Financial guarantee insurance...

.business

Reporting weekly for corporate risk, employee benefit and financial executives/$1.50 a copy; $52 a year

sP

IRS proposals would Kill
FSAs as cost-control tool

By JERRY GEISEL

WASHINGTON-Proposed Internal Revenue Service rules on
flexible spending accounts would knock out FSAs as weapons in
employers' battle to control health care costs, consultants say.

FSAs were first dealt a blow in February when an IRS news
release s.iggested that most forms of FSAs were invalid and that
employers and employees would be retr.)actively liable for possi
ble pena.ities and back taxes (Bl. Feb. 2C).

But the proposed rules, published May 7 in the Federal Regis-
ter and reprinted beginning on page 56 of this issue, may be the
punch that send FSAs to the canvas, where they will be counted
down and out a.4 cost-containment tools, experts say.

"(The proposal are) the death of cost containment for FSAs."
says Phi_ip Alden, a vp at consultant Towers, Pel-rin, For-ster &
Crosby in New York.

"Employers that considered setting up these plans are less
likely to because their (cost-containment) objectives won't be
met." adds Thomas Butterworth, a consultant with Hewitt Asso-
ciates in Rowayton, Colin.

Under the proposals. which explain what the IRS considers as
a valid flexible or cafeteria benefit plan under Section 125 of the
Internal Revenue Code:

= Par-icipants in FSAs must forfeit unused benefits in a flexi-
ble spending account or benefit bank at the end of the year.

For example, if an employee had his salary reduced during the
year by 5500 to pay for uncovered medical expenses, like health
ccare deductibles, and $250 remained in the account at the end of
the year, that $250 must be forfeited if the plan is to be consid-
ered valid.

Similarly, if the employer contributed $500 to the employee's
account and $250 was left at the end of the year, the employee
must forfeit the money.

Balances in an employee's account cannot be carried over for
use during the next year, rolled over into a 401(k) savings plan or
returned to the employee as cash, according to the proposals.

- Employees enrolled in FSAs must, prior to the start of a
plan year, make irrevocable benefit selections.

The proposals say that an employee must elect at the beginning
of the plan year a specific amount to be allocated for each type of
benefit offered-health care, dependent child care and legal ser-
Vices.

An employee's decision at the start of the plan to allocate spe-
cific amounts to the three major benefit categories must also be
his final decision.

For example, an employee, who elected in January to have his
salary reduced by $1.000 to pay for health care costs, could not
decide in June to have that $1,000 medical care account trans-
ferred to an account to pay for legal services.

In addition, if a 401(k) plan is offered as part of an FSA, contri-
bution schedules must be established at the start of the plan year.

It is the "use it or lose it" approach insisted upon by the IRS
that could sound the death knell for FSAs as health care cost-
containment tools, TPF&C's Mr. Alden says.

FSAs funded through employer contributions often have been

Continued on page 71

The proposed regulations
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Monsanto an
5% of Agen

By STEPHEN TARNOFF and STACY SHAPIRO

NEVWW YORK-Monsanto Co. and Dow Chemical Co.
are responsible for the largest share of the $180 million
class-action settlement agreed to last week by manufac-
turers of the herbicide Agent Orange and attorneys
representing Vietnam veterans.

Monsanto of St. Louis has paid 45.5%, or $81.9 mil-
lion, and Dow of Midland, Mich., has paid 19.5%, or
$35.1 million, of the $180 million trust fund, sources
told Business Insurance.

In settling the litigation, none of the chemical com-
panies admitted liability.

The trust fund, which will compensate an estimated
40,000 to 60,000 Vietnam veterans and their families for
injuries suspected to be related to Agent Orange, is ex-
pected to grow to at least $250 million as interest accu-
mulates. How much the veterans and their families will
receive has not been determined.

The other defendants and their shares of the $180
million fund are: Diamond Shamrock Corp. of Dallas,
12% or $21.6 miillion; Hercules Inc. of Wilmington, Del.,
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Plane crash victims' widows

can sue, despite releases

NEVV YORK-Several widows of
Texasgulf [ne. employees killed ir. a
198 1 plane crash were misled by Tex-
asgulf and its corporate aviation sub-
sidiary's insurer, United States Air-
craft Insurance Group, into signing
releases that gave up their righ: to
sue, a federal court jury has ruled.

In addition, the jury ruled that Tex-
asgulf Aviation, the corporate avia-
tior subsidiary, is a "separate corpe-

Continued on nert pace

d Dow paying
t Orange pact

10% or $18 million; TH. Agriculture & Nutrition Co. of
Kansas City. Kan., 6% or $10.8 miillion; Uniroyal [-12. of
Middlebury, Conn., 5% or $9 million; and the now-d.3-
funct Thompson Chemical Corp., which will contribute
2% or $3.6 million.

Two of the defendants, Hercules and Dow, say ,hey
will coitinue to pursue their claims against the govErn-
ment since Agent Crange was made to government

specifications. The cther defendants are expecte i to
follow.

How mucn insurance-and from which insurers-
will ul.imately cover the contributions to the fund was
not known last week.

A study by a spec.al master in the litigation found
that the seven defendants had between $3 billion and
$4 billi,n of liability insurance.

Some obse.vers expect the defendants and theli in-
surers will have to ask the courts to determine wh:ch of
the defendants' insurers will pay defense and indemni-
fication costs. The disputes are expected to focus on the
manifestation versus exposure theories of insurer lia-

Continued on page 4

AlG unit covers subcontractor

INn massive Philadelphia blaze

By CAROL CAIN

PHILADELPHIA-The subcontractor whose worker's

torch is believed to have started a nine-alarm blaze in the

center of historic Philadelphia May 3 is insured by an Ameri-

can International Group company.

Geppert Brothers of Colmar, Pa., whose workers were cut-

ting steel beams in a building under renovation when the fire

broke out, is insured by AIG, President William Geppert
said. However, he is uncertain which AIG unit underwrote

the policy. AIG confirmed it is on the risk, but would provide

no details.

The fire apparently started when sparks from a worker's

propane torch being used to cut steel on the third floor ap-

parently went down an elevator shaft and ignited lumber
and debris on the first floor, said Capt. Robert Drennen of the

Philadelphia Fire Department.

Sparks from the workers' torches also started small fires on

April 6, Capt. Drennen said. Geppert was cited for safety

violations April 18 and the morning of the fire, according to

the city's Department of Licenses & Inspections.

But the conditions cited in those violations-no watchman

on duty and unsafe conditions of propane torches cutting

steel near wood-have not been linked to the May 3 fire, said

a spokesman from the mayor's office.
A fire department investigation is pending.

The subcontractor could be sued by other property owners
-or their insurers in subrogation actions-charging that the

fire was the result of the subcontractor's negligence.

The subcontractor's general liability insurance would then
respond, unless, of course, the subcontractor's general liabil-

ity insurer denied coverage on the grounds that the subcon-
tractor could have expected the fire and so the coverage is
Continued on page 76
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The nine-alarm fire in downtown Philadelphia
may have been caused by a welder's torch.
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Crash victims' widows can sue

Continued from previous page
rate entity" from Texasgulf Inc, thus allowing the widows of the six
Texasgulf employees killed in the crash to sue Texasgulf Aviation,
says plaintiffs' attorney Milton G Sincoff of Kreindler & Kreindler
in New York However, widows of the plane's pilots, who were
Terasgulf Aviation employees, cannot sue, he said

In addition to Texasgulf Aviation, suits have been filed against
Lockheed Corp, the maker of the plane, and the federal govern-
ment, he says, adding that the trial is set for August

Mfttfsrr;es N/}-'ElInl;Yility policy for Texasgulf Aviation,

Officials at Texasgulf and United States Aviation Underwriters,
which manages USAIG, could not be reached for comment

Punitive damages not covered

MIAMI-Underwriters will cover compensatory damages as-
sessed against Miami's Highland Park General Hospital in a medical
malpractice Judgment, but will not cover $3 5 million in punitive
damages, says a spokeswoman for Guaranty National Insurance Co ,
the hospital's lead underwriter

A Jury May 4 awarded $766,420 m compensatory and $3 5 million
in punitive damages to Joseph Anderson, whose 33-year-old preg-
nant wife died in December 1982 after hospital employees allegedly
gave her 10 times the prescribed dose of the mood-altering drug
Thorazine, and then waited an hour to seek help to revive her

Guaranty National, based in Englewood, Colo, retained only
$150,000 of the risk, the spokeswoman said, adding that North
American Reinsurance Corp would cover the rest of the claim

A Dade County Circuit Court judge is now considering a motion
to dismiss or reduce the punitive damage award

Court reverses helmet judgment

NEW YORK-AN appellate court has reversed a $3 million prod-
uct liability award against Bell Helmets Inc of San Marino, Calif

Bell had appealed the October 1982 verdict by a New York Su-
preme Court jury in the Bronx that apportioned 75% of the responsi-
bility for damages from a 1977 motorcycle accident to Bell, 15% to
the motorcycle driver and 10% to the driver of a car that colhded
with the motorcycle (BI, Oct 25, 1982)

Plaintiff Denise Cornier, a passenger on the motorcycle who was
wearing a Bell Super Magnum helmet, now suffers permanent coor-
dination and memory difficulties

The appellate court said Ms Cornier was obligated to prove that
the helmet had a specific defect that made a particular difference in
her condition, explained George Van Setter, Bell's attorney with
Martin, Clearwater & Bell in New York A new trial date has not

been set

GE unit to buy Employers Re

FAIRFIELD, Conn -General Electric Credit Corp has agreed to
pay $1075 billion in cash to acquire Employers Reinsurance Corp, a
Getty 011 Co su bsi d iary

GECC, a unit of Fairfield-based General Electric Co, may form a
financial services holding company to operate the reinsurer The
sale, subject to regulatory approval, is expected to close by July

Employers Re of Overland Park, Kan, one of the three largest
property/casualty reinsurers in the United States, reported net
written premiums of $639 million in 1983

Separately, investors led by Merrill Lynch Capital Markets have
proposed a leveraged buyout of New York-based City Investing Co
for $50 a share in cash and securities, or about $2 3 billion

A City Investing spokesman said it is too early to tell if The Home
Insurance Co , a City Investing unit, would be included in the deal

Insurer sued over MET claims

LOS ANGELES-The bankruptcy trustee of American Benefits
Ltd, a huge California-based multiple employer health care trust
that collapsed m September 1982, has filed a $120 million lawsuit
against Security Assurance Co , charging that the insurer is not pay-
ing claims incurred during the trust's last two months of operation

The suit, filed in Los Angeles Superior Court by trustee Lawrence
Diamant, seeks actual damages for unpaid claims for $10 milhon, an
additional $10 million for breach of contract and $100 million in
punitive damages from Security Assurance, a member of the Cen-
tral National Group of Omaha

But Art Karma, an attorney with Karma & Coleite in Torrance,
Calif, which represents Security Assurance, denies that Security
ever insured the trust

Elliot Lisnek, an attorney representing Mr Diamant, said some
10,000 participants in the MET have unpaid health claims that may
exceed $10 million (Bl, Oct 4, 1982)
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Injured buffalo herder cashes in chips

By CAROL CAIN years, continued to work at the ranch for a time
after the accident, but he was fearful every time he
DENVER-Robert Warner, a 55-year-old buffalo had to go into the corral, Mr Fogel explained
herder, is not your typical worker-but then neither Mr Warner told the hearing officer that with-
is the Job-related injury he sustained last year out the ability to whistle and use Stubby, he had
Mr Warner, who was a manager at B J Acres in no transferable skills Before taking up buffalo
Longmont, Colo, was Jabbed m the Jaw last April by herding, Mr Warner was a roustabout and ranch
the horn of a half-ton buffalo while he was trying to hand
attach an identification tag to its ear The injury left "I haven't got the confidence in myself anymore
Mr Warner without the ability to whistle for his I've been to the doctor more times in the last six
partner, Stubby, a 60-pound dingo that helped keep months on account of my heart beating, my head
the buffalo away from the herder in the corral and stress," Mr Warner reportedly told the officer
"When you put buffalo in a corral for branding, The hearing officer suggested the herder train
they're wilder than cattle He needed Stubby to help Stubby to respond to a voice command rather than
keep control," said Marshall Fogel, Mr Warner's to a whistle, but Mr Warner noted that it took three
Denver attorney years to train the dog initially
Mr Fogel explained that Mr Warner kept Stubby Late last month, the hearing officer awarded Mr
at his heels while inside the corral If the buffalo Warner a lump sum of $2,881 for a partial injury,
started to get nasty, Mr Warner whistled once and Mr Fogel said Mr Warner also received $500 for
Stubby went to the other end of the corrat to distract bodily disfigurement
the buffalo If Mr Warner whistled twice, the dog But Mr Warner, who had told the hearing officer
returned to his side that he would find another profession no matter
B J Acres has workers compensation coverage what benefits he received, has quit his job and is
with the state's Compensation Insurance Fund, heading for greener pastures in Wyoming
which paid Mr Warner's medical bills In his new Job, it appears that Mr Warner will
But, Mr Warner asked for additional permanent remain a true aficionado of buffalo, but instead of
partial disability benefits of $26,292 At a hearing in herding them, he'll cook them
March determine the degree of disability, Mr Mr Warner is planning to cater meals-featuring
Warner told a hearing officer of the Division of buffalo-for riders who come to Hole-in-the-Wall, a
Labor of the Department of Labor and Industries spot in the Bighorn Mountains near Kaycee, Wyo
that without Stubby he couldn't practice his pro- Both Mr Warner and his attorney are members of a
fession small band of modern adventurers known as the
Mr Warner, who has been herding buffalo for 19 "Hole-in-the-Wall Gang "

Chevron, its insurers paying
$15 million in fatal 1980 fire

By STEVE TARAVELLA As part of the settlement, Chevron iS dropping the
February 1983 suit it filed in a Honolulu court against
HONOLULU-Chevron USA Inc and its liability in- its liability insurers, which had refused to cover a $27 7
surers are paying $15 million to settle two personal in- million judgment against the 011 company because of
Jury claims arising from a 1980 fire at a Shell 011 Co questions over the coverage of punitive damages

facility that was caused by fumes from an adjacent The insurers-about 45 US, London-based and
Chevron plant other foreign underwriters, including Lloyd's of Lon-
don syndicates-are also dropping the suit they subse-

quently filed against Chevron in a San Francisco court

Communication seminar set The insurers argued in their suit that the wording of
the Chevron policies relied upon California law, which
The Grand Hyatt Hotel in New York City will prohibits insuring punitive damages, rather than on
be the site of the 1984 Business Insurance Dollars Hawaii law, which is silent on the issue, observers say
and Sense of Communicating Employee Benefits London underwriters represented by H S Weavers
Conference, to be held July 30 and 31 (Underwriting) Agencies Ltd led the coverage
Registrants at this year's conference will be Robert C Mussman, Chevron's regional counsel in
guided through the entire benefit communica- San Francisco, says that following the judgment Chev-
tions process, from strategic planning to maxi- ron informed its broker, Marsh & MeLennan Inc in
mizing the impact of a communications program San Francisco, of the claim M&M, in turn, put Chev-
The program includes general sessions for all ron's underwriters on notice When the insurers re-
conference participants, plus three concurrent fused payment, Chevron sued in state court in Hono-
sessions that will delve into how three different lulu, Mr Mussman explains
companies successfully met three benefit com- The families of the two men killed in the accident
munications challenges These concurrent ses- will settle for a total of $15 million, instead of the $27 7
sions will be held three times, allowing all regis- million ordered by the court
trants to attend all three Chevron, the domestic oil and gas subsidiary of Stan-
For program details and a registration form, dard Oil Co of California, is paying $12 million to the
contact Ann Vazquez, Business Insurance Con- families of Tony Lozano and Herman Ah Yat, the two
ference Registrar, 220 E 42nd St, New York, Shell emplokees who died from injuries sustained

N Y 10017, 212-210-0137 when a vapor cloud from an overflowing Chevron gas
Continued on page 76

ABC not anticipating Olympic claim

By JIM DAVIS A network official said revenues from Olympic adver-
tising total $428 million

LOS ANGELES-AIthough the Soviet Union has The ABC spokesman said last week that it is much
announced it will not participate in the Summer Olym- too early to speculate whether ABC would have to
pics, ABC-TV says it is too early to tell if it Will collect reimburse advertisers
on a non-appearance clause in the coverage it pur- "We're not changing plans for coverage," the ABC
chased to protect its investment in the Games spokesman said "We're going ahead with the hope that

The non-appearance coverage, led by Fireman's the Soviets will participate "
Fund Insurance Cos, will mdemnify ABC for up to $75 ABC, though, will receive a reimbursement on what
million if the network loses money on its coverage of Continued on page 76
the Olympics, which begin July 28 (BIl, April 30)

The coverage can be triggered if one of 10 key na-
tions named in the policy-including the Soviet Union
-does not participate in the Games

Brokers' questionnaires due

Late last week, East Germany, another of the 10 key Agents and brokers who want to be listed in
nations, also pulled out of the Games Business Insurance's 13th annual Agent/Broker
But, ABC currently does not expect the Soviet boy- Profiles issue, to be published June 25, must com-
cott to affect its ratings so substantially that it will lose plete a questionnaire and return it to Business
money, an ABC spokesman said last week after the Insurance by May 18
boycott was announced The directory of commercial insurance agents
Some observers predict that, without the Soviets, and brokers contained in the issue is published as
viewership of ABC's coverage would be significantly an editorial service, there IS no charge to be in-
smaller If its audience ratings declined sufficiently, the cluded
network probably would have to give either free ad- If you have not received a questionnaire,
vertising time or refunds to contracted advertisers please contact Diane Kastiel immediately at 312-
Before the Soviet announcement, ABC had sold 98% 649-5398

of the commercial time available during the Olympics



Financial guarantees

By DOUGLAS McLEOD

NEW YORK-Many insurers and brokers paint a
rosy picture of the developing financial guarantee in-
surance marketplace.

Some of the roses are healthier than others, though,
and even the healthiest of the current crop could
prove difficult to cultivate in the long run, experts
suggest.

The guarantees cover a variety of risks from bond
defaults to bad weather. They are aimed at companies
of various sizes in a variety of industries, and present
varying degrees of risk to underwriters.

While some insurers do not call some of these prod-
ucts financial guarantees, all do insure financial loss
for specific reasons.

Relatively well-established products, such as surety
bonds and municipal bond guarantees, continue to be
major premium generators for insurers, though the
growth of surety bonds hasn't been nearly as explosive
as that of some newer products (see stories on this page
and page 24).

At least one new entry-limited partnership guar-
antee bonds-has grown spectacularly, producing $120
million in premiums in 1983. The bonds were first of-
fered in 1981 (see story below).

Default of W PPSS boosts
municipal bond coverage

But growth among other new financial guarantees
hasn't been as impressive, either because the products
have attracted little interest from buyers or because
the number of available markets is limited.

The future of some of these products-even fast-
selling ones-is uncertain, insurers and brokers add.
Many financial guarantees were a response to particu-
lar economic and legislative conditions, and changes in
those conditions could limit their growth, they suggest.

Meanwhile, a few products are breaking through
the already crumbling wall separating banking and in-
surance. The melding of the two disciplines is reflected
in the addition of banking and financial experts to in-
surance company underwriting staffs.

While guarantees like residual value insurance are
frequently used by large banks and corporations,
many of the new products are intended for investors
in smaller, less secure ventures.

For example:

» Motion picture completion bonds-which assure a
movie company's backers that a production will be de-
livered on time and within budget-are typically
bought for smaller, independent production com-
panies. The major studios are assumed to have the re-
sources to absorb a loss if a picture goes over budget
(see story, page 33.)

» System performance insurance-which covers
against the failure of a mechanical system to meet a
designated level or quality of production-is most
often written for small, alternative energy plants.
Large industrial companies in most cases are able to
finance construction of their plants without such as-
surances, experts say (see story, page 12).

» Limited partnership bonds assure a bank grant-
ing a development loan on real property, for example,
that the various partners in that property will pay off
promissory notes they have issued to secure their
shares of the partnership. Partners are wealthy indi-
viduals rather than corporations.

Some of the less exotic forms of financial guarantee
-notably surety bonds-have been around for years,
allowing more or less solid underwriting standards to
develop along with experience.

But many of those familiar with the newer guaran-
tee forms concede that risk assessment and rating are
often a "seat-of-the-pants" proposition.

"There are no set rules as to the rating,"” said
Thomas Germani, a Johnson & Higgins vp in New
York, of system performance coverage.

Fireman's Fund Insurance Cos. stopped writing lim-
ited partnership bonds in January after accumulating

Continued on next page
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Limited partnership bonds
meet burgeoning demand

By JIM DAVIS

Holders of slightly more tnan 10% of
the Washington Public Power Supply
System's defaulted bond issues re-
ceived their regular semiannual inter-
est checks in January.

Unlike the anguished investors in al-
most 90% of the $2.25 billion in bonds,
who saw no payments and are holding
bonds whose market value has plum-
meted to about 15 cents on the dollar,
holders of $23.725 million of WPPSS
securities had insured them with
American Municipal Bond Assurance
Corp., a subsidiary of MGIC Indemnity
Corp. in New York.

Most of these insured bonds-$22.2
million-are held in funds and trusts.
The remaining $1.525 million are in in-
dividual portfolios.

AMBAC will continue to make pay-
ments through the year 2018. when the
bonds mature. This year, the insurer
will make about $1.6 million in pay-
ments to cover interest due.

Municipal bond insurance, such as
that written on the WPPSS bonds, was

pioneered by AMBAC in 1971, when it
insured a $650,000 revenue bond issue
by Greater Juneau Borough Medical
Arss Building Co. in Juneau, Alaska.

In the 1970s, the product was rela-
tively exotic. As late as 1979, less than
3% of new municipal bond issues total-
ing $42.3 billion were insured. Today,
about 21% of new municipal bond
issues are insured, said Lauren M.
Miral.a, executive vp a: Municipal Is-
suers Service Corp. of White Plains,
N.Y., managing general agent for Mu-
nicipal Bond Insurance Assn., another
market that began underwriting cov-
erage for municipals in 1974.

More than $81.2 billion in new mu-
nicipals came to market in 1983, almost
twice as many as were recorded just
two years earlier.

Both defaults and the growing vol-
ume of municipal bonds are increasing
demand for the insurance and inviting
more nsurers to offer the product.

"There's no question the WPPSS de-
fault had a positive effect on our busi-
ness," Mr. Miralia said. "Every time

Continued on page 16

By DOUGLAS McLEOD

NEVW YORK-One of the fastest-

growing products in the nascent world
of financial guarantees is the guarantee
bond for limited partnerships.

Insurers issuing such bonds guaran-
tee that the dozens or even hundreds of
individual partners in an investment
vehicle will make timely payments on
the promissory notes they've issued to
finance their shares in the investment.

The investments themselves can run
the gamut from office buildings to
cable television systems to racehorses.

Some limited partnerships have
even been formed to finance research
and development costs, though un-
derwriters are more cautious about in-
suring this sort of risk.

In a limited partnership, individual
investors buy shares or "units"” of a
larger investment vehicle. For exam-
ple, a syndicator may finance the de-
velopment of a $10 million shopping
center through the sale of 50 partner-
ship units at $200,000 each.

The partnerships developed as a tax-

sheltered vehicle in the mid-1970s,
when the Securities and Exchange
Commission ruled that investors could
leverage equity. This meant that inves-
tors could make a cash down payment
for their partnership unit-perhaps
20%-and issue a promissory note pay-
able in yearly installments for the bal-

Throughout the 19705, investors
backed up these promissory notes with
bank letters of credit. On the strength
of the letters of credit, the partner-
ship's syndicator would then take out a
bank loan to buy and develop the part-
nership's property.

Meanwhile, having made relatively
small cash down payments, investors
were able to take their pro rata share
of the partnership's tax deductions for
depreciation on the property, interest
due on development loans and mort-
gages and other fees and costs incurred
by the partnership.

But as interest rates began to rise,
banks became reluctant to reduce their
overall lending capacity by issuing let-

Continued on page 10
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Guarantee products hard to underwrite

Continued from previous page
a sizable book of the business over
the previous eight months.

Among the company's reasons
for discontinuing the line was the
increasing difficulty of assessing
the quality of new submissions, ac-
cording to Michael Djordjevich, vp
of the financial insurance depart-
ment in Novato, Calif.

"It became a question of how
well can you underwrite this busi-
ness and control it from a risk man-
agement viewpoint," Mr. Djordje-
vich said, adding that the company
is satisfied with the quality of its
present risks.

Other guarantee products pres-
enting special underwriting prob-
lems:

= "Change of law" insurance,
which covers an insured's extra ex-

The future of some financial guarantee products
is uncertain, insurers and brokers add. Many
products were a response to particular economic
and legislative conditions, and changes in those
conditions could limit their growth.

penses if a government body
changes regulations affecting a
building project or other business
operation that is already under
way. The risk is especially tough to
gauge in areas like environmental
regulation, where laws may change
quickly (see story, page 47).
Residual value insurance,
which guarantees the future value
of a leased asset. The underwriting

problem is deciding what that fu-
ture value should be (see story,
page 29).

« Retroactive liability insur-
ance, such as that placed by MGM
Grand Hotels after its 1980 Las
Vegas hotel fire, intended to cover
known future losses. Here the
problem is determining the amount
of the future losses and the timing
of their payment (see story, page

INBUSINES
THERE'SMORE

THATS WHY YOU
NEED A MORE-THAN-
ONE-COMPANY
INSURANCE AGENT.

So no matter how big or

22))

Underwriters already have suf-
fered losses in some of the newer
financial guarantee lines, including
system performance insurance,
where one loss hit $375,000; motion
picture completion bonds, where
one loss hit $1.9 million; and lim-
ited partnership bonds, where
losses have been minimal.

With the exception of some un-
derwriters in the motion picture
completion bond line, though, most
insurers say their business is profit-
able.

Meanwhile, other guarantee
lines have yet to produce their first
losses. These include change-of-law
coverage; lease guarantees, which
insure that municipalities will ap-
propriate money to make payments
on leased equipment (see story,

AN
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sma#tyour business, it's a good
idea to consu/t an independent
/nsurance Agent. They're the
more-than-one-company agents

page 36); and industrial develop-
ment bond guarantees, which in-
sure against a default on the tax-
exempt bonds issued by municipal-
ities to fund private development
projects (see story, page 19.)

Brokers say the survival of some
of these products will depend on
how the losses develop over the
next few years.

Most insurers and brokers are

optimistic about the growth poten-
tial for financial guarantee prod-
ucts.

"l think the whole field will take
off," says Roger H. Kahn, assistant

vp with Alexander & Alexander
Inc. in New York.

One indication of the enthusiasm
is the fact that most major brokers
and several major insurance corn-
panies have formed separate de-
partments to handle financial risks.

The relative old-timers of the
field-surety bonds and municipal
bond guarantees-continue to pro-
duce the largest premium volumes
of the various guarantee products,
experts say.

Surety underwriters say their
premiums were flat in 1983 and
will probably not improve much
this year, mainly because of contin-
ued slow growth in non-residential
construction.

But demand for municipal bond
guarantees, first written in 1971,
has skyrocketed, thanks to tremen-
dous growth in the volume of new
municipal bond issues and to the
fears instilled by the massive $2.25
billion Washington Public Power
Supply System default.

The perceived growth in the line
has led to the formation of two new
insurers to compete for bond busi-
ness, one of them a joint venture
between American International
Group Inc. and Phibro-Salomon
Inc.

Commercial credit insurance,
which also has been underwritten
for many years, is expected to
grow, depending on the volatile

economy.

Some of the newer guarantee
products have also produced large
volumes of premium in a hurry.

MGIC Indemnity Corp. of Mil-
waukee wrote the first limited
partnership bond in 1981, and last
year took in about $25 million in
premiums. National Union Fire In-
surance Co. of Pittsburgh, Pa., an
AIG affiliate, wrote an estimated $6
million in premiums in 1982, the

first year it offered the bonds; last 1

year, that volume jumped to $36
million.

However, others of the new ,

products, for a variety of reasons,
have not fared quite so well. These
include:

* Money market mutual fund
insurance, intended to cover mu-
tual fund deposits in the same way
that the Federal Deposit Insurance
Corp. and the Federal Savings &
Loan Insurance Corp. cover bank

and thrift deposits (see story, page
38).

/ndependent Agent is a true
professional who can recom-
mend creative programs that
utilize traditional insurance,
self-insurance, co-insurance,
captives, or a combination that
best suits the specia/ needs of
your business. And because
/ndependent Agents represent
several insurance companies

not iust one, they can help you
select the best business cover-

....and helping you manage your
business risks is their business.

Contact your /ndependent
/nsurance Agent today. You'#
find one wherever you find this
symbol.

Most fund managers found the
coverage too expensive to be prac-

tical, and only a handful of funds
have such such insurance.

Fire. Theft. Vanda/ism. Liability.
Computer Crash. Po//ution
Liability. Product Recall. D&O
Liability. Business /nterruption
Losses. Product Liability Key
Person Losses. These are iust
some of the many risks that
businesses must face every day.
What's the best way to manage
these risks¢ Many risk managers
turn to their /ndependent /nsur-
ance Agent. They know that an

e "Excess FDIC" insurance,
which is intended to cover deposits
in excess of FDIC's $100,000 guar-
antee in case a bank fails. Brokers
report little demand for the cover-
age (see story, page 39).

* Industrial development bond
guarantees, first issued in 1980.
Less than 1% of all IDBs issued are
covered by insurance.

» Retroactive liability insur-
ance. Litigation surrounding the
MGM coverage may be scaring po-
tential buyers away, some say.
MGM hasn't yet collected on its ret-
roactive policy.

Continued on page 6

YouRdependent

\Insurance 1 IAGENT J
SERVES YOU FIRST /

THE MORE-THAN-ONE-COMPANY

ages at the best price. INSURANCE AGENT.



Strength upon strength.
The Atkinson idea, reinforced by Wausau.

Today AtkmSon '1s actual!y- O
in 12 separate businesses from

construction to manufacturing

and electronics. It's a company

of strength added to strength
— each part reinforcing the
whole — and the total entity
bringing stability and

resourcefulness to all the parts.

i msurance pfobiem Wausaais
| there, paying attention.

~ “The need for plannmg is

"paramount in the construction

[ WAUSAU

INSURANCE

§ COMPANIES

Bl . \Wausau Wisconsin54401

business and Wausau has been
very helpful in this area. It's
been a long relationship. That
says a lot.”

There are two things you
can count on:

TIMES CHANGE.
WAUSAU WORKS.

Watch “The New Tech Times™ on PBS.
Principally underwritten by Wausau Insurance Companies.
Check local listings
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Lease guarantees for municipal-
ities and private companies have
gotten off to a slow start, though in-
surers and brokers expect interest
to pick up as more potential policy-
holders become aware of the cover-
age.

Brokers also hope for growth for
change-in-law and residual value
coverages, though the limited num-

ber of available markets could hin-

der expansion for both products.
Weather-related insurance cov-

ering financial losses from foul

The Ultimate in Strings...
Tile Strctdir arills

ers hope will flower (see story, page
50).

But even for the products that
are currently selling well, bright
futures are far from guaranteed,
insurers and brokers concede.

Several financial guarantees
were developed to take advantage
of specific economic and regulatory
conditions, and if those conditions
change, the guarantees could be-
come less attractive.

For example:

= Limited partnership bonds

Genuine Stradiearius violin, 'viola and eetto

The Ultimkite irb P&C Rei'n,surers . . . PURITAN

A Stradiuarius is widely

recognized as the finest musical
instrument euer made, due to its

brilliance in tone andpower,

service excellence.

In these uncertain times, you need the highest quality
reinsurer you can find. There's none better than Puritan.
Our A+14 Rating reflects our broad financial resources and

excellence in form, and exactness
of detail. These master pieces wete
made by Antonio Stradivari, one
of the greatest uiolin makers ofall
time. He constructed only about
1,000 uiolins in his lifetime (early
18th Century) and euen fewer
uiolas and cellos. Only a few
specimens remain today. They're
as rare as they are excellent. The
impossible dream ofjust about
every concert string musician
worldwide, is to own a

Stradiuarius.

| PURITAN

= INSURANCE
COMPANY

P & C Reinsurance Department

A subsidiary
of the General

Electric Credit

Corporation

Puritan is a multi-lines reinsurer, licensed to do business
in every state, with a sizeable international operation, as
well. Yet, we're small enough to be highly flexible, with
quick response. Because of our innovative underwriting,
coupled with intensive total service, you'll find that we can
very effectively meet your exact P&C reinsurance need.

Sure, we're selective. That's why we've been so sue-
cessful. But we almost always find a way to work with an
equally successful quality broker.

Maybe you could think of us as the "Stradivarius of the
reinsurance business',' because of our superior quality
and ability to make "beautiful music"
together with our clients. But, unlike
the Strad, you'll find "no strings
attached" when you do business with
Puritan. Ask your broker to tell you
more about us.

Puritan Insurance Company, P&C
Reinsurance Department, 1301 Atwood
Avenue, Johnston, Rhode Island 02919.
Phone: (401) 456-6762.

General
Electric

Credit

Growth expected in some lines

took off after the Securities and
Exchange Commission ruled in the
late 1970s that investors could fi-
nance shares in property-owning
partnerships with debt. This al-
lowed investors relatively large tax
deductions for interest payments
and depeciation while requiring
only small initial cash outlays.

A bill now pending in Con-
gress, though, would eliminate
some of these tax advantages,
which could change the character
of partnerships and reduce the sale
of partnership bonds, experts say.

- System performance insur-
ance is most frequently written for
alternative energy projects, such as
waste-to-energy plants. The spread
of such projects-and hence of the
insurance-was spurred by the
high energy costs of the 1970s and
by federal law, which grants tax
breaks to the projects and requires

larger utilities to buy their produe-
tion.

Communities faced with en-
vironmental laws limiting the use
of landfills may also find the plants
a convenient way of disposing of
waste.

Any change in these laws-a
change, for example, that would
allow the use of a cheaper disposal
alternative like a landfill-could
shrink the demand for system per-
formance guarantees.

Likewise, brokers add, another
oil crisis could stimulate demand.

« Commercial paper bonds were
created to reduce a corporation's
borrowing costs by guaranteeing its
short-term debt, reducing its inter-
est expense by raising its debt rat-
ing. The value of the guarantee de-
pends on the spread in interest
rates associated with various debt
ratings.

Currently, that spread is too nar-
row to justify the expense of the in-
surance, experts point out. Though
corporations may have other rea-
sons for buying the guarantee, fu-
ture growth may depend on a
change in credit market conditions,
they say (see story, page 54).

Whatever their prospects may
be, several financial guarantee
products are notable for their ex-
tension of insurance companies
into what had earlier been bank
business. Among these products:

< Limited partnership bonds,
which replaced bank letters of
credit as security on partners' debt.
Letters of credit are still used,
though, in cases where un-
derwriters are nervous about a par-
ticular type of risk, such as the fi-
nancing of research and develop-
ment costs through a partnership.

- Coverage to cap interest pay-
ments due on floating-rate loans.
Banks first offered this coverage in
1981, and were followed last year
by Interest Guard Managers Inc., a
new company formed by Frank B.
Hall & Co. Inc. and General Rein-
surance Corp. (see stories, pages 45
and 46).

This confluence of banking and
insurance has produced a new type
of insurance professional: insur-
ance companies and brokerages
have added staff members with
banking, financial, accounting and
legal backgrounds.

"We think that what we're deal-
ing with is a financial risk expo-
sure. The only way to deal with it is
to have a staff that has financial
background," said Clifton Brown, a
director in the financial services
department at Continental Corp, in
New York.

"The term 'underwriter’' as we
perceive it is not an insurance per-
son as might have been defined in
the property/casualty industry sev-
eral years ago," observed Joseph P.
DeAlessandro, National Union's

P re=ssicderxt. -



CONTROLLED AGGRESSIVENESS

Boundless energy and enthusiasm tempered with broad-ranging experience has
brought First State Insurance Co. and New England Re to the forefront of a complex and

competitive field. (] In Special
Purﬁ)ose Insurance and Reinsurance,

we have become the dominant force.
With ideas that make a difference.

Photo: The Image Bank

Cameron and Colby
Rising to the Challenge of Change

Boston, New York, Atlanta, Chicago, San Francisco, Los Angeles
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More classic blunders

rmHE INTERNAL REVENUE SERVICE attack on rising cost of health care, the federal government may
1 flexible spending accounts is a series of classic bu- well m the long run spend more money than the mar-
reaucratic blunders ginal tax revenues it will collect by killing FSAs
The IRS dillydallied for five years issuing regula-

tions so many employers proceeded to act on what they under federal health care programs if people were to

Consider the savings possible in the years ahead

thought were reasonable assumptions

. business
msurance®

Reporting weekly for corporate risk,
employee benefit and financial executives

Publisher Alfred Maleck, (New York)

be wiser consumers of health care Granted, flexible Editor. Kathryn J Mcintyre. ARM (Chicago)

In the absence of any regulations, some employers spending accounts have not oeen in place long enough Managing Editor Lorne Gibson (Chicago)
got a littled carried away in their assumptions, with the to prove conclusively that they will encourage people Assistant Managing Editor. James M Burcke (chicago)
likes of Zebra accounts and allowing wealthy employ- to be better consumers of health care But, giving em- CHICAGO: Alison Kittrell (Copy Ed,tor)

ees to pay for their children's expensive summer camps ployees an economic reward for staying healthy and

with pretax dollars under the guise of child care for not squandering money on health care is a powerful
When the IRS didn't like some employers' assump- incentive We think that people exposed to this incen-

tions, It pulled the rug out from under all the employ- tive would not only respond now but also would carry

ers with onerous regulations into the years ahead a new attitude toward spending
But, the IRS' biggest blunder is in its cost-benefit money on health care

analysis The IRS has overreacted to the problem, has spent an

The Treasury Department arrived at the absolutely inordinate amount of time and effort on the issue and

Carol Cain (Assoc,ate Editor)

Same J Drury (Associate Editor)

Stephen Tarnoff (Assoc,ate Editor)
Claudette Dampier (Assistant Copy Editor)

Merrill S Saltzman (Graph/cs Editor)
Amy Palmer (Graphic Artist)
Dorothy Parr Riesen (Proofreader)
Diane Kast,el (Ed,tonal Assistant)

Manlou Jones (Directory Ed,tor)

ludicrous figure of $11 5 billion in lost income tax reve- as a result has stolen from employers a very promising LONDON: Stacy Shapiro (London Editor)

nues and lost FICA taxes over the period 1985 to 1989 if tool for controlling rising health care Costs

FSAs were allowed to continue in place The only solution is for employers to rally behind

We can't believe that the government will even re- Rep Barber Conable, R-N Y, who has a reasoned sol-
cover in taxes the money it has wasted in staff time lution to the problem Cap the value of benefits offered
writing these overbearing and burdensome regulations .n a flexible spending account to control abuses and roll

and printing them in the Federal Register over unused benefits into a benefits bank for the next

And, by Killing a promising tool for controlling the year.

letters

Cost of risk survey statistics just don't add up

To the editor You reported on the third cost of risk direct costs Heinrich's 4-to-1 ratio of in-
biennial "Cost of Risk" survey (BIl, April Now in theory, these inequitles should direct costs to every direct employee in-
16) Following the previous survey, you be offset by the second component of risk Jury Cost iS widely quoted, but no one
printed an article wherein | explained uninsured losses If a company's insur- knows exactly what it should be We do
reasons why the figures used were so ance is inadequate, it will pay the piper know, though, that it is several times the
unreliable as to be useless and misleading eventually in retained losses But how direct cost So if you pay $100,000 in direct
(BI, Oct 4,1982) The response was not many firms keep records of losses that workers compensation payments, the ac-
that the figures were reliable (no one can don't happent> Or put a figure on the tual cost may be two or 10 times that
claim that), but that it was the best avail- books to represent actuarially determined amount
able information, so why not use it Such uninsured lossest> As for the most inaccurate component
an argument is analogous to the man on Estimates are often made for losses of of the study, loss control costs, this, too,
the life raft saying that ocean water is the high frequency, like workers compensa- has to be stated at an amount far less than
only water available so why not drink it tion and auto physical damage, but who real-world figures No one knows all the
The cost of risk figures are not only calculates the probable annual cost of costs of safety progams, guard services,
misleading, but detrimental to the risk such losses as earthquakes, claims in ex- welding standby, fire walls, fire brigade
management community The numbers cess of policy limits, product recall, pollu- and safety committee training and so on
cited are much too low, giving the im- tion, product guarantee, professional lia- ad infinitum The risk manager's Judg-
pression that risk costs are a smaller com- bilities not insured, currency fluctuations, ment plays a large role in these costs so
ponent of corporate expenses than they political risks, punitive damages and when they are overlooked, the scope of
really are This iS the case because the other losses not covered by insurance?
survey omits intangible and unmeasur- These losses are significant aspects of
able-yet very real-aspects of risk the risk manager's job that are not mea- pets of risk costs are grossly understated,
Consider the first (and least accurate) surable and, therefore, sometimes over- so the final figure will be far too low-pos-
component insurance premiums Such looked by management It is important sibly by factors of from two to 20

his work appears less than it really is
For these reasons, the immeasurable as-

figures lump together a firm having high for the risk manager to communicate to The "Cost of Risk" study has many val-
limits, a low retention and broad coverage management approximately what they uable parts to it, but reporting on the total
with a firm with low limits, a high reten- mean to his firm's financial picture cost of risk is not one of them Because it
tion and limited coverage This is made more difficult if these as- so grossly understates total risk costs, It
Quite obviously, comparing insurance pects of risk management don't appear in would be a service to risk management if
premiums of these two companies would what seems to be a total cost of risk fig- this aspect were discontinued
be unfair, yet management of the latter ure David Warren
company might praise its risk manager And there are uninsured aspects of in-
for doing a great job of controlling the sured losses that may be many times the

Risk management consultant
Orinda, Calif

Allendale may not participate on American Can

To the editor James River Corp , being not profitable The problem here is that can eat up to 75% of the earned premium
a policyholder of Protection Mutual In- the insured sees a check issued to them in of an account such as this
surance Co, does not necessarily guaran- a loss settlement as the only cost of doing
tee Allendale Insurance participation on business with an insurance company This

James C. Hays

Account executive
Reed Stenhouse Inc of Minnesota
company in the Factory Mutual system costs and the cost of settling a large loss
has the opportunity to reject a risk sub-
scribed to by one of its sister companies A vote for 'Insurance Person of the Year'
Since 11 has become apparent that Allen-
dale believes pulp and paper operations To the editor Tucked away on page 23 "characteristics as a role model," the
are non-plofitable, | am sure they ate not of the April 30 issue is the report on an Assn of Professional Insurance Women
participating on the James River Corp event worth more than end-of-magazine could not have chosen better

property progiam placed with Protection reporting Beth Kravetz
Mutual

Minneapolis

Myra Tobin has been named "Insur- Associate Counsel

Regarding the fact that American Can's ance Woman of 1984 " Having worked
risk management department believes with Myra, | believe she could easily re-
Allendale Insurance made money on the ceive the award of "Insurance Person of
account, | am sure there are many ex- 1984"-or of any year Her modesty is ap- Business Insurance welcomes letters from

penses that American Can does not real- propos of her total professionalism She :ts readers Please keep your comments as

Home Owners Warranty Corp
Washington, D C

the pulp and paper risk are ttemendous energy of which | have never seen an edit letters for clanty or space We w:ll not
By nature of the risk, englneering must equal-male or female She is truly amaz- publish unsigned letters Send vour com-
be done on an extensive basis Combine ing, and Marsh & MeLennan Cos Inc is ments to Letters to the Editor. Business
that with the fact of large losses occur- truly lucky to have her Insurance, 740 N Rush St, Chicago, Il
ring, and it is possible this account was In making the award to Myra for her 60611

LOS ANGELES: Steve Taravella (Associate Editor)

NEW YORK: Douglas Mcleod (Bureau Chief)
Judy Greenwald (Assoc,ate Editor)

WASHINGTON: Jerry Geisel (Wash,ngton Editor)

Corporate: Joe Faraci (Corporate Art Director)

Advertising Director Donald A Walsh (New York)
Midwest Sales Manager. Robert L. Niesse (Chmago)

CHICAGO: Deborah D Neale (Distnct Manager)
Beverly J Kluxdal (Distnct Manager)
Fran Prybylo (Productton Manager)

LOS ANGELES: Sue E,senberg (Dismct Manager)

NEW YORK: Charles A Horvath (District Manager)
Jack Forrest (Distnct Manager)

Nancy Ellen Zelman (Dismct Manager)

marianne J. bueweke (Financial Advertising

Manager)

Director of Communications: Ronnie | Drachman

(New York)

EDITORIAL: Chicago- 312-649-5398
London- 01 -4044228

Los Angeles- 213-651-3710
New York- 212-210-0100

Washington 202-662-7200

ADVERTISING: New York 212-210-0133
Chicago 312-649-5276
Los Angeles. 213-651-3710
COMMUNICATIONS: New York 212-210-0132

CIRCULATION: Chicago 312-649-5221

Published by Crain Communications Inc, Chicago
O.D. CRAIN JR
Founder (1885-1973)
MRS. G D. CRAIN
Chairman
KEITH E. CRAIN

Vice-chairman

S.R. BERNSTEIN
Chairman/executive committee
RANCE CRAIN
President
MARY KAY CRAIN
Treasurer
MERRILEE P CRAIN
Secretary
JAMES M. FRANKUN

Vpmnance
Published weekly at 740 Rush St . Chicago, Ill 60611 Offices 220 East 42nd
St, New York. N Y 10017, Suite 814, National Press Building, Washington,
D C 20045.6404 Wilshire Blvd, los Angeles, Calif 90048,20-22 Bedford
Row, London WC1 R 4EB, England $1 50 a copy $52 a year in U S Canada
and all other foreign add $14 for surface mail Europe and Middle East only
add $44 for air delivery First-class mail to U S and Canada only, add $50
Bermuda only, $97 per year expedited delivery WILLIAM STRONG,
vp-circulation ROBERT FIORITO, circulation manager ROGER
DIGREGORIO, fum//ment drector Four weeks' notice required for change of
address Send subscription correspondence to Circulation Dept, Business
Insurance, 740 Rush St. Chicago, 111 60611 or phone 312-649-5221 Telex
25-4248, Cable CRAINCOM Microfilm copies are available from University
Microfilms, 300 Zeeb Rd, Ann Arbor, Mich 48013 Microfiche copies
available Bell & Howell, Micro Photo Division, Old Mansfield Rd , Wooster,
Ohio 44691 Portions of the editorial content of this issue are available for
reprint or reproduction in other media For information and rates to
reproduce in general circulation media, contact ART MERTZ, The Crain
Syndicate. 740 Rush St, Chicago. 111 60611,312-649-5303 For reprints or
reprint permission contact Reprint Dept, Business Insurance, 220 E 42nd

1 ize The engineering costs associated with has worked at a level of competence and bnef as Fossible We reserve the right to St,New York,NY 10017, 212-210-0229

Member of Business

ABP

Publications Audit of Circulation



IE) 5161556 w18 °01 51BBJ@E@IE]

GEIGIE ASitlfa
R43 EBE]-5§18(651RL

——— . o5 =

iii f*aifia a¥1 iRE|Sd&,Rii@2 (N[gl @iiR IRlimilgi¥ar dim {135:301 5aB*ba al
c__| (tibmirmi (ki) (51&%9 amil [IRM&fiNa Is,*1Wm* (ki) (5*Tumibi- 1}5111%,ME [RA
#* (RI[[[5&114 1* fRY,arD gylfi*lto@m 51]]3[fIRIIEil&(dklilym jWi*IMI4
&12 iERD [b(*p ixil (RAD{Ri{ WIl[!P i*11 (0§11<4*li@ ma,

