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Fidelity
& surety

Fidelity bonds are flowing as free as wa-
ter, but look out for losses that turn off
the tap. The squeeze has already hit the
surety market. See the Spotlight Re-
port: Page 11.

PRIMA conference

Public risk managers need to prepare

now for the tight insurance market
ahead: Page 22.

Ulty trains pass up savings

A MARTA train stops at the Hightower Station in Atlanta during the morning run.

Earnings

By LORRIE GAWLA

NEVW YORK-Most benefit man-
agers are earning $25,000 to $40,000
a year, but the dollars don't have to
stop there.

About 30% of the benefit man-
agers who answered a survey by

Segal Associates of New York are
earning more than $40,000, with
4% topping the $60,000 mark.
Fourteen percent earn $40,000 to
$45,000.

On the low side, 2% ofthe benefit
managers make less than $15,00C
and another 2% don't top $20,00C

> Benefit Managers' Salaries

-1 -496 Mo*th$60t

Source: Secal Ameinte® Il.-

By STUART EMMRICH

ATLANTA-Atlanta’'s transit sys-
tem, fighting for a rate hike, could be
saving at least $130,000 on its casualty
insurance this year if it had taken the
low bid submitted.

The Metropolitan Atlanta Rapii
Transit Authority went for the high€ r
price on the $50 million of insurance

. Many benefit execs
top $40,000 mark

but make more than $15,060.

Some 56% of the managers listed
their salaries at $25,000 to $40,000.
Twenty-three percent earn $30,000
to $35,000.

Most also receive bonuses, with
the average being 10% to 20% of
salary.

The benefit field seems to be for
the middle-aged married man who
has a college degree in business.

There are 5.5 men fo every
woman among the benefit man-
agers» from the Fortune 1000 in-
dustrial corporations surveyed by
Segal. Some 37% are in their 304
but the average age is 42.2 years.
Only 9% of the benefit managers
are single; 86% are married and the

other 5% divorced, separated or
widowed.

Sixty percent of the managers
prepared for their profession by
getting a college degree, with 66%
of those having a business-related
major. These included business,
19%; accounting, 14%; economics,
13%:;"' management, 6%; industrial
relations, 3%, and finance, 3%.

The benefit manager as a spe-
cialized corporate position is a rel-
atively new field, Segal Associates
says. The average benefit manager
has been in his or her position only
4.7 years, and 45% have had their
job only one to three years.

Forty-six percent said their job
is very fulfilling. Fifty-six percent
said the future is very bright for
their professiomn. .

Communicating is top task;
© More on Segal benefit study: Page 25

coverage effective July 1, Business In-
surance learned.

Officials decided that, less than a
month "wasn't enough time" to de-
cide if the 1Qwer bid were better, said
assistant insurance manager William
Sharrow.

In rejecting the lower bid given by
Marsh & MelLennan through its AP-
TIST program, MARTA con-

Continued on page 27

GOP

iInsures risks,
Reagan in 1980

By STACY SHAPIRO

DETROIT- There's not much at risk for the GOP at the Re-
publican National Convention this week.

The presidential nominee is assured and the risks are insured.

The Republican National Committee, the city of Detroit and :
owners of the Joe Louis Arena are insured against liability for
injuries to any ofthe 30,000 people packed into the arena for the '
Republican National Convention this week.

And to prevent danger from passing into convention head-
quarters, the Republican National Committee has stepped up
security with the help of the Detroit police department and the
Secret Service.

"We have excellent, tight security at the Joe Louis Arena,”

'says Lynn Lowe, sergeant at arms for the convention. The De-
troit police willhandle credentials at the door and they will be in
plain c16thes throughout the convention hall, he says.

The Secret Service is available in case of bomb threats, Mr.

Lowe.saysnand will camb.the hall befose thedelegates aitve

where the delegates are staying.
"By law, the Secret Service only can protect Ford, Reagan
and whomever the vice president might be,” Mr. Lowe says.
To protect the arrangements cormmittee of the Republican
1 National Convention from lawsuits resulting fromaccidents in
i the convention center, the party bought $5 millioh worth of
1 comprehensive general liability insurance.
Warfield-Dorsey Co., an excess/surplus lines broker in Balti- |
more, placed the first $1 million with Puritan Insurance Co. and |
1 $4 million excess with Lexington Insurance Co., says James |
Riddle, partner of Lambert, Riddle, Horrigan & Caldwell,
insurance agent for the GOP National Committ
Stan Anderson, general counsel for the
i arrangements committee of the Repub-
lican National Convention, says a claim
could be made on these policies '
2 "ifa cameraman is climb-

ing up some scaffolding

Continued on page 27 _-
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Terrill sentenced to prison
for issuing bogus policies

MIAMI-Alvin Terrill, who issued nearly 200 bogus insurance
policies to excess/surplus lines brokers and their clients, was sen-
tenced to four years in prison and 10 years probation following
conviction on a seven-count indictment

Mr. Terrill was found guilty June 30 on five counts of second-
degree grand theft and one count each oforganized fraud and first-
degree grand theft.

Mr. Terrill also was ordered to make restitution for more than
$80,000 in premiums taken from clients. Conditions of his proba-
tion specify he cannot return to the insurance busmess after his
prison term. (BIl, April 7).

Mr. Terrill sold bogus property insurance and construction per-
formance bonds to agents in New York, lllinois, California and
other states. He claimed to have binding authority with Lloyd's of
London and F. Bolton International (BI, Dec. 24, 1979).

Crowd guidelines urged

CINCINNATI-New crowd management guidelines are needed
in the wake of last December's tragedy in which 11 persons were
trampled to death at a rock concert, the city council here says.

Over 7,000 general admission ticketholders stormed glass doors
outside Riverfront Coliseum Dec. 3 for choice seats for a concert by
The Who, an English rock group (BIl, Dec. 10, 1979, Jan. 21).

Among the city council's recommendations are: Alcoholic bev-
erages should be barred at events where unruly crowds are ex-
pected. General admission seating should be allowed only when
orderly audiences are expected. Ushers should remain at their
posts until an event is over. Crowd management plans should be
mandatory for events attracting more than 2,000 persons. Fifteen
lawsuits pending in Hamilton County Court seek $57 million total
in compensatory and punitive damages from the city; the pro-
moter, Electric Factory Concerts; the Coliseum, and the Who.

2nd pilot files pension suit

NEW YORK-A second fiduciary liability suit was filed last
month against Eastern Airlines, the Air Line Pilots Assn. and the
Master Executive Council of Pilots for Eastern Airlines as a result
ofreal estate transactions made by managers ofthe pilots' pension
funds.

The first suit was filed last August by Eastern pilot David L.
Mudd of Southhold, N.Y., to recover more than $5.3 million in-
vested in real estate by the pilots' pension fund (BI, Oct. 29, 19791

The second suit was fled by Archie F. Seccio, a retired pilot
living in East Patchogue, N.Y.

The suits test ERISA's "prudent man" investment ruling that
requires responsible investments of pension funds.

Aircraft, hangars damaged

WATERLOO, lowa-Winds exceeding 100 mph caused at least
$5 million damage to 80 aircraft and seven of nine hangars at the
city's airport.

Losses, excluding the aircraft, are fully insured under the city's
master property policy withthe Home Insurance Co. Niederhauser
Airways, a charter/flight instruction firm, said seven of its eight
planes were damaged and its offices destroyed.

USAIG insures the planes and Des Moines broker Chamberlin,
Kirk & Cline handles office and contents coverage.

Broker calls off merger

LOS ANGELES-Kindler & Laucci has decided to pursue an
independent course and will not merge with Insurance Manage-
ment Corp., said Rodney Fletcher, Kindler & Laucci executive vp.

The merger would have had a great effect on both brokers, add-
ing to Insurance Management's geographic spread and contribut-
ing Kindler's $8.5 million in 1979 revenues to Insurance
Management's $25.5 million (BI, June 2).

"It isn't because of anything one or the other of us did, it is just
that we called it off,"” Mr. Fletcher said.

Wage-loss bill defeated

DOVER-A workers compensation reform bill that would have
made Delaware the first state since Florida to adopt the wage-loss
concept was defeated by the state legislature here.

The bill (S.B. 582) was opposed by labor and lawyers (Bl, June 9).

Thetwo bills that did pass (S.B. 665 and S.B. 407)allocate $75,000
to the insurance department for a study of workers compensation
insurers and limit to two years the use of driving records for insur-

ance purposes.

index

Replacement costs for a plant of comparable size
to the American Standard Inc. in New Orleans

could cost from $7.4 million to $22.3 million, ac-
cording to construction experts.

Separate fires destroy
plant, industrial park

By ELUS SIMON
and MARY ANN MATLOCK

NEVW ORLEANS-Businesses in New Orleans and
Perth Amboy, N.J., were burned to the ground in
separate fires last week.

Industrial Risk Insurers provided undisrlosed
property and business interruption coverage to
American Standard Inc. for its New Orleans plumb-
ing-fixture plant destroyed July 8. Local officials
called it one of the worst fires in the city's history.

Insurance written by the Insurance Co. ofthe State
of Pennsylvania is expected to cover most of the
property damage resulting from the July 7 razing of
the $5 million Perth Amboy Industrial Complex But
the eventual replacement cost of the facility will
probably reach $10 million, adjusters told Business
Insurance.

The 22 businesses in the complex lost an estimated
$3 million to $5 million in personal property, ad-
justers said.

Replacement costs for a new plant of comparable
size to the 800,000-square-foot wooden-frame struc-
ture destroyed in New Orleans could cost $7.4 million
to $22.3 million, depending on the type of construe-
tion, said R. S. Means Co. of Kingston, Mass., which
follows construction cost trends.

The fire was believed to have started in a false ceil-
ing between the second and third floors, minimizing
what effect the building's sprinklers might have had,
a fire department spokesman said.

Packing material for the plant's bathroom fixtures
was mostly combustible cardboard which fueled the
spread of the late-night fire, the spokesman said.

Nothing of the building or its contents was saved,
but firefighters prevented further losses by keeping
the fire from spreading to a liquid petroleum tank
farm 300 feet from the destroyed building.

Delivery of the fixtures to customers of American
Standard probably will not be seriously affected by

A pollution control expert prepares to enter the
industrial complex area in Perth Amboy, N.J.

the fire because the company has four other U.S.
plants, a spokesman said.

In New Jersey, the cause of the blaze that de-
stroyed the complex and 22 of the 24 businesses in it
is still being investigated.

Both property and business interruption insurance
for the plant owners, Perth Amboy Industrial Assn,
were placed with Insurance Co. of the State of Penn-
sylvania by Alexander & Alexander, said local A&A
managing vp Thomas Laffey. The business interrup-
tion insurance will cover the loss of rental income,
Mr. Laffey said.

Personal property of the individual businesses is
insured under their own policies. Insurance Co. of

Continued on page 27

3 insurers sue Con Ed
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By ELLIS SIMON

NEVW YORK-Consolidated Edi-
son expects to avoid liability for
property damages and theft during
the 1977 New York City blackout

But three insurers made it under
the wire to file three new suits be-
fore Sunday's statute of limitation
deadline.

Only one judgment, which is be-
ing appealed, has been entered
against the utility in suits over the
looting, rioting and arson that took

place during the massive power
failure.

Con Ed's potential liability from
the blackout was estimated at $10
billion. That has been reduced to
$200 million, said company attor-
ney Ernest Williams.

About 300 plaintiffs have sued
Con Ed.

Now New York FAIR plan has
filed an $8.7 million suit in New
York State supreme court to re-
cover claims arising from the
blackout. Two more subrogation
suits, seeking more than $700,000,
were filed by The Home Insurance
Co. and underwriters at Lloyd's of

London.

The property at issue in the
Lloyd's suit is part of the business
Lloyd's Sasse Syndicate had ac-
cepted on New York City build-
ings from Den-Har Underwriters
of Coral Gables, Fla Sasse Syndi-
cate collapsed partly as a result of
excessive losses on this business
after suspicious fires.

