

Paul W. Bright to manager o f the
underwriting support unit of the
national accounts division of
Chicago-based CNA.

Mounir F. Naguib promoted to
assistant vp of Swett & Crawford,
directing the company's engi-
Nneering services. =
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CINCINNATI and PORTLAND

are first lines of defense against spiraling insurance costs. To call in the
ARMI . Assurex Risk Management Institute...in these areas (or

elsewhere in more than 40 states and 16 foreign countries) call your
Assurex International broker.

KREIDLER-SHELL, INC.
309 Vine Street
Cincinnati, Ohio 45202
513-381-0500

MORSE, PAYSON & NOYES
57 Exchange Stree
Portland, Maine 04112
207-775-7211

See our ad on page 6

Experience

The Winning Attitude....

Be part ofthe growing farnily of ALBERT M. BENDER CO., INC

accounts

ALBERT M. BENDER CO. INC., and subsidiaries arrange
and service allforms ofproperty, casualty, surety and
marine coverages; life and employee benefits;
annuities; safetyand loss contro/programs; captive

insurance plans.

A more cost effective insurance program is
something worth celebrating.

In one year we at Albert M. Bender Co., insurance brokers, increased our
gross revenues by 50%.

That same year our premium volume rose 70%!

That growth vaulted Albert M. Bender Co. to 14th place
on the list of America% top 20 insurance brokers.

And it% no coincidence that all this growth occurred

- the first year after the Bache Group acquired Bender
Co. and put the winning attitude to work for us.

\ When Bache acquired us in 1978, we embarked on
a fast-paced acquisition program of our own.

\ We also penetrated new markets-like marine
insurance-and broadened our involvement in,

existing markets.

, Our growth isa calculated expansion, based
) on sensitive leadership from Bachet
<0 9 progressive management 1t% growth
measured in figures that far outpace the
industry% standards: revenues
up 5096; premium volume up
7096; a leap to 14th place among
the nation's top 20 brokers.

The winning attitude went to

%* %* f' 1 *040 4 N '# work for us at Albert M.
'”la y 1 5 'l O. > . e VI 4 Bender Co. in January of
\ 1978.You can see what it did

E t rd # u>x. ., in just one short year

So heret looking to the

AbfrMB*446114, do.” "™

5 - Albert M. Bender Co., Inc.
1 A subsidiary of

Bache Group Inc, ,
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NEW ORLEANS and CHICAGO

... have the Assurex combination. If you require professional insurance services in
these areas, or elsewhere, we are close at hand... and backed bly an international
brokerage organization with 69 off ces and 4,000 specialists worldwide.

PARTNERS IN ASSUREX INTERNATIONAL
Call or Write:

GILLIS, ELLIS & BAKERr INC.. -.- MACK AND PARKER. INC.

Suite 700 209 South Lasalle Street

312-346-1221

Product liability panel
gets 9-month reprieve

By JERRY GEISEL

THE COMMERCE Depart- B

ment's Task Force on Product Lia-
bility and Accident Compensation
will be around another nine
months.

The task force, which has been
probing the nation's product liabil-
ity problems since 1976, had been
set to disband at the end of 1979.
Butthe Commerce Departmentex-
tended funding for the task force

for an additional nine months.
The extra time will be used to
complete a year-long probe of in-
surance company ratemaking
practices, as well as to provide re-
search support for the Administra-
tion-backed Risk

See cur ad on page 6

washington

pool product liability risks under
federal charter.

Task force chairman Victor
Schwartz is expected to remain in
his current position.

OSHA under attack

Sen. Richard Schweiker (R-Pa.)
has renewed his bid to curb the
power of the Occupational Safety
and Health Administration.

The Pennsylvania Republican
introduced legislation (S. 2153)late
last month to exempt 90% of the

PR Fody Mt nRurkblacas —

Proposal that woulrdsAMrIo6d B Rcsids

52 great issues coming up!

ISSUE NUMBER ISSUE DATE

CAPTIVE & JAN

SELF-INSURANCE

REVIEW

AD CLOSING

EC
-7 licip..

more to come:

ISSUE DATE AD CLOSING

1. CAPTIVE & SELF-INSURANCE REVIEW JAN 7
2 JAN 14
3 JAN 21 Jan 9
4. Spotlight Report: Workers Compensation JAN 28 Jan 16
5. FEB 4 Jan 23
i FEB 11 Jan 30
7. RISK MANAGEMENT SERVICES FEB 18 Feb 5
FEB 25 Feb 12
9. Spotlight Report: Computers/Quantitative Techniques MAR 3 Feb 20
10. MAR 10 Feb 27
11. MAR 17 Mar 5
12. SPECIALTY RISKS MAR 24 Mar 11
13. MAR 31 Mar 19

You can now reach the decision makers h the insurance marketplace 52 times a year in the industry's communications leader...

Business insurance. For your convenience, we have listed a | uPcornlng issyes for'the next few months along with special editorial
information and advertising closing dates. Avoid :he -ush. Be whetre the attion is this week and ., week.

business
iINsurance

a p.,blication c,f Crain Communications Inc.

New York: 708 Third Avenue, NY 10017 (212) 986-505C Chicago: 740 Rush S[ree-, IL 6C611 (312) 649-5275 Los Algeles: 6404 Wilshire Blvd., CA 90048 (213) 651-3710

from routine OSHA inspections.

The legislation is similar to a
measure Congress passed last fall
that barred OSHA from conduct-
ing routine safety inspections at
firms with fewer than 11 employes
(Bl, Sept. 3,1979).

Meanwhile, the General Ac-
counting Office is charging in a re-
cent report that OSHA is unfairly
concentrating its inspections on
smaller firms and that its compli-
ance investigations fail to turn up
potentially serious safety hazards.

Swine flu

Sen. David Durenberger (R-
Minn.) is calling for speedier gov-
ernment processing of claims filed
by persons injured in the Ford
Administration's ill-fated swine flu
immunization program.

Charging the Justice Depart-
ment has dragged its feet in re-
viewing claims, Sen. Durenberger
has proposed (S. 2037) a seven-
member federal commission be es-
tablished. The commission would
have a maximum of 240 days to
conduct hearings, .make determi-
nations and award payments to
swine flu victims.

Currently, under the Federal
Tort Claims Act, the Justice De-
partment reviews all claims and
rules on their validity. If the de-
partment decides a claim is valid, it
negotiates the settlement.

If the Justice Department de-
cides a claim is not valid, a plaintiff
can sue the government in U.S. dis-
trict court. A plaintiff is only al-
lowed to seek compensatory and
actual damages.

Morethan 3,600 claims asking for
more than $3.35 billion in damages
have been lodged against the gov-
ernment. Only 40 to 50 claims have

been settled for a total ofabout $1
million.

Labor Department

The Pittsburgh Testing Labora-
tory has agreed to retroactively
amend its pension plan to meet
ERISA's minimum standards.

The testing company had
amended its employe benefit plan
Jan. 1,1977, to comply with ERISA
standards on pension eligibility.
But in a suit filed in U.S. district
court, the Labor Department
charged that these amendments
should have been made retroactive
to Jan. 1, 1976, when ERISA went
into effect for most private pension
plans.

In a consent order announced
last month, PTL agreed to a court
order requiring that the amended
plan take effect as of ERISA's 1976
effective date and that those en-
titled to benefits under those new
terms be paid within 60 days.

Six additional retirees now will
be eligible to collect pension bene-
fits as a result o f moving up the ef-
fective date of the pension plan

amendments, a Labor Department
spokeswoman said. -
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By RHONDA L. RUNDLE

LOS ANGELES-Identifying
the bona fide fiduciaries of a pen-
sion plan may be among the first
issues in any ERISA "prudent
nan” lawsuit.

Broader interpretations of fidu-
ciary liability under ERISA have
created a legal gray zone here, legal
and insurance experts say.

ERISA experts believe fiduciary
standards under ERISA are so
high that corporate trustees are not
solely responsible for pension
trusts. Legal suits based on the
‘prudent man" principle, in fact,
may name many defendants, in-
rluding the corporate board of
lirectors and union or employer

association.

INn one of the first tests of this
doctrine, an Eastern Airlines pilot
is suing his employer and the Air
Line Pilots Assn. to recover more
than $5.3 million invested in real

estate by the pilots' pension fund

"There's not enough case law on
ERISA yet to say whether a board
of directors and possibly employe
associations can totally escape re-
sponsibility for pension fund deci-
sions," says Neil A. Burger, vp of
Martin E. Segal & Co., New York-
based consultants. It might be pos-
sible to successfully sue them on

the basis that they made poor
choices of individuals to act as fi-

duciaries to a retirement commit-
tee.

Union executives responsible for
pension matters won't admit that
Linion representatives who serve as
watchdogs on employer-spon-
sored pension committees act as
fiduciaries.

| fthe union representatives exer-
cise discretionary powers over the
plan, they share fiduciary liability
with plan trustees, ERISA experts
agree.

But there's no pat procedure
governing the purchase of insur-
ance to cover union representa-
tives' liability exposure.

The most common approach is
for the plan to buy a policy naming
all fiduciaries as insureds, Mr.
Burger says. This covers most, if
not all, the people who operate the
fund, including trustees and plan

committee members.

"Oftentimes a sponsoring corpo-
ration may purchase a fiduciary lia-
bility policy t6 cover trustees ofthe
pension fund,” Mr. Burger says.
'It's conceivable that in single-
employer plans which include
union representatives on a retire-
ment committee, the employer
might charge back a portion of the
insurance premium to the union.”

More likely, he thinks, the union
would negotiate this charge as part
o f a total benefits package.

But there's really no standardiza-
tion, say union officials, underwrit-
ers and legal experts. Plan size, the
participation o f employe represen-
tatives in Taft-Hartley trusts and
individual versus multiemployer
aspects of pension plans collec-
tively affect decisions about fidu-
ciary liability insurance.

"It would be unusual for the
sponsoring employer to buy a pol-
icy for employer representatives
on a plan and not include union

Consultant expands
Consultant Carl Terzian Associates
has expanded to new offices at
1 Century Plaza, 2029 Century
Park East, Suite 3190, Los Ange-
les, Calif., 90067; 213-557-3087.

representatives,"” says Jim Brad- Call or Write:

ley, underwriter for Chubb-Pacific
in San Francisco, a mgjorinsurer of
fiduciary liability.

"It's perfectly logical for the cor- THE HARRY A. KOCH H. C. KNWHT & COMPANY
poration providing the benefit to COMPANY
pay the costs of fiduciary liability, t Yl =Y @)
says Theodore Bernstein, associate
. e I a 106
director o f welfare and health ben-
15-923-5440

efits for the International Ladies
Garment Workers Union.
Like other union executives re-

sponsible for pension matters,

however, Mr. Bernstein was un- See Our ad On page 6

willing to admit that union watch-
dogs act as fiduciaries. -

BERMUDA.
OURFIRST LANDING.

Trenwick is ashore offsnore.

In Bermuda. where we specialize in reinsurance for captives
and reinsurance brokers.
So when you're looking for new markets,

and innovative approaches. you ®ed look no further
than the newest narre;Trenwick.

TRENWICK .
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* Accounting ™ Reinsurance
Management

Investment * Tax
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CONTACT

Marius M. Dier
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Atrein Consulting Corp. Ltd.
Trimingham Building
Hamilton, Bermuda
Tel: 809-295-5688
Telex: 3615 ANECO

Andrew J. Barile
President
The Aneco Group of America, Inc.
111 John Street
New York, New York 10038
Tel: 212-349-5752
Telex: 640800 ATREIN
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Merging risk programs
requires delicate blend

By MARGARET LeROUX

SAN FRANCISCO-Folding the
risk management program of an
acquired company into the parent
company's plan can te as delicate a
process as folding egg whites into a
chocolate mousse: The blend is
Critical.

The risk management staff at
Levi Strauss & Co. here is begin-
ning to consolidate into its risk
management plan the insurance
programs of a new subsidiary, Di-
versified Apparel Enterprises, for-
merly Koracorp Industries Ine.

Across the country, in the Man-
hattan corporate headquarters of
Kennecott Copper Corp., the risk
management staff is completing
the coordination of Kennecott in-
surance programs with those of
Carborundum Corp.

The two efforts present case
studies of the risk management
considerations involved in corpo-
rate rnergers.

The liability policies of Levi's
new subsidiary have already been
folded into the jeans manufae-
turer's corporate program. The
transition of DAE's workers com-
pensation plan from fully insured
to self-insured will be completed
within six months.

At present, Levi's is maintaining
an arm's length relationship with
DAE, following a corporate policy
of allowing the new subsidiary
time to get used to the acquisition.

Emily M. Schmitz continues as
risk manager at DAE, reporting to
the vp of financial services there.
"I'm working with Levi Strauss,
not taking orders from them," she

HAMILTON, BERMUDA. It's hard to imagine a more tranquil setting. But if you're
trying to manage a captive insurance company, Hamilton can be anything but tran-
quit. Between arranging for re-insurance, keeping up with changing tax laws and
countless other details, managing an offshore insurance company can be more
than a full.time job. It can be an impossible job. We can help. We offerafull range
of management services that can help you establish a new captive, or just smocth
out a few trouble spots in an existing one. So whatever your needs. Or whatever
your problems. Give us a call Then relax and start enjoying Bermuda. * * *

® ALEXANDERHOWDEN CAFnVE MANAGEMENT, I.TD.

1.421

Recipe for success

-1

"You have to avoid duplication of costs wherever you can by folding
in programs," says Tina Haley of Levi Strauss & Co.

said.

When Carborundum was ac-
quired by Kennecott almost three
years ago, there_was a similar tran-
sition period during which both
companies maintained separate in-
surance and risk management de-
partments. This ended with the
promotion of Edith Lichota,
Carborundum's assistant treasurer
in charge of risk management, to
manager of insurance and risk
management for both companies.

Ms. Lichota now oversees a com-
bined risk management staff of
eight, with two risk managers re-
porting to her: Frederick Ziegler at
Carborundum and Walter Wilson
at Kennecott.

