
Airline accord

benefits plan

By PAUL R. MERRION

CHICAGO-Airline benefits kept
flying upward in the new contract
for the Air Lines Employes Assn.
with North Central Airlines, a
contract that will give an overall
41.3 % increase in wages and bene-
fits over the next 30 months.

Although a union survey showed
pensions and wages to be the top
priority itenns, other parts of the
benefits package were also im-
proved and a company-pays-all
vision care program was instituted
for union members.

Coverage in the major medical
plan was lifted to $50,000 from
$25,000; dental coverage was ex-
tended to pay for 80 % of normal
costs up to a maximum of $1,000
per year for each patient; plus
payment was instituted for 50 % of
orthodontic treatments, according
to Gorman Condon, director of
contract administration for . the

Air Lines Employes Assn.

The union represents 12,000

ground employes ( 1,500 at North
Central) such as reservations

clerks, ticket agents, clerical work-
ers, flight simulator operators, etc.

The new vision care program
pays for one set of glasses per
year, allowing $40 for lenses,
$7.50 for frames, and $12.50 for
examination costs.

In the pension plan, the union
scored three major changes: Full
vesting was reduced to 10 years
from 14 years; the retirement age
without penalty was lowered to 62
frorn 65 after 25 years of service,
allhg with deletion of a provision
that alcoholism would disqualify
a worker for early retirement; and
the monthly benefit was increased

Continued on page 2
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Benefits a-id wiges Will go up for
this North Central Airlines employe.

State medical group
sets liability captive

By MARGARET LeROUX

business
insurance
the national newsmagazine for buyers of employe, Craln Communications Inc. All rights reserved.

© Entire contents copyright 1975 by

property and liability protection and financial services 50¢ a copy; $12 a year

Flintkote sues Lloyd's for refusing
to pay D&0 claim in price fix case

By MARIE KRAKOWIEC<1

NEW YORK-Lloyd's of Lon-
don is being sued in what could
become a landmark case impact-
ing the whole directors' and offi-
cers' liability market.

Flintkole Cs., a White Plains
building rnaterials maker, filed a
complaint in :he state supreme
court here earlier this month

against Lloyd': for refusing to pay
a D&0 claim that involved legal
fees in an ar-titrust price-fixing
indictment to which Flintkote ex-

ecutives made - pleas of nolc con-
tendere ("no contest").

At issue is just how much cov-
erage Frintkote actually bought in
a three-year D&0 contract with
Lloyd's that was effective from
May 11. ]971 :o May 11, 1974.

Flintkote paid a $7,000 premi-
um for fhe policy, which was bro-
kered through J. H. Minet & Co.
Ltd. of Canada. According to
terms of the insurance con:ract,

NEW YORK-The State Medi-

cal Society of New York formed
a captive insurance company for
malpractice insurance, the first of
its kind to be established by a
state group, Business Insurance
learned.

The Medical Liability Insurance

Co., the New York-based captive,

is o#ering between $100,000 and
*;2 -million coverage to any licensed
physician in the state. A $1,750
contribution to the company's sur-
ri-Nffund plus premiums based on
the amount in the fund are re-

quired of physicians insured by
the captive.

Premiums will range from 15%
to 20 % more than what New York

doctors have been paying to in-
surance companies, according to
Donald J. Fager, president of the
H. F. Wanvig brokerage firm,
which manages the captive.

The mutual company began is-
suing policies last week, Mr. Fager
said, and so far has a surplus of
more than $16 million.

Other state medical societies in

the process of setting up captives
for malpractice coverage include
Michigan, Maryland, and Indiana.

Once five state medical societies

establish captives, a reinsurance

facility with a $1.5 million fund,
established by the American Med-
ical Assn., will go into effect.

The association approved the

reinsurance facility at its annual
convention this month, based on a

study by trustees. (Busines: In-
surance, May 19, 1575).

The reinsurance company will

handle up to 51) % of the primary
insurance premiums of captive
companies.

Other recent developmems in
the mabractice issue include the

activating of joint underwriting
associations by New York and
Rhode Island, a class action law-
suit by eight Rhode Island doctors
and the unionization of more than

1,700 doctors across the nation in
an attempt to increase their bar-
gaining pcwer.

The Rhode Island lawsuit seeks

$100 million damages from four
malpractice underwriters: St Paul
Fire & Marine Insurance Co.: Aet-
na Life & Casualty Co., Travelers
Indemnity Co. and Hartford Ac-
cident & Indemnity Co.

The lawsuit charges that the
four underwri:ers established a

monopoly and have denied Rhode
Island physicians the opportunity
to obtain coverage on an occur-
renee basis.

Local chapters of the Service
Employes International Union, an
affiliate of the AFL-CIO, are in-
creasing their numbers with phy-
sician members.

More than 500 applications have
been received from New York

physicians, according to a union
official. ,

Lloyd's and more than a dozen of
its syndicate members who acted
as percentage participants on the
policy were liable tc pay 95 % of
each loss suffered by Flintkote in
excess of $75,000 up to a maxi-
mum of $1 million.

Flintkote ran up costs of nearly
$575,000, including fines, which
are excluded. In January, it at-
tempted to recover some of $474,-
458 (its costs minus fines on the
case) from the Lloyd's policy
number 035008000, the amount
representing the 95% Lloyd's was
liable for.

Lloyd's turned payment down
cold on the grounds that the of-
ficers named in the Justice De-

partment suit were not acquitted
of criminal charges against them.

According to terms of the in-
surance contract, Lloyd's agreed to
submit to the jurisdiction of a
U.S. court in the event it would

fail to pay any amount claimed to
be due in the policy.

Mendes & Mount, a New York

law firm is the Lloyd's attorney
served with the suit. Mendes &

Mount had not filed an answer to

the Flintkote complaint last week,
although they are required to have
it in by June 29 unless a time ex-
tension is granted. Ralph V. Cur-
tis is handling the case.

The Flintkote complaint, filed
by attorneys Skadden, Arps, Slate,
Meagher & Flom, also names these
Lloyd's members as defendants:

Excess Insurance Co. Ltd.; Na-
tional Casualty Co. of Detroit; Ac-
cident & Casualty Insurance Co.
of Winterthur; National Casualty
Co. of America Ltd.; Bermuda
Fire & Marine Insurance Co. Ltd.;
Accident & Casualty Co. of Win-
terthur No. 2A/C; Employers Sur-
plus Line Insurance Co.; Turegum
Insurance Co.; Stronghold Insur-
ance Co. Ltd.; English & American
Insurance Co. Ltd.; Andrew Weir
Insurance Co. Ltd.; London & Ed-
inburgh General Insurance Co.
Ltd.; New London Reinsurance Co.
Ltd.; Assicurazioni Generali of
Trieste & Venice; and the HeIve-
tia Accident Swiss Insurance Co.
Ltd.

The lawsuit which triggered
Flintkote's claim on its Lloyd's
policy was entitled U.S. us. U.S.
Gypsum Co., Inc. et al., Cr. No.
73-347. It was brought by the Jus-

tice Department against Flintkote
and five other companies and cer-
tain of their officers for illegal
price fixing on Dec. 27, 1973 in
the Western District of Pennsyl-
vania.

On Jan. 16, 1975, Flintkote's
chairman of the board and its

president pleaded nolo contendere
to the indictment returned against
them, and they were dismissed as
defendants.

Lloyd's has been said to have
paid a major D&0 claim in a

price-fixing case in which the in-
sured was found innocent. It is

An Amoco Production Co. official views efforts to cap
a gas blowout on ar oil rig off the Louisiana coast
following a brief fire. -If we can cap the well, darn-
age will be under $10 million,- said Martin R. Flink
Jr., risk manager for Standard Oil Co. of Indiana, the
parent company. "If not, we'll have to continue dril-
ling the relief well to stop it from blowing wild.-
Mr. Fink added that this could mean "killing the well''

Week of June 30,1975

Flintkote's position that its in-
surance contract covers expenses
in its case, too, even though its

officers were not acquitted.
Seymour Weiss, corporate risk,

safety and insurance manager for
Flintkote, was unavailable for
comment. i

Suit is filed

for Saigon
plane crash

WASHINGTON-L ockheed

Aircraft Corp. stands ready to fight
charges of negligence contained in
a products liability class action suit
asking a whopping $545 million,
an amount far exceeding the
amount of liability insurance held
by the aircraft manufacturer.

Lockheed is covered up to $150

million for products liability, with
the coverage 65% in the London
markets and 35% in the U.S. with

Associated Aviation Underwriters

(AAU) and USAIG (Business In-
surance, Jan. 7, 1974) .

The suit filed in district court

here seeks $245 million in com-
pensatory damages and $300 mil-
lion in punitive damages for next
of kin and injured survivors of a
C5A cargo plane crash over Sai-
gon during the airlift in April,

Continued on page 8

and extensive damage. The platform was not de-
stroyed. Like all Standard Oil subsidiaries, Amoco, op-
erator in this joint venture with Texaco, is uninsured-
A $5 million retention per occurrence package policy,
placed in London markets, covers physical damage,
debris removal, fire fighting, control, redrilling and
pollution cleanup expenses and lost production in-
come. The rig is 80 miles off the La. coast.
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Lawsuits over poison
allege personal iniury,
clog Michigan courts

By ELISABETH M. WECHSLER

GRAND RAPIDS, MI.-Some
700 claims and lawsuits totaling
over $340 million have been filed
against Michigan Chemical Co.,
Northwest Industries Inc. and
Farm Bureau Services Inc. since

April, 1974 over alleged damages
in property and personal injury
stemming from the ingestion of a
toxic fire retardant.

To date, all the claims and suits
have been submitted by farmers
who purchased livestock feed pri-
marily from Farm Bureau. The
fire retardant, polybrominated bi-
phenyl (PBB), was inadvertently
substituted for magnesium oxide,
a feed additive, as reported (Busi-

ness Insurance, May 19).
Michigan Chemical, as a major

supplier of the feed nutrient and
Northwest Industries, the parent
company, are named along with
Farm Bureau in many of the suits.

In another major lawsuit, Farm
Bureau is suing Northwest In-
dustries, its subsidiaries and in-
surers for more than $200 million
on six different counts of tort lia-

bility. (Business Insurance incor-
rectly stated the total was over $1
billion, but each count of liability
is considered an alternative rath-
er than a cumulative sum.)

Representatives from Northwest
Industries and Farm Bureau em-

phasize there is no "positive proof"
that PBB caused personal injury

SURVEYORS--APPRAISERS--ADJUSTERS
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suffering alleged in many of the
suits. (Some of the suits and
claims are for livestock and prop-
erty damage only.)

"No specific damages were as-
signed to these claims," said Jim
Knox, one of the attorneys repre-
senting Michigan Chemical.

Kenneth G. Jones, risk manager
for the Farm Bureau, concurred.
"Many (of the claimants) may be-
lieve their injury was caused by
PBB but it may be hard to prove.
There's no indication that people
are having any difficulty that
could be blamed on PBB," he said.

Mr. Jones said that a few of
the lawsuits he is aware of do

mention specific types of "pain
and suffering," adding that he has
no doubt some damages will be
awarded as a result of the jury
system. "All the claimant has to
say is I ate PBB and I'm having
problems and juries will be re-
ceptive," he said. "In cases involv-
ing personal injury where you
can't nail it down, it's customary
for a plaintiff's attorney to shoot
for the moon."

Asked if the personal injury as-
pects might be settled out of court,
Mr. Jones said "it's still too far
down the road."

Among the lawsuits are two for
$5 million and $8 million.

Mr. Knox said he is confident
that no connection can be made
between PBB and bodily injury to
human beings, emphasizing that
the state department of pubnc
health has investigated all reported
incidents and has conducted ex-

tensive testing and examinations
to determine the impact of PBB,
with negative correlations.

"You can't blame the farmers,"
Mr. Knox said. "They're trying to
get money," adding that many of
the livestock damage claims al-
ready have been settled. •
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North Central benefits ...
Continued from page 1

by $1 for each year of past and
future service.

The new monthly benefit per
year of past service is $10, up
from $9, and for future service
the benefit was raised to $14,
starting Jan. 1, 1976.

Mr. Condon sees a general trend
in the airline industry toward
emphasis on pension improve-
ments in contract talks.

"You're getting more interest
from employes (in pensions) now
that wages are at a relatively
satisfactory level," he said. "Pen-
sions have been one of the big

GUIDE TO
FEATURES

Vol. 9 No. 13-Business Insurance is

published every other Monday at 740
Rush St., Chicago, Il. 60611. Applica-

tion to mail at controlled circulation

rates pending at Brookfield, Wisconsin.

Copyright 1975 by Crain Communica-
tions Inc.

items (in negotiations) lately and
this held true on the last one at
North Central."

The great number of people
hired during the heydays of the
airline industry in the 1950s are
now nearing retirement age, Mr.
Condon said. Almost all employes
polled before the contract talks
began said wages and pensions
were the two most important
items, with younger workers go-
ing for more money now and the
older workers going for greater
retirement benefits.

Contracts up for negotiation soon
at other companies organized by
the union are Frontier Airlines,
Denver, and Air West, San Fran-
cisco. National Airlines is the larg-
est company with ground employ-
es represented by the Air Lines
Employes Assn., with 3,200 mem-
bers. Ground employes at the ma-
jor U. S. airlines are not union-
ized, Mr. Condon said, although
organizing drives are now under-
way at United Air Lines and
Trans World Airlines. •

Losses hit $12 million
Insured losses totaled an esti-

mated $12,325,000 as a result of
wind, hail, tornado and rain storms
and floods covering a five-state
area, June 9 to 17, according to
the American Insurance Assn.,
New York. For Texas, the damage
estimate totaled $5,350,000; Kan-
sas $2,800,000; Oklahoma $2,775,-
000 (2 storms); Illinois $1 mil-
lion and Arkansas $400,000.
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Processing of 1,900 plan terminations awaits final rules

Pension insurer offers regs on covered benefits
By RICHARD L. GORDON cases easy to dispose of plan are not immediately guaran- reduction in benefits ment before the date of termina-

The new government corpora- teed in full Because of this problem, PBGC tion
WASHINGTON-The "critical tion said 1t hoped to process and New benefits and increases in pi oposed two alternative coverage Under Alternative 2, the guar-

element" of the pension reform close about 800 of these termina- benefits become guaranteed with- schemes anteed portion of the $300 benefit

law's plan termination Insurance lions with sufficient assets in about in a five-year period generally at Under PBGC's Alternative 1, if would be reduced actuarially to
program-defining what basic re- three months the rate of 20 % a year For ex- an individual had elected or was reflect retirement at age 55 be-
tirement benefits will be covered The remaining plans-those ample, the guaranteed amount of 1 eceiving early retirement benefits because the election was made
-was outlined in proposed regu- with insufficient assets to meet a $100 monthly benefit increase on the date of plan termination, after the date the proposed termi-
lations this month by the Pension benefit promises-cannot be acted which lS two years old when the the benefit would be guaranteed nation was announced
Benefit Guaranty Corp (PBGC) upon until the benefit coverage plan terminates would be $40 up to the amount accrued for nor- PBGC said that where joint and

Just what benefits PBGC will issue is finalized PBGC said it However, a monthly benefit mal age retlrement regardless survivor annultles are in pay status
guarantee is crucial to determin- would accept comments on the increase of $20 or less would be (PBGC's emphasis) of whether at termination, and had been of-
ing the sufficiency of assets in a current proposals until July 5 and guaranteed after one year the election was made before or fered on an unreduced, or subsi-
plan-and in determining the con- hoped to publish the final covei - PBGC, for purposes of coverage, after the announcement of the dized basis, they would be guar-
tingent liability of the plan's age rules by early August has broken down participants into proposed plan termination anteed under the plan termination
sponsoring employer or employers two large groups-those receiving insurance program

The pension reform law makes PBGC has proposed covering benefits at the date of termination Under Alternative 2, if early re- Supplementary payments that
sponsors of defined benefit pension normal age retirement benefits, and those not yet receiving bene- tirement was elected after the an- are made under some early retire-
plans liable for up to 30 % of their certain early retirement benefits, fits nouncement of the proposed plan ment plans to make up for Social
net worth in the event they termi- disability retirement benefits, and If an individual was receiving termination, the amount guaran- Security benefits that do not be-

nate a plan with assets insufficient pensions for survivors of deceased benefits at termination and had teed would be reduced actuarially come effective until age 62 or 65
to meet these basic benefits plan participants retired at the normal retirement to reflect the age of the participant will not be guaranteed by PBGC,

"To the extent that the covered Any benefits guaranteed by age under the plan (or later), his at retirement unless the early re- however
benefits are limited," said Steven PBGC, however, are subject to pension would be guaranteed by tirement decision was the result of To cover such benefits would

Schanes, acting executive director the pension reform law's overall PBGC as long as it did not exceed the fact that employment could expose PBGC to serious financial
of PBGC, "the cost iS less and the limitation on benefits which states the benefit accrued for retirement not continue risks," officials explained
implication of contingent liability that maximum guaranteed bene- at the normal age PBGC officials stressed that that If an individual is retired under
is less fits may not exceed the value of a was an important distinction Un- a permanent and total disability

life annuity beginning at age 65 For example, an employe who reduced early retirement benefits retirement provision when the
"To the extent that the coverage equal to the lesser of. retired with 30 years service and, would not be guaranteed under plan teiminates, the disability re-

is broad," he said, "that means we • the participant's highest av- under the plan's provisions, had this alternative unless the em- tirement pension would be guar-
have acceded to the interests of erage salary for a consecutive five- accrued a monthly benefit of $10 ployer was shutting down opera- anteed
the participants " year period under the plan, or for each year of service, generally tions as well as terminating the

Settlement of the question of • $750 a month, adusted for would be receiving a plan benefit plan PBGC officials said that, rather
what benefits are guaranteed un- increases in the Social Security of $300, which would be guar- "We're in the business of guar- than develop their own rules for
der the law lS currently holding benefit and contribution base (for anteed by PBGC and for which anteeing pension benefits," a u hat constitutes a disability, they
up the processing of about 1,900 plans terminating in 1975 the ad- PBGC would hold the plan spon- PBGC official explained, "not would accept whatever definition
plan terminations justed figure is $801 14) soi liable guaranteeing the continued opera- the plan uses

PBGC officials said about half Another limitation is that where Early retirement benefits posed ton of pension plans If a spouse or other dependent
of these pending cases were be- a plan or an amendment has been a problem for PBGC because However, even under Alterna- 15 receiving a survivor's pension
heved to have assets sufficient to adopted or made effective within many of these benefits are subsi- tive 2, if the election was made or because of a participant's death
pay the pension benefits promised the five year period before termin- dized by the plan sponsor m order benefits commenced before the before retirement, and prior to
by the plan sponsors, making these ation, the benefits provided by the to eliminate the normal actuarial proposed termination was an- plan termination, the pension

nounced, the benefit would be would be guaranteed
guaranteed, as in Alternative 1, up If the participant died after re-

Manufacturing irregularities often to the amount accrued for normal t.rement, and prior to plan termi-
age retirement. nation, the survivor's pension un-

der the plan would be guaranteed

crux of product cases: Attorney To illustrate the differences be- up to the amount accrued for the
tween the two alternatives, PBGC deceased participant's normal re-
said consider a case in which a tirement age

CHICAGO - Manu facturers machine, Mr Nelson said, but add- accidents involving the product, proposed plan termination on De- Separate guarantee conditions
should pay close attention to any ed that the decals must last the learn how the consumer achially cember 31 ls announced on Novem- apply to Individuals not receiving
deviation between product speci- life of the item to stand up in uses the product" and make sure ber 1 Employment opportunities benefits on the date of plan termi-
fications and actual manufacturing court as an adequate warning any experts called to testify in will continue after the plan ter- nation
practice, advised Paul C Nelson, He advised manufacturers to court are "effective communica- mination If an Individual has a vested

attorney for International Harves- keep "meticulous records of any tors before laymen juries " On November 30, an individual right to normal age retirement un-
ter Co who is 55 years old and is entitled der the plan-that 15, the indivi-

Plaintiffs' lawyers always look - > under the plan to an unreduced dual has met the conditions under
for inconsistencies in order to es- monthly benefit of $300 (the ben- the plan which entitle him to a
tablish a sound case, Mr Nelson efit for normal age retirement at pension at the normal retirement
told participants at the 38th annual 1 65) applies for early retirement age even if he were to be separat-
Administrative Engineers Confer- LU ! Under Alternative 1, the full ed from the Job sooner-the vest-
ence here. $300 would be guaranteed because ed pension would be guaranteed

He recommended product recall 1 the individual elected early retire- Continued on page 4
campaigns and the development of
minimum safety standards to fore- .

stall the current "wave of con-

sumerism on which product liti- Recordkeeping key to
f

gation is riding.
Most lawsuits involving prod-

ucts deal with poor design, a man-

proper servicing or the failure of

product recall program
ufacturing or assembly defect, im-

CHICAGO-When an engineer's were minimal but the exposure
the manufacturer to warn the user risk analysis indicates a safety of the public to the product great-

' of the danger in operating the problem may exist, a company ly increased by allowing those dis-
product, he explained. should have a predetermined re- rributed to be sold, a stop selling

- it call organizational structure which order may be given, Mr Peters
"Safety is not what you think lS can be put on immediate alert, a added

safe but what the average custom- ji retail executive said "If the decision is to recall, the
er will think of as safe," Mr Nel- .

son said To avoid problems he l Recordkeeping lS the key factor communications system must deal
in a successful product recall pro- with the action to be taken" which

advised manufacturers to make gram," said Inwell Peters, man- depends on advance planning,
products idiot proof. ager of service engineering and speed and accuracy, Mr Peters

Many of the lawsuits could be service quality assurance for Sears, said
eliminated if the insurance 1ndus-

try "would examine the insured's
Roebuck & Co.

