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Supreme Court ruling allows

Agent Orange trial to proceed

WASHINGTON-The Supreme
Court last week rejected a plea by
manufacturers of Agent Orange to
overturn a federal court decision
authorizing a class action composed of
plaintiffs who are claiming they suf-
fered injuries from exposure to the
defoliant.

The Supreme Court's refusal to
hear the case means that a May 7 trial
in U.S. District Court in Brooklyn for

Continued on net page
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Rates for excess and special risks
increasing as much as 10% to 25%

Tightening reinsurance capacity
catching many insurers off guard

By RHONDA L RUNDLE

LOS ANGELES-Risk managers who
must soon renew coverage for large or
unusual risks should roll up their sleeves,
sharpen their pencils and get set for some
steely negotiating.

For the first time in years, some corpo-
rate insurance buyers are starting to face
premium increases of 10% to 25%-and
even higher-to renew excess and special
risk coverages. It's also getting tougher to
find new markets to quote these risks.

"Spotty" and "sporadic" are the words
most often used by industry insiders to
describe the price increases and other
changes they see rippling through the ex-
cess and surplus lines markets-tradi-
tionally the first to tighten when insurers
start to pull in their horns.

The clearest price increases and mar-
ket withdrawals a're hitting certain
classes of professional liability, errors and
omissions, energy, earthquake, trucking
and excess and umbrella property/casu-

alty coverages. Aviation and satellite

coverages also are shooting up as pre-

viously reported (BIl, Feb. 13, Jan. 10).
Market seers who have predicted an

upswing in insurance

cycles during the past

three years have wiped
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are understandably re- .>.:.-,U, -
luctant to risk another ,3i.:

prognosis. But, the .A-".:.. 2 .-. = . _ _

$64,000 question is on 3= -—

everyone's mind:

"Is the market finally ®j-.7 - "' "' ' :
turning?"

An informal survey 12:.:-'l..
of the nation's top ex- - '--- *. .- :
cess/surplus lines mar- ..,
kets conducted during 1.:..
the past month suggests
that the overwhelming  Graphic: Amy Paimer
answer is a clear-but-cautious"yes."

These markets say the pressure on

Continued on page 33

By RHONDA L. RUNDLE

LOS ANGELES-Late last year rein-

surers started gagging on red ink, and

now their underwriting

appetites are no longer

i1 - big enough to stomach

all the business offered
by direct insurers.

Some reinsurers are

cutting back on the vol-

ume of risks they ac-

- cept by raising rates or

- adding highly restric-

tive terms to their con-

tracts. Others are bow-

ing out of certain trea-

ties or facultative

agreements.
Since the emphasis

has switched to "disci-

plined underwriting”
and away from "'increased production,”
some reinsurers are trimming costs and

tightening controls by consolidating op-

erations and closing down branch offices
in other cities.

This change in the reinsurance mar-
kets crystallized in December, catching
many direct insurance markets off guard,
industry insiders say. Accustomed to a
bountiful and cheap supply of reinsur-
ance, these markets were surprised when
their reinsurers balked at renewing trea-
ties on old terms-or at all.

Several major excess/surplus lines
markets that had not nailed down rein-
surance treaties by Dec. 31 had to seek
extensions through the end of February.
And, in some cases, the deadlines may
have passed without contract renewal or
substitution of a new reinsurance treaty.

The insurers, underwriting managers
and managing general agencies in this
predicament that do not wish to increase
their own risk retentions will have to cut
back underwriting or buy facultative re-
insurance on a risk-by-risk basis.

Either way, they are likely to be rais-

Continued on page 34

Congressmen join offensive against FSAs

By JERRY GEISEL

WASHINGTON-Employers that hope Congress
will rescue flexible spending accounts from an assault
by the.Internal Revenue Service may come up empty-
handed.

Employers and their consultants had hoped to find
support from members of the House Ways and Means
Committee in their battle to force the IRS to withdraw
a news release that implied that most forms of FSAs are
invalid (BIl, Feb. 20, Feb. 27).

Flexible spending acounts-also called flexible reim-
bursement accounts, employee spending accounts, ben-
efit banks or flex funds-are individual accounts that
let employees spend pretax dollars on certain non-tax-
able benefit expenses.

Employers and consultants extolled what they said
are the virtues of reimbursement accounts-health
care cost containment and benefit diversity-at a Feb.
28 Ways and Means Committee hearing on tax shelters.

They warned the committee that the IRS news re-
lease, if allowed to stand, would destroy virtually all
FSAs and that congressional action is needed to pre-
vent the IRS from implementing these changes.

But, committee members were unmoved by those
pleas. Not one member of the Ways and Means Com-
mittee defended flexible spending accounts, and sev-
eral were hostile about their use during the two-hour
hearing.

INSIDE

Rep. J.J Pickle, D-Texas, said employers and consul-
tants promoting FSAs seem more interested in the
"tax-avoidance" features of the accounts than cost con-
tainment.

Before a hushed audience, Mr. Pickle read a January
1983 bulletin by benefit consultant William M. Mercer
Inc. that explained how employees can cut their Social
Security and federal income taxes by allocating pretax
dollars to an FSA.

"You have emphasized tax avoidance,” Mr. Pickle

said, noting that the bulletin did not even once mention
the words "cost contain-

ment.”

"You put (tax avoid-
ance) in bold let-
. .When that hap-
pens we lose" lots of
federal

ters. .
or Tax savings
iNncome tax reve- . .
NnNues and Social Security 2
loses lots of revenues,
Mr. Pickle said.
Lloyd Kaye, a princi- Grapie: Amy Palmer
pal at Mercer, who said an accompanying brochure did
mention cost containment, told the committee that it
would be difficult to get people to participate in FSAs
without tax breaks.
That argument "leaves me cold," responded Rep.
Williamm Thomas, R-Calif. He said employers had no
Continued on page 30

Tax committee proposing
other drastic benefit changes

By JERRY GEISEL

WASHINGTON-The long-awaited congressional attack on em-
ployee benefit programs is about to roll.
A blueprint, prepared by the influential Joint Committee on Tax-
ation, is targeting benefit plans as part of its
- war on tax shelters.

In the 109-page report, the Joint Committee

suggests several proposals that, if enacted by

Congress, would force employers to again

CBitspwreo%2s changes in their employee

(Meanwhile in the House and Senate, the
search for extra tax revenues also has
prompted a proposal to limit deductions on
self-insured reserves for workers compensa-

tion and liability claims. See story, page 32.)
The benefit proposals, discussed in detail for the first time at a
House Ways and Means Committee hearing last week, include:
= A new definition of "hardship" to make it more difficult for
employees to withdraw contributions from 401 (k) salary reduction
Continued on page 30

Suit alleges Amex overstated Fireman's Fund profits
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Agent Orange class upheld

Contmued from previous page
10 representative Agent Orange cases should begin as scheduled

The original decision by U S District Judge Jack Weinstein was
affirmed by the 2nd U S Circuit Court of Appeals m January De-
fendants then filed a petition for a writ of certiorari with the high
court asking it to consider the lower-court decision

About 15,000 plaintiffs exposed to Agent Orange are now part of
the class action, and some estimate that eventually the class will
include 75,000 people

Pilot's widow gets $4 million

CHICAGO-McDonnell-Douglas Corp must pay $4 15 million in
damages to the widow and son of the pilot of the American Airlines
DC-10 that crashed near a Chicago suburb in May 1979 in the worst
aviation disaster in US history, a federal Jury ruled last week

The five-member U S District Court Jury awarded $4 million to
Lora Lux, the widow of pilot Walter Lux, and $150,000 to the cou-
ple's son Michael

McDonnell-Douglas Corp, the sole defendant m the case, manu-
factured the Jumbo Jet The family could not sue the airline because
such suits are barred under workers compensation laws

The trial was held solely to determine the amount of damages
after Mcl)onnell-Douglas agreed to not contest liability Plaintiffs
had sought $14 8 million, while defendants suggested $1 3 million

The National Transportation Safety Board and the Federal Avia-
tion Administration had determined that the principal cause of the
crash was a crack in an engine pylon that caused an engine to fall
off upon takeoff

At the time of the accident, McDonnell-Douglas had $450 million

in product liability insurance, about 80% of which was placed in the
London market

Utility covered for mudslide

CHICO, Calif -San Francisco-based Pacific Gas & Electric Co
says it is "more than adequately protected"for damage caused by a
mudslide that hit one of the company's hydroelectric power sites

The slide nearly buried a powerhouse on the company's Feather
River hydroelectric system that produces 120,000 kilowatts of elec-
tricity It also forced PG&E to shut down two nearby powerhouses,
destroyed a 230,000 volt switchyard and damaged a 65-foot station-
ary crane

PG&E has a $2 5 million deductible on an all-risk property insur-
ance package, notes Bill Noone, PG&E's manager of insurance The
coverage is spread over at least 10 layers and more than 100 insur-
ers, he adds, describing the limits as "very, very high " The com-
pany has a $2 million self-insured retention on its third-party habil-
ity coverage, he says

Damage estimates were unavailable late last week

Jetliner damage undetermined

LONDON-Underwriters are waiting for a Scandinavian Airlines
System DC-10 jetliner to be pulled from Jamaica Bay near New
York's Kennedy International Airport before determining how
much claims from the Feb 27 accident will cost

The jetliner will be considered a total loss if repair costs exceed
75% of ItS $34 million insured value, said Alan May, claims director
for Stewart Wrightson (Aviation) Ltd in London, the broker for
SAS Teams from SAS, the National Transportation Safety Board
and McDonnell-Douglas Corp, the DC-10's manufacturer, were
surveying the damage to the aircraft late last week, he said

The airline's hull and liability coverage is led by Orion Insurance
Co PLC in Great Britain However, 25% of the risk is under-
written by Guernsey-based Polygon Insurance Co Ltd, which is
owned by SAS, KLM Royal Dutch Airlines and Swissair

The airliner slid off a runway at Kennedy into about 10 feet of
water after landing in a winter storm Ten of the 177 people on
board the flight from Oslo, Norway, suffered slight injuries

Mercer, Meidinger finish merger

NEW YORK-Benefit consultants William M Mercer Inc and
Meidinger Inc are now doing business as William M Mercer-Mei-
dinger Inc as a result of a merger completed Feb 29

The new corporation, a unit of Marsh & MeLennan Cos Inc,
operates 92 offices worldwide and has 2,750 employees, according to
M&M, which previously owned Mercer The two companies re-
ported combined estimated gross revenues of $170 million in 1983
(Bl, Dec 19, 1983)

Under the terms of the merger, Meidinger shareholders received
M&M common stock valued at about $30 2 million, M&M said
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Insurer insolvency victims
can't count on reinsurance

And, it iS only the second declsion nationwide in
which a court has ruled that reinsurers are not covered
LOS ANGELES-Insurance buyers cannot count on by a state's unfair practice law, Mr Prager said
recovering claims from reinsurers if their direct in- However, the decision currently cannot be used as a
surer is unable to pay, a state appellate court says precedent in California because it has not been pub-
The decision by the California 2nd District Court of lished Mr Prager said he has asked the appellate court
Appeals also says that a group of reinsurers did not act to publish the ruling If it does not, his request automat-
in bad faith or violate the state's unfair practice law by ically goes to the state Supreme Court
failing to affirmatively act to settle a lawsuit against a As many as two-thirds of all California appellate
ceding company's policyholder court decisions are unpublished and, thus, don't have
The Feb 16 decision in Duber Industrial Security the impact of precedent, attorneys say
Inc vs Allendale Mutual Insurance Co, one of the first The case began in 1976 when Duber Industrial Secu-
of its kind in the nation, also says that a reinsurer's rity Inc sued its primary liability insurers, Signal In-
right to participate ma settlement does not constitute a surance Co and Imperial Insurance Co, two related
duty to participate companies known as Signal-Imperial
Moreover, it holds that a direct insurer is not an Two years earlier, the insurers had refused to settle a
agent of its reinsurers, adding that reinsurers are not wrongful death action against Duber for $100,000, the
vicariously hable for a ceding company's wrongful con- hmits of Duber's coverage with Signal-Imperial A Jury
duet then assessed a $275,000 award against Duber, which
A policyholder might be able to recover from a rein- had no excess insurance
surer if the reinsurer takes an active part in claims After the trial, Signal-lmperial paid its $100,000 11mit
settlement, though that did not occur in this case, the to Duber, but the policyholder sued to recover the addi-
court added in upholding a lower-court ruling tional $175,000, citing the insurers' failure to settle for
The decision marks the first time a California appel- the lower amount
late court has ruled on these issues, said David J In 1978, however, Signal-lmperial was declared in-
Prager, the attorney with the Los Angeles firm of solvent by a California court Duber then sued Signal-
Fisher & Prager who represented about a dozen rein- Imperial's reinsurers, contending they were liable for
surers in the case Continued on page 29

By STEPHEN TARNOFF

James loses RTD negotiating rights

By STEVE TARAVELLA

and won the award," said a Joint statement from John
R Patchett, chairman of James of California, and VV

LOS ANGELES-The Southern California Rapid Wallace Ryland, president of James' corporate govern-
Transit District will reopen the bidding for an insur- ment services division
ance administration contract for the city's proposed The broker that wins the RTD contract will assume
$3 4 billion Metro Rail project

After a closed session Feb 23, the RTD
board of directors announced that nego-
tiating rights for the contract, awarded in
January to Fred S James & Co of Calt-
fornia, would be rescinded and that the AN RTD official said the board re-
entire bidding procedure would begin opened the bidding process because It
snew feared the project would be seriously de-

A revised request for proposals is ex- F ITO layed if A&A carried its protest to the
pected to be distributed in about a week Urban Mass Transportation Administra-
Negotiating rights to the contract should tion, the federal agency that supervises
be awarded about a month later the allocation of funds for public transit projects

The decision is a victory for broker Alexander & "We were concerned about the possibility that the
Alexander Inc, which alleged that the bidding process insurance package could be substantially delayed and
for the insurance contract was handled improperly have an adverse effect on the whole project,"” explains
A&A said that Metro Rail Insurance Administrators, a John W Richeson, the RTD's assistant general man-
Joint venture in which A&A is the major party, should ager "That's a very lengthy process to sort out "
have been selected to administer the owner-controlled A&A's protest, which was presented orally to the
insurance prbject, not James RTD board at the Feb 23 meeting by the broker's Los

James of California, an affiliate of Fred S James & Angeles attorney, Willard Z Carr Jr of the firm of
Co Inc, says that it "regrets the decision" to rescind its Gibson, Dunn & Crutcher, focused largely on the sig-
negotiating rights and maintains that its proposal was nificance the RTD claimed it would attach to the re-
the best presented to the RTD sults of an 80-point grading scale used to evaluate the

"We believe that all proper procedures had been fol- bids
lowed by the RTD James followed those procedures Mr Carr pointed out that the RTD's request for pro-
and prevailed in a fair, open, competitive environment Continued on page 4

Self-insurers not affected

many responsibilities during construction
of the 18 6-mile subway system, includ-
ing the placement of as much as $85 mil-
lion in property and liability coverages
over a seven-year period (Bl, Feb 20)

by state law on health plans

By CAROL CAIN consent judgment Feb 23 that says the two provisions

of the act are not enforceable in the case of self-insured
MILWAUKEE-Self-funded benefit plans operated plans, though his ruling does not apply to employers
by Wisconsin employers are subject to federal ERISA whose health plans are underwritten by commercial
regulations, not state law, according to aUS District insurers
Court The two provisions, which the employers went to
Wisconsin employers that self-insure their health court to block, mandate
plans went to court in November, arguing that the + That employers with more than 250 workers offer
state's 1983-85 Budget Act included two provisions that at least two health care plans, one of which must be a
attempted to regulate self-insured plans under state law preferred provider organization or a health mainte-
(Bl, Dec 12, July 25,1983) nance organization if such a plan is available in the
U S District Court Judge Thomas Curran signed a area
« That employers, Including self-insurers, offer
their laid-off employees and dependents an opportu-
nity to continue receiving health care coverage at
group rates for 18 months

errors & omissions

The state adopted a similar "continuation and con-
version" law in 1980, but it only required employees to
have the option of receiving health care coverage at
group rates for 12 months Self-insurers were Included
in that law initially, but were later exempted by a 1981
U S District Court ruling

Self-insurers had thought that the previous ruling, in
which the court said that self-insured plans were bet-
ter-regulated under the federal Employee Retirement
Income Security Act than under state law, would have

Continued on page 6

* Industrial Insurance Management Corp of
Richmond, Va, was inadvertently omitted from
the list of the largest independent risk manage-
ment consulting firms published in the Feb 20
issue The company, which maintains three of-
flees>reports gross revenues of more than $1 5
million and some 230 clients It has 30 profes-

sional staff members Business Insurance regrets
the error
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Playing the numbers game

Coalition sponsoring data collection

By SALLIE J. DRURY the lowa and Chicago chapters, which may

provide a model for other chapters to emu-
CHICAGO-The collection and applica- late They are
tion of reliable utilization data is a high-pr.- - The lowa Management Information
ority health care cost-containment tool, ben- Project, which is a statewide health care
efit experts say data base Employers will soon be able to
“Data is a key part of a group (of employ- consult reports gen-
ers) acting together at the community level," erated by the project
said James D Mortimer, president of the to determine the most
Midwest Business Group on Health, an em- efficient health care

ployer cost-containment coalition providers in their -74 trF

Mr Mortimer notes that data can illustrate area

claims activity, can be used for special bene- - The Chicago
fit studies, can be pooled with other employ- Health Economics
ers for comparisons and can be used to target Council, a hospital
areas of a benefit plan that need to be utilization review
changed program that Chicago
Benefit managers attending the MBGH s employers will be able
annual meeting in Chicago last month to tap in a few
agreed that data collection and application months
was indeed an important cost-containment The lowa Manage-
tool The importance of data was a recurring me ntln form ation

hegs

"Application of data is the most difficult mission appointed by
part,” noted Mr Mortimer "If you think former Gov Robert Graphic Amy Palmer
finding good data is hard, using it is even D Ray That report made some 80 recom-
harder " mendations for specific health care cost-con-

But despite the challenge, member em- tamment action Among them were sugges-
ployers have not been dissuaded from col- tions for the formation of a data commission
lecting and using data to aid m their cost- to gather and disseminate utilization data
containment strategies To collect the data needed, legislation was

The MBGH has keyed in on two data col- passed that mandated the release of hospital-

hospital

*,st *sr,

=} -
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Employers say utilization reviews work

By SALLIE J. DRURY

plained the successes of utilization reviews
at the annual meeting of the Midwest Busi-
CHICAGO-Two lllinois employers say ness Group on Health in Chicago last month
they find that just collecting health care uti- "1 think concurrent review helps reduce
lization data helps trim costs, even before non-acute days because it gets rid of frivo-
the findings are acted upon lous weekend admissions, for one thing,"
Caterpillar Tractor said Ronald A Hurst, manager of health

e Co and the state of IlI- care planning for Caterpillar
! linois both of which The type of review Caterpillar uses is
1%9(§pna| days) have concurrent utili- called "non-delegated"” because the hospital
ve o A) zation review plans, itself does not track the information In-

. report they're the stead, the company hires a peer review orga-
beneficiaries of this nization to conduct investigations
"sentinel effect " "We prefer non-delegated review Eighty
They say providers percent of our hospital admissions are re-

, improve their effi- viewed by a PRO," Mr Hurst said, explain-
ciency simply because ing the company uses six PROs to review
they are being utilization for its 568,000 employees at various
watched

(;j Peoria-based Cater- Although Caterpillar has many union em-
. opg pillar which has been ployees, it has had no problem introducing
1F'I:OO reviewing its hospital the concept of utilization review to the
© admissions since 1978, United Auto Workers, Mr Hurst said
has cut its number of "Our rationale was We have a medical
hospital days per thou- necessity clause in our benefit agreement
sand employees by We simply said we are going to hire the PRO
one-third, to just fewer to make sure of medical necessity," he said
than 700 in 1983 from more than 1,000 m 1978 "Concurrent review was just never a
And, the state of lllinois' review, along problem It could be if you introduce it in a
with plan design changes, has cut its number dictatorial style It all depends on how you
of non-acute hospital days-days of hospital- communicate it "
ization when no acute care is given-from Because of the delicacy of benefit negotia-
23% of total hospital days to 9% over a two- tions with unions, the ability to save money
year period through utilization review without making

locations

lection and analysis projects, undertaken by Continued on page 26

Little relief

Broker gains not a result of rate improvements

By LEN STRAZEWSKI about $3 2 million in 1982 Earnings per share grew to $1 25

from 95 cents in 1982 (BI, Feb 13)
Several of the publicly held insurarice brokers are re- Gallagher did not report quarterly results
porting improved results in the final quarter of 1983, but Among the brokers that have traded publicly for some
the gains don't necessarily indicate a rebound in commer- time, E H Crump Cos Inc of Memphis, Tenn, shows the
cial insurance rates best earnings results while Frank B Hall & Co Inc of
Most of the gains were a result of improvements in rein- Briarcliff Manor, NY, brings up the rear
surance brokerage and extraordinary investment transac- For the full year, Crump generated $55 1 million in gross
tions, rather than increased commissions and fees due to revenues, up about 6% from $51 9 million in 1982 Net in-
higher direct insurance rates come for the year grew 15% to Just less than $3 million
And, in spite of the positive signs reflected in the fourth- from about $2 6 million in 1982 Per-share earnings in-
quarter financial results, brokers and analysts agree that creased to 75 cents from 66 cents
there were no clear-cut winners among the group
"The brokers are getting a little more optimistic about In the fourth quarter, gross revenues grew 20 5% to
their performance, but with the exception of Marsh & more than $13 2 million from about $11 million, and net
MeLennan whom we recommend, our purchase recom- income more than doubled to $451,000 from $176,000
mendation for brokerage stock IS Stlll neutral,” remarks Earnings per share increased to 11 cents from 4 cents in
Leonard Wilson, a special limited partner with L F Roths- the fourth quarter of 1982
child, Unterberg & Towbin in New York New business, rather than significant rate increases,
"Corroon & Black and Frank B Hall did about as we helped boost revenues, company officials say
expected There are still no major indications that price "These results reflect an improvement in the operating
competition is abating " performance of our insurance agency/brokerage offices,"
explained Crump Chairman Sidney A Stewart Jr "Reve-
With results yet to come from Alexander & Alexander nues from insurance commissions and fees are up 17%,
Services Inc of New York, Emett & Chandler Cos Inc of while expenses are being carefully controlled "
Los Angeles and Poe & Associates Inc of Tampa, Fla, the Net income, however, was affected both positively and
brokerage company with the best 1983 results so far is a negatively by a variety of factors not directly related to
newcomer to the public broker scene, Arthur J Gallagher insurance sales, he noted
& Co Inc "A combination of unusual events increased the net in-
According to the prospectus for its initial public offering come of the company in 1982 and reduced it in 1983
filed last month, Gallagher generated $534 million in gross "We had large gains from the sale of certain
revenues m 1983. up 10 1% from about $48 5 million in agency/brokerage operations in 1982, which were partially
1982 Net income grew about 32 7% to $4 3 million from offset by writedowns of non-insurance investments and
the disposition of a group of
securities, primarily low-inter-
est bonds,"” he said "In 1983,

after a thorough review, we
concluded that the likelihood

Year-end broker results

(in millions of dollars)
of continuing losses at a bro-
kerage in which we had a mi-
nority interest outweighed the
prospect of future gains We

Gross revenues % change Net income % change

Corroon & Black $172.1 0.0% $18.0 7. 7%

therefore disposed of this in-

E.H.Crump 55.1 6.1 3.0 15.0 vestment at a large loss "
o ’ The loss, however, was off-
Arthur J. Gallagher 53.4 10.1 4.3 3.7+ set by the continuing sale of
Crump's real estate invest-
Frank B. Hall 365.2 >0 125 485 ments, which boosted fourth-
’ ’ quaber earnings by 4 cents per
Marsh & McLennan 968.0 4.7 123.5 2.6 share and annual earnings by

6 cents per share
Without this extraordinary
income, Crump's net income
Continued on page 35

* Presently,n registration with Securities and Exchange Commission

Representatives of both employers ex-

Continued on page 27

AMmMex sued

over Fireman's

reserve swap

By STEVE TARAVELLA

NEW YORK-American Express Co is being sued by
shareholders who charge they paid too much for the com-
pany's stock because it fraudulently reported profits after
Fireman's Fund Insurance Cos swapped loss reserves with
another insurer

The civil suit alleges that shareholders "were induced" to
purchase American Express common stock at artificially in-
flated prices between March 3, 1983, and Nov 28, 1983 It
maintains that a series of loss portfolio transactions between
Fireman's Fund and Insurance Co of North America ena-
bled American Express to report a profit that really wasn't
there

Fireman's Fund, based in Novato, Calif, is a wholly
owned insurance subsidiary of American Express

The company knowingly included false or misleading in-
formation in its financial reports and public statements to
the financial community, creating a "false market climate"
for investors, the suit alleges

The action also says that the company's reported profits
were misleading because American Express did not disclose
that, beginning in late 1982, Fireman's Fund assumed new
insurance business without adequately reserving for future
losses The Insurer later added $230 million to its reserves in
the fourth quarter of 1983, resulting in about a 10% decrease

in American Express' 1983 earnings (Bl, Dec 10,1983)
The shareholder class action was filed Jan 24 in the U S

District Court of the Southern District of New York The
suit, captioned Jul:us Levzne vs Amencan Express Co and
Fireman's Fund/American Empress Inc, estimates that sev-
eral hundred of the company's 46,000 shareholders were
misled The attorney for the shareholders IS Jules Brody of
Stull, Stull & Brody of New York

Anthony F Phillips of the New York-based firm of Will-
kie, Farr & Gallagher, which represents American Express,
says, "It is the intention of the company to vigorously de-
fend the case

"We don't believe there is any merit to the case,"” added an
American Express spokeswoman

The action asks that New York-based American Express
and Fireman's Fund pay an unspecified amount in damages,
plus interest, to persons who bought American Express stock
between March 3, 1983, and Nov 28, 1983 It also asks for
reimbursement of legal and accounting costs and any other
relief the court sees just

The suit alleges that American Express and Fireman's
Fund entered into the reinsurance agreement with INA, a
CIGNA Corp affiliate, "knowingly and with intent to de-
fraud" American Express shareholders

Continued on next page
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Amex sued over Fireman's reserve swap

Continued from the previous page
The companies did not disclose
that $66 miillion of Fireman's
Fund's approximately $374 million
in reported profits for the second
half of 1981 and for fiscal year 1982

was the result of the reinsurance
transactions between Fireman’'s
Fund and INA, the suit says.

The transactions "increased re-
ported profits but served minimal
business purpose, if any," the suit
claims.

And because the companies did
not make the transactions known
to investors, American Express
shareholders "suffered substantial
losses" on stock purchased during
these nine months, although the
exact amount is not known, the suit
says.

Stockholders had no reasonable
means of finding out about the sale

of loss reserves until the incident

was reported by national media on

it's too late after your busi-
ness or your inventory has been you get expert, professiona/
badly damaged or destroyed.
How168**1 business insurance coverage
good idea to consult %1896li'™* at the best price.

That's why it's a

an/ndependent

/nsurance Agent -

Niv. 28, 1983, the suit claims. In
fact, a porion of the complaint that
describes the reserve swap was
taken | irtually verbatim from an
account of the transaction that ap-
peared in Fortune magazine on
that date, written by Carol J.

Loomis

That section reads: "Fireman's
Fund and INA sold each other re-
serves that had been stated at their
full, undiscounted value, but then
put the reserves they acquired on
their respective balance sheets at
lower, dirounted values. The dif-
ference between the undiscounted
and discounted value was ae-
counted fer as profit.

"If the companies had simply
discounted the life-pension busi-
ness on their books without swap-
ping, th=y would, without question,
have had to disclose the accounting
change.'

The reserves were to pay work-
ers compensation benefits.

In a sale of loss reserves, which is
a reinsurance transaction, the in-
surance company selling reserves

pays another insurer to assume the
reserves and the attendant liabili-

ties.

Typically, the seller of the re-
serves pays the buyer less than the
amount in reserve because the
buyer anticipates earning invest-
ment income to pay the future
claims and make a profit.

The company selling its reserves
reports as pretax income the differ-

ence between what it pays to sell
the reserves and what it had re-

served.

Fireman's Fund paid INA a pre-
mium of $43 million to assume an
estimated $109 million in workers
compensation loss reserves. The
$43 million was an amount INA
thought adequate to invest to even-

tually pay claims at a pro'it, the
suit says. Fireman's Funi then
treated the remaining $66 million
-previously earmarked as re-
serves-as taxable income.

INA, in turn, ceded wirkers
compensation reserves of $116 mil-
lion to Fireman's Fund for a pre-
mium of $40 million, reporting a
total pretax profit of $76 mi_lion in
1981 and 1982, the suit says.

Insurance companies. under
pressure in recent years to improve
earnings, have occasionally turned
to selling loss reserves to other in-
surers-a controversial business
practice, but one that is inc-easing
nonetheless.

The transaction, in essence,
allows for the disocunting of loss
reserves. If an insurer discounts its
loss reserves instead of reinsuring
them, it must reveal the discount-
ing.

As many as 40 such transactions
may have taken place last year, one
reinsurance executive tolc Busi-

ness Insurance in October 1983. .
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companies not just one. So
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Transit board

reopens bidding

Continued from page 2

posals clearly states: "A proposer
must achieve minimum individual
criterion ratings and a minimum
total rating to be considered for
award of a contract.”

A&A claimed it was the only one
of the three bidders that met or
surpassed the scale and, therefore,
was more qualified to serve as in-
surance administrator than was
James.

Marsh & MelLennan Inc. also
submitted a bid.

"Once you have set forth certain
procedures, then you are commit-

ted to follow the procedures," Mr.
Carr said.

The RTD had contended that the
rating standard was to be used only
to weed out truly unqualified can-
didates and that "when only three
proposals were received from firms
of such international reputations as
those we received, (the scale) could
not be applied in an absolute or ar-
bitrary fashion."

In its decision, however, the RTD
board conceded "an obvious ambi-
guity"” in the language of its request
for proposals. Mr. Richeson ack-
nowledged that the request did
leave room for "two equally com-
pelling and reasonable interpreta-
tions."”

He also confirmed that A&A

w.as, in fact, the only broker to pass
the 80-point scale, adding that the
RTD has not yet decided if the re-
vised request will include such a

scale.

"We really need to assess
whether or not it is beneficial to the
final selection,” he explained.

Mr. Carr also expressed to the
board A&A's frustration at not
being selected, particularly since it
was the only candidate that was
asked to perform an audit of fixed
costs, a procedure usually asked of
bidders that have already won ne-
gotiating rights.

"That was initiated earlier than
it should have been,"” Mr. Richeson
acknowledged.

A&A's bid received the strongest
recommendation from a committee
of RTD officials that reviewed the
proposal, a synopsis of the commit-
tee's evaluations shows. The com-
mittee forwarded its findings to the
RTD board of directors, which se-
lected James Jan. 26.

"All the work engaged in by this
(proposal review) committee was
simply overridden, set aside and ig-
nored," Mr. Carr said.

The RTD has maintained that
the board's actions are not bound
by recommendations from the re-
view committee. James, whose af-
filiates have served as insurance
administrator on nine of 11 other
major metropolitan transit projects,
was chosen because of its extensive
experience with owner-controlled
insurance programs, the RTD says.

In its protest, A&A also alleged
that its bid included a plan, as set
forth in the request of proposal, for
surety bonding of minority and dis-
advantaged businesses participat-
ing in the project, and that James
had no such plan.

Mr. Richeson acknowledges that
the proposal James submitted in-
cluded no specific provisions for
surety bonding. However, James'
Mr. Ryland contends that its bid in-
cluded a bonding plan that met the
requirements.

Both James and A&A intend to
pursue the Metro Rail contract and,
in statements released shortly after
the hearing, each expressed confi-
dence that it will win the contract.

Marsh & MelLennan, the only
other broker that submitted a bid,
is waiting to examine the new re-
quest for proposals before deciding
whether it will participate in the
new procedure, says Robert L.
Peretti, managing director of
M&M's Los Angeles operations. .
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Hull insurers still writing Persian Gulf coverage

By STACY SHAPIRO

LONDON-The recent estalation of the
fighting between Iraq and Iran is not prompt-
ing hull war risk insurers to stop writing cov-
erage for the region, though they have ini-
tiated some restrictions.

Worries about the safety of tankers in the

/ Persian Gulf escalated last week after Iraq
claimed to have attacked Iranian oil terminals
on Kharg Island, while Iran threa:ened to
block the Straits of Hormuz, the only entrance
to the gulf.

