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A&A delays reporting results,
but admits fourth-quarter loss

NEW YORK-Alexander & Alex-

ander Services Inc., the nation's sec-

ond-largest insurance brokerage com-
pany, declared a 25-cent regular divi-
dend for the fourth quarter of 1983,
even though it says it suffered a
fourth-quarter loss and will not report
fourth-quarter and year-end results
until late this month.

A&A announced last week that the

upcoming financial results will show
Continued on nezt page
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Storm brews over 501(c)
Proposal on House floor would deter

employers from using tax-exempt trusts
By JERRY GEISEL

WASHINGTON-Employers will lose one
of the most cost-efficient ways of funding
their long-term employee benefit obligations
if Congress approves legislation pending on
the floor of the House of Representatives.

Severe funding restrictions contained in a
deficit reduction bill, H.R. 4170, will make it

virtually impossible for employers to use
tax-exempt 501(c)(9) trusts to insure long-
term disability benefits and post-retirement
health care benefits.

The bill, which has already cleared the
House Ways and Means Committee, will af-
feet the security of employees' benefits by
eliminating a financial incentive employers
have to set aside money to pay for future
benefits.

A 501(c)(9) trust, named for that section of

the Internal Revenue Code authorizing it,
allows employers to receive tax deductions
for contributions to the trust. The trust assets

and the interest they earn are not taxed.
The trusts, set up by employers of all sizes,

pay for a wide variety of benefits, especially
health care and long-term disability. Em-
ployers have set up some 9,400 such trusts.

Under the bill, which attempts to close ':
employee benefit and other types of tax shel-
ters, the reserves held by a trust cannot ex-
ceed 75% of the average benefits paid out
during an employer's previous and current
tax years.

For example, if a trust paid out $100,000 in
benefits in 1983 and $150,000 this year, new .
contributions would be barred if they boost-
ed the trust's re-

serves to more than

$93,750.
The Senate Finance

Committee last week,

however, rejected re-
serve limits on the trusts --<
after a dramatic debate #*
between Sens. Robert =5<
Packwood, R-Ore., and
John Danforth, R-Mo.

The Senate bill simply 501(4

says no more than 25% of 
benefits paid out by a
trust can go to highly
compensated employees,
a limitation that will af-

feet few companies (see
Continued on page 30

Graphic: Amy Palme

111[MI]Ilinj[ _ _ 11_11[1111]11 1 1 _.11-.. ..L l ] Lt__[ Ul[1 L] 1 11- ID[ ]1[EM X[.1

Self-insurers plan to fight
bill barring reserve writeoffs

By STEPHEN TARNOFF

WASHINGTON-Self-insurers are still hoping to brew up a big
enough protest to defeat a proposal that would bar them from taking
tax deductions for reserves established to pay workers compensation
claims,

The proposal is moving to a vote on the House and Senate floors
following recent passage of a deficit reduction bill, H.R. 4170, by the
House Ways and Means Committee and the expected approval of a
revenue bill by the Senate Finance Committee late last week.

Spokesmen for the National Council of Self-Insurers and the Risk
& Insurance Management Society say it is not too late to gut the
measure, which is considered detrimental to business in general but
particularly to corporations that self-fund their workers compensa-
tion risks.

However, as of late last week, only the NCSI had begun an
organized effort to fight the proposed legislation.

Moreover, some say that it will take a huge lobbying effort on the
part of business to eliminate the provision, which affects tax prac-
tices in many areas besides the self-funding of workers compensa-
tion risks. Others say the only way it will be defeated is if the final
deficit reduction bill is killed in its entirety.

The measure, which would change the rules for accrual tax ac-
counting, was formulated by the Treasury Department and is one of

Continued on page 26
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(9)s
Employer lobbying pays off as Senate
rejects limitations on benefit reserves

By JERRY GEISEL

WASHINGTON-A Senate panel isn't
buying the House Ways and Means Commit-
tee's plan to severely restrict the funding of
501(c)(9) trusts.

In an impressive victory for the benefit
community-one of the few it has tallied re-
cently on Capitol Hill-the Senate Finance

Committee last week

decisively rejected pro-
posals to place limits on
reserves accumulated

by the trusts to pay for
* promised benefits.

O

. 4 During the last week,
s committee Chairman

Robert Dole, R-Kan.,

almost daily tried to get
the committee to con-

sider proposals to limit
501(c)(9) trust reserves

so as part of a $50 billion
deficit reduction bill, S.
2062.

The committee,

which was expected to
complete work on that

billlate last week, also was considering other
benefit changes (see story, page 28).

It seemed, at first, that reserve restrictions
on the trusts, which provide a wide variety
of employee benefits, would sail through the
connnnittee.

Just two weeks ago, the Ways and Means
Committee in closed sessions approved such
a plan as part of its deficit reduction legisla-
tion, H.R. 4170.

Senate committee members, facing
heavy pressure from the Treasury Depart-
ment, which believes the trusts are being
abused by small companies in tax-avoid-
ance schemes and should be curbed, had
been expected to follow the lead of the
House panel.

Under the Ways and Means Committee
bill, now awaiting action on the House floor,
reserves held by a trust cannot exceed 75% of
the average benefits paid out during an em-
ployer's previous and current tax years.

Experts say this limit would severely
crimp the ability of employers to adequately
fund their long-term benefit obligations (see
accompanying story).

Without heavy lobbying by employers and
Continued on page 30

Manville bankruptcy boosts
costs for other defendants

By STEPHEN TARNOFF

Companies defending asbestos injury suits say they
are paying more money to claimants since Manville
Corp. was removed from the litigation, but this extra
cost has not been as great as they had feared.

However, they are paying significantly more in de-
fense costs, have rung up other legal expenses and have
had their credit ratings reduced since Manville took its
asbestos litigation problems to bankruptcy court.

Manville filed for reorganization under Chapter 11 of
the Federal Bankruptcy Act in August 1982 and, under
provisions of the bankruptcy act, all litigation against it
has been stayed.

However, asbestos injury lawsuits have continued to
be tried and/or settled without the participation of
Manville, the largest asbestos producer and the favorite
target of plaintiffs. And, at least some of Manville's
share of settlements and awards to asbestos claimants

has been passed on to its co-defendants.
Pointing out that they cannot blame all of the in-

creases in claims costs on the Manville bankruptcy, the
co-defendants are reporting cost increases of as much
as 50% and as little as 10% since Manville was removed

from the litigation.

INSIDE: Page 3

New PBGC head says
$7 premium necessary

Manville often contributed 25% to 30% toward settle-
ments and jury awards before it filed for bankruptcy.
And, sometimes it paid much more.

For instance, under a formula used in Texas in 1982
when Manville was still involved in the litigation,
Manville paid 51% of costs if four defendants were
named in a suit. The other three asbestos companies
contributed about 16% each.

If there were 10 defendants, Manville paid 26% and
the others paid 8.2%. If there were 14 defendants, Man-
ville paid 19.47% and the others paid 6.19%.

Now, at least for one co-defendant, the tables are
turning significantly.

Harry Day, general counsel for Raymark Corp. in
Trumbull, Conn., says that preliminary data indicates
that Raymark's average per-case settlement costs were
50% higher in 1983 than in 1982.

Moreover, "one of the most telling statistics," accord-
ing to Mr. Day, is that Raymark generally paid 8% to 9%
of a settlement before Manville dropped out; it is now
paying about 13% to 14%.

Some of this increase is attributable to other factors,
like inflation, Mr. Day points out.

Eagle-Picher Industries Inc. paid an average of
Continued on page 25

Illinois park districts
form risk management group

Page 3
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Premium hike needed soon, PBGC chief says
Continued from page 3
bankrupt Braniff International
Corp., is flying again. The agency
now hopes to reap the fruits of an
agreement with the company to
terminate several underfunded

pension plans in exchange for giv-
ing the PBGC $1 million in cash, a
percentage of the new company's
revenues, stock and warrants.

Mr. Tharp, formerly the PBGC's
deputy executive director and vp of
General Investment Funds, the in-
house pension manager of General
Tire & Rubber Co., has spent much
of his first few weeks as executive

director working with congressio-
nal committees to pass the two bills,
H.R. 3930 and S. 1227, that would
overhaul the PBGC single-em-
ployer insurance program.

PBGC officials have long argued
the insurance program must be re-
vamped. They contend it is now too
easy for employers that want to im-
prove their balance sheets to dump
underfunded pension plans onto
the PBGC.

Under ERISA, the PBGC has the
right to collect 30% of a company's
net worth to guarantee workers'
and retirees' basic pension benefits
if it terminates an underfunded

plan.
But, some companies with little

Mr. Tharp says that companies should have
the right to terminate overfunded

pension plans. 'One of the great strengths
of the private pension plan system is that

it is voluntary,' he says.

or no net worth and big pension
liabilities have realized that it may
be cheaper to dump the plan-and
pay the penalty-than to continue
to fund the plan.

The House legislation, intro-
duced by Reps. William Clay, D-
Mo., and John Erlenborn, R-Ill.,
would bar employers from folding
a pension plan until all liabilities
were fully funded (BI, Oct. 31,
1983).

The Clay-Erlenborn legislation
has drawn criticism because it

would, among other things, vir-
tually give labor unions total con-
trol in deciding whether an em-
ployer could terminate a plan.

Mr. Tharp hopes the controversy
over the union "veto" provision,
which does not appear in the Sen-
ate bill introduced by Sen. Don
Nickles, R-Okla., as well as other
roadblocks can be resolved so that a

bill can be enacted this year.
Until Congress enacts these

changes, legislators are unlikely to
overhaul the Multiemployer
Amendments Act, Mr. Tharp said.

More than 140 suits challenge the
constitutionality of the 1980 law,
many of which argue that Congress
did not have the right to make em-
ployers pay for benefits promised
by the plans.

Prior to the law's enactment, an

employer's liability was limited to
what it promised to contribute-
usually expressed as a percentage
of a worker's hourly pay. This led
to plan deficits because employers
fought to contribute as little as pos-
sible while the plans promised big
benefits.

But, under the withdrawal liabil-

ity rules in the 1980 law, employers
must pay a share of the plan's un-
funded vested benefits when they

NEWS RELEASE

NEW SURETY BONDING FACILITY
CoverX Corporation, Southfield, Michigan based National UnderwritingManager is pleased to announce the availability of its new Surety Bonding Facility

for the Construction and Service Industry.This new facility provides surety for small and medium-sized contractorswho have experienced difficulty in securing necessary bonding. The program,which is free of S. B. A. involvement, is sufficiently flexible to adapt itself to theprofile of the contractor and provide bonds for those who fail to meet thecriteria established by the traditional surety markets. The underwriting philosophyinherent in the facility allows the underwriter to overlook such adverse profilefactors as incomplete financial data, lack of history of successfully bonded jobs,prior losses and unprofitable operations - factors the traditional surety marketconsiders irremediable. These factors are counter balanced by the application of avariable rate of 1 % to 5% and the use of non-working capital collateral and charges
against commercial and residential property where necessary.$1,000,000 of in-house authority is currently available for non-FederalGovernment jobs. Federal Government treasury limits are also $1,000,000.
Higher limits on both categories may be available upon request.This surety facility is available in most states and eligible prospeetsinclude general and subcontractors of every description as well as janitorial,
maintenance and contract security guard or patrol services.

Further information can be obtained by calling or writing J. Perry Mee,
Director of Surety Operations.

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

leave the plan. This withdrawal lia-
bility can exceed a company's net
worth if it withdraws from a badly
underfunded plan.

This fear of withdrawal liability
is producihg the desired effects, Mr.
Tharp notes. Employers are taking
a more active interest to see that

the plans are better funded, he
said.

While the PBGC and congressio-
nal committees have spent a lot of
time dealing with the problem of
underfunded pension plans, Mr.
Tharp says it's ironic that the ter-
mination of overfunded plans has
become a major issue.

This controversy has emerged
during the past two years as com-
panies found that they could recap-
ture hundreds of millions of dollars

from overfunded plans. Plan sur-
pluses grew rapidly during the
stock market boom of 1982-83 as

asset values soared.

Mr. Tharp agrees that companies
do have the right to terminate
overfunded plans. "One of the
great strengths of the private pen-
sion plan system is that it is volun-
tary," he says.

The PBGC, for example, has
given the green light to companies
like Occidental Petroleum Corp. to
terminate overfunded plans and
replace them with defined contri-
bution plans that are not covered
by the PBGC insurance program.

But Mr. Tharp says the PBGC is
troubled by spinoff terminations,
for which several companies have
applied to the agency for permis-
sion.

For example, Celanese Corp., a
New York-based producer of
chemicals, fibers and plastics, has
asked the PBGC for permission to
split its defined benefit plan into
two plans to recover about $300
million in surplus assets.

The company wants to split its
pension plan into one for employ-
ees and one for retirees, with the
excess assets going into the retirees'
plan. Celanese then will terminate
the plan to recover assets and pur-
chase annuities from an insurer to

pay retirees' benefits.
Spinoff arrangements worry

PBGC officials because the assets

left in the employees' plan may not
be enough to pay promised benefits
if, for example, the stock market
takes a plunge.

Then, if the company goes out of
business, the PBGC will have to as-

sume yet another underfunded
plan.

While the termination of over-

funded plans concerns Mr. Tharp,
he says the problem should not be
blown out of proportion.

Currently, the PBGC is consid-
ering about 60 requests for termi-
nations of overfunded plans. These
plans have about 87,000 partici-
pants and about $1 billion in excess
assets, a small percentage of the
$600 billion in assets maintained by
private pension plans, he said.

Not all the news at the PBGC is

bad, Mr. Tharp points out. When
Braniff Inc. resumed flying earlier
this month, the PBGC had a special
reason to salute the event.

An agreement reached last year
with Braniff called for the com-

pany to give the PBGC $1 million
in cash when the carrier took to the

air. The agreement also calls for
Braniff to pay the PBGC an
amount equal to 10% of the reve-
nues Braniff receives annually for
flying federal employees.

In addition, the PBGC received
several hundred thousand shares of

the new Braniff stock, plus war-
rants to purchase additional Braniff
shares.

In exchange for these benefits,
which former PBGC chief Mr.

Jones said had a potential value of
between $10 million and $12 mil-

lion, the PBGC dropped a $47.2
million bankruptcy court claim
against Braniff resulting from the
termination of three underfunded

Braniff plans.
Mr. Tharp said that, like Mr.

Jones, he intends to work out inno-

vative arrangements when appo-
priate to avoid lengthy litigation
that a troubled company might not
survive. .

Cost of work comp benefits
up 270% in 10 years: Study

WASHINGTON-The amount of

workers compensation medical and
indemnity benefits paid between
1972 and 1981 increased 270%, ac-
cording to a recent report.

In addition, self-insurers are

paying a larger portion of the bene-
fits, the report says.

Employers that self-insure their
work comp risks paid 20.2% of the
estimated $15 billion in workers
compensation indemnity and medi-
cal benefits paid in 1981, compared
with 15.3% of $4 billion in 1972.

During the same 10-year period,
insurers' payments decreased to
63.6% of benefits paid in 1981 from
66.1% in 1972. Payments made by
state funds also decreased in that

same period: 16.2% in 1981, down
from 18.6% in 1972.

The annual report, put together
by UBA Inc., a Washington-based
employer-supported research
group, uses estimates supplied by
the Social Security Administration.

The facts and figures in the re-
port include only medical care pay-
ments and cash indemnity pay-
ments to injured workers, said
Charles Little, executive assistant
to the president of UBA.

The state of Maine has the du-

bious distinction of being ranked as
the state having the largest per-
centage increase in workers com-
pensation medical and indemnity
costs between 1972 and 1981.

Maine's costs increased 883% in

that 10-year period, compared with
New York, which ranked last

among the states with an increase
of 114% in the same period.

The national average over the
10-year period was 275.5%.

The other states and their per-
centage increases are:

Washington, D.C., 693%; Wyo-
ming, 673%; Alaska, 578%; New
Hampshire, 489%; Virginia, 432%;
New Mexico, 424%; Colorado, 416%;
Minnesota, 415%; Nevada, $414%;
and Iowa, 407%.

Also West Virginia, 396%; Geor-
gia, 394%; Rhode Island, 393%; Ore-
gon, 387%; South Carolina, 384%;
Washington, 383%; Kentucky,
379%; Arkansas, 371%; Vermont,
370%; Oklahoma, 369%; Hawaii,
359%; Kansas, 357%; and Utah,
355%.

Also Louisiana, 352%; Pennsyl-
vania, 346%; Maryland, 329%;
Texas, 329%; Illinois 324%; South
Dakota, 323%; Nebraska, 320%;
North Carolina, 313%; Montana,
300%; Alabama, 298%; Idaho, 293%;
Ohio, 290%; and Wisconsin, 286%.

Also California, 286%; Missis-
sippi, 274%; North Dakota, 255%;
Tennessee, 250%; Connecticut,

239%; Massachusetts, 227%; Florida,
216%; Delaware, 193%; Missouri,
186%; Michigan, 176%; Arizona,
163%; Indiana, 150%; New Jersey,
121%; and New York, 114%.

Additional information on the re-
port is available from UBA Inc., 600
Maryland Ave. S.W., Suite 603,
Washington D.C. 20024.



Armco closes two reinsurers
Continued from page 2

Armeo Special Risks is being
phased out "as a result of the tax
position of our parent company. We
are not able to offset underwriting
losses with tax credits," he said.

"We're not pulling out of insur-
ance altogether," he added, citing
at least nine other Armco units that

are still writing business.

Armeo announced earlier this

year that it hoped to sell most of its
insurance subsidiaries to Allianz

Versicherungs A.G. of West Ger-
many (BI, Feb. 6).

In Bermu(la, Mead Corp.'s cap-
tive insurer, Westbury Rensurance
Ltd., has requested a temporary
"suspension" from the newly
formed Bermuda Risk Exchange.

"At this time, we're really not
looking to further expand our un-
derwriting activities in this kind of
venture. We asked them to suspend
us at least until this summer so we

could evaluate where we wanted to

go with this, with Bermuda busi-
ness in general," explains John T.
Webb, senior vp of underwriting at
Mead Reinsurance Corp. in Day-
ton, Ohio.

Members of the exchange trade
risks among themselves via their
captives, bypassing the commercial
reinsurance market and heavy bro-
kerage costs (BI, Nov. 14, 1983).

The 17-member exchange isn't
worried about losing Westbury's
participation. Westbury is expected
to resume active participation in
the exchange later this year.

"This really won't reduce our
capacity by any significant propor-
tion," notes Robert J. Rosser, man-

ager of underwriting services for
the exchange and assistant vp at
Hudson Underwriting Ltd., a unit
of Skandia America Group.

Spokespersons in Dayton for
both Mead Re and its parent, Mead
Corp., stress that Mead Re is not
closing down or withdrawing in
other areas of business.

In London, Community Reinsur-
ance Corp. Ltd., a consortium of
eight insurers and reinsurers, has
ceased underwriting, says Nigel
Haygarth, the company's director.

The underwriters participating
in the venture decided to close the

operation because many of them
now own affiliates in London and

want to devote full attention to

their own interests, he says.
The companies that held an

equal interest in Community Re
are: La Belgique Cie d'Assuarances
of Belgium; Copenhagen Reinsur-
ance Co. of Denmark; Iron Trades
Mutual Insurance Co. Ltd. of Great

Britain; Hansa International Insur-
ance Co. Ltd. of Sweden; Norden
Skadeforsikring A/S of Norway;
Pearl Assurance PLC. of Great

Britain; La Providence IARD of
France; and Sampo Mutual Insur-
ance Co. of Finland.

Community Re, which was
founded in 1972, specialized in
writing non-marine excess-of-loss
reinsurance. It generated a net pre-

A toast to safety
Continued from page 3
tion-that's immeasurable," he
says.

About 60 full- and part-time
workers were employeed at
the structure, including tour
guides, cashiers and construe-
tion workers involved in the
restoration. Some have lost

their jobs; others are waiting to
be assigned to postions else-
where within the company
until Greystone can be reo-
pened.

Studies are under way to de-
termine what steps need to be
taken before the structure can

be reopened, the spokesman
says.

mium volume of 6.25 million

pounds in 1983.
One of the shareholders in Com-

munity Re, Copenhagen Re, is
forming another London operation
in partnership with other Scandan-
avian insurers.

The new company, Norse Rein-
surance Co. Ltd., is registered in
Guernsey with paid-up capital of 2
million pounds.

