NY schemes won't lure

stampede of new risks

By ELLIS SIMON

NEW YORK-Risk managers here say they would be in no rush

to transfer risks back to New York even if two proposals to create
an insurance free trade zone and a reinsurance exchange are
approved.

"1 wouldn't come back unless | could get reasonably priced
insurance," said the risk manager for a pharmaceutical firm that
now goes to London for product liability coverage. "The main
problem is we don't have underwriters in New York. We have
banking institutions. They're not taking any risks."

Meanwh ile, legislation to create a reinsurance exchange was
introduced jn the state assembly last month with changes de-
signed to limit the participation of brokers. AIG president
Maurice R. Greenberg, one of the major supporters of measures
designed to restore New York's position as an insurance center,
vociferously objected to a reinsurance exchange that would
allow brokers to engage in underwriting. Mr. Greenberg has re-
portedly agreed to the revisions.

Legislation to create a free trade zone was introduced in the
Continued on page 45
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LA's herculean task

Despite mayor Tom Bradley's plan to appoint a com-
mittee to look for insurance, it appears that the city
faces a herculean task finding an underwriter willing
to guarantee that the city will not suffer a financial
loss by hosting the 1984 summer Olympics. Page 4.

Congress tackles preemption

A philosophical split emerged on a House committee
as Congress tackled for the first time whether the
pension reform law preempts state laws regulating
employe benefit plans. The split may mean Congres-
sional action to resolve the issue is far off. Page 6.

--Efewhere:

. NEW RULES for insurance accounting for gov-
ernment contractors are proposed. Page 2.

. AMERICAN AIRLINES improves medical and
dental benefits. Benefit beat, page 3.

. FUTURE WORK comp - liability highlight the
Business Insurance conference. Page 9.

. LITTLE TAX impact is forecast from one bill to
allow self-insured reserves. Page 12.

. FLORIDA'S FIRST all-industry work comp poolis
off to a claim-less start. Page 21.

. WARRANTS WON'T cripple OSHA, experts be-
lieve. Page 22.

. MICHIGAN DOCTORS halt Blue Cross boycott.
Page 26.

. BEWARE SHIPS 'lost' for the insurance, says a
Lloyd's attorney. Page 27.

. HOW YOUR work comp rates are set and why
maritime premiums climb. Page 29.

. ANOTHER LOOK at the professions of broker and
risk manager. RiskWatch, page 37.

Tort reform update

[t<'been quite a year as supporters oftort reform have
- managed to get legislatures in 11 states to approve

measures to right the tort reform balance. In the next

issue of Business Insurance on June 26 we'11 update

the tort reform situation with our second Product

Liability Score Card of the year. Don't miss it.

The people column
pages 46, 45

AIG president Maurice Green-
berg says he fears the reinsurance
exchange could disrupt the nor-

mal relationships between brokers
and underwriters.

the national newsmagazine of loss prevention,
risk financing and employe benefit management

1 farm manufacturers

cultivate captive gains

By REBECCA A. FANNIN

NEW YORK-Eleven small, Midwestern manufacturers of
farm equipment have activated a Bermuda group-owned insur-
ance company to underwrite their product liability and contrac-
tural liability coverages at an expected insurance savings of 50%.

The company, known as Farmco, is made up of 11 stock-
holders, but plans are underway to expand it to 25 members.

Nordstrom-Larpenteur Inc., the Minneapolis broker which
conceived the idea after several such manufacturers complained
to it about the high cost of insurance, plans to activate another
similar captive for farm machinery manufacturers because of the
"keen interest,” said jerry 3. Kroll, vp of Nordstrom Risk Man-
agement Inc.

Nordstrom has talked with approximately 50 to 75 manufac-
turers about joining in the business venture and about 40 man-
ufacturers are actively considering it, Mr. Kroll said.

Beauman & Beauman Inc. of Indiadlandic, Fla., completed a
feasibility study for the broker and, as a result of the study,

arranged the insurance and reinsurance.

Continued on page 43
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High hurdles lowered
for benefits in subsidiary

By JERRY GEISEL

WASHINGTON-The Labor De-

partment and the [nternal Rev-
enue Service have proposed dis-
mantling obstacles in the pension
reform law that now block em-
ployers from insuring employe ben-
efits through their insurance com-
pany subsid:anes.

The proposal would make it
much easier- for corporations to
purchase annuity contracts and
life and hea:th insurance policies
for their employes from their in-
surance subsidiaries. However, an
offshore or non-U.S. captive insur-
ance company still could not be
usedto underwrite benefit policies
for the parent.

Currently, a subsidiary can sell
policies to a parent only if the sub-
sidiary is wholly owned by the par-
ent and less than 5% of the
subsidiary's revenues come from
insuring parent company risks.

Labor and IRS have recom-
mended thai. the wholly owned re-
quirement be reduced to 50% own-
ersh.p and that up to 50% ofthe
subsidiary's revenues could come
from the premiums of policies
purchased by the parent from the
subsidiary.