Safety has little value if the He underlined the importance of
manufacturing and assembly ac- necessary follow-through is not having one person oversee and
tivities, especially those involving accomplished, he warned At Sears, coordinate the action and keep ac-
safety critical components or sys- a corporate product safety com- curate records of action taken
tems," Mr Nelson said mittee meets to assess the serious- Sears requires all outlets to re-

ternal defects with the use of ul-

He advised the industry to "look 1 i.'f tz,: l ness of the product hazard and to poi t quantities of a product re-
beyond the cosmetics of the prod- W#-Ir y decide whether lt should be re- turned or repaired via a coupon,
uct and examine the possible in- called and replaced or located and Mr Peters said

repaired, he said "Prevention is far better than
trasonics and x-rays with an eye any recall," he emphasized "How-
on those parts where material . If the potential risk of injury is ever, if a recall is necessary, every
failure is likely to cause a serious , fl

r. , i small and the public's exposure to manufacturer, distributor and re-
accident the product is minimal, a stop tailer should have an effective

Warning decals are an "excel- shipment order may be sufficient, system to handle the necessary ac-
lent means Of alerting users" of a Sears, Roebuck employe tests a flame-retardant finish used in a line of Mr Peters explained tion in a timely and routine man-

wlf-pytinnt,:chinr, rittin flrinn,1 ninS+,A„„ fAr rb,IA,on However if the rifk Af innirv npr
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Pensions...
Continued from page 3
up to the amount accrued for nor-
mal age retirement.

For example, if an individual
has 20 years of service on the date
the plan terminates and is fully
vested in a monthly benefit of $10
for each year of service, the guar-
anteed benefit would be $200. He
would begin to receive it when he
reaches the normal retirement age
specified in the plan.

If an individual is eligible for
early retirement on the date of
plan termination, and retires after
the date of plan termination, the
early retirement pension under the
plan would be guaranteed up to
the amount accrued for normal age
retirement, actuarially reduced to
the age at which he retires.

For example, if on the date of
plan termination, an individual is
age 55 and is eligible under the

plan to retire early with a $300
monthly pension, which is the
amount accrued for normal age
retirement at age 65, for purposes
of the guarantee, the $300 benefit
would be actuarially reduced to
reflet retirement at age 55.

If a retired participant dies after
the date of plan termination (re-
gardless of whether the retirement
occurred before or after the plan
terrnination date), a pension pay-
able to a surviving spouse or de-
pendent would be guaranteed up
to the amount of the benefit the

deceased participant accrued for
normal age retirement.

If the survivor's benefit is pay-
able solely in a single installment
which is actuarially derived from
a retiree's employed benefit, the
value would be guaranteed.

Comments on these proposed
rules should be sent by July 5 to
the Office of the General Coun-

sel, Pension Benefit Guaranty
Corp., P.O. Box 7119, Washington,
D.C. 20044. •

Pension insurance cost
same, 'til further notice

WASHINGTON-The cost of

insuring private pension plan ben-
efits through the Pension Benefit
Guaranty Corp. will-until furth-
er notice-remain the same, it was
announced this month.

That means that single employer:
defined benefit plans will pay one
dollar per participant for their
next 12 months coverage and mul-
ti-employer plans will pay 50
cents per participant.

The rates are identical to those

initially established when the Em-
ploye Retirement Income Seurity
Act (ERISA) was signed into law
last September 2.

The premium payments are due
soon after the start of each new

plan year.

The new government corpora-

tion indicated it is studying other
rate formulas and expects to de-
velop one for utilization at a fu-
ture date. -

The agency said the study will
include the possibility of allowing
plans to elect to use any new rate
formula for premium payments
that will cover their second full
plan year under the new pension
reform law.

For the fiscal year ending this
June 30, the corporation said it
expects to have collected $35.4 mil-
lion in premiums from single
and multi-employer plans. That
amount includes a prorated premi-
um for the remainder of any plan
year in effect when the pension
reform bill become law last Sep-

Are your renewal costs
going to blow the budget?

In these strange and difficult times, chances are that
your insurance budget could blow sky high.

Chances are that now is the time to look at the

unique combination of advantages that only Gallagher
can offer. Advantages that are relevant.
Objective. Informed. Uninhibited. Con-
temporary. Reliable.

Like writing a highly competitive
first dollar program utilizing our own
London-Lloyd's joint venture along

with domestic markets.

Like our own Gallagher-Bassett self insurance
services. Like the minute attention to detail that our

47 years of experience has taught us to give to our
clients clients who include some of the

world's leading organizations.
So if you're concerned about re-

newal costs, please give us a call.
Chances are that we can help you un-
cross your fingers.

ARTHUR J. GALLAGHER & CO.
1 E. Wacker Drive, Chicago, Illinois 60601 · Phone 312/321-1700

• An International Organization Providing Excess Coverages and All Related Services for Self Insurers
• Brokers for Commercial, Industrial and Institutional Insurance Programs

tember plus full 12-month premi-
ums for plan years that began be-
tween September 2 and this June
30.

The corporation said it expected
premium income for the fiscal year
ending June 30, 1976, to be $28.1
million. The figure for the coming
year is lower than for the fiscal
year j ust ending because it does
not include any prorated payments
for partial years.

The corporation took a key step
toward developing a new premium
rate formula by proposing this
month j ust what basic retirement
benefits would be covered by its
insurance program.

The definition of covered bene-
fits is needed before any determi-
nation of risk for individual plans
can be made. •

Benefit chief:

Soc. Security
needs reform

WASHINGTON-A two-step
program to ward off possible in-
solvency of the Social Security
system-including a one percent
increase in present tax rates-was
urged this month by Walter Klint,
director of employe benefits for
Continental Can Co.

Mr. Klint testified before the
Social Security Subcommittee of
the House Ways and Means Com-
mittee as chairman of the National
Assn. of Manufacturers and Task
Force on Social Security.

The NAM proposal called for
the one percent increase in tax
rates to be legislated for 1976, with
a second similar increase planned
for 1980 or shortly thereafter.

The second part of the proposal
would waive the present automatic
increase formula of calculating old
age benefits for future retirees in
favor of "wage indexing" an em-
ploye's earnings record and utiliz-
ing a "new, dynamic benefit for-
mula."

Mr. Klint said the two proposals
would take care of the system's
financing problems for at least the
next decade.

He said the NAM's recommend-
ed solution to the problem is the
"most responsible and equitable
means of providing the needed
flow of cash over the short range."

He emphasized that the NAM
could not support other proposals
calling for arbitrary expansion of
the taxable wage base and transfer
of funds from general revenues.

Mr. Klint said Dr. Robert My-
ers, NAM's consultant and former
chief actuary of the Social Securi-
ty Administration, found the re-
cent report of the Social Security
trustees to Congress understates
the system's financing problems.

He said one table in the report -
indicates that the old age survivors
and disability insurance trust fund
will be exhausted in 1980 with a
deficit, by 1983, as high as $26
billion; and the disability income
trust fund will be drained in mid-
1979 with a deficit, by 1983, as
high as $5 billion.

He warned, however, that, real-
istically, the life expectancy of the
two trust funds is even shorter. •

Hairstylist protection
A single hairstylists' liability

policy covering professional prod-
ucts and premises liability for pro-
fessional beauticians and barbers

is offered by Fireman's Fund
American Insurance Cos. The pol-
icy covers malpractice claims from
services such as hairstyling, sham-
pooing, cutting, trimming, hair re-
moval, coloring, tinting, bleaching,
manicures and pedicures typically
performed in beauty and barber
shops.
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You'll find a little bit of Wausau practically
everywhere in the country. Including Hawaii,
Alaska and Puerto Rico. Even north of the
border, in Canada. Because it's mighty helpful
to have your insurance company doing busi-
ness wherever you're doing business.
Especially if you're located practically
everywhere. Take, for example, the Pennwalt
Corporation, headquartered in Philadelphia. ..

Pennwalt, a highly diversified firm,
manufactures chemicals, health products and
specialized process equipment. They have 17
divisions and subsidiaries operating 43 plants
all across the U.S. and Canada. Each location

COME TO THE SOURCd
Get theWausau Story
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virtually demands a custom approach
to its insurance problems.

Any of our 228 offices can make
available whatever type of specialist or
service is required by any Pennwalt location.
This keeps Pennwalt's whole insurance
program in accordance with their corporate
standards . and helps control costs as well.

Whatever your business insurance
needs look us up. We're the people who
know business insurance like nobody else
in the business. Just come to the sources...
any of our 228 offices across North America.
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washington watch

Cabinet officers rap Congressional
attempts to amend retirement law

WASHINGTON-Treasury Sec-
retary William E. Simon and La-

bor Secretary John T. Dunlop
have condemned the first serious

move to amend portions of the
Employe Retirement Income Se-
curity Act (ERISA).

The amendment bill (H.R. 7597)
was filed this month by Reps.

John H. Dent (D-Pa.) and John
N. Erlenborn (R-Il.) and quickly
approved by Rep. Dent's House
Labor Standards Subcommittee.

Action at the subcommittee level

occurred so fast this month that

the Labor and Treasury Depart-

ments-the two agencies in charge

of implementing the law-were
unable to comment on the amend-
ments.

With the bill heading for ac-
tion by the full House Education
and Labor Committee this month,
the two secretaries directed their

displeasure at that committee's

chairman, Rep. Carl D. Perkins
(D-Ky.).

Rep. Perkins was told the pro-
posed amendments "would result
in an unwarranted and dangerous

dilution of the protections which

ERISA established for the em-

ployes covered by our nation's
private retirement and welfare
plans."

The two secretaries said that

"as it stands, ERISA constitutes a
balanced, workable statute" and
that the proposed amendments
were "both unnecessary and pre-
mature at this time."

The amendments wouId change
the law in several areas, but the
major features of the bill would:

• eliminate section 405 (a),
which establishes co-fiduciary lia-
bility;

TUNE IN
WIMBLEDON
Saturday, July 5th

on NBC Tr.

See the action from
Wimbledon as the

Aetna Insurance

Companies present
this year's edition of
the world's oldest

tennis tournament.

See your local TV listing
for time and station.

aetna

Insurance companies

• require the Pension Benefit
Guaranty Corp. (PBGC) to make
available by September 1 some

sort of contingent liability insur-
ance for employers sponsoring
pension plans;

• cut out of the law its con-

troversial section 406 list of pro-

hibited party-in-interest transac-
tions;

• and take away from the La-
bor Department its authority to
design forms for collecting infor-

mation on tax-exempt employe
benefit pIans and give that ex-
clusively to the Internal Revenue
Service.

These sections of the law had

come under strong criticism in late
April and early May when Rep.
Dent's subcommittee conducted

oversight hearings to review the
implementation of the law, which
was enacted last September 2.

Elimination of Section 405 (a),
the co-fiduciary liability item,
apparently would not appreciably

reduce the liability exposure of
plan trustees and fiduciaries un-
der the law.

Rep. Dent said dropping section
405 (a) would "make it clear

that liability will be imposed on
any fiduciary only to the extent
he has undertaken to perform an
act or function and has failed to

perform in a prudent fashion.
"This change will eliminate

those provisions that could be con-

strued to impute a fiduciary lia-
bility for the misdeeds of another
solely on account of their fiduci-
ary status," he said.

Section 405 (a) states that a fi-
duciary will be liable for the
breach of another fiduciary if:

• he participates knowingly in,
or knowingly undertakes to con-
ceal, an act or omission of anoth-
er fiduciary, knowing the act or
omission is a breach.

• by his failure to comply with
his fiduciary duties in the admin-
istration of his specific responsi-

bilities which give rise to his
status as a fiduciary, he has en-
abled some other fiduciary to com-
mit a breach.

• he has knowledge of a breach
by another fiduciary, unless he
makes reasonable efforts under

the circumstances to remedy the
breach.

A spokesman for the Dent sub-
committee staff said eliminating
405 (a) would end the possible
implication that fiduciaries had to
"spy" or "snoop" on their co-fi-
duciaries in order to protect them-
selves from liability.

Availability of contingent lia-

bility insurance would help solve
one of the major problems employ-
ers have with the law's plan ter-
mination insurance program.

Under that program, an em-
ployer sponsoring a defined bene-
fit pension plan could be liable
to PBGC for up to 30% of his

company's net worth if he ter-
minates his pension plan with in-
sufficient assets to pay basic re-
tirement benefits.

PBGC officials said they had
no comment now on the proposal
to make the contingent liability
insurance available this year.

Curiously, the interest group
that spoke most directly for the
immediate need of contingent lia-
bility insurance for employers was
the United Auto Workers union.

Melvin Glasser, director of the
UAW's social security department,
told the Dent subcommittee at its

oversight hearings that contingent
liability insurance should be avail-
able no later than next Jan 1.

Mr. Glasser said that "In the

absence of such reinsurance, many
employers adamantly oppose any
increase in pension benefits cov-
ering past years of service since it
automatically increases the un-
funded past service liability and
therefore the employer's contin-

gent liabilities in the event their -
plans terminate."

The decision to remove the sec-

tion 406 prohibitions on party-in-
interest transactions comes after a

long wrangle led primarily by the
National Coordinating Committee

for Multi-Employer Plans.
The legislative problem of re-

moving the section is a complex
one, however, because the rule
appears in both Title 1 of the law,
administered by the Labor Dept.,
and in Title 2, administered by
the Treasury Dept. The current
amendments affect only Title 1.

Under Title 1, fiduciaries could
be open to civil suits for violating
the party-in-interest rules. Under
Title 2, the party-in-interest in-
voIved in such transactions could

be subject to special excise taxes.

The problem with the rule is
that it imposes a blanket ban on
all party-in-interest transactions

except those specifically exempted
by the Labor Department and the
Internal Revenue Service. •



./%==,

+I). f

411+ :iI1 / A i. r--

«.f-/ LYSBWifl
& / ,6

G»

4

HPR. It's insurance on a Highly
Protected Risk. And it's availab e to

larger properties that are
sprinklered. And either protected
by watchmen or by supervised
alarm service.

I f you qualify, we're a good bet to
save you money on your prope-ty
insurance. And if you don't qualify,
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If youtake serious fire precautions, we'llsaveyou serious money.
one of our professional fire pro-
rection engineers can show you
what it takes.

Call the people who cover your territory.
Your independent agent or broker who
represents us. Or write Pete Standbridge,
Sales Manager, Kemper Insurance Companies,
Long Grove, Illinois 60049.

V/e're the largest non-pool writer 1 w
of HPR. L .-_0_
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Ride with one of the strongest
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Lockheed product liability suit...
Continued from page 1
in which between 150 and 200

persons were killed and about 100
others were injured.

The plaintiff in the action is the
administrator of the estate of Jo-

an K. Pray, whose attorney is
Oren R. Lewis Jr. of Arlington
Va. The question is whether Lock-
heed is liable to members of the

class for damages caused by „al-
leged negligence, alleged breach
of warranty, and strict liability in
tort for the design, manufacture,
assembly, testing and sale of the
aircraft in question, and for Lock-
heed's alleged failure to issue ap-
propriate warnings regarding the
alleged inherent defects of the air-
craft. Mr. Lewis's firm also rep-
resents 14 of the plaintiffs in the
McDonnell-Douglas Corp. liability
case involving the crash in Paris
of a DC10 jumbo jet, which killed

346 persons.

Lockheed, which is represented
in this case by the Washington law
firm of Haight, Gardner, Poor &
Havens, has until July 23 to reply
to charges, which include:

• thet Lockheed knew, from a
time early in the design of the
CSA, that the rear cargo loading
door and associated equipment
would in the absence of adequate
pressure venting, cause explosive
decompression of the plane, and
eventually its failure.

• that Lockheed's knowledge of
the problem and of the gravity
of the danger at a time "substan-
tially prior to April 5" (the crash
date) is evidenced by, among oth-
er things, its static testing of the
CSA aircraft.

Lockheed, in its latest filing of
a report with the Securities &

Exchange Commission, acknow-
ledged that the damages claimed
are "substantially in excess" of
the company's insurance coverage.
But, the company added, it be-
lieves it has adequate defenses
against the action, and that the
damages claimed are "grossly ex-
cessive.:'

"For this reason, the company
believes that any recovery against
it would be covered by insurance,
and the case has been referred to

(the) insurance carrier to under-
take defense of the action," Lock-
heed said.

Robert Butler, director of cor-
porate insurance at Lockheed, told
Business Insurance that it is Lock-
heed's position that it will not be
the defendant because no evidence

has been brought forward showing
that it was a defect in the craft

to act as proximate case of the

accident. "There has been nothing
developed to indicate there was a
defect in the aircraft itself," he
added.

Rather, Mr. Butler indicated
that "there is a possibility that
there was some failure among the
air crew to see that the ramp
latches were secured before take-

off." The plane belonged to the
U.S. government, but the govern-
ment was not named as a defend-
ant.

He confirmed that USAIG has
been asked to handle the defense.

In a news release dated June

24, Sen. William Proxmire (D-
Wi.) accused the Air Force of
covering up evidence of a safety
hazard in the C5A cargo plane
produced by Lockheed. Sen. Prox-
mire said he received information
from one Don Whitt several weeks

ago of evidence of a "serious de-
sign deficiency" and operational
failures with the plane's cargo
doors.

All Marsh G McLennan offices
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Mr. Whitt was described as

having worked in the C5A pro-
gram, and presently being em-
ployed as a program edit analyst
responsible for preparing detailed
instructions for the troublesome
doors.

Air Force sources, however, said
that to their knowledge Mr. Whitt
never worked for Inckheed or for
the C5A program. Furthermore,
when problems were discovered
with the door back in 1969 before
the plane was even cleared for
flight testing, modifications were
made in the latch system, the Air
Force said.

There have never been any in-
flight failures until the crash
near Saigon in April. Ground
failures in 1971 prompted the Air
Force to develop an improved door
systern.

The Air Force said it believes
Mr. Whitt worked for a firm that
wanted to develop a technical in-
struction program for use in main-
taining and operating the door sys-
tem. The Air Force did not buy
Mr. Whitt's company's program.

The Air Force said it appeared
that three of the locks on the cargo
pressure door failed in flight, cre-
ating a "dynamic overload" on the
other locks and reulting in fail-
ure of the pressure seal and sud-
den decompression. Decompression
caused several critical parts of the
plane to strike the fuselage and
sever control cables, resulting in
the crash.

Of the 330 people on board the
craft when it crashed, 247 were
Vietnamese war orphans, of whom
98 were killed. Others killed in-
cluded 11 air crew and seven civil-
ians. The hull value of the CSA
was put at $56 million. ,

(This report was compiled by
Susan Alt with information from
Richard L. Gordon in Washington,
and Joanne Gamlin in Los An-
geZes.)

Tell agents
of fiduciary
responsibility

CINCINNATI-"A life insur-
ance agent who introduces himself
as a pension plan consultant and
indicates that his function is to
help select the best funding me-
dium for the plan is going to have
a difficult time showing he was
not acting as an investment ad-
viser," said George L. Powell, as-
sistant general counsel for Pru-
dential Insurance Co. of America.

If certain guidelines are fol-
lowed, however, the agent can
market .pension plans without be-
coming a fiduciary under the Em-
ploye Retirement Income Security
Act, he explained to a joint meet-
ing of the Society of Actuaries and
Conference of Actuaries in Public
Practice here.

Mr. Powell advised life insur-
ance agents to avoid giving the im-
pression that they are selecting the
best approach but rather to present
all alternatives to the plan admin-
istrators so that they can make the
decision.

"The agent's training, licensing
and continuing education are fac-
tors which will cause people to see
him as a quasi-professional," Mr.
Powell said, adding that it is im-
portant to present oneself as a sales
agent for a life insurance company
though "it works against a rea-
sonable person accepting him as a
disinterested adviser."

Another precaution is for the
agent to make a full disclosure of
the benefits and values that will

be accumulated at various dura-

tions of the contract, Mr. Powell
advised. ,



Accountant argues tor

statements of carriers
QUEBE C-"Communicating

something fairly means telling it
like it is," said J. T. Arenberg Jr.,
a partner with Arthur Andersen &
Co., a major national accounting
firrn.

"An accounting practice which

understates surplus and causes
earnings to be depressed in periods
of growth or- benefited when vol-
ume declines, is not telling it. like
it is nor communicating in a
way that lends credibility to the
stability of the industry," he told
participants at the American Mu-
tual Insurance Alliance conference

here.

"We (accountants) acknowledge
that there may be merit in the ul-
tra-conservative manner in which

capital is measured for regulatory

purposes," Mr. Arenberg con-
tinued. "It tends to be a worst

view approach, placing the em-

phasis on liquidity and solvency
up to a point. In doing so, how-
ever, it does great violence to the
meaningfulness of the operating
statement," he added.

