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update:
New tort reform bill

missing key provision
WASHINGTON-Sen. Robert Kasten, R-

Wis., will formally introduce federal prod-
uct liability legislation this week. However,
it no longer contains a key provision that
would have made it difficult for a plaintiff
to recover damages if he couldn't identify
the manufacturer.

Sen. Kasten's earlier drafts specified that
Continued on next page
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Benefits: Confronting the future

Employers
f are planning today

for tomorrow's changes
By JAMES C. LAWSON

NEW YORK-Benefit manag-
ers may not be prophets looking
into shiny crystal balls, but more

and more are trying to gaze into the
future to see where their benefit

plans are headed.
Soaring expenses-especially health

care costs, union demands for better
benefits, ballooning pension liabilities
and meeting the needs of a rapidly
changing workforce-are just some of
the problems that are forcing benefit
managers to look ahead.

They're countering with tax-de-
ferred savings plans, options to join
health maintenance organizations,

early retirement programs and
other innovative benefit ideas.

"We're taking the long-range
view," one benefit manager told

Business Insurance. "We
know where we're at now,
and we don't especially like

it. We want to make sure
we're headed in the

right direction in the

future."

William Mason, the corporate director
of employee benefits for Allied Corp.
(formerly Allied Chemical Corp.) in
Morristown, N.J., says the right di-
rection is "the delivery of the most cost-
effective benefits program to our em-
ployees."

While many employers are thinking
of short and long-term cost-contain-
ment measures to put the reins on run-
away costs, others are thinking of ways
to streamline their plans to eliminate
administration problems. They also
have begun thinking of new ways to
satisfy their employees' benefit de-
mands.

Benefit managers and consultants say
the questions most often asked when
planning future benefits include:

• What will the workforce be like

three, five and 10 years from today?
Continued on page 25

Spotlight report
begins on page 11

Borden trades new benefits

for employee cost sharing
By RHONDA L. RUNDLE

COLUMBUS, Ohio-Borden Inc.,the consumer products and chemical
company, will install a bold new employee benefits plan next month fol-
lowing a successful four-week campaign to sell the changes to the com-
pany's non-union workforce.

The overhaul is designed to curb the health care dollar drain on Bor-
den's benefits budget by asking workers to pay more of their medical costs.
New deductibles and bigger employee contributions for medical insurance
are part of the package.

Plan modifications scheduled to go into effect in July and January are
expected to reduce Borden's health care benefits bill by about one-third.
But, total benefit expenditures will remain substantially the same since
many benefits are being added or enriched.

"We're trying to stem the rise in our self-
funded health care costs and put emphasis and
money into other areas of need such as pensions,
dental care and matching thrift plans," explains
Michael T. Miller, director of employee benefits.

Eight years ago, Borden employees paid 25% of  a F /
their health care costs. Last year their share 1 CE
dropped to 8%, while Borden shelled out $22 mil- 15...   -

lion in hospital costs alone. The company expects -
a 17% to 19% increase in claims costs next year. -6

"We need to restore some balance by passing ss
more of these costs back to employees," notes Mr.
Miller.

Stepped-up hospital cost sharing by employees
will be partially offset by benefit increases in out-
patient and dental coverage.

The company also will increase its thrift plan contributions. Ninety per-
cent of Borden employees participate in the company thrift plan, which
will start matching each dollar of employee contributions with 55 cents, a
15-centincrease.

Borden also is introducing substantial improvements in its pension plan
while reducing retiree life insurance. The company reasoned that it would
rather pay workers more while they are alive than finance big estates for
their survivors.

"The key to making these changes is successful communications," sums
up Mr. Miller. He and his staff visited 122 Borden locations last month to
explain the new package. He estimates they talked to 13,000 of the com-
pany's 14,000 non-union employees.

"The amount of static was nil," he says "The positives outweighed the
negatives."

Continued on page 64

Asbestos coalition proposes trust fund
By JERRY GEISEL

WASHINGTON-Reeling from tens of
thousands of product liability lawsuits, as-
bestos manufacturers are drafting legislation
that would shield them from more litigation
and provide a federal trust fund to compen-
sate victims.

A key point in the draft legislation is use of
state workers compensation programs rather

Cleveland indians

could lose logo
Page 3

than a federally directed program to deter-
mine how much a worker could receive from
such a fund.

The proposal being circulated by the As-
bestos Compensation Coalition, a lobbying
group that represents nine asbestos manufac-
turers and suppliers, includes these provi-
sions:

• A federal trust fund would be estab-
lished with contributions split equally be-

tween the federal gov-
ernment and the as-

bestos companies to
compensate workers
injured by exposure to
asbestos.

• A company's an-
nual contribution to the
fund would be based on

its exposure to suits and

its actual litigation experience. Companies
with the highest number of pending suits and
that have paid out a large amount in damages
would pay the most into the fund.

• Eligibility to receive a benefit from the
federal trust fund.would be triggered by ex-
isting slate workers compensation programs.

If a state workers compensation board, for
example, found that a worker was 10% disa-
bled because of exposure to asbestos, the
worker would get 10% of the maximum ben-
efit payable by the federal trust fund.

Although background papers explaining
the proposal do not say what the maximum
benefit would be, the asbestos manufacturers
are favoring, at least initially, a $30,000 bene-
fit cap.

• Once a worker received a benefit from
the federal trust, he no longer could file
product liability suits against firms partici-

pating in the federal trust fund. For pending
suits, the plaintiff would have the choice of
being compensated by the fund and dropping
his suit or pursuing the claim.

• Although the federal trust fund would
provide benefits to asbestos exposure victims,
Congress, by resolution, could create similar
trust funds funded by other industries for
other occupational disease victims.

"We've spent a lot of time to think of this
conceptually," said William MeLaughlin,
corporate counsel of Unarco Industries in
Chicago and president of the asbestos coali-
tion. "We tried for an approach that uses the
existing state workers compensation system
to the best advantage."

That approach-leaving the state workers
compensation system intact-is in sharp con-
trast to proposals now stalled in Congress

Continued on page 66
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- Epdate: Worker gets $4.5 millionKasten alters tort reform bill
Continued fromprevtous page
a plaintiff would have to prove "by a preponderance of evidence
that a product was produced by a specific manufacturer m order to in Ranger I rig collapseestablish liability'

That provision would have overturned the controversial Califor-
nia Supreme Court's Sindell ruling that said in certain cases where a By BILL DENSMORE Corp (BI, May 28, 1979)
plaintiff couldn't identify the manufacturer, liability would be di-
vided among manufacturers based on their market share GALVESTON, Texas-A $45 million lump-sum set- Shipbuilding CO of Mobile, which overhauled the ris

Sen Kasten's new bill specifies only that the plaintiff must make
a reasonable effort to identify the specific product manufacturer
before suing a group of companies that made the same product lion in ultimate liability costs chell's coverage, says Robert W Woolsey, a Corpu

The new bill also leaves it up to the Senate Commerce Committee, The May 28 out-of-court settlement will be shared by Christi lawyer handling claims against Mitchell fo
which has Jurisdiction over the legislation, to decide how long a five prinapal defendants Four of them were insured Cravens, Dargan
manufacturer should be liable for the safety of its products in the U S and at Lloyd's of London, but a fifth defen- Self-insured Bethlehem Steel Corp, the rig builde

New trial set in Rely suit attorney Bethlehem confirmed it is self-insured in unspecified amounts, said Charles J Fleming, a Mo
DENVER-A new trial for toxic shock victim Deletha Dawn

Lampshire and Rely tampon maker Procter & Gamble is set to start 12 miles off the coast of Galveston, killing eight and Shipbuilding Co
Aug 24 in the U S District Court here injuring 20 of its 34 crew

Both sides had requested the retrial in the event their respective So far, hability claims settled by five defendants total worker whose face was severely burned and disfigure,
post-trial motions for partial reversal of the March 19 Jury verdict $75 million, according to attorneys involved M the set- when caustic soda spilled on him during the sinking
failed (BI, March 29) tlements

Brent B Bowers of Coushatta, La, is being compen
The first Jury ruled that P&G had sold a defective product and G Robert Friedman, plaintiff's attorney in the larg- sated for his injuries, suffering and lost income, said hi

was negligent in marketing Rely but awarded no damages Plaintiff est award and the plaintiffs' liaison counsel in the lib- lawyer, Mr Friedman of Houston
Lampshire subsequently asked the court to award damages consis- gation in U S District Court in Galveston, estimated In the other six injury cases resolved so far, paymenttent with the finding P&G sought reversal of the ruling that the total liability bill for the defendants will be started at $5,000, said Mr Fleming, an attorney wit

The Lampshire trial was the first court test of P&G's superabsor- about $10 million Armbrecht, Jackson, DeMouy, Crowe, Holmes &
bent Rely tampon The only other court to hear a claim against Rely Under a settlement agreement among five named Reeves, in Mobile, Ala One man who lost an arm re
awarded $300,000 m compensatory damages to the family of a 25- defendants and their insurers, Atlantic Pacific Marine ceived $300,000
year-old woman who died of toxic shock syndrome (BI, April 26) Corp of Houston, which owned the rig, and Mitchell Three inJury cases remain unresolved

Energy Development Corp of Houston, which leased The average settlement in five death cases resolvec3 sentenced in bank fraud it, are each taking 25% of the costs so far has been $450,000, said Mr Friedman, who also 1,
INA Special Risk Facilities has already paid the discovery chairman for the plaintiffs

SAN FRANCISCO-Three men who took part in the largest com- $100,000 hmit of primary hability insurance it wrote for A defense attorney agreed with the estimate
puter fraud in U S banking history have been sentenced to federal Atlantic Pacific The London market wrote excess in- At least 10 other injured crewmen filed out-of-cour
prison for conspiring to embezzle $21 3 million from Wells Fargo surance for Atlantic Pacific Liability coverage for Mit- claims under the Jones Act and have not sued, MrBank chell Energy was underwritten by The Continental Cont,nued on page 61

Boxing promoter Harold Smith was sentenced to 10 years in
prison and fined $30,000 Sammie Marshall, a former Wells Fargo Doctor must pay costsofficial, received a three-year sentence and the conspiracy's "inside
man," L Ben Lewis, got five years Benefit communication:

Shortly after the embezzlement was discovered last spring, Wells of raising unwanted child
Fargo said it expected to recover the full amount of the loss minus a
$1 million deductible included in its banker's blanket bond (BI,

By JAMES C. LAWSON
Either flaunt it or fix it

March 9, 1981)

Fireman's Fund Insurance Cos is believed to be the lead un-
HARTFORD, Conn -A doctor who performs an un- Do you do a great Job of telling your employeesderwriter on the bond, with quota-share participation on the first successful sterilization procedure on a woman is re- about their corporate benefit plansp Do you needlayer by Aetna Casualty & Surety Co, Lloyd's of London and Fed- sponsible for the costs of raising the couple's subsequent some help to do it better without spending an.eral Insurance Co, a unit of Chubb & Son Inc The coverage in- children, Connecticut's highest court says arm and a leg on communications?cludes a second and possibly other layers
The state Supreme Court last week upheld a lower If you answered yes to the first question, youCompany officials knowledgeable about the claim could not be

reached late last week to discuss its status court decision and awarded $49,985 to Carol and Wil- will want to enter the 10th annual Bustness In-
ham H Ochs 3d of Bethel, Conn, for undergoing the sb.ranee Employee Benefits Communications

Agent Orange suits allowed stress of an unwanted pregnancy and $56,375 for the Awards competition
costs of raising the child If you answered yes to the second question, you

However, courts in five other states have rejected will want to mark your calendar for Nov 1 and 2ALBANY, N Y -Gov Hugh Carey has signed a law that makes similar "wrongful conception" suits by parents to attend the Business Insurance Communicatingmore Vietnam veterans eligible to sue for damages allegedly caused
by Agent Orange The Connecticut high court's ruling came seven Employee Benefits Conference in Chicago,

years after the couple filed suit against Brookfield, which this year will focus on how to deliver ef-Under the new law, veterans who served in Indochina between Conn, physician and surgeon Anthony P Borrelh, al- fective messages at an affordable costJan 1, 1962, and May 7, 1975,-the last day Amencan military per- leging the doctor was negligent when he performed an Each year, a panel of independent Judges se-sonnel were in Vietnam-can sue in New York Courts for damages unsuccessful laparoscopic tubal ligation, a sterilization lects the outstanding benefit communicationsallegedly caused by exposure to Agent Orange, a herbicide widely operation programs submitted to the BI competition in fiveused in the Vietnam War that some veterans say is linked to skin Dr Borreh had appealed the lower court decision categories The winners are presented plaquesdisorders, personality changes and stillbirths The law replaces a because "we wanted to get resolved the issue whether during a special awards dinner during the Em-statute enacted last year that limited suits to veterans who served
between 1962 and March 29, 1973 The new law also extends the ordinary child-raising expenses were compensable, „ ployee Benefits Communications Conference,

filing deadline for Agent Orange suits to June 16, 1983 explains his attorney, Edward J Holahan Jr of Bridge- where the winning entries also are displayed
port, Conn Entries will be accepted between July 1 and

OSHA may cut record keeping However, the doctor will not appeal the decision fur- July 30 only in the categories of booklets, person-
ther, Mr Holahan said, adding that the award will be alized correspondence, audiovisual presentations,

WASHINGTON-The Occupational Safety and Health Admints- paid by Dr Borrel.i's medical malpractice insurer, special proJects and total communications pro-
Continued on page 68 grams, which encompasses all of a company'stration last week proposed to exempt 474,000 employers from main- benefit communications

taining certain OSHA safety records To receive an entry form and for more infor-Those employers-in certain retail trade, finance, insurance, real Errors and omissions mation on the Communicating Employee Bene-estate and service industries-have an average of fewer than two
injuries a year per company

fits Conference, contact the Business Insurance
• Triple-trigger asbestos liability under the Keene Communications Services Department, 220 EastSince so few injuries occur in these establishments, most employ- decision is subject to other insurance clauses Due to an 42nd St, New York, N Y 10017 or call 212-210-ers and employees would be reasonably expected to know of and editing error, a May 10 Perspective article stated just 0137

recall any recordable event without the need to refer to an OSHA  the opposite
injury/illness log," said OSHA chief Thorne Auchter

OSHA wants the rule to go into effect Jan 1

index I PBGC chief defends premium hike
By JERRY GEISEL current storm of pension plan ter- Hill defending the proposed hike in

minations termination insurance premiums
Around the states WASHINGTON--Employers

59 Someone you should know 50 .*. 4tt, ' „Defined ben- He picked up the battle from
Benefit beat shouldn't beef about paying $6 a4 Spotlight report 11 efit plans have Robert Nagle, who resigned after

year to insure workers pensionBI ticker 71 Washington 52 been around a serving since August 1979
Classifieds 68 benefits It's only the cost of buying long time I can t Just as steadily as he defends the
Comings&goings: buyers 49 each of their workers a hamburger

Vol 16, No 23-Business In- A .4 * imagine com- proposed premium hike, Mr Jones
Comings&goings· industry 51 surance (ISSN 0007-6864) 15 pub- in a decent restaurant once a year, ' panies getting speaks affirmatively about the fu-
Datebook says the new executive director of

46 lished weekly at 740 Rush St , rid of them be- ture of the PBGC insurance pro-
Editorial opinions the Pension Benefit Guaranty

8 Chicago, Ill 60611 Second-class Corp kill cause of higher gram "There lS no basis for think-
Info 47 postage is paid at Chicago, Ill, and premiums A ing that horror lS about to result or
Insurance services guide Edwin M Jones, appointed

70 at additional mailing offices Post- company could that we are in a calamitous situa-
Letters PBGC executive director May 11,

8 master Send address changes to Mr. Jones not terminate its tion "

Management takes the same relaxed attitude to- pension plans42 Business Insurance, circulation In recent months, the PBGC in-
Markets 61 department, 740 Rush St, Chi- ward the long-term future of the and remain competitive ' surance program, which protects
Perspectives 41 cago, Ill , 60611, 312-649-5221

agency's insurance program Mr Jones, 65, a former New the pension benefits of about 35
Products & services He disputes the suggestion that York attorney and officer of New million people, has been hit With45 Copyright 1982 by Crain Commu-

< Riskwatch employers will terminate their York Life Insurance Co, spent new financial pressures that some62 nications Inc
t pension plans as premiums rise and much of his first week as the PBGC say threaten the agency

that the PBGC can': weather the fifth's executive director on Capitol Continued on page 63



Record libel

award is cut

to $1.4 million
By LEN STRAZEWSKI

. ALTON, Ill.-Under a settle-
-Snent that will save it from

Dankruptcy, the Alton Telegraph
will pay only $1.4 million of a $9.2
million damage award for libel.

Judge James D. Trabue in U.S.
Bankruptcy Court of the Southern
District of Illinois has approved a
plan that allows the newspaper to
pay $1.4 million of the record $9.2
million jury awarded in 1980 to
James Green, a local contractor.
Mr. Green had charged that an un-
published memo written by Tele-
graph reporters to federal investi-
gators falsely linked him to
organized crime (BI, July 21, 1980).

The memo, according to Mr.
Green's suit, caused him to lose
business and a line of bank credit.

Judge Trabue also approved an
additional $56,000 in payments to
Three individuals who had sued re-

garding the same memo, written in
1969 but not discovered until 1974.

The original $9.2 million award
forced the newspaper to seek reor-
ganization under Chapter 11 of the
Federal Bankruptcy Act (BI, April
20,1981).

The newspaper's primary libel
.nsurer, Mutual Insurance Co. of

Bermuda, will pay $200,000, the
:imit of its coverage, toward undis-
closed legal fees. Two excess liab-
.ity insurers, Commercial Union
Insurance Cos. and Zurich Ameri-

Continued on page 66
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The tornado that ripped through portions of Marion, 111., late last month caused heavy property damage at this shopping center.

Aftermath • as tornado rips through Illinois town
, Commercial damage set at $60 million

Bv EILEEN NORRIS
an6LEN STRAZEWSKI

MARION, Ill. Commercial property damage is estimated at $60 mil-
lion in this town of 14,000 that was lashed by the tail end of a five-day
tornado system.

About 400 homes and an apartment complex also were destroyed,
bringing the total damage from the May 29 twister to an estimated $100
million, according to adjusters and the local Chamber of Commerce.

Tornadoes and hailstorms left their mark on six other states before
hitting Marion, as a total of 25 tornadoes touched down in Texas, New
Mexico, Oklahoma, Missouri, Kansas and Arkansas before hitting Illi-
nois, according to the American Insurance Assn.

The AIA, which keeps track of weather catastrophes that exceed $5

Indians may keep name,
but could lose their logo
CLEVELAND-The caricature of a toothy Indian emblazoned on

uniforms, programs and commercials for the Cleveland Indians
baseball team could be a thing of the past if one of the oldest court
cases in Ohio is settled.

American Indian Movement leader Russell Means brought the suit
in early 1972 as a class action on behalf of the non-profit Cleveland
American Indian Center and an estimated 2,000 Indians living in
Cuyahoga County where the sports franchise operates.

The suit sought an injunction against use of the baseball team's
"Chief Wahoo" logo plus actual and other damages totaling $9 mil-

lion for libel and slander. The ballclub de-

 nied the allegations.
CLEVELAND I Now, more than 10 years after the action

/ began, a settlement may be in the offing that
would provide for a gradual phaseout of the
logo-but not the team's name-and an
"American Indian Day" at one of the team's
home contests.

A planned June 2 status conference before '
Cuyahoga County Common Pleas Judge

INDIANS John J. MeMahon was postponed by the two
sides to work on the settlement idea.

Indians, because of their history of domi-
nance by American settlers, are especially sensitive to what they 
consider to be demeaning stereotypes, says Joseph P. Meissner, at-
torney for the plaintiffs.

"Suppose you had a soccer team named the 'Berlin Jews,"' he
suggests. "People would think it was sort of odd. The analogy may be ,

: rather extreme, but it has an element of truth to it."
The Indian plaintiffs argue in their suit that Chief Wahoo is a

racial stereotype that casts Indians in a silly light, and they suggest
the team should use a more respectful drawing of an Indian warrior.

 Mr. Meissner suggests that an image similar to that carried on old
Indian-head pennies might work.

After a flurry of publicity when the suit was filed, the case lan-
guished for years with only an occasional status conference sched-
uled. Cleveland Indians Inc., named as defendant, has been repre-
sented by its insurer-hired counsel, Harley J. MeNeal of the law firm
of MeNeal, Schick & Archibald in Cleveland.

"We've been trying to work out an agreeable settlement," says Mr.
M(*leal "We have reached a rather tentative settlement agree-
ment . . .(but) there is no opinion on the part of the baseball club that
there was any liability."

Mr. MeNeal and team officials declined to discuss details of avail-
able insurance.

Mr. Means brought the lawsuit while he was director of the Cleve-
land Indian Center. He now resides at an Indian settlement in South
Dakota, according to Mr. Meissner, director of urban development
for the Cleveland Legal Aid Society.

"It's one of the oldest cases in Ohio history for the courts, and the
judge has advised that it should be ended," says Mr. Meissner.

million, tagged the disaster Catastrophe No. 59 so that insurers can iden-
tify the tornado more easily when reporting losses.

President Reagan is being asked to declare Marion a disaster area so
the town will eligible for federal aid, in addition to state assistance. The
death toll stands at 10.

In Marion, about 100 miles southeast of St. Louis, the tornado cut a
narrow path of damage that bypassed the downtown area but devas-
tated outlying shopping areas.

Of the city's approximately 200 businesses, the tornado demolished 53.
Some 90% to 95% of those are believed to be fully insured for tornado
and wind damage, said Dorain Fletcher, executive director of the
Marion Chamber of Commerce.

"Most business owners have cover for tornado and wind damage. It's
Continued on page 69

Judge says asbestos cover
hinges on medical evidence

By STEPHEN TARNOFF

CHICAGO-A Cook County Circuit Court ruling
could deal a blow to insurers that contend coverage for
asbestos-related diseases is provided only by policies in
force when symptoms of the diseases appear.

In a memorandum opinion handed down May 18,
Circuit Judge James C. Murray rejected various legal
arguments supporting what is known as the manifesta-
tion theory of asbestos coverage. He did not, however,
totally rule out the theory.

Instead, any decision on which coverage theory ap-
plies must depend on medical testimony that states ex-
actly when bodily injury caused by asbestos inhalation
occurs, the judge said.

"While defendants raise solid arguments to support
their theory, this court is not convinced that the plain
and ordinary meaning of the terms support manifesta-
tion," the judge said. "We are dealing here with unique
diseases.

"In this case, the court believes that the lack of spe-
cificity in the policies coupled with the nature of as-
bestos-related diseases necessitates that we look beyond

the policies to consider medical evidence:"
The opinion came in a coverage dispute between as-

bestos manufacturer Raybestos-Manhattan Inc. of
Trumbull, Conn., and three of its insurers, Zurich In-
surance Co. of Schaumburg, Ill.; Commercial Union In-
surance Co. of Boston; and Federal Insurance Co., part
of the Chubb Group in Short Hills, N.J.

The dispute is one of some 25 currently in litigation
over who will have to pay billions of dollars in damage
claims to victims of asbetos-related diseases.

So far, at least four courts have rejected the manifes-
tation theory, which is generally held to be favorable to
insurers. Instead, the courts have adopted exposure or
triple-trigger theories, which are generally considered
to be more favorable to policyholders.

Under the exposure theory, coverage is triggered
during the time a victim is exposed to asbestos. The
triple-trigger theory, as stated in Keene vs. INA, says
all insurers from exposure through manifestation, in-
cluding those on the risk during an intermittent la-
tency period, are responsible for coverage (BI, Oct. 13,
1981)

Continued on page 67

Hyatt judge says attorneys misled court
By BILL DENSMORE

KANSAS CITY, Mo.-Lawyers should prepare for
trial in the class-action suit for punitive damages in the
Kansas City Hyatt Regency Hotel disaster, says U.S.
District Judge Scott O. Wright.

Accusing Hyatt Corp. and Hallmark Cards Inc. of
misleading an appeals court when they implied in
March that claims from the disaster could be settled for

less than $151 million, Judge Wright said a settlement
of the class-action suit for punitive damages may not be
possible. He said lawyers should plan to start a trial
Aug. 15.

He also directed the lawyers last week to clarify how
many people they believe are eligible to claim damages
in the class action. And he told the lawyers to submit to
him names of impartial lawyers or judges from which
he could choose someone to resolve the impasse among
25 insurers who are debating a $23.5 million settlement
of punitive claims in the clbss action. Such a settlement
would clear the way for individual compensatory
awards (BI, May 31).

These orders followed a May 27 hearing at which the
number of plaintiffs in the class action was said to be as
high as 1,500 and it was stated that commitments will

be needed from all the insurers on the Hyatt and Hall-
mark lines of insurance to settle the claims.

Robert L. Driscoll of the Kansas City law firm of
Stinson, Mag & Fizell, an insurer-hired attorney for
Hallmark, said the class-action plaintiffs could include
1,500 people rather than the 114 people killed and ap-
proximately 220 physically injured when the skywalks
in the hotel lobby collapsed July 17 during a tea dance.

He said the class-action certification approved by
Judge Wright appears to include all the people in the
lobby of the Hyatt at the time of the skywalks collapse.
This would include hundreds of participants at the tea
dance who suffered emotional trauma without physical
injury.

Mr. Driscoll, as reported in the official transcript of
the May 27 hearing, told Judge Wright that Hallmark
now believes it must obtain commitments from all of
the insurers in both Hyatt and Hallmark's lines of cov-
erage for their combined limits exceeding $300 million
to completely settle all class-action claims.

Without these commitments, Mr. Driscoll says, there
is no assurance that Hyatt, Hallmark and other defen-
dants won't have to use some of their own money to
settle claims.

Continued on page 69
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Kroger part-timers get dental, vision plans
Part-time meat cutters at 65

Kroger Co. supermarkets in the
Columbus, Ohio, area will receive
dental and vision care coverage
under a new three-year contract
negotiated between the grocery
chain and Local 346 of the United

Food & Commercial Workers.

To fund the new coverages,
Kroger has increased its contribu-
tion to the workers' health and

welfare fund by $9 per month per
part-time employee to $46.

Full-time union employees at
Kroger stores in the area already
have the dental and vision benefits.

The dental plan, underwritten by
Union Labor Life Insurance Co. of

Rockville, Md., will pay a maxi-
mum of $24 for X-rays, $8 to $15 for
fillings, $10 for extractions and $24
for extractions of impacted teeth.

Employees do not have to pay a

benefit beat

deductible under the dental plan,
says local President Leon May.

Under the vision plan, employees
pay a $5 annual deductible. The
plan covers all costs of an annual
examination and covers the cost of

frames and lenses every two years
and new lenses every year. Ser-
vices must be provided by an ap-
proved panel of vision specialists.

The plan is underwritten by Vi-
sion Services Plan, a prepaid vision
care firm.

New pension plan
After three years of waiting,

hourly workers at the Ametek
Inc.'s Westchester Plastics Division

in Nesquehoning, Pa., have a new
pension plan.

The plan, won by 104 members
of Local 1808 of the Amalgamated
Clothing & Textile Workers Union,
was part of a three-year contract
that went into effect in April.

Under the new agreement, the
company will contribute 7.8 cents
per hour worked per employee to
the new company-sponsored plan,
according to Robert Williams, the
company's personnel manager.
Employees, who are not required to
make contributions, are fully
vested after 10 years of service
with the company.

The hourly workers formerly
were covered by a union-sponsored

pension plan three years ago, but
chose to drop the plan in hopes of
winning better retirement benefits
from the company.

After the workers dropped out of
the union plan, the company
stopped contributing to that plan
and began to make monthly cash
payments--at the rate of 3 cents
per hour worked-to employees.
Those payments will continue
under the new contract.

The pension fund is managed by
Chemical Bank of New York. The

Wyatt Co. is serving as actuary for
the plan.

Wellness programs
Good health is good business.

And good business may be devel-
oping health or wellness programs
that combine fitness, education and

Nationwide asks:
Are youagrgupbroker
with competitive clout?

We call competitive clout
the ability to answer any
questions about group
insurance quickly.

And that's just where
Nationwide Group
Insurance Specialists can
help you. Their only busi-
ness is helping you construct tailored
Nationwide Group Plans. What's more,
they are never farther away than your
phone. Ready to answer your questions.
Ready to ask you any questions which
you may have overlooked.

Working together, you can develop a
truly complete, professional combination
of plans to cover your clients' needs.

Nationwide Group Plans can include
Vision and Dental coverage and up to
$1,000,000 Major Medical with $500

7dr NATIONWIDE
1L INSURANCE
 Nationwide is on your side

Home office: One Nationwide Plaza,
Columbus, Ohio 43216

Nationwide Mutual Insurance Company
Nationwide Mutual Fire Insurance Company

Nationwide Life Insurance Company
Available in most states. An equal opportunity employer.

Stop Loss benefits (after
deductible is satisfied).
Plus the Nationwide

Excess Interest Annuity
Contract and a variety of
funding options, like our
Common Stock Fund,
our General Market

Bond Fund, our Money Market Fund
and our Guaranteed Fund, all of which
can provide a high-interest return for
your clients' pension plans.

Your professional Nationwide Group
Specialist can help make you a group
broker with competitive clout.

Just send us this coupon and we'll tell
you how. It's one more way Nationwide
is on your side.

1 Nationwide Insurance 81-67 
1 One Nationwide Plaza I
1 RO. Box 738 1

Columbus, OH 43216 1

1 Please give me detailed information on i
1 Nationwide's Group Insurance Plans.* 1

1
I Name
Company Name I
1 1

Aricirffs 1
 City Cni,nry I

1 Surf

*Available in most states. 1

health monitoring.
"The corporate stance should be

to assist people," Andrew J. Bren-
nan, director of the Metropolitan
Life Insurance Co.'s Center for

Health Help, recently told benefit
managers attending American
Management Assns. classes on
health benefit cost-containment
programs.

Mr. Brennan said setting up a
program to help employees control
disease-causing "risk factors" can
be one step toward long-term
health savings.

"Determine what is causing the
most problems and find a way to
help alleviate them."

.

Made any benefit changes? Write
James Lawson, Associate Editor,
Business Insurance, 220 E. 42nd St.,
New York, N.Y. 10017,212-210-0143.

Wyatt actuaries
used most often

by pension funds
By SALLIE J. DRURY

WASHINGTON-Nearly 16% of
all pension plans with more than $1
million in assets use The Wyatt Co.
as actuarial consultants, an analysis
of information published by Erisa
Benefit Funds Inc. shows.

In addition, 16.5% of the Fortune
500 companies use Wyatt as actuar-
ial consultants for their pension
funds, as do 17.6% of the Fortune
second 500 and 18.1% of the 300 top
non-industrial firms.

William M. Mercer Inc., which is
used by 8.9% of the funds with
more than $1 million in assets, is
the second-ranking actuarial con-
sultant, according to the analysis.
Towers, Perrin Forster & Crosby
Inc. ranks third at 8.3%, but is used
by 13.7% of the Fortune 500 com-
panies. Mercer is used by 8% of
those employers.

Twelve other actuarial consult-

ing firms share an even spread of
the total business, the analysis re-
veals, although Hewitt Associates
claims 11.4% of the Fortune 500
business and Buck Consultants Inc.
is used by 9.5%.

Twelve of the largest insurers
are as actuarial consultants by 7.6%
of the plans with more than $1 mil-
lion in assets, 7.3% of the Fortune
1,000 companies and 7.1% of the
non-industrials. Another group of
actuarial consultants handles 21.3%
of the plans worth $1 millian in
assets, with no one firm possessing
a large chunk of the business.

The analysis also notes that about
72 of the Fortune 500 companies
retain more than one actuarial con-

sulting firm. Twenty-six of the sec-
ond 500 and nine of the 300 non-in-
dustrials are estinnated to retain
two or more consultants.

Erisa Benefit Funds Inc., based
in Washington, publishes the "Blue
Book of U.S. Pension Funds," the
"Financial Directory of U.S. Pen-
sion Funds" and the "U.S. Group
Insurance Standard Directory."

It also. will distribute the new
"1982 International Pension Funds
and Their Advisors" in June.

This international directory,
published by A.P. Financial Regis-
ters Ltd. in England, contains sub-
stantial information on pension
funds in Canada, Great Britain and
continential Europe, as well as the
United States.

"Foreign investors know that the
United States is still the most poli-
tically stable and richest nation in
the world," said Judy Diamond,
president of Erisa Benefit Funds.
"International pension funds are
heavy investors in the United
States in equities, commercial real
estate and land." .

1
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1

1
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To pay someone not to work can be cruel
and inhuman treatment.

It can also be very expensive.
Long term disability cases have

always been expensive. Both in costs and
productivity. Sometimes, even in legal fees.

No wonder more and more cost-

conscious businesses are turning to
NWNEs Rehabilitation Services to save
both on cash reserves-and human

suffering.
Example: From May 1 to December

31, 1981, NWNL specialists examined 166
LTD cases for potential rehabilitation.
With our help, 101 people were returned
to meaningful employment. Freeing up
$3.9 million in LTD reserves.

How do we do it? Well, NWNL was
one of the first health insurance

companies to recognize the cost savings
inherent in professional rehabilitation.
We also recognized it takes experts to
handle such sensitive situations. So we

searched out some very experienced
specialists to become our NWNL Rehab
Staff. They use positive thinking,
and creative, humanistic methods to
objectively measure each patient's
"potential employabilit¥'

We believe it's often not enough to
simply repair a broken body Sometimes
psychotherapy (in addition to physical
therapy) is needed. Or vocational
guidance. Or special housing and/or
transportation must be found.

So NWNL Rehab counselors travel

all over the U.S. to personally evaluate,
manage and supervise each appropriate
LTD case. And this dedication to

personal service is paying off.
If this sounds like the kind

of humane cost-cutting you'd like to
implement (with an insured or self-

funded LTD plan). mail this coupon.
Well do the rest.

TO: Ginny Charboneau, Box 20. Minneapolis.
MN 55440.

Please send me more details on NWNL Rehab,
and how it can save my company money.

Name

Title

Company

Address

City

phnnp

State- Zip

Area fnrip

 NORTHWESTERN NATIONALLIFE INSURANCE COMPANY

BOX 20 · MINNEAPOLIS, MINNESOTA 55440

81 6782



r

6 / business insurance, June 7, 1982

Kemper adds rehab benefits for rape victims
By EILEEN NORRIS

LONG GROVE, 111.-With one
out of every 11 rapes occurring on
the job, the business community is
finding itself victimized by a crime
that can devastate its workers and
cost millions of dollars in medical
bills psychological care and lost
wages.

To cut those losses, The Kemper
Groip is adding a new rehabilita-
tion benefit for on-the-job rapes to
all irs workers compensation poli-
cies, at no additor_al expense to the
emplover, says the insurer.

Calfed the rape rehabilitation
plan, i: stresses immediate medical
and psychological treatment for
both females and males raped on
the job, even if they don't lose work
time because of it.

Kemper received 100 rape-re-

lated claims from :ts workers con.

per.sation policy?olcers in 1981,
say: C. David Sillivan, assistan:
corporate cla.ms manager.

Kemper started the new pro-
gram because :t be.iees on-the-job
rape cases nave nc- and still are ri:
getting their Prop- treatment.

Statistics a.so Eupport the in-
surer's move. In I.1.no:s, 3,051 rages
were reported in 1980. according :o
the FBI. Based on U.S Departmen-
of Justice estimates that 9% of raires
and attempted r:pe: occur at O.e
workplace: 3)0 work-related rafes
occurred in 1381 in Illinois alone.

And an estimated only 10% of i
rapes are reported.

Overall, the nunber of forcibk

rapes reported tc U.E. authorit ies
grew 94% tetmeer. 1571 and 1980.

The new guidel.nes at Kemper
mandate c.aim rerresentatives ec-

cept collect-telephone reports of
rape around the clock and assign a
female claim representative to
handle the case whenever possible.

Depending on :he condition of
the person attacked, personal con-
tact will be made within 24 hours
after the claim has been filed and

rece: ved by the insurance com-
pany.

Kemper will complete investiga-
tions. of all claims to verify with po-
lice that the rape actually occurred
on the job. But after the claim is
verfied, each branch claim office
will contact Kemper's own rehabil-
itaticn affiljate, NATLSCO Reha-
bilitation Management Inc., to
work out a detailed plan for reha-
bilitation of the worker.

"Rehabilitation of rape victims is
not only a valuable investment
from a dollar standpoint," said Mr.

EL_livan. "It's an invaluable invest-
merit in the woman's future.

' Somehow, the myth prevails
t)lEt jnce a woman's physical in-
juries have healed, she can simply
snep the ordeal under the rug and
get on with life," says Mr. Sull:van.

' We all wish i: were that simple,
but, unfortunately, the weeks and
mcr. ths following the crime can be
jus: Es harrowing for the woman
and those close :o her as the rape
itsslf."

Rape eases are different from
man> other work-related injuries,
he said, because the non-physical
injuries may not be obvious at first.
It may even take up to two months
before secondary traumatic reac-
tions segin to surface, he said.

According to current studies on
thE Erieving process of viotent
cr.me victims, it may take two

Imagine an employee benefit that could
help reduce absenteeism, increase
productivity and control medical claims.

1 Control Data not only imagined it. We developed it and established its
 value w.tt more rhan 20,000 of ourown employees. We call it StayWell:
1 StayWel I is a comprehensive self-help program. It identifies those

D, elemen-sifthelifestyle ofemployees and the.rspouses whichmaybe
' risks to tieir hea<th and productivity Then it prcvides the help they

need -i.such areas as weight control, stress management, smoking
J; cessationand fitness - to help themselves.

The Str,Weli program emphasizes the individualiiy of the participants, ,_„- leaving -he choice of activities and extent of parti.igation to their
own dis iretion.

f¢S

l

StayWell can help keep your employees more productive. By
giving yous employees the support they need D take more responsibility
for their ewn well-being, you help to keep then more productive. And you
work torduce tt.e cost of yourhealth care programs. For details, contact:

Ann Avrault
Life Extension Institute
Control [ ita

Box 0, SIC,) 34th Ave. South
Minneaplis, MN 55440
(612) 853-7777

LIFE EXTENSION INSTITUTE
a Control Data Company

years to resolve and integrate feel-
ings resulting from a rape attack.

Immediately following the rape,
a woman may go into emotional
shock and be icy calm or hysterical,
said Mr. Sullivan. 4

Her obsession with the attack
may leave her unable to concen-
trate on anything else, including
her work.

"As a workers compensation in-
surer, it is in our and the victim's
best interests to facilitate and expe-
dite recovery-emotional and
physical-as quickly as possible,"
he added.

"Case histories involving rape
victims show recovery is best
achieved through early involve-
ment by specially trained people.
We think our guidelines in this
area are a big step in the right di-
rection for all involved," he added.

Kemper is the 12th largest un-
derwriter of workers compensation
insurance in the country with 2.7%
of the market in 1980, according to
Best's Insurance Management Re-
ports.

The third largest workers com-
pensation insurer, The Travelers
Insurance Cos., reports receiving
more rape-related claims.

"We're definitely seeing more
rape claims than we did five years
ago," says George W. Hatch, diree-
tor of workers compensation for
The Travelers, "but I only see those
catastrophic type injuries that come
to my attention with our national
accounts.

"If I had to give a figure, I'd say
I've seen a dozen or so rape claims
in the last couple years.

"But these are only the serious
injury ones and don't include em-
ployee victims that are disabled for
a short term or go back to work
right away," he said.

"As bad as rape is, it is incidental
to being a quadriplegic or being
shot and beaten after a rape inci-
dent," he said.

A rape victim who never returns
to work can cost an employer
$400,000 in lifetime benefits, he
said. If a victim has to be institu-
tionalized, it can cost $25,000 a year.

Even without special treatment, a
totally disabled worker can collect
$10,000 a year in benefits.

Rape on the job is not confined
to one industry nor is any industry
immune, says Mr. Sullivan of
Kemper. However, in a workplace
to which the public has access the
exposure is greater than at a pri-
vate firm with tight security, he
points out.

The Travelers says many of its
rape-related workers compensation
claims are filed by employees who
have worked at 24-hour food marts

or in hotels, where rapists would
have easy access to lone workers at
off-hours.

Treating the psychological aspect
of a rape claim may require coun-
seling for not only the victim, but
also for the family, husband, or
boyfriend, said Mr. Sullivan.
"When necessary the rehabilitation
specialist will also meet with the
victim's employer to make ar-
rangements for her return to work.

"If she cannot return to her for-
mer job, the specialist will arrange
vocational counseling for other
suitable work. The case will be

closed only when everyone is satis-
fied that the victim has made a

complete recovery," he said.
Kemper's program is not going un-
noticed. The coordinator of com-

munity services for Chicago's De-
partment of Human Services says
there just aren't enough services to
meet the needs of rape victims.

"We support what Kemper is
trying to do," said Marjorie John-
son.

"This program will eliminate the
stress for victims who can't afford
on their own the services Kemper
is offering." i
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"The explosive 600% rise
in Hartford Group Life
volu me is no accident."

An interview with Larry Lance,
Senior Vice President, Group
Department, The Hartford.

Q. How do you account forThe Hart-
ford% nearly 600% rise in Group Life
volume over the past decade?
A. It's the result of a major commitment
to Group Life. We've built up a skilled,
experienced sales force and a full range
of flexible and responsive Group prod-
ucts. Our spectacular growth attests to

GROWTH IN GROUP LIFE VOLUME
in billions

71 72.70 74 78 70 77 7* 70.00 81

that. And so, too, does our client reten-
tion rate, which is one of the best in the
industry.
Q. What are some examples of flexibil-
ity and responsiveness?
A. For one thing, we created a whole
series of cash-flow/sel f-fund ing arrange-

ments such as ASO,
stop loss and min-

imum premium
plans in response
to client needs.

Let us protect your world.
The Hartio-d Insurance Group, Hartford, Connecticut 06115

The Hartford wi I I also write Life, LTD,
Dental and other coverages on a mono-
line basis. In fact, we'll write Life or
LTD on as few as 10 I ives.

Q. Has The Hartford been an innova-
tor in Group Insurance?
A. Yes. One example is our unique
"own occupation" definition of disabil-
ity to age 65/70 for LTD. Another iS OUF
progressive and innovative approach to
rehabilitation. Our contract allows reha-

bilitative employment to continue indef-
initely without the two-year limit that's
usually imposed.
Q. What special services does The
Hartford offer Group accounts?
A. Our field staff and underwriters can

help tailor Group coverages to each
customer's needs. In addition, we've
implemented a computerized claim
handling system and are also develop-
ing a computer system which will auto-
mate pricing, proposals and policy
issuance.

Q. How can employee benefit manag-
ers find out more?

A. By contacting their insurance agent
or broker. Or they can call 1=
Foster R. Drury, Assistant Vice (Ui=)
President and Director of Sales>----
at (203) 683-8599.

Don't make a decision on Group
Insurance products without a quote
from The Hartford.

BUSINESS    -
HOME
AUTOLIFE ,)6*

-%@bmnituA,anm>*,

THE HARTFORD
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eaitorial opinions business

Watch what you write insurance®
Reporting weekly for corporate risk,

I employee benefit and financial executivesF YOU OR YOUR BROKER writes an insurance The merits of this particular case aside, however, we
policy to create broader coverage or insurance that are more concerned about the court's comment on the

otherwise doesn't exist for a risk, you should be aware question of ambiguity in the insurance policy "None- Publisher: Alfred Malecki (New York)
that you may be creating a new risk theless, even if the policy language is considered am-

Editor: Kathryn J Mcintyre,ARM (Chicago)You may find that in litigation over your manu- biguous or open to doubt, any ambiguity or doubt must
scripted policy, the court will resolve questions of am- be resolved against Metpath and in favor of Birming- Managing Editor: Lorrie Gawla (Ch,cago)

biguity in favor of the insurer instead of you. ham since the drafter of the insurance policy was Met- Senior Editor. Len Strazewsk, (Chicago)
That is exactly what the Supreme Court in New path's agent, J&H, and those provisions requested by CHICAGO. James M Burcke (Copy Editor)

York state said would have to be done in a recent case Metpath's representatives are the very provisions Eileen Noms (Assoc,ate Editor)

concerning strike insurance (BI, May 31). which limit the coverage to the period of the strike." Stephen Tarnoff (Assocate Ed,too
Donna L Yanish (AgenBroker TopicsMetpath Inc , a medical lab that must transport sam- This shouldn't surprise risk managers, because under

Associate Editor)ples and results by air, bought insurance last summer to basic contract law, including, of course, the law relat-
Claudette Dampier (Ass,stant Copy Editor)

cover any extra expenses it might incur if the air traf- ing to insurance contracts, ambiguities generally are Merrill S Saltzman (Graph,cs Editor)
fic controllers went on strike. The policy was drafted resolved against the drafter. After all, it was the writer Amy Palmer (Production Ass,stanO

Jim Bakasetas (Production Assistant)by its broker, Johnson & Higgins, and accepted by Bir- who chose the words and phrases in question If they
Dorothy Parr Snowden (Proofreader)mingham Fire Insurance Co of Pennsylvania. The in- are, or may be, ambiguous the drafter should have to
Sallie J Drury (Ed,tonal Assistant)surer later refused to pay any claim, arguing that Presi- pay the price.