Much of the oil produced by Mideast nations
like Saudi Arabia, Kuwait and Iran is shtped
through the Straits of Hormuz. A blockade
could strand 50 to 60 major ships.

Underwriters have been stung already
with huge claims arising from the Iranian-
Iraqgi conflict. They are still paying about $400

million in claims for 72 vessels that vore

trapped in the Shatt-61-Arab waterway, which

separates Iran and Iraq, following 1980 fight -
ing between the two nations (Bl, Sept. 13,
1982)

Last week, leading Lloyd's of Lc ndon un-
derwriters announced that hull war risk rate
quotes would be binding only for seven days-
inateac if the previcus 14 days-for tankers
sailing in the Persian Gulf. And underwriters
now will issue quotes only 48 hours before a
voyage begins.

However, a leading U,S. marine un-
derwriter, the New York-based American Hull
Znsurance Syndicate, said that it would con-
tinue to give 14-day quotes for ships headed to
non-lranian Persian Gulf ports.

In fact, Allen Schumacher,chairman and
iresider.t of the sy*State, a pool of about :0
U S. insurers, says that recent events are no
more worrisome than what has transpired in
:he region over the past several years.

"It is no more dangerous in the gulf than it
nas been ir. the last year," Mr. Schumacher
said. "The Iranians have been threatening to

close down the straits before. But we take the
U.S. government's possure that the straits wi.1
remain open."

Some London underwriters say that al-
though they have not boosted hull war riskK
rates for ships sailing in the Fersian Gulf, a
rate hike could be in order.

"l would certainly want mcre premium,-
said Richard Octhwaite, chairman of the Joirt
Hull Commi:tee. ar. organization composed cf
Lloyd's and other British unde-writers Hon -
ever, Mr. Outhwaite says he has not quoted
any Persian Gulf risks for some time.

Generally, London hull war risk insurers
demand a surcharge of 75 cents per $100 of ic-
sured value for tankers bound for Kharg Is-
land 7.5 cents per $100 for sh.ps bound fcr
other Iranian ports and 3.75 cens per $100 fcr
ships headed toward ports on the western
shore of the Persian Gulf.

The surcharge is added to the normal h11
war risk rate ¢S 10 cents per *100 of insured
value for other areas of the world.
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Court strikes

WVisconsin law

Continued from page 2

made the message clear to legisla-
tors-at least until last year's bud-
get act was adopted.

According to the law enacted last
year, businesses that did not follow
either of the requirements would
lose their state income tax deduc-
tion for health insurance premiums
paid. Private, non-profit employers
that did not comply would lose
their tax-exempt status, while local
governments would lose 5% of state
aid.

In his ruling, Judge Curran or-
dered defendants Thomas Fox, the
Wisconsin insurance commissioner,
and Michael Ley, the state secre-
tary of revenue, not to enforce
these provisions as they relate to
self-funded plans, since those plans
fall under ERISA regulation, ex-
plained William J. Mulligan, a Mil-
waukee attorney with the firm of
Mulcahy & Wherry, which repre-
sented the plaintiffs.

The continuation and conver-
sion provision went into effect Jan.
1, but not for self-insurers since
they won a preliminary injunction
in December. The PPO/HMO re-
quirement is slated to take effect
July 1,1985.

If self-insurers would have been
forced to comply with the new pro-
visions, it would have meant addi-
tional costs, though no one could
put a dollar figure on those costs.

The continuation and conversion
provision would have allowed for-
mer employees to continue to be
covered for the 18-month period,
and therefore be able to file large
claims with their employer, said
John Honer, controller with
Zwicker Knitting Mills in Apple-
ton. one of the plaintiffs.

Zwicker, which has about 700
employees, doesn't offer HMOs or
PPOs, he explained. The provision
in the law that would have re-
quired them to do so would have
increased the company's paper-
work, Mr. Honer said.

Even though self-insurers are
now excluded from this state regu-
lation, they will have to abide by
federal HMO regulations, Mr. Mul-
ligan said. The HMO Act of 1973
requires, among other things, that
employers with more than 25 em-
ployees must offer their workers an
opportunity to join an HMO if a
federally qualified plan is operat-
ing in their area and approaches
the employer (Bl, Dec. 19, 1983).

In addition to Zwicker Knitting
Mills, other employers that filed
the initial lawsuit against the state
officials are Fort Howard Paper Co.
of Green Bay and Wisconsin Pack-
ing Co. Inc; Milwaukee Tallow
Inc., Robert VW. Baird & Co. Inc.
and Advance Transportation Co.,
all of Milwaukee.

They were joined later in litiga-
tion by Manitowoe Co. Inc. in Man-
nitowoc, Snap-on Tools Corp. in
Kenosha, Gold Bond Ice Cream Inc.
and ShopKo Stores Inc. in Green
Bay, Regal Ware Inc. in Kewaskum,
Consolidated Papers Inc. in Wiscon-
sin Rapids and Peck Meat Packing
Corp. inNn Milwaukee. .

California storms

to cost $30 million

NEW YORK-INnsured losses
from windstorms that affected por-
tions of California in January are
estimated at $30 million by the
AmMmerican Insurance Services
Group Inc.

The heaviest damage took place
in the Southern California counties
of San Luis Obispo, Santa Barbara,
Ventura, Kern, Los Angeles, San
Bernardino, Riverside and Orange.

The storm was assigned Catastro-

phe No. 27 by Insurance Services
- R e —— _ —
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opinions

A case for structured settlements

TRUGTVRER SRIJLEMENTS shoulebe, part of

whether a company is insured or self-insured.

While more self-insurers are structuring settlements
now than ever before, we believe there are plenty of
other opportunities to structure settlements that are
lost.

These opportunities should not be ignored, as was
clear from the series of articles on structured settle-
ments by Associate Editor Stephen Tarnoff (Bl, Feb
20). Savings of as much as 40% in settlement costs were
reported by self-insured companies that agreed to pay
plaintiffs a settlement over time. Savings in litigation

2 costs from settling the case sooner also were reported.

And, a structured settlement guarantees a more secure
financial future for plaintiffs.

While these savings derived from structuring settle-
ments have been known longer by insurance com-
panies, self-insurers also are finding that structuring
settlements can generate tax savings, reduce excess in-
surance costs and, in workers compensation cases, cut
administrative costs.

Even the plaintiffs' attorneys who at first opposed
structured settlements are finding that they, too, can

f benefit in tax savings from accepting their fees over a

period of time.

Fee freezing may
THE AMERICAN.MEDICAL ASSN. Board.of

forward and suggesting how doctors can help control
the rising cost of health care.

The trustees voted last week to ask the nation’'s
390,000 practicing physicians to freeze their fees for
one year. The chairman of the board predicts that 85%
to 90% of the doctors will comply with this request,
although only 65% are members of the AMA.

We hope so. But, we already have heard some doc-
tors complaining that they can't really afford to do this.
They say their medical malpractice insurance premi-
ums are going up, or the rent for their office space is
going up, or the cost of equipment is rising, or the sa-
laries and benefits they must pay nurses and other
staffers are rising.

These rising costs, some doctors say, must be passed
onto the patient regardless of the fee-freeze movement.

letters

A structured settlement, of course, is not going to
generate these benefits in every case, but we believe
this alternative should be explored routinely. A claim
that on its face looks too small to warrant a structured
settlement offer may not be too small. A plaintiff that
appears adamantly opposed to accepting a structured
settlement may accept it when it is properly explained,
or at least accept a smaller lump sum.

While we heartily endorse the growing use of struc-
tured settlements, we do want to emphasize that com-
panies should be very careful when buying annuities to
cover the settlement cost.

The issuer of the annuity must be around to pay in
the coming years, or the defendant will be stuck paying
the promised money.

Companies that structure many settlements would be
prudent to buy annuities from various financially
strong insurers just in case an insurer that looks finan-
cially strong today goes broke in the future. And, self-
insurers should consider as an additional precaution as-
signing their obligation to pay if the insurer goes
broke to a third party.

Otherwise, there are no risks-only benefits-to be
reaped from structuring settlements. We can only con-

clude that settlements would be structured more often

if defendants showed more initiative and imagination.

be bad medicine

This kind of talk poses the danger that the fee freeze
will be hardly a chill.

We also see another danger in doctors freezing their
fees. Those doctors who freeze their fees in response to
peer pressure but want to maintain their current in-
come could merely increase the number of times they
see patients.

What would be the savings if a doctor freezes his fees
but sees his patients 20% more often? None. And, such
an increase in visits to the doctor will be more than
counterproductive to efforts to control excessive use of
the medical system.

Therefore, employers and insurers should carefully
monitor not only doctors' fees during this voluntary fee
freeze but also utilization of doctors' services.

Indeed, we think a fee freeze is a great idea, but we
don't want to see employers snowed under by an in-
crease in frequency of claims because of it.

Article tells the story of smaller consultants

firrns.

To the editor: Though Charles McA-
lear's Perspective article, "Picking a con-

that must, of necessity, emphasize the

sultant,” is easily the highlight of your
Feb. 20 issue, Douglas McLeod, Rhonda L.
Rundle and Len Strazewski, et al., are
also due a hearty "job well done." Ms.
Rundle's article on small consulting firms
was excellent.

Based upon my personal experience, |
believe that studies acquired, developed,
closely managed and implemented by the
smaller firms produce consistently supe-
rior results to similar studies conducted

by the major risk management consulting

Few of the smaller firms truly operate

s "one-man shops." Those of us in the

Dallas-Plano, Texas, area frequently

share specific product knowledge and

past experience and provide the peer re-
view required.

Further, since many of us were em-
ployed by larger firms at one time or an-
other, we have developed a mutual re-
spect and trust that allows for the sharing
of diverse solutions and often the frank

criticisms of one another's work. This is

not a luxury available to the larger firms

Fine print may reveal an "exculpatory" clause

To the editor: The Feb. 13 article on the
recent loss of two satellites is a most un-
usual story and very interestingly writ-
ten. However, in the very last three para-
graphs of the story, the writer comments
on the likelihood of the parties involved
suing the others, which could confuse
readers.

The story reads: "Under a hold-harm-
less clause in the launch agreement,
NASA and satellite owners cannot sue
each other for damages to the shuttle or
the satellites during a shuttle launch and
the deployment of payloads."

My criticism is directed to the use of
hold-harmless clause as the identity of the
contract provision. The author should
have described it as an exculpatory
clause. It would not be a mistake to call it
a hold-blameless clause, but many people
confuse the devices for shifting the bur-
den of a loss. Even lawyers get the two
confused, so we cannot be too harsh in our
criticism-but there is a difference!

Stephens G. Croom
Consultant
Baumhauer-Croom-Iinsurance

Mobile, Ala.

achievement of profit motives required
by their owners.

I've split my 10 years of experience in
risk management consulting between the
larger corporations and smaller firms, and
I want to echo the sentiments expressed
by my risk management comrades in Ms.

Rundle's article: "Bigger isn't necessarily
better.”

Business Insurance would do well to in-
crease solicitation of opinions from the
smaller consulting firms instead of de-
pending upon the same small group of
major consultants for information on in-
dustry trends and issues.

It was a very enjoyable issue. Keep up
the good work.

Ronald J. Jones

President

Permian Risk Management
Plano, Texas

Business Insurance welcomes letters from
its readers. Please keep your comments as
brief as possible. We reserve the right to
edit tetters 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, llIl.
60611.
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FOR MORE INFORMATICN, CONTACT MR. BOB JEAL. VICE PRESIDENT. TELEPHONE (617)956-4200. TELEX 94-0164.

THE LEXINGTON INSURANCECOMPANY 100 SUMMER STREET BOSTON. MASSACHUSETTS 02110
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Proposal would hike employers' health costs

By JERRY GEISEL

WASHINGTON-A congressio-
nal committee wants to shift more
health care costs onto employers.

The Senate Finance Committee
has recommended that companies
be required to offer group health
insurance coverage to some non-
working spouses of employees.

Under the provision, a non-
working spouse between the ages
of 65 through 69 would be given a
choice of sticking with the federal
Medicare program or enrolling in
the employer's health care plan for
dependents.

Under current law, non-working
spouses age 65 and over must be
given the option of enrolling in the
employer's health <are plan, but
only if the employee is over 65, too.
The proposal would extend depen-

washington

dent health care coverage in cases
where the employee is not yet 65.

I: is likely that most non-work-
ing spouses would opt for employer
coverage since corporate plans,
even those iffered to dependents,
are more generous than Medicare,
which has high deductibles and
coinsurance requirements.

The proposal would go into effect
Jan. 1 and would apply to com-
panies with 20 or more employees.

I' the proposd is enacted, it
would be se=ond time in less than
twc years that Congress has forced
employers to provide more health
care benefits to older workers.

A section of the Tax Equity and
Fiscal Responsibi-ity Act of 1382

requires employers to give their
workers between ages 65 and 69 a
choice of enrolling in the corporate
plan or sticking with Medicare.

Unisex rating study

Employers and insurers would be
hit w.th billions of dollars in new
ccsts if Congress passes legislation
that would retroactively eliminate
the use of sex as an insurance rat-
ing factor, says the General Ac-
counting Office in a draft report.

For employers, the major: impact
of the legislation, S. 372, introduced
by Sen. Robert Packwood, R-Ore.,
and now pending in the Senate
Commerce Committee, would be

on their retirement programs.

For example, companies with de-
fined contribution pension plans
would have to retroactively boost
benefits to retired female employ-
ees who select annuity options that
pay smaller monthly benefits than
those received by male retirees.

A retroactive increase in pension
benefits could result in unfunded
liabilities of between $7.7 billion
and $15.1 billion, according to sev-
eral studies that the GAO analyzed.

The Supreme Court last summer
barred the use of sex as a rating
factor in retirement plans, but the
decision only mandates sex-neutral
benefits for contributions made
after Aug. 1, 1983 (BI, July 11,
1983).

Some life insurance companies

could face insolvency if the unisex
bill is enacted in its current ver-

"Prescription Drug Coverage through Pits==
can beaddedat no additional cost!

Don'ttakeourword for it—-consult

a naCtua ry_We d id !" Donald B. Dahlin

President and CEO
Pharmaceutical Card System, Inc.

Chances are VVcu are covering prescription drugs under your
major medical plan. Maybe you've heard about our PCS plastic
"credit card" program. If so, you're familiar with its advantages:
EMPLOYEE SATISFACTION
No claim forms, no waiting for reimbursement.
BENEFIT VISIBILITY
r The highest vis bility with the plastic "credit card” at the lowest
possible price.
COST CONTAINMENT

PCS' commitment to cost containment via plan design, systems
edits and utilization reviews.

If you do know all these things about the PCS program and you
still don't have one, there's probably only one reason: you think it
would cost you more than you are currently paying for drug
cove-age under major medical. WE HAVE SOME EXCELLENT NEWS

FOR YOU!

A recent study by Sieben & Associates, Inc., an independent
actuarial firm, indicated to us that, "for any major medical

dedictible there is a PCS plan that will permit the sub-

stitution of PCS at no additional cost.”

In a period when few organizations are adding
benefits and many are forced to cut back,
a PCS plan instead of drug coverage
under major medical can give your
benefit plan a needed boost.

PCS AT NO ADDITIONAL COST? We'd like
you to DRAW YOUR OWN CONCLUSIONS.

PCS

Marketing Department

9060 East Via Linda

Scottsdale, Arizona 85258

(602) 951-0700

Sieben Study, please return

this coupon.

Name/Title:

Company:

Address:

Telephone:

sion, according to the report.

Life insurance companies,
among other things, would have to
top up the cash value of whole life
insurance policies purchased by
millions of women so that they
equal the value of policies pur-
chased by men (Bl, May 16, 1983).

This, in turn, "could cause some
disruptions, such as insolvencies of
insurance companies," the GAO
said.

The unisex rating bill has also
been introduced in the House of
Representatives as H.R. 100 by
Reps. James Florio D-N.J., and
John Dingell, D-Mich.

Health benefit tax

Taxing employer-paid health in-
surance premiums could raise
billions of dollars in new federal
revenues, the Congressional Bud-
get Office says.

The federal government would
collect $1.3 billion in income taxes
and $500 million in Social Security
payroll taxes next year if employ-
ees paid taxes on that portion of an
employer-paid premium that ex-
ceeds $80 a month for individual
coverage and $200 a month for
family coverage, according to the
CBO, a congressional research or-
ganization.

The tax, which would affect
about 20% of workers who partici-
pate in group health insurance
plans, would also result in income
tax increases of $17.5 billion and
new FICA revenues of $6.4 billion
between 1985 and 1989.

The tax-free status of health in-
surance benefits has led "to what
many consider to be overly exten-
sive health insurance coverage,
which has expanded use of health
care services unnecessarily and,
consequently, driven up their
prices," the CBO said.

The Reagan administration has
proposed taxing health insurance
premiums that exceed $70 a month
for individual and $175 for family

coverage.

Education benefits

The Treasury Department will
not oppose legislation to extend the
tax-free status of employer-paid
educational assistance programs.

"We are not going to fight over
its extention,” John Chapoton, the
Treasury Department's assistant
secretary for tax policy told the
Assn. for Advanced Life Un-

derwriters.

Employees have not had to pay
income taxes on tuition benefits
since 1978, but the law governing
these benefits expired Dec. 31, 1983
(BI, Jan. 23)

Several bills have been intro-
duced in Congress to continue the
tax-free status of education bene-
fits, and Mr. Chapoton said the de-
partment recognizes that Congress
will pass an extension.

Flood insurance

Employers and residents of Tar-
pon. Springs, Fla., once again can
purchase flood insurance from the
federal government.

On Feb. 21, the National Flood
Insurance Program reinstated Tar-
pon Springs, a city of about 13,000
on Florida's West Coast, after a
two-month suspension.

The city was suspended from the
program because it was not enfore-
ing flood plain management mea-
sures, according to the Federal In-
surance Administration, which
runs the program. The suspension
meant that residents were not al-
lowed to purchase flood insurance.

The suspension was lifted after
the FIA determined that the city
had begun to address deficiencies
in its flood plain management pro-

-_— e = = m _ ]



Incertain parts ofthe world, ifthe

powers thatbedon'tlike thewayyoudobusiness,
theydomore thansendyounastyletters.

No long treatise is needed to con-
vince you how perilous it can be
operating internationally these days.
Sudden changes in local laws, riots,
nationalization, civil insurrection,
even the w-hims of foreign govern-
ments can all have serious effects on
your business.

They can also put you out of
business.

Even in times of worldwide stability,
political risk has accounted for some
uncertainty in foreign ventures. Today,
the situation is even worse. Unex-

pected political and economic change
has created an environment in which

operating internationally is much
riskier than ever before.

11P31-

More than ever before analyzing
political risk demands an intimate and
expert knowledge of political and eco-
nomic conditions all over the world.
Just keeping a watchful eye on poten-
tial developments where you do busi-
ness is simply not enough anymore.

At MIA, weire been watching the
world for a long time. Since 1918, to be
precise. Our international experts
have the experience, knowledge and
imagination to provide the political
risk and credit insurance for your
company.

Give us a call. Wete ready to pro-
tect your companyh financial security
against the day the powers that be do
more than send you a nasty letter.

For more information on our
Political Risk capabilities, write
for our brochure, to Dept. B,

AFIA Worldwide Insurance,
110 William Street, NY 10038.

AFIA

VWORLDWIDE INSURANCE

Helping business
grow overseas since [9IB.

AFIA, 110 William Street, New York, NY 10038
Atlanta, Boston, Chicago, Cleveland, Dallas, Houston,
Los Angeles,Miami, Minneapolis, SanFrancisco, Seattle,
Washington, D.C. and230othercitiesaroundtheworld.
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TA GRE-RE OFAMERICA CORP

ATLAS ASSURANCE COMPANY OF AMERICA

Reinsurance Security for the Future

GRE-RE OFAMERICA CORP
Telephone: 609-987-0097 104 Carnegie Center
CN 5261

Princeton, NJ 08540

Telex: 837692

A Member of the GRE of America Group of Companies
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comings & goings: buyers

Julien joins General Tire

as insurance manager

Denis A. Julien, 38, is niw man-
ager of corporate insurance for The
General Tire & Rubber Co. .n
Akron, Ohio. Mr. Julien will serve
as risk manager for the rubber
company. He previously was corpo-
rate risk manager at Republic Steel
Corp. in Cleveland. He succeeds
Donald Stevens who retired. Mr.
Julien has a bachelor of ar: s degree
from Rhode Island College in Prov-
idence, R.lI. He earned his master of
business administration from Geor-
gia State University in Atlanta. He
holds the Chartered Property &
Casualty Underwriter, Associate in
Claims, Associate in Risk Manage-
ment and Associate in Loss Control

¥ Andy Dancer, an inspector for

the Loco Motives Railroad,

is involved in a major mishap. Halfwayacross a long trestle,
Andy's inspection is interrupted by a speeding freight train
unaware of his frantic waving. With nowhere to go but down, he
leaps into the rocky ravine, suffering disabling injuries. During
litigation, you, as defense counsel for Loco Motives, value the
case at $500,000. But Andy thinks he's being railroaded and
wants more, refusing to settle. It's up to you to get negotiations

back on track. DECISION?

You suggest a structured settlement instead of the proposed
lump sum. A properly designed structured settlement, you
carefully explain to Andy; would guarantee a significant yearly
income for life. What's more, all of that income would be
completely tax-free. Over the years, Andy will receive much more
through a structured settlement than the initial $500,000 lump
sum which he found unacceptable. Andy can live with-that train of

thought and, now satisfied, he settles.

Breaking the settlement stalemate is just one advantage
of the structured settlement. The financial experts at Howard
Weil can explain many other powerful benefits-for both

claimant and defendant. When you need answers,

we've got the experience. TH*r SETTLES IT.

fHOWARD,
= 0 WEIL,

Experience @ ERIEDRICHS

Slpi

Structured Settlements Department « W Christian Shumate, Manager
211 Carondelet Street, New Orleans, LA 70130 ( 504) 588-2789

Management designations. He re-

ports to Tress Pittenger, vp-legal at
General Tire.

John S. Surabian Jr. was

elected vp at Hilton Hotel Corp. in
Beverly Hills, Calif. Mr. Surabian
now is responsible for all insurance
and claims for the company. He
had been director of risk manage-
ment at Hilton. Before joining the
hotel chain in 1981, he was with
Coca-Cola Bottling Co. of Los An-
geles, serving in financial and risk
management positions. Mr. Sura-
bian earned his bachelor's degree
from Fresno State University in
Fresno, Calif., and his master of
business administration degree
from the University of California
at Los Angeles. He is a Certified
Public Accountant. Mr. Surabian
reports to John V. Giovenco, exec-
utive vp of the company's finance
department.

Robert D. Finney, 26, is now
risk manager for. Esmark Inc. in
Chicago. He is responsible for
worldwide property/casualty in-
surance, risk financing and man-
agement of loss-control and loss-
prevention activities. He had for-
merly been associate risk manager
for Esmark. He succeeds Kerry
Clem, who joined Frank B. Hall &
Co. of lllinois. Mr. Finney holds a
bachelor of business administration
degree in risk management and in-
surance and a master in business
administration from the University
of Georgia in Athens. He reports to
Bill Carmichael, vp of taxes and in-
surance.

Mary Lou Emmert, 37, is now
risk manager for the county of
Monterey, Calif. Ms. Emmert is re-
sponsible for property/casualty in-
surance, loss control, employee
benefits and workers compensation
for the county. She replaces Al
Prevost, who resigned. Ms. Emmert
previously was the risk manager
for the city of Arvada, Colo. Before
that she worked in the Arvada per-
sonnel department handling both
risk management and personnel
duties. Ms. Emmert received her
bachelor of science in marketing
degree from Fresno State Univer-
sity in Fresno, Calif. She earned
her master of public administration
degree at the University of Colo-
rado in Denver. She also holds an
Associate in Risk Management des-
ignation. Ms. Emmert reports to

Paul Angelucci; deputy county ad-
rninistrator.

Michael R. Anderson, 37, is
now risk manager at Centel Corp.,
a telecommunications company
based in Chicago. He will coordi-
nate Centel's property/casualty in-
surance. He had formerly been the
casualty insurance administrator at
CF Industries Inc. in Long Grove,
1ll., a Chicago suburb. Mr. Ander-
son received a bachelor of science
degree from the University of Wis-
consin in Stevens Point, Wis. He
earned his master of business ad-
ministration degree from the Uni-
versity of Wisconsin in Madison
and. has received the Associate in
Risk Management designation. Mr.
Anderson reports to Frank C.
MeGrath, assistant vp for taxes and
risk management at Centel.

Business Insurance would like to re-
port on staff changes in your com-
pany's risk management, safety or
employee benefits department. Just
drop a note to Claudette Dampier, As-
sistant Copy Editor, Business Insur-
ance, 740 N. Rush St., Chicago, lIt.
60611, or call 312-649-5282. Please

send a photograph, too.
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New firm specializes in financial guarantees

A new company, Financial Risk
Underwriting Agency Inc., has
been formed in New York to create
finantial guarantee bond programs
for real estate investment partner-
ships.

The financial guarantee bonds
are designed to cover future pay-
ments by investors in limited part-
nerships. The investors pay only
part of the cost of their subscription
up front, spreading the rest of their
contributions over a number of

years to increase their tax write-
offs.

markets

The new agency, headed by
Robert Ungerleider, who was for-
merly general counsel for Ameri-
can International Group Inc., will
work with insurance brokers,
bankers, real estate companies and
equipment leasing firms to develop
bond programs.

The agency is located at 40 Ex-
change Place, New York, N.Y.
10005; 212-514-9600.

rs«Q0O7>»/
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Branch operation

Insurance Co. of North America,
a subsidiary of CIGNA Corp., will
convert its Danish subsidiary into a
branch operation, effective July 1.
CIGNA also has appointed Erritzoe
Assurance of Copenhagen, Den-
mark, to serve as managing general
agent for the branch operation.

"We felt this arrangement would

be a more economical way of doing
business," a CIGNA spokesman
said. "We've done this (appointed
managing general agents) in a lot of
countries where the market is
small.”

Erritzoe also acts as managing
general agent for other nultina-
tional insurers, including Federal
Insurance Co. of Short Hi_ls, N.J.;
Gothaer Insurance Co. if New
York; and several British insurers.

Erritzoe will not be obligated to
take over the operation's entire
portfolio of business. It reportedly
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ADDRESSING TOMORROUJ TODAY.
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Imagine.

A remarkable new ZIP Code system
for business mailers. So precise it
can actually pinpoint specific streets,
specific buildings. Even specific build-
ing floors.

That's the ZIP + 4 code.

Now imagine a computerized sorting
system so advanced that it automati-
cally reads the last line of the address
off your envelope. Reducing sorting
time while increasing sorting efficiency.

That's the Optical Character Reader
(OCR).

EFFICIENCY.

Perhaps most amazing is the fact
that both the ZIP + 4 program and our
OCR's are already in place. Ready to
bring technological efficiency to the

mountainous task of moving 100 billion
pieces of business mail per year.

But to deliver the future, we need
your help.

Begin by being sure that the entire
address on all your business mail is
totally visible, legible and located
properly Your local post office can give
you all the information you need.

ECONOMY.

Use of ZIP + 4 codes is voluntary.
But by adopting them, you'll be
rewarded in the form of more stable
postal rates. In fact, when you meet
the eligibility requirements, you can
start saving postage right away.

If you're a First-Class mailer of 500
pieces or more who already presorts,
you can save a half-cent per piece

when you use ZIP+4 codes. And that's
on top of the three-cent discount for
presorting.

If you're a First-Class mailer who
doesn't presort but mails 250 pieces at
a time, you can save nine-tenths of a
cent per letter.

And no matter how many, or how few,
pieces you mail, using ZIP+4 codes
can give you a cleaner, more efficient
mailing list. Plus more consistent
delivery.

COOPERATION.

Let us show you how you can put
more zip in your mail service. Contact
your local Postmaster or

(kg eAP seRdppoanseif

into the future. © USPS 1983 L-4

will focus on larger risks, particu-
larly those with export interests.

INA's current Danish staff, num-
bering about 20, is expected to con-
tinue with Erritzoe, though Claus
Bache, who served as the opera-
tion's managing director since its
inception, has resigned.

The decision to transfer control
of the INA Danish office was made
before CIGNA International ac-
quired AFIA Worldwide Insrance
earlier this year. AFIA also has op-
erations in Denmark, the CIGNA
spokesman noted.

CIGNA has not decided whether
Erritzoe will also be appointed
MGA for AFIA's Danish operation,
the spokesman said.

New name

Two New York insurance agen-
cies that merged last October are
operating under a new name. The
Coughlin-Larchmont Agency of
Larchmont, N.Y., and the Garri-
ques Agency of Tarrytown, N.Y;
now are known as members of The

Coughlin Group.

Joins ISU

Ulrich Voorhees Warner Associ-
ates, an insurance agency based in
Somerset, N.J., has joined ISU/In-
surersGroup Network, a nation-
wide franchise group of indepen-
dent agents and brokers.

Acquisitions

E.H. Crump Cos. Inc. has
reached a preliminary agreement
to acquire Atkins & Roberts En-
terprises Inc. of Orlando, Fla., for
$5.76 miillion in cash and stock.
Atkins & Roberts' subsidiaries pro-
vide insurance agency and self-in-
surance claims administration ser-
vices in Florida and Louisiana.

Crown Financial Services Inc.
of Toronto has acquired an 80% in-
terest in North Canadian Trust
Co. of Edmonton, Alberta. Crown
is a subsidiary of Crownx Inc.,
whose holdings include Crown
Life Insurance Co.

Chubb Corp. has agreed in prin-
ciple to acquire VVolunteer State
Life Insurance Co. of Chatta-
nooga, Tenn., from Monumental
Corp. The purchase price will be
$82.2 million in cash, $22.2 million
payable at the closing and the rest
in two equal installments in 1987
and 1988. Monumental will retain
Volunteer's credit life and health
insurance business.

Dun & Bradstreet Plan Ser-
vices, a subsidiary of Dun & Brad-
street Corp. engaged in marketing
and administering third-party
small group insurance plans, has
acquired Financial Planning
Software, a producer of computer
software based in Peoria, lll.

Bob D. Libby has acquired a
majority interest in S.1.S. Inc.. a
managing general agency and sur-
plus lines brokerage based in New
Orleans. Mr. Libby was formerly
an executive vp with Early
AmMmerican Insurance Co. and a
director of Western Preferred

Corp. of Fort Worth, Texas.

New offices

J. Gordon Gaines Inc., a man-
aging general agency based in
Akron, Ohio, has opened a Dallas
regional office at 511 E. John W.
Carpenter Freeway, Suite 310, Ir-
ving, Texas 75062; 214-263-7265.

Professional Design Insurance
Management Corp. has moved its
office to 7321 Shadeland Station,
Suite 220, P.O. Box 509147, India-
napolis, Ind. 46250; 317-845-7400.

Shand, Morahan & Co. Inc.,
which plans 20 move to its new
headquarters this summer, has
changed its mailing address to
Shand, Morahan Plaza, Evanston,
Il . S O—=<C> -1 . =



NOEXTRA CHARGE
FOR D 1.n,
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At CIGNA Healthplan every member pays a fixed
monthly premium.

After that, they're covered for all authorized medical
expenses, with just a small copayment.

When an expectant mother needs care, ifs covered.

When her child has the mumps, irs covered.

When any eligible family member needs medical
care, ifs covered.

Youremployees never pay an authorized bill from a
doctor or a lab. Not even from a specialist.

With one single monthly premium, every one of your
employees can easily budget their annual medical
expenses. That way they know exactly what to expect.

And as one ofthe nation's leading health maintenance
organizations, we understand the enormous financial pres-
sures that medical expenses can put on a family.

We also realize that affordable health care has to be

CIGNA Healthplan, Inc.
a CIGNA company

quality health care. So we provide competent doctors,
nurses, and support staff.

And we make sure they have the equipment and sup-
plies they need. Either on premises or nearby

Weeven make our medical directorand senior physi-
cians available for consultations.

Again, at no additional charge.

These are some of the ways we provide high quality
health care.

And quality health care has always been importantto

CIGNA, our parent corporation, whose companies provide
insurance and financial services around the world.

Call us collect at 214-934-4404. Or write to Vice Presi-
dent, Marketing, CIGNA Healthplan, Inc., 7616 LBJ Freewa™
Suite 303, Dallas, TX 75251.

We'll answer any question. And there's no extra charge
for that.

CIGNA



16 / business insurance, March 5, 1984

U.N. group debates ways to fight marine fraud

By JOHN PARRY

GENEVA, Switzerland-Mari-
time frauc and piracy are costing
insurance companies, shipowners
and cu:tcmers an estimated $1
billion a y-ar, and the sum is con-
stantly inereasing, according to a
recent United Nations-sponsored
conference.

