Plan terminations up 75%

Profit sharing benefits decline

A Coast Guard helicopter circles the ferry George Prince after it collided
with the Norwegian tanker Frosta. Early reports said the ferry's captain
was in the engine room at the time. The Louisiana Department of High-
ways, which owned the ferry, said it had a $300,000 liability policy with
Southern American Insurance Co. The death toll is expected to reach 100.

Insurers pay most
of damages paid

to Michigan utility

By SUSAN ALT

CHICAGO-Insurance is paying
the lion's share of a $13.5 million
product liability settlement of sev-
eral suits filed by Consumers Pow-
er Co. of Jackson, Mi., although the
utility is still seeking damages of
some $300 million from two other
suppliers of nuclear power equip-
ment which has failed.

Ingersoll-Rand Corp., producer
of valves and the steam condenser
at the ill-fated Palisades nuclear
power plant owned by Consumers
Power, paid $11 million out of
court to settle the charges against it.

After paying its own $100,000
deductible,
four insurance companies which
underwrote various layers of lia-

Ingesoll-Rand said,

bility insurance paid the remaining
loss.

UOP Corp., whose Wolverine
tube division supplied tubing used
in the steam condenser, contributed
$2.5 million to the settlement, most
of which was also covered by insur-
ance underwritten by six different
companies. Although company of-
ficials wouldn't comment on UOP's
deductible under the policies, it's
understood that the firm's out of
pocket costs were $400,000 because
UOP's liability policies excluded
damage to the steam condenser it-
self, a standard provision of liabil-

ity policies.

1JOP's coverage is with Employ-
ers Mutual of Wausau on the pri-
mary layer and the first excess
layer of liability.

Consumers Power is still pursu-
ing its lawsuits against two other

companies, Combustion Engineer-
ing Corp., and Bechtel Corp. Neith-
er would make any comment on
insurance or the adequacy of cov-
erage for losses which Consumers
Power says will run to at least $300
million and possibly much higher.

Combustion Engineering pro-
duced the plant's steam generator,
which failed in 1974 during the
early life of the Palisades power
plant. Papers filed with the federal
court in Grand Rapids, Mi. show
that direct damage replacement
cost is an estimated $65 million. In
addition, replacement power sup-
plies are costing Consumers Power
Co. $100 million a year. And a
source at the utility said that if the
steam generator has to be totally
replaced, the electric power compa__
ny will incur substantially more
damages than have been estimated
so far.

The $300 million alleged dam-
ages are past, present and prospec-
tive losses which the utility ex-
pects to generate. Consumers Pow-
er figures it has lost $140 million
to date, of which $110 million to
$120 million is consequential loss
resulting from shutdown of the
plant.

Bechtel Corp.'s subsidiary, Ben-
chel Co., designed and built the
Palisades plant.

Consumers Power hasn't deter-
mined what portion of the losses
should be covered by each of the
two remaining defendants.

Consumers Power filed one claim
against its own insurer, Nuclear
Mutual Ltd., for $250,000 to cover

Continued on page 9

By JANE WINEBRENNER

CHICAGO-Changes in the sta-
tus of employers caused the maj or-
ity of all terminations of profit
sharing plans in 1975, with the
poor stock market and ERISA re-
porting requirements adding to the
rise in terminations.

Plan terminations in 1975 were
75% higher than in 1974, the Prof-
its Sharing Research Foundation
revealed at the 29th annual confer-
ence of the Profit Sharing Council
of America. Plan approvals from
the Internal Revenue Service fell
to 55% of the 1974 rate of ap-
provals.

the national newsmagazine for buyers of employe,
property and liability protection and financial services

The foundation, a research arm
of the Profit Sharing Council, said
changes in the employer's status,
such as liquidations, dissolutions
and corporate mergers, accounted
for 50 % of the 1975 terminations.
This also includes cases where a
corporate merger resulted in a
profit sharing fund being taken
over by a pension plan.

Bert Metzger, president of the
research foundation, said the com-
plex reporting and disclosure re-
quirements of ERISA have
prompted some plan administrators
to wait until clear guidelines are
issued by the Department of Labor.

The bear market of 1974 and the
recession in 1975 resulted in more
layoffs and lower company earn-
ings, meaning less employe and
corporate contributions to plan
funds, he added.

Termination figures for 1976
show that the trend is accelerating;
from January through March of
this year, 1,572 profit sharing plans
were terminated and 2,167 pension
or annuity plans also were ended,
Mr. Metzger said.

He does not see a reversal in the
trend until the end of 1977 when
final guidelines for the Employe
Retirement Income Security Act

Continued on page 4
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Efforts intensify nationally

iIn push for liability reform

By GREG DAVID

CHICAGO-A broad national
effort has developed to push prod-
uct liability legislation through the
next Congress and the state legisla-
tures convening in 1977.

This effort involves most seg-
ments of the insurance industry as
well as manufacturing firms. It has
resulted in the creation of two na-
tional ad hoc groups, the Multiple
Assn. Action Committee (MAAC)
and the National Product Liability
Council, as well as a number of
state organizations. In addition
most state organizations of inde-
pendent insurance agents are at
least studying the problem and
some have moved into the fore-

front of pushing legislation.

Lloyd' s pays in AmpeXx case

SAN FRANCISCO-A $9 million
settlement of a class action dam-
age suit filed against Ampex Corp.
by its shareholders includes $5.5
million to be paid by Lloyd's of:
London as insurers of the corpor-
ation's directors.

Federal District Judge Spencer
Williams approved the settlement
of the suit that was filed five
years ago by shareholders who
claimed that they were induced to
purchase shares of Ampex com-
mon stock at excessive costs by
officials who filed false reports
with the Securities & Exchange
Commission, and overstated Am-
pex earnings in the annual and in-
terim reports and in press releases.

David Berger of Philadelphia,
chief attorney for the plaintiffs in
the case, said that 70,000 notices
were sent out to individuals who

purchased Ampex securities be-

tween May 2, 1970 and August 3,
1972.

Twenty thousand claims have
been received so far, making the
"percentage of recovery by plain-
tiffs probably one of the largest in
such actions," he said. Deadline
for filing claims is November 15.

Ampex, a producer of video and
audio recording equipment, will
provide $2.25 million of the settle-
ment fund in addition to the $5.5
million to be contributed by
Lloyd's. Touche Ross & Co., Am-
pex's former independent auditor,
settled for $1.25 million.

Lloyd's has not cancelled Am-
pex's policy, Business InsuTance
learned. The Redwood City, Cal.,
corporation will continue to pur-
chase Lloyd's D&O insurance, said
W. Kenneth Sinn Sr., director of
risk management at Ampex. Marsh

& McLennan Inc.. San Francisco,
has been Ampex's insurance broker
since the company was founded.

Helen Johnson, the insurance
administrator at Ampex, said that
Lloyd's updated its policy with
Ampex after the litigation started,
by increasing the number of ex-
clusions. She said that the limits
of the D&O insurance were "about
the same as those for most cor-
porations” of Ampex's size, but
declined to specify the limits of
the insurance or the cost of the
policy. However, it is known that
the limits were S20 million and
the cost was between $82,000 and
$100,000.

Lloyd's did not try to deny the
claim, according to plaintiff's at-
torney W. Robert Morgan of San
Jose, Cal. Lloyd's was represented
by Alfred Morgan of New York,
Who is with the Bank of England. -

But any drive to enact legisla-
tion to deal with what is being
characterized as a crisis in product
liability may be hampered by dif-
ferences among the groups.

< Manufacturers, the two na-
tional organizations and some in-
surance groups regard the situation
as "extremely urgent." But others
worry that a hasty solution could
create more problems than it solves.

- A federal solution is favored
by a large number of those in-
volved. But a.significant number of
those contacted by Business Insur-
ance said they preferred a state-
by-state approach and some ar-
gued a federal approach might not
be constitutional.

- The wide variety of proposals
now being developed could dilute
the impact of the reform effort.

The Multiple Assn. Action Com-
mittee has been spearheaded by the
Sporting Goods Manufacturers
Assn. and is working out of the
group's Chicago office. MAAC has
formed 22 state action committees,
according to Jon Gehbauer, and is
supporting a model Kansas pro-
posal because it fears too many dif-
ferent suggestions will divide the

various groups.

The National Product Liability
Council consists mostly of capital
goods manufacturers, Herb Goetz,
chairman of the group and product
safety manager for Cincinnati Corp.
said. The council, which has 24
members, hopes to have its model
bill ready by mid-November.

The American Mutual Insurance
Assn. in Chicago has developed a
bill that it hopes to have intro-
duced in the various state legisla-
tures next year, Richard Goodman,
assistant general counsel said. But
two other national insurance organ-
izations, the American Insurance
Assn. and the Independent Insur-
ance Agents of America, are still
working towards specific proposals
though both emphasized they are
spending a great deal of time on
the subject.