Besides assembling the ingredi-
ents for the acquisition process as
at Levi Strauss, and applying the
final touches, as at Kennecott, are a
variety of recipes being followed
by risk management departments
throughout the US..as the corpo-
rate urge to merge continues de-
spite federal attempts to curb take-
overs.

INn Mountainview, Calif., Gary
Goerz was recently named risk
manager for Fairchild Camera &
Instrument Corp. after Fairchild

was acquired by Schlumberger
Ltd.

The appointment of Mr. Goerz,
former assistant risk manager at
Guy F. Atkinson Co. in,San Fran-
cisBo, comes after a four-year pe-
riod during which risk manage-
ment for the camera company was
handled by its broker, Marsh &
McLennan (BI, Oct. 15)2

Mr. Goerz reports to treasurer
Ron Alessio, who indicated the ac-
quisition by Schlumberger has re-
sulted in very few changes. "It's
too early to tell what the conse-
quences of the merger will be," Mr.
Alessio said.

When the acquisition was an-
nounced May 21, it was noted that
Fairchild would cbntinue to oper-
ate autonomously. But in Novem-
ber, Fairchild's president was re-
placed by an officer from Schlum-
berger.

Mr. Alessio said the change in ex-
ecutives didn't affect the risk and
insurance management functions.
"As far as | know we're still operat-
ing as a separate entity,"” he said.

The same recipe was followed at
Del Monte Corp. in San Francisco,
which was acquired by RJR Indus-
tries in 1978, said A.C. Hart, assis-
tant treasurer, insurance and risk
management.

Because of "the different na-
tures of our businesses” and "the
sheer size of our separate compa-
nies," Mr. Hart said, "we remain
fairly autonomous."”

Where economics demanded
combining insurance policies of
the two corporations, such as di-
rectors and officers liability, he
said, Del Monte was folded into the

corporate policy of RUR.

Del Monte is also included in the
parent company's excess and um-
brella policies.

Both Mr. Hart and Ms. Lichota
emphasized that blanket state-
ments cannot be made about what
happens to risk management pro-
grams or personnel after a merger
or acquisition.

Carborundum's union with
Kennecott was a marriage of com-
panies approximately equal in size,
yet with different properties and
operations.

"The programs we had in place
had to be maintained,” Ms. Lichota
said. "The workload was such that
a risk manager for either company
couldn’'t do both.”

At Levi's, risk manager Tina
Haley noted that in a merger or ac-
quisition, "You have to review the
insurance programs of both com-
panies, compare them and take the
better of the two approaches.

"You have to avoid duplication
of costs wherever you can by fold-
ing in programs," she said, "but
there may be different loss experi-
ence or you may have some mar-
kets you want to protect or other
marketing reasons for keeping the
two programs separate.”

In acquiring Koracorp, Levi's is
keeping the property insurance of
the two companies separate for the
time being, "because there's a
great divergence in our types of
property,” Ms. Haley said.

Dinner Levison in San Francisco
remains the broker for property
coverage for the new subsidiary,
while Marsh & McLennan, Levi's
broker, is handling the liability
program.

Ms. Schmitz at DAE and Ms.
Haley agree the acquisition has
gone smoothly. "But that's not to
say there wasn't a great deal o ftak-
ing programs apart and analyzing
them,"” Ms. Haley said.

But the challenges of what to do
with the staff can far outweigh
problems with insurance.

"A high degree of insecurity de-
velops on the staffs of both the ac-
quiring and acquired company,”
Ms. Lichota said. "You have to deal
with it very carefully. The most im-
portant thing to do is make sure
your good people don't become so
insecure they don't wait out the co-
ordination process."

The best advice for a risk man-
ager involved in a merger or acqui-
sition is to continue to do a good
job, says Gerald Surfus, risk man-
ager at Kaiser Cement & Gypsum
Corp., who led a seminar on risks
involved in mergers and acquisi-
tions for the Northern California
chapter o f RIMS.

"Keep cool" he said. "If you've
been doing a crediblejob and have
the support of management, ab-

sent a power play, you'll probably
be one of the survivors." -



Merger requires
risk manager's
study: Consultant

SAN FRANCISCO-There are
three stages important for risk
managers in the merger or acquisi-
tion process, according to consul-
tant Thomas G. Briggin.

Before the merger or acquisition
agreement is signed, the risk man-
ager for the company initiating the
move should obtain copies of ma-
jor insurance policies and find out
if any of them have been canceled
or not renewed.

"Obtain a complete loss history
as far back as possible," Mr. Brig-
gin said.

Other major contracts, agree-
ments or leases should bereviewed
for risk management implications
and OSHA recommendations
should be scrutinized, particularly
if there are serious violations or
penalties, said Mr. Briggin, who
has just moved to The Wyatt Co.
from Warren, MeVeigh & Griffin.

During the interim phase, when
the agreement to acquire or merge
is signed but not yet in effect, the
risk manager should determine
which company is liable for prop-

"Obtain a complete loss history
as far back as possible," says
consultant Thomas Briggin.

erty that may be transferred. If any
liability claims arise during this pe-
riod, it should be clearly indicated
which company is responsible.
"The risk manager of the ac-
quiring company should require
that the company being acquired
maintain its own insurance in force
until otherwise advised," Mr. Brig-
gin said. If any insurance policies
come up for renewal during this
period, the risk manager for the ac-
quisitor should review them.
Sometimes specific wording
should be included in the acquisi-
tion agreement so the acquisitor
has access to the other company's

insurance.

Once the takeover is a fait ac-
compli, the role ofrisk manager be-
comes more active, he said.

If the acquired company has a
different broker, the new relation-
ship between the broker and ac-
quisitor should be outlined. A deci-
sion should be made.on allowing
the acquired company to maintain
its relationship with the broker and
the broker should be informed of
its responsibilities.

The acquired company's risk
management staff should be re-
viewed and any risk management
manuals or written guidelines
should be studied with a view to-
ward incorporating them into the
overall program.

Loss control measures, from
sprinkler systems to fidelity bonds,
should be appraised. What are the
standards of the company? Are
they compatible with those of the
acquiring company?

If the acquired company has a
self-insured program or a captive,

how will it be integrated into the
existing program?

If the acquired company uses an
outside administrator for claims
services, it's a good idea no: to
change the relationship unless
there's an overriding difference.

If the acquired company is self-
insured, reserves should be
checked for liability and tax con-
siderations.

Combining the insurance pro-
grams of merged companies can
create problems if the loss experi-

ence of one is bad or ifthe risks are
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Sutherland
Page & Co. Inc

Objective, independent Claims and Underwriting Services for
REINSURERS UNDERWRITING SYNDICATES E&5 CARRIERS SELF-INSUREDS BROKERS
INSURERS

10 Post Office Square
Suite 960

Boston, Mass. 02109
(617) 542-5700

Domestic and International
Our Services include

RESERVE ADEQUACY SURVEYS UNDERWRITING REVIEWS IBNR STUDIES
CLAIM AUDITS SYSTEMS AND PROCEDURES PRIMARY/ExcESS PROBLEMS
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CLAIM MANAGEMENT AGGREGATE EXPOSURES THE Claims Slip

Contact our experienced staff
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Facultative Reinsurance .

uestions &

ANswers#3

A conversation with Tom MacKenzie, Manager of Prudential Reinsurance Company

Q. It's convenient that you
are located in Toronto. but do
you really know the Canadian
rmnarket?

A. We steff our offices-in Canada
and the U. S.-with capable, expe-
nenced underwriters who know
the markets thev serve. For ex-
ample, here in To-onto, our entire
staff is Canadian, and we have
considerable autonomy to quote
and bind risks as we see fit. This

assures 3 fast response to your
reeds.

Q. Are you taking a long-range
view of :he market?

A. The fEct is, Prudential Reinsur-
ance Ccmpany of America has
been serving this market since the
Compani was founded six years
ago. | think you can sense our
commitment by looking at the
record O- our parent company, The
Prudential Insurance Company of
America. Prudential has made
anoutslanding contribution to
Canada since it began doing busi-
ness in this country 70 years
ago. It is our Intention to carry
that sense of commitment and

of America's office in Toronto.

heritage to the reinsurance mar-
ket, arc to build strong, long-term
relatiorships.

Q. Do you write pro rata and
excess?

A. We reccgnize fhat certain com-
panies nae a preference. How-
ever, v,e feel that both approaches
are vi: tle ways of doing business.
Thus, we will approach risks on
either a pro rata or excess basis.
and feel we can do a good job
either way And we can be more
flexible in responding to your
needs.

Q. Do you have any preference
as to type of risk?

A. We'll write all kinds of risks,
large c- small. standard or com-.
plex. Ut have thecapacity to write
big ri:<s and the experience to
analyze unusual and challenging
situat ons.

Q. Do vor provide a market for
DIC?

A. Yes Pnudential Re writes this
type cf p-operty coverage. Of
course we prefer to write it in con-
junctin with other lines of busi-
ness property.

PruRe takes or high-value risks like thisspillway at £02. part of La Grande Complex,
tne most powerful hydroelectric plan m North America.

Tom MacKenzie, Manager of Prudential
Reinsurance Company of America's
office in"Toronto.

To get answers to any of your

reinsurance questions. just

give us a call. We're the Rock in

reinsurance.

In Canada:

Prudential Reinsurance Company
of America

RO. Box 116

Toronto Dominion Centre

Toronto, Ontario, Canada

MSK 168,(416) 862-1228

In the United States:
213 Washington Street
Newark, NJ 07101
(201) 877-8000

Regional Offices:
3700 Wilshire Blvd.

Los Angeles. California 90010
(213) 385-6261

30 N. LaSalle Street

Chicago, lllinois 60602
(312) 782-4793

127 John Street
New York, NewYork 10038
(212) 422-4350

Gb_i Prudent,al

Prudential Reinsurance Company

Subsidiary of The Prudantial Insurance Company of America
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Allen *
57?einsurance
Agency, 55&c.

Suite 1200, State Bank Center

Freeport, 111. 61032 - 815 235-1047
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INAX targets banks
for blanket E&O plan

By LEN STRAZEWSKI

CHICAGO-Corporations may
soon be able to purchase one policy
from INAX Underwriters Inc. to
cover all professional liability ex-
posures if fiduciary liability expo-
sures can be pinned down better,
says INAX president John VVan
Cleave.

INAX Underwriters Inc., a divi-
sion of INA Corp., is already put-
ting the blanket plan together for
banks, Mr. Van Cleave told Busi-
ness Insurance.

"We've been trying to analyze a
bank's total professional liability
exposure,” Mr. Van Cleave ex-
plained, "because it seems like a
good model o f all exposures."

The bank blanket plan would
cover general errors and omis-
sions, directors and officers liabil-
ity, fiduciary liability and trust, in-
surance and cash transfer depart-
ment errors and omissions. If
needed, the blanket plan could be
expanded to include coverage for
an in-house legal department.

A financial institution package
plan would be a prototype for a
general corporate professional lia-
bility product, Mr. Van Cleave said.

Where is Greenwood, Indiana®?

The leading Benefit Consultants and Administrators know!

| Stop Loss for Partially Self Funded Groups

Down to 10 Lives

» Stop Loss for Self Insured Benefit Plans

Aggregate
Specific

Catastrophic Coverages
» Mangement Services for Self
Funded Benefit Plans
| Stop Loss for Self Funded LTD

*EGO Coverages for

Claims Administrators

Data Processors

Attorneys

Actuaries & Pension Consultants

i Ransom and Kidnap Coverage

| Professional Athletes' Coverage

- Blanket Bonds for Banks and Other

Financial Institutions

| Group Life 6 ADGD
| Lump Sum Disability

BROUGHER AGENCY, INC.

Lloyd's, London Correspondents

10 Downing Street
P.O. Box 485

Greenwood, Indiana 46142
(317) 888-3531 / TWX 8102602230

Blanket plan
'"The savings would be in
speed and efficiency,' says

John VVan Cleave, presi-
dent of INAX Underwriters

Inc.

"The advantage for the firms
would be that there would be no
coverage gaps," he explained, "but
there may not be a cost savings.
The savings would be in speed and
efficiency."

American International Group
already offers a combined profes-
sionalliability policy for banks and
corporations, says Joseph P.
DeAlessandro, president of Na-
tional Union Fire Insurance Co. of
Pittsburgh, an AIG company.

For banks, AIG will issue one
policy covering directors and offi-
cers liability, fiduciary liability,
outside ERISA exposures and
trust department errors and omis-
sions. But "we've not written that
many," Mr. DeAlessandro admit-
ted.

"I've been espousing packaging
for a long time," he added, to pre-
vent a risk from falling between the
cracks of various professional lia-
bility policies.

AIlIG also underwrites combined
directors and officers liability and
fiduciary liability insurance poli-
cies for corporations. "We'd con-
sider adding other risks, too," Mr.
DeAlessandro said.

Corporations are already seeing
slashed pro fessional liability rates,
Mr. Van Cleave said, as much as
35% lower in some areas.

Soft markets and increased com-
petition between INAX, AIG,
Shand Morahan and Fireman's
Fund, the largest professional lia-
bility underwriters, have already
forced a 25% to 35% price decrease
in other lines, too, he said. "We're
not in a price war, but there's noth-
ing like good competition to make
the price right,” Mr. Van Cleave
said, "and several carriers includ-
ing St Paul and CNA have gotten

back into the business.”

In New York, INAX has filed for
a 42% rate reduction for the Society
of Certified Public Accountants
and in Maryland, lawyers E&O
rates have dropped more than 40%
in some cases, he noted.

Gauging fiduciary and the re-
lated trust exposures is the big
stumbling block to a blanket plan,
Mr. Van Cleave says. ERISA re-
lated exposures have been one of
the big obstacles to the expansion
of INAX into fiduciary liability
coverage.

GATX Inc., a managing general
agent purchased last year by INA
to provide a staff nucleus for
INAX, had been one of the larger
fiduciary liability underwriters.
INAX now refuses that business,
except to protect D&O coverage

Fireman's lin

SAN FRANCISCO-The Inter-
national Network of Insurance
has appointed Fireman's Fund In-
surance Cos. as its exclusive affili-
ate in the U.S. and Canada. Fire-
man's will provide underwriting,
loss control and claims services.