Thus, a corporation with an in-
surance subsidiary domiciled in
the U.S. with a substantial amount
of outside bus. ness would appear
to be able zo place benefits in the
captive. However, a Colorado cap-
tive-could riot be used since that
state does nol permit employe ben-
efits to be written by captives.

There seems to be some confu-
sion whether the 50% outside busi-
ness test includes parent company
property/casualty risks underwrit-
ten by the subsidiary insurance
company. Labor Department and
IRS officials said 50% of the
subsidiary's revenues must come
from outside parties.

However, Ron Modlin, an attor-
ney for John Deere & Co. of
Moline, lll., said the 50% test ap-
plies only to employe benefits. The
proposal would permit, for exam-
ple, a situation in which 90% of a

captive's premium came from in-
suring the parent's property/
casualty risks and 10% of premiums
came from insuring the parent's
benefits, he said. John Deere was
one of the companies that had ap-
plied for an exemption.

In addition, IRS and Labor have
suggested that a parent be permit-
ted to sell benefit policies to its
subsidiary. This part of the pro-
posal would give relief to insurance
companies that under the prohib-
ited transactions section of the

Continued on page 44

Brokers don't need all

your secrets:

OAKLAND, Calif.-It was a vari-
ation on "Who do you trust?" as
Allon Greene, consultant with
Warren, MeVeigh & Griffin, led a
discussion on responsibilities of
risk managers versus those of in-
surance brokers at the northern
California RIMS fourth annual
Mayday conference.

Mr. Greene, a former risk man-
ager and broker, stirred up the au-
dience of some 50 representatives
of those two professions when he
said, "There are certain things it's
better for a broker not to know
abouttheaccounthe's marketing.”

The minimum coverage and the
maximum premium the risk man-

Consultant

ager is willing to accept are chief
among these things, the consultant
said. "If he doesn't know (what the
acceptable units are), a broker can
honestly say | don't think my client
can accept that,” when confronted
with an uncooperative underwrit-
er, Mr. Greene said. "Not all bro-
kers are good liars."

This was too much for some of
the brokers in the audience who
had nodded in agreement at some
of Mr. Greene's earlier admoni-
tions about treating your broker as
a member of your risk manage-
ment team. Jerry Aparton ofJohn-
son & Higgins best expressed their
feelings when he interrupted Mr.

Continued on page 44
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New CASB proposals
now open for comments

WASHINGTON-The Cost Ac-
counting Standards Board is ac-
cepting comments on its most re-
cent proposed rules for accounting
for insurance costs, the first at-
tempt to standardize cost account-
ing for insurance where there are
wide variations in practices.

The rules, when promulgated,
will affect anyone subject to Cost
Accounting Standards, generally
defense contractors with nego-
tiated contracts for more than
$500,000. The rules could ulti-
mately affect other government
contractors if they are incorpo-
rated into the federal procurement
regulations issued by the General
Services Administration.

The fundamental requirements:
of the proposed standard are:

*The amount of insurance cost

to be assigned to a cost accounting
period is the projected average loss
for that period plus insurance ad-
ministration expenses in that
period.

- The allocation of insurance
costs to cost objectives shall be
based on the beneficial or causal
relationship between the insur-
ance costs and the benefiting or
causing cost objectives.

Of particular concern has been
the proliferation of self-insurance
and the varying programs of self-
insuring accounting. The proposed
standard requires that the contrac-
tor make a self-insurance charge
for each period for each type of
self-insured risk which stall rep-
resent the projected average loss
for that period.

If insurance could be purchased.

UNDERWRITING MANAGERS FOR HARD TO PLACE
CASUALTY - PROPERTY - TRUCKS

122 MAIN BUILDING / MILFORD, OHIO 45150

(513) 831-RISK

TELEX: TWX 810-460-8322

the self-insurance charge plus in-
surance administration expenses
may not exceed the cost of com-
parable purchased insurance plus
the associated insurance adminis-
tration expenses. The contractor
may use this premium cost of
purchased insurance for compara-
ble coverage as the bas.s for the
self-insurance charge.

If, however, insurance cannot be
purchased, the amount of self-
insurance charge for each period
shall be based on the contractor's
experience, relevant industry ex-
perience and anticipated condi-
tions in accordance with accepted
actuarial principles. The contrac-
tor may recognize actual losses in
those situations in which the dis-
tribution of actual losses may be
expected not to differ significantly
from the projected average loss for
that period.

Robert Straith, associa:e direc-
tor of CASB, said he doesn't expect
the rules to require changes in the
cost accounting practices of more
than 10% of the government con-
tractors. After considering 48
comments on the standard pub-
lished in October 1977, the rules
were "changed in form but not in
substance," Mr. Straith said. For
instance, he said more than CASB
intended was read into the rules
and they have clarified, for in-
stance, that CASB does nct intend
to deal with immaterial amounts of
losses.

Written comments on the pro-
posed standard must be received
by CASB by June 30. Comments
should be sent to CASB, 441 G St.
NW, Room 4836, Washington, D.C.
20548. A final standard could be
presented to the board as early as
P e A S B o [ W B, o3 —
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for your information ...