The three subrogation suits
charge Con Ed with gross
negligence in failing to maintain
service to its customers and seek
to put the blame for rioting, looting

Continued on page 25
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Village seeks self.funded savings

By JILL KAPLAN The excess policy covers risks previously

not insured, including personal inlury lia-

SKOKIE, Il -Cheap excess casualty in- bility and police professional liability All
surance rates and an expensive group employes will be named as insureds on the
health insurance plan convinced this mu- policy-another village first

nicipality to take large self-insured reten-
tions this year

Skokie's Casualty Funding Options

The city's new plan also covers general 11-
ability resulting from riot or civildisorder. a

The suburban Chicago vliage of 70,000 provision absent from the old policy Most

expects to save a total of $195,000 this year municipalities have a civil disorder exclu-
in insurance and loss costs compared with sion

d Projected Self-funding Cost $381,318

the cost of fully insured casualty and droup - Skokie, a village with many Jewish resi-

health programs

The biggest saving-estimated at years ago as the proposed site for a Nazi
$147,000-is expected m the casualty pro- march

dents, made national headlines several

Highest Self-funding Cost $681,318

gram, which was redesigned to provide the

villa%e with coverage for more risks
T

1980," said Daniel Ryan, Skokie director of per occurrence, *rith a $500,000 annual ag-

finance
Skokie had considered self-funding calu- liability and auto risks Mr Ryan refers to it
alty risks two years ago, but the $230,000 - as ’jgrotedted seu-insurance " 4
’ 1

R)I'eralum for,?ﬁ SS Insurance wasI too high
r Ryan sai e excess casualty insar-

The new casualty plan, instituted May 1, -
e numbers fell into place Just right in includes self-insured retentions of $250,000 5 Fully Insured - Arthur J. Gallagher, $528,355

gregate for workers compensation, general

74

—ea

. 4 Fully Insured - Fred S. James $591,200
iR et

allagher &' Co 0

ance premium under the new program is uses Holland American Insurance Co of the <
$143,000-about half the price of the earher Mission Group

quote

-1

_ as the excess insurer The Fully Insured'- Krier'Agency $539,820
excess policy goes td $5 million =9

Claims services for Skokie's casualty cov-
erage are being provided by Gallagher-Bas-
set Insurance-Services, a division of Arthur
J Gallagher i .

Skokie estimates its total annual casualty Agency of Skokie, Corroon & Black and mated $541,900 i
and loss costs under the program at Emploxer_s of Wausau In a proposal including a retro plan for
$381,318- This in§ludes the excess insur- The five were encouraged to offer alterna- workers compensation, James quoted an-

ance premium of $143,000, a claim sernces tives to standard policies Each was handed nual costs rangmg from $441,000 to $705,000

1 1
1
thousands 100 200 300 400 500 600

..=-1 fee of $38,0 ojected losses of a broad description of minimum protection ending upon losses With a self-insure
$ %92%%6’ rn\J/estment revenue is expectecgj % req Bltrements_and a d@a‘ﬁed offt“ne .oqﬁ?e - worl_gersp comEensa lon 1ian, ames quote
"_ | *Mi"Ilm defray costs by $20,000 city's loss history, Job classifications, pay- fixed costs of $88,153 and maximum

This estimate proje&:ts a $147,000 annual roll and fleet . )
savings over the lowest conventional quote X i L . Krier A‘?’e”cy of Skokie guoted $539,820
of $528,355, also submitted by Gallaghep "We did not want to write an airtight in- for a fully insured plan using Aetna Insur-
If the worst losses 6ccur, the maximum surance specification,” Mr Ryan said ance Co Skokie had been insured by Aetna
FliFPl - cost to Skokie would be the aggregate Gallagher was the only broker to propose through Krier Agency
$500,000 loss plus $181,318 for excess insur- a self-insured retention for all casualty hnes Using retrospectively rated plans for the
ance and service fees-or $681,318 This is and the plan offered the village the most po- , casua t¥ nsksg Kner quoted annual costs
$153,000 more than the cost of the conven- tential savings, Mr Ryan said ranging from $388,921 to $697,000 The Kner
tional package. Corroon & Black and Employers of retro plans would have limited to $100,000
But Skokie's losses over the past four Wausau didn't bid . _ each loss charged under the retros
years average only $194,000 To exceed the ' Fred S James of lllinois, quoting prices The insurance committee recommended
cost of standard insurance, the loss level for Northbrook Excess & Surplus Lines In- agamst the retro plans for three reasons

workers compensation costs of $483,753

5 would have to be more than $367f000-equal surance Co , proposed various programs us- 0 The village would lose flexibility at the

to the losses m 1979, the year o

1 Chicago blizzard, Mr Ryan says
Skokie's insurance committee canvassed

The fully insured plan proposed by James

the great ing retrospectively rated plans and deducti- twc% policy renewal dates because of the po-

ential’risk in canceling the retro
. One bad year would affect the total re-

. o .1 four brokers and one insurer for quotations was quoted at $591,200 A $5,000 deductible ' tro adjustment for all three years The bene-
"The numbers fell into place just.right in on standard casuaIE}/ gollmes Arthur J Gal- for general liability risks reduced the tota

1980," says Daniel Ryan. lagher & Co, Fre

Few policies cool heat losses

The Federal Crop insurance toi-p expects to f,d
: - )
BRYRY' & gstimated 31609, million on.mors than
crops are severely damagsed by the heat wave hit- ; ,

t|nT the Sooyhern United States n

21175 Jammyecuesoendlybybuaen 1
Heat is not a name&d peril, and so lossts daused

by it wouldn't be covered under named peril poll-

cies, brokers and insurers told Business Insur-

ance.

Poultry growers could buy mortality insurance 44,
for their flocks but few do anymore, said W Phil- *
lip Brown, vp of Marsh & McLennan in Dallas
Fireman's Fund Insurance Co, whicti at one
time wrote an all-risk policy that would have cov- &1-
ered poultry growers for the heat losses, no Jonger F_k.z3Q0 /7z2a=2 +
wrlteg?he o%erage, said Et& gmlt?w, ranc!w n?an- 5)l(3.4 q
ager in Dallas
Poultry losses in the heat wave are estimated at E:t---.. .-svy--45*-
$6 million to

| Valuable horses and bulls insured under blood- E-349-*5-:S-- 4 -92-5441krAA - -=4:14

stock mortality policies would be insured for

aty SEENL AT P ol CPTougyer. nener- it 363s..%444 4111

"They co I(ﬂn't afford mortality erage on ,<' ) | . . " .
range stock,” noted Mr mith ?ﬁtemansﬁm .61\1?4 RN SR WA T
i A, S M0l

Si--

- 25TE-,-3
53- f.*»:'5:-li --22
24492 4 . -

)
g St il

e
here are fears, for Exam
that workers comgensatlon claims could increase '25'- 2 -1,*-' *MN'"- --ir , - "'K,- =21

as outdoor workers suffer sunstroke

We are checkmg to make sure that workers are
wearing proper headgear to protect against the
sun and that they are maintaining a good body
fluid and there is salt out there for them Yo take,"P
said Ed Looke, vp of engineering for Texas Em-
ployers Insurance Assn

If air conditioning breaks down and the ex- A -
treme heat causes losses, anyone with a boiler and ew__. .
machinet y policy also would be insured, noted Heat-caused losses will fall through cracks of

Mr Brown of M&M most policies.

.>462 -- . *f=53'N

. ..3413/. A0't: s dards and a superfund for 011 spill

6.i..11%:5."S. f- moving troligh Congieds™ Bl SE2E0B50 of $300 Bor ton U 10 8 830

| fit of one or two good years woul I
James Inc, Krier casualty insurance package cost to an esti- g &%t%”e%u"q Q§QQ§E

Oil spill bills set

«-1iji62446 21 rules for liability

' WASHINGTON:-Illiability stan- The House bill calls for the
reater of $150,000 or $150 per ton

Committees in both houses have million maximum on ships, $50
approved different versions of the million for deepwater ports and
pollution liability proposal $50 million plus removal costs for

The Senate Environmental and offshore facilities

Public Works Committee voted

June 26 to send the Environmental The Senate bill sets up a fund

Emergency Responsibility Act (S that would ultimately grow to $800
1480) to the floor for a vote million and would be 90% financed
Six days earlier, the House Ways by charges against industry The
and Means Committee issued a fa- Houseversion sets up a $200 mil-
vorable report on the Comprehen- lion fund, 75% financed by indus-
sive 011 Pollution Liability and try
Compensation Act (H R 85) The chemical industry is against
the tax It also believes the legisla-
Both bills establish strict liabil- tion would increase its vulnerabil-
tty standards for vessels, ports, ter- 1ty to lawsuits, especially under
minals and offshore facilities
Vessels, offshore facilities and The Senate bill eases rules of evi-
tank trucks are required to show dence for claims and makes
financial responsibility through owners liable for damage even if
evidence of insurance, guarantee, they are not negligent It also does
surety bond or, in the House ver- not limit liability to waste from
sion, qualification as a self-insurer dumps but applies it to almost all
The Senate version also would releases from nearly any facility,
establish financial responsibility including plants
requirements for onshore facilities Levies against crude 011 speci-
on a phased-in basis over three to fled petrochemical feedstocks and
six years specified inorganic substances
Liability limits also differ m the also differ in the bills
two versions Neither bill has been scheduled
The Senate bill sets a $300 per yet for further action They could
ton limit on vessels having more come to the floor when Congress

than 300 gross tons and a $5 million returns from ItS recess this month
limit on hazardous substance car- for the Republican National Cori-

the Senate version

goes .vention



4 / business insurance, July 14, 1580

Subscri

ABOUT600.000 New Hampshire
residents will be paying $9.5 mil-
lion more for health coverage from
Blue Cross & Blue Shield of New
Hampshire and Vermont. after
New Hampshire insurance com-
missioner Fran K Whaland ap-
proved a 9.5% average rate in-
crease.

But the subscribers, 80% of them
in group contracts, were spared a
far bigger increase. The commis-
sioner rejected Blue Cross & Blue
Shield's 27.38% rate increase re-

ATWOOD & CO.

Consulting Actuaries

Review of Reserves for
Captives & Sell Insurance

SOOO Ambro.e Ave.
Los Ange/es, CA 90027
2133 661-9260

ers to pay more for Blues

benemil,Deat»: ».:

quest saying the plans have made
inadequate effcrts to solve a host
of problems. The Blues are appeal-
ing the deci-ion to the New
Hampshire supreme court.

A three-month audit of the plans
showed they tave inadequately
administered coordination of
benefits and subrogation provi-
sions; made serious errors in issu-
ing benefit payments, ani done lit-
tle to contain hospital and physi-
cian .osts, Mr. Fhaland said.

Group life

The state ofKentucky is renew-
ing its group life policy for 92,000

state and school employes on a

14

month-to-month basis until a bid-

ding process for an underwriter
can be set up after the policy with
Kentucky Central Life Insurance
expired June 30.

Gov. John Brown last winter set
up a special five-man panel to
eliminate politics and install com-
petitive bidding into Kentucky's
insurance purchasing program,
which includes group life and
health policies for state employes
as well as various property and ca-
suadty coverages.

"My feeling is that the contract
(group life) will be bid, but | don't
know when,” said Gil McCarty,
director of the life and health

division of the state insurance

department

1n the past, bids have been taken
on the sta:e's goup life policy, but
most other policies have been
awarded r ithout public notice or
bidding.

Visual care

A new -hree-year pact between
the 17 OOO-member Utility
Workers cf America Local 1-2 and
New York's Consolidated Edison
provides for increased visual care
and mgjcr medical benefits, retire-
ment supplements and a new saw
ings plan.

The union represents workers in
Weistchester County and New
York City except Staten Island.

Beginning in July 1981, the life-
time limit on majcr medical bene-
fits will be increased to $50,000

4,111

from $40,000. In July 1982, the
maximum will reach $60,000.

Also starting in July 1981,
workers will be reimbursed for the
costs of eye examinations and
glasses.