LKS111911l-GI-1 1-1\15;ttflISt:[1RRI[[1KI32

*Fume{R[1*001=4 IR®I [GMil@%iK ®&R=omtof['mraaraM!:Sim,
"TOI[1@E&@ - O *"MmMmMmau#E O 1 1@ Fum#



10 / business insurance, May 14, 1984

spotlight report

Pa rtnershlp bonds ence committee will soon consider limited partnership bonds written finally at the financial strength of Armonk, NY, headquarters to a
proposed legislation that would so far contain indemnity agree- each Individual investor limited partnership, which then
Continued from page 3 - Extend depreciation schedules ments that allow the insurer to take Bonds are typically issued for leased the building back to IBM,
ters of credit to individuals Banks on non-residential property from over a defaulting partner's share in terms of four or five years-re- according to Vp Randall Kastner
providing development loans also 15 years to between 18 and 20 a project and resell it to recoup a flecting the repayment schedule on The partnership's gains included
found it increasingly cumbersome years, depending upon when the loss If the proceeds from the sale investors promissory notes- appreciation of the property's
to deal with dozens of letters of contracts for the property are don't cover the partner's obligation, though in some cases the terrm may value, cash flow from the lease and

credit from the investors’ banks bound This would reduce inves- the insurer can sue the defaulting extend to seven years the standard tax advantages IBM,
The limited partnership bond tors' annual tax deductions partner for the balance Premium rates generally range meanwhile, received cash for the
thus appeared as an alternative to - Amend accrual accounting However, losses in the line have between 1% and 2%, and are ap- property and had the option of

the bank guarantees Under the procedures to limit the extent to been minor, involving only inch- plied to the principal and interest buying it back later at fair market
bonds, which are non-cancelaole, which investors can write off ac- vidual investors, insurers report A due each year on the notes covered value, he explained

the insurer guarantees that individ- crued interest on the partnership's catastrophic loss-the failure of an by the bond Premiums are nor- But bonds are often written to
ual investors will make good on loans Currently, many partner- entire proJdect-hasn't yet occurred mally paid in full up front cover other types of partnership in-
their promissory notes ships deduct interest they owe but Most insurers issue a "master For example, if a two-year bond vestments

Since MGIC Indemnity Corp of have not actually paid during a bond" to a syndication's general is written at a 1% rate to cover $4 MGIC also wrote an $80 million

Milwaukee wrote the first limited given tax year Under the proposed partner, with a schedule listing the million the first year and $2 million bond covering New York-based
partnership bond in 1981, total pre- rule, investors would be able to de- various individual investors in- the second year, premiums would Metromedia Inc 's sale of its bill-
mium volume for the product has duet interest payments only when volved in the partnership But amount to $40,000 for the first year board operations to 250 limited
ballooned to an estimated $120 mil- those payments are actually made some-including MGIC-issue sep- and $20,000 for the second The partners, Mr Kastner said In that
lion in 1983 If adopted, these changes would arate bonds to each investor total premium of $60,000 would be deal, Metromedia continues to Op-
Proponents of the bond predict eliminate some of the limited part- Insurers say that in underwriting due when the bond is Issued erate the 35,000 billboards for the

that this volume could triple in the nership's tax advantages, and could a partnership risk, they look first at Most bonds cover real estate partnership, he explained
next five to six years, though one change investorS' reasons for enter- the track record and financial sta- partnerships, insurers say National Union Fire Insurance
dark cloud has appeared on the ing into these partnerships in the bility of the syndicator putting the For example, MGIC wrote a Co of Pittsburgh, Pa, an American
horizon to threaten this br_ght first place, experts say partnership together, then at the bond to cover International Bust- International Group Inc unit, is
prospect A House-Senate confer- Insurers agree that most of the soundness of the proJect itself, and ness Machines Corp 's sale of its now looking at a $12 million bond
to cover a horse breeding partner-
ship says James P Cullinan prest-
Ia r dent of Coverage Consultants Inc
of New York, a brokerage involved

in the placement

4 In a horse breeding partnership,

investors buy one or more mares in

J
| ‘ foal, hoping to make a profit by
1 1 / — raising the mares' offspring until
m L ™ uJ they are sold at yearling auctions

INn addition to other tax advan-

1A3*., [ R e A | tages, the costs of caring for the
horses are deductible, Mr Cullinan
N 1 7 explained
1 Other insurers-including Conti-
* nental Corp, Fireman's Fund In-

144 \ ftes surance Cos, National Union and

AAPtr"/:) United States Fidelity & Guaranty

Co -report either writing or con-

4" sidering bonds for partnerships in-

vesting in cable television systems,

equipment leasing and alternative
energy plants

Most insurers say interest in lim-

ited partnership bonds has run

high

Fireman's Fund, which started

LD = _ — » 2. writing the bonds in May 1983,

1 —“ found when It consolidated its fi-

ol . > - 1 5 (7 nancial guarantee operations last

N - December that It had already writ-

ten more of the business than It

wanted
In eight months, the company is-
sued bonds covering 8,000 individ-
ual investors in 46 separate

¥k, projects
. "We can open the door and it's
41 21 1 0 420 e ! 1 'Jf_1 9 1 like a floodgate opening The busi-
ness Just poured in," said Michael
Djordlevich, vp in the financial in-
surance department at Fireman's
Fund's Novato, Calif, headquarters
Deciding that its portfolio of fi-
nancial guarantee risks was
"skewed" by the abundance of lim-
S V4 tted partnership bonds, Fireman's
- Fund stopped underwriting the
bonds in January and will probably

O /7 LuUsu

not resume writing them for some
time, Mr Djordlevich said
Premium volume at National

/Il'T NATIONAL our individual offices, we have John H Crowther; Inc Union, which started writing the
/ INSURANCE retained highly personallized (612) 333-0361 bonds in 1982, shot from $6 million
N . . that year to $36 million in 1983 The
WHOLESALERS broker relationships in each company now has about 400 bonds
\ tt h . 1West Insurance Managers, Inc ) ‘ -
we\e pu Oget er of our marketing areas. (209) 948-0555 in force, according to President Jo-
a winning team of regional For fastanswers and action seph P DeAlessandro
. ; ) . MGIC, whose bonds are fronted
surplus lines wholesalers, to to your immediate surplus Dana Roehdg & Associates by Industrial Indemnity Co , a
form a network of oBces that knes/specialty needs, call on (813) 521-4621 Crum & Forster affiliate, generated
stretches from coast to coast '"The Network" Company near- about $25 million in bond premi-
i i . Clanton-Crowther ums last year, Mr Kastner said
This provides us with sub- est you Or for a brochure fully & Company The company has written 10,000
stanttal resources and a high descnbing our growlng group (314) 231-9470 bonds covering $1 billion in equity
degree of mterloclang expertise of Network companies, wnte in Lssolggg‘:ts i‘?cﬁ 138:1 —

. . , WhnicC starte writing
to solve virtually all ofyour sur- National InsuranceWholesalers, Montgomery General the bonds last December, has al-
p|US lines and specialty cover- 400N Robert Street, St Paul, Agency,Inc ready generated about $3 2 million
age challenges Yet through Minnesota 55101 (215) 896-0901 in premiums, according to Robert

Ungerleider, president of Financial
Risk Underwriting Agency Inc in
New York, underwriting manager
for USF&G

X Continuing explosive growth is

' } by no means certain, however
N IW 'f< 32 qCS\TF1 "This is a very dynamic area,
! subJect to a lot of potential

changes," observes Clifton Brown,
a director in Continental's financial

\ Mion’ Inbianci , i nojek es

services department



0: What is an insurance coverage dispute?

A: It is merely a difference of opinion between an insured and its insurers
asto whetherornotaclaim iscovered.

0: Who is likely to have an insurance coverage dispute?

A: Any business that buys insurance.

0: Who is more likely to have an insurance coverage dispute?

A: The insured who has been able to affect unrealistic savings on
their insurance programs.

0: Who does not need Insurance Coverage Dispute-
Legal Expense Insurance?

A: The insured who is a professional clairvoyant with an unblemished record.

, 0: How much can the legal expenses run for an insured who has a coverage dispute?

A: Believe it or not, $1,000,000. or more, is not unusual. Remember,
the largerthe claim, the more likelythe chance fora dispute.

0: Is there any insurer who will not create an insurance coverage dispute?

A: Wedo not believethere is any insurer who can state they have not
been involved in a coverage dispute.

PIA Insurance Coverage Dispute-

Legal Expense Insurance

is available onlythrough your agent or broker.
For more information and a specimen policy,
contact your brokerorcall or write PIA.

| The Broker's Broker.

Professional Indemnity Agency, Inc.

409 Manville Road

P.O. Box 130

Pleasantville, NY 10570

(914) 747-1818 Telex: 646929 TWX: 710-572-2197
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For Firms
With 100

or More
1 * 1 9-1b-"124 Employees

A "Self-Insured” PCS
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Prescription Drug Card Plan

No other employee benefit is so highly visable and adaptable to
self-insurance. Predictable frequency and limited liability. The PCS
CARD-recognized and accepted everywhere.

INCREASE your employee awareness and REDUCE your medical costs!

CRM Insurance Managers, Inc.
22911 Mill Creek
Laguna Hills, California 92653

(714) 859-7920 ask for Joyce Reynolds
- 171
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System performance cover
not growing as expected

By DOUGLAS McLEOD

NEVW YORK-Brokers are un-
certain about the future of system
performance insurance, one of the
hot new products in the market-
place a few years ago

System performance, or -effi-
cacy," insurance is purchased to

cover the failure of a mechanical

system to meet technical perfor-
mance standards and has been
written mainly for energy-related
projects, such as waste energy
plants.

But the coverage is expensive as
well as being complex and time-
consuming to underwrite. Though
insurers report growth in the line,

«We shouldn't have gone to lunch.”

brokers say sales of system perfor-
mance policies haven't met early
expectations.

The future of the product, bro-
ken say, will depend on a number
of factors, including the availability
of financing for energy projects; re-
strictions imposed by waste dis-
posal laws; and the cost effective-
ness of alternative energy

technologies.
"There's been a lot more discus-
sion about this than there has been

action.”" said Alburn Blankenship, a
regional risk management director
with Fred S. James & Co. Inc. in
Boston.

"In three years, system perfor-
mance insurance could be a very

They weren't gone long. Half
hour at the most. But they broke
a cardinal rule for impairments:

Don't stop working until the job
is done.

The plant engineer had di-
rected a shutdown of the incom-
ing fire protection water supply
to permit an outside contractor
to replace two obsolete dry pipe
valves. The crew worked all
morning, then broke for lunch.
Afterward, as the contractor
was finishing the connection,
someone yelled, "fire!" But there
was no water to fight it.

The result was a multimillion
dollar disaster that could have

been avoided. If the crew had

stayed to finish the job. If the
connection had been completed
earlier. If the main valve could
have been opened to allow water
through zhe sprinkler system.

If, if, if.

Every day, thousands of im-
pairments put millions of dollars
worth of property into jeopardy.
Yours too. Be sure your people
know how to handle impairments
by getting them a copy of OVER-
VIEW, a new management system
from Industrial Risk Insurers.
For more than 90 years IRI has
been a leader in loss prevention
innovation and total property

insurance programs. For a free,
six-page brochure describing
OVERVIEVW, contact your agent
or broker, or write to RA. Sasso,
Industrial Risk Insurers,

85 Woodland Street, Hartford,
CT 06102.

To err is human. And

very expensive.

Nndustrial
O isk

nsurers

common thing. . .or markets may
decide to pull back because they
aren't getting enough premium,
they're spending too much time un-
derwriting it or they could be hit
with significant losses,"”
Thomas Germani, a vp in the En-
ergy Group at Johnson & Higgins
in New York. "l don't think any-
body can predict which way it will
go."

Demand for system performance
coverage first developed among in-
vestment bankers, bond un-
derwriters and others involved in

financing energy projects. These
lenders wanted some assurance

said

that the projects-which often rely
solely on operating revenues to

meet debt obligations-would
work.

"Investment bankers were most
worried about not understanding
the technologies they were dealing
with," explains Paul H. Staulcup,
an underwriting manager with
AmMmerican International Un-
derwriters, an American Interna-
tional Group Inc. affiliate and a
major market for the coverage.

The coverage has been used for
energy plants more often than
manufacturing plants because the
energy projects often involve alter-
native technologies that haven't
been widely developed in the
United States.

"In most other businesses, the
technologies are more common and
the need for a technology guaran-
tee isn't there,” Mr. Germani
noted.

The spread of small alternative
energy plans has also been en-
couraged by the federal govern-
ment, which has granted tax cred-
its and favorable depreciation
sch'edules while requiring larger
utilities to buy power from them,
he added.

Even where manufacturing
plants use relatively untried tech-
nology, the builders are often large
corporations that understand the
risks and can finance the project
with corporate funds without a
guarantee, Mr. Blankenship added.

Such manufacturing plants may
also involve proprietary processes,
details of which the manufacturing
company may not want to release
as part of a prospectus for outside
financing.

The focus of the system perfor-
mance policy differs somewhat
from one underwriter to another.
AlU's policy is a third-party liabil-
ity form intended to cover a
project's general contractor or engi-
neering firm rather than the
project owner itself.

CIGNA Corp., another major
market for the coverage, offers a
first-party policy covering the
project owner.

The AIU policy covers the in-
sured's liability for repair or re-
placement of defective parts that
result in a system's failure to meet
the level or quality of production
specified for it. Performance stan-
dards are decided on before con-
struction and should be in line with
industry standards for similar sys-
tems, Mr. Staulcup explained.

The policy also covers liability
for certain extra expenses. For a
waste energy plant, these may in-
clude extra costs of complying with
environmental laws the plant was
designed to meet (the policy won't
cover extra expenses resulting
from stricter environmental laws
adopted after the policy is bound);
the costs of disposing of excess gar-
bage fuel while the plant is out of
operation; or interest payments due
during the period the plant is
down.

Projects hurt by a drop in energy

Continued on page 14



Nobody does it better

than Gallagher

‘If you're considering self-insurance for your
organization, you're talking risk. You owe it to
your bottom line to talk to the people who know
what managing risk is all about. Arthur J.
Gallagher & Co,, international brokers of
insurance and risk management services.
Nobody does it better.

We do it better because we've put 20 years
into building the most comprehensive risk
management service in the industry.

We do it better by working directly with you
through Gallagher Bassett, our service
organization. Gallagher Bassett can function
either as an extension of your in-house
insurance department or as your full-service
claims administration organization.

We do it better because we are seasoned
professionals in loss control and claims
management service. And by aggressively pur-
suing subrogation, posting property and
casualty loss recoveries that far exceed the
industry average. :

And, we do it better with RISX-FACS™, an on-
line computerized reporting system that pro-
vides both ordinary and extra-ordinary
information to you. You'll have everything you
need to know to manage your program. And
you'll have it when you want it, in the form you
want it. ’

When it comes to managing risk, ask some-
one who knows what it's all about. Arthur J.
Gallagher & Co.

Write or call us today. Find out for yourself
why nobody does it better.

Go for it.
You're with Gallagher.

ARTHUR J. GALLAGHER & CO.
10 Gould Center, Golf Road
Rolling Meadows, IL 60008

312/640-8500
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System performance cover

Continued from page 12
prices couldn't look to the policy
for help, though.

"We aren't going to guarantee
that they will get a profit from the
sale of electricity,"” Mr. Staulcup
explained. "Some things are still
business risks."

The policy is generally bound be-
fore construction of a project and
terminates when the insured con-
tractor or engineer has turned the
plant over to its owner, after it has
passed performance tests.

AlU also offers a related policy,
called a "component risk" policy,
that covers an insured's liability for
failure of a component that it sup-
plies for use in a larger system.

Buyers of this coverage have in-
cluded makers of gas turbines, ma-
rine engines, heat exchangers,
smokestack liners and cables, Mr.
Staulcup said.

ASSUREX INTERNATIONAL

CORPORATION

The coverage is available only to
suppliers of components for com-
mercial use, he added. AlU will not
write policies for manufacturers of
consumer goods, paints or coatings,
aviation parts or products or on
pure contracting risks or buildings
and property.

AlU requires a minimum deduct-
ible of $250,000 on system perfor-
mance policies, and deductibles
may range up to $3 million, Mr.
Staulcup said. In addition, AlU re-
quires the insured to take a loss
participation of 10% to 20%.

Premiums are generated by ap-
plying a rate to the value of the in-
sured's contract rather than to pol-
icy limits. Rates can range as high
as 5%, he said, adding that the larg-
est premium generated by a system
performance policy was $1.5 mil-
lion for a $300 million project.

The largest loss so far-a compo-

nent risk loss-hit $375,000.

For one project, AlU wrote liabil-
ity limits of $37 million, Mr. Staul-
cup said, though limits are typically
in the $10 million to $20 million
range.

The company has a $10 million
reinsurance treaty exclusively for
system performance and compo-
nent risk policies, led by Bavarian
Re with participations from Lloyd's
of London and Munich Reinsur-
ance Co., he said. For additional ca-
pacity, the company must negotiate
facultative reinsurance treaties.

AIlU retains 25% of the first $1
million layer on each risk, and an-
other $5.556 million of the $9 mil-
lion layer excess of $1 million.
Other AIG facilities take further
"substantial" portions of each risk,
he explained.

In the three years since AIU
started writing the coverage, busi-
ness has grown about 60% each
year, Mr. Staulcup said. The com-
pany wrote 23 policies last year,
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about eight of which were system
performance and the ress compc-
nent risk policies.

CIGNA's system performance
policy is intended to insure a
projec. owner's ability to cover debt
service costs if plant operat.ons are
slowed by a technical failure and
revenues temporarily dry up (B,
April 16.)

The policy, which CIGNA first
offered in 1981, covers only debt
service costs that can't be met be-
cause a plant's production falls
below an agreed-upon leve- of out-
put; the policy doesn't cover oper-
ating or maintenance expenses, ac-
cording to Akos Swierkiew.cz, a vp
with CIGNA's special risk facilities
unit in New York.

At the insurer's discretion, the
policy may also cover "rectification
costs": the costs of repairing or re-
placing defective equipment.

CIGNA also requires a deduct-
ible and a loss participation of be-
tween 2.5% and 10%, he said. In-

ASSUREX
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providing risk management

capabilities to partners'’
clients
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services to
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effective coverage,
services and
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For years, many of our clients have compared our
services with "the alphabets." Which was ftattering
at a time when we wanted to be like them. Today,
there's a whole new thrust to Assurex International. Owing to the special relationships which we are
building with many leading insurance companies, Assurex is pioneering the development of innovative,
new services for our partners and their clients. And what we've done so far is only a peek at tomorrow.

H. C. KNIGHT
& CO.

320 Walnut Street
Philadelphia, PA 19106

KINNEY, PIKE,
BELL & CONNER,
INC.

Mead Building
Rutiand, VT 05701

KREIDLER-SHELL,
INC.

250 Central Trust Building
309 Vine Street
Cincinnati, OH 45202

sured losses are further reduced by
a debt service reserve fund estab-
lished by the project owner for
meeting loan payments.

The policy also contains a "re-
capture"” provision, under which
the policyholder must reimburse
CIGNA for any losses it pays as
soon as the plant resumes normal
operations, replenishes its debt ser-
vice reserve fund and is able to
meet operating expenses and debt
service costs.

CIGNA has written six policies
so far and has experienced no
losses, Mr. Swierkiewicz said.

The biggest problem in selling
the system performance coverage is
the complexity of financing and
underwriting energy projects, in-
surers and brokers agree.

Insurance coverage is easier to
arrange than project financing, ac-
cording to Mr. Germani. But most
policies still take at least six months
to put together, he said.

Mr. Blankenship said he spends
up to a year and a half on projects
that eventually are insured, and
has spent up to two years on
projects that never panned out.

System performance risks are
"expensive acquisitions,"” Mr.
Staulcup noted, adding that AlU
prefers component risks.

Whether these difficulties will be
worth overcoming for future
projects may be affected by several
factors, brokers add. These include:

= The availability of financing.
A House revenue-raising bill now
before Congress would limit issues
of tax-exempt industrial revenue
bonds to $150 per capita in any one
state, a development that would re-
duce available financing for energy
projects, notes William Duggan, a
managing director with Marsh &
McLennan Cos. in New York.

- Government regulations on
waste disposal. If communities are
allowed to continue operating land-
fills, they may find it cheaper to
dump their garbage than to build a
garbage-burning power plant, Mr.
Blankenship observes.

- Energy prices. If energy costs

rise. alternative power plants will
look Mmore attractive. .
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AD&D Plans

Historically, Life Insurance carriers include an extremely
limited form of AD&D with Group Life programs.

Improved policy terms, conditions and coverage are avail-

able by separate contract at equally competitive rates. The
basic AD&D benefit can be extended to include the follow-

ing which are not normally provided by a Life Insurance

Carrier:

oExtended Time to Incur Loss

oExtended Dismemberment Schedule
ePermanent Total Disability

oExposure and Disappearance Provision

Voluntary Accident Programs

A variety of Voluntary Accident Benefit programs can be
offered to both salaried and hourly employees. The employees
are given the opportunity to obtain full 24-hour business and
pleasure coverage for themselves and their families through
payroll deduction with no participation requirements.

Individual Accident Insurance

0$10,000,000 Limit Immediately Available
*Full 24-Hour All Risks, or
eTravel Risks Only
oHazardous Occupations
.Special Events
.Dangerous Journeys
-War Risks
oPiloting
eAny Age Limit
oShort Term, Annual or Multiple
Year Basis

1*kwood,Dibble @*€en

Main O#ice:

Inro*orated

300 Unicorn Park Drire
Wobum, Massachusetts 01801

Disability Income
From Accident or Sickness

Designed to protect the high in-
come of individuals who need disability
benefits in excess of what is normally
available through Group LTD or other

individual contracts.
'Upto $25,000.00 Per Month
030 to 365 Day Waiting Period
.Up to 5 Years Benefit Period
eAnnual or Multi Year Policies
In addition to the monthly benefit, a lump sum Perma-

nent Total Disability benefit can be purchased to fund lifetime
disability beyond the five-year maximum.

Catastrophe Group Trip Trave 1

Large groups traveling together can be protected against
catastrophic events:

oAll Conveyances Covered

.Individual Limits up to $10,000,000

.Aggregate Limit up to $100,000,000

.Binding by Telephone if Needed

(617) 938-9010
Teler 921712

Business Travel Accident

For corporations covering em-
ployees traveling on company business,
options include:

Branch Office:

Fire Post Oak Park, Suite 1980
Houston, TX 77027
(713) 961-4870 .

Telex 792333

.Accidental Death & Dismemberment
oPermanent Total Disability
eWar Risk Coverage
.Individual and Aggregate Limits as Required
oCorporate Aircraft Coverage
Our facilities can accommodate virtually any unusual

coverage.

Permanent Total Disability
Accident or Sickness

Ideally suited to fund disability buyout agreements for part- 1
nerships, closely held corporations and other employment
or performance contract situations.

.Multi Million Limits Available

ILump Sum or Periodic Payments

012-Month Minimum Qualification Period

IOwn Occupation or any Occupation Definitions
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Market is growing for bond insurance

Cc.ntinued from page .7

theres an attack oil municipal
bonds' safety, investors' confidence
is :haken. And when this happens,
they turn to insurance."

The financial difficulties on-
cointered by New York City and
Cleveland in the 1970s spuri-ed
griwth, too, he said.

The growth in niunicipal bonds
has been fueled by the decline in
federal revenue sharing funds that
has placed a larger portion of the
financing burden for infrastructure
improvements on state and local
governments, as well as the drop in
inzerest rates from the historic high
levels in 1980 and 1981.

Mun icipal bond insurance is
available in two forms. The first is
directly purchased by the issuer,
which buys the coverage before the

bonds are offered for sale. The sec-
onc form is purchased ty the
buyers of bcnds a'tel- they are is-
sued.

Savings to the issuer that buys
bond insurance far exceed pre-
mium costs, according to insurers,
because the i.suer can lower :he
yield with the protection of insur-
ance. MBIA, for example. est_mated
its coverage produced interest cost
sav: ngs of $330 million on premi-
ums of $86 n:il.ion in 1983.

When an issuer buys insurance
on its bonds, the pritecti)n in-
creases the bonds' marketabil_ty.
especially to institutional investors,
who often are constrained to biy-
ing high-quality debt instruments.
Investors als:) will oe willing to buy
insured bonds at lower yielcs than
uninsured bonds of similar quality.

Once a municipal bond i.. in-
sured, Standard & Poor': Corp., a
leading national investment rating
firm. upgrades its rating ta the
highest 'triple-A ' level, cn the the-
ory that the issue is backed not only
by the issuer's resources but also by
thip insurer's.

Moody's Inve,tors Service Inc.,
the other leading rating firm, does
nct upgrade insured boncs- .atings,
because it contends the coverage
does not improve the bonds' imrir.-
sic- value.

Bond insurers are chcosy E bolt
the issues they' | underwritE. To
qualify for coverage, bonds already
have to be solidly backed

"We're not in the business cf
bringing bonds with a signit_cant
default risk up to investment
grade,” Mr. Miralia said.

_He contends that municipal bond
insurance is designed for high-cali-
ber obligations that might be issued
for unusual pirposes or for those
local government borrowers who
enter the market infrequently,
especially those that do not have
established relationships with in-
vestment banking houses that ar-
range these fin ancing packages.

When investir interest in munic-
ipal bonds is thin or buyers are de-
manding high credit ratings, insur-
ance also can make the bonds more
attrartive. Sim_]Jarly, insurance can
make complex bonds and nego-
tiated issues more attractive.

Atout two-th_rds of all municipal
bond insurance is purchased by is-
suers. Premi-ims, which range
from 0.1% to 2.5% of bonds' face

values, are payable before the

bonds are issued. This coverage,
which stays in effect for the bonds'
lives. has no deductibles or cancel-
lation provisions. And the bonds'
tax-exempt status isn't changed.

If an issuer defaults and later can
resume payments, the issuer must
first reimburse its insurer for pay-
ments made on its behalf.

The remainder of municipal
bond insurance is bought by pur-
chasers-either individually or by
trusts or funds-after the securities
are issued.

Premiums on bond fund, trust or
portfolio insurance are paid period-
ically: monthly. quarterly or semi-
annually.

MBIA is the largest insurer of
municipal bonds. Since opening in
1974, the insurer has collected $257
million in premiums. And none of
its more-than-2.500 issues has de-
faulted.

MBIA is a consortium of five in-
surance companies. Aetna Casualty
& Surety Co., Firernan's Fund In-
surance Co., The Travelers Indem-
nity Co., Aetna Insurance Co. and
The Continental Insurance Co.
These companies have combined
assets of more than $21.1 billion.

The largest new municipal bond
issue that MBIA has insured was a
$180 million New York state gen-
eral obligation bond issue in 1983.

Most of the bonds MBIA insures
are general obligation issues,
backed by the issuer's full faith and
credit. But it also covers revenue
bonds, backed only by funds gen-
erated by the financed project,
when they are issued by monopoly
public utilities like power services.

Said Mr. Miralia, "We're looking
to establish long-term relations
with medium-sized issuer-s in grow-
ing communities that can benefit
from the marketing credibility we
can add. Central cities are not our
primary clientele.”

The company only protected new
issues through 1983, when it began
covering municipal bond trusts.

Since then, MBIA has insured
trusts worth $588 million. Included
in this number is the largest bond
trust ever insured, with municipals
worth $214 million, marketed last
year by Merrill Lynch, Pierce,
Fenner & Smith Inc.

MBIA also insures municipal
bond trusts offered by John Nu-
veen & Co. Inc., an investment
banking house in Chicago. Nuveen
packaged its first insured trust,
worth $30 million, in February.

"As a result of WPPSS, individu-
als have a strong desire for safety
in whatever form they can get it,"”
said Steven D. Beligratis, Nuveen's
research vp. "There was a clamor
for insured trusts, and it would
have been silly for us to ignore
it

Through mid-April, Nuveen had
packaged six insured trusts worth
$175 million: during the same pe-
riod, it offered uninsured trusts
worth $179 million. The insured
trusts’ yields are slightly lower
than the uninsureds’.

MBIA obtains quota-share rein-
surance from seven companies that
share 10% of all risks. Their maxi-
mum exposure on a policy is $11
million. according to John W.
Rindlaub, senior vp at Municipal
Issuers Service Corp.

After this limit is reached, these
reinsurers provide $66 million of

excess-layer coverage. MBIA can
solicit additional reinsurance on a

facultative basis from these or
other reinsurers.

Unlike MBIA, AMBAC's record
is not blemish-free. Prior to its first
WPPSS payment. AMBAC had
paid $2.8 million in claims on 10 de-
faulted issues. Two of those issues
have resumed payments and
AMBAC has been able to recoup its
payments, so that its net claims on

Continued on page 18
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Bond insurance attracting more firms

Continued from page 16 there are not enough hig,-quality has a long -erm faults peaked at 16% of tne total an- looking for ways to expand their
issues that remain in arrears are issues coming to market -O support These tactors col_Ild sg-1.eze in- nua- debt serv ce business MBIA, for example, has
$2 2 million additional entrarts surers’ reso irces if the finaicial se- "Tte field locks :tt-active,"” Mi begun insuring municipal bonds

Only one of these claims in- The field probably wil. not be- cirity of -he underwrit-en munici- Miralia said "But rew companies that already have been purchased
volved a new issue, and none in- come more crowded, they say, be- pal obligat ors were threa.ened should look : arefully before the g and are later sold on the secondary
cluded general obligation bonds cause start-up costs are high for in- Such a situation devel,Eed in leap in This is Still : fairly exotc market Because the bonds are in-

Even with these losses, AMBAC's surers and the insurance, which 1903, the fourth war of de Great prod LCt " sured, they can fetch higher prices
business remains hugely profitable can run the life of 30-year bonds, Depression, when miric pal de- Stil, established insurers are upon resale -

In 1983 alone, the insurer collected
almost $95 miillion in premiums
Thus, AMBAC officials contend
they're not too upset about their
WPPSS exposure

"We don't plan to do anything
different as a result of WPPSS,"
said Phyllis F Smyczek, AMBAC's
custornel relations vp "Wrlting In-
surance means you're going to have
to pay claims "

More than half of AMBAC's in-

surance is written on bonds that al-

ready have been purchased

These issues are in funds and
trusts, as well as bond portfolios
worth more than $500,000 that are

held by individuals or institutions
This individual and institutional

portfolio covelage accounts for

about 2% of AMBAC's business '
AMBAC and MGIC Indemnity
Corp, a sister company, have com-

bined assets of $415 million

AMBAC has insured new issues as

large as $110 million and trusts up

to $128 million = -
To provide this capacity, the

company shares 18 75% of all expo-

sures on a quota-share basis with
threereinsurers x<XE

tE *4.

Then, its first layer of stop-loss

reinsurance, provided by 14 rein- r«21:f L

surers, adds $ to million of protec- . 1 ,.1 a
tion to pay claims For this cover-
age to be triggered, AMBAC has to " a ") "

pay claims equal to more than 125%
of its earned premiums i Nr 1

If claims still remain unpaid, a
second layer of stop-loss coverage —
will provide an additional $50 mil- .
will _ Al $E s -6.fs:"; .s -'-: 1A
lion in funds to fulfill obligations

[ e e s of i 3 ., Er . aff. SIwiVA*#: AM: 49 - 4

ipal bond insurance have opened

this year in response to the growing e 42 4« —*944 (Str(;ét]—- ; 764*'

bond market # B')1>y= 5.71 44F+3..

The first, Financial Guaranty In- - - 111" "1:p > > _96&
surance Co of New York, opened - 2 'F " 2 J I r 25
in January The second, a joint "
venture backed by American In- 616.4 7 ,
ternational Group Inc and Phil- *: aurglze. . '63 9
bro-Salomon Inc, parent of invest-
ment banker Salomon Bros, ex- 12 , 74 *49*'45;#JAGS,- 5 )
pects to start writing coverage this 16@*|at| Vet
month i

Financial Guaranty Insurance .1,4.4,71 - F

Co has insured 27 municipal bond 7 ¢ ”

ttusts and funds and four new : e a

issues with a combined par value of t.' 4 i

about $850 miillion since January ’
Executive Vp Roger K Taylor

would not say how much in premi-

ums this business has generated 4#f= 41 *8@iql’l§)&)’4’5, ) '1 3y 1 y

The company, headed by foimer

AMBAC Chairman Gerald Fried- - * "
man, has targeted trusts and funds o . a-. 4, 2{t K r)
rather than new issues, Mr Taylor el e *A

said, because, "There was good de- 5"] 3124'c AL-.10 -

mand, and sufficient service wasn't L - * |t ¢
being provided " L1 _at ': y’# ﬁ- o
o
Indeed, today 90% of all bond % 2 , A 414 .
issues are purchased by individuals, u-42» =,

either individually or as investors
m bond trusts and funds

-— 14*r

Financial Guaranty was funded 5 0,|a -
with $75 million from five inves-
tors Merrill Lynch, GEC Credit (a
General Electric subsidiary), Leh-
man Brothers Kuhn Loeb Inc ,
Kemper Corp and General Rein-
surance Corp The company has
signed on reinsurers, but Mr Tay-
lor would not reveal their identity

Later this month. the municipal
bond insurance field iS due to be-

come even more crowded when the
Philbro-Salomon/AlG joint ven-
ture starts writing policless

AlIG 15 negotiating with two
other financial institutions to Join
the venture, according to Douglas
A Paul, an AIG vp 49+

While municipal bond insurers’
loss records have been enviable,
the consensus among Industry ob-
servers and participants is that
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Few industrial development bonds insured

Less prevalent than municipal
bond insurance is the even more
specialized product of insuring in-
dustrial development bonds.

Only about $125 million of the
more than $110 billion of industrial
development bonds issued since
1980 have been insured for premi-

ONTHE SCENE,

ums totaliig Borne $9 million.

More than 99% of all IDBs are
sold without insurance. compared
with 79% of all municipal bonds.

IDBs are tax-free securities is-
sued by mur.ie.palities to finance
private developmEnt that
strengthens a commun.ty's econ-

omy. Interest and principal pay-
ments are made from revenues
generated by the funded project.
First issued in Mississippi in 1936,
IDBs are available for construction
of manufacturing plants, distribu-
tion and industrial facilities and

other projects. They are designed to

provide low-cost financing for
companies that otherwise would
have no access to the bond market.
Because insured bonds are more
secure, this coverage can further
reduce the yield. Whether insur-
ance is purchased will depend on if
the average premium of 6% to 7.5%

YOU BEHIND THE SCENE.

Claims Processor

UAC handles over 200,000 workers'’
compensation claims each year. We know
one false step and the results can be pain-
ful. Medical costs. Expensive legal battles.
Disability payments. A whole mess.

That's why we back up our adjuster on
the scene with a knowledgeable team be-
hind the scene. Managers, supervisors,
specialists all work together to see that
you're protected at every step.

The supervisor assigns the claim tothe
best-qualified adjuster. Throughout the
handling process, the supervisor monitors
the actions of the adjuster.

Reviewing.

Advising.

Helping.

Other team members, from claims
processor to rehabilitation coordinator, con-
tribute their specialized knowledge.

It's ateam effort from beginning to end.

All this teamwork has just one objec-
tive: To bring you efficient claims service
that will lower yourclaims costs. Doesthis
team approach work?

Ask any one of the more than 1,400
companies and self-insurers who rely on
UAC service.

UAC has over 60 years of claims han-
dling experience and is staffed with more
than 3,800 adjusters, supervisors and sup-
port personnel operating out of more than
300 offices across the country.

For more information, or our free
brochure, contact: Marketing Vice Presi-
dent, Underwriters Adjusting Company,

2 Corporate Place South, Piscataway,
NJ 08854. Or call (201) 981-8200.

URD®

THE TEAM WORKS.

of the issues' par value, payable in
advance, is more than offset by re-
duced interest charges.

For example, a 20-year, $1 mil-
lion bond with a 10% interest rate
could be charged a $75,000 pre-
mium. This charge would raise the
effective cost of the company's bor-
rowing to 11.08%, according to IDBI
Insurance Managers Inc., one man-
aging general agent providing the
product. Insurance would not be
purchased if the bonds could be
floated without insurance at a
lower interest rate.

Because insured IDBs automati-

cally receive a "triple-A" rating
from Standard & Poor's Corp., this
coverage is particularly useful in
promoting their sale to a national
market. Without this backing,
many of the issues, especially those
from smaller municipalities, would
be limited to local buyers, because
they would not be rated by S&P.

IDB insurance was first provided
by S&B Insurance Services Co. of
White Plains, N.Y..in 1980, target-
ing issues with par values of $5 mil-
lion to $10 million.

Since then, the brokerage unit of
Municipal Bond Insurance Assn.
has placed insurance on IDBs with
a par value exceeding $50 million
for premiums of about $3.75 mil-
lion.

S&B places coverage with more
than a half-dozen insurers, includ-
ing Aetna Life & Casualty Co., The
Travelers Indemnity Co., Fire-
man's Fund Insurance Co., Old Re-
public Insurance Co., St. Paul Fire
& Marine Insurance Co. and Indus-
trial Indemnity Co.

Smaller offerings, with face
values of up to $4 million, have
been insured since June 1982 by
IDBI Insurance Managers Inc. of
New York, a subsidiary of Corroon
& Black Corp.

"We're for the little guy,"” said an
IDBI spokeswoman, "the company
that's making its first big move."

IDBI has placed insurance on 41
bond issues with a face value of
about $75 million, generating about
$5.6 million in premiums for Fire-
men's Insurance Co. of Newark,
N.J. Firemen's, a Continental In-
surance Co. unit, is IDBI's sole mar-
ket for this insurance.

IDBI retains a portion of the pre-
mium and gives the remainder to
its parent. A spokeswoman
wouldn't disclose the amount or

percentage of premiums it keeps.
No insured IDB issue has de-
faulted. "It's really still too soon,”
noted a spokeswoman for IDBI,
"especially since most of the expo-
sures are for 20-year bonds." m

Market covers

hospital bonds

Bond insurance also is of-
fered to the health care indus-
try.

American Health Capital
Inc. of New York has written
16 policies on hospital con-
struction bonds with a total
value of about $625 million
since September 1983.

Company officials would not
disclose the amount of premi-
ums this business has gen-
erated.

While only insuring hospital
issues, AHC protects both tax-
exempt and taxable issues.

Premiums for the new issue
coverage, which is provided by
Industrial Indemnity Co., a
wholly owned subsidiary of
Crum & Forster, range from
0.7% to 1.4% of the debt issue's
total value. As with other
forms of new issue coverage,
premiums are payable in ad-

vance.
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Demand for retroactive insurance lacking

By STEPHEN TARNOFF

CHICAGO-More than a year
after litigation erupted over the
widely publicized MGM Grand
Hotels Inc.'s retroactive liabi:ity in-
surance policies. some insurers are
willing to underwrite policies cov-
ering corporations' known losses
but there are few deals closed.

The demand for retroact.ve in-
surance isn't there, say un-
derwriters and insurance brokers.
They suggest risk managers may
not understand the coverage.

And, when tuyers do seek the
coverage, they often find it too ex-
per. sive or not suited to their needs.

lisurers underwriting retroac-
tive liability insurance to cover a
kn)wn loss charge a premium
today that :hey expect will gen-

erate enoush investment income to
cover the Icss when it comes due.

The mos: widely publicized re:-
roactive liability insurance 911 itten
was for MGM Grand Hot€E=s after
the compary discovered that its $20
million of insurance was ir.ade-
quate to cover losses stemming
from a November 1980 fire at i-s
Las Vegas hotel (BI, Feb. 9, 1981).

Losses have not been pair Lnder
the retroactive policies and sui-s
and countersuits have been filed
over the coverage (BI, Jan 2 ard
Feb. 13).

The breakdown of the MGM
coverage is one reason the pridurt
has not become popular, some say

"It's available,"” says Fr.d An-
gely, vp for Alexander & Alex-
ander in New York. "We've put D-
gether proposals, but can't sa> they

have actually been formalized:

Frank B. H:11 & Co., which bro-
kered the MGM retroactive insur-
ance, has had three requests for ret-
roactive known-loss coverage dur-
ing the past year but did nct make
any placements because she in-
sured decided not to purchase the
coverage, said Riger Wade: vp for
Frank B. Hall & Co. Inc. and head
of the broker's financial guarantees
activity.

Inquiries by insureds are not as
frequent as one might expect be-
cause some risk managers and bro-
kers haven't r.alized the role retro-
active coverage should play, says
Larry Drake, managing director at
Marsh & ME.ennan Inc. in New
York.

Retroactive liability insurance
can be purch:sed when a company

is underinsured or uninsured for a

kr.own 1css. The company knows .t
wil somecay have to pay a loss, but
it doesn't know when or hov
mjch.

By purchasing retroactive liabi.-
its insurance that will pay a certain
amount hen the loss comes du=.,
the company can protect its earn-
ings in the year the loss finally is
owed. And, the company can possi-
bly take a tax deduction for tte
premiums Eaid for the retroactize
insurance while a self-funded re-

serve for the loss generally is n )t
ec nsidered tax-deductible.

"There is a surprisingly large
market f ¢ r known-loss retroactive
coverage as distinguished fro -n
IBNR,"” notes Mr. Drake.

IBNR coverage is written for
prior ac.dent years to cover in-

curred-but-not-reported losses. It is
more common than coverage for
known losses and is purchased by
companies that want to beef up
prior limits, either their own or
those of an acquired company.

"As many as 17 markets consider
all types of retroactive coverage, al-
though they are somewhat erratic
in terms of response,"” Mr. Drake
adds.

On any given risk, perhaps five
will want to respond, five might
consider it and five will reject it, he
notes.

But retroactive insurance is not
cheap

Known-loss coverage may re-
quire a premium very close to the
limit of liability covered by the pol-
icy, explains Angus Robinson, se-
nior vp of Trenwick Ltd. in Ber-
muda.

If an insurer can quantify within
a reasonable, verifiable statistical
basis when the payments will be
made and what size they will be,
the insurer can consider discount-
ing the amount of the premium
needed today, he said.

But, "in most cases there is nei-
ther a statistical basis to quantify
the risk of payment nor the timing
of the payment,” he adds. "You're
dealing in an environment close to
a crapshoot.”

Trenwick will consider requests
for retroactive liability insurance,
"but with a rather jaundiced eye,"
Mr. Robinson said. "Most un-
derwriters who try to apply imagi-
nation to products will look at it,"
he adds. "Anything is insurable at a
price."

James Pearce, vp for American
Reinsurance Co., said at least one
large insured with substantial legal
problems that sought such coverage
finally rejected it because of the
price. "The cost of the transfer of
dollars was so high they couldn't
afford it."

The high price reflects another
difficulty for insurers underwriting
the product They get little if any
reinsurance support.

Since the MGM coverage was
written, reinsurers have specifi-
cally excluded retroactive insur-
ance for known losses from cover-
age under their treaties, fearing
that they could end up paying twice
for the same loss-once under a
conventional insurance policy and
then again under a retroactive pol-
icy.

Lacking reinsurance support, in-
surers that want to write retroac-
tive coverage must do so on a net
line basis, limiting capacity.

And, there is increasing reluc-
tance on the part of domestic mar-
kets to get involved with this type
of transaction as well as a move-
ment by insurance regulators to
look at accounting practices involv-
ing these transactions, says Mr.
Wade of Hall.

"The transfers are going to the
offshore markets. The Bermuda
markets are inclined to take these
types of arrangements," he says.

Shippan International Insurance
Co. Ltd. in Bermuda is specifically
targeting corporate needs for retro-
active liability insurance and has
written two policies in the last
year.

Shippan is owned by nine finan-
cial and insurance institutions in-
cluding General Re Corp. and
managed by Gen Re's Bermuda
subsidiary, General Re Service
Ltd.

Shippan made its big push into
financial insurance products in
1983 after its original black lung
risk-funding products were no
longer needed by coal mine opera-
tors due to changes in the black
lung law (BI, April 25, 1983).

In addition to retroactive liability
insurance, Shippan also writes loss

Continued on page 22



Herfis What All

The Excitement Is About At The

Home Insurance Company.

The CMP Competitor-An Enhanced Commercial Multi-Pril
Policy With HigherLimits and Broader Coverages.

The Home is committed to
creating new products that are
right for the times. That's
whywe're offering the

CMP COMPETITOR.

It is designed for preferred
Business Owner, Industrial,
Hospitality, Institutional and
Condominium accounts
where the annual premium is
$5,000 or greater.

The Home% CMP

Competitor Provides More
Coverage at Competitive
Rates.
Not only is the CMP
Competitor economical, but
your clients obtain a true "nil
Risk" policy as it includes
both flood and earthquake
coverage. A "Replacement
Cost Guarantee" for buildings
is available as outlined in the
policy, and newly acquired
locations are automatically
covered up to $500,000.

Also, subject to regulatory

approvals, accounts which
remain claim-free for a full

THE HOME
INSURANCE
COMPANY

A City Investing Company

policy year may be eligible for
a special rate reduction in
future policy periods.

And You Can Add Our

Exclusive Extra Strengthsm
Product Liability Insurance

With a Simple Endorsement.

Our Extra Strength Product
Liability coverage goes
beyond the standard product
liability policy. Two features
-product damage protection
and product recall coverage -
make this endorsement a plus
for many accounts.

Other optional features in
the Competitor include time
element coverages, tax rev-
enue interruption protection,
functional replacement
cost coverage and boiler-
machinery comprehensive
coverage.

Best of all one application
form does it all.

Our CMP Competitor
policy is arranged in sections

which offer different forms of

coverage depending on your

client's needs. This allows you
to customize the policy "on
the spot”

We'11 Send You All The Facts.

If you don't know the story
on our CMP Competitor,
you're not offering your
clients one of the best muilti-
peril coverages available in
the industry.

For more information,
contact The Home field

office nearest you or 119%:"
return this coupon today. .liwill-
Learn why we call this

coverage the Competitor.  ,guckerounD PECE

N Please send a background aa
1 brochure on The Home's

, new CMP Competitor.sm

5
* Name

AN rLtiri
|

City/State/Zip

. S

Telephone Nn
- Mail to: Marketing Department, 3rd Floor,

The Home Insurance Company
59 Maiden Lane, New York, NY 10038

The CMP Competitor is available in most states.

L 1(1)6

59 MAIDEN LANE, NEW YORK, NY 10038

mi
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Still

independent

05121

DELAWARE VALLEY i Former
Independent
UNDERWRITING AGENCY, INC.
Wholesaler

CORPORATE HEADQJARTERS

420 S. YORK ROAD, HATBORO PA 19040
Phone (215) 443-3500
Telex Nos. 845-267 or 831-449

PITTSBURGH NEW JERSEY OHIO NEW YORK WEST VIRGIN A

412-369-2500 800-772-2207 216-449-0351 212-227-8806 800-245-4744

201-564-9633 304-342-4835

Bermuda firm targets market

Continued from pcge 20

portfolio transfers from insurance
Dompanies and prospective catas-
topne treaties for insurance com-
Fanies.

St.ippan can capitalize on the tax
and regulatory advantages offered
ty its Bermuda domicile when un-
Eerwriting these programs Be-
cause Shippan i. not a controlled
fore.gn corporation, its sharehold-
€rs are free of (i.rrent tax on the
company s operations As a result,
investment income on premiums
accumulates tax free.

In addition, because Shippan is
not subject to U.S. statutory insur-
ance accounting. it can discount
loss reserves.

Shippan's annual report cizes as
one of its "unique products," the

'insuring for a known or expected
loss, with the added benefits of a
current premium payment ard the

tax-exempt accumulation of funds
to pay the loss."

