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Federal report urges
restrictions on FSAs

By JERRY GEISEL

WASHINGTON-Flexible spending accounts should be prohi-
bited because they actually undermine health care cost containment
and reduce federal tax revenues, an unreleased government study
says.

Because of FSAs' adverse effects on health care cost containment
and the loss of federal revenues caused by their use, "The natural,
sound policy response to these arrangements is to prohibit them,"
says a draft of an unreleased report prepared by the Department of
Health and Human Services and obtained by Business Insurance.

But, because FSAs have become so widespread, the HHS study
suggests that it would not be politically feasible to ban them. Instead,
"Policies that seek merely to restrict the use of FSAs will be ad-
vanced."

During the past several years, hundreds of employers have estab-
lished FSAs, which are individual spending accounts funded by em-
ployers and/or employees that provide for pretax reimbursement of
certain non-taxable benefit expenses.

FSAs often are set up by employers to make more palatable their
efforts to shift health care costs onto employees.

The study suggests that, at a minimum, FSAs should be barred
from reimbursing employees for their share of health plan premium
contributions. In addition, FSAs should not be used to reimburse
employees for health-related services-for instance, vision care-
that are not covered under a health plan, the study says.

These findings and recommendations are contained in the HHS
study entitled "A Study of Cafeteria Plans and Flexible Spending

Continued on page 79
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Oregon judge blocks plan
to spin off part of North-West

PORTLAND, Ore.-A group of
Louisiana-based employers and insur-
ance agents failed to convince a Mult-
nomah County Circuit Court judge
that its plan to save a portion of Ore-
gon-based North-West Insurance Co.
had "any basis in law."

In an opinion issued May 16, Judge
R.P. Jones said the court has no right
to interfere in the liquidation of
North-West. The insurer was placed

Continued on next page

Delta Holdings asks court
to void Elkhorn purchase

By DOUGLAS McLEOD

NEW YORK-Delta Holdings Inc.-whose loss-rid-
den Delta America Re Insurance Co. subsidiary faces
rehabilitation in Kentucky-is suing one of its own
shareholders in order to rescind its 1983 purchase of
Delta Re.

Delta Holdings charges in a lawsuit filed earlier this
month that National Distillers & Chemical Corp., Delta
Re's previous owner and now a Delta Holdings share-
holder, understated the reinsurer's loss reserves, over-
stated its net worth and fraudulently concealed the com-
pany's true financial condition in the sale negotiations.

National Distillers said at the time of the Sept. 30,
1983, sale that the net worth of Delta Re-then known
as Elkhorn Re Insurance Co.-was $18 million.

But Elkhorn actually was insolvent at the sale date-
based on subsequent loss development-by $48 million,
the complaint charges.

Delta Holdings' lawsuit asks for a rescission of the
sale, return of the $18 million purchase price and dam-
ages of more than $36 million intended to restore the
holding company to its financial position prior to the
acquisition.

Failing that, Delta Holdings is demanding a variety
of damages amounting to more than $120 million.

National Distillers was expected to file an answer to

the complaint last Thursday denying all of Delta Hold-
ings' allegations.

Meanwhile, the Kentucky Department of Insurance
has filed for a court order directing rehabilitation of
Delta Re, which the department says was insolvent by
$66.7 million at the end of 1984.

The board of directors of Delta Holdings did not vol-
untarily seek rehabilitation for Delta Re, according to
Edward L. Fossett, the department's general counsel.

However, Delta Re admitted in an answer to the de-
partment's rehabilitation petition that it is insolvent.

Delta Re voluntarily stopped underwriting earlier
this year following an Insurance Department examina-
tion (BI, March 4).

The department had offered to allow Delta Holdings
to run off Delta Re's business rather than force the re-

habilitation, according to Mr. Fossett.
But, Delta Holdings did not agree to the offer's terms,

one of which was the injection of additional capital into
Delta Re, he said.

Delta Holdings, an insurance and reinsurance hold-
ing company, was formed in April 1983 by the captive
insurance company pioneer, The Reiss Organization.
Capital was contributed by 26 U.S. and European cor-
porations, including National Distillers.

Reiss, well known for successfully managing captives
Continued on page 76-

Outlook for federal tort reform crumbles
By JERRY GEISEL

WASHINGTON-The chances that Con-
gress will enact federal product liability re-
form legislation appear to be crumbling,
though observers say it's too soon to com-
pletely write off the proposal.

Employers and insurers that support the
legislation, which would pre-empt varying
state product liability statutes with a uniform
federal tort law, suffered a major setback
earlier this month when the Senate Com-
merce Committee-on an 8-8 vote-failed to
approve the bill, sponsored by Sen. Robert
Kasten, R-Wis. (BI, May 20).

Instead of sending the bill to the full Sen-
ate for consideration, the Commerce Com-
mittee decided to hold new hearings on
whether the bill should be amended to in-
clude a victim compensation mechanism.

Such a system would make it easier for

NEWSPAPER

product-accident victims to collect damages
in cases in which it is difficult to determine

whether a product manufacturer or the vic-
tim was at fault.

The addition of such a

victim compensation
amendment to the tort
reform bill is over-

whelmingly opposed by
insurers, while the issue
could split business sup-
port for the bill at a cru-
cial time.

The failure of the pro-
posal to win Commerce
Committee approval- a
hurdle it has cleared in

the two previous congressional sessions-is
a very serious development, said Roger
Levy, vp-government affairs for the Inde-
pendent Insurance Agents of America in

Court ruling limits defense coverage
for defendant in asbestos litigation

Page 2

Washington. "The bill has been knocked off
the track."

However, Washington observers are not
interpreting the Commerce Committee vote

as a signal that Congress
has tossed the Kasten

bill, S. 100, into a legisla-
tive trash can.

"The issue is not dead
in the Commerce Com-

mittee," insists James A.
Anderson, director of
government relations for
the Washington-based
National Assn. of Whole-

saler-Distributors, a
major backer of the Kas-

ten bill.

Manufacturers have been lobbying for four
years for a uniform federal product liability
bill, like the Kasten bill, because it would

offer them more protection from product lia-
bility suits.

For example, the Kasten bill would bar
product liability suits in cases where a capital
goods product was more than 25 years old. It
would also bar the use of the strict liability
theory in cases where the design of the prod-
uct was alleged to have caused the accident.

Under strict liability, it is only necessary
for a plaintiff to prove that the product was
defective; it is not necessary to prove the
manufacturer was negligent in designing or
manufacturing the product.

The Kasten bill also would specify that
judges-not juries-would award punitive
damages in product liability lawsuits. And to
win punitive damages, a plaintiff would have
to prove the manufacturer acted with "reck-
less disregard" for the safety of product
users.

Continued on page 77

Ohio workers file $1.1 billion suit
against employer, chemical firms

Page 2
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update Court limits defense cover
North-West rescue blocked
Continued from previous page

for asbestos defendant
m liquidation Dec 4 (BI, Dec 10, 1984)

The Judge's opinion was in response to a "rescue plan" filed with By STEPHEN TARNOFF layer umbrella liability coverage for Pittsburgh Corn-
the court March 15 by the Louisiana group, known as the Commit- ing over the same period Travelers also provided Pitts-
tee of Insureds and Agents (CIA) That plan called for creating a PHILADELPHIA-A recent federal court decision burgh Cornmg with umbrella layers above CU's layer
new insurer in Louisiana by spinning off North-West's business limits the amount of defense coverage available to an from 1961 to 1970
written by Mid-Continent Underwriters Inc, its New Orleans-based asbestos defendant from its primary insurer In addition, more than 35 other insurers provided ex-
managing general agent Most of that business-state and federal U S District Court Judge James Giles ruled May 16 cess coverage to Pittsburgh Corning from 1961 through
workers compensation, marine and general liability-was written that Pittsburgh Corning Corp is not entitled to unhm- 1981
on a surplus-lines basis in Louisiana and several other states ited defense coverage under pre-1966 policies written The issue Defore Judge Giles was the extent of Trav-

The CIA was assessing the court opinion last week to determine by its former primary insurer, Travelers Indemnity Co elers' contin«ling duty to defend under the primary pol-
whether to appeal, said CIA attorney Cliffe Laborde However, Judge Giles also said in Commercial Union icies it wrote for Pittsburgh Coming from 1962-1966

Meanwhile, Oregon Insurance Commissioner Josephine M Dri- Insurance Co vs Pittsburgh Corning Corp that Travel- In an earl er memorandum opinion handed down in
scoll, who is the liquidator, said she will now close North-West's ers must continue to defend Pittsburgh Corning in all December 1 381. Judge Giles interpreted Pennsylvania
Louisiana office She noted guaranty funds in states where North- cases that were pending at the time the policy limits law to hold that Travelers had a continuing duty to
West wrote on an admitted basis have been paying claims were exhausted defend Pittsourgh Corning, even after the limits of the

In a separate order filed May 21, the judge approved distribution Thus, Travelers will have to pay defense costs for primary pol.cies were exhausted
of funds placed in a joint account by several employers that had about 7,600 cases pending at the time it stopped defend- Despite the ruling, Travelers declined to continue
self-insured retentions on policies with Mid-Continent North-West ing Pittsburgh Corning in 1981 when the limits were paying Pittsburgh Corning's defense costs and subse-
required larger employers to accept a self-insured retention of exhausted, the court said quently filed a summary judgment motion requesting
$25,000-$100,000 per occurrence (BI, Oct 29,1984) The decision also means that Commercial Union In- Judge Giles to clarify how defense costs were to be

No claims have yet been paid through the liquidation surance Co, a Pittsburgh Corning excess insurer that apportione i between Travelers and Commercial
has been defending Pittsburgh Corning since 1981, Union After Travelers stopped defending Pittsburgh

Revised tax plan to be unveiled stands to recoup between $30 million and $55 million Corning, Commercial Union assumes defense responsi-
from Travelers, a CU attorney says bilities in 7600 pending cases under a reservation of

WASHINGTON-The Treasury Department's revised tax simpli- Travelers was Pittsburgh Corning's primary hability rights
fication package will take a much softer line on employee benefits insurer from 1961-1970 Commercial Union wrote first- Continued on page 80
than the department's original proposal, sources say

1The latest proposal, to be unveiled this week, is expected to call
for the retention of 401(k) salary reduction plans, but with lower Ranger wants
contribution limits and more restrictions on withdrawals The Trea- Insurers won 't pay full tab
sury's original proposal eliminated 401(k) plans (BI, Dec 3) MGA's authority

The revised plan also may propose taxing employees on a small
part-perhaps between $10 and $25 a month-of the health insur- for next satellite rescue to be restricted
ance premiums paid by employers This so-called tax floor would
replace the original plan to tax employees on premiums exceeding By STACY SHAPIRO
$70 a month for individual and $175 a month for family coverage By STEVE TARAVELLA

Also, sources say the Treasury may scrap a proposed tax on all LONDON-Underwriters may contribute to another satellite res-
employer-paid group term life premiums Currently, employees are cue mission-an attempt to "jump start" the Hughes Aircraft Ce SANTA ANA, Calif -Houston-
not taxed on premiums paid for up to $50,000 of coverage satellite lost in April on a space shuttle flight-but they won't pie< based Ranger Insurance Co lS bat-

Sources say the Treasury may propose that tax-free educational up the entire tab, an underwriter says tling in court to prevent its manag-
and group legal benefits be continued through 1987 The attempt to boost the wayward probe into a proper orbit, whin ing general agent from binding

will be made on an August shuttle mission, will be "substantially coverages on its behalf, arguing

New Hampshire captive bill dies financed" by Hughes, according:o one of Hugnes' Lloyd's of London that reinsurance in place may not
underwriters, Stephen Merrett, chairman of Merrett Syndicates Ltc be valid

CONCORD, N H -The New Hampshire Senate this month re- But, the probe's underwriters may chip in if the mission lS SUC- But the MGA, Orient-Pacific In-
Jected legislation to permit the formation of captive insurers in the cessful, Mr Merrett adds surance Agency Inc, is trying to
state The bill, H B 696, had cleared the House (BI, May 13) The Last year, underwriters led bv Mr Merrett spent $10 5 million to dissolve a temporary restraining
legislation was modeled after Vermont's liberal 1981 captive law rescue two other satellites that were lost on a shuttle flight in FebrL- order prohibiting it from writing

ary 1984 (BI, Nov 19) They are now trying to resell the probes business for Ranger until the com-

Insurer's officers, auditor sued How much Hughes u 111 pay for the mission to rescue the Syncom panies' disputes can be arbitrated
satellite-and how much the underwriters will pay if the rescue Ranger says it tried unsuccess-

NEWARK, N J -The Vermont insurance commissioner 5 Sulng succeeds-was still being worked out last week by Hughes and the fully for several months to restrict
three former Ambassador Insurance Co officers, its parent corn- underwriters, sources said Orient's authority to bind insur-
pany and its former outside auditor to recover funds to pay out- Until an agreement is reached, none of the other principals- ance in its name, according to
standing claims in Ambassador's contested liquidation Hughes, ltS broker, Marsh & McLennan Inc in Los Angeles, and papers filed May 10 in Orange

The suit, filed last week in U S District Court in Newark, seeks International Technology Underwriters Inc in Washington, the lead County Superior Court in Santa
$50 million in compensatory damages and $3 475 million in allegedly U S underwriter on the Syncorr risk -would comment on the mis- Ana, which granted the restraining
illegal dividend payments A Vermont Judge found Ambassador in- sion order against Orient May 10
solvent by about $45 million last year and ordered ltS liquidation, However, Frank B Pipkin, customer services manager at the Na- On March 4, Ranger restricted
which the insurer is now appealing (BI, Sept 17, 1984) tional Aeronautics & Space Administration in Washington, said, the limits of policies Orient could

The suit names the insurer's parent, Ambassador Group Inc, Ar- "NASA is very confident we can do the repair We see it as much write, and on April 4 ordered lt to
nold Chait, the insurer's former president, who also heads the par- simpler than the retrieval of two satellites last year " stop writing any new business
ent company, Doris Chait, his wife, who served as the insurer's The Hughes Syncom satellite failed to reach a geostationary orbit Both orders were ignored, Ranger
treasurer, Richard A Tafro, the insurer's former vp of finance, and after it was deployed on the April shuttle launch Astronauts aboard says On May 9, Ranger terminated
Coopers & Lybrand, Ambassador's auditor in 1981-82 the shuttle then tried to use a makeshift "fly swatter" to flip a switch the MGA agreement, effective No-

The suit alleges the Chaits and Mr Tafro breached their fiduciary that would activate the motor on the huge probe, but the attempt vember 1985 per the 180-day can-
duty and "fraudulently" and "negligently" misrepresented the in- failed cellation notice

surer's financial condition Continued on page ; 5 Also on May 10, Ranger served
The lawsuit seeks repayment of $3 475 million in allegedly illegal Continued on page 80

dividend payments taken by the Chaits and the insurer's parent in
1982-83

H J Henry, senior vp for Ambassador's parent, said the lawsuit
was "possibly retaliatory," since it came one week after some "fa- Ohio workers file $1.1 billion suit
vorable" rulings by Vermont Superior Judge John J Meaker

Judge Meaker last week granted Constitution State Service Co
authority to review the insurer's claims files in Vermont so it could
estimate the cost of claims-handling services Ambassador is seeking against employer, chemical firms
the review in connection with its plan to sell its liabilities to a rein-
surer to stave off liquidation (BI, May 6) By CAROL CAIN loss of cons,rtium after the workers allegedly were ex-

Mr Henry had not seen the lawsuit and declined to comment posed to po yvinyl chloride-PVC-and vinyl chloride
further on it or to discuss Ambassador's insurance coverage COLUMBUS, Ohio-Celanese Corp and several monomers-VCMs

Continued on page 77 other major U S chemica. manufacturers are facing a The plant's former employees are suffering from a
$11 billion lawsuit filed by 160 former employees of variety of Fhysical and mental illnesses, including lung

index Celanese's defunct Hilliard, Ohio, plant who claim they and throat Jancers, throat polyps, skin rashes and sev-
suffer from occupational injuries eral nerve disorders, according to a clerk for attorney

The lawsuit is the largest such claim filed in the state Michael Moore, who filed the lawsuit April 25 in
since the 1982 Ohio Supreme Court decision in Blan- Franklin C,unty Common Pleas Court in Columbus

A R M. exercises 49 Spotlight report 3 kenship us Cmcinnati M:lacron The suit asks for a Jury trial and is seeking jointly
Books & ideas 48 Ticker 81 In that precedent-setting workers compensation rul- and severa_ly $500 million in compensatory damages,
Classifieds 78 Vol 19, No 21-Business In- ing, the court said employers are no longer protected $500 mi11101 in punitive damages and $100 million for
Comings&goings: buyers 50 surance (ISSN 0007-6864) 15 pub- from employee lawsuits under the exclusive remedy the employees' spouses and children for loss of consor-
Comings&goings: industry 73 lished weekly at 740 Rush St provision of the state's workers compensation act when tium
Datebook 56 Chicago, Ill 60611 Second-class an employee'S injury stems from an "intentional act" Three otner lawsuits against the same defendants,
Info 34 postage is paid at Chicago, Ill, and by an employer (BI, April 26, 1982) each with )nly one employee named as the plaintiff,
Insurance services guide 80 at additional mailing offices Post- The U S Supreme Court later refused to review the make the same charges In those cases, the employees
Legal briefs 49 master Send address changes to case, since then, hundreds of lawsuits have been filed each are seeking $20 million in compensatory damages,
Letters 8 Business Insurance, circulation against Ohio employers based on that decision (BI, Nov $20 million in punitive damages and $500,000 for loss of
London line 74 department, 740 Rush St, Chi- 8, 1982) consortium which brings the total amount of damages
Markets 54 cago, Ill, 60611, 312-649-5221 In this most recent case-Satly Neff us Celanese Pip- sought from all four cases to $1 22 billion
Opinions 8 Copyright 1985 by Crain Commu- ing System Division-former employees are charging Celanese officials would not respond to inquiries
Perspectives 45 nications Inc the corporation, ltS subsidiaries, a former plant man- about the litigation

ager and numerous named and unnamed chemical The employees filed their complaint in court rather
manufacturers with an intentional tort, negligence and Cont:nued on page 75
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Financial guarantees
Will the light

go out if losses
start rolling in?

By JUDY GREENWALD

NEW YORK-Financial guarantee insurance is a
bright beacon in the insurance industry, attracting
new entrants who are earning high premiums and
not yet paying big losses.

And there appears to be no dimming its brilliance
-the number of new products offered is limited
only by the imaginations of the financial guarantee
underwriters.

At the same time, demand for the innovative in-
surance products, which generally enhance the
credit-worthiness of business ventures, continues to
grow as investors become more security-conscious
and demand the backing of insurance before they
will commit their money to investments.

In response, a relatively small group of insurers
and brokers is investing greater financial and per-
sonnel resources in financial guarantee products.

At the same time, however, they acknowledge
that certain forces threaten to diminish the glow of
the financial guarantee market.

The tightening property/casualty market is re-
ducing capacity available for financial guarantee
products.

And, while losses on financial guarantees have
been low so far, the nature of these products makes
it conceivable that a single risk could produce a cata-
strophic loss.

Worry about insurers' growing liability for finan-
cial guarantees is prompting state insurance regula-
tors to develop new regulations governing financial
guarantees (see related story).

Independent of state regulators, the two major
credit-rating organizations, Standard & Poor's Corp.
and Moody's Investors Services Inc., also are rating
financial guarantee insurers, based on their ability to
pay claims (see story, page 23).

Nonetheless, the times appear right for financial
guarantee insurance. And, the biggest players say
there is no stopping them now.

"The market seems to be growing very, very
quickly," says Richard H. Napier, second vp of Gen-
eral Reinsurance Corp. in Stamford, Conn.

"The demand is phenomenal," says Lee Carter, vp
at Alexander & Alexander Inc.'s Dallas office and a

member of its corporate credit enhancement ser-
vices group.

Consumers are bewildered by the "almost end-
less" number of investment opportunities before
them, explains Michael Djordjevich, president of
USF&G Financial Security Co. in San Francisco.

At the same time, Chrysler's near-financial col-
lapse in the late 19705, the recent runs on savings
and loans in Ohio, and the default on $2.25 billion in
municipal bonds by the Washington Public Power
Supply System last year have whetted investors' ap-
petite for financial guarantee insurance, he says.

Continued on next page
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Insurer insolvencies worry regulators
By STEVE TARAVELLA

Afraid huge losses on complex, high-risk financial
guarantee insurance could drive underwriters into in-
solvency, insurance regulators are preparing to exert
more control over the market.

• A National Assn. of Insurance Commissioners

committee last week began work on a model regula-
tion governing all financial guarantee insurance.

• Legislation has been introduced in California and
is being drafted in Illinois to regulate the under-
writing of municipal bond guarantees.

• New York expects to have legislation in place by
year-end to regulate the entire financial guarantee in-
surance market in the state.

• The governor of Texas is expected to sign legisla-
tion this week absolving the state property/casualty

Capacity crunch hitting
political risk insurers

A lack of reinsurance support is creating a ca-
pacity crunch for political risk insurers in both

1 the United States and London. At the same

time, however, there is a growing demand
among multinational corporations for the cover-

1 age, which protects a company against loss of
goods or assets due to political strife. So, a

number of new insurers are jumping into the fray and easing the capacity
problems, at least somewhat. See Associate Editor Michael Bradford's
report, beginning on page 32.

Fige Design: Amy Palmer

guaranty fund of any responsibility for financial guar-
antee claims left unpaid by insolvent insurers.

Currently, no state has comprehensive regulations
governing financial guarantee products.

But, the emergence of many innovative insurance
products to protect investments in what are more and
more frequently very creative and complex business
transactions is pushing regulators to action.

The issues they are considering: reserve require-
ments for financial guarantee losses, capital and sur-
plus requirements for financial guarantee insurers
and if all insurers should be allowed to underwrite

financial guarantees.
The market now includes insurers that write only

financial guarantee products and multiline insurers
that write financial guarantees against the same cap-

Continued on page 14

f Interest is on the decline

for product recall cover
Interest in product integrity impairment and
product recall insurance, which peaked after
the Tylenol tragedy in 1982, is declining. The
question is, whose interest is missing? Some
market observers say lack of interest on the

[Fi--r377-+pr part of buyers caused some insurers to drop or
restrict the coverage. However, others say

buyers are still interested in purchasing the policies but insurers, reacting to
recent market hardening, are not interested in selling them. See Staff Re-
porter Diane Lynn Kastiel's report, beginning on page 26.
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Financial guarantees
Continued from previous page

"Investors want to sleep well," he
says. People figure if they have in-
surance on their house, why not
have it for other assets, he adds.

The volatility of the economy in
recent years has increased inves-
tors' desire for greater security,
says Beverly Wadsworth, a vp at
the Continental Insurance Co.

"It's like a second line of de-

fense."

Ms. Wadsworth points out that in
some cases the purchase of finan-
cial guarantee insurance permits
lending institutions and others to
remove contingent liabilities from
their balance sheets.

The hottest of the financial guar-
antee products are municipal bond
guarantees and limited partnership
bonds.

Despite changes in the tax law
that could diminish the advantages
of investing in municipal bonds or

limited partnerships, the related in-
surance is expected to continue to
flourish (see story, page 19).

Residual value insurance and ac-

counts receivable coverages are
also very stable products (see story,
page 7).

And, insurers predict strong fu-
ture demand for commercial paper
guarantees, municipal and com-
mercial lease guarantees, multifa-
mily housing bond guarantees and
guarantees of student loans for col-
lege tuition.

One of the newer and most

promising areas for insurers in-
volves the pooling of receivables on
auto loans for public offering (see
story, page 18).

Buyers don't have to twist insur-
ers' arms to write these coverages.

The high premiums financial
guarantees generate is seductive to
many underwriters.

For instance, premiums on a re-
sidual value policy insuring the fu-
ture value of six container vessels

for a period of 10 years was $1.5
million, said Steve Barone, a man-
ager of credit enhancement ser-
vices at Alexander & Alexander's

Winston-Salem office.

To keep up with the demand and
take advantage of these lucrative
premiums, some insurers and bro-
kers are investing greater person-
nel and financial resources in fi-

nancial guarantee products.
Continental, for instance, has in-

creased the number of people it has
working on financial guarantee
products by about one-third, to 100
from about 75 a year ago, Ms.
Wadsworth says.

USF&G, a longtime surety bond
underwriter, established a financial

guarantee division-USF&G Fi-
nancial Security Co. in San Fran-
cisco-just three months ago. It is
managed by Mr. Djordjevich, who
previously managed the financial
guarantee department at Fireman's
Fund Insurance Cos.

And, although Fireman's Fund

last year appeared to be withdraw-
ing somewhat from the financial
guarantee market, it is now gearing
up to become more heavily in-
volved, says Richard Thiel, vp in
charge of Fireman's Fund's corpo-
rate financial insurance.

Fireman's Fund recently hired
Lew Glueksman, former chairman
of securities broker and investment

banker Lehman Bros., to run its fi-

nancial insurance department. And
Michael Couto, formerly an invest-
ment banker with the American

Express International Bank, has
joined the Fireman's Fund as a se-
nior vp.

"All of this indicates a strong
commitment to financial guarantee
insurance," says Mr. Thiel.

"We are re-evaluating and estab-
lishing parameters for the busi-
ness," Mr. Thiel says, including
conducting a "thorough review" of
how collateral is managed.

The 20-person Fireman's Fund
financial guarantee department is

THAT'S WHY YOUNEEDA MORE-THAN-ONE-COMPANYAGENT
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
/ndependent Agent is a true
professiona/ who can recom-
mend creative programs that

utilize traditional insurance,
self-insurance, co-insurance,
captives, or a combination that
best suits the special needs of
your business. And because
/ndependent Agents represent
several insurance companies
not just one, they can help you
select the best business cover-

ages at the best price.
So no matter how big or

sma# your business, its a good
idea to consult an /ndependent
/nsurance Agent. They're the

more-than-one-company agents
and he/ping you manage your

business risks is their business.

Contact your independent
/nsurance Agent today. You'll
find one wherever you find this
symbol.

 YouRI Independent 1
\Insurance 1 AGENT J

 SERVES YOU FIRST /

THE MORE-THAN-ONE-COMPANY

INSURANCE AGENT.

particularly interested in insuring
commercial paper, he said.

Brokers also are taking a greater
interest in financial guarantee in-
surance.

Alexander & Alexander Inc. has

established, on the national level, a

credit services enhancement group
of about 10 specialists around the
country, says Sandy Clark, a senior
vp based in San Francisco and a
member of the group.

"It's a very significant move for a
broker like ourselves," points out
Mr. Clark.

At Johnson & Higgins, about 25
people are working at least part
time on financial guarantee insur-
ance. While there has not been a

net increase in J&H's staff as a re-

sult of its involvement in financial

guarantee insurance, more people
from other parts of the company
have been brought into the area as
the business has grown, says Don
Matthews, senior vp at J&H.

Marsh & MeLennan Inc. has de-

veloped a network of 50-60 people
who deal in financial guarantee in-
surance on either a part-time or a
full-time basis, says William Dug-
gan Jr., managing director in
M&M's New York office and coor-

dinator of its financial guarantee
area.

Corroon & Black Corp. has as-
signed 25 staffers to its financial
guarantee division in New York. Its
subsidiary, Municipal Lease Insur-
ance Managers Inc., has an exclu-
sive underwriting agreement with
Fireman's Fund for municipal
lease guarantees.

It also operates IDBI Insurance
Managers Inc., which produces in-
dustrial development bond insur-
ance for Continental Insurance Co.

Corroon & Black's third financial

guarantee subsidiary, D.G. Morris
Inc., is a reinsurance intermediary
specializing in financial guaran-
tees.

And more brokers are consid-

ering moving into financial guar-
antee insurance.

"We're looking at it very closely
here in New York, and also on a
national level, to decide how to use
our resources and what those re-

sources need to be," says Brian
Smith, senior vp at Fred S. James
& Co. of New York.

However, growth in this area
could be dampened by the overall
tightening of the commercial insur-
ance and reinsurance markets,
some observers warn.

"The market has quieted down"
and capacity has dwindled as insur-
ers concentrate more on under-

writing conventional property/cas-
ualty insurance, says John Gross, a
managing director at M&M.

While there is a lot of talk about

financial guarantee insurance
being an "up and coming business,"
actually capacity for it has tight-
ened, says David H. Elliott, vp in
charge of financial guarantees at
Aetna Life & Casualty Co.

Insurers and reinsurers are both

reluctant now to write residual

value insurance, says A&A's Mr.
Barone. System performance insur-
ance, which guarantees a project
will meet perfomance standards,
also apparently has been restricted
by the market.

Insurers are turning away from
the exotic financial guarantee
products saying, "We know how to
do property and casualty business,"
adds Mr. Barone.

They also are currently worried
about maintaining the proper pre-
mium-to-surplus ratio, and finan-
cial guarantee insurance can eat up
surplus fast because of the size of
the policies, says Peter Brown, vp
in Johnson & Higgin's energy
group in Chicago, who handles sys-
tem performance guarantees.

Reinsurance capacity also is
tightening for financial guarantee
insurance, but is still available for

the right deals, says Douglas Mor-
ris, president of reinsurance inter-
mediary D.G. Morris. Capacity of

Continued on page 6



That's why NWNL Group

has introduced PreCareTia hospital j
utilization review program that
helps employers lowertheir health
benefit costs by reducing unnec-
essary hospitalization.

PreCare evaluators talk to

physicians before a patient is
admitted. When safe alternative

care is available, expensive ,#£123*.:.r..7/
hospital stays can often be
eliminated. When hospital-
ization is needed, PreCare
monitors the length of
the stay It all adds up
to millions of dollars

in reduced hospital
claims for employers.

Thisisnotlheldndofobservaiion
your hospitalcoverageshould be pap.ng for.

When a patient stays in the hospital longer PreCare is administered nationwide by NWNL
than medically necessary, insurance ends up paying Group and Medfac, whose parent organization has
for an expensive place to eat, sleep and been working with physicians to review
watch T* hospital care for over 10 years. That

That'snotonlyawasteofmoney, i.' S f >>1.-I+..* gives PreCare the experience
but a poor use of precious hospital that many other utilization
resources. , ./ )r...... * r....._ I LFT.......-./.-....r-- review programs lack.

To find out more about

>44 .->z44 \7-w--Tr9 how PreCare can reduce
>P>X- >.. + - . -.."'.'i your health benefitcosts, call

49 <- ---C >Ck>42 c?xzy your broker/consultant or
12>4.33:*53=RD your NWNL Group Manager.

1--- C>> * *-1.4.fz> Orsendusthe coupon below.
-Illill-li-ill----Ill..

. - v . -„ -4 Send to: Ginny Charboneau 81 5A/
PreCare, Box 20, Minneapolis, MN 55402

-

- Please tell me more about PreCare.

PreCare is the trademark of Med'ltac, Inc. and
NWNL for a hospital utilization review program.

Name

Title

Connpany

Arlrirp«

City
State Zip

NWNL GROUP
A division of Northwestern National Life Insurance Company

Home Office: Minneapolis, Minnesota
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spotlight report

Financial guarantees
Continued from page 4
$200 million is attainable for qual-
ity deals, he says.

Insurers' interest in financial

guarantee insurance also could be
dampened if they are stung by
huge losses. And, the potential for
large losses is real.

Fireman's Fund, for example, re-
cently settled a suit for $55 million
involving two financial guarantee
policies with aggregate limits of $6
million. The insurer, however, con-
tends that it will cover most of the

settlement cost with the recoveries
it will make on the investments it

receives in the settlement (see

story, page 12).
Everyone expects a significant

loss sooner or later, says Karen G.
Bellus, an assistant vp in Alexander
& Alexander's New York office

and a member of its credit en-

hancement services group.
Insurers' reaction to a loss, she

says, will be that of a person learn-
ing to ride a horse.

"Until you fall off, you don't
know whether or not you're going
to get back on," she says.

The risk may not be as great as
sonne fear, Ms. Bellus adds. Often

financial guarantee policies are so
collateralized that it should miti-

gate any major loss to the insurers.
But, "nobody can be sure," she
admits.

The few losses so far are decep-
tive because the business is so

young, says James' Mr. Smith.
Insurers only began writing lim-

ited partnership bonds about five
years ago. "The first ones are only
coming off the books now," he says.
"It's still probably too early to tell
whether that low loss experience
that is currently being reflected is
realistic," he says.

The potential for losses on finan-
cial guarantee products is almost an
"all or nothing" situation, says
Richard Erlanger, a vp in A&A's
New York office and a member of

its credit enhancement services

group.

If a house is damaged in a fire, an
insurance policy may have to pay
on only 15% of the insured value,
but if a bond issue defaults, the in-

surer has to pay off the entire issue,
he says.

As a result, insurers are particu-
larly selective about the deals they
do underwrite, observers say.

Insurers must be "extra sure"

that the quality of underwriting is
extremely high, says Mr. Elliott of
Aetna. "You just can't afford to
take a very serious loss."

"The underlying deal, the under-
lying people and the underlying
risk must make sense," says Mike
Tilton, who last week left National
Union Fire Insurance Co. of Pitts-

burgh, Pa., an American Interna-
tional Group Inc. unit where he
hAd been an executive vp.

"Too many people think finan-
cial guarantee insurance is the an-
swer to a lot of business-risk type
problems," he says. "For every deal
that makes sense, 99 probably are
some insurance broker's per-eption
of an answer to a business risk."

But, the 99 should not be insured,

he says.
To take advantage of the good

6pportunities and stay far away
from the bad deals requires special
expertise. For example, to under-
write limited partnership bonds, an
insurer needs expertise in law, ac-
counting, real estate and taxes, says
Val Goldstein, a vp at National
Union.

"It requires a new type of talent
for underwriting, as well as one
that recognizes the changing en-
vironment," he says.

Partially in response to the spe-
cial expertise required to write fi-
nancial guarantee insurance, a two-
tiered marketplace has emerged.

On one level are many conven-
tional multiline property/casualty
companies, including AIG, CIGNA,
Aetna, Crum & Forster (through its

subsidiary Industrial Indemnity In-
surance Co.), CNA Insurance Cos.,
Fireman's Fund, Continental,

Travelers Indemnity Co., USF&G
and General Re.

On the second tier are monoline

companies devoted to one exclusive
type of financial guarantee insur-
ante. They are generally owned,
however, by the multiline com-
panies and other financial services
corporations that want a share of
the financial guarantee market.

This is especially apparent
among the insurers specializing in
municipal bond guarantees, which
insure payments on bonds in the
event a municipality defaults.

Municipal Bond Insurance Assn.,
one of the largest markets for guar-
antees of tax-exempt bonds, is
owned by a consortium of five in-
surance companies that underwrite
a particular share of each MBIA
guarantee: Aetna Casualty &
Surety Co., which has 33%; Fire-
man's Fund, 30%; Travelers, 15%;

CIGNA, 12%; and Continental, 10%.

Founding shareholders of the
Bond Investors Group Inc. are AIG,
Government Employees Insurance
Co., Bankers Trust New York

Corp., Phibro-Salomon Inc. and
Xerox Credit Corp.

Investors behind the Financial

Guaranty Insurance Corp. are
Kemper Group, General Re, Gen-
eral Electric Credit Corp., J.P.
Morgan & Co. Inc., Merrill Lynch
& Co. Inc. and Shearson/Lehman

Bros. Inc.

Finally, AMBAC Indemnity
Corp. in New York, the other large
market for municipal bonds, is now
being sold by Baldwin United to
Citicorp, Xerox, investment banker
Stevens Inc., and AMBAC's own
officers and directors.

Citicorp's purchase of AMBAC is
a natural development for the com-
pany, says a Citic6rp spokesman.
Financial guarantees are "very
much a part of the business of
banking. It always has been."

However, two insurance industry
trade associations are asking a U.S.
District Court in New Ycrk to

block Citicorp's attempt to enter
the bond guarantee market.

The American Insurance Assn.

and the Alliance of American In-

surers filed suit earlier this month

to overturn a Wisconsin state

comptroller's decision to allow Citi-
corp to acquire a controlling inter-
est in Verex Indemnity Corp. of
Madison.

The Citicorp proposal calls for
Verex, in a separate transact_on, to
become a municipal bond guaranty
underwriter by acquiring the busi-
ness of AMBAC. According zo the
Citicorp proposal, Verex would as-
sume the name AMBAC Indemnity
Corp.

Citicorp's plans must still be ap-
proved by the Wisconsin Insurance
Department.

If that happens, an AIA spokes-
man said, the two trade groups
would file a similar suit against the

Insurance Department in an at-
tempt to block Citicorp's plans.

The lawsuit filed by the trade
groups against the Wisconsin
comptroller of the currency says
approval of Citicorp's request to ac-
quire Verex will permit "the un-
lawful entry of Citicorp's and other
national banks into the municipal
bond insurance and guaranty busi-
ness" in violation of laws that re-

strict such practices.
But, it appears to be too late for

insurers to lock banks out of the fi-

nancial guarantee insurance busi-
ness.

As USF&G's Mr. Djordjevich
explains, the three industries of in-
surance, traditional banking and
investment banking are converg-
ing in the financial guarantee busi-
ness.

"Here we're dealing with proba-
bly the most dynamic area of the
economy," he says. "I see a very
good future for a careful group of
players." •

AMERICAN
IN REINS

Natural catastrophe management:
delayed claimscanblow youaway

There's no gas, no electricity no water,
no phone. Sometimes. as with the couple in
this news photo, there's no house. Just an
empty place where their home used to be.

Six hours after the hurricane, you're
making your way through the debris. look-
ing foryour policyholders. You're wearing
your Catastrophe Team hat with your com-
pany's name on it. Your policyholders will re-
member that name with

gratitude as long as
they live.

They're lucky;
because you have a
Catastrophe Plan.
Your Cat'learn moved » C 0/
in right after the storm, ·2 '
bringing loss notices,
proof-of-loss forms, drafts,
pads, pencils, flashlights, food,
clothes - even special Cat Team hats to
facilitate passage through military and po-
lice blockades.

Your Cat'learn is among the first on the
scene. You've got to inspect losses at several
hundred households and businesses.Bypre-
arrangement with reliable local contractors

youareabletopmvideimmediaterepairwork
Ifyou can't get to the scene right away,

competition for contractors and suppliens
becomes inter_se. Prices escalate. Cases

stretch out. Additional living expense in-
creases. Policyholders, in deep trouble,
become irate. That's when people in despera-
tion turn to legal help, the State Insurance
Commissioner and the news media. As a

result, your claim costs will escalate and
your company's reputation will suffen

With a Cazastrophe Plan, your company
completes thejob and gets out while othens
are still getting organized. -

Consider a business interruption loss.
Ifyou can get a company back in business

even partially or under temporary shel-
ter-you help them keep their customens.

Your prompt action will reduce the cbst
of your business interruption claims sub-
stantially

You've helped your policyholders.
You've saved money But even more impor-
tant you've enhanced your company's rep-
utation. In facr. you could gain many new
policyholders because ofyour fast and
efficient claim handling.

AMERICAN REDEF]
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Financial guarantee products' popularity varies
By JUDY GREENWALD

and ROBERT A. FINLAYSON

Despite lots of talk about the
growing marketplace for financial
guarantee insurance, 6nly a few of
these new products are flourishing.

Some financial guarantee prod-
ucts are only holding their own.
Others have not taken off yet, but
hold great promise. And still others
are withering on the vine, victims
of the tightening insurance market
or general lack of interest.

Among the flourishing products:
guarantees of municipal bonds and
limited partnerships, which are ex-
pected to continue to be very strong
products despite expected changes
in tax laws affecting the attractive-
ness of these investments (see
story, page 19).

Coverages that are still solid
products even though the premium
volume they generate may be slip-
ping or increasing only modestly
include contract surely bonds, re-
sidual value insurance and ac-

counts receivable insurance.

• Contract bonds. The growth
of contract surety bonds last year
was hampered again by the contin-
uing slowdown in public works
projects, which is Taking its toll on
the construction industry.

Basically, a surety bond guaran-
tees monetary payment or comple-
tion of a project should a party fail
to perform specified acts within a
stated period.

Most surety bonds are contract
bonds that guarantee That contrac-
tors will complete their jobs and

comply with all the requirements
of a project. However, surety insur-
ers also write miscellaneous risks,
including non-contract obligations
and financial guarantees.

While contract bonds formerly
accounted for two-thirds of all

surety bonds underwritten, they
represented just 45% of the $1.9
billion in premium volume gen-
erated by all surety bonds in 1984.

In contrast, other surety products
-including financial guarantee
products-accounted for 55%, ac-
cording Lloyd Provost, president of
the Surety Assn. of America in Ise-
lin, N.J.

Although premium volume gen-
erated by contract bonds increased
only 2% in 1984 compared with
1983, the pure loss ratio for contract
bonds increased by 28%, he says.

The combined loss ratio for con-

tract bonds in 1984 was 125%, while
the combined loss ratio for all

surety business was 110%, he says.
The future of contract bonds,

however, is rosier, surety experts
say, because of an anticipated turn-
around in public works construe-
tion projects within the next two
years.

The federal government is ex-
pected soon to release money gen-
erated by the 5-cent-a-gallon gaso-
line tax for federal highway con-
struction, which will pump millions
of dollars into the beleaguered
highway construction industry.

Mr. Provost says he also sees an
increase in concern over the condi-

tion of the nation's infrastructure,

which includes roads, public build-
ings, sewer and water systems, air-

FRONTIERS
URANCE

Ifyou're heavily exposed to hurricane,
tornado. wind. hail, flood or earthquake. a
well-designed Cat Plan can save you
hundreds of thousands, or

millions. Promptness is critical. As days go by,
claim costs mount rapidly

American Re can help you develop a
Catastrophe Plan. We are
involved with most natural

catastrophes that occur in the
United States. We have been

sharing this specialized
knowledge with individual
clients. Ifyou are interested
in catastrophe planning, we
invite you to contact Frank
Lichtenbdrger American Re's
specialist in Natural Catas-
trophe Management at
(212) 618-7000.

VIES REINSURANCE

American
Re-Insurance

Company
One Liberty Plaza
91 Liberty Street

NewYork NY · 10006

ports and a host of other facilities.
However, he does not expect public
construction to reach the level of
the 1960s and 19705.

Meanwhile, underwriters expect
losses to continue through 1985 as a
result of the weak financial condi-

tion of many public works con-
struction firms.

Many contracts are attempting to
"hang on" in anticipation of an up-
turn in the public works sector,
explains W.R. Holley, assistant vp
in charge of surety bonds at
USF&G Corp. in Baltimore.

However, he says, "Pretty soon
the cash flow gets you, and that's
when you end up in our claims de-
partment."

To pick up the slack in the public
construction area, Mr. Holley says
that USF&G, like most surety un-
derwriters, is working to convince
those involved in private construe-
tion projects to make use of surety
bonds, too. Such projects currently
are not usually bonded.

Mr. Holley says that in the pri-
vate as well as the public construe-
tion area the risk always exists that
a contractor will fail to meet project
requirements or will go broke and
leave the project uncompleted.

"There's definitely a risk and an
exposure," he says. "It's just a ques-
tion of marketing."

• Residual value insurance.

Residual value coverage is "still vi-
able," but it is "really a product
reaching its maturity," says Rich-
ard Napier, second vp at General
Reinsurance Corp. in Stamford,
Conn., which reinsures residual
value risks.

"It does seem to have tapered
off," he concedes.

Residual value insurance guar-
antees the value of equipment or
other assets in the future, with in-

surers indemnifying the policy-
holder if the asset's value falls

below a specified level during the
policy period. Existence of the cov-
erage permits financial institutions
in particular to price leases more
competitively and allows all com-
panies 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.
The assets most commonly in-

sured are commercial and corpo-
rate aircraft and railroad rolling
stock, but machine tools, automo-

biles, telephone systems and com-
puter equipment have been insured
as well.

Morris Roberts, vice chairman of
Clarendon Group Services in New
York, estimates that the residual

value insurance market is generat-
ing about $30 million in premium
annually, about the same amount it
was generating a year ago.

Clarendon Group Services is a
subsidiary company of Clarendon
Insurance Co. (Bermuda) Ltd.,
which is a residual value insurance

company.

"It grows in spurts" and is highly
sensitive to the economy and
changes in the tax law, Mr. Roberts
says.

Capacity for the coverage also
has been affected by the overall
tightening of the commercial insur-
ance market, says Steve Barone, a
member of Alexander & Alexander

Inc.'s credit enhancement services

group in Winston-Salem, N.C.
Insurers and reinsurers alike are

saying "we know how to do prop-
erty and casualty business," says
Mr. Barone, and are preferring to
stick with that.

• Accounts receivable insur

ance. Accounts receivable, or bad

debt, insurance, which protects
companies if their debtors fail to

Continued on page 10
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opinions

Financial guarantee uncertainties
S FINANCIAL GUARANTEE insurance a wave ofnew products that insurers can ride to new profits?
Or, is financial guarantee insurance a whirlpool of

risky business that threatens to pull underwriters

down into insolvency?
Those are the crucial questi6ns now facing insurers

and insurance regulitors, and definitive answers un-
fortunately are not obvious. Respected insurance ex-
perts who have pondered these issues have come to
different conclusiohs.

It's easy to be caught up in the enthusiasm for writ-

ing financial guarantee insurance products. All the talk
about insurers reaching new heights of sophistication,

satisfying new insurance needs, rejuvenating a tired

industry and making new profits by writing financial
guarantees is intoxicating stuff.

But quite sobering is the prospect of massive under-

writing losses on financial guarantee insurance when

one begins to consider the aggregate liabilities that

could be assumed by insurers. No one has yet calcu-

lated insurers' aggregate exposure already assumed
under financial guarantee insurance policies, and in-

surers and brokers continue to develop new ways to
insure billions of dollars of business risks.