But the meeting, organized by
the U.N. Conference on Trade and
Development (UNCTAD), shied
away from taking any concrete ac-
tion to battle fraud. Instead, it
called for governments to tighten
their owr. national legislation

against maritime fraud and com-
missioned the UNCTAD secretariat

to conduct further studies of how
fraud can be tackled on an interna-

tional scale.

A proposal by the UNCTAD sec-

oo

retariat that an international con-
vention be drafted to bind nations
to work together against maritime
fraud was blocked by the United
States and other Western countries
on the grounds that it would inter-
fere with their internal affairs.

Third World countries had been
solidly behind the idea of a con-
vention.

The Western nations instead
called for increased aid b the pri-
vate sector's fight against 3raud.

A proposal, put forward to the
conference by the Netherlands,
stressed the important ar d crucial
role that self-regulation by com-
mereial and industrial interests can
play in combat.ng and minimizing
maritime fraud

One of the major point: stressed
by the Western countries in the
proposal was the need for estab-

lishing a central registry of bills of
lading. Chase Manhattan Bank has
been working with the Interna-
tional Assn. of Independent Tanker
Owners to develop a model fcr this
register. and the UNCTAD meetirg
agreed :hat work on this register
should be accelerated , Bl, Sept. 11,
1983).

Falsification of bills of lad.ng s
the largest type of maritime fraud,
the conference agreed.

Under the proposa. to adopt a
central registry, all bi.ls of lading
would have to be deposited in the
registry as soon as they were i.-
sued. The registry woild also note
all changes in the contracts.

Keeping track of biL15 of lading :s
important, according :o0 an UNC-
TAD report prepared br the meet-
ing, because they serve no. irly as
a receipt but as proof of th€ trans-

port contract and ownership of
goods.

Bernard S. VWheble of the Inter-
national Chamber of Commerce,
however, challenged the notion
that bills of lading are central to the
control of maritime fraud.

"We are trying to devise a docu-
ment which by virtue of its
makeup is difficult to forge,” he
said. "But, even when y)u have a
secure bill of lading, there are al-
ways other ways of defrauding the
cist:mer.”

Mr. Wheble said the fight against
maritime fraud should focus on
more quickly identifying those re-
sponsible for the crimes rather
than trying to totally eliminate
frauc. He also parned against gcv-
ernment-sponsired control mca-

sures that he said might hamper
honest trade as well as reduce

fraud.

Although costly, fraud represents
only a fraction of 1% of the total
volume of world trade, he pointed
out.

To prevent financial fraud,
UNCTAD had proposed that banks
set up a detailed system to double-
check details of transactions before
issuing letters of credit. The banks
would act together with their eli-
ents and outside inspection agen-
cies to ensure that cargos con-
tracted for are actually loaded be-
fore money is paid.

The conference agreed to study
this idea further.

The UNCTAD secretariat report
prepared for the conference noted

that marine insurance frauds are

"quite diverse," involving both hull
and cargo insurance and include:

« The scuttling of ships.

= The filing of false cargo insur-
ance claims.

= The filing of claims for loss
and/or damage of cargo based on
survey certificates either fraudu-
lently made or resulting from over-
statement of the loss involved.

Scuttling could be cut back con-
siderably if ships were not regis-
tered under flags of convenience
by companies with, apparently, no
visible means of support, the report
said. It noted that 80% of the ships
involved in suspicious sinkings in
Asia during 1980 were registered
under flags of convenience, princi-
pally the Panamanian flag.

Tightening the rules governing
flags of convenience should have a

substantial effect on the number of

ships scuttled, the UNCTAD report

said.

Elimination of covert dual regis-
tration would also make it more
difficult for ships to disappear, the
report noted.

It also advised that to minimize
the extent of exaggerated or fraud-
ulent cargo claims, insurers should
cross-check the accuracy and valid-
ity of all supporting documents
with the approriate surveyors and
port authorities, especially in cases
where suspicious claims are sus-
pected.

On the question of cargo loss pre-
vention, UNCTAD suggested that
governments, particularly in devel-
oping countries, should consider es-
tablishing a special domestic
agency to supervise cargo loading,
unloading, shifting and port storage

operations.
The UNCTAD talks are sched-

uled to resume in Geneva in the
spring. However, the United States,
the world's largest shipping nation,
and the two major flags of conve-
nience, Liberia and Panama, are
boycotting the talks. .

CPCU to publish
research projects

LOS ANGELES-The Los An-
geles Chapter of the Society of
Chartered Property & Casualty
Underwriters is conducting an
"All-Industry Call for Research
Papers."

Proposals for insurance-related
research projects must be submitted
by March 15. Industry experts will
review each entry and notify au-
thors by April 1 whether their
projects have been accepted.

Authors will have until June 15
to finalize their papers, after which
they will be published by the Los
Angeles CPCU chapter. Cash
awards will be presented for re-
search excellence.

Authors will be invited to pres-
ent their papers at a technical con-
ference and seminar to be hosted
by the Los Angeles CPCU Chapter
in late June.

For more information contact
the Society of CPCU, 553 N,

Hoover, Los Angeles, Calif. 90004;
213-664-9574.
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* M.F. Bank & Co., an indepen-
dent salvor and appraiser for insur-
ance companies, has published an
eight-page brochure on the 1982
Northwestern Bank Building
fire in Minneapolis. The brochure
describes, in both text and pictures,
the salvaging and subsequent re-
conditioning of the building's stock.
For a free copy, write M.F. Bank &
Co., Marketing Division, 3955
Pleasantdale Road, Suite 108, At-
lanta, Ga. 30340.

* Copies of the 1983 Employee
Benefits Symposium proceed-
ings are available from the Inter-
national Society of Certified Em-
ployee Benefit Specialists. The sub-
jects discussed in this 113-page
book include private and public

pension systems, benefit planning,
health care cost-containment mea-

sures and solutions to Social Secu-
rity's financing problems. Cost is $8
for members and $12 for non-mem-
bers. Write International Society of
Certified Employee Benefit Spe-
cialists, P.O. Box 209, Brookfield,
Wis. 53005.

- "Global Risk Assessments:
Issues. Concepts and Applications"
is the first book in a series on polit-
ical risk analysis published by
Global Risk Assessments Inc. The
175-page volume contains 12 essays
by contributors from Gulf Oil
Corp., Ford Motor Co. and Texas
Instruments Corp. and from vari-
ous international scholars. Send
$19.95 to Global Risk Assessments,
Publications Division, 3638 Univer-
sity Ave., Suite 215, Riverside,
Calif. 92501.

- "Reinsurance: A Practical
Guide" is a 40-page comprehensive
guide designed to give readers a
basic understanding of the rein-
surance industry. The volume
also contains a complete glossary of
reinsurance terms. To order send
$9.95 to Interstate Service Corp.,

P.O. Box 1725, Oklahoma City,
Okla. 73101.

* The relative costs of insuring
low-rise, non-residential build-
ings are examined in "Insurance
Costs-the Bottom Line," a four-
page brochure from the Metal
Building Manufacturers Assn. The
brochure includes a 20-year cost-
comparison analysis of different
types of construction. It also in-
cludes a pie graph showing a
breakdown of costs of new con-
struction. To order send $1.50 to the
Metal Building Manufacturers
Assn., 1230 Keith Building, Cleve-
land, Ohio 44115.

= "Actuarial Fundamentals for
Multiemployer Plans,"” a 122-page
book, covers the role of the actu-
ary in the establishment and op-
eration of joint labor-manage-
ment employee pension funds.
The book is structured to help
trustees understand the language,
tools and guiding principles of the
pension actuary. Copies are avail-
able to members of the Interna-
tional Foundation of Employee
Benefit Plans for $6; copies for
non-members cost $10. To order,
write the foundation's Publications
Department, 18700 W. Bluemound

Road, P.O. Box 69, Brookfield, Wis.
53005.

* "The Captive Insurance Com-
pany" is an 80-page book discussing
offshore insurance, particularly
in Bermuda and the Cayman Is-
lands. It provides information on
formation, management and ad-
ministration of a captive, along
with tax information. Send $12.95
to Interstate Service Corp., P.O.

Box 1725, Oklahoma City. Okla.
73101.

« "Cargo Loss Prevention Rec-
ommendations," a 79-page guide to

preventing and minimizing
losses to cargo in transit, covers
all segments of the transportation
of goods. It also includes recom-
mendations for shipments of cargo
by air and discusses the problem of
maritime fraud. To order, send $3
to the American Institute of Marine
Underwriters, 14 Wall St., New
York, N.Y. 10005.

Have a new report, booklet or promo-
tional brochure you'd like to send to
buyers cf insurance? Business Insur-
ance will describe materiai costing
less thai. $20 as an editorial service in
the weelcly Info for Buyers column.
Simply send us a short description Of
th€ material to be offered, along with
the cost Of the item and a mailing ad-
dress. P:ease address all contributions
to Info for Buyers, Business Insur-
ance, 740 N. Rush St., Chicago, lll.
60611.
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National Loss Control Service Corporation
Long Grove, lllinois 60049

Natlsco will provide you with the best loss
control services...no matter who else is

in the package.

For information, contact:

Dick Odom

Vice President, Safety Services
Call Toll Free 800-323-9585

In lllinois (312) 540-2011
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Pools seek accreditation from California group

SACRAMENTO, Calif.-At least
six of the state's more than 100
public agency self-insurance pools
are expected to seek accreditation
this year from the California Assn.
of Joint Powers Authorities.

The Redwood Empire Municipal
Insurance Fund, based in Sonoma,
Calif., became the first JPA to be
accredited under the new program.
REMIF received its accreditation in
December for its self-funded liabil-
ity, property and workers compen-
sation programs.

Its accreditation was presented to
CAJPA members at the organiza-
tion's January meeting, held in
conjunction with the third annual
Public Agency Risk Managers
Assn.

CAJPA's accreditation program
is believed to be the only one in the
nation.

CAJPA was formed in February
1982 by a small group of public risk
managers seeking to establish ac-
creditation standards for joint pool-
ing arrangements (Bl, Feb. 1, 1982).
The accreditation program, which
is completely voluntary, was fina-
lized in August 1983 after which
the organization's approximately 50
members were invited to seek re-
view.

"The primary purpose of accred-
iting a JPA is to satisfy the risk
manager and board of directors
that their operations are consistent
with the performance of their peers
in the state of California," explains
Jeffrey W. Pettegrew, CAJPA vp
and risk manager for the Contra
Costa County Municipal Risk Man-
agement Insurance Authority.

"It's also a statement to the insur-
ance industry of their commitment
to excellence," he adds. "Assuming
the accreditation process takes off
and is well-received by the risk
management community, it may
become a model for underwriters,
brokers and others to assess the ef-
fectiveness of a JPA."

Currently, three programs of a
JPA are eligible for accreditation:
liability, property and workers
compensation. Health care pro-
grams are not yet eligible. And
only programs in which risks have
been self-funded for at least three
years will be considered, Mr. Pette-
grew explains.

He expects six to 10 JPAs to seek
accreditation this year.

When a JPA seeks accreditation,
a team of three CAJPA members is
appointed to review the pool on six
standards, which Mr. Pettegrew
describes as "pretty rigorous." The

JPA must pass the following cri-
teria:

= The JPA must conduct an an-
nual actuarial study by indepen-
dent consultants to determine ade-
quate reserve levels.

* The officers or employees of
the JPA who handle cash or in-

vestments must be insured with fi-

delity bonds, and employees and

Storm damage
totals $18 million

NEVV YORK-Insured losses re-
sulting from windstorms, hail, tor-
nadoes and flooding in five states
from Feb. 11 through 14 are esti-
mated at $18 million by C.E. Her-
manson, vp of property claims ser-
vices at American Insurance Ser-
vices Group Inc.

States affected by the severe
weather were Texas, Louisiana,
Mississippi, Alabama and Georgia.
Tornado damage was sustained in
the Louisiana cities of New Or-
leans, Baton Rouge, Lake Charles
and Houma, and in Palestine and
Normangee, Texas.

Estimates do not include damage
covered by the National Flood In-
surance Program. The storm was
assigned Catastrophe No. 28 by the

INnsurance Services Office. .

board members must have direc-
tors and officers and/or errors and
omissions coverage.

= The JPA regularly must con-
duet some sort of claims audit by an
independent source to ensure via-
bility of funding.

« The JPA must conform to ap-
propriate legal restrictions regard-
ing investment of agency funds.

- The JPA must conform with
all filing and reporting require-
ments as mandated by California

law.

« The JPA must comply with its

governing documents, agreements
and contracts.

In addition, the risk management
and loss prevention services of the
pool are assessed.

The review results in one of
three decisions: accreditation, fail-
ure or conditional accreditation.
Mr. Pettegrew explains that the
latter label is given to those pro-
grams with a problem deemed
"correctable.” The JPA is then

given 30 to 60 days to adjust the sit-
uation before final accreditation is

—g i~ = rm _ -

Public entities interested in risk management

SACRAMENTO-Interest in public entity risk management and
loss control appears to be growing.

Attendance at the :hird annual conference of the Public Agency
Risk Managers Assn. neld here recently was up more than 50%.

About 265 risk managers, other administrators and consultants
discussed such topics as professional liability coverage for public of-
ficials and property coverage for public agencies.

Other topics included effective ways to incorporate a risk manage-
ment program into public agencies that have limited resources and
current trends in public agency liability. PARMA is a group of risk
managers from about 250 California public entities.

The re's
keeping

costsfrom

T he state of

When an employee is injured, the company can feel the pain, too.
Because with the rising costs of hospital facilities, doctor bills and rehabilitation
programs, the financial agony can te severe.

What a large corporation needstoday is an efficient claims adminis-
tration service that can f ind ways to cut costs on workers' compensation
programs. Fortunately, there's GAB: one company that skillfully pairs man
and machine to manage workers' compensation claims with little wasted

time oreffort.

For starters, since GAB is an independent adjuster, we bring objectivity
to every claim. And we can handle claims fast-nationwide. Our unique, super-
visory network of 3,400 professionals in 650 nationwide offices and 24 workers
compensation centers makes it possible. With the help of our computers,

payment is made just as fast. Soyou-employees don't have to wait or worry
about their benefit checks.

We make your job less complcated through our up-to-clate workers'
compensation system, with on-line computers that feed you accurateinforma-
tion on a timely basis. The monthly reports alert risk managers to opportunities
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Eliason to reti re as Armco president, CEO

William M. Berry, chairman of
Armeo Insurance Group Inc. in
Milwaukee, will
rcassurne the
—.fllii post of chief ex-
ecutive officer

¥ | when.Esans.Bs
Ili,./vililillli as president and
CEO effective

A A pF—>r il _
il 1/-111 Mr. Eliason,
who will assume

I a mnew title of

comings & goings: industry

had been president and chief oper-
ating officer of NN Corp., which
merged with Armco's insurance
operations in 1980. He became chief
executive officer of Armco Insur-
ance Group the next year.

Mr. Berry, who had been chair-
man and CEO of NN Corp. before

the merger with Armco, served as
chairman and chief executive offi-

Eliason assumed
the CEO's posi-
tion.

Other insurer
changes:

John H. wal-
ton named pres-
ident and chief
executive officer

of Calvert Insur-

Mr. Eliason vice chairman, ter of the new company until Mr. ance Co. in New

Mr. Walton

an art to

York. Mr. Walton had been senior
vp-underwriting of KCC Syndicate
Managers on the New York Insur-
ance Exchange. The Calvert Insur-
ance Co. is wholly owned by
Stewart Wrightson Group.

James A. Even elected vp and
deputy director of the claims de-
partment at Hartford Insurance
Group in Hartford, Conn. Mr. Even
previously was staff assistant to the
chairman. He joined the Hartford
group in 1962 as a claims represen-
tative.

George F. Berg joined The

workers'compensation

etting out of nanci.

the art is GAB

for cost cortainment, helping to eliminate some of that pain before it nappens.
And with GAB's exclusive Automated Cash Transfer system, we can
reduce your claim deposit fund to a minimum. In fact, with ACT, you save
up to 90% on that reserve.
We also prepare checks automatically for injured
employees. Not drafts:Plus state-required reports and
OSHA reports on an automated diary. Without hesitation.
Speed. Accuracy Cost savings. It's all the result of a
claim5 management company that understands how to make
the marriage of people and computers work at peak
efficiency.
For more information, write Paul Dougherty, Senior
VR Claims Management Division, GAB, 123 William Street,
New York, NY 10038. Or call him at (212) 306-8390.

GAB The state of the art of claims management.

Home Insurance Co. in New York

as vp-field claim operations. He is
responsible for implementation
and control of claims policiesand
practices. Mr. Berg had been assis-
tant vp at Chubb Insurance Group.

Richard G. Adams named vp of
North River Insurance Co., a unit
of C&F Underwriters Group in
Parsippany, N.J. He will manage
the company's insurance operations
for north and central New jersey.
Mr. Adams had been a branch
manager with North River.

William H. Buttner, Jerome F.
Czekalski, John M. Griffin, John
V. Heher and Donald J. Leeder
named resident vps at C&F Un-
derwriters Group in Basking
Ridge, N.J. Mr. Buttner continues
to manage the group's Boston of-
fice, while Mr. Czekalski continues
to head the Cincinnati office. Mr.
Griffin manages the Philadelphia
office, Mr. Heher is responsible for
the Pittsburgh office and Mr.
Leeder heads the Syracuse, N.Y .,
office.

Brian Jarman elected president
of Aegis Insurance Services Inc. in
Jersey City, N.J.

He had been se-
Mr. Jarman

nior vp at Ideal
Mutual] Insyf-

ce Co iBlis
b i ﬁ\s
Ci e i

Services Ltd. i

Bermuda.

Raymond J.
Sibiga Jr.
elected vp-insurance services at
Philadelphia Manufacturers Mu-
tual Insurance Co. in VValley Forge,
Pa. He had been an assistant vp at
the insurer, which he joined in
April 1983.

Louis J. Rampino promoted to
vp of the special risks and services
division of Fremont Indemnity Co.
in Los Angeles. Mr. Rampino has
been managing the division for 15
months as assistant vp. He has been
with Fremont since 1977.

James G. Carlson named vp of
Prudential Health Care Plan Inc. in
Orlando, Fla. Mr. Carlson also
heads PruCare of Orlando, a health
maintenance organization. Mr.
Carlson had been executive direc-
tor of PruCare of Orlando. PruCare
is a wholly owned subsidiary of
Prudential Insurance Co. of

America.

Reinsurers

Peter A. Bengelsdorf appointed
senior vp of Buffalo Reinsurance
Co. in Woodland Hills, Calif. Mr.
Bengelsdorf, who joined the com-
pany in 1982, was vp, treasurer and
chief financial officer before he
was promoted to this newly created
position. Buffalo Re writes treaty
and facultative reinsurance.

Agents/brokers

Ray E. Nelson appointed vp and
senior account executive of Fred S.
James & Co. of Utah Inc. in Salt
Lake City. Mr. Nelson had been
acting vp and regional manager of
California Western States Life In-
surance Co.

Kerry Clem joined Frank B.
Hall & Co. of lllinois in Chicago as
vp and casualty department man-
ager. Mr. Clem formerly was direc-
tor of risk management at Esmark
Inc. in Chicago.

Excess/surplus

Lonnie L. Steffen promoted to
senior vp/treasurer at L.W. Biegler
Inc. in Chicago. Mr. Steffen will
continue to head pre-
mium/loss/reinsurance and finan-
cial accounting for the managing
general agency. He was most re-
cently vp at Biegler. .



APP-SP (3/83)
INDEX OF SPECIAL PROVISIONS
Coverage under Section | is required for this Policy to be in effect and specified coverages for Section |

shall be indicated elsewhere in the Policy. Coverage under Sections Il, lll and IV are optional and shall be
indicated by an "X" in the appropriate box.

SECTION |
GENERAL PROPERTY
A. Amount of Insurance
B. Limits of Liability
C. Deductible
D. Contribution Clause
E: Business Interruption O YES O NO
F. Extra Expense O YES O NO
G. Broad Flood Coverage O YES O NO
H. Broad Earthquake Coverage O YES o NO
1 Repair or Replace O YES o Vvo
J. Brands and Labels O YES O 70
K. Automotive VVehicles O YES O NO
L. Credit for Existing Insurance O YES O NO
M. Valuable Papers and Records O YES O NO
N. Accounts Receivable O YES O NO
O Electronic Data Processing O YES O NO
SECTION 11
BOILER AND MACHINERY O YES O NO
SECTION 111
FIDELITY O YES O NO
SECTION IV
OCEAN CARGO O YES O NO

APPLICABLE TO ALL COVERAGES

JOINT LOSS DEDUCTIBLE: When this Policy covers more than one location, the deductible amount(s)
shall apply against the total loss or damage covered by this Policy in any one occurrence.

If two or more deductible amounts provided in this Policy apply for a single occurrence, the total to be
deducted shall not exceed the largest deductible amount(s) applicable unless otherwise provided in this
Policy.

If this Policy insures against both Property Damage and Business Interruption losses, the deductible
amount as shown in this Policy shall apply to the combined loss of Property Damage and Business
Interruption unless indicated otherwise.

We callit adaptable

You'll callit a cinch.

What you see here is a page Property coverage under they say "yes.
from our Adaptable Policy. Section 1 is required and Selling is easy. Gaps between
Just a glance will tell you that transporation coverage is coverages are minimized.
no other property policy can automatic. Other coverages Separate policies are a thing
make life as a broker so easy are optional. Your clients of the past Billing is simplified.
for you. simply say"yes" or -no" to As we say, it's a cinch.
Coverages available with the such options as EDP coverage, It's easy to get all the details.
Adaptable Policy are spelled Boiler and Machinery, Fidelity. too. Give us a call.
out for you on this one page. and Ocean Cargo. Generally,

Affiliated FM Insurance Company

Associated with Allendale Mutual Insurance Company. a member of the factory Mutual System

Allendale Park. HO. Box 7500, Johnston. Rl 02919. Telephone (401) 275-3000
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CROCODILES, CAPTIVES AMD COVERS

International brokers learn the fine art

of satisfying clients both at home and abroad

By Charles H. Bechtold Jr.

TR

can benefit fully from its newly

negotiated worldwide captive insurance program?

Or, has a broker ever told you that you had better
consider remarketing your local workers compensation
coverage in Borneo because loss experience has been
adversely affected by the eating habits of the resident
crocodile population?

These are just two types of problems risk managers
and international brokers face in handling worldwide
insurance programs at the local level.

Managing a worldwide risk management program
requires a number of specialized functions, but few risk
managers understand fully just what the international
broker really does at the local level.

The primary responsibility of any broker is to analyze
a client's exposures, structure a program that effectively
protects those exposures and place the insurance in that
program with sound markets at the lowest price.

A properly designed international insurance program
generally will include a combination of local policies and
worldwide "master” policies to fill in the gaps.

A skilled international broker can achieve price
efficiencies in a total program by carefully balancing
admitted (local) and non-admitted (offshore) coverages.

The real test of the international broker's expertise
comes in designing the admitted program, because it
must work creatively within the restrictions imposed by
local tariffs or market conditions and yet maintain the
integrity of the master program agreed on with
ccirporate headquarters.

Once a program is designed, the international broker
must consider not only local premium cost, but also the
insurance company's service orientation. Underwriter
flexibility regarding tariff interpretation, loss-control
performance and responsiveness in claims handling can
have important bottom-line consequences.

Premiums are only part of the equation in evaluating
a worldwide program.

The risk manager, in assessing the cost effectiveness
and security of a worldwide program, must rely on the
knowledge and marketing skill of both the international
and local broker affiliate that services the subsidiary.

The risk manager must take into account not only the
sum of the component premiums but the tax treatments,
financial arrangements, claims-settlement practices and
reinsurance controls operating in the country.

For instance, in Brazil, the proliferation of financing
arrangements means that premium quotations have
little to do with competitiveness; notwithstanding the
strict tariff, the final cost can vary as much as 40%
depending on the attractiveness of financing proposals.

In much of the world, insurance market practices
follow traditional British tariff rules.

It is in developing countries that the greatest
improvements in the insurance industry remain to be
made. Policy forms, rating methods and premium
payment terms often appear archaic when compared to
current American and European market practices;
market sophistication in these countries lags

Charles H. Bechtold Jr. is up and
manager of the New York
International department Of Johnson
& Higgins. He serves on the
Permanent Working Group Of
UNISON, the international network of
insurance brokers Of which Johnson &
Higgins is a founding member. His
column appears the first Monday of

euery Mmonth.

international issues

substantially behind Western standards.

The international broker contributes to change by
imaginatively applying to such local markets the risk
management techniques developed elsewhere. Even
such an unsophisticated risk management technique as
risk retention through deductibles is not universally
accepted.

Fifteen years ago, business interruption coverage on
gross earnings forms did not exist outside the United
States. Nor was there any acceptance of the concepts of
highly protected risk or blanket coverages.

Today, the broker serves as the agent of change in the
market. At the same time, it must help reconcile the
often divergent goals of a local client with "first-dollar"
mentality and a U.S. risk manager attempting to
implement a coherent strategy of risk assumption.

The international broker with local affiliates is ideally
positioned to bring these new ideas to the multinational
subsidiary management.

Outside of the United States and a few European
countries, few multinationals employ professional risk
managers or even a true insurance specialist to oversee
local insurance programs. A risk manager based at
corporate headquarters can do only so much from long
distance.

The local broker often has an expanded role in the
risk evaluation normally handled in-house by firms in
the United States.

If a multinational's worldwide program involves a
captive, the risk manager should look for an
international broker with the ability to market and
administer captive programs and provide local service to
subsidiary management.

The administrative capability to monitor cash flow,
premium payments, retrocessions and constriction of
reinsurance flow in problem areas, etc., can make the
difference between a successful captive program and
one that founders.

Engineering expertise and service capability
necessary for effective loss-control programs are
available abroad only on a limited basis. Some
international brokers provide these services.

Technical input from the broker during design and
construction of a new facility, knowledge of protection
requirements and recommendations of improvements in
existing facilities are the responsibilities of an

international broker overseeing subsidiary operations
for the multinational client.

The broker's loss-control staff often has to rationalize

the sometimes diverse interpretations presented by the

Product liability poses problems
for Brazilian exporters
Tz)URCHASING of adequate limits of product

.L liability insurance to cover export sales has
been problematical for Brazilian exporters.

Policies were only available in cruzerios (the
Brazilian currency) and the extremely high
inflation rate in Brazil in recent years caused the
real value of the policy limit to erode substantially
in terms of dollars.

This is a particular problem given the long tail
on product liability claims.

The IRB, or Brazilian Reinsurance Institute,
recently authorized product liability insurance
limits linked to government treasury notes
(ORTN), which increase in value with the official
inflation rate. Indexing continues indefinitely
with ORTNSs reconverted to cruzerios at the time
the loss is paid.

-From Johnson & Higgins/UNISON UPdate.

National Fire Protection Assn., the underwriter's highly
protected risk guidelines, local tariff specifications and
the local building codes.

The broker must work to ensure that proposed
loss-control solutions maximize local rate credits and
protection without causing excessive loss-control costs.

In strict tariff markets, the broker must be heavily
involved in the insurance pricing process, since
approvals of protection discounts and special rating
treatment require the presentation of technical reports
and applications to rating authorities. In non-tariff

markets, loss-control input is also a prime determinant ,

of the final insurance cost.

Claims specialists are a vital part of an international
broker's office. In many countries, documentation and
negotiation of claims, other than the most routine cases,
are time-consuming.

In handling more complex losses, the broker specialist
assists in preparation of claims documentation in order
to avoid lengthy delays in claims settlements. In
countries with high inflation, a delay in claims

settlement can translate into substantial real losses.

Reducing losses abroad requires a combination of .

technical know-how and appreciation of local
conditions.

For example, the key to improving the marine loss
ratio of a company exporting cars to Chile turned out to
be the discovery that stevedoring crews in Santiago
expected to be paid approximately $10 per car to
guarantee that the cars would be landed on the dock '
right side up.

Effective communication between the American
broker and its international office is essential to the
functioning of a dynamic international insurance
program, whether the program is meant to cover an
existing facility, a new acquisition or a new product line.

The overseas broker needs to receive explicit
guidelines from headquarters. These should include a
general policy statement containing:

« The coverage required by the parent to insure the
local operation properly.

= The desired balance between local and master
coverage.

* The acceptable degree of self-assumption or risk by
the subsidiary.

» The commitment to loss control and protection
VvVis-a-vis insurance.

* The degree of option afforded to subsidiaries
regarding choice of markets and brokers.

The risk manager should update the guidelines
regularly in consultation with the broker.

Reporting requirements and procedures, as well as

specific instructions for claims reporting, also should be
laid out in detail. If a non-admitted insurance company
is responsible for providing any services or inspections
at the local level, the local broker should be told to
monitor these activities.

The guidelines for local insurance programs should
identify the risks to be insured, define the method of
property valuation, establish corporate policy on
insuring business interruption losses and state corporate
policy or self-insurance.

An international broker must provide a number of
individualized services, both at the corporate and the

Suabhh=sidi=anry lTe~re1i o

An understanding of the challehges and opportunities ,
of international risk management, technical and 4

communications skills and the ability to organize diverse
geographic and functional components into a cohesive
worldwide program-these are prerequisites for
international insurance brokers to function well.
Whether the risk is exotic, such as hungry crocodiles
preying on the local workforce, or as mundane as a local
building in need of fire extinguishers, the local broker
must be available on the spot to make sure that a
worldwide program is implemented to the full desires of
the corporate cliemt. .
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A regular editorial section exclusively for agents and brokers

CAUGHT BETWEEN A ROCK AND A HARD PLACE

Agents must detect troubled

By PAMELA DeFIGLIO

Agents and brokers who discover
they're dealing with a financially
unsound insurer are "damned if they do
and damned if they don't."”

For instance, the insurer can sue
agents and brokers for slander and libel
if they pass their observations along to
their colleagues-even if the insurer is
indeed in financial trouble.

On the other hand, if agents aren't
aware that an insurer is about to fail,
clients may sue them for placing
business with a shaky insurer-when
they should have known better.

To top it all off, agents and brokers say
that obtaining reliable, up-to-date
information about an insurer's financial
health is practically impossible.

They say they can't depend on state
insurance departments to give them
the lowdown because regulators often
try to protect troubled insurers by
withholding information, so agents and
brokers won't try to switch good risks
to other markets.

Neither can they rely on insurer
rating services, like A.M. Best Co. Inc.,

because the information is often too old.

Reginald Beane, vp of government
affairs for the Independent Agents of
America, says that insurer insolvencies
are a double-edged problem for agents.

"The agent is held to a high degree of
responsibility on behalf of the client. At
the same time, he is expected to make a
decision on where to place the business;
however, he has difficulty in obtaining
the financial information he needs to
make that determination.

"He may have a potential errors and
omissions liability, but he can't get the

information he needs to make a

knowledgeable decision,"” Mr. Beane
comments.

About the only resource an agent can
use to locate weak insurers, besides trial
and error and the rumor mill, is the
National Assn. of Insurance
Commissioners' Early Warning Test,
better known as IRIS.

The NAIC releases IRIS information
only to insurance commissioners, but it
will sell a user guide that tells how an
agent can compute the IRIS test on his
own by using financial information
available in insurer annual reports or

from state regulators.

(The manual is available by sending
$10 for either the life insurance or the
property/casualty insurance version to
NAIC Publications Department, 1125
Grand Ave., Kansas City, Mo. 64106.)

However, Patricia Borowski, director
of administration for government and
industry affairs for the National Assn. of
Professional Insurance Agents, discounts
IRIS as a resource, noting that the
annual financial information used in the
test is often too old to be reliable.

Many brokers note that slow claims
service sometimes indicates that an
insurer is in dire straits, but it could just
as easily indicate something else.

"Usually the carrier has a good reason
for delays-they're just expanding, or
getting new computers," says Don
Jordan, executive director of the
National Assn. of Insurance Brokers,
noting that it can be presumptuous to
conclude that service delays mean
financial trouble.

Indeed, most producers say that they
are very careful about repeating

potentially damaging rumors about
insurers’' finances.

insurers; the question is, how?

"l think brokers are very careful
about whispering to others about
insurers," says Mr. Jordan. "Unless you
knew for certain, it would be very
inappropriate to convey that kind of
information.”

"I don't think agents have overreacted
in response to innuendo- they have
acted reponsibly," says Richard
Kasyjanski, vp of. agency services for the
IIAA. "About two years ago, there was a
rumor going around about a certain New
York insurer, and we got a lot of calls
checking on it. The agents didn't pull
their business out, and today the insurer
is solvent.”

BuL at least one state regulator thinks
that it is important that the agents who
hear rumors of insurer impairment pass
the information along to state insurance
departments.

