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Tracking
down

reinsurance

By LEN STRAZEWSKI

Your risks are being divided, bartered and reinsured by your
underwriters along a winding trail of international finance. The
dollars to pay your losses ultimately may be paid from London,
Europe, Bermuda or the Caribbean.

Tracking down the reinsurance on your commercial risks isn't
easy, but it could be well worth the effort to confirm for yourself
that the security behind your policy is sound and that you are
getting the best rates considering the cost of reinsurance.

It takes aggressive buying to open the hidden reinsurance mar-
ket that the buying public supports. And the trail may be difficult
to follow.

The first Business Insurance spotlight report on reinsurance de-
scribes these winding trails, why they are worth following and
what you may find.

AlthoughBI has published news·of reinsurers, especially in rela-
tion to the corporate use of captive insurers and the London mar-
ket, this is the first look especially at the American reinsurance
market in one in-depth package.

Reinsurance capacity and reinsurance pricing, experts agree, are
the basic stuff of which commercial insurance rates are sculpted.

If reinsurance prices are low, commercial insurance rates are
likely to be low in the following 12 to 18 months. Though some
experts suggest the end of competitive insurance markets is
around the corner, soft reinsurance markets promise continued
competition for the coming year.

The National Assn. of Independent Insurers' annual meeting in
New Orleans this week is a good measure of the competition. As
insurers meet with reinsurers to plan treaty agreements and dis-
cuss the availability of facultative or case-by-case reinsurance,
1981 rates are also being shaped.

Knowing the reinsurance route, buyers may be better prepared
to negotiate for their insurance.

They may be better able to predict market trends that could
necessitate changes in corporate insurance programs. Knowing
the capacity o fthe reinsurance market also might provide the extra
support a risk manager needs to sell the concept of a captive in-
surer.

Getting the data you want, however, won't be easy. Reinsurers
and intermediaries said they usually did not meet with risk man-
agers on normal commercial insurance.

Moreover, most reinsurers and intermediaries said they really
did not want to meet with risk managers, even on the large fac-
ultative risks when loss probabilities hinge on the care of the safety
and risk manager.

Aggressive buyers are even changing that traditional view. Ex-
ecutives at Bell-Riddell, new owner of the football helmet manu-
facturing concern, are taking their case directly to reinsurers with
evidence that football injuries are not aggravated by poor helmet
construction.

The trail of insurance begins with the buyer. Now the aggressive
buyer is following the path to its end. You can start by turning to
page 13, the start of our special report.

update:
Textile company
must pay damages

GREENVILLE, S.C.-Riegel Textile
Corp., which appealed a $1.75 million
product liability judgment on the
grounds its product met federal safety
standards, must pay the damages, the
U.S. Supreme Court has ruled.

The ruling signals potentially greater
risks for other textile firms whose prod-

Continued on next page
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When Reagan takes up
reins in Washington...

By JERRY GEISEL

WASHINGTON-The conserva-

tive political wind that blew
Ronald Reagan into the presi-
dency and knocked out liberal and
Democratic control of the Senate

will reroute legislation and regula-
tion affecting corporate insurance.

With pro-business Republicans
in charge of Senate committees
that control insurance-related leg-
islation and a sympathetic ally in
the White House, changes are ex-

1 pected.

• The Occupational Safety and
Health Administration, long cited
by conservative Republicans as
the classic example of overregula-
tion, will be overhauled.

• The coffin now will be shut on
a national health insurance pro-
gram, long advanced by liberal
Democrats.

• The impact of the President's
Commission on Pension Policy
will be reduced because a new ad-
ministration will receive the

commission's final report in Feb-
ruary.

• Federal standards for workers

compensation will be among the
dead issues in the Senate Labor

and Human Resources Committee

when a conservative Republican
takes control as chairman from a
liberal Democrat. The committee

Continued on page 60
With Ronald Reagan and George Bush at the helm, a more pro-
business attitude is expected in Washington.

LNG ships are treated
as one individual loss

By JOHN MILLER and
KATHRYN J. McINTYRE

LONDON-Lloyd's of London

underwriters have pegged July 13,
1979, as the date the biggest indi-
vidual marine loss ever struck the

insurance market.

There was no hurricane. No di-

sastrous explosion. No ship lost in
turbulent seas.

That is the day the first of three
ships built to carry liquefied natu-
ral gas failed a sea trial.

Since then all involved have

agreed the ships will never be safe
to carry LNG. Marine insurance

INSIDE.
Page 3

Employers, insurers
 feel pain of stress

underwriters have agreed to pay
$300 million to El Paso Co., which
ordered the ships (BI, Aug. 11).

Lloyd's and U.K. insurers have
$240 million of the loss and Ameri-
can insurers have $60 million.

The decision of Lloyd's under-
writers to treat the loss of the three
ships as one individual loss on
July 13 will send shock waves
through the world's reinsurance
markets as direct line underwri-

ters on the risk seek to recover

some of their losses under excess-
of-loss reinsurance policies.

"There will be calls on reinsur-

ance support in all markets," ob-

served one marine insurance ex-
pert.

Marine insurance buyers, how-
ever, need not fear any aftershock
of this important decision, marine
sources say. The glut of reinsur-
ance capacity will preclude any
immediate reinsurance rate in-

creases because of this loss, they
say.

Indeed, insurance buyers can
benefit from this decision because
it lessens the blow of the loss on

any one insurance company and
diminishes the potential for any
one company to want to raise rates

Continued on page 57

When something goes
wrong, they find out why

Page 54



-update: Obstetrician, hospital
Textile firm must pay damages
Continued from previous page
ucts meet federal but not state safety standards

The children's palamas made by Riegel that caught fire and se- split stru ctured award
1

verely burned a child had met federal regulations for flammable
products SAN FRANCISCO-A 6-year- lieves James S Bostwick, a San the full value of the settlement to

' But a Minnesota supreme court ruled that federal compliance old boy could receive as much as Francisco attorney representing $26 million
alone was not enough, the U S Supreme Court upheld that ruling $26 million in a structured settle- plaintiff Martin Coyne and his According to Mr Bostwick, the

Employers Insurance Co. of Wausau, Riegel's primary product ment over a birth injury, but how family doctor and the hospital delayed

liability insurer, will pay $300,000 of the award and Commercial the doctor and hospital involved The settlement, which came af- too long in performing a Caesarean
Union, umbrella liability insurer, has offered $450.000 will split the bill is still to be de- ter a week of trial in a San Mateo section on the mother after it was

Rlegel is suing Commercial Union for the remaining $1 million in cided County court, has a present value discovered the infant's blood sup-
damages, but the insurer is refusing to pay, says Riegel chief finan- The medical malpractice settle- of $4 6 million, Mr Bostwick said ply through the umbilical cord had
cial officer Clayteen Lewis Commercial Union charges punitive ment is the largest ever m Califor- But annual payments to the boy been cut off
damages are not covered under the umbrella policy nia and probably nationwide, be- through a lie annuity could bring The resulting brain damage has

Frank B. Hall & Co of New York lS the manufacturer's broker reportedly left the child with a

TSS class actions in works Members acce pt
mental age o f 6 to 8 months

The defendants, Mary's Help
Hospital in Daly City and an obste-

LOS ANGELES-Two more class-action lawsuits against tam- trician who attended the boy's
pon makers are brewing in Ohio and Pennsylvania

A $75 million class action against P&G, maker of Rely tampons, bill to overhaul mother, will pay $215 million to
finance the settlement, reports

has been filed in a state court in Dayton, Ohio The complaint seeks Walter Kohn, the attorney repre-

$50 million in compensatory damages and $25 million in punitive senting Mary's Help Hospital
damages for victims of toxic shock syndrome

The first class action against International Playtex Inc. could be
filed in Pittsburgh ifa district magistrate and his wife win the right Lloyd's operation

The hospital and the doctor, who
were sued as separate defendants,
have agreed temporarily to each

to represent all Pennsylvania women who developed TSS from pay 50% ofthe total settlement and

using Playtex tampons By JOHN MILLER siders nominated by the council to litigate their differences later
The first TSS class action was filed against Procter & Gamble in with the approval of the Bank of The Farmer's insurance Group

September in San Francisco district court (BI, Sept 29) LONDON-A draft bill that England will pay the first $100,000 loss
would create a 25-member ruling With the ability to rewrite above an undisclosed self-insured

Utility forms black lung trust council for Lloyd's o f London is on Lloyd's bylaws and plan policy, layer retained by Mary's Help Hos-
its way to Parliament the council could implement other pital The balance will be paid by

ALLENTOWN, Pa -Pennsylvania Power & Light Co has or- Lloyd's members Nov 4 over- Fisher Report recommendations Lloyd's of London
ganized the first (501)(c)(21) black lung benefit trust fund to be whelmingly approved the pro- These include the elimination of The first $100,000 of the

approved by the Internal Revenue Service posal to alter the workings of the foreign ownership limitations on obstetrician's liability will be paid
The tax-exempt trust mechanism permits coal mine operators to historic insurance market Lloyd's brokers and the ellmina- by the Argonaut Insurance Co

establish reserves and accumulate assets to fund long-term black The bill, altered only slightly tion ofshareholding links between The excess insurer: Chicago Insur-
lung liability in a manner similar to pension funds homa proposal released last sum- Lloyd's brokers and managing ance Co, will pay the balance

men is the first step in implement- agencies About $886,000 ofthe settlement

State declares MET insolvent ing changes recommended by the Lloyd's, an underwriter o f many has been applied to purchase of a
Fisher Report on Lloyd's self-regu- large and small U S risks, also life annuity for the boy, providing

HARRISBURG, Pa -National Employers Trust of Gibsonia, lating powers (BI, June 30) It will would adopt new disciplinary and him with a $50,000 annual income
Pa, a self-funded multiemployer trust with about 1,000 member be proposed to Parlmment Nov management guidelines designed paid monthly for the rest of his life
companies, has been declared insolvent and is under the supervi- 27 to protect policyholders The annual payments will be com-
sion of the Pennsylvania insurance department If the bill lS passed, the new "It is clear that the present self- pounded annually at 3%

A department spokesman said claims will be frozen "for a few Council of Lloyd's would take of- regulating power of Lloyd's is in- Half of the monthly payments
weeks" while trust administrators and state insurance officials fice before the end of 1981 It adequate to deal with the prob- are guaranteed for 20 years to the
study the cause of the insolvency and try to work out a way to would be armed with rule-making lems we have to face," Lloyd's boy's estate ifhe dies prematurely
revive the trust without dipping into the state insolvency fund The and disciplinary powers now chairman Peter Green told the Atage 21, an additional $48,000 per
trust affects 5,000 employees vested in general meetings of membership meeting last week year will be paid to the boy each

Lloyd's membership Only 59 Lloyd's members disa- year for the remainder of his life

Malpractice award covered The council membership would greed Of Lloyd's 18,552 total If the full settlement is paid in a
be made up of 16 working Lloyd's members, 13,449 voted in favor of lump sum, rather than an annuity,

MIAMI-Mount Sinai Medical Center and two physicians named members elected by the working the draft bill in person or by proxy the plaintiff requires a larger sum
in the largest malpractice verdict m Flonda's history are insured members, six external members and 5,044 abstained of money to pay for lifetime care

by state trust funds elected by postal ballot of the ex- Four thousand members at- and to offset inflation, say personal
But the 26-year-old paralyzed plaintiff might have to wait as long ternal members and three out- C6ntinued on page 60 injury attorneys

as 67 years before receiving the full $67 million awarded to her
The Physicians Protective Trust Fund insures anesthesiologist Rebound in court

Dr. Saul Miller and physician Dr Robert Bedell for the first
$100,000 primary layer, said a hospital spokeswoman The hospital
is self-insured for the same amount, she said

The unlimited excess layer of coverage provided by the Florida
Patients Compensation Fund insures the hospital and the physi-

Team cries insurer foul
cians By statute, however, the fund has a structured claim system
that restricts payment to only $100,000 per person per year By JOHN MAES

The patient, Vikki Lynn Reyes, was almost completely paralyzed
by oxygen deprivation during cancer surgery March 30, 1979 LOS ANGELES-The San Diego Chppers are after

a big win, but the points will have to be scored in a i

Retiree groups settle suits law court, not on the basketball court
The National Basketball Assn team has filed a

WASHINGTON-The American Assn of Retired Persons and $12 5 million suit here against Lloyd's of London and
the National Retired Teachers Assn announced settlements of another British insurer for allegedly denying a claim
lawsuits against them and their former group health insurer, Colo- on a policy covermg star center Bill Walton Mr
mal Penn Life Insurance Co, last week Walton's pro career was ended because of a foot in-

The lawsuits, filed in 1976 in New York state and federal courts Jury

by a group of the associations' members, charged Colonial Penn The suit seeks payment o f the claim under a $1 25

with dominating the group health plan offered them The AARP 1 million policy and several mlilion dollars in damages, 9

and NRTA have since changed group health insurers as the suit alleging fraud, breach of contract, misrepresentation
requested, awarding $270 million in premiums to Prudential Life and bad faith by Lloyd's and The Home Insurance
Insurance Co (BI, Oct 6, 1980) Co, said Stuart Benjamin, attorney for the Clippers

The American Foreign Insurance Assn, manager
and administrator of The Home in England, said

4 4,DA,
inaex Lloyd's and The Home each are at risk for 50% ofthe

first $750,000 of coverage The remaining $500,000 .

was placed in the Brussels market
Around the states.......... 6 Spotlight report .......... .13 The claim, filed in September, was denied under a
Benefit beat............... 4 Someoneyoushouldknow....38 policy exclusion for ankle injuries, said Mr Ben-
Benefit tax slants..........35 Washington............... 9 Jarnin

BIticker..................61 Worldwide................40 But Lloyd's says .t has not denied the claim, but is
Classifieds ................58 Vol 14, No 45-Business In- awaiting more medical information about Mr
Comings & goings: buyers ....48 surance (ISSN 0007-6864) is Walton's condition before making a decision, says
Comings&goings: industry...49 published weekly at 740 Rush Alan G Miller, a Boston attorney for Lloyd's "I'm
Datebook 40 St,Chicago, Ill 60611 Second- waiting for a medical opinion from the Clippers' phy-
Editorial opinions ........ .10 class postage is paid at Chicago, slcian saying that the man will never play again "
Info.......................50 Ill , and additional mailing of- Mr Miller said the policy requires Mr Walton to be .
Legal briefs ...............37 fices Postmaster Send address disabled for a year after the injury

Markets..................44 circulation department 740
Letters. ...................10 changes to Business Insurance, "As far as I can determine, the player played for six

weeks from Jan 29 to March 12 of this year "

Perspectives ..............35 Rush St, Chicago, Ill 60611 The injury that prematurely ended the star's play-
Products & services .......50 Copyright 1980 by Crain Com- ing career was a fracture to a foot bone called the

Speaking out ..............37 munications Inc | tarsal navicular, which is not part of the ankle, Mr The NBA Clippers are suing Lloyd's over a policy
-- "

- Benjamin explained covering the injured Bill Walton.
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STRESS: of spreading occupational ailment
Employers, insurers feel the pains

Costs of executive stress
Conservative

estimate

Cost of executive work loss days (salary) $ 2,861,775,800

Cost of executive hospitalization 248,316,864

Cost of executive outpatient care 131,058,235

Cost of executive mortality 16,470,977,439

Source: NIOSH
$19,712,128,338

Workers get cash
for high deductible

By CAROL G. BLITZER

LOS ANGELES-It pays to take
risks at Orthopaedic Hospital in
Los Angeles.

By selecting a higher deductible
for major medical insurance, em-
ployees with families can get free
coverage plus a dividend o f $82 un-
der a plan devised by the Hospital
Council of Southern California's
Shared Services Insurance

Agency.

The premium for the $400 de-
ductible plan is approximately
30% less than that of the $100 de-
ductible plan. "At Orthopaedic, we
give that back to the employees to
get them in the plan," explained
Eileen Fein, director of the Shared
Services agency,

A new health benefit program
offers employees a choice o f three

deductibles: $100, $250 or $400.
The employee can reduce his or
her monthly share of the health in-
surance premium and reap a cash
payment for the difference in pre-
mium the hospital pays for the
cheaper high-deductible plan and
the more expensive low-deducti-
ble plan.

The plans offer identical benefits
except for the deductible cost and
dividend payment.

The hospital isn't saving any-
thing this year because it is giving
the employee the premium saved
under the higher deductible. But
the hospital is betting that in the
long run, employees with bigger
deductibles to pay will think twice
about using the health care sys-
tem. Employees will see doctors
and hospitals less and reduce the

Continued on page 56

Ultraconservative

estimate

$1,430,887,850

124,158,432

65,529,117

8,235,488,720

$9,856,064,119

By EILEEN NORRIS

CHICAGO-A new ailment is

spreading in the U.S. work force,
but employers and insurers say
they are the ones feeling the pain.

Workers compensation claims
for occupational stress are
mushrooming. And the number of
cases being negotiated out of court
by employers leery of taking their
chances with the legal system is
growing, too.

But the cost ofjob-related stress
to employers cannot be measured
strictly by examining claims. In a
recent study, the annual cost of ex-
ecutive stress alone in the United
States was estimated at $10 billion
to $20 billion. That figure covers
only measurable items such as
work-loss days, hospitalization,
outpatient care and mortality to ex-
ecutives (see chart). It does not ac-
count for ineffectiveness on the
job or effects on other employees.

Increases in the cost of health
care could drive the cost up to $80
billion, an expert estimates.

The new wave of stress claims
hasn't affected workers compensa-
tion insurance rates yet, but the
potential is there, industry sources
say. Claims of emotional injury on
the job are coming not only from
former, disgruntled workers, but
also from current employees.

"It has truly raised its ugly
head," one claims manager said of
occupational stress claims.

Consider some pending claims:
• An assembly line worker in

the Midwest was the butt ofjokes
among his fe116w employees. An-
other worker threw a buttered din-
ner roll at him during lunch, hit-
ting him in the back. The em-

4

ployee said he was hit with two
pieces of buttered steel. His doctor
says the incident caused him to
suffer a nervous breakdown.

• A Connecticut worker who
was asked to give a speech at a
training session contended the ex-
perience upset him so much he be-
came mentally ill. His doctor
agrees the incident disabled him
and says the man can never work
again.

• An Ohio woman fired from her
clerical job for incompetence says
the incident caused her to suffer a
nervous breakdown. The com-
pany, however, says it tried vari-
ous forms of counseling before ter-
minating her and said she was a
hazard to the other employees.

The exact number of stress
claims filed in the United States is

unknown because statistics-gath-
ering agencies are just beginning
to keep such data. These agencies
include the California Workers
Compensation Institute, the Na-
tional Council on Compensation
Insurance in New York and the Il-
linois industrial commission.

However, insurers and employ-
ers privately would say they fear a
"floodgate" of stress claims. Some
declined to talk about pending
cases because they fear publicity
would stir up more claims.

But many confirmed they fear
insurance rates will skyrocket to
keep pace with the volume of
claims being filed.

"It hasn't affected our rates yet,"
reported James Kinzel, claims
manager for INA Corp. in Phila-
delphia. But he predicts it will.

This type of claim is filed long
Continued on page 58
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Panel readies volcano endorsement
By CAROL G. BLITZER

SEATI'LE-A task force repre-
senting insurers, agents and bro-
kers is pushing a self-imposed
Christmas deadline to develop a
special endorsement that will clear
the air of confusion over coverage
for volcanic eruptions-including
ash-related losses.

As Mount St. Helens groans and

grumbles, the state task force on
volcano protection insurance is
meeting. Formed at the request of
Washington insurance commis-
sioner Dick Marquardt, the com-
mittee is looking into a special en-
dorsement to directly spell out
what a volcanic eruption is and
what damage will be insured.

"I would like the endorsement to
include definitions of direct dam-

ages," said Scott Jarvis, public de-
fender in the insurance commis-

sioner's office here. "We want to
eliminate the lack of clarity over
what is covered."

Others prefer more general lan-
guage, he added.

The endorsement could work in

one o f three ways, explained John
Solon of broker LaBow Haynes

Continued on page 56

Thorny legal case may bankrupt town
By JOHN MAES
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SOUTH TUCSON, Ariz.-This
little Tucson suburb of 7,500 resi-
dents may have to pay $3.6 million
in damages to a police officer em-
ployed by the neighboring giant of
Tucson, an amount exceeding the
town's small insurance coverage
and total annual budget.

If forced to pay the damage
award and holding only $100,000 of
liability insurance to call on, the
town may go bankrupt, be forced
to float a bond issue to raise the
money, levy a special tax or sell its
property. Not even the sale o f town
property, however, will cover the

amount o f the full award.

The case involves a thorny legal
question: Can an employee, pro-
hibited by state workers compen-
sation laws from suing his own em-
ployer, sue the other employer
served in a joint venture per-
formed for the mutual benefit of
both?

A jury awarded $3.6 million to
Julian Roy Garcia, 30, who was
permanently paralyzed Oct. 11,
1978, when a South Tucson police-
man inadvertently shot Mr. Garcia
during an assault on a barricaded
gunman. The 45-caliber bullet
shattered the officer's .pine.

It doesn't appear that South Tuc-

son will have to empty its coffers
anytime soon to pay the award. At-
torneys for the municipality have
petitioned the court for a reduc-
tion of damages or a new trial.
They are prepared to take the case
tothe U.S. Supreme Court, which
could delay the award for months
if not years.

The jury awarded Mr. Garcia
$2.6 million in damages for lost
wages, future medical expenses
and catastrophic injuries. It also
added $900,000 for legal fees,
which the city's attorney, Robert
Murray, calls excessive.

"We'll take the case as far as is

Continued on page 55
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Not even the sale of town property would cover the $3.6 million
damage award South Tucson may have to pay.
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Accountants policy covers suit
CHICAGO-If Alexander Grant & Co.

here loses a $54 million lawsuit filed by Tif-
Any Industries Inc., its accountants profes-
stional liability policy will pay the loss.
5 But the accountancy firm thinks the law-
suit is "just a publicity stunt" and isn't plan-
ning on making a claim, Di source said.

The complaint is one of many suits and
countersuits chargingidefamation between
Tiffany and Alexander Grant after a Tiffany
audit in 1978.

An Alexander Grant auditor became sus-

picious of the typeface changes on two Tif-
tany letters to Nigerian banks and an investi-
gation into forgery was drdered by the Se-
eurities and Exchange Commission. Tiffany
stock trading was halted.

Alexander Grant then filed their first law-

suit against Tiffany; a troubled action under
the Racketeering Influence & Corrupt Or-

ganization Act, for anyone injured in a pat>
tern of racket activity.

Four lawsuits have been filed against Tif-
fany since then-three on behalfof its share-
holders and by Alexander Grant. ;

3ut Alexander Grant is being SUBd, too.
That complaint, filed by Joe Simpkins,
chairman and founder of Tiffany, asks for $9
million in actual damages and $45 million in
punitive damages.

"The Simpkins counterelaim is probably
the last 6fcomplaints that have been filed in
the nature of a defamation action and mali-

cious prosecution," the source told BI.
Alexander Grant is countersuing Tiffdny,

Farrell Kahn (a former president), Mr.
Simpkins and their law firm, alleging Mr.
Kahn and Mr. Simpkins had agreed to in-

demnify and hold their counspl harmless
from liabEity.

Facet to revam p
pension design

FACET ENTERPRISES INC. of

Tulsa, Okla., plans to establish a

defined contribution plan to re-
place its terminating defined bene-
fit plan, under an agreement being
negotiated with the United Auto
Workers union.

The company has notified the
federal Pension Benefit Guaranty
Corp. that it is terminating the
plan, covering about 1,400 retirees
and 800 hourly employers at plants
in Detroit and Madison Heights,
Mich., and Elmira, N.Y. The PBGC
guarantees the vested benefits of
workers.

The auto parts company has

been incurring $3.8 million in an-
nual pension expenses under the
plan, with unfunded pension liabi-

Yesterday's costs using tomorrow's technology...Today.

ClaimFacts is an advanced on-line

health claims administration system which
may be used by insurance companies, or
employers and associations with self-
funded or underwritten plans.

ClaimFacts provides total automation
for the processing of all types of health
benefits plans, including basic and Maior
Medical, dental, vision, prescription drugs,
and disability. The system has the
capability for on-line inquiry, eligibility
verification, adiudication, coordination of
benefits, and letter generation.

ClaimFacts can be installed at your
office for use by your staff using your
hardware or ours. It is available on a

service, lease or purchase basis for HP or
IBM systems.

ClaimFacts joins IMPLEFACTS, the
deferred recordkeeping specialists, as a
member of the Thomas National Group.

ClaimFacts satisfies the unique
requirements of insurance companies and
third parly administrators.
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Name

Company
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0 ClaimFacts
0 Send iniormation about:
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benefit beat
lities of about $31 million. The

maximum benefit paid under the
plan is $11 a month per year of
credited service for workers who

retired after May 1, 1979.
The PBGC's liability will proba-

bly be less thanthe $31 million, but
the agency does not yet know how
much, a spokesman said. The
agency is entitled to claim as much
as 30% of Facet's net worth to help
satisfy the liability, but that
amount is also to be determined.

Facet, with a total 2,800 workers,
has two other pension plans, nei-
ther affected by the termination.

The Facet plan is probably in the
"top 10" of the approximately 500
plans the PBGC has taken over,
the spokesman said.

Radiology payments
TRENTON-Blue Cross, not

Blue Shield, is responsible for pay-
ment of hospital radiological ser-
vices received by New Jersey sub-
scribers, insurance commissioner
James J. Sheeran has ruled.

Blue Shield had sought to make
payments to radiologists after ra-
diologists at 36 New 1 ersey hospi-

tals refused to accept reimburse-
ment from hospitals, even though
their fees are part of Blue Cross's
hospital payments.

Radiologists at these hospitals
sought to bill patients for the dif-
ference between Blue Cross reim-

bursements and the higher
amount they believed their ser-
vices were worth.

However, the state superior
court appellate division recently
ruled that once radiologists ac-
cepted Blue Cross payments, they
could not bill patients for the bal-
ance due.

Home care
Blue Cross of Rhode Island has

added coverage for home care to
its basic health plan after a pilot
study showed such a program
saved $800,000 over a two year pe-
riod.

A total of 787 persons used the
benefit during the pilot program,
logging an average savings of $100
per day compared with the cost of
hospital treatment, said a Blue
Cross spokeswoman.

Under the program, which can

be used as an alternative to hospi-
talization or to supplement early
discharges, the patient receives
care from nurses and therapists
who work under the direction of

the patient's physician.

Premiums for health coverage
will remain the same despite the
addition of the home care benefit,
the spokeswoman said.

Pension demands

About 1,400 striking employees
of Schwinn Bicycle Co. in Chicago
are listing a pension plan among
their demands.

The employees, members of the
United Auto Workers Local 2153,
now have only a profit-sharing
plan. That plan provides an addi-
tiona18% to employees' compensa-
tion, the company says.

The walkout is the first mjor
strike in the 85-year history of the
company whose only assembly
plant is in Chicago.

Made any benefit changes? Write
Valerie Berg, Business Insurance,
740 N. Rush St., Chicago, m. 60611
or call 312-649-5430.
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N.J. proposes end to rate, form rules
TRENTON-Only ccnventional

commercial insurance policies
costing less than $10,000 a year
should be subjet to regulation,
the New Jersey insurance depart-
ment says.

A legislative proposal unveiled
by the department at the Oct. 20
regional meeting of the National
Assn. of Insurer.ca Commissioners

would end rate and form regula-
tion on commercial insurance poli-
cies costing morethan $10,000 and
on all exotic and special risk cov-

erages.

The department would hav€ 30

days to disapprove insurer rate fil-
ings made on conventional com-
mercialriskswithlessthan$10,000
in premium ctarges. Diherwise
the rate filings wculd te automati-
cally approved.

The proposal is expected to be

IVA*v

around the states
introduced under department
sponsorship during the 1981 New
Jersey legislative session.

A department spokesman said
the proposal would allow licensed
insurers in New Jersey to better

compete with the surplus lines
market and free department per-
sonnel to concentrate on personal
lines insurance problems.

The proposal reflects the think-
ing of an industry advisory com-
mittee created by the department
in July (BI,July 28).It does not call
for creation of a Free Trade Zone

similar to that in neighboring New
York.

New Jersey insurance commis-
sioner James J. Sheeran calls the

New York Free Trade Zone "a

cumbersome means of deregulat-
ing commercial coverages.

"By exempting Free Trade Zone
licensezs from rate and form filing
approvals only but leaving the un-
derlying substantive require-
ments, Free Trade Zone insurers
will not compete with other spe-
cialty markets," he said.

Bypassing panels
HARRISBURG-All medical

malprantice claims may bypass ar-
bitratcn panels and go directly to
commcn pleas courts, Pennsylva-
nia attcrney general Harvey Bartle
III has .uled in the wake ofa recent

state supreme court decision.
Mr. Bartle issued his opinion to

clarify a section of a 195 state mal-
practice law ,declared unconstitu-
tionalbythehighcourllastmonth.
The law reqiired that all medical
malpractice complaints be heard
initially by health care arbitration

panels before going to appropriate
county common pleas courts.

The high court said -.he require-
ment of arbitration panels in such
cases jeopardized the constitu-
tional right to a speedy trial.

The supreme court ruling coin-
cided with a commonwealth court

opinion that said arbitration
panels were incapable of provid-
ing "prompt determination and
adjudication" of. malpractice
claims, Mr. Bartle said •

About 2,70C medical malpractice
cases were pending in the state ar-

creative
reinsurancel
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bitration system, Mr. Bartle said.
Before the supreme court deci-

sion, the arbitration system was re-
ceiving an average of 120 cases a
month.

Mr. Bartle said the arbitration

panels could continue to hear mal-
practice complaints only if all par-
ties agree.

Arthur Frankston, administrator
of the arbitration panels for health

care, has been directed to notify
parties in pending claims of the
opinion, to determine whether the
cases will proceed before the
panels or be forwarded to appro-
priate courts.

Hazards training
RALEIGH-Establishment of a

statewide academy offering fire

and rescue training, including in-
struction in flammable liquids and
hazardous wastes, is one of the leg-
islative goals of North Carolina
state insurance commissioner

John Ingram for the 1981 session.
The cost of the academy would

be les$ than $2 million, he said.
Other goals of Mr. Ingram are:
• Restoration of the prior ap-

proval system of insurance rates
(H.B. 658).

• Strengthening of reinsurance
facility laws to prevent discrimina-
tion caused by arbitrary cancel-
lation (H.B. 1054).

• Abolition of the state rating
bureau and replacing it with direct
filing of rates with the insurance
commissioner and employment of
a casualty actuary by the insur-
ance department •

Judges
limit DC10
lawsuits

CHICAGO-Two federal judges
hearing lawsuits stemming from
the May 1979 crash of a DC10
jetliner have ruled families of the
Illinois victims cannot collect

damages for pain and suffering ex-
perienced by crash victims during
the last moments of flight.

The families may, however, seek
damages for physical pain victims
may have suffered between the
time American Airlines Flight 191
hit the ground and their deaths,
ruled U.S. District Court Judges
Hubert L. Will and Edwin A. Rob-

son.

The judges, who are handling 50
lawsuits filed on behalf of Illinois

residents, noted the Illinois su-
preme court has ruled plaintiffs
may recover damages for psycho-
logical suffering only if it is the re-
sult of a physical injury.

The decision affects only Illinois
families of Illinois victims, but
could influence other cases.

The ruling stemmed from a mo-
tion filed by attorneys for the fam-
ily of Rhonda Ann DeYoung, a 19-
year-old college student. They ar-
gued the passengers ofthe ill-fated
flight would have suffered severe
psychological pain knowing their
lives were in danger as the plane
went into a steep bank shortly af-
ter takeoff from O'Hare Interna-
tional Airport.

Although the judges overruled
that argument, they said claims
could be allowed for physical suf-
fering in the seconds between im-
pact of the plane and death. •

Exchange broker
Geo. F. Brown & Sons Inc., a na-
tionwide general agent and spe-
ciality brokerage firm, has been
approved as a broker member of

the Illinois Insurance Exchange.
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Dan Heersema, AAU, Los Angeles

Winner, loser
both seek retrial
in asbestos case

By ELLIS SIMON

Fred lenkins, Vanors[)ale I nsurance Sales

It's not every day that a 26-year veteran of the aviation insurance
business takes the time to write his underwriter.

But Fred jenkins had a very good reason.
You see, Fred was extremely impressed with the way Dan L. Heersema

of Associated Aviation Underwriters handled his clienl's claim.

In an unsolicited letter, Fred wrote that Dan Heersema is "an
outstanding individual who not only is most professional ar. d knowl-

edgeable, but a person who makes AAU a cut above the rest. He
makes it easy for us to sell your product'.'

Why all the praise? Because Dan
had put forth the extra time and effort needed to

settle a sizeable claim with a customer who had previously expe-
rienced problems with other insurance underwriters.

As a result, "the customer ended up happy and impressed with
Dan's know-how.'

"This kind of service;' Fred jenkins concluded,
"makes life easy for us:.

Here at AAU, agents and brokers have been getting this kind of
result for years. Our people are all aviation professionals Cho really

know their job and love their work.
So when you're looking to team up with the most dependable

name in aviation insurance, look toAAU.

ATLANTA • CHICAGO • DALLAS • DENVER • DETROIT

o A4'3
Associated Aviation Underwriters

90 John Street, N.r, NY 10038

CINCINNATI-Both the winner

and loser in a precedent-setting de-
cision on insurer responsibility for
asbestos claims want the 6th Cir-

cuit Court of Appeals here to re-
hear the case.

The court ruled Oct. 22 in INA

vs. 48 Insulations Inc. that insurers

writing liability insurance when
theclaimant was exposed to asbes-

tos are liable for damages, not in-
surers providing policies when the
disease only appeared (BI, Nov. 3).

It was' the first appellate court

KANSAS CITY • Le ANGELES • SAN FRANCISCO

ruling on the exposure theory vs.
manifestation theory o f liability in-
surance and could restrain future

litigation on the issue.
Both INA and 48 Insulations

filed requests for a rehearing Nov.
4.

INA, which contends insurance
coverage dates to the time when
asbestosis is detected or manifests
itself in a claimant, wants the court
to reverse its ruling favoring the
exposure theory. INA insured 48
Insulations from 1955 until 1972.

The court's ruling also does not
fully satisfy 48 Insulations. It
wants the court to reconsider a

part o f its ruling that makes insur-
ers responsible for coverage and
defense costs only for the years
they insured a risk.

Since 48 Insulations can trace its

coverage back only to 1955, under
the court's ruling it would be re-

sponsible for defending claims
that involve exposure before 1955,
says its attorney, William C.

It is unlikely the
Supreme Court
will hear the case.

Murphy of Reid, Ohsenschlager,
Murphy & Hutt of Aurora, Ill.

If a claimant were exposed to 48
Insulations' product from 1950 to
1959, the firm and INA would
share evenly in defense costs on
that claim under the court's ruling,
he explained.

The 6th Circuit ruling is likely to
prevent insurers that participated
in the case from contesting the
manifestation vs. exposure issue
elsewhere because of a legal prin-
ciple known as collateral estoppel,
Mr. Murphy says.

Opinions by the appellate court
and a lower court were "well re-

searched" and probably will be a
" powerful precedent" affecting in-
surers in other cases, he says.

It is unlikely the U.S. Supreme
Court will hear the case unless a

contradicting opinion is issued by
another federal appeals court, Mr.
Murphy predicts. "This is a ques-
tion of state law applied by a fed-
eral court. There is no outstanding
federal question here."

INA's attorney, Michael R. Gal-
lagher of Gallagher, Sharp, Fulton,
Norman & Mollison of Cleveland,
would not comment onthe 6th Cir-

cuit ruling other than to say his eli-
ent is pursuing the case to have its
obligation defined and that it will
abide by the court's decision.

Without coverage based on the
exposure theory, firms like 48 In-
sulations Inc. would have diffi-

culty obtaining coverage for future
claims, Mr, Murphy contends. In-
surers know the hazards asso-

ciated with their products and
would write coverage only with
high deductibles, he says.

But the exposure theory would
require insurers to establish
higher reserves for incurred but
no.t reported losses and policy-
holders would seek higher limits
to cover unanticipated claims 20 or
more years from now, says prod-
uct liability law expert Victor
Schwartz of Crowell & Moring of
Washington, D.C.