In 1983, Shippan underwrote $11
million in premiums against capital
and surplus at year-end of $36.2
million. All but $1 million of the
premium was related to financial
products. Of the four policies, one
was a retroactive liability insur-
ance policy with a premium in ex-
cess of $1 million, according to
General Re Services Vp and Gen-
eral Manager William M. Kinney.

Shippan also is also currently ne-
gotiating several other retroactive
policies, he added.

When underwriting a retroactive
liability insurance policy, Shippan
considers the insured's motivation
in purchasing the coverage, what
the insured is trying to protect, the
amount of insurance required, how
soon the insured needs to recover
under the policy and what invest-
ment vehicles and rates are avail-
able in the investment market.

"Shippan assesses the liability
and the litigation process and
reaches a policy limit," Mr. Kinney
explains. The corporation then
pays the premium to Shippan in
one of several ways.

It can be paid upfront and Ship-
pan will guarantee a interest rate
on that premium. The premium,
plus interest that has accrued tax-
free, will be available to pay the
loss when it comes due.

Or, if the policyholder prefers,
Shippan can structure the premi-
ums payments over any number of
years with the policy limit avail-
able to be called upon at any given
time established in advance.

"It doesn't take a genius to dis-
count a known loss," Mr, Kinney
notes. "But there are other tax and
investment vehicles that can be in-
corporated"” in writing the cover-
age.

The premium payment could
possibly include stocks, bonds or
other securities, Mr. Kinney adds.
"It's something we could think of,"
he adds. "We'd look at it.”

But whether fixed securities
would be acceptable would depend
on answers to other questions in-
cluding the investment risk of ac-
cepting them and what the invest-
ment value will be a number of
years in the future, he adds.

It would be tough to determine
what the value of the shares will be
in the future and to determine a
policy's limits based on the value of
the share, he said.

Shippan also can fashion policies
with a commutation clause so that
if there is no loss at a certain period
of time, the premium can be re-
turned, Mr. Kinney says.

With the insurer's $38 miillion
capital and surplus, Shippan
theoretically could write five or ten
times that amount in retroactive
coverage under Bermuda regula-
tions, Mr. Kinney adds.

"Shippan is only limited by
imagination and its strong sense of
marketplace ethics to be sure we
are not contributing to the delin-
quency of someone else," he says.

Mr. Kinney adds that premiums
paid to Shippan should be tax de-
ductible to the policyholder be-
cause there is risk transfer.

But he adds that every situation
is different and that no insurance
company guarantees tax and ac-
counting treatment. That determi-
nation is up to the client and his tax
advisers.

"It's a very unsettled area of the
law. You can't be definitive."

There have been some sugges-
tions that Congress may declare
that retroactive liability insurance
isn't insurance for tax purposes, but
those suggestions are not yet part of
any legislation.

Shippan's marketing force is
Herbert Clough, the wholly owned
brokerage subdsidiary of General

Re Corp., based in Greenwich,
Conn.
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TO FORGE IS
EXP NS

A director or officer makes thou-

sands of decisions each year Any one
of those decisions can backfire and

become the target of a lawsuit. The courts
are full of such cases and win or lose
the costs are extremely high.

Western Employers Special Risks pro-
vides a broad range of liability coverages
to ease the burden of these exposu res.

Whether you represent a for-profit
corporation or non-profit organization,
every D&O policy we write can be tai-
fored to meet your specific needs, through
a wide range of limits, deductibles and
options. For example, our cove rages for
financial institutions can include addi-
tional programs such asTrust Department
E&O, Fiduciary Liability E&O and IRA/
Keogh Plan E&O. We can also customize

our Professional Liability Insurance Policy
for non-profit associations.

For more details on these excep-
tional coverages, contact your indepen-
dent insurance agent or broker We are
certain you will be pleased with our

prompt service, sound underwriting and
sensitive claims service.

VIAAVWESTERN
.ad EMPLOYERS
77 SPECIAL RISKS

A Division of Western Employers Insurance Company

150 N. Martingale Road, Suite 240
Schaumburg, lllinois 60194
312/882-1114 or 1-800/323-2354
In lllinois: 1-800/942-4714

The above products have been filed with all app-opriate state regulatory agencies.
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Construction slowdown hinders surety growth

By STEPHEN TARNOFF

The recent improvement in the
nation's economy is sparking some
increased interest in surety bonds,
one of the oldest forms of financial
guarantees, but not nearly as much
as underwriters had expected.

The construction industry, espe-
cially companies that work on the
road and highway projects that are
a major source of contract surety
bonds, is not yet making the come-
back that had been anticipated.

Many contractors are still hard-
pressed to find work and are
lowering their bids on construction
projects. This, in turn, affects
surety underwriters, whose premi-
ums are based on the contract cost.

In addition, the lower the con-
tract bid, the lower the contractor's

profit margin, which increases the
likelihood that the contractor may
not be able to complete the project.

Unlike some of the more exotic
forms of financial guarantees,
surety bonds have been an essential
part of the insurance industry for
years. Basically, a surety bond
guarantees monetary payment or
completion of a project should a
party fail to perform specified acts
within a stated period.

Most surety bonds that are un-
derwritten are contract bonds that
guarantee the contractors will com-
plete their jobs and comply with all
the requirements of a project.

However, surety insurers also
write miscellaneous risks, includ-
ing non-contract obligations and fi-
nancial guarantees.

And, the growth of financial

guarantee coverages, like lease
guarantee insurance, could have a
big impact on the surety industry.

"The (financial guarantee) mar-
ket is still undetermined but is
growing very fast,"” says Lloyd Pro-
vost, president of the Surety Assn.
of America in Iselin, N.J., the
surety industry's trade association.
"We do know it is a major compo-
nent of the surety line."

"There are new premiums com-
ing into the surety line,"” he adds.
"The problem is that these finan-
cial guarantees must be under-
written very carefully."”

Robert L. Mills, assistant vp of
the bond department at Aetna Cas-
ualty & Surety Co., notes the im-
pact of financial guarantees on the
surety industry is uncertain,
though it may affect the split in

The Backerri:

Protecting Professionals

premiums between contract and
non-contract bonds.

Traditionally, contract bonds
have garnered two-thirds of the
premium, while non-contract
bonds, including financial guaran-
tees, generated just one-third of the
business.

"Those numbers are beginning to
be influenced by new financial
guarantee products,"” Mr. Mills says.
"Some people project that even-
tually financial guarantees will be-
come as large as contract income.

"It's an area where we're going
slowly, he adds. "l don't feel the in-
dustry in general at this time fully
recognizes the risk which exists in
some of those types of guarantees.”

Although the construction indus-
try has not rebounded as much as
underwriters had hoped, some

For many years, The Backers at the Interstate Insurance Group have been
coming up with practical solutions to the insurance problems of professional

people. We provide umbrella liability coverage for dentists, and property

coverage for the instruments of professional musicians. Of course,

these are only two of the many creative programs we've designed for a
wide range of professions. If your book of business includes professional

people, you should talk business with The Backers.

Interstate Insurance Group

interstate Fire 6 Casualty Company

Chicago Insurance Company

Interstate Indemnity Company

55 East Monroe Street, Chicago, illinois 60603 312/346-6400

Atlanta Boston Chicago Dallas Houston Los Angeles
Minneapolis New Orleans New York Philadelphia San Francisco

Member Companies of interstate National Corporation, one of the Fireman's Fund Insurance Companies

surety underwriters project an 8%
to 10% increase in premium volume
in 1984.

Although official 1983 under-
writing results have not yet been
published by the Surety Assn. of
America, 1983 premium levels for
traditional surety lines will show a
slight increase, according to the
SAA's Mr. Provost.

But, overall underwriting expe-
rience "has been a little worse™
than 1982, Mr. Provost says, esti-
mating that the industrywide 1983
combined ratio is about 100%, com-
pared with 96% in 1982.

The increase in the combined
ratio is largely due to higher losses.
Preliminary SAA figures put the
loss ratio for total surety at 38% for
1983, compared with 33.2% in 1982.

"The contract line appears to be
marginally profitable,” he adds.

Surety underwriters note that al-
though the construction industry
has begun to improve during the
past year, most of the recovery has
been in the housing market, which
is not traditionally bonded.

Meanwhile, non-residential con-
struction for the federal and state
governments, for which virtually
all work is bonded, has lagged.

For instance, the 5-cent-a-gallon
federal gasoline tax that went into
effect last year to finance road and
highway construction has not de-
veloped as much work as was antic-
ipated.

"We thought it would generate
more activity than it appears to
have generated," says Robert
Sener, assistant vp in the bond de-
partment at Hartford Insurance Co.
in Hartford, Conn.

"There does seem to be more

work coming out," adds W.R. Hol-
ley, assistant vp in charge of con-
tract surety bonds with USF&G
Corp. in Baltimore. "But, by and
large, there is not a major uptick.
Even if there were, it would not be

sufficient to absorb the unused ca-

pacity in the market right now."

Most underwriters didn't see
much improvement in volume dur-
ing 1983 and don't expect much in
1984.

"Premium volume was just about
flat" in 1983, says Hartford's Mr.
Sener. He expresses a "cautious op-
timism" for 1984, which will de-
pend on the availability of govern-
ment funds for construction and no
major increase in interest rates.

"We don't see a tremendous in-
crease in available work for con-
tractors, perhaps a 2% increase in
real dollars for work that is overall
bid," Aetna's Mr. Mills adds.

"That's not a great increase, but
it means it will be as good as last
year, although last year was de-
pressed."

Mr. Holley of USF&G says, "We
have not seen material changes and
don't expect to see any in 1984."

Mr. Holley points out that there
is a substantial lag between the

time the economy picks up and the
time its effect is felt on non-resi-

dential construction.

"It's the last thing to be picked up
in an upturn.”

Underwriters also agree that
their loss ratios could increase
again in 1984, as they did in 1983.

The lack of a construction boom
means that contractors will fiercely
compete for the work available,
cutting their profit margins as low
as possible.

The low margins, however, make
it more likely that contractors will
not be able to finish the job if some-
thing goes wrong. It also means
that underwriters must be more
careful about the contractors they
insure and will be more likely to
tighten their underwriting require-
ments, some insurers say.

"The very, very competitive con-
struction market places pressures

Continued on page 26
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When you work with Sentry, everything
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Surety bond demand slow
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on contractors in terms of margin,” Mr. Mills adds.
"The lower the margin the greater the risk for the
contractor.™

Among the items underwriters take into consider-
ation when writing a surety bond is the contractor's
ability to manage and finance the work program.

According to Mr. Mills, the underwriter must
evaluate the quality of the contractor's employees,
equipment and organization, including the types of
contracts the contractor has completed in the past.

"They also must be able to forecast several years
down the line, because when the underwriter writes
the bond, he is not relieved from liability until the
job is completed,"” Mr. Mills adds. "You must be able
to look ahead and anticipate the contractor's finan-
cial growth as well as deterioration.”

Despite the widespread competition in most com-
mercial insurance lines, the rates charged by surety
underwriters don't fluctuate very much, un-
derwriters say, adding that surety bonds have not
been subject to the intense rate cutting that hit other
types of property /casualty insurance.

Most surety underwriters say they compete in the
service they can provide, the credit limit they can
provide and the quality of their bonds.

But rates can be a factor if the job is a particularly
large one, involving millions of dollars of contract
price, says Glenn Montgomery, assistant vp at
Chubb Corp. in New York.

The Surety Assn. of America recommends its
member companies charge a base rate of 312 per
$1,000 of contract value, up to the first $500,000.
After that, the rate drops to $7.50 per $1,000 of con-
tract value for the next $2 million, Mr. Provost says.
Some underwriters, though, deviate slightly from
the recommended rates.

No matter what rate they charge, most un-
derwriters don't see a change in rates during 1984.

"It's stil a very, very competitive market and
there will be no increases in the rate level,"” says the
SAA's Mr. Provost. "We don't see rates necessarily
climbing in 1984 in the surety areas."

"From an industry standpoint, rates haven't
really changed, and | don't think they will," adds
Jerome H. Noldin, senior underwriting officer for
contract bonds for St. Paul Fire & Marine Insurance

Co. in St. Paul, Minn.

More companies
express interest
INn cred it coverage

By JUDY GREENWALD

NEW YORK-The volatile econ-
omy is prompting new growth in
old-time credit or accounts receiv-
able insurance, say the two un-
derwriters of this coverage.

The insurance, which indemni-
fies a company for unpaid debts
due to the bankruptcy or insol-
vency of its customers or slow pay-
ment on their part, is of most inter-
est to smaller companies that can-
not absorb a large bad-debt loss, but
both underwriters say more large

For directors and officers who discover
being on the board can be a painful experience.
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cost the directors or officers their jobs, it

These days, a hatchet job on a
company's board of directors is just as
likely to come from a discontented em-

<-1 ployee or stockholder

" 41 /7 1 /* asitis from a politi-
1 O/re Cgs-'Ish 1cfShLE_intkz.) caIIy-motivate% rival.

Not only could this

could cost them their life savings, as well

as severely impair the company's future.
But before anybody has a chance to
hurl a damaging claim your client's way,

Royal offers an insurance policy for di-

rectors and officers that can help soften

Name

the blow. Title
Royal's D&O policy is worldwide pro- Company

tection for executives that includes court Stroer

costs, legal fees, claims and judgments. Gty

D&O is a product of our new Excess
and Surplus Lines Department. Which

also writes commercial umbrella, ex-

Stan

1 Royal Insurance

Royal

Please send me more information abou[ Rovars D&O polic¥.

excess property programs.

D&O is written by an admitted insurer
of Royal Insurance with a Best's rating
of A-LXV. So when it comes to D&O
insurance, Royal responds.

Because there's always someone with

an ax to grind..*..

Insurance

| D&O/Excess & Surplus Lines

cess hospital professional liability,
primary general liability, first loss and

150 William Street
New York. N.Y. 10038

firms are becoming interested.

The only two markets currently
underwriting accounts receivable
insurance are Baltimore-based
American Credit Indemnity, a sub-
sidiary of Control Data Corp., and
New York-based London Guaran-
tee & Accident Co., an affiliate of
Continental Insurance Co.

American Credit Indemnity,
which was founded in 1891 by a
group of New Orleans busi-
nessmen, generated 76% of the $52
million in credit insurance premi-
ums recorded last year, according
to Chairman and President H.A.
Legge Jr.

London Guarantee, founded in
1879, was an outgrowth of factoring
in the clothing manufacturing busi-
ness, although the firm is no longer
involved in the clothing industry,
says Kenneth C. Lee, a special
agent for the firm. In factoring, a
third party helps the seller collect
accounts receivable and, when they
aren't collected, helps finance the
debt. This is particularly common
in the clothing industry.

This summer, Baltimore-based
Fidelity & Deposit Co. of Mary-
land, a subsidiary of Swiss Reinsur-
ance Co. and Zurich Insurance Co.,
will enter the market on a limited
basis, says Louis Calucci, resident

vp in the firm's Bloomfield, N.J.,
office.

London Guarantee's Mr. Lee an-
ticipates a 30% increase in premium
this year, primarily generated from
major companies that will be insur-
ing their accounts receivable for
the first time.

Previously, Mr. Lee says, the
typical buyer of credit insurance
had sales of $5 million to $10 mil-
lion. Now, firms with sales of $500
million or more are seeking to in-
sure all or part of their accounts re-
ceivable.

He attributes the increased inter-
est to "volatile economic condi-
tions. We're going from inflation to
recession, to good times to bad
times."”

This creates the need for proper
planning by many companies to
protect themselves in the event of
"strategic bankruptcies,” such as
those entered into to avoid an ex-
pensive labor contract, he says.

According to Dun & Bradstreet,
there were 31,334 bankruptcies last
year, or 110 for every 10,000 busi-
nesses, the highest rate since 1932

The $52 miillion in premiums
written last year "could easily be
$200 million as soon as the unini-
tiated companies and insurance
brokers find out what's available,”
Mr. Lee says.

Mr. Legge, who says his com-
pany's business has been growing
at a 13% to 16% annual rate, also
perceives a trend toward larger
companies with sales of more than
$50 million buying accounts receiv-
able coverage. "There has been a
tendency to slow down payments,
and thus the outstanding (accounts)
are much greater."

Despite this trend among the
large companies, Mr. Legge be-
lieves the smaller businessman will
still be the one most interested in
this coverage.

"The interest in credit insurance
is primarily coming from the entre-
preneur who is a small busi-
nessman to whom any substantial
credit loss could be devastating, in
that it could wipe out the entire net
worth of the company.

"I think the application of credit
insurance for the most part is
(among companies) in the $1 mil-

Continued on page 28



Adjusters have come and gone.

Then it happens.

Nothing.

No property compensation. No business
interruption payments. No rebuilding.

The fate of an entire company depends
on an insurance check that, because of slow
claims handling or a shortage of cash, may be
delayed. And delayed.

Until it's too late.

At INA Special Risk Facilities, Inc a
CIGNA company we stay in business by mak-
ing sure our customers do.

INA Special Risk Facilities, Inc.
a CIGNA company

-INASpectal Risk Focilities, Inc isthemorketingcompon.for g ducts
unde,wfitten by the Insurance Company ol North Ametica

A DISASTER IS ABOUT TO HAPPEN.

The smoke has cleared. The rubble settled.

So we'll pay an insured loss like this
promptly-even if our reinsurer doesn't. Then if
someone waits, it's us.

We can open an on-the-spot claims
office. And staff it with specialists from around
the country to assess property and business
interruption losses, and issue third party checks
as soon as possible.

We even sell salvage. And warehouse
undamaged goods.

Why do we do all this?

Because at CIGNA we know that most
businesses can survive anything-except the
wrong insurance.

CIGNA
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Credit insurers say business is increasing

Continued ftompage 26
lion to $20 million annual sales vol-
ume category,"” he says.

For a manufacturer with $5 mil-
lion to $10 million in annual sales,
premiums would run from one-
tenth to one-fifth of 1% of annual
sales, Mr. Legge says.

The exact rate would depend on
the credit rating of the firm's cus-

tomers. If its accounts were equally
divided between well-rated ac-

counts and those without a credit
rating, the final cost would be
closer to one-tenth of 1%, Mr.
Legge says. "If the mix is more to-
ward the unrated accounts, it
would be closer to one-fifth of 1%."

Mr. Lee, who estimates his poli-
cies cost about one-twelfth to one-

third of 1% of sales, also notes that a
firm that sells $1 million worth of

*F
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merchandise to an account once a
vear will pay more for insurance
than one that makes several differ-
ent sales during the course of the
year that total $1 million.

Both ACI and London Guarantee
base deductibles on the losses a
firm is expected to sustain witt in
any given 12-month period. These
could range from $35,000 to
$100,000 annually.

Under both the ACI and London
Guarantee policy, the policyholder
determines how much of his ac-
counts receivables should be cov-
ered. He can select a general Cover-
age policy, under which the majpr-
ity of his receivables will be
covered, or a specific coverage pol-
icy, under which a select number of
his largest accounts will be insured
separately, Mr. Legge says.

For instance, a manufacturer
with hundreds of $10,000 accounts
and a dozen $500,000-plus accounts
would probably only cover the
larger accounts. Any limits on cov-
erage are determined by the policy-
holder himself, Mr. Legge says.

Neither ACI nor London Guar-
antee, however, permits "adverse
selection," Mr. Lee says.

"If someone gives us the five
worst accounts and asks us to in-
sure those, we will not."

A policyholder could also decide
to self-insure part of the risk.

ACI and London Guarantee per-
mit endorsements to their policies
to cover particular accounts. One,
for instance, applies to specially
processed or purchased merchan-
dise,.like private-label items.

"Anything manufactured to

order that wound up in the pokey-
holder's warehouse at the time of
(the accounts) bankruptcy wculd
be covered by the policy, " Mr.
Legge says.

If the policyholder is financing
his receivables through a bank, a
bank endorsement would give the
bank the same rights as the policy-
holder, Mr. Legge says.

Another endorsement eliminates
the deductible in the event of a cus-
tomer's insolvency.

Still another permits the policy-
holder to continue to ship to an ac-
count even though its credit stand-
ing has deteriorated.

At both firms, claims are gen-
erally paid on an annual basis al-
though an endorsement can be pur-

chased for more-frequent claim
settlements.

Environmental Law

Notification to EPA of Hazardous V

IS IT WWORTH THE RISK?

An improperly designed hazardous weste
coverage program can lead to serious penalries
for your hazardous waste clients-possibly even
fines of up to $25,000 per day. And it could leave
you exposed to potential E&O claims.

Instead of wandering through the maze of
ever-changing, ever-growing state and federal
financial responsibility requirements, let ECS

take the lead.

The ECS staff specializes in creating com-
plete hazardous waste insurance programs
specifically designed for companies

involved in TSDF and transport. And our car-
rier, The National Union Fire Insurance Co. of
Pittsburgh, Pa., has an A+ XV Bes['s rating. We
also have a legal adviser on staff who constantly
monitors regulations and is up to date on finan-
cial responsibility requirements, state by state.
Quite simply, we're the hazardous waste in-
surance experts. It's all we do. And we do it better
than anyone else. So call us today-because

anything less than our treatment of hazard-
ous waste insurance could be hazardous to

your clients- and you.

ECS

THE HAZARDOUS WASTE INSURANCE SPECIALISTS.

ENVIRONMENTAL COMPLIANCE SERVICES,INC. 721 E. LANCASTER AVENUE, DOWNINGTOWIN, PA 19335 PHONE (215) 269-6731

Both insurers are seeing their
loss ratios improve. AClI's loss ratio
in 1982 was more than 61%. In 1983,
it was slightly above 44%. And this
year, it has improved even further,
Mr. Legge says.

"The loss ratios were quite high
in 1982, and in 1983 they were quite
a bit better because, despite the
continuation of bankrupteies, most
of them were taking place on ac-
counts that were having problems
prior to that time and we were
careful on," says Steve Taylor, as-
sistant secretary of London Guar-
antee. So far, he adds, the loss ratio
has improved even further in 1984.

For the first 43 years that Dixie
Yarns, a Chattanooga, Tenn.,-based
textile manufacturer, was insured
by ACI, it filed claims only twice
for a total of $5,000, says credit
manager Joe Eaves.

But in 1979, a customer went
bankrupt and Dixie tapped the in-
surer for $400,000, Mr. Eaves says.
ACI was able to recover only 12
cents on the dollar, he notes.

Dixie, which supplies its yarn to
the carpet industry, insures about
$200 miillion of its $283 miillion in
sales through ACI. The remaining
$83 million in accounts receivables
is handled by factors.

About $196 million of the $200
million in accounts receivables in-
sured through ACI is covered
under a general policy. The other
$3.6 million is insured through en-
dorsements and five special poli-
cies, Mr. Eaves says.

For example, $200,000 of a
$300,000 account might be covered
by an endorsement, with the re-
maining $100,000 covered by a spe-
cial policy.

There is a $75,000 deductible on
the general policy, while deduct-
ibles for the special policies vary,
Mr. Eaves notes. The total cost for
the general policy and the five spe-
cial policies is $120,000.

The 20 endorsements on Dixie's
policy also cover accounts not rated
by Dun & Bradstreet.

Having a credit policy is an ef-
fective sales and marketing tool be-
cause "we can go in and sell to peo-
ple who would not be the best of
credit risks," says the credit man-
ager for a apparel manufacturer
with $100 million in annual sales.

About 50% of the firm's accounts
receivable are covered by an ACI
policy, says the credit manager. "If
we wanted all the accounts cov-
ered, | imagine the insurance pre-
miums would be astronomical.”

A total of 505 accounts are cov-
ered by special endorsements
added to one general policy, which

w:

costs "in the low six figures" an-
nually, the credit manager says.

He notes that because companies
are constantly being added and
subtracted from the list of special
endorsements, the total premium
paid by the company at any one
time is difficult to determine.

As of March 15, the company
had filed $119,000 in claims this
year toward its $350,000 annual de-
ductible, says the credit manager.
ACI has paid claims five times over
the past 10 years, for a total of
about $500,000.

Lucille Farms, a Yonkers-based
cheese producer, has never filed a
claim in the six years it has had its
London Guarantee policy.

The firm renews it each year,
though, "just in case. | sleep better
that way," says Vp Alfonso Fali-
vene. The firm has about $30 mil-
lion in annual sales, with about 75%
of its accounts receivable covered
by the policy.

The policy covers "concentrated
accounts," which are the accounts
that represent at least 10% of com-
pany sales, and has a $35,000 de-
ductible.

The policy costs about 0.1% of re-
ceivables, Mr. Falivene says. .



N.Y. residual value insurers

threatened by state regulator

By JUDY GREENWALD

NEVWW YORK-For a brief dozen
days it looked like residual value
insurance was, for all intents and
purposes. condemned to death in
New York state.

It has since been granted at least
a temporary reprieve, and perma-
nent rescue may be on the way.

Residual value insurance guar-
antees an asset's worth in the fu-
ture, with insurers indemnifying
the policyholder if the asset's value
falls below a specified level during
the policy period.

New York Insurance Superin-
tendent James P. Corcoran notified

New York-licensed insurers March
29 that they could not write resid-
ual value insurance after April 15,
and policies now in force could not
be renewed or continue in force
after April 14, 1985.

Many of the insurers writing re-
sidual value insurance are licensed
in New York, notes Richard H. Na-
pier, second vp at General Reinsur-
ance Corp in Greenwich, Conn.

However, Morris Roberts, vice
chairman of Clarendon Group Ser-
vices in New York, which arranges
residual value insurance, said,
"People will figure out how to
work around it." There are insurers
not licensed in New York that
could issue the coverage, he notes.

Such alternatives may not be
necessary because Mr. Corcoran
has delayed the deadline for writ-
ing residual value insurance and

legislation permitting the product
has been written.

Mr. Cor.oran's March 29 letter
said residual value insurance falls
into the category of "insurance of
life of property." As such, he said,
to underwrite it, insurance com-
panies must be organized pursuant
to Section 401 of the insurance law.
But, he added, no insurance com-
pany has the license to write this
type of insurance in New York.

The ban on underwriting resid-
ual value insurance also applied to
the New York Insurance Exchange
and New York's Free Trade Zone,
whose specially licensed insurers
can write insurance for special
risks without any rate or form reg-
ulation by the state Insurance De-
partment.

The March 29 letter, in effect,
would have killed residual value
insurance in New York because the
law stipulares that life-of-property
insurers mLst set up a reserve equal
to the limit of each policy, says Mr.
Napier of General Re.

The reserve could be discounted
by no more than 3% annually, so in
practical terms, Mr. Napier
explains, to issue a 10-year residual
value policy with a $10 million
limit, the insurer would have to im-
mediately reserve $7,440,939. This
would result in a prohibitively high
premium. "Nobody in their right
mind would pay for that coverage,”
he said.

On April 10, however, Mr. Cor-
coran said in a supplement to his
original letter that he had given
"further consideration” to the ef-
feet his policy would have on New
York banks and leasing companies
and its "sudden negative impact”
on the state's economy.

As a result, he extended the
deadline for writing residual value
policies to July 15 and said any pol-
icies that expire before that could
be renewed. He also said any poli-
cies now in effect could continue
until their expiration date.

In the meantime, legislation that
would permit insurers to under-
write residual value policies has
been written, and sponsors in both
houses are now being sought.

Patrick Foley, vp and associate

general counsel for American In-
ternational Group Inc., who helped
write the legislation, is optimistic it
will pass. AIG is among the insur-
ers that occasionally underwrise re-
sidual value policies.

The New York departm.nt's
concern with residual value i-.sur-
ance may be just another bump in
the road to growth for the product,

which has recovered from a stum-

bling start and is now running
along a: a swift pace.

It stumbled on a $388 miillion loss
suffered by Lloyd's of London :yn-
dicates on polic.es they issued in
the late 19;0s :0 computer leasing
companies guaranteeing the value
of their leases.

Even though the policies were
not residual value per se, the 1csses

Contmued on next page
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Residual value

Continued from previous page
scared some underwriters away.

True residual value insurance
guarantees the value of the equip-
ment in the future.

Residual value coverage permits
financial institutions in particular
to price leases more competitively
and all companies in general to
strengthen their balance sheets by
carrying equipment at the insured
residual value rather than at the
book value, which is normally
lower.

Insurers and brokers estimate
that more than $30 miillion in pre-
miums were written in residual
value insurance last year.

"It is clearly expanding rapidly,"”
says Douglas G. Morris, president
of D.G. Morris Inc. in New York, a
subsidiary of Corroon & Black
Corp. Mr. Morris has been involved
in underwriting residual value in-
surance for several years.

The assets most commonly in-
sured under residual value insur-
ance policies are commercial and
corporate aircraft and railroad roll-
ing stock, but machine tools, aut:o-
mobiles, telephone systems and
computer equipment have been in-
sured as well.

The biggest users of residual
value insurance to date have been
financial institutions.

Under the Federal Reserve
Board's Regulation Y, bank holding
companies cannot assume at the
end of a lease that an asset is worth
more than 20% of the acquisition
cost. Similarly, under Regulation
7.3400, the controller of the cur-
renay says that bank leasing subsi-
diaries are limited to assuming 25%
of the acquisition cost.

The insurance permits leasing
subsidiaries of bank holding com-
panies and banks to assume a
higher value on their books for
leased assets, making higher-risk,
short-term operating leases feasi-

ble.

For instance, to price a lease
competitively, a bank holding com-
pany may be able to recover just
60% of an asset's cost in leasing in-
come. It is allowed to assume an ad-
ditional 20% of the value, and the
other 20% would be covered by re-
sidual value insurance.

Without the insurance to re-
cover its cost, the holding company
would have to charge rates that
would permit it to recover 80% of
the asset's value, and, perhaps,
price itself out of the market.

The coverage is used by financial
institutions in other ways.

Vince Kolber, president of Resid-
ual Based Finance Corp. in Chi-
cago, which sets up deals involving
residual value insurance, says he
recently worked with two banks
that were each partners in 450
leased railroad cars.

The banks wanted to sell their
equity position in the lease. The 15-
year lease had seven years remain-

ing, but because it was a leveraged
lease, all the leasing income went to
retire the remaining debt on the
cars. "Consequently,"” Mr. Kolber
says, "for a new investor, there was
Nno immediate cash return for the
next seven years to the lease ex-
piration point."

Mr. Kolber found an investor
willing to purchase the cars. Resid-
ual value insurance bought by the
investor insured that the ears
would have a value of $2,500 per
unit, or $5,625,000, seven years .n
the future.

A 14.5% interest rate was agreed
upon. The net present value of
$5,625,000 seven years from now,
with a 14.5% interest rate, is
$2,075,000. The new investor paid
the $2,075,000 to the banks. This
permitted him to book as income
one-seventh of the $2,075,000, plus
14.5% interest, every year for the
next seven years. This will net out
to $5,625,000 at the end of seven
years, when he will be able to take
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possession of the cars.

The insurance means the invest-
ment is protected in the event the
cars are worth less than $5,625,000
at that time. The banks, in turn,
were able to book the entire
$2,075,000 as income immediately.

VWWhile banks continue to be
major users of residual value insur-
ance, "right now we're almost in a
transitional period” with other
types of companies becoming in-
terested as well, says J. Francis
Sinnott, a vp with Johnson & Hig-
gins in San Francisco.

"Pretty sophisticated, larger
companies" are buying residual
value insurance as a means to write
up their assets, cutting back on the
need for borrowing and enhancing
their credit, Mr. Sinnott says.

The "most consistent players” in
the residual value field, Mr.
Roberts says, include Clarendon,
which has an underwriting ser-
vices agreement with General Re-
insurance Services Corp., a subsidi-
ary of General Re Corp., and OIld
Republic International Corp.,
through its White Plains, N.Y.,-
based Residual VValue Managing Co.
Other major insurers, he says, are
involved on an "in and out"” basis.

For instance, a spokesman for
Prudential Reinsurance Co. in New
York says, "We do have some ex-
isting contracts, but we're not what
you'd call a big player in this area.”

In December, Traveler's Insur-
ance Co. became involved in the
field in an indirect way as well,
when it agreed to provide coverage
for $100 million on guarantees
written by International Capital
Equipment Ltd. in Chicago, says
Robert G. Clark, ICE's chairman
and president. ICE will continue an
ongoing relationship with Employ-
ers Reinsurance Corp. as a rein-
surer as well.

ICE guarantees the future value
of capital equipment through a
commercial contract, called an
Equipment Purchase Agreement,
under which it agrees to buy the
equipment at a certain date and at a
particular price, Mr. Clark says.
ICE is not an insurance company.
While its product is similar to in-
surers' residual value policies in its
concern with equipment's future
value, he says it is more of an ex-
tension of the futures market.

But, behind ICE stand its rein-
surers, guaranteeing ICE will pay.

Residual value underwriters
tend to have various specialties, Mr.
Morris notes. Clarendon, for exam-
ple, handles aircraft of all types,
railroad cars, automobiles, trucks,
real estate and, under "very special
circumstances," certain types of pe-
ripheral computer equipment. But,
it does not underwrite oil rigs or
barges, which are handled by other
companies.

Mr. Sinnott says residual value
generally costs 2% to 10% of the
asset's residual value, although he
has handled contracts that have
been as high as 16%.

Total market capacity is esti-
mated at $2 billion by Mr. Roberts.

"On capital assets like airplanes,
$15 million is probably the higher
per unit per capacity," says Mr.
Morris, adding, that this could be
increased by facultative insurance.

Major brokers who handle resid-
ual value accounts include Alex-
ander & Alexander Services Inc.,
Marsh & MelLennan, Johnson &
Higgins, Rollins Burdick Hunter
Co. and Corroon & Black, notes Mr.
Napier of Gen Re.

While there are no figures avail-
able on the overall loss ratio for re-
sidual value insurance, Mr. Roberts
says it has been low.

The primary risk in under-
writing a residual value policy,
especially with aircraft, is that of
an economic downturn, Mr.
Roberts says.

A secondary worry, he says, is
technological obsolescence of the
equipment. This concern, he says,
explains why no coverage has been
written for medical technology. .
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JUNE 11 13 Techniques of Finance and Ac Shmder, Administrator Continuing Educa-
counting course m Denver sponsored b,- the Risk tion Program RIMS 205 E 42nd St New
& Insurance Management Soc ety, $445 fcr mem York N Y 10017 212-286 9292

bea $545 fJr non members Also Sept 17 19 tri

Atlanta RIMS 205 E 42nd S, New York N Y JUNE 17 20 17th Annual Loss Preven
10017 212 286-9292 tion seminar in Dallas, sponsored by the

National Retail Merchants Assn $295 for
JUNE 12 New England Employee Benefits members $435 for non members Tomi
Council meeting in Boston $35 for members $55 Block, National Retail Merchants Assn 100
for non members Judv Stevens New England W 3ist St, New York N Y 10001, 212-244

Employee Benefits Council PO Box 2594 Boston a7ao
Mass 02208 617 423 6146

JUNE 18-19 Practical Law & the Secu-
JUNE 12 13 Product Safety and Liability Pre- rity Manager seminar in Arlington, Va,
vention workshop in in Madison Wis bfonsored sponsored by the American Society for In-

by the University of Wisconsin Extensicn $495 dustrial Security Education & Seminar

Prof Richard A Moll Engineering Depirtment Programs Department Suite 1200, 1655

432 N Lake St Madison Wis 537C6, 608-263-4712 Fort Myer Drive, Arlington, Va 22209,703-
522 5800

JUNE 13-15 Advanced Safety Management
seminar m Atlanta, sponsored by the Internat oral JUNE 18-20 1984 Food Industry Institute
Loss Control Institute, $350 Also Sept 17 19 in Employee Benefits program in Lake

Atlanta Richard Jump International Loss Con Tahoe, Nev, sponsored by the International
trol Institute Highway 78, P O Box 345, Logan Foundation of Employee Benefit Plans,
ville, Ga 30249 800 554 6001 or 414 466 $420 for members $495 for non members
2208 IFEBP, PO Bor 69, Brookfield, Wis 53005,

414 786 6700
JUNE 13 15 Risk Management Infwmation
Systems course in San Francisco sponsored by JUNE 18-20 Planning an EDP Disaster
the Risk & Insurance Management Society $545 Recovery Program seminar in Atlanta,
for members $645 for non-members Claudia sponsored by the Computer Security Insti-
tute $750 for members, $795 for non mem-
bers group discounts are available Com-
puter Security Institute Educational Re-
source Center, Department ERC, 43 Boston

Post Road Northborough Mass 01532, 617
845 5050

JUNE 18-22 Industrial Ventilation Fun-
damentals course in San Diego sponsored
bv the University of Southern California
$650 University of Southern California, In

stitute of Safety and Systems Management,
Office of Extension and In-Service Pro-

grams Los Angeles, Calif 90089, 213-743-
6523/24

! ! ! JUNE 18-22 Loss Control Management

r | W | seminar in Atlanta, sponsored by the Inter-
national Loss Control Institute, $625 Also

, , ‘ Aug 6-10 in Atlanta Richard Jump Inter-

1 national Loss Control Institute, Highway

78, PO Box 345, Loganville, Ga 30249,800-
554-6001 or 404-466 2208

JUNE 19-20 Health Agenda 198+85 Pub-
lie and Private Strategies conference m
Washington co-sponsored by the Washing-
ton Bustness Group on Health and the Na-
tional Assn of Manufacturers $350 for
members, $450 for non-members Washing-
ton Business Group on Health, 922 Pennsyl

vania Ave S E Washington, D C 20003,
202 547 6644

JUNE 19 21 Risk Management in En-
vironmental Health and Protection sum
mer institute in New York sponsored by
New York University's Graduate School of
Public Administration $525 Charles Nicol

son Summer Institute in Risk Management
11 . y- . in Environmental Health and Protection

— i1t -

"11/ m 1.

11 r |

Graduate School of Public Administration,

New York University 4 Washington

Square N New York, N Y 10003, 212 598-
. 3133

JUNE 20 Directors and Officers Liabil
tty workshop m Chicago. sponsored by the
Allegheny Chapter of the Society of Char-
tered Property/Casualty Underwriters, $80

— for members, $90 for non-members Also
July 11 m Seattle Coleen Mulhern, Society
of CPCU, Kahler Hall Providence Road
Malvern, Pa 19355, 215-251 2735

JUNE 20-22 Florida Assn of Self-Insur
ers Third Annual Workers Compensa-
tion & Group Medical seminar in Palm
Beach, $150 for members $175 for non-
members Keylon Patch, Florida Assn of
Self-Insurers, P O Drawer 4850, Winter
Park, Fla 32793,305 671 3772

JUNE 20 22 Reinsurance Concepts
course in New York sponsored by Risk &
Insurance Management Society, $495 for
members, $595 for non members Also Oet.
13 in San Francisco RIMS, 205 E 42nd St,
New York, N Y 10017, 212 286 9292

JUNE 21 Organizing and Operating
Agency Captives seminar in Boston, spon

- sored by the Society of Chartered Property
& Casualty Underwriters, $80 for members,
$90 for non members Coleen Mulhern, So-
ciety of CPCU, Kahler Hall Providence
Road Malvern, Pa 19355, 215 251~
2735

Courtesy of the San Francisco Examiner

JUNE 2226 Second Annual Health Pro-

motion Strategies conference in Portland,

You can't prevent disaster. ity eshricatec Gl

are available Kaiser Permanente Depart-
ment of Community Medicine, 3600 N In-
tel-state Ave, Portland, Ore 97227, 503-280

But you can prevent financial min.

You may not know the next time a devastating earthquake, fire or flood will hit

JULY 30-31 Dollars and Sense of Com-
municating Employee Benefits, confer
ence in New York City, sponsored by Bum-
ness Insurance, $545, 10% discount for addi-

But you can show your chents how cost-effective it is to include 'All Risk" coverage in their tional registrants from same company Ann

business and property insurance package

Vazquez, Registrar Bunnew Insurance 220
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Movie producers buy bonds
to guarantee film completion

By STEVE TARAVELLA

LOS ANGELES-While
cameras focused on actors Mi-
chad Douglas and Kathleen
Turner careening through a
mudslide in the smash-hit
movie "Romancing the Stone,"
Film Finances Inc. was watch-
ing closely from the sidelines.

Film Finances is one of sev-
eral markets for motion pie-
ture completion bonds, which
guarantee a film's investors
that the movie they're sinking
money into will be finished.

Film Finances guaranteed
delivery of "Romancing the
Stone" and monitored progress
on the $10 million romantic
adventure daily throughout its
production.

Completion bonds are not
commonly purchased by major
movie studios, like 20th Cen-
tury-Fox Film Corp. or Para-
mount Picture Corp., which
have the financial resources to
absorb the loss if a project
doesn't make it off the studio
lot.

Rather, the bonds are most
frequently purchased by inde-
pendent production companies
that can't lure financial back-
ing without guaranteeing in-
vestors that the project will be
completed-an unfinished
film has no value.

Bond guarantors say they
are experiencing a marked in-
crease in the number of films
seeking completion guaran-
tees. But, the increase is not
due to a greater number of
films being produced. Major
studios and independent pro-
duction companies release a
consistent number of films an-
nually, about 140.

The increase, instead, is at-
tributed to a shift in the play-
ers. More films are being made
by the independent production
companies that lack big-studio
support. And, these films are
being financed by investors
outside of the traditional film
community, who are leery of
pouring funds into a project
they're not certain will ever
see the screen. Ever-increasing
film budgets also are causing
investors to clamor for com-
pletion bonds.

The major studios them-
selves are occasionally turning
toward the guarantees to en-
sitre completion of films they
are "picking up" from inde-
pendent producers to meet
studio distribution contracts.

Lindsley Parsons Sr., execu-
tive vp at Film Finances, says
the head of a major studio re-
cently told him, "We have to
have about 20 pictures a year
to satisfy our distribution re-
quirements. Here on the lot,
we have the capacity to make
six or seven-we just don't
have the manpower to go be-
yond that. The other 12 or 13
have to be outside, indepen-
dent productions, so it's worth
a million dollars a picture for
us to have a guarantee on
them.”

As recently as two years ago,
about 20% of the films pro-
duced in the U.S. were
guaranteed with completion
bonds, estimates C. Scott
Milne, president of Albert G.
Ruben & Co. Inc., a brokerage
subsidiary of Alexander &
Alexander Services Inc. that
specializes in entertainment-
related risks.

Mr. Milne estimates that in

the next year or two that fig-

ure may rise to 35%.

Until only a few years ago,
American films that sought com-
pletion guarantees purchased them
from what may have been the only

available market-Film Finances

Ltd., the London-based parent of
Film Finances Inc.

But in the early 1980s, particu-
larly in the wake of "Heaven's
Gate," the market opened up.

"Heaven's Gate," a critical and
box office failure released in 1980
by United Artists, went way be-
yond its budget and nearly brought
the studio to ruin. UA did not have
a completion guarantee on the film,
which is reported to have exceeded
its $18 million budget by some $27

million. Some say it was the severe
loss on this picture that forced UA
to merge with Metro-Goldwyn-
Mayer a year later, forming
MGM/UA Entertainment Co.
Today more than a dozen com-
panies issue the bonds worldwide.
The market is dominated by The
Completion Bond Co. in Beverly
Hills, which wrote its first bond in
March 1981 and expects to issue 25
more this year, and by Film Fi-
nances, which opened its U.S. of-
fice in Hollywood in June 1982 and
has since issued bonds on about 80
films.
In its simplest form, a completion
guarantee assures that a film will
Continued on net page
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Film Finances Inc. guaranteed completion of 'Romancing the Stone:
starring Michael Douglas and Kathleen Turner.
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Completion Bond experienced a sizable loss on Barbra Streisand's
recent film, '"Yentl," from MGM/UA Entertainment.

A basic overview of risk management
information systems and their major
providers. This 38-page report

is free fortheasking from

Crawford & Company.

Bonds guarantee film completion

Continued from previous page

be finished, that its producers wiill
not have to spend more than a cer-
tain amount above their budget,
and, often, that the completed film
will be delivered by a certain date.

"Whether we budget a film at $5
million or at $15 million, that's
what we expect it to come in at. If it
comes in at $20 million (and was
expected to come in at $15 million),
that's a $5 million overage. The
price of the bond is minimal com-
pared to the potential there for
loss," says Linda S. Hunt, insurance
administrator for Lorimar Produc-
tions Inc. in Culver City, Calif.

In a typical scenario, a produc-
tion company that is denied back-
ing for a $10 million f.lin by eau-
tious banks or private investors
turns to a completion guarantor.

When deciding whether to issue

s Ri:Risk Management

a completion bond on a picture,
guarantors examine its script and
its shooting and production sched-
ules to determine if the proj2et can
be completed within the confines of
the budget.

Guarantors also review the track
records and past work perfor-
mances of the major people in-
volved, including the director, pro-
ducers, cinematographer, ar-. direc-
tor and chief of special effects.

Guarantors nearly always re-
quire that all insurable risks asso-
ciated with the film be covered ap-
propriately. The standard produc-
tion package includes cast insur-
ance, third-party liability, faulty
(film) stock and camera coverage,
negative insurance, props coverage,
errors and omissions coverage and
workers compensation insurance.

The bonding company, once sa-
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tisfied that the film's chances for 1

safe completion are good, issues a
letter of intent to guarantee com-
pletion, dependent on the pro-
ducer's attaining financing. The in-
vestors, now reassured that their
money will yield something tangi-
ble, provide the funds.

A production is allowed a certain
overage-generally 10% of the bud-
get-before the bond can be
tapped. The fee for the bond is a
percentage of the film's budget; the
going rate is 6%.

These percentages, however, are
negotiable and vary according to
the size of the project. On large-
budget films, guarantors will fre-
quently take a smaller fee if the
production company will assume a
larger contingency.

But the producers of a film with
a $10 million budget would typi-
cally need $11.6 million-the $10
million budget, the $1 million con-
tingency, and the $600,000 fee.

Now the cameras can roll.

When a bonded film is completed
within budget, the guarantor re-
turns to the production company
between 20% and 50% of the fee it
paid for the bond. On a $10 million
picture, that bonus could vary from
$120,000 to $300,000

El Corazone Producciones S.A.,
the production company organized
by producer/actor Michael Douglas
for "Romancing the Stone,"” re-
ceived a bonus of "less than a quar-
ter of a million dollars,” Mr. Par-
sons notes. The film went over its
budget, but did not pierce its con-
tingency, he says.

Mr. Parsons says he took a sur-
vey of 44 recent films by various
production companies, and found
that only three exceeded their bud-
gets: one by 22%, one by 18%, and
one by 10%. "Most films come in
(within budget) but the runaways
can be disastrous," he notes.

If a film exceeds the budget and
pierces the contingency, the guar-
antor is responsible and generally
has two options: providing the pro-
ducer with the funds needed to
complete the film or stepping in
and taking over production.

The guarantor can take full con-
trol of a production as soon as it
senses things running awry, and
even has authority to fire anyone
involved in the project, including
the producer and director.

The situation rarely gets to this
point. Guarantors watch progress
on a film closely and periodically
pitch in to keep production flowing
smoothly. Completion Bond, for
example, has a representative on
location for most of the films the
company guarantees.

Film Finances, which estimates
it has assumed control of less than
3% of the films it has guaranteed in
34 years, prefers to monitor its pic-
tures through daily telephone or

telex communications with some-

one on the set, generally the pro-
duction coordinator.

Mr. Parsons points out that
weather problems and hazardous
filming conditions involved in "Ro-
mancing the Stone"-an action and
adventure story shot almost
entirely in the Mexican wilds-
made that film an exception, and
someone from Film Finances was
on the set throughout production.

"Very seldom do we put anybody
on the set. But if we saw that a pic-
ture was running into trouble, we
might send somebody out," says
Mr. Parsons, who points out that he
is often "that somebody."