Also sobering is the potential for litigation over the
meaning of these new policies and the prospect that the
policies could be interpreted to provide more coverage
than was intended by the insurer.

Already, Fireman's Fund Insurance Cos. has agreed
to settle for about $55 million a suit over the terms of

two of its financial guarantee insurance policies that
were written to aggregate limits of $6 million. Granted,

the insurer said it expects to cover the settlement cost
with recoveries on investments it receives in the settle-

ment. But, future litigation over the coverage provided
by financial guarantee insurance policies may not be so
advantageous to the insurer.

We share the concern that some insurers may not
have the financial strength or financial expertise to
write the kind of financial guarantees they are under-
writing today and hope to write tomorrow.

But, before we advocate prohibitions against insurers
writing financial guarantees, we remind ourselves that
some conventional property/casualty insurers have
shown they don't have the financial strength or finan-
cial expertise to underwrite their conventional lines of
insurance.

The solution, then, is to regulate financial guarantee
insurers to prevent them from taking on more risk
than they can bear, as is the intent in regulating con-
ventional insurers.

There is no time for insurance industry professionals

and regulators to waste in developing sound procedures

and regulations governing the underwriting of finan-

letters

ri FINANCIAL
UANMEES

cial guarantee insurance. The amount of new liabili-

ties assumed under these policies is mounting daily,

as evidenced by the flurry of financial guarantee
underwriting described in our special report this
week.

One regulation that we would endorse would require

multiline insurers to segregate the capital and surplus
they want to use to write financial guarantee insur-

ance. Then their financial guarantee liabilities alone

could be measured against this capital and surplus, giv-

ing everyone, including the buyer of the financial
guarantee insurance, the information needed to deter-
mine if the financial guarantee insurer will be able to
meet its obligations.

But while insurers and regulators are debating how
to regulate financial guarantee insurance, we have one

more question:

Why, at the same time insurers are trying to limit

their exposures under conventional liability insurance

policies by switching to a claims-made form and in-
cluding defense costs within policy limits, are insurers

anxious to jump with both feet into business with
which they have so little experience?

Mandated well-child coverage not a sound idea
To the editor: Whose interest is served

by mandating coverage for multiple visits
to a pediatrician for a well child (BI, April
1)9

Will sending a well child to see the pe-
diatrician seven times in its first year of
life make the well child more well? Who

really pays? Who really benefits? Who
has proven this to be a cost-saver? What
was their evidence? What cost was saved?

Where did those savings go?

Business Insurance welcomes let-

ters from its readers. Please keep
your comments as brief as possible.
We reserve the right to edit letters
for clarity or space. We will not
publish unsigned letters. Send your
comments to Letters to the Editor,
Business Insurance, 740 N. Rush St.,

Chicago, m. 60611.

With due respect to those who see some
social good in this, I perceive nothing
more than a blatant attempt by some
group of pediatricians to grab a bigger
piece of the group insurance pie for them-
selves.

Economists might well argue over
whether the ultimate payer is the em-
ployer, the customers who buy its prod-
ucts, the federal government through tax
deductibility or the employees whose

wages might have been higher had their
group insurance costs been less.

To the extent that it affects wages. how-
ever, it affects the lowest-earning em-
ployee the most-exactly that employee
whose child is of most concern to those

who see a social good in this bill.
Jerome D. Abbott

Senior Vp
Stirling & Weiss Inc.
New Canaan, Conn.

Occurrence? Claims-made? That's the question
To the editor: Thank you for the letter

from Marsh & MeLennan's John P,

MeLaughlin regarding the proposed com-
mercial general liability forms (BI, May
6).

For some time, I have believed that

much of medical malpractice "crisis" was
contrived by the insurance industry to
force the insurance-buying public into be-

coming the industry's errors and omis-
sions carrier. What I can't figure out is
whether we have them on an occurrence

or claims-made basis.

James A. White

Director-Risk Management
and Insurance

Carle Foundation

Urbana, Ill.
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Receivables
Continued from page 7
pay their bills, generated about $60
million in premiums in 1984, up
from $52 million in 1983.

American Credit Indemnity Co.
of New York, a division of Balti-
more-based Control Data Co. and

the lead insurer of accounts receiv-

able insurance, wrote $42 million in
premiums on accounts receivable
insurance in 1984.

The next-largest market, Conti-
nental Insurance Co., wrote $15
million in premium volume in 1984
through its affiliate, London Guar-
antee & Accident Co.

Fidelity & Deposit Co. of Mary-
land, a subsidiary of Swiss Reinsur-
ance Co. and Zurich Insurance Co.,
recently entered the accounts re-
ceivable market.

Steve Taylor, assistant vp at Con-
tinental, estimates that premium
volume for the total market will

continue to grow about 10% an-
nually.

Policyholders tend to be me-
dium-sized companies that need
the protection against an unex-
pected credit loss that might se-
verely impact their cash flow, he
said.

Rates vary, but 0.2% of a firm's
annual sales volume would be a

"ballpark figure," he says.
American Credit Indemnity ex-

pects its premium volume to in-
crease to $46 million this year, but
believes it could write even more

bad-debt coverage.
"Probably one of the biggest dif-

ficulties we face is a lot of com-

panies don't even know the prod-
uct is available," says Richard Nel-
son, senior vp of marketing.

And, a new potential area of
growth, Mr. Nelson says, is insuring
U.S. companies' accounts receiv-
ables due from Western Europe.

Other financial guarantee prod-
ucts that continue to perform
strongly include change-in-law
coverage and movie completion
bonds.

• Change-in-law coverage. De-
spite the tightening insurance mar-
ket, broad coverage continues to be
available to protect investors
against changes in government reg-
ulations that would adversely af-
feet an industrial development
project.

Known as change-in-law insur-
ance, this coverage is designed to
repay debt service and provide for
operation and maintenance costs
for development projects that are
held up or made uneconomical by
changes in government regulations
that occur after the coverage is
bound.

This type of coverage is also re-
ferred to as force majeure coverage
and often is written in conjunction
with a builders risk policy, explains
Roy Oddy, chairman of MacLean,
Oddy & Associates Inc. in Dallas, a
subsidiary of Sedgwick Group
P.L.C. MacLean Oddy is one of the
leading wholesale brokers for force
majeure coverage.

Mr. Oddy says that the majority
of inquiries his firm gets regarding
change-in-law coverage come from
banks and financial institutions

seeking to protect their investment
in a project that could be adversely
affected by changes in local, state
or federal regulations.

As the financial community be-
comes more aware of the protection
offered by this insurance, it may
become difficult for a highly-le-
veraged industrial development
project to obtain financing without
first obtaining change-in-law cov-
erage, Mr. Oddy predicts.

Although there has been a con-
traction of capacity in recent
months, Mr. Oddy says his firm has
been successful in obtaining "sub-
stantial" limits for the coverage.

"We have access to both the Lon-

don and U.S. markets that write

this coverage," Mr. Oddy says, de-
clining to be more specific.

MacLean Oddy has written about
$5 million in premium volume for
force majeure coverage during
1985, and Mr. Oddy expects to write
a substantial amount more this

year.

In addition to change-in-law pro-
tection, force majeure insurance
provides coverage for other events
beyond the control of the insured
that would delay completion of a
project.

• Movie completion bonds.
The market for guaranteeing com-
pletion of film productions is at-
tracting its share of fans.

"I don't know where all the in-

vestors are coming from," says
Lindsley Parsons Sr., executive vp
at Film Finances Inc., one of the

largest film guarantors in the U.S.
"We're getting far more requests
this year than ever before."

Film Finances in Hollywood,
Calif., now guarantees completion
of 32 films that are in various stages

of production. That is up from
about 22 at this time last year.

The company is seeing profits, he
says, despite one unusually large
loss recenty. Film Finances paid
out more than $1 million to the
backers of a rock musical produc-
tion, which he declined to identify.

Film Finances' main competitor,
The Completion Bond Co. Inc. of
Beverly Hills, Calif., is currently
guaranteeing about 20 to 25 films in
various stages of production, about
the same volume it insured last

year, says Alan Wilson, executive
production administrator.

Mr. Wilson has observed an in-

crease in the number of un-

derwriters competing to write com-
pletion bonds.

"Everyone seems to think it is
easy to underwrite," he says.

As insurers look ahead, they
expect commercial paper guaran-
tees, multifamily bond guarantees,
student loan guarantee programs

and municipal and commercial
lease guarantees to offer them new
premium volume.

• Commercial paper guaran-
tees. Observers believe commercial

paper guarantees will be a a hot
product in about two years.

This is one area that is "set to

grow," says Gen Re's Mr. Napier.
The insurance guarantees that

the insured corporation will meet
payments on its debts.

Only about 1% of the "billions
and billions" of dollars of commer-

cial debt is now insured, says David
H. Elliott, vp of Aetna Life & Casu-
alty's financial guarantee depart-
ment.

But Aetna, which completes 15 to
20 commercial paper guarantees a
year, is not planning big growth in
its business, Mr. Elliott says. The
insurer must be "very cauticus,
very selective" in deciding which
deals to accept, he stresses.

Richard A. Erlanger, vp in Alex-

ander & Alexander's New York of-

fice, says the product is ready to
take off as soon as capacity is avail-
able. And, he predicts that mono-
line insurers will be formed to

write the coverage.
One monoline company expected

to specialize in insuring corporate
debt, American Financial Assur-
ance Corp., is now organizing.

In the meantime, Mr. Erlanger
says, potential clients are "knock-
ing on the front door."

Bob Rose, vp and manager of the
financial services group for John-
son & Higgins in New York, agrees
that commercial debt insurance

will grow in the next two years, led
by monoline companies now active
in the tax-exempt bond area.

Traditional multiline prop-
erty/casualty companies will not be
the leaders because they are in the
midst of "tremendous convulsions"

as the insurance market hardens,
he observes.

Continued on facing page
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Continued from previous page
However, Leon J. Karvelis Jr.,

executive vp and director of under-
writing and research for Municipal
Issuers Service Corp., managing
agency for the monoline Municipal
Bond Insurance Assn., notes that
MBIA's constitution currently pro-
hibits it from moving into the cor-
porate debt market.

But Phyllis Smyczek Finn, vp of
AMBAC Indemnity Corp., which is
also a monoline company active in
the tax-exempt market, says tax-
able corporate as well as municipal
debt "is definitely a potential area
for growth."

Terrence J. Mech, senior execu-
tive assistant in the financial guar-
antee area at Industrial Indemnity
Insurance Co., believes the corpo-
rate debt market will grow as the
market for tax-exempt bonds de-
clines due to changes in tax laws
(see story, page 19).

Industrial Indemnity wrote less
than $1 million in gross premiums

in the commercial paper area last
year, compared with about $90 mil-
lion in gross premiums in the tax-
exempt area, he says.

• Housing bonds. Guaran-
teeing industrial bonds of more
than $10 million, including multi-
family housing bonds, will attract
insurers, says Tom Purtell, a vp at
Alexander & Alexander Inc. and a
member of its credit enhancement

services group.
Of the $21 billion of insured tax-

exempt bonds issued in 1984, about
$3 billion was for multifamily
housing, says Daniel Mushegian,
president of FGC Services Inc. in
Rye, N.Y., which helps set up the
insurance for these programs.

Last year, Industrial Indemnity
wrote coverage for about one-third
of the market.

Fireman's Fund Insurance Cos.,
which has been less active in the

market this year, also wrote about
one-third of the market last year,

needs
Fordination.

says Mr. Mushegian. The remain-
ing share was divided among CNA,
Financial Guaranty Insurance Co.,
USF&G and AMBAC Indemnity
Corp.

• Student loan coverage.
Continental Insurance Co. has re-
cently sold two student loan guar-
antee policies to the Student Loan
Marketing Assn., which makes stu-
dent loans and markets invest-
ments in other student loans.

The Continental policies guaran-
tee that the loans made directly by
Sallie Mae will be repaid, either by
the parents of undergraduates or
by graduate students.

The two-month-old program is
insuring less than $100 million in
loans, but it is potentially a very
large market, according to Mark
Knapp, an assistant vp at Continen-
tal. An estimated $10 billion is
loaned to students.

• Lease insurance. The mar-

kets for both municipal and com-
mercial lease insurance are poten-
tially "tremendous areas for
growth," says Douglas Morris, pres-
ident of D.G. Morris Inc., a New
York subsidiary of broker Corroon
& Black Corp.

Lease insurance pays when a les-
see defaults.

Municipalities last year leased
about $4 billion worth of personal
property, such as equipment and
real property, such as buildings, es-
timates Mr. Morris.

The two major insurers in the
municipal lease field, he says, are
Continental Insurance Co. and

Fireman's Fund,through its man-
aging general agency, New York-
based Municipal Lease Insurance
Managers Inc., a Corroon & Black
subsidiary.

The two insurers combined

wrote about $3 million in premiums
last year, Mr. Morris said.

A potentially even bigger market
is for commercial lease insurance.
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"Upwards of $60 billion" of prop-
erty was leased last year, says Mr.
Morris. So far, he says, Continental
has been the only insurer to intro-
duce a program, although others
are considering it.

The future of some financial

guarantee products currently of-
fered apparently hinges more on
commercial property/casualty
market conditions than others.

• Systems performance insur
ance. There are two trends in the

systems efficacy insurance market,
says Henry Maddocks, a vp at
Alexander & Alexander Inc. and a
member of its credit enhancement

services group in Minneapolis:
Demand for the product is grow-

ing and the market writing it is
shrinking.

System performance insurance,
also called efficacy insurance,
covers the failure of a mechanical

system to meet technical perfor-
mance standards. It has been writ-

ten mainly for energy-related
projects, such as waste energy
plants.

However, primary limits of only
$10 million to $15 million are avail-
able today, down form previous
limits of $50 million, Mr. Maddocks
says, because of the overall tighten-
ing of the commercial market and
partly because many insurers lost
money when they went to consid-
erable effort to prepare insurance
policies on projects that never ma-
terialized.

The biggest market for the cov-
erage, he says, is American Inter-
national Group Inc.; Lloyd's of
London, Hartford Steam & Boiler
Co., the Chubb Group and CIGNA
are active, brokers say.

Of the 23 system performance
policies A&A has placed, 21 were
third-party policies, covering the
designer or builder of a project
rather than the project owner, Mr.
Maddocks explained.

Premiums are usually 1.5% to 2%
of the project cost, and there is gen-
erally a deductible.

Mr. Maddocks estimates that $10
million in premium volume for ef-
ficacy insurance will be written
this year.

Other financial guarantee prod-
ucts apparently are dead or at least
not growing because of lack of inter-
est among buyers. These include
weather-related coverages and
money market fund guarantees.

• Weather insurance. National
Union Fire Insurance Co. of Pitts-

burgh, an American International
Group Inc. affiliate, recently dis-
continued it snow removal insur-

ance program after not issuing a
single policy since it was an-
nounced in March 1984.

Irene Bruno, municipalities man-
ager at National Union, said there
was no interest in the program
which was designed to provide cov-
erage for towns or municipalities
that were hit with abnormal snow-

fall. The policy would have paid
the cost per inch of removing
above-average snowfall, up to a
limit of $1 million.

But the tightening insurance
market has significantly driven up
the cost of property and casualty
insurance for towns and municipal-
ities, leaving them with no money
for additional insurance, Ms. Bruno
explains.

However, at least one under-
writing manager and administrator
of the coverage is looking for a
great year.

Good Weather Inc. of Jericho,
N.Y., perhaps the largest marketer
of weather-related insurance, has
broken off its underwriting man-
agement agreement with AIG to
underwrite for Chubb Corp.

Harold Mollin, director of pro-
grams and marketing at Good
Weather, says Chubb "will promote
us more."

Continued on page 12



12 / business insurance, May 27, 1985

spotlight report

Weather cover
Continued from page 11
Good Weather wrote about $4 mil-

lion to $5 million in premium in
1984 and expects to write $10 mil-
lion in premiums in 1986, says
Good Weather President Henry L.
Fox.

Despite the tightening reinsur-
ance market, Good Weather easily
renewed its reinsurance treaties, he
says. "We can offer $20 million to
$25 million in coverage, based on
sales," he says.

Despite Mr. Mollin's enthusiasm,
brokers are not forecasting sunny
days for weather insurance.

"I would have thought that by
now industrial usage would have
been greater," according to Monte
J. Gollub, a Marsh & MeLennan

Group Associates Inc. vp in New
York.

Mr. Gollub says he expected an
increase in demand for weather

coverage from wine makers, com-

modity traders, snow tire manufac-
turers and retailers and other man-

ufacturers whose sales are affected

by weather conditions.
But the increased demand never

materialized.

Frank Sinott, a vp with Johnson
& Higgins in New York, says that
the federal crop insurance has
preempted the private insurance
market for crop and agricultural
risks.

• Money market mutual guar
antee insurance. For all practical
purposes, the financial guarantee
market for money market mutual
funds is dead, having never really
lived despite optimistic expecta-
tions two years ago.

A lack of buyer demand and the
tightening insurance market killed
this product, which was intended to
help money markets compete with
the insured money-market ac-
counts offered by banks and thrifts
beginning in late 1982.

Fireman's Fund to pay $55 million
to settle financial guarantee suit

By ROBERT A. FINLAYSON

SAN FRANCISCO-Fireman's

Fund Insurance Cos. will pay about
$55 million to settle litigation over
two financial guarantee insurance
policies it wrote with aggregate
limits of only $12 million.

But, the insurer says it will re-
cover most of the settlement cost

from the interests it will obtain in

mortgage trust deeds as part of the
settlement.

Fireman's Fund agreed to the $55
million payment to settle a class-ac-
tion lawsuit filed late last year in
U.S. District Court in San Fran-

cisco on behalf of 2,000 individuals
who had invested $55 million in a

trust deed investment program sold
by Woodson Co. in San Rafael,
Calif.

The investors faced losing mil-
lions of dollars in interest paymEnts
after Woodson filed for bankruptcy
in August, even though the mort-
gages they invested in were backed
by real property.

Under the Woodson trust ceed

investment program, the firm sold
investors fractionalized participa-
tion interests in second and third

mortgages.
Fireman's Fund issued Woodson

two $6 million contractual guaran-
tee insurance policies from 19E2 to
1984.

The Fireman's Fund policies en-
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abled Woodson to obtain Real

Properties Securities permits from
the state of California and to pro-
mote the investment program as
uniquely guaranteed and insured,
according to the suit filed against
Fireman's Fund by the investors.

Woodson guaranteed timely
monthly interest payments to its
investors, regardless of the status of
its underlying loans, said Elizabeth
Cabraser, a partner with the San
Francisco-based firm of Lieff &

Cabraser and lead attorney for the
plaintiffs.

The Fireman's Fund coverage
was intended to pay if Woodson
failed to make these contractual

payments, the court papers allege.
Early in 1984, according to the

complaint, Fireman's Fund told
Woodson that it would not renew

the insurance when it expired in
August 1984.

Unable to convince Fireman's

Fund to reconsider, unable to ob-
tain replacement coverage and suf-
fering from a high rate of borrower
defaults, Woodson filed for reorga-
nization under Chapter 11 of the
Federal Bankruptcy Act.

Although Fireman's Fund had
written only two $6 million policies
for the Woodson program, plain-
tiffs' attorneys argued the insurer
was liable for the entire amount of

the insured investments at the time

of the bankruptcy.
Plaintiffs' attorneys' contended

that the trust deed investments is-

sued by Woodson were securities
for purposes of the registration and
anti-fraud provisions of the federal
securities laws. And, they argued
that certificates of insurance issued

by Woodson based on the Fire-
man's Fund policies were an inte-
gral component of these securities.

Therefore, the plaintiffs argued
that "Fireman's Fund's liability
was not limited to the aggregate $12
million limits of its 'contractual

guarantee' policies."
Rather, the suit alleged, the in-

surer's liability extended to the ag-
gregate face value of all certificates
of insurance issued to Woodson in-

vestors.

Ms. Cabraser says that if Fire-
man's Fund had not intended to af-

ford coverage to each investor, it
should have stated that in the pol-
icy language and the certificates of
insurance.

Without this information, Ms.

Cabraser says, the investors could
not make an informed decision

about whether to put money into
the Woodson program. Under fed-
eral securities laws, she explains,
all information material to an in-

vestment must be disclosed.

Under the terms of the settle-

ment agreement, Fireman's Fund
will pay the full amount of the in-
vestors' principal investment, plus
any unpaid interest that has ae-
crued on the loans from the date of

the original investment to the set-
tlement date.

Fireman's Fund also agreed to
pay plaintiffs' attorney's fees and
court costs, which have yet to be
determined.

In return, the plaintiffs agreed to
assign to Fireman's Fund their in-
terest in the mortgages.

"Because it was a class-action suit

and the meter was running, we felt
this was the best way to respond to
the situation," a spokesman for
Fireman's Fund explained without
elaboration.

The suit originally asked for $150
million, including an unspecified
amount for punitive damages.

The District Court granted pre-
liminary approval of the settlement
agreement May 16. The court will
review the settlement for final ap-
proval June 20. i
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Regulators act
Continued from page 3
ital and surplus that supports con-
ventional property/casualty insur-
ance policies.

Insurers, which are eager to have
a say in the shaping of any new fi-
nancial guarantee regulations, al-
ready object to some of the pro-
posed regulations.

And, there is debate over
whether such regulation should be
implemented state-by-state or if a
more uniform approach is needed.

The NAIC financial guarantee
insurance study committee met for
the first time May 17 in New York,
headed by New York Insurance
Superintendent James P. Corcoran.
Its goal is to devise comprehensive
financial guarantee regulations
that could be adopted by all state
regulators.

"We don't want to leave any peb-
bles unturned," says Michael J.
Dugan, director of the Nebraska
Insurance Department.

"People are

thilgs to wlte E -p · - --f
faster than we

can think up I
what to do L-«>fo <- 4
claims Texas twril it.trn
Insurance I 47
Commissioner 1-1 --_ 11_ ---
Tom Bond.

"Is all this truly insurance?" he
asks. "It is in the sense that a third

party is taking a risk, but it cer-
tainly falls out of the traditional
regulatory framework."

Nebraska and Texas are two of

the states with representatives on
the committee.

Among the issues the study
group will address are financial
guarantee insurers' capital and sur-
plus levels, reserving and account-
ing practices, financial reporting
and disclosure methods.

The recent financial problems of
several insurers that wrote finan-

cial guarantees in California have
brought all financial guarantee in-
surance business under renewed

scrutiny.
In late March, the California In-

surance Department placed Cal-
Farm Insurance Co. into conserva-

tion after the Sacramento insurer

could not cover payments on $60
million in bonds that it had insured
that were in default.

The insurer, which wrote $79
million in premiums last year on
mainly automobile and homeown-
ers coverage, had written cover-
age on an additional $100 million
in bonds, according to the depart-
ment.

The Cal-Farm action followed a

March 4 order under which the

California Insurance Department
took control of Glacier General As-

surance Co., a Missoula, Mont., in-
surer that the department claimed
was statutorily insolvent.

Glacier had written surety bonds
on mortgages that were part of the
mortgage-backed securities that
subsequently cost BankAmerica
Corp. a $95 million loss. BankA-
merica is now suing Glacier and
other involved parties (BI, March
11, Feb. 18).

Mr. Corcoran stresses, however,
that the NAIC committee on finan-

cial guarantee insurance was not
formed in response to these insur-
ers' problems, but rather as a step
to prevent insurer insolvencies.

"We don't want regulation by
reaction," he said. "It's obvious we
have to exercise foresight here, not
wait until the place burns down."

The committee may decide to de-
velop one model law for the regula-
tion of municipal bond insurance
alone and another for all other fi-

nancial guarantee products.
California and Illinois also are

currently focusing only on the reg-
ulation of municipal bond guaran-
tees. New Jersey has regulated
such insurance since 1975, and New

York has since the early 19705.

Municipal bcni insurance, wh.ch
has become inc reasir.gly popular in
:he last five years, guarantees band
holders contiru.ng payments if a
state or local gove:rment defailts
on a bond. An =:imated 21% of the

S101 million in new .ong-term mu-
nicipal bonds i.sued last year were
insured, compared with only 3% in
1979. It is estirr ated that ultimately
as many as 30% of al. municipal
bonds will be i:sured.

The largest underwriters of mu-
nicipal bond guaran:ees are two
monoline, specialty ecmpanies: the
Municipal Bond Insirance Assn,
and AMBAC Indemnity Corp.

Regulators are concerned that in-
surers could not withstand the

huge loss tnat could accompany a
default on a municipal bind.

For example, the value of the
municipal bonds On which the
Washington Public Power Supply

System defdilted last year was
$2.25 bi.lion. In that case. AMBAC

insured only a small portion, and
its loss i: est.mated below $30 mil-
licn.

"If Lloyd's isn't smart enough to
write it, I dot-.'t know if an qone is,"

says Kennerh Smith, an Illinois
deputy insur:nce commissioner,
referring to the fact that Lloyd's
pnhibit: the issuance of linancial
guarantee insrance policies.

Illinzis .nsurance Departm ant
officials ha.re been meet.ng in Chi-
cago and Springfield ovpr the East
month with representat.ves of in-
surers trade associations and fi-

nancial rating organizations, 1 ke
Standard & Poor's Corp.. to rece.ve
their .la put on regulatior : to moni-
tor mu-:iciEal bond guarantees. Mr,
Smith said.

The egilation, wh:ch is ex-
Continued oli net ocge
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pected to be drafted by m.d-June,
would not : fYect the und€:writing
of other tyKes of financial guaran-
tees.

Reserving methcds .s among the
issues concerning the Illinois de-
partment.

To better reflect the exposures,
reserves should not be based on a

percentage of the premi-im written
in the previous 12 months, as is the

case with conventional insurance,
Mr. Smith says.

' You just can't go by (loss) his-
tory or- these things," he notes.

F'or example, writing guarantees
on bar.k's loans would have been

profitable in 1926, but disastrous
jus. three years later, when the De-
pr€ssion began.

Another provision-which is
drawing insurers' ire-would pro-
hitit an insurer from guaranteeing

a bond whose value is greater than
75% of the underwriter's net worth,
including contingency reserves.

Illinois also is considering limit-
ing the premiums a multiline in-
surer can generate from municipal
bond insurance to perhaps 20% of
its annual premiums, Mr. Smith re-
ports.

It has not been determined

whether the percentage would be
based on premiums written, premi-

ums in force, new premiums or di-
rect premiums before policyholder
refunds, he added.

To avoid such a restriction, some
multiline companies might set up
monoline subsidiaries to write mu-

nicipal bond guarantees, he notes.
California Insurance Commis-

sioner Bruce Bunner expects legis-
lation-A.B. 945, which would reg-
ulate the insurance of municipal
bonds-tq pass by July and take ef-

ON THE SCENE,
YOU BEHIND THE SCENE.

The individuals pictured at the left
may never reach the scene of the fire. But
their presence is felt.

They are the UAC support personnel
and supervisors who back up the UAC
adjuster on the scene.

They work oehind the scenes to see
that everything goes right. Double check-
ing claims to protect you at every step.

Claims are settled quickly and fairly,
with consideration for the human concerns
involved.

Here's how the team works. The super-
visor assigns the claim to the adjuster best
qualified. Throughout the handling pro-
cess, the supervisor monitors the actions
of the adjuster.

Reviewing.
Advising.
Helping.
Other team members,from unit clerk to

general adjuster, contribute their special-
ized knowledge.

It's a team effort from beginning to end.
All this teamwork has just one objec-

tive: To bring you efficient claims service
that will lower your claims costs. Does this
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 handling experience and is staffed
with more than 4,000 adjusters, super-
visors and support personnel operating
out of 350 offices across the country

For more information, or our free bro-
chure describing UAC claims services,
contact: Marketing Vice President, Under-
writers Adjusting Company, 2 Corporate
Place South, Piscataway, NJ 08854.
Or call (201) 981-8200.

U.f®
THE TEAM WORKS.
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feet Jan. 1, 1986.
The bill has been reworked to in·

corporate insurer suggestions and
may be revised again.

Some critics say the bill now is
only a watered-down shell of th€
original proposal, but underwriters
complain that it is so restrictive il
will limit insurers' ability to write
municipal bond guarantees.

"The California bill is so restric-

tive that in its current mode, a tri-
ple-A insurance company may not
even be able to operate there. It's sc
strict as to be harmful," says one
underwriter, who is working with
the department on the legislation
but asked not to be identified.

Of particular concern to munici-
pal bond insure. s in California is
the bill's provision establishing a
ratio between the insurer's gross
aggregate liability for municipal
bond guarantees and its capital,
surplus and contingency reserves.

The bill requires the insurers to
set up a contingency reserve fund
equal to half of its earned premi-
ums on municipal bond guarantees.

The California bill now calls for

a ratio of 200-to-1, not including
unearned premium reserves.

So for every $1 of capital and
surplus and contingency reserves,
the insurer can have at any one
time an aggregate exposure of no
more than $200, including principal
and interest on the bond.

New York allows a 300-to-1 ratio,
including half the unearned pre-
mium reserves. Illinois had consid-

ered a 300-to-1 ratio, not including
unearned premium reserves, but
dropped the proposal.

Michael Djordjevich, president
and chief executive officer of

USF&G Financial Security Co. in
San Francisco, says he would even
support a more conservative 100-

were considered not on a gross
basis, but were considered net of
reinsurance or tangible collateral.

Some insurers also contend that a

licensing provision in the Califor-
nia bill is too strict. A company that
writes municipal bonds outside the
state but is licensed in California

for writing other insurance would
have to comply within two years
with the California municipal bond
requirement or lose its license to
write any insurance in California.

"The proposal would evict from
all insurance business in California

those companies whose municipal
bond insurance programs do not
meet the California regulation.
This is the wrong way to approach
the goal of a uniform national stan-
dard to protect investors wherever
they live," Mr. Djordjevich wrote
Mr. Bunner April 23 in a letter
about the bill.

Another provision, since re-
moved from the bill, would have
permitted only monoline com-
panies to write municipal bonds,
just as many states allow only mon-
oline companies to write mortgage
guarantees.

"That would have put us out of
business," says Tom Conneely, vp-
government relations at Industrial
Indemnity Co., a subsidiary of
Crum & Forster. Industrial Indem-

nity writes a variety of financial
guarantee products, but its thrust is
municipal bonds, he explains.

California's bill also requires
non-admitted alien reinsurers that

are ceded business by municipal
bond insurers to have at least $25
million in combined capital and
surplus.

"Whatever you do to the primary
company, you have to do to the
reinsurer," Mr. Bunner says. But,
he admits state regulators can do
little to monitor alien reinsurers.

While municipal bonds are gen-
erally believed to be the least risky
of all guarantee products written
today, observers say regulators
aren't overlooking riskier cover-
ages, but are taking a "we-have-to-
start-somewhere" approach.

In fact, Mr. Bunner calls Califor-
Continued on next page
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Regulators act
Continued from previous page
nia's action "step one" and notes
that regulation of guarantees of
corporate taxable bonds which is
next on the state's list will be pat-
terned after its regulation of mu-
nicipal bond guarantees.

But others, like Mr. Djordjevich,
say regulators are acting too
quickly, in piece-meal fashior. and
without proper information.

Mr. Djordjevich says the finan-
cial guarantee market is evolving
so quickly that regulators cannot
keep up with it. Many insurance
commissioners do not truly under-
stand what it is they are attempting
to regulate, he maintains.

"A.B. 945 has been presented as a
panacea, which it is not. It ass.imes
a panic situation, which does not
exist. There is no crisis in munici-

pal bond insurance," he said in his
letter to Mr. Bunner.

Financial guarantees have be-

FINANCIAL
PROTECTION ISN'T

ALWAYS THIS OBVIOUS
A catcher's mask just won't help

when a director or officer is hit with a

liability suit. The defense and settle-
ment costs can be personally devastat
ing even if a lawsuit is unjustified.

A solution to this ever increasing
problem is a Diredors' and Officers'
Liability Insurance Policy from Western
Employers Special Risks.

Whether your clients are publicly
incorporated or closely held, every
D&0 policy we write may be tailored
to meet their specific needs through
a wide range of limits, deductibles
and options.

Western Employers Special Risks
also has coverages for Employee

Pension/Welfare Benefit Plans, in addi-
tion toTrust Department E&0 and
IRA/Keogh Plan E&O for financial
institutions.

Our D&0 policies can be your
client's best protection against a
judicial curve ball.

W AWESTERN
Wl.aJ EMPLOYERS

VVSPECIAL RIS_<S
A Division of Western Employers Insurance Company

150 N. Martingale Road, Suite 240
Schaumburg, Illinois 60194
312/8824114 or 1-800/323-2354
In Illinois: 1-800/942-4714

come "the new whipping boy," Mr.
Djordjevich says, even though ris-
kier coverages exist, like contract
surety bonds, which guarantee that
contractors will complete their jobs
and comply with all the require-
ments of the project.

Meanwhile, New York, which
has regulated municipal bond guar-
antees since the early 1970s, is pre-
paring to regulate the entire finan-
cial guarantee market.

New York will act by the end of
this year, Mr. Corcoran says.

"We don't think the regulatory
environment now is responding to
what's going on out there," he says.
"We don't want to see the already-
shrinking capacity in the market
flee to this type of 'no-risk' cover-
age. This is a very serious problem,
and the exposures are substantial."

Richard Hsia, a deputy insurance
superintendent in New York,
agrees: "No state, including New
York, has yet adopted an overall
strategy to deal with financial
guarantee insurance as it's now
coming into place. That's exactly
what we're trying to do now. We
want to come in pre-crisis to pre-
vent it from occurring and to man-
age it if it ever does."

One type of guarantee New York
will look at is the now well-known

Citicorp-CIGNA Corp. policy, in
which CIGNA assumed some of Ci-

ticorp's foreign loan exposures.
That policy, bound in May 1984,
was scrapped three months ago
after disagreement between
CIGNA and its political risk treaaty
reinsurers (BI, Feb. 1).

"The question is first, 'Should it
be permitted?' and then, 'How?"'
says Mr. Hsia.

Mr. Corcoran wants financial

guarantee writers to follow sound
underwriting practices "and not
expose themselves to these cata-
strophic losses on the rather adoles-
cent theory that there's no risk."

The New York department has
not yet determined how to cio this.

In addition to regulating the un-
derwriting of financial guarantees,
states are taking a second look at
whether financial guarantee poli-
cyholders should be protected by
state guaranty funds.

Texas Gov. Mark White is ex-

pected to sign legislation next week
relieving the Texas Property &
Casualty Insurance Guaranty Assn.
from responding to insurance losses
from municipal bonds, fidelity
bonds, and other surety business.

Texas already excludes mortgage
guarantee losses from the fund.

While Illinois' current proposal
to regulate municipal bonds does
not address the guaranty fund
issue, the Insurance Department
hopes to amend other legislation to
do so, Mr. Smith notes.

The Illinois Insurance Guaranty
Fund currently responds if a mort-
gage guarantee insurer becomes in-
solvent. The department would
like to exclude from the fund mort-

gage insurance and other financial
guarantee claims owed by insol-
vent companies.

But, Illinois' Mr. Smith points
out, even if the guaranty fund were
relieved of responsibility for these
losses, it would still have to respond
to unpaid claims in other lines if a
multiline insurer could not pay
conventional property/casualty
claims because a financial guaran-
tee loss made it insolvent.

The NAIC study committee also
is considering the relationship be-
tween financial guarantee un-
derwriters and guaranty funds.

Mr. Djordjevich supports remov-
ing these coverages from state
guaranty funds and suggests that
some states might consider estab-
lishing a separate guaranty fund
that would respond only to finan-
cial guaranty claims filed against
insolvent underwriters.

California treats municipal bonds
as surety products. Thus, they al-
ready are not under the California
Insurance Guarantee Assn., Mr.

Bunner says. .
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New financial guarantees springing up
By JUDY GREENWALD gram for other recei/ables, too loans, he pointed out tinue to be develcped Travelers Corp recently insured a

Financial Risk Underwriting Rece vables on other consumer For example, the crecit enhance- preferred stock issue by U S Steel
NEW YORK-One of the newer Agency Inc in New Yirk, which items-such as boats, tiucks, mo- ment division of Alexander & Co in Pittsburgh, marking the first

and more promising arenas attract- now specializes in underwriting bile homes and even credit card re- Alexander Services Iic has re- time such an offering has been in-
ing financial guarantee insurers in- limited partnershlf bo·lds on be- cewables-could be sirr ilarly cently developed a new procuct to sured, says David H Elliot, vp in
volves the pooling of receivables on half of the pooled for public offering, Mr Un- protect c ties that are sued wnen charge of financial guarantees at
consumer auto loans for public of- Royal Group gerleide mys they ecernse the r right of eminent Aetna
fering and United S&B Insurance Services Co in domain m appropriat.rg prcperty. The stock issue featured a rather

Salomon Brothers Inc recently States Fidelity White Plains, NY, the brokerage said Steve Bar one, manager of rare variable dividend based on a

developed a Certificates of Auto- & Guaranty t¢r arrr of the Munc pal Bond =nsur- credit erhancement services in floating rate, and the existence of
mobile Receivables program for Co, also is con- ance Assr , is developing two insur- A&A's W nston-Salem, NC, office the insurance made it easier to sell
Marine Midland Bank in New sidering insur- FE'"-It'YE ance programs for certificates of Uncer -erms of the policy, which the complex issue, Mr Elliot says
York that is insured by National ing public oj - 1-9*11'114»-« receivables, says Joseph Swa-n, se- iS undervritten by two in.urers Aetna also recently has guaran-
Union Fire Insurance Co of Pitts- ferings of   -P-1  1 nior vp of S&13 that Mr Barone would not idenify, teed four Euronote issues a $100
burgh, an American International pooled con-

.4 He agrees the programs, which the policy responds if the court million, five-year issue for the
Group Inc unit sumer receivables are still in the development stage, rules that a city must pay more for Rockefeller Group, a $100 million,

Marine Midland Bank pooled The potential for tnis type of could "cut across a lot of lines," in- a property than r had offered seven-year issue for Montagu

12,000 receivables totaling $60 mil- product is enormous," says Finan- cluding auto and boat loans, yacht A city in Nor·ti Carolina has pur- Placements Ltd , a $60 million,
lion on new and used automobiles cial Risk President Robert Unger- financing, credit cards, consumer chased such coverage with limits of five-yeat issue for Bear Stearns,
and light trucks and sold them to a leider In the first eight months )f loans and mortgages $1 mi.lion and f $150,)OC deduct- and a $50 million. five-year issue
separate trust 1984, banks and other f nancial in- As needs arise, other :ypes of fi- ible, Mi Barone said for Thyssen Bornensiza, a private

The trust, earlier this month, stitutions made $164 bil-ion in auto nancial guarantee products con- Aet,a Life & Casualty Co and Monaco-based company .

then made a public offering of cer-
tificates on the $60 million in re-
ceivables, available in $250,000 in-
crements The certificates, which
have a weighted average life of 18 5
months, have an effective annual
yield of about 97%

Pat Jehle, vp in Salomon Bros
mortgage finance department, said
the limits of the insurance coverage , 49 £, Z  412« %»
provided by National Union iS ini-
tially equal to about 10% of the out-
standing loan balances and will de-
cline to about 2% as the principal '.9.aP;**S:LI '
declines

The 10% represents a "conserva-
tive" estimate of the number of .'..'.*')I :. :
auto loans likely to default, al-

E

though the actual number of de-
faults probably will be consider-
ably less than 10% of the balance

A spokesman for National Union
was not available for comment

Ms Jehle said obtaining the in-
surance secured a Triple-A rating If

for the offering, making it more at-
tractive in the market

The program, she says, is an
adaptation of a mortgage-backed 4

securities program Salomon Bros
has offered since 1978 Salomon

Bros may develop this type of pro-
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New tax laws won't hurt guarantee market
By JUDY GREENWALD

NEW YORK-Brokers and in-
surers expect the market for mu-
nicipal bond and limited partner-
ship guarantees to continue to
flourish, even if Congress decides
to limit the tax benefits the bonds

and partnerships offer to- investors.
Underwriters of guarantees for

municipal and other tax-exempt
bonds note that state and local gov-
ernments still must issue bonds to

raise funds, even if the bonds be-
come less attractive because they
are no longer tax-exempt.

And, underwriters of limited
partnership bonds expect partner-
ships to continue to attract inves-
tors, even if their value as tax shel-
ters is diminished.

Municipal bond insurance guar-

antees bond holders full payment
should a state or local government
default on a bond.

Insured bonds generally receive
the same rating that either of the
two major rating services-Stan-
dard & Poor's Corp. and Moody's
Investor Services Corp.-assign to
the insurer's ability to pay claims
(see story, page 23).

Thus, if an insurer's ability to
pay claims has been rated AAA by
one of the rating services, the mu-
nicipal bonds insured generally
will be rated AAA as well.

The advantage of insured bonds
is that the higher rating lowers the
interest cost the issuers must pay.
And, the insurance can make the
bonds more marketable to security-
conscious investors.

Depending on the issue, premi-

ums charged for the guarantee gen-
erally range from 0.7% to 1.25% of
the total principal and interest pay-
able on the bond.

The popularity of the guarantees
is growing, ob-
servers note.

An estimated 1

21% of the $101 ' §'»
billion in new,

long-term mu- ==li*'1k,ir>=

11were insured, 11 p/r

according to
industry estimates, and in the first
quarter of this year, about 25% of
the municipals introduced were
guaranteed.

Observers predict the total pre-
centage of municipal bonds that are
insured could reach 30%. As re-

--® Employers Reinsurance Corporation

Ruk *sapart of
everyone's Hfe.

cently as 1979, only about 3% of
municipal bond issues were in-
sured.

The popularity of the product
may not be diminished if Congress
approves tax-reform proposals that
could significantly cut the number
and types of tax-exempt bonds that
can be issued.

While the proposals, if enacted,
will have some impact on the mar-
ket, they are not expected to affect
the "bread and butter" of the Mu-

nicipal Bond Insurance Assn., says
Lauren M. Miralia, executive vp at
Municipal Insurers Service Corp. of
White Plains, N.Y., MBIA's manag-
ing general agency. MBIA gen-
erated $164 million in premiums on
municipal bond guarantees in the
year ending November 30, 1984.

Most of MBIA's business, he says,

To Dan Bridges it's more than a job.

Irs his life. To most everyone else, it's

crazy.

Dan Bridges has been rodeoing for

a long time. And he's very good. He's

had his bumps and bruises, but as he

got better, they got fewer So what

seems dangerous and risky to many

people is a carefully calculated, con-

trolled situation for him. Just another

day at the office.

At ERC, we're in a risk oriented

business. Every day offers another set

of potentially disasterous situations.

But because that's our business, and

our clients depend on us, risk must
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Yet just like Dan Bridges, we're

not caleless or foolish. We're careful,

precise, and under control.

Just another day at the office.

5200 Metcalg, Oterland Park, Kansas 66201
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is guarantees for general obligation
and utility revenue bonds, whose
tax status is not expected to be im-
pacted by tax-reform legislation.
The legislation is more likely to af-
feet, he said, other elements of the
tax-exempt bond market, including
bonds issued to finance student

loans, bridges and tunnels.
Initially, the proposals would

have an impact on the municipal
bond insurance market, says
Phyllis Smyczek Finn, vp of New
York-based AMBAC Indemnity
Corp., which, founded in 1971, is
the oldest guarantor of municipal
bonds. It would not release pre-
mium volume information.

"But the bond issues would still

have to come to market in one form

or another," she said, since munici-
palities would still have to issue
bonds to raise funds.

If what are currently tax-free
bonds do become taxable, guaran-
tees would increase their market-

ability, Ms. Finn points out, noting
that AMBAC eventually plans to
expand into writing guarantees for
taxable bonds.

Schools and bridges still have to
be built even if bonds issued for

such purposes are taxable, agrees
Gerald L. Friedman, chairman and
president of New York-based Fi-
nancial Guaranty Insurance Co.

Mr. Friedman notes that his com-

pany is also prepared to write guar-
antees for taxable bonds.

"If they're going to be financed
by municipalities, we'll help them,"
says Mr. Friedman, who founded
his company in 1983. Its 1984 pre-
mium volume for municipal bonds
was $61.6 million.

Mr. Friedman estimates the tax

proposals could affect about 20% to
25% of the tax-exempt bond mar-
ket. But the demand for coverage is
"so dramatic," it can't materially
reduce the growth of the municipal
bond insurance industry.

"To the extent (the proposals) re-
duce tax-exempt bonds coming to
market it will affect our market,"

says a spokeswoman for Bond In-
vestors Guaranty Insurance Co.

She agrees with Mr. Friedman
that since an increasing proportion
of bonds are being insured, even if
fewer bonds come to market, the
total number of of insured bonds

will not necessarily decline.
"I don't think (the proposals) will

affect us significantly."
Besides affecting municipalities,

the tax proposals may alter the tax
status of bonds issued by hospitals,
many of which are currently tax-
exempt. But insurers that guaran-
tee hospital bonds also downplay
the effect of the proposals on their
business.

"Hospitals will still have capital
needs," says Cliff Cramer, presi-
dent of New York-based American

Health Capital HIBI Management
Inc., which underwrites bond in-
surance for hospitals on behalf of
Industrial Indemntiy Co.

About· 90% of the more than $2
billion in bonds HIBI has under-

written since its establishment in

September 1983 are tax-exempt,
with the remainder taxable, says
Mr. Cramer.

Although most of the tax changes
that would affect tax-exempt bonds
are merely proposals now, one type
of tax-exempt bond-industrial de-
velopment bond issues of less than
$10 million-are already slated to
lose their tax-favored status.

Industrial development bonds
are tax-free securities issued by
municipalities to finance private
development intended to
strengthen a community's econ-
omy.