"This type o f litigation is further
evidence of the need for a legisla-
tive approach to address the prod-
uct liability issue," says Mr.
Schwartz, the chief author of the
model product liability bill. •
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PBGC to develop
multiemployer
plan regulations

By JERRY GEISEL

WASHINGTON-The Pension

Benefit Guaranty Corp. has pro-
posed 19 areas in which it will de-
velop regulations governing mul-
tiemployer pension plans, includ-
ing employer withdrawal liability
and allocation of unfunded vested
benefits.

The future regulations are to aid
the PBGC, the federal agency that
guarantees workers' pension bene-
fits, in implementing the Multiem-
ployer Pension Plan Amendments
Act of 1980 (BI, Sept. 29).

The law reduces the PBGC's lia-

bility in guaranteeing multiem-
ployer pension benefits and makes
it tougher for an employer to with-
draw from a plan.

The regulations will cover such
areas as:

• Arbitration of disputes con-
cerning employer liability.

• Adoption of alternatives for al-
locating unfunded vested benefits.

• Allocation of unfunded vested

benefits following termination by
mass withdrawal.

• Interest on withdrawal liabil-

ity p. ayments.
• Notices of insolvency.
• Actuarial assumptions for

computing unfunded vested bene-
fits.

Employers who want to com-
ment on the proposed regulations
that appeared in the Oct. 31 Fed-
eral Register should write to the
PBGC, Assistant Executive Direc-

tor for Policy and Planning, Suite
7100,2020 K St. N.W., Washington,
D.C. 20006.

Panel appointees
The advisory committee to the

Occupational Safety and Health
Administration has two new mem-

bers.

Carol Oppenheimer, a supervis-
ing attorney for the Center for Law
and Social Policy in Washington,
and K. Thomas Rockwell, profes-
sor o f iridustrial and systems engi-
neering at Ohio State University in
Columbus, have been appointed to
the National Advisory Committee
on Occupational Safety and
Health.

The appointments expire in
June 1982.

China coverage
Political risk insurance soon will

be available to U. S. corporations
interested in investing in the
People's Republic of China.

An agreement signed Oct. 30 by
Zhang Wenjin, China's vice minis-
ter at the ministry of foreign af-
fairs, and Leonard Woodcock, U.S.
ambassador to China, paves the
way for the federal Overseas Pri-

vate Investment Corp. to offer po-
litical risk insurance to U.S. com-

panies that want to invest in busi-
ness in China.

OPIC says it has received more
than 80 inquiries concerning the
availability of OPIC insurance for
U.S. companies interested in in-
vesting in business in China.

"China represents a huge market
potential, but the country is

largely unfamiliar to the U.S. busi-
ness community," said OPIC pres-
ident J. Bruce Llewellyn.

"With the assurance that the

risks involved can be reduced,
U.S. companies are in a far

stronger position to compete with

their counterparts from other in-
dustrialized nations," he added.

Information on OPIC political
risk insurance for China can be ob-

tained by writing to the Informa-
tion Officer, OPIC, 1129 20th St.
N.W., Washington, D.C. 20527.

Pension reform
The President's Commission on

Pension Policy will meet this
month to discuss whether the pen-
sion reform law is being adminis-
tered effectively.

Administrative issues the com-

mission will explore include:
• Whether recent federal efforts

to consolidate and simplify ERISA
and other federal pension regula-
tions and repofting forms have
been effective.

• Whether a single federal
agency to administer all public

and private retirement programs
would be the best long-term an-
swer to improve Dension regula-
tion.

The public meeting begins at 10
a.m. Nov. 14 in Room 2010 of the

New Executive Office Building,
726 Jackson Place.

'Unwarranted' fees
Former trustees of a Miami la-

borers union benefit plan paid too
much for health care coverage for
plan participants, the Labor De-
partment charges.

The former trustees of the
Southeast Florida Laborers Dis-

trict Council Dental, Vision and
Preventive Care Trust Fund
caused the plan to pay unwar-
ranted fees for various services,
the Labor Department said in a
suit filed in US. District Court for

the Southern District of Florida.

The suit is the seventh resulting
from a special Labor Department
task force set up to investigate
South Florida employee benefit
plans.

The Labor Department could
not estimate how much the former

trustees may have paid in exces-
sive fees.

'Walkaround' pay
Employers will not have to pay

employees for time spent accom-
panying Occupational Safety and
Health Administration officials

conducting workplace inspec-
tions-for now.

OSHA, in response to a federal
court of appeals decision, has re-

scinded a 1977 rule requiring com-
panies to compensate workers for
time spent with OSHA inspectors
during inspections of a worksite.

The U.S. Court of Appeals for
the District of Columbia had

tossed out the "walkaround pay"
regulation, ruling OSHA failed to
follow federal notice and comment

procedures.
Under federal administrative

rules, agencies are required to give
interested parties a chance to com-
ment on proposed regulations be-
fore issuing final regulations. Be-
cause OSHA failed to comply with
those procedures in issuing the
walkaround rule, the court invali-
dated the regulation.

However, OSHA does plan later
thisyeartoissueanewproposal, in
accordance with federal proce-
dures, to require workers be paid
when accompanying OSHA offi-
cials on an inspection. •
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editorial opinions

Out of both sides
T'S A CLASSIC example of the federal

government speaking out of both sides
of its mouth (a neat trick the feds can pull

off best) and hurting the people it por-

tends to protect.
We're referring to the Labor

Department's decision to deny U.S. Indus-
tries Inc. of New York and now all other

companies the right to underwrite their.

employee benefit plans via reinsurance in
Bermuda-based or other offshore insur-

ance subsidiaries.

The Labor Department contends the off-

shore company is too difficult to regulate
and, therefore, unsafe to underwrite em-

ployee benefit plans.
Plan participants would be hurt, the La-

bor Department argues, if a related off-

shore company held the risk of employee
benefit plans.

The Labor Department is ignoring the
fact that USI employeds have been served
well under the plan reinsured in USI's
Bermuda captive since 1971.

The Labor Department also is ignoring
assessments of the emerging Bermuda in-
surance market by the Commerce Depart-
ment and congressional experts. They
agree Bermuda adequately regulates in-

surers to allow group-owned insurers

domiciled there writing only product lia-
bility insurance for members to qualify as

pools under the Risk Retention Act now

pending in Congress. The act would grant
these pools exemption from many state
regulations in lieu of regulating offshore
governments.

If the Commerce Department says Ber-
muda-based insurers are adequately

regulated to underwrite product liability
risks, why does the Labor Department in-

sist they don't qualify to underwrite em-

ployee benefit plans?

The Labor Department didn't even have
to issue a blanltet acceptance of all Ber-
muda-based insurers to underwrite bene-

fit plans. USI properly asked for an ex-
emption from the Labor Department's

prohibition on the use of offshore insur-
ance subsidiaries to underwrite, directly

or through reinsurance, employee benefit

plans of the parent company.
USI's subsidiary insurance company,

Diversity Insurance Co. Ltd., is among the

large, successful insurance companies in
Bermuda. Forty percent of its 1980 pre-
mium volume of $16 million comes from

unrelated companies that are putting their

trust in Diversity to pay claims.
The Labor Department went overboard

in its professed dedication to protecting

the benefit rights of employees.
We want to see employees get every

dime they are rightfully due under benefit
plans promised by employers. But we also
believe employers should have the free-
dom to fund those benefits under the most

efficient financially secure method.

Diversity is clearly financially secure.
Companies that considered their cap-

tives the most economical way to finance
benefit plans now must choose other fund-

ing mechanisms considered less efficient.
The more money spent on funding exist-

ing benefit plans, the less money compa-

nies have to allocate to new benefit plans.

Is that protecting the employees' inter-
ests in benefit plans?

A fairer way
TATE HAVEN'T heard the last court
V V opinion on the complicated issue of

exposure vs. manifestation theories of lia-
bility insurance coverage. We hope.

The federal appeals court decision

handed down in Cincinnati, which says

policies in force at the time employees
were exposed to a harmful substance are

at risk to pay the claims for injuries surfac-
ing today, seems lacking to us.

But the manifestation theory that poli-
cies in force when the injuries appeared

also seems to'unfairly let off the hook the
insurers who had underwritten the risk

when the harmful product was in use.

We have to agree with those who argue

for prorating liability among insurers at
risk during the exposure and when the in-

jury appeared. This method, it seems to us,

will spread the risk over the largest num-
ber ofinsurers and provide manufacturers
with the most reimbursement for losses.

Isn't the purpose of insurance-to
spread the risk and reimburse losses-

best served by this alternative theory?

Granted, it was never foreseen that the

policies would be applied this way. But
were latent claims of the magnitude ap-
pearing for asbestos-related illness and
DES side effects ever foreseen?

Unusual problems such as these deserve
unusual solutions.
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6 6 We're Number One"
To the editor: In your reporting of
"Whom the Fortune 500 turns to

for insurance" (BI, Oct. 27) and
"Buyers grade top suppliers," you
cite a number of discrepancies that

appear in the results of the major
survey of large corporations.

I am compelled to point out ad-
ditional discrepancies in either the
study or your article.

The Hartford Steam Boiler In-

spection & Insurance Co. enjoys

an excellent reputation as the lead-
ing specialty insurer of pressure
vessels and machinery. We also
market a range of technical ser-
vices and perform inspections, not
indicated on page 68 of your arti-
cle. We market our services world-

wide. In fact, we are the largest
provider of authorized inspection
agency services required by the
ASME boiler and pressure vessel
code.

Through Radian Corp., a wholly-
owned subsidiary, we offer spe-
cific environmental-and energy-
consulting services encompassing
energy resource assessment, pol-

lution control systems, signal
physics and industrial hygiene. We
also market nondestructive in-

spection systems and testing ser-
vices to industry around the world.
Careful analysis of state-filed an-
nual statements (classified as pub-
lie information) will reveal that be-
yond our excellent reputation, we

also enjoy the No. 1 position in the
marketplace as the principal car-
rier used for boiler machinery cov-
erage. On an earned premium ba-
sis, we are No. 1 in the market-
place.

I hope that you will clarify all of
this in a future edition of Business

Insurance,

Donald K. Wilson

vp marketing
Hartford Steam Boiler Inspection

& In5urance Co.

Hartford, Conn.

• BI is not in the position to edit

the findings of the confidential
Harris/Insurance Research Ser-

uices survey which referred only to
"Hartford."

Questionable point
To the editor: A recent article in

the Update column (BI, Oct. 27) ad-
dressed Revenue Ruling 80-289, in
which the IRS reversed its opinion
on reassignments by employees
under group term life insurance
contracts. -

Obviously, this is a boon to those
doing estate tax planning since it
will now not require a re-evalua-
tion of the estate plan every time
there is a change in group insurers.
Questionable, however, is the com-
ment in the article: "Estates are

taxed at a higher rate than ordi-
nary income accruing to the sur-
vivor." The point made seems to
speak to the possible ramifications
ofa lump sum distribution under a
qualified retirement plan, and not
a group term plan in which nor-
mally there are no income tax con-
siderations to the beneficiary. At
best the statement was unclear in

the story.
Bernhard W. Stalzer

C.L.U.

Ocala, Fla.

They're taking bull by horns

To the editor: I read with interest
your article on mechanical bulls

("Insurers hesitate to take bucking
bull by horns," Oct. 6).

We are the E/S brokers placing
the liability coverage for the
largest manufacturer of mechani-
cal bulls. In addition, we currently

place the liability coverage on nu-
merous clubs, including Gilley's.
One small request. . .the next time
you write an article on mechanical
bulls, come to us!

John D. Tuley
J.D. Tuley & Associates Inc.

Houston, Tex.
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What lies beneath is potential for
real disaster.

4

self-Insuring
workers comp,

theymaybeseeing
onlyt the tip.

Workers comp catastrophe claims that
can cause damage far exceeding the self-
insured retention.

At American Home/National Union, we
have an Excess Workers Comp program that
can help soften the crush. With limits up to $15
million and more, over SIRs as low as $100,000
per occurrence.

And not just for corporations or businesses. We can
also handle associations as well as individual risk
submissions.

Plus, through affiliated AIG companies, we can arrange
to help your client control their entire self-insurance

The AIG Companies
Let us take the risks.

Member Companies of American International Group.

.

program. Audit their SIR activi-
ties to improve their efficiency. Provide

loss control and engineering to help
manage their exposures.

And we do all this through underwriting
branch offices across the country. There's one

near you.

American Home/National Union are leaders in
the excess workers comp market. And we'll con-

tinue to be leaders for years to come. After all,
isn't experience and stability what you and your

client look for in a casualty insurer?
Get in touch with us soon.

So you can ice a program for your client before they
get hit with something Titanic

For more information about
Excess Workers Compensation, write:
The AIG Companies, Dept A,
70 Pine Street, New York, N.Y. 10270.

Name

Title

Company

Adriregq

City

Zip Tel

Stat



\ Injured Workers Can Be In Deep Water
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And if you allow them to sink and be-
come permanently unemployed, you are faced
with no alternative other than spending
thousands and thousands of dollars supporting
their disability. (The National Safety Council
estimates each lost work day injury costs
employers $10,000 to $14,000.)

The best way you can save dollars spent
on work related injuries is to have a good
safety promotion program which results in
accident prevention. But if an accident does
occur and a worker is injured, the best cost
control measures are prompt, quality medical
services, then a return to work as soon as the

injured employee is capable. Our rehabilita-
tion services are designed to put your worker
back on the job as soon as possible.

Crawford Rehabilitation Services has

For complete details, please write:

Crawford Rehabilitation Services, Inc.
RO. Box 5047

Atlanta, Georgia 30302

offices nationwide. We can save you claim
dollars through our medical management and
vocational rehabilitation services. Our

program involves treating the whole person-
mentally as well as physically. Through such
a program we can determine what workers
can do, despite an injury, and then try to
find ways to return them to work.

Many, many valuable employees have
been returned to healthy, productive livesin
the job market through our services. This is
not only good for the worker, it saves you
moneyaswell.

Before you let an injured worker sink
without a trace into permanent unemploy-
ment, ask us about the feasibility of develop-
ing a rehabilitation plan and putting your
employee back to work.
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A risk manager's guide
By RHONDA L. RUNDLE

Check out market for edgeLOS ANGELES-If your risks
are insured through Mickey Mouse
Mutual or ABC Fire & Casualty,
you had better check out the rein-
siranee behind those companies.

If your insurers are the big boys
in the domestic and foreign mar-
kets, your time may be wasted
checking out reinsurance, prudent
risk managers say.

But investigation ofthe financial
security backing up primary insur-
ers is not the only reason commer-
cial policyholders are served by a
knowledge of reinsurance. Risk
managers of top U.S. corporations
check reinsurance for:

• Early warning of a shift in
rnarket conditions that facilitates

planning of risk treatment pro-
grams.

• Understanding of insurance
marketing systems that enables
them to develop cheaper risk prc-
grams.

• Direct purchase and market-
ing of reinsurance for a captive in-
suranee company.

• Occasional direct purchase of

INSIDE
A shopper
Gold Kist's Bob Rich

shops the insurance
markets himself and

helps plan reinsurance
for his insurers: Page
21.

Disaster
Not even a natural di-

saster is likely to raise
reinsurance rates: Page
22.

Offshore
New reinsurance mar-

kets in Bermuda, the

Bahamas and the Cay-
man Islands lay back
and wait for less com-

petitive times: Page 32.

on security, bargaining clout
reinsurance above a high self-in-
sured retention.

• Enhanced negotiating ability
with primary insurers.

The risk managers who are best
informed about reinsurance are

those whose employers own cap-
tives. But what risk managers
learn wheeling and dealing in the
reinsurance markets makes them

more savvy primary insurance

buyers as well.

Insurers resist revealing infor-
mation about their reinsurance to

policyholders, but disclosure is ne-

gotiable, points out Emmet
Monaghan, director of risk man-
agement and real estate for Kaiser

Aluminum & Chemical Corp. in
Oakland, Calif.

"Now is a good time to start such
negotiations," Mr. Monaghan said.

Buyers have some leverage in a
soft market, but nobody gets to
look behind the primary markets
when they are tight, he says.

When to care, though, demands
judgment.

"I wouldn't bother with a short-

tail property risk," he added. "But
if you're looking at a multimillion-
dollar risk with claims that mature

over a long period o f time, that's a
different story."

"If your coverage is through In-
dustrial Risk Insurers, you are not
much worried about financial se-

curity," noted Howard T. Weber,
director of insurance for 3M Co. in

St. Paul. "You may want to under-
stand IRI's underwriting limita-
tions, however, based on the finan-
cial arrangements they have with
their reinsurers."

Such knowledge helps risk man-

agers plan ahead and present stra-
tegic risk considerations to top
management. If the corporation is
considering acquisition of a new

manufacturing plant, for instance,
it wants to know the plant would
not qualify as a highly protected
risk. That means special-and
costly-insurance provisions.

An understanding of insurer
marketing systems enables risk
managers to put together more

cost-effective insurance packages,
says Mr. Weber. An insurer that
cedes most of its risk to reinsurers

may charge its policyholders
more, depending on market condi-
tions.

Rather than buying a single ex-
cess policy from such an insurer,
Mr. Weber explains, it might make
more sense to use four excess in-

surers, layer the program and

avoid the first company's costs of
remarketing.

In today's market, he cautions,

that might not be the best ap-
proach. There is probably greater
competition in the reinsurance
marketplace than in excess/sur-
plus lines, so it might pay to let one
insurer handle the whole risk.

"It certainly simplifies your
life," Mr. Weber added.

Such sophisticated approaches
to risk management are more art
than science, users agree. But

knowing reinsurance market con-
ditions can be useful in negotiat-
ing the best possible primary in-
surance contract and price. That's
because the buyer has a better
grasp of how much negotiating
room actually exists.

When risk managers purchase
insurance through an unfamiliar
market, they may seek a cut-
through endorsement to the rein-

surer. If the primary market fails,
such an agreement allows the poli-
cyholder to collect on a claim di-
rectly against the reinsurer.

Continued on next page

Helmet firm pitches reinsurer
LOS ANGELES-Helmet maker Bell-Riddell Inc. is mounting an ag-

gressive offense to block product liability losses and win reduced rein-
surance costs for its Bermuda captive.

Executives of the new company, created when Riddell Inc. and Bell
Helmets Inc. were purchased from Wynn's International Inc., are putting
plaintiff attorneys on notice that new medical evidence discredits the
theory that helmets cause spinal cord injuries (see story on page 16).

They are also taking their case directly to Bermuda reinsurers, com-
plete with screening of a radiographic film, presentation of legal defense
strategies and full disclosure of losses sustained by Santana Ltd., the
company's captive insurer.

Their strategy illustrates how risk managers can negotiate with rein-
surance markets. Jim Galbraith, president and co-owner of Bell-Riddell,
calls this strategy "the sales pitch approach." The time has come for
substantial reductions in product liability insurance for helmet manufac-
turers, he argues.

"Reinsurers have never lost a dime in losses for Bell or Riddell," he
said. "The market is extremely competitive now and looking with much
less apprehension at these risks." Wynn's was reluctant to push too hard
for fear of losing coverage altogether, Mr. Galbraith notes.

Wynn's liability headaches began after the much-publicized Stead de-
cision more than five years ago in which a Florida jury awarded $5.3
million to a high school athlete who was paralyzed from a football injury.
The award was later settled for $3 million..

Wynn's had been paying about $45,000 in product liability premiums
for the two companies, Mr. Galbraith says. After the Stead verdict, how-
ever, the insurers canceled coverage and Wynn's could not find new
markets to write the risk.

Continued on page 16

9-
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Bell-Riddell is bolstering its case against helmet product liability
with a screening of a radiographic film, says Jim Galbraith.
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CAPTIVE INSURANCE

The captive insurance company is a mysterious concept. Landmark is ac-
lively involved, through offices in Bermuda, the Bahamas and the Cayman
Islands, in the management of offshore insurance subsidiaries for major
corporation/association clients. Our onshore offices provide captive
feasibility analyses for you or your insured. May we tell you more?

MR. WILLIAM E. THOMPSON, PRESIDENT
THE LANDMARK INSURANCE GROUP, INC.

POST OFFICE BOX 676. OKLAHOMA CITY, OK. 73101 TELEPHONE 405/521-9911 TELEX 74-7191

C [19 UNDMARK GROUP
THE WORLD OF THE \tr!

Check reinsurance

for bargaining edges
Continued ftom previous page

"Cut-through endorsements are
much more sought than granted,"
Mr. Monaghan noted. They are al-
ways part ofa specific contract and
are never used on a treaty basis.

"There is definitely a value to
this agreement," he added. "That
means you pay a little more to get
them, or you give up something
else in exchange.

"Reinsurers are wary ofthem be-

cause they may pave the way to du-
plicate claims-one from a policy-
holder and another from the pri-
mary insurer," he says.

Although cut-through endorse-
ments are unusual, they are more

commonly granted by lesser-
known excess/surplus lines insur-

Many Capital Returns
If you are a corporate insurance manager, con-
troller or treasurer, you know that someone
else has the advantage of earning a return on
your funds if you make lump sum insurance
premium payments.

By using a CUPAC Premium Payment
Plan, you pay for your insurance cost as it is
used, just as you would with other leased prod-
ucts and services.

Capital can be retained in your business
because of premium financing and more effec-

PR€MIUM
PAYM€NT
PLAN

tively and profitably utilized in day-to-day
investment opportunities to generate many
capital returns to your business.

If you would like to learn more about
CUPAC's many customized premium payment
plans, wheretheyare available andhow toprofit
from them, call toll-free (800) 225-6284 and you
will be referred to the CUPAC office nearest

your business. You may also write to us at
CUPAC, Inc., Executive Offices, Federal
Reserve Plaza, Boston, Massachusetts 02210.
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CUPAC, INC., Executive Offices, Federal Reserve Plaza, Boston, MA 02210

ers than by major U.S. insurers.
Risk managers are particularly
keen on obtaining such an agree-
ment when most of their risk is
ceded to the reinsurance market.

Suppose a risk manager pur-
chases a $30 million excess cover
over a $5 million retention, Mr. We-
ber hypothesizes. ABC Fire & Ca-
sualty is the primary market, but
$27 million of the risk is actually
underwritten by XYZ Reinsur-
ance Co., a facultative market.

Under such circumstances, Mr.
Weber says, the risk manager
might push for a cut-through en-
dorsement to the reinsurer. He

also might be willing to pay more
premium in order to place the risk
with a major market. It might be
worth the higher cost to avoid the
headache of a cut-through en-
dorsement, he explains.

"I've only seen one cut-through
endorsement, used with a market
that was unknown to us," reported
Ralph Gentry, insurance manager
for Times Mirror Co. in Los

Angeles.
"Ifyou are comfortable with the

balance sheet of the primary in-

--1

Ask for a cut-through endorse-
ment, says 3M's Howard Weber.

surer, it's not necessary."
Sometimes buyers can use mar-

kets directly on self-insured pro-
grams with extremely high reten-
tions, reports John Morse, director
of corporate insurance for Textron
Inc. in Providence, R.I.

This is rare, but such an ap-
proach may be used with a very
difficult line of coverage, or one
that is unique to the policyholder.

Textron once purchased direct
reinsurance, but does not now, Mr.
Morse adds. The primary advan-
tage is pricing. Reinsurers. may
have lower costs of insuring be-
cause their premium tax is not as
high as that on a surplus lines
placement, he says. •

Companies sell
little stop-loss

Reinsurers providing excess
coverage to property and liability
self-insurers sell little stop-loss
coverage to firms that self-fund
benefits.

Two of the mgjor firms, Ameri-
can Re-Insurance Co. and Kemper
Reinsurance Co., say they write lit-
tle, if any, stop-loss coverage for
health self-insurers of health bene-
fits.

"We're not heavily into it," said
Kenneth Ruckowsky, vp and
treaty division head at American
Re-Insurance. "It's just not our
cup of tea."

Itcanbeatrickylineofbusiness.
Reinsurers must project loss ra-
tios, and unforeseen catastrophic
losses can turn a profitable venture
into a financial disaster, he said.

"It has in it the inherent problem
of projecting loss ratios accu-
rately," he said. •



of the excess business.
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New York Branch: 100 William Street p„,H Los Angeles Bronch: 3435 Wilshire Blvd.
New York, NY. 10038 (212) 269-1460 Los Angeles, Co. 9001C 2213) 380-3045
Telex: 64-5282                                          Telex: 18-1352

-8 W

San Francisco Branch: 44 Montgomery 3:reet
San Francisco, Co. 94104 (415) 433-310)
Telex: 34-233

AMERICAN EXCESSNSURANCECOMPANY
Approved countrywide and in the New York Free Trade Zone.

Unlike some other excess insurance

com panies, we're convinced that on-the-spot,
personal service works
better for our clients

than long distance tele-
phone calls or mail de-
livery iN Pl , I

So, we have rep-
resentative offices

staffed by specialists. 14\ 1

People familiar with LL

your local market con-
ditions who have the

authority to respond quickly and expertly to
any situation.

We offer complete excess casualty cover-
ages; $10 million or more capacity; and, the
people to make certain you insure your com-
mercial clients more efficiently Just call the
nearest office.

MidAtlantic: AM-RE BROKERS, INC. of Pa.,
Independence Square, 510 Walnut Street,
Philadelphia, Pa. 19106. (215) 574-9701
Telex: 83-4697

Midwest: AM-RE BROKERS, INC. of Ill.,
150 South Wacker Drive, Chicago, Illinois
60606. (312) 558-3636 Telex: 20-6369

1 Liberty Plaza, New York, N.Y. 10006
(212) 766-6700 Telex: 12-8169

i .

Southeast: A*·,-RE BROKERS, INC., 3565 Pied-

mom Road, -.E., 3 Piedmont Center, Suite 400,

Atlanta, Gecrgio 30305. (404) 261-1266
Telex: 54-9532

Souttwest: AM-RE MANAGERS of TEXAS, Inc.,
2001 Bryan Tower, Dollos, Texos 75201
(21< 651-7600 Telex: 79-1670
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Radiographic film plays backup
The team doctor for the Miami Dolphins, Herbert

W. Virgin, shows a radiographic film that discredits
the theory that football helmets cause spinal cord
injuries.

The radiograph-a motion picture X-ray-shows
that when a player's nec:c is hyperextended, the
anterior rim of the helmet hits his back at the

seventh cervical vertebra. In football accidents, spi-
nal cord fractures usually occur between the third
and fourth vertebrae.

The film has been used three times by Bell-Rid-
dell defense attorneys to show that these tragic in-
juries could not have been caused by a karate-like
blow from a protective hkalmet. In each case, the
jury has returned a verdict in favor of the defense,

If the film had been available at the time of the

Stead trial, the decision would have gone the other
way, believes Bell-Riddell's corporate attorney
Tom Phillips. That verdict brought a $5.3 million
award against Riddell and led to its continuing lia-
bility woes.

In a departure from past trial tactics, the most

Multinational Insurance Brokers

recent case against Riddell did not allege that the
helmet rim caused the plaintiffs paralysis. In that
New Jersey case, Recine vs. Riddell, the plaintiffs
attorney argued the helmet should have absorbed
more force in the crown. Bell-Riddell won the case.

There is hope that these crippling football inju-
ries may become less frequent since the dangers of
butting and spearing tackling techniques have be-
come widely realized by football coaches, players
and enthusiasts.

Last year, the National Football League further
strengthened the rules against unnecessary rough-
ness that can cause paralyzing spinal cord injuries.
A 15-yard penalty is imposed against a team whose
player uses the crown of the helmet to tackle a de-
fenseless player.

Young players learning the game watch the big
leaguers and model their tackling techniques on
those of their heroes.

The results of Dr. Virgin's research have be,en
published in the September/October issue of the
American Journal of Sports Medicine.

34*

Helmetmaker

takes its defense

to the reinsurers
Continued from page 13

That difficulty led to formation
of Wynn's captive, Santana Ltd., in
March 1977. At the peak of insur-
ers' fears about helmet risks, Rid-
dell paid as much as 10% of gross
sales for insurance, Mr. Galbraith
reports.

Last month, Mr. Galbraith, ac-
companied by Bell-Riddell's lead
defense attorney, Tom Phillips,
journeyed to Bermuda to meet
personally with about 25 rein-
surers. The four-hour conference

was planned to introduce risk

1©LUNS BURPICK
HUNTER

World Hea h. rs: 10 South Riverside Plaza, Chicago, Illinois 60606

takers to the helmet maker's new

management.
"We wanted to reassure them

that we will continue-and

streogthen-the vigorous defense
approach to claims begun by
Wynn's International," Mr. Phil-
lips noted. Because the company
self-insures the first layer of liabil-
ity through Santana, it maintains
full control over the defense effort.

The conference with reinsurers

was followed by a private meeting
with Leslie Dew, president of
INSCO, Santana's lead reinsurer.

"INSCO will make the decision

on pricing in February, prior to our

April renewal date," Mr. Galbraith
said. Bell-Riddell's reinsurance

broker is Willcox, Baringer & Coe
Inc. in Bermuda.

In December, Riddell plans its
third defense seminar to share the

latest, most effective medical,
engineering and legal expertise
with attorneys from around the

The NFL has tightened rules

against roughness.

country who are defending Riddell
lawsuits.

A similar session for Bell was

held in Anaheim, Calif., in Septem-
ber. More than 30 attorneys and 10
experts in sports medicine, biome-
chanics and engineering attended.

These periodic meetings are part
of a de fense strategy originated by
Wynn's International.

"Not only do these meetings
serve to inform counsel about the

best defense strategies, but they
impress attorneys with our com-
mitment to fighting these law-
suits," Mr. Galbraith said. "We be-
lieve it is in our long-term interest
to defend every one of them."

As soon as Bell-Riddell gets no-
tice of a claim, Mr. Phillips says, no
expense is spared in getting as
much information as possible.

"This data is used to physically
recreate the circumstances of the

incident, giving us a better grasp o f
exactly what happened," he said.

There has never been a jury ver-
diet against Bell Helmets, manu-
facturer of protective helmets for
motorcyclists and bicyclists, Mr.
Galbraith says. The Stead decision
is the only one against Riddell.

Claims settlements in Riddell

lawsuits average approximately
$14,600, although that amount is
declining. Including four large set-
tlements negotiated by insurers,

the average has been only about
$2,000. -Rhonda L. Rundte
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How
can a 3 ear old

company
have 54years of

experience?
We didn't acquire In making quick decisions and
experience. We taking fast action, they also have the
started out with it. support of an extremely competent

Our president group of people familiar with every
and senior vice aspect of reinsurance.
president have a In addition to this staff of

F total accumula- professionals, MetRe possesses
Symbol of strength tion of 54 years of the financial strength and stability

and stability
wherever it appears. experience in the so indispensable in the reinsur-

various phases of ance field.

Facultative and Weaty Reinsurance. It is not surprising, then, that
More than that, our MetRe people MetRe is increasingly providing the

not only know their business, but add kind of service and cooperation so

to this a rare combination of imagina- necessary in this constantly expand-
tion and sound judgment. J nn L ing area of the insurance industry

- -4 - -
Met Re -

Metropolitan reallystands byyou.
Metropolitan Reinsurance Company, RO. Box 17, One Madison Avenue, New York City, N.Y. 10010

Phone: Treaty (212) 578-7448/7369 Facultative (212) 578-7453/7947 Telex No. 640862
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WE MAKE IT HAPPEN!!

IKTEX

COST OF INSURANCE IS A CORPORATE CASH DRAIN. YOU CAN REDUCE IT AND TURN IT
AROUND

• you should consider cash flow allerna-ires
• you should consider a captive
• you should consider ALL your options

INTEX - THE CATALYST USED BY RISK MANAGERS, AGENTS AND
BROKERS, AND INSURERS WORLD WIDE

INTEX )CES NOT SELL OR BROKER INSURANCE

FOR CDMPLETE·INFORMATION ON HOW WE CAN MAKE IT HAPPEN FOR YOU WRITE OR CALL:

MR. KLAUS J. GE3HARDT, PFESIDENT
2817 REGAL RD. • FLAN), -EXAS 75375

TEL. (214) 867-2200 • TELEX: 7.2725
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Risk managers
check security
despite insurers

Blroundup

Reinsurers remain aloof from

most corporate risk managers, but
smart buyers can still use reinsur-
ance capacity to help negotiate
lower premiums, reinsurers say.

A corporate buyer can help hold
his or her own costs down and en-

sure the policy's security by look-
ing at the reinsurance arrange-
m€nts of the primary insurer and
ta.oring purchases toward compa-
r.i€s with the strongest reinsurers
tacking them, says Frank Aldrich,

president of Kemper Reinsurance.
The more reinsurance pur-

chased by the primary company,
the more "dependent" it is on its
reinsurer. Thus, "the second facet
of that is what is the quality of
reinsurance?"

If the primary insurer is heavily
reinsured with a strong, reputable
company, the corporation can
breathe more easily. But if there is
heavy reliance on a reinsurer with
an unproven or questionable track
record, the buyer may want to take
a second look, Mr. Aldrich said.

The tactic, however, is contro-
versial. Most reinsurers prefer to
remain distant from risk execu-

tives. If a buyer wants to know
about reinsurance, he can find out
everything he needs from his pri-
mary insurer or broker, they say.

A buyer who wants proof about
the reinsurance arrangements
straight from the reinsurer will
meet resistance.

Employers Re does not meet
with the risk manager in negotiat-
ing facultative risks and suggests
risk managers check their primary
insurer for security references.

"We don't meet with the risk

manager-as a professional rein-
surer we deal with primary insur-
ers and rely on that source to de-
velop information we need," said
marketing vp Thomas Case.

Risk managers are using reinsur-
ance markets to save money
largely by frequently remarketing
programs, he said.

Marketing gains, however, are
hit-or-miss propositions and rein-
surers warn against a m4]or inves-
tigation into the support o f all pri-
mary insurers. It just may take too
much time for the potential return,
they say.

"I don't believe the reinsurance

market should be thought of as a
way to reduce costs... there's no
way for reinsurance to be magical
and make business better than it is

with insurers," said North Ameri-
can Reinsurance president David
Thompson.

North American Re wants to re-

main aloof from the risk manager.
"The buyer should be satisfied

that the security o f the reinsurance
company is good," said Mr.

Thompson. It's highly unusual for
the reinsurer to meet with a risk

manager. This is only done at the
request o f the primary insurer, he
added.

Reinsurance is essentially a way

of structuring operations so insur-
ers can operate with a better sense
of security, some reinsurers say.
Reinsurance should not be

thought of as a cost saver.

The corporate insurance buyer
doesn't need to be concerned with

the reinsurance arrangements of
his insurer if the buyer is doing

business with a reputable, finan-
cially sound underwriter, agrees
D. Jay Carbine, senior vp and chief
executive officer for Bellefonte

Reinsurance Co.

That's because the stronger the
insurer, the better are its resources

for paying losses, no matter how
much or how little reinsurance it

has, he said.
"All the risk manager has to

know is the insurance company

(primary) is there to pay the
losses," said William Warren, pres-
ident of National Re.

A buyer, he concluded, should

only be concerned that the pri-
mary insurer is solid enough to pay
the limit of losses. •
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MEANS

First State is the largest and oldest domestic company formed
to write surplus lines, special-purpose and reinsurance business.

FIRST STATE
INSURANCE COMPANY

A +: Class-XV. A.M. Best Co.

a CAME RBY activity
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This organization has recently been responsible for a number of
mergers in the insurance brokerage field. We continue to have several
clients who are interested in merging with local brokers of qualily and
profitability. We solicit inquiries from any partofthe country, especially
from brokers with annual commission income of $1 million or more,
Confidentiality can be assured. Please call us collect: 212-421-8282.

Douglass Campbell, President

AEGLE RESEARCH
CORPORATION
800 THIRD AVENUE NEW YORK NY IC022

TELEPHONE 212 421 8282/CABLE ADDRESS DOCAMBELL

N.Y. exchange
will gain clout,
officials hope

By ELLIS SIMON

NEW YORK-Despite growing
capital, the New York Insurance

Exchange is still waiting in the
wings for reinsurance demands
that reinsurers can't fill.

The call has been small. Since its

March 31 opening, the exchange
has underwritten more than $16

million in reinsurance premium.
More than $6 million was for fae-
ultative reinsurance.