DALLAS: Steve Sherwood (Associate Editor)dent Reagan ended the strike by firing the striking air As long as insurers were the drafters of the contracts,
LONDON· Stacy Shapiro (Associate Editor)traffic controllers. No strike, no coverage, the insurer this has benefited insurance buyers in their suits for

basically said. coverage on the grounds the policy was ambiguous. LOS ANGELES: Rhonda L Rundle (\Nest Coast Editor)

The court agreed, but also ordered the insurer to re- Now, risk managers and their brokers who draft poli- NEW YORK· Bill Densmore (Bureau Chief)
turn the premium since the president's unexpected ac- cies could find that the tables will be turned against James C Lawson (Associate Editor)

tion created a "supervening impossibility" or a situa- them by the insurers WASHINGTON: Jerry Gelsel (Washington Editor)

tion in which no strike could occur and no policy could Our advice You and your broker had better review Corporate: Todd E Fandell (Corporate Ed,toe
be issued. manuscripted policies with attorneys well-grounded in Joe Faraa (Corporate Art Director)

We disagree with the majority's opinion in this case insurance contract law to be sure your policy says what
Advertising Director: Donald A Walsh (New York)and hope Metpath wins its appeal to the state's highest you intend for it to say and that it will stand up in court

court, which in New York is the Court of Appeals. against a claim that it is ambiguous Midwest Sales Manager: Robert L Niesse (Chicago)

CHICAGO: Don Mahlme,ster (Distnct Manager)

letters Barbara Tosheff (Classified Sales)
Fran Pryby\o (Production Manager)

LOS ANGELES: Sue Sayre (District Manager)

Municipal benefit massive unfunded accrued liabilities of Summary data for each region was NEW YORK: Charles A Horvath (Dismct Manager)
the past These reported expenditures are - given equal weight in developing re- Jack Forrest (Dismct Manager)
not related to currently accruing pension ported bottom-line results for the 1979

Timothy O'Hara (Distnct Manager)

study misleading? costs for current employees survey report and for each of the four
Municipalities are currently faced with preceding biennial reports I f equal Director of Commun,cat,ons: Ronn,e I Drachman

sufficient financial problems At least weight had been given to each reporting (New York)To the editor The Edward H Friend & they are entitled to accurate reports municipality, the more than half of the
Co contorted the data in a variety of ways Friend's distortion of the survey results municipalities included in the survey EDITORIAL: Chicago 312-649-5398
to support a finding that municipal em- serve no useful purpose to realistic under- with populations of 10,000 to 25,000 would Dallas 214-528-3561

ployee benefits are outstripping those standing of current conditions have been given heaviest weight How- London 01-637-7961
provided in the private sector m its Donald S. Wasserman ever, the employees of these small munic- Los Angeles 213-651-3710"LMRS Fifth National Survey of Em- Director ipalities constitute less than 10% of the New York 212-210-0100ployee Benefits for Full-time Personnel Collective Bargaining Services employees of all included municipalities Washington 202-638-5300of U S Municipalities," sponsored by the American Federation of State, If equal weight had been given to each
U S Conference of Mayors (BI, May 17) County & Municipal Employees municipality group according to size, the ADVERTISING: New York 212-210-0133

A theoretical "fringe benefits as a per- Washington reports of fewer than 20 large cities would Chicago 312-649-5276
cent of pay for hours worked" is calcu- have received a 25% weight Therefore, Los Angeles 213-651-3710lated as a basis for comparison This mea- • Edward H Friend responds the selected approach to give equal weight

COMMUNICATIONS: New York 212-210-0132sure is almost unheard of outside Friend's Great care was taken not to reach un- to reports from each region, even though
CIRCULATION: Chicago 312-649-5221study It also makes no sense, because warranted or biased conclusions in our each had different distributions of larger

many benefits are based on total hours study The same techniques have been and smaller city size, seemed to be the
Published by Crain Communications Inc , Chicagopaid, not just hours worked used through five survey reports for 1971, most reasonable compromise

G D CRAIN JR.The 1979 Chamber of Commerce data is 1973, 1975,1977 and 1979, respectively Fianlly, we find that municipal pension founder (1885-1973)arbitrarily downgraded by giving the The measurement of benefit expendi- plans' unfunded past service liabilities are
MRS G 0 CRAINolder 1977 study a weight of 45% before tures as a percentage of pay for hours growing This means that most municipal chairman

converting it to the pay-for-hours- worked is not only perceived to be quite pension plans are losing ground m the
KEITH E. CRAINworked basis in an attempt to make the proper, but also virtually essential, if context of paying for current costs and vice-chairman

two surveys correspond in time Yet, comparisons are to be made among non- servicing unpaid debts of the past Mr
S R BERNSTEINsince the Chamber of Commerce study lS homogeneous benefit arrangements Wasserman does have an indirect point to chairman/executive committeepn annual survey, the 1978 data was Consider in the extreme Two hypo- be made, however
RANCE CRAINavailable for adjustment thetical employees with cash income of To the extent that cities have failed to

presidentAlthough the survey results are calcu- $20,000, one of whom works throughout fund pension plans in the past, it may be
MARY KAY CRAINlated by region and occupation, the data the year and is favored with non-pay unfair to reflect as a current fringe bene- treasurer

were not weighted by the number of re- fringe expenditures worth $8,000 and the fit the expenditure that Includes un-
MERRILEE P CRAINsponses If this had been done, benefits as other of whom works only long enough funded debt servicing attributable to in-

secretary

a percent of pay for hours worked would during the year to be paid $12,000, but re- adequate financing of past pension ac-
DAVID J CLEARYhave dropped to 42 8% for general person- ceives $8,000 in vacation and holiday pay cruals One of the weaknesses of those

executive vp/general managernel, very close to the 42.2% computed for If comparative measurements are made "expenditure" surveys is that they focus
JAMES M FRANKLINthe private sector on the basis of fringe expenditures as a on current outlays and not on current vpmnanceEven using the "adjusted" Chamber of percentage of pay, both employees get "accrued costs " The latter is the actual

Published weekly at 740 Rush St, Chicago, 111 60611 Offices 220 EastCommerce data, wages and benefits are 40% However, if the measurembnt basis target being sought
42nd St , New York, NY 10017, Suite 515, National Press Building,again higher in the private sector than in is fringe benefits as a percentage of pay More analysis is needed in this area Washington, D C 20045,6404 Wilshire Blvd, Los Angeles, Calif 90048,

the public sector-for private sector for hours worked, our first ernployee lS Perhaps past unfunded debt servicing 5327 N Central Expwy, Suite 200, Dallas, Texas 75205,25 Bedford
workers, average total pay was $14,108, credited as receiving the same 40% (i e, (though often Inadequate) makes up for Square, London WC18 3HG, England $1 acopy $40 a year in U S Canada
pay for hours worked was $12,261 and $8,000 divided by $20,000), but our second current service cost funding deficiencies and all other foreign add $14 for surface mail Europe and Middle East only

add $35 for air delivery First.class mall to U S and Canada only, add $50benefit expenditures were $5,169. still far employee is correctly credited as receiv- If so, then balance ls-perhaps-struck
Bermuda only, $85 per year expedited delivery WILLIAM STRONG,above the comparable figures for general , ing 66%% (t e., $8,000 divided by $12,000) and any further adjustment to reflect true

municipal personnel of $12,501, $10,632 vp-circulation DIANNE WALSH, circulation manager ROGERThe 1977 survey report incorporated an benefit cost-as opposed to benefit expen-
DiGREGORIO, him//ment director Four weeks' notice required for change ofand $4,656, respectively appropriate averaging of private sector diture-may be unnecessary address Send subscription correspondence to Circulation Dept, BusinessAlthough Friend's analysis claims that information from the 1975 and 1977 Letters cont:nued on page 65 Insurance, 740 Rush St, Chicago. Ill 60611 or phone 312-649-5221 Telexcity pension costs are understated because Chamber of Commerce reports (There 25-4248, Cable CRAINCOM Microfilm copies are available from University

the cities are inadequately funding their was no 1976 Chamber report) To be con- Bustness Insurance welcomes letters from its Microfilms, 300 Zeeb Rd, Ann Arbor, Mich 48013 Microfiche copies
pension plans, actually the reverse is true sistent, the 1979 survey report incor- readers Please keep your comments as bnef available Bell & Howell, Micro Photo Division, Old Mansfield Rd, Wooster,

City pension costs are overstated in the porated an appropriate averaging of pri- as poss:ble We reserve the nght to edit let- Ohio 44691

survey because many cities are now mak- vate sector information from the 1977 and ters for clarity or space Send your com-
'Em= Member of Businessing up for inadequate past funding rec- 1979 Chamber of Commerce reports (even ments to Letters to the Editor, Busmess In- Publications Audit of Circulation *ABP

ords and are attempting to reduce the though there was a 1978 Chamber report) surance, 740 N Rush St, Chicago, Ill 60611
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invent away.
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In this era of rapid change, ready-made solutions are out
of place. That's why Johnson & Higgins stresses analytical
techniques that get us inside problems. Only there can we

. examine the nuances. Sometimes a new combination of
ideas has to be forged before the way is opened. But once
we get inside, we've usually got it made. Custom-made,

- you might say. That's how our exclusive "Second Opinion"
E program for hospitals came to be.

"Second Opinion": a comprehensive program that
b/ends sophisticated risk management techniques with a
hospita/'s existing patient care delivery system to minimize
professional liability.exposures. Forfull information, write

/   or call any J&H office.
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Johnson*Higgins
The Private Insurance Broker.

Thinking in a different dimension.
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RISK AND INSURANCE MANAGEMENT SERVICES, EMPLOYEE BENEFIT AND ACTUARIAL CONSUCTING THROUGHOUT THE WORLD.
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(but a new, no-employer-contribution benefit can help solve them)

When a recession ends, employees stop
worrying about losing their jobs and begin
pressuring for improved benefits. When this
recession ends, that pressure may well be
worse than ever.

How will you solve the problem? You could
try to ignore it - but that just breeds more
headaches. Youcouldfundaneworimproved
benefit - but most companies have gone
about as far as they can go, especially with
profit margins narrowing.

Oryou couldoffera new kindof benefit that
doesn't require any company contribution
and is extremelyeasy to administer. One that
gives employees exciting new advantages. It's
called universal life insurance, the kind
Magazineand The Wall Street Journal praised
so highly.

The Liberty Life ANSWER

The ANSWER, Liberty Life's universal life
policy, gives more benefits than have ever
before been possible. A lot of insurance at low
cost (paid by employees). Tax-deferred cash
value build-upso greatthatatypical employee
could receive hundreds of thousands of dol-
lars at retirement. Continuing insurance
during retirement. Broadly adjustable to a
family's changing needs.

Your insurance agent probably hasn't
offered you universal life because most
companies don't have one. I n that case, you
have two alternatives: (1) tell youragent to call
our Brokerage Services Department and
become authorized to represent Liberty Life,
or (2) call and ask to havea representative call
on you. The toll-free number (for use outside
South Carolina) is 1 -800-845-8681.

ends your problems before they begin.

[ihert]im
Box 789, Greenville, South Carolina 29602
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Confronting the future

Employers not ready to bet »on flexible benefits
By STEVE SHERWOOD

If flexibility is in the cards for America's em-
ployee benefit programs, employers' decks may
need reshuffling before the concept is practical.

Some benefit managers say the long-term ad-
vantages of flexibility are being trumped by the
specter of high start-up costs, complex administra-
tion and adverse selection. The latter drives up
overall benefit costs as employees choose the bene-
fits they know they will use often.

One East Coast benefit manager, for example,
says his company's many locations make it all but
impossible to offer a flexible plan to its employees.

Others say they have studied flexibility and like
it, but will have to wait, for various reasons, to
apply it to their own benefit plans.

Consultants that promote flexible benefits say
that a principal advantage to flexibility-beyond
improved employee perception of the benefit
package-is that employers can add new benefits
without increasing the plan's overall cost simply by
offering them as options.

In addition, they say recent tax legislation allow-
ing "flexible" dollars to be spent on approved pen-
sion and benefit items without being added to em-
ployees' taxable income may put elements of flexi-
bility within the reach of more employers (see
story, page 35).

Indeed, the definition of "flexible benefits" is

being expanded to include not only full-blown caf-
eteria plans with multiple employer-funded op-
tions, but also programs in which employees "buy"
as few as one extra benefit by taking tax-deferred
salary reductions.

Even so, some employers indicate they are still a
bit leery about starting flexible plans.

"It is a mammoth job-extremely expensive,"
says the benefit manager for a medical products
company in the Midwest. He, like some other em-
ployers who considered flexible plans but then de-
cided against them, declined to be quoted by name.

"We don't see a flexible benefit program being of
enough added value to our workers to justify it," he
says.

Educating employees about benefit choices is
costly and setting up a computerized administra-
tion system could run into seven figures, he says.

Continued on page 31
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Companies looking for early reti rees
By CAROL CAIN

Not content with crystal-ball
gazing, companies are con-
sciously molding the workforce
they will need tomorrow by en-
couraging early retirement
today.

At companies hard hit by the
depressed economy, the work-
force is deliberately pruned to
cut payroll and benefits Costs
quickly in hopes the company
will have a strong future after
the recession.

For others that are clearly
holding their own despite the
economy, early retirennent pro-
grams are a tool to revitalize
their workforces to meet tech-

nological and other challenges
down the road.

These voluntary programs
that offer older employees eco-
nomic incentives to retire ear-

lier than the traditional age of
62 to 65 are not new. In fact,
companies have been using
them since the 19505, consul-

tants say.
And despite predictions that

an older workforce will be

needed by the turn of the cen-

tury to guarantee enough work-
ers on the job (see related story),
early retirement programs are
not likely to disappear.

Even better economic condi-

tions and a revamped Social Se-
curity system "will not elimi-
nate the need for these special
retirement programs in the fu-
ture," says George Long, a se-
nior partner with benefit con-
sultant Hewitt Associates in

Lincolnshire, Ill.

For example, Sun Co. Inc., an
international energy group in
Philadelphia that has used early
retirement programs in the past,
"always has one on the shelf,"
its benefits manager says.

And large employers like
Aluminum Co. of America in

Pittsburgh and Continental Illi-
nois National Bank & Trust Co.

of Chicago are beginning to con-
sider the idea. In fact, more and
more companies are asking if
early retirement is something
that would work for their com-

panies down the road, benefit
consultants report.

But early retirement pro-
grams currently are most often

Continued on next page

But will more workers be needed later?
By the end of the century, it's possible com-

panies won't be looking for ways to trim their
workforces. They'll be looking for more workers.

At least that is what some benefit experts say
Assuming the recession is temporary and cen-

sus figures are accurate, they say early retirement
programs will be replaced by programs to encour-
age employees to stay on the job longer by delay-
ing retirement.

Backers of this "decreasing work force" theory
include Dallas Salisbury, executive director of the
Employee Benefits Research Institute in Wash-
ington, D.C; a think tank involved in research
and education programs.

Mr. Salisbury says the growth in the labor force
in the 1970s was substantially higher than ever
before, a phenomenon caused by the World War
II baby boom and the increased number of women
entering the job market.

Between 1965 and 1980, labor force growth
averaged 2% a year, but the Bureau of the Census
estimates that between 1980 and 1999, this rate
will slow to 1% per year, Mr. Salisbury says.

(Others, however, say the 2% growth was ab-
normal and 1% is the more normal.)

"There will be an increasing amount of
pressure to have enough trained people for jobs,"
Mr. Salisbury says. "There will be a need by firms

to keep some of their older, trained workers-a
full complement of employees. This can mean
phased retirement or shifting management into
research."

Anna Rappaport at benefit consultant William
M. Mercer Inc. in Chicago agrees if the retirement
age isn't raised, there will not be enough people to
do the work.

"There is a tremendous need for the govern-
ment to raise the retirement age, and the retire-
ment age for Social Security benefits," she says.
She notes there already are proposals to gradually
raise from 65 to 68 the age at which full Social
Security benefits may be received.

The Travelers Insurance Co. in Hartford,

Conn., already has implemented a program to use
its retired workers on a part-time or temporary
basis.

Offered initially in the home office, the pro-
gram was a brainchild of the then-chairman of
the board, Morrison H. Beach, who is now retired.

Mr. Beach was a member of the advisory coun-
cil to the White House Conference on Aging and
saw the need to provide jobs for older Americans.
The Travelers surveyed its employees and found
that about 85% of those 55 years and older wanted
to work on a part-time basis after they retired.

Continued on page 16
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Employers can save through early reti rement
Contiibed from previous page
linkerl to the sluggish economy,
Such programs make the tough de-
c.sion :o reduce the workfcrce

"easier for the employers and rrore
palatable for the companies."
points out a spokesperson for
Hewilt Associates.

"The economy is not very gicd
and ye are trying to preserve as
many ct our sk:lls and save jobs at
the plant," says George Priester: vp
of human resouees at Falk Corp. in
Milwaukee, an automobile trans-
missicr manufacturing subsidiary
of Surcstrand Corp.

Thirty-two percent of 446 el g.-
ble errployees accepted an early re-
tirement option this spring. The
offer fol_owed layoffs at the plant.

The early retirement incenti,es

' Basically, no one wants to get rid of
a productive employee, but the idea is
to design a plan to trim out a layer of

management fat; to do tie same job with fewer
people,' says Peter Keller of A.S. Hansen Inc.

were announced April 16. By the
May 31 deadline, 145 peop:e had
opted for tke sipplemental benefits
that would be paid monthly over
three years in addition to regular
retirement benefits.

To determine the early retire-
ment benefits, the formula used at

Falk was 1.5% of annual gross base
pay multi:lied by years of service.
Health care and other benefits also

were extended.

The officials at Falk, whion had
never employed a retirement in-
ducement program, were surprisec
at the high number of employees
whi took advantage of the offer
"We thought it would be less,'
admits Mr. Priester.

An early retirement program of-
fered earlier this year by Il.in Di:.
Bell Telephone Co. also mel that

company's goals, says J.E. "Jack"
Herron, the company's benefit
manager.

Aboit 1,650 of 3,000 or 55% of eli-
gible management and non-man-
agemeit employees opted to retire
early under the program that was
offered not only for economic rea-
sons, bit also because of technologi-
cal advances in the industry, Mr.
Herron says.

The plan, which was a first for
Illinois Bell, was offered to all
workers whose age and years of
service equaled or exceeded 75.

For management personnel, the
supplemental benefit equaled one
year's salary equal to their last year
of pay to be paid over 24 months,
plus o:her retirement benefits.
Non-management personnel were

Sometimes your employees' personal lives
are your business.

A personal problem that jeopardizes
an employee's well-being obviously can
jeopardize their performance on the job.

Hazelden's Employee Assistance
Service provides help to empioyees with
virtually any personal problem:
emotional, family, legaI, financial, and
alcohol/drug-related.

Our employee assistance counselors
are available on a 24-hour basis and are
trained in referral counseling, in which
they assess problems and refer employees
to the proper specialist, when necessary.

Since we offer a national employee
assistance service network, we can serve

employers with branch offices, as well as
those with a single location.

We're also qualified consultants who
can help you set up or revamp your
own, internal employee assistance
program.

For more information, call toll-free
or write: Gary Hestness, Hazelden,
1350 Nicollet Mall, Suite 103,
Minneapolis, MN 55403.

CALL Hazelden 1-800-328-5000

offered a maximum of $375 a
month in supplemental benefits to
be paid over four years or until
they reached age 62. Health, life
and dental benefits also were ex-
tended (BI, March 22).

Many of those who opted for the
retirement incentive plan were in
their middle to late 50s and moved
up their retirement by only two or
three years.

Illinois Bell's workforce has been

fairly stable with many employees
racking up 35 or more years of ser-
vice. The average retirement age at
the company is 59 even without
early retirement incentives.

To keep its workforce in line
with the projected level of future
business, Inland Steel in Chicago
has begun a limited Special Sever-
ance Allowance Plan. It is being of-
fered to salaried personnel at the
company's Indiana Steel plant, gen-
eral office staff and most raw ma-

terial operations workers, said a
company spokesperson.

Workers with 30 years of contin-
uous service or who will be 60 years
old with 15 years of service have
until July 1 to accept the special
severance allowance. They will re-
tire by Sept. 1. The company would
not detail the early retirement ben-
efits, saying it preferred to keep a
low profile on its program.

Late last month, The Firestone
Tire & Rubber Co. in Akron, Ohio,
announced it is offering special re-
tirement incentives to some of its
salaried employees to reduce costs
caused by the current economic eli-
mate. It said the program also is
tied to corporate reorganization
and asset deployment programs.

The option is open to employees
with 25 years of service or who are
55 years old and have at last 10
years of service.

When the company first con-
ceived the idea, it believed about
1,700 of its 19,000 salaried employ-
ees would take advantage of the
offer. However, that estimate did
not sufficiently cover the number
of 55-year-old workers with 10
years of service who would be in-
terested, said a company spoke-
sperson. Firestone now thinks as
many as 2,500 will retire early, he
added.

Employees must notify the com-
pany of their intentions by June 1
and retire by Oct. 1.

The tire maker says it is offering
supplemental retirement benefits
of two weeks' pay for each year of
regular salaried employment with
the company. There are maximum
limits that will especially affect
workers at or approaching 62 years
of age.

After the early retirment option
ends, the company will reassess the
remaining workforce to see if it fits
the corporate needs.

Even companies that aren't wag-
ing a war with the sluggish econ-
omy can find early retirement in-
centives helpful to the long-term
life of the company.

The option often is used to open
career paths for younger employ-
ees, a ventilation process that cuts
through stagnation in upper man-
agement levels.

It is an effective way to get rid of
ineffective managers, consultants
point out. "Basically, no one wants
to get rid of a productive employee,
but the idea is to design a plan to
trim out a layer of management fat;
to do the same job with fewer peo-
ple," says Peter Keller, managing
principal in New York for consul-
tant A.S. Hansen Inc.

In 1980, The Travelers Insurance
Cos. in Hartford, Conn., offered a
one-time special retirement plan to
about 700 of the professional staff

Continued on page 14
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Many workers choose early retirement
Continued from page 12
in the home office to reduce staff redundan-

cies, explains Paul Hagstrom, second vp in
personnel administration.

About 29% of those eligible accepted the
offer, which for most meant payment of two
years' salary over four years in addition to
normal retirement benefits.

A number of the 200 people who left the
company then found the offer "was a marvel-
ous opportunity to take up a second career,"
said Mr. Hagstrom.

Future manpower needs were the focal
point when Chicago-based retailer Sears, Roe-
buck & Co. introduced an early retirement in-
ducement program in late 1980. Some 1,500, or
62%, of the 2,400 eligible employees accepted
the option that offered supplemental benefits
based on salary.

The plan, which was part of an overall re-

structuring and steamlining of the company's
merchandise group executive force, met ccm-
pany objectives and there are no plans to use it
again, said a company spokesperson.

The pruning of the workforce to make way
for younger employees to grow within the
company is what Continental Illinois Bank, a
giant Chicago-based financial institution, finds
atractive about the incentives.

However, while it is considering such a pro-
gram, it would be of limited nature, says Harry
Malone, manager of employee benefits.

Aluminum Co. of America also is looking at
the idea.

"One of the problems we're going through
right now is an analysis of the whole company;
what we do, each individual; what should we
be doing," a spokesperson says.

ALCOA has never used an early retirement
inducement program, "but there's talk about
one; should we or shouldn't we," he added.

Sun. Co., which last used a special induce-
ment plan in 1976 to encourage early retire-
ment based on the needs of the company then
known as Sun Oil, keeps its finger constantly
on its future manpower needs through its reg-
ular retirment program, too.

The plan has "pretty good" built-in subsi-
dies so that workers between 55 and 60 years
old can retire early and receive a subsidized
benefit to add to their pensions, which aren't
in full force until they reach 60, says Dave
Marshall, manager of benefits.

"As a result, we've experienced a fairly con-
trolled desired level of early retirement over
the past five to 10 years without a special pro-,
gram," he adds.

To cope with its changing workforce needs,
Sun also is developing an indexed pension ar-
rangement to offset the impact of inflation on
early retirement benefits.

E. E Hutton Personal Financial Management for Corporate Executives

The question isit whether
to provide personal financial
planning for your executives.

Ith who should dothe planning.

MEMO
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Management

Most persohal financial planning
services collect, analyze and report
financial data. Which is good. But
it doesn't always go far enough to
be really effective. Your executives
need a more business-like approach
to Personal Financial Management.
That's why several of the coun-
try's largest firms have selected
E. E Hutton to provide financial
planning for their senior and mid-
dle management executives.

Our programs service all.
Our PFM is a highly personalized
and intensive service that includes
living, retirement, and estate
planning and is geared for top
level executives. And our unique
Financial Perspectives service is

designed for your middle
to senior level execu-

tives on the way up.
We link

theory to practice.
The best plan possible
would be ineffective.

without the knowledge
and experience to
carry it out. We believe

the real strength of our services
is providing a counselor who can
make that plan become a reality.
And each counselor is supported
by one of the largest financial
planning departments in the coun-
try which works with a team of
eight outside firms.

Free management booklet.
Our program for linking theory
and practice is described in our
booklet, "Building Wealth-A
Business-Like Approach To Per-
sonal Financial Management." For
a copy call Joseph Vales collect
(212) 742-2756. Or use the coupon.
Take this opportunity to give the
best to the people who give the
best to your company.

Talk to E.EHutton.
Face to face.
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Make sure

you retain
best workers

Using an early retirement in-
ducement plan to get rid of "dead-
wood" could backfire, consultants
warn.

"Sometimes it's all the market-

able people that like the option and
leave to go across the street," says
Peter Keller of A.S. Hansen Inc.

"You have to have a plan attrac-
tive enough to get what you want,
but not so attractive to lose good
people," says Peter Grant, vp and
senior actuary at consultant
Towers, Perrin, Forster & Crosby.
He says several companies lost em-
ployees that they did not want to
lose, "but those are the risks."

Besides having key personnel
leave, Mr. Keller notes that an
early retirement plan could be
overutilized and a whole segment
of the company "may pick up and
leave." This has happened, he eau-
tions.

The amount of time given the
employee to decide if he wants to
take advantage of the early retire-
ment offer is important, too.
Usually, the employee is asked to
make a decision within a matter of

weeks. One firm that gave its em-
ployees 31/2 months to think about it
now admits that was too long. It
was very difficult for the company
to do any serious financial planning
until the last minute.

To help employees make a wise
decision, some companies offer
seminars, financial planning meet-
ings and counseling to prospective
retirees.

A lot of advertising also is done
in-house to show employees they
can retire on better terms, says
George Long of Hewitt Associates.

"They can pursue a new career,
take a part-time job, travel, fish,
hunt, relax, read, go back to col-
lege, do social work-find out
there's more value to themselves

other than work," he says.

All the consultants stress that

a company considering an early re-
tirement incentive program must
have a thorough understanding of
the cost of the venture and how it
will be paid.

Basically, there are two ways to
fund these special programs, says
Mr. Long,

One uses an early retirement
window in the company's pension
plan. With this technique, the com-
pany does not tap into its regular
operating fund, which is usually al-
ready drained at a financially
pressed company.

However, pension funds are tied
to federal regulations and in some
cases may not be used for early re-
tirement programs, consultants
point out.

The other way to pay for a re-
tirement inducement program is
through regular payroll and
operating funds, usually in the
form of severance pay.

"A company wants to be as gen-
erous as possible to induce the em-
ployees to retire, but you can do
this only if you've got the cash and
plan to stay in business," a Hewitt
spokesperson points out.

Regardless of which funding
technique is used, compliance with
Internal Revenue Service rules and
discrimination guidelines cannot be
overlooked, say benefit managers
who have worked with early re-
tirement inducement plans.

Safety rules approved
WASHINGTON-The federal

government has approved supple-
ments to Maryland's job safety and
health plan concerning fire, elec-
trical and roofing safety. .
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experienced professionals.

We know that every group is as
unique as its individual members. So
we do more than just offer you standard
solutions.We can give you specific group
insurance alternatives and help you
create a tailor-made protection plan to
suit your needs. But that's only part of
our plan.

We also provide the best service pos-
sible. Because we're part of a company
with the resources to back you up. A
company with over $15 billion of Life
Insurance in force. Washington National.
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Some predicting shortage
of workers down the road
Continued from pcge 11

Besides offering a good opportu-
nity to employees, the program is
cost beneficial. explains a spokes-
woman for The Travelers.

By using former employees part-
time or on a job-sharing basis for
some 300 jobs .n the home office,
The Travelers saves commission

money it would pay to a temporary
emplo>ment agency, This money is
split w.th the retiree that is work-
ing, the spokeswoman said.

Because the retirees already have
worked at The Travelers, they do
not have to be retrained, which also
saves money and tme.

This workswell in the "paper
environment': at Travelers, but it
may not work as well in a factory
situation where jobs may be more

specialized, others point out.
Specialization, in fact, is the rea-

son some consultants disagree with
Mr. Salisbury's theory of the aging
workforce.

"More and more workers are re-

placed with robots," notes George
Long, a senior partner with consul-
tant Hewitt Associates in Lincoln-

shire, Ill. Such automation de-
creases the need for more workers.

"That's true, automation is com-
ing in some of the manufacturing
areas, but the need for engineers
and technologists. . . the number
(needed) is astounding," Mr. Salis-
bury says.

Mr. Long disagrees. "You used to
need 1,000 engineers to make an
airplane, now you need only two or
three and a computer," he says.

"I find it hard to disagree with
Mr. Salisbury's theory, but it will
vary by industry and how fast
companies move in the area of au-
tomation of replacing people with
machines," says Peter Grant, vp
and senior actuary with Towers,
Perrin, Forster & Crosby in Chi-
cago.

It also will depend on changes in
the Social Security system, said
many employee benefit managers
and consultants.

"I personally think that the pri-
mary force will be the Social Secu-
rity system. As long as there are
full retirement benefits at 65, peo-
ple will retire," says Peter Keller,
managing principal in New York
for consultant A.S. Hansen Inc.

Even if a worker shortage is
down the road, some admit com-
panies probably are not thinking
about it or designing "later retire-
ment" programs to counter it.

The reality of today's depressed
economy prevents it.

"Planning for five years ahead is
OK," says one consultant, "but it
really is all blue sky and crystal
gazing,"

-By Carol Cain
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PAYSOPs to be boon for some employers
By JOHN W. MILLIGAN

NEW YORK-More employers
may give their workers a piece of
the action in coming years thanks
to last year's changes in the tax
law.

Beginning next year, employers
may establish Payroll-Based Em-
ployee Stock Ownership Plans-or
PAYSOPs-funded with tax cred-

its against their federal income tax.
PAYSOPs replace the Tax Re-

duction Act Stock Ownership Plans
-or TRASOPs-whose tax advan-
tage for capital-intensive com-
panies expires at the end of this
year (BI, July 13, 1981).

The switch from capital-expen-
diture to payroll-based tax credits
for these defined contribution

plans results from the Economic

What is a PAYSOP worth?
1983 pay 1987 Ilnent

$ 15,000 $ 685

25,000 1,142

50,000 2,284

100,000 3,880

Recovery Tax
Act of 1981 and

a congressional
effort to re-
dress what

many saw as
long-standing
discrimination

against labor-
intensive com-

panies.
Benefit con-

sultants are en-

thusiastic

about PAY-

SOPs, describing them as a low-cost
way for more companies to provide
their employees with stock than
the TRASOP option.

"We think it is a viable benefit

for the employee," says Robert E.
Wallace, benefit consultant for

New York-

based Buck

Consulzants

Inc. "Instead of

paying (taxes)
to the IRS,
they can pay it
to the em-

ployee."
"We antici-

pate that the
vast majority
of companies
that believe in

employees
owning stock will do it," adds Dick
Hutson, a partner with Hewitt As-
sociates, a Lincolnshire, Ill., benefit
consultant,

PAYSOPs are a "good benefit
addition for this economy" that are
available "virtually at no cost," Mr.

Assumptions: Distribution as a percent of pay; 8%
annual pay increase, 10% annual stock
growth; no stock dividends.

Source: Hewitt Associates

Hutson says.
Employers will fund PAYSOPs

with tax credits based on a percent-
age of the payroll of employees
covered by the plan. The tax credit
starts at 0.5% of eligible payroll in
January and jumps to 0.75% in
1985.

The tax credit funding for PAY-
SOPs, however, will expire on Dec.
31, 1987, unless it is renewed by
Congress.

While PAYSOPs will be more at-
tractive to labor-intensive com-
panies with large payrolls-banks,
large retail operations and insur-
ance companies, for example-
some benefit consultants do not ex-

pect many new plans will be
started until late 1983 or early 1984.

Employers now are preoccupied
with payroll-deduction Individual
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Every self-insured medical
program involves an element
of risk. Especially the risk of
having to pay an extraordinarily
large claim, or a surge of claims.

IDS Life can help you
reduce that risk. After all, we're
one of the pioneers in excess risk
coverage, offering it since 1977.
And you get the benefit of an
average of almost 12 years of em-
ployee benefit experience from
our group sales managers.

Fact is, you can have --
complete confidence in IDS Life.
We're part of IDS, financial
experts for 88 years. We're
backed by over $2 billion in
assets to protect you against
catastrophes. And we're flexible
enough to write a plan for your
specific needs. Whether you're a
company with 50 employees
or 5,000.

So get coverage with
experience, contact your insurance

/ PA

representative, consultant or broker
for a free brochure. Write to IDS
Life, Group Marketing Division,
3500 IDS Tower, Minneapolis,
MN 55402.

 IDEAS
I TO HELP YOU

£7m® MANAGE MONEY
IDS Life Insurance Company,
Minneapolis, Minnesota

Retirement Accounts and salary
reduction or 401(k) plans (BI,
March 1), the consultants say.

"You may not see a lot of activity
until the end of 1983," says Jerry
Bell, a partner with benefit consul-
tant Kwasha Lipton in Fort Lee,
N.J. Mr. Bell expects some com-
panies to first determine whether
they have enough of a tax liability
to warrant a new PAYSOP, per-
haps starting their plans in late
1983 or early 1984.

The tax liability that can be off-
set by the tax credit is limited to the
first $25,000 of tax plus 90% of the
tax exceeding $25,000. Excess tax
credits can be carried back for up to
three years or carried forward for
up to 15 years.

Companies that currently have
Continued on nezt page
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PAYSOPs offer new tax advantages
Continued from previous page
TRASOPs will have to decide now

whether they will take the tax ad-
vantage offered PAYSOPs since
they will lose their current tax
break at the end of this year.

Some companies now offering
TRASOPs are lobbying Congress
through the ESOP Assn. of
America in Washington to "grand-
father" their tax break, which can
provide capital-intensive com-
panies with a larger ·benefit than
the PAYSOP funding.

But the chances they will win
look slim, admits Luis Granados,
legal counsel to the association. The
extra cost of an optional approach'
-combined with the federal gov-
ernment's large budget deficit-
makes this goal a long shot, he says.

Under the expiring Tax Reduc-
tion Act provision, companies may
receive a 1% tax credit on qualified

capital expenditures when they
contribute an equal amount of com-
pany stock-or cash to purchase
the stock-to an employee trust.

TRASOPs also may qualify for
an additional 0.5% tax credit on

capital expenditures for employees
who contribute a matching amount
of cash to the plan for stock pur-
chases.

Unlike TRASOPs, payroll-based
stock plans will not provide an ad-
ditional tax credit for matching
employee contributions.

Any company whose capital ex-
penditures exceed its total annual
payroll by 50% or more will be hurt
by the new arrangement, says the
ESOP Assn.

The biggest problem is that many
employees who grew accustomed to
rich benefits from their TRASOP

plans will now receive something
less.

Stauffer Chemical Co. in West-

port, Conn., for example, has main-
tained a TRASOP for its 5,000 to
6,000 employees since 1975, taking
the full 1.5% tax credit with match-

ing employee contributions.
Stauffer will not say whether it

will convert its current plan to a
PAYSOP, and corporate counsel
Bill Berliner expects many employ-
ees will be disappointed with the
result if it does.

"It certainly will be a letdown for
employees to go from what they
have been enjoying to something
like 0.5%," he says. "I can't imagine
someone being happy to receive
fewer shares than they received
the previous year."

Another unhappy TRASOP
sponsor is Washington-based MCI
Communications Corp., which has
maintained a TRASOP for some

500 employees since April 1979.

4?roducers Check a major 
client against our list.
He may thank you
at renewal time.

p*ENRED,24(/Git/AfIf you're concerned over major-account drift
to alternative forms of coverage, we can help.

At Mission Risk we're equipped to take
the "mystery" out of self insurance, risk
financing captives, unbundled services,
much more.

Check our list and call or write when

you need us. As Mission Group's risk ...
management service arm, we're part
of an A+XV financially strong organi-
zation that's just registered its 17th
consecutive year of operating profit- a.=40
ability and growth-important stability 0*114
indicators in today's or any market. ..#196*fere#

We're staffed for the long haul and eager
to work with you and your clients, designing cost-
effective "alternative" programs best suited to current need.

For further information, call (213) 381-6811 today. Or staple your
business card to this ad and send it to Helen Savage, Vice President,
Mission Risk Management Services, 2600 Wilshire Blvd., Los Angeles, Ca. 9005Z

Do it before renewal time.
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Client Checklist for Risk Financed Alternatives

Are current insurance premiums
more than $400,000 annually?

Do current premiums represent
3% or more of a client's annual

gross income?

Are them widely distributed
exposures?

Multi-state or multi-national

operations?

m

0

< MISSION RISK MANAGEMENT SERVICESMEMBER, MISSION INSURANCE GROUP, INC.

Is top management truly committed
to loss prevention and claims control?

Are there exposures which are
uninsured or uninsurable in the
commercial market?

Are loss ratios favorable?

Is there a genuine interest in true risk
management instead of just insurance
buying?

1

MCI will convert its current plan
to a PAYSOP sometime in 1983,
says Andrew Ottinger, manager of
treasury services, but plan partici-
pants will suffer.

While MCI could be an extreme

example, last year the company
made stock contributions worth

about 12% of payroll, a figure that
will be cut drastically under a pay-
roll-based plan.

Hewitt notes, however, that
while PAYSOPs may generate
small benefits, they will be more
predictable than TRASOP benefits,
which could vary significantly
frorn year to year from capital ex-
penditures.

Converting from a capital-ex-
penditure to a payroll-based plan
should not be an administrative

problem. The only requirement is
filing a plan amendment with the
Internal Revenue Service, say sev-
eral consultants and TRASOP ad-

ministrators. Other factors, like
trustee and plan administration,
can remain unchanged.

Employers may want to review
eligibility requirements when
switching to a PAYSOP, Hewitt
consultants note, since under PAY-
SOPs there will be less of an ad-

vantage to limit participation. Lim-
ited participation in the TRASOP
increased the benefit per partici-
pant, but the more employees cov-
ered by a PAYSOP, the greater the
covered payroll upon which the tax
credit is based.

As with existing TRASOPs, stock
allocations in a PAYSOP may only
be made in proportion to total pay
up to $100,000, although the tax
credit is calculated on the total pay
of all employees covered under the
plan.

Employee allocations in a PAY-
SOP may be made in one of two
ways

• As a straight percentage of
pay for each employee participat-
ing in the plan. In this instance, as-
suming the allowable tax credit is
0.5% and the employee's annual sal-
ary is $20,000, this employee would
receive $100 during the plan year
toward the purchase of company
stock (see chart).

• On a per-capita basis, where
all employees receive the same al-
location regardless of their annual
salary. Assuming that the tax credit
is 0.5% and a 100 employees with an
annual combined payroll of $3 mil-
lion participate in the plan, each
employee would receive $150 dur-
ing the plan year for stock pur-
chases.

The costs of establishing and ad-
ministrating a PAYSOP are mini-
mal, says Hewitt's Mr. Hutson.
"The cost of administration should

not be a big factor in your decision
whether to put in a PAYSOP," he
says. "It is not a big deal."

The steps in forming a PAYSOP
are no different from its TRASOP

counterpart and include the selec-
tion of a trustee-usually a bank-
to purchase and hold the stock. The
employer also must receive ap-
proval of the plan design from the
Internal Revenue Service to qual-
ify for the tax credit.

Other steps, Mr. Hutson says, in-
clude communications about the

plan with employees under re-
quirements of the Employee Re-
tirement Income Security Act and
establishment of a record-keeping
system.

This latter function may be done
internally, he says, or farmed out to
an outside source like a bank or one
of several benefit consulting firms.

Mr. Hutson estimates the costs of

administering a PAYSOP to be
only 15% to 20% of the costs of ad-
ministering an employee savings
plan. These costs also may be
charged to the plan itself, although
Mr. Hutson does not favor this ap-
proach since it decreases the
amount of cash ultimately available
for stock purchases by employees. I
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Companies trying to head off
pension problems down road

By MARGARET LeROUX

Has the U.S. pension system
reached old age?

In the past several years, a wide
assortment of pension problems has
surfaced that endangers the pres-
ent pension system:

• The massive funding prob-
lems encountered in the pay-as-
you-go Social Security System.

• Changes in the law, both al-
ready enacted and proposed, that
could make employers more re-
sponsible for the unfunded liabili-
ties of private and multiemployer
pension plans.

• Rampant .nflation, which is
pushing up the cost of pension ben-
efits keyed to the cost of living

• The realization that as the

baby-boom generation grows clder,

4
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Risk. There is no substitute for knowledge.
You can't get intelligent risk management solutions without asking intelligent
questions. That's how we feel. So we offer our clients a unique perspective of
the risks they face. Utilizing the kind of technological and human resources
that you'd expect from us, one of the world's largest insurance brokers.

It's this full-service approach to business insurance that t. as served our
clients successfully for over 75 years. Wherever in the world they do business.
So, contact us. We'll give you the answers, not excuses.

r* CORROON & BLACK
Putting insurance risks into perspective.
Wall Street Plaza, New York. N.Y. 10005 · 212-363-4100

both government and industry
pension responsibilities are likely
to increase.

But, pension managers and bene-
fit consultants point out, companies
are already taking steps to alleviate
these problems before they can do
too much damage to today's em-
ployers and tomorrow's retirees.

The most dangerous of these
problems, according to Martin Bael,
director of corporate employee
benefits at Eastman Kodak Co. in
Rochester, N.Y., is inflation.

"Maintaining the adequacy of
benefits for our employees is fore-
most in importance," he says.

Kodak is using two devices to en-
- _ courage its em-

E-,1/1/&. :c ployees to save
for retirement

and ensure an

* 5Z *,. adequate income
 . for old age.

/16 *b· :. First, the com-
pany offers a

\1#12 I salary reduction,

L_-1 21_-] rhCka)lfawn;
Mr. Ryan Kodak employ-

ees on the job for
three years to defer up to 12% of
their annual pay until they retire.
Not only have employees partici-
pating in the plan contributed to
their nest egg, but they also often
lowered their income tax bracket

since their salary is reduced by the
retirement savings contribution
(BI, March 1).

Kodak was one of the first com-

panies to start such a plan some 20
years ago. Today, the company
boasts that approximately 50% of its
85,000-employee workforce partici-
pates in the plan.

As another employee retirement-
savings tool, Kodak recently intro-
duced a payroll-deduction Individ-
ual Retirement Account program
made possible by last year's Eco-
nomic Recovery Tax Act. Response
to the IRA program from employ-
ees has been good with thousands
of workers signing up, Mr. Bael
says.

At General Motors Corp., in-
creases in the pension benefits pro-
vided by the automakers "have
been doing an outstanding job of
keeping up with inflation," says
Charles Ryan, director of pension,
life and disability insurance and
stock plans.

But Mr. Ryan says he sees a fu-
ture in IRAs and 401(K) plans as
prime means of helping employees
beef up their retirement income
without additional employer con-
tributions.

GM began a payroll-deduction
IRA program on April 1, he says,
adding "though we don't have a
401(K) plan yet, we're very aware
of what they can do. I'm hoping we
can offer one in the future."

"The development of payroll-de-
duction IRAs and 401(K) plans has
opened the way for tax relief for
employees' retirement savings,"
says Lloyd Kaye, a vp with Wil-
liam M. Mercer Inc., a New York-
based employee benefit consulting
firm. "The next step is for employ-
ers to design feasible arrangements
for employees to contribute to
them."

As employees increase their con-
tributions to retirement savings
through capital accumulation
plans, issues such as indexing of
pension benefits to the Consumer
Price Index, a costly proposition in
the past several years, will become
less important, Mr. Kaye predicts.

Other experts note that individ-
ual retirement savings will soften
the blow for employees should So-
cial Security benefits be cut.

One consultant suggested em-
Continued on page 24
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Employers head off pension problems
Continued from page 22
ployers should "sit down and ana-
lyze just what it is you're providing
in the pension plan. You may be
providing more than you need to,"
says John Wiskowsi, a partner with
the employee benefits consulting
firm of Kwasha Lipton in Eng-
lewood Cliffs, N.J.

"Perhaps some of the resources
could be reallocated," Mr. Wis-
kowsi says. "Instead of putting such
a large amount into pensions,
maybe there sould be more put into
thrift plans, earmarking a portion
for retirement savings and giving
employees a more favorable match
for that portion."

Using a thrift plan to provide re-
tirement income also avoids un-

funded vested benefits, he adds.
Steve West, a consultant with

Meidinger Inc. in Louisville, Ky.,
asks, "Should a company's goal be
to provide, in conjunction with So-
cial Security benefits, 100% of an
employee's net pre-retirement in-
conne?

"Maybe the objective could be
something less than 100% with the
idea that the employee will be con-
tributing to his or her retirement
savings through a thrift plan or a
401(K) plan or an IRA," he says.

To cut costs and bolster the fi-

nancial strength of their current
pension plans, some employers are
beginning to trim benefits and op-
tions. A benefit that could be

scrapped is the survivor benefit,
says Thomas E. Wood, a partner at
benefit consultant Hewitt Associ-
ates in Lincolnshire, Ill.

"As corporations assess their re-
tirement programs and realize
there's only so much money to
spend on pensions, they may decide
the solution is to move the death

benefit out of the pension plan and
into the health and welfare plan."

Judith Mazo, director of research
at New York benefit consultant

Martin E. Segal Co., notes that the
increase in two-career families
could be another reason to reduce
survivor benefits.

"If both husband and wife are

working, a company might ques-
tion whether it needs to provide as
rich a death benefit as it might
have in the past," she says.

Although companies are consid-
ering doing away with some bene-
fits, they may want to look at giv-
ing retirees credit in their pension

Financial
Strategies

An INA Series

for working past age 65.
"As the workforce gets older,

employers will have to decide
whether they want to encourage or
discourage employees to stay on the
job.

"If employers want to promote
retirement at 65, the pension plan
should be designed to accrue bene-
fits to that age and no older," she
says.

Many employees are now won-
dering if they'll qualify for any
type of private pension at all. In
today's more mobile society, work-
ers often switch jobs and never vest
in a pension plan.

But Mr. Kaye of Mercer says li-
beralizing vesting requirements to
five years of employment from 10
years (the most often selected op-

ForAgency Growth

"Five years ago, we realized that long-term suc-
.i/ 4 Tbepower of cess in the agency business would require doing

-, productivity two things," says Leland J. Hendrie of Parker/
Hendrie/Doubledee and Associates of Costa

1'5 ]S» €5: r andphinning Mesa, CA. "Cutting expenses, and delivering lessCA* « .-*? 1'1 . _PHD's Leland J.
1 iff, Hendrie expensive products to our customers."

After evaluating a number of options, the
agency joined COMPAR, an INA organization of
member agencies who represent INA exclusively

r for property-casualty lines. "We had worked with INA, and- 6 -Wr..i
knew them to be innovative and professional.

"The advantages proved to be dramatic," he continues.

4 "We've grown ten-fold while keeping a lean administration
staff, since we no longer have to track data from other
carriers or waste time processing bids."

Just as important, according to Mr. Hendrie, is his
agency's emphasis on planning. "We have a contractual

agreement which solidifies our working relationship with INA. We also participate in COMPAR's
comprehensive program for growth by acquisition which indudes attractive financing terms. With
it, we always have solid one-, five- and ten-year plans laid out to guide our growth."

COMPAR now has over 100 members of varying sizes. "At first, the program attracted smaller
agencies," he notes, "but others quickly recognized how much more productive they could be. Now
we have agencies writing over $20 million a year, and growth like ours is not uncommon.

"Above all," he concludes, "we find ourselves in a secure, successful environment made up of
people who are looking forward to the future, not people who are looking back and asking
themselves,'Where did we go wrong?.'"

Knowledge, experience, flexibility, the ability to innovate-the skills today's insurance profes-
sionals must apply to both manage their agencies and develop cost-effective insurance programs.

The COMPAk division of INA offers agents and brokers a broad range ofproducts and services
to help make success happen today, and the security and leadership to help you build even bigger
successes tomorrow. Consult the business insurance professionals. Write directly to Herrick A.
Drake, INA, 1600 Arch Street, Philadelphia, PA 19101, or call(215) 241-3509.

Tbe resources to do it all, tbe strategies to do it right.
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tion under vesting requirements in
the Employee Retirement Income
Security Act) is "just window
dressing."

"For younger employees, vesting
after five years looks appealing,"
Mr. Kaye said. "But it looks better
than it really is.

"The amount of pension benefits
you get if you leave a company
once you're vested is frozen at the
salary you were earning at termi-
nation," he explains. "For someone
with five years of service, that's not
a large amount. What's a pension
based on $20,000, for example,
going to be worth at age 65?"

Many employers are not libera-
lizing their vesting requirements
because it would cost too much, ac-
cording to Ms. Mazo at Martin E.
Segal Co. •

Private pension
will become

more important
Although employee retirement

savings through Individual Retire-
ment Accounts and salary reduc-
tion plans are the latest fashion, the
importance of corporate-sponsored
pension plans is likely to increase,
pension experts say.

And, as they do, employers must
pay more attention to the money
put aside to fund those pensions.

The assets of private pension
plans, which stood at $520 billion
last year, are projected to increase
to up to $4 trillion by 1995, accord-
ing to the Employee Benefit Re-
search Institute in Washington.

"As assets of pension plans in-
crease, so will the level of decision
making about them," says EBRI
Executive Director Dallas L. Salis-
bury.

Since pension funds are becom-
ing a substantial part of a corpora-
tion's operating expenses, plan ad-
ministrators and corporate execu-
tives are going to have to learn to
understand the important but
sometimes obscure actuarial sci-

ence, predicts Bernard Winograd,
treasurer of Bendix Corp. in South-
field, Mich.

"For us at Bendix, it was a matter
of getting to the bottom of what
drives the numbers; what makes
them work," Mr. Winograd says.
"Basically it was a matter of ques-
tioning good actuaries and not stop-
ping until we understood the an-
swers."

Mr. Winograd, in a recent ad-
dress to the Investment Technology
Assn., noted two issues that will be
critical in shaping pension plans in
the future: demographics and So-
cial Security.

He said the percentage of the
population over age 65, currently
12%, will grow to 15% within 40
years as the post-war baby boom
generation retires, increasing em-
ployers' pension liabilities.

And pressures for lower taxes
and a cutback in government
transfer payments will increasingly
plague the Social Security system,
Mr: Winogracttold the association.

"It is not out of the question to
expect that Social Security benefits
might at some future·time be re-
duced or elimitated for those eligi-
ble to receive private pensions," he
said. "How well funded would

some of today's pension funds look
if that possibility were factored into
their estimates of liabilities?"

There will be continued debate
over how pensions are guaranteed
to workers, he said, adding that the
government will press for addi-
tional accountability and security
of pension funds. .
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Benefit managers look ahead
Continued from page 1

• What benefits should we add?

• Where should we be spending

our benefit money?
• What benefits should we con-

sider dropping or reducing?
• What are the most cost-effec-

tive means of offering new bene-
fits?

• How can we shift some of the

cost of benefits onto employees?

• What benefits changes should
we make in the short term, and

what changes should we prepare
for years from now.

• How should we communicate

our benefit philosophy?
• How can we alter our benefit

plans without facing increased
pressure from labor unions?

"The benefit manager should
survey his population and deter-
mine how closely his benefit plans
are geared to his employees'
needs," suggests Richard T. Whit-
man, a partner with Kwasha Lip-
ton, a benefits consulting firm in
Fort Lee, N.J., "They should ask
themselves, 'Are we covering a lot
of second-wage earners?' They

(employers) also should ask how
they will handle dependents."

John Hickey, a partner at Kwa-
sha Lipton, says management "has
lost control. They no longer are the

ones deciding how much to spend
on benefits. They have to regain
control."

Some of that control was lost

when employers began adding ben-
efits without looking ahead, benefit
experts say.

"In the past, we just added and
made improvements to our benefit
plans without testing what they

would do," says Joseph Duva,
director of benefits and compensa-
tion for SCM Corp, a New York-
based conglomerate.

But that's about to change, a
number of benefit managers say.

"We're feeling the pressure of
rate increases; therefore, we're

looking at our total benefits pack-
age to see what changes to institute
to put us in a better position in the
1980s," Mr. Duva says.

SCM is putting together a long-
range benefits program, but Mr.
Duva declined to elaborate on it.

At C.P.C. International. a diver-

sified foods and industrial products
manufacturer in Englewood Cliffs,
N.J., "We're trying to make sure
we get the most out of our dollar,"
says Douglas Horan, director of
compensation and benefits.

C.P.C. is developing a corporate
benefit master plan that it hopes
will be the foundation upon which
to build future programs. The mas-
ter plan, he says, will provide bene-
fit principles the company can live
by for the next 10 to 15 years.

"We can't waste dollars," Mr.

Horan says. "We're trying to find
out once and for all what benefits

we should be offering our employ-
ees, how far we're prepared to take
them, what we can afford and if we

can't afford to take them, whether

we should provide them with what
they need to allow them (employ-
ees) to get where they want to go."

Some employers, especially those
with financial difficulty, have al-
ready approached their unions
about benefit changes to improve
long-range profitability.

"Many employers with union
shops are trying to get conces-
sions," says David Glueck, vp and
head of the national practice group
with consultant Towers, Perrin,
Forster & Crosby in Detroit.

'In the past, the concept had been
more, more, more. Unions now are

beginning to realize that manage-
ment isn't trying to take things
away, but is trying to gain some
control of the benefits programs."