If both the producer and the
bond company fail to keep the film
within its budget, chances are that
the funds needed to complete pro-
duction will be paid by the guaran-
tor's insurance, frequently referred
to as "reinsurance" by the parties
involved because of the coverage's
backup nature.

Continued on facing page



Continued from facing page

Completion Bond, for example,
insures all of its bonds with Fire-
man's Fund, generally for the
amount of the original budget. The
bond company, now a policyholder,
pays a premium for the coverage
but is not subject to a deductible.

"Since we get the major part of
the risk, we get a pretty good per-
centage of the total premium
charged (to the production com-
pany by the guarantor),” says Rich-
ard T. Barry, manager of the enter-
tainment division at Fireman's
Fund in Beverly Hills.

He declined to discuss current
rates, but says Fireman's Fund has
taken in more than $2 million in
premium on this line since it began
its relationship with Completion
Bond more than two years ago.

Guarantors and insurers say if
the business is handled properly
and a good film makes it onto the
screen, there is little room for los-
ing money because when the guar-
antor puts up money, it is reim-
bursed if the film is profitable.

"You're always in a recoupment
position, (although) it's at the
mercy of the box office," explains
Bette L. Smith, president of Com-
pletion Bond.

Completion Bond experienced a
sizable loss recently on MGM/UA's
"Yentl," but expects to recoup from
the film's profits after ancillary
rights to the picture are sold.

"Yentl” is the first substantial
loss of the 55 films the company has
guaranteed, Ms. Smith says.

While she will not specify how
much money it had to kick in after
the film's contingency was pierced,
she says it was more than $1 mil-
lion. The film operated with a bud-
get of more than $15 million.

"We knew it (the film) would ei-
ther go very well or the bottom
would slightly go out of the barrel,
and it did," she says. "But we're
projecting that we'11 get the money
back." Completion Bond's recoup-
ment is about a year down the road,
she adds. Guarantors generally re-
coup after the investors.

She says "Yentl" was an unusual
risk for a number of reasons:

- Unlike most of the films the
company bonds, this was backed by
a major studio, MGM/UA.

- It was a musical, which tends
to take longer to complete than
other production forms.

« The producer, director and
star were the same person, Barbra
Streisand and it was Ms. Streisand's
first time out as a director.

Although Completion Bond in-
sured its "Yentl" guarantee with
Fireman's Fund, the guarantor did
not tap the insurer for the loss, but
rather absorbed it itself.

"l was very protective of my
market, and want to work with
that market for many years to
come. We feel our bond is the
strongest in the marketplace be-
cause of Fireman's Fund," Ms.
Smith explains.

Completion Bond did, however,
tap Fireman's Fund when "Heart
Like a Wheel" required an addi-
tional $80,000 to complete.

Both Ms. Smith and Completion
Bond's executive production ad-
ministrator, Alan Wilson, acknowl-
edge that the company has not been
profitable in the past, partly be-
cause competition has thrust it into
some costly concessions.

"We spend a lot of our fee help-
ing directors bring films in within
budget, only to turn around and
give away 50% (in no-claim bon-
uses)," Ms. Smith says. She says
that the company will be profitable
in a few years, "but right now
we're having to spend an awful lot
of money."

Mr. Wilson says the company,
which has guaranteed about 55
films with a total production bud-
get of more than $500 million, ex-

pects to bond an additional 25 pro-
ductions in 1984.

Film Finances self-insures most

of its completion guarantees, and

absorbed a $1.9 million loss in 1980
on "Bear Island,” a film released by
Taft International Pictures.

Film Finances maintains a 320
million cast catastrophe policy at
Lloyd's of London to guard against
severe, unexpected losses, but Mr.
Parsons says Film Finances has
never tapped the insurance.

Film Finances purchases insur-
ance from Lloyds on only 5% to 10%
of its completion bonds, generally
in those pictures with large bud-
gets or difficult locations, he adds.

Although most completion guar-
antees also specify a date by wh:ch
:he film will be completed, inves-
:ors and studios rarely take issue if
a film is late.

"l don't know of any claim based
on non-delivery-on-time. Finan-
ciers have no objection to extend-
ing time as long as the project is
sound," says Albert Rieder, execu-
sive vp at Howard-James Co., an
underwriting manager for Lloyd's
based in Sherman Oaks, Calif. .
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HANSECO Re GIVES YOU THE
CONVENI[ENCE OF A
PROFESSIONAL SERVICE TEAM.

Your requests are handled by a team of
professionals sensitive to your particular
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responsiveness are standard in our team
service approach. In short, HANSECO Re
service teams prevent you from being
caught in a frustrating bureaucratic maze.

HANSECO Re's SERVICE TEAM
MEMBERS ARE PROFESSIONALS.
Reporting directly to President Carol
Rennie, each team includes an experienced
underwriter, analyst and account co-
ordinators. These professionals will tackle
problems and brainstorm ideas that will
help you help your clients. And, while
individuals still underwrite your business,
your professional service team assures you
continuity and personalized service.

AT HANSECO Re, MAKING SURE
OUR CLIENTS ARE SUCCESSFUL
IS OUR BUSINESS.

You, the professional reinsurance inter-
mediary, are our client. Nothing is more
important to us than ensuring that you
have the underwriting support you need
to service your clients.

To give you the best service possible,
HANSECO Re service teams are backed
by the full professional and technological
resources of the John Hancock companies.

When you have a question, we're
never more than a telephone* call or
telex** away. At HANSECO Re, we know
that we're successful only when you are.

Telex number-951-236
*(617) 536-3111

sru vSLLO RE

A ®COMPANY

Wecan helpyouhereandnow.

Boston, MA 02117
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Insurers guaranteeing lease payments

By STEPHEN TARNOFF

Lease guarantee insurance is be-
ginning to carve itself a niche
alongside other types of financial
guarantee coverages, insurers and
brokers say,

The insurance, which so far has
predominantly covered leases of
heavy equipment to municipalities
and other public entities, guaran-
tees that payments will continue to
be made if the lessee defaults.

Because municipalities and cor-
porations are becoming more in-
terested in leasing-rather than
purchasing-capital equipment,
some insurers and brokers say they
expect the coverage to become
much more widespread in the fu-
ture.

The coverage is purchased by,
for example, an investment banker
on behalf of individuals, banks or
other financial institutions that in-
vest in certificates of participation
issued by an equipment-leasing
company. The certificates are used
to help finance the lease.

Currently, lease guarantee insur-
ance is still a relatively new and
not widely sought product, though
brokers and insurers are reporting
an increasing number of inquiries.

Most of the lease guarantee poli-
cies that have been sold are for mu-
nicipal leases, though some com-
mercial lease coverage is being
written on a manuscripted basis.
Municipalities are generally
thought to be a better risk.

"We expect it (municipal lease
insurance) to be very much a grow-
ing market," says Benjamin Veit,
manager of financial products for
Continental Insurance Co. in New
York, which has just begun to write
the coverage.

"They are very valuable instru-
ments and open the market to in-
stitutional investors who have re-
strictions on the quality of invest-
ments they might make."

Municipalities leased equipment
valued at $2 billion in 1982 and $3
billion in 1983, points out Peter Li-
vaich, vp of Municipal Lease Insur-
ance Managers Inc. in Nashville,
Tenn., which writes municipal
lease insurance as the exclusive
managing general agent for Fire-
man's Fund Insurance Cos.

"It is expected to continue to
grow."

In a typical scenario, a munici-
pality leases capital e*tipment be-
cause it costs too much to purchase
outright, but the cost of the equip-
ment is not high enough to warrant
a bond issue, explains Douglas Mor-
ris, president of D.G. Morris Inc., a
New York subsidiary of Corroon &
Black Corp. that brokers lease in-

Such equipment might include a
fleet of fire trucks, street sweepers,
other rolling stock, electronic data
processing equipment or telephone
systenns.

Municipal lease insurance will
cover the payment if the munici-
pality fails to appropriate money
for the equipment. The failure can
occur for a number of reasons-
like an incoming administration's
opposition to the lease or a city's fi-
nancial problems.

Under the terms of the policy,
the insurer will step in and pay the
principal and interest to the inves-
tors if the municipality for any rea-
son fails to make payments.

The insurer can then repossess
the equipment for the term of the
lease and re-lease the property.

"If the municipality in the course
of the transaction becomes insol-
vent, the investors lose money,"”
explains Joel Aronchick, national
manager for Chubb's Corp.'s com-
mercial marine department in
Short Hills, N.J.

"We guarantee the money that is
not paid back and the interest up to

the time of default, subject to policy
terms. This is state-of-the-art fi-
nancing as far as municipalities are
concerned,” Mr. Aronchick adds.
So far, the major admitted com-
panies involved in lease guarantee
coverage in addition to Chubb are
Continental Insurance Co., Old
Republic Insurance Co. and Fire-
man's Fund. Southampton Insur-
ance Co. Ltd., a surplus lines un-
derwriter based in Bermuda, also

offersthe coverage on a non-ad-
mitted basis.

The newest player is Continen-
tal, according to Mr. Veit. "It's so
new we are just now beginning to
entertain submissions," he says,
noting the company is working on
a few deals right now.

Rates depend on such factors as
the size and complexity of the risk,
the kind of property involved, the
term of the lease and the credit
rating of the municipality.

Municipal leases often run for
three- to five-year terms, but the
length of the leases can last longer

depending on the useful life of the
equipment. But, generally, the
leases do not run less than two
years nor more than 10, brokers
and insurers say.

Generally the average lease term
is about five years, says Mr. Aron-
chick. "The shorter the better."”

According to Mr. Morris, the av-
erage premium rate is 2% to 3% of
the cost of the equipment. Thus for
a piece of equipment valued at
$100,000 with a five-year lease, the
average premium for a lease guar-

antee policy might be $2,500, he
adds.
The leased equipment must have
a value of at least $100,000 for his
agency to consider the risk, Munic-
ipal Lease's Mr. Livaich says. But
where certificates of participation
are used, the agency will usually
limit coverage to equipment with a
value of $1 million or more to sub-
stantiate the additional costs.
The coverage has virtually no
limit, he adds, noting that insur-
Continued on facing page
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It could be something as innocent as a barana peel on your company's
grounds. Or as devastating as a sudden explosion. In either case, when people are
injured on company property, the cost of your cas jally insurance is bound to go up.

Not if you put GAB to work for you. Here, people and machines process
casualty claims with unusual efficiency

A prime example is our special network of 3,400 claims professionals, who
investigate, settle and handle the payment of claims. Our professional people work out
of 650 conveniently located offices and five Claims Administration Centers around the
country They're trained to speed up the settlement of claims so the injured parties aren't
subjected to lengthy delays for their casualty payments.

There's anothe' special quality about GAB. When we handle your casualty
claims, the 'we' includes a casualty adjuster, a casualty supernsolL a regional super-
vibor, a team of general adjusters and a territorial supervisor That way, every claim is
given the attention it deserves by trained professionals.

Your company further gains from GAB because we're independent adjusters.
Every claim is viewed objectively And claims are handled fast, nationwide.

We feed data into our on-line computer system daily, so information on claims
can be stored and updated. The systems automatically print ten standard reports every
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ance has been written on a lease of
$40 million of equipment, including
rolling stock and computer equip-
ment, to a major city.

In addition, insurance can also be
issued on a portfolio of several
leases, Mr. Livaich says, noting that
some of the portfolios have had
equipment values of $50 million or
$60 million.

Mr. Aronchick, however, says
that the largest lease he has seen on
capital equipment alone is $4 mil-
lion.

He adds that Chubb will only
market this type of insurance for
"essential" items, like ambulances,
where there is greater likelihood

that the city will not walk away
from the lease.

"Leases with municipalities
aren't backed by the full faith and
credit of the community," he ex-
plans. "It's completely different
from general obligation bonds. It's
far riskier.

"We've been very careful and
very, very selective," he adds, not-
ing that the company is not writing
all the risks it sees, even though it
receives many requests.

So far, there have been few if
any losses.

"There's been very few de-
faults," says Raymond K. O'Neil,
senior security analyst at Fireman's
Fund. "But the real question is

what kind of losses there will be in

bad economic times.

"Even in the worst times, public
agencies make an effort to pay
debts, but this is different from
debt. This is something that munic-
ipalities can walk away from."

Even so, Mr. O'Neil says that the
public necessity of the equipment
often makes it less likely that the
municipality will fail to pay.

Although relatively few policies
guaranteeing municipal leases have
been written, even fewer policies
guaranteeing equipment leases to
private companies are in force.

"Except for the occasional 'one-
off,’ it's almost a non-product right
now" says one broker. "It is a prod-

an antokeeping
of your casualty
from going bananas

the art is GAB

month to help you identify and eliminate risks. Plus you can have five additional

reports with custom tailored information. What's more, the GAB systems are

highly flexible to meet your needs-much more flexible than the

competition's.

Then there's GAB's exclusive Automated Cash

Rochemei, NY

uct area that people will look to,
but it is far from a developed prod-
uct.

"It will definitely develop, but
the question is when."

"The potential market is un-
known," Mr. Aronchick says,
pointing out that no one has yet ap-
proached Chubb for this coverage.

He notes that many large com-
panies that lease equipment inves-
tigate the credit of the lesee and
may not feel a need for such insur-

Richard A. Erlanger, manager of
financial services for Alexander &
Alexander in New York, agrees
that commercial lease guarantee
insurance is not fully developed.
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"It's not a standard product, but
that doesn't mean you can't get in-
surance for it," he says.

"They (insurers) are looking at
deals,"” he says. "They're not as in-
terested in product areas as the
quality of deal produced before
them.”

While Mr. Erlanger says that the
cost of the coverage is variable, in-
surers generally won't look at a
lease for equipment valued at less
than $1 million or $1.5 million, he
says.

"We're getting a lot of calls,” he
adds, but notes that only one in 10
are high-enough quality that they
we will try to place it.

Alexander & Alexander only
began placing lease coverage with-
in the past year, but has already
placed three or four policies, a mix
of commercial and municipal busi-
ness, not naming the underwriters.

One company that currently un-
derwrites lease guarantee insur-
ance for private companies and
municipalities as well as other fi-
nancial guarantee products is
Southampton Insurance Co. Ltd. in
Bermuda, an affiliate the Ivanhoe
Insurance Group of Toronto.

"l feel especially comfortable
with lease guarantee business,"”
says Southampton President War-
ren H. Larson. "It's good business
with low probability of losses."

Mr. Larson agrees that a policy
written for equipment leased to
private companies is being done on
a manuscript basis.

"We have an aggressive interest
in looking at almost anything,” he
explains. "Our book of business
tends to be the one-off' type."

But he says that it does not take
much more effort to write com-
mercial lease coverage than it does
to write insurance for a municipal
leases.

"Very often if it's a fleet of
trucks, trailers or copy machines,
very minor adjustments in a manu-
script form is all it takes," he says.

Furthermore, because South-
ampton is an approved non-admit-
ted insurer in 40 states, Mr. Larson
contends that the company has
more flexibility than the larger in-
surers to deal with this type of in-

"We can act quicker and have
freedom from rate and form regu-
lation,” compared with admitted
insurers, he adds, noting that
Southampton is also willing to take
more risks.

Mr. Larson notes that many in-
surers turn over this type of insur-
ance to the surety department,
which tends to look for an insured
with a zero probability of loss and
thereby come up with a lower pre-
mium.

For the right price, however,
Southampton will write a risk that
is lower-quality than a surety risk,
he says. "l think there's an opportu-
nity for writing business above
pure surety."”

Every rate is negotiated, with
the premium paid up front, he says.
On certain lease contracts there
may be a split with one-half up-
front and one-half on the first an-
niversary, although in these cases
there's an extra charge for the de-
layed payment.

Mr. Larson says he usually re-
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Transfer system (ACT), which enabes you to reduce your

required claim deposit to a minimum; often no more than

four days deposit as opposed to two months. So you can save up to "
90% on your claim depos,t reserve.

guests a rate of about 7.5% to 8% of

%% the insurer's maximum liability on
the risk, because of the higher risks
involved in commercial leasing, but
lower rates are possible.

Southampton will write policies
on leases of up to five years in
length, he says, adding that it will
write both direct coverage and re-
insurance for the risk.

To write more than the $640,000
per risk that Southampton has im-
mediately available, it must obtain
facultative support, he notes.

Mr. Larson says that Southamp-
ton has seen "one possible claim”
and has been alerted to a second
possible loss, although he adds that
the company has never completely
"processed" a claim. .

Talented people joining forces with advanced computers
to bring ycu streamlined service-that's our definition of state of
the art.

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.

GARThe state of the art of claims management.
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Few money market funds buying coverage

By JUDY GREENWALD

NEW YORK-About a year and
a half ago, guaranty insurance for
money market mutual funds
looked like it would be a "hot" new
insurance product (BIl, Dec. 20,
1982).

Today, only two of the more than
330 existing money market funds
have coverage guaranteeing depos-
its, and no efforts are being made to
market the coverage.

Observers say fund managers de-
cided the insurance was not worth
the cost.

Interest in money market fund
guaranty insurance was sparked by
the passage in 1982 of the Garn-St.
Germain Act, a federal banking
law that permitted banks and
thrifts to offer high-interest money

1993 $ 86,000

1991 80,000
75,476
1989 63,000
59,331

1987 54,000
51,408

1985 60,000
55,543

1983 40,000

38,595
ent Payout

market accounts and compete
directly with money market mu-
tual funds beginning Dec. 14, 1982.
The Federal Deposit Insurance
Corp. and the Federal Savings &
Loan Insurance Corp. automati-
cally guarantee banks and thrift
deposits for up to $100,000 per ac-

count.

No similar commercial insurance
existed for money market funds in
1982, but when the Garn-St. Ger-
main Act was passed, the fund
managers believed they needed
such coverage to compete effec-
tively with the banks and thrifts
whose customers knew their depos-
its were protected by federal insur-

A major push for an insurance
product to serve the money mar-
kets came from the Washington-
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based Investment Company Insti-
tute, a trade group that represents
mutual funds. In October 1982, ICI
began working with Johnson &
Higgins, Aetna Casualty & Surety
Co. and CIGNA Corp. to develop a
money market fund insurance
product.

The discussions ended in April
1983, without a product being de-
veloped, says Richard Pogue, se-
nior vp of management for ICI.

During the discussions, it became
clear that the final product would
have been too expensive and of-
fered too little capacity, Mr. Pogue
says, adding that a policy was never
even proposed.

"What they wanted and what
they wanted to spend did not coin-
cide. The client lost enthusiasm,”
agrees a CIGNA spokesman.

A main reason for the lost of in-
terest in the coverage was the
sharp drop in short-term interest
rates in 1982 and 1983 that nar-
rowed the gap between the interest
rates earned on government Securi-
ties and mutual funds' yields.

Mike McAteer, vp of the finan-
cial institutions divisions for New
York-based broker Marsh &
MelLennan Inc., points out that if
short-termm government securities
have a 9% yield and commercial
AAA-rated funds have only a 10%
yield-and then the cost of insur-
ance lowers the commercial funds'
yields by 0.75%-customers will
pick the safer government securi-
ties.

"It just did not make a heck of a
lot of sense" to introduce an inst_r-

ance policy, says Mr. McAteer, wno
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This is Sharon Walker. She was hit by one of your
insured. Hers is the kind of injury that wins huge awards

-and her attorney knows it. He won't discuss a structured
settlement.

Sharon's injuries are real, her needs are genuine and if
you're going to convince her that a creative settlement
package will completely match those needs, you'll need a
specialist. Litigation Support Corporation. Using our no-cost
evaluation of plaintiffs medical expenses, we'11 help you

convince her attorney that year in and year out our struc-
tured settlement will serve Sharon's needs better than a

lump-sum award.

Plaintiff's Medical Expenses
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Call Litigation Support Corporation and talk to Dennis

Sarni. He'll demonstrate how our method can help you win
settlements in more massive injury cases.

We'll show you how you can provide for the needs of a
victim without becoming a victim yourself.

LITIGATION SUPPORT CORPORATION

18 Professional Center Parkway, San Rafael, California 94903 (415) 499-1000
116 John Street, Suite 1400, New York, New York 10038 (212) 406-3410

also worked with a number of
money market funds on the insur-
ance issue.

Mr. McAteer notes that a series
of new money market funds, in-
c.uding ones that offer government
securities or invest only in insured
municipal bonds, also have been
introduced.

"There are ways of doing it (pro-
tecting funds) outside of out-and-
out guaranteeing the market fund,”
Mr. McAteer says. Financial guar-
antee insurance is only one way of
solving the problem of security.

The two money market policies
that do exist are one underwritten
by St. Paul Fire & Marine Insurance
Co. for a fund managed by Van-
guard Group of Valley Forge, Pa.,
and one Travelers Corp. underwrites
for a money market fund managed
by Capital T, a Travelers' subsidiary.

The Vanguard Group has cover-
age for the full value of its $22 mil-
lion no-load money market fund
and the limits could increase to
$500 million if the fund grows that
much, says Jerald Stevens, presi-
dent of Vanguard Group. The pre-
mium paid was one-third of 1% of
the fund's assets.

The policy indemnifies the fund
if any individual bond within the
portfolio defaults or if a flurry of
(investor) redemptions necessitates
the fund cashing out on a loss.

"We step in and make up that
difference," says James L. Bou-
dreau, treasurer of St. Paul. No
losses have been paid to date.

Mr. Stevens says Vanguard
bought the insurance to interest in-
vestors who were attracted by bank
money market accounts, which
have FDIC coverage.

Vanguard started trying to ob-
tain insurance coverage in 1982,
notes Mr. Stevens, in the hopes of
introducing an insured money
market product before Dec. 14,
1982, when banks and thrifts were
permitted to introduce money mar-
ket deposit accounts.

"We wanted to be ahead of
them,” he says. The product,
though, was not ready until Febru-
ary. Still, Mr. Stevens says the fund
was able to attract some attention
from the insurance-conscious seg-
ment of the public. "We're pleased
with the product,"” he says.

Vanguard has no immediate
plans, however, to purchase insur-
ance for any other of its funds, Mr.
Stevens says. It already operates
funds, such as a fund that invests in
government-backed mortgages,
that appeal to investors who
wanted a fixed, secure investment,
he notes.

Mr. Boudreau says St. Paul does
not believe there is any market for

the product. Growth in money
market funds overall has slowed

and the additional cost of insurance
would not be feasible, he said.

"The economics of the situation
haven't been as good as antici-
pated,"” he says. "l would be sur-
prised if we would do any more.
I'm not saying we wouldn't, but
we're not knocking on any doors."

Travelers insures one of two-
money market portfolios managed
by Capital T. Both funds were in-
troduced only a few weeks ago and
no data is available on their size, a
spokeswoman says.

Like the St. Paul policy, the
Travelers' policy would indemnify
the fund if a particular bond de-
faulted or if there were a sudden
rash of redemptions. The fund
passes the cost of the insurance on
to its investors, charging them be-
tween 0.3% and 0.5% of their in-
vestment to pay for the coverage,
depending on the type of invest-
ments held in the portfolio.

The fund is insured for up to $300
million, says the spokeswoman. "As
the fund grows, we would get more
(insurance) for it."



Insurers’ stockbrokerage units
purchasing account coverage

By JUDY GREENWALD

NEVW YORK-The new financial
services networks are taking care
of their own.

Insurers with stock brokerage af-
filiates are issuing special insurance
policies to their affiliates to protect
the brokerage customers' accounts
above the federal Securities Inves-
tor Protection Corp. coverage.

And, one insurance company
with a bank affiliate is insuring the
affiliated bank's customers' depos-
its above the Federal Deposit In-
surance Corp. coverage.

SIPC coverage kicks in when a
brokerage house fails, compensat-
ing accounts holding up to $100,000
in cash and $400,000 in securities.

FDIC coverage pays bank depos-
itors up to $100,000 per account
when a bank fails.

Excess SIPC coverage has been
available for about 10 years and all
the major stockbrokers buy it for
their largest accounts, according to
a spokeswoman for Prudential-
Bache Securities Inc. The policies
will cover losses associated with se-
curities, not cash, exceeding the
SIPC limits.

Aetna Casualty & Surety Co. is
the only insurer offering a stan-
dard policy, but other insurers do
manuscript the form.

Excess FDIC coverage is less in
demand and little has been written,
say insurance brokers.

At Prudential Insurance Co. of
America, subsidiary Prudential Re-
insurance Co. underwrites an ex-
cess-SIPC policy for Prudential-
Bache. The excess SIPC policy pro-
vides coverage of up to $9.5 million

above SIPC coverage on the securi-
ties held in the Prudential-Bache

"Command" accounts, which have
minimum assets of cash and securi-
ties totaling $10,000. The policy
does not cover cash above $100,000,
but such a large cash holding is un-
likely in these accounts which are

designed to invest-not to hold-
cash.

Gibraltar Casualty Co., a subsid-
iary of Prudential Reinsurance Co.,
is about to issue an excess-FDIC
policy for Prudential Bank & Trust
Co. in Hapeville, Ga., another sub-
sidiary of Prudential Life Insur-
ance Co. of America. The policy
would provide coverage of up to
$900,000 beyond the $100,000 of
FDIC coverage, says a Prudential
Re spokesman.

At Sears, Roebuck & Co., subsidi-
ary Allstate Insurance Co. has un-
derwriten a policy for affiliate
Dean Witter Reynolds Inc. An All-
state spokesman refused to provide
details on the policy.

And, American Express Co.'s
Fireman's Fund Insurance Cos.

unit is also known to insure Shear-

son/American Express above the

SIPC limits, but requests for details
were denied.

Aetna’'s standard excess-SIPC

coverage provides coverage of $2
million per account for accounts
with securities exceeding the
$400,000 insured by SIPC, accord-
ing to a knowledgeable source who
asked not to be identified. Cash de-
posits are not covered.

Individual account holders, how-
ever, can insure their accounts up
to an additional $7.5 million with
Aetna for an additional premium
paid through their stockbroker.

Aetna’'s rates for the stockbro-
kers' coverage vary depending
upon the total number of accounts
with a stockbroker and the number
of accounts with assets exceeding
SIPC limits.

More than 25 brokerage houses
have purchased the policy.

One Aetna policyholder, for ex-

ample, is Merrill Lynch, Pierce,
Fenner & Smi-1 Inc., which )rc-
motes its $2 million of excess-SIPC
coverage in a pamphlet. Wrlike
Merrill Lynch pays for the first $2
million in extra coverage: its cus-
tomers also can purchase the extra
$7.5 million in coverage themselves
at a two-year rate of 50 cents per
$1,000, in incremental amounts c f
$500,000.

The few other insurance com -
panies that manuscript excess-
SIPC policies generally do it for an
aggregate amount, rather than on a
per-account basis, explains. Mike
MeAteer, vp of financial institu-
tions divisions for Marsh & MelLen-

nan. The policies, whose rates are

determined on a sliding scale basis,
generally cost a minimum of
$20,000, he notes.

There have been no losses in the
10 years that excess SIPC coverage
has been offered, sources agree.

There is no formal excess-FDIC
policy, but it can be manuscripted
on an individual basis, Mr. McAteer
says. But, insurers accept only
highly qualified banks, he notes.
Banks with assets of at least $1
billion probably are eligible, he
says, or only about 50 of the 1,400
banks in the country.

American International Group
Inc. is one market for the coverage
that confirmed its willingness to
write the insurance. -
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INSURANCE
FOR BANK AUTO LEASING

Wemakesureyouarecoveredbya
high-quality carrier

Allied w th major carriers. we have long experience with
this difficult-to-place insurance. We make it easier for you
with a quality program of insurance designed specifically
for Bank Auto Leasing We could provide broader cover-
ages at suistantial savings.

- Lessors Excess Liability

- Lessors Contingent Liability

« Lessors Contingent Physical Damage
« Interim Car Coverages

We invite your inquiry and your business.
Call or write RON RUANE

MU

PAIGE-RUANE, INC.
INSURANCE

The Irwin Building

460 N. Gulph Road

King of Prussia, PA 19406
(215) 265-4170



fa flood hitWestPo
theirpolicyputthem

There is only one thing worse than having a disaster hit your company. Not being covered for it.

Fortunately, an uninsured property disaster is one nightmare WestPoint Pepperell hasn't experienced in
the 134 years Arkwright-Boston has been insuring them.

WE'RE RESPONSIVE. AND HISTORY BEARS US OUT.

WestPoint Pepperell is the third largest publicly-held textile company in America, with annual sales
upward of $1.2 billion. They have.approximately 21,500 employees in eight states who manufacture and dis-
tribute Martex® and Lady Pepperell® Sheets and Towels, Cabin Crafts® Carpets and other textiles for
the apparel, household and industrial markets.

But we remember when they were a small outfit working out of Biddeford, Maine. That was in
1850. The year they hired us.

Now, when you have a dient for that long, you see them through some major changes. For example,
in 1908 the company built a hydroelectric plant. One of the first textile companies to operate entirely
on electricity. Knowing electrical equipment, we expanded their insurance to include coverage for it.

In the 1970s, our loss prevention engineers worked closely with WestPoint Pepperell engineers to
design sprinkler systems for the crawl spaces underneath combustible floors of the older mills. And
recently, we assisted them in planning exhaust ducts, filters and cleaners to minimize the combustion
hazards of synthetic dust.

We also conducted extensive fire tests on synthetic fibers at our 1,500-acre test site in Rhode
Island. This helped determine in-rack protection techniques for warehouse storage of sheets, towels
and blankets. The point being, Arkwright-Boston is not only a company that insures you. It's a com-
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pany that comes up with ways to protect you.
BLANKET COVERAGE.

Of course, we c*n't guarantee that all our engineering will prevent all disasters. Which is why
WestPoint Pepperell feels secure in knowing that if there is a loss, they're covered.

With blanket fire and extended coverage; boiler and machinery coverage; DIC for exposures
such as flood, theft, transit and earthquake. And business interruption, in case a disaster forces a
shut- down of a major facility.

And though it sounds expensive, you'll find our pricing is competitive. You'll also find that our
financing plans are flexible.

In fact, the plan we developed for WestPoint Pepperell was designed to meet their specific
cash-flow requirements.

But don't take our word for it. Ask WestPoint Pepperell. Or American Greetings. Or Digital
Equipment. They're all our clients.

So if the idea of an insurance company that covers you

from head to toe intrigues you, call or write us. But do it ARKWRI G HT

you;éivr?:::zIgg:tfnglitsi(::::s -Marketing Services, / AI B _OSWN
225 Wyman St., Waltham, MA 02154. 1-617-890-9300, IIINS[*ANCE
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Professor Irwin Corey
The Worldh Foremost Authority

Back in 1971, we at Midland saw things in the marketplace
thar disturbed us. Too many in the industry seemed to act as
ifthey thought insurance was agame which they could win
through sharp buying and selling.

So, to make a point, we invented Futility®->'the game of
buying and selling insurancd' Not only was it a fun game for
people in the industry, it also cleverly pointed up the pitfalls of
trying to beat" the other players.

This yeati Midland is celebrating our 25th Anniversary...
25 years oftrepting those we deal with as partners, not
opponents. In honor of mis milestone, we have created
Futility Il,e a completely updated edition ofthe classic
original. Only Professor Corey could find it a logical,
rational enterprise. It will probably driveyou up the wall.

In an enjoyable way ofcourse.

But at Midland, we don't play games. Our insurance
professionals can deal logically and rationally with you on
any real insurance problems.

1_/ ASHFORD

HOLDING
1 « 4 CORPORATION

Ifyou would like a copy of Fultility Il,e mail the coupon.

But act quickly. When these are gone, you may have to wait
another 25 years for our next edition.

Midland Insurance Company
160 Water St., New York, NY 10038

Please send me a copy of Futility IL
I am enclosing $5.95 for shipping and handling costs.

NAMF
TITLE
COMPANY
ADDR Kfc

CITY/STATE/ZIP

MIDLAND INSURANCE COMPANY
IlU 160 Water Street, New York, NY 10038

——101-(212)248-1130

The Decisive People
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How can a company keep

comrnunications costs low?

By Joseph W. Duva

eWe are planning certain changes in our
Wie C benefit program in the near future.
However, the costs we have been given by our
consultant to communicate these changes to
employees, including an audiovisual
presentation, seem very high. How can we
reduce these costs or keep them to a minimum?

8 You can keep these costs to a minimum by
Ejocompetitive bidding, full use of your company's

in-house staff and effective management of the project

| assume that the consulting firm that helped you
redesign your benefits program has quoted the cost to
communicate it to employees There is no reason,
however, why you cannot separate the communications
effort and ask other consulting firms to quote on the
prolect on a competitive bidding basis

Before you ask outside consultants to bid on the
project, however, you should determine what you
can accomplish by fully utilizing your own staff
capabilities and, depending upon the timing and
confidentiality of the project, other internal
resources of your company

In this regard, many companies have corporate
communication departments and some even have used
communications or ad ertising specialists to develop
sales and training presentations

By fully utilizing your company's internal resources,
you not only keep outside charges to a minimum, you

ask a benelit manager

be in a position to evaluate what services are

business insurance. May 14, 1984 / 43

ANSWERED QUESTIONS

Do unemployment taxes
affect acquisitions or sales?

01 have heard that unemployment tax

O liabilities can be a factor in negotiating
the acquisition or sale of a business. |
understand the pension and group insurance
liabilities that may be involved in such
situations, but how do unemployment insurance
taxes-which are determined by each
state-affect these negotiations?

a The taxes to support unemployment insurance
Elebenefits are paid almost exclusively by each
employer under various state rating formulas. The

Yis,
f.fl

fs

suU

formulas are designed to assess each company a tax rate -

that primarily depends on a ratio of the benefits paid to
its former employees to the company's taxable payroll

In effect, each company is penalized for the
unemployment charges attributed to its former
employees, the higher these charges are, the higher the
company's tax rate will be

Because each company's experience differs,
opportunities for tax rate reductions or increases are
inherent in corporate situations involving acquisitions,
mergers or spinoffs For example

* Where the unemployment insurance experience
of the company being acquired is good, the buyer may
be able, in some states, to lower its tax rate if the seller
agrees to a transfer of its unemployment insurance
reserves to the successor company

* Where the unemployment insurance experience
of the company being acquired is not favorable or is in
a deficit, under certain conditions, the buyer may

also gain a wider endorsement of the proposed changes needed, why they are needed and how much they cost refuse the transfer of experience and take the more

by involving other managers and departments in your
company in communicating these changes

Don't hesitate to meet periodically with your
employee benefits consultants to review costs and to

Lastly, an effective benefits manager must demand ask the tough questions, such as what services are
high-level services from outside consultants and must worth

How can coordination-of-benefit efforts be toughened?

f eHow do you get Blue Cross/Blue Shield
'4 organizations to effectively "police" a

coordination-of-benefits provision? We are
having a great deal of difficulty in this regard,
and although the coordination-of-benefits
provision has been in effect for many years, we
have not yet realized any substantial savings.

procedure This means that they will not pay a claim
unless they are satisfied that no other coverage is

favorable "new business" tax rate assigned to the
company by the state

* Where the business being acquired is a separate
legal entity or where it is mandated by law, in some
situations, it may not be possible for the buyer to avoid
the transfer of an unemployment insurance deficit and
a resulting increase in its unemployment Insurance

taxes in that state

In these cases, the buyer should negotiate with the

involved, or that they are liable for the initial payment seller to recognize this additional liability in the

of the claim

This may involve a re-enrollment of employees with
the requirement to provide specific data on any other
insurance coverages This data can be maintained by
the Blues and updated as necessary

« Suggest that employee contributions, however

ISome Blue Cross/Blue Shield organizations have modest, be introduced if the Blue Cross/Blue Shield

« adopted "pay-then-pursue" procedures in
respect to the coordination-of-benefits provisions
under their plans This means that they initially pay
benefits to the hospital or doctor where assignments
have been made, then seek reimbursement from the
employee if other insurance is involved

The problem IS that there is no incentive for the
employee to respond to demands for reimbursement if
the hospital and medical bills already have been paid
by the insurer

In addition, Blue Cross/Blue Shield plans usually
rely on the provider of services (the hospital or doctor)
to obtain duplicate coverage information, since their
main concern is with being paid for their services

There are several things you can do to correct this
situation They are

* Insist that the Blue Cross/Blue Shield plans
involved amend their procedure to a pursue-then-pay

Joseph W Duva ts director-employee
benefits and compensation at SCM

I Corp m New York Mr Duva's next
Ask A Benefit Manager column will
appear in July

a1

plan involved is non-contributory This would be a
requirement to participate in the plan Many employees
will waive coverage if they are required to contribute
for it and are covered by another plan

« Consider canceling the Blue Shield coverage and
have it underwritten by a private insurance company if
the Blue Cross/Blue Shield plans refuse to amend their
procedures

Although Blue Shield plans generally receive a
discount from private physicians, an insurance
company may well be able to underwrite the same
coverage at the same level of cost oecause of better
administration, especlally as k relates to the
coordination-of-benefits provision

You may also have the insurance company make its
COB information available to your local benefits
administrators, who in turn would use it to monitor the
Blue Cross plan's administration of this provision This
way, you will also be able to retain the usually more
sizable Blue Cross discount on hospitalizations that is
presently available in some Eastern states

Be sure, however, that cancellation of the Blue
Shield coverage does not result in a change in your
Blue Cross coverage (for example, from a
community-related to an experience-related basis) that
may not be financially advantageous to your

corporation

purchase agreement

Because each state is given broad latitude under
federal statutes to enact its own unemployment
compensation laws, these laws are complex, diverse
and are changed frequently Tax savings often depend
on compliance with the law

Do you need advice on a benefit management
problem) Would you like suggestions from a
colleague on a risk management question) Two new
features in the Perspective section of Business
insurance can give you some answers

Ask a Benefit Manager and Ask a Risk Manager
will answer written questions from readers on risk
management and benefit management issues

Ask a Benefit Manager debuts this month

The first Ask a Risk Manager will appear in June
Ralph F. Perry Jr, vp and director of risk
management at Amfac inc in San Francisco, will
field the risk management questions Mr Perry holds
ARM, CPCU and CLU designations He also Is the
chairman of the education committee of the Risk 6
Insurance Management Society Inc Mr Perry has
been in risk management for 14 years, was a
consultant for three years and m the insurance
industry for 16 years.

Mr Perry's and Mr Duva's columns will appear
alternately on the second Monday of each month

Address your questions to ASK, Business
Insurance, 740 M Rush St, Chicago, 111 60611
Please give us your name, title and employer,
however, Business Insurance will consider unsigned

letters
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SHIFT IN WORKERS COMP

Insurers must adapt to meet buy

By Arthur E. Parry

ORKERS

/compensation accounts
/for more than $15
+ billion intﬁnnttjl t d
premjyms.in the Unite

Twenty companies write two-thirds of
the business with another 500 or more
companies accounting for the other
one-third. No one company has 10% of the
market and only three have 5%.

In certain states, local companies have
become leaders. For example, Texas
Employers' Insurance Assn. has a 14%
market share in Texas, Pennsylvania
Manufacturers' Assn. Insurance Co. has
12% in Pennsylvania and New Jersey

Manufacturers Insurance Co. has 24% in

that state.

As a result, with no one company
dominating the market, risk managers
find a maturing market, one that is, in
fact, declining because of new types of
external competition. The changes in

market size and market share have

created different responses by the leading
insurers that affect the choices a risk
manager has.

Severe competition exists from
self-insurers, as well as from other
insurers.

For example, in Ohio, more than 800
employers self-insure. And captive
companies are another competitor. One
estimate is that more than 1,000 captives
have been formed in Bermuda and
elsewhere to write workers compensation
and property/casualty insurance solely or
primarily for their parent company.

As a result, double-digit premium
increases-15% in 1980, 18% in 1979 and
more than 20% in 1978 and 1977-have
been reduced to 3% in 1981 and just more
than 4% in 1982. This reduction reflects
both external competition as well as the
changing responses within the industry to
recapture or retain market share.

This movement of premium out of the
conventional market may weaken a risk
manager's available statistical bases for
loss measurement and prediction. It may
create regulatory concerns because of loss
of taxable premiums and control. Lastly, it
could eliminate some insurer solvency and
actuarial controls.

What are insurers doing to adapt to
changing market conditions?

Twenty-one leading insurers were
examined in a Wyatt Co. survey conducted
earlier this year to see what methods they
used to compete with self-insurers and
captives that have created eroding
premium volume pressures. Consultants,
intermediaries and in some cases,
company representatives were questioned.

Each company was examined for

Arthur E. Pam/ is
manager of risk
management services
with The Wyatt Co. in

Dallas.

participation in one or more of the
following activities (see chart):

« Offering unbundled services-in
effect, accepting both self-insurance and
captive insurance, but providing a
different product to these segments.

- Fronting. Again, this service
recognizes the new captive/self-insurer
approach and legitimizes it by use of the
insurance company contract backed up by
reinsurance from the captive or
self-insurer.

* New rating approaches. These
services represent the responses created to
directly compete with self-insurance and
further restrict the number of companies
moving to self-insurance.

Insurers that fell into each category

Unbundled services

- Excess insurance

e Claims settlement

- Claims administration
- Reserve analysis

- Plan design

« Engineering
- Administration

- Underwriting
- Reinsurance

J11Imi,

Fronting

- Workers compensation only

- Other lines only

- Ormilyy rmi

with unbunded senkes

exhibited certain traits.
Aggressive unbundled/
fronting activity

In this group, six companies aggressively
offered various services and fronting in
whatever manner the risk manager
requested.

These companies apparently recognized
new products and the competitive
marketplace and competed by responding
in an aggressive manner. Most companies
formed or had acquired separate
engineering and claims adjusting firms to
permit unbundling of such services for
efficient handling.

This group contains market leaders in
pricing, innovation and response.

Limited unbundled/
fronting activity

In this group, eight companies were
active in providing both unbundled
services and fronting, provided that all
such services were purchased from them.

They did not compete solely for
unbundled or fronting services. Such
companies:

« Could offer an equivalent price only
if the risk manager purchased the various
services as a unit.

+ Could not offer an equivalent price
whenever individual services could be
purchased separately at lower prices.

The approach by these companies may
be classified as middle-of-the-road. In one
respect, their services are a contradiction
because they sell unbundled services only
on a new "bundled" basis.

New rating approaches

All 21 insurers offered a variety of new
rating approaches to reduce the price of
the workers compensation product.

A1

New rating approaches

- Dividend (size of premium
sliding scale. group. etc.)

- Paid loss retros .
EEE NI B

- Retention plans
- Lowinterest payment plans
- Rating factor changes
4 -11

NMquired 1 & " <

-~ \\D). 3 —
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However, seven companies used no other
method. Such companies:

- Did not offer an equivalent price to
the risk manager already buying
self-insurance or a captive approach.

« Did not have a price equal to the total
price for self-insurance to a risk manager
comparing both options.

These companies tended to be status-quo
conservatives on pricing policies.

Based on responses to the survey,
companies may be divided into three
general classes:

* The status-quo conservative. These
companies employ only rating techniques.

Companies in this group include:
Liberty Mutual Insurance Cos., United
States Fire & Guaranty Co., CNA
Insurance Cos., Argonaut Insurance Co.,
Royal Insurance Cos. and American
Financial Group.

+ Middle-of-the-road group. These
insurers are willing to offer both

ers' needs

unbundled and captive services, but on a
limited basis.

They include: Travelers Corp., Aetna
Life & Casualty Co., Hartford Casualty
Insurance Co., Fireman's Fund Insurance
Cos., Crum & Forster, Commercial Union
Insurance Co., Wausau Underwriters
Insurance Co. and Texas Employers'
Insurance Assn.

- Market leaders. These are aggressive
companies, seeking to retain or increase
market share by actively utilizing all
methods.

These companies are: American
International Group Inc., CIGNA Corp.,
Continental Insurance Co., The Home
Insurance Co., Kemper Group, Mission
Insurance Co. and Northwestern National
Insurance Co.

These classes show how insurers
respond to the market change. Some
continue to do "business as usual," but cut
the price. Another group, while not active
in offering newer, lower-cost products,
will do so, yet only under highly favorable
conditions. A third group recognizes the
changing market and the need for new
products and aggressively offers them.

However, some of the more aggressive
companies, within the last few months,
have shown a more conservative trend.

The observation that has emerged is that
despite the outgo of premium income with
a potential loss of millions of dollars, only
one-third of the leading companies are
apparently determined to respond
aggressively.

Another one-third, while aggressive,
will compete only in selected situations
and, possibly, for specific accounts.

Still another third is apparently using
conventional tools to compete without
recognizing perhaps that such an approach
will be inadequate.

Therefore, while the conventional
marketplace provided insurance for many
years, apparently satisfactorily, the
market does not now nor will not change
rapidly to respond to buyers' needs. This
may be due to a lack of awareness of
changing needs, an inability to quickly
respond or an unwillingness to respond.

Risk managers should consider these
factors not only as they apply to a
company, but to other companies in the
same business or in the same states.

It may be that risk managers need to
collectively establish a stronger dialogue
with representatives of the conventional
marketplace, perhaps through the
National Council on Compensation
Insurance, the American Insurance Assn.
or the Risk & Insurance Management
Society, in order to consider appropriate
positive responses to this changing market.

What is being done or not done by major
insurers does have a long-term impact on
buyers. Efforts should be made now to

assure a viable market for the future. .

The Perspective section, which is a
forum for readers' opinions, is
compited and edited by Assistant

Copy Editor Claudette Dampier. She
can be reached at 312-649-5282.



Banks, insurer both offering
coverage to cap interest costs

By JIM DAVIS about 25 loans totaling about $1 9 Lynch's desire to do the business,
billion, Mr Driver said he adds
CHICAGO-The cold war be- Although he declined to disclose Actual interest rate insurance

tween banks and insurance com- the amount of fees this business has coverage was first offered last Sep-
panies is erupting into real compe- generated, multiplying the lowest tember by Interest-Guard Manag-
tition over one product rate times the loans suggests this ers Inc, a Joint venture of Frank B
Coverage to cap interest pay- coverage represents at least $35 Hall & Co Inc and General Rein-
ments due on floating-rate loans million in fees surance Corp , based in White
Even before the prime rate The average protected loan has Plains, N Y
soared as high as 21 5% in 1980, bor- been 575 million, Mr Driver said Interest-Guard remains the only
rowers with floating-rate loans Capacity is limited only by Mernll Continued on next page
anxiously watched the movement
of the prime rate, the rate that
banks charge their most credit-
worthy customers
And, although the prime lending hS.' '4*$4:4 :4" TASTESS O-—
rate now stands at 12%, some bor-
rowers fear another surge in inter-

=
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est rates
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IS THERE A TAIL TO A SALE~?