Membership in the exchange
has grown to 20 underwriting
members, 50 broker members and

Don't base your insurance program on a single pitch.
It's too easy to wind up with a «leaner" just when you
need a steel ring of protection around your stake.

For more than 60 years, the specialists of Ebasco
Risk Management have been analyzing the insur-
ance programs of municipalities, industries, associa-
tions, as well as health care facilities. Weare experts
in the control of claims and the prevention of losses.
As a result, we can offer world-recognized exper-
tise in plugging gaps in our clients' protection plans
and in stripping away expensive, unneeded coverage.

Sometimes a properly structured self-insurance
program is the client's best choice, We design and

monitor such plans, and advise on reinsurance where
it is needed.

Sometimes a "Captive" insurance company or
"Association Mutual" insurer is chosen. We conduct
studies to determine the feasibility and potential
benefits of such a move. We create and manage
such companies both in the United States and 'off-
shore"...including the largest and most successful
off-shore captive in American industry

To make sure your insurance program s un-
beatable call or write forour free brochure, or for a
no- obligation initial review and discussion.

EBAIO
EBASCO RISK MANAGEMENT CONSULTANTS, INC.

A Subsidiary of EBASCO SERVICES INCORPORATED

New York: Two World Trade Center, New York. N.Y. 10048, Tel: (212) 839-1334 Atlanta: 145 Technology Park, Atlanta/Norcross GA 30092. Tel: (404) 449-5800,
Chicago: 150 North Wacker Drive, Chicago, IL 60606, Tel (312) 346-3438, Newport Beach: Gateway Plaza, 130 Newport Cente- Drive, Newport Beach,CA 92660,

Tel: (714) 759-7100, Bermuda: Airlie House, PO. Box 1617, Hamilton 5-24, Bermuda,Tel· (809', 292-0124

seven associate brokers. Cap-
italization has doubled to $100
million.

Yet exchange underwriting
has fallen short of its target,
says NYIE president Donald
Reutershan. The centralized

market is under its budget and
has held back on hiring addi-
tional staff.

The exchange is starting up
in a competitive market that
makes its progress "remark-
able," Mr. Reutershan says.
When General Reinsurance

Corp. entered the facultative
reinsurance business in the

1950s, it took two years to write
its first $1 million in premium,
he adds.

Intermediaries and officials
agree the exchange has come to
stay.

New York superintendent of
insurance Albert B. Lewis ex-

pects the exchange to realize its
projected first-year premium
target of $40 million to $50 mil-
lion and double that figure in its
second year.

Mr. Reutershan and the ex-

change board of directors no
longer speculate on how much
premium the exchange will
write, but he agrees it will dou-
ble its volume in 1981-82.

"The exchange is taking a
predictable course" noted
Richard Scott, executive vp of
Willcox & Baringer, reinsur-
ance intermediaries. "It will be-
come a viable market in time if

they move slowly and develop
in a natural progression rather
than do it at once.

"It took Lloyd's 300 years to
get to where they are and if (the
exchange) tries to get there
overnight, they will fall on their
face."

The New York Insurance Ex-

change is presently part of a
"fringe market," notes Keith
Smallden, president of Eagle
Intermediaries Inc. Mr.

Smallden's firm uses the new

market frequently. He says he
occasionally has been able to
place 100% of a risk there.

Mr. Smallden agrees the ex-
change must develop slowly.
First it must develop into a co-
hesive market, he notes. "Some
syndicates don't even speak to
each other."

Once the underwriters be-

come cohesive, they'll see more
business, he predicts.

"They'll have to sell them-
selves to the brokers, who'11 sell
the exchange to the world," he
said.

Lead underwriters are just
beginning to emerge, notes
Richard C. Weghorn, another
broker member.

The exchange will also be in a
stronger position against its
competitors when capacity
tightens, says Marc Willner, ca-
sualty facultative underwriter
with Burt Management Co., un-
derwriting managers for the
First New York and Realex

Syndicates.
NYIE also needs to eliminate

obstacles, including a 1% pre-
mium assessment on brokers to

help meet the exchange's ex-
penses.

"There's no incentive to pay a
fee for using the exchange if
you have other markets avail-
able," Mr. Scott said. "Some
underwriters feel brokers

shouldn't subsidize what is the

underwriters' responsibility." •
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Rapport with reinsurers pays
By ELLIS SIMON

ATLANTA-Get to know fae-
ultative reinsurance under-

writers willing to participate on
your risks. They may help you
place coverage when markets
turn cranky, says Gold Kist's
Bob Rich.

Although risk managers are
· reaping the benefits of an abun-

dance of reinsurance capacity
when facultative reinsurance

capacity shrinks, primary in-
surers respond by raising rates
and/or restricting coverage.

When tight markets in 1972-
73 hampered Mr. Rich's ability
to place some of Gold Kist's
property insurance, he was able
to persuade friendly reinsurers
to participate on the program.
Instant capacity.

"It behooves a fisk manager
to know where the best market

for a cover may be and it's im-
portant to know which under-
writers are imaginative and in-
terested in working on prob-
lems and specific covers," said
Mr. Rich, director of risk man-
agement and insurance for the
Atlanta-based farmers coopera-
tive.

"Risk managers should have
good rapport with underwriters
of all lines."

Mr. Rich's approach to the
marketing of his risks is un-
orthodox. Rather than rely on
his broker, he shops the market
himself, using contacts he's
built up over the years among
underwriters and brokers.

He calls underwriters di-

reetly. If an underwriter is in
terested in Gold Kist's cov-
erage, Mr. Rich asks for a meet
ing. If the underwriter needs
additional reinsurance to gen
erate sufficient capacity to un
derwrite the risk, Mr. Rich lines
up reinsurers and/or reinsur
ance intermediaries for that

meeting.
"That way, the story has to be

told only once," he said, unlike
the traditional flow of informa-

tion from "risk manager to bro-
ker to underwriter to reinsur-

ance intermediary to reinsurer
to the telephone." The message
can't change each time it's told

Traditionally, reinsurers and
reinsurance intermediaries
avoid talking with risk man
agers who do not run a captive
insurance company. Servicing
the needs of insurers rather

than large corporate buyers is
their domain, they say.

But the barriers are breaking
- down, Mr. Rich maintains

Reinsurance intermediaries

' find his presence at underwrit
ing meetings helpful because
they can get questions
answered immediately, he con
tends.

To meet with the reinsurers
and reinsurance interme

diaries, the risk manager "must
absolutely know all ofhis expo
sures inside and out to answer

any question they might have,"
Mr. Rich said.

"With everyone working to
gether, there won't be un
answered questions or stones
unturned."

A risk manager should know
the same information about the

security and integrity o f his
reinsurers as he does for his pri

mary companies, Mr. Rich
adds.

When a risk is heavily rein
sured, Mr. Rich wants a "see
through" endorsement from his
insurer that names all the rein

surers and their participation
on the risk.

If insurers refuse to provide this,
they should give the risk manager
a copy of their placement sheet
with the names of the reinsurers

and percentages of participation
on it.

Gold Kist's non-HPR property
account is underwritten by Bac-
cala & Shoop, a managing general
agency. Mr. Rich would not iden-
tify the primary insurer because its
contract with Baccala & Shoop ex-
pires in March.

The program is layered with a

$25 million maximum limit.

Though Georgia law requires
Mr Rich to use a licensed insur-

ance broker or agent to plac€ his
risk with Baccala & Shoop, doing
his own marketing gives him lev-

erage to negotiate lower fees from
the brokers. Service is a key factor
in selecting a broker.

Premium savings vary from
coverage to coverage, Mr. Rich

says. But Gold Kist prefers paying
fe€s rather than commissions.

"Agents and brokers should be ex-
perts and should be paid like phy-
sicians and attorneys," he added.

Marketing one's own risks is not

suitable to every risk manager, but
large firms should take advantage
of do-it-yourself shopping, Mr.
Rich notes. Size, however, limits
what a risk manager can do.

"A risk manager spending
$100,000 on property insurance
can't market the way a guy with a
$2.5 million account can," he
noted. a

Bob Rich of Gold Kist calls un-

derwriters directly.

0 .- A, 0 . -
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Another San Francisco earthquake alone would not cut capacity.
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That's how we write Risk Man-

agement Reports-on a direct
one-to-one basis-offering in-

" formation and controversial

, :»,r opinion, plus solutions to your
4

problems and opportunities in
risk management. For the past six years our bimonthly
Reports have consistently tackled the most challenging
problems of risk management.

Some Reports appear annually, updating important
subjects such as: captive insurers, and regulations for
the self-insurance of workers' compensation. Other
Reports are new, highlighting such topics as: how to
control hold harmless clauses; methods of risk

management administration; how to allocate insur-
ance and loss costs most effectively; and providing
worksheets/questionnaires on facility inspections or
EDP installations.

a publication of
Risk Planning Group. inc.
722 Post Road

Darien. Connecticut ()6820

203/655-9791
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Company
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Inflation=catastrophe duo
could shrink soft market

Bl roundup

Not even another San Francisco

earthquake is likely to slow down
the flood of reinsurance capacity.
But a natural disaster teamed with

inflation and high interest rates
may slow the flow just : bit, rein-
surers say.

Over the past five years, "our ca-
pacity has certainly expanded,
availability has increased in both
facultative and treaty areas," said

Employers Re vp Thomas Case.
"The area of facultative has in-

creased substantially. From a
treaty standpoint, we are able to
achieve more capacity."

Although capacity has increased

in the property catastrophe cover
area, Mr. Case explained it may not
always be used because of the thin
market pricing.

Increased capacity has also had
some impact on services to clients
at Employers Re.

"Where an insurer used to have

to fragment reinsurance coverage
between two and three reinsurers,
we can now provide all that capac-
ity within our own company," Mr.
Case said.

"But we are amazed to see it con-

tinuing to grow. There's an awful
lot of capacity and every day we
hear of new entrants into the mar-

ket.

Our annual January report on captive insurers, their
parents and captive management companies around
the world, has become the standard in its field. Our

new report on EDP risk management information
systems offered by major vendors promises to
become a similar standard.

And in addition, as editor, 1 take aim at some
of the inconsistencies of the business in "Current

Comment," the lead section for each issue.

All in all, Risk Management Reports is an
important intellectual stimulus for over 1,000 risk
managers and individuals interested in this fast-
growing discipline. 1 invite you to join us.

H. Felix Kloman

722 Post Road. Darien, CT 06820

RS. Stop by bootn #13 at the RIMS Conference and say hello.

risk manaoement
reports '-'

Starting in Jul>'. the annual subscription rate Will he
$125.00. Subscribe now at the current rate of $75.()0.

E] Enclosed is my check for $75.()0 (includes Can-
ada) to receive a one-year subscription. fix issua. to
Risk Management Reports.

Foreign sub<cription rateR: $100 U.S. funds for
airmail delivery. $80 U.S. funds for surface deliviry

A sturdy three-ring binder is

included with your subscription. 

1

-'"6/ 1

City. State. Zip
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"A tightening may be too fa
down the line in the tail of liability
losses," Mr. Case cautioned. By the
time losses actually prompt
tightening, it may be too late. BL
recent storm losses haven't had
the tightening effect they were ex-
pected to, he explains.

Net premium written in 1979
was $365 million. "The steady
growth of past years most proba.
bly won't be there this year," Mr.
Case admitted.

"It has been fashionable for :.

long time to say a major disast,
will cause the market to shrink,
but that would have to be large,
than any occurrence in the last 26
years in the United States," say
North American Re's Davir
Thompson.

He predicts a combination of a
very sharp, sudden increase in the
inflation rate, along with a natural
catastrophe, could shrink the ma
ket

A catastrophe at a time of hig)
inflation and high interest ratei
might force reinsurance comp,
nies to sell bonds to pay losses, h.
explains.

"It's really impossible to quar,-
tify the possibility of this, but it -
important that reinsurers shou]
be aware it can happen," Mr
Thompson warned. "If it happens
clearly rates would go up.

"Increased capacity has not low
ered rates anyway. It has had no €
feet on that, but it has made us al-
to accept larger risks," Mr. Thomt
son noted.

More capacity is a function r
two changes, he said: policv
holders' surplus increasing signi
cantly and arrangements made h.
North American Re with sist.
companies that have resulted in

creased capacity.
North American Re is the Z

company of Swiss Re.
Other reinsurers report capac

only seems to have grown as, -
firms package their willingness,
accept risks for various lines.

"Capacity has expanded to a A.

gree but not really enough to r:
cuss," explained William Warres
president of National Re. "Our far
ultative (capacity) tends to be a li
tle higher than treaty."

In the market generally, direi
companies such as National R
which don't deal through broke·
have more treaty capacity.

Direct dealers have capac·
ranging from $1 million to $15 rh
lion, but reinsurers that are bi
kered probably don't even have

$1 million capacity on treaty, M
Warren explained.

The capacity difference is attri}
uted to different methods of dist:

bution. When you deal directl
you have to write the bulk of an 2
count, Mr. Warren emphasize
Therefore there is a need for me.

capacity.
Over the past five years, t)

market's reinsurance capacity .„
expanded. "Capacity has kes
pace with inflation values. Value
have increased, capacity has keN
pace and the amount of reinsur
ance has kept pace," Mr. Warren
said.

"It's hard to decide what relatio,

capacity should have. Reinsuranc
traditionally had 8% to 10% ofth

market, but we've grown.
"In the next five years, reinsu.

ance capacity will expand, butt?·
willingness to use it mig
change."

New players in the reinsuran.

field will probably be more ir
clined to use capacity than traa
tional reinsurers do, Mr. Warre

says.
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HIGH MARKS FOR CG PEOPLE
AND THE A+ PENSION PRODUCT
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ACCUMULATOR+ is the name of Connecticut General's defined
contribution pension product. It's getting high marks from pension buyers
because of the flexibility and the comprehensive administrative services
it provides.

Another important advantage is the excellence of CG people - from
the Group Pension Representative who works closely with you to the people
who achieve such impressive investment results from the morethan $8 billion
in pension funds we manage.

For more information, ask your agent or broker to put you in touch with
one of our CG Group Pension Representatives. We'll come through for you.

CONNECTICUT GENERAL INSURANCE CORPORATION. HARTFORD. CONNECTICUT
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CRAVENS, DARGAN & COMPANY
Iplu*" PACIFIC COAST

MARKETS FOR:

AVIATION, SPECIAL RISKS PROPERTY, LUMBER,
EXCESS & SURPLUS, OIL, OCEAN MARINE

HOMEOFFICE

350 CALIFORNIA STREET, SUITE 1600
SAN FRANCISCO, CA 94104

(415) 622-7500

REGIONAL OFFICES

SAN FRANCISCC

555 Cali fornia Street, Suite 2900
(415) 622-7500

LOS'ANGELES
3580 Wilshire Blvd.

(213) 380·5650

SEATTLE

Peoples Nat'I Bank Bldg., Suite 922
(206) 223-1800

SPOKANE

Washington Trust Building, Suite 1001
W. 717 Sprague Street

(509) 456-8580
PORTLAND

200 Market Building, Suite 700
(503) 248-9616

NEWYORK

90 William Street

(212) 344-5912

ATLANTA

30 Perimeter Center East, NE
(404) 393·0640

CHICAGO

Sears Tower, Suite 5730
233 South Wacker Drive

(3f2) 876-0262

HONOLULU

1510 Pioneer Plaza

(808) 521 -5031

Exec foresees

few newcomers
By JOHN MAES

Most of the expanding reinsur-
ance capacity over the next several
years will come from the existing
market. There pr6bably will be
few new entries into the field, says
Frank Aldrich, president of Kem-
per Reinsurance Corp.

Best's lists about 93 reinsurers

with $1 million or more a year in
premium volume, but that's not
counting pools and foreign insur-
ers, Mr. Aldrich said.

"We're getting close to the end of
the line in terms of new people
coming into the market," he said.

"There's a saturation of capacity
and the potential appetites have

Thecracktroophaslanded!
And your excess position is secure.
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You're on firm ground when you call
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No uniform strategy works for all.
So we draw up a plan that's pains-
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each client. Be it casualty coverage-
Umbrella Liability, Gap/Buffer Layers
or Excess Workers Compensation.
Or be it property coverage-
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with attentive service all thewhile
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To mobilize the crack troop, call the
number above nearest you. And see
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every time.

NEW YORK
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943-2070

Baccala & Shoop
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567- 2700

0

SEATTLE

(206)
624-8711

oeen pretty well satisfied because
the ones that have been thinking
about it have already come in."

The conditions have created ar

Extremely competitive market
presenting formidable obstacles
fou.anyone starting a new reinsur-
ance venture, he noted.

The reinsurance market has

been growing steadily over the last.
10 years in response to a capacity
orisis created in the late 1960s

when losses from Hurricane Betsy
in 1965 caused many reinsurers tc
leave the market.

"But the big influx (of compa-
nies coming into the market) is be-
hind usr.The future capacity will
vome from the existing market,'
Mr. Aldrich said.

Competition, costs of new ven-
tures and the trend toward buyers
seeking to hold down their own
zosts by spending less will make it
more difficult for new reinsurers

to gain a foothold.

Kemper Re, which wrote $12C
million in premium volume in 1979
and is slightly ahead of that pace

this year, has about 500 domestic
rlients.

The reinsurer, working through
reinsurance brokers, usually takes
3%to 20%of risks on atreaty rather
than facultative basis.

Its own capacity has grown
about 15% in the last five years.
mostly to keep pace with inflation
in property values.

"Ouractual capacity has not rad-
ically increased in the last four

years," he said.
Kemper's growth tracks the ca-

pacity growth of the whole rein-
surance market, he adds.

When the glut of capacity dries
.ip-it won't be this year or next-
the reinsurance buyers will b€
most affected because they'll face
higher prices. •

Insurer E&0 not '
always covered
When a broker makes a big

mistake, he calls his errors and
omissions insurer. When a pri-
mary insurer pays a giant award

or punitive damages, he calls
his reinsurer.

Sometimes he's covered.

Sometimes he's not. Insurers'

errors and omissions coverage
is philosophically included in

nearly every reinsurance con-
tract. The reinsurer just pays

the agreed percentage in excess
ofloss.

But punitive damages and
very large awards in coverage
disputes are negotiable and

aren't on every reinsurance
contract, despite the generous

nature of reinsurers riding a
glut of capacity.

"The innocent and unaware

have discovered it exists for

punitive damages and exces-
sive judgments. Most profes-
sionals have had a method of

dealing with it, others just
found out about it," said Na-
tional Re's William Warren.

This type of coverage is nego-
tiated in every reinsurance con-
tract, he cautions.

To fillin coverage gaps, insur-
ers also can purchase errors and
omissions coverage reinsurers
won't offer. Underwriting man-
ager Shand Morahan offers a
program insured by the Evans-
ton Insurance Co.

Marsh & McLennan Inc. also

brokers an insurers' E&0 pack·
- age.
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"Companies are retaining more
of each risk," says N. David
Thompson.

Bl roundup

Insurers play their reinsurance
markets the way a savvy risk man-
ager plays the insurance markets:
They retain risk when possible to
maintain cash flow but lay off risk
when the price is right.

High interest rates are encourag-
ing primary insurers to hold on to

premium volume and earn record
amounts of investment income.

But some cheap reinsurance
rates and a glut of their own capac-
ity are pulling insurers in the other
direction to lay off more risk with
reinsurers.

And the reinsurers are as hungry
for primary insurers' business as
the primary -nsurers are for com-
mercial risks.

"In the treaty area we do see a

It no longer costs much to make your
employees alot happier

Insurers play reinsurance risk execs
trend toward higher retentions
and also higher limits; said Tho-
mas S. Case, second vp-marketing
at Employers Re. "In the faculta-
tive area, if we see any trend it
would be because of available ca-

pacity at extremely lew rates, a
trend to reinsure more.

"In the total market, insurers are
probably ceding more dollars of
reinsurance premium," Mr. Case
said. This he attributed to the

"availatility of markess at lower
than normal market ccsts."

Other reinsurers say insurers
are haniling more of tneir risk.

"As a general trend, it is fair to,
sa companies are retaining more
of each risk than in years past,"
said N. David Thompson, presi-
dent of North American Reinsur-

ance Corp.
Primary insurers' surplus is in

reasonable shape, giving them the
financial ability to retain more,
and premium volume in the pri-
mary industry is relatively flat, he
explains.

The president of another mgjor
reinsurer supports the surplus the-
ory.

Insurers currently have a lot of

unused surplus. They either invest
it or increase their own writings to
put it back into circulation.

Otherwise, there's always a

chance another company may buy
the insurer up, take the unused
surplus and declare a substantial
dividend to stockholders, he ex-
plains.

"There are a lot of new players
today," said the reinsurance com-

Simply offer them "The Protector"
from NWNL. A new emplgy=-paid group

supplemental term plan. All you pay for is
simple payroll deduc.ion. Your employees happily pay
for the insurance

For just a few painlessly payroll-deducted dollars per
month your employees enjoy Guaranteed Acceptance

cby satisfactorily answering one health question) to
age 50. Separate insurance for their

husband or wife. Future purchase
options. Discounts on greater

.-- coverage. Waiver of premium. Plus
the right to take this insurance
wherever they go. or convert to
individual permanent life.

To qualify, all you must do is
provide 100 eligible lives and

3 payroll deduction. we'll
take care of solicitation

1 materials and even an
audio-visual show.

So take a big step now to improve your
company morale. Call your broker. Or mail
this coupon.

pany president who asked not to
be identified. A constant influx of

reinsurers come into the market,
suffer losses and pull out, only to
be replaced by other ventures, he
said.

Many of the new entries are for-
eign companies that see the oppor-

tunity to turn quick, high profits
by undercutting the prices of their
competitors, he said. "Some com-
panies (primary insurance buyers)
can get a program at much lower
premium from new entries," said
Kenneth Ruckowsky, vp and
treaty division head of American
Reinsurance Co.

In some cases, the lower rates
just aren't justified, he says.
Higher jury awards are sending
claims to reinsurers that once fell

within the primary insurers' reten-
tion levels. When reinsurers start

getting too many of these "pene-
tration point" claims, they raise
rates.

Higher rates can spur primary
insurers to tap their own capacity

and keep the riskqather than pay
higher premiums.

Established reinsurers are also

trying to level off from past losses.
They have a difficult time match-

ing low prices, he notes. "But new
reinsurers are not saddled with the

problems the existing companies
are. They can afford to gamble.
The new company can be more
competitive with rates, the new
guy doesn't have to make up that
kind of ground," Mr. Ruckowsky
said.

Many of the new
reinsurers are

foreign companies.

Foreign ventures have a special
incentive: the strength of foreign
currency over the dollar, he adds.
When a foreign reinsurer comes
into the U.S. market and converts

its curiency to dollars, "it has the
ability to do much more than it
could have three years prior," he
said.

"Since international dollars are

relatively cheap, Europeans can
invest in the U.S. at a good ex-
change rate. Since the U.S. is at
least 50% of the world's insurance

business, reinsurance appears to
offer a good way into the busi-
ness," agreed North American
Re's Mr. Thompson.

He cautioned Europeans, how-
ever, the U.S. tort system tends to
produce far longer tails on casu-
alty business than anywhere else
in the world.

U.S. companies may continue to
diversify, Mr. Thompson said.
"There appears to be little risk in

U.S. companies doing it. It's been a
recurring phenomenon over the
past 20 years-the increasing num-

ber usually matched in number by
withdrawals."

Eventually, the existing, es-
tablished companies will win the
struggle for survival of the fittest,
Mr. Ruckowsky predicts. The new-
er companies, more daring with

their capital and undercutting
prices of existing companies, will
fall by the wayside eventually.

"After a major problem, the ma-
jor players will still be here," he
said.

Another reinsurance company
president notes, "Times like this
separate the wheat from the chaff
and we'll come out all right. Ulti-
mately, any of the newcomers will
be weeded out of the running by
not being able to sustain losses
proportionate to the premiums
they collect." •
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Catastrophe alone won't raise rate s
By ELLIS SIMON

NEW YORK-Dropping interest
rates and a major catastrophe will
be the one-two punch that will
send reinsurance capacity reeling,
reinsurance intermediaries report.

But when to duck is anyone's
guess, so buyers can expect low
rates through 1981. As long as ca-
pacity remains plentiful and
unbloodied, primary insurers will
continue to fight for risks.

Meanwhile, reinsurance

capacity continues to exceed the
demand, a survey of reinsurance
intermediaries reveals. New

foreign firms drawn to the U.S.
market by the profits made during
the 1975-76 capacity shortage have
doubled existing capacity.

High interest rates, however,
have encouraged insurers to retain
more net premium as a percentage
of what they underwrite. Insurers
also buy more reinsurance on an
excess of loss basis, reinsuring
losses above a specific retention
level and paying a smaller portion
of the total premium to acquire
that coverage.

With interest rates high, a
catastrophe is unlikely to shake up
the market unless it is "something
like a $3 billion to $4 billion
storm," said Keith Smallden,
president of Eagle Intermediaries
Inc. of New York. "We need a

combination of a catastrophe and a
downturn in rates."

"Any resolution ofexcess capac-
ity won't be the result of a catastro-
phe alone," said Richard Scott, ex-
ecutive vp of Willcox & Baringer, a
New York intermediary owned by
Johnson & Higgins.

"It's a question of wearing the
insurers down until they are tired
of continued underwriting losses
that make it uneconomical to con-

tinue even with continued high in-
vestment income."

"We've all speculated that if we
had another (hurricane) Betsy, (ca-
pacity) would dry up," said Mac W.
Henderson, president of Swett &
Crawford Group and Reinsurance

Facilities Corp. of Los Angeles,
parent company of RFC Interme-
diaries Inc. "But 1979 hada greater
number of catastrophes than any
year in history and nothing hap-

pened."
A drop in interest rates could

help tighten the reinsurance mar-
ket, but most intermediaries inter-
viewed by Business Insurance pre-
dicted that if that happened, the
impact would be slow and gradual.

"A severe drop in interest rates
will help clean the market, but in-
vestment return is not quite sensi-
tive to changes in the prime rate,"
said Thomas A. Greene, president
ofThomas A. Greene & Co., a sub-

sidiary of Alexander & Alexander
"If interest rates drop to single-
digit levels, it will take a few years
before it will be reflected in rein-

surers' return on investment."

Richard Cole, president of Sten-
Re Cole and Associates Inc,, an af
filiate of Reed Shaw Stenhouse,
foresees a drop back to a 9%to 10%

prime following the election. But
interest rates alone won't shrink

capacity because reinsurers
"wouldn't be losing that much
money."

High interest rates attract new
capacity and hold down higher
rates from reinsurance stalwarts.

"If a reinsurance company can
run at a 105% combined ratio and

still do well on income generated
by its assets and net worth, why
should it do anything different?"
asked W.E. Taylor, president of
Seattle-based John F. Sullivan &

Co., a subsidiary of Fred S:James
& Co.

Established reinsurers also

continue to underwrite business at

depressed rates to avoid being
forced to take a loss on older bonds

in their investment portfolios,
maintains Joseph A. Zaffarese,
senior vp of Interocean Agency
Inc., a Frank B. Hall & Co.
subsidiary.

U.S. insurers and reinsurers

carry bonds on their books at
amortized value rather than

market value, he explains. Old
bonds have depressed market
values because newer issues pay
more interest.

"By writing new business,
(reinsurers) can pay off old losses
with current cash and not be
forced to sell off old bonds at a

loss," Mr. Zaffarese said. He puts
the blame for depressed rates on

;it's a question of wearing the insurers
down until they are tired of continued
underwriting losses,' says Richard Scott
of Willcox & Baringer.

ilder companies, rather than new
entrants.

The foreign entrants, however,
io heighten competition.

Among such firms establishing
subsid.aries here are SCOR,
SkandiE, Cologne Re, Copenhagen
Re and rokic, Re

"They see the United States as a
stable market and a chance to

make a buck," said James P.
Snedeker, assistant vp of Holborn

Agency Inc. of New York.
Expansion in their home

countries is limited, MI. Smallden
adds. "They look at the U.S.
insurance market and know it is

the source of 50% of the world's

insurance premium, but 78% of

world reinsurance premium is said
to come from outside the U.S."

The American dollar' s weakness

also is an attraction for investing in
the United States, notes Mr.

Zaffarese of Interocean.

Growth of captive insures also
has ben a source of n.w capaci:y.
Th€ Bermuda market currently
wrnes $1 billion in reinsurance,
Mr Zaffarese notes. In five years. it
will become the third major world
maike., he predicts.

Captives will evolve from taking
third-party business fer tax
reazons into profit centers and will
eventually hire underwriling
manaiers with corporate

ambitions who Fill pro Eel tneir
companies into becoming active
par:ie_pants in the reinsu.·ance
business, Mr. Greene preciess

Mr. Zaffarese says mcre Anieri-
can firms will bring their captives
onshore as reinsurers, similar to
Armc. Steel's Bellefonte and

Mead Corp,'s Mead Re, •



Less insurer interest

Lack of demand may depress rates
NEW YORK-Though reinsur-

an.e capacity is growing, insurers
may be less interested. That's why
low reinsurance rates refuse to
rise, rein:urance experts say.

Hist,rically, insuranze capacity
na: not kept pace with lhe demand
of American industry, bus since
1995, reinsurance cafacity has
,grown faster than demand.

Since 1975, U.S. reinsirance pre-
mium nas grown to S9 b.ilion from
58 til.ion while insurance pre-
mirn tas grown to SDC oillion
fror $6C billion, says M:c Hender-
sor., president of Swelt & Craw-
ford Group in Los Aneele:. This
means that U.S. insurErs are re-

taining a larger chunk of their

gross written premium.
Intermediaries say growth that

has taken place has been mostly in
purchase of excess of loss cov-
erage.

"Everyone is using excess of loss
reinsurance to gain more limits,"
said John Zaffarese of Interocean

Agency. "But they retain more risk
as a percentage of premium."

Pro rata reinsurance, in which
insurers transfer part of the entire
risk to a reinsurer for a propor-
tional share of the premium, has
seen little change in demand over
the past five years and its use has
been discouraged by A.M. Best,
adds James Snedeker of the

Insurers are retaining
more of their gross
written premium, says
Mac Henderson.

Holborn Agency.
In a high interest rate environ-

ment, insurers make their opti-
mum profit by retaining as much
risk as they can afford because of
the generation of cash flow.

1910 -Armco introduces first employee health care plan

You'll find eighty years of innovative history
in our new name... we're the

Armco Insurance Group
A new name in the insurance indus-
try, but a name famous for eighty
years of innovative solutions to
people's needs.

In 1910, for example, Armco
introdoced the steel industry's first
comprehensive employee health
care plan, including a company-
built hospital and full-time staff of
doctor and nurses.

Today, Armco is still just as com-
mitted to finding innovative solu-
tions. The Armco Insurance Group
is one of them. You may have
known us before as Armco

Insurance Management, Inc., Belle-
fonte International Insurance, or
perhaps Compass Insurance. We
still are. But now these and other
Armco-owned companies serving
the property and casualty insurance,
reinsurance and risk management
markets together form the new
Armco Insurance Group.

There's more to the Armco story
Find out by contacting any one of
the Armco insurance companies,
or write: Scott R. Crawford, Armco
Insurance Group, Dept. 230,
703 Curtis Street, Middletown,
Ohio 45043.

c ' ARMCO
ARMCO

V INSURANCE
GROUP
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"When you receive override
commissions (for ceding reinsur-
ance), it's a one-shot deal," Mr. Zaf-
farese said. "You can't meet de-
ferred expenses from them. Over-
ride is paid with today's dollars,

4 but expenses must be met with in-
& flated dollars five years from
t now."
1 "The thrust of the business has
2 changed over the past five years
 from pure risk distribution to a
S money game," noted Willcox &
f Baringer's Richard Scott. Many in-

surers are holding on to their
money longer and collections have
become one of his firm's biggest
problems, he adds.

Among U.S. insurers, American
International Group is recognized
as the biggest purchaser of rein-
surance. About half of AIG's gross
premium is ceded to reinsurers.

Although it continues to be the
biggest user of reinsurance and
probably the most imaginative, it
has begun retaining more risk as
its product lines become more
profitable and secure, Mr. Zaf-
farese says.

Other major reinsurance users
include most of the surplus lines
insurers, INA Special Risk Facili-
ties and some members ofthe Con-
tinental Group. The medium-size
mutual companies are considered
excellent risks for insurers.

Insurers making the least use of
reinsurance include the giant Hart-
ford-based stock insurers such as

Aetna Life & Casualty, The Trav-
elers and The Hartford.

Domestic reinsurers, including
subsidiaries of foreign companies,
underwrite about two-thirds of the

U.S. reinsurance market, interme-
diaries say. That share splits about
evenly between the big direct
writers-General Reinsurance

Corp., Employers Reinsurance
Corp., American Re-Insurance Co.
and North American Reinsurance
Co.-and the broker market com-
panies.

Leading broker market rein-
surers include Prudential Re,
Kemper Re, Allstate, Skandia,
INA Re, National Re, Constitution
Re, Excess/Casualty Reinsurance
Assn. and Constellation Re.

Lloyd's and the London com-
pany market underwrite 20% to
30% of the U.S. reinsurance mar-

ket with the balance written by
other nonadmitted foreign rein-
surers. .

Group life
Group life purchases set up under
new or revised group contracts to-
taled $15.2 billion in August, com-
pared with $13.4 billion a year ear-
lier, reports the Life Insurance
Marketing and Research Assn.
Group insurance bought from
September 1979 through August
1980 totaled $178.4 billion, com-
pared with $309.8 billion in the

same period a year earlier.

car &

truck Rental
Insurance

* Admitted Major Carrier
* Coast to Coast

* 15 years continuous stable
Rental Market

* Fast Quotes
* High Limits
* VERY COMPETITIVE RATES

(800) 421-0438
(213) 653-5060

TWX: 910-321 4361
UNIFAX LSA11 BEDFORD INSURANCE SERVICES INC

= =5::mrz;:RD
A .ubs,dia ..Unic. Am.....Co,porallo.
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Intermediaries tend to avoid buyers

"If he has a captive, they'll talk to
him," says Joseph Zaffarese.

NEW YORK-If a risk manager
runs a captive insurance comany,
reinsurance intermed:aIies Tant

him. If not, they don't want to talk
to him.

"If a risk manager doesn't have a
captive, we wouldn't talk to him,"
said Thomas A. Greene, president
of Thomas A. Greene & Co. "It's

rot our business to talk tc cerpo-
rate buyers, We want to do ousi-
ness with insurance ccmpanies."

"The reinsurance market by and
large won't deal with the risk man-
ager," said Joseph A. Zafarese, ie-
r_ior vp of Interocean Agency Inc.
"They don't like to get invol,.ed
with risk managers, but if he nas a

captive they'll talk to him.'
'91€-Je been involved with risk

managers, but in the zonzext of
reinsu-ance of a captive " said
Keith Smallden, president of
Eagle Intermediaries Inc. ' We so-·
licit business from captives no
mcre or less than from,ther com-

panies.."

Reinsuring captives is att ractive
for many reinsurers because it's
like underwriting direct business,
he exirlains "That's an attraction
of facultative business. "

Avoidance, however, is not a
syndrome. Some intermediaries
will work with risk managers if re-

=7 Employers Reinsurance Corporalion 520[ Me-calf, Overland Park, Kansas 66201

Athrtc Boston Chicago Houston Los Angeles New York San Francisco Toronto Zurich

tail brokers request it.

Richard Cole, president of Sten-
Re Cole & Associates, says he
wants his facultative people to be-
come more involved with risk

managers, but only if asked to par-
tieipate by the primary broker.

Having an insurer front a risk
and letting a reinsurer set the un-
derwriting terms is another way
for risk managers to get access to
the reinsurance market, he says.

Fronting arrangements have al-

ways been used, but they are be-
coming more prevalent, Mr.
Smallden adds.

Risk managers sometimes gain
access to the reinsurance markets

Wete tapped
a new resource.

No single thing is more
vital to a reinsurance

company than a solid,
stable financial base.

ERC's recent merger
into the Getty family of
companies not only
strengthens that base with
the vast resources of Getty
Oil Co., it expands our
capabilities far beyond
those of an independent
organization.