Recent concessions have netted

United Auto Workers members at

the nation'e automcibili manufac-

uri.rs Drotil-shar,rip ,r 'n.restment

plans. These new benefits may help

bring the unions and ernployers
close together, explains Edward
Freedman, a vp with Alexander &
Alexander Inc. in New York City.

Now that they t.ave been prom-
ised a slice of the profits, workers
have an incentive to be more cost-

conscious when they use their
other benefits, he says.

Two automakers, Ford Motor Co.

and General Motors Corp., also
have agreed to ser up union-com-
pany committees to help correct
benefit abuses and study high
health care utilization, he notes.

At Allied, Mr. Mason and his

staff are attempting to design a
long-range health care cost-con-
tainment program incorporating

such measures as pre-admission
testing and wellness programs.

Allied's long-term solution also

Continged on net page
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Like A Hawk!
Evervone is talking abc)11 t

containing today's skyrocketing hospital expenses.
SelfInsurers Benefit Services 'HAWK

is doing something about it.

HAWK is a hospital audit service using trained registered
nurses who are skilled iii 11(,Apital staff work.

They know when to pay a bill and when to question.

Whether vou are insured or sell-insured-whether you administer your
own heaith care prograin or purchase such a service from others-learn how the

HAWK can help cut your hospital costs.

For further information contact C. Kenneth Frantz, President. Self Insurers Benefit
Services .it (312) 692-7020. Or write Ken at:

ELF INSURERS BENEFIV ERVI(SES

r

222 South Prospect, Park Ridge, II. 60068
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Managers planning now for future benefits
Continued from previous page
includes a comprehensive commu-
nications program designed to in-
form employees, especially union
workers, how health care cost con-
tainment can benefit both em-
ployer and employee.

Communications also plays an
important role in Digital Equip-
ment Corp.'s long-range plans. The
Maynard, Mass., high-technology
firm, a subscriber to 38 health
maintenance organizations, has
launched a multi-pronged benefits
program that includes a statement
that tells the company's 45,000 em-
ployees which HMOs they are eligi-
ble to join, how those HMOs' bene-
fits stack up against Digital's basic
medical plan and how much more,
if anything, the employees will
have to contribute to join an HMO.

Digital is also trying to trim some
fat from its basic health plan. Be-
ginning next month, the plan will
pay 100% of reasonable and custom-
ary charges for certain surgical
procedures only if the employee
first receives a second surgical
opinion. The plan will cover only
80% of costs if he does not seek the

second opinion, explains Edward
Bradley, manager of U.S. benefit
operations.

The high-technology company
also plans to introduce a home
health care program that pays 100%
of all medical costs for 60 days after
a patient is released from the hospi-
tal. The program, Mr. Bradley
explains, will encourage speedier
release and provide long-range re-
lief from high hospitals costs.

"Some firms are looking at their

(health care) budgets and saying
'th:s can't go on,"' notes Mr. Freed-
man. "Health care costs are in-

creasing from 15% to 20% at some of
the better-run companies and as
mLch as 25% to 35% ar some
others."

The long-range answer to the
problem at J.C. Penney, a large
New-York based retailer with

more that 177,000 employees na-
tionally, is to offer a multitiered
benefits program that "provides
our employees with an option,"
explains Harold Bell, benefit ad-
ministration manager.

The employees are offered a
choice of 77 HMO options around
the country and two different med-
ical plans. The company's basic
health plan offers first-dollar cov-
erage, while the second plan offers

higher coverage levels but requires
higher deductibles.

Mr. Bell says J.C. Penney plans
to add optional features to its other
benefit programs, like life insur-
ance and profit-sharing plans.

Other employers are taking a
look at giving their employees
more benefit options. And still
others are considering moving to
full-fledged flexible benefit plans.

Although such flexible plans
have been overlooked in the past
because they are costly to set up
and administer, some employers
think flexibility can become part of
their long-range cost-containment
goals (see story, page 11).

Loews Corp., a New York hotel
and entertainment management
firm, started a flexible plan because
"We figure in the long run it will

$75 MILL/01
CO EIUGE

h

4 I.

aseasyas
orderin2 a pizza

Now NAIU can provide up to $75 million AD&D
aggregate per accident with limits as high as $15
million per life and we can usually provide
coverage within 3 working days.

No delays, no red tape, no unnecessary
exposure while someone tries to piece together
coverage like a jigsaw puzzle. That's especially
important if you have key people soon to be
exposed to a special hazard. Or a half-dozen top
officers boarding the same aircraft.

If you're in a bigger hurry, we can provide
$50 million/$10 million by the next working day.
Or $20 million/$500 thousand the same day.

These may be the highest limits available on a
regular basis from any carrier, anywhere. And
certainly they're the highest available so quickly

and conveniently. NAIU can make this unusual
cffer because of our unique position as manager
cf an affiliation of solid companies among which
all risks are distributed.

Your broker should already know our number.
1- not, give him this ad. He won't even have to
cecide between sausage and pepperoni.

National Accident insurance Underwriters, Inc.
Home Office:
1480 Renaissance Drive

Park Ridge, IL 60068
312/297-1665

Imm--1.11
EmalilMill I.I:kill=,

subsidiary of111111=In

be cost-effective," explains Jane
Duvall, assistant vp and director of
compensation and benefits. "It will
allow employees to choose how
they'll spend the money."

Under that plan, the employees
can use credits supplied by the
company to "buy" better health in-
surance, disability coverage or
more vacation time.

Employees who do not use their
credits to upgrade benefits can
have them deposited into a tax-
sheltered retirement savings plan.

Recent changes in tax laws are
prompting employers to encourage
workers to set up their own tax-de-
ferred retirement programs, like
Individual Retirement Accounts.

Employers are also looking into sal-
ary reduction or 401(k) plans that
could remove some pressure from
traditional pension programs (see
story, page 24).

Others are considering defined
contribution plans to replace their
current defined benefit plans. De-
fined contribution plans require
companies to make a fixed annual
contribution to an employee's pen-
sion, rather than guaranteeing the
worker a fixed retirement benefit.

While the concept of long-term
benefit planning has obvious ad-
vantages for both employer and
employee, it also signals the "corn-
ing of age" of the benefit manager,
Mr. Horan at C.P.C. says

"There's a tendency to run up-
stairs with a PAYSOP (Payroll-
Based Employee Stock Ownership
Plan), tell management, 'Hey this is
a good idea that won't cost us any-
thing,' then a few weeks later run
upstairs again with another great
benefit," Mr. Horan explains.

"They (management) may even-
tually say, 'You're nickel and dim-
ing me to death. Why can't you
give me a well-thought-out benefits
plan?'

"As benefit managers, we should
ask ourselves, 'Isn't it time we up-
graded the way we do things?'

"If we can develop principles or
philosophies that would stand out,
we are taking a step forward. If we
have employee benefit principles
in place, we'd have something that
would allow unions to see what
they can expect or not expect from
management." m

THE EMPLOYEE
BENEFIT OF THE
FUTURE IS HERE

TODAY-AND ATA

COST YOU CAN

AFFORD. ATTRACT
AND RETAIN

DESIRABLE

EMPLOYEES.

Self-funded group legal
service plans using a 501 c
(20) trust for tax savings &

business deductions.

A low utilized employee
benefit that can be funded

on a "pay as you go"
basis. Why pay premium?

And to cap it all off -
aggregate stop loss is

available.

For information or a no-

cost feasability proposal,
contact:

CROUP
LEOAL PLANS

CORPORATION

142 Commercial St.

Boston, Mass. 02109

617 720-2868
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Cost shifting adds
billions to employers'
medical care costs

By JERRY GEISEL

WASHINGTON-Identical
treatment for a fractured ankle at

Greater Southeast Community
Hospital will cost a group health
plan 25% more than the federal
government.

The group health plan will pay
$3,184 for five days of hospitaliza-
tion after the surgery. Medicare,
the massive federal program for
the elderly, will pay the hospital
$2,520.

"That's a 25% spread on one bill,"
Berry Passett, president of Greater
Southeast Community Hospital ac-
knowledged.

The difference is created by the
federal government's refusal to
consider certain hospital expenses
when figuring reimbursement
rates for Medicare and Medicaid.
All hospitals load these unreim-
bursed costs onto the private pa-
tient's bill since they have to paid
somehow.

'. . .Whatever you do,
it won't be enough to

control costs,' Mr.
Schiffer says.

About $3 billion in hospital costs
that should have been allocated to
the bills of Medicare and Medicaid

patients were shifted in 1979 from
government programs to private
patients, up from $1.1 billion in
1975, according to the Health Insur-
ance Assn. of America, an industry
trade group.

And this year, if nothing is done,
this "hidden tax," as one insurer
calls it, could cost employers and
their insurers $5.8 billion, accord-
ing to the HIAA.

This so-called cost shifting is
adding a whopping 7% to 10% to an
employer's health insurance pre-
mium, insurers estimate, at the
same time employers are desper-
ately searching for new strategies
to cool costs.

Since the late 19605, the govern-
ment has refused to consider the
hospitals' costs associated with bad
debts, charity cases, teaching ex-
penses and research expenditures
when it sets reimbursement sched-
ules for persons covered under
Medicare and Medicaid.

Unless this policy is changed and
public health plans pay their fair
share of these hospital costs, even
an employer's most innovative
strategy to keep the lid on health
costs will fail, many insurance
company executives say.

"As long as cost shifting exists,
cost containment is impossible,"
warns Linda Porterfield, a staff ex-
ecutive at John Hancock Mutual
Life Insurance Co. in Boston.

"Putting in higher deductibles,
more coinsurance, wellness pro-
grams. .whatever you do, it won't
be enough to control costs," says H.
Michael Schiffer, director of gov-
ernment and industry relations for
group insurance operations at
CIGNA Corp. in Hartford, Conn.

And the Reagan administration
wants to cut back Medicare and
Medicaid even further, which
could mean hospitals might have to
shift more costs onto private em-
ployers, sending group health care
costs through the roof.

"There is extreme pressure on
the federal government to cut costs
and health care costs are one of the

fastest growing parts of the federal
government budget," says Mr.
Schiffer of CIGNA.

Few employers until recently
have understood how they've had
to pay through "cost-shifting" for
cutbacks in public health pro-
grams.

Now, employers in health care
cost containment coalitions are sid-

ing with insurers who have long
compained about this "invisible
tax."

The solution, according to insur-
Continued on page 30
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j Check us out . . .
[* Alarm Company Liability (including Errors & Omissions).
Ef Security Guard Liability.
7 Police Professional Liability.
[Rf Municipal General Liability.
64 Public Officials Errors & Omissions.

1·800-531.7205 • 1-800·531-7224 • 1-800.292-5721 (Texas only)

Bayly, Martin & Fay/San Antonio
RO. Box 17800
San Antonio, Texas 78217

MCAUTO ENTRY
COMPUTER SERVICES NEWS

Automated group claims reporting
boosts productivity, attracts clients.
Gallagher Bassett:
MCAUTO system provides
a competitive edge.

The Gallagher Bassett Insurance
Services, Division of Arthur J. Gallagher
& Co., a national administratorof
self-insurance plans, found that the
MCAUTO group claims reporting
system (GCRS) does more than de-
crease paperwork; it's responsible
for attracting as many as four new
clients in a single month.

According to Robert Strom, vice-
president of field operations, the sys-
tem allows the company's employee
benefits administration division to
offer better client service.

"Not only does GCRS pay claims,
it verifies eligibility, confirms cover-
ages, prints invoices, and produces
almost instantaneous daily and month
end financial summaries. It signifi-
cantly improves our clients' ability to
manage the costs of their benefit
plans:'

Information control through
distributed processing.

The MCAUTO system, installed in
September, 1981, uses a powerful
minicomputer in the Gallagher Bassett
claims office, linked to a mainframe
in the MCAUTO teleprocessing net-
work.

A minicomputer, leased from
MCAUTO, controls the CRTs, line
printer, and local storage, allowing

Robert Strom, Vice-President of field operations, Gallagher Bassett Insurance Services.
complete control of all claims func- vider identification, calculates bene-
tions. Information is instantly available fits according to user-controlled
for screen editing and daily process- schedules, checks policy limits and
ing before transmission to MCAUTO deductible provisions, and adminis-
for batch report processing. Reports ters coordination of benefits.
are printed in the claims office. For more information, call (314)

232-8021. Or just mail the coupon.
Claims output increased 30%.

MCAUTO GCRS handles all types
of health benefits including medical,
dental, orthodontia, vision care, pre-
scription medication, and weekly in-
demnity. At Gallagher Bassett, it has
substantially improved accuracy and
efficiency.

Strom states, "Before GCRS, our
monthly reports were released 35
days after close of business for the
claim month. Now reports are ready
for distribution by the third working
day. Daily claims output is up 30%.

An alternative for large
companies: On-line
claims processing.

IVICAUTO also offers a group
claims process system (GCPS) that
puts large insurance companies in
direct contact with their own or
MCAUTO computers. GCPS instantly
verifies claimant eligibility and pro-

W. R. Vickroy, MCAUTO, Dept. KR-500
Box 516, St. Louis, MO 63166

O Please send me information on MCAUTO
Insurance Systems.

0 Have your representative phone
me for an appointment.

Name

Title

Company Name

Address

City

State Zip

Phone

McAUTO r-V
MCDONNELL DOUGLAS 1_
'Setting the standard in computer sewices -/
./*.-0aCC*
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Do you want to protect your valuable profits?
Do you minimize your Benefit Program Costs?
Do you make maximum use of:

Coordination of Benefit Savings?
Hospital Audits?
Claims Audits?
Utilization Reviews?

Do you get prompt personalized service ?
Do you get constant cost containment statistical reports?

MICA CLIENTS DO!

CALL US - with 30 years of benefits administration experience,
MICA's 200 professionals can manage your benefits program.

Robert J. Cardinal, President, 312-346-2626
Mass Insurance Consultants and Administrators, Inc.

209 South LaSalle Street, Chicago, Illinois 60604

Prudential

Government supports
prospective rating plans
Continued from page 27
ers and employers who have joined
forces in health care cost contain-
ment coalitions, is prospective rat-
ing of hospital charges that will
apply to all patients.

With uniform rates set ahead of
time by regulatory commissions, as
in Maryland and part of New Jer-
sey now, hospitals would know
they have to live within their bud-
gets.

"If a hospital knows that the rate
it can charge for a hernia operation
is $1,000, this encourages them not
to order extra tests or hospitalize
patients longer than may be neces-
sary," says Richard Mellman, vp
and actuary at the Prudential In-
surance Co. of America in Newark,

Reinsurance Company
Executive Offices:

213 Washington Street, P.O. Box 908 *
Newark, New Jersey 07101 (201) 877-8000
Telex: 138698

December 31,1981
ASSETS
Bonds $1,064,932,449
Stock 251,132,727
Cash

8,264,800
Accounts receivable -premium 67,385,147
Funds held by ceding reinsurers 65,181,690
Other assets 45,133,371

TOTAL ASSETS $1,502.030,184

LIABILITIES, CAPITAL AND SURPLUS
Loss and loss expense reserve $1,091,354,621
Unearned premium reserve 144,830,630
Reserve for commissions, taxes

and other liabilities 86,716,584

TOTAL LIABILITIES $1,322,901,835

Capital paid up $ 2,500,000
Contributed Surplus 75.001.598
Unassigned Surplus 101,626,751

POLICYHOLDERS' SURPLUS $ 179,128,349

TOTAL LIABILITIES AND
POLICYHOLDERS' SURPLUS $1,502,030,184

Information is from the Company's Annual Statement as filed in Delaware, the state of dom
by The National Association of Insurance Commissioners.

December 31. 1980

$ 859,596,026
247,312,717

7,146,756
70,184,043

41,989,127
33,524,986

$1,259,753,655

$ 924,362,842
150,977.335

16,388,194

$1,091,728,371

$ 2,500,000
75,001,598
90,523,686

$ 168,025,284

$1,259.753,655

icile, under rules promulgated

Offices in the United States: 50 Milk Street In Asia: For Surplus Lines:3700 Wilshire Blvd. Boston, Massachusetts 02199 Prudential Reinsurance Dryden & Company. Inc.Los Angeles. California 90010 (617) 236-3339 Company (USA) One Main Street(213) 385-6261 Four Embarcadero Center Windsor House Chatham, New Jersey 07928
Three First National Plaza San Francisco, California 94111 311 Gloucester Road (201) 635-1200
Chicago, Illinois 60602 (415) 397-8970 Causeway Bay, Hong Kong
(312) 782-4793 In Canada:

Pruco Managers, Inc.
5-795-2557 At the New York Insurance Exchange:

90 John Street Prudential Reinsurance
In Europe: 59 John StreetNew York, New York 10038 Company of America
Le Rocher, Compagnie New York, New York 10038(212) 619-0002 P. O. Box 116
de Rdassurance, S A (212) 227-79044600 Post Oak Place Toronto-Dominion Center
35 Square de Meeus- Bte 1Houston, Texas 77027 Toronto. Ontario
1040 Brussels, Belgium(713) 877-8814 Canada MSK 1 G8
2-513-9140

(416) 862-1228

Prudential Reinsurance Company
Subsidiary of The Prudential Insurance Company of America

N.J.

The federal government,
which won't overhaul its reim-

bursement rates, is supporting
prospective rating, It will, on
an experimental basis, waive
reimbursement schedules that

now allow it to pay less if pros-
pective rate-setting systems
are set up.

"Maryland is where most
states would like to be in terms
of programs and responses to
the challenge of ever-increas-
ing health care costs," HIAA
says.

In Maryland, Medicare and
Medicaid now pay the same
rates as everyone else. The
federal government agreed to
participate in a uniform reim-
bursement schedule under the

program in which a state corn-
mission sets rates prospec-
tively for hospitals.

The program seems to be
working.

Hospital inflation rates in
Maryland have been running
three to five percentage points
below the national average
since 1977,

In 1980, for example, hospi-
tal costs nationally for a day of
inpatient care jumped an aver-

'As long as cost
shifting exists, cost

containment is

impossible,' warns
Ms. Porterfield.

age of 11.68%, but in Maryland
costs increased 8.8%, according
to the Maryland Health Ser-
vices Cost Review Commis-
sion.

That translates into total

savings of $282 million for
health care purchasers since
1977, according to a commis-
sion report.

Without a rate-setting com-
mission and equal costs for all
health care payers, .costs
would have gone up much
more," said John Mahoney,
director of insurance at the
Archdiocese of Baltimore.

"There is less hospital infla-
tion in Maryland," adds John
J. Troy, vp at The Travelers
Insurance Co. in Hartford.

And there is progress in
other states. In New Jersey,
another hospital regulatory
commission has set rates for
more than 400 diagnoses to en-
sure that Medicare, Medicaid
and private employers all pay
about the same.

Hospitals, however, gen-
erally oppose state rate setting,
although they support unregu-
lated prospective rating. In Il-
linois, for example, some hos-
pitals are fighting to kill a
commission that would have
authority to set uniform rates,
which would eliminate cost
shifting to the private sector.

Yet insurers don't blame
hospitals for attempting to
shift more costs onto the pri-
vate sector as federal support
eases.

"Hospitals aren't the vil-
lains; they are just doing what
the incentives tell them to do,"
says John Hancock's Ms. Por-
terfield. "There is no motiva-
tion for hospitals to be more
efficient as long as they can
shift costs onto the private
commercial sector." .

f
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Many firms say
time is not right
for flexible plans
Continued from page 11
"Also, we already have
projects that take priority over

, the computers. It would be dif-
ficult to implement a flexible

. plan and not get in their way."
He describes his company's

present health insurance plan
1 as "liberal" and says employ-

ees already can choose among
options in life and accidental
death insurance and stock pur-
chase plans.

"We did look at flexibility,
but not in-depth because I was
already familiar with it," he
says. "After meeting with
Hewitt Associates (the Lin-
colnshire, Ill.,-based benefit
consultant) and, based on our
feelings, we decided it wasn't
for us."

Another Midwest firm,
which spends 38% of it $1.2
million annual payroll on em-
ployee benefits, studied flexi-
ble compensation extensively
in 1978, but backed away from
it-at least for a while.

"We were and still are in-

terested in the general princi-
ple as a tax-effective way to
give employees more of a
voice in their benefits," the

benefit manager says. "But we
weren't ready for the plan de-
sign at that time."

Complex administrative de-
mands, lack of computer space
and the vagueness of federal
laws governing flexible bene-
fits contributed to the decision,

he says. "There are still some
gray areas in the regulations
we'd like to see clarified."

Although another source
says the company determined
in 1978 it would have to spend
$20 million to convert to a
flexible plan for its employees,
the benefit manager says that
cost was a minor concern con-

sidering the total value of the
package.

Nor did the company expect
a flexible benefit plan would
hold down overall benefit

costs. "I think flexible benefits

take up in administration and
adverse selection whatever

you think they will give
back."

Since the original study, the
company's computer capabil-
ity has been upgraded so that
start-up costs now would be
significantly lower than first
projected, the benefit manager
says, adding that he considers

s flexible benefits a viable alter-

native.

One East Coast benefit man-

ager says his company's work-
force is too widespread to
make a flexible program
workable.

"We have 700 branch offices

across the country and our
peoples' primary purpose is to
knock on doors and sell our

product," he says. "We
couldn't spend the time it
would take to do a bang-up job
of explaining benefit choices
and by the time we finished
half our employees would
have left us.- We have a high
turnover rate."

Also, the company's sales-
men.respond best to direct
cash compensation. As long as
they have adequate medical
coverage for their families and
a good retirement plan, they
are content.

Other benefit managers are
more smitten with flexible

benefit plans. One benefit manager
looking to meet the changing needs
of employees says she would like to
add flexible aspects to her com-
pany's plan when it becomes feasi-
ble.

"We have no firm commitment

to flexible compensation now," says
Eleanor Kohler, director of em-
ployee benefits for Time Inc. in
New York. "But we think a flexible

plan would be desirable."
Time's present administrative

capabilities will not accommodate
Continued on page 34
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the formation of a computer firm geared to

handle on-line terminal needs and staffed with

personnel highly experienced with insurance

companies and other underwriting firms.

ON-LINE INSURANCE SYSTEMS INC.
525 University Avenue, Palo Alto, CA 94301 • Phone (415) 327-2341

Albert A. Wimams Phillip E. Morris

Vice Pres.-Systems Management Asst. Vice Pres.-Computer Operations

JAMES IS HERE
PARTNERS IN PROTECTING AND MOTIVATING

YOUR GREATEST RESOURCE-YOUR EMPLOYEES.
With employee benefits and

incentive-compensation plans
averaging more than 40 percent
of payroll many companies are
seeking specialized help in
designing, funding and adminis-
tering their programs.

James is here to help you
with all these services and more.

Because this field, which utilizes
both insurance and self-insur-

ance, is so complex, James has
set up a specialized team for
all forms of health disability

and death benefits as well as

tax-qualified retirement and
employee-compensation plans.

In addition, we continually
monitor the social, economic,
and legal changes in health-care
and industry organizations. Thus,
we can advise you of the latest
developments in the benefit and
compensation fields and better
serve your changing needs.

To help you decide how toc
manage your benefits and com-
pensation lans more cost

Kort H. Sichlinger
President

effectively, we suggest a feasibility
study. Please call your nearest
Fred.S.James office or write to

James Benefits National Office,
2614 South 1935 West, Salt Lake

City, Utah 84119.

James
FRED. S. JAMES & CO., INC.

YOUR PARTNERS
IN RISK MANAGEMENT
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"It started in 1918 when, ps the rstAmerican organization specializing in inter-national insurance, we started underwriting
American business risks overseas.

Our people, from the beginning, set the
standard for insurance knowledge in eachcountry we entered. Their knowledge provedinvaluable to American industry seeking to
protect its assets as it expanded around the
world."I'm proud of that. But as proud as I am ofour past, I'm even more proud of our present."When I joined AFIA a little over a year
ago, the first thing I did was leave. I traveledaround the world to AFIA offices to learn our
operation firsthand."Ican tell you there is much about AFIA to
be impressed by, but nothing, absolutelynothing, impressed me more than our people."Throughout the world AFIA now has
thousands of people serving your interests,more than 95 percent of them being nationalsof the 135 countries where AHA serves you.'Their knowledge of local insurance 'laws, regulations, customs, idiosyncracies andactual ways of doing business in each countryis, I am firmly convinced, unparalleled. My
conviction is borne out by the fact that invirtually every country in which we do busi-
ness considerably more than half of thatbusiness covers local risks, written in compe-
tition with local insurance companies.*Our.people are knowledgeable, credible,
respected; they are trusted.

Paul F. Butler
fresident & Chief Executive Officer

"Something more impressed me about
AFIA's overseas people and that is the w.ay
they work with AFIA's staff in the UnitedStates. The cooperation between the people,the blending of the vast amount of informa-tion from overseas with the careful planning
that goes on here is, I believe, what sets
AFIA apart."Faced with the multiplicity of complica-
tions that is international insurance today, themodern American multinational corporationmust seek out an underwriter whose knowl-
edge of every variable in international insur-
ance is complete."AFIA's people make AFIA that underwriter.

"That is, quite probably, the chief reasonAFIA now provides protection for more than
100,000 dients around the world."And why I believe AHA is the underwriter
for your international insurance program:'For a copy of'AFIA: WORLDWIDE CAPAC-
ITY AND: CAPABILITY", write AFIA, Dept. B,
110 William Street, New York, NY 10038.

A7IA
Theolderweget

theyoungerwethink.
AFIA Worldwide Insurance, 110 William Street, New York, NY 10038Atlanta, Boston, Chicago, Cleveland, Dallas, Houston, Los Angeles,Miami, Minneapolis, San Francisco, Seattle, Washington, D.C.and 230 other cities around the world.
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IRS rule changes may enhance flexible plans
Continued from page 31
the necessary recording of flexible
benefit choices, she says. "We're in
the process of redoing the whole
payroll and personnel area now."

Time now has a good benefit
package in place for its 6,500 em-
ployees, Ms. Kohler says. Hospital-
ization insurance covers all charges
for a semiprivate room for 365 days
and major medical coverage pays
80% of reasonable and customary
charges after a $50 deductible. The
company's dental plan carries a $50
deductible and a lifetime maximum

benefit of $25,000.
"We have a diversified and imag-

inative group of employees and I'm
sure they can think of other things
they'd like to have," she says.

"I see a direct relationship be-
tween flexible benefits and 401(k)
salary deferral plans," she says.
Section 401(k) of the Internal Reve-
nue Code allows pretax salary to be
reduced and placed into tax-de-
ferred pension or savings plans (BI,
March 1).

"We're trying to figure out a way
to tie it all together when we get
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our system in place," she explains.
Employers that approve of the

flexibility concept but prefer to
delay their own entry into flexible
benefit plans are not alone, a sur-
vey conducted by New York-based
benefit consultant William M.

Mercer Inc. indicates.

Of 200 corporate benefit manag-
ers polled, the Mercer survey found
that 70% regard flexible benefit
programs as "highly desirable" for
employees, but only 18% believe
the plans are equally desirable for
their companies.

A Mercer spokesman says the
benefit managers pointed to ad-
ministration and adverse selection

problems when asked to identify
roadblocks to adopting flexible
plans.

But despite these Froblems, the

survey found that 43% of the bene-
fit managers, about half of whom
are in the banking or financial ser-
vices industry, are considering in-
stalling the plans.

Much of the interest being gen-
erated is spurred by the disappear-
ance of the so-called average white,
male employee, the spokesman
says. "The prototypical wage
earner with dependent wife and
children now represents only 20%
of the workforce."

This means benefit'plans
designed for the "average" em-
ployee no longer satisfies a work-
force composed of employees rang-
ing from single women with chil-
dren at home to two-salary families
with duplicated benefit coverages,
the spokesman says.

"People have gotten the idea that

flexibility is nice for the groups, but
it is also a way of paying compensa-
tion and benefits that drives a

wedge between benefit costs and
decisions on what to offer,"
Thomas Paine, a senior consultant
at Hewitt Associates, says.

"Employers who want to limit
benefit packages to a certain per-
centage of payroll can add optional
benefits and let employees who de-
sire them pay the full costs," Mr.
Paine says. This adds a cost-con-
tainment aspect to flexible plans.

Mr. Paine and others agree that
Sections 125 and 401(k) of the In-
ternal Revenue Code will likely
change the face of flexible compen-
sation.

Final regulations for both laws
are pending, but as it stands now,

Section 125, combined with provi-
sions in Section 401(k), allows em-
ployers to offer their workers a
choice between taxable compensa-
tion, like cash, or IRS-approved
non-taxable or tax-deferred flexi-

ble benefits, like child care, vision
care and retirement savings.

"Up to this point many employ-
ers have been daunted by what
they perceive to be almost insur,-
mountable administration and

communication problems," says
John Hickey a partner at Kwasha
Lipton, a benefit consulting firm in
Fort Lee, N.J.

But the new tax laws also allow

employers to take a gradual step to-
ward flexibility in their benefit
programs without committing
themselves to a full-blown program
with uncertain costs, he says. I
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Two firms approach flexibility differently
By STEVE SHERWOOD

The two companies differ re-
markably.

P.M. Haeger & Associates of Chi-
cago is an association management
firm with 43 employees. Kingsport
Press Inc. of Kingsport, Tenn., is
one of the largest printing installa-
tions in the world with 3,100 work-
ers.

Yet, both companies have turned
to flexible employee benefit pro-
grams to satisfy their unique needs.
And while they are just two com-
panies among the small segment of
the 15 to 20 employers whose bene-
fit plans have gone or will soon go
flexible, they provide a good look
at the various sizes and shapes such
programs can take.

P.M. Haeger decided on flexible

benefits "because everyone here is
responsible for the company's sue-
cess and we want them to share in

it," says Phyllis Haeger, the com-
pany's president.

Also, after a survey of employee
attitudes conducted by benefit con-
sultant Hewitt Associates of Lin-

colnshire, Ill., P.M. Haeger's man-
agement decided some changes
were in order, Ms. Haeger says.

"We discovered employees were
pleased with the firm's growth pat-
tern and working conditions but
did not understand or appreciate
the fact that we have an unusually
good benefit program for a firm
our size," she says. "Hewitt Associ-
ates helped us to see we weren't
getting the mileage we deserved
from our benefits."

So, a program of flexible com-
pensation was announced about a
month ago, Ms. Haeger says. "It is
our intention, over a period of
years, to work into a cafeteria ben-
efits package."

But P.M. Haeger is taking things
one step at a time, she says.

The first step was to reduce the
company's automatic profit-sharing
contribution from 15% to 10% of

base pay and return the 5% differ-
ence to employees in the form of
tax-free reimbursements for bene-

fits of their choice.

Under Internal Revenue Service

rules, employees can use the extra
money, tax-free, to pay such IRS-
approved expenses as legal ser-
vices, uninsured medical claims,

day-care costs and tuition for con-
tinuing education, Ms. Haeger says.

10th

Anniversary
June 8,1982

ASSOCIATED IMTERMATIOMAL IMSURANCE COMPANY

If the employee uses the money
for such expenses, the company can
take a tax deduction for the contri-

bution, just as if the money were
used to finance a more traditional

employee benefit like health care,
Ms. Haeger say.

If the money is not used by the
employee for such purposes, it re-
verts to the employee's profit-shar-
ing account.

"At the beginning of each fiscal
year, an employee is told how
many dollars will go into the flexi-
ble plan, based on profit-sharing
deposits accrued ·from the previous
year," she says, adding that even
the lowest-paid employee has a siz-
able amount of money available.
"The lowest is about $600. a year
and we have some who could get
$1,000."

The new program "is part of our
overall effort to address human de-

velopment needs. We will be doing
a number of other things," Ms.
Haeger says.

This first phase is being adminis-
tered manually, but as other bene-
fit changes are made, the company
may need to computerize, she says.
"Given our size and the time and

money we can allocate to working
on these things, it may take us sev-
eral years to get to that point."

The flexible reimbursement

program supplements a basic bene-
fit package that includes Blue
Cross/Blue Shield major medical
and dental insurance, long-term
disability coverage that picks up
after 90 days off the job and life in-
surance coverage ranging from
$10,000 to $50,000, depending on
annual salary.

The major medical plan requires
a $100 deductible and has a $1 mil-
lion lifetime maximum benefit,

while the dental plan has a $100
lifetime deductible and no limit.

"We do have a gap between
short-term disability provided for
in the medical plan and long-term
disability," says Ann Bryant, the
company's vp. "That's why the
flexible reimbursement plan will
be good."

Kingsport Press, a subsidiary of
Arents Corp., whose flexible bene-
fits program took effect Jan. 1,
adopted flexibility "because we
honestly felt employees could make
better choices on the types of bene-
fits they needed and so we could
quit trying to come up with an av-
erage plan that pleased every-
body," says Charles Doty, vp of in-
dustrial relations.

It also gave the company the
chance to introduce comprehensive
hospitalization and medical cover-
age it did not have, he says.

Employees begin with a core of
major medical, dental and vacation
benefits, Mr. Doty says. They get to
choose from four major medical
and three dental insurance options
that include varying degrees of
coverage to tailor a plan that fits
their needs. If they choose plans
with more costly coverage than the
core plan, they can pay for the
extra benefits by reducing another
core benefit or out of their pockets
through payroll deductions.

For example, a female employee
who is covered by her husband's
dental insurance may forego King-
sport Press' dental coverage to pur-
chase better medical coverage or
extra vacation days.

Core medical coverage pays 80%
of major medical expenses up to
$4,500 and 100% of all additional
expenses. A $200 deductible is re-
quired. Core dental coverage
covers all preventive procedures
and 60% of major work.

From there, employees can move
up or down the scale in coverages.
The best medical insurance covers

100% of all major medical expenses
after a $100 deductible, while the
best dental insurance covers 80% of

major work up to $1,350 a year.
Kingsport Press self-insures its

benefits and administers the plan
with an in-house computer system
designed to track employees' bene-
fit choices, Mr. Doty says. John
Hancock Mutual Life Insurance Co.

of Boston administers claims.

The company plans to build the
plan gradually, Mr. Doty says. "We
expect to add at least one more
benefit in November and would

like to add one more a year.
"We started out as simply as we

could just to get the concept in
place," he says. "This gives our em-
ployees time to learn how flexible
benefits work before they have to
make too many choices." .
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Insurers say they'll service
flexible plans if necessary

By STEVE SHERWOOD

DALLAS-Four major group
life anc health insurers say they
will underwrite and service flexi-

ble benef.Is plans, but only one is
cut looking for the business.

Wher tapped, the insurers expect
Employers to set up the costly rec-
crd-keeping systems needed to
track each employee's eligibility
:nd choice of benefits. In turn, they
will interface with a large client's
:dministrative and communica-

tions systems.
Only .n rare cases will an insurer

:ccept the full burden of adminis-
tering a flexible benefit plan, and
the costs if having the insurer as-
sume all the chores likely will be
comparable to the expense of doing
it in-house, the,insurers say.

Thre€ of the four group insurers
c ueried on flexible benefits-Met-

ropolitan Life Insurance Co., Aetna
Life & Casualty Insurance Co. and
John Hancock Mutual Life Insur-

Ence Co.-indicate that servicing
.. flexible benefit plans is part of
their dity: It is something they
must do to accommodate customers,

but do no: actively pursue as an in-
dependent product line.

The fourth insurer, Prudential
Insurance Co. of America, has set

up a separate division to design,
implement and administer flexible
benefit plans for employers. Unlike
the other three insurers, however,

Prudential does-not yet underwrite
a "pure" cafeteria-style plan, a
spokesman says.

Although the definition of flexi-

ble benefits is changing, the term
usually describes a program
through which employees are
given a package of basic benefits
with a choice of optional items.
Employees may purchase a better
health plan, dental coverage or -
more life insurance, for example,
using credits given by the em-
ployer, payroll deductions or even
take-home pay.

A flexible plan may have only
one optional benefit or provide
choices throughout the range of
benefits. A plan in which employ-
ees have a full complement of op-
tions from which to choose is often

known as a cafeteria plan.
True to the concept of flexibility,

the four insurers say there is no
definite rule for determining
whether a company is ready for a
flexible benefit plan. Prospective
clients vary in size from 200 to
75,000 employees and have admin-
istrative capabilities varying from
complex computers to paper and ·
pencils.

The insurers agree, in general,
that a viable flexible plan should: ,

• Cover at least 1,000 and pref-
erably 5,000 employees.

• Be backed by a strong com-
mitment by the employer with nec-
essary personnel and funding.

• Have an administrative sys-
tem, either computerized or
manual, capable of tracking the
ever-changing benefits choices of
employees.

The insurers say they have high
hopes for the future of flexible
benefits. "In 10 years, I think it will

be a rarity to find an employer who
doesn't have flexible benefits," one
says.

Another points out, however,
"Right now, employees are getting
the 'We'll let you keep your job if
you'll give us back some benefits
and salary' attitude from employ-
ers. It's not a highly competitive
market for employees."

The current state of the economy
may explain why three of the in-
surers openly embrace but do not
yet aggressively solicit flexible
benefits business.

"We are a willing and active par-
ticipant with any client that ex-
presses an interest in pursuing flex-
ibility," says Thomas Russo, man-
ager of new market development
for Metropolitan Life of New York.
Metropolitan underwrites flexible
benefit plans for American Can Co.
of Greenwich, Conn., and Johnson
Controls of Milwaukee (BI, Dec. 14,
1981; Dec.·28,1981).

"But if after investigating the
company we find that, in our
minds, flexibility is unsuitable, we
will not hesitate to say so," Mr.
Russo says. "It is not something we
tell our salesmen to go out and sell.
On the other hand, we offer it as a
service a company like ours should
provide."

"We're not out there signing peo-
ple up," says R.J. Becker, assistant
group actuary for Boston-based
John Hancock. "We're responding
to the demand rather then pushing
the idea."

John Hancock now underwrites

Continued on page 44

66Every measure must contain the unmeasurable."
Joe Long talks about Structured Settlements.™ As a musician and avid concertgoer, Joe

Long knows that the technical aspects
and the emotional aspects of a perfor-
mance are equally important. As one
of our expert negotiators, he knows
that this is also true in a Structured
Settlement.

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

"The real heart of the Structured Set-

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

THE
STRUCTURED
SETTLEMENTS
COMPANY™
5757 West Century Boulevard
Los Angeles, California 90045
East Coast Omce: 800-237-6361

West Coast Office: 800-421-2022

In California: 213-642-1999
In Florida: 813-823-2666

0/tes in: Ins Angeles • San Francisco
St. Petersburg • Toronto
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We understand the risks, because we understand the business.
Everything works better when an

insurance company knows your
business.

You get expert help with loss
control. Claims are processed more

efficiently. And, most important,
you get imaginative rating techniques
that effectively match your premiums
to exposures.

You'd expect an insurance

company to know the insurance
business.

We've taken the time to learn the

food processing business.
As one of the nation's largest

insurers, we can design programs for
all of your casualty, property, life
and health insurance needs.

If you'd like to see the benefits of
working with people who understand

your business, give our business a call.
Call our National Accounts office

at 715/346-6863.

Sentry Insurance
National Accounts Department
Sentry World Headquarters
1800 North Point Drive

Stevens Point, WI 54481
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FLEXIBLE PLANS

New laws, employer experience encourage them. . .
By Michael E. Treacy
and Lance D. Tane

OR YEARS, MANY benefit experts have beenpredicting that flexible benefit programs that allow
individual benefit tailoring are the "wave of the
future." Yet few companies have actually started such
programs. Concern over the legality, adverse selection,
poor choices, complex administration and starting costs
has kept flexible programs out of most companies.

The concerns are valid, but substantial experience
has been gained in the past few years, particularly in
administration. Many of the legal uncertainties have
disappeared. And dramatic changes have·takenplace
in the tax laws that apply to flexible benefits.

Employers now have enormous incentives to offer
employees, seeking tax relief, the option of a total
compensation package. Because of these developments,
a reassessment of these flexible benefit programs may
lead to the conclusion that the future is now.

Until 1980, it was not possible to offer employees a
choice between non-taxable benefits, like health
insurance or deferred compensation, and taxable
benefits, like cash, without running afoul of the

FA,

constructive receipt doctrine. Employees would have
taxable income regardless of their choice.

The Revenue Act of 1978 added several new sections
to the Internal Revenue Code that became effective
Jan. 1, 1980, and waive the doctrine of constructive
receipt for properly qualified flexible benefit
programs-Sections 125 and 401(k). In 1980, Section 125
was amended to permit employers to combine its
advantages with 401(k) in a single program.

In November 1981, the Treasury Department issued
proposed regulations under Section 401(k) favorable to
flexible benefits. Other favorable regulations are
expected under Section 125 by the end of 1982.
Hearings on the proposed Section 401(k) regulations
were held in April 1982, and final regulations are
expected within a few months.

The changes in these tax laws will revolutionize
employee benefits. At most companies today, the
employer-paid benefit program falls short of paying for
all an employee's benefit expenditures. The employee
ends up paying for many items with aftertax dollars.
Some items are:

• Employee contributions to benefit programs.
• Medical and dental insurance co-payments.

• Non-covered health expenses like hearing care,
eyeglasses, orthodontics and physical exams.

• Health expenditures in excess of plan limits, like a
private room or psychiatric treatment.

• Retirement savings.
• Child care.

• Personal legal expenses.
Under new tax laws, the employee can elect to have

these items paid for with "flexible compensation"
dollars that are not included in gross income. The
resulting tax savings can increase the employee's
disposable income, at little or no cost to the employer.

Let's assume that the employee expects to incur
after-tax benefit expenditures of $1,000 for dependent
orthodontic treatment. Under the new laws, the
employee could be given two attractive options.

The first is salary redirection. The employee·
redirects $1,000 of salary to an employer-sponsored
health expense reimbursement fund where it is used to
pay for the orthodontic treatment. The employee's
taxable income is decreased by $1,000. At a 25%
marginal tax rate, this would result in a $250 decrease
in his federal income tax.

Continued on page 42
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. . .Disadvantages often outweigh the benefits

By Robert Preston

THE RECENT FAVORABLE commentary onflexible or cafeteria benefits may be premature,
and I believe some cautionary comments are in order.
There are currently some 70 to 80 companies looking
into the concept and it may be a beginning of a
movement.

Some consultants have recently been advocating the
flexible approach to benefits. I think some serious
problems have to be explored before implementing this
approach.

We are facing huge cost overruns in benefits in the
public and private sector. The Social Security system is
undergoing great financial problems. In the private
sector, benefit costs have risen 763% in less than 30
years. One area of concern is health care costs. We're
currently spending nearly 10% cf our gross national
product on health care, compared with about 5% in
1950. Another problem area is retirement income. Over
half of all public and private workers in the United
States are not covered by a private pension or
retirement plan, based on a study of the presidential
pension commission appointed by President Carter.

Therefore, it's time we put first things first. With
pressing cost problems in benefits, I am somewhat
amazed at all this fuss over flexible benefits. I wonder

if we're losing our perspective. There are answers to
benefit cost problems. They lie basically in cost 
containment and additional sharing of costs with
employees, combined with a gradual scaling back of
benefit coverage, not in flexible or cafeteria plans.

Benefits and wages have always been tied to
America's economic progress. It is possible the long
period of fast-growing benefits may be coming to an
end. Total employment costs have reached the
breaking point for many, like the auto and steel
industries, and it will be necessary to have significant
improvements in productivity to continually increase
benefits and salaries. Unless it can be convincingly
demonstrated that flexible benefits can help control
employee benefit costs, it could prove to be a very
costly mistake by those companies implementing it.

It's going to be much more difficult in the future to
control benefit costs in the private sector. Added
pressures are rising as the government shifts
responsibility for certain benefits from the public to the
private sector. Social Security will become less

meaningful. In the not-too-distant future, Social
Security benefits may start at age 68 or later, early
retirement will be heavily penalized and benefits will
be partially or completely taxed.

Similarly, with Medicare, benefits are being cut
back. Deductibles increased in January 1982. Federal
coverage for such areas as occupational health, dialysis
and home health care are being seriously questioned.

The Age Discrimination in Employment Act (ADEA)
was basically a political ploy to transfer responsibility
for benefits to the aged from the government to the
private sector. I predict Congress will raise the cap on
ADEA from age 70 to an unlimited age this year.

The emphasis on Individual Retirement Accounts
and the suggestion of a minimum universal pension
system are trends that will continue as more and more
pressure is put on the private sector for retirement
planning. Tighter vesting and portability standards to
provide additional coverage to today's highly mobile
workforce may soon emanate from Washington and
will further increase corporate costs.

So, if a flexible benefits approach just adds pizzaz and
attention to a benefits program without assisting in

Continued on page 43
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New laws encourage flexible plans
Continued from page 41

Put another way, his disposable income
would increase by $250.

The second is benefit redirection. The

employee transfers $1,000 from another
benefit, for example, vacation time, to
cover the orthodontic expenditures. He
does not have to spend $1,000 of his
disposable income on the orthodontics, and
the money transferred from other benefit
areas is not included in his gross income.

A well-designed flexible benefit
program would make both available and
would allow combinations of the two.

Under the new tax laws, there is no longer
any legal reason an employee should have
to use aftertax dollars to pay for benefit
expenditures like those listed.

When employees are given a choice
bdiween two benefits, they can be
expected to select the one that has the
greatest likelihood of paying off.
Employees making smart choices is called
"adverse selection." At most companies,
adverse selection has not been a major
problem.

Most flexible programs have features
that keep the effects of adverse selection
to a minimum. The amount of

compensation that can be used for other
options is relatively small in most
programs (generally less than 5% of pay).

Benefits that respond to predictable
events, like orthodontics, vision care,

hearing care and legal expenses, are not
offered as separate insured options unless
they are heavily subsidized to attract
broad participation. Those coverages can
be offered by reimbursement accounts,
where the total benefit payable is limited
to the amount deposited by the employee.

Restrictions on employees switching or
upgrading coverages from year to year can
also help prevent adverse selection.

One reservation often raised about

benefits is the risk that employees will
make decisions they willlater regret.

Employers fear that employees, if given
the opportunity, would cash in their
disability, life and medical insurance
coverages for immediate "compensation,"

Michael E. Treacy and Lance D. Tane are
benefit consultants with The Wyatt Co. in
Washington.

like cash and time off. If the employee
then becomes totally disabled, he would
have no other income than his private
resources and Social Security. This
situation would be bad for the employee
and company and could result in a lawsuit.

Most companies with flexible benefit
programs have taken steps to reduce the
risk of poor choices. Employees are
required to participate in a safety net of
coverage by choosing some life and
medical insurance. Usually, it's not
possible for employees to make seriously
detrimental choices.

The introduction of flexible benefits is

usually preceded by extensive
communications campaigns to explain the
choices available as well as their

implications. At many companies,
employees can keep their pre-flexible
benefit program if they wish.

Processing election results, reporting
and record keeping, paying benefits and
accommodating changes are more
complicated under a flexible program.
However, in the past five years, great
strides have been made in flexible plan
administration. While it is complex, it does
not have to be unmanageable.

Flexible benefit administration

normally involves changes or new
developments in six areas:

• Enrollment administration.

• Election data base and reporting.
• Reimbursement account record

keeping.
• Defined contribution record keeping.
• Payroll administration.

• Claims processing and benefit
calculations.

Experience has shown that the first
three involve the greatest implementation
effort, mainly because new systems must
be created. The degree of change in the
other areas, where there are likely to be
existing systems, in-house or outside, is
usually slight. It should be noted, however,
that the employer implementing flexible
benefits may want to use the opportunity
to upgrade the quality of existing
administration, even if upgrading is not
required for flexible benefits.

One of the most difficult administration

problems has been the lack of available
internal data processing staff to work on

system development. However, seasoned
consultants are now available to assist

with all aspects of system development,
including program installation in the
employer's computer. Another alternative
is to have much of the administration

performed externally, in the same way
that employee benefit statements and
defined-contribution plan record keeping
are done for many companies.

In some cases, it may make sense to
divide responsibility for the
implementation of necessary
administrative systems between internal
and external resources. For example, the
internal data processing staff might
concentrate on the payroll system
modifications; the administrative staff

could concentrate on developing new
procedures and manuals; and outside
resources could be responsible for new
administrative systems, like enrollment,
election data base and reimbursement

account records.

A flexible benefit program potentially
involves costs in three areas: increased

benefit expenditures and start-up and
ongoing maintenance costs. These costs
can be substantial.

In some cases, the employer decides to
make improvements in the benefits at the
same time the flexible program is
introduced. The employer may choose to
spend more money in order to arrive at an
equitable allocation of benefits, like
spending equal amounts on single and
married employees.

Often, the program is actually designed
to permit a certain amount of adverse
selection. Or, the employer may have
decided to subsidize certain options or to
allow conversion of one type of benefit for
another.

Although none of these steps is
necessary, experience shows that many
may be desirable. As a practical matter, an
employer considering flexible benefits
should plan on benefit increases in the
neighborhood of 1% to 2% of payroll.

Ongoing administration costs are much
smaller, but not insignificant. The annual
election process will involve
communications costs and marshaling
internal resources to answer questions and

help employees enroll. Or outside
resources may be used to run enrollment
or reimbursement. Each one has its

ongoing administration tasks. As new
employees join the company and existing
employees change status, adjustments
must be made during the year.

Also, the computer/administration
system must be maintained. For the
medium-sized employer with 2,000 to 5,000
participants, an ongoing program could
require one or two full-time staff positions
and several thousand dollars in external

expenses annually.
The successful implementation of a

flexible benefit program is not a simple
task. Extensive work is required in the
areas of plan design, financing, law,
communications and administration. It

may take anywhere from nine to 18
months to accomplish implementation. For
a medium-sized employer the
implementation costs including internal
and external resources could range from
$100 to $300 per employee. While this may
seem expensive at first glance, the
potential tax savings to employees is far
greater and is an annually recurring
benefit. The implementation cost is
incurred only once.