He went on to explain that ac-
countants are "equally concerned
with the fairness of their operating
statement and the balance sheet"

while regulatory agencies are
more interested in the latter.

Accountants "believe that ad-

justed financial statements can
serve all purposes," Mr. Arenberg
said adding that.he does "not
think statutory financial state-
ments meet this test."

Mr. Arenberg said accountants
have not been able to justify the
2-to-1 rule in measuring the capa-
city of an insurance company. Em-
pirical .evidence has never been
offered to "support the logic of '
the rule," he said. ,

"Regulators and (insurance)
companies alike seem to be wring-
ing their hands as ratios have risen
to 5-.or 6-to-1," Mr. Arenberg
said. "In some companies volume
is being curtailed to bring the ratio
down. Over the long term cur-
tailment can't be the answer be-

cause.the public's demand for in-
surance coverage will be met by
government if not by industry."

He said a study covering 45
years was conducted to evaluate
how little capital was needed to
operate an insurance company
given its actual underwriting ex-
perience for that period. "For all
the companies;" he said, "the ratio
ranged from 1.5-to-1 to 500-to-1
with the average being 50-to-1
and the median being 12-to-1."

Considering the 1974 stock mar-
ket, Mr. Arenberg said he ques-
tions whether it "makes sense to

measure capacity against unreal-
ized appreciation particularly
where the appreciation isn't even
tax affected."

In addition, Mr. Arenberg ques-

P/C insurance study
Stan f ord Research Institute,

Menlo Park, Ca., 'has been com-
missioned to evaluate current clas-

sifications in property and casualty
lines. The report, expected to be
released in· nine months, will at-
tempt to develop a better under-
standing of the various types of
classification systems and criteria
currently used. The study will also
develop a conceptual framework
for understanding the social and-
economic effects of using diverse
individual and geographical clas-
sification criteria in insurance

pricing.

tions whether companies should be
allowed one capacity ratio for ca-

pital invested in bonds and a more
conservative ratio for capital in-
vested in equity securities.

"Do current rate setting · pro-
cedures assure a fair return on

the capital that is determined to
be required?" he asked. "Is the,
return on capital vaild in the

insurance industry particularly
when so much of what is accom-

plished is based on investment
income?

"Regulation can hardly be ex-
pected to control investment rates
of return," he said. •
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Unconditional Surrender
Gives Aviation Market

Peace and Predictability

"The major benefactor of the aviation market's return to
orderliness is the Insured. While he may have enjoyed several
years of "bargain" premiums, the erosion of the market's
stability was threatening to collapse both "bargain" and
prudent sources. Had·it not been for the intruding
opportunists' lack of financial stamina, and the rude awakening
suffered by some markets when they attempted to match
dangerously low premiums, chances are that eventually the
market would becomeso unstable that not even AOA would
want to be a part of it.

"What was AOA doing all this time? The opposite.
"When we first saw what was coming, we decided to

counter by getting tougher on the standard of business we
accepted. AOA wanted no part of the self-destructing price
war and refused to jeopardize the market's future. Our
position was to protect our Insureds, our Agents and our own
future as much as possible until the inevitable remission of the
unreliable elements.

TEL: (212) 791-2100

f

"This attitude kept AOA strong and growing, able to
offer more services, handle larger capacity and, ironically, amid
all the uncertainties, gain participation by more and more
domestic insurance companies. They know that AOA is
competitive in the most positive sense of the word. They know
AOA is in the dawn of new interest and entering an age of
dynamic growth. They want to be part of it.

"What about yourself?
"If you are an Agent, we will teach you the secrets of our

success and the importance of a stable market.
"If you are an Insured, our Policies and Claims Servicing

speak for themselves. The market's security, therefore, your
security and even your Agent's security, is as much a part of
our trust as our fair and well managed profits."

WILLIAM H. ALDERMAN
President

AVIATION OFFICE OF AIVIERICA
INCORPORATED

A GROWING INTERNATIONAL AVIATION INSURANCE AND AEINSURANCE ORGANIZATION
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CNA customers can expect changes
in pricing and servicing of accounts

NEW YORK-Corporate cus-
tomers of Continental Casualty Co.
and the Continental Assurance Co.,
as well as other CNA Financial

Corp. subsidiaries, can expect a
number of changes in pricing and
servicing on their accounts in the

near future, according to the new
chief executive officer of the CNA
Insurance Cos.

Edward J. Noha, a former All-
state executive who took over the

top slot at CNA when the finan-
cially-troubled Chicago firm was
acquired by the Loews Corp. late
last year, was in New York to un-
veil an overall reorganization of
CNA's insurance operations.

For starters, customers can for-

get separate subsidiary names like
Continental Casualty. They will be

retained for legal purposes, but all
dealings with subsidiary compa-
nies will be under the CNA logo,
as part of the major goal of cre-
ating a single insurance writing,
marketing, and servicing entity.

Highlights of Mr. Noha's an-
nounced reorganization of CNA,
from the risk management and
corporate insurance buyer's point
of view include:

• The likelihood that CNA will
be firming up--and standing be-
hind-higher premium levels.

• A significant increase in the
firm's reinsurance capacity.

• A decrease in certain lines of
insurance CNA has found unprof-
itable, such as trade association li-
ability insurance.

• A possible move by the cor-
poration to offer risk management
services on a fee basis in the fu-
ture.

Corporate accounts of half a
million dollars or more will con-

tinue to be handled by CNA's na-
tional accounts division, headed by
J. R. Wiedemann; smaller com-
mercial accounts will have their

own division headed by Don Hard-
er. Both will fall under the major
lines department of the insurance
operations group.

Mr. Noha said all premium pric-
ing decisions would emanate from
CNA's home office-which he

heads. And he indicated his agree-
ment with statements by some
other large underwriters like the
Insurance Co. of North America

(Business Insurance June 2) that
he intends to stick with higher in-
surance premiums that reflect in-
flation-even if it means losing
some business initially.

"We've suffered the same thing
INA has over the last six to nine

months," Mr. Noha commented in
response to a remark that INA has
lost millions of dollars from com-

mercial clients over the past two
years due to its firm premium
stance.

"Large commercial risks repre-
sent so much of our market that

even if you want to turn your
back on it you can't. Our industry
as a whole has failed to reflect

pricing cost realities on renewals.
We'll have to make an overt effort

to build an upward margin for
inflation, to build in margins for
the undeveloped portion of claims,"
he remarked.

One of the things CNA is doing
in-house to meet its own risk ex-

posures, presumably including

If your plant went up in company cannot afford a cata- about "protection" than
flames tomorrow, you could be strophic loss which imposes severe "insurance." For good reason. It's
facing a much greater financial and unrecoverable indirect losses. always better for your business to
crisis than you realize. That's why, before we work to prevent a loss, than to

Even if you have the most provide insurance, we'll work simply insure against it and take
comprehensive replacement closely with you to protect your your chances.
insurance program, there's still one business against the perils that But today, it's more important
cost not covered. You probably cause so much unnecessary rhan ever.
won't rebuild your plant the same damage and loss. Our experts Write for a copy of our new
way as the lost facility. This could can show you how a loss preven- loss prevention brochure. Or MdINE:S. PUK3104

mean an investment in excess of tion program helps you to call your nearest Philadelphia
recoverable replacement costs. protect yourself. Manufacturers Account philadelphia

The hard fact is that against At Philadelphia Representative and ask how Manufacturers
todafs economic background a Manufacturers, we talk more we can help.

MUTUAL INSURANCE COM[KNY

1.25IZFZ Box 824

A ip [T i File 1 1 DETRICT OFFICES: Atlanta, Ga:; DeWitt (Syracuse), N.Y.; Greensboro, N.C.; Houston, Tex.; Whittier (Los Angeles), Ca.; Valley Forge, Pa. 19482
t40*i' ti 1 1 New York City. N.Y.; Southfield (Detroit), Mich.; Towson (Baltimore), Md.; Toronto, Ont.; Valley Forge (Philadelphia), Pa. (215) 687-8150

business losses, was to set up a
special loss prevention area in its
new technical services department.

While Mr. Noha said his' pri-
mary concern at the moment was
to build CNA up from the inside,
he said the firm would consider

offering risk management services
for a fee as "a logical extension"
of its operations. He also said he
would give some consideration

down the line to acquiring a whol-
ly-owned brokerage operation.

Loews Corp. pumped $40 mil-
lion into CNA Financial Corp. 'ef-
fective April 1 this year, in reverse
of the publicized situation of a
number of holding companies

which have been sucking funds
frorn insurance cornpanies they
acquired, the CNA executive not-
ed.

"And that's $40 million in cold,
hard cash, it's not one of those
deals with properties or foreign
bonds," Mr. Noha emphasized.

Because of the Loew's boost

( which also included some extra-
ordinary dividends) CNA's sur-
plus position was at least tripled
and probably quadrupled, Mr.
Noha said.

"Our ratios are now less than

two-to-one," he said. (Two dol-
lars of written premiums for every
one dollar of surplus). Over the
last six months, many large insur-
ance connpanies have been strug-
gling to bring their ratios below a
four-to-one level, which is con-
sidered by some insurance experts
to be the highest "safe" ratio an

underwriting firm should operate
with.

Reinsurance activities of CNA

are currently at the $40 million
to $50 million dollar range, and
Mr. Noha said under the current

corporate reorganization he ex-
pects a significant expansion of
this market.

"We're still losing money on an
underwriting basis, but we're
starting to stabilize," he noted. He
confirmed that CNA will be with-

drawing from certain unprofitable
markets.

"We're going to pre-select types
and classes of business, and will

definitely withdraw some. For in-
stance, we had combination mort-
gage disability accounts for over
10 years, but we've dropped them.

"We're also being selective in
our trade association businesses,
like plumbers, scrap iron and steel
associations and restaurant associa-

tions. We just cancelled a major

restaurant association we held, as
a matter of fact," Mr. Noha said.

CNA is one of the major under-

writers of architects' and engi-
neers' liability insurance, provid-
ing a program for the American
Institute of Architects and the

National Society of Professional
Engineers through CNA's under-
writing manager, Victor 0. Schin-
nerer & Co., a Marsh & MeLennan
subsidiary in Washington, D.C.

According to Mr. Noha, CNA
will remain committed to supply-
ing errors & omissions coverage
for this special group, even though
the company "has lost a lot of
money" on the business. Whether
the AIA will stay with CNA in
the face of very substantial rate
increases over the last year (an
average of 100% increase in most
cases) remains to be seen. But Mr.
Noha said CNA lost less business

from architects after the rate hikes

than it had expected to.

Mr. N6ha emphasized that the
one of the major reasons for CNA's
reorganization, which will revolve
around six departments with a

single marketing strategy, would
be to simplify points of contact and
service for CNA's customers.

He also plans to initiate an ac-
count direct billing system by next
year and to make the entire port-
folio of CNA products available to
its producers to simplify the buy-
ing process. •



And benefit from a stable insurance
market in an often unstable world(

It isn't easy to provide market sta-
bility. It takes skilled underwriting
and an intimate knowledge of the
market. It takes a long, hard look at
the past and a sense of understand-
ing to forecast the future. And in
marine insurance, we think it takes
a specialist.

Only a specialist has the in-depth
knowledge and experience to rate a
marineaccountrealistically. To view
individual risks in the light of com-
pany experience with the class. To
make underwriting decisions that
are as valid this year as next. To
provide claims, loss control and
other services through people who
know marin insurance inside out.

For a specialist,
facts make all the difference.

AtMOAC, marineinsuranceisour
only business. And since 95% of it
is judgment-rated, accurate, up-to-
the-minute information about our
worldwide book of business is vital.

Mot only to spot trends and prob-
lems, but to lay the foundation of a
stable marine insurance market.

As a result, we've developed a
sophisticated computerized report-
ing system. Called Data-Alert, it
differs from computer systems in
other companies in that its entire
output is devoted to an analysis of
ocean and commercial inland ma-

rine lines. Which is just what you'd
expectfromtheworld'slargestcom-
mercial marine insurance company.

In-depth information leads
to stable underwriting.

Data-Alert provides a continuous
flow of needed information to our

network of offices: breakdowns of

major lines of business by office;
experience figures for the preced-
ing month and year-to-date; gross
and net written premiums for each
line; currentexperience ineach class

We know our business.

And we want yours.

)
and sub-division of business. And

more.

It's data like these that make the

difference in reducing losses and
stabilizing premiums over the long
term. We don't believe in in-and-out

underwriting. And judgments based
on solid fact don't have to be

changed overnight.

It's good business sense to
come to a specialist.

There are many good reasons to
place your marine business with us,
but one of the best is the total spe-
cialization that results in market

stability. From 51 MOAC offices
throughout the U.S. and Canada.
In each of which you'll findthe same
capacity, underwriting flexibilityand
broad overall view of accounts.

So when you want to call jn the
experts, you have one choice. And
that's to call in the Marines. For a

complete list of our offices, and a
report on our operations, write
James I Kelley, executive vice
president, MOAC, 80 Maiden
Lane, New York, M.Y. 10038.



14/business insurance, June 30, 1975

editorial opinions

Evidence, please
A MID THE TONS of words we've seen surrounding the

ti malpractice crisis, we have yet to see a meaningful com-
pilation of figures that might explain the situation-and, yes,
lend more credibility to the crisis--for the ordinary man.

What we're talking about is a national survey of all insur-
ance underwriters writing malpractice coverage. The whole
problem could be put into perspective if the underwriters
would provide historical data company by company going
back, say, 10 years. Simple stuff. Like how much XYZ In-
surance Co. took in in premiums on the line in 1965, how
much it has paid on claims covered that policy year, and what
it is reserving for claims yet to be settled. The same could be
done for 1966, and so on.

Many underwriters are probably justified when they say
that today's malpractice claims are covered by policies that
go back yeard, and that they are suffering losses not ade-
quately covered by their reserves.

However, we're skeptical enough to worry whether or not
some underwriters are riding this argument for all it's worth
-like a thoroughbred pursuing the Triple Crown-without
really having the evidence behind them. And we're made
even more skeptical by the reticence of some to fully disclose
what seems to us to be pretty basic information.

It's welcome news, then, to learn that the National Assn.
of Insurance Commissioners (NAIC) is working with the
Insurance Services Office (ISO) on a draft of a Uniform
Statistical Plan for medical malpractice experiences.

Under the plan, underwriters would presumably disclose
detailed figures on premiums received and losses paid, as
well as reserves set aside for future losses. The new statis-

tical plan is expected to be implemented' Jan. 1, 1976.
The idea is a laudable one, though perhaps a year or two

late to lend credibility to the crisis at hand.
While the NAIC and ISO are at it, perhaps they might an-

ticipate future crises of the sort that has turned the medical
profession on its ear and created a national health care
emergency.

ERISA enforcement
TN THE Perspective section of this issue we have an article
1by William J. Kilberg, Solicitor of Labor in Washington.
which attempts to give some insight into how the Labor De-
partment will enforce the provisions of the Employe Re-
tirement Income Security Act for which it has responsibilty.

We believe the article, which was adapted from a speech
by Mr. Kilberg to the American Bar Assn., lends reason and
logic to the discussion of ERISA, which has been the sub-
ject of much near-hysteria.

Mr. Kilberg indicates that the Department of Labor is ap-
proaching its task of interpreting and enforcing ERISA in
a logical and thorough manner. It is, his article suggests,
looking carefully at the intent of Congress in making its in-
terpretations and rulings.

For example, he says that the one clear direction Congress

gave about the new prudent man rule was found in the Con-
ference Report, which declared: "The Conferees expect that
the courts will interpret this prudent man rule (and other
fiduciary standards) bearing in mind the special nature and
purpose of employe benefit plans."

Says Mr. Kilberg: "If Congress expects the courts to inter-
pret the prudence requirement in this way, you can rest as-
sured that the Labor Department will do the same thing."

And he adds: "While there is no question that many fi-
duciaries will have to upgrade their operating procedures to
comply with ERISA's prudence requirement, it is not be-
cause that rule is substantially more strict than the common
law requirements, it is because the fiduciaries were not meet-
ing the common law standard to begin with."

The article hints that if fiduciaries and others wish to un-

derstand or even anticipate Labor Department rulings, they
would do well to read thoroughly the Conference Report on
ERISA as well as the act itself.

Mr. Kilberg's article explains the thinking of Congress in
the development of ERISA, as the Department of Labor
understands it, and thus provides a key for understanding
the Department of Labor's interpretation of the act.

We applaud the thoroughness and thought that the Labor
Department is giving to the regulations for ERISA. And
while we deplore the slow pace of this development, we
recognize the man-power limitations under which the de-
partment is working.

Rail safety
Q ENATORS Harrison A. Williams (D-N.J.) and Jacob K.
UJavits (R-N.Y.) have introduced legislation that would
move the Federal Railroad Administration into the Labor

Department from the Department of Transportation.
Senate bill 1743, Washington observers feel, doesn't have

much chance of passing, but it may light a few fires under
chairs at DOT, which assumed responsibility for rail safety
in 1967.

And well it should. The Department of Transportation has
done an atrocious job with rail safety. In fact, since assuming
the responsibility railroad accidents have increased 50%.

Last year, according to Sen. Williams, 140 rail employes
were killed on the job and more than 15,000 were injured
in 10,400 accidents. With 500,000 railroad workers, this works
out to almost 30 employes killed per 100,000.

Earlier this year, the National Safety Council reported
that there were 16 deaths per 100,000 workers nationwide,
an all-time low.

True, it is not statistically advisable, strictly speaking, to
compare a national figure that includes white and blue collar
workers with a figure drawn from a worker population that
is heavily populated by operating personnel, but the differ-
ence between the two figures is just too wide to ignore.

Rail workers are not covered under the Occupational
Safety and Health Act. At the time the act was passed, it was
presumed that rail workers had adequate regulation of their
health and safety.

That does not appear to be the case.
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letters

This column is a readers' for-
um. Letters are welcome. Address

letters to the Editor of Business
Insurance, 708 Third Ave., New
York, N.Y. 10017.

Shocking story
To the Editor: Thanks for your

shocking story of that $7 million
award against ITT-Sheraton after
a hotel diving board accident.

I gather that the whole story has
not ended or been told. In these

days of jumbo awards which are
playing hob in the professional
fields, more attention needs to be
given such as this.

As the cast matures toward ju-
dicial review or appeal, may I ask
that you try to follow and report
further?

Chas. W. Ferguson
Dallas, Tx.

Consultant sought
To the Editor: We are inter-

ested in talking to an independent
insurance consultant. Can you pro-
vide us with a list of consulathts
from which we can choose some-

one to analyze our insurance needs
and help us realign our program?

Richard G. Taylor
President, DeSoto Hardwood
Flooring Co., P.O. Box 1201,
Memphis, Tn. 38101

Editor's note: Business Insur-

ance's policy is not to recommend
or provide lists of "suppliers" to
insurance consumers. Having
printed this, however, we'Te sure
you'll hear from many and will
thus be able to make your own
choice.

Not 'special arm'
To the Editor: On behalf of the

University Insurance Managers
Assn., I wish to express concern
over the statement appearing on
page 23 of the May 5 issue of
Business Insurance. The statement

of concern is that "University
risk managers already have their
own special arm of the Risk and
Insurance Managers Society
(RIMS)."

Although the university insur-
ance and risk managers have a
very strong national organization
designed to deal specifically with
the problems of university risk
managers, the organization does
not view itself. as a special arm of
RIMS, nor does it consider itself
in competition with RIMS.

As is the case with many or-

ganizations operating in this coun-
try today, universities and their
insurance and risk management
representatives have very special
and unique problems which can
most appropriately be dealt with
in detail by an organization set up
for that purpose and this is the

Continued on page 18
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Fire losses increase

by 205% in 10 years
CHICAGO-Fires of known or

suspected incendiary origin in-
creased 205 % in the last 10 years
and total dollar losses rose from

$35.2 million in 1963 to $320 mil-
lion in 1973, according to James

....,E. Troutman, assistant general
manager of engineering, Factory

Insurance Assn. (FIA).
Speaking at :he 38th Adminis-

trative Engineers Conference spon-
sored by the Engineering and Safe-
ty Service of the American Insur-
ance Assn., Mr. Troutman com-
mented on an FIA study covering
637 fire losses between 1968 and

We are careful
about the Insurance
Companies that meet our
branding requi rements.
CT J.H. Blades&Co.,Inc.
n . 611 P.O.Box 22003 · Houston 77027 · (713) 526-6551
C-ilij p.0.Box 17187 · San Antonio 78217 · (512) 826-2378

To reach ustoll free, simplyaskyour local operator inthe following citiesto
call the number listed for your city.

· New Orleans: Enterprise 7021 · Los Angeles: Zenitf 9-0216
· Dallas, Austin or Corpus Christi: Enterprise 70216

An Exciting

Employee Benefit

Presented by

1974.

"Over 80% of the losses oc-
curred in 15 states or localities-

primarily those containing major
metropolitan areas," Mr. Trout-
man said.

Occupancies involving storage
were involved in some 75 % of the

losses, he said. Railroad cars, trail-
er trucks and vacant buildings are
the primary targets.