According to the U.S. Treasury
Department, $14.4 billion in indus-
trial development bonds were is-
sued in 1983, the latest year figures

Continued on next page



,{

20 / business insrance, May 27, 1985

spotlight report

rn/'anw/ 4ND L,cean  f larine
FACILITIES AVAILABLE

TO AGENTS & BROKERS OF MEMBER COMPANIES

MUTUAL MARINE OFFICE, INC.
100 FARK AVENUE, NEW YORK, N.Y. 10017 • 212-953-0580

Genercl Managers
NEW YORK MAR+IE AND GENERAL INSURANCE COMPANY

- Mari

AMERICAN LBER1YiNSURANCE COMPANY
ARK#RIGHT-805-ON INSLRANCE COMFANY
ARKWRIGHT-BOS-ON MANUFACTURERS UTUAL

INS. COMPANI

EMCAS.O INSURANCE COMPANY

EMPLOYERS MJTUAL CASUA.TY CCMPAN
GRADHIC ARTS MUTUAL INSURANCE COM'AN

Pacedtogo
the distance
The New Mirk Insurance Exchange.
Passing the five-year mark,
we enter the next stretch as a

major contender. For information
on the structure, strength
and progress of this insurance
and re.nsurance market, piease
write to the Exchange at
59 John Street, NY, NY 10038

or telephone (212) 618-92(«

INSURANCE
irr, EXCHANGE

Only the strong endure.

. 2. i ... 5:f'.6

ne Managers -

.UMBER MUTUAL INSURANCE COMPANY

MUTUAI FIRE, MARINE & INLAND INS. COMPANY
PENNSYLVANIA NATIONAL MUTUAL CASUALTY

INS. CO.

REPUBLIC-FRANKLIN INSURANCE CO.
UNION MUTUAL INS. CO. OF PROVIDENCE
UTICA MUTUAL INSURANCE COMPANY

rr  (

1 ., f.

3

Tax changes
Continued from previous page
are available.

Tcm Purtell, vp of Alexander &
Alexander Services Inc.'s credit en-
hancement services division, who
is based in Cincinnati, estimates
that about 5% tc 7% of this market

is insured, up from only 2% to 3% a
year ago.

"Sunset" legislation, approved by
Congress under 1982's Tax Equity
& F.seal Responsibility Act, bars
the in:roduction of most industrial

development bonds valued at less
than $10 million after 1986, with
the exception of bonds to finance
manufacturing facilities, which has
been given ancther two years of
life, says a spokeswoman for IDBI
Insurance Managers Inc. of New
York, a Corroon & Black Corp.
subsid.ary.

IDBI's sole market is Firemen's

Insurance Co. of Newark, NJ., a
Continental Insurance Co. subsidi-
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ary.

IDBI, she noted, has begun writ-
ing guarantees for industrial devel-
opment bonds for multiple housing
projects, which will not be phased
out under TEFRA's sunset legisla-
tion, she notes.

The firm insured its first hous-

ing bond, valued at $840,000, earlier
this month. "We are thinking
ahead," she says.

IDBI had insured $170 million to
$175 million in principal in indus-
trial bonds between 1982 and the
end of 1984.

Other insurers that guarantee in-
dustrial development bonds in-
clude Chicago-based CNA Finan-
cial Corp. A spokesman for CNA
would not comment.

Just as municipal bond insurers
say tax-reform proposals should
not have a profound effect on their
business, so do insurers that write
guarantee bonds for limited part-
nerships.

Limited partners are individuals
who purchase shares or "units" of a
larger investment vehicle, which is
most likely real estate, but can in-
clude cable television operations
and racehorses.

The partners make a modest
cash down payment for their unit
and issue a promissory note pay-
able in annual installments to fi-
nance the balance of their invest-
ment.

Investors then can take their

pro-rata share of the partnership's
tax deductions for property depre-
ciation, interest due on develop-
ment loans and mortgages and
other fees incurred by the partner-
ship.

Limited partnership bonds guar-
antee the investors will make

timely payments on the promissory
notes they have issued.

Mary Laughlin, a Dallas-based
vp with A&A's credit enhancement
services division, estimates that
$250 million in gross premiums
were written in limited partnership
bonds in 1984, up from just $3 mil-
lion in 1981.

"So far, the losses have been

small," she says.
One of the main reasons for the

low level of losses, she explains, is
that if an investor defaults, he or
she must declare as income all the
tax deferrals previously taken.

"That's a pretty severe penalty,"
she notes.

Also, because the bond backs the
"unit" in the limited partnership
rather than the individual partner,
if an individual investor defaults,
the unit can be resold, says Randall
Kastner, president of the Milwau-
kee-based Financial Guaranty
Assn., a managing general agency
for Industrial Indemnity Co. in San
Francisco.

Mr. Kastner noted that the pre-
miums, which are paid up front,
usually range from 1% to 1.5% of
the value of the bond.

Financial Guaranty Assn. gen-
erated $24.5 million in premium
volume from limited partnership
bonds in 1984. Mr. Kastner, a for-
mer vp at MGIC Indemnity Corp.,
had an agreement with MGIC
under which he serviced all of the

limited partnership bonds in
MGIC's portfolio in exchange for
some additional business. MGIC

subsequently stopped underwriting
the bonds and sold its business to

CNA. Now Financial Guaranty ser-
viees this business on behalf of
CNA, in addition to underwriting
on behalf of Industrial Indemnity.
CNA would not comment.

Among proposed changes that
would affect limited partnerships'
tax advantages is lengthening the
period of time during which prop-
erty owned by the partnership can
be depreciated from 18 years to as
much as 40 years. That could more
than cut in half the amount of tax
deductions the investor can make

in any one year.
In addition, investors are now

permitted to deduct interest owed
Continued on page 22
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Ifthismanworkedforyou, itmight
Becausetoday, spiraling benefit costs, endless

litigation and even outright fraud are hitting more and
moreemployers right whereithurts.

AtGAB, aftera hundred years of adjusting daims,
we've seen a lot. And tens of thousands of cases in all juris-
dictions have taught us that when itcomes to workers'
compensation, the employerneeds attention too.

So wedomorethan anyone elsetoseethat you
getit Weemploy someof the most knowledgeable
professionals in the field working outof 29 automated
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workers' compensation centers andbacked by InOIe
than 650 local offices. Which means we'ne always
ready to handle yourclaims with timely, in-depth
investigations, prompt payments, thomugh reports,
and compnehensive Iehabilitationand return-to-work
programs.

Ifs the kind of attention to detail andpeople, that's
madeusthenumber one independent insurance
service organization in the country.

So call Ron Kastet atGAB, 201-993-3428. And
saveyourself a lotof unnecessary pain.

Becauseils yourmoney
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-but not actually paid-during the

1 tax year, says Mr. Kastner. Con-
, gress is considering changing the

law so that investors can only de-
I duet interest that has already been

paid.
Insurers and brokers active in

limited partnership bonds say that
while interest in limited partner-
ship bonds was slow during the
first quarter, as syndicators eau-
tiously awaited congressional ac-
tion on tax proposals, the overall
growth of the bonds will not be sig-
nificantly hurt by whatever legisla-
tion Congress passes.

They note that, in the future,
limited partnerships will be
designed to provide economic ben-
efits to investors, rather than prin-
cipally being tax shelters.

"It's our feeling that the bonds
will survive-that the bonds will

actually be bigger and better," ac-
cording to Margaret Connor, an as-
sistant vp in Johnson & Higgins' fi-
nancial services group in New
York.

Tax-reform legislation, she says,
"will purge the market of pure tax-
shelter deals that really don't make
any economic sense."

Ms. Connor estimates that until

now, 25% of all limited partnership
deals could be classified as "pure"
tax-shelter deals, while others were
tax shelters to varying degrees. "I
think the slack will be taken up by
the bonds (for partnerships) that
make more economic sense, and in-
vestors' appetite will increase as
the year comes to an end."

A strong indication of the future
of limited partnership bonds, she
says, is the announcement by Balti-
more-based Fidelity & Deposit Co.
of Maryland earlier this month that
it intends to underwrite limited

partnership bonds for real estate
deals.

"We're seeing better deals now
because of the proposed changes,"
says Lee Carter, a Dallas-based vp
with A&A's credit enhancement
services division.

Financial Guaranty Assn.'s Mr.
Kastner predicts that limited part-
nership bond volume will continue
to grow at a 10% to 15% annual rate,
even if the tax proposals are en-
acted.

In one recent transaction, Finan-
cial Guaranty underwrote a $32
million bond on behalf of 330 part-
ners who were purchasing an in-
terest in the Biltmore Hotel in
Phoenix.

The partnership had a five-year
pay-in period, and Financial Guar-
anty earned $850,000 in premium,
according to Mr. Kastner.

Whatever Congress does, there
will still be advantages to investing
in real estate, says Robert Unger-
leider, president of the Financial
Risk Underwriting Agency Inc.,
which writes limited partnerahip
bonds on behalf of the Royal Insur-
ance Group and USF&G Corp.,
generating about $25 million in
premiums annually.

Mr. Ungerleider complained,
however, about being "in limbo" as
he awaits Congress' next move.
One limited partnership real estate
bond recently underwritten by his
firm was valued at $2.675 million
and written on behalf of 35 part-
ners who were purchasing a garden
apartment complex in Austin,
Texas. The total premium earned
was $167,000.

A change that might be antici-
pated as a result of congressional
action is a switch in the type of
investors who become involved in

limited partnership agreements,
according to Clifton Brown, an as-
sistant vp with Continental Insur-
ance Co., whose limited partner-
ship bond business generated
about $12 million in premium last
year.

Until now, he said. many part-
ners have been wealthy investors
interested in tax write-offs. But, if
the purpose of the partnership is

switched from a tax shelter to eco-

nomic investment, those entering
the partnerships are likely to be
less wealthy and more interested in
making money.

Val Goldstein, a vp at National
Union Fire Insurance Co. of Pitts-

burgh, an American International
Group Inc. unit, said "very respon-
sible" syndicators are working
under the assumption that Con-
gress will alter the tax benefits of
the partnerships.

Therefore, they are making sure
the deals they propose make good
economic sense.

"These are the deals we have al-
ways been doing," Mr. Goldstein
says.

National Union, which has about
25 people working in its limited
partnership bond program, does
not release the premiums gen-
erated by the bonds, says Mr. Gold-
stein. One market observer, how-
ever, estimated that it totals "at
least" $25 million. .

Insured industrial bond helps firm expand
WINCHESTER, Mass.-An industrial develop-

ment bond-backed by insurance-can save a grow-
ing company money, but be prepared for hard work
if you choose this financing route, warns Michael
Burnell, vp and treasurer of the Scandia Trading
Co. Inc.

The Winchester, Mass.-based apparel company,
with about $30 million in annual sales, used an in-
dustrial development bond three years ago to raise
$2.25 million when it decided to consolidate its head-
quarters into one building.

It decided to buy a former General Motors Corp.
office-distribution center facility.

Next came the task of raising the funds to reno-
vate the buiding.

"Everyone kept coming up with an industrial de-
velopment bond," says Mr. Burnell.

Industrial development bonds are tax-free securi-
ties issued by municipalities to finance private de-
velopments.

Scandia decided it had three options:
• The Bank of New England would be willing to

purchase the industrial revenue bond for its portfo-
lio. But the bank wanted to attach a floating interest
rate to the bond, which Scandia did not want.

• The company could arrange for a public sale of
the bond, using a letter of credit as security.

• The company could purchase insurance to back
the bond offering.

Scandia decided to take the last course because
not only would it be "slightly more economical"
than getting a letter of credit from a bank, but it
would not affect the company's borrowing capacity.

Scandia and its investment banker-Tucker An-

thony-arranged for IDBI Insurance Managers Inc.
of New Y6rk to back the offering. The 20-year note
raised in the offering carried a 9.5% interest rate.

IDBI earned a $160,000 premium.
The one drawback of going the financial guaran-

tee route was the complicated legal proceedings in-
volved, says Mr. Burnell. "That is a very involved,
time-consuming and usually frustrating process," he
says, describing the period as "two months of pure
agony."

yourgroup health
program.
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Rating services screen underwriters' strength
By JUDY GREENWALD

NEW YORK-The financial

strength of reinsurers is important
to credit-rating services evaluating
financial guarantee insurance on
debt issues.

Both Standard & Poor's Corp.
and Moody's Investors Service Inc.
rate financial guarantee insurers'
ability to pay claims. And, they will
increase the rating on insured mu-
nicipal or corporate bonds or com-
mercial paper only as high as the
rating they give the underwriter of
the financial guarantee for its
claims-paying ability.

Only insurers whose claims-pay-
ing ability is rated triple-A, for ex-
ample, can improve an insured
issue's rating to triple-A, the high-
est rating.

A financial guarantee written for
an issue guarantees that the insurer
will meet the issuer's obligations if
the issuer cannot. Because the in-

surance can increase a debt's rat-

ing, it can reduce the interest rate
the issuer must pay investors.

In addition to rating the insurers,
New York-based Standard &

Poor's is preparing to rate a "large
list" of reinsurance companies that
participate in treaties for monoline
financial guarantee insurers, said
managing director Robert Mebus.

The reinsurers' rating will deter-
mine how much credit in the S&P

rating process the monoline finan-
cial guarantee insurer is given for
the purchase of reinsurance.

If a reinsurer providing $100 mil-
lion of reinsurance has a triple-A
rating, he says, then the insurer

gets 100% credit for the reinsur-
ance. But, if the reinsurer has only
a double-A rating, then the insurer
gets only 50% credit, or credit for
only $50 mil-
lion worth of

reinsurance. If

the reinsurer's

rating is less
than a double-

A, the reinsur-
ance will not -4 10

be recognized.
S&P has

given triple-A ratings to about 20
multiline and monoline insurers

and reinsurers of financial guaran-
tee insurance, Mr. Mebus said.

Moody's, the other leading rating
firm, which has given its triple-A
rating to a handful of insurers
writing financial guarantees, is

now re-evaluating twa of those rat-
ings, said Susan Abbott, associate
director at Moody's. One re-evalua-
tion involves reinsurance.

American International Group is
more heavily reinsured "than any
other company in the world" and,
as a result, Moody's is analyzing the
stability of its reinsurers, she said.

If AIG were downgraded to a
double-A, National Union Fire In-
surance Co. of Pittsburgh Pa., an
AIG unit active in financial guar-
antees, also would be re-evaluated,
she said.

An AIG spokesman had no com-
ment by press time.

Moody's also is re-evaluating
Aetna Casualty & Surety Co.'s tri-
ple-A rating, analyzing whether
the insurers' liabilities to equity
ratio is "out of balance."

Oil U'.
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Ms. Abbott noted that because

Aetna shares only 33% of the risks
of the Municipal Bond Insurance
Association, the MBIA's triple-A
rating from Moody's will not be af-
fected if Aetna is downgraded.

An Aetna spokesman said dis-
cussing the implications of a down-
grading "would just be speculation
at this point."

Final decisions on the claims-

payment ratings of AIG and Aetna
will be made within the next few

weeks, Ms. Abbott said.
S&P and Moody's differ some-

what in their approach to rating in-
surers and determining an insured
issue's rating.

Mr. Mebus said S&P considers

whether the financial guarantee in-
surer is multiline or monoline.

Monoline companies are those
that write only financial guaran-
tees, such as AMBAC Indemnity
Corp., and multiline companies in-
clude insurers such as Aetna, Fire-
man's Fund Insurance Cos. and

CIGNA, which underwrite con-
ventional property/ casualty insur-
ance and financial guarantees.

Part of a multiline insurer's sur-

plus must be available to support its
property/casualty lines, but a mon-
oline company's smaller surplus
base is exposed only in the finan-
cial guarantee area.

A monoline company, Mr. Mebus
says, must have a primary capital
base of at least $100 million, and re-
insurance of at least $100 million.

If an issue submitted to S&P for

rating is insured by a monoline fi-
nancial guarantee company whose
claims-paying ability has been
rated triple-A, it's assumed the in-
sured issue will get a triple-A rat-
ing from S&P. This is not necessar-
ily the ease when an issue is in-
sured by a multiline company.

S&P also considers whether the

financial guarantee insurer can
meet the "worst-case scenario,"

says Mr. Mebus. "Our stress case is
the Great Depression," he says.

S&P looks for assurance that the

insurer would have sufficient capi-
tal to survive a simulated four-year
depression. For the monoline com-
pany, S&P determines whether
there is enough capital in place. For
the multiline company, S&P deter-
mines whether there is enough cap-
ital to support financial guarantee
business as well as the basic prop-
erty/casualty business.

S&P, he says, has just introduced
a new methodology in this model.
Previously, he said, the determina-
tion of needed capital was based on
a study of municipal obligations
during the Great Depression. The
new model, he says, includes 20-25
categories of municipal bonds, di-
vided by type of issuing govern-
ment or government agency. S&P
determines the capital allocation
needed to meet each type of risk.

For instance, a state would prob-
ably be less likely to default on a
general obligation bond in the
event of another depression. And,
if the state did default, the duration
would be shorter than it would be

for other bonds, and the financial

guarantor would recover almost all
his losses, so there would be rela-

tively little "ultimate" loss.
The amount of capital needed,

then, for a financial guarantee in-
surer to support this business would
be relatively small, says Mr. Mebus.

On the other hand, more munici-

pal hospitals than states would
likely become insolvent, and the
insolvencies would probably last
longer, so a lot less would be reco-
vered. Therefore, relatively more
capital would have to be available
to insure municipal hospital bonds.

Using this model, S&P then de-
termines, based on the insurers'

mix of business, how much capital
is needed, says Mr. Mebus.

Continued on nert page
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Other factors also are considered. For instance, Mr.
Mebus says, an insurer with a "well-diversified" book
and high standards would need less capital than one
with a poor record and a lower quality book.

Among factors S&P looks for ir financial guarantee
transactions is that the financial guarantor is not as-
suming a liquidity risk. For instance, if a school district
with a 30-year, $10 million bond defaults, says Mr.
Mebus, the insurance contract should not allow for any
acceleration of debt that would make the insurer im-

mediately responsible for the entire debt service of the
30-year period. The insurer should only be responsible
for the annual debt service as if it were the district.

This is important, says Mr. Mebus, because otherwise,
the insurer would "need a lot more capital."

He says insurers and reinsurers writing financial
guarantees rated triple-A by S&P are: Aetna Casualty
& Surety, AIG, AMBAC Indemnity Corp., CIGNA.,
CNA Financial Corp., Continental Corp. and Crum &
Forster Inc., the parent of Industrial Indemnity Co..

Also, Financial Guaranty Insurance Co., Fireman's
Fund, Hanover Re, the Mercantile & General Reinsur-
ance Co., Bond Investors Guaranty, Royal Group,
Skandia America Reinsurance Corp., Travelers Indem-

nity Co., Government Employees Insurance Co.,
Kemper Reinsurance Co.. Allstate Insurance, USF&G
and the Zurich Insurance Co.

Also, he notes, American Financial Assurance Co., a

financial guarantee insurer now being organized, has
stated that it will seek a triple-A rating.

Officials of American Financial Assurance declined

to comment, saying it was premature.
"We don't think alike in the insurance area," said Ms.

Abbott of Moody's, referr: ng to 5&P. While S&P works
more closely with numbers in evaluating an insurer,
"We're a little more subjective about it," she said.

Among factors Moody's considers, she said, is the in-
surer's equity, the lines of business it writes, its reserves
and its financial statements. And, she said, Moody's
tries to judge whether the company's financial condi-
tion is "appropriately reflected in the numbers."

Moody's does not always upgrade an issue's rating
because it is insured. It depends upon the insurance
agreement, said senior analyst Michael Molesky.

Moody's only recently began to rate insurers on their
claims-payment ability, tut it plans to expand its staff
to rate more insurers, he added.

In addition to AIG and its National Union unit,
Aetna and MBIA, other insurers rated triple-A by
Moody's for claims-paying ability are The Travelers
Corp. and the Financial Guaranty Insurance Co. •

Providing the Assurex Perspective

100 E Campus View Blvd.
Columbus, Ohio 43085
(614) 88&4869

Risk managers can help
with financial guarantees

NEW YORK-Risk managers
generally are on the sidelines when
their companies purchase financial
guarantee insurance rather than
being involved in the complex
transactions, insurers and brokers

say.

But, they add, risk managers
could play a useful role in the pro-
cess if they would make the effort
to do so.

However, before they attempt co
step in, they must do their home-
work.

Brokers that place financial
guarantee insurance say they
would like to see risk managers
more closely involved because of
their expertise.

"Our goal and desire is to have

Clients who work with Assurex partners
immediatelyenjoy aclearer, broader per-
spective on the wodd of insurance, risk
management and f inancial services.

• Immediate access to the most experi-
enced risk managers in the world.

• Buying power that translates to the most
cost-effective use of insurance dollars.

• Preferred relationships with the leading
insurance companies around the globe.

• Unparalleled client service whether
single location or multi-state.

Assurex International is an organization
of 74 leading independent insurance
bokers'who together provide unequaled
dant benefits.

 INTERNATIONALAssurex

the risk manager at the table with
us," says Steve Barone, who spe-
cializes in residual value insurance

in Alexander & Alexander Ser-

vices Inc.'s Winston-Salem, N.C.,
office.

"We at M&M try to involve the
risk manager as much as possible"
in the placement of financial guar-
antee coverages, says William Dug-
gan Jr., managing director in the
New York office of Marsh &

McLennan Inc.

But, Michael Djordjevich, presi-
dent and chief exeuctive officer of
the San Francisco-based Financial

Security Co., a USF&G Corp. sub-
sidiary that specializes in financial
guarantee coverages, says the risk
manager "has yet to catch up with
what has happened" in the finan-
cial guarantee area.

Instead, he says, the risk man-
ager has "stayed behind," focusing
his attention on traditional insur-

ance.

In most cases, the comptroller or
financial vp of a corporation are
the ones who navigate the purchase
of financial guarantee insurance,
says Lee Carter, a vp in Alexander
Inc.'s credit enhancement services

group

But, the risk manager has the
power to change this situation, ob-

servers say.
The risk./Al.

cilf/A manager couldIf'i*5 coordinate the

purchase of in-

7914 ¥rft surance with
S%1%1*tf*774 his corpora-

tion's financial

752< 1 people, trading
on his under-

standing of the strengths and
weaknesses of the insurance mar-

ket, recommends Mr. Djordjevich.
He can also provide his manage-

ment with good advice on the com-
panies they are about to "get in
bed" with, he added.

"Why rely on an insurance bro-
ker if you have a person in your
shop who knows the insurance
company?" he asks.

But, the risk manager has to
make an effort to be useful.

"We all have to reach for it," he
says. "Very few things are on the
platter."

Beverly Wadsworth, a vp at Con-
tinental Insurance Co. in New

York, believes risk managers are
headed in the right direction now.

Risk managers' functions, she
says, are becoming increasingly fi-
nancial in nature, and many are
now reporting to their financial
vps.

In contrast, 10 years ago the cor-
porate insurance department was
isolated from the company's finan-
cial operations, she said.

There is a "natural synergy," she
says, between risk managers and fi-
nancial vps because both are con-
cerned with protecting the firm's
cash flow.

"The risk manager is becoming
much more financial today, appre-
ciating more what financial guar-
antee insurance can do for the com-

pany, and is definitely getting more
involved," she says.

However, brokers and insurers
warn that a risk manager who de-
cides to take the plunge into finan-
cial guarantee insurance had better
do his or her homework before ap-
proaching the market because fi-
nancial guarantee insurers are very
selective in what they will under-
write.

If the risk manager does not ap-
pear to fully understand the finan-
cial guarantee he is trying to pur-
chase for his company, he will lose
credibility with the insurers and
possibly cost his company the pro-
tection it is trying to secure, they
warn. .
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Our Group Management Division (GMD)
is very careful about the words used in your
international benefit or pension plans. We
know that using certain terminologies can
cost you a lot.

For example, if the phrases "reason-
able and customary" or "average semi-
private" appear in your medical plan,
you can be sure the cost of your plan is
being controlled each year by inflation.

And if you haven't carefully consid-
ered your use of the word "salary" -
and specified whether cost of living
increases are part of it's definition -
your commitment to your defined
benefits pension could turn out to be a
big surprise.

Frankly, there's nothing wrong with
any of the words or phrases we've de-
scribed here - as long as you know
they're in your plan and you under-
stand what they mean to your employees.
And your company's bottom line.
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Interest waning in product integrity cover
By DIANE LYNN KASTIEL

Product integrity impairment
and product recall coverage is be-
coming an insurance dinosaur, ex-
perts say.

However, trying to ascertain the
reason for its near-extinction is like

trying to figure out the age-old
"chicken-or-the-egg" dilemma.

Some suggest that demand for
product integrity impairment and
product recall coverage waned
after the initial surge of interest
following the Tylenol disaster in
October 1982. They say lack of de-
mand has prompted insurers to stop
offering the products.

"During the year that followed
(the Tylenol incident), there was a
flurry of interest on the part of in-
sureds, brokers and insurance com-

panies to get into (product integrity
and recall coverage), but that sub-
sided," explains Ralph Palmieri,
executive vp at First State Insur-
ance Co. in Boston, which began
offering product integrity coverage
in the autumn of 1982 but dropped
it a year later.

"Fortunately, there were not
many incidences like Tylenol, and
so the insurance-buying public
didn't seem to see the need for that

kind of coverage."
Seven people in the Chicago area

died in October 1982 after taking
Extra-Strength Tylenol capsules
that were laced with cyanide.

John Gross, managing director of
casualty products at Marsh &
McLennan Inc. in New York,
agrees that product integrity im-
pairment and recall insurance "was
never a big player. It's an esoteric
coverage that got some play during
some incidences, but never took
hold."

However, other experts insist
that buyers are still interested in
the coverage but insurers, in re-
sponse to the hardening market,
have stopped writing the coverage
or limited capacity severely. The
insurers that continue to offer the

coverage have increased both rates
and deductibles, these experts add.

"(Insurers) are arbitrarily turn-
ing up their noses at high hazards,"
said Bill Richardson, executive vp
at Frank B. Hall & Co. Inc. in New

York. "Not just because of Tylenol
but because they don't need to take
those risks to make their premium
goals."

Charles L. Ruoff, senior vp at
Fred S. James in New York, agrees.
"We're having a heck of a time get-
ting our clients' coverage placed on
reasonable terms for any kind of
coverage.

"A lot of players have left the
field, not because the product in-
tegrity and product recall cover-
ages have produced underwriting
losses, but because they're focusing
on using their surplus to under-
write their basic business. They just
don't have enough resources to go
around."

"I think (risk managers) are
looking for (product integrity and
recall coverage), but they're not
willing to pay the premiums on it,"
said Warren Brockmeier, a vp at
The Wyatt Co. in Chicago and head
of its risk management consulting
division. "There are some firms
buying it, but demand is very lim-
ited because of the poor market for
it."

Regardless of the reason, the fact
remains that the market for prod-
uct integrity impairment and recall
insurance is drying up. Observers'
estimates of market capacity range
as low as $5 million to as high as
$75 million. Most are between $35
million and $50 million. Most
agreed that capacity was as high as
$100 million a year ago.

In addition, rates and deductibles
are on the rise.

Tom Rodell, vp and marketing

manager at Alexander & Alex-
ander Inc. in Chicago, says rate in-
creases "are in excess of 1 CO%"
while deductibles have doubled.

In addition, the scope of the cov-
erage has narrowed, he said

"Over the last couple of years we
have been atle to negotiaze Km€
pretty broad c ontracts," Mr. Red€E
said. "And now most underwriters

are going back to standard form-
type coverage."

"The 'throw-ins' are beirg
thrown out because underwriters

don't want to write that coverage,'
said Mr. Ruoff. "Either they don'-.
have reinsurance for it ir :hey
think it should be priced separately
and don't have the resources to do

that anymore."
Although they are often lunped

together, there are distine: differ-

AA

ences between product recall cov-
erage and product integrity impair-
ment insurance:

• Product recall coverage, the
more limited of the two coverages,
usually pays
for the with-

drawal of the

product from -1
the market, in- -JL
cluding trans- _

and the cost of -- - - -

destroying or 85/T.%3,7-16;Ir
disposing of
the product.

• Product integrity impairment
coverage, in its broadest form, will
pay for all expenses associated with
the recall of a product. In addition,
it also covers a variety of expenses
resulting from the recall, including

los: profits, public rela.ions or ad-
vertising expenses, costs of rehabi-
li--ating th€ Froduct and even the
cost of introducing a new produet if
tte reputation of the original prod-
uct was damaged severely enoug-1
tc make it unmarketable.

However specific policies vars
both in the expcsures covered and
the circumstances that trigger the
Policy

For exeml:le, some policies are
triggered only if a product is tan- -
pered with after it leaves the mar-
ufacturer's plant. Others are triE-
ge. ed by any contamination of the

product-even .f it was inadver-
ten:ly caused by the manufacturer.
Still others can be triggered by the
mere perception-caused by
rumors or extortj on threats-:hat

the produ:t might be contamin-

ated.

Product inzegrity impairment
coverage was first written in De-
cember 1981 by Lexington Insur-
ance Co. in Eoston, an American

International Group Inc. unit, Lex-
ington is one of the few remaining
markets for :he coverage, along
with Federal insurance Co., a sub-

sidiary of ChLbb Corp., in Warren,
N.J.

The Lexing:on coverage remains
as broad as when it was offered

and, perhaps because of this, the
company has s€en "a dramatic in-
crease" in demand for the cover-

age, says Assistant Vp Jerry
Casper.

"This is not a dead market at all,"

Mr. Casper said. "Demand tends to
move in cycles and tends to fc.low

Continued on nert page
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closely with product incidences.
Certainly in the last year there has
been an increase in activity."

Mr. Casper would not disclose
the number of policies Lexington
has written, the premium volume
written or the number of com-

panies that have expressed interest
in the coverage.

Lexington writes four different
product integrity policies, accord-
ing to Mr. Casper:

• The most limited policy covers
lost profits and recall expenses, but
only if the incidence was triggered
by actual tampering that causes or
threatens to cause bodily injury.

• The second policy also covers
lost profits and recall expenses
caused by tampering, but it is also
triggered if the U.S. Food and Drug
Administration orders a product
recall, even if there is no actual
tampering.

• The third policy covers only
recall expenses, not lost profits, and

is triggered by any "error or inad-
vertent omission" of the manufac-

turer. Tampering would not trigger
the policy.

• The fourth, and broadest, pol-
icy Lexington offers covers lost
profits and recall expenses and is
triggered either by actual bodily
injury, the threat of bodily injury
or the perception that the product
may cause bodily injury. Product
tampering does not have to be evi-
dent to trigger the policy, but the
manufacturer must not have in-

tended or expected the defec: in
the product.

Mr. Casper said the policies'
limits vary, depending on the poli-
cyholder and the insured product,
but would not be specific. However,
he did say that, on the average,
limits are lower than they have
been in the past.

And, although he declined to
quantify deductibles required by
Lexington, he said that the cover-
age is never written on a first-dol-

lar basis.

In addition, the company re-
quires the policyholder to coinsure
between 5% and 25% of the primary
coverage in excess of the deduct-
ible. The exact percentage of coin-
surance that is required is inversely
related to the size of the premium
-as the premium rises, the amount
of coinsurance required is reduced.

Mr. Casper said that Lexington
has recently increased rates for the
coverages, but would not be spe-
cific. "The market is contracting
for all lines of business, and ob-
viously this line is affected by it.
This line of business is not immune

to the forces in the marketplace."
Another major market for the

coverage, Federal, introduced its
"product protection" policy in Oc-
tober 1982.

According to Anthony L. Gag-
liardi Jr., assistant vp of Chubb
Corp., Federal's parent company,
the policy has two clauses: a prod-
uct recall clause and a product inci-

dent clause.

The product recall clause only
covers the costs of withdrawing,
transporting, inspecting and de-
stroying an insured product and is
triggered by either a voluntary or
government-imposed recall.

The product incident clause
covers lost profits, business inter-
ruption and recall expenses asso-
ciated with a product impairment.
It also covers the expense of reha-
bilitating a product whose reputa-
tion has been damaged after an in-
cident, including advertising and
public relations expenses, he says.

However, Mr. Gagliardi said the
product incident clause is triggered
only by "malicious, intentional in-
cidences," and not occurrences

caused by natural forces or the
manufacturer (see story, page 30).

Since the product prptection pol-
icy was first introduced, Federal
has severely restricted the number
of policies that include recall cover-
age. "We don't think (recall cover-
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age) makes sense from an under-
writing standpoint," Mr. Gagliardi
said. "There are not a lot of policies
written, so there's really no spread
of risk."

In addition, Federal has in-
creased rates for the product inci-
dent coverage, while lowering the
coverage limits and raising the de-
ductible.

Mr. Gagliardi said the deductible
charged is dependent on the in-
sured company and the exposure,
and could range from $10,000 to $25
million.

Although he would not specify
the limits offered by Federal, he
noted that "capacity is restricted,
and I think it's difficult for any pol-
icyholder to purchase from insur-
ers limits higher than $5 million to
$10 million." He noted that Federal
has had a hard time reinsuring the
coverage, though he would not
elaborate further.

Two years ago, Federal offered
limits of up to $100 million (BI,
April 11, 1983).

Mr. Gagliardi could not pinpoint
a premium range for the coverage.
"That's even harder to come up
with," Mr. Gagliardi said. "There
are just not enough insureds pur-
chasing the policies."

Although observers say Lexing-
ton and Federal are the major mar-
kets for both types of coverage, a
few other insurers-including
American Home Assurance Co. in
New York, another AIG unit, and
Liberty Mutual Insurance Co. in
Boston-offer limited coverage.

American Home began offering a
product integrity impairment pol-
icy, which includes product recall
coverage, 18 months ago.

"While we will still write the

coverage, the capacity is not what it
used to be," said Robert Pulka, vp
with American Home. "It's proba-
bly less than $5 million." When the
coverage was first introduced,
limits ranged between $25 million
and $100 million, he said.

Mr. Pulka said deductibles have

stayed constant at about $50,000
since the coverage was introduced,
and rates usually start at 1 cent for
every $100 of the policyholder's
sales, plus 10 cents for every $100
dollars of the policyholder's profits.

In addition, policyholders are
given "credits" for good experience
and a good recall plan.

AlthouEh he couldn't give exact
figures, Mr. Pulka said rates are
rising and credits are being re-
duced.

"I wouldn't apply the credits this
year that I applied last year," Mr.
Pulka said. "I would give credits
for the same thing, but I wouldn't
give as much credit. For example,
if I would give 25% credit for some-
thing last year, I would still give
them credit this year, but maybe
only 20%."

Mr. Pulka said the coverage has
generated $3 million in premiums.
American Home has not paid any
losses, he said, although it recently
received a claim.

"Up to this point, we've done
outstanding" he said. "But I see a
dwindling demand for it right now.
The reasons for that is because peo-
ple are more concerned with get-
ting their basic coverage together."

Product integrity impairment
and recall coverage "is a coverage
that's been self-insured for zillions

of years, and people are willing to
self-insure it in order to concen-

trate on buying insurance for their
basic property/liability coverage,"
he added.

Liberty Mutual has offered a
product recall endorsement to its
product liability coverage since the
early 19705. However, the endorse-
ment only applies to finished prod-
ucts, not products used as ingre-
dients or components of other
products, according to a spokes-
man.

The endorsement will cover the

cost of shipping, handling, ware-
Continued on next page
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housing or destruction of a da-
maged product; advertising or pub-
lie relations efforts necessary to
mitigate the incident; and any
extra payroll costs associated with
the recall, such as overtime pay for
permanent employees and salaries
of temporary employees.

The spokesman said the endorse-
ment's limit is $100,000, and it

usually requires a $25,000 deduct-
ible. He would not comment on

rates.

According to the spokesman,
there has been little interest in the

endorsement and few claims filed

against it.
Other insurers that had written

product integrity impairment and
recall policies, like First State, have
pulled out of the market.

According to Mr. Palmieri, First
State offered a product integrity
impairment policy with a $5 mil-

lion annual aggregate limit and re-
quired policyholders to coinsure
10% of the risk after meeting de-
ductibles ranging from $100,000 to
$500,000.

Mr. Palmieri explained that First
State only wrote five or six of the
policies and never received any
claims. Still, the insurer dropped
the coverage a year after its intro-
duction. "We did not feel that the

laws of large numbers would be at
work for us here because not

enough people were buying it," he
added.

Like First State, The Home In-

surance Co. in New York pulled
out of the market in January 1985,
after a two-year trial run.

"Quite frankly, it never sold
very well. And, with the hardening
of the market, we just decided to
stop offering it," said Charles
Abruzzo, assistant vp at The Home.
"If we wrote over $2 million in any
one single year, it would be a lot."

The Home's coverage was an en-

dorsement to its product liability
policy. Mr. Abruzzo said the en-
dorsement covered recall expenses
and "product damage" expenses,
but would not elaborate on the def-

inition of product damage.
Insurers' decisions to drop the

coverage or to insist on higher rates
are taking a toll on buyers.

The director of risk management
for a large Midwestern consumer
products company, who asked that
he not be identified, said two of the
insurers that have written the com-

pany's product integrity impair-
ment coverage have canceled their
portions of the coverage in the past
month.

"The one in the excess layers
doesn't bother us that much, but

the one in the primary layers does
because we understand there's not

replacement coverage out there."
The consumer products manu-

facturer has a broad product integ-
rity impairment policy which
covers a variety of expenses in-

cluding recall costs; business inter-
ruption expenses for 24 months
after the incident; expenses asso-
ciated with the rehabilitation of the

impaired product or the introduc-
tion of a replacement product; and
loss of profits.

The coverage had a $10 million
per-occurrence retention and pro-
vided limits of $100 million per De-
currence and aggregate.

The risk manager would not dis-
close the premium except to say it
was between $200,000 and $300,000
the first year of the policy and was
raised by 33% upon renewal.

"If we can't replace (the canceled
layers) we'll continue the program
with those layers unfilled," the risk
manager said. "We'11 just add that
to our self-insured retention. The

question is, 'What's going to happen
at renewal time?' Will there be so

little capacity that it won't be
worth it to put coverage together to
begin with? This is catastrophic
coverage; you need higher limits. A

'I j
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$10 million limit doesn't do you any
good."

Other risk managers have con-
cluded that product integrity im-
pairment coverage isn't worth the
cost.

"We studied the coverage avail-
able about six months ago," said the
manager of the insurance depart-
ment for another consumer prod-
ucts manufacturer, who also asked

that his company not be named.
"We had been self-insured for

that exposure and our policy is to
look at self-insured risks every
once in a while and make a recom-

mendation to management. And,
we came to the conclusion that the

coverage wasn't worth the cost. We
recommended to management that
we continue to self-insure both the

product tampering and product re-
call exposures, and that's what they
agreed to do."

This risk manager said he got a
premium quote of $250,000 on a
policy with a $25 million limit and
a $10 million per-occurrence de-
ductible. The premium would be
$350,000 if the deductible was
lowered to $5 million.

The policy would have covered a
variety of expenses, including re-
call costs, lost profits and advertis-
ing or public relations expenses re-
lated to the recall. The coverage
would have been triggered by a de-
feet or deficiency in the product
that could result in bodily injury or
a general public perception that the
product could cause bodily injury.

The company's risk manager
said, "The low limit wasn't a big
factor in our decision-it was the

big premium they were quoting
relative to rather limited cover-

age."
Although risk managers are re-

luctant to discuss how they're han-
dling the product integrity and re-
call exposures, consultants and bro-
kers agreed that most of their eli-
ents are either self-insuring or,
more commonly, recognizing it as
an uninsured exposure.

This is not to say they're not
practicing risk management, how-
ever.

"I think, generally, (risk manag-
ers) have picked up on quality con-
trol and are getting more sophisti-
cated," said M&M's Mr. Gross.

"And, that's an important reason
why they have decided not to buy
the coverage. They feel they can
minimize the risk and they can re-
tain the exposure that is there," he
added.

Risk management consultants
agree. "Companies today have to
think of other risk management
tools besides insurance," according
to Bernard Salwen, senior partner
at S.B. Ackerman Associates in

New York.

"Insurance is only one risk man-
agement tool, and I don't really
consider it that. It's not really man-
aging risk as much as it is setting up
a payment system. Management of
the risk, in this case, involves

things like secure packages and in-
creased quality control."

Still, some risk managers think
companies that ignore this expo-
sure are making a big mistake.

"They're whistling 'Dixie,"' said
the risk manager who had layers of
his coverage canceled. "The expo-
sure is great-the exposure is very
great, I think.

"It's not a frequency problem, it's
a severity problem. If you have a
product that's producing millions of
dollars in revenue and the image of
that product is destroyed, you have
one hell of a loss on your hands."

And, he said, although precau-
tions like careful product testing
and secure packaging are neces-
sary, they don't eliminate the need
forinsurance.

"I don't think corporations are
buying this product because their
quality control is inadequate," he
said. "As a matter of fact, if your
quality control in not first-rate, you
probably can't get this coverage to
begin with."



10

11

YOUR CARD GETS YOU
THIS GAME.

1>--*

Illuxu.

+VT *f-

16/5 ak

16%

..14

r

1'1,9
,

O 0

14 .

2,

-0440

4!il -4/1

.p L E .00

ID] :DI
- I

2.,

0.

METROPOLITAN'S CARDS
HELP YOU WIN IT.

At Metropolitan we've made group
insurance an entirely new game. And
if you're a group insurance broker or
consultant, it's yours with our
compliments. Just play your card -
right on the coupon - and we'll send
you a game free. You'll see that when
you need to design life, income
replacement, medical, dental or any
kind of group benefits plan for 50 or
more lives, Metropolitan's the name
of the game.

GET MEI IT PAYS.

dv6 Metropolitan Life
g ANDAFFILTATED COMPANIES

©1985 Metropolitan Life Insurance Compami. New York, N.Y.

SEND TODAY FOR YOUR FREE GAME

Simply complete this coupon, attach your
business card and mail to:

Metropolitan Life Insurance Co.,
Group Marketing Division - Game
One Madison Avenue

New York, N.Y. 10010.

Type of group case you are most likely
to handle:

El Life 0 Income Replacement
E] Medical Il Pensions/IRAs 0 Dental

El Full Package I Creditors

Size of group case you are most likely
to handle:

C 50-200 lives 0 More than 2001ives

Frequency of group cases handled
per year:
0 1 or 2 0 3-5 El 6 or more

58185

Supply of games limited. Offer expires Juty 3 L 1985 and is available only to group insurance brokers and consultants. Offer not available to employees of
Metropolitan Life Insurance Company, its subsidiaries, affiliates and advertising agencies or previous game respondents. Please allow 6 weeks for delivery.



30 / business insurance, May 27, 1985

spotlight report

Hard Market

Experience
®

.......

Managing General Agents/Surplus Lines Brokers Since 13£7

DELAWARE VALLEY UNDERWRITING AGENCY, INC.
Corporate Headquarters

420 S. York Road, Hatboro, PA 19040 215-443-350C

NEW JERSEY WESTERN PA. WEST VIRGINIA NEW YORK OHIO
201-564-9633 412-369-2500 304-342-4835 212-227-8606 216-449-0351

800-772-2207 800-362-2907

J&H INFOLINE
INFORMATION AND IDEAS ON RISK MANAGEMENT AND BEAEF ITS FROM JOHNSON & HIGGINS

Competitive Bidding.

Poultry firm may keep insurer
despite flap over its coverage

HARRISONBURG, Va.-Rocco

Enterprises Inc. says it may con-
tinue to buy product integrity im-
pairment insurance frorn Federal
Insurance Co., even though the two
companies are mired in litigation
over the coverage.

"We will actively be looking for
insurance," said John Williams,

treasurer of the Harr:sonburg-
based company. "Whether we stay
with the same company or not is
undecided, but it is certainly feasi-
ble that we will."

Rocco's policy expires Aug. 8. A
Federal official would nit say if it
will renew the coverage.

Federal, a subsidiary of Chubb
Corp. in Warren, N.J., sued Rocco
in August 1984, seeking a declara-
tory judgment that the food and

A more effective strategy in a tight market.

Underwriters have become skittish about exposurBs such as pollution and product

liability, waste disposal, and property risks requiring broad form coverage.

They prefer to husband capacity for more familiar coverages that hold out the
promise of profit.

Consequently, risk managers are facing dramatic tightening of coverage as

well as heavy premium increases.

Ironically, multiple broker competitive bidding-viewed by some as the best
way to get favorable rates-may aggravate the situation. The Request For Proposal
procedure, mandated for many public sector insurance buyers and favored by
some corporate risk managers as well, is a particular culprit. When multiple

brokers go into the market competing for the 10-A-est premium for the coverage, the
b3st price rarely surfaces. In fact, underwriters today often will decline to quote
under these circumstances.

Underwriters also have become sensitized tc the turnover that routinely follows
when the buyer is a "shopper." Stability is still important to insurers.

Tbday's hardened insurance market calls for a professionalism that replaces
the obsolescent multiple-broker bidding system with a two phase concept.

In Phase One the brokers compete. The client Dhooses the one that offers the
most appropriate and professional services at the most cost-effective price. The key

is to look carefully at the broker's ability to identify, interpret and communicate
exposure factors that shape the underwriter's view of the risk. This ultimately will

determine the acceptability of the risk and its cost.

Phase TNo requires the selected broker to establish the most competitive

environment among underwriters and the third party administrators who will

provide insurance and services. Skill in making an orderly marketplace maximizes
Dhe competitive process.

This approach always made sense. Now it is essential.
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grain processor should not be reim-
bursed for lost profits that resulted
when 605,000 turkeys and 50,000
chickens were infected with the

Avian flu and had to be destroyed
(BI, Aug. 27, 1984).

In October, Rocco named its bro-
ker, Johnson & Higgins of Virginia[,
as @ third-party defendant in the
litigation, charging the broker with
breach of fiduciary responsibility,
misrepresentation and negligence,
says·Rocco's at-
torney Gary
Spahn of Mays, --
Valentine, --1.Bit.
Davenport & [G) 21
Moore in Rich- -: "VV'r 0'
mond, Va.

