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Last stravw for insurers?

Terrible first-quarter results may finally force
property/casualty companies to increase rates

By JUDY GREENWALD

NEW YORK-Will the first-quarter results
posted by the major commercial property/casualty
insurers be the straw that finally breaks the camel's
back?

Many major property/casualty insurers, after
looking at the red-stained numbers they posted in
the first quarter, say they have had enough of esca-
lating underwriting losses and are introducing rate
hikes, even i f it means that they will lose business.

"We are prepared to lose unprofitable business
and large amounts of it," sums up a spokesman for
CIGNA Corp., which began introducing rate hikes
in April.

CIGNA, one of the companies that fared the
poorest during the first quarter (see chart), posted a
net operating loss of $23.7 million, compared with a
$76.7 million profit during the first three months of
1983.

There are "definite signs of an upturn,” agrees a
spokesman for Mission Insurance Group Int., which
also suffered a poor first quarter with a $15.3 million
first-quarter operating loss, compared with an $8.1
million profit in the first quarter of 1983.

Mission plans to continue its ongoing efforts to in-
crease prices, the spokesman notes.

However, the question remains, insurers and ana-
lysts say, whether the insurers' determination to
boost prices will remain firm once they are faced
with the actual prospect of lost business. Insurers
and analysts both note that it was the struggle to
increase market share that led to intense price com-

U.S. takes hard line In

petition and mounting underwriting losses in the
first place.

Insurers have said before that they intend to re-
turn to an underwriting profit, but "it never seems
to happen," explains William G. Watt, senior vp in
charge of commercial lines insurance for Royal In-
surance Group.

Mr. Watt notes that his company has been trying
to introduce rate hikes for the past 114 years, but he
adds that now may be the moment to finally do it.

"There have been recent signals to suggest now is
the time.”

What may convince underwriters to raise their

Continued on page 40

Biggest losers in first quarter

(Ranked by deterioration in operating income)

Aftertax Percent

operating decline

income/loss from's3

Company (in thousands) first quarter

Fremont General Corp. -$7,874 4,130.7%
Sentry Insurance Cos. -12,591 692.2
Mission Insurance Group -15,271 287.4
CIGNA Corp. -23,684 130.9
Hartford Steam Boiler -800 120 7
Kemper Corp. -1,125 105.4
Reliance Insurance Co. & subs. 2,606 85.5
Aetna Life & Casualty Co. 19,000 84.0
Fireman's Fund Insurance Cos. 10,179 83.9
The St. Paul Cos. Inc. 9,004 79.8

update

J&J excess insurers drop suit

against Johnson & Higgins
NEW YORK-Excess liability un-

derwriters for Johnson & Johnson,
which are contesting J&J's claim that
it is entitled to coverage for the mas-
sive recall of its Tylenol products in
October 1982, have voluntarily dis-
missed a third-party complaint
brought against J&J's broker, John-

son & Higgins (BI, Dec. 12, 1983).
The suit against J&H, filed in Octo-
ber 1983 by six of 3 &3's eight excess
Continued on next page
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Push under way

to speed cleanup
of waste sites

By DOUGLAS McLEOD

WASHINGTON-While Congress considers a bill to expand the federal
Superfund program for toxic waste cleanup, chemical industry and gov-
ernment officials hope a newly formed private corporation will speed re-
medial action on the nation's worst dump sites.

The new non-profit corporation, Clean Sites Inc., was formed here last
month by a coalition of chemical and environmental interests, and is in-
tended to supplement the Environmental Protection Agency's cleanup and
enforcement activities.

Formation of CSI comes just as Congress is preparing to reauthorize and
strengthen the Comprehensive Environmental Response, Compensation
and Liability Act of 1980 (CERCLA), which created the $1.6 billion Super-
fund but which authorized funding for only five years.

A reauthorization bill, H.R. 5640, sponsored by U.S. Rep. Jame5 J. Florio,
D-N.J., would raise $9 billion for Superfund over five years by continuing
CERCLA's tax on chemical and oil companies and by imposing a new
"waste end" tax on disposers of hazardous waste.

To the chagrin of insurance industry interests, the bill would also create
a new "federal cause of action," under which companies that generate or
dispose of hazardous waste could be held jointly and severally liable in
federal courts for a variety of damages claimed by individuals.

These damages include diminution of property values and "pain and
suffering"” caused by personal injury, which some fear could lead to law-
suits based on "cancerphobia” or individuals' fears of developing other
diseases traceable to toxic wastes.

The bill is due to be marked up in the House Energy and Commerce_
Committee this week, and industry groups that oppose the federal cause of
action-including the American Insurance Assn.-hope to see the provi-
sion amended or dropped.

Several major roadblocks have barred fast waste site cleanup to date,
according to CSI. These include the absence of an effective way to assess
liability among the various companies responsible for pollution at a given

Continued on page 4

Mobil captive case

By STEPHEN TARNOFF

WASHINGTON-INnsurance transactions
between related companies do not constitute
insurance for tax purposes, the government
maintains in its post-trial brief in the Mobil
Corp. captive insurance company tax case.

Furthermore, whether or not a wholly
owned insurance company writes any risks
for unrelated parties is irrelevant to the con-
sideration of - whether the captive insurer
qualifies as an insurance company for tax
purposes, the government/contends.

As a result, the government argues, Mobil's
premium payments to its wholly owned cap-
tive insurance companies did not constitute
insurance transactions and thus Mobil should
not be allowed to take tax deductions for the
premiums, the government brief filed in U.S.
Claims Court asserts.

In a 102-page post-trial brief filed nine
months after the two-week trial in New
York, the government also calls the captives
"profit maximization centers" and says their
use by Mobil was an "incredible tax avoid-

INSIDE

ance mechanism.”

A decision in the case, which may not come
for at least a year or more, will determine
whether Mobil and hundreds of other com-
panies with captives can capitalize on the tax
advantages of using captive insurance com-
panies as designed by taxpayers and their at-
torneys over the last 20 years.

These tax ad-
vantages include
tax deductions for
premiums paid to
captives and
using excess for-
eign tax credits to
offset taxes due
on the captive's
income.

At stake in the

Mobil case are tax Graphic: Amy Palmer

deductions for at least $35 million in premi-
ums paid to four overseas Mobil captives by
35 subsidiaries during tax years 1961-1969.
Those captives were General Overseas In-
surance Co. Ltd. (GOIC) of the Bahamas,

Bluefield Insurance Ltd. of Bermuda, Bi-
shopsgate Insurance Co. Ltd. of the United
Kingdom and Westchester Insurance Co.
Ltd. of Cape Town, South Africa.

The oil company paid the disputed taxes,
but filed suit six years ago in the Claims
Court for a refund.

Ultimately at stake, according to a govern-
ment attorney, is
approximately $2
billion in income
taxes the govern-
ment is losing
each year asa re-
sult of corporate
risk funding
through captive
INsurance com-
panies.

“"Companies
are watching this issue," said an attorney
close to the case who asked not to be identi-
fied.

An unfavorable decision for Mobil "will

certainly make (the financing of risks) more

FSA battle continues

on several fronts

Page 3

expensive and inconvenient," the attorney
said.

The government's brief was filed in re-
sponse to one filed by Mobil last December in
which it contended that the captives are sep-
arate corporate entities operating at arm’'s
length from the parent corporation, and thus
Mobil can take deductions for premiums paid
to the captives.

Mobil argues the captives were formed for
valid business purposes and not to avoid or to
evade federal income taxes.

The briefs are part of the third case to go to
trial addressing whether corporations can de-
duet premiums that it paid to a captive insur-
ance company it owned or that it paid to an
unrelated insurer that ceded them to a cap-
tive.

Twice before, in decisions involving Car-
nation Co. in 1981 and Stearns-Roger Corp.
last year, courts held that companies are not
entitled to the deductions (Bl, March 16, 1981;
Jan. 8, 1979, and Nov. 21,1983)

The Mobil case, however, differs in two

Continued on page 10
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update

Complaint against J&H dropped

Continued from previous page
liability underwriters, claimed that the broker should 1ndemnify
them if they are required to pay claims related to the recall

The suit attempted to discover whether the broker knew about
differences in the wordings between J&J's primary and excess lia-
bility policies The primary policy, written by J&J's Bermuda cap-
tive, excluded "damages claimed"” for the withdrawal of J&J prod-
ucts, while the lead excess policy excluded "claims made against the
insured" for product withdrawals McNeilab, the J&J subsidiary
that produces Tylenol, says the excess policy excludes only third-
party claims, not the firm's own recall expenses

The lead excess insurer was North River Insurance Co through
L W Biegler Inc of Chicago Both are Crum & Forster Inc units

Gardner M Mundy, senior vp and secretary of Johnson & Hit
gms, said the broker considers the dismissal a “complete vindica-
tion " A spokesman for the underwriters had no further comment

The litigation between J&J and the underwriters continues

Dalkon Shield judgment upheld

DENVER-The Colorado Supreme Court last week upheld a $6 8
million liability Judgment against A H Robins Co Inc, which man-
ufactured the Dalkon Shield intrauterine device

The 1979 Judgment, the largest handed down in the litigation, was
upheld by a 3-2 margin in favor of Carie M Palmer, a former Den-
ver resident who claimed she suffered a spontaneous abortion and
internal bleeding after using a Dalkon Shield The award includes
$62 million in punitive damages

A Robins spokesman said late last week that the company has not
yet decided if it will appeal the decision

As of March 31, Robins and its insurer, Aetna Casualty & Surety
Co, had paid about $197 million to settle about 6,900 Dalkon Shield
suits during 10 years of litigation, the spokesman said He estimates
that more than 3,800 Dalkon Shield claims are still unresolved

Citicorp acquires Lloyd's broker

NEW YORK-Citicorp, barred by federal laws from buying a
U S insurance brokerage or underwriter, entered the British prop-
erty/casualty insurance marketplace last week by acquiring Lloyd's
of London broker Grindlay Brandts Insurance Brokers Ltd

"The purchase was made because worldwide and in the U K the
development of Citicorp's business in the insurance industry has
been highlighted as one of the objectives of the next decade,"” said a
Citicorp spokesman in London

Citicorp would not say how much it paid for the broker, which
specializes in marine, construction, aviation, property and casualty
risks The bank holding company already owns a London-based
credit and mortgage life insurer, Citibank Assurance Co Ltd

Agent Orange pact hearings set

NEW YORK-A series of hearings to discuss the fairness of an
$180 million settlement between seven chemical companies and
thousands of Vietnam veterans exposed to the herbicide Agent Or-
angels scheduled to be held in August in five cities

U S District Court Judge Jack B Weinstein ordered the hearings
last week, almost one month after the May 7 settlement, which some
veterans groups have criticized as not providing enough compensa-
tion (Bl, May 14)

The hearings are set for Aug 8-10 in New York, Aug 13-14 in
Chicago, Aug 16-17 in Houston, Aug 20-21 in Atlanta, and Aug
23-24 in San Francisco

In addition, Judge Weinstein last week dismissed a suit brought
on behalf of veterans and their families against the federal govern-
ment to recover for its alleged role in the plaintiffs' injuries

Horizon liquidation sought

NEW ORLEANS-The New York Insurance Department is plan-
ning to ask the state Supreme Court this week for permission to
hquidate Horizon Insurance Co, a subsidiary of Vermont-based
Ambassador Insurance Co

New York Special Deputy Superintendent Joseph A' LaMonte
said at the National Assn of Insurance Commissioners' meeting last
week in New Orleans that efforts to rehabilitate Horizon have
failed Horizon has been in rehabilitation since Dec 7 (Bl, Jan 16)

Horizon's parent, Ambassador, has been in rehabilitation in Ver-
mont since Nov 10, and the Vermont Insurance Department IS
seeking the liquidation of that company A hearing on the Vermont
liquidation is set for July 16 in Washington County Superior Court

Ambassador's Horizon subsidiary IS not related to Horizon Insur-
ance Co Ltd based in Bermuda or First Horizon Insurance Co in
Minneapolis, both wholly owned subsidiaries of Cargill Inc

Updates continued on page 36
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Regulators, insurers asked
to advise on health changes

per's invitation to discuss health care problems, though
many admitted they are not excactly sure the direction
NEW ORLEANS-Regulators and representatives of in which the 83-year-old congressman Intends to lead
the insurance industry say they'll answer a challenge to them
meet with members of Congress to discuss the creation "1 expect we'll respond positively and we're going
of a national health care system that is affordable for to do our part,” said Bill Gunther, Florida insurance
all Americans commissioner and NAIC president
Rep Claude D Pepper, D-Fla, put the challenge to Montana Insurance Commissioner E V (Sonny) Om-
regulators and insurers last week at the summer meet- holt said, "I'm glad to see that Congress thinks the in-
ing of the National Assn of Insur- surance commissioners can contribute rather than be
ance Commissioners in New Or-

By CAROL CAIN

adversaries At least he's calling for a Joint effort |
leans think this is a radical departure "

"I (want to) meet with you insur- ,* *44 "] don't think the,\)(iSCon%_ress call for our input

tatlevecoWrthee mstnraarree 12Z- Ig 1 GEOTGE Dafe™ ™e===Pr! instance Gommissicner

panies Let's sit down and talk ' The NAIC has been studying health care costs, well-
Let's put your thinking behind one 8/jf11* $« ness programs and health promotion for several years
of the critical problems of all time," In fact, a panel discussion on wellness was held after
Rep Pepper said .1 Rep Pepper's remarks
' Some way, somehow, we EfEill VE' : In his remarks, Rep Pepper also expressed his views
ought to get together " U.S. Rep. Pepper on health care-related subjects like Medicare and
Although Rep Pepper did not health maintenance organizations He also praised the
offer any specific proposals for controlling health costs, insurance community for its efforts and called on it to
he hinted that one way to accomplish these goals would further use its expertise to help guarantee affordable
be the formation of a delivery system resembling a health care
health maintenance organization that would be par- "I want to salute the insurance industry of America
tially funded by the federal government You are the shield of the protection of the people of
In addition, the congressmen hinted that the insur- America,"” he said.
ance industry could help manage this system "But, should an industry devoted primarily to pro-
The regulators appeared ready to accept Rep Pep- Cont:nued on page 37

Lloyd's sees brighter future: Miller

hon)in 1982
The corporation spent 63 4 million pounds ($93 2 mil-
LONDON-LIoyd's of London IS ready for a hard- lion) in 1983, which included 158 million pounds ($23 2

ening in the world insurance markets that IS beginning million) spent in trustee and legal fees and taxes, pri-

to take place, despite the dramatic changes that oc- marily in the United States and Canada

curred at Lloyd's last year, says Lloyd's Chairman The annual report reads like a chapter out of Lloyd's

Peter Miller 300-year history, because there were so many turning
"These are exciting, if difficult, times at Lloyd's,"” he points in 1983

said "There are serious problems in the market still to For example, according to the annual report

be overcome, but | am sure that we shall do so e The new Council of Lloyd's, the market's ruling
"l believe that the market is well-placed to take ad- body established by the Lloyd's Act of 1982, took up its

vantage of the upturn in insurance markets generally, duties in January 1983

which now and at last seems really to be taking place " = A deputy chairman and chief executive officer,
Mr Miller delivered his view of Lloyd's and the lan Hay Davison was hired for the first time to oversee

world insurance market in the recently published the corporation

Lloyd's Annual Report and Accounts for 1983 » The corporation's staff structure was reorganized
Unlike the global results that are released in Septerr- to Include six group heads responsible for regulatory

ber, the annual report describes the activities of the services, external relations, finance, market services,

Corporation of Lloyd's, which consists of 1,750 employ- corporation serv.ces and systems and communications

ees who either run Lloyd's market services like the These group heads report to the Lloyd's chairman and

Lloyd's Policy Signing Office or work in one of Lloyd's three deputy chairmen

subsidiaries like Lloyd's of London Press Ltd or Addi- < Two working parties led by Alec Higgins and lan

tional Securities Ltd, which provides for Lloyd's de- Plaistowe finished their reports on how Lloyd's should

restructure its underwriting agencies and its auditing

Last year, the corporation reported a net surplus of and accounting practices, with particular reference to

15 million pounds ($22 05 million at year-end exchange disclosure of reinsurance transactions and possible con-
rates), compared with 13 million pounds ($19 11 mil- Cont:nued on page 37

By STACY SHAPIRO

posits overseas

Oceanus creditors are told

liquidation to be long, costly

tion to oversee the liquidation
They were also told that Oceanus' management com-
HAMILTON, Bermuda-The liquidation of Oceanus pany is refusing to turn over the Oceanus accounts un-
Mutual Underwriting Assn (Bermuda), a Bermuda- less It IS engaged as manager for an additional three
based protection and indemnity club, will take up to months at a fee of 50,000 pounds ($69,500)
five years to complete and the creditors will have to The meeting was held May 22 in the offices of attor-
finance it, the liquidator says neys Conyers, Dill & Pearman, which have been ap-
That was Just some of the bad news a representative pointed as advisers to the provisional liquidators
of the provisional hquidators told 20 shipping and in- About 40 creditors were represented, including those
surance company representatives, some of whom flew represented by proxy, with claims exceeding $50 mil-
thousands of miles to attend the first meeting of the lion
Oceanus creditors and to elect a committee of inspec- At the meeting, the provisional liquidators were ap-
proved as hquidators by the creditors and the seven-
man committee of inspection that will advise the hqui-
Wholesalers, surplus lines deadline dators on how to proceed was elected
The creditors also were given a statement of affairs
and a status report from the the liquidators
Tony Houghton of the London office of accountant
Touche Ross, representing Joint liquidators David An-
fossi and Christopher Morris, noted that John Laing

Management (Bermuda), which has managed Oceanus,
has refused to turn over the insurers’ books and records

By ROGER SCOTTON

Business Insurance will publish its annual di-
rectory of wholesale marketers and surplus lines
insurers in its Aug 20 issue Companies that want
to be listed in the directory must return com-
pleted questionnaires by July 6

All excess/surplus lines brokers, managing
general agents, underwriting managers and sur-
plus lines insurers that have not yet received a
questionnaire should contact Stuart Silverman at
Business Insurance, 740 N Rush St, Chicago, Il
60611,312-649-5398

The wholesale marketers and surplus lines di-
rectory is published as an editorial service, there
is no charge to be included

unless hquidators agree to retain the management com-
pany's services
The records are vital to the liquidation, which was
ordered by Bermuda's Supreme Court in April (BlI,
April 23) Without them, no one knows for sure Just
how much is owed and to whom
Mr Houghton also read the statement of affairs that
revealed that m 1982 Oceanus had $53 3 million total
Continued on page 6



FSA fight continues on

health care plan costs
Rep Conable says that he wants to attach his pro-
WASHINGTON-The battle to overturn proposed posal, which again has been revised slightly, to the
Internal Revenue Service rules that could destroy tax bill that a congressional conference committee
flexible spending accounts is picking up crucial last- began to hammer out last week The conference ccm-
minute support mittee was set up to iron out differences between tax
Sen Bob Packwood, R-Ore, the ranking majority bills that were already passed by the House and :he
member of the Senate Finance Committee, has en- Senate

dorsed a proposal by Rep Barber Conable, R-N Y, to The 11th-hour support by Sen Packwood means
save FSAs from the IRS rules that at least two influential members of the confer-

By JERRY GEISEL

The Conable proposal would regLire employees ence committee-Rep Conable and Sen Packwood-
participating m FSAs to choose in advance the bene- will be urging fellow conferees to accept the propcsal
fits they want to fund and would place a cap on the as part of the tax bill Rep Conable 15 also the rank ng
value of benefits offered in an FSA But employees minority member of the House Ways and Means
would be allowed to roll over unused benefits into a Committee
benefits bank for use the next year Although Sen Packwood's support is significant, it

The IRS rules, on the other hand, require partici- by no means assures that the newly-named Conatle-
pants to forfeit unused benefits in their individual Packwood FSA proposal will be accepted by the con-
FSAs at the end of the year Those rules, experts say, ference committee

would kill FSAs as vehicles for controlling group Continued on page 39

IRS probes Quaker Oats' cost-cutting program

The plan creates a health expense account for each
employee, which the employee can tap to pay medical

CHICAGO-The Internal Revenue Service is au- expenses under the plan deductible and other hea-th
diting Quaker Oats Co 's Health Incentive Plan-a plan costs without paying tax on the funds At the end
plan that helped the Chicago-based food processor of the year, the emplcyee can :ake the unused furds
hold 1ts average increase in per-employee health cov- in cash, which iS subject to income tax (Bl, Nov 22,
erage costs to 5 6% in 1983 1982)

Quaker projected that without the plan its health The IRS is reviewing whether Quaker is entitled to
plan costs per employee would rise 20% to 25% a tax deduction for the money contributed to the ex-
pense account and whether employees should be

By DIANE LYNN KASTIEL

taxed on the expense account even when it is used to
pay medical costs
The audit follows the recent IRS crackdown on the

[*73*%TrammiRE€1101101(BEgfiD

use of so-called flexible sper.ding accounts that em-

13EB®fEE*3?761*%59 ployers have formed under Section 125 of the Interr al
Revenue Code However, Quaker says its Health In-
1982 centive Plan may not be governed by Section 125

Robert Penzkover, the company's director of em-

Medieat elaims $1azt $1.336 ployee benefits, says Quaker ean demonstrate that ts
Administrative expense 71 62 Health Incentive Plan is holding down health care
Employee contributions (38) (67) spending

At the core of the plan IS the $300 contribution to

the expense account-the amount of the plan's de-

$1,454 $1,331 ductible The plan, which provides comprehensive

medical coverage, also requires employee cost sharing

76 and is subject to annual economic adjustments that

affect both the company's contributions and the en-
ployees' costs

Under Quaker's former "first-dollar” plan, heal-h

Cont:nued on page 39

Net claims cost

Unused 1983 expense account refunds

Dividend added to 1984 expense accounts 128

Total plan cost $1,454 $1,535
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several fronts

Conference committee
tackles benefits issues

By JERRY GEISEL

WASHINGTON-A congressional conference committee, which
last week began reconciling the differences between House and Sen-
ate tax bills passed earlier this year, is already making decisions that
affect benefit managers

Last week, the conferees approved a provision in both bills that
extends for two additional years the current freeze on maximum
pension benefits and contributions

Currently, the maximum annual benefit that can be paid by a
defined benefit plan is $90,000, while an employer may contribute an
annual maximum of $30,000 per employee to a defined contribution
plan

These caps were scheduled to expire in 1986, but the conference
committee action means these limits will be extended through 1988

Most observers expected the committee to extend the pension
limits, but it may be several weeks before it acts on several other key
employee benefit issues

However, the fate of a key risk management issue, whether tax
deductions for self-funded loss reserves for future claims should be
disallowed, could soon be decided by the conferees, observers say

The conference committee, which began meeting June 6, will first
try to resolve non-controversial differences in the tax bills passed by
the House and the Senate, like the pension provision Then, it will
focus on the more controversial measures

For example, conference committee staff members labeled as very
controversial the difference in the rules regarding tax-exempt
501(c)(9) benefit trusts contained in the House and Senate bills

The House bill, H R 4170, would bar employers from receiving tax
deductions for contributions to 501(c)(9) trusts or premiums paid to
experience -rated benefit plans if reserves held by the trusts or
plans exceed 75% of average claims paid out over a company's most
recent two tax years (Bl, March 19, May 21)

That restriction, experts say, would deter employers from using
the trusts or experience-rated plans to fund their long-term benefit
obligations

For example, a prudent employer funding long-term disability in
a 501(c)(9) trust maintains reserves between 500% and 900% of claims
paid during the previous year Large reserves are needed because
benefits for a single claim may be paid for decades

By contrast, the Senate tax bill, H R. 2163, does not place restrie-
tions on reserves held by 501(c)(9) trusts or experience-rated plans

Instead, the Senate bill would impose penalties on employers if too
many 501(c)(9) trust benefits go to top executives That provision is
aimed at small, professional corporations and would have no effect
on the vast majority of the more than 9,400 trusts operated by em-

Continued on page 36

Public risk managers share their ideas

Cooperation from all is needed !
to have a successful safety plan

By SALLIE J. DRURY

ORLANDO, Fla -If a safety and loss control program is to be effective,

public risk managers must enlist the support of those on every rung of the
governmental ladder

From the governor to the rank-and-file state workers, the risk manager
must use management skills to motivate everyone to make safety a prior-
1ty

"An unsafe condition is a symptom of something wrong in the manage-
ment system,"” said Don LeMond, risk manager for the state of Missouri
"Safety has to be managed like any other management function '

Mr LeMond conducted a safety seminar at the Public Risk & Insurance
Management Assn fifth annual conference in Orlando May 29-June 1

Mr LeMond stresses accountability

For example, if a ladder breaks while an employee is using it, and the
employee injures himself or herself, whose fault is it?