Facilities which serve the pub-
lic and include combustible stor-

age such as hospitals, schools, de-
partment stores, other mercantile
properties and warehouses are
"vulnerable to incendiary fires,"
he continued.

"The source of ignition was not
as important as the availability of
fuel in an unattended or unsuper-
vised area where the incendiarist

may act unobserved and undetect-
ed," he said.

In order of frequency, the cate-
gories of persons known to have
started fires are "intruders, em-
ployes, visitors and juveniles."

Of the 56 losses over $100,000,
77% of them had "major deficien-
cies in plan protection ranging
from congested layout to lack of
sprinkler protection," he said.

"Over 50% of the 736 losses

studied involved some aspect of
poor or inadequate preplanning
for emergencies and 28% of the
losses involved unsprinklered ar-
eas of buildings," Mr. Troutman
said.

"When an incendiary fire occurs

there is a strong chance that anoth-

er will follow at that location,"

Mr. Troutman said, adding that of
the 637 cases studied, 116 w'ere

repeat fires. •

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

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

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

• Hewitt, Coleman & Assoc. is
offering a descriptive brochure on
their claims handling and safety
programs for Workmen's Com-
pensation and Self Insurance. For
a free copy write to R. P. Hewitt,
president, Hewitt, Coleman &
Assoc. Inc., P.O. Box 3665, Green-
ville, S.C. 29608.

• Reprints are available of Risk
Management in a Tight Money
Market. The article, written by
Joseph Boyle of Cameron and
Colby Co., originally appeared in
the Perspective section of Busi-
ness Insurance. For a free copy
write to Joseph S. Boyle, CPCU,
assistant vp, Cameron and Colby
Co., 60 Batterymarch St., Boston,
Ma. 02110.

• A U.S. Government publication,
60 Surface Mine Fatalities, is a
collection of abstracts of investiga-
tions into mine accidents, with rec-
ommendations to avoid such ac-

cidents. The 73-page book is $1.35.
Use order number 54E-024-019-

00006-1 and write to Public Doc-

uments Distribution Center, 5801
Tabor Ave., Philadelphia, Pa.
19120. Make check payable to Su-
perintendent of Documents; do not
send cash.

• An illustrated, 240-page book
published by the U.S. Printing Of-
fice presents papers from a sym-
posium on Fire Safety Research.

Topics include hazard analysis,
flame chemistry, fire detection,
flame spread, fire services, and
many others. Cost is $3.10. Use
order number 95E-003-003-01356-

1 and write to Public Documents

Distribution Center, 5801 Tabor
Ave., Philadelphia, Pa. 19120.
Make check payable to Superin-
tendent of Documents; do not send
cash.

• Mass Insurance Consultants
and Administrators Inc. is offer-

ing copies of a speech on Cost
Factors and Other Considerations

in Welfare Fund Administration,
by Charles S. Mack, chief operat-

ing officer. It was given at the
International Foundation of Em-

ploye Benefit Plans meeting in
August, · and includes an evalua-
tion of administrative fees. For a

copy write Mass Insurance Con-

sultants and Administrators Inc.,
c/o Charles S. Mack, 209 So. La-
Salle, Chicant), Il. 60604.

• Marshall and Stevens, multi-
national appraisers, has prepared

a concise folder, How To Insure
Your Insurance, that points out
some of the "traps" in the cor-

porate insurance policy. The
folder digests more than 40 years

of experience helping clients make
sure they are covered, current and
ready in case of fire. For a free

copy write John Heath, Marshall
and Stevens, 1645 Beverly Blvd.,
Los Angeles, Ca. 90026.

. Multi/National Trends, the bi-
monthly official publication of

the Multi/National Business Assn.,
covers international business and

multinational corporations. The
November/December issue fea-

tures articles on New Hebrides

as a financial outpost, multina-
tional corporations and pollution
control and What Do they Want?,

a unique "reader involvement"
service. Future articles will in-
clude international insurance. The

trial issue is $1.50; write to Rich-
ard E. Richter, executive 'director,

' Multi/National Business Assn.,
10889 Wilshire Blvd., Los Angeles,
Ca. 90024.

• Self Funding, a description of
the modern answer to escalating
cost and administrative work-

loads of group health and accident

programs, is available from the
National Health Care Corp. The
brochure compares typical fund-

ing through insurance with a self
funding program. For a free copy
write Alvin J. Sims, president,
National Health Care Corp., 45
Bromfield St., Boston, Ma. 02108.

• Energy, Construction, Transpor-

tation: MOAC Iaoks Ahead is a

13-page illustrated booklet avail-
able from Marine Office-Appleton
& Cox Corp. (MOAC). This report
describes the problems of these in-
dustries and how they affect both
U.S. and world economies; relates

Ul

0

them to the marine insurance in-

dustry; and, where practical, at-
tempts to supply short-term pro-
jections. A free copy may be ob-
tained by writing: Ms. Phyllis,

Meadows, Advertising Dept.,
MOAC, 80 Maiden Lane, New
York, N.Y. 10038.

. Fire Extinguishing Equipment

is a pamphlet distributed by the

Safety First Products Corp. on its
commercial kitchen system, dry
chemical extinguishers, industrial
dry chemical and SF 1301 Hanlon
total flooding system. For a free
copy write E. T. Robinson, Adver-
tising Mgr., Safety First Products
Corp., 3684 Meadow Lane, Corn-
wells Heights, Pa. 19020.

• B&K Instruments is offering a
brochure on its SP-321 Digital
Data System for Noise & Vibration
Analysis. The system prints out

mean value, standard deviation
and psuedo-histogram of the sta-
tistical data. An additional pro-
gram computes the Environmental
Protection Agency's day-night av-
erage sound level. For a free copy
write Bill Rhodes, director of com-
munications, B&K Instruments
Inc,. 5111 W. 164th St., Cleveland,
Oh. 44142.

• The Brown Brothers Adjusters
Service Directory lists all 48

branch offices of the company
with addresses and day and night
phone numbers of each office. A
brief history of the chairman of
the board, president, supervisory

D



staff and manager of each office
is provided. Also included is a
table of distances to the nearest
Brown Brothers Adjusters' office.
For a free copy write Vernon
Neufeld, president, Brown Broth-
ers Adjusters, 545 Sansome St.,
San Francisco, Ca. 94111.

• Employe Information Systems
Datapack is published by Benefacts
Inc., a subsidiary of Alexander &
Alexander, as a discussion of prob-
lems encountered by personnel
departments in gathering and com-
piling "need-to-know" information
about large groups of people. The
brochure explores the phenomenon
of the corporate records explosion
and its ramifications. For a free
copy write Robert Eilerson, Vice
President, Marketing, Benefacts
Inc., Hampton Plaza, 300 E. Joppa
Rd. Baltimore, Md. 21204.

• Northwestern National Life In-
surance Co. is offering compli-
mentary copies of A Guide to
Health Maintenance Organizations,
published in July, which answers
such basic questions for employers
as: What is an HMO? What are

the advantages and disadvantages
to the employer? To the employe?
What laws govern HMOs? For
a free copy, write to Alan Benson,
Northwestern National Life Insur-
ance Co., 20 Washington Ave. So.,
Minneapolis, Mn. 55440.

• National Loss Control Service
Corp. has a brochure entitled
Toward a More Quiet Environ-
ment. NATLSCO's noise and vi-
bration consulting service is

described along with examples of
typical jobs and details of their
complete sound laboratory. They
are not affiliated with manufac-
turers of noise control products
and so their consultants are able
to choose the best solution for
each problem. To obtain a free
copy of this brochure write Na-
tional Inss Control Service Corp.,
Long Grove, Il. 60049.

• Blyth Eastman Dillon & Co. Inc.
provides verbal descriptions and
facsimiles of Fund Monitoring
Services consisting of fund audit,
performance measurement and
portfolio evaluation to assist em-
ploye benefit fund administrators
and money managers in maintain-
ing greater management control
over their investing activities. For
a free copy write Alexander Gould,
Blyth Eastman, 14 Wall Street,
New York, N.Y. 10005.

. The New Sound of BABCO
printed by BABCO Alarm Systems
Inc. describes an electronic burglar
alarm system for trucks. Some of
the componets are constant energy
source, motion detector, magnetic
sensors and electronic sound. For
a free copy of the brochure, write
W. E. Blatz, vp, BABCO Alarm
Systems Inc., 1775 Broadway, New
York, N.Y. 10019.

• Burns International Security
Services publishes a brochure
called Five Disasters That Can
Destroy Your Business. The book-
let summarizes how automatic
electronic monitoring systems
minimize threats from fire, explo-
sion, water, sabotage and equip-
ment failure. For a free copy write
Ashley W. Burner, Burns Inter-
national Security Services, 320 Old
Briarcliff Rd., Briarcliff Manor,
N.Y. 10510.

• Coats & Burchard Co. pub-
lishes Fast "Fzts", a brochure
describing the property data

bank, a computerized property
asset control system utilizing
techniques of appraisal research,
property economics and financial
data to use in developing reports
for accounting, insurance, proof
of loss and other administrative
services. For a copy write Coats &
Burchard Co., 4413 N. Ravens-

wood Ave., Chicago, Il. 60640.

• A brochure on the Burns ln-
ternational Security Services, ti-
tled Complete Scope of Interna
tional Investigations is now ava 1
able. Special attention is given to
investigative services for multi
national companies for incidents
of arson, fraud, sabotage, and oth-
er losses. For a free copy write
Ashley W. Burner, Burns Inter-
national Security Services, 320
Old Briarcliff Rd., Briarcliff
Manor, N.Y. 10510.

• The American Appraisal Co.
is offering Continuous Service...
For Property Control and Our
rent values, a description of its
ongoing appraisal process. A re
production of the Insurance Sum-
mary Report, which is produced
after appraisal is made, is also
included. For a free copy write
E. J. Francione, American Ap-
praisal Co. Inc., 525 E. Michigan
St., Milwaukee, Wi. 53201.
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HIGH
PERFORmAnCE
In /PECIAL Rl/Ki
"... the Special Risks business is a
performance business. You've got to perform
regardless of the market conditions. That
takes people and experience. We've got both."

Excess Liability • Umbrella. Commercial
Property • Excess Workers' Compensation

Marjcafa6dh*op
INSURANCE SERVICES

3435 Wilshire Blvd., Los Angeles. Ca. 90010.(213) 381-6501

Meet the fastest-
growing kid on ;,
the block.

We movedinto the field in 1957. We were the baby
in group insurance, but precocious. Quickly we
learned how to endear ourselves to companies with
2,000,200 or even 2 people.

Suddenly, we weren't a bouncing
baby. We were the fastest-growing kid

&

on the block. New Group Life sales in
1974 were an amazing 533% of those in
1969; last year alone our Group Life ,
sales exceeded $2 billion.

We've done all this growing with
innovations like our

Multiple Employer,
«Forecost;' Group Life

.. I

rates, our «hot line" for
serving group insurance
clients and our Major
Medical product. (We've ' U...7.

established a million dollar
maximum on major medical '
plans, incidentally, with no
deductible for

accidents.)
Theret a new * bili : <4,4

kid on the block A<
where the top 1%
live. Maybe you
should pay a call.

'

1970 l97l 1972 1973 1974

$.7 1.0 1.4 I.8 2.0

BILLION BILLION BILLION BILLION BILLION

PHOENIX MUTUAL
Hartford, Connecticut

EVERY 11 MINUTES ANOTHER COMPANY TRUSTS US WITH THEIR UFE.

4



18/business insurance, June 30, 1975

letters

Continued from page 14
basis on which UIMA was initiat-

ed individually on both the east
and west coasts and later com-

bined into a national organization.
Although the scope of the UIMA

organization is nowhere near the
magnitude of RIMS, the services

provided through association, dis-
cussion and mutual problem-solv-

ing clinics provides depth to the
individual member....

Irvin D. Nichols

President, University Insurance
Managers Assn.

J&H tops this list
To the Editor: The May 19th

issue of Business Insurance re-

ported on the Fortune benefit sur-
vey of companies having 100 to
499 employes. In this article you
named brokers in descending order

depending on the survey responses
as to familiarity with and "favor-
able" opinions of such brokers.
Although we ranked high, we
were not in first place.

The March 10th issue of BI

reported on another Fortune study,
this one of the top 1000 corpora-
tions. Here, no reference whatso-
ever was made of the position or
ranking of brokers. We feel this
is a significant omission. These
top corporations can be presumed

to be sophisiticated and knowl-
edgeable about the best perform-
ers. According to this survey, ben-
efit managers for the top 500 and
the second 500 ranked Johnson &

Higgins at the very top in nego-
tiating employe benefit policies.
The Fortune 1000 survey has full

statistical credibility, unlike the
"unexpectedly poor" response of
the medium sized company survey.

In the interest of complete re-
porting, we would hope that you
would print the actual ranking of

brokers, as given on page 55 of
the Fortune 1000 survey.

Kenneth K. Keene

vp and· director, Johnson &
Higgins, New York, N.Y.

Editors note: Mr. Keene's point
is well taken. We had intended to

publish this in the March 10
story he refers to, but because of
space limitations a paragraph end-
ed up on the cutting room floor.

While the survey of the top 1000
Fortune companies was not strict-
Zy comparable in this 'regard,
Johnson & Higgins Zed the list of
five brokers identified by

"weighted" scores of those ex-
pressing opinions about the capa-
bilities of the brokers in negotiat-
ing emplove benefit couerages.

Malpractice captive
To the Editor: We noticed the

headline in the may 5 issue of
Business Insurance, "Six Western
Hospitals form Mutual Insurer".

Since we have been involved

with this company, I was frankly
a little disappointed that Risk
Treatment Services were not men-

tioned in the article.

In fact this hospital group in-
corporated the first offshore mu-
tual to write medical malpractice
insurance in December of 1974 and
the company is named "Multihos-
pital Mutual Insurance Ltd." Our

initial discussions with the group
took place in November of 1973
and not May of 1974 as stated in
the article. We had in fact done a
considerable amount of work be-

fore Warren McVeigh Griffin &

Huntington became involved,
when that firm was requested by
the Hospital Group to review our

findings.
I am sure you will be interested

to learn that no less than two mu-

tuals and three joint stock captive
insurance companies have now

been incorporated in Bermuda to
write physicians malpractice and
hospital malpractice insurance.
We are now working with other
companies to set up further cap-
tives and it is not inconceivable

that by the end of 1975 a dozen or
more joint stock and mutual in-
surance companies will have been
incorporated in Bermuda to write
medical malpractice insurance.

I hope this information is of
some interest to you and I might
mention in closing that we have on
file a favorable tax ruling from
the United States Internal Revenue
Service.

Michael F. Bott, A.C.I.S.
President, Risk Treatment Ser-
vices (Bermuda) Ltd., Hamil-
ton, Bermuda.

Winning contestants
To the Editor: Business Insur-

ance's third annual Employe Ben-
efits Communication competition
has aroused the interest of some

of our members. As a consequence
of this, we have been requested
to try to secure copies of the win-

ning written employe benefit com-
munications. As the Employers
Assn., of Detroit serves its mem-
bers in an industrial relations con-

sultation capacity, innovation in
benefits communication is one of

our rnajor concerns.
We would very greatly appre-

ciate it if you would be so kind as
to forward to us copies of the top
three contestants' written com-

munications in the booklets and

the personalized correspondence
categories. If this is not possible
would you instead supply us with
the winning contestants' addresses
so we could communicate directly
with them.

Keith McLeod

Research section, The Employ-
ers Assn. of Detroit, Detroit, Mi.

Editor's note: We don't have

samples of winning entries avail-

able for distribution, but we're

happy to supply a list of compa-
nies who received awards, their
addresses, and a contact at each
firm. Any other questions can be
directed to Ms. Ronnie Drachman

at Business Insurance, 708 Third

Ave., Ne·u) York, NY. 10017.

Disapproves of story
To the Editor: We have no af-

filiation with either Alexander &

Alexander nor Johnson & Higgins
other than we accept business
frorn both sources.

I am referring to your front
page article of your June 2, 1975
issue and specifically, wish to ex-
press my disapproval of your arti-

cle and most specifically the man-
ner in which you have elected to
cover it in your publication.

While I agree that it is news of
some type, I believe that you have
created a lot of ill will with many
of your readers. It is unfortunate
enough for one broker to lose an
account to another broker without

having the news blasted country-
wide from coast to coast in a pub-

lication which is read by many
risk managers. I sincerely believe
that a small article on the inside

would have done the matter more

justice.
Thank you.

Dieter M. Hugel

President, Gulf Coast Marine
Inc., New Orleans, La.

Patient no-fault

To the Editor: I noted your item
about no fault insurance in the

May 19 issue, and this brought up
the thought, why not have no
fault insurance for malpractice by
physicians?

This would make the patient

carry his own insurance and the
lawyers could get after the insur-

ance companies that have good at-
torneys of their own, instead of
causing the poor doctors all that
trouble.

And, while we are thinking of

Nowtake
another look

at Unionmutuals

'74new moneyrate!

Group and Pension ORices: Atlanta 404 451-7171 / Augusta 207 622-5883,/ Boston 617 523-5140 / Chicago 312 427-9380 / Columbus 614 486-7784
Detroit 313 357-5757 / Kansas City 913 384-3215 / Los Angeles 213 384-2571 / New York 212 557-1700 / Northern N.J. 201 854-5353

Philadelphia 215 687-9233 / Portland 207 773-1758 / Richmond 804 644-9725 / San Francisco 415 982-2702 / Seattle 206 622-2401 / Syracuse 315 475-2131



no fault insurance, why couldn't
we have it for a lot of other things,
especially along the line of the
new laws about responsibility for
damages when an article we make
breaks and hurts someone? Think

of the money we could save on
liability insurance.

L.D. Snyder

Treasurer, The Littletown Hard-
ware & Foundry Co. Inc., Lit-
tletown, Pa.

Over-zealous

To the Editor: I have been

reading Business Insurance Maga-
zine since its inception a few years
ago. During these few years it has
always been my practice to rec-
ommend to "non-readers" that

they subscribe because of the
wide range of subjects covered in
each issue.

However, at times it has been
apparent that either over-zealous
reporters or lack of research, or
both, have led to inaccurate or

misleading articles. The latest
example is the front page article
in your May 5, 1975 issue head-
lined "Claims filed for plant loss
may be void in arson case." The
article following really has noth-
ing in its to back-up the heading.
In my estimation, this is poor and
misleading reporting.

I urge you to improve upon the
accuracy of the magazine's con-
tent since I still believe Business

Insurance can be the premier in-
surance publication available to-
day for those seeking a broad
spectrum of insurance information.

Joseph R. White Jr.

Assistant vp, Alexander &
Alexander Inc.,
Greensboro, N.C.

Editor's note: You'Te right about
the headline, Mr. Wright. Our
headline writer was referring to
policies which voids coverage in
the event of fraud by the claim-
ant. This provision could apply to
the $62.6 million claim filed in

the Shelton, Ct. case, insures hi/-
pothesized, because the president
of the parent company and nine
other persons were charged with
arson.

Ethics question
To the Editor: In your May 5,

1975 issue there was an article

concerning the wrath of consult-
ant Edgar S. Clark, Vice Presi-
dent and Director of Risk Plan-

ning Group, Inc., said wrath being
over the fact that allegedly Risk
Planning Groug, Inc. had not been
informed that the Swedish multi-
national firm AGA was in turn

allegedly not informed that Skan-
dia Insurance Co. was hiring Risk
Planning Group, Inc. to do some
of the risk management study that
Skandia had promised to AGA.

I fully concur with Mr. Clark's
feelings.

The ethical standards of the In-

surance Consultants' Society does
not preclude a risk consultant

doing work for an insurance car-
rier, broker or agent providing
that the source information for
the work comes from the insured

and a copy of the report goes to
the insured, necessitating the in-
sured's knowledge that the con-
sultant is indeed working and pro-
viding the insured with the re-
sults of the consultant's work. Ac-

cording to the concepts of the In-
surance Consultants' Society para-
meters reasonably preclude un-
ethical practice by a consultant.

It strikes me, especially as a
past president of the Insurance
Consultants' Society, that this
however is not the crux of the

ethics question.
The Institute of Risk Manage-

ment Consultants was founded by
a group of consultants, many of
whom had been members of the

Insurance Consultants' Society but
who chose to sever their relation-

ship with ICS over the ethical
question involved in this situa-
tion. Those Insurance Consultants'

Now that everyone's "on the street" we look even better !
Yes, our '74 new money rate confirms

our leadership position among group pen-
sion writers. And behind that 9.21 % is a

'ecord of consistency combined with in-
novation that can translate into reduced
costs or increased benefits for your
clients.

Our outstanding investment abilities
also enable us to offer highly attractive
interest guarantees on our Group Pension
contracts.

But our new-money-rate performance
is just one solid reason why you should

Unionmutual

look to us when you place Group Pen-
sion business. There are plenty more !

We'd like the opportunity to detail
exactly what we can do for you. We'll
explain the new-money "yardstick", how
it works, and what it means to you. So
send the coupon on its way to us today,
or call the Group and Pension office
nearest you.