INI is a consortium of European

clients.

"In general, we do not write
ERISA coverages," Mr. Van Cleave
explained, "because in my opinion,
fiduciary liability exposures re-
lated to ERISA have really never
been tested.”

The potentially large losses are
one reason INAX did not continue
the GATX business of ERISA cov-
erages.

As managing general agents,
GATX did not retain the risk but
made underwriting decisions for
other specialty insurers. INAX, Mr.
Van Cleave says, retains a very
high percentage of risk for INA,
which makes it wary.

INAX, though has several other
special liability coverages on the
drawing boards to jump into its
lineup of lawyers, architects, ac-
countants and insurance agents
E&O and D&O liability coverages.

In addition to a blanket program
for corporations that may be ready
early next year, INAX will be pro-
viding school board liability cover-
age beginning in January. Ad-
justers E&O, bank trust E&O and
possibly a counselors E&O plan to
cover health care related counsel-
ing exposures will be promoted
next year.

Controlling losses is another is-
sue on which INAX has turned its
research department loose, tap-
ping the techniques used in prop-
erty loss control seminars.

"Usually an E&O insurer's only
attempt to limitlosses is a checklist
for an insured on Dos and Don'ts,"
Mr. Van Cleave said. "What we are
doing is turning loss control into a
continuing program of seminars."

INAX has budgeted $250,000 this
year for professional E&O preven-
tion seminars for lawyers, accoun-
tants, architects and insurance
agents.

The first series of seminars for
lawyers, unveiled in Alaska where
INAX's program is sponsored by
the local bar, drew 300 lawyers.

"We can't tell a lawyer how to be
a better lawyer, of course," Mr. Van
Cleave notes, "but we can help him
with the administrative matters of
running his office that create expo-
sure, including docket control
missing deadlines and statute of
limitations.”

The seminars, presented by pro-
fessional peers and INAX, are fol-
lowed up with. newsletters. The
next series of lawyer seminars will
be held in Indiana in January. Ar-
chitect, insurance agent and ac-
countant seminars will begin later
in 1980.

ks with INI

insurers offering worldwide ser-
vices for multinational industrial
and commercial customers. It has a
full member in each Western Euro-
pean country and affiliate mem-
bers in other countries, and covers
all classes of business except life,
pensions and permanent health. «



Most firms sto p
pension accruals
at 65, poll shows

NEW YORK-Additional pen-
sion benefits will notbe accrued by
employes working past age 65 in
more than 80% of 108 companies
responding to a recent survey.

An overwhelming percentage of
utility company respondents-91%,-
and 70% of non-utility company re-
spondents said pension accruals
have been frozen at.age 65.

The study was conducted one
year after the 1978 amendments to
the Age Discrimination in Employ-
ment Act raised the permissible
mandatory retirement age to 70
from 65. EBASCO Risk Manage-
ment Consultants Inc. in New
York contacted 50 utility compa-
nies and 250 other companies for

the survey. Responses were ob-
tained from 20 utilities and 88 non-

utilities.

In reviewing pension plans in
light of the change in mandatory
retirement age, 62% of respondents
said they sought advice from law-
yers, while 32% said they turned to
personnel experts and outside con-
sultants for advice. Almost half,
45%, said they were guided by the
company's overall policy toward

older workers.

Though continuation o f pension
benefit accruals was not immedi-
ately mandated by the retirement
age change, 80% of respondents
said they expect the courts will
seek equitable treatment for all
workers, regardless of age.

Despite this expectation, 75% of
respondents-said they are not
overly concerned about effects of
the amendment..

Employers
divided as to whether accruing

surveyed were

benefits for workers past age 65
would increase pension costs. Of
the 85%- of respondents who said
they asked their actuaries this
question, half said costs would de-
crease while half expected in-
creases.

An overwhelming percentage of
utility company respondents, 85%,
said extending benefits past age 65
would encourage employes to
work longer. The non-utility group
was divided on this question.

Considering continued inflation,
75% of survey respondents said
they would strongly resist being
committed to an open-ended infla-
tion protection obligation such as
an automatic cost-of-living provi-
sion.

However, 43% o f the companies
said sharing the cost of this type of
protection with the employes is
one solution to combating inflation
for retirees.

Only- 4% of companies said they
expect to adopt an automatic cost-
of-living adjustment within the
next five years.

Currently, 14% of utilities and 4%
of non-utilities have adopted auto-
matic cost-of4iving provisions in
their retirement programs. Retire-
ment benefit increases are granted
on an ad hoc basis by 64% of utili-
ties and 36% of non-utilities in the
study.

Fireman's branch

Fireman's Fund Insurance Cos.

opened a new branch office Jan. 1

to serve suburban Chicago and the
surrounding rural area. William W.
Ehlers, former vp and manager of
Fireman's Davenport branch,
heads the new branch. It will be
housed with the Chicago branch
until May, when it will move to a
permanent office in the Rolling
Meadows area.

No attempt to aid the retiree in
fighting inflation has been made in
the past 10 years by 23% of utilities
and 56% of non-utilities, according
to the survey.

Defined contribution plans
should only be used to supplement
defined benefit pension plans, said
54% of respondents. Twenty-four
percent of respondents said de-
fined contribution plans were the
most cost-effective benefit. but
52% said that if asset growth did
not keep pace with inflation, the
glamour of these plans would dis-

=S e =—ar _ _ =—

Specializing in the establishment and management

of Colorado Captive Insurance Companies for corpora-

tions and associations.

Jim Jaeger, C.P.C.U., president
Al Stutson, V.P.

Ron Wright, V.P. and Treasurer

Frank B. Hall Management Co.
5555 DTC Parkway

Englewood, Colorado 80111
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PROVI PLAN

. . . a Comprehensive Group Medical Insurance Plan
PAYS IN OR OUT OF HOSPITAL, wherever treatment is
needed and deemed medically appropriate
NO TOP DOLLAR LIMIT, to meet increasing costs in

medical care

Most employees and employers

NO
LIMIT

-11.11

want coverage that eliminates

fear of the financial
quences
pensive

leading

conse-—

of a catastrophically ex-

illness. Provident, a PROVIPLAN
- - PAYS
writer of group insur-
100%

ance, answers that need with

PROVI PLAN.

moves the dollar benefit ceiling

After insured's annual

PROVI PLAN re-

out-of-pocket expenses
total $1000

and adds a highly desirable cost

control feature by providing ben-

efits regardless of where treat-

ment is given.

PROVIPLAN could be exactly

PROVIPLAN
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what you've been looking for.

Call your insurance adviser or
Provident Group Representative.

Co-payments until insured's
annual out-of-pocket
expenses total $1000
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GROUP DEPARTMENT
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Hospital liability

Increasing awards push premiums up

By VINCE DiPAOLO (average size, 81 beds)in rural areas
Crain News Service offering .ess complicated services . . R R
and having less risk exposure, ex- InSU rance Premlu m RateS fOF Ca rrlerS and Ca ptlveS
CHICAGO-Hospital profes- plamed James L. Groves, risk man- Bromivme
sional liability awards are increas- ager for the American- Hospital Premium per bed Premium per hospital (000) Occupied Beds Hospitals

mgm number and severity, push- Assn. 79 78 79 78 79 78 79 78 79 78

Ing hospital premium rates up in Mr Groves alsc noted that St o .
. | L. Commercial insurance carriers
1980 and sharply higher in 1981 and Paul's coverage limits ($100,000 per
1982, a Modern Healthcare survey occurrence/$300,000 aggregate) are Claims-Made $291 $363 1 $23,793 $29,718 1 $34,000 $40,000 116,925 110,307 1,429 1,346
of insurance providers found much lower *han most hospital Oceurrence 499 479 98,284 93,438 1 47,373 47,373 95,000 99,000 482 s07
The increases follow two years of association-sponscred captives Total 884 anr 42,581 47.152 1 81.373 87,373 211,925 209,307 1911 1,853
relatively steady claims experience The lowest per-occurrence cover- State hospital association-sponsored captive insurance companies
that resulted in a 9% reduction in age was twice that ofSt Paul's and
per-bed hospital professional lia- most had aggregate coverage of$3 Z'a'ms’Made 622 713 119,630 133,884 1 41,990 46190 67,500 64,800 351 345
. . ) - ccurrence 818 o50 126,073 151.359 1 38,200 37,991 46,708 39,979 303 251
bility premiums in 1979 million or more, a survey of seven Total 701 802 122,477 140,924 | 80,100 83,991 114,208 104,770 o5a so6
Higher awards and a greater of the leading state captives found
Nnumber of claims will result in Still. higher coverage limits are Multihospital system-sponsored captive insurance companies
commercial insurers withdrawing responsible for the more expensive .
i X i A . Claims-Made 714 953 62,292 87,500 2,990 3,850 4,190 4.040 a8 aa
from markets, with heavy losses re- premiums for multi-unit captive Occurrence 240 o84 109,904 91,200 34,400 35,150 36,608 35,739 313 341
sulting in another malpractice in- msurance, Mr Groves explained Total o16 o980 103,573 101,299 37,390 39,000 40,798 39,779 361 385
surance crisis in 1981 and 1982, in- For example, Hospital Underwrit- Totals
surers believe All agree, however, ers Group offers excess insurance
the "tight" availability won't be as covering up b $0 5 million per Total
bad as between 1974 and 1976 occurrence and $30 million aggre- Claims-Made are 503 43,206 51.896 78,980 90.040 188.615 179.147 1,828 1,735
: h Total
when the rates quoted to some hos- gate, wit-1 a $500,000 deductible Oocurrence 6rs
. . R . . . B u 690 109,265 109,658 119,973 120,514 178,316 174,718 1,098 1,099
pitals by commercialinsurerswere American Medical International's v Grand Total 542 505 68,041 74,296 198,953 210,554 366,031 353.865 2.924 2834
three and four times the previous Denver Insurance Co covers up to
year's premium $2 million per occurrence and $10
Commercial insurers and captive million aggregate
|nsurance' companies owned by R . . nationwide loss control and education for the big insurance company and
multihospital systems and spon- Premiums have hit the floor St Paul wrote claims-made poll- Aetna Life & Casualty give it to the poor plaintiff with-

sored by state hospital associations You'll see them climb in 1980 and cies covering about 115% of the Commercial Insurance compa- out considering that all hospital
were surveyed by the Crain Com- escalate 17 1981." said Robert Van nation's hospital beds in 20 4% of nies are willing to take up to a 5% users eventually pay forthat award
munications magazine They in- Hauer, risk manager for the Health the nation's hospitals m 1979 The indemnity loss on premiums writ- through higher hospital rates, Mr
sure 49% of the nation's hospitals, Central Ir surarce Co in Minneap- bidding was fierce m some mar- ten m some states, because they Marquis said

which operate 37% of the nation's olis Insurers began offering kets Two years ago, St Paul and can reinvest the premiums at 12% Bob Atkins, president ofAll Risk
peas claims-made pclicies instead ofoc- the North Carolina Hospital Assn and more than make up for the Corp in Winter Park, Fla, which

On average, hospital insurance currence coverage when the mal- Trust each cut their premium rates shortfall manages trust funds set up by the
premiums per bed in 1979 dropped practice cnsis hit ir the mid-19705 by one-third, according to Allan W Changing social attitudes and Florida and Louisiana Hospital
9 1% to $542 from $595 a year ear- While claims-made policies were Rinne, vp o f the trust the mflabon-recession economy Assns, says, "Better patient care
lien Claims-made policy sub- Initially less exper sive, hospitals are prlme factors in the escalating can produce more claims Hospi-
scribers saw the greatest savings, will eventually pay more as claims Ohio reportedly has eight com- number and severity of rnalprac- tals are doing more complex opera-
with their premium per bed are filed on malpractice occur- mercial insurers in addition to the tice claims and awards tions, such as open heart surgery
averaging $418, down 166% from rences from several years earlier, hospital association's Ohio Hospi- "People expect more Whenever and, as a result, face greater risk of

$503 m 1978 Subscribers to occur- Mr Van Hauer sa-d The survey tal Insurance Co captive vying for there is an injury they feel they malpractice suits "
renee policies netted a 26% cut in found that in 1979 the percentage the hospital malpractice premium should be compensated, regardless

ggg,r;mums to ?672 per bed from of hospitals and beds covered by dollar of whether or not there is any pro- Insurers report that the number
ayear eartier claims-made policies increased to St Paul cut its rates after it real- fessional liability," Aetna's Mr Pe- and severity of claims are increas-
67 4% and 51 4% in 1979 (1,828 hos- ized it had overcharged hospitals corino said ing in Cahfornia, southern Florida,

The premium per bed statistics pitals and 188,615 beds) from 67 1% earlier, said Robert Nugent, vp for Media exposure of mcidences of Texas and New York, but at a slow-
in this survey can most effectively and 50 7% respectively, a year ear- underwriting for the New York hospital and physician malpractice er rate than before In the past,
be used to note trends in premiums her . ) . HosR/iltaI Assn 's Hospital Under- and particularly of astronomical these areas have been highly mal-
for various classifications from Physician experience in pre- writers Mutual Insurance Co settlements in California have practice conscious and the rest of
year to year Comparisons between miums paid and in severity and Commercial insurers don't over- made people in other parts of the the nation is now catching up The
types o f insurers (commercial number ormalfractice awards is a charge mtentionally, a spokesman country more malpractice con- biggest increases in severity and

vs state association-sponsored good predictor of hospital experi- for one company said They merely scious number of claims filed in 1979 are
vs multihospital system-owned) ence Pennsylvania Hospital Insur- project a continued escalation in "We have patients' relatives sit- in the South and the Intermoun-
aren't recommended because of ance Co presiden: Don Steffes claims and severity, which some- ting in hospital rooms with tape re- tam region

the wide variations m the risks m- noted that while his company has times doesn't materialize corders and chartmg everythmg Some major captives are also

sured and the variance in the limits reduced vates in the past six Last year. stabilizing claims ex- that goes on, looking for malprac- showing hefty award increases

of per-occurrence and aggregate months, paysician insurers in Col- perience and stiff competition led tice incidents," said Tony Zum- Multi-Hospital Mutual Insurance
S | Eire & Marine Insurance rgz%jgagggez%t‘!)/ raised their pre- some commercial insurers to re- bano, assistant manager of the Ltd, which represents 16,296 beds
: ° duce rates in some states claims management department of in 80 hospitals, estimates its aver-
Co, a commercial insurer writing Stiffcompetit_on held down hos- "In periods of heavy competi- Marsh & McLennan "That kmd of age payment per settled claim has
claims-made policies, is able to of- pital malp-actice ra.es in 1979 St tion, the normal tendency is to try Scrutiny is going to bring in more almost doubled in the past year to
fer such low premiums for primary Paul reported a 19 3% cut m per- to keep rates competitive even if it claims, but it remams to be seen if about $50,000 Hospital Corp of
coverage ($291 per bed) because It bed premiums and a 15% reduction means cuttmg them sometime," it wlll result m any more or any America's Parthenon Insurance
Insures mostly smaller hospitals in hospital gross premiums written said John Pecorino, manager of larger settlements " Co reports its average settlement
has increased 26% to $5,800
Large awards once limited to PHICO's average settlement is up