"Is it the employee's fault? Was he taught the proper way to use it, and
did he use it the proper wayp Mr LeMond asked

"Was the ladder checked regularly to make sure it was safe? Was there a
formal statement of procedure for inspecting and maintaining the ladder9
If not, why not, and whose responsibility is it for writing the SOP9

"Did someone buy a lot of inferior ladders9" he continued "If so, who

allows purchasing to buy inferior ladders? Is there a budget cruncht' If so, is ,

it better to buy inferior ladders than no ladders at all,”

Each safety question implicates everyone from the injured party to the
top manager, but the responsibility finally comes down to management,
Mr LeMond said Thus, the risk or safety manager must assume as much
of the responsibility as he or she can and motivate others to carry out their
safety responsibilities

"All the procedures and policies come do n from the top,"” he said "You
have got to go through the chain of command, and sell it to the top men
(and women) first

But, he said, safety is an easy thing to sell to top management “VWho in
the world is against safetyp Mr LeMond said "You can take advantage of
that "

Continued on page 27

a ALt

/7 /a4

hi#

Photo Wideworld
Walt Disney World in Orlando

offered a pleasant diversion
for conferees.

Careful study is required to find
best way to meet insurance needs

By SALLIE J. DRURY

ORLANDO, Fla -Risk managers for government entities should care-
fully evaluate the pros and cons of conventional insurance, self-funding
and pooling before choosing a funding method for their entities’ risks,
public risk managers say

But, no matter which of the approaches is finally taken, the risk man-
ager must aggressively design his or her program to be as cost-effective as
possible, they say

A panel of three public risk managers, each of whom employs one of the
above funding methods, cited the advantages and disadvantages of the
approaches at the Public Risk & Insurance Management Society's fifth
annual conference, held May 29 to June 1

"Until you make a concerted effort to make the (conventional insurance)
system work, | seriously question whether you have a valid basis for
choosing any alternative,” said J Craig Ellis, risk manager for the city of
Lakewood, Colo, which purchases conventional insurance

"You have to maximize the benefits that are available to you under any
program you already have before making a valid comparison, and with
what we have negotiated with our agent and underwriter, | believe we are
getting the biggest bang for the buck "

Lakewood annually negotiates every aspect of its contracts, including
price, exclusions, definitions, available cash-flow options and payment
schedules

"At these annual meetings we include our agent, the underwriting mem-
ber from the carrier and, in most cases, the loss-control member so all
parties reach an agreement,” Mr Ellis said "If someone IS left out, there
are going to be some hurt feelings," which inhibits a good working reta-
tionship

"The process usually takes three to four months-we generally start
sometime in September so we have our policy in January,"” he continued
"The reason it takes so long is no one's initial offer is ever accepted | start
at the bottom and (the agent and insurer) start at the top and we end up
meeting in the middle

"It's during this relatively brief time frame that our agent earns the
biggest portion of the annual commission he's paid,” Mr Ellis said "We

Continued on page 32
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Waste cleanup

Continued from page 1
site, and the lack of overall mana-
gerial and technical expertise in
handling cleanups.

Working with EPA, CSI plans to:

* Bring together "responsible
parties"” involved at a given waste
site and help resolve disputes over
the degree of each company's lia-
bility for cleanup costs.

- Provide technical review of
voluntary cleanup proposals to
make sure they meet EPA stan-

dards.

* Manage the actual cleanup op-

erations.

The chairman of Clean Sites is__

Russell E. Train, who served as
EPA administrator between 1973
and 1977.

Its board of directors includes
Douglas M. Costle, another former
EPA chief; Louis Fernandez, chair-
man of Monsanto Co.; Edwin Gee,
chairman and chief executive offi-

cer of International Paper Co.; Wil-
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liam K. Reilly, president of the
Conservation Foundation, a Wash-
ington-based non-profit environ-
mental group; and Sandra Gar-
derbring, a former executive direc-
tor of the Minnesota Pollution Con-
trol Agency.

The sites CSI works on will prob-
ably be among the 552 toxic dumps
that EPA has placed on its national
priority list of the nation's most
hazardous sites, according to
Charles W. Powers, CSl's presi-
dent.

Clean Sites is now working with
the EPA to pick the 20 sites it will
tackle in its first year. By 1986, CSI
plans to be working on about 60
sites per year.

At some sites, Superfund money
may be used to cover the portion of
cleanup costs for which the private
parties involved are found not to be
responsible.

After spending Superfund
money, the government would
then seek to recover from responsi-
ble parties that haven't participated

in the cleanup.

CSI plans to participate in both
surface and subsurface cleanups,
including correction of groundwa-
ter contamination, the company
says. But to speed the overall pro-
cess, it may start surface cleanup at
some sites before all parties have
agreed on subsurface cleanup
plans.

In such cases, EPA may grant
"rolling releases" of liability, in
which the government releases
participating companies from fur-
ther liability for work that is satis-
factorily completed, said Gene Lu-
cero, director of EPA's office of
waste programs enforcement.

CSI hopes that faster action on a
number of these sites will contain
losses for the companies involved,
though it will have no sure way of
knowing how much money is being
saved, Mr. Powers says. The com-
pany estimates that it will be able
to cut cleanup time for the average
site by 20% over current EPA ef-

forts.

CSl's operating costs in the first
year will be between $4 million and
$5 million, and will be raised half
through contributions from the
chemical industry and half from
other industries and foundations.
Costs will rise to between $12 mil-
lion and 515 million by 1986.

Mr. Powers says CSI already has
contribution commitments from
several companies, but he declined
to name them. He said the 'vast
majority" of the membership of the
Chemical Manufacturers' Assn.
will probably contribute.

A CMA spokesman said that
while the association supports the
concept of CSI and while individ-
ual members may contribute, CMA
itself is not a contributor.

Despite the enthusiasm of Clean
Sites supporters, not everyc ne is
pleased with its formation.

Rep. Florio had recommended
that the formation be put off until
Congress settles Superfund reauth-
orization, apparently fearing that
private sector action would under-
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Because your Independent Agent represents
you and seeures a fast, fair settlement when a

loss occurs.
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assets protection.

That's why Independent Agents provide more cover-
age for more individuals, by far, than any other delivery
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mine congressional efforts to
strengthen the federal law.

However, CSl's steering commit-
tee decided against a delay. The or-
ganization has since insisted that
"there is no connection” between
its formation and efforts to reau-
thorize Superfund.

Rep. Florio's bill is expected to be
passed out of the Energy and Com-
merce Committee for a vote by the
full House this summer. The bill
also has been referred to the Public
Works and Transportation and
Ways and Means committees.

The bill would provide funding
of $10.2 billion between 1986 and
1990. About $1.45 billion per year
would be raised by a tax on petro-
leum and chemical feedstocks.

An additional $600 million per
year would come from a new
"waste end" tax assessed against
owners and operators of govern-
ment-authorized disposal facilities,
or-if such a facility isn't used-
against the person disposing of the
hazardous substance.

One section of the bill that has
provoked controversy, though, is a
provision creating a federal cause
of action for recovery of various
damages against anyone generat-
ing, transporting or disposing of
hazardous wastes.

The bill provides for several
types of compensable damages aris-
ing from "personal injury," includ-
ing medical and rehabilitation ex-
penses or burial costs; loss of in-
come, profits or any loss of earning
capacity; or pain and suffering.
Other compensable damages in-
clude any loss or damage to prop-
erty, including diminution of
value.

Liability of parties covered by
the bill would be strict, joint and
several, meaning that at a site
where many parties are responsible
for pollution, a single party could
be held liable for 100% of the per-
sonal injuries arising from it.

The American Insurance Assn.,
which opposes the federal cause of
action, has voiced a number of indi-
vidual objections, explains James
L. Kimble, AIA's senior counsel in
Washington.

These include:

= The possibility that individu-
als could sue on the basis of fears of
developing a disease arising from
exposure to toxic material.

» The possibility that plaintiffs
could recover for diminution of
property values without any proof
of actual damage.

= The difficulty imposed by the
joint and several liability provision
on underwriters, who must try to
assess an insured's exposure.

* The possibility that the cause
of action could be indefinitely ret-
roactive. The bill provides a three-
year period for individuals to bring
suit. The period begins when the
individual knew "or reasonably
should have known" that an injury
was caused by a toxic substance,
and this could open companies up
to liability in cases that were long
considered time-barred, Mr. Kim-
ble explains.

The bill is a "compromise" reso-
lution that follows an earlier Su-
perfund bill sponsored by Mr.
Florio, H.R. 4813, that was bottled
up in the Subcommittee on Energy,
Transportation and Tourism,
which Mr. Florio chairs.

The earlier bill contained more

stringent "victim compensation”
measures, including an administra-
tive remedy for waste-related
claims and a "toxic tort" scheme for
waste-related lawsuits.

With the new bill, Mr. Florio has
picked up the support of John D.
Dingell, D-Mich., chairman of the
Energy and Commerce Committee;
James J. Howard, D-N.J., chairman
of the Public Works Committee;
and more than 30 other House
members.

AIlA and others opposed to the
bill hope to have it amended before
it reaches the House floor, but Mr.
Kimble admits with the backing
the bill has, it will move along. |
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Oceanus action

Continued from page 2

income, total expenditures of $57.5
million and outstanding claims, net
of reinsurance, of $58 million.

Oceanus was ordered into liqui-
dation following a petition to the
court for its liquidation by credi-
tors, including some of its own
members.

"Subsequent to the appointment
of the joint provisional liquidators,
it became apparent that the books
and records were being held by
John Laing Management, which
was purporting to claim a lien over
them for sums in excess of $9 mil-
lion,"” Mr. Houghton said. No expla-
nation was given for the lien.

"The receivers have been unable
to lift this lien,"” he continued. "The
liguidators advised managers there
was no possibility of any lump sum
being paid to them in advance of
their performing services to the lig-
uidators. Furthermore, it was
pointed out that the liquidators had

a duty to require the books and rec-
ords be given up and if they were
not, there were certain remedies
available under the provisions of
the Company's Act to enable this to
happen.

"Provisional liquidators argued
that the books and records belong
to Oceanus and not John Laing
management. Negotiations have
taken place between the managers
and the liquidators with a view to
procuring the books and the man-
agers have now advised that they
are prepared to release their pur-
ported lien provided the liquidators
agree, with the sanction of the
committee of inspection, to employ
John Laing Management for a pe-
riod of three months at a fixed fee
of 50,000 pounds to insure that the
liquidation is properly set up.”

Mr. Houghton explained to credi-
tors and lawyers attending the
meeting that they could either ac-
cept the retention of John Laing
Management along the lines sug-
gested, or apply under the Com-

There are many possible combinations with Mutual
Benefit's Long Term Disability.

And our group sales representatives will work with
you to come up with the combination just right for

pany's Act to have the books and
records delivered into court.

But, he added, "The disadvan-
tages of applying to the court are
that the process would be time con-
suming and may not resolve the
matter.”

Another alternative, he said, was
to employ new managers.

The committee of inspection
elected at the meeting will have
decide how to deal with Laing's de-
mands when it begins its delibera-
tions in London next month.

A representative of John Laing
Management, William Milligan,
was elected to the committee of in-
spection. Also elected to the com-
mittee were: John Martin, repre-
senting Sedgwick Group P.L.C. in
London; John Curry, an insurance
broker representing the Colombian
shipping line Flota; Martin Heath,
representing Clyde & Co., a Lon-
don law firm; Michael Baker of
RTC Ltd., a London reinsurance
brokerage; George Zippert, repre-
senting Hamlon, a shipping broker

in Hamburg, West Germany; and
David Taylor, representing Hill
Dickinson, a London law firm.

The committee will have power
to advise on the liquidation when
the appointments are approved by
the supreme court in Bermuda.

However, there is no money to
fund the liquidation.

Mr. Houghton said, "The liquida-
tors will be unable to pursue many
things unless they are adequately
funded and recompensed. Accord-
ingly, they have approached cer-
tain of the large creditors of
Oceanus with a view to asking for
an initial contribution to a fighting
fund to enable certain inquiries to
be made.”

He warned the meeting that it
would be necessary to collect "sig-
nificant further sums" to finance
the liquidation and litigation. He
didn't say how much more money
liguidators would have to seek.

But, efforts to contact "all" credi-
tors could be frustrated unless the

liguidators get the Oceanus ac-

Si Mutual Benefit may assume an active role in reha-
bilitation. It assists claimants to become self-support-
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0 A Conversion Privilege.
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of experienced group sales representatives work-
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omces.
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Call our nearest office for details on Mutual

Benefit's LTD. We're in the White Pages...or write
Group Sales Dept., 570 Broad St., Newark, N.I. 07101.

Mutual Benefit Life

Newark, NJ, Kansas City, MO.

counts. "Until that happens, it is to-
tally unclear to me how many
problems are going to be resolved,”
Mr. Houghton said.

Regardless of how the committee
decides to tackle the dispute with
the management company,
Oceanus still has to settle outstand-
ing litigation, including an appeal
in London by Container Transport
International, which says Oceanus
owes it $8 miillion in claims.

Oceanus also has begun legal ac-
tion against reinsurers for 43 mil-
lion pounds it says is due from stop-
loss agreements.

"The reinsurers are seeking a
declaration that they are not liable
to the terms of the various stop-loss
agreements,” Mr. Houghton said.
"Oceanus in writing these agree-
ments arranged for premiums and
claims they are based on a hybrid
definition of contributed tonnage.
Reinsurers are raising the question
as to what is the correct definition
of contributed tonnage. They argue
that the meaning was never clear.
They also say that the statistics sup-
plied by Oceanus for the calcula-
tion of premiums were incom-
plete.”

Mr. Houghton said that Oceanus
had denied this. He said the club
had asserted it had explained the
meaning of contributed tonnage,
that this explanation had been ac-
cepted by reinsurers and that
Oceanus maintained it had given
the reinsurers every opportunity
"for the purpose of satisfying them-
selves as to the adequacy of the in-
formation given.”

In any event, he pointed out that
the 43 million pounds will be "a
considerable underestimate.

"The managers forecast addi-
tional claims to the reinsurers of
some $109 million,” he said.

Turning to Ocean us' statement of
affairs, prepared by John Laing
Management Feb. 6, Mr. Houghton
said it was regrettable that the lig-

uidators had not seen underlying
documentation.

"To date, only the summary has
been submitted without all the nec-
essary supporting figures. This
statement has been produced by
the managers who have asked the
joint receivers for 25,000 pounds to
cover the cost of preparation of the
statement. Both the joint receivers
and the provisional liquidators con-
sider that this request is unreason-
able," he added.

Mr. Houghton said that the liqui-
dators understood that "sums of ap-
proximately $45 million are due
from Oceanus members relating to
recent calls.”

He explained that the managers
had applied association rules in the
preparation of the statement.

"One rule states that no setoff is
to be allowed by Oceanus between
calls and premiums due and claims
payable,” he said.

"The liqudiators have been ad-
vised that members of Oceanus will
have to pay calls before being able
to prove as creditors. The rules also
provide that the managers should
not allow any claims from mem-
bers who have not paid their con-
tributions.™

Mr. Houghton said the managers
predict the recovery of about 50%o
of the stop-loss reinsurance due to
Oceanus. He said the statement of
affairs also shows that Lloyd's
Bank, one of Britain's clearing
banks, had lent "some $8.8 million"
to Oceanus.

"It may well be,"” he said, "that
there are further sums which
should be added to sums owing to
unsecured creditors in due course.
It should be stressed, however, that
the rights of creditors whose claims
may not be included at this stage
will not be prejudiced by their cur-
rent exclusion.”

Mr. Houghton said it had been
suggested that Bermuda's Com-
pany's Act will keep liquidators
from making further calls on
Oceanus' members. But he said the

act was "unclear" on this point. a
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opmions

Think about the future

ONTINGENGY, ERANNINGS 2 vital compaogn

that some risk managers aren't developing the contin-
gency plans as they should be to respond to imminent
changes in their risk-funding alternatives.

We wish we could say it isn't so, but all indications

are that the pending tax bill will declare that corpora-
tions can't take tax deductions for self-funded loss re-

serves. And, it looks like it also will eliminate some of
the tax advantages of offshore insurance subsidiaries.

Furthermore, as hesitant as we are to say that prop-
erty /casualty insurance rates are going to rise, the ex-
tent of the first-quarter losses suffered by major un-
derwriters of commercial insurance suggest that they
will have to raise rates (see story, page 1).

Separately, each of these developments will shake up
the stability that has come to funding property and cas-
ualty risks. Together, these developments could hit risk
management departments and insurance budgets with
a jolt they haven't felt since the mid-19705.

We think risk managers should be prepared for ei-
ther or both developments.

Every risk manager whose company self-funds casu-
alty risks and has taken tax deductions for the loss re-
serves should have a contingency plan for responding
to the proposed change in the tax law. Developing the
contingency plan requires analyzing how much self-
funding will cost the corporation if it is forced to fund
for tomorrow's claims payments with aftertax dollars.
It also requires checking the availability and price of
cash-flow insurance products. Then the options have to
be compared to determine the most cost-effective
method of funding casualty risks. And, of course, tax
departments should be consulted on how the corpora-
tion might be able to respond to this change in the tax
law without being forced to reserve with aftertax dol-
lars. The creativity of taxpayers never ceases to amaze
anyone, including the Internal Revenue Service.

For risk managers using offshore insurers, the pros-
pect of recharacterizing certain Subpart F income re-
quires more analysis. How important are the tax ad-
vantages of using excess foreign tax credits to offset
income tax due on your captive's income to the eco-
nomic benefits of the captive? Sure, risk managers say
they haven't formed captives for the tax advantages,
but the savings associated with their tax benefits have
been lost on no one. And, if some of those savings are
taken away, will the offshore captive still be the most
economical way to fund risk? Or should the company
consider a domestic domicile for its captive?

Yes, this is pretty basic advice, but it appears to us
that many corporate risk managers aren't preparing
for the change in the tax law from the all-events test to
the economic performance test or the change in the tax
treatment of captive income. We can't understand why
any risk manager would want to wait for Congress to

letters
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act and then to analyze what the corporation should do.
Even if the conference committee rejects these provi-
sions, the risk management department that has pre-
pared these analyses will have shown management
that it is prepared for contingencies and capable of re-
sponding to changing regulatory conditions.

The prospect of rate increases from property/casu-
alty insurers also requires contingency planning by
risk management departments. So far, rate increases
are being imposed on selective accounts whose loss ex-
perience clearly warrants a rate increase and in certain
lines, like aviation and bonds for financial institutions.
Few insurers or brokers are talking about rates dou-
Ming or tripling as in the mid-1970s.

Nonetheless, every risk manager should today have
analyzed his or her employer's losses in comparison
with the insurance premium paid. Is your insurer los-
ing money on your account? How much? How much of
a rate increase is justified? Or is your account one of the
plums that is producing an underwriting profit?

How much of a rate increase are you willing == =2<-
cept on the next renewal? If the insurer demands more
than you are willing to pay, what risk-funding alterna-
tives do you have? Yesteryear's analysis of risk-fund-
ing alternatives probably isn't valid anymore. You
probably need to conduct a new study, using more cur-
rent loss and exposure data.

And what if capacity dries up completely for a line of
insurance your company needs, such as environmental
impairment or product integrity insurance? Do you
have any way to fund for these losses?

In analyzing your alternatives, you must consider
how the tax bill provisions alter those alternatives. You
will need to analyze your risk-funding alternatives
under both the currently available tax treatment of
self-funded reserves and the prospect of the economic
performance test.

Finally, as risk managers, you must anticipate the
combined effect of the tax bill changes that could di-
minish the advantages of self-insurance and using cap-
tive insurers and the current trend toward tightening
in the commercial insurance markets.

How will insurers respond if they are bombarded by
self-insurers looking for coverage at the same time
they are trying to raise rates on current business. Some
observers contend that if insurers properly priced the
business on their books today, their premium to surplus
ratios would approach the acceptable maximums. In
that event, would insurers be eager to respond to for-
mer self-insurers with cash-flow plans?

We know there are risk managers who have answers
to these questions-and to more we haven't raised. But
we also know there are some who haven't begun to
answer these questions. They should start soon.

Don't underestimate the impact of the developments.
Most of all, don't be caught unprepared.

Clarifying FSAs' impact on federal revenues. . .

To the editor: 3erry Geisel's Washing-
ton column (BI, May 28) referred to a leg-
islative proposal on flexible spending ac-
counts circulated by Rep. Barber Conable
and the Employee Benefit Research Insti-

...and on health costs

To the editor: While | am compli-
mented by Ralph Galascione's comments
concerning my insights to health care cost
containment (BI, May 7), | want to stress
that I'm not only enthusiastic about flexi-
ble spending accounts, but have also evi-
denced with a number a clients signifi-
cant savings because of the use of this

powerful device.
Thomas E. Wood

Hewitt Associates

Lincolnshire, Ill.

tute estimates (which | prepared) of the
revenue costs attributable to these ac-
counts if this proposal were enacted.

To avoid possible misunderstanding, |
would like to make three points:

e The Treasury revenue loss estimate
of $11.6 billion assumed that all ZEBRAs
(zero-balance reimbursement accounts)
and other spending accounts would con-
tinue to be allowed without restriction. In
contrast, the Conable proposal would im-
pose significant restrictions compared
with the current legal and regulatory
standing of these plans.

* My estimate was based on actual uti-
lization data from existing flexible spend-
ing account plans. Of an estimated 1 mil-
lion employees covered by flexible spend-
ing accounts using salary reduction in
1984, for example, only an estimated

200,000 are electing to participate.

« My paper provided the basis for as-
sessing a range of alternative revenue
losses depending on the utilization as-
sumptions chosen, rather than only one
figure.

Sophie Korczyk

Research Associate

Employee Benefit Research Institute
Washington

Business Insurance welcomes letters from
its readers. Please keep your comments as
bTief as possible. We reserve the right to
edit letters for clarity or space. We will not
publish unsigned letters. Send your com-
ments to Letters to the Editor. Business

Insurance, 740 N. Rush St., Chicago, Itt.
60611.
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DOYOU KNOW WHAT HUNDREDS OF
TOP BENEFITS MANAGERS KNOW?

Benefits managers from top corpora-
tions across the country are discovering
new ways to hold down health care
costs, better methods for improving
cash flow, more options for their medi-
cal benefits programs than ever before.
They've discovered SPECTRUM
from Mass Mutual. It's considered the
most comprehensive, most flexible
array of Oroup health insurance prod-
ucts available anywhere. Whether your
company is large or small, SPECTRUM
helps you select just the amount of
responsibility or risk you're willing to
assume in order to maximize cash

flow and manage costs.
If you prefer a fully insured plan, for
example, our new Experience-Rated/

Pooled approach can improve your cash
flow byoftering you lower premium

payments throughout the year instead

of a possible year-end refund. Toward
the other end of the SPECTRUM, our

Minimum Premium and Administra-
tive Services programs provide self-
funded and partially self-funded clients
the means to keep theirmoney working
for them up to the instant it's needed
to pay a claim.

Whatever plan you choose, fully

insured, self-funded, or something
in between, Mass Mutual will tailor

it to your special requirements. That's
whatyou'dexpecttromone of the
world's largest group life and health

companies.
To learn more about what Mass

Mutual can offer, have your agent or
broker call us to ask about our SPEC-

TRUM of financial planning strategies
fortodafs benefits manager.

MassMutual

GROUP LIFE AND HEALTH DIVISION

Massachusetts Mutual Life Insurance Company
Springfield, MA 01111
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U.S. files brief in Mobil captive tax case

Continued from page 1
significant ways.

First, Mobil paid the disputed
taxes and then filed for tax refunds
in the claims court. Second, a deci-
sion in the Mobil case could answer
for the first time whether the fact
that a captive insurer underwrites
risks for unrelated parties changes
its relationship with the parent for
tax purposes.

Because Mobil has filed its ease in
the Court of Claims, the decision
will be especially important, attor-
neys close to the case say. A deci-

sion against the government would
mean other companies would be
entitled to a similar ruling if they
bring their cases in the Claims
Court, which is a court of national
jurisdiction.

"If the Claims Court holds
against the government, the issue is
dead (unless the U.S. Supreme
Court takes the case),"” explains
government attorney Kevin Shea.

But if the government wins, the
issue is still alive and taxpayers
could argue their cases in federal
district courts to seek a favorable

Wecompose

Insurance programs
thatendure.

For more and more "bargain rate" business
insurers and their clients the overture is
over. And many clients who opted for lower-
premium liability insurance from new-
comer "composers” are finding that the
song has ended, but their liability lingers on.

Due to lack of knowledge and experi-
ence in specialized coverages, several
specialty insurers have suffered major
underwriting losses. As a result, they are
discontinuing coverage in these areas, or
are dramatically restricting the types
of risks they will write.

If your clients are experiencing such an
interruption or drastic reduction in cover-
age, perhaps it's time to get back to the
basics. And the basic insurance sources.