Rocco, with
annual sales of Pl.45;.T#fi,-r
about $200 mil-
lion, says it lost $8 million in the
incident.

The case is scheduled to go trial
in January 1986.

The companies are arguing over
whether the Federal policy's
"product recall" coverage or "prod-
uct incident" coverage applies to
the situation (see story, page 26).

The recall coverage only pays for
the reasonable cost of withdrawing,
transporting, inspecting and de-
stroying a damaged product. The
much-broader product incident
coverage, however, will pay a vari-
ety of other expenses, including the
cost of re-establishing or replacing
a product and advertising or public
relations expenses.

The policy, which has a $10 mil-
lion aggregate limit, states the re-
call coverage responds to voluntary
or government-imposed recalls
triggered by a defect or deficiency
that could or does result in bodily
injury or property damage. But, the
product incident coverage only re-
sponds to "intentional and mali-
cious alteration or contamination."

Federal argues in court papers
chat the recall coverage applies be-
cause the situation was not the re-
sult of "intentional and malicious

alteration or contamination."

A Federal official would not

comment specifically on the case.
J&H officials declined to comment.

Rocco, however, claims that it

understood when it bought the pol-
icy that the product incident cover-
age would apply in such a situation.

Although the language of the
product incident coverage does not
specifically name lost profits as a
covered expense, Rocco argues lost
profits should be covered.

Rocco's policy was renewed by
Federal last August, shortly after
the insurer filed suit.

"We think this is an honest dis-

agreement and does not necessarily
have to affect our business rela-

tionship," Mr. Williams said.
Mr. Williams said he would not

consider forgoing product integrity
and recall coverage.

"If we were to lose our Thanks-

giving and Christmas sales due to
an intentional or unintentional im-

pairment that made our product or
created the perception of our prod-
uct as being unfit to the public, the
losses would probably be more than
the company could sustain."

Thomas Verghese, credit man-
ager for Victor F. Weaver Inc. ift
New Holland, Pa., agrees. Weaver,
a poultry firm with $160 million in
annual sales, was also hit by Avian
flu. Then, it had no product integ-
rity or recall coverage. Mr. Vergh-
ese declined to say how much
money the company lost.

In October, Weaver bought a $10
million product integrity policy
from Federal for $38,000. The pol-
icy has a $500,000 deductible and is
triggered by "anything that would
compromise the wholesomeness of
the product," he said. But, it speci-
fies it will not cover Avian flu. .
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He must be almost as important as he thinks he
is...they couered him through L,D,G.

If your client is that important to you, you would be wise
to call L,D,G, experienced underwriters for major domes-
tic and overseas insurers in key man coverage.

We calmly await your challenge.

Lockwood, Dipple & Green
300 Unicorn Park Drive, Woburn, Massachusetts 01801

Phone: (617) 938-9010

Political risk insurers

see capacity squeeze
in U.S. and London

By MICHAEL BRADFORD

Lack of reinsurance support is
significantly reducing political isk
insurers' capacity in both the
United States and London.

Reinsurance capacity is dcwn
30% to 40% while insurers are pay-
ing as much as 40% to 50% more for
the reinsurance they are able tc se-
cure, sources say This in turn is
reducing the limits of coverage
available to corporations with polit-
ical risk exposures.

At the same time, however, the

demand for the coverage among
multinational corporations is con-
tinuing to grow, which is prompt-
ing new insurers to enter the mar-
ket and shore up capacity some-
what.

Political risk is a generic term
used for several specific types of
coverage that protect a company
from loss of assets or goods due to
political strife.

The most-often requested politi-
cal risk coverage is contract frus-
tration insurance, which covers
losses due to the cancellation or re-

pudiation of contracts that result
from political acts of the host coun-
try.

Other widely written forms of
political risk insurance include
coverage against confiscation, ex-
propriation and nationalization of
assets by a foreign government and
currency inconvertibility covers.

Unfair call-

ing of letters of
credit and sup-
ply interrup- AE.9....4
tion are also / /110: '
covered as po- Cr96 1 ' f

Supply-inter-
ruption cover-
age guarantees

shipment of goods by a foreign gov-
ernment that has a purchase agree-
ment with a U.S. company.

Export credit insurance also is
available, although it is not com-
monly regarded as a "pure" form of
political risk insurance. The cover-
age protects against losses from
non-payment of goods after they
have been received by a foreign
buyer. Such losses often stem from
political unrest.

Observers in both the United

States and London say political risk
insurance will be much more

widely available within the next
few years due to increased interest
among underwriters.

But for right now, the overall
hardening of the insurance market
is making it difficult and costly for
insurers to put together reinsur-
ance treaties for political risk cov-
erage.

For example, when Allstate In-
surance Co. withdrew from the po-
litical risk reinsurance market late

last year, it took with it a sizable
amount of capacity, observers say.

Although its move did not sur-
prise the market, the fallout from
that announcement may have had
a ripple effect on the market, says
Ed Santos, political risk broker
with John F. Sullivan Co. of New

York.

"As a big player, Allstate proba-
bly took along some of the smaller
ones," he said.

As of last week CIGNA World-

wide Inc. still had not completed its
Jan. 1 renewal of its political risk
treaty and the political risk cover-
age it is underwriting is being rein-
sured on a facultative basis, said
Joe Tavares, U.S. political risk
manager for CIGNA Worldwide in
New York.

"Reinsurance is the key stum-
bling block this year," Mr. Tavares
stressed, adding that treaty renewal
costs are up as much as 40% this
year.

Earlier this year, CIGNA's pro-
posal to write a $900 million policy
to cover foreign loan exposures for
Citicorp collapsed from lack of re-
insurance support (BI, Feb. 11).

The program fell through be-
cause of disagreements between
CIGNA and its political risk treaty
reinsurers over how the treaty

Continued on page 35
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Continued from page 32
could be used.

Although Mr. Tavares
would not say if that contri-
buted to the insurer's current

reinsurance woes. U.S. and

London brokers say it did
have an impact on CIGNA's
renewal and the entire mar-

ket.

-Now reinsurers are more

aware that they shouldn't be
getting involved in any bank-
ing-type programs. Whenever
(reinsurers) see anything com-
ing with a bank's name con-
nected to it, it's a 'no-no'," said
Sullivan's Mr. Santos.

But, the CIGNA/Citicorp
problem only added to the
overall problem of securing re-
insurance in today's market.

The tightening reinsurance
market for other classes of

business has "spilled over and
affected political risk," says
Doug Paul, head of American
International Group Inc.'s po-
litical risk division in New

York.

He adds, however. that "it

has only slightly affected our
ability to serve our clients."
AIG was one of the first U.S.

insurers to offer political risk
insurance, introducing it about
seven years ago.

Capacity offered by political
risk reinsurers is 30% to 40%

less than it was last year, Mr.
Santos says, but he too believes
most buyers can get coverage.

He says he has found some
new reinsurance capacity
among syndicates on the New
York Insurance Exchange, al-
though he declined to name
them.

However. Carol Godfrey,
political risk specialist at Swett
& Crawford in Dallas, the

wholesale brokerage division
of Swett & Crawford Group
Inc., believes insurers may not
be able to meet buyer's de-
mands because of the reinsur-

ance shortage.
"Political risk is facing the

same situation as the prop-
erty/casualty market," she
says. "There is probably not
enough capacity to go around.
I think there are potential in-
sureds who won't be able to get
the coverage."

Julian Radcliffe, a political
risk specialist and director of
Lloyd's of London broker
Hogg Robinson Group P.L.C.
said capacity for political risk
coverage in the London mar-
ket has dropped significantly
since Jan. 1.

He, too, attributes the reduc-
tion to large losses in the Lon-
don reinsurance market-

unrelated to political risks-
that have affected all treaty
renewals. But, he adds that
reinsurers are also reacting to
political risk losses they have
had swallow, citing an esti-
mated $50 million currency
exchange inconvertibility loss
in the Sudan and other losses
expected from Mexico.

While the loss ratio on polit-
ical risk coverage in 1984 was
only 50% to 60% in 1984, ac-
cording to underwriters and
brokers, those figures can
change rapidly, they warn.

Swett & Crawford's Ms.

Godfrey pointed out that
"we're not talking about small
losses. When they hit, they're
big."

C. Richard Peterson, senior

vp and political risk specialist
with Fred S. James & Co. in

Philadelphia, agreed that po-
litical risk losses "are a catas-

trophe when they occur. They
are very large, but they don't
track with loss ratios that you
see in property/casualty. One
year, they can be very large,

the next, very small.
As a result, reinsurers "are being

more careful about the risks being
written," said Mr. Radcliffe. They
are demanding to know more about
the type of business insured, and
they are charging more.

"It would not be exaggerating to
say the underwriter may have to
pay twice as much for re.nsur-
ance," Mr. Radcliffe remarked.

David Neckar, political ruk un-
derwriter with Merrett Syndicates
Ltd. in Lcndon, says Merrett has
not been as affected by restricted
reinsurance capacity as some of the
newer underwriters.

Reinsurance capacity for politi-
cal risk coverage has been reduced
40% to 50% in the last year, he
explains. "A number of the lower-
ranking syndicates have pulled
out" because they could not find re-
insurance, ne said.

(Merrett was a pioneer in writing
political risk coverage in the early

Continued on next page
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Political risks
Continued from previous page
1970s and is one of the few remain-

ing markets in London.)
"It's difficult to say exactly how

much capacity has dropped" be-
cause of the tight reinsurance mar-
ket," said Mr. Radcliffe. "A large
piece of business might be hard to
place."

For example, he said, a company
might have trouble purchasing a
political risk policy with limits of
$100 million in a country consid-
ered "risky."

"You might be able to get it, but
at a high premium rate," he said.

"Capacity depends on the actu al
risk," said Sullivan's Mr. Santos.

Andrew Palmer, director of Lon-

don political risk broker Berty
Palmer & Lyle Ltd., believes the
capacity crisis might be somewhat
overblown.

Mr. Palmer said the Londcn

market wrote around $150 million

**12
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in political risk premiums last year,
and it is expected the figure for
1985 will be similar.

"There is a reduction of capacity
for policyholders," said Mr.
Palmer. "But if instead of $100 mil-

lion in capacity for a risk, there is
only $50 million. for the vast ma-
jority of cases, that is enough.

"The impact has not been as
great as one might think," he said.

Also, insurers are not demanding
significant across-the-board rate
increases for political risk cover-
age, despite the tightening reinsur-
ance market.

"The market doesn't operate that
way," explains Mr. Palmer. "You
have to look at the country. If there
is a great demand for coverage
there, then it is reflected in the

prices. But there are countries
where coverage is placed now at
rates lower than two or three years
ago."

Mr. Parker's optimism about the
availability of coverage appears to
be supported by the emergence of
political risk insurance markets
that will provide additional pockets
of capacity

Trade Credit Underwriters

Agency Inc. in New York plans to
begin underwriting export credit
insurance on behalf of Aetna Life

& Casualty Co. in Hartford, Conn.
Continued on page 38

Chubb covers

land war risks
Chubb Group is now un-

derwriting land-based civil
war risk coverage.

Robert S. Frank Sr., un-

derwriting officer for the
group's international divi-
sion, said Chubb's reinsur-
ance treaties allow it to write

land war risk coverage with
limits of about $7 million
"per insured, per country."

He said Chubb will also

provide some additional ca-
pacity to provide slightly
higher limits.

He said Chubb has under-

written land-war risks in El

Salvador, which it does not
reinsure.

The vast majority of the
world's insurers follow the

Waterbourne Agreement of
1937, which says marine un-
derwriters will not insure

war risks on land. The agree-
ment was signed after insur-
ers suffered substantial losses

from bombing raids on sta-
tionary land-based targets
during the Spanish Civil
War.

Chubb's move earlier this

year into this area makes it
the only U.S. insurer to in-
sure land-based war risks.

The Chubb insurance

covers losses attributed to

civil war, insurrection, revo-
lution or rebellion. It also in-

cludes losses due to project
relocation costs incurred as

extra expense as the result of
war.

The coverage can be writ-
ten "just about anywhere,"
said Mr. Frank.

The new Chubb offering is
written as part of a single 19-
page policy that combines
political risk coverage with
other coverages companies
purchase overseas.

Mutual Marine Office Ltd.,
a marine insurance under-

writing manager in New
York, announced last year
that it was willing to commit
$5 million in capacity for
land-based war risk coverage
(BI, Oct. 15,1984).

But John Blackman, chair-
man of the firm, said re-
cently that the coverage "is
still one of our projects, but
it's on the back burner."
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Nicaraguan embargo not yet worrying insurers
By MICHAEL BRADFORD

President Reagan's embargo on trade with Nicaragua is not yet
causing concern among insurers who write political risk coverages.

Insurers say it is too early to tell if the embargo declared on
May 1 will result in claims filed by U.S. companies with opera-
tions in the war-torn Central American country.

President Reagan ordered the embargo as a protest against ,
the actions of Nicaragua's Sandinista government. The mea-
sure bans all trade with Nicaragua and forbids the country's
aircraft and ships from entering the United States.

The Overseas Private Investment Corp. in Washington is
the major insurer of political risks of U.S. companies that do
business in Nicaragua. A spokesman for the agency said it has
a total exposure of $8.2 million for three separate types of risks covered.

OPIC has written $3.2 million in coverage for expropriation risks,
$2.9 million for currency inconvertibility risks and $2.1 million for war
risks in Nicaragua. The coverage was purchased by four U.S.-based
firms: American Standard Inc. in New York, Citicorp in New York,
General Mills in Minneapolis and Pennwalt Corp. in Philadelphia.

An investor named Adolph Weil also is listed by OPIC as a warehouse

j

contractor with coverage in Nicaragua.
The OPIC spokesman said there has been no notification of claims

from any of the U.S. firms or Mr. Weil. "It's much too recent to see if
there is going to be any effect on business."

The Export-Import Bank, another federal agency that
writes export credit insurance for U.S. companies through the
Federal Credit Insurance Assn., has not provided coverage in-
volving Nicaragua since 1983, a spokesman noted.

In the private market, CIGNA Worldwide Inc. reported that
4 it has no exposure in Nicaragua. Joe Tavares, manager of the

U.S. area for CIGNA Worldwide, said the insurer has "stayed
away from Nicaragua" That decision was based on the in-
surer's strategy of conservative underwriting, he said.

Nicaragua is considered a "high risk" country. Although
coverages written by OPIC are generally in the form of 20-year con-
tracts, insurers in the private market don't offer such lengthy terms.

Private market insurers keep a "watch list" of countries that are
considered unsafe for political risk exposures. The list is updated con-
tinuously as conditions change across the world.

Besides Nicaragua, areas that are on current watch lists include the
Philippines, Argentina, Brazil, Nigeria, Iran, Iraq and Libya.

66CONTRARIWISE;'

SAID TWEEDLEDEE,«IF IT WAS SO,

IT MIGHT BE; AND IF IT WERE SO,

IT WOULD BE; BUTAS IT ISN'T,

ITAINT. THAT'S LOGIC'

Unfortunately, too much of that kind of logic has
crept into today's interpretation of reinsurance
agreements. Traditionally, solving reinsurance

questions has involved the principle of "utmost
good faith" and "what is fair" by which both
parties are bound. However, in an increasingly
complex reinsurance marketplace traditional
"handshake" agreements have given way to

government guidelines and regulation and it has
become evident that reinsurers and intermediaries

must face the fact that compliance with more and
more regulation is the new way of doing business.
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Political risk
Continued from page 36
as soon as reinsurance treaties are

in place.
Bob Svensk, TCU president and

former president of AIG's political
risk division, said he expects to be
able to provide coverage of up to
$50 million per risk.

Clients, he said, will be "the
major exporters of the world, both
U.S. and foreign."

UIC Ltd., a New York-based

wholesale brokerage and under-
writing manager, is also helping
shore up the political risk market.

President David D. Avasthi said

UIC will begin writing political
risk coverages at the end of this
month for North River Insurance
Co. in Morristown, N.J., a unit of
Crum & Forster Inc., also based in
Morristown.

Mr. Avasthi did not reveal how

much capacity North River would
provide, but did say the main cov-
erage written will be for contract
frustration.

Mr. Avasthi says that other U.S.
insurers would like to enter the po-
litical risk arena but they "can't
gather reinsurance because of cer-
tain gaffes by some underwriters in
the past."

He also said it could be awhile

before any new political risk cover-
ages are introduced into the mar-
ketplace because of the current
cautious attitude of reinsurers.

New capacity in the London
market is coming from two new po-
litical risk underwriters: PanFin-

ancial Insurance Co. Ltd. and

Trade Indemnity PLC.
PanFinancial is a joint venture of

Continental Corp. of New York,
Skandia International Insurance

Corp. in Sweden and Yasuda Fire
& Marine Insurance Co. Ltd. of
Japan.

PanFinancial, capitalized at $9
million pounds ($11.25 million) in
January, will begin writing export
credit and contract frustration cov-

erages in mid-June.
Alastair Malcolm and Martin

Roberts, both formerly with the
credit insurance division of the

British National Group, will direct
the new insurer.

While Mr. Malcolm said "it is dif-

ficult to be precise" concerning
PanFinancial's capacity for politi-
cal risks, another London source

said he expects the new un-
derwriter to provide limits of up to
around 3 million pounds ($3.8 mil-
lion) per policyholder.

Mr. Malcolm also expects other
underwriters to enter the political
risk market. "There will undoubt-

edly be more," he sad "In putting
together (PanFinancial), we saw a
lot of interest from others."

Trade Indemnity, an established
domestic credit insurer, has re-
cently begun offering political risk
insurance to clients that have most

of their exposures in Europe or
North America, but also need some
coverage for foreign operations.

Dennis L. Howson, general man-
ager and underwriter for Trade In-
demnity, explained that the un-
derwriter provides export credit
and other political risk coverages as
a "bolt-on" or addition to their eli-

ents' domestic credit policies.
Mr. Howson said the insured de-

cides which political risk coverages
it wants added to the policy. Trade
Indemnity currently has no plans
to offer political risk insurance as a
separate cover, he said.

Although he would not release
any specific capacity figures, Mr.
Howson said, "I believe we have

quite enough capacity to cover any
request made to us. Our reinsur-
ance was well-sorted out before we
went live with this on the first of

May."
Meanwhile, banks may be using

the current shortage of capacity in
the political risk market to back
into insurance underwriting, says
Victor Hertz, manager of political

Continued on page 40
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Continbed from page 38
risk services at Frost & Sullivan

Inc., a New York consulting firm.
"A number of major banks have

used that as an excuse to begin
talkins about forming under-
writing facilities that would help
bridge tne market," said Mr. Hertz.

"A lot of brokers feel ihat it is a

ploy for (banks) to come into un-
derwriting under a brokerage
cover:

BankAmerica Corp. and Citicorp
are already essablish:ng political
risk brokerage operations (BI,
April 1).

BankAmerica has formed units
in London and the United States to

We Know Insurance!

We know that the best underwriting
decisions are backed by a solid under-
standing of the insurance industry, and the
atest information about current trends.

hat's why agents and brokers have depended
on our decisions for over 80 years!

) Cravens. Dargan
&COMPANY

HOUSTON DALLAS SAN ANTONIO

DENVER ATLANTA

provide political risk brok€rage
services to its bank clients.

BankAmerica Insurance Services

L-d. in London, although i·. isn't ae-
tually placing coverage yet, is field-
ing requests from bank clients and
expects to begin provid.ng cover-
age by midsummer.

BISL has also opened a New
York division that will place e.r,ver-
ages for U.S. bank clients :s well as
th:rd-party clients.

Susan Mashkes has been hired as

managing director of the pol.tical
risk division of Bank America's

New York unit. She was formerly
assistant vp of the polit_ca. risk di-
vision at Johnson & Eiggins in
New York.

Ms. Mashkes said banks are en-

tering the brokerage business to
compete with financial supermar-
kets like Sears Roebuck & Co.,
Merrill Lynch Pierce Fenner &
Smith Inc. and American Express
CO.

Insurance is a natural expansion
area for banks. she noted, and "po-
litical risk insurance is : gcod place
to start because it is easy fc r the
banks to understand."

The BankAmerica units will

offer "the whole gamut of pol tical
ris k and export credit 20, erage:,"
she said.

However, the bank has no plans
to begin underwriting political risk

coverages, Ms. Mashkes noted,
even though it is empowered to do
so for rhird-party clients by the
1982 Export Trading Company Act.

Citicorp also plans to open a U.S.
brokerage unit to provide political
r:sk coverages. The New York-
based tank holding company an-
nounced earlier this year that it
had hired Peter Clark, a political
risk underwriter with the Overseas

Private Investment Corp., to head
the new unit.

Cjticcrp already owns Lloyd's of
London broker Grindlay Brandts
Insurance Brokers Ltd.

Although more insurers ap-
pal,€ntly will be entering the po!iti-
cal risk market, public markets in-
sure the bulk of political risks in
both the United States and London.

A spokesman for the Export
Credit & Guarantee Department in
London said it covers about 90% of

all insured exports there. The cov-
erages .ssued by the government
agency are the same as those un-
derwritten in the private marke-

The department insures policy-
holders' commercial and political
risks under one policy, the spokes-
man explained. He said business
valued at 17.8 billion pounds ($22.6
billion) was insured by the agency
during the fiscal year ending in
March 1984 and 2.1 billion pounds
32.7 billion) in claims have been

paid over the last three years.
Of those claims, 1.5 billion

pounds ($1.9 billion) was for politi-
cal risk losses, said the spokesman.

The U.S. counterpart to the
ECGD is the Overseas Private In-

vestment Corp, a federal agency in
Washington. The agency provides
coverage for currency inconvert-
ibility, expropriation and war risks.
It is authorized to write a total of

$7.5 billion in coverage for each
risk.

In fiscal 1984, OPIC reported a
net income of $97.2 million, up
from $82.7 million during fiscal
1983.

The agency paid out $25 million
on 21 currency inconvertibility
claims in 1984, including one for
$11.3 million in the Dominican Re-
public to Gulf & Western Indus-
tries Inc. of New York.

Another U.S. government
agency, the Export-Import Bank,
provides export credit insurance
through the Federal Credit Insur-
ance Assn., its underwriting agent
in New York.

The agency covers credit risks
for a variety of clients, a spokes-
man noted, including large U.S.
multinationals and smaller busi-
nesses.

Over the past three years, the
agency has paid more than $600
million in claims, he said. .

RIMS to offer course in British Columbia
NEW YORK-The Risk & Ir.str-

arce Management Socie:y's
"Techniques of Risk Maragemert"
course is scheduled for June 5-7 in

Vancouver, British Columtia.
The course, which surveys the

pr.nciples of risk management, is
designed to give a compre hersive
review of risk management with
practical applications.

The three-day class covers steps
in the risk management process,
expssure identification and anely-
sis, predictive and financial con-
eepi in risk management, loss con-
:rcl, risk retention, insurance pur-
chasing decisions and non-insir
ance risk transfer.

The instructors are Larry D.
Gaunt and William R. Feldhaus,

Call us at the telephone number most convenient for you.
Los Angeles 213/6424999 / 800/421-2022

St. Petersburg 813/823-2666 / 800/237-6361
Ofices in Boston  Chicago o Cincinna:i  Dallas * Kcnsgs City 

Ins Angeles o New York o San Fran:isso o St. Petersburg

both professors at Georgia State
University.

The registration fee for the
course is $445 for RIMS members
and $545 for others.

For more information or to regis-
ter. contact Fran Jordan, Adminis-
ter-Continuing Education Pro-
gram, RIMS, 205 E. 42nd St., New
York, N.Y. 10017. .

STRUCTURED SETTLEMENT.
FOR THOSE TIMES WHEN

THEDEFENSE NEEDS
A HELPING HAND.

TALEMATE. The settle-
ment conference is getting nowhere. Plain-
tiff's counsel has that stubbom look you've
come to know and love so well. And you're
out of options-up against your limit.
ANOTHER APPROACH. A calculator click-

click-clicks, then stops. The consultant from
Structured Settlements leans over, murmurs

a suggestion. You consider a moment, then
nod OK.

NEGGI'IA.nON. "All right," he begins,
"Suppose we try it this way." He outlines a
structured settlement-a variation carefully
designed tc meet all the claimant's needs and
possible obiections. Plaintiffs attorney leans
forward, turns the consultant's pad of scrib-
bled figures so he can see. "Now we're in the
ballpark," he nods. And momentum toward
a settlement begins.

Neil Small, or another of our consultants who

can lend a hand when you need it, will be
pleased to attend your settlement conference.
As a negotiator on your team. At no cost.

THE
STRUCTURED
SFITLEMENTS
COMPANY



MOS
EXCITING
SCENE

TOI)AY'S ...

Today. it can be tough on brokers / *9&6-.*

who want to find an insurer for their

D.I.C. clients.

That's because many insur-

ers have withdrawn from the D.I.C. ·          ,
market completely. Or lowered
capacities drastically.

So when brokers find out {
that at American Home/National

Union, we're providing the same
D.I.C. service we always did-inclu-
ding our own $5 million capacity for ·' '
earthquake coverage-they're under-
standably pleased.

After all, it means they can readily
get the coverage their D.I.C. clients need with-
out running around and searching everywhere for it.
And it means they can continue to take advantage of marketing
opportunities in the D.I.C. area.

Yet while we may be the ctiuse of a great deal of excitement
in the D.I.C. market. we're remaining as stable as ever.

We won't let short-term advantages affect our long-term com-
mitment to the market. And we won't lower our underwriting standards

to follow misguided marketing strategies.
Instead, we'll adhere to the tried

and proven underwriting practices
that have enabled us to continue

serving the D.I.C. marketplace
despite prevailing trends. Just like
always.

And that's certainly some-
thing to get excited about.

ONCE AGAIN
REANSWERISAIG

For more information on American Home/National Union's

D.I.C. capabilities. please send this coupon to American
Home/National Union. Dept. A. 70 Pine St.. NY, NY 10270.

NAME

COMPANY

ADDRESS

CITY/SrATE/ZIP

TITLE

PHONE

815/85



EXSE'.

\

f

-j ...

' 3

t:.f·
....

..i.

......
.....
....

.....

.:::
..

..

%

.

..

...
....

.....

.....

......

.....
....

..

.saster'
theirpo]icybe

Building collapse and hurricanes.
Two disasters any company can do without. Especially if that company is Morton Thiokol, which has recently completed

several major acquisitions and divestitures.
With annual sales of $2 billion and record-setting earnings for the last nine years, growing at 18 percent per annum, the

company is a leader in three significant areas: Hightrechnology Propulsion Systems, Specialty Chemicals and Salt.
With all this activity, Morton Thiokol isn't about to place such diverse risks in the hands of just any insurer. They need

a flexible, versatile and responsive insuren One that is as comfortable in an underground salt mine as it is in outer space.
Which is why they chose Arkwright-Boston.

GO AHEAD, GROW.

For years, we found handling Morton, the world's largest salt company, to be an interesting challenge.
They were involved in many diverse operations. And we faced all kinds of situations. For example, coming up with ways

to protect flammable electronic chemicals and high performance adhesives and coatings.
But when they merged with Thiokol Corporation in September of 1982, they presented us with an array of new challenges:
Writing new coverages for high-performance propulsion systems that are used in the Space Shuttle Boosters and satellite

insertion motors. Which we did.

And expanding their policy to include coverage for locations in 15 countries throughout the world. Which we did with
a worldwide All Risk Policy.

The All Risk Policy is a program specially designed to provide extremely broad and comprehensive coverage. With few
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exceptions, it gives Morton Thiokol total coverage against any fortuitous property loss.
And if that sounds like an incredibly simple policy that's easy to manage, that's because it is.

2.-WE DON'T JUST COVER YOU. WE PROTECT YOU.
Something else we offer Morton Thiokol. Our loss prevention engineers.
We believe these engineers are the best in the world at what they do, which is to show our clients how to avoid disasters

and minimize loss.

In fact, we're showing Morton Thiokol how to do that right now by applying our experience in specialized loss pre-
vention training programs both domestically and in Europe for their operational personnel. Something that's proven to be
very effective.

And if you think a company like yours wouldn't get the same level of attention and dedication to its risk management
needs, think again. Because we put the same high standards to work for all our insureds.

But don't take our word for it. Ask WestPoint Pepperell. Or Digital Equipment. Or American Greetings. They're all our
clients. And we've designed programs for their individual needs, too.

So if the idea of an insurance company that isn't intimidated by growth
intrigues you, call or write us. But do it soon. Because getting hit with a disaster AARKWRIGHT
that you're not covered for will only rub salt in the wound.

Ark=ight-Boston Insurance, Marketing Services, 225 Wyman St., Waltham,
MA 02154, 1-617-890-9300, Ext. 3295.
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FOR SALE: PURPLE MOUNTAIN'S Mi<\JESTY.

//hen your employees buy U. S. Savings Bonds, they're
buying national pride. And you can't provide them with an easier
or safer way to save.

YArough payroll deduction programs, you provide your
employees with the opportunity to earn competitive, market-
based rates, while contributing to personal and national security.

20, encourage payroll deductions and join in the
Insurance Industry Savings Bond I)rive. Have you ever seen a
more beautiful way to save?

Joh"J. Cree,lon, Insurance Industry Chairman,
l'irs<ident & Chief Executive Officer

Metropolitan Life Insurance Company
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FINANCIAL GUARANTEES
Recent rash of insolvencies shows

tighter regulation of insurers needed

By Bruce Bunner

AST YEAR I WAS asked by aninsurance magazine to write an
article about current insurance issues of

interest in California. In that article, I

predicted that financial guarantee
insurance would become a scandal in

about two years.

My prediction proved right, but my
timing proved wrong. Shortly after
publication of the article, Glacier
General Assurance Co., Pacific American

Insurance Co. and Cal-Farm Insurance

Co. became financially distressed as a
direct result of their mismanagement of
this insurance product (BI, March 11).

(Glacier General and Pacific American

were involved in mortgage losses at Bank
of America; Cal-Farm was taken over by
the California Insurance Department
March 29 after it was determined that

about $60 million in financial guarantee
bonds sold by Cal-Farm were in default.)

These insolvencies clearly demonstrate
that financial guarantee insurance is a
very specialized coverage that requires a
financial expertise and knowledge not

usually possessed by the traditional

underwriter and risk manager
Regulators will have a difficult time

regulating the various forms of financial
guarantee insurance. The variety of
forms appears endless, from municipal
bond insurance to corporate and limited
partnership bonds. Since these coverages
are currently in the marketplace, it
would be difficult to reform that which

already has developed
Further, you cannot legislate such

attributes as conservatism of

management, prudence of management
and financial expertise of management,
which this product demands to avoid
insurer insolvency

The product does not lend itself to
typical actuarial concepts and rating
methodology. For example, the private
guaranty mechanisms for the
state-insured thrifts of California, Ohio
and Maryland were working
wonderfully until this year. They are
now either bankrupted or severely
strained to meet their obligations. Even
the current adequacy of the resources of

Continued on page 48

Cooperation, caution are the keys
to regulating innovative coverage

By Michael Djordjevich

NE OF THE MOST dynamic andcreative segments of the free
enterprise system can be found in our
financial institutions.

Within the broad markets these

institutions serve, a new and specialized
type of business has emerged recently to
meet the needs for rapidly evolving
innovations: financial insurance or

guarantees.

These guarantees protect against the
loss of investment or credit due to failure

to pay or to perform according to

contractual obligations. The demand for
this form of insurance has shown

remarkable growth in recent years and is
a particularly notable development.

When free-market forces bring forth a
profitable business, that business often
attracts the attention of market

participants who are more interested in
"the quick buck" than in serving
legitimate business needs.

In an environment where freedom of

action exists and where some people only
follow their self-interests, unrestrained

and misguided abuses of the system are
not really surprising.

Paradoxically, it is this very condition
that engenders both the strength and the
weakness of capitalism!

It has always been the perennial
question in the Western world and the
United States in particular how to allow
for maximum freedom that fosters

creativity and wealth without ruinous
competition, exploitation of the masses
and abuse of the very freedom that
underpins our society.

These somewhat philosophical but
fundamental issues need restating before
a meaningful and well-balanced

discussion about regulation of financial
insurance can begin.

Whenever a regulation is promulgated,
a constraint on creativity and on freedom
is imposed: This is a general proposition.

But, it is also universally true and

demonstrated that controls and discipline
must be imposed from the outside upon
unrestrained or mindless freedom if
internal self-control fails and forces from

within threaten, for selfish reasons, to

Continued on net page
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Cooperation key to financial guarantee regulation
Continued from premouspage some questionable activities and general, and financial insurance in process

diminish that very freedom undesirable outcomes, like the Bank of particular, will continue to expand and Moreover, the users of financial

Evidence is ample and indisputable in America/Glacier General Assurance Co move into still-uncharted areas This insurance, particularly investment

human affairs that growth and creativity fiasco (BI, March 11) There probably will process will produce some bankers, are becoming more selective
need room and space to expand and be more negative news of this kind undesirable-but visible-practices and careful Events like the recent Bank

mature Whenever a new frontier is opened or There will be casualties, among both of Arrerica/Glacier General fiasco are

A child smothered by overly strict a "gold rush" begins, it is inevitable that consumers and business bad, tut they also contribute to market

parents most likely will not grow to be a "bad goes alongside the good " This is Regulatory bodies will respond, discipline
self-reliant, balanced and creative indeed the price of freedom, but also the belatedly and in a fragmented fashion, as And, major insurers are becoming
individual Even a young growing tree source and strength of progress and the they usually do increasingly aware of and sensitive to the
that is tied too tightly to the supporting vitality of democracy and capitalism The end result may be an "over-kill" comp ex requirements of financial
stick may die In the current Set-up, lt is obvious that and counterproductive This insurance So, all together, we can

Thus, as a general proposition, we may • The market for financial insurance is unproductive direction can be avoided obser.re meaningful attempts and actions
paraphrase Thomas Jefferson "The expanding through sincere cooperation and for self-policing in the industry

regulation that regulates the least is the • New and, at times, far-reaching determination on the part of the The newly emerging and expanding
best " practices of doing business are industries involved and their respective finanzial services business needs new

But, as Jefferson himself-and many expanding regulatory agencies This can be done, it rules. But, those rules must not be created
other enlightened thinkers before and • Competition and self-serving should be done' and promulgated in a vacuum
after him-knew, a framework of rules interests may threaten the healthy and There are many issues and many Trying to regulate financial insurance
and guidelines is needed to secure the promising growth of this newly emerging complex philosophical and practical without understanding its ties to banking

maximum freedom for all in a society of business questions besetting both the business and and investments makes little or no sense
conflicting self-interests and immature or Currently, banking, insurance and the regulators There should be no rush to regulate
unenlightened men and women investment banking are competing more Among those, one certainly stands out becaLse of immediate concerns or

Financial insurance is a relatively new directly and more openly than ever foremost the need for a coherent and political pressures What we have is a

endeavor in its current shape and
1 good, sound business that already has

ditection

'There are many issues and many complex.. .questions bene=ited society and the economy and
It is now a market-driven business that established an enviable risk-free and

has slowly responded to besetting both the business and the regulators. Among those, profi :able record We should not "throw
• The breakdown of regulations of one certainly stands out: the need for a coherent and holistic the baby out with the bath water "

financial institutions view and understanding of the changes that already have The proper way to approach the
• The public bewilderment with almost problem of balanced and productive

taken place in the financial services industry.'endless forms of intangible wealth regulations is to
• Consumers' own growing concern for . • Recognize the nature of and forces

preservation of intangible assets from unleashed in the arena of financial

various forms of risks inherent in a before in modern history holistic view and understanding of the services

multilayered and complex investment At the same time, these three great changes that already have taken place in • Approach the issue from a panoramic
and financial environment workhorses of capitalism are convergzng, the financial services industry, in viewpoint, not a keyhole one

Indeed, in the early 19705, when the supplementing each other and providing particular banking, insurance and • Secure cooperation among the
first municipal bond policies were new forms of products and services investment banking regu. ators and the three industries, get
written, the business was driven Immediately, and ultimately, the What alarms me most is the real together, enlist the best talent, create a
primarily by the need of bond issuers to consumer and society benefit from these possibility of plecemeal, fragmented conceptual model
reduce their cost of borrowing Buying trends regulations dealing only with one aspect • Be patient and flexible in working
insurance from a AAA-rated insurance Financial insurance is a natural or one industry Imagine four different out regulations step-by-step within the

company was an easy means of attaining outgrowth of insurance and risk composers writing separately a single broad conceptual framework
this objective management Many r.sks pervade an piece of music for a quartet' What music In more specific terms, forthcoming

It was not too long before creative advanced free-market economy And, by that would be' reguiations should address and deal with
players within financial markets began tradition, subjective evaluations of these Yet, we may be witnessing the same at least these essential issues and

to recognize the unique and risks and their redistribution through the process emerging in the arena of ques-ions
complementary nature of financial economy have been prime functions of regulation of financial services and • Capital There should be stiff entry
guarantees to the emerging and vast the banking and investment services financial guarantees requirements and high thresholds in
number of new financial/investment industries It would be a mistake to conclude that terms of capital needed to get involved in
instruments Through financial insurance, the only legal and statutory rules govern and financial insurance Also, all along, the

In addition, business failures and near insurance industry also can become a key will govern financial markets and capital capacity to stay in the business has

collapses-like Penn Central, Lockheed, participant in this economically financial insurance The market itself to b€ demonstrated and provided for by
Chrysler and Washington Power Supply most-significant process always produces its own internal rules financial guarantors
System-produced concerns on the part Financial insurance has become the A case in point is the role and • Reserving There should be realistic
of the investors bridge that has firmly connected the "regulations" that are already in and appropriate reserving standards that

The American consumer is the most insurance industry to its sister industries, existence the rating industnes, in corractly reflect and recognize unique
insurance-conscious in the world banking and investment banking Its particular Standard & Poor's characteristics of the business, like

Therefore, it is only natural for him or future in an industry that has been Already, for years, Standard & Poor's coll: teral, reinsurance and other

her to seek security and comfort through plagued by adverse cycles and results is has "regulated" financial insurance in a protactions
insurance on financial instruments in an promising manner more effective and pervasive • Contingency reserve There should
increasingly complex and uncertain The key issue is one of controlled than any single state regulator would or be a requirement for additional
investment climate growth, disciplined underwriting and can do proletion to policyholders against

The barriers of regulation were broken adequate and realistic pricing In financial guarantees, the guarantor ecoromic distress
down by natural forces of competition in Logic would suggest that participants must have a high (AAA or AA) standing •Pricing There should be regulatory
the financial arena in the 1970s Three in financial insurance should, for the and perception in the marketplace recognition of flexible and profit-driven
major industries have begun to converge good of all, police themselves first and Withou: such a rating, business is pric ng mechanisms
banking, insurance and investment foremost In addition, they should difficult to conduct The future holds both promise and a
banking support sound and intelligent rules and Rating agencies have set up standards, challenge for financial insurance It

This dynamic process, which involves regulations, and vigorously oppose those which are constantly being reviewed and can-and should-be a profitable
some of the most talented, aggressive and that are not improved, to measure and establish business for the Industry and should
imaginative people, has revitalized In the next year or two, we will witness strength and future vitality of the provide good service and a desired
competition and has benefited the continuing and increasing competition as guarantor, be it a bank or an insurance product for the risk-adverse consumer
consumer well as convergence in the financial company T-ie challenge is the same one that has

Unfortunately, it also has produced arena We shall also hear and see many Recently, Standard & Poor's has made haunted man throughout history how to
,
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attempts to regulate these forces that are a great effort and great strides to deal with freedom

yet to be properly analyzed, quantify capital requirements for various If it is abused, outside forces always

Michael Dlordleutch ts comprehended and dealt with What we types of municipal insurance risks interfere and try to bring order, which
the president and chief have today is a hodgepodge of rules and Moody's has Just rated several issuers often degenerates into tyranny But, if it

4 erecutive offzcer of regulationsof a bygone eraand many of mun.cipal bond guarantees and seems is responsibly promoted, nurtured and
1 USF&G Financial Secu- regulators who, like some generals, fight to be waking up to its own responsibility handled, all involved benefit and grow
' r:ty Co in San Fran-

past wars And, the Fitch rating agency also is As a perceptive cartoonist pointed out,
050

The financial services market in poised to make its contribution to the "We have seen the enemy, and it is us "



YOU'RELOOKINGAT WHATMIAYBE
AMERICKS GREATEST RESOURCE.

Garbage.
We produce more of it than any other nation

on earth.

And somesay it's the American way.
It gets dumped, burned, or even goes uncol-

lected. And it's marred our water, land, and air.

But now the means exist to turn that garbage
into something vital.

Energy.
And, at INA Special Risk Facilities,* we think

that's the American way
So wetake an interestingarbage-like we

do many innovative energy processes.
In fact, we've created a team of energy

insurance specialists. By working with our many new

INA Special Risk Facilities
a CIGNA company

· INA Specil Risk Foc, ties,$ the markethg orgonizat,on for products
unde,written by theCIGNA Property and Casually Irsufance Companies

and traditional insurance products. they can de-
velop comprehensive coverage for companies
that produce energy from the heat of the earth.
The flow of water.

Even thin air.

And of course oil, coal and gas.
You see, at INA we know that an innovative

and imaginative approach to insuring energy is
crucial.

Not just to our business, but to the nation's
business, as well.

And to the nation.

Which leads us to suggest another great
American resource: The insurance expertise that
makes these technologies possible.

CIGNA
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Insolvencies show need for tighter regulation
Continued from page 45
the Federal Savings & Loan Insurance

Corp. are questionable.
In other words, this coverage cannot be

underwritten on a year-to-year basis.

But, adequate asset funds must be
accumulated to respond to the effects of
unforeseen adverse economic conditions

or events when they occur.
The current statutory financial

accounting model is inherently weak, in

that it does not provide for catastrophe
reserving concepts. Even the statutory

contingency reserves currently

applicable to mortgage guarantee
insurance business do not bear any
reasonable relationship to an insurer's
actual annual aggregate exposure for this

risk or the actuarially determined
permissible loss.

Some would suggest that insurers
should not be permitted to guarantee
financial arrangements. For the legislator
and regulator, this would be the risk-free
solution.

But, in spite of the abuses, which never
can be eliminated, financial guarantee
insurance is appropriate for the
insurance industry.

Although the property and casualty

industry engages in an abnormal amount
of self-flagellation as to its financial
difficulties, the industry is nevertheless
fiscally strong and financially stable.
Aggregate property and casualty surplus

is approximately 25% to admitted assets,

whereas for the thrift institutions, the

surplus ratio is approximately 5%.
Moreover, the property and casualty
industry does not have the liquidity,

asset/liability mismatch, and demand
deposit problems of the thrifts.

The regulatory issues to consider that
will require the assistance of the industry
will include such matters as line of

coverage, required capitalization,
limitations on exposure, reserve
calculations and reinsurance

considerations.

Someone once said that financial

guarantee insurance is like pornography:
You cannot define it, but you know it
when you see it. The California
Insurance Department considers

financial guarantee insurance as surety

insurance, regardless of its contractual
structure. This interpretation presents

Book on com

Understanding Computer Science
By Roger S. Walker
Texas Instruments

P.O. Box 225012, MS-54, Dallas, Texas 75265

$14.95 softcover, 274 pages

By Chris Conrad

certain technical problems, because
certain limitations are imposed on surety
coverages in the California Insurance
Code.

For example, any single insured surety
risk cannot exceed 10% of the insurer's

capital and surplus, and guarantees under
surety insurance cannot be secured by
liens of mortgages. Further, the
Insurance Code is silent as to the offset of

any collateral values in the calculation of
the single-risk definition.

The department currently is
attempting, through proposed legislation,

to redefine and modify these surety
limitations. These code sections, when

originally developed, never
contemplated the various kinds of
guarantee insurance arrangements we

now have in the marketplace.
For example, the many

mortgage-backed municipal bonds
insured in recent years are in technical
violation of the California Insurance

Code under a narrow and literal

interpretation of the current surety code
provisions.

Some within the industry would prefer
to impose minimum statutory capital and

surplus to write financial guarantee
insurance. Some would further argue
that this coverage should be monoline,

similar to mortgage guarantee insurance.
I do not agree with either of these

arguments. Imposition of minimum
capital and surplus requirements is
generally self-serving and
anti-competitive. Monoline legal
separation of classes of business is archaic
and a step backward to a 1930s mentality.

In this day of financial sophistication,
we should be trending toward a statutory
accounting model that facilitates the
identification of assets, liabilities and

surplus by rational exposure
classifications.

The regulatory emphasis should focus
on the allowable amount of aggregate
exposure and the allowable amount of
risk as to any one issuer of a financial
instrument. These allowable amounts

should be a function (or multiple) of the
insurer's total capital and surplus.

Most regulators will advocate low
aggregate exposure levels, due to the
uncertainties inherent in the various

forms of financial guarantee insurance.

puters is too

OMPUTERS ARE all around us. They write ourpaychecks, keep tab of our bank accounts, remind
us when we don't pay a bill, print status reports of
business activity, etc.

In "Understanding Computer Science," Roger S.
Walker tries to tell us how this is all done-in other

words, how computer hardware is designed, how
computers are programmed, how data is structured in
memory, how an operating system controls a computer

Chris Conrad is manager Of treasury operations for
UCCEL Corp. in Dallas, a provider of data processing
services.

Regulators will be particularly sensitive
to this coverage when written by

mutliple-line companies.
Two of the recent insolvencies

mentioned heretofore had a reasonably
stable book of insurance in force that was

destroyed in a matter of months by their
unpropitious venture into the financial

guarantee insurance market.
I strongly believe that financial

guarantee insurance should not be
accorded equal priority with
indemnification insurance contracts in

the event of an insolvency. It is

noteworthy that letters of credit and
similar credit enhancement instruments

of the thrifts do not share equal priority
with the depositors.