"We're trying to get a statute passed
for immunity so that agents and brokers
could come forward and tell the
commissioner's office any rumors they
hear," says Richard Carlson, assistant
director of the lllinois Department of
Insurance. The statute would at least

Continued on net page
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Agents caught in the middle by insolvencies

Continued from previous page clients Even if an agent handles an
allow producers to speak freely, insurer insolvency with the grea-
without fear of recrimination test of care, it could cost customers
Although Mr Carlson says he
wants to help agents and brokers interest sometimes means the agent
identify impaired insurers, trade has to help dig the unstable in-
organizations blame much of the surer's grave by shifting business
damned-if-you-do, damned-if-you- away from the insurer, Ms
don't syndrome on state regulators Borowski says And, because of

Looking after the customer's best

The associations say regulators this, many regulators charge agents
often are insensitive to the pro- and brokers with causing the in-
ducers' plight surer's downfall

However, the groups say they are "They say, '"You hear rumors,
working with regulators to try to move the book of business and
correct these problems push the companies into insol-

For instance, the PIA representa- vency," she explains
tives chair an advisory subcommit- "The point we tried to make is
tee to the NAIC's Rehabilitators that everyone else is considered
and Liquidators Task Force Repre- (during an insolvency) except the
sentatives from the IIAA, the NAIB agent and broker When they are
and the National Assn of Casualty thought of, they're treated as com-
& Surety Agents also are on the pany agents We're trying to drive
panel, which will make recommen- home the point that Independent
dations to the task force (see story, agents and brokers should be con-
below) sidered Independent,” she empha-
To help illustrate agents' prob- sized

Producers pleased with Texas statute

Texas has been experimenting with a law that ceiver's office It means we have to audit every poli-
could make insurer insolvencies less traumatic for cyholder " Ordinarily, he explains, the receiver
agents and brokers would only have to audit agents

Traditionally, the hquidator of an insolvent in- "The agent must apprise us right away of what he
surer's estate seizes all unearned premium held by did with the money, or the pohcyholder will make a
agents to maximize the insurer's assets This meant claim on the estate | think most agents try to get
that the policyholder simply lost that amount, and new coverage right away, but they are often ham-
the agent could kiss the commission on the un- pered by the fact that the insolvent insurer has very
earned premium good-bye poor records

However, a unique Texas statute allows agents to "Sometimes the agent can't even find out what he
hold unearned premium should an insurer be liquid- owes and, of course, he doesn't want to pay more
ated The agent can either refund It to the policy- than what he owes," Mr Harris comments
holder or use it to secure new coverage "There are several practical problems, but not

Patricia Borowski of the National Assn of Profes- conceptual problems, with the statute But | think
sional Insurance Agents says the statute was they're correctable, especially when insurers start
strongly supported by agents when it was passed in using (electronic data processing systems) and rec-
1973 and says they are pleased with the way it has ords can be kept up on the computers "
worked Christopher Maisel, the deputy Texas hquidator,

However, Tony Harris, the liquidator-receiver for says there's another potential problem with the stat-
the Texas State Board of Insurance, says he sees ute
both positive and negative aspects to the statute "If the agent pays the insured, but the insured

"Statute 2111-2 15 not our favorite-but it's a way files a claim saying he hasn't received the money,
of getting money to the policyholders quickly," he it'S theoretically possible for the insured to get paid

lems to the regulators, the PIA, And, she adds, moving business
with the assistance of its attorneys, from a shaky insurer protects the says twice (from the agent and from the guaranty fund),”
drafted a case study (see story, page policyholder to whom their alle- "It makes the accounting a nightmare for the re- he says
226) that illustrates the disastrous giance lies
However, some regulators do in-
deed adopt the view that agents are sider suggestions "
Ms Borowski notes that some attached to companies For in- Even if regulators recognize the Regulators oftentimes attempt to licensed to do business-enter the
regulators scoff at the idea that an stance, when Mr Carlson of the II- agents' status, it's not a solution to piece together missing insurer rec- fray, she explains Ancillary states,
agent could be sued by clients for hnots department was asked if any the problems agents face when an ords from Information gathered which often require an insurer to
writing business with an unsound agents were sued by their clients insurer goes out of business from agents and brokers, though put up a deposit before it can do
insurer Although she admits it is for liability in an insurer insol- For example, when an insurer is this process means the producers business within their borders, often
not a frequent problem, Ms vency, he replied, "That would be declared insolvent, the policy- must spend hours of time unpaid seize that deposit and any other
Borowski says that some agents more the case with a broker than holder has a specified time period time complying with regulators' re- assets found in the state if the in-
were sued by their clients -usually 30 days-to file guests surer fails
following the 1979 insol- claims, and Ms Borowski

vency of Chicago-based
Reserve Insurance Co

effects that an insurer insolvency

are unbelievablet” other states in which the insurer is

can have on agents and brokers

"l guess | feel agents' complaints In addition, ancillary states may

contends that 30 days is (about searching through records) ask agents in the state to turn over

not enough for an agent to are validated, but | don't know how unearned premium they hold

shop the market for new they can be alleviated,” says John However, these same assets are

coverage Clark, director of financial services also demanded by the liquidator in
She also notes that, in for the NAIC in Kansas City, Mo the domiciliary state

He adds, "Sometimes brokers are

'(State insurance) commissioners now

Courts threw out those "

view agents more as consumer
suits, explaining that
monitoring the insurers’
financial health falls

representatives than company

the case study prepared While these two states are slug-
by the PIA, the policy- the only source of information, and ging it out, the policyholders aren't
holder sues an agent be- the commissioner has to order having their claims paid, and the
cause the insured could them to go through the files to get agent may be unable to use the un-
not collect on his claim, the names and addresses of in- earned premium he holds to place
the likes (of such a suit) before, and an agent, since an agent represents which was filed after the cutoff sureds " new coverage, Ms Borowski notes
the judicial climate changes every the company " date Finally, agents are often trapped And the agent is faced with the
day,” Ms Borowski comments "It Mr Kasylanski notes, however, The problem of caps on the between the requests of regulators problem Until the court decides
seems to be moving in one di- that the NAIC has been more re- amount a claimant can receive in different states, Ms Borowski the issue, with which state should
rection-the direction that the in- sponsive to agents' and brokers' po- from a state guaranty fund is a re- notes he deal9
dividual agent and broker IS being sition in the past two years, as evi- lated worry For example, Ms
held to a higher degree of responsi- denced by the fact there is more Borowski notes that Cali-
bility to the client than ever before agent representation on NAIC sub- fornia's guaranty fund
"So we're saying that these kinds committees than before has a $500,000 cap What
of suits are possible," she says "We're a viable part of the insur- happens if the client has a
Indeed, the increased likelihood ance mechanism | think agents $1 million claim? Can he
that a client could file a profes- have become more influential in sue the agent for the re-
sional liability suit against an agent each state by the lobbying they mainder?
has increased agents' perceptions of have done," he comments The shabby, disorgan-
themselves as the representative of Jo Storey, supervisor of receiver- ized state of some insol-

representatives,' says the IIAA's
Mr. KasYJanski

under the regulators’'-
not the agents'-domain,

she says
"But we'd never seen

When an insurer goes broke, a She also says agents are hurt
when states demand unearned pre-
miums be sent to the hg-

uidator, since producers
will not be able to take a

'l think brokers are very careful about

commission on these

whispering to others about insurers.

funds This is especially
troublesome since the in-

Unless you knew for certain, it would be

surer insolvency will cre-
ate more paperwork for
the policyholder the agent-without any
"Commissioners now view surance's liquidation department represents yet another compensation whatso-
agents more as consumer represen- and a member of the NAIC Reha- problem for agents and over
tatives than company representa- bilitators and Liquidators Task brokers Ms Borowski does
tives,"” says the IIAA's Mr Kasy- Force, agrees "Sometimes the insurer keeps who has control of its remaining point out that some states do allow
Janski The task force is "willing to such poor records that the regulator assets, Ms Borowski says, explain- agents to keep unearned commis-
Agents have two strong reasons study and consider the agents' and must go to the agents and brokers ing that the domiciliary state-the sion
to be the protectors of their in- brokers' situation,” she says "l for information on who's insured state in which the insurer is domi- "But we don't feel agents and
sureds the potential liability expo- can't speak for all of us as to what for what," Ms Borowski says ciled-is usually in charge of hqui- brokers should have to depend on
sure and the need to maintain good we'11 come up with, but we'11 defin- "Sometimes the companies' mis- dating the Insurer the benevolence of insurance com-
business relationships with their itely be willing to listen and con- management and filing problems But sometimes ancillary states- missioners,

very inappropriate to convey that

. . '
ship in the Missouri Division of In- vent insurers' records Informatlon’ Mr. Jordan says.

squabble usually breaks out over

she explains

Associations propose solutions to problems

Although the problems that agents and - Increasing the per-claim limits the to agents’' and brokers' complaints about vidual agents and state associations cope
brokers face when an insurer fails will state guaranty will pay to policyholders of poor service from insurers This could be an with insurer insolvencies
never be eliminated, producers’' trade asso- an insolvent insurer. Some policyholders early tipoff to both agents and regulators "We'll try to tag the problem to the situa-
ciations say they have some solutions may not have claims fully paid because that an insurer is experiencing financial tion in their state For example, if they have
The associations, members of an advisory their losses exceed these limits difficulties this problem, here's the solution; and if they
subcommittee to the National Assn Insur- - Designing a method to compensate e Asking regulators to realize that agents have this other problem, here's how they
ance Commissioners' Rehabilitators and agents and brokers for time they spend dtg- and brokers have primary responsibility to can deal with that," she says
Liquidators Task Force, are working with ging through records after an insurer fails clients, not insurers, and that shifting cover- The issue of insurer insolvencies is im-
state insurance regulators to ease the prob- Often, the insolvent insurer's records are age from an impaired insurer is often in the portant for all agents, not Just those that
lems producers face when an insurer is de- incomplete, and regulators ask agents and policyholder's best interest have been involved in insolvencies, and Ms
clared insolventt brokers to supply information on policies The advisory subcommittee hopefully Borowski says the PIA plans to develop
According to Patricia Borowski of the written and premiums collected. will present suggestions and recommenda- seminars and mailings to educate its mem-
National Assn of Professional Insurance « Barring ancillary states from seizing an tions to the June NAIC meeting, says Ms bers
Agents, possible solutions that will be dis- insolvent insurer's assets, upsetting the Borowski, the PIA's director of administra- "Agents have to become more aware of
cussed by the subcommittee include- domiciliary state's hquidation proceedings. tion for government and industry affairs what they must do in an insolvency. Many
< Extending the period in which claims O Allowing agents and brokers to use un- "l expect we'll have NAIC support, but | agents of the past went through their entire
must be filed after an insurer is declared earned premium collected for a failed in- don't know if it Will be on all of the recom- careers without ever experiencing this, but
insolvent. Agents and brokers may be sued surer to pay for new coverage placed for a mendations," she says now, more and more agents are finding
if a policyholder cannot collect on a claim policyholder Besides dealing with the NAIC, the PIA themselves involved in something they
because it is filed too late - Asking regulators to be more sensitive also plans to draft guidelines to help indi- know nothing about "
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Insurer insolvency teaches agency lesson

By PAMELA DeFIGLIO

ALBUQUERQUE, N.M.-
"Every agent in the world should
take an interest in their insurers, so
they don't have to go through what
happened to me,"” says an agent
who was stung by an insurer insol-
vency.

Forty-one clients of Insurance
Exchange Inc., an independent
agency in Albuquerque, were left
without coverage when Proprietors
Insurance Co. of Delaware, Ohio,
was declared insolvent by an Ohio
court on Aug. 5, 1981, says Carl
Frilling, the agency's president.

Proprietors, a C-rated insurer by
A.M. Best Co. Inc. that specialized
in package policies for bowling
alleys. tire dealers and auto dealers
who sold extended warranties,
wrote about $165,000 in premiums
through the agency. which at the
time generated about $1.5 million
i n premium volume.

Although Mr. Frilling says he
had little trouble dealing with his
clients afzer Proprietors failed, he
says he had some rough dealings
with the Ohio Insurance Depart-
ment, the domiciliary liquidator.

The Ohio regulators requisi-
tioned the agency's unearned pre-
mium during its liquidation of Pro-
prietors, but Mr. Frilling didn't
give it to them. Instead, he says he
used that money to roll over his eli-
ents' policies to new insurers.

"We worked out a deal with
other carriers-Commercial Union
Insurance Co. and a couple others
-to get binding coverage on bowl-
ing alleys and tire dealers for the
couple of months left on the poli-
cies," Mr. Frilling notes. "I didn't
have any of my customers lose one
dime. The state of Ohio threatened
to sue me, but hasn't yet."

The New Mexico guaranty fund
would have covered any of his cli-
ent's claims, Mr. Frilling notes, but
it would not have covered the
money they would have lost in un-
earned premium. Since two-thirds
of the year had expired when Pro-
prietors was formally liquidated, he
figures that $55,000 of the premium
volume placed with the insurer was
unearned and would have been lost
if he had turned it over.

"Technically, the Ohio Insurance
Department told me that | had no
liability (to policyholders) and that
the unearned premium was just
lost. But that leaves me, as an
agent, with a credibility gap, and |
felt a moral obligation to my in-
sureds because they paid their pre-
miums in good faith."

Mr. Frilling says he cleared all
his actions, including his refusal to
turn over unearned premium, with
the New Mexico Insurance Depart-
ment, which he says was very
helpful.

He first called the New Mexico
department when he heard rumors
about Proprietors' financial condi-
tion in January 1981, about seven
months before the insurer was de-
clared insolvent. He was particu-
larly concerned because most of the
renewals with the insurer were
coming up.

However, the department, as
well as other sources Mr. Frilling
checked. said that Proprietors was
experiencing some financial dis-
ruption, but that it was nothing se-

"l didn't have any complaints or
problems with the service they
were giving me," he notes, adding
that he did not check published
ratings of Proprietors' financial
condition.

When the insolvency finally oc-
curred. Mr. Frilling says he was
aware that the liquidator could
have sued him to recover the un-
earned premium, but he says it was
worth the risk to be sure his clients

were treated fairly.

Mr. Frilling and his partner,
Chris Krahling, the agency's vp.
then traveled the length and
breadth of New Mexico to reassure
clients that the agency had found
new coverage for them.

Before Mr. Frilling contacted the
policyholders, he says they had
only received telegrams from thi
Ohio regulators :hat informed them
that the insurer was insolvent and
that they no longer had coverage.

Later, he say: the Ohio depart-
ment sent them follow-up docu-
ments, written in very techrtical
language. Po.ieyholders were told
to fill out the forms, nave their: no-
tarized and return them if they
wanted to claim their unearned
premium.

However, most of the policyhold-
ers were unable to decioher the le-

galese on the forms, Mr. Fr-lling
says, adding that they only con-
fused and worried the insureds.
Requiring the forms to be noterized
only made them more intimidating
to the policyholders, he claims.

"It was ridiculous that these
forms were sent to the insureds-
they should have been sent to us,"
he says. "And there was noshing
that really needed to be notarized."

Mr. Frilling says he found his eli-
ents worried-but not panicky-
about Proprietors' demise.

"They were wondering what ex-
actly was happening, but | told
them that | was taking care of
everything, and they really appre-
dated that. | had their coverage in
a binder at the time," he says.

None of the policyholders ques-
tioned the agency's wisdom in plac-

ing cover-age with Proprietors,
though Mr. Frilling admits he was
surprised at the lack of criticism.

"I thought they would say some-
thing, but perhaps one of the rea-
sons they didn't is because Proprie-
tors was endorsed by the Bowling
Proprietors Assn.." Mr. Frilling
comments. He says all 41 of the af-
fected policyholders remained eli-
ents of the agency.

Besides incurring the costs of Mr.
Frilling's travel around the state,
the fallout suffered by Insurance
Exchange from the insolvency ex-
acted a great deal of human effort.
It kept Mr. Frilling, Mr. Krahling
and their wives working 18 hours a
day for four weeks, going through
records and replacing coverages.

"It was a tremendous expense for
us," he says. "The only good that

r4ar

came of it was that today | have a
lot of loyal insureds who really ap-
preciate what | did for them. At
least that made me feel better about
the situation.

"We don't represent any insur-
alice companies anymore that don't
have an A-plus rating from Best's
—and still | can't be sure that it
won't happen again."

The existing methods by which
producers can glean data on insur-
ers from regulators is sorely inade-
quate, Mr. Frilling says. "Regula-
toi-s almost feel offended if you ask
for information about an insurer.”

But, he adds, "In defense of state
insurance departments, | think
they're underfunded and under-
staffed-especially in smaller states.

"I'm not really sure that there's
an answer to this problem.” .
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Glossary of terms used in insolvencies

Insurance has a language of its
own, agents and brokers know.
However, the lingo that accom-
-panies an insurer insolvency may
be unfamiliar to many producers.

Many industry analysts, citing
low commercial insurance rates
and high levels of reserve deficien-
cies, say that it's inevitable that
more insurers will become finan-
cially impaired in the coming year,
which will create headaches for the
agents and brokers who place cov-
erage with these markets.

To help producers understand
the problems created when an in-
surer is declared insolvent, here is
a glossary of terms used in discuss-
ing insurer's financial difficulties:

= Ancillary state-Any state
in which an insurer does business

other than its domiciliary state.

« Cap-The maximum amount
that a state guaranty fund will pay
the claimant of an insolvent in-

For instance, if a policyholder
guaranty files a claim for $1 million
with a fund that has a $250,000 cap,
$750,000 of the claim would be left
unpaid.

- Cutoff date-The deadline
for filing claims with a state guar-
anty fund or a state liquidator.
Claims filed after this period-
which is as short as 30 days after
the liquidation order in many
states-are not honored, and poli-
cyholders have been known to
press-suits against agents in» such

cases.

- Domiciliary state-The

state in which an insurer is char-

tered and which usually serves as
liquidator should the company be-
come insolvent.

* Guaranty funds-A fund es-
tablished to pay policy holders’
claims and/or unearned premium
in the event of an -insurer insol-

vency, The» fund administrators as-
sess -all admitted insurers in the

state to finance the fund's opera-
tions.

= Insolvency-Insurers de-
clared by a court to be insolvent
Usuallyare not subject to federal
bankruptcy law. Instead, its reha-
bilitation, receivership or liquida-
tion is administered by a court-ap-
pointed official, most often a staff
member of the state insurance de-

Non-profit Organization: Liability Insurance

partment or a person designated by
the department.

- Liquidation-The act of dis-
bursing an insolvent insurer's
assets to its creditors, including pol-
icyholders.

* Liquidator-The person ap-
pointed by a court to -direct th€ lig-
uidation of an insolvent insurer

within a particular state.

- Preference statutes-Laws
that determine the order in which
creditors will be paid should an in-
surer be declared insolvent. Policy-
holders are.normally the first cred-
itors in line.

States other than the domici.iary
state (which usually liquidates an
insolvent insurer) often seize de-

Associajon Executives

are siecialin many ways..
One-of tlemis not gooc.

Directors or officers of associations or

other non-profit organizations have

special qualities, special skills...and a
special exposure to personal liability.
That's because their liability depends not
only on their own actions, but the actions
of many others in the organization.

What they-need is.specialized insur-

ance protection through a specialized

Schinnerer's Non-profit Organization
Liability Program has limits up to $35
million and deductibles as low as $500...

our rates aresomething special, too.

Coverage is provided by a Best's
A + XV.rated insurance company.

Being one of the oldest and largest
underwriting managers in the country

posits, unearned premium held by
agents and other in-state assets of
an insurer. When ' that occurs, the
ancillary state is most likely seizing
assets that are also being requisi-
tioned by the domiciliary state.
This upsets the domiciliary
state's preference statute, agents
point out, and can sometimes trig-
ger a court dispute between the two

states.

» Receiver-A court-appointed
official who serves as a custodian
for an impaired insurer and at-
tempts to protect its remaining
assets. In most cases, following the
period of receivership, the state in-
surance department will petition a
court for an order of liquidation
against the insurer.

- Unearmed commission-
That portion of of unearned pre-
mium (see below) that an agent or
broker would normally collect as
part of his or her commission.

- Unearned premium-That
portion of premium that the policy-
holder has paid in advance for a
coverage that has not yet been pro-
vided. When an insurer is declared
insolvent, agents and brokers often
hold premium that would have
been applied to the remainder of
the policy period.

For example, a policyholder pays
in advance $1,000 fbr a one-year
policy that commences on Jan. 1.
The insurer is declared insolvent
on July 1. The policyholder is enti-
tled to $500 of unearned premium
-premium paid for coverage that
has not yet been provided.

Many states order agents and
brokers to turn over any unearned
premium they hold when an in-
surer is declared insolvent, though
producers say it would be advanta-
geous to the p61icyholder if they
were allowed to use the unearned
premium to place new coverage or
immediately refund it. .
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boosing Insurnet bas

given ustbe edge we need to
compete today”

Roger M. Pike, Treasurer, Kinney Pike Bell Conner, Inc.

Like most agency principals
who are choosing in-house
computers, Roger Pike of Rut-
land, VT put a lot of time into
his decision to automate and
chose the system that worked
best for his agency -Insurnet.

'l spent three years visiting all
tbevendors in tbe market

before ultimately going witb

Insurnet.

‘| really wanted to increase my
agency's efficiency by putting
all policy details on tbe system.

"Asidefrom alt tbeotber bene-
fits, sucb Eis word processing
and accounting tbe most
important reason we cbose
Insurnet is its Customer Infor-
marion System. CIS isprobably
tbemostadvancedpolicyfile
and retrieval system on tbe
market today.

-We needed oustanding mar-

keting capabilities-a system
tbat would let us write letters

INnNsurnet

directiyfom a customer'sjile.
Witb CIS, we can monitor our

customer s insurance needs

andfmd tbe appropriateprod-

ucts to meet those needs. Tbis
makes our sta#more e#icient
and allows us to serve our

customers better

"l believe tbesystembashelped
us increase our profits without
increasing our staff VWhenever
our stalfbas bad any prob-
lems, we've found Insurnet
personnel to be extremely

responsive in helping us iron
tbem out.

I recommend Insurnet to

otber independent agents be-
cause it provides tbe best sup-
portfor an agency You can do
so mucb witb tbe system and
it grows witb you. In fact, we're
stillfinding new ways to use it.

‘In today's competitive en-
vironment, itkimportant to
bave a system you can depend
on and to belt) you compete

most e#ective(y. 77,atk u* we
cbose Insurnet.

Here are a few more reasons

why you should consider

Insurnet.

Marketing System

You can personalize mass com-
munications directed to the

markets that have the most
potential. The marketing sys-
tem also helps you produce
profiles, automate your diary
system and market business
to companies.

Accounting & Financial
Management System
Invoices-statements-ledger
cards-aged accounts receiva-
bles-producer and broker
reports-can all cause head-
aches and mountains of paper-
work. The Insurnet system can
streamline these areas for you.
You can improve your pro-
ductivity and concentrate on
generating new business.

InsurLink TM

InsurLink™ is a new software
program to introduce "value
added services" to Insurnet.
Phase | allows you to tie your
IBM Personal Computer into
Insurnet and use it like other
system terminals. You get twice
as much use out of your PC
and you expand the capabil-

ities of your Insurnet system at
the same time.

Faining and Support
Insurnet offers training and re-
sponsive service and when you
have a problem, you can rely
on the support of your

Insurnet Professional Service
Rep-an important "PS" in your
automation program.

For more information or a per-
sonal Insurnet demonstration,
call toll-free: (800) 227-0698.

In California: (800) 227-3079.
Or write: Dan Carhart,
Insurnet, Inc.,1900 Powell
Street, Emeryville, CA 94608.
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Stability more important than price: ISO official

NEW YORK-Agents and bro-
kers should thoroughly investigate
insurers’' financial stability before
placing business with them, advises
an executive with the insurance in-
dustry's advisory ratemaking orga-
nization.

"Producers should seek out sta-
ble and consistent insurers. Pro-
ducers know that the premiums
many compa-nies charge are too
low," says Fred R. Marcon, senior
executive vp and chief operating
officer of the Insurance Services
Office.

"They should place their clients'
business with financially sound in-
surers-insurers that will be
around to take that business year
after year," Mr. Marcon explains.
"Saving your client every last dol-
lar of premium may be less impor-

Producers must build solid

long-term relationships with

financially healthy insurance

companies-the fewer, the

better," Mr. Marcon says.

tant in the long run than the solid-
ity and consistency of your insur-

"Producers must build solid
long-term relationships with finan-
cially healthy insurance companies
-the fewer, the better.”

Mr. Marcon, though, admits that
determining whether an insurer is
a stable market is no easy task.

He advises producers who want

to check out their insurers that
they should evaluate the service
they receive from them, paying
special attention to how quickly
claims payments are made.

"If they're stretching out their
claims payments, that may indicate
a cash-flow problem," he says.

"Insurers usually establish a reg-
ular pattern of claims payments,
and a deviation from that pattern

*ISU/InsurorsGroup
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could indicate some 'disruption.
Also, if an insurer that had kept its
claims litigation to a minimum sud-
denly starts dragging claimants
into court, that could mean trouble,
too.”

Another warning signa is if
A.M. Best Co. Inc. lowers an in-
surer's rating, he notes.

Also, agents can ask their state
regulators about insurers' com-
plaint ratios-the number of com-
laints about the company received
by underwriters compared with the
volume of business the insurer
writes in the state.

Although some states are hesi-
tant to release information about
complaints because they fear pro-
ducers will yank business-and
thus the last breath of life-from

troubled companies, Mr. Marcon

—

— B I
— F<«,

~ _j670.1.05:.0 09/4.

our strategy is carefully mapped out...

+ 16 provide a select group of aggressive

insurance independents with a Unique Selling

Position which comes from the combination of

the strength and resources of size and the

high level of personal interest inherent in inde-

pendent ownership.
« 16 provide a select group of aggressive

insurance companies with efficient, econorni-

cal access to a market force dedicated to in-
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creasing market share.

*» To provide consumers with superior serv-

ice and the best value in insurance and risk

management protection on a consistent, com-

petitive basis.

For information call Susan Mead: outside

California 800-682-070Z Inside California

800-622-0974. Or write *ISU/InsurorsGroup,
RO. Box 2822, San Francisco, CA 94126.

Insurance Systems Unlimited
Our Knowledge Is Your Best Insurance-

says at least two states, New York
and lllinois, go so far as to publish
insurers' complaint ratios.

Ratings from Best's and the Na-
tional Assn. of Insurance Commis-
sioners' Early Warning Test are
also good indicators of insurers' fi-
nancial stability, he adds.

Some critics charge that these re-
ports are not totally useful since
they are often soon outdated, but
Mr. Marcon notes that Best's and
NAIC data are the most recent
available (see story, page 22A)

Producers can also check insur-
ers' filings with the Securities and
Exchange Commission and they
can listen to word-of-mouth com-
mentary, he says.

But, he advises agents not to take
stock in a commonly held fallacy:
that large, national insurers are
more stable than smaller, regional
underwriters. Mr, Marcon empha-
sizes that a producer cannot equate
financial soundness with size.

"There are many well-managed
smaller companies that offer fair, if
not lower, prices," he says. "Na-
tional insurers are not necessarily
any safer; they can be in the same
precarious position as smaller com-
panies."

Since these smaller companies
often concentrate their business in
a particular specialty or geographic
area, they can minimize their ex-
penses. Many agents have tradi-
tionally been attracted to these un-
derwriters because of lower costs
and the possibility of better service.

Besides looking for problems,
agents can look for insurer
strengths, Mr. Marcon adds. For in-
stance, one sign of stability is if an
insurer has recently increased its
loss reserves, he notes.

A recent ISO study concluded
that the industry's loss reserves
were more than 10% lower than
they should have been at the end of
1982, Mr. Marcon says. Although
the final 1983 results have not yet
been tabulated, Mr. Mareon says
that reserves were not adequately
fortified last year.

With continuing questions about
the adequacy of reserves and the
effect of continued commercial
lines rate-cutting, will more insur-
ers become insolvent in 1984 than
in previous years?

"l don't know,"” Mr. Marcon re-
plies. "But I'm concerned about in-
adequate pricing in commercial
lines. It may contribute to more in-
solvencies.”

To show how relatively low com-
mereial insurance rates are, Mr.
Marcon compared ISO advisory
rate increases with the rates that
insurers actually charge.

From 1980 to 1983, for instance,
ISO advised boosts of 47% for com-

mercial auto coverage, 37% for |

commercial multiperil and 18% for
commercial liability. However,
commercial auto rates have risen
just 2%, commercial multiperil rates
have risen just 5% and liability
rates have declined 13% in the same
period.

"That kind of pricing makes fur-
ther insolvencies very possible," he
comments. And, he doesn't hold
much hope for change in the imme-
diate future.

"I'd be happy if those rumors
about a hardening market come
true, but | just don't see it coming
soon. You might see a turnaround,
though, by the fourth quarter of
1984 or the first quarter of 1985."

Surprisingly enough, fewer in-
surers were declared insolvent in
1983 than in other years, according
to statistics cited by Mr. Marcon
and compiled by the National Com-
mittee on Insurance Guaranty
Funds. The committee reported
two insolvencies in 1983, compared
with an annual average of 6.2 from
1969 to 1982.

-By Pamela DeFigtio
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Agents among victims

of insurer' s insolvency

The following case study was
prepared by the National Assn. of
Professional Insurance Agents for
the Rehabilitators and Liquidators
Task Force Of the National Assn. of
Insurance Commissioners. It docu-
ments how an insurer insoZvency
and resulting actions by regulators
can affect agents and brokers.

THE HONQRABLE Insurance

state of Red, is licensed in 25 states
including Red and is an approved
surplus lines insurer in all other
states. During the early part of
1982, HIC appeared to be ex-
periencing some financial diffi-
culty.

Bob Jones is a principal of the
State of Red Insurance Agency,
and Mary Smith is a principal of
ERA Brokers Inc., which is located
in the state of Green. HIC is not li-
censed in Ms. Smith's state. Mr.
Jones and Ms. Smith met at an
agents and brokers convention
during August 1983 and discussed
problems they had recently experi-
eneed with HIC's claims handling
and return premium practices.

Mr. Jones and Ms. Smith agreed
that HIC, which is more than 60
years old, had an exemplary record
of service until 1982.

About five years ago, HIC ex-
panded its markets substantially.
Mr. Jones and Ms. Smith believed
that this expansion led to financial
disaster for HIC. They each noted
that during January 1982, HIC's
services seemed to deteriorate.
Claims payments and return pre-
mium refunds often were delayed.

Mr. Jones and Ms. Smith became
especially concerned by August
1983 because claims payments had
been running as much as 90 days
late for several months. Ms. Smith
even covered some claims out of
her agency account.

Both Mr. Jones and Ms. Smith
discussed this problem on numer-
ous occasions with their un-
derwriter at HIC. They were told
that HIC had installed new com-
puters to handle its expanded acti-
vities more efficiently and that this
was the cause of the problems.

HIC is Mr. Jones' primary source
of business and, for a time, he was
satisfied with the excuse for the
delay. He did not believe that HIC
was having financial difficulties,
but after several months of de-
teriorating service from HIC, he
began to move the book of business
to improve service for his clients.
succeeded in moving the prime
business, but was unable to transfer
the undesirable risks.

Ms. Smith, the broker, was con-
cerned about her exposure to liabil-
ity (under the state of Green's in-
surance code) for placing business
with a company that could be on
the verge of insolvency

Two months earlier, in June
1983, she had asked the deputy
commissioner of the Red Insurance
Department (since Red was HIC's
domicile) whether he knew of any
problems at HIC. The deputy com-
missioner provided no substantive
response; he merely implied that he
had heard of recent inquiries about
HIC's claims settlement practices,
but that the department had no
pending actions against HIC.

Ms. Smith also checked the most
recent Best's report, which gave
HIC an A rating. She also called
three associations to which she be-
longed. Two associations said they
had heard nothing about HIC, but
the president of Surplus Agents
Assn. (SAA) said, "The word is out
on HIC. It expanded too fast and,
off the record, it seems to me that it
is in financial trouble.”

Neither Mr. Jones nor Ms. Smith

secured the IRIS (early warning

test) results for HIC: which were
filed in states where HIC was li-
censed.

As a result of this information,
Ms. Smith, during the latter part of
June, began placing business she
had been producing to HIC with
her other companies. Much of the
business she had placed with HIC
involved medical malpractice cov-
erage. Knowing that this was long-
tail business, she wanted assurance
that it was secure. If HIC were de-
clared insolvent, her clients would
confront a cutoff dae for contin-
gent liabilities and would be ex-
posed to a situation where their lia-
bilities might not be covered.

The reduction in Ms. Smith's

Continued on next page
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Important new coverag®

that no college can afford
to be Without_ You may have provided your college clients

with Comprehensive General Liability
coverage, but the trustees and staff still face
the risks which arise from a negligent act,
error or breach of duty.