Shand, Morahan & Company has been
writing specialty insurance continuously
over the years. Our premiums have always

ruling, he added.

And, because both Mobil and the
government address the under-
writing of unrelated insurance
business by the captive, a decision
in the case could affect hundreds of
captive insurers that have begun
underwriting unrelated risks in the
belief that doing so will qualify
them as bona fide insurance com-
panies for tax purposes.

Taxpayers and their attorneys
have been led to this conclusion by
private letter rulings by the Inter-
nal Revenue Service and a pub-

lished internal IRS memorandum.
They indicated that the percentage
of unrelated risks was relevant to
whether a captive was a legitimate
insurance company.

However, the government ap-
pears to have changed its position
recently.

The government brief argues
that the fact that a captive insures
risks unrelated to those of the par-
ent does not create a formal con-

tract of insurance among affili-

ates.

"There is absolutely no insurance

been based, as they
should be, on long-
term underwriting
results and research
knowledge. Not on the
helter-skelter of a competitive insurance

marketplace.

We approach claims in an equally pro-
fessional and realistic manner: as a basic
part of the insurance function, with claim
costs factored into underwriting rates. And
when major claims are made against your
client's policy, we have adequate resources
to cover them. We don't automatically dis-
continue your coverage. We go on. Together.

With business as usual.

Simply because: our usual business is
business liability. And we're dedicated to

doing it right.

| Shand, Morahan
& Company, Inc.

Shand Morahan Plaza Evanston IL 60201 312/866-2800

theory that supports the conclusion
that the presence of unrelated in-
sureds converts the relationship
among affiliates into insurance,”
the brief says.

"Any informal opinion of the In-
ternal Revenue Service to the con-
trary is clearly incorrect.”

The government adds that sev-
eral technical memoranda by the
IRS that claim an insurance trans-
action takes place when a captive
wholly owned by the parent also
accepts "substantial” insurance
risks of unrelated parties are also

incorrect.

"These technical advices have
never stated how much is 'substan-
tial' unrelated business," the gov-
ernment argues.

"The underlying thought is that
risk distribution effectuates risk
transfer as a matter of insurance
theory," the government says.
"This opinion, however, does not
withstand close analysis."”

In its post-trial brief, Mobil takes
a contrary position.

"Because the losses of the few are
paid out of the premiums of the
many, a parent company will be re-
garded as having shifted its risk
outside the economic family when
it obtains insurance from an insur-
ance subsidiary which insures risks
of other parties," the Mobil brief
says.

Mobil cites the first IRS ruling
against tax deductions for premi-
ums paid to captive, Revenue Rul-
ing 77-316, to support its argu-
ment.

"This concept is reflected in Rev-
enue Ruling 77-316 itself which
states that 'the sharing and distri-
bution of the insurance risk by all
the parties insured is essential to
the concept of true insurance,' and
which limits its application to situa-
tions where the insurance affiliate
has not accepted risks from parties
other than the parent and the par-
ent's domestic subsidiaries," the
brief says.

The risks must be substantial and
would clearly be met in the case of
Mobil's captive Bishopsgate, which
insured non-Mobil risks before,
during and after its ownership by
Mobil and derived 50% to 90% of its
annual net premium income from
the insurance of parties unrelated
to Mobil from 1964 to 1968 when it
was owned by Mobil, the brief
adds.

This should also apply to GOIC
and Bluefield since they wrote and
reinsured a substantial amount of
insurance for the benefit of parties
other than Mobil and its subsi-
diaries, the brief states.

Although the tax consequences
of captives insuring unrelated risks
are debated, the briefs of Mobil and
the government focus their atten-

tion on the classic argument over
whether there is a transfer of risk

when a related insurer issues an in-
surance policy to an affiliated com-
pany.

In its brief, the government con-
tends that Mobil's captives did not
transfer any risk-which is essen-
tial for an insurance transaction to
take place and for premiums to be
deductible.

It charges also that the captives
were essentially tax avoidance
mechanisms that the company
formed to save money by the de-
ductions, which it could not take if
the risks were self-insured.

Moreover, they were set up to
achieve minimal costs (apart from
actual losses) for Mobil in compari-
son with obtaining insurance from
outside insurers, the government
contends.

The government cites prior reve-
nue rulings, federal tax law and
prior court decisions to illustrate
that the payments to captives did
not constitute insurance premiums
and thus are not deductible.

Continued on page 12



Have reinsurance rates

eroded far enough?

Reinsurance profits are starting of a number of undercapitalized
to dry up. reinsurers.

Reinsurers simply can't go on North American Re feels that
writing business at today's : this has gone far enough.
unrealistic rates. We insist on maintaining sane

Things have gotten so bad that pricing principles. Otherwise, the
it's now suggested that a major loss  reinsurance landscape may soon
event could jeopardize the stability look pretty barren.

NORTH AMERICAN

e Tae Your Risk |
Out Of Reinsurance.

NORTH AMERICAN REINSURANCE CORPORATION 100 EAST 46TH STREET NEW YORK, NEW YORK 10017 TELEPHONE 212-907-8000
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U.S. files brief in Mobil captive case

Continued from puge 10
Central to its Josition are twe

points that an insurance transac-
tion must inu,lve risk shifting and
risk d.stribut:on to constitute insur
ance and that sims set aside for a
self-insurance plan are not deduct
ible business expenses

There was ro risk shifting in the
Mobil transa2’ions since the conn-
pany retained the risk, the govern-
ment argues, and the payments to
the captives v.€ re essentially self-
insurance

“"The courts have consistently
thwarted taxpayers attempts to ob-
tain the tax advantages of insur-
ance for what :re essentially risk-
retention prograrrs," the brief says.

“Whether the taxpayer retains
its exposure rnerely by a formal ac-
crual on its Oooks and records or
engages in an elaborate device
through the use Df unrelated cor-
porations anc wholly owned insur-
ance affiliates, where risk has in

reality been retained. insurance
does not exist as a matter of federal

tax law. And that is precisely the
situation in this case.”

The brief adds that Mobil had no
insurance either as a matter of eco-
nomic reality or as a matter of in-
surance theory.

Through insurance, companies
seek to relieve themselves of finan-
cial uncertainty, the government
argues, but if risks are placed in a
company it owns, it does not relieve
itself of that uncertainty.

"The quintessential difference
between a captive insurance trans-
action and an insurance transaction
is that the person who owns the in-
surer does not shift its uncertainty
to another, he still retains the full

uncertainty he had before the affil-
iate issued a formal contract of in-

"This person has not parted with
a premium, nor the financial con-
sequences of the risk; the true in-
sured has parted with both.”

The brief adds this can be illus-
trated by the fact that the fortunes
of the risks of the affiliates that the
captive handles directly affect the
balance sheet of the parent cor-
poration, which is not true in an in-
surance transaction.

"The person who obtains a for-
mal contract of insurance from his
captive, however, is not indifferent
from a financial viewpoint. He has
a direct financial stake in whether
a loss occurs and a claim payment is
made.

"This is for the reason that both
the premium payment and risk is
still within the economic family."

The government adds that a
major reason for the establishment
of the captives is the financial ben-
efit Mobil would gain from its abil-
ity to deduct the premium and the
increased profit it would get.

One way Mobil did this was by
charging a premium that did not
reflect loss cost and other expense
savings, as insurance companies
normally do, the government
argues.

Mobil set premium payments at
the same price the market would
charge for a certain expected loss
ratio (50%0).

Its captives, and therefore Mobil,
realized large profits from the sav-
ings on expenses such as brokerage
commissions, administrative costs,
inspection, premium taxes and loss

adjustment expenses.
"The intent of Mobil was to use

GOlIC and later Bluefield as off-

shore profit maximization center.”
the brief says. "This was effected
through the premium charges to
Mobil affiliates.

“"Thus, through a premium
charge which did not reflect loss

cost and other expense savings,
Mobil funnelled substantial funds

into an offshore investment fund
with tax deductible payments.

“"The central motivation for this
scheme was the belief that pre-
mium payments to Mobil's insur-
ance affiliates were tax deductible
in computing both Mobil's United
States tax liability and Mobil's for-
eign tax liability."

The government adds later: "It is
clear that Mobil recognized what
the defendant (government) is now
arguing:

" .that the GOIC/Bluefield pro-
gram was a risk retention device
which maintained the premiums
within the group and yet was ex-
pected to be tax deductible.

"Yet, not merely content to place
its self-insurance program within a
‘separate corporate entity,’ Mobil
was able, due to the reality that it
was dealing with itelf, to minimize
its domestic operating profits
through premium payments not set
in accordance with market reality,
and, thus, maximize its insurance
affiliates' profitability in tax-free
jurisdictions.”

Mobil counters in its brief, filed
last December, that Revenue Rul-

Continued on page 16
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At AIG we can handle complicated
insurance risks faster than most admitted
insurers can handle easy ones.

How? Through the Free Trade Zone.
Thanks to the Free Trade Zone, we

* 9. * , can cut the time it takes to underwrite a
risk. And put a broker out in front with
a policy in his hand while the others are
- # . - | still waiting for the starting gun.

What's more, we can write more

*. 4 < -*® kinds of business through the Free Trade

Zone than you'd ever expect.

Like complicated crime packages
that would take other admitted insurers

.., S, A forever to put together.

Unusual fire risks other admitted

insurers couldn't find ways to cover at all
(even if they had forever).

Not to mention all the difficult or
hard-to-place risks you already associate
with the Free Trade Zone.

Of course. the Free Trade Zone can

."Vet., only be gs flexible as those who use it.

bring your

S why you shou
business to AIG.

' was cleated Drokers cotnted onAlG for

speed and versatility. And now that

. U we're no longer slowed down by so many
lengthy filing procedures. there's prac-

4 tically no limit to what we can do.

So it's no wonder we've written more

., ¥ policies for more brokers through the Free
.1 1 Trade Zone than anybody.

To find out how fast we can move

2 Or call Tom \Virzi, our special Free

ETE S T T
*1. 4% 0,1 -

. 04<7

Trade Zone coordinator, at 212-770-9128.

~He knows something a lot of adm_it—
..9 ted insurers must have forgotten here in

New York

7 Slow and steady may be all right in
some instances.

But in business, the race belongs to
the swift.

ONCEAGAIN
REANSWERISAIG

For more information, write:

1 FREE'IkADE ZONE

American International Group

| Dept. A. 70 Pine St.
New York. N.Y. 10270
Name
Company
Addrefs

City Grate Zip

Telephone

Tinf

, 1) your business through the Free Trade Zone,
2,< send for our free brochure.
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U.S. files brief in Mobil captive case

Continued from page 12

ing 77-316, upon which the govern-
ment relies heavily, is wrong, in-
consistent and fundamentally op-
posed to the 'separate corporate en-
tities' doctrine espoused by the U.S.
Supreme Court.

Mobil argues also that under IRS
rulings and prior case law, premi-
ums paid to captives are deductible
and that there is a transfer of risk.

"Defendant's (the government)
case is based ultimately upon the

holding of Revenue Ruling 77-316
that the risk of loss cannot be

shifted from one member of an
‘economic family' to another mem-
ber of the ‘family,”™ the Mobil brief
says.

"This ruling represents a boot-
strap effort on the part of the Ser-
vice to accomplish a change in the
law without legislation and with
retroactive effect.

"It contradicts the separate cor-
porate entity doctrine and thereby

conflicts with decisions of the Su-
preme Court of the United States
and the basic corporate pattern of
the Internal Revenue Code.”

Mobil argues that 77-316 conflicts
with principles of tax law govern-
ming the treatment of corporations
as separate taxable entities, estab-
lished in the Supreme Court case of
Moline Properties v. Commis-
sloner.

In that case, the high court said
as long as the purpose of the cor-
poration is the equivalent of busi-
ness activity or is followed by the
carrying on of business by the cor-
poration, the corporation remains a
separate taxable entity, Mobil con-
tends.

"Viewed in terms of their'practi-
cal effect,' the phrases 'economic
family' and 'economic reality' are
simply elegant ways of obscuring
the fact that both insurance subsi-
diaries and the operating subsi-
diares are being disregarded as sep-

A basic overview of risk management
information systems and their major
providers. This 38-page report

is free for the asking from

Crawford & Company.

arate entities, for how else can one
possibly conclude that there has
been no shift of risk to the Insur-
ance Affiliates,” the Mobil brief
adds.

. .the touchstone of Moline
Properties was not an *economic
family' or 'economic real.ty' test; it
was a separate corporate entity
test,” the brief adds. "Moreover, the
application of that separate corpo-
rate entity test is not dependent
upon finding that the distinction
between a stockholder and his
wholly-owned corporation has
some 'economic reality.'

"To the contrary, the doctrine
applies notwithstanding that there
is an identity economic interest be-
tween a stockholder and his cor-
poration.”

In addition, Mobil contends that
77-316 is inconsistent because even
though the ruling contends Mobil
and the captives are of the same
economic family, it holds that in-
sured subsidiaries rather than the
parent are entitled to a deduction

- Ri :Risk Management .

for the losses.

"In a complete turnabout, Reve-
nue Ruling 77-316 rejects its own
analysis when it holds that the in-
sured subsidiaries, rather than
their parent, are entitled to a de-
duction for the losses sustained,”
Mobil contends.

Mobil also charges that 77-316 is
wrong in contending risks cannot
be shifted among affiliates and is in
“"diametric conflict with the most

fundamental principles of corpo-
rate law.”

Corporations exist to limit the li-
ability of their stockholders, the
company argues, and corporations
can reduce their risk by incor-
porating and thereby limiting their
exposure to loss to the amount in-
vested in the corporation.

"It would seem incontrovertible
that a corporation can shift the risk
of a casualty loss to its wholly
owned subsidiary; it is commonly
done and gives a simple example of
the fundamental error in the rea-

soning in Revenue Ruling 77-316.".

COMMENTARY "~

This Issue:

RISK SCIENCES GROUP #1
AND WE'RE PROUD OF IT!

Study rates our risk management
InNformation system " Excellent”

eat Crawforeb& Company-nenrhator

systems were ever
pleasing to see an independent organization, D. A.
Betterley Risk Consultants, rate all aspects of our
information services, "Excellent”

All the more so, since the Risk Sciences Group

was the only provider so rated for all service areas
evaluated.

The 2-volume Betterley report describes the
role and development of risk management informa-
tion systems in some detail in its first volume. In the
second volume, the five major providers of these
services are compared and rated. Risk Sciences

Group emerged as #1 with especially high ratings on
the user-friendly nature of the system and the

responsiveness of Risk Sciences' staff'to the needs of
its clients.

The report is available from Betterley at a cost of
$50. However, by special arrangement, you may
receive it free ofcharge from Crawfordbyrequesting
it on your letterhead. Or you may phone us at (404)
256-0830 (ask for Tom Arnold, VP-Marketing) and
we will be happy to mail it to you.

Tom Arnold, VP-Marketing
Crawford & Company
5620 Glenridge Drive, NE, Suite 320

. CRAWFORD & COMPANY
Atlanta, Georgia 30342
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Social Security

offset guides
are available

For employers that are curious
whether laws in their states allow
Social Security disability benefits
rather than workers compensation
to be the primary source of com-
pensation for disabled workers, the
Social Security Administration
does offer some direction.

An article in the April 30 issue of
Business Insurance explained that
some employers, especially those
that self-insure their workers com-
pensation risks, are working with
rehabilitation companies in at-
tempts to garner Social Security
disability benefits as the primary

source of compensation for their
disabled workers.

This is allowed in the District of
Columbia and 16 states-Alaska,
California, Colorado, Florida, Loui-
siana, Michigan, Minnesota, Mon-
tana, Nevada, New Jersey, New
York, North Dakota, Ohio, Oregon,
Washington and Wisconsin.

But the story noted that not all of
the states listed allow the offsets in

the same way.

Local Social Security Adminis-
tration offices have printed guide-
lines on workers compensation off-
sets for each state, and copies may
be obtained by contacting that local
office, an SSA spokesman said.

Or employers may write the So-
cial Security Administration, Of-
fice of Public Inquiries, 6401 Secu-
rity Blvd., Baltimore, Md. 21235.

For example, in New York and
California the reverse offset may
be applied in a narrow situation in-
volving state employees. For in-
stance, in California, state employ-
ees may receive Industrial Disabil-
ity Leave payments that are a form
of workers compensation. Those
payments are subject to reduction if
the worker also is receiving Social
Security benefits.

ANd in New York, the state re-
duces its supplemental workers
compensation benefits by 50% of
any federal disability benefits re-
ceived, the SSA guidelines note,
adding that supplemental benefits

are not available to individuals

with injury dates of July 1, 1974, or
later.

In addition to its guidelines, the
SSA also offered statutory citations
for some of the states that allow re-
verse offset provisions. They are:

e California-Labor Code, Sec-
tion 4753.

= Colorado-Workers Compen-
sation Act, Section 81-12-1-(4).

« Florida-Workers Compensa-
tion Law, Section 440.15.10.

= Louisiana-Title 23 of Law
Revised Statutes of 1950, Section
1225.

- Minnesota-Minnesotate Stat-
utes Annotated, Section 176.101.
Sub d.4.

= Montana-Workers Compen-
sation Law, Section 92-701.

 New Jersey-Workers Com-
pensation Law, RS 34:15-95.5.

- New York-Workers Com-
pensation Law, 25-A (9).

= North Dakota-North Dakota
Century Section 65-05-09.1.

- Ohio-Revised Code, Section
4123.411-414.

= Oregon-Workers Compensa-
tion Law, Chapter 656.209.

- Washington-Industrial In-
surance Laws, RCW 51.32.220.

- Wisconsin-Workers Com-

pensation Act, 102.43 and 102.44.

A 1981 amendment to the Social
Security Act prohibits any addi-
tional states from adding similar
reverse workers compensation off-
set provisions, the SSA points out.
But the amendment does allow
states with reverse offset provi-

sions prior to Feb. 18, 1981, to keep
e e ax  w™ m —
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In fact, there’s never a dull moment at Frank B. Hall, the world’s most inventive
insurance services firm. We're busy setting the pace, developing new generation
protection for the human and financial assets of the corporate community. Insurance
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Business Insurance gives you to:al news coverage of loss pre-
vention, risk financing and bene*it management. Every week.
Annual subscription (52 issues) in U.S. dollars.

(Check here ) Surface Mail. By Air. JUNE 24-28. National Assn. of Insurance
USA 0 $52 Women 1984 national convention in Las Vegas,
Canada El $66 [3 $102 Nev., $110 for members; $125 for non-members.
Bermuda (Air onlv) Oos$ 97 National Assn. of Insurance Women. 1847 E. 15th
Europe/Middle E:st (AN on/Y) O 96 St., P.O. Box 4410, Tulsa, Okla. 74159; 918-744-

All other foreign E $66

C] new subscription.

Rates on request. s195

f_] renewal. [3 payment enclosed.
JUNE 25. Controlling Corporate Health Care
Costs Through Preferred Provider Organiza-

E] bill me. I_j bill ccnpany.

tions conference in Arlington, Va., sponsored by

name (please print) the Health Ccsts Management Conference Center

division of the Energy Bureau; 1695 jared Smith,
Health Costs Management Conference Center, 41
E. 42nd St., New York, N.Y. 10017; 212487-3177.

title

JUNE 25-26. Targeting the Future of Perfor
mance Guarantees conference in New York,
sponsored by CMA Consulting Group; $695. Ar-
lene Brower, CMA Consulting Group, 170 E. Han-
over Ave., P.O. Box 2287R, Morristown, N.J.
07960; 800-526-0746 or 201-267-7171.

company

nalure of business

E] business or E] rome address

JUNE 25-27. Advanced Employee Benefits
course in New York, sponsored by American
Management Assns., $695 for members; $800 for
non-members. American Management Aans., 135
W. 50th St., New York, N.Y. 10020; 518-891-0065.

city state/country zip/postal code

El Please Send Information on your mecial 200.-off group rate
for five or more subscnptions.

0 | prefer not to receive information or advertisrg by mail from
companies not aliliated with Crain Communications.

K i JUNE 25-27.4th Annual Insurance Fraud semi-
Mail to: Business Insurance

. N . nar in Atlanta, sponsored by American Insurance
Circulation Dept. 740 Rush Street Chicago, IL 60611

Services Group. $100. Patrick Henry, American

oVER 5,000

ATEAM

Join tile winning team in lie

6/UuUM™

HEALTH CLAIMS MANAGEMENT SYSTEM

Features like in-depth manage-
ment information reporting for
cost containment, total expand-
ability and affordability have
made QicClaim the proven
leader with more than 80 in-

stallations nationwide.

QANTEL

BUSINESS COMPUTERS
a Mchawk Data Sdences Con,pany

The only computer manufac-
turer with the technological
commitment to the employee

IA (AND RISING)

With QicClaim and Q
Team support, more
than 5,000 companies
are administering
employee benefit
plans covering more
than 2 million people.

altll claims administratio

benefits administration industry.
Backed by a network of 2,500
sales and service personnel

users...facilitating commuri-
cation among members,.,
developing joint marketing
strategies and implementirg

Please send me more infor-
motion on Q.cClaim and Q

Team support.
and more than 20.000 busi-

ness system installations the latest technologies at Name
worldwide, substantial cost savings. Title
Rise above the crowd.. join Company
the g Team on the leading
. o Add
edge of health claims adminis- ress
tration technology and system city
support
State, lip
Phone(

Achieving new levels of

RIimMmS
RESOURCE INFORMATION
MANAGEMENT SYSTEMS, INC.

Resource Information
Management Systems, inc.
2015 Epr,ng Rcoct SU'e 220
Dept St :-1 ,

Cdr Brook. IL 60521

support through initiation of
the QicClaim Client Association.
A cooperative organization
geared to meet the rapidly

growing needs of QicClaim Phone: 312/78Q-0230

datebook

Insurance Services Group, Committee on
Insurance Fraud Investigation, 85 John St.,
New York, N.Y. 10038; 212-669-0537.

JUNE 26. Organizing and Operating As
sociation Captives workshop in the Dis-
trict of Columbia, sponsored by the Society
of Chartered Property & Casualty Un-
derwriters; $80 for members, $90 for non-
members. Coleen Mulhern, Society of
CPCU, Kahler Hall, Providence Road, Mal-
vern, Pa. 19355; 215-251-2735

JUNE 28-29. Reinsurance Security semi-
nar in London, sponsored by ReActions,
$410 plus value added tax; 10% discounts for
multiple registrants from the same corn-
pany. ReActions, 39-41 North Road, Lon-
don N79DP; 01=609-8861.

JULY 11-13. Annual Arkansas Safety
conference in Little Rock, Ark., sponsored
by the Arkansas Chapter of the American
Society of Safety Engineers; $45; $30 before
July 5. J.C. Smith, Arkansas Chapter of the
American Society of Safety Engineers, PO.
Box 56311, Little Rock, Ark. 56311; 501-666-
5560 or 501-661-8293.

JULY 15-18. 1984 Corporate Benefits
Management conference in McAfee, N.J.
sponsored by the International Foundation
of Employee Benefit Plans; $500 for mem-
bers; $575 for non-members. Jordan Fox,
International Foundation of Employee
Benefit Plans, 18700 W Bluemound Road,
P.O. Box 69, Brookfield, Wis. 53005; 414-
786-6700

July 15-20. Eighth Annual National
Symposium on Workers Compensation,
sponsored by the University of Maine at
Orono: $450. Helen Thomas, National Sym-
posium on Workers' Compensation, 1721
Pine St., Philadelphia, Pa. 19103; 215-735-
0205

JULY 15-21. National Wellness confer-
enee in Stevens Point, Wis, sponsored by
the University of Wisconsin; $325. Institute
for Lifestyle Improvement, Delzell Hall,
University of Wisconsin-Stevens Point,
Wis. 54481; 715-346-2172.

JULY 18-18. Basic Safety Management
course in Houston, sponsored by the Inter-
national Safety Academy; $425, group dis-
counts available. Also Sept. 24-26, Nov. 12-
14 in Houston. Registrar, International
Safety Academy, P.O. Box 8527, 1600 Arch
St, 12 Tower, Philadelphia, Pa. 19101; 800-
231-3147 or 215-241-5800.