Court says maritime workers' families

can sue only for the loss of support

WASHINGTON-The Supreme Court ruled this month that families of
maritime workers who die in accidents in international waters can collect
damages in negligence suits only for loss of support and not f6r non-
pecuniary items.

The decision clashes with earlier court rulings that held families may be
compensated for non-economic items such as loss of love and affection
when such accidents occur within three miles of shore.

The ruling overturns a decision of the Fi fth U.S. Circuit Court of Ap-
peals in favor of the families of three men who died in an Aug. 14, 1967,

helicopter crash as they were returning from an oil drilling platform 100
miles out in the Gulf of Mexico.

Pension assets top $500 billion

WASHINGTON-Pension plan assets have topped the half trillion dol-
lar mark for the first time, according to the Securities & Exchange
Commission. At the end of 1977, the combined assets of private pension
plans, state and local government retirement plans and federal pension
plans totaled $501.5 billion. That's up from $456.1 billion a year earlier.

Assets of public pension funds grew by $14.6 billion in 1977 and totaled
$221.9 billion. Assets ofplvate pension plans were $279.6 billion, up from
$248.8 billion the year before.

FASB wants your comments on rules

STAMFORD, Conn. - FASB rules aren't chisled in stone.

At least the Financial Accounting Standards Board is putting into
effect a formal review process that gives you a chance to comment on
their rules that have been in effect for at least two years. Public comment
is now being sought on the first 12 accounting rules mandated by the
board, giving risk managers unhappy with FASB 5, accounting for con-
tingencies, another crack at suggesting changes.

Written comments should be sent by Aug. 15 to the Director of Re-
search and Technical Activities, File Reference 1055, FASB, High Ridge
Park, Stamford, Conn. 06905.

Public hearings may be held after the comments have been reviewed.
An FASB spokesman said that although the board normally evaluates
comments before adopting a rule, reassessing rules after they have been
meentfect for at least two years can give the board a new perspective on

Plan limits physician fee increase

MILWAUKEE-Surgical Care-Blue Shield here is capping physician
fee increases at 5% for the next 12 months. The cap is with the blessing of..-
the Medical Society of Milwaukee County which owns the plan and is
believed to be the first time such a cap has been adopted by a health
[ e JE— W W I o — W o I s — 1= _ ~N

Surgical Care is projecting a $3 million to $4 million savings during thd%
next year due to the cap, said a spokesman. However, the impact the
savings will have on premiums has to be viewed in the context that
physicians' charges are just one component of health care costs,
stressed the spokesman.

In the past, Surgical Care has limited increases in the prevailing physi-
cians' fees to the approximate level of increase in the national Consumer
Price Index for all items. Last year the increase in physicians' fees in
Wisconsin was about 6% compared to 9.3% nationally.

OSHA levies fines in elevator blast

WASHINGTON-The Occupational Safety and Health Administration
(OSHA) has proposed slapping Continental Grain Co. with $47,400 in
lines for alleged violations of OSHA job safety and health standards.

The proposed fines, which Continental can appeal to the OSHA review
commission, comes in the wake ofthe federal agency's investigation ofan
explosion lastDecemberata Continentalgrain elevator in Westwego, La.,
that left 36 workers dead and injured nine others.

Continental's alleged safety violations cited by OSHA include: failure
to provide proper current breaking contacts; failure to provide adequate
means for removing static electricity from conveyor belts and failure to
install adequate fire alarm facilities.

Insurance covers historic films

ROCHESTER, N.Y.-The original negatives of 500 early cartoons, short
subjects and feature films worth an estimated $1 million and a still photo
worth an estimated $5,000 were destroyed in a two-alarm fire here at the
George Eastman House International Museum. .

The museum is "99% insured" for the damage, said Andrew Efmins,

manager of finance and accountin?. The museum has a $1,000 deduele
on a fine arts policy from Royal Globe Insurance Co., which covers me
lo=t Filrma=s =Aarhd still pDphotao .

The fi re also burned four build-
ings on the museum grounds. The
museum is fully insured by Aetna
Life & Casualty for its buildings

and their contents.
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. Due to a typographical error in
the May 15 issue, the plane that
crashed at Cranbrook, B.C., was

Wis., Chicago, Ill. and New York, N.Y.
Copyright 1978 by Crain Communica-

tions Inc.

incorrectly identified as a Western
Airlines jet. It was a Pacific West-
ern Airlines jet.
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American Airlines improves medical, dental benefits

AMERICAN AIRLINES has insti-
tuted major improvements in its
medical and dental benefits. Direc-
tor of employe benefits D. S. Scot-
land said the airline’'s lifetime med-
ical maximum has been boosted to
$300,000 from $200,000 for each
employe and each eligible depen-
dent. After the deductible is satis-
fied, the first $5,000 of reasonable
and customary hospital expenses
are now being reimbursed in full,
up from $2,500, after that American
pays 80% of expenses.