 Name
Companv

 Address
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| State
1
1
1

Zip

Mail to:

Ms. Martha Muldoon, Marketing Services.
Group Pension Dept. B,
2211 Congress St., Portland, Maine 04102

Society members that left felt that
a consultant would be unethical
doing work for an insurance com-
pany or insurance broker, whether
the insured supplied the informa-

the report. The essence of their
disagreement with the Insurance
Consultants' Society was that the
taking on of such an assignment
by a consultant could give the ap-
pearance of impropriety; and in-
asmuch as ICS did not agree with

instrumental in founding the In-
stitute of Risk Management Con-
cultalits.

It strikes me that there is pos-

much as the president (and possi-
bly other members) of Risk Plan-
ning Group, Inc. is a member of

within the concepts of the ethical
proclamations of the Institute of
Risk Management Consultants,

impropriety.

I bring this point out only for
one reason: when the schism took

most valued members departed

there was significant publicity in
the insurance press of the schism
and the reason for the schism. We

is a distinguished members of the

Consultants allegedly doing the
very thing that caused what in my
mind was a completely unneces-
sary and harmful schism.

In view of the publicity that
the cause of the schism received
at the time, I think that it is im-
perative that the Institute of Risk
Management Consultants provide
the profession with full disclosure
of their point of view of the situa-
tion allegedly involving their
member's firm.

There is no question in my
mind that the risk management
consulting fraternity is too small
for two . societies. Possibly this
situation and the final outcome
of it can prove useful in convinc-
ing the Institute's members that
their ethical stand may have been
too severe, possibly to the detri-
ment of the public, for a strong
risk management consulting soci-
ety encompassing the whole pro-
fession can do so much more for
the profession that can two groups
who are in reality marching to the
same drum.

Leonard J. Silver, CPCU
President, First Insurance
Management Co., Wyncote, Pa.

Require help
on languages

WASHINGTON-Pension and

welfare plan participants who read
only a language other than English
must receive help in understand-
ing the summary plan description
they will receive under the pen-
sion reform law.

But the Labor Department mod-
ified its proposed rules this month
specifying when plan sponsors
must supply this aid.

Under the new proposal, help
must provided when any plan has
500 or more participants who read
only a language other than Eng-
lish. Help must also be provided
when 50% or more of the plan
participants read a language other
than English.

An earlier proposal suggested
that help be provided when a ma-
joritY of the plan participants at
a given facility could read only a
language other than English.

Where only a small number of
participants need help, it was sug-
gested assistance could be in the
form of oral counseling and need
not involve written material. •
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Keeps wary eye on self-insurance in tight period
By HARRIET KING

SEATTLE-"In a dismal econ-

omy, there's a tendency to cut back
by self-insuring more. But it's
even more important to be prudent
with our coverages. We can't leave
ourselves open to anything that
would blow the bottom line out the

window. So when our company of-
ficials talk about corporate risk
management, they mean it," says
Charles K. (Chip) Hoins, risk
manager at New England Fish Co.,
which is, paradoxically, based in
the Northwest.

Founded in Gloucester, Mass. in
1868, the company's center of op-
erations gradually shifted to the
North Pacific and consequently,
corporate offices were moved to
Seattle in 1931.

The effects of a tight economy
have been felt by seafood process-
ers in general: They've seen prof-
its adversely affected by consumer
resistance to high fish prices,
caused by declining seafood sup-
plies at the same time demand
was slumping because beef and
other meats were getting cheaper.

Yet officials at New England

Fish Co., an aggressive company
with $116 million sales annually,
hotly pursued their goals while
watchful of that bottom line. "We

expanded the living daylights out
of ourselves. We wanted to get as
big as we could, then go interna-

tional, which we did two years
ago," says Mr. Hoins. NEFCO be-
came the nation's largest indepen-

dently owned seafood processer.

"But as we expand domestically
and into foreign waters, our risks
increase; so I not only handle cor-
porate insurance, but also have the
managers of employe benefits,
property, personnel and real estate
development reporting to me."

The company operates 15 fish
processing plants in Alaska, a
handful in the Pacific Northwest,
Canada and Florida, and has op-
erations in the Caribbean, South
American, Africa and Europe. Its
products, sold under brand names
such as Ship Ahoy, and Gold Seal,
are sold in the U.S., Western
Europe, Canada and Japan.

It also operates a fleet of 1,400
boats manned by nearly 6,000 fish-
ermen and has 2,000 other seasonal
employes, worldwide.

To cover the risks of the expand-
ing company, "we did something
that's frowned upon. We went out
to competitive bids-but very
carefully. We did it by asking
three brokers to quote--but only
on specified markets. If you do a
competitive bid wrong, and they
all go after the same markets, un-
derwriters feel imposed upon, con-
fused and can come up with big
general numbers," says 1VIr. Hoins.
"The way we did it, we didn't
mess up the company or the in-
surance market as a whole." The

bids went out over a year ago
"because we were afraid that the

market would tighten," he added.

The result: $600,000 premium
savings. "Before that, the entire
account cost $2.4 million for com-
bination insurance premiums and
self-assumed retentions," says the
risk manager. In addition, the
company previously paid over
$200,000 a year in brokers' com-
missions, but now, since the com-
mission is negotiated, NEFCO pays
only $100,000. "Any company
which spends over $100,000 a year
on premiums should negotiate the
commission. Otherwise, fees range
from the sublime to the ridiculous,
because risks change throughout
the year," says Mr. Hoins.

Mr. Hoins knows firsthand how

to deal with underwriters and

brokers. In 1962, he began as a
marine surveyor in the Marine

Office of America in New York

and in 1969 became senior under-

writer of Marine Office of Apple-
ton & Cox in Boston. He was soon

transferred to MOAC's Seattle of-

fice as assistant manager, fell in
love with the area and built an

A-frame chalet on five acres. Re-

cruited by a "head hunter," he

was persuaded to join NEFCO two
years ago.

Now, he oversees insured assets

of $106 million in the firm's prop-
erty program. Broken down, it in-

cludes $55 million in property,
building and equipment world-
wide, $25 million in stock insur-
ance, inventories, etc., and $26
million in anticipated profits and
overhead expenses, or business in-
terruption.

The loss of profits coverage
has paid off," says Mr. Hoins. A
fire in 1972 destroyed NEFCO's
Oceanside Cannery at Prince Ru-
pert, British Columbia. The lost
profits insurance claim was set-

tled in 1974 and the firm recov-

ered $1.01 million, before taxes.
Also insured are the 1,400 fish-

ing boats, for $42 million. This
includes general liability covered
by a series of excess and umbrella
policies for $25 million, including

property and indemnity. "We have
an amazingly good P&I record,
considering we have nearly 6,000
fishermen covered. Yet, losses are
infinitesimal compared to the ex-
posure," says Mr. Hoins.

With the hull insurance in mind,

000

New England last year formed its
own reinsurance captive in Ber-

muda, called Grand Banks Insur-
ance Ltd., named after the compa-

ny's fishing grounds. Mr. Hoins is
president and a director.

"Our first fiscal year for the

captive ended April 1 and was
quite successful. We had a 30%
net savings over what we would
have paid in a commercial mar-
ket," says Mr. Hoins.

New England owns outright half
of the 1,400 boats, with the re-

of your insured losses
see your earrier.



mainder owned by independent
fishermen who are on contract or

charter. Company-owned boats are
insured by Aetna Casualty &
Surety, "which cedes a substantial
portion-$800,000-to our reinsur-
ance captive. We also reinsure
through our captive the 700 boats
we don't own," says Mr. Hoins.
"The captive also accepts reinsur-

ance risks for outside companies
and," he adds, "it's a very, very
viable insurance company."

Yet, he feels that if a company

only has U.S. risks, "The offshore
captive is useless. If you have for-
eign risks like we do, then offshore

captives are viable. But the con-

cept of captives is so overblown:
everyone thinks a captive is a
panacea." The company had

$900,000 worth of self-assumed
losses last year.

Johnson & Higgins handles the
majority of NEFCO's accounts.
"But I always want two major
brokers on an account; although I
want the biggest share of the ac-
count with just one broker; other-
wise, they would end up playing
tennis with each other, arguing
over who'd pay," says Mr. Hoins.
"This way though, either one
could step in and bail out the
other. Otherwise, if you're locked

if NO:g need:

V

in with one broker and another of

his major accounts go sour, you
could be in trouble if you have a
serious loss."

Dougan, Eader and Wheeler,
Inc. of Seattle handles the compa-
ny's employe benefits and "we
have our own claims department
set up within the personnel sec-
tion," says Mr. Hoins.

The company imported and ex-
ported $9 million worth of goods
in 1974. The FDA, however, scru-
tinizes imports and if it deter-
mines that a shipment is not of a
quality to be imported, "then this
is not a risk covered under a nor-

mal ocean contract. For this, Nve
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1 to let your boss know how you're affecting the P B L,
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buy rejection coverage," says Mr.
Hoins. Reed, Shaw & Stenhouse
Ltd. handles the ocean cargo and
rejection insurance coverage.

Mr. Hoins notes that the London

market previously "had a monop-
oly and charged exorbitant prices
for this coverage. This certainly
didn't help our balance of pay-
ments. Now, 90% is purchased and
underwritten in the U.S. with

very, very, substantial savings," he
says. Ocean cargo coverage for

NEFCO cost $90,000 last year.
NEFCO prices all cargoes it

exports CIF-cost, insurance and
freight. "But we import on a cost-

,»02<Sufy**4=,e:
40.3 .Pu.St.:mss:*ty:.

plus-freight basis and we provide
the insurance. This is so we have

more control. If we have a loss,
we just walk to our broker on the
corner and say 'here it is.' If we
had CIF and had a rejection loss
for imports, then lots of luck
would be needed to recover, espe-
cially if imported from an under-
developed country.

"Right away there's difficulty
If the settling agent for that coun-
try is in the U.S., then you're off
to a good start. If none is based in
the U.S., then we have to write a
blind letter to a small insurance

company and finally get our mon-
ey six to 10 months later. This
hurts cash flow."

The company is insured for all
the inherent risks that abound

when processing food. Product re-
call insurance covers the cost 01

getting the product back from the
supermarket and other recall ex-
penses such as advertising. "Un-
fortunately, insurance doesn't cov-
er loss of brand integrity. A recall
can kill a small or medium sized

brand. The only way for a manu-
facturer to recover is to start over

with a different brand," says Mr.
Hoins.

Product liability insurance cov-
ers potential problems like botu-
lism. "It's virtually impossible to
get botulism from a professionally
manufactured product. The risks
are not there that are present in
home canning," says Mr. Hoins.
"And if you did create conditions
for botulism to grow, even under
the wildest circumstances, the can
will explode. Products are retorted
(heated) at 242 degrees Fahren-
heit. Our scientists determine how

long it takes to make the product
safe--and then as a safety factor,
we double that time," he says.

When consumers complain, for
whatever reason, "I want to see
the letters first," says Mr. Hoins.
"If we have a potentially real
problem, we can then take care of
it right away. About 999 letters
out of 1,000 are of a non-serious
nature-the can won't open, the
fish doesn't look right, etc. But
everyone gets a reply, and we'll
replace the can or do whatever is
necessary."

Once a consumer contended that
his lower digestive tract had been
damaged by a harmless crystal
that looks like glass and sometimes
forms when seafood is being pro-

Mr. Hoins long: "The crystal is
harmless and dissolves in vinegar
and liquids. It's impossible to be
hurt by it," he says.

An umbrella policy covers the

men often wonder what their lia-

bility claims should be. My policy
is not to buy what you think you
need now, but buy for three to
fouT years hence when claims will
be settled. By the time a 1972
claim is settled in 1976 or 1975,
settlement costs could be much

higher than anticipated since courts
have gone bananas lately on con-
sumer complaints," says Mr. Hoins.
In the last 2 years, NEFCO's high-
est claim settlement was $79; the
average is $25.

It's important to buy smart, too,
he says. The year before he joined
NEFCO, "A broker sold our com-
pany on a depressed standard for
casualty, a bad thing to do, at
$285,000. By the time the numbers
finally came in, losses were more
like $350,000 to $400,000. We real-
ly got clobbered on retro and au-
dit," says the risk manager. ,

Georgia acquisition
Speir Insurance Agency Inc.,

based in Forest Park, Ga., acquired
the insurance business of Grayson
Corporate Insurance Management
Co., Atlanta, as well as the insur-
ance division of Berger & Co., At-
lanta.
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REINSURANCE
that's our business

Federal no-fault seen

lowering rates by 12%
WASHINGTON-State Farm

Mutual Insurance Co said it could

reduce its motor vehicle insurance

liability rates by 12% nationwide
under the minimum standards

proposed by S 354, the Senate's
no-fault auto insurance bill

The figures were released by
Sen Frank E. Moss (D-Ut.), a
principal sponsor of the bill, who
had asked State Farm to price
out the cost savings of S. 354

Sen. Moss said the State Farm

figures were in sharp contrast to
claims by Allstate Insurance Co
that it would have to raise the

cost of its insurance by 17 % if
S. 354 became law

The State Farm cost estimates

are based on the minimum bene

fit plan called for by S. 354, in

SKANDIA GROUP
SKANDIA AMERICA REINSURANCE CORPORATION

HUDSON INSURANCE COMPANY

280 PARK AVENUE, NEW YORK, N.Y. 10017 • TEL. (212) 490-0500

Branches:

127 John Street, New York, N.Y. 10038 • Tel. (212) 825-7300

150 South Wacker Drive, Chicago, 111. 60606 • Tel. (312) 236-7833
3660 Wilshire Blvd., Los Angeles, Calif. 90010 • Tel. (213) 380-6500

cluding unlimited medical expense
benefits, $1,000 of funeral expense,
$15,000 of wage loss, and $5,000
survivors benefits.

The percentage changes are rel-
ative to State Farm's current av-

erage rates, as of Dec. 31, 1974, for
a typical policy holder for bodily
injury liability, uninsured motor-
ist, and medical payments cover-
ages.

Sen. Moss said a change in the
proposed legislation accounted for
some of the difference between

the State Farm and Allstate fig-
ures.

Allstate's projections assumed
that most cost savings would go
to commercial vehicles because of

the subrogation provisions of the
bill as passed by the Senate last
year.

The bill now being considered
by the Senate, which State Farm
used for the study, provides for
subrogation between commercial
vehicles and private passenger
cars, so that both classes of ve-

hicle owners can realize savings,
the senator said.

State Farm said the biggest es-
timated savings on premium costs
would be in Texas, where the
company projected that premi-
ums for all types of vehicles
might drop as much as 28 %. Pri-
vate passenger car premiums
could drop by 26%, the company
said.

Other states with big potential
premium cuts for State Farm pol-
icies would be Alabama, 20% ;
Arizona, 20%; District of Colum-
bia, 23%; Louisiana, 20%; and
Maryland, 19%.

Some states, however, would
face increases in the cost for mo-

tor vehicle insurance from State

Farm under S. 354.

The biggest potential boost
would be in Massachusetts, which
already has a no-fault statute, al-
though it does not meet the stand-
ards that would be imposed by
S. 354.

Premiurns on State Farm cov-

erage for all types of vehicles
were projected to increase 12 % in
Massachusetts under S. 354, State
Farm said. Private passenger car
premiums would be up 15%.

Only three other states-Flori-
da, New Jersey, and New York-
would face price increases for
State Farm motor vehicle cover-

age under S. 354, the company
said.

Sen. Warren 0. Magnuson (D-
Wa.), chairman of the Senate
Commerce Committee and a spon-
sor of S. 354, said this month the

federal government stood to save
about $7.4 million a year under
S. 354.

The Postal Service, Sen. Mag-
nuson said, would save $3 miltion
to $4 million a year. The Depart-
ment of Justice said the federal

government would save more than
$4.4 million in tort claims and
legal costs under S. 354. •

Salvage integration
Underwriters Salvage Co. of

New York was merged into The
Underwriters Salvage Co. of Chi-
cago, forming an integrated sal-
vage operation in 28 established
locations and additional satellite

functions across the U.S., said
Harold J. Junge, chairman-chief
executive officer of the combined

organization. Both operations were
founded (New York, 1893, and
Chicago, 1905) by insurance com-
panies to provide salvage services
for goods darnaged by an insured
peril. The two organizations now
comprise damage appraisal mat-
ters for 387 insurance companies.
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Rent/lease firms back
Senate's no-fault bill

WASHINGTON-The Senate's

no-fault, minimum standards auto
insurance bill (S. 354) for bodi-
ly injury coverage has received
solid support from the Car and
Truck Renting and Leasing Assn.
(CATRALA).

In written testimony filed with
the Senate Commerce Committee,
J. Michael Payne, executive di-
rector of CATRALA, said, "As
consumers of insurance, we are in-
terested in seeing that we get the

best possible coverage for the pre-
mium dollar.

"Our present system," he said,
"where less than half the premi-
um is returned to the consumer is

simply not a good buy, We know
that we can receive a better return

on our dollar from almost any oth-
er type of insurance."

He said S. 354 would provide:
Uniformity in that the states for
the first time will share a com-

mon philosophy and language;

benefits to the consumer by the
elimination of waste; the elimina-
tion of delay in receiving pay-
ments, and the reduction of costs
while increasing benefits.

Mr. Payne criticized the posi-
tion taken by Transportation Sec-
retary William Coleman last month
that the change to no-fault be at
the state level where "instructive

experimentation" could be under-
taken.

"What experimentation is need-
ed?" he asked. "S. 354 allows those

states which have already enacted
no-fault legislation four more
years tc experiment and bring
their laws in line with the mini-

mum standards set by S. 354.

The Spirit of
444 nd@pendence

'f

The Homesteader.

"With the passage of S. 354," he
said, "all states continue to be free
to experiement in a wide variety
of other areas. They include: Prop-

erty loss; the limits on work loss
benefits; deductibles and waiting
periods; replacement service loss
benefits; survivor's loss; restric-
tions on tort lawsuits; plans to as-
sure the availability of required
coverages; supplemental liability
insurance; no-fault pain and suf-
fering insurance; procedures for
qualifying as a self-insurer; can-
cellation and non-renewal of iri-

surance; exemption of no-fault
benefits from garnishment, etc.;
and non-reimbursable tort fines."

He explained there was little
room for experimentation in three

/ 1
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He knew self-reliance. And self-respect.
His decisions were based on truths etched in nature and in the few men like himself. This

was the spirit of independence.
Your independent insurance agent serves you with similar honesty and fierce practicality.

He feels he can best serve his customers and himself by maintaining his freedom of choice in
the companies he represents. He is not shackled by single corporate loyalty.

Grain Dealers Mutual works through independent agents and we believe their freedom
of choice results in better policy holders for us. Yet, this same freedom means we are com-
peting for their business, so we must offer them 0 GRAM DEALERf mUTUAL
the best possible product, service and assistance. f, infuronce compong
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And we are. Indianapolis 46202 · Omaha 68102 Greensboro, NC 27405
San Francisco 94104 / Member Improved Risk Mutuals

You benefit. They benefit. We benefit. Food Industries Federation of Mutual Insurance Companies

specific areas: Allowable expense,
work loss, and tort liability.

"Without an unlimited allow-

able expense, those people who are
catastrophically injured will con-
tinue to be uncompensated," he
said. "In the absence of unlimited

allowable expenses, the severely
injured person will not only con-
tinue to be denied compensation
for his economic loss, but he will
not be given the best opportunity
for a full physical recovery."

The bill's $15,000 minimum
wage loss coverage standard is not
an exorbitant figure "in today's in-
flationary society," he said.

"In S. 354 the states are allowed

to increase this amount upwards
if they desire, or an individual
may further protect one's wage
loss by buying optional insurance.
Is there a need for 'instructive ex-
perimentation' in this area? We
say no." And a tight tort thresh-
old, he said, is an absolute neces-
sity when one desires cost savings.

"In states where access to the

courts is only slightly restricted,"
he said, people are continuing to
abuse the system with costly court
action. Thus the system is not
working to the full benefit of the
consumer.

"If one agrees that the goal of
S. 354, and no-fault, is to provide
more benefits at reduced costs,
then further 'instructive experi-
mentation' with tort liability is
surely not needed." i

Petrol firms

in Ok/ahoma

now serviced

by exchange
DAT.T.AS-The first reciprocal

insurance company to be formed in
the oil and gas industry has ex-
panded its services into Oklahoma.

United General Insurance Ex-

change, previously operating only
in Texas and owned by its member
oil well service contractors, boasts
average savings of about 40 % on
high risk coverage for mobil oil
rigs, according to Kenneth Calla-
way Sr. president of the Exchange.

One of 47 reciprocals operating
in the U.S., the Exchange was
formed in December 1973 in Texas
by a group of contractors who had
trouble getting reasonable insur-
ance coverage. The group sought to
overcome problems of "extremely
high insurance costs, slow payment
on claims, policy cancellations on
10 days' notice and low rig ap-
praisals," Mr. Callaway explained.

He credits the Exchange's sue-
cess in Texas in meeting its obj ec-
tives with the decision to expand
into Oklahoma.

"We have been able to reduce

insurance costs for our members
from 10% to 65%," Mr. Callaway
said, adding that the average was
40%. Claims are paid "within 48
hours of receipt of bills from the
repairer and a representative is on
the site within 10 hours of noti-

fication," he said. "This contrasts

with payment delays of anywhere
from 60 days to one year."