For employers with only a few hundred
employees, the cost can be reduced by
simplifying the plan design and
performing many administrative tasks
manually. The addition of one full-time
person to the staff may make manual
administration viable for a small employer
and eliminate the need to develop a
computer system. Although the need for
effective communications cannot be

reduced, the logistics of explaining the
program and enrolling employees may be
much simpler for a small employer.

There have been many developments in
the flexible benefit arena in the past
several years. More companies have
programs in place. The total fund of
experience has grown significantly.
Substantial progress has been made in the
development of a workable approach to
administration. But most of all, the tax

laws have changed dram'atically, creating
unprecedented incentives for programs
that allow employees to elect a more
tax-effective delivery of their benefits. .

Rate employee performance effectively
By Kenneth P. Shapiro

HEN ASKED about good managersin an interview in a recent issue of

Directors & Boards magazine, Peter
Drucker replied, "Good for what? You
know, Albert Einstein would have been

about the worst junior high school
principal in a black ghetto."

Somehow, Mr. Drucker intuitively
appraised Einstein's potential
performance-something that we as
managers must do with our employees in a
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management
more systematic way. We can best
accomplish this with a performance
appraisal program-a tool not only to help
managers evaluate the performance of
employees, but also a valuable process that
can motivate employees to do better work.
Through performance appraisal the
employee can gain personal rewards
through increased performance and can
also assess those areas that need

improvement.

The requirements of an effective
performance appraisal system include:

• Qualified managers.
• Employees' belief in those

qualifications.
• Managers secure enough to develop a

replacement.

• Management understanding of the

counseling process.
• A system, including review sessions,

designed for understanding and
objectivity.

According to Dr. Martin Leschner,
director of organization and management
services for Hay Associates, the benefits of
performance appraisal include: /

• Higher employee performance.
• Greater employee development.
• Improved employee morale.
• Improved management skills.
• A fair reward system.

Performance appraisal is not without its
problems, however. There are four
consistent problems with rating
performance:

• The halo effect. Raters tend to rate

everything high because of a few strong

points.
• Personal bias. Raters often rate based

upon likes and dislikes rather than
performance.

• Central tendency. Raters rarely rate
characteristics at the extremes of the scale.

• Logical error. Raters simply don't
understand what is being rated, due to the
ambiguity of the questions.

Despite these problems, a performance
appraisal system serves the needs of
management as well as the rest of the
organization. People tend to work more
effectively when they know what's
expected; they can clearly measure their
accomplishments; understand that their
evaluations are based on measurable,

clearly defined performance levels; and
are convinced that the organization has set
reasonable goals and has developed
strategies to meet them. .



Disadvantages outweigh benefits
of many flexible programs

Continued from page 41 the right core program, the right flexible benefits have a "white elephant" impartial review, have not been made as a
controlling costs, it will be doomed to combination of benefits and so forth But on its hands9 Can it be unscrambled at matter of course and should be more

failure Indeed, flexible benefits may do will these approaches really prevent reasonable expense, or will that, too, be a highly emphasized in future studies The
just the reverse and add costs negative experiences? People generally maJor undertaking? flexible benefits decisions must be based

Flexible benefits may not prove choose what they want and need In the How about fiduciary exposurep This is a on hard analysis and not subjective and
cost-effective when considering long run, benefits costs follow utilization legal question that also embodies ethical vague generalities
developmental Costs Merely addressing a and experience, and the Jury is not yet in considerations There is a feeling in our "Little benefits" that will undoubtedly
cafeteria program takes a considerable on the adverse selection question Many nation today on the part of employees that proliferate due to flexible programs, like
amount of top- and middle-management intelligent administrators and consultants the paternalistic employer will somehow free employee transportation, discounts on
time The cash required for initial have taken a hard look at flexible benefits take care of them This may lead to poor products, child-care assistance,
feasibility/consulting studies can run as and turned them down solely because of decisions that result in a lack of necessary recreational programs and so forth, often
high as $50,000 concern with adverse selection protection What about medical suppliers require as much administration as larger

If a company does decide to implement, An example might be the fully paid that are not reimbursed, due to an programs. If they are not administered and
start-up costs can be sky-high Northern medical program covering a male worker individual's poor choice of health communicated well, these little programs
States Power is rumored to have of a company planning to adopt cafeteria coverage'> Or a widow made destitute by can do more harm than good in an overall
approached $1 million in implementation benefits and his working spouse The the low-insurance selection of her benefits package. Will a company have the

There will probably be a need for more husband says, "Honey, we're adopting husband? Will these parties sue for resources to administer all these additional
permanent staff to assist with both cafeteria benefits at work, so I think we'11 corporate malfeasance? "goodies" that can naturally evolve along
implementing and administering the drop out of my medical program, get The preceding leads to the question of with flexible benefits?

flexible program A company needs superb plugged into your health coverage and opt whether benefits are an earned right,
computer support in both the hardware for the coverage under our new dental protection against the economic Has the flexible benefits plan been
and software areas Flexible plans require program " What just happened? The uncertainties in life or entitlements This successful to date where it has been

regular access, either internally or company may have lost a favorable question must be answered before a implemented9 Has it fulfilled its initial
externally, to personnel who have an exercise of its medical program through flexible-benefits program is implemented objectives, whatever they may have been 9
understanding of underwriting and coordination of benefits and possible low Will personnel and benefits It is too early to tell We need another
actuarial problems utilization It also picked up a "double management suffer personal or three to five years of hard data to

In addition, communication whammy" for dental coverage that will professional liability for inadequate or determine whether or not the concept is
expenditures, both initial and ongoing, can probably be heavily used by the employee inferior counselingp One strong ease cost-effective

be extremely high Many levels of a and his family decided against flexible plans could If one of the companies that has, or is in
company's management team and other unravel the whole philosophy. If the process of implementing, a flexible
personnel must get involved in every What about the 54-year-old employee unfavorable judicial precedent is plan suspects the plan is a mistake (after
phase of flexible benefits Because of with several dependents vs the established, it could Jeopardize existing spending significant time and money on
employee turnover, questions from 24-year-old single9 It's probably costing prograrns implementation), would it publicly
employees and ever-changing regulations, the company considerably more in dollars Along the same vein, is an individual acknowledge it?
flexible program administration does not to cover middle-aged heads of families capable of handling his own compensation Will flexible benefits help assuage
necessarily get easier in subsequent years than young singles What does the and benefits planning'> Benefits tak@ a lot out-of-control benefits costs and a gradual

Most employees in this country do not company do when they start allocating of training and considerable technical shift of benefits costs from the public to
fully understand or appreciate their flexible credits? Do they adjust to the expertise. Specialists in the field have the private sector? Wouldn't it make more
benefit programs Benefit managers, in single, 24-year-old or to the 54-year-old, spent years acquiring their level of sense to spend all this time and energy on
general, have not been successful in marned employee with dependents? knowledge Can employees really pick this such basics as
communicating benefits programs If a What about "trading" some benefits for up overnight through a few crash • Cost containment in medical

poor Job has been done in communicating others9 One example is vacation time seminars and booklets? I think not-at coverage Look at all the dollars some of
the relatively straightforward programs in Many middle and top management least not well enough to avoid some of the the major corporations, such as New York
existence, how can benefit managers personnel do not get the opportunity, for sticky problems that have the unfortunate Telephone and Control Data, are saving
succeeed in communicating the involved, whatever reason, to take all their vacation probability of developing. with progressive methods of controlling
multifaceted dimensions of a flexible time The first thing many of them may do health costs

program over a prolonged period without when given a chance is trade vacation One of the primary reasons for the • More sophisticated methods in
continual, expensive outside assistance, time for different benefits that they will recently renewed and heightened interest administering group insurance coverage,

We're talking about a phenomenal use We can offer many more examples to in flexible benefits is its appeal as a subtle thereby reducing retention, freeing
investment in time, energy and money show that flexible benefits can lead to form of cost sharing. With the current reserves and improving cash flow
I've never seen concrete figures, but I higher expense and utilization levels than squeeze on profit and loss statements, top • Increasing investment performance
have heard much about approximate under current programs management is looking for any possible in pension plans A 1% real return increase
numbers. What is the chance for a realistic One of the reasons flexible plans have way to show better results They have in investment performance may reduce
paybackp Over what period of time: Is this come to the forefront is changing finally come to fully appreciate the long-range contributions in a
investment really the best use of demographics Their development has enormous amounts of money that benefit defined-benefit program by 20% to 30% It
company's resources'> been partially based on the changing work programs are absorbing can also significantly affect the account

Incorporation of flexible benefits must force working mothers, single parents, Some of the "dog-and-pony" shows put buildup and mileage obtained from a
be a business decision If you look at the couples living together who do not plan to on by consultants can be very persuasive, defined-contribution plan, especially
better-managed companies, the companies marry and others The characteristics of and if top management is convinced when employees get annual account
that have the best return on equity, assets the traditional nuclear family with a flexible programs are the way to reduce or balance statements
and sales, how many of them have working father, mother at home and three control costs, it may be viewed as a means • The new 401(k) plans This is a way to
implemented flexible benefits9 Have any children are no longer the principal to improving financial statement results. contribute significantly to the financial
of the leading consulting firms adopted components of the labor market Recent Is the flexible program the best way to well-being of top management and
them'> To succeed in the long run, flexible statistics indicate this share of the induce cost sharing, by shrinking employees It is also a rare opportunity to
benefits must proceed as a solid bus.ness workforce is around 30% everything to a basic core program and obtain valuable visibility with many
decision, similar to building a new plant, Yet will these trends continue, There then charging extra for all the options? employees as you improve their aftertax
pursuing an acquisition or expanding into are undercurrents in demographic This may be seen as a painless way to positions.

a new product hne predictions that there may be a return to Justify increased employee contributions There are other priorities to concern
Is adverse selection a problem? We've the more traditional type of family, and We believe there are other options that are ourselves with as benefits specialists

all heard that it can be circumvented by even the beginning of another baby boom less expensive and easier from an before we get involved in this
as many women who have postponed administrative standpoint sophisticated game of unlimited choices I
families decide to have children If based on discussions with a question whether this approach to benefits

Things often go in cycles, and the consultant, you conclude that cafeterla is a passing fad, or a possible breakthrough
Robert Preston ts a up at pendulum may begin to swing toward a will save or cap benefits costs, I strongly that will refine and sensitize the entire

Risk Planning Group more traditional family life If flexible recommend you have an independent employee benefits field
Inc in Darten, Conn benefits are dependent upon the great auditor or some other reputable financial If you're not sure of the answer, I

f hodgepodge of our working population for consultant review any hard-number suggest that you thoroughly do your
success, what if current tastes change, projections Such projections, based on homework to avoid making a potentially
Will companies that have implemented hard data, accompanied by a professional, embarrassing and costly mistake .
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An Analytical Approach to
Risk Manaflement"

The State-of-the-Art in Managing the Risk and Uncertainty of
Insurance and Safety Decisions, and the Protection of Corporate Assets

presented by Dr. Kenneth R. Oppenheimer
Seminar Dates

May:6 a6-Ritz Carltor
1510"heraion

May 24 Sa, ncisco The Fairmont

lune 14 New York 9. Regis-Sheraton
lune 16 Chicago The Ritz Carlror

june 21 San,Francisco The Fairmont

Agenda
1. ntroducrion to decision and, risk analysis
2. A risk management.decision (case study)
3. Assessing the probabilities of loss
4. Assessing the corporate attitude toward risk
5. Analyzing risk transfer alternatives (case study)
6. Analyzing risk control alternatives (case stdy)
7. Conc lusion

For more information, call Beth Levine

Business Insurance

220 East 42 Street, New York, NY !0017

(212) 210-0229

Some conferences

are so jam-packed
with 66a little of this"
and 66a little of

that"...you often
end up with a whole
lot of nothing.

But, there's always
an exception:

AMA'S

TH

Z
Z
C

NATIONAL CONFERENCES
RISK & INSURANC 7,5 8 5 V:SEMENT
EMPLOYEE BENEFITS MANAGEMENT

SEPTEMBER 20-22,1982

THE PALMER HOUSE, CH[IMdi

ACTIVrrY.

That's the secret of a good con-
ference. But if you find yourself
attending conferences year-in and
year-out, and getting the run ar,und
on the big issues, try AMA's 1982
National Conferences for a change
of pace.

PRODUCTIVE ACrIVITE

We put the emphasis on in-depth
coverage, to give you the total
picture of what's happening on the
insurance and benefits scene. And

we've backed up our conference
agendas with AMI\'s enormous
network of management informa-
tion. In 1982, you'11 find more big
issues, more behind-the-scenes
stories, and more state-of-the-art

management techniques - to
make these conferences the most

valuable in our 39-year history

PROFH-MAKING ACTIVITY.

You'll find yourself face to face with
the experts for the inside story on
the big issues affecting your bottom
line: Tax Bieaks with the 1981 Risk
Retention Act. The insurance in-

dustry's growing relationship to
Banking and Financial Institutions.
What you need to know about
Investment Credit Recapture Insur-
ance. How you can increase the

Insurers say they'll handle
flexible plan administration
Continued from page 36
one flexible benefit plan and is
working with several other em-
ployers that may start such plans in
the next 18 months, he says.

"We're being as responsive as
possible in writing plans," says
Daniel Holmes, director of flexible
benefit programs in the employee
benefit division of Aetna Life &

Casualty,·based in Hartford, Conn.,
which underwrites flexible pro-
grams for·TRW Inc. of Cleveland,
Pepsico Inc. in Purchase, N.Y., and
four others. "This adds complexity
and additional record keeping, but
it comes with the territory.

"Don't confuse our own com-

puter capacity with the additional
up-front work employers have to

Cash Returns of your company's
insurance program. And, on our
Employee Benefits Management
agenda, you'll nd everything from
IRAs and lob Sharing...to the
effects of Changfng Demomaphics
... to Cost Containment Strategjes
and Communication Techniques
for better business performance.

So if you're looking for exceptional
coverage of the big issues, start
running around with the industry's
leaders at AMA's 1982 National
Conferences.

''

Return to: Americali Management Associtions
135 W. 50th Street. N.Y.C 10020

Att<n: The Registrar.

X:ime

Me

YES! rm ready to run with the industry's
leaders. Send me all the details on AMA A 1982
National Conferences:

E] RISK & INSURANCE

MANAGEMENT #340107-39

[3 EMPLOYEE BENEFITS

MANM;EMENT #34107-39

iNote Attenditnce at either conference tdious y(}14
to seleci sessio,/sf),i,11 botb cot,/Dmi·es:

0,mijam

Street
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do," Mr. Holmes says.-"Insurers
have to be able to handle informa-

tion once an employer has assimi-
lated the choices. We have to know

which employee picked certain life
or medical benefits and when he is

eligible to change them."
To gather this information, a

company often needs a sophisti-
cated computer system, says John
Hancock's Mr. Becker. "The key is
to make sure the employer and in-
surer are able to bridge the gap be-
tween the systems."

If a large client lacks the ability
to design and administer a pro-
gram, Metropolitan Life could take
on both responsibilities, Mr. Russo
says. But the employer would have
to pay for administration one way
or the other, whether it's done in-
house, by the insurer or by a third
party.

Prudential's Flexible Compensa-
tion Services Inc. can take an em-

ployer all the way through the pro-
cess, says David Balak, the com-
pany's vp. "How much
administration we have to do de-

pends on the sophistication of the
client. Most are large enough to
have some computer sophistication.
Even if they don't, we will inter-
face with their payroll system and
their insurer and do the whole

shot."

FCS has set up programs for two
firms, including Hospital Corp. of
America, based in Nashville, Tenn.
The HCA plan, which may even-
tually cover 75,000 employees, is
being implemented in stages.

"Neither of·them is a full-fledged
cafeteria 'plan," Mr. Balak says.
"We don't believe a company
should go to a true cafeteria plan
the first year." FCS itself has been
in operation a little more than a
year.

Up-front costs for starting a flex-
ible plan may vary anywhere from
$200,000 to many millions, the in-
surers agree.

Mr. Becker refers to one Midwest

company with an annual payroll of
$1 billion that determined it would
have to spend $20 million to start a
flexible program. The plan is still
on the back burner.

"I have to say yes, the plans cost
more," says Mr. Holmes.

On top of the high start-up costs,
an employer could be saddled with
the additional expense of adverse
selection of benefits, where em-

ployees choose the benefits they
know they will use most often. This
can result in poor experience and
higher costs, unless the employer
and the insurer take steps to pre-
vent it, the insurers say.

"There are many deep pitfalls in
underwriting and employee per-
ception of flexible plans," Mr.
Russo says. "If an employer goes
into it and doesn't provide the
proper backup and communica-
tions, the program can go down the
tubes."

Indeed, although the insurers say
it generally takes at least 1,000 em-
ployees to make a flexible benefit
plan practical, it is the employer's
commitment and administrative

abilities that are the deciding fac-
tors.

"We're considering a case now
with 200 lives, but because of the
way it's done, it is feasible," Mr.
Russo says. "The employer has
broad communication with em-

ployees and the plan is
well-designed and funded. It is
small enough and local enough that
administration can be done man-

ually, believe it or not."
There is very little wrong with a

properly constructed flexible bene-
fit plan, he says. "But it does take a
bit of talent and commitment. And

immediate gains are not easily pro-
jected."

1
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General American offers small group benefit plan
General American Life Insur-

ance Co. now offers a group life
and health insurance plan for small
businesses with two to nine em-

ployees.
The new plan, Summit 2/9,

offers *large company" coverage to
smaller firms. The program in-
cludes five major medical plans
that range from a full coverage in-
hospital plan to a low-premium
plan with deductibles from $200 to
$500.

The plan requires no employee
deductible for outpatient surgery or
accident treatment. A maximum $1
million lifetime major medical ben-
efit is included.

Up to $100,000 in life insurance,
plus accidental death and dismem-
berment insurance, is automati-
cally included in each health plan
option.

An optional prescription drug
plan is also available. The plan
covers eligible out-of-hospital pre-
scription costs with only a $1 per-
prescription deductible.

Comprehensive dental coverage
for five to nine employees is yet
another option.

For additional information on
the Summit 2/9 life and health in-
surance plan contact Ralph Bar-
santi, Special Plans Vp, General
American Life Insurance Co., 700
Market St., St. Louis, Mo. 63101;
314-231-1700.

Data systems
Occupational Health Services

Inc. has introduced two electronic

systems designed to aid occupa-
tional health professionals.

Hazardline and Environmental
Health News are two systems that
are connected to the Occupational
Health Services Inc. computerized
data bank to provide immediate in-
formation.

Hazardline has information on
more than 500 hazardous work-

place substances.
All OSHA standards, NIOSH cri-

teria documents, and other perti-
nent regulations and court deci-
sions are available through the
Hazardline system.

Environmental Health News

supplies details on breaking news
stories in the environmental and

occupational health fields. The sys- 1
tem can be used to scan headlines,
with the ability to retrieve individ-
ual stories.

Hazardline and Environmental
Health News are available to cli-

ents with a telephone, a modem (a
telephone computer hookup) and ·
any standard printing. terminal.
The systems use simple English
commands.

For Hazardline the connection

fee, including 10 user "sign-on"
codes, a training manual and
pocket guide of accessing informa-
tion is $500. The connection fee for
Environmental Health News is
$300 and also includes 10 user
"sign-on" codes and other materi-
als. The fee for both services is
$700.

A $100 per-hour access charge is
not included. The access charge is
prorated for fewer than 60 minutes
of use.

For more information on the
Hazardline and Environmental

Health News computerized infor-
mation services contact Kay L
Sloves, Occupational Health Ser-
vices Inc., 515 Madison Ave., New
York, N.Y. 10022; 212-752-4530, ext.
331.

Workers comp
The Pennsylvania Manufactur-

ers' Assn. Insurance Co. is offering
workers compensation insurance to
Pennsylvania companies that in-
cludes an automatic 20% reduction
in rates.

Unlike dividend plans, the PMA

products & services
plan provides the 20% reduction at
the start of the policy. No minimum
premium level is required to qual-
ify for policy. The reduction is not
contingent on an employer's loss
record.

Along with the rate reduction,
PMA offers workers compensation
program monitoring, several pre-
mium payment options, claims ad-
ministration, rehabilitation ser-
vices and cost-effective safety pro-
grams.

For more information contact

Iles W. Wauhop, Vp of Marketing:
Pennsylvania Manufacturers
Assn. Insurance Co., 925, Chestnut
St., Philadelphia, Pa. 19107; 215-
629-5170.

Smoke masks

The Drager Smoke Mask protects
wearers from toxic smoke, fumes
and carbon monoxide in a fire.

The mask, made by The Drager
Corp. of West Germany, consists of
a filter and face mask built into a
flame-retardant hood with a clear
visor. The hood shields the face and
hair from flames and the visor
helps the wearer maintain clear vi-
sion. The filter, containing Hopco-
lite, a material used in self-rescue
units for coal miners, protects the
nose and lungs from harmful gases.

The smoke mask provides at
least 15 minutes of protection in
thick smoke and fumes and longer

periods in less-serious situations.
It has been tested by the National

Institute for Occupational Safety
and Health, the Southwest Re-
search Institute and the Founda-
tion for Fire Safety.

For additional information about

the Drager Smoke.Mask contact R.
Orange Corporation, Suite 302, 1675
Palm Beach Lakes Boulevard.,
West Palm Beach, Florida. 33401;
305-686-8333. .

Make buying easy,

turn to the

INSURANCE SERVICES GUIDE.

on page 70

business
insurance

MONY

believes you
shouldrit have to

buybythe yard.
whenallyou
need is a foot.

At MOMY we think group insurance
should be designed in the best interests of
the employer. Mot the insurance company.

So we make it easy for you to offer your
clients just what they want. And only what
they want. Which means they can dave a lot
of money on health care.

We start with flexibility of benefits. With.
MOMY. employers can select any or all ofour
benefit programs. Including life insurance,
medical coverage, disability protection, and
vision and dental care.

And we offer flexibility in funding, too.
Your clients can choose our full-service Con-
ventional or Minimum Premium plan-or our
low-cost Administrative Services Only (ASO)
plan. And each plan can carry aggregate
and/or individual stop-loss. Employers sim-
ply select what they need to maximize their
cash ftow.

Whichever funding plan they choose, and
whatever benefits they opt for, your clients
will have the satisfaction of knowing that
their insurance program is tailor-made to
their own specifications.

And that puts you in a pretty satisfying
position, too.

So why not mail the coupon for more

information on MOMY's group insurance
programs. Or give us a call.

Because at MOMI fitting people with the
right insurance is so important, we'll go to
any length to do it.
r--------------7

 Please send me more information on MOMYS 
Group insurance Programs.

| Mr. Cary Mahood. Asst. Vice President |
[ MOMY
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 MewYork MewYork 10019

(212) 708-2614
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THE MUTUAL LIFE INSURANCE
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Public brokers selling themselves to public
Continued from prevtous Fage
seem to have greater accessibility

some institutions can buy
From a seller's stand-

than others to individual brokers, point, it's a matter of debate
and their opinions vary on specific whether institutional in-
brokers and the brokerage Industry vestors are preferable to in-Going public means few secretsin general dividuals On one hand, an

One analyst maintains that all investor relations expertWhen the publicly held brokers began welcoming investors for the firstthe public brokers do a good Job time, most of them, like their privately held counterparts of today, were notes, if large blocks ofwith investor relations, but most of
stock are held by a rela-accustomed to keeping information protected within their office wallsthese professional industry observ- tively few number of lnStl-When they opened the doors to let investment dollars in, they were stillers say the majority of brikerages tutions, the stock's pricewary of letting information out

have a long way to go to achieve can be greatly affected byAlthough many privately held agents and brokers think they have nothe accessibility of top management need of investor relations, the lessons learned by the public alphabet houses one or two holders sellingin other industries
are worth passing on their shares

Insurance brokers "aren t sophis- On the other hand, inst-The corporate communications skills required in investor relations areticated in investor relations because useful even for private companies tutions may be the kind ofthe) haven't been publicly held shareholder a broker wantsAnd even the most private firms can become public Some agencies spendver> long," contends Theodore H -one that's "in it for theyears in anticipation of selling stock for the first time to the outside worldPincus, chairman of The Financial Others sell out to publicly held brokers and the agency's management long haul "
Relations Board Inc, a Chicago- Institutions that have themust then play a key role m local investor relations as representatives of thebased investor relations firm

parent right to invest a steady flow Patrick Ryan's one-man investor"Most still feel you press a button of someone else's money relations effon has been widelyand people will love you," and you
usually keep the stock theY respected by analysts.press another button anc people buy, notes Stanley Mar-understand the stock, he ccntinues
tinez, senior vp of finance While others don't draw the lineIn reality, most securities brokers won't get investors " tions activity for Frank B Hall & Co Inc That's so directly between investor rela-don't know the industry, h€ adds Many of the publicly held bro- Directing investor relations ac- attractive to the Briareliff Manor, tions and discouraging takeovers,

Selling the industry 10 Wall kers, however, feel they do a fine tivity may mean concentrating N Y ,-based broker, he says some note the brokerage industry isStreet is all part of becommg pub- Job of telling their story The bro- more on one type of investor In- A good investor relations pro- buzzing with rumors of takeovers
licly held When the broker enters kers say the industry is becoming surance brokerage stock is held by gram is a way to attract those pre- "For everyone below Marsh &
the realm of the investment com- more sophisticated at investor rela- both individuals and institutional ferred shareholders, he notes MeLennan and Alexander & Alex-munity, it suddenly faces a new set tions They say they're learning, buyers, including banks, pension Hall, according to a few analysts, ander, there's the element of take-of assets and liabilities among other things, the potential to funds and trust companies appears to have beefed up its inves- over speculation," notes Mr Rosen-Along with an influx of new increase the value of their stock by Getting the word out to institu- tor-relations efforts in the wake of crants, the analyst at William Blair
sources of capital come obligations keeping the investment commu- tional buyers is particularly impor- an alleged takeover attempt by Brokers are also better off withto release information to share- nity informed tant, says Frank Wieczynski, senior Ryder System Inc of Miami healthy stock prices because theyholders and opportunitieb to in- That story -  vp in the Balti- Mr Martinez attributes the in- frequently are on the other side ofcrease that 1nflux by developing may include a  more office of crease in investor relations among a takeoverinvestor relations techniques wealth of his- Alexander & brokers in general to attitude They trade their stock to theThe link that exists between a tory, but much Alexander, changes as administrations change principals of private agents or bro-healthy dose of investor relations of the past was which lS consid- from those that ran the companies kers they wish to acquireand a stock's selling price 1. a mat- outside of the ered by some as privately held brokers Aside from all the financial ad-ter of debate But most experts world of share- analysts to have vantages to a strong investor rela-agree that a constant flow cf infor- holders and dis- the best inves- The former managements held tions program, brokers have anmation to the investing community closure require- tor relations "a lot of close-to-the-vest secrets ethical responsibility to communi--investor relations-leads to bet- ments Since : 1 program because they didn't want competi- cate well with investors and theirter understanding of the company's most insurance A brokerage tors to know what they were representatives, says the chairmanstock brokerages  Al _, I can lose its in- doing," he says "Today's new ad- of one public, although thinly held,M.sunderstanding and miscon- have been pub- stitutional minlstrations recognize there are brokerage
ceptions about a broker's stock can hcly held for Ill-h.* ... shareholders by fewer parochial secrets " Patrick Ryan, chairman of Ryanbe a liability to the compary, ana- less than 20 not releasing Brokers are also getting to know Insurance Group in Chicago, ownslysts say Stability is more attrac- years, they're enough infor- the analysts better and discovering more than 53% of the company'stive -han volatility relatively new mation to make what to expect from them, Mr stock, so it has no major financialThe more information the ana- to the investor the decision Martinez adds reason to emphasize investor rela-lysts have, the less chance they'll game -- makers com- Helping to prevent unfriendly tions beyond legal requirementsbe surprised at a change in a bro- The impor- fortable with takeover attempts is noted by one Yet his one-man investor relationsker's financial picture As one ana- tance of sending the company, specialist as a function of a good in- effort is respected by analysts thatlyst quipped, analysts don't like to information to Mr. Wleczynski says keeping Mr Wleczynski vestor relations program Low-pro- follow the firm
look stupid They want to avoid ap- investors seems institutional investors informed sa ys, adding file companies are easy targets for "It's management's responsibility
pearing surprised when a company to be coming Is particulary Important. that about 50% takeovers, said Mr Pincus of The to keep people who've Investedmakes an announcement they into focus for of A&A's stock Financial Relations Board their money (in the brokerage)shou-d have anticipated one publicly held broker Chicago- is institutionally held "All a potential raider has to do iS well-informed," Mr Ryan says"The better understanding we based Rollins Burdick Hunter Co is If institutional interest wanes for look at the so-called low-profile Management must be conscious
have of what (the broker's) sprucing up its investor relations A&A, employee morale can dip companies trying to keep out of that information is released on a
numbers mean, the more we will program following a market survey along with the price of the stock, sight in the fine print on the pages timely basis and is as accurate as
be interested in following that (bro- of analysts' impressions of the bro- since about 35% of the individually of Standard & Poor's-and see possible
ker)," notes Fred Sandburg vp for ker's accessiblility held stock is owned by employees, those companies that are selling at Along with being accessible toinstitutional research for Legg "We're making a concentrated he explains 50% below book value," he says analysts, Mr Ryan recognizes theMason Wood Walker Inc 11 Chi- effort to meet with analysts m Los Heavy employee ownership of "There is no place to hide today annual meeting as a investor rela-
cago "Therefore, it behooves them Angeles, Chicago, and Seattle" and stock is common among the insur- There lS nO legal mechanism that tions tool
to provide basic Information " plan to hold an analysts' meeting in ance brokers, as is institutional can really protect a company half "We treat the annual meeting as

Feeding data to the analysts New York, notes Michael J Star- holdings-at least for the larger as effectively as merely being ex- an important time to communi-
means supplying that data to inves- shak, the brokerage's vp of finance brokers Marsh & MeLennan also pensive or being at least fairly cate," he says "We don't do antors "If you want to keep investors The broker also changed its an- estimates that about 50% of their priced, which invariably ruins a eight-minute Job, that's unfair to
informed, you have to keeD ana- nual and quarterly reports in re- outstanding stock is held in institu- raider's appetite," Mr Pincus adds shareholders "
lysts informed," explains analyst sponse to recommendations by the tional vaults
Leonard M Wilson, vp at L F investor relations firm that con-
Rothschild Unterberg Towbin in ducted the survey he adds makers for lnStl-

Decision

New York "If you want people to RBH's first-quarter report made tutional funds
invest you have to let them know specific mention of the broker's in- usually prefer
what's going on-otherwise you creased awareness of the need to la rge rcom-

"maximize shareholder and inves- pa nies, or at Brokers receive little venture capital
tor knowledge " least those with

CHICAGO-Don't look to venture capital no exception That throws another stop signThe report notes "we have ex- a large chunk of
firms for funds to start an insurance agency up before the venture capitalistspanded the quarterly report format outstanding
or brokerage "Many venture capitalists are more in-to incorporate additional 1nforma- stock, over com-

That well appears to be dry terested in industries with tangible products,"tion and financial data together panies with a
The insurance brokerage busmess is full of Mr Cressay says "Venture capitalists don'twith a new section featuring a cur- relatively small

characteristics venture capitalists shy away understand insurance Its intangible naturerent company event or activity " issue of stock

RBH management wants to The general from, says Bryan C Cressay, general partner takes us too long to figure it out "
in Golder, Thoma & Co, a Chicago-based However, the nature of the product is not aachieve specific goals through the rule is that lt'S
venture capital firm hard and fast criterion, he adds. Other serviceIncreased Information flow, Mr easier to find a

The very nature of the brokerage business, companies, like health suppliers, have at-Starshak notes "Through better buyer for a stock
with its orientation on service rather than tracted venture capital fundscommunication with shareholders with a lot of out-
goods, discourages venture capital interest, he Unlike the health care industry, start-upwe want to broaden ownership, in- standing shares

crease capitalization and increase that are actively says costs in the insurance brokerage business are
awareness of the business-planning traded Venture cal)italists are generally "reluctant relatively low And when initial capital re-
process " Federal regu- to invest in an industry where people and quirements don't form a barrier, entrants

While helping to broaden the in- lations also dic- personalities are key," he says flock to industries

In those situations, a key person leaving the Venture capitalists, however, prefer indus-vestment community's knowledge tate a minimum
of RBH, the broker wants to gain number of company can be financially disastrous for the tries with higher barriers to entry, Mr Cres-

firm, he explains say says The firms "like to invest in lucrativesome insight as well, discovering shares outstand-
People-intensive industries generally pro- businesses that require a patent or skill that'sRBH is trying harder to meet the who owns its shares and who the ing and a mini-

duce intangible products, and the brokers are difficult to develop "investment community, says M,- P0tential buyers are, Mr Starshak mum acceptable
chael Starshak. says, to better direct investor rela- level for stocks
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Investor relations: More than annual reports
CHICAGO-Insurance brokers

have a lot to say, but most don't
know how to get the word out to
the investment world, according to
investor relations specialists.

"Most publicly held brokers issue
an annual report, a few press re-
leases and have someone intelligent
to answer analysts' questions," says
Theodore H. Pincus, chairman and
managing partner of The Financial
Relations Board.Inc. in Chicago.

That's not a good investor rela-
tions program, he says.

Investor relations is more than

annual reports, shareholders' meet-
ings and press releases, according
to the experts. Rather, it's a contin-
uing dialogue with investors and
potential investors, frequently
through the analysts who follow
the industry.

Industry watchers need consis-
tent communication, Mr. Pincus
stresses. To meet those needs, in-
surance brokers must identify who
their audience is in the investment
community, what information
those observers need and, finally,
how to best present that data.

Mr. Pincus suggests several
tried-and-true strategies for a
healthy investor relations program:

• Overhaul communications
policies. Throw out the rigid, ar-
chaic thinking that has inhibited
communications for decades and
remember that information re-
duces risk. Investors discount un-

certainty.
"To management, 'optimism' is

meaningless unless it shares with
investors its true basis for that opti-
mism, its aspirations, its goals and
its plan for attainment," he notes.

Sharing that optimism with in-
vestors must start at the top of the
company, Mr. Pincus says.

"Most chief executive officers (of
brokerages) have let stockholders
down," he says. Rather than han-
dling investor relations themselves,
"they've delegated the duty down
the line by shifting the responsibil-
ity." And, the brokers "have very
rarely gotten the story out."

e Research the audience. "Most
brokers don't even know who owns

the company," he notes. While they
do extensive market research for

.their products and services, they
just don't know who the players are
when it comes to their stock.

Research, however, must go be-
yond who actually owns the shares,
Mr. Pincus says. "Most sharehold-
ers don't make their own deci-

sions," he points out. This is where
the analysts come into the picture.
Get to know them.

• Target the individuals who
can influence the brokerage's
stock. Find out what they think of
the brokerage.

"They may have some miscon-
ceptions," Mr. Pincus notes. Find
out why the analysts like or don't
like the company, he says.

Targeting the key players in the
financial community that impact a
broker's. stock should be a system-
atic search, Mr. Pincus adds, "not a
shot in the dark."

While there are some analysts
who regularly cover the brokers
(see story, page 46D) others follow
the ·insurance industry in general,
including the brokers.

Other securities firms divide up
analysts by company, rather than
by industry. For example, one ana-
lyst from the firm would follow
Marsh & MeLennan Cos. Inc.,
while another would watch Alex-
ander & Alexander Services Inc.

A brokerage must get to know all
the analysts who have their eyes on
the brokerage's stock.

• Meet with the analysts for in-
formation-gathering sessions. "The
only way to reach everyone is to
hand pick the analysts for small
group meetings," Mr. Pincus says.

Gatherings of 10 to 15 analysts
can be intimate enough to answer
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most questions and get a rough idea
of who these key players are.

"Don't speak to large groups,"
Mr. Pincus advises. Individuals

within a large group usually don't
get enough personal attention, he
says.

The group sessions should be
scheduled fairly regularly, Mr.
Pincus adds. "See that the story
gets across through good quarters
and bad," he stresses. "Don't appear
.ike you're hiding something" by
dropping analysts' meetings when
the brokerage's financial picture is
less than rosy.

• Don't forget the year-end
meeting. "The annual meeting can

and should be used as a tool to
reach the analysts," Mr. Pincus
says "The stockholders are incon-
sequential (to the meeting)," he be-
lieves. "Make it something local
(securities) brokers want to at-
tend."

Let the analysts know what
management plans for the coming
year, rather than just rehashing the
last 12 months, Mr. Pincus says.
"Too many companies turn ana-
lysts off" by not saying anything of
note at the annual meetings, he
adds.

• Make the annual and quar-
terly reports documents that ana-
lysts want to read. "The day of the
bare-bones, 'tell-'em-nothing' an-
nual report is over." Mr. Pincus
says.

"The only reports being read and
saved today are those that come to

the point: Here's who we are and
here's where we're headed, why
and with what resources.

"Think through what makes (the
brokerage) attractive," he advises.
Show how the company compares
with competition.

• Get your story out on paper.
"Insurance brokers have some of

the worst-written materials," Mr.
Pincus contends. The brokers
should issue reports that speak
stockbrokers' language. Don't
make them wade through a lot of
unnecessary verbiage.

• Finally, don't rely on press re-
leases. The one true way to ade-
quately convey the broker's story is
through timely and consistent per-
sonal availability of the chief exec-
utive officer to exclusive briefings
with financial analysts, he recom-
mends. • Mr. Pincus
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Many =factors can affect a broker's stock

Ms. Cornish

CHICAGO-Would you put your
money in an insurance brokerage's
stock? Why?

Before investing in any stock,
most investors read the research
offered by analysts employed by
the major securities brokers. In
most:cases. it's the opinion of the
analyst that ultimately swings a
buyer's decisions.

How do the experts decide
whether to advise clients to buy a
broker's stock?

Securities analysts use a whole
collection of tools to judge the
strength of broker's stock, some-
times reaching far beyond the
walls of the executive headquarters -
to analyze the economic environ-
ment of a brokerage and sometimes
burying themselves inside the bro-
kers' books.

Among other questions, they ask:

A/BT

• What pressures weaken public
agents and brokers?

• Does management have a
strong grasp on the company or are
there power struggles raging? In-
fighting at the top can damage a
company's performance.

• How successful have the bi c -

ker's acquisitions been? A series cf
purchases that don't work out and
must be sold later can be a negative
sign.

• Does management have plans
to diversify? What-are those plans:

• How well does management
control expenses? When outside
forces depress the company's reve-
nues, management must contrcl

LINKED
TOTHE
UNUSUAL

/4
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how much is going out.
• Does the broker have a

healthy client mix? Too much con-
Dentration in one industry can be
dangerous.

• Who owns the brokerage's
stock? If the brokerage stock is
neavily held by institutions, ana-
ysts want to know why (see story,

oage 46Ah
Each question or analytical tool

suggests a strength or weakness in
a brokerage that, taken with other
data gathered from industry
sources, helps analysts draw- a ccn-
clusion about the stock.

The nation's current econonzic
problems have a bearing on almost
all industries. But what do they
mean for the insurance brokers?

In her year-end report on the
brokers, security analyst Alice L.
Cornish of Lehman Brothers Kuhn

the

Crowther
People
Specialists in Excess and Surplus Lines Insurance

Loeb Research discussed the effect
of the recession on the growth of
brokerage commissions and fees.

"Commercial premiums are
based on a number of bases such as
payroll, sales and inventories," she
noted. "In a recession, generally, all
the bases are down in many indus-
tries, This would also limit growth
in commissions paid on such poli-
cies.

"In industries particularly hurt
by the recession, there would be an
even greater incentive-for the cor-
poration to keep the cost of insur-
ance down."

Recession-wounded commissions
generally suggest,a mark on the
negative side of the board for bro-
kers' stock in general, rather than
the stock of a particular broker.-
one step in any particular analysis.

Other analysts' tools can further
refine the process. Certain issues ,
may affect some brokers more than
others.

Most analysts agree, for example,
that the two largest brokers, Marsh
& McLennan and Alexander &
Alexander, are unlikely takeover
candidates, while the other pub-
licly held brokers aren't as safe.
Vulnerability to takeover is an-
other major consideration for ana-
lysts because investors react to
rumors of acquisitions and·mergers,
which affect stock prices.

"In spite of a great deal of activ-
ity in the (brokerage) stocks last
year related to such possibilities.
nothing happened and many inves-
tors were disappointed," Ms. Cor-
nish notes.

Investors must take care in bas-
ing investments on rumors, ana-
lysts advise.

"If a rumored acquisition does
not take place, the underlying fun-
damentals that would be needed to
support an above-average price-to-
earnings ratio will not be present
during most of 1982," Ms. Cornish
warns.

"Therefore, any purchases of
these stocks in hope of a buyout
must be viewed as speculative," she
says.

Several analysts note that ex-
pense control appears to be a high-
priority item for the.brokers this
year. Success in containing.costs -
may show up on the bottom line.

Just what is that bottom line?
Analysts look at the raw numbers
including price-to-earnings ratios,
dividends and return on equity.

There are two sides to the debate '
over whether it's healthier to have -
more institutional or more individ-
ual holders, notes Herbert E. Good-
friend, a vp at Bache Halsey Stuart
Shields Inc.

On the one hand, if few institu-
tions hold a broker's stock, it can do
a better job at reaching the decision
makers than a broker whose stock
is held by many institutions, he
says.

On the other hand, stock prices
may drastically dip if one of the
few institutions holding a broker's
stock decides to sell. .

Travelers-acquires
computer company

Engineered Business Systems
Inc. has been acquired by The
Travelers Corp. as a wholly owned
subsidiary to market computer
products and services to indepen-
dent insurance agents.

The Travelers, citing the rapid
growth of insurance agency auto-
mation, says EBS will help assure
the future growth of automated
services in independent insurance
agencies.

The company says it made the
acquisition because it has been
searching for a "good ongoing con-
cern" in which it could invest and
expand. .
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Who should sit on a brokerage's board?
Do investors care who sits on

your· company's board of directors?
Investment expel·-.s disagree on

whether stockholders take special
note of who is on a company's
board. Some say investors don't
think twice al,out it. while others
note that board makeup call help
establish a company's image,

Investors in some industries care
more about a company's directors
than investors in other sectors, says
Stanley Martinez senior vp of fi-
nance foi Frank B. Hall & Co. Inc,
in Briarcliff Mancr, N.Y,

Shareholders in the large oil
companies, toi· example, worry
when the c o inpanies have too
many insiders on the boards, he
notes. It's not of paramount impor-
tance in the insurance brokerage
industry, he says.

Yet many investors and invest-
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ment analysts are paying more at-
tention to several aspects of board
makeup, especially the number of
directors drawn from elsewhere in
the ksiness community.

In general, most brokerage
boards are composed of a majority
of insiders (see box), but at least one
brokerage is tryjng to become an
excepsion.

Charles R. Hall, chairman and
chief executive officer of Rollins
Burdick Hunter Co., "would like to
have a balanced board-half in-
house and half outside," notes Mi-
chae: Starshak, the company's vp
of fir.ance.

That makeup could have a posi-

tive effect on investor re_ations, he
adds.

Another broker, Alexander &
Alexander Services Inc., had to in-
crease the number of outside: s on
its board when the company de-
cided to be listed on the New York
Stock Exchange. The exchange re-
quires listed companies to have at
least three directors from outside
the company.

That requirement could be a sig-
nal that stockholders want outside
participation on the board, one fi-
nancial vp of a brokerage notes.

Brokers that do look ou-side
their own ranks for directors ise a
variety of criteria in making their
choices.

Some brokers choose biard
members in hopes of establishing a
relationship that will derive new
business, says Herbert E. Good-
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8, 11..

Brokers

Board compositions

Alexander & Alexander

Corroon & Black Corp.
Frank B. Hall& Co. Irc.

Fred S. James & Co. Inc.

Marsh & McLennan Cos. Inc.
Poe & Associates Inc.

Rollins Burdick Hunter Co.*

Ryan Insurance Group inc.
Sc,uree: 1980 armual yepoets

No. of insiders No. of outsiders

-During 1981 Charlos R Hall heran,ic, chairin:m of the board and RBH , hanged ils board
romixisiton :n 7 ins:ders & 7 06#:ders

friend, a vp at Bache Halsey Stuart
Shields Inc. who follows brokerage
stock.

D
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They also may look for directors
who understand finance, represent
the overseas market or minorities
or provide window dressings to re-
fleet legal niceties, Mr. Goodfriend
says.

The number of women and min-
orities a brokerage has on its board
is becoming more of an issue than
the number of outsiders, another
brokerage financial vp contends.
The number of outsiders was more
of an issue in the 19605, while dis-
cussions are still going on about fe-
male and minority directors, he
says.

"There's mor·o discussion in cor-
porate boardrooms about candi-
dates to represent female and mi-
nority constituents," he says. "One
sees an awful lot of women and
minorities (on boards) these days
and everyone says 'maybe we
ought to do it, too."'

A company must be aware of its
investors, the financial vp says.
"Women control a lot of invest-
ment capital," he notes. "You have
to weigh who your constituents

Whether female or male, minor-
ity or Caucasian, insider or out-
sider, one criterion is clear. the fi-
nancial vp says.

"Board members tend to reflect
the operating policy of the chief ex-
ec'utive officer, It's hard for a per-
son to get on the board if the CEO
doesn't know him," he contends. .

Broker strives

for own identity
Are brokers tired of looking like

insur·ance salesmen?

Brokers can try to control their
image through investor relations.
experts say. If your management
doesn't think the investment com-
munity has an accurate impression
of your brokerage, you can change
that impression with investor-
aimed information.

As the brokerage business
changes and evolves into a more
sophisticated financial service in-
dustry. that special communication
may even be necessary. Image in-
accuracies may develop because in-
dusti·ies and individual firms
change, while the analysts do not
recognize the evolution quickly
enough, says Lawrence B. Dorman,
vp for Marsh & McLennan Cos.

''If left alone, I'm not sure the an-
alysts wouldn't like to cubbyhole
the brokers into specially labeled
slots," he says. "It's natural to put
companies on a particular shelf.

"We want analysts to look at us
more as a professional financial
services firm" than as an insurance
brokerage, Mr. Dorman says.

M&M sees itself as corporate eli-
ent-oriented rather than con-
sumer-oriented, he adds, likening it
to Morgan Guaranty Trust Co., the
investment banking firm.

Developing that image requires
work for the broker. Management
must present to shareholders a
clear view of the organization and
where it's going. It has to do a good
job of investor relations. i



IIAANY
New York agents say
insurers root of woes

By JAMES C. LAWSON

KIAMESHA LAKE, N.Y.-The
IIAANY centennial runners had

already crossed the finish line,
ending the 100-mile run from New
York City. The expansive golf
courses and empty tennis courts
beckoned.

But the more than 1,500 indepen-
dent agents-the largest group ever
to attend an annual Independent
Insurance Agents Assn. of New
York conference-didn't come

merely to watch the end of a race
among agents commemorating the
group's _100th convention or to
smother themselves in the ·luxuri- -
ous amenities of the Concord Hotel

sprawled high.in the Catskills.
Many of the agents-faced with

reduced commissions, declining
business and renewals slipping
away to direct writers and large
national brokerages-had come to
the week-long convention to ham-
mer out solutions to their.problems
in workshop sessions on sales,
agency perpetuation and markets.

Most of their problems, agents
said during open sessions and hos-
pitality suite visits, begin with
property/casualty insurers that ac-
tively engage in cash-flow under-
writing: selling coverage at: low
rates, creating high loss ratios and
generating premium for invest-
ment income that agents rarely
share.

For agents, reduced premiums
mean less commission. Some

agents say they've not only seen
their basic book of business turning
less premium, but they've seen
some of their old business walk out

the door to other agents or to direct
writers like Allstate and Liberty
Mutual, which are actively seeking
premiums to fuel their investment
needs.

To make up for the loss of in-
come, agents should be allowed to
share some of the investment in-

come the property/casualty insur-
ers now enjoy, one agent suggested.

"We want a piece of the invest-
ment income," an agent told a
panel of insurance company presi-
dents, including William 0. Bailey,
president of Aetna Life & Casualty
Insurance Co.; Howard H. Ward,
president of Commercial Union In-
surance Cos.; James J. Meenaghan,
president of U.S. operations for
Fireman's Fund Insurance Cos.;
and James F. Marino, president of
Merchants Mutual Insurance Co.

Another key problem cited by
the independent agents at the con-
ference is increased compition
from the large alphabet brokerage
houses, like Marsh & MeLennan
Inc., Alexander & Alexander Inc.,
Frank B.'Hall & Co. Inc, Johnson
& Higgins and Fred S. James & Co.

"The alphabet houses now are
seeking business they wouldn.'t
normally go after," explained an
Upstate New York agent, Jack
Sheehan of Sheehan Agency Inc. in
Fort Edward, N.Y.

"They've seen a piece of their
business erode because of the soft

insurance market. They're losing
commission, too. So they've de-
cided to go after some of our larger

. commercial accounts."

A prime example of that, Mr.
Sheehan explained, occurred ear-
lier this year. "An agent in Glens
Falls recently lost one of his bigger
accounts to an alphabet broker.
The independent agent couldn't
offer the client a big enough pre-
mium reduction to retain the client.

A/BT
The client had been a $70,000 ac-
count. The alphabet house came in.
and practically gave away every-
thing but the kitchen sink, for an -
extremely low premium."

Another problem, explained
Patti Tadeushuk, a broker with
Goodhart Agency Inc. in Yonkers,

Continued on page 46H
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New tax act aids

perpetuation
KIAMESHA LAKE, N.Y.-The

Economic Recovery Tax Act of
1981 has made it easier for an agent
to pass his business onto relatives or
partners at retirement, an agency
expert says.