Under the supplementary retire-
ment plan, workers retiring at age i
64 or older will receive an addi-
tional $500 a year. Workers retiring
at 62 or 63 will get $400 a year until
they reach 64, when the $500 an-
nual benefit will be paid.

The savings plan, to begin next
January, will allow workers to con-
tribute $2 to $10 a week. Con Ed
will match 25% of a worker's con-

tribution.

Made anv beneAt changes? Write
Valerie Berg, Business Insurance,
740 N. Rush St., Chicago, IIl. 60611
or call 312-649-5430.

around

the states

Award set

for arson

tipsters

NEVV ORLEANS-Persons who
supply information leading to the
arrest and conviction of an ar-
sonist will receive an award from a
$5,000 fund set up by the Property
Insurance Assn. of Louisiana.

Awards will be considered for
persons nominated by fire and law
enforcement authorities, says Joe
Davis, PIAL manager.

Persons wishing to report infor-
mation about arsons should call
their local fire department or
sheriffs office or the state fire
marshal's office in New Orleans,
504-568-5507.

Losses from 899 known arson
fires in 1978 were estimated at $10
million by the state fire marshal's
office. Actual losses from arson
may be much greater.

The PIAL is a rating and service
organization to which all compa-
nies writing property insurance in
the state are required by law to be-
long.

Work comp rates

HARRISBURG-Investment
income should be more directly re-
flected in Pennsylvania's workers
compensation rates, urges a recent
study.

The report, commissioned by
the state insurance department
here, analyzes the rate-making
procedures used by the Pennsyl-
vania compensation rating bureau.

The insurance department, the
report recommended, should:

» Spread losses over more clas-
sifications of business so rates
would fluctuate less between

classes.

- Calculate rates on a policy
year basis, rather than according
to the calendar year.

- Review insurers' expense pro-
visions used in setting rates. Insur-
ers now provide for the highest ex-
penses when filing rates so they
can give clients greater dividends,
the report charges.

- Consider competitive pricing
by insurers as a long-range solu-
tion to rate-making problems.

All insurers in the state currently
use one set of rates, set by the
Pennsylvania compensation rat-
ing bureau.

The report was prepared by W.
James MacGinnitie, an indepen-
dent actuary in Atlanta. -



This presidentof three steel
specialty f s expects
an insurance 66 partnership:’

¥

Mariel Coombes is president and CE@ of Arizona
Custom Manufacturing,:Arizona Sustoin Steel,
And Eagle Erectors ... three mid-size firms busy
growing in the fields of steel fabrication and
low. structure erection. Like all presidents of
successful firms, she faces a myriad of challenges
every day But she's found that a solid relation-
hhip with Wausau Insurance Companies can
help her meet many challenges faster, better,
more profitably.

safety reco™d -up. @thbrwise, your insurance
simply isn't}iworking-right.-We've found Wausau
wdrks - just fine- throughout our broad range
of coveraged:

Dennis M;Eler, Wausau sales representative in
Phoenix, says,/'4Sure, Mariel makes us work for
a living. Justifiably so. Because questions and
answers - are continual in -specialty businesses
such as hers. But we giveher one less thing to
worry s about because 6f Wausau's high level

1 of service, safety

S5YIUYS: L’:§Z 188 LAl oz

*partnership' effort m, 1185

Wlth

Carrle

flexibility:'

our msurance OOMPAIEE Wausau makes busl

3 ms rance work,

Z.Sstisa:;:ji{ifﬁ?u Tj" Y \ai@qu Kg ande oBVausaufﬁ e nobody else in
AUAVIVF'KS:3 & business. -
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editorial opinions letters

Business Insurance welcomes letters from its readers Please keep your
comments as bnefas possible and we reserve the nght to edit or shorten
letters for clantv or space Please send your comments to Letters to the
Editor, Business Insurance, 740 N Rush St, Chicago, Ill 60611

Severe reservations 1mes broker wants you to see in

Demand your data |
TIOSQH uh‘éer everx ImSUrANG QRX"RI'EH Ii',pwqf\rf i e R v

June 9 article "Bill would revamp surance but rather a risk taken

brograrm. e a fight fo it and a need IN ORANLERRVVRAMA fii health care plans" on the Stock- whenever money exchanges
for it. Don t glve up. Ifyour current insurer YreeEEe man—(3pephardt health competition hands for promizes The regent
Td brokT]r wor] 't do H for you, there ar, 42- A legislation with an editorial June "black eyes" to surplus lines insur-
ent who will in this Competltlve |nSU|" 1/<4144 /2, -+1 16 expressmg severe reservations ance have involved not only
ance market about thé proposal sellers, but also buyers that are
The Stockman-Gephardt bill is willing to take the rock-bottom

The story of Suffolk County m our last another in a series of measures m- Price with little regard as to the

4 . '"9#M#7 troduced in the Congress to stimu- quality of the proposal. When the
. i \: | late competition, a buzzword buyer IS interested in only price,
which has attracted much support we will always find the problem of

issue points outjust one ofthe problems of
not having your loss history at your finger-

- N
tips. I with fewtakingthetimeto findout poor quality.
H exactly what this competition will Robert W. Schmidt Jr.
Suffolk County wants to self-fund its y P
R I cost in quality health care and in- President
group health insurance program, but the /45 BU ER S creased administrative burdens on Tower Special Facilitios
state plan won't release the county's loss - employers, especially small busi- Milwaukee, Wis
history. The state says the figures aren't e hard § hend
available. t is hard for me to comprehen nght on target
- how a proposal can be called com-
Without accurate loss experience, no 1-y’ © petitive when employers are man- To the editor' As a CPA and cur-
one can predict what future losses will be. dated to offer three different plans rently controller of a medium-size
Where's my loss run? from as many different carriers (as corporation, | would like to corn-

Loss statistics from a similar group or in- they are in some of the bills), to ment that Howard C Alper was
dustry are helpful, but fall far short of be- ted with insurers that move too slowly m provide specified coverage and to right on target in his article "Work-
ing the quality of data one wants in creat- supplying loss reports, maintain their own provide rebates to employes in or- sheet for confusion” (Bl Perspec-

.. R der to retain the tax deductions for tive, June 16
mg a self-funding program. data systems for providilhg chents with )

their contributions to health bene- I'm not a broker or agent, but

loss runs. Among these brokers, some ne- fit packages I've had to face many forms None

70 ut there is a more fundamental reason gotiate the cost of a policy down by point- Organized labor, the American was ever so confusing and illogical
D for havmg your loss data. You need it ing out to insurers that they are malntain- Medical Assn, the U'S Chamber as the business interruption work-

ofCommerce and the insurance in- sheet | say that with full knowl-

to be a good risk or benefit manager. mg the loss records. dustry have expressed reserva- edge ofthe confusion that exists in

You can only attack and control loss tions about competition legisla- the tax forms, etc, of the federal

. . ) bon government.
costs when you know what the losses are T7ou can also negotiate with your in- The American Assn of Retired Dave Jaffe, CPCA (Letters to the

and what is causing them. Then you can | surer to unbundle the insurance pro- Persons has also voiced vehement editor, June 30), notwithstanding,
target the most frequent losses first. It gram and place the clalms handling with a opposition to the measures. which the insurance industry has a form
it feels would most severely affect whose confusion factor exceeds

would be an exercise in futility to try to claims service that will provide you with the older, less healthy population that of the bureaucracy

control losses on one's gut feelings. the loss reporting you need. This could be that would be forced to pay more J. Curtis Coomb
We've said many times before that you more expensive in dollars, but worth the for health care when the younger Sontroller
need this loss history to negotiate the price price. and health'e.r pOPUIat'or‘ takes the Kaman Sciences Corp
) ) L less expensive plans with rebates Colorado Sprmgs, Colo

of your insurance product. You can only Finally, you should within your own de- Even the President's health ad-

be a good bargainer when you are armed partments be able to keep track of your viser, Dr James Mongan, and the Job well done

. . . P . . secreta of Health and Human
with the facts of what kind of risk you are. losses. Granted, this is in the ideal setting ServicesryPatricia Harris. have re To the oditor Si | .
i i - o e editor mnce was one O

No insurer deserves your business if it in which you have enough staff to do this. cently expressed concern that several excess/surplus interme-
won't give you your loss history. You're Second best, you should have the capabil. enactment of these competition diaries who criticized the style of
proposals would have an adverse last year's excess/surplus 1SSUe, |

aying for a product-insurance-and you ity to audit your loss reports from the in-
paying P Y Y Y P impact on our citizens and econ- certainly want to be among the

+ deserve to know everything about that surer/broker. orny. first this year to tell you that this
product: losses, loss reserves, insurance Not to dernand, audit and act on your | concurwithyoureditorial view year's issue (June 23) is very well
that employers should seek to con- done
I company overhead charges, loss adjust- loss reports is abdication ofyour duties as |
rol health care costs by utilization t is well-balanced reporting and

ment and other expenses. insurance-buying professionals. And review, theencouragement ofout- has Iots ofdata forreaders todraw
Your broker should be able to strong- you're slamming the door on alternative patient care and second opinions their own conclusions onthe many

. . . . . . . . R . isi hich i I d with uti-
arm an insurer into providing you with the risk funding and financing methods in the °" $Y9°™ | stues which are fnvolved with ui
| f more employes took such an lizing the excess/surplus 1mes mar-

needed statistics. Many brokers, frustra- future. active interest in their health ket
plans, it is very hkely that a much James H. Bryson
more significant decline in the President

- - .
the national newsweekly of toss growth of health care costs would National Assn of Professional
prevention, rwk .Brancing and result than could ever be achieved i 5
emploVe benefit management Surplus Lines Offices

under competition Jenkmtown, Pa

G D CRAIN JR founder (1885-1973) Samuel X. Kaplan
President

MRS G D CRAIN JR S R BERNSTEIN RANCE CRAIN Human element
U S Administrators Inc

chairman of the board chairman, executive committee president and editorial drector
KEITH E CRAIN DAVID J CLEARY JR ALFRED MALECKI Los Angeles, Calif To the editor Back reading has
secretary treasurer executive up-general manager up publisher (New Yort) brought to my attention, from your

Feb 18 Issue, an organization
whose forte is that it"treats a claim

_ Continuous process
KATHRYN J McINTYRE, editor (312449-5286)

LORRIE GAWLA, managing editor (312-649-5278) LEN STRAZEWSKI, senior editor & features spectal reports To the editor The recent edito- as a claim”™ because it "takes the

JERRY GEISEL, Washington editor RHONDA RUNDLE West Coast editor VALERIE J BERG, copy editor JOHN MAES, assistant features rial Opinion "Check out the play- human element out of claims ex-

ed:tor Associates New ork=-STUARTEMMRICH ELL1SSIMON MARYANNMATLOCKgstfregorteQ Ch: ):cado- DAVEGALANTI JILLKAP- ers" (June 23) did not address the amination” ("Computers plug
N (skUfreporter), STACY L SHAPIRO (asst ) MERRILL S SALTZMA| ra hics editor/productionman orate art d

tor Correspondents Dallas-SHARON WATSON (214-234-6496) L, ondon-JOHN MILLER (01)9464215 Seattie: WILLIAM CUSHING (206-624- 7755) subject fairly as respects the ma- more objectivity into claim re-

San Franctsco-MARGARET LeROUX (415-525-5082) Editonal production ass:stant WILLIAM BIKE Proofreader DOROTHY PARR SNOWDEN jOI'lty of the members of the sur- view )

Editorial Tziplst CLAUDETTE EISENZIMMER plus lines insurance marketplace My files on the subject of medi-
Checkmg out the players should cal malpractice problems are full t
DONALD A WALSH, ROBERT L NIESSE, not be a one-time review of Busi- of items that say one ofthe princi
Advertising Director-New York Midwest Sales Manager-Chicago

(212-986-5050, Ext 15) (312-649-5276) ness Insurance, but rather a con- pal causes of the malpractice

Advertising distnct managers New York-CHARLES A HORVATH, JACK FORREST, KEITH T GALLAGHER Chtcago-DON MAHLMEISTER  tinuous process between the retail claims boom is removal ofthe per-