California, are starting to turn up in 6% to $10,700
other parts of the country Structured agreements are usu-

{\ {\ I ( ) Countersuits against attorneys ally used in settlements of more
K N S S C I Y a n d L U I SVI L L E and plaintiffs have reduced frivo- than $100,000 and are most effec-
lous claims, but they have also tive in settling claims involving
raised the -average amount of set- children The structured or annuity

are first lines of defense against spiraling insurance costs To call in the Hod claims settlement provides income for the
ARMI Assurex Risk Management Institute in these areas (or Withmflation running m double- plaintiff over a number o f years
elsewhere in more than 40 states and 16 foreign countries) call your digits, rapidly mcreasing severity Hospitals should be able to turn

of settlements is inevitable, says to their state-sponsored captives if
Steve Takahashi ofAmerican Med- commercial availability dries up
leal International's Denver Insur- again, captive officials believe

THE GILBERT-MAGILL COMPANY // NAHM. TURNER. VAUGHAA ance Co subsidiary However, unless hospital insuT-
911 Main Street and LANDRUM, INC During an inflation-recession pe- ance captives bolster their loss re-
riod, there's more of a tendency to serves, "three or four years from

Assurex International broker

Suite 2400 29th Floor

Kansas City, Missouri 64199 Eirst National Tower file a malpractlce claim |nsfcead of now, rr?'any of t.hem may.be in
816.474.3535 Louisville. Kentucky 40202 s_h_rugglnglt off, another captive of- obhvpn, says Richard F Biondi,
ouisvilie, kentucky ficial noted associate actuary and manager of
502-589-6070 "The more'publicity we see, the the commercial actuarial division
more claims we see," St Paul's of the Insurance Services Office m

Walt Marquis said "Before, in httle New York City
towns, people looked on a hospital Captives will have to be well re-
as their own and its employes as served to withstand the burst of
See our ad on page 6 their friends, but today they are de- claims filed on behal f of minors
mandIng a lot more accountability that will come in between 1982 and
from hospitals " 1984-seven years after the cap-

A Jury's attitude toward an tives began issuing claims-made
award is"to take money away from policies



Seminars combat malpractice problem

Crain News Service

CHICAGO-Insurance compa-
nies, brokers, consultants and at-
torneys are adding educational ser-
vices to their risk management
wares to avert another malpractice
premium crisis.

Brokers, consultants and insur-
ers are holding seminars at hospi-
tals to teach employes how to mini-
mize risk and reduce the number o f
claims.

Attorneys are teaching hospitals
to identify possible claims early so
measures can be taken to reduce
the amount ofmalpractice awards.
All stress better incident reporting
to reduce risk.

But the benefits of such pro-
grams can't be measured by fewer
claims or smaller awards.

"No one can say 'if you use our
services, we can save you X amount
in premiums or malpractice
claims,” remarked John Marek,

vp at Alexander & Alexander Inc.

HEW premium refund rates

m New York City:

The number of incidents re-
ported may increase and more
claims may be made after a hospi-
tal implements a good risk man-
agement program, said William
Storie, account executive for
health care services at Fred S.
James & Co. Inc. in Chicago. But
even more claims would be filed

without the program, he believes.

Brokers such as Fred S. James,
Alexander & Alexander and Marsh
& MclLennan Cos. Inc. in New
York City, along with consultants
like RIMCO Risk Management Inc.
in Dallas and Wyatt Co. in Chicago
are making hospital employes
more aware of liability and teach-
ing them to keep. accurate and
timely records.

Marsh & MclLennan trains em-
ployes in many areas of risk
management-from maintaining
the hospital and its equipment to
avoiding back injury.

Alexsis Risk Management Ser-
vices Inc. in Chicago, a subsidiary
ofAlexander & Alexander. teaches
nurses to keep comments objective
on patientcharts. "Subjective com-
ments can be incriminating;" said
Charles Milazzo, loss control man-
ager for hospitals.

All Risks Corp. in Winter Park,
Fla., encourages hospitals to assure
nurses they won't be fired if they
report an error--to remove any pu-
nitive fear.

The term medication error has
been changed to medication varia-
tion, vp Raymond E. Haines said.
The agency also has an IV docu-
mentation program so hospitals
can prove that I'VVs have been
checked hourly.

Some brokers and insurance
companies work with hospitals to
develop and implement standard
policies and procedures to protect
a facility from liability. Marsh &
McLennan, Alexander & Alexan-
der and St. Paul Risk Services, .a

iInvite big awards: Insurers

Crain News Service

CHICAGO-Hospitals won't vig-
orously fight malpractice claims
filed by Medicare and Medicaid pa-
tients if the reformulation of mal-
practice reimbursement rates by
HEW's Health Care Financing Ad-
ministration is allowed to stand, in-
dustry sources believe.

Officials ofinsurance companies
and captives operated by multihos-
pital systems and sponsored by
state hospital associations think
the new HCFA formula encourages
hospitals to maximize malpractice
awards to Medicare and Medicaid
patients.

Insurers contend the new rules

will increase hospitals' administra-
tive costs but are divided on
whether the payment method will
affect the federal government's
share of premium payments.

In July, HCFA began reimburs-
ing hospitals for malpractice pre-
miums in proportion to the ratio of
dollars awarded to Medicare and
Medicaid beneficiaries to all mal-
practice award recipients. The hos-
pital industry is contesting the rul-
ing in court, contending the new
formula doesn't take into account
the administrative cost of an insur-
ance program for the cost of de-
fending against doubtful claims.

Even if the share of premiums
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paid Medicare/Medicaid patients
ends up the same under the new
formula, hospitals will still lose
money because of the increased
cost of record-keeping required by
the new reimbursement formula,
said Robert Van Hauer, risk man-
ager for Health Central Insurance
Co. in Minneapolis.

The only person who is likely to
come oOut ahead is the
Medicare/Medicaid patient who
files a malpractice claim, hospital
insurers believe.

"It's foolishness to go out and
fight a Medicare or Medicaid claim
under this reimbursement sys-
tem," said a spokesman for Multi-
Hospital Mutual Insurance Ltd. in
Hamilton, Bermuda.

Instead, hospitals will try to shift
as much of the malpractice insur-
ance cost as possible to general lia-
bility insurance cost reports. Gen-
eral liability insurance costs are
still reimbursed under the old
method in which HCFA pays the
premium in proportion to
Medicare/Medicaid use of all pa-
tient services. Under the general li-
ability formula, hospitals can im-
prove their financial position by
defending against doubtful claims
by Medicare/Medicaid patients.

Another strategy hospitals might
employ to maximize federal reim-
bursement would be to settle all
Medicare claims quickly on a
lump-sum payment basis while
dragging out and structuring all
other settlements. This would arti-
ficially inflate the Medicare portion
of a year's payout and, as a result,
increase the federal government's
portion of the malpractice insur-
ance premium.

If Blue Cross develops the same
reimbursement policy, there will
be "a substantial amount of mal-
practice insurance cost not being
paid by anyone,"” warned Jacque
Sammet, president of the Michigan
Hospital Assn. Mutual Insurance
Co. Most of that unpaid Medicare/
Medicaid cost will have to be ab-
sorbed by private paying patients,
said Robert Reeves, president of
Hospital Corp. of America's
Parthenon Insurance Co. subsidi-
ary.

The new HCFA formula discour-
ages hospitals from self-insuring.
Self-insurance iNncreases a
hospital's exposure, yet the new
formula doesn't fund administra-
tive and defense expenses-major
costs in limiting a self-insured

hospital's exposure. -

Insurers are

offering more

risk management
services to keep
hospital malpractice
premiums down.

subsidiary of St. Paul Fire & Ma-
rine Insurance Co., send out con-
sultants to observe procedures in
operating and emergency rooms
and make suggestions for stan-
dardization, which helps limit risk.
"We can't judge medical compe-
tence,” said Mr. Storie of Fred S.
James, "but we can make sure the
checks and balances are there.”

Insurance companies are offer-
ing more risk management ser-
vices to keep premiums down and
compete with the ever-increasing
number of self-insurance pro-
grams set up for hospitals. But
most of them lag behind brokers
and consultants in the extent of
their programs, Mr. Storie said.

Severalinsurance companies are
providing a nurse and a loss-
control consultant to audit hospi-
tals and suggest ways to reduce
risk, he said. Before, insurers pro-
vided insurance only on the basis
of a walk-through inspection.

Aetna Life & Casualty Co. in
Hartford, Conn., however, has a

compulsory risk management pro-

gram for all hospitals it insures.
The insurer performs a liability au-
dit of a hospital and tailors its edu-
cational sessions to address vulner-.
able areas. Seminars also. "make
hospitals aware of common liabil-
ity problems before they become
theirs," said D. John Pecorino,

manager of professional liability
loss control and education.

Aetna is considering expanding
its educational services and offer-
ing them to hospitals it doesn't in-
sure. The company is selling semi-
nars on a limited basis through its
Aetna Tech program.

Attorneys, too, are offering edu-
cational programs to show hospi-
tals how to identify potential
claims, because the sooner they're
resolved the more. money a hospi-
tal saves. Law firms are teaching
hospital risk managers how to han-
dle less significant potential claims
and to defer the more serious ones
To attoormeys_. -
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Prompt reports shield
against false claims

By DONNA LEIGH VANISH

Crain News Service

BALTIMORE-Hospital staffs
are becoming more aware of the
need to report incidents as admin-
istrators examine problem areas
and establish loss prevention pro-
grams.

Hospital risk managers agree the
dollar volume of malpractice
claims will continue to escalate
over the next three years. But
when incidents are reported and
investigated immediately, a hospi-
tal can save millions by shielding
itself with the facts against un-
founded claims.

Reported incidents increased
700% to about 700 a month after a
program was initiated two years
ago at Johns Hopkins Hospital in
Baltimore, said Lois Bittle, admin-
istrator o f the pro fessional liability
and risk prevention program.

"After repeated education ses-
sions physicians are now reporting
problems," she said. "But constant
education is especially important
to keep up the level of awareness."

The number of occurrences re-
ported may depend on how a facil-
ity defines "incident," Methodist
Hospital in Houston broadly de-
fines it as "any activity out of the
ordinary," says Roger Akey, direc-
tor of risk management. "We
would rather be deluged with all
kinds of information than miss
things that could be potential
claims," he explained.

Mr. Akey receives reports on ev-
erything from spoiled food that
never reaches the public to staffing
problems. By "overreporting,”
Methodist avoids having unquali-
fied people making decisions
about what may be potential prob-
lems, he said.

Risk managers stress the impor-
tance of speed in reporting inci-
dents. A shift shouldn't end until
an incident report is filed after an
occurrence, Mr. Akey believes.

. "Under no circumstance should an

incident be reported later than 24
hours" after itsoccurrence, hesaid.

Property - Casualty

e

Armed with facts

"After repeated education
sessions physicians are
now reporting problems,"
says Lois Bittle of Johns
Hopkins Hospital.

One area of Methodist's facility has
a large number of incidents be-
causeofthenatureofthetreatment
and staff members personally
bring over incident reports twice a
day, Mr. Akey explained.

Professional Risk Management
Inc., a Los Angeles-based consult-
ing firm, strongly recommends
that its clients report incidents as
soon as possible, says Niles F. Ha-
ton, vp-claims. Some surgeons will
stabilize a patient's condition after
an incident occurs during surgery,
make a call to report the occur-
renee and then rescrub to complete
the operation, he said.

"The extent to which you have
incident reporting depends on
what you do with the reports," says
Gregg C. Waddill, assistant admin-
istrator and counsel for St. Luke's
Episcopal and Texas Children's
Hospitals in Houston.

Hospital Corp. of America in
Nashville has developed a
computer-based incident analysis
program. Maurice J. Castille, vp-
loss prevention for HCA's
Parthenon Insurance subsidiary,
said all of HCA's hospitals use a
common reporting form and infor-
mation put into code and fed into
the loss control data analysis cen-

ter.

Parthenon looks for trends in
type ofincident, degree of severity,
location, age and sex of patient and
shift during which the incident oc-
curred, Mr. Castille said. "Each
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hospital's risk manager should in-
terpret risk findings to take care of
any trends," he said.

In later years, consistently high
numbers of similar incidents sug-
gest nothing has been done. This is
an important aspect of loss preven-
tion, he added.

Hospital risk managers agree
that a small percentage ofreported
incidents are potential claims.
Only about 5% of Methodist
Hospital's incident reports are po-
tential claims, Mr. Akey estimated.
The potential claimant is then in-
terviewed by someone who can get
the facts without alarming the pa-
tient, he said.

Although more claims are being
filed, even more would be brought
if risk managers weren't becoming
more aggressive against "nuisance
claims,” administrators agree.
Such claims are filed in the hope
that hospitals will pay a settlement
to avoid litigation when, in fact, no
injury has occurred. "If we
botched it, we'll pay,” Mr. Waddill
said, "but there is no more easy
money at St. Luke's."