Our whole has become

greater than the sum of
our parts.

by using specialty underwriters,
notes Mac W. Henderson, presi-
dent o f Reinsurance Facilities Co.,

parent of RFC Intermediaries Inc.
"It's easy to get a specialty com-

pany to do the unique and un-
usual," Mr. Henderson said. "If a
risk manager can find a specialty
company and the specialty com-

pany has access to sophisticated
reinsurance markets, he can do
things for the buyer."

Reinsurance brokers believe

there is little need for risk man-

agers to know who reinsures their
risks unless the buyer uses a small
insurer that heavily reinsures.

"The risk manager should be
more concerned with the quality
of his primary company and
whether it can meet its liabilities,"
said Interocean's Mr. Zaffarese. "If

you're using a company that can-
not write commensurate with its

surplus, you should know who the
reinsurers are."

If a $10 million surplus com-
pany puts out a $10 million line on
a risk, "the insurance company has
an obligation to tell who the rein-
surers are," he said.

Once a risk manager knows who
his reinsurers are, he can check

their security by finding out their
Best's ratings or, in the case of for-
eign reinsurers, reviewing their
balance sheet. .

Coal firms

sue broker,
insurers

KNOXVILLE-Blue Diamond

Coal Co. and its wholly owned sub-
sidiary, Scotia Coal Co., are seek-
ing more than $9 million from four
insurance companies and a broker
in connection with two 1976 explo-
sions that killed 26 men at the Sco-

tia mine at Oven Fork, Ky.
In a suit filed in Knox County

(Tenn.) circuit court, Blue Dia-
mond charges the insurers are
violating their contracts to com-
pensate the company for losses in
catastrophic events. The insurers
contend their policies covered
only Blue Diamond and not its
subsidiary.

The defendants in the suit are

Holland-American Insurance,
Lexington Insurance Co., Lloyd's
of London Underwriters, Ameri-
can Re-Insurance Co. and Marsh &
MeLennan Inc.

The suit is the latest in more

than a dozen filed in connection

with the March 9 and March 11,
1976, explosions at the Scotia
mine. Fifteen miners were killed in

the first blast; eight miners and
three federal inspectors were
killed in the second. Both explo-
sions are believed to have been ig-
nited by an electrical arc created
by the air compressor in the brak-
ing system of a piece of mining
equipment.

As part of an out-o f-court settle-
ment, Blue Diamond last month
agreed to pay $5.9 million to the
families of the 15 miners killed in

the first explosion. But the suit
says the total cost of recovering the
bodies from the mine, plus attor-
neys' fees, lost interest and other
expenses in settling that case,
amounts to about $9.05 million. .

Storm losses

Insured.losses caused by wind,

hail and flooding that struck por-
tions of Texas Oct. 15 are estima-

ted at $1.5 million by the American
Insurance Assn.

1
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Offshore reinsurers await upswing
By STUART EMMRICH

BERMUDA-With reinsurance

competition undercutting already

low prices and insurers scram-
bling to grab what premium dol-
lars they can, now might not seem
the best time for a new reinsurer to

set up shop.
Don't tell that to the people at

Trenwick. Or Aneco. Or Cayman
Islands Reinsurance. Or British-

American.

These reinsurers with offshore

homes already know it. But some
day U.S. risks may land in their
Laps.

"It is a terrible time to start a

reinsurance company. I would be
less than candid if I said other-

wise," conceded Klaus Gebhardt,
director of Cayman Islands Rein-
surance Corp. (CIRCO).

"It is an extremely soft market.
A year and a half ago, when we first

started setting it up, we thought
that the market was getting ready
to change-that reinsurance
would tighten up.

"But it hasn't."

Officials of the four reinsurers

aren't ready to admit they made a
mistake, however. Sitting on mil-
lions ofdollars ofunused capacity,
turning away most risks because
the prices are too low, they are cer-
tain time will prove them right.

"The market is going to tighten
up," stated Justin Tierney, presi-
dent of British-American Service

& Insurance Co. in Nassau, Baha-
mas, a reinsurer affiliated with the
McM Corp. "I say it will happen in
the next six to 12 months."

Officials of other firms are not so

sure when conditions might
change, but add they are making
the best of the present situation.

"Now is a poor time to under-
write, but an exc@lent time to or-
ganize," said Mark Hinkley, senior
vp at Trenwick Inc.

Trenwick takes no more than

one of every 10 risks submitted to
it. In better market conditions, it

would probably accept about 35%
of submitted risks, Mr. Hinkley
said. Premium volume will be

"substantially less" than the $8
million to $10 million company of-
ficials had earlier predicted for
1980, Mr. Hinkley said.

Cayman Island's Mr. Gebhardt
said the reinsurer now has $6 mil-
lion in capital and expects to be up
to $12 million next year. It only

projects $4 million in premiums in
1981 and will be "happy" to write
half that much by the end of 1980.
Most of its business comes from
life and health reinsurance.

"This will not be a mgjor source
ofbusiness for us in the future, but
for now we are looking askance at
the traditional property/casualty
markets," Mr. Gebhardt said. "We

are not in a position to see good
risks and we are not going to take

marginal business."

British-American is "turning
away eight out of every 10 risks I
see," said Mr. Tierney. It expects to
write only $500,000 in premium by
the end of the year. Projections for
1981 range from $1.2 million to $2.5
million, he said.

Aneco, now two years old, says it

is turning down 19 ofevery 20 risks
submitted to it. President Francis

Mulderig says his company has de-

cided the best approach is to be
conservative in a "trigger-happy"
market.

Besides the reluctance to write

business they consider unprofit-
able, these new reinsurers share
offshore domicile. Both Trenwick

and Aneco are based in Bermuda,
British-American has its head-

quarters in Nassau and CIRCO is
located in the Cayman Islands.

Several factors prompted the

reinsurers to locate offshor€, but
tax advantages are most noiable.
As non-controlled foreign corpora
tions, they are not subject te U.S.
taxes. They judged the Bermuda
area as an increasingly important
insurance center as the number of

captives grew.
"The offshore market has ma-

tured to a tremendous extent,"
said British-American's Mr. Tier-

ney. "Bermuda is now recognized
as the third largest market. With
that recognition has come a num-
ber o f London and New York bro-

kers."

British-American can easily tap
Bermuda's market in a short plane
ride from Nassau.

"It is a very active market that al-
lows us to look at many different
risks. We look at New York offer-

ings, London offerings.They come
as soon as the slip is placed."

As a three-month-old reinsurer

in a somewhat new insurance en-
vironment, British-American may
be expected to run into trouble
picking up desirable .isks. But Mr.
Tierney says that is not she case.

"I have been in this busiress

more than 40 years and I know
people all over the •vorld and they
know me. They know my experi-
ence," he said. "And our parent
company, British.Amerivan Insur-
ance Co. Ltd., is knc wr. in London,
as is the McMillan Trust, which op-
erates MEM CorT., a $600 million
business."

British-American has capital of
$20 million, with ir. dividual risks
limited to $200,000. To augment

this, the firm has a treaty with the
London market that boosts c:pac-
ity to $2 million.

Mr. Tierney said the ideal rein-
surance client of Eritish-American

would be a large eorpcration that
retains a great deal of.ts own risk,
especially with captives.

British-American recently parti-
cipated in the reinsurance on a
captive of the National Assn. efEl-
evator Contractors.

Captives also a::racted Tren-
wick to Bermuda when it was

started in August 379 by former
employees of General Re.

With capital of $27 million,
Trenwick is pursuing the growing
reinsurance markE offered by the
burgeoning captive movement in
the.Bahamas, Mr. Hinkley said.

Formed by private investors,

Trenwick has financial backing
from Aetna Insurance Co., The

Hartford Group and St. Paul.
CIRCO, formed in May 1973, was

the first publicly held reins,rer to
locate in the Caymans, a factor that
played in the decision to star: bi-si-
ness there, Mr. Gebhardt sail An-
other publicly held reinsurer
might soon be forming there.

Meanwhile, the reinsurer is look-
ing at the possibility of settmg up

a U.S. subsidiary and keeping a
close watch on the development of
the Illinois Insurance Exchange.

Aneco Re, meanwhile, has s.v-
eral subsidiaries, including an un-
derwriting syndicate on the New
York Insurance Exchange Last

year's operating net income to-
taled $72,000, with net writt€ n T re-
miums equaling $1.4 million. •

U)OK WHERE THE
SMART MONEYS IN
HEALTH CARE COVERAGE

1



Net U.S. receipts lag behind payments
WASHINGTON-U.S. insurers netted a 30-

year record of $837 million in reinsurance
premiums for coverage sold in foreign coun-
tries in 1979, but still failed to equal what U.S.
insurers paid out to foreign reinsurers.

U.S. firms reinsuring foreign risks received
net premiums of $837 million, paid out $670.7
million in losses and had net receipts of
$166.3 million, according to the U.S. Com-
merce Department's Bureau of Economic
Analysis.

But at the same time, U.S. insurers paid out
more than $1.67 billion in net premiums (pre-
miums minus commissions) to foreign rein-
surers in 1979, the largest amount in the
department's 30-year reporting period.

Most of those payments, $615.4 million,
went to U.K. reinsurance companies, while
reinsurers in six members of the European
Economic Community received a total of
$270.4 million in net premiums, according to

the department.
U.S. insurers recovered $899 million in

losses on the $1.67 billion in net premiums
they paid to foreign reinsurers, resulting in
U.S. payments of$771 million forreinsurance
of U.S. risks accepted abroad.

The Commerce Department cautions that
the reinsurance payment results are meant to
show the effect of reinsurance transactions

on the nation's balanceof payments. They are
not meant to indicate the underwriting re-
sults of the reporting companies.

"This is especially true with respect to the
results for any single year because of the nor-
mal time lag between the payment of pre-
miums and the settlement of claims," the de-
partment says.

Comparing the net U.S. receipts of $166.3
million with the net U.S. payments of $771
million, the effect of all 1979 international
reinsurance transactions was a net outflow of

$604.7 million to foreign reinsurers.
The Commerce Department insurance sta-

tistics indicate long-term trends in under-
writing, with growth of U.S. reinsurance pay-
ments outstripping receipts.

In 1950, the first year for which figures are
available, foreign insurers received $129.7
million for reinsuring risks of U.S. compa-
nies. By contrast, the U.S. insurers received
only $17,5 million for reinsuring risks of for-
eign underwriters.

The Commerce Department breaks down
the payments and receipts from abroad to
show transactions with the European Eco-
nomic Community, the United Kingdom,
Canada, Japan, Switzerland, Latin American
republics and other Western Hemisphere
countries.

The statistics in this year's study are pre-
liminary and will not be finalized until next
year's reportis released, around June or July.

Look at America's leading corporations. retention costs (everything from
They're the people who look most carefully at administrative coststoreserves). Al.11*18
every kind of coverage available. And you 11 find All too often, only retention costs that m 90 of the 100 largest manufacturing cor- get much attention.
porations, Blue Cross and Blue Shield Plans cover But, if a carrier simply / - pqi;

some or all of their employees. assumes risk and pays bills, \UL-'

And more small businesses choose Blue Cross there's no control over the really
and Blue Shield coverage, because they, too, big partof yourcost. The beneht 90.95% OF YOUR
realize that controlling health care costs means costs. HEAUH CARE DOLLAR

USUAUYGOESTO
controlling all the costs. PENNY WISE,POUNDWISE. BENEATCOSTS.AND

TWO COSTS,NOTONE. Controlling benefit costscan THATS WHERE WE CAN
MAKE THE BIGGEST

You see, the cost of health care coverage is have a real imnact on your DIFFERENCE.

actually two costs. The cost of benefits. And the bottom line. Which is why Blue
Cross and Blue Shield Plans are so committed to

lillh-i/#:id  -' containing them
In fact, we're the only ones whose scope and

method of operations are broadenoughto deal with
the problem effectively.

Blue Cross and Blue Shield Plans often have

I I I  special arrangements with hospitals andphysicians
I I 7 supporting a wide range of cost containment initia-

tives. This means value added and lower benefit
costs to enrolled groups.

Over the past decade, programs like out-
patient diagnostic and same-day surgery have
helped cut the average hospital stay of our
subscribers by as much as one full day. And saved
$1,250,000,000 last year alone.

So before you make a decision about your
group's coverage, contact your Blue Cross and
Blue Shield Plan Marketing Representative.

( Otherwise, trying to save a little money could end
up being ve expensiveWnte  th€ free booklet "The Most E#ective
Health Care Protection For Your Embloyees: Blue
Goss and Blue Shield Associations, Box 8008,
Chicago, IL 60680.

I ,

Blue Cross ®1 Blue Shield®
' HELPING CONTROL AllYOUR COSTS.

-
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Accounting
plans may
hide losses

NEW YORK-Poor accounting
procedures are disguising serious
losses among reinsurers that even-
tually will catch up with the rein-
surance industry, said Edward C.
Matthews Jr., president of Con-
tinental Reinsurance Corp.

Mr. Matthews recently told the
second international non-life in-

surance seminar in Seoul that the

industry has not yet felt the fullim-
pact of enormous losses over the
last few years including aviation
disasters, drilling rig accidents and
natural disasters.

"I think that when all of these

losses are finally billed out, there

will be a great uproar within the
reinsurance industry and reinsur-
ance markets of the world."

Reinsurers need to consider us-

ing computerized data systems
that can be linked with interna-

tional operations. Such a system
would help create a more up-to-
date loss information system for·
reinsurers, he said.

The three DC10 crashes over the
last two years have added signifi-

The industry hasn't
felt the full impact
of several losses,

says Mr. Matthews.

cantly to the loss tolls, he told the
conference.

Though the losses are real, ac-
counting procedures in the rein-
surance industry have not brought
their full impact to the attention of
reinsurers, which may be subject
to greater financial harm than they
realize.

The lack of such procedures
"are not putting all of these losses
in their proper perspective," he
said.

"I predict that by 1985, the rein-
surance markets of the world will

demand a new and capable ac-
counting system which will keep
them abreast of every loss situa-
tion that is going to have an impact
on the future of their comparies,"
he said.

Continental Reinsurance Corp.
has begun plans to create a data
processing system that will tie into
the reinsurance company's five in-
ternational offices by 1982, Mr.
Matthews said.

Officials hope the system will
"give us a full line of tools to cope
with the rising problems of con-
ducting a profitable reinsurance
business," he said. •

HOSPITAL
BED DAYS

Health Insurance with
lower rates and higher
benefits through prior
authorization. Groups of
25 or more.

HEALTH MA
INTENANCE L FE INSURANCE

COMPANY
(714) 963-3305 • (213) 592-4427
(801) 364-3499 • (714) 265-7117
(408) 996-9184



BUSINESS INTERRUPTION AND

GLOBAL POLICY.

5

liendale Insurance is well known for its challenge. It took some sophisticated

technical expertise in industrial loss preven- international distribution management to
tion. And its ability to turn that knowledge bring it off. Especially during a stormy January.

into real protection. But somz losses are Five months after the interruption,
inevitable. So it's reassuring to know that our American Can's tissue paper line was back in
people are also proficient and imaginative production. All through the joint efforts of

when it comes to helping our clients recover Allendale, American Can, the fabricator,

from a devastating loss. riggers and numerous consultants. Ed Alheit,
It took some fancy globe-trotting re- Risk Manager of American Can, put it in per-

cently to replace a ruptured 12-foot, 100-ton spective, saying: "We couldn't have done it
"Yankee Dryer" roll in one of American Can's in such a short time without Allendale."
paper mills. Having a new ro-1 custom- What our loss adjustment professionals
fabricated would have meant a downtime of accomplished with American Can certainly
two years. And a loss valued at $100,000 a isn't routine. Nor is it extraordinary for us.

day. But our global reach and persistence paid After helping insureds recover from losses for
off. The only suitable "Yankee Dryer" roll close to 150 years, we're used to going to great
existing in the world was discovered within lengths. And for the important companies

weeks in Karlstad, Sweden. [ZSZFA Allendale insures, that can make a world of

Getting the roll from ,11>irf f:ll difference.

the interior of Sweden to the 54,/Lild Allendale Mutual Insurance Company,
middle of Alabama Allendale Park, Johnston,

USA, was no small Allendale Insurance Rhode Island 02919.
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Relating to reinsurance
It's the muscle behind your coverage

By Ross C. Cowan

IT WAS MY first visit to Atlanta to

attend my first RIMS meeting, a
warm and sunny day in April 1973. I
was welcomed by the convention bro-
chure with Gov. Jimmy Carter's pie-
ture. Aside from that, I felt a bit out of
place as a reinsurance man among all
those corporate insurance buyers.
What was I trying to sell them? What
made me think reinsurance was of any
interest to them?

Even in 1973, a handful of risk man-
agers had some knowledge and inter-
est in reinsurance, but over the past
seven years certainly many more have
learned much about how it works, and
more important, how it can work for
them. Other risk managers, no doubt
spurred by inquiries from their finan-
cial executives, have looked more
closely at the relationship of reinsur-
ance to their insurance companies.

Some risk managers have grown so
close to reinsurance they are now pres-
idents of captive insurance companies.
They are heavily involved in selling
and reinsuring as captives venture fur-
ther into third-party underwriting.
They are either the innocent capacity
or the not-so-innocent risk profes-
sionals, depending upon one's view-
point.

We can assume, however, that today
and in the future, the great majority of

Reinsurance generally exists to strengthen insurers, but some risk man-
agers are acquainted with reinsurers through their captives.

risk managers, for many reasons, have
not given much thought to the work-

ings o f reinsurance and how it may af-
feet them.

Broadly speaking, reinsurance exists

to strengthen insurers. Risk managers
first were forced to note reinsurers as

limits were increased to match higher
property values and inflated liability
judgments. Insurers, depending on
their size, can retain only a predictable
amount of loss from a given exposure.
Beyond that they will cede their risk to
another insurer that accepts the whole
or a portion of that risk.

Reinsurance can be either simple or
complicated, depending on the sophis-
tication desired by both the ceding in-

surer and the reinsurer. It's just like the
classic scene in Lloyd's coffeehouse
where shippers are sharing each
other's risks-certain underwriters

still call on their peers in other compa-
nies to take a portion of the original
risk, relying on mutual respect for the
other's underwriting ability. This is
straightforward proportional reinsur-
ance, also known as pro rata or quota
share, a percentage of the original risk
for a percentage of the original pre-
mium.

Sparked by a technique popularized
at Lloyd's, much reinsurance is now on
an excess-of-loss basis. This allows the

insurer to keep a larger portion of its
original premium by retaining all

losses up to an agreed amount. The
reinsurer benefits by reduced operat-
ing costs due to simpler premium
calculations and, more often, speedier
collection of the premium thanks to
fewer discrepancies. The number of
reinsured claims is also greatly re-
duced.

For an insurer, reinsurance not only
protects it from a single shock loss or
an accumulation oflosses from a single
event, it also enables the insurer to
write a larger volume overall without
overbalancing its financial surplus.
Thus the insurer can reach for larger
market shares with safety.

At the same time, an insurer bears the
Ilburden of risking security on the
strength of its reinsurers. This has its

challenges, not just because of the dif-
ficulty in determining the strength of a
reinsurer, but becaule virtually all
reinsurers in turn reinsure their shares

or excess exposure. This is known as
retroceding.

This makes it necessary for the risk

manager to rely on the financial integ-
rity o f his original insurer, unless he or

she is in a position to measure the secu-

rity o f all the reinsurers and their retro-

cessionnaires. In many instances these

days, your own captive may be an un-
knowing retrocessionnaire on your ex-

posure.

The assurance often given a risk

manager when shown a list of all the
facultative reinsurers on a large limit

policy also should be considered. Re-

member that the reinsurer's obligation

is to the insurer, not to the policy-
holder.

True, a reinsurer's obligation re-
mains even though the insurer might

be impaired, but that obligation is paid

Continued on page 37

Pay life premiums with borrowed funds
By Joseph S. Robinson my pension be?

benefit tax slants • Do my survivors get benefits?

HERE ARE definite financial andtax advantages in being able to pay
a substantial portion of life insurance
premiums with funds borrowed either
from the insurance company or else-

where. Interest payments on such bor-
rowed funds are generally deductible
provided at least four of the first seven
annual premiums are paid in full by

means other than borrowing.
Many companies are assisting top-

level employees in such arrangements
as an additional benefit. Here's how fi-

nanced insurance works:

The company takes out a policy on

the executive's life and pays the first
four annual premiums. Then the com-
pany sells the policy to the executive
for its cash value. The executive bor-

rows all future premiums against the
cash value and deducts the interest he

pays on the policy loan each year.

Thus, the executive's only cash out-

lay is the amount paid to the company
when he bought the policy plus after-
tax cost of the interest on the policy
loan. This is much less of an outlay
than he would have had to make had he

taken out the policy himself, paid four
out of the first seven premiums in cash
and then borrowed the rest.

The company makes it possible for
the executive to get low-cost insurance
without him realizing any taxable com-
pensation when it sells him the policy.
Even though the cash value in the
fourth year is much less than the com-
pany paid in premiums, that's about all
the policy is worth at that time. Since
the executive is paying the full value of
the policy to the company, he realizes
no compensation income as a result.

Retirement benefits

Once a year, an employee is allowed

by law to request from his employer a
statement of the benefits to which he

or she would be entitled if he or she

terminated employment. Most em-
ployers provide this information to
their employees annually.

Here are some ofthe basic questions
employees most often ask concerning
their retirement plan:

• How much pension income will I
receive upon retirement? On what ba-
sis is this determined?

. Is my pension plan integrated with
Social Security? If so, how will I be
paid?

• How much do I and my employer
contribute?

• How many years must I work to be
entitled to the maximum pension?

• If I leave the company, to what will
I be entitled?

• If I take early retirement, what will

Divorcee's share

Most states have new divorce laws

that treat marriage as an economic
partnership. In essence, the new laws,

while differing somewhat from state to
state, give each spouse a share in the

total assets accumulated during the
marriage.

Those include the house, the car and
the stock portfolio, and it makes no dif-
ference whose name is listed as owner

of the property. Total assets also in-
clude money tied up in a company pen-
sion kitty on behalf of a participating
employee.

In a recent case in Maryland, a 55-
year-old woman was awarded a $70,000
lump sum as her share of her hus-
band's pension in a property settle-
ment in a divorce. The husband was

collecting $12,000 per year in pension
benefits at the        time. •
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Speeding a settlement
Policyholder's steps can assist adjuster
By William H. Rodda 6

OES IT SEEM like your insurancecompany is dragging its feet in
handling a property loss or liability
claim? What can you do when an ad-
justment gets bogged down with red
tape? How can you find out whether a
delay is merely because of anadjuster's
overload or whether there's a question
about the coverage?

It is essential that you, the policy-
holder, take certain steps immediately
following property loss or accident
that might lead to a claim against you.
Basically, these steps are:

• Giving prompt notice that a loss
has occurred and possible liability.ex-
ists. Telephone the insurer or agent im-
mediately and confirm this notifica-
tion in writing.

• The pertinent facts should be as-
sembled and given to an officer or em-
ployee who will be dealing with the in-
surance adjuster. A file should be set
up to accumulate and Qreserve facts
and evidence.

• The physical situation should be
placed in order. Inventory should be
taken, and damaged areas should be
cleaned up with attention to preserv-
ing any evidence regarding the cause
of the occurrence. Values should be es-

tablished in preparation for submis-
sion of a proof of loss.

Efforts should be made to set up a
time sequence for adjustment. Try to
determine when an adjuster will arrive
and whether the insurer wishes any
particular steps be taken in the mean-
time.

It may seem illogical, but often it is
true that the adjuster who investigates
has never seen your insurance policy.
This may be true regardless ofwhether
the adjuster is an employee of your in-
surer or an independent adjuster to
whom the company has assigned the
case. This is because an exact copy of
your insurance policy has to reach the
adjuster from an agent, a branch office
of the insurance company or in many
cases from the home office. This takes

time. In many cases he does not see it
until after the settlement has been

started.

This explains why an adjuster mayask to see your copy of the policy
during his initial investigation.

If the adjuster does not have a copy
of your policy before, what does he
have? His assignment from the insurer
probably would give him a brief de-
scription ofthe occurrence, with an in-
dication ofthe kind of policy involved.
Most adjusters maintain files of the
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William H. Rodda is

president of Marine
Insurance Handbook

Inc. Of Chicago.
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Following a properly loss or accident, a policyholder must
promptly notify the insurer or agent, compile a fact file, take
inventory, clean up damage and establish values

commonly written policies such as
special multiperil, fire and extended
coverage, automobile and general lia-
bility. These standard forms tellin gen-
eral what the coverage is likely to be.

Individual policies often differ in de-
tails from the standard policies.
Amendments are made in order to ac-

commodate peculiar exposures, de-
ductibles, special extensions or restric-
tions of coverage and to establish a pre-
mium. Many insurers, in addition, have
their own policy forms that differ con-
siderably from the bureau forms.

A basic step in settling a claim is to
determine that the loss or circum-
stances are covered. You should be

able in most cases to determine your-
self whether there is coverage.

What kind ofquestions arise in detei
mining whether there is coverage?
Complications regarding property
losses may arise with some of the new-
er and broader policies. Theft and dis-
honesty losses often give trouble.
There may be a question of whether
the loss resulted from theft by an out-
sider in a burglary, robbery or theft or
from dishonesty of employees, which
may be covered separately under a fi-
delity bond. Was it theft or mysterious
disappearance, and are mysterious dis-
appearance and inventory shortage ex-
cluded by one of the newer all-risks po-
licies?

The actual coverage has to be deter-
mined by an examination of the indi-
vidual policy. A responsible corporate
officer or employee should examine
the policy with this in mind and then

go over it with the adjuster to learn the
adjuster's opinion as to coverage.

You should make a strong effort at
this point to set a timetable. The ad-
juster should be asked to specify when
he will return or advise. The adjuster
should also be asked whom in the in-

surance company should be contacted
if the adjuster does not get back with
the answer in the time specified.

Remember that property policies re-
quire proof of loss, usually within 60
days. Under no circumstances should
this be ignored. Should the adjuster
and the insurer delay in negotiations,
proof and time limit must be prepared
and submitted to the company, either
by registered mail or with a written re-
ceipt.

It would be unusual for an insurer tolet a policyholder ignore policy re-
quirements with a subsequent denial
of liability, but this possibility must
not be ignored. Should a dispute arise
that later gets into court, it is essential
that the policyholder has met all re-
quirements of policy terms.

Two things may cause delay on the
part of an adjuster in handling a claim
that is clearly covered. These are possi-
ble as a result of an overload of losses
and claims.

First, it may be difficult to get a loss
of claim handled quickly. It is custom-
ary for insurers to send adjusters into a
hurricane area, for example, from hun-
dreds or even thousands of miles away
in order to speed up claims handling.

Second, the assignment may be
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given to an inexperienced adjuster.
The adjuster who arrives under these
circumstances may not have had expe-
rience in prompt and effective han-
dling. You may have to determine
whether there is coverage and whether
every policy requirement has been
met. These steps may have to be ac-
complished without the guidanceofan
experienced adjuster.

Awhether delay is because of over-effective way of finding out

load or because of some question re-
garding the claim would be to ask the
agent or company sales representative.

A troublesome situation arises when

a claim might exceed limits. Extremely
high verdicts have been rendered by
juries in many years. The chance that a
verdict may go beyond policy limits is
possible if there are multiple injuries
and death.

You should make your own evalua-
tion as to whether a particular occur-
renee is serious enough to go beyond
the policy limit. You should keep in
touch with the insurer's handling of
the claim to determine whether its in-

vestigation appears to be adequate.
Your own lawyer should keep in

touch with the situation to make cer-

tain any settlement is to your advan-
tage. It is possible the insurer will pro-
ceed with a settlement that would not

be fully advantageous to you. The in-
surer may refuse to settle a claim at the
policy limit and decide to let the case
go to trial. Such a situation requires
careful monitoring.

6
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Industry must react to regulatory action
By Robert C. Tueting /

HERE IS A common thread run-ning through a number of de-
mands on the insurance industry to-
day-a thread that could become a
noose.

Some directly affect all lines, some a
few, but together they signal a serious
assault on the entire industry.

The industry is being told to reduce
the amount and type of information re-
quired from prospective clients before
insuring them, abandon territorial rat-
ing, do more business in inner-city
areas and improve its overall image.

The demands are being expressed
through the introduction o f freedom of
information laws in various states,
through redlining hearings and efforts
to prevent insurers from using the
physical location of a risk as an under-
writing consideration.

These actions are intended to serve

the public by ensuring protection is
made available to those in need. While

the objective may be a socially desir-
able one, it poses qome serious ques-
tions, namely:

• In a free enterprise economy, does
the government have the right to sub-
stitute its untested and unrealistic un-

derwriting judgment for the practices
the industry developed and relied on
for many years?

• Irrespective of whether or not the
government possesses the right, is its
decision prudent or will it inflict more

Robert C. Tueting is an assistant pro-
fessor in the colkge of business at Col-
orado State University.

speaking out
harm than benefit in the long term?

. What if freedom of information

laws deprive insurers ofinformation to
determine proper exposure?

. Who will be accountable if great
losses and insolvencies occur because
the industry was forced to discard its
underwriting standards?

• Can underwriting cope with and
fulfill future needs?

All of these questions are two-edged
sabres. It is not sufficient forthe indus-
try to merely demand answers from
those who want to change its ways.

The industry must answer the ques-
tions and demonstrate unquestionable
validity in its position. It must verify
that current underwriting criteria are
actuarially justified and not the mere
exercise of whim or prejudice. It must
explain the relevance o f in formation it
seeks from prospects while avoiding
certain assumptions about the public.
Further, the industry must inform the
consumer of larger deductibles and the
significance of controlling hospital
costs.

Ofcourse, current problems must be
solved, but the basis for reducing prob-
lems is to improve image and future
performance. More attention should be
given to plans for the acceptance of
risk. Protection should be simplified
and made more understandable by re-
ducing the technicality of the contract
and modifying some conditions and
exclusions. The rate structure must be
current, equitable, adequate and not
discriminatory.

Delay in notification violates bond policy

.0

1

Regulatory actions may be intended to serve the public, but they also
may be shackling the underwriting judgment of insurers.

NOTIFICATION OF A LOSS more
than 22 weeks after discovery failed to
constitute notice under a blanket bond
insurance contract issued to a bank,
the Connecticut supreme court ruled.

The LaFayette Bank & Trust Co. was
insured by Aetna Casualty & Surety
Co. under a standard form blanket
bond. The policy covered loss from
forgery and required written notice of
loss "at the earliest practicable mo-
ment."

LaFayette Bank advanced a $50,000
loan on the alleged signatures of two
individuals, one ofwhich turned out to
be forged. The forgery information was
confirmed in a letter to the bank's at-
torney in November 1975. LaFayette
Bank filed a written notice of loss with
Aetna on April 20, 1976, followed by a
proof of loss on May 13, 1976. Aetna
denied the claim. The bank sued and
lost in the trial court.

The supreme court said the knowl-
edge and admission ofthe bank's attor-
ney regarding notice of the forgery
were imputed to the bank. The su-
preme court agreed that because ofthe
long delay after discovery, notification
o f the loss here did not constitute no-

tice under the policy. LaFavette Bank
& Trust us. Aetna Casualty & Surety,
Connecticut supreme court, March 20,
1980 (BI/01/0.-$4).

Medically necessary
A group health policy excluding cov-

legal briefs
erage of hospital admissions not medi-
cally necessary in the judgment of the
insurer did not conflict with state law
or public policy, a Louisiana appellate
court ruled.

W.H. Franks was covered under a

group health policy issued to his em-
ployer by the Louisiana Health Ser-

vices & Indemnity Co. The policy con-
tained an exclusion for hospital admis-
sions "not medically necessary."

In 1978 both of Mr. Franks's depen-
dent daughters were hospitalized by
physicians, one for flu symptoms and
the other with a sinus in fection and low
fever. The bills totaled about $1,700.

.The insurer paid $430.
Franks vs. Louisiana Health Ser-

vices & Indemnity, Louisiana court of
appeal, March 31, 1980 (BI/02/0.-$4). •

These abstracts were prepared by
Cases Unlimited Inc. Copies Of the en-
tire decision mav be obtained bv send-
ing a checkfor $4 made out to Cases Un-
Limited to Business Insurance, 740 N.
Rush St., Chicago, In. 60611.

Buyers also feel effects of reinsurance
Continued from page 35
to the insurer or its general creditors.

So-called cut through clauses, which
make the reinsurer respond directly to
or on behalf of the policyholder, are
rare. Few reinsurers want that compli-
cation.

Reinsurers are sometimes blamed

when the market turns hard or soft.
Though it is not the whole story, rein-
surance does play some role in the
changing market.

Unrelated events may cause a mar-
ket shrinkage or expansion on the part
of reinsurers. A major cyclone in Aus-
tralia made many reinsurers in the rest
of the world cautious. Reinsurance is

often a business of follow the leader,
only alimited number of whom are rec-
ognized.

Certain procedures measure the like-
lihood of losses from reinsurance

treaties, but they are probably more
useful for negotiating premium terms
rather than expressing confidence in
the successful outcome of underwrit-
ing results. This is more prevalent in
these days of supervalue exposures
and quick-breaking losses on unantici-
pated exposures.

Mgior reinsurers and specialty rein-
surance brokers spend years convine-
ing insuranc-e company executives
that reinsurers have a uniquely broad
view of the insurance business. Thus it
is not surprising that insurers take no-
tice of contractions by reinsurers as
evidence that all is not well.

But itwould be wrong to assume that
most insurers change their approach
based on perceived shifts in the rein-
surance market. Insurers certainly
strain to adjust rates for inflation and
legal decisions, but those adjustments

do not cause substantial market
changes.

Many risk managers recognize that
relatively few U.S. insurance compa-
nies emphasize jumbo excess layer
business. Those companies rely
strongly on reinsurance. That is where
contractions and expansions are
quickly noted.

The difficult-to-measure risks reflect
the current confidence of the reinsur-
ance industry. The risk manager well
understands the accepted pattern
prevalent in reinsurance of first loss
deductibles, followed by the working
or buffer layer. Above that are the flat-
rated large excess layers. When the
market is in balance, deductibles are
intelligently selected, buffer layers are
priced on a reasonably equitable for-
mula that spreads losses over time and
the true excess area carries a flat rate.•
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Insurance subsidiaries

flood market with capital
By STUART EMMRICH

NEW YORK-Reinsurers con-

cerned about low rates and com-

petition now blame primary irsur-
ers.

The reinsur:nce market is no

longer the domain of a few special-

ists. More than ever, reinsurance
subsidiaries of large primary in-
surers are becoming a powerful
force.

These subsidiaries are flushing
the reinsurance market with mil-

lions of dollars cf capital, siphon-
ing off huge amounts of premium

dollars and, some observers say,
providing the market with an over-
abundance of capacity that con-

A.

0 :.

tinues to dlire prices down.
The entrance of primary insurers

into reinsurance .s "definitely one
reason" why today's market is a
soft one. says Thomas Cash, sec-
ond vp cf marketing at Employers
Reinsuranc€ Corn

44There is n D doubt there is an

overabundance cf capacity in rhe
reinsurance market today," agreed
Morgan Slanley analyst Allerion J.

Cushman. "You have to say that it
is due in large part to primary c ar-
riers who vieren t around before.

They have increased capacity con-
siderably and helped tomake :ta
very competitive business."

Reins_irance subsidiaries r_ow

ranknearthetopofalistofleading
reinsurers.

In 1979, Prudential Re was fifth

on the list, with premiums of $303
million. INA Re was sixth, with
$246 million. Also in the top 12
were Continental's National Re,
Kemper Re and the Aetna-owned
American Re.

American International Group
also has joined in a pool to form
Transatlantic, which wrote almost
$100 million in premium its first
year and increased that by $18 mil-
lion in 1979.

Although officials of these sub-
sidiaries agree they have added
substantially to the market's ca-
pacity, they disagree they are re-
sponsible for competition.

"There are several factors con-

tributing to the overall excess ca-
pacity," said INA Re president T.J.
Strenk, "the entrance of the pri-

mary carriers, the growth of over-
seas reinsurers and the boom in

captives. I don't know if you can
point at any one of the three and
say that is the one that did it."

Others scoff at suggestions that
the reinsurance business is being
taken over by huge conglomerates
and primary insurers that want to
control every aspect of the insur-
ance industry.