Under the tax law approved by
Congress last year, agents not can
pass their agencies along without
worrying that the recipients will be
stuck with a large estate tax bill.

The agent also can sell his agency
and not worry about having to pay
a large capital gains tax.

Such problems in the past have
led to the eventual closing of some
small agencies because relatives or
surviving partners were unable to
pay estate taxes, Emmett J.
Vaughn, the dean of the University
of Iowa's College of Business Ad-
ministration, told agents attending
the 100th annual Independent In-
surance Agents Assn. of New York
convention.

Mr. Vaughn,.considered by some
insurance experts to be the nation's
leading agency investment expert,
was one of several speakers who
addressed agency issues and of-
fered solutions to problems at the
week-long conference, held at a re-
sort in the Catskills.

Mr. Vaughn addressed more than
400 agents during an open session
and workshop on the future of
agency perpetuation.

The new tax act, he said, gives

Mr. Vaughn

the agent additional strategies for
perpetuating his agency.

One tactic an agent can take, Mr.
Vaughn suggested, is to reorganize
the agency, issuing himself per-
ferred stock that locks in his equity
without greatly affecting the value
of his partner's investment.

Using this tactic allows the
agent to cash in some of his shares
without exposing his partner's
shares to tax liabilities.

Another tax-favorable tactic, Mr.
Vaughn suggested, is allowing the
firm's principals to own their own
policy expirations as individual
producers. Under such a scheme,
retiring principals then can sell
their policy expirations to the
agency corporation and receive fa-
vorable capital gains treatment.

Retiring principals who choose to
sell their agencies now can sell to a
competitor, or they can create a
buyer by giving producers a piece
of the agency ownership as com-
pensation or through a restructur-
ing plan.

The agency then can permit.the
producer to own his own expira-
tions.

"You can give the new guy a
chance to build equity," Mr.
Vaughn told the agents. "That's one
way to recruit new talent and give
the producer an incentive to pro-
duce as much business as he can."

While the Economic Recovery
Tax Act has created new'strategies
for agents, it also has created excel-

A/BT
lent investment opportunities for
potential investors.

"High interest rates encourage
people to sell their agencies," Mr.
Vaughn explained. They also de-
crease the value of an agency.
While that may sound bad for the
agent, it's good for an agent who is
seeking expansion through acquisi-
tions and mergers.

"Just as people say that it's good
to buy stock when the stock market
is down, it's a good time to buy an
agency when the value is de-
pressed," Mr. Vaughn said. .

Agents say insurers are root of woes
Continued from page 466
N.Y., is business owners policies (BOPs), which in-
surers have begun to offer to small businesses.

BOPs cover both property and casualty risks for
about 25% less than unpackaged coverages pur-
chased separately.

While BOPs are great for the commercial insur-
ance buyer, they eat away at the agent's commission
base, agents say.

"The BOPs broaden and raise the limits of cover-

age the commercial client can get. That's good,"
explains Ms. Tadeushuk.

But it creates a dilemma for the agent, she noted.
"The retention of current policies is very impor-

tant. If you're only thinking of maintaining the
business for a year, then you're probably going to
lose that account. You have to provide your client
with the best service you can.

"If you don't tell your client about the BOPs,
eventually he will find out about them from another
agent. He'll leave you and you'll lose his respect.
Meanwhile, you are facing the reduction in your

commission because the premium on these policies is
less."

While all of the independent agents agreed the
current economic climate is bad, most felt good
times were just around the corner, especially for
those agents prudent enough to weather cash-flow
problems and aggressive enough to generate a more
lucrative book of business.

"Independent agents have to become more ag-
gressive sales organizations," Mr. Meenaghan of
Fireman's Fund told the agents.

There will be some changes in the future, he
noted.

Producers will represent fewer companies (insur-
ers) than they have been representing in the past
and they'll ·have closer relationships with the com-
panies they represent. And agencies will become
more automated, making that close relationship op-
erate more smoothly.

The automation, he said, could be partially fin-
anced by insurers. "There will be a financing plan
for agents needing it to automate their agencies.
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These people are.
Even though they are all

independent agents like you,
they re armed with services and
capabilities that match those of
the biggest brokers and direct
writers.

They aren't reacting to the
competition. They ARE the
competition.

Thanks to Marketforce.

MARKETFORCE, THE
INDEPENDENT INSURANCE
NETWORK.

Marketforce is the premier
franchise network ofindependent
business insurance agencies.

Already, we represent more than
$10ZOOO,000 in premium volume,
and that figure is growing every
daf

Our members-some of whom

you see pictured-are aggressive
independents who refuse to take
a competitive backseat.toanyone.
They're also people who Insist ,
on running their own business
their own way.

All of which makes Marketforce
so appealing.

Marketforce members get
immediate access to a complete
spectrum of major markets. With
no commission splits.

Marketforce members have

professional risk analysis reports
prepared for them by our expert
staff.

Marketforce members can draw
on the talents of our surety bond
specialists, who handle all the
details from start to finish.

Marketforce members have the
marketing clout of a major
advertising campaign.

And Marketforce members
profit from a wide range of
other services, too. From free
out-of-state countersignatures
to contract protection.
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Scouting sales talent a must for agents
KIAMESHA LAKE, N.Y.-Like

winning sports teams, independent
insurance agents have to be good
talent scouts, tracking down both
good young talent and experienced
experts who can mold that talent
into sales stars.

Stiff competition from direct
writers, the large national brokers
and financial services firms make

it increasingly important for agents
to change the way they recruit and
develop producer talent, Thomas
Williams, president of Insurors-
Group, a national agents' assistance
group, told agents at the 100th an-
nual Independent Insurance
Agents Assn. of New York confer-
ence.

Not only has the competition
snatched a piece of the indepen-
dent agents' sales pie, but it is vig-
orously competing for talented

A/BT
sales personnel, too.

"It'11 be harder to distinguish be-
tween insurance companies, finan-
cial services firms and securities

brokers," explained Mr. Williams.
"We're in a time when everyone is
seeking to get better contral of
their distribution system.

"We have to see the future and

make the changes that allow us to
stay abreast," he suggested.

Some of those changes, he noted,
are:

• A new breed of professional
agency manager.

• Insurance companies offering
more aid to agencies.

• Computerization that will

help agencies develop client pro-
, files, do bookkeeping and record
keeping and rate risks.

Agency managers, however, will
not only have to change their man-
agement philosophies, but change
their marketing strategies and sales
training programs as well, Mr. Wil-
liamssuggested.

If a small agency is to maintain
or increase its place in the shrink-
ing insurance marketplace, it
should aggressively. recruit and
train good talent that can help it
boost market share.

An agency should look for pro-
ducers who will be "survivors, peo-
ple who are committed to building
the organization," Mr. Williams
told the agents.

Aptitude, attitude and desire
should be the prime talents agents
seek when recruiting new producer

talent, he said.
In the past, agencies have looked

for technical ability, company
training, personality and have
lusted for former insurance com-
pany underwriters because they
felt they best suited their needs, he ·
noted.

Those former underwriters,
however, didn't always turn out to
be good producers, Mr. Williams
said. They had been ·trained by an
insurance company and sometimes
couldn't make the transition from

underwriting to selling.
An independent agent may be

better off hiring a person with sales
talent, rather than one with a firm
knowledge of the insurance indus-
try, Mr. Williams suggested.

Direct writers, insurers who use
their own sales forces to market

their products, have always been

,2>n 1*1\ II t-_a /

)-I.
M Com , Fi<< 1.4TMair. CPCU pans jnc.Wellington, KS

David 0. Walker
OC 'ricy Chillicothe,+4,tchino,*;lker-Tume,; h,c DesMoines, IARobert RagaBob Raga lnsur18 Agndence, r-7

LMC Services Co.

lndepe

r'*3-JiF 7/lial I M
Lou Braun

10 W-                                                                                                                                                                                                                              , „4,1=.-, y Oakhurst,
Silberman-Braun Associates

Frank Manzardo •
en

Robert C. Shop
Man-Morris insurers, Inc. Shopen & Company,Michael Nolan Shawnee Mission, kS

james E Nolan & Associates. inc. Springfield, MO
Overland Park, KS

Charles L. Crane AJ.gency Company 11 i dill'llil...P'

U. Cooper Robert Sonnenfeldance Agency, Whittington insurance AgencyJohn e ..sur James E. Davis Pierce W Powers, jr.
iEss-_-----1 Davis, Jones, Lamb InsuranceCedar Rapids,

#t-Htfelicy, Inc,

St. Louis, MO4 Oklahoma City, OK
'..Ii- -1 ,
-»

\ re-                                                                           1-==.45 , C. Robert Scott
AW 1

, f

Yet, for all the benefits you can
take from Marketforce, you'll
never be asked togive up your
independence. Your right to
conduct business without outside
interference.

WILL YOU BE JOINING
MARKETFORCE, OR
COMPETING AGAINST IT?

Possibly, you'll have no choice
but to compete against us.
Because in all but major urban
areas, only one independent will
be allowed to join Marketforce
(after all, what good is a competi-
tive edge if everyone else has it?).

To find out if your area is still
"open territory,' and to get all the
facts on what Marketforce has to

offer, just write to us on your
agency letterhead: Marketforce
International, Inc., 9229 Ward

Pgrkway RO. Box 8498, Kansas
City, Missouri 64114, (816)
523-4000.

Who knows? Maybe this time
next month you'll be one of the
"Most Likely To Succeed"
independents in America.
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MARKETFORCE
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sales-oriented, goals-oriented and
activity-oriented. Independent
agents, Mr. Williams suggested,
should adopt that philosophy.

"The agencies that will be sue-
cessful in the future will be the

ones talking sales management and
marketing.management," Mr. Wil-
liams explained.

Agents have to say, "Here's what
we have to do, where we want to go
and how we have to get there"Mr.
Williams said.- "They also have to
be committed to their recruitment

program. They have to say, 'I have
to bring him (the producer) into the
company and commit myself to
making him successful."'

Making sure that new recruit is
successful, Mr. Williams added,
takes more than providing a few
hours of training, then turning the ·
new sales producer. loose on the
street.

"For the producer, we have to
tell.them whom to call on. The days
of the producer getting outon the
street the morning after and asking
'whom will I call on next?' are over.

The producer must know who can
be good potential customers and
how to go about selling to them."

New producers should be given a
combination of in-house and prac-
tical street-sales training, Mr. Wil-
liams suggested. The concern
should be in getting the producer
out on the street as soon as possible.

Good training is especially im-
portant, Mr. Williams notes, be-
cause it's expensive to hire and

Large brokers and
direct writers are

challenging agents
for sales and talent,

Mr. Thomas says.

train a new producer. An unsuc-
cessful producer can be quite
costly.

Salary is just the tip of the cost
iceberg. Hidden costs, like the cost
of time, can figure into the expense
of training a new person, Mr. Wil-
liams warned:

An unsuccessful producer with
an annual salary of $20,000, for in-
stance, could eventually cost the
agency up to $55,000, according to a
recent survey on the retention of
agency producers.

To reduce that cost, the agent
must carefully screen his new pro-
ducers or have a keen sense of

when to let that person go.
Proper training is especially im-

portant during the producer's first
90 days on the job, Mr. Williams
said. If you fail to make an impact
during that period, you (the agent)
probably will be spending more
time and money than you should
have to train the person.

Successful producers, Mr. Wil-
liams said, usually receive more
than four weeks of training, under-
take continuing education and are
paid a salary plus a bonus.

Unsuccessful producers, accord-
ing to the study, received fewer
than two weeks of training.

Producers also fail on their. jobs
because:

• They lack basic ability.
• They've received poor man-

agement direction..
• They aren't being given

enough on-the-street sales activity.
While not all agencies will have

the manpower, the financial re-
sources or the training facilities to
educate the new producer, they can
turn to:

• Association schools.

• Independent trainers.
• Seminars offered by insurers.
• Having their new recruits

work with experienced produeers..
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Insurers' problems also affecting agencies
By JAMES C. LAWSON
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Agents will be
dealing with fewer
companies,' Mr.

Meenaghan says.

insurers, hit with the double blow
of record winter storm losses and a
continued buyers' market, have
begun reporting sharply lower
operating results for the first quar-
ter (BI, May 24).

The first-quarter results have
analysts fearing that some insurers
soon will be paying out more in
claims than they are collecting in
new premiums and investment in-

, come, resulting in a negative cash

flow.

And if that phenomenon is pro-
longed, "There will be a shrinking
in the number of companies,"
James J. Meenaghan, president of
U.S. operations for Fireman's Fund
Ins. Cos., told.more than 400 inde-
pendent agents who attended a
panel session at the 100th annual
Independent Insurance Agents
Assn. of New York conference,

"Agents will be dealing with
fewer companies," he explained.

Mergers, acquisitions and sellouts
may take a natural toll on many
agencies, but cash-flow problems,
increased competition from direct
writers and financial services firms

and a rapidly changing insurance
marketplace will wipe out other
agencies, insurance experts predict.

"Agents are scared," explained
Thomas Williams, president of In-
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surorsGroup, a national agency as-
sistance organization. "Agents are
afraid·of the rapid. changes.
They're used to.an easy business.
It's been sort of a fat-cat business in

the past. Now they find themselves
having to work extremely hard to
maintain their business and having
to rethink how they.want to oper-
ate.

"Some agents are asking them-
selves, 'What do I have to do to sur-
vive in this new ball game?"'

Some of the first dropouts, Mr.
Williams said, could be older agents
near retirement. "An agent 62
years old might say, 'Oh hell! I'm
not going to relearn this business."'

Independent agents can help
themselves by automating their of-
fices and becoming more "aggres-
sive sales- organizations," Mr.
Meenaghan suggested.

A number of insurers, like Aetna
Life & Casualty Insurance Co.,
have launched programs to help

/441
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agents automate their offices, the
experts noted.

Aetna currently is offering a 5%
commission bonus, which it will
extend for five years, to agents that
agree to buy its computer system.

Other agents, according to In-
surorsGroup, offer financial assis-
tance to agents to hire and train
new producers, to acquire, new
agencies and to fund internal
growth.

Insurers offering financial assis-
tance to fund hiring and training of
producers include:

• Aetna Life & Casualty Insur-'
ance Co.

• CNA.

• Commercial Union Ins. Cos.
• Continental Insurance Co.
• Crum & Forster.

• Fireman's Fund Insurance
COS.

• The Hartford Insurance Co.

• The Home Insurance Co.
• The Royal Insurance Co.
• Kemper Insurance Co.
• U.S. Fidelity & Guaranty.
• Insurance Co. of North

America.
• SAFECO Insurance Co.
• The Travelers Insurance Co.

• Unigard Mutual Insurance Co.
• St. Paul Fire & Marine Insur-

ance Cos.

• New London County Mutual
Insurance Co.

These insurers, plus Reliance In-
surance Co., also offer financial as-
sistance to agents seeking to pur-
chase other agencies.

Insurers that offer financial as-

sistance to fund an agent's internal
growth plan include:

• The Atlantic Cos.

• Chubb Group.
• Atlantic Mutual Insurance
CO. •



IIAA criticizes

S&L rule change
NEW YORK-The Federal

Home Loan Bank Board has no au-

thority to promulgate regulations
that would, among other things,
grant federally chartered savings
and loans associations the authority
to underwrite and sell insurance.

That's the message the Indepen-
dent Insurance Agents of America
Inc. gave to the board recently in
response to proposed regulations
that would permit broad new acti-
vities for savings and loans, includ-
ing underwriting and selling all
types of insurance, real estate bro-
kerage, mobile home manufactur-
ing, debt collection services and se-
curities activities.

Consumers and unaffiliated in-

surance agents and underwriters
also would be harmed by the anti-
competitive effects of an S&L's
ability to tie insurance sales to ex-
tensions of credit, the IIAA argued.

Last March, the board proposed
the broad increase the range of ser-
vices that savings and loans can
offer to boost the profits for the fi-
nancially troubled institutions, but
the IIAA claims that current laws

deny S&Ls the power to perform
those services.

"The board regulations published
last month are the culmination of a

10-year campaign by the agency to
expand by regulatory fiat powers
and activities plainly denied S&Ls
by law," said Roger N. Levy, the
IIAA'a director of federal govern-
ment affairs.

"As proposed for comment, these
regulations are clearly an abuse of
the board's discretionary authority
and should be rejected on that basis
alone," he added.

The IIAA, however, cites another
reason the regulations should be
defeated.

"It is well established that lend-

Direct marketers

attend meeting
MONTREUX, Switzerland-

More than 1,600 people from
around the world gathered in Mon-
treux recently for the 14th Interna-
tional Direct Marketing Sympo-
sium to discuss, among other topics,
the direct marketing of financial
services.

The issue has taken on major
national and international impor-
tance following the mergers of
major securities brokerages and in-
surance companies in the United
States.

One insurance underwriter from

Australia noted he was attending
the conference to gain expertise
and to look at products to increase
direct-marketing efforts.

"Insurance direct marketing by
agents is the wave of the future,"
the underwriter from Australia
said.

"I don't believe there is a better

opportunity in the insurance indus-
try today than direct-to-the-
consumer insurance marketing.
Agents who don't wake up will in
10 years wish they had," the Aus-
tralian explained.

The Australian insurance exec-
utive followed the conference with
a two-week stay in the United
States and Canada last month to
observe direct-marketing opera-
tions of agencies he had previously
contacted.

Insurance agents looking for
both products and expertise at the
conference came from Australia,
New Zealand, Norway, West Ger-
many, Spain and the United
States.

A/ET
ing institutions, because of their
power over credit, have the capae-
ity to control the decision of many
consumers as to the source of insur-

ance they purchase in conjunction
with extensions of credit," the IIAA
said in its comments submitted to
the Federal Home Loan Bank
Board.

"The experience that has been
amassed with respect to lender
sales of credit life and credit dia-

ability insurance is a well-docu-
mented national scandal," the
statement said. i
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You'll be satisfied when you call on CRMC. to work
with you and your growing number of sclf-insurance
clients.

To find oUt the details, just iall or write us today.

The way to smarter protection
for self-insurers.
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Superfair is the Underwriting Department at
Aviation Office of America, a major aviation insurance
market. He prides himself on being able to give you the
most favorable verdict possible on quotes. He can make
on-target evaluations of risks based on his comprehensive
knowledge of the aviation industry and your clients' use
of the aircraft. And our equitable rate structure
further allows him to serve you with highly
competitive quotes. Superfair even shares
the hand of justice with our Claims De-
partment, where your clients' claims will
be handled fairly.

Thanks to Superfair and the
rest of the AOA Superheroes, we »-i-offer you broad aviation insurance
capabilities. Our service is quick-
er and more efficient than ever

because we now have six branch
offices across the country- all
staffed with experienced under-
writers who know the industry well f 1
and work directly with you and your \ · p=
clients. Our Special Risk Department is ° - ,
staffed with top-flight underwriters who <· .
will tailor coverage to your clients' own ' , 
unique needs. We offer innovative
plain-language policies. We've intro-
duced faster policy issuance through
computerization. And with a growth
profile unprecedented in the avia-
tion insurance field, our stability
is second to none. Join up with
the Aviation Superheroes ot
AOA, and see how quickly -
you become a Superhero
to your clients.

- V

Aviation Office of America r..

Incorporated ,
HOMEOFFICE:

Love Field Terminal Bldg., Dallas, (214) 353-1400

BRANCH OFFICES:

Atlanta, (404) 252-1905
Chicago, (312) 346-9411
Kansas City, (816) 221-1955
Los Angeles, (213) 246-8410
San Francisco, (415) 391-9050
Morris Plains (NJ), (201) 538.9668
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Franchisor hopes operations start with a roar
By DONNA LEIGH YANISH

COSTA MESA, Calif.-Tte
"pride of 1.ons" is beginning --0
make its mark on the agency fran-
chise scene

PrideMark, a California-based
agency franchise firm, recently en-
tered the marketplace with a pro-
gram modeled after the Centur 1 : 1
real estat2 franchise group, accord-
ing to President Wayne Weld, *vto
was formerly executive vp of Cen-
tury 21.

The franchisor is structured in

three tiers, similar to c-her agency
franchisegroaps: a national organs-
zation, regional offices and merr.-
ber independent agencies.

Three P:ideMark regional of-
fices have currently been sold :fcr
an undisclosed sum) ir the North
Central Caifornia, Southern Cal.-

fornia and Los Angeles areas, with
an option currently pending on a
fourth regional office, Mr. Wells
points out.

The three regions have a total of
about 25 members.

While PrideMark's structure re-

sembles other franchisors', its re-
gional offices are quite different.
Unlike other franchise groups, the
PrideMark regional director who
owns the territory will in some
cases serve as a full-time adminis-
trator, Mr. Weld says.

Brian Lundquist, the regional
director of PrideMark North Cen-
tral Inc., sold his interest in an
agency that earns about $1 million
in premium volume to run the Pri-
deMark regional office. His staff
will provide educational programs
for the 12 member agencies now

AGZA

PrideMark hopes to develop a nationally
recognized image with its pride of lions logo to be
prominently displayed on the left side of business

clothing, Mr. Lundquist says, likening it to the
Century 21 insignia.

under contract.

Regional offices operate a pro-
gram called the PrideMark Insti-
tuse of Insurance in their area, Mr.
Weld explains. ,

The institute serves as a trainin2
ground for entire staffs of member
agencies.

Using role-playing techniques

4.'* rf,f

Vi

W 've Uncorkeda Winner'

* Atlanta International
po insurance CompanY

Box 19796 Atlanta, Georgia 30318 (404) 3,5 9400 Telej804309

and other advanced bus.ness edu-
cation methods, regional staff
members will help train the agency
students in efficient agency operat-
ing methods, Mr. Weld says.

Principals of mesnber agencies
also can receive tra.ning :t the in-
stitute, he continues. Principals
will be taught managerrent skills

in seminars on selected topics in-
cluding how to run an agency with
zero backlog and zero accounts re-
ceivable, how to boost sales and
marketing an agency.

The programs for principals and
staffs are optional, Mr. Weld
explains.

In addition to the regional-based
assistance in agency efficiency,
PrideMark members receive the
fruits of the national organization's
efforts in advertising and image
building.

All PrideMark agents will have
the aid of a national television ad-

vertising campaign for their pro-
grams, Mr. Weld says.

Agents may receive association
endorsements to back up the ad-
vertising campaign, as regional of-
fices solicit state and local groups,
he adds.

PrideMark hopes to develop a
nationally recognized image with
its pride of lions logo to be promin-
ently displayed on the left side of
business clothing, Mr. Lundquist
says, likening it to the Century 21
insignia.

Opposite the logo is the word
"PrideMark" with the member
agency's name written directly
below.

Both names are the same size and
typeface, Mr. Lundquist empha-
sizes.

A/BT

"Pride of ownership is essential.
It's important to retain iden-
tity, he says."

Advertising funds as well as
other administrative expenses
come from fees from the member

agencies, which amount to 5% of an
agency's premium volume, accord-
ing to Mr. Weld.

Since funds for continuing re-
gional office operations, as well as
national advertising, come from
the agency members, numbers will
be the key to the fledgling franchi-
sor's success.

PrideMark hopes to have about
3,500 mostly small, personal lines-
oriented agent members in the next
five years.

National officers predict the
franchise operation, when fully
sold, will have the largest advertis-
ing budget in the agency industry,
excluding State Farm Mutual and
Allstate.

To boost member agencies' pre-
mium volume, the franchisor is of-
fering special mass-marketed in-
surance packages for small busi-
nesses including flower shops,
beauty and barber shops and dry
cleaners, Mr. Weld explains. It
plans to add about four or five new
programs each year.

But while the products are exclu-
sive to PrideMark agents, member
agents do not have exclusive rights
to leads.

Rather, PrideMark distributes
leads for a packaged policy to all
the agents in an area.

So, for example, a dry cleaner
may be contacted by three or four
PrideMark agents seeking the busi-
ness. I



Renegotiate commission contracts: IIAA
By DAVE GALANTI

NEW YORK-Hurt by financial
conditions that have all but dried

up contingency payments, inde-
pendent agents must renegotiate
their commission contracts, the In-
dependent Insurance Agents of
America says.

The IIAA contracts committee
recently published a set of guide-
lines for its agents to use as nego-
tiating tools and · to help them get
started in developing compensation
alternatives.

Areas covered by the report
range from proposed volume-in-
centive agreements to reim-
bursements for performance of
special services.

The goal is to encourage individ-
ual agencies to help themselves by
using individual relationships with
insurers to modify and improve
basic agency-company contractual
terms, IIAA executives say.

"In a time of fundamental finan-

cial change, it is imperative that
both the product and marketing
arms of the insurance industry re-,
alize that success is a function of co-
operation," says IIAA President
Robert R. Treweek. "Failure to

work together in preparation for
the future means failure in the fu-
ture.

"IIAA believes strongly that the
original intent of contractual rela-
tionships between agents and com-
paies can continue to be fulfilled,"
Mr. Treweek adds. "But they must
be fulfilled by adapting agreements
to a changing marketplace and a
fundamental shift in the way com-
panies view the whole question of
traditional underwriting principles
vs. an increasing emphasis on total
operating profit."

Josiah H. Welch, chairman of the
IIAA contracts committee, says the
recommendations are a direct re-
sult of recent premium rate cuts.

"We have agents who, through
no fault of their own, are selling an
underpriced product," Mr. Welch
says. "Current compensation ar
rangements were developed when
acceptable loss ratios were consid
erably lower. The same agree
ments, when viewed in the light of
today's markets and emphasis on
total operating profits, simply do
not in many cases adequately com
pensate-the independent agent.

"What we're trying to say is that
the companies can't afford a weak
marketing arm and so agents and
companies must work together to
solve this problem."

The contract committee's report
outlines several compensation al
ternatives, many of which evolved
from group discussions with insur
ers that ranged in length from two
hours to a half-day, he says.

The IIAA recommendations
have all been used by one company
or another at some time, he adds
"None of these were dreamed up,
Mr. Welch says. "We didn't use pie
in-the-sky proposals."

Recommended alternatives to

current contract provisions in
clude:

• Volume-incentive agree
ments. The agent should receive a
volume-of-growth payment unre
lated to profitability. This payment
would supplement existing profit
sharing agreements.

• Adjusting insurer expense fae
tors. Insurers that use a general ex
pense factor as an offset to premi
ums written in their profit-sharing
calculations should adjust the ex
pense factors for those agents who
more efficiently perform work
usually done by the insurer..

• Larger up-front commissions.
Insurers should pay increased up-
front commissions to help alleviate
the erosion of income.

•· Renewal retention payments.
Agents whe resist attractive offersto move their renewal business.to .

A/BT
another insurer should be offered

additional commission points.
• Reimbursement for perfor-

mance of special services. Agents
who perform special ·services like
underwriting or claims should re-
ceive reimbursement from the in-

surer in recognition of their extra
efforts.

• Paying for certain agency ex-
Fenses. Insurers should pay for
agency expenses incurred in at-
tempting to improve its.competi-
tive position. Such expenses might
include capital needed for agency
automation, perpetuation and coop-
erative advertising.

• Altering account payment

terms. Those agents who are will-
ing to remit their account payments
earlier than the standard time
frame should receive additional

points under their profit-sharing
agreements.

• Adjusting permissible loss
ratios. Agents who produce busi-
ness with a loss ratio higher than
the traditional permissible loss
ratio threshold of 55% to 58%, but
lower than the insurer's current
higher-than-normal loss ratio, are
actually helping to reduce the in-
surer's overall loss ratio. Permissi-
ble loss ratios for profit-sharing
participation should therefore be
adjusted to reflect this important
contribution.

• Recognizing significantly
lower loss ratios. If an agent's loss
ratio is significantly lower than
that of the insurer he or she repre-

'The companies can't afford a weak marketing
arm, so agents and companies must work

together to solve this problem,' Mr. Welch says.

sents, the agent should receive a
special Nayment in addition to
profit sharing.

• Rewarding total profitability
of book of business placed. Insurers
should consider evaluating and re-
warding agents in profit-sharing
agreements on the basis of overall
profitability of the book of business
placed oy the agent.

Mr. Welch stressed that it is up to
the individual agent to negotiate
with :he-agency's insurers to gain
the suggested contract improve-
ments. Each agent is different and

can use different strengths to im-
prove his or her situation.

"Passing resolutions never
helped anyone," he says. "All
agents should not be treated with
the same broad brush. That's why
we recommend that all agents be-
come familiar with compensation
alternatives and supplements being
currently made available by the in-
surers. Then they should determine
which of their companies are will-
ing to make a special commitment
to them by instituting such
changes." m

11 youdort add
$100,000

of spouse insurance
to your group cases,

your competition will."
Spouse insurance irr the group business is a Bill Flynn, CLU
relatively new idea. In fact, at Manhattan Life, Senior Vice President

we're one of the few companies offering this
product nationally:
But that doesn't mean employers don't want it. On -

7

the contrary, they do. And they want it now. Which J'
means if you're not offering spouse insurance to
your customers, your competitors certainly will. ...
The solution to this dilemma is simple and -
painless. Manhattan Life. We can provide
up to $100,000 in coverage for each
spouse through payroll deduction.
Either as a separate program or as part
of the existing group life contract. In
fact, if spouse insurance can be
integrated with the current plan, the
cost of coverage is even lower.
As an added attraction, we'll even
consider guaranteed issue with 100
employees. We also have guaranteed
issue up to $10,000 on dependent
children, all at one low rate.

Employers love the program because
they don't pay for it but get all the
credit. And you'll love it because your
persistency will increase as well as
your income.

Call your Manhattan Life general agent
today for more details. Or call me in
New York at (212) 484-9329.
The one thing we can promise you is a prof-
itable conversation:

General agency contracts available in all states and
most cities. For details, call Bill Flynn at (212) 4849329

* Benefits limited by law in Florida and Texas.
All cases subject to home office approval.

*LTA,LiYITA-Z GROUP INSURANCE
The Manhattan Life Insurance Company

11 1 West 57th Street, New·Ycrk, NY 10019

A Company of
The Manhattan Lite Coroorat,on
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People are key to agents' future success
By JOHN R. HOLDER

Independent agents are the inte-
gral part of the sales arm of the in-
surance industry whose total na-
tionwide market-$200 billion in
1982-is enormous by any compari-
son. This comes to $900 for every
living American.

This is the market you are com-
peting for. And, I need not tell you,
the competition is fierce.

Great changes are taking place in
the insurance· industry. Some of
these threaten the independent
agent more than others.

Risk managers and their affinity
for self-insurance and captives are
a threat on the commercial side.
But the present practice of com-
panies permitting business to. pay
premiums as they are earned, thus
decreasing the up-front money,

1BT perspective
John R. Holder is president of
Heritage Mutual Insurance
Co. in Sheboygan, Wis. This
article is excerpted from a
speech he delivered last
month to the convention of
the Independent Insurance
Agents Of Wisconsin in Mil-
waukee.

and the fact captives were built on
providing capacity with little or no
underwriting and no in-place engi-
neering or claims service, greatly
reduce their potential as meaning-
ful competitors.

If you add the potential of banks,

savings and loans and securities
brokerages and their full-service
approach to the continuing inroads
of direct writers in personal lines,
this is a real threat.

However, if they are to provide
the gamut of personal and financial
services, recruiting capable help
and then training, compensating,
and keeping them constitutes al-
most a "mission impossible." Thus,
their challenge is reduced.

The successful application of
group insurance to personal lines
seems to be the greatest business
threat to agents in the 1980s. This is
one of the stated objections of INA
Corp. and Connecticut General
Corp, when they recently merged,
as it is with·others.

When you add to this the inade-
quacies of many of our agents as to
their ability to sell, know the prod-

uct and organize their agencies, it
becomes a time for the agent to act.
As insurance consultant Edward
W. Siver said to the Professional
Insurance Agents of New England
last November, "If the independent
agent doesn't recognize the changes
taking place and does nothing
about it, then others are going to
change it for him."

We are entering an interesting,
exciting and challenging period in
our industry. The old rules and
standards are gone. There are going
to be fewer winners and m·ore
losers-both insurers and agents-
than in the past. To work harder
than your competition will not be
enough; you will also have to think
better.

This environment means you
must form a strategy-a game plan
-for your agency. It is necessary

HowTo MAKE YOUR
EMPLOYEESVOLUATEER

EATHUSIASTICALLY
PILOTS NEW VOLUNTARY TERM LIFE PROGRAM

OFFERS YOU AN INEXPENSIVE WAY
TO UPDATE YOUR EMPLOYEE BENEFITS.

AND UPGRADE YOUR EMPLOYEE RELATIONS.

f 1
You might call Pilot VTL an em -

 ployer benefit program. It lets you offer
¥ i your employees much needed addi-

tional life insurance protection in their
insurance package. At virtually no
cost to you.

Employees happily volunteer
. for VTL because it lets them purchase

'.additional term life at low group rates.
In amounts of their own choosing.(Up to $100,000 in $10,000
increments.)

VTL offers full family coverage as well.And such
standard group privileges as conversion and waiver of pre-
mium for disability And because it is voluntary it costs you
practically nothing

Want to know more? Contact Your Regional Pilot Group
Office, or the Group Division, Pilot Life Insurance Company
PO.Box 20727, Greensboro, NC 27240. Or call (919) 299-4720.

We're Pilot Life. In the top 3% of ,-1 liia
the world's insurers offering Life, Group, *Fk 1 · -ile
Health, Pension and Equity Products. i
And proud of it .62.

AJefferson-Pilot Company

WERE LOOKING FOR BETTER WAYS TO HELP YOU. THROUGH LIFE.

that you:
• Understand what is happen-

ing in your industry.
• Decide what your niche is

from the resources at hand.

• Sharpen your efforts.
Are you going to be an insurance

and/or financial supermarket, or
are you going to concentrate on a
particular group of customers, geo-
graphic market, channel of distri-
bution or distinct product line?

The advantage of such a focus is
that you will not be slugging it out
with everyone else. It might be the
best means for your agency to meet
the financial services purveyors.

One-, three- and five-year plan-
ning is essential. But there should
be an overriding allowance for
flexibility. Even if growth solely
through increased sales is your
game plan, you should have the
flexibility to make a potentially
profitable acquisition.

It is important to be.so
well-organized that you are able to
move quickly and with force to sell
new products and programs. Tim-
ing is everything. The ability to
grasp an opportunity could be the
difference between you and your
competitor down the street.

The first step in a growth strat-
egy is to decide what to abandon:
people, product lines or, perhaps,
insurers.

Growth comes from exploiting
opportunity. A growth strategy has
to center on targets of opportunity. -

Volume by itself is· no indication
of growth. It first must be adjusted
for inflation, then analyzed for
quality.

According to management au-
thority Peter Drucker, "By itself,
there is no virtue in business
growth. A company is not necessar-
ily better because it is bigger. A
business has to be the right size for
its market, its economy and its
technology; the  right size is what-
ever produces the optimal yield
from productive resources."

This is as applicable to agencies
as it is to any other business.

As part of your strategy, you
should list what you expect from
your insurers and then go. out and
seek the insurers you prefer to
write for, .rather than have them
come to you. Talk to everyone in
the company you are interested in,
from the president to the line un-
derwriters and field adjusters. How
can you determine where you are
going if you don't know where
your companies are headed?

Through such a process, you' will
find there is a tremendous differ-
ence in insurers, ranging from atti-
tude to technical capabilites.

Any insurer you choose, large or
small, should have an operational
management strategy. For the win-
ning companies of tomorrow, pre-
dicting the future is not enough;
they must be.thinkingstrategically
and actually creating the future.

If selling price is your prime con-
sideration, remember in the long
run this can only be attained by a
company with low expenses and
acquisition costs.

Meaningful action on the same
day claims are reported is a must,
as is superior service.

An insurer's level of computer-
ization is the strongest indication of
where it will be tomorrow, because
it is upon today's base that tomor-
row's software is built. There is no
quick or easy way to do it. If an in-
surer cannot offer you as a mini-
mum a CRT computer at no charge
that is interfaced with their com-
puter and give you underwriting
authority and the privilege to price
commercial lines, then it is not in
the swim.

Seek creativity within the insur-
ers you choose. Be sure they have
the talent to create innovative
products and advertising material

Continued on facing page



to promote them. Remember, you
are a salesperson and it is impor-
tant to have something to sell that
is imaginative, exciting and has
public acceptance. The insurers you
choose must have a consuming de-
sire to be sales leaders.

But above all, seek insurers with
integrity, a sense of purpose and a
genuine interest in their employ-
ees, the policyholders and you.

Computerization and common
sense are dictating that agencies go
with fewer insurers. The agency-
insurer relationship should be akin
to a marriage, built on an apprecia-
tion and understanding of each
other, The days of adversary rela-
tionship between insurer and agent
are fortunately gone forever.

Excess investment income has
helped insurers go to almost finan-
cial lunacy in offering extra com-
mission dollars for one-time pre-
mium increases. It could well be
shortsightedness on your part to
penalize your sound, steady and
well-managed insurer by taking
this one-time gain from an insurer
you do not plan to go with in the
long run.

Your next consideration should
be the organization of your agency.

If increased market share is your
sole objective, then the one-
owner/operator agency with two to
four staffers and a commission in-
come of $125,000 to $150,000 or the
one owner/operator and one pro-
ducer agency with up to six staffers
and a commission income of
$350,000 to $450,000 are probably
not the answer.

Both types of agencies reach the
point where servicing the business,
plus walk-ins and referrals, keeps
them busy. Such agencies seem to
level off and then grow little.

Agencies of those sizes often do
not wish to make any other
changes. It could mean less income
for the owner as well as forfeiting
the position of boss.

When an agency earns $1 million
or more in commissions, economies
of scale and efficiencies seem to
dictate that maximum increases in
market share can be attained. In
such an environment prospectors
can prospect, producers can pro-
duce and placers can place.

Agencies do best when:
• One person holds controlling

interest. Such agencies fare better
than agents who associate to share
expenses.

• One of the available agency-
management systems, modified to
the agency's needs, is adopted.

• Maximum use of computeriza-
tion is attained.

• Sales personnel are hired and
taught product knowledge rather
than trying to make salespersons of
insurance-trained people.

People truly do make the differ-
ence. Acquisitions with lots of
deadwood on their staffs may not
make the increased volume worth-
while.

Now is a good time to "cull the
flock." Use these depressed times to
your advantage. Keeping non-pro-
ducers and underachievers in your
agency could lead to your demise.

Initial and continuing training
and education, however and wher-
ever obtained and provided, is one
of the prime responsibilities of the
manager or managing partner of
any agency.

If your size, need and organiza-
tion is such, you may find it to your
advantage to consider joining a
marketing group such as Market-
pac or MarketDyne, or a develop-
ment group such as ARM or AIM.
We see little to be gained from join-
ing a franchise group like Insur-
ance World, MarketForce or one of
the others because your insurers,
either individually or collectively,
can do what they can do with no
extra expense to your agency.

The difference between a rec-

ord-setting sprinter and those who
are also-rans is a split-second, but
that difference means everything.
The same applies to selling insur-

ance and to increasing market
share.

The difference here is in the
mastery of the human side of the
business. It starts with commit-
ment, dedication, consecration. It
can be the overriding key to in-
ereasing market share.

Commitment is more than a ded-
ication to writing more business
and making more money. It's a way
of life.

I believe all worthwhile agendas
for people and organizations can be
grounded on these basic marching
orders:

"Find a need and fill it; find a
hurt and heal it."

I believe commitment is defini-
tely not a halfway or lukewarm
proposition. If commitment is not
full, tenacious, consuming and
commandeered with enthusiasm, it
won't win many championships, it
won't reach many impossible goals
and it won't effectively fill many
needs or heal many hurts. . .or even
sell much insurance! I
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AUTO DEALERS ONLY

EVEN THE BEST PRODUCT

NEEDS A SALESMAN

• We Have the PRODUCT.
• We Are 100% Auto Dealer MGEs.
• We Need You, You Need Us.
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21535 Hawthorne Blvd. Suite 322. Torrance, CA 90503 (213) 540-9221

DESIGN/BUILD CQVERAGE FROMSC NER

Wdd like to make one single point...

In the construction indus-
try there has been a marked
increase in the use of one firm
for both the design and con-
struction of a project. This is
known as single point respon-
sibility and it is because of the
increase in the single point
method of project delivery that
Victor 0. Schinnerer &
Company has expanded its De-
sign/Build Insurance Program.

Now your design/build
clients can have broad profes-

5028 Wisconsin Ave., N.W.
Washington. D.C. 20016
{202) 656-2850

303 East Wacker Drive
Three Illinois Center

Chicago. Illinois 60601
(312) 565-2424

sional liability protection for
design services from the same
company that your architect
and engineer clients have
relied on for the past twenty-
five years.

Because it's from Schin-
nerer, you'll know you and
your client will be dealing with
the best -

And that's precisely the point.
Call us for more
information on our
Design/Build Program.

40 Wall Street
New York N Y 10005
(212) 344-1000

595 Market Street

San Francisco, CA. 94105
(415)495-3444

VItor 0

SdiiriFF
&Compary Inc

The first is still the best

Program Administrators &
Underwriting Managers

Coverage for this program is pro-
vided by Continental Casualty
Company, one of the CNA Insur-
ance Companies. 00,37/Tr'll
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66 The only insurance
newsmagazine that keeps
me posted every week:'

-Benefits Manager
Employee benefits represent a very substantial part of
compensation packages. In many corporations benefit
costs exceed 35% of payroll.

Business Insurance is the one newsmagazine hat, every
week, keeps me posted on the latest in benefits or
improvements in existing plans. Bl also lets me know
what the legislative climate is, how to communicate
benefits to our workers and what rules are coming up.
Health insurance cost containment, the growth of HMO's,
actuarial projections and the cost of setting up iew
programs are subjects I know ill find in the pages of
Business Insurance. This unique inf6rmation
medium also gives me the opportunity to see how
other corporations select, implement and manage
their benefits programs.

Business Insurance provides more in-depth
reporting and more current reporting on
more matters of concern and interest to
those of us involved with corporate
insurance programs.
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.business
msuranee
A publication of Crain Communications Inc.

New York: 220 East 42nd Street, N.Y. 10017 (212) 210-0133 Chicago: 740 Rush Street., Ill. 60611 (312) 649-5275 Los Angeles: 6404 Wilshire Blvd., CA 90048 (213) 651-3710
This ad is a dramatization taken from a new Business Insu-ance presentation. If you'd like to see it, contact Don Walsh, Advertising Sales Director, (212) 210-0133.



info

• Two newsletters on pension
and retirement benefits are avail-

able free from Kwasha Lipton:
'Negotiated Pensions in Key In-
dustries" and "Matched Portfolios:

Locking In' a High Investment Re-
turn for Retired Liability." To
order, write Department M, Kwa-
:ha Lipton, Box 1400, Fort Lee, N.J.
)7024.

• A management system that
helps prevent property loss is
discussed in a free booklet from In-

lustrial Risk Insurers, "IRI's Over-

view: A New Management System
rhat Helps Control Human Error."
For a copy, write Communications
Dept., Industrial Risk Insurers, 85
Woodland St., Hartford, Conn.
26102.

• Comdisco Disaster Recovery
Services Inc. offers a free brochure

describing its new coast-to-coast te-
teprocessing backup capability.
For a copy, write Nancy Vestuto,
Comdisco Disaster Recovery Ser-
vices Inc., 6400 Shafer Court, Rose-
mont, Ill.

• A packet on insurance and
risk management services for fi-
nancial institutions is available

free by writing Dick Clarke, Vp,
MeNeary Insurance Consulting
Services Inc., Box 220926, Char-
Lotte, N.C. 28222.

• Runzheimer Reports, a
monthly newsletter on preretire-
ment counseling can assist the
benefit or personnel executive in
preparing an employee for retire-
ment. To order, send $18 per copy
to Scott Eisner, circulation, Runz-
heimer Reports, Publications Divi-
sion, 555 Skokie Blvd., Suite 245,
Northbrook, Ill. 60062.

• Interstudy has prepared ase-
ries of basic background papers
on market competition in health
care which summarizes informa-

tion on the competition strategy
and highlights major issues. "Com-
petitive Provider Arrangement: An
Overview" defines basic terms and

health care options. "A General In-
troduction" explores the cause of
escalating health costs and options
in coping with these costs. "The
Role of Providers, Consumers,
Business and Government" dis-

cusses the methods of competition.
"The Dynamics of Health System
Change" describes four forces that
generate competition and modify
the health system. And "The Chal-
lenge for Hospitals" presents the
impact specifically on hospitals and
suggests methods for the hospital to
engage in effective price competi-
tion. HMOs, health care plans and
competitive medical plans are dis-
cussed. The papers are available for
$4 each, with a 25% discount if the
five-part series is ordered, by writ-
ing Interstudy, Box 2, Excelsior,
Minn. 55331.

• INA Corp. examines the prob-
lems of workers compensation
and suggest ways to make the sys-
tem more efficient and equitable.
For a free copy of "Insurance Deci-
sions: What Ails Workers' Com-

pensation?" Write: Insurance Co. of
North America, Department R,
1600 Arch St., Philadelphia, Pa.
19101.

• The Education and Research

Fund of the Employee Benefit Re-
search Institute has published a
book examing Social Security and
pensions programs. For a copy of
"Retirement Income and the Econ-

omy: Policy Directions for the '8Os"
send $18 for hardbound or $10 for
paperbound to EBRI-ERF Publica-
tions, 1920 N St. N.W., Suite 520,

Washington, D.C. 20036.

• A free brochure on the ad-

ministration and investigation

of workers compensation
claims, designed in question-an-
swer format, is available from

Workers' Compensation Services
Inc. It also has published a set of
booklets on organizing workers
compensation claims, available
for $3 per set. To order, write
Workers' Compensation Services
Inc., 125 Ryan Industrial Court,
Suite 100, San Ramon, Calif. 94583.

Haue a new report, booklet or promo-
tional brochure you'd Zike to send to
buyers of insurance? Business Insur-
ance will describe material costing
tess than $20 as an editorial service in

the weekly Info for Buyers column.
Simply send us a short description Of
the material to be offered, along with

the cost and a mailing address. Ad-
dress all contributions to Info for
Buyen, Business Insurance, 740 N

Rush St., Chicago, Ill. 60611.
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Coming Up !
Agent/ Broker Profiles

Issue Date: June 28, 1982

Ad Closing: June 15, 1982

New York:

220 East 42nd Street, N.Y. 10017 (212) 210-0133
Chicago:
740 Rush Street, IL 60611 (312) 649-5275
Los Angeles:
6404 Wilshire Blvd., CA 90048 (213) 651-3710

Reporting weekly for corporate risk,

employee benefit and financial executives.

The Ideal combinadon

begins with the idea:
Environmental Responsibility

A lovely brook teeming with trout may turn into
a pretty kettle of fish for the manufacturer whose
nearby plant generates toxic or hazardous
waste. Most manufacturing operations face

1 MUTU

analogous problems of waste management ana AND
are likely to be held responsible for any damage
to the environment or to human health.

Until foolproof technology is developed to
protect against hazardous waste contamination,
it is foolhardy not to protect against
environmental impairment liability and potential
financial loss.

At ideal, we specialize in insurance coverage
for this type of liability. For more information on
our Environmental impairment Liability insur-
ance program, including an assessment of
your company's hazardous waste exposure and
loss control, please call or send the coupon.

INSURANCE COMPANY

E OPTIMUM COMPANIES

To: Marketing Department
Ideal Mutual Insurance Company
260 Madison Avenue, New York M.Y. 10016
Telephone: 1-212-685-3300

Yes, I'm interested in the Ideal Environmental
Responsibility program.
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Profit With Dairy Cows
'Icommissions for you

build equity in the herd. These factors can re-
ax Benefits for Clients /Attractive at the same timethat rental income is used to

Now from AgAsset. a proven program for your sult in the realization of 30% a year net after-
clients in the 50% tax bracket. With our Dairy tax return in the context ofa safe and stable
Cow Leasing Program. your clients can achieve investment opportunity.
substantial tax benefits and earn exceptional
returns on their investments. 8 gasset: Proven in the Field

And as the astute advisor who recommends /lAgAsset manages over 17,000 dairy cows
AgAsset's Dairy Cow Leasing Programs. you'll in fourteen states, with an aggregate market
earn attractive commissions. value approaching $20 million. As we enter our

9thyear, we are. the largest company ofour
kind in the country.How the Program WorksA one time cash investment of $ 15,000

is required to secure one unit in the program.
Half-units are also available for 57.500.

The cash investment is coupled with funds
obtained from national lending institutions to
purchase a herd of dairy cows. The herd is then
leased to a dairy farmer who has met AgAsset's
and the lending institutions' stringent criteria
for financial and operational excellence.

During the first year. your clients can write
offa substantial portidn of their investment.
Throughout the term of the
management contract,
substantial additional

deductions are available.

arn Attractive Commissions
Foryour clients in the crunching 50%
tax bracket. dairy cow leasing may be an ideal
investment opportunity. Find out more about
this program and how it can help your clients,
and earn attractive commissions foryou. Write
or call: Jeffrey S. Adler. Executive Vice Presi-

dent. AgAsset Incorporated. Main St.. Salem.
N.Y. 12865 (518) 854-9411. Outside New York:
7611-free (800) 833-2046.

This advertisement is neither an offer
to sell nor a solicitation of an offer to

buy any of these units. Theoffer is
made by Prospectus and only in those
states where the units maybe lawfully
offered or sold.

AAsset
 *NCORPORATED

Greek fires

start to worry
reinsurers

ATHENS, Greece-A rash of
arsons and other fire losses are
worrying foreign reinsurers of
Greek fire risks.

Millions of dollars in claims have
been received recently by the rein-
surers from Greek insurance com-

panies for a series of commercial
and residential fires in Athens.