Furthest along the road to legis-
lation is Kansas, where a special
legislative committee has proposed
a bill to be considered by the 1977
legislature, said Alvin Herrington,
an attorney and leader with the
state's MAAC group. Many groups
across the country consider the
Kansas bill a model and are using
it in their drafting sessions.

Continued on page 12

PRODUCT LIABILITY: The problem with product

liability that many manufacturers say may drive them out of

business has sparked a nationwide effort to push product liabil-

ity reforms through Congress and the state legislatures. In a

two-part series Business Insurance explores the progress and

problems of the groups working on product liability. In the next

issue, we'll compare in detail the many proposals that have been

drafted around the country.
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Pillsbury eyes financial
incentive to cut losses

By GREG DAVID

CHICAGO--Beginning in Janu-
ary, The Pillsbury Co. will attempt
to reduce workers' compensation
losses by employing financial in-
centives for its location managers.
Howard Helberg, director of cor-
porate insurance, told a National
Safety Council seminar here.

Mr. Helberg called the plan
"kind of unique" and said it was
implemented because 'financial in-
centive really talks.”

Pillsbury, the billion-dollar food
processing company headquartered
in Minneapolis, uses profit and loss
statements for each location and a
management by objective plan for
its managers. Now, Mr. Helberg
said, good loss experience will be

WERBEL'S

reflected in the manager's financial
compensation. Pillsbury has over
200 locations under its corporate
umbrella.

For the last 10 years. he said,
Pillsbury has allocated insurance
costs to each location on the basis
of a three year average. But this
failed to reward a plant manager
or other supervisor who had an
exceptionally good year, free of ac-
cidents. The new plan will reward
such a year almost immediately.

Under the new plan, Mr. Helberg
will continue to negotiate one
workers' compensation insurance
program for the entire company.
Last year Pillsbury's premiums for
coverage amounted to $3.5 million.
Mr. Helberg will figure each loca-
tion's standard premium and will

ON APPROVAL-30 DAYS
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determine a maximum and a mini-
mum premium charge for each 10-
cation ranging from 60 % to 140 %
of the standard premium. The pro-
gram involves excess insurance to
pay for large losses that cannot be
absorbed by a small location.

Mr. Helberg said the plan re-
sulted from complaints by his 10-
cation managers that they were
not being rewarded for good per-
formance under the three year av-
eraging system. In putting the plan
together, he said he surveyed risk
managers and brokers to find out
what other companies were doing
and incorporated suggestions from
within the company.

Mr. Helberg hopes to hold work-
ers' compensation premiums to $3.5
million in the next year, and then
either reduce the figure or hold
cost increases to a minimum.

He warned the seminar that any
program like the one at Pillsbury
must be equitable, treating all op-
erating divisions fairly. Charges to
locations must be reasonable and
must be loss responsive, he said.

Property and casualty premiums
are also allocated to locations but
on the basis of risk rather than loss
experience. This provides an im-
mediate financial incentive for a
location manager to improve his
performance if his premiums are
going up, Mr. Helberg said.

Pillsbury had to implement a
computer program to make the new
system work, Mr. Helberg said, but
that cost of $20,000 was small com-
pared to the $3.5 million annual
premiums.

Caribbean earthquake
problems reviewed

LONDON-Earthquake prob-
lems in the Caribbean area, in-
cluding those that may affect
Puerto Rico, Jamaica and Trini-
dad, have been reviewed by the
Reinsurance Offices' Assn. with a
view to guiding underwriters.

Its conclusions are contained in
a series of reports covering these
three countries where there has
been important business develop-
rnent in recent years.

Dealing with Puerto Rico, where
there was a disastrous earthquake
in 1918 with the loss of 116 lives,
the report says: "Effectiveness of
its earthquake resistive design and
construction workmanship are
probably superior to many Latin
American standards, but may well
fall short of the best U.S. practices.

"Although it is an island of low
seismicity, it is bounded by areas
which are much more active, and
developments of high-rise build-
ings would be at risk from larger
incidents as uie effect on such

buildings is selective.

"The vast majority of higher
magnitude earthquakes which oc-
cur some distance off the coasts
of Puerto Rico and the Dominican
Republic have been felt on those
islands with little or no damage,
but another incident like 1918,
with a magnitude of 7.5, would
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8 Refrigerant line rupture or compresser
breakdown can turn cooling or
refrigeration systems into frightening

energy monsters. Frightening because
energy transfer and control equip -
ment is important for modern business.

Boiler and machinery insurance from Zurich-

American Insurance Companies provides
protection for energy equipment against
these potential monsters from a wide
variety of hazards not covered in standard
property and liability policies.

Z-A is one of the few insurance groups

able to offer this kind of protection for
businesses large or small. What's more,
Z.A has the inspection representatives
that help a business minimize and control
energy monster accidents.

Let Z-A help you tame the
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energy monsters.

Zurich Insurance Company

American Guarantee and Liability

Insurance Company

Show me how to tame the energy monsters.

Clip your business card here and mail to:

Boiler and Machinery Department

Zurich-American Insurance Companies

111 West lackson Boulevard

Chicago. lllinois 60604

cause an extehsive amount of
damage today.

"The threat of fire, with San
Francisco, Tokyo and more re-
cently Managua in mind, is only
too apparent, and according to one
report the local fire departments
may not have studied the island's
water supply and distribution sys-
tems with regard to such 'quake
damage.”

Concerning both Jamaica and
Trinidad, the report points out
that in some cases builders work
to the SEAOC (California) code,
but this choice might be open to
question as conditions in the
Caribbean are different, and many
designers fail to follow the code
in any case. Risks of earthquake
in these two places are compara-
ble to California in being more
than moderate, but seem unlikely
to reach the excessive levels of
western South America or Ja-

pan.

N.Y. Blues
ask 25.9%

rate hike

NEW YORK-Blue Cross and
Blue Shield of Greater New York
are seeking an average 25.9 % in-
crease on rates for group hospital
and surgical medical service plans.

If approved by the state insur-
ance department, the increases
would affect 3.3 million enrollees
under basic hospital coverage, 3.3
million under basic surgical-medi-
cal coverage and 1.2 million under
Medicare.

The insurance department will
hold public herings Nov. 12 on the
Blues' rate increase request.

The application for an in-
crease contains the following rate
changes:

+ Subscription charges to non-
Medicare community-rated basic
hospital coverage subscribers un-
der the age of 65 would increase
an average 25.9%;

+ Subscription charges to com-
munity-rated subscribers of the
same age group for basic surgical-
medical coverage would increase
an average 10.1%;

= Subscription charges to com-
munity-rated Medicare supple-
mentary coverage subscribers
would increase an average 29.3%;

- Rates in the experimental
prepaid group practice program
sponsored by the plan would-4-
crease a weighted average 20.290>

The new rates would increase
the monthly cost of basic family
group coverage to $38.20 from the
current rate of $29.52 for basic

hospital coverage. -
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MMI considers suit in St. Paul trust cancellation

MARKETING MANAGEMENT
Inc. in Birmingham, Al., is con-
sidering legal action against St.
Paul Hospital & Casualty Co. in
connection with the midterm can-
cellation of a multiple employer
benefit trust plan. Ken Williams,

one of the leading brokers for mass

marketed commercial programs,

said the cancellation was being
studied by the firm's general coun-
sel. "We had a guarantee that the
rates effective January 1975 were
guaranteed for one year," Mr. Wil-
liams said. The termination violat-
ed that guarantee, he said.

The trust included 1850 smaller
employers and involved $4.5 mil-
lion in premiums annually. Mr.
Williams said notice of the Aug. 1
cancellation came only 30 days
after St. Paul had complimented
MMI on the program's profitabil-
ity. The program has been con-
verted into a self-funded employe
health benefit plan under ERISA
and a life insurance policy with
Boston Mutual Life Insurance Co.
Mr. Williams wouldn't give details
on how the new plan operates, but
said costs to employers have not
changed under the new arrange-
ment. If the new plan had not gone
into effect, Mr. Williams said,
many of the employers would have
been unable to get insurance.

THE GREAT ATLATrIC &
Pacific Tea Co. started a long term
disability benefit program for about
20,000 non-contract employes on
Oct. 1. Reliance Insurance Cos. was
the winning underwriter for the
new two-year LTD contract ac-
cording to Richard V. Porrett,
A&P's director of insurance and
pensions. He said Reliance sub-
mitted the winning competitive bid
from among four finalists after
the Montvale, N. J.-based retailer
looked at "all the major” life and
health carriers for the business.
Johnson & Higgins is the broker on
the account. The new benefit is
non-contributory and will supply
eligible participants with 50 % of
salary, offset by Social Security. A
six-month waiting period applies.
Mr. Porrett said the total cost to
A&P for for the LTD benefit had
not yet been computed in October,
but that the premium would be a
function of payroll.