INTRODUCING. Grantors (Alienated Premises) Liability
A Positive way to protect your client should he orshe be sued and be-
come responsible for premises sold Sellers may st,11 be respons,ble
even though title has passed
Carrier: (A Rated, Licensed in all States)
Offered through the facilities of
Euclid Services Inc.
52 Duane Street
New York, NY 10007
(212) 608-8700

[J..JITE,ENEMB# 1.- -

» 12 -
Since 1981, borrowers have been I — —
able to purchase insurance-type

products that will cap the payments

they must make These products

will pay interest charges accrued

above an agreed amount on a float-

ing-rate loan a4 A
First offered by banks, the cov-

erage also has been written by one

insrance-eoncern since Septernber /5.-4"pid. 1 2.4v ki * 4AG. .2 - TFSI. iftfiki44 Ir" - 'B (LI:-I3-

of protection
provided is uncalculated, but banks
agree that the majority of this cov-
erage has been purchased by corn- 4. -
mercial and residential real estate
developers, commercial property
rehabilitators, limited tax-advan-
taged investment partners and op-
erators, financiers and dealers in-

over-the-road machinery
—-u'z
veded usy-out ttuaactions hs

exploded during the past few years, 1 Vs.
these investors that purchase pub-
licly held companies and take them - -9-
private have generated about one-
quarter of the demand for interest
caps, participants say (see story,
page 46)
The first products that placed a
iici on the interest rates borrowers
had to pay were offered in the

early 19805, after interest rates be- 0 ! -
came more volatile in the late

1970s Investment bankers like
Merrill Lynch, Pierce, Fenner &
Smith Inc, and commercial banks, * 'd
like Citicorp, began providing this

||| FA,¥, [
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ZIP+4

While the product 15 not called
insurance, it behaves in much the
same fashion
By hedging in interest rate fu-
tures markets, first established in
1975 at the Chicago Board of Trade,
traders hope to realize gains that =
will compensate for interest rate u.: : 4'
When this coverage is tied to the
U S prime rate or the London in-
terbank offered rate (LIBOR 15 the
rate at whtch banks in London

offer Eurodollars m the placement ADDRESSING TomORROUJ TODAY

market), Merrill Lynch charges an

annual rate equal to 1% of the loan Imagine. mountainoustask of moving 100 billion when you use ZIP + 4 cod_es And that's
amount for the first 15 months of A remarkable new ZIP Code system pieces of business mail per year on top of the three-cent discount for
protection and 0 75% for coverage for business mailers So precise it But to deliver the future, we need presorting

beyond that time, for terms up to 30
months

can actually pinpoint specific streets, your help

If you're a First-Class mailer who

When the coverage is tied to specific bundings. Even specific build- Begin by being sure that the entire

banks' short-term certificate of de-
posit rates or U S Treasury bill
rates, the annual cost is 0 875% for
the first 15 months and O 75% for
the second .5 months

Fees must be paid when the cov-
erage is arranged Then, interest
rates are computed quarterly, if
they are above the unprotected

level, the borrower receives the
difference

Merrill Lynch began providing
this coverage in September 1981,
said David E Driver, manager of
Merrill Lynch's Chicago financial
instruments office It has protected

ing floors.
That's the ZIP + 4 code

address on all your business mail is
totally visible, legible and located

Now imagine a computenzed sorting properly Your local post office can give

system so advanced that it automati-
cally reads the last line of the address
off your envelope. Reducing sorting

you all the information you need
ECONOMY.
Use of ZIP + 4 codes is voluntary

time while Increasing sorting efficlency. But by adopting them, you'll be

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

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

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 mall, 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 mall service Contact
your local Postmaster or
Customer Service Represen-

tative And send yourself
into the future © USPS 1983 ikzze
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Interest rate coverage

Continued from previous page
insurer that provides this coverage.

points.

For example. one year of coverage on a $1
million floating prime rate loan with a half-
point retention and a five-point cap would cost

Insurance on these policies is provided on an $12,000-1.2% of the loan amount.

excess and surplus lines basis by North Star

The annual premium for a two-year policy

Excess Insurance Corp., a unit of General Re- with a four-point retention and a five-point

insurance Corp. in Stamford, Conn., and
Safety Mutual Casualty Corp. of St. Louis.

cap would be less: 0.5% of the loan amount.
Interest-Guard pays borrowers for any day

Interest-Guard has capacity to write insur- on which the prime rate rises above the unpro-

ance on $1 billion in loans. Its clients are bor-
rowing from $1.5 million to $75 million, said
Executive Vp Franklin Montross IV.

The company has insured about 15 loans to-

tected limit. Settlements are made monthly.
The insurer had to make its first payments

at the end of April, on three loans, one of
which had been taken out for an LBO. Claims

taling some $200 million, which have gen- totaled slightly more than $40,000.

erated about $2 million in premiums, Mr. Mon-

Mr. Montross said he wasn't alarmed by

tross said. Four of these policies have been for those payments. Besides, he said, the two-year

leveraged buy-outs.

premiums, equal to about 2.16% of each of the

Policies run as long as two years. Premiums loans, were designed to allow the insurer to

depend on terms and are due in advance.

make such payments for several months and

All policies have a self-insured retention of still earn a profit.

at least a half-point increase in the prime.

Generally, banks and Interest-Guard'charge

However, the amount of this retention can be similar rates for comparable protection.

as much as seven points, reducing the cost.

The most significant difference between in-

And, all coverage is capped at from five to 10 surance and futures protection is that Interest-

OVER 5,000
ATEAM

IA (AND RISING)

With QicClaim and Q
Team support. more
than SOC)0 companies
are administering
employee benefit

plans covering more
than 2 million people.

Join tile wi ning team in he

benefits administration industry.
Backed by a network of 2.500
sales and service personnel
and more than 20,000 ousi-

Features like in-depth manage- ness system installations
worldwide.

HEALTH CLAIMS MANAGEMENT SYSTEM

ment information reporting for
cost containment, total expand-
ability and affordability have
made QicClaim the proven
leader with more than 80 in-

stallations nationwide.

QANTEL

Achieving new levels of

cation among members...
developing joint marketing

the latest technologies at
substantial cost savings,

Guard's policies are tied to the prime rate,
which banks tend to avoid because prime rate
futures contracts are not traded, while other
rate futures contracts are.

Most U.S. companies' loans are tied- to the
prime, but very large companies, especially
those with operations in other countries, are
not confined to depending on domestic mar-
kets. They can tap other countries' financing
sources, if their rates are more favorable. The
LIBOR rate is one of the most widely used.

Whether interest rate protect.on is provided
by investment banks, commercial bank or In-
terest-Guard, Mr. Montross said he believes
the product will become more widely used. "as
companies come to accept what we're offering
as a standard financial tool.”

Also, he said, the coverage should: make
lenders more willing to provide credit to com-
panies that have bought the protecticn, be-
cause it reduces the chance of default.

Shortly a fter he said this, several, large
banks announced they had raised their;prime
rate 0.5%. "That should get our phones ringing
off the wall,” Mr. Montross said.

altll claims administratio

users. facilitating communi-

Pi-*,0 send me mom In#ob
mation.on QlcClalm ond Q
Team support

strategies and implementing

Name

Rise above the crowd...join Company
the Q Team on the leading
) o Aadarnr
edge of health claims adrrinis-
tration technology and system Cit,
310'41 Zin
Phone(

BUSINESS COMPUTERS
a Mohawk Data Seences Company

The only computer manufac-
turer with the technological
commitment to the employee

support through initiation of
the QicClaim Client Assoc ation.
A cooperative organization
geared to meet the rapidly
growing needs of QicClai-n

Rims
RESOURCE INFORMATION
MANAGEMENT SYSTEMS. INC.

Phone: 312/789-0230

Resource Information
Management Sy,teml, Inc
2015 Spring Road Suite 220

Dept.
Oak Brook Il 60521

Cover protects

leveraged buyout

A group of investors took on a
huge debt load when they pur-
chased part of a publicly held com-
pany late last year and engineered
a leveraged buy-out transaction to
take it private.

So early this year, they arranged
coverage that puts a cap on the in-
terest rate they will have to pay.

The protection, provided by a
large bank that had not been in-
volved in providing the initial $100
million floating-rate loan, will be
triggered if the prime rate, cur-
rently 12%, rises above 14%.

Running two years, the coverage
cost less than $500,000, according to
the executive of the Midwestern in-
dustrial conglomerate who dis-
cussed his experience only on the
condition that he and the company
not be identified.

"We're looking to protect our-
selves in case the roof falls in," the
executive said, explaining the deci-
sion to cover interest rate hikes.
"We fervently hope we won't have
to collect; it's like life insurance."

In an LBO, management or an-
other party acquires a company-
or more commonly a division of a
company-largely with loans se-
cured by the target firm's assets.
Usually, the amount of debt taken
out in these deals is from four to
eight times the amount of equity
provided.

LBOs have been around for
about two decades, but it has only
been in the past few years that
their popularity has exploded.
Thirty-six public companies went
private in 1983 via LBOs, up from
just 13 in 1980.

Financing comes from a vari-
ety of sources, including commer-
cial banks and venture-capital
firms. Another major source has
been insurance companies, like
Allstate Insurance Co., Connecticut
General Corp., Prudential Insur-
ance Co. and Northwestern Mutual
Insurance Co.

With interest rates more volatile,
lenders are reluctant to provide
long-term fixed-rate loans. As a re-
sult, most of the debts LBO firms
have acquired have a floating rate.

If interest rates soar as they did
earlier this decade, then these bor-
rowers' interest payments would
also rise. This burden could wreek
many LBOs' already delicate finan-
cial structures, especially immedi-

ately following the buy-out, when
debt loads are heaviest.

After the Midwestern industrial

conglomerate's officials decided to
cap their floating rate loan, they so-
licited quotes from several banks
and Interest-Guard Managers Inc.,
the only insurer providing interest-
rate protection (see story, page 45).

The bank won, the company ex-
ecutive said, because Interest-
Guard would have charged more
than $20,000 more for the same
protection.

"This is the first time they (the
banks) have offered this service,”
he said, "so they might have been
willing to charge less to establish
themselves in the market.”

Another attractive feature of the
bank's coverage, the company ex-
ecutive said, is that it will cover all
increases in the prime rate above
14%, the level up to which the com-
pany must pay. Interest-Guard
would only provide protection up
to a 19% prime rate.

"If the prime went back over
20%," the company executive said,
"we decided we'd be kicking our-
selves if we weren't covered.”

Another alternative the com-
pany rejected was entering the in-
terest-rate futures market on its
own.

Said the executive, "We don't
have the time or expertise to hedge
on our own. This way, the bank
manages the risk.”™ O



Change-in-law’
coverage draws
growing interest

By CAROL CAIN

Insurers are beginning to manu-
script policies to cover a company's
losses, including extra costs, if a
governmental entity changes regu-
lations while a building project or
business operation is under way.

The coverage-referred to as
change-in-law, force majeure or
U.S. "political risk" coverage-is
especially attractive to the nuclear
energy and waste recovery indus-
tries.

But while interest in the cover-
age is growing, it is not easy to find
insurers willing to write coverage
for an exposure that often is hard
to define, brokers say. And, the cost
can be prohibitive.

Fred S. James & Co. Inc. of New
York and wholesale brokerage Mac-
Lean, Oddy & Associates Inc. in
Dallas, a subsidiary of Sedgwick
Group P.L.C., appear to be the
leaders in marketing such cover-
age. Both offer it as part of a pack-
age that covers builders risks.

James officials say Lloyd's of
London is the only market the bro-
kerage has found for this coverage,
and James has placed only one pol-
icy that includes coverage for costs
arising from regulation changes.

Meanwhile, MacLean, Oddy says
it has placed four such policies and
expects to place 10 more. Its mar-
kets include Lloyd's, other alien in-
surers and both admitted and non-
admitted U.S. insurers.

"At present there is limited ca-
pacity available," said Roy Oddy,
chairman of MaclLean, Oddy.

"It's very difficult to get, if at
all," said a spokesman from broker
Johnson & Higgins, which has not
placed any such coverage.

Marsh & McLennan Inc. has had
inquiries for the coverage, but
doesn't know of any markets, says
William Duggan Jr., a managing
director in New York who coordi-
nates financial guarantees.

One problem appears to be defin-
ing the exposures to be insured be-
cause in some areas regulations are
still developing.

"From a risk standpoint, it's not
definable yet, not formalized," said
Michael T. Tilton, a James execu-
tive vp. He noted the environmen-
tal area, which 'is embraced by a
very dynamite situation. There are
plenty of laws in place, some desir-
able, some not. And there's
pressure for more regulations."

And because each risk can be dif-
ferent, no one policy is being mar-
keted to respond to buyers' needs.

"None of this (coverage) is stan-
dard; it's all manuscript,” said Mike
Dinstein, president of the financial
research and planning division
with James' corporate office. And
so far, he says, demand has been
minimal. However, that appears to
be changing.

"We are optimistic about the fu-
ture of this type of coverage and
see the demand increasing as the fi-
nancing aspects and contractual ob-
ligations in the projects become
more and more sophisticated and
innovative," Mr. Oddy said.

"Every day a potential client re-
alizes an exposure from a change in
law, and we are receiving more and
more inquiries,"” Mr. Tilton said.

For instance, one recent potential
client was concerned about a local
municipality changing its building
condemnation law.

"This client was buying a build-
ing from the government with a
10-year mortgage, and it perceived
a potential change in the law to be
an exposure. They want us to look

into it," Mr. Tilton said.

M&M also has had similar in-
quiries.

"Someone was buying old utility
facilities and wanted to guarantee
that there wouldn't be a loss if the
buildings were condemned,"” Mr.
Duggan said.

"Some (insurance) markets are
interested in that, but you have to
be very specific. Underwriters are
zeroing in to see if they can iden-
tify a specific contingency or
change in law," he said.

Continued on next page
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Changing laws concern waste energy companies

Continued from previous page

A major area cf concern for
waste energy companies today is
the possibility of new laws covering
dioxins, said Alburn E. Blanken-
ship, senior vp and Northeast re-
gional risk management director
for James in Boston.

"There are no standards yet," he
explained, adding that companies
that are building now may be con-
cerned that they willl be precluded
from operating if certain dioxin
standards are adopted.

"In the past our government has
'grandfathered' those (plants), if
they had a permit,"” he said. But
they may not be left off the hook in
the future, he warns.

The majority of change-of-law
risks that have been written have

been for congeneration and waste-

to-energy type facilities, explains
Terry Jacobson, an account execu-
tive for MacLean, Oddy.

However, chemical plants and
nuclear plants are also interes.ed,
and Maclean Oddy is working
with risks ranging from ethanol
plants to a paper mill, he says.

Cogeneration is the production of
electricity and some other form of
energy, like heat or steam, from the
same facility. Waste-to-energy fa-
cilities are those in which agricul-
tural or other types of waste is con-
verted to electricity and steam.

A Lloyd's underwriter made a
quote on change-in-law coverage
for a waste-to-energy project in
Massachusetts during the past year,
says Jay Greer, a partner with Le-
Boeuf, Lamb, Leiby & MacRae,
counsel for Lloyd's in New York.

The policy was designed espe-
cially for this energy project, a pro-
posed joint venture among several
municipalities, Mr. Greer said. The
municipalities involved were con-
cerned about law changes by one of
several federal agencies, the Massa-
chusetts Department of Environ-
mental Quality, the local municipal
governments and/or the courts.

"The concern was on the part of
the (municipalities) that were build-

drafting the wording is trying to
make sure there is no mi:under-
standing between the underwriter
and the insured. It's a product that
you have to tailor to the particular
facility in question.”

A year ago, a James' client in the
resource-recovery industry pur-
chased a policy underwritten by
Lloyd's that includes change-of-

law coverage, Mr. Blankenship
said.

ing the plant, which would take The policy covers any additional
three years to complete,” he said. , costs in bringing the company up to
The policy would have had a $47.,the new standards or regulations
million limit and at one point, the r - set by the government: he said.
premium was around $1.2 million, - / The premium was 4% of the $40
Mr. Greer said. However, the - million limits. or $1.6 million.
project did not go through for non- - ' Because no one fully understands

insurance reasons, he said.
"l think the concept is an inter-
esting one. The biggest problem in
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pay, he said.

"You have to ask, 'What can you
charge not to ruin the economic vi-
ability of the project?™ he added.

And generally speaking, such
coverage will have a very large de-
ductible or coinsurance, or a combi-
nation of both, he said.

The coverage was sold as part of
a builders risk package policy.

"We are recommending that
rather than fragment this coverage,
you keep it together with builders
risk,” Mr. Blankenship said.

MaclLean, Oddy also markets this
type of coverage as part of a broad
builders package policy and calls it
"force majeure" coverage, or cover-
age for an event that cannot be rea-
sonably anticipated or controlled.

The overall policy, which is writ-
ten by U.S. admitted and non-ad-
mitted companies, Lloyd's un-
derwriters and overseas companies,
includes four separate coverages

- All risks of direct damage, in-
cluding boiler and machinery.

< Indemnification (force ma-
jeure).

= Errors and omissions.

- Project warranty.

The force majeure portion in-
demnifies the policyholder for lia-
bility assumed by contract and aris-
ing out of business interruption
and/or continuing expenses of
force majeure exposures, Mr. Oddy
says.

Among the force majeure expo-
sures listed in the policy are: "Any
law, order, directive or regulation
of any governmental authority or
agency thereof or order of any
court of competent jurisdiction."

This section of the policy also
covers fire or other physical de-
struction or damage including, but
not limited to, lightning, explosion,
flood, earthquake, hurricane, storm
or action of the elements, riots, civil
commotions or malicious or other
acts intended to cause loss or dam-
age; strikes, lockouts and labor dis-
putes, except if they occur between
the insured and its own employees;
and any other cause beyond the
control of the insured.

The cost for the force majeure
portion of the package policy varies
according to the project, but would
range from 3% to 5% of the policy
limits, Mr. Jacobson said. Factors
considered include the type of
project, the number of days for
completion, deductibles, the experi-
ence of the contractors, the type of
equipment used, safety factors and
the financial performance.

The policy is tailored to the con-
tract, and the buyer can purchase
any combination of the four parts
of the broad policy, Mr. Oddy said.

The policies are subject to certain
exclusions and the limits vary ac-
cording to the size of the project, he
said, adding that limits of up to $25
million are not uncommon.

Although brokers and un-
derwriters are beginning to hear
more about this specialty coverage,
many potential clients are unaware
of its existence and fear it might be
too costly.

"It sounds interesting, but how
could anyone afford it? It must
have lots of restrictions,” said
Linda Hodge, general counsel who
sits on the insurance committee of
the Atomic Industrial Forum in
Washington, a trade association for
the nuclear power industry.

"Sounds like a good idea, but it
could cost a substantial amount of
money," said Walter G. Holberg,
manager of insurance with Phil-
delphia Electric Co. °

James' Mr. Blankenship agrees
that cost is a major concern.

"What will it cost? That depends
on how well the risk can be de-

scribed and to what extent the
sponsor and the underwriter can
agree on the quantification of se-
verity and probability,” he said. .
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Few companies buy coverage
for coupon over-redemption

Every risk manager * needs

PRACTICAL RISK MANAGEMENT
' The Professional's Handbook"

By STACY SHAPIRO

LONDON-Product manufac-

turers that offer discount coupons
to consumers can be clipped.

Manufacturers can be hit for mil-
lions of dollars if coupons are frau-
dulently redeemed. And, they can
end up with an unexpected loss if
zealous consumers redeem more
coupons than predicted.

However, coupon over-redemp-
tions is a risk that is seldom in-
sured.

Underwriters have been gen-
erally wary about offering insur-
anee to manufacturers to cover this
risk, notes Geoffrey Fox, director
of Adam Brothers Contingency
Ltd., a Lloyd's of London broker.

"It is more of a trade risk than an
insurable risk," he pointed out,
though he said that Lloyd's has is-
sued some policies.

A Lloyd's spokesman said that
underwriters will look at the risk
on a "one-of-a-kind basis."

Union Atlantique S.R. in Brus-
sels, Belgium, a subsidiary of
American International Un-
derwriters Ltd., part of American
International Group Inc., says it
has underwritten several coupon
over-redemp.ion policies.

The coverage written by UNAT
usually resembles stop-loss cover-
age, according to Simon
Humphries, manager of under-
writing operations for UNAT. If a
company estimates that 5% of the
coupons issued will be redeemed,
the policy will kick in only after
15% of the coupons issued are re-
deemed.

However, Mr. Humphries could
not say what limits UNAT provides
or what rates it charges since each
risk it writes is individually manu-
scripted.

However, at least one U.S. mar-
ket research firm is eager to offer
over-redemption insurance to its
clients and has asked broker Fred
S. James & Co. Inc. to help it place
the coverage.

Thomas Whitehead, president of
the Merrill & Whitehead in New
Caanan, Conn., notes that there
could be great demand for the cov-
erage if it is offered on a wide-scale
basis.

About 150 billion coupons will be
issued by U.S. companies this year,
Mr. Whitehead notes. With an av-
erage value of about 35 cents
apiece, this will represent total
available discounts of about $50
billion, he says.

In addition, U.S. companies will
conduct about 3,000 cash refund or
rebate programs-offers through
which a consumer can receive
money from a manufacturer if he
or she mails in proof of purchase of
a product. These offers will cost
about another $1 billion or $2
billion, he said.

"Historically, (coupon and re-
bate) offers are made on certain as-
sumptions," he said. "One of the as-
sumptions is that only a certain
percentage of the exposure will be
redeemed.”

For example, a cereal company
or its marketing firm may estimate
that only 1% of the coupons or re-
fund offers that are distributed, ei-
ther through newspapers or maga-
zines or on the product carton it-
self, will be returned. Thus, the
company will budget 1 cent in re-
demptions for every $100 of cou-
pons printed.

But, such budgeting can be short-
circuited by an "educated public"
and "chicanery," Mr. Whitehead
said, adding that over-redemption
can cost a company millions of dol-
lars on a single series of coupons.

For instance, consumers have
formed "coupon clubs" with a

membership of almost 2 million
people.

Members trade coupons on prod-
ucts they do not use to get addi-
tional coupons for items they do
normally buy, and this can signifi-
cantly boost the redemption rate,
Mr. Whitehead said.

And, millions of dollars in cou-
pon refunds emanate from the
fraudulent redemption of coupons.

For instance, retailers may buy un-
sold newspapers, cut out coupons
and redeem them, even though the
product was never sold to a con-
sumer, Mr. Whitehead said.

And, sometimes coupons are re-
printed and then redeemed.

In fact, coupon fraud is such a
big-ticket item that the Federal Bu-
reau of Investigation is probing the
e r<kk>ler» - -
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Unauthorized computer access
INnsurance has never been more

accessible.Herehwhy...
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Gene Patterson, head of Unauthorized
Computer Access Underwriting, has
recorded some helpful hints on selling this
coverage. His cassette is yours for the asking.
You already know who the prospects
are: any company, institution or govern-
ment facility that utilizes electronic data
processing equipment. But perhaps you've
been reluctant to go after this business
because you thought: "Computers are just
too complicated to get involved with."
Actually for most of us, they are.
That's why the computer insurance experts
at Shand, Morahan developed a policy, and
a simple, client-self-administered applica-
tion form, that does it all for you. Your
client's own computer people answer all the
technical questions (and learn about their
system's vulnerabilities in the process.)
You, then, simply forward the filled-out
application to us and we take it from there.
Remember: no computer system is
totally secure, ever And riders to existing
crime or EDP policies are at best band-aids
that leave major gaps in coverage. Instead,
now you can custom assemble a comprehen-
sive computer insurance program built
around an Unauthorized Computer Access
policy from Shand, Morahan.
For our free audio cassette or
booklet about selling this coverage, call
(312) 866-0859 or mail this coupon today.

Please send me your 0 cassette E] booklet about
selling Unauthorized Computer Access insurance

Name
Agency
Address

City, State, Zip

Mail to: Shand, Morahan & Company, Inc.
Shand Morahan Plaza, Evanston IL 60201 B

IHIMIShand, Morahan
Company, Inc.

Slurrul Morahan Plaza Evanston IL 60201
312/866-2800 Telez 72-4328
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Weather insurers see sunny days ahead

By SALLIE J. DRURY

Some businesses change with the
weather.

In fact, a number of businesses
could suffer severe financial loss as
a result of rain, wind and snow-or
the lack thereof.

But, to soften Mother Nature's
blow, insurers have developed a
number of weather-related prod-
uets.

The main markets for this type
of coverage are Lloyd's of London
and two affiliates of American In-
ternational Group Inc.: Good
Weather Inc., a 25-year-old com-
pany specializing in weather risks,
and National Union Fire Insurance
Co. of Pittsburgh, Pa., which un-
derwrites a snow removal policy
for municipalities and other enti-

' | think the biggest growth area for this type
of coverage is for outdoor recreation and

vacation insurance. Industrial use is fairly
limited,' says Monte J. Gollub of Marsh &
McLennan Group Associates Inc.

ties whose snow removal costs ex-
ceed their budgets due to a harsh
winter.

Brokers say insurance against
foul weather has existed on a case-
by-case basis for a number of years,
but recently there has been a move

toward specialization and expan-
sion in this market.

However, there has not been a
storm of requests for the coverage.

Sta

"Many people consider it, but
often after pricing it they won't
buy it," said Charles McAlear,
chairman of McAlear Associates
Inc., a surplus lines broker in
Grand Rapids, Mich. "The number
of accounts we handle for
(weather-related insurance) is
very, very low."

"l don't think it's a huge book of
business," said Jack Chutuk, vp at

bility

Albert G. Ruben Inc., a Beverly
Hills, Calif., subsidiary of Alex-

ander & Alexander Services Inc.
and the exclusive broker for the
the entertainment division of Fire-
man's Fund Insurance Co.

"l represent about 75 concert pro-
moters and there'sjust not : big de-
mand (for weather-relatec insur-
ance). The premium is off :he rec-
ord, but it's rather high."

However, others see growth
down the road.

"We have been writing weather
insurance for special events for
several years, and with Good
Weather we have seen vacation in-
surance getting heavy in the last 12
months,"” said Monte J, Gollub, vp
for Marsh & McLennan Group As-

sociates Inc. in New York.

"l think that as the American
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public gains more free time,
through computerization, perhaps a
four-day work week and flex time,
there will be more outdoor events
and more vacations, increasing the
demand for weather insurance,"” he
continued.

"l think the biggest growth area
for this type of coverage is for out-
door recreation and vacation insur-
ance. Industrial use is fairly lim-
ited.”

However, Harold Mollin, direc-
tor of programs and marketing for
Good Weather, disagrees. "l think
we're just scratching the surface,”
he said.

"There is the energy industry,
which depends on winds, and air
conditioners, which depend on hot
days, and fireplaces, which depend
on cool days. And there are risks all
over the world.”

Good Weather, in particular, is
aggressively seeking to expand its
specialty market.

"In the last three or four years,
we have grown about 100 times
over," Mr. Mollin said.

One area in which Good Weather
is involved, and which has received
much press lately, is insuring a
sales promotion for weather-re-
lated products and services.

For example, last year The Toro
Co. offered the buyers of its
snowthrowers a refund if snow ac-
cumulation was less than average.
Any money Toro loses on the offer
is insured by Good Weather (see
story, page 52).

Travel agents, airlines, rent-a-car
companies and other travel-related
vendors can also insure a weather-
related promotion, Mr. Mollin said.
These usually involve guaranteeing
travelers a certain number of

sunny days-or in a ski area, a cer-
tain amount of snow.

Clothing retailers also have
shown interested in weather-re-
lated insurance.

Retailers selling seasonal mer-
chandise-for example, winter
boots or overcoats-can suffer fi-
nancial loss if a mild winter forces
the store to mark down the price of
merchandise earlier than planned.

For example, a chain of shoe
stores in the Toronto area that nor-
mally sells $1 million in boots dur-
ing October, November and De-
cember might also as a rule mark
down all remaining boots to half
price if there is no snow before
Dec. 15.

To cover such a loss, the com-
pany could purchase a policy from
Good Weather that would pay the
chain store a certain amount, say
$500,000, if it did not snow by Dec.
15. The chain's "deductible"” would
pay for any sales lost before Dec. 15
due to snowless days.

For such a policy, the company
might pay about 10% of the $500,000
face value of the policy, or $50,000.
However, the premium would vary
by location and the "deductible" as-
sumed by the buyer.

Seasonal businesses-like sum-
mer restaurants, beach clubs,
boardwalk arcades and ski resorts
-also can lose if there is too much
or too little rain, too much or too
little snow, too many cool or
cloudly days or too many warm
and sunny ones.

They, too, can find coverage
fromm Good Weather.

Each business would determine
its deductible in terms of the num-
ber of inches of rain (or lack of
rain) or snow it would withstand
before a claim could be made. Once
that deductible is met, the business
receives the face value of the policy
it has purchased.

Other types of businesses that
have weather-related exposures in-
clude promoters or sponsors of out-
door events-like athletic events,

Continued on facing page
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concerts and fairs-and suppliers
for outdoor events-caterers and
lessors of rental furniture like pie-
nic tables.

A rained-out event, like a con-
cert by a big-name star, could be
quite a risk.

"Imagine if Michael Jackson
gave an outdoor concert at the Los
Angeles Coliseum, which seats
90,000, and it got rained out," one
broker said. "Reimbursing the
ticket price would cost a fortune-
you could have several million dol-
lars at risk.”

(The site of Michael Jackson's
concert later this year in Los An-
geles has not yet been determined.)

"Last year we paid $100,000 on a
Johnny Cash concert, and we
might have paid $1.5 million on a
Diana Ross concert (held in New
York's Central Park, which was
rained out the first night)," Mr.
Mollin said. "But, we didn't have to
pay anything on that because it
only rained the one night, and their
policy was for rain two nights in a

"They had thought about the
one-night policy," he said, "but de-
cided it was too expensive to buy.”

Producers of movies, commer-
cials and music videos also pur-
chase insurance to cover extra costs
if weather holds up production.

"We do a lot of music videos,"”
Mr. Mollin said. "We did Billy
Joel's 'Uptown Girl' when they
were shooting at a gas station in
Manhattan and didn't want it to
rain.”

For this project, Good Weather
insured that between midnight and
8 a.m., six of the eight hours of
shooting would be rain-free. The
deductible would be the two hours
that could be rained out without re-
imbursement.

A one-day shoot may cost as
much as $100,000, Mr. Mollin said.
"If the policy specifications were
similar to those for 'Uptown Girl,'
the value of the policy were for
$100,000 and the shoot took place in
May, the premium would be
around 15% to 20%" of the face
value of the policy, he said.

A producer of such a film would
ordinarily purchase a policy to
cover the cost of reshooting if
weather caused a cancellation.

"There's a big risk when you're
filming," added M&M's Mr. Gollup.
"Production expenses for a one-day
shoot are astronomical.”

But so far, it has been pretty
smooth sailing for Good Weather.

The company now handles a pre-
mium volume of about $10 million
annually with a loss ratio "safely
around 33%," Mr. Mollin says.

To assess the weather risks it as-
sumes, Good Weather gathers rain-
fall, snowfall, wind, temperatures
and other weather records from
7,000 weather stations around the
world.

"We collect the data back as far
as we can get it,"” Mr. Mollin
explains. "For some cities, we have
the last 100 years of snowfall.

"The risk we specialize in is
weather; it doesn't make any dif-
ference to us what the product (or
service) is that may suffer the loss,"
he continued. "And it doesn't mat-
ter to us where it is-1/100 inch of
rain is the same in Duluth or Paris
or anywhere.

"The founder of Good Weather
(Henry L. Fox) had a penchant for
this kind of risk and developed an
underwriting technique,"” Mr. Mollin
said. "When that technique was tran
ferred to computers, we really grew."

Patents are pending on its soft
ware used for underwriting the
weather coverages

Meanwhile, National Union is
prepared to underwrite snow re
moval insurance for any entity that
budgets for snow removal-munic
ipalities, counties, states, even air
ports-and that could blow a year s
snow removal budget if it were hit
with a winter of blizzards.

'The risk we specialize in is weather; it doesn't
make any difference to us what the product (or
service) is that may suffer the loss. And it doesn't
matter to us where it is-1/100 inch of rain is the
same in Duluth or Paris," Mr. Mollin says.

"A very severe winter might end
up costing a muncipality $2 million
for snow removal, when it had
budgeted only .500,000," said Carl
H. Luecke, vp at Johnson & Hig-
gins, managing general agent for
National Union for this program.

"When that hapEens, the munici-
palitiy has to raise property taxes,
sell bonds or otherwise raise money
to pay for the extra cost." However,
the extra cost would be fully cov-
ered by National Union if the en-
tity purchased sniw removal insur-

This policy was developed about

a year ago, and J&H is in the mar-
ket.ng stage now. "l think there's
quite a demand for this type of cov-
erage,” Mr. Luecke said. "l would
think if a municipality knew it
were available, it would buy it.

"Whenever you think of excess
or catastrophe coverage, you think
of a policy that doesn't pay,"” he
continued. "This policy will pay.
There will be a year in which (a
greater than normal snowfall) will
happen."”

Lloyd's of London has handled
some weather-related risks, but one
broker says the coverage is expen-
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sive and "frankly, not very sal-
able.”

"One underwriter once said
'Don't ask me to bet against the Al-
mighty,"" said Geoffrey S. Fox,
director of Adam Brother Contin-
gency Ltd., a Lloyd's broker. With
weather-related risks, -you are just
trying to bet against statistics and it
just doesn't work."

However, one underwriter in
London, Eagle Star Insurance
P.L.C.,does specialize .n "pure plu-
vious insurance,"” as its called in
Britain, in which the insured does
not have to prove loss to collect on
the policy if an event is rained out,
Mr. Fox said.

For example, a church may plan
an outdoor bazaar and expect to
raise 2,000 pounds sterling. But, if it
rains, there is no way to prove how
much money would have been
made.

"Eagle Star will issue a policy
which pays an agreed-upon sum in
the event that you get an agreed-
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upon amount of rainfall between
certain specified hours," he said.

Other Lloyd's syndicates handle
"a tremendous amount of abandon-
ment insurance,” Mr. Fox said,
which is a regular indemnity policy
in which loss must be proved.

"Excess rainfall can cause the
cancellation of a football or tennis
match; excess heat may cause the
cancellation of a grouse shoot be-
cause the brush could be set alight,”
Mr. Fox said.

And, Lloyd's has begun to re-
ceive Toro-like inquiries for
weather-related promotions in
Britain, he said.

"The U.K. distributor of Polaroid
sunglasses has inquired about in-
suring a certain amount of sun-
shine,"” he said. "And holiday com-
panies and ski resorts have in-
quired.

"But it's very difficult to come up
with any satisfactory quote for
them. This type of insurance is
very expensivel.™" .
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Insurer protects against blizzard of refunds

By SALLIE J. DRURY

MINNEAPOLIS-Spring is
nudging out the last traces of win-
ter, and The Toro Co. of Minneapo-
lis is busy tallying the inches of
snow that fell this past season.

The tally will show how much
will be paid in claims to purchasers
of Toro snowthrowers, who were
guaranteed a full or partial refund
of the price of a snowthrower if
winter brought below-average ac-
cumulations of snow.

The tally also will show how
much Mother Nature will cost the
insurer that guaranteed Toro's pro-
motion.

The refund was offered to cus-
tomers that purchased a Toro
snowthrower between May 1, 1983,
and Dec. 10, 1983.

They were guaranteed that if less
than 20% of the average annual
snowfall fell between July 1, 1983,
and May 31, 1984, they would re-
ceive a 100% rebate on the purchase
price of the snowthrower. If less
than 30% of the average fell, they
would receive 70% of the purchase
price; less than 40% of the average
would bring a 60% rebate; and less
than 50% of the average would
bring a 50% rebate.

Snowfall measurements are tal-
lied by the National Oceanic and
Atmospheric Administration of the
U.S. Department of Commerce.

"Right now it looks like two or
three cities had less than 50% of the
annual average," said Dick Pollick,
Toro's director of marketing. "If so,
we would have some partial reim-
bursements there.”

But, nowhere was there less than
20% of the annual average snowfall
this season, so Toro will not have to
reimburse anyone for the full pur-
chase price.

As a result of the promotion,
Toro's actual sales exceeded
projections by more than 20%.
However, without insurance cover-
age the promotion would never had

gotten off the ground, said Mr. Pol-
lick.

"l doubt that we would have
gone ahead with the promotion if
we didn't have the insurance
backup,"” Mr. Pollick said. "The ex-
posure is really too great."

Before Mr. Pollick joined Toro,
he had worked in the recreation in-
dustry.

"We depended on snow, and of-
fered a similar promotion which
we self-insured,” he said. "When |
came to Toro | thought we could do
a similar type of promotion, but
self-insurance wasn't practical.”

Toro first approached Lloyd's of
London for the coverage, "and they
weren't interested,” Mr. Pollick
said.

But a Lloyd's broker said, "It's
not fair to say Lloyd's refused to
quote a rate for Toro.

"We received a tentative inquiry
from Toro, and asked them to sup-
ply us with voluminous weather
statistics so we would have ade-
quate underwriting information, "
said Geoffrey S. Fox, director of
Adam Brothers Contingency Ltd.
"We never got them, however, and
we couldn't place the business
without the weather statistics.

"Since we're in the U. K.,
weather statistics in the States are
not readily available,” he contin-
ued. "It's absolutely correct to say
we didn't want to accept (the Toro
risk), but we may have if we'd re-
ceived the statistics.”

After it pitched Lloyd's, T6ro
brought the idea to Good Weather
Inc., a subsidiary of American In-
ternational Group Inc. that special-
izes in weather-related risks. Good
Weather agreed to underwrite the
coverage, which was brokered
through Marsh & MelLennan
Group Associates Inc.

Toro's premium, which Mr. Pol-

7 doubt that wie would have'gone #head '3
with the promotion if w€dien't ha*ethed:
insurance backub. The ekpcsure is really,
too great,' says Dick Pollick, Toro's T [:
directot of markdting. : 2 :

lick would not disclose, was based
the number of snowthrowers sold.

Good Weather assumed a $25
million risk on the Toro policy.

"But that was really less of a risk
to us than a $2 million, one-day
concert cancellation policy because
the risk was spread around the
country,” said Harold Mollin,
director of programs and market-
ing for Good Weather.

While Toro's snowthrower pro-
motion received a lot of media COV-
erage, it is by no means the )nly
company insuring financial loss
from weather-related risks.

Steiger Tractor Inc. of Fargo,
N.D., also insured a similar promo-
tion:1 effort.

The Dompany promised purchas-
ers of its farming equipment that it
would redeem a certain percentage

of the purchaser's annual payment
if rainfall was a certain percentage
below average.

"This was a r ind of drought in-

suran ze," said Keith Dickelman,
retail finance marketing manager
for the company. And the risk was
assumed by Good Weather.

According to the promotion, a
purchaser will be reimbursed 10%
of his annual rayment if it rains
less than 70% of the average; 20% if
it rains less than 60% of the aver-
age; 40% if it r::ns less than 50% of
the average; 60% if it rains less than
40% of the average; and 103% of the
payment if it rains less than 30% of
the average.

Annual payments on Steiger
equipment ranges from $10,000 to
$20,000

Once Steiger pays the premium,

which is based on the number of
units financed during the promo-
tional period from April 1 to the
end of May, it pays nothing toward
any claims triggered by a lack of

rain.

"We would like to see someone
collect on the program,” Mr. Dick-
elman said. "It would be good pub-
licity for us."

But, Steiger will have to wait and
see what weather summer brings.

Steiger paid a premium deposit,
based on expected sales before the
promotional period began. When
actual sales are tallied, additional
premium will be paid or an amount
will be reimbursed, depending on
how forecasts compare to actual
sales.

Steiger's idea to offer a weather-

Continued on facing page
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insured promotion was inspired by
Toro and Republic Airlines, which
offered vacation rebates in case of
bad weather in "sun spct"” cities,
Mr. Dickelman said.

"Everybody is familiar (with
those plans), so we talked with
(broker) Credit International Asso-
ciates and researched the idea to
see if we could do the same in our
business." But, Steiger purchased
the policy directly from Good
Weather rather than through the
broker.

There is no aggregate limit on
Steiger's policy. For instance, the
largest annual payment fcr a piece
of Steiger equipment is $20,000. If
rainfall were less than 30% of the
average, the policy would pay that
$20,000 for every piece of that kind
of equipment sold during the pro-
motion period.

Because the rebates could be so
large, "We never would have gone
ahead with the promotion without

the insurance coverage," Mr. Dick-
elman said. "We're not in the busi-
ness of taking risks.

"But the promotion does catch a
lot of people's eyes,"” he added. "I
think a lot of people are interested
as a result of the promotion. It's
doing something for us by making
people aware of our name, but it's
hard to say in dollars what that
means."

Virginia Harvestore Inc., in
Louisa, Va., is another producer of
farm equipment that wanted to
combat customers' fear of a
drought. The company sells airtight
corn storage structures; if this sea-
son brings a drought, farmers may
not have any corn to store.

Here again, Toro planted the idea
for an insured promotional pro-
grann.

"We saw an article in The Wwall
Street Journal and we called up

Toro," said Kim Schrum, secre-
kary-treasurer for the company.

Because Virginia had suffered a

drought in the 1983 growing season,
the company had to combat the at-
titudes of farmers who were skep-
tical of another bad harvest year,
he said.

"Toro gave us the name of Good
Weather, and we bought a policy
through TD&R Insurance Brokers
in Richmond,” Mr. Schrum said.
"Most of the sales are in May and
June, so we'll see how the idea
works out. There has been a good
response from farmers just talking
to them about it.”

Premiums and limits for Virginia
Harvestore are arranged like those
of Steiger Tractor. Premium is a
percentage of gross sales and there
is no aggregate limit. "We projected
about $1 million in sales, but if we
actually have $5 million in sales,
we'll just pay more in premium
(and the rebates will be covered),”
Mr. Schrum said.

Virginia Harvestore is not offer-
ing a scaled rebate, but if it rains
less than 50% of the average be-
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tween May 1 and Sept. 16, purchas-
ers will receive back 50% of what
they paid for the storage structure.

Simpson-Sears Ltd. in Toronto,
the Canadian division of the giant
retailer, also has begun a
snowthrower promotion insured
through Good Weather.

Simpson-Sears offers a scaled re-
bate program with a maximum re-
bate of $1,500, or 100% of the pur-
chase price of a snowthrower if it
snows less than 20% of the average.
The insurance premium is also
based on sales, with a premium de-
posit based on sales forecasts.

"Others were (offering a similar
promotion) and, in order to be com-
petitive, we had to do it,"” said J.
Gordon Hird, national manager of
risk and insurance for the com-
pany.

The idea was sparked by the re-
tailer's buyer of snowthrower
equipment. The company then pur-
chased the insurance through Perdi
Insurance Brokers Inc. in Toronto..

A&A gambling

on bookie policy
By SALLIE J. DRURY

British bookies now have an-
other factor to weigh when they set
odds: Will it rain enough to make
foul weather insurance a "profit-
able"” investment?

Most bookmakers are gambling
that it won't, and that's the trouble
Alexander & Alexander Ltd. has
encountered in marketing its new
coverage for Britain's legalized
bookmaking operations, which lose
income when foul weather cancels
horse racing.

"The problem with the book-
making fraternity is that they take
everything as a gamble,"” said Eric
Carr, an account executive with the
Liverpool office of A&A Ltd.
"They calculate the risk them-
selves, and figure how many days
of racing will have to be lost for
them to make a profit on their pre-
mium investment. For them, it's a
bet on the weather.”

A&A introduced the policy late
last year. It is written by Sun Alli-
ance & London Insurance Group.

However, the company was not
able to sell a single policy during
the last racing season, which runs
from November to March. "We
Nneed to make it more attractive
from a bookmaker's point of view,"
Mr. Carr said.

A&A is also "rethinking the idea
actuarially," as well as from a mar-
keting perspective, he said.

"We went back about 10 years
looking at the number of lost racing
days due to weather."” The worst
year yielded 40 days lost. In 1978,
20 days were lost; 33 were lost in
1979; while 20 were lost in 1981.

The policy will pay bookmakers
an agreed-upon daily rate equal to
10% or 12.5% of the bookmaker's
average net turnover, depending
on the amount of premium the
bookmaker wants to pay, after 14
days of racing are canceled.

"If a bookmaker were paying a
100:pound premium and earned an
average of 50 pounds a day, the
break-even point for him would be
more like 19 days," Mr. Carr said.
"In an average year you are going
to break even, but it's difficult to
convince (the bookmakers) of the
catastrophe risk."

Another acttarial problem, Mr.
Carr pointed out, is that all of the
policyholders are liable to collect at
the same time. "It's not just the one
unfortunate collecting from the pot
subsidized by everyone else."

A&A is considering changes in
the number of canceled days
needed before the coverage takes
effect. It also may include a provi-
sion for payment if a certain num-
ber of consecutive days are can-
celed. But, despite the changes, Mr.
Carr says A&A will continue to
offer the coverage.

"It's a good idea, and | don't
think anyone else has thought of it.
We've had inquiries on it from
other parts of the world-South
Africa and Australia, all sorts of
places. We had a racing newspaper
asking us about it," Mr. Carr said.

A&A does not plan to expand its
market just yet, he said. "At the
moment, we are trying to get the
U.K. horse racing sorted out.” .
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More insurers begin writing
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NEW YORK-As they would
with almost any new product, un-
derwriters are approaching the rel-
atively new area of commercial
paper guarantees with caution.

While one insurer-Aetna Life &
Casualty Co.-has been writing
commercial paper guarantees for 10
years, many major underwriters
and brokers are only taking steps
toward offering the product.

Commercial paper is a term
used to describe short-term corpo-
rate promissory notes that have
specific values and mature on spe-
cific days.

Most agree that, given the right
economic conditions, the growth
potential for commercial paper
guarantees is strong.

Some, however, say that the
guarantees cannot reduce borrow-
ing costs significantly enough to
make them clearly preferable to
bank financing of commercial
paper issues.
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they more typically cover terms of
one or two years.

The bonds may also contain can-
cellation provisions, allowing the
insurer to back out of covering fu-
ture issues if the insured company's
financial performance falls below
certain standards measured by
debt-to-equity ratios, cash flow, in-
come and other factors, according
to Michael Djordjevich, vp in the
financial insurance department of
Fireman's Fund Insurance Cos. in
Novato, Calif.

Fireman's Fund started writing
corporate bond and commercial
paper guarantees last December,
Mr. Djordjevich said.

Guarantee transactions can take
two forms, according to Marc
Knapp, financial products director
in the financial services depart-
ment of Continental Corp. in New
York. Continental is now gearing
up to write its first commercial
paper guarantee bond, and expects
premium volume to hit $2 million
to $3 miillion this year.

In one form, the insurer issues a
bond directly to the insured com-
pany, which puts up no collateral to
cover the debt issues. The insurer
thus bears the risk of a default by
the insured company.

Few insurers say they are eager
to write this type of bond.

More commonly, Mr. Knapp said,
a company will set up a "special
purpose corporation” to issue its
commercial paper. This special
purpose corporation then puts up
some form of collateral-a bank
letter of credit, for example-to
cover its debt issues.

The special purpose corporation
is generally insulated from the par-
ent company, so that if the parent
company goes bankrupt, the assets
of the special purpose corporation
will still be available to cover the
debt issues, he explained.

Most insurers writing guarantee
bonds require this or some other
form of collateral, says Roger H.
Kahn. an assistant vp at Alexander
& Alexander Inc. in New York.

"They like to be in a zero loss po-
sition," he noted.

"Without collateral our capacity
would be strained. We couldn't
take it," Mr. Djordjevich said.

In underwriting the coverage, in-
surers perform a review of a corn-
pany's creditworthiness, concen-
trating on its liquidity and ability to
meet short-term obligations. Insur-
ers also evaluate the collateral
being offered, which in some cases
may consist of receivables.

Premiums are generated by ap-
plying a rate either to the average
amount of outstanding commercial
paper covered by the bond or to the
bond's limit.

Aetna does both, according to
Conrad Chanzit, an assistant vp in
the financial guarantee depart-
ment.

The company first applies a rate
to outstanding balances. Then it
charges a "standby fee" on the un-
used portion of the insured com-
pany's bond. The standby fee is cal-
culated using a separate rate,
usually lower than the rate applied
to outstanding balances, Mr. Chan-
zit explained.

Aetna's rates on outstanding bal-
ances have ranged up to 1.25%,
though the average rate ranges be-
tween 0.375% to 0.75%, he said.

Companies that buy commercial
paper guarantees are typically
those that either have low debt rat-
ings or no ratings at all because
they've never gone to the commer-
cial paper market to finance items
like inventory build-up or interim
construction, experts say,

By moving from an average debt
rating to a top one, a company
might cut the interest rate on its

commercial paper guarantees

debt issue by 50 basis points, or half
a percentage point, Mr. Djordjevich
said.

"It may not seem big, but if a
company is issuing $300 million to
$400 million annually, it amounts to
some money," he observed.