A profit of 11.6% was distribut-
ed to member contractors at the

end of the first year. The com-
bined loss and expense ratio was
75.1%, with a 24.9% underwriting
profit and investment income for
the year, Mr. Callaway said.

Mr. Callaway said the average
growth of the Exchange in 1974
was 70% and the number of in-

sured rigs increased 64%, with
their values up 96%. The num-
ber of member contractors in Tex-

as is more than 75, he said.
Day to day management is pro-

vided by United General Insur-
ance Agency, based here. i



See little incentive for

hospitals to cut costs
ATLANTA-An estimated $750

billion could be saved each year
In the U.S. .if hospitals were fi-

nancially "rewarded" for increas-
ing efficiency and reducing costs,
according to Health & Institu-
tional Consultants (HIC) based
here.

Hospitals have "almost no in-
centive to save money," states HIC
in this month's newsletter, adding
that they "are victims of a sys-
tem that actually pays them to be
inefficient."

HIC suggests a system of
"shared savings" to give both hos-
pitals and insurance companies an
incentive. The firm estimates that

an average savings potential for
a medium-to-large hospital would
be $170,000 to $240,000 a year.

If extended to the 3,700 hospi-
tals with more than 100 beds in

the nation, savings could reach
$750 billion, HIC stated.

The greatest hindrance to effi-
cient hospital operations, according
to HIC, is the third party reim-
bursement system in which hos-
pital bills are paid by the patient's
insurance company.

"Hospitals are reimbursed for
these costs after they occur, in-
stead of agreeing on a fee in ad-
vance," the firm said. "This cre-
ates an open invitation to ineffi-
ciency and higher costs on the part
of hospitals."

Physicians are handed some of
the blanne too because of their

pressure on hospital administrators
for the latest equipment. "Many
cost problems can be traced to the
fact that physicians have no direct
interest in the finances or cost ef-

fectiveness of the institutions in

which they practice," HIC contin-
ued.

over-selling
safety service

CHICAG 0-Insurers were

urged .not to over-promote their
safety services in order to stimu-
late business because it could

create an impression that such
services would guarantee absolute
safety at an insured's plant.

Speakers at an American In-
surance Assn. Engineering and
Safety Service conference also sug-

gested that insurers take special
efforts to encourage their clients
to take recommendations of safety
engineers and to keep insureds
from being lulled into complacency
by a false sense of complete se-
curity.

David H. Elliott, . counsel for
Aetna Life & Casualty Co., and
James E. Reik, assistant gen-
eral counsel, Hartford Insurance
Group, both commented that the
courts have not ruled unfavorably
to insurers since 1964 unless they
are directly responsible for the in-
creased danger of a facility or em-
ploye injuries as a result of rely-
ing on an engineer's information.

Mr. Elliott referred to Nelson vs.

Union Wire Rope Corp., the 1964
case, in which the Illinois Su-
preme Court held the insurer lia-
ble for negligent inspections even
though it had not, increased the
danger nor been relied upon by
the plaintiff. But in the last de-
cade nothing similar has been
ruled, he said.

Legislatures - in more than 40
states have given immunity from
liability to insurers in workers'
compensation cases, although they
still are liable in other cases. •

"If a hospital's costs go up, it can
usually pass most of the extra ex-
pense along to the government
(through Medicare and Medicaid)
and insurance companies. How-
ever, if a hospital administrator

saves money through greater effi-
ciency, his hospital is penalized by
having to refund most of the sav-
ings to the government and insur-

ance companies," according to
HIC.

"Typically, a hospital keeps only
15 to 20 cents out of every dollar
it saves and must cover only 15 to
20 cents of each additional dollar

it spends," HIC stated.
"Obviously, there is little in-

centive for hospitals to cut costs
or increase efficiency," HIC re-
ported. I
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Those who bite can get bitten
It's never hard to find a carrier who'11

dangle a low-price in front of you.
Look twice. Be wary. Because large

or small, the easiest way to cut a price way
down is to cut service. If you're going to
run the risk of poor underwriting - or
inadequate engineering, claim service or
loss control assistance - you'll be paying
too much at'any price. Not to mention
the possibility of having a fat increase or
a reluctant carrier on your hands at re-
newal time.

Today% big time risk manager needs

LIFE & CASUALTY

just the opposite. Problem-solving.
Underwriting flexibility. Full-range en-
gineering. Broad claims capabilities. All-
around professionalism that shows on the
bottom line. That's what /Etna's National

Accounts Department provides. And
thath why so many risk managers call us
in to help construct a realistic program.

Have your agent or broker contact
us. We may not always win on price, but
we never lose on service.

You get action with AEtna.

Aitna Casualty and Surety Company



The Top Security policy
unpackages the package
policy by basing the price
of coverage in many states
on the individual
characteristics of each

risk rather than applying
an across the board

package policy credit,
increasing coverage
flexibility, and providing
extended protection.

Introducinit
the Unpackaged

Package:
the Top Security Policy

%-lis
Reason

Why

ZURICH-AMEHCAN NSLRANCE CO,#,UNHES

Available from the American

Guarantee and Liability Insurance
Company in most states and pending
in others. Check with your local Z-A

agent or broker for availability. (Not

available in Hawaii, Texas, Alaska,

North Carolina and Mississippi.)
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Z-A calls the new Top
Security policy the ·,
unpackaged package.
Why unpackaged?

Unpackaged- because
instead of a flar package

credit, in many states the
new Top Security policy
provides pricing
modifications based on

the individual

characteristics of the risk.

As a result, for the risk

that deserves it, the Top
Security policy often
offers savings that exceed
those for regular package
policies. On the other
hand, isn't it good to know

rr. 1
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that Top Security
protection can be made
available at an appropriate
price to a greater number
of risks because of this

pricing flexibility?

Unpackaged - because, in
many states, only a single
mandatory coverage is

required. Thats flexibility.

Unpackaged - because

many coverages are

built-in, eliminating the
need for those bundles of

endorsements. That's

what Z-A calls extended

protection. For example,
replacement cost for
buildings and/or personal
property is granted as an

option at the time of loss.
Available with the

Top Security policy is
Z-A' s Extended Earnings
and Expense form which
eliminates the

coinsurance clause and

provides a single limit for
both gross earnings and
extra expense losses.

And you'll find this
feature of interest: agreed
amount coverage -
available under certain

conditions at no additional

cost in many states -
which eliminates the

coinsurance clause and

avoids post-claim
haggling over values.

Also available with

the Top Security policy is
Z-A' s Inflation-Check

coverage to keep values of
commercial buildings and
stock abreast of inflation.

For many reasons, the
Top Security policy is a
special delivery"
package, when compared
to the standard "bulk-rate"

package. Write for Z-A's
brochure: "Introducing
the Top Security Policy;
the Unpackaged Package"
to learn more.

Z-fs REASON WHY
Zurich-Americai Insurance Co-npanies
Communications Department/11 1 West Jackson Boulevard/Chicago, Illinois 60604

Yes, I think the Top
Security approach to multi-
peril insurance is worth
learning more abour. Send
me a copy of "Iniroducing
the Top Security Policy: the
Unpackaged Package."

Name

Firm

Address

City State Zip

81-038-065



By LYMAN J. BALDWIN JR.
Vice President

The Hartford Insurance Group

1 ITH THE POSSIBLE exception ofthe Great Depression, the American
marketplace has been altered more radical-
ly by social and legal developments during
the past decade than at any time since the
Industrial Revolution.

One of the most powerful instruments of
change is the tort system of legal liability,
which is itself a by-product of the Indus-
trial Revolution. Under the early tort sys-
tem, a person who caused injury to another
was not normally held liable unless it could
be proved that he acted negligently or was
somehow at fault. In practice, this freed
factory owners from responsibility for much
of the accidental death and destruction

brought on by introduction of heavy ma-
chinery and mass production.

business insurance

m *2 JBEE «H\-f) M
ERISA fiduciary responsibility
requirements will prove sound
"The prophets of doom are crying that the legal standards
imposed on fiduciaries by the act are too onerous, greatly
increasing liability and costs for those covered, and
bemoaning the uncertainties engendered by the act."

By WILLIAM J. KILBERG
Solicitor of Labor, Department of

Labor, Washington, D.C.

 EVEN YEARS AGO, the Section ofCorporation, Banking and Business Law
held its famous institute on the implications

of the Bar Chris decision on the practice
of securities law. Bar Chris was the land-

mark case defining the scope of Section 11
of the Securities Act of 1933. It examined
the liabilities of officers and directors of an

issuer of securities, the underwriters of the
issue and the accountants and attorneys in-
volved in the issue, where the securities
were sold by means of a false and mislead-
ing prospectus.

At the time that the institute was held,
many securities firms, and the attorneys
who advised them, considered the Bar Chris
decision to be a revolutionary change in
securities law, one which would tremen-
dously increase the liabilities for those who
engaged in the issuance of securities and
for those who advised them, and which
would greatly increase the costs of doing
business. Others believed that the decision
was merely an expression of pre-existing

increase in liability and costs for those cov-
ered has not been onerous, and the upgrad-
ing of standards which resulted was both
proper and necessary.

The Department of Labor is acutely
aware of the uncertainty which ERISA has
.created in various areas. It must be expect-
ed that any law this complex, which was
the result of compromises between and
among four different congressional com-
mittees, and which, despite its long gesta-
tion, was effectively born during one long
hot Washington summer, would contain a
goodly share of anomalies, ambiguities and
inconsistencies. To the maximum extent

possible, we hope to utilize our powers un-
der the act to clarify the law and reduce
the uncertainties.

law, as embodied in the Securities Act of
1933, that the opinion was a proper one,
and that parties involved in an issuance of
securities who had been exercising proper
due diligence prior to the case would not
encounter any significant increase in either
liability or costs.

Now the ABA institute on fiduciary re-
sponsibility is considering a topic with even
more widespread implications than those
considered by the Bar Chris institute- ERISA can be described very differently
namely fiduciary responsibility under the depending on the nature of one's interest.
Employe Retirement Income Security Act The plan administrator may well focus on
of 1974. Even more than in Bar Chris, the the record-keeping aspects of the new law,
prophets of doom are crying that the legal including the reporting and disclosure pro-
standards imposed on fiduciaries by the visions, the employer may be intensely con-
act are too onerous, greatly increasing lia- cerned about the funding requirements,
bility and costs for those covered, and be- the participant most interested in the min-
moaning the uncertainties engendered by imum participation and vesting rules.
various sections of the act. The ABA in- But there is a university of interest in
stitute will perform tkie same function as one aspect of ERISA: the fiduciary respon-
the Bar Chris Institute did: shed light on sibility provisions impact to some degree on
the topic, where formerly there was heat. virtually everyone who has any concern
I expect that, when people look at ERISA with, interest in, or relationship to employe
seven years from now, they will be able to  benefit plans. In fact, it is hard to overstate
say, as they can say with respect to the the wide swath cut by these fiduciary rules.
standards imposed in the securities field by Private employe benefit plans control assets

Bar Chris, that the requirements of the that have an enormous aggregate value.
new law have proved to be reasonable, the They deal regularly in the securities and
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real estate markets and are volume purchas-
ers of insurance and major customers of
banks.

They also procure and provide services
of all kinds: they are in constant need of
professional services, from plan consultants
contract administrators, investment ad-
visers, insurance agents and brokers, securi-
ties brokers and dealers, lawyers, actuaries:
accountants, and, like other businesses, they
deal regularly with office goods snppliers
purchase and lease data processing equip-
ment, and so forth. Some plans supply ser-
vices, such as computer time and staff as-
sistance, to cther plans\ to contributing em-
ployers and to sponsoring unions.

These facts may not be surprising news.
But to note them is essential to an under-

standing of Congress' rationale in construct-
ing the fiduciary provisions the way it did
and they are a key to understanding both
the perspective and the role of the Labor
Department regarding these provisions.

Insofar as it was concerned with social

welfare objectives (as opposed to revenue
concerns), Congress seems to have had two
major goals in mind with ERISA.

Up fron., the legislators were responding
Continued on jollowing page

Product liability suits easier for plaintiff now

In recent years, however, there has been
a dramatic reduction in the price that so-
ciety is willing to pay for industrial pro-
gress. Tough new standards have been man-
dated for occupational health and safety,
the environment, and consumer protection.
Workers' compensation laws in many
states have been upgraded to indemnify
more fully the victims of work-related in-
jury and disease. The tort system itself has
been reshaped by a series of landmark
court decisions over the past dozen years.
This, in turn, has exposed manufacturers to
a startling increase in the number and se-
verity of personal injury suits, particularly
in the area of products liability.

At one time the plaintiff in a products
liability suit could collect damages only if
he succeeded in proving negligence or a
breach of warranty. Increasingly, however,
manufacturers have been held strictly lia-

ble for damage resulting from the use or
even misuse of defective products. The
user is simply required to establish that the
product was in some way defective and
that this was the cause of injury.

The doctrine of strict liability has been
successfully applied against subcontractors,
assemblers, distributors, retailers, building

developers, even members of a manufactur-
ers association. The product itself may be
free of manufacturing defects and yet be
ruled hazardous because of improper de-

sign, labeling, or packaging. In some cases,
misleading advertising claims and exagge-
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rated statements by salesmen or service
personnel have resulted in successful prod-
uct liability suits against the manufacturer.

Estimates of the total number of products
liability suits filed last year run as high as
600,000, which if accurate would rival auto
accident cases as a source of civil litigation.

According to the Defense Research Insti-
tute, the average award in U.S. courts in-
creased from $11,644 in 1965 to $79,940 in
1973. During roughly the same period, the
percentage of cases decided in favor of the
plaintiff rose from 49% to 52% and will
undoubtedly climb further as courts con-
tinue to expand the grounds for recovery

The average award in U.S. courts for product liability suits
has increased from $11,644 in 1965 to $79,940 in 1973.

Illustration courtesy of

M&M Protection consultants

r

of damages.

The rising volume of prcducts liability
cases, combined with the trend toward ever-
higher settlements, has contributed to the
huge losses of casualty insurers already
hard hit by inflation and declining surplus.
The remedy thus far has included higher
premiums and deductibles, self-insurance,
and a general tightening of underwriting
and loss control standards. The immediate

outlook is for more of the same, with the
possibility that certain small manufacturers
may eventually be forced out of business
altogether because of skyrocketing insur-
ance costs and stringent groduct safety
standards.

Yet to be determined is the full impact
of the Consumer Product Safety Act which
has accurately been described as one of the
broadest pieces- of legislation ever enacted
by Congress. rhe new law created an inde-
pendent federal agency with unprecedented
authority to protect the public from con-
sumer products which present an '-unrea-
sonable risk of injury" to users. The Con-
sumer Product Safety Commission is em-
powered to establish and enforce compre-
hensive safety standards governing more
than 10,000 different products. Manufac-
turers are required to report substantial
product hazards within- 24 hours of discov-
ery, and if necessary the Commission can
order the recall or outFight ban of unsafe
products from the marketplace.

Whether the new legislation will succeed
in reducing the number of products liability

claims is far from certain. Improved design,
testing, and quality control standards will
undoubtedly result in safer pI oducts on the
whole. But the resulting publicity about
hazardous products and product recalls may
also stimulate greater public awareness of

Continited on following page
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transaction restrictions: the ones against same thing might be said of institutions, and

D party in interest dealings and the ones the experiences of the Labor Department
against self-dealing. under the Welfare and Pension Plans Dis-

closure Act and in connection with certain

Third, there are statutory exemptions other laws and our involvement with the
from the restrictions of the prohibited trans- Congress over an eight-year period as com-
actions, and the authority in the Labor De- prehensive reform legislation was being de-
partment and the Internal Revenue Service veloped have contributed to shaping our

ERISA ...
anism intended to achieve the goal of pro- to consider additional, administrative ex- perspective Most important, of course, have
tection of employes interested-enforce- emptions and to grant exemptions if certain been our experiences over the past nine
ment provisions. As you all know, ERISA statutory conditions are met months, since Labor Day, 1974, when Presi-

provides for enforcement of its substantive Supporting these keystones are a series of dent Ford signed ERISA into law
Continued from preceding page provisions in the federal courts by the gov- ancillary provisions. Chief among them are
to a long-felt need for comprehensive, re- ernment and by plan participants, bene- the requirement that plan assets be held in As I mentioned, during our administra-
form legislation to protect the interests of ficiaries and fiduciaries trust, the rules on co-fiduciary and co- tion of the WPPDA, we often experienced
employes in the pension and welfare plans trustee responsibility and liability, and the the frustrations of learning about abuses
and programs established for their benefit The ways in which Congress sought to provision which renders exculpatory clauses taking place in connection with employe
by employers, labor unions or both. achieve its second goal is another complete null and void benefit plan administration and fund man-

Another goal, much less pubhclzed, but discussion in itself, Suffice it to say for the Part 4 also contains certain provisions agement, and being powerless to take any

of great importance, was to maintain a moment that heavy reliance was placed on which have independent operation, such as action. We have always recognized that
climate in which the plans themselves the Labor Department and the Internal the five-year prohibition against employ- most plans are reasonably well managed,
might flourish. Obviously, the two goals are Revenue Service to administer the new law ment with a plan by a person convicted of that most funds are prudently invested, and
both mutually reinforcing and inconsistent in a manner which would foster and main- one of a series of listed crimes, and the that most people involved with plans,
at the same time, and that tension provides tam a healthy environment for private em- bonding requirement Finally, there are the whether managing them or dealing with
another key to the perspective and role of ploye benefit plans Right now, I'd like to structural provisions, requiring, among oth- them, are both honest and conscientious
the Labor Department. focus on the fiduciary provisions of Title I, er things, that the plan be described in a And yet the number of plans is exceedingly

Part 4 as we in the Labor Department see written instrument, that there be a named large, over a million and three-quarters.
To accomplish the first goal-protection them I could probably summarize our view fiduciary, that the plan instrument provide That's a very big universe and it has its

of employes' interests in their benefit plans in two words The words would be "healthy a procedure for estabhshing and carrying share of both cupidity and ignorance Like
-Congress employed three mechanisms. respect," but let me elaborate out a funding policy, and so forth other industries, it also has its share of tra-

The first was the establishment of a se- The heart of these provisions consists of The cement that binds the fiduciary pro- ditions, of methodology, its own gestalt
ries of rmnimum standards for plans. The three parts First, there are the general fl- visions together consists of two critical def- This over-all ambiance of the pension in-
best examples are the minimum participa- duciary responsibility provisions, including initions fiduciary and party in interest, dustry needs to be examined if one is to
tion and vesting rules, and the minimum the exclusive purpose rule and the prudence and, of course, the general rule of fiduciary fully understand the basis for the fiduciary
funding requirements Several aspects of requirement, the diversification rules and liabillty in Section 409 of the pension re- provisions
this mechanism are noteworthy First, the injunction to follow the directions of form law. Before ERISA, there were state prudent

these minimum standards all relate to re- plan instruments It is said that every individual is the man rules, there were state diversification
tirement plans Second, they relate to mat- Second, are the prophylactic prohibited product of all of his or her experiences. The continued on page 30

ters which can be fixed and determined in

documents establlshing or amending a plan.