Norse Re will underwrite short-

tail property coverage and a small
amount of marine reinsurance.

Besides Copenhagen Re, the
other underwriters with shares in
Norse Re are Svenska Veritas In-

surance Co. Ltd. of Sweden; Norges
Brannkasse Mutual Insurance Co.

of Norway; Allmanna Brand Mu-
tual Insurance Co. of Sweden; Se-
curitas Insurance Co. Ltd. of Swe-

den; Almindelig Brandforsikring
A.F. of Denmark; and Forenede

Gruppe A/S of Norway. I

Ul¢.Scilt:2;6 tn:fuluncts, Diati:Il 13, 12,0, / 1

TOO LATE FOR 1985?

It's not too late to avoid another whopping rate increase.
There's still time if you act now!
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Select Med$ense-
The P. P. 0. that makes sense.

Call (213) 861-5353, or write:
7840 E. Firestone Bl., Downev, CA 90241-4267
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What'm in it for you
im up to you.

Because when it comes to cutting insurance
costs, it's your good performance that counts.

With the help of Argonaut and your insurance
agent, you can make your operation a safer place
to work. Our expertise-and your management's
commitment to on-the-job safety-can help you
lower your losses and increase your savings.

You can also share in the security of the
Argonaut name. Thirty years ago we started
building our reputation for specialty Workers'
Compensation and Hospital Liability coverage;

for flexible, responsive service; for financial
strength; for the loss control programs that really
save.

If you think you deserve an insurance break,
think about Argonaut. Where good performance
pays.

=**0 Argonaut.
Where people take your business seriously.
National Specialists in Workers'Compensation and Hospital Liability.
250 Middlefield Rd., Menlo Park. CA 94025 (415) 326-0900
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opinions

You can force a change
OBBYING FOR WHAT you believe in can makea difference.

Only a week ago, the Senate Finance Committee ap-

peared to be on the verge of adopting a Treasury De-

partment proposal that would have made it virtually

impossible for employers to use 501(c)(9) trusts to fund
long-term benefit obligations, like long-term disability

and post-retirement health care coverages. A similar

proposal, part of a deficit reduction package, is now
pending on the House floor.

Faced with the threat of losing the most cost-effi-

cient technique of funding their long-term benefit
promises, employers fought the Treasury Department's
proposal as it was being considered by the Senate com-
mittee-and they won.

But the victory was possible only because employers
banded together and worked hard.

First, a letter drafted by the Assn. of Private Pension
& Welfare Plans, which warned that the proposal
would mean employers could not fund benefits on an
actuarially sound basis, was read by Sen. Robert Pack-
wood, R-Ore., just as the Finance Committee was pre-
pared to vote on the proposal. Committee Chairman
Robert Dole, R-Kan., delayed the vote after Sen. Pack-
wood read the letter, giving employers and trade asso-
ciations the time they needed to mobilize their re-
sources. Then, companies like General Electric Co.,
Kerr-MeGee Corp. and Metropolitan Life Insurance
Co., as well as benefit consultants, worked to convince

committee members that the proposal would have a
disastrous effect.

letters

That solid, professional lobbying effort paid off. Last
week, the proposal was solidly defeated and a much
more acceptable proposal by Sen. Packwood was
adopted. Employers, however, should not get compla-
cent. They must convince the full House to delete the
proposal when the deficit reduction bill is voted on,
probably later this month.

They must be made aware that the Treasury Depart-
ment proposal-which limits reserves held by a trust to
75% of the average benefits paid out over the most re-
cent two years-simply makes no sense.

For instance, if companies do not adequately pre-
fund long-term disability benefits, disabled workers
might not collect anything if their employer later goes
out of business.

And, if limitations are placed on trust reserves, more
companies probably would buy long-term disability
coverage from insurers-at a higher price. Since em-
ployers receive tax deductions when they pay insur-

ance premiums, federal revenues would be reduced-
which is just the opposite of the Treasury Department's
goal.

Finally, the proposal bucks the trend of encouarging
employers to pre-fund benefit obligations. ERISA set
minimum funding standards for pension plans, while
the Financial Accounting Standards Board is proposing
that employers list post-retirement benefit liabilities on
their balance sheets.

Convincing the House of all these points will take
another concerted effort. One victory does not mean
the war is won.

Consultants' societies can set the record straight
To the editor: Somehow I think the

subtitle, "A Few Bad Apples Can Spoil
the Image of the Others," for the Perspee-
tive article by Charles A. McAlear enti-
tled "Picking a Consultant" (BI, Feb. 20)
does not properly describe the point Mr.
McAlear was trying to make in devel-
oping titles or descriptive adjectives for
risk and insurance management consul-
tants.

He definitely indicated that most, not
just a few, of these individuals were
poorly educated, lacking experience, ex-
tensively biased and often self-serving,
which obviously leads one to conclude the
good ones are in the minority. I believe
the subtitle is as inaccurate as his descrip-
tions of the consultants supposedly run-
ning amok in the marketplace.

Upon reading the response of a fellow
independent consultant, Warren Brock-
meier, to Mr. McAlear's article, obviously
Mr. McAlear knew there were two pro-
fessional societies, namely the Insurance
Consultants' Society and the Institute of
Risk Management Consultants, which he
simply just as obviously chose to ignore.

If his choosing was because he may
have forgotten the names of each society
or he did not know some of the principles

A new association
To the editor: With reference to the ar-

ticle, "Tightening Reinsurance Capacity
Catching Many Insurers Off Guard" (BI,
March 5), I want to go on record that I am
no longer associated with Global Surplus
Insurance Services. I was interviewed at a

time prior to my leaving Global and be-
fore Global Surplus and the Protective
National Insurance Co. of Omaha decided

to terminate their MGA contract.

Management was not in the habit of
communicating with employees or man-
agers, so the information given to Ms.
Rundle must be considered in this light. I
do not wish to have any of my friends,
associates or producers feel that the infor-
mation published in your trade journal is
misleading.

H.P. Schlander

Pasadena, Calif.

or code of ethics of each society, and
hence, the standards an individual must

meet to qualify for continuing member-
ship, I trust by now he has read the article
"Consultants' Societies Promote High
Standards" in the same issue, and does
now know at least something of their pur-
pose and reason for existence.

I would hazard a guess, or better yet,
state with virtual certainty that Mr. McA-
lear's personal experience with risk and
insurance management consultants,
which lead him to his descriptive cate-
gorization, was not the result of having
dealt with an independent consultant who
was a member of either society.

Admittedly, not all the individuals who
are "consultants" belong to either of these
two societies. Some simply cannot qualify
for various reasons such as not having
sufficient experience, education, being
truly independent, etc. However, their
not belonging does not necessarily mean
they automatically would fit one of the
many "categories"Mr. McAlear de-
scribed.

Although the three principals of First
Risk Management Co., of whom I am one,
are members of ICS and adhere to its

standards, our firm utilizes a semiannual

peer review directed specially toward
maintaining a "Tiffany" image.

Besides having monthly general con-
sultant staff meetings, where new con-
cepts are discussed and ideas are ex-
changed, we also hold quarterly specific
risk management meetings as well. In ad-
dition, we subscribe to and each of us at-
tends several continuing education meet-
ings sponsored by a given CPCU chapter,
the World Trade Institute, American

Management Assns., etc.
Mr. McAlear's closing comment was

that it is now time for consultants to clean

up their ranks and their image. Frankly, I
do not think the ranks and image of the
members of either of two societies need to

be eleansed. By the fact that they are
members and each year continue to qual-
ify for membership, there is really no fur-
ther "cleaning up" necessary.

I suggest Mr. McAlear acquaint himself
with a few of the members of each so-

ciety. Your Feb. 20 issue of Business In-
surance certainly gives him an inkling as
to whom some of them are.

Alvin E. Mangold
President

Insurance Consultants' Society
Feasterville, Pa.

Now for an article on brokers
To the editor: I consider Business Insur-

ance a resource for my business. As a true
consultant, I was especially interested in
the issue on risk management consultants
(BI, Feb. 20).

Of the several articles, two Perspective
articles caught my attention. One com-
mented on "bad apples" and what a con-
sultant (or broker, for that matter)
shouldn't be; another, "The Time for a
Consultant," was written by an insurance
broker.

The last article parallels the surgeon
general writing a report about the advan-
tages of cigarette smoking.

A true broker, by definition, is a com-
mission-oriented insurance technician

paid by the insurance company. A true
consultant is an insurance technician paid

by the insurance buyer. Both serve a val-
uable function.

In your next risk management consul-
tant special, I'd like to expound on the
function of a true consultant or, if you
prefer, "The Time for a Broker" in your
next broker special issue.

R.W. Glenn

R.W. Glenn Insurance Consultants
Greensboro, N.C.

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

Insurance, 740 N. Rush St., Chicago, Ill.
60611.
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During our seventy-two years, we've qucted and placed
some pretty special risks. In the past couple of years, for in-
stance: $ 100 million umbrella coverage for ore of the na-
tion's oldest travelling amusements. A $50 mitlion con-
tingent umbrella for a legendary rock group. A $25 million
segment of $90 million coverage for a grain terminal
elevator. The major portion of a $55 m.[lion five-year
guarantee of oil production. Balloons and a.rcraf. used on
safaris in Kenya. Political risk coverage for a $ 16 million
dam construction in Tanzania. Race horses. Livestock
markets. Pharmaceuticals.D60 coverages rhat most
markets would decline.

Call us...when you need a broker with

FINANCIAL MUSCLE

Geo. E Brown & Sons. Inc.
The Placement SpecialistsM

Offices across the nation...coverages around the world

Atlanta Chicago Hou ston

404/396-7620 312/977-9400 713/578-7222

Los Angeles San Francisci

213/383-7501 415/777-3278

A subsidiary of Interstate National Corporation, one of the Fireman's Fund Insuiance Companies.
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Attempt to settle dispute
over bush fire claims fails

By STACY SHAPIRO

LONDON-A British High Court
will determine who should pay
about $100 million in claims arising
from last year's Australian bush
fires now that attempts to settle the
case have failed, attorneys say.

Primary and excess liability in-
surers for the Southern Electricity
Commission of Victoria, which
concedes liability for two of the
fires, are refusing to pay the claims,
claiming that facts were misrepre-
sented when two Sedgw.ck Group
P.L.C. units placed the utility's cov-
erage in 1982 (BI, Jan. 30).

Earlier this month, attorneys for
the SECV, Sedgwick and the util-
ity's underwriters received a two-
day recess in the trial to determine
who will pay the claims to work
out a settlement. However, Sedg-
wick attorney Michael Waller told
the court later that the attempt
failed. He predicts the trial could
last another eight months.

Attorneys for the SECV have
testified that the utility did not mis-
represent any facts regarding the
risk and argued that Sedgwick
should be held responsible for the
losses if the court ruled the un-
derwriters do not have to pay.

If the court orders Sedgwick to
pay the claims, the company says it
has errors and omission insurance
to cover the loss In fact, according
to evidence introduced in court,
some of the SECV's liability insur-
ers are also on Sedgwick's E&0
risk, meaning they could end up
paying no matter how the court de-
cides. Sedgwick denies it acted im-
properly.

The SECV's coverage, which ex-
ceeds $50 million per occurrence, is
led by Gerling Konzern Allge-
meine Versicherungs A.G. of West
Germany, and includes more than
10 underwriters participating in
two excess layers.

Howden bonuses
The former chairman of Alex-

ander Howden Group P.L.C. issued
bonuses of up to $50,000 to four for-
mer Howden directors, including
former Howden Deputy Chairman
Michael Glover, Howden and Mr.
Glover confirm.

But, both Mr. Glover and a How-
den spokesman say that these pay-
ments are not connected with the
$55 million that former Chairman
Kenneth Grob and four ex-How-
den executives are accused of mis-
appropriating from Howden's un-
derwriting affiliates.

As a result, Howden and A&A
are not taking any action to recover
these bonuses, the spokesman said.

According to Howden, the other
beneficiaries of these bonuses are

Gordon Pope, who is currently a
Howden director and secretary of
Alexander Howden Insurance Bro-

ken Ltd.; Malcolm Reynolds, a for-
mer Howden director and secre-

tary; and Alan Turner, former
director of Sphere Drake Under-
writing Management Ltd, a How-
den subsidiary.

Mr. Glover, who retired from his
post at Howden last year, told Busi-
ness Insurance that "the situation is
simple. In 1976-77, Ken Grob did
give me some personal payments-
or bonuses-and I was pleased to
have them."

Mr. Glover, who still serves as a
consultant to Howden's parent,
Alexander & Alexander Services
Inc., says he believes he received
the bonuses because he was "doing
a good job.

"He (Mr. Grob) made some gifts
which I was happy to
receive. . .anybody who wants to
give me another $50,000 is wel-
come. I would be glad to take it,"

london line

Mr. Glover said.

Mr. Grob's attorneys refused to
comment.

According to a Howden spokes-
man, A&A and Howden discovered
the payments during the special
audit conducted in 1982 that disco-

vered the missing Howden under-
writing funds.

The spokesman says that Mr.
Glover and the others who re-
ceived bonuses have cooperated
with the Lloyd's investigation into
the problems at Howden.

"There was no misappropriation
on my part and I fully and freely
cooperated with the Committee of
Lloyd's," Mr. Reynolds stated.

"I was asked (by Lloyd's) about
personal gifts from Mr. Grob and I
explained to them, but I thought
the answers were entirely confi-
dential," said Mr. Glover.

The bonuses were made public
earlier this month when press re-
ports said that the Lloyd's report on
the Howden affair mentioned
them. However, neither Mr. Glover
nor the Howden spokesman said
they had seen a copy of the report.

Messrs. Pope and Turner could
not be reached for comment.

Syndicate losses
Lloyd's of London members who

have paid nearly 20,000 pounds for
underwriting losses at marine syn-
dicates 895,898 and 899 will decide
today whether to sue underwriting
agency Spicer & White (Under-
writing Agencies) Ltd. and the
Corp. of Lloyd's.

The members' law firm, Clif-
ford-Turner, has recommended in
a letter that grounds for a lawsuit
exist.

"The responsibility for insuring
that names remain within their
limits must rest on their under-

writing agents," a letter from the
law firm says.

The firm also says Lloyd's may
be liable for some portion of the
loss even though Lloyd's is "im-
mune from liability" under the
Lloyd's Act of 1982. However,
counsel notes that the immunity
from liability clause has never been
tested in the courts.

"The names. . .do have a reason-

able cause of action against Lloyd's
for the loss and damage under con-
sideration here and. . .Lloyd's
should be joined as a defendant in
any proceedings brought by them,"
the letter reads.

The dispute arose from under-
writing losses at marine Syndicates
895, 898 and 899 during 1980-1982

when Bryan Spencer was the un-
derwriter for the syndicates. Dur-
ing that time, the syndicates lost
13.1 million pounds, overwrote
their premium limit by 20% in 1980,
66% in 1981 and 113% in 1982 and
made some reinsurance arrange-
ments that are not unrecoverable,
according to a Spicer & White re-
port issued in October.

The syndicates were closed last
year and remaining business is
being run off. But, Spicer & White
is asking members to pay 4.36 mil-
lion pounds for the losses.

As of last month, Spicer & White
said 90.8% of the cash call had been
collected. But, 13 members are re-
fusing to pay all or part of the cash
call, the underwriting agency says.

Spicer & White also is trying to
recover reinsurance for the syndi-
cates, but the success has been
"mixed," according to the report.

Iranian insurance
The state-owned Iran Insurance

Co. says it will write hull war risk
insurance for oil tankers bound for
Iranian ports at a lower rate than
London underwriters are now

quoting.
The Iranian insurer says it will

rate hull war risks bound for Iran's
Kharg Island at $1 per $100 of in-
sured value. Earlier this month,
Lloyd's of London underwriters
doubled its hull war risk rates for
these tankers to $1.50 per $100.

To back up the coverage offer,
Iran's Central Bank has transferred
$100 million to an undisclosed Lon-
don bank to pay any claims costs.

Also, London underwriters gen-
erally have increased the rates they
are charging for cargo war risk
coverage for ship headed to Kharg
Island. Underwriters are new quot-
ing a rate of 75 cents per $100 in
insured value, up from 50 cents.

However, cargo war risk rating
for ships bound for Kharg Island is
being conducted on a "held-cover"
basis, which means underwriters
can boost their rates whenever

they want.
Meanwhile, the British Parlia-

ment is debating whether to de-
clare the Persian Gulf a war zone

following the Iraqi attack on the
British bulk carrier Charming. The
ship, which was heavily damaged,
was insured for $2 million by
Lloyd's underwriters.

If the gulf is declared a war
zone, crew members' life insur-
ance policies would probably not
cover any fatalities because of war
exclusions. i

Pollution lawsuit rejected
LOS ANGELES-Businesses

cannot use the federal Superfund
law to force other companies to
clean up hazardous wastes, a U.S.
District Court judge has ruled.

Judge Lawrence T. Lydick re-
cently ruled that the provisions of
the Comprehensive Environmental
Response and Liability Act of 1980,
better known as CERCLA or the
Superfund, can only be used by the
U.S. Environmental Protection

Agency, not by private parties.
In doing so, he dismissed a De-

cember 1983 suit by Cadillac Fair-
view/ California Inc., a Los Angeles
real estate development firm.

Cadillac Fairview, which bought
100 acres in Los Angeles in 1976
without realizing that a portion of
the land was once used as a hazard-

ous waste dump site, filed suit
under CERCLA against Shell Oil
Co. and Dow Chemical Co., among

others (BI, Dec. 19, 1983).
The land has been found to con-

tain toxic wastes, which Cadillac
Fairview claims were deposited by
Shell, Dow and others between Oc-
tober 1942 and April 1955, and per-
haps as recently as 1972.

Cadillac Fairview, which says it
was not informed of this when it
purchased the property, also sued
Cabot, Cabot & Forbes Interim Inc.,
the successor to the company that
sold it the land.

The site is listed by the state's
"mini-Superfund" program as one
of the worst toxic waste health haz-
ards in California.

Michael Seaton, president of the
Cadillac Fairview, calls the deci-
sion "an obvious disappointment."
He says the company has not yet
decided if it will appeal.

He says he is not certain how
much cleanup would cost. ,



Long tail risks can gobble up
the unwary reinsurer.
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Reinsurance entails extraordinary
long term obligations.

At North American Re, we paid
one claim for over 67 years.

Imagine the year 2051...67 years
from now. How many of today's
reinsurers will still be paying for
potentially enormous long tail claims

\1/* -, j
4 WLE Y

,

f

f

r

4

XJ

arising from previously undiscovered
risks such as toxic waste and
asbestosis?

Reinsurance is a long term
business.

And only those reinsurers who
are committed to long term financial
stability should be in it.

NOXTH AME2ICAN

We Take Your Risk
Out Of Reinsurance.

NORTH AMERICAN REINSURANCECORPORATION 100 EAST46TH STREET NEW YORK, NEW YORK 10017 TELEPHONE 212-907-8000
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Rostenkowski opposes health tax cap
By JERRY GEISEL

WASHINGTON-The chairman

of the House Ways and Means
Committee doesn't want the Rea-

gan administration's proposed cap
on tax-free health insurance bene-

fits.

Rep. Daniel Rostenkowski, D-Ill.,
says he opposes the administra-
tion's plan to limit the amount of
employer-paid health insurance
that can be provided tax-free to
employees.

Mr. Rostenkowski told the Na-

tional People's Action on Health
Care Benefits that he will not let

the health care tax proposal get out
of his committee, though he did not
specify his objections to the pro-
posal.

Under the proposal, employees
would have to pay federal income

washington

and Social Security taxes on that
portion of an employer-provided
health insurance premium that ex-
ceeds $70 a month for individual
coverage and $175 a month for
family coverage.

Benefit advisers

The Labor Department's Advi-
sory Council on Employee Welfare
and Pension Benefit Plans has two

new members.

The new members, who will

serve three-year terms, are: James
Miller, a partner with the account-
ing firm of Deloitte, Haskins &
Sells in Pittsburgh, and Donald
Pond, vp and actuary with Con-

necticut Mutual Life Insurance Co.

in Hartford, Conn.

Mr. Miller will represent the ac-
counting profession and Mr. Pond
will represent insurers on the 15-
member council, which advises the

secretary of labor on issues relating
to the Employee Retirement In-
come Security Act of 1974.

Three current members also

were reappointed to the council.
They are:

• Leland McCullough, a partner
with Greene, Callister & Nebeker,
a Salt Lake City law firm.