The insurance industry is opposed to

according a lesser priority for this
coverage. Members of the insurance
industry perceive that their products will
have limited marketing appeal to
prospective purchasers.

This is nonsense, as most purchasers of
financial guarantee insurance are
financially sophisticated, and they look to
the insurer's viability, financial strength
and creditworthiness rather than placing

their reliance on the adequacy of
insolvency, or guaranty, funds.

Currently, California does not allow
any deduction from loss reserves for the
time value of money or anticipated
salvage.

We currently are introducing
legislation to facilitate such deductions
from loss reserves, subject to certain
limitations.

The time value of money can be

considered for unpaid losses on defaulted
issues as to insured principal and interest
only to the extent that invested assets
have been identified in the insurer's

accounts and where the insurer can

demonstrate clearly that the invested
assets will mature in reasonable

relationship to the maturity of the
defaulted loss obligation.

As for salvage, such deductions will be
allowed only to the extent that the

collateral held by the insurer under the

defaulted issue would otherwise qualify
as an admitted invested asset.

For financial guarantee insurance,

reinsurance presents its usual problem to
the regulator when the non-admitted and

technical for

books & ideas

and rnore.

Admittedly, this is a large task. The author attempts
to bring the reader a basic understanding of the use of
computers.

The term "science" in the title of this book, however,

defies any discussion to remain purely basic. The book
is very textbook-like and highly technical-but then,

so is the subject.
For the reader who wants an in-depth, technical

explanation of the electronics of computers, this book
appears to be good. There are many diagrams and
illustrations in each chapter to aid the reader in

understanding the technical concepts presented. There
also is a very helpful quiz at the end of each chapter to
confirm that the reader has a thorough understanding
of that chapter's content before proceeding to the next
topic.

The topics covered in the book's 10 chapters include

the 30-year history of the computer age, including the

the alien reinsurance markets are used

by the primary insuser.
For regulatory reasons, I would prefer

to limit the amount of aggregate exposure
that could be placed in these
non-admitted markets.

But it appears the capacity of the alien
market is required to adequately obtain
spread of risk and serve the marketplace
for the larger underwritings of
tax-exempt and taxable bond and note
obligations.

In relation to the exposure, reinsurance
credits on financial statements will not be

signif.cant, due to the relatively small
amount of the premium applicable to
financial guarantee coverages. Thus,
letters of credt, funds held and other

security measures do not provide the

regulator with the security, comfort and
reliance usually present in other
reinsurance transactions.

Standby letters of credit for higher

values would be desirable, but the cost

would be too prohibitive to accomplish
the basic insurance transactions.

To avoid the typical abuses of the
offshore reinsurance market, it appears

that in the interest of solvency
safeguards, the most practical approach
to using the non-admitted reinsurance

market is to establish high threshold
amounts as to the capital and surplus
required of non-admitted reinsurers to
serve this class of business.

In conclusion, the property and

casualty industry can and should serve
the needs of this developing market of
financial guarantee insurance.

Regulators need to move quickly to

gain a better understanding of this class
of insurance. Industry should cooperate
with and assist regulators to improve the
accountability and disclosure standards
for ttis class of business and to develop

the prudent financial standards to be
used to effectively monitor industry
solventy. m

Bruce Bunner is the 1
commissioner of the Cal- I -1. I
ifornia Insurance De-  
partment.

most laymen
major developments and their impact on computer
capabilities; computer hardware, how it functions and

how it works with S,ftware; computer programming
and execution, and specific computer languages,
including BASIC, Pascal, FORTRAN, COBOL and
PL/I; and how an operating system functions for
monitoring and controlling the computer system and
job execution.

Also covered are, data structures, including bits and
bytes, fields, records and files, and a detailed discussion
of linked lists; language translators, loaders, assemblers
and compilers and their applications for conversion
from human instructions to machine instructions; and a

discussion of systems analysis and some practical

applications of computer science.
For the reader who is interested in a text on

electronic technology, this book offers a complete and
thorough adventure in computer science.

However, for the majority of readers, the book
contains more detail at too technical a level to satisfy

either curiosity or a business need for a basic
understanding of the computer revolution.
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Loss prevention, reduction methods assessed
By The Insurance Institute

of America

The following question and answer are drawn from
the curriculum for the Associate in Risk Management
(A.R.M.) designation awarded by the Insurance
Institute Of America. They represent the type of
question asked, and possible answers to, the three
ezaminations for the Associate in Risk Management
designation.

Efforts to minimize any type of accidental toss attack
either Zoss frequency or Zoss severity. Some measures,
like driving vehicles more slowly, tend to reduce both
frequency and severity. Loss control measures that
reduce frequency usually are called loss prevention;
those that control toss severity typically are called loss
reduction.

An important reason for distinguishing between loss
prevention and loss reduction is that all Zoss prevention
measures must be taken before a loss occurs, white Zoss

reduction measures may be effective either before or
after a Zoss. As the following question illustrates,

nowhere aTe pre-loss and post-loss actions more
important to Zoss reduction than in contr6Lting the
severity of losses that may strike an organization's
computer facilities.

Q: A regional credit card and billing
center for a large petroleum company is housed in a
concrete and steel office building near a river. What
actions should the firm's risk management professional
recommend be taken both before and after a loss to

minimize the severity of losses to the computer
facilities from:

• Vandals' attack?

• Fire damage?
• Flood dannage?

A: • Before vandals attack, it would be appropriate
to establish a security system to monitor entry to the
computer area, erect barriers to vandals' entry to the

A.R.I. exercises

building, minimize the amount of property exposed to
such an attack and make plans for maintaining
computer operations (in current facilities or elsewhere)
in spite of any attack.

Immediately after an act of vandalism, the computer
personnel should first safeguard from further damage
both the computer equipment and the software being
used at the time.

Computer operations themselves may be maintained
by calling upon duplicate records stored at another
location.

Second, salvage possibilities-for both the hardware
and the software-should be explored.

Third, analysis of this incident may reveal ways in
which future attacks could be thwarted.

Fourth, if the attack gained public attention, it might
be appropriate to inform the public that the damage to
the computer center has not impaired the company's
ability to serve them or to handle payments of their
accounts.

• In principle, many of the preloss steps taken to
minimize vandalism losses also would be effective,

appropriately modified, for minimizing fire losses. For
example, security personnel should be alert to and
trained in extinguishing any fires that occur in the
computer area.

Reducing property exposed to loss would involve
primarily eliminating unnecessary combustibles from
the computer area.

A fire detection/suppression system specially
selected to be appropriate for computer operations
should be installed.

The relevant physical barriers to loss would be the
use of fire-resistant walls, floors and ceilings to protect
the computer facility from external fires and, if
feasible, firewalls or other barriers within the

computer area to check the spread of a fire originating
there.

Plans for responding to a fire should include
assignments made to particular employees about
specific emergency actions that they should take
during any fire.

After a fire has occurred, post-loss severity controls
again quite closely parallel those for vandalism.

Even greater care should be taken, however,
in salvaging computer hardware or software
partially damaged by heat or smoke during a
fire.

Preventing a recurrence may be more difficult for
fire than for vandalism, however, because -most fires

that damage computers originate elsewhere, often
beyond the control of the computer facility's
management.

• Before any flood strikes, the computer facilities
should be placed on one of the upper floors of the
building or within an area that can be sealed with
water-tight protection.

Plans also can be made for moving vital equipment
or software to higher locations or for shifting the
billing activity of this regional center to some other
center.

. In addition, some flood protection also may be gained
by building dikes around the perimeter of the entire
building.

After a flood, as after a vandals' attack or fire, the

pre-loss plans must be translated into post-loss actions.
Post-flood salvage probably will be much like that
following a fire.

Informing the public that the flood has not shut
down billing operations is likely to remain an essential
loss control.

The sample questions and answers used in this column
are taken from the Associate in Risk Management des-
ignation curriculum of the IIA. For more information
on the content Of the A.R.M. program, write Dr. G.L.
Head, Vp, Insurance Institute of America, P.O. Box 314,
Malvern, Pa. 19355.

Cost of replacing carpeting excluded under CGL
Claims for the cost of replacing

allegedly defective carpeting fell within a
"business risk" exclusion of a

comprehensive general liability
insurance policy, despite an exception to
the exclusion for liability assumed by the
insured for matters of warranty of fitness
or quality, the Supreme Court of Hawaii
ruled.

Sturda Inc., a distributor of carpeting
manufactured by E.T. Barwick
Industries, furnished carpeting for a
condominium-hotel project. Shortly after
delivery and installation, the carpet
faded excessively and unevenly.

Sturda denied the product was
defective and attributed the cause to

atmospheric conditions prevailing in the
area.

The project owner sued Sturda, the
manufacturer and the carpet installer,
seeking the cost of replacement for the
allegedly defective product and for
consequential damages.

Barwick was insured under a

comprehensive general liability policy
issued by Fireman's Fund Insurance Cos.
that contained a vendor's endorsement

extending coverage to Sturda. However,

These abstracts were prepared by Cases
Unlimited Inc. A copy of an entire deci-
sion may be obtained by sending a check
for $5 made out to Cases Unlimited to

Business Insurance, 740 N. Rush St., Chi-
cago, m. 60611. List the number for each
opinion.

legal briefs

Fireman's Fund refused to defend the

suit, claiming that the policy excluded
coverage for loss of use of property that
had not been physically injured or
destroyed. The trial court agreed with
Fireman's Fund.

On appeal, the court concluded that the
policy exclusions did restrict coverage for
the contractual liability of the insured as
a source of goods to make good on
products that were defective because
they were lacking in some capacity. The
court emphasized that the risks insured
under a comprehensive general liability
policy are "injury to people and damages
to property caused by a faulty product or
workmanship." Sturda Inc. vs. Firemang
Fund Insurance Cos., Supreme Court of
Hawaii, June 15, 1984 (BI/01/My.-$5)

Heart disease job-related
An employee's heart disease caused by

job-related stress constituted an

accidental injury that arose out of and in
the course of his employment, a Georgia
appellate court ruled.

From 1979 to July 1981, Mr. Fender, an
employee of Zippy Mart Inc., was

employed as a supervisor of nine stores,
which required him to work 10 to 12
hours per day, six days per week. Mr.

Fender developed coronary artery

disease and required quintuple coronary
bypass surgery. He filed for workers

compensation benefits claiming that his
coronary artery disease was the result of
job stress. Benefits were allowed, but the
employer appealed.

The appellate court noted that expert
medical testimony confirmed that stress
could contribute over a period of time to
development of arteriosclerosis.

"Neither law nor medicine are exact

sciences," the court observed, "and we

have not reached that degree of certainty
where a medical expert can state a

definite and certain diagnosis that the
claimant's heart disease did not arise out

of and in the course of his employment."
The court was satisfied that there was

direct evidence of the required causal
connection between the stress and the

resulting heart disease requiring surgery,
thus supporting an award of benefits.
Zippy Marts us. Fender, Court of Appeals

of Georgia, March 12, 1984, rehearing
denied April 2, 1984, certiorari denied
April 19, 1984 (BI/02/My.-$5)

Psychosomatic pain ruling
A claimant's psychosomatic,

hyponchondriacal pain, resulting from a
physical injury, could probably be
considered in determining disability to

earn under the workers compensation
law, an Alabama appellate court ruled.

William Armstrong was employed as a
general laborer by a construction

company. He injured his back on the job,
and he received medical treatment for

the injury.
Because of continuing pain, however,

Mr. Armstrong was referred to a pain
clinic for psychological counseling. He
was determined to have "somaticized his

difficulties and developed a

hypochondriacal neurosis."
His orthopedic physician brought an

action seeking total and permanent
disability. The trial court awarded him
just 5% loss of ability to earn as a result of
the injury.

The appellate court said that factors
other than strict medical physical
disability are properly considered in

determining workers compensation
cases.

The court noted that there was no

evidence that Mr. Armstrong was
malingering but there was evidence that
he had a psychological disorder wherein
his current symptoms were exacerbated
by his psychological functioning.

The court noted that the trial court

finding of 5% loss of ability to earn was
the same percentage of permanent
disability assigned by the orthopedic
physician who had not considered Mr.

Armstrong's psychological condition.
Thus, the court reversed the trial court

judgment and remanded the case for
further proceedings. Armstrong v. Lewis
& Associates Construction Co., Court of

Civic Appeals of Alabama, May 9, 1984

(BI/05/My.-$5)
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---3 New York City taps Gwynne
as employee benefits director

Donna Gwynne, 31, has been
named employee benefits program
director for the city of New York.
In this newly created position, Ms.
Gwynne is responsible for the ad-
ministration of the city's health in-
surance program and the supervi-
sion of the city's other benefit pro-
grams. She also will monitor the
administration and operation of
city unions' welfare plans. She re-
ports to Robert W. Linn, director of
the office of municipal labor rela-
tions. Previously, Ms. Gwynne was
a deputy director in the Mayor's
Office of Municipal Labor Rela-
tions for the city of New York. She
received a bachelor of arts degree
in economics from the University
of New Hampshire in 1974 and a
master's degree in public adminis-
tration from George Washington
University in Washington in 1976.
She currently is studying for the
Certified Employee Benefit Spe-
cialist designation.

***

George B. Netherton, 37, has
been promoted to assistant director
of the corporate risk management
department of The Coca-Cola Co.
in Atlanta. In this newly created
position, Mr. Netherton is responsi-
ble for the design, purchase, imple-
mentation and administration of

the property/casualty and workers
compensation programs for the
company. He also will retain the
responsibilities of his previous job,

MEDICAL
STOPLOSS
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Cure a company's soaring medical benefits and uncover
greater profits for you. Cox Insurance Group can help
you help your clients contain their medical costs
through:

+ Medical Stop Loss
ARAS Program (35 or more participants)
Specific and/or Aggregate

+ Group Life and AD&D
Disability Income (WI and LTD)
Medical Conversion

+ High Limit Disability
Monthly and/or Lump Sum

For more information, write or call today.

e
COX INSURANCE GROUP, INC.

Lloyd's London Correspondent
P.O. Box 27766 / 5170 Commerce Circle

Indianapolis, Indiana 46227 / (317) 887-0030 / Telex 276252

comings & goings: buyers

entertainment risk manager for the
company's Columbia Pictures sub-
sidiary. He reports to William H.
Quay Jr., Coca-Cola Co.'s assistant
treasurer and director of risk man-

agement. Mr. Netherton received a
bachelor of business administration

degree from The College of Insur-
ance in 1980 and a master's degree
in business administration from

Fordham University in New York
in 1983. He has both the Chartered

Property & Casualty Underwriter
and the Associate in Risk Manage-
ment designations.

***

Frances Quinn Mylett, 36, has
been promoted to assistant vp at Fi-
delity Bank in
Philadelphia. In
this newly
created position,
Ms. Mylett is re-
sponsible for the *p
design, purchase
and implemen-
tation of prop-
erty/casualty in-
surance pro-

grams, as well as Ms. Mylett
loss control and

workers compensation supervision.
She reports to Frank Noonan, se-
nior vp and controller, Previously,
Ms. Mylett was senior insurance of-
ficer for Fidelity. She is director of
both the Delaware Valley Chapter
of the Risk & Insurance Manage-
ment Society and the Insurance So-
ciety of Philadelphia.

***

Bettina B. Browne, 33, has been
promoted to assistant vp and r.sk
manager for International Service
System, a security and manage-
ment service company in New
York. In this newly created pos-
tion, Ms. Browne is responsible for
the design and administration of all
property/casualty insurance pro-
grams as well as all group life, med-
ical and income protection plans
for the corporation. She reports to
Henrik Slipsager, senior vp. Pre-
viously, Ms. Browne was risk man-
ager for the company. She received
a bachelor of science degree in
business from Pace University in
White Plains, N.Y. in 1981 and cur-
rently is studying for a juris doctor
degree at Pace University.

***

Sharon Harshman, 44, has
joined Washington Mutual Service
Corp. in Seattle as operations offi-
cer and risk manager. In this newly
created position, Ms. Harshman
will design, implement and coordi-
nate the company's insurance and
loss-control programs. She reports
to company President James Ren-
sel. Previously, Ms. Harshman was
account executive for the Jenkins

Insurance Agency Inc. in Spokane,
Wash.

***

Salvatore Saputo, 34, is the new
director of risk management for
Wayne County, Mich. Mr. Saputo is
responsible for supervising a staff
of 19 people in various areas of risk
management and employee bene-
fits, including general liability in-
surance, property/casualty insur-
ance, safety and loss control pro-

grams and workers compensa-
tion. He reports to Fred Todd,
chief financial officer and re-

places Lyle Self, who is now
manager of insurance products
and services for the Michigan
Dental Assn. in Lansing. Pre-
viously, Mr. Saputo was pur-
chasing agent/risk manager
for the city of Battle Creek,
Mich. He received a bachelor

of science degree in history
and English from Western
Michigan University in 1977
and a master's degree in public
health from Western Michigan
in 1978. He currently is study-
ing for the Certified Employee
Benefit Specialist designation.

***

Kenneth R. Swisher, 39, is
the new purchasing agent/risk
manager for the city of Battle
Creek, Mich., replacing Mr.
Saputo. Mr. Swisher is respon-
Bible for supervising the pur-
chase of all insurance policies
and other risk management
functions, including loss con-
trol and safety, for the city. He
also will be responsible for the
city's self-insured workers
compensation program. He re-
ports to Merrill Stanley, fi-
nance director. Previously,
Mr. Swisher was risk manager
for the city of Kalamazoo,
Mich. He received a bachelor

of science degree in manage-
ment and administration from

Indiana University in India-
napolis in 1972 and a master's
degree in business administra-
tion, specializing in finance
and international business,
from Indiana University in
Bloomington in 1976. He also
has the Associate in Risk Man-

agement designation and is
president of the Michigan
Public Risk & Insurance Man-

agement Assn.
***

John C. Andrews, 49, is the
new risk manager for Cluett,
Peabody & Co. in New York.
Mr. Andrews is responsible for
the design, coordination and
implementation of risk man-
agement and insurance pro-
grams for the company and its
21 national and international

subsidiaries. He reports to J.
Kirk Barefoot, director of cor-

porate risk management and
replaces Neuman Wood, who
is doing consulting work for
Cluett. Previously, Mr. An-
drews was president of his
own insurance agency, An-
drews & Smalley, in Waterloo,
N.Y. He received a bachelor of

business administration degree
from Manhattan College in
1957

.

We'd like to report on staff
changes in your company's risk

management, safetl/ or employee
benefits department. Just drop a
note to Diane Kastiel, Business

Insurance, 740 N. Rush St., Chi-
cago, Ill. 60611, or call 312-649-

5393. Please send a photograph,
too.

Storm damage estimate is $55 million
NEW YORK-Wind, hail, torna-

does and flooding caused an esti-
mated $55 million in insured prop-
erty damage in parts of Texas, New
Mexico and Oklahoma on April 25-
30, according to C.E. Hermanson,
vp of the Property Claim Services
division of the American Insurance

Services Group Inc.
Most of the damage-$35 million

-occurred in Texas. Hardest-

hit were Gray, Cherokee,
Gregg and Kaufman counties.

Insured losses in New Mex-

ico were estimated at $15 mil-
lion. Damage in Oklahoma
was estimated at $5 million.

The storm was assigned Ca-
tastrophe Number 65 by the
Insurance Services Office. .
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Briniing Zlst'illory
riskmanallement
teclmulgily 10 mill,
carneroftle world
Ever wish you could really control
your far flung international corpo-
rate insurance program from
your desk at HQ's? Now you
can. Using Frank B. Hall's unique
network that provides on-site
attention everywhere you have a
corporate risk and, through your
own personal account represen-
tative locally, lets you make the
decisions that provide a cohesive,
well-controlled, balanced, secure

international insurance program
for all of your global risks.

Just as we pioneered new
insurance concepts in Latin
America and designed the first
worldwide employee benefits
program decades ago, today
we're carrying 21 st century risk
management technology to every
corner of the world. Why not put
Frank B. Hall in your corner.
Wherever it may be. We're the
fligt!-performance insurance
services firm-tough and thor-
oughly professional everywhere
you want us to be.
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What majordaims headaches
doyoueliminate with
GroupDental fromthe <uy
company with the stag? X
AskyourBroker
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Or call your Consu Itant, >our Hartford Representatiit,
or Bud Peterson, Group Sales-Vice President, at (203) 683-8843. THE HARTFORD
Hartford Life Insurance Company. Hartfold. Cl 06115 The Insurance people of ITT

• A new book from the Em-

ployee Benefit Research Insti:ute
will help educate consumers and
employers about employee bene-
fits. The 28-chapter "Fundamen-
tals of Employee Benefit Pro-
grams" discusses Social Security,
pensions, Individual Retirement
Accounts, health insurance and
education benefits. To order, send

$15 for a paperback copy to EBRI-
ERF Publications, 2121 K St. N W.,

Suite 860, Washington, D.C. 20037-
2121.

• An examination of the major
changes affecting self-insuramce
resulting from the 1984 Deficit Re-
duction Act is now available from

D.A. Betterley Risk Consultants
Inc. The publication reviews
DEFRA's implications for self-in-
surance and captives. To order,
send $20 to D.A. Betterley Risk

Self Insurance Is NO
Do*Yourself Project.
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Ironically, a company's decision
to manage its own risks does not elimi-
nate the need for risk management
experts. It intensifies that need. And thaCs
where we come in.

We're Parker Services, Inc., a
member of the Sentry Insurance family
of companies. Our experts can help you
choose the right services and tailor a
program that's best for yourcompany. We
offer a complete line of risk management
services including daims administration,
loss control, industrial hygiene and loss
experience reports.

We can also help establish and
administer captives and optional segre-
gated accounts.

So call us collect for our brochure.

And if you ever need one of our services,
call us again. Because without the help
of experts, risk management can be a
risky proposition.

Call collect (715) 346-735Z

 Sentry.
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SIEIWICIES. INC.

Risk Management Services
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info

Consultants Inc., 446 Main St.,
Worcester Plaza, Worcester,
Mass. 01608.

• The National Advisory
Committee for State Data

Commission's final report and
recommendations for the col-

lection and disclosure of pro-
vider specific health care
data is available for $10 from
the Washington Business
Group on Health, 922 Pennsy-
vania Ave. S.E., Washington,
D.C. 20003.

• Each state's requirements
for employers that want to
self-insure workers compen-
sation risks are detailed in a
booklet from the National

Council of Self-Insurers. It was

compiled by John J. Molloy,
manager of workers compen-
sation for K mart Corp. in
Troy, Mich. K mart self-in-
sures its work comp risks in
every state where self-insur-
ance is permitted. The booklet
costs $10 for NCSI members
and $20 for non-members and
is available from the NCSI, 10

South Riverside Plaza, Suite

1530, Chicago, Ill. 60606.

• The International Foun-

dation of Employee Benefit
Plans' "1985 Information

Booklet" can be a valuable tool

in researching employee ben-
efits. The publication lists
books, periodicals and re-
search reports published by
the foundation, and it also lists
the foundation officers, direc-
tors, committee members and

key staff personnel. For a free
copy, write IFEBP, 18700 W.
Bluemound Road, P.O. Box 69,
Brookfield, Wis. 53005.

• Current strategies for
managing the cost of health
care benefits are discussed in

the new study, "Health Care
Cost Management: Private
Sector Initiatives." The 216-

page softbound book covers
benefit plan designs; alterna-
tive health care delivery sys-
tems; utilization review;
health care coalitions; and

worksite wellness programs.
To order, send $22.50 to Health

Administration Press, Depart-
ment FWG, 1021 E. Huron St.,

The University of Michigan,
Ann Arbor, Mich. 48109.

• For multinational com-

panies, the cost of providing
insured employee benefits to
their overseas workforces can

sometimes exceed 20% of those

workers' salaries. A book by
Mercer International discusses

the advantages and disadvan-
tages of multinational pool-
ing. It explains how to create a
pooling system that fits a com-
pany's needs and gives a de-
tailed analysis of the interna-
tional pools and the benefits
each insures. For a free copy
of "Multinational Pooling: A
Guide for Multinational Com-

panies with Employee Benefit
Plans," write Giles Archibald,
William M. Mercer Interna-
tional, 1211 Avenue of the
Americas, New York, N.Y.
10036.

.

Haue a new report, booklet or
promotional brochutre you'd like
to send to buyers of insurance?
Business Insurance will describe

material costing less than $25 as
an editorial service in the Info
for Buyers column. Send us a
short description Of the material,
along with the cost and a mailing
address. Address all contribu-

tions to Info for Buyers, Business
Insurance, 740 N. Rush St.. Chi-

cago, IN. 60611.
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dom•i•nance\'dam(-e)-nen(t)s\ n: the fact or state of being dominant*
When you are dominant, you command attention. You prevail over all others - either by pure
strength or by mere presence. In any given situation, you are most e#ective.

2dom·i·nance n: large, full-color advertising reaching more than 123,000 key decision-makers**
A tabloid-size newsmagazine that is dominant in its editorial coverage Of the commercial insurance
marketplace. Where your advertising message is more dominant, more commanding and more
noticeable. Business Insurance... dominance for your advertising message.
*according to Webster

"according to Business Insurance

business
insurance

a publication of Crain Communications Inc.

The game plan that works.

New York: 220 East 42nd Street, NY 10017 (212)210-0133 Chicago: 740 Rush Street, IL 60611 (312)649-5276 Los Angeles: 6404 Wilshire Blvd., CA 90048 (213)651-3710
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Shi,me,
SCHIRMER ENGINEERING CORPORATION

OFFERING FULL LOSS CONTROL ENGINEERING SERVICES

4 Underwriting & Loss Control Surveys
4 Fire Protection Engineering
,/ Safety & Health Engineering
4 Litigation Support Services
4 Building & Fire Code Consultation
4 Sprinkler System Design
1/Alarm System Design

SCHIRMER ENGINEERING CORPORATION

707 LAKE COOK ROAD • DEERFIELD, IL 60015 • 312/272-8340

Illinois Chamber affiliate urges 
changes in comp procedures

By CAROL CAIN

SPRINGFIELD, Ill. A con-
sumer affiliate of the Illinois

Chamber of Commerce is recom-

mending that the Illinois Industrial
Commission change some of its ad-
ministrative procedures to improve
its handling of disputed workers
compensation cases.

The preliminary findings of a re-
cent study of the state Industrial

IfAn Embezzler
WasThisEasyToSpot,

Business
Wouldn't Need F€0D's

Honesty Insurance.
The

Companies

Commission completed by the Illi-
nois Alliance for Economic IniLitia-

tives identified four areas for re-
form. The IAEI, the Chamber affil-
iate, is a coalition of concerned citi-
zens, associations and government

representatives dedicated to im-
proving Illinois' business climate
and economic growth.

The recommendations are:

• Amend the Illinois Workers'

Compensation Act so that employ-

He wears a mask of respectability, to make himself difficult to spot. Ask your agent or
broker about FeeD's Honesty Insurance or write: Fidelity and Deposit Company...-/' 3,

of Maryland, Department BI, RO. Box 1227, Baltimore, Maryland 21203. 21LJ =t=

1

ers would report only those injuries
that result in loss of time of more

than three working days by an in-
jured worker.

• The state's Bureau of the Bud- 

get should provide adequate fund- 6
ing for the Industrial Commission :
so it can compile valid statistics. 1

• The Industrial Commission |
should enter into a pilot project 
with the National Council on Com- 
pensation Insurance-the national 
workers compensation ratemaking I
and statistical organization-to pro- 1
vide for an on-line computer |
linkup to provide required insur-
ance coverage information.

• The development of uniform
standards by the Industrial Corn-
mission to expedite hearings and
eliminate continuances.

The Chamber is looking for ap-
propriate legislation in the Illinios ,
General Assembly to attach the co-
alition's first recommendation of i

requiring employers to report only
those workplace injuries that result
in loss of time of more than three

working days, according to Steven
Rosenbaum, the Chamber's man-

ager of workers compensation and 1
unemployment insurance pro- :
grams.

Such a change would substan- 

Without funding,
accident forms are

'serving no useful

purpose,' the

coalition report says.

tially reduce the number of reports
employers would be required to
file, and yet provide a manageable
number of reports to form a vital,
accurate, statistical base, noted Eric
Canada, director of the IAEI.

A survey of the accident report-
ing requirements of other large in-
dusti·ial states indicates that,

though requirements differ, Illinois
is second only to California in the
number of reports required by law,
Mr. Canada said.

"By law, the Industrial Con-tmis-
sion is required to compile and dis-
tribute aggregate accident statistics
to assist employers in their loss pre-
vention programs. However, the
Bureau of the Budget has failed to
provide funds for the Industrial
Commission to computerize these
statistics. Lacking funding, these
forms are merely gathering in the
baseinent of (a state building) -in
most cases unopened--and serving

no useful purpose whatsoever,"
notes the coalition's report.

The Chamber will be talking
with state legislators and others in
an attempt to secure more funds for
the Industrial Commission for col-

lecting data, Mr. Rosenbaum said.
The coalition's other recommen-

dations are being studied by Mer-
vin Bachman, chairman of the In-

dustrial Commission. Mr. Bachman

has appointed a subcommittee to
take a closer look at developing
uniform motion standards.

The lack of uniformity among
the Industrial Commission's 14 ar-

bitrators confuses attorneys, insur-
ers, employers and injured work-
ers, and creates delays, which in-
crease costs and increase case back-

log, notes the report.
But this isn't the only item that

Mr. Bachman wants to study. He
has asked the IAEI to analyze the
administrative procedures of indus-
trial commissions in several states.

On-site studies already are under
way in Massachusetts. New York,

California, Kentucky, Michigan
and Florida, and a report is ex-
pected by mid-June, .

r
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N.Y. exchange syndicate to start writing in June
First Rivei de Synd,rate inc, a

new New 1 ork insw ancE Ex- markets
change syndical capitalized at $3 5

thirds 01 iDIR's policyholders as be completed by June 30, periding
well as Flor.,ia's Deparnent of In- the approval of regulator) a A thori-
surance and . ,on ot Securities ties

million, is . a ' i begin writ- was needed for ttie change mental Nat v ·nal's rp·,enlies

.ng reinsuran> ine 15 1arenas accessible via the ex- will continue to be in Jacksonville i he Florida Physicians Insur- in 1 «04 were abe..1 $18 million, ac-
rhe new syi is o*ned by .Ii:inge," hesa.,i Dr Frank C Coleman, cha.rman ance Reciprocal has 1,550 pot.cy- cord,ng to figures released by Equi-

Hospital Underwrtis W Group inc 7 he new .yndicale, which is ofthe compauy's board of directors, holder and about $22 million in table
r,roperty/casualt) Jrer based the 47th member of the New said the 1, e is one of several ac- on,-1, 1.. premiums, arcording t. Dr

u, Nashville, Tenn York , xcnajige, was apprnved by tions des. d to m' , T.DIR "a t '„ieman Mergers/acquisitions
John J Middleton, .p and chief the eic bange's board of gove - majot _r of mei . d profes-

operating oft, of Hospital Un- nor s al t:s · nr , rl meeting earlier sional 1 .1, jinsurance" in Flor- insurer purchase 31 u .li & Mrl.rnnan Associ-

det k riting, s,, ki First Riverside mis year ida *ties 1 ne in San F ra 'u har ac-
n

7fli b, dES5 , jy CIGNA ST u.
Davia Z president of

liaS

thL Equ,t b i,le Life Ass).hince quired the business 01 11, Nin &
FPER, said

"We've forincd this sy i dicate ae Doctors' reciprocal ..version ' makes Society of ' he United States 111(Nal v .it weler,Ir) .il i .1 n, 1 ,bet-

sen..3 for 211 ted" agreed lo purchase the Monumen- Flt I + Int , , irok . 1. .ance
a meard of strengthening our cor- The Florida Physicians Insur- "The i isur - d become n d. tal National Life Insurarce Co of progiarrisponsorer' the Califor-
poraton through diversification m ance Reciprocal i,+11 be conveIted reel ovmer the e.,1-9.»r j *011 be New York for arotind $9 million, ma Jewelers .Usn lhe MeNary
a manageable and ox derly faqhibi ' to stock o.»nership next Jan 1 if better-managed Diff.1 1,11£ Florida according to Equitath staff has moved to the M&M office

Mr Miudleton said policyholders ana regulatory auth- Me,heal Assn -,Hbe offered an Mopumenta, is 2 4..budiary of at Three Embarradero Center, P O
"The market is continuing to oriti f , r -ve the change op.nership position or will have an Monumental Life Insurance Co m Box 7157 San Fiat}cisco, Calif

harden, and we think the time is , ly formed company will opportunity to gain an ownership Baltimore, which is owned by the 94120,415-393-5300
particularly favorabie for expan be renamed the Florida Phys.:lans position,' accord.ng to Mr Rader Monumental Corp, whi.·h is also in Corroon & Black ('„rl). has
sion into the U S and incernationa' Insurence Co, and its headquarters Mr Rader said approval of two- Baltimore Tbc Sale tb txpected to .:;Ieed to acquire 1).,1,« k L.irboll

Inc,an agency and broKerage in
Royal Oak, Mich, in exchange for

I, shares of f .orroon & Black common

stock Larson, which specnli .es in
placing insurance to, in unicipj-
ities, will be combined with Cor-

roon & Black of Michigan Inc in
I *a L Detroit Dale Larson, owner and

manager of Larson, w.11 be a senior

/
executive of C&B of M,chigan

fC , V 1 Corp. has .,equired Tri
1,i' l,ic, d Philadelphia-Used mar-
keter of mainframe and personal
computer software for administei -
ing p·'rision .,Avices Trilog also
pi Jude iecordkeeping for defined
corgribittion ar.d defined benefit

retireinent plans The value of the
transa.tio u was not disclosed

f Thomas J. Inglott A p .: os
Inc, an 1 ,suranee agency in Longt

%. Beach, Calif nas merged with
* Mason-Mt.Di, I i ie Insura-

& lee Ine., an indApendent . »cy

1

based in Pleasant Hill Calif The

- new operat,on, M,9011 McI>uffie-

./,

Inglott & 4 1„, i It, s, will N lo-
r* cated at the Fi ,(·n, Calif, of-

ficeq of Mason-Mi '

181 RI i „lge}Hent 1,1(. in San
Franci.LO has acquired Los Angeles
.nsurance broP-'rage Wr 11,11: inn

*4

9 t
frisurilipp  1 i Il t 5

*t

i
t . Staik,fraili, i M Sheple Inc,

.. a Pfoviae nce,RI,irsu"a -*e
f

/8 4 . agen- hzs gequir. d th. -1..& 11
I 171:< Inqui.inee AMI'nry, also of
Prof'dence

1

3 New offices
t

4A_ )Ic adow h, ut,k Ingul fni e

GI oup i has
4

fo/mec B .1,1 tarie. New

9 7* f
Yofie i], tclowbrook lilli line-

diazies I til·. is a nOn' reinsurance

I ,nterr .ary .it .* 1 1 1...O all
M., fvpes oi ze:1,1, uce, a Meati,w-

brook RAk 9,111 IL;elm nt Inc has
1 . en 1 , to prop .: nian-

f ' ,rance

5. r
Cor , OCaLL A

. .ik, N Y to: 6,

*EASTMAN KODAK COMPANY Tr.1111$<'O 111*Ur,luil' Services

KEEPS US INTHEPICTURE.
St
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719
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Child-care benefit still rare

despite growth: EBRI
WASHINGTON-Although the

number of companies offering
child care as an employee benefit
has tripled since 1982, only about
1,800 employers offer the benefit,
according to the Employee Benefit
Research Institute in Washington.

The number of employers offer-
ing the benefit is small, EBRI notes,
despite changes in the demograph-
ics of the workforce and reports by
employers that offer child care
which indicate the benefit has de-

creased turnover and increased

employee productivity.
Changes in the workforce point

to an increased need for child care,
EBRI says. For example, by 1990,
an estimated 10.4 million children

under the age of 6 will have work-
ing mothers.

Nearly 60% of married mothers
with children age 5 or under are
currently in the Workforce, com-
pared with 37% in 1970. And, in-
creases in divorce and single par-
enthood have caused a steady in-
crease in recent years in the per-
centage of single-parent house-
holds.

In fact, EBRI says, the number of
young children being reared in
two-parent households in which
only one parent works outside the
home actually may decline, if our-
rent trends continue.

EBRI also contends that child

care is a benefit for employers as
well.

Only about 1,800 of
the estimated 6

million U.S.

employers offer a
child-care benefit.

According to surveys of employ-
ers that offer a child-care benefit to

employees, the employers report
less turnover and absenteeism,

high employee morale and produc-
tivity and an enhanced ability to
recruit new employees.

However, employers that offer a
child-care benefit are the exception
rather than the rule, according to
EBRI

The number of employers offer-
ing some kind of child-care help-
ranging from on-site care facilities
to referral services to financial as-

sistance-has tripled in the last
three years. However, only about
1,800 of the estimated 6 million U.S.

employers offer the benefit.
According to the Work & Family

Information Center of the Confer-

ence Board, a non-profit New York
research organization, about 550
employers offer on-site or near-site
child-care centers; 30 offer support
for family day care; 50 offer after-
school child-care; 20 offer sick

child-care programs; 300 offer in-
formation and referral services;
and 825 offer financial assistance,
including vouchers, discounts and a
child-care option for a flexible
spending account.

In addition, the Conference
Board estimates that between 500

and 1,000 companies offer parent
education seminars, and a similar

number make corporate contribu-
tions to community child-care ser-
vices, according to EBRI.

EBRI suggests several reasons
employers may be reluctant to pro-
vide child-care benefits to their

employees:
• Some employers may be dis-

couraged because utilization rates
are low-typically 4% to 10% of em-
ployees. Similarly, demand for the
benefit is low.

EBRI suggests that one reason is
that employers usually require
child-care they sponsor or support

to be licensed. However, employees
seem to prefer small-group child-
care situations, like care in rhe:r
home or the home of another adult,
and such child-care situations
usually are not licensed.

• Some employers may not real-
ize the growing need for child-care,
and the types of options available.

• The cos:, administrative bur-

den and potential liability involved
in an on-site center may be prohib-
itive to some employers.

• Proposed changes in the tax-
preferred status of child-care and
other employee benefits could
cause administrative problems if,
for example, an employer had to
determine the per-employee share
of the cost of running an on site
day-care center.

-----1

• Commercial Package
• Professional Liability
• Miscellaneous E&0 Forms

• Workers Compensation
(Mkhigan & Indiana only)
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• All Classes of Contractors

• All Forms of General Liability
• Commercial Umbrellas

• Product Liability
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INDIANA OHIO

Indianapolis Columbus

(317) 842-5911 (614) 459-1930
l AAMGA 1 1 U,S. WATS:

800-645-5129

U HIS

MISSOURI

St. Louis

(314) 993-6440

677, Burns &Wilcox Ltd.L
j/ 0 MANAGING GENEAAL AGENTS

Z

CORPORATE OFFICE

American Center. 16!h Floor
27777 Franklin Road

Southlield. MI 48034

(313) 354-0400
EasyLink Telex: 62778694

UTAH

Salt Lake City
(801) 359-0525
U.S. WATS:

800-523-1409

FLORIDA

Tampa
(813) 961-3307
Florida WATS:

800-282-5675

Mailing Address.
P.O. Box 5079

Southlield, MI 48086-5079
MICHIGAN WATS 800-482-4920
NATIONAL WATS 800-521-1918

FLORIDA

Oaytona Beach
(904) 255-1361
Florida WATS:
800-342-5621

You've got your coverage.
No matter where your clients are going . . whether it's
around the block or around the world . . they can blast
off with confidence when they've got a Rearick & Lenihan
accident policy.

Rearick & Lenihan gives you and your clients the most
comprehensive and competitive accident coverage
around. With our in-house Kemper underwriting authori-
ty, you'll know you're getting the very best buy. And,
you'll get it in just a short day or two.

Whether it's fishing on the Amazon, diving for treasure in
the Caribbean or circling the globe, Rearick & Lenihan has
the expertise, experience and facilities to provide the acci-
dent protection your clients need. And we'll price it right,
too.

Sound like a space odyssey? Not really. Just ask around.
You'll find Rearick & Lenihan will go to the heavens and
back to get you the special risk coverage you need when
you need it.

For more information, call toll-free.
1-800/527-4407

Rearickenihan The Special Risk Specialists
Dallas • Houston • Los Angeles • New York • Atlanta



56 /business insurance, May 27,1985

datebook

JUNE 16. Structured Settlements and Risk

Management seminar in Minneapolis, sponsored
by Settlement Planning inc., $95. Dave Terwil
tiger, Settlement Planning Inc., 6800 France Ave.

South, Minneapolis, Minn. 55435; 800-922-6800,
612-920-6166.

JUNE 17-18. Health Care Cost Containment

workshop in New York, sponsored by Health Re-

search Institute, $395. Workshop Coordinator,
Health Research Institute, 49 Quail Court, Suite
200, Walnut Creek, Calif. 94596.

JUNE 17-19. 1985 Trustees and Administrators

Institutes in Lake Tahoe, Nev., sponsored by The
International Foundation of Employee Benefit

Plans; $420 for members: $495 for non-members.

Also Sept. 23-25 in Banff, Alberta, Canada. Regis-

tration Department, IFEBP, P 0. Box 69, Brook-
field, Wis. 53008-0069.

JUNE 18. Defending Insurance Claims for
Hazardous Waste Damages semi nar in New
York, sponsored by The College of Insurance;
$295. Ronnie Krannis, Professional Development

Programs, The College of Insurance, One Ins"-

ance Plaza-101 Murray St., New York. N.Y.

10007; 212-962-4111.

JUNE 18-20. Industrial Fire School in Ma-

rinette, Wis., sponsored by Ansul Fire Protection;
$650. Also Aug. 6-8, Sept. 17-19 and Oet. 7-9, al. in
Marinette. Sara Lambrecht, Ansul Fire Protec-

tion, 1 Stanton St., Marinette, Wis. 54143,

JUNE 19. Long Island Update: Cost Contain-

ment Through Benefits Design and Adminis-
tration seminar in Plainview, N.Y. sponsored by
The New York Business Group on Health: $10 for
members; $25 for non-members. Registrar, The
New York Business G roup on Health Inc.. 1633
Broadway, 46th floor, New York, N.Y. 10019; 212-
397-1260.

JUNE 19. Health Improvement/Prevention

Workshop in New York, sponsored by the Health
Research Institute; $195, Contact Workshop Coor-
dinator, Health Research Institute, 49 Quail Court,
Suite 200, Walnut Creek, Calif. 94556: 415-676-
2320.

JUNE 19. Advanced Cost Containment work-

shop in New York, sponsored by Health Research

Institute; $195. Workshop Coordinator, Health Re-

search Institute, 49 Quail Court, Suite 200, Walnut
Creek. Calif. 94596; 415-676-2320.

JUNE 19. Third-Party Administrator work-

shop in New York, sponsored by Heakh Research

YOU'RE mRT
Of ANOTHIiR
SMART MOVE,

CHICAGO.

Dennis Keller, Three First National Plaza
70 West Madison Street, Fourteenth Floor

Chicago, Illinois 60602-4270
312/236-2686 or 800/421-2022

Ofices in Boston • Chicago o Cincinnati e Dallas o Kansas City •
Ins Angeles . New York . San Francisco o St. Petersburg

N

Institute: $395, $195 for subsequent registrants
from same company. Workshcp Coordinator,
Health Research Coordinator, 49 Quail Court,

Suite 200, Walnut Creek, Calif. 94596, 415-676-

2320.

JUNE 19-21. 16th Annual Ohio Self-Insurers

Assn. conference in Dayton, Ohio; $125 for mem-
bers; $250 for non-members. Make checks payable

to Gerald Thomas, 313 S. Algoncuin Ave., Co-
lumbus, Ohio 43204, for information, call Richard

Schafstall, Ohio Self-Insurers Assr. president,
513-632-3331.

J UNE 19-21. Florida Assn. of Self Insurers

fourth annual seminar in Orlando Fla., $150 for

members; $175 for non-members. Registrar, FASI,
P.O. Box 4850, Winter Park, Fla, 32793; 305-657-

9574.

JUNE 19-21. Fourth Annual Workers Compen-

sation seminar in Orlando. Fla. spor.sored by the

Florida Assn. of Self Insurers; $150 for members;

obody but a comic
says Second City anymore. Commodities
capital, transportation center, financial
focal point for the Midwest and beyond.
Heart of the Heartland-that's Chicago.

So how could we stay away another day?
After all, we've worked with practically
every major casualty insurer and self-
insured in Chicago. Now we've opened
offices in the hub of the Loop, to be
closer to our central US. and Canadian

clients. And serve them better, quicker.

We think it's another smart move,

Chicago. For both of us.

THE
STRUCTURED
SETTLEMENTS TM
COMPANY

INTRODUCING...

66INSURANCE/MARKETING & ADVERTISING '85 REPORT"
"INSURANCE/MARKETING & ADVERTISING '85 REPORT" (INSUR/MAR) is the new annual market-

ing report that provide you with an upclose report on the insurance industry!

"INSUR/MAR" gives you a look at the leading insurance companies, and the leading advertisers within
the insurance industry-including advertising expenditures-and the media used. The report also gives
you some close-up profiles of insurance companies, their financial data, line of services, personnel and
more!

Subscribe NOW and receive your copy of "/NSUR/MAR" at the special subscription price of $339.00/
And, if you're not satisfied, simply return your entire report within ten (10) days for a refund! S U B-
SCRIBE NO W!!!

(Enclosed is my check for$339.00 for "INSUR/MAR").
NAME

FIRM/COMPANY

ADDRESS

CITY

Return to:

STATF

GRAHAM COMMUNICATIONS, INC.