They are matters which are finite and may

be quantified: so many years of covered

service to attain a nonforfeitable right to termine than a typical auto accident case indeed, perhaps the most important-is
accrued benefits in a retirement plan, so

many dollars necessary to fund to enable Liability Prof O'Connell points out that the plain- whether no-fault would ultimately serve
... tiff must "run the gamut of countless legal the best interests of those who are victim-

the plan to pay what it owes when retire- and practical pitfalls" with no ultimate cer- ized by unsafe products
ment benefits come due Third, these quan- Continued from precedzng page tamty that he will be justly compensated Although no-fault may distribute more

tifiable, minimum standards are, under the problem Thus it is quite conceivable for his loss At tne same time, the casualty benefits to greater numbers of claimants,
ERISA, the primary concern of the In- that the volume of consumer lawsu-ts may insurer is faced with substantial loss ad- it necessarily denies full recovery for pain
ternal Revenue Service actually increase despite substantial im- Justment expenses regardless of whether and suffering to accident victims who might

Congress might have legislated no fur- provements in product safety. the product is finally Judged defective be entitled to it under the tort system Un-
ther, at least as regards retirement plans. But would the savings in legal and claim less a threshold lS established for the re-
However, establishing critical minimum Anticipating the worst, a handful of ob- expenses outweigh the added cost of com- covery of general damages, a person could
standards to help make certain that the servers are predicting that the tort systern pensating accident victims for out-of-pock- suffer a pernnanent total disability through
promise of a retirement benefit would not may eventually have to be abandoned in et loss regardless of fault, Exposure to the willful negligence of a manufacturer
be lost due to participation or vesting rules order to avert a serious market dislocation products liability varies widely from man- and yet be barred from collecting damages
that are unduly harsh, or because of a fail- One proposal discussed by Jeffrey O'Con- ufacturer to manufacturer, and in many beyond out-of-pocket loss for medical bills
ure to fund sufficiently, would not have nell, law professor at the University of Illi- cases a pure no-fault systern would clearly and lost earnings Existing no-fault auto
accomphshed Congress' first goal Of course, nols, Is to establish a public compensation be too burdensome. Prof. O'Connell readily laws allow recovery of tort damages if med-
the minimum participation, vesting and program under the aegis of the Social Se- acknowledges as much and proposes a sys- leal costs exceed a threshold amount How-
funding standards are meaningless in the Curity system to indemnify victims of prod- tem of elective no-fault which allows the ever, thresholds are contrary to the no-fault
context of welfare plans More significant- uct-related injury for lost wages and manufacturer himself to decide what risks, principle and could conceivably push costs
ly, experience had shown that something medical expenses However, Prof. O'Con- if any, would be covered Where there is a well beyond existing levels
more was necessary for all plans, whether nell concludes that the cost at this point prior guarantee of no-fault payment for
welfare or retirement. rules of conduct were would be unrealistically high and suggests certain types of ln]ury, claims based on Under the elective no-fault system pro-

necessary to set limitations on the dealings that a system of private no-fault coverage fault or product defect would be precluded posed by Prof O'Connell, the decision to
of persons who controlled or had influence might be a better alternative How would claims be handled m which allow or disallow tort claims is left to the
over plan management and plan assets, and, There is ample precedent for this kind of the product was only incidentally involved sole discretion of the manufacturer. In prac-
to a lesser extent, on transactions between approach, beginning with the first workers' in the injury9 Under the tort system, the tice, this could mean that a consumer in-
plans and persons having certain relation- compensation laws passed in 1911 Until defectiveness of a product is only part of Jured by Brand X would be entitled to
ships with the plans then injured employes were required to the legal groundwork which must be laid damages for pain and suffering but not if

establish negligence in order to collect dam- in order to recover damages The plaintiff he were injured by Brand Y. Complicating
Reporting and disclosure had been tried, ages The high toll of mdustrial accidents also must show that the product was in fact the situation is the fact that a consumer

since 1958, under the Welfare and Pension during the late 19th century and the result- the cause of injury This latter require- who is arbitrarily demed full recovery from
Plans Disclosure Act By 1974, there had ing backlog of court cases led finally to de- ment does not enter into consideration when Brand Y's manufacturer might then turn
been over 15 years of experience with the velopment of a no-fault system financed payment is made on the basis of no-fault around and file suit against a distributor or
WPPDA, and two things seemed evident by employers as a normal cost of production. Yet it obviously affects the final cost be- retailer who shares liability but may not be
Filings with the government and disclo- No-fault auto insurance is a much more cause of the large number of product-related similarly protected by no-fault.
sures to plan participants were helpful in recent innovation, although the concept as injuries which are not actually caused by The problems which would be encoun-

shedding light on some types of errors and such dates back more than fity years and the product itself. tered under no-fault are not necessarily

certain, relatively unsophisticated, kinds of was actually implemented outside the insurmountable and may in fact prove less

sharp dealings The filings and disclosures United States as early as 1946 Prof. 0'- If a person falls off a bicycle, is he en- troublesome than the well-documented dif-
had also been instrumental in uncovering Connell was among the first in this coun- titled to compensation from the manufac- ficulties of the system it was Intended to
sorne outright frauds and embezzlements. try to give serious consideration to the Idea. turer under no-fault? Does falling down replace Until more concrete proposals are

But all through those years, the Labor His 1965 book on the subect, co-authored the stairs or walking into a door constitute forthcoming, any Judgment must be limited
Department, which administered the WP- with Robert Keeton of the Harvard Law grounds for no-fault recovery from a build- only to theoretical considerations
PDA, and ltS members of Congress them- School, was mstrumental m the subsequent ing contractor9 Is a furniture maker liable Much ultimately will depend on what

selves, were constantly on the receiving passage of no-fault laws in 23 states. for injuries sustained by a small child or an happens to the whole notion of accident
end of complaints relating to matters which No-fault guarantees that the victim of an elderly person who falls out of bed? compensation based on fault The weight

either didn't show up m the relatively sim- accident will collect for his out-of-pocket Each of these examples involves a prod- of recent legal and social oplmon in this
ple reports, or, even when they did, were loss (medical bills, lost wages) but in theory uct which is statistically among the nation's country has placed growing strain on the
not actionable under federal law because bars compensation for such intangitle losses half-dozen most hazardous as reported by tort system If present trends continue, the
they related to fiduciary conduct and there as pam and suffering, disfigurement, and the Consumer Product Safety Commission system may not be salvagable in any form.
were no federal fiduciary standards. disability. Because there lS no de:ermina- But it is hard to imagine a manufacturer and some program of public or private no-

So, in addition to beefing up the report- tion of fault, the accident victim need not voluntarily assuming liability for the tens fault compensation may become virtually
ing and disclosure provisions, Congress gamble on the outcome of a judicial process of thousands of injuries which arise from inevitable
added a second new mechanism-the fi- which is both costly and cumbersome. Fur- such circumstances every year. In the ab-
duciary rules Unlike the minimum partici- thermore, the savings in legal and claim sence of a mechanism for determining LVan J Baldwin, Jr., is vp of propertv

pation, vesting and funding standards for adjustment expenses results in a higher net cause, there is every indication that elective and casualty underwriting at The Hartford
plan performance, the fiduciary provisions recovery of benefits. no-fault would be least applied to those Insurance Group. Before jozning The Hart-
deal with human performance For the At first glance, no-fault would seem to products which are most inherently dan- ford in 1973, Mr Baldwin serued success-
most part, these rules are not quantifiable offer an attractive solution to the products gerous And if that is the case, what impact well/ as president of the California Union
and will not be directly reflected in plan liabillty dilemma. Lawsuits involving de- would no-fault have on the products lia- Insurance Co, a surplus lines subsidtary of
documents fective products tend to be even more com- bility problem to make any real differencep INA, and the Martin Insurance Co., a sur-

Finally, Congress added the third mech- plex and liability far more difficult to de- Another question worth considering- plus lines insurer based in Los Angeles.

-
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ERISA requirements ...
continued from page 28
requirements, there were both
state and federal criminal laws

respecting frauds, embezzlement
and kickbacks in connection with
employe benefit plans, but there
were also certain ways of doing
things and thinking about things
which constantly operated to re-
duce or nullify the protections
offered by these laws. For exam-
ple, exculpatory clauses were com-
mon and were frequently held
to be valid by the courts. Now, the
creator of a private trust for the
benefit of a spouse and children

may wish to appoint as trustee a
friend, someone who knows the
family well, may wish to limit the
extent of the trustee's liability
through use of an exculpatory
clause, and there may be persua-
sive social policy ends served by
sustaining the validity of exculpa-
tory in that context.

But arguments favoring the ex-
culpatory clause simply do not hold
up when the context is the em-
ploye benefit plan, where the
beneficiaries are not a few rela-
tives but rather a thousand or a
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hundred thousand employes and
the assets may top the billion dol-
lar rnark.

As another example, the exclu-
sive purpose rule-deemed SO

important by Congress that it was
inserted twice in Part 4-is often

ignored. Plan sponsors, large and
small, management and labor,
often used plan assets for their own
purposes. They borrowed them;
lent them to individual and cor-
porate friends and associates;
pledged them as collateral; used
them for corporate and personal
financing. Sometimes, the funds
were returned to the plan with
interest, but often they were not.
Sometimes, plan funds were lost
when an employer went into
bankruptcy and the plan assets
were subject to creditors' claims.
So Congress said that plan assets
must be held in trust, must never
inure to benefit any employer
and must be used exclusively for
the purpose of providing benefits
and defraying reasonable admin-
istrative expenses. Then, to be
sure the message got across, the
exclusive purpose rule was repeat-
ed as the first of the general fi-
duciary responsibility rules.

The requirement that a fidu-
ciary discharge his or her duties
in a prudent fashion and the di-

Were introducing a new
idea in Surplus

Sure-when you get those
special surplus/excess
accounts that are high risk,
complex, and hard to place,
call us.

We're innovative, flexible,

and our capacity hasn't been
stretched yet.

But consider. We want to

write as much of your every-
day insurance as we can, be-

Headquarters. Los Angeles. Offices: San Francisc

versification requirement both

were intended to insert a federal

rule where numerous, sometimes
inconsistent, state laws had been.
There was no intent, as far as I
know, to require a higher ddgree
of prudence than has been gen-
erally required under state trust
laws. The one clear direction

Congress gave is found in the con-
ference report, where we find this
sentence.

*The conferees expect that

the courts will interpret this
prudent man rule (and the other
fiduciary standards) bearing in
mind the special nature and pur-
pose of employe benefit plans." If
Congress expects the courts to in-
terpret the prudence requirernent
in this way, you can rest assured
that the Labor Department will
do the same thing.

We think that a great deal of
apprehension which is being ex-
pressed in terms of the prudence
standard is really a reflection of
several other elements: the elim-

ination of exculpatory clauses; the
requirement that plan documents
must be followed by fiduciaries
(and thus be relied upon by fidu-
ciaries), but only to the extent
they are not inconsistent with the
requirements of Title I, including,

Sayre 82 Toso, Inc.
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of course, the fiduciary provisions;
and the enforcement rights given
to participants, beneficiaries and
fiduciaries in Part 5 of Title I.

While there is no question that
many plan fiduciaries will have to
upgrade their operating procedures
to comply with ERISA's prudence
requirement, it is not because that
rule is substantially more strict
than the common law require-
ments, it is because the fidcuiar-
ies wore not meeting the common
law standard to begin with.

The prohibited transaction rules
have been a subject of great de-
bate and were strongly criticized
during the recent House Labor
Standards Subcommittee over-

sight hearings. As you know, the
conferees had before them a very
clear choice regarding the party
in interest prohibited transaction
rules. The House bill contained

some strictures against fiduciaries
dealing with parties in interest,
but such dealings were permis-
sible if the plan paid not more
than, or received not less than,
adequate consideration. The Sen-
ate bill contained absolute prohi-
biitons.

The conferees chose the Sen-
ate provisions, along with cer-
Senate provisions, along with cer-
tain statutory exemptions and au-
thority for the government to con-
sider administrative exemptions.
It is no secret that the adminis-
tration favored the Senate version.

We did so with good reason.
We have on record scores of

cases of abuse that arose prior to
ERISA, involving party in inter-
est dealings. We were convinced,
and we remain convinced, that the
transactions which led to these

abuses would not have been pre-
clude by an adequate considera-
tion test. Many of them began as
innocuous arrangements which,
for a variety of reasons, slid over
into the area of abuse. A lease

turned unfavorable, a loan was
defaulted on, services were con-
tinued to be provided after the
need had ended or had changed.
Other transactions were disadvan-

tageous to the plan from the start.
There is no question that the

prophylactic rules are causing some
discomfort. But here again, it is
important to recognize that much
of the discomfort stems from fae-

tors other than the prohibited
transaction restrictions, The de-

finitions of fiduciary and party in
interest are broad and contain their

share of ambiguity, and the threat
of third-party litigation looms
large in the minds of some. The co-
fiduciary responsibility and lia-
bility provisions extend the sweep
of the prohibition.

Accordingly, we are now devot-
ing considerable efforts to clarify-
ing the definitions, and to recon-
ciling some of the ambiguities and
inconsistencies in these other pro-
visions. At the same time, we are

examining the prohibition against
parties in interest supplying ser-
vices and the questions about mul-
tiple services to see whdther some
flexibility can be provided.

Our role is complex. Our para-
mount priority is to assist people
to understand the law, because un-
derstanding is essential if chaos
is to be avoided. Our assistance

cannot be confined to participants
and beneficiaries, although they
are our primary focus and concern.
We must also stand ready to help
all concerned persons, whether
management or labor, large insti-
tution or solitary individual, those
who administer plans or those who
deal with plans. •

As solicitor of Labor for the

past two years, William J. Kilberg
has been responsible for an the

legal activities of the Labor De-
partment, as well as its legislative
program. This article by Mr. Kil-
berg has been adapted from a
speech he gave late last month.
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london line

Underwriters working on new rates
for renewed traffic through Canal

bothLONDON-Uncertainties over

insurance rates for traffic passing
through the Suez Canal are now
being resolved in London where
underwriters from both Lloyd's
and the company market have

· been studying the situation.
Business Insurance made checks

in various sectors of the market
to determine what insurance ar-

rangements will be made. Edwin
D. Rainbow, chairman of the In-
stitute of London Underwriters,
predicted, as he was about to leave
for Egypt to watch the re-opening
of the canal, that there will be

every co-operation between
shipping and canal interests.

Speaking for many U.K. compa-
nies engaged in marine insurance,
Mr. Rainbow, who is himself with
the Commercial Union group, said:

'Generally speaking, marine un-
derwriters will welcome the Suez
Canal being re-opened to commer-
cial shipping. One of the reasons
is that the availability of tugs, sal-
vage assistance and repair yards is
much better in the Mediterranean

and Red Sea areas than on the
Cape of Good Hope route around
the foot of South Africa.

"From an insurance point of
view, underwriters will naturally
be cautious to start with. But I see

no reason why normal rates should
not apply for marine risks for both
hulls and cargoes to cover the or-
dinary navigational hazards such
as accidental grounding.

"The levels to be set by the Lon-
don market for war risk cover is

inevitably a question that has still
to be settled, but that is the only
issue remaining to be clarified.

"Underwriters will watch with

great interest the potential devel-

opments likely to accrue from the
proposed 'free zone' legislation for
the Suez area, linked with plans
for construction of industrial com-

plexes there."
Egypt and other Middle East

countries have asked marine in-
surers not to impose unnecessary
high war risk premiums for ves-
sels using the canal.

Lloyd's has been keeping more
than normally silent on this as-
pect as it has to tread the path of
underwriting experience while ex-
tending reasonable facilities to all
those European and other opera-
tors who will be encouraged to use
the canal if rates are right.

Fixtures of 25 cents per $100 as
a special war risk surcharge for
cargoes, which covers unexploded
mines or other hazards, will only
persist until it is clear all obstacles
have been cleared. Hull war risk

ratings are more flexible.
Re-opening of the canal coin-

ci(les with the release of nearly all
the fifteen ships, trapped there

The trouble with most group life
insurance plans is that they treat everybody

in the group the same.
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since the 1967 conflict. They are
now moving to various ports for
discharge of their cargoes.

Insurance groups in Britain
have paid out more than $35 mil-
lion for these ships in the past
eight years.

Most of the vessels have been

accepted as total losses, including
the two U.S. ships African Glen
and Observer, with compromise
settlements that returned posses-
sion to their original owners.

No cargo risk is thought to have
been involved in the London mar-
ket on the U.S. vessels, as one was
in ballast and the other was carry-
ing government aid wheat to India.

There is still substantial interest,
however, being taken by Lloyd's
underwriters, as well as the com-
pany market, in cargoes discharged
from other vessels.

These cargoes can be re-sold
with possible benefits to the ma-
rine market, which has paid out
more than $12 million on the ma-
terials they were carrying, rang-
ing from raw materials to domestic
commodities.

***

Premium capacity is moving
steadily upwards at Lloyd's as
more members take advantage of
the new financial rules which

were planned last year for this
purpose.

There is also an encouraging
hike in the list of new applicants
to join this famous London market,
where $2.5 billion of world busi-
ness is written in the year.

Most of the new names are

British, since there is now a special
category which allows UK. citi-
zens to join with a lower "show
of wealth" financial backing than
overseas names.

But many of the long-established
Lloyd's members, including some
from the U.S., have decided to
make use of the facility for ex-
tending their risk which was en-

shrined in the new rules (Busi-
ness Insurance, Dec. 9).

This allows graduated increases
of premium business ranging from
the region of $360,000 a year, on
proof of $240,000 "show of wealth"
backing, to $720,000 based on a
$570,000 show.

By the start of 1976, when ap-
plicants elected during the cur-
rent year can begin to operate
within their selected syndicates,
there are likely to be the record

total of more than 8,000 names
at Lloyd's.

Business will expand to keep
in step with inflation and the
growing demand of world indus-
trialists for cover at Lloyd's.

***

More than $3 million in war
risk cover was carried on the seized

U.S. ship Mayaguez by leading
underwriters at Lloyd's. The ex-
tent to which any claims may
have to be settled, in the event
of damage to the hull during the
action, will be clarified in due
course.

But sources at Lloyd's point
out that "piracy", which was one
of the words President Ford used
to denounce the Cambodian sei-

zure, is usually covered these days
in the standard war risk policy,
so that any claim for darnage
might well be brought to the at-
tention of the London market.

The hull value of the Mayaguez
is put at $4.5 million, of which
Lloyd's war risk market covered
two-thirds, and other insurers
handled the remaining one-third.
Normal marine hull risks for the

vessel are covered in Britain to
the extent of 47%. There are no
disclosures in the London market

regarding cargo risk cover, how-
ever, so further information is
awaited on this risk which may
be carried elsewhere.

***

Risks managers are studying the

findings of a public tribunal
which has been probing the big
$100 million explosion at the



Nypro UK chemical plant at
Flixborough, Lincoln County, last
year (Business Insurance June

24, 1974).
The failure of a modification

to an internal pipeline linking re-
actors in the cyclohexane-oxidation
section is blamed for the blast,
which killed 28 people.

But lack of guidance at the
management level is also included
in the criticisms, which point out
that, although Nypro U.K. was
safety conscious, there were tem-
porary gaps in overall control
because some personnel had left
the company and their replace-
ments had not arrived.

So, says the Government report:
"The disaster was caused wholly
by the coincidence of a number
of unlikely errors which are un-
likely ever to be repeated. There
was no defect in the basic design
of the plant as originally con-
ceived, and no one thought that
a major disaster of this kind could
happen instantaneously. But it's
clear now that such a possibility
exists in places where large a-
mounts of potentially explosive
material are processed or stored."

Stronger laws are now being
introduced in Britain to ensure

there is regular plant control by
publicly-appointed safety experts,
especially in the chemical indus-
tries.

Insurers in Britain now estimate
that the cost in claims against
them might be lowered to $70 mil-
lion because filial assessments may
exclude portions of the plant from
having to meet the full costs

***

British politician John Stone-
house, who sits in Parliament for
Walsall City, has been accused of
trying to swindle insurance com-
panies out of $300,000 by faking
his death off Miami Beach, Fl. last
Nov. 20.

The insurance companies never
paid any claims because Mr.
Stonehouse up in Australia after
an international police hunt. He
claimed he had been suffering from
mental stresses.

He vanished from Miami under

suspicious circumstances after his
clothing was found on the shore-
line. Prosecution authorities claim

it was all part of a fictitious plot
to pretend he was dead. Mr. Stone-
house was short of money and had
defrauded some of his business

associates in the U.K.
***

Government sources in Belfast,
Northern Ireland estimate that the

civil troubles here since 1970 have

cost $400 million in fire and bomb
damage to property. This includes
at least $30 million compensation
for personal injuries, with another
$20 million to come in future pay-

ments, and $250 million in fire
damage or similar claims, with a
further $100 million in the pipe-
line.

The cash is paid to victims by
the government after claims are
made through insurers.

One of the most heavily-bombed
buildings is the Europa Hotel,
which has served as a center for

visiting U.S. press correspondents
and other people with major busi-
ness interests in Ulster. The hotel

has been hit nearly 30 times since

it opened three-and-a-half years
ago.

R. Harper Brown, its general
manager, told Business Insurance:

"There have been so many bomb
attacks on the hotel since 1971 that

the cost of repairs is well over $2.5
million. Many insurance companies
are involved with our claims, and
mostly liability is distributed by
our brokers.

"We employ our own loss asses-
sors S. Balcombe & Co., and they
in turn work with loss adjusters
employed by the insurance compa-
nies. As accounts are received from

our main contractors, we get pay-
ments from our insurers, who in
turn are reimbursed by the public

funds in due course."

Mr. Harper Brown was recently
decorated by the Queen at Buck-
ingham Palace for his skill in

keeping the hotel open in spite of
the bomb attacks. "We've had

2,000 warnings of bomb threats,
but some of them are either hoax-

es, or are made in the belief we
will evacuate the hotel even if no

bomb has been planted," he said.

"The hotel, which is part of the
Grand Metropolitan group, is the
Belfast center for much of the in-

ternational press, and when I get
an alarm call I order a complete
check of the hotel. This takes

around 12 to 15 minutes, and if a
bomb is located I order the hotel

to be cleared at once.

"One bomb placed by the ele-
vator cost more than $1 million

in damage, but we were open again
within two hours of the blast. But

in general I don't order an evacu-
ation unless I feel positive there's
trouble. Otherwise the hotel would

have closed long ago." •
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Congressional push to amend HMO
Act to reduce employers cost burden

By RICHARD L. GORDON

WASHINGTON-A bipartisan
push is on to amend the Health
Maintenance Act of 1973 to re-

duce the burdens it places on

employers and cut the cost of
the eventual benefit progranns

health maintenance organizations
(HMOs) must offer.

Identical bills to amend the law

were filed this month in the Sen-

ate (S. 1926) by Sens. Richard S.
Schweiker (R-Pa.), Jacob K.
Javits (R-N.Y.), and Walter F.
Mondale (D-Mn.) and in the
House (H.R. 7847) by Reps. James
F. Hastings (R-N.Y.) and Paul G.
Rogers (D-Fl.).