SAN FRANCISCO's Unified
School District consolidated its

benefit program for teachers with

Exec: HMOs
key to cost

WASHINGTON-Health main-
tenance organizations (HMOs)
probably provide the best hope of
controlling the nation's escalating
medical care costs, a leading life
insurance industry spokesman
says.

Abram T. Collier, chairman of
New England Mutual Life Insur-
ance Co. told the Assn. of Life
Insurance Medical Directors of
America's annual meeting that
present system of "reimbursement
insurance" is responsible for the
sprialing costs.

"We have a payment system
that gives people excessive en-
couragement to seek medical ad-
vice and gives doctors and hospital
excessive encouragement to charge
whatever they think their services
are worth," he said. "As a result,
the recent inflation in the costs of
health care has been greater than
the inflation in any other part of
the economy."”

Collier said the HMO system
encourages early use of medical
services by patients. -

Aetna Life & Casualty Co. Previ-
ously the program was divided
among four insurance companies.
Now Aetna will provide dental,
life, drug and accident and dis-
memberment insurance while
Phoenix Mutual Life Insurance Co.
will continue to provide long term
disability coverage. The district
made the move to consolidate its
program and Aetna was the low
bidder. Dental coverage costs
$15.68 per employe per month;
life, $4.77; drug, $2.77. Phoenix
provides long term disability for
$13.42 per employe per month. All

premiums are paid by the school
district.

WANTING TO UPGRADE ben-

efits and hoping to eventually save
money, Northern Trust Co. of Chi-

2"4%lia ™" et

cago has switched to a 501 (c) (9)
plan for disability. Harry Riddell,
second vp, said the plan provides a
worker with the bank for two years
60 % of final salary (minus Social
Security) as opp6sed to only 35%
under Northern's old plan. The
bank's pension plan previously pro-
vided for disability for workers
with the company for more than
15 years, but that provision was
dropped in meeting ERISA guide-
lines and benefits for workers
with less time with the company
improve. A 501 (c) (9) account
has advantages when you are a
bank, Mr. Riddell admitted, since
the account is handled "just as an-
other trust account” within North-
ern. Riddell said he hasn't had to
add any more people to his staff
("yet") but he's a lot busier these
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days. And the plan seems to be
more popular with Northern's em-
ployes. There have been 12 requests
for disability since the plan went
into effect Jan. 1., Mr. Riddell said,
compared with a total of only six
requests under the old plan.

G. D. SEARLE & CO., head-
quartered in Skokie, Il., worked

with a consulting firm to produce
a2 mnew benefits communication
package for its 5,000 employes. The
presentation folio designed by
Source/lnc. of Riverside, Il. was
put together primarily to meet re-
porting requirements of Employe
Retirement Income Security Act of
1974, according to Searle's man-
ager of special communications
projects, William Wilson Jr., Mr.
Wilson said the new portfolio, dis-
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Assurex International

tributed in October, was the com-
pany's first effort at putting all
benefit information into a single
package. It replaces Searle's old
program in which a number of
descriptive booklets on various
benefits were distributed at differ-
ent times. Bill LIloyd, design direc-
tor of Source/Inc. developed the
concept for Searle. It features a
914" x 12" portfolio designed to
hold actual policies and has a side
pocket with color-coded file folders.
A total of nine new booklets were

prepared for the project, Mr. Wil-
son said. Five were done for the
corporate headquarters and Searle
Laboratories and four for the
Medical

Searle Instrumentation

Group: the copy was written by
the Searle Human Resource Divi-
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Profit sharing changes ...

Continued from page 1
are finally issued and should be
in effect.

Fiduciary responsibility for plan
administrators, conflicting require-
ments for the Department of Labor
and the Internal Revenue Service,
and eroded plan account balances
also were mentioned as causes for
terminations.

Plan administrators and employe
benefit managers "should not pan-
ic" during this "shakeout" period,
Mr. Metzger' said. While the num-
ber of terminations is increasing,
the mortality rate is still only 1.9%

of all profit sharing plans.

INn 1974 the erosion of account

balances and the federal pension
law forced many corporations to
either "scrap or improve" their
plans. Not all of the profit sharing

plans that terminated were weak or

belonged to small companies, Mr.
Metzger said. "Some of the plans
were very good but they just did
Nnot want to bother with all the
ERISA paperwork and administra-
tion.™

To avoid termination of plans, a
company committed to its profit
sharing program can strengthen its
present plans. Mr. Metzger recom-
mended creating built-in contribu-
tion guarantees of 5% or 6% year-
ly of company profits. He cited
Bell & Howell Co.'s increased con-
tributions to its profit sharing fund
from a flat $2 million presently,
up to $3 miillion in 1977 and $3.5
million in 1978.

Other ways to strengthen plans
are to institute investment perfor-
mance guarantees and invest more
conservatively such as in fixed in-
come securities. Employes close to

retirement age can be given the

option of transferring their money
into these more conservative funds.
Also installments could be used on
paid-out money, letting the princi-
pal remain in the fund to recover
any losses.

Mr. Metzger says profit sharing
plans should be able to survive the
present environment and adjust to
future changes.

"After the shakedown period is
over and the dust settle, termina-
tions will increase but we’'ll see
more approvals coming down the
pike. Corporations will adjust to
the reporting, adjust to the disclos-
ing and private enterprise will not
let those plans die. And in the fu-
ture there’'ll be more commitment
from top management to these
plans," he told the profit sharing
conference.

Some plans, he said, could allow
themselves to be terminated with
the intention of starting up another
profit sharing plan when the
ERISA rules are clarified. -

There% no substitute

rexperience.
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Wood blames govt.
in fund terminations

CHICAGO-Social Security tax-
es, government intervention and
low profits are some reasons for the
large increase in profit sharing
fund terminations according to Ar-
thur M. Wood, chairman of Sears,
Roebuck and Co.

Mr. Wood told the Profit Sharing
Council of America in Octoberthat
private retirement plans should
complement Social Security pay-
ments to avoid threatening the fu-
ture of profit sharing.

"We cannot assume an employer
can forever maintain a viable pri-
vate retirement program and, at the
same time, pay ever-escalating So-
cial Security taxes," he said. "More-
over, we cannot assume employes
can continue to pay their share of

That's whysomany corporations
rely on us. Marsh G McLennan.
We handle more insurance of more kinds for more businesses,
large and small, than anyone else. Not cookie-cutter plans, but
tailor-made programs prepared by business-insurance
specialists, that meet your needs precisely. Complete, cost-
efficient coverage fcr your myriad risks ... plus frequent
evaluation to assure that. as conditions change, your protee
tion is neither excessive nor eroding. Maybe that helps explain
how we got to be the world's leading insurance broker.

Social Security taxes without con-
sequences for the private plan.”

The Employe Retirement Income
Security Act of 1974 (ERISA) is to
blame in part for the more than
3,000 profit sharing plans which
have terminated in the first six
months of 1976 Mr. Wood said.

Sears, Roebuck and Co.'s profit-
sharing plan is now 60 years old.
Mr. Wood said simply that good
profits are necessary for good pro-
fit sharing.

"And | am sorry to report, the
performance of profits in the 1970's
has not been nearly what it should
be or even what it once was as re-
cently as the 1950s and 1960s," Mr.
Wood said.

Profits in the 19705 should match
the 1960s figure of 9.8% of Gross

Naitomal Product. -

Thalidomide

settlements

favor Lloyd' s

LONDON-Settlements
are largely in favor of Lloyd's
underwriters have been reached
in the $40 million thalidomide in-
surance lawsuit lodged in the U.K.
High Court ( Business Insurance,
Oct. 4).

Members of the Lloyd's syndi-
cate involved in the action have

which

consented to pay Distillers Co.
(Biochemicals) $5 million in order
to dispose of the claim.

This amount has been accepted
by the company, which in turn
has agreed to release the under-
writers from any further claims
for product liability damage
caused by the drug rnore than
fourteen years ago. Legal costs
will be met by the Lloyd's syndi-
cate, which had an expert teann
of lawyers headed by Robert
Gatehouse and William Teggin at
their disposal in order to ascertain
their responsibility under insur-
ance policies taken out by the Dis-
tillers group in 1958-1962.

The Syndicate contended at all
times that they were only liable
for $2,000,000 under the terms of
the policies, which were taken out
over four years to protect the com-
pany against any damage caused
by its pharmaceutical products,
but were intended to have a limit
of $500,000 for any one incident
in each year they operated.

It seems that a suitable conn-
promise has been established on
this issue, for the company has
now withdrawn its approach that
each individual case of a "thali-
domide baby" should be treated as
a separate incident, for this would
have meant a far larger pay-out,
up to a potential $40 million, by
the Lloyd's underwriters involved.

The matter has not been fully
tested in the courts in Britain, a5
this was an out-of-court settle-
ment reached before the trial was
set to open, and the precise terms
have not been disclosed.