For emergency and accident
claims, American has increased its
maximum reimbursement to $250
from $100 per calendar year.
Coverage for hearing aids and
hearing examinations are now
being provided on a once a year
basis. Transplant operations for
both recipients and donors also are
being covered, Mr. Scotland said.
Dental procedures, which were
formerly reimbursed at a 50% rate,
are now being paid at 80%, al-

though orthodontic expenses re-
main covered at the old 50% rate.

ILLIONIS STATE employes in
Chicago and the Springfield area
can now join an HMO. The state
will pay up to the $38.32 monthly
premium it pays for a single em-
ploye under its Blue Cross/Blue
Shield plan plus the $7 it con-
tributes to dependent coverage. In
Chicago, Intergroup and HAP,
with monthly fees for one person of
$34.70 and $33.60 respectively, fall
under the BC/BS cost while An-
chor at $44.20 and Northeare at
$42.02 would require the employe
to pay the difference in cost. In the
Springfield area, the Foundation
for Medical Care of Central lllinois
charges $44.54 and the Abraham
-Lincoln system costs $42.52.
Group insurance manager Thorn-
as P. Wall, projecting a 5% enroll-
inent of eligible employes, expects
single employes will find the HMO
more attractive than those needing
dependent coverage. Nearly half
the state employes with depen-
dents have chosen the low-option
BC/BS plan, so joining an HMO
would present a substantial in-
erease in premium. For example,
the BC/BS low option plan for two
or more dependents carries a gross
premium of $42.98 while the least
expensive HMO family premium is
$79.58 with Anchor and the most
expensive is $92.20 with Lincoln.
The gross premium forthe high op-
tion BC/BS plan is $78.58, which is
closer to the HMO family coverage
charges.

U.S. INDUSTRIES has established
a 501(c)(9) trust to provide long
term disability benefits for 3,000
workers, but it has purchased a
limited liability policy from Un-
ionmutual to provide the benefits
for the first two years. After that,
the trust will pay the benefits to age
65 or death. The trust is being
funded now to handle liabilities
after Unionmutual stops paying.
"We decided the two-year buy-out
was to our best advantage,” said
employe benefit manager Ernest
Reach. "The cost is low and we
pick up the reserves." It's conceiv-
able, he added, that with good loss
experience the trust could be self-
sustaining after a few years.

IT CORP. of Wilmington, Calif.,
has named Administrax of Irvine
to administer its group health and
dental programs, according to per-
sonnel director Bern Lefson. Mi-.
Lefson said the program's insurer
concurred in the move since only a
small proportion of the plan is sell’-

insured.

COORDINATION OF BENEFITS,

which prevents a health insurance

policyholder from collecting from
more than one insurer for the same
medical expenses, is threatened by
a circuit court ruling in Chicago.
Chicago Blue Cross was ordered to
reimburse a Chicago couple for
medical care Costs under two fam-
ily policies which each had pur-
chased or else refund the pre-
miums paid since 1970 on one ofthe
policies. Chicago Blue Cross main-
tains that COB is approved by the
lllinois department of insurance
and plans to appeal the decision
that would enable the couple to
profit from receiving medical
treatment. The actual court order
implementing the judge's decision
hasn't been issued yet. The
Chicago Blue Cross legal depart-
ment said it's unlikely, but possi-

ble, that the ruling could be ex-
tended to cases involving two in-
surers instead of being limited to
instances of two identical policies.
So far the ruling applies only in
Cook County. COB was upheld
earlier this year in North Dakota in
a case involving a Blue Cross plan

and workers compensation ben-
efits.

MANY CORPORATIONS inte-
grating their pension and profit
sharing plans with Social Security
would have to change their inte-
gration methods under proposed
Treasury department rules, says A.
S. Hansen Inc., employe benefit
consultants. A study of Hansen
clients designed to evaluate the
impact of federal proposals to

change integration rules disclosed
that about two-thirds of the 1,200
plans surveyed provide for integra-
tion of benefits with Social Se-
curity. Of these, 41% that integrate
on a so-called one-step basis and
23% that integrate the benefits on
an offset basis woul(in't comply
with the Administration's pro-
posed changes in the integration
rules. As a result of its study, Han-
sen concluded that virtually all
qualified pension and profit shar-
ing plans will be affected by any
changes in the integration
methods allowed, and urged all
plan sponsors to review their pro-

grarns.

HEALTH CARE claims can be re-
duced by an average of 8.8% by

using coordination of benefit prac-

tices to deny certain claims, said

Self-Insurers Service Inc.

Chicago. SIS chairman Ray Muller
said that this amount is what SIS is
saving for clients by carefully
screening their health claims, out-
pacing the performance of the in-
surance industry, which has been

able to achheve average savings be-
tween 4.8% and 5.2%.

Benefit Beat keeps insurance
managers, emplove benefit man-
agers and others informed Of
changes in programs around the
nation. We'd like to know if you'ire
made anv changes or know of any
important developments. Write
Greg David, Business Insurance,
740 N. Rush St., Chicago, Ill. 60611.

The Rock"s Group can make
beautiful music foryour company.
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computerized claim service, flexible premium plans, periodic claims
analysis, and "Group Focus," a Prudential periodical
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that lets you know exactly how new laws affect your benefit programs.
And Prudential has specialists who can help you through

the intricacies of HMO's, ERISA and cost containment.