• Lawrence Smedley, associate
director of the AFL-CIO's Depart-
ment of Occupational Safety,
Health and Social Security in

5 North Star
Management Corporation

as New York Insurance Exchange Underwriting Manager
proudly announces that

m. H. C SERVICES, INC.

will provide Ocean Marine Insurance
underwriting services

for

NORTH STAR SYNDICATE, INC.
and

POLARIS SYNDICATE CORPORATION

...and Specialized Inland Ma,ine and
Related Multi-Peril Covenges

814-Afti)J-*FANXMmAVAA'tillXCA

Washington.
• Jozetta Srb, a research associ-

ate at Cornell University's School
of Industrial and Labor Relations

in Ithaca, N.Y.

Mr. McCullough represents em-
ployers, while Mr. Smedley repre-
sents employee organizations and
Ms. Srb represents the general pub-
lie.

Heavy reading
One of the hottest-selling books

in Washington is 1,833 pages long
and weighs in at 314 pounds.

The supplemental report of the
House Ways and Means Cory- mittee
on the Tax Reform Act of 1984,

H.R. 4170, is selling briskly st $21 a
copy, according to its publister, the
Government Printing Office.

The book is in demand by lob-

byists, who stood in long lines at
the GPO's main book store in

Washington to get the first copies.
The book contains the actual deficit

reduction bill (1,023 pages) ap-
proved by the Ways and Means
Committee (BI, March 12), as well
as an explanation of the bill's pro-
visions (810 pages).

The best-seller, which also

explains the employee benefit pro-
visions in the legislation including
new funding restrictions on'
501(c)(9) trusts is, however, doomed
to obsolescence.

Once the bill reaches the House

floor for a vote, congressmen are
likely to make at least some
changes before giving the legisla-
tion final approval.

That will mean a new, probably
bigger and more expensive report
will have to be published by the
GPO.

And the reports won't stop there.
Another volume will be published
on the Senate version of the deficit

reduction bill as well as on the final

bill that will emerge from a House-
Senate conference committee.

Risk and benefit managers can
order a copy of the House report by
writing the Superintendent of Doc-
uments, Government Printing Of-
fice, Washington, D.C. 20401. Spec-
ify Report 98-432, Part 2.

PBGC official

Financial consultant Roderick J.

O'Neil has been named associate

executive director of the Pension

Benefit Guaranty Corp.
In the new position, Mr. O'Neil,

53, will be responsible for the pen-
sion insurance agency's policy de-
velopment and also will be in-
volved in legal, budget and man-
agement planning issues.

Mr. O'Neil has served as a legal
and management officer for the
commonwealth of Puerto Rico. He

also was the assistant to the finance

chairman of General Tire & Rub-

ber Co. Earlier in his career, Mr.

O'Neil helped establish several
small private companies.

FSA changes
The tax code can be modified to

wipe out abusive flexible spending
accounts without destroying the
entire FSA concept, an employer
group says.

The Washington Business Group
on Health suggests that so-called
Zero Balance Reimbursement Ac-

counts, or ZEBRAs, which allow

employees to reduce their salaries
by unlimited amounts to pay for
uncovered benefit expenses after
they are incurred, should be out-
lawed.

In addition, caps on the amount
of money an employee could con-
tribute to an FSA may be neces-
sary.

"Allowing employees to purchase
several pairs of eyeglasses as an en-
hancement of wardrobe rather

than a health care need circum-

vents the intent of FSAs," the
group says.

"Establishing qualified medical
expenses for which FSA dollars
can be used would be a reasonable

modification."

The group's suggestions were in
response to a Feb. 10 news release
by the Internal Revenue Service
that implied that most FSAs are in-
valid (BI, Feb. 20).

Railroad safety
New safety rules published by

the Federal Railroad Administra-

tion require railroads to investigate
the cause of all signal failures.

Previously, railroads did not
have to investigate minor signal
malfunctions or any other prob-
lems that did not create potential
safety problems. .



DOES SOMErHING
UKE THIS BELONG IN A

 PENSION PORTFOLIO?

If you happen to think that investment in DNA research
is a little exotic for a pension fund or profit sharing plan,
you're not alone.

For all the glamour of genetic engineering, robotics,
and other high tech investments, many pension managers
still write them off as too risky

What they don't realize is that it's possible to
approach even such normally speculative investments
conservatively, intelligentl* and systematically

In fact, in our Investment Group at CIGNA we manage
portfolios of just such investments, in exactly that waK for a
limited number of pension fund clients.

And if that surprises you, so will the fact that in the
three-year period ending December1983, these Special
Opportunities funds rose in value by 88.2%.*

Of course, whether or not investments such as these

belong in your portfolio depends on your portfolio.
But no matter what investment strategy you're follow-

ing, we'd like you to know that the business approach
responsible forthe growth of our Special Opportunities

portfolios operates in every investment unit at CIGNA.
Each of those units functions as an autonomous

and specialized"business within a business,"within our
Investment Group.

From Real Estate to International Investments, we

develop a strategy appropriate to each specific invest-
ment area.

Then we stick to it.

We don't look for one good year.
Or count on the occasional inspiration.
We're committed tothe value of a long-term and

disciplined investment philosophy
In the last five years, for example, the return on the

pooled equity fund managed by CIGNA Investment Man-
agement Company ranked in R 1.RE.R.'s top performance
quartiler

So, even if DNA doesn't

belong in your portfolio,
perhaps our Investment Group

CIGNA
still belongs in your plans.

CIGNA Investment Management Company. Hartford CT 06152.
post performance is not necessaril¥ indicative of future performance ··RI. RE.R.-universe of pooled equity funds ol banks and insuronce companies forthetive·year periodending 12,31/83,
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New Jersey regulator resigns amid criticism
TRENTON, N.J.-Citing unwar-

ranted legislative criticism and ha-
rassment, New jersey Insurance

Commissioner Joseph F. Murphy is
stepping down from the post he has
held for the past two years.

Mr. Murphy, 68, who was ap-
pointed by Gov. Thomas H. Kean,
told the governor in a letter dated
March 1 that recent "demigodic"
behavior of the Legislature involv-
ing auto insurance has turned into
harassment, which he finds perso-
nally offensive.

No-fault automobile insurance

has been a controversial topic in
New Jersey during the past year
and a recent rate increase has

stirred the ire of legislators and the
public.

This harassment, according to
Mr. Murphy's letter, has reached a
level seriously prejudicial to the ef-
fective administration of the de-

partment.

Mr. Murphy's resignation takes
effect April 16. A new commis-
sioner has not been named.

Besides working for the New
Jersey Insurance Department, Mr
Murphy served as deputy superin-
tendent of insurance in New York
from 1952 to 1955. He has worked
as legal counsel for Continental
Corp. in New York and retired in
1980 as Continental's executive vp
in charge of corporate and legal af-
fairs. After his retirement, he be-
came a partner in the New York
law firm of LeBoeuf, Lamb, Leiby
& MacRae.

Mr. Murphy has not announced
his future plans.

No license?
RIVERSIDE, Calif.-The Cali-

fornia Insurance Department is
trying to put out of business a
health care firm that the depart-
ment says is operating as an insur-
ante company without a license
and in violation of state laws.

The department will conduct a
hearing April 12-13 to determine if
a preliminary injunction is war-
ranted to close Totalcare Interna-
ti6nal Inc., which it says has been
operating partly as an insurer and
partly as a health maintenance or-
ganization.

Employers were led to believe
that a portion of a fee they paid the
company would buy hospitalization
coverage for enrolled employees,
but no insurer was ever involved,
departmental investigators say.

Totalcare has been in operation
here for about two years, contract-
ing with employers and physicians
as a prepaid health care plan,
though it has not contracted with
hospitals. The company currently
has an estimated 2,000 persons en-
rolled in Riverside and nearby San
Bernadino counties.

The Insurance Department has

Alliance selects

Washington chief
WASHINGTON-The Alliance

of American Insurers has named a
new head for its Washington office.

David Farmer, who currently di-
rects the Alliance's Southeastern

region in Atlanta, will become vp
in charge of the Washington office.

Mr. Farmer, who will begin
work in Washington June 1, also
has been an attorney and director
of legislation with the Professional
Insurance Agents of America in
Washington. In addition, he has
held positions with Aetna Casualty
& Surety Co. in Washington and
San Diego.

Mr. Farmer replaces Andre Mai-
sonpierre, who left the Alliance to
direct the Reinsurance Assn. of

America in Washington. Tom
O'Day, an assistant vp, will run the
Alliance office until Mr. Farmer

assumes his new position. .

around the states

issued a cease-and-desist order

against Totalcare and, in a separate
action, the state Department of
Corporations has .ssued a tem-
porary restraining order, prohib-
iting the company from assuming
any new business. A hearing on the
restraining order is scheduled for
April 6.

Workers comp pool
OKLAHOMA CITY-Some 26

retail merchants in Oklahoma are

expecting to cut 35% off the.r
workers compensation premium
costs now that they've formed a
self-insurance pool.

The Oklahoma Retail Merchants

Group Self Insurance Assn. was
chartered March 1 through the
Oklahoma Retail Merchants Assn.

It will provide savings to its mem-
bers through advance discounts on
premium return of surplus pre-
mium and safety engineering ser-
vic€s.

The member retailers will pay
their workers compensation pre-
mium, Less advance disounts, into
the group fund instead o- to a com-
mercial insurer. That fund serves

as a premium pool, from which
claims are paid. At the close of the
year, surplus premium can be re-
turned to the members, acecrding
to Summit Consulting In2. in Lake-
land, Fla, the group's self-insur-

ance administrator.

The amount returned is based on

:he surplus available and the indi-
vidualloss ratio of each member.

HMO law opposed
PROVIDENCE, R.I.-Blue Cross

& Blue Shield of Rhode Island has
filed suit in a U.S. District Court to

fight the "mandated option" re-
quirement of the state's HMO Act.

The dual-choice provision in the
law requires employers to offer
employees the opportunity to join a
nealth maintenance organization
licensed under the state HMO Act.

BC/BS is suing in its capacity as
an employer and bases its com-
plaint primarily on the state law's
pre-emption provision of the fed-
eral Employee Retirement Income
Security Act.

BC/BS contends that its em-

ployee benefit plan is governed by
ERISA, which has precedence over
the Rhode Island HMO Act, and its
plan cannot be affected by the state
law.

Defendants in the case are the

Rhode Island Department of
Health, the Department of Business
Regulation and Ocean State Master
Health Plan, one of two in-state
HMOs and the only one affected by
the proceedings.

The defendants contend the

state's HMO Act, including the
mandated option provision, is an
insurance law that is not pre-
empted by ERISA.

Action on the suit should come
within a month, said William J.
Waters, the state Health Depart-
ment's assistant director for health

policy. a
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Far too often, when its time to try and
collect on your insurance daim, you find out
just how good thatgood deal"you got really is.
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ecently, the New York Times brought to
light the fact that corporations are having diffi-
culty getting their insurance companies to
promptly and fairly settle and pay their daims.

As these corporations are discovering, the
true cost of an insurance policy can entail a
great deal more than just what your premiums
add up to. The speed, efficiency, fairness and
resourcefulness of your insurance company for
the lack thereof) when it comes to preventing
and settling claims can also figure into your
ultimate cost.
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That's why at AFIA, we feel that settling a
claim properly means more than just a fair
settlement. It also means better than fair service.
It means a commitment to use all our resources

to help you settle your claim quickly and
efficiently.

Since 1918, AFIA has built its reputation on
integrity and dependability. In no area of insur-
ance are those two qualities more important
than daims service.

Our international network of claims experts
allows us to be on the spot anywhere in the
world, wherever and whenever you need us. But
having worldwide resources and dependability
is only half of what is needed to do the job
properly. The other half is having the imagina-
tion, and the will, to do the extraordinary when
necessary.

There isn't an insurance company anywhere
that couldn't cite examples showing how good
their claims service is. You know the type of
examples we mean. The true test, however, is to
ask a corporation or its insurance broker-the
people who really live with the service-how
they feel their insurance company performs.

So we would like to invite you to speak with
our insureds or with your broker. Ask them the
tough questions: find out how they really feel
about AFIA's claim service. They'll tell you.

And you'll discover that no matter where in
the world you are, and no matter what happens
to your company, you'll want AFIA there to
take care of it.

And that's not a claim, that's just how
confident we are about what we can do for you.

AFIA
WORLDWIDE INSURANCE

Helping business
grow overseas since 19IS.

AFIA, 110 William Street, New York, NY 10038, Atlanta, 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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When you work with Sentry, everything
winds up working in your favor. Our National
Accounts, Risk Management and Special Risks
units operate as a single, coordinated depart-
ment with the flexibility to come through
for you, time after tme.

By paying close aztention to the details
of your business, we can design insurance or
service programs geared precisely to your
needs. With imaginative techniques that
match premiums to, exposure.

.r

When an insurance companyknows what makes yourbusiness tick.
inside and out.

If you'd like co see the benefits ofworking
with people who understand your business,
give our business a call at (715) 346-6863.

We can also help you minimize those
exposures through a complete line ofrisk
management services, including loss control,
claims administration, industrial hygiene, loss
experience reports, and every service you
need to administer self-insurance and ---

captive programs.
And when you work with us, you're not

working with a faceless voice on the tele-
phone. You get the personal attention ofan -I--

account executive who knows your business

Sentry® Insurance
National Accounts Depanment
Sentry World Headquarters
1800 North Point Drive

Stevens Point, WI 54481
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THE CREAM OF THE CROP
Most consultants win kudos from their clients

By Leonard J. Silver

HE ARTICLES "Picking a

T Consultant," by Charles A. McAlear,
and "The Time for a Consultant," by
Robert Harder (BI, Feb. 20), were

good examples of the old saying, 'It
ain't what you do, but the way that

you do it."

I agree that each of these gentlemen has a right
to speak his mind as he sees things. However, to
have both of these articles back-to-back in an issue

featuring the role of the consultant was somewhat
less than evenhanded.

Both articles were ablaze with bold headlines.

Both gave a small acknowledgment to the fact
that, indeed, there are good consultants. . .and then
went on demeaning a worthwhile and professional
calling with clarion blasts.. .blasts at every
shortcoming ever perceived or imagined to have
been committed by a consultant or that will or

might be committed by a consultant in the future,
ad infinitum.

Together, both articles resounded with criticism
that, though perhaps deserved by individuals,
certainly is not deserved by professional risk
management consultants as a group.

I think that the articles, especially as presented,
were unfair. At no time can I recall any Business
Insurance issue similarly blasting agents and
brokers with back-to-back salvos, filled with chain

and buckshot and aimed indiscriminately.
I'm pleased that I can recall no such articles

because they would have been undeserved by the
truly professional insurance agent or broker
caught in the onslaught against the incompetent
and inept.

And there are incompetent, inept and
inadequate yet seemingly dedicated agents and
brokers!

And there are agents and brokers who squander

their clients' money on worthless products that
neither cover the risk properly nor are marketed
to the clients' benefit, who bill for products, but

.t...*St

.

Leonard J. Silver is president of
First Risk Management Co. in
Feasterville, Pa., and past
president of the Insurance
Consultants Society·
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speaking out

never read the specifications.

Mr. Harder proclaims the virtues of brokers by
castigating risk management consultants for not
having more stringent qualifications established
by law!

We are the first to welcome qualification
requirements (which is why the Insurance

Consultants Society and Institute of Risk
Management Consultants have established and
enforced their own), but we point out that

consultants neither pass laws nor establish legal
regulations specifying qualifications.

Also, Mr. Harder proclaims that the public is
better protected in their dealings with insurance
brokers than in their dealings with consultants

because (at least in Ontario where, by the way,
we are accredited to practice) brokers are
required to "maintain certain minimum

standards of errors and omission insurance and a

$10,000 bond."

First of all, the question is now which better
protects the public, for both the agent/broker and
the risk management consultant have distinctly
separate roles to play.

Second, what really protects the public is talent,
knowledge, dedication and experience. No law
requires us to carry E&0 insurance. We do, and
for far more than minimum amounts. No law

requires us to be bonded because, unlike brokers,
we handle no client funds nor are we required to
protect our clients. We do so out of professional
dedication.

We insist that our people continue their
education even after reaching the age of trifocals.
We have peer review within. We start with good
human material and we forever train and retrain.

And we read our clients' policies-every word of
them-and we discuss them and ponder them and
research them.

Yes, your risk management services issue did
contain positive comments abont the views on and

use of consultants by Fortune 500 companies.
The consultants that Messrs. McAlear and

Harder were referring to obviously were related to
their experiences with consultants servicing less
gigantic insureds. And that's where our efforts
often bring the most benefit, I believe.

Had you run articles with blaring headlines

about the benefits that professional risk
management consultants have brought to Fortune

5,000 or Fortune 2,500,000 companies, you might
have covered:

• How consultants uncover, evaluate and

recommend treatment of significant risks that the
client never realizes existed and that the insurance

agent or broker never discovered.
• How the vast majority of policies that we

receive on behalf of our clients need significant
correction or modification to benefit and protect
our client.

• How the consultant develops a non-insurance
program that reduces the client's exposure to risk
and insurance expenses.

• How the independent consultant recommends
that the client sue an insurer, assists with the suit,
testifies in court and helps the client win what it
was entitled to in the first place.

• How the independent consultant takes the
mystery out of insurance for the small to
middle-sized clients (that have no on-staff risk

manager) and educates their executives and

management people in an area that costs them
large sums of money each year.

• How independent professional consultants
not only save clients literally millions of dollars
per year, but actually retrieve very significant
sums previously improperly charged, before the
consultant was on the scene.

• How the consultant persuades a client that it

should hire a competent on-staff risk manager.
There are incompetent agents and brokers.

There are thousands of them.

Conversely, though, it is a small community in

relation to the huge agent/broker population.
There are superb, competent, qualified, dedicated,
professional agents and brokers. I thank the Lord
for them and our clients appreciate them. We
recommend their services, when asked.

Likewise, there are equally superb, competent,
qualified, dedicated, professional consultants. That

was acknowledged fleetingly in both of Messrs.
McAlear's and Harder's articles. Thank you very
much.

How about banner headlines and clarion calls

for the beneficial services of the really good,
hard-working and dedicated risk management
consultants just to keep things evenhanded? No.
Not necessary.

Most professional risk management consultants
(independent ones, at least) keep a low profile and

let their good work speak loudly for them.
But, a little more balanced treatment couldn't
hurt, could it? .

1 1 1
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The future of human resources requires a redirection
By Kenneth P. Shapiro

 N MY last column (BI, Jan. 16), Idiscussed these six challenges for
human resource managers:

• Managing employee expectations
in a time of slower growth.

• Improving our ability to
develop managers.

• Closing the communications gap
between management and employees in

an era of change and increasing demands
on employees.

• Nurturing innovation and an
entrepreneurial spirit.

• Controlling people costs and
improving the return on the compensation
dollar.

• Sustaining improved productivity.
No quick fixes or single program can

respond to these challenges. Rather, a
tailored, comprehensive, sustained
approach is needed. This will require
innovation, fresh thinking and new
directions-five of which are outlined

below:

books & ideas

management
• A strategic

focus.

A recent study
compared the human resources

department emphasis of high-performing

vs. average-performing companies.
More than half of the human resources

executives in the high-performance firms
saw their role as primarily strategic-the
personnel heads in the

average-performing companies saw their
job as administrative, with only one-tenth

of them emphasizing strategy.
The more successful companies will

continue to be those where strategic

personnel planning takes place.
• Improved selection and retention.

New human resources challenges

emphasize the need to ensure a better
employee-company and employee-job fit.
This is particularly necessary in an
environment where there is pressure for
equal opportunity.

This challenge will require mounds of
additional employee selection/retention
data: reference checks; availability of

Coming to terms
with insurance words

By Carol Cain

"Dictionary of Insurance," Sixth edition
By Lewis E. Davids
Rowman & Allanheld. 81 Adams Drive, Totowa, N.J. 07512
338 pages; $21.95

661 1  ORDS ARE LOADED PISTOLS,"
/ according to Jean-Paul Sartre in Geoffrey

/ Wolff's "Inklings."
 If so, then Mr. Davids '"Dictionary of

/ / Insurance" has enough ammunition to shoot
I I down any confusion arising over insurance

and related terms.

"Since English is not a 'dead' language and insurance is far from
being a 'dead' subject, it appears that many of the terms cannot be
frozen into an unalterable context," Mr. Davids says in the preface of
this revised edition.