So the legal riddle of just what
constitutes "one single incident”
may still have to be resolved in
some future case if ever a similar

tragic dispute arises. -

AIG in Hong Kong

American International Group,
Inc., will establish a regional rein-
surance office in Hong Kong to
underwrite and service reinsur-
ance business throughout the Far
East. Robb Peglar has been trans-
fered from New York to Hong
Kong to direct the office.
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.:Warroad, Minnesota, is located on the

0 U.S./Canadian border on the west shore
10 /0 1 4of the Lake of the Woods. And in. early

r,. January,_it's an icebox. (You've often
'f heard its neighbor to.the east,

International Falls, mentioned as the
. / lcoldest spot in the nation.) So wintertime
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Consequently, our immediate concern
was to assure fast, effective service and

communications... fair weather or foul.

Two working days after the policy was
signed, we were "winging it" to Warroad
by chartered plane... despite the
thermometers shivering at 34° below and
a paralyzing minus 84° chill factor.

3lgl Regardless, six of our intrepid claims-

handling and service people flew in, to
meet the intrepid fol ks at Marvin.

They spent the day establishing the best
procedures for claim reporting,
investigation, follow-up and unit report
conferences. And everyone got to know
each other personally. It's paid off.
Communications have been smooth in
spite of the distance or weather
conditions. Questions from either end are
answered accurately and promptly, and
paperwork snarls are nonexistent.
It's typical of the kind of partnership
we-and our policyholders-enjoy.
Cooperative, productive... warm.
Which is as welcome in Wausau
as it is in Warroad.

COME TOTHE SOURCE
Get the Wausau Story

EMPLOYERS INSURANCE OF WAUSAU Wausau, wisconsin
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Allied Chemical's $13.4 million fine uninsured

By MARIE KRAKOWIECKI

NEVW YORK-AIllied Chemical
Corp. is uninsured for the $13.4
million fine it received for pollut-
ing the James River in Virginia
with the deadly pesticide Kepone.

Travelers Insurance Cos. is the
lead underwriter for Allied Chem-
ical on a comprehensive general
liability policy which runs until
March 1977.

However, the insurance does not
apply to the Kepone pollution fine,
believed to be thp largest ever
levied against a corporation for
polluting the nation's waterways,
because the case was a criminal
action.

AN Allied plant in Hopewell,
Va. manufactured Kepone until
1974, when production was taken
over by Life Science Products Co.
Inc. Life Science was run by for-
mer Allied Chemical employes and
it manufactured Kepone for the
sole use of Allied Chemical for 16
months.

About 80 former employes of
Life Science were stricken with
neurological disorders, sterility,
liver damage, and possible cancer
due to Kepone poisoning. They and
fishermen from the James River
filed civil damage suits against
Allied Chemical for nearly $200

million.

Travelers was triply involved
with the Kepone poisoning scan-
dal. In addition to being the lead
underwriter for Allied Chemical's
general liability, it was also the
workers' compensation insurer for
Life Science and the insurer for
workers' compensation for the city
of Hopewell. (Business Insurance,
April 19).

Allied Chemical claimed it was
not responsible for what happened
to the injured workers because
Life Science was "absolutely in-
dependent of Allied Chemical.”

Yet, at the same time, it tried
to invoke the limitation of liability
under Virginia's workers' compen-
sation law by arguing it was the
"statutory employer” for those
same Life Science workers.

By mid-October, Allied Chem-
ical was meeting with representa-
tives of Travelers and many other
participating liability underwrit-
ers on a weekly basis, even though
no Kepone-related insurance mat-
ters have been tried in court yet,
Business Insurance learned.

Edward DeKoskie, manager of
insurance, explained that there

our

Savannah

captain

is
John Cay
PALMER & CAY, INC.
622 Drayton St.

234-6621

SEE OUR AD ON PAGE 3

were "myriad problems" to be
worked out because of the un-
usual nature of the case, and some
questions as to whether the policy
language of the coverage included
certain claims against Allied.

He said one key point had been
resolved: The.court had established
that the relationship between Al-
lied Chemical and Life Science
was simply that of a buyer which
had a "tolling contract.”

This, he said, put the situation
on a third party basis. As lead
underwriter for Allied Chemical's
liability coverage, Travelers pro-
vides the legal defense for the
company in all third party cases.
It seems likely, then, that the in-
surer will be fielding some of the
$200 million in civil damage suits
still pending in the Kepone poi-
sonings-if they come to trial.

There have been suggestions that
the corporation will seek out of
court settlements to avoid another
drawn out trial and because testi-
mony given by the disabled Ke-
pone victims, many of whom
tremble and shake uncontrollably,
might damage the company's re-
putation more than the criminal
actions.

If the civil suits do come to trial,
they will be heard by Judge Rob-
ert R. Merhige Jr., who presided
over the criminal aspect of the
case and who levied the $13,375,-
000 fine against Allied Chemical

in a Richmond Federal district
court on Oct. 5.

Judge Merhige also fined Life
Science Products $3.6 million, but
acknowledged "that is one fine
that will never be collected.” The
now-defunct company, which op-
erated out of a reconverted gas

station, had assets of only $32.

A Richmond attorney involved
in the Kepone case said in April
that Life Science had a group
medical policy with Blue Cross/
Blue Shield, but that the coverage
was dropped October 2, 1975
making the Kepone victims de-
pendent on the -Travelers' work
comp policy.

However, workers' compensa-
tion does not extend to depend-
ents. Some of the families of the
men who worked at the Life
Science plant also developed Ke-
pone Poisoning.

In mid-October, Travelers said
it could not comment on the Ke-
pone liability suits because of
pending litigation, but a spokes-
man did say the company was
still making medical payments to
workers from Life Science afflict-

ed by the pesticide. In Virginia,
there is a 10-year limit on pay-
ments made to disabled worekrs
under the current workers' com-
pensation legislation.

Judge Merhige said he had con-
sidered giving some of the $3.4
million fine against Allied to the
Kepone victims, but found out it
couldn't be done. The entire
amount, he said, would be paid to
the U.S. Treasury. He also said the
fine could be reduced.

Some observers interpreted the
judge's remarks as an indirect
suggestion to Allied Chemical
that it should be generous in any
out of court settlements to the Ke-
pone victims and their families.

William Moore and Virgil
Hundtofte, the two former Allied
Chemical officials who ran Life
Science, pleaded guilty to reduced
misdemeanor charges in pre-trial

Onevoice
doesnmakea
dierus.

Wethink ith time weraised ourvoice

and notjust

We kr a growing set ofcir-
cumstances that is having a poten-
tially disastrous effect not only on
the insurance industry but on
:very person in American society.
Liability losm:s in both personal
mid business areas have moved
steadily and rapidly upward until
rates have gone beyond the reach
of many people. And the cost of
paying ever larger and more
numerous losses results in lugher
prices for niany of the goods and
services that you buy.

Here ar: some examples of
situations that yOu pay for.

In many parts oft|te country
the cost of a hospital room (not
including doctors, special nurses
and medicine) is approaching
5200 per day.

A 54,438 automobile costs
519,979 when bought part by
part as your repair shop must do,
according to theJournal of Ameri-
can insurance.

lii some parts of the country
the burning ofautomobiles in order
to collect insurance has reached near-
epideli,ic proportions.

hi the area of medical mal-

our rates.

practice suits, in one state, ten
times as many million-dollar
awards have been made since 1970
as in all -he years before. (You
may want to go over that one
again ) The growing volume of
such suits is adding more than 53
billion to the nation's annual cost
of health care, according to HEW

During a recent five-year
period the average claim settle-
ment in product liability. cases has
increased by 300%.The resultant
astronomical liability protection
costs have put some manufactur-
ing companies out of business and
threaten still others.

Despite higher premiums,
the insurance industry, last year
alone, had an underwriting loss of
over 54 billion in casualtproperry

lines.

These are only the direct
costs and their effects.The indi-
rect effects hit every one of us, in
the form ofhigher product prices,
higher costs for health carc, un-
availability ofneeded goods and
services. in hundreds ofways, in

cvcery sector ofour lives.
The next manufactured

product you buy may cost many
dollars more because the manufac-
turerkliability protection costs
shot up. Further, these are dollars
that might have gone for engi-
neering improvements that could
have lengthened its life.

Or your doctor billi In
many cases they've gone up
because ofrising malpractice pre-

miums. And there are indications

they'll go even higher as doctors
are férced to turn more and more
to the practice of"defensive"medi-
cine. That is, taking X rays,
ordering diagnostic tests, etc.,

etc., etc., when there may be little

recognized medical need for
them.

Who's at fault? We're all at
fault How else could it happen?

But that isn't the point.The
point is, none of us can go on pre-
tending it isn't happening.

is it hopeless?We don't think
so. In fact, afl indications are that
this country is stirring itself
awake. And we intend to con-
tinue to raise our voice on these
matters. Because the more you
know about the problems, the

more likely we can all work to-
gether toward effective solutions.