Now through an exclusive arrangement with one of
the country's largest insurance groups, H&R Phillips,
Inc., permits you to protect them with a special Educators’

Errors and Omissions Liability policy This essential

coverage supplements the CGL policy No educational
institution can afford to be without it. And it is commis-

sionable to brokers.

Send for applications today or call Phyllis Kelty at
(212) 949-9100 forfurther information.

H&R Phillips, Inc., 62211*rd Avenue, NewYork, NY 10017

Insolvency affects agents, too

Continued from previous page

placements at HIC promp:ed an
HIC underwriter to call. She told
the underwriter that an SAA offi-
cer had suggested that HIC's finan-

cial condition was precarious The
underwriter assured her that these

rumors were untrue.

The following day, HIC's general
counsel called the SAA and de-
manded a public retraction and
that it publish a positive repcrt on
HIC in its next journal.

In June, at the same time Ms.
Smith had called the Red Insurance
Department, the department re-
ceived several complaints from
HIC insureds and inquiries from
HIC producers. The examiner's of-
fice, which is understaffed, com-
menced a review of HIC.

However, none of this was re-
ported to Ms. Smith. She .ater

learned that at the time of her in-

PILOTANNOUNCES
Foul*"POINT PLAN TO CUT
MEDICAL INSURANCE COSTS

RISING COSTS COULD VERY WELL UNDERMINE THE
HEALIH CARE STRUCTURE OFAMERICA. HERES WHAT PILOT
IS DOING TO HELP REVERSE THE TREND.
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8e Cost Control

Health Education & Lifestyle Planning

The explosion of medical technology.
combined with an increased use of
medical services. is producing a parallel
explosion in medical costs that could put
proper sicknesscare beyond the financial
capacity of the average family Until
recently, medical insurance has filled the
gap. But costs are rising so rapidly that
premiums are becoming prohibitive.
Pilot Life shares the national concern
for this situation and has taken positive
steps toward corrective action. Most
recently Pilot put into effect a Four-Point
Health Plan embracing the following

concepts.

PLAN DESIGN

Americans have become used to insurance
plans which. becauseof their low deducti-
Mei high maximumsand broad coverage.
tend toencourageexcessive use. What is
needed are plans designed to encourage
prevention more than cure. Plans which
encourage more concern forcost and effi-
ciency by both the insured and the medical
community. Plans which make use of
alternative. low-cost service.

Pilot was a pioneer in providing such
plans with its Control-Med program specif-
ically designed to encourage less costly
outpatient treatment. second opinions

for surgery and the like, Other innova-
tive plans are in the works and will be
announced soon.

MANAGEMENT REPORTS

Pilot's state-of-the-art, on-line claims
system. P.A.C. E.. not only provitles fast
handling of claims. it also generates a wide
range of reports which enable employers
toaudit their insurance programs. Tocom-
pare charges of the various providers of

medical services. forexample. to see which
are most efficient. Or to see which kind of

illnesses or accidents are most common
among their employees. Armed with this
information. employers are better equipped
to negotiate for more efficient care and
to counsel employees seeking medical help.

COST CONTROL

A special Cost Control unit has been set up
at Pilot which concentrates on reviewing
unusually large claims, auditing charges
of hospitals where services seem inconsis-
tent with treatment, or where costs seem
out of line. They are in constant contact
with Professional Standards Review
Organizations. and other auditing organi-

zations across the country, seeking more
effective means of cost control.

HEALTH EDUCATION &
LIFESTYLE PLANNING

The best way to cut medical costs is not to
get sick in the first place. That's why Pilot
has inaugurated Health Education & Life-
style Planning, a program designed to assist
employers in developing health mainte-
nance programs for their employees. It
addresses such problernG asoverindulgence
in eating, drinking and smoking, drug use,
hypertension detection. stress management,
and the general problem of staying phys-
ically fit. It involves everything from
pamphlets and payroll stuffers to worksite
classes and exercise facilities to nutrition
programs and blood pressure testing.
Pilot managment has also taken an
active leadership role in the campaign for
health cost containment p'omoted by
industry groups such as the American

Council of Life Insuranceand the H.l.A.A.

lust as there is no single cause for the
inflation of medical insurance costs. there
is no single solution. But we feel our Four-
Point Plan is an important first step in
controlling those costs for our policy-
owners. If youd like to know more about
our group plans and our cost control pro-
gram, please contact Pilot Regional Group
Office. or the Group Division. Pilot Life
Insurance Company, PO. Box 20727.
Greensboro, NC 27420. Or call (919) 299-4720

We're Pilot Life. In the top 3% of the
world's leading insurers offering Life. Group,
Health. Pensions and Equity Products.
And proud of it

pilal
lim

A Jefferson-Pilot Company

WERE LOOKING FOR BETTER WAYS TOHELPYOU THROUGH LIFE.

quiry, HIC had the second-highest
complaint ratio in the state.

The examiner's review revealed
that HIC was grossly underre-
served and could be in serious fi-
nancial condition. On July 1, the
department issued an administra-
tive letter to HIC demanding that it
increase its reserves. However,
compliance would have caused HIC
to suffer an impairment of capital
and surplus.

On Aug. 10, the commissioner re-
quested an informal meeting with
HIC's chairman, president and gen-
eral counsel to discuss remedying
the impairment by increasing capi-
tal and surplus without placing HIC
in an insolvent condition.

As an independent company,
HIC had no immediate source of
new capital, and HIC and the de-
partment were unable to reach a
settlement. HIC disputed the de-
partment's position on reserves and
capital. The department gave HIC
until Sept. 30 to comply.

The department retained outside
auditors to review HIC's books and

records to ascertain whether an al-
ternative to receivership was possi-
ble. The auditors reached a nega-
tive conclusion, and on Oct. 5, 1983,
the department petitioned the court
for an order placing HIC in receiv-
ership or for an order of rehabilita-
tion, which was granted Oct. 19.

Throughout this entire period,
the department was anxious not to
take any action that would further
impair HIC. Therefore, as com-
plaints from policyholders and
agents accelerated, the department
believed it inappropriate to inform
complainants of its own actions.

However, one conscientious reg-
ulator in the department's com-
plaint bureau advised several poli-
cyholders and brokers that HIC
was experiencing financial diffi-
culty and was under department
scrutiny. This, of course, resulted in
an increased transfer of business
from HIC to other insurers.

The department undertook a dil-
igent effort to rehabilitate HIC. In
its efforts to do so, the department
urged agents to renew risks, espe-
cially good ones, with HIC.

Agents and brokers were torn
between their duties to their clients
and the importance of cooperating
with the Insurance Department,
The agents' and brokers' legal
duties to clients were sufficiently
clear for them to conclude they
could not continue to place risks
with HIC.

As a result, the rehabilitation ef-
forts failed. On Dec. 16, the depart-
ment petitioned the court for a lig-
uidation order, which was granted
Dec. 26. Tom Smart was appointed
special deputy liquidator.

Six days earlier, on Dec. 20, the
insurance commissioner of the state
of Green commenced an ancillary
proceeding against HIC. The in-
surer had deposited funds in a gen-
eral account, in accordance with
the state's surplus lines laws. The
commissioner secured an order of
attachment against the deposit and
against earned and unearned pre-
mium held by Green's surplus lines
licensees. The Green Insurance De-
partment also demanded payment
of unearned premium from agents
in that state.

However, on Dec. 28, Mr. Smart,
the deputy liquidator for Red, sent
notices to all agents and brokers
demanding that they remit earned
and unearned premium, as well as
unearned commissions, to the state
of Red as domiciliary liquidator.

The liquidator commenced ac-
tions against both Mr. Jones and
Ms. Smith to recover unearned pre-
mium that they had either taken as
a set-off against commissions due
from HIC or which they had used
to replace coverage for their cus-
tomers before the order of liquida-

tion was entered.

Continued on facing page
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The state of Red's guaranty fund
board also met Dec. 28 to determine

what action it should take to assure
payment of all outstanding claims.
To complicate an already difficult
situation, the board of the guaranty
fund in state of Yellow, another
state in which HIC was licensed,
met Dec. 29 to determine what ac-
tion it should take to guarantee
payment of all outstanding claims
against HIC. As of Dec. 28, agents
in Yellow held $200,000 in earned
premium and $100,000 in unearned
premium. HIC owns a regional of-
fice in Yellow that is worth $2 mil-
lion. In addition, HIC financed 12
agents in Yellow and is owed

Regulators
could help
troubled agents

The intent of the National Assn.
of Professional Insurance Agents'
case study was to establish a frame-
work for discussion between regu-
lators and producers on the prob-
lems encountered by agents and
brokers when an insurer is de-
clared insolvent.

Some of the issues that the PIA

says are raised by the case study in-
clude:

= The duties and liabilities of
agents and brokers are governed
by legislation and principles estab-
lished at common law. State insur-
ance laws and common law princi-
ples distinguish the obligations of
company agents, independent
agents and brokers.

Regulators generally fail to rec-
ognize these distinctions and the
conflict faced by agents and bro-
kers when demands of regulators
may be inconsistent with duties im-
posed at common law upon agents
and brokers.

Conduct, such as the transfer of
business or use of unearned pre-
mium to purchase other coverage
just before a company is declared
insolvent, is objectionable to many
regulators. But producers may le-
gitimately perceive that they have

a common law duty to prorect their
clients.

» Agents and brokers often are
aware of complaints regarding an
insurer's market conduct before
regulators are. Poor servicing of
claims and processing of documents
often provide early warning that
an insurer is experiencing financial
difficulties. However, written or
oral publication of an insurer's
market conduct problems by agents
and brokers exposes them to liabil-
ity for libel, defamation and tor-
tious interference with contractual

relations.

- Agents, brokers and regula-
tors risk exposure to liability for
oral or written publication con-
cerning the solvency of companies.
This impairs cooperation and a
flow of information that would

protect all policyholders.

- Agents and brokers have diffi-
culty with conflicting domiciliary
and ancillary rehabilitation and
liguidation statutes regarding un-
earned premium. State insurance
regulators should be more sensitive
to this issue when making demands
upon producers that could expose

them to action by other state regu-
lators.

* Insurance departments and
guaranty associations frequently
rely upon agents and brokers to
supply necessary accounting rec-
ords of premium and losses attrib-
utable to insolvent companies, yet
agents and brokers are not com-
pensated for providing these ser-
vices, which they are under no
legal obligation to offer. Their sole
duty is to supply copies of records;
they are not required to assist in re-
conciling accounts. .
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$500,000 by these agents.

The guaranty fund of Yellow
said it would assert priority over
HIC's assets located in Yellow.

HIC's records were in disarray,
making it impossible for the liqui-

dator to marshal assets and deter-

mine HIC's liabilities. The only re-
liable records were those main-
tained by the agents and brokers.
They devoted considerable time in
assisting the liquidator in organiz-
ing HIC's accounts.

Unfortunately, these were un-
productive hours for the agents and
brokers because they were not
compensated for their efforts.

But that wasn't all of the problem
for agents. In June 1983, after the

BEFORE.

president of the SAA had advised
Ms. Smith that HIC was experienc-
ing financial difficulty and after
SAA detlined to publish any re-
traction, HIC's general counsel
commenced an action against the
SAA alleging tortious interference

with contractual relations and def-

amation. Ms. Smith later was joined
as a defendant when it was learned
that Ms. Smith had repeated the
SAA's opinion to colleagues.

HIC's suit against Ms. Smith was
merely the watershed for legal dif-
ficulties that she was to experience.

Three subproducers, each located
in different states, commenced ac-
tions seeking indemnification from
Ms. Smith's brokerage after they

were sued by policyholders whose
claims were not paid by HIC. The
amount due these policyholders in
some instances exceeded the
amount payable under their state's
guaranty funds. In other instances,
policyholders were foreclosed from
collecting on their claims because
of cutoff dates for filing claims, and
some policyhol(len in states where
HIC was not licensed had no access
to their state's guaranty fund.

In addition, four of Ms. Smith's
clients sued to recover return. pre-
mium due from HIC and two sued
to recover legitimate losses that
were not paid by HIC.

Ms. Smith's clients alleged she
was negligent and had breached

her contractual duties in failing to
determine HIC's financial condi-
tion before placing coverage. They
also alleged she knew that HIC was
insolvent when she placed their
coverage.

Mr. Jones was sued on similar

grounds.

Mr. Jones and Ms. Smith con-
tacted associations to which they
belong to seek advice on how to
deal with their respective prob-
lems. They were advised by each
that the associations are working
with NAIC task forces and commit-
tees to develop solutions to the
problems confronting agents and

brokers in the face of insurance

company insolvencies. .
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Students learn insurance sales skills

By PAMELA DeFIGLIO

OAKLAND, Calif.-Ambitious
Oakland high school students are
selling insurance at lunchrime and
after school,

They're part cf the Project In-
VEST program at Skyline High
School, in which students study in-
surance and then set up their own
mock insurance agencies to sell
personal .ines "“Eolicies" to fellow
students, school administrators-and
family m€mbers.

Of course, the students aren't
selling re:Z pole.es, but the mock
coverage: the> Deddle and their
sales techniques are as realistic as
possible.

For instance, the Project INVEST

classroom is m)deled like a busi-
ness environment instead of a

schoolroom. Students occupy their
own two-person "agencies" inside
the classroom, complete with a tele-
phone and typewriter.

The student teams get a feel for
what it's like to work for an insur-
ance company, too, by taking turns
working at the headquarters of an
imaginary insurer. The insurer,
which students pretend »is in Hart-
ford, Conn,, is actually located in a
room next door to the classroom
that contains the agency offices.

Project INVEST began in 1970 at
Hollywood High School in South-
ern California as a joint project by
the Los Angeles Unified School
District and the Los Angeles Inde-
pendent Insurance Agents & Bro-
kers Assn.

In 1972, Skyline High started the
nation's second INVEST program.

Numercus itbers have bee. ni-
tiated since in 27 stres, including
Alabama, Del:w:re, l.laine, Mary-
land, Florida, Mississippi, New
Hampshire, New York, North
Carolina, Texas and W.sconsi:.
The Indepenien: Insurance
Agents cf America adopted In-
VEST as a iatiori service E roject
in 1972 and adm:n.stered the pro-
gram unt:1 -978, whin The C®©llege

of Insurance ir New York took
over its admin:straticn

The Skyline H.st. program got
off the ground witt -hz hell: of the
Oakland Assn. of InsTance Agents,
an agents associate-r. tnat is :Iso li-
censed as an .nsurance agen.y to
handle the ins-trance r.eeds of area
public entities.

Ed Baldwin. pres.dent of the

OAIA and an Eccoint executive for

VWewerehere

to serve then, andwe're
hereto serve now.

Fmm CU's first day ***1

famous Wall Street in

1871 unt[1 today, oper-
ating at One Beacon

Stmet, Boston, CU Insur- +M=S|

mee has been a vital and

constant source of insur-

ance products suited to a

¢5515, <

itimm imMWR F.AR

M unrp.:.é

growirig nation. And that tradition continues

today.

Dealey, Renton & Ass:ciates in
Oakland, explains that the 80-
agency, 5CO-member 2:socia-ion
wanted to give son*th:ng to the
city in return for the putlic tusi-
ness i. received.

The OAIA approached the Oak-
land Board of Education with the
idea of starting a Prze-t INVEST
program and Larry Mattal, a tusi-
ness teacher at Skyl.ne High
Schocl, agreed to try :eaching the
class.

He's been doing it eversince.

More than 400 students have
completed the Skyline High pro-
gram, and many hace sone on to
careers in insurance.

Mr. Mattal currently teaches an
introductory class for j - niors and
two classes for seniors.

'The classroom is set up like an

To help keep businesses at work and.reduce
the risk of Bnandgiloss for homeowners and motorists,

Insurance

Conner:ial L ni,1,4-sm ance Cc noanies
One EeaconS:ree
Bos 0-1. * las: aci Jset 3 7108

CU has never stopped trying to perfect its service, its
pmciucts and Es prokssionalism. We have kept up
with trends, technology and the changing needs of
America. And we're sill tere today doing those
same things.-serving the agents who represent us
and the insurance-buying public ... for over

100 years.

66PROVIDING GENERATIONS OF SERVICE"

office to give students a feeling of
working in a business environ-
ment,"” Mr. Mattal explains. "There
are two students to an agency. But
they can't sit there for nothing,
They have to earn money.

"We loan them $1,500 from the
(imaginary) bank to get started.
Then they must pay for rent, elec-
tricity, phones and supplies. They
also have to mail the insurance ap-
plications to the insurer in Hart-
ford.”

When the students open their
agencies, they must fill out a loan
application from the program's
bank, although Mr. Mattal says the
bank will grant the loans in all

"Their credit rating is OK until
they go bankrupt,” he says, adding
that it's difficult for students to go
broke in the
class, though a
few have man- jF *5
aged. e x

The students , Ar- '"™1{

must repay their E-1 1 il

bank loans on a m

monthlyhasjs-atAAW

of interest. One
student acts as ,-
the banker, a Mr. Mattal
role that is held

for the entire year, unlike the other
roles in the program, which rotate
regularly.

When students sell automobile or
homeowners policies to policyhold-
ers, the policyholders must sign a
simulated check for the proper
amount. This check then goes
through the bank, and student
agents earn a 15% commission on
the policies they sell.

Selling a policy is more difficult
than running into the cafeteria and
signing up all your friends, how-
ever. Mr. Mattal requires students
to spend at least 25 minutes with
their potential customers, explain-
ing what the policy covers and
helping fill out applications.

Most of the policies sold are auto-
mobile coverages, Mr. Mattal
explains. High school students, who
are just learning to drive, are in-
terested in automobile insurance,
and the members of the insurance
class teach their student clients a
little bit about the insurance mar-
ket while they're learning how to
sell personal lines.

The student producers bear the
responsibility for computing how
many policies they have to sell to
make a profit.

In case the student salesperson
makes a mistake on an application
or in the premium to be charged, as
they often do, Mr. Mattal has or-
chestrated a system of checks and
balances. He pits class against class
to see who can write the most in-
surance, and allows underwriters
in one class to review the other
class's applications.

"Because the two (senior) classes
are competing, the underwriters
check the other class's applications
out very thoroughly. Sometimes
there's a feeling of antagonism,"
Mr. Mattal says.

There are other safeguards. One
student in each class is assigned to
the role of executive secretary, and
must log in every document that
comes into the office, so students
can't claim a document was lost.

Selling personal lines isn't the
only skill that students learn.
While one partner of the two-per-
son agency is out selling, the other
partner works in the mock in-
surer's office. They switch periodi-
cally so each student can get expe-
rience in both agency and insurer
work.

Mr. Mattal rotates students so
they can try all the positions in the
insurer's office, including switch-
board receptionist; executive

Continued on facing page



Continbed from facing page
secretary (who is also in charge of
mail arid supplies); underwriter;
policy writer; payroll clerk (who
must learn about tax deductions in
order to process payroll), and ac-
countant.

He also appoints two students to
positions as supply company presi-
dent and banker, and they hold
these positions for the duration of
the schcol year.

AnNnd every year, he picks six
promising students out of his junior
class and appoints them cfficers for
the twc advanced senior classes,
each of which has an an executive
vp, an office manager and a per-
sonnel manager. The two executive
vps spend part of the summer be-
fore their senior year working at
local insurers and agencies to get
"real world" experience. Come
September, each of them is respon-
sible for helping teach one of the
senior classes, though Mr. Mattal
stands by to correct them.

For instance, during one after-
noon class, Steve Grevious, one of
the executive vps, was explaining
how to use an Insurance Services
Office rating manual, teaching stu-
dents how to rate insurance accord-
ing to types of cars and the areas in
which clients live.

"The program's very comparable
to a real insurance agency,"” said
Mr. Grevious. "Nothing': too dif-
ferent, except there's no computers,
and we're getting those soon.

"Kids come in, and they see it's a
real business setup-it's clean, neat
and orderly looking-and they
think, 'If | can make it here, it
could be good experience for me.'
I've known whole families of kids
to come through here and then go
on to business.”

Besides teaching, the executive
vps must review all policy applica-
tions the students complete to make
sure they are correctly filled out.

A second senior serves as person-
nel director for the class. For in-
stance, class members who will be
absent from school for a day must
call the personnel director.

The personnel director's other
duties include making sure that the
students are actively selling-not
loafing-and that the agencies' bills
are paid on time, their files are up-
to-date, their policy applications
are submitted properly and their
bank statements are reconciled.

The third student officer, the of-
fice manager, is in charge of the in-
surance company office. At the be-
ginning of the year, the office man-
ager teaches students the various
jobs at the insurer, but as these po-
sitions rotate, each student must
teach the job to the successor. The
office manager observes how well
each student teaches and assigns a
grade accordingly.

The executive vp, personnel
director and Mr. Mattal also grade
each student independently and
those grades are averaged to reach
a final grade.

One student who got glowing
grades in Project INVEST and then
went on to work in the industry
was John Protopappas. He gra-
duated from Skyline High School
in 1976 after serving as an execu-
tive vp in his senior year.

When he entered the class, he
said, he really had no career plans,
and Project INVEST showed him
concrete, practical aspects of a ca-
reer Oopportunity.

After high school, Mr. Proto-
pappas attended the University of
California at Berkeley, majoring in
economics, then worked in an in-
surance agency that specialized in
financial services. After about a
year, he opened his own agency,
Private Ledger Financial Services,
which has two offices in California,
and is about to open a third.

"He credits all that he's doing
today to Project INVEST," Mr. Mat-
tal says.

Ron Loman, another Skyline
High graduate who took the Project

INVEST class and is now an insur-

ance agent in Emeryville, Calif.,
also has hign Fraise.

"The ratings procedures and sub-
missions to ccmpanies are all jist
like they are in the industry. The
students who take this program
and go to wcrk in the industry
never pick up the bad habits that
many new employees pick up.”

Nicholas Caputi. Skyline Hign's
principal, also is enthusiastic about
Project INVEST.

"It's not a note-taking course.
The students are actually involved
and doing tnings," he says. "When
they sell you insurance, they treat
you like the most important person
in the world. and give you coffee
and cookies afterward.”

Although a high percentage of
Skyline graduates go on to college.
Mr. Mattal feels they can enter the
insurance industry even if they
don't elect higher education. "With
the knowledge and training they
get, these students are employable
at the end oi the year,"” he said. .
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insurer introduces

employee self-audit plan

Employees' verifications of their
own hospital bills are part of the
Self-Hospital Audit Reward Pro-
gram introduced by American
Hardware Mutual Insurance Co.

Employees with American Hard-
ware group health coverage are en-
couraged to review their hospital
bills and verify service and supply
charges. Any errors found are re-
ported to the hospital and a new
bill is requested.

The insurer will reimburse the
patient for 50% of any savings
found through a self-audit, with a
limit of $250 per hospital stay.

Other cost-saving features of
American Hardware's group health
insurance program include:

= Waiving deductibles for out-
patient surgery.

< Fully paid second surgical
opinions.

For more information, contact
James E. Danielson, Vp-Group De-
partment, American Hardware
Mutual Insurance Co., 3033 Excel-
sior Blvd., Minneapolis, Minn.
55416; 612-920-1400.

Contractors policy
A new labor reimbursement cov-

erage is part of CNA Insurance
Cos.' Encompass policy for air con-
ditioning contractors.

The insurance program, en-
dorsed by the Air Conditioning
Contractors of America, provides
labor reimbursement for normal
and customary labor charges in-
curred for the removal and re-
placement of a defective heating
and cooling product if a covered
contractor originally installed it.

Property, general liability, com-
mercial auto, workers compensa-
tion and optional umbrella cover-
age also are offered.

The comprehensive property in-
surance covers buildings, contents,
improvements, crime, inland ma-
rine and fleet exposures.

Comprehensive liability covers
on-premises and completed opera-
tions as well as product liability.

Limits for the comprehensive
property and liability coverage can
be written to policyholder specifi-
cations. Umbrella limits range up to
$5 million.

The program, available in the
continental United States, is under-
written by the American Casualty
Co. and Transportation Insurance
Co., both CNA affiliates.

For more information, contact
Roger Meyer, CNA Insurance Cos.,

CNA Plaza, Chicago, lll. 60685; 312-
822-7137.

Oil lease policy

Errors and omissions coverage
for independent oil landmen and
lease brokers is now available from
Landmark Management Corp., a
managing general agency.

The policy is designed specifi-
tally for oil landmen who search
for land titles and purchase oil
leases on behalf of clients.

Each named insured can be cov-
ered for up to $500,000.

The program is underwritten by
Guaranty National Insurance Co.
and is available through indepen-
dent insurance agents nationwide.

For details, contact Charles C.
Caldwell, Landmark Management
Corp., Box 676, Oklahoma City,
Okla. 73101; 405-521-9911.

Golden parachutes

NAS Insurance Services is offer-
ing legal expense insurance for cor-
porate executives with "golden
parachute" employment contracts.

The coverage provides reim-

bursement for legal expenses to ex-
eeutives who contest denials of
golden parachute benefits follow-
ing a takeover of their company.

Golden parachutes provide exec-
utives with pre-agreed benefits if
they lose their jobs, generally in an
acquisition or takeover.

The insurance, underwritten by
syndicates at Lloyd's of London, is
available on a group basis and to in-

'NS'DE.

dividual employees. Limits up to
$250.000 are available, with an op-
tional 5% or 10% deductible.

For more information, contact
NAS Insurance Services, 225 Santa
Monica Blvd., Santa Monica, Calif.
213-451-5988.
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DIFFICULTIES BEYON
YOUR CONTROL

YOU LOSE.

Interruption of service. It's the nightmare of
all satellite telecommunications system owners,
lessors, lessees, managers and operators.

If one link in the complex telecommuni-
cations chain fails, not only are revenues and
profits forfeited, but substantial unplanned
expenses can be incurred.

International Technology Underwriters
can't prevent "technical difficulties." But we
can protect against their costly effects.

As recognized pioneers and specialists in
space and telecommunications insurance, we

offer Satellite and Telecommunications

Service Interruption Insurance.

This program can insure revenues and

profits, as well as extra expenses. It can cover
satellite failure, ground station outage and land
lines performance. No telecommunications

systems should be without it.

For further information on this unique

insurance, contact us now.

Intmational
technology undetwriers

915 L'Enfant Plaza North, Washington, DC 20024
(202) 488-3500 TELEX 904 247

Insurance Leaders in a New Age
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Tailor-made coverage.
Imagining you have it
could leave you out in the cold.

For custom insurance coverage m the marine,
oil industry or other difficult risk areas, call

or write Adams & Porter Associates, Inc,
1819 St James Place, Houston, Texas 77056-
4197 (713) 960-9990 Also m NewYork

and Bermuda

E18NS&

We take the myth out of corporate insurance

Exciting Group Workers'
Compensation Programs

f

RECREATIONAL MARINE INDUSTRY GROUP

for mannas, boat dealerships and all allied segments of the industry,
program includes USL&H

SECURITY INDUSTRY GROUP

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

Cover X has long advocated the use of mass purchasing power to reduce
insurance costs Both of these fine Group Workers' Compensation
Dividend Plans acknowledge that principle
and both are underwritten by Cover X on behalf of major insurance carriers
and are available in most states

Be the competition Come to CoverX

datebook

APRIL 24-25 Managing Risks in the Elec-
tronic Data Processing Environment confer-
ence in New York, sponsored by the Institute for
International Research. $750 group discounts
available Institute for International Research 310

MARCH 27-30 1984 Risk Management and In Tempe, Ariz, sponsored by the International Madison Ave,Suite 1105, New York, NY 10017,

surance conference in Cambndge, England spon Assn of Industrial Accident & Insurance Boards &
sored by the Assn of Insurance & Risk Managers Comm assions $300 for members $390 for nor -
in Industry & Commerce, $492 plus value-added members J T Noblin, International Assn of In

212 883-1770

APRIL 25-26 Physical Security Technology

tax, discounts for AIRMIC, AEAI and RIMS mem- dustrial Accident & Insurance Boards and Corr - and Practice seminar in New York, sponsored by
bers and for more than one registant from the missions, P O Box 79109, Jackson Miss 39236, the American Society for Industrial Security, $295

same organization AIRMIC, Plantation House, 601 366-4582
31/35 Fenchurch St, London EOM 7DY

APRIL 1-6 22nd Annual Risk & Insurance
MARCH 28 One-Day Health Care Cost Con- Management Society conference in New York,

for members, $385 for non members Lewis
Schneider, ASIS 1655 N Fort Myer Drive, Suite
1200, Arlington, Va 22209,703 522 5800

tamment seminar in Portland, Ore, sponsored by $520 for members, $620 for non-members RIMS APRIL 29-30 Public Employees conference in
the International Foundation of Emplo) ee Benefit Conference Department, 205 E 42nd St, New San Francisco, sponsored by the International

Plans, $140 for members, $165 for non members York N Y 10017 212-286-9292
Also March 29 m Los Angeles, June G in St Paul

Foundation of Employee Benefit Plans, $400 for
members, $495 for non-members IFEBP, P O Box

Minn , June 7 m Rosemont, Ill, Sept 6 in Boston, APRIL 23 Industrial Hygleneand Safety Ap- 69, Brookfield, Wis 53005 414-786 6700

Sept 7 111 Tarrytown, NY, Sept 17 in Dearborn plications of Microcomputers course in Los An-

Mich, Sept 18 m Cleveland, and Sept 19 in St
Louis IFEBP, 18700 W Bluemound Road P O
Box 69 Brookfield, Wis 53005 414-786 6700

geles sponsored by the University of Southern
California $375 University of Southern Califor
nia, Institute of Safety and Systems Management

Office of Extension and In Service Programs, Los
MARCH 28-30 Sixth Annual Energy Security Angeles, Calif 90089, 213 743-6523/6524
conference in Denver, sponsored by the American
Society for Industrial Security, $230 for members APRIL 3 Surety Claims '84, Contract Bond
$395 for non members Lewis Schneider Amm- Claims-"The Options" conference in Chicago
can Society for Industrial Security, 1655 N Fort sponsored by CMA Consulting Group, $295 Ar-
Myer Drive, Suite 1200, Arlington, Va 22209,703- lene D Brower CMA Consulting Group, 170 E
522 5800 Hanover Ave Box 2287R, Momstown, N J 07960
201-267-7171
MARCH 29-30 Introduction to Communica-
tions Safety seminar m New York, sponsored by APRIL 5-6 14th Annual Employee Benefits m
the Computer Security Institute, $545 for mem stitute in New York, sponsored by the Practising
bers, $575 for non members group discounts Law Institute $350 Nancy B Hinman, Practis,ng
available Also June 2122 in Atlanta Computer Law Institute 810 Seventh Ave New York, N Y
Security Institute Educational Resource Center, 10019,212 765 5700
Department ERC 43 Boston Post Road North-
borough, Mass 01532, 617 845-505C APRIL 5-7 Insurance Consultants Society
Spring Educational conference in New York,
MARCH 30 Right to Know lllinois Toxic $75 Barron S Wall P O Box 2326 South Hacken

Substances Disclosure Act of 1983 conference in sack, N J 07606, 201-343-8833
Chicago, sponsored by the lllinois State Chamber
of Commerce, $80 for members $120 for non APRIL 6 New Approaches to Increasing the

members Also April 10 m Chicago April 11 in Profitability of Your Offshore Insurance Com
Springfield 111 lllinois State Chamber of Com- pany conference m New York, sponsored by Er
merce, Center for Business Management 20 N ecutive Enterprises, $495 Executive Enterprises,
Wacker Drive, Chicago, Il 60606, 312-372-7373
2680
APRIL 1-6 Workers' Compensation college m
APRIL 9-11 Planning an EDP Disaster Recov-

APRIL 29-MAY 2 Third Annual Employee
Benefits symposium in Hershey, Pa, sponsored
by the International Society of Certified Em

ployee Benefit Specialists $450 for members, $525
for persons holding CEBS designation Interna

tional Society of Certified Employee Benefit Spe-
cialists PO Box 209, Brookfield, Wis 53005 414

786 8771

APRIL 30 Using the NIOSH Guide to Manual
Lifting seminar in Philadelphia sponsored by the
International Safety Academy, $145 International
Safety Academy, 1600 Arch St P O Box 8527,

Philadelphia, Pa 19101, 800-231-3147 or 215 241-
5800

APRIL 30-MAY 4 Assets Protection II-Prac-
tical Applications course m Boston, sponsored
by the American Society for Industrial Security
$650 for members, $695 for non members Susan
Melnicove, American Society for Industrial Secu-
rity 1655 N Fort Myer Drive, Suite 1200 Arling

ton, Va 22209, 703-522 5800

MAY 1-4 Risk Financing conference in Dallas,
sponsored by International Risk Management In
stitute $575 for three days, $450 for two days, $195