The 318 pages of definitions include meanings of terms that may
differ from region to region, or insurer to insurer.

Besides insurance terms, Mr. Davids also includes words and

phrases associated with other fields, such as law, statistics, accounting,
government, taxation and real estate.

The terms deliberately are defined briefly so that the book will
serve as a ready reference for someone who is trying to quickly
interpret materials dealing with insurance or the variety of related
fields.

Unfortunately, the book strives for brevity too often.

For example, the definition of risk is simply: "A person or thing
insured. Uncertainty as to the outcome of an event when two or more
possibilities exist."

The defintion of risk in Webster's "Second College Edition New
World Dictionary of the American Language" is not only three times
longer, but much clearer and exhaustive.

The space Mr. Davids saves by writing short definitions, however, is
put to excellent use by including abbreviations at the beginning of
each letter. X.C.L. (excess current liabilities) and and L.E.A. (Loss

Executives Assn.) are just a couple of the more than 100 abbreviations
listed.

The abbreviations enhance the book's worth as a reference source

for risk managers, employee benefit managers and other corporate
executives.

Mr. Davids, who is a professor of bank management in the College
of Business and Administration at Southern Illinois University in
Carbondale, Ill., also includes a directory of insurance and related
organizations and the addresses of state insurance commissioners in
his lexicon.

Carol Cain is an associate editor at Business Insurance.

spouse employment
at the time of

transfer; correlation

of job with employee background;

correlation of job with employee value
system.

We are likely to see a significant growth

in psychological and sociological research
in this area.

• New approaches to employee
appraisals.

First, appraisals need to reinforce the
positive. Successful companies design
appraisal processes where employees can

win. Second, feedback on performance,

based upon specific incidents, should be

close to the event. Third, new approaches
are needed recognizing the immediate

superivisor is often the weak link in the
appraisal chain.

• The training and development
process.

It is estimated that although U.S.
industry spends $30 billion per year on
employee training, less than 1% has an

effective system for measuring the impact

and value of the worker training
programs. This area clearly represents a
fertile area for improvement, innovation
and effectiveness.

• Managing culture change.
In the the book, "In Search of

Excellenece," Messrs. Peters and

Waterman state that "the dominance and

coherence of culture is an essential qualtiy

in the excellent company."
Managing culture is a central human

resource function. Climate and culture can

be measured and changed, and human

resource strategies, policies and practices
are often central to the formation or

modification of the corporate values

system. .

Kenneth P. Shapiro is
president of Hay
Huggins Co. Inc. in
Philadelphia. His column

on management appears

regularly in Business
Insurance.

L.-ll

Grocer's policies exclude
punitive damage awards

legal briefsUNITIVE damages are not in the
category of damages for "bodily injury"

or "personal injury," a Missouri
appellate court ruled. And, punitive
damages never are awarded as

compensation.

Schnuck Markets Inc., a grocery store chain, was

covered under blanket liability insurance policies
issued by Transamerica Insurance Co. as the
primary insurer and Mission Insurance Co. as the

umbrella insurer. Schnuck had 12 lawsuits pending
against it, each of which sought punitive
damages.

Transamerica and Mission informed Schnuck that

it could obtain its own attorneys regarding the

punitive damage claims. Schnuck brought a breach
of contract action against both insurers. The trial
court ruled in favor of Transamerica and Mission.

At issue here was the interpretation of a policy

provision requiring the insurers to "pay. .all sums
which the insured shall become legally obligated to
pay as damages because of bodily injury or property
damage. . . ."

Schnuck argued that the phrase "all sums which
the insured shall become legally obligated to pay"

also included liability for the punitive damage
payments.

But, Schnuck's interpretation eliminated the
qualifying language, which the court considered
critical.

According to the appeals court, the policies for
Schnuck provided no coverage at all for punitive
damages.

Schnuck Markets Inc. us. Transamerica Insurance

Co., Missouri Court of Appeals, April 19, 1983;
Motion for transfer to the Supreme Court denied
May 26, 1983 (BI/05/M.-$5).

Distinguishing dental work
Placement of crowns and bridges on teeth in the

course of treatment for malposition of the jaw did
not fall within the meaning of "dentistry" in an

exclusionary provision of a group health insurance
policy, according to the District of Columbia Court

The Perspective section, which is a forum for

readers' opinions, is compiled and edited by
Assistant Copy Editor Claudette Dampier. She

Can be reached at 312-649-5282.

of Appeals.

The Medical Service of the District of Columbia

and Group Hospitalization Inc. entered into a group
medical health benefits contract with the Transit

Employees' Health & Welfare Fund, which
excluded medical expenses for or in connection
with dentistry.

Dean Goss, an employee of the fund, was covered
under the policy. His wife consulted a dentist for
severe facial pain and headaches suffered over five
years.

The dentist diagnosed her problem as

tempormandibular joint syndrome. Treatment for
the syndrome involved insertion of a "splint,"
which relieved the pain, but created a gap between
her upper and lower teeth.

The dentist that diagnosed TMJ syndrome

referred her to another dentist for placement of
crowns and bridges in order to maintain the jaw
position and correct the gap.

Mr. Goss filed claims for the services of both

dentists. Medical Service refused to pay $1,405 of the
second dentist's bill. This suit followed. The trial

court ruled for the insurer.

The appellate court noted that the term "dentistry"
was not defined in the medical policy contract.

Mr. Goss argued, on appeal, that the second
dentist's treatment should be considered in light of

the objective of both dentists in attempting to
achieve the medically necessary correction of a
malpositioned jaw.

The court agreed that the services performed
were directly related to, and required by, the

medical condition created by the misplacement of
Mrs. Goss' jaw.

Thus, the court concluded that the treatment of

the second dentist was not dentistry as that term
appeared in the group medical insurance policy.
Coverage was awarded.

Goss us. Medical Service of the District of

Columbia and Group Hospitalization Inc., District of
Columbia Court of Appeals, June 13, 1983
(BI/01/A.-$5). .

These abstracts were prepared by Cases Unlimited
Inc. A copy of an entire decision may be obtained by
sending a check for $5 made out to Cases Unlimited
to Business Insurance, 740 N. Rush St., Chicago, Ill.
60611. List the number for each opinion.



Reinsurance British regulators monitoring rates
shift criticized By STACY SHAPIRO tailed business and make sure that However, he warned those at-

London conference they can pay claims when they fi- tending the conference that the de-
LONDON-The British Depart- nally are filed, Mr Hoddinott ex- partment may take action in other

Continued from page 3 ment of Trade and Industry wants LONDON-The shifting re- plained areas, such as rules on reserving, if
But participants at the two- information about any British- insurance market captured the Companies, therefore, must have insurers and reinsurers show they

day reinsurance conference, based insurers or reinsurers that attention of more than 150 adequate reinsurance, as well as have lax security
sponsored by City Financial are still accepting business at cut people at the fourth of a series take into account inflation and un- "If the industry does not take the
Conference Services, echoed rates, says the department's assis- of "Changing World Insurance predictable liabilities, Mr Hoddin- initiative and a maJor incident
Mr Bowes' thoughts by saying tant secretary Markets" conferences spon- ott added were to arise reflecting deficiencies
reinsurers may have been too 44We take some comfort from re- sored by City Financial Con- "We take a keen interest in in (reserving), there could be
rash in abandoning propor- cent reports that companies are ference Services techniques being developed for im- pressure for further regulation to
tional reinsurance now hardening their rates and are Brokers, insurers, rensurers proving the basis of companies' re- lay down more clearly defined re-

Robert Kiln, chairman of being more selective in the business and British risk managers, serving metnods," he said "Much serving standards," Mr Hoddinott
R J Kiln & Co Ltd., a Lloyd's that they are willing to write," the meeting March 6 and 7 at Lon- work is being done by actuaries in said
of London underwriting DTI's Michael Hoddinott told the don's Royal Lancaster Hotel, this field, both in the United King-
agency, said that reinsurers recent Reinsurance at Any Price voiced their concern over the dom and elsewhere Certainly, we 
may have overcorrected a bad Conference solvency of reinsurers, the would consider giving support for How local service can
situation He said that any un- "It appears that not all companies types of coverage that rein- the development of reserving help lower your workertderwriter who believes that it may be adopting this reasonable surers are offering and the techniques if that was thought to be
can exactly calculate year-end approach, however, and we would perceived tightening of rein- useful" comp costs in Texas.
figures by underwriting ex- very much welcome being told surance capacity And, like the insurance Industry With headquarters in Texas, we

cess-of-loss coverage is prac- about any instance where business Those attending the confer- itself, the DTI probably pays closest can devote the full resources of our

ticing "folly is still being taken on uncommer- ence entitled "Reinsurance at attention on the security of com- professional safety engineering and
industrial hygiene staffs to Texas-"I share Mr Bowes' views of cial terms," he said Any Price?" said that the panies to meet their debts
based operationsthe 'unwisdom' of moving United States has not yet felt The department is welcoming

46 Which often can translate to lower
from proportional to non-pro- In such circumstances, we will the effects of dwindling rein- proposals to set up a central infor- claims costs
portional reinsurance," he require precise details of the com- surance capacity because U S mation system that could assess the And, because we write coverage
said "The danger for every- pany involved and of the particular insurers do not rely as much quality of the reinsurance com- at cost, we can return what we don't
one going into non-propor- business being written if we are to on reinsurance as many for- panies' purchases pay out In claims and operating
tional is gearing. With propor- follow up such reports effectively," eign underwriters expenses to our policyholders In
tional business, the volume of he added However, they added, all "We would like to see com- 1983 alone, our policyholders saved
premium measures the liabil- The DTI, a new cabinet depart- world insurance markets, in- panies and their brokers using approximately $50 million in the form
ity you've got, but non-propor- ment that combines the former cluding the United States, will their muscle by insisting on receiv- of dividends, retrospective savings,
tional is much different The British Trade and Industry depart- eventually feel the effect of ing Information as necessary from and premium discounts
loss ratios are much more dy- ments, is responsible for regulating the hardening market their reinsurers and to decline to You can take advantage of those
namic " the nation's insurance and reinsur- make arrangements when this is potential savings by switching the

Some conference partlel- ance industries not forthcoming The establish- Texas portion of your workers' comp1
pants said they can under- Its prime objective, according to "It is true, of course, that as su- ment of a centralized agency for program to Texas Employers' Just
stand, however, why rein- Mr Hoddinott, is to protect policy- pervisors, our remoteness from the dissemination of information call our National Accounts Division
surers are moving out of pro- holders companies and lack of involvement would help to make this a realistic 51?1760-6435

Texas Ern/Lovems•portional into non-propor- To do this, the department "prob- in their daily affairs present us proposition," he said
tional ransurance. ably goes further than almost any with additional problems," he said For the moment, the department E

insuRance

Associanon

P 0 00* 2759
"At last the proportional other European country" to regu- "Information may be somewhat has formulated no plans to add to Dallas. Texas 75221

market has begun to come to late the reinsurance as well as the out of date by the time we receive existing requirements for the dis- Employers Insurance of Texas·
Texas Employers· Insurance Assnits senses and realized that, for direct insurance industry, Mr Hod- it closure of information about gen- Employers National insurance Co

a long time, it has not been fol- dinott said eral reinsurance business, Mr Hod- Employers Casualty Co
Employers National life Insurance Colowing the fortunes of the pri- For instance, the department Furthermore, we lack manage- dinott noted

mary market, and that high • Examines and authorizes all ment's own intimate knowledge of
commission terms and reserve new insurers and reinsurers that a company's business and the peo-
requirements have shored up wish to do business in Great Brit- ple with whom it deals, and it may
the edifice of inadequate pri- ain be some time before we learn of Every risk manager * needs
mary rates, especially in the "The powers given to the secre- strategic or other major develop-
majority of industrialized tary of state to ensure that only ments that may have a crucial ef- PRACTICAL RISK MANAGEMENT
countries," said David Ver- people who are fit and proper are feet on a company "
mont, deputy chairman of bro- able to hold particular positions is a There are areas, however, that "The Professional's Handbook"
ker Sedgwick Payne Ltd, a very important aspect of our super- the department lS carefully watch-

For brochure, writesubsidiary of Sedgwick Group vision," said Mr Hoddinott, adding ing
PLC that these powers apply equally to For instance, the department is

But, Mr. Vermont could not
Practical Risk Management

specialist reinsurers and companies paying close attention to the major R O. Box 10093

predict what the effect of the that write both direct insurance effect overcapacity is having on Oakland, CA 94610
move to excess-of-loss reinsur- and reinsurance premium rates * Brokers, too (415) 653-3687
ance will be • Monitors Insurance and rein- The DTI is "concerned" that ln-

"The increasing dearth of surance companies alreddy doing dividual insurers and reinsurers $235 for two volumes and one year maintenance
proportional capacity and the business in Britain by examining are taking proper account of long- $225 if prepaid A Warren, McVeigh & Griffin publication

effort of underwriters to get a their accounts, checking their
fair price for the cover they major reinsurers and analyzing re-
offer by switching to non- insurance business accepted in four
proportional business probably categories casualty, property, ma-
means that the shakeout of the rlne and aviation 0
excess-of-loss market has not "The information provided will,
yet gone far enough " in due course, enable us to make a Your mid-west link to professionalConference participants better assessment as to the ade-

agreed that ceding companies quacy of reserves set up by com- casualty facultative servicesand reinsurers should discuss panies and the reliability of a com-
the best ways to cede risks, in- pany's reserving methods," Mr
stead of fleeing from one type Hoddinott said

of reinsurance into another The department recently set up a Intermediaries and direct clients can now receive prompt, personal
Dr Archim Kann, chairman study "to find out which companies service from Constitution Reinsurance's new Chicago branch officeof Frankona Reinsurance Co are likely to be particularly ex-

We can offer youof West Germany, recom- posed to claims for asbestosis, bys-
mended that reinsurers writ- sinosis and other industrial dis- .
ing proportional reinsurance eases" and to establish that these

could charge ceding companies companies are adequately reserved,
0 Systems tle-in to home office central computer

• Immediate clearance and processing of contracts and accounts
interest when premiums are he noted

• Professional staff background with expertise in casualty facultativenot paid on time, Just as ceding However, Mr Hoddinott will not

companies might charge inter- say which companies are being in-
est if claims are not paid vestigated

Dr. Kann also noted that

panies are moving more and vene in an insurance company's

• Fully automated office

underwriting and national accounts

We're ready to help you with your special needs And our convenient
Frankona and other com- The department also can inter- mid-western location promises local, not long distance service

more into facultative reinsur- business by asking for more infor- Just give us a call ar (312) 726-8500
ance, in which each risk is mation or stopping it from under-
reinsured individually writing It also liquidates insurers

"It is the only way in which and reinsurers that do not follow

we have slight control and the regulations

UsConstitution Reinsurance Corporation
a Crum and Forster organization

only way we can control un- British regulators have been crit-
derwriting," he said icized for not being strong enough ---

55 West Monroe Street
Dr Kann noted that his to take on the British insurance in-

Chicago, Illinois 60603
company's facultative depart- dustry, particularly after incidents
ment is the only area in which two years ago involving Kenil-
staff has been increased worth Insurance Co, Alexander

Mike Magnuson, Branch Manager • Linda Kruhmin, Assistant Branch Manager"In my own house, we see an Howden Group PLC and Minet
increasing amount of faculta- Holding PLC New York • Chicago • Los Angelestive business," agreed Willis Mr Hoddinott admits that the

Faber's Mr Bowes department does have ltS weak- \

nesses
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Reinsurers don't need more rules: Attorney
By STACY SHAPIRO month scribed by regulation " Department But, we also feel' that better known as POSA

.Given the perspective of the Nevertheless, lt appears that U S this is merely a harbinger of things These failures have produced an
LONDON-The U S reinsurance history of government deregulation regulators want to continue to to come " awareness of the chance that legiti-

industry doesn't need more regula- of other industries in the United tighten reinsurance regulations, Other regulations affecting the mate insurance practices, like
tlOn, lt needs greater self-discipline, States over the past several years, it Mr Kroll pointed out reinsurance industry are teing fronting or the use of letters of
says Sol Kroll, a senior partner in would certainly be a sociopolitical He said that U S regulators are contemplated also, Mr Kroll noted credit, can be abused, he noted
the New York law firm of Kroll, and economic folly to conceive that currently devoting their attention For instance, regulators in both To sum up his argument that thePomerants & Cameron the control of reinsurance by regu- to closer regulation of insolvency New York and California have iS- reinsurance industry does not need

More regulation affecting front- lation could in any way enhance margins, even though most states sued regulatory letters and bulle- additional regulations, Mr Kroll
ing, reinsurance solvency and the the operations of the industry," he now require numerous disclosures tms regarding the use of letters of referred to the remarks that Horst
practices of reinsurance interme- said of financial information on the an- credit, he said K Jannott, chairman of Munich
diaries may only harm the industry "Free enterprise conducted by nual statements that insurers are The National Assn of Insu-ance Reinsurance Co, made to the Rein-
rather than help lt, Mr Kroll says honorable men with utmost good required to file Commissioners, as well as the Illi- surance Offices Assn last year

Instead, the reinsurance industry faith can adequately and fully meet And, Mr Kroll noted, "The nois Insurance Department, are Mr Jannott said, "There should
should be allowed to flourish as it the contractual promises and com- promulgation of Regulation 82 in considering proposals to establish be no room (in reinsurance) for
has in the past, unencumbered by mitments to their insurance con- New York, dealing with fronting, anti-fraud regulations with trickery, speculation or fumbling,
government regulation, Mr Kroll stituency on the basis of sound eco- may not be far away " sweeping police powers and im- let alone fraud There are black
told the Reinsurance at Any Price nomic management without either Regulation 82, which was pro- munities granted to regulaton offi- sheep in every industry, but in few
Conference in London earlier this the prodding or the limitations pre- posed by the New York Insurance cials; he said sectors such as insurance lS lt SO Vl-

Department in 1982, would se- And, the Canadian government tally important to mobilize every
verely limit the use of unlicensed is considering legislation that available self-cleaning facility to
reinsurance in New York and would restrict reinsurance place- remove any stains that appear "

When EPA Compliance would virtually eliminate fronting ments with non-Canadian com- Mr Kroll then added, "The job
arrangements among captive insur- panies and that would regulate before us, as we see it, will be to
ance companies and locally h- reinsurers more closely preserve economy of motion by

Just Isn't Enough
censed insurers withough prior keeping regulation to a minimum
regulatory approval (BI, Feb 7, But. Mr. Kroll said th:t the in those areas of solvency, cession
1983, Jan 10, 1983) regulators perhaps have "reacted and assumption limitiations, front-

The proposal has been strongly too sharply to the pressures )f the ing and regulation of interme-Insurance criticized by most segments of the moment," explaining that officials diaries
insurance industry are issuing regulations in light of "This can only call for the exer-

"We foresee that the spirit of celebrazed cases like the fall of cise of greater self-discipline in the
Regulation 82 will not be published Kenilworth Insurance Co and the reinsurance marketplace, and it is
as a regulation, but rather may be problems with Promotora De Occi- up to the industry to provide the

1/ 9/*.Ce=li issued as a statement of position or dente de Panama SA, the Pana- leadership examples of that self-
a circular letter by the Insurance manian reinsurance intermediary discipline "

r AJE; Underwriters pay the price
. 14 * 1

r /5/,i..9/ for past mistakes: Insurer
LONDON-Insurers' and rein- the problems of companies that are

surers' mistakes of the past are 'The full impact of being impacted by the activities
catching up with them, says one outside their control, as we haveYour PCB-contaminated transformer was in the EPA specified British insurance company official (insurers' mistakes) seen in Latin America," Mr Foley50-500 ppm range Are you aware of the potentially disastrous Companies are facing severe has not been seen, stated

consequences of a leak spill, or fire') losses for which many are not pre- .