Assistant to Advertising Director Los Angeles-LORI WEINSTEIN New York-CONNIE MELE Production manager Chicago-FRAN PRYBYLO broker and the surplus lines bro- sonal elements from doctor-pa-

, Promotion manager New York-RONNIE | DRACHMAN Assistant to the publ:sher Chicago-CELIA MALOUHOS, New York-JOYCE BAIDA ker tient relationships, producing a
Classified sales-BARBARA TOSHEFF

Let the retail broker meet the feelmg of, and resentment at, be-

surplus lines broker's office staff hig treated as a "case" instead of a

Published by Crain Commumcatlons Inc Chlcago HERBERT ZELTN ER, g;Qupup A D MALECKI, J J GRAHAM, S E COHEN, LOUIS F DE and look them m the eye' Request person
MARCO, WILLIAM STRONG, ROBERT W KRA TEPHEN D GILKENSON, Al EM ,V|ce presidents, JAMES M FRANKLIN, up-
finance and administration, MERRILEE P CRAIN, assistant secretary names of carriers represented by Every one of us Indeed resents

the surplus lines brokers, check being treated as a thing, a number,

Published weekly at 740 Rush St, Chicago, Ill 60611 (312-649-5200) Offices 708 Third Ave,New York,NY 10017 (212-986-5050), Suite 1253 National past employment of the broker, an entry m a computer. "l am a
Press Building, Washmgton DC 20004 (202.638-5300), 6404 Wilshire Blvd, Los Angeles, Ca 90048 213 651-3710) $l acopy $25 ayear m U S Canada check out the surplus lines broker human being, please treat with 4

salea e ek e e R WL i e e e o i

rwee S no |ce require: orc ange o ad end IOI’I correspondence 0 |rcua| n epa men |ness nsuranc

Rush St, Chicago, Il 60611 or phone 312-649-5221 Telex 25 4248, Cable CRAINCOM Microfilm copies are available from Universit> Microfilms, 300 ~ ©ther criteria the retail brokers Bob A. Hedges
Zeeb Rd , Ann Arbor, Mich 48013 Microfiche copies avallable Bell & Howell, Micro Photo Division, Old Mansfield Rd , Wooster, Ohio 44691 would use in Judging one of his Professor of insurance and risk
*ABP own compames Temple University

Member of Business Publications Audit of Circulation Don't rely on what the surplus Philadelphia, Pa



Ever wonder what most H PR Insurers do
with your 3 year deposit?

They use it to feed their own interests.

They invest it. Earn dividends on it.
Expand with it.
And you gain nothing. Because you

can't make money on money you don't have.

At Commerce and Industry, we do
things differently.

With our HPR insurance, you not
only get the most fearless underwriters in
the field. And engineers who look at your

risks with enough know-how to offer alter-
natives instead of rejections.

But most importantly, you get an
insurance company that won't hog your
money by holding a three or even five year
deposit.

Because you pay just one year at a
time. And use the rest to serve your own
interests.

So the choice is yours.

You can go to someone else and let

them grow on your money.

Or you can come to Commerce and
Industry Insurance Company.

And use the same money to grow a
little yourself.

Commerce & Indust,¥ Insurance Co.

The AIG Companies.

Let us take the risks.

For more information, contact Commerce & Industry Insurance Co., Dept. A, 70 Pine St., New York, N.Y. 10270.
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COMMIHIC,111"G
EMMIWE
BEHERTS

October 26-29, 1980
Continental Plaza of Chicago

1 (we) wish to enroll in the Business Insurance
"Communicating Employe Benefits" conference.

Additional registrant from the same
company:

Name Name _

Title Title
C Kin#/'ff. p "$311U1i./". art' A '.1,c'ri ¢tw, 10 'ti, -t 5..:+41.pit,r
Company
A check for$ is enclosed.
Address
1 (we) prefer to be billed
City State - Zip

Mail tod.ty! Pleaw make check Pd¥dble to:

Telephone (Area Code) Chk 40, It 60611

CRAIN EDUCATIONAL DIVISION, 740 Ru@ Street

Use variety to
benefits, says

CHICAGO-Variety is the key to
a successful employe benefits
communication program.

It's not enough to simply tell em-
ployes about the benefits they re-
ceive. They must be told con-
stantly and in different ways, says
communications expert Terry
Toth.

Mr. Toth, director of communi-
cations at Buck Consultants Inc. in
New York, will speak at the Busi-
ness Insurance Communicating

Employe Benefits Conference

.
If employes don't know | i 5620

their benefits, the program
isn't good, says Terry
Toth.

In his speech "Tools, Tactics &
Timing,” Mr. Toth will show em-

ployers the different ways a firm

Youelected to self insure to controlcosts
Now youwantasystem tomanage escalating claims

Thesolution:HCMS
AnewHealth Claims Management SystemfromISA

Specialists insolving insurance administration prob-
les, ISAs software professionals have developed a solu-
tion to health claims processing, so now self insured com-
panies and third party administmtors can manage claims
processing and stabilize spiraling administrative costs.

Simple, everyday language makes HCMS easy
to team, easy to implement. Lengthy, complex insurance
paperwork is uncomplicated by HCMS. Just three video
screens process most medical and dental claims.

No duplicate payments or other common errors
are another major advantage ofHCMS. Automatically acl.
judicating claims, HCMS provides document tracking
from entry to automatic check and letter writing.

On-line cinims data base lets you check immedi-
ately for eligibility, policy provisions, pending claims,
etc., and it permits immediate response to claim status
questions.

SMmff t'—- 26 r
and service are the 1
foundation of ISKs | : - _
reputation and HCMS T
//E1i

11+%4

)* 7-)41 3.

demonstrates why. We mgularly offer small, personalized
classes in the use and mainter_ance of the system for users
and data processing staff. ISA User Group Seminars dis-
cuss developments in healthcare and insurance claims and
determine the direction of futile system enhancements.

A phone call answers questions, solving im-
mediate problems. Just ask onz of our data processing
analysts or application profess:onals. On-site visits can be
arranged if desired.

Documentation, stak of the art news keep
you informed. In addition to HCMS documentation, a
user news letter tells you about system enhancements and
trends in health claims processing.

Tested and proven bv leaders in health insur-
ance, HCMS is more than a system. It is service - backed
by more technicians and professionals in education, sys-

---_--1tem design and support
n than any in the indus-
try. When you buy
1 HCMS, you acquire

a team.

A1 &win 11

,.11111

LAAL) i #- ii

OF AMERICA. INC.

I_,1IiNSUR,UE SEI-ESTKIi&

Specialists in solving insurance administration problems. = —

'5 7-—-CA 11-

6855 Jimmy Carter Blvd., P O. Box 47975, Atlanta, Ga. 30362, 404/449- 3950

sell
expert

can package its benefits program.
"If employes don't know about
their employe benefits program,

then it's not a good program,” Mr.
Toth said.

The conference WwVill be
highlighted by the presentation of
the Bl awards honoring the com-
panies with the best communica-
tions programs submitted to the

annual competition.

The awards, to be presented at a
dinner Oct. 28, are in five catego-
ries: booklets, personalized corre-
spondence, audiovisuals, special
projects and total communications
program.

The conference begins on Sun-
day evening Oct. 26 with the film
"Medi$ense,” which will be dis-
cussed by Tylie Jones of Tylie
Jones Communications. The film
on health care costs is an example
of how clear communications can
translate a complex subject

Kicking off the session on Mon-
day will be Alan Siegel, president
of Siegel & Gale Inc., who will ex-
plain techniques for simplifying
the benefit message.

CPC International's use of an
imaginative benefits story will be
explained by Richard T. Whitman,
a partner with Kwasha Lipton con-
sultants.

He will be followed by Robert
Zabel, president of NW Ayer ABH
International-Chicago, who will
show how to personalize pro-
granns.

On Tuesday morning, Herbert
Zeltner, group vp of Crain Com-
munications, will lead the audi-
ence in judging the effectiveness
of various programs.

Tuesday's luncheon features
Thomas F. Masloski, director of
communications for Source/lnc.,
examining the role of corporate
advertising and public relations.

Kathy Groon, audiovisual train-
ing coordinator for Jewel Food
Stores, begins the afternoon with
an account ofJewel's use of audio-
visual presentations and how the
programs have affected claims.

Joseph Young, vp-manager of
compensation and benefits for
Bank of California, will demon-
strate how to adapt communica-
tions to new employe needs.

Wednesday morning's program
is on how and why to develop a
total communications program,
with Walter D. LeGrow, director of
personnel services for Control
Data of Canada Ltd.

How to deal with the legal de-
partment to preserve clear com-
munications will be revealed by
Robert W. Ridley, partner with
Forster, Gemmill & Farmer.

A registration fee of $385 in-
cludes admission to all scheduled
sessions and functions, resource
materials, receptions, luncheons
and the awards dinner.

Hotel reservation forms listing
preferred rates for conference at-
tendees will be provided.

If your plans change, you may
substitute the name of another
person from the same company
without penalty. A full refund is
available if a cancellation is re-
ceived in writing by Oct. 1. Per-
sons canceling after this date will
pay a $100 service charge.

A 10% discount is offered for ad-
ditional participants registered
from the same firm at the same
time.

Make checks payable to Crain
Educational Division. Send to
Crain Educational Division, 740 N.
Rush St., Chicago, Ill. 60611.
Phone toll-free at 800-621 -6468; in
Hlinois, 312-649-5242. -
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Democrat panel
rejects changes Police Professional Liability.

= Occurrence Form = Prior Acts

in FICA syste m - No Deductible - Punitive Damages

By JERRY GEISEL

THE PLATFORM committee of
the Democratic National Commit-
tee has come out against raising
the Social Security retirement age
or imposing a tax on Social Secu-
rity benefits.

Changes affecting Social Secu-
rity should be based on the
program's objectives, not their im-
pact on the federal budget, the
committee said. It will submit its
complete platform at the Demo-
cratic National Convention next
month in New York.

The committee urges the adop-
tion of a national health insurance
program. Provisions sought are
universal coverage, comprehen-
sive benefits, cost containment
measures and a redistribution of
health services.

The committee also recom-
mends that President Carter's
Commission on Pension Policy in
its final report address "the dis-
crimination and hardships im-
posed on women in pension plans,
such as the failure to consider pen-
sion rights in divorce proceedings,
lack of pension benefits for sur-
vivors when the worker dies be-
fore retirement age... and the vest-
ing rules and participation for pen-
sion plans.”

Faster vesting

Faster vesting schedules will in-
crease the pool of participants re-
ceiving benefits, but the value of
the benefits will be small, a pen-
sion research organization says.

If full vesting were required af-
ter just one year of service, 69% o f
all separating participants would
receive a benefit, according to the
Employe Benefit Research Insti-
tute.

But in 90% of cases, the lump
sum value of the vested benefit
would be less than $1,750, accord-
ing to EBRI. Under the pension re-
form law, a defined benefit plan
has the option to pay out benefits
of less than $1,750 in a lump sum,
rather than make monthly pay-
ments.

"The analysis appears to indi-
cate that while faster vesting
would generally increase the total
number of vested workers, the
value of vested benefits for newly
vested workers may be relatively
small,” said EBRI executive direc-
tor Dallas Salisbury.

The EBRI findings come on the
heels of renewed pressure for fas-
ter vesting. President Carter's pen-
sion commission in its interim re-
port urged that vesting require-
ments be shortened (BIl, May 12).
Currently, most companies pro-
vide full pension benefits only af-
ter an employe has worked 10
years for the firm.

Copies of the EBRI report, "Pre-
liminary Analysis of Alternative
Requirements,"” may be obtained
from the Employe Benefit Re-
search Institute, 1800 M. St. N.W.,
Washington, D.C. 20036. The cost
is $3 per copy.

Labor Dept. suit

The Labor Department has filed
suit in U.S. District Court in Hono-
lulu to block a Hawaiian pension
plan from using a mgjor chunk of
its assets for one investment.