The Ford Administration is ex-

pected to file its own amendments

to the law any day, spokesmen
said.

The only apparent item of any
controversy among the amend-
ments now on file in Congress is
a move to extend to state and local

governments Section 1310 of the
act-which requires employers to
offer an HMO as an option to reg-
ular health insurance.

That one will raise some Con-

stitutional questions.
"Our position on this kind of

issue is that the 10th amendment

of the Constitution precludes fed-
eral legislation that would require
state and local governments, in
their personnel functions, to com-
ply with standards for industry
or other sectors of the economy,"

said Mal Bergheim, deputy execu-
tive director of the U.S. Council

of City Health Officers.
"I personally am in favor of the

dual option," he said, "but my
feeling is that if this is done by
state and local governments, it
should be done voluntarily."

State and local governrnent of-
ficials even now are fighting a
federal attempt to impose federal
minimum wage requirements on
state and local governments.

The rest of the amendments ap-
pear to recognize the validity of
many employer complaints about
the bill and also acknowledge that
the admittedly "rich" benefit
package required of HMOs could
make them so expensive that they
will be unable to compete with

conventional health insurance pro-
grarns.

Last April, employers com-
plained to the Health Education
and Welfare (HEW) Department
that major administrative costs
would result from the law's re-

quirement that a qualified HMO
be offered to all employes of com-
panies with 25 or more workers,
even at locations where as few as

one employe was stationed (Busi-
ness Insurance, April 7, 1975).

That rule was the "single most
serious problem raised by the act,"
said General Motors vp Robert F.
Magill.

The amendments would change
that requirement and make the
HMO option required only where
at least 25 employes resided in the
service area of the HMO.

In another area of interest to

employers, the amendments would
decriminalize the penalties for
failing to offer the HMO option
where required by law.
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for benefit awareness?
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proof of what you're doing for them.
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Immediately.
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e
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The amendments would drop
from Section 1310 language that
states that an employer's failure
to offer the option where required
would be a violation of the Fair

Labor Standards Act of 1938.
Violation of that statute could

result in criminal fines or even a
jail term.

The amendments have substi-

tuted for this a civil penalty of up
to $10,000 that can be assessed by
the Secretary of HEW and collect-
ed in a civil action brought in fed-
eral district court.

The amendment requires the
government to notify an employer
it finds in violation of the law and

give him an opportunity to pre-
sent his side of the case.

It also states that any penalty
eventually agreed upon should re-
fleet "the gravity of noncompli-

ance and the demonstrated good
faith of the employer in attempt-
ing to achieve rapid compliance
after notification by the Secretary
of noncompliance."

The current amendments also

would restructure the benefit

package in a number of ways
aimed at bringing the cost down.

"The present law mandates the
offering of benefits which are too
comprehensive and expensive for
many groups currently receiving
services from HMOs," Rep. Hast-
ings said in introducing the
amendments, "and for many

groups which might consider HMO
membership."

HMOs are required by the law
to offer two sets of benefits-a

basic benefits schedule and, where
manpower is available, a supple-
mentary benefits schedule.

The amendments have shuffled
some benefits from the "basic"

category to the "supplemental list,
made the supplemental category
optional even where health man-
power is available, and eliminated
some benefits entirely.

The law now lists required basis
benefits as: 1) physician services,
2) inpatient and outpatient ser-
vices, including consultant and
referral services by a physician,
3) medically necessary emergency
health services, 4) short term (not
to exceed 20 visits) outpatient
evaluative and crisis intervention

mental health services, 5) medical
treatment and referral services

for the abuse and addiction to al-
cohol and drugs, 6) diagnostic lab-
oratory and therapeutic radiolog-

ic services, 7) home health ser-
vices, 8) and preventive health
services.

The amendments would make
the programs for alcohol and drug
abuse and for home health serv-

ices a supplementary rather than
a basic benefit.

Preventive health services,
while still a basic benefit, would
no longer include preventive den-
tal care for children.

While children's dental care is

dropped, the amendments would
add to preventive health services
the following: immunizations, well
child care from birth, and periodic
health evaluations for adults.

In a major move to bring HMO
costs down, the amendments
would postpone the requirement
for HMOs to use community rat-
ing.

The delay in using the com-
munity rate system would be for
five years "or more" after an HMO
becomes federally qualified.

"When you use community rat-
ing, everybody is in the same
pool," said Victor Zink, employe
benefits manager for General Mo-
tors.

"How is an HMO to compete for
a group with good experience
when a commercial carrie or the

Blues can come in and use experi-
ence rating and quote a rate that
is substantially lower?" he asked.

The amendments would also al-

low HMOs more flexibility in
Continued on page 37



Work comp carriers
may increase liability

CHICAG 0-Most states are

likely to follow the lead of Texas

[n requiring insurance companies
underwriting workers' compensa-
tion to provide safety engineering

services, according to Ralph J.
Vernon, professor of industrial hy-
giene and safety engineering at
Texas A&M University.

As head of the committee which

formulated the state's require-

ments, Prof. Vernon acknowledged
that they "probably would in-
crease the legal liability of work-
ers' compensation carriers."

"whichGuidelines for service

are fair to the industry, acceptable
to the state board of insurance and

within the letter of the law" are

being developed, Prof. Vernon
told participants at the 38th an-
nual Administrative Engineers
Conference of the American In-

surance Assn.'s Engineering and
Safety Service.

Prof. Vernon said he thought
that the insurer's "certification"

of such facilities would be ade-

quate evidence of compliance at
least initially.

...

Continued from page 36

setting their fees by allowing them
to build in the differing market
costs incurred when selling to in-
dividuals, small groups, or large
groups.

It also eliminates the require-
ment that HMOs must offer im-

mediately an open enrollment pe-

riod once a year for the general
public.

"The law enacted in the 93rd

Congress was excellent in concept
but has not satisfactorily met the
economic realities of trying to
create HMOs in the present med-

ical care environment," Sen Sch-
weiker said.

He noted that only 23 % of the
existing HMOs have sought finan-
cial assistance under the law and

that HMOs are divided on wheth-
er or not to seek certification un-

der the HMO act.

"Even though federal certifica-
tion as an HMO under the exist-
ing law could greatly expand their

potential market ( employers are
only required to offer qualified
HMOs as an option) HMOs are
approaching the prospect slowly
because of the stringent require-
ments in the law as the price for
such certification and eligibility
for assistance," he said. •

Amend ment

WASHINGTON-A rnove to

amend the Health Maintenance

Act of 1973 has drawn support
from the Health Insurance Assn.
of America and a "consensus

group" of health maintenance or-
ganizations.

The consensus group is led by
the Group Health Assn. of Amer-
ica and is connposed of such or-
ganizations as the Blue Cross
Assn., American Assn. of Founda-
tions for Medical Care, and insur-

ance companies which have made
commitments to HMO develop-
ments.

At the present time more than
50 insurance companies are to
some degree involved in more
than 70 HMO developments, the
Health Insurance Assn. said.

Twenty of the companies are ac-
tively participating in 23 operating

The only states that probably
would not follow the Texas pat-
tern were those with state work-

ers' compensation funds, he said.
The Texas requirements are de-

scribed as "stringent" and call for

"highly professional loss preven-
tion personnel and services." The
requirements for field safety rep-

resentatives, already approved by
the Texas Insurance Board, con-

sist of credits based on college edu-

cation, field experience, profes-
sional certification and a specj al
exam. 1

Insurance companies can comply
either by using their own per-
sonnel or employing professional

outside help, Prof. Vernon said.
"Such facilities need not be locat-

ed in Texas," he said, referring to
the required adequate accident
prevention facilities.

Outlining other Texas require-
ments, Prof. Vernon said that
workers' compensation carriers
need "to evaluate each policyhold-
er, identify and confirm the high

hazard exposures, determine and Bank risk seminar
prescribe a plan to service the

policyholder, record that plan in The American Bankers Assn.

the risk's file and record evidence (ABA) is sponsoring its third in-
of implementation of that plan." surance-oriented risk management

Noting a "paucity of data" re- seminar from July 14 to 16 in
garding occupational safety and Boulder, Co. The purpose of the
health exposures, Prof. Vernon seminar is to provide bank execu-
suggested the formation of a re- tives with practical working
search forum similar to the Insur- knowledge of insurance. Topics
ance Institute for Highway Safety include bankers blanket bond cov-

and funded by a percentage of the erage, directors' and officers', fi-
earned workers' compensation pre- duciary and trust department er-
rniurn. rors and omissions and safe deposit

"One half of 1 % of this premi- liability, For information contact
um. . .could make tremendous in- E. Armstrong, ABA, 1120 Con-
roads into the prevention of loss- necticut Ave., N.W. Washington,
es," he said. • D.C. 20036.



38/business insurance, June 30, 1975

broker of record for Baker Indus-

people tries UMC Industries has not yet
filled Mr Meer's position. dates for buyers

***

John L. Doering was promotedPublisher creates benefits by Peoples Gas Co., Chicago from July 7-10: An institute for printing and publishing industry funds
coordinator of insurance and pen- will focus on common problems faced by these funds such as worker

position, names Macdonald sions to director of that responsi- turnover and plan administration Sponsored by the International
bility He replaces John J 0- Foundation of Employe Benefit Plans, the sessions will be held in
Connell Jr, who died last month. Minneapolis For more information, contact the foundation at P.0

McGraw-Hill Inc, New York, as manager of employe benefits Mr Doering is in charge of prop- Box 69, Brookfield, Wi 53005
promoted Alan Macdonald to vp- in 1964 and was previously with erty/casualty insurance and finan-
employe benefits, a newly-created the Univac division of Sperry cial matters for employe benefits July 14-16: The American Bankers Assn will hold a Risk Manage-
position Mr, Macdonald will con- Rand and the Martin E Segal Co and pensions He said he's still ment in Banking Seminar at the Umversity of Colorado, Boulder
tinue to design and administer the Mr Macdonald, 50, reports to the looking for someone to fill the po- Designed to provide a working knowledge of premium saving tech-
company's benefit program and senior vp in his new position sition of coordinator-his former niques and insurance coverages and markets, the seminar should pro-

1will continue to serve as secre- Job Mr Doering has been with vide an increased ability to reduce losses and premium costs The sem-
tary of the retirement plans com- Keith Dennis McElwain was Peoples Gas for 23 years. mar, including study materials and room and board, will cost $245, and
mittee. He joined MeGraw-Hill named corporate insurance man- *** it is limited to 50 participants, Fol information, write to Ed Armstrong,

ager at General Cigar Co Inc, Tandy Industries Inc, Tulsa, of- assistant directoi, insurance and protection division, American Bank-
New York. Mr. McElwain's former ficially named Donald D. Campbell ers Assn , 1120 Connecticut Ave., NW, Washington, D C 20036
position was director of insurance insurance manager, who along

inflation
for International Telephone & with the:obs of controller and sec- July 15: Information Science Inc will hold a one-day seminar on
Telegraph Corp, New York In retary of Tandy took over insur- Compliance With Employment Laws Through the Computer, in Pitts-
his new job, the 49-year-old man- ance matters about a year ago burgh and other cities later in the summet The human resource sys-

coarol? ager is responsible for property/ when John Barry left the compa- tems firm will show how to avoid violation of EEO, ERISA and OSHA
casualty insurance, employe bene- ny Mr Barry works for Marsh & regulations by organizing, storing and maintaining employe information
fits, pensions, safety, cargo and McLennan Inc in Tulsa and "acts in a computer system For additional information, write Information
fire prevention. At ITT Lawrence as our account executive," Mr. Science Inc , 95 Chestnut Ridge Road, Montvale, N J 07645 Att

To control the impact of J Salerno was hired to replace Mr. Campbell said Mr Campbell re- Debbie Miller
inflation you must know McElwain, as reported (Business ports directly to the president and
the precise value that's Insurance, May 19) Mr. McEl- has been with Tandy for 15 years July 15-18: The International Foundation of Employe Benefit Plans
in-line with inflationary wain replaces Norman Lang, cor- *** will hold an institute for new trustees, advanced trustees and admini-
worth For precise insur- porate risk manager for General W R Grace & Co, New York, strators of Taft-Hartley Plans, in Denver For more information, write
ance coverage Accurate Cigar since 1972 who left the com- named Jeffrey D. Mamorsky bene- to the foundation at P.O. Box 69, Brookfield, Wi 53005.
sale or acquisition of pany. Mr. McElwain reports to fits counsel, a newly created posi-
property We provide that Henry Whitehall, vp-secretary. tion, in May Reporting to the vp- July 21-25: INA Corp's International Safety Academy will hold

***precise value with com- corporate administration group, a total loss control management conference in Tarpon Springs, Fl Ex-
prehensive, up-dated Named as assistant treasurer at Mr Mamorsky is responsible for perienced loss control managers, risk and insurance managers, and safe-
appraisals for commercial, Baker Industries Inc, Parsippany, preparing documents and related ty personnel are encouraged to attend Tuition is $395 For more infor-
industrial and institutional NJ,is James A. Meer, 29, form- material dealing with employe mation, write to the academy at 1021 Georgia Ave,, Macon, Ga 31201
properties Write for erly at UMC Industries Inc, New benefit plans He also assists the
Free Brief Facts booklet York. Mr Meer reports directly industrial relations division on July 24: The 1975 System Safety Conference, a one-day session for

to the chairman of the board ERISA comphance Formerly, Mr lawyers, engineers and managers concerned with product safety, wili

. and has responsibility for propertY Mamorsky was benefits advisor- be held at the Bahia Hotel in San Diego Legal issues of product safety,
and casualty insurance as well as legal for Mobil 011 Corp medical dangers, design-induced human error and hazard-free toys
financial duties He replaces Jo- *** are among the topics. Write to System Safety Confeience, Biian

FR Current value for seph M. Ahearn. who held the Mobil 011 Corp, New York, Mc)marty, P.O. Box 2444, Huntington Beach, Ca. 92646
current control. title of director of Insurance, and hired Christopher O'Flinn, 31, to

now is assistant vp and account be benef-ts advisor-legal in March Aug. 11-15: R&R Newkirk and Business Seminars Institute will
COATS & BURCHARD COMPANY executive for Marsh & McLennan to work with Jeffrey D Mamor- hold their fifth annual pension and profit-sharing seminar, "Comply-
4413 Ravenswood Ave Chicago 111 60640 in Morristown, N J Mr Ahearn is sky, who left Mobil to join W R ing with the Pension Reform Law in 1975 " The seminar will be at

Grace in May Mr O'Flinn's re. Fairleigh Dickinson University, Madison, N J Fourteen nationally
sponsibilities include providing prominent pension experts-including officials of the Pension Benefit
legal support to the employe re- Guaranty Corp.-will be the featured speakers For further information,
lations group He worked as a legal write to Bill Spencer, Business Seminars Institute Inc., 428 Old Hook

,
counsel at George Buck Consult_ Road, Emerson, N J. 07630.

- ing Actuaries, New York, for two
years before golng to Mobil. Aug. 19-22: The sixth annual Product Llability Prevention Seminar,

.** sponsored by the New Jersey Institute of Technology, will be held un-
Rank Xerox, London, England, der the auspices of the College of Engineering in Newark All profes-

named D. J. Farthing risk man- sionals involved with product liabillty are invited In addition to the in-
ager on June 1. Formerly, Mr. depth techmcal seminar, optional evening workshops on specific ha-
Farthing worked for Keith Ship_ bility prevention techniques will be offered. Tuition is $300 for mem-

, -* 2, ton Developments Ltd, London bers of sponsoring organizations; $325 for non-members For more de-
li  - He is an ex-chairman of the Assn. tails, write to Martm Post, Newark College of Engineering, 323 High

of Insurance and Risk 1VIanagers St, Newark, N J. 07102.
in Industry & Commerce.

'11 '' ilt , /4 'iii, Engineers classified advertising
1 told to 'sell

RATES AND CLOSINGTIME:$2 75 per hne, mimmum charge $11.00. Cash
with order Figure all cap lines (manmum-two) 30 letters and spacesI loss control per line; upper & lower case 40 per hne Add two knes for box number.

 ij
Rephes are forwarded daily Closing deadhne Copy in written form in

CHICAGO--Loss control has Chzcago offzce not later than noon, Monday, 7 days preceding publication
become the key to a successful in- date. Pubkshed every other Monday Display cZassified takes card rate
surance business, speakers told of $23.50 per column tnch, and card dtscounts on slze and frequency.

- participants at the 38th annual Mall ads to Business Insurance, classified advertising dept, 740 N
Administrative Engineers Confer- Rush St., Chicago, Imnois 60611.
ence here.

.Your Honor, there's a man outside who Safety engineermg has become HELP WANTED

says he wants to buy Chicago. Should I call a malcr operating department
sharing equal weight with the RISK MANAGER VP GROUP PENSIONS

Industrial Appraisal? marketing, sales, underwriting and Large West Coast manufacturer needs Prestlge consulting firm m Northwest
experienced Risk Manager trained m seeks individ, strong In plan design,

claims functions," said Edward H modern insurance techinques to man ERISA, and consulting. to manage dept

Budd, senior vp, casualty-proper- age its Corporate I nsu rance function and develop business Salary $30,000+

No job's too big for IAC. Or, for that matter, too small. Contact, In confidence, Howard Assoct
ty commercial hnes, the Travelers Box 645, BUSINESS INSURANCE

740 Rush St, Chicago, Ill 60611 ates Agency, 160 Sansome St, SF,

We place values on all sizes and types of tangible and Insurance Co CA 94104 415/391 7815 All Fees Paid

According to Arthur Spiegel-intangible assets. For businesses, schools, hospitals,
man, vp for Engineering and Safe-

churches, mdividuals, even city governments. Fdr a ty Serv.ce of the American Insur- UNDERWRITING MANAGER
multitude of sound financial reasons. ance Assn., 4¢good underwriting

Large commercial lines insurance broker Is looking for anbased on adequate risk evaluation
To learn how an IAC appraisal can be one of your most is the key to a profitable insurance Underwriting Manager with a knowledge of coverages,
valuable business tools, write for our brochure. Or, business " rating and markets for propetry and casualty insurance

better yet, call the nearest IAC office. He told conference participants and who is also an innovator
that they must "become innova- Duties will include supervision of underwriters, placers
tors, not merely caretakers of past

Industrial Appraisal Company and market selection Company benefits include MaJOr
performance, remain flexible and
develop a high quality of technical Medical, Long Term Disability and Pension

Where the worth of a business is weighed expertise in their loss control de- State details of experience and salary requirements in
partments. your reply to:

Home office 222 Boulevard of the Allies, Pittsburgh, Pa 15222 "Become enthusiastic spokes- Box 640, BUSINESS INSURANCE
(412) 471 2566 men, he advised. Sell loss con- 740 Rush St., Chicago, 111. 60611
New York-Chicago-Los Angeles-Philadelphia and 24 other cities trol to top management.
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Someday 12 wonderful people
could destroy you.

Meer your jury of peers.
They decide i f you owe, and

hcw much, when someone sues.

If you are a professional or top
echelon executive good luck.

li the absence of gooc luck,
whai you need is Top Brass, a good
personal liability coverage from
Tre St. Paul.

Top Brass can cover you for
up to $5 million against almost any
kind of liability imagirable. From
personal injury to libel and slander.

It pays the cost of your defense
and out of court settlements.

And Top Brass is relatively
inexpensive. Approximately $75 a
year for a million dollars of coverage,
cepending on how mich you have
to lose.

One stipulaticn. This is excess
I ability. You must already have
$100,000 or so of personal liability
protection.

Top Brass is also available on a
group basis at lower'rates. So maybe
i:'s worth bringing up at your next
management meeting.

Either way, make your own :uck
With Top Brass from The St. Pau'. the
company that's beer helping folks
out of tight spots s nce before the
Civil War.

Talk to an independent agent
forThe St. Paul today. He's in the
Yellow Paaes.

THE ST. PAUL
COMPANIES

4#*Ve'"PME*la" L

Serving you around tne world. .. around the clock
St. Pau , Minnesota 55102

St. Paul Fire an=j Marine Insurance Company, St. Paul Mercury Insurance Company, The St. Pall InsLrance Comfant.



The GroupInsurance
hot seat.

There's probablv one in you- office.
It's where you seat tne account executives who come to

sell you group insurance.
And then you start asking some tough questions.
That's where you really notice the difference in insurance

companies... and in account executives.
Some people may squirm and shuffie in your hot seat
But not your Continental Assurance Account Executive
He'11 bat 100C on those tcugh questions. With straight-

from-the-shoulder talk.

That's because we gave him complete bottom-line
responsiblity for handling your account. And the decision-
making authority to carry out that responsibility. The
authority to make decisions on underwriting, rates, every-
thing affecing the service you receive.

So call vour Continental Assurance Major Group office.
And put one of our Account Executives in the hot seat.
We.know he 11 keep his cool.

AtContinental, whenyoubuy group, youdealwith anindividual.

Continental Assurance Co.
Major Group and Pension Services

Call you- nearest Continental Assurance Co. Major Group Office: Atlanta, Boston, Chicago, Dallas, Detroit, Indianapolis,
Kansas Ciry, Los Angeles, Milwaukee, New York, Pittsburgh, Salt Lake City, San Francisco, Washington D. C.