With all the benefits Prudential Group Insurance has to offer,

your company should have something to sing about.

For more information, drop a note to: Director, Group Insurance,

Prudential Insurance Company of America, 3 Prudential Plaza,
Newark, New Jersey 07101.
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Olympic insurance for LA may be herculean task

By JOANNE GAMLIN

LOS ANGELES-Mayor Tom
Bradley is expected to appoint an
insurance task force that will at-
tempt to put together an insurance
package to protect the city of Los
Angeles from any financialliability
for holding the 1984 summer
Olympics games in the city.

However, insurance
contacted by Business Insurance
and a growing number of city
politicians do not believe that the
Olympics are an insurable risk or
have decided that Los Angeles
should immediately withdraw its
bid for the games.

City councilman Marvin Braude,
who for months has been a spirited
advocate of the games as a way of
bringing "the greatest show on
earth" to the city, late last month
abruptly reserved his stand and

sources

\2>:

4

proposed that the city withdraw its
bid.

He charged that the Interna-
tional Olympics Committee (I0C)
has assumed such an intractible
position on its rule that places fi-
nancial liability for the games on
the city that further negotiation is
pointless. His reversal means that
Olympics critics hold at least a
three to two majority on the city
council's ad hoc Olympics com-
mittee. The group currently has be-
fore it a motion to withdraw Los
Angeles's bid for the summer
Olympics unless the city is ab-
solved of financial liability for the
games held here.

Bob

Likewise, councilman

Ronka now believes that the
chances that Los Angeles will have
the Olympics "are dim," according
to his press secretary. Thereason is

!/ 7/™.
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that he sees no way tliat insurance
can be acquired that will cover
such matters as cost overruns and
bad management.

Mayor Bradley has pledged to
city taxpayers, currently in a rebel-
lious mood over soaring -978 prop-
erty tax assessments, that they
would not have to bear a cent of
cost for the games.

Television producer David Wol-
per, who was also a member ofthe
Athens delegation and a strong ad-
vocate of the Olympics for Los
Angeles, recently told the press
that |IOC attorneys were not seri-
ous when they suggested that the
city obtain an insurance policy to
guarantee against financial losses
at the Olympics.

The producer of the smash hit,
"Roots," went on to advocate that
if insurance doesn't work, an
Olympics organizing committee,

.-3/d

composed ofprivate businessmen,
could be formed.

"It would assume all the debts,"
he told Business Insurance. "There
would be no need for insurance.”

Thu press spokeswoman for Mr.
Ronka, on the other hand, pointed
out that the organizing committee
for the Montreal Olympics f6lded,
leaving the city with a $1 billion

debt.

Councilman Ronka, who esti-
mates that insurance premiums
would range from 3% to 7% of the
amount of insurance bought, said
that Los Angeles estimates of secu-
rity costs have ballooned from $1
million to $2 million to $7 million.

The councilman would find a lot
ofagreementforhispositiononthe
insurability of the Olympics games
from insurance executives.

"It would be like asking a com-
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pany to insure a woman who is on
a shopping spree,” asserted a
spokesman for the Los Angeles of-
fice of a major brokerage firm.
"There is no way of writing a limit
on the Olympics games of 1984."
She added that a member of the
firm, as an exercise, contacted
Lloyd's on the question of cover-
age and was turned down flat.

Gordan Gray, senior vp of Marsh
& McLennan of Los Angeles, said
as the largest brokerage firm in the
city M&M would be happy to
cooperate with the forces that want
to bring the games to the city.
However, he said that before M&M
joins an insurance task force, it will
want details of the assignment be-
fore that group.

He agreed that writing limits on
games to be held in 1984 presents a
nearly insurmountable problem.

Similarly, Sam Alcorn, senior vp,
Bayly, Martin & Fay, Los Angeles,
sees the games as uninsurable,
even by Lloyd's.

On the other hand, Maurice
Greenberg. president and chief ex-
ecutive officer of American Inter-
national Group in New York indi-
cated his firm would consider the
risk if a broker would present it
with all the details.

Los Angeles has until July 31 to
finalize its bid with the 10C. If in-
surance does not emerge as a vi-
able route for protecting the city
taxpayers against financial liabil-
ity, a spokesman forthe mayor said
that other means of protection wiill
be explored. Among these will be
performance bonds, the sale of
special stock in the Los Angeles
Olympics and the assumption of
the financial risk by the federal
gowvernmnrmenrnt, o

Airline says
gain resulted

from accident

PENSACOLA, Fla.-A recent
National Airlines plane crash here
has resulted in an after-tax gain to
the airline of $1.5 million from re-
covering insurance in excess o f the
plane's book value.

"From an insurance standpoint,
the plane is considered a total
loss," said David R. Dynes, Na-
tional Airlines insurance manager.

The Boeing 727 aircraft, which
crashed into Escambia Bay on
its final landing approach and
drowned three of the 58 passengers
aboard, was insured by three par-
ties: United States Aviation Un-
derwriters Inc., Associated Avia-
tion Underwriters and Lloyd's of
London.