JULY 19. Fundamentals of Environmen-
tal Health seminar in Houston, sponsored
by the International Safety Academys $175.
Also Sept. 2'7, Nov. 15 in Houston. Regis
trar. International Safety Academy, P.O.
Box 8527, 1600 Arch St., 12 Tower, Phila-
delphia, Pa. 19101; 800-231-3147 or 215-241-
5800

JULY 23-25. International Foundation
of Employee Benefit Plans 1984 Trustees
and Administrators institute in Monterey,
Calif., $420 Also Aug. 1345 in MeAfee, N.J.
Public Relations Department, IFEBP, P.O,
Box 69, Brookfield, Wis. 53005; 414-786-
6700,

JULY 30-31. Dollars & Sense of Com-
municating Employee Benefits confer-
ence in New York City, sponsored by Bwi-
ness Insurance; $545; 10% discount for addi-
tional registrants from same company. Ann
Vazquez, Registrar, Businesa Insurance, 220
E. 42nd St, New York, N.Y. 10017; 212-210-
0137

JULY 30-31. Risk Management for In-
dian Nations seminar in Reno, Nev., spon-
sored by Risk Management Publishing Co.;
$125. Nestor Roos, Risk Management Pub-
lishing Co., 2030 EIl Broadway, #110, Tucson,
Ariz 85719; 602-622-5174

JULY 30-AUG. 3. Fundamentals of Mod-
ern Safety Management seminar in At-
lanta, sponsored by the International Loss
Control Institute; $625. Also Sept 10-14 in
Atlanta. Richard Jump, International Loss
Control Institute, Highway 78, P.O. Box 345,
Loganville, Ga. 30249; 800-554-6001 or 404-
466-2208.

AUG. 2-3. Health Care Cost Contain-
ment and Self-Insurance of Medical
Benefits seminar in Atlanta, sponsored by
Tillinghast, Nelson & Warren. $600, $500
for subsequent registrants from same com-
pany. Pat Kelley, Tillinghast, Nelson &
Warren, 3340 Peachtree Road, Atlanta, Ca.
30026; 404-261-5420.

AUG. 2-3. Governmental Insurance con-

ference in Austin, Texas, sponsored

by the Professional Development Insti- -

tute; $245. Joanne Paulman. Professional
Development Institute, P.O. Box 13288
NTSU, Denton, Texas 76203-3288,817-565-
3344.

The Datebook is compiled from notices sent
to Bwiness Insurance. Notices should be

sent at least eight weeks in advance to Date-

book. Business Insurance, 740 N. Rush St.,
'SS insurance re-

Chicago, Ill. 60611. Buaine

semes the right to select meetings of most f

interest to :ts readers and cannot guarantee
that notica will be printed.



Travelers offering its clients
computerized claims system

Risk managers may have di-

rect access to their companies' prOd UCtS & Se I’VICGS

loss information with an on-
line risk management mfor-
mation system introduced by and conducting safety policies It mine how a Job can be done safely

Travelers Corp explains how to establish manager Both are available for rental or
The system, Sailor-on-Line, accountability for safety purchase in 16mm film or video-

gives risk managers access to "Thinking Through Safety The tape The purchase price is $355

two Travelers data bases One Job Safety and Health Analysis" For details, contact Customer

contains company claims de- shows the development of safety Service, BNA Communications
tails, and the other organizes and health procedures It show- Inc , 9439 Key West Ave , Rock-
those claims in categories used show employees can help deter- ville, Md 20850, 301-948-0540 i
to make analytical reports
A risk manager uses an IBM
personal computer and dial-up
modem to access the Travel-
ers' computer The IBM system
is the only one compatible
with the Travelers' system >
The first data base-com-

pany claims-contains a com-

144#
Y-

e Self-Insurance & Captive Concepts,
Feasibility, Program Design, &
Special Fadlities Identified.

e Totally Independent of National
Brokerage & Insurance Company
Affiliation.

Risk Managers & Brokers. call Aelf-C/Zik<c-La<6191 235-0386

— =

plete claims file The file ' * *
displays the current status of .,
the claim The data m the file

is not more than 24 hours old, 54;44

cnmmrers.,. 1< INTOTHE FUTURG.

lines, accounting and services T
The second data base breaks
down information by almost
any specific category For ex- ° f.1,
ample, a nsk manager can call
up statistics on claims by divi-
sion, date, location, dollar
amount, type of accident, line
of insurance or other criteria
The risk manager can then
choose specific items and ob- EIfwI o=
tain a readout m a report form
The report can be read directly ,
on the computer screen or
printed out
The Sailor-On-Line system 'MA.:""-
is a "competitive product,” Mr
Lyman says, but he declined to
quote specific costs
For further details on the

644

Sailor-On-Line system, con-
tact Linda Sundram, Assistant

Director of Risk Management , i
Information, The Travelers = -,fi .IF<4:

Insurance Corp , 1 Tower .//IMFUY""'IM
Square, Hartford, Conn 06115,

203-277-0111

Group directories

Information on U S corpora-
tions' group health, life, dis-
ability, dental, vision and

other benefit plans can be
found in the ERISA Benefits 056

&
Funds Inc's 1984-85 Group In- S .. tt

rf

a>

2,'43,i
a1

tt

S,3*

[ ]
surance Standard Directories .o
The directories have details -4--e,
on more than 60,000 benefit

plans with 100 or more partici-

*The information in the

directories is compiled from I#E. * b
current ERISA records filed

with the U S Department of 565’

Labor Detailed facts on insur- INK«

method of funding, benefits Fwit==mt,-

LU-</p™*
provided and number of par-
ticipants are included
The Group Insurance Stan- ADDRESSING TOMORROUJ TODAY.
dard Directories costs $99 to . . .
$339, depending on the num- Imagine mountainous task of moving 100 billion when you use ZIP + 4 codes And that's
ber of plans listed in each di- A remarkable new ZIP Code system pieces of business mall per year on top of the three-cent discount for
rectory The entire data base for business mailers So precise It But to deliver the future, we need presorting
of the more than 60,000 plans can actually pinpoint specific streets, your help If you're a First-Class mailer who
is $15,000 Specific plans can be o i o ) . . . . . .
culled, with a minimum specific bundings. Even specific build- Begin by being sure that the entire doesn't presort but mails 250 pieces at
charge of $750 ing floors address on all your business mail is atime, you can save nine-tenths of a
To order directories and for That's the ZIP + 4 code totally visible, legible and located cent per letter
;::;‘:";‘ﬂ:;s e ERisa Now imagine a computerized sorting properly Your local post office can give And no matter how many, or how few,
’ i i i ieces you mall, using ZIP + 4 codes
N W, Suite 610, Washington, system so advanced that It automati you all the information you need piecesy g oc
D C 20005, 202-638-1984 cally reads the last line of the address ECONOMY. can give you a cleaner, more efficient
off your envelope. Reducing sorting Use of ZIP + 4 codes Is voluntary mailing list Plus more consistent
Safety films time while increasing sorting efficiency But by adopting them, you'll be delivery
TWO Ffilms from BNA Com- That's the Optical Character Reader rewarded In the form of more stable COOPERATION.
munications Inc show manag- (OCR). postal rates In fact, when you meet Let us show you how you can put
ers how to plan and conduct EEEICIENCY. the eligibility requirements, you can more zip in your mall service Contact
safety meetings and how to de- Perhaps most amazing is the fact start saving postage right away your, local Postmaster or
velop safety and health proce- . . .
velop that both the ZIP+4 program and our If you're a First-Class mailer of 500 tatlvgr egen vourse
“The Supervisor's Safety OCR's are already m place. Ready to pieces or more who already presorts,

Meeting" discusses planning bring technological emciencyto the you can save a half-cent per piece Into the future
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Griffith named Anistics president

1.tither T. Griffith. has been
named presidei'l: a:F caief execu-
tive officer of Anistics Inc., the risk
management consulting subsidiary
of Alexander & Alexander Services
Inc. He had been execu:ive vp and
chief operating officer.

Before joining the company in
1978, he had been a financial con-
sultant and also had been involved
in international banking

Mr. Griffith succeeds Peter XI.
Densen, who became senior vp of
finance and chief financial office
of A&A Services recently.

Sti-TING THE STAGE ON THE INSURANCE FRONTIER

GROUP CLAIMS PROCESSING
THAT HELPS YOU REDUCE COSTS
WHILE IMPROVING SERVICES

McDonnell Douglas Automation Company

(McAuto)" is unsurpassed in offering group clairns

processing systerns on time and within budget.
Because we are specialists in software solutions

for the insurance industry our systems ecuce your
costs while imp-oving your ability to serve clients.
Our automated claims processing systems are

designed to provide a notable inci ease in pro-

ductivity accuricy and quality control while

comings & goings: industry

S1.(Aiti, 12111 iff, 1I*UIt.tnt Qth(r
61114)liet- I'llkingth

.Lir, 11 Curtis joined J.F. Molloy
& Ass®©.les Inc., an Indianapolis
risk management consultant. Also
at J.F. Molloy, Craig S. Penwell
promoted to vp,

Robert E. 11 -Killop named
director of en»ip:oyee benefits for

benefit consultant Comiskey,
Kaufman & Padon in Houston. Mr.

- JO -3 —

Meallop joince : e S:nin 1982.

'J'himi.LS :1. SleSweeney named
director of the employee benefits
specialty consulting department at
the Chicago office of Price Water-
house. Before joining Price Water-
house in April, Mr. MeSweeney
had been tax planning manager for
FMCCorp.

David R. Koberstein joined
T,E. Brennan Co., a risk manage-

=l

NUOT- *Ir..L I/' 7

_,r,Fl

helping you function mcie efficiently and pro-
duclively. We have a syste,n that will suityour

unique needs.

Ao either insurance software supplier is more

able to deliver what you need when you need it,

within your budget. To find out howwe can deliver
for you, call 1-800-325-1551, andfindout how
we re setting the stage on a more productive

insurance frontier.

McDonnell Douglas Automation Company

ment con . - ,r + in M..- -rikee. lie
previoust, ,., 1.Qen with another
Milwaukee- .,0s,. -., consulting firm

Fred, -rick E. Wit)ks named
presiden:-..: chief executive offi-
eer of Self-Insurers Service Inc. in
Northbrook: Ill. Mr. Wicks pre-
viously had been vp of VirFE'.9
Surety Co. Also, Th,mas P,
Beresky nam< R vice chairman and
Herbert J. Clulson named execu-
tive vp. Mr. Beresky had been pres-
ident of the firm, and Mr Carlson
had been senior vp

INnsurers

Jolin C. Boden appointed presi-
dent and chief operating officer of
Mentor Insurance Ltd. of Hamil-
ton, Bermuda, a subsidiary of Men-
tor Holding Corp. of New Orleans.
Mr. Boden previously was presi-
dent and chief executive officer of
Arion Insurance Co. Ltd.

Thonias A. Swanson elected se-
nior vp and general counsel of
Fireman's Fund Insurance Co. in
Novato, Calif. He began his career
in 1961 with a Fireman's Fund sub-
sidiary, and most recently was as-
sistant vp and associate general j
counsel with Fireman's Fund. He
succeeds Borell L. Kirachen, who
was elected executive vp.

Dale D. Dixon promoted to un-
derwriting vp of the Oil & Gas In-
surance Co. in Columbus, Ohio. Mr.
Dixon had been the company's un-
derwriting manager.

Robert J. Nevens named vp of
elaims for Parthenon Insurance
Co., an affiliate of the Hospital Cor-
poration of America in Nashville,
Tenn. He most recently was claims
manager.

William j. ali»Bride appointed
president and chief executive offi-
eer of CIGNA Healthplan Ine. in
Dallas. Mr. MeBride was senior vp
and chief financial and administra-
tive officer of CIGNA's Affiliated
Businesses Group.

Agents/brokers

Thomas St: Getmain named vp
of International Risk Placement
Inc. in Schaumburg, Ill. He for-
merly was with Stewart Smith Mid
America in Chicago.

Dave Heekert joined Corroon &
Black Inc. as vp of the special client
division in 5-ttl,>»

lili h.trd H Pi,-rpoRt named ex-
eeutive vp of operations for Rollins
Burdick Hunter of Illinois Inc. in
Chicago. He previously had been
senior vp and manager of the Bos-
ton office of Reed Stenhouse.

Reinsurers

James J. Davis named acting
president oi Cologne Reinsurance
Co. of America in Stamford, Conn.,
a subsidiary of Cologne Reinsur-
ance Co. of Cologne, West Ger-
many. Mr. Davis had been senior
vp and seeretary. He replaces G.
William Davis Jr., who resigned
to pursue other business opportuni-
ties.

Peter K. Colket joined Mono-
gram Reinsurance Corp., a subsidi-
ary of Puritan Reinsuranee Cos., as
vp of financial reinsurance. He
most recently was vp and manager
of the Puritan Excess & Surplus
Lines Insurance Co. Also at Mono-
gram Re, David E. Woellner
named vp of financial analysis. He
joined Monogram Re in 1983, after
six years with Puritan Insurance

Co. Monogram Re is headquartered
in Johnston. R.I.

l,eon: ,-cl .1. iter - 4 Ir. elected
president ana chiez executive offi-
cer of NWNL Reinsuranee Co., a
subsidiary of Northwestern Na-
tional Life Insurance Co. in Minne-
apolis. Mr. Meredith joined NWNL
h when it was formed in 1979, and
most recently was executive vp and
chief operal,ing officer. *



In- order tobecome America's

numberoneE&SInsurer,
wehadtoperfectavariety
ofunderwriting techniques.

FOnerinsures WO Ehendle

you can try another. A
another. And when you get to
The Lexington, you can stop.

Because we can handle

your business no matter what
itis.

Even if we have to create a
new product on the spot.

Since 1969, in fact, we've
been bending over backwards,
moving mountains-whatever
it takes to help brokers find

underwriting solutions to difti-
cult insurance risks.

For example, we've created
specialty departments to build
underwriting experience in
tricky areas like space, special
liability risks, and high tech-
nology industries.

We've fostered
long-term relation-
ships with the world's
most prestigious re-
insurers to have the
world's capacity with-
in easy reach.

And most impor-
tant, we've continu-
ally broadened our
product lines.

To the point where
now, we have more
products to offer than

any E&S in-
surer this side
of the Atlan-
tic...or even
the other!

Can such a free-

wheeling, «can do"com-
pany offer your clients
security, too?
Emphatically yes.
The Lexington con-
sistently maintains a
Best'sratingofA+.

And is the biggest under-
writer of E&S insurance in

America.
So if you want under-

writing solutions, call The

Lexington.
Because we have the one

underwriting technique that
works every time-
Sheer determination. The

best technique of all.

THEEXINGTON

1.1 Insumnce Company

FOR MOREINFORMATION, CONTACT MR. BOB JEAL, VICE PRESIDENT. TELEPHONE (617)956-4200. TELEX 94-0164,

THE LEXINGTON INSURANCECOMPANY 100 SUMMERSTREET BOSTON. MASSACHUSETTS 02110

'%6.,4



If Youte Not Selling Extra
Youte Not Building

The present building boom is not only
creating business for contractors-it can build
your business, too. Because The Home has
created a new package for builders called
Extra Strengthsm Builders' Risk insurance. It's
the first policy that was designed to cover
practically every builder's risk.

Extra Strengthm Builders' Risk Is The Most
Constructive Policy On The Market.

We offer a full range of the most
comprehensive features. For example, the
policy provides true 'All Risk" protection for
property coverage, including earthquake and
flood. Protection for contractor's equipment is
part of the package, too-with extra features
other policies don't offer. And, unlike any
other builder's insurance policB ours protects
the builder against third-party losses due to
"faulty workmanship" for a full year after the

project has been completed.
Another valuable feature we've added is

THE HOME
INSURANCE
COMPANY

A City Investing Company



engthm Builders' Risk

Your Business

Soft Costs and Loss of Rents coverage, which
includes loss of income and continuing
expenses due to construction delays. Such
protection can make an important difference
to a builder's bottom line during these days of
iIncreased financing costs. Home Insurance
has dedicated itself to developing coverages
that are right for the times... and this is just
one rnore example.

ILyou'tant® Keep BuadingYour Budness .CG»OUNOPmCE

. Please send a brochure on

Contact The Home | The Home's Extra Strengthm *.*
field office nearest Builders' Risk Insurance.

you. Or, return this ! Name

coupon today and Hrm....

wWwe'1l 1l meadpd you
rnore information | Telephone

on how our policy 1 Mail to: Marketing Department, 3rd Floor

can give you the The Home Insurance GCamMPANY. ooz
extra strength you L --- 1

need. This policy is available in most states.

59 MAIDEN LANE, NEW YORK, NY 10038



The decision to selfinsure shouldit cost you
the guidance that comes with experience.

Making a departure from the traditional
course ofrisk transfer can be a viable alternative
for some companies. Even for certain associations
and other groups of smaller businesses. But no
matter how sophisticated your approach, the
knowledge of experts can help you to achieve a
smooth and steacfy operation.

A number ofour clients have taken the self-

insurance route. Yet they still retain The Travelers
to ensure an efficient and economical outcome.

For one thing, we're equipped to meet a
self-insured's every need, whether simple or

sophisticated. And we place a priority on reducing
the cost ofrisk.

Take claim service for instance. At The

Travelers, we don'tjust handle claims, we manage
them. As a result, our clients get maximum
mileage out ofevery claim dollar spent. This

Is in part due to the skill of our registered nurses,
vocational rehabilitation counselors and others,

at reducing the duration and overall cost of

TO: Please send your free brochure about the
full range of cost effective services to:

The Travelers

One Tower Square
Hartford, CT 06115 "*V¢

COMPANY

Att: ADDRESS

Dave Battard crry sTATE

claims. And in part due to expense control mea-
sures, such as using panel counsel, that can keep
costs from heading into the stratosphere.
Finally we're flexible. Because we listen.
And respect our clients'judgements. We recognize
that it's your moneyi So ifyou have ideas on any-
thing from settlements to setting reserve amounts,
we won't give you a lot of static.Just service.
When it comes to keeping track of costs,
The Travelers CARMAM risk management infor-
mation system offers quick
and easy access to the
information you need to
make decisions. In an
environment you control.
But software isn't the only
way we help in making
hard decisions. We also

offer people. Like our
actuarial consultants. Or
our aceident prevention
and loss control specialists.
In short, people who can
provide the complete
spectrum of services that
self-insureds need.
Naturally; at some
level, every self-insured
. reaches a ceiling above
which retaining more
losses becomes prohibitive.
At ellis point, The Travelers
can assume the risk by supplying excess or
aggregate stop loss insurance.
So ifall you're getting from your insurance
carrier is insurance, get in touch with The

Travelers. You'll find that our people, products

and services can be summed up in Just two
words. First Class.

For a free brochure about the full range
of cost effective services The Travelers offers self-

insureds contact: Dave Battard (203) 277-3887.
Or send us the coupon below.

i inelravelers,i.

PHONE

The Travelers Indemnity Company and its affiliated
ziP companies, Hartford, CT 06115.
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RISK MANAGEMENT QUESTIONS

How can you evaluate
your department's staff?

By Ralph F. Perry Jr.

/ e Our company is consolidating and we
Vie are being asked to review our risk
management department staff. How is the best
way to evaluate this with a view of continuing

to provide the best service to our profit centers?

A . Zero-base budgeting is a necessary step in
f'llanalyzing what tasks your department does and

how much is spent on these tasks. Perhaps one of the
first questions t6 ask yourself and clearly answer is
what responsibility and role your department plays in
the corporation. Then you can develop logical goals and
objectives needed to meet them.

You can easily obtain the zero-base process formulae
from your controller's department. Filling it out
logically with clear cost-benefit data can be taxing, but
well worth your personal time. It can be a very
satisfying (and frustrating) experience, and one that
forces you to commit your role and its cost-benefit in
writing.

Coupled with this zero-base budgeting exercise, you
should separate your self-funded, self-insured program
into its various cost elements: expense for loss costs,
claims handling, taxes and state filings, etc. This will
permit you to reconstruct the total cost using
permissable (insured) loss ratios, along with the other
"insured” cost elements to estimate the cost of an
insured program.

As you do this, don't forget investment income, cash
flow and cost of money estimates. This permits a real
cost comparison between an insured and self-insured
program and should show a cost-saving value to the
corporation.

A nebulous, but real cost is the value you place on
your corporate claims management department and its
attention to your book of claims. The cost/value you

ask a risk manager

are measuring here is the savings the corporation
receives in attentive and experienced staff
management of your claims.

While your corporate environment may force certain
consolidations, these exercises can help you clearly
evaluate the cost alternatives that may be handled
through unbundling services and coordinating certain
responsibilities with your corporation's profit

centers.

How can loss control work in multiple locations?

environment?[fso, how shoufd ithe™ "
approached and structured?

A . If we acknowledge that risk control is

I'llgenerally fairly well handled in the property
field and limit the answer to the casualty field, | think
a psychological approach is necessary for a successful
program.

Accept the fact that most of us in business are trying
to do the best job we can and in so doing, we try to
please our boss. We have the most success in doing this
if we are competent to do that job. But, as important, is
if our boss shows interest and concern in what we do.

This psychology applies at any level.

If it is practiced by the boss, in those areas where
workers' injuries are frequent, it can do much to reduce
frequency and cost of workers compensation claims. It
costs nothing and is extremely effective if the boss
shows interest and concern in workers safety, health
and job.

Ralph F. Perry Jr. is up and director

of risk management at Amfac Inc.
, iNn San Francisco.

INn a decentralized environment, a risk-control
program must be structured at each level by personnel
at that level and tied into a regional program and then
to the profit center. All this can work if the profit
center boss shows interest and concern. A group of
profit centers can then be tied to the corporation by the
interest and concern shown by the chief executive
officer.

The CEO may have a corporatewide safety
management program, rewarding those who meet their
goals in reducing their frequency and cost of losses.
Success or failure can be measured quarterly, then
annually.

The whole program must be tied together and
measured from year to year, and it must be tailored to
the various businesses that make up the corporation.
Most important is the need to have the backing, interest
and concern of the CEO.

While the approach sounds straightforward, it may
be the most difficult part of the program.

The program structure must acknowledge the
individuality of local operations and the need for them
to recognize a safety management program.

They must acknowledge this need and develop their
own program with guidance and assistance from
professionals. The safety management program at
locations is, therefore, their own. The measurement of
the success of that program is tied together and
encouraged from the top.

How can we acquire

our own computers

f e How can | convince my management
F&*I that a computer/microprocessor will be
beneficial to our department and the

corporation?

A . The best answer to this is to get involved with a
2'1 | microprocessor yourself. The Risk & Insurance
Management Society offers a risk management
information course with "hands-on" computer
experience. Many local community colleges have
programs. Maybe you should buy an Apple or IBM
personal computer. Today's investment is moderate
and the reward substantial.

The speed with which the use of microprocessors are
being used is staggering.

Two years ago a large California business was using
its computers to record losses and extract all necessary
claim and.loss data for risk-control programs. All paper
reports, previously mailed from headquarters, have
been eliminated.

We have found that our 10-year record history of loss
and claim information-particularly in the casualty
field-has helped control the cost of our umbrella and
excess liability insurance program. Our self-insurance
programs can be better managed for effective funding
control because we have information.

One risk manager told me he reduced his excess
insurance premium expense by $2 million dollars
because he had an accurate claims history record on
computer.

We have found that recording our insurance policies
in abstract form (by using the word processing
programs) on diskettes gives us an invaluable
history of insurance policies for internal use and,
using our microprinter, easy communication of
coverage.

There is an additional, perhaps more valuable
benefit from ths exercise, and that is the benefit of
abstracting your insurance policies. Relating the
contract and its terms and conditions to your
corporation's activities and commiting the contract to
your understanding of the coverage is worth all the
effort you put into it.

Perhaps one of the more interesting results of having
a department microprocessor is that everyone in the
department is eager to use it. While the initial use of
the microprocessor is in our statistical and accounting
areas, we hope to eliminate most of our loss-report
paperwork and provide profit centers access to their
loss and claim data in program forms for their own
loss-control programs.

Ask a Risk Manager and Ask a Benefit Manager are
two new features in the Perspective section of
Business Insurance. Ask a Risk Manager and Ask a
Benefit Manager will answer written questions from
readers on risk management and employee benefit
management issues.

Ask a Risk Manager makes it debut this month.

The first Ask a Benefit Manager appeared May 14
in Business Insurance. Joseph W. Duva,
directoremployee benefits and compensation at SCM
Corp. in New York, answers the questions for that
column.

Mr. Perry's and Mr. Duva's columns will appear
alternately on the second Monday of each month.

Address your questions to ASK, Business
Insurance, 740 M. Rush St., Chicago, ill. 60611.
Please give us your name, title and employer.
Business Insurance will consider unsigned letters.
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PROPER PRICING

Get what you pay for with segmentation

By Howard A. Whittum Jr.

O GROUP HAS tracked the

across-the-board spiral of benefit

costs more closely than benefit

managers. After all, they are charged

with ensuring employee security at a

reasonable cost under increasingly
adverse conditions.

Risk managers too have watched rates drop for
property coverages while prices for such coverage as
professional liability have soared. Yet they also have
limited budgets with which to purchase all
necessary coverage for their companies.

But, relatively few risk managers and employee
benefit managers have looked beyond mere cost
monitoring to actively examine how the insurance
products they buy and manage for their personnel
and companies are priced.

In these difficult times it pays to be an educated
consumer, and lesson one for
risk and benefit managers is
that not all insurance
companies price their products
on the same basis. To
understand pricing trends
fully, it is important to review
the basics of your insurer's
operations.