"In today's world, General Re is
the only reinsurance company that
is privately held. Everybody owns
somebody," said William Warren,
president of National Re. "The
days when industries were run by
entrepreneurs were gone more

than 10 years ago."

Now ownership by a conglomer-
ate adds important recognition.

"Being part of a large financial
entity connotes financial stabil-

ity," said George Nimmo, presi-
dent of Prudential Re. "We really
have a combination of a company
solidly professional and financial,
which is part of an institution
founded long ago."

"People know who we are and
who is behind us," agreed INA Re
president T.J. Strenk. But there
are problems in being associated
with a primary insurer, he adds.

"Since we have such a large pri-
mary company, the chances are
good that it might be in competi-
tion for business with some of our

potential customers. That may
cause some bad feelings when
they deal with us."

But Mr. Strenk, like others, says
the barriers between reinsurance

and primary departments are high
and steadfastly maintained.

"The controls are absolute.
There is no information about

what we do in reinsurance given to
anyone in the primary company.
We just deal at the highest corpo-
rate levels. There is no communi-

cation at all with other underwrit-

ers."

The attraction of reinsurance,
despite the current soft conditions,
is obvious: profits. While under-
writing income may be dropping
because of the lowered rates, in-
vestment income continues to pile

up and offset other losses.
Prudential Re, for instance, last

year earned $34 million, an in-
crease of 70% over the 1978 figure.

"A lot of people have viewed
reinsurance as a safe way to play
the property/casualty market,"
said Oppenheimer analyst Myron
Picoult. "There have been no ma-

jor losses this year and the returns
on equity have been very good."

Mr. Picoult predicts it may be a
long time before conditions
change enough to shake out some
ofthe companies that have entered
the reinsurance market in recent

years.- •

r someone yon should know

6 I expect it * #3
will be a long   -
time before

dries up , .Liiriieillillillill
Strenk

By MARY ANN MATLOCK

NEW YORK-Reinsurers are as quick as primary insurers
to say they aren't cutting rates. Growing capacity in the

reinsurance market hasn't really led to lower ratea, says T.J.
Strenk, president of INA Reinsurance.

"Our ability to provide facultative on individual risks has
expanded. So has our ability to write treaty for a company,"
Mr. Strenk noted.

This increased capacity has given the reinsurer the ability
to "take larger pieces of risks and assume a larger premium
volume."

But, he cautioned, "this (increased capacity) doesn't nec-

essarily make us do (more underwriting). We don't have to
feed capacity at the expense of underwriting judgment."

Mr. Strenk believes the surplus reinsurance market ca-
pacity will not shrink in the near future.

"I expect it will be a rather long time before the surplus o f
capacity dries up. It's more likely to be gradually absorbed
by increasing dollar cessions on primary insurers than a
catastrophe," Mr. Strenk said.

Over the past five years, "insurers are on the average

reinsuring a higher percentage of the share of risks." But
this is nearly impossible to quantify, he adds.

Other factors that could prompt a tightening of the mar-
ket could be a catastrophe or collapse of a mAjor reinsurer.

"There's always the possibility of a major natural disas-
ter, which traditionally has created some tightening, but
another factor could be the failure of any substantial com-
pany in the reinsurance field," he said.

Natural attrition also could weed out some excess market

capacity in years ahead, he says.

"New capacity will pretty much come from the same
sources as in the last four to five years, primarily foreign
entries "

The New York Insurance Exchange is also a potential
source, "but the exchange has not yet attracted a great deal
of local capital. It's only a potential source."

Massive capacity has also allowed reinsurers to offer in-
surers more protection against errors and omissions on

commercial policies and punitive damage claims.
"We provide cover we didn't five years ago, such as for

punitive damages, but it's not an automatic throw-in," Mr.
Strenk noted. This coverage is a negotiable item in every
reinsurance contract.

More requests and market pressures have prompted the
firm's willingness to "provide coverage we didn't provide
five years ago."

INA Re basically insulates itself from direct contact with
risk managers. The financial stability of the reinsurer is "a
point o f issue between the corporate buyer and his primary
market," Mr. Strenk said.

The agreemdnts between the reinsurer and the primary
insurer are confidential. If a risk manager wants to know
the firm is secure, Mr. Strenk suggests probing the primary
insurer for information and checking its status with Best &
Co. reports.

Mr. Strenk, who received the president and chie f operat-
ing officer's designation at INA Re in November 1978, has
been with the reinsurer practically since its formation in
March 1971.

Late that year, he was elected assistant vp, only to receive
a promotion to vp the following year and eventually execu-
tive vp in 1977.

In 1950, he joined the New York office of the firm and
became a senior underwriter in 1959. After a leave of ab-

sence, he returned to INA's Philadelphia operations in 1963
as manager of the treaty reinsurance department, and was
later elected assistant secretary in 1966 and secretary in
1968.

Reinsurer to increase capital
NEW YORK-The Mercantile &

General Reinsurance Co. of

America will increase its capital
funds by $10 million through a
contribution from its parent, The
Mercantile & General Reinsurance

Co. Ltd. o f London.

The surplus contribution is be-
ing made to show the firm's faith in
the U.S. brokerage reinsurance
market, said R.F. Gilmore, M&G
America's president and CEO. •



INSURANCE#2ACHIEVEMENT
health plan cost, CPCU HOME STUDY COURSES!

Study at your own pa@*ithour sp4ial cpcu study
outline, reinforcement»»flash cards,] daily review
schedule, review cassette p/us sample exams you

By MARY ANN MATLOCK can easily see how this is becor*- take and return t f,graiding. 4
ing more popular," Mr. Soltz said CPCU Home Study-.2.7 E«icient! Time saving!!

MIAMI-When an employer Despite the plan's track record,

11
slashes medical plan costs, bene- Mr Soltz is cautious about recom-
fits don't have to fall by the way- mending other employers take the

CALL TOL£ FREE 800-535-3042
side. same self-insured step. I D CPCU Seminars O CPCU Hor*e Study Com»i

Central Bancorp Inc is proving 'I would recommend it to only
this It says it saved $100,000 in its to larger employers who had prob- D CLU Seminars El CLU_Horne Stddy-C«,Mier-Q Free CPCU Starter Kit
first year of a self-funded plan lems with claims experience Also,

Name

started in February 1979 It already you have to find a good company
is reporting a $50,000 savings the to administer claims," he said. City

second year He expects to contmue the plan,
Employees were not hit with ad- although "there is always that

11:
Telephone Home Off,ce

/nsurance Company

Mailing Address
State Zip 11

ditional costs and no benefits were chande" that it may be shunned for Mail To:
cut, Central Bancorp said The sav- somethmg better m the future, he 348 LEEWARD DRIVE, BATON ROUGE, LOUISIANA 70808
ings was accomplished by self-in- said
suring the health plan and
purchasing stop-loss insurance to
avoid catastrophic losses First the bad news...

Claims experience also has im-
proved slightly under the new 1*J . :

plan

"We picked up exactly the same 4 =f>'7I -Albig.I

outside insurance company we

plan we had with an underwriter,"
---

said secretary/treasurer Tom Soltz
"We went self-funded because the $

b 4

'4{ 4 "

were dealing with wanted a sub-
stantial rate increase because of Z .

our poor experience "
' ./

.
That increase would have cost t

the company $260,000 annually for
group medical insurance for its 300
workers, said Mr Soltz Central
Bancorp had been paying its
underwriter, Connecticut General, . 2.AMA
$228,000

He said that under the self-

funded plan, Central Bancorp pays

with the employer and reinsurer

.

individual claims up to $18,500, 6.
:.t

INA Re sharing costs up to $25,000, : 1

ity after that
and INA Re assuming responsibil- .L

Stop-loss coverage on total £19
claims begins after $285,000 is
spent annually The reinsurance

A:
has a $1 million limit, which is the
maximum coverage of the Central
Bancorp plan

"We wanted to protect ourselves
so we wouldn't have a complete ca-
lamity," Mr Soltz said. %

To date, the program is far from a
calamity. Besides saving the em- 4

ployer substantial amounts, it has
improved claims turnaround time

1

/

and deferred increases for employ-
ees, Mr Soltz said.

t f . . 1,1 . fig#AY- . : J
44Claims are paid a lot more

.¢:9,4,

I1 77 i

e

1 1 1

quickly under this plan," Mr Soltz
said He attributed this to the high- /4 3:

caliber services of plan administra-
tor Penn General Services Corp.,

n

which receives about $2,300 a
month

Employees now are reimbursed ' ]' . 1{ Ijt
for bills in 30 to 45 days, compared
with 75 to 90 under the old plan, 5 -*. 0

Mr. Soltz said t
I.-

-In addition, he estimates self-
funding has averted at least 20% in

-

premium increases for employees,
who pay 40% of their plan's cost.
Deductibles have also been kept at +'AR'././.-*-I'/B

$150 for single workers and $300
4#'

3. .e. 2-'ViA $
for families

r

"We've had no increase in pre-
. "

mium to employees in two years I
e 9:••

Wyatt places im.

4:B<,44- Y'

first in survey
WASHINGTON-The Wyatt Co

is the consultant used most often

by corporations with defined
benefit plans having at least $1 mil-

...then the good news. General Re*F
hon in assets and 100 participants, America's Largest Reinsurer
reports a survey of 5,400 corpora-
tions

The survey, conducted by the
Blue Book of Pension Funds here,
found 735 corporations used General Reinsurance Corporation Greer,wich Conrecticut
Wyatt. William M. Mercer Co Atlanta Chicago Columbus, Dallas Hartio d Houston Kansas City Los Angeles New York Philadelphia Washington San Francisco Seattle
placed second with 446 clients • Montreal Toronto and Lonjon



REINSURANCE
PROPERTY
Excess of Loss & Pro Rata

Treaty and Facultative
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Excess of Loss
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Dominion Insurance Company of America

A strength in the United States market

127 John Street, New York, N.Y. 10038

Telephone: (212) 635-2700 TWX: 710-581-3981

Would You --
ra

GoToA Specialist
For Open Heart
Sulelry f you re like most people the

answer is yes; because you realize it is
a life and death decision.

Placing your corporation's property
insurance could be a life and death

decision as well, That's why, when you're
deciding where to place your company's
property coverage, you should choose

the large line property specialist - IRM.
For almost sixty years IRM has provided

creative underwriting, risk

improvement programs and personal claim
service, exclusively for large properties.

The next time you're placing property
coverage for your corporation,
and want it to receive the attention it

deserves, go to the specialist - IRM.

Contact a member company
for the IRM facility.

2 15 NORTH BROADWAY

iRm WHITE PLAINS, NEW YORK 10601
ATLANTA • CHICAGO • DALLAS • DETROIT

INSURANCE GREENSBORO•LOS ANGELES•NEW ENGLAND
f SAN FRANCISCO

IMPROVED RISK MURIALS

U.S. firms in Venezuela

file $6 million in claims
NEW YORK-The Foreign

Credit Insurance Assn. reports it
has received some $6 million in de-
fault claims from U.S. contractors,
auto dealers and other businesses

in Venezuela.

The claims, most of them filed
since March, stem from national

authorities' increasing cutbacks
and delays in payment of fees and
bills owed companies that do busi-
ness with the government, said an
FCIA claims official.

The situation has caused a ripple
effect that has made it difficult for

businesses to pay their subcon-
tractors, he said.

FCIA officials are hopeful the
situation will lead to a reschedul-

ing of debts that will reduce the
number of claims, he said.

Worker accidents

BONN-Workplace accidents
occurred 2.5 times more fre-

quently among foreign workers in
German plants than among Ger-
mans, according to Experiodica, a
publication ofthe North American

L · LiziljlldxLuf ·St: 0|
DEC. 4-5. The National Self-Insurers Alan.

Annual Meeting in New York; $125 for mem-
bers, $150 for nonmembers. Maryanne De
Santo, The National Self-Insurers Assn., 420

kxington Ave., New York, N.Y. 10017, 212-
867-9200.

DEC. 10-12. Self-Insurance and Risk Reten-

tion Course in New York, sponsored by the
American Management Assn., $510 for mem-
bers, $585 for nonmembers. AMA, 135 W. 50th
St., New York, N.Y. 10020; 212-586-8100.

DEC. 11. New York Free Trade Zone Seminar

in New York, sponsored by the New York So-
ciety o fChartered Property& Casualty Under-
writers; $10. Michael A. Colin, EBASCO Risk
Management Consultants, 2 World Trade Cen-
ter, 9lst Floor, New York, N.Y. 10048.

DEC. 11-12. Pension Fund Money Manage-
ment Seminar in Dallas, sponsored by the
Wharton School; $595 plus $75 registration fee.
Heidi E. Kaplan, Dept. 2ONR, University Con-
ference Center, 360 Lexington Ave,, New
York, N.Y 10017; 800-223-7450.

DEC. 11-12. Introduction to Qualified Pen.

sion and Profit-Sharing Program in New
York, sponsored by the Practising Law Insti-
tute; $250. PLI, 810 Seventh Ave., New York,
N.Y. 10019; 212-765-5700.

DEC. 11-12 Creative Executive Perks Course
in Arlington, Va., sponsored by American
Management Assns.; $460 for members, $525
for nonmembers. AMA, 135 W. 50th St., New
York, N.Y. 10020; 212-586-8100.

DEC. 11-12. Reinsurance Seminar in New

York, sponsored by The College of Insurance:
$75. The College o f Insurance, 123 William St.,
New York, N.Y. 10038; 212-9624111.

DEC. 11-13. Product Liability of Manufac-

turers Prevention and Defense Workshop in
New York, sponsored by the Practising Law
Institute; $325. Also Jan. 22-24 in Los Angeles.
PLI, 810 Seventh Ave, New York, N.Y. 10019;
212-765-5700.

DEC. 12. Acid Rain: An Issue That Won't Go

Away Conference in Arlington Va., sponsored
· by Inside EPA Weekly Report and the Energy
Bureau; $550. Robert W. Nash, Executive

Director, The Energy Bureau Inc., 41 E. 42nd
'St., New York, N.Y. 10017; 212-687-3178.

DEC. 15-17. How to Design a Cost-Effective
Loss-Prevention Program Course in Atlanta,
sponsored by the American Management
Assns.,$510 for members, $535 for nonmem-

bers. AMA, 135 W. 50th St., New York, N.Y.

10020; 212-586-8100.

DEC. 15-17. Industrial Fire Protection Semi-

nar in New Orleans, sponsored by the National
Fire Protection Assn.; $255 for members, $270
for nonmembers. Ina L. Miller, Division for
Continuing Education, NFPA, 470 Atlantic
Ave., Boston, Mass. 02210; 617482-8755.

JAN. 27-29. Financial Costing of Risk Man-
agement Seminar in Irving, Tex., sponsored
by the University ofDallas Graduate School of
Management; $395. Bruce Evans, Risk Man-
agement Institute, University of Dallas, Irv-
ing, Tex. 75061; 214-579-5360.

FEB. 26-27. Pension Fund Money Manage-
ment Seminar in Atlanta, sponsored by the
Wharton School,$595 plus $75 registration fee.
Also April 2-3 in New York and June 18-19 in
Chicago. Heidi E. Kaplan, Department 20NR,
University Conference Center, 360 Lexington
Ave.,New York, N.Y. 10017; 800-223-7450 or
212-953-7272, ext. 296. •

worldwide
Rinsurance Corp.

Workers are coming into Ger-
man plants from agricultural, non-
industrial regions with no experi-
ence in industrial procedures, the
report said. Many also work over-
time and on night shifts, when ac-
cidents are most likely to occur.

Export claims
OTTAWA-Some $664,000 in ex-

port credit claims were paid to
Canadian exporters during the
third quarter of this year, said the
Canadian Export Development
Corp. The third-quarter result
brings total claims paid for the
year to $9.5 million.'

Third-quarter claims were paid
On 21 transactions, 14 of them for

default by a foreign buyer, six for
buyer insolvency and one for
blockage of funds.

Sixteen of the claims involved

U.S. transactions, while two were

from Guyana, and one each from
Algeria, Ecuador and Venezuela.

Political turmoil

NEW YORK-Political turmoil

and government instability in
South Africa may imperil foreign
investments over the next five

years, but short-term risks may be
less severe, according to a recent
Frost & Sullivan survey of politi-
cal risk.

The analysts give a 12% pr6ba-
bility of mAjor loss in the next 18
monthsanda 41%chanceoverthe

next five years.

In spite of Prime Minister Pieter
Willem Botha's encouragement of
foreign investment, the continuing

racial struggle could restrict gov-
ernment influence and create

backlash and black militancy that
could threaten international ven-

tures, the Frost & Sullivan report
says. •
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ACROSS

1. Maximumlimit againstwhich losses accumulate. 6. Uprightto
which sail is fastened. 7. Quota share. 9. World's most
professional underwriting advisors to millions of dollars of un-
derwriting capital. 11. Agents' balances represent premiums.
12. Workers compensation coverage Part B. 13. Losses and loss
development unknown to insurance company 15. The product
of dividing premiums by sales or payroll base. 17. Nation's
leading firm of insurance analysts. 20. Cancel. 21. Loss ratio
cover by another name.

DOWN

1. Licensed to conduct insurance business in givenjurisdiction. 2.
Amount of loss keptby ceding company 3 Layer of risk between
frequency and catastrophe. 4. Market writing unique and
unusual risks through wholesale brokers. S. Stratification of
limits. 8. From little acorns grow. 10. Author Fleming s first
name. 14. Computerized list. 16. Sweet pastry. 17.
Property cover to protect insurers from natural disaster. 18.
National insurance Rating Bureau. 19. OPEC prices influence this
product's price.

16

No one possesses all the answers to reinsurance underwrit-
ing. The realization of underwriting profit means first realizing you
can lose your shirt.

Trenwick offers underwriting leadership through careful
selection, sound pricing. and market knowledge. And we put our
money where our mouth is.

Call us to see how we can help you. We're in the market
every day. 1tenwick Inc.. 21 Charles Street. Wes*ort. CT 06880.
(203) 226-8116.



Only one insurance broker can
bring Europe toether

any time you needit: 1&H
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Javier Barcaiztegui
Director International Department
GUY Carcval SA
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Daniel Keruyn
Director, International Division
Boels & Begault SGMN
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Henri Sommer

Director, International Department
Gras Sauoye, S.A.
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S. Robert Beane

Managing Director
Johnson & H:ggms SPA
Milan, Italy
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One key reason is our Perrnanent Wbrking Group, the
unique capability Johnson & Higgins developed years
ago toserve multinationals, European or American.

The P\AK3 is composed of senior operating
executives from J&H in Europe and our network of
exclusive European-based correspondents. Through
this network, J&H serves more leading multinationals
than any other broker.

The regular working sessions of the PW(3 and the

Ronald K.Westhorp
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Senior Vice President
Johnson & Hiswins
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annual J&H European network conference have built a
client service delivery system matched by no other broker

The longstanding personal relationships of the P\AK3
rnembers and the cohesiveness and flexibility of
our network permit J&H to convene swiftly specialists
needed on behalf of a client anywhere in Europe on
a moment's notice.

And that can make a world of difference to your
company.

Johnson*Niggins
The private insurance broker V\6 answer only to you.

RISK AND INSURANCE MANAGEMENT SERVICES. EMPLOYEE BENEFIT AND ACTUARIAL CONSULTING THROUGHOUT THE WORLD
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Map strategy before rates rise: Hines
By EILEEN NORRIS

CHICAGO-Risk managers
should do themselves a favor and

begin mapping out strategies to
help take the sting out of predicted
insurance rate increases.

Buyers should begin by asking
themselves when the rate swing
will occur, how severe it will be
and how long it will last, said
Harold Hines, president of Ryan
Insurance Group in Chicago.

Mr. Hines, who spoke to the
Midwest Regional Seminar of the

Risk & Insurance Management
Society recently, predicted the
next upswing in rates will be in
mid-1982.

Insurers will see their return on

investment drop so low that by
mid-1982 the herd instinct to raise

rates at the same time will hit, said

J&H study
compares
dental fees

NEW YORK-A benefit man-

ager in Cincinnati who has to im-
plement a dental insurance plan
might be able to stretch benefit
dollars further than his counter-

parts in other cities.

A recent survey by broker John-
son & Higgins of 13 mAjor metro-

politan cities showed Cincinnati
dentists charge the lowest gross
average dental fees for seven pro-
cedures covered by insurance
plans.

Fees for eight procedures

charged patients covered by den-
tal plans were compared for Bos-
ton, Chicago, Cincinnati, Cleve-
land, Akron, Detroit, Houston, Los
Angeles, Miami, New York, Phila-
delphia, the San Francisco Bay
area and Seattle/Tacoma.

Average fees were lowest in Cin-

cinnati in the seven following
areas: cleaning, $11.91; amalgam,
$18.78; crown, $205.51; pulp cap,
$7.84; complete upper denture,
$254.36; bridge pontic fused to
gold, $196.78, and single-tooth ex-
traction, $15.34.

Highest fees were: cleaning, San
Francisco, $21.64; amalgam, Hous-
ton, $28.24; crown, Philadelphia,
$254.90; pulp cap, Houston, $16.81;
complete upper denture, Houston,
$346.75; bridge pontic fused to
gold, Philadelphia, $246.50, and
single-tooth extraction, San Fran-
cisco, $22.47.

However, for gingival curettage
root planing, Cincinnati's dental
rate was highest at $45.34 while
New York's rate was lowest at

$21.15.
"It's important to have a knowl-

edge of dental charges by area.
You should recognize charges do
vary and are not horribly consis-
tent with other costs," noted J&H
vp James McDonald.

Boston, which has been labeled
by the Bureau of Labor Statistics
as one of the most expensive areas
of the country in which to live, had
low dental rates, the J&H survey
found.

Dental costs there ranked near

the lowest in the following areas:
cleaning, $14.50; amalgam, $18.78;
pulp cap, $9.38; gingival, $28.18;
complete upper denture, $267.38;
single-tooth extraction, $16.73.

Mr. McDonald said the study re-
sults are used to design dental in-
surance plans for clients, espe-
cially those with fixed allowance
schedules.

The study results also can be
used to compare reasonable and
customary charge plans with the
gross average charges in the geo-
graphic areas. •

Mr. Hines, formerly president of
Marsh & MeLennan. Then insur-

ers will not have to fear losing busi-
ness and cash flow by raising rates,
a worry that is helping to prolong
the current competitive insurance
market.

Risk managers should prepare

their company's managers early
for the next rate hike and explain
what competition can mean to
rates, Mr. Hines said.

"Buyers have to decide at what

price they should change their in-
surance carrier or broker," he said.
"It might mean inviting competi-
tion and then giving your present
carrier the opportunity to re-
spond," Mr. Hines said.

The tighter market will bring
"widely disparate quotations," he
said. "Fixed cost burdens will vary
and insurer's profit requirements

will d iffer."

Mr. Hines sa_d risk managers
should remember that "perma-
nent" relationships c·an't exist for
those who buy insurance.

"Loyalty is net the way to con-
struct a business decision," he
said, adding tha: nego=iations and
matters of mutual interest should

rule decision making.

"A broker admires loyalty in nis
customers but desp_S2S it in his
prospects," Mr. Hines said. "Loy-
alty exists, but i:'s not enough. '

Besides opening tne d,or to
competition, risk managers should
focus more on loss control. Mr.

Hines calls it a " growing science.-
"Too often loss control focuses

on unsafe conditions and acci-

dents when 95% of the accidents

are caised by (euphemistically

speaking) human error," he said.
"Risk managers should monitor

morale and the intangible some-
things that cause accidents," he
said.

Bet.er claims management is
aiso important, Mr. Hines said.
One Fortune 500 company studied
the handling of its claims by insur-
ers and under its own self-funded

program and discovered that ifthe
handling of every claim were de-

layedlust one day, the cost of those
claima would be increased $1 mil-
lion, Mr. Hirres.said.

One of the major tasks for risk
managers in the 19805 is to use "in-

formation management" tech-
niques to monitor claims and dis-
cover the reasons for losses.

"It all makes for more effective

bargaining power when the cycle

changes," he said. •

Permanent relationships with
brokers can't exist, Harold Hines
says.
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Surprise mergers spark D&0 crises
By KATHRYN J. McINTYRE

CHICAGO-A company that
keeps its risk manager in the dark
about pending mergers or acquisi-
tions risks losing its directors and
officers liability insurance.

It also could be buying a com-
pany with a host of loss and risk
management problems that could
be used to negotiate a lower pur-
chase price if known to manage-
ment.

A panel discussed mergers and
acquisitions at the RIMS Midwest
Regional Seminar held here Oct.
23-24.

The risk manager for a Midwest
company related this story about
his predecessor to seminar partici-

pants, asking his name not be re-
peated:

The risk manager had assured
the D&0 underwriters that the

company wasn't involved in any
pending mergers or acquisitions.
The D&0 underwriters wanted to

know about any talks because they
see big D&0 risks in mergers and
acquisitions.

The D&0 underwriter renewed

the company's D&0 policy on a
Friday, based on the information
supplied by the risk manager.

The underwriter was horrified

the next Monday when he opened
the Wall Street Journal. A headline

trumpeted a major acquisition by
the D&0 policyholder.

The policy was saved only by

personal assurances by the com-
pany chairman and president in a
face-to-face meeting with the the
insurer that the risk manager did
not know of the pending acquisi-
tion.

Another risk manager recalled
his company negotiated a $100,000
cut in the purchase price o f a com-
pany after he pointed out the new
company could create future loss
costs on claims for previous activi-
ties that hadn't surfaced.

Risk managers need to be told
about pending acquisitions and
mergers in time to get a lot ofwork
done, it was agreed.

"You have to go in there and go
through the risk management pro-

If this is your definition of risk management
we've got a lot more to show you

We're Armco Insurance Manage-
ment, a division of the Armco
Insurance Group.

We know that our job is not only
to find solutions to your risk manage-
ment problems, but to find innova-
tive, imaginative solutions not bound
by rigid confines. So we don't stick
by traditional definitions.

Armco insurance Management is
the successor to the risk manage-
ment operations of the Bellefonte
Insurance Company Bellefonte was
formed in 1953 as a captive insurer
to handle the special risk financing
needs of our parent company,
Armco.

This single captive provided the
seed for growth of the Armco
Insurance Group, and the first step
in our development as a full-line risk
problem solver.

We can put our 27 years' experi-
ence to work for you, developing
risk management programs-from
cash flow retros to captives -defined
by your own unique needs.

For a copy of our capabilities
brochure, write or call: Richard W
Rogers, Vice President, Armco
Insurance Management, Dept. 100,
11380 Reed Hartman, Cincinnati,
Ohio 45241. 513/745-8052.

4 ' ARMCO
ARMCO

V INSURANCE
MANAGEMENT

cess in a short time," said panelist
Robert Dreher, risk manager of
Western Publishing Co. Inc. in Ra-
cine, Wis.

The risk manager has to identify
the risks of the new company, de-
velop a theoretical program for
managing them and auditthe ex-
isting program against the theoret-
ical program, Mr. Dreher said.

One potential problem is discov-
ering inadequate insurance. "You
may find the company already has
exhausted its aggregate limits,"
noted panelist Richard K. Voss, vp
of Johnson & Higgins's Chicago
office.

Or claims-coverage could have
been purchased for product liabil-
ity exposures, leaving yet-to-be-

filed claims uninsured under an

occurrence program. The risk
manager would want to consider
buying a policy to cover these
claims, called buying out the tail,
Mr. Voss said.

Risk managers also need to see
the merger agreement, noted panel
member Marty McFadden, assis-
tant vp of Marsh & McLennan in
Chicago. "Position yourselves in
the pipeline to the document," he
advised.

Risk managers must see what
agreements are being struck on
the payment of claims yet to sur-
face from past activities, for exam-
ple, he said.

There are numerous approaches
to financing risks of a newly ac-
quired company. The new
company's program can be folded
into the purchasing company's
program if the result would be
cheaper.

Some risk managers, however,
prefer to maintain the separate
programs until they can analyze
loss costs for fear of disturbing a
successful self-insurance pro-
gram, for example.

If separate policies are kept, the
purchasing company's insurance
policies should become excess and
difference in conditions coverage
to the new company's coverage
policies, noted Mr. MeFadden.

The excess insurance underwri-

ters should reduce the rate for in-
suring the new company because
the separate policies move the ex-
cess insurer farthef from the risk,
Mr. Voss added.

The purchasing company
should have a broad definition of
named insured to include all new

acquisitions, Mr. MeFadden noted.
This is not difficult to secure from

underwriters in the current com-

petitive insurance market, he
noted.

Two unavoidable side effects of

an acquisition were noted during
the seminar: an audit may reveal fi-
delity losses and the workers com-
pensation modification factor of
the purchasing company falls to
the level of the newly acquired
company if it is lower. In a true
merger, the new company's expe-
rience mod is calculated by com-
bining the mods of the two pre-
vious companies. •

OSHA warns

of carcinogen
WASHINGTON-Workplacd ex-

posure to 2-nitropropane may en-
danger the lives of workers, warns
a worldwide bulletin distributed

by the Occupational Safety and
Health Administration.

OSHA warns that 2-NP, a con-
firmed animal carcinogen, also has
the potential to cause cancer in hu-
mans.

About 185,000 U.S. workers are
exposed to 2-NP during its pro-
duction and use. Its only manufac-

turer, International Minerals &
Chemical Corp., produces 30 mil-

lion pounds of 2-NP annually, 12
million o f which are sold domesti-

cally.
Studies show liver damage oc-

curs in humans exposed to high
concentrations of the substance.

Continuous exposure may cause
nausea, vomiting, diarrhea, weight
loss and severe headaches.

2-NP is a clear, colorless liquid
with a pleasant odor. Its odor is not
easily detectable even in highly
concentrated and potentially haz-
ardous amounts. Solvent systems

containing 2-NP are used in vinyl
epoxy paints, nitrocellulose,

chlorinated rubber, printing inks
and adhesives. •
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Policy covers city fraud
NEW BRITAIN, Conn.-City officials here are trying to recoup

an estimated $2 million lost as a result of widespread municipal
corruption. The city is covered by a blanket criminal policy for
employees written by Insurance Co. of North America.

At least 80 employees, elected and appointed officials are be-
lieved to be involved in the promotion-selling scheme, says Mark
Dubois, special assistant corporate counsel.

The city contends the wrongdoing will be covered by the INA
policy, which indemnifies the city against losses suffered as a re-
sult of criminal or illegal activities of workers, Mr. Dubois said.

Each employee, he said, is covered for a maximum of $25,000--
the amount now sought by the city of 80,000.

However, the city has yet to present INA with actual proof of
loss, pending the outcome of criminal proceedings against the
accused. Twelve persons have pleaded guilty or been found guilty.

"The full extent of our loss could be tremendous. It may take a
decade to total it," Mr. Dubois said.

The $2 million sought would be used to pay investigation and
prosecution fees, settle claims filed by disgruntled workers who
refused to partake in the scheme and reimburse the city for pen-
sions collected by workers in fraudulently assigned jobs.

INA acknowledged it was notified of the possible claim, but
refused to comment further.

Sentry decentralization
sets up regional offices

SENTRY INSURANCE has

been restructured to decentralize

its operations into four domestic
centers and establish full support
systems for all insurance lines and
financial services.

The new structure "moves us

much closer to our customers by
placing operations at the regional
level," said John W. Joanis, chair-
man o f the board and chiefexecu-

tive officer.

Regional centers will be in
Stevens Point, Wis., the home of-
fice; Concord, Mass.; Atlanta, and
Scottsdale, Ariz.

Reinsurer formed

Rheinland, a German insurance

ANNOUNCING
ANEW
MARKET FOR
FACULTATWIE
RE INSURANCE

markets
group, has formed Rhineland
Reinsurance Corp. of America Inc.
through a stock purchase of
Americana Excess & Reinsurance

Corp., an Oklahoma company.
The reinsurer will be managed

by Intercontinental Re Inc., a rein-
Surance underwriting and man-
agement company in Los Angeles
and a subsidiary ofFrank B. Hall&
CO.

P/C program
A new broad commercial prop-

erty/casualty program is available

TRANSATANTIC
REINSURANCE
COMPANY one of the largest to be

A major reinsurance company

formed in recent years.

Capitalized at $100 million
and jointly owned by
eight leading American,
European and Japanese
insurance companies.

....Ill...........I ..........

Transatlantic
Reinsurance

Company

For more information write: Transatlantic Reinsurance Company/99 John Street/New York, N.Y. 10038

through the Pine Top Insurance
Co., says J. Gordon Gaines Inc.,
managing underwriter.

The casualty program includes
large-limit capacity for umbrellas;
primary, general and professional
liability; buffers, and straight ex-
cesses. The broad, high-limit prop-
erty portion can be combined with
casualty.

Gaines has offices in Akron, At-
lanta, San Mateo, Seattle and
Sioux Falls.

Reinsurer merger
Button & Tuescher Inc., reinsur-

ance intermediaries in San Fran-

cisco, has agreed to merge with
Thomas A. Greene & Co. Inc. of

New York. Greene is the reinsur-

ance subsidiary of Alexander &
Alexander.

The merger agreement calls for a
100% acquisition of all of Button &
Tuescher's stock, the mgjority of
which is held by IWest Insurance
Managers Inc. IWest has agreed to
the merger and will use the pro-
ceeds to finance a major expansion
of new wholesale operations.

The value of Button &

Tuescher's stock was not dis-

closed.

Button & Tuescher was founded

two years ago by Leon E. Button
and Edward W. Tuescher. The firm

specializes in treaty and faculta-
tive reinsurance for West Coast eli-

ents. Mr. Button will become a se-

nior vp of the West Coast offices of
Thomas A. Greene & Co. Inc. and

Mr. Tuescher a vp-facultative on
the West Coast. Susan C. Fisch was

appointed vp-casualty and faculta-
tive on the West Coast.

Their operation will form the nu-

cleus for a growing reinsurance
profile for Thomas A. Greene & Co.
Inc. on the West Coast, A&A says.

Alexander & Alexander says it
formed the Thomas A. Greene sub-

sidiary earlier this year with the in-
tention of developing a major pres-
ence in the international reinsur-

ance community.

New offices

Raphael-Scala Co. Inc., a claims
adjusting firm, has relocated to 116
John St., New York, N.Y. 10038,
and 201 Chester Ave., Moores-

town, N.J. 08057.
Pacific Compensation Insur-

ance Co. has opened its headquar-
ters at 2277 Fairoaks Blvd., Sacra-
mento, Calif. 95825; 916-920-5484.

Ellis Crotty Powers & Co. Inc.
has moved to new offices in Suite

700, Sanger Harris Tower, 8300
Douglas Ave., Dallas, Tex.

Acquisitions
Corroon & Black Corp. has

agreed in principle to acquire
Biles & Cook Administrators Inc.

and Total Health Care Services

Corp. of Los Angeles for an undis-
closed amount of cash.

Brokerages Mintz, Girgan &
Hanlon Inc. of North Arlington,

N.J., and Joel L. Harrison & Co. of
Kearney, N.J., have merged.

Mission Insurance Group of Los
Angeles has completed its agree-
ment to acquire the property/cas-
ualty division of Strauss Fuchs Or-
ganization, a Kansas City, Mo.,
managing general agency, for
more than $5 million.

Fred S. James & Co Inc. has ac-

quired a 50% interest in Honolulu-
based Davies Insurance Agencies
Inc. Theo. H. Davies & Co. Ltd.

continues to hold a 50% interest in

the firm. •



Litton lifts hold

on foreign plans
By RHONDA L. RUNDLE

LOS ANGELES-After 10 years
of building an international blan-
ket insurance program, Litton In-
dustries is allowing its broker's 10-
cal correspondents to help divi-
sion managers make more local
decisions.

"Now that our divisions are com-

fortable with the program and the
local correspondents understand
it, we have begun taking advan-
tage of their expertise," said Ju-
dith Everett, manager of property/
casualty irrsurance at Litton.

The correspondents help divi-
sion controllers evaluate risks, re-
port values and submit claims, Ms.
Everett says. "We also believe the
local rep can assist us in under-
standing local insurance prac-
tices."

Litton Industries is a multina-
tional conglomerate with annual
sales of more than $4 billion, about
80,000 employees and foreign op-
erations in 50 countries, Ms. Ever-
ett told a CPCU All-Industry Day
seminar here.

In 1969, Ms. Everett says, Litton
Industries launched a program to
bring its worldwide divisions un-
der a blanket all-risk, liability and
workers compensation/employers
liability policy.