33 W 60th St, New York, N 'Y 10023, 212 489_ for one day International Risk Management Insti-

tute, 10300 N Central Expressway, Building IlI,
Suite 208, Dallas, Tews 75231, 214-363 9656

ery Program seminar m Chicago sponsored by MAY 2 Action on Health Care Cost Manage

the Computer Security Institute $750 for mem

ment seminarin Philadelphia sponsored by Mar

bers, $795 for non-members, group discounts tin E Segal Co free Mary L Feldman, Martin E

Security Institute Educational Resource Center
Department ERC 43 Boston Post Road North
borough, Mass 01532 617 845-5050

Academy, $490 International Safety Academy
1600 Arch St ,PO Box 8527, Philadelphia, Pa
19101,1 800-231-3147 or 215-241-5800

available Also June 18-20 in Atlanta Computer Segal Co, 730 Fifth Ave, New York, N Y 10019,

212 586 5600, ext 315

MAY 34 EDP Physical Security seminar in
New York, sponsored by the Computer Security

APRIL 9-12 Inspector Training seminar in Institute $545 for members, $575 for non-mem-
Houston sponsored by the International Safety bers, group discounts available Computer Secu-

rity Institute Educational Resource Center, De-
partment ERC 43 Boston Post Road, North-
borough Mass 01532,617 845 5050

APRIL 9-12 Seventh Annual Conference on MAY 34 Legal Aspects of Occupational
Prevention, Behavior. Cleanup of Spills and Safety and Health course in Los Angeles, spon-
Waste Sites sponsored by the Bureau of Explo- ored by the University of Southern California,

sives, the Chemical Manufacturers Assn , the U S
Coast Guard and the U S Environmental Protee

$375 University of Southern California Institute
of Safety and Systems Management. Office of Ex

tion Agency, $200, $150 for early registration 1984 tension and In Service Programs, Los Angeles

Hazardous Material Spills Conference, 1629 K St
N W, Suite 700 Washington, D C 20006, 202-887-
1209

APRIL 9-13 Advanced Instruction in Retire-
ment Plans for Bank Trust Personnel semmar
m Winston Salem N C sponsored by Booke &
Co , $775 Also Sept 24 28 m Winston Salem
Booke & Co PO Bor 66, Winston-Salem, N C
27102 919-748 1120

APRIL 9-13 Loss Control Management senii
nar in Atlanta, sponsored by the International
Loss Control Institute $625 Richard Jump Inter
national Loss Control Imtitute, P O Bo, 345, Lo
ganville, Ga 30249 800-544 6001 404 466 6001

APRIL 10 Public Employees workshop in St
Paul, Minn sponsored by the International Foun-
dation of Employee Benefit Plans, $140 for mem

bers $165 for non members Jordan Fox, IFEBP
P O Box 69 Brookfield Wis 53005 414 786-6700

APRIL 12 13 1984 National Workers Compen-
sation seminar in Atlantic City NJ, sponsored
by Workers' Compensation Monthly, $195 Work
ers Compensation Monthly Box 829 East Fat
mouth Mass 02536

Calif 90089 213-743-6523/6524

MAY 3-5 Radiation Safety Officers' work.hop
and refresher course in Banff Alberta for gradu
ates of five day RSO training program, sponsored
by Applied Health Physics, $550 Also May le-12
m Washington Robert Gallagher, Applied Health
Physics, 2986 Industrial Blvd , Bor 197 Bethel
Park Pa 15102 412 563-2242

MAY 6 9 Aviation Insurance Assn annual
convention m Nashville Tenn, $75 for members,
$250 for non members John Leigh, Avmtion In

surance Assn Airport 17, Penthoux, 377 Route
17 Hasbrouek Heights N J 07604, 201 353-1400

MAY 6-9 The Employee Benefits Institute Ex-
eeutive Program for Human Resources Man-
agers iii Waltham, Mass sponsored by Brandeis
University, $850 Nan Adams Heller Graduate
School Brandeis Univer.ity Waltham Mass
02254,617 647 2925

MAY 7 11 Recognition of Occupational Health
Hazards coure in Los Angeles sponsored by the
University of Southern Californm, $650 Univer
sity of Southern California Office of Extension
and In Service Programs Institute of Safety and

APRIL 12-14 1984 Employee Benefits Commu. Sistems Management, Los Angeles, Calif 90089

nications institute in Miami sponsored by the In
Plans, $420 for members, $495 for non-members
IFEBP 18700 W Bluemound Road, PO Box 69

Brookfield, Wis 53005 414-786 6700

APRIL 16-17 10th Annual Public Utilities

ternational Foundation of Employee Benefit MAY 9 Corporate One Day Health Cost

Containment seminar in Birmingham, Ala
sponsored by the International Foundation of
Employee Benefit Plans, $500 for members, $575
for non members IFEBP, 18700 W Bluemound
Road PO Bor 69 Brookfield, Wis 53005,414 786

workshop in Rosemont Ill sponsored by the 67(JO

American Society for Industrial Security $270 for
members, $360 for non members Lewis C

MAY 9-11 Fundamentals of Insurance course

Schneider, ASIS, 1655 N Fort Myer Drive, Suite in Boise Idaho sponsored by the Risk & Insurance

1200, Arlington, Va 22209, 703-522 5800
APRIL 18-20 End Crisis Management Design

Planmng Program workshop m St Louis, spon

New York June 20-22 m Chicago, Oct 1749 in Ft
Lauderdale, Nov 28-30 in Dallas Miriam Nac

manie, Retirement Advisors, 919 Third Ave New
York, N Y 10022, 212-421-2400

Management Society, $445 for member-s, $545 for
non members Claudia Shnider, RIMS Continuing
Education Program, 205 E 42nd St New York,

ing and Managing an In-House Retirement N Y 10017 212-286 9292

sored by Retirement Advisors, $425 Discounts MAY 13 19 Fourth Third World Insurance
available for early registration Also May 16-18 m Congress in Casablanca Morocco, sponsored by

the Assn of Insurers of Developing Countries,
$274 for members or delegates $550 for others
John D Thomas, John David Thomas Inc 401 E
80th St , Suite IOF, New York, N Y 10021

For further information or applications call or write

ICOVER CORPORATION

P O Box 5096, Southfield, Michigan 48086

Telephone (313) 358-4010 - Telex 23-5635

APRIL 23-24 Captives Making Optimum Use MAY 1446 International Foundation of Em-
of the International Risk Management Tool ployee Benefit Plans 1984 Trustees and Ad
seminar in New York sponsored by the World ministrators institute in Las Vegas, Nev , $420
Trade Institute $570 discounts for subsequent Also July 23-25 in Monterey, Calif, Aug 13-15 m
registrants World Trade Institute, One World McAfee, N J Public Relations Department,
Trade Center, 55W New York, N Y 10048, 212 IFEBP PO Bor 69, Brookfield, Wis 53005

466-3162

APRI L 24-25 54th Annual Michigan Safety The Datebook u clmplied from notices sent to
conference in Lansing Mich sponsored by the Business Insurance Notices should be sent at least
Michigan Safety Conference $11 for one day, $16 elght weeks :n advance to Datebook, Business In
for both days before April 14, $13 forone day, $18 surance, 740 N Rush St, Chicago, m 606 1 1 Bum
for both days thereafter John Sweeney, Mtchigan ness Insurance reserves the right to select meet-
Safety Conference Headquarters 3338 Christine ings of most interest to its readers and cannot
Drive, Lansing, Mich 48910 517-882-3225 guarantee that notices w:U be printed
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Reinsurer tracKs catastrophes worldwide

By STACY SHAPIRO
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Every risk manager needs
PRACTICAL RISK MANAGEMENT

The Professional's Handbook

131 oki rs too

foQ1 ,C,2-

Practical R,sk Management
PO Box 10093

Oakland CA 94610
(415) 653-3687

“You must learn to Sehse what's beneath the surface.”

John Harr, speaking about Structured Settlementh

A:Stk...

-1

O one of Structured Settle llients

Conipam s nlobt t-lpert negolla-
tors, and as an avid Sporth fisher-
man dunng hi. leisure hours,
John Harm has olherved vime

,.'Aa.‘interesting parallels between his

ocatton and hih avocation

"In Structured Settlements, as
in fishing, you're dealing with an
objective that'$ hidden beneath the

surface You have to learn to

en,e the mutual goals that are
often obcured hy conflict and
emotion Using all the available
toc,15 of knoledge and communi-
cation, you must concentrate on
and continue to aim at those goals
until a successful resolution 8
achieved It'>, never an easy Job,
but always a very atisfing one

THE
STRUCTURED

S ET TLEMNMEINTS

COMPANY.

5-5- U i-4 (A-ntlin Boult-idrd

1 B Ingele$ (.iliform,| WHAS
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In (,difurnid 214-(,11-1(N9
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Utilization data

Continued from page 3
and physician-specific data from all
lowa third-party payers, including
self-insured companies.

Health Policy Corp. of lowa, a
health care research coalition, will
collect, analyze and publish the
data, with the aid of a grant from
the CIGNA Foundation.

Although some companies bristle
at the "interference” of legislators
in health care, HPCI President
Paul Pietzsch said the legislation
has solved many of the problems.

"For the kind of information for
which we were looking for decision
making, there would be ali kinds of
issues on confidentiality,"” he said.
"The legislation allowed us to col-
lect that kind of data.”

"The governor's report suggested
the need for a data clearinghouse
and said we would need legislation
to make it happen,” noted Gene
McCracken, vp of policy and re-
search for HPCI. "It recognized

that there is a serious lack of data"

Once the legislation was passed, a
uniform billing form was devel-
oped so all hospitals and third-
party payers would report infor-
mation uniformly throughout the
state by July 1, 1984.

At that point, HPCI will begin
collecting and analyzing the data it
gathers from commercial insurers,
the Medicare and Medicaid pro-
gram, Blue Cross/Blue Shield and
self-insured companies.

"We'd like to get about six
months of data for the first reports,
which should be available about a
year from now," he said.

Those reports will track about 30
or 40 common procedures, account-
ing for about 75% of hospitalization
costs, Mr. Pietzsch said. For each
procedure, dollar-specific, hospital-
specific and physician-specific in-
formation will be listed.

The reports will include the doc-
tor's name; address; frequently-
performed procedures and the
number of times performed; aver-

age charge per procedure; and the
average charge per hospital.

The reports will, however, main-
tain patient confidentiality. "We
will use a scrambled ID number for
each patient, which will be unique,
but not identifiable,” Mr.
McCracken said. Also, the report
will not list a case which is so infre-
quent that a patient might be inad-
vertantly identified.

"But we don't protect the confi-
dentiality of hospitals and physi-
cians. We name them.”

The data will be used primarily
by employers and labor leaders to
determine the most efficient pro-
viders, Mr. Pietzsch said.

"At this point a company (will
not be able to) ask us for a report on
its (employees), unless it's self-in-
sured and thus a payer itself."

"But, companies can ask their
carriers to collect data for their
group, which they could analyze
against our report. That would be
most useful and that is our goal,”
said Sal Bognanni, HPCI's director

of health policy development.

Besides employers and unions,
hospitals and physicians will also
be interested in the data. "They
will want to know how they stack
up against their peers,” Mr.
Pietzsch said.

"The hospitals and physicians
who have been doing (an efficient)
job so far are going to be interested
as well," Mr. McCracken added.
"They are tired of taking the heat
for their less cost-effective peers."

One of the common inefficiencies
that lowa hopes to attack with its
program is excess overhead.

"We have twice as many hospital
beds in lowa as we need,"” Mr.
McCracken said. "We have some
major institutions with 400 to 500
beds that are running at 45% to 50%
occupancy today.

"We started out way above the
national average," he continued,
"and now we recognize that the na-
tional average is way high. Being
on par with the national average
isn't acceptable.

Ittook18 months to settle injury
liability intheHyattskywalk case

itup in Bl's Editorial Index.

With the Bl Editorial Index, it takes just seconds to research
events and issues that unfold over months, or even years.
When you need to pinpoint specific articles in Bl that will
give you crucial facts - to guide you in your decision-
making or, simply, to satisfy your curiosity - you'll find
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"But it's not just excess beds we
are dealing with. It's all kinds of
excess overhead, such as the debts a
hospital carries. It's a much more
complex issue than beds."

lowa is proud of the strides it is
making toward cost containment,
Mr. Pietzsch noted.

"The options for health care cost
management are regulation, com-
munity action and market forces. If
those are our options, we in lowa
have chosen two of them: commu-

nity action in conjunction with
market forces.

"We are getting the people that
are paying the bills in this commu-
nity together. The purchasers had
said it is our money and our data,
the insurers have it and we want to
put it in the public domain. That's
what we've helped accomplish.”

The other project, the Chicago
Health Economics Council, hopes
to accomplish many of the same
goals as the lowa project.

On June 1, the CHEC will initiate
its concurrent review system for pri-
vate payers. The program is volun-
tary, rather than state-mandated.

The council is composed of three
representatives of various groups,
including employers, third-party
payers, hospitals and physicians.

Companies that sign up with the
CHEC program will have all their
employee hospital admissions re-
viewed for appropriate utilization
(at participating hospitals). They
also will receive data on their
group and a compilation of data on
all CHEC participants.

The information CHEC wiill pro-
vide will be hospital- and dollar-
specific, although it will not name
or provide an ID number for indi-
vidual patients or physicians.

The style of review CHEC will
use is known as "delegated," which
means each hospital will conduct
its own research. However, Health
Review Systems, a peer review or-
ganization, will audit the work of
each hospital.

At present, 32 hospitals repre-
senting 50% of Chicago's beds have
signed up for the program, and
CHEC has received letters of intent
from several more hospitals.

Fifteen corporations, five insur-
ers and one Taft-Hartley Trust,
representing a covered population
of 700,000, also have signed up.
Based on the letters of intent re-
ceived, that number will be dou-
bled, a CHEC spokesman said.

To participate in CHEC, each
company that signs up before June
1 is charged $28 per reviewed case.
Those signing up after June 1 will
be charged $32 per case.

"Although the charge for cases
seems high, it really represents less
than 10% of the cost of an average
admission," said Thomas E. Parfitt,
a vp with Harris Bank in Chicago,
an employer member of the coun-
cil. "At that rate, you need only
eliminate 14 admissions to break
even. Chances are excellent that
you'll save money with CHEC."

Mr. Parfitt listed four main moti-
vating factors for joining CHEC:

» The opportunity to receive
group utilization review data.

« The opportunity to have that
data analyzed against alarger
group and have trends followed.

« Having the CHEC act as a
communications vehicle between
providers, insurers and buyers.

* The opportunity for smaller
companies to collectively exert an
influence on the market.

Besides the lowa and Chicago
projects, other chapters of the Mid-
west Business Group on Health re-
ported that data collection tops
their priority lists.

The Racine, Wis., chapter, for in-
stance, has formed two committees:
one to pool data the chapter already
has among its various insurers and
members, and another to deal with
utilization reviews.

The Rockford, lll., chapter is
working with the Rockford Coali-
tion for Affordable Healthcare to
put together a utilization review
Forcocgr=arxTo._ —



lllinois employers say reviews

help contain health care costs

Continued from page 3

any immediate design changes is
appealing to unionized companies
like Caterpillar.

But, the company has not stopped
with just collecting data; it is put-
ting that data to use.

"We have done something quite
unique with our utilization data,"
Mr. Hurst said. "In cooperation
with the medical societies of Peoria
and Will and Grundy counties, we
have agreed to form a third-party
committee to enable companies like
Caterpillar that have good, reliable
data to come with the problems
they believe exist (in health care
delivery).

"The medical societies have been
very cooperative and responsible in
contacting physicians (that were
found to be inefficient providers).
The third-party committee has
been very, very successful."

Mr. Hurst said other companies
have asked him about Caterpillar's
concurrent review project, "but
mostly they're interested in becom-
ing involved in the third-party
committee. The problem is that
they have to get the data first, and
the larger, self-insured and self-ad-
ministered companies are the ones
that have access to the information.
The insurers of smaller companies
are not always equipped to provide
it.”

Caterpillar recently extended its
utilization review program to in-
clude nursing home care. "We've
found it to be very effective there
also," he said. "We're also trying to
figure out a way to apply concur-
rent review to cover ancillary ser-
vices, but we're not there yet."

Caterpillar is sharing its data-
collection experience in other
ways. Mr. Hurst serves on the tech-

nical advisory panel for lllinois S.B.
495, a bill that would set up a pro-
speetive payment system for all
payers in the state (Bl, Feb. 20).

"Since the panel started meeting.
we've discovered there are a lot of
related issues to prospective pay-
ment,"” he said. "One of the things
we're specifically recommending is
that lllinois pass legislation as lowa
did to support its employers in data
collection" (see story, page 3).

Meanwhile, the state of lllinois
began its utilization review pro-
gram in 1981, at the same time the
state compiled a list of 67 medical
procedures that employees must
have performed on an outpatient
basis to receive coverage.

By 1982, the percentage of non-
acute days of hospitalization had
dropped from 23% to 15% of total
hospital days. Although the state
did not know how much of this
drop could be attributed to benefit
plan design changes and how much
to utilization review, it did know it
was moving in the right direction,
said Cal Skinner Jr., manager of
the bureau of benefits for the state
Department of Central Manage-
ment Services in Springfield.

By 1983, non-acute days had
dropped to 9%.

However, Mr. Skinner notes,
some hospitals showed a lot more
improvement than others.

For example, St. John's Hospital
in Springfield reduced its percent-
age of non-acute days to 5% in 1983
from 21% in 1981. However, Hu-
mana Hospital in Springfield re-
duced its number of non-acute days
to only 22% from 27%.

... If our nuMmbers at St. John
mean something, and | think they
do, how low can we get the number
of non-acute days? Before | saw

these numbers, | was willing to set-
tle for 10%."

Like Caterpillar, the state uses
the non-delegated review. It con-
tracts with four independent peer
review organizations to investigate
admissions for employees in por-
tions of central and northern llli-
nois, said Mr. Skinner, explaining
that about 40% of the hospital ad-
missions of about 117,000 of its em-
ployees are reviewed.

However, when the state first
embarked on its utilization review
project it had not contracted with a
review organization. Instead, it
asked Blue Cross of lllinois, the
state's health insurer, to provide it
with utilization information for
Springfield-area employees.

"But after four or five months of
not getting the information from
Blue Cross, we turned to the Cen-
tral lllinois Physician Review Or-
ganization,” Mr. Skinner said.
"They were able to give us some
very useful information. Blue Cross
still hasn't provided us with the
data."

Although some say a non-dele-
gated review is somewhat antago-
nistic toward the hospitals since an
outsider is sent in as an investiga-
tor, "the hospitals in Springfield
have been extremely cooperative,"
Mr. Skinner said.

He added that he is very optimis-
tic about the usefulness of utiliza-
tion review in containing health
care costs, especially as a way to
cap hospitalization costs without
negotiating new benefit plans.

"Maybe, if we can get the Chi-
cago Health Economics Council to
do that in Chicago, we could get
utilization to decline all over the
state without all this labor-manage-

ment stuff,” he said. -

Coalition has long list of plans for '84

CHICAGO-Four years after it
was founded, the Midwest Business
Group on Health has come of age.

The employer coalition, estab-
lished in 1980 to promote better
health among employees at lower
costs, now boasts 128 members in
eight states, up from its 15 charter
members. And, the group's recent
annual meeting in Chicago drew a
record 150 members and guests.

Business initiative has been the
thrust of the MBGH since its begin-
ning and will continue to be "busi-
ness as usual," said MBGH Presi-

6 dent James D. Mortimer.

"Business as usual in 1984 means
working with members to establish
more chapters.

"It means working with other co-
alitions to supply information to
the feds for the federal peer review
regulations.

"Management information and
user groups will continue to be a
larger and larger activity. More
groups are getting organized and
additional interest in the area of
utilization review data in a user
group context is growing.

"We will continue to focus on
communication, with a call for
more generics and sharing of au-
diovisual material.

"We will probably update the
survey done last year on plan de-
sign. We will update our 1982
health statistics for an overall utili-
zation review and cost statistic
trends.

"We will continue to be active on
legislative issues, such as lllinois
S.B. 495 (a prospective payment
bill), and we will be looking at mal-
practice-can this be aided by leg-
islative initiative from the business
community?"

In addition, Mr. Mortimer told
the members that the group is in

the black for the first time.

At the meeting, Mr. Mortimer
named two new projects to be un-
dertaken in the next year.

The group hopes one of the them,
a data collection project in lowa,
will pave the way toward more
competitive pricing for health care
(see story, page 3).

Also, the group intends to de-
velop a strategic plan for its activi-
ties over the next several years.
"We're not unlike any other busi-
ness group that plans its directions
and strategies for the next three to
five years. Now, we're going to do
that.”

Mr. Mortimer also said the Mid-
west Business Group on Health
would like to see other chapters or
even other new coalitions formed
in communities, and suggested the
following steps be followed if com-
panies wanted to form such a
group:

- ldentify the nucleus of cor-
porations and key individuals, and
determine their level of interest.

- Form a planning group and
identify the leaders who will
sketch out the group's direction.

- Establish a consensus on the
corporation's role in improving
health care in the community.

- Define the business group's
role in assisting corporations.

= Clarify the role of the group
compared with other organizations
in the community.

- Approve a statement of pur-
pose.

- Initiate a liaison with provid-
ers and with other organizations.

« Open the business group to po-
tential members.

- Identify options for providers
and assess resource needs and po-
tentials for each.

- Select providers by consensus

and community resources.

- Approve a strategic plan.

- Delegate responsibility for
particular duties and projects.

- Review your results after six

months and at frequent intervals
ETh s r == fFter _ -_—
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WHAT IF.... <-4

What if fire damage shut down your business for a month?

What if a flood caused every metal in the place to corrode?

What if a coolant in your electrical transformer ignited and filled
the building with PCB-contaminated smoke?

BMS Catastrophe has helped risk managers cope with these and
scores of other loss-reduction problems. For example:

BMS Catastrophe's fire restoration put almost 100 rooms in a his-
torie hotel back in use in just five days. Our corrosion control saved
more than half a million dollars worth of computer and word pro-
cessing equipment for a law firm. And our newest innovation in
large-scale restoration involves the decontamination of a high-rise
office building contaminated bv a toxic chemical during a fire.
Wheayour thoughts turn to "what if?;' remember BMS Catastrophe.
We can be on the scene within hours to help you recover from a
catastrophic loss. To find out more about the many ways in which
we can help you, please call our toll-free number today. Ask for the
free brochure "Meeting the Challenge"

Now call toll free

800-433-2940

In Texas 817-926-5296
In Canada 519-886-7909
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46 The

"ia N<i Ul,v, 140-0 .

LG61

The Monarch Insurance Company of Ohio

Incorporated 1864

A Wholly-Owned Subsidiary of Pearl Assurance p.1.c., London

-h

19 Rector Street, New York, N.Y. 10006

Telephone: 212-422-1850 Telex: 12-6899



28 / business insurance, March 5, 1984

New chief 6 integrating’' Howden with A&A

By STACY SHAPIRO

LONDON-"When | dealt with
London in the past, | never used
Howden as a broker," says Richard
M. Page, the new chairman and
chief executive officer of Alex-
ander Howden Group P L.C.

In his former job as executive vp
of Alexander & Alexander Inc., Mr.
Page notes, he often paid visits to
Sedgwick Group P.L.C., Hogg Ro-
binson Group P.L.C. and other bro-
kers that A&A used.

"l think | came here (to Howden)
once before when | visited London,
but that was only a social call."

Now, Mr. Page is priming How-
den to become the main London
broker for business placed by A&A,
Howden's parent company.

"My job is to integrate Howden

someone you should know

into the A&A network and to de-
velop the potential of this group to
the maximum extent possible.

"l am not here to Americanize
the (Howden) group. They know
their business, but we need some-
one who understands how A&A
works and how Howden can work
best with them.

"A&A pours hundreds of mil-
lions of dollars into London, but
right now Alexander Howden
doesn't have muph of A&A's busi-
ness. However, over time, the Lon-
don market will see a significant
portion of A&A's business poured
into Howden, though not all," Mr.
Page explains.

Freagra Gan mboaill

TRANSLATION:

IMMEDIATE
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If a client does not want to move
its London business to Howden,
A&A, of course, will respect his
wishes, Mr. Page says. Or, if an-
other London broker is better for a
client's needs because of a special-
ization, A&A will use that broker.

But, Mr. Page assets, a risk man-
ager shouldn't shy away from
Howden just because of its unfortu-
nate history.

Mr. Page says that almost all he
knew about Howden before he took
its helm in January was what he
had read in acquisition papers
given to A&A by Howden when
the two companies merged in 1982,
the subsequent discovery by A&A
of $55 million allegedly misappro-
priated by four ex-Howden direc-
tors and the ensuing scandal (BI,
Sept. 26, 1982).

"l knew little about the people
here,"” Mr. Page comments.

"But now, | have gone to every
division of the company...and |
have found a group of fine dedi-
cated professionals who believe
they are good people-far different
from the famous four-and they
have unjustly had to bear the brunt
of the ridicule.”

Howden excels in several types
of retail brokerage, he notes, in-
cluding jewelers bloc and aviation
risks. And its reinsurance staff,
particularly those dealing with ma-
rine risks, is well-known.

To boost Howden's efficiency,
Mr. Page is in charge of restructur-
ing Howden so that it fits better
with A&A's worldwide operations.

Page quickly

LONDON-Richard M. Page
says he's receiving a crash course in
the subtle differences between
doing business in Britain and doing
business in the United States.

"l thought | knew a lot about the
London marketplace, but there has
been a tremendous depth of knowl-
edge not in my brain. And, there is
a long learning curve ahead," says
the new chairman and chief execu-
tive officer of Alexander Howden

LAW ENFORCEMENT PROFESSIONAL

LIABILITY INSURANCE

A+ BEST RATED COMPANIES

COMPETITIVE PREMIUMS

BROAD DEFINITION OF INSURED

COVERS "WRONGFUL ACTS"
ARISING OUT OF LAVW ENFORCEMENT

ACTIVITIES

ALSO NOW AVAILABLE AD+D

By the time the restructuring is
complete, there will be three How-

den divisions:
- Alexander & Alexander Ltd.,
which will provide retail brokerage

services for British companies and
British-based multinationals.

- Alexander Howden Reinsur-
ante Brokers Ltd; which assumes
all of the company's reinsurance
brokerage activities.

- Alexander Howden Ltd.,
which will assume all wholesale
brokerage and contact with over-
seas clients. It will initially be
headed by Mr. Page.

"This is evolution, not revolu-
tion. This way we will be in the
best interest of both companies and
develop Howden as A&A is devel-
oped in the United States."

Besides restructuring its bro-
kerage activities, Howden is dis-
cussing how it will divest its
Lloyd's of London underwriting
management subsidiary, Alexander
Howden (Underwriting) Ltd.

Under the Lloyd's Act of 1982,
Howden must sell off its under-
writing agency by July 1987,
though it must submit plans for
doing so by July 1986. Mr. Page
says he expects A&A will decide on
how it will sell Howden Under-
writing within the next year.

He admits that spinning off the
underwriting subsidiary will hurt
Howden's revenues, "but it won't
be a major blow. (Also,) we intend
to keep our member agency,"”
which manages the affairs of indi-
vidual Lloyd's members.

Employees at Howden say the
are welcoming the changes-and
Mr. Page's arrival.

"Mr. Page's appointment by his

parent company is a sign for these
worried employees that the worst is
over and A&A is committed to a
future with Howden," says one
Howden employee. "Mr. Page
being here gives us a sense of secu-
rity. After not having a central
leader for so long (nearly 20
months), it is a relief and a pleasure
to have someone like Mr. Page."

Nevertheless, Mr. Page and his
employees admit that it may be
tough to polish Howden's image,
especially since the publicity sur-
rounding the scandal will be in-
creasing in the coming months.

On May 14, A&A, Howden and
the four former Howden officers
will begin arbitration proceedings
in Howden's attempt to recover the
missing assets.

Although the arbitration sessions
will be closed to the public, A&A
and Howden say they want to issue
public summaries of the proceed-
ings on a day-to-day basis, though
the for ex-officers must agree to
this, explains Howden Chief Exec-
utive Officer Ronald J. Berardi.

Also, A&A and Howden are still
pressing a lawsuit against another
former officer accused in the scan-
dal, underwriter lan R. Posgate.

Lloyd's could hold disciplinary
proceedings against the officials,
and the British Department of
Trade and the City of London
Fraud Squad are still investigating.

The new Howden chief says that
hard work is the best way for the
company to offset the bad pubilicity.
"l will talk to anyone who will lis-
ten about the Howden story," said
Mr. Page, "but the proof of our po-
tential will be in our performance
and proving our capability.” .

learns London is different

Group P.L.C.

For example, Mr. Page says he
now realizes how important it is in
London to conduct business in per-
son, instead of using the telephone
as he did in the United States.

"It is so much a people business
here and it is so refreshing to meet
the underwriter in person as he
says 'Yes, | will' or 'No, | won't,’
looking you straight in the eyes."

And, Mr. Page is learning the un-
canny way the British seldom re-
veal exactly what they think while
still being extremely polite.

"I have had to learn the ways in
which decisions are taken here," he
said. "Here, they are the masters of
understatement and diplomacy.

PRIMA to honor

WASHINGTON-Outstanding
risk managers for public entities
will be honored at the Public Risk
& Insurance Management Assn.'s
annual conference in May.

Officials of all PRIMA members
are eligible to win one of four
awards, but nominations need not
com e from PRIM A members.
Awards will be presented both to
winning individuals and their affi-
liated entities.

The awards will be given in the
following areas: health care cost
containment; workplace safety;
self-insurance programs; and loss
prevention in pool administration.

Entries must be received by
April 6.

Each nomination should include
a description of the program imple-
mented by the individual, demon-
strating both innovative concepts
and effective problem solving.

The description should detail the
program's purpose; method of im-
plementation; its content, scope and
cost; and evidence that the program
has resulted in a favorable change

within the community.
Nominations also should describe

But, they have their own way of
giving you the bad news."

The new Howden chairman also
says he is getting a quick course in
the different ways the insurance
business in conducted at Lloyd's of
London and the rest of the British
market as compared with the U.S.
insurance industry.

Although Mr. Page admits it will
still take some time before he to-
tally adjusts to his new working en-
vironment, he says he's already
learned how to spot an American
doing business in London.

"Americans are so blunt. They
walk in and say, 'OK, who's in
charge here?' But in England, that
is Not so important.”™ .

risk managers

how programs have furthered the
risk management profession;
features that make the activity
unique or innovative; the nomi-
nee's role in its development; and
prospects for the activity's contin-
uation, including funding.
Nominations should not exceed
20 pages. Supporting documents

also may be submitted. Nomination
forms can be obtained from

PRIMA, 1120 G St. N.W., Suite 707,
Washington, D.C. 20005. -

Before uou go to tile
Florilla I1teMs...

get the book that opens

the door to what to see and

do from Key Largo to Key
\Nest...Humm's Guide to the

F/0O/ida Keys. Send$2.00, along with

your name and address, company
name and title, to:

HUMM'S Guide tothe Florida Keys
Single Copy Sales

Crain Communications Inc.

740 Rush Street, Chicago, IL 60611
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No recove ry from reinsurers, court rules

Continued from page 2
the direct insurers' actions.

The reinsurers had assumed 50%
of Signal-Imperial's comprehensive
general liability and auto liability
losses under an excess-of-loss rein-
surance treaty.

In its suit against the reinsurers,
Duber alleged that they had vio-
lated Section 790.03 of the state's
unfair practice law, which says in-
surers must attempt in good faith to
"effectuate prompt, fair and equita-
ble settlement” of claims.

Duber argued that the reinsurers
directed or participated in a breach
of Section 790.03, along with Sig-
nal-Imperial, by participating in
the settlement negotiations in the
wrongful death suit. In addition, it
alleged that the reinsurers were vi-
cariously liable for Signa)-Impe-
rial's wrongs.

Duber also contended that the re-
insurance pact between Sighal-Im-
perial and the reinsurers gave the
reinsurers a duty to participate in
the settlement negotiations.

The court rejected all of Duber's
arguments, however. It said that
the reinsurers were not vicariously
liable for Signal-Imperial's actions
because Signal-lmperial was not
the agent of the reinsurers.

"Signal-lmperial did not repre-
sent respondents (reinsurers) in
handling Duber's claims," the court
said. "Rather, respondents simply
agreed to partially indemnify Sig-
nal-Imperial for claims by Duber."

The court added that for an
agency relationship to exist, the
reinsurers would have had to have
the right to control Signal-Impe-
rial, which they did not.