Traditionally, insurance
companies have been divided
into two separate
functions-one to design
products and another to
manage investments. The
managers on the investment side have acted
independently, investing the company's premium
income without regard to its origin or the nature of
the obligation (to policyholders) it represents.

All premium incomes-whether generated by
products carrying a short-term obligation, like
health insurance, or a long-term obligation, such as
pensions-have simply been grouped together and
turned over to the insurers' investment
management side.

In recent years, however, some insurers have
begun to integrate the product management and
investment management sides of their business.
They are developing the means to match individual
insurance products with specific investment
strategies.

Product managers and investment managers are
starting to work together to monitor the profitability
of specific products, develop investment strategy
and set prices.

This integration and matching process, known in
the insurance industry as asset/liability
segmentation, is a relatively new concept that has

gained the serious attention of insurers only in the

Howard A. Whittum Jr.
is a partner at Ernst &
Whinney in Boston. He
also is a member of
E&W's management

consulting services

team.

past few years.

Nevertheless, at least three large mutual insurers
in New England have initiated programs to employ
asset/liability segmentation.

Extensive systems changes (especially in data
processing) may be required to implement a
thorough matching process.

Several companies already have implemented
matching processes applicable to relatively broad
segments of their product lines and are moving
toward true product-by-product asset/liability
segmentation. They have completed the necessary
impact studies and have developed systems concepts
for the full implementation of matching product to
investment.

Some are now ready to begin modifying their
accounting, operations and data processing systems
to accommodate the new product-by-product
matching procedures.

Given the increasingly competitive nature of the

Product managers and investment
managers are starting to work
together to monitor the profitability
of specific products, develop

investment strategy and set prices.

insurance industry, other companies are certain to
follow suit, especially as the benefits of
asset/liability segmentation become more and more
apparent.

Though formulated and generally perceived as an
internal management tool, this trend toward
matching bodes well for risk and benefit managers
as well.

Asset/liability segmentation will affect:

* Pricing. While investment/product matching
does not promise lower premium prices across the
board, it can and should result in prices that more
closely correspond to the realities of individual
insurance products.

Buyers pay prices based on the investment return
the insurers earn from the specific product being
sold, rather than on the insurance company's entire
product line.

Premium prices have always reflected, at least in
part, an average return on investments anticipated
by the insurer. In contrast, insurers employing the
matching process can tailor their prices on a
product-by-product basis.

In the case of products carrying a long-term
benefit obligation, such as pensions, the insurer will
have use of your premium dollars for a long time
and anticipated investment yields may therefore
constitute 50% or more of the pricing decision for
that product.

Anticipated investment income also is very
important to the pricing of insurance products

carrying a short-term obligation, such as health

insurance.

On one hand, the insurer will have use of your
premium dollars to invest in its portfolio for only
one year or less.

Yet on the other hand, the high yields now
available on even short-term investments dictate
that this income be given full consideration by*
companies wishing to price their products
competitively. Insurers need to make the most of
their anticipated interest income to gain a pricing
edge.

Although return on investment of premium
income represents only one of several factors that
determine an individual insurance product's price, it
is clearly among the most significant pricing
considerations.

Insurers adopting asset/liability segmentation
will, for the first time, be in a position to accurately
project investment yields to be earned by the income
generated from each product offered.

This may permit more competitive pricing
throughout-or within specific
segments of-the insurers’
product lines. Each product
can be offered at the lowest
possible price with reasonable
assurance that it will make a
profit.

= Product availability. The
proliferation of new products
offered by insurers in recent
years, like universal life,
guaranteed investment
contracts and individual
retirement accounts, has
helped risk and benefit
managers, who now can offer employees a wider
variety of benefits than was available before.

Asset/liability segmentation may help carry this
favorable trend even further by enabling insurers to
market more and more new, even experimental,
investment and insurance products.

The matching process allows insurance
companies, and the newer banking/insurance
institutions, to separate, monitor and contain risky
new products. The risk manager's or employee
benefit manager's chances of finding an insurer
willing to tailor a product to meet unique or very
precise specifications are therefore likely to
improve.

These very practical advantages of price and
availability may be reason enough to favor
insurance companies that use asset/liability
segmentation.

But perhaps even more important than these
advantages is such companies' adherence to a
fundamental business premise-that the corporate
consumers should get what they pay for.

When your company purchases insurance
products priced under a matching system, it will not
only get what it pays for, it will pay only for what it
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Safety programs require cooperation

Continued from page 3

Mr. LeMond suggests safety
managers get the government offi-
cial named as an honorary member
of the National Safety Council.
"They like that, and it will cause
them to think more about safety."”

However, the risk or safety man-
ager also must persuade his or her
superiors to move safety higher on
their priority lists. This requires
the risk manager to speak manage-
ment's language.

"Show them where safety fits in
in terms they will understand,"” Mr.
LeMond said. "Safety people tend
to look at things from a humanitar-
ian point of view, and management

tends to look at things from a to-
tally economic point of view.

"Go through the records and
compile data," he said. "Then br.ng

them into your boss and say 'We
had 300 of this kind of accident last
month.' It will blow their minds."

It is then up to the risk or safety
manager to guarantee results. "Es-
tablish concrete goals. Tell them
where you are going to reduce the
losses, and by how many dollars,"
he said.

Next, procedures must be de-
tailed, and responsibility assigned.

"Supervisors must set the exam-
ple," he said. "If employees have to
wear hard hats, supervisors should

wear hard hats, too.” Included in
these procedures should be the pol-
icy for non-compliance, "which has
got to have some teeth in it,"” Mr.
LeMond said.

"Do you have the authority to
walk into a work site and stop the
work right on the spot if conditions
are unsafe?" he asked. "You should,
but you should also have a damned
good reason why you had to stop so
you can (protect yourself). That
means you need a well-trained pro-
fessional in the safety job."

At the same time the safety man-
ager is selling his or her ideas to
management, he or she needs to
communicate safety policies down
the line to make sure workers com-

ply. This requires much of the same

Checklist gives managers insight into cause of accidents

Supervisors should answer these questions after
every accident, according to FPE Group, a San Fran-
cisco-based loss prevention consultant.

The goal is to determine the cause of the accident,
not to place blame. Responses should be yes, no, or not
applicable. Included with this checklist would be some
general data and a brief description of the accident.

The questions are:

1. Did you know that the employee was doing this

job?

2. Was the employee trained to do this job?
3. Was the training adequate and complete?
4. Was the employee doing the job correctly when

the accident occurred?

5. Has the employee done the job correctly in the

past?

a. If no, had the employee ever been cor-

rected/retrained?

6. Were obstacles present that would hinder the
employee from doing the job safely?

a. Conflicting procedures?
b. Conflicting orders?

c. Lack of equipment?

d. Rush to get the job done?

7. Has the employee been under any stress?

8. Any morale problems?

dent?

or unsafe?

this job?

b. Correctly?

13. Is there a high employee turnover and/or ab-
senteeism problem?

14. Is the job boring?

a. Was it used?

9. Did the work flow (layout, arrangement, clut-
ter, routing) have anything to do with this acci-

10. Were conditions and/or equipment inefficient

11. Was the job procedure awkward or unsafe?
12. Was personal protective equpment needed for

15. Was the employee correctly placed on this job?

16. Should the employee be doing this work?

17. Could management have done anything to pre-

vent this mishap?

a. Set better goals?

b. Set better policy?

c. Set better accountability?

d. Spread the workload more evenly?
e. Recognize safe work?

f. Discipline unsafe work?

d. Increase the number of employees?

18. Did you (the supervisor) see the potential for

this accident happening?
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data analysis and motivational
management that communicating
to superiors does.

"You and others in positions of
authority, the supervisors, have to
set the example for the other em-
ployees. If you don't, you get a tre-
mendous amount of animosity and
it reduces your credibility,” said
Gary 3. Martin, risk manager for
the City of Manhattan Beach,
Calif., who also participated in a
safety seminar at PRIMA.

One way to encourage coopera-
tion from employees is to involve
them in safety decisions.

"Employees know their problems
best and know if their equipment
works properly,” Mr. Martin said.
"Ask them to voice their concerns,
and you will not be perceived as an
adversary.”

"It's just good management,” said
Robert A. Lapidus, vp of the FPE
Group, a San Francisco-based loss
prevention consulting firm owned
by Fred S. James & Co. Inc., who
shared the speaker's podium with
Mr. Maurtin.

FPE has designed a supervisor-
oriented safety program to "guar-
antee loss reductions if you do it in
the right way," Mr. Lapidus said.

The first goal of the program is to
determine the primary cause for
on-the-job accidents, as well as con-
tributing factors. Next, a program
is designed from management
down to guard against recurrences
That program is communicated to
the employees, and the results are
continually evaluated.

Mr. Lapidus' method of analyzing
the primary cause of an accident is
called "The New TOR Analysis."

TOR, or Technic of Operations
Review, is a sort of checklist with
cross references, a lengthy process
that should ultimately reveal all
the factors that contributed to an
accident. And, those factors usually
point to management weaknesses.

The checklist is divided into
eight categories: training, responsi-
bility, decision and direction, su-
pervision, work groups, control,
personal traits and management.

Each category has several factors
that could contribute to the acci-
dent. And, after each factor are
numbers referring to factors in
other categories that could be re-
lated.

To complete this analysis, the
risk manager goes through each
category, listing and crossing off
the applicable factors until a list of
factors related to a specific accident

is revealed. The primary cause
should be revealed and extraneous

causes should be eliminated.

This is a lengthy process, but it
drives home the idea that manage-
ment is ultimately responsible for
safety.

Because the TOR analysis and an
accompanying supervisor's check-
list (see related story) can be so
time-consuming, Mr. Martin sug-
gested that risk managers can use it
for the greatest risks, and as success
is achieved in those areas, continue
on to lesser risks.

Once the TOR analysis is com-
plete, management should look at
its alternatives to eliminate the pri-
mary cause and perhaps six or
seven contributing problems.

"Any solutions you devise should
be consistent with the management
style of your organization, or you
won't get support from any level,"
Mr. Lapidus said. "If management
wants to look like a nice guy and
you impose a lot of strict proce-
dures and rules, it won't work.

"But, if the same company sets
up some kind of incentive program
to reward safety-conscious employ-
ees, that will go over with manage-
ment and workers. A program that
harmonizes with the style of man-
agement is the one that will reduce
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66Every measure must contain the unmeasurable."

Joe Long talks about Structured Settlements TM

As a musician and avid concertgoer, Joe

Long knows that the technical aspects
and the emotional aspects of a perfor-
mance are equally important. As one
of our expert negotiators, he knows

. that this is also true in a Structured

- t Settlement.

"The wonderful thing about the

A Structured Settlements concept,” says
Joe, ,is that it represents benefits to all
parties involved. The benefits to the in-
suror are obvious and measurable. But,
the really important benefits are those
that it provides for the injured party or
survivors. These are things you can't
add up: the ongoing income, the secu-
rity-the plan that will permit them to
recover fully over the long term."

"The real heart of the Structured Set-
tlements idea is the realization that you
can't make problems go away simply by
throwing money at them. It takes real
concern to make this concept work,
and I'm proud to be associated with a
company that can do it."

THE
STRUCTURED
SETTLEMENTS TM
COMPANY

5757 West Century Boulevard
Los Angeles, California 90045
East Coast Omce: 800-237-6361
West Coast Omce: 800-421-2022
In California: 213-642-1999

In Florida: 813-823-2666

('#lces in: Las Angeks « San Francisco ¢ Ibmnto
* St. Pete,sbu,g *« New }brk « Cincinnati
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ARC HEALTH SERVICES, INC.

A New Advanced Claims System
For Self Administration

O Health, dental, disability and vision claims processing

for employers, HMO's (IPA) and associations.

O Automatic Assignment of ICD9, CPT, ADA (dental)

UB (Hospital) codes by built-in medical dictionary.

O Benefit rules, deductibles, eligibility, coinsurance,
maximums, and duplicate checking are handled auto-

matically, on line, realtime.

O Automatic generation of initial and follow-up corre-

spondence.
O A cost effective package (hardware and software)

from 1500 to any size population.

16775 ADDISON ROAD, SUITE 201
DALLAS, TEXAS 75248

Attendance at PRIMA conference grows

ORLANDO, Fla.-The presidential gavel was
passed from Don LeMond, risk manager for the
state of Missouri to Allen F. Hyman, director of
safety and risk management for the city of Corpus
Christi, Texas, to open the sixth year of the Public
Risk & Insurance Management Assn.

Some 380 risk managers of governmental bodies,
brokers, insurers and consultants attended PRIMA's
fifth annual conference, held May 29 to June 1,
about 100 more than last year. In addition, the num-
ber of session offered at the conference grew to 45
this year from 34 in 1983.

PRIMA membership currently stands at about
800, about the same number as last year. Mr. Le-
Mond, the outgoing president, attributes the lack of
growth to governmental budget cuts, but he predicts
PRIMA will double in size in the next five years.

One of the highlights of PRIMA's activities in the
last year was the adoption of self-insurance pool ad-
visory standards by the group's pooling section.

"The pooling section modeled its regulations on
the NAIC regulations, and will be the standard of
operations to keep the pools financially solvent,”
Mr. LeMond said. The section also introduced a
monthly newsletter this year.

Other PRIMA activities this year include:

« Input on a new comprehensive general liability
policy.

* A meeting with Marsh & McLennan Inc.'s pub-
lie entities committee on how the broker's commit-
tee can best serve the needs of PRIMA members.

- A PRIMA task force in Washington to assist
the District of Columbia in setting up a risk manage-

veloped with Risk Planning Group in Darien, Conn.

Mr. Hyman, the incoming president, had been a
PRIMA vp for the last two years.

Also elected to the PRIMA board as vps were:
Mark Ferraro, risk manager for San Antonio, Texas;
Gary Martin, risk manager for Manhattan Beach,
Calif.; and Howard Taylor, director of risk manage-
ment for Lakeland, Fla.

Remaining on the board as consultants are Mr.
LeMond and Robert J. Ellis, risk manager in Clear-
water, Fla., a former president. Remaining as vps
are: Mary Lou Emmert, risk manager with Mon-
terey County, Calif.; Fred Marshall, risk manager
and benefits administrator for Arlington County,
Va.; and Barbara Yeager, insurance coordinator for
Johnson County, Kan.

PRIMA's first annual risk management achieve-
ment awards were also presented at the conference.

Mr. Ferraro won the health care cost containment
award by saving approximately $2 million of the
city's health care costs between 1983 and 1984.

Edward D. Hansen, risk manager of the Intergov-
ernmental Risk Management Agency, a pool in the
Chicago area, won two honors. One, the self-insur-
ance award, was for the pool's record of saving
27.2% over the estimated cost of conventional insur-
ance. The other was the award for loss prevention in
pool administration.

David Rule, deputy director of occupational medi-
cine and safety for Baltimore, Md., won the safety in
the workplace award. The city reduced accidents by
16%, the number of workers compensation claims by
13% and their cost by 17%.

(214) 248-6241

ment program.

* A cost-of-risk survey for the public sector de-

Exciting Group Workers'
Compensation Programs

RECREATIONAL MARINE INDUSTRY GROUP...

for marinas, boat dealerships and all allied segments of the industry;
program includes U.S.L. & H.

SECURITY INDUSTRY GROUP...

for security guard, detective and patrol agencies, burglar & fire alarm
monitoring, sales & installation.

Cover X has long advocated the use of mass purchasing power to reduce
insurance costs. Both of these fine Group Workers' Compensation
Dividend Plans acknowledge that principle...

and both are underwritten by Cover X on behalf of major insurance carriers
and are available in most states.

Be the competition . . Come to CoverX.

For further information or applications call or write .

COVER CORPORATION

P. O. Box 5096, Southfield, Michigan 48086
Telephone: (313) 358-4010 Telex: 23-5635

For more information, write PRIMA, 1120 G. St.

N.W., Suite 707, Washington, D.C. 20005.

Public entities should protect

against pollution suits: Expert

By SALLIE J. DRURY

ORLANDO, Fla.-Public risk
managers who are not protecting
themselves against the strict liabil-
ity for environmental hazards are
sitting ducks, warned David J.
Dybdahl Jr., environmental risk
management specialist with Cor-
roon & Black of Wisconsin Inc.

Speaking at the fifth annual
Public Risk & Insurance Manage-
ment Assn. conference, Mr. Dyb-
dahl warned risk managers of their
retroactive liability exposures
caused by "40 years of mismanaged
waste.

"The cleanup cost for the 420 Su-
perfund sites is estimated at $40
billion, and that's just cleanup. It's
not figuring for any victim com-
pensation,” Mr. Dybdahl said.
"There are also more sites than that
to be cleaned up. We've already
identified 2,000."

To put this figure in perspective,
he noted that all the U.S. fire losses
in 1982 came to $6 billion.

Not every public risk manager
has a Love Canal in his or her back
yard, "but you are at least involved
in garbage collection,” Mr. Dybdahl
noted. Even a garbage waste site
can contaminate soil or under-
ground water, and such risks
should be managed now, before
they cause future liability suits.

Environmental impairment risks
are some of the most difficult to
manage, Mr. Dybdahl admitted.
"They are difficult to identify be-
cause what may appear safe today
may break down years from now,
and also you may not be aware of
what your predecessors did."

Also, EIL losses are expensive,
"and they are increasing exponen-
tially over time," he said.

To compound that problem. de-
fenses are eroding, and exposure is
widespread. "Anyone who was on
the site-then or now-is poten-
tially liable to pay.

"There are three defenses,"” he
continued. "Act of God, act of war,
or act of a third party that did not
have a contractual relationship
with anyone involved with the site,
and it's very easy to show a con-
tractual relationship.”

EIL exposures can evolve
through new statutes or regula-
tions, or through common law

when a victim sues.

"We are seeing the greatest bulk
of EIL suits come through this (lat-
ter) category, because of what the
courts are awarding for victim
compensation,” Mr. Dybdahl said.

Not only are EIL exposures diffi-
cult to manage, they are also diffi-
cult to fund. "First of all, there is
very little data to accurately pre-
diet future losses," he said.

"Second, ‘'non-sudden' pollution
is a standard exclusion because in-
surance companies really don't
want anything to do with this
stuff,” he said.

“"And yet,” he added, "I have
heard brokers and lawyers advise
clients not to get environmental
impairment insurance. But | would
say, read your exclusions again,
and buy the coverage.”

Risk managers can look for non-
sudden pollution coverage, which
pays for bodily injury, property
damage, cleanup and defense Costs.
However, those policies may be
hard to get.

"There are about 100 insurers
willing to underwrite this cover-
age, but if you have a landfill, you
have three people in the world to
talk to: Shand Morahan, Swett &
Crawford and Stewart Smith,"” Mr.
Dybdahl said.

The risk manager probably will
also need the help of a specialist to
help him determine his exposures,
he said. "Those specialized firms
will come in and also tell you how
to handle your exposures.

"But what can be an even better
way to identify risks is to go back
and ask the people that were
around years ago," he said.

As a rule of thumb to identify
exposures, any underground stor-
age that is more than 20 years old
probably leaks, he said.

Not only should risk managers
plan safe ways to contain, or "eter-
nally entomb” hazardous sub-
stances, they should also devise a
contingency plan in the event that
these containers spring a leak, Mr.
Dybdahl said.

"This contingency plan is your
most important risk management
tool,"” he said. "Do you know what
attorney you will call when you are
named as a defendent? Do you
know what your pollution liability
policy covers and what it doesn't?"e
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The difference between shaking hands
and pointing fingers.
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Computerized health plan administration:

TAKE CONTROL!

Public entities' funding options explored

Continued from page 3

even negotiate our agent's commis-
sion. How many of you know what
your agent or broker makes on
each line of business he writes for
you?

"Purchasing insurance is not
simply a matter of an agent walk-
ing in the door with a policy, and
you giving him a check, although
all too often it goes like that. You
should negotiate everything and
coordinate your coverages. If you
don't, you're asking for trouble,"” he
said.

Risk managers negotiating con-
ventional insurance policies should
also be mindful of the personalities
of the agents and insurers he or she
deals with in order to foster a coop-
erative relationship in which ev-
eryone is satisfied with the out-
come.

"The openness you exhibit with
your underwriter affects the sue-
cess of your program,”™ Mr. Ellis
said. "Underwriters are flaky, de-
fensive people. If your underwriter
trusts you, you have made a major
step in improving whatever pro-
gram you put together.”

To establish this trust, the risk
manager should provide as much
data as he or she can about a risk so
the underwriter can come up with
a more accurate assessment. Or,
even better, the risk manager
should have the underwriter view
the risk himself or herself.

The key to a successful conven-
tional insurance program is the risk
manager's active participation in
forming the coverage, he ex-
plained.

"Ask specific questions of your
underwriter relative to your cover-
age, exclusions, definitions-the
whole gamut.

"For example, many of the ex-
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clusions listed in a typical policy
can be added at no charge simply
by asking. It seems funny that they
would be excluded if they can be
added at no charge, but the insurer
doesn't want to pay out any more
money than it has to, so you've got
to ask.

"Also, definitions can be changed
to broaden the coverage, but you
have to understand what the stan-

dard definitions are and also know

what you want. Then, if you are
going to ask for a change, | would
suggest that you come up with the
wording yourself and hand it to
your underwriter, with a copy to
your agent,” Mr. Ellis said.

Payment schedules are another
subject to negotiate. "Monthly pay-
ments, quarterly payments all can
be had at no interest,” Mr. Ellis
said. "Jan. 1 this year we got hit
with a $5,000 general liability in-
crease. | said, 'OK, | will give you
the extra $5,000 but | won't give
you the whole thing up front. | will
give you one-third down and the
rest in quarterly installments.’

“"The bottom line: The interest
earned by having a payment sched-
ule came to $6,000, so not only did |
get back the extra $5,000 but | got
$1,000 on top of it just for being a
nice guy.

"The thing is, | asked for that
payment schedule.”

The risk manager should also ex-
ercise some control over claims and
their investigation. "Get nosey,"”
Mr. Ellis urged. "Remember what
is 'their' money is really your
money. If they pay out more than
they take in, they will get it back
next year."

Also, many policies give the in-
surer the absolute right to settle
any claim it chooses, which is "a
right which is frequently abused,”
he warned. "They may settle a
claim which you have a legitimate
chance of not having to pay.

“If you do get a bona fide settle-
ment offer from a claimant, and
you as the insured do not feel the
settlement is worth 10 cents, let
alone $10,000," then you should in-
sist that the suit go to trial, Mr. Ellis
said, but tell the insurer that it is
only liable for the amount of the
settlement offer.

"That protects you from paying
the settlement, although if there is
any additional cost, you are liable
for that,” he said.

To get the most for his or her

money, a risk manager buying con-
ventional insurance should de-

mand all the services for which he
or she has already contracted. "Are
you getting adequate loss control,
timely loss runs, safety inspections?
The list goes on.

"It's not going to get you any-
where to sit in your agent's office
and gripe and moan that you
haven't seen the loss-control in-
spector in eight months," he said.

For those entities that don't want
to vie for insurers' and agents' at-
tention, self-insurance may be the

It was for the city of Aurora,
Colo., which has been self-funding
its risks for the last eight years,
after seeking an alternative to
eroding liability protection and
escalating premiums.

"We hired a risk management
consultant to conduct an audit and
their opinion was that the city
should consider a partially self-
funded approach,” said Jack
McHugh, Aurora's risk manager.
"When our liability insurer refused
to renew coverage, we decided to
take the consultant's recommenda-
tion.”

What has evolved is a program in
which the city self-funds the first
$100,000 per occurrence of liability,
workers compensation and other
property/casualty losses.

The city's loss fund, which is now
set at $700,000, is re-budgeted every
year based on the last five years'
losses. All investment earnings in

the loss fund accrue to the city's
risk management account.

The city purchases excess cover-
age from Lloyd's of London, Mr.
McHugh said. "We have both spe-
cific excess, for losses over $100,000,
and aggregate excess, if the
$700,000 loss fund is exhausted.
Therefore, the loss to the city will
never exceed the amount in the
loss fund, and no unforeseeable ca-
tastrophe will adversely affect the
city's budget,” he said, though he
did not disclose the limits of the ex-
cess policies.

In addition, loss control was
brought in-house, and the city's
risk management department now
includes, besides Mr. McHugh, two
loss-control specialists, two nurse
practitioners, one data entry
worker and three clerical staffers.

"Our focus is on on-the-job in-
juries,” Mr. McHugh said. "Our two
nurse practitioners, plus one con-
sulting physician that comes in
once a week, help reduce our medi-
cal charges by directing employees
to our health services clinic, rather
than the emergency room for on-
the-job injuries.

"Our secretarial staff functions as
an intermediary between claimant
and claim services, and they pro-
vide our (claims) administrator
with most of the information they
need. The data entry person ana-
lyzes the claims and trends that
have evolved over the last several
years."