The reinsurers and Greek fire

insurers are discussing how the
arson threats can be reduced.

"The unprecendented rise in
losses is due mainly to arson, and
we must work for a return to nor-
mality by compelling insured per-
sons to apply much stricter mea-
sures of protection against fire,
however it may be caused," Jerome
Delendas, fire committee chairman
of the Assns. of Insurance Com-

panies in Greece, said in his annual
report.

The group has recommended
that terrorist acts be excluded from
coverage under basic fire policies,
although the coverage for the risk
can be purchased for an additional
premium.

Several recent earthquakes in
Greece have also led to a number of
damage claims, but their effect on
insurers has been relatively light
since the coverage is not widely
bought and no serious damage to a
major industrial facility has been
reported.

The insurers have also approved
simplified policy wordings for gen-
eral fire coverages. And they have
agreed to translate policies into En-
glish to facilitate dealings with for-
eign reinsurers. .

When you're quick to negotiate and bind special risks
...the word gets around.
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hen we say we're fast. we dontmean hasty.
Talk over your clients' excess/surplus needs

with Baccala & Shoop. and we'll come up
with a complete and well-thought-out
proposal every time-even when the cover-
age deadline is just around the corner.
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That's because we can muster everything
required to do the job. Like a staff of selective-
lines specialists. In-house and supplementary
capacity more than adequate for the risk.
On-the-scene binding authority in all offices.

The next time you need fast, expert help in
excess or special risks. just send us a signal.
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Baccala & Shoop
The crack troop in underwriting management

Head Office: 4400 MacArthur Blvd. Suite 900. Newport Beach,
CA 92660. Telephone: 17145 851-2374
Atlanta . Chicago • Columbus, OH • Dallas • Houston • Los Angeles
Minneapolis • New York • Philadelphia • San Francisco • Seattle



Constance A. D'Agosta, 42, was
appointed to the new position of
personnel and benefits director at
Puritan Fashions Corp. in New
York. Ms. D'Agosta is responsible
for employee benefits and person-
nel administration, including
workers compensation. She also
serves as one of the three members

of the corporate pension commit-
tee. Ms. D'Agosta previously held
employee benefits managerial and
administration positions at Puritan.
She has been with the company
since 1967. She has also worked at
Equitable Life Assurance Society
and American General Life Insur-
ance Co., both in New York. She
attended Hunter College in New
York and is currently studying for
the Certified Employee Benefit
Specialist designation. Ms.
D'Agosta is a member of the Coun-
cil on Employee Benefits, the
American Management Assns. and
a board member of the Professional

Seminars Assn. She reports to Joel
Sandleman, vp of administration.

***

Terry Novatnack, 28, joined
Pennsylvania Power & Light Co.
in Allentown, Pa., as insurance an-
alyst, a new position. He will re-
view corporate risk management
programs and devise systems to re-
duce the company's loss exposures.

T'
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Hyatt names H.K. Mueller benefits director
Hyatt Corp. in Rosemont, Ill., has

appointed H.K. Mueller, 28, em-
ployee benefits director. He is re-
sponsible for the design and ad-
ministration of all corporate-spon-
sored benefits. Mr. Mueller was

previously retirement and insur-
ance programs administrator with
Sante Fe Industries Inc. in Chicago.
Prior to that, he was group insur-
ance administrator at Allstate In-
surance Co. in Northbrook, Ill, A
graduate of Valparaiso University
in Indiana, he received a master of
business administration degree
from DePaul University in Chi-
cago. He also serves on the faculty
of DePaul's evening division. Mr.
Mueller replaces Linde Lo and re-
ports to Robert R. Duty, risk man-
agement director.

***

Dennis M. Sheehy, 39, has been
appointed second vp of human re-
sources in planning and policies, a
new position, at Unionmutual
Corp. in Portland, Maine. He is re-
sponsible for compensation, bene-
fits and human resources through-
out the corporation. Mr. Sheehy
was previously human resources
director at Computer Network
Corp. in Washington, D.C., and in-
dustrial relations director at Com-

puter Sciences Corp. in Falls
Church, Va. He also served as a
personnel administrator at Plan-
ning Research Corp. in McLean,
Va., and as a personnel interviewer
with TRW Systems Corp. in Wash-
ington. Mr. Sheehy received a
bachelor of arts degree from St.
Bonaventure University in Olean,
N.Y.,and pursued graduate work
in industrial relations at George
Washington University in Wash-
ington. He served as president of
the Washington Technical Person-
nel Forum for two years and is a
member of the American Society of
Personnel Administrators and the

American Computer Assn. Mr.
Sheehy reports to Judy Stauber, vp
of human resources.

***

S.C. firms form

RIMS chapter
COLUMBIA, S.C.-Employers in

the Columbia area have formed the
Risk & Insurance Management So-
ciety's 74th chapter.

The new group, called the Pal-
metto Chapter, is composed of
manufacturers, utilities, banks,
hospitals and other business con-
cerns. •

comings & goings: buyers
Previously, Mr. Novatnack worked
as an underwriter at Harleysville
Mutual Insurance Co. and held var-

ious local and state governmental
positions. Mr. Novatnack received
a bachelor of arts degree in govern-
ment from Stroudsburg State Col-
lege in Pennsylvania and is cur-
rently studying for the Chartered
Property & Casualty Underwriter
designation. He has also pursued
graduate work in business. Mr. No-
vatnack reports to Insurance Ad-
ministrator Donald FioRito.

***

Ronald A. Dunbar, 45, has been
promoted to the new position of vp
for personnel and administration at
Ryder System Inc. in Miami. He

oversees a 100-member personnel
department that manages the plan-

ning, adminis-
tration and com-
munication of

Il<Z employee bene-
_1 fi:s, compensa-

tion, corporate

, .J 3 policy develop-
- 364*11 ment and other

X Mill personnel
/1rl= functions. Mr. Dunbar received

Mr. Dunbar a bachelor of

arts degree in
economics from Michigan State
University in East Lansing and at-
tended the advanced management
program at Wayne State Univer-

r

sity in Detroit. He reports to Leslie
0. Barnes, chairman of the board.

***

Thomas r- -A
McKenzie is the 1 -*

new director of

risk manage- s(tek.1

ment with Motor r„Freight Express .534 :
in York, Pa. He
is responsible for
insurance, safety
and security and
also acts as house Mr. McKenzie
counsel. Mr.

MeKenzie joined the company in
1971 as director of insurance. Be-

fore that, he was claims manager at
State Auto Insurance Assn. in Indi-

anapolis and an adjuster with State
Farm Mutual Insurance Co. in Du-

buque, Iowa. Mr. McKenzie re-
ceived bachelors of arts and law

degrees from the State University
of Iowa in Iowa City. Mr. MeKenzie
replaces Jack Durkin and reports
to Vp Lester Keck.

.

We'd like to report on staff changes in
your risk management or employee
benefits department. Just drop a note
to Sallie Drury, Editorial Assistant,
Business Insurance, 740 N. Rush St.,
Chicago, Ill. 60611, or call 312-649-
5398. We would also like to receive

photographs.

Need Form 5500

AT,WIT?
Call (202) 638-0463

Insurance Research, Inc.
, 1341 G. St., N.W., Wash., D.C. 20005
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Introducing the first
vision careplantorpeople who

calit see wasting money.
If you'd like an inexpensive yet popular
way to improve your benefits package,
look into John Hancock's VisionCare. It's
a unique coverage that supplements
your existing group program by providing
routine diagnostic and corrective eye care.

VisionCare gives you the expertise in
claims systems·that you've come to expect
from John Hancock. In fact, our exclusive,
on4ine claim processing and certification

system virtually eliminates employerpaper-
work altogether. What's more, VisionCare
is backed by a growing nationwide
network of over 10,000 vision care
professionals.

For a closer look at John Hancock's
innovative, low-cost Group VisionCare
Plan, send in the coupon below Or
call Paul H. Gregg, Vice President, at
(617) 421-6205.

I want a closer look at VisionCare. Please send a brochure to: ......-,-I--'

Title
VSONCIRE

 Company
 Streer
 City Ste 7ip

| Mail to:John Hancock c/o VisionCare, T.54, RO. Box 111, Boston, MA 02117.

10&&&04 Mutual Life Insurance Company
Boston, Massachusetts

7

J
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Neave's retirement won't end involvement
By JOHN H. MILLER

LONDON-Worldly-wise Julius
Neave believes the greatest risk
manager ever to make his name in
the history books was Noah.

The prize should go to the bibli-
cal character because he antici-

pated the great
flood and was

entirely suc-
cessful in avoid-

ing disaster for
both his family
and the animals.

His skill in

4 bringing them
safely to dry
land in the ark

Mr. Neave should be

praised by all in-
surers, he says.

But as a professional reinsurer

someone you should know
with more than 40 years with a sin-
gle British company, Mercantile &
General, Mr. Neave now accepts
that the technological demands of
modern business require a wider
spread of expertise.

He has built his reputation as an
expert ir. his field by meticulous
care and study of current needs.
Now he i: retiring from the group,
where he has been managing direc-
tor since 1980.

After nearly a _ifetime of service
to the insurance industry, his skills
will not be lost. He will stay on
MUG's board in a non-executive

capacity and, la:er this summer,
will join the board of its parent
company, Prude ntial Assurance

(the big London group not to be
confused with Prucential of
America).

Risk management has interested
Mr. Neave eves since he became fa-

miliar with itbng age,
He encourages 2 0 19 eration

within the industry to better han-
dle risks about which : cientif.c
data is scant.

"Cooperaticn and coordination in
many fields s called br so as 1 0
find how risk management can be:t
be employed lc reduce or elimina:.e
dangers in modern developments "
he urges.

Risk potenial is steadly escala:-
ing in many directions, in the judg-
ment of Mr. reave, whc stresses,

"The cuestion of whether the in-

surance industry Jan cope with
su:h a situation depends on the ex-
tent tc which risk management
can. Dimension of catastrophe is on
an ascending curve End every de-
vice to control risk i: needed. In-
surers must lead the field in

acnieving this end.
Tea: of losing a competitive ad-

vantage is a restra. ning factor in
pooling information " he points out.
But this is a false fear that hinders
the full use of technical skill for

loss prevention. Research could be
poiled while preserving competi-
tion in services offered clients, he
says.

Mr. Neave also believes the es-

tai:lishnent of captives can be sup-
ported by reinsurers E their aim is
to improve loss ratios by effective
risk mEnagement, Eu: not if they

Camemnand Colby prmides
D &0 and Fiduciary Liability Coverage for

manyofAmerica's leading companies.
Andwecandothesameforyou.

As underwriting managers,
Cameron and Colby offers
creative solutions for direc-

tors and officers and fidu-

ciary liability coverage that's
based on a thorough under-
standing of your company's
needs and requirements,
and backed by more than
25 years' experience in the
field of professional liability
insurance.

To find out more, contact
Cameron and Colby, 60 Bat-
terymarch St., Boston, MA
02110 (617) 357-8400. Wall
Street Plaza, 88 Pine St.,
New York, NY 10005 (212)
363-8550.

First State Insurance

Company and New Eng-
land Reinsurance Corpora-
tion, activities of Cameron
and Colby Co., Inc.

Cameron and Colby
Rising to the challenge of change.

are set up to defeat or circumvent
accepted market arrangements.

"If a captive is to be manipulated
to get a more favorable rate, or by
selection against reinsurers to ob-
tain an advantageous position, then
support for it should be withheld,"
he urges.

"When I joined M&G, we had a
'maximating' department that went
through piles of bordereau docu-
ments, which detailed every risk,"
he says. "That's in the past. We're
much more empirical these days.

"But underwriting today is char-
acterized by too much capacity
chasing available business and the
outcome is a bid to write at rates

that are technically indefensible,"
he says,

"It's foolish to sacrifice basic un-

derwriting principles for an ap-
parent short-term advantage. Peo-
ple are deliberately writing unprof-
itable lines just to keep investment
income going," he says.

Factors that might bring rating
levels back to profitability, says Mr.
Neave, would be a further decline
in insurer profitability, a catastro-
phe to tap the market's limits or the
collapse of a large insurer or rein-
surer.

"World financial markets are

volatile, and their attractive terms
can vanish overnight. To my mind,
it's becoming clear that the ability
of companies to earn investment
income significantly in excess of
underwriting deficits is already di-

'It's foolish to sacrifice

basic underwriting
principles for a

short-term advantage,'
Mr. Neave says.

minishing."
Meanwhile, M&G is determined

to preach the message of financial
security for its reinsurance buyers,
Mr. Neave says. It has set aside a
record 60 million pounds-more
than $100 million in current values
-to increase reserves.

Mr. Neave, who was in the Nor-
mandy landing on D-Day in World
War II, specialized in marine risks
at M&G after the war before be-

coming assist general manager and
then general manager. After 14
years as general manager, he was
made managing director in 1980.

One of his main services to the

industry was in the formation of
the U.K. Reinsurances Offices

Assn., where he was its first chair-
man for five years, from 1969 to
1974, before being made its honor-
ary president. Now he holds the
honor of CBE, bestowed upon him
by Queen Elizabeth II in 1978 for
his contribution to the insurance

industry's well-being. .

Insurer foresees

'extreme danger'
AUSTIN, Texas-"Around the

corner lurks extreme danger" for
the insurance industry, warns the
outgoing chairman of the Texas
Fire Prevention & Engineering
Bureau.

"The two enemies, inadequate
rating and rising loss costs, are fast
approaching," says Leon Dickey,
senior vp of Trinity Universal In-
surance Co. in Dallas.

He said 1981 was the "worst year
in history" from an underwriting
standpoint, and "1982 will be even
worse."

He suggested that underwriters
with high loss ratios make use of
the Texas bureau, which performs
inspections, prepares underwriting
reports and rates city fire depart-
ments. •



Malloy named executive vp

Peter F. Malloy has been
named executive vp and chief
operating officer of Thomas A.
Greene & Co., the reinsurance sub-
sidiary of Alexander & Alexander
Services Inc. in New York.

Mr. Malloy was most recently se-
nior vp of E.W. Blanch Co. and
head of its New York office.

In addition, John D. Lindh
joined Thomas A. Greene as vp and
underwriting manager in the Chi-
cago office. Mr. Lindh previously
had been a regional manager and
assistant secretary at Trans-Atlan-
tic Reinsurance Co. Paul O.

Dreuth joined the Chicago office as
vp for the casualty facultative area.
He formerly was a vp at RFC In-
termediaries.

Other reinsurer changes:
Bert deBont appointed vp and

reinsurance manager at Arthur J.
Gallagher International Inc. in
Cranston, R.I. He will be responsi-
ble for development of reinsurance
operations, along with interna-
tional business sales and market-

ing.

Agents/brokers
Thomas A. Cook joined Emett

& Chandler New York Inc. as vp
and manager of the marine depart-
ment.

Alden Ames III and Keith G.

Avery named senior vps at Ri-
chard N. Goldman & Co. in San

Francisco. Both had previously
been senior account executives.

Insurers

George A. Eagleson named vp
and manager of The Hartford In-
surance Group's Pacific division in
San Francisco. He had been assis-
tant vp and head of casualty under-
writing operations in the Hartford,
Conn., office. Mr. Eagleson sue-
ceeds Robert J. Bellerose, who is
retiring Aug. 1.

Richard W. Wratten elected se-

nior vp at Fireman's Fund Insur-
ance Cos. in San Francisco. Mr.

Wratten was previously vp and
commercial lines underwriting ex-
ecutive at Fireman's Fund.

Also Ben M. Spillers, now rural
markets executive at Fireman's
Fund, named vp. He was pre-
viously resident vp and Cincinnati
office manager.

Marion L. Griffin elected re-
gional vp of Arkwright-Boston
Manufacturers Mutual Insurance
Co. in Waltham, Mass. He most re-
cently was the Southern regional
engineering manager for
Arkwright-Boston.

Mr. Griffin will be based in the
Atlanta office.

Robert S. Youpa elected presi-
dent of The Federal Assurance Co.

in Miami, a property/casualty in-
surance. subsidiary of Ryder Sys-
tem Inc. Mr. Youpa was most re-
cently an executive vp at Scor Re-
insurance Co.

James E. Crowley named presi-
dent and chief operating officer of
Millers National-Illinois Group in
Chicago. He had been executive vp
Mr. Crowley succeeds William J.
Reid, who was named chairman
and chief executive officer.

K. Neal Murphy joined Bankers
& Shippers Insurance Co. of New
York as vp of underwriting in the
Burlington, N.C., office. Mr.
Murphy was previously vp of Stan-
dard Fire Insurance Co.

Other suppliers
David S. Lockhart joined Eba-

sco Risk Management Consultants
Inc. in New York as senior consul-

tant with responsibility for captive
insurance company management.
He was previously an account exec-
utive at Johnson & Higgins.

comings &
goings: industry

Excess/surplus
Joseph H. Pero elected presi-

dent of Southern Underwriters
Inc., a subsidiary of Ryder System
Inc. in Miami. Mr. Pero had been

executive vp at Southern Un-
derwriters.

Two staff promotions were an-
nounced at Mid-Continent Un-
derwriters in New Orleans.
Charles W. Attaway named vp
for underwriting and John R. Her
bert named vp of finance. .

Business Insurance:
Please E] enter or 0 renew my subscription
at $40 for a full year, 52 weekly issues.
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YourBestBenefit
PackageIncludesPAID
By adding PAID Prescriptions - you get the plan
that saves you money by eliminating wasteful
abuse, minimizes clerical errors and ensures
tighter claims controls.

If your plan doesn't have PAID's benefits, you're
missing a lot. And if you have another drug
or vision claims processing plan, find out
what you're missing.

PAID Prescriptions adds that essential
"plus" factor that does much more for
you.

First, we cover vision and hearing as t
well as pharmaceutical claims. And
because we pay claims quickly and
accurately, the PAID card is wei-
comed by more than 60,000 providers
in the 50 states, Canada, Puerto Rico
and Guam.

Second, we're part of Computer Sci-
ences Corporation, the world's leader
in inforrmation services. Our finan-

cial stability means we'll be here
when you need us. -'*mt:
Third, through our remote com- 123--
puter network, INFONET, we are - //167
able to verify eligibility for bene- AtgEI'
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daily card production turnaround time is substan-

tially better than our competitors.

And sixth, PAID's computerized audit of claims
saves money - often it saves enough to

cover our nominal administrative fee. PAID's

audit system reduces invalid claims and
eliminates over-charging and errors.

Six good reasons to learn more about
PAID. If you don't your competition

Will.

Get your information package
i bycalling (800) 631 -1679. Or,
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07652.
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1 PAID Prescriptions. . .
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Congress to consider health benefit tax cap
By JERRY GEISEL

WASHINGTON-Congress this
month is expected to give close con-
sideration to imposing a cap on the
amount of tax-free health insur-

ance an employer can provide to
employees.

The idea of a tax cap is gaining
more support as one way to curb
the size of the federal deficit.

According to one proposal now
circulating, an employee would
have to pay income taxes on any
employer contribution that exceeds
$150 a month for family coverage
and $60 a month for individual cov-

erage. Many employers now spend
more than those proposed limits.

The proposal, which would be
considered by the Senate Finance
Committee, is expected to draw op-
position from labor unions that

washington
view the idea as a benefit cut.

Some employer groups also are
opposed because they believe a tax
cap would impose new administra-
tive burdens on companies. For ex-
ample, employers who fund group
health insurance programs through
retrospectively rated plans, in
which the premium is adjusted
based on the firm's experience,
would have difficulty measuring
premium costs at the beginning of a
fiscal year.

More pension plans
Employers last year set up a rec-

ord number of retirement plans.
Some 81,537 defined benefit and

contribution plans were established
in 1981, up sharply from the 1980
record of 69,342, and a dramatic in-
crease from the 28,124 plans set up
in 1976 when employers were still
confused about the new reporting,
vesting and fiduciary requirements
laid down by ERISA, the pension
reform law.

The huge increase in plans indi-
cates that the private pension plan
system is "alive and kicking," said
Sophie Korczyk, an economist and
research associate at the Employee
Benefit Research Institute, a Wash-

ington-based benefit think tank.
The desire of employers and em-

ployees to defer taxes and the in-
creased sophistication about pen-

sion plans are the key reasons why
the nation's private retirement in-
come network continues to expand,
Ms. Korczyk said.

Of the 81,537 plans established in
1981, 23,789 were defined benefit

plans and 57,748 were defined con-
tribution plans.

Planning to leave
Some 373 non-profit hospitals

have filed notices with the federal

government that they intend to
withdraw from Social Security by
1984, according to a new report.

The report, issued by the House
Ways and Means Social Security
subcommittee, says that 63 hospi-
tals have filed notices that they
may withdraw this year, while 302
hospitals have notified the govern-
ment that they may opt out in 1983.

5 REASONS CONTROL DATA
TECHNOLOGY GIVES YOU

BETTER HEALTH BENEFITS
MANAGEMENT.

We pioneered fully-automated claims processing systems more
than a decade ago. Control Data's Benefit Services can help
you manage your self-insurance programs more effectively and
efficiently than ever before - in five important areas. With tech-
nology that delivers accuracy, consistency, and timeliness in
claims processing, valuable management information and real
cost savings.

1 0 interpretations of benefit plan provisions, legitimate
Computerized accuracy.
Through state-of-the-art computer technology and exact

claims are paid accurately and consistently. Benefit Services'
error rate is a fraction of the industry average. This more accu-
rate processing means less cost and better employee relations.

20 the fee allowance, computes deductibles and coin-Consistency in claims processing.
This system automatically checks eligibility, determines

surance. It also checks history for duplicate claims and coverage,
applies special benefits rules, generates payments and explains
those payments to both employee and providers. We think com-
munication of benefits is important. When needed, our highly
qualified claims examiners are there to explain and assure a
full and fair review of outstanding claims.

3 Timeliness of payments.
Employees file directly with Benefit Services, sending

0 a short form along with itemized bills. Eligibility is
determined from data supplied by you. Routine claims are
typically turned around in less than a week. At client option
we can cycle payments every two to three weeks to retain
operating capital.

0 health plan is being used, and how healthcare is being
Management information reports.
We can help you capture the essence of how your

delivered to your employees. Problem areas can be pinpointed -
in procedures, diagnosis, treatment and delivery of healthcare.
Benefit Services uses more than 8,000 diagnosis and procedure
codes (vs. the usual 25-100) including CPT-4, ICD-9, UB-16 and
ADA protocols. We believe health costs should be managed,
so we supply you with the detailed information you need to
help control your benefit funds. We can also prepare customized
evaluations for you or your consultants.

10 and dental claims through the consistent coordinationCost savings.
Benefit Seivices can help you save money on health

of benefits and the monitoring of prevailing fees in your area.
You can also realize genuine cost savings through the accuracy
of Benefit Se,vices fully-automated claims processing system.

Call us today.
Let us show you how to better manage your self-insured benefits

programs through applied computer technology.
Call us at : 214/385-5666.

Or mail this coupon to:
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g @ CONTROL DATA
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as projitabie business opportunities

Benefit Services Division

Control Data Corporation
14801 Quorum Drive, Suite 301
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Another eight hospitals filed no-
tices to withdraw in 1984.

The hospitals want to take ad-
vantage of a loophole in the Social
Security Act that allows non-profit
employers, known as 501(c)(3) or-
ganizations, to withdraw two years
after they notify the Internal Reve-
nue Service of their intentions.

Once an employer withdraws, it
cannot return to the program

Ninety-one hospitals in Chicago
-more than in any other city--
have filed withdrawal notices.

Other cities where a large number
of hospitals have filed withdrawal
notices include: San Francisco, 47;

Philadelphia, 42; New York, 36;
and Kansas City and Dallas, 34
each.

New appointee
Leland S. McCullough, an attor-

ney with the Salt Lake City law
firm of Moyle & Draper, has been
appointed to represent small em-
ployers on the Labor Department's
Advisory Council on Employee
Welfare & Pension Benefit Plans.

The council advises the secretary of
labor on ERISA and other retire-

ment issues.

Mr. McCullough, who has been
involved in a wide variety of issues
affecting small employers, will
serve on the 15-member council

until Nov. 14, 1983.

He replaces Harold Kneen,
director of employee benefits at
IBM Corp., who resigned March 31.
Mr. Kneen is retiring from IBM.

Rebuilding funds
The Reagan administration is ex-

pected to ask Congress to pass legis-
lation to give Wolf Trap Farm
Park, the famed entertainment

center, the money it needs to re-
build its outdoor theater that was

gutted by fire in April.
Under current plans, half of the

money from the federal govern-
ment would be a grant. The other
half would be a loan that Wolf Trap
would repay from private contri-
butions and receipts.

The cost of replacing the gutted
theater, known as the Filene Cen-
ter, has been estimated at $17 mil-
lion to $20 million. The theater was
not insured. A sprinkler system
that possibly could have saved the
structure was 95% complete at the
time of the fire.

Wolf Trap's summer season,
which starts this month, will go on
as scheduled, but performances
will be conducted from a tem-

porary structure.
The cause of the April 4 fire,

Wolf Trap's third since 1971, has
not been determined. Wolf Trap is
in Vienna, Va., about 20 miles from
downtown Washington. .

Florida verdicts

above average
SOLON, Ohio-Awards handed

down by Florida juries may be the
highest in the nation, according to
Jury Verdict Research Inc.

A recent survey conducted by
the group showed that, to date,
Florida juries have awarded 56
million-dollar verdicts, an amount

topped only in New York and
Pennsylvania. However, both of
those states have much higher pop-
ulations

According to the survey, verdicts
in Florida are 25% higher than the
national average for similar cases.
Verdicts handed down in Dade

County, which includes the city of
Miami, averaged 32% above than
the national average.

The lowest verdicts in Florida

were handed down in the state's

northern counties, but they still ex-
ceeded the national average by at
least 13%. .



The Computer ...

There isn't an insurance company worth its premium
that doesn't depend on the computer.

The Travelers maintains a very sophisticated computer
system that, when teamed with our professional dental

claim specialists, results in the most efficient and
effective dental claim service in the industry.

It allows our independent agents to maintain their
individual contact with their insureds, while

eliminating the costly paperwork generally involved
in handling most claims.

And each of our Explanation of Benefits forms
* 2-LilluLV, bears the name and telephone number of the claims

(* {(PIA) specialist responsible.
-   RANCE AGE If your employee has a question or needs a benefit

clarification, he or she can call and get an answer immediately. 
Simple. Fast. Direct. It's what you'd expect from ..7..

The Travelers, a leader in Group Dental Insurance.
We're out front and pulling away.

The Travelers Insurance Company and Affiliated Companies, One Tower Square. Hartford. Connecticut THETRAVELERS
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Asbestos awards won't be structured: Experts
By STACY SHAPIRO

LONDON-The claim, the cause
and the method must be right be-
fire British insurers will struiture

1.ability settlements using periodic
Fayments, according tc brokers, in-
skrers and other experts.

And claims resulting from long-
latent injuries from asbestosis or
DES exposure just aren't right for
tne structured settlement tech-

rique.

"Cases like DES are not gocd for

structured settlements said

Dennis Sarni an economic consul-

tant for the Lit.gation Support
Corp. in San Rafael, Calif., who
gave a sem:nar for brokers, claims
managers and underwriters here.

Periodic payments are best used
in personal injury and w.·ongful
death cases like airplane crashes
and hotel fires where lon-term in-
come needs and medical expenses
can be clearly measured, Mr. Sarni
said.

"Special damages are readily cal-

es*sts
NORDSTERN

SERVICE INTERNATIONAL (U.S.) INC

iici. 17: AMSTERDAM BRUSSELS COLOGNE LOWOON MADRID BARS ZURICH

116 JOHN STREET SUITE 406. NEW YORK, N.Y. 10038· TELEPHONE (212) 227-2224

culated," he said.

Insurers can calculate total say-
men ts by accling a person's medical
expenses t) compensatory payrent
for time off work.

And i f a person has died, E say-
ment can bE adjusted by hovc big
he cr she nght have lived and how
much he cr she might have earned
and spent -r. life.

' But general damages are an-
other matter. Pain and suffering
are not cLantifiable," said Mr.
Sarni.

Periodic payments probably
won't be used for asbestosis claims

because they won't be :arge
enoigh, adis Lloyd's underwriter
Lesley Keip

Usually .eriodic payments are
used when an award is so big :hat it
would be best for the claimant and

the insurer to spread payments
ever a number of years to giaran-
tee income,BI, July 20, 1981).

The injured party can receive
monthly, q.arterly or yearl pay-
ments on a tax-free basis and the

insurer can save money by invest-
I ing in annuities or bonds that will

yield these payments.
"But I am hoping that the ( asbes-

tosis) settlements will be small

enough not to warrant structured
settlements," Mr. Kemp said.

"We haven't known anything
like asbestosis before, so we really
do not know how to react to it," Mr.
Kemp said.

London excess insurers, how-
ever, remain very interested in pe-
riodie payment techniques and
they are not novices at them.

"We have been involved in

structured settlements for 10 years,
especially in the medical malprac-
tice fields," said Mr. Kemp.

Often excess insurers, such as

Lloyd's, initiate settlement through
periodic payments after primary
and self-funded layers of coverage
are eaten up.

The technique has been good for
policyholders as well as the insur-
ers, Mr. Sarni points out. The less
the excess insurer pays, the less
likely it is for the policyholder to
see a cancellation or a premium
hike.

Even when the claim is right and
the insurer interested, structured
settlements are not easy to use.

Trying to convince the plaintiff's
lawyer that a periodic payment
schedule is the best method to pay
claims is difficult, London sources

say.

And who structures the settle-

ment for the insurer or the defend-

ing company is another controver-
sial matter.

Insurers and their policyholders
should decide who can best handle

the details in setting up the periodic
payments-their attorneys or an
outside consulting firm, un-
derwriters say.

But often an outside consult is
used to advise both sides of a case.
The consultants also find the annu-

ity insurer or bonding company to
carry out the settlement.

In the United Kingcom, most in-
surers are willing to work with an
intermediate consultant, but some
American law firms seem to be op-
posed to these agencies, one Lon-
don claims manager said.

"If our attorneys feel they should
go to someone like Mr. Sarni, they
would go to him," said Alan Priest,
who manages the North American
claims desk for Dominion Insur-

ance Co.

"But sometimes they frown on
the idea because they think they
have the expertise in their firms,"
he said. "They feel they are just as
expert."

Health insurers told to aid employers
By JAMES C. LAWSON

NEW YORK-Benefit managers
may feel they're stuck in thE m.d-
dle of the zost-containment game,
unable to pass go and collect :av-
ings on their health plans.

But they don't have to be a_one
in their trek. Health insurers

should actively help employers
control r.s:ng health care costs,
Clark C. Havighurst, a health care
industry expert, told more than 100
insurance executives who attended
the annual American Insurance
Assn. conference in New York.

Health c are expenditures. ac-

cording to the Health Insurance
Assn. of America, currently repre-
sent 9.4% of the gross national
product. The health care industry
and health care expenditures con-
tinue to grow, despite the current
recession that has stifled many
other industries.

"The health care industry seems
to be recession-proof," Mr. Havigh-
urst, a professor of law at Duke
University, said.

Providers continue to raise

prices, he added, because "provid-
ers seldom face the effects of their

decisions."

Describing the role insurers now

No matter how much you
know (or don't know) about
marine insurance. it's nice

to have expert help. And
that's exactly what you get
when you deal with the larg-
est independent marine un-
derwriter in the sunbelt

coastal states (including
California). From ocean
cargo and hull insurance to
protection and indemnity, to
primary and excess liabili-
ties. Commercial Marine Un-

derwriters is your one-stop
source for fast. reliable and
cost-effective marine cover-

age. World-wide. Don't settle
for less. Make sure you work
with the experts at Com-
mercial Marine Under-
writers. You'll make a lot
more money if you do.

Commercial
Marine

Underwriters,
Inc.

9700 N.E. 2nd Avenue

Miami Shores. Florida 33153
(305) 756-8500, 1-800-327-8793
(In Florida 800-432-0420)
Telex: 807049

Branch Offices:

New York, NY • Encino, CA

play in the face of federal cost
shifting that puts more of the hos-
pital reimbursement burden on the
private sector, Mr. Havighurst said,
"Health insurers have been the

payers of last resort. They have
been the patsies all of the time."

The medical profession, he said,
has worked to teach insurers that

they don't have the responsibility
for cost containment. And insurers

have allowed that to happen too
easily, he added.

"Insurers are too ready to see the
responsibility for containing health
care costs assumed by someone else.
They should be more aggressive
about controlling health care
Costs."

Their reluctance to do so, Mr.
Havighurst said, makes "the insur-
ance industry part of the problem."

Mr. Havighurst teaches anti-
trust law, economic regulation and
legal issues in health care at Duke.
A member of the Institute of Medi-
cine of the National Academy of
Sciences, earlier this year he auth-
ored the book "Deregulating the
Health Care Industry," which sug-
gests that some of the insurance in-
dustry's problems rest with the
health care providers.

While Mr. Havighurst's sugges-
tions interested many of the execu-
tives in the audience, one Midwes-
tern insurance executive ques-
tioned whether the "get-tough" ap-
proach to cost containment would
work for insurers.

"I don't think there is much
chance insurers can get a handle on
this," the executive told Mr. Ha-
vighurst.

Offering some specific sugges-
tions, Mr. Havighurst said insurers
can become more aggressive by re-
lying less on professionally spon-
sored peer review organizations to
audit claims and monitor physi-
cians' services.

While peer review organizations
can be effective in some cases, they
represent a conflict of interest that
only benefits the medical pro-
fession in the long run, he noted.

"Doctors don't always know
what's best," he told the insurance
executives.

"You should not shrink from

bargaining with providers. Bargain
with them as individuals. If provid-
ers won't relent, then refuse to deal
with them. The insurer will have to

steer the patient away from that
provider." •



Risk management teams can run
without fear in Crain's Challenge

CHICAGO-Crain'% Business

Burnout isn't a new type of busi-
ness interruption coverage, nor is it
a new type of occupational disease
claim.

It's the corporate team competi-
tion of the Crain's Challenge, a
12,000-meter (7.4-mile) charity
footrace to be held at 7:30 a.m. Aug.
1 in Itasca, Ill.

Crain Communications Inc.-
publishers of Business Insurance,
Advertising Age, Crain's Chicago
Business, Industrial Marketing and
other business and consumer publi-
cations-is co-sponsoring the event
with Stouffer's Corp., The Hamil-
ton Lakes Racquetball & Sports
Club, Sparkomatic and Trammel
Crow Co.

All proceeds from the race will
be donated to the Chicago Heart
Assn.

-

The Crain's Challenge also
features a pre-race clinic, featuring
noted runners Allison Roe and Jim
Ryun, to be held the evening be-
fore the race at The Hamilton Hotel
in Itasca.

Ms. Roe, a 24-year-old New Zea-
lander, won the women's division
of the 1981 Boston Marathon and
was named female runner of the
year by The Runner magazine. Mr.
Ryun, 34, the former world record
holder in the half-mile and mile,
came out of retirement two years
ago to concentrate on longer dis-
tances.

The race course winds through
the Hamilton Lakes area and resi-
dential Itasca, northwest of Chi-
cago. Nearly 2,000 runners are ex-
pected to hit the road on race day.

Awards will be given to the first
three finishers in each age and sex
category.

Business Insurance will be pres-
enting a special trophy to the best
runners representing the insurance
field in the Crain's Business Burn-

out competition. The first corporate
team of five members, including
one female runner, to cross the fin-
ish line will win. Winning team
members will receive Sparkomatic
car stereo equipment as well as a
trophy.

Prizes will also be awarded to

NAl B opposes
health benefit tax

WASHINGTON-A proposal to
tax some employee health benefits
would be unworkable and inequita-
ble, the National Assn. of Insurance
Brokers says.

The proposal, currently before
Congress, would increase an em-
ployee's taxable income by the
amount that company-paid health
plan contributions exceed $150 a
month for family coverage or $60 a
month for individual coverage.

Employer contributions usually
exceed those amounts, an NAIB
spokesman points out, explaining
that the plan would discriminate
against older workers and those
living in high medical cost areas.

The NAIB also opposes the legis-
lation because, it says in many in-
stances, entire health plans would
have to be restructured.

The group also explains the plan
would hinder the growth of health
maintenance organizations, which
charge higher rates for more com-
prehensive coverage. .

teams representing the advertis-
ing/communications, financial ser-
vices, health care, legal, real estate
and manufacturing equipment in-
dustries

Each runner will receive : race

packet, including a T-shirt.
Corporate team rosters and entry

forms with fees for Crain's Busi-
ness Burnout must be submitted

before July 16. The corporate entry
fees are $450 for 30 runners. $350

for 20 runners, $200 fer 10 runners
and $125 for five runners.

Individual entries are in the
Crain's Challenge are also wel-
come. The entry fee for individuals
is $8, or $8.50 for race-day registra-
tion.

To receive a registration form,
call or write Bob Felsenthal,
Crain's Chicago Business, 740 N.
Rush St., Chicago, Ill. 60611;312-
649-5372. •
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OVERVIEW
The management system

that helps control
human error.

So you can controlloss.
OVERVIEW is a unique set
of management programs
developed ty Industrial Risk
Insurers to help control
human error.

OVERVIEWallows the top
management of commercial,
industrial, or institutional
organizations to manage its
loss prevention and control
programs, and to guide its
staff during the implementa-
tion of these programs.

OVERVIEW offers action

&ritra.

000

A

plans that help
managers evaluate
their present programs

for protecting prop-
erty, production,

and profits.

OVERVIEW

explores 14
major areas of an or-

ganization's defense
against loss by pro-

viding essential
background
information:

• impairments to
protection systems

• smoking regulations

• maintenance

• employee training
• new construction

• insurance company
recommendations

• pre-emergency

planning
• hazardous materials

evaluation

• cutting,

j welding, and
i other hot work

• loss prevention
inspection

- • fire protection and
security surveillance

• fire protection
equipment inspection

• process hazard evaluation
• proper housekeeping

OVERVIEW provides insur
ance agents and brokers with
a working knowledge of loss
prevention and control pro-
grams, enabling them to
deliver better service to their
clients.

OVERVIEW. Contact your
nearest IRI field office for
more information.

The moreyouknow about IRI, the moreyouknow about
commercial and industrial property insurance. 11dustrial

01'.5,0. ]urers
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Most computer fraud undetected: Expert
By STACY SHAPIRO

LONDON-Disgruntled mis-
tresses have a better chance of

knowing about computer fraud
than company auditors and manag-

ers, a British security expert con-
tends.

Corporate auditors discover
about 10% of the computer crimes
committed, according to Michael
Comer, director of Network Secu-

WHY ITS GOOD BUSINESSTO HAVE RANGER'S
SPECIALIZED PROTECTION

Our kind of
specialization means a
more knowledgeable

handling ofour customers'
insurance needs.

The dictionary SayS that to specialize is"to concentrate one's
efforts in a special activity or field..." That's just what we
have been doing for many years - providing specialized

products and services to our customers on the best possible
basis at all times.

** RANGER
  INSURANCE COMPANY

• A Subsidiary of

A
Anderson Clayton

Atlanta • 404-457-7211 (RO. Box 105028) 30348

Denver • 303-779-8383 (RO. Box 3195) 80111
Houston • 713-622-6500 (RO. Box 2807) 77001

Kansas City • 913-649-5500 (RO. Box 8650) 64114

THE SPECIALISTS

rity Management Ltd. And man-
agement discovers another 10% of,
the fraud committed, he says.

But perpetrators' disgruntled
mistresses prove to be even better
sleuths, reporting about 20% of the
computer fraud committed,·Mr.
Comer says.

"So, wouldn't you say that the
company should fire the auditors
and hire disgruntled mistresses in-
stead?" Mr. Comer asked members
of the Assn. of Insurance & Risk

Managers in Industry & Com-
merce.

At least half of the computer
crime incidents that are discovered,
however, are found by accident be-
cause companies require few, if
any, employees to look for fraudu-
lent acts.

"I am prepared to be. there is no
job description that says 'You will
detect fraud,"' he said.

The reason most managers and
auditors have a hard time detecting
computer fraud is that they are too
honest and cannot realize that any-
one would be so devicus. "Honest
managers tend to underrate fraud,"
said Mr. Comer, who has been a
law enforcement and security offi-
cer for the past 20 years.

Despite this trust, Mr. Comer es-
timates that at least 759 of an aver-

age workforce is capable of com-
mitting a crime against the com-
pany.

"In the average workforce, about
25% are totally honest and would
not steal at any time. About 25% are
totally dishonest and will steal any-
thing all the time. And about 50%
are as honest as control allows," Mr.
Comer said.

But only certain employees can
commit computer crimes, Mr.
Comer said. An employee must
have access to the computer and
know how the computer works.

Most computer crime is commit-
ted by lower-salaried employees
that have access to the computer,
not the top brass.

"The clever boys who input the
programs are not the major part of
loss," Mr. Comer said.

Besides access and knowledge,
employees also must have the time
and a need for committing the
crime. "Some steal for pure greed,"
said Mr. Comer, while others really
need the extra cash.

But sometimes there is a psycho-
logical motivation for computer
crime, he said. Many young people
consider computers to be toys and
"public property," and often break
into a company's computer system

for fun.

But companies can combat the
ever-increasing.risk of computer
crime if they beef up their security,
Mr. Comer says.

The attitude of management is
an essential ingredient of any secu-
rity plan, Mr. Comer explained.
The company's top officers must
recognize the threat of computer
crime.

A corporation should appoint
employees on all levels of the
workforce to identify which of
their fellow workers could be

prone to stealing from the com-
pany, he says.

But whatever security measures
are taken, the risk of computer
crime is ever-increasing, Mr.
Comer said. The trend toward

simpler computer programs may
open a company to an increased
crime risk as more and more em-

ployees gain access to computers,
said Mr. Comer.

"Computer manufacturers are
trying to make programs more sim-
ple. They effectively bypass the
conventional controls of your sys-
tem," Mr. Comer said. "And with a
new breed of people coming
through and the use-friendly
modes implemented, security
should be thought of seriously." .

Firms can take variety of steps
to stop arson: Security officer

LONDON-Security managers
can have a tough time determining
who is a potential arscnist, says a
security officer for a major British
insurance group.

"An arsonist may be an employee
or break in from the outside," said
Derek Skillin, chief fire and secu-
rity surveyor for the Eagle Star
Group. "Children pose a particular
problem."

top>
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But risk and security managers
can stop a would-be arsonist by
taking 'added precautions in the
workplace, Mr. Skillin told the an-
nual meeting of the Assn. of Insur-
ance & Risk Management in Indus-
try & Commerce.

The precautions should begin
when a building is constructed, Mr.
Skillin said. Non-combustible ma-
terials should be used wherever

possible, work areas should be
compartmentalized to prevent the
spread of fire and sprinkler sys-
tems and other fire-prevention de-
vices should be included in the de-

sign.
"Arsonists usually hit in more

than one place," said Mr. Skillin, so
architects should keep that in mind
when designing a building.

The layout of a building is very
important, said Mr. Skillin. Em-
ployees should not have to pass
through any part of the workplace
that is unmanned, he added.

Once the facility is operational,
management should be sure that
solvents are kept in a locked area
outside the building, he said. Waste
should be removed from the build-
ing at the end of each day, and not
be stacked near roadways.

Also, there should be tight con-

trol over who has keys to the build-
ing, he explained.

A company, of course, should in-
stall alarms so that intruders are

quickly detected. Fences and bar-
riers should be constructed to re-
strict access to the site, but Mr.
Skillin advised the risk and secu-

rity managers to make sure that
trees do not extend over the fences,
enabling an arsonist to elude the
best security devices.

In order to do their jobs properly,
management needs to give security
personnel clear and precise
instructions. Mr. Skillin also advo-
cated closed-circuit television sur-

veillance and dusk-to-dawn light-
ing to help security guards detect
intruders.

Security personnel can also be
aided by other employees, he ex-
plained. The workforce should be
told to report any suspicious activ-
ity immediately.

Vacant buildings are prime tar-
gets for vandals, Mr. Skillin said, so
any overgrown vegetation should
be cleared and the windows of

abandoned buildings should be
boarded.

Finally, he suggested that·em-
ployers select employees with care,
especially part-time labor. .

CICA elects new officers
NEW YORK-The Captive In-

surance Cos. Assn. Inc. has elected
new directors and officers for 1982-
83.

The new CICA officers include:
• President-Charles J. Eades,

Tennessee Insurance Co. of Nash-
ville, Tenn.

• Vp for programs-Joseph I.
Cline, Republic Steel Service
Group Inc. of Cleveland.

• Vp for membership-Richard
R. Luther, The Great Atlantic &
Pacific Tea Co. of Montvale, N.J.

• Vp for legislation-William C.
Lawter, Conoco Inc. of Houston.

• Treasurer-Z-Edward P. Lalley,
Ideal Mutual Insurance Co. of New
York.

• Secretary-A. Grant Whitney,
Belk Stores Insurance Reciprocal of
Charlotte, N.C.

The new directors elected at the

meeting are:
• Duane E. Allen, The Hanna

Mining Co. in Cleveland.
• Robert J. Jones, Consolidated

Risk Ltd. of Dayton, Ohio.
• Peter F. Lopez, Pinetree Gen-

eral Insurance Co. (Bermuda) Ltd.
in New York.

• Don H. Stall, Battelle Memo-
rial Institute of Columbus, Ohio.

• Robert W. Wieland, Michigan
Licensed Beverage Assn. of Kaw-
kawlin, Mich.

CICA, founded in 1972, has more
than 200 members. Its activities in-
clude educational conferences to

further the concept of captive in-
surance company management.

It is also actively supporting
pending legislation, H.R. 6114, that
would allow tax deductions for pre-
miums paid to captive insurance
companies. .



LONDON-British risk and in-

surance managers are not immune
from layoffs in light of the nation's
Lroubled economy.

"I am constantly in fear of the
chop," said one insurance manager
for a British retailer at the annual

meeting of the Assn. of Insurance
& Risk Managers in Industry &
Commerce in London last month.

Companies have already cut
the size of their risk management
and insurance departments, ac-
cording to Dennis Farthing, group
risk manager for Rank Xerox Ltd.
The size of the average British cor-
poration's insurance staff, includ-
ing secretarial personnel, has
dropped to five people in 1981 from
6.25 staffers in 1977, according to
statistics Mr. Farthing has com-
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Layoffs threatening some U.K. risk managers
By STACY SHAPIRO

Hospices
multiplying,
study shows

NEW YORK-Health care pro-
viders are increasingly accepting
Lhe idea of hospice care for the ter-
minally ill, according to a study by
Johnson & Higgins.

The number of organizations of-
fering hospice care nearly doubled
last year with the total now ap-
proaching 700, the survey reveals.

The report defines hospices as
means of providing psychological
counseling, nursing and other
health care needs to those beyond
medical help. The setting can be a
private residence, nursing home or
a special facility either in or out of
a hospital.

"On a sociological level we accept
death as part of life. On a personal
level we deny that death will hap-
pen to ourselves and loved ones.
Hospices help overcome the very
irrational behaviors that accom-

pany such denials," says Chris-
topher K. Goldsmith, who con-
ducted the study.

"There's surprisingly little dis-
agreement that hospices are a
proven answer to this difficult
problem: how to make the last days
of those beyond help more com-
fortable and dignified."

A lack of financial support is the
most pressing problem for hospices,
according to the survey. Almost
half do not qualify for health insur-
ance reimbursement for some or all

of the services they provide.

Mr. Goldsmith says that health
care providers, insurers and em-
ployers should alleviate the fund-
ing problems since hospices can
provide cost relief as well as hu-
manitarian services.

"Our survey showed that if a hos-
pice program is successful in creat-
ing a supportive home care en-
vironment, all necessary nursing
and medical services can be pro-
vided, in or out of hospitals, for less
than $10,000 on the average for a
six-month period," he says.

"This is less than a third of the

cost of full-time hospitalization."
To secure funding for hospice

services, Mr. Goldsmith recom-
mends:

• A national licensing program
should be developed to qualify hos-
pices for insurance reimbursement
for a full range of services.

• The insurance industry should
develop a premium structure for
providing hospice coverage.

• Corporations should look into
self-funding hospice benefits,
which could be the preferred ap-
proach, Since relatively few em-
ployees would ever use the benefit,
the cost savings over long-term
hospitalizations are significant, Mr.
Goldsmith says. .

Filed,
However, "I think we have done

pretty well," said Mr. Farthing, ex-
FlaininB that the average size of a
risk management department at a
U.S. company was only 4.8 people
in 1981.

But the layoffs may not have
abated in Britain, where the re-
cession has cut deeper than in the
United States.

"Industry is struggling like hell
to reduce cost. They are now look-
ing at the overhead and the insur-
ance department is part of it," he
said. Executives are wondering if
they can drop their insurance de-
partments and still receive the
same coverage, he added.

"What is an insurance manager
doing that a good broker cannot
do?" Mr. Farthing asked the risk
and insurance managers. Many

managements are tempred to scrap
their insurance departments and
turn increasingly to their brokers,
he said, adding that 83% of British
companies use a broker anyway.

Collecting data from AIRMIC,
the Risk & Insurance Management
Society, the Department of Trade
and a government document called
The Employment Gazette, Mr. Far-
thing estimated that a British risk
or insurance manager was paid
13,492 pounds (approximately
$23,000) annually.

A male insurance clerk earns

about 6,320 pounds ($11,375) an-
nually, though a woman in the
same position makes about 2,000
pounds ($3,600) less.

Taking into account secretaries,
other staff members and the cost of

employee benefits, the personnel

costs of an "average" insurance de-
partment are about 73,300 pounds
($132,000) annually, Mr. Farthing
said.

According to his statistics, the
staff costs of British risk manage-
ment and insurance departments
range from 37,000 pounds ($66,000)
for a one-manager, one-secretary
operation to 250,000 pounds
($450,000) at major corporations.