The suit asks the court to pre-
vent the trustees of the Glaziers &
Glass Workers Pension Plan, a
multiemployer plan with 250 par-
ticipants, from loaning $1.2 million
to develop a country club. The pro-

- Federal Law 1983 - No Aggregrate

washington '

posed loan comprises 45% of the ) . . ) .
plan's assets. International Association of Chiefs of Police
The Labor Department says it

has no objections to pension plan

investing in real estate. But it is c/o Bayly, Martin & Fay/San Antonio
concerned that too big a share of
the Hawaiian pt'a” ";’°“'d be tied RO. Box 17800 « San Antonio, Texas 78217
up N one investment.

The trustees of the plan have 1—800—531 —7205 ® 1—800—292-5721 (Tean)

agreed to hold off on the loan,
pending a hearing on the Labor
Department suit. m

HANSTAR:
SEEING IS BELIEVING.

HANSTAR is John Hancock's computerized group accident and health claim payment system. A proven
system that's so advanced, you need to see it in action to understand all it can do for you.

First, you'll see how HANSTAR saves your company time. With our national on-line system, we can
answer policy and claim questions immediately, even if your company has regional divisions. Second,
HANSTAR is accurate. It has built-in controls that reject invalid information and claims duplication. And
it automatically calculates benefits, including reasonable and customary charges, and assures uniformity
of contract application with maximum claim cost containment effectiveness.

Popularity with employees is another key HANSTAR feature. Employees appreciate the fast response
and the complete Explanation of Benefits, or HANSTAR-generated letter, clearly detailing the disposition
of the claim.

Reports on claim frequency, utilization and plan
adequacy are available to assist you in considering
appropriate plan revisions.

HANSTAR's flexibility in claim administration extends M utua I
to the full spectrum of fully insured, MPA and ASO plans. Life Insurance
See what HANSTAR can do for you. Call Paul H. Gregg, Company
Vice President, at (617) 421-6205 and ask for a HANSTAR
demonstration. Seeing is believing. Boston, Mass.



AFIA's Clue To Solving the Mystery
of International Surety.

With AFIA you won't need Sherlock Holmes or Anc with AFIA to help, you'll have the expertise
even James Bond. Because AFIA has pinpointed the you need. So today, follow the first clue to cracking
way international surety works in its booklet, Solving the international surety mystery and write for AFIA's
The Mystery of The International Surety Bond. free booklet to AFIA Worldwide Insurance, Dept. M.,

\ . . 110 William Street, New Y6rk, N.Y. 10038.
You'll learn who needs an international surety

bond and there's more to surety abroad than just -

bid and performance bonds. Rush me AFIA's free booklet on

International Surety.
You'll find out what to look for-like whether a

surety bond is acceptable in a given country. And

. . Name
what to look out for-like open penalty and uncondi-
tional forfeiture clauses. Company
Address

You'll gain insight into how to handle surety in the
U.S. for a foreign organization and why an interna- City, State, Zip
tional surety is essential.

AFIA

WORLDWIDE INSURANCE WOr/d Headquarters: 1700 Valley Road*Wayne, N.J. 07470 / U.S. offices: New YorksBoston+<Chicago+Cleveland

Dallas*Houston<Los Angeless Miamis Minneapolis*s San Francisco « SeattlesWash., D.C.
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Fidelity & surety

il

Low-price market offe rs :
bargain employe bonds

By STUART EMMRICH where the dangers are perceived as predicts
less severe "The market is going to stay rela-
NEW YORK-Underwriters are But Ms Scharf sai i this market- tively soft | don't know when L}
grumbling that :hey can't make a ing direction wcn't result in any things will change,” he said
profit and are subtly threatening to premium concessicr s or other en- The time for some pricing
raise prices, but fidelity bonc buy- ticements for new clients changes has long past, argues Ms
ers will continLe to pay bargain "We are Just t.lling our agents Scharf
rates through the end of the year that this is the type c f business we "Commercial enterprises are un-

Underwriters may have no like to write and th:t they should derpriced and underwritten,” she

choice but to serve the buyers' push for it We will be as competi- said

whims tive as we can, but that is as far as "IN some cases competitors' holders soon choice but to cut rates In many
"The fidelity market is very soft, we will go,"” she sa,c prices have been up to 50% lower "A risk manager might say to rr e cases, to deny a policyholder the
but don't ask me why, because | than we have quoted, and the that'l| have 40 years ofgood expers- prices ard the deductibles he

don't know," laments Mary Scharf, Competitors agree they are sell- levels of deductibles are Just as ence, so | shouldn't have to pay wants on fidelity coverage might
secretary of The Hartford Group's ing fidellty bond coverage at lower bad We have seen large corpora- much premium'But who's to say mean losing that account, they say
fidelity line. "Losses are going up rates tnan they hke, but admit any tions that have deductibles of be- that next year he won't be hit with The Hartford and other malor in-
every day " change in that policy will not come twebn $10,000 and $25,000, when a couple of million-dollar losses It surers say they have lost money on
Even the 20% rate increase set soon they should be carrying $250,000 only takes one big theft to reach fidelity bonds the last couple of
July 1 by the Surety Assn on mer- "It 13 Just difficult to price the or more, that point," Ms Scharf said "Ar 1 years. Aetna Life & Casualty, the
cantile establishment bonds won't market because of the competi- "We are talking about big bucks that risk manager might be paying industry's biggest underwriter of
have that much efect on prices in tion Even though the experience here,” she noted, describing the only $2,000 a year in premium "
the coming year, Ms Scharf said. is turning sour, the compani*are potential losses from employe dis- profit, ' but at a declining rate " All
"It will help us somewhat, out still going after business aggres- honesty Banks and financial instit.1- add they have to look for other
' said Myron Warndaht, se- A $20 mdlion loss suffered by tions, which traditionally pay the ways to p-otect themselves
writers are going to take that rate, nior fidelity underwriting officer Chase Manhattan Bank that may highest premiums and must take Some insurers now share risks
and by experience rating w.11 lop for St. Paul Fire & Marine Insur- have resulted from employe dis- the largest deductibles, are now Others heavily reinsure the busi-
off three-quarters of it." ance Co honesty only fuels underwriters' real)ing the benefits of the current ness, g: ving up what profit there is
The Hartford Group is trylng to Deductibles might inch up a fears. Insurers are afraid they are market, many underwriters agree. so they (En mmimme their losses
cut its potential 10:ses in the fidel- bit-kicked by inflation-and going to be burned if tighter con- But insurers who say they are Still others are going after the
-ty market by aggresmvely pursuing prices might follow the drift but trols and demands for more pre- not making a profit on this bust- smaller businesses where the dan-
small and medium-sized accounts, not extremely so, Mr Warndahl mium aren't imposed on policy- ness also complain they have no gers seem less severe

Employe fraud Surety bond standards

worsens along squeeze contractors
With econOmy By MARY ANN MATLOCK ,

NEW YORK-Surety bond underwriters are look-
NEVWW YORK-When economic recession hits the coun- mg at the prospects ofa recession much as the battle-

this business, says it Stlll makes a

competition is so f-erce that inder- sively,

try, employers are especially vulnerable to worker pilferage weary soldier faces the rumors of another war with
and employe fraud, experts say. caution.

But even in strong economic times, white-collar crime is And buyers better plan to weather a siege or work

. . . hard to attract underwriters
a problem for business Losses from white-collar crime to-

"Nobody knows what the effects of a recession w111
taled $40 billion in 1979 and have been rising at a rate of 10% Y

be, but from 1973 to 1978 a lot of insurers went out of
over the last five years. the surety business and others tightened up,"” said

"It is hard to quantify this with exact figures, but my git Lloyd Provost, secretary of the Surety Assn of
feeling-based on years of work.ng in this field-is that America, the rate making group
businesses suffer more from white-collar crime in a period Sloppy underwriting practices during those five
ofeconomic troubles," said Mark Richard, deputy assistant years cost the contract surety insurers $165 million in i

attorney general for the U.S Department of JLstice. losses, but have been corrected, he notes oo

P . — . . "At least this time we're facing inflation with un-

Criminal Justice officials are now trying tc support this 1 LS
. derwriting in good shape." he said Last year was ~
Continued or. next page )
profitable, he adds

However, the uncertainty of 1980 and 1981 is fore-
Wh ite ‘ O I I a r ‘ ri m e ing msurers to remain Strkt in their underwriting
while trying to compete for new accounts This com-
bmation, though, hasn't reduced capacity Under-
writers are Just picky.

"It' s a fearful market in so far as what may happen

*

£ 40 blwor‘t_ in the future, but it's still very competitive,"” Mr Pro-

vost said

Estimated Annual Losses

40_

Martin Huber, executive director of the National f
! Assn of Surety Producers in Washington, sums up
the market conditions. "I wouldn't expect a contrac-
tor who wouldn't qualify in other times to qualify in a
3 recession In light ofpast losses, insurers won't lower -

$36 billion

their standards There will Just be fewer bonds writ-

-' $33 6imbne .

ten and fewer applications for bonds
The large contracts with heavy experience on

» S,6.-f

B
bonded work have the best choice For the contractor > 4*. . =r.:r -3<

$30 billion who meets these qualifications, rates are reasonable The recession may force some weaker construc-

, The last Increase suggested by the Surety Assn. was a . . . L
15% hike in 1977 tion companies into bankruptcy or trouble. This is

a making surety bond underwriters more cautious

00:

.
illi . . in their work.
$27 billion, 4 Not all insurers accepted this increase, but ones

! 1 that did now typically cliarge shghtly less than 0 5%
" = 8 E of the general building contract for premium The economy has made this strict posture neces-

25 — _
o "The surety market IS rather tough and conserva- sary, observes agree, because predicted increases in

tive. For big accounts there's always a market, but for contractor defaults and increased competition for

g§§1€ the average firm, placing can be difficult,” said How- jobs make the business risby

- M t: ard Boyle, vp at Johnson & Higgms. "We are starting to see marginal signs o f construe-
I e 1 "The market in Itself has been very, very tight | tion companies getting irto trouble The recession is

— — - 6,0 don't really see any change today," said Brian going to force some of the weaker companies into
R Sme Preventan e O'Rourke, vp at Marsh & McLennan Inc. Continued on page 20
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Workers' Compensation

VWorker crime rises

as economy drops

Continued from pTevious Page
conclusion and track the conten-
tion that white-collar crime ebbs
and flows with changes in the
economy.

"We have found a pretty good
correlation between crimes of this
sort and the economy,"” said Jerry
Prather, senior research analyst
for the Federal Bureau of Prisons.

"There seems to be a 15-to 17-

month time lag between a period
of recession, for instance, and a
sharp rise in the number of incar-
cerations.”

Fidelity bond underwriters
don't have to be told this to know
their risks rise as the economy
falls, but buyers should know why
their rates rise.

"The economy always has an ef-

TOINSIMmE

ORNOT

TOINSIMmE

THIr m Ti[E QIZErN OF THE 80"S.

SELF-INSURANCE extensive experience proves that, in-

COULD REDUCE YOUR

your company? We suggest a James
variably, the result is fewer accidents, feasibility study at your company. Our

improved employee morale, and lower risk management specialists will ex-

WORKERS'COMPENSATION workers' compensation costs.
COS"rS AND IMPROVE ' '
YOUR CASH FLOW WE'LL
TELLYOU HOW-AND
SHOWYOU HOW

Administrative ' ,,,'= |, O

e —— . = —— 1 « T « " B W =

down, too. Ja

premium
taxes, audit

expenses a4 X

and under-

You get important
cash flow benefits.