Each insurer provided a share of
the general liability and hull cover-
age, Mr. Dynes said. Lead under-
writer for the risk is United States
Aviation Underwriters, which will
handle all the claims.

The aircraft has been sold to
American Jet Industries of Van
Nuys, Cal., for an undetermined
amount.

Damage to the aircraft hasn't
been determined. The aircraft was
stilllodged in thick mud in the bay.
10 days after the crash because bad
weather had delayed salvage. The
plane crashed in water 13 feet deep,
and most of the jet was above
water.

Investigators have ruled out the
possibility that the crash occurred
because of an engine power failure
or because of the aircraft's struc-
ture.

The FAA and the National
Transportation Safety Board, con-
ducting the investigation, are lis-
tening to tape recordings and
checking the flight data recorder to
determine the crash's cause. .
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Panel splits as Congress tackles preemption issue

WASHINGTON-A deep philo-
sophical split quickly emerged this
month as a Congressional commit-
tee for the first time took up the
issue of state regulation ofemploye
benefits.

Rep. Cecil Heftel (D-Hawaii) ar-
gued that Congress should not
prevent states from passing legis-
lation that requires employers to
include certain benefits in em-
ploye benefit plans.

But Rep. John Erlenborn dis-
agreed sharply, noting that the
shape of employe benefit plans
should be resolved through collec-
tive bargaining rather than as a re-
sult of state regulation.

"My feeling is that if we allow the
states to mandate benefits, little by
little employprs and employes are
being robbed of the ability to de-
termine employe benefits," the IlI-
linois Republican said.

The issue of state requirements
for employe benefit plans has
come into sharp focus as states
have passed a welter of legislation
requiring specific employe bene-
fits.

New Hampshire, for example,
requires mental health coverage in
all group health insurance policies
issued in that state. New York re-
quires full coverage for maternity

care.

Employers with multi-state op-
erations contend that this hodge-
podge of state requirements has
imposed a costly administrative
burden on businesses who have to
continually revamp their benefit
plans to comply with changing
state regulations.

Employers also argue that a sec-
tion of the Employe Retirement
Income Security Act (ERISA)

preempts state regulation of em-
ploye benefit plans, leaving benefit
requirements up to Congress.

The growing intensity of em-
ployer complaints clearly was evi-
dent as a House Education and
Labor committee hearing that was
supposed to discuss a variety of
ERISA-related problems ended up
as a forum on state regulation of
employe benefits.

Committee sources said the
hearing showed that Congress in-
tends to take a close look at state
regulation of benefits, but that the
split tha: already has developed
among committee members on the
issue could mean that congres-
sional action is far off.

One negative, often overlooked
side-effect of state regulation is
that employers are forced to drop

key ernploye benefitsto pay for
state-mandated benefits, said
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Robert Stone, one of the four at-
torneys who testified on behalf of
the ERISA Industry Committee
(ERIC), which represents 80 of the
largest corporations in the country.

In one case, a union welfare plan
in New Hampshire was forced to
discontinue vision and
coverage for participants to pay for
the cost of adding state-mandated
mental health care coverage to the
plan, Mr. Stone said.

dental

The crux of the matter is that the
benefit pie is limited, observed
Jerry Oppenheimer, who also rep-
resented ERIC. "In order to get
something, you have to give up
something else."

However, employers who elimi-
nate benefits to pay for a state-
required benefit may then find
themselves out of compliance with
another state that requires the
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Correspondents Throughout the World

dropped benefit, Mr. Oppenheimer
added.

But Rep. Heftel said a state's in-
sistence that employes receive
a certain level of benefits over-
shadowed the administrative bur-
den state regulation may have im-
posed on corporations with multi-
state operations.

"We shouldn't allow corpora-
tions like Standard Oil to deter-
mine (employe benefit) legislation
just for their convenience," Rep.
Heftel said. Guaranteed health
care benefits for employes out-
weigh the possible inconvenience
of varying state regulations, he
said.

Rep. Erlenborn warned that
state regulation of employe ben-
efits could be a "very dangerous
thing." While states could mandate
benefits, they would lack the
means to see that those benefits are
funded adequately. .

Bahamas act

to encourage
new ca ptives

NASSAU-Buoyed by its sue-
cess as an offshore financial center,
the Bahama government has ap-
proved regulatory changes in its
Insurance Act to encourage de-
velopment of a captive insurance
industry.

Under the new Non-Resident In-
surers (Exemption) Regulations,
companies insuring non-Baha-
mian risks are exempt from the 1%
tax on gross premium payable by
companies doing business in the
Bahamas and from publishing
their financial statements.

Acting insurance registrar Oc-
tavia Johnson said the exemption
from the 1% tax was really "just a
clarification,” and that captives
have not paid the tax, anyway.

While captives do not have to
publish their balance sheets now,
(some never have) they still must
furnish the insurance registrar
with a certified copy of their au-
dited balance sheet and accounts.