A hospital must control claims
handling and be assertive in deal-
ing with the insurance company,
he said. "Frankly, the interest of
the insurance company may be dif-
ferent from the interest of the hos-
pital,"” he added. Insurers make

more money when they process a
claim.

When St. Luke's former insur-
ance company wanted to begin in-
vestigating a potential claim, the
hospital stopped it and the ease
died for lack of litigation. The facil-
ity developed a self-insurance pro-
gram three years ago.

How the payment is made de-
pends on the amount of the settle-
ment, risk managers agree. A small
settlement for a sprained ankle, for
example, would be paid in a lump
sum, Mr. Haton said. But it would
be to the advantage o f both the in-
surer and the injured party to pay a
multimillion dollar jury verdict
with a periodic payment, he ex-
plained.

If an insurer is aware that the set-
tlement may be large, it may try to
reach a reasonable settlement fig-
ure and set up a payment structure
long before going to trial, he said.

Arbitration doesn't appear to
have caught on as a settlement tool
outside of the states in which it is
mandated. "In the state of Califor-
nia, arbitration is almost as costly
as litigation," Mr. Haton said. -

H&VV division

H&W Insurance Services, national
excess/surplus lines broker, has
formed a new commercial proper-
ties division and has named Wayne
Barber, formerly manager of
H&W's Los Angeles branch, to
manage it. The new division, loca-
ted at H&W's Encino, Calif., home
office, will be exclusively devoted
to production and development of
commercial property business.
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Mich. governor offers work comp bill

By MARY ELLEN McKEE

LANSING-INn an attempt to
strong-arm the Michigan task force
on workers compensation back
into negotiations, Gov. Robert Mil-
liken has submitted a reform bill of
his own.

The governor's bill is an abbre-
viated version of the bill the bipar-
tisan task force had hoped to de-
liver to the legislature before it re-
cessed for the holidays. Instead of
addressing the 16 problem areas
the task force has been trying to
wrestle with, the governor's ver-
sion covers only a few problem
areas (BI, Sept. 17, Dec. 10).

The 16-member task force, con-
sisting of 10 legislators-three
Democrats and two Republicans
from each house-and six non-
voting advisers representing busi-
ness and labor groups, has tried un-
successfully for six months to com-
promise on disputes over cost-of-
living adjustments, coordination of
benefits, definition of disability
and benefits for heart conditions
and mental illness.

So far, the group has only agreed
the maximum weekly benefit
should be calculated based on
100% of the state average weekly
wage and that weekly benefits for
part-time workers should not be
calculated the same way as bene-
fits for full-time employes are
calculated.

"What the governor is trying to
do is nudge the task force to move

along,” said a state official. "He's
trying to help them bridge the dis-
appointment of not getting a re-
form package through this year by
providing them with a solid
groundwork which they can work
from in the coming year."

The governor's bill raisesthe av-
erage weekly wage on which bene-
fits are based to nearly $300 from
the current $186 a week for a family
with five dependents.

Weekly benefits for part-time
employes who work less than 25
hours a week will not be calculated
the same as full-time employes un-
der the bill. "We're trying to bring
the compensation levels to some-
thing that is commensurate with a
weekly workload. It's rather unfair
for a person earning approximately
$5 to $10 a week to be able to bring
in a compensation payment,” ex-
plained Patrick Babcock, director
of the Michigan labor department.

The bill also provides a cost-of-
living adjustment for persons on
long-term disability for more than
one year; reduces the workers
compensation benefitby Social Se-
curity and pension payments;
eliminates payments to retirees,
and requires that payments for
heart conditions and mental ililness
be considered on an individual ba-
sis without relying on court deci-
sions.

To prevent stale claims from go-
ing through the system, the statute
of limitations is much more rigid

under the governor's bill.

"The governor's bill is definitely
a compromise," admitted Mr. Bab-
cock ofthe labor department. "But
at this point we're open to any-
thing.”

Workers compensation insur-
ance rates in Michigan rose close to
16% in 1979, on top of a 25% in-
crease last year. In 1973, employers
paid $488 miillion in insurance pre-
miums and benefits for workers
compensation. This year the total
is expected to top $1 billion.

The task force has been anx-
iously waiting for the governor to
intervene in the negotiations and
move things along, says a Republi-
can lawmaker serving on the task
force.

"In the past two months the leg-
islative task force has met four
times and resolved nothing," said
Dennis Terrell, an AFL-CIO lob-
byist and a non-voting member of
the task force.

"A group which started out with
such optimism and willingness to
compromise has quite predictably
turned into an unyielding group,”
noted Mr. Babcock ofthe labor de-
partment. "Some would say that is
just the nature of resolving prob-
lems when business and labor have
such divergent viewpoints."

As far back as 1974, a committee
of business and labor leaders was
appointed by Gov. Milliken to de-

velop a new bill, only to report ob-
stacles were "insurmountable.”

Couple sues nuclear plant
for stillbirth of daughter

HARRISBURG, Pa-A couple
here has filed a $20,000 suit against
the owners and operators of the
Three Mile Island nuclear plant,
charging the March 28 accident
there was responsible for the still-
birth of their daughter five months
later.

The suit, filed in late December
in U.S. district court here, is the
first such action alleging actual

physical damages as a result of the
nation's worst commercial nuclear

accident.

Previous liability suits, which
have been consolidated in a class-
action suit demanding $560 million
in damages, seek damages for po-
tential health danger posed by the
release of radiation, costs involved
in evacuating the area and "mental
trauma" caused by the stress of the

accident.

At a December press conference
coordinated by a Philadelphia pub-
lie relations firm, Edward and
Perri Klick said they lived three
miles from the crippled plant and
that Mrs. Klick was four months
pregnant at the time of the acci-
dent. The release ofthe radioactive
gases from the plant endangered
the life of their child, the Klicks
said.

Mrs. Klick told reporters that
doctors had done an autopsy after
the stillbirth, but she said they
didn't find a cause of death.

"Everything within the child was
normal, but it all stopped at once,”
she said.

But the Klicks acknowledged
the autopsy had also not uncov-
ered any specific signs of radiation
dannage.

The suit asks $20,000 in compen-
satory and punitive damages from
Metropolitan Edison, operator of
the plant; General Public Utilities,
Met Ed's corporate parent, and
Babcock & Wilcox, the plant's de-
signer.

Besides alleging that the three
should be responsible for any dam-
age caused by the accident, the suit

charges that Metropolitan Edison
was negligent in not informing
area residents quickly enough of
the potential danger.

Mrs. Klick said she called the
plant the night of the accident and
was told she had nothing to worry
about. Two days later the state's

governor recommended that all

pregnant women and young chil-
dren within a five mile radius ofthe

plant be evacuated because they
could be the most susceptible to
the leaking radiation.

Noneofthedefendentswouldre-

spond to the charges. -

But the director oflabor believes
Michigan this time around should
have been different.

"Both labor and business are
well aware that economically the
state will not survive the next five
vears under the present workers
compensation system,” Mr. Bab-
cock explained.

A Republican lawmaker on the
task force doubts that modifica-
tions the task force will inevitably
make in the governor's workers
compensation bill will end up
pleasing anyone.

"That poses a problem since il's
unlikely the legislation can pass
without all-out support,” he said.-
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Piracy, fraud rob marine insurers

Continued from page 1
terranean have occurred on goods
destined for Saudi Arabia. The
problem has reached the point
where the Saudi government in-
structs vendors not to ship on ves-
sels calling on Lebanon, Mr.
Englisch noted.

Although most of the fraudulent

insurance claims have been on
cargo losses, the hull markets have
not escaped unscathed. The FE RIT
investigation cited 23 suspicious
ship losses since 1977, 16 of which
it attributed to scuttling.

Most of the hull losses were on
"rust buckets'-old ships of 1-ttle
insurance value, said a Lloyd's

spokesman.

Which markets will ultimately
bear the cost of suspicious marine
claims has not been determined.
"It's very difficult to break down
where (the insurance) is," said the
spokesman for the London marine
insurance market. "The Far East

markets were badly hit. buta lot of

Lloyd's delays paying
shipping claims: Banker

By JOHN H. MILLER

LONDON-Slow payment of
shipping claims by London marine
underwriters and brokers is driv-
ing business to other marine mar-
kets, says a banker.

Many shipowners are moving
their risks to other markets in pro-
test against slow claim payment,
banking expert Edward L. Harris,
vp of Continental lllinois National
Bank's international shipping divi-
sion, told a major London confer-

Brokers were especially singled
out by another speaker for delay-
ing claim settlements.

Phil Froude, claims manager for
the big Janson Green marine syn-
dicates, said, "Brokers at l.loyd's of-
ten send around 10 files at a time

because their staffs aren't as good

as they used to be and don't wantto
queueup with justtwo files intneir
hands.

"I'm now telling brckers I'll only
deal with four files a: a time," he
said. "Some of the files are more
than four months overdue. So
some brokers are creating a great
backlog of claims all at one time."

But a leading London marine
underwriter, John Oliver, denies
claims are paid too slowly.

"Mr. Harris is quite wrong w hen
he complains that paymen:s on
shipping losses, especially big
ones, are being held up in London
markets. We feel we re better in
this respect than other insurance
markets,"” he told Bluiness In:ur-
ance.

Indeed, some marine experts
here complain that foreign markets
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are paying losses too quickly, even
before salvage and loss adjusting
inquiries are coml;leted, in crder to
build up competitive portfc lios.

Lloyd's marine syndicates take
in more than $1 5 billion annually
and for years have claimed to be
the leading shipping insurers. Lon-
don marine insurance companies
take in another $1 billion in pre-
miums.

Addressing delegates from more
shan 20 countries gathered by
Lloyd's to examine insurance as-
pects o f shipping finan ze, Mr.
Harris of Continental lllinois said,
"The extreme slowness cf claim
payments by the London market is
she cause of significant problems
:othe shipowning industry and its
banks. Deliberate prevarication is
sometimes involved.

"The London market ccmpares
highly unfavorably with the Scan-
dinavian, Germ an and some Far
Eastern markets, where ourexperi-
ence has been significantly better
than in London.

" Ship financing institutions,
which have at least $70 bilion in-
vested in the world's shipping in-
dustry, are naturally very con-
eernei A numbe. of shipowners
are moving their business away to
places like Japan, Germany, the
Far East and other European mar-
-reis."”

For many ships now insured at
Lloyd's or elsewhere, a financialin-
stitution has put up 50% tc 30% of
the funds, Mr. Harris said. So the
financier has a larger interest than
the shipowner and must foous at-
tention more clearly on marine in-

"Banks are now earrying out bet-
ter pclicing on policies for mort-
gaged ships," Mr. Harris said.

Marine brokers were also criti-
cized for holding premiums

Atlantic Marir-e Insurance Co.,
taking in $8 million a year on rein-
surance treaties, has warned Lon-
don brokers that the dela> s in re-
ceiving premiums are so 1cng that
it may refuse London business. a

.business

msurance

a pubucation of Crain Communications Inc.
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that has probably come back to
London as reinsurance. Some rein-
surance is probably in Italy and In-

dia.”

Data bank

Lloyd's has not analyzed the ex-
tent of its losses, its spokesman
said.

But the FERIT investigation led
to establishment in HongKong ofa
data bank so insurers can compile
and exchange information on
fraud suspects.

Until recently insurance losses
from marine fraud had gone rela-
tively unchecked. "Once a claim
has been settled, it's most unusual
and very rare for the underwriter to
seek recovery for possible fraud,”
said the Salvage Assn.'s Mr. Ho-
ward. Police action is usually the
only way to recover fraudulent set-
tlements.

Part of the problem is that sev-
eral insurers are hit for cargo
claims when a ship is lost and, typi-
cally, when one market pays a
claim, the other underwriters tend
to follow suit.

Insurers also must balance their
concern over possible fraud
against the valid claim of a shipper
who has been the victim of a perpe-
trated fraud, said INA's Mr.
Englisch. Often, claims are

brought by shippers whose cargo
was illegally diverted and sold by
unethical ship owners.

"You don't want to delay pay-
ment to an insured with a valid
loss,"” Mr. Englisch said. The ship-
per is also buying insurance
against fraud, he added.

Close cooperation

Where fraud is suspected, INA
will act unilaterally or with other
insurers to investigate, Mr.
Englisch said. But sometimes the
shipper's claim is paid and the in-
surer seeks recovery from the ship
owner or party believed responsi-
ble for the fraud.

In the aftermath of the FERIT in-
vestigation, insurers are working
closer with banks and police in
tracking down fraud perpetrators.
They are also improving their
claims investigation and being"ex-

tremely careful underwriters," ac-
cording to the spokesman for the
London marine insurance market.

INA encourages marine clients
to use ocean carriers ofgood repute
and avoid shipping at cheaper
rates, Mr. Englisch said. The in-
surer often investigates ship com-
panies, but occasionally cargoes in
other parts of the world are placed
aboard ships before action can be
taken, he added. -

Lloyd's will increase
deposit requirements

LONDON-Deposit levels at
Lloyd's will be hiked dramatically
in 1980 to ensure great safety for
insurance claims in the next five
years while other changes may be
in the works as Peter Green takes
over as Lloyd's chairman for 1980.

Members' own deposit require-
ments, which already consist of
$900 million in securities on their
books, will be boosted gradually to
at least $2 billion to provide for fu-
ture market expansion. Lloyd's
now has reserve funds of more
than $8 billion, of which U.S. and
Canadian trust funds represent $5
billion.

Membership will rise only 6.5%
to 18,400 for 1980, compared with
22% last year, and there are plans to
make new members invest even
more in Lloyd's. At present, syndi-
cates normally can write up to 10
times the amount of securities de-
posited by their members.

The increase in deposit require-
ments will enable Lloyd's to fight
o ff any competition from the U.S.,
which provides 60% of its non-
marine business, or close to $2 bil-
lion a year. "We're going to get a lot
of competition from the U.S. mar-
ket and it's going to be very in-
tense. After all, there's already a lot
of competition within the U.S.
market-l should say it's not just
red-hot, but more like white-hot by
now," Mr. Green told Business In-

surance.