"That was the easy part," she re-
called. The hard part was selling
the individual divisions, which are
separate profit centers, on the
merits of giving up their local in-
surance agent and relying on
someone in "majestic Beverly
Hills" to provide coverage.

Division managers were skepti-
cal. One by one, however, they re-
iented. The divisions retain the
right to obtain coverage on their
own ifthey can prove their alterna-
live offers equal protection at
equal or better cost. This rarely
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FINDING BETTER
SOLUTIONS TO RISK
EXPOSURES OF INDUSTRY
FOR MORETHAN
FIFTY YEARS.

happens.
About five years into the pro-

gram, Litton decided to self-insure
the first $500,000 of each property
and business interruption loss and
to retain 95% of each cargo loss,
says Ms. Everett The corporation,
not the divisions, absorbs the de-
ductible.

Each year, insurable value re-
ports are submitted by the divi-
sions to the corporate risk manage-
ment department, which allocates
a portion of total premium back to
the divisions. Cargo claims are ad-
justed by the underwriter, who
submits payment to Litton for 5%
ofeach loss. The divisions are fully
reimbursed by the corporation.

Annual visits to the European lo-
cations are a continuing part of Ms.
Everett's job. She is responsible
for domestic and international
property coverage, including pri-
mary liability.

Corporate risk management also
provides division management
with an insurance manual that
spells out coverage, deductibles
and claims procedures.

"Our account executive, under-
writer and I have just completed a
series of international insurance
seminars," Ms. Everett said. The
one-day meetings in London,
Frankfurt and Zurich were at-
tended by top executives and key
staffers from Lition's various in-
ternational divisions.

"We introduced Litton's local
management to the local broker
representative, explained our pro-
gram in detail, gave a sales pitch on
loss prevention and advised man-
agers what to do in event of a loss."

Since then, she adds, her office
has received a flood of telephone
and telex inquiries regarding risks
and coverages. The seminars were
so successful, Litton plans another
in Amsterdam next fall and three
in Europe every other year. a
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 At last, here is an informative handbook for making
 benefit communications more effective!

Successful step-by-step techniques are revealed to
 increase employee interest, understanding, appreciation and

prudent use of benefits.

 Written by award-winning creative director Dennis
i mediTsetst conocmmlmctions cor=Itam, laanteanzve Deons1 =tfiSEiiCIE=tsminnneaiperso-val
 for an ongoing communications budget, and much more. ...0

Truly a valuable guide for any Benefit Manager. 81 I E iii! S
$20.00, P&H and sales tax included. 30 day money back

N- L-. Co„mu*guarantee. D&8 rated firms may send P.O., others must
by Dennis Hommel include payment. No CODs.

UPG Publications Division, Dept. B12, Box 700, Redwood City, CA 94064.

Insurance is an ever changing industry; growing
and changing as the business world changes. Finding
the right solutions for your insurance needs takes
knowledge and imagination. Our imaginative solutions,
grounded in experience, provide cost- effective cover-
age for firms large and small... we invite you to let your
firm benefit by being among them.

BRI Coverage Corporation
156 William Street New York, N.Y. 10938 212-233-7171
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Arbitrators fear fiduciary liability risk
By MARGARET LeROUX

WASHINGTON-Don't be sur-
prised if an arbitrator asks to be
named in your fiduciary liability
insurance policy before agreeing
to arbitrate a pension or other
benefit plan dispute.

Arbitrators are taking stock of
their fiduciary liability exposure
under the Employee Retirement
Income Security Act and are
scared.

A ruling by the Labor Depart-
ment a year ago that an arbitrator
was a fiduciary and liable for the
result of his ruling is still sending
tremors through the ranks of arbi-
tration professionals.

A work group of the Labor
Department's Advisory Cotincil
on Employee Welfare and Benefit
Plans heard arbitrators' concerns

about fiduciary liability. The
group has recommended the La-
bor Department encourage
underwriters to make it easier and

cheaper for arbitrators to obtain fi-
duciary liability insurance.

Underwriters already seem will-
ing to provide fiduciary liability in-
surance to arbitrators at a price:
additional premium or at least the
price of watered-down coverage
for the corporation buying the fi-
duciary liability insurance.

The issue ofarbitrators fiduciary
liability arose in September 1979,
when the Labor Department ruled
that arbitrator Joseph F. Gentile,
acting in a pension dispute in
Southern California, was a fidu-
ciary because he broke a deadlock
between employer and employee
plan trustees over an individual's

entitlement to benefits.

The ruling set aside the judicial
immunity to liability an arbitrator
has in collective bargaining cases.
The Labor Department said Mr.
Gentile exercised discretionary
authority in the decision on the in-
dividual plan participant's rights,
and that made him a fiduciary, not
an impartial judge.

In its ruling, the department
cited a section of ERISA that says

a person is a fiduciary of a plan if
he exercises any discretionary au-
thority or control over a plan or its
assets.

The department sees : ruling on
an individual's rights as a discre-
tionary decision. But arbitrators
are considered impartial judges in
collective bargaining and cannot
be sued.

Most arbitrators aren't automati-

cally covered by fiduciary liability
policies, but "just about all major
insurers that provide fiduciary lia-
bility coverage will extend the
contract to pick them up," said Ro-
land Chiaradio, assistant secretary
in the bond department at Aetna
Life & Casualty. It is a leading fi-
duciary liability insurer.

However, extra coverage does
cost more.

"Our premium rate filings in-
clude a provision for an additional
premium charge whenever we add
an additional person to a fiduciary
liability policy.

"Our policy does not automati-
cally cover outside administrators
(and by inference, arbitrators) if
they're not named," he added.

The Chubb Pacific group in San
Francisco now considers arbitra-

Wesolveyour problems
before they happen.

Gloria Lefton Bob Breckenridge
Kansas City, MO Pine Brook, N 1

Lou Seidensticker
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Doug Falkner
Baltimore, MD

How AFCO can help
with premium financing.

These four AFCO Regional Vice Presidents
are working executives. They know insur-
ance. They know finance. They are busy
every day keeping track of business trends-
and tailoring AFCO services to fit your needs
on every type of business insurance.

When you come up against a new kind of
problem, AFCO probably has met it before,
and solved it, for one of the thousands of

commercial insureds and corporate risk
managers we now serve.

If AFCO's 25 years of reliable, responsive
financing service is not already helping you,
call your agent or broker today.
Or get in touch with Paul M. Holland,
Vice President-Marketing, AFCO,
7 Hanover Square New York, N.Y. 10005.
Tel: (212) 797-1851

© 1980 AFCO Credit Corporation

The biggest help in premium financing.

tors part of a group that includes
outside administrators of pension
or benefit plans and attorneys,
says underwriter James Bradley.

"Most outside administrators

are picked up by the plan; attor-
neys are covered sometimes and
arbitrators arejust beginning to be
included," 1VIr. Bradley said.

"Arbitrators can be added to the

named insureds of a fiduciary lia-
bility policy," he continued. The
addition may not even cost much
more in premium.

"If the arbitrator is acting as pro-
fessional, he's going to be acting
prudently; he's doing this for a liv-
ing. That means there's not neces-
sarily an increased exposure if an
arbitrator is added," he explained.

"Underwriters aren't as gun-shy
of fiduciary liability today as they
were five years ago," Mr. Bradley
said. "For the most part, compa-
nies have had good experience
with it."

The addition can, however, re-

duce coverage for others, warns
Aetna's Mr. Chiaradio.

"When you name outsiders in a
fiduciary liability policy, you wa-

ter down the coverage" since there
is an annual aggregate limit, he
said.

There is a danger that adding an

arbitrator reduces the coverage for
plan administrators, trustees and
directors who are more exposed to
the liability, he noted.

Even with insurance, arbitrators
are balking at the suggestion they
be held liable for their decisions in

benefit disputes.

"The implication is that the ar-
bitrator is less than an impartial
judge," said Richard Lerner, coun-
sel for the American Arbitration

Assn. Its 55,000 members are
called on to settle a variety oflabor,
benefit and pension plan disputes.

"Why should a qualified arbitra-
tor take on the additional hassle of
possible litigation if he's involved
in a liability lawsuit as a fidu-
ciary?" he asked. Ratherthan open
themselves to such liability, arbi-
trators are going to refuse such
cases, he warned.

When the arbitrators this fall

took their complaint to the work
group of the Labor Department's
Advisory Council on Employee
Welfare and Benefit Plans, they
said most of the arbitrators' deci-

sions involved individual disputes
rather than collective bargaining.

"The work group does not treat
lightly the possible repercussions

for employees and employer or-
ganizations ifthe continued uncer-
tainty over their (arbitrators') sta-
tus under ERISA compels many
good arbitrators to shun benefit
plan cases," the work group's re-
port states.

The arbitrators also told the

work group they feared their deci-
sions in controversial pension or

benefit disputes could be in-
fluenced by the fear of being sued
as a fiduciary.

That risk "could cloud the issue

before the arbitrator and steer him

toward a safe decision rather than

one based exclusively on the
merits (of the case)."

No claims have been filed yet
against arbitrators acting in a fidu-

ciary capacity, and underwriters
say the arbitrators' fears are a bit
premature.

"They're finding themselves in
the same boat as trustees and plan
administrators did when ERISA

first came out," said Mr. Chiaradio
of Aetna.

As ERISA evolves, benefit and
pension plan professionals are ac-
cepting the necessity of fiduciary
liability coverage, Chubb's Mr.
Bradley said. "We'll be seeing a lot
more professionals-arbitrators

included-wanting fiduciary cov-
erage in the future." •
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Losses predicted to continue
HARTFORD-The insurance industry most likely will continue

to lose money on its underwriting through the middle ofuhe 1980£
an economic forecaster predicts.

"As long as interest rates stay high and investmentincome conl ,
tinues to provide its leverage, I don't see things turning around,'
Leandro Galban, vp of Donaldson, Lufkin & Lenrette, told a gath
ering of industry officials here.

"The underwriting cycle very possibly wilt not break into the
black until the mid-'805,"

The combined ratio for the industry will probablf range frory.
104% to 107% in the next three years, with levels of up to 1129, .
predicted if inflation rises, Mr. Galban said.

But he said that still won't be catastrophic for the'industry. ' 5 >
"The picture on returns is far from dismal, even though under-

writing is in the red and will continue to be so for a while," he said.
"The economy we are in right now provides a lot of investment
leverage."

Investment income probably will grow 17% this year, 16% next
and 14% in 1982, Mr. Galban says. This will mere than offset losses 
in 1981, which he predicts will be the largest ever. -'

Despite these losses, Mr. Galban expects the industry to cor- ·
tinue to chalk up revenue gains in the next three years, of 5% this
year, 11% In 1981 and 18% in 1982.

'81 Congress will debate
product liability law: Exec
HARTFORD-The battle for

new product liability laws will es-
calate in Congress in January, pre-
dicts Gilbert Simonetti, a partner
in the Washington office of Price
Waterhouse.

The near passage efthe Risk Re-
tention Act and the Supreme
Court's recent decision in a Cali-

forna DES product liability case
have fueled calls for reform, he
said.

Mr. Simonetti, who spoke to a
gathering of industry offcials here
Oct. 29. said there is a 50% chance

Congress will pass the Risk Reten-
tion Act in its special post-election
session, but he doubts it.

"But most observers feel.that ifit
is not enacted this time. it will be

done in the next session," he said.
The Risk Retention Act, which

would allow manufacturers to pool
their product liability risks, has
passed the House and has broad
support in the Senate. It died in the
fall congressional session when a
tourism bill was hooked onto it in a

move to get both passed (BI, Oct.
6).

However, in January the new
Congress will not be able to avoid
action to entirely overhaul the
nation's product liability laws, Mr.
Simonetti predicted.

"Some people feel the Risk Re-
tention Act is just a stopgap," he
said. "It doesn't go to the heart of
the product liability matter. They
feel some federal standards are
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needed."

The Supreme Court's DES deei-
sion has made this especially true,
he said. In that·case, the high court
let stand a California court deci-
sion that allowed victims of the
cancer-causing drug DES to sue
DES manufacturers as a group
when the specific manufacturer
cannot be identified (BI, Oct. 20).

Mr. Simonetti said that decision

has "staggering product liability
implicatipns.

"There is no need to tell you how
this will impact the premiums set
by insurance companies for prod-
uct liability coverage," he said.

Some legislators are lining up
behind a bill proposed by Rep.
Richardson Preyer (D-N.C.) that
would establish a new federal tort

law making it harder for injured
consumers to sue manufacturers.

Among other things, it would
make it difficult to sue manufac-

turers 10 years after the product
was sold.

The Pre'yer bill, which Mr. Si-
monetti described as a "laundry
list of issues that impact the prod-
uct liability field," has no chance
of being cited on in the special ses-
sion, but will be aggressively
pushed by Rep. Preyer next year,
he said.

Another congressman who is ex-
pected to be hard-selling his pro-
posals is Sen. Howard Metzen-
baum (D-Ohio), the Senate's most
enthusiastic supporter of federal
regulation of the industry.

However, he doesn't expect far-
reaching changes to be enacted
soon.

"I don't think we will see federal
regulation of a broad scope in sev-
eral years to come," he said. "I
think the case can be made that the
most effective regulation is at the
state level. But there will be some
chipping away, particularly in
light of the DES decision." •

comings &
goings: buyers

Kennecott

taps Feick
PHILIP J. FEICK, 35, has as-

sumed risk management responsi-
bilities at Kennecott Corp. in
Stamford, Conn. Mr. Feick will as-
sume the duties of former manager
ofinsurance and risk management
Edith Lichota in addition to his as-
sistant treasurer's duties. They in-
clude payroll, benefit administra-
tion and administrative services.

Ms. Lichota, as reported, has
Joined Insurance Co. of North
America (BI, Oct. 20). Mr. Feick re-
ports to vp/treasurer Peter W.
Brengel.

***

Chase Manhattan Bank in New
York has appointed Mario Rosel-
lini, vp of the risk financing insur-
ance division, to assume interna-
tional insurance programs once
handled by Joseph Palazzolo, who
left the company as reported. Mr.
Rosellini, who will assume these
responsibilities temporarily, has
been with the bank 14 years.

***

U.S. Home Corp. in Houston has
named Glen McCleskey director
of risk management to replace
Thomas Myers, who left the com-
pany as reported. Mr. McCleskey,
who reports to Tim Humphrey, se-
nior vp ofauditing, previously was
an associate with consultants Ro-

bert Hughes Co. in Houston. •



Lewis to oversee

Prudential entry
into Japan sales

NEWARK-Robert F. Lewis II

was elected vp of group and diver-
sified operations staff at The Pru-
dential Insurance Co. of America,
headquartered here.

He will be responsible for the
Sony-Prudential joint venture, in
which group and individuallife in-
surance will be sold in Japan, and
for the developmentof Prudential
diversification strategy. Kennett
L. Simmons was elected vp of the
group insurance department.
Other insurer changes:

Jeffrey E. Warner named mbr-
ketingmanager in the special risks
unit of Santa Ana, Calif.-based
Western Em- -

ployers Insur-
ance. He will

help WesternEmployers' cli- ents develop
and coordinate

large risk pro-
grams and re-
port to Allon J.

Greene, newly 
appointed direc-
tor of special risks.

Warner

George W. Lee elected president
of the Bermuda-based operations
of the Crum & Forster insurance

organization. Before coming to
Crum & Forster, Mr. Lee was in
charge of the Bermuda office of

General Reinsurance Corp.

Reinsurers

Joseph P. Hartnett joined the
New York office of Copenhagen
Reinsurance Co. of America as vp

of the company's treaty depart-
ment. Mr. Hartnett formerly was
assistant vp of Skandia America
Reinsurance Corp.

Joseph L. Fox appointed presi-
dent and chief executive officer of

Continental Reinsurance Co. in

New York. Mr. Fox joined Con-
tinental Re from Swett & Craw-

ford Group, where he was vp in
charge of administrative opera-
tions and corporate planning.

Excess/surplus
Lorraine Knapp promoted to se-

nior vp of Chicago-based Stewart

Smith Mid America. Other promo-
tions include: Jack MeGeehan, vp-
casualty; David Selwood, vp-
transportation; John Howard, as-
sistant vp-aviation, and Ian
Walker, assistant vp-production.

E. Timothy Kenneally elected
vp of Seaboard Surety Co. of New
York. He will assume executive

and administrative responsibili-
ties in the business development
department.

Brokers

J. Alan Fetterman and Frank D.

Svitek promoted to vps of the
Clair Insurance Agency Inc. of Er-
denheim, Pa. Spencer Kauffman
has joined the same firm as a spe-
cialist in the commercial insurance

area.

Daniel Rowland appointed vp-
manager of the commercial ac-
counts division of Frenkel & Co.

Inc., a New York brokerage. Also
at Frenkel, Edward R. Royals
named vp-manager of the em-
ployee benefits division.

Other suppliers
Gary K. Swager joined A.S.

Hansen Inc. in Chicago as a senior
consultant, specializing in health
and welfare and group insurance
programs. Edwin C. Polsdofer of
the Dallas office promoted to man-

comings &
goings: industry

ager of plans/legal.
Michael G. Herberger named

executive vp and chief administra-
tive officer of Homeland Industrial

Corp. and vp of Homeland Insur-
ance Co. He formerly was Califor-
nia manager and vp of corporate
services for Scott Wetzel Ser=ices

Inc. a

REINSURANCE
Treaty & Facultative
Broker Member

New York Insurance Exchange

HERBERT L. JAMISON & CO.
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Howcan John Hancockh IGP

give multinationals thebest service inthe world?
AskMike Allan.

Mike Allan is John Hacock's International Gmup Program
Diyector of Sales and Service for Noyth American »mltinationals.

WHAT ENABLES IGP TO PROVIDE
BETTER SERVICE?

The fact is that we're the only net-
work with a substantial, trained staff
specializing in after-sales service. Pro-
spective clients often seem to assume
that, naturally, every network has this
capability. Unfortunately, it isn't neces-
sarily so. In fact when you're selecting
an international network, this can be the
single most important ques-ion youask.

HOW IS YOUR STAFF ORGANIZED TO
MEET YOUR CUENTS' NEEDS?

The answer in our case is that, of the

17 people working full-time in Boston on
IGP sales and service for North Ameri-

can multinationals, fully two-thirds are
assigned to teams that work exclusively
for existing clients.

These teams are able to provide com-
prehensive service to each of their
accounts on a continuing basis. They
become very familia with each client's
needs and have the resources to solve

their problems. Furthermore, I believe

V,

these teams are staffed with some of the

best people in the business.

WHAT MAKES THE IGP STAFF
SO DIFFERENT?

They have the know-how and flexibil-
ity to do what works best. And because
they bring extensive experience from
diverse backgrounds including actu-
arial, underwriting and administration.
each adds expertise to the team effort
In fact, two of our people were corpo-
rate international employee benefits
managers before joining 13. Their in-
sights into the client's perspective are
invaluable.

Our ongoingtrainingprogram assures
that everyone stays current in the fast-
changing international employee bene-
fits environment. Because of IGP's

substantial size, we have more
resources that enable us -0 train our

people thoroughly.
YOU REFERRED TO SIZE A COUPLE OF
TIMES. ARE YOU SAYING BIGGER IS
BETTER?

4 1

Not necessarily. Basically, the size of
our staff is geared to the volume of our
business. But being bigger does allow
us to offer cerain advantages.

Our team approach to service is a
good exam?le. IGP clients are serviced
by teams. There's always a member of
the client'E team available when he or

she calls with a question.

WHAT KIND OF SERVICE CAN YOUR
CUENTS EXPECT?

We believe Lhe key to good service is
flexibility. Diferent clients have differ-
ent needs and we try to work together
with Their advisers and our Associate

Insurers to respond to each of them
effectively. Most clients place a pre-
mium on last and accurate response.
Thafs what we aim to provide.

0,0,r Mutual Life Insurance Company

J -
Boz.ton, Massachusetts

'*Intemational Group Program" md "IGP" are

registered senice marks of the John Hancock
Mutual Life Insu-ance Company, Boston, MA 02117, USA.

"Our team *yoach to service assures eve,y IGP client that w€'ll be when 102'Te p.eeded when we're needed."

B
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InsuraneeCosts

AreUp Again.

Bitumino

into simp
A PLAIN language commercial

umbrella liability policy has been
introduced by Bituminous Insur-
ance Cos. of Rock Island, Ill.

The new policy is available only
through Bituminous contract
agents, according to the company.

The policy uses the "you" and
"we" approach rather than the
usual "insured this" and "com-

pany that" language, Bituminous
says. It contains"pay on behalf of"
coverage rather than "indemnity"
coverage and calls for payment of
"ultimate net loss" damages.

The aggregate limits of liability
apply annually and separately to
each of the following:

• All bodily injury and property
damage included within the prod-
ucts hazard or the completed oper-
ations hazard or both combined.

• All bodily injury by disease
sustained by employees of policy-
holders in the course of their em-

ployment.
• All personal injury.
• All advertising injury.
Bituminous will write coverage

up to $5 million. Before writing an
umbrella policy, Bituminous re-
quires policyholders :o have mini-
mum coverages in general liability
($500,000. per occurrence and
$500,000 aggregate), property dam-
age. ($100,000 per occurrence and

Who
Cares?

/

Trade Associations care! That's why many Associations and Franchisees have endorsed the STEP
AHEAD program for their membership. It's unique... it's tailored specifically to their insurance needs
and it's designed expressly to lower the net cost of their members insurance.

Specialized Insurance Programs Include:

* Comprehensive Property/Casualty
Safety Groups

* Products Liability

* Professional Liability

* Life

* Health

* Employee Benefits

* Captives

* and MORE!

Marketpac'sgroup programsarea profitable business. Independantagents throughout the
country are presently placing accounts into Marketpac's group pr6grams.

Why not cash in on a piece of the action?

All of our groups are "open" groups. Open to alllicensed agents.

If you are interested in placing accounts in Marketpac's group programs or in representing
Marketpac in your area, contact Ray King, Executive Vice President, Marketpac International, 100
Presidential Blvd., Bala Cynwyd, PA 19004.

For quick response call toll free
800-523-1193

In Pennsylvania call
215-667-1490

r,J/rll r
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us puts policy
lified language

products & services
$100,000 aggregate, except for con-
tracting, which has minimum
limits of $250,000 per occurrence
and $250,000 aggregate) and auto
liability ($250,000 per occurrence
and $500,000 aggregate).

For further information, contact
William J. Herold, senior vp, Bi-
tuminous Insurance Cos., 320 18th
St., Rock Island, Ill. 61201; 309-786-
5401.

Hull, P&1
SANTA ANA, Calif.-A special

hull and protection and indemnity
program for commercial vessels
valued at $1 million or less has
been created by Hull & Co. Inc.

Hull developed the product after
determining that the market was
severely limited for 5uch coverage,
said Jim Tjomsland, marine and
aviation specialist for the com-
pany.

The hull portion o f the coverage
can be written for any amount, al-
though the program is aimed at the
$1 million or less vessel, he ex-
plained. Protection and indemnity
coverage is normally written for
$100,000 to $300,000, with higher
limits available.

For information on rates, contact
Hull & Co. Inc., 1441 E. 17th St.,
Santa Ana, Calif. 92701; 714-547-
0793 or 213-624-8622.

Computers, condos
Reliance Insurance Co. of Phila-

delphia has launched two new
products, the minicomputer pol-
icy and Habitat, for apartment,
condominium and townhouse as-
sociations.

The minicomputer policy, intro-
duced in July, is for business peo-
ple who own or lease small com-
puters. Computers, terminals, tele-
printers and other related equip-
ment are covered under the policy,
which includes the cost of replac-

info

• Making the Actuarial Report
Useful to Management, a booklet
by Meidinger Inc., deals with a
new, meaningful way to analyze
pension obligations and touches
on some of the common pension
funding myths currently under
scrutiny. Copies are available from
Terry Vincenti, Meidinger Inc.,
P.O. Box 35740, Louisville, Ky.
40232; 502499-1240.

• A newsletter entitled Lump
Sum Options in Pension Plans:
Pros- and Cons is available from
Kwasha Lipton, consulting ac-
tuaries and employee benefit ser-
vices. For a free copy, write De-
partment M, Kwasha Lipton, 429
Sylvan Ave., Englewood Cliffs,
N.J. 07632.

• Industrial Risk Insurer's publi-
cation How to Prevent Winter

Fires is available to help identify
and correct conditions that could

impair fire protection systems and
result in a winter loss. For a free

copy, contact Communications
Department, IRI, 85 Woodland St.,
Hartford, Conn. 06102.

• An Insurance Buyer's Check-
list for Homebuilders lists various
types of insurance applicable to
homebuilders. The booklet gives
insight into alternatives, prepares
specifications and shows how to
ask for competitive bids. Copies
are available at $10 each from In-

ing lost data on discs or tapes, said
Bob Ward, head of marine under-
writing.

Habitat, launched in Denver in
early April and then in Orlando in
mid-August, will be offered in 12
states by the end of the year and
available in most other states by
1981.

The product features valuation
on a replacement cost basis, as op-
posed to a depreciated amount;
comprehensive general liability,
including premises medical pay-
ments, and coverage for unlimited
loss of rental income for 12
months.

For further information, contact
Reliance Insurance Cos., 4 Penn

Center Plaza, Philadelphia, Pa.
19103; 215-364-4000.

Legal expenses
The coverage range for business

legal expense insurance has been
extended to $50,000 by NAS Insur-
ance Services from the previous
top limit of $25,000. Firms with as
many as 100 employees can qualify
for this insurance, which has pre-
viously been restricted to firms
with 50 or fewer employees, NAS
says.

Business legal expense insur-
ance provides legal defense ex-
pense coverage for businesses and
professionals against unforeseen
lawsuits. Coverage also includes
consultation and plaintiff action
costs.

The NAS plan features prior acts
coverage and coverage of directors
and officers ofan insured corpora-
tion, if named in a suit against the
business. The policy automatically
includes benefits for legal defense
expenses of the deductible portion
of a liability policy.

Material on the program is
available from NAS Insurance Ser-
vices, P.O. Box 54831, Los An-
geles, Calif. 90054; 213-451-5988. •

ternational Risk Management In-
stitute, 10300 North Central Ex-
pressway, Suite 350, Dallas, Tex.
75231.

• The 1981 Tax Companion, a
quick-reference tax handbook for
the insurance industry, has been
announced by R&R Newkirk. The
new edition, available Jan. 5, 1981,
will provide information on the in-
come, estate and gift taxation of
advanced underwriting areas in-
cluding life, health and business
insurance, pension and profit-
sharing plans, retirement plans,
group life insurance, mutual
funds, estate planning and many
other topics. The 775-page book is
$2.95 if purchased before Dec. 1,
1980, and $4.95 afterward. For in-
formation, contact R&R Newkirk,
P.O. Box 1727, Indianapolis, Ind.
46206.

• The pregnancy discrimina-

tion act and its impact on employ-
ers is the subject of a pamphlet
prepared by the U.S. Chamber of
Commerce. The pamphlet gives a
background of the act and outlines
the employer's responsibilities un-
der the new legislation. Cost is
$1.25 for a single copy, $1 each for
two to nine copies and 75 cents
each for 10 or more copies. Write
the U.S. Chamber of Commerce,
1615 H St. N.W., Washington, D.C.
20062 and request publication
#6088.



NAEHMO conference

Kaiser executive

urges employers
to develop HMOs

By CAROL BLITZER

SAN FRANCISCO-James A.

Vohs is glad to see insurance com-
panies offering competition for the
health maintenance organization
he heads and would like to see
more of it.

"The initiatives of insurance

companies, such as Prudential and
INA, in forming and acquiring
group health practice HMOs will
stimulate others in the insurance

industry to follow their leads,"
said the president of Kaiser Foun-
dation Health Plan Inc., the largest
U.S. group practice HMO.

He believes HMOs, which offer
health care for a prepaid fee, are
one answer to rising health care
costs. But, he says, the rate of for-
mation of new group practice
HMOs will depend on both supply
of capital and management re-
sources.

Major cor-

porations are
the logical
source of the

start-up capital
and manage-

ment talent

needed to estab-

lish a group
model HMO, he

5-
told the Na-

Vohs tional Assn. of

Employers on Health Maintenance
Organizations conference here
Oct. 23-24. The demand for compe-
tent managers will increase in the
1980s, he predicted.

He says the federal Office of
Health Maintenance Organiza-
tions will have less capital avail-
able in the future for feasibility
studies, planning and develop-
ment grants and operational loans.

Mr. Vohs, who obviously is a
supporter of HMOs, pointed out
several statistics on their growth:

• The number of HMOs in-

creased almost fivefold from about

50 in 1973 to 230 at the end of 1979.

Enrollment reached nine million

last year.
• About 85% of the people en-

rolled in HMOs'are members of

plans developed without federal
financial assistance.

• Since OHMO began providing
financial assistance, it has dis-

persed $103 million in grants and
$155 million in loans.

• Of 117 plans that became fed-

erally qualified HMOs, only seven
failed during the 1970s. Of 70 non-

qualified plans, about 60 failed.

Quoting a study, Mr. Vohs
pointed out that "the total costs of
personal health care services for
populations emolled in our pro-
gram and others like ours were
10% to 40% less than the costs for

populations enrolled in other
types of plans."
. "HMOs have long been recog-

nized for holding down costs with-
out losing quality care," added Na-

than Stark, undersecretary of the
Department of Hedth and Human ·
Services.

Mr. Stark pointed out that

Americans spent $212.2 billion on
health care in 1979, 9% of the gross
national product.

"Inflation is not the only factor,"
he said. "There are serious ineffi-

ciencies and hospital cost in-
creases. I believe that voluntary ef-
forts are important, but not suffi-
cient."

"I believe it is important that em-
ployers be active in supporting
and advocating public policies

that stimulate private health care
initiatives and promote competi-
tion in the health care system," Mr.
Vohs said.

Kaiser is not planning further

geographic expansion, but is offer-
ing consulting services to other
HMOs or corporations considering
setting up their own HMOs. i
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From The Sum Of The Parts

Comes Strength
No reinsurance organization is strongerthan theunderwrit-
ing groups it represents.

Duncanson & Holt is no exception.

We're proud of the firms which comprise the member com-
panies for each of our operations, and we'd like you to see
who they are.

Duncanson & Holt is a multi-skilled group, staffed by
professionals, providing reinsurance and management ser-
vices across a broad spectrum of specialties.
Ask for the brochure which describes our services.

ACCIDENT & HEALTH (American Accident Reinsurance Group)
• Acacia Mutual lite Insurance Company • Aetna Life Insurance Company • Allendale Mutual Insurance Company • American Home Assurance Company • American National Insurance Company •
Baltimore Life Insurance Company • Bankers life & Casualty Company . Bankers Life Company • Benefit Trust life Insurance Company • Berkshire Ute Insurance Company • Chiyoda Fire & Marine
Insurance Company • Colonial Penn Life Insurance Company • Combined Insurance Company 01 America • Connecticut General Life Insurance Company • Constellation Reinsurance Company • .
Constitution Reinsurance Corporation • Crown life Insurance Company • Employers Mutual Liability Insurance Company, • Equitable Lite Assurance Societv oithe United States • Federal Insurance
Company • Federated Aeinsurance Corporation • Fidelity Mutual lile insurance Compan • Fireman's Fund American Lite Insurance Company • Gerling Global Reinsurance Corporation • GeneralAmerican Life Insurance Company • Generali Insurance Company ot Trieste and Venice (.S. Branch) • Globe Life Insurance Company . Great Southern Life Insurance Company • Guardian Life
Insurance Company of America • Home Insurance Company • Home life Insurance Company • INA Reinsurance Company • Inter-Ocean Insurance Company • John Hancock Mutual Ute Insurance.
Company • Liberty Mutual Insurance Company • Liberty National Lile Insurance Company • Life Insurance Company of Camornia • Lincoln National Life Insurance Company • The Manufacturers life
Insurance Company • Massachusetts Indemnity & Life insurance Company • Metropolitan life Insurance Company . Metropolitan Reinsurance Company • Mission Insurance Company • Monarch
Life Insurance Company • Monumental Life Insurance Company • Mutual life Insurance Company 01 New York • National Casualty Company • National Life & Accident Insurance Company • New
England Reinsurance Corporation • Nippon Fire & Marine Insurance Company. Ltd. • Northwestern National Lile Insurance Company • NRG America Life Reassurance Corporation • Occidental Life
Insurance Company of Calilomia • Ohio Reinsurance Corporation • Pacitic Fidelity Life Insurance Company • Pacilic Mutual Life Insurance Company • Paul Revere Ute Insurance Company • Phoenix
Mutual Life Insurance Company • Provident General Insurance Company • Provident Lite and Accident Insurance Company • Provident Mutual Life Insurance Company • Puritan Insurance Company
• Reliance Standard Lite Insurance Company • RLI Insurance Company • Rochdale Insurahce Company • SAFECO Life Insurance Company • SCOR Reinsurance Company • Security Insurance
Company 01 Hartford • Sentry Life Insurance Company • Skandia America Reinsurance Corporation • State Mutual lile Assurance Company.01 America • Sun Lite Insurance Company of America. •
Taisho Marine & Fire Co., Ltd. • Tara Lite Insurance Company • The Tokio Marine & Fire Ins. Co., Ltd. (U.S. Branch) • Transit Casualty Company • Travelers Insurance Company • Travelers
Corporation • Union Central Lite Insurance Company • United Americas Insurance Company • United States Fidelity and Guaranty Company • Unity Fire & General Insurance Company • Yasuda Fire
and Marine Ins. Co.,Ltd. • Zurich-American Insurance Companies

(American Disability Reinsurance Underwriters Syndicate)
• Beneficial National Life Insurance Company • California Western State Life Insurance Company • Colonial Penn Life Insurance Company • Federal Insurance Company • Federated Reinsurance
Corporation • Fireman's Fund Life Insurance Company • Guardian Lite Insurance Company 01 America. • Massachusetts Indemnity & Life Insurance Company • Monarch Lite Insurance Company •
Monumental Life Insurance Company . NRG America Life Reassurance Corporation· • NWNL Reinsurance Company •: Occidental Life Insurance Company ot California • Ohio Reinsurance
Corporation • Pacific Mutual Life Insurance Company • Provident Mutual Life Insurance Company • Reliance Standard Lile Insurance Company • RLI Insurance Company • Rochdale Insurance.
Company • SAFECO Ute Insurance Company • Sentry life Insurance Company • State Mutual Life Assurance Company ol America • Tara Life Insurance Company • Tower Lile and Accident Insurance
Company • United Americas Insurance Company

PROPERTY & CASUALTY (Reinsurance Office of America)
ADMITTED COMPANIES-NEW YORK • American Centennial Insurance Company • American Druggists' Insurance Company • Employers Mutual Casualty Company • Federated R*insurance
Corporation • Proprietors' Insurance Company • RLI Insurance Company • Rochdale Insurance Company • Security Insurance Company 01 Hartlord • Simcoe & Ene General Insurance Company
(United States Branch) • United Americas Insurance Company • United Fire & Casualty Company
RETROCESSIONAIRES Argentina • Instituto Nacional de Reaseguros • Interior. Compania de Seguros, S.A. • Patria. Compania de Seguros Generales, S.A. • Reatianzadora & Reaseguradora
de America • La Universal Compania de Seguros, S.A. Brasil• Grupo de Empresas Seguradoras Brasileiras (GESB)/Compania Bandeirante de Seguros Gerais/Compania de Seouros do Estado de Sao·
Paulo/Compania Uniao de Seguros Gerais/Vera Cruz Seguradora, S.A. • Comind Companhia de Seguros • Instituto de Resseguros do Brasil •Cialnternacionalde Seouros • ITAU Seguradora, S.A.
Canada • L'Union Canadienne D'Assurances Colombia • Compania Colombiana de Seguros, S.A. • Reaseguradora de Colombia, S.A. • Seguros Commerciales Botivar, S.A. Costa Rica •
Instituto Nacional de Seguros Germany • Oelvag Luttlahrtversicherungs-Aktiengeselischalt • Provinzial-Feuerversicherungsanstalt der Rheinprovinz • Wurttembergische Feuerversicherung AG
Japan • The Chiyoda Fire & Marine Ins. Co. Ltd. Panama • Cia Intemacional de Seguros S.A Spain • Maptre, Mutaulidad de Segums Venezuela • C.A. Reaseguradora Nacional de Venezuela •
C.A. Venezolana Seguros Caracas • C.A. Seguros Orinoco Korea • Korean Reinsurance Company USA • Elkhorn Insurance Company • Ohio Reinsurance Corporation • Transportation Mutual
Insurance Company • Unione Italiana Reinsurance Company of America. Inc.