Dept. INR-15
6065 Roswell Rd. N.E.

Suite 1182

Atlanta, GA 30328

TITLE

ZIP

$175 for non-members. Keylon Patch, executive
director, FASI, P.O. Box 4850, Winter Park, Fla.

32793; 305-657-9574.

JUNE 20. Medical Directors workshop in New
York, sponsored by the Health Research Institute:
$195. Registrar, Health Research Institute, 49
Quail Court, Suite 200, Walnut Creek, Calif. 94596;

415-676-2320

JUNE 20-21. Perinatal Risk Management: Un-
derstanding and Preventing the Multimillion
Dollar Claim seminar in Houston, sponsored by

the American Society for Hospital Risk Manage-
ment and The Structured Settlements Co.,$175 for

ASHRM members: $235 for non-members. Also

Sept. 30-Oct. 1 in San Francisco. Registrar,

American Hospital Assn., Division of Education,
840 N. Lake Shore Drive, Chicago, Ill. 60611; 312-
280-6083.

JUNE 20-21. Labor/Management conference in

New York, sponsored by Health Research Insti-
tute: $195. Workshop Coordinator, Health Re-
search Institute, 49 Quail Court, Suite 200, Walnut

Creek, Calif. 94596; 415476-2320.

JUNE 20-21. The Brief Course in Reinsurance

in New York, sponsored by The College of Insur-

ance; $145 Laura McKeon, Professional Develop-
ment Programs, The College of Insurance. One In-
surance Plaza-101 Murray St, New York, N.Y.
10007; 212-962-4111.

JUNE 23-27. The Advanced Course in Reinsur

ance in New York, sponsored by The College of
Insurance; $825 for college sponsors; $950 for
others. Laura MeKeon, Professional Development
Programs, The College of Insurance, One Insur-
ance Plaza-101 Murray St., New York, N.Y
10007; 212-962-4111.

JUNE 23-28. The Management Program in New
York, sponsored by The College of Insurance; $825
for college sponsors; $950 for others. Call or write
Russel Fershleiser, Professional Development
Programs, The College of Insurance, One Insur-
ance Plaza-101 Murray St., New York, N.Y
10007:212-962-4111.

JUNE 24. Tax Reform Implications for Em-
ployee Benefit Plans program in New York,
sponsored by the International Foundation of Em-
ployee Benefit Plans, $140 for members; $165 for
non-members. Also June 25 in Detroit, June 26 in

Seattle, June 27 in Los Angeles, July 8 in Boston,
July 9 in Chicago, July 10 in Minneapolis and
July 11 in San Francisco. Registrar, IFEBP, P.O.
Box 69, Brookfield, Wis. 53008-0069.

JUNE 2+26. Petroleum/Chemical Fire School

in Marinette, Wis., sponsored by Ansul Fire Pro-
teetion; $650. Also July 16-18, Aug. 522, Sept.

10-12 and Oct. 1-3, all in Marinette. Sara Lam-

brecht. Ansul Fire Protection, 1 Stanton St., Ma-

rinette, Wis. 54143.

JUNE 24-26. Wellness Strategies conference in
Trenton, N.J. sponsored by the National Wellness
Institute; $250, $25 discount to members. To regis-
ter, contact the Registrar, National Wellness Insti-
tute, South Hall, University of Wisconsin-Stevens
Point Foundation, Stevens Point, Wis. 54481; 715-
346-2172/2572.

JUNE 26-28. Suceessful Retirement Planning
Programs workshop in Chicago, sponsored by
Retirement Advisors Inc.; $450. Also Oct. 16·18 in
Kansas City, Kan., and Nov. 6-8 in New York.
Registrar, 919 Third Ave., New York, N.Y.; 212-
421-2400.

JUNE 27. Stress Management: Sharing Japan's
and America's Experiences conference in New

York, by The New York Business Group on
Health Inc.. fees to be announced. The New York

Business Group on Health Inez., 1633 Broadway.

46th floor, New York, N.Y. 10019; 212-397-1260.

JUNE 27-28. Media Insurance and Risk Man-

agement seminar in New York, sponsored by the

Practising Law Institute; $390. Ann Tracy, PLI,
810 Seventh Ave., New York, New York 10019;

212-765-5700.

JULY 15-19. Occupational Respiratory Protee-
tion course in Los Angeles, sponsored by the Uni-

versity of Southern California; $750. Registrar,
Office of Extension and In-Service Programs, In-
stitute of Safety and Systems Management, Uni-
versity of Southern California, Los Angeles, Calif.

90089-0021; 213-743-6523/6524.

JULY 16. Preparedness for Chemical Emer
gencies conference in Chicago, sponsored by Illi-

nois State Chamber of Commerce. $90 for mem-

bers; $135 for non-members. Carol Jensen, ISCC.

20 N. Wacker Dr, Chicago, Ill. 60606; 312-372-
7373.

JULY 17. Health Care Cost Containment con-

ference in Chicago, sponsored by Illinois State
Chamber of Commerce; $90 for members, $135 for

non-members. For information, contact Carol

Jensen, ISCC, 20 N. Wacker Dr., Chicago, 111.

60606; 312-372-7373.

JULY 17. Plan Design conference in Chicago,
offered by the Illinois State Chamber of Com-
merce: $90 for members; $135 for non-members.

Registrar, ISCC, Center for Business Management,
20 N. Wacker Dr., Chicago, 111. 60606; 312-372-
7373.

JULY 21-27. National Wellness conference in

Stevens Point, Wis., sponsored by the University
of Wisconsin-Stevens Point; $325 for the week;

$75 per day; members of the National Wellness
Assn. receive $15 discount on full registration; or-
ganizations with three or more attendants receive
special discounts. Registrar, National Wellness
Conference, South Hall, UWSP, South Point, Wis.

54481, 715-346-2172/2572.

JULY 22-23. Asset/Liability Management:
Profitability and Risk in a Time of Change
conference in Boston, sponsored by Peat Marwick
and Darling & Associates; $675. Registrar, Execu-
tive Education Department, 810 Seventh Ave.,
28th Floor, New York. N.Y. 10019; 1-800-762-3932.

Continued on next page
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JULY 22-26. Sampling and Evaluating Air
borne Asbestos Dust course in Los Angeles.
sponsored by the University of Southern Califor-
nia; $675. Registrar, Office of Extension and In-
Service Programs, [nstitute of Safety and Systems
Management. University of Southern California,
Los Angeles, Calif. 90089-0021; 213-743-6523/6524.

JULY 29-31. Industrial Hygiene Sampling
Strategies course in Los Angeles. sponsored by
the University of Southern California; $425. Reg-
istrar, Office of Extension and In-Service Pro-

grams, Institute of Safety and Systems Manage-
ment, University of Southern California, Los An-
geles, Calif. 90089-0021; 213-743-6523/6524.

JULY 30-AUG. 1. Utilities Fire School in Ma-
rinette, Wis., sponsored by Ansul Fire Protection,
$650. Also, Aug. 27-29 in Marinette. Sara Lam-
brecht, Ansul Fire Protection, 1 Stanton St., Ma-
rinette, Wis. 54143.

AUG. 4-6. Business burance Employee Bene-
fits Communications conference in New York,
sponsored by Business Insurance, $575. Registrar.
Business Insurance Communications Services De-

partment, Business Fnsurance, 220 E. 42nd St.,
New York, N.Y. 10017; 212-210-0137.

AUG. 5-7. Recognition of Accident Potential in
the Workplace Due to Human Factors course in
Los Angeles, sponsored by the University of
Southern California, $425. Registrar, Office of Ex-
tension and In-Service Programs, Institute of
Safety and Systems Management, University of
Southern California, Los Angeles, Calif. 90089-
0021; 213-743-6523/6524.

AUG. 8-9. Legal Aspects of Occupational
Safety and Health course in Los Angeles, spon-
sored by the University of Southern California;
$375. Registrar, Office of Extension and In-Service
Programs, Institute of Safety and Systems Man-
agement, University of Southern California. Los
Angeles, Calif. 90089-0021,213-743-6523/6524.

AUG. 11-14. 1985 Communications Institute

program in Monterey, Calif., sponsored by the In-
ternational Foundation of Employee Benefit
Plans; $420 for members, $495 for non-members.
Registrar, IFEBP, 18700 W. Bluemound Road, P.O.
Box 69, Brookfield, Wis. 53005-0069, 414-786-6700.

AUG. 12. Plan Administration conference in

Chicago. sponsored by the Illinois State Chamber
of Commerce; $90 for members; $135 for non-
members. Registrar, ISSC, Center for Business
Management, 20 N. Wacker Drive, Chicago, Ill.
60606; 312-372-7373,

AUG. 18-21. 1985 Corporate Benefits Manage-
ment conference in Lake Tahoe, Nev., sponsored
by the International Foundation of Employee
Benefit Plans; $500 for members; $575 for non-
members. Registrar, IFEBP, 18700 W, Bluemound
Road, P.O. Box 69, Brookfield. Wis., 53005-0069;
414-786-6700.

AUG. 18-22. 11st Annual Convention of the In-

ternational Assn. of Industrial Accident

Boards and Commissions in Sun Valley, Idaho;
$175 for members, $240 for non-members. Larry
Spjute, IAIABC, P.O. Box 1252, Boise, Idaho 83701;
208-334-2193.

AUG. 19-23. Developing and Managing a Basic
Safety and Health Program course in Long
Grove, Ill., sponsored by the National Loss Con-
trot Service Corp., $650. Also Oct. 28=Nov. 1 in
Long Grove. Tommy Thomas, NATLSCO, Route
22 and Kemper Drive, Long Grove, Ill. 60049; 312-
540-2400,800-323-9585.

AUG. 19-23. Recognition of Occupational
Health Hazards course in Los Angeles, spon-
sored by the University of Southern California;
$675. Registrar, Office of Extension and In-Service
Programs, Institute of Safety and Systems Man-
agement, University of Southern California, Los
Angeles, Calif. 90089-0021; 213-743-6523/6524.

SEPT. 3-6. Reinsurance Accounting & Finance
for Cedents & Assumers seminar in Crotonville,

N.Y., sponsored by Robert W. Strain Seminars
Inc., $1,245. Registrar, Strain Seminars Inc., P.O.
Box 1000, Wingdale, N.Y. 12594; 914-832-9384.

SEPT. 6-7. Workers Compensation: Your
Safety & Health Balance Sheet course in Los

Angeles, sponsored by the University of Southern
California, $250. Registrar, Office of Extension
and In-Service Programs, Institute of Safety and
Systems Management, University of Southern
California, Los Angeles, Calif. 90089-0021; 213-
743-6523/6524.

SEPT. 9-13. Fundamentals of Industrial Hy-
giene Monitoring course in Long Grove, Ill.,
sponsored by the National Loss Control Service
Corp.; $500; 10% discount for two or more regis-
trants from the same company. Also Nov. 1145 in
Long Grove. John Garis, NATLSCO, Long Grove,
111. 60049, 312-540-2026.

SEPT. 9-13. Fundamentals of Money Manage-
ment workshops in Philadelphia, sponsored by
the International Foundation of Employee Benefit
Plans: $700 for members: $825 for non-members.
Registrar, IFEBP, 18700 W. Bluemound Road. P.O.
Box 69, Brookfield, Wis. 53005-0069: 414-786-6701.

SEPT. 9-13. Hazardous Materials: Handling
and Disposal course in Los Angeles, sponsored
by the University of Southern California, $675.
Registrar,- USC, Institute of Safety and Systems
Management, Office of Extension and In-Service
Programs, Los Angeles, Calif. 900899-0021; 213-
743-6523/6524.

SEPT. 20. Employee Education conference in
Chicago, sponsored by the Illinois State Chamber
of Commerce; $90 for members; $135 for non-
members. Registrar, ISCC, Center for Business
Management, 20 N. Wacker Drive, Chicago, Ill.
60606; 312-372-7373.

SEPT. 21-24. International Benefits seminar in

St. Thomas. Virgin Islands, sponsored by the In-
ternational Foundation of Employee Benefit
Plans, $500 for members: $575 for non-members.

Registrar, IFEBP, 18700 W. Bluemound Road, P.O.
Box 69, Brookfie:d, Wis. 53[05-0069; 414-78E-6701.

OCT. 1-3. Effect ve Training Skills workshop in
Norwood, Mass., :ponsored Gy Factory Mutual En-
gineering Corp.; ;485. Registrar, Training Depart-
ment, Factory Mutual Eng.neering, 1151 Boston-
Providence Turnpike, P.O. Box 9102, Nirwood,
Mass. 02062.

OCT. 3-4 Quantitative Techniques for Risk
Management seminar in New York, sponsored
by The College cf Insurance. $495 for sponsoring
participants; $535 for all others. Registrar, Profes-

sional Development Programs Division, The Col-
lege of Insurance. Or.e Insurance Plaza, 10: Mur-
ray St., New York, N.Y. 10007; 212-962-4111.

OCT. 3-6. The Fitness Providers Challenge:
Marketing and Managing Employee Health
Programs conference in Fort Worth, Texas.
sponsored by the Assn. for Fitness in Bisiness;
price not yet set. Susan Hagerty, AFB, 1312 Wash-
ington Blvd., Stamford, Conn. 06902.

OCT. 7-10. Highly Protected Risk Property
Conservation coirse in Long Grove, Ill, spon-
sored by the Kemper Group; $400; free for
Kemper HPR-insured property owners. W P.
Thomas Jr., Manager, Eng: neering Research &
Staff Developmer t, HPR Department, A-1, Long
Grove, Ill. 60049; 312-540-3380.

OCT. 16. Health Promotion conference .n Chi-

cago. sponsored by the Illinois State Chamber of
Commerce; $90 for members; $135 for nor.-mem-

ben Registrar, ISCC, Center for Business Man-
agement, 20 N. Wacker Drive. Chicago, W. 60606;
312-372-7373.

OCT. 28-31. Sth Annual Construction Insurance

conference. New Orleans, by the International
Risk Management Institute Inc.; $585. Conference
Coordinator, International Risk Management In-
stitute Inc., 10300 N. Central Expressway, Building
3. Suite 208, Dallas, Texas 75231, 214-363-9656.

OCT. 31. Rising to the Challenge conference in
Philadelphia, sponsored by the Philadelphia
Chapter of the Society of Chartered Property and
Casualty Underwriters, Independent Insurance
Agents & Brokers Assn. of Philadelphia and Sub-
urbs, Delaware Valley Chapter of The Risk & In-
surance Management Society and the Insurance
Society of Philadelphia; $35. Peter Raymond,
Aetna Life & Casualty, 1 Logan Square, Philadel-
phia, Pa. 19103; 215-854-7350.

NOV. 19. Utilization/Data Management con-

ference in Chicago, sponsored by the Illinois State
Chamber of Commerce; $90 for members, $135 for
non-members. Registrar, ISCC, Center for Busi-
ness Management, 20 N. Wacker Dr., Chicago, Ill.
60606; 312-372-7373.

The Datebook is compiled from notices sent to
Business insurance. Notices should be sent at least

eight weeks in advance to Datebook, Business In-
surance, 740 N. Rush St., Chicago, m. 6061 1. Busi-
ness Insurance reserves the right to select meet-
ings of most interest to its readers and cannot
guarantee that notices wiN be printed.
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THIS IS THE PLACE

I FOR LONG-TERMAUTO LEASI NG
INSURANCE.

Be sure. Take advantage of our extensive
experience with this difficult-to-place business. Designed

specifically for the automobile leasing/rental industry, our
program saves you time, cuts your costs, satisfies yourcus-
tomers. We do the work, you get the credit!

li71
We invite your

inquiry and your
business.Writeo
call Ron Ruane

• Lessors Excess Liability • Primary Physical Damage
• Lessors Contingent Liability • Primary Liability Coverages
• Contingent Physical Damage • Interim Car Coverages

• Residual Value Insurance

PAIGE-RUANE, INC.
INSURANCE

The Irwin Building
460 N. Gulph Road

r Kin9 of Prussia, PA 19406
(215) 265-4170

Physical Damage by

Motors Insurance

me Insurance Peopletrom General Motors

The Special Risk Specialists
Los Angeles o New York o Atlanta
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U.S. courts make British underwriters wary
By STACY SHAPIRO

LONDON-Until Americans

solve the liability problems that
U.S. courts have created, British
underwriters will continue to be

wary of North American casualty
risks, said Lloyd's of London Dep-
uty Chairman Murray Lawrence.

"We do not think our reaction to

the U.S. is hysterical at all," Mr.
Lawrence said at the recent confer-

r
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BMS CAT's multi-method flexibility·

BMS Catastrophe. inc. (BMS CAT) provides more than just cleaning to help you
recover from fire or water damage. Cur experience and flexibility allow us to offer
five varying approaches to restoration. We can tailor any one of the following meth
ods to lit your specific needs.

1. Damage Appraisal We inspect the damage. prepare a detailed plan describ-
ing all necessary restoration steps ard itemize expected costs.

2. Emergency Service BMS CA- provides emergency loss mitigation services
such as: corrosion control. documen, preservation. cursory cleaning and deodori-
zation. These are separate from the other services needed to accomplish full
recove,v.

3. Consultation We organize pr orities, prepare a plan of action and deal with
government agencies.

4. Retained Job Management BMS CAT provides specialized equipment and
chemicals and supervises the insured's employees to provide the most efficient
work force.

5. Total-Service Restoration We organize every aspect of each job including
furnishing all equipment, chemicals and labor. You can rely on our guarantee that
the proposed work will solve specified problems for the projected cost. Taking

advantage of all of BMS CAT's services simplifies coordination, prevents duplica-
tion of effort and minimizes time and expenses.

BMS CAT's patented equipment, specialized chemicals and proven techniques are
vital to restoration. But we're known for more than just cleaning ability. It's our flex-
ible approach to treat each job withiniqueness. urgenc¥ and discretion that will put

you back in business fast.

International Headquarters.

1000 Forest Park Blvd. Fort Worth. TX 7611C

24-HOUR HOTLINES:

800/433-2940
In Texas: 817/926-5296

In Canada: 519/886-7909

BlackmonMooring
Reamatic

Catastrophe,Inc.

The Specialists for

ence of the British Insurance Bro-

kers Assn.

"How can you play a game when
you don't know what the rules will
be?. . .This isn't a problem that can
be resolved by throwing money at
it. We cannot go on entering con-
tracts today when we do not know
how the courts will interpret those
contracts in 30 years' time," he said.

Mr. Lawrence was responding to
a BIBA member who asked if cli-

ents can expect a more-relaxed at-
titude by underwriters in 1986 to-
ward underwriting U.S. casualty

risks of North

 American com-
---- -= panies or Euro-

pean companies
that have North

American expo-

 sures

IVF" said rate in-
Mr. Lawrence creases of 300%

or more still are

not enough to convince some
Lloyd's non-marine underwriters
to write many North American cas-
ualty risks.

"These particular horses are very
frightened, and it will take a long
time to get them back to the trough
to drink again," said Mr. Lawrence,
a non-marine underwriter and

chairman of Lloyd's underwriting
agency Murray Lawrence & Part-
ners.

Another conference attendee

asked if Lloyd's underwriters
would prefer casualty risks to be
written on a claims-made basis

rather than an occurrence basis. A

claims-made policy responds only
to claims filed during the policy pe-
riod, while an occurrence policy re-
sponds to any claims that occur
during the policy period, regardless
of when they are filed.

"Claims-made is not the panacea
for all troubles, but it does go in the
right direction," Mr. Lawrence re-
plied. "But, I hate for people to
think that it is the panacea for all
ills. . . There are other problems to
deal with, too, particularly in the
U.S."

The Insurance Services Office

has proposed two new commercial
general liability forms, one a
claims-made form, for adoption in

the United States next year (BI,
May 20). And, Lloyd's underwriters
are considering writing their own
revised general liability form.

The question-and-answer session
took place after Mr. Lawrence's
speech to BIBA members on :he
role of Lloyd's and Lloyd's brokers.

Mr. Lawrence pointed out th:: it
is a time of "great change" in the
commercial and regulatory fie_ds,
not just at Lloyd's but everywhere
in the industry.

In particular, the British govern-
ment is moving to establish
self-regulatory bodies to regulate
companies involved in personal in-
vestments (see story, page 62).

Lloyd's hopes its brokers will
continue to be self-regulated by -he
Council of Lloyd's and not be
placed under another self-regula-
tory body, Mr. Lawrence said.

"Clearly, they must be regulated
by Lloyd's, as at present, or by
some other body either presently in
existence or that might be set
up. ...If the latter, it is difficult to
see how the title Lloyd's broker
could be retained and the effect of

this would therefore be to do away

with that title and throw open to
Lloyd's every broker approved by
that body," he said.

"There is, I believe, a general
feeling that we would all be loath
to see the demise of the title of

Lloyd's broker, and therefore a
general agreement that Lloyd's
should be the body responsible for
their regulation," he said.

If Lloyd's brokers are to remain
self-regulated, the Council of
Lloyd's will have to consider what
other areas of brokers' business it

should regulate, he said.
"We have seen so often in the

past that any action by a firm that
is a Lloyd's (firm) or is a company
in the same group as a Lloyd's bro-
ker. . .rebounds well or badly on
the reputation of Lloyd's as a
whole. This is regardless of
whether that action involves

Lloyd's underwriters, or very often
whether it is connected with insur-

ance broking at all."
Lloyd's will draw up a code of

conduct for all Lloyd's brokers as a
"vital part of the regulatory ma-
chinery," said Mr. Lawrence.

Commercial and regulatory
changes are also creating giant fi-

I Run-off Covers

I Retrospective & Prospective
Excess of Loss Aggregates

Pinnacle
Pinnacle Reinsurance Company Limited
Barclays International Building
Church Street, P.O. Box 1801
Hamilton 5, Bermuda.
Telephone: 809-292-8600
Telex: 3572 ASSUR BA

Total Capital and Surplus exceeds US $42,500,000

nancial services conglomerates that
are making inroads into the insur-
ance industry, particularly into the
personal lines business, he said.

"You are all well aware of the

heavy breathing down your necks
of the banks and building societies
(savings and loans)-all of them
runners in the same race. That race

seems to attract new entrants and

ideas and become more competitive
every day," he said.

"All of this you might think
would be of little interest to

Lloyd's, but it is."
He said that, as a result of these

changes, Lloyd's is considering ex-
panding its personal lines business,
as it has done in the British auto-

mobile insurance sector.

"I have no doubt that we shall see
more market initiatives to extend

this general concept to other classes
of business in the future, especially
when our new business processing
systems are in place," said Mr.
Lawrence.

"This is most likely to develop in
the householder, motor and small
commercial areas and other small

premium business where un-
derwriters believe there is a profit
to be made."

Also, Lloyd's brokerages appear
to be getting involved in the "su-
permarket" approach of offering
many services under one operation,
Mr. Lawrence said, adding that he
hopes this move is not being made
too hastily.

"We shall see too many firms
taking this route for the wrong rea-
sons simply because it is the cur-
rent fashion. In which case, if I am
correct, these same companies will
be hastily unbundling themselves
at the end of this decade and

through the 1990s," he said.
But, Mr. Lawrence concluded,

the heart of the entire Lloyd's in-
dustry is "the interests of the client
-his confidence in whatever new

format is developed for the future
must be safeguarded, and hence we
are right back to regulation.

"Whatever system evolves in the
future must be seen to be properly
regulated. . .We cannot afford to
wait for problems to come to light,
before putting that regulation in
place," he said.

"No more closing of stable doors,
after the horse has bolted." •

BIBA conference

draws 400 brokers
LONDON-More than 400 bro-

kers from England, Scotland,
Wales and Northern Ireland at-

tended the one-day British Insur-
ance Brokers' Assn. conference last

month in London.

The first speaker at the confer-
ence was the Lord Mayor of Lon-
don, Sir Alan Traill, who is also
chairman of Lloyd's broker Lang-
bourn Holdings Ltd.

In his address, Sir Alan ques-
tioned the wisdom of creating fi-
nancial conglomerates designed to
provide "one-stop shopping" for
custonners.

"I question if it is right, if it will
provide a real service," he told con-
ference members.

At least seven insurance brokers

rank among the largest 500 corn-
panies in Britain, according to A.V.
Alexander, a director of Sedgwick
Group P.L.C. who is serving as
BIBA chairman this year.

BIBA members also broker some

80% of all the commercial insur-
ance in Britain, Mr. Alexander
added.

Among those attending were
John Regan, chairman and chief
executive of Marsh & MeLennan

Cos. Inc.; Lloyd's Chief Executive
Ian Davison; Robin Leigh-Pember-
ton, governor of the Bank of Eng-
land; and Lord Aldington, chair-
man of the Sun-Alliance Group. •
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As one of the leading
sources for claims-made spe-
cialty casualty and professional
liability we have shared the
same troubled climate with the

rest of the insurance industry.
Through it all, however, we
have always practiced under-
writing and risk coverage one
way For profit. With profes-
sionalism and expertise.

As a result, while many
others have come and gone, we
have been able to maintain con-

tinuity for most of our cover-
ages. Today; Shand, Morahan
remains an active market for

several difficult-to-place cover-
ages including medical/hospital
malpractice and architects and
engineers E&0. And we are
eager to consider just about any
exposure in the area of
miscellaneous E&0.

We have the stability.
We have the coverages. And
most important, we have the
know-how and the confidence

to say 'yes."

Shand, Morahan
& Company, Inc.
Shand Morahan Plaza

Evanston, IL 60201
(312) 866-2800
Telex 72-4328
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British brokers told to invest

in education for employees
By STACY SHAPIRO

LONDON-British brokerage
firms should invest in training ar.d
education for their employees if the
brokers want to be competitive,
says David Rowland, chairman if
Lloyd's of London broker Stewart
Wrightson Holdings PLC.

Mr. Rowland says British brokers
have too long lagged behind West
German, Japanese and U.S. com-
panies in investing in the education
of their employees.

And, the lack of training has
caused professional standards to
decline at British brokerage firms,
creating a huge increase in profes-
sional indemnity claims, Mr. Row-
land added.

Together, these factors could
force other clients to use more-edu-

SPEAKING OF
NORTH[AD

«

Staying power to me means
peace of mind. Northland has a
stability tbat is so reassuring,

we take it for granted."
- Ken Albaugh, Truckers Insurance Associates

"We've been doing business with Northland for 28 years.
They've been a consistent market, showing a commitment
to their programs and to their agents. When my son and
son-in-law acquire the agency I know they'll continue to
depend on Northland. And that makes one less thing I have
to worry about."

0 NorthlandInsurance Companies

St. Paul, Minnesota Oup

cated markets, Mr. Rowland sug-
gested.

"Because our native wit enables

us to be peculiarly suited to the
provision of sophisticated financial
services, it should encourage us to
reinforce talent with disciplined
learning," Mr. Rowland told those
attending the recent British Insur-
ance Brokers Assn. conference.

"If we were organized to train
ourselves, we could knock the
pants off of everybody," Mr. Row-
land added, "If we don't, I am
afraid we will go the paths of other
industries here and see our ranks

diminish."

Mr. Rowland criticized the pro-
fessional standards of British bro-

kers in his speech to the BIBA con-
ference. He said the trust among
brokers, clients and underwriters
has eroded in the British insurance
market.

He said part of the erosion was
caused by misconduct by a few se-
nior broker officials in the 1960s

and 1970s. That misconduct, he
said, caused "real shock" in the
market.

"If people within the market,
whose very watchword is 'the ut-
most good faith,' can be so cynical
in their manipulation for personal
gain, what hope is there for the fu-
rure?" Mr. Rowland asked.

Also, broker/client/underwriter

trust has eroded as today's huge
claims force more people to ques-
tion the conduct of intermediaries

in insurance and reinsurance trans-

actions.

"We are well-aware of our vul-

nerability as brokers to allegations
of negligence made by our clients;
to the consequence of error or
omission," he said.

"The very scale of underwriting
losses would naturally make exa.n-
ination of claims a special activity,"
Mr. Rowland added.

He also stressed that if British

brokers spent more on training and
education, then they could start
spending less on their errors and
omissions insurance, which is rap-
idly growing more costly (BI, Feb.
18).

"Who at present can claim that
his training expenditure equals his
professional indemnity premium?"
Mr. Rowland asked BIBA mem-

bers.

Today, British brokers spend
anywhere from 1% to 15% of their
brokerage profits on E&0 cover-
age, Mr. Rowland said. The in-
creased cost of the coverage-
which all brokers in Britain are re-

quired by law to have-arises from
increased clairns.

"If standards have declined, we

must make every possible effort to
reverse this trend. Surely it must
be preferable to endeavor to reduce
the cost of paying for errors by a
greater commitment to producing
the standards which will help to
avoid them."

But, Mr. Rowland did praise the
British brokers for the strides they
have made in carving a niche for
themselves in the world insurance
market.

"We are speaking of an outstand-
ing success story," he said. "Nation-
ally and internationally, British in-
surance and British insurance bro-

kers have established a unique po-
sition and reputation."

But, he said Britain must im-

prove its professional standards in
order to keep its share of the world
market.

"We display a national weakness
in this area (training)," Mr. Row-
land said.

"Statistics are virtually non-exis-
tent, but there is no evidence what-
soever that the British insurance

industry is showing a greater com-

 mitment to education and trainingthan its leading international com-
petitors." I
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New U.K. rules won't cover non-life insurance
By STACY SHAPIRO

LONDON-The British govern-
ment will not include non-life in-

surance underwriters, agents or
brokers in sweeping legislation that
will affect the life insurance indus-

try, says Alex Fletcher, undersec-
retary of state for Trade and Indus-
try.

Mr. Fletcher made his remarks
at the recent conference of the

British Insurance Brokers Assn.,
where many of the brokers called
for the regulation of non-life insur-
ance under the new self-regulation
legislation.

"Can I first of all say that I take
this as a compliment," Mr. Fletcher
said. "It must be said that the usual

response of an industry to govern-
ment plans for regulation is a cho-
rus of pleas for exemption. I must

say therefore that I take some plea-
sure in receiving pleas f Dr the ex-
tension of the system, particularly
from those who wi.1 bear the brunt

of the regulation."
Non -li fe brokers say they want

to be included under the new legis-
lation so that all brokers are regu-
lated similarly.

However, he said the British gov-
ernment will not include non-life

insurance in the legislation
designed to protect consumer in-
vestments. The proposal will be
presented to Parliament later this
year.

"Any piece of legislation must
have its boundaries," Mr. Fletcher
said. "The boundary to this legisla-
tion i 3 investor protection. We are
not covering the antiques or fine
art markets. Similarly vie are not
covering gambling. This is because

although they have some features
like investments, we do not con-
sider that they are investments.

"In the same way we are nct pro-
posing to cover general insurance
-although we accept all you say
about its importance."

Mr. Fletcher explained to the
brokers the government's position
on wide-ranging changes expected
to be made in the industries thaL .n-

vest consumer funds, including life
insurance underwriters and agents.

The government's proposals
were outlined earlier this year in a
"white paper" called "Financial
Services in the United Kingdom-
A New Framework for Inves:or

Protection."

The government already has ap-
pointed an organizing committee,
called the Marketing of Invest-
ments Board, to fine-tune the de-

tails of self-regulation before legis-
lation is submitted to Parliament.

The zommittee is headed by Mark
Weinberg, chairman of Hambro
Life Assurance PLC., and in-
cluces BIBA Chairman A.V. Alex-
ander.

The government's proposals
have four objectives, said Mr.
Fletcher. to ensure that services are

supplied in the most effective way,
that regulation does not stifle com-
petition and innovation, that inves-
tors in Britain are provided with a
fair marketplace and that the regu-
latory system can respond to :11
events.

Any company or agent involved
in placing investments for consum-
ers-including those in the life in-
surance industry-will be under
the self-regulatory Marketing of
Investments Board either directly
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you didn't think youil need.
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has its ups and downs. It also
has a few sidesteps. As soon as
you think you know all the
answers, the questions change.
At Hull & Company we soend a
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ing insurance trends influenced
by world conditions. Because
they eventually effect every
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As our industry emerges from
one of its most challenging
periods, Hull has in place mar-
kets and lim its you may no
longer find through traditional
channels. But demand for them
will increase. Especially in areas
such as liability, transportation
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As one of the dominant inde-
pendent firms in the field, Hull
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or through an approved association
like the Insurance Brokers' Regis-
tration Council, the Stock Ex-
change or Lloyd's of London.

In the area of life insurance. the
government has proposed that all
commissions to brokers and man-

aging agents involved in life insur-
ance transactions be disclosed to
the customer, Mr. Fletcher noted.
Their proposal also calls for full
disclosure of all other business

terms and for improvements in the
keeping of records and accounts.

After Mr. Fletcher's speech,
many BIBA members voiced their
displeasure over the disclosure of
commissions and over excluding
the non-life insurance industry
from the self-regulation provisions
of the legislation.

Mr. Fletcher stood his ground.
However, he pointed out that, at
least in Britain, disclosure will be
under self-regulation and not
under direct regulation like in
other countries.

And, regarding non-life insur-
ance regulation, Mr. Fletcher said,
"It is a problem to study further,
but the new act will not be in-
volved in non-life insurance. The

brokers and companies should be
able to get together and set up a
parallel scheme. I do think there
are real opportunities for self-regu-
lation there." •

401 (k)s cover
20 million,
study reveals

WASHINGTON-More than one

out of every four U.S. employees
currently is covered by a 401(k) sal-
ary reduction plan.

A recent nationwide survey
found some 20 million employees
out of the total private workforce
of 74 million work for employers
that offer a 401(k) plan.

The survey, conducted for the
Employers Council on Flexible
Compensation by Swinehart Con-
sulting Inc., an Atlanta-based mar-
ket research firm, also found that
about 10% of companies with be-
tween one and 100 employees now
offer 401(k) plans, while about 28%
of employers with more than 100
workers provide the plans.

Of small companies that have
401(k) plans, some 37% reported
that a 401(k) plan is the only retire-
ment plan they provide.

And, 33% of the larger companies
with the plans said 401(k)s were
their sole retirement plans, the sur-
vey said.

A total of 482,280 employers offer
401(k) plans, and 130,783 companies
intend to set up plans in the future,
according to the study.

The survey, based on telephone
interviews with 600 employers ran-
domly chosen, clashes with earlier
Treasury Department estimates
that only 6 million employees were
covered by 401(k) plans.

The Treasury estimate was based
on "speculation" and "wild
guesses," while the ECFC survey is
the first scientific analysis of em-
ployee coverage under 401(k) plans,
said William Chip, counsel for the
Washington-based ECFC.

"No one has really known how
many people were covered in these
plans," added Ken Feltman, ECFC
director of government relations.

As Congress becomes aware of
how many people are covered
under 401(k) plans, legislators may
be more reluctant to make drastic

changes to the plans, he said.
Treasury last year proposed eli-

minating the plans as part of its tax
simplification plan. A revised plan,
expected this week, probably will

' allow the plans to continue, with
restrictions (BI, April 8). .
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Consultan

to cope w
By MEG FLETCHER

CHICAGO-The current tight-
ening commercial insurance mar-
ket is causing a cyclical seven-year
"itch" that has risk management
consultants scratching for alterna-
live ways to serve clients' needs.

Mass coverage cancellations and
midstream re-rating and rewriting
of policies have become a recurrent
problem in the insurance industry,
according to Larry W. Buck of
Houston-based risk management
consultant Larry W. Buck & Asso-
ciates Inc.

Risk managers have reacted to
paying higher prices for reduced
capacity and stricter terms with
"disbelief and some mild chaos,"
said Mr. Buck, who chaired a ses-
sion on the impact of changing in-
surance markets at the Society of
Risk Management Consultants'
conference earlier this month.

Risk managers are also facing
two "crises" that have occurred as a
result of increased use of claims-

made general liability forms and
the proposed elimination of sudden
and accidental pollution coverage
from the Insurance Services Of-

fice's new commercial general lia-
bility policies. said society Presi-
dent Charles T. Tagman Jr., a prin-
cipal with Tillinghast, Nelson &
Warren Inc. in Newton, Mass.

Public entities face special prob-
lems in the tight market, especially
since some of them are legally re-
quired to seek competitive bids for
insurance coverage at a time when
it' s difficult to find even a single
bidder, one consultant attending
the conference said.

The hard market has caused

more corporate insurance buyers to
seek help from risk management
consultants, according to some of
the 50 consultants who attended
the daylong conference.

Buyers want help in evaluating
their risks and developing alterna-
tive loss-control measures. This is

especially true for less-experienced
risk managers, who have only ob-
served the soft market of the past
seven years, some consultants
agreed.

"It is going to be a world of man-
aging risk, not buying insurance,"
one member of the audience told
the group.

Managing risk requires detailed
analysis of risk, including the kinds
of exposures the client faces, the
types of insurance it purchases and
the loss-control measures it applies,
consultants said.

Risk management consultants are
also sought by risk managers for
help in determining what insurance
limits would be sufficient. Decisions

on how to handle exposures must
made on a case-by-case basis, one
member of the audience said.

Employers no longer have the
luxury of buying affordable "sleep"
insurance nor can avoid the prob-
Ierns posed by having lean cover-
age in an area where exposure
exists, said Warren G. Brockmeier,
vp of risk management services for
The Wyatt Co. in Chicago.

Other consultants said they can
suggest options to buying insur-
ance, including self-insurance and
risk-pooling devices that include
association captives.

Such "group solutions" should be
encouraged to answer problems
that the insurance industry fails to
address itself, Mr. Tagman said.

It also may be necessary to take a
long-range view of the risk-control
process, rather than operate on a
normal 12-month cycle, another
conference attendee said.

Risk management consultants
can help each other by sharing in-

ts looking for ways
ith market changes
formation about the market for

specific coverages to create a coin-
mon data base. The Wyatt Co. is
now considering creation of s.uch a
data base, Mr. Brockmeier said.

Information on insurance market
conditions must also be shared with

top management of client corn-
panies, said one member of the au-
dience. It's important to deal with
top management rather than a
safety committee, which may be
powerful only on paper, said Her-
bert H. Feldman of Herbert H.
Feldman Insurance Consulting As-
sociates in Great Neck, N.Y.

"It doesn't rain up," he noted.
Risk management consultants

also can suggest strategies to clients
for coping with midterm cancella-
tions, like lobbying for laws requir-
ing insurers to provide earlier no-
tice of policy cancellation or non-
renewal.

Companies facing midterm can-
cellations may find an ally in the
state insurance commissioner, who
may be able to lobby the canceling
insurer by using "moral sway," one
consultant attending the confer-
ence said.

However, that approach may not
work when midterm cancellation oc-

curs because the insurance company
has lost its reinsurance, Mr. Buck

Continued on nert page
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Consultants' group may lobby
to change licensing regulations

By MEG FLETCHER

CHICAGO-The newly formed
Society of Risk Management Con-
sultants may take action to loosen
licensing regulations that hamper
risk management and insurance
consulting activities in some states.

The scciety says it may under-
take lobbying efforts to change
some of ihe state laws that restrict

consultants' operations and inde-
pendence.

These laws and their repercus-
sions were discussed at the society':
spring conference earlier this
month.

Part of the consultants' concern

stems from the fact that licensing
regulations vary by state, and con-
sul-ants say it is difficult to keep
them straight.

According t) an SRMC draft re-
port on the problem that was pre-
sented at the conference in Ch.-

cago, 26 states require risk manage-
ment and insurance consultants to

be licensed.

In six of these states-Kentucky,
Montana, North Dakota, Okla-

homa, Vermont and Wyoming
risk management consultan:s can-
not hold an agent's license.

On the o:her hand, in Alabama,

Florida, Illinois, Pennsylvania,
South Dakota and Texas, anyone
who seeks a consulting license also
must be licensed as an agent or a
broker. This has caused some risk

management consultants to be con-
cerned about charges of conflict of
interest.

Regulations affecting risk man-
agement consultants also can con-

tain different residency require-
ments.

For example, a consultant who
lives in Florida must hold an

agent's 1-cense. But, a person who
doesr_'t live in Florida but holds a

consulting license there does nor
need tc be affiliated with an

agency, according to consultants at
the session.

And, the organization is keeping
tabs on porentially precedent-set-
ting court rulings that could affect
residency requirernents for consu.-
tants.

For example, elimination cf
Puerto Rico's residency require-
men: for rjsk management consul-
tants was affirmed last month by
the 1st U.S. Circuit Court of Ap-
peals in Boston.

The appeals court upheld a deci-
sion by the U.S. District Court for
the District of Puerto Rico that

struck down the one-year resi-

dency requirement on the grounds
it was a violation of constitutional

rights.
The suit was filed on behalf of

Leonard J. Silver and Alvin E.

Mangold, both of First Risk Man-
agement Co„ a consultant in Feas-
terville, Pa.

"In many states, there are ex-
emptions for other professionals
consulting on insurance in the
course of their business activity,"
according to the society's draft re-
port, which was presented at the
meeting by Warren G. Brockmeier.
Mr. Brockmeier is vp and head of
the risk management consulting
practice at The Wyatt Co. in Chi-
cago.

The most common exemption, al-
lowed for attorneys, has been ap-
proved in 18 states.

Also exempted from licensing re-
quirements in some states are certi-

Continued on nert Page

Consultants seek alternatives
Continued from previous page
added.

While many risk management consultants say they expect to
profit from the tightening commercial insurance market, they may
have to work harder to succeed, conference participants said.

Mr. Buck said he doubled the size of his staff, which continues to
work 12-hour days including Saturdays to meet clients' requests for
help.

Working less-but reaping even greater benefits from the hard
marke.-are insurance brokers, several audience members claimed.

"They are smiling all the way to the bank," said Mr. Buck. "They
are certainly not doing anything to get four or five times the fee," he
said.

Brokers can be put on the defensive if they are asked to provide
an annual stewardship report, which describes what services the
broker provided for the compensation he received, one audience
member suggested.

Some risk management consultants recommended that clients
consider asking to compensate brokers on a fee basis, rather than
through commissions.

"These times are not good cnes or easy ones," Mr. Buck said. Yet, it
is a good opportunity to demonstrate to clients what risk manage-
ment consultants can do, he added.

The conference was the first sponsored by the 120-member orga-
nization, which was formed in January through the consolidation of
the Ir.s-:itute of Risk Management Consultants and the Insurance
Consultants Society (BI, Feb. 18). The groups had previously been
distinguished by the size of the consulting firms, with larger firms
tending to be members of IRMC and smaller ones more likely to
belong to ICS.
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fied public accountants, bank trust
officers, licensed public adjusters,
corporate risk managers, professors
of insurance, chartered financial
consultants and insurance agents.

Some states require that consult-
ing licenses be held only by the in-
dividual who is doing the consult-
ing.

However, other states require
that either the individual or firm,
or both, be licensed.

Some of these states require the
firm to hold a license and the indi-

vidual a sublicense, according to
the draft report.

Licensing regulations can also be
costly for consultants. Consultants
who seek licenses in states other

than those in which they reside
often must take examinations, the
cost of which can reach $1,000, in-
cluding transportation time and
hotel fees, according to one consul-
tant.

Some states will waive the exam

requirement if certain qualifica-
tions-in many cases a Chartered
Property & Casualty Underwriter
designation-are met.

"Reciprocity exists only to a lim-
ited degree," according to the re-
port.

Risk management consultants
may also be required to post bonds
or show proof of errors and omis-
sions coverage.

In Kentucky, for instance, the
law requires evidence of errors and

'Reciprocity (in
licensing) exists only
to a limited degree,'

according to the
report.

omissions coverage of $50,000 or a
$10,000 bond.

Legislation affecting risk man-
agement consultants is frequently
enacted in response to actions by
agents or brokers who are con-
cerned about competition from con-
sultants or consultants' credibility.

While some attending the con-
ference conceded that these laws
sometimes are not enforced, risk
management consultants do not
want their livelihood affected by
the restrictions.

They also fear that additional
legislation will be passed if they do
not lobby against these bills, ac-
cording to Mr. Brockmeier.

"I think we can make a differ-
ence," he said.

The society may want to consider
supporting model legislation on the
licensing of risk management con-
sultants that has been drafted by
the National Assn. of Insurance

Commissioners, suggested Al
Waters of Waters Risk Manage-
ment in Seminole, Fla.

An alternative would be for the

society to draft its own version of
licensing legislation to provide an
acceptable guideline for state regu-
lators, Mr. Waters added.

At the session, members also dis-
cussed ways to prevent or reduce
their errors and omissions expo-
sures.

Suggestions for office procedures
that can be used to help prevent
E&0 losses were offered by a
three-member panel consisting of
First Risk Management's Mr. Sil-
ver; Bob Sterling, president of In-
dustrial Risk Specialists in Great
Neck, N.Y.; and Thomas E. Gold,
executive vp of T.E. Brennan Co.
in Milwaukee.

Suggestions from the panel on
reducing losses include:

• Review incoming and outgo-
ing mail and peer review of reports
in an effort to eliminate or correct

errors as soon as possible. An inde-
pendent consultant can either peri-
odically have correspondence re-
viewed by a professional or urge a
secretary to question anything
being typed that is not easily un-

derstood.

• Document efforts by staff
members to continue their educa-

tion and to keep their risk manage-
ment consulting practice current.

• Offer opinions on risk man-
agement issues and contract lan-
guage only when specifically
asked. Urge clients to have their
own attorneys review proposed
contract wording.

• Provide a clear statement of

the scope of any project under-
taken, and document calls and con-
tacts that are made in connection

with a project.
• Provide guidelines risk man-

agers should review to determine
the risk posed by potential acquisi-
tions of clients.

• Provide detailed bidding spec-
ifications and cite the source of in-

formation.

The society is also studying the
feasibility of initiating an associa-
tion-sponsored E&0 coverage pro-
gram to help members reduce their
own insurance costs. •
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Creativity' often needed, consultants say
By MEG FLETCHER

CHICAGO-"Creative interpre-
tation" of policy language is just
one technique that can be used to
reduce policyholders' losses, risk
management consultants suggest.