It is going to require the com-
• Reluctance to repair faulted units over 50 ppm pared, said Peter Foley managing says British mitment from all sectors of our
• Burial of faulted units over 500 ppm director for non-life operations at business to work together and put

British National Insurance Co Ltd National's Mr. Foley.• Legal threats resulting from PCB leaks or spills near in place this facility With very
waterways or sensitive areas in London, at the Reinsurance at few survivors, who will be able to

Any Price Conference And. com- deal with the difficultiesp"
Consider the increasing focus on PCB by-products - DIOXINS pounding this problem, investment in the executive suite Mr Foley said, though, that com-
AND FURANS As toxic "suspicions" today, tomorrow's standards income is not growing as quickly as '*We are going to have t) start panies can learn from their mis-
may define them as expected or foreseeable liabilities EPA expected paying the price for many of the takes and help avoid insolvency
compliance will not free you from unexpected risk - perhaps At Additionally, liability awards are things done during the sloppy pe- Planning, he noted, must be con-
Your Expense if under a deductible still increasing and some insurers riod of the late 19705 and early ducted on a day-to-day, not Just an

do not have adequate reserves to 1980s The full impact of this has annual, basisSunohio's PCBX can RECLASSIFY YOUR TRANSFORMERS TO cover large losses, he said And, not been seen and falls under the Insurance companies also willBELOW 50 PPM, decreasing your exposure to toxic damage "sloppy" business practices at some iceberg approach, in which less have to examine the security of
claims, leaving usable oil and the transformers safe for repair insurers are now coming to light, than 25% is visible with 75% lying their reinsurance far more closely
Contact Sunohio - the high voltage experf in electric power he said, referring to improper re- underneath the surface," Mr. Foley than ever before, he said For in-

serving and insurers' hasty expan- noted stance, an insurer shouldsystems
sion into other financ.al services British National, Mr Foley's own • Assess what reinsurer invest-

Fmin,i1 sectors company, is owned by Armeo In- ments and assets should be consid-
. Mr Foley told the conference surance Group Inc, which is ex- ered when conducting a solvency

that, "Nineteen eighty-three closed periencing it share of troubles analysis
.

1700 GATEWAY BLVD,SE / CANTON, OHIO 44707 out with the announcements of Armco added $75 million to re- • Analyze premium figures, in-
(216) 767 3411 OR (216) 4520837 major changes at several companies serves m the fourth quarter of 1983 cluding the source of those premi-

in this business The impact of this to meet expected liabilities and lt ums and the ratio of gross written
hOR lin H „\,)w/, 11 Am/mij{/i I,Ji //hihij, 1/1,1,3) ,'c *' LF-' Ll D) is that we are going to to see more hopes to sell most of its prop- premium to net written premiumCJL--
-I--

changes at companies, particularly erty/casualty subisidiaries, includ- • Consider the reinsurer's tax

ing British National, to Allian: liabilities

111 lilli 1111111 1111 111 1111 Versicherungs A G of West Ger- • Examine the footnotes on the
Business Insurance gives you total news coverage of loss pre- many (BI, Feb 6) reinsurer's balance sheet

Keeping a watch 1 vention, r sk financing and benefit management Every week
Annual subscription (52 issues) in U S dollars
(Check here ) Although the situation in the Also, both insurers and rein-Surface Mall By Air

on your ouslne" 1 1 - 7 property/casualty insurance indus- surers must decide whether theyUSA 0 $52
Canada 0 $66 E] $102 try is now bad, it may well get want to be solely underwriters or if

bnsinam 31 1 L 1 11 Bermuda (Air or,40 E] $ 97 worse, he suggested they want to expand into alterna-
insuram,* -3,/  1 Europe/Middle East (Air only) 0$ 96 "A headline in a recent ecition of tive financial services, he sug-All other foreign [3 $66 Rates on request the Financial Times was labeled, gested
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at a Rate of One a Week' I think we have to get down and set outj,- = 255
we will be seeing similar an- guidelines and underwrite Or, if

n-

1 name (please pnnt)
nouncements over the next several we are going to be a mechanism1 --..1" *-f.-ma'*'.. years, but the heading will be about that participates in (diverse) finan-L _dEll -2 - title

L' our business (and) the failure rate cial areas, we will have to be able to
- will be much more thar one a quantify the cost and the cost ofIi. -- oompany week " lending our capital, " Mr Foley

To combat the possibility of mas- commented
is our bus=ness. nature oi business

sive business failures in the insur- "We cannot continue to dabble in
ance industry, Mr Foley said that both areas because we will reachE1 business or 0 home address
Insurance markets througtout the the point of being put out of busi-

Use this form, or the card in this issue, to enter world should join together to create ness "
city state/country zip/postal code an organization similar to the In- Finally, insurers will have to at-your subscription to Busmess Insurance

Or call (312) 649-5221. 0 Please send information on your special 20%-off group rate ternational Monetary Fund to ball tract good, new talent to keep thefor five or more subscnplions
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Circulation Dept. 740 Rush Street Chicago, IL 60611 Mail to: Business Insurance some of the excess capital while, at is an area we much too often over-

Circulation Dept 740 Rush Street Chicago, IL 60611 HA4 the same time, address effectively look," Mr Foley said .
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Assessing reinsurers pays off, insurer says
By STACY SHAPIRO ing about reinsurers news-bearing visitors," he said that NFU would place much of its contact between the ceding com-

"May I say a word or two about "Mr A tells us that a company has reinsurance with Lloyd's of Lon- pany and the reinsurer As a result,LONDON-John Germaine, re- gossip?" Mr Germaine asked the severe problems with a class of don syndicates But that's not the Lloyd's underwriters sometimesinsurance and overseas manager conference partipants business Mr B tells us that a com- case, he saidfor National Farmers Union Mu- will quote rates based on market' My own position ts somewhat pany has crippling fire losses
tual & Avon Group, can boast that unusual in that I am located not in "Although there are many ad- trends rather than Individual expe-

"Comments such as these may vantages in reinsuring at Lloyd's, riencethe insurer has collected all but a one of the major world insurance not, in themselves, always be con- there are certain disadvantages," "I should perhaps, m all fairness,few hundred pounds of its reinsur- markets but in the attractive and elusive, but they do certainly put us he noted He explained that Lloyd's add that this feeling usually tonnesance claims

historic country town of Stratford- on alert and help us to know where underwriters do not usually ven- to mind where Lloyd's quotationsIn today's market, with wide- on-Avon
spread fears of reinsurer insolven- it is perhaps best to proceed with ture from London, while reinsur- are higher than those obtainable"Stratford-on-Avon is quite a caution " ance company underwriters will from companies," he added "Whencles, poor security and court battles pleasant place to visit for a day, Considering that Mr Germaine come to NFU headquarters to do they are cheaper, I put it down toover reinsurance claims, Mr Ger- which may be at least part of the is based not far from London and business Lloyd's flair and versitilitymaine's boast is impressive Not reason why we are fortunate that his company's emphasis is on In fact, Mr Germaine said that "That's the reinsurance buyer foimany insurers may be able to beat enough to receive a regular flow of secure reinsurers, one would think Lloyd's lS designed to minimize you "the record posted by NFU, which is
based in historic Stratford-on- |
Avon

Mr Germaine says the secret to
his reinsurance success is simple a rA/MfAN/4 1"..1

mix of common sense, the ability to
read a balance sheet and keeping
his ear to the ground

"There is little doubt that the
time and effort necessary to expend
to formulate reinsurance strategy is - A#E'RE TAI(ING OFI/vi:r*-7Ur--< -IWI.

increasing," Mr Germaine said at
the Reinsuranceat Any Price Con- 'CT:Ze.Tr .7-
ference earlier this month

"The amount of time taken up in 45>-- *412%,* INTOTHE FUTURE'
trying to assess solvency worthi-
ness alone .s clearly substantial At
the end of the day, one must ask
the question, 'Is it worth the cost?'

3::

"Well, I suppose the best answer

Ir-' 9, 45

4) M

that I, personally, can give is to say ---

that I am proud that my own
group's losses from inability to col-
lect from reinsurers have
amounted to only a few hundred
pounds /*»- >rk--,

L.r-6 645 -

"On balance, I think there can be
little doubt that the time and the

X .h r<WBir/*326 i-trouble was indeed well-worth-
f

while," he said
r

The NFU Mutual & Avon Group,
which principally insures farms YAr »-1---1--1

and estates in Britain, spends 1-

nearly 9 million pounds ($132 mil-
lion) annually on reinsurance, Mr
Germaine said Although the in- =-2

surer is regarded as well-reserved,
it depends on its reinsurance to pay
very large claims, he noted

Reinsurance is especially im- 1 f e,

portant for a mutual company such
as the NFU," Mr Germaine added,
"because there are no shareholders
to go to for further equity capital if
the going gets rough Our reinsur- 21*---6
ance must work "

I.$- 6/* -6. /« * - .-/-
To select its reinsurers, the in-

surer first reads the companies' bal-
ance sheets, but Mr Germaine
points out that some key questions
aren't always answered For in-
stance, are investments reported at
book or market value? If they are .
listed at market value, will a
change in the market affect claims-
paying abilities?

What local practices affect the
way the balance sheet reads? 'How
can I, Just from the balance sheet,

- 349tell if technical reserves are really
'1 I.

overstated?" Mr Germaine asked
Balance sheet practices vary

from nation to nation, Mr Ger-
maine explained For instance,
Finnish companies list additional
surplus as technical reserves And, ADDRESSING TOmORROUJ TODAY.
West German insurers list property

Imagineinvestments on their balance sheets mountainous task of moving 100 billion when you use ZIP +4 codes And that's
at the lowest possible value A remarkable new ZIP Code system pieces of business mall per year on top of the three-cent discount for

Added to these nation-to-nation- for business mailers So precise lt But to deliver the future, we need presortingdifferences are the worldwide can actually pinpoint specific streets,problems of currency translations your help If you're a First-Class mailer who
specific buildings Even specific build-Sometimes, ceding companies Begin by being sure that the entire doesn't presort but mails 250 pieces at

depend on intermediaries to place ing floors. address on all your business mail is a time, you can save nine-tenths of a
their reinsurance, Mr Germaine That's the ZIP + 4 code totally visible, legible and located cent per letter
points out but he questions Now Imagine a computerized sorting properly Your local post office can give
whether a broker will always rec- And no matter how many, or how few,

system so advanced that it automati- you all the information you needognize its duties to its clients pieces you mall, using ZIP + 4 codes
He said that NFU taps a variety cally reads the last line of the address ECONOMY. can give you a cleaner, more efficient

of intermediaries "in order to try off your envelope Reducing sorting Use of ZIP + 4 codes is voluntary mailing list Plus more consistent
and spread my panel of advisers
widely time while increasing sorting efficiency But by adopting them, you'll be delivery

That's the Optical Character Reader
For pro-rata coverage, I place rewarded in the form of more stable COOPERATION

about one-half on a direct basis and
(OCR)

postal rates In fact, when you meet Let us show you how you can put
the balance is handled by selected EFFICIENCY. the eligibility requirements, you can more zip in your mall service Contactmajor brokers," he said Perhaps most amazing is the fact start saving postage right away your local Postmaster or -Besides balance sheets and bro-

that both the ZIP + 4 program and our If you're a First-Class mailer of 500kers' advice, Mr Germaine said he Customer Service Represen- 4 keeps his ear to the ground to hear OCR's are already in place Ready to pieces or more who already presorts, tative And send yourself
what others in the market are say- bring technological efficiencyto the you can save a half-cent per piece mt, /j

into the future © USPS 1983 - __f®
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Rubber firm forms benefits administrator
Beneplan Strategies is a new

third-party health care F.an admin-
istrator created by Day=o Corp., a
rubber and plastic prid,_cts manu-
facturer based in Day-on, Ohio.

Among th€ services :o be offered
by the new company are plan for-
mation and ·cost-containment con-

sulting, claims process.r. g and cus-
tomized data reporting

Dayco's inierest in establishing a
third-party administra:or began
when the parent company, which
employs more than 12,0CD people in
15 states, first began self-insuring
and later started to self-administer

its 26 different medic:1 plans, says
David S. Gutridge, Dayro's senior
vp and chief financial officer,

The new administration firm

will initially concenuate its busi-
ness in southwestern Ohio. though
Mr. Gutridge says the company

1

markets

will later branch ir.to regional and
zational markets.

Ralph Zimmerman, a Dayco cor-
=orate vp, has been named presi-
dent of Beneplan Strategies. Its of-
fizes will be locatec at 333 W. First

E;. Dayton, Ohio 45402.

Chicago PPO
The first Chicago-area preferred

E.ovider organizarion, Preferred
Health Systems, opened hs doors to
interested employe:s March 7.

The 90-member physician panel,
practicing mainly at West Subur-
ban Hospital in Oak Park, Ill., is cf-
fering 10% to 20% discounts on pre-
negotiated fees to companies who

will agree to direct employees to
the PPO's members and turn

around claims payment within 20
days.

PPO physicians have agreed to
freeze their fees to contracting em-
ployers through the end of the
year, and West Suburban Hospital
has agreed to freeze its fees through
October 1985.

The PPO will also offer com-

panies prospective, concirrent and
retrospective utilization review
data on employees thal use pre-
ferred providers. Utilization re-
views will also help th2 hospital
and physicians stay on course in
providing efficient care, according
to Dr. Kenneth M. Blair, vp of Pre-

ferred Health Systems.
Other services offered by the

PPO include consu.ting witt em-
ployers to devise suitabl'€ incen-
tives for employees to use pre-
ferred providers and communicat-
ing the PPO concepv to emEloyees.

The group is currently negotiat-
ing with seven hosEitals and other
physicians to extend the Preferred
Health Systems network through-
out the Chicago area.

New HMO

HealthMaster is a new health

maintenance organization in Nash-
ville, Tenn., formec by Physicians
Health Plan Ltd. and two area

health care facilities.

HealthMaster is in the process of
receiving necessary regulatoEy ap-
provals. The plan will be marketed

RISK/LOSS REPORT
A S-Year Analysis of 1,169 Losses, totaling $172 million, reveals some basic
management flaws in loss contircl programs throughout various industries. These
losses were shoKn to be directly contrituted to or caused by human failure in seven
different areas cr activities within commercial, industrial and institutional proper-
ties. Leading th€ list of lapses was lack of Employee Training, which resulted in
46 7% of loss dollars paid. Basically, employees were not fully trained in the proper
operation of equipment or machinery, nor were they familiar enough with pro-
cesses and procelures, either under normal or emergency conditions. Many peapl€
simply did the wrong thing a.t the wrong time. For details on this and the other six
areas, which include pre-em€rgency planning, impaired fire protection, smoking
guidelines, main-knance, housekeeping, and hot work, contact P. A Sasso, Industrial
Risk Insurers, 85 Woodland Street, Hartford, Connecticut 06102, area code (203)
525-2601. Ask tr OVERVIEW, IRI's free 6-page introduction to a total management
program of loss prevention and control.

The Proper Handling of Impaired Fire Protection Systems is one area that
management iE bringing under control. In the fall of 1978, IRI introduced RSVP
(Restore Shut Valves Promptly), a program to help our insureds handle impair-
merits, whether planned, emergency or hidden. Response has been good, and the
results even berter. Since the prcgram started, the estimated a.verage amount of
loss resulting from impaired protection systems decreased each year from $68,200
in 1979 to $16.625 in 1982-a brilliant management performance byourinsureds.
Believe them-RSVP works.

MI#jor Fire Loms Experience around the World involves large warehouses
which, unfortunately, are becoming an '*under-protected" property. All too often,
aper the building/protection has been designed and installed, the occupancy shifts
to more combustible commodities. That's why the IRI engineering staff constantly
reviews the milsability of prctection as the Btored commodities change. As a result
of these reviews. IRI insureds receive updaged advice on the condition of existing
protection. For current information of a general nature on "How Commodity Classi-
Scation affects Warehouse Protection",ask for a free copy of The Sentinel, Fourth
Quarter 1983. As the same time,you might request our special., 8-page Sentinel
reprint on "Warghouses: the bigger they are ..." Also, no charge. Both can be
ordered from F. A Sasso.

The Sentinel. IRI's Quarterly Magazine of Loss Prevention, reports
oIl a variety of industries. We have a modest inventory of back issues. which
includes articles on chemical plants, the protection of computer rooms,
semiconductor manufacturihg, the aircraft industry,
T]astics in conssruction, and mcre. Colries are

a.vailable on a flrst come, first serve basis. Again, contact 11dkistrial
P.A Sasso for an index of specific subjects and publica-
ton dates. isk
And now for a faw personal items: Rcn Opfer is our new
manager of the Pacific Region. Ybu can contact.him in
San Francisco a.6 50 California Street 94111 (415) Jfsurers
434-3356. Also, Ron Plaster, special representative, has
cpeled our new office in Denver, Colorado at 5680 South 88,000 properties insured worldwide

Eyracuse CirclE 80111 (303) 796-9031. Th look for-
ward to hearir,6 from you.

and administered by Corroon &
Black Benefits Inc. of Nashville be-

ginning this spring;
So far, Nashville Memorial and

St. Thomas hospitals have agreed to
participate in the new HMO.

Reorganization
American Mutual Hardware In-

surance Co. has formed a new East-

ern regional office in Atlanta. The
company's new Eastern region in-
cludes its New England, Mideas-
tern and Southern divisions and

will provide sales and administra-
tive functions for clients in 24

states.

The new Eastern region will be
managed by Resident Senior Vp
James L. Durmer. The new office

is located at 2600 Century Park-
way, P.O. Box 1583, Atlanta, Ga.

Claims and loss services and a

sales office will continue to be

operated in services offices in Wo-
burn, Mass., and Florence, Ky.

Besides the Eastern region,
American Hardware also operates a
Central region, based in Minneapo-
lis, and a Western region, based in
Menlo Park, Calif. The insurer

writes a variety of commercial and
personal lines.

Federal qualification
HMO of Florida Inc., a subsidiary

of United States Health Care Sys-
tems Inc., has received federal

qualification from the Office of
Health Maintenance Organization
to operate a prepaid medical care
program in northeast Florida.

Acquisitions
Burns & Wilcox Ltd., a manag-

ing general agency based in South-
field, Mich., has acquired the St.
Louis branch office of Worldin-

surance Inc. The office will be

merged with Burns & Wilcox's St.
Louis office.

INSTECH Inc., a Milwaukee-

area independent agency, has
merged with three other area agen-
cies: Meigs & Cope, Wilson Insur
ance Services and Morgan & As-
sociates. All three of these agen-
cies will operate as separate IN-
STECH divisions. INSTECH has

also moved to larger offices at 450
N. Sunnyslope Road, Brookfield,
Wis. 53005; 414-785-9490.

Howard W. Wease, president of
Bayly, Martin & Fay of Oregon
Inc. in Portland, Ore., has signed a
letter of intent to acquire the mi-
nority interest in the company now
held by Bayly, Martin & Fay In-
ternational Inc. The company will
operate under the name of Wease
& Co. Inc.

New offices
AFIA Worldwide Insurance

has opened a new Switzerland of-
fice at Lavaterstrasse 53,8002
Zurich, Switzerland; 202-52-12.
Telex: 815861 AFIA CH.

The New York Insurance Ex-

change has purchased a building at
151 William St. in New York, near

the exchange's current headquar-
ters.

Business Insurance
is available in Microform

University Microfilms
international

300 Norlh Zeeb Road, Depi P.R,. Ann Arbor. M, 48106



Manville bankruptcy boosts co-defendants' costs
Continued from page 1
$6,900 to dispose of cases through
November 1983, up 11% from 1982.

Eagle-Picher General Counsel
James Ralston agrees that a num-
ber of variables contributed to the

increase, but adds that "there's no
doubt Manville's absence has
caused some of that increase."

New York-based Keene Corp.
has experienced only a "slight in-
crease" since Manville filed for

bankruptcy, says Vp and General
Counsel Howard Mileaf.

And, inflation and a "mix of seri-
ous cases" that were settled in 1983

also contributed to the larger dispo-
sition costs, he said, especially the
number of severe cases.

Keene's average settlement costs
per case rose to $2,700 in 1983 from
just less than $2,500 in 1982.

Another co-defendant has expe-
rienced almost no increase in
claims costs.

"We anticipated there would be
some impact from Manville's
bankruptcy because they were the
biggest player and were paying the
biggest share of settlements," says
Lawrence Hart, controller for Lou-
isiana Pacific Corp. in Portland,
Ore., whose Fibreboard Corp. sub-
sididary is a major asbestos defen-
dant.

"But I don't think we've seen

evidence that that's happened," he
said. "There has not been a marked

increase" in the amounts per case
paid by Fibreboard.

Manville's reorganzation bid also
has increased the pressure on co-
defendants to settle, some say,
pointing out that plaintiffs have not
been willing to give the co-defen-
dants a break just because Manville
is not participating.