Now that these responsibilities
have been brought in-house, Mr.
McHugh feels the city has better
control over claims, settlements
and overall costs than it would with
a conventional insurance program.
Nevertheless, he issued some warn-
ings to those considering the self-
insured approach.

"A self-insured program requires
protection from future losses, and
that requires reliable loss statistics,"
he said. "You need a data base to be
able to accurately track losses.

"But, the problem of getting this
information is sometimes com-
pounded by local insurance agents,
who are less than willing to assem-

ble loss data for fear of losing a lu-
crative account to a national bro-

ker.

"Funding for future losses is dif-
ficult, too. During the first four
years of our self-insured program
the level of the loss fund leapt from
$125,000 in 1976 to $700,000 in 1980.
But, since that time it has been sta-
ble, which shows you that only ex-
perience with a program will allow
you to budget accurately.

"Another funding problem that
must be anticipated,” he added, "is
that the city council must be com-
mitted to the proposition that your
loss fund is untouchable. It may be
tempting to any entity facing seri-
ous budget restraints, but (the loss
fund) can only be utilized for your
purposes.

"Also, the council must be com-
mitted on a much broader basis to
do anything that's required to
make this a successful program.”

For example, a city must put to-
gether a loss-control program since
additional risks will be assumed in-
house, "and that will never happen
unless you have the support of
upper management, or your city
council. If they feel too limited to
give you budgetary support, then
you are far better off not self-in-
suring."

If, after weighing the situation
for his or her particular entity, a
risk manager chooses to become
fully committed to a self-insurance
program, such a program can be
more successful and rewarding
than his or her conventionally in-
sured program had been, he noted.

"If you are committed to self-in-
surance, the benefits are there,”
Mr. McHugh said. "You will have
control over how a claim is han-
dled, what is paid and what is de-

Continued on facing page
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nied. You will have improved loss
control because you are directly
paying the losses. And, you will
have cash-flow advantages and
new investment opportunities.”

The size of a community is an-
other factor to consider when eval-
uating funding methods. For many
smaller communities, self-funding
is not practical. However, commu-
nities that want to self-fund, but
can't because they are too small,
can pool their risks with other enti-
ties.

"Pooling was born out of neces-
sity, as was self-insurance," said
David C. Epps, executive director
for the Missouri Intergovernmental
Risk Management Assn. in Colum-
bia, a pool of 25 Missouri public en-
tities. "Pooling is really another
form of self-insurance, but with
some of the same advantages and
disadvantages of purchasing cover-
age through an insurance carrier.

"Basically, you are sharing the
risks with your peers,"” Mr. Epps
explained.

"For those of you spending over
$250,000 a year on your (risk man-
agement) program and with a full-
time risk manager, pooling may not
be as viable an option as self-insur-
ance," he continued.

"In a lot of ways, Jack (McHugh)
explained what pooling does, but
Aurora does it all by itself. You
have significant input on claims
policies, loss control and program
design. And, you negotiate with the
pool the type of program you want,
which is what Craig (Ellis) said you
need to do with conventional insur-
ance.”

Just as with conventional insur-

ance and self-insurance, pooling
requires a certain amount of exper-
tise from the risk manager. But,
joining a pool means that an expe-
rienced staff can be hired and
shared by the group, rather than
supported by one entity alone.

Some of.the advantages of pool-
ing over conventional insurance
that Mr. Epps enumerated are:

e Improved cash flow.

« Ownernship of reserves.

* Long-range cost containment.

< Broader coverages

 Higher limits.

* Superior claims service.

* Superior loss control.

e Superior claims information.

* One source of coverage.

- Centralized services.

Mr. Epps earmarked ownership
of reserves as a "very significant
advantage.

"Insurance companies have been
accused of over-reserving their
claims, and pools can be in the
same position. You can reserve
more than you actually need, but if
you do... those reserves all come
back to the members one way or
another.

"In many cases, liability claims
or workers comp claims can stay
open five, six, seven years and
longer. The ownership of those
funds allows you to keep contin-
ually investing the reserves, and
that is your money."

Another advantage pooling has
over both conventional insurance
and self-insured programs is
"strength in numbers," Mr. Epps
said. "A pool has greater bargain-
ing power with providers. When
you go in and demand services, you
are applying a certain amount of
muscle, because you represent a
significant amount of money."

It all sounds easy and wonderful,
but Mr. Epps said a pool will only
work "if it is properly formed,
properly funded and properly ad-
ministered.

"Basically, what it all comes
down to is funding," Mr. Epps said.
'That's what makes the system
work.

"First, it must be adequate. There
are two funding methods: 100% and
discount.”

The first method-100% funding
-requires every member to pay
100% of his assessment up front
each year. Discount funding allows

members with superior loss experi-
ence to receive 10% or 15% discount
at the beginning of the year.

". . .l like the 100% funding con-
cept. It's safe. You don't have to
give away the store on the first day,
you give it back later (through divi-
dends if there are excess reserves)."

It is also prudent for pools to pur-
chase both specific and aggregate
stop-loss coverage, Mr. Epps said.
"You need to know that several
guards are in place when you get
into a pool,” he said.

Entities interested in participat-
ing in a pool should also ask about
the pool's reserving practices. "You
want to know their procedure to
prevent a year-end assessment in a
bad year," Mr. Epps said.

Another advantage of the pool is
that it removes the temptation of
raiding reserves away from indi-
vidual municipalities. "It takes loss
funding out of the reach of the gov-
erning bodies, which is important.”

In this way, the pool is a compro-
mise between conventional insur-
ance and self-funding, just as it is
for its loss control and claims man-
agement practices.

"Like conventional insurance,
you are transferring the responsi-
bility to another organization. But,
like self-insurance, it's an organiza-
tion that you are a member of."”

Despite the differences of each
funding method, most public risk
managers already have had experi-
ence with each type, and they can

draw on this experience to better
understand all three methods
work, Lakewood's Mr. Ellis said.
"If you buy any kind of insur-
ance-not just first dollar, but even
excess-you are dealing with con-
ventional insurance coverage,” he
said. "And, most of you in your
programs have retentions or de-
ductibles. If you are funding for
that amount, it's a form of self-in-
"(For) anyone purchasing long-
term disability or aggregate or spe-
cific stop-loss for group medical,
(the) chances are that's pooled cov-
erage. Very few policies in those
areas are written specifically for
your entity," because they are
group-experienced rated. «

THE LATEST WORD

IN ASBESTOS LITIGATION
Litigation Research G roup has just
published a topical law report that pro-
vides fingertip access to every word the
courts have spoken concerning asbestos
litigation in the last two years Over200
cases analyzed and organized Informa-
tion on unreported asbestos verdicts
and settlements not available elsewhere.
Order your copy of Recent Develop-
ments in Asbestos Litigation for only
$37.00. Call toll free800-338-2800(in
California, (415) 543-5433), or write
to Litigation Research Group, 425
Brannan Street, San Francisco, CA
94107. Full refund if not completely

satisfied

Why Pay ForTheir 2 Pound Envelope

When You're Sending Only 1 Pound

30

Introducing Emerrs New 1 Pound Urgent Pouch.

At Emery, we think when you send a
pound, you should only have to pay for a
pound. That's why we've created a whole
new 1 pound service: the Urgent Pouch

Our new 10" x 151k" Urgent Pouch was
especially designed to comfortably fit legal
size papers, computer reports, floppy disks
and all of the other small business items
sent most often. It has a convenient top-

opening design so it's easy to fill. And its ,,,, *.-

special rigid construction offers significantly
more protection than the 2 pound envelope

you're probably using.

So if you have urgent desk-to-desk ship-
ments in the U.S., in Canada, or worldwide,
call your local Emery office today and get
all the facts about our new 1 Pound Urgent
Pouch. Theonly question left is how long it
will take the other «fast" delivery company

7 to catch up.
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Detect physical problems: Doctor

By SALLIE J. DRURY

ORLANDO, Fla.-Risk manag-
ers should be aware of physical fae-
tors that can create health prob-
lems that decrease productivity and
workplace safety while increasing
Costs.

That was the message delivered
by two physicians at the fifth an-
nual Public Risk & Insurance Man-
agement Assn. conference. If those
physical factors are understood, the
doctors said, they can be managed
like any other risk.

"Some individuals may be more
prone to heart disease than others,”
said Dr. Paul O. Davis, president of
the Institute of Human Perfor-
mance in Langley Park, Md. "In
fact, 64% of American have some
symptom of heart disease."”

But, it takes many years for the
disease to manifest itself, and con-
trol of certain factors can prolong a
worker's healthy years.

Some of the factors that cannot
be controlled are age, genetic pre-
disposition and the presence of
such metabolic disorders as dia-
betes.

However, a number of other
very important factors can be con-
trolled.

"Smoking increases one's risk to
cumulative disorders by five to 10
times that of the average non-
smoker,” Dr. Davis said. "It's the
single health condition in this
country that, if corrected, would
have the most profound impact on
the disease statistics. It also reduces

one's capacity for doing hard, phys-

ical work by about 10%.

"In fact,” he continued, "if we
were to tax tobacco in relation to
the impact it has on medical Costs,
that tax alone would be $1.30 a
pack. And lung cancer represents
only about 16% of those costs."

Fat and cholesterol levels also in-
crease the risk of heart disease.
"You can't say it causes heart dis-
ease, but it does have a high statis-
tical correlation,” he said. Simi-
larly, obesity and a sedentary life-
style are not causes in themselves,
but in combination with other fae-
tors they increases the risk, he said.

Hypertension can also lead to
heart failure, and this can only be
diagnosed by taking several blood
pressure readings to make sure it is
a chronic condition.

"Hypertension is not the same as
regular tension or stress," Dr. Davis
said, "but stress too can be a prob-
lem. We don't have a clear-cut
method of objectively quantifying
stress, and it (stress) is in fact some-
thing everyone needs.”

What employees need is a
method of coping with stress, he
said, and a risk manager could im-
plement such a program.

One of the "fastest, most effica-
cious" methods of determining
whether an individual has heart
disease is an exercise test, also
known as a stress test, Dr. Davis
said. Usually, this test requires the
individual to run on a treadmill to
the point of exhaustion while his or
her vital signs are monitored.

But, risk managers must be care-
ful of what exams are conducted on

Insurance Pays Off
In Takeover War !

El Tender Offer/Takeover Attempt/Proxy Contest
Defense Expense Insurance

When the raiders are set to invade, the target company
that has Takeover Attempt insurance needn't worry.

The takeover war won't necessarily hurt their earnings,
deplete assets or distress shareholders.

With Takeover Attempt insurance the costs of defense

up to $5,000,000

can be reimbursed when the raider

has been successfully resisted. Defense costs include legal,
investment banker, accounting, public relations, proxy

solicitations, etc.

This insurance covers the waterfront

tender offers,

proxy contests or open market purchases that are for
control and subject to SEC filing requirements.

While the coverage protects earnings, the premium won't
hurt earnings, either. Takeover Attempt coverage can be
put in place for as little as $10,000.

0 Golden Parachute Legal Expense Insurance

In a takeover war, many top executives rely on their
Golden Parachute employment contracts to protect them
should their firms be taken over.

But more and more executives go to pull the rip cord and

nothing happens!

The contract is not honored! Their only recourse is to sue.
And that's costly. The executive must use his own money
against the corporation with all its resources.

That's the reason for the development of Golden
Parachute Legal Expense Insurance. This new coverage
reimburses executives for up to $250,000 each for their legal
expenses in enforcing contract compliance.

A corporation can provide the insurance as a benefit to
its top echelon of employees. Or, top executives can
purchase the coverage on their own.

Golden Parachute coverage places no restrictions on the
covered executives. They use their own attorney or law
firm. They can get the very best in the business.

These coverages are available to corporations and their
executives through their insurance brokers.

Call or write for more information to either:

NAS Insurance Services
225 Santa Monica Bl., #910

Santa Monica, CA 90401
(213) 451-5988

©1984 NAS Litd.

NAS Ltd.
100 S. Wacker Dr., #2006

Chicago, IL 60606
(312) 726-2186

"You have to ask

yourself, is the
individual worth

the investment?’

Dr. Davis says.

current or potential employees.

"You are to test a person for his
or her ability to do a particular job.
Now, since we've had (Equal Em-
ployment Opportunity Commis-
sion) legislation, if the test is for
pre-employment screening, any
potential risk the job may pose to
the individual must be imminent
and substantial," said Dr. Michael
S. Wald, director of occupational
health analysis for Memorial Hos-
pital Medical Center in Long
Beach, Calif.

Thus, tests must meet certain cri-
teria if they are to be valid.

"First, is the content of the test
valid?"” Dr. Wald asked. "That
refers specifically to a given test's
ability to relate to its intended ap-
plication. For example, if you
wanted to know how much some-
one knew about U.S. history, you
would not ask him the square root
of seven. So, if you wanted some-
one to be a firefighter, one of the
tests that would have valid content
might be climbing a ladder."

A test must also be constructually
valid, which relates to its intrinsic
worth. "A coronary angiogram has
great construct validity to diagnose
heart problems, but there is very
little contruct validity in back X-
rays to diagnose back problems,"
Dr. Wald said.

Tests must also be reliable, or ca-
pable of being reproduced by
others at a later time. "This is a
function of objectivity,” he said.
"For example, if | have two doctors
examine a patient to see if he has a
heart murmur, | will probably get
two different opinions, because it's
a sound each one is listening for,
and that's subjective.

"But if | ask the doctors to take
the person's blood pressure,” he
continued, "I will probably get the
same result, unless it's taken at two
different times.

"And there is another factor,”
Dr. Wald added. "An objective test
will have static measurements,
taken at about the same time or in
the same circumstances. If the tests
were taken at different times or
under different circumstances, the
test is kinetic.”

The test must also be safe, which
means a stress test for an employee
who recently recovered from a
heart attack may not be acceptable.

Cost is another factor.

"But don't get deluded by cost,"
Dr. Wald warned. "A Wasserman
test to show the history of syphilis
in the bloodstream is very inexpen-
sive. | don't know why an em-
ployer would have this test done
and use it to influence employ-
ment, but it was accepted and was
done a long time ago.

"Also watch out for cheap physi-
cal examinations," he said. "They
can really have no merit whatso-
ever."

The last factor to consider in ad-
ministering physical tests is the
legal implications, including dis-
crimination.

Employers may wish to measure
their employees' physical and men-
tal health by tests of strength and
exercise, psychological tests, physi-
cal examinations or an integrated
approach to all three categories.
But, an integrated test is still in
the experimental stage, Dr. Wald
said.

If applicants "flunk" their health
tests, Dr. Davis advises that they
not be hired.

But, for current employees, there
is a brighter outlook. "Studies show
that the effects of heart disease can
actually be reversed with good
medical-not just surgical-care.”

To do that means managing those
contributing factors that can be
managed-and that can require a
risk manager to invest in costly
programs.

"You have to ask yourself, is the
individual worth the investment?"
Dr. Davis said. "Is he or she rehabil-
litatable, or should he be retired on
disability? Keep in mind that the re-
sults of a fithness program don't start
coming back for five years, but my
opinion is (that) you will get a return
on your investment.

"And if you don't pay now," Dr.
Davis said, "you'll pay later." .
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When the competition is fierce and the saw your advertising message last week

stakes are high, you can’t afford to break won't forget it next week.

your stride and interrupt continuity for even That’s why, week after week, BI is there

a moment. to relay your message to the leaders in risk
In the fast-moving, non-stop world of management and employee benefits.

risk management and employee benefits, It’s the weekly pages of BI that the

continuity means keeping your name decision-makers turn to for all the news and

constantly before the frontrunners of developments in your industry.

the industry. Business Insurance. Stay ahead in what
Continuity assures that the people who just may be the toughest race around.
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Conference committee tackles issues

Continued from page 3
ployers, unions and trade associa-
tions.

The Senate provision on trusts is
strongly supported by employers,
but employers' trade associations
have conducted an expensive lob-
bying campaign opposing the
House bill's rules on trusts and ex-
perience-rated plans.

Committee staffers also describe
as controversial a proposal to save
flexible spending accounts from
proposed Internal Revenue Service
rules. Rep. Barber Conable, R-N.Y.,
and Sen. Bob Packwood, R-Ore.,
want to hook their amendment
concerning FSAs onto the tax bill
that the conferees are drafting (see
story, page 3).

As a result, conferees may not
discuss the Conable-Packwood pro-
posal until later this or next week.
The conferees say they would like
to complete action on the tax bill by
June 29.

A provision in the Senate bill
that would affect the taxation of

Social Security benefits also is con-
sidered controversial and won't be
considered right away.

That provision, introduced by

Sen. Alfonse D' Amato, R-N.Y .,
would exclude interest income

from tax-free bonds in determining
whether a retiree must pay taxes
on his or her Social Security bene-
fits.

The House bill does not contain
this provision.

Currently, up to one-half of re-
tirees' Social Security benefits are
taxed if their income, including in-
terest from tax-free bonds, exceeds
$25,000 for an individual and
$32,000 for a married couple.

Rep. Conable said some con-
gressmen are receiving thousands
of letters in support of Sen.
D'Amato's proposal. But conferees
are expected to resist making the
proposal part of the final tax bill
because of fears that its inclusion
could be the first step in disman-
tling the Social Security Amend-
ments Act of 1983, which bolstered
Social Security's funding base.

In addition, growing opposition
to House and Senate provisions that
would expand Individual Retire-
ment Accounts could delay their
consideration.

The Senate bill would gradually
increase the amount of money an
employee with a non-working
spouse can contribute annually to
an IRA to $4,000, compared with

the current $2,250 limit.

The House bill would allow all
individuals to contribute an addi-
tional $1,750 to an IRA on an after-
tax basis. While individuals would
not receive tax deductions for these
contributions, they would accumu-
late interest tax-free until with-

drawn.

Opposition has been growing be-
cause because both provisions,
especially the Senate's, would de-
crease federal revenues. In addi-
tion, some congressmen say the
provisions only would aid the mid-
dle and upper classes, not the
working poor who cannot afford to
contribute to IRAsS.

The conferees, though, are ex-
pected to give quick approval to a
provision in both bills that freezes
increases in maximum pensions
benefits and contributions to de-
fined contribution plans until 1988
(BI, April 23).

Although it was not known last
week when the conferees would
discuss any other risk management
provisions contained in the bills,
observers said the committee
would act relatively quickly on a

proposal that would disallow tax
deductions for self-funded loss re-

serves for future claims since it is
contained in both bills.

It's uncertain, however, when
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the committee will consider two
other major issues that concern risk
managers:

« A provision to increase the ex-
cise tax on reinsurance premiums
paid to alien insurers.

= A provision that would re-
characterize certain Subpart F in-
come, which would reduce the tax

advantages of using offshore cap-
tive insurance subsidiaries.

Observers predict that the Sen-
ate-adopted provision that would
increase the excise tax on reinsur-
ance premiums will not be ac-
cepted, due primarily to insurance
industry lobbying.

The provision to recharacterize
certain Subpart F income may be
among the last items considered by
the committee because of the com-
pelxity of the provision.

update

Star-Kist plant to remain open

LOS ANGELES-A Superior Court judge refused the city of Los
Angeles' request to shut down a Star-Kist Foods Inc. plant, noting
that the facility is working to improve its alleged poor safety record.

The city is considering an appeal of Judge Lawrence Wadding-
ton's May 31 decision, which Jan Chatten-Brown, senior assistant
city attorney, calls "disheartening.”

She reports the city now also may ask the court to expedite the
trial of its civil suit against Star-Kist, Pittsburgh-based H.J. Heinz
Co., which is Star-Kist's parent, and seven officers and other em-
ployees of the two companies.

The Terminal Island facility, a tuna and pet food processing
plant, had been cited for 151 violations of Cal-OSHA and California
Business and Professions Code regulations over a four-year period
when the city sued in February to close the plant unless it adopted a
stringent safety and accident-prevention program (Bl, Feb. 27).

Star-Kist's attorney, Ward L. Banshoof with McCutchen, Black,
Verlager & Shea, reported last week that the plant has reduced by
46% the total number of on-the-job injuries and accidents in the first
five months of this year, to 72 from 133 in the first five months of
1983.

The plant's safety record has seen "constant improvements" since
May 1983, he says, adding that the facility and the United Industrial
Workers Union jointly hired an independent safety consultant this .
April and that two additional people were hired several weeks ago
to work with the plant's full-time safety director, who was brought
aboard in May 1983.

The plant's safety program now is "a responsible and responsive
one," Mr. Banshoof says.

On May 14, while Judge Waddington's decision was pending, an
accident at the plant resulted in the partial amputation of an em-
ployee's finger. Ms. Chatten-Brown says the employee was operat-
ing an unguarded machine that she wasn't trained to use. Mr. Ban-
shoof calls the accident "very disappointing,” but points out that it is
the first major accident at the plant in five months.

Leatherby appeal dismissed

CHICAGO-A federal appellate court has dismissed an appeal by
Leatherby Insurance Co. and refused to vacate an earlier judgment
against Leatherby that awarded Merit Insurance Co. of Chicago
$10.7 million (BI, Aug. 15, 1983).

The 7th U.S. Circuit Court of Appeals, which reinstated the award
to Merit last July after it had been overturned by a U.S. District
Court, also ordered Leatherby, now called Western Employers In-
surance Co., to pay attorneys' fees.

Merit filed the suit in 1976, charging that Leatherby had illegally
withheld cash in the form of claim reserves and failed to disclose
other critical information when Merit agreed to reinsure an existing
automobile insurance portfolio that a New Jersey agent had written
on a retrospecive basis with Leatherby.

An American Arbitration Assn. tribunal decided the case in
Merit's favor in 1980.

There are still two lawsuits pending in the dispute, including one
against the accounting firm that audited the New Jersey agent and
the other against the former president and chairman of Leatherby
Insurance at the time of the 1972 agreement.

An attorney for Leatherby said the company had filed an applica-
tion for a stay of mandate with the U.S. Supreme Court to prevent
collection of the judgment pending the company's filing a petition
for a writ of certiorari with the high court.

AGENTS: What do you do when a client asks
about long-term auto leasing insurance?

Be sure-take advantage of our extensive experience with this
difficult-to-place b'usiness. Designed specifically for the automobile
leasing/rental industry, our program saves your time, cuts your
costs, satisfies your customer. We do the work, you get the credit!

* Lessors Excess Liability « Primary Physical Damage

* Lesson Contingent Liability « Primary Liability coverages
« Contingent Physical Damage « Interim Car Coverages
We invite your inquiry and your business.

A Call or write Ron Ruane.

PAIGE-RUANE, INC.
INSURANCE

Physical Darnage by

1Af
/Motors Insurance
The Irwin Building

460 N. Gulph Road

King of Prussia, PA 19406
(215) 265-4170

h Ins:,ance People liom General Motors



Regulators’, insurers' views requested

Continued from page 2

viding the shield of protection for
the people not be a vital part of an
industry designed to save the most
vital of all efforts we have: our
lives and our health?" Rep. Pepper
asked, calling for the insurers’
input in designing the new deliv-
ery system.

Noting that he does not favor na-
tional health insurance, like the
British or Canadian systems, Rep.
Pepper called for the creation of a
uniquely American system.

"Let's develop an American sys-
tem based on the American princi-
ples of free enterprise, of private
responsibilities, of initiative re-
sponsibility, in the way that indus-
try and government will be work-
ing together to serve the great end
of the people,” he said.

Rep. Pepper noted that the fed-
eral Medicare program does not
supply all the health care services
needed by the elderly. He told

Lloyd's report

Continued from page 2
flicts of interest.

- Lloyd's began codifying new
rules as proposed in the 1980 Fisher
report, which led to the Lloyd's
Act, as well as those proposed by
Mr. Plaistowe, Mr. Higgins and
other working parties.

= In the United States, where
more than 50% of its total net pre-
mium income is generated, Lloyd's
acquired Toplis & Harding Inc., a
Chicago-based adjusting firm. A
new chief executive is yet to be ap-
pointed, but the report notes that
the council already is considering
how to develop Toplis & Harding
into the company that settles
Lloyd's claims in the United States.

- Sir Peter Green retired after
serving four years as chairman.

According to the report, Lloyd's
increased its trust funds by 27% to a
total of 1.4 billion pounds ($2.06

- billion).The funds, which are held

as part of the security underlying
Lloyd's policies, include Lloyd's
members' deposits, Lloyd's mem-
bers' special reserve funds and
Lloyd's central fund.

INn addition to these funds,
Lloyd's also maintains an Ameri-
can trust fund, which last year was
increased 5% to 4.4 billion pounds
($6.47 billion).

But, Lloyd's was not without its
hardships last year. The market
had to cope with allegations of mis-
conduct by underwriting members.

"The reports of the committees of
inquiry provide prima facie evi-
dence of wrongdoing in a limited
number of cases," the report said.
"It is expected that disciplinary
proceedings will be initiated in a
number of cases during 1984."