By swapping "war stories" at the
Society of Risk Management Con-
sultants' conference earlier this

month, society members were pro-
vided with a forum that allowed

for a lively exchange of ideas. The
discussions were in keeping with

Executive Placement

Nationwide specialists in

COMPENSATION & BENEFITS
V.I.P. RESOURCES, INC.

278 Cratton Avenue

Staten Island, NY 10314

(718) 494-6725 Joseph Gross

the theme of the conference: "We

can learn more from one another

than we can from most outsiders,"
said session coordinator Herbert H.

Feldman of Insurance Consulting
Associates in Great Neck, N.Y.

Examples of using creative inter-
pretations of policy language to
help support clients' claims against
insurers were cited by two consul-
tants at the session.

In one case, a wine importer
went to court seeking indemnifica-
tion for a $530,000 loss caused when
a common table wine was substi-

tuted for a rarer vintage through a
forged, French certificate of au-
thenticity. The importer contended
that his application for a letter of
credit actually became a letter of
credit when the forged shipping
documents were attached to it.

Since those documents served as

an order to pay, the importer
should be indemnified under his

depositor's forgery bond, according
to Leonard J. Silver, president of
First Risk Management Co. in
Feasterville, Pa.

In another ease, a utility operat-
ing a waste-water treatment facil-
ity was sued by a neighboring small
business that complained about
noxious odors "trespassing" the
company's boundaries onto his
property, said Al Waters of Waters
Risk Management in Seminole,
Fla.

The utility's comprehensive gen-
eral liability policy normally would
not respond to the loss because it
contained an exclusion for gradual
pollution.

However, the unusual wording
in the complaint prompted Mr.
Waters to suggest the utility try to

J

'We can learn more

from one another

than we can from

most outsiders,' Mr.

Feldman says.

have at least its defense costs ccv-

ered through its personal injury
coverage. But, that approach was
never tested in court because the

utility bought the neighboring busi-
ness, he said.

While risk management consul-
tants are sometimes called upon to
help think up creative defenses Yor
clients, they also find themselves
on the receiving end when insurers
refuse to cover a claim, according
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to some of the consultants.

Insurers have a tendency to deny
claims on almost any basis, some
risk consultants said. "You can

make book that if you go over
$500,000 (in damages), they will trot
out the lawyers," one observer said.

A policyholder's claim for flood
damage was denied by its flood in-
surer because the water damage
caused machinery to corrode and
corrosion was not covered by the
flood policy. The company had to
sue to recover its losses, said one

representative of a large consulting
firm.

Another insurer denied coverage
in the case of two banks that sus-

tained a $10 million loss in syndi-
cated loans on leased equipment
because fraudulent documents cer-

tified equipment that proved to be
non-existent.

The bank had assumed its

banker's blanket bond would re-

: spond to the loss, but the surety in-
surer denied the claim. The insurer

refused to pay because the assign-
ment from the lessor to the bank

was legal, said one risk manage-
ment consultant.

The case has not yet been re-
solved.

Although some claims cannot be
settled for reasons beyond a consul-
tant's control, there are steps that
can be taken toward resolving the
problem, said Mr. Silver.

In one case, a retail establish-

ment was damaged by a fire that
the local district attorney first de-
clared as arson, but was later deter-

mined by investigators to have
been accidental.

The insurer was refusing to settle
even three years after the claim
originally was filed because the
public fire investigators' "arson"
files still were open.

In anticipation of difficulty in
settling with the insurer, the com-
pany filed suit against the insurer
within months after the fire.

After three years passed, the
company reminded the insurer that
a proof-of-loss form had been sent
immediately after the loss was re-
ported and the insurer's lack of re-
sponse to it signified acceptance.

The insurer, threatened with pu-
nitive damages, finally paid not
only the settlement but the 9% in-
terest required by state law from
the date the proof-of-loss form was
filed, Mr, Silver said.

However, insurers can justifiably
deny coverage in cases where holes
exist in policy language, the consul-
tants pointed out, adding it is the
consultant's job to help recommend
ways to plug those holes.

In one case, a company shipped
an expensive piece of equipment
that later was damaged in transit.
The company sustained a $150,000
direct loss, which was reimbursed
by a cargo policy.

However, six months of lost prof-
its equaled a $300,000 business in-
terruption loss. When that claim
was filed, it was denied because the
equipment was not at the location
described in the policy.

The situation could be have been

prevented if blanket coverage had
been obtained, the consultants said,
but they conceded such coverage
may not always be available.

Another risk management con-
sultant told of an experience that
taught him an important lesson.

His client, who leased a building
on a harbor, sent only a portion of
the policy for the risk management
consultant to review. When a ship
caused $250,000 damage by ram-
ming an adjacent dock, the consul-
tant learned that the policy would
cover replacement of the dock's
support structure but not the dock
itself.

As a result, that risk manage-
ment consultant now asks for a

complete copy of any policy a client
gives him for review. .



Insurers can 6 make money'
on EIL coverage: Scientist

By KATHRYN J. McINTYRE- AllianceSAN FRANCISCO Pollution

losses of the future are insurable, a
scientist declares.

And, insurers could control their
costs by settling pollution and other
toxic-tort suits on a class-action

basis, a plaintiffs' attorney advises.
But today, there's "quite a prob-

lem" obtaining pollution liability
insurance, an executive of a waste
disposal firm asserts.

These three speakers addressed
the issue of "Apparent and Hidden
Problems of Toxic Substances Ex-

posures" during the annual meet-
ing of the Alliance of American In-
surers earlier this month in San
Francisco.

In response, three insurance
company panelists questioning the
speakers expressed their concerns,
and some pessimism, about what
they had heard.

Insurers are not properly as-
sessing pollution risks or properly
pricing the insurance, maintained
scientist Michael J. Murphy, chief
operating officer of consultant Risk
Sciences International in Washing-
ton.

Insurers could "make money"
underwriting pollution liability in-
surance, he said. "The pollution ex-
posure is insurable, but it is not
being properly assessed or priced.

"There is enough science to de-
fine the degree and duration" of
pollution risks, he asserted.

Mr. Murphy admitted he could
not speak for insuring past pollu-
tion incidents, "but prospectively it.
can be evaluated," he said.

Insurers are not putting enough
effort or expertise into controlling
pollution exposures, Mr. Murphy
continued. Too often, experienced
fire prevention engineers are as-
signed the task of engineering for
pollution, and they aren't experi-
enced enough to handle the task.

"We do not see an adequate re-
sponse," Mr. Murphy said.

"I am not indicting your indus-
try," he stressed. But, there needs
to be a "more technically compe-
tent response to pollution under-
writing," he advised.

Mr. Murphy also emphasized that
the issue is not only pollution
caused by so-called hazardous
wastes but pollution caused by all
hazardous materials.

"You have clients who have haz-

ardous materials. Whether it is haz-

ardous waste is irrelevant," he ad-
vised the 150-person audience of in-
surance company chief executives
and senior officers and their guests.

Dry cleaners, gas stations and
hospitals all use hazardous materi-
als, he noted.

In analyzing the exposure to lia-
bility for pollution damage, no one
should assume that compliance
with government regulations will
exempt a company from liability,
Mr. Murphy warned. "Compliance
with regulations is a minimum
standard."

A person holding a driver's li-
cense has met the minimum stan-

dard to drive, but that will not ex-

empt the driver from liability if he
hits a bicyclist, Mr. Murphy analo-
gized.

Therefore, he advised insurers to

"forget regulatory concerns" when
analyzing pollution risks.

Plaintiffs' attorney Richard J.
Lippes, a partner with the Buffalo,
N.Y., firm of Allen, Lippes &
Shonn, quipped:

"I expect to win big damages. It's
a great time to be a plaintiffs' law-
yer."

Mr. Lippes represented plaintiffs
in their successful action against
Occidental Chemical Corp., the
successor of.Hooker Chemical Co.,

involving the pollution damage in
Love Canal, N.Y.

Insurers tend to avoid class-ac-

tion suits, but class actions could re-
duce insurers' transaction costs, Mr.

Lippes advised.
"You don't like them because

they bring in more plaintiffs and
more higher awards," he said. "I
submit that is fallacious

"If you had accepted a class ac-
tion 15 years ago in asbestos, you'd
probably be out of it for $30 mil-
lion," Mr. Lippes declared.

(Today, insurers' liability for as-
bestos claims is estimated at any-
where from a low of $4 billion, to a
median of $10 billion to $30 billion,
to a high of $135 billion, according

Continued on next page
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, to three different studies.)
i Insurers benefit from class-ac-

tion settlements because "very few
people opt out of class actions," Mr.
Lippes reported.

As a result, insurers will have a
sense of the scope of the class of
plaintiffs and they won't face a sec-
ond wave of litigation on the same
damages.

The ability to settle on a class-ac-
tion basis is "easier and cheapier,"
Mr. Lippes asserted.

"This assumes a valid case" by
the plaintiffs, the plaintiffs' attor-
ney added. "If you think you will
win all, go to trial," he advised.

Mr. Lippes also suggested that
medical trust funds be established
in settlements of toxic-tort suits to

deal with plaintiffs who fear they
will suffer injuries in the future
caused by some event that has al-

j ready occurred.
The alternative to establishing

these trust funds to cover future

damages is to "wait 10 years for the
person to sue."

"The medical trust fund sold the
settlement in Love Canal," he re-
ported.

The Love Canal litigation was
settled for $20 million, including St
million set aside in a medical trust
fund.

"Most courts won't give damages
for future injuries," Mr. Lippes
noted, because judges don't want to
create windfalls for plaintiffs who
never suffer the future injury. But,
"in a class action, you can set aside
funds for people if they develop in-
juries, and it settles the cases for all
time."

"I'm not suggesting that all coun-
sel stipulate to class actions, but
think about it," Mr. Lippes ex-
plained.

Mr. Lippes also commented that
insurers hurt their own cause by
testifying in Congress that they
would withdraw from writing pol-
lution liability insurance if a fed-

eral-cause-of-action is created.

"It doesn't do you any good to use
scare tactics," he warned. "That re-
ceived a bad reception in Con-
gress."

He advised insurers, instead. to
"sit down with the plaintiffs' bar
and victims' committees" and "to-

gether bring a package to Con-
gress."

He allowed, "I agree that multi-
ple punitive damages are unfair.
But I w6n't support that unless I get
something."

Jeffrey R. Diver, vp and general
counsel of Waste Management Inc.
in Oak Brook, Ill., reported that
corporations that handle wastes al-
ready "have a real problem" find-
ing pollution liability insurance ca-
pacity.

And, the regulatory system does
not govern all "hazardous things,"
while at the same time it is "vague
and indefinite," he said.

As a result, Waste Management
said, "Let's develop a control pro-
gram to control our corporate liabi-

lities," he reported.
The company asks clients to

identify exactly what wastes i. is
disposing of and the information is
checked. "We evaluate each waste
and determine how best it is han-

dled," he said. That determination
also is reviewed periodically.

The company also evaluates the
socio-political implications of ac-
cepting a type of waste. There are
certain wastes a company "may be
crazy" to accept for these reasons.

Waste Management also requ.res
waste generators to warrant that
the description of the waste they
have provided is accurate.

If it is different from the descrip-
tion and harm is caused, the waste
generator is required by the con-
tract to indemnify Waste Manage-
ment for any damage claims paid.

Further, Waste Management Will
not let go of a waste until it knows
where it is going and it audits the
outlet.

In addition to training its person-
nel, Waste Management assigns a
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compliance officer at each site who
checks for compliance with regula-
tions and with good sense. And,
these compliance officers do not re-
port through operations manage-
ment.

A third entity audits annually for
problems that may have been
missed by the operations people
and the compliance officers.

Waste Management does have
$10 million of liability insurance
purchased from American Interna-
tional Group Inc., Mr. Diver later
told Business Insurance. "It's basi-

cally a fronted program," he said.
Following the speakers' remarks,

panelist Gary L. Countryman,
president of Liberty Mutual Insur-
ance Co. in Boston, suggested that
the civil justice system in this coun-
try has not struck a proper balance
between victims' interests and

those of the waste generators or
producers.

"It think they are saying fault
doesn't matter. It's out of balance,"
he observed.

Mr. Lippes said that he agreed
"the civil justice system needs some
fine-tuning," but he suggested he
would disagree with Mr. Coun-
tryman on how much and in what
areas.

"Where an individual is exposed
and injured, between the blameless
person-the innocent victim-and
the company that has made profits
from selling a product or dumping
waste, the company should pay," he
asserted.

But, it is true that "there is a feel-
ing that the insurance industry is a
bottomless well. Everyone thinks
insurers are making all sorts of
money," Mr. Lippes said.

Insurers must inform the public
and Congress that this is not true,
he advised.

"We have an uninsurable risk,"
responded Mr. Countryman.
"Without reform, there is no way it
is insurable."

However, Mr. Murphy main-
tained his position that pollution is
insurable on a prospective basis,
even if joint and several liability is
irnposed.

He conceded, however, "I'd be
scared" if he were an insurance

company executive whose com- .
pany had written pollution liability
limits of $30 million per occurrence
and $60 million aggregate four
years ago and charged an $18,000
premium without assessing the
risk.

"That is suicide," he concluded.
"Companies should not be forced

to write insurance," Mr. Lippes
said. "But that's a far cry from say-
ing the victim should bear the
cost."

"You can keep hitting at joint
and several liability," Mr. Lippes
added, but the insurers will not
prevent it from being imposed on
polluters.

"I agree, and that makes it unin-
surable," Mr. Countryman re-
sponded.

Mr. Diver, however, was more
optimistic. "We expect the insur-
ance industry will need a period of
time for insurers to feel a degree of
comfort on predictability. I'm not
sure predictive capability is fully
there today."

While admitting "we have no
grand expectation that the insur-
ance industry will come roaring
back," Mr. Diver suggested that he
does think insurers may become
interested in insuring pollution
risks as they staff up and can better
determine the predictability of pol-
lution losses.

Andrew C. Garner, first vp-
claims for Federated Mutual Insur-

ance Co. in Owatonna, Minn., re-
ported that his company has sue-
ceeded in reducing to $32,000 from
$50,000 the average cost of a gaso-
line tank leak claim. He attributed
the reduced cost to the insurance

company's loss prevention pro-
gram, which includes inspection of
underground gasoline tanks and

, teaching dealers to promptly report
I claims. i



Malpractice, municipal liability reform
on the horizon, attorney predicts

By KATHRYN J. McINTYRE AllianceSAN FRANCISCO There will

not be any significant tort reform
enacted within the next three

years, an attorney specializing in
insurance law predicts.

But, there will be important re-
forms involving medical malprac-
tice and municipal liability shortly,
Donald J. Greene, senior partner
with LeBoeuf, Lamb, Leiby &
MacRae in New York, also fore-
casts.

Mr. Greene shared his predic-
tions about tort reform in the

United States while discussing how
alien insurers will respond to U.S.
insurance buyers' needs at the an-
nual meeting of the Alliance of
American Insurers held earlier this
month in San Francisco.

LeBoeuf, Lamb represents
Lloyd's of London in the United
States.

While Mr. Greene expects
sweeping tort reform efforts to fail

within the next

three years,
there is growing
public and polit-
ical pressure
that will force reform in medi-cal malpractice
and municipal
liability, Mr.
Greene ob-

Mr. Greene served.

Even The

New York Times recently editori-
alized in favor of medical malprac-
tice reform, he noted. "And if
we've gone that far, it's almost cer-
tain we'll get a law."

Meanwhile, elected officials of
cities and counties "will demand

some kind of cap on awards against
cities," Mr. Greene predicted, "be-
cause they cannot afford to raise
taxes to fund the losses or to pay
the premiums."

But, alien insurers will continue
their withdrawal from writing U.S.
risks over the next three years, Mr.
Greene predicted.

The exception to this movement
will be Lloyd's of London, which
has increased its capital and hopes
to increase it further in 1985-1986

to write profit-making business,
Mr. Greene said.

Lloyds' increased capital "will
help, but it will be nothing com-
pared to the loss of capacity
throughout the world," the attor-
ney added.

Mr. Greene said alien insurers,
which are insurers based in coun-

tries other than the United States,
operate in the United States
through four means:

• They own subsidiaries or
branch offices writing direct and
assumed business.

• They write direct business
only as a surplus lines insurer.

• They write reinsurance only.
• The special group of captive

insurers located offshore write

their parent companies' business
and swap business with each other.

"Although alien markets don't
hold a large position, they are im-
portant because they usually sup-
port difficult lines of business-
substandard, heavy casualty and
reinsurance of those lines," Mr.
Greene observed.

Assuming the current direct
property/casualty insurance mar-
ketplace totals $130 billion, Mr.
Greene estimated alien insurers'

share at around 2% to 214%, empha-
sizing that these were rough esti-
mates. The alien insurers' share of
reinsurance is estimated at about $1
billion, which may be high for this
year since so many alien insurers
have withdrawn from reinsuring
U.S. risks.

Bermuda-based insurance com-

panies, meanwhile, took in $6.5
billion in premiums in 1983, at-
eording to Bermuda government
statistics.

But, these alien insurers "are he-
morrhaging, very badly," Mr.
Greene said, with their capital and
surplus shrinking as they use it to
pay losses incurred on policies
written in prior years for which
they did not adequately reserve.

Their retreat from the U.S. mar-

ket, however, is "unlike any other
retreat," Mr. Greene observed, be-
cause "it revolves around many ap-
prehensions."

In addition to concern over their

terrible underwriting results, alien
insurers are concerned about nu-

merous developments in the

United States, Mr. Greene said:
• Alien insurers that reinsured

with U.S. reinsurers fear they may
not be able to collect because some

U.S. reinsurers are going into liqui-
dation.

• Alien insurers are concerned

that the Treasury Department is
promoting the discounting of loss
reserves for tax purposes at a time
when insurers need to retain

wealth within their companies to
maintain solvency.

• Captive insurance companies
Continued on next page
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Malpractice, municipal liability reform predicted
Continued from previous page
are concerned the Internal Reve-

nue Service will begin "real en-
forcement" of its position that cap-
tives are not insurance companies
for tax purposes, which could be "a
very serious blow" to them.

• Alien insurers with subsi-
diaries licensed in the United
States are concerned about "the

tendency to change the definition
of covered claim under the guaran-
tee funds."

Mr. Greene reported that there
have been at least informal discus-

sions to extend guarantee funds to
cover "some pretty exotic areas,"
including financial guarantees.

• Alien reinsurers must fund
their share of incurred but not re-

ported losses with a letter of credit
issued to a U.S. ceding company.

While Mr. Greene called the new

requirement a "healthy develop-
ment," he also observed that it will
add to alien reinsurers' costs and be
"somewhat of a disincentive" for

alien reinsurers to provide reinsur-
ance to U.S. companies.

U.S. companies, desperate for re-
insurance, may reinsure with alien
reinsurers who do not fund the

IBNR and take a penalty to their
surplus, Mr. Greene added.

"If the market is so short, they
will buy reinsurance on this basis
and it will exacerbate the problem"
of ceding companies' dwindling ca-
pacity, he observed.

• A.M. Best Co., which rates the
financial solvency of U.S. com-
panies, is considering whether to
drop insurers' ratings to that of
their largest reinsurer whenever a
substantial amount of the insurer's
reinsurance recoverable comes

from one or a few reinsurers with

lower ratings than the ceding com-
pany.

However, Best's does not yet rate
alien reinsurers, which leaves a
question about how alien reinsurers
will be treated.

• The stronger U.S. dollar
against foreign currencies means
alien insurers forced to add to the

capital of their U.S. operations are
paying high prices.

• The controversy over the
switch to a claims-made form con-

fuses alien insurers that don't un-

derstand why the new form is not
being unanimously endorsed as
necessary to control insurers' liabi-
lities.

• The civil justice system in the
United States is not understand-

able, and no one can predict what
changes will be made in the future.

Mr. Greene criticized the erosion

of two basic principles of the tort
system: that there had to be fault to
transfer money to a plaintiff, and
that punitive damages be awarded
only against those who were mali-
cious and malevolent in consciously
causing harm.

"In my judgment, neither of
those principles apply in the Un-ed
States anymore," he said. "The phi-
losophy is that it is better to support
the victim and to expense that
through insurance."

But, while the philosophy
changed, the benefits structure did
not, Mr. Greene said. He recom-
mended that wrongful death
awards be capped and that vicari-
ous punitive damages be abolished.

He also suggested that the
United States might need a rule re-
quiring that the court structure all
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awards for pain and suffering and
support compensation to prevent a
windfall to the estates of victims

and to protect victims' income.
But, while these concerns will

cause alien insurers to withdraw

from the U.S. market, mutual in-
dustry captive insurance com-
panies "will thrive and will be very
big," Mr. Greene predicted.

These industry captives "will be
an exception to the captive di-
lemma," if the IRS steps up its at-
tack on tax benefits claimed by
captive insurance company
owners.

If structured properly, industry-
owned captives can qualify as bona
fide insurers under IRS tests.

He predicted that in the long-
term, there will be "an explosion of
joint underwriting authorities."
With tongue in cheek, he also pre-
dicted "the first will be for law-

yers."

Mr. Greene noted that the tight-
ening insurance marketplace, in-
cluding the withdrawal of alien in-
surers, has reduced limits and
raised the price of lawyers' profes-
sional liability insurance.

Leboeuf, Lamb's broker has re-
ported that insurers are willing to
write professional liability insur-
ance for the firm of one-fifth the

expiring limits at 400% of expiring
premium, "but the deductible is ne-
gotiable."

"It's fortunate for us we have not

had any claims," Mr. Greene
added.

And, the law firm's broker says
that next year the limit may be
even less than offered this year.

But, in about six years, when U.S.
insurers are making profits, "a new
breed of manager will appear at
alien insurers," he predicted.

"They will see opportunity in
this great nation, interest rates will
be rising, and they will come flood-
ing back in. They'll try to take ad-
vantage of currency swings at that
time. And whoops, we'll start all
over again," he said.

Tax plan might spur
rate hike: Expert

SAN FRANCISCO-If
property/casualty insurers
are forced to discount their

loss reserves for tax purposes
as the Treasury Department
proposes, insurers will have
to raise their prices signifi-
cantly, an insurance tax ex-
pert predicts.

As a result, "large com-
mercial clients will have a

bigger incentive to self-in-
sure," noted Dennis Van

Mieghem, a partner with
Peat, Marwick, Mitchell &
Co. in Chicago.

The Treasury proposal
would prevent insurers from
setting aside tax-free re-
serves for the amount of the

ultimate loss they expect to
pay. Instead, insurers would
be permitted to establish
"qualified reserve accounts"
by line of business, with the
loss reserves discounted for

the company's aftertax yield
on investments.

Mr. Van Mieghem quoted
A.M. Best Co. Vp Robert A.
Bailey, who recently pre-
dicted that such a change in
the tax law would increase

insurers' taxes the equivalent
of 8% of earned premiums
each year.

Premium increases needed

to compensate for this lost
income were estimated by
Mr. Bailey at 32% for medical
malpractice, 24% for general
liability and 15% for workers
compensation. i



RBH sues A&A in California

over non-compete agreement
By MEG FLETCHER

LOS ANGELES-Rollins Bur-
dick Hunter Co. and its California

subsidiary are suing fellow broker
Alexander & Alexander Services

Inc.,charging a former RBH of
California executive violated a

non-compete agreement with RBH.
The RBH lawsuit, which was

filed last month in Los Angeles Su-
perior Court, follows a similar law-
suit filed last fall in Boston by
A&A's Massachusetts office against
RBH of Massachusetts (BI, April
22).

However, the suits differ in that
RBH's California lawsuit seeks

only monetary damages.
In addition to seeking monetary

damages, A&A's Massachusetts
subsidiary successfully obtained a
preliminary injunction, later modi-
fied by an appellate court, that bars
employees at RBH of Massachusetts
from handling accounts of some
current and former A&A clients.

RBH of Massachusetts responded
to the A&A suit by filing a $9 mil-
lion countersuit, accusing A&A of
violating the state's antitrust law
and of "maliciously and intention-
ally" interfering with its contrac-
tual relationships.

A&A will fight the
lawsuit because it

has a'good and
valid' defense, Mr.

Gill says.

In the West Coast suit, RBH and
subsidiary Rollins Burdick Hunter
of Southern California Inc. seek

compensatory damages for alleged
breach of agreement and fraudu-
lent conversion as well as punitive
damages.

Named as defendants are Alex-
ander & Alexander Services Inc.

and its national and California bro-

kerage subsidiaries; A&A corporate
officials; and two A&A of Califor-
nia employees who previously
worked for RBH, Donald S. Huff
and Ellsworth Jesse Royer.

According to the suit, Mr. Huff
sold his business to RBH in 1976

and later became president and a
member of the board of RBH of

Southern California.

Mr. Huff left RBH and joined
A&A in February 1985, taking with
him some of the accounts that he

had previously sold to RBH, in vio-
lation of a non-compete agreement
signed by Mr. Huff when he sold
his business to RBH, the complaint
states.

The suit also alleges that Mr.
Royer, who had worked at RBH
with Mr. Huff, and the A&A offi-
cials assisted Mr. Huff "to achieve

his unlawful and improper objec-
tives."

Mr. Royer also left RBH and
joined A&A in February, according
to the suit.

RBH's suit requests compensa-
tory damages of at least $500,000
and punitive damages of at least $5
million.

The suit also asks for interest,
costs and the establishment of a
constructive trust into which com-

missions and fees paid from Mr.
Huff's disputed clients should be
placed until the court resolves the
litigatiori.

An RBH official cited current
market conditions as the reason

why it did not seek an injunction
barring A&A and its employees
from serving former RBH clients.

"Today, institutional buyers of
insurance are facing unprece-
dented problems in finding neces-
sary coverages because of dramati-
cally shrinking capacity and

rapidly increasing premium rates,"
said Raymond I. Skilling, executive
vp and chief counsel for Combined
International Corp. in Chicago,
RBH's parent company.

"Especially in this environment,
unimpeded access to all available
markets through all brokerage
houses is vital to insurance buyers
and to the public at large," Mr.
Skilling explained.

A&A says it plans to "vigorously"
defend the West Coast suit because

it has a "good and valid" defense,
according to Benjamin P. Gill Jr.,
vp and general counsel for Alex-
ander & Alexander Inc. in Balti-

rnore.

Neither Mr. Gill r.or Mr. Skilling
would comment on whether RBH's

California suit was triggered by for
the A&A suit filed in Boston. .
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Struggle to control Michigan state fund continues
By CAROL CAIN

LANSING, Mich.-The 9-year-
old controversy over who is re-
sponsible for administering Michi-
gan's workers compensation fund
is surfacing once again.

Legislation intended to clearly
define the state's responsibility for

administering the Accident Fund
of Michigan has been introduced in
the state Senate.

The issue being debated is
whether the fund is an indepen-
dent entity or a state agency under
the aegis of the state insurance
commissioner-as was suggested in
an opinion issued by the state attor-
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ney general in 1976.
The fund, originally created 73

years ago to serve the residual mar-
ket, now provides workers com-
pensation insurance for more than
16,000 Michigan employers. It is the
state's fourth-largest underwriter
of workers compensation insurance
and ccmpetes with some 263 com-
mercial insurers.

The fund, which currently has a
3% to 4% share of the state market,
had written premiums of S25 mil-
lion at year-end 1984.

Administrators of the Accident

Fund of Michigan and its advisory
board have vntended it has acted

independently from the state and
that the fund has been self-sup-
porting since its inception in 1912.

However, Attorney General
Frank :. Kelley issued an opinion
in 1976 stating the fund is a state
agency subject to control by the in-
surance commissioner, and that its
workers should be classified as

state employees.
Shortly after that opinion was is-

sued, Thomas Jones, then insur-
ance commissioner, ordered the
fund to discontinue its supplemen-
tal pension plan and turn over its
assets tc the state.

The two sides have filed several
lawsuits in both state and federal

courts in the dispute over control of
the fund (BL Feb. 6, 1984).

Sen Rudy Nichols, R-Waterford,
recently introduced two bills simi-
lar to legislation he introduced last
year that c_eared the Senate but
died in the House Insurance Com-
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Fund manager Floyd
Luginbill said state
control of the fund

would pose a conflict
of interest.

mittee at the end of the legisla: ive
session.

One of thi5 year's measures, S.B.
297, is designed to amend exis-.ing
statutes to make it clear that the

fund is an independent entity.
The other bill-S.B. 298-would

repeal a requirement that the fund
administer the state's self-insured

workers compensation plan.
The bills, which were introduced

May 15, have been assigned to the
Senate Labor Com.nittee and are

awaiting hearings.
"The conflict centers around a

difference in philosophy between
the state government and us (legis-
lators)," Sen. Nichols said. "The

state claims it has a responsibility to
use the fund as a competitive tool,
but the government can't be in the
insurance business while promot-
ing free enterpribe and a healthy
business climate in the state."

Floyd Luginbill, manager of the
fund, emphasized that state control
of the fund would pose a conflict of
interest. "The commissioner of in-

surance can't serve as a competitor
and regulator simultaneously. We
can't serve the best interests of our

policyholders and injured workers
if we must bend to the will of the

state."

To make its stance on the issue

known, the fund's advisory board
in March hired an outside market-

ing and communications firm-
Stone, August & Co. of Birming-
ham, Mich., which has designed a
packet of information and full-page
newspaper ads relating to the con-
troversy.

Meanwhile, an Ingham County
Circuit Court judge recently re-
fused to grant a motion for sum-
mary judgment in a lawsuit filed
last summer by the Attorney Gen-
eral's office on behalf of the state

against the accident fund's advi-
sory board.

That suit, which seeks to estab-
lish the fund as a state agency,
charges that the advisory board is
interfering with the statutory re-
sponsibilities of the insurance com-
missioner and other state officials

over the fund.

Ingham County Judge Carolyn
Stell noted, however, in her opin-
ion May 14 that the insurance com-
missioner has certain administra-

tive authority over the fund as sti-
pulated in statutes.

Responses to this ruling are ex-
pected to be filed soon.

Insurance Commissioner Nancy
Baerwaldt was unsure last week

what the state's next step would be.
"The (judge's) opinion is so new
and the timeline is so fresh," she
noted.

Meanwhile, a consent order is-
sued last July 24 by Judge Stell that
said the advisory board is responsi-
ble for the fund's operations is still
in effect.

Murder charge dismissed
MAYWOOD, Ill.-The former

vp of a defunct suburban Chicago
corporation no longer is facing
murder and reckless conduct

charges, but three other company
administrators are still on trial for

an employee's work-related death.
A Cook County circuit judge dis-

missed criminal charges against
Gerald Pett, vp and manager of
Film Recovery Systems Inc. on
May 14, when the prosecution
rested its case. At that time, defense
attorneys had routinely filed mo-
tions for a directed verdict for all

four defendants.

But Judge Ronald J.P. Banks,
without elaborating, only dismissed
the charges against Mr. Pett, who
was described by his attorney as
the national sales coordinator for

FRS. The defunct corporation, as
well as its marketing company, Me-
tallic Marketing, also are on trial on
charges of involuntary manslaugh-
ter (BI, April 22).

The case involves a 61-year-old
FRS employee whose death in Feb-
ruary 1983 allegedly was caused by
cyanide poisoning. .
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Doyle named president of Cameron & Colby
Lawrence S. Doyle, vp and

director of The Hartford Insurance
Group's international property/
casualty operations, has been
named president and chief operat-
ing officer of Cameron & Colby,
the Boston-based underwriting
management affiliate.

Mr. Doyle succeeds Chester A.
Abbey, who has been named vice
chairman of Cameron & Colby and
the companies that it manages, in-
cluding First State Insurance Co.

Mr. Doyle retains his duties as
general manager of the company's
European casualty operations and
as president of Hartford Fire Inter-
national Ltd., Hartford's interna-
tional property/casualty and rein-
surance subsidiary established in
October 1984.

Other excess/surplus changes:
Landon V. Alexander named

vp in charge of the excess and spe-
cialty lines program at United
States Fidelity & Guaranty Insur-
ance Co. in Baltimore. He had been

senior vp in charge of marketing at
1 Cravens, Dargan & Co.

Ray Barnes joined Sherwood

 Insurance Services Inc. in SanFrancisco as vp-
casualty.
Swett &

p Crawford Group
in Los Angeles
has made theIf following ap-
pointments:
James A. Brad-

ley named exec-
uti*e VP;

' Mr. Barnes Everett J.

Souza named se-

nior vp and chief financial officer.

cha4231excessarSsurpluns
lines casualty department at Indus-
trial Underwriters Inc., an affiliate
of Industrial Indemnity Co. in San
Francisco. He joined IUI in 1984.

Troy Duane Law named senior
vp at Crump London Un-

, derwriters, a unit of The Crump
Cos. Inc. Mr. Law, head of the
Memphis, Tenn.-based excess and
specialty lines insurance bro-
kerage, joined Crump in 1969.

Sanford Dorf promoted to se-
nior vp and director of operations,
at Professional Underwriters In-

surance Agency Inc., a managing
general agency and excess/surplus
lines broker. He will handle all op-
erations at the company's Miami
and Orlando, Fla., offices.

Arthur E. Judson named execu-
tive vp for Stewart Smith Mid
America Inc. in Chicago. He joined
Stewart Smith Michigan Inc. in
Detroit in 1982, and most recently
was vp and director.

John George named vp at Castle
Underwriters Inc. in Morristown,
N.J., a unit of Warwick Group. Mr.
George previously was the com-
pany's general manager.

Michael L. Pautler named vp at
Guaranty National Insurance Co.
in Englewood, Colo. Mr. Pautler
joined Guaranty National in 1981.

Glenda Matthews named vp-
casualty department at RISC Inc.,
underwriting managers and spe-
cialty brokers, in Dallas. Ms.
Matthews, who joined the firm in
1975, had been assistant vp.

Insurers

Donald J. Birmingham named
president of American Continental
Insurance Co. in Kansas City, Mo.
He joined the company in 1980 and
had been senior vp.

Marc Darby named district
manager at Protection Mutual In-
surance Co. in Montreal. Mr. Darby
previously served as risk and in-
surance manager for Montreal-
based Steamship Lines Inc. and
was president of the Risk & Insur-
ance Management Society during
1983-84.

John B. Fitzgerald Jr. named

comings & goings: industry

president of CIGNA Bond Services
Inc., a unit of CIGNA Corp. in Phil-
adelphia. Mr. Fitzgerald most re-
cently served as vp of INA Rein-
surance Co., another CIGNA unit.

Gordon H. Howie named re-

gional vp of the Westchester Fire
Insurance Co. in

Denver, a unit of
Crum & For-

sters U.S. Insur-

** ' ance Group. Mr.
Howie most re-

cently served as
division man-

ager at SAFECO
Insurance Co.

Donald C.
Mr. Howie Kintzing joins

Reliance Insur-

ance Co. as regional vp in charge of
the Northeast Region. He'll work in
Reliance's Northeast Service Cen-

ter in King of Prussia, Pa. He had
been senior vp at Marketpac Inter-
national, a marketing unit of
American International Group Inc.

Rose E. Frattali elected chief

executive officer of Watertown,
N.Y.-based New York Casualty In-
surance Co., a unit of Phoenix Mu-
tual Life Insurance Co. Ms. Frattali,
co-founder of New York Casualty,
has been president since 1984.

Bradford W. Mitchell elected
chairman of the board and chief

executive officer of The Harleys-
ville Insurance Cos. in Harleysville,
Pa. Mr. Mitchell also will continue

as president and chief executive of-
ficer of parent company Harleys-
ville Mutual Insurance Co., and
chief executive officer of its subsi-

diaries. He joined the company as
president in 1976. Also, John J.
Keenan elected president and
chief operating officer at Harleys-
ville Life Insurance Co.

Three senior vps have been pro-
moted at The Travelers Corp. in
Hartford, Conn., and will serve in
the corporation's new National Ac-
counts Group. Promoted to senior
vp were Christian T. Paul, who
will supervise employee benefits
products and the supporting cus-
tomer service activities; Thomas
E. Keating, who will head group
pension business; and Charles J.

Clarke, who will head the group's
property-casualty business.

Peter B. Hawes named chief ex-

ecutive officer of Monterey, Calif.-
based Design Professionals Finan-
cial Corp. and its principal subsidi-
ary, Design Professionals Insurance
Co. Mr. Hawes, who joined DPIC in
1982, has served as president of
both DPIC and DPFC since 1984.

Also, Lee E. Redding named vp
and chief under- -

writing officer at
Design Profes-
sionals. Mr. Red-

ding most re- /

cently served as - r Y vp-casualty un- -
derwriting at
Baccala & Shoop
Insurance Ser-

vices in Co-
lumbus, Ohio. Mr. Hawes

Patrick D.

Burns named president and chief
executive officer of Confederation
Life Insurance Co. in Toronto. Mr.

Burns, who has served as Confed-
eration Life's president since 1982,
succeeds John A. Rhind as chief
executive officer. Mr. Rhind will
continue as chairman the board.

Reinsurance
James E. Roberts and David C.

Smith have been promoted to se-
nior vps at North Star Reinsurance
Corp. in Stamford, Conn Mr.
Roberts joined North Star Re in
1979 and most recently served as
vp. Mr. Smith joined the company
in 1982 and most recently wasvp.

Dennis Corby joins G.L. Hodson
& Son Inc.'s Los Angeles office as
VP.

Other suppliers
Steve R. Webber named princi-

pal consultant at Risk Analysis &
Management Corp. in Atlanta. Mr.
Webber, who joined the company
in January, previously was direc-
tor of risk management for Jef-
ferson County in Birmingham,
Ala.

Warren J. Winer promoted to
president and chief operating offi-

6

cer at Powers, Carpenter & Hall in
St. Louis, an employee benefit con-
sulting subsidiary of Corroon &
Black Corp. Mr. Winer joined PCH
in 1980 and most recently was se-

nior vp and director of its pension •
division. Also at PCH, Robert W.
Powers named chairman. Mr.

Powers, founder of PCH, will con-
tinue as chief executive officer. .
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Lloyd' s chairman to pay visit
to United States this week

By STACY SHAPIRO london line
LONDON Lloyd's of London

Chairman Peter Miller will visic
the United States this week.

On Wednesday, Mr. Miller will
address the National Assn. of Insur-
ance Brokers conference in Sea Is-

land, Ga. On June 4, he will speak
to the Ameriean Assn. of Managing
General Agents in San Francisco.
Ard, on June 10, he will address
the National Assn. of Insurance

Commissioners in Kansas C.ty, Mo.
Mr. Miller also will visit Ken-

tucky, where he will be honored at
a dinner given by Gov. Martha
Layne Collins.

And, the Lloyd's chairman wil-
viEit Houston, where he will host a
reception and meet with represen-
tatives of the National Aeronautics

& Space Administration.

Howden changes
Alexander Howden Group

P.L.C. has spun off ios well-known
jewelers block and bullion division
to form a separate Lloyd's insur-
ar.ce brokerage called Halford
Shead & Co. Ltd.

The company will be managed
by co-chairmen John Evans and
Brian Hough.

Also, a new Howden subsidiary
will provide engineering advice zo
brokers, insurers and risk manag-
ers, particularly in the oil and en-
ergy fields in the United States.

Independent Engineering Ser-
vice Ltd. will provide risk analys.s
and loss Control studies of property
risks, a Howden spokesman said.

The new company is headed by
Chairman John Thorpe, who es-
tablished the oil and risk control

division of Lloyd s broker Sedg-
wick Ltd. before jo: ning Howden.

Sturge may list stock
Lloyd's of Londcn underwriting

ag€ncy Sturge Holdings PLC. is
preparing to be -isted on the Lon-
dcn Stock Exchange.

Sturge has received permission
frim Llcyd's to lis. the company
after Sturge amended its articles of
association. Under she amendment,
th€ Cc·mmittee of Lloyd's must ap-
prove those holding more than 10%
of Sturge's stock.

Sturge also wants to increase its
authorized share capital to 7.25 mil-
lion pounds ($9 4 million) from 5
million pounds ($6 5 million) and
the issued share capital to 5.51 mil-
lion pounds ($7.1 million) from 3.74
million pounds ($4.8 million).

Lloyd's visits China
Lloyd's of London Chairman

Peter Miller says a delegation from
Lloyd's nad "fruitful discussions"
with Chinese officials during a re-
cent visit to China.

"The ibject was to get business,"
Mr. Miller said of the April 18-May
2 trip made at the invitation of the
state-owned Peop.e's Insurance Co.
of China. "The discussions were
fruitful."

No one's more

..
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For example, talks were held on
changes that the PICC has re-
quested in the wording of London's
hull and cargo war risk clauses.
The changes would allow Lloyd's
and London underwriters to write

some of the $70 million to $100 mil-
lion of premium Chinese hull and
cargo risks produce, Mr. Miller
said.

Also, Lloyd's wants to write rein-
surance on Chinese risks, Mr.
Miller said. "The new wealth the

Chinese are creating will need to be
insured and reinsured," he said.

Also, Lloyd's has offered nine
scholarships over the next three
years to their PICC colleagues to
study in London for eight months.

Already, Lloyd's brokers are
making strides into China: Sedg-
wick Ltd. was appointed by the
PICC as its adviser and leading re-
insurance broker for coverage for a
nuclear power station project at
Daya Bay in Guangdong Province.

The construction of China's first

commercial-scale nuclear power
station will cost about $3.5 billion,
said David Brewer, a director of
Sedgwick Ltd. and one of the mem-
bers of Lloyds' delegation to China.

Discussions of project coverage
are in the early stages, Mr. Brewer
said.

Tax appeal
Lloyd's of London underwriting

members are waiting for hearings
on their appeals of tax reassess-
ments made by the Inland Revenue
for the 1976 account year.

The Inland Revenue advised

members last year that some rein-
surance payments on 1976 accounts
were not considered reinsurance by
the tax agency and therefore were
not deductible. The members con-

sidered the "rollover" transactions
as catastrophe reinsurance, but the
Inland Revenue contends they are
transfers of syndicate reserves to
offshore funds.

This decision followed a two-

year investigation of Lloyd's by a
special Inland Revenue team.

Members have been asked to pay
from 70 pounds to 80 pounds ($90 to
$103) up to 2,000 pounds ($2,580) in
extra taxes, said a member of the
Assn. of Lloyd's Members. "They
are not enormous, but there may be
a flock of assessments next year for
the year 1977," he said.

Lloyd's underwriting agents are
recommending that the members
appeal the assessments, he said. In
fact, a group of underwriting
agents-including Sturge Holdings
P.L.C. and Merrett Holdings P.L.C.
-has been formed by Peter Dan-
iels, managing director of Lambery
Underwriting Agencies Ltd., to
gather professional advice.

New look for magazine
Lloyd's Log, the international

magazine of Lloyd's of London, has
had a face lift.

The bi-monthly magazine now
will cover issues that affect the
market, rather than internal work-
ings of Lloyd's. For example, the
current issue focuses on China.

An editorial in Lloyd's Log asks,
"Why are we relaunching Lloyd's
Log? The answer lies in the chang-
ing nature of Lloyd's itself. Lloyd's
in the 1980s touches on the daily
life of businesses and individuals

all over the globe to an unprece-
dented degree."

A new monthly Lloyd's of Lon-
don Newsletter will cover news
and events about workings in the
marketplace. .



Ohio lawsuit
Continued from page 2
than through the workers compen-
sation system, because the statute
of limitations for filing a work
comp claim had expired, Mr.
Moore's clerk said.

Workers compensation claims in
Ohio must be filed within two years
of the date of injury. Occupational
disease claims must be filed within

two years of the date the disease
was contracted or within six

months after diagnosis of the dis-
ease.

Celanese's Hilliard plant began
operations in 1968 and closed in
1981.

Celanese is headquartered in
New York and manufactures and

sells a diverse line of chemicals,

fibers and specialty products
throughout the world.

The company has 60 plants, with
some 31,000 employees in the
United States and 14 other coun-

tries. The company was incor-
porated in 1918, and it had annual

sales of $3.3 billion at year-end
1984.

In addition to Celanese Corp.,
two of its subsidiaries-Celanese

Piping System Division and Celan-
ese Plastic Co.-are named as de-

fendants, along with Harry Holth-
ausen, who was plant manager at
the Hilliard facility.

Other defendants, which the

lawsuit alleges supplied PVC and
other chemicals to Celanese, in-
clude Monsanto Co. of St. Louis;
BFGoodrich Co. of Akron, Ohio;

Union Carbide Corp. of Danbury,
Conn.; Uniroyal Inc. of Middle-
bury, Conn.; Dow Chemical Co. of
Midland, Mich.; El DuPont de Ne-

mours & Co. Inc. of Wilmington,
Del.; Chevron Corp. of San Fran-
cisco; Eastern Chemical Products
Inc.; Shell Chemical Co.; and Com-

prese.
Another lawsuit on behalf of 10

to 20 former employees who alleg-
edly died from exposure to PVC
and VCMs was expected to be filed
by this week, Mr. Moore's clerk

Rescue attempt set for lost probe
Continued from page 2

Hughes has not so far filed a claim for the Syncom loss, Mr. Merrett said.
"No claim has been presented," he said, although he added that Hughes

did notify underwriters that the satellite is unusable in its current orbit.
The Syncom satellite is the third in a four-satellite series leased to the

U.S. Navy. All the satellites were insured by Hughes two years ago
through Mersh & McLennan and Bowring Space Projects in London.

Syncom III had a total of $85 million in satellite launch coverage. The
leading U.S. underwriter, Intec, underwrote about $25 million, and Lon-
don underwriters, led by Merrett and Lloyd's Ariel syndicate, insured
about $35 million. The rest was placed in other U.S. and foreign markets.

Hughes began negotiations in early May with NASA to recover the satel-
lite, Mr. Pipkin said. He said the probe will not be returned to Earth, like
the two satellites salvaged by the November shuttle crew. NASA has de-
cided that would be too dangerous, because of the fuel Syncom uses.