"They're not really giving us any
discount," says Peter Liebert, an
attorney representing Fibreboard,

Workplace deaths
reduced in 1983

CHICAGO-Accidental work-

place deaths decreased 3% in 1983,
despite a 1% increase in employ-
ment, the National Safety Council
reports.

The council estimates there were

11,200 workplace deaths last year, a
reduction of 300 from the previous
year.

The workplace fatality rate in
1983 for all industries was 11 per
100,000 workers, down from 12 per
100,000 workers in 1982. Death
rates stayed stable or declined in
almost all industry categories, the
council says.

However, workplace accidents
cost $32.1 billion last year, up from
$31.4 billion in 1982, it says, attri-
buting the rise to higher medical
and compensation costs.

APRIL

'You're kidding yourself if you don't think
you're paying more, and you're kidding

yourself if you think you will get it
all back in bankruptcy court,' says

one insurance company spokesman.

who is with the Philadelphia firm
of Liebert, Short, Fitzpatrick &
Lavin.

Jack Urquhart, an outside attor-
ney for Nicolet Industries Inc.,
agrees that co-defendants aren't
seeing discounted claims and, be-
cause of the theory of joint and sev-
eral liability, they sometimes are
forced to settle for a higher amount
than they would have before Man-
ville filed for bankruptcy.

In addition, some plaintiffs are
contending at trial that they were
exposed to the co-defendants' prod-
ucts more frequently than they had
claimed when Manville was part of
the litigation, some attorneys say.

Although Nicolet was a small as-
bestos supplier, plaintiffs are re-
calling having used Nicolet's prod-
ucts more often now that Manville

is out of the litigation, Mr. Urqu-
hart adds.

"It's a misleading situation," adds
Mr. Liebert, a Fibreboard attorney.
"A false picture is being portrayed
to the jury that is prejudicial to the
co-defendants."

Co-defendants are faced with a

dilemma, explains Mr. Urquhart of
the Houston firm of Holtzman &

Urquhart. They can either settle
for a higher amount or risk being
hit with a huge jury award-with-
out Manville picking up any of the
tab.

Fred Baron, a plaintiff's attorney
with the Dallas firm of Fred Baron
& Associates, agrees there is more
pressure to settle.

He says that plaintiffs are willing
to settle for 20% to 25% less than

they would if Manville were still
involved in the litigation.

However, if the case goes to trial,
the plaintiffs' attorneys usually de-
mand the full amount, Mr. Baron
says. This encourages co-defen-
dants to settle rather than try cases.
"There's much more pressure to
settle," he says.

While the degree to which Man-
ville's absence from the litigation is
affecting claims costs may be de-
batable, there's no debate that
Manville's absence has increased

co-defendants' defense costs,
caused other legal expenses and
hurt some of these companies' abil-
ity to secure loans.

"Manville provided more of the
legal firepower, lawyers and re-
search than any other company,"

says Eagle-Picher's Mr. Ralston.
"Everyone needs to become mar-

ginally more prepared," he adds.
Originally, the absence of Man-

ville meant the absence of an arse-

nal of lawyers and medical experts,
adds Mr. Day of Raymark. "That
was fairly dramatic at the outset,
but has been pretty much absorbed
into the system."

Additional costs also come into

play because some companies are
aggressively participating in Man-
ville's reorganization proceedings
in the bankruptcy court in New
York to defend their interests. For

instance, Keene, GAF Corp. and
Owens-Illinois Corp. have taken a
large role in Manville's bankruptcy
proceedings.

Eagle-Picher has hired a New
York law firm to participate in the
bankruptcy proceedings. "It's cost
us a considerable amount of

money," says Mr. Ralston.
"There is some additional ex-

pense by appearing in bankruptcy
court proceedings but they are not
all that significant," says Robert H.
Beber, GAF's senior vp and gen-
eral counsel.

In addition, the co-defendants
legal costs could increase substan-
tially when they attempt to recover
from Manville and two other bank-

rupt asbestos producers the addi-
tional amounts they contend they
have paid because of their non-par-
ticipation,

Mr. Ralston of Eagle-Picher says
it is possible companies will have to
litigate in bankruptcy courts in
three different jurisdictions-New
York, Philadelphia and Chicago-
to recover from Manville, UNR In-
dustries Inc. and Amatex Corp.

Some attorneys say that even if
co-defendants seek to recover from

Manville in the bankruptcy courts,
they could very well recover less
than what Manville would have

contributed if its litigation had not
been stayed.

"You're kidding yourself if you
don't think you're paying more,
and you're kidding yourself if you
think you will get it all back in
bankruptcy court," one insurance
company spokesman said.

For many of the co-defendants,
Manville's bankruptcy has made it
more difficult to obtain loans and
issue bonds and they sometimes
have to pay higher interest rates.

A few months after Manville
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filed for Chapter 11, a number of
companies had their securities rat-
ings lowered by the major rating
organizations, in large part because
cf the Manville bankruptcy (BI,
Nov. 1, 1982).

Eagle-Picher, for example, had
is financial statements qualified
and debt-rating lowered after the
bankruptcy, says Mr. Ralston.

But, the co-defendants report
that problems with banks and rat-
ing organizations have eased some-
what with time.

"It is a problem," adds Mr. Hart
of Fibreboard. "While it has not
cleared up exactly, we have
worked out a satisfactory arrange-
ment" with lenders.

Following the bankruptcy, GAF
also encountered resistance from

lenders, in part because its revolv-
ing agreement with a 10-bank con-

sortium included two banks that

were major Manville creditors, says
Mr. Beber.

"Certainly (the bankruptcy) had
an effect," he adds, although he
notes that the company has been
able to secure all of the funds it has

required.
Although they have been out-

weighed by the problems, the co-
defendants say they have reaped a
few benefits stemming from Man-
ville's Chapter 11 filing.

Manville's absence has led to in-

creased cooperation among co-de-
fendants litigating cases, which has
resulted in some savings, some at-
torneys say.

In addition, evidence that was
very prejudicial to Manville-and
often prejudicial to the co-defen-
dants, too-is no longer introduced
in some cases. •
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Comp deductions It has also sent letters to mem- Jordan says Mr Harkavy says there were no "To legislate out this particular
bers of both committees, adds NCSI But it has not yet advised brokers hearings on the measure in either case (Kaiser) would be improper

Continued from page 1 Executive Director Douglas F Ste- to take any action, pending receipt the Senate or the House and flies in the face of generally
numerous proposals being consld- venson of a task force report on the impact "The House and Senate pretty accepted accounting principles "
ered by Congress to raise revenue In a "Call for Action," sent to all of the legislation, Mr Jordan adds much rammed this through," he The expected income to the gov-
and reduce the federal deficit Ben- NSCI members, Mr Stevenson The report may be available this said ernment stemming from elimina-
efit practices are also being scrutin- wrote that the deductibility of loss week "It was somewhat like a runaway tion of the all-events test in all
ized (see stories, pages 1 and 28) reserves by self-insurers as well as According to Marc Levey, a tax locomotive," agreed Ron Stasch, areas of business is $303 million in

Of primary concern to self-insur- other accounting practices are "se- attorney who was the lawyer for risk manager for Federal-Mogul 1984, $643 million in 1985, $646 mil-
ers is that the proposal would nul- verely threatened" by the proposed the government in the Kaiser Steel Corp in Detroit and a member of lion in 1986 and $603 million in
tify the 9th U S Circuit Court of legislation case at the trial court level but now the Loss Reserve Deduction Com- 1987

Appeals' decision in the Kaiser "This affects not Just our own represents self-insurers, the impact mittee, a coalition of risk manage- Howard Weber, director of in-

Steel case handed down last Sep- workers compensation loss reserve of the legislation would be devas- ment interests that is pushing other surance for 3M Corp in St Paul,
tember problem, but also payments into a tating to business and requires a legislation that would allow deduc- Minn, said the legislation will

The court ruled that Kaiser could 501(c)(9) trust fund for group medi- strong lobbying effort to defeat it tions for self-insured loss reserves eliminate a risk management op-
deduct ltS reserves for uncontested cal plans, for pensions, for supple- Since 1920, the "hallmark of all and for premiums paid to captive tion and is financially detrimental
workers compensation claims be- mental unemployment benefits, accounting" has been the "all- insurers (BI, April 26, 1982) This to self-insurers
cause it complied with the "all- and plant shutdown situations," he events" test, says Mr Levey, who is bill, H R 2642, is currently spon- "Any action by Congress which
events" test, which requires wrote with the San Francisco office of the sored by Rep Bill Frenzel delays the recognition of expense

• All events governing the fact The letter also urges members to law firm Baker & McKenzie Risk managers and self-insurers from a tax-deductibility standpoint
of the employer's liability occur enlist the support of their com- oppose the current proposal disal- lS harmful to U S business," he
during the tax year For workers panies' accounting and governmen- This measure creates a "morass lowing tax deductions for work says
compensation, courts have said that tal affairs departments because the of technical gobbledygook" m an comp loss reserves because they say - "The effect of passage would be
the only event determing liability ramifications of the bill extend be- area that has been clear it treats self-insurers and those that to add an additional financial bur-
5 the worker's injury yond work comp "It's like taking your cleanup insure their risks unequally, could den for anyone considering self-in-

• The amount of the liability "How much fervor we can gen- batter out of the lineup and playing force self-insurers back into the surance for workers compensation
can be determined with "reason- erate is a question," Mr Stevenson without him," he says commercial market and does not "It changes the financial equa-
able accuracy " added last week, noting that much "In trying to solve one problem- accomplish its purpose of raising tion," he said "It reduces the via-

The House bill, however, will depend on how much influ- Kaiser Steel-it (the government) revenue, only accelerating its col- bility of self-insurance plans "
amends the "all-events" test with a ence council members can exert on is creating an entire cobweb of lection Some say that the legislation was
so-called "economic performance" their company executives problems It's kind of like pulling "We don't see it as a revenue- an attempt to circumvent the Kai-
test, under which deductions bricks from the bottom of a build- raising measure for the Treasury," ser decision The IRS did not ask
wouldn't be allowed until an em- But, "If we can alert all af- ing " says RIMS' Mr Harkavy "It also the Supreme Court to review the
ployer's liability is actually dis- fected areas, there should be a The government had an opportu- heightens the unequal situation be- case, they say, out of fear that the
charged by payment from a reserve storm of protest I think something nity to seek a Supreme Court re- tween those who self-insure and high court would rule in Kaiser's
fund can be done" view of the appellate decision in those who don't " favor

Spokesmen for the National Mr Stevenson also sent a letter the Kaiser case and did not, he Companies that purchase insur- Instead, the IRS sought to have
Council of Self-Insurers, the Risk to Senate Finance Committee noted Now it is trying to close ance coverage in the commercial the effect of the ruling changed by
& Insurance Management Society Chairman Robert Dole, R-Kan, m down a whole industry by making market are allowed to take tax de- having Congress pass the legisla-
and the National Assn of Insur- which he called the bill "foolish chaos of a well-understood provi- ductions for the amount of their tion
ance Brokers say they will con- discriminatory legislation" shat sion premiums Paul Bayer, corporate manager
tinue to fight to defeat the bill on would not accomplish the desired "It may cure the problem the IRS of workers compensation for
the House and Senate floors effect of raising substantial reve- sees in self-insurance, but it creates In testimony for RIMS before Crown Zellerbach Corp in San

The NCSI has urged employers nue a myriad of problems for taxpayers the House Ways and Means Com- Francisco, said it was a "left-hand
to contact members of the House Jon Harkavy, RIMS director of in various industries," he said mittee, James Mcintyre, former run" around the Kaiser decision
Ways and Means and Senate Fi- governmental affairs, said a legisla- Mr Levey added that Congress director of the U S Office of Man- "From my perspective, that's very
nance Committees, as well as other tive alert has been issued to RIMS probably won't perceive the diffi- agement and Budget, said passage clear," he said
congressmen, to protest the bill members, but an overall lobbying culties it would be creating by pass- of the proposal could drive work Mr Bayer, who lS also a vp of the

strategy won't be mapped out until ing the proposal unless those in- comp self-insurers back into the National Council of Self-Insurers,
the Senate Finance Committee fi- volved in workers compensation, commercial market said Crown Zellerbach was moving
nalizes its deficit reduction bill economists and tax practitioners "Nullifying the deduction in the toward deducting workers com-

"It's not too late," Mr Harkavy inform the legislators Kaiser case will create a situation pensation loss reserves but has
said of the chance to change the Walter Vinyard, an attorney where an employer who utilizes a been stalled now
provision "I don't regard it as a with the Washington firm of Zuck- traditional insurance carrier to pro- It recently established the in-
'fait accompli' by any means ert, Scoutt & Rasenberger, said that vide workers compensation cover- house staff lt needed to determine

A RIMS representative recently passage of the measure really will age will receive a deduction  hile a with reasonable certainty what the
testified before a House Ways and depend on whether the political self-insurer will not," Mr Mcintyre reserves would be, an element of
Means subcommittee opposing the mood in Congress allows passage of said the all-events test But now lt 15

nneasure any deficit reduction bills He "Many self-insured employers awaiting the outcome of the pro-
The NAIB also is taking steps to added, however, "It's extremely who desire such a tax deduction posal

stifle passage of the provision, notes difficult to change tax bills on the may indeed switch, either totally or "Given the (Kaiser) decision, we
Executive Director Donald Jordan floor of either house " partially, to a commercial insurer " would do it tomorrow," Mr Bayer

The NAIB is in contact with the The proposed loss reserve legisla- Most self-insurers say they can said "But now that I'm ready, I
risk management community, has tion apparently caught self-insur- control their workers compensa- don't know if the government is "
alerted its members to the legisla- ance and risk management organi- tion costs better by self-insuring Larry Fiedler, director of risk

The
tion and has contacted various con- zations by surprise, leaving them than by buying commercial cover- management and insurance for
gressmen, citing the organization's little opportunity to oppose it at the age Carter Hawley Hale Stores in Los
opposition to the legislation, Mr committee level Some also say that the revenue Angeles, adds that the impact of the

Profit-Protector® generated by the legislation would legislation on his company "would

Plan
not be as large as the government not be material," but "I would de-
anticipates finitely be opposed to the bill

"For the small dollars we are There's no question about that

isn't an option Jin Samili] talking about here, this approach to Mr Fiedler said that as a retailer

ehminate companies' ability to take the company does not have that

it's a MUST reasonable deductions on an ac- many long-tail injuries for which to

TRANSLATION
crual accounting basis is just not establish reserves
reasonable," adds P Richard Hack- The legislation would have more
enburg, staff vp and assistant trea- of an impact on large manufactur-

0 Short-term borrowings with surer of Allegheny International in ers with substantial product liabil-
a floating rate create an THEfUNIQUE Pittsburgh and a member of the 1ty and workers compensation
unusual risk There could

be a point when your client
can no longer service his Insurance,uorporationfor Irelan
debt because of

Loss Reserve Deduction Commit- risks he added
tee

1 # 1 ' 9 -7» I + 4 Airline group may revive captivesunpredictable high cost In the United States, we brovide immediate serce to qual-
interest rates Continued from page 2 eign airlines that travel in theified brok4-m on hsks and 66sts foi,surplds and e)cess lines losses from non-aviation disasters United States The coverage is led

0 You can protect him from as well aYteins6randeS
this fate for 15 to 48 IB -2 m like a loss of an airline's computer by Utica National Insurance

reservation system Group, while broker Alexander &
months with AIC s Profit- We have Eonsiderable lexpene®e in'primary commercial The IATA's broker, Minet-Inter- Alexander Inc provides claims
Protector Plan propertyd proAy/caiualty p,ckages (not fdtomobile gremium A G in Zurich, Switzer- handling services for the airline

I AIC s Profit-Protector Plan :t,¥

or statutory work6rs cqmpensation) Our serv,66's also in- land, is studying the proposed pro- Mr Kelly says members have
puts a ceiling on your gram It the group goes ahead with saved "considerable amounts of
clients established rate and clude expert,54»ir,Junlqll#" and "special risks the coverage, the insurance is ex- money" through this plan, adding
protects him against any In Gaelic,"An Sarn:011" means"The Unique" lin the United pected to be provided by a consor- that the 21 airlines participating in
increases Your client 0, tium of insurers led by Gerling 1981, the plan's first year of opera-
simply cannot afford to be States, we '*elcbme.tl*chalibAge of unique coverages Konzern in Cologne, West Ger- tion, saved $2 million off standard
without this protection and special r,Aks?You 46*'t-ha*th be Instf:Call us many, Zurich International Insur- wok comp rates

ance Group of Zurich and Amen- • A hull insurance deductible

Call Toll Free can International Group Inc of the insurance program for 20 interna-
1-800-527-4348 United States tional airlines, including some U S

In Texas 1-800-422-4167 air carriers Begun in 1982, this
Or Write P 0 Box 740188

Dallas, TX 75374 - |NSURANCE CORpORATON These insurers may then rein- program covers the cost of deduct-
sure a portion of the risk with the ibles that aviation underwriters

APL
Of IRE|ANd two IATA captives impose on hull policies for loss of

The IATA already sponsors two engines These deductibles com-
200 South Wacker Drive Chicago Illinois 60606 other group insurance plans for ltS monly run from $150,000 per en-

AIC FINANCIAL CORPORATION
(312) 559-0509 Telex 210184 via ACA members They are gine to $650,000 per engine

Member of the American Plan Corp Special coverages for special risks.
• A workers compensation This program is brokered by

Insurance Group group coverage program for 27 for- Reed Stenhouse Cos Ltd
An American Stock Exchange Listed Company



Parks' special pool cuts coverage costs
Continued from page 3
with more than 3,000 acres.

This steep rate increase
prompted the Rockford district in
late 1980 to conduct a feasibility
study to establish a self-insurance
program for itself.

"We had a broker find out costs
for administration and for engi-
neers for risk management," he
said. But in the end, the park dis-
trict found it was not large enough
to make a self-insurance program
practical.

This led Mr. Elliott to investi-
gate the possibility of pooling risks
with other park districts and self-
insuring them that way.

He bounced the idea off Mr.

Hopkins, and they ultimately in-
vited about 50 park districts to join
the discussion.

Thirty-six interested park dis-
tricts ended up hiring broker

Arthur J. Gallagher & Co. to con- 
duet a feasibility study of a pooling
arrangement, which was chaired
by Mr. Elliott. Gallagher, of Rolling
Meadows, Ill., now administers the
agency program.

While rising workers compensa-
tions insurance costs gave birth to
the formation of the Park District

Risk Management Agency, the
group ended up self-insuring sev-
eral different coverages and pur-
chasing workers compensation in-
surance, as well as two other types
of coverage, in the commercial
market.

Self-insured through a combined
loss fund are property risks, in-
cluding physical damage w any
park district property-except
boiler and machinery risks-and
any losses stemming from thefts by
employees or outsiders; general lia-
bility risks and commercial auto
exposures.

The group's self-insured limits
are $25,000 per occurrence and
$190,000 aggregate.

Above those limits, it has pur-
chased excess insurance with limits
of $25 million.

"Based on our evaluation of the
losses for the past five years, we
expect our (self-insured) losses to
come in at $140,000," said John
Durkin of Gallagher.

The group also purchases pri-
mary coverage for workers com-
pensation, public officials' liability
and boiler and machinery risks.

"We evaluated the losses for

workers compensation-they're a
little more volatile-and decided

not to expose the group to that kind
of liability," Mr. Durkin said.

The workers comp coverage, up
to statutory limits, is written by
Employee Benefits Insurance Co. of
Illinois in Chicago.

The public officials' coverage,
which has a $1 million limit, is
written by Hartford Specialty Co.
in Hartford, Conn. and the boiler
and machinery coverage, with a $5
million limit, is underwritten by
American Casualty Co. of Reading,
Pa., in Chicago.

The group's excess coverage is
written by several insurers with
International Surplus Lines Insur-
ance Co. in Chicago writing the
first layer.

It not only provides excess cover-
age for the risks covered by the
group's combined loss fund, but
also provides public officials' liabil-
ity coverage excess of the $1 mil-
lion primary policy.

No excess coverage is provided
above the $5 million boiler and ma-
ehinery policy.

The liability coverage provided
through the self-insured combined
loss fund offers the agencies some
special coverage especially needed
by park districts, including host li-
quor liability, special events and
police professional liability cover-

age.

"That's what really made the
program work," Mr. Durkin com-
mented.

In the past, park districts were
forced to buy one-day coverage for
special events, like a Fourth-of-
July fireworks display, and some-
times they forgot to purchase it, Mr.
Durkin said. But with the new pol-
icy, these special risks are covered
and the districts are paying less.