"Although the reinsurance
agreement gave respondents the
right to participate in settlement
negotiations along with Signal-Im-
perial." the court said, "it did not
make Signal-Imperial a puppet de-
pending from respondents’
strings."

Moreover, since there was no vi-
carious liability on the part of the
reinsurers, they could not be liable
if Signal-Imperial violated Section
790.03, the court said.

It added that if a reinsurer vol-
untarily participates in settlement
proceedings with a direct insurer, it
would be held to a good-faith stan-
dard, but that Section 790.03 does
not impose a duty on a reinsurer to
pursue such a settlement.

"The only source of such a duty
in this case would be the contract
between Signal-lmperial and re-
spondents,"” the court said. "That
contract created no duty to partici-

. pate in settling claims but only the

right to do so."

Furthermore, in analyzing the
facts of the case, the court said that

, the reinsurers did not at any time

become a coinsurer of Duber with
Signal-lmperial or undertake any
of Signal-Imperial's responsibilities
to the policyholder.

"The contract at issue is a 'First
Layer Casualty Excess of Loss Re-
insurance Agreement," the court
added later in the decision. "In it,
respondents agree to indemnify
Signal-Imperial for specified losses.
The reinsurers are not responsible
to the original insureds.”

Attorneys connected with the
case said the decision was signifi-
cant for reinsurers, noting that it
did not advance the cause of insur-
ance buyers that are unable to re-
cover from their direct insurers.

Duber's attorney John C
McCarthy of Claremont, Calif., said
the decision will hurt companies
that are seeking to recover from
reinsurers in cases where the direct
insurer is unable to pay.

"This situation will exist when-
ever insurance companies become
insolvent or unable to pay claims,"
he said. "If reinsurance companies
are calling the shots on claims han-

dling even without insolvency,
why shouldn't they bear responsi-
bility for that?

"It (the decision) permits the
cloak of secrecy on the involve-
ment of reinsurance companies in
claims denials," he added. "It effec-
tively insures reinsurers from their
own wrongdoing."

Mr. McCarthy added the decision
was wrongly decided on both the
legal issues and the facts. In partic-
ular, he said, there was evidence
that reinsurers participated in the
settlement negotiations in the
wrongful death suit and actually
blocked the proposed settlement,
though the court ruled the rein-
surers did not participate.

In addition, Mr. McCarthy said
that the "Court of Appeals opinion
was so narrow that it protects the
reinsurance industry from liability

for its conduct as an insurer.”

The reinsurers' attorneys agree
the case issignificant.

"Until this opinion there was a
real question whether reinsurers
could be held liable for failing to
settle or by violating Section
790.03," said Mr. Prager.

The decision, he says "clears that
up,” but he points out it will be nec-,
essary for the decision to be pub-
lished for it to have its full impact.

"It's significant," added Richard
J. Brooks, counsel to the Reinsur-
ance Assn. of America, which sub-
mitted briefs in the case on behalf
of the reinsurers.

"It gives an indication of the ap-
pellate court's leaning that the
trade practices law is not designed

for a reinsurer that does not be-

come involved in claims-handling

activity."

The decision is consistent with
prior law both in California and the
rest of the country, noted Jonathan
F. Bank, a Los Angeles attorney
specializing in reinsurance law
with the California firm of Bu-
chalter, Nemer, Fields, Chrystie &
Younger.

"It is consistent with well-estab-
lished principles and virtually all
recent case law that refused to
apply principles of agency to the
relationship between reinsurers
and ceding companies,"” Mr. Bank
said.

Mr. Bank explained that accord-
ing to the decision, the application
of Section 790.03 is premised on a
duty owed to the insured by the in-
surer. If there is no duty to partici-

pate in the settlement process, as
the court said was the case with the
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reinsurers, and there is also no par-
ticipation, there can be no liability.

Where this premise might not
apply is when the reinsurer takes
charge or becomes actively in-
volved in the settlement process,
Mr. Bank said. In that case, the
reinsurer could be liable for viola-
tions of Section 790.03. But, he
noted that such a situation is "very
atypical."

The decision gives further cre-
dence to the proposition that in the
event of insolvency, reinsurance
proceeds will not be made available
to policyholders, he added.

Mr. McCarthy, the attorney rep-
resenting Duber, said the company
will file a petition for rehearing
with the appellate court and, in the
event it is turned down, it will file a
petition for review with the state
Suprerme Court. .
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FSAs attacked the Ways and Means Committee, money remaining in an FSA at the
whose job includes finding new end of the year, they will lose the
Continued from page 1 revenues to reduce massive federal incentive to use health care ser-
one to blame but themselves for deficits vices efficiently and might, in a
high health care costs because they It will be up to employers and last-minute spree, abuse health
have refused to curb the growth of consultants to get support from care services just to sper d all their
their benefit programs other members of Congress to res- funds
FSAs also were attacked by other cue the FSAs, Mr Kaye added If an employee, for example,
witnesses who testified before the The hearing came 21/2 weeks with $500 in an account, is told he
after the IRS issued a news release will lose the money that has accu-
Daniel Halperin, an assistant see- Feb 10 that was aimed at ZEBRAs, mulated in the FSA, he might on
retary at the Treasury Department which comprise about 10% of all Dec 15 spend $415 on designer
during the Carter administration, FSAs eyeglasses for his family, said Wil-
labeled one type of FSA-the zero Under a ZEBRA plan, an em- liam Chip, a Washington attorney
balance reimbursement account, or ployee submits statements for un- representing the Employers Coun-
ZEBRA-as "an abuse, a scam " covered benefit expenses to his em- cil on Flexible Compensation
ZEBRASs benefit the highly com- ployer The employer then deducts "If the employee is told that these
pensated because they can most af- the payment from the employee's dollars must be used for medical
ford to have their pretax salaries paycheck so that he IS not taxed on expenses or forfeited, the employee
reduced to pay for a wide array of that portion of income The em- will have no reason not to spend
tax-exempt benefits, he said ployer then issues a second check to the money," said Susan Koralik, a
But Mr Halperin reserved his the employee, with no taxes withh- partner in the New York office of
strongest criticism for the use of held, to reimburse him consultant Hewitt Associates
FSA funds for dependent child As a result, the employee has The "use it or lose it" approach,
care, which employers and consul- spent pretax dollars on his unco- which the IRS wants, IS unfair to
tants say is one of the most socially vered benefit expenses companies that already have intro-
useful features of an FSA The plans are called "zero-bal- duced FSAs Those companies, Ms
Mr Halperin, now a professor at ance" because the employee never Koralik noted, reached an agree-
Georgetown University Law really has money in an "account ' ment with their unions and em-
School in Washington, noted that ZEBRAs are most often found at ployees based on an assumption
some employees in FSA plans are small professional companies with that the money in the FSA was
having their salaries reduced by highly compensated employees non-forfeitable
thousands of dollars-in some cases The IRS news release on FSAs "It seems unfair to change these
by more than $20,000-to send said two elements must be present agreements in midstream," Ms
their children to expensive sum- for reimbursement arrangements Koralik said
to be valid The employee must While congressmen at the hear-
"That is not what Congress in- prospectively choose between ben- ing criticized employers for stimu-
tended” \when it added Section 125 efits and cash and the employee lating the demand for health care
to the Internal Revenue Code in must forfeit any cash or benefits services by offering overly gener-
1978 that allows employees to remaining at the end ofthe year ous benefit programs, Ms Koralik
choose between taxable and non- This definition of a valid FSA said companies would have risked
taxable benefits, Mr Halperin said not only rules out ZEBRAs, but also strikes by unions had they tried to
By contrast, an individual who is apparently invalidates two of the cut benefits
not covered by an FSA and enrolls most popular FSA arrangements- Setting up FSAs, as part of a
a child in a qualified day care cen- employer prefunded accounts and cost-containment program, has
tera entitled to a maximum tax positive balance accounts made unions accept much higher
credit of $1,440 under the Eco- Employer prefunded plans, for deductibles and coinsurance re-
nomic Recovery Tax Act of 1981 example, are often set up by a com- quirements, experts say
"If we don't give those kinds of pany that implements a new health Charles Rogers, director of com-
(tax) breaks to individuals,"” why care plan with a high deductible pensation and benefits at Pepsico
are such benefits available to those that opts to funnel some of the Inc in Purchase, NY, and chair-
who participate in reimbursement money it saves into an employee man of the Employers Council on
accounts9 Mr Halperm asked spending account Flexible Compensation said the
The hostility toward FSAs was so If all the money is not spent by forfeiture requirement is "without
intense that one consultant re- the employee on tax-exempt bene- any foundation in the law "
marked after the hearing "We are fits, the excess can be rolled over An attempt to enforce such a re-
in a lot of trouble * into a 401(k) savings plan or the quirement will be resisted by em-
Mercer's Mr Kaye said support employee can take the excess as ployers resulting in years of litiga-
probably couldn't be expected from cash and be taxed on it tion, Mr Rogers said
In positive balance accounts, an "In the meantime, the goal of
employee's salary is reduced ever> health care cost containment in this
pay period, without taxes being country will take a dramatic leap
taken out, to pay for uncovered backward since most employers
benefit expenses will not be willing to expose their
The money taken out of the pay- employees to the hazards of litiga-
check IS transferred to a special ac- tion during a period of uncer-
count from which the expenses are tainty," he said
withdrawn as they are incurred Mr Rogers noted the IRS in 1982
If any money is left in the ac- rejected a request for a ruling
count at the end of the year, the sought by Honeywell Inc on
employee can collect the balance in whether its reimbursement account
cash that will be taxed or roll the was a valid plan under Section 125
excess into a 401(k) plan The IRS, according to Mr
Employers and trade association Rogers, told Honeywell that It
officials told the committee if em- could not supply a ruling until it is-
ployees have to forfeit excess sued regulations
"As your (Ways and Means) com-
mittee knows, we are now in 1984
and there are still no regula-
tions After six years of refusing
to speak a word about cafeteria
] plans, it is grossly unfa.r for the
IRS to announce and attempt to en-
force belatedly discovered rules
that will require employees to for-
feit benefits promised to them by
employers,"” Mr Rogers said
Other witnesses urged Congress
to step into the FSA controversy
Mr Kaye and Donald MeKinnon,
also a principal at Mercer, sug-
gested that Congress pass a morato-
rium to prevent the IRS from issu-
ing any proposed regulations, rul-
ings or announcements on Section
125 until federal legislators com-
plete their study of the iss-le
And, all the employer and con-
sultant witnesses said at a mini-
mum IRS regulations on FSAs
should be prospective
/Il The IRS news release said that
/// employees and employees who
/# have taken advantage of the FSA's
- - tax savings are retroactively liable
J I I for additional taxes, interest and
possible penalities
"It is patently unfair to impose
penallties on employers who acted
in good faith,” said Mr Rogers -
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Other benefits targeted

Continued from page |
plans before they retire or reach age 591/2

Although final Internal Revenue Service rules defining hardships
have not been published, employers have been allowing employees
to withdraw 401 (k) contributions for such "hardships" as purchase of
a primary residence, payment of educational expenses and payment
of extraordinary medical expenses

Under the Joint Committee's proposal, the term "hardship" would
be limited to "substantial and unforeseen financial hardships, such
as large uninsured medical expenses "

That definition would rule out withdrawals to pay for, among
other things, a child's college education or the purchase of a home

* Restrict funding and benefits offered by tax-exempt 501(c)(9)
trusts in several ways First, the Joint Committee proposes that trust
reserves could not exceed 50% of the average annual benefits paid
under the plan during the previous three years

In addition, no more than 25% of benefits provided annually by a
501(c)(9) trust could go to members who are officers, owners or
highly compensated employees

*» Reverse the order of pre-retirement withdrawals of contribu-
tions from pension and other retirement programs that require em-
ployee contributions

Currently, in a contributory plan, an employee is allowed to first
withdraw his own contributions Since these contributions are made
with aftertax dollars, the employee is not taxed again when he with-
draws his funds

Under the Joint Committee's proposal, an employee would first
receive his employer's contributions, which are taxable, before with-
drawing his own money

Tighter withdrawal rules are needed to prevent pension plans
from becoming "checking accounts” rather than retirement savings
vehicles, the committee says

The Joint Committee's proposals are likely to find support among
members of the Ways and Means Committee, who over the years
have become increasingly concerned that tax-free benefits are erod-
ing the tax base

"Benefits are a way to avoid taxes The (benefits) Industry is living
off the tax code," said Rep Sam Gibbons, D-Fla, a member of the
Ways and Means Committee "What is the Justification for your
(benefits) industry other than to avoid taxes™

It was less than two years ago that Joint Committee staffers played
a major role in drafting what became the Tax Equity and Fiscal
Responsibility Act, the 1982 law that made benefit changes in more
than a dozen areas Among other things, TEFRA mandated faster
vesting for small pension plans and shifted older workers' health
care costs away from the Medicare program and onto employers

And, the latest round of benefit changes-courtesy of the Joint
Committee-may be near Late last week, the Ways and Means
Committee began voting in closed sessions on a $50 billion deficit
reduction package that could include some of the benefit proposals

"Benefits are going to be a target," predicted Lloyd Kaye, a princl-
pal at William M Mercer Inc, a New York-based benefit consultant

At last week's Ways and Means Committee hearing, lobbyists
pleaded with congressmen to devise a national policy regarding ben-
efit programs, rather than making ad-hoc changes every few years

"Congress can't every two years change the rules and expect sta-
bility in these (benefit) programs," said Ed Davey, executive director
of the Assn of Private Pension & Welfare Plans

Employers and consultants are most worned about the Joint Com-
mittee's proposal to limit hardship withdrawals from 401 (k) plans to
unforeseen substantial expenses, like an uninsured hospital bill

Without reasonable access to their contributions, significant num-
bers of employees would not participate in 401(k) plans, said Robert
Peters, manager of compensation and benefits at Mobil 011 Corp in
New York, who testified on behalf of the ERISA Industry Group, a
benefits lobbying group

"Many rank-and-file employees, at all ages, would find it impossi-
ble to set aside amounts under a cash or deferred arrangement unless
the flexibility to withdraw for these traditional hardships were
available," added Peter Hutchings, a partner at benefit consultant
Kwasha Lipton in Fort Lee, N J

Broad-scale participation m 401(k) plans is necessary in order for
the plans to pass anti-discrimination rules set by the Internal Reve-
nue Service (Bl. Det 13, 1982)

Focusing on the foreseeability of a particular expense creates alm-
ficial distinctions concerning employees' needs, one employer said

“Why should the cardiac patient who is overweight and who
smokes tobacco be treated more favorably than the employee who IS
forced to move to a larger house because another child 15 born into
the family?" asked Charles Rogers, director of compensation and
benefits at Pepsico Inc m Purchase, N Y

Other witnesses criticized the Joint Committee's proposal to re-
strict reserves held by a 501(c)(9) trust to 50% of the average benefits
paid over the previous three years

Such a reserve does not, among other things, take into account
increases in medical costs and the administrative costs of a plan

"If the current proposal were left as it is, the result would be a
flow of disgruntled patients with unpaid bills," said Robert Swanke,
chairman of Swanke Inc, a Minneapolis third-party administrator

In testimony submitted to the committee, Engler, Zoghlin, Mann
Ltd, a consulting actuary and plan administrator in Wilmette, lll,
said the proposed test that would prevent trusts from providing
more than 25% of benefits to officers, owners or highly compensated
employees does not exist in law nor in IRS regulations

The rule could quickly disqualify some trusts For example, if the
owner of a 10-employee company with a trust incurred $100,000 in
medical bills and the other nine employee didn't incur bills, the 25%
rule would be violated and the trust would be disqualified

Concerning the proposals for pre-retirement withdrawals from
pension and retirement plans, if employees were required to first
withdraw their employers' contributions and pay taxes on those con-
tributions, the expectations of rank-and-file employees would be ra-
dically altered, said Mr Hutchings of Kwasha Lipton

"Moreover, the record-keeping problems for plan sponsors asso-
ciated with such a change would be horrendous," he said
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Congress may ban deductions for comp reserves

The proposal would change the Consolidated self-insures its ment Society agreed with Mr mean that deductions would be
rules for accrual tax accounting, re- workers compensation risks cover- Young's view, testifying that many limited to amounts actually paid to
WASHINGTON-Congress IS placing the "all-events" test cur- ing 18,000 employees as part of a self-insured companies may shift theltﬁlalnhff, however

Qonsidering a Reagan administra- rently used with a so-called "eco- broad corporate self-insurance pro- all or part of their work comp ex- Although the proposal in its Cur-
tion proposal that would bar tax nomic performance” test gram, according to Mr Young posures to commercial insurers rent form doesn't specifically men-

deductions for reserves established Under the two-pronged all- Workers compensation liabili- The Treasury won't generate tion structured settlements, the
by self-insurers of workers com- events test, a self-insured employer ties are not a tax shelter nor (a) tax- much additional revenue by eli- language is probably broad enough
pensation risks is entitled to take a tax deduction motivated abuse," Mr Young said mlnatln? the deduction, even if to include them, experts say

If adopted, the proposal would for workers compensation reserves in the statement, noting that cur- most employers continue to self-in- “It's kind of hard for the govern-
effectively nullify the recent Sth If . rent Internal Revenue Service reg- sure, suggested James Mcintyre, a ment to go in and say, 'We need
U S Circuit Court of Appeals deci- « All events gqve_rnln? the fact ulations allow immediate accrual of former director of the US Office this legislation; when they
sion allowing Kaiser Steel Corp to of the employer's liability occur disability benefits, medical ex- of Management and Budget, who wouldn't even take the Kaiser case
deduct reserves for uncontested during the tax year penses and other related payments testified on behalf of RIMS to the Supreme Court,"” says former
workers compensation claims - The amount of the liability He added that current deductions "At best. the Treasury will get a Justice Department aitorney Marc

It could also eliminate the tax ad- can be determined with "reason- do not include amounts for con- one-shot acceleration of revenue Levey of the government's'Feb 6
vantages of structured settlements able accuracy ™ _ tested claims and do not represent flow as the timing of deductions decision not to appeal the 9th Cir- 1
covering workers compensation In its decision in the Kaiser Steel "contingent liabilities " claimed by self-insured corpora- cuit ruling
and gene.ral liability a.wards case, the 9th Circuit ruled that Kai- Mr Young suggested that, if tions is postponed to coincide with Mr Levey represented the gov-

In testimony against the mea- ser met both parts of the all-events chang%es are made, accrual of re- actuallvf)ayment or accrual of ernment against Raiser a?tke fHial-
sure, self-insurers said that em- test, and that aggregate reserve ac- servesTor workers compensation losses," Mr Mcintyre said court level, but now represents
ployers may be forced to return to curacy-rather than accuracy on a payments to be made within five Observers also warn that the pro- self-insurers as a member of the
commercial coverage of work comp case-by-case basis-is sufficient to years should be allowed More than posal could eliminate the tax ad- law firm of Baker & McKenzie m
risks if the tax advantages of self- meet the requirement 85% of workers comp liabilities are vantages of structured settlements, San Francisco
funding are eliminated Under the proposed economic paid within four years, he said in which companies pay the full Observers are also uncertain ,

The proposal, one of a package of performance test, a tax deduction Despite the revenue-raising in- amount of the settlement into a about the proposal's chances as part ,
revenue-raising ideas prepared by couldn't be taken until the em- tent of the proposal, Mr Youn% said trust or annuity for ultimate pay- of an overall revenue bill _
the Treasu,(rjy epartment, iS now ployer's liability is actually dis- the government will probably gain ment to the recipient over a de- "Were it not an election year, | i
being considered by the Senate Fi- charged by the ‘payout of the re- little because many self-insurers fined period of time
nance Committee and the House serve funds will switch to buying the coverage Currently, companies in some ity,"said Harold Dankner, a v
Ways and Means Committee Howard A Young, director of from a commercial underwriter situations may take a deduction for with the accounting firm of

Committee action on the propos- taxes for Consolidated Freightways The employer would then deduct the entire amount of the settlement pers & Lybrand in Washington

h, if t

AR5 EXREGRISNRY DoNG) 0B Balfglion Rl 6RIIGd. 0 RIS RIGHID RANTENS, Whils iheIpsiheeah e agreement is He added, though, if the mea-
fate of the measure if it reaches the ranted" in a statement submitted to deductions it is allowed, he said Application of the proposed eco- they will probably be reintroduced
House and Senate floors the House committes The Risk & Insurance Manage- nomic performance test would in 1985

By DOUGLAS McLEOD

think there would be a lot of activ-
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SURETY BOND PRODUCER
Entrepreneurial-oriented individu-
al with three to five years' agency or
company experience for Palm Beach
County, Florida, branch office of
State's leading surety agency

IMMEDIATE NEED
CONTROLLER
GENERAL AGENCY
PHOENIX, AZ

Local agency with 3 branch offices Small

Excellent salary and benefits, with premium finance company needs expert-
opportunity for equity position for enced controller with exposure to com-
a e

proven performanc:
Please contact Greg Glover at 305-
591-2220

S|

Business Insurance

puters $30000 to $40,000

Lasher-Cowle Agency. P O Box 13058,
Phoenix, AZ 85002

602-258-3421

WANTED INSURANCE COMPANY
EEKING ALTERNATE DISTRIBUTION
SYSTEM

National Marketing Organization be-

. = in
Circulation !

g formed to sell to upper income

homeowners seeks insurer for L-H and

Breakdown™ P-C product portfolio Write

Commercial Consumers

Administrative Management
owners, presidents.

vps etc 5,638

Financial Management-
chief financial officers,
vps of finance, secretaries

treasurers, etc 10,202

Insurance Management.
vps, directors, managers of
insurance, risk, benefits,
compensation. safety,

security. etc 6,604

Associations

1,133

Government, Unions,

Educational Institutions 799

Commercial Consumers

Sub-total 24,376
insurance Agents

& Brokers 9,655
Insurance Cos 5,461
Financial Institutions 441
Actuanes, Attorneys,

Adjusters, Appraisers

& Consultants 2,977
Others allied to the field 1,083
TOTAL 43,993

*Source Business/Occupational
breakdown of qualified circulation,
November 7, 1983 issue, as submit-
ted to BPA for December 1983. BPA
Publisher's Statement

Box 1152. Business Insurance
740 Rush SL Chicago. 11 60811

NEWLY FORMED NEW
JERSEY INSURANCE
COMPANY SEEKS
FINANCIAL PARTNER
FOR SUBSTANTIAL
GROWTH VENTURE

Box 1117
Business Insurance
740 Rush Street
Chicago, IL 60611

Assure

yourself top
quality
employees-
Advertise
your
openings
in the
Business
Insurance

Classifieds.

OPENINGS HAVE BEEN CREATED
BY OUR REMARKABLE GROWTH

Salary Incentive plan and expenses
provided

Bl Classifieds

JOIN E. & C. assure

THE WINNING
TEAM

EMETT & CHANDLER IS
EXPANDINGII

top quality

results!

SURETY
EXECUTIVE

E & C producers and account R .
Medium sizesuburban east coast

managers are extremely suc-
cessful because of the quality
and quantity of our support In
order to further expand our
growth, we are looking for prov-

insurance company seeks Indi-
vidual with minimum 10 years
suretyexperiencetodevelop and
operate newly formed surety di-
vision specializing in small to me-
dium sized surety bonds, princi
pally general performance, con-
struction, license and permit,

en broker professionals If you
are now a resident of the New
York metro area and want to join
a winner, send your resume in-

:luding earning history to

misc,etc Individualselectedwill -

Mr Ken Wallace

Vice President-Administration
Emett & Chandler New York, Inc
529 Fifth Avenue,

New York N Y 10017

with tremendous growth oppor-
tunities with dynamic growing
specialty company Excellent op-
portunity Salary commensurate
with experience

Box 1151. Business Insurance

740 Rush St. Chicago. IL 60611

LEGAL NOTICE

The Chicago Housing Authority will accept proposals on
their Umbrella Excess Liability Insurance Proposals will be
publicly opened and read aloud on March 20,1984, at 10 00
a m, Local Timeattheoffice ofthe Purchasing Department,
Chicago Housing Authority, the following minimum re-
quirements must be met by any agent to be eligible for con-
sideration
1 Licensed in the State of lllinois

2 Five years in business as a firm or at least two princt-
pals or account people, each with a minimum of 5
years' experience In commercial lines or a CPCU or
ARM designation, located in the Chicago area

3 Annual premium volume of the office servicing the
Chicago Area $500,000 excluding Personal Lines,
Life, and Accident and Sickness

4 Evidence of Insurance Agents Errors and Omissions
Insurance with a minimum of $1,000,000 per occur-

rence

The Chicago Housing Authority reserves the right to reject any
and all proposals and to waive any informalittes in bidding

Contact Mr R A Zadenetz (312) 791-4741 for information

The contract shall be subject to the applicable compliance

standards and procedures of Executive Order No 11246,as —-

amended, Equal Employment Opportunity, and other provi-
slons as specifically set forth In the Specifications

INSURANCE SALES PROFESSIONALS

One of northern New England s oldest, largest regional Insurance agencies has
several challenging positions available for Individuals interested In growth op-
portunities
Producers-Several openings exist at various branch offices m Maine and New
Hampshire for those with an insurance-related background who can demon-
strate sales success and/or aollity These positions will be of particular interest
to individuals with a desire to have sales results translated into personal growth
and career opportunity in an expanding agency Applicants should possess
some knowledge of the commercial casualty-property business and be inter-
ested m continuing education and training
JOIN THE PROFESSIONALS AT THE DUNLAP AGENCY
Send resume to Catherine D Thorpe

Vice President-Human Resources

The Dunlap Agency

PO Box 40

Auburn, Maine 04210

(Telephone (207) 783-2211 Ext 204)

e ppart of tope nrnmanagernmneeaeaenit tearmm ——77—

e EASTERN

MANAGER

GROUPINSURANCE
ADMINISTRATION

Eastern Airlines currently has an opening at Its Miami base
fora Manager of Group Insurance Administration This po-
sition requiresan individual with extensiveexperiencein the
administration of large corporate group insurance plans
(dental, life and medical) Applicants should haveacollege
degree and a proven record In development and Implemen-
tation of Innovative insurance cost containment proce-
dures Previous supervisory experience is a must since this
individual will manage a group of 30 employees

At Eastern, we offer attractive salaries, exciting career
growth opportunities, company-paid family health benefits,
including dental insurance and travel anywhereon the East-
ern Airline system foracurrentchargeof only $6 00 plustax
for the employee, spouse, children and parents

Please send detailed resume, including salary history to:

EASTERN AIRLINES

Management Recruiting
Department LI
International Airport
Miami, FL 33148

An Equal Opportunity Employer M/F
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Excess, specialty covers rising as much as 25%

Continued from page 1 up the market for high excess um- agrees E L "Mac" Calhoun, presi ness in the market is that a few Inc
rates is coming from a pronounced brellas But, it didn't happen until dent of underwriting manager new entrants continue to play at Mr Henderson expects this
tightening in the reinsurance mar- January, according to Mr Lanning Shand, Morahan & Co Inc in prices that older markets won't ac- change to become more pro-
kets in December and from the He estimates that for limits above Evanston, Ill, a unit of Alexander cept anymore," says Mr Calhoun nounced around May 1 "By then,
withdrawal of some reinsurance $25 million, underwriters are now & Alexander Services Inc But, he But. he says the influx of new mar- insurers' first-quarter results will
and specialty underwriters from demanding $1,000 in premium per terms the rate tightening as "spotty kets onto the scene has slowed be m. and they will confirm 1983
the scene (see related story) $1 million in coverage, compared -not an overall trend " markedly results
Like a stack of dominoes, the Bith about $300 per $1 million last "It's not the freight-train effect Shand, Morahan started raising ‘There's already been a distinct
tightening first struck the retroces- year we saw in 1976-1977," he says rates in the first six months of last firming-more predominant on the
sional, then treaty, then facultative "They want that price, no matter "And, | don't think the magnitude year and lost a significant amount property side-since the start of the
reinsurance markets Now, many how high the layers," says Mr of the withdrawals or the price in- of business to more aggressive mar- year It has gotten much more diffi-
observers say it is hitting the d.rect Lanning creases will be as great " kets (BIl, Aug 22,1983) Now, how- cult to place high-capacity property
excess/surplus lines markets Since Errors and omissions liability in- He says that's because today ever, Mr Calhoun says the com- nsks,” he adds
these markets are unregulated, surance rates for architects and en- there's much more capacity to ab- pany is starting to see business Although Mr Henderson de-
they can react more swiftly to rate gineers, lawyers, accountants and sorb insurance demand than in the coming back because other markets clined to identify property markets
eeeeeeeee insurance agents also are on the mid-1970s Also, the stock market are disappearing, reducing under- that appear to be reducing under-
"It's not turning like it did in the rise has boosted shareholder equity writing or upping prices writing, other industry sources
mid-19705, but it's happening" says If the policyholder has had no during the past 16 months, whereas Some markets have started to mentioned Baccala & Shoop Insur-
Earl H Lanning, vp in charge of semblance of a claim, then renew- equity was dropping during the last withdraw from upper-layer um- ance Services Inc. a Corroon &
surplus lines at E H Crump Cos als may be level, says Mr. Lanning insurance squeeze And, finally, m- brella coverages. he notes, adding Black unit in Newport Beach.
Inc in Memphis, Tenn However, if a claim-or even an terest rates remain relatively high, that underwriters aren't giving Calif ; First State Insurance Co, a
"lJust got back from a tour of our incident that could turn into a helping to offset underwriting away the high layers anymore But, Hartford Insurance Group affiliate
offices in Seattle, San Diego and claim-has been reported, then re- losses and prolong the availability rather than pay more for those in Boston. INA Special Risks, a
other places in the country, and | newal quotes are running from 25% of insurance bargains high excess layers, many risk man- CIGNA unit, and Northbrook Ex-
see definite evidence of a tighten- to 50% higher, he notes Architects and engineers and agers may opt to reduce catastrophe cess & Surplus Insurance Co. in
ing,” he emphasizes Professionals do not like to lawyers professional liability are limits or retain the amount spent Northbrook, Ill, an affiliate of
The strongest impact he has no- switch E&O insurers because of the most dynamic coverages, rate last year. Sears, Roebuck & Co
ticed is in the long-haul trucking concerns about coverage continuity increases accelerated six weeks ago. The Ranger Insurance Co in Mission National Insurance Co,
market where rates across-the- so Crump has been able to put says Mr Calhoun Restrictive un- Houston is an example of an um- the largest issuing insurer used by
board are up about 15% to 25% this through increases of that magni- derwriting and higher prices in brella market for national accounts Sayre & Toso Inc, is "starting to
vear During the past 15 months, tude, says Mr Lanning Some those lines are especially evident m that started to retrench last sum- feel price improvement," said a
more than 15 markets have Crump E&O placements goback 15 California mer Regional offices in Atlanta, spokesman Sayre & Toso, the larg-
dropped out of this business, he years, he says. This may be partly because of Denver and Kansas City, Mo, have est U S underwriting manager,
notes Douglas Dolan, vp-technical ser- two rate increases implemented been closed and business consoli- and Mission National are both units
Mr Lanning also sees evidence vices at Victor O Schinnerer & Co last year at Design Professionals dated in the corporate office of Mission Insurance Group
of higher prices for large property Inc, a Washington-based unit of Insurance Co, a major architects And, last week, Puritan Excess & Another large excess/surplus
risks, certain product liability lines Marsh & McLennan Inc, confirms and engineers professional liability Surplus Lines Insurance Co in lines market, Lexington Insurance
-especially for chemical and phar- that architects and engineers pro- market in Monterey. Calif The Providence.Rl.an affiliate of CO in Boston, an affiliate of
maceutical manufacturers-profes- fessional liability insurance, one of most significant rate hike was a General Electric Co, announced American International Group
sional liability coverages and hotel Schinnerer's specialties, has started 10% across-the-board increase in that it had stopped accepting new Inc. sees higher rates for casualty

umbrellas to tighten August, a company officer con- business on Feb 7 lines, a spokesman says
Marketers are increasingly "We've seen the hard side of the firmed Puritan was not a major player in In January, AIG President and
forced to place big property sched- soft market for the past two to Mr Calhoun also thinks that the excess/surplus lines business, Chief Executive Officer Maurice H.

ules with facultative reinsurance three years because we' ve been the rates for physicians and surgeons with only about a 3% share of the $3 Greenberg stated publicly that in-
because direct markets have expe- high-priced program,' says Mr medical malpractice and bankers billion market The company wrote surance rates are starting to head
rienced a drop in capacity, says Mr Dolan "Now, we're starting to see blanket bonds may be shooting up- slightly more property than casu- upward agaln (Bl, Jan 30) More