The insurance changes have
been two years in the making. The
decision to proceed at this time is
part of the government's new pol-
icy of actively encouraging foreign
investment and expansion of the
country's financial center.

It is also in response to last
December's Bermuda civil distur-
bances which have raised ques-
tions about the future political sta-
bility of that captive haven. Gov-
ernment sources in the Bahamas
say there have been numerous in-
quiries since then from companies
looking to the Bahamas as an al-
ternative domicile for their captive
operations.

Currently, 105 insurance corn-
panies are registered in the
Bahamas compared to 700 in Ber-
muda. Bermuda captive managers
maintain that the disturbances last
vear have not slowed the registra-
tion of new insurance companies
on their island.

Proponents of the Bahamas as a
captive domicile point to its advan-
tages of political stability and a
sound economy as well as good
communications and the legal and
financial expertise to cope with
more captive activity.

HIAA taps Waller

Kelly Waller, president of
SAFECO Life, has been elected
chairman of the Health Insurance
Assn. of America. Mr. Waller sue-
ceeds Robert A. Beck of the Pru-
dential Insurance Co. of America
as head of the organization of
health insurance companies.
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Future liabilities key work comp conference

CHICAGO-Discussions about
the future liability risks faced by
employers, and how future work-
ers compensation payments can be
managed and funded, provide the
thrust for a major national confer-
ence on the subject of workers
compensation, sponsored by Busi-
ness Insurance magazine July
24-26 here.

A roster of over 30 speakers in-
cludes corporate risk managers,
safety experts, insurance company
and brokerage authorities, claims
administration specialists, labor
leaders, federal regulators and
noted academics. They'll direct
their attention to present and fu-
ture workers compensation ex-'
posures, the role of state and fed-
eral regulation in the workers
compensation system, and the
many techniques that can be used
to control compensation costs.

The two-and-a-half day confer-
ence will be held at the Continental
Plaza Hotel, and will include six
general sessions and seven concur-
rent sessions covering nearly every
important aspect of workers com-
pensation regulation, insurance
and self-insurance and loss con-

trol.

Robert C. Benjamin, claims

and rehabilitation director of the

California State Insurance Fund,

The registration fee for the workers compensation
conference is $385, with 10% discounts available to
additional registrants from the same company. Direct
all inquiries and registrations to Taylor Lucas, Crain
Educational Division, 740 N. Rush St., Chicago, lll.,
60611, or, call (312) 649-5245.

will join Alan Tebb of the Califor-
nia Workers Compensation Insti-
tute in a discussion of cumulative
trauma claims, how they're in-
creasing and how they can be
handled.

The thorny problem of growing
liabilities for occupational disease
stemming from the broadening
definition of those diseases is to be
the subject matter of three leading
experts on the subject. Dr. Thomas
Mancuso of the University of
Pittsburgh will join Dr. Peter
Barth of the University of Connec-
ticut to discuss the scope of the
employer's exposure, the breadth
of the occupational disease prob-
lem, and management's respon-
sibilities Nnow and in the future.
Anthony Mazzochi, vp of the Oil,
Chemical & Atomic Workers In-
ternational Union, will present
views of the problem from the
worker's perspective.

Alternative methods of compen-

Senators revise plan

for U.S. work comp

WASHINGTON-New legisla-
tion to establish minimum federal
standards for workers compensa-
tion benefits does not automati-
cally invoke federal enforcement, a
significant departure from previ-
ous bills.

The legislation (S. 3060), pro-
posed by Senators Harrison Wil-
liams (D-N.J.) and Jacob Javits
(R-N.Y.), would give states two
years after the bill's enactment to
upgrade their workers compensa-
tion benefits to comply with the
proposed federal guidelines. If a
state complied with those stan-
dards, there would be no federal
involvement in claims settlement.

Even if the state were not in full
compliance, an injured worker's
claim still would be handled at the
state level. However, after the
worker received his or her final
award, the worker could file a
claim with the Labor Department's
Benefit Review Board for supple-
mental compensation to make up
forthedifferencebetweenthestate
benefit and the federal standard.

No hearings have been set and a
committee staffer doubts if suffi-
cient time remains to get the bill to
the floor before the current session
of Congress ends later this year.

Under the proposal, injured
workers would be entitled to two-
thirds of their average weekly
wage. For low-income employes,
the benefit level would be no less
than 100% of the statewide average
weekly wage two years after the

bill's enactment and no less than

200% of the state average weekly
wage five years after enactment.
The bill only covers death and
total disability benefits. Possible
standards for partial disability
would be studied by a Labor De-
partment task force. The task
force's recommendations would

be due three years after the bill was
enacted.

The legislation takes aim at the
current product liability tangle by
reducing a liability award a worker
received by the amount collected
in workers compensation benefits.

In addition, the proposal would
authorize the Labor Department
and the Department of Health,
Education and Welfare to develop
standards on what constitutes
employment-related diseases.

The AFL-CIO, which has previ-
ously backed federal minimum
standards for workers compensa-
tion benefits, has not yet endorsed
the bill.

"The bill has good provisions,
which we will support, and other
provisions which we probably will
oppose,” said an AFL-ClIO
spokesman.