He expects major changes in
Lloyd's structure will be recom-
mended in 1980 by a committee un-
der Sir Henry Fisher that has been
looking into Lloyd's disciplinary
powers.

"Our disciplinary powers are ar-
chaic and tedious, and there's cer-
tainly room for change," he agreed.
"l expect the report from the
Fisher committee will go before
the committee of Lloyd's in the
spring.

"It may be a U.K. Act of Parlia-
ment will be necessary to make
some of the changes, as Lloyd's
operates under several acts going
back to 1871. But this can be done
without undue difficulty as time
can be granted by Parliamentto re-

"We're going to get a lot of com-
petition from the U.S. market,"
says Peter Green of Lloyd's.

view any needs of this kind, since
Lloyd's is so important to the Brit-
ish insurance industry."

As a director and stockholder in
the Hogg Robinson broking and
underwriting agency group, Mr.
Green called for a clarification of
rules regarding broker/under-
writer links (BIl, Nov. 26).

"It might be a good idea to clarify
the boundaries between these two
sides of insurance, but to my mind
it's totally unreasonable to say no
active broker at Lloyd's should be
a member of an underwriting syn-
dicate,” he said.

"l would like to see the rules bet-
ter defined. Maybe you might say
that brokers should not be direc-
tors of underwriting agencies or
that underwriters should not be di-
rectors of active broking compa-
nies. But you can't undo the past
and say that brokers should never
own shares in an underwriting
agency, or the reverse."

Standards of behavior at
Lloyd's will be another concern.

"When so much business is done
by word of mouth at Lloyd's we
need the highest possible stan-
dards and | hope people will con-
tinue to trust each other as they
have done for many years past
when they deal with Lloyd's," Mr.
Green said. "Most brokers and un-
derwriters have good relation-
ships, and | find that most prob-

lems can be solved amicably when
they meet each other.”™ -
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N.Y. counties start self-funding...

By MARY ANN MATLOCK

NEVWW YORK-Three New York
counties rang in the new year
promising to save taxpayers
money with self-insured workers
compensation programs.

Dutchess County expects to save
about $150,000 based on a pre-
mium estimate of $450,000 in the
commercial market for 1980, says

Roger Slotkin, president of Lovell
Self Insurance Services Inc. in
New York.

Mr. Slotkin, whose firm also han-
dles the Putnam County program,
said that county expects to save

while

By MARY ANN MATLOCK

TALLAHASSEE, Fla.-Esti-
mating savings at more than $1 mil-
lion per year, 23 community col-
leges in this state are embarking on
a self-insurance program for
workers compensation and general
liability starting Feb. 1.

The colleges will also purchase
property insurance as a group
through a commercial insurer
since state law prohibits self-
insurance of property risks, ac-
cording to Dr. Lee Henderson, di-
rector of the community colleges
division of the department of edu-
cation.

"Even with building up the re-
serve fund, the cost is 50% to 60%
what we would pay for commercial
insurance,"” said Dr. Henderson. "It

$80,000 to $120,000 based on a com-
mercial premium of $200,000.

In Schenectady County, savings
of $100,000 to $150,000 are antici-
pated based on a premium of
$462,000 said A. Albert Shapiro,
county finance commissioner.

The loss ratios for Dutchess and
Putnam counties ranged from 35%
to 50% of premium in the past, Mr.
Slotkin said, "indicating there is
still a need to come up with alter-
nate methods of purchasing re-
quired coverage.”

The self-insurance funds will be

"treated just like an insurance

company" with standard reserving
practices being followed for the life
of the programs, he said.

In addition to administration,
Lovell Self Insurance will conduct
safety workshops and seminars for
county employes and inspect
buildings for safety factors.

These loss prevention efforts,
Mr. Slotkin said, should further re-
duce the costs ofworkers compen-
sation. "The whole approach is
from a prevention standpoint,” he
said.

Philip Amodeo, commissioner o f
finance for Dutchess County, said
a limited market and rising pre-

mium costs prompted construe-
tion ofthe self-insurance program.
About 1,500 county workerswill be
covered by the new program,
which carries self-insured reten-
tion levels of $250,000 per oc-
curence and $750,000 aggregate.

John Duffy, commissioner of fi-
nance for Putnam County, said,
"We feel we can save money by

self-insuring. The program will
have a beneficial effect on the

county workforce. The county will

stress safety more than it has in the
past.”
About 500 county employes are

Fla. colleges form a poo 1

looks almost too good to be true.”

Total cost of the program for the
first year is estimated at $1.4 mil-
lion; commercial insurance for the
same would cost about $2.8 mil-
lion, according to Lester
Brookner, vp of business affairs at
Miami-Dade Community College.

A $1 million reserve fund will be
established and $400,000 will be
put toward claims service and rein-
surance, said Mr. Brookner. Each
college will pay a pro rata share of
these expenses.

Community college losses have
been 23% of premiums paid in
1976-77 and 19% in 1977-78, accord-
ing to a recent study. "It looked
like there would be substantial sav-

ings to self-insurer,"” said Mr.
Brookner.

Based on loss experiences, Mr.
Brookner said the colleges expect
to pay out $400,000 of the $1 million
reserve fund the first year.

-Miami-Dade Community Col-
lege has self-insured liability losses
for two-and-a-half years and
workers compensation for five

years.

Under the new program, there is
a $150,000 deductible per occur-
renee, with excess insurance cov-
ering the colleges up to $5 million.

State law limits the colleges' lia-
bility to $50,000 per person and
$100,000 per occurrence, but the
colleges are buying more protec-
tion against higher judgments.

Currently, 23 of the 28 commu-
nity colleges in the state of Flor-
ida are committed to this self-

Lawyers set up program
to analyze their losses

By RHONDA L. RUNDLE

CHICAGO-Like other industry
groups and professionals seeking
adequate information about risks,
lawsuits and liability losses, the
nation's lawyers are setting up
their own data collection system.

The growth of legal malpractice
exposures and the skyrocketing
costs oflawyers' liability insurance
are prompting the American Bar
Assn. to fund and sponsor a four- to
five-year project designed to col-
lect, analyze and publish claims in-
formation submitted by 28 insurers
currently underwriting lawyers'
professional liability insurance in
the U.S.

The ABA has been unable to as-
sess, for example, how many attor-
neys carry pro fessionalliability in-
surance, what mistakes commonly
prompt suits against lawyers or
which legal specialties pose the
biggest risks for underwriters.

A six-month tryout from January
through June will test the collec-
tion system and uniform cause of
loss code devised by the ABA's
special committee on lawyers' pro-
fessional liability. After a brief in-
terval for critique and review, the
data center will go on-line in the
fourth quarter of 1980, reports
John W. Pompelli, ABA staff di-
rector.

A package of report forms and
claims code
mailed to each insurer late last
month. The ABA is counting on
90% to 95% insurer cooperation.

The data center's annual operat-
ing budget is expected to run be-
tween $200,000 and $225,000 based
on an estimated 14,000 submitted
claims, Mr. Pompelli said. Seed
money of $70,000 for the pilot pro-
ject will "probably come from the
ABA," he says, although the asso-
ciation hopes for help from attor-
neys' captive insurance companies

information was

in five states. The ABA also has
"tentative agreements” from some
insurers to kick in a small percent-
ageofpaidpremiumsoncethedata
center is rolling, he said. No firm
decisions have been reached re-
garding funding.

There are approximately 20
questions on the claim report form,
including type of legal activity,
type of alleged legal error, number
of years since the policyholder was
admitted into practice as a lawyer
and the judgment paid. The form
will be filed twice-once just after
the claim is opened and again after
it is closed.

Attorneys and state bar associa-
tions around the country seek mal-
practice claims information to pin-
point which legal errors most often
lead to litigation. Once such data is
developed, lawyers hope to correct
their errors and to reduce the fre-
quency of malpractice suits and
the cost o f insurance.

"The legal profession has be-
come a whole new ballgame in the

past five years," observed David
Peshkin, an lowa attorney on the
ABA's special committee. Adver-
tising, gaining acceptance as an
ethical legal practice, combined with
increased specialization are creat-
ing more of a need to know their
implications on legal malpractice
risks and liability insurance.

"It's reasonable to assume that
insurers might want to use the data
to refine underwriting rates," ob-
serves Leo Gilmartin, senior vp of
American Home Assurance Co. To-
day, premium rates are rarely
based upon a lawyer's professional
classification. This could change,
he thinks, as more attorneys spe-
cialize, standards are established
within the legal profession and loss
data, broken down by specializa-
tion, becomes available.

Although the loss data center is
expected to develop better num-

bers, "we figure that approximate-
ly 70% of attorneys in private
practice carry some liability cover-
age,"” Mr. Gilmartin says. "Within
ourcompany 25% to 30% of alllegal
malpractice claims are for missing
appeal deadlines and statutes of
limitation.” Securities attorneys
are surcharged for coverage and
"we have a separate program for
patent attorneys,"” he adds.

The ABA will retain professional
personnel to conduct the pilot pro-
gram, including a systems pro-
grammer and technical clerks. To
keep costs down, the group in-
tends to hire demographics gradu-
ate students in the Chicago area.

Although availability oflawyers’
malpractice insurance has impro-
ved within the past couple years,
Mr. Pompelli says there has been
no cooling of enthusiasm for the
data cenmnter . -

insurance program. Only a month
ago, that number of colleges was
19.

"If they (community colleges)
don't join now, | think they'll join
by the end o fthe year,"” Dr. Hender-
son said.

The group is now in the process
of hiring a broker to provide risk
management services under the
fiscal administration of Miami-
Dade college.

Dr. Henderson said the self-
insuring concept has been tossed
around for the past eight or nine
vears.

Legislation that would have al-
lowed the self-insurance program
to include property insurance was
not passed in the 1978 and 1979 ses-
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covered under the program, which
carries self-insured retentions of
$200,000 per occurrence and
$400,000 aggregate.

Mr. Shapiro said that in the past
three years, Schenectady County
had a loss ratio of less than 65% of
premium. "l couldn't see coming
up with that (35%) for administra-
tion," he said. About 1,300 workers
are covered under the program,

which has self-insured retentions
of $250,000 per occurrence and
$450,000 aggregate.

During the first year of opera-
tion, $450,000 will be paid into the
reserve fund, Mr. Shapiro said.
A.W. Lawrence & Co. of Schenec-
tady will administer the insurance
and conduct a safety program simi-
lar to the one described by Mr.
Slotkin.

Allthree counties have excess in-
surance of $3 miillion for each oc-
currence and $1 million aggregate.

Spokesmen for all counties in-
volved said that if the new pro-
grams succeed they may be ex-
panded to include other types of
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United Brands names Davan risk exec

Michael P. Davan, 33, has been
named director of risk manage-
ment at United Brands Co m New
York He replaces Donald L.
Schoenewolf, who left the com-
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CIaSSified advertiSing BENNETT & BENNETT

SUBROGATION
ATTORNEYS

RATES AND CLOSING TIME: $350 per line,minimum charge $17 50. Cash A";';”‘F’ife”gg‘;iac? Ef:g'lj‘lf

wlth order Figure allcap hnes (maxmnum—two)30 Ietters and spaces per Investigation and Adjustmeynt

line, upper and lower case 40 per line Add two lines for bor number World Wide Associates

Rephes are forwarded daily. Closing deadhne Copy in written form In Cable-Subro

Chicago ofice not taterthan noon, Fri(icq/,10 days preceding publication 769 Northfield Avenue

date Pubhshed every other Mondny Dzsptay classiAed takes card rate of West Orange, New Jersey 07052

$41 00 per column inch, and card discounts on size and frequency Mail

ads to Business Insurance, classified advertls:ng dept, 740 N. Rush St.,

Chicago, Ithnots 60611. Call (312) 649-5239 foT more information

EUROPEAN
RISK MANAGER

Belgian Risk Manager seeks in-
ternational opportunity. 21 years
expenence with Industrial insur-
ance/self-funding/loss preven-
tion and claims handling for

jumbo risks in Europe and the
Middle East.

NEW YORK
INSURANCE

A major European insurance
broker has engaged us to
conduct an acquisition
search for a P&C Broker
with commission income be-
tween $500,000-$2,000,000
and management willing to
remain. For details contact:

Box 292, BUSINESS INSURANCE
740 Rush St., Chicago, Ill. 60611

International

(201) 325-0033

Investors
International
170 Broadway

New York, N.Y. 10038

POSITIONS WANTED HELP WANTED

AVAILABLE: SR. CAS UNDERWRITER CLAIM ADJUSTERS CASSETTES
Presently in top 25 co seek |nteresthg 1.00 WI|| bring a C-30 Leaderless cassette,

fqosmon in multinational operation 25Y% LaCbe ed ] ?n oth S|ded éoty(?u folri E)estmgt
V. tives. re. Complete pricing and details will be sen
@ ?Ar?éé:ggczi %{%’:&E{‘ﬁe Fz%cf'% wnthpthe sgmplg Write. Best Cassettes, CARE E RS
Laurel, Ma yﬁ’and 20811 522 East 162 St. South Holland. 1l 60473
or call 312/333-3800
WATER MARINE UNDERWRITER 80

HELP WANTED
National Broker has immediate opening for

senior Blue Water Marine Underwriter
Minimum 20 years experience Requires
expertise in Hull, P and |. ship Builders/
PROFESSIONAL Iq Repairers/Wharfingers and Charterers Lia.
SERV|CE FOR bilittes, Bumbershoots. Oeean Cargo and

Marine Treaties. all international markets,
RISK MANAGEMENT along with sufficient administrative knowl-
EXECUTIVES

RISK MANAGER

Benefili;

Account Executive
Senior IGP Associate

John Hancock's International Group Department currently has

Southwestern multifaceted
corp-, solid and growing
through acquisition. Take-
over R/M & E/B report to
President. $40,000
RISK MANAGER
Northeastern utility firm of-
fers opportunity combining
prime living location and
problem free dept. $30,000

edge. production and account servicing
experience to oversee and develop marine
department Salary $35,000 per year Call
Many Outstanding Fred S James 305 764-7700

Candidates & Positions for:
RISK MANAGERS

and Assistants

SAFETY MANAGERS

SALES-NEW JERSEY
National broker needs P/C professional
with mgmt potential for No N J. office.
Salary plus car plus bonus
J S Kemper & Co. 374 Millburn Ave
Millburn, N J 0704 1-Attn Mr Dauphinee

ASST. INSURANCE MGR.
International leader In their

and Assistants
EMPLOYEE BENEFITS MGRS
and Assistants

CORPORATE CAREER ENTRY
CAPTIVE TECHNICIANS
RESUME CONSULTATION 1

Call, COLLECT:
Marty Hodes, ARM

(212) 262-2600

WALL PERSONNEL
ASSOCIATES, INC
170 Broadway
New York. N.Y. 10038

Your Ad Here

Will Get

Results

RISK MANAGEMENT POSITIONS
Risk Mgr ilinn BOOMM Int 1 flrm
needs good prop/eas person
It'd se,f ins spec-start up and run
nat | prog for Fortune 500 to 50-601
RM enal subn NY area expd well
estab firm needs 2 ind Jr & Sr
fire/eas exp 15 2014
Risk Mgmt ensit Pittsburgh expd
firm needs fire/cas exp ind or
Claims 20 3611
JOHN HUTTNER 212-732-3110
daild j hollinger associates ine
150 broad,ay New York XY 10038

industry. Solid career ad-

vancing opportunity to learn

and advance among the top

levels. U S. and foreign expr.

with emphasis on casualty
and contracts desired.