Instead, the astronauts on the August mission first will maneuver the
satellite into the shuttle's bay. They will then repair and redeploy it.

After the astronauts redeploy the repaired satellite, Hughes technicians
will maneuver it by remote control from the earth until it is in a position
where the sun can heat up the satellite's fuel, which may be frozen. Then,
Hughes will try to maneuver the satellite into a proper orbit.

"As far as what Hughes can do to reorient the satellite, that is Hughes'
call. We are not looking into that," Mr. Pipkin said.

NASA may charge Hughes more than $1 million for the repair mission,
Mr. Pipkin said, much less than the $17 million to $18 million cost of a
shuttle launch.

The same mission will launch three other commercial satellites, includ-
ing the fourth in the Syncom series.

Meanwhile, underwriters are still trying to sell the two satellites that
were salvaged last year, Mr. Merrett said.

"Negotiations are advancing slowly (on the sale)," Mr. Merrett said, but
he would not identify any potential customers for the used satellites or
reveal how much they might be willing to pay. .
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Compeal,ier to
Bail It?
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contact Southeastern Aviation Underwriters, Inc.
We specialize in aviation related

Workers' Compensation.
Home Office: Branch Offices:

1731 Commerce Drive, NW Atlanta/Chicago/Dallas
Atlanta, Georgia 30318 Clifton (NJ)/Los Angeles

(404)351-8303 Newport Beach (CA)

said.

That wrongful death case,
against the same defendants, was
expected to seek between $250 mil-
lion and $500 million in damages,
he said.

Celanese Corp. had $250 million
in umbrella liability coverage in
1981, the year the Hilliard plant
closed, according to Rosalind A.
Miller, Celanese's assistant risk

manager. This coverage was part of
a blanket program for Celanese's
domestic operations, Ms. Miller
said.

She would not identify the com-
panies that wrote the coverage.

In the early 1970s, the corpora-
-ion's primary general liability cov-
erage was underwritten by Com-
mercial Union Insurance Co. of

Boston. The Commercial Union

coverage had an aggregate limit of
Sl million and no deductible, ac-

cording to Ms. Miller.
In the mid-19705, the primary

policy was written by The Home
Insurance Co. of New York. The

Home policy had the same limits
and also had no deductibles. And,
from the late 1970s until the Hil-

liard plant closed in 1981, the pri-
mary coverage was written by
Northwestern National Insurance

Co. of Milwaukee, she said. It also
had $1 million limit and no deduet-
ibles.

The corporation's umbrella cov-
erage had limits of $50 million in
the mid-1960s, but gradually was
increased to $250 million by 1981,
Ms. Miller said.

"As the market capacity in-
creased, we increased our limits."

Ms. Miller says its current limits
are less than $250 million, but
would not comment further.

For its workers compensation
program, Celanese purchased cov-
erage from the Ohio State Insur-
ance Fund, a monopolistic state
fund, until June 1, 1978. After that 

date, the corporation self-insured
its workers compensation program
in Ohio.

Many employers throughout
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ADVANCED CLAIMS
PROCESSING SYSTEM

Wbat if *

Ohio were unaware of the billion-

dollar lawsuit when contacted by
Business Insurance. However,

many said it seems that just about
every employer is facing a Blan-
kenship-type lawsuit.

One plaintiff's attorney, how-
ever, said employers shouldn't be
overly concerned because cases in
which intentional injury on the
part of employers can be proved
should be rare.

"I believe that the business com-

munity is unreasonably concerned
about the Blankenship case. That
case in its essence held that an em-

ployer cannot intentionally injure
an employee and at the same time
have the benefits of the workers

compensation defense," said Jim
Murray, a Sandusky, Ohio, attor-
ney who is co-counsel for plaintiffs
in the suits against Celanese.

"Hopefully, there will not be that
many cases in which there will be
the facts to support a verdict show-
ing intentional injury of employ-
ees," he said. .

your Administrator is not servicing your account well,
creating an employee morale problem for you?

H/Wl here'$ bow...

one employer solved the problem. They bought the ARC
Claims Processing System and operate it in-house. Service
has improved, the employees are happier, and the com-
pany is saving money. Call ARC Health Services, Inc. and
we will show you how you can do the same.

More than a Claims Processing System
A SOLUTION FOR SELF ADMINISTRATION

ARC HEALTH SERVICES, INC.
16775 Addison Road

Dallas, Texas 75248
(214) 248-6241

Video taped system demonstration available on request
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Business Insurance

Circulation
Breakdown*

Commercial Consumers

Administrative:

CEO's presidents and owners . . 2,513

Vice-presidents, general managers and
other administrative personnel . 2.573

Financial:

Chief financial officers and vice-presi-
dents of finance . ..... 2,168

Secretaries, treasurers, controllers and.

other financial personnel . . 7,167

Rlsk/employee benefits:

Vice-presidents, directors, managers,

and other related department personnel

of: insurance, risk, employee benefits,

personnel, compensation, pension, safe-

ty, security. industrial relations, human

resources and employee/labor relations

Sub-total ............... 22,627

Associations.. ....... . 1.081

Government, unions and

educational systems 944

Commercial Consumers

Sub-total ............... 24,652

Insurance agents and brokers . . 9,524
Insurance companies.... . 5,867

Financial institutions............. 556

Actuaries, attorneys, adjusters. apprais-
ers and consultants..... . 3,265

Others allied to the field, . .1,143

TOTAL ...............45,007

' Source: Business/Occupational break-
down of qualified circulation. Nov 5,
1984 issue, as submitted to BPA for Dec.

1984, BPA Publisher's Statement.

Deferred Compensation Plan Ass'l to

Oirector

Large NYC employer seeks an indi-
vidual to assist in setting up and ad-
ministering a 401 (K) plan for 10.000
employees. Experience in pension
and/or savings plan design on admin-
istration desired. Please send resume
and salary requirements to

Box 1738. Business Insurance

740 Rush St.. Chicago. IL 60611

INSURANCE SALES

Oak Brod based insi,rance binketagr
seeksquatifled properly & casualty plod„C
ers Laige m ount oilented existing bo<ik
of bils,ness a pli,3-compensation packagi
linnited only to applicant s ability to sell

Please se,id #estini. to

Oak Brook Posl Oflice

Kensington Branch
PO Box 4524

Oak Bfook. IL 60521

Fora

Concise
and

Logical
Approach

Risk

Management
Recruiting

LOGIC
Associates, Inc.
170 Broadway
New York, N.Y. 10038
4212) 227-8000

CLAIMS MANAGER
A San Jose based, NYSEcorporation, isseek-

ing an individual to manage a Regional Claims
Department covering the fleet operations for
Western U.S. The successful candidate should

possess Certificate to Self-Administer Cal-
ifornia Worker's Compensation claims, experi-
ence with self-insured companies, knowledge
of liability claims management. Ability to travel
and train field personnel is required. College
degree preferred. All benefits company-paid,
including car allowance. Salary commensurate
with experience. Please send your resume and
salary history to:

Browning-Ferris Industries,
55 Almaden Blvd., 4th Floor,

San Jose, CA 95113,
Attn: Michael Baldinelli.

UNDERWRITING VICE PRESIDENT

ANAHEIM, CA

You are a mature professional seeking a posi-
tion where you can better utilize your 7+ years
insuranceexperience-which includes5+ years
multiple lines underwriting and 2+ years mana-
gerial/supervisory experience.

Your work history shows gradual increases in
position accompanied byadded responsibilities
and proven accomplishments.

Assessing, creating, planning, implementing,
and auditing systems and procedures is second
nature.

You also have the ability to facilitate placement
of new business in the reinsurance marketplace.

If you are effective at interfacing with all levels of
management and employees, possess a Bache-
lor's degree, and meet the above criterion,
pleasesubmityourconfidential resumeand sal-
ary history to:

Paul Krueger
Cal-Surance Associates, Inc.

P.O.Box 3459

Torrance, CA 90510

SALES MANAGER

ANAHEIM, CA
Cal-Surance Associates, the largest privately
held insurance brokerage in California ranking
31st in the nation, is seeking a "take-charge"
Sales Manager to be responsible fordeveloping
plans, systems, and procedures for a commis-
sioned sales staff.

Your experience must include:

• 5+ years commercial auto insurance sales
(prefer truck)

• 3+ years management

• Bachelor's degree and/or CPCU, ARM de-
signation preferred, but not essential

If you are seeking a challenging position where
you can better utilize your excellent communi-
cation and motivation skills, pleasesubmitcon-
fidential resume with salary history to:

Paul Krueger
Cal-Surance Associates, Inc.

P.O. Box 3459

Torrance, CA 90510

CASUALTY ACCOUNT

EXECUTIVE

Midwest alphabet broker is looking for a highly mo-
tivated individual to replace a recently promoted ac-
count executive. The successful cancidate will be

responsible for producing, marketing and servicing
Fortune 500 accounts.

This is a highly visible position which offers a com-
petitive salary and benefit program, as well as an ex-
cellent opportunity for future advancement.

The successful candidate will possess the following
qualifications:

• Bachelor's Degree (preferably in Business Ad-
ministration)

• Above average communication skills (written
and oral)

• At least 10 years large line Casualty underwrit-
ing, brokerage or risk management experience.

• Advanced study-C.P.C.U., ARM or MBA

Qualified applicants should submit their resume, in
complete confidence, to:

Box 1734, Business Insurance

740 Rush Street, Chicago. IL 60611

ASSISTANT VICE PRESIDENT-

ADMINISTRATION & SERVICES

TORRANCE, CA

Cal-Surance Associates, the largestprivately-held in-
surance brokerage in California and ranking 31st in
the nation, is seeking an Assistant Vice President to
be responsible for:

• Developing, implementing, and managing the
in-house Underwriting unit

• Developing and'implementing policies and pro-
cedures for the sales support staff

• Assisting the Chief Operating Officer with vari-
ous projects

The preferred candidate possesses 1 C+ years insur-
ance agency/company experience to include 3+
years managerial experience, 3+ years Property and
Casualty multi-line underwriting experience, and

kncwledgeable in the functions and operations of
Loss Control.

Please send confidential resume and salary history
to:

Paul Krueger
Cal-Surance Associates, Inc.

P.O. Box 3459

Torrance, CA 90510

Safety Officer-City of Clearwater, Fla. (pop.
100,000). Salary negotiable, commensurate with
background & experience, previous salary $25,000.
Safety Officer is responsible for initiation of job safety
&training programs, recommendations forstandards
& safety equipment. Conducts safety survey, ana-
Iyzes lossdata to determine alternatives, investigates
accidents, reviews worker's compensation claims.
Bachelor's Degree from an accredited college or
university with majorcourse work in safety or indus-
trial engineering & 2 yrs. minimum experience in
safety field. Serd resume to: City of Clearwater, Per-
sonnel Dept., P O Box 4748, Clearwater, Fla. 33518.
Position open until filled. An AA/EOE.

BROWNING.FERRIS INDUSTRIES, INC.

RISK MANAGEMENT
ASSISTANT

RISK MANAGER

Browning-Ferns Industries, Inc, one of the largest
publicly held companies engaged in providing waste
collection, processing, recovery and disposal services
for industrial, commercial, government and residen-
tial customers in North America and abroad, has a
position for an Assistant Risk Manager. Qualified
candidates must have the following:

• BBA Risk Management/Insurance or Finance
• 1-3 years experience in a responsible Risk Manage-

ment position ,

• Ability to travel as required

We offer an excellent salary and benefits program. For
consideration, send a resume in confidence to:

 Employment Office
Browning·Ferris Industries, Inc.
P.O. Box 3151

Houston, Texas 77253

An Equal Opportunity Employer

MANAGER,
LIABILITY CLAIMS
Immediate opening for in our Corporate office for
an individual to manage automobile and general
liability claims for one of the nation's leading self-
insured motor carriers.

Position requires a minimum of 5 years experience
in handling casualty loss control and multi-state
liability claims. Individuals must have experience
negotiating insurance reserves and claims settle-
ments. Superior written and verbal skills are also
required, and a college degree is preferred.

You will like living in Winston-Salem, a diverse city
offering prosperity and quality of life. Culture, recre-
ation, climate and excellent schools are among
the many advantages that have won Winston-
Salem national recognition.

This career opportunity offers a competitive salary
and a comprehensive benefit package. Qualified
candidates should submit resume, including salary
history, in confidence to:

Employment Manager

TNT PILOT
RO. Box 27153

Winston.Salem, N.C. 27153 0000
An Equal Opportunity Employer M/F

e



FSAs criticized
Continued from page 1
Accounts."

Congress ordered the depart-
ment to conduct the study last year
and report findings by April 1. Al-
though the report still has not been
delivered to Congress, Business In-
surance was able to obtain a draft

copy of the study.
The draft already has raised a

storm of controversy among those
familiar with its findings.

Benefit consultants say that the
study is seriously flawed and that it
ignores their own findings that
FSAs are actually an important
health care cost-containment

weapon.

"The conclusions fly in the face
of common sense and the experi-
ence of our clients," said Lance
Tane, manager of the flexible com-
pensation team at The Wyatt Co. in
Washington.

Employees currently are allowed
to spend funds in an FSA on health
expenses that are not covered
under a group health insurance
plan, such as premium contribu- 1
tions, deductibles and copayments;
on vision and dental care costs; on
dependent care costs; and on legal
expenses.

Under a typical FSA plan, an
employee will agree to have his or
her pretax salary reduced by a cer-
tain amount. This salary reduction
will be placed into an account and
used to pay for uncovered benefit
expenses; the employee is not taxed
on the amount that is placed in the
FSA.

In addition, some employers also
make contributions to FSAs.

At the end of the year, the em-
ployee typically could cash out the
balance remaining in the FSA and
pay tax on that amount, or roll over
the balances into a savings plan.

However, effective July 1, em-
ployees will have to forfeit bal-
ances that remain in the FSA at the

end of the year. This "use it or lose
it" requirement was proposed last
year by the Internal Revenue Ser-
vice (BI, May 7, 1984) and enacted
by Congress when it passed the
Deficit Reduction Act of 1984 (BI,
July 2, 1984).

Employers argue that FSAs re-
duce health care costs, since allow-
ing employees to pay for uncovered
health care expenses with pretax
dollars makes it easier for com-

panies to convince workers to ac-
cept cost-containment features like
higher deductibles and coinsurance
levels.

The HHS study, however, says
that FSAs boost health care expen-
ditures and reduce federal reve-

nues because they inflate the de-
mand for health care services and

allow uncovered benefit expenses
to be paid for with pretax-instead
of aftertax-dollars.

The study is based on a complex
model set up by researchers and
draws heavily upon a study by the
Rand Corp. that found use of
health care services decreases if

employees pay a higher share of

ATTENTION
AGENTS

YourTotal Source for
Nautilus W.C. & S.M.R

Including Professional Liability
· Proven Savings
· Proven Income

Carrier A + XV Rated

Call Today

(305) 339-3600
HAMPTON INSURANCE ASSOC.

"The Nautilus

Specialists"

RO. Box 219

Casselberry, FL
32707
e

the costs.

The model looks at three proto-
type health plans:

• The richest, Plan A, is more
generous than 90% of all health
plans. Plan A requires no deduct-
ible but requires 15% employee co-
payments, up to an out-of-pocket
limit of $150 annually.

• The average plan, known as
Plan B, imposes a $150 deductible,
15% copayments and a maximum
out-of-pocket expense of $500.

• The least generous plan, Plan
C, also has a $150 deductible and
15% coinsurance, but places no
limit on the employee's out-of-
pocket expense.

The HHS model also assumes
that an employee who is covered
under each of the three plans
makes premium contributions of
$256 a year.

The study found health expendi-
tures under all three plans rose
when FSAs were established to pay
uncovered medical expenses.

Health care expenditures in-

-

creased 4% to 5.6% when FSAs

were introduced in which employ-
ees could collect unused balances at

the end of the year, while expendi-
tures rose 4.1% to 6.1% with the in-
troduction of an FSA with a "use it
or lose it" feature.

Health expenditures rise because
employees are more likely to use
health care services if they can
spend pretax dollars to pay their
share of the costs, according to the
study.

"A pair of $50 eyeglasses may, in
essence, really only cost the em-
ployee $32 if pretax dollars are used
to pay for the glasses instead of af-
tertax dollars," a consultant ex-
plained.

Using pretax dollars is a change
"equivalent to a price decrease,"
the study said.

The study also concluded that
FSAs have a great effect on the
amount of tax revenue collected by
the government.

The study does not clearly state
the aggregate revenue loss created

by FSAs. However, it indicates that
one use of an FSA-allowing em-
ployees to pay their health care
premiums on a pretax basis-could
cost the federal government $5
billion a year.

These revenue losses would re-

sult because out-of-pocket benefit
expenses that had been paid by em-
ployees with aftertax dollars now
would be paid with pretax dollars,
thus lowering employees' taxable
income, the study suggests.

Consultants generally do not dis-
pute the accuracy of the HHS
model.

But they say the model misses a
fundamental point: When employ-
ers establish an FSA program, their
health care plans are also changed
to require more employee cost
sharing, which can reduce health
care expenditures.

"Introducing FSAs are a gold-
plated opportunity to introduce
higher deductibles and coin-
surance," said William Chip, coun-
sel for the Employers Council on

Flexible Compensation in Wash-
ington.

The study's findings "discount
the historic role of FSAs in facili-

tating the shift to more cost shar-
ing. If you look back at almost all
FSAs, you'll find they have played
a major impact in going from first-
dollar coverage to more cost shar-
ing," said Dale Gifford, a partner
with benefit consultant Hewitt As-
sociates.

"The study is looking at worst-
case situations," said Edward J.
Davey, vp-technical analysis at
Johnson & Higgins in New York.
"On the whole, when FSAs are in-
troduced it is in conjunction with
plan changes."

When employees pay a greater
share of health care costs, health
plan utilization decreases, Mr. Chip
notes.

More health care cost sharing,
which is more likely through an
FSA, results in cost savings and
lower group insurance premiums
for employers, Mr. Chip said. •
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Defense cover 1981 ruling did not clarify Travel- indemnify, there iS a dt.ty to de- burgh Corning's excess insirers lon "No decisions have been
ers' duty to defend nor allocate de- fend if there is or may be a con- will have to defend about 15,000 made "

Continued from page 2 fense expenses between Travelers tractual obligation to indemnify, pending cases filed after 1981, plus "In light of the fact that Travel-
After Judge Giles' 1981 ruling, and Commercial Union he added the approximately 500 a month that ers vigorously opposed the result

another federal district judge in "This court has not held, con- "Thus, Travelers' duty to defend are still being filed against the com- reached by the court, I'm frankly
Philadelphia held in AC&S us trary to the contentions of Pitts- extends to all claims which were in pany, he explained surprised about the interpretation
Aetna Casualty & Surety Co that burgh Corning and Commercial litigation at the time of exhaustion And because defense costs are in- Travelers is now giving the result,
AC&S's primary insurers have an Union, that Travelers has an un- of ltS aggregate limits of hability," cluded m the policy limits of many said James J Restivo, with the
unlimited duty to defend (BI, Dee ending duty to defend," Judge the court said excess policies, Pittsburgh Corn- Pittsburgh law firm of Reed Smith
12,1983) Giles said "The costs of that defense cannot ing'S substantial costs for asbestos Shaw & McClay

The AC&S decision is currently "More specifically, there has be passed onto Commercial Union litigation could be expended much "The order clearly obligates
on appeal to the 3rd U S Circuit been no determination that after under the the terms of its policies more quickly, he added Travelers to pay all defense costs
Court of Appeals in Philadelphia, a the exhaustion of aggregate policy since the obligation to defend Travelers also contends that on all cases pending at the time of
decision is expected soon limits, Travelers has a duty to de- pending lawsuits was part of the under an interpretation by Judge the exhaustion "

Some say that Judge Giles' most fend non-pending litigation or fu- Travelers' insurance coverage of Giles in 1981 of how Pittsburgh James Griffith, an attorney for
recent decision could have an lin- ture claims arising from asbestos the insured Travelers' duty to de- Coming must be defended and in- CU with the Philadelphia firm of
pact on the 3rd Circuit's decision in exposures which occurred during fend, however, does not extend be- demnified, it would only have to Griffith & Burr, also said the deci-
the AC&S case the policy period " yond that point to other claims as- pay 5/13 of the costs for the 7,600 sion is favorable to his client

In the Pittsburgh Corning case, Judge Giles said that where ag- serted against the Insured cases, he says As a result of the decision, CU
Pittsburgh Corning and Commer- gregate limits have been exhausted, Judge Giles added that Travel- Travelers General Counsel will be able to recover from Travel-
cial Union contended- that Travel- the policyholder is on notice that ers' own internal memoranda indi- George MeKeon said, "This cer- ers the money it has spent defend-
ers had an unlimited and unending there lS no valid and collectible in- cate that it is reasonableto interpet tainly is a significant improvement ing Pittsburgh Corning for the
duty to defend under policies writ- surance pertaining to new claims the policy language as obligating over the interpretation w-dely 7,600 cases pending in 1981, Mr
ten between 1962 and 1966, even Under these circumstances, there Travelers to defend pending cases given to Judge Giles' first decision Griffith said
after the limits of the Travelers is no continuing duty to defend, Last week, attorneys for insurers in 1981 " As a result, CU stands to recover
policies were exhausted Judge Giles said and policyholders were divided However, he noted it is not -n ac- between $30 million and $55 mil-

Pittsburgh Corning said that "The insured's position that over the impact of the decision, cord with Travelers' appeal n the lion from Travelers, Mr Griffith
the language in the Travelers pol- Travelers lS responsible for the saying that none of the parties got AC&S case in which the insurer said Attorneys for Travelers said
icies regarding defense costs was defense of claims arising from as- everything it wanted argues that duty to defend ends they had not yet calculated how
ambiguous and, thus, should be bestos exposure during the period "Judge Giles split the baby," said upon exhaustion of limits-the much money, if any, Travelers
interpreted in favor of the policy- of coverage but asserted after the one industry attorney who asked same argument the insurer made m must pay to CU
holder exhaustion of aggregate limits 13 not to be identified the Pittsburgh Corning case In addition to this case, Pitts-

In addition, Pittsburgh Corning untenable," Judge Giles added However, according to one attor- The insurer has not yet dec jed if burgh Corning has filed a declara-
argued that, at the very least, Trav- "By making this argument, the ney, the decision is a ma or setback it Will appeal, Mr MeKeon said An tory Judgment suit against Travel-
elers should have to defend those insured, Pittsburgh Corning, does for Pittsburgh Corning attorney for Pittsburgh Ccrning ers on the issue of coverage, that
lawsuits that were pending when not seek protection under the terms "It is extraordinarily important," added ' We are studying the opin- case is still pending .

its limits were exhausted of a subsisting policy but rather said Barry R Ostrager, with the
But, Travelers contended that seeks a continuation of policy pro- New York firm of S i mpson /

once its policy limits had been ex- tections simply because a policy has Thatcher & Bartlett, which repre-
hausted, lt didn't have to continue once been issued " sents Travelers in the litigation
defending Pittsburgh Corning But, while the duty to defend with Pittsburgh Corning insurance services guide

In his opinion handed down ear- once undertaken iS Independent Because Travelers does not have

her this month, Judge Giles said his of any subsequent obligation to an unending duty to defend, Pitts-

Restraining order INSURANCE/REINSURANCE
Use the Insurance SOFTWARE for PC's

Programs designed to increase productivityContinued from page 2 straining order, says Jonathan Bank, Union was facing financial diffi- Services Guide to for the Insurance and Reinsurance indus-
Orient with an arbitration notice, Ranger's attorney in the Los Angeles culties and was unable to increase tries AGENTS BROKERS, CLAIMS CON-

the same day Ranger says lt first office of Buchalter, Nemer, Fields, the required letters of credit So, reach your best TROL UNDERWRITERS and MANAGE-
MENT will benefit from Our programsrealized reinsurance may not have Chrystie & Younger Ranger limited Orient's under- JAMES B HOOD & ASSOCIATES

been valid since Jan 1 The Laguna Hills, Calif -based writing authority in March prospects. PO BOX 598, FAIRFAX, CA 94930

A hearing iS scheduled in Santa MGA has said it would be put out 415-453-6748 TELEX 353677 HOOD SFO
Later, Mr Taylor says in his affi-

Ana tomorrow on Ranger's request of business if it can't write for davit, Union's owner, Frank B
for a preliminary injunction to re- Ranger, Ranger Vp Charles A Hall & Co Inc, informed him May

CASUALTY ACTUARIES, INC.place the temporary restraining Taylor Jr reveals in an affidavit 10 that Union had terminated its Robert F Lowe FCAS,MAAA FC A Benefits News Analysis
order The court has rejected Ori- Ranger counters that it limited participation in the relnsurance • Loss Reserve ana Rate Evatuat ens for The magazine for benefits managers

ent's attempts to dissolve the tem- Orient's underwriting and later im- program as of Jan 1, and that it Insurance Companies and Sed- n Analysis of corporate benefit practices
suredq

porary restraining order posed an underwriting suspension previously notified Orient of this Flexible Benefits Cost Containment
• Statutory letters of opinion on loss and Savings/401 (k) Communication"Any agent would resent indirect after the adequacy of reinsurance Hall annnounced in October loss expense reserves

Systems/Admin International
methods of termination earlier arranged by Orient was found Union was for sale (BI, Oct 22) One Insurance Center Plaza Suite 1

St Louis MO 63141 Free copy-203/393-2272than the six-month notice," says questionable "If Union is able to establish that (314) 878-5002 Box 4033 New Haven CT 06525

Orient's attorney, David Daar of Orient arranged for Union In- it is no longer a reinsurer of
Miller & Daar in Beverly Hills demnity Insurance Co of New Ranger, Ranger will be exposed to
"The issue iS Can underwriting York to reinsure risks written for 100% of the liability under policies
controls be used to accomplish the Ranger from November 1983, the issued by Orient," Mr Taylor says
termination," of the agreement beginning of Ranger's MGA con- He estimates Orient wrote $92 mil-

Ranger believes Orient is com- tract with Orient hon in premiums in Ranger's name
plying now with the temporary re- In November 1984, Ranger says, from Jan 1 through May 9

Orient wrote liability coverage
for Ranger of up to $1 million for TIME
alarm installers, security guards

PROGRAMS • ASSOCIATIONS and commercial truckers

Under a quota-share reinsurance is money, and
PRODUCT LINES • CAPTIVES arrangement, Ranger retained 10%

of these risks and ceded 90% to

Program Specialists will provide your firm with MGA Union Orient received a flat com-

mission of 25% of net premiums(Managing General Agency) authorities for your 66 DOWNTIME
written annually Ranger received

particular industry. A specific reinsurance treaty will be a 34% ceding commission

designed, outhning your underwriting authorities. In its effort to dissolve the re- is money lost.stralning order, Orient has sug-
Benefits to your firm and/or qualifying group gested that Remeo Insurance Co,
members include: its affiliate, replace Union as

Ranger's reinsurer
• Quoting, binding and policy issuance. But both Ranger and the Dela-

ware Insurance Department object• One identifiable carrier, while knowing the NuMERICON w 11 re,tore damdged machine ick 1, to pertormRemeo President LWF Corne-
ar. elficiently and Niabl> .1, before Our god[ in reworation 14reinsurance secunty. lius in Harrisburg, Pa, told a Del- to work quickly (on ight .ppratwl within 24 hour) in d LiN

ware department official May 17 efficient manner (20-40 percent of replacemert £041)• Tailored industry pricing and policy form
that Remeo would notify the de- produuing quality red,0

• Expand a regional program into a national, if desired. partment before entering any
agreement to reinsure Ranger, and In less time and at less cost.

• Commissions on collateral business. that no agreement would be made
When equipmenl 1, down NUMERICON work. around thewithout Remco obtaining more re-• Earn both investment income and underwriting .lock to get It bac; 01 line becaue we km)# tinie 10 Inmey

insurance for Remeo
and downtime i. none> 10„t

profits ula an agency captive But the Insurance Department
later learned that Remeo had sub- EXPERIENCED, CAPABLE, RELIABLE .Reinsurance Intermediaries-Underwriting Managers
mitted a reinsurance treaty to
Ranger May 13 A department NUMERICON, INC.
hearing was called for last Friday A ingle ource 01 reponwbility

0 PROGRAM for Remeo to show why its certifi-
cate of authority should not be re- 24-HOUR HOTLINE 1-214-399-1511

SPECIALISTS voked

The department contends that
Remeo-with a 1984 surplus of

Remurance intermediaries - Undenunting Managers about $2 4 million-cannot absorb
reinsurance premiums of about $9 3 For advertising information in the INSURANCE SERVICES GUIDE74 Atlantic Avenue TX 940755 Harbor/aw million from Ranger, let alone Contact Beverly KluxdEI, 740 Rush Street, Chicago, Illinois 60611

Marb/ehead, MA 01945 (617) 639-1660 withstand what Omer't can write
Telepione (312) 649-5340

under contract until November .
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3301 --A/ By MYRON M. PICOULT to-surplus ratio, they would be earning 20% 117 3% from 118 8%, despite an 88% rise in ca-
325

Special to Business Insurance
tastrophe losses The loss ratio deterioratedon equity

320 While we recognize the need for many slightly to 87% to 863% All of the improve-
315 : TI7HE MOST NOTEWORTHY trend among property/casualty companies to pay the piper ment was centered in the expense ratio, re-
310 1 1 property/casualty insurers during the for past sins, pools and captives become an flective of the strong rate of premium growth
305 first quarter was the dichotomy in unit increasingly attractive haven for the more- and past and current cost-cutting measures
300 ,a growth, defined as the number of policies in mundane risks in the face of continued ef- Ten companies exceeded the average com-
295 11 force Some companies were aggressively forts to sustain the exponential rise in com- bined ratio and eight were below Once
290 .8

H seeking unit growth, while others continued mercial rates If enough buyel,tap these again, only GEICO Corp was able to post a4744674# 249410 4.f# I2 to reduce the size of their books risk-funding alternatives, it eould quickly combined ratio below the 100% mark, though
/ This has the earmarks of "A Tale of Two curtail the size of rate increases 11 companies improved their combined

Cities," and can't be positive for both groups The strategy to keep one's powder dry ratios Crum & Forster posted the highest
The Bus,ness /nsurance stock index continued The dichotomy in unit-growth objectives is until rates are more adequate is logically cor- combined ratio of the group
its upward climb, reaching a record high for the more a function of the rect It remains to be seen if prudence will • Statistics on premium-to-surplus and re-
sixth consecutive week. The Business insur- perceptions of rate ade- outweigh market-share pressures The pie- serve-to-surplus ratios are incomplete How-
ance,ndex ofinsurance industry stocks closed quacy than surplus at ture of a cadre of companies at the starting ever, when comparing data on the 14 corn-
at 363.1 points on May 21, an increase of 6.3 this juncture, given the gate anxious to recapture market position is panies for which information is complete, the
points from the previous record of 356.8 points, success many un- somewhat reminiscent of the classic scenario premium-to-surplus ratio edged up to 2 74-to-
reached May 14. A total of 37 stocks posted derwriters have had in
increases, 11 stocks were down, and nine selling stock or convert-

of three skiers decked Out in their skis and lfrom 2 72-to-1 at the end of the year, while
poles trying to get through a revolving door the reserve-to-surplus ratio receded slightly

stocks were unchanged. The biggest gains ible issues plus the im- at the same time No one gets through' to 3 3-to-1 from 3 32-to-1

were posted by Lincoln National Corp. Indem- provement in the bond Our data base has been expanded slightly • Aggregate loss reserves appear to have
nity, up 7.7%; Kemper Corp., up 6.6%; Cont,- market The latter has to now include 19 of the major publicly held increased 128%, indicating that some com-
nental Corp., up 6.5%; American Indemnity Fl- apparently made some (direct or indirect) property/casualty insur- panies are beginning to address their reserve
nancial Corp., up 6.4%; and SRI Corp., up 6.3%. company managements Mr. Picoult

ers, which account for about 47% of the total deficiencies We still have a long way to go
The largest losses were posted by Baldwin & feel healthier and premium volume of the stock segment of the on this point Much to our surprise, paid
Lyons Inc., down 4.4%; Northwestern National wealthier industry As of this writing, the data was losses were up only 2 1%
Life Insurance Co., down 4.2%; American Hen- The aggressive camps articulate a contin- complete except for results from The Home • Finally, property/casualty earnings
tage Life Investment Co., down 2.4%; Chubb uation of the exponential rate of increase in Insurance Group Our survey revealed for slipped about 4%, while consolidated results
Corp., down 2.3%; and the Statesman Group commercial rates, albeit at a moderated pace the three months ending March 31, 1985 expanded almost 22% In many instances,
Inc., down 2.2%. The Business Insurance stock The more conservative cadre feels that rates • Net written premiums, on average, rose group results continued to be extremely
,ndex rose a total of 1.8% for the trading period. are still somewhat Inadequate and that a 16 8% from the comparable figure the year strong This will slow as the year progresses
For the same trading period, the New York more aggressive growth posture will be war- before Excluding Kemper Group because of The bottom line to all of this is clearly that
Stock Exchange compos,te rose 3%, the Stan- ranted in the second half of 1985 a pooling change effective last July, the aver- the Industry's fundamentals are improving
dard & Poor's 500 rose 3.1%, and the Dow Comments from company managements age gain in premiums jumped 19 1% This was However, we reiterate that an awful lot has
Jones 30 Industrials rose 2.9%. during first-quarter analyst meetings indi- an extremely strong increase and reflective been discounted in a very short period of

cated at the low point of the pricing cycle- of the rise in commercial rates to date time Investors with meaningful gains might
1

British Issues about the fourth quarter of 1983-rates on Ten companies were above the average do well to secure some profits before making
"bread-and-butter standard commercial and eight were below The sharpest increase the down payment on their Rolls Royce •

1 Week risks" were about 60% to 65% of the Insurance m premium volume was achieved by CNA
21 May Price P/E Div Yield High-Low

Services Office's manual rate Insurance Cos with a 378% gain SeveralCompanies pence pence % pence pence A&A/Reed Stenhouse
Comml Union 224 N/M 169 75 232-218 Based on rate increases secured to date, other companies, including American Inter-
Gent Accident 598 1014 286 48 615-598 several companies are now writing current national Group Inc, Chubb Corp and Tran- Shareholders of Alexander & Alexander

Gdn Royal Exch 698 202 37 1 53 715-698 business at a combined ratio of 107% to 110% samerica Insurance Co were clustered Services Inc approved the brokerage firm's
Royal 633 N/MI 339 53 645-630 With investment yields hovering near the around the 30% mark Single-digit growth proposed acquisition of Reed Stenhouse Cos
Sun Alliance 465 224 211 48 4*-465 double-digit mark, underwriters are in a po- was registered by American General Corp, Ltd of Toronto on May 17 Reed Stenhouse

Brokers
sition to fully deduct their underwriting The St Paul Cos and Crum & Forster Inc shareholders voted in favor of the acquisition

CE Heath 612 100 300 49 612-580
losses and, if they write at a 3-to-1 premium- • Pretax net investment income increased on May 15

Hogg Robinson 280 16.0 116 41 289-280
11 9%, reflective of both enhanced cash flow The two international insurance brokerage

JH Mmet 202 139 89 40 218-202 and continued emphasis on taxable invest- firms expect to finalize the proposed acquisi-
Sedg Grp 380 167 143 38 385-380 Myron M Picoult ts senior vp and senior m- ment instruments Eleven underwriters were tion sometime this summer, after regulators
Stew Wnghtson 593 15 6 25 7 43 603-593 surance analyst with Oppenhetmer & Co in above the average and seven were below review and authorize the transaction
Willis Faber 683 234 186 27 695-673 New York He zs the past president of the Two companies, Hartford Insurance Group
Source Phil p Olsen/Alan Clifton, Insurance Industry Assn of Insurance & Anancial Analysts and and Kemper Group, reported declines in pre-

Specialists Kitcat & Anken Stockbrokers.
Emett & Chandler stock sale

a member of the New York Society of Secu- tax mvestment income for the quarter
London

rity Analysts His column appears the fourth • The aggregate combined ratio, after pol- Chicago-based Old Republic International
Monday of every month icyholder dividends, actually declined to Corp sold 178,632 common shares of Emett &

Chandler Cos stock for $16 a share on the
open market m April The shares represent

1 115% of the Los Angeles-based insurance
brokerage's common stock

Bl Industry Stock Report May 21, 1985 5/15/85 thru 5/21/85 Frank B. Hall

New York-based Reliance Group Holdings
Inc has acquired 1 85 million common shares
and $25 million of subordinated debt of in-

Brokers Pnce % Chg P/E $ Div % Yld High Low Vol (000) Pnce % Chg P/E $ Div %¥ld High Low Vol (000) surance brokerage firm Frank B Hall & Co
Alexander & Alexander Svcs NYSE 29.00 00 00 100 34 29.38 28.75 228 4 Avemco Corp NYSE 2825 -09 131 060 21 28 75* 28.25 15 9

Baldwin & Lyons Inc OTC 65.00 -4 4 11 8 0.80 1 2 71 00* 65.00 27
Business Mini Assurn Co Amer OTC 5425 05 75 208 38 54.25 53.75 98 9 at a cost of $62 million In addition, Reliance
Chubb Corp NYSE 6885 -2 3 17 3 2 20 3 2 70.25 68.88 223 8

Corroon & Black Corp NYSE 47.00 36 00 100 21 47.25 44.88 144 6 Chairman Saul P Steinberg has Joined Hall's
Crump E H Cos Inc OTC 3075 51 231 044 14 30 75* 29.25 26.9 Comb,ned Intl Corp NYSE 47 88 -0 3 93 216 45 48 50* 47.25 108 5

Emett & Chandler Cos Inc OTC 20.00 1 3 95 2 0.00 0 0 20.00 19.75 32 board pursuant to an oral arrangement with
Continental Corp NYSE 47 36 6 5 24 2 2 60 5 5 47 50* 45.63 641 5

Gallagher Arthur J & Co OTC 42.75 0 0 25 6 0.28 0 7 42.75 42.75 41
Crown Life Ins Co OTC 1370[ 04 83 500 36 13700 13700 05 the broker

Hall Frank B & Co Inc NYSE 26.00 25 00 100 38 26.00 25.25 316 6 Durham Corp OTC 40.25 1.9 78 128 32 40.50 39.50 26 2 The transaction boosts Reliance's holdings
0 Bsen Cos Inc NYSE 6800 38 420 240 35 68 00* 65.25 608 6 Farmers Group Inc OTC 65.25 2 4 11 9 1.76 2 7 65 50* 64.38 672 9

OTC 800 00 00 000 00 8.00 8.00 05 Fremont Gen Corp OTC 290C 00 00 048 17 29.25 29.00 119 2 in Hall to 20 5% from a previous 9%
Reed Stenhouse Cos Ltd OTC 21.75 1 2 28 2 0.60 2 8 22.00 21.75 84 7

Great West Life Assurn Co OTC 366.00 00 94 14.00 38 366.00 366.00 0.5 Reliance Group Holdings is the parent
Hanover Ins Co OTC

AGENTS/BROKERS AVERAGE 55 5 21
42.50 5 3 72 0 0.56 1 3 43 00* 41.00 190 6 company of Reliance Insurance Co

Hartford Steam Boiler Insptn OTC 44.50 1 7 39 7 1.50 3 4 44 50* 43.75 38 5

Kans City Life Ins OTC 7700 -06 88 288 37 77.00 76.00 92

Conglomerates & Holding Cos.
Kemper Corp OTC 60 38 6 6 35 1 1.80 3 0 60 50* 56 88 245 5

Liberty Corp S C NYSE 30.88 2 1 14 4 0.72 2 3 30.88 30.00
g, Gallagher dividend

American Express(Fireman's Fd) NYSE 45 25 0 8 15 5 1 28 2 8 45 75* 45 25 4,602 9
Anderson Clayton(Ranger/PanAm) NYSE 38 38 3 7 19 8 1 32 3 4 39 13 36 75 26 2 1;,No" t,tso, re

NYSE 45 38 7 7 11 9 1 84 41 45 75* 42.13 407 0

NYSE 813 -15 00 000 00 8.38 813 120 5 Arthur J Gallagher & Co has declared a
Armco Inc NYSE 775 51 00 000 00 7.75 7.13 566 9

Monumental Corp OTC 32.50 2 4 23.9 1.30 4 0 32 SO* 31.75 15 9
Berkley W R Co-p OTC 1550 08 00 032 21 15.50 15.25 25 5

Northwestern Natl Life Ins OTC 31.00 -4 2 74 080 26 32 50 30 88 334 3
quarterly cash dividend of 7 cents per share

CIGNA Corp NYSE 5713 588161 260 46 57 13* 53 38 1,562 3 on the company's common stock, payable
City Investing Co. (Home Ins) NYSE 34 50 -5 5 3.3 0 00 0.0 36.75 34 SO* 1,960 9

Ohio Cal Corp OTC 60.50 1 7 22 4 2.80 4 6 61 25* 58.88 145 4

Old Rep Intl Corp OTC 3325 42 80 074 22 33 38* 31.75 117 7 July 15 to shareholders of record as of June
CNA Fill Corp ,CNA) NYSE 50 50 6 3 19.4 000 00 51 13* 49.00 274 9

Orion Cap Corp NYSE 25.75 40 00 076 30 25 75* 24.38 101 2

General Re Corp NYSE 83.88 06 524 1 56 19 84 38 83 50 422 0 30
Protective Corp OTC 23.00 -1 1 78 066 2.9 23.00 23.00 248 9

ITT (Hartford Group) NYSE 34.25 1 1 10 7 1.00 2 9 34.63 34 00 3,636 1
Provident Life & Acc Ins Co OTC 25.00 0.0 68 088 35 25.00 24.75 365 8

Optmum Hldg Corp OTC 050 00 00 0.00 00 0.50 0 50 89

St Paul Cos Inc OTC 69.00 -1 6 00 3.00 43 7013 69.00 475 7

Sears Roebuck 6 Co (Allstate) NYSE 36 SO 50 91 176 48 36 50* 34 88 4,310 1
SAFECO Corp OTC 43.25 21 154 160 37 43 63* 42.13 414 3

Crump stock split
Teledyne Inc (Argonaut) NYSE 246.75 22 53 000 00 246 75 241 25 228 1

Sri Corp OTC 18.88 6 3 32 0 0.68 3 6 18.88 18.00 230 8 The board of The Crump Cos Inc has ap-
Transamerica Ccrp Smbels Bruce Group Inc OTC 2188 1.7 00 080 37 21.88 21.50 157 3

(Occidental 8 Fred S James)NYSE 30 75 2 1 15 1 1 64 5 3 30 88* 30.25 627 1 proved a 2-1 common stock split If approvedStatesman Group Inc OTC 550 -22 0.0 015 27 5.88 5 50 48 9
.....

CONGLOMERATES/HOLDING COS AVERAGE 10 4 17 by shareholders, the new shares will be is-
Tok,0 Marine & Fire Ins Co OTC 17700 53 306 000 00 17700 16600 7.5

Torchmark Corp NYSE 51.63 1 0 11 4 1.00 1 9 51 63* 50.75 366 9 sued to shareholders of record Sept 30
Insurers

Travelers Corp NYSE 47.88 4 1 11.6 2.04 4 3 48.00* 46.50 1,096 5

Unted Fire & Cas Co OTC 22.00 0 0 0.0 0.80 3.6 22.00 22.00 01
In addition, the Crump board declared a

Aetna Life & Cas Co NYSE 45 88 2 2 23 3 2 64 5 8 46 00* 45.13 1,575 5 United States hd & Gty Co NYSE 3650 47 392 220 60 3725* 36.13 1,3186 dividend of 11 cents per share of common
American General Corp NYSE 34 88 5.7 11 3 1.00 2 9 35 25• 33 13 2,088 5 stock, payable July 9 to shareholders of rec-
Amern Heritage Life Invt Co NYSE 30 63 -2.4 92 120 3.9 31 25 30 63 1 1 Uslife Corp NYSE 3950 0.6 90 1.04 26 40.00 39.00 252 7

American Indty Fint Corp OTC 20.75 6.4 00 112 54 20.75* 19.88 28.7 Washington Natl Corp NYSE 26.63 14 78 1.08 41 26.63 25.75 73 3 ord June 28

American Intl Group Inc NYSE 8588 1 3 254 0.44 0 5 87 13* 83 00 556 2 Zen·th Natl Ins Corp OTC 14.50 3 6 0.0 0.68 4 7 14.50 14.00 22 8

Also, Crump Chairman Sidney A Stewart
Knew Reins Ltd OTC 1.SO 0.0 00 000 0.0 1.50 1 50 1.6 INSURANCE COMPANIES AVERAGE 16 4 3.2 Jr said he expects the board to increase the

annualized dividend rate by 14% on the
System design Altman Information Systems _ shares outstanding after the stock split
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It's theyearofthe stag.
ou see a lot of long faces in the
commercial lines market these days.

But not at the company with the stag.
ForThe Hartford and its producers, the

hard markets not a calamity. Its an opportunity
-a chance to write good business at a time when
other companies aren't willing to.Or able to.

Not that we're going to writeust any risk at any price.
We never have.That's why our premium-to-surplus ratio
and loss reserves are among the strongest in the industry. .
We intend to keep it that way.

What's more, we've had a consistent approach to under-
writing throughout the soft market on the classes of
business we want to write. And we still have no surprises
up our sleeve.

So it's not surprisin we can give our aentsjust
what they need: a stable, predictable market for
all commercial lines. With realistic, fair
rates based on actual exposures.

And that's something
to smile about.

THE HARTFORD 16,The Insurance People of ITT

The Hartford Insurance Group, Hartford, CT 06115.
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THIS YEAR IS OUR 175TH ANNIVERSARY