Only a few companies, however,
pay enough premiums to justify the
cost of their insurance depart-
ments.

"Almost 45% of managers are
directly responsible for less than
500,000 pounds in premium," Mr.
Farthing said. "So the average de-
partment's cost is 15% of premium."

"The inference here is insurance

managers with large departments
are vulnerable to attack," he said.

Insurance managers can protect
themselves from layoffs if they
take the proper steps, Mr. Farthing
noted.

The insurance department
must become more efficient. "In-

surance managers are turning their
backs on modern technology," he
said. "It behooves any insurance
manager to look at data pro-
cessing."

The insurance manager should
concentrate on those things that he
can uniquely perform-"what no
one inside or outside the company
can do," Mr. Farthing said.

"How can we check, to make
ourselves fireproof from the
brooms wiping the cupboard
clean?" Mr. Farthing asked.

"Take a positive stance, and you
will be the director's delight." .

ERISCO... THE BEAUTY IS IN THE DETAIL.

In these days of mounting recordkeeping and health
claims costs, companies are taking a closer look at their
benefits systems. In a time when benefits managers are
looking for long-range results, Erisco has the answers.
That is why over 400 companies, including many Fortune
500 corporations, choose Erisco's ImpleFacts and
ClaimFacts systems for their recordkeeping and on-line
health claims programs. They found the beauty of what
Erisco offers is in the detail.

Detail in ClaimFacts, the on-line health claims proc-
essing system, offering automatic eligibility verification,
automatic adjudication, COB, correspondence and
payment for Corporations, Insurance Carriers, Blue
Cross/Blue Shield plans, Third Party Administrators and
Taft Hartley plans. Detail featuring user-oriented and
easy to use displays, complete financial control and
meaningful cost containment of health reporting benefit

*Facts ClaimFacts

9

a

Learn about the beauty in

the details of ImpleFacts
and ClaimFacts. Send today
for "ImpleFacts Record-

keeping" and/or "ClaimFacts
Health Claims Processing"
Information Package.

ClaimFacts Erisco Inc.
ImpleFacts For Your Benefit

1700 BROADWAY, NEW YORK, NY 10019, (212) 247-2444

A Thomas National Group Subsidiary c

r

expenditures. Detail in ImpleFacts, the deferred benefits
recordkeeping system offering video display terminals,
faster payouts, eligibility monitoring, activity monitoring
and special feature support for Thrift/Savings, Profit
Sharing, TRASOP, ESOP, Stock Option, IRAs and
401(K) salary reduction plans - for Corporations, Banks,
Insurance Carriers and Consultants.

Erisco offers other details like current and future

planning requirements before any system is installed,
thorough training on all aspects of systems usage
before, during and after the implementation stage, and
ongoing customer service. Both systems are available
for lease, purchase, or service which is provided at
Erisco's Data Center.

That's why so many companies agree with Erisco
that the beauty is in the detail!

B6
 ERISCO, INC.
 Att: Wayne J. Ferrentino, Sr. MR

1700 Broadway, New York, NY 10019

Yes, I want to know about The Beauty in The Detail of
 ERISCO.
 0 Send me free info package on ImpleFacts
I 0 Send me free info package on ClaimFacts

Name/Company
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If you're not on a
DIII Plan, you're
paying too much for
dental care!
You'd,like to reduce costs. You also want to make

sure your members or employees have the very best
in dental care benefits.

66

Talk to DHI. We can design and administer an
employ6e benefit trust to fit your budget. A plan

with no exclusions, no deductibles, no claim
forms, no waiting periods and no cap.

We guarantee no increase in premium for
3 years (based on 12% annual CPI Rate).
And, we provide the best professional dental

care at a cost averaging about 30¢ per
day/pe person . about what it costs
you now for coffee.

With the cost of living outpacing
earnings, you can give your members

or employees DHI coverage - a
benefit worth thousands - at a cost

.:»t 4 of only pennies a day.
< -' To find out how you can save
1 . = >, money on the fringe benefit

with fringe benefits for
everyone.

» Call Toll Free
*3 Florida Wats

800-432-0280
Or Write:

 clentalnealtn,
inc.

540 N.W. 165th Street Rd., Miami, FL 33169
Tel: (305) 945-3415

Also: 1006 West 9th Avenue,Brokers
Invited King of Prussia, PA 19406 Tel: (215) 265-8650/1

Risk-taking execs win big
at B/decision analysis class

SAN FRANCISCO-They wa-
gered $150, won $388 and learned
something about prcbability and
decision-analysis techniques to
apply to their risk management
work.

Stephen M. Wilder, manager of
corporate insurance at Whittaker
Corp. in Los Angeles, and Michael
Gilbert, senior vp at Alexander &
Alexander in Houston, pooled their
personal resources to make the
high bid for a chance to participate
in a graphic experiment.

The experiment is Fan of the se-
ries of one-day seminars, sponsored
this summer by Business Insurance
and entitled "An Analytical Ap-
proach to Risk Management," con-
ducted by Dr. Kenneth R. Oppen-
heimer.

Mr. Wilder and Mr. Gilbert each
put up $75 to buy one flip of a Kru-
gerrand gold coin, worth about
$388 on May 24, on the day of the
San Francisco seminar. If the one-
ounce coin came up tails, they won
it. If it came up heads, they lost
their $150.

They were luckier than the high
bidders at two earlier seminars
who lost their stakes.

Dr. Oppenheimer conducts the
Krugerrand toss during the se-
minar to show registrants some-
thing about their own attitudes to-
ward risk and how people's atti-
tudes toward risk vary.

Assessing attitudes toward risk is
very important in risk manage-

Insurance manager Stephen Wilder (left) and broker Michael Gilbert
(center) bet against Dr. Kenneth Oppenheimer (right) and won.
ment, Dr. Oppenheimer explains,
because an individual risk man-
ager's attitude toward risk can be
very different from the company's.
As a result, the risk manager un-
aware of the difference could select

a self-funded retention for the
company that is too high or too low.

For the Krugerrand toss, Dr. Op-
penheimer teams up the registrants
in pairs and asks them to bid their
personal money-not their expense
account-for a chance at the toss.

BENEFICIOS PARA EMPLEADOS"
Means Employee Benefits in Spanish

Grupo Seguros La Comercial means international employee benefits in Mexico. La Comercial is
today thinking about tomorrow, and we have created a special international staff to provide in-
ternational insurers, international brokersand international insureds with reliableadviceabout
how to handle the Mexican part of your international employee benefit program.

In the Mexican market we are proud to offer competitive contracts for group life, accidental
death and disability which are all designed to meet ourclients' respective needs. Plus we pro-
vide you with the alternative of pooling your employee benefit program with the best interna-
tional network of benefit insurers, whom we represent in Mexico.

For your international employee benefit program design, please comact our U.S. employees at
the addresses listed below, or our international Vice President in Mexico City.

GRUPO
gIEGUROS
LA COIWERCIAL

MEXICO CITY

MR. EDDIE T. JUSTINIANO

DIRECTOR-VICE PRESIDENT
SEGUROS LA COMERCIAL

AV. INSURGENTES SUR 3900

MEXICO, D. F. 14000
TELEX #017-73-803

PHONE: (905) 573-1100

SOUTH AND WEST COAST
MR. JORGE DUGELBY

SEGUROS LA COMERCIAL
4800 SAN FELIPE

SUITE 410

HOUSTON, TX. 77056
TELEX #790314

PHONE: (713) 840-7542

MID WEST

MR. J. D. DAWSON

MS. MARIA MIRANDA

SEGUROS LA COMERCIAL

20 NORTH WACKER DRIVE

SUITE 3004

CHICAGO, IL. 60606
TELEX #283575

PHONE: (312) 236-0002

EAST COAST

MR. PEDRO TARNO

MR. FERNANDO VILLA

SEGUROS LA COMERCIAL
111 JOHN STREET

SUITE 2601

NEW YORK, N.Y. 10038
TELEX #12092

PHONE: (212) 349-4360

The bids from the San Francisco
audience varied from $30, signed
by a pair who identified themselves
as "chicken," to the high bid by
Messrs. Wilder and Gilbert.

"I thought he used examples like
that very well to demonstrate prob-
ability and initial costs of invest-
ments," said Mr. Wilder.

"It helped clarify my attitude to-
ward risk," added Mr. Wilder, who
admits he is a risk taker.

"Literally paying Dr. Oppen-
heimer $150 for the opportunity to
flip for a Krugerrand gave me a
better perspective as a broker of
the decision-making process risk
managers go through every day as
part of their normal routine," said
Mr. Gilbert.

Although the coin tossed was a
whole Krugerrand, the winnings
were distributed in half-Kruger-
rand pieces.

The Krugerrand toss is just one
20-minute exercise during the day-
long seminar that is structured to
introduce participants to decision-
and risk-analysis concepts and
techniques.

Dr. Oppenheimer details the
state of the art in managing the risk
and uncertainty of insurance and
safety decisions in the protection of
corporate assets. He presents an an-
alytical approach to risk manage-
ment that applies decision-analysis
techniques to loss forecasting and
determining the company's appe-
tite for risk.

The seminar is not a technical
session. Designed for risk manag-
ers, brokers, chief executive offi-
cers, chief financial officers, senior
insurance underwriters and others
with insurance and safety respon-
sibilities, the seminar emphasizes
concepts, not techniques.

An insurance manager who at-
tended the May 24 seminar said,
"The presentation showed that it is
extremely important to quantify
judgments. All of the materials il-
lustrate a method for accomplish-
ing this quantification. The betting
situations were extremely illustra-
tive."

The seminar will be held again in
New York at the St. Regis-Shera-
ton on June 14; in Chicago at the
The Ritz Carlton on June 16; and in
San Francisco at The Fairmont on
June 21.

The registration fee is $435 and
includes a continental breakfast,
luncheon, coffee breaks and the
package of seminar materials.

To register for a seminar or to re-
quest more information, contact the
Business Insurance Communica-
tions Services Department, 220
East 42nd St., New York, N.Y.
10017; or call Ronnie Drachman,
director of communications, at 212-
210-0132. •



Single Copies of the 1981-82
Source Book of Health Insurance
Data are available for free from the
Health Insurance Assn. of America,
1850 K St. NW, Wdshington, D.C.
20006.
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Premium surcharge delayed in Kentucky
FRANKFORT, Ky.-Kentucky

companies covered by insurers that
belong to the American Insurance
Assn. won't have to pay a 1.5% pre-
mium surcharge until the state
courts decide when to implement
the fee.

A Franklin County Circuit Court
granted the AIA a temporary re-
straining order that blocks the state
Department of Revenue and De-
partment of Insurance from col-
tecting the surcharge, according to
AIA Southeast Regional Vp Cecil
D. Dorsey.

The suit was filed by the AIA as
a class action on behalf of its mem-

ber companies that operate in Ken-
tucky. The decision only affects in-
surers who participated in the suit;
all others must begin collecting the
surcharge immediately.

The law, enacted April 1, went
into effect the same day. It requires
all property/casualty insurers
doing business in the state to collect
a surcharge equal to 1.5% of total

Insurers pay
$70 billion
in benefits

WASHINGTON-Private health

insurers paid $70 billion in benefits
in 1980, according to the Health In-
surance Assn. of America.

That was a 17.8% increase over

the $57.3 billion in benefits paid in
1979. The increase was due mainly
to the rising cost of medical care,
expansion of benefits and higher
utilization, says the HIAA, an in-
dustry trade group representing
health insurers.

More than 186 million Ameri-

cans had some form of private
health insurance in 1980. That in-

cludes 172 million persons under
age 65 and 14 million retirees who
purchased private health insurance
policies to supplement benefits
available through the federal Medi-
care program.

Private health insurers provided
coverage, either through group or
individual policies, to about 106
million people in 1980, up from
104.3 million in 1979. Coverage
through Blue Cross/Blue Shield, or
other medical society plans, moved
ahead slightly to 86.7 million peo-
ple in 1980, compared with 86.1
million in 1979.

Private health insurers collected

$77.7 billion in premiums in 1980, a
17.5% increase over the previous
year, according to the HIAA.

Other findings reported by the
HIAA in the 1981-82 Source Book

of Health Insurance Data include:

• Dental insurance coverage
continued to grow at a fast clip. In
1980, 80.5 million people were pro-
tected by dental insurance, up from
70.2 million in 1979.

• Some 84 million people, about
80% of the nation's civilian work-

force, had some form of disability
income insurance.

• Some 243 health maintenance

organizations with 10.3 million sub-
scribers were operating in mid-
1981, up from 33 HMOs with 3.6
million subscribers in 1971.

• As of July 1981, the national
average daily cost for a semiprivate
hospital room was $152. The high-
est rate was in the West at $179.52.
The lowest rate was in the South at

$120.37 per day.

around the states
premium from their policyholders.

The funds would be used to im-

prove law enforcement and fire-
fighting efforts in Kentucky.

The association opposed the im-
mediate effective date, arguing that
insurers did not have sufficient

time to change their billing systems
to comply with the law.

The law requires insurers to bill
policyholders for the surcharge at
the same time they are billed for
the premium. The insurers say that
customers had been billed for pre-
miums due April 1 anywhere from
45 to 90 days in advance, and thus
could not collect the surcharge with
the premiums.

The AIA has also questioned

some ambiguity in the law's defini-
tion of property/casualty insurance
lines.

The association had earlier re-

quested an opinion from the state
attorney general on the legality of
the effective date of the law. How-

ever, the attorney general has not
yet issued an opinion.

D.C. work comp
WASHINGTON-Employers in

the nation's capital may get relief
from high workers compensation
insurance rates through a proposed
29.1% overall rate reduction.

The rate cut, proposed by the Na-
tional COuncil on Compensation In-

surance, a national ratemaking or-
ganization, would go into effect
July 26, the same day that changes
in the District of Columbia's work-

ers compensation law are sched-
uled to become effective.

The District of Columbia City
Council approved those changes
two years ago, but court challenges
have delayed their effective date.

Although the NCCI says the
changes in the law should warrant
the rate cut, a spokeswoman said
that the organization will monitor
losses to see if experience is as fa-
vorable as projected.

The proposed rates would be ap-
plied to all District of Columbia
employers carrying workers com-
pensation insurance, although the
amount of the decrease will vary
according to employer classifica-
tion.

Toxic smoke study
ALBANY, N.Y.-The state Sen-

ate has unanimously passed a bill
authorizing a study of toxic smoke
and gas hazards emitted by the
combustion of materials used to

construct and furnish buildings.
The bill is now before an Assem-

bly committee where a vote is ex-
pected next week, according to a
spokesman for State Sen. John R.
Dunne, the sponsor of the bill.

The bill would appropriate
$300,000 for the study, which would
develop a system for rating the tox-
icity of materials used in building
construction and furnishings. It
also would recommend how that

system could become part of the
state's uniform fire code.

The study would be conducted by
the Department of State. •

Our D&0 policy has covered
some of the biggest targets

in the business.
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MGIC now extends D&0 coverage
to companies other than

financial institutions.

For many years, MGIC's D&0 liability
policy has covered some of the toughest
targets in the business: Financial institutions.

Now we're expanding and offering this
same specialized protection to directors and
officers in a wide range of businesses-both
profit and nonprofit.

We've opened a Special Risk Division in
New York to handle submissions for these

types of risks. With this new facility, you can
provide your executive clients with the
sensitivity and service you've come to expect
from MGIC.

Our Milwaukee office will continue to

serve your financial institution clients.
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If you'd like to know more about
protecting your executive targets, contact
your local MGIC representative. You may
also call us directly at 800-221-3629 (in NY,
212-422-0520). Or simply return the coupon.

MGIC Indemnity Corporation
Special Risk Division
One State Street, 16th floor
New York, NY 10004

81-672

Send me more information about your corporate and nonprofit
D&0 protection.

Name/Title

Agency

Address

City State Zip

MGIC
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"ALL GROUP INSURANCE NEEDS
AREN'T THE SAME.

THAT'S WHY YOU NEED ALLSTATE"

Because every group presents unique insurance challenges,
major national brokers rely on Allstate for the broad range of
group life and health insurance products their clients require.

1 Life, dental, and LTD

CJ plans can be precisely
1-1 tailored to each group,

al providing innovative
If and flexible responses

4.--to complex group needs.
And, because claims often
present unusual situations,
timely, accurate claims-
handling is aided by a
modern, on-line computer
network tied into every

Merwin E. Soper Vice President ofMarketing Allstate Group Claim office.

To help each company's operational efficiency, customized
funding arrangements and cash-flow plans can also be designed.

Allstate has been insuring groups for over twenty-five years,
and we'll help you put together something special.

Allstate Group Sales Offices are located in:
Atlanta Dallas New York

Chicago Houston Philadelphia
Cleveland Los Angeles Washington, D.C.

Allstate
UFE INSURANCE

Home Office: Northbrook, IL

Because every group is special.

Fighting Health Care Costs ?

Here 'S Help ... · L%$ U -
..¥St- - Sawy

Your Health & Fitness , <4 7• I,

The New Periodical for Employee P =1 + - I .'.

- Health

• Your Health & Fitness.combines health A Kilul
promotion with a personalized com- . , 41:
munications program... keys to suc-

cessful cost containment , \- ..
• Designed for families, so you reach ; 4

dependents with your wellness/cost
containment messages

Here
#514 rl *ar *.

• A cost-effective, ready-to-use health and
fitness program ... 18¢ to 45¢ per
employee per month Join these subscribers-

• AT&T • Alcoa • Berol
• Your company's personalized • Blue Cross • Celanese

magazine... free cover imprint and, based • CertainTeed • INA Healthplan
upon quantity, four pages every issue for • Mass Mutual Ins. • Sunoco
your health benefits news • Quaker Oats • Shell

NEW!... YOUR HEALTH & FITNESS- • Trane • Monsanto

Safety Edition: Combine home and family • Washington National Ins.

safety information with health promotion • Westinghouse • Hospitals

for safer, healthier employees! • HMOs • And many others

Most firms extend

benefits to survivors
By JERRY GEISEL

LINCOLNSHIRE, Ill.-Many
employers are extending group
health insurance benefits to survi-

vors after an employee dies with
few strings attached to the cover-
age, according to a new survey.

More than 62% of 714 employers
across a broad cross-section of

American industry extend health
benefits to survivors, according to
Hewitt Associates, an employee
benefits consulting firm based in
Lincolnshire.

·"More employers are realizing
that a well-designed benefit pro-
gram will take care of dependents'
health insurance needs when an

employee dies," a Hewitt spokes-
woman said. "That is why you have
provide a benefit program-to take
care of your employees and fami-
lies when an unexpected event
occurs."

Extending health coverage to
survivors is a benefit that many
employers are providing to all em-
ployees-not just to senior manage-
ment or those with long years of
service. Eighty-five percent of the
companies that offer extended
health benefits include the survi-

vors of all employees or retirees in
their plans, according to Hewitt.

"It (an extended benefit) is al-
most always available to survivors
regardless of the employee's for-
mer status with the company," the
Hewitt spokeswoman added.

Hewitt conducted the survey in
January to find out how many
firms were extending health insur-
ance benefits to survivors. "There

was virtually no data on the sub-
ject," the Hewitt spokeswoman ex-
plained.

Of companies that extend health
insurance benefits to survivors of

employees, 33.6% continue cover-
age for six months or less after the
employee dies. Another 25.6% of
firms extend health insurance cov-

erage between seven months ard
one year, while 21.1% extend cov-
erage until the spouse dies or re-

Special Test
Offer:

Prove the value of our new

program with a no obligation

trial offer ... For only $100, we
will rush you 250 copies of the
latest issue of Your Health &

Fitness with your name and
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tact:

Susan Pinsof,
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3500 Western Ave.

Highland Park, IL 60035

Sil
...

- Call
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800-323-5471

In Illinois

call collect 312.432.2700

L

marries.

Other extension options that em-
ployers exercise include providing
coverage for a certain number of
years or until the surviving spouse
reaches age 65.

Thirty percent of the employers
that extend health insurance to

survivors pay the full cost of cover-
age. Another 44% of employers
pick up some of the policy costs,
while 20% require the survivors to
pay the full cost of extended cover-
age. However, the survivor only
would have to pay the group rate
rather than much more costly indi-
vidual rates.

While nearly all the surveyed
companies offered group health
programs to their employees, only
77% provided medical coverage to
retirees. Of those firms, some 79%
extend the coverage to retirees'
survivors. This coverage usually
extends until the spouse remarries
or dies.

For survivors of retirees, 38% of
companies with extended medical
coverage pay the full cost, while
42% require the survivor to pick up
some of the premium expense. The
rest require the survivor to take on
the full cost of the coverage.

More than 90% of the companies
that extend health insurance bene-

fits to survivors provide the same
benefits as when the employee or
retiree was alive. A handful of
firms discontinue some benefits

such as vision care, hearing or pre-
scription drug plans. Some others
reduce the maximum benefit.

Many companies also are extend-
ing group dental insurance benefits
to survivors of employees and re-
tirees, the survey reveals.

For example, of the 78% of sur-
veyed employers that offered den-
tal plans to employees, 37% ex-
tended the dental coverage to de-
pendents if the employee died.
Thirty-eight percent of the em-
ployers with extended dental plans
provide survivors' coverage for up
to six months after the employee
dies. Another 23% extend coverage
for up to a year, while 33% provide
coverage for a longer period,

Some 41% of the companies that
extend dental benefits to survivors

for at least a year pick up all pre-
mium costs. Another 28.8% require
the survivor to pay a portion of the
premium, while 22.5% of employers
require the survivor to pay the
Cost.

Just 18% of the surveyed com-
panies offer dental benefits to re-
tired workers. However, about
three-fourths of the companies that
offer dental coverage to retirees
extend the benefits to survivors
when retirees die.

In addition, 42.4% of employers
that extend dental benefits to sur-
vivors of retired workers cover all

costs, while 29.3% of companies re-
quire the survivor to pay part of
the premium cost. Another 18.5%
make the retiree's survivor pay the
full cost of the dental premium.

Of the 714 employers surveyed,
458 were manufacturers and 258

were non-manufacturers, including
utilities, finance, insurance and
real estate companies.

Of the 458 manufacturers sur-

veyed, about half posted annual
sales of at least $200 million. How-
ever, Hewitt did not analyze
whether larger firms are more
likely to offer extended benefits to
survivors than smaller companies.

Copies of "Group Medical and Den-
tai Benefits for Survivors of Em-
ployees and Retirees" are available
from Hewitt Associates, 100 Half
Dav Road, Lincolnshire, Ill. 60015;
312-295-5000. The cost is $25 per
copy.
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Pinehurst renamed Emett & Chandler Cos.
Pinehurst Corp., the Los An-

geles-based international insurance
services company, has changed its
name to Emett & Chandler Cos.

Inc.

"The name change reflects the
company's decision to concentrate
in its stong insurance brokerage
and related insurance services busi-

ness," according to Chairman Rob-.
ert F. Emett.

The company is the parent of
Emett & Chandler, the 15th-largest
U.S. insurance brokerage, accord-
ing to Business Insurance rankings.

Operations combined
Bache Insurance Services Inc.

and its subsidiaries, which were

sold by Bache Group Inc. and its
parent, Prudential Insurance Co. of
America, have been combined with
other insurance brokerage opera-
tions owned by Jardine, Matheson
& Co. Ltd. and renamed J G Spe-
cial Risk Insurance Brokers.

The new name reflects the Jar-

dine and Glanvill brokerage subsi-
diaries owned by Jardine, Mathe-
son.

NYIE syndicate
The governors of the New York

Insurance Exchange have ap-
proved the Wall Street Investors,
N.V., Syndicate as an underwriting
syndicate.

There are now 29 underwriting
syndicates on the exchange.

New consultant

Benefit Consultants Inc., based in
a St. Louis suburb, has been formed

by Alan N. Lemley.
The company will design, imple-

ment and administer group health
insurance and self-funded health

care plans for corporations and
jointly managed health and welfare
funds.

Mr. Lemley was previously exec-
utive vp of Powers, Carpenter &
Hall Inc. where he was an em-

ployee benefit consultant for 12
years. He is a Chartered Life Un-
derwriter.

The new consulting firm will be
located at 14323 S. Forty Outer
Road, Suite N-404A, Chesterfield,
Mo. 63017; 314-434-4620.

International growth
Alexander & Alexander Services

Inc. has acquired a 20% equity in-
terest in Industries-Assekuranz

G.M.B.H. & Co., a West German in-

surance brokerage firm.
IAG maintains offices in Frank-

furt, Cologne, Munich·and Han-
nover, West Germany. It provides
general insurance services to com-
mercial customers along with pen-
sion plan consulting.

IAG and A&A have been corre-

spondent brokers since 1977.
"This represents a significant

step in our efforts to develop a solid
A&A presence on the European
continent," says John C. Sien-
kiewicz, president of A&A Interna-

Expect giant bills
in future hospitals

CHICAGO-One day in the hos-
pital of the future may cost more
than two weeks on the Riviera now

unless changes are made in the
health care delivery system, an in-
surer says.

Henry A. DiPrete, senior vp of
John Hancock Mutual Life Insur-

ance Co. told a Health Insurance

Assn. of America meeting that the
cost of one day in the hospital will
cost more than $4,000 by the year
2000 if present trends continue.

The average hospital confine-
ment will cost more than $30,000 by
then, he added. •

markets
tional Inc.

Earlier this year, A&A acquired
Alexander Howden Group Ltd., a
large British brokerage company.

Guernsey insurer
Insurance Corp. of the Channel

Islands Ltd. is a new direct insurer

formed by The Reinsurance Corp.
of Guernsey Ltd. and based in St.
Peter Port, Guernsey.

The general manager of the new
insurer is Peter R. Walpole, for-
merly a director of Risk Manage-
ment Ltd. in Guernsey. Mr. Wal-
pole will also serve as the reinsur-
ance company's underwriting man-
ager.

The Reinsurance Corp. of
Guernsey is a member company of
Insurance Corp. of Ireland Group.

Southwest expansion
Benefit consultant Meidinger

Inc. now services a six-state area

through a new Southwest division
headquartered in Houston.

The new location, which includes

Meidinger's Dallas office, will offer
full human resource planning, re-
tirement and benefit planning,
asset planning and communications
consulting by July 1.

The division will serve clients in

Texas, Louisiana, Arkansas, Okla-
homa, New Mexico and Colorado.

Raymond M. Slabaugh III, senior
vp and former manager of Mei-
dinger's Mid-Atlantic division,
heads the new operation.

Acquisitions
Corroon & Black of Illinois, a

subsidiary of Corroon & Black
Corp.,has acquired Gene Lewis
Associates, a Chicago-based firm
specializing in benefit consulting,
communications and administra-

tion. The Lewis firm's name will be

changed to Corroon & Black
Communications.

Coastal Brokers Insurance

Services line., an insurance bro-

kerage based in San Ramon, Calif.,
has acquired the Walnut Creek,
Calif., branch office of Markel

Service Inc. Coastal has also pur-
chased Markel's West Coast book of

surplus lines business.
The St. Paul Cos. Inc. has com-

pleted its purchase of Excess &
Treaty Management Corp., 10-
cated in New York City.

New offices

Western Employers Insurance
Co. has moved its San Francisco of-

fice to 4 Embarcadero Center, Suite
2630, San Francisco, Calif. 94111.
The office's phone number will re-
main 415-781-7033. .

Need Form 5500
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Gutting PBGC program is not the solution
By JERRY GEISEL

WASHINGTON-When the

Pension Benefit Guaranty Corp.
went to Capitol Hill in 1977 to ask
for an increase in pension termina-

tion insurance

/ ' premiums, Con
gress quickly ob-
liged.

In fact, the

- i « v only fuss came
when some con-

gressmen argued

W posed increase-
that the pro-

.L to $2.25 per pen-
Mr. Geisel sion plan partici-

pant from $1-
was too low. A deal was quickly
struck, and the $2.60 premium that
all employers with pension plans
now pay was enacted.

*%5321?
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riskWatch
This time the PBGC, which is

asking Congress to raise premiums
to $6 per participant for single em-
ployer pension plans, may not be so
lucky.

Sen. Don Nickles, R-Okla., chair-
man of the Senate Labor subcom-
mittee, has warned that he will

block any premium increase unless
the PBGC insurance program,
which guarantees workers' benefits
if their employer's pension plan
fails, is overhauled.

And at the recent Assn. of Pri-

vate Pension & Welfare Plans Con-

ference in Washington, strong op-
position to the proposed hike was
heard on several occasions.

The opposition, at first glance,

s.s,r."€'r..

4. 1 %,f·tr

5 SA ...'

might seem out or proponion w the
dollars involved. A $6 PBGC pre-
mium would still just be a fraction
of a company's total pension costs.
• But many employers haven't for-

gotten how Social Security taxes
have grown over the years. During
Social Security's early years, the
maximum annual payroll tax was
$30; this year, the maximum tax is
more than $2,000, with further in-
ereases just around the corner.

Many experts fear that PBGC
premiums could soar in the same
manner as the agency is forced to
guarantee the pension benefits of
bankrupt companies.

In an internal report, the PBGC
admits that the latest proposed pre-

MAIS24*' ,
'tkk:2'.3,..

MakeYour Mark

mium increase wouldn't be enough
to cover the benefits it would have

to pay if a large corporation with
unfunded pension benefits went
belly up (BI, April 19).

The recent collapse of Braniff In-
ternational, which has unfunded
pension liabilities of about $60 mil-
lion, illustrates that large employ-
ers can easily go broke.

Other experts, like Rep. John Er-
lenborn, R-Ill., say PBGC premi-
ums should not be increased unless

loopholes in the insurance program
are closed.

The biggest loophole allows em-
ployers to dump underfunded pen-
sion plans on the PBGC and begin
new retirement programs at 1_ttle
or no cost.

To prevent companies from
shifting pension liabilities onto the
PBGC, Congress in 1974 gave the
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PBGC the power to take up to 30%
of a company's net worth to pay for
promised pension benefits. At the
time, it was believed that would be
enough to deter companies from
dumping their underfunded plans.

But some companies with large
pension liabilities and little or no
net worth now realize that it is a lot

cheaper to terminate their plans,
transfer the liabilities to the PBGC

and begin new plans.
As more companies fold under-

funded plans, other employers will
have to pick up the tab through
higher PBGC insurance premiums.

Rep. Erlenborn and Sen. Nickles
say that's not fair to employers that
have properly funded their pension
plans. They think an employer
should be 100% liable for its pen-
sion promises.

And in any case, a company
should have to go out of business-
not merely terminate its plan- to
trigger PBGC benefit guarantees,
the two congressmen argue.

But others question whether the
country can afford an employer-
funded insurance program that
guarantees workers' pensions.
They say workers should bear
more of the risk if a company folds
its pension plan.

Congress, when it passed the
Multiemployer Pension Plan
Amendments Act of 1980, partly
accepted that argument. Maximum
benefit guarantees for workers en-
rolled in multiemployer plans
plans, which cover an entire indus-
try, are substantially lower than for
employees covered by single em-
ployer plans.

But scrapping or gutting the
PBGC insurance program, an idea
that is likely to draw increased sup-
port as termination insurance pre-
miums rise, could boomerang.

Should employees find out that
their employer's pension promises
were worthless and that there is no

government insurance to back up
those promises, an enormous back-
lash could develop.

With a loss of confidence in the

private pension system, there
would be pressure on Congress to
expand the federal government's
retirement program: Social Secu-
rity.

Given that program's massive
problems and Congress' reluctance
to make needed changes, an expan-
sion of Social Security would be a
disastrous alternative to those who

favor the private pension system.
Using the proposed PBGC pre-

mium increase to make long over-
due changes in the termination in-
surance program has merit.

But an attempt to gut the pro-
gram would come back to haunt
those supporting the idea. .

Text is revised

for CPCU course
MALVERN, Pa.-The American

Institute for Property & Liability
Underwriters has revised the two-
volume text used in the CPCU 10

course, "Issues in Insurance."
Six new monographs have been

prepared for the course, and an-
other six monographs from the first
edition have been revised and up-
dated.

The new monographs include:
"Insurers' Loss Control: Should It

Be Stepped Up?;" "Privacy and the
Insurance Business;   . Insurance

Capacity: Issues and Perspectives;"
"Profit Cycles in Property/Liabil-
ity Insurance;" "The Federal Role
in Insurance Regulation;" and "Re-
insurance as a Social Tool."

The new text was edited by John
D. Long.

The new text is currently avail-
able through the American Insti-
tute's Order Department, Provi-
dence Road, Malvern, Pa. 19355. i
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PBGC's Jones defends proposed rate hike
Continued from page 2

Earlier this year, for example,
the PBGC announced that it might
have to pay up to $60 million to
guarantee the pension benefits of
bankrupt White Motor Corp. of
Cleveland. The claim to cover the

unfunded vested pension benefits
of White Motor workers was the

largest in the PBGC's seven-year
history.

And, just last month, Mr. Jones
told a Senate subcommittee that if
Braniff International terminates its

four underfunded pension plans,
the PBGC will have to cover $50
million to $70 million in pension
benefits, adding to its growing defi-
cit.

He argues with the contention,
however, that the Braniff collapse
could be the start of a cycle in
which more and more companies
with big pension liabilities fail,
swamping the PBGC with bills it
cannot pay.

The proposed hike in termina-
tion insurance premiums to $6 a
year per participant from the cur-
rent $2.60 would allow the PBGC
to pay off a deficit of about $200
million and meet as much as $500
million in claims over the next five

years, he says.
In addition, even if an enormous

corporation, like International Har-
vester Co., fails with huge pension
liabilities, the company would have
enough assets in its pension plans to
pay promised benefits for several
years.

"There would be no immediate

lack of assets to pay benefits," Mr.
Jones said. "There would be time to

present a reasonable plan to Con-
gress to increase premiums or take
other action."

How the PBGC will handle pen-
sion terminations in the years
ahead is just one issue on the mind
of Mr. Jones, who told Business In-
surance recently:

• The PBGC will fight attempts
to overturn the Multiemployer
Pension Plan Amendments Act,
the 1980 law that requires employ-
ers who leave multiemployer plans
to pay for a share of the vested, but
unfunded, benefits.

• A loophole that allows em-
ployers to shift their pension liabi-
lities onto the PBGC should be
closed.

• PBGC benefit guarantees are
not too high and cutbacks should be
resisted.

Mr. Jones says he understands
why some employers, especially
smaller companies that have been
hit with huge withdrawal liability
bills, believe the Multiemployer
Amendments Act is unfair.

But, he argues, in order to restore
the nation's multiemployer pension
system to good health, "There was
a price to be paid."

The price, Congress decided, was
that employers would have to pay
for the benefits promised, even
though the employer withdrawing
from the plan could be charged
more than the vested benefits ac-

crued by its own employees. If
withdrawal liability penalities had
not been imposed on employers
leaving the plans, those companies
remaining in the plans would have
been hit with substantial premium
increases, Mr. Jones noted.

Any changes in the Multiem-
ployer Amendments Act will be
difficult to achieve, Mr. Jones says,
because any change affects so
many different interest groups:
large employers; small firms;
unions; and participants.

Mr. Jones urges employers to
give the 1980 law a chance to work,
and warns that the PBGC will re-

sist any attempt to overturn the act.
"We believe that the multiem-

ployer law is constitutional," he
said.

'1 can't get excited about a maximum
benefit of $1,380 when the average (benefit

paid by the PBGC) is only $135. It isn't
out of line,' Edwin M. Jones, the agency's

new director, says.

One change that Mr. Jones says
he can support is removing a loop-
hole in the Employee Retirement
Income Security Act that allows
employers who want to improve
their balance sheets to dump their
underfunded pension plans on the
PBGC.

Under ERISA, the PBGC has the
right to collect 30% of a company's
net worth to guarantee the vested
benefits of workers and retirees if

That missing something is
a practical dental care plan.
It's vital because it's what more

and more employees expect
in a total benefit plan
It's a positive benefit they
want and need.

And for you, dental care
is a proven way to reward and
keep good employees.

Dental care is in demand.

The number of Americans

covered under dental care

plans grew from 2 million
in 1965 to almost 80 million

today.
Both large corporations

and firms with 50 or

fewer employees are making
sure dental care is part of

the company terminates its pension
plan with insufficient assets to pay
promised benefits. Some companies
with little or no net worth and big
pension liabilities are beginning to
realize it may be cheaper to dump
the plan and its liabilities on the
PBGC than continue to fund the

plan.

To prevent plan sponsors
from doing this, Mr. Jones says he

supports legislation, S. 1541, pro-
posed by Sen. Don Nickles, R-
Okla., that would require plan
sponsors who terminate their pen-
sion plans to continue to fund the
plans until the liabilities are paid.

Only the insolvency of the plan
sponsor would trigger the PBGC
benefit guarantees instead of plan
termination.

This expansion of a pension plan
sponsor's liability for promised
benefits is in the interest of PBGC

insurance payers who would have
to pay higher premiums to cover
the costs when other employers
dump their plans on the PBGC, Mr.
Jones said.

Scaling back the PBGC benefit
guarantee, as proposed informally
by some business groups, is not
needed, Mr. Jones added. Cur-

Something vital is missing
from your

beneht program.
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rently, the PBGC will guarantee up
to $1,380 a month for participants
of terminating single employer
pension plans.

The average participant in a ter-
minated plan taken over by the
PBGC now receives a benefit of
about $135 a month. "I can't get ex-
cited about a maximum benefit of
$1,380 when the average is only
$135. It isn't out of line," Mr. Jones
said.

Mr. Jones is even optimistic
about the long-term future of the
PBGC insurance program. Over
time, he says, companies are fund-
ing pension liabilities that accrued
prior to the passage of ERISA. As
the amount of unfunded vested

benefits diminishes, PBGC's expo-
sures will decrease, strengthening
the agency's long-term future, he
says. .

their complete benefits
package

So, if your firm is still without
a dental care plan, you're
going to have to make some
decisions soon. We can help.
The American Dental Association

has supplied thousands of
companies with valuable
information on how to pick the
right dental care plan
Or how to evaluate the plan
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It's objective, thorough
information that can save you
a lot of time and trouble

Our dental care information
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Just send the coupon. Find out
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Borden sells benefit changes to workers
Continued from page 1

The three negatives were the
new hospitalization deductibles, the
larger employee contributions for
medical insurance and the reduced

retiree life insurance.

Mr. Miller said he and his staff

showed the workers figures illus-
trating how employee contribu-
tions to health care costs had

dropped to 8% from 25% and "ex-
plained we were trying to get back
to a more equitable cost-sharing re-
lationship."

Several employees approached
Mr. Miller to say that since every-
thing else has gone up in price, they
had expected the larger contribu-
tions for some time.

Mr. Miller and his staff were

armed with audiovisual materials,
handouts and posters promoting

lifestyle modification with an em-
phasis on wellness and preventive
health care. Every month, posters
with a different theme will be dis-

played in local plants.
The communications materials

were prepared by EMCOM Group,
a benefits consulting firm in New-
town, Pa. Borden was assisted in
designing the plan changes by con-
sultant Kwasha Lipton in Fort Lee,
N.J. Most of the modifications will

go into effect July 1, while others
will start at the beginning of next
year.

Borden is instituting a $100 de-
ductible for the first day and $50
for the second day of each hospital
stay with a $450 maximum per
family per year. The company's
self-funded and self-administered

health plan formerly provided

<000

Improve control of benefits insured for employees of your company's
foreign subsidiaries with the possibility of substantial cost reduc-
tions. For further details send this coupon to the Insurope Secre-
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first-dollar coverage.
Major medical deductibles were

increased to $150 from $100 last
year.

"We also reasoned that the more

people that are covered by a plan,
the greater the risk and the greater
the aggregate payouts," Mr. Miller
said.

Therefore, Borden is starting a
three-tiered insurance premium
contribution schedule reflecting
bigger medical expenses for large
families: Single employees will pay
$5 per month; employees with one
dependent will pay $10; those with
more than one dependent will pay
$15.

On the positive side, Borden has
added a $150 X-ray and laboratory
outpatient benefit. "We didn't have
outpatient coverage before, so peo-
ple were running to the hospital.
Now our pIan will include a deter-
rent to hospitalization unless it's
medically necessary."

Borden is introducing a stop-loss
feature so that individuals or fami-

lies will not spend more than $1,000
in any calendar year for covered
medical expenses. This maximum
includes hospital and major medi-
cal deductibles and 20% co-insur-

ance required for major medical
payments.

"This is the best thing we added
to the plan," Mr. Miller said. "Now
employees' liability will be limited,
no matter how bad the catastro-

phe."
To encourage preventive den-

tistry "so we won't have to pay for
more expensive restorative den-
tistry," Borden is increasing cover-
age for routine examinations, X-
rays, cleanings and children's fluo-
ride treatments to 100% from 90%.
Lifetime orthodontics benefits are

being increased to $750 from $500.
Restorative dentistry benefits are
paid according to a schedule that
will be inproved next January.

"One of the most significant
changes we are making in our ben-
efits plan is to start providing re-
tired employees with medical in-
surance paid for by the company,"
Mr. Miller explained.

To qualify, an employee must be
at least age 55 with 10 years of ser-
vice. Medicare-paid benefits will be
subtracted from the employees'
Borden benefit.

A new pension formula will soon
go into effect for employees who
retire after July 1. They will re-
ceive 1.25% of final average pay
(calculated on the basis of the last

five years of employment) for ser-
vice prior to 1972, up from 1%. The
company's retirement formula also
provides for 1.5% of final average
pay for service after 1972.

"We have liberalized our pension
options for individuals who wish to
guarantee income to a surviving
spouse," said Mr. Miller. The em-

ployee's percentage of pension that
will continue to a beneficiary has
been increased to 85% from 80%.

Borden will spend $6 million
next month to make lump-sum
payments to 6,500 retirees in lieu of
a percentage increase in their pen-
sions. **As far as we know, we are
the only U.S. company to do.this,"
said Mr. Miller.

"A 5% or 10% increase doesn't

mean much," he says. "This way
retirees get a one-shot deal worth
up to $1,200 depending on the
number of years they have been
retired."

Employees who retired after age
55 will receive $200 per year of re-
tirement to a maximum of $1,200.
Those who retired from Borden be-

fore age 55 will receive $100 per
year of retirement to a maximum
of $600.

Borden's present retiree life in-
surance plan provides 40% of an
employee's final average pay. The
new plan calls for a outback to 20%
of final pay. This will maximize
employee lifetime benefits and re-
duce survivor benefits.

Employees will pay $30 a year

less for long-term disability bene-
fits provided by the company. The
plan pays 60% of salary, minus So-
cial Security benefits. Borden also
has added a $50 minimum benefit
for low-income employees whose
benefits formerly were wiped out
by Social Security payments. •

British insurers to receive
excise tax refund from U.S.

LONDON-Some British insur-

ers may get a bonus from Uncle
Sam.

Most insurance placed for U.S.
companies in the foreign markets
have been subject to : 4% federal
excise tax. However, a recent IRS

ruling abolished the excise tax on
premiums to foreign insurers and
has authorized refunds on the taxes

-estimated at $100 million-col-
lected since 1975.

A group of British insurance
companies has formed a company
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called Reffet Ltd. to retrieve this

tax money.

"Lloyd's of London was exempt,
however," said Philip Sheppy, a
consultant for Reffet. "So when

Lloyd's took a premium, it received
100% of it. But the London insur-

ance companies only received
96%."

However, collecting the money
won't be easy. Through an agree-
ment between Reffet and the U.S.

government, Reffet must first con-
tact the brokers that placed the
risks in the British market.

Those brokers will then have to

file proof with the IRS that they
deducted the excise tax from the

premium they passed onto the Brit-
ish insurers. The government will
then refund the tax to Reffet.

The 173 Reffet company mem-
bers, including Commercial Union
Assurance Co., will then estimate

how much of a refund they are en-
titled to. The money collected by
Reffet will then be divided propor-
tionally.

The insurers, however, have no

hope of receiving the entire $100
million that they paid to the U.S.
government, said Mr. Sheppy, since
the British government will tax the
refund.

Although Reffet's expenses are
expected to be less than 1% of the
take, the U.S. brokers are asking
for 10% of the refund to pay for the
trouble of searching their records.

Mr. Sheppy estimates that the in-
surers may eventually recover $70
million.

"But our real problem now is
reaching the U.S. market. How do
we get hold of the U.S. brokers to
put in the claims for the refunds?
We know the large brokers, but we
are now looking for the small bro-
kers with the small amounts to col-

lect."

Mr. Sheppy asks that brokers
that have placed risks in the Lon-
don market since 1975 contact Ref-

fet Ltd., St. Helen's, 1 Undershaft,

London EC3P 3DQ England; 01-
283-7500. .
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Florida's new captive law misunderstood
Continued from page 8

To the editor: The article "New

Florida law allows captives" (BI,
May 3) contains some inaccuracies
about Florida law changes allowing
the formation of limited recipro-
cals

A reciprocal insurer is an unin-
mrporated aggregate of subscribers
operating individually and collec-
Lively through an attorney-in-fact
to provide reciprocal insurance
coverage among themselves. At
least 25 persons domiciled in Flor-
ida are necessary to establish a re-
ciprocal insurer. A reciprocal in-
surer may transact any type of
insurance other than life or title in-

surance. A reciprocal insurer must
maintain surplus funds of not less
than $250,000.

In addition, when first author-

ized, a reciprocal insurer must have
expendable surplus of at least
$750,000, not $25 million in capital
as indicated, to issue non-assessable

policies. Subscribers have a contin-
gent assessment liability for pay-
ment of losses and expenses. This
means that persons insured by the
reciprocal may have to pay addi-
tional money if the original pre-
mium was not adequate.

When a reciprocal has a surplus
of assets over liabilities equal in
amount to the paid-in capital stock
required of a domestic stock in-
surer, it may apply for a certificate
from the Department of Insurance
authorizing it to extinguish the
contingent liability of subscribers
and to issue non-assessable policies.

A limited reciprocal insurer dif-
fers from a reciprocal insurer in
several ways. From two to 250 per-
sons may form a limited reciprocal.
Risks underwritten by a limited re-
ciprocal are limited to the commer-
cial property/casualty risks of its
group members other than workers
compensation and employer's lia-
bility coverage.

A limited reciprocal may not
hold any other license to transact
insurance. A person may not be a
member of more than one limited

reciprocal, nor may a limited recip-
rocal be a member of another lim-

ited reciprocal.
There are no capitalization re-

quirements to form a limited recip-
rocal. Your article indicated that $1

million was required. However, the
Department of Insurance will sus-
pend or revoke a limited recipro-
cal's certificate of authority if it
finds that the ratio of net premiums
written to surplus as to policyhold-
ers exceeds 4-to-1. The members of

a limited reciprocal must have and
maintain a combined net worth of

$500,000.

Jack Herzog
Staff director

Florida House of Representatives
Tallahassee, Fla.

Fight nuisance claims
To the editor: On behalf of our

Moore to head

regional office
HARRISBURG, Pa.-Franklin

L. Moore has been named manager
of the Pensylvania Insurance De-
partment's Pittsburgh regional of-
fice by Insurance Commissioner
Michael Browne.

Mr. Moore was formerly vp of
account development and em-
ployee training at Mon-Valley In-
surance Agencies in MeKeesport,
Pa.

Mr. Moore is the author of "A

Study Guide on Property and Cas-
ualty Insurance," a nationally dis-
tributed college textbook on prop-
erty/casualty insurance. He has
also taught insurance courses at
Pennsylvania State University for
20 years. He holds the CPCU desig-
nation. .

letters
pnysician-owned and operated pro-
fessional liability insurance com-
pany, I congratulate you on speak-
ing out in your editorial against the
traditional commercial insurance

company position of handling and
settling claims on the basis of eco-
nomic considerations only (BI, May
24).

From Day One, our company,
like most physician-owned insur-
ers, while prepared to settle merito-
rious claims as rapidly and equita-
bly as possible, has been committed
philosophically to fighting all non-
meritorious claims, even though
the successful defense of an ac-

cused physician may prove to be
more expensive than making a

token settlement.

Our unique position, based on a
matter of principle rather than eco-
nomics, rests on the hope tha., with
the passage of time, the physician-
owned companies' commitment
and resolution will be obvious to

the members of the plaintiffs bar
and will result in fewer claims

being filed against physicians solely
on the expectation that so-called
"nuisance" claims will routinely
trigger monetary offerings.

It was indeed encouraging to our
management to see a publica:ion of
your prestige and reputation edito-
rialize in support of an issue of
great importance to the practicing
physician and the physician-owned
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location, day of the week, even the weather
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have all thisand much more, theminute you
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companies.
A. John Smither

President

Pennsylvania Medical Society
Liability Insurance Co.

Lemoyne, Pa.

Wrong policy
To the editor: I would like to cor-

rect a report under the heading
"Fast food policies" in your London
Line column (BI, Feb. 15).

The "Innkeeper" range of prod-
ucts referred to and launched in

December 1981 with their limited

property damage limits of 750,000
pounds would not have been suit-
able for application to a large hotel
group like Commonwealth Holiday
Inns of Canada. This would have

been negotiated under our comple-
mentary "Doorman" scheme for

1

larger hotel groups, also launched
in December 1981.

The "recent" move of Common-

wealth Holiday Inns from Stewart
Wrightson to Sedgwick Group
mentioned actually occurred in
February 1981, 10 months prior to
the launch of either program. It is
therefore incorrect to state that the

package was not of interest and
that this in turn prompted the
move.

We have secured more than 450

new clients under these new pro-
grams and I have requests on file
from Sedgwick U.K. Ltd., as re-
cently as March 1982, requesting
quotations under our programs.