AVIATION (Extended Reinsurance Group)
• The Equitable Life Assurance Society of the United States • The Guardian life Insurance Company ot America • Home Life Insurance Company • Metropolitan Lite Insurance Companv • The Mutual
Benefit Life Insurance Company • The Mutual Life Insurance Company 01 New York • The Prudential Insurance Company 01 America • State Mutual Life Assurance Company of America.

MARINE (American Marine /nsurance Group)
• Chiyoda Fire & Marine Insurance Company • Rochdale Insurance Company • Unigard Mutual Insurance Company • Unione Italiana Reinsurance Company ot America, Inc. • United Americas
Insurance Company

 THE DUNCANSON & HOLT GROUP
Reinsurance Managers

99 JOHN STREET NEW YORK, N.Y 10038 (212) 233-2016
Cables: DUNCANHOLT NEWYORK Telex: 423966
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IBM plans to increase HMO offerings
Employer group changes name

Reflecting its members' interests in a broad
spectrum of cost-effective health care options,
the National Assn. of Employers on Health
Maintenance Organizations is changing its
name.

The new name, National Assn. of Employers
on Health Care Alternatives, was announced at
the group's fourth annual meeting Oct. 23-24 in
San Francisco. More than 60 companies were
represented at the conference, which focused

on healthcare options.
NAEHCA's goals include development and

promotion of health education, wellness pro-
grams and health care coalitions and dissemi-
nation of information on health facility utiliza-
tion reviews and absenteeism programs.

Ruth H. Stack, executive director, said other
prime issues this year are HMO insolvency and
manda:ory multiple choice health care pro-
grams, which NAEHCA strongly opposes.

EAMON BAIRD (REINSURANCE BROKERS) INC.

Dunster House

Mincing Lane
London, E.C. 3
Tel. 01-623-1856

Telex 886184

0

127 John St.

N.Y., N.Y. 10038
Tel. 212.635.0280
Telex 126650

601 California St.
San Francisco, Ca. 94108
Tel. 415.398.1681
Telex 34736

By CAROL BLITZER

SAN FRANCISCO-Health
maintenance organizations are an
integral part of IBM's overall
health care strategy that it plans to
use even more, reports Harold P.
(Pete) Kneen Jr., director of em-
ployee benefits.

By the end of this year, nearly
half ofIBM's 80,000 employees na-
tionwide will be eligible to join an
HMO.

IBM plans to offer more options
as they become available, said Mr.
Kneen atthe National Assn. ofEm-
ployers on Health Maintenance Or-
ganizations conference here Oct.
23-24.

"Any potentially meaningful pri-
vate sector efforts should be
thoughtfully considered and ac-
tively pursued" before govern-
ment steps in to do something
about rapidly escalating health
care costs.

"We have put a great deal o f em-
phasis on communications," Mr.
Kneen said. When an HMO is of-
fered, employees receive an anal-
ysis comparing IBM's health in-
surance coverage with the HMO's
services.

Employees are encouraged to
talk to other HMO subscribers and
visit the facilities. IBM produced a
short film with comments from

employees participating in HMOs
and has discussed HMOs in its
company publication.

Administering the HMO option
for a company as large and wide-
spread as IBM has had its difficul-
ties. Plant, laboratory and head-
quarters locations usually have
sufficient personnel to handle
HMO administration, Mr. Kneen
explained. But IBM formed a spe-
cial four-person HMO unit at cor-
porate headquarters to provide
support to the smaller locations.

Enrollment has grown to 7.5% of
about 80,000 employees participa-
ting in 98 HMOs today, from 7% of

Making the 80's Work for You.
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wayyouwant.
Whatever,your special assistance needs, Brown
Brothers Adjusters is the specialist to meet
them. From temporary help to partial investiga-
tions to full-time professional problem-solving
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Brothers Adjusters - we're the specialist that
works the way you want.

License B-137

Brown Brothers Aalusters *
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TELEX: San Francisco - 34-472 • Honolulu -63-4266 · Los Angeles - 67-234

"We put emphasis on communi-

cations," says Harold Kneen.

26,000 employees participating in
five HMOs in 1975.

One-third are individual practice
associations and the rest are group
models. IBM's approach is to offer
all federal or state accredited

HMOs, both closed panel and IPA.
So far, the HMOs' cost-saving

ability is being taken largely "on
faith," Mr. Kneen said. But he said
the implications are clear that they
represent a cost-effective delivery
system.

Cost is not the only factor affect-
ing employee participation in
HMOs, Mr. Kneen noted. Geo-
graphical factors and general com-
munity acceptance are as impor-
tant.

In the future, IBM will focus on
increasing HMO availability to em-
ployees, improving education re-
garding the HMO option and ad-
ministering the plans, Mr. Kneen
said.

IBM also is playing an active role
in community-based efforts to de-
termine HMO feasibility and de-
velopment of new programs.

"We believe it is important that
any HMO development effort have
broad community support and not
merely be the product of a nar-
rowly based special interest
group," Mr. Kneen added.

IBM's health care strategy as-
sumes each individual has a signif-
icant responsibility for his or her
own health. It believes programs
should be voluntary, privacy must
be maintained and the company
should not take over all financial

responsibility. .

Broke HMO
closes doors

TOLEDO, Ohio-Health Plus, a
health maintenance organization
serving about 8,000 subscribers
here, closed its doors Oct. 15 be-
cause of insolvency.

The group practice health plan,
which was opened about two years
ago, had been offered by about 100
area employers, said state insur-
ance warden Jim Touse.

"It was a federally qualified
HMO that had run through the fed-
eral money and then closed," Mr.
Touse explained. He expects most
outstanding debts will be covered
by the HMO's remaining assets.

Arrangements have been
worked out for former HMO sub-

scribers to receive immediate cow
erage through either their
employer's indemnity plan or Blue
Cross of Northwestern Ohio. Pre-

existing conditions should be cov
ered under the special arrange·
ments, Mr. Touse said. •
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Sandia

polices
absences

SAN FRANCISCO-Employees
who play hooky at Sandia Lab-
oratories have to answer to an em-

ployer that follows a tough pro-
gram to reduce absenteeism.

Sandia of New Mexico estimates

it has saved $966,000 or 36 man-
years of production during the
first year of its Sickness Absentee-
ism Monitoring Plan, says Eldon
E. (Tex) Ritterbush, supervisor of
customer and supplier accounting.

The plan, which penalizes em-
ployees with high absenteeism
records, was designed to assist em-
ployees with health problems, Mr.
Ritterbush said. He explained the
plan to a small group at the Na-
tional Assn. of Employers on
Health Maintenance Organiza-
tions conference Oct. 23-24 in San

Francisco.

The program has five steps, each
progressively more punitive. It ex-
cludes employees with known

long-term medical problems, but
cracks down hard on others.

An employee is placed in the
plan if he or she has four separate
absences or is out 25 days in a year
or in any one of the previous three

years.

Once in the program, an em-
ployee progresses another step
with each absence and is penalized
accordingly. Ultimately he or she
can be fired.

The steps are:
• The absence is reviewed by

the medical department; the su-
pervisor is notified; a discussion is
set up with the supervisor and the
employee is informed of available
support services, such as a clinical
psychologist and alcoholism coun-
seling.

• A second discussion is held

with the supervisor; the employee
is advised that he or she will not be

paid for the first two days of the
next absence.

• A discussion is held with the

next level supervisor; the em-
ployee is advised he or she will be
suspended for five days if absent
again.

• A second discussion ls held

with the next level supervisor; a
formal review is held by the em-
ployee benefits committee to rec-
ommend action for the next ab-

sence.

• The employee is suspended or
fired, as recommended by the
committee and the company vp.

An employee moves back down
the scale for each three-month pe-
riod he or she is not absent because

of sickness, Mr. Ritterbush ex-
plained.

Mr. Ritterbush is convinced the

plan works. Without it, he estimat-
ed 778 employees would be absent
more than four times a year. Of
these, he figures 42 would reach
step four and 26 would progress to
step five.

But under the plan, none of the
197 employees enrolled during the·
first year progressed beyond step
three. •

Chemical study
WASHINGTON-A new re-

search project administered by the
Chemical Manufacturers Assn.
here will examine the toxicologi-
cal aspects of several industrial
chemicals widely used as solvents
and intermediates in manufac-

turing other chemicals and syn-
thetic fibers.

The study, sponsored by 10
chemical makers, will review liter-
ature to compile information on
the chemicals, known as ketones,
and determine the need for further
testing. .
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The Sickness Absenteelsm Monitoring Plan has saved an estimated
$966,000 during its first year, says Eldon E. (Tex) Ritterbush.

business insurance, November 10, 1980 / 53

D ella Lloyds Insurance WHY YOU LL
Company can give

you competitive PREFER DELTA
quotes on cover-

ages for your low
risk clients. Since FOR PREFERRED
we're a Lloyds company
we're free of rate control TEXAS RISKS.
and can offer exceptionally
low rates for property and inland marine insurance in
Texas. Call Avrohm Wisenberg at (713) 621-8650. And
let us show you why you'll prefer Delta for your pre-
ferred risks.

DELTA
DELTA LLOYDS INSURANCE COMPANY 4--1

R O. Box 2045 Houston, Texas 77001

A Lloyds Company. Best rating "A'.

Need an assist?
We're here.

Wherever you do business, Argonaut is close
by. With over 30 offices nationwide-and more on
the way-we can respond to the needs of local
business and your needs as an agent. After all,
we're neighbors.

We're partners, too. What our agents do is vital
to what we do, and we work hard to serve you
well-with over 30 years of specialty experience
in Workers' Compensation and Hospital Liability;
with expertise in property and other commercial

casualty lines; with whatever assistance you need
to put together the best insurance program for
yourclient.

If you want the support of a reliable, financially
strong carrier, call Argonaut. We're with you all
the way.

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



RIMS to hold seminar . .

NEW BRUNSWICK, N J -The Speakers will be Jerry Latrell of Engineering model
New Jersey chapter of RIMS lS Nabisco, Stu Fuhrmann of Foster
holding a seminar Nov 19 at the Wheeler Energy Corp , Vince
Holiday Inn m Parsippany to ad- Borelli of Marsh & McLennan, Al-
dress the topic of risk manage- fred Haynes and Robert Planer of

ment during construction proj- Johnson & Higgins and Ron Mc-
ects Cartney of General Instrument helps assess risk

Corp

1
Topics to be covered during the By CAROL G. BLITZER

CLAIM MANAGEMENT all-day session starting at 10 30

SERVICES a m are contractual and financial PALO ALTO, Ca-if -Airplanes

RISK MANAGERS/CAPTIVES/REINSURORS considerations, casualty and prop- crack, steam turbir_es crash, nu-

casualty reserves • major case • erty insurance, loss control, safety, clear reactors malfunction, com-
and claims actions pact cars ignite on impact This is Photo Carol G Dlitzeiaudit/review • program analysts

• contract adjusting analysis • Nonmembers as well as mem- the stuff from which risk manag-
• self-insured • aggregate cov bers are invited COSt including ers' nightmares are made
ers • experienced in Fortune 500  lunch lS $40 for nonmembers and Finding out why these accidents

claim programs $15 for members occur-and how likely they are to A

John J. O'Connor Reservations can be made with happen again-is the Job of Failure 3

B.A., L.L.B., 1.1.A. Stephen W Scammell, Becton Analysis Associates, a Northern
Consultant Dickinson & Co, Paramus, N J, California firm of engineering and

11 Patrick Lane 201-967-3870 metallurgical consultants
Wilton, Connecticut 06897 The deadline for reservations is "We are trying to develop quan-

Phone: (203) 762-9564 Nov 12. m titative methods to assist people
makmg decisions about risk," ex-
plained Dr Charles A Rau Jr, vp
and general manager

'NORTH In the past, people have been re-
luctant to discuss costs and safety .

m the same breath, ne points out I

OFTHEBORDER
"Because of that, people have not
come up with a rational basis upon
which to make decisions about

safety," said Dr Rau

Morris & Mackenzie is among the largest privately
owned Canadian firms providing insurance "It's not possible to make a i
brokerage, risk management, engineering and world where we have no risk

benefit consulting services on a national basis There's always a cost-risk trade-

For a copy of our brochure "A Unique off The question is, how much are

Concept In Canadian Insurance Brokerage" contact we willing to spend to make a
product how much more safe?" he "People have not come up with a rational basis upon which to make

any of our regional offices added decisions about safety," says Dr. Charles A. Rau Jr.
Vancouver Calgary Toronto

1199 West Hastings, Suite 306, 1901 Yonge Street, Stanford University professors, explained But someone severely the company's own people haven't
(604) 685-0191 602-11th Ave SW, (416) 482-7400

Founded in 1967 by a group of

Failure Analysis Associates has disabled from a serious accident been able to see because of those
(403) 265-4270

grown to more than 75 employees might justify spending hundreds preconceived notions "
Montreal 4141 Sherbrooke St W (514) 937-5755 with offices in Los Angeles, Hous- or thousands of dollars in detailed "We do a thorough, detailed

ton, Phoenix and Palo Alto Gross engineering analysis ifit were the engineering analysis," sald Dr

MORRIS & MACKENZIE LIMITED
annual revenues are between $4 key to recovery for those damages Rau "I f the results are unambigu-
million and $5 million "It's really a matter of whether the ous and credible to both sides, liti-

2UL
L#,4,*Fa,Kf, Few problems seem too big for size ofthe problem Justifies the ex- gation usually ends People look at

VANCOUVER • CALGARY • TORONTO • MONTREAL the company, but not everyone pense," Dr Rau said the facts and they settle the case "
can affort its expertise A small problem involving a bro- Although its emphasis is on ma-

"A person with a $50 problem ken part could take minimal test- terials or parts failure, Failure
can't afford to come to us beoause ing and CQst $2,000 to $3,000 The Analysis Associates also has a hu-
an hour of our time will cost him other extreme is a detailed engi- man performance group that as-
more than his problems," Dr Rau neering analysis of a mglor turbine sesses human errors That error

failure for a power plant That Job could be made by the user, manu-
might take two years and cost facturer, assembler, inspector or

m Yourlossescanbe $200,000 Dr Rau explains designer
Dr Rau recalls a case in which a

INTERFORUM limited-Econom ic, Past clients have included Ford scuba diver was alleged to have ac-
GROUP, INC.
PRESENTS:

TOXIC
Legal & Insurance

Motor-Co, which recently won a cidentally turned on a certain
criminal suit mvolving its design switch After analysis, it waS found

WASTE approaches exist to othe Pinto gas tank The consult- that with all his gear in place, it
ing firm helped prove that other would be physically impossible for

help you deal compact cars suffered from the a diver to reach the switch
same design problems More than half (f the company's

with environmental Failure Analysis Associates lS business lS failure prevention or

DISPOSAL problems also workmg on a Ford transmis- risk assessment, rather than anal-

sion problem in which cars alleg- ysis of a catastrophe As product
edly begin to roll while in parking liability exposures rise, "compa-

. gear The company also investigat- nies are becoming more and more
ed why Ann-Margret was inlured concerned that defects in product

Meetingsheld: in a Las Vegas nightclub when the design might cause an accident
Nov. 20-21-Chicago stage she was on collapsed a cou- and a lawsuit," explained Mr

%.6421%3 Jan. 12-13-New York ple of years ago and what made a Hammer
steam turbine crack

Af;Zf«tfSM : ,I-#,:41*4:1>1-,*3*8. Jan. 26-27-Denver One of the maJor reasons to call Failure Analysis Associates is
in Failure Analysis Associates is to called in by attorneys, insurance:MYj31:>, fliG:*>·:u %.:i: 63.-* .--t:**i $:s.·t provide independent analysis companies, risk managers and

"There's usually some question manufacturers and does what un-
of credibility," said Ken Kautz, derwriters do, only on a more

. safety administrator at Marriott s quantitative basis
·.. Speakers include: Great America in Santa Clara, Using a "combined analysis " it

.. ': -- h' · 1 5'2 *1*5: ·Es-: f *., Gerard Cu,tis, Calif "Other organizations who figures failure probability by ex-
.. want to examine what happened amining the history of a productAlexander&Alexander;

r: would probably be more skeptical and its components and perform-.*
. Richard Hinds,

.

I . I
ofwork in-house ing an engineering analysis That

..... Cleary, Gottlieb, Great America called inthe com- analysis might include building a

Steen& Hamilton; pany earlier this year to investigate scale model and testing K
. . ,2

. . V.
an accident in which a boy was "When you come up with a newMac Calhoun,

62:..; 7 Lk " ir:4*:::-1..=:.t 44-$;i 6:' "·*: 2 Shand Morahan; killed on a roller coaster The case product there s no data said Dr
is still under litigation Mr Kautz Rau "If you want to make an in-

Constantine lordanou; says Great America is insured by surance decision or an engineering
AIG; Liberty Mutual, which sent in decision about reliability or effi-

:gbi'f :Zi> %».Af::44,;:f.2..y-- D, 4.*·'?72:k John Koloieski, engineers during construction of ciency, you have to have some way

:..',:241::fi.Clr.:6 ,*Atv + ..:*9. 5,**1 Clement Assoc.; the park and after lt opened of estimating risk "
Willy Hammer, a systems safety With a brand new product, Fail-··,2 5**. 7. Grady Means, expert at Hughes Aircraft, agrees ure Analysis Associates can assessC'*: i:/421.LAIA/Fk-vf'2-*2£314*ttt SAGE Assoc.; companies tend to hsten to an in- risk through a probability engi-

Amajo,newconference Write or call today: Charles Humpstone, dependent source neermg approach An engineering

structured to help you work Interforum Group, Inc. Environmental Risk "Some companies have person- model is built and the statistical re-

within the new regulatory 68 William Street Management Services;
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and it's hard to change them are multiplied together to get risk

structure New York, New York 10005 Ken Goldstein, Sometimes you get an outsider and failure probabilities for the
(212) 269.2240 Howden Agencies. and they can come up with things whole product



High voter turnout aids
work comp reform drive

By EILEEN NORRIS

COLUMBUS, Ohio-Last

week's heavy voter turnout helped
supporters here who favor a com-
petitive workers compensation in-
surance system get the signatures
needed to bring the issue to a vote
in 1981.

Backers of the initiative to break

the monopoly of the state workers
compensation fund were expected
to get more than enough signa-
tures from voters at polls on elec-
tion day, said Douglas N. Avery,
executive vp of the Independent
Insurance Agents Assn. of Ohio.
Slightly more than 284,000 names
were needed, equal to 10% of the
vote in the last Ohio election.

But even before supporters were
claiming victory in their second at-
tempted petition drive, opponents
were criticizing the methods used
to get those signatures.

AFL-CIO of Ohio spokesman
John Thomas said the IIAAO and

the American Insurance Assn.

paid petition circulators more than
$1 million for the signatures they
collected on Nov. 4.

"They talk about free enterprise,
but they're paying petitioners for
every signature collected," Mr.
Thomas said. "That has nothing to
do with free enterprise."

Mr. Avery confirmed that peti-
tioners were getting paid for every
signature gathered, but he de-
fended the practice as being "corn-

pletely legal."
"Let me point out that it's not

uncommon to pay solicitors," Mr.
Avery said. "They're (the AFL-
CIO) just trying to demean our ef-
fort."

Ohio is the only industrial state where
workerscompensation is insured
exclusively by a state fund.

Some 5,000 petition circulators
staffed 4,000 polling places the day
of the general election, receiving
an average of 25 cents per signa-
ture, Mr. Avery said.

Petitioners who were able to get
more than a few hundred signa-
tures were paid as much as $1 a
signature, he said.

"All this drive does is qualify us
to be on the November ballot in

1981," Mr. Avery said. "Nothing il-
legal has taken place."

A previous petition drive that
ended in August 1979 after five
months fell short o f its goal. Back-
ers of the initiative want to break

up the state's monopoly on
workers compensation insurance.
Private insurers cannot now write

workers compensation insurance
in the state.

Ohio is the only industrial
state-and one of six states nation-

wide-where workers compensa-
tion is exclusively underwritten by
a state fund. The Ohio Manufactur-

ers Assn. has said employers are
reluctant to vote for a change be-
cause they fear a move to a com-
petitive system will increase costs
(BI, June 30).

A monopolistic workers com-
pensation insurance system is just
the way union representatives
want to keep it, says AFL-CIO's

$3.6 million lawsuit
could bankrupt suburb
Continued from page 3
necessary," Mr. Murray said.

South Tucson officials are not

interested in delaying the outcome
of the case for too long, however,
because a $984 per day interest
clause was tacked onto the award,
"and if we have to pay, we will
have to pay much more," Mr. Mur-
ray said.

The inj ured o fficer is receiving
full workers compensation,' pen-
sion and Social Security benefits
in the meantime, Mr. Murray said.

The suburb's officials are grap-
pling with the problem of how to
raise the necessary money if the
courts ultimately decide in the po-
lice officer's favor. Its $100,000
worth of liability insurance with
the Jefferson Insurance Co. will

hardly help and its current annual
budget is only $2.7 million.

Officials are still mulling four
alternatives for raising the money
if they have to pay.

Reorganization under Chapter
11 ofthe federal bankruptcy law is
possible and so is floating a bond
issue, with the possibility of the
plaintiffs agreeing to a reduced
award.

A special tax assessment, how-
ever, is the least likely option, be-
cause Arizona law requires a spe-
cial election to approve the tax. It's
doubtful South Tucson residents
would vote to tax themselves.

The suburb could sell its prop-
erty, but this also has its draw-
backs. The municipality owns only
a small amount of property worth
less than the total award, Mr. Mur-
ray says.

During the trial, Mr. Garcia's at-
torney argued that South Tucson,
not the police officer who fired the

shot, was liable for the injury be-

cause the suburb poorly planned
and executed the attempt to appre-
hend the' gunman. Mr. Garcia, a
Tucson police dog handler, was on

the front porch of the gunman's
home after releasing his animal to
try to subdue the suspect, accord-
ing to reports.

The South Tucson officer, how-

ever, mistook Mr. Garcia for the
gunman and opened fire.

Mr. Garcia was participating in
the operation under a mutual aid

agreement that calls for law en-
forcement agencies to assist each
other when needed.

Mr. Murray argued, however,
that Mr. Garcia was working under
the supervision of the South Tue-
son police department at the time.
Therefore, Mr. Garcia was an em-
ployee ofthe city of South Tucson,
giving him no more right to sue the
suburb than his own employer, the
city of Tucson.

He also countercharged that the
Tucson police force was negligent
because Mr. Garcia went to the

porch on the orders of a supervisor
from his own department, not the
South Tucson police. "The South
Titcson officer did not have a rea-

son to believe he (Mr. Garcia)

would be,there," Mr. Murray said.
The suburb carried only a mea-

ger $100,000 in liability coverage
because its previous insurer can-
celed after a police officer in 1977
shot and killed a civilian who re-
portedly tried to run him over with
an auto, Mr. Murray said. "$100,000
was all we could get at the time and
the premiums were exorbitant."

Sou'th Tucson now has liability
insurance limits of $1 million, un-
derwritten by Drake Insurance Co.
and brokered by Fred S. James. •

Mr. Thomas.

"We're fighting the change be-
cause we know there is just so
much money in workers compen-
sation funds out there," he said.
"Welookatworkerscompensation
as a social insurance program-
there's no need for profit."

He said the AFL-CIO plans to
lobby between now and next No-
vember to defeat the proposition.•
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Panel prepares
an endorsement
on volcano loss
Continued from page 3
Co. Inc. in Seattle. The task force
could:

• Suggest a standard endorse-
ment for all companies to use.

• Compile a set of minimum
principles of what should be in-
cluded in an endorsement and let

each company write its own.
• Develop definitions of explo-

sion to include volcano eruption,
including the dropping o f ash.

The problems with business in-
terruption losses also are being
considered, Mr. Solon said, but
won't necessarily be addressed by
specific wording. "If you define
explosion to include volcanic
eruption and the deposit of ash,"
he said, then coverage under busi-
ness interruption policies follows
automatically.

Another committee member
doubts whether the committee can

deal with the business inter?up-
tion issue because of the amount of

controversy and money involved.
"Most companies that will pay

for ash removal will not pay a dime
for business interruption," he
added.

It's also been proposed that a
$250 deductible apply to losses
from volcanic eruptions, but that
there be no additional premium
charge when the endorsement de-
tailing volcano coverage is a:-
tached to policies.

The $250 deductible "would
knock out the nuisance claims."
said Richard Farrell, public affaits
consultant of the Washington In-
surance Council.

Mr. Jarvis pointed out that only
about $14 million to $15 million
has been paid out to date. "Consid-
ering the magnitude of the blast,
the cost is not that much," he
added.

Most insurers say the coverage
already exists, admitting it is suk -
ject to interpretation, Mr. Farrell
said. Most policies cover explc-
sions. The downstream damage
from mud and flooding was cor-
ered by national flood insurance,
he added.

The number of flood insurane.

policies sold in Cowlitz and SkE-
mania counties near Mount St. He- ,
lens rose to 12,328 as of Sept. 31
from 800 before the May 18 eruf-
tion, he noted. I
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Orthopaedic Hospital monthly health
insurance premiums for full=time employees

T,pe

Of i

Coverage

.Single Coverage
(Employee Only)

2-Party Coverage
( Employee and
One Dependent)

Family Coverage
( Employee and
Two or More

Dependents)

'Single Coverage

Health Insurance
Plan A

Deductible:

$50 Basic Benefits/
$10011*lor Medical

Employee Hospital
Pays Pays

-0- $64.80

$31.50 $96.30

$50.08 $120.76

Dividend to Employee:

Heat Insurance

Plan B

Deductible

$250 Combined

Basic or Malor
Medical

Employee Hospital
Pays Pays

Hedth Insurance

Plan C

Deductible:

$400 Combined
Basic or Major

Medical

Employee Hospital

Pays Pays

$51.84 -0. $43.20

$5.94

$15.45

$96.30 $85.20

$120.76 -0- $113.90

$12.96/month

($155.52/year)
$21.60/month

($259.20/year)

High deductible earns cash
Continued from page 3
total cost of health care services

under the plan, it is reasoned.
"The ultimate long-term goal is

to drive down utilization," Ms.
Fein said. In the past seven years,
the price of health insurance for
753 employees at Orthopaedic
Hospital rose 254%

As a new self-insurer, Ortho-
paedic Hospital is especially con-
cerned about reduting total use of
its health benefits.

The total cost of medical insur-

ance is paid by the hospital for all
single employees, regardless of
whether the employee selects the
$100 deductible plan or the $400
deductible plan.

But the monthly cost of insur-
ance for an employee with one or
more dependents is greatly re-
duced if the employee selects a
$250 deductible instead of the
$100, and there is no charge to the
employee for insurance ifhe or she
selects the $400 deductible.

The cash dividend to the single
employee who selects the $250 de-
ductible is $155.52 a year. The sin-
gle employee who selects a $400
deductible gets $259.20.

This dividend could be taxable

to the employee as income, but the
Internal Revenue Service has not

issued any formal opinion on this
type of reimbursement.

Seventy percent of Ortho-
paedic's employees have chosen
the higher-deductible plans since
they were introduced Oct. 1.
Claims under the new plans,
which are self-insured in a 501(c)(9)

trust, are administered by R.L.
Kautz. Blue Cross had underwrit-

ten the hospital's group health in- =
surance for the past 28 years.

Here's how each plan works for a
single employee whose premium

is paid by the hospital and who
runs up a $500 bill in one year:

Plan A

$500 expense
-$100 deductible

$400 covered expense
x 80% coverage

$320 plan pays

$180 cost to employee

Plan B

$500 expense
-$250 deductible

$250 covered expense
x80% coverage

$200 plan pays

$300 cost to employee
-$155.52 dividend

$144.48 net cost to empoyee

Plan C

$500 expense
-$400 deductible

$100 covered expense
x 80% coverage

$80 plan pays

$420 cost to employee
-$259.20 dividend

$160.80 net cost to employee

These examples show that if the
employee predicted he or she
would use the health care system,
the employee would want to
choose the $250 deductible as the
best bargain.

But if the employee didn't ex-
pect to use the health care system,
he or she would likely bet on tak-
ing the bigger deductible of $400
and getting $259 cash in hand.
"We tried this program at an-

other hospital without the incen-
tive and got about 30% enrollment.

Orthopaedic wanted to do better,"
Ms. Fein added.

Free coverage regardless of the
number of dependents under the
$400 deductible plan is especially
appealing to many employees, Ms.
Fein says.

"There are many cases where a
single parent making $12,000 to
$14,000 a year just can't afford the
average ($50.08) monthly pre-
miums."

Orthopaedic Hospital is the first
hospital in Southern California to
offer cash incentives to encourage
selection of a higher-deductible
plan. Several others are using
multiple-deductibles, including
Methodist Hospital of Arcadia,
San Pedro Peninsula Hospital and
Beverly Hospital in Montebello. •

The Wetzel
Company,Inc.
Excess and
Surplus Lines
Reinsurance.
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Only through
Agents,Brokers &
|nsurdnce Compdnles
PO Box66459
Houston,Texas77006
713/593-3003·Telex:76-9053



LNG ship losses

as 1 occurrence
Continued hum page 1
or restrict underwriting because of
the loss.

Whether world reinsurers out-

side of London will agree the loss
of the three ships is one occur-
renee remains to be seen.

Treating each ship loss as a sin-
gle occurrence would reduce di-
rect-line insurers' access to excess-

of-loss reinsurance beduse the

reinsurance carried high per-oc-
currence retentions. But consider-

ing all three ships as one loss could
push any individual insurer's loss
on the ships above its retention.

Among American insurers with
direct-line exposures on the loss
are American International Group,
Marine Office of America and

Highlands Insurance Co. Execu-
tives at these companies could not
be reached for comment.

American Hull Insurance

Syndicate's 55 members, who are
bearing a $27 million loss on their
15% of the $180 million builders
risk policy, probably won't benefit
from the determination.

The syndicate doesn't have ex-
cess-of-loss reinsurance and most

o f the members' shares o f the loss
will fall within their own reten-

tions, noted chairman Allen Schu-
macher.

Mr. Schumacher noted he agrees
the loss should be considered one

occurrence because the insulation

problem and parties involved are
the same on all three ships.

But Roy Bromley, lead U.K.
reinsurer who heads Sphere Drake
agency in the Alexander Howden
Group, told Business Insurance,
"We expect there will be substan-
tial calls on excess-of-loss layers.
We took a long time to examine all
the implications.

"It is clear this is a most unusual

case. It's the most complicated
we've had for at least six years in
the reinsurance market here, so we
are well aware o f the repercussions
of our fmdings.

"Our decision is not binding, as
it can vary according to individual
policy contracts, but we assume it
will apply to most reinsurance
placed for excess-of-loss at Lloyd's
on this transaction.

"But we hope reinsurers in other
markets will follow our lead, in-
cluding those in such widely seat-
tered centers as Japan, France,
West Germany, Scandinavia and,
of course, the U.S. as well."

Ultimately, the effect ofthis rec-
ord-breaking loss on the marine in-
surance market will be felt

throughout the world, but will be
spread over a well-proportioned
period of time.

The $300 million claim is to be
paid under installments, with the
first $90 million installment fol-
towed by three of $70 million in the
next three years.

The payments are being made to

El Paso Co. under a $180 million
builders risk policy purchased by
Avondale Shipyard, which in-
cluded El Paso as a named in-

sured, and two policies providing

$120 million in coverage pur-
chased by El Paso to protect its
owners' interest in the ships.

Not all London underwriters are

happy about the Lloyd's decision.
rhose who are excess-of-loss rein-

surers for the direct-line under-

writers are displeased, one source
told Business Insurance.

In an unrelated but similar case,
a storm of controversy hit the
European reinsurance market last
year when one big German under-

writing group agreed two casual-
ties in a mid-Atlantic storm at the
end of 1978 should be classified as

a single loss, even though they oc-
curred 1,000 miles apart.

They were the $40 million Ger-
man freighter Munchen, which
sank without a trace, and the $14
million dry dock Forrestaal, which
was damaged undertow. Some un-
derwriters believed this was stret-

ching coincidence too far, but it
was pointed out that reinsurers of-
ten accept separate incidents in
U.S. hurricanes as stemming from
a single event. •
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CHANCES ARE
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INSUREB fOR
POLLUTION LIABILITY
Most companies today don't have adequate insurance
protection for pollution. The reason is simple. Until now,
most liability policies limited coverage to sudden and
accidental pollution occurrences. Like pipeline ruptures,
chemical explosions or the blow-out of wells. However,
damage occurring over a gradual period of time, such as
a slow oil or chemical leak, is not normally covered
under most standard liability forms.

At Wohlreich & Anderson, we know that new technology
means new risks. That's why we have introduced En-
vironmental Impairment Liability Insurance. It's de-
signed to protect companies from all types of pollution
liability.

Environmental Impairment can be tailored to your in-
sured's specific needs. it covers gradual pollution of
water, air and property. and clean-up costs as well. It
can even cover sudden and accidental occurrences if

not already included in your client's present policy A
special engineering service is also provided which can
be of valuable assistance in identifying possible pollu-
tion exposures.

Formore information, please contatt yournearest Wohl-
reich & Anderson branch office, or send in the coupon
below.