Under a fully insured workers'
compensation program, losses are
charged to you in the year they occur.
Under a self-insurance plan, the cost
of a loss is spread over the payout
period which may be several years.
The difference in timing can generate

a big improvement in your corporate
cash flow.

writing

expenses are

eliminated or de- 4 I__
creased, adminis-
trative costs are
reduced an average *

of 25%. You only
pay for the loss
control, advisory

James custom-designed and consulting 1
information service gives you services that you 1] & »
better control, better safety. require. 11

All too often, workers' compensa-
tion reports are more helpful to the
insurance company than to the insured.
James accident reports, claims analy-
ses and loss prevention programs
are specifically designed to help you
analyze and reduce losses. The regular
monthly reports are invaluable in
focusing on developing problems.
Losses can be charged monthly to the
departments in which they occur,
effectively emphasizing the impact of
accidents for department heads. Our

Now is the time to look at self-

insured workers' compensation.

ization of statutory compensation
benefits, soaring medical costs and
increasing payrolls make self-
insurance particularly attractive at
this time.
Ask for a James
Feasibility Study.
How can you be sure self-insurance
of workers' compensation is right for

e”! 1 3
-_—

14441

plain the pros and cons, provide you

with dollars

and cents

—_
proforma

r comparisons

Because 6 4 2985, and answer

. all your ques-
tions. And

it'hs worth

3/ noting that

James ad-
ministers more
self-insurance

programs, and
has more

specialstsin
self-insur-
ance than
any other
broker.
>~ For
more in-

formation

about James workers' compensation
self-insurance programs-or to arrange
High interest rates, growing liberal. for a feasibility study- phone your
nearest James office, or write to our
President, William E. Burch, 230 West
Monroe Street, Chicago, lllinois 60606.

James

FRED. S. JAMES & CO., INC.
Insurance Brokers Since 1858

Msurance and Fisk Management Services
Throigh More Thai 100 Offices Around The World

Risk management is essential to sound financial management.

feet on the fidel-
ity market," said
Myron Warn-
dahl, senior
underwriting of-
ficer for fidelity
bonds at St. Paul Fire & Marine In-
surance Co. "It gets worse at a time
of recession, with the frequency
and the severity of losses on the in-

crease."”

Ralph Wheeler, assistant secre-
tary of the Aetna Life & Casualty
bond department, said his com-
pany has already watched an in-
crease in the number and size of fi-
delity claims in the last half of
1979.

"The individual is more afraid o f
losing his job in a time of recession
and so might turn to what is called
white-collar crime (falsifying rec-
ords) as a way to protect himself,"
he said.

"Also you find at a time of reces-
sion and rising unemployment
there is less loyalty to the em-
ployer. The employe feels he is go-
ing to leave anyway, so why worry
what happens to the business?"

About 20% o fthe businesses that
go bankrupt do so because of

white-collar crime losses, Mr.
VVvVheeler estimnmates. -

GAO lashes
fed bond

guarantees
By JERRY GEISEL

WASHINGTON-The General
Accounting Office has lashed out
against a nine-year-old govern-
ment program that provides fed-
eral guarantees for surety bonds
purchased by small contractors.

The program began in 1971 fol-
lowing complaints from contrac-
tors that they were unable to ob-
tain bonds from insurers. The fed-
eral government assumes 90% of
the risk for surety bonds of up to
$250,000 issued to contractors and
takes 20% of the premium paid to
the bonding companies.

The federal program, adminis-
tered by the Small Business Ad-
ministration, has ensured the
availability of surety bonds to
small contractors. Since 1971, the
program has guaranteed bonds on
more than 91,000 contracts totaling
$6.3 billion.

But the GAO, in a report to Con-
gress, says the SBA is not manag-
ing the surety bond guarantee pro-
gram properly.

The watchdog agency contends
the SBA approves most surety
bond guarantee applications
based on limited reviews of incom-

plete or erroneous underwriting
information.

A GAO review of 639 applica-
tions from 150 underwriting files
revealed 87 % of the applications
contained outdated, inaccurate or
inconsistent underwriting data.

All applications reviewed at the
Chicago regional office and
Nashville district office contained
underwriting deficiencies while
90% of the applications in the At-
lanta office had underwriting
shortcomings, the GAO reported.

The SBA agrees underwriting
has been a problem in the surety
bond guarantee program, but says
it plans to improve underwriting
review procedures.

The Senate Small Business
Committee is reviewing the con-
tractors' bonding program and
staffers have informally discussed

setting up a federal agency to issue
bonds to small contractors. -
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cat problem solvers
of the 20th century.
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Sigmund Freud

The Wright Brothers

First there was Freud.
Then Madame Curie.

Then Einstein, the Wright

brothers, Henry Ford and Leo
Brandstatten

Leo Brandstatter?
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Madame Curie

Henry Ford

is none.

Using captive reinsurance
facilities in developing plans to
minimize your income tax.

And making financial protec-
tion affordable at a time when

Like all AlIG Risk Management everything else isn't.

account executives, he's doing for

AIG has one of the most

his profession what other greats experienced risk management

have done for theirs.

Solving problems that many
would consider unsolvable.

Like setting up note programs

services anywhere. In fact, our

people have solved problems that
others don't even know exist.

That's important fof yo;u to

to improve cash flow where there know.

Albert Einstein

4 72

jir:4

[f-11

Leo Brandstatter

Because when it comes to solv-
ing problems, a company that's
still gaining experience could
leave you with a bad experience.

Which is why the world will

always remember the contribu-
tions of Freud, Einstein and
Brandstatter.

AlIG Risk Management.

The AIG Companies.

Let us take the risks.

For more information, contact AIG Risk Management, Dept. A, 70 Pine Street, New York, N.Y 10270. A Member Company of American International Group.
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Strateg I eS InBusiness Insurance

An INA Series

Lending institutions face an in-
creasingly complex set of insurance ex-

b Comprehensive posures. Many of these bear directly on

couerage their overall financial performance.

w P for Ienders' Robert Evans, President of Crown

habilities. Valley Insurance (CVI), a leading Cali-

) ,Eg’:’gn\éiey fomia agency, has approached these

Robert Evans special coverage requirements by

/ r; custom-tailoring a comprehensive pro-
tection program to a lender's individual needs.

«16day," suggests Evans, «the only way to supply needed
protection on a cost-effective basis is to put yourself in the
lender's position."

CVI's careful analysis of a lender's situation often leads to a

- -. .- . multi-faceted solution. Basic coverages such as property, gen--
eral liability, and auto fleet are the fundamentals. "Then comes
the procedure,” says Evans, «of fitting specialized components
into place. We can strategically recommend additional prod-
ucts ranging from mortgage impairment and bonding to safe deposit
box liability or even errors and omissions."

The agency's capabilities in this field are enhanced by INAs
concern for serving the needs of the banking system. In Evans' - _ 5 |
opinion, no other carrier offers so large an inventory of products and
services for "creating the correct protection formula.” f

t

Seismic exploration vessels are pros-
pecting the ocean's floor to pinpoint vital o
oil fields. Their searches for new energy WHting tbe
sources have become increasingly urgent book on
and widespread, multiplying the risk to ofshore
both ships and the high-technology e*/oration.
equipment they carry. 'J@SaﬁJQSStrumentS' *4 7
Texas Instruments (T1), through its sub-
sidiary, Geophysical Service Inc., operates one of the world's largest
seismic fleets, under contract to majer oil companies. In 1973, TI
acted decisively to control the subsidiary's mounting losses.

Realizing that changes in shipboard personnel (taking place in



—

locations as diverse as the Arctic Circle and the Persian Gulf) increased the chance of human
error, Tl decided to issue a safety manual to each ship's captain.

“working with INA," explains Hugo Hines, Corporate Risk Manager for Tl, «we designed a
comprehensive guide, specifring standard procedures for both routine and emergency situations."

This constantly updated manual, as important to the captain as his charts and log, has
contributed to a remarkable reduction in losses. As a result, Geophysical Service was awarded the
prestigious «Safety in Seas" award in 1978 by the National Ocean Industries Association.

We formerly insured the fleet with the London market," Hines adds, «but switched to INA

since their expertise helped us to contain our marine exposures. Reduced losses have translated
into reduced insurance costs."

During the early 70's, unrest on college campuses triggered sharp ..» \
increases in the cost of property coverage for primary and secondary
schools as well. «We suddenly confronted
a doubled premium and an unusually high
deductible," recalls Dr. William Bedell, Choosing tbe
Assistant Superintendent of Livonia, logical
Michigan, Public Schools. Seeking a solu. alternative. s

. .. The Livonia School District's
tion to the rate crisis, Bedell and fellow b o
r. William Bedell

administrators inmn the area studied altema-
tives to commercial coverage. They found
that school districts did not hold sufficient

k4

reserves to permit self-insurance. And a
state-sponsored insurance pool was far too difficult to T o=
administer. eg*4.-,se'i - C-"*4

Then, working with his brokerage firm, RL. Je—=rr === — = 77"
and Associates, Bedell found two ways to lower the cost of .\...
property coverage. First, he placed the district's insurance
with INA and, through restructuring the coverage, realized a reduction in premiums. As the next
step, he enrolled the school district in a state-wide safety group created by MarketDyne, an INA
subsidiary, and sponsored by the Michigan Association of School Boards.

« Since then, our premiums have been related to the actual loss experience of schools in the
group " Bedell explains. «And we receive a dividend return on premiums in years of lower. than-
expected losses." Last year, the districts in the group were refunded 17.8% of their premiums, and
the year before 16.5% was returned, allowing a shift of funds from operations to education. «Our
dividends have translated into salaries for two teachers a year," Bedell observes.

Decision-making in business insurance has never been more complex. And the financial
implications have never been greater. Today, devising costeffective insurance programs requires
knowledge, experience, capacity - and a complete range of products and services. Flexibility and
the willingness to innovate are also essential.

INA's ability to combine these elements can assist you in developing practical solutions, new
approaches, and better strategies. Consult the professionals. Write directly to John Cox,
President, INA Property.Casualty Group, 1600 Arch Street, Philadelphia, PA 19101 or call
(215) 241-2729.

Tbe resources to do it all, tbe strategies to do it rigbt. I N A

Insurance Professionals
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Insuring performance
Prove financial health to obtain bonding

By Irving M. Fogel

HE MQRT.JMRORTANI. toal for.a

for publicly funded projects-munici-
pal, state or federal-is a bid bond fol-
lowed by payment and performance
bonds. Many private clients also re-
quire payment and performance bonds
from general contractors, and general
contractors are demanding bonds from
mgjor subcontractors.

If you use contracted services. you
should know what support the bonds
provide and what information contrac-
tors must provide to bond underwri-
ters. Tight market conditions have
made underwriters choosy and de-
manding o f their clients.

If you are a contractor entering the
world o f bonded jobs for the first time,
you should be prepared to bare your
financial soul. You must do this to con-
vince a surety bond underwriter that,
for all practical purposes, issuing the
bond poses no risk. If you understand
one of the m4jor differences between a
surety bond and an insurance policy,
you will appreciate the importance of
being able to convince the underwriter
of your financial stability and sound-

When you buy a life insurance policy,
the insurer gambles that income from
premium and investment of the pre-
mium will exceed the payment to you.
When it pays your estate it has no re-
course against you-in heaven or hell-
or your estate. An insurer pays and
shuts up.

Irving Foget is president of Fogel & As-
sociates Inc., a New York construction
industry consulting Arm. He is a regis-
tered professional engineer in 13 states,

the District of Columbia and Israel

Fidelity bond covers

T OES AN EMPLOYE fidelity bond
JU cover losses an insured employer
incurs in settling a suit for damages
caused by its employe's dishonest or
fraudulent act directed at third per-
sons? A Florida appellate court de-
cided it did.

A motor company was insured by
two Transamerica Insurance Co. em-
ploye fidelity bonds against loss of
money, securities or other property re-
sulting from any fraudulent act of its
employes. The Padgetts purchased a
truck from the motor company; how-
ever, financing was not approved.

Company employes made a false
financial statement of the Padgetts' as-
sets and liabilities, forged their signa-
tures and induced a bank to purchase

These abstracts were prepared by
Cases Unlimited Inc. Copies of the en-
tire decision may be obtained bv send-
ing a check for $4 made out to Cases
Unlimited to Business Insurance, 740
N. Rush St., Chicago, lll. 60611. Please
list the number for each opinion.