"Our limits of liability increased
eightfold, from $3 million to $25
million, and we've got more cover-
age, more ancillary-type cover-
ages," said Schaumburg's Mr. Baer.

"We tripled our coverage for a
lesser premium," said Jim McCarte,
business manager with the Skokie
Park District and chairman of the

PDRMA's loss prevention commit-

tee.

And Batavia's Ms. Dobbs said:

"Our umbrella liability was $2.5
million; now it's $25 million and
we're covered for every conceiv-
able thing."

Not every park district needs all
the special coverages in the policy,
but someday they might, noted
Rockford's Mr. Elliott.

For instance, liquor is prohibited
in the Rockford parks, but if the
park board allows it at some point
in the future, that liability will be
covered without an increase in the
district's premium, he said.

Other districts don't have police
forces, but under the group's policy,
they have the coverage if they need
it.

But in a few cases, the coverage
does not quite cover all of a particu-
lar park district's needs, Mr. Elliott

noted. For example, the Rockford
district has an excursion boat and
trolley car operation, necessitating
additional coverage that is pur-
chased outside the group.

The park districts alsd have to
bond their public officials individu-
ally.

Some of the park districts that
participated in the feasibility study
decided for a variety of reasons
that the group was not for them,
Mr. Hopkins said. One, the only
forest preserve district involved in
the study, discovered that its
county already had a self-insurance
program it could participate in.
Others were concerned about tak-
ing business away from brokers in
their communities, Mr. Hopkins
said.

And some were concerned that

by using Gallagher, the services
they purchased would not have
been put out to bid, which is re-
quired for most expenditures by
governmental bodies.

However, when the park districts
decided to conduct the pooling fea-
sibility study, it solicited proposals
from six brokers and then chose

Gallagher, Mr. Hopkins said. The
group also obtained several legal
opinions that, according to Illinois
law, professional services are not
subject to the bidding rule, so the
contract with Gallagher to admin-
ister the pool would not have to be
bid, he added.

Applications for membership in
the Park District Risk Management
Agency will be accepted this sum-
mer; however, no new members
will be admitted until next Jan-

uary. .

Put your Annual Report
into Business Insurance
and announce the availability of your report or statement
of financial condition to policyholders, prospective insureds
and the insurance community at large.

This section represents an innovation in marketing insurance, benefits and risk management related
services to a carefully selected and interested audience. Advertisers in the 1983 section received an average
of 300 requests for copies of their annual reports-nearly 3,000 total requests from readers.

And now, more and more commercially insureds, their brokers and agents need to know the financial
condition and performance of their insurers and reinsurers.

The May 7 Annual Report Advertising Section is an opportunity for
insurance companies, brokers and firms offering financial services, risk
management services and safety/security systems to advertise their
annual reports side-by-side, to the exclusion of non-insurance
or service related advertising.

This section will go a long way to help the nearly
122,000 influential Business Insurance readers to
better understand the industry that serves such a
vital role in their corporate activities.

Business Insurance offers the frequency . . the
financial insurance news... the exclusive Bl
insurance stock index... and the

most responsive audience of decision

makers. You can count on high quality ..inquiries for your annual report or --1

statement of condition.

Closing for this special Annual
Report Ad Section is Friday, April 13
for reservations and copy.

For more information and order

forms contact Beverly Kluxdal,
Business Insurance, 740 Rush St.,
Chicago, Illinois 60611 or call
312/649-5340.

a publication of Crain Communications, Inc.
New York:

220 E. 42nd St., 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

1,4.4

Issue Date·Ad SecF  May 7 uectibn
osing: April 13



4.0 / Ul.La,/tel) 6/talt,Unte, 1VldIL.Il 13, 1301

Gun firms, retailer not liable for shooting
Continued from page 2 court A spokesman for Zale would not Armsco's coverage, though he said Appeals
dangerous The suit noted that the He said that if the judge had de- comment on the company's insur- that the company's current product Mr Turley lS also going ahead
gun was not equipped with safety cided in favor of Mr Clancy, a ance coverage However, Zale owns liability insurer had told the com- with suits he has filed for about 20
devices, and expert witnesses manufacturer would be automati- an insurance subsidiary, Zale In- pany that it would not pay an other gunshot victims m state and
pointed out at the trial that it did cally liable for gun-related per- demnity Co, which insures some of award if Armsco lost the suit and federal courts across the nation, he
not fire reliably and could be set off sonal injuries, no matter what the its parent company's risks, accord- that Armsco did not contest this de- said
without touching the trigger circumstances ing to A M Best Co cision However, some of his opponents

In addition, Mr Turley argued This, he added, would have made Arms Corp of America pur- Armsco officials referred insur- think the Dallas court decision in-

that the defendants were liable be- it difficult or impossible for these chased a two-year extension of its ance questions to Mr Zander dicates that other suits will also be

cause of the dangerous nature of companies to purchase liability in- liability coverage when it went out Officials at Rogers would not unsuccessful
handguns surance of business in 1975, notes Julien A comment on their coverage "I tend to think (Mr Turley lS)

The suit alleged the defendants "The case was very significant to Zander Jr, Armsco Dis:ributing Mr Turley says he has filed a not going to go much further," said
"designed, manufactured and sold the insurance industry because, if Co 's agent However, this coverage motion asking for a new trial, ex- a spokesman for the National Rifle
to the general public, for profit, a this basis for a lawsuit is accepted expired one day before the shoot- plaining that he believes the Jury Assn in Washington He explained
product which carries enormous by the courts, it means a gun manu- ing and would not cover the inci- never considered whether the gun that the allegations against gun
risks of injury to users and by- facturer 15 responsible for personal dent, he said, adding that he did not was unreasonably dangerous manufacturers and dealers in many
standers while affording little or no injuries with a gun no matter what know the insurer or the limits If that motion is rejected, he said of the other suits are much less spe-
socially acceptable purpose " the circumstances " Mr Zander also would not detail he will appeal to the Texas Court of cific than in the Clancy case

Zale's attorney, Randal Mathis of
the Dallas firm of Strasburger &
Price, countered that the defen-
dants should not be held liable be-

cause the gun had been misused
Move to limit cafeteria benefits fails

and tampered with during the
seven-year period between the By JERRY GEISEL $90,000 cluding religious organizations, to
time the gun was first sold and the 'We have stacked • Extend through 1985 a mora- participate in Social Security
date of the shooting WASHINGTON-Employers torium that bars the Treasury De- However, under the Finance

The defendants noted that the that fear Congress may eliminate the deck in favor of partment from issuing new rules on Committee proposal, employees of
gun had been used negligently by or cut back cafeteria benefits can the taxation of benefits not covered religious organizations that drop
the high school student who shot breathe easier-at least for now fringe benefits,' Sen. by a specific section of the tax code out of Social Security still could
Mr Clancy The student was "wav- The Senate Finance Committee Danforth of Missouri The current moratorium expired participate in the program by pay-
ing the gun recklessly" at the time last week tentatively declined to contends.

last Dec 31 ing the FICA tax rate charged to
it was accidently fired, a brief filed consider a proposal by Sen John • Change the order of with- the self-employed That tax is
with the court stated Danforth, R-Mo, that would bar drawals from pension plans that 11 3 %, including a 2 7% tax credit

Zale also pointed out in a court cafeteria benefit plans from offer- are solely funded by employees • Gradually increase over the
brief that Mr Clancy had already ing more than $3,000 m annual tax- that he couldn't command support Under the committee's proposal, next several years the amount of
received a $50,000 settlement from free benefits per participant from a majority of committee an employee that wanted to with- money an employee with a non-
his assailant The Danforth proposal also members, Sen Danforth tenta- draw funds from the plan would working spouse can contribute an-

In addition, Zale filed a motion - would have prevented cafeteria tively withdrew his proposal first withdraw the accumulated m- nually to an IRA to $4,000
for summary judgment to dismiss plans from offering non-statutory In other action last week, the Fi- terest, which is taxable, before he The current annual limit is

the suit because the plaintiffs did benefits, like extra vacation days, nance Committee voted to could withdraw his own contribu- $2,250
not cite a specific defect in the as options • Extend a freeze on maximum tions • Allow tax deductions for the

product and because the plaintiffs' In addition, cafeteria plans could pension benefits and Contributions The House Ways and Means contributions doctors make to capi-
suit represented a "non-justiciable not have offered deferred compen- for two additional years Committee earlier voted to ban talize a physician-owned medical
political question" that should be sation benefits For instance, under The proposal, identical to one al- such plans entirely malpractice insurance company
considered by the legislature in- the proposal, a 401(k) salary reduc- ready approved by the House Ways Neither proposal, however, In addition, the committee last
stead of a court tion feature could not have been and Means Committee, extends would affect individual retirement week was still considering a pro-

Although Judge Hecht did not part of a cafeteria plan until 1988 a cap on how much an programs like Individual Retire- posal to tax retirees on premiums
rule on Zale's motion, both he and Sen Danforth, who had earlier employer may contribue to a de- ment Accounts and Keogh plans their former employers pay foi
the Jury agreed that none of the de- suggested the elimination of all caf- fined contribution plan and how • Allow churches that have reli- group life insurance coverage that
fendants were liable for Mr eteria plans by repealing Section large a benefit may be paid by a de- gious objections to withdraw from exceeds $50,000 Such coverage is
Clancy's injuries 125 of the Internal Revenue Code, fined benefit plan the Social Security program now tax-free to the retiree

Zale attorney Mr Mathis said said the growth of benefits should , Under current law, the maxi- This provision only would apply The proposal only would apply to
after the trial that the arguments be curtailed mum annual contribution an em- to churches that Joined the program employees younger than 55 on Jan
presented by Mr Turley could lead "We have stacked the deck in ployer may make to a defined con- after Jan 1, 1984, the effective date 1, 1984
to "frightening ramifications" for favor of fringe benefits" by giving tribution plan is $30,000, while the of a section in the Social Security All the committee's recommen-

both handgun manufacturers and them tax-free status, he said maximum annual benefit that a de- Amendments Act of 1983 that re- dations are tentative until a com-

marketers if they are accepted by a But, after lt became apparent fined benefit plan may offer is quires all non-profit employers, in- mittee report is published .

U
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House proposal imperils 501(c)(9) trusts
Continued from page 1 would increase their LTD costs by few retirees but a large active balance sheet from being swamped Buck's Mr Rumack "There will be
accompanying story) 10% to 20% a year, said Frank Fin- workforce nearing retirement age, by liabilities less incentive to fund benefits so

The 75% reserve limit set in the kenberg, a consulting actuary at its current health care costs for re- "It is ironic The FASB wants benefits will be less secure "
House Ways and Means Committee Buck Consultants Inc in New York tirees would not be an accurate these obligations to be recognized Currently, the Pension Benefit
bill might be workable for benefits A 501(c)(9) trust can fund LTD standard with which to measure its but Congress may prevent the Guaranty Corp, a federal agency,
like health care coverage, where benefits at a much lower cost than future costs sound funding of these obliga- guarantees workers' and retirees
payments for a claim usually are buying insurance because an em- Unlike LTD benefits, which are tions," said Mercer-Meidinger's basic pension benefits when com-
made within a year and an em- ployer doesn't have to pay for a probably covered by more 501(c)(9) McKinnon panies fail and haven't fully
ployer's liability to provide benefits third party's profit In addition, in- trusts than any other benefit, few Experts say retirees could wind funded their pension programs
ends when an employee leaves a terest earned on the reserves in the employers now fund post-retire- up paying the price if employers But no agency guarantees re-
company, consultants say trust can be used to fund future ex- ment health care benefits through are barred from setting up ade- tirees' health care benefits Medi-

But such a reserve would be penses these trusts Employers now fund quate reserves to fund post-retire- care only pays for about 40% of the
wholly inadequate for long-term "A trust can provide (LTD) co - these benefits on a pay-as-you-go ment benefits elderly's medical and hospital bills,
benefit obligations like long-term erage on a more economical bas.s basis, either by buying coverage "Wha: if a firm is shut down while Medicaid only provides cov-
disability or post-retirement health than buying insurance from an in- from insurers or by self-funding Where will the dollars come from erage for those at the poverty level
care, where the promise to pay surer that is in business to make But that could change The Fi- to pay the benefits?" asked Theresa "Employees will be the ultimate
benefits may extend for decades money," said Fredrick Rumack, nancial Accounting Standards Stuchiner, a partner with Kwasha losers"if their employers can't ade-

A 30-year-old employee, for ex- Buck's director of tax and legal ser- Board has proposed that promises Lipton quately fund post-retirement bene-
ample, who is totally disabled may vices to provide post-retirement health The importance of employer- fits, said Mr McKinnon
receive LTD benefits for the next "The trusts have served as a way care benefits be recognized as a ha- provided post-retirement health And, it will be legislators who
35 or 40 years to provide benefits at a lower cost,' bility on a company's balance sheet care plans will grow if the Medi- will feel the pressure to come to the

"LTD is a long-term obligation," another consultant agrees (BI, May 30, 1983) care program, which is in grave fi- aid of the retirees who suddenly
said Donald MeKinnon, a principal The 75% limit on reserves makes As a result, if the FASB adopts nancial trouble, is cut back lose their benefits
in the Stamford, Conn, office of even less sense for the growing that proposal, employers will be "Little consideration has been "I don't think the Ways and
benefit consultant William M number of employers that want to looking for ways to fund post-re- given to how the Treasury Depart- Means Committee understands the
Mercer-Meidinger Inc "Payments use the trusts to fund in advance tirement benefits, such as through ment proposal would affect em- implications of what they have
can go on longer than for any other their post-retirement health care a 501(c)(9) trust, to prevent their ployees' benefit security," said done," said Ms Stuchiner
benefit It is most similar to a pen- benefits, experts say
sion plan in its long-term nature " Like LTD benefits, the corporate

Because of these long-term pay- obligation to provide post-retire-
ments, a prudent employer using a ment health care coverage, which Employers win victory in Senate
501(c)(9) trust should maintain re- usually supplements benefits pro-
serves of at least 500% to 900% of vided to retirees through the fed- Contznued from page 1 wood, R-Ore, that would bar trusts plans
the previous year's benefits, com- eral Medicare program, can extend benefit trade associations, this pro- from paying more than 25% of ben- Small companies, on advice from
pared with the Ways and Means' for years The average 65-year-old vision might have been incor- efits to highly compensated em- aggressive actuaries and consul-
proposed limit of 75% of the aver- retiree can expect to live and be eli- porated in the Senate bill, too ployees, such as those who own tants, looked for new ways to re-
age of benefits paid out over a two- gible to collect benefits for another In fact, the odds were not favor- more than 5% of a company's stock duce their taxable income and find
year period, said John Hickey and 14 years ing employers when Mr Dole, That proposal is aimed exclusively vehicles to allow assets to grow tax-
Peter Hutchings, partners at con- Because of that long-term obliga- about two weeks ago, first intro- at small professional companies, free
sultant Kwasha Lipton in Fort, tion to provide post-retirement duced the idea to restrict trust re- where some abuses of 501(c)(9) A 501(c)(9) trust became, for
Lee, N J health care benefits, which are serves trusts have occurred some professional companies, par-

Without an adequate reserves in very expensive, an employer might But with a vote imminent, Sen "We won," exhulted Mr Davey ticularly in California, a new tax
a trust, disabled employees could want to have a reserve that lS Robert Packwood, R-Ore, read be- after the vote "It demonstrates that shelter or a supplementary pension
lose promised benefits if their em- equivalent to 10 to 15 times what a fore the committee a letter from when the benefits community mar- plan
ployer ran into economic difficulty company paid out in its most recent the Assn of Private Pension & shals its resources, it can be effec- In an example provided by Sen
and went out of business Under year Welfare Plans, a benefits lobbying tive " Danforth, three dentists would in-
law, assets in a 501(c)(9) trust must For many employers, basing the group, warning that the reserve re- Benefit lobbyists, Mr Davey con- corporate and set up a trust
be used to pay for participants' size of a trust reserve for post-re- Striction would prevent the trusts tinued, didn't have the same oppor- The dentists would get tax de-
benefits tirement benefits on recent benefit from funding benefits on an ac- tunity to get their views across in ductions for the contributions,

Many employers would turn to costs simply would be inappro- tuarially sound basis (BI, March the House Ways and Means Com- which would be used to fund very
the commercial market to buy LTD priate, said Kwasha Lipton's Mr 12) mittee because its voting sessions generous severance benefits to sup-
coverage if they no longer could set Hutchings were closed plement their pensions
up adequate reserves, but that For example, if a compan> had Sen. Dole then delayed the vote Their contributions to the trust

to give Sen Packwood and Trea- Despite the Finance Committee would earn interest tax-free Later,
sury Department officials time to victory, employers must not be- presumably when the dentists were

insurance services guide draft a new trust proposal that come complacent, said Mr Davey in a lower tax bracket, they would
would be acceptable to Sen Pack- "There still is that House bill retire, disband the trust and collect
wood, a key defender of employee floating about," warned John the huge severance benefits
benefit plans Hickey, a partner at consultant

That delay gave benefit lobbyists Kwasha Lipton in Fort, Lee,NJA 6,

Tax journals are promoting
Use the Insurance

consultant

EMPLOYEE LEGAL SERVICES and employers time to contact com- vote by the full House is expected the trusts as ways of sheltering in-
mittee members and staff members later this month come," Sen Danforth said "We are

Services Guide to experienced in employee benefit
approaches since 1971 and flexible benefit to warn them that the reserve re- Before then, employers must going to have loss of revenue lf

systems since 1976 strictions could do irreparable dam- work to convince House members we don't do something," Sen Dan-reach your best NO RISK plans with lawyer fees established age to the trusts to delete the trust reserve restric- forth told the Finance Committeeprospectively

prospects. please contact Dennis Farnsworth at Groug "In the Senate, we had time on tion in the House Ways and Means The proposals to place limits on
Fifty Corporation

(303) 442-7227 or (517) 351-2122 our side The letter bought us Committee bill It will involve edu- the reserves was clearly aimed at
time," said Ed Davey executive eating House members abous stopping these abuses

GYORY ASSOCIATES, INC. CASUALTY ACTUARIES, INC. director of the APPWP 501(c)(9) trusts, said Mr Davey, "There have been abuses (of
Robert FLowe FCAS,MAAA,FCA

PROFESSIONAL RISK MANAGERS "We went all out," Mr Davey adding many legislators probably trusts) by small employers not
• Loss Aeserve and Aate Evaluations for explained. commending in particu- didn't understand the impact of the unlike in the pension area whereRisk Financing Insurance Companies and Set -In-

Insurance-Risk Consulting
sured. lar the strong lobbying efforts of reserve restriction when they owners get most of the benefits,"

Latent Disease Product Liability Management • Statutory letters of opinion on loss and General Electric Co, Kerr-McGee voted for it Sen Packwood said
loss expense reserves Corp and Metropolitan Life Insur- That Congress and the Treasury While both Sens Packwood and172 Franklin Avenue Ridgewood, 12300 Olive Boulevard

N J 07450 (201) 445-8350 St Lows MO 63141 ance Co Department should devote so much Danforth wanted to stop abuses,
(314) 878-5002 By the time the Finance Com- time to 501(c)(9) trusts is surprising they differed on the methodologyPOOIATRY HEALTH CLAIMS COOING. PEER REVIEW

mittee was finally ready to vote given their uncontroversial nature Sen Danforth said if companiesand COST CONTAINMENT SERVICES

The management of ACE March 14 on a compromise proposal For more than 50 years, the are not allowed to deduct the costThrough-the-mall rapid payment determinations
on a per claimbasiswithlowconsulting fees Our Middle East Services (USA) drafted by the Treasury Depart- trusts, named for that section of the of future salaries, why should com-
consultants have Impeccable credentials ment, the benefit community had tax code authorizing them, have panies, through trusts, be allowedContact Inc, Direct, Reinsurance and

POOIATRY THIRD-PARTY CONSULTANTS LTO the upper hand been a cost-effective way for em- to deduct the cost of future bene-
5744 Oempster Excess Brokers, are pleased The Treasury's compromise plan ployers to fund many of their em- fits

Morton Grove. IL 60053

13121966 7988 to announce the change of would have, among other things, ployee benefit programs, particu- "We don't want overfunded
name of our company to: taxed investment income earned larly long-term disability trusts That is what is at issue," Sen