On a $300 million commercial
paper issue, for example, a drop in
the interest rate of 50 basis points
would translate to a savings of $1.5
million annually.

Others, however, say that the
current spread between Standard
& Poor's Al-plus and A2 commer-
cial paper ratings is narrow, and
that companies often have reasons
other than interest savings alone
to justify using the guarantee
bond.

Al-plus is Standard & Poor's top
cornrnercial paper rating, and there
isn't much of a market for com-
mercial paper rated below A2, ex-
perts say.

The current spread between Al-
plus and A2 issues may be as little
as 20 to 40 basis points, while in
1982 the spread was as great as 75
basis points, according to James
Penrose, a vp with Lehman Com-
mercial Paper Inc., a subsidiary of
Lehman Brothers Kuhn Loeb Inc.
in New York.

"The spread in the market-
place. . .is insufficient in many situ-
ations to make it worthwhile to get
the insurance," said Mr. Chanzit.

Continental likes to see some
"transactional benefit"” for clients
in addition to the cost benefits of
using commercial paper guaran-
tees, Mr. Knapp noted.

Such transactional benefits may
include:

- Confidentiality. Privately
held companies may use commer-
cial paper guarantees to avoid re-
leasing financial data that Standard
& Poor's or Moody's would require
to issue a debt rating.

= Name recognition. Foreign
corporations that are financially
strong but relatively unknown in
the United States might use a guar-
antee bond to back up their initial
entry into U.S. markets.

Commercial paper guarantees
have other specialized uses, Mr.
Chanzit added. Aetna, for example,
acts as a fronting company for some
bank clients, issuing commercial
paper in its own name on behalf of
the banks.

While the banks indemnify
Aetna with letters of credit, they
avoid having to back up large vol-
umes of their own short-term debt
with letters of credit that would be
more visible in the marketplace,
Mr. Chanzit explained.

"In effect, it's a quiet form of re-
insurance," he observed.

Other insurers-including
CIGNA Corp. and National
Union Fire Insurance Co. of
Pittsburgh, Pa.,-are looking at
commercial paper guarantees on
a selective basis, and several in-
surers say the growth potential is
considerable.

That growth will depend to a
large extent on the condition of
credit markets, though.

"If there's a generous spread be-
tween (the interest paid by)
unrated credits and rated credits,
there will be a need for credit en-
hancement," said William Duggan,
a managing director with Marsh &
MelLennan Cos. in New York.

Meanwhile, though, un-
derwriters appear to be proceeding
cautiously.

Guarantee bonds could be a self-
defeating product for insurers thai
try to turn too many corporate
"dogs" into financial "racehorses,”
Mr. Djordjevich warned.

"In my opinion, you can do this
just so many times before you be-
come a dog yourself," he said.



Bermuda insurers refuse to write
coverage for 'golden parachute'

By KATHRYN J. McINTYRE
and STACY SHAPIRO

No one will admit to writing it,
but several underwriters in Ber-
muda say they were offered the op-
portunity.

The Bermuda underwriters were
asked to underwrite portions of a
$30 million policy that would pay
the financial benefits promised to
10 senior officers of St. Regis Corp.
in New York if their "golden para-
chutes” didn't open after a take-

There has been considerable in-
terest in St. Regis stock recently
but the company appears to have
thwarted any takeover attempts.

The financial benefits promised
select senior officers under so-
called golden parachutes that
soften the blow of losing one's job
are paid when the company IS
taken over by another and the cov
ered officers lose their jobs or "for
good reason" resign.

The officers apparently were
concerned that new management
might not honor the promise.

St. Regis, however, refused to an
swer questions regarding the policy
or to even confirm it exists.

Bermuda-based underwriters
that were offered an opportunity to
write a portion of the policy say it
was structured in three layers to a
$30 million limit. The premium
mentioned by underwriters ranged
from $3 million to $5 million,
which one underwriter said was to
be paid by St. Regis.

The first layer was said to have
been completed in London, but
London underwriters who may
have been involved with the policy
were unavailable for comment.

Bermuda underwriters said they
refused to write the policy because
it verged too closely to a financial
guarantee for their tastes.

One underwriter said he regret
ted turning down the policy be
cause it appeared to be an excellent
risk. The provisions of the golden
parachutes had been disclosed in
filings with the Securities and Ex
change Commission by St. Regis so
an acquiring company would not
have grounds for violating the con
tract, he reasoned.

The golden parachutes were first
promised eight St. Regis officers in
1981 and were amended this Febru-
ary to include, among other things
two more officers, the documents
filed with the SEC say.

The benefits will be paid if there
is a "change in control" of the com-
pany and the covered officers are
terminated for any reason other
than disability within five years
after the change or if they volun-
tarily terminate their employment
for "good reason."”

The benefits provided for termi-
nation of employment other than
for disability include:

« Salary, bonuses and incentive
awards under the management in-
centive compensation plan accrued
through the date of termination.

* Three times the sum of the of-
ficer's annual base salary at the
date of termination plus the highest
amount awarded to the officer in
any of the five years immediately
preceding the date of termination
under the company's management
incentive compensation plan.

« Cash equal to the aggregate
spread between the exercise price
of all stock options, whether or not
fully exerciseable, and the higher
of the then current market price or
the highest price paid in connection
with any change in firm control.

* Minimum pension of 35% of
the sum of base salary plus the
highest bonus in the five years pre-
ceding termination.

- Maintenance in full force of
all life, health, disability and medi-

cal programs until the first day of
:he month the officer turns 65.

The officers also are promised
compensation for certain taxes,
which may be payable as a result of
receiving the benefits and for legal
expenses incurred.

Sources at Lloyd's confirm that
officers covered by golden para-
chutes can purchase insurance to
pay the benefits if the acquiring
company doesn't honor the agree-
ment. But, it is written on a select
basis and for high premiums.

The coverage limits can range
from $200,000 to $30 million to $40
million, said Simon Harrup, man-
aging director for Lloyd's broker
Stewart Wrightson North America
Ltd. He would not identify premi-

ums.
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Proposed rules governing cafeteria plans, FSAs

ployed by a single employer for purposes of age under an accident or health plan (Sec-
Section 125 The term "employees" does not, tion 105), coverage under a qualified group
and answers published by the Internal ing Will begin at 10 a m at IRS head- however, include self-employed individuals legal services plan (Section 120) and cover-
Rebenue Service regarding tax treat- quarters in Washington at lill Constitu- described in Section 401(c) of the Code age under a dependent care assistance pro-
ment of cafeteria benefits and flexible tion Ave N W Even though former employees generally gram (Section 129) Also, amounts received
are treated as employees, a cafeteria plan by participants under one of these bene-
The proposed benefit regulations were should be sent by July 12 to the Commis- may not be established predominantly for kits may or may not be taxable depending
published m The Federal Register on sioner of the Internal Revenue, Atten- the benefit of former employees of the em- upon whether such amounts qualify for an
Mai, 7 tion CC LR T (EE-16-79), Washington, ployer exclusion from gross income See Q&A-17
The IRS will hold a public hearing D C 20224. In addition, even though the spouses and and Q&A-18 regarding the inclusion of an
other beneficiaries of the participants may accident or health plan, dependent care as-
not be participants in a cafeteria plan, a plan sistance program or qualified group legal
Q-1: What does Section 125 of the Inter such as by salary reduction agreement be- may provide benefits to spouses and benefi- services plan in a cafeteria plan Also,
nal Revenue Code provide? tween the participant and the employer or ciaries of participants For example, the see Q&A-7 regarding the inclusion of de-
A-1 Section 125 provides that a partici- by non-elective employer contributions to spouse of a participant may not be permit- Serred compensation benefits in a cafeteria
pant in a non-discriminatory cafeteria plan the plan, (v) the maximum amount of em- ted to participate actively in a cafeteria plan ilan
will not be treated as having received the ployer contributicns available to any partic- (i e, the spouse may not be given the oppor- In addition, a cafeteria plan may offer
taxable benefits offered under the plan ipant under the plan and (vi) the plan year tunity to select or purchase benefits offered ienefits that are non-taxable because they
solely because the participant has the oppor- on which the cafeteria plan operates by the plan), but the spouse of a participant are attributable to aftertax employee contri-
tunity, before the benefits become currently In describing the benefits available under may benefit from the participant's selection iutions For example, a cafeteria plan may
available to the participant, to choose the cafeteria plan, the plan document need of family medical insurance coverage or of iffer participants the opportunity to pur-
among the taxable and non-taxable benefits not be self-contained For example, the plan coverage under a dependent care assistance chase, with aftertax employee contribu-
offerec under the plan document may include by reference bene- program A participant's spouse will not be :ions, coverage under an accident or health
fits established under other "separate writ- treated as actively participating in a cafete- ilan providing for the payment of disability
Q-2: What is a "cafeteria plan" under ten plans," such as coverage under a quah- ria plan merely because the spouse has the oenefits A participant's receipt of coverage
Section 12572 fied group legal services plan (Section 120) right, upon the death of :he participant, to inder such an accident or health plan
A-2 A "cafeteria plan" is a separate writ- or under a dependent care assistance pro- select among various settlement options would not trigger taxable income because
ten benefit plan maintained by an employer gram (Section 129), without describing in available with respect to a death benefit se- :he coverage would be purchased with af-
for the benefit of its employees, under full the benefits established under these lected by the participant under the cafeteria tertax employee contributions Similarly,
which all participants are employees and other plans plan or to elect among permissible distribu- any amounts paid to a participant under
each participant has the opportunity to se- But, for example, if the plan offers differ- tion options with respect to the deceased such an accident or health plan on account
lect the particular benefits that he desires A ent maximum levels of coverage under a participant's benefits under a cash or de- of disability incurred during the year of
cafeteria plan may offer participants the op- dependent care assistance program, the de- ferred arrangement that is part of the cafe- zoverage may be non-taxable under Section
portunity to select among various taxable scriptions must specify the available maxi- teria plan 104(a)(3)
benefits and non-taxable benefits, but a mums In addition, an arrangement under
plan ir ust offer at least one taxable benefit which a participant .s provided with cover- Q-5: What benefits may be offered to Q.6: May employer contributions to a
and at least one non-taxable benefit For age under a dependent care assistance pro- participants under a cafeteria plan? cafeteria plan be made pursuant to a sal-
example, if participants are given the op- gram for dependent care expenses incurred A-5 With the exception of benefits that ary reduction agreement between the
portunity to elect only among two or more during a period of coverage up to a specified defer the receipt of compensation (see participant and the employer?
non-taxable benefits, the plan is not a cafe- amount (e g, $500) and the right to receive, Q&A-7), a cafeteria plan may offer partici- A-6 Yes The term “employer contribu-
teria p.an either directly or indirectly in the form of pants the opportunity to select among cer- tions" means amounts that have not been
cash or any other benefit, any portion of the tair. taxable benefits and non-taxable bene- actually or constructively received (after
Q-3: What must the written cafeteria specified amount that IS not reimbursed for fits described in the plan document The taking Section 125 into account) by the par-
plan document contain? such expenses will be considered a single term "taxable benefit" means cash, property ticipant and have been specified in the plan
A-3 The written document embodying a benefit and must be fully described as such or other benefits attributable to employer document as available to a participant for
cafeteria plan must contain at least the fol- in the plan document This is also the case contributions that are currently taxable to the pl.rpose of selecting or ~purchasing”
lou'ing information (1) a specific description with other benefits, such as coverage under the participant under the Internal Revenue benefits under the plan A cafeteria plan
of each of the benefits available under the an accident or heatth plan and coverage Code upon receipt by the participant The document may provide that the employer
plan, including the periods during which under a qualified group legal services plan term "non-taxable benefit" means any ben- will make employer contributions, in whole
the benefits are provided (I e,the periods of See Q&A-17 and Q&A-18 regardingthe tax- efit attributable to employer contributions or in part, pursuant to salary reduction

The following is the 11st of 21 questions July 26 on the proposed rules The hear-

spending account programs Comments and requests to speak

coverage), (11) the plan's eligibility rules ability of such benefit arrangements to the extent that such benefit is not cur- agreements under which participants elect
governing participation, (111) the procedures rently taxable to the participant under the to reduce their compensation or to forgo in-
governing participants' elections under the Q-4: What does the term "employees Internal Revenue Code upon receipt of the creases in compensation and to have such
plan, .ncluding the period during which mean under Section 1257 benefit Thus, a cafeteria plan may offer amounts contributed, as employer contribu-
elections may be made, the extent to which A-4 The term "employees" includes pres- participants the following benefits, which tions, by the employer on their behalf A

electicns are irrevocable and the periods ent and former employees of the employer will be non-taxable when provided in ac- salary reduction agreement will have the
with respect to which elections are effec- All employees who are treated as employed cordance with the applicable provisions of effect of causing the amounts contributed
tive, (tv) the manner in which employer byasingle employer under subsections (b), the Internal Revenue Code group-term 1:fe thereunder to be treated as em-
contributions may be made under the plan, (c) or (m) of Section 414 are treated as em- insurance up to $50,000 (Section 79), cover- Cont:nued onfactng page
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Law Enforcement Professional Liability Insurance

1 A+ RATED COMPANIES 22 ASSAULT AND BATTERY OF ONE PRISONER TO ANOTHER
2 COMPETITIVE PREMIUMS 23 WAONGFUL DENTENTION

3 BASIC LIMITS TO $1,000.000 WITH HIGHER LIMITS AVAILABLE 24 SLANDER-LIBEL-DEFAMATION OF CHARACTER

4 BODILY INJURY, PROPERTY DAMAGE AND PERSONAL INJURY 25 DISCRIMINATION
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9 FALSE ARREST AND FALSE IMPRISONMENT 30 VIOLATION OF PROPERTY RIGHTS
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ployer contributions under a cafe-
teria plan only to the extent the
agreement relates to compensation
that has not been actually or con-
structively received by the partici-
pant as of the date of the agreement
(after taking Section 125 into ac-
count) and, subsequently, does not
become currently available to the
participant. In addition, a plan doe-
ument also may provide that the
employer will make employer con-
tributions on behalf of participants
equal to specified amounts (or spe-
cified percentages of compensation)
and that such non-elective contri-
butions will be available to partici-
pants for the selection or purchase
of benefits under the plan.

Q-7: May a cafeteria plan offer
a benefit that defers the receipt
of compensation?

A-7: No. A cafeteria plan does
not include any plan that offers a
benefit that defers the receipt of
compensation, with the exception
of the opportunity for the par'tici-
pants to make elective contribu-
tions under a qualified cash or de-
ferred arrangement defined in Sec-
tion 401(k). Thus, employer contri-
butions made at a participant's
election to a profit-sharing plan
containing a qualified cash or de-
ferred arrangement will be treated
as non-taxable benefits under a caf-
eteria plan.

In addition, a cafeteria plan does
not include a plan that operates in a
manner that enables participants to
defer the receipt of compensation.
Generally, a plan that permits par-
ticipants to carry over unused ben-
efits or contributions from one plan
year to a subsequent plan year op-
erates to enable participants to
defer the receipt of compensation.
Thisis the case regardless of
whether the plan permits partici-
pants to convert the unused contri-
butions or benefits into another
benefit in the subsequent plan year.
For example, a plan that offers par-
ticipants the opportunity to pur-

chase vacation days (or to receive
cash or other benefits under the

plan in lieu of vacation days) will
not be a cafeteria plan if partici-
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pants who purchase the vacation
days for a plan year are allowed to
use any unused days in a subse-
quent plan year. This is the case
even though the plan does not per-
mit the participant to convert, in
the subsequent plan year, the un-
used vacation days into any other
benefit.

In determining whether a plan
permits participants to carry over
unused vacation days, a participant
will be deemed to have used his
non-elective vacation days (i.e, the
vacation days with respect to
which the participant had no elec-
tion under the plan) before his
elective - vacation days. For exam-
ple, assume that an employer pro-
vides a participant with three
weeks of vacation for a year and,
under the plan, the participant is
permitted to receive cash or other
benefits in lieu of one of those three
weeks. Assume that the participant
Flects not to exchange the one elec-
tive week of vacation for another
benefit. If the par.icipant uses two

weeks of vacation during the year,
ne will be treated as having used
:he two non-elective weeks o.' v:i-
cation. Thus, if the participant is
perm.tted to carry the one unused
week over to the next year. ithe
plan will be treated as operating to
enable participants to defer the r€-
ceipt of compensation. Thus. the
plan will fail to be a cafeteria plan
and the Section 125 exception b
:he constructive receipt rules will
not apply.

In addition, a plan that al.ows
participants to use employer contri-
butions for one plan year to pur-
chase a benefit that will be pro-
vided in a subsequent plan year op-
erates to enable participants to
defer the receipt of compensation.

Q-8: What requirements apply
to participants' elections under a
cafeteria plan?

A-8: A plan is not a cafeteria plan
unless the plan requires that panic-
ipants make elections among the
benefits offered under the plan. A

plan may provide that elections
may be made at any time. How-
ever, benefit elections under a cafe-
teria plan should be made in accor-
dance witt certain guidelines (see
Q&A-15) in order for participants
to qualify for the protections of the
Sect.on 125 exception to the con-
structive receipt rules. An election
will not be deemed to have been
made if, after a participant has
elected and begun to receive a ben-
efit under he plan, the participant
is permitted to revoke the election,
even if the revocation relates only
to that port:on of the benefit that
has not yei been provided to the
part.cipan:. For example, a plan
that permits a participant to revoke
his election of coverage under a de-
pendent care assistance program or
of coverage under an accident or
health plan after the period of cov-
erage has commenced will not be a
cafeteria plan. However, a cafeteria
plan may permit a participant to
revoke a benefit election after the

period of coverage has commenced
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and to make a new election with
respect to the remainder of the pe-
riod of coverage if both the revoca-
tion and the new election are on
account of and consistent with a
change in family status (e.g., mar-
riage, divorce, death of spouse or
child, birth or adoption of child,
and termination of employment of
spouse).

Q-9: What is the tax treatment
of benefits offered under a non-
discrimnatory cafeteria plan?

A-9: A participant in a non-dis-
criminatory cafeteria plan will not
be treated as having received tax-
able benefits offered under the
plan and thus will not be required
to include the benefits in gross in-
come solely because the plan offers
the participant the opportunity, be-
fore the benefits become currently
available to participant, to elect to
receive or not to recieve the bene-
fits. Section 125 thus provides an
exception to the constructive re-

Continued on next page
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ceipt rules that apply with respect
to employee elections among non-
taxable and taxable benefits (in-
cluding cash). These constructive
receipt rules generally provide that
an individual will be required to
include in gross income the taxable
benefits that he could have elected
to receive if the individual had the
opportunity to elect to receive or
not to receive the benefits even
though both the opportunity to
make this election occurs and the
actual election is made before the
benefits become currently avail-
able to the individual.

Section 125 does not, however,
alter the application of the con-
structive receipt rules to a situation
in which benefits become currently
available to an individual even
though the individual elects not to
receive and does not actually re-
ceive the benefits. Thus, if taxable
benefits become currently avail-
able to a participant in a non-dis-
criminatory cafeteria plan, the par-
ticipant will be taxable on the ben-
efits, even though the participant

has elected or subsequently elects
not to receive the benefits and does

not actually receive the benefits.
Q-10: What is the tax treatment
of benefits offered under a dis-
criminatory cafeteria plan?
A-10: The Section 125 exception
to the constructive receipt rules is
not available to the highly compen-
sated participants in a cafeteria
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plan that is discriminatory for a
plan year. Thus, a highly Dompen-
sated participant in a eafeteria plan
that is discriminatory for a plan
year will be taxable on th 2 combi-
nation of the taxable benefits with
the greatest aggregate value that he
could have selected for -he plan
year. The Section 125 exception to
the constructive receipt rules re-
mains available to participants who
are not highly compensated with-
out regard to whether the .afeteria
plan is discriminatory.

Q-11: How are the amounts
taxable to a highly compensated
participant because a cifeteria
plan is discriminatory fcr a plan
year to be allocated among the
benefits actually selected by the
participant for the plan rear?

A-11: A highly compensated par-
ticipant in a discriminatory cafete-
ria plan is taxable on the rr-aximum
taxable benefits that he co.ild have
selected for the plan year For ex-
ample, assume that a cafetEria plan
provides a highly compensated par-
ticipant with the opportunity to se-
lect, for a plan year, benefits cost-
ing $1,300 from among the follow-
ing: up to $300 in cash, coverage
under an accident or health plan
providing medical expense reim-
bursement (cost of $600), =overage
under an accident or he: Ith plan
providing disability benefits (cost
of $200), coverage under a qualified
legal services plan (cost of $400)
and coverage under a d€pendent
<are assistance program (cost of
$400). For the plan year in question,
the participant elects to receive
$100 in cash, coverage under both
of the accident or heal.h plans
($600 and $200) and coverage under
the dependent care assis-2 nce pro-
gram ($400). If the cafeter.a plan is
discriminatory for the plan year,
the participant will be taxable on
the $100 cash benefit actually se-
lected and on the $200 cash benefit
that the participant could have se-
lected. This $300 will be allocated,
first, to the taxable benefits ac-
tually selected by the participant
and, second, on a pro rata basis to
the non-taxable benefits actually
selected by the participant. Thus,
$100 is allocated to the $100 cash
benefit actually received and the
$200 is allocated as emplcyee con-
tributions among the non-taxable
benefits actually selected as fol-
lows: $100 to coverage under the
accident or health plan for medical
care, $33.33 to the coverage under
the accident or health pla-1 for dis-

ability benefits, and $66.67 to the
coverage under the dependent care
assistance program. This allocation
would not affect the non-taxable
status of any of these benefits-the
purchase of coverage under any of
these plans with employee contri-
butions would not trigger taxable
income-but it may affect the tax-
ability of amounts received under
any of the plans. In addition, de-
pending upon whether other condi-
tions are satisfied, the participant
may be able to deduct under Sec-
tion 213 some or all of the employee
cost of coverage under the accident
or health plan for medical ==r=-
Thus, reimbursements received by
the participant for medical care ex-
penses incurred during the year of
coverage may be non-taxable
under either Section 104(a)(3) or
Section 105(b), depending upon
whether the reimbursements are
attributable to aftertax employee or
pretax employer contributions.
Also, if the participant became dis-
abled during the year of coverage,
benefits provided under the acci-
dent or health plan would be non-
taxable to the participant under
Section 104(a)(3) to the extent that
the benefits were attributable to
the portion of the coverage pur-
chased with the aftertax employee
contributions. Finally, any reim-
bursements received under the de-
pendent care assistance program
for the year of coverage will be
non-taxable under Section 129 if
the requirements of that section are
satisfied.

Q-12: When must a highly com-
pensated participant in a dis-
criminatory cafeteria plan in-
clude in gross income amounts
attributable to the taxable bene-
fits that the participant could
have selected, but did not in fact
select?

A-12: Amounts required to be in-
cluded in gross income by a highly
compensated participant because a
cafeteria plan does not satisfy the
applicable non-discrimination stan-
dards for a plan year will be treated
as received or accrued in the par-
ticipant's taxable year within
which ends the plan year with re-
spect to which an election was or
could have been made.

Q-13: Who are highly compen-
sated participants under Section
1257

A-13: The term "highly compen-
sated participant” means a partici-
pant who is an officer, a share-
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holder owning more than 5% of the
circumstances of each case. A spouse
or dependent (within the meaning of
Section 152) of any such "highly
compensated participant” will be
treated as highly compensated.

Q-14: When will a benefit be
treated as currently available to
a participant in a cafeteria plan?

A-14: A benefit is treated as cur-
rently available to a participant if
the participant is free to receive the
benefit currently at his discretion
or the participant could receive the
benefit currently if an election or
notice of intent to receive the bene-
fit were given. A benefit will not be
treated as not currently available
merely because of a requirement
that the participant must elect or
give notice of intent to receive the
benefit in advance of the receipt of
the benefit. However, a benefit is
not currently available to a partici-
pant if there is a substantial limita-
tion or restriction on the partici-
pant's receipt of the benefit. A
benefit will not be treated as cur-
rently available if the participant
may under no circumstances re-
ceive the benefit before a partieu-
lar time in the future and there is a
substantial risk that, if the partici-
pant does not fulfill specified con-
ditions during the period preceding
this time, the participant will not
receive the benefit.

Q-15: What procedures with re-
spect to benefit elections should
a cafeteria plan adopt in order to
assure that participants are not
subject to tax, under the con-
structive receipt rules, on tax-
able benefits that the partici-
pants have elected not to re-
ceive?

A-15: Generally, in order for par-
ticipants to avoid constructive re-
ceipt with respect to taxable bene-
fits offered under a cafeteria plan,
the taxable benefits must at no time
become currently available to the
participants. Thus, a cafeteria plan
should require participants to elect
the specific benefits that they will
receive before the taxable benefits
become currently available. A ben-
efit will not be treated as currently
available as of the time of the elec-
tion if the election specifies the fu-
ture period for which the benefit
will be provided and the election is
made before the beginning of this
period.

In addition, after the beginning
of the specified period for which
the benefits are provided, the tax-
able benefits must not become our-
rently available to the participants.
After the commencement of this
period, taxable benefits will be
treated as currently available if
participants have the right to re-
voke their elections of non-taxable
benefits and instead to receive the
taxable benefits for such period,
without regard to whether the par-
ticipants actually revoke their elec-
tions.

For example, assume that a cafe-
teria plan offers each participant
the opportunity to elect, for a plan
year, between coverage under a de-
pendent care assistance program
for up to $2,000 of the dependent
care expenses incurred by the par-
ticipant during the plan year or a
cash benefit of $2,000 for the year.
If the plan requires the participants
to elect between these benefits be-
fore the beginning of the plan year
and, after the year has commenced,
the participants are prohibited
from revoking their elections, par-
ticipants who elected coverage
under the dependent care assis-
tance program will not be taxable
on the cash benefit of $2,000. But if,
after the beginning of the plan
year, participants have the right to
revoke their elections of coverage
under the dependent c=are assis-
tance program and thereby to re-
ceive the cash benefit, the partici-
pants will be treated as having re-
ceived the $2,000 in cash even
though they do not revoke their
elections. The same result would
obtain even though the cash benefit

is not payable until the end of the
plan year. See Q&A-8, however,
regarding the revocation of elec-
tions on account of changes in fam-
ily status.

Q-16: Do the rules of Section
125 affect whether any particu-
lar benefit offered under a cafe-
teria plan is a taxable or non-
taxable benefit?

A-16: Generally, no. A benefit
that is non-taxable under the Inter-
nal Revenue Code when offered
separately is treated as a non-tax-
able benefit under a cafeteria plan
only if the rules providing for the
exclusion of the benefit from gross
income continue to be satisfied
when the benefit is offered under
the cafeteria plan. For example, if
$50,000 in group-term life insur-
ance is offered under a cafeteria
plan and the rules under Section
79(a) governing the exclusion of the
cost of this benefit from gross in-
come are satisfied, the rules of Sec-

rion 79(d) still apply to determine
the status of the benefit as taxable

or non-taxable for key employees
who participate in .he plan. See
Q&4-17 and Q&A-18, however, re-
garding the inclusion of coverage
under an accident or health plan,
dependent .are assistance program
or qualified group legal services
plan in a caleteria plan.

S.milarly. if a cafeteria plan
offers bene.'its that are non-taxable
under the Incernal Revenue Code
wher. offered outside of a cafeteria
plan, but are prohibited from inelu-
sion in a caleteria plan, the benefits
will be treated as taxable benefits
under the eafeteria plan. Thus, cov-
erage under a qualified transporta-
tion plan {Section 124) and cover-
age under an educational assistance
program (Section 127) will be
treated as :axable benefits if of-
fered under a cafeteria plan. Also,
any benefits leither reimbursement
for expenses or in kind benefits)
received b> a particil;ant under a
quahfied transportation plan or an
educational assistance program will
be taxable :f the benefits are pro-

vided under a cateter. a plan.
Finally, if a ben€ f t that i: tax-
able under the 27 _ernal Revenue
Code when offered seprately is of-
fered under a cafe:€ria plan, the
benefit will conti:Le :o0 be a taxable
benefit under the Jafe:eria plan.
For example, if a caf€teria plan
offers a participa:.t the cpportunity

to direct the engloye: to rrake
charitable contrioutic.ns or contr.-

butions to an ind v.dLal retirement
account on behalf 05 the partici-
pant, such contrih.ticrs must be
included in the participant's gross
income for income and employ-
ment tax purposes without regard
to whether the p.an sa-isfies Sec-

tion 125 and w.:ho-n regard to
whether the con:ribitions are de-

ductible by the partieinant
Q-17: How are the specific

rules of Section 103. providing an
income exclusion for amounts

received as reimbursement for
medical care expenses under an
accident or health plan, to be ap-
plied when coz erage under an
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accident or health plan is offered
as a benefit under a cafeteria
plan?

A-17: Section 105(b) provides an
exclusion from gross income for
amounts that are paid to an em-
ployee under an employer-funded
accident or health plan specifically
to reimburse the employee for cer-
tain medical care expenses in-
curred by the employee during the
period for which the benefit is pro-
vided to the employee, i.e., the pe-
riod during which the employee is
covered under the accident or
health plan. Section 105(h) provides
that the exclusion provided by Sec-
tion 105(b) is not available with re-
spect to certain amounts received
by a highly compensated individual
(as defined in Section 105(h)(5))
under a discriminatory self-insured
medical reimbursement plan. Sev-
eral rules are of particular impor-
tance when coverage under an ac-
cident or health plan is a benefit of-

fered under a cafeteria plan.
Continued on next Page
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First, in order for medical care
reimbursements paid tc a partici-
pant under a cafeteria plan to be
treated as non-taxable under Sec-
tion 105(b), the reimbursements
must be paid pursuant to an em-
ployer-funded "accident or health
plan," as defined in Section 105(e)
and S 1.105-5, This means that, al-
though the reimbursements need
not be provided under a commer-
cial insurance contract, the reim-
bursements must be provided
under a benefit that exhibits :he
risk-shifting and risk-distribution
characteristics of insurance. A ocen-
efit will not exhibit the required
risk-shifting and risk-distribution
characteristics, even though :he
benefit is provided under a com-
mercial insurance contract, if the
ordinary actuarial risk of the in-
surer is negated either under the
terms of the benefit or by any re-
lated benefit or arrangement (in-
cluding arrangements formally
outside of the cafeteria plan).
Second, a eafeteria plan benefit
under which a participant will re-
ceive reimbursements of medical
expenses is a benefit within Sec-
tions 106 and 105(b) only if, under
the benefit, reimbursements are
paid specifically to reimburse the
participant for medical expenses
incurred during the period of cov-
erage. Amounts paid to a partici-
pant as reimbursement are no.
treated as paid specifically to reim-
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burse the partic.pant for medical
expenses if, under the benefit, the
participant is entitled to the
amounts, in the form of cash (e.g.,
routine payment of salary) or any
other taxable or non-taxable bene-
fit, irrespective of whether or not
he incurs medical expenses during
the period of coverage, even if the
participant will not receive the
amounts not used for expense reim-
bursement until the end of the pe-
riod. A benefit Lnder which partic-
ipants will recerge reimbursement
for medical expenses up to a speci-
fied amount ani, if they incur no
expenses, will receive cash or any
other benefit in lieu of the reim-
bursements is not a benefit that
qualifies for the exclusions under
Sections 106 :nd 105(b), See S
1.105-2. This is the case without re-
gard 70 whether the benefit was
purchased with contributions made
at the employer':: discretion, at the
participant's discretion (such as
pursiant to a salary reduction
agreement), or pursuant to a collec-
tive bargaining agreement.

For example, if a cafeteria plan
offers participants coverage under
an employer-funded plan that pro-
vides for the reimbursement of
medical expenses incurred during
the plan year up to a specified
amount (e.g., $1 000) and the partic-
ipants are entitled to receive, in the
form of any other taxable or non-
taxable benefits (including defer-
rals under a cash or deferred ar-
rangement), any portion of the spe-
cified amount that is not paid as re-
imbursement fcr medical expenses.
the employer contributions used to
purchase the roverage will not
qualify for the Section 106 exclu-
sion and any reimbursements paid
to participants for expenses in-
curred during tze year of coverage
will not be eligiole for the Section
105(b) excepti:m. Arrangements
formally outside of the cafeteria
plan that provide for the adjust-
ment of a participant's compensa-
tion or a participant's receipt of any
other benefits in the basis of the
expenses incurred or reimburse-
ments received by the participant
will be considered in determining
whether the reimbursements are
provided under a benefit eligible
for the exclusicns under Sections
106 and 105(b).

Third, the medical expenses that
are reimbursed under an accident
or health plan must have been in-
curred during the period for which
the participant .s actually covered

by the accident or health plan in
order for the reimbursements to be
excluded from gross income under
Section 105(b). For purposes of this
rule, expenses are treated as having
been incurred when the participant
is provided with the medical care
that gives rise to the medical ex-
penses, and not when the partici-
pant is formally billed, charged for
or pays for the medical care. Also,
for purposes of this rule, medical
expenses that are incurred before
the latter of the date the plan is in
existence and the date the partici-
pant is enrolled in the plan will not
be treated as having been incurred
during the period for which the
participant is covered by the plan.
Thus, in order for reimbursements
to be excluded from gross income
under Section 105(b), the accident
or health plan must provide a par-
ticipant the right to reimbursement
for medical expenses incurred dur-
ing a specified period of plan cover-
age. Reimbursements of expenses
incurred prior to or after the speci-
fied period of coverage will not be
excluded under Section 105(b).
However, the actual reimburse-
ment of covered medical care ex-
penses may be made after the ap-
plicable period of coverage.

Fourth, in order for reimburse-
ments under an accident or health
plan to qualify for the Section
105(b) exclusion, the cafeteria plan
may not operate in a manner that
enables participants to purchase
coverage under the accident or
health plan only for periods during
which the participants expect to
incur medical care. For example, if
a cafeteria plan permits partici-
pants to purchase coverage under
an accident or health plan on a
month-by-month or an expense-
by-expense basis, reimbursements
under the accident or health plan
will not qualify for the Section
105(b) exclusion. If, however, the
period of coverage under an acci-
dent or health plan offered in a caf-
eteria plan is 12 months (or, in the
case of a eafeteria plan's initial plan
year, at least equal to the plan year)
and the plan does not permit a par-
ticipant to select specific amounts
of coverage, reimbursement or sal-
ary reduction for less than 12
months, the cafeteria plan will be
deemed not to operate to enable
participants to purchase coverage
only for periods during which med-
ical care will be incurred. See Q&A-
8 regarding the revocation of elec-

Continued on facing page

We Know Insurance!

We know that the best underwriting
decisions are backed by a solid under-

standing of the insuraice industry, and the
latest inforfration about current trends.

That's why agents anc brokers have depended
on our decisions for over 80 years!



Continued from facing page

tions during a period of coverage
on account of changes in family
status.

Fifth, in order for reimburse-
ments to a highly compensated in-
dividual under a self-insured acci-
dent or health plan to be treated as
non-taxable under a cafeteria plan,
the discrimination rules of Section
105(h) must be satisfied. For pur-
poses of these rules, coverage under
a self-insured accident or health
plan offered by a cafeteria plan will
be treated as an optional benefit
(even if only one level and type of
coverage is offered) and, for pur-
poses of the optional benefit rule in
S 1.105-11(c)(3)(i), employer contri-
butions will be treated as employee
contributions to the extent that tax-
able benefits are offered by the
plan. In addition, the accident or
health plan offered by the cafeteria
plan must provide for the non-dis-
criminatory reimbursement of ex-
penses on a per capita basis, rather
than on a proportion of compensa-
tion.

Q-18: How are the specific
rules of Section 129, providing an
income exclusion for dependent
care assistance provided under a
dependent care assistance pro-
gram, to be applied when cover-
age under a dependent care as-
sistance program is offered as a
benefit under a cafeteria plan?

A-18: Section 129(a) provides an
employee with an exclusion from
gross income both for employer-
funded coverage undera depen-
dent care assistance program and
for amounts paid or incurred by the
employer for dependent care assis-
tance provided to the employee if
the amounts are paid or incurred
under a dependent care assistance
program. A program under which
participants receive reimburse-
ments of dependent care expenses
up to a specified amount and are
entitled to receive, in the form of
any other taxable or non-taxable
benefits, any portion of the speci-
fied amount not used for reim-
bursement is to be treated as a sin-
gle benefit that is not a dependent
care assistance program within the
scope of Section 129. Thus, depen-
dent care assistance provided
under a cafeteria plan will be
treated as provided under a depen-
dent care assistance program only
if, after the participant has elected
coverage under the program and
the period of coverage has com-
menced, the participant does not
have the right to receive amounts
under the program other than as
reimbursements for dependent
care expenses. This is the case

considered in determining whether
a dependent care benefit is a de-
pendent care assistance program

under Section 129.

Moreover, in order for depen-
dent care assistance to be treated as
provided under a dependent care
assistance program eligible for the
Section 129 exclusion, the care
must be provided to or on behalf of
the participant during the period
for which the participant is covered
by the program. For example, if a
participant elects coverage for a
plan year under a dependent care
assistance program that provides
for the reimbursement of depen-
dent care expenses, only reim-
bursements for dependent care ex-
penses incurred during that plan
year will be treated as having been
provided under a dependent care
assistance program within the
scope of Section 129. For purposes
of this rule, dependent care ex-
penses will be treated as having
been incurred when the dependent
care is provided, and not when the

participant is formally billed,
charged for or pays for the depen-
dent care. Also, for purposes of this
rule, expenses that are incurred be-
fore the latter of the date the pro-
gram is in existence and the date
the participant is enrolled in the
program will not be treated as hav-
ing been incurred during the pe-
riod for which the participant is
covered by the program. Similarly,
if the dependent care assistance
program furnishes the dependent
care in kind (e.g., under an em-
ployer-maintained child care facil-
ity), only dependent care provided
during the plan year of coverage
will be treated as having been pro-
vided under a dependent care assis-
tance program within the scope of
Section 129.

In addition, in order for depen-
dent care assistance under a cafete-
ria plan to be treated as provided
under a dependent care assistance
program eligible for Section 129 ex-
clusion, the plan may not operate in
a manner that enables participants

IT=S

to purchase coverage under the
program only for periods during
which the participants expect to
receive dependent care assistance.
If the period of coverage under a
dependent care assistance pro-
gram offered by a cafeteria plan is
12 months (or, in the case of a caf-
eteria plan's initial plan year, at
least equal to the plan year) and
the plan does not permit a partici-
pant to select specific amounts of
coverage, reimbursement or sal-
ary redution for less than 12
months, the plan will be deemed
not to operate to enable partici-
pants to purchase coverage only
for periods during which depen-
dent care assistance will be re-
ceived. See Q&A-8 regarding the
revocation of elections during the
period of coverage on account of
changes in family status.

Finally, if coverage under a de-
pendent care assistance program is
a benefit offered under a cafeteria

plan, the rules of Section 129 will
determine the status of the benefit

NOT
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as a taxable or non-taxable benefit.

As a result, coverage under a de-
pendent care assistance program in
a cafeteria plan will be non-taxable
for a plan year only if, among other
requirements, the principal share-
holder and owner discrimination
test contained in Section 129(d)(4) is
satisfied with respect to employer
contributions actually used to pro-
vide participants with dependent
care assistance during the plan
year. In addition, amounts paid or
incurred by the employer under a
dependent care assistance program
are excludable from gross income
only to the extent that these
amounts do not exceed the lesser of
the participant's earned income or
the participant's spouse's earned
mncome.

Rules similar to the rules applica-
ble to dependent care assistance
programs apply with respect to
coverage under a qualified group
legal services plan (Section 120) of-
fered as a benefit under a cafeteria

Continued on next page
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without regard to whether cover-
age under the program was pur-
chased with contributions made at
the employer's discretion, at the
participant's discretion or pursuant
to a collective bargaining agree-
ment.

For example, assume a cafeteria
plan allows participants to elect to
receive, for a particular plan year,
either the right to reimbursements
of dependent care expenses in-
curred during the year up to $2,000
or a cash benefit of $2,000. If the
participant elects the right to re-
ceive reimbursements of depen-
dent care expenses, the reimburse-
ments will not be treated as made
under a dependent care assistance
program if, after the period of cov-
erage has commenced, the partici-
pant has the right to revoke his
election of this benefit and instead
to receive the cash or if, under the
terms of the program itself, the
participant is entitled to receive, in
the form of cash (e.g., routine pay-
ment of salary) or any other bene-
fit, any amounts not reimbursed for
dependent care provided during
the period of coverage. Arrange-
ments formally outside of the cafe-
teria plan that provide for the ad-
justment of a participant's compen-
sation or a participant's receipt of
any other benefits on the basis of
the assistance or reimbursements

received by the participant will be
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plan.

Q-19: What are the rules gov-
erning whether a cafeteria plan
is discriminatory?

A-19: The applicable discrima-
tion rules under Section 125 pro-
vide that, in order to be treated as
non-discriminatory for a plan year,
a cafeteria plan must not discrimi-
nate in favor of highly compen-
sated participants as to benefits and
contributions for that plan year.

Generally, this discrimination de-
termination will be made on the

basis of the facts and circumstances
of each case. Section 125(c) pro-
vides that a cafeteria plan does not
discriminate where either (i) total

non-taxable benefits and total ben-

efits or (ii) employer contributions
allocable to total non-taxable bene-

fits and employer contributions al-
locable to total benefits do not dis-
criminate in favor of highly com-
pensated participants. A cafeteria
plan must satisfy Section 125(e)
with respect to both benefit avail-

ability and benefi-. selection. Thus,
a plan must give each particifant
an equal opportunity to select non-
taxable benefits, and the actual se-
lection of non-taxable benefits
under the plan must not ie dis-
criminatory, ..e., highly cc Ir.pen-
sated participants do not disproporr-
tionately select non-taxablE bene-

fits while other participants select
taxable benefits.

INn addition tc not discriminat-
ing as to either benefit availability
or benefit selection. a cafeteria
plan must not discriminare in
favor of highly compensated par-
ticipants in actual operaticn. A
plan may be discriminatory in ac-
tual operation if the dura:ion of
the plan (or of a particular non-
taxable benefit offered under the
plan) coincices with the period
during which highly compensated
participants .ttilize -he plan (or
the benefit).

Q-20: May non-taxable benefits
provided under a cafeteria plan
be counted as "compensation”
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under Section 401 (a)(5) for pur-
poses of determining whether a
qualified pension, profit-sharing
or stock bonus plan discrimi-
nates under Section 401(0(4), or
under Section 415 for purposes of
the limitations contained in that
section?

A-20: A qualified pens-on, profit-
sharing or stock oonus plan will not
be treated as discriminatory v:ithin
the meaning of Section 411'a)(4)
merely because, for purposes of al-
locating contributions to the partic-
ipant or calculating the partici-
pant's benefit under the o.an, the
plan considers non-taxatle be nefits
provided to a particil:ant as com-
pensation. For example, if a partici-
pant in a cafeteria plan elects cov-
erage under an accident or health
plan, the value of suck Doverage
may be considered as compensation
under a qualified plan fcr Furposes
of calculating the participant's allo-
cation or benefit under the quali-
fied plan. Non-taxable reimburse-
ments under the accident or heal:h
plan, however, generally may not
be treated as compensation ur.der a
qualified plan. Similarly, te value
of coverage under a dependent care
assistance program may oe ccunted
as compensation under a qualified
plan for allocation and benefit pur-
poses, but non-taxable reimburse-
ments of dependent care exE:enses
under the program generally may
not be treated as compensation for
these purposes. On the other hand,
a quallified plan will not be treated
as discriminatcry under Section
401(a)(4) merely beca-ise the plan
does not consider non-taxable ben-
efits, such as coverage under an ac-
cident or health plan or coverage
under a dependent care assistance
program, as compensation for allo-
cation or benefit purposes under
the plan.

For purposes of Seition 415,
"compensation" does noe include
amounis that are excluded from
gross income, such as premiums for
group-rerm life insurance inder
Section 79 or employer concribu-
tions to an accident or h€alth plan
excluded under Section .06.

Q-21: What are the effective
dates of the rules contained in
these questions and answers?

A-21 These rules eon:ained in
questions and answers relating to
Section 125 generally sha][1 apply to
plan years of cafeteria plans begin-
ning af-er Dec. 31, 1978. However, a
cafeteria plan that failed to satisfy
one or more of the follcu,ing rules
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for plan years beginning before
(the date of publication cf rois doc-
unlent in the Federal Regis:er) will
not be deemed thereby -0 have
failed to satisfy Section 125 for such
plan years if, by (the date that is
120 days after the date of publica-
tion of this document in thne Fed-
eral Register), the plan is amended
to operate in accordance with these
rules: (i) the rules requirinE certain
information to be included in the
eafeteria plan (Q&A-3), (ii) the
rules governing the active partici-
pation of a participant's spcuse in a
cafeteria plan (Q&A-4), (ilil only in
the case of a plan under which par-
t. cipants were permitted neither to
carry over unused benefits for
more than one plan year nor to
convert, into any other tenefits,
any unused benefits thai had been
carried over to a subsequent plan
>ear, the rules prohibiting the car-
ryover of any unused contribution
cr benefit from one plan >ear to a
sibsequent pan year (Q&A-7), and
(.v) the rules limiting the revocabi-
.ty of benefit elections (Q&A-8). A
cafeteria plan may treat the portion
cf its current plan year remaining
after (the date that is 120 days after
tne date of publication of this docu-
ment in the Federal Regiscer) as a
new period of coverage for the pur-
poses of satisfying the rules gov-
€rning benefit elections (@&A-8).
Also, a benefit offering par:icipants
the opportunity to make elective
contributions under a qualified
cash or deferred arrangement may
be included in a cafeteria plan only
in plan years beginning alter Dec,
21,1980.

The rules contained in Q&A-17
governing the taxability cf cover-
age and benefits under an accident
or health plan relate specitically to
Sections 105 and 106 and tnus gen-
€ rally are effective with respect to
:11 taxable years beginni ng after
Dec. 31, 1953. The rules contained
in Q&A-18 governing the taxability
of coverage and benefits under a
dependent care assistance program
relate specifically to Seczion 129
End thus generally are effective
with respect to all taxable -ears be-
ginning after Dec. 31, 1581. The
rules contained in Q&A-18 gov-
erning the taxability of coverage
and benefits under a q Jalified
group legal services plan relate spe-
cifically to Section 120 and thus
generally are effective with respect
to all taxable years beginn.ng after
Dee. 31, 1976.

However, if coverage under an

and expertise.
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accident or health plan, dependen:
care assistance program or quali-
fied group legal services plan was
offered as a benefit under a cafete-
ria plan and such benefit failed to
satisfy, before (the date of publica-
tion of this document in the Fed-
eral Register), the rule prohibiting
a plan from operating to enable a
participant to elect coverage under
an accident or health plan, a de-
pendent s=are assistance program,
or a qualfied group legal services
plan only for periods during which
the participant expects to receive
medical care, dependent care or
legal services (Q&A-17 and Q&A-
18), such benefit will not be deemed
solely on account of such failure to
have failed to satisfy the statutory
rules providing for the income ex-
clusion of such coverage or of any
benefits provided thereunder, if, by
(the date that is 120 days after the
date of publication of this docu-
ment in the Federal Register), the
cafeteria plan is amended to oper-
ate in accordance with such elec-
tion of coverage rule. A cafeteria
plan may treat the portion of its
current plan year remaining after
(the date that is 120 days after the
date of publication of this docu-
ment in the Federal Register) as a
new period of coverage and as an
initial plan year for purposes of sat-
isfying the rule prohibiting a plan
from operating to enable partici-
pants to elect coverage under an
accident or health plan, dependent
eare gssistance program or quali-
fied group legal services plan only
for periods during which they ex-
pect to receive medical care, de-
pendent care or legal services
(Q&A-17 and Q&A-18).