The National Assn. of Manufac-
turers is formulating its position,
but is on record against minimum
federal standards. "We feel the
states have been doing a good job
of improving benefits and we are
ready to cite those improvements,"”
said Phil Pulizzi, NAM director of
legislative affairs and industrial
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Panel clears no-fault

WASHINGTON-The bill that
would establish federal standards
for state no-fault automobile in-
surance plans cleared a minor hur-
dle last month when a House panel
approved the measure.

But the proposal (H.R. 6601) will
find the going tougher this month
when the full Interstate and
Foreign Commerce Committee
begins debate on the bill, where
sources said the outcome is in
doubt.

The Senate Commerce Commit-

tee approved a similar measure (S.

1381) last month on a 9-7 vote.
Under the House bill, states

would be given three years to enact
no-fault automobile insurance
plans that meet minimum federal
standards. The Senate version calls
for a four-year phase-in period.

If the states failed to adopt such
standards, the federal standards
contained in the bill would auto-
matically go into effect.

No-fault legislation has been Kkill-
ed on the Senate floor by narrow
margins in 1972 and 1976, and died

in a House committee in 1974. .

sation for workplace injuries will
be presented and discussed by Ron
Conleyofthe DepartmentofHEW,
Clarence Johnson of Employe
Benefits Insurance Co. and Joseph
E. Markey of the California Self-

INnsurers Assn.

Safety and loss prevention tech-
niques are to be examined as the
critical elements in controlling
workers compensation costs by
Walter Pfeiffer of the Coca-Cola
Bottling Co. of Los Angeles and
Harold Hodnick of Reed Shaw
Stenhouse of California, who will
present a systems approach to
safety programming.

The spector of federal interven-
tion in workers compensation will
be examined within the context of
what has happened under the fed-
eral Longshoremen's & Harbor
Workers' Act. A trio of experts will
meet to debate whether the act has
gone too far or far enough.

An entire morning of the confer-
ence will be spent debating the
issue of federal versus state regula-
tion of workers compensation, as
six leading national experts meet
in a faceoff to argue the possible
impact of a federal law, whether
there's a need for federal legisla-
tion and the effectiveness of state
programs.

Key speakers for this highlight
session are Donald E. Elisburg, as-
sistant secretary of Labor, Norman
A. Weintraub, chief economist for
the International Brotherhood of
Teamsters, John Lewis, an attor-
ney from Florida, Harry Dahl, an
attorney from Des Moines, Robert
B. Collyer, a Washington lobbyist

representing employers, and Wil-
liam Moshofsky of Georgia Pacific
co.

The seven concurrent sessions,
to be held during the afternoons of
the two days, will feature 15 speak-
ers covering the following topics:
Planning and administering the
shift from an insured workers
compensation program to a self-
insured plan; the insurance envi-
ronment for workers compensa-
tion coverage; investigating and
preventing fraud in workers comp

‘Are you

programs; the tax aspects of ac-
counting for self-insured workers
compensation programs, with spe-
cial emphasis on the Crescent
Wharf & Warehouse Co. case
against the IRS; rehabilitation
programs and cost control tools;
the use of health testing and au-
diometric programs in controlling
workers compensation losses, and
a working session on understand-
ing the problems of working with
state industrial boards and work-

ers compensation administrators..

iInsuring

your insurance?"

The time to "smell smoke is
when you're reviewing your
property insurance
coverage-not later. With
building and equipment costs
soaring, and no end in sight,
many companies are
dangerously underinsured.

For nearly fifty years,
Marshall and Stevens' clients
have realized the security of
"insuring their insurance"-by
keeping values and property
records up to date.

The smaller insureds need
detailed inventories and values
while the major companies
(even those with "captives")
require pefiodic independent
study of procedures and
resulting values. Either
service, detailed appraisal or
valuation consultation,
assures that the property

investment entrusted to

management by the

CUSTOMIZED

WORKERS' COMPENSATION SELF-INSURED PLANS BY
GATES, McDONALD

Your company is unique
and so should your workers'

compensation self-insured
plan be unique. Gates,

McDonald's

stockholders is well protected.
If there's any doubt about
your insurance "being
insured," Marshall and
Stevens would be pleased to
review your specific situation.
Want to learn more? Any of

our 17 local offices have
detailed free information. For

the one nearest you, call any
Area Office-collect:

Los Angeles-(213) 624-3661
St. Louis-(314) 621-7025
Philadelphia-(215) 299-5700

Appraisals by
MARSHALL
AND STEVENS
INCORPORATED

The Asset Management Professionals

quality medical care for
employees; and employee

information and
rehabilitation

services.

admMmiinistrationrmn Just comtact

OoOF yyour plam

usomizzd

yourneeds
and wants. As

examples: a

tailored, integrated
system that administers
your plan quickly and

i ..

Gates,
idoredr

your

insurance

broker for your

customized workers’

efficiently; thorough review

and processing of all

claims with appropriate
adjustments; everything
necessary to provide

compensation self-insured
plan. Go ahead -