Engineering & Consulting Services for Risk by trust reserves at the maximum coverages Danforth said
Improvement Programs corporate rate of 46% Currently, "Reserves are needed to pay forCode Analysts Loss Investigations

Sprinkler and Special Hazard Systems I.B.S. interest earned on trust funds is not The employer recieves a tax de- future benefits," which are a prom-
Fire Alarm and Security Systems taxed at all

NY 914/666-2981 VA 703/938-9112 FL 305/374 4009 duction when it makes a contribu- ise to employees from employers,
SF 415/924.6474 LA 213/597 0303 IL 312/530-1494 --Insurance tion to the trust, trust assets and in- responded Sen Packwood He said

GAGE-BABCOCK A dramatic debate over the terest earned on accumulated re- there was no evidence of abuse in
& ASSOCIATES Brokering Services

Corporate Office, 135 Addison, plans developed between Sen serves are not taxed trusts that are part of collective
Elmhurst, IL 60126 Inc. Packwood and Sen John Danforth, These advantages have appealed bargaining arrangements or among

R-Mo, who wanted the tighter re- to a growing number of employers those sponsored by large employ-ATWOOD & CO.
The address remains strictions because he said employ- As a result, the number of trusts ers

Consulting Actuaries ers are overfunding the trusts to has increased from about 7,000unchanged The only evidence of abuse
Claim Reviews shield income from taxes But, as three years ago to about 9,400 seems to be in so-called top-heavy

Reinsurance and Reserve Analysis
505 Park Avenue, the debate drew to a close, benefit today plans, where company owners getfor Captives and Self Insurers lobbyists knew they had enough But abuses have cropped up, all or most of the benefits, he said

5000 Ambrose Ave New York. New York 10022 votes to defeat reserve restrictions especially since Congress in 1982 A simple proposal to place limitsLos Angeles, CA 90027

(213j 661-9260 Phone 12121355-7090 In the end, 12 committee mem- cut back and then froze the max:- on benefits that can go to highly
bers voted against the Treasury mum benefits that can be offered compensated employees, which the
Department proposal, while only by defined benefit pension plans Finance Committee approved,For advertising information in the INSURANCE SERVICES GUIDE four supported it and the maximum contributions would stop the abuses without da-Contact Beverly Kluxdal, 740 Rush Street, Chicago, Illinois 60611 Then, the committee informally that can be made to defined contri- maging bona fide plans, Sen Pack-Telephone (312) 649-5340
approved a proposal by Sen Pack- button plans, like profit-sharing wood said
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200 switch from mutual ownership
275

270

265 By LEN STRAZEWSKI increased capital, also may attract these m- mobile insurance but also sells workers com-
250

\ surers, the accountants say pensation, comprehensive general liability
95* D USINESSES THAT purchase employee "Armed with the advantages of stock own- and commercial multiperil package cover-
9*0 i Dbenefits or property/casualty insurance ership, the mutual companies will be better ages, is one property/casualty mutual looking
245 . from mutual insurers may receive a windfall positioned to develop new and more innova- expand ltS capital through the sale of stock,
9dn 1. in cash or stock if the insurer decides to con- tive products, thus improving their own com- according to Treasurer Edward Yablecki
235 4 vert to a stock company petitive position and heightening marketing "Our main goal is to raise approximately
230 E:

Ri And the prospect of such a payoff lS be- competition overall," Mr Posnak says $125 million in additional capital through
225 4 coming more likely, two accountants say, as Approximately 100 mutual insurers have the sale of common stock," he explains "It's44*22,4#*4'412#2 s® the need for capital and a more favorable tax switched to stock ownership in the past sev- not easy to expand when you are policy-

status pressure policyholder-owned mutuals eral years, Messrs Posnak and Eldridge say, holder-owned, and we have planned foi
to start selling stock and many more are considering the change some time to open a Western division, but

The Business insurance stock index hit the "Many corporate and individual insurance However, before mutuals can sell stock to that takes money "
skids dunng the trading period ending March pohcyholders will enjoy unexpected profits if raise capital, they must complete filings with Exchange Mutual, which wrote about $14
13, as the index of insurance industry stocks their insurer is among the large number of both state and federal regulatory bodies and million in premium in 1982, according to
fell 1.7 points to 259.0 from 260.7. The index mutual insurance companies expected to con- propose a plan to buy out the existing policy- A M Best Co, made its first stock offering

had posted gains In the previous two weeks, vert to public shareholder-owned companies holders' ownership early this year, but found investor reception

wh,ch ended a s,x-week slump. During the lat- in the next few years," explains Robert L Mutual insurers can either offer policy- cool
est period, 28 insurance industry stocks closed Posnak, partner in charge of insurance prac- holders a straight cash payment or generate "The stock market was in terrible shape
downward, 19 issues posted gains and 14 com- tice at the accounting firm of Ernst & Whin- enough common shares through the stock of- and by Feb 14, when the market began to
pan,es' results remained unchanged. The larg- ney in New York fering to replace the policyholders' equity turn around, our prospectus was stale and
est gains were reported by Aneco Re,nsurance Mr Posnak and his colleague Stephen C with stock equity Either way, this means needed updating We will try again in April,"
Co. Ltd., 8.3%; USLife Corp., 6.8%; Toi(,0 Ma- Eldridge, partner in charge of tax consulting money for insurance buyers Mr Yablecki says

rine & Fire Insurance Co., 5.6%; CNA Financial at Ernst & Whinney, recently led a seminar Other conversion methods are possible After examining several of the possible

Corp., 5.2%; and Travelers Corp., 3.8%. The on insurer demutualization in New York for also, the accountants say, but require more means to buy out policyholders, Exchange
largest losses were posted by Optimum Holding about 150 insurance company executives study Mutual now plans to offer policyholders a

corp., 17.6%; Reed Stenhouse Cos. Ltd., 8.7%; Many of those attending were mutual execu- "One very mterestlng method of payment straight cash payment Since approximately
Crawford & Co., 8.2%; Corroon & Black Corp., tives examining the likehhood of changing that may be considered is the issuance of pre- 60% of its 64,000 policyholders are small per-
7.8%; and E.H. Crump Cos. Inc., 7.8%. The Bust- their companies' structures ferred stock," Mr Eldridge says "Policyhold- sonal insurance buyers, a stock replacement
ness Insurance index posted a 0.6% decline, "There are a number of compelling reasons ers probably would not be taxed until they plan would have demanded the generation of
while the New York Stock Exchange composite behind this growing demutualization trend," dispose of the stock, and then only at capital vast quantitities of stock
rose 0.3% and the Dow Jones 30 industrials Mr Posnak says "Publicly held insurance gains rates And the insurance company pay-

.It was Just too complicated for a company

climbed 1 1% dunng the same period. companies have much greater access to capi- ing out the preferred stock would be able to of our size," he says
tal, their corporate structures are somewhat count it as part of its capital " The costs of the demutualization, exclusive

less inhibited by regulation and they have Mutual insurers also may attempt to pay of taxes and legal fees, however, will be tre-
the ability to use stock options and other in- their policyholders a dividend equal to the mendous Contingent upon the acceptance ofBritish Issues centives to compete for management talent value of their ownership in the insurance its stock offering, the insurer expects to pay

1 Week

13 Mar
"Certain tax developments have given ad- company This technique has some additional its policyholders a total of about $9 million or

Price P/E Div Yield High-Low

Companies pence pence % pencepence ditional impetus to the demutualization of advantages for the insurer because the com- nearly all of its present policyholder surplus
Commt Union 181 N/A 1686 93 181- 176 life insurance companies " pany probably will be able to take a tax de- While the demutualization should work foi

Gent Accident 493 13.3 27 14 5 5 493- 485 The proposed Tax Reform Act of 1984, duction for the dividends paid, thus virtually Exchange Mutual, Messrs Posnak and El-
Gdn Royal Exch 533 13 7 30 71 5 8 533- 525 H R 4170, which has been approved by the doubling its ability to pay off policyholders, dridge say, they note that several issues re-
Phoenix 436 190 2600 60 447- 433 House Ways and Means Committee as a defi- the accountants say main to be studied

Royal 560 134 4072 73 560- 545 cit-reduction measure, would place a heavy Messrs Posnak and Eldridge have also ex- These issues include 44 uncertainities re-

Sun Amance 1400 161 7857 56 1400-1387 tax burden on mutual life insurers, the ac- amined the prospect for long-term premium garding tax-loss carryovers, the tax benefits
Brokers

countants and other Industry watchers say reductions as a means of buying out policy- of asset improvements and the tax treatment
CE Heath 328 8 2 22 86 7 0 328- 325

The legislation could be an incentive for a holders The technique has some appeal. the of cash settlements with policyholders," they
Hogg Robinson 206 158 943 46 206- 175 mutual to switch to stock ownership if it is accountants say, because it would not reduce say
JH Minet 150 115 757 50 150- 141 eventually enacted the insurer's capital Companies that already purchase insur-

Sedg Grp 225 113 1143 51 225- 217 As of last week, however, the Senate Fi- However, such discounts may violate vari- ance from mutual insurers may indeed re-
Stew Wrightson 320 10 7 22 57 7 1 320- 310 nance Committee has not been able to agree ous state insurance codes and should be re- ceive a windfall from demutualization, ex-
Willis Faber 687 143 3000 44 687- 668 on its version of the bill (see story, page 1) searched carefully in any state in which a perts say, but don't change your benefit or
Source Philip Olsen/Alan Clifton, Insurance Industry Although this proposal would not affect mutual insurer does business risk management plan to a mutual just to

Specialists Kitcat & Aitken Stockbrokers, property/casualty insurers, the other reasons Exchange Mutual Insurance Co of Buffalo, plan for some future cash advantage The de-
London for demutualization, especially the need for NY,a small insurer that specializes in auto- mutalization boom could fizzle

Alice Cornish, an Insurance industry ana-
lyst for Lehman Bros Kuhn Loeb m New
York, agrees that tax proposals could provide

Bl Industry Stock Report an incentive for some mutual life insurance

companies to consider changes, but she

MAR. 13,1984 3/7/84 THRu 3/13/84 MAR. 13, 1984 3/7/84 THRU 3/13/84 doesn't expect a massive transformation of
the insurance industry

Insurance Cos Prre % Chg P/E $ Ow % Yld H,gh Low Vol (000) Pnce % Chg P/E $ Div % Yld Hgh Low Vot (000) "The demutualization process is so compli-
I --- --- -

cated and untested that lt'S hard to believe
Aetna Life & Cas Co NYSE 34.88 -1.1 11.4 2.64 7.6 36.38 34.88 2,088.2 United Fire & Cas Co OTC 29.SO 0.0 10.5 1.60 5.4 29.50 29.50 0.0 there will be some mass movement "
American Bankers Ins Group OTC 13.38 -1.8 9.4 0.50 3.7 13.38 13.00 29.2 United States Fid & 6ty Co NYSE 58.75 1.7 9.7 4.16 7.1 58.75 58.00 163.6

American General Corp NYSE 20.88 0.0 6 3 0.90 4.3 20.88 20.25 957.1 United Svcs Life Ins Co OTC 25.25 -0.5 7.2 1.00 4.0 25.50 25.25 3.5 Myron M Picoult, senior vp and senior in-
American Indty Finl Corp OTC 21.00 -2.9 18.3 1.12 5.3 21.63 21.00 7.1

American Intl Group Inc OTC 52.25 -1.9 9.1 0.44 0.8 52.25 St.25* 1,662.5 Uslife Corp * NYSE 27.50 6.8 7.5 0.96 3.5 27.50 25.13 445.4 surance analyst with Oppenheimer & Co in
Washington Natl Corp NYSE 22.63 1.7 12.0 1.08 4.8 22 63 21.25* 73.3 New York, agrees Although some prop-

American Natl Ins Co OTC 23.50 -4.1 7.3 0.96 4.1 23.75 23.25 127.4 Zenith Natl Ins Corp OTC 13.50 1.9 9.1 0.60 4.4 13.50 13.25 4.3

Aneco Reins Ltd OTC 3.25 8.3 9.6 0.00 0.0 3.25 3.13 14.7
erty/casualty insurers may be interested in

Ave.co Corp AMEX 17.13 -2.8 11.1 0.58 3.4 17.88 17.00 10.3 INSURANCE COMPANIES AVERAGE 10.5 4.0 demutualization, big property/casualty mu-
Banks Iowa Inc OTC 51.SO 1.0 19.1 1.52 3.0 51.50* 51.00 1.5

Bltco Corp oTC 16.50 -7.0 0.0 1.33 8.1 17.75 16.SO 8 9 Agents/Brokers tuals probably already have adequate capital
and smaller insurers may not have the re-

Carolina Cas Ins Co OTC 4.75 0.0 0.0 0.00 0.0 4.75 4.75 1.2 Alexander & Alexander Svcs NYSE 19.88 0.6 0.0 1.00 5.0 20.63 19.75 109.5

Chubb Corp OTC 67.25 -1.1 9.8 3.12 4.6 67.75 67.25 253.8 Baldwin & Lyons Inc OTC 37.00 0.0 68.5 0.80 2.2 37.00 Lo sources to make the change37.00

Combined Intl Corp NYSE 33.25 0.0 8.6 2.00 6.0 33.38 33.25 171.8 Corroon & Black Corp NYSE 23.75 -7.8 14.8 1.00 4.2 25.00 23.63 53.6 "Many of the smaller mutuals are fighting
Continental Corp NYSE 27.00 1.9142.1 2.60 9.6 27.00 26.75 222.5 Crump E H Cos Inc OTC 11.25 2.3 15.0 0.40 3.6 11.25 10.75 47.4

Crawford & Co OTC 14.00 -8.2 9.9 0.66 4.7 15.25 14.00 6.7 Eeett & Chandler Cos Inc OTC 9.75 -2.5 26.4 0.00 0.0 10.00 9.75 0-U for survival now and are short on cash I just

Crown Life Ins Co OTC 122.00 1.7 8.0 3.20 2.6 122.00 120.00 34 6 Hall Frank B & Co Inc NYSE 22.88 2.2 24.1 1.35 5.9 23.25 22.63 269.9
don't think there's enough money around for

Employers Cas Co OTC 32.00 0.0 7.2 1.20 3.8 32.00 32.00 44.7 Integrated Res Inc AMEX 23.25 -2.1 7.5 0.00 0.0 23.75 23.25 86.1 these companies to demutualize Moreover,
Equifax Inc NYSE 25.50 -1.9 10.1 1.60 6.3 26.00 25.50* 18.0 Marsh & Mctennan Cos Inc NYSE 44.63 0.0 12.8 2.20 4.9 44.63 43.50 195.0

Farmers Group Inc OTC 38.75 -4.3 9.5 1.52 3.9 40.13 38.25 277.1 Poe & Assoc Inc OTC 5.00 0.0 0.0 0.00 0.0 5.00 5.00 1.4
laws would have to be changed to make the

Foremost Corp Amer OTC 24.25 0.0 11.2 0.96 4.0 24.25 24.25 17.0 Reed Stenhouse Cos Ltd OTC 11.88 -8.7 15.5 0.60 5.1 12.50 11.88 125.1 demutualization process less complex," he
=====

Fremont Gen Corp OTC 14.38 1.8 0.0 0.48 3.3 14.SO 14.25 224.0 AGENTS/BROKERS AVERAGE 19.1 3.5 says .

Great West Life Assurn Co OTC 300.00 0.0 10.8 12.00 4.0 300.00 300.00 0.5

Hanover Ins Co OTC 50.50 0.0 6.6 0.88 1.7 50.75 49.75 8.5

Hartford Steam Boiler Insptn OTC 53.00 2.9 9.1 3.00 5.7 53.00 51.50 23.0
Conglomerates/Holding Cos

Jefferson Natl Lifi Ins Co OTC 41.50 1.2 18.4 0.76 1.8 41.50 40.00 7.7

American Express(Fireman's Fd) NYSE 29.25 1.7 11.6 1.28 4.4 29.63 29.00 2,777.2
Kemper Corp OTC 37.88 -0.7 8.1 1.80 4 8 38.13 37.75 22.5 Anderson Clayton(Ranger/PanAm) NYSE 29.25 -6.4 32.9 1.32 4.5 30.38 28.63 17.3

Financial briefs
Lincoln Natl Corp Ind NYSE 29.88 -1.2 7.3 1.68 5.6 30.00 29.SO 100.2 Araco Inc NYSE 19.13 0.7 0.0 0.40 2.1 19.13 18.38 247.0

Mission Ins Group Mc NYSE 21.13 -0.6 0.0 0.50 2.4 21.13 21.00 122.2 Baldwin Utd Corp NYSE 2.13 -5.6 0.0 0.00 0.0 2.38 2.13* 203.3

Nationwide Corp Ohio OTC 41.75 0.0 15.3 0.70 1.7 0-.00 DID NOT TRADE CIGNA Corp NYSE 40.25 1.9 7.7 2.60 6.5 40.50 38.88 1,203.2
Aneco Re

Northwestern Natl Life Ins OTC 38.00 0.0 9.5 1.50 3.9 38.25 37.75 61.6

City Investing Co. (Home Ins.) NYSE 32.88 1.5 8.1 1.80 5.5 33.13 32.50 716.8
Aneco Reinsurance Co Ltd of Bermuda

Ohio Cas Corp OTC 44.88 0.8 9.3 2.68 6.0 44.88 43.88 70.1 CNA Fint Corp (CNA) NYSE 25.50 5.2 9.0 0.00 0.0 25.75* 24.13 60.8 reports that 1983 net income increased 122%,
Old Rep Intl Corp OTC 32.25 -3.4 6.9 0.90 2.8 33.00 32.25 100.7 Control Data (Comil. Credit) NYSE 37.50 6.0 8.9 0.66 1.8 37.50 35.50 859.2
Orion Cap Corp NYSE 24.00 -3.5 11.8 0.76 3.2 24.38 23.75 24.3 General Re Corp NYSE 58.25 -2.5 13.7 1.44 2.5 59.13 58.25 226.4 to $746,018 from $355,984, in 1982 Written
Preferred Risk L,fe Ins Co OTC 20.13 0.6 7.1 0.74 3.7 20.SO 20.00 12.3 ITT (Hartford Group) NYSE 40.13 2.2 9.0 2.76 6.9 40.13 38 00 1,566.3

Provident Life & Acc Ins Co OTC 68.50 -1.4 7.2 2.60 3.8 69.00 68.50 5.1
premiums increased 46% to $155 million in

Optimum Hldg Corp OTC 3.50 -17.6 26.9 0.00 0.0 4.25 3.50* 7.1 1983 from $10 6 million in the previous year
St Paul Cos Inc OTC 56.13 -3.2 8.7 3.00 5.3 56.88 56.00 88.7 Sears Roebuck & Co. (Allstate) NYSE 34.63 1.8 9.1 1.76 5.1 34.63 33.63 2.230.9
SAFECO Corp OTC 58.00 -2.3 8.1 2.60 4.5 58.75 58.00 110.4

In addition, Aneco announced that it hopes
Teledyne Inc (Argonaut) NYSE 167.13 2.1 11.2 0.00 0.0 167.13 164.50 530.0

Sri Corp OTC 16.50 -3.6 8.3 0.68 4.1 16.50 16.13 81.1 Transamerica Corp to increase its capital by about $17 million
Se,bels Bruce Group Inc OTC 18.25 -2.0 11.9 0.80 4.4 18.50 18.25* 13.6 (Occidental & Fred S. James) NYSE 23.75 3.8 8.6 1.56 6.6 23.75 22.75 476.7

Statesman Group Inc OTC 10.25 -2.4 8.9 0.15 1.5 10.25 9.50 119.6
About $10 million of this amount will be

CONGLOMERATES/HOLDING COS. AVERAGE 14.2 2.9 raised by a new offering of convertible pre-
Tokio Marine & Fire Ins Co oTC 126.25 5.6 25.5 0.96 0.8 126.25* 118.75 16.5

Travelers Corp NYSE 34.00 3.8 8.3 1.92 5.6 34.13* 32.50 1,127.5 'Record high/low since Jan 1 1983 4*Vem devgn Utman inf,irmal,(in 0,*tem* ferred stock The company says it will regis-
ter the offering with the Securities and Ex-
change Commission within a month
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f - progr?ms for ceding companies get help when lind*hefeir*ded:r
- ; ··. .Plits; we can assist you in defining the specific programthat's
,-a-4ightler.your client.
, "Ask about our broad scope of underwriting services, by writing or
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