$28,000

Call or mail two resumes

Donald Delaney

RISK & BENEFIT RECRUITERS

3131 Turtle Creek, Suite 222
Dallas, Texas 75219
214-559-3820

RISK MANAGER

Diversified multi-plant, metal ma,ufacturing. and distributing
company is seeking a qualified lid,vidual to assume respon-
s,bmties of Résk Manager at its No- thwestern Suburban Chicago

ekecutive offi

Full responsibility for planning. developing. and managing/
property/casualty insurance, emplcyee benefits and self-insured

programs

ree m Business required, with studies fora CPCU or ARM

us and have approximately -hree years work experience
W|th an Insurance company, or b. preSently employed In the
corporate insurance department of a corporation

Please send your resume and sa ary history In strictest con-

Snce to

Box 288, BUSINESS INSURANCE
740 Rush St., Chicago, 111. 60611

openings for an Account Executive and a Senior IGP Associate
at the Home Office in Boston

Successful candidates will join one of our teams responsible
for on-going service to established international clients, includ,ng
plan design and implementation and the analysis of financial
results In addition, the Account Executive will be responsible
for managing one of these teams and participating In the over-
all management of the International Group Department

The Account Executive position requires at least six years
of experience in international employee benefits, the Senior
IGP Associate, three Both positions offer an unusual oppo-
tunity to Join the world's largest international employee benefit
organization, with excellent opportunities for professional
development and advancement Attractive starting salaries
commensurate with experience, and comprehensive benefits

Send resume with salary history to Randolph R Smith,
Employment Office, T-17, John Hancock Mutual Life Insurance
Company, PO Box 111, Boston, MA 02117

1 4 £4 Mutual Life Insurance Company
U

Boston, Massachusetts

An Equal Opportunity Employer
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Crum & Forster urges

Free New York Free Trade Zone: Exec

By ELLIS SIMON create a domestic marketplace that ance department statistics, did not Trade Zone and insurance ex- date for opening the New York In-
could effectively compete with the include $7 million in premiums change expect to compete with the surance Exchange, says its presi-

NEW YORK-Crum & Forster is excess and surplus hnes market written by AIG during the third excess and surplus hnes markets, dent, Donald E Reutershan
promotmg legislation to put New and Lloyd's for large commercial quarter of 1979 that were omitted they must have the necessary flexi- Mr Reutershan also announced
York's lightly used Free Trade risks and special classes of unique from the company's report as a re- bility, otherwise they can not com- the appointment of Richard A

Zone and fledgling Insurance Ex- and unusual coverages, he said sult of computer error pete McCarthy as treasurer of the ex-
change on an equal footing, argu- But instead, "It offers insurers AIG should write $15 million in Mr Sullivan doubts his proposal change Mr McCarthy was pre-
ing it will expand the flexibility few advantages over the domestic Free Trade Zone premium during will cost the state revenue and viously employed with G L Hod-
and responsiveness of both mar- market,” he added. 1979, Mr Greenberg predicts Most residual market assessments be- son & Sons Inc, remsurance in-

kets Exemption from rate filing re- ofthat business is new business for cause free zone business was prob- termediaries of New Hyde Park,

The prime beneficiary to date of quirements was previously pro- AIG and virtually all of it would ably "never written in New York in N Y He also worked for 29 years

the Free Trade Zone, American In- vided under New York's competi- otherwise probably have gone to the first place " for American International
ternational Group, counters It's too tive rating law, Mr Sullivan noted the surplus lines markets, he said Meanwhile, April 1 IS the target Group

early to be making changes in the In addition, free zone insurers are Mr Greenberg disputes critics

markets required to comply with state mini- who charge the Free Trade Zone

- -

The Free Trade Zone should be mum policy provisions, including has not fulfilled its purpose The N I S B CIteS 3 pa rtl eS
exempt from any regulation on restrictions on cancellation and Free Trade Zone offers the first
policy rate and form, says C&F vp nonrenewal and certain mandated chance for the domestic insurance
Robert J Sullivan, drafter of the policy coverage provisions industry to deliver pohcies without f M D C 1 O h
proposed bill Now, the free zone, C&F hasn't found a legislative waiting for regulatory approval, he O r ay C ra S
m which large premium and cer- sponsor for the proposed bill yet said
tam exotic risks can be written, IS but Sen John Dunne, the former WASHINGTON-AmMerican Air- contains no surprises and will not
only exempt from filing require- chairman of the senate insurance "I'm proud of the Free Trade lines, McDonnell Douglas Corp affect the outcome of litigation be-
ments on rate and form committee who championed the Zone and proud that New York has and the Federal Aviation Admmis- cause the NTSB findings are not

Mr Sullivan would also exempt | insurance exchange, has ex- a place that allows us to compete tration must all bear some of the usable in court
free zone business from residual pressed interest in reviewing Mr with more flexible markets I'd be blame for the crash of a DC 10 If the litigation process is de-
market assessments, such as for Sullivan's proposal disappointed if brokers don't sup- Jetliner in Chicago last May 25 that layed, it will stem from a case pend-
FAIR Plan and assigned risk pool The Insurance Brokers Assn of port it killed 273 persons, says a report is- 1ng before the 9th U S Circuit
losses, except for the state guar- the State of New York, which rep- "If the Free Trade Zone is not sued by the National Transporta- Court of Appeals in Los Angeles
anty fund resents the large brokerage houses, needed, where will the premium tion Safety Board The court has yet to rule on

has also endorsed the C&F pro- for direct business in the New York The report, which caps the whether punitive damages can be

This would put the free zone on posal in principle Insurance Exchange be'™ he NTSB's lengthy mvestigation into awarded m California The longer
an equal footing with the New "It would be beneficial to have a asked the crash, criticizes American for the ruhng is delayed, the longer it
York Insurance Exchange, Mr smgle regulatory scheme for all in- Although Mr Greenberg refuses using maintenance procedures will take to determine whether
Sullivan said surance markets in New York to support the C&F proposal now, that led to the crackmg of a pylon- many surviving families of the

Because of regulatory cost disad- State, particularly if that would he says he favors the concept of engine assembly that caused an en- crash victims m California can col-
vantages presently endured by h- lead to a truly open, competitive equal treatment for the Free Trade gine to fall off the 111-fated Jumbo lect punitive damages against
censed insurance companies, ena- system and stronger Insurance in- Zone and insurance exchange Jet during a takeoff from O'Hare American and McDonnell
bling legislation for the insurance dustry," said association president The cost ofcomplying with regula- Airport Douglas
exchange mandated that direct do- Robert L Sanford tory requirements, such as the It alse cites what it calls the vul- The flight was bound for Los
mestic business destined for the But Maurice R Greenberg, chief FAIR Planandassigned risk plans, nerability of the design of the py- Angeles when it crashed and many
exchange first be rejected by the executive officer of American In- adds about 6% to the cost o f domg lon by McDonnell Douglas and the of its passengers were from that
Free Trade Zone ternational Group, opposes chang- business as a licensed New York FAA's lack of surveillance and area

Placing the two markets m iden- mg the Free Trade Zone now "It's insurer, he contends monitoring of airline maintenance Mr Kennelly said about 109 suits
tical regulatory environments a little premature to be making "We can hardly have a system procedures have been filed, 102 in federal
would allow them to compete as changes m the Free Trade Zone where one pays social burdens and The board attl-ibutes the proba- courts and the others in state
equals, ehminating the need for I'm reasonably confident that if one does not," Mr Greenberg said ble cause ofthe crash to pylon fall- courts He predicted another 100
prior rejection by the Free Trade insurance companies give it a As originally proposed by AIG, ure because ofthe airline's mainte- lawsuits may be filed

Zone before the insurance ex- chance, it will work," he said the Free Trade Zone would have nance procedures. American Airlines has offered
change could quote on a risk, Mr exempted large premium and ex- Aviation litigation specialist settlements to 225 relatives of
Sullivan contends Mr. Greenberg's com panies otic risks from all regulatory re- John J Kennelly said the report crash victims thus far

The proposed relationship be- wrote virtually all busmess placed quirements on rate and form,
tween the free zone and insurance in the Free Trade Zone during its rather than solely the filing re-

exchange has been debated by bro- first year about 94 2% o f the Free quirement, C&F's Mr Sullivan WERBEL'S ON APPROVAL - 30 DAYS
kers and certain msurance compa- Trade Zone's total of $10,742,101 notes His bill would put the Free GENERAL INSURANCE GUIDE
nies (BI, Sept 3, 1979) That is even more than was re- Trade Zone into that posture, he ) ) _ )
" . . . A comprehensive loose leaf insurance encyclopedia (revised quar-
The Free Trade Zone in its ported earlier (Bl, Dec 10,1979) corltends ) terly) covering virtually all forms of Property and Casualty In
present form has not achieved its when total Free Trade Zone writ- Unless the Free Trade Zone is surance It contains more than 2,700 pages consisting of analyses
primary purpose," Mr Sullivan ar- ings m the firstyear were set at $3 7 improved, it will pullthe New York and explanations of contracts, descriptions of various risk rating
gues It was designed to allow morel million with AIG takmg in 832% Insurance Exchange down with systems and classifications, court case citations, and many policy

writing and loss procedures For the desk of every insurance

ger, nsyltant, adjustqr, insgran epr:iucer
IAL @IS NT eaL h ubi\it alicdpy of this ad with I

N.H. publisher Loeb sells T 'Y

516230-11 ho ol

fit shari I tock
WASHINGTON-William Loeb, The pension fund's Union even with us,"” Mr Loeb added
the outspoken president and pub- Leader stock has been valued at The newspaper publisher is known
hsher ofthe Union Leader in Man- $375,000 on its books since Mr for his extreme right-wing views

chester, NH, has fulfilled the Loeb, 73, sold itto the fund for $300

terms of a consent agreement by a share in 1956 Even though the But less than a year after the suit
selling 25% of Union Leader stock value of the stock had increased was filed, Mr Loeb agreed to the PROPE RTY CAS UAI—TY
owned by the firm's employe profit four-fold, this change in value had consent decree that required him

sharing plan to an outside pur- not been reflected in the employes' to sell one-quarter of the Union . i
chaser pension benefits Leader stock Mr Loeb said he Treaty and Facultative Treaty and Facultative

ratmg and policy form flexibility to Those figures, based on state msur- it." Mr Sullivan said "If the Free

Excess of Loss & Pro Rata Excess of Loss

Augsbury Organization Inc, an It is not known yet how much the would have preferred the stock be

enditii Nony oslfr 155 5:51*eenref:.IthCSS *tingn ptlhan hnddrevouted ofert

chased for $1 5 million a quarter of ployes or their heirs who belong to than sold But he was happy, he
Union Leader stock owned by the tMe plan will increase as a result of said, that the stock was not pur-
plan but controlled by Mr Loeb the sale of the stock chased by a competitor
A Labor Department suit filed in A Labor Department spokesman e .