Also last year, Lloyd's completed
civil litigation involving syndicates
once managed by Sasse Turnbull
Ltd. (BI, May 2, 1983).

Disciplinary proceedings may re-
sult from the 1979 suspension of
underwriting at Syndicate No. 762,
the report said. The Sasse syndicate
stopped underwriting when it
could not pay more than $51 mil-

stories of elderly people visiting his
office or testifying before congres-
sional committees who were in
need of health care but were with-
out funds.

"How do we put together in
America a system of health care,
which will be thoroughly Ameri-
can, be fair to everybody involved,
but will assure that every man,
woman and child in America. . .
will be able, with whatever means
he or she has, to get the medical
care he or she should have?"

The congressman referred to
some alternative delivery systems
like HMOs and systems where
charges are assessed by diagnosis-
related groups.

He noted the many HMOs oper-
ating in Dade County, Fla, which
he represents.

"A lot of the owners are telling
me they're making money. They've
got many, many thousands (of en-
rollees) and that number is inereas-

ing. They tell me where they save
money is in preventive care," Rep.
Pepper said.

"l want to see a system of health
insurance based on the law of aver-
ages. | want to be able to see people
pay in whatever they can, and the
rest the government will pay
in.. .and HMOs can be part of it,"
Rep. Pepper said.

HMOs usually charge a flat
monthly rate to enrollees, and in
return they offer a full line of med-
ical services, including, in some
cases, mental health and vision
care. Many HMOs are already
operated by insurers (Bl, Dec. 19,
1983).

Some of those attending the ses-
sion, including regulators, believe
that HMOs will be part of the solu-
tion to rising health care costs, but
not the only solution.

“I'm not convinced that HMOs
we've had in the past work," Ore-
gon Insurance Commissioner Jose-
phine M. Driscoll said, pointing to
an HMO that her department lig-
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uidated in 1981.

But, she said, HMOs may have
become more effective in the past
several years as new laws regulat-
ing them have been passed and
their ownership is shifting to for-
profit organizations.

A representative of an HMO
trade association joined the regula-
tors in praising Rep. Pepper's invi-
tation to discuss health care with
Congress.

“"You'd almost think we wrote
the speech,"” said Erling Hansen,
general counsel for the Health
Assn. of America, a Washington-
based HMO trade association.

He noted that the insurance in-
dustry already is involved in devel-
oping HMOs, and he said he hopes
Rep. Pepper's remarks will encour-
age more of that activity.

"It's a little unclear exactly what
Rep. Pepper has in mind, but we
certainly think HMOs are one part
of the solution to providing quality
health care to the elderly," he said.

Insurer representatives who par-

64 We neglected to
clean oily lint out of the ducts."

control. Poor housekeeping was

ticipated in the panel discussion on
wellness also were encouraged by
Rep. Pepper's remarks.

"We're increasingly coming to
understand that our business is
long life and good health,"” said
Fred Schott, vp of training and de-
velopment for Central States
Health & Life Co. of Omaha, Neb.

Clarence E. Pearson, assistant vp
of the Health and Safety Education
Division of Metropolitan Life In-
surance Co. in New York, said, "I
think (HMOs) are only one of the
many activities that the insurance
industry has to look at."

And, Ronald J. Cook, corporate
manager of health education and
physical fithess programs for Sen-
try Insurance in Stevens Point,
Wis., said he is not sure all the facts
are in yet on HMOs, but he is eager
to meet with Rep. Pepper and his
staff.

"The key message is that if we let
government make all the decisions,
we're going to be sorry,"” Mr. Cook
said. "So let's do it together.” .

They weren't just spinning yarn.
They were courting disaster. At
5:58 p.m., fire started in a spin-
ning frame and spread through
ductwork to other frames. At
5:59, while a few employees tried
to put it out, someone called the

Fire Department, which arrived
at 6:04. But it was too late. With

OVERVIEW, contact your
agent or broker. Or write to
P.A. Sasso, Industrial Risk
Insurers, 85 Woodland Street,
Hartford, CT 06102.

lion in claims from New York . . R
a major contributing factor to the

loss. Oily lint had been allowed to
accumulate in non-sprinklered
ductwork and crawl spaces. An
electrical malfunction ignited the
lint, and that was that.

property insurance policies.
However, Lloyd's estimates that
the corporation may be liable for
approximately 10.5 million pounds
($15.44 million) resulting from its
indemnification of 110 Sasse Sundi-
cate members for losses incurred in

To err is human. And

very expensive.
1976 and 1977 and a settlement To initiate good housekeeping
practices, read OVERVIEW,

a new management system for

loss prevention and control from
Industrial Risk Insurers. For

made last year with five other
names (Bl, May 30, 1983). This fig-
ure excludes recoveries that may
be made by Lloyd's and contribu-
tions made by Lloyd's members.
Also last year, Lloyd's relation-
ship with the Inland Revenue Ser-
vice was a source of "particular
concern,” the report noted. At the
moment, the Inland Revenue is
looking to see if there are any taxes
owed on rollover reinsurance poli-
cies that syndicates placed offshore
(=1, April 33> _. =

smoke and flame spreading Nndustrial

rapidly, the plant was evacuated
at 6:09.

O isk

Twelve hours and two million nsurers

more than 90 years IRI has been
the leader in loss prevention
innovation and total property
insurance programs. For a free,

six-page brochure describing

dollars later, the fire was under
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postage To order, send payment to ments for limiting worker expo- guidelines for evaluating and se-
Corporate Risk Management, 120 sure to airborne hazards by lecting computer hardware, as-
E Ogden Ave , Hinsdale, Ill 60514 using respirators The 16-page sessing computerized accounting
booklet covers the need for written software, computer concepts and
= A full-color catalog of nearly principles that comprise the broad e Financial Risk Underwriting standard operating orocedures, se- terminology and computer system
100 books, posters and program aids spectrum of private security Agency has published a brochure lection of respirators and training security The cost of the book is $8
on various safety topics is avail- measures and methods. Tcp.cs describing their financial guaran- employees in choosing, using and for members and $14 for non-mem-
able from Krames Communica- covered in the 300-page book r - tee bond program for limited maintaining the equipment For a bers To order a copy, write the
tions The publications listed are clude an introduction to the princt- partnerships The package in- free copy, wr.te Publications De- Publications Department, IFEBP,
designed to help companies and 01 - ples of security, a discussion of ite cludes a description of the cover- partment, OSHA, Room N-4101, 18700 W Bluemound Road, P O
ganizations build employee morale, basics of security and common age, submission guidelines, under- Frances Perkins Building, Third Box 69, Brookfield, Wis 53005
reduce compensation costs and lost problems in security To order a writing procedures, the standard St and Constitition Ave NW,
time and lower insurance premi- copy, send $16 95 to Anderson Pub- bond form and other relevant doc- Washington, D C 2(210
ums Selections cover hand, eye, lishing Co,PO Box 1576, Cincin- uments For a free copy, write Mrs
back and hearing safety and gen- nati, Ohio 45201 Delores Keeler, Financial Risk Un-
eral fitness topics For a free cop/,
write Krames Communications,

info

Have a new report, booklet or promo-

tzonal brochure you'd like to send to

 "EDP Applications for Em- buyers of insurance 9 Business InsuT-

derwriting Agency Inc , 40 Ex- ployee Benefit Plans,” a compila- ince wdZ desenbe matenal costing

* A special report to risk man- change Place, Suite 2001, New tionof presentations made at the less than $25 as an editorial service

312 90th St , Department IPLL, agers details how they can sar e on York, N Y 10005 1983 Electronic Data Processing Simply send a short description of the

Daly City, Calif 94015 casualty insurance and imErove Institute, is available from the In- material to be offered, along with the

coverage The report includes a - "Respiration Protection” de- ternational Foundation of Em- cost and a mamng address, to Info,

« "Principles of Security An In- checklist of special clauses Copies tails the Occupational Safety and ployee Benefit Plans The 100-page Business Insurance, 740 N Rush St,
troduction" describes, in detail, the are available for $19 95, plus 52 Health Administration's require- softcover book Includes chapters on Chicago, Ill 60611

classified advertising

RATES AND CLOSING TIME:
Rates Display classified is $65 70 per column inch, minimum of one tnch
Straight classified is$6 00 per line, minimum of5 lines Ccunt34 characters
per line (include each spare and punctuation as a chacoter) Additional
$12 00 charge for blind bor ads Responses to blind bor cds must fit into
business size enuelope Responses are forwarded daily

Closing Published eve-y Mo:day Copy must be into ritten form by noon
Tuesday, 6 daysprecedingl:sl,lishing date No verbalphonecopy accepted

Prepayment required Mail ads to Beverly Kluxdal, Classvied Advertising,
740 N. Rush St., Chicago, IL 60611 For more Information call 312-649-5340

HELP WANTED DIRECTOR OF EMPLOYEE
HEALTH BENEFITS
Large New York City based govern-
mental employer isseeking a Director
of Employee Health Benefits The pro-
fessional selected will actively admin
BENEFITS RESEARCHER WRITER ister a variety of group health con
NEEDED tracts negotiate renewals, assistin la
Position in Santa Fe NM Send re. bor negotiations and oversee the im-
sume and sample of work to Benefits Plementation of a centralized enroll-
Consultants of the Southwest, P o ment and COB data base
Box 2284, Santa Fe, NM 87504 Requires at least 5 years experience in
benefit management coupled with ef-
fective communication skills
Texas based firm seeks heavily expe- This position will be compensated
tie need person with solid background with a competitive salary and a com-
in marine, property, liability, reinsu prehensive fringe benefit package
ranee, captives, as related to the OIL Please send a resume including salary
AND GAS industry Experience with history to Box 1289
London markets a real plus Excellent BUSINESS INSURANCE
opportunity for vertical growth for 740 Rush St , Chicago, IL 60611
aggressive 'take charge” type Start
ing salary will be in the $50,000+ +

range contact INSURANCE RE- Treaty Reinsurance Accountant
Central E

CRUITERS, INC 6060 N xp X _
Suite #470, Dallas Tx 75206 AC 214 Experienced Treaty Reinsurance Ac

GOVERNMENT JOBS $16,599-$50,553/
year Now Hiring Your Area Call
805-687-6000 Ext R-6000

CHIEF EXAMINER

The Florida Department of Insurance is

AUDITORS

COMMERCIAL INSURANCE

seeking applicants forthe position of Chief
of Insurer Examinations College degree
with extensive experience in insurance
company financial examinations Those
applicants possessing a strong managerial
tackground in the insurance field will be
given preference Moderate travel may be
required Salary range $28,000-$53,500

Dus to internal promotions and expansion NATIONWIDE
INSURANCE GROUP, Office of Internal Audits, has open-
ings at various levels, depending on ability and knowledge,
lor highly motivated, career-oriented auditors Applicants
misthave 2to 10 years of multi-line commercial property &
calialty auditing experience, with increasing responsibill-
-les, superior communication skills, ability to travel 1-3
aeeks at atime, totalling up to 18 weeks per year, manager-
al potential CPCU, CPA or CIA designation a defint,te plus

CLAIMS MANAGER

These positions offer competitivesalaries and benefits, out-

361 9323 countant presently employed by Reinsur
ance Broker Salary commensurate with
experience Contact
Andrew Barile. Chairman
ANDREW EOWAROS & COMPANY, INC
111 John Street
New York New York 10038
21 2 227 1300

PALM BEACH FL AGENCY 4 SALE
Retiring partner will sell 502 Re-
maming partner may consider con-
tract for sale in future Approx
$350,000 commis income
Box 1288, BUSINESS INSURANCE
740 Rush St, Chicago, IL 60611

- St | REAL BOUNCE,

Business Insurance
IMPHINTED

Circulation di /2> I'e--C @ :4*50"

Breakdown>*

5,64&:55>f SUPER PROMOTION
Commercial Consumers

e R For a FREE SAMPLE write
Administrative Management
Tr 101 cuvier st,SF,

ca 94112, (415) 239-6933

owners presidents,

vps, etc 5,638

Financial Management.

chief financial officers

DIRECTOR OF
MARKETING/
NATIONAL BROKER

vps of finance, secretaries,

treasurers etc 10,202

Exceptional opportunity to par-
Insurance Management- ticipate as deputy team leader in

vps, directors, managers of leading Sunbelt city with high

insurance, risk, benefits, quality of life
compensation, safety, Medical Malpractice and Stop
security, etc 6,604 Loss Reinsurance company and
broker experience preferable

Associations 1,133

Submit resume, including ac-
complishmentsandearningshis-

Government, Unions, tory to

Box 1261. Business Insurance
740 Rush St. Chicago. Ill 60611

Educational Institutions 799

Commercial Consumers

Sub.total 24,376
Insurance Agents Bl

& Brokers 9,655
Insurance Cos 5,461 R
Classifieds
Actuaries Attorneys

Adjusters, Appraisers

& Consultants 2,977 assure
Others allied to the field 1,083
TOTAL 43,993

results!

*Source Business/Occupational
breakdown of qualified circulation

November 7, 1983 issue as submit

ted to BPA for December 1983, BPA
Publishers Statement

Liberal senior management service bene-
fits. Submit resumes and inquiries to Don
Hartsfield, Room 154, Larson Building, Tai-
lahassee, Florida 32301

An equal opportunity/affirmative action employer

RISK MANAGEMENT
TECHNICIAN

Salary Range $18,896-$23,409/yrly
(Cost of hving increase July 1,1984)

_iberal fringe benefit package including city paid PERS, no
social security deduction, city pays $25/mo to deferred
Dompensation, and city paid health and dental plan Re-
Aulres any combination equivalent to an AA Degree with
Tajor course work in business or public administration ora
=losely related field and two years of responsible, technical
experience in a risk management orogram Including the
p-ocessing of liability insurance or workers' compensation
s aims or development of safety programs Applications
City of Beverly Hills, 450 N Crescent Dr , Rm 103, Beverly
1-ills, CA 90210 (213) 550-4830

*'Excellent promotional opportunities in the future for can-
didate with appropriate backgrounc and ability to learn

- EOE M/F-

CORPORATE
INSURANCE PROFESSIONAL

A maJor international manufacturing firm, lo-
cated m the Midwest, Is seeking an insurance
professional for its risk management staff
The ideal candidate will have a Bachelor's De-
: gree and a minimum of five vears of intensive
propertyorcasualty insurance experience in na-
tional accounts, brokerage, claims or risk man-
agement A Law Degree, CPCU, or ARM are de-
strable Excellent communication and analytical
skills are also required

Please respond with your resume, including
compensation history and salary requirements ,

to
BOX 1287, BUSINESS INSURANCE
740 RUSH ST, CHICAGO, IL 60611
An Equal Opportunity Employer

standing promotional opportunities, excellent working con-
ditions, professional environment located In Columbus,
Ohio Quallified candidates should submit a detailed re-

sune, with salary requirements, to

Tom Houle, ACI-1
Employment & Placement

1 NATIONWIDE
.S INSURANCE

Ys Nationwide is on your side

Nationwide Insurance
One Nationwide Plaza
Columbus, Ohio 43216

An Equal Opportunity Employer M/F/H

GROUP
INSURANCE ANALYST

Borg-Warner Corpora-ion (headquartered in Chicago) a Fortune
150 company, has an opportunity in our Group Insurance
Department

As our Group Insurance Analyst, your responsibilities include
analyzing data and p-eparing recommendations to assist man-
agement regarding the cost of benefits and insurance options
Involvement will Include cost containment, compliance with
Federal and State legislation, training programs and assisting
management with plan interpretation

To qualify, you need 3 or more years group insurance experience
and a business degree or Its equivalent Your expertise must ex-
tend to group insurance concepts, contract language, rate
development, premium and claims analysis, cost containment
methods and benefit delivery alternatives

In return you'll receive a competitive salary and an excellent benefit
package Please send your resume with salary requirements to
Cynthia Halperin, Personnel Manager, BORG-WARNER
CORPORATION, 100 S Wacker Drive, Chicago, IL 60606

An Equal Opportunity Employer M/F/H
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IRS audits Quaker's successful program

Continued from page 3 $76 remaining in their expense ac-
care costs were expected to in- counts that they also could take as
crease 20% to 25% a year, according cash at the end of the year
to Mr Penzkover But under the The $128 dividend and $76 ex-
new plan, Quaker spent an average pense account refund, plus the
of $1,535 per employee on health $1,331 net average claims cost per
care in 1983, compared with $1,454 employee, brings Quakers total
per employee in 1982, a 56% in- plan cost per employee to the $1,535
crease and the exact increase targeted for 1983
Quaker had targeted for 1983, he This year, both the expense ac-
points out count contribution and the deduct-
And, of that $1,535, only $1,331 ible were increased to $325, to keep
went for health care claims and ex- pace with inflation For 1984,
penses, an 85% decrease from Quaker projects that its total plan
health care claim costs of $1,454 per costs will increase by 8% to $1,658
employee in 1982 per employee, also due to health
Quaker calculates its average net care cost inflation
health care claim costs by adding "The key thing here (in 1983) is
the cost of medical claims plus ad- that the net cost of medical claims
min istrative expenses and then went down," stressed Mr Penz-
subtracting employee contribu- kover "It's unheard of to cut medi-
tions cal costs We're used to looking at
In 1983, $1,336 was spent per em- 15%, 20%, 25% increases in the past
ployee on medical claims, down 6% 10 years "
from $1 421 in 1982 In addition, av- From 1971 to 1981, Quaker's
erage administrative costs per em- health care costs soared 283%
ployee dropped to $62 in 1983 from "Only 25% of Quaker's savings
$71 in 1982 and average employee was from cost-shifting (expenses
contributions to premiums in- shifted to employees)," he added
creased to $67 from $38 in 1982 The other 75% came from control-
Overall, this produced the net aver- ling unnecessary utilization "
age claims cost per employee of
$1,331 Mr. Penzkover believes plans
Under Quaker's Health Incen- like Quaker's benefit both the cor-
tive Plan, if net health care claims poration and the government
costs per employee remain below They benefit corporations by
the targeted total plan cost, the dif- lowering health care costs and, in
ference between the targeted turn, this reduces the employer's
amount and actual costs is returned tax deduction for contributions to
to employees as a dividend that is employees' health care costs
added to their expense account for "Our plan actually increases tax
the next year revenue while it controls health
In 1983, employees with depen- care costs,"” he said
dents received a $154 dividend and

ceived $88, for an average dividend mately a month after the IRS is-
of $128

Benefit manager pleads case in Washington

Robert Penzkover says the Internal Revenue Ser- to save FSAs (see story page 3)
vice attack on flexible spending accounts is a "threat "We, like hundreds of other plan sponsors, are
to the most viable cost-containment measure in use asking the Congress to invalidate the IRS position
today," and he's taken his case to Washington by passing Congressman Conable's proposal as for-

Mr Penzkover, who IS the director of employee mal legislation,"” Mr Penzkover told the task force
benefits at the Quaker Oats Co in Chicago, spoke  “We would like to see the proposal amended to
before the House Republican Research Committee's allow year-end cash-outs or rollovers for plans that
Task Force on Health and Environment on June 5 do not use a salary reduction mechanism

He was asked by the task force to come to Wash- "It is essential that differences among types of
ington to explain Quaker's health care cost-contain- plans be recognized by lawmakers and regulatory
ment plan, which includes an employee expense ac- agencies Our type does not cause revenue losses-it
count The IRS is currently auditing Quaker's plan provides revenue increases

"The IRS position of not allowing cash rebates of "If anything, our cash rebates should be given tax
unused medical expense accounts has crushed the exemption to further encourage Judicious use of
effectiveness of our Health Incentive Plan,” Mr. health care But that may be too much to expect,
Penzkover said given the current financial environment "

"We believe our plan complies with all applicable Regarding another health care issue, Mr Penz-
statutes and that the IRS position is without techni- kover also asked Congress to consider uniform price
cal merit It represents new legislation,” he told the disclosures for medical care
committee "One impediment faced by consumers is a general

"After nearly six years of silence while employers lack of comparative pricing information,"” he said
and plan sponsors begged for regulatory guidance, "Consideration should be given to mandated price
the IRS has dealt a crushing blow to health care cost disclosure by providers of care The DRG (diag-
containment Our plan has proven that health costs nosis-related groups) prospective payment system
can be reduced while producing revenue increases can serve as a uniform standard for such disclosure
(see story, page 3) This clearly refutes the contrary Since providers will have to maintain data systems
allegations by Mr (Harry) Conoway and Dr (Rob- for Medicare patients, it would be relatively simple
ert) Rubin in their letter exchange " to include private patients as well "

In an exchange of letters between the Treasury In his closing remarks, Mr Penzkover asked for
Department and the Department of Health and relief of Medicare cost shifting to the private sector
Human Services, it was estimated that $115 billion "About 40% of our employees' hospitals bills rep-
in tax revenue would be lost between fiscal years resents a hidden tax to make up for what the federal
1985 and 1989 if FSAs were allowed to continue in and state governments do not pay for their patients
their current state While | can't offer a concrete proposal for solving

Mr Penzkover went on to ask Congress to pass a this problem, it is definitely of a magnitude that re-
proposal by Rep Barber Conable, R-N Y, designed quires policy consideration at the national level "

health care by employers
Mr Penzkover added that he has

and if employees prospectively can't get a ruling So we're in Corry, manager of benefit plans at
The IRS review of Quaker's plan choose the benefits on which they never-never land

employees without dependents re- began in early March, approxi- will spend their account money

Quaker Section 1058 deals with
"We're operating the plan in the taxability of amounts spent on
The IRS has asked Quaker to good faith," he noted

sued a news release declaring most prepare answers to a list of ques- Last week, Mr Penzkover ap-

At the end of the next year, em- flexible spending accounts that are tions on its health expense ac- spoken to IRS attorney Harry peared before the House Republi-
ployees can take in cash any un- regulated by Section 125 of the In- counts According to Mr Penz- Beker about the audit can Research Committee's Task
used dividends in their account ternal Revenue Code retroactively kover, the report took about two “His opinion, verbally, which Force on Health and Environment

If the plan's overall healthcare invalid (Bl, Feb 20) Subsequently, days to complete and the audit cost doesn't mean anything legally, is to explain Quaker's cost-contain-
costs exceed the target level, the the IRS last month published pro- the company “relatively little " that our plan is not covered by (the ment plan and fight for support for
company, which self-funds ItS posed regulations for Section 125 "We're not convinced that our IRS regulations) because it is not ah a bill proposed by Rep Barber
health benefits, absorbs the addi- (BI, May 14) plan is covered by those regulations Section 125 plan," he said Conable, R-N Y, that would make
tional expense The proposed rules say FSAs are (that govern Section 125 plans)," he "We're not exactly sure if our most current FSAs valid plans

Quaker also figured that at year- valid only if employees forfeit any said "But we don't know if the IRS plan qualifies under Section 125 or under Section 125 (see related
end employees had an average of unused funds at the end of the year would agree with that, and you Section 1058," said Dennis M stories, pages 3 and this page) .