Lanning other markets raise prices-some ward He also sees sporadic signs alty risks, says a spokesman recently, AlG is demanding and
Earlier, many people thought the are making drastic corrections " that fidelity coverage rates are in- Even though the Puritan's ex- getting rate increases on casualty
MGM Grand Hotel or Hyatt Re- "There's no doubt about It, the creasing 25% to 35% cess/surplus market participation risk renewals 100% of the time and
gency Hotel disasters would push market is in a state of change," "The problem with this spotti- was small, its withdrawal is an- on property risk renewals 60% of
other sign of which way the wind is the time, said a spokesman in Los

blowing Angeles

. . HTH Still, not everyone thinks the big “l would agree there has been a
Conglomerate hit with $9.3 million award tmerotng s o han Signt turming of the market, an |
- Robert P Keul, president of sense it is gaining momentum,”
By CAROL CAIN dered a mute quadriplegic as the and Introduced testimony reveal- Montgomery & Collins Inc in Los says Roy B Oddy, chairman of
result of the accident ing that Mr Jarvis was reading a Angeles, is unconvinced that the MaclLean, Oddy & Associates Inc, a

CHICAGO-General Signal In- Mr Block was injured on a Ken- road map at the time of the acci- market is tightening He thinks wholesale marketer in Dallas
dustries Inc, a conglomerate based dall County, lll, road when a truck dent hat excess capacity is still keeping don't think we'11 get back to

' in Stamford, Conn, must decide driven by Norman Jarvis, an em- General Signal had $100 million the market firm the hard market of 1973-1976, but

this month whether to appeal a $9 3 ployee of Ceilcote Co Inc in Carol in general liability coverage by sev- Montgomery & Collins, a unit of within the next three to six months
million Jury verdict stemming from g tream, lll, a subsidiary of General eral insurers at the time of the acci- CIGNA Corp, is a major market there could be a capacity crunch on
a 1981 accident involving an em- Signal, collided with his car Mr dent, said Brian Fetzer, an attorney for umbrellas some of the tougher lines,’
ployee driving a company truck Block's grandmother, who was ri- with Johnson, Cusack & Bell, the here are still a lot of un- notes
R Cook C?ounty Cirduit Court ding in his car, was killed, as was Chicago law firm representlng derwrlters dom% crazy, things out The Iessenlng of capacity started
Jury delivered the verdict-the sec- Mr Jarws wife, who was riding in General Signal here,” he sa 're hdlding the with large property accounts and
ond-largest personal injury award the truc The Travelers Insurance Co was line on rates, but not increasing within the past two weeks has
in m,no,s history-in favor of John Mr Block‘s attorney, Philip Cor- the primary insurer, writing $1 them | think the market is chang- begun to affect casualty coverages,
R Block, 31, a t/ormer DePaul Uni- boy of the Chicago firm of Corboy million in coverage with no deduct- i ing so slowly we need to see more says Mr Oddy The most dramatic
versity law professor He was ren- & Demetrio, charged negligence ible, according to Mr Fetzer than the 1983 year-end results anges are 0”9'“"‘“”9 with Brit-
Northbrook Excess & Surplus In- "Something's happening,” he ish commercial markets and, in
surance Co covered the next $5 admits, but he still thinks many of some cases, with Lloyd's syndicates

Stu dy CO m pa reS be n efltS million and Gilbraltar Casualty Co his colleagues are overly optimistic as well

provided $5 million excess of $6 in thinking the market IS tighten- Investors are withdrawing from
- - million, he said ing "l hope I'm wrong" the insurance market because of
in United States, Canada Genoral Signal had made a 9 Another skeptic who "doesn't see red ink,” he says

million settlement offer prior to the anything really happening yet" is The marketing department at
WILLOW GROVE, Pa -The and dismemberment coverage rose trial. but Mr Corboy reJected the Martin E McConnell, president of MacLean, Oddy has noticed the
level of benefits provided to mid- to 60% from 53% offer and pressed his suit for $36 Stewart Smith Holdlngs Inc in withdrawal of certain London and
dle-management employees in the The full cost of major medical in- million, Mr Fetzer said New York, a unit of Lloyd's of domestic underwriters from oil in-
United States remained stable dur- surance was paid by 62% of Cana- At frial, Circuit Judge Charles London broker Stewart Wrightson dustry operators' extra-expense in-
ing 1983, but benefits increased dian companies in 1983, compared Durham allowed the defense to in- Group PLC surance, which Includes the cost of
substantlally in Canada, according to 53% in 1982 And. 57% of the Ca- troduce testimony regarding how The year-end tightening in the well control, seepage and pollution
to a new stu nadian firms paid the full cost of much it would cost to buy annuities reinsurance market did not heavily coverages, he adds
The Adm|n|strat|ve Manage- hospitalization coverage in 1983, to ensure adequate medical care for impact the direct market, with two Many California marketers are
ment Society's 1984 Guide to Man- compared with 49% during the pre- Mr Block for the rest of his life exceptions commercial aviation noticing’a reduction in capacity for
agement Compensation reports vious year "The purpose of our testimony and satellite insurance. he says ~ earthquake insurance Baccala &
that more than half of the U S com- Also, 63% of the surveyed U S was to show the Jury that there was Apart from these two lines, in- Shoop, Northbrook and Mission
Pames surveyed continued to pay companies paid all costs of middle another value method (apart from surers had already made their com- National all are increasingly selec-
he full cost of insurance benefits- managers' pension Plans in 1983, the plaintiff's) to rowde or medi- mitments. so the Jan 1 reinsurance tive markets for risks requmng ex-
like group hfe, hospitalization, sur- while only 18% of Canadian em- cal care." Mr Fetzer said In that tightening hasn't translated into tremeé( h|g‘£1 capacity. the ey say
gical, major medical, accidental ployers shouldered all pension testlmo , @ consultant from bro- the direct market, he believes. A ud eti, assis p of
death and dismemberment, and costs Johnson & Higgins said it contraction may bé felt by May or Alexander & Alexander Inc in Los
long-term disability coverages-for Most U S companies will give wouId cost $3 3 million to dpurchas;e June prior to July 1 renewals, how- Angeles estimates that worIdW|de
middle managers middle management employees an annuity to ensure adequate care ever hduake capacity on a single
There was little change in any of nine paid holidays m 1984, com- The plaintiff had argued that medi- But the scales are tipping toward Jumbo risk has dropped to $600 mil-
the categories compared with 1982 pared with 10'in Canada, the suré cal care would cost $11 million to those who think the market is lion from $7OO rnllhon last year.
_ 18 million. turning he reduction in capacity is at-
aglenocf:igi(lznfz:;gcln;hgup;r\?ee:t vey reported Either side may appeal the ver- Asked whether he thinks the trlbutable in equal parts to U S. and
age costs ts increasing Copies of the survey aTe available to dict, though It IS doubtful whether market is turning, Swett & Craw- London underwriters, he says
For instance, the portion of com- non-AMS members for $90 by writ- General Signal will, since the ver- ford President Mac Henderson, Withdrawal of certain London un-
panies prowdlng fully paid group ing to 1984 AMS Guide, Admmis- diet virtually matches its settle- doesn't hesitate "Yes I do." he de- derwriters IS probably temporary.
life coverage mcreased to 63% in trative Management Society, 2360 ment offer. Mr Fetzer said clares Swett & Crawford is a Los but they will not reappear without
1983 from 56%, while the percent- Maryland Road. Willow Grove. Pa Mr Corboy could not be reached Angeles-based wholesale bro- "incremental rate increases," sums
age providing full accidental death 19090, 215-659-4300 for comment - kerage unit of The St Paul Cos. up Mr Bennett. )
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Reinsurance crunch catches insurers off guard

Continued fi 1 . . . .
in?—g]:(taryi:;tza?:ise-the rates unit, as is INA, repprted gross reve- eration V\(lll pe moved to AIIstatQ’s
they charge retail brokers and their 'We've seen reinsurers asking for more nues of $39 2 million on premium commercial lines headquarters in
commerdial insurance buyers adequate rates, especially in the property volume of $140 1 million in 1982, South Barrington, a Chicago sub-
In turn, this has started to put . . ranking it among the_ 10 largest urb -
upward pressure on commercial in- area. The market is tightening somewhat, but U S excess/surplus lines mar-  "The changes will not have an
surance rateg, industry sources hool i till t t hether this i bli keters However, revenues in 1982 impact on our treaty reinsurance
note But. this , school Is stll out as to whetnher tnis Is a blip were flat compared with 1981, and business," said an Allstate spokes-
’ pressure is offset by ' ; remium volume was down 9 6% i
the continued willingness of "inno- or a trend,' explains Mr. Anderson. pre man. Allstate does not report its re-
cent capacity"-newcomers to the We have restructured our 1984 insurance underwriting volume
reinsurance market or a particular objectives and we do not need as separately from other under-
class of business-to rush in where " . . . much capacity as we had before writing revenues, he added.
coolor hoade now fear to tread The reinsurance treaty market William P Baccala told Business Why pay for it if you don't need Gerling Global Reinsurance
) . _hastightened up extremely," says Insurance that the company had It" asks Mr. Karnofski. Corp also is in the process of clos-
Therefore, the big question in Frederick D. Easty, vp-under- substantially increased its property Cratver]st Dargan alsp closed its ing offices in San Francisco and
llity In November Boston and IS moving files to its

many minds is whether the with- writing for Insurance Cor?. of writings last Year to about 40% of its marine fac
drawal of reinsurance capacity, Hannover in Los Angeles It started estimated $120 million in 1983 gross The tightening of reinsurance ca- U S headquarters in New York
closer attention to underwriting in October with negotiation for the revenues, or about $50 million acity and intense competition for

e h 0 . R ¢ Previousgly, theg reinsyrer had
e e D B e Gl o v o

rates wi
new risk bearers will succeed |nQbusmess was renewed, he esti- for multimillion-dollar property their attention erac-fi
keeping prices low and the market mates and casualty risks, which it places counts The decision to centralize U.S

sor "Another slug of renewals rolls with two Hartford Insurance For example, Global Surplus In- operations in New York was
"I'm afraid there is still so much around Ju_IP/ 1," he points out Group affiliates: Nutmeg Insurance surance Services, a um?o% _rofer reacheq about a year ago, repoﬁs
%&%QFXQOQLLQ?& that 1S a itlle,” [hose, will be even tougher than Co and Twin Cities Fire Insurance Frank B Hall & Co Inc, is pri- Fred Kallrath, president of Gerling

" . ‘marily a casualty-oriented opera- Global Offices Inc, manager of the
the ocean,” suggests Robert P And, he expects that next Octo- The under.wrltlnaqum?Pglgég ﬁ"%’ tion that had exPanded d‘bs ptrooa?er% U S branch o{.the West German

Keul, gre3|dent of Montgomery & ber will brlnr%; a much more dra- hfas been a major marke usiness in recent years due arent corporation.

Collins Inc, a Los Ange s-based matic ugt_ur in pricing for Jan 1, fornia earthquake insurance, but availability of cheap reinsurance "Years ago, it made sense to have

wholesale brokerags unit of 1985, treaties this could be changing During the past three years, many branches to be the recipient

CIGNA Corp So far, the tightening is taking - P 9 P years, y p ¥ pu
The reinsurance market for Global Surplus had been writing of loca) facultative business," he

e %ﬂfbset?ﬁyn'n%r%.”ﬁ?r&t?heets'?? e o B e S B X O DU S aNST KRS i tpday, feinstyance
Qawd Ag(ﬁrson, rE>re3|dent 0 %n- |n%1p?mgan| S, ewaphasm on ﬁxcess- th? ayear," estimates I?rud Benn%ft, large accqunts like gotels %nd air- puters have eliminated this need,
e e f-los an Alexander & cra ince the un- he says

rson & Murison Inc, a wholesale rather t _g]uota-s are assistant vp of broker manufacturers
g;ot'ﬁgtat%ﬁ;"rms'ﬂrggsv?/ﬁﬁ?%gs""it'f treatl:es and small price increases Alexander Inc m Los Angeles Mr. derwriting was a sidelme and not “Because of this structural
. ) . ! There are a few greedy p?o_ple Bennett specializes in placin |tfs(Jna|n business, Global Surplus craange in the n?ar#et, we don't
thei(lr treegﬂe§ will have flgled.them laut ere, erreaqyn(gd complains eqrthqsulak coverage IEor some of did not provide engineering or need to have local offices to have
or know that they are not going to Mr. Easty "You can't récover for the nation's largest corp rations. other backup services to its p011Cy- access to business," he stresses
past mistakes overnight,” he adds. Last year, the worldwide capac- holders Also. Gerling Global will be able to
The specialty insurers and MGAs Those are the exceptions, however, tty on a single earthquake risk was "Our reinsurers became very reduce operati g osts and.exercise
tfwat have traditionally reﬁd heav- and overall he eshmaées tr]at treatx abgut %88 6mllj?,n, comgarﬁd with CONSCious of 10SSes and egan agk- more con'%P?fover u?ﬁerwrl‘ﬂnog}
lly.on reinsurance to huild capacity price increases are broadly running abou million today, he con- Ing for inspection reports,” Says through centralization. The bu
afe the companies tending to flave at about o

tinues. The capacity started to Hermann P Schlander, manager of Gerling Global's business is treat
more problems, Mr Anderson com-  (ng of the most talked-about shrink with the Rnewal og prot;>1 |_G|?obaalns property c?epartmen%J & b- femadrance - Y
"We' : i signs of a chande n the reinsurance erty reinsurance treaties this year, sequently, the MGA's property "The more underwriting outlets
€Vve seen reinsurers asking marke € dramatic 1oss of one he explains. " treaty capacity was reduced to $1 you have, the more difficult it is to

for more adequate rates, especially or more property treaties by Bac- Prices for the coverage are firm million h i b M
in the property area," he notes cala & Shoop Insurance Services -neither up nor down, he reports "I think our loss of capacity has Kalirath. 1 cFProach. says i
The market IS tightening some- Inc, a Newport Beach, Calif, unit Mr. Bennett believes that earth- been good for us,” says Mr Do i&e er{jnﬁ Global's ro-
what.butsehoglis,Stll.ouf as to of Gorroon & Black Corp and one %uake coverage could be a bell- Schlander. "We have had to search poﬁg infention to centralize
S | timisti I_of the 19 Itarr%est excess/surplus wether for marKet behavior in our souls and clean up our act rather than to reduce its facultative
ome p ayers are more opimistic fines markete other lines of coverage because It Global Surplus does not expect to reinsurance underwriting, its office

at{;ut thE p{oslpects for change than Baccg{la & jhoop-s undr?mrili?ng%refle ts I(hg psych(tlﬁ?'cal ?ﬁtitude re uc%a, t|'ts %r_c#)erty underwr,ltltngfhcloi?utres are %ein%_seenfm the mar-
I'S but almQgst.everyone agrees capac [ ro M a ISK Dearers unlike other prop- put It's snifting energies Iinto the as anotner Sign or reinsurers
%a?tﬁere are 8ehmte Igns oq shrunﬁp{o égood‘ %@?rgm %?_Ié/asf' er?yqlnes, earthquake Insurance %%smess it now% %estgsmalrl] com- reefrenc men g
tlghtenlng in the reinsurance mar- million and perhaps as hlgh as $20 and reinsurance is virtually loss- mercial property risks-especially "I disagree that you can do it as
kéts They seem to see more evi- million, sources estimate Company free until calamity strikes apartment buildings-character- well from New York," said one in-
than facultative reinsurers Both morous telophone oalls for cor-ting BA2%5 BBHFRINSHISES 955,y geby fess than $10,000 n pre- dustry Insider "It like any bum-
§ - X . . .. ness that depends heavi n per-
D sl remnsurance ment , shows they are gettlng nervous, he For large risks requiring limits of sonal contacts You can do T Better 2
In August, however, Chairman ﬁ)omts out. Also; the collection of more than $1 million, Global Sur- if you can reach out and touch
oss-free premium for earthquake plus can still put a program to- someone.
\ insurance and reinsurance has gether using facultative reinsur- As previously reported, Scor Re-
. . . tended to bolster industry loss ance markets, stressed Mr insurance Co is another foreign
< I Ce Se r'VI CeS u I d e ratlos_for property lines, which Schlander. reinsurer that has recently under-
otherwise would be much higher. Global Surplus is also one of %one tog management and market-
During the past five years, earth- many excess/surplus lines markets ing changes In its U.S. operations
quake coverage has often been in- to feel the impact of underwriting (BI, Oct 31,"Oct. 10,1983).

Engineering & Consulting Services for Risk

Code Al.r;'[;g:eme”.i:g?.rvﬂﬁganons Use the Insurance cluded ir_1 all-risk policies, so that a_nd st_aff cutbacks in thfs commer- In order to be closer to major
Sprinkler and Special Hazard Systems . . . unde rltefs, e%ulators ar}d the cial reinsurgance operations of All- rodu%lon sources aﬂd other rein-
NY 91410662681 Vin 703/058-5 132 P 30575744000 Servi ces GuidetO industry overall rea IX ave very state Insurance Co ,a Sears, Roe- surers, the company has decided
SF 415/924-21:1GL/|\521'332§2:3§C|LK312/530 1494 reach your best little idea Of. ow .much earthquake buck & Co. subsidiary. o that it will move its headquarters to
P coyerage is written, notes Mr Ben- Allstate plans to eliminate 73 New York from Irving, Texas, A
Corporate Office, 135 Addison, prospects. .. Jobs, or 21% of about 350 employees, pending approval of a license ap-
Eimhurst, IL 60126 g The_treluct:tanc_te of sr?r?we ukn— m its relqsuglghnce operatlolréscalc(:)rgss pllcalgon trq[ the tNew York Insur-
erwriters to write earthquake the country The company - ance Departmen
A T AT ARIES N, POOIATRY HEALTH.CLAIMS CODING. PEER REVIEW coverage could presage a resur- ing facultative reinsurance opera- Also. the company closed ItS At-
- Loss Reserve and Rate Evaluations for Through-the-mall rapid payment determinations gence in popularity of difference- tions in its Dallas, New York, Los lanta branch office and reduced
Insurance Gompanies and Self-In- ona per-claimbas, swithlowconsulting fees Our in-conditions policies, which spe- Angeles and downtown Chicago of- staff in the Irving, Chicago, and
: N onsultants have 'm&effill'? credentials cifically cover perils like earth- fices Hartford, Conn, branch offices.
- Sf:stgtg)(rg;ifi;fwognlon on toss and POOIATRY THIRO-PARTY CONSULTANTS. LTD qtl:]akes thart maytbe teXC|Uded in Both property and casualty fa- Scor Re says it plans to concen-
12300 Olive Boulevard 5744 Oempster other property contracts cultative operations will be closed trate in the future on specialized,
S e oo N e o Cravens, Dargan & Co. Pacific m all of these branches except in larger facultative risks where its
Coast m San Francisco and Global LBs Angeles, which will retain only expertise can be put to the most ef-
ATWOOD & CO. Surplus Insurance Services Inc in its property arm. The Chicago op- fective use .
y g
Consulting Actuaries <'CLA| MS 5 COSTS tg:slf\srlgr_sllﬁss |Iar:-:stvr\‘ll"loa:‘)ktggrtﬁ)a(;
Claim Reviews AND CRIMES 1+ 1 i
Reinsurance and ReServe Analysis have reduced property under-  British fire losses increase 45%
for Captives and Self Insurers A Study of Insurance Frauds writing capacity because of rein-
3000 Ambrose Ave By Lee S Cole surance treaty changes LONDON-British fire losses hit damage aFiece, the dqrouE) reports
Los Angeles, CA 90027 Over 100 Pages of Information on Last month, Cravens Darqan had a five-year high in 1983, the British Three fires, including the depot
(191 e61-9260 Fraudulent Thefts, Fires. Accidents already put its casualty tredty to Insurance Assn reports blaze, caused more than 10 million
and Sinkings Special Chapters on , bed, but was still in the process of The 565 6 million pounds ($797 5 pounds in damage
GYORY ASSOCIATES, INC. "Bad Faith" and Control Programs renewing its property treaty. This million) of losses reported last year “The current scale of losses con-
PROFESSIONAL RISK MANAGERS ONLY $11 00 A COPY was proving to be tougher than ex- was a 45% increase over the 390.7 tinues to underline the urgent need
Risk Financing PLUS $1 00 HANDLING pecte million pounds ($550 9 million) re- for widespread commitment to ef-
Insurance-Risk Consulting California Residents Add Sales Tax AlthOUgh the Company’s under- ported in 982, the group notes fective fire safety management "
Latent Disease Product Liability Management LEE BOOKS Writing capacity next year will be However mUCh Of the hu e in- Said Ian RUShtOn, Chairman O’f
172 Franklin Avenue'Ridgewood, P.O. BOX 906 less than m 1983, this will not hin- crease can be atiributed to a fire BIA's fire insurance panel.
N J 07450 (201) 445-8350 NOVATO, CA 94948 der business objectives, reports causing 165 million pounds ($232.7 “Renewed and sustained atten-

Raym?nd Ktal\rnofski, a Igng-}irﬁertmhillion) 01::1 darr%a e allt an army otrd- tion to this activity is c(;:stsential gr{d
o - executive at Insurance Co, of North nance depot The loss was not in- we, as insurers, are determined to
For advertising Information In the INSURANCE SERVICES GUIDE America who became president of sured, the B?A says play our part in the provision of

Contact Beverly Kluxdal, 740 Rush Street, Chicago, lllinois 60611 Cravens Dargan in August In addition, 40 other fires caused technical services aimed at promot-
Telephone (312) 649-5340 Cravens Dargan, a CIGNA Corp more than 1 million pounds of ing it "
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Brokers' year-end gains
not caused by higher rates

Continued from page 3 sales, said Stephen Crane, senior vp and chief results among the brokers that have reported

200 for 1983 would have increased only slightly financial officer so far
o more than 6% "Reinsurance brokerage was much Hall's 1983 gross revenues shrank about 2%
oon i New York-based Corroon & Black Corp stronger, particularly in the second half," he to $365 2 million from about $372 6 million in
248 also reported increased earnings in 1983, but explained "There IS definitely some signifi- 1982 Net income fell 485% to about $12 5
= H million from about $24 3 million, and earn-
=8 ] Sho‘t”veevdert;ﬂlt)a(segrreeg lts 0\{6@4'7 %@ 5 glrggg %anthgmIsnLgallﬂye]ealrseéqg%[%QFr?gnl}grzla(? arger ings per share fell to $1 02 from $2 05
ZZ i vering at about $172 1 million Net income portion of C&13's earnings, he added Like those of most of the other brokers,

M increased 77% to $18 million from about "In 1981, there was a general balance be- fourth-quarter results were slightly im-
Sm:$2429'4 q W 22

$148 million in 1982 Earnings per share in- tween our four basic business divisions bro- proved with gross revenues increasing 31%

creased to $2 22 from $2.09 kerage services, reinsurance brokerage ser- to about $93 million from $902 million Com-

The Business /nsurance stock index rebounded
for the first time in six weeks, gaining 3.1 points
to 258.2 during the trading period ending Feb.
28 from 255.1. During the latest trading period,
32 insurance industry stocks closed up, 15
were unchanged and 14 issues were down. The
largest gains were talhed by Great West Life
Assurance Co., 14.8%; American Bankers In-
surance Group, 13.5%; Fremont General Corp.,
10.1%; CNA Financial Corp., 8.8%; and General
Reinsurance Corp., 5.5%. The largest losses
were posted by Carolina Casualty Insurance
Co., 14.3%: Zenith National Insurance Corp.,
3.7%; USLIFE Corp., 3.4%; Corroon & Black
Corp., 3.2%; and Jefferson National Life Insur-
ance Co., 2.5%. The Business /nsurance Index
posted a 1.2% increase although the index was
outperformed by the Dow Jones 30 industrials,
which reported a 1.6% increase for the five-day
trading period.

British Issues

1 Week

28 Feb Pnce P/E Div Yield High-Low
Companies pence pence % pencepence
Commt Union 173 N/A 16 86 9 7 173- 172
Gent Accident 445 13.1 2643 59 446- 443
Gdn Royal Exch 513 13.2 3071 . 60 516- 513
Phoenix 465 202 2600 5 6 466- 463
Royal 508 130 3928 7 7 512- 506
Sun Alliance 1413 162 7857 56 1413-1400
Brokers

CE Heath 323 81.2286 7 1 335- 320
Hogg Robinson 172 132943 5 5 173- 164
JH Minet 140 108 757 54 140- 137
Sedg Grp 216 108 1143 53 220- 216

Stew Wrightson 307 10 2 22 57 7 4 308- 298
Willis Faber 660 13.8 3000 4 5 678- 660

Source Phitip Olsen/Alan Clifton, Insurance Industry
Spe<ialists Kiteat & Ailken Stockbrokers,
London

The income gains, however, were strongly vices, employee benefits and underwriting missions and fees, however, gained 8% to
influenced by the sale of equity securities, ac- management None of the categories gen- $834 milhon from $76 4 million
cording to the company's financial statement, erated more than 35% of our profits and none Most of the gain in commissions and fees
net income before securities transactions fell contributed less than 15% was due to an aggressive new business plan, a
22 7% to $12 9 million from $16 7 million "Now reinsurance is clearly the biggest rebound in the economy and some increase
Fourth-quarter operating results also were contributor to profits " in reinsurance sales-not rate increases,
a mixed bag Revenues increased 22% to Underwriting management, which gen- noted Chief Financial Officer Stanley Mar-
$422 million from $41 3 million However, erally lags during competitive markets, im- tinez
net income, which was not buoyed by securi- proved only slightly during 1983, despite a "We have noticed the firming in the rein-
ties transactions as it had been in previous strong effort to develop new market relations surance markets, but reinsurance sales is Just
years, dropped 39 4% to $2 6 million from $43 and new products, Mr Crane said not as strong a factor for us as it is for some of
million Earnings per share fell to 32 cents The most stable of the publicly held bro- the other brokers Our biggest sign of im-
from 54 cents in 1982 kerages and the favorite among investment provement is in commissions from coverage
However, if income from securities trans- analysts like Mr Wilson is Marsh & McLen- related to inventories and payrolls, which in-
actions in the final quarter of 1982 were ex- nan Cos Inc, the largest of the brokers creased late in the year," he said
cluded, C&B's net income would have in- Although generally known for a balanced However, Mr Martinez warned that im-
creased slightly m the fourth quarter of 1983, book of business that includes direct and re- provements linked to the nation's economy
and per-share earnings would have increased insurance brokerage, employee benefits con- could be misleading since inventories gen-
1 cent sulting and investment management, M&M erally increase before Christmas, though
Fourth-quarter earnings, the company also is not immune to changes in the market they seemed to have increased more than
notes, also were reduced by 7 cents per share And, like other brokers. it's also noting a usual m 1983
because of expenses incurred in connection strong increase m reinsurance results Although revenues rose m the fourth quar-
with the ongoing investigation into alleged In 1983, M&M's gross revenues grew 47% ter, Hall's earnings, influenced heavily by
improprieties at Lloyd's broker Mmet Hold- to $968 million from $924 3 million Revenues the weakness of the British pound against the
ings PLC,in which C&B owns a 20% stake from insurance services, however, declined dollar, declined significantly in the fourth
However, fourth-quarter earnings were slightly to $707 5 million from $710 5 million quarter Net income fell by about 53% to

boosted by 3 cents per share because of re- Net income increased 26% to $123 5 million about $1 5 million from $3 1 million, and
ductions in C&B's corporate incentive com- from $1204 million, while earnings per share earnings per share fell to 12 cents from 26
pensation awards increased to $349 from $3 36 cents

"We made some progress by increasing In the fourth quarter, Marsh & MclLen- "In general, 1983 was a bad year and we
revenues and earnings in the second half of nan's gross revenues increased almost 9% to are glad it'S behind us," Mr Martinez said
1983 vs the depressed first half," noted C&B $238 7 million from about $219 million Reve- In fact, even officials at Arthur J Gal-
Chairman Robert F Corroon in a prepared nues from insurance services increased to lagher, which posted the best results of the
statement $171 million from $161 8 million, but direct brokers reporting so far, admit that 1983 was

"Furthermore, we are encouraged that cer- insurance sales increased only slightly, ac- not a banner year for brokers, and they say

tam recent developments, particularly a cording to a company spokesman, while rein- they aren't expecting any big changes in
firming in the reinsurance market and some surance sales increased 8% 1984

strengthening of industry loss reserves, point Net income in the fourth quarter grew 9 9% "We were very satisfied with 1983, but it

to the stabilization in primary insurance to $28 | million from about $25 6 million, and still was a difficult year for all brokers," re-

markets later this year " earnmgs per share increased to 80 cents from marked President Robert Gallagher Sr "We

C&B's biggest gains, however, came from 74 cents are saying that we are seeing signs of rate

reinsurance rather than direct insurance Frank B Hall & Co Inc showed the worst firming, but not really Changes are nearly
imperceptible "

Gallagher's impressive revenue gains, he

said, were the result of a massive new-busi-

ness effort that focused primarily on the bro-

B I I N d u St ry StOCk Re po rt kerage's service specialties risk pooling for

governmental bodies, self-funded employee

FEB. 28, 1984 2/22/84 rHRU 2/28/84 FEB. 28, 1984 2/22/84 THRU 2/28/84 benefit plans and trade association risk and
employee benefit plans
Insurance Cos Frie % Chg P/E S Div. % Yld H,gh Low Vol (000) Pnce % Chg P/E $ 0/ % Yid Hgh Low Vol (000) "p ye > ! p . .
- L om I - But it's still an awful time for brokers,
i qm
e Lo 20 114 zea 7o Unitea Fire & Cas Go orc 2950 0.9 105 1.60 Sa  29.50 2025 6 0 Mr Gallagher said "There may be some
American Bankers Ins Group OTC 9363 1356.6065037 1363 11 75 136 0 United States Fid & Gty CoNYSE 56 7527 9.4 38468 57 005538 117 2 gradual firming of retail property/casualty
American General Gorp NYSE 20.38 06 68 090 44 20.50 20 00 1,650 1 United Svcs Life Ins Co rates. but we won't see the results until 1985,
American Indty Finl Corp ote 21.0000 18 3 1.12 5 3 =21.00 21.00 200 & -
American Intl Group Inc ot 5700 09 95 044 08 5700 5425 9424 Uslife Corp NYSE 24.63 -3 4 70 0.96 39 25.13 24.63 rm sure
Washington Natl Corp NYSE 22 75 06 121 1 08 a4 7 22.75 22.00 azs
American Natl Irs Co oTtc 2238 11 69 096 4.3 22.38 22.13 40 7 Zenith Natl Ins €orp oTc 1300 3.7 88 0680 46 13.00 12.765 46 6
Aneco Reins Ltd oTc 3.000 0214 0.000 O 3.00 3.00 29
Avemco Corp AMEX 18.50 -20 120 O58 31 19.00 18.50 as INSURANCE COMPANIES AVERAGE 103 3.9 . . .
e e oo 5050 66 166 16m 50 sesesose Financial briefs
Bitco Corp OTC 17 00 46 00 133 78 17 25 16 50 50 Agents/Brokers
Carolina Gas Ins Co otc 450 -1a4 3 0O coo oo 5.00 a 25~ 2s Alexander & Alexander Svcs NYSE 20.75 1 2 0.0 1.00 4 8 21.00 20.38 450 St. Paul
Chubb Corp ote 6750 23 99 31=2 46 67.50 65.25 420 3 Baldwin & Lyons Inc oTc 37.00 00 15 4 0.80 2.2 37.00 37.00 123 -
Combined Intl Cerp NYSE 32.75 31 85 2.00 61 33.00 31.38 433 5 Corroon & Black C.rp NYSE 23.00 -3 2 104 1.00 4 3 f?;z fi:: o2 . .
Continental Corr NYSE 27.25 051:34 260 95  27.25 26.75 4215 Crump E H Cos Inc ere 107500156 0.4037 11901075 o2 The St Paul Cos Inc has increased its reg-
R B 87 Emett & Chandler Cos Inc otc 10.00 2 6 27 O 0O 000 O 8 -
Crawford & Co ote 1550 0o 110 oss a4z 15.50 15.25 ular quarterly dividend by 5 cents to 75 cents
21.50 19 75* 613 5
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If you were restoring this 1917 SPAD XIlII,
yodd gotoan expert.

Why buyWorkers' Comp. anydifferently?

You don't have to go far to find a Workers'
Compensation program for your business.
But finding the expertise to make it work for
you is another matter.

At American Mutual, nearly 70% of our
business is in Workers' Comp. So we now
more about it than almost anybody And we
apply what we know to what you need. With
programs as individual as you are.

And we can also tailor general liability and
commercial auto insurance plans for you.
With the same know-how we're known for.

So if you value your business, shouldn't
you be talking with the experts?

-
6 14-+1 +

Location courtesy of the Owls Head Transportation Museum, Owls Head, Maine.
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INSURANCE COMPANIES, WAKEFIELD, MASS. 01880