We're working with govern-
merit agencies, industry associa-
tions, and private companies to
do what we can to solve these
problems. But we need your help.
We'd like to know what you think
and how you feel about insurance-
related problems. And we'll siure
our ideas on these issues with you.
.Just drop a letter to our Office of
Consumer information, One
Tower Square, Hartford, Conn.
06115.

Then maybe you won'tjust
blame your insurance company
and your agent. You'll raise your
voice, too, by talking to your
neighbors and friends, writing
your representatives in govern-
ment and contacting your insur-
ance commissioner.

THE TRAVELERS



bargaining, and cooperated with
the government's prosecuting at-
torneys.

They could have been fined
millions of dollars and sentenced
to long prison terms ( 153 years
and 81 yeans respectively) but
Judge Merhige suspended all but
$25,000 of their fines and gave
them five years under court pro-
bation to pay them, with no pri-
son terms.

Allied Chemical was acquitted
of charges that it had conspired to
withhold from the Federal Envir-
onmental Agency information about
toxic discharges.

However, Allied Chemical en-
tered a plea of "no contesf' to
the 940 charges that it knowingly
dumped Kepone and other toxic
chemicals into the James River
and thence into the Chesapeake
Bay from its Hopewell, Va. plant

between 1966 and 1974. Judge.

Merhige said the no contest plea
had the same effect as a guilty

We've raised ours in our

new ad campaign.
By telling it like it is.

By pointing to the reasons
for insurance rate increases.
So consumers will know
what to blame after they've

blamed their insurance
company and their agent
But if we really hope to

improve things, more voices
will have to be raised to be

heard- and understood.

We need your voice.
You know the problems.

plea.

Allied Chemical's Mr. DeKoskie
said he did not think the Kepone
case would prompt Travelers to
drop Allied Chemical as an in-
sured.

The insurance manager said it
would be realistic to expect that
the Kepone incident might result
in some changes of conditions or
changes in wordings of the cover-
age when Allied Chernical renews
its liability insurance with Travel-
ers, since the incident was the
kind which is not easily accounted
for in typical liability insurance
policies.

However, by mid-October he
had not received any notice of
non-renewal from the company
concerning the policy which ex-
pires in March, nor did he expect

to.
Travelers has been Allied
Chemical's only primary insurance
carrier, and has had a relationship
with the firm for about 60 years,

he explained. m

As independent insur-
ance agents you deal with

them every day.

And we're prepared to

help you make yourself

heard ...

- with ad reprints that you
can pass along to your

clients
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Benefit heads caught
iIn ERISA rule dispute

LOS ANGELES-Employe ben-
efit plan administrators may be
caught in a dispute between ac-
tuaries and accountants as a result
of Employe Retirement Income Se-
curity Act (ERISA) requirements,
a consulting actuary said here last
month.

The dispute is over two provi-
sions of the 1974 Pension Reform
Act that call for an annual audit of
a pension's plan financial statement
by an accountant and an annual
actuarial statement.

The American Institute of Certi-
fied Public Accountants (AICPA)
has proposed several principles
under which accountants can ren-
der opinions on the financial state-
ments of pension and other em-
ploye benefit plans.

Raise your voice.

Toyour clients.

Your friends and

neighbors.

Join the chorus.

Daniel F. McGinn, president of
Dan McGinn & Associates, con-
sulting actuaries, said one of the

proposals "actuaries consider. . .
an invasion of the actuarial field

for which accountants are neither
trained nor qualified."

That proposal says that "the
measure of a plan's progress toward
its objective of financing plan ben-
efits is the relationship of existing
resources to the value of earned
benefits" on the date of the finan-
cial statement, Mr. MeGinn said.

"If the FASB (Financial Ac-
counting Standards Board) were
to adopt such a posture, the ac-
countants will have expanded their
audit responsibilities far beyond
any intentions of Congress when

Order them now,while the
supply lasts, from our Office
of Consumer Information,

One Tower Square,
Hartford, Conn. 06115.

Your representatives.

The more they understand
the problems, the better pre-

pared we all will beto work
on effective solutions.

THETRAVELERS

it passed ERISA/' he said. The
best interests of the participants
would not be served by having ac-
tuarial decisions made by someone
other than the person best quali-
fie dto make these decisions."”

Traditionally, Mr. McGinn said,
"accountants have been trained to
examine 'what has been' and 'what
is' in the financial statements,
while, on the other hand, actuaries
are trained and skilled in deter-
mining 'what might be. ™

"INn examining the financial
statement of a corporation which
is the subject of numerous law-
suits, would the accountant pro-
prose to establish the guidelines by
which the attorney would judge
whether the lawsuits involved a
high or low probability of being
successful against the corporation?"
he wondered.

Actuarial determinations and
guidelines must be established by
actuaries who have been trained to
understand the many factors that
affect the selection of actuarial as-
sumptions and cost methods, Mr.
McGinn said.

"The value of earned benefits at
a given financial statement date,
when compared with the value of
assets, has no necessarily useful
meaning to a plan participant,” he
said.

"It's very possible for the ac-
tuarial liability for pensioners alone
to exceed the value of the assets
when the assets were also 50% of
the total value of accrued benefits.”

"In such a case, an active par-
ticipant could be misled, since his
benefits would be completely un-
funded,” Mr. McGinn said. m

Rate hike bid

denied in Pa.

HARRISBURG, PA.-Argonaut
Insurance Co. has been denied a
request to increase malpractice
premiums 42.4% by the Pennsyl-
vania Insurance Department.
Pennsylvania Insurance Commis-
sioner William J. Sheppard termed
the proposed rate hike rexcessive."

The insurer is the second largest
writer of malpractice insurance in
the state, providing coverage to ap-
proximately 4,200 doctors. Among
the groups which objected to the
rate hike were the Pennsylvania
Medical Society and the Bucks
County Medical Society.

Argonaut is currently involved
in a court dispute with the Penn-
sylvania Medical Society. The in-
surance company has sued the
medical group for $25 million in
damages, charging that the group
contract was violated. -

Separate

coverage may
lower Texas

workmen's
comp costs.

In Texas, your national carriefs
workmen's compensation
insurance rates are the same as
ours. The difference is that,
through the efficiencies of
prompt local service, we were
abletoreturntoour
policyholders over$25.0 million
in 1975 alone through dividends,
premium discounts, and
retrospective savings.

That's why many national
companies place the Texas
portionoftheirworkmen's
compensationcoveragewith
Texas Employers' Get all the
facts by calling our National
Accounts Division collect at
214/742-9331.

Texas Enr,PLoveRs,

. oiadion
insuMance

Dallas, Texas 75221
Employers insurance of Texas:
Texas Employers' Insurance Assn.
Employers National Insurance Co.

Employers Casualty Co.
Employers National Life Insurance Co.
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DAVIS, BORLAND & CO.

INSURANCE BROKERS

99 CHURCH ST., N.Y., N.Y. 10007

EL: (212) 791-2100

Minimize the risk Iin

your risk placement.

Ccall IWest.

Some producers still believe that
the best way to market their tough
liability risks is by gambling. Their
theory is that the more surplus
lines underwriters they call, the bet-
ter their chances are of finding a
home for their insureds. After all,
they reason, if you call everybody,
somebody will help.

We ask you, would you rather
work harder or smarter?

By trusting your risks to IWest
you gain the experience of surplus
lines underwriters who place diffi-
cult, unusual risks on a daily basis.

Now you can eliminate the time-
consuming "call everyone" approach
that wears out markets and you.

IWest Insurance Managers know
first hand the dangers to your in-
sured of a "disturbed" marketplace.

Stockton, CA

(209) 948-0555
Encino, CA

(213) 990-8400

-
I We St Insurance Managers

Portland, OR
(503) 641-1976
Seattle, WA
(206) 363-1303

Our experience proves that brokers
who call randorrly have their ef-
forts reflected in: no calls returned;
calls returned la:e; returned calls
with "sorry, no market"; and, most
always, calls demanding premiums
much higher thar expected.

While we can't offer 1970's pre-
miums today, we do provide you
with market access and control and
the opportunity of placing your risks
quickly and efficiently. That means
you'll have a market. And that's
why we say let us minimize the risk
in your risk placements.

Call IWest Insurance Managers
for Excess, ProdLcts Liability, Um-
brellas, Tough Primary Liability,
Special Risks, Aviation; Surplus
Lines, Commercial Property, and
Municipal Liability.

Palo Alto, CA
(415) 329-8020
Fresno, CA
(209) 226-8042

Exclusively fo- West Coast Producers.

info for buyers

T o receive literature listed in Info for Buyers write directly
1 to the name and address accompanying each item, men-
tioning that you saw the offering in Business Insurance. Read-

ers are welcome to submit items for possible inclusion in the

column. All items that are free and have informational value to

readers are eligible. The column will also consider items for
which there is a modest handling change. A sample of your
literature should be sent to Info for Buyers, Business Insur-
ance, 740 Rush St., Chicago, II. 60611.