When the surety company sells you a
bond, it requires you to sign an indem-
nity agreement that will allow it to try
to collect whatever money it pays out
under the terms ofthe bond because of
what you may or may not do. The com-
pany expects to collect back any
money paid on your behalf. With this in
mind, you should be able to under-
stand why you have to prove the
soundness of your financial health be-
fore you will be given a bond.

As a contractor interested in being
bonded, you should contact an agent or
producer who deals with surety bonds.
If your insurance agent is not familiar
with the surety bond industry, he
should recommend a specialist who
will probably-be a member of the Na-
tional Assn. of Surety Bond Producers.

Thesspeqnle are prafessionals.whg

business as independent agents. The
knowledgeable agent can help you pre-
pare a good presentation so you can
sell yourself to an underwriter, and
"sell" is the proper term. You have to
convince the underwriter that writing
a bond is for all practical purposes a no-
risk situation.

The underwriter will be interested in
knowing your track record for com-
pleting projects on time and within the
budget. He or she will be interested in
the depth ofyour organization and con-
tinuing management capabilities. Is
there a plan for the life of the company
to continue beyond the life of any one
individual? The underwriter will ques-
tion the financial soundness and fiscal
reliability of the indemnifier.

The "physical” that you must pass
before a surety bond is written, unlike
a true physical examination you can-
not prepare for, must be anticipated

legal briefs

the contract. The forgery was discov-
ered when the Padgetts failed to make
payments. The motor company repur-
chased the contract and sued the
Padgetts to recover the truck or its
value. In turn, the Padgetts sued the
motor company for fraud and settled
for $10,000 plus the truck.

The motor company then sued its in-
surer, contending the fidelity bonds
covered the damages it had paid out to
the Padgetts. The trial court dismissed
the motor company's suit.

The appellate court concluded the
policies were ambiguous in failing to
define "loss". Because the clause in-
volved the extension of coverage
rather than exclusion of coverage, the
court said it must be liberally con-
strued in favor of the policyholder. The
court determined that a third party's
damages resulting from employe fraud
were covered under the bonds. Thus

Before issuing a bond. an underwriter will be interested in knowing a contractor's track record
for completing projects on time and within the budget.

with advance preparation.

You should develop a history ofyour
past projects indicating for each: the
date, name of the owner, architect/
engineer, location, type of project, per-
centage of completion, projected com-
pletion date if incomplete, profit/loss
(actual or projected) and any com-
ments you believe are pertinent. This
information and properly prepared
cash-flow projections for ongoing proj-
ects will assist the underwriter in de-
termining your bondability.

As a contractor wanting to increase
your bonding capacity, you will be
faced with the same inquisitiveness of
the underwriter. The information that
helps underwriters decide to issue
bonds-a sound financial statement,
history of profitability, a sound man-

agement plan, a promise of continuity
and properly maintained and pre-
sented documentation-can also con-
vince future clients to hire you.

Corporations that use contractors
should also look for this information
and use it to help choose a contractor
or subcontractor.

Underwriters are most afraid of writ-
ing bonds or increasing bonding ca-
pacity for a contractor who wants to
undertake work of a nature he has
never done or undertake projects
larger than he has ever completed.

Generally, the underwriter will want
to walk with you before you run to-
gether, and will want the transition
to be gradual. A contractor who thinks
he may someday want to do bonded
work must plan ahead. -

third=party damage

)

the case was returned to the lower
court for trial. Southside Motor Co. us.
Transamerica Insurance Co., Florida
district court of appeals, Feb. 5, 1980
(BI/02/Au.-$4).

All risks

The Massachusetts supreme court
ruled that the " all risks" coverage pro-
vision of a physicians' and surgeons'’
equipment floater policy covered loss
by theft, including embezzlement. Fur-
thermore, the court said that each act
ofembezzlement was a separate occur-
renee within the meaning o f the policy.

A dentist insured his office property
with the floater issued by U.S. Fidelity
& Guaranty Co. The policy contained
an "all risks" clause with certain noted
exceptions. An extension of coverage
was issued later to cover "currency,
money and stamps" not to exceed $250
in any one occurrence.

Over two years, the dentist's recep-
tionist embezzled $9,000 of his funds
with no one theft exceeding $250. The
doctor discovered his losses in March
1972 and immediately notified
USF&G. USF&G limited coverage to
$250. The doctor sued and recovered
only $250.

On appeal, USF&G argued that an
"all risks" policy did not insure the fi-
delity of employes and that all of the
embezzlements were a single "occur-
renee" subject to the $250 liability
limit. The court rejected both argu-
ments, observing that if USF&G in-
tended to exclude fidelity losses it
could have used plain language.

The court also concluded that the
phrase "one occurrence," without giv-
ing a definition, was ambiguous and
must be construed against USF&G.
The insurer was found liable for the
full $9,000 loss. Slater us. U.S. Fidelity
and Guaranty Co., Massachusetts su-
preme court, Feb. 15, 1980 (B1/04/ Au.-
$41
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C risk management *otes

Cover overall

By David Warren

ANY RISK.MANAGERS will

insured, even though its loss potential
is not catastrophic, simply because
there are not enough exposure units to
create a "spread of risk."

For example, a firm with two trucks
worth $12,000 each might be advised to
insure for collision, even though the
firm is able to absorb a loss of that
magnitude, simply because two trucks
do not constitute a large enough spread
of homogeneous units.

Or a video camera might be insured
because there are no others to spread
the risk.

The fallacy o f this reasoning is aptly
demonstrated by a favorite saying of
one of the old-time, pioneering risk
managers: "A buck is a buck."

What he meant was that any com-
pany has a huge number of unique
risks, a wide variety of methods to pro-
tect against loss and a certain probabil-
ity of loss for each kind of exposure.
The important thing to recognize is
that a company should not look at its
risks piecemeal, but overall. When it
does, it can see a huge spectrum of
risks, many insurable and many not.
The list can only be limited by your
imagination.

Each risk represents a certain aollar
loss. Protection features are a certain
dollar cost. We should look not at a
number of unique risk exposures but
at all of them combined into a broad

spectrum of dollar exposures. The dol-

David Warlen is a Tisk management
consultant in Orinda, Calif.
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A dollar of risk is still a dollar of risk, whether it is

exposure to theft or to a truck collision.

lars are homogeneous, so we do have a
large spread of homogeneous risks.

A buck is a buck, whether it is the
risk of loss of whiskey in a bonded
warehouse or a truck collision or fire
loss to a research project. As far as the
organization is concerned, a loss such

as a fire or theft means dollars out of

pocket. Theft prevention and fire pro-

benefit tax slants

tection measures mean dollars out of
pocket. It doesn't matter what causes
the dollars to go-they go, and the ob-
ject is to develop the physical protec-
tion and arrangement measures that
will minimize the total flow of dollars
out, regardless o fthe cause. The homo-

geneous units are dollars. A buck is a
buck.

Reve rse pension' eliminates red

By Joseph S. Robinson

Attorney-at-law

MANY, GLQRELY, HELR.Gormoras

plans burdensome and time-consum-
ing. What's more, sponsors of such
plans are somewhat fearful o f their per-
sonal responsibility as fiduciaries. As a
result, companies wishing to offer
some form o f retirement plan are look-
ing into other avenues.

One approach that eliminates the
tension and red tape is a kind of pen-
sion in reverse. This plan requires no
IRS approval and allows the corpora-
tion to pick and choose its participants.
Here's how it works:

Instead ofcontributing money into a
formal Treasury-approved pension,
the company gives an annual bonus to
a selected employe that equals the pre-
mium for a participating insurance pol-
icy on the life of each selected em-
ploye. The employe owns the policy
and names the beneficiary.

Consequently, the premium dollars
are taxable to the employe. But that's
not so bad because the tax-free policy
dividends, which belong to the em-
ploye, will partially offset the extra in-
come tax the employe must pay. In the

meantime, the corporation takes a de-
duction for the premium as it would
when contributing to a qualified pen-
sion (I.R.C. Sec. 162 (a)).

Example: ABC Corp. takes out a
$100,000 life policy paid up at 65 on Mr.
Kay, a 40-year-old plant manager in the
37% bracket Thus, the $3,200 annual
premium, which the company ad-
vances, only costs Mr. Kay $1,150, the
amount he pays in additional taxes.
However, a $250 first-year dividend re-
duces the figure to $900. By the fifth
year, a $620 dividend further offsets
Mr. Kay's additional tax payment to a
net of $530. By the 10th year, dividends
will completely wash out Mr. Kay's tax
obligation for the insurance policy.

At the time he is ready to retire at 65,
he will have accumulated roughly
$74,000 in guaranteed cash values that
can be converted into a $600 per month
pension for life under a 10-year certain
settlement option. In the meantime,
Kay's family was protected with
$100,000 O f life insurance coverage.

Survivor's benefits

Many businesses provide a variety o f
employe benefits, each of which is de-
signed to cover a specific need of an

employe or his beneficiaries. Often, as
in the case of a survivor's benefit, tax-
ation of the benefit depends not only
on the particular benefit, but also on
how it fits into an employe's overall
compensation package.

In a recent case, the family of a de-
ceased employe won a mgjor victory.
Bill was employed by IBM and covered
by several benefit plans, including life
insurance, retirement, sickness and ac-
cident and disability plans. Each plan
was adopted at a different time and ad-
ministered separately. The cost of all
these benefits was borne by IBM.

While still employed, Bill died at age
60 after a briefillness. At the time of his
death, neither he nor any of his benefi-
ciaries had received payments from
the qualified retirement plan, the dis-
ability plan or the sickness and acci-
dent plan.

Under the terms of the life insurance
plan, Bill's widow was entitled to a
death benefit of $23,666 and a

survivor's income benefit of $1,063 per
month.

The IRS contended the value of the
survivor's income benefit should be in
Bill's gross estate. The IRS attempted
to combine the disability and insur-
ance plans to satisfy the taxation re-

exposure, not disaste r

Premises of others

Say you are a metal processor that
sends small parts out to be painted. Or
a shirtmaker that sends its product to
subcontractors that sew on special
pockets.

The common factor here is that
owned property is on the premises of
others. Suppose there is a fire or other
casualty that destroys your property.
Would the owner ofthe premises or his
insurer pay you for the loss? Would he
even be legally liable?

The answer to the last question is
that he would not be liable unless you
could prove negligence. Therefore, un-
less you could prove negligence, any
liability insurance he may have would
not cover the loss. And if you could, he
might not have coverage for damage to
property in his care, custody or control.
However, he might have property in-
surance that would apply if it had been
extended to cover property of others
and if the values had been reported.

You could also have a contract with
the other party that would require him
to be responsible for the property. If so,
you can require evidence of contrac-
tual liability insurance to back this as-
sumption of liability. Remember,
though, that the standard contractual
liability form excludes property in cus-
tody. His policy should specifically
name your contract.

Rather than be concerned about the
other party's insurance, however, you
may want to cover your own property.
But you don't want to make the mis-
takes of insuring a lot of small objects
for which the loss potential does not
meet your loss assumption capability.-

tape

quirements.

The Court of Appeals ruled, how-
ever, the two plans could not be com-
bined. The court noted that under the
IRS's own rulings, neither the retire- j
ment nor the accident and sickness
plan could be combined with the insur- 1
ance (see Rev. Rul. 76-380 and Rev.
Rul. 77-183).

This left only disability, which would
not take effect until all of Bill's rights
under the accident and sickness plan 1
had been exhausted. After considering
the leading cases on the point, the
court concluded the disability plan |
should not be combined with the 1
survivor's benefits for estate tax pur- 1
poses. As a result, these benefits were
not tacked on Bill's gross estate

(Schelberg, Ct. Of App., 2nd Cir., 10/29/
—— == >» _ —n

The case is important to employes
and companies alike. For employes, 1
the decision means certain survivor's
benefits may be eliminated from an |
employe's estate.