In addition, if the conditions set
forth below are satisfied, employer
contributions (including elective
and non-elective contributions)
made before June 1, 1984, under an
arrangement described in the next
sentence which is part of a cafete-
ria plan, will not be treated as hav-
ing been made to an accident or
health plan, dependent care assis-
tance program or qualified group
legal services plan that fails to sat-
isfy the rules contained in the sec-
ond and third paragraphs of Q&A-
17 and the first paragraph of Q&A-
18, merely because, under the ar-
rangement for a plan year, a
participant was entitled to receive,
in the form of cash or any other
taxable or non-taxable benefit,
amounts available for reimburse-

Continued on facing page
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ment under the arrangement with-
out regard to whether covered ex-
penses are incurred. An arrange-
ment is described in this sentence
only if, under the arrangement,

(i) an account was actually estab-
lished on behalf of the participant
by the employer, by an entry on
the employer's books or in similar
fashion, prior to the beginning of
the plan year (or prior to the date
on which an individual first be-
comes eligible to participate under
the arrangement in the case of an
individual who first becomes eligi-
ble to participate, on account of
years of employment, during the
plan year);

(ii) the amount (or specific rate)
of contributions to the account
under the arrangement was fixed
prior to the beginning of the plan
yvear;

(iii) neither the participant nor
the employer possessed the right to
increase or decrease contributions
to the account during the plan year
(but a plan may provide that con-
tributions could be terminated dur-
ing the year on account of the par-
ticipant's (a) separation from ser-
vice or (b) cessation of participation
under the arrangement for the re-
mainder of the plan year;

(iv) contributions were actually
deposited in or credited to the ac-
count before being made available
for reimbursement; and

(v) distributions were not avail-
able for reasons other than reim-
bursement of covered expenses
until the end of the plan year (but a
plan may provide that a single dis-
tribution of the unreimbursed bat-
ance may be made on account of
the participant's (a) separation
from service or (b) cessation of
participation under the arrange-
ment for the remainder of the plan
year).

A cafeteria plan may operate on
a plan year other than the calendar
year for purposes of this transi-
tional rule, so long as terms of the
plan permit contributions to a plan
to be fixed only once during, and a
distribution of the unreimbursed
amount to L: received, only once
for any plan year, provided that
contributions may be fixed for a
short plan year of the plans first pe-
riod of operation. This transitional
rule does not affect or alter the re-
quirement of Q&A-17 and -18 that
expenses that are reimbursed
under an arrangement must have
been incurred during the period for
which the participant actually is
covered by the arrangement. -

OSHA may approve
Alaska safety plan

WASHINGTON-Alaska's state
job safety and health program is el-
igible for final approval by the fed-
eral Occupational Safety and
Health Administration, the federal
Labor Department has announced.

If granted, final approval would
mean that federal standards and
enforcements would be formally
relinquished in areas covered by
the Alaska plan.

That program covers safety and
health for private sector workers
and for state and local government
employees. Alaska's plan does not
include safety and health in the
private sector maritime industry,
which is covered by federal OSHA.

States and territories are permit-
ted to establish their own job safety
and health programs, subject to
federal approval and monitoring,
under the Occupational Safety and
Health Act of 1970. The Virgin Is-
lands and Hawaii are the only
other jurisdictions that currently
meet requirements.

Public comment on whether
final approval should be granted to
Alaska's program will be accepted
by OSHA through May 22. An in-
formal public hearing on the issue
is scheduled for June 7 in Anchor-

age., Allaska. -
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Chicago-area PPO, administrator formed

CHICAGO-A new preferred provider or-
ganization and a PPO third-party administra-
tor have been es-ablished in the Chicago area.

Health Management Group Pro-Net is the
PPO. Since January. it has enlisted five Chi-
eago-area companies: Colborne Manufacturing
Co.. The Ball Co., Sound & Stagecraft, Milton
Johns/Spring Air and Precision Carbide Tool
Co. Inc.

About 500 employees and dependents are el-
igible for coverage under the PPO program.
Those enrolling reveive discounts of from 5%
to 25% on services offered by five hospitals in
Chicago and its suburbs, 30 optical centers, 17
dentists and eight other providers of health
maintenance-related products and services, in-
cluding sporting goods and vitamin stores,
where members receive discounts.

"Our whole intention is to cover all aspects
of employees' h€alth,"” said Ruth A. Kalish, vp
at Health Management Corp. of America, the
PPO's sponsor. "We don't want to penalize the

person who is heal:) y."

Employees and rovered dependents are not
obkigated to use designated providers, although
member companies can prcvide addit: onal fi-
nancial incentives to those who do. such as
wdlness bonuses and higher coinsuranDe rates,
Ms. Kalish said.

Pro-Net provides employers with ut.lization
reviews on a prospective, as rvell as a retro-
spective, basis. The prospective reviews allow
employers to monitor and limit forthcoming
health costs. Ms. Kalish said.

Companies can obtain retrospective reviews
of their individual costs separately, as well as
in comparison to the costs incurred by other
PPO companies. Also, Pro-Net provides aggre-
gate reviews comparing the cost of health ser-
vices provided by PPO hospitals to those pro-
vided by non-PPO hospitals.

Bunch Self-Funded Administrators, the
third-party PPO administrator, has arranged
w,th a Chicago-based PPO headed by Dr.

Gerald M. Berkowitz to provide negotiated-fee
medical services to employees of self-insured
companies. It offers the services of doctors
practicing 50 specialties, most of whom are at
Chicago's Louis A. Weiss Memorial Hospital.

The PPO was established in early 1983 and
has provided services to a variety of motion
picture and theater productions.

The PPO contracted with BSFA, Dr. Ber-
kowitz said. to widen the scope of its business.
"Before, there were times when we had hun-
dreds of people under contract, and other
times that were dead," he said.

Located in Park Ridge, lll., BSFA is a sub-
sidiary of National Accident Insurance Un-
derwriters, an underwriting manager for six
insurance companies.

BSFA will pay employees' benefit claims,
provide utilization reports, arrange excess loss
insurance and perform other administrative
functions for member companies. It has not yet
contracted with any employers. |
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APPWP Washington conference

Packwood asks employers
to help battle benefit threats

By JERRY GEISEL

WASHINGTON-Employee
benefit managers: Sen. Robert
Packwood needs your support.

"[ desperately need your help
during the next two to three
months" to stave off the ongoing
assault on employee benefit plans,
the Oregon Republican told benefit
managers earlier this month.

Speaking at the Washington
meeting of the Assn. of Private
Pension & Welfare Plans, Sen.
Packwood said a defeat of current
propcsals to restrict employee ben-
efit plans could buy "benefit tran-
quiility” in Congress for many

years.

That's because Senate Finance
Committee Chairman Robert Dole,
R-Kan.,-who favors, among other
tnings, taxing health care benefits
-is expected to resign as commit-
tee chairman next year if he re-
Elaces Sen. Howard Baker, R-
Tenn., as Senate majority leader.
Sen. Baker will retire from the
Senate at the end of the year.

Sen. Packwood, who was de-
scribed by APPWP Executive
Director Ed Davey as "our only
friend in Congress," would become
chairman of the Finance Commit-
tee if the Republicans maintain
control of the Senate. He is now the
rar.king majority member.

Sen. Packwood said that-as
chairman of the Finance Commit-
tee, which controls much benefit
legislation-he would do every-
thing he could to protect employee
benefits.

If a victory is won in the confer-
ence committee that is finalizing
tax legislation that would restrict
funding of benefit plans, such as
501 (c)(9) trusts, "We will be over
the hurdle," he said.

For starters, Sen. Packwood said,
there would be a major staff
shakeup if he became Finance
Committee chairman.

Staff members of the Finance
Committee, as well as the House
Ways and Means Committee and
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"You are up against a philosophy
that every benefit should be

taxed. That is anathema to me,’
Sen. Robert Packwood, R.-Ore.,

told employers.

the Treasury Department, do not
like tax preferences now enjoyed
by employee benefit plans, the sen-
ator said.

"You are up against a philosophy
that every benefit should be taxed,”
Sen. Packwood said. "That is
anathema to me" and should be to
everyone else who wants to keep
government off their backs, he
said.

Benefit managers should realize
that there is a "cult" that wants to
take benefits away, he added.

There are sound public policy
reasons why Congress years ago
decided to give tax preferences to

employee benefit plans, Sen. Pack-
wood said.

These preferences, such as al-
lowing employers to deduct as a
business expense the cost of group
health insurance premiums, have
encouraged companies to expand
their benefit programs to meet
their employees' health care needs,
he said.

The growth in corporate health
care plans is a major reason that
Congress hasn't passed a costly na-

tional health insurance program,
Sen. Packwood said.

And those who think the federal

government can provide health
care benefits at a lower cost than

employers are "out of their minds,"

Senator says
won't control

WASHINGTON-Placing caps
on hospital charges will not control
the soaring costs of health care, a
U.S. senator contends.

Limiting hospital charges, such
as specifying how much a hospital
will receive for a particular surgi-
cal procedure,
may cut costs by
only 2% ,says :.:..

Sen. David

Durenberger, R-\
Minn.

Although such f

cost controls are *"
in vogue because
they can be
quickly imple-
mented, they Sen. Durenberger
don't offer much
promise in putting a dent in the
current 12% to 15% annual health
care inflation rate, he said.

Instead of treating.hospitals like
they have treated the utility indus-
try, with massive regulation, legis-

he noted, citing cost overruns in the
Medicare program, which provides
health care for the elderly (see
story, page 65).

A current tactic used by those
who oppose tax preferences foi
benefit plans is to say that the plans
are being abused by the highll
compensated, Sen. Packwooc
pointed out.

In fact, such "abuse" usually is ar
isolated example that benefit oppo
nents falsely describe as represen
tative of all plans, he explained.

Although some say employei
plans have become too generoue
and thus have reduced employees
incentive to use health care ser
vices wisely, Sen. Packwood reject
that argument.

Employers, he said, are "no
going to give away the ship" bl
providing every conceivable em
ployee benefit.

Sen. Packwood also said tha
placing a cap on the amount of tax
free health insurance coverage ar
employee can receive is not likeli
to control health care costs.

Such a cap would not ease healtt
care inflation, but it would reduc,
benefits to workers.

It should be up to employers an(
employees and competitive marke
pressures, and not the federal gov
ernment, to determine the scope o
coverage, Sen. Packwood said.-1

caps on fees

hospital costs

lators need to cool the demands fo
health care services, Sen. Duren
berger said at the Assn. of Privati
Pension & Welfare Plans confer
ence in Washington.

Currently, he said, health car,
consumers lack incentives to sta:
healthy. First-dollar coverag,
means "you can get sick for free,
he said.

"People need choices to sta-
healthy," Sen. Durenberger said.

For example, if limits wer,
placed on the amount of tax-fre
health insurance employers coul,
provide, employees would becom
more conscious of the cost of healt
care and use services more wiselb
he suggested.

Sen. Durenberger said he favor
a cap that would require employee
to pay taxes on health-related in
surance premiums paid by employ
ers that exceed $300 a month fo
family coverage.

APPWP meeting draws big crowd

WASHINGTON-The Assn. of Private Pension & Welfare Plans,
a major benefits trade group, brought together about 250 employee
benefit managers, consultants, attorneys, pension plan sponsors, ac-
tuaries and guests at its Washington conference April 30-May 2 to
discuss "Politics & Deficits: The Squeeze on Benefits."

This year's attendance was up more than 20% from last year, said
Ed Davey, the APPWP's executive director. The increased atten-
dance, Mr. Davey said, is a reflection of benefit managers' need to
stay on top of breaking benefit developments in Washington.

"People are overwhelmed by what is going on (in the benefits

arena)," he said.

The APPWP is located at 1201 Pennsylvania Ave. N.W., Suite 340,
Washington, D.C. 20004; 202-737-6666.



Retiree benefits seen as

By JERRY GE SEL

WASHINGTON-Fund.n- and providing
post-retirement health care benefits ma> b.-
come one of the h)ttest ber-efit issues of the
1980s, a consultant predicts.

As more companies go out of business aid
can't pay the health care beaefits they prom-
ised to retirees, employers will face leg.s. a-
tive pressures to Eund ttose benefits, :ays
David Glueck, a vp at TowE rs, Perrin, For-
ster & Crosby, a New Ycrk-based manage-
ment and benefit consultant

Speaking befcre the Assn of Private Pen-
sion & Welfare Pians conference in Wash-
ington, Mr. Glueck said that employers ttat
don't believe ttat regulatory standards for
funding post-retirement .-S Al:,li:,&,2,.3-
benefits are on tae horizon ¥,"" »
should recall what hap- |

pened ir. the pension 1EB,li

The collapse diring the 1.. 033h
1960s of comp:nies that UIIi,f,
failed to fund their pen- villllifyi
sion plans, inclLding Stu- -1111
debaker, the Indiana-

. led to

based automakér

the passage of the Em- Mr. Glueck
ployee Retiremen: Income

Security Act. That 1974 lau, sets minirr um
funding standards for pension plans.

If a major recession forces iarge compa -jies
to fcld and not pay promised post-retirement
health care bene fits, legislators in Wash.ng-
ton may get involved and sat funding s-a-
dards, Mr. Gluee< predicted.

'We could get another EF.LSA if promisss
to provide medkal benefits. to retirees a.e
broken," Mr. Glieck said.

In addition, legislators are bound to take
more of an interest in post-retirement heal:n
care plans as more costs are shifted from the
federal Medicare program onto employers,
Mr. Glueek said.

Post-retiremert plans are set up to suppls-
ment Medicare which ha.:. among otner
things, high deductibles and high ccin-

"We could get another
ERISA if Promises to

orov.de medical benefits to

retirees are brokei," says
David Glueck.

suranee requ.rements.

Currently, few comranies have set specific
reserves to pay for Jost-retirement benefits,
and that is practice Mr. Glueek says -ie finds
puzzling.

Companies decline to set reserves because
they believe-incorree.ly-that pos-.-retire-
ment benefits are no- a f.xad prom.se, like
pension oer:efits, Mr Glueck 7oted.

In fact, zourts hav€ ruled that companies
are responsible for paying -he post-retire-
ment benefi:s :hey promisEd, the TPF&C
consultant ncted.

Although there may be no :tatutory law in
the area. employers tEn expect unfavorable
court de.ision: if they drop Fost-ret rement
benefits.

"If you promised to prov:de tte benefits in-
definite.y, then courts probably will rule

against you if you cut bac,” Mr. Glueck
said.

Companies that are conce rned about the
post.-retiremen: benefits can take several
steps, Mr. GlLeck said. Those steps include:

- Measure the liabi: ities

Some employers be.ieve that the cost of
post-retirement heal:t care benefits can t be
calcilated.

In fact, Mr Glueek advises, the cost of
post-retiremer.; heal-h care can be measured
just as ccmEar.:es have been est.mating their
future pension expenses.

« Decide how you will rommunicate the
promise to provide the benefits.

Employers that say they :=ways will pro-
vide post-retissment health care benefits are

major issue

especially vulnerable to legal actions if they
later attempt to reduce the benefits.

= Fund rhe benefits.

But funding post-retirement benefits,
which most employers currently handle on a
pay-as-you-go-basis, could prove difficult if
the House of Representatives has its way, Mr.
Glueck said.

The House has passed tax legislation that
would deter employers from using tax-ex-
empt 501(c)(9) trusts to fund post-retirement
health care benefits.

A 501(c)(9) trust, named for the section of
the Internal Revenue Code authorizing it,
allows employers to receive tax deductions
for contributions to the trust, which are used
to fund a variety of employee benefits. The
trust assets and the interest they earn are not
taxed.

However, the House bill, H.R. 4170, would
Dap the reserves held by a trust at 75% of the
average benefits paid out during an em-
ployer's previous and current tax years (Bl,
April 16). The Senate tax bill, H.R. 2163, lacks

ihis restriction.

Both House and Senate bills will be consid-
ered by a congressional conference commit-
-ee, possibly starting May 15. The congressio-
nal conference committee will iron out this
and other differences.

The proposed 75% limit compares with a
evel of reserves consultants recommend that
prudent employers establish for post-retire-
ment benefits: 10 to 15 times what a company
paid ou. in its most recent year.

The levet of reserves should be high be-
cause the promise to pay health care benefits
ean extend for years after an employee has
retired.

By contrast, the liability to cover an active
employee in a group health insurance plan
ends shortly after the worker leaves the com-
pany.

If the House provision on 501(c)(9) trusts
gains congressional approval, employers will
have lost an important vehicle to fund post-
retirement health care benefits, Mr. Glueck

said.
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Medicare ailing,
committee says

By JERRY GEISEL

WASHINGTON-The federal Medi-
care program must be overhauled to
prevent the program from running out
of money, says the executive director
of a national commission.

Medicare's financial problems are se-
rious because of an aging population,
according to Thomas Burke, executive
director of the Advisory Council on
Social Security.

More older people are living longer,
which means Medicare costs continue
to increase.

While costs are rising,
the ratio of workers-
who support the pay-as-
you-go program through 7 a4 3
Social Security taxes-to . #*4
beneficiaries is slipping, 'CS .

Mr. Burke told the Assn.

of Private Pension &

WelfarePlans confer- 1

Today, there are 3.8
workers paying Social
Security taxes for every retiree eligible
for Medicare benefits. By the year
2000, that ratio of workers to benefi-
ciaries will decline to 2-to-1.

The Advisory Council, whose 14
members were appointed in 1982 by
the secretary of the Department of
Health and Human Services, has made
dozens of recommendations to Con-
gress to put the Medicare program on a
sound financial footing.

Perhaps the most controversial rec-
ommendation by the council in its 310-
page report, Medicare Benefits and Fi-
nancing, is that a portion of employers'

contributions to group health insur-
Continued on next

Mr. Burke

page

Whether the challenge is a mountain
or a difficult claims situation, Jack
Turk knows how to meet it. "Only ex-
perience can lend the perspective re-
quired to foresee problems and plan

47 solutions," he says. " As an outdoors-

man, | enjoy making every bit of my
experience count. As a representative
of The Structured Settlements Com-
pany, | know that we are the only
company with the kind of experience
that really counts in the successful
settlement of a wrongful death or
injury daim.”

"I'm proud to be part of the origi-
nat Structured Settlements Company,
and | look forward to showing you
how our power of perspective can
work for you.

THE
STRUCTURED
SETTLEMENTS TM
COMPANY

5757 West Century Boulevard
Los Angeles, California 90045
West Coast: 800-421-2022

In California: 213-642-1999
East Coast: 80()-237-6361

In Florida: 813-823-2666

Ollices in. Los Angeles « San Francisco * 1bronto
» St. Petersburg « New Ork « Cincinnati
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Medicare system ailing, panel says

Corti-lued fromprevious page
ance plans should be counted as
taxable income to the employee.
The council specifically endorsed
the Reagan administration's pro-
posal, S. 640, to tax employees on
emoloyer-paid health insurance
premiums that exceed $70 a month
for individual coverage and $175 a
month for family coverage, Mr.

Burke said.

A portion of the revenue from
the health care tax would be fun-
neled to the Medicare Hospital In-
surance Trust Fund, which is now
supported by part of the FICA tax.

'lThat health care tax, which is
opposed by most employers, insur-
ers and unions, "will make employ-
ees more conscious of and con-
cerned about the effectiveness of
the services they receive," accord-
ing to the council.

Another of the council's recom-
mendations to raise revenue is a
boost in federal excise taxes on al-
cohol and tobacco, with the addi-
tional revenue earmarked to sup-
port Medicare.

Such a tax is justified because a
good portion of health care costs is
due to abuse of alcohol and tobbaco,
Mr. Burke explained.

The council also recommended
that the eligibility age for Medi-
care, now 65, should be gradually
increased, starting on Jan. 1, 1985,
until it reaches 67 on Jan. 1, 1990,
Mr. Burke said.

After 1990, the eligibility age for

-, Specializing in all forms of
life, accident and health

Reinsurance.
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Medicare coverage would be in-
dexed to increased life expectancy.

In its report, the council noted
that average life expectancy has in-
creased significantly since 1966
when Medicare began. Today, the
li:e expectancy for women is 77.5
years, up from 73.9 years in 1966,
while males' life expectancy has
climbed to 69.8 years, compared
with 66.7 years in 1966.

"With increased longevity, an
expanding Medicare population
will place even greater fiscal bur-
dens on the program,"” the council
sE id. Setting the eligibility age at 65
is based more on custom than on an

assessment of health care needs,
the council added.

Perhaps the most unusual
council recommendation is its pro-
posal that workers be allowed to set
up accounts, known as Individual
Medical Accounts or IMAs, which
would pay catastrophic health care
b:lls. Medicare currently does not
cover all catastrophic expenses.

Under this proposal, an individ-
ual, starting at age 52 or 55, would
begin contributing to an IMA,
which would be administered by
the federal government. These
contributions would be tax deduct-
itle, and funds in the IMA would
be shielded from taxes. The maxi-
rr um contributions would be either

a flat amount or based on income.

When an individual became eli-
gible for Medicare, money could be
withdrawn from the fund to pa>
for catastrophic medical expenses
-those expenses that exceed 15gE
to 20% of one's aftertax income.

If an individual died and did noi
exhaust all the funds in his or her
IMA, the contributions would ac-
crue to the estate. However, accu-
mulated interest in the IMA would
be transferred to a governmen:
"catastrophic health care bank."

This health care bank woulc
fund catastrophic expenses of those

individuals whose catastrophic
health care costs exceeded the

value of their IMAs.

The IMA approach would ensure
that "elderly Americans who have
adequate financial means to pay for
a greater portion of their healtt
care expenses would do so withour
unreasonable hardship," the coun-

cil said.

"Those with lesser means woulc
pay a lesser share of their costs
both would be protected througt
their IMA and the governmen-
health bank against catastrophic
illness cost," the council repor-
said.

Mr. Burke said he expects Con-
gress will analyze and discuss the
council's recommendations nex:

T - ———m W —_

NCSI to discuss workers comp

LOUISVILLE, Ky.-Nitty-gritty
issues facing employers that self-
insure their workers compensation
risks will be discussed May 20-23
diring the annual meeting of the
National Council of Self-Insurers
ir. Louisville.

Among topics currently on the
agenda are:

* Occupational diseases-Are
the states doing enough?

< Deducting the loss reserve-
cash-flow impact.

- The status of the exclusive
remedy doctrine.

* The workers compensation
system in Minnesota.

Lincoln M. Alexander, chairman
of the Ontario Workers' Compen-
sation Board and president of the
International Assn. of Industrial
Accident Boards & Commissions,
w ill be among the featured speak-

Kentucky Gov. Martha Layne
Collins also will address the NCS.
meeting.

Registration for the event, to be
held at the Hyatt Regency Louis-
ville, is $225 for members, $275 for
non-members, $100 for member
spouses and $125 for non-member
spouses.

The NCSI, which was organized
in 1945, promotes the interests of
self-insurers and their employees
in matters of legislative and admin -
istrative activity affecting workers
compensation coverage and related

issues.

Information about the NCSI or
its annual meeting is available
from Executive Director Douglas
A. Stevenson, 10 S. Riverside Plaza.

Suite 1530, Chicago, lll. 60606; 312 -
_, s s 1T Ol -

ROOFING CONmAETORS
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Bank, insurer ties worry British regulators

By STACY SHAPIRO

BRISTOL, England-New gov-
ernment regulations probably will
be needed to cope with the finan-
cial services conglomerates formed
as banks and insurers merge, the
governor of the Bank of England
says.

"We will have to consider such
controls as the retention of corpo-
rate distinctions between the dif-
ferent parts of a new group, the
preservation of the independence
of the separate managements and
the erection of barriers preventing
cross-infection through exposure to
the same risks," Robin Leigh-Pem-
berton told the annual meeting of
the British Insurance Brokers
Assn.

"Where there is more than one
supervisory authority, as with
banking and insurance, this wiill
clearly require cooperation and co-
ordination among the (govern-
ment) officials concerned,” he
added.

Unlike in tha United States, Brit-
ish banks are now allowed to pur-
chase insurers. But, Mr. Leigh-
Pemberton noted that British regu-
lators are worried, as are regulators
in the United States, that if banks
become players in the insurance in-
dustry, they could coerce bor-
rowers into buying their insurance
from the bank.

"l must say that | never encoun-
tered such a practice when | was a
commercial banker," the governor
told the brokers. "I would have

condemned it then as an anti-corn-

petitive restrictive practice and

have no hesitation jn doing so
now."

The governor of the Bank of En-
gland is considered to be one of the
most powerful men in the British
financial sector.

Although the bank has no official
control over the British insurance
market, it wields considerable clout
in the affairs of underwriters and

brokers.

For instance, the governor of
the Bank of England approves the
selection of three non-Lloyd's of
London members who sit on the
Council of Lloyd's and was instru-
mental in the appointment of an
accountant, lan Hay Davison, as
Lloyd's chief executive.

The Bank of England is very in-
terested in the growth of the "fi-
nancial supermarkets,': in which
one company provides a variety of
financial services, including insur-
ance, the governor said.

"Linkages between banks and
insurance companies. . .present a
major problem for the supervisory
authorities-that is the Bank of En-
gland and the Department of Trade
and Industry, respectively,"” Mr.
Leigh-Pemberton told the audi-

"The core of the problem is that
both kinds of institutions are
highly geared in the sense that
their capital-is low in relation to
their other liabilities. Both are vul-
nerable to changes in asset valua-
tions which are, moreover, quite
likely to occur at the same stage of
the economic cycle, and both de-
pend on maintaining the confi-

dence of their investors, which
could be put in jeopardy by a fail-
ure in a related company."

As a result, supervisory bodies
require both industries to maintain
adequate capital and other sol-
vency ratios, the governor pointed
out. But, if these ratios threaten to
fall below acceptable levels, the
authorities have the power to see
more capital from shareholders.

Mr. Leigh-Pemberton noted that
during a banking crisis in Britain
in the Mid-19705, some intercon-
nected banks and insurance com-

panies ran into trouble, creating a
crisis where one division of a con-

glomerate was aggravated by the
need to meet the solvency require-
ments of the other.

Now, he said, "We have to con-
sider how best to respond to pro-
posals to develop new forms of fi-
nancial institutions encompassing
previously separated activities. In
all probability, we will have to de-
vise new safeguards to cope with
new structures.”

In this vein, the governor ap-
plauded the "self-regulation" ap-
proach that Professor Emeritus Jim
Gower of Southampton University
took in his recent report on investor
protection, which will be the basis

for legislation (see related story).
As more banks and insurers

merge, the governor sees the need
for "the construction and enforce-
ment of a robust regulatory frame-
work."

But, Mr. Leigh-Pemberton
pointed out, "l want to emphasize
equally strongly that | would resist
any style of regulation which need-
lessly frustrated innovation, im-
peded the flow of funds to those
raising new capital or stifled the ca-
pacity of the financial services in-
dustry quickly to respond to com-
petitive and technological
——chaallernmnrg e -7 -

Speakers' list reflects BIBA's clout

By STACY SHAPIRO

BRISTOL, England-The British Insurance Bro-
kers' Assn. annually attracts Britain's top financial
and governmental officials to its conference, and the

1984 meeting was no exception.

Group P.L.C. and Alexander Howden Group P.L.C.

BIBA is well-respected in the British financial

officials note.

community because of the large role the insurance
industry plays in the nation's economy, association

"It can fairly be said that in 1982 the activities of

Among the notables who addressed the brokers
this o5, Were Lloyd's of London Chief ExecOtive
lan Hay Davison (Bl, May 7), Industry Minister
Norman Lamont and Robin Leigh-Pemberton, the
governor of the Bank of.England (see related story).

This year's speakers: though, had a tough act to
follow: Prime Minister Margaret Thatcher ad-
dressed the BIBA conference in 1983.

The brokers attending the conference are heavy-
weights in their own right.

Among the 380 delegates that attended this year's
meeting, held April 26-28, were the chairmen of the
large Lloyd's brokers, including Sedgwick Group
P.L,C., Willis Faber P.L.C., Stewart Wrightson

the British insurance broking industry benefited
(Britain's) invisible earnings and balance of pay-
ments by some 600 million pounds ($900 million),"
said BIBA's Director General Michael Morris.

"This achievement is well-recognized and enables
the association to carry more weight in discussion
with government,"” he said.

However, BIBA's clout also stems from six years
of active lobbying with government and the finan-
cial industry, points out A.V. "Dickie" Alexander,
the group's chairman.

"Really excellent progress has been made in es-
tablishing close and effective links with the Depart-

Continued on next page

AMERICAN RELISURA CE COMPAHY

Established in 1917
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New answers for , 2-
one critical risk ' 81
management

WHAT/F. O.-0 <4 j

What if fire damage shut down your business for a month?

What if a flood caused every metal in the place tc 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-
toric 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 th decontamination of a high-rise
office building contaminated bv a toxic chemical during a fire.
When your 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

Blackmon
Mooring
Steamafic

Catastrophe,Inc.

Now your local professional association can hear about the latest in

p,* restoration techniques - first-hand. BMS Catbstrophe provides educa-
tional programs nationwide. Call toll-free today for more information.
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BIBA's clout draws top officials

Continued from previous page
ment of Trade and Industry, which
is both our sponsor and our moni-
tor, with government ministers and
with the Bank of England," he said.
"These links will have deep and
lasting benefits for our industry be-
cause they are immensely valuable
in helping toward a better ccmpre
her.sion of our affairs on the part of
those whi are outside our commu-
nity but have a part to play in in-
fluencing the shape and behavior
of insurance broking."
Paradixically, BIBA and its
members are struggling to improve
their relations with underwriters,

and offic.als note that it hasn't been

easy.

1nsurers and BIBA member
brokers are at odds over a 1982 law
th:t states that any intermediary
calling itself an "insurance broker"
must be registered with the gov-
ernment s Insurance Brokers Reg-
ist:ation Council. In additiorl, BIBA
members must also be registered
wi.h the council.

However, many insurers are still
aceepting business from non-regis-
tered inzermediaries, which BIBA
says undermines attempts to regu-
late the nation's brokers.

'The fact is that, in general. in-
surers have shown little inclination
to actively support the concept of
registration and to discriminate po-
sitively in favor of registered bro-
k€rs," Mr. Alexander said.

"You have long been urging us
to get tcgether under the umbrella

of one association and to set about

improving standards. We have

& UNMBRELLA
LIABILITY

UNDERWRITING AUTHORITY™

and BROKERAGE

Leading National Markets

LESLIE |I. ROSS

Underwriting Manager

* Admitted Market

Best's rated "A + XI\V/"

0-LESSION1
c vou8-**wl PDTA E

done precisely that. Our members
would like to see some tangible rec-
ognition from the market for those
who have submitted themse] ves to
the quite onerous test of registra-
tion.”

But, BIBA members also have to
upgrade their own standards of
practice, both Mr. Morris and Mr.
Alexander agreed.

"Our standards are not suffi-
ciently high and we must not be
complacent,” Mr. Morris said, add-

ing that many brokers need more
formal education.

BIBA is also worried about the
security that insurers offer, espe-
cially as capacity shrinks and the
market hardens, Mr. Morris and
Mr. Alexander pointed out.

To protect its members and their
clients from an insurer inso.vency,
BIBA may help its member brokers

assess insurers' security.

Although BIBA is perceived to
have a lot of clout in the insurance
industry, it could gain even more.

A recent report by Professor
Emeritus Jim Gower of Southamp-
ton University on the protection of
British private investors, which is
expected to result in legislation,
suggests that life insurance inter-
mediaries be regulated by an indus-
try body, which could be BIBA, Mr.
Alexander said.

As a result, BIBA has contacted
the Department of Trade and In-
dustry and the Bank of England to
advise how to best self-regulate life
insurance intermediaries.

"This legislation will provide
possibly a once-and-for-all oppor-
tunity to dispose of the running
sore of non-regulated interme-

diaries,” Mr. Alexander said. i

info

= "Insurance-Interpretation of
Accounts in the International In-

surance Market" studies the insur-
ance market in 14 countries,
ranging from Hong Kong to Brazil
to Switzerland. The book explains
how the insurance industry is
structured, principal forms of orga-
nization, auditing and accounting
procedures, reporting and solvency
requirements, taxation, ownership,
governmental policies and policy-
holder protection. The review also
includes brief analyses of recent
political and economic events. For
a free copy, write Distribution
Clerk, Arthur Andersen & Co.,
Communications Services, 33 W.

Monroe St., Chicago, Ill. 60€03.

- H.M. Bates, a leading Austra-
lian-owned insurance broker, pub-
lishes a quarterly newsletter on the
Australian insurance market.
For a free copy, write Sandy Ross,
H.M. Bates, 140 Arthur St, North
Sydney 2060, Australia.

= "The 1984 Informaticn Book-
let" provides information on all as-
pects of the International Foun-
dation of Employee Benefit
Plans, including dates of the
group's 1984 educational programs;
titles of books, periodicals and re-
search reports recently published;
and a description of its objectives,
functions, history and membership
services. The 28-page booklet also
lists names of the foundation's offi-
cers, directors, committee members
and key staff personnel. For a free
copy, write the IFEBP, P.O. Box 69,
Brookfield, Wis. 53005.

- "Public Officials at Risk"”
traces the development of public
officials' professional liability
through landmark court decisions.
The authors, two lllinois attorneys
whose primary practice is defend-
ing local governments in civil
rights litigation, discuss the extent
of civil rights liability under fed-
eral law and describe methods for
handling potentially libelous situa-
tions. This 24-page booklet costs $6,
with discounts available for multi-
ple-copy orders. To order, write
Public Risk & Insurance Manage-
ment Assn., 1120 G St. N.W., Suite
707, Washington, D.C. 20005.

= "A Supervisor's Role in Haz-
ard Control" explains how supervi-
sors can become more effective in
controlling workplace hazards.
The 15-page publication reflects
the latest thinking on the supervi-
sor's role in the prevention of
workplace injuries and illnesses.
For a free copy, write Nancy Jakes,
M&M Protection Consultants, 222

S. Riverside Plaza, Chicago, lll.
60606.

Have a new report, booklet or promo-
tional brochure you'd like to send to
buyers of insurance? Business Insur-
ance will describe material costing
less than $25 as an editorial service in
the weekly Info for Buyers column.
Simply send us a short description of
the material to be offered, along with
the cost and a mailing address. Ad-
dress all contributions to Info for
Buyers, Business Insurance, 740 N.
Rush St., Chicago, m. 60611.
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FACULTATIVE REINSURANCE
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St. Paul Cos. name Haugh
chairman, chief executive

Robert J. Haugh has been
named chairman and chief execu-
tive officer of The St. Paul Cos. Inc.
in St. Paul, Minn.

Mr. Haugh succeeds Carl B.
Drake Jr., who is retiring after 43

years with the company. Mr. Drake
will remain as a director and vice

chairman of the St. Paul board.

Mr. Haugh has been president of
The St. Paul Cos. since 1982, and he
will retain that title. In addition, he
is chairman, president and chief
executive officer of St. Paul Fire &
Marine Insurance Co., the major
operating division of the holding
company.

He had been executive vp of the
insurance operation for the holding
company before he was named
president.

Other insurer changes:

Robert D. Kilpatrick, president
and chief executive officer of
CIGNA Corp. in Philadelphia,
elected chairman, succeeding
Ralph S. Saul, who is retiring
from active management. Mr. Saul
will continue to serve on the
CIGNA board.

David M. Klein elected senior
vp at Hartford Insurance Group in
Hartford, Conn. He will continue as
director of North American prop-
erty/casualty insurance marketing.
Mr. Klein is responsible for the
maintaining the ties between Hart-
ford and its 10,000 independent
agents. He had been vp and direc-
tor of actuarial research.

James L. Anderson appointed
vp at Fremont Indemnity Co. in
Los Angeles. Mr. Anderson will
head the newly formed Fremont

comings & goings: industry

Insurance Services Division, which
supervises the Fremont under-
writing agencies and special risk
and services division. He will con-
tinue as president of Hospital In-
surance Services Inc., a Fremont
hospital malpractice .nsurer.

Robert A. Anker promoted to
executive vp of American States
Insurance Co.'s property/casualty
agency companies Tne field opera-
tions, agency development, product
management, actuarial and market
reseach and planning divisions will
report to Mr. Anker, who had been
a senior vp at the company.

Robert L. Degner appointed vp

of commercial lines sales for Tran-
s:merica Insurance Co. in San
Francisco. He had been vp of spe-
cial accounts at Transamerica In-
suranee, a unit of Transamerica
Corp.

Walter M. Schroeder promoted
to vp at United States Life Insur-
ar.ce Co. in New York. He had been
assistant vp of sales. Mr. Schroeder
w.11 manage group business for the
company's New England sales of-
fice in Newton, Mass. He joined
U.S. Life in 1982.

Howard Lichtenstein ap-
pointed senior vp of Mutual of
America in New York. Mr. Lich-
tenstein is responsible for the com-
pany's field offices, consulting ser-
viees, actuarial consulting services
and direct mail operations. He had
been vp in charge of the company's
consulting services division.

Your PCB-contaminated tronsformer was in the EPA specified
50-500 ppm range. Are you aware of the potentially disastrous

consequences of a leak, spill, or fire?

= Reluctance to repair faulted units over 50 ppm

= Burial of faulted units over 500 ppm.

+ Legal threats resulting from PCB leaks or spills near

waterways or sensitive areas.

Consider the increasing focus on PCB by-products - DIOXINS
AND FURANS. As toxic "suspicions" today, tomorrow's standards

may define them as expected or foreseeable liabilities. EPA

compliance will not free you from unexpected risk - perhaps At
Your Expense if under a deductible.

Sunohio's PCBX can RECLASSIFY YOUR TRANSFORMERS TO

BELOW 50 PPM, decreasing your exposure to toxic damage
claims, leaving usable oil and the transformers safe for repair.

Contact Sunohio - the high voltage expert in electric power

systems

1700 GATEWAY BLVD., S.E. / CANTON, OHIO 44707
(216)767-3411 OR (216) 452-0837
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Reinsurers

Anthony L. Lupo elected presi-
dent and chief executive officer of
the Monarch Insurance Co. of Ohio
in New York. He succeeds Ken-
neth W.l. Fletcher in the posts.
Mr. Fletcher will continue as presi-
dent of the parent holding com-
pany, Pearl American Corp. Mr.
Lupo had been executive vp and
chief reinsurance underwriter for

Unity Fire &

General Insur-

ance Co. and

General Secu-

rity Assurance

Corp. of New

., York. Monarch

specializes solely

in treaty rein-

Robert F.

Mr. Hall Hall and John

A. Blanchard

Jr. named senior

vps at American

Re-Insurance

Co. in New

York. Mr. Hall

had been a vp

and head of the

company's

claims depart-

ment. He joined

American Re in

Mr. Blanchard 1974. Mr. Blan-

chard had been a

vp for planning, financial and data

processing functions. He joined the
company in 1981.

William R. Coleman appointed
senior vp of domestic treaty pro-
duction with Thomas A. Greene &
Co. in New York. Mr. Coleman had
been vp and manager of U.S. treaty
operations with Wilcox Inc. before
joining Thomas A. Greene. The
company is the reinsurance subsid-
iary of Alexander & Alexander
Services Inc.

Robert B. Naeny Jr. joined
Brooks-Shettle Co., a managing
general agency and reinsurance in-
termediary, in charge of mass mar-
keting the company's specialty pro-
grams. Brooks-Shettle is a wholly
owned subsidiary of AVEMCO
Corp. Mr. Naeny had been man-
ager of special risks for Monumen-
tal General Mass Marketing Inc. .

Wyoming names
new commissioner

CHEYENNE, Wyo.-Robert W.
Schrader, an attorney and justice of
the peace from Buffalo, Wyo., is
scheduled to take over as insurance
commissioner in Wyoming on June
15.

He will replace J.T. Langdon,
who is stepping down from the post
he's held for nearly 10 years to be-
come a state district judge in north-
ern Wyoming.

Mr. Schrader, 40, who has an un-
dergraduate degree in business ad-
ministration and a law degree from
the University of Wyoming in
Laramie, is also a licensed morti-

cian.

Before attending law school, Mr.
Schrader worked for the Equitable
Life Assurance Society of America
and has received the Certified Life
Underwriter designation.

While in law school, he also
served s a deputy sheriff.

Mr. Langdon, who was a city
judge, U.S. magistrate and a justice
of the peace before being named
insurance commissioner in January
1975, plans to leave that post June
15 after clearing his hearing
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SiePuzzle

of the
GpoisonOUS

Cloud

Acid vapors spewed from the pune-
tured chemical tank car: A city was
menaced. Thousands were evacuated.

Although the puncture was caused
by collision with a locomotive, the chemi-
cal manufacturer was sued. Improper
transport and storage were alleged.

The outcome looked bleak for the
chemical company until our investi-
gators discovered the true cause of the

occurrence. The tank car had slipped
onto the main line because a restrain-

ing derailer had been installed back-
wards? The lawsuit was dismissed.

Investigations are only part of

our service to major self-insured man-
ufacturers in America and abroad. We

also recommend defense attorneys and
expert withesses to support your case.
Computerized claim statistical data is
also provided.

Unlike insurance investigators,
we're not settlement oriented. Our

goal is to defend the integrity ofyour

prOOI'I"—'gf'ease write down our
phone number. We'11 blow

IWAY. 2nY.cloud ofdoubt

Countrywide
Services

Corporation

Specializing in product
liability claims management.
11933 Westline Drive. St. Louis. MO 63141. 314/878-3306



When George F. Brown opened his one-desk brokerage o=-
fice in 1912, he was facing a tough, no-nonsense worlc.
World War | was looming. Industrial ar.d financial giants
were sprawling over the world and technology was in its in-
fancy. "Aeroplanes" were .ittle more than novel toys. And
rock-solid agreements we-e sealed with no more than a
handshake, because in those days a man's word was h s
bond. George F. Brown was that kind of a man, and the
business he organized seven decades ago has becorne
known as "the brokers' broker" throughout much of the
Western world... primarily because the basic philosophies
upon which the business was built have never changed.

Call us...when you need a broker with

OLD-FASHIONED
INTEGRITY

Geo. E Brown & Sons, Inc.
The Placement SpecialistsSM

Offices across the nation...coverages around the worlc

Atlanta Chicago Houston

4C4/396-7620 312/377-9400 713/578-7222
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State regulation works best,
agents' group tells legislators

By JERRY GEISEL

WASHINGTON-Congress
should keep its hands off the
McCarran-Ferguson Act, an insur-
ance agents' trade association says.

State regulation of the insurance
industry, which the McCarran-
Ferguson Act provides, "is most
compatible with the public interest
and most suitable to the types of
regulatory issues associated with
insurance," according to the Inde-
pendent Insurance Agents of
America.

Testifying earlier this month on
behalf of the 220,000-member IIAA
before the House Judiciary Sub-
committee on Monopolies and
Commercial Law, Frank Patterson,
chairman of the IIAA's federal af-
fairs committee, said state regula-
tion is working to protect consum-
ers.

"l would anticipate that this sub-
committee will conclude that local
regulation facilitates the flow of
consumer information and that the
state insurance departments are
particularly sensitive to such mat-
ters," said Mr. Patterson, who also
is president of Patterson & Associ-
ates, a Chevy Chase, Md., insurance
agency.

The Judiciary subcommittee
plans more hearings this year on
McCarran-Ferguson.

Social Security

Congress may want to consider
overhauling the Social Security
program yet again, says Treasury
Secretary Donald Regan.

Social Security was set up in the
1930s to provide a floor of benefits
for needy retirees, but benefits now
go to the wealthy who don't need
them, Mr. Regan said this month.

"At some cutoff point, we may
want to ask why a person such as
that (wealthy) should receive So-
cial Security," Mr. Regan said.

Congress last year made its first
move to reduce Social Security
benefits for middle- and upper-in-
come people.

Under the Social Security
Amendments Act of 1983, up to

one-half of Social Security benefits
are taxed for retirees who file an

individual tax return and have at
least $25,000 in annual income,
while those who file joint returns
are taxed on their Social Security
benefits if their annual incomes ex-
ceed $32,000. Mr. Regan expects
more changes may be considered
by Congress by the end of the dec-

ade.

Health insurance

More employees are paying a
portion of their group health insur-
ance premiums, the Labor Depart-
ment says.

Last year, some 31% of employ-
ees who work for companies with
more than 100 employees shared
premium costs with their employ-
ers, up from 26% in 1982, according
to a Bureau of Labor Statistics sur-
vey.

The survey, which provides rep-
resentative data for 20 million em-
ployees, also found that 50% of em-
ployees who opt for family health
care coverage pay part of the pre-
mium, up from 47% in 1982.

Other survey findings include:

- Between 1979 and 1983, the
percentage of workers covered by
dental insurance climbed to 71%
from 48%. During the same period,
employee participation in vision
care plans grew to 27% from 17%.

- Last year, 55% of employees
were enrolled in pension plans that
give credit for employment after
age 65. In 1982, some 48% of em-
ployees received pension credits for

washington

their post-65 employment.

- Some 71% of employees in
1983 were covered by group health
insurance plans that had a stop-loss
feature that limits an employee's
out-of-pocket expense for claims in
a year. By contrast, just 46% of em-
ployees were protected by a stop-
loss provision in 1979.

Detailed results from the BLS
survey will be published this sum-
mer in a report, "Employee Bene-

fits in Medium and Large Firms,
1983."

Pension terminations

Employers must disclose in the
summary plan descriptions they
distribute to employees the condi-
tions under which the company
may terminate its pension plan, the
Labor Department says.

A technical bulletin issued May 4
by the department's Office of Pen-
sion and Welfare Benefit Programs
says an SPD will not comply with
the standards set by the Employee
Retirement Income Security Act
unless it contains this information:

- A summary of any plan provi-
sion governing the benefits, rights
and obligations of participants if
the plan is terminated.

- A summary of how partici-
pants' benefits are accrued and
vested if the plan is terminated.

- An explanation that the em-
ployer has the right to terminate
the pension plan.

The Labor Department technical
bulletin was triggered by the wave
of pension plan terminations by
employers seeking to recapture ex-
cess assets. In some cases, employ-
ees, when they joined the company,
were not informed that the com-
pany had the right to fold the pen-
sion plan.

Oil spill liability limits
The House Merchant Marine and

Fisheries Committee has approved
legislation to create a single system
to establish liability and provide
compensation for damage caused
by oil spills.

Under the legislation, H.R. 3278,
also known as the Comprehensive
Oil Pollution Liability and Com-
pensation Act, these liability limits
would be set:

- $150 per gross ton for vessels
other than a ship or an oil barge.

- The greater of $1 million or
$400 per gross ton, up to a maxi-
mum of $40 million, for ships.

- The greater of either $150,000
or $150 per gross ton for inland oil
barges.

« $50 million for Outer Contin-
tental Shelf structures and deep-
water ports.