- The 1976 edition of the Life In-
surance Fact Book is now avail-
able with information on amounts
of insurance protection purchased,
averages, and statistical informa-
tion compiled from insurance com-
panies and the American Council of
Life Insurance. Information on
pension programs, benefit payments
and insurance company assets is
also included. Single copies are
free; additional copies are $1 each.
Write American Council of Life
Insurance, 277 Park Ave., New
York, N.Y. 10017.

- Among the Accident Facts found
in the 1976 edition of the National
Safety Council's new booklet is the
reduction in work-related deaths
throughout industry. The 96-page
booklet reports on accidents and
accident factors. Cost is $3.35 a
copy; write the National Safety
Council, 444 N. Michigan Ave.,
Chicago, Il. 60611.

- R. B. Jones explains their ser-
vices and Why we do it better in a
promotional pamphlet available
free by writing R. B. Jones Corp.,
Commerce Tower, Kansas City, Mo.
64199.

= Al critical look at the insurance
industry and its future is presented
in Papers in Risk Management se-
ries: Insurance 1985. The papers
on multinationals, consumerism,
self-insurance, the European Eco-
nomic Community among others
were presented before The Geneva
Assn. (The International Assn. for
the Study of Insurance Economics)
in late 1975. Cost is $6.00 in the
U.S.A. and Canada. Write G.N.
Crockford, Keith Shipton Develop-
ments Ltd., Adelaide House, Lon-
don Bridge, London EC3R, 9DS.
England.

= Environmental Labs’' Total En-
vironmental Analytical Services
are described in a booklet. Their
monitoring equipment for OSHA
status and field services are out-
lined. For a free copy write Dia-
mond Shamrock Corp., P.O. Box
348, Painesville, Oh. 44077.

- A comprehensive evaluation of
proposals for national health in-
surance has been compiled by the
Institute for Contemporary Studies.
New Directions in Public Health
Care contains articles by econo-
mists on medical care, the medical
health market, health insurance
and long run effects of national
health insurance on medical care
prices. Copies are $3.95 for the
278-page book plus 50¢ postage.
Write the Institute for Contem-
porary Studies, 260 California St.,
Suite 811, San Francisco, Ca. 94111.

« The ABCs of hearing conserva-
tion are presented in an employe-
directed booklet, Noise and You,
published by the David Clark Co.
Inc., makers of noise protective de-
vices. For a free copy, write to:
David Clark Co. Inc., 360 Frank-
lin St., Worcester, Ma. 01604.

- I.LN.S.I.D.E. is an Economical
Risk Management Alternative de-
scribing American International
Group's services to corporate self-
insured programs. For a free copy

of the folio, write to Info for Buy-
ers, American International Group,

102 Maiden Lane, New York, N.Y.
10005.

- How Not to Cook Your Corpo-
rate Goose, from Marshall & Stev-
ens Inc., Los Angeles, cuts through
commercial insurance contract lan-
guage to explain key areas of cov-
erage. Included are how to be sure
assets are really covered, how to
be ready with the facts in case of
loss, how to double check coinsur-
ance. For a free copy of the pamph-
let, write to John Heath Jr., vp,
Marshall & Stevens Inc., 1645 Bev-
erly Blvd., Los Angeles, Ca. 90026.

= Practical Risk Management Ap-
plication: A Guide for the Part-
Time Risk Manager or Insurance
Buyer, by Edward W. Silver, is a
compilation of 12 articles original-
ly appearing in Risk Management
magazine. Particular emphasis is
given to loss prevention and cor-
porate insurance programs for
modest-size corporations. Sections
on risk retention, catastrophe
planning, insurance management
and asset preservation are in-
cluded. Single copies are $2 each.
For 10-99 copies, the charge is
$1.50 each. Write to Dept. RM,
Risk and Insurance Management
Society (RIMS), 205 E. 42nd St.,
New York, N.Y. 10017.

- Advantages and benefits of
analysis of the workplace environ-
ment are discussed in Industrial
Hygiene Consulting Services. The
booklet, published by National
Loss Control Service Corp., points
out the ways a company can bene-
fit by reducing or eliminating in-
dustrial hygiene problems in the
workplace. For a free copy write
to: A. D. Odom, National Loss

Control Service Corp., Long Grove,
1. 60049.

« Massive Service Interruptions
are possible when a fire occurs
in telecommunications equipment,
according to a brochure by Fen-
wal Inc. Information is provided
on possible ignition and the re-
sulting damage to equipment and
building caused by heat, smoke
and fire. The booklet describes
the advantages of automatic Halon
1301 fire suppression systems for
telecommunication installations.
To obtain a free copy write George
Crosby Jr., manager, Advertising
& Public Relations Dept., Fen-
wal Inc., 400 Main St., Ashland,
Ma. 01721.

* From Zurich-American Insur-
ance Cos. is a booklet entitled
Honesty is the Best Policy which
discusses surety bonds. For a free
copy, write to Ms. Diane Albrecht,
Communications Dept., Zurich-
American Insurance Cos., 111 W.
Jackson Blvd., Chicago, Il. 60604.

- If, available free of charge from
American Credit Indemnity Co.,
briefly describes the type of cred-
it insurance the insurer provides.
For a free copy of this colorful,
short brochure, write to Miss
L. Wright, American Credit In-
demnity Co., 300 St. Paul PI.,
Baltimore, Md. 21202.



Consumers Power...

Continued from page 1

damage to the turbine blading
caused by failure of feedwater
heaters which allowed water to
back up an extraction steam line.
The total claim was for $1 million,
but Consumers Power's self-insured
retention level was $750,000.

The utility also tried to recover
more of its loss from its own in-
surer, NML. "We did discuss with
them the various product liability
losses, analyzing wHether they'd be
covered under our insurance. The
insurance company denied liability
under the exclusions of our policy,"
said R. Larry Drake, an attorney
with Consumers Power. "We made
claim also for the property damage
to the turbine. NML denied liabil-
ity on everything but the turbine
damage, and that is being submit-
ted as a $250,000 claim," Mr.
Drake said.

The NML policy isn't meant to
cover consequential losses. Also
clearly excluded from coverage are
corrosion-type problems and war-
ranty losses.

Mr. Drake declined to comment
on reports that Consumers Power
disagreed with NML's denial of
claims, and also demurred on the
subject of possible legal action
against NML to recover some part
of losses which it believes might
be covered under the policy. One
source close to the utility said "The
question is still open."”

Damages from the Palisades fail-
ure could possibly go as high as $1
billion, said Mr. Drake, if the con-
sequential damages are allowed to
run and if it takes several more
years to replace the faulty gener-
ator. But he added that he doesn't
believe this is a realistic possibility.

Ingersoll-Rand's John P. Olsen,
director of insurance and safety
and a New York attorney, would
not say who that company's insur-
ers or brokers are. "We consider
this loss completely isolated and ex-
pect that it can never occur again,"
he told Business Insurance. "We
now limit our liability under the
terms of our contracts, with full
limitations of liability as to conse-
quential loss and relayed dam-
ages." The Palisades project was
covered by a 1966 contract, and at
that time, Ingersoll-Rand was not
using such a limitation clause in
contracts.

There were "some severe ques-
tions of coverage" for Ingersoll-
Rand under its policies, said Mr.
Olsen, "which were resolved in our
favor by our insurers." Limits were
well in excess of the final $11 mil-
lion loss, he said.

"When the facts alleged by the
plaintiffs were presented in suf-
ficient detail to our insurers, they
agreed with our position that the
events constituted those covered
under our policies." The question
was whether an "occurrence" had

taken place to cause the loss, said
Mr. Olsen.

Ingersoll-Rand still has its lia-
bility insurance with three of the
four product liability insurers in-
volved in this settlement. Out of
pocket costs for the company were
limited to the $100,000 deductible
because Mr. Olsen had eliminated
an exclusion within the comprehen-
sive general liability policy for
damage to the product itself, which
is normally excluded from this
type of insurance coverage.

Although negotiations to deter-
mine whether there was actual lia.
bility by Ingersoll-Rand to Con-
sumer Power for damages, the out

reasonably foreseeable type of re-
covery." John G. Wopds, vp and
general counsel for the corporation,
said UOP "rigidly denied liability,
and was confident that UOP had a
good case." The company decided
to settle "because we wanted to
avoid an expensive litigation pro-
cess," he said. UOP's insurance pol-
icies included coverage of defense
costs.