For a company wishing to take ad-
vantage of the appeals court decision, 1
its group insurance, retirement, acci-
dent and health and disability plans
should be independently adopted and

Strueaccte aresss<<di b
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Kid around

Nobody watches over kids more carefully than
TOYS )'US. And when it comes to insurance, they
don't play around either. They depend on the orga-
nization that companies like Ernest & Julio Gallo
Winery, Eaton Corporation and United VVan Lines
depend on. They depend on CSRU.

As a facility of The Continental Insurance Com-
panies, CSRU knows that risk management is
anything but fun and games. So we work hard with
producers to tailor-make primary, excess and
umbrellacasualty insurance and cash management
programs that suit the needs of their clients -
nationally and internationally.

And while no one can make your job child's play,
we can bring you the full range of Continental
products and in-house services. That includes re-
insurance, loss control and engineering and
industrial hygiene facilities, countrywide claims
service, services for captive insurance companies
and ocean and inland marine insurance.

without us.

VWhen you need us, finding us isn't a game of
hide-and-seek. We've got offices across the countly
eager to review your agent's or broker's proposals,
and help put them into action.

Ask your agent or broker to show you how, and
why, CSRU has grown up from the new kid on the
block to the market hundreds of brokers, agents
and companies shop at. Or Write: R. H. Dorgan,
Vice President, Continental Special Risk Under-

writers (CSRU), 83 Maiden Lane, NewYork, /

NY 10038.

TakealookattheriskswetakeaC /

A /.7 —>»> i/

CSRU 451C 962

Continental Special Risk Underwriters
83 Maiden Lane, New York, N.Y. 10038

A facility of The Continental Insurance Companies: subsidiaries of The Continental Corporation
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Surety underwriters
tighten up standards

Continued .ftom page 11

Asbestos | itigation Reporter

: If your company has potential or real liability stemming
: from asbestos-related death and personal injury claims, the -
; Asbestos Litigation Reporter is a must-read semimonthly journal

bankruptcy or trouble,"” noted Jo- icago. J' '
of record for you and your associates seph P. Nolt, representative for the =
- - - Keystone chapter of the Asso-

ciated Builders & Contractors in #er

Facility Inc. in

- This is the national report of asbestos litigation that . | __ . ..

: gives new dimension to the complex proceedings.
i complaints, answers, pleadings, orders, depositions, industry

It gives you

letters and editorial coverage of hearings and such important
: questions as whether the exposure or manifestation theory should .
: determine insurer liability. Call or write for descriptive sampile. :

Dun & Bradstreet reports con-
tract bankruptcies rose to 1,205 for
the first 10 months of 1979, an in-
crease from 991 a year earlier.

"Suretycompanies are very alert
to this and are tightening up and
being cautious. It's being reflected
in their underwriting,” Mr. Nolt

look at contrac-

tor financing, meeting more fre-
quently with bondholders and de-
manding contractors get manage-
ment more involved in reducing

d,r he
"fNA'18"afs0 foreing more joint
contracting ventures and telling

some contractors they no longer

- Asbhbestos L itigationmn Reprortenr o said. qualify for surety bonds, Mr'. Lee
"We're extremely concerned says.
about the effects of inflation/re- Despite this caution, the insurer
cession on the mortality rate of expects bond underwriting to in-
contractors. | feel we're going to  crease this year at the same rate as 1
see a situation as grave as 197+75," inflation. About $32 million in con-
said James E. Lee, vp at INA Bond tract surety will be underwritten,
Mr. Lee notes.
At Aetna Life & Casualty, where
some $53 million in bonds is

underwritten in a normal year,
similar cutbacks are in the works.

ANDREWS PUBLICATIONS, TNC.

- PO. BOX 200, EDGEMONT, PA. 19028

(215) 353-2565

52 great issues coming up!

ISSUE DATE AD CLOSING
bility of the construction market

. AGENT/ JUL JUL T e

number of ways a direct reflection

ofthe construction market," he ex-

plained. "When public works are

delayed or cut, the reduction has a

J direct effect on the contract surety
line.”

However, the impact takes about

two years from the bonding date to
be felt

"We have not taken any more of
a restrictive position but we're
looking more carefully at the un-
derwriting process," said assistant
vp Robert Mills.

"In trying to assess premium
volume we have to assess the via-

ISSUE NUMBER

Aetna's bonding volume has in-
ereased steadily over past years,
Mr. Mills says. Recently, the firm
bonded about 50% of the $425 mil-
lion Baltimore Tunnel project.

"There seems to be plenty of ca-
pacity to go around; a quality con-
tractor won't have any problem,"
adds Donald McComber, execu-
tive vp at Industrial Indemnity Co.
in San Francisco, a division of
Crum & Forster.

moretocome:

26. JUN 30 Jun 18

ISSUE DATE AD CLOSING

However, "Underwriters are be-
ing a little more selective than be-
fore," Mr. McComber said.

"When times are tough an under-
writer tries not to let a contractor

27. JUL 7 Jun 25

28. Spotlight Report: Fidelity & Surety Bonds JuL 14 Jul 1 get too much work on hand," he
said.

29. JUL 21 Jul © "It's a two-way street; contrac-

. t i t h ti h

30. AGENT/BROKER tROFILES JUL i 28 Jul 15 ors during tough times have ‘o
show us they have made a profit,

31. AUG 4 Jul 23 adds Industrial Indemnity vp Ken
Ryan. During these times, under-

32. Spotlight Report: Pensions & Retirement Programs AUG 11 Jul 30 writers demand more information
from contractors and frequent

33. AUG 18 Aug 6 meetings, he said. -

34. PROPERTY/LIABILITY: THE YEAR AHEAD AUG 25 Aug 12

35. SEP 1 Aug 20 Tips may help

36. sEP 8 Aug 26 G6btain bonds

37. SEP 15 Sep 3 Looking fora new construe-,

tion project bond or bigger b
38. INTERNATIONAL INSURANCE SEP 22 bond limits? Here are s6me

ways to attract underwriters -
and lower rates:

- -Keep constructionwork
in one geographic area. to'
maintain maximum manage-
ment control o'ver worksites.

= Hire a certified public ac-
countant to prepare earnings
statements.

= Show slow growth in
your business over a eight-to.
10-year period. Erratic 'high
and low. years suggest- vieak

management:

- Stay within your building
expertise and keep wbrk16ads
practical.: -66 7*:": |.

- Have big liquidity/or
working capital.

= Maintain a senior staff -
with substantial experience. '

You can now reach the decision makers in the insurance marketplace 52 times a year in the industry's communications leader...

Business Insurance. | isted gbove are upcoming issues, advertising closing dates and special editorial information for the next few
months. Be where the action is this week and . ¢, week. For a full schedule of 1980 issues wite or call us.

business
iNsurance

a publication of Crain Communications Inc.

New York: 708 Third Avenue, NY 10017 (212) 986-5050 Chicago: 740 Rush Street, IL 60611 (312) 649-5275 Los Angeles: 6404 Wilshire Blvd., CA 90048 (213) 651-3710



Security

plans

step up combat
on employe theft

By STUART EMMRICH

NEVWVW YORK-A huge elec-
tronics firm weighs its employes
as they enter and leave work each
day, checking for suspicious
weight gains that signal pilferage.

A company that manufactures
tiny and expensive computer
chips forbids women employes to
take handbags into the work area
and requires workers to leavejack-
ets and coats in a supervised
locker room.

A firm that uses a computer sys-
tem to control its financial record-
keeping constantly changes an
elaborate system of code words
and controls to prevent employes
from issuing extra checks.

These are a few examples of
what American businesses are do-
ing to combat an undeniable fact
in the modern workplace: Workers
steal from their employers.

"Anyone can steal from his em-
ployer. Anyone can do it fairly eas-
ily," concedes Ralph Wheeler Jr.,
assistant secretary of Aetna Life &
Casualty's bond department.
"What's worse, the employe who
wants to steal has become smarter
every year."

Growing losses under fidelity
bond contracts that insure against
employe dishonesty have made in-
surers more concerned than ever
with improving clients' security.

Business may be vulnerable to
employe theft, but it is not power-
less against it, say several fidelity
bond underwriters who try to help
clients identify ways to cut down
their risks.

An outside auditor's review,
called a "letter to management”,
may help cut losses, too, adds
Mary Scharf, secretary of The
Hartford Group's fidelity line.

"An auditor's management let-
ter can give you a pretty good feel-
ing about what controls are in
place and what ones might be
needed," she explained.

AN outside auditor with free

rein to watch people at work and
have complete access to the
company's bookkeeping can care-
fully examine security measures
and report directly to the top man-
agement. This is probably the best
first line of defense against em-
. ploye crime, agrees Aetna's Mr.
Wheeler.

But an auditor's recommenda-
tions aren't worth the paper they
are written on if the company
doesn't act on them, he notes.

Companies should augment an
auditor's findings by tapping pro-
fessional investigators or former
law enforcement personnel to do
an additional audit.

"They usually do a good job of
identifying potential areas of
losses and suggesting what can be
done to deal with them,"” Mr.
Wheeler said.

, Sometimes those recommenda-
tions might be simple; for exam-
ple, removing such valuable pieces

t of inventory as precious metals or
sophisticated electronic equip-

, ment from general access, sug-
gests Myron Warndahl, senior un-

' derwriting officer of the St. Paul
Fire & Marine Insurance Co. fidel-
ity department

"You have to cut down the temp-
tation. If there are no controls,
what is going to keep an employe
from stealing?" argues Mr. Warn-
dahl.

Employers should also go be-
yond a cursory background check
when hiring employes for sensi-
tive jobs, Mr. Wheeler said.

"Check out
thejir work his-

vears,” Mr.

Wheeler said. "And just don't do it
with a letter. Often people will tell
you things on the phone that they
wouldn't write down."”

Banks must take special precau-
tions: frequent physical plant in-
spections, sophisticated vault and

business inst.rance, July 14, 1980/ 21

Blanket policy trims bankers bonds

State insurance departments are expected to
soon approve a new bankers blanket bond policy
that will streamline the bonds protecting banks
against employe theft and fraud.

The new policy, devised by the Surety Assn. of
America and the American Bankers Assn., elimi-
nates a 12-month discovery period for receivers
and liquidators when a bank fails. "Forgery" is re-
defined, too.

The new definition of forgery allows the bond
not to cover legitimate signatures as forgeries just
because they are unauthorized, said Francis Le-
Munyon, secretary of the Surety Assn.

The new form "is without a doubt the single
most important revision of any of our fidelity con-
tracts,” Mr. LeMunyon said. The commercial
bank classification accounts for one-third of the
premium volume of the entire fidelity line.

"We feel the finished product will be a much
clearer and better understood contract-one that
gives the same nuts and bolts of coverage as the

alarm systems and tight control of
tellers’' drawers, said The
Hartford's Ms. Scharf. _

existing bond, but without the myriad riders cur-
rently required,” Mr. LeMunyon said.

New blanket bonds for banks will provide the
same coverage without myriad riders.

HOW IRA SAVES YOU CLAIMS DOLLARS:

HELPING THE INJURED WORKER
GET BACK ON THE JOB.

At International Rehabilitation
Associates (IRA), we've learned
from our experience with over 700
companies that injured workers usu-
ally want to return to work. It's our
task to make that road to recovery as
smooth as possible for the worker,
the worker's family and the
employer.

IRA statistics show that for ev-
ery dollar spent on effective rehabil-
itation, a ten-fold savings in claims
can be realized. IRAs "whole per-
son" approach to worker rehabilita-
tion has been employed successfully
in over 60,000 cases to date. As a
consequence, the potential impact
of disability payments over the long
term has been reduced or eliminated
for the companies involved.

IRA's "whole person" approach
involves the consideration not only
of medical requirements, but mo-
tivational, vocational and financial
needs as well. The goal is to take
every practical step in helping re-

A NEW BEGINNING

IRA's "whole person" approach
to rehabilitation has often proven
successful in saving claims dollars by
bringing a new perspective to cases
assumed to involve permanent total
disability. The case of Marvin S., un-
able to return to work for an
extended period of time due to a dis-
abling injury, is typical.

The IRA Rehabilitation Special-
ist assigned to