As part of a federal district court federal court in September 1978 said the agency was satisfied with D0m|n|0n InSU rance Com pany Of Amenca
agreement researched last summer charged Mr Loeb and three other the terms of the stock sale "It
(BI, July 23, 1979), Mr Loeb agreed defendants, who were members of sounds like a good price to us," he
to sell the Union Leader stock to the pension plan's administrative said. The stock was sold through
outside interests for a price ofmore committee, undervalued Union E F Hutton, a New York stock bro-
than $750,000 If a buyer couldn't Leader stock held by the plan in kerage company :
be found at that price, the Union computing retirement benefits for
Leader Corp was to have pur- plan participants Hull & Co. office
chased the shares at that price When the suit was filed, Mr Loeb

Proceeds from the sale of the said the federal actionwaspartof a Hull & Co,aspecialriskinsurance
stock will be used to increase the "smear campaign” by New intermediary, has opened ItS fifth
value of the accounts of profit Hampshire pollticians and the U S. office The new office, at 208 S
sharing participants to reflect the Democratic machine in Washing- LaSalle St, Chicago, |ll 60604, will Telephone: (212) 248-2660 TWX: 710-581-3981
actual value o f the shares ton The suit was an attempt"to get be managed by John J Matelski

A strength in the United States market

127 John Street, New York, N.Y. 10038
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tioned on page 73 by "California- spread among many underwriters, this type o f coverage is a sensitive

I based Health Research Institute " may offer the best solution to the area to begin with, why have you
ette rS Could you tell me these associa- problems of availability. published this type of information

tions' addresses so that | may con- The next time you seek mforma- in such a public forum 9

tactthem for acopy ofthe surveysO tionon special risks in the perform- Craig Gass
Business Insurance welcomes letters from zts readers Please keep your Thank you for any help you can ing arts, you might do worse than Assistance to vp-finance
comments as bnef as posslble and we Teserve the nght to edzt or shorten give me to get in touch with our office We Meenan 011 Co Inc
letters for clarety or space Please send your comments to Letters to the Sarah B. Carey placed the insurance covering Syosset, N Y
Editor, Business Insurance, 740 N Rush St, Chicago, Il 60611 Research and technical services about 50% of the Broadway, off-

) Alexander & Alexander Inc Broadway, off-off Broadway and Editor's note All informatton in

Cheers for college technique The department also Newburyport, Mass touring productions that are pro- the story was drawn from a public

encourages summer internship duced in New York We also repre- study that raised important sues
To the editor The article entitled programs for its students As a re- Editor's note "Matched Savings sent over 50 ballet and dance com- for our readers

"Formal informal education lead sult, students leaving the program and Proht Sharing Study" bv Lzfe panies of all sizes, as well as many

risk exec to head of class” in the at the University of Georgia often Offzce Management Assn. can be film producers The development ContInUIn ed

Nov 26 Issue caught my attention, step into high level risk manage- mirchased for $30 fTom LOMA, 100 and maintenance of markets Just g

as | have a master's degree in risk ment positions with mmorcorpora- Colony Square, Atlanta, Ga 30361 for their basic needs can present To the editor In your recent edi-

management tions The folk,wingisapartiallist Attn Profit/Thrift Survey, The many difficulties even before torial "Resting on their laurels,"
| found most items to be true of companies that have University Health Research Institute can be reaching the special risks expo- (Oct 29)
However, | feel that the article of Georgia graduates in their risk contacted at 44 Montgomen; St, Sth sures
slighted one of the finest risk man- management departments Na- Floor, San Francisco, Calif 94104 As acknowledged specialists, af- tion\gor%ir;%%ebcf,e%;%&%%g?ytggr?t?ﬁj_
agement schools in the country tional Semi-Conductor, Commer- ter30 years we have gained a work- mg education, which are
The business schoolatthe Univei- cial Shearing, Harris Corp, Good- Imprecise Ianguage ing knowledge of the insurance for - We have been told that the
sity of Georgia was the first in the pasture, Goldkist, Esmark and performing arts organizations, so CPCU designation is similar to a
nation to establish a curriculum Baxter Labs , _ To the editor A sentence in the that we should be able to offer your college degree When have you
and department 9|V|ng a degree in Georgla also has risk manaﬂe- item "Coming up," page 2 of the man more reliable help than he seen a college degree taken away
risk management The colleges ment graduates in mA}or consult- Dec. 10 issue, is most disturbing to would appear to have received for non-continuation of studies9
mentioned in the article were ing firms throughout the country me | refer to the sentence which thus far - The CPCU designation is not a
known for their "insurance depart- such as Warren, MeVeigh & Grif- begins, "A special report on self- Robert A. Boyar license, but a designation
ments " fin, RIMCO, International Risk assumption of risk, etc " Such ter- President - The society encourages con-
While every risk manager would Management Institute and Risk minology indicates that a risk has R A Boyar Inc tinuing education with seminars
agree that a thorough knowledge Planning Group been assumed whereas, in fact, it New York, N Y workshops, etc We have over 76
of insurance and its coverages ises- | think the track record speaks has been retained The expression such projects going on this year
sential to the profession, they for itself That is why | am some- "self-assumption of risk" devel- Deli t bi t alone. without counting individual
would also agree that the subtleties what offended that Mr Hoffman oped m a period when it was pre- elicate supbjec articles. individual spee%hes by the
of risk management are Just as im- ignored the University of Georgia sumed that risks would be insured To the editor It is with some dis- members at courses taught, etc
portant and separate from a knowl- in his article After all, | too am a and that a positive decision "to may that | am writing this letter Mandatorycontinuingeducation
edge of insurance The students University of Georgia graduate self-assume” had to be made to In your issue o f Nov 26, the de- must be equal and fair Ifwe have a
who have risk management de- David G. Oliver treat risk other than through the in- scriptive coverage of kidnap and president/chief executive officer of
grees from the Univei sity of Geor- Corporate risk manager surance mechanism Implicitly, ransom insurance left me quite a large Insurance company as a
gia are exposed to as many or more Super Valu Stores Inc then, "self-assumption" is philo- troubled By the article's own ad- member, Will he have the same re-
insurance as the people in other Hopkins, Minn sophically oriented toward insur- mission, companies that admit to quirements as one of his under-
schools, but they are also given the ance buying rather than risk man- carrying this type o fcoverage have writers' Obviously not He will be
advantage of belng exposed to the Survey request agement It is to be hoped that the their policies automatically can- deemed to fulfill his continuing ed-
risk management phdSsophy and _ _ staff of Busmess Insurance will be celed This would be a_clear indica- ucation requjrements by his activi-
expertise of Dr E J Leverett and To the editor We would like to more precise in the use of language tion that this type of risk requires ties I, as an individual member of
the risk management staff _obtain a copy of two surveys men- m the future the utmost amount of delicate han- the board, will be able to qualify by
Dr Leverett is known for his ex- tioned in the Oct 15 issue of Bust- H. Wayne Snider dhng Just my activities asa member of
pertise in the field gf risk n')anage— ness Insurance_One i'_s. mentioned Professor of insurance and risk By publishing any such article as the board, without doing anythmg
ment and also for his practical ap- on page 49 by Life Office Manage- Temple University this, have you not clearly indicated further So where IS the equality,
phcations of risk management ment Assn and the other is men- Philadelphia Pa to not only international terrorist Where IS the fairnessp
organizations, but to those parties | do not believe there is a mem-
Theatrical risks who might be considering kidnap- ber of that board that would not

Are n a b u I I d I n g fl rl I lS ping of company officials here in automatically by his/her current
To the editor Your report on en- the United States, that they can activities meet the requirements of
tertainment risks Oct 29 by Stuart clearly expect to receive huge continuing education. So where
d e n y O S H A C h a rg es Emmrich was read here with inter- sums ofmoney from our large cor- are we "resting on our laurels"9
est, because much of it seemed to porations as ransom for the safe re- What we at the board are doing 15

be about our own customers turn o f their key executives9 : ; ;
CHICAGO—I.:ive' firm§ fined for The contractors' denials, re- This office pI?ced the non- ' Given just the basic knowledge fotrr)({)llr_j1|91t8,%86hr?1;anl]rbaer|lg best thing
wlliful safety violations in the col- leased Dec 21, are extremely short appearance insurance covering supplied in your article, have You have missed the concept of
lapse of a suburban sports stadium and do not dissect or counter point Liza Minelli in "The Act" We set- you not indicated to the potential CPCU It is a continuing educa-

roof deny all charges of wrongdo- by point the allegations made by tled the claim, which exceeded terrorist or criminal the profitabil- tion, it isa professional designation
ing The Aug 13 accident killed the federal agency, said an OSHA ¥200,000, for 23 canceled perfor- ity of kidnapping an executive of a and we are trying to update It fur-

and inju official mances . .
Each company flatly denied the ; .m4]or U Sor U S -based multina- ther Hoyve\{er, we must upgrgade it
' 0 Y . Having placed non-appearance tional corporation9 You have even where it will be fair and equitable

charges levied against t bP{ the Oc-, "What that means js that a court coverage on theatrical star artists revealed {o this potential group to all members, not Just a few
cupational Safety’and Health Ad- case is mevitable here," explained since 1948, we are not unfamiliar some methods that companies may Jules I. Epstein
ministration The five firms called Richard Fiore. the attorney han- with the difficulties that underlie be employing m order to render President
the charges of violations "exorbi- dhng the case for OSHA "These this class Lloyd' s of London, themselves secure from this type Joseph G Gray & Co Inc
antand sntal contractors obviously want to where a worrisome risk can be of risk If, in fact, the existence of New York, N Y

CST Construction Co, Lentin speed up the review process and
Lumber Co, Anthony M Rossi & debate the allegations m a court of - -
Associates, The Degan & Rosato appeals rather than before the I f m t t t
Construction Corp and Weiss,Jan- OSHA review panel," he added aW I r rl e S O CO u n
ney, Elstner & Associates Inc were Before the contractors can drag
named inthe Nov 13 citationsout- their case into a court of appeals,

lining violations in safety proce- the OSHA Judicial panel must re- -
duregs m the constructior¥0pf the Ho- view both sides opf the case and D E S d a u h te rS I n M a S S
rizon spcrts arena in Rosemont, lll make a decision But it is not ex- -
(BI, Sept 3, Nov 26, 1979) pected to take up the case for an- CAMBRIDGE, Mass -A law Hundreds of adult daughters of that manufacturers be made to
otherthree to fourweeks, Mr Flore firm here says it will try to deter- women who took DES (diethyl- check their records to determine
said . . .
CPCU CANDIDATES o mme how many women m the state stilbestrol) have been known to the identity of DES daughters, Mr.
Citations agamst the contractors may be afflicted with disorders contract vaginal cancer, precancer- Fine said

Qnly the Bumham,.System.for CPCU were issued following a compre- stemming from DES, a drug taken ous conditions and related disor- In addition to Abbott Laborato-
antees of satisfaction and effectiveness. hensive accident investiﬁation by by hundreds of thousands of preg- ders Consequently, there have ries, Mr Fine said five other firms
Request information-specifying parts OSHA after the roofofthe stadium nantwomen m the 19505 to prevent been floods of lawsuits against are named as defendants m the
Created by Ray Burnham CPCU, CLU, 253 collapsed at the center and broke miscarnages more than a dozen firms that man- suit, including Eli Lilly & Co ,
Pleasant St., Southbndge, MA 01550, or off from the supports of the con- An exact number is difficult ko ufacture the drug Two Judgments Merck & Co,, Rexall DrugCo,ER

(O17)7ed-2726. ~i= Noon- crete wall - determine now, but there could be have resulted in $13 million in Squibb & Sons Inc and UPJohn

?s many as 54,000 "DES daugh- court awards A federal Jury in Chicago last Au-
ers™ in Massachusetts alone

. gust awarded $800,000 to a 26-year-
RISK SERVICES 4 ead© e whose mothers took the drug, said Mr. Fine said Massachusetts old woman who had contracted va-

David Fine, partner with the law probably has one of the heaviest ginal cancer from the use of the

for colf ineured. & firm of Baker & Fine The firm is concentrations of DES daughters dru? by her mother A Jury held

LOSS CONSULTANTS | o Entitios handling a class-action suit against in the nation because most of the White Laboratories of Kenilworth,
Abbott Laboratories, a manufac- research on the prescription was NJ, liable for damages. In July, a

SPECIALIZING I turer of the substance. done at colleges and universities in New YorkJury awarded $500,000 to
Meanwhile, a Michigan court of the state a 25-year-old woman who sued

ILARGE LOSS CLAIMS MANAGEMENT appeals reinstated an origmal A federal court Judge last July Lilly after undergoing a hysterec-

group of lawsuits filed on behalf of paved the way for the suit filed in tomy and vaginectomy seven years

-RESERVE REVIEW - CLAIM AUDITS
165 women in 1974, overturning a 1976 by Mr Fine to be tried as a ago

'CATAATSTTESZ';E,L';YEST'GAT'ON PIRECTION circ.ui'E court deci_sion _that the class a(_:ti(?n For all those judged to Thomas Bleakley, an attorney for
plaintiffs had to identify the spe- be victims of the drug's use, the the Detroit law firm of Charfoos &
conTAcT: <1*00 ¢01/maa (]13) 914+jill clfic manufacturer of DES taken suit seeks compensation for medi- Charfoos, said the firm is handling

by their mothers. The appeals cal expenses, damages for pain and about 350 lawsuits in 15 states filed

) court ruled that each of the basic anguish and a requiremeit that by women contending to have suf-
P.O. Box 161 O Covina. CA 91723 manufacturers marketing the drug manufacturers subsidize an msur- fered DES damages Mr. Bleakle
in the state must share equally m ance fund to pay for treatment of estimated there are some 400 DE

the hability future victims The suit also asks suits pending before U S. courts.-



Kathryn Mcintyre
keeps those captives

onNn a pretty
tight leash.

Kathryn Mcintyre is Managing Editor of Business Insurance.

She's a oro at tracking down the newest developments in captive insurance
companies: who started them, how they're formed, funded and organized, what the
newest tax implications are and the unfolding legal consequences.

More and more. major corporations find they may have bitten off more tian they
can chew-an insurance concept of great potential, but with an unpredictable future.

That's wny almost every issue of Business Insurance carries an article or
feature on captives, with information and facts to help corporate executives make
sound insurance judgments that directly affect the bottom line.

Yet Kathryn, like all of our editors and reporters, does not specialize. Her
stories cover a wide spectrum of insurance, risk management and employe
benefits. And her incisive, thorough reports have been the subject of
discussion, earnest analysis and action by influential corporate t.—
and government officials.

It's this kind of in-depth reporting that makes -Business Insurance
the most widely used and quoted authority in its field.

And because Business Insurance does so much for its readers,
it also does more for rits advertisers.

It's where the insurance marketplace takes shape.
week after week.

Shouldn't you be there?
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Jack Bogardus, president, tells how A&A works from a client's point of view:

"If wee going to help clients protect current assets and safeguard
future growth, we must be a full=fledged member of their financial teams:'

"The business of managing
corporate risks is in a state of con-
stant change. Our response to this
volatile environment is an ever-
deepening commitment to act as
extensions of our clients' financial
departments. The challenge we face
together is how best to ensure the
client's business growth as
emerging economic, technological,
legislative and social forces come
into play. To do this, we developed
several highly sophisticated,

computer-based techniques. Their
applications are complex, but the
result is simple: they help enhance
the client's bottom line-now and
in the future. And that's what we
think our value as a team member
is all about:

Working from a client's point
of view is our way From our top
management to the men and
women in over 110 cities here and
overseas. That means working as
allies, solving business problems

together.
We think our dedication to

acting as an ally of the clients we
represent is a big reason why A&A
has become a worldwide leader in

the insurance and financial
services business. We have the

facilities, expertise and strength to
act as effective allies. We work

from a client's point of view,

whetherthe  Alexander

corporation is

large or small. 8A|exander
The Allies