Wohlreich & Anderson
We're the market others have to beat.
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Employers, insurers feel pain of stress
Continued from page 3 more than a little taxing on the sation claims stand the loss than the worker," tion" of the statutes
after an incident said to have company's budget "Ifa worker wins total disability, said Aetna's Mr Paris. "But the in- California and Michigan also rec-
caused the stress, so it's hard to There is a feeling, too m the m- the benefits could be $300,000 over dustry feels that we shouldn't take ognize as compensable cumulative
measure the impact "Emotional dustry that the trend in court is to a lifetime," Mr Stevenson said the full blunt ofthe claim when the trauma on the Job
stress claims are becoming much favor the employee, says Donald "But if the employee's attorney stress could have been caused by "Michigan is one of the states
more prevalent," he added Eggenschwiller, director 02 corpo- isn't SO sure the stress claim is go- something years before " that lets the employee be the Judge

"Occupational stress claims are rate loss performance for Standard mg to be awarded, he might settle Several sources said the mor- of his condition," Mr Vogt said "If
definitely becoming more com- Register Co in Dayton, Ot 10 for $13,500 " ity of the occupational stress a worker there says he has occupa-
mon," said Robert P. Dixon, "I honestly fear an epidemic of A spokesman for a maor claims they've dealt with have tional stress and the psychological
claims manager for Fireman's these claims," Mr. Eggenschwiller Midwest telephone company ad- sought total permanent disability pressures cause him to be unstable
Fund Insurance Co in San Fran- said "We all have stress in our Job mits to recently "buying off" a and "notJust the 10% a company is emotionally, then he's under occu-
cisco He has handled workers and our family life. Who's to say stress claim for $20,000. He said the liable for if an employee loses a pational stress "
compensation claims for more what prompts it9" risk was so great the Judge might limb," Mr. Paris said But Michigan's director of thethan 30 years Confusion over the defirition of rule that the employee was per- If a claim ends up in a lawsuit, it bureau of workers disability com-"This type of claim only occupational stress is com- manently disabled, that the com- gets to be the pursuit of dollars, pensation strongly disagrees
emerged in the early 1970s," Mr pounded by different interpreta- pany felt bound to " negotiate says Robert W Ridley, an attorney "Claims are compensable if theDixon said "It's more popular in tions of the laws, which vary in rather than take the chance " and partner ofForster, Gemmill & employee is permanently and to-supervisory and managerial levels every state "If the employee had won, we Farmer in Los Angeles tally disabled," said James Bra-than lower-level positions " Most state workers compensa- would have been paying $250,000 kora, head of the bureau, whichMore productivity demands, tion laws, however, consider stress over his lifetime," the source said Where the claim is filed can also hears Michigan's disputed claimsconstraints and deadlines on an occupational disease, which is In that state, a permanently dis- be an important consideration .There are some hberal interpre-workers have added to today's any affliction that arises out of or abled employee is entitled to when it comes to collecting, Mr tations by the courts And it is truestress ful environment, says Mr in the course of employment, said $250,000 over a lifetime or 20 years Ridley noted that our labor community lS SO-Dixon The increase in claims re- Georgeanne Riley, an attorney of workers compensation pay- "California is a heavy verdict phisticated in terms of their legalflects a public that lS better edu- with the Illinois industrial com- ments, whichever is greater state," he said "And in California, rights "Gated in its legal rights, he adds mission The commissio-1 hears The same source said he fears you have to remember that every- Most sources said they would"The legal profession is aware the disputed cases news of the settlement will get oneinthe Jury box probably has a like to see the liability for stressthat judges are more lenient," Mr around to other employees in the psychiatrist " Most of the stress claims spread among other stress
Dixon said "And don't think She said an occupatioval dis- company who may get claim ideas cases he's seen hape been settled producers besides employersjudges aren't more sympathetic- ease covers nervous disorders and of their own out o f court As an example, one source toldthey're under stress themselves " mental derangement and is usu- "We've found that when we California and Michigan are the the story of a personnel managerStress claims are creating more ally compensable The employee's make a settlement in one area, the two states most often mentioned who filed a claim alleging his Job
than Just a little distress for some attorney, however, must prove the claims increase " he said by industry experts as taking a lib- caused him to become mentally 111claims managers, like Robert E Job actually caused the 111-less "An expensive claim can be set- eral view of state workers compen- The manager was charged withPans at Aetna Life & Casualty In- Many companies admit they try tled (out of court) for upwards of sation laws carrying out affirmative action forsurance Co in Hartford to negotiate some sort of settle- $20,000," said Carl Vogt, claims Michigan is a big industrial state the company He said having to ad-

"We're used to bodily inJury and ment with the employee :o avoid manager for General Tire & Rub- with powerful labor unions, which vance people on the affirmative ac-emotional claims with a traumatic litigation ber Co in Akron, Ohio actively encodrage employees to tion principle caused him toinjury," he said "But what's new 44

A lot of money is paid out of Occupational stress claims only take full advantage of their com- "crack up "
now is that someone yelled at by fear," said Douglas Stevenson, an account for about 5% of our vol- pensation benefits, says INA's Mr "His claim was based on his in-
his supervisor will file a stress attorney with the firm of Rooks, ume, but they can hurt if they go to Kinzel ability to carry out the policy of theclaim " Pitts, Fullagar & Poust m Chicago court," Mr Vogt said Another source said the big federal government," said the

Sources say going to court over He specializes in defending em- "The feeling by the courts is that money behind the unions helps in- source
occupational stress claims can be ployers hit with workers compen- the employer is more able to with- fluence a more "liberal interpreta- The claim is pending in court •
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ge bad situation: Exec Chan
 CHICAGO-Stress is here to stay, so learn to

cope with it or get out of that stressful situation.
That's the advice of Michael J. Smith project

officer of the National Institute of Occupational
Safety and Health in Cincinnati.

More businesses should look into stress-reduc-

tion programs for their employees, he says.
"Management has to be made to see a payoff in

terms of convincing them they can make an im-
pact," Mr. Smith said.

"Fora numberof years I spent my time trying to
convince managers that a good occupational
safety program was going to save money on
workers compensation costs," he said.

"It shouldn't be at all hard to convince man-

agers of the savings that could be had with good
* occupational health."

Research into job-related stress suggests em-
ployers look at how repetition of work may affect
their employees. Mr. Smith said employers also
should take Vie time to ask workers what bothers
them about their jobs.

"Sometimes it's possible to take the stress
away," he said. "Many companies can deal with it
by removing the employee from the stressful situ-
ation. Ifyou can't take the stress away, employees
must be taught how to cope with it."

Larger corporations sometimes have experts to
counsel employees through stressful situations,
Mr. Smith said. But even smaller companies can
at least promote exercise as a good outlet for emo-
tional difficulties. *

"An employee can burn off the stress hormones f
with some rigorous exercise, but sooner or later
the employer should get at the root of the prob--
lem," Mr. Smith said.

"It's hard to define stress. It doesn't happen -
overnight. Stress is a cumulative trauma and it's
hard to pinpoint the events leading up to it." 2,

But it can be a real pain to the body, Mr. Smith
and an industrial psychologist agree.

Job pressure can affect the heart, lungs, gastro-
intestinal system and just about every part of the -
body, Mr. Smith says.

"Stress is related to the balancing system of the
body, so it can affect us both mentally and physi-
cally."

"Stress seems to be a rual type of occupational
disease," said Steven Sauter, an industrial psy-
chologist at the University of Wisconsin.

"What is significant is that we all spend a large
part of our day working. When something that is
that.major in our lives causes stress, it involves
ego status and psychological damage," he said. -/

Research says laborers,
secretaries afflicted most

CHICAGO-Laborers, secretar-
ies and office managers are more

likely to suffer from a stress-re-
lated disease than are equipment
operators, mechanics and person-
nel workers.

Middle managers are under
stress, too, and concerns about
risk can be most debilitating.

A National Institute for Occupa-
tional Safety and Health study,
which examined more than 22,000
health records of Tennessee

workers in 130 occupations, found
definite correlations between dis-
ease incidence and occupation,
said Michael J. Smith, NIOSH
project officer.

The research is far from the

"whole state ofthe art," he admits,
but it does give a glimpse into oc-
cupations that show a high inci-
dence of coronary heart and artery
disease, hypertension, ulcers and
nervous disorders,

Researchers examined Tennes-

see death certificates and hospital
and mental health center admis-

sions from 1972 to 1974. Occupa-
tions that had fewer than 1,000 em-
ployees were eliminated from the
study.

By clustering occupations with a
similar incidence of disease from

all three data sources, 40 occupa-
tions with a higher-than-expected
incidence of stress-related disor-
ders were identified.

Twelve occupations with the
highest disease incidence were la-
borers, secretaries, inspectors,
clinical laboratory technicians, of-
fice managers, managers/admini-
strators, foremen, waitresses/
waiters, machine operators, farm
owners and painters.

Of the remaining 28 high-stress
occupations, six were in the health
care field and the remainder were
blue-collar skilled and human and

public service oriented.
Blue-collar skilled and technical

workers reported high levels of
job dissatisfaction, boredom, anx-
iety and depression, while the pub-
lic welfare employees complained
of little public recognition or grati-
tude compared to the services
rendered.

Most of the high-stress jobs re-
quired a fast-paced workplace,
long working hours, repetitive
and/or boring tasks and an overall
feeling of pressure, tension and
anxiety without outlets for those
feelings.

The dollar impact of stress ill-
ness on retirement programs, hos-
pital and health insurance pro-
grams, life insurance and unem-
ployment insurance programs is
unknown.

"These costs are being further
compounded by the fact that we
now have to abide by the dicta of
the Rehabilitation Act of 1973, un-
der which we have to hire almost

everyone who applies for a job, re-
gardless of handicap," Mr. Smith
said.

Handicaps aside, a study under-
taken in 1977 estimated the cost of

executive stress in this country to
be $10 billion to $20 billion-a fig-
ure higher than the corporate
gross revenues of all but the three
largest U.S. industrial corpora-
tions.

This "conservative" loss esti-

mate covers only the tangible costs
of executive stress, said James W.
Greenwood, author of the analysis
and a senior instructor in the gen-
eral systems division at IBM Corp.
in Georgia.

"The estimate does not include

the indirect cost of such items as

restricted activity and decreased
productivity," Mr. Greenwood's
study says.

Emotional disability claim OK'd
ALBUQUERQUE-This city

must pay former transit manager
Thomas Gore up to $111,828 in
workers compensation for an emo-
tional .disability, a district court
judge has ruled.

Mr. Gore, 59, suffered the dis-
ability as a result of being demoted
two years ago and not being as-
signed meaningful duties thereaf-
ter, districtjudge Gerald Cole said.

Judge Cole said Gore is totally
disabled and should receive

$186.38 a week, retroactive to July

1, 1979, for a period not to exceed
600 weeks or until his circum-
stances change. The payments and
the 600-week duration are the
maximums allowed under the

New Mexico workers compensa-
tion act. Mr. Gore's salary ex-
ceeded $400 a week.

The judge said Mr. Gore also is
entitled to "reasonable attorney's
fees" of $8,000 and held the city lia-
ble for all reasonable future medi-
cal, psychiatric, hospital and medi-
cation expenses necessary. •

Mr. Greenwood, who has co-
written a book on stress entitled

"Managing Executive Stress: A

Systems Approach," estimates the
cost of executive stress will be

closer to $70 billion to $80 billion in
the 1980s.

The higher cost reflects in-
creases in the cost of health care

services, he said. •

WHY ITS GOOD BUSINESS TO HAVE RANGER'S
SPECIALIZED PROTECTION

Our kind of

specialization means a
more knowledgeable

handling ofour customers'
insurance needs.

The dictionary says that to specialize is"to concentrate one's
efforts in a special activity or field..." That's just what we
have been doing for many years - providing specialized

products and services to our customers on the best possible
basis at all times.

** RANGER
. . INSURANCE COMPANY

„ A Subsidiary of

A
Anderson Clayton

Atlanta • 404-457-7211 (RO. Box 105028) 30348

Denver • 303-779-8383 (RO. Box 3195) 80111

Houston • 713-622-6500 (RO. Box 2807) 77001

Kansas City • 913-649-5500 (RO. Box 8650) 64114

THE SPECIALISTS

Well
take the

risk
We just might be able to turn your "liabilities'' into "assets''
Don't give up. Let us place that difficult risk. Through our
facilities and capabilities, we can become an important
extension of your underwriting organization. We're specialists
in the insurance specialty market.

Liability-Property insurance
• Fire • Excess

• Package Policies • Buffer Layers
• First Loss • Liability
• 0. L. & T. • Product

• M. & C. Products • Excess Liability

• Special Events • S. M. P.

• Primary • Marine

Admitted und Surp/us Faci/i/ics

mi A-rm
International Excess and Treaty Managen, Inc.

Insurance and Re-Insurance .:

56 PINE STREET. PROVIDENCE. RHODE ISLAND 02903 TEL. (401) 272-5198

TELEX 952022 • BOSTON (617) 482-6526 • NEW YORK (516) 938-5566
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Changes to come with Reagan at reins
Continued from page 1
also has jurisdiction over all pen-
sion and health issues.

• Regulatory agencies, such as

the Equal Employment Opportu-
nity Commission. which has been
accused of creating legislation
through regulation, will be put on
a much tighter leash.

Immediately, Mr. Reagan's win
probably kills chances for the Risk
Retention Act being passed by
Congress in the lame du61: session.
Congress will meet for only a short
session to pass a few appropria-
tions bills needed to keep the gov-
ernment running and will avoid
controversial issues, experts say.

The Reagan administration,
however, is expected to support
the Risk Reten:ion Act, which
makes it easier for businesses to

grcup self-insure product liability
risks, and to seriously consider
product liability issues plaguing
its pro-business constituency.

Key changes in the federal
government's approach to corpo-
rate insurance issues will begin in
the Senate Labor and Human Re-

sources Committee. Conservative

Republican Sen. Orrin Hatch of
Utah will take over the committee

chairmanship from Sen. Harrison
Williams, the liberal New Jersey
Democrat who loses nis job as his
party becomes the minority in the
Senate.

Sen. Williams has been indicted
in:lle Abscam bribery scandal.

Sen. Hatch is expected to push
for legislation barring OSHA from
most inspections at smaller firms.

The Republican Party endorses
such legislation and President-
elect Reagan wants the agency to
concentrate its rescurces on en-

couraging voluntary compliance
by employeri Mr. Reagan will re-
place Eula Bingham, the current
OSHA chief, but her successor has
not been chosen.

With Sen. Hatch as chairman,
the Senate Labor committee will

no longer focus on federal stan-
dards for state workers compensa-
tion prcgrams as it has for the .ast
eight years.

"Federal work comp-it's a dead
horse," said Les Cheek, vp-federal
affairs for Crum & Forster. "They
will flo g it no longer."

In its commitmen: :0 improved
business productivity the Reagan
administration is expected to sup-

Interocean Agency, Inc.
- Reinsurance Brokers -

Announces the Opening of
its new Branch Office

2222 Ponce de Leon Boulevard, Suite 602, Coral Gables, Florida 33134

Telephone: Telex:

(305) 445-0540 WUD 52-2001 Inteocean

ITT 44150110,4

Reinsurance: Treaty 6 Facultative
Excess 6 Surplus Lines

A subsidiary of Frank B. Hall Reinsurance Holdings. Inc.

CHRISTIANIA
General Insurance Corp. of N.Y.

In the U.S. since 1918

REINSURANCE
SWITZERLAND

General Insurance Corp. of N.Y.
In the U.S. strice 1872

Main Office: 102 White Plains Rd . Tarrytowr. N Y 10591
914-631-3636-TELEX 137499

Facultative Dept 59 Johr Street. New YerK. N Y 10038

212-285-1076-TELEX 645272

port legislation that would cut
back the scope of the expensive
federal longshore and harbor
workers compensation act.

"They would be more sympa-
thetic, (to the legislation)," said
Thomas O'Day, government rela-
tions officer at the Alliance of
American Insurers.

Sen. Williams has blocked pro-
posals to cut compensation under
federal longshore law.

As a candidate, Mr. Reagan
made it clear there would not be a

comprehensive national health in-
surance proposal coming out of
the Oval Office if he were elected.

Mr. Reagan probably will back
more modest programs that em-
phasize preventive care, says
Steve Schanes, president of
Schanes Associates in San Diego,
a benefit consulting firm.

"You'11 see more programs to
keep people healthy and away
from doctors and hospitals."

Mr. Reagan's election will force
President Carter's pension com-
mission to take a closer look at

costs before making final recom-
mendations, says Kenneth Keene,
senior vp at Johnson & Higgins in
New York.

But as a brainchild ofthe Carter
administration and appointed by
President Carter, the commission
will have marginal influence now,
says Michael Romig, director of
employee benefits at the U.S.
Chamber of Commerce.

Some pension experts believe
the Reagan. administration will
give its blessing to tax deductions
for employees' pension contribu-
tions.

With Mr. Reagan supporting in-
creased capital formation from pri-
vate funds to stimulate the econ-

omy, it seems logical he would
favor tax deductions for pension
contributions, notes Theresa Stu-
chiner, a partner at Kwasha Lipton
in Englewood Cliffs, N.J.

New leaders on pension issues
must emerge to carry this legisla-
tion. Sen. Jacob Javits (R-N.Y.),
one of the founding fathers of the
Employee Retirement Income Se-
curity Act, lost his independent
bidfor re-election, running on the
Liberal Party ticket.

Rep. Frank Thompson (D-N.J.),
chairman of the House subcom-

mittee on labor-management rela-
tions, which oversees pension is-
sues, also was defeated.

There's more continuity on
product liability issues and the
changes coming may help propel
the Risk Retention Act through
Congress in 1981.

Rep. Richardson Preyer (D-N.C.)
will reintroduce the measure in the
house, an aide said.

And Rep. John LaFalce (D-
N.Y.), the leading product liability
expert in Congress, was re-elected.

It' s uncertain now who will pick
up the Risk Retention Act in the
Senate, where the.law got hung up
this year. Sen. John Culver (D-
Iowa), who sponsored the pro-
posal, lost his re-election bid.

The likely new chairman of the
Senate Commerce Committee,
Robert Packwood (R-Ore.) is ex-
pected to be more sympathetic to
the act than outgoing chairman
Howard Cannon (D-Nev.). It was
Mr. Cannon's decision to attach a
tourism measure to the act that left

it languishing in the Senate.
Business groups are determined

to push for the act and some of
them are well connnected to the
new administration. "We won't

give up," said David Sloane of the
National Assn. of Wholesaler-Dis-
tributors.

James Mack, public affairs
director of the National Machine

Tool Builders Assn. and a leading
advocate of the Risk Retention Act

and federal and state tort reform,
has close ties with high-ranking
Reagan aides.

Most observers doubt that

change in administration will
cause the Treasury Department to
change its opposition to tax breaks
for self-insurance and captive pro-
grams. Tax deductions for pre-
miums paid to wholly owned cap-
tive insurers alone would create

such large revenue losses, "Trea-
sury as an institution would stand
up on its hind legs and fight it to
death," said Mr. Cheek.

The status quo also seems en-
sured for the McCarran-Ferguson
Act, the 1945 law that favors state
regulation of insurance.

"While Sen. (Howard) Metzen-
baum (D-Ohio) will push for re-

peal, his appeal probably will fall
on deaf ears in the Reagan ad-
ministration," said Mr. O'Day of
the alliance. As strong proponents
of states' rights, Reagan officials
contend the federal government
shouldn't be given control over
what the states are handling. •

Lloyd's approves bill
Continued from page 2
tended the Nov. 4 meeting,
prompting Mr. Green and London
police to recommend members not
bring briefcases. Search of the
crowd "could sefiously delay
members attending the meeting,"
Mr. Green said in a letter to mem-

bers.

U.S. member attendance at the

meeting is not known, but Lloyd's
has some 12,000 U.S. members.

Though members approved the
formation of a Council of Lloyd's
to regulate the market, members
refused to grant the nearly unlim-
ited authority originally proposed
by.the Fisher working party. An
alteration proposed in October
created a veto power for members
if they disagree with Council rul-
ings.

The new amendment requires
500 members to call for a meeting
ofmembers to review council deci-

sions. A mgjority of those voting-
if the total is at least a third o f total

Lloyd's membership--could over-
ride a decision of the elected coun-
Cil.

The amendment, however, was
not enough to satisfy all external
members. They are investors who

do not participate in day-to-day
marketing decisions.

During discussion of the draft
bill, several members suggested
forming an independent associa-
tion ofthe external members, who
make up about 75% of the Lloyd's
membership.

The committee of Lloyd's would
support the separate association,
said Mr. Green. The external mem-

bers are becoming more aware of
the need to be directly concerned
with the market activities, he said.
Lloyd's underwriting is presently
controlled by about 3,000 working
members.

Concern among external mem-
bers about Lloyd's underwriting
and marketing helped spur the
Fisher study. Members of the
Sasse Syndicate, thrown into a $42
million loss by questionable fire
risks, computer-leasing risks and
other business, sued Lloyd's. They
said the market should have better

policed its underwriting. The case,
however, has been settled out of
court (BI, Nov. 3).

Lloyd's internal functions also
were spotlighted by mammoth
$420 million losses on the unusual
computer-leasing risk policies. •
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A 81 Insurance Index  Disappointing earnings
17C

170

/v 9 pull broker stoc ks down
1C

\
\

100 By HARVEY H. BUNDY 111
J Special to Bustness Insurance

155

f

BI ticker
150

THE STOCK MARKET does not seem to

«R' i
have done much of a Job of discounting of 1980 will prove to have been the bottom ofconsecutive quarterly earnings increases

the disappointing third-quarter earnings re- and that revenue gains will now begin to The most impressive part of the
145 a ports ofthe ma}or msurance brokers All of pick up company's third-quarter performance was

the brokers' stocks declined in the quarter, It is important to note, however, we are the continued very strong level of new busi-

40*4.0'40*Vd'#4''h**7.:P
led by the 14% decline in the price ofFred S not projecting a return to premium rate in- ness Management indicates that approxi-
James & Co creases in subsequent quarters Rather, we mately $8 5 million of new property, casu-

1  Admittedly, third-quarter results of the believe the magnitude of premium rate alty and marine commission and fee income
malor brokers were poor, although no more competition that has existed for the last sev- was generated in the quarter from accounts

Insurance industry stocks continued their so than anticipated While Marsh & McLen- eral years will begin to moderate, perhaps that were not in the A&A fold last year By
downward spiral last week with the Business nan and Alexander & Alexander managed resultmg m rates that could be flat year-to- itself, this new business would have given
insurance index dropping 1.6 from 162.7 to to eke out a penny gain in earnings per year by the middle of 1981 A&A a 12% Increase in brokerage revenues

161.1. The base of 100 was at year-end 1978. share, Frank B Hall & _ .
Third-quarter earnings reports of the ma- in the quarter This makes the impact ofrate

Forty stocks dropped, 16 rose and 17 re- Co, Fred S James and .  ( Jor brokers contain no significant surprises, competition even more evident when it is
mainedthe same. Showingthe largestdrops in Rollins Burdick especially after dissecting the reported fig- contrasted to the actual 88% gain recorded
the period shortened by election day were: Hunter showed signif- t ures For Marsh & McLennan, reported fig- in brokerage revenues
American Bankers Life Insurance Co. of Fla., icant declines The ures showed an apparent one-cent increase Corroon & Black results also appeared

10.6%; Provident Life & Accident Insurance market seems to have in earnings per share Actually, M&M's do- strong in the quarter, with an earnings de-
Co., 7.2%; Avemco Corp., 6.4%; Travelers discriminated unfairly mestic brokerage operations were some- cline ofonly one cent per share In this case,
Corp., 4.7%; and Northwestern National Life against the group in what stronger than this appearances are deceiving, as Corroon en-

Ins. Co., 4.5%. Washington National Corp., that total corporate
showed the largest increase at 7%, with all profits declined by

Joyed a mor swing in profits from its eq-
TAThile management has not broken out Uity in Minet Holdings,aUK -based bro-

other increases less than 5%. The Index de- 18% on a prehminary V V figures for this operation, we estimate ker Although hmited earnings at Minet re-
cline of.9% fell behind the major market indi- basis, a worse decline it could have been up 5%, clearly the best sulted in a 12-cents-per-share earnings pen-
cators, all which rose less than 1%. than among any of the 1 showing in the Industry A significant alty in the first half of 1980, an unusually

- individual brokers

British Issues
amount of dilution from the C T Bowring strong second quarter at Minet resulted in

Perhaps more im- Bundy acquisition, which would have resulted in a Corroon recovering the entire 12 cents in
1 Week portant than the earn-

11/4
decline in earnings for Marsh & McLennan, the third quarter Excluding the impact of

Price P/E Div Yield High--Low ings results was the continuation of modest was offset by a 10-cents-per-share foreign Minet, we estimate Corroon & Black would
Companies pence pence % pence pence
Comml Union 162 81 1463 90 167-161

revenue gains On the other hand, all bro- exchange gain, vs a four-cents-per-share have shown an earnings decline of 18%

Eagle Star 266 89 1428 54 276-266
kers report a continuation of surprisingly loss in last year's third quarter James, Hall and Rollins Burdick Hunter

Gent Accident 346 8 6 18 24 5 3 366-446
strong new business Had new business Alexander & Alexander came in second also showed earnings-per-share declines

Gdn Royal Exch 346 9 1 20 71 6 0 364-346
fallen off as it did in the prior cycle, we be- after M&M m quarterly performance A 10% greater than 10% m the quarter In the case

Phoenix 276 76 2000 72 296-276 lieve the brokers would be reporting earn- revenue gain and a 14% increase in operat- of RBH, an increase of 5% in revenues and
Royal 440 92 32.17 73 457-440 ings down more than 20% when compared ing expenses resulted in approximately flat 10% in expenses resulted in a 10% decline in
Sun Alliance 784 10 0 42 14 54 804-784 with 1979 results pretax profits With the help of a lower tax pretax earnings The earnings-per-share de-

Brokers
We believe the brokers' stock prices will rate, A&A also was able to add to its string cline was somewhat more severe because of

CEHeath
begm to outperform the market only as rev-

196 98 1380 70 205-195

an increase in outstanding common share

Hogg Robinson 122 90 814 67 122-120
enue gains begin to accelerate from the cur- Broker Stock Performance equivalents caused by the higher stock

Alex Howden 95 79 1000 105 99- 93
rent depressed levels At the risk of sticking % Change % Change price at the end of the month

JH Minet 95 114 645 68 99- 93 our necks out, we believe the third quarter Price VS VS At Hall and James, the revenue gain was

Sedg Grp 124 11 4 714 57 128-124
10/31/80 9/30/80 10/31/79 somewhat better than at RBH, but this was

Stenhouse Hidg 87 80 6.46 7 4 89- 86 Harvey H Bundy III, a partner at William A&A 3175 (4) 7

Cor & Blk 24.50 (8)
more than offset by continued expense

Stew Wrightson 221 92 1714 78 225-218 Blair & Co in Chicago, specializes infznan-
(8)

Hall 26.50 (8)
pressures The other major development at

Willis Faber

3

270 120 1614 60 280-270 cial and insurance stocks His monthly col- James 23 625 (14) 3 James was the surprising degree of dilution
Source Philip OlseWAlan Clifton, Insurance Indus- umn on znsurance brokerage stocks written Ma M 6425 (6) from the Galbraith & Green acquistion

try Specialists Kitcat & Anken Stockbro- RBH 24.75
for Business Insurance appears on thzs page

(7) 15

kers, London
SaP 400 145.16 2 27

Asa resultofthis dilution, 1979 figures for

the second Monday of every month James will be restated from $2 64 per share
to $2 50 As a result of continued dilution in

---- 1980, we are reducing our 1980 earnings edi-

Bl Industry Stock Report
mate to only $2 45 per share This reduction
in expectations may partially explain
James's underperformance within the

NOV. 3, 1980 10/29/80 THRU 11/3/80 NOV. 3, 1980 10/29/80 THRU 11/3/80
group during the month

Price % Chg PE $ Div °oYId High Low Vol (000)

.

Insurance Cos
Price % Chg PE $ Div % Yld High Low Vol (000) William Blair & Co maintains a market in the common

share of Rollms Burdick Hunter and Alexander & Alexan-

Aetna Life 6 Cas Co NYSE 35.13 -1 4 53 212 60 35.25 35.13 247 1 Sri Cor. OTC 2550 00 50 100 39 25.50 25.50 28 2

American Bankers Ing Co Fla OTC 738 -10 6 50 044 60 8.13 7.38 47 0 Scibels Bruce Group Inc OTC 2288 22 40 080 35 23.00 22 88 115.0
der Services Edgar D Jannotta, a partner in William Blair

American Finl Corp Ohio OTC 1950 06 53 050 26 19.50 19.50 14 5 Statesman Group Inc OTC 6.13 -2 0 48 015 24 6.25 6.00 3.7 & Co, is on the board of directors of Rollins Burdick

American Gen Ins Co NYSE 36.50 -1 4 58 100 27 36.88 35.75 62 0 Tokio Marine & Fire Ins Co OTC 156.25 0 3 17 3 1 03 0 7 156.50 156.00 2.8 Hunter

American Indty Finl Corp OTC 1588 50 52 112 71 16.38 15.88 32 8 Travelers Corp NYSE 38.00 -4 7 42 248 65 39 63 38.00 123 1

American Intl Group Inc OTC 69.00 -3 2 10 2 0.50 0 7 71.00 68.50 64 7 United Fire 6 Cas Co OTC 27.25 0 0 7.4 0.90 3 3 27.25 27.25 00

American Natl Ins Co OTC 1325 -45 55 068 51 13.63 13.25 77 9 United States Fid 6 Gty Co NYSE 41.12 25 46 280 68 41.13 40.38 71 4

American Sts Life Ins Co OTC 1950 -25 81 064 33 20.00 19.50 00 United Svcs Life Ins Co OTC 1675 00 59 096 57 16.75 16.63 12 3
Financial briefs

Aneco Reins Ltd OTC 537 -4 4 00 0.00 00 5.50 5.38 20 1 Uslife Corp NYSE 19.62 -1 3 49 072 37 20.13 19.25 90 9

Appalachian Natl Corp OTC 212 00 61 005 24 2.13 2.13 03 Washington Natl Corp NYSE 40.00 70 81 150 38 40 25* 37.25 78 9

Chubb

Avemco Corp AMEX 912 -6 4 79 050 55 9.50 913 11 Zenith Natl Ini Corp OTC 1575 16 83 050 32 15.75 15.50 59

Banks Iowa Inc OTC 2675 00 42 132 49 26.75 26.75 00 Chubb Corp reported a 31% gain in its
Bit.. Corp OTC 3600 -40 54 168 47 37.75 36.00 47 INSURANCE COMPANIES AVERAGE 72 37

Carolina Cas Ins Co OTC 8.50 00 31 032 38 8.50 8.50 10 third-quarter net income, to $23 5 million
Central Natt Finl Corp OTC 1075 00 42 050 47 10.75 10.50 19

Agents/Brokers
from $22 8 million For the nine months

Emtt„Z inel Corp
OTC 3813 -0 3 48 240 63 38.50 37.75 63 6

NYSE 18.38 -1 3 5 3 1.60 8 7 18.63 18 38* 46 4 Alexanier 6 Alexander Sves OTC 31.75 0 0 10 4 1.64 5 2 31.75 31 75 80 2 ending Sept 30, operating net income rose

Connecticut Gen Ins Corp NYSE 44.00 09 66 152 35 44.38 44.00 256 5 Balmm & Lyons IN OTC 30.00 -0 8 56 080 27 30 25 30 00 13 to $77 million, a 12% gain over the $68 mil-
Continental Corp NYSE 24 88 10 53 220 88 25 00 24.25 257 6 Corroon 6 Black Corp

NYSE 24 38 -2 5 99 172 71 25.00 24.38 62

Crawford & Co OTC 18.75 1 4 14 7 0.48 2 6 18.75 18.50 27 Crump E H Cos Inc
OTC 1475 00 128 036 24 1475 1475 259 lion recorded in the same period of 1979

Hall Frank B 6 Co Inc NYSE 26 25 -0 9 90 154 59 26.63 25.88 45 7 Property/casualty post-tax underwriting

Crown Life Ins Co OTC 90.25 3 1 65 4 2.40 2 7 91 00* 86.75 50

Crum & Forster NYSE 28.00 -2 2 52 144 51 29.00 28.00 72 2 Integrated Res Inc AMEx 19.75 -0 6 10 9 0.00 0.0 19 75 18 75 32 3 Income reached $1 9 million for the nine

Employers Cas Co OTC 4000 13 66 120 30 40.00 40.00 48 James Fred S & Co Inc NYSE 24.00 -3 0 91 160 67 24.13 23.50 38 7 months, a drop from the $4 1 million earned

Erc Corp OTC 93.50 0 0 10 5 1.40 1 5 0.00 ******* 00 Marsh & Milennan Cos Inc NYSE 6387 129 10 1 3 60 56 6563 63.88 55 2

Equifai Inc NYSE 22.88 11 75 240 10 5 23.00 22.63 68 Penncorp Fincl Inc NYSE 762 -1 6 56 016 21 788 763 181 5 m 1979 The combined ratio for the period
Reed Stenhouse COS Ltd] OTC 11.00 0 0 92 0.56 51 11.13 11.00 37 rose to 99 6% from 98 9% a year ago

Farmers Group Inc OTC 2875 -13 92 100 35 29.13 28.63 241 2

First Colony Life Ins Co OTC 37.00 -1 3 11 9 0 80 2 2 38.00 37.00 21 Rollins Burdick Hunter Co OTC 24.50 -3 9 11 1 1.24 51 24.75 24.25 90 Net property/casualty premiums rose to

Foremost Corp Amer OTC 2038-06 73 060 29 20.50 20.38 76 $247 3 million from $241 million in the third
General Reins Corp Del OTC 4975 -1 0 72 140 28 50.00 49.75 90 5 AGENTS/BROKERS AVERAGE 91 48

Great West Life Assurn Co OTC 180 00 00 89 800 44 180 00 180 00 00 quarter

Hsnover Ins Co 46 75 -0 5 4 4 0 72 1 5 47 00 46 50 9 9 Conglomerates/Holding Cos
Hartford Steam Boiler Iniptn OTC 31 25 -0 8 65 240 77 31 50 31 25 91

Integon Corp NYSE 27 00 24 96 048 18 27.38 27.00 86 7 American Express(Fireman s Fd) NYSE 34 25 38 67 200 58 34 25 31 75 615 8 USF&G
Jefferson Natl Life Ins Co OTC 65.75 -1 5 24 2 0.64 1 0 66.25 65.75 7 7 Anderson Clayton(Ranger/PanAm) NYSE 24 00 32 60 120 50 24 25 23.50 84

Kemper Corp OTC 3175 -27 46 140 44 32.75 31.75 67 2 City Investing Co (Home Ins ) NYSE 24 12 -0 5 54 150 62 24 25 23 75 370 9
CNA Finl Corp (CHA) NYSE 18.88 00 46 000 00 18.88 18.50 45 2 United States Fidelity & Guaranty in-

Lincoln Natl Corp Ind NYSE 40.75 32 56 300 74 40.75 39 63 29 5 Control Data (Comml Credit) NYSE 70.50 29 91 060 09 70.50 67.00 190 2 creased operating income to $572 million
Mgic Invt Corp NYSE 27 38 -0 9 77 112 41 27.88 27.38 272 2

Mission Ins Group Inc
NYSE 32 75 -3 0 70 080 24 33 13 32 75 220 INA Corp (In. Co of NA) NYSE 38 50 -16 55 220 57 3900 3813 2020 for the third quarter, a hike of 28% from

Nationwide Corp Ohio OTC 19.75 0 0 5 2 0.66 3 3 19 75 19 75 0 5 ITT (Hartford Group) NYSE 29.13 -1 3 10.0 2.40 8 2
Nn Corp OTC 51.13 0 2 10 6 2.00 3 9 51 50* 51.00 51 6 Reliance Group Inc NYSE 67.87 -0 9 28 300 44 'ts % 1979's $44 4 million A 21% Jump in invest-

Sears Roebuck & Co (Allatate) NYSE 16.13 24 78 136 84 16 13 15 75 1,078 9 ment income plus the impact of Humcane
Northwestern Natl Life Ins OTC 2888 -45 54 125 43 30.25 28.88 14 4 56HCo (Bayly Martin & Fay) NYSE 16 50 15 82 100 61 16 88 16 38 56

Ohio Cas Corp OTC 34.50 -4 2 5 6 1.76 51 36.13 34.50 49 3

Frederic were cited as reasons

Old Rep Intl Corp OTC 1562 16 38 092 59 15 63 15.38 36 2 Teledyne Inc Cargonaut) NYSE 183.25 -2 4 82 000 00 184.75 181.25 138 7

Pinehurst Corp OTC 6.00 -40 90 0.00 0 0 6.25 6.00 32 6 Transaaerica Corp (Occidental) NYSE 18 38 -2 0 51 128 70 18 50 18 00 280 2
Preferred Risk Life Ins Co OTC 1900 00 69 064 34 19.13 19.00 12

CONGLOMERATES/HOLDING COS AVERAGE 60 31 Kemper
Provident Life 6 Acc Ins Co OTC 4175 -72 53 188 45 45.00 41.75 27 3

Republic Natl Life Ins Co OTC 23.62 0 0 14 6 0.70 3 0 23.63 23.63 65 7 Kemper Corp attributed losses from

Ryan Ins Group Inc OTC 26.00 00 79 012 05 26.00 26.00 11

St Paul Cos Inc OTC 3513 -07 48 200 57 35.13 35.00 524 5
Midwest wmdstorms and severe price com-

Safeco Corp OTC 3563 -24 54 180 51 36.13 35.50 103 1 System design Altman Information Systems petition as the main reasons behind a drop
in third-quarter operating net income to

 $19 2 million from $22 mdlion .



The safe view of product liability

More and more businesses need

insurance broker planning to cover being
socked with product liability actions. The
way Alexander & Alexander looks at the
liquid fertilizer industry will help explain
how we willlook at your liability risks. In
this case, we look through the eyes of the
chemical manufacturer. Probe where the
claims might arise-from formulation right
on through to end product use, misuse and
possible abuse.

Only by working from a client's
point of view can we be sure of providing
the most comprehensive, cost-efficient
programs possible.

Short-term

and long-term protection
This insider's vantage point enables

our product liability specialists to formu-
late the best short- and long-term protec-

Spraying liquid fertilizeron a corn field in Iowa.

tion for any manufacturer or association.
Accurately representing any client in any
industry to the underwriter-keeping the
dollars and cents of safety in mind,
controlling costs and claims.

Each industry has different needs.
For insurance, for risk management, for
human resource management, for financial
services. And each of our 120 offices here
and overseas has the facilities, expertise
and strength to fulfill the requirements of
any company, large or small, in any industry.

We think a big reason A&A has become
one of the largest and most trusted insur-
ance brokers worldwide is that we work
the same way with every client. From the
client's point of view.

Alexander
8Aiexander

From the client's point of view.