Although the Reagan adminis-
tration likes the general concept of
the bill, it favors increasing liabil-
ity limits for ships and barges to
$1,000 per gross ton, with a maxi-
mum limit of $75 million. |
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FSA ro Osa|S heal-h insurance premium _ In addition. many employeis that The plan must be amended by Sept sider this week, possibly on Mab 15
p p Rather than raising a deductible, now have invalid" FSAs could be 4, 1984, according to the IRS pro- The IRS also says it will hold a
emfloyers might require employ- hit with back taxes and penalties posed rules hearing July 26 in Washington on
Contmued from page 1 ees 0 pay more premium costs under the proposed rules, as sug- "The IRS 'safe harbor' is very its proposed rules But few experts
installed at companies to win em- through salary reduction to an gested in the February IRS news shallow and full of shoals," said expect the IRS to make drastic
ployee acceptance of higher health FS release Buck Consultants' Mr Cole changes after the hearings
care deductibles Employees patti- This also would have a tax ad- On the surface, the proposed Other consultants recommend The IRS, Mr Alden says, had the
cipating in FSAs are more willing van age to the employee since pre- riles do offer protection from ret- caution for those employers that do opportunity to be a hero and sdy
to accept higher deductibles be- tax dollars would be used to pay for roactive penalties, but few plans not qualify for the safe harbor 'let bygones be bygones, but you
cause they can collect any unused the Fremium, while aftertax dollars will qualify for this protection, "My advice would be inaction at (employers) better get your act tc-
money in the account at the end of would be used to pay for expenses consultants note least for the next couple of weeks," gether in the future ' The fact :hat
the year that fall under the deductible said TPF&('s Mr Alden notes the IRS failed to offer substantive
Since employees know they can "Contributory health insurance An employer sponsoring an There iS a chance, according to retroactive relief does not bode
"cash out" a balance in an FSA or plars will grow through FSAs," FSA that allowed cash-outs of un- Mr Alden and other experts say, well for the future
roll the excess over into a savings says Mr Alden of TPF& used benefits at the end of the year that Congress could pass legislation "It is my guess that the IRS w .1
plan, they have a powerful finan- But using FSAs as vehicles to re- will not be liable for retroactive to supersede the IRS rules be unlikely to change any impor-
cial incentive not to overutilize quire employees to pay a bigger penalties so long as the it required A House-Senate conference com- tant provision unless directed to do
health care services share of the health insurance pre- employees to make advanced irrev- mittee that will draft a uniform tax so by Congress," said Hewitt's Mr
Even in FSAs funded solely mium doesn't give employees an ocable benefit selections, a provi- package may consider a proposal Butterworth
through salary reduction, in which incentive to use benefits wisely sion not found m most FSAs by Rep Barber Conable, R-N Y As a result, expers agreed, em-
employees contribute pretax dol- The premium contribution will be Many FSAs, for example, allow that would offer retroactive relief ployers must begin : vigorous lot-
lars to an account, workers also made-without any chance of get- employees to periodically stop or for most FSAs and allow unused bying campaign
have an incentive to use health ting anything back-regardless of change the amount of contributions benefits to be rolled over into a Employers, concerned with the
care services wisely because em- the amount of services used to 401(k) plans Such plans will not benefits bank for use the next year future direction of flexible com-
ployees can collect the balance left Such an arrangement would qualify for retroactive rehef (Bl, May 7) pensation, can still have tremen-
over in the account or roll it over really be cost shifting to the em- Employers with plans that fall in Mr Conable wants to attach his dous impact by contacting con-
into a 401 (k) plan ployee, not cost containment, said the safe harbor cannot make con- proposal to the tax package, which gressmen and senators as quickly as
Such an incentive is lacking in Mr Iden tributions to the FSA after May 31 the conferees are expected to con- possible," Hewitt Associates said .

traditional first-dollar health insur-
ance plans, where all medical bills
are paid and employees don't re-
ceive a "dividend" for prudent use _a

of health care services

"FSAs have made the transition
from first-dollar coverage to higher
deductibles less painful,"” Hewitt's
Mr Butterworth says

But if employees must forfeit

FSA balances at the end of the
"r ¥ . ,©',SS ,291.64 4y, 4-115 -
=Y

year, employer contributions to the
plans actually could be counterpro-
ductive to corporate cost-contain- :fr 't « ; “f_’7 r
ment goals -

For example, if an employer con-
tributes $500 to an FSA to induce
employees to accept higher health
care deductibles, employees will

spend all the money rather than t>,€r%™
forfeit the balance at the end of the 1 1 5
year, said Lance Tane, manager of I -
the flexible compensation team at 1 —<I_St*'l
The Wyatt Co in Washington 47—4 -4 jr)25-:
I-44.-12=

Unless the IRS rules are
changed, "I would not recommend Lt A, 1A"™ A %21 1127* A"
that employers contribute to the
plans," one consultant added
Requiring employees to make ir- —-—f-: %:7':.:,
revocable advance benefit selection
will cool employee acceptance of
the plans, consultants note 78;2 :& _
Employees will be reluctant to ’
have their salaries reduced by large
amounts if the proposals are ap-

proved because they would end up . ' ' '
playing Russian roulette They u - 1
could lose their contributions if " ,

they choose the "wrong" benefit
For example, an employee would

be a loser if he agreed to have his
salary reduced in January by ARAB INSURANCE GROUP (B.S.C.)
$1,000 for legal expenses because he -4 .-t
anticipated buying a house later
that year Under the proposals, he
could not get the contribution back
or use it for another benefit if he , 4
failed to buy a house and, thus, did * 11
not incur any legal expenses
"Will employees feel comfortable
with the risk9" asked Albert Cole,
director of group consulting at
Buck Consultants Inc in New
York

tolto contargdAsZartillsbeng

taken away," sa Mr Tane

Experts say FSAs can survive
the proposed IRS rules, but they
will take different forms, none of
which will control costs

W, ErA |

FSAs, for |nstance,'m|ght be set Head Office. London Contact Office
up to cover very predictable bene- i i
fit expenses where there is little F Alia Commercial Centre 4th Floor, Plantation House (Sec-D)
risk that the benefit would have to Diplomatic Area 31-35 Fenchurch Street
be forfeited, said Peter Hutchings, P 0. Box 26992 London EC3M 3DX

rtner with nefit nsultant
a partne benefit consulta Manama, Bahrain Tel. 01-626 4155/8

Kwasha Lipton in Fort Lee, N J
Tel. 231110 Telex 893281 Arig G

redAuadb 1=h:hheantir Niz ! -i Tolox. 9395BN, 9396BN

FSA to pay for presc#iption drugs
Using pretax dollars, which re-
duces an employee's taxable in- 1 1
come, to pay for insulin would be i
more tax advantageous than paying
for the drugs with aftertax dollars
In addition, FSAs might be used ' - A
under an arrangement in which - —
employees would have their sa- .
laries reduced by a fixed amount to
pay for a share of the employer's
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Firms with FSAs hoping for congressional relief

By SALLIE J. DRURY

Employers with flexible spend-
ing accounts are pinning their
hopes on Congress to provide relief
from the Internal Revenue Ser-
vice's proposed regulations gov-
erning FSAs.

Meanwhile, the immediate stra-
tegies taken by employers differ.
Some are starting to revise the
FSAs to comply with the IRS speci-
fications, while other employers
refuse to accept the IRS interpreta-
tion of Section 125 of the Internal
Revenue Code and are standing
firmly beside plans that will not be
valid if the proposals are approved.

"Right now we are just holding
tight for a few more weeks to see if
anything does evolve out of Con-
gress," said Albert C. Worrell, man-
ager of employee benefits for

-

Armco Inc. in Middleton, Ohio.
"We are hoping the Conable pro-
posal will be accepted.”

That proposal, which Rep. Bar-
ber Conable, R-N.Y., hopes to at-
tach to the tax legislation now be-
fore a conference committee,
would-unlike the IRS proposals-
allow employees to roll over un-
used funds into a benefits bank to
be used the next year (Bl, May 7).

In addition, under the Conable
proposal, employers whose FSAs
are not considered valid would not
be retroactively liable for back
taxes and penalties and would have
until the end of the year to redesign
their plans.

"l think every benefit manager
should get something to Washing-
ton" in support of the Conable pro-
posal, noted Mary Jane Klansky,
director of employee benefits for

CREATIYW INSURANCE SPICUALISTS

We've changed our name to better reflect what we've been doing for agents
and brokers-and their commercial lines customers-throughoutthe country
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Educational Testing Service in
Princeton, N.J. "I've sent letters,
and if they asked me to testify, |
wou.d be deligh:ed. This 'use it or
lose it' stuff makes me crazy."

Although the IRS proposed regu-
lations say that some companies
with ‘invalid” FSAs will not be li-
able for back taxes and pena.ties
and will be given time to redesign
their plans, the majority of employ-
ers with FSAs will not fall into this
"safe harbor",see story, page 1).

Armco Inc. is one company that
will not be allotted a grace period :o
redesign its plan. Al:hough its YSA
was not begun intil January and
would thus not be liable br back
taxes, the IRS proposals ws uld not
give the company any time to rene-
gotiate a new benefit plan with its
union employees, who niw take
part in the FSA.

"I'ne way we understand it, the
(priposed regulations) throw LS.n
the same category as ZEBR.Is," Mr.
Worrell said, referring to Zero Bal-
ance Reimbursement Accounts, a
form of FSA that most consultants
agree are abusive. "And the reason
is we let employees change the
amount they want to contribute
through salary reduction quar-
terly."”

Armco established its FSA pro-
gram to make more palatable em-
plc,yee health care cost sharing.
Employees can take as cash any
funds left in an FSA at the end of a
plan year, which emploiers say
promotes health care cost ion-ain-
ment. However, these "cash-outs"
would not be allowed unzer both
the IRS and the Conable priposal:.

For now, Armeo is not planning
any changes until Congress acts,
but it has told employees tha: the

government is szrutinizing FSAs.
But, if the proposals are approved,
Armio migh have to scrap its FSA
program, Mr. Worrell said.

"IN a worst-case situation we
would have to go back and renego-
tiate (with unions),” Mr. Worrell
said. "The IRS has pretty much
destroyed FEAs. We would stick to
our ilexible benefits, but not the
FSA And, | think one of the things
the un.ons would insist on is going
back to first -dollar coverage."

Dallas-based LTV Corp. would
be ir a similar si:uation, but says it
would not abandon its FSA alto-
gether

"We would probably continue
w.th our FSA, but we might have
to go back and rethink our whole
health care program:" said Peter
Biggins, LTV's cirector of person-
nel planning. "We might have to
resort -0 first-dollar coverage.”

BLt, not all companies involved
with unions are willing to go back
to swallowing the entire cost of an
expensive first-dollar health plan.

"We would keep our FSA (as itis
now designed), but go to a 'use it or
lose it' (plan),”" said Bob Sjogren,
manaser of benefits planning for
Xerox Corp. in Stamford, Conn.,
another company that credits FSAs
fcr its success in negoriating health
cost sharing witt unions.

"We wculd have to make
changes .n (the complete benefits)
plan and design around the regula-
tions, but we wi-.1 never go back to
first-dollar coverage."

XEarix is one cimpany that quali-
fies under the safe harbor provi-
sion: in the IRS proposals. But, it is
hoping that the Rep. Conable's pro-
posal will include a special provi-
sion for collectively bargained em-

No one's more
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ployee groups, so Xerox union em-
ployees can continue in the plan as
it is now designed through the end
of its contract period in 1986.

"l think there's a good chance
that (will be added in)," Mr. Sjo-
gren said.

Some companies are preparing to
alter their FSAs should the IRS
proposals be approved.

"l am not sure what we are going
to do just now," noted Educational
Testing Service's Ms. Klansky. "As

soon as we can, we are going to
communicate to the staff that un-
less they know they are going to
use the money they put in the ac-
count, don't opt for it.

"We only allow employees to set
aside $100 for a physical examina-
tion or to take cash for unused va-
cation, and we are talking about
three employees (taking cash), not
150. We are not the ones the IRS is
looking for, but we don't want to be
considered invalid anyway."

Frank M. Sterner, vp of human
resources management and strate-
gic planning for Johnson Controls
Inc. in Milwaukee, said, "We are
talking with our consultant and are
still deciding what to do. We will
know by the end of May."

Like Armco, Johnson Controls
allows employees to take cash at
year-end and to make changes in
the plan during the year and will
not receive a grace period to rede-
sign its plan under the proposals.

"l would like to see the Conable
proposal accepted,” Mr. Sterner
said, "but we are going to have to
make some changes before we
know what happens in Congress."

All the benefit managers inter-
viewed by Business Insurance ex-
pressed their exasperation with the
IRS action, and repeatedly said the
action runs counter to their health
care cost-containment goals.

"When the (February) news re-
lease came out, we communicated
the results of our first year in the
health incentive plan to employ-
ees," said Robert Penzkover, direc-
tor of employee benefits at Quaker
Oats Co. in Chicago, "and told them
how much they saved, how much
the dividend would be, and we con-
gratulated them. Then we said,
'And by the way, here's what the
government thinks.'

"We don't agree with the Q's and
A's any more than we agreed with
the news release," he said. "It's the
same garbage."

However, if the regulations as
they are now written become final,
"obviously we intend to comply
with anything that becomes law,”
Mr. Penzkover said.

Although he would not reveal
what Quaker intends to do as a re-
sult of the proposed regulations,
Mr. Penzkover said "just because
the dollars put in these plans be-
come taxable doesn't necessarily
mean you change your plan design,
any more than you would increase
every employee's pay if Congress
increased the income tax. This (ac-
tion) is just taxing benefits to
scratch up revenue."

Said another benefit manager, "It
would be interesting to see what it
has cost for the IRS to take so long
in issuing these regulations."
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an important conference

THE DOLLARS & SENSE
OF COMMUNICATING
EMPLOYEE BENEFITS

July 30 and 31

The Grand Hyatt Hotel, New York City

In today's economic climate, corporations are particularly sensitive to the
rising cost of benefits and are concerned about more efficient and effec-
tive ways to communicate the value of benefits to employees.

The Bl Employee Benefits Communication Conference is a valuable in-
vestment of your time and dollars that makes sense for your company and
for you as a benefits professional.

While exploring issues that are critical to your professional responsibilities,
the Bl Conference will focus on the foundation of effective communica-
tion. A clearer understanding of the methods used by the experts in your
field will help you achieve better targeting of communication and more
efficient utilization of your company's benefits programs.

You'llleave this Conference with a new perspective that's bound to have
a positive effect on your company's bottom line.

AGENDA

Sessions and speakers have been selected to help you meet the challenges
of your profession. General sessions will focus on:

* Firing Up Your Audience

- Strategic Planning

* Budgeting

« Media Selection - Print and A-V

* Management Training

« What Makes A Winning Communication Program

Concurrent sessions afford you the opportunity to zero in on specific

communication efforts. You can attend all three of the smaller work

groups, presented as 'Case Studies' dealing with:
- Flexible Benefits
* Flexible Spending Accounts
* Communicating On Your Own

One of the highlights of this year's Conference includes the presentation
of the 12th annual EBC Awards at a luncheon on July 30. An award
winning audio-visual program will be shown as part of this presentation.
And, you will also have a chance to review some of the printed communi-
cation programs submitted in this year's Competition that will be dis-
played in the EBC Gallery.

This Conference also offers you the
opportunity to collect some of the latest
industry information available from
consultants and insurance companies -
provided in the Benefits Literature Gallery.

REGISTRATION

The cost is $545. A 10% discount is
offered to additional registrants from the
same company. The fee includes sessions,
workbook and educational materials plus
some meals. For details see brochure.
Payment required with registration.
Additional tickets for the EBC Awards
Luncheon can be purchased separately
from the Registrar.

Special hotel rates and discount airfares
will be made available to all registrants.
These discounted rates will only be
available until July 13.

For program details, registration forms,
hotel and flight information write to:
Communication Services Dept.
BUSINESS INSURANCE
220 East 42nd Street, NY, NY 10017

Or Call:

Ann Vazquez at 212/210-0137 or
Beth Levine at 212/210-0229
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Agent Orange

Ccntinued from page 1
bility for long-latent injuries.

Attorneys point out that most if
nct all the insurers have been pay-
ing defense costs but have reserved
their rights to deny coverage.

Some insurers, including Fire-
man's Fund Insurance Cos. and
Travelers Insurance Cos., partici-
pated in the two-day settlement ne-
gotiations during the weekend of
May 4.

Already, the litigation has
spurred two coverage lawsuits. One
has been settled, and settlement is
imminent in the other.

For the past three years, Travel-
ers and Liberty Mutual Insurance
Co., Monsanto's primary insurer
prior to 1978, have been litigating
who should pay the company's de-
fense costs in the Agent Orange liti-
gation. The suit, brought by Travel-
ers, also names Monsanto.

Liberty Mutual insured Mon-

Rates: Display classified is 365.70 per column inch, minimum of one inch.
Straight classified is$6.00 per line, minimum Of 5 lines. Count 34 characters
per line (include each spice and punctuation as a character). Additional

santo from 1961 through 1970, and
Travelers insured the company
from 1971 through 1978. Insurance
Co. of North America, which in-
sured Monsanto after 1978, had
been named in the litigation but is
expected to be dismissed.

Attorneys say a settlement be-
tween Travelers and Liberty Mu-
tual is imminent, but they were un-
certain what impact the recent set-
tlement with veterans will have on
the litigation.

For the last several years, Mon-
santo has put on notice its excess
insurers going back to the 19605, an
insurance source said.

Hercules and its primary insurer
Aetna Casualty & Surety settled in
1982 a suit over defense costs in
U.S, District Court in Washington.

The chemical companies all say
that the settlement will not signifi-
cantly impact their earnings, citing
their insurance coverage. They say
they are adequately reserved.

Other primary insurers for the

defendants inolude Fireman's
Fund for Dow Chemical from at
least 1956 to 1976; Aetna, also for
Diamond Shamrock; Travelers,
also for T.H. Agriculture and
Thompson Chemical; and Hartford
Insurance Co. for T.H. Agriculture.

Peter Wilson, managing director
of H.S. Weaver-s (Underwriting)
Agencies Ltd. in London, con-

firmed that Weavers is a leading
underwriter for the excess insur-

ance of five of the defendants-
Dow, Monsanto, Uniroyal, Dia-
mond Shamrock and Hercules.

"l have playe i a leading role in

those accounts for many years,"”
Mr. Wilson said.

Brokers for the defendants in-
clude Marsh & MelLennan Inc. of
Detroit for Dow; M&M of Stern-
ford, Conn., for Uniroyal; M&M in
Dallas for Diamond Shamrock;
Thomas E. Sears in Boston for
Monsanto; and Johnson & Higgins

in Wilmington, Del., for Hercules.
London brokers include C.T.

Bowring for Dow, Uniroyal and
Diamond Shamrock; Sedgwick
Group for Monsanto; and Willis
Faber for Hercules, sources in Lon-
don said. Prior to 1980, Sedgwick
was broker for Dow and also pre-
viously brokered insurance for
Diamond Shamrock.

Attorneys for plaintiff's and de-
fendants reached the settlement
after meeting around the clock
during the weekend of May 4.

The settlement, which is consid-
ered the largest class-action settle-
ment ever, came just hours before
jury selection was to begin May 7 in
the class-action trial.

The trial, which would have fo-
cused on the charges of nine repre-
sentative plaintiffs of the estimated
15,000 veterans and family mem-
bers in the class, would have ad-
dressed several major issues in-
volving Agent Orange.

The jury would have been asked
to decide whether Agent Orange
caused the injuries claimed by the

classified advertising

RATES AND CLOSING TIME:

veterans and their families and the
government's role in its use.

The trial was expected to last five
months, adding to the estimated $50

million to $75 million already spent
on defense costs.

Details of the settlement are ex-
pected to be determined within 90
days, including the establishment
of a mechanism for determining
who will be compensated and how
amounts will be disbursed.

The settlement still must be ap-
proved by the U.S. District Court
for the Eastern District of New
York, the court in which the class-
action suit was filed. Those veter-
ans opposing the settlement will be
able to voice their objections at a
hearing in early July.

Veterans who opt out of the class
can pursue their claims against the
companies individually. However,
observers speculate that few will
pursue claims individually because
of high legal costs.

Continued on facing page

Closing: Published every Monday. Copy must be in written form by noon
Tuesday, 6 days preceding publishing date. No uerbalphone copy accepted.

$12.00 charge for blind box ads. Responses to blind bor ads must fit into
business size envelope, Responses are forwarded daily.

WORKERS COMPENSATION
CLAIM SPECIALIST
Start-up program with national corpo-
ration self-administering its Work.
Comp. claims. Managementand multi-
state W.C. experience desired. Growth
opportunity-travel-possible retoca-

tion in N.E,SEWest.
Send resume and salary requirements
Box 1260, Business insurance
740 Rush St., Chicago, IL 60611

Leading Intermediary Desires
Good, Strong Issuing Carrier for
its Diverse Book of Association
and MGA Good,
Strong Reinsurance Support
Willing to Participate Behind Is-
suing Carrier.

Business.

Box 1257, Business Insurance

740 Rush St., Chicago. llinois 60611

Business Insurance

Circulation

Breakdown™

Commercial Consumers

Administrative Management:
owners, presidents.

vps. etc. 5,638

Financial Management:
chief financial officers,
vps of finance, secretaries,

10,202

treasurers, etc.

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
Actuaries, 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 1981 BPA
Publisher's Statement

ALASKA OPPORTUNITY

National ins. broker seeks P&C agent
br Anchorage. Experience should in-
clude servicing and production of
commercial accounts. Excellent com-
pensation package. Send resume to
Box 1255. Business Insurance

740 Rush Street. Chicago, IL 60611

P/C Insurance
Instructor

The largest state insurance agents’
association in the country is seeking a
talented insurance professional to in-
struct classes in our expanding currie-
Llum. Full-time position. requiring
location in Austin, Texas. Join a team
tiat isconducting themostexciting in-
surance training in the country today.
Travel required. Good salary! Call or
send resume’ with inquiry:
Independent Insurance Agents of Texas
Oavid VanOelinder. CPCU
Director of Education’
P.O. Box 1663
Austin. Texas 78767
512/476-6281

RISK MANAGER

Leading corporate manufacturer
situated in New Hampshire has re-
tained us to seek out a risk man-
agement professional with 3-5
quality yearsof experience in han-
dling property/casualty insurance
programs. Additional exposure to
cash management along with
MBA preferably in Finance and/o-
Risk Management. Thisisa#2po-
sition reporting to assistant trea-
surer. Candidatesshould haveag-
gressive personality and be able
to work in an investment banking

environment. Call or send resume

to: Rich Meyers or Bill Perry.

LOGIC

Associates, Inc.

170 Broadway

New York, N.Y. 10038
(212) 227-8000

RISK MANAGER

HORMEL, a leading food processor and a Fortune
300 company with over $500 million in assets, is
seeking a Risk Manager for its Corporate
Headquarters located in Austin, Minnesota.

This professional will identify and analyze all risks
of loss to company assets and will develop,
recommend and advise management of programs
to eliminate or minimize loss exposure. In addition,
will effectively administer programs, renew
policies, negotiate losses and continually
investigate sources of premium savings through
insurance companies and brokers. The position

reports to a Vice President.

Requires a BA or BS degree in Risk Management,
Accounting, Business Administration or the
equivalent. Also requires 7-10 years of Risk
Management experience coupled with effective

communication skills.

This position will be compensated with highly
competitive salary, including bonus and
comprehensive fringe benefits package. Please
send a resume indicating salary history and
requirements in complete confidence to Mark C.
Altnow, Supervisor of Professional Employment.

*Hormell

R O. Box 800, Austin, MN 55912

Prepayment required. Mail ads to Beverly Klurdal, Classified Advertising.
740 N. Rush St., Chicago, IL 60611. For more information call 312-649-5340.

INFORMATION MANAGEMENT
VICE PRESIDENT

Adjustco, Inc. is a claims service firm whose clients are quality oriented
self-insureds and insurance organizations. We have a staff of over 1,000

within 94 countrywide offices.

Information Management, computer-based andclient-oriented, isoneof
our most important services. We have many projects underway and oth-
ers planned, and we are seekinga professional who can plan, direct, and

market our information management systems and products.

Quallified candidates will have

- Riskmanagementexperierceandan in-depth knowledgeof quanti-

tative risk management techniques.
« Excellent communication and client relationship skills.

« Hands-on data processing system usage, preferably in a DEC 2060/
TOPS 20 environment.

As a Vice President this person will be based at Adjustco's Executive Of-
fices in Westchester County, w 11 report to a Senior Vice President, and
will be compensated with a salary and benefits package that reflects the

importance of this position.

To beconsidered forthis immediatelyavailablecareeropportunity, send

your resume and salary history to William E. Kuebler.

Adjustco

William E. Kuebler Adjustco, Inc.

Senior Vice President

The Talleyrand Building
220 White Plains Road

Tarrytown, New York 10591
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Continued from facing page \uth our position iron ar lisur- sue the government and probably men: w ith any if the defendants Plaintiffs' attorney Stanley M
Each defendant's share in the ance standpoint " join in a collective suit with the American International Group Chesley of the Cincinnati firm of
trust fund was based on a formula Robert Stauffer in the risk man- cther major defendants," -he was inly a "mmor participant,” in- Waite, Schneider, Bayles & Ches-
hat considers the total gallons of agement department if D amond spokesman added volved onlg in iigh excess layers, a ley suggests that the chemical com-
Agent Orange that each defendant Slamrock, kinose shar: i S beheved All the chemical companies' in- spokesman said panies also feared that the case
relivered to the government and tc be $216 m.lhon, said that Aetna sdrers contacted said that they had Both defendants and plaintiffs would result m the application of
he percentage of dioxin in each has been the company': Erimary reserved for the claims and that say that the se:tlement was in ev- some form of enterprise liability
nanufacturer’'s product, one insur- irsurer for decaces ingluding the tneir earnings would not be signifi- eryone's interests, although each That theory would have allowed
mee industry source said whole Vietnam era TE e company cantly affected by the claims claimed it had the better case and the plaintiffs to recover damages

Mr Wilson of Weavers, however, had various excess insurers 17 the They include Travelers, insurer wou.d have pievailed if the case from all the makers of Agent Or-
)omts out that the settlement was U S and London markets for three of the defendants, F,re- hac been iked ange without identifying the par-
eached between the chemical "We belier e we have more than man's Fund, primary insurer for “This case vas a case of enor- ticular manufacturer whose prod-
ompanies and the plaintiffs, but ample coverage tc, address the situ- Dow and high-excess insurer for mouslv Neak causation," said uct injured them
10 agreements have been reached ation," Mr Stauffer said others, Hartford, primary insurer David Gross. an attorney for The settlement itself is based on
)etween the chemical companies A spokesmar for He-2 iles, for four years for T H Agriculture, Thompson Chemical with the New market share and how much dioxin

ind their insurers whose share is beheved to oe $18 and Aetna, primary insurer for Jersey firm of Budd, Larner, Kent, was in each manufacturer's prod-
"Underwriters have been kept million, said that two-thircs of its Diamond Shamrock Gross, Piollo & Rosenbaum uct

tware of what has been going on, ccntribution would be cove-ed by A spokesman for CIGNA said the The defendants settled based on "It is a model for the resolution
jut the settlement was achieved by nsurance Its 19surers ir elude company did not have a significant an "economic ludgment,” in part of toxic tort litigation," contends
he assureds themselves," Mr Wil- Aétna and Lloyd's of Londoc exposure with the Agent Orange because of the enormous litigation Victor Yannacone, the plaintiffs
on said Hercules said that its contribu- defendants. "The layers are very costs Mr Gross added attorney who rallied the veterans
Insurers and chemical companies -don will have no material adverse high up," the spokesman said The defendants settled when in the late 1970s to sue the chemical
ay that the issue of when bodily effect on the company s firancial CIGNA does not expect to make they finally realized that the plain- companies In the last year, how-
njury caused by Agent Orange Dosition and will cost about six any payments on behalf of Mon- tiffs could put :ogether a case and ever, he was edged out of the litiga-
,ccurs for determining which in- cents a share HercL Zes earned santo, which became an INA pri- sta> togetner, said plaintiffs' attor- tion by other plaintiffs' attorneys

urance policies apply is the same $104 per share in the f rst quarter mary policyholder in 1978 ney Dean Trafelet, a Chicago attor- "It is a milestone in the adminis-
s the coverage issue in asbestos lit- of 1983 Commercial Union Insurance Co ney with the firm of Schlegel & tration of justice-the legal sys-
gation-or even more complex "At the appropriate L"ne, me will m Boston said it has no involve- Trafele. tem's finest hour," he said

When did the veteran suffer
iodily injury-when he was ex-
,osed to Agent Orange m Vietnam,
vhen he became aware of the in-
iry 20 years later or sometime in z
-etween,

Similarly, when did bodily or
motional injuries occur to the
nves of veterans, or to a deformed
hWhat insurance policy applies f -
Thena veteran is exposed to Agent z

Jrange in 1967, his wife conceives a
hild in 1972 and the child is born

1 1973 with defects or later devel-
ps diseases linked to Agent Or-
nge,
"How do you fit that into the ru-
rio of bodily injury sickness or i

isease" as defined in the policy? Business Insurance is now accepting advertising
ne insurer asks

"It is the old exposure-manifesta- for the newly updated, 1984 Directory of

on problem," agrees John Tyn- 5 Corporate Buyers of Insurance, Benefit Plans and

all, executive director of Bowring
,on-Marine Insurance brokers,

-hich brokers insurance for Dow, ' Rareli Iylng shut on a bOOkShelf, the 8/
niroyal and Diamond Shamrock { < ) Directory is always open for business, as

1 the London market i

Risk Management Services.

If the injury manifests 1tself _i prominent buyers in your industry look up vital
ears after exposure, would a pol- i 10: 1 information on key executives in major U.S.

y today that excludes injuries re-
ited to Agent Orange, as many it corporations.
ow do, cover the settlement costs rcs These buyers use the B/ Directory to identify
[r Tyndall added H i

But not everyone expects cover- their counterparts in the more than 1,300
ge litigation, and, in fact, one . corporations listed -- the shakers and movers who
iurce says some of the insurers al- ° 174 ff B . k
eady have indemnified defen- can offer new perspectives on risk management,
ants for their contributions to the employee benefits and related matters.
md .

"l don't think there will be the Insurance agents and brokers, insurance
iverage problems here that company executives, consultants and others

/olved in asbestos," said Otis Hess,

nior vp and claims counsel for

also need this valuable reference source to

ireman's Fund "Nobody wants contact buyers.

art In fact, executives in virtually every segment
He notes that the policies that . .

wid apply are modern policies of the insurance marketplace turn to this

ating from the 1960s, unlike the indispensable source book year-round to find
}405 policies that have been ap- . . . .

ted in some asbestos cases important data on companies, including

The chemical companies were number of employees and sales volume ... plus,

luctant last week to divulge m-
irance information, but said that
teir financial condition would not , risk/insurance managers, employee benefits
3 materially affected by the settle-

ent

"We have product hability insur- ; - pension/retirement plan managers

ice in excess of the settlement %.

the names of chief financial officers,

- managers, personnel managers,

and others with related
nount," said a spokesman for Un-

oyal The company has hundreds responsibilities.

millions of dollars of insurance Your advertls'ng message W|”
,verage, he added "It won't have, Y- .
iy material effect onour business : ' -4 - reach your prime prospects each and

financial condition ” every time they reach for the 8/
Uniroyal suppliec just 5 4% of the

gent Orange to the government, s Directory.

e spokesman said . .
A spokesman for Monsanto, Ad closing is May 31.

hich Bl learned has contributed Call Don Walsh today at
e largest share to the trust fund, 212/210-0133 to get advertising rates
1 9 million, said its business will . . )
jt be affected and that insurance and productlon SpelelcatlonS for the
s involved " The company has not = i
,et determined if it will sue the b u S I n e SS e 1984 8/ DlreCtorY' .
cvernment - The buyers simply can't miss your
At Dow, whose share is belle- ad when you place it in an open book
od to be $35 1 million, general msurance Y

cunsel Wayne Hancock said,
We're in an insured position and
vorked with our carriers Cer-

New York 220 East 42nd Street, NY 10017 (212)210-0133
Chicago. 740 Rush Street, IL 60611 (312)649 5276

. Los Angeles 6404 Wilshire B:* d. CA 90048 (213)6513710 /
ainly, we are very comfortable
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Damages Covered |n Phlladelphla fl re oc.curred.on the fringe of Philadel- across the narrow street, scorchin.g The.Wa”. which faced the fire,
phia's Chinatown area the large Indoor Gallery shopping was adjacent to the Gallery's me-

Continued from page 1 combined have about $90 million of "We are still putting together our mall, which houses more than 200 chanical rooms and service corn-

not triggered under the definition insurance covering the project, half numerous policies, but we expect shops dors

of occurrence in the policy of which is liability insurance The the total insurance (along with the Police officers have been cre- The night of the fire, Rouse had

"We did not realize there were coverage is more than enough to general contractor's) will be in ex- dited with evacuating an estimated plywood and plastic smoke barriers
any violations until the day after cover any losses, one of Carley's at- cess of $90 miillion," said Mark 30,000 people from the Gallery in constructed along the service corri-

the fire (May 4) We heard about torneys said Kau fman, general counsel in less than 10 minutes dors to seal off the inside of the
them on the radio,” said Edward C Carley's insurance package is un- Washington, DC, for Carley, a real "We will have somewhere center

Driscoll, chairman of the board and derwritten by Fireman's Fund In- estate developer based in Madison, around $1 million in damage Just to "We hired a contractor, who
chief executive officer of L F Dri- surance Cos in Novato, Calif Wis the structure,” said Steven Sachs, worked through the night fogging
scoll, the general contractor on the Carley Group cwned the seven- corporate risk manager for Rouse the building to get the smoke out,’
project The blaze damaged 18 buildings story Harrison Court building on CO in Columbia, Md, which man- Mr Sachs said The company alsc

Apparently, notice of the viola- and affected 44 businesses, includ- Filbert Street, which was built in ages or owns 60 shopping centers spent $8,000 to advertise in print
tions were sent to Geppert and ing the popular Gallery shopping the late 1800s and had been vacant throughout the nation, including and on the radio that the Gallery

copies were sent to Driscoll, but at mall, which had to be evacuated for several years The developer the Gallery would open the next day, he added
an incorrect address No total damage estimates were purchased the building last year "And we did open, after approval
Driscoll, however, was aware of available for the office and com- and was renovating it for office Rouse has an all-risk property from the health department and
the smaller fires earlier last month, mercial buildings damaged space The building was razed after policy with Arkwright-Boston In- fire department-only 20 minutes
and since then instituted additional Forty of the 44 businesses af- the fire s/ranee Co in Waltham, Mass, a late,” Mr Sachs said
safety measures fected have property and business Carley's builders risk policy and member of the Factory Mutual Damage to individual stores ir
In fact, Mr Driscoll says it was interruption insurance that will general liability policy are under- System, Mr Sachs said the Gallery was expected to be
one of the safety watchmen who cover any losses, said Charles Pizzi, written by Fireman's Fund, both The policy, which covers all of minor, city officials said
noticed the fire of May 3 deputy director of commerce for with first-dollar coverage, Mr Rouse's property, has a $500,000 de- J C Penney Co Inc, one of the
Driscoll could have a contingent the city Kaufman said ductible, according to a source anchor retail stores of the mall, was
liability for the damages The four businesses that have no Details on Driscoll's insurance A metal outside curtain u all on closest to the fire The only damagi
Driscoll and the owner of the coverage include a pharmacy and were unavailable tne Gallery with insulation behind it sustained was some water dam
building, Carley Capital Group, three Chinese restaurants The fire Besides the damage to the Harri- It "buckled, melted, tore and came age to the back of the building, saic
son Court building, flames also apart” but saved the Gallery from an operations manager in Philadel
leaped to adjacent buildings and greater damage, Mr Sachs said phia

ABC not anticipating claim on Olympic cover

- Continued from page 2 this money, we'd hope this would because the United States was
ya re peo e I it paid for the television rights The encourage them (the Soviets) to "flouting the Ideals and tradi
- spokesman said that ABC will re- come to the Olympics,"” the ABC tions of the Olympic movement'

ceive a partial refund of the $225 spokesman said and could not assure the safety o
Soviet athletes

million it paid the Los Angeles
o Olympic Organizing Committee for The non-appearance coverage is However, the Soviets have unti
the U S television rights for the part of a larger, $200 miillion policy June 2 to change their minds

Games, though he said the exact led by Fireman's Fund that will in- should they decide to compete
amount of the refund had not yet cemnify ABC should it lose money If ABC's policy, which cost les-
been figured if the Games are canceled or post- than $10 million for the cancella
In addition, the spokesman said poned until next year This cover- tion and non-appearance cover
that Soviet broadcasters already age insures against a variety of ages, is triggered, it would marl
have paid ABC in full for the facili- risks, including acts of God, a the second consecutive time aUS
C ties the Soviets would use at the change in location of Olympic broadcaster has collected on insur
Summer Olympics broadcast center events, riots, satellite malfunctions ance covering the broadcast of th,

in Hollywood, Calif This payment or pre-emption of the broadcasts Summer Olympics
r is non-refundable, the ABC spokes- due to an emergency

man said, although he would not The Soviet Union announced In 1980, NBC-TV, which hac
reveal the amount May 8 that its athletes would not purchased the U S rights to the
"Because they've already spent take part in the Summer Olympics Moscow Games, received $765 mil
hon from Lloyd's of London anc

Chevron and insurers pay $15 million U S underwriters to compensate

foi the the fees the network paic

Continued from page 2 now been dropped the Russians for the tele visi or
storage tank traveled to Shell's ter- Shell, which self-insures It work- rights after NBC aborted 1 ts cover
minal and exploded in the facility's ers compensation risks, paid work age because the U S team boycot
electrical switchroom comp death payments to the fami- ted the competition (BIl, Jan 14
Chevron admisted it was negh- lies of the two men It will now be 1980, May 31,1982)
: gent in monitoring the level of gas reimbursed by the families from NBC had paid $4 million for $8(
CR in the tank and paid Shell $1 Intl- the settlement, Mr Cronin notes . million in coverage
- = Jd lion for its property losses, Mr
Mussman says t

Chevron also paid $9 million to . . .
famil bers last spring, bring- d
o pamene ramme secneINISUrANCE S€rvices guide
to $10 million, which satisfied the .

company's self-insured retention,

CASUALTY ACTUARIES, INC.
he savs i Use the Insurance RobertF L FCAS,MAAA,FCA
Mr Mussman would not divulge obe owe : .

. L . R R - Loss Reserve and Rate Evaluations for
policy limits, but he did say that Services Guide to Insurance Companies and Se.f In
Chevron had more than $27 million sured.
in liability coverage - Statutory letters of opinion on loss and

Y g reach your best loss expense reserves

When Chevron made the initial
One Insurance Center Plaza Suite 102

$9 million payment to the plain- prospects St Louis MO 63141

tiffs, it also assigned them the com- (314) 878-5002

pany's rights in its suit against the

insurers, he adds GYORY ASSOC|ATES, INC. Englneer[ng & Consulting Services for Risk

improvement Programs

The remaining $6 million owed PROFESSIONAL RISK MANAGERS Code Analysis Loss Investigations
to the families ir. the settlement is . . . Sprinkler and Special Hazard Systems
Risk Financing Fi "

. L ire Alarm and Security Systems
being divided between Chevron Insurance-Risk Consulting NY 914/666 2981 VA 703/938 9132 FL 305/374 400
and its liability insurers The enti- Latent Disease Product Liability Management SF 415/924 6474 iA 213/597 0303 IL 312/530149

. L L GAGE-BABCOCK
ties are each giving the families $3 172 Franklin Avenue Ridgewood & ASSOCIATES

million, though the underwriters N J 07450 (201) 445-8350 Corporate Office, 135 Addison
will pay Chevron an additional Elmhurst IL 60126
$500,000, according to the settle-
ment ATWOOD & CO.

"In effect, Standard 011 and the
insurance companies are splitting

Consulting Actuaries r,AmedconO«ne</ope,cie,

This is the age of specialization.

Reinsurance and Reserve Analysis

And Inter-Cas Ltd writes i the punitive argument 50-50," for Captives, Self Insurers & Insurers
We provide phone and telex explains Paul F Cronin, plaintiffs’ 13113 Polvem Ave
0I"1|y. Umbrglla's'and Excess qu'o.tes. highly cor.npt.atltlve attorney with Cronin, Fried, Se- Rancho Bernardo, CA 92128 FOR MORE INFORMATION CALL
Limits of Liability both as pricing and commissions, and kiya & Kekina in Honolulu (619) 451-6049
Direct Insurance for the Special in most situations, immediate A six-week Jury trial in Honolulu HERBERT F BAKER
Risk Broker/Agent. and as binding concluded in January 1983 that - Fire Protection Engineering
Facultative Reinsurance for Please feel free to call or write Chevron was responsible for the « Underwriting Reports
Insurance Companies to learn more about us and our deaths of the twc men and assessed 'Ssa'_ez&:eal"h s:)“difes 404-892-0791
v . . T * Sprinkler System esign
We're specialists and we facilities damages totaling $27 7 million, - Fire and Security Alarm System Oesign
cater to the "Special Risk $20 5 million of which were puni- - Building and Fire Code Consultation
Wholesaler” We have an in- tive damages The families of the S=hi.mer 1655 Peachtree St , Suite 520
house capacity of $5.000.000 C men had filed suit in Hawaii s Cir- SCHIRMER ENGINEERING CORPORATION Atlanta, GA 30309
for all forms of Umbrellas and A H i 707 lake Cook Roail-Olearileld Il 60015-312/272-8340
me - INTERZAS LTD. cuit Court of the 1st Circuit shortly
Excess Limits after the Aug 16,1980, fire
P O BOX 23, GLEN HEAD, NEW YORK 11545 Chevron appealed that ruling in E - inf ) in the IN RANCE SERVICE IDE
516-674-3440 - TELEX 967802 the Hawaii State Supreme Court or advertising information in the Su CES CES GU

Contact Beverly Kluxdal, 740 Rush Street, Chicago, lllinois 60611

after its request for a new trial was
Telephone (312) 649-5340

denied That appeal. however, has
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ticker

/ N Insurance index

Brokers' annual reports offer
- peek at managements' plans

By LEONARD M. WILSON lized areas of consulting Further moves in this small to medium-sized account base

2CQo_q\_/ . . that direction seem hkely Corroon & Black Corp's letter to share-

Special to Business Insurance Alexander & Alexander Services Inc 's an- holders contains the sobering observation

4 rPHIS IS THE season of annual reports, re- nual report was generally constructive, that direct writing of commercial lines may

o 1 capitulations of the past >ear's achieve- though conceding the disappointing necessity be on the increase This and other structural

e ments In tone and content, annual reports of bolstering reserves of underwriting subsi- changes, like bank deregulation, could con-

oo n often offer insights into diaries Remedial actions beyond the reserve front insurance brokers with serious chat-

s . how corporate manage- boosts, the annual report affirmed, included lenges Notwithstanding these comments,

4444‘74:24?;'* 5*524% U ments are thinking about cancellation of bad business and a winding management seems optimistic

the future as well as,  down of Bermuda operatio Y AGA %orro & Black h trong.new product

/ hlghllgh o¥ cgrporg S6— wants 1o reag ure %?oca,khé]aers % ylm rusﬁ Gu glngcby ﬁg ?eﬁor oigth n'% ua 8

The Business /nsurance stock index slid for the directions writing problems are being contained port Cited in the report are financial guaran-

third consecutive week. The index of insurance For the publ icly 2 Ird Most of the report is devoted to a discussion tees, a package of services for group medical

dus cks dropped, 1.1 o 260.9 owned insura bro- of Alexander & Alexander's wide-ranging programs, computerized systems for small

m 2620 during The five-day trading period kers. the 1983 annual re- i itLf capabilities as an insurance broker-accen- groups and seff-insurance and wider capabl-
endlng May 8. For the previous trading period, ports exhibit several tuating the positive, one might say Energy, lities in employee benefits

the Index fell 0.5 points from 262.5 reported on common denominators transportation, entertainment and financial Reinsurance brokerage is also on the

Apnl 24. Seventeen issues reported gains dur- Managements were | 1' - guarantees are areas discussed in vignettes march at the company Internal growth was

ing the period, 29 closed lower and 14 stocks hopeful, but cautious, on that are, in effect, brief case studies helped by the opening of two new offices and

remained unchanged. The largest gains were pricing in commercial Mr. Wilson Even the brokerage operation of A&A's appreciable expansion of the staff devoted to

reported by Foremost Corp. of America, 10.8%; lines Considerable space was devoted to new British subsidiary, Alexander Howden trea_|§¥1 reinsurance )

Crown Life Insurance Co., 8.6%; Integrated Re- product initiatives, while success in consult- Group PLC, receives a fair share of atten- e public brokers probably have just
sources Inc., 7.0%; Kemper Corp 5.2%; and ing and diversification of services received tion The firm handled $1 2 million in premi- about passed through the worst competitive
United Services Life Insurance Co., 4.6%. The sorne emphasis Finally, internationalization ums in 1983 and is now equipped with a new environment in their operating histories An-

largest losses were reported by Bitco Corp., was again in the limelight top management team, some of whom were nual reports convey the impression that de-
17.5%; Carolina Casualty Insurance Co., 10.5%; Marsh & MeLennan Cos Inc noted its ac- drawn from Alexander & Alexander's ranks spite austerity programs, progress was re-
Statesman Group Inc., 7.7%; Mission Insurance quisition of a 100% interest in .ts Belgian af- Acquisitions continue to be a feature of corded on virtually all fronts important to

Group Inc., 6.3%; Marsh & McLennan Cos. Inc., filiate This step probably presages a longer- growth Two acquisitions, Clifton & Co, competitive positions

5.1%. The Bus,ness /nsurance index reported a term strategy with respect to other partially based in San Francisco, and O'Brion, Russell

0.4% decline for the period, a slightly better owned affiliates Minority ownership of for- & Co in Boston, attest to A&A's prowess in

performance than the 0.5% decrease reported eign affiliates may turn out to be an interim making solid acquisitions Both are leading Financial briefs
by the New York Stock Exchange composite stage, appropriate during the period of learn- firms Their willingness to Join the Alex-

and the 0.6% drop,n the Dow Jones 30 mdustn- ing how to manage on a global scale ander & Alexander fold IS quiet but effective . .
als. The company's international scope was testimony to the company's unimpaired posi- ~ First-quarter earnings
also enunciated by a discussion of the Ara- tion in the insurance brokerage business CIGNA Corp IS blaming ItS first-quarter
British Issues bian American 011 Co's business Coverage Fra.?;:;:.” tCOSI ine r.]as Ii(?mehd the akero_f operating loss on continued rate competition
1+ Weok was placed with 150 underwriters drawing nym — ? P a(_:fe 'tS? n t. € ran _S © in the property/casualty insurance industry,
& May Price P/E Div Yield High-Low upon the capabilities of offices in a number of what it calls diversified financial services  \hile two other large commercial insurers
Companies pence pence % pence pence countries Marsh & MeLennan IS far along companies The company continues to stress  have reported sharply decreased earnings
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Last week, CIGNA also announced that its
National Producer Council, a group of inde-
pendent agents from around the nation, en-
dorsed CIGNA management's Intention to
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Mr Connors says the acquisition severs all
ties between Baldwin-United and BMF



How did arisk manager
improve profits for acompany with
the unique needs of Tyco?
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Building a casualty insurance program forTyco Laboratories
would have been a tough challenge for any risk manager.
Three major divisions operate from over 100 locations all over
North America. Eight thousand employees make electronic v
components, undersea cable systems, automatic sprinkler 1

systems and flexible plastic products, aswell as packaging f

and consumer materials.

So the coverage requirements were specific and diverse. '
But Northbrook National Accounts worked with Tyco to tailor an
individualized protection package. And worked to reduce loss
potential, for a brighter profit picture.

According to Steve Flink: r'The Tyco-Northbrook partnership
lets us utilize Northbrook experts as if they were part of our own
staff. And lets us become part of claims investigation and
settlement strategy"”

The Northbrook partnership approach has helped Tyco
improve profits. It could do the same for you Call your nearest
Northbrook agent or broker today

creal. . NNORTH Northbrook

J. Don Johnson (Chicago) 312-551-2990

Chuck Gehrke (Atlanta) 404-435-2424 BROQOI< National Accounts
Cheri DeGeere (Los Angeles) 714-851-1447

A Division of Northbrook Property

and Casualty Insurance Company
So Ah Barrington, lllinois 60010