Conable FSA proposal picks up support

Continued from page 3 the FSA in 1985

Packwood proposal isn't relevant to and possible penalties
In a speech last week in Wash- the tax bill and thus should not be FSAs are individual employee
ington to the Employers Council on considered by the conferees accounts that provide for pretax re- says unused benefits must be for- Department and HHS Rep Con-
Flexible Compensation, Rep Con- Ultimately, though, what 15 "con- Imbursement of certain non-tax- feited at the end of the year, an ap- able says he IS willing to consider
able said that the proposal, which is ferable" will be decided by the con- able benefit expenses proach some label "use it or lose it " further modifications of the pro-
broadly supported by employers, ferees, especially committee chair- The employee can spend these The Conable-Packwood proposal posal to gain conference committee
has at best only a 50-50 chance of man Rep Daniel Rostenkowski, D- pretax dollars on expenses that are would go into effect on Jan 1, 1985 acceptance
being tacked onto the tax bill Ill, who has so far steered away not covered under group health in- As a result, existing FSAs would be
Obstacles that the proposal faces, from the FSA issue surance plans-like deductibles protected until then By contrast,
according to Rep Conable, include - Controversy The issue of and copayments-and on vision, the IRS proposed rules are retroac-
e The issue of whether the pro- FSAs and therules that should dental, legal and dependent care tive to Jan 1, 1979, when Section Why you should
posal is "conferable " Some mem- govern them IS tough and contro- plans 125 became part of the tax code separate the Texas
bers of the conference committee versial, which will decrease the Under the Conable-Packwood In fine-tunin%their proposal, portion of your workers'
may argue that the proposal iS not chance that the conferees will want proposal, caps would be placed on Rep Conable and Sen Packwood
relevant to provisions nou in the to get involved, Rep Conable says the amount of benefits that could would allow two taxable benefits-
tax bill and thus should not be con- « Competition from other issues be offered through an FSA For all group automobile and group home- In 1983 alone, Texas Employers'
© With the conferees considering tax benefits, except dependent child owners coverage-to be part of a Eolicyhplders saved apEroxjmater
The Senate tax bill, H R 2163, bills that have hundreds of provt- care, an FSA could offer no more flexible benefit plan The initial $50 million on their workers' comp
has no section on cafeteria or flexi- sions, the odds that the committee than $2,000 in options pro osal barred taxable benefits- coverage We pass %th se savinas
ble benefit plans However, flexible will deal extensively with a contro- For dependent child care, the cap except for extra vacation days ana aﬁong n?‘tehe ?o?m o‘fJ' iV|8en S, pre-

i i i i i would be $2,400 for 8participants group term life insurance coverage mium discounts, and retrospective

benefit plans are mentioned in a versial, arcane issue are slim
section in the House bill, H R 4170, In short, Rep Conable warns, with one child and $4,800 for em- exceeding $50,000-from the plans savings to our customers
By putting the expertis

that lays down tax rules for bene- "Don't assume changes in Section ployees with two or more children Other changes include of our

fits, like employer-provided park- 125 (the section of the tax code that Employees would have to allo- 0 Employees would be allowed safety engineering and Industrial
ing spaces, that are not covered by governs flexible benefit arrange- cate flexible spendlng% dollars for to carry over from one year to the hyglene staffs to work, your poten-
the tnmternal frevenue code ments) will be easy different benefits at the beginning next up to two weeks of unused, fial for savings may be’larger

But while the battle to save FSAs of the plan year elective vacation days Earlier pro- All of whi%h makes a good rea-

-except for extra vacation days from IRS rules will be long and dif- Unused flexible spending dollars posals did not permit such car- son for putting the Texas portion of
and group ter_m life insurance cov- flcu_lt, Rep (__‘,onable says he IS de- could not be taken outas cash at ryovers your workers' compensation cover-
erage exceeding $50,000-may not termined to fight , the end of a year However, em- 0 All of the provisions in the age with Texas Employers For

be part of the options offered to Rep Conable was the first con- ployees could roll over unused ben- proposal would "sunset," or end, on details, call our National Accounts
participants in a flexible or cafete- gressman to enter the FSA frav efits into a benefits bank for use Dec 31,1987, and would have to be Division at (214) 760-6435

ria plan after the IRS issued a news release next year renewed by Congress In an earlier
The connection between the in February saying most forms of For example, if an employee in proposal, the sunset provision

Conable-Packwood proposal and FSAs are invalid (BIl, Feb 20) 1984 allocated all $2,000 in a FSA would have applied only to FSAs

the House section on cafeteria and That news release, followed by for medical benefits and used only - The Department of Labor

flexible benefit arrangements is proposed rules issued last month $1,500, the employee could carry would Join the Department of
tenuous, observers say

posal would have left the study
By contrast, the IRS proposal only in the hands of the Treasury

comp coverage.

:idered by the conferees

That section says taxable benefits

Texas Ern—.Lovemms

AssociaTion
P O Box 2759
Dallas, Teus 75221

(Bl, May 7, May 14), said employees forward the $500 of unused medical Health and Human Services and Texas Employérs. nsurance Assn

That weak connection could give and employers that have taken ad- benefits for use in 1985 the Treasury Department to Study Emploxer Natignal#n urance Co
. . v mployers suajty Co
ammunition to Treasury Depart- vantage of the tax savings offered However, because of that overall how plans that qualify under See- Employers ational Lifé nsurance Co
ment and Internal Revenue Ser- through FSAs may be retroactivel> $2,000 ceiling on FSAs, only an ad- tion 125 can be modified to reduce -
vice officials who say the Conable- liable for additional taxes, interest ditional $1,500 could be added to health care costs A previous pro-
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Losses may force insurers to raise rates

Continued from page 1 $234 billion Of the surveyed insurers, only and chief executive officer of Fremont Gen- Mr Fitzpatrick says when Kemper intro-
rates now, unlike after previous poor quar- Commercial Union Insurance Cos posted im- eral Corp, which reported the worst operat- duced rate hikes of about 10% late last year, it
terS, IS the additional pressure exerted by a proved underwriting results for the latest ing performance of the insurers surveyed by lost some market share But, as it continues to
poor bond market that will cut into invest- quarter Bl for the second consecutive quarter, says selectively hike rates and is Joined by other
ment income and the fact that companies are « The aggregate combined ratio for the Fremont plans to introduce rate hikes on a insurers, the situation IS changing in the sec-
, running out of the deferred tax liabilities that top property/casualty insurers-after policy- selective basis, "but how effective it will be is ond quarter
cushioned earlier underwriting losses, ana- holder dividends-deteriorated by more than anybody's guess Our prices are starting to look more com-
lysts note 10 percentage points to 120 2% from 109 7% "There's been some modest rate increases petitive, and we've picked up more business,"
About half-46%o-of a property/casualty during 1983's first quarter in reinsurance and in property and casualty,” he says
insurer's underwriting losses are ordinarily * Investment income increased by 75% to Mr Mcintyre notes, adding that "I wouldn't A one-time rate hike may not be enough to
tax-deductible if they can be offset against $17 billion While modest, the increase corn- call it anything consequential " return insurers to profitability and another
deferred tax liabilities pared favorably with the 4% gain posted dur- Fremont, a California-based workers com- round of increases may be necessary next
In addition, underwriters will be further ing 1983's first quarter pensation specialist, reported a first-quarter year, says Robert J Haugh, chairman and
pressured to raise rates if catastrophe losses * Net written premiums rose by 5%, com- operating loss of $7 9 million, compared with chief executive officer of the St Paul Cos
continue to climb In the first quarter, catas- pared with a 0 2% decline during 1983's first a $184,000 profit during 1983's first quarter About a month ago, St Paul began intro-
trophe losses, mainly stemming from bad quarter Bernard C Hlavac, vp and treasurer for ducing price hikes of about 20% to the two-
weather, totaled $325 5 million, an increase of | Policyholders' surplus for the 20 com- Sentry Insurance Cos, another insurer that thirds of i.s commercial book of business that
158 3% compared with the first quarter of panies that reported this data fell by 134% showed a sharp deterioration in operating re- is now unprofitable, or about $600 million of
1983, according to American Insurance during the first quarter to $13 56 billion from suits, is more optimistic than Mr Mcintyre its total book, Mr Haugh says
Group Services Inc $15 65 billion "We're seeing the beginnings of some in- Additional increases, he notes, will depend
Insurers have "nowhere to turn" except to- * Net operating income plunged 53 6% to creases in the industry,"” he says, adding, upon a variety of factors, including continua-
: ward higher rates, sums up analyst Norman $431 1 million, compared with an 11 1% gain "We're starting to introduce some price in- tion of the abnormally high weather losses of
L Rosenthal, a vp at Morgan Stanley & Co during the first quarter of 1983 Of the 25 creases ourselves " recent months and the rate of inflation
in New York firms that reported operating results, only Sentry, which suffered the second-largest "It's difficult to project loss activity for the
But, rate hikes, no matter how steep, will three-American General Corp , Old Repub- decline .n operating income of the surveyed future,” he explains
come too late to have a material impact on lic International Corp and SAFECO Corp - insurers, posted a $12 6 million loss in the "Clearly, they (insurers) are looking in
overall 1984 results, some analysts say, al- reported improved results, while seven suf- first quarter, compared with a $21 million terms of two to three bites as opposed to one
though others do anticipate that quarter-to- fered aftertax losses for the quarter profit during the first three months of 1983 very large gobble,” agrees James B
quarter comparisons will begin to improve in Despite the poor results for the large prop- Stradtner, general partner with Alex Brown
the third quarter erty/casualty insurers surveyed by Business Insurers generally say they are introduc- & Sons in Baltimore, who believes most com-
Frederick V Hill, vp at Moseley, Hallgar- Insurance. they posted better operating re- ing the increases on a selective basis, rather panies are shooting for 15% to 20% increases
ten, Estabrook & Weeden Inc in New York, sults than the industry overall than across the board during this round of rate hikes
says, "l think there's been more price action According to the Insurance Services Office "It's where we can price the risk and retain Some companies are not anticipating rate
than people say that's already in place, and | and the National Assn of Independent Insur- the business,” says a spokesman for Aetna hikes in the near future, however
think that'11 help ers, the 600 insurers that account for 97% of Life & Casualty Co For instance, no "dramatic" price increases
"l think the modest rate increases already the nation's property/casualty insurance Whether Aetna is prepared to lose business are planned at SAFECO Corp , says James
put into effect the past couple of quarters will business suffered a 79% drop in net aftertax to make its price increases stick "depends on W Cannon, president of SAFECQO's prop-
start benefiting the industry in the second income in the first quarter to $426 million the individual account,” the spokesman says, erty/casualty compantes "We're going about
half of'g4 from $2 03 billion though he adds "We do not intend to con- it pretty much as a business-as-usual basis "
Others are less optimistic "Eighty-four is Underwriting losses for the wide range of tinue to write business at a level where we SAFECO was one of the top performers of
gone, kaput Whatever anybody thinks, it's insurers in the ISO/NAII survey increased expect to incur a loss on it " the insurers surveyed by Bl with a 77% in-
worse than that," says Myron M Picoult, se- 984%, compared with the 101 7% Jump in the Similarly, Travelers Corp is also introduc- crease in net operating income to $328 mil-
nior vp and senior insurance analyst with Bl survey The aggregate combined ratio re- ing price hikes, "but nothing across the lion
Oppenheimer & Co in New York ported by the insurers in the industry survey board," says a spokesman While "We would definitely like to raise
"Results will be bad for the rest of the stood at 119 0%, up from 110 2% "We look at each case as it comes up for prices,"” SAFECO plans to walt until others
year," says Robert V Brokaw Jr, senior ana- Written premiums, according to the renewal, and see what the experience die- lead the way, Mr Cannon says
lyst with Miller Tabak Hirsch & Co in New ISO/NAII survey, increased 5 4%, close to the tates " He attributes SAFECO'’s success to its re-
York "Whether it's really bad or horrible 5 0% increase indicated in the Bl survey The Client response to price hikes "at best is fusal to lower prices to the extent that other
depends in part on catastrophes " industry's pretax investment income, how- mixed " reports John F Donahue, vp at insurers have, to quality underwriting and an
"Really bad" and "horrible" could be used ever, grew only 3%, compared with a 75% Hartford Insurance Group, which began in- above-average increase in investment in-
to describe the aggregate first-quarter results gain reported by the large underwriters sur- troducing price increases at the beginning of come
of the major property/casualty insurers sur- veyed by Business Insurance the year Mr Donahue says premium growth One factor that will determine just how
veyed by Business Insurance According to While many insurers and observers believe during the first quarter was flat so "we prob- bad 1984 will be for the insurers, according to
the survey the poor first-quarter results-no matter ably lost some business in the process " Oppenheimer's Mr Pleoult, is "how many of
- Underwriting losses for the quarter whose numbers one studies-will force in- But, at Kemper Corp, the amount of busi- them belly up to the bar on reserves " He
grew by 101 7%, compared with the first surers to finally implement meaningful rate ness lost because of rate hikes is beginning to explains that if insurers significantly add to
quarter of 1983, with the surveyed insurers hikes, others in the industry aren't so sure decline, says John H Fitzpatrick, Kemper's their reserves-and he believes many are
posting an aggregate underwriting loss of For instance, James A Mcintyre, president director of financial relations Continued onfactng page

"insurance services guide Hearings on tax status of benefits set

By JERRY GEISEL .
Y washington

WASHINGTON-Long-awaited
hearings on the future tax status of
employee benefits will begin next Room SD-219, Dirksen Senate Of- 1974 Federal Trade Commission
month fice Building, Washington, D C ruling in which the FTC ordered

The hearings, to be held July 26, 20510 Requests to testify must be Bendix Corp of Southfield, Mich,
27 and 30 by the Senate Taxation received by July 16
and Debt Management subcommit-
tee, will focus on several 1SSUeS, In-
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to reduce its operations in the auto-
motive parts business on antitrust
H rounds
) Facet pension debt 9 _
cluding So, Bendix set up a new company
CASUALTY ACTUARIES, INC. * Should the tax Ia\.N encourage -Facet I:Tnterprises Inc has.paid -Facet-to cor.npl)./ with.the FTC
Robert F Lowe FCAS,MAAA,FCA employers to provide employee off its pension debt to the Pension order, but Bendix didn't give Facet
benefits? Benefit Guaranty Corp enough assets to pay the pension

Engineering & Consulting Services for Risk
Improvement Programs

Code Analysts Loss Investigations - Loss Reserve and Rate Evaluations for

Sprinkler and Special Hazard Systems
Fire Alarm and Security Systems
NY 914/666-2981 VA 703/938 9112 FL 305/374 4009
SF 415/924 6474 1.A 213/597 0303 IL 312/530 1494
GAGE-BABCOCK
& ASSOCIATES

Corporate Office 135 Addison
Elmhurst IL 60126

1-1 Annd.nO,Inet/Opeot

/1#1i Underwriters inc.®

FOR MORE /NFORMAT/ON CALL

HERBERT F. BAKER
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Dauer Associates
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e Are existing rules on benefits Late last month, Facet, an auto liabilities that Bendix shifted to the
sufficient to ensure that all employ- parts manufacturer based in Tulsa, new company
ees benefit fairly from the tax in- Okla, transferred $12 3 million to
centives? the PBGC to wipe out Facet's re- Continental Bank of Chicago and

 How will tax laws that en- maining obligation to the PBGC from the Bank of Oklahoma and
courage employers to provide ben- Facet also delivered to the PBGC First National Bank & Trust Co,
efits affect compensation planning? 10,000 shares of ItS common stock, both of Tulsa, which allowed It to

- Do tax incentives for em- valued at about $100,000 pay the PBGC the $12 3 million
Facet's debt to the PBGC

Facet said it received loans from

ployer-provided benefits affect po-

tential employees' choice of em- stemmmed from a 1982 agreement in
ployment? which the PBGC allowed Facet to

Subcommitee Chairman Sen shift ItS underfunded pension plan

Locomotive safety

The Federal Railroad Adminis-

Management Communications Con- Bob Packwood, R-Ore, hopes the to the PBGC in exchange for giv- tration is taking a comprehensive

sultants for Marketing Corporate Im-

age Risk Management Control Ser-
vices to Business

innovative Designers/Developers ot ther congressional attacks

Advertising Campaigns « Corporate

Identity Programs - Sales Promotions to develop a full, fair hearing rec-
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hearings will provide a foundation ing the PBGC more than $14 mil- look at the safety of railroad loco-
to support benefit plans against fur- lion over the next 10 years, plus a motive cabs

share of future profits (BI, Aug 30,
“The purpose of the hearings is 1982)

The safety inquiry will examine
whether noise levels and locomo-
The 1982 agreement could have tive exhaust are hazardous to rail-
ord on current fringe benefit made Facet liable for some $35 mil- road personnel and whether loco-
topics,” Sen Packwood said lion The size of the liability made motive cabs should be redesigned

The hearings will begin at 930 it difficult for the firm to get fi- to better protect occupants, said
a m each day in the Dirksen Sen- nancing, a Facet spokesman said Federal Railroad Administrator
ate Office Building, Room SD-215 So, Facet began negotiations sev- John Riley

Employers that want to testify eral months ago with the PBGC to
must submit a written request to try to pay off that long-term debt plans to develop new proposals on
Roderick DeArment, Chief Coun- now (BIl, May 21)

sel, Senate Finance Committee,

The railroad administration also

grade crossing safety, he told a
The Facet case goes back to a Senate commerce subcommittee |
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Rank
1983

1 Amencan General Corp.

2 Old Republic Int'l (inc. life)

3 SAFECO Corp.

4 American International Group
5 The Home Group Inc.

6 The Travelers Corp. & subs.
7 CNA Financial Corp.

8 Royal Group (U.S. subs.)3

9 USF&G Corp.

10 The Continental Corp.
11 General Re Corp.
12 The Hartford Ins. Group

13 Chubb Corp.

14 Crum & Forster Inc.
15 Oh,0 Casualty Corp.
16 The St. Paul Cos.
17 Fireman's Fund Ins. Cos.

18 Aetna Life & Casualty Co.

19 Reliance Ins. Co. & subs.

20 Kemper Corp.

21 Hartford Steam Boiler

22 CIGNA Corp.

23 Mission Ins. Group Inc.

24 Sentry Ins. Cos.2

25 Fremont General Corp.

- Commercial Union Ins. (U.S.)
- Wausau Insurance Cos.

- Liberty Mutual Ins. Co.

Cumulative

1 After dividends

Contnued fromfactng page
currently under-reserved-it could further says, range from being modestly under-re- 40 2%, to $735 1 million from $1 23 billion
depress their 1984 earnings

David Anthony, an analyst with Smith the magnitude to create a problem,” he says
Barney Harris Upham & Co Inc in New
York, agrees that insurers may dec,de 1984 is first-quarter changes m policyholders' sur-
the right time to boost reserves because the plus noted large reductions, indicating either from $1 44 billion
effect of increased reserve contributions on reserves may have been increased or a much
earnings will be less noticeable than if "they heavier volume of claims than normal was $353 9 million from $463 million
did it in a good year "

Others, however, do not feel under-reserv-

ingisa problem in the industry The larger crease in policyholders' surplus was USF&G

nsurance Cos

Aetna Life & Cas Co
American Sancers Ins Group
American Gen*ral Corp
American Ind-y Fint Corp

American Int Group Inc

American Matt Ins Co
Aneco Rems Lid
Avemco Corp

Banks lowa Inc

Bitco Corp

Carolina Cas Ins Co
Chubb Corp
Combined Intl Corp

Continental Corp
Crawfora & ce

Crown Life Ins Co
Employers Cas Co
Equifax Inc
Farmers Group Inc
Foremost Corp Amer

Fremont Gen C.rp
Great west Life Assurn Co

Hanover Ins

Hartford Steam Boiler Insptn OTC 51 00 e 0 12 83 OO 529 51 00 49 00 30 7 Conglomerates/Holding Cos

Sefferson Nat Life Ins Co

Kemper Corp
Lincoln Natl Corp Ind
Mission Ins Group Inc
Northwestern Natl Life Ins

©Ohio Cas Corp

Old Rep Int Corp
Or.n Cap Cor

Preferred Risk Life Ins Co
Provident Life & Acc Ins Co

St Paul Cos Ire

SAFECO Corp
Sri Corp

Se,bels Bruce Group Inc
Statesman Group Inc

Tokio Marine & Fire Ins Co

Travelers Corp
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Corporate Property/casualty operations

Aftertail Aftertax| Percent Net Percent Pretax Percent Pretax Percent

Consolidated operating operating increase Combined’ Combinedl| premiums increase underwriting increase investment increase
revenues income income (decline) ratio ratio written (decrease) income (loss) (decline) Income (decrease)
1984 1984 1983 1983-1984 1984 1983 1984 1983-1984 1984 1983-1984 1984 1983-1984
1,345,400 99,300 70,400 41.1 123.0 1063 261,300 9.4 (54,500) (373.9) 33,300 3.1
109,300 13,300 10,800 23.1 N/A N/A N/A N/A N/A N/A N/A N/A
442,108 32,846 30,487 7.7 104.4 1006 227,124 5.6 (9,976) (688.0) 26,528 9.4
991,550 108,724 115,436 (5.8) 102.3 97 5 636,665 2.0 (21,295) (343.6) 81,598 4.0
503,863 19,131 20,900 (8.5) 127.9 1177 388,766 (6.7) (101,572) (40.3) 82,360 13.0
3,212,500 68,400 76,000 (10.0) 113.4 1082 883,700 7.1 (123,300) 47.3) 72,700 12.0
879,500 28,700 32,200 (10.9) 122.4 1198 450,900 15.0 (107,200) (28.7) 109,200 19.0
N/A (42,000) (31,000) (35.5) 126.0 1179 305,000 (9.8) (80,000) (25.0) 46,000 12.2
639,786 25,392 43,772 (42.0) 126.82 10862 525,0632 3.1 (137,571) (157.0) 101,898 37.1
1,084,631 15,427 26,957 (42.8) 114.4 1124 630,147 .7) (81,933) (11.1) 83,140 13.5
419,598 29,918 52,650 43.2) 117.82 10242 247,948 18.6 (46,636) (584.6) 48,530 7.1
1,382,962 24,625 45,755 (46.2) 122.4 1132 816,515 5.5 (178,872) (70.4) 114,781 3.1
448,000 13,000 24,600 (47.1) 113.32 10452 330,600 7.8 (44,500) (204.8) 36,100 16.8
590,465 10,916 35,249 (69.0) 117.3 1100 535,686 19.5 (92,100) (170.9) 81,598 8.7
226,881 3,935 18,488 (78.7) 116.22 10212 215,2972 3.7 (34,242) (568.9) 24,467 14.5
Inc. 627,710 9,004 44,642 (79.8) 127.22 10902 428,691 5.3 (116,326) (236.6) 74,497 12.1
982,642 10,179 63,404 (83.9) 119.7 1080 789,561 5.5 (142,131) (171.8) 95,500 0.7
3,637,600 19,000 119,000 (84.0) 120.7 1080 961,400 3.8 (183,100) (157.1) 127,900 3.3
353,311 2,606 18,000 (85.5) 11s.72 10752 324,207 18.5 (52,764) (169.8) 42,650 1.9
584,054 (1,125) 20,683 (105.4) 119.2 1062 221,984 (4.4) (43,034) (158.4) 19,538 8.3
57,680 (800) 3,876 (120.7) 127.8 97 6 40,300 4.2) (10,692) (1,343.3) 5,047 27.3
3,394,619 (23,684) 76,651 (130.9) 137.22 11312 978,780 7.2 (349,347) (145.1) 136,984 (3.5)
133,570 (15,271) 8,149 (287.4) 128.4 1086 120,882 21.7 (30,771) (306.2) 12,395 6.9
107,505 (12,591) 2,126 (692.2) 120.4 1101 212,993 3.9 (46,922) (71.2) 22,635 3.0
161,004 (7,874) 187 (4,130.7) 130.9 1209 69,068 18.4 (21,366) (65.7) 10,737 3.2
N/A N/A N/A N/A 114.8 1143 380,7002 (5.0) (61,600)2 8.4 45,000 (4.0)

N/A N/A N/A N/A 121.5 1120 271,230 17.5 (58,515) (20.9) 37,834 2.7

N/A N/A N/A N/A 117.3 1113 807,964 (107,091) (76.5) 132,697 3.1
22,316,239 431,058 929,412 (53.6) 120.2 109.7 12,062,471 5.0 (2,337,356) (101.7) 1,705,614 7.5

2 Statutory- 3 Before dividends; includes life business. N/A-Company did not provide data.

property/casualty insurers, Mr Stradtner Corp, whose policyholders' surplus dipped 20 5% to $722 9 million from $909 4 million
Firms that reported increases in policy-
Others insurers that reported large de- holders’' surplus included

« SAFECO, up 5 8% to $482 million from
$4555 million

» The Home Group Inc, up 3 9% to $685 1
million from $659 4 million

« CNA Insurance Cos, up 3% to $1 04
billion from $1 O1 billion

« Hartford Steam Boiler Inspection & In-
surance Co, up 23% to $174 1 million from
e Fireman's Fund Insurance Cos, down $170 | million -

served to modestly over-reserved "It's not of
creases in their policyholders’ surplus in-
Several of the companies that reported cluded

« CIGNA, down 25 296 to $1 08 billion

« Reliance Insurance Co , down 23 6% to

paid = St Paul Cos Inc , down 21% to $750 3
The company reporting the largest de- million from $949 5 million

/ Bl Insurance Index

Bl Industry Stock Report
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How did arisk manager
Improve profits for acompany with
the unique needs of Tyco?
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Building acasualty insurance program forTyco Laboratories
would have been atough challenge for any risk manager.
Three major divisions operate from over 100 locations all over
North America. Eight thousand employees make electronic
components, undersea cable systems, automatic sprinkler
systems and flexible plastic products, as well as packaging
and consumer materials.

So the coverage requirements were specific and diverse.
But Northbrook National Accounts worked with Tyco to tailor an
individualized protection package. And worked to reduce loss
potential, for a brighter profit picture.

According to Steve Flink: "The Tyco-Northbrook partnership
lets us utilize Northbrook experts as if they were part of our own
staff. And lets us become part of claims investigation and
settlement strategy.”

The Northbrook partnership approach has helped Tyco

improve profits. It could do the same for you. Call your nearest
Northbrook agent or broker today

oreal: . NJORTH Northbrook

J. Don Johnson (Chicago) 312-551-2990

Chuck Gehrke (Atlanta) 404-435-2424 BROOK National Accounts

Cheri DeGeere (Los Angeles) 714-851-1447

A Division of Northbrook Property
and Casualty Insurance Company
South Barrington, lllinois 60010