Insurance and legal experts close
to the Consumers Power case be-
lieve that all four defendants are
"very worried about their ability to
purchase liability insurance in the
future." This is particularly true of
the two companies-Combustion
Engineering and Bechtel-which
are still in litigation, the sources
said. It's known that both compa-
nies have insurance for these lia-
bilities, but neither limits nor car-
riers have been revealed. m
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The:IEESII company

with the personal touch...

Philadelphia Man ufacturers

Secure, fore
and aft.

Insurance from Atlantic is available

only through independent agents and bro-
kers. They serve you best because they work
with a number of insurers in designing a
program for your own special needs...pro-
viding experienced, professional service.

We select those independent agents and
brokers who are best equipped to serve you
...professionals who have gained their rep-
utations through years of distinctive service
to their clients.

In short, our services are provided
through the best.

From these carefully chosen indepen-
dent agents and brokers, you can get insur-
ance in the seafaring tradition. This means
insurance from a company which has
insured risks on all the seas of the world,
provides quick and thorough service,

prompt and.ungrudging claim settlements
and has the security of well-harbored

With insurance from Atlantic, and the
personal service of an independent agent or
broker, you're secure, fore and aft.

of court settlement was the result
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Atlantic Mutual Insurance Company - Centennial Insurance Company
ity of an adverse jUly verdict, said

Insurance in the seafaring tradition since 1842.
Mr. Olsen. Home Office: 45 Wall Street, NewYork, N.Y. 10005

UOP Corp. said its insurance
was more than adequate "for any






Hire an independent agent, one

guy who can take care of all your
business insurance needs.

You see, he doesn't work for

1 The St. Paul, or any other company.

He works for you.

Which means he can shop
around among many ihsurance
companiestogiveyourbusiness
complete coverage.

Which also means, of course,
that he may not recommend you
buy insurance from The St. Paul.

But we can live with that..

We've been working successfully
with independent agents since
1853, developing and selling all

kinds of business insurance.

And we've become one of the
most stable and successful
commercial insurance companies
around.

So the system works to our benefit
as well as yours.

RE HI

YOlZJN*-4 Servin

The independent agent. Because
he works for you, not us.
Look for him under St. Paul Fire

and Marine in the Yellow Pages.

a Stm ul

Properly& Liabilily

Insurance

ou through Independent Agents. St. Paul Fire and Marine Insurance CompanwsSt, Paul Mercury Insurance Company/The St. Paul Insurance Compan

f /
\M*525,9 St. Paul Guardian Insurance Company/St. Paul Insurance Company of lllinois: Property and Liability Affiliates of The St. Paul C%mpames Inc., Saint Paul, Mir?nesyota 55102.
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Product liability effort ...

Continued from page 1

The Kansas bill would set a stat-
ute of limitations on claims over the
"useful life of the product”; pro-
hibit claims against a manufacturer
if modifications were the primary
cause of the accident; change the
burden of evidence for awarding
punitive damages from weight of
the evidence to beyond a reason-
able doubt; absolve a manufacturer
if the user should have known a
product should not be used in a
certain way and absolve a manu-
facturer if his product was equal to
the "state of the art” at the time of

manufacturer.

In Wisconsin, the independent
insurance agents have taken the
lead in supporting legislation. Paul
Mast, executive secretary, said his
group had circulated a tentative
proposal to candidates running for
the state legislature. The group has
attempted to get commitments from
those legislators and has formed a
political action committee to make
contributions after the Nov. 2 elec-
tion to those favoring product lia-
bility legislation.

Indiana's state Chamber of Com__
merce is preparing legislation for
the next session of its legislature
and is mobilizing wide support for
the effort, said Robert L. Craft, vp
of the Independent Insurance
Agents of Indiana. Mr. Craft said
he expected his group to support
the chamber's proposal.

An Ohio Product Liability Coun-
cil has been formed, according to
Thomas Johnson of the Ohio Man-
ufacturers Assn. Mr. Johnson, who
is affiliated with both MAAC and
the National Product Liability
Council, said the Ohio group hopes

to have model legislation ready by
Dec. 1.

Groups in lllinois are in the
process of organizing an ad hoc
committee to study the problem,
Orville Bergren, presiden: of the
state's manufacturer association,
said.

But some agent groups, deeply
involved in a variety of insurance
problems, haven't been able to turn
their full attention to the product
liability issue. Frank Mancini, gov-
ernment affairs director for the In-
dependent Insurance Agents of
Massachusetts, said his organiza-
tion has a tentative proposal but
has been too involved in the state's
auto insurance problems to pursue
it actively. The lllinois independent
agents feel that state's major prob-
lem is workers' compensation, Roy
Robinson, executive manager, said.

Not all the groups working on
the problem agree on how fast to
push action. Herb Goetz, chairman
of the National Product Liability
Council called the situation "ex-
tremely urgent.” James Easton,
president of the California sporting
manufacturer bearing his name and
the state MAAC representative,
said he might not be able to stay in
business without legislation. "I'll
take what | can get,” Mr. Easton
said.

But Dennis Connolly, counsel for
the American Insurance Assn.,
said he is concerned by the prospect
of hasty legislation. "To ruse a
cliche, we don't want to throw out
the baby with the bath water," he
said.

The ALA is working to develop
a coherent philosophy about the
program, Mr. Connolly said. It sees

the need for reforms in the product
liability system.

Fred Dupuis, executive vp of the
Independent Insurance Agents of
California, said his group is trying
to approach the product liability
problem with a "look before you
leap"” philsophy. He said no mean-
ingful solution could be found in
one year and that any solution
would need wide public support.

The California legislature has
created a special committee to
study the state's liability laws. That
commission is required to report by
Jan. 1, 1978.

A majority of those contracted
by Bl favor federal action to solve
the problem. Paul Kipp, vp of
government and industry relations
for the Risk & Insurance Manage-
ment Society and manager of in-
surance for U.S. Gypsum, said a

majority of RIMS members favor
federal action.

An attorney working with the
National Product Liability Council
said a state-by-state solution would
not work because the jurisdictions
with the most liberal laws would
not be effected. Manufacturers, he
argued, would have to gear their
products, insurance and prices to
those states, in effect imposing
those standards on citizens of other
states.

Mr. Johnson in Ohio and others
argue that national action is need-
ed since most companies sell their
products across the nation and
should not have to meet different
laws in different states.

But, a significant number argue
that a state-by-state solution would
allow experimentation that would
eventually result in the best law.
Jeff Yates, assistant general coun-
sel for the Independent Insurance
Agents of America, said he was
personally "reluctant to get the

Capital, experience and staying power. Three big reasons Prudential

Reinsurance Company is a major factor in its field.

We're staffed with specialists in property and casualty underwriting.
Innovative, aggressive professionals with the funds to back them up.

if you have reinsurance needs, just talk to the tiger.
\A/rite: Prudential Reinsurance

Company, Post Office Box 908,

213 Washington Street, Newark, New
Jersey 07101. Call: (201) 643-6661,

Facultative and Treaty. Telex:
13-8698. Branch Offices:

Los Angeles and Chicago.
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federal government involved in
anything.” The American Mutual
Insurance Assn., is also "firmly
committed” to a state approach.

In Kansas, Alvin Herrington said
many of the proposed reforms in-
volve the rules of admissible evi-
dence ,which can only be altered
state-by-state. The constitutionality
of a federal solution was also
questioned by Orville Bergren in
IHlinois.

MAAC is concentrating on state
action, Jon Gehbauer said, because
it believes a Dernocratic victory
Nov. 2 will disrupt the Inter-Agen-
cy Task Force studying the prob-
lem. Others, including the National
Product Liability Council's Herb
Goetz, said a Republican victory

would aid federal action.

Several groups, including Mr.

Bergren in lllinois and Mr. John-
son in Ohio, fear that Democrats in
Congress will link action on prod-
uct liability to the federalization of
workers' compensation. Mr. John-
son said he would oppose any prod-
uct liability legislation tied to fed__
eral workers' compensation.

There appears to be little coordi-
nation between the various groups
working on the problem. Mr. Yates
with the Independent Insurance
Agents of America, said his group
is exploring an umbrella organiza-
tion but he is not sure that ap-
proach is going to work.

Both the Multiple Assn. Action
Committee and the National Prod-
uct Liability Council also said they
fear too many proposals would di-
lute the impact of the organiza-
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Insurance services

can help cut losses

CHICAGO-Question: How can
companies and insurance manag-
ers use their insurance carriers to
cut losses?

One answer is to use all the ser-
vices an insurance company can
provide its clients, according to
William Grahams, safety and
health manager for Employers In-
surance of Wausau.

Mr. Grahams told a National
Safety Council seminar in Chicago
to explore:

- Annual loss reports. Some
companies can provide monthly or
bi-monthly reports on request.

- Safety consultants. Don't re-
gard these inspections as harass-
ment. Identify your problem areas
for the consultants and ask them
for their recommendations.

= Occupational health consul-
tants.