B.T. Smith

Manager
Food and drinks division

Stewart Wrightson London Ltd.
London

Tell me more about CS Online, Corporate Systems' new technological advance in
flsk management communication
Name

Mail to:
Position CS ONLINE

Company Corporate Systems
P.O. Box 31780

Address Amarillo, Texas 79120

City State

Zip Phone (
.=...1'
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rou-tine
unvarying, mechanical

It's not in our dictionary.
Our practice is devoted to general insurance law, third
party claims, and subrogation.

While certain routine is necessary for clerical
efficiency, we believe creativity and individual
at.tention distinguish effective representation from
routine servicing of cases.
Resourceful legal services can be obtained at
reasonable cost without sacrificing aggressiveness and
thoroughness. We invite your inquiry.

CARL S. YOUNG & ASSOCIATES
ATTORNEYS AT LAW

500 Fifth Avenue, New York, NY 10110
Tel: (212) 840-1919 Telex: 424677

Representing Domestic and Foreign Insurers

Asbestos group proposes
federal trust fund for victims
Continued from page 1
that some say would eventually
lead to federalization of workers

compensation.
For example, H.R. 5735, proposed

by Rep. George Miller, D-Calif.
calls for occupational disease claims
to be filed with the Labor Depart-
ment's much-criticized Office of

Workers' Compensation Programs.
which already has it hands ful.
running the federal longshore pro-
gram (BI, March 22).

Insurers, who denounced Rep
Miller's bill as an intrusion on state

workers compensation programs
even before it was introduced, art
listening closely to what the as-
bestos coalition is saying.

"Our immediate reaction is tc

keep talking to. the coalition," said
Tom O'Day, government relations
officer for the Alliance of Ameri-

Clean Up Your Claims
with Automated Health Services.

In claims processing, a clean desk is the sign of a healthy
company a company who handles claims quickly and
efficiently.

How healthy is your company?
At Automated Health Services, we can provide you with an

on-line real time claims processing system that:
• determines the proper benefit plan
• checks for duplicates
• calculates basic'and major medical benefits
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• produces checks with complete E.O.B.
• handles check reconciliation

The best way to appreciate our system is to see it in action.
Just give us a call and we'll come in and clean up your claims
desk.

AUTOMATED HEALTH SERVICES,INC.

9711 W. 55th Street « Countryside. Illinois 60525 (312) 352-1894

"Software packages for large scale or mini systems.

can Insurers.

"I do like the idea that they don't
want to see workers compensation
become a federal program to han-
dle the asbestos problem," Mr.
O'Day added.

Still, it will be difficult for insur-
ers-whose support the asbestos co-
alition would have to gain for the
proposal to be considered seriously
by Congress-to back a federal
trust fund for asbestos victims.

Other federal trust funds, like
the Black Lung Disability Trust
Fund, which provides benefits to
disabled coal miners, started out
modestly and later ran up enor-
mous financial deficits.

But the asbestos coalition says
their proposal would contain a sun-
set provision that would allow the
program to be folded if unexpected
problems cropped up.

Unarco's Mr. McLaughlin says a
federal trust fund that would guar-
antee and quickly pay benefits is in
the interest of victims and manu-
facturers.

"You may hear about the big
jackpots where a worker may win a
$3 million award. But the reality is
that the average award is $75,000,
and it may take five or 10 years of
litigation before the worker gets
anything. And even then, legal fees
may take up half or more of the
award," Mr. McLaughlin said.

And for the asbestos companies,
they would know at the beginning
of each year what they would have
to contribute to the federal trust
fund.

"Neither victims or employers
benefit under a jackpot system,"
Mr. MeLaughlin said.

Under the asbestos coalition's

proposal, the secretary of the Trea-
sury would collect litigation and
award information to determine

the share a company would con-
tribute to the federal trust fund.

For example, if one asbestos
manufacturer has paid out 50% of
all asbestos awards and faces 50% of

all suits filed, it would contribute
half of the employers' share of the
fund. The Treasury secretary
would set the contribution percent-
ages.

"You would contribute to the

fund to the degree that you are ex-
pecting relief," said Dave Pullen,
the asbestos coalition's secre-

tary/treasurer.

Companies involved in asbestos
litigation would decide whether
they want to participate in the fed-
eral trust fund and thus win immu-

nity from product liability suits.
"As a practical matter, everyone

will want to get in," Mr. Pullen
predicted.

Coalition members, like Mr.
McLaughlin, stress that their pro-
posal is not etched in stone and
they want to talk to all parties in-
volved in asbestos litigation before
presenting a formal proposal to
Congress.

Current members of the Asbestos

Compensation Coalition include:
Amatex Corp. of Radner, Pa.; Lac
D'Amiante of Quebec, Canada; Ce-
lotex Corp. of Tampa, Fla.; Eagle-
Picher Inc. of Cincinnati; Johns-
Manville Corp. of Denver; Pitts-
burgh Corning Corp. of Pittsburgh;
Raybestos-Manhattan Inc. of New
York; Rock Wool Manufacturing
Co. of Leeds, Ala. and Unarco In-
dustries Inc. of Chicago. .

Record libel judgment
reduced to $1.4 million
Continued from page 3
can Insurance Cos., will split pay-
ment of $1 million toward the set-
tlement, pending the outcome of
their own litigation.

The newspaper's libel insurer at
the time of the judgment, Zurich
American, is arguing that its $2
million in coverage does not apply
to the libel action and that the in-
surer at the time the memo was

written, Commercial Union, is re-
sponsible.

The Commercial Union policy
provides only $1 million in cover-
age. The insurers' suit requests that
the court decide who will pay.

Judge Trabue of the bankruptcy
court also approved the Telegraph's
plan to borrow the remainder of
the settlement, approximately
$450,000, for payment to plaintiffs.

In its own coverage of the libel
suit settlement, Telegraph Editor
Stephen Cousley said the settle-
ment was '*not a clear-cut win or

loss" for the newspaper, which has
a circulation of more than 50,000,
but will "preserve the newspaper
and its ability to do its job."

"A newspaper that is solvent has
the freedom to do its job. A newspa-

per where the doors are closed
can't print the news or do its job,"
he said. "I don't think this will

hamper reporters in their institu-
tional obligation to report the news
and inform the public about gov-
ernment and how it works.

"Our reporters and other report-
ers will continue to do a careful job
to verify stories before publication.
That's what the reporters were try-
ing·to do in this case," Mr. Cousley
said.

In addition to keeping the
newspaper open, the settlement
also eliminates the threat of man-

agement turnover during the
Chapter 11 reorganization.

Shortly before the agreement to
settle was reached, the bankruptcy
court was scheduled to review two

reorganization plans. One of the
plans, filed by Telegraph attorneys,
would have retained present own-
ership and management.

Another proposal, submitted by
Mr. Green's attorney, Rex Carr,
called for a new board of directors

and management that would have
given Mr. Green control of the
newspaper.

N.J. Blue Cross gets rate hike
TRENTON, N.J.-Insurance

Commissioner Joseph F. Murphy
has approved an average 19.5% in-
crease in premium rates for small
group and individual subscribers of
the Hospital Service Plan of New
Jersey, the state's Blue Cross plan.

The rate hike goes into effect
July 1 and applies to all small
groups of no more than 50 mem-
bers, except those in the Direct Pay
Complimentary Program, which

supplements Medicare coverage.
Blue Cross is seeking a 12.6% in-

crease in that program's rates, ef-
fective Jan. 1.

The 19.5% increase that was ap-
proved will yield an additional $58
million in premium.

In its rate proposal, Blue Cross
said its community-rated-small
group and individual-programs -
lost $55.3 million in 1981 and asked
for a 27.8% rate increase. 



Judge asks for medical evidence
Continued from page 3

Only one court has endorsed the
manifestation theory of liability,
and that particular case, Eagle-
Picher Industries Inc. vs. Liberty
Mutual Insurance Co., maximized

coverage for the policyholder. The
decision is currently on appeal in
the 1st U.S. Circuit Court of Ap-
peals in Boston.

Last month's opinion by Judge
Murray followed a motion for sum-
mary judgment by Zurich asking
:he court to resolve the dispute in
favor of the exposure theory.

Zurich has been the primary in-
surer for Raybestos-Manhattan
from 1969 to the present and had
most to lose under a manifestation

approach.
Federal and Commercial Union

opposed the motion, arguing for the
manifestation theory.

Federal insured Raybestos from
2951 to 1967, while Commercial
Union was its liability insurer from
5967 to 1969. Each stands to lose

more if the exposure rather than
:he manifestation theory is
adopted.

Raybestos, which has been
named in 9,000 lawsuits by asbestos
victims,· originally supported
Zurich and the exposure theory,
but changed its favored approach to
:he triple-trigger theory after the
Keene decision was handed down

last year.
While none of the parties in the

ease were totally satisfied with
Judge Murray's decision, each
could point to something they con-
sidered encouraging.

A spokesman for Zurich said the
company was generally pleased
with the result.

"I'm not at all uncomfortable

saying that there was nothing in
the opinion that was negative as to
Zurich's position in the lawsuit,"
said R.C. Goetsch, Zurich's attor-

ney. "I've not seen anything in the
opinion that is in favor of manifes-
tation."

But Mr. Goetsch was reluctant to

predict the outcome, saying much
could depend on the medical evi-
dence that is presented.

Lawyers for Commercial Union,
meanwhile, ackn6wledged at least
a "non-loss" as Zurich's motion for

summary judgment in favor of the
exposure theory was not granted.

' It indicates this battle

is still on,' says CU's
attorney, Barry

L. Kroll.

"To the extent it was not sus-

tained, it indicates this battle is still

on," said Barry L. Kroll, an attor-
ney with the Chicago firm of
Jacobs Williams & Montgomery
Ltd.

But Mr. Kroll said he was disap-
pointed that Judge Murray rejected
some of CU's arguments before the
company had a chance to state
them.

In addition, Mr. Kroll said that
CU will present recently estab-
lished medical information that

says the injuries to victims of as-
bestos-related diseases do not occur

upon exposure but upon manifesta-
tion.

A spokesman for Raybestos-
Manhattan said the company was
pleased with the ruling because it
gives the company a chance to
argue for the Keene theory, which
would maximize coverage.

But Robert Sims, general counsel
for Raybestos, indicated that it was
too early to tell what the court
would eventually decide and that
no coverage theory could be ruled
Out.

The dispute over the coverage
theories has centered on definitions

of bodily injury and occurrence as
spelled out in insurance policies.

Commercial Union and Federal

argue that the plain and ordinary
meanings of those terms indicate
that bodily injury denotes damage
manifested in the victim only when
it is revealed by pain, disfigure-
ment or functional impairment.

The court said, however, that the

ambiguous nature of the terms did
not lend them to interpretation ac-
cording to the manifestation the-
ory.

Despite rejecting some of the de-
fendants' arguments, however,
Judge Murray did not specifically
reject the manifestation theory and
held off endorsing any of the three
until the parties have a chance to
present medical testimony on
whether asbestos inhalation causes

If' :«/1-
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immediate injury.
The ruling pointed out that two

previous court opinions favoring
the exposure theory-INA vs. 48
Insulations Inc. and Porter vs.

American Optical Corp.-were
based on medical testimony.

"Here there is no medical testi-

mony before the court ;' Judge
Murray said. "Federal, Commercial
and Raybestos should be given the
opportunity to present evidence on
whether inhalation causes immedi-

ate injury.
"They should not be bound by

the instirer's concession in INA (vs.

48 Insulations) that tissue damage
takes place shortly after inhalation.
According to defendants' briefs, the
medical evidence on this point is
conflicting. Defendants must be
given a chance to litigate this ma-
terial fact."

As long' as there is a question of
fact as to what constitutes bodily
injury under the terms of the poli-
cies, summary judgments should.
not be granted, Judge Murray
added.

A hearing in the case will be held
this month, at which time ground
rules and a timetable are expected
to be set for presenting medical tes-
timony. It will likely be "many
months" before a final decision is

made, Mr. Goetsch said. .
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The Mark of Distinction
CEBS In Employee Benefits

Until recently, on-the-job training was the only way to get an education in the
employee benefits field-perhaps adequate ten years ago, but hardly satisfactory
in the increasingly complex benefits universe of the '8Os. Today's employee
benefits practitioner needs a working knowledge of law, pensions, Social Security,
management, group insurance, accounting, investments, labor relations,
economics and plan administration. Formerly, a broad range ofexperiences over
many years was necessary to acquire knowledge this extensive. NOT ANY
MORE ...

The CERTIFIED EMPLOYEE BENEFIT SPECIALIST (CEBS) PROGRAM,
co-sponsored by the International Foundation of Employee Benefit Plans and
the Wharton School ofthe University of Pennsylvania, is a ten course
professional designation program covering areas essential to the effective
operation ofemployee benefit plans. The CEBS designation is awarded to
persons who have completed a series often national examinations and who
attest to high standards of professional conduct.

Four hundred fourteen individuals already have earned this mark ofdistinction
and thousands more are on their way. SHOULDN'T YOU BE ONE OF THEM?

For more information contact:

CEBS Department
International Foundation

ofEmployee Benefit Plans
RO. Box 69

Brookfield, Wl 53005

(414) 786-6700
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Automated
resources

guided by
experienced
professionals

with small-
company

concern for
detail.

64 TPA..
Genelco, Inc.

Please send me the CEBS Catalog
of Information.
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adjudication. We're a national company,
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We are staffed with career employee
benefit professionals, fully experienced
in self-funding with multiple stop loss
resources to fulfill your reinsurance
needs.

We offer the responsiveness and service
that make good benefit plans perform
at their best. . . day in and day out. We
spend your money as if it were our
own, using the same standards of claim
evaluation. Plus you enjoy individualized
plan design. procedural flexibility and
custom-designed management reports.

You know the advantages of self-funding.
We know how to put them to work for
you. Let us prove we deserve to be your
preferred ASO resource. You'll be
pleased with our price and surprised by

' our exceptional service.

Yk35, 0 send me a presentation folder filled with
more information about Genelco's ASO.

[3 include a specification form in my presen-
tation folder so you can prepare our ASO bid.
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Ranger I collapse Electronics worker says exposure
Continued from page 2 cracked leg moved on the ocean
Fleming says floor It was the first drilling as-

Lawyers for victims of the col- signment for the Ranger I after an to chemicals causing her baldness
lapse argue that a crack in one of overhaul at Alabama Dry Dock &
the vessel's three legs ruptured Shipbuilding Co
completely, causing the craft to Ranger I, with a hull value of
shift off the leg and sag into 60 feet $48 million, was declared a con- SAN JOSE, Calif -An electronics worker is suing
of water structive total loss after the acct- her employer for $3) million for allegedly exposing

teroeratyZIYYshitmical substance that is caus-

By CAROL G. BUTZER

t

sharp "dropping" sensation hours in the London market and the

theorized, the bottom of the share

Survivors reported feeling a dent Half the coverage was placed

before the collapse when, lt lS Scandanavian market took a large Laura Guidic:tti, 24, claims that Advanced Micro

Devices in Sunnyvale knew or should have known
of the dangers irvol.,ed with exposure to the chemi-
cal antimony trioxide

Doctor must pay child's costs She claims that the chemical vapors and fumes
caused her to develop an "occupationally induced

Continued from page 2 treatment she requires is the use of disease Baldness is the major symptom, she says, but
Aetna Life & Casualty Co arch supports in her shoes she also is suffeing mental stress and will have to

Mrs Ochs had sought steriliza- "In the appeal, we didn't argue pay unknown future medical expenses, she says
tion in July 1973 because the couple that he was not at fault," Mr Hola- Ms Guidicatt further asserts that the company
feared other children would suffer han, Dr Borrelli's attorney, said knowingly supp-essed information about the chemi- * {
the same types of orthopedic prob- "And we didn't want to deny the cal and its risks to humans of reproducing age
lems their previous two children payment for treatments, but we did The suit, filed Feb 9 in Santa Clara County Supe-
had suffered think that we were not responsible rior Court, asks Ior $20 million in damages for fraud

Shortly after the operatior.,Mrs for child-rearing expenses " and conspiracy, $10 million in exemplary and punt- I
B/,Ochs conceived another child, Mr Holahan said he believed the tive damages ard an additional $15,000 in general

4**,1Catherine, now 7, who was born treatment for the ailments-most damages to coxer medical expenses already in-
with more severe orthopedic prob- of which were correctable with curred - . '1#661*6 45#21 ,£1@86!flbiE
lems than their earlier ch.ldren casts-didn't warrant such an A workers compensation claim also was filed Photo San Jose Mercury-News

had suffered, the couple alleged in award "Actively witt holding information takes the com- Laura Guidicatti says her loss of hair ls a symp-
the suit Dr Borrelli's appeal is the first pany's conduct )ut of a no-fault situation," claims tom of occupational disease.

They claimed that the "wrongful wrongful conception case to reach Amanda Hawes, attorney for Ms Guidicatti Ms
conception" produced much pain the Connecticut high court The Hawes sees a parallel with the asbestos cases, partic- those involved with design and manufacture of the
and suffering court's decision contrasts with state ularly in the area of malice, oppression and fraud air conditioning and ventilation system at AMD

Mr and Mrs Ochs sought dam- Supreme Court decisions made m She claims that tnese similarities-allegedly de- Ms Guidicatti had worked at AMD for a number

ages, expenses for the medical care similar wrongful conception cases priving an employee of knowledge of hazardous of years before she started balding
required to correct some of the or- in New Jersey, Delaware, Texas, working conditions and failure to disclose 1nforma- After her illness was diagnosed, Ms Guidicatti
thopedic maladies and asked for Wisconsin and Arkansas tion in a timely -nanner-deprived her client of the was transferred from her Job in wafer fabrication to
child-raising expenses A wrongful conception, unlike a opportunity to get medical care and/or remove her- one m testing Five months after the transfer, she

Catherine, Mr Ochs explained, wrongful birth, is the condition self from an unsafe environment was still showing disease symptoms, and there were
was born with two major or-hope- that arises when the parents con- Although Ms Guidicatti stands alone in this suit, traces of antimony in her urine, she says
die problems forefoot metatarsus ceive a child they do not wish to Ms Hawes says she knows of several other chemi- The suit contends that the toxicity of antimony
adductus, a deformity of the foot, have cally-related cases ir Silicon Valley has been documented since 1972 It also alleges that
and flatfootedness The forefoot A wrongful birth occurs when A spokesmar for AMD declined to comment AMD suggested that it was safe to work in close
metatarsus adductus was corrected the parents desire a baby and con- while the suit is iending proximity to these materials, suppressed reproduc-
by casts and exercise, whi-e tne ceive a child with birth defects, Also named n the suit are Mallincrodt Inc, a tive risk data, failea to warn of any risk, failed to
flatfootedness and a mild knock- contending they would not have manufacturer cf industrial chemicals, John Doe provide adequate protective masks and devices, and
kneed condition still exist had the child if they had been companies, u hich were involved in manufacturing failed to retain qualified physicians who could diag-

While the child's condition hasn't warned the Infant would suffer the diffusion fu-nace Ms Guidicatti operated, and nose occupational disease
been completely corrected, the only from abnormalities
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Hyatt judge says lawyers misled court
Continued from page 3

"Well, then you all misrepre-
sented this to the 8th Circuit be-

cause you represented to them that
all of these claims, all of them,

could be easily settled within the
$151 million," Judge Wright re-
sponds in the transcript.

On March 12, the 8th U.S. Circuit

Court of Appeals in St. Louis heard
oral arguments on requests that
Judge Wright's order certifying a
class action be overturned. The

three-judge appeals panel has not
ruled on the request.

"I didn't realize you were that far
away from a settlement (of the
class action)," Judge Wright adds in
the May 27 transcript. "I think
you're a long way away from a set-
tlement and I don't think you're
going to get one. That's just my
evaluation of it after hearing what

I have heard here today."
The transcript of Judge Wright's

remarks was filed June 2 with the

clerk of the federal appeals court in
St. Louis. The transcript was at-
tached to a brief filed by Kenton C.
Granger and Robert C. Gordon,
two Kansas City members of the
class plaintiffs' legal team. The
team is headed by Washington,
D.C., attorney Irving Younger of
the law firm of Williams & Con-

nolly.
The May 27 hearing was called

by Judge Wright after Mr. Youn-
ger's plaintiffs' team accused Hyatt
attorney Thomas E. Deacy Jr. of
Kansas City of misleading the
three-judge appellate panel. The
statement cited by the Younger
team was made during the March
12 oral argument by Mr. Deacy be-
fore the appeals court as Mr. Deacy

Commercial damage
in Marion hits $60 million
Continued from page 3
a basic coverage, as opposed to hav-
ing flood or earthquake protec-
tion," said William Gilluly of the
AIA's property claims service divi-
sion.

The handful of small businesses

that weren't insured probably will
not rebuild, said Mr. Fletcher.

But the town's major shopping
center, several motels, an apart-
ment complex, an automobile dea-
lership and other businesses have
already begun hiring contractors to
start rebuilding.

The Town & Country Shopping
Plaza, a new shopping center of
about 20 stores, suffered about $2
million in damage, while the
Shawnee Village Apartments, a se-
nior citizens' complex, was hit with
an estimated $4 million in damage.

Several motels, including the
Regal 8 of Marion and the Heritage
Best Western, were damaged and
closed.

A Kroger supermarket had about
$300,000 in property damage, ac-
cording to its owner, Leo Eisenberg
& Co. of Kansas City, Mo. The loss
is insured by Hanover Insurance
CO.

Kroger Co., which leases the
building from Eisenberg, lost about
$30,000 in products and equipment,
added a spokesman in the grocery
chain's Gateway Marketing Divi-
sion. The loss is within the com-

pany's self-insured retention, he
said.

"It was pretty bad," remarked
Tena Porter, insurance coordinator
for Wal-Mart Co. of Bentonville,
Ark. Ms. Porter last week reviewed

the damage at the Wal-Mart store
in the shopping center.

"I've seen tornado damage be-
fore. Though we heard reports of
several tornadoes touching down, it
looks to me like it was one tornado

on the ground for about 20 minutes
moving across a rather narrow

path."
Wal-Mart has not yet totaled its

damage, but expects a large loss
from damage to store contents,
which are insured. Ms. Porter de-
clined to name the store's insurer

but said property insurance was
provided by the shopping center
owners.

"We are working with a salvage
2ompany now to see what can be
saved, but it looks like a pretty big
loss," she said. "However, we
weren't hit as bad as some of the

others. We had one employee in-
jured and three customers hurt.
Other stores had fatalities."

Wal-Mart expects to reopen at
the same site soon, she said. "Wal-

Mart doesn't give up."

The People's Bank of Marion
also doesn't give up. The bank re-
opened the first working day after
the tornado in four trailers parked
behind the ruins of the bank build-

ing.
Although bank officers were not

available to comment on the loss or

its coverage, a bank employee told
Business Insurance that the build-

ing would have to be completely
rebuilt.

"Only the vault and some of the
framework survived," she said.
'All the walls and the furniture are

gone."
Although it remains open, the

bank's business was still rather

chaotic late last week, she added.
"Only one of the trailers has a

telephone line. That makes it hard
to keep everything organized."

General Adjusting Bureau, one
of the many adjusters blanketing
the town, estimated the damage at
:he bank at $500,000.

Losses at Marion Ford, the only
auto dealership in town, were esti-
mated at $1 million.

At Lowell Supply, a discount
ieweler, property damage was esti-
mated at $500,000. •

Award could total $40 million
NEW YORK-An 18-year-old

man, who was severely burned
when a rented car collided with the

family auto 10 years ago, could re-
ceive up to $40 million in a struc-
tured settlement, says his attorney
Alfred Julien.

Johnson Ford, a Kingston, N.Y.,
automobile dealer and leasing firm,
and its insurer, Liberty Mutual In-
surance Co., have agreed to pay
John Might of New Paltz, N.Y., $2
million in cash, an additional
$40,000 a year for the rest of his life
and purchase a $1.9 million annuity
for him. In addition, $500,000 will
be paid to Mr. Might's 16-year-old

sister, who was slightly injured.
The city of New York will pay

$350,000 of the award for failing to
properly mark the road where the
accident occurred.

Mr. Might's father, mother and
brothers were killed in the accident

when a rented car owned by John-
son Ford collided head-on with the

auto carrying the family.
Johnson Ford officials referred

questions about the settlement and
its liability coverage to Liberty Mu-
tual legal department officials, who
could not be reached for comment.
The city of New York self-insures
its liability coverage. .

was describing Hyatt's request for a
declaratory judgment on what in-
surance is available to cover losses.

Hyatt's suit names 25 insurers.
"We brought suit against them

all in state court," Mr. Deacy said
then. "...As a result of that action,

these (insurers) have said they are
all together, they have said that we
commit, that we will pay up to $150
million of insurance money to set-
tle all of these claims."

The Younger team says this
statement by Mr. Deacy led the ap-
peals court to believe there is
plenty of insurance money com-
mitted to settle claims and that he

might influence the appeals court
to conclude that the hundreds of

skywalk suits need not be joined as
a class action.

Mr. Younger's law firm, as lead
class-action counsel, stands to re-

ceive substantial legal fees if the
class action is upheld by the appeals
court and a settlement or jury ver-
dict results.

The defendants, including Hyatt,
the hotel operator, and Hallmark,
parent firm of the hotel's owner,
Crown Center Redevelopment
Corp., appear concerned that their
ultimate losses will be much

greater under a class action than if
cases are settled or tried individu-

ally.
Mr. Younger's team argues that

defense lawyers for Hyatt and

Hallmark, in closed-door, off-the-

record meetings with Judge
Wright, are now conveying a con-
trary impression to that presented
to the appellate court in St. Louis.
They say the message now is that
the insurers have not committed

themselves to settling $150 million
or more worth of claims.

"It appears that agreements that
previously existed may no longer
exist among the insurance car-
riers," says the brief filed by Mr.
Younger's team. ". . .This new in-
formation graphically illus-
trates. . .that the true scenario of

the administrative and judicial
snarl which will result if the class is

dissolved will take years to unwind
-and the persons who desire to
settle on a one-to-one basis in the

future would undoubtedly encoun-
ter the same double talk we now

hear from defense counsel."

In reply, Mr. Deacy's law firm
argues the Younger team's allega-
tions about the lack of a $150 mil-
lion insurance pot "distort, magnify
and draw erroneous conclusions

from statements taken out of con-

text, made in a closed courtroom,
off-the-record conference between

court and certain counsel. . . .

Hyatt asserts again that "the in-
surance companies that insure
Hyatt, Crown Center and Hall-
mark have committed sufficient

funds to settle all of the skywalk
claims" and characterizes the ef-

forts of the Younger team as "a
last-ditch effort by a band of des-
perate men to cling to dreams of
enormous fees hoped to be derived
from class settlement of punitive
damage claims." 
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Independent HMOs lose market share: Study
By JERRY GEISEL federal loans and grants would rolled in eight plans, INA Health- Houston, Atlanta, Nashville, Tenn, The growth of national HMO

hurt independent health mair.te- plan Inc, with 519,000 subscribers and Oklahoma City, Okla firms is the result of both the com-

EXCELSIOR, M nn -Small in- nance organizations the most be- enrolled in nine plans, Family However, some national HMO panies developing new plans and
dependently owned health mainte- cal-se those HMOs have the most Health Program, with 194,000 sub- plans hardly grew at all For exam- taking over existing HMOs, accord-
nance organizations are losing mar- difficulty attracting private invest- scribers enrolled in three plans, ple, Kaiser Foundation Health Plan ing to InterStudy
ket share, according to a new ment capital Some small, indepen- and PruCare Inc, with 143,000 sub- Inc saw its membership increase For example, of the 35 HMOs
study dent HMOs have folded recently or scribers enrolled in seven plans Just 24% during the last year, rising started by national firms since

The national HMO firms-corn- have been taken over by national Healthplans Corp , which spe- to 4 million members from 3 9 mil- 1978, 19 are newly developed
panies that operate separate HMOs HMO firms cializes in taking over existing lion Kaiser, though, is Sttll far and HMOs and 16 are existing facilities
in at least two states-and HMOs But this shakeout, some experts HMOs, experienced the fastest away the nation's biggest HMO net- that were acquired by the national
run by Blue Cross/Blue Shield believe, will eventually produce a growth of the nationa. firms, ac- work HMO firms

plans are winning a bigger share of more stable HMO environment in cording to the study The company Other national HMO firms have .

HMO enrollment, it reveals whirh operating success will de- -based in Nashville, Tenn, and decided to trim their operations Copies of "National HMO Finns"
The percentage of people en- pend more on operating efficiency operating HMOs in Cleveland, Connecticut General Life Insur- are available from InterStudy, 5715

rolled in national HMOs or those than the ability to attract federal Philadelphia, Pittsburgh, Liuis- ance Co, now part of New York- Christmas Lake Road, Box S, Excel-
run ty BC/BS plans climbed to handouts ville, Ky, and San Antonio, Texas, based CIGNA Corp , sold its szor, Minn 55331, 612-474-1176 The
61 3% of all HMO subscribers in And, the experts say, HMOs -saw its enrollment shoot up to money-losing HMO in Columbia, report costs $15 Intel·Study also
1981, trom 56 7% in 1978, the survey operated by national companies, 102,000 in 1981 from 19,300 in 1980, Md, to Blue Cross/Blue Shield of has available other reports on cztzes
shows like group insurers, or those owned a £29 9% rise This tremendots in- Maryland earlier this year in a $5 1 served by HMOs and growth of in-

During the same period, en-011- by Blue Cross/Blue Shield plans crease was almost entirely due to million transaction dwidual plans
ment in BC/BS-operated HMOs al- wi.1 have greater financial re- an aggressive program of HMO ac-
most doubled, rising to 1 million sources behind them, reducing the qu sitions
from 526,000, while enrollmert in risk that employees will be stuck PruCare Inc, a subsidiary of College of Insurance starts
national HMOs climbed to 53 mil- with large, unpaid medical bills be- Prudential Insurance Co o f
lion from 3 7 million, a 45% in- cai.setheir HMOsshutdown America based in Newark, NJ,
crease According to the InterStudy saw its HMO enrollment climb to work on New York building

By contrast, the number of sub- study, 51% of the nation's 10 4 mil- 143,000 in 1981, up from 58,000 in
scribers in independently owned lion HMO subscribers are now en- 1980, a 148 5% increase NEW YORK-The College of In- ing, located two blocks north of the
HMOs increased much more mo- rolled in HMOs operated by na- PruCare has been concentrating surance has broken ground for its World Trade Center, lS "designed
destly, rising to 4 1 million from 3 2 tional firms, compared with 49% in on expanding its presence in Sun new home in downtown New to be a center for insurance organi-
million, a 26% leap 1978 HMOs operated by BC/BS Belt cities because it believes op- York zation activities and as a meeting

These findings snowing the dra- plans have about 10% of HMO en- po-tunities for growth are the grea- New York Insurance Superin- place and research center for inch-

matic growth of BC/BS-operated rollment, compared with 7% in test in that region Fcr example, tendent Albert B Lewis Joined col- viduals throughout the insurance
and national HMOs are reported in 1978 Independent HMOs' marret the number of subscribers to Pru- lege President A Leslie Leonard community "
a new study by InterStudy an share dipped to about 40% last year, Care of Austin, Texas, hit 13,000 and Chairman Richard I Purnell, The 10-story, 140,000-square-foot
HMO research groip based in Ex- down from 43% in 1978 during the HMO's first year of op- former chairman of Johnson & building, upon its completion in
celsior, Minn Tne biggest national HMO firms eration Higgins. at the May 25 ceremony at September 1983, will house 38

InterStudy's findings conlirm inclide Kaiser Foundation Health Other Sun Belt cities where Pru- the site at Murray and West streets classrooms and seminar rooms, a
earlier predictions that cutbacks in Plan, with 4 million subscribers en- Care now operates HMOs include Mr Lewis called the college a large lecture hall, conference, din-

"resource for the insurance indus- ing and computer facilities, lai-
try, where cultures converge and brary space, faculty and admints-
differences are set apart " trative offices and dormitory rooms

Dr Leonard said the new build- for 120 students
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 Report tells how New York
185
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J
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\ can aid International insurers
175

\

170 By BILL DENSMORE

165 1 ATEW YORK STATE can cash in on the BI tieker
• 1 V expanding sole of US underwriters in

160 L the international insurance marketplace, ac- vantage of the opportunities that lie ahead of its, licensing or currency exchange restric-11
cording to a new legislative report US " tions

155 EI

The study by New York State Senate Dem- An aide to Sen Ohrenstein said the report, However, it could be counterproductive to
6 ocratic Leader Manfred Ohrenstein suggests issued May 16, would be used by the New our economy and New York consumers to22

ways that state legislators can help New York Assembly as a guide to set up a commit- impose hardships on alien companies in Newmy#%%4*47;ZO€'49,F# York-based insurers increase their interna. tee to recommend legislation that would aid York," the report points out
. 1  tional presence, thus creating additional Jobs New York-based insurance m attracting in- In the report, entitled "Developing Inter-

U S -based insurancd operations wrote $6 5 ternational business The panel could be national Insurance-Capitalizing on New
Insurance industry stocks plunged sharply dur- billion of international insurance premiums formed m the next few months, says the aide, York's Role as the Financial Center of the
ing the period ending June 1 as the Business m 1980, the report says, citing figures com- Bernard N Bourdeau, but he adds that the World," Sen Ohrenstein also recommends

piled by the industry That's more than a legislation could take a year or more to enact that New York's prohibition on "back-room"/nsurance stock index lost 4.1 points, dropping
The report's two main suggestions to the insurance operations be scrappedto 175.3 from 179.4. Eight stocks reported 100% increase over 1975, when companies

based in the United States wrote $3 2 billion Legislature to spur international business The report says such operations are formedgains, 46 posted losses and 14 remained un-
changed. The largest declines were reponed by m international coverage, according to the are when an admitted New York insurer estab-

report • Mandate that the state superintendent lishes a subsidiary non-admitted company inPenncorp Financial Inc., 11.8%; SRI Corp.,
And that growth is not going to slacken of insurance report within 18 months to the New York to write insurance In other states8.9%; CNA Financial Corp., 8.4%; Farmers

Group Inc., 7.7%; and Chubb Corp., 7.6%. The very much, according to estimates by Sen Legislature on whether the New York Insur- Under current law, the admitted New York
Ohrenstein and his staff International insur- ance Exchange's authority should be ex- parent insurer may not manage the non-ad-largest increases were reported by Gull United
ance premiums written by U S -based com- panded mitted subsidiary from a New York office,Corp., 3.2%; Frank B. Hall & Co. Inc.. 2.8%;
panies will rise to $115 billion In 1985, a 76% • Force the state insurance department to the study saysUnited Fire & Casualty Co., 1.7%; Combined In-

ternational Corp., 1.2%; and Reed Stenhouse increase over the five-year period become more flexible in its regulatory re- "Lifting this prohibition would allow the
Although the amount of international in- quirements when those requirements don't parent company greater use of its home of-Cos. Ltd., 1.1 %. The 8/index lost 2.3% during

the period, greater than the losses posted by surance premiums written by New York un- directly protect insurance consumers hee and result in increased employment in
derwriters cannot easily be quantified, the The release of Sen Ohrenstein's report New York," the report saysthe major market averages.
report says that 4,706 Jobs in the state in 1980 came less than two weeks after the recom- Of more than 3,000 property/casualty in-
were directly related to international insur- mendations of an insurance industry advi- surers based in the United States, about 50
ante activity Using that figure as a reference sory panel named by Gov Hugh L Carey operate overseas, according to the report, andBritish Issues point, the projected growth m international were unveiled That report advocates the five are considered major insurers of inter-

1 Week insurance written will create another 3,600 easing of investment and rate-setting restric- national risks American InternationalJune 1 Price P/E Div Yield High-Low jobs m New York state by 1985, the report tions on insurers (BI, May 17) Group Inc , INA Corp , Continental Insur-Companies pence pence % pencepence
says Among its other recommendations, Sen ance Co, AFIA World Insurance Co andCommt Union 133 12 1 1686 127 134-133

In addition, this growth will create another Ohrenstein's report calls for the federal gov- Chubb CorpEagle Star 368 125 21 43 58 371-366

Gent Accident 290 7 5 2321 80 292-286 9,000 Jobs in related areas, the report adds ernment to eliminate discrimination by for- "Other important international insurers,"
Gdn Royal Exch 268 65 2500 93 272-268 eign nations against U S insurers that at- according to the report, include Allstate In-
Phoenix 236 79 2400 102 238-236 Of the $6.5 billion of international cover- tempt to write business overseas surance Co, Combined Insurance Co of
Royal 332 86 3607 109 337-330 age written in 1980, $1 2 billion was written 'Foreign insurers can compete in the America, Allendale Mutual Insurance Co,
Sun Alliance 766 90 6143 80 770-750 by overseas Insurers doing business through American market with little restrictions,- The Hartford Insurance Group, Kemper
Brokers U S subsidiaries, $52 billion was written by Sen Ohrenstein says, -while New York- Group, Nationwide Mutual Insurance Co,

domestic U S insurers and less than $100. based firms are prevented and impeded from Aetna Life & Casualty Insurance Co, TheCE Heath 323 88 1871 58 325--320

Hogg Robinson 100 7 7 857 8 6 100- 98 million was written by the members of the entering foreign markets " Prudential Insurance Co of America and
JH Mmet 184 11 5 8 14 4 4 192-184 New York Insurance Exchange, the report The report says more than 50 countries The Travelers Corp
Sedg Grp 167 108 857 51 167-165 estimates have nationalized or socialized their insur- The report repeatedly notes that Lloyd's of
Stenhouse HIdg 113 88 728 64 113-111 International insurance premiums have ance industry or granted monopollstic London retains the bulk of the unique, un-
Stew Wrightson 245 87 1857 76 247-242 grown by over 100% from 1975 to 1980," Sen Powers to their state-owned companies If not usual and hazardous international risks And
Willis Faber 478 120 2143 45 478-470 Ohrenstein says in a statement acedmpany- prohibited outright, some nations place limits the report takes to task the founders of the
Source Philip Olsen/Alan Clifton, Insurance Industry ing the 45-page report "If we are to fully re- on the amount of ownership aUS insurer New York Insurance Exchange for being tooSpecialists Kitcat & Altken Stockbrckers. alize this growth potential, we must be sensi- may hold in a foreign subsidiary, apply rat- optimistic about their efforts to compete withLondon

tive to the needs of the industry to take ad- . ing tariffs or taxes or imposing special depos- Lloyd's .

Financial briefsBl Industry Stock Report Crum & Forster
JUNE 1, 1982 5/26/82 THRU 6/1/82 JUNE 1, 1982 5/26/82 THRU 6/1/82

Crum & Forster, the New York-based in-
Insurance Cos Price °o Chg FE $ Div °0 Yld High Low Vol (000) Pnce °0 Chg PE $ Div °0 Yld High Low Vol (000) surance holding company, has reached an----

-

agreement in principle to acquire Viking In-Aetna Life & Cas Co NYSE 36 50 -5 5 53 252 69 37 75 36 130 854 1 Mited Fire & Cas Co OTC 2950 17 85 088 30 29 50 29 00 12
American Bankers Ins Group OTC 775-3 1 61 048 62 775 763 35 5 Wited States Fid & Gty Co NYSE 40 25 09 72 360 89 40 75 40 00 89 4 surance Co,a Wisconsin-based specialty in-American Gen Ins Co NYSE 39 75 -1 5 53 220 55 39.75 39.25 144 0 United avis U re In: Co OTC 1488 -40 55 100 67 15.13 14.75 15 4

American Indty Finl Corp OTC 14.00 -2.6 82 112 80 14.13 14 000 5 4 uillre ocrp NYSE 1775 -6 3 37 084 47 18.38 17 75 2229 surer, for approximately 615,000 shares of
American Intl Group Inc OTC 61.50 -3 9 95 048 08 62.50 61 50' 562 8 Washington Hatl Corp NYSE 1675 -2 2 70 108 64 17.25 16.50 24 0 Crum & Forster stock
American Natl Ins Co OTC 1388-09 61 076 55 14 00 13 88 40 8 Zenith Natl Ins Corp OTC 1500 00 72 076 51 15.00 14.75 98 The acquisition must be approved by Vik-
American Sts U fe Ins Co OTC 1650 -29 53 080 48 17.00 16 50 16
Aneco Reina Ltd

---- ing shareholdersOTC 225 00 00 000 00 2 25 2 25 51 INSURANCE COMPANIES AVERAGE 67 48
Avemco Oorp AMEX 12.13 00 75 054 45 12 380 12 13 22 6
Banks Iowa Inc OTC 36.00 -2.7 62 148 41 37 00 36 00 20

Aneco ReBitco Corp OTC 2950 00 45 192 65 29.50 29 50 53
Agents/BrokersCarolina Cas Ins Co OTC 6.75 0.0 63 032 47 6 75 6.75 06

Chubb Ck,rp OTC 3963 16 49 292 74 40.38 39 63• 114 0 Ale*ander & Alexander Sves HYSE 26 25 -0 9 91 194 74 26 25 25.75 80 2 Aneco Reinsurance Co Ltd, the Bermuda-
Oambined Intl Corp NYSE 21.38 1.2 57 180 84 21 50 21.25 151 4 Baldwin & Lyons Inc E   -  16 5 0 8 2 3 35 00 35 00 21 3 based insurance holding company, is sellingContinental Corp NYSE 24 13 -5 4 68 260 10 8 25 13 24 13 223 9 Corroon & Black Corp 20 38 20 25 76

Cruip E H Cos Ine oTC 863 0.0 18 4 040 46 863 863 05 Up to 80% Of AneCO Insurance CO Of America,
Crawford & Co OTC 1425 -17 107 056 39 14.50 14.25 12 Hall Frank B & 0 Inc HYSE 27.75 2 8 10 4 1 70 6 1 27.75 26 50 79 7 the surplus lines insurance company that alsoCrobm Lire Ins Co OTC 81 50 00 60 310 38 81 50 81 50 0.0

Cr un & Forater NYSE 2588 -4 2 46 164 63 2675 25885 271 9 Integrated Rea Inc AMEX 14 50 -2 5 55 000 00 14 88 14 so 31 4 owns most of the shares in Aneco Syndicate
Employers Caa Co oTC 3000 -4 8 65 120 40 3075 3000 3 7 James Fred S & Co Inc NYSE 19 88 -2 5 95 160 81 20.00 19 38* 25 4

Ltd on the New York Insurance ExchangeEquirax Inc NYSE 30.25 -2 0 91 260 86 31 00 30 25 20 7 Marsh & Milennan Cos Inc NYSE 33 13 -0 4 10.1 220 66 33 38 33 00 100 6

Penneorp Final Inc NYSE 750 418 58 016 21 8.13 7 50 272 1 Aneco sold 45% of Aneco Insurance Co of
Excelaior Ins Co OTC 16.00 45 417 070 44 16.50 16 008 2 5 Pinehurst Wrp OTC 838 1.5 94 000 00 8.38 8.25 62
Fanners (roup Inc OTC 3000 -77 84 124 41 31.13 30 00 251 9 America on June 1 to Transit Casualty Co In
First Colony Ufe Ins Co OTC 6625 0 0 188 102 15 66.50 66.25 00 Poe & Assoc Inc OTC 900 00 10 1 080 89 900 900 53 a related development, Delaney ManagementForemost Corp Amer OTC 2925-56 82 112 38 29 75 29.25 9 9 Reed Stenhouse Cos Ltd OTC 11 88 1.1 102 060 51 11.88 11.50 23
Qeat West Ure Assurn Co OTC 210 00 00 80 10 00 48 210 00 210 00 00 Rollina Urdick lamter 00 OTC 18 25 -1 4 12 0 132 72 18 25 18 00 15 9 Co Ltd ,a subsidiary of Delaney Offices Inc

====. in New York, was appointed underwritingHanover Ins Co OTC 2475 -39 34 088 36 25 25 24 75* 32.5 AGENTS/BROKERS AVERAGE 89 55

Hartford Steam Boiler Inaptn OTC 4000 -12 74 280 70 40 50 40.00 28 manager for both Aneco Insurance do ofJet feraon Natl Lire Ins Co OTC 38.00 -13 04 076 20 38.00 38 00 10

America and Aneco SyndicateKemper Corp OTC 33 38 04 54 180 54 33 38 33 25 83 2 Cong|Omerates/Holding Cos.
Lincoln Natl Corp Ind NYSE 42 13 -1 5 69 300 71 42 75 42 00 38 8 *erican Express(Firanan's Fd) NYSE 42 13 -8 9 75 220 52 45 13 42 13 805 5 Aneco Reinsurance Co Ltd now is nego-

anderaon Clayton(Ranger/Pan#m) NYSE 28 38 -1 7 56 132 47 28 75 28 25 12 7 tiating further sales of its interest in AnecoMiaaion Ins Group Inc NYSE 2275 -6 2 58 080 35 2363 2250 138 5 Armeo Inc NYSE 17.10 -1 4 43 180 106 17 25 16 63• 279 8Nationwide Corp (Mto OTC 2675 00 78 070 26 26 75 26 75 I ll City Investing Co (Home Ins ) NYSE 23 10 -4 2 72 170 74 23 50 23 00 155 6 Insurance Co of America to reduce its inter-Northwestern Natl Life Ins oTC 2475 -39 51 1.50 61 25 63 24 75 21 1 CHA Finl Corp (CHA) NYSE 12 25 -8 4 48 000 00 12 88 12.258 48 2 est to a 20%Ohio Cas Corp OTC 38 63 07 58 236 61 38 00 37 630 97 6
Old Rep Intl Corp OTC 17.13 4 2 40 092 54 17 88 17.13' 39 1 Control Data (Comml Credlt) NYSE 24 50 49 5.6 055 22 25 25 24 50• 565 8 It is part of our effort to concentrate ourGeneral Re Corp
Preferred Risk Life Ins Co OTC 2075 00 60 092 44 20 75 20.75 4 1 Gulf Utd Corp NYSE 8050 -09 95 216 27 81 50 79.00 10449 efforts in Bermuda and decrease our opera-NYSE 2000 32 70 132 66 20 38' 19 38 216 3Provident Lire & Acc Ins Co OTC 4725-16 59 244 52 47.50 47 00 13 5 Cigna Oarp NYSE 3800 -3.8 49 230 61 38.88 3800• 6408 tions in the US," said Robert Mulderig, vp OfRyan Ina Group Ine OTC 19 00 -2 6 79 016 0.8 19.25 19 00 6 5 ITT (Hartford Group) NYSE 2375 -6 5 52 268 11.3 25·00 23 75* 712 1St Paul Co: Inc OTC 4063 4 1 54 260 64 42.13 40630 174 9 finance for the parent Company in BermudaSafeco Corp 076 35 00 -2 4 64 2.20 63 35 63 35 000 39 2 optimum tilda Corp OTC 925 00 70 000 00 9.25 9 25 1.4 All Aneco reinsurance business iS beingSears Roebuck & 0 (Allitate) NYSE 18 75 -3.8 90 136 73 19.13 18.75Sri oorp OTC 18 00 -8 9 4 0 100 5 6 19 50 1800' 228 Baldwin Utd Corp NYSE 62.25 4.9 78 160 2.6 65.63 62.25 underwritten m Bermuda by a wholly ownedSeiteli truce Group Inc OTC 21 50 -7 0 11.4 0 80 37 22 38 21 50 33 8 Tel«tyne Inc ( Argonaut) NYSE 106.00 -32 54 000 00 10750 10525' 5350 subsidiary, Aneco Reinsurance UnderwritingStatesman Group Inc OTC 538 -2.3 46 015 28 5 38 5.38 8.6 Trmaamerica Corp (Occidental) NYSE 19 63 -1 9 58 140 7.1 20.00 19 63 549 7Tokto Mirine & Fire Ins Co OTC 9450 -45 75 100 11 98.25 94.50 0.9

====. Ltd, formed last May The parent companyTravelers Corp NYSE 41.00 -3.0 51 328 80 41.75 41 000 258 6 CONGLOMERATES/HOLDING COS. AVERAGE 63 39 transferred all of the assets, liabilities and op-
eration of its treaty reinsurance business to

*Record high/low since Jan 1,1982 System design· Altman information Systems Aneco Reinsurance Underwriting, which is
capitalized at $10 million and is under the di-

, rection of President Jonathan J Crawley



Put A&Es environmental
risk planning to the acid test.
Alexander & Alexander's special

National Environmental Action Team

can help safeguard your company's
assets. We view financial risk through
your eyes. Look beyond the treatment,
transportation and storing of hazardous
wastes to the entire spectrum of pollu-
tion liabilities - from generation to
disposal.

With A&A, you'll have access to
expert environmental scientists who
do detailed on-site risk assessments.

And we'll integrate insurance coverage
with an ongoing pollution loss control
program. That's important. Especially
now, when businesses must comply with
new, more stringent EPA regulations and
protect themselves against environmental
liabilities, particularly those resulting
from gradual and non-sudden pollution.

Only by working from the client's
point of view can we be sure a company
gets the most comprehensive, cost-
efficient programs possible.

Full pollution
liability coverage

This insider's vantage point enables
us to be in the vanguard, formulating
contracts that go beyond hazardous waste
coverage to full pollution liability
protection.

Because we anticipated such
coverage would burgeon in importance,
our 88 U. S. offices have environmental

insurance coordinators with ready access
to our corporate expertise. We maintain
strong contacts in Washington to stay
up-to-the-minute in this rapidly evolving
field. And help insurers develop pollution
coverages to assure you of adequate
capacity and competitive terms.

We are ready to look at any
business - medium or large-in any
industry and help create a total compli-
ance program.

We think a big reason A&A has
become one of the largest and most
trusted insurance brokers worldwide is

that we work the same way with every
client. From the client's point of view.
And in our business, that's the acid test.

F

e

Experts from Advanced Environrnental Technology Corp. cf Mor-ss Pains, New Je:sey cleaning up imoroperly handled hazardous wastes

Alexander
8Nexander

From the client's point of view

f