= Rehabilitation nurses. These
individuals can coordinate medical
care and rehabilitation, motivate
workers to return to their j obs and
cut costs in the long run.

- Specialists. Such individuals
might be able, for example, to
check microwave ovens for leak-
age or work with a company's fleet
manager to cut losses.

< Educational programs. Some
might be as small as posters but
others might involve films and
training.

= Technical information on cas-
ualty causes. Ask your insurer if it
is conducting technical studies. Use
their research to design a preven-
tion program.

The mover

iNn the reinsurance

jungle-

*

Prudential Reinsurance Company subsidiary of The Prudintial Insurance Company of America
f?) Prudential



Cal. right-to-die la -
limits hospital liability

SACRAMENTO-California's
Governor Edmond G. Brown Jr.,
signed into a law a right-to-die bill
that relieves hospitals and nursing
homes from civil liability if they
honor a terminal patient's request
to withhold or withdraw extraor-
dinary life-sustaining measures.

The natural death act, authored
by state assemblyman Barry
Keene, allows an adult patient to
make a written statement or "liv-
ing will' instructing his physician
not to prolong life by mechanical
means. Two physicians must certi-
fy that the patient's condition is
terminal.

The act is an effort to clear up
the medicolegal uncertainty about
the medical profession's responsi-
bility to make use of advanced
technology to prolong life beyond
its natural limits, according to a
consultant in the assembly health
committee.

A patient's request is recognized
as valid if he is conscious and
mentally competent at the time
that he signed the "living will”
even if he later becomes uncon-
scious or mentally incompetent.
The statement must be signed in
the presence of two witnesses who
may not be related to the patient
by blood or marriage. This direc-
tive goes into effect 72 hours after
the patient has signed it, and can
be revoked at any time by a written

or oral statement from the patient.

Hospitals are often caught in the
crossfire between the patient who
does not want artificial life-sus-
taining procedures and the family
who wants to keep the patient alive
as long as possible, the consultant,
Steve Lipton, said.

The hospital administration is
often an interested party in the
decision, and it is often included in
litigation if the family charges the
attending physician with negligence
or malpractice in failing to prolong
the patient's life.

The patient's written statement
does not compel the hospital ad-
ministration to take action, because
it is directed to the physician rather
than to the hospital, said Paul
Hoffman, director of the hospital
and clinics at Stanford University
Medical Center, Stanford, Ca. Mr.
Hoffman, a strong advocate of the
right-to-die legislation, testified
in its favor at senate health com-
mittee hearings.

The hospital administration and
medical staff need to consult to-
gether to establish a protocol to
accomplish the intentions of the
legislation, Mr. Hoffman said in an
interview.

A key element of this protocol
would be the accessibility of the
"living will" when the patient is
admitted in an unconscious con-
dition. The state could maintain a
central file for these documents,

Mr. Hoffman said.

Several hospital administrators

Seattle branch set

Scott Wetzel Services Inc., has
opened a new claims office in
Seattle to serve the workers' com-
pensation needs of the risk man-
agement service agency's 35
Washington corporate clients. The
office is the company's 13th in
the nation. The company said the
move resulted from the dramatic
growth in local service work since
the state authorized self-insurance
operations in January 1972. "At
that time there were 52 corpora-
tions ready to assume risks,"” the
company said. "Today there are
at least three times that number
with fully operational self-insured
(or partially) self-insured) risk

management programs.

in the state concurred that the act
will have a minimal impact on
their activities. They have not
printed up the written directive
that is prescribed in the act. Few
patients are expected to take ad-
vantage of the act, they said.

It will not affect hospitals' in-
surance rates.

The California Hospital Assn.
took a neutral position on the bill,
and to date, no hospitals are plan-
ning to contest it.

A. Dale Morgan, administrator of
Marshall Hale Memorial Hospital
in San Francisco said that, because
the procedure is so new, he would
consult an attorney for the hospital
the first time a patient requests
to file a ""living will." -
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FACILITIES AVAILABLE
TO AGENTS & BROKERS OF MEMBER COMPANIES

MUTUAL MARINE OFFICE, INC.

100 PARK AVENUE, NEW YORK, N.Y. 10017 - 212-953-0580

General Managers-New York Marine Insurance Co.

Marine Managers

ARKWRIGHT-BOSTON INSURANCE CO.

ARKWRIGHT-BOSTON MANUFACTURERS MUTUAL
INS. CO.

EMCASCO INSURANCE CO.

EMPLOYERS MUTUAL CASUALTY COMPANY

GRAPHIC ARTS MUTUAL INSURANCE COMPANY
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47 B

Group Marketing Dept.
120 Bloor Street East

Toronto, Ontario
M4aw 1 88
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LIFE INSURANCE COMPANY

LUMBER MUTUAL FIRE INS. CO. OF BOSTON, MASS.
MERCHANTS MUTUAL INSURANCE CO.

MUTUAL FIRE, MARINE & INLAND INS. CO.

NEW HAMPSHIRE MERCHANTS INSURANCE CO.
UNION MUTUAL INS. CO. OF PROVIDENCE

UTICA MUTUAL INSURANCE COMPANY

Let's
assume

you're
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company's pension

plan. You have to
score in two areas:

1. Your future

pensioners should get
enough to live on.

2. The cost of funding the

plan should be kept as low
as possible.

Maybe from where you're standing
the emphasis has to be the other

, way around. Either way, Crown Life's

GUARD isthe pension vehicle

which gains you the yardage you need.

You get:

1. High interest guarantees.
2. Low annuity purchase rates.

3. The better of the current or guaranteed

interest and annuity purchase rates.

4. Expenses either front-end or back-end, and

experience rated.

5. Optional administration and actuarial services.

And if you're concerned with the adequacy of your
retirement benefits, why not let Crown Life's pension
specialists help you carry the ball? They're warming up on

the sidelines, waiting for your nod!

(This coverage not available to employers located in the state of New York.)

NAMF

COMPANY

ADDRESS

CITY

STATF ZIP
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editorial opinions

No federal sol ution

T HE WORD IS BEING spread in some quarters in Wash-

i ington that regardless of who's elected President this
month, the Federal Insurance Administration may soon move
-or be drawn-into the business of providing product lia-
bility insurance.

Concern for small businesses particularly, which are un-
able to purchase this insurance, and therefore are threatened
with extinction, is spurring investigation into the causes and
the solutions to the problem.

We applaud these moves, for they're encouraging valuable
fact-finding and documentation of product liability claims,
losses, and lawsuits which heretofore have been mostly hear-
say.

A conversation two weeks ago with J. Robert Hunter, Fed-
eral Insurance Administrator, indicated to the editors of this
magazine that rumors about FIA offering product liability
coverage just may not be too far-fetched.

As a story in this issue indicates, Mr. Hunter is confident
that his department could nicely handle any solution at the
federal level that involves insurance. He is quick to note,
though, that he doesn't want to handle a federal product lia-
bility insurance program, just because he says he "could”
do it.

That's a relief to hear. We've not been uniformly impressed
with government programs in the insurance field or any oth-
er. Federal entry into the realm of product liability insurance
would certainly be the forerunner of severe regulation of
both industry and insurance.

Even Mr. Hunter concedes that if the Federal Insurance
Administration were to function as, say, a reinsurer for prod-
uct liability risks, there would have to be "rules" governing
mandatory state tort reforms, minimum and maximum pre-
mium charges, and necessary loss control measures to be
fulfilled by each and every insured party.

Can you imagine the size of the bureaucracy needed to
set up federal product liability loss control standards and
enforcernent?

As Mr. Hunter rightly states, what's best is loss prevention
for product liability risks. He says that any federal program
in this area must have a quid pro quo so that taxpayer dol-
lars go into a required loss prevention effort.

Sounds good, in theory. But how would such a program
of standard-setting and enforcement impinge on the Con-
sumer Product Safety Act and its commission? That's only
one question, and one sector of the government, where there
is clearly a possibility of "dual regulation” and infighting
which could hurt business in the long run. Look at what's
happening to federal pension reform law enforcement: Dual
regulation by the Treasury and Labor Departments is fore-
ing problems in Washington as well as shoving employers
right out of the private pension benefit business.

Other product liability dual regulation conflicts could arise
with federal agencies including the Food and Drug Admin-
istration, the Occupational Safety and Health Administration
and even the Federal Trade Commission, to name a few.

Thus, we conclude that concern in the nation's capitol over
businesses' product liability problems is good. Studies being
done will act as catalysts for change within the insurance

business insurance

industry as well as in the corporate world. This will happen
as new Lnformation that's never been summarized is pulled
together forming a picture of a commercial risk that has to
be managed carefully and differently.

But we urge caution on federal legislation to "solve" the
product liability crisis. Management by crisis is seldom ef-
fective, especially when you ask the federal government to

intervene.

More room for abuse

-1 ONTINGENT FEES WIN again. It's beginning to look as
<4 if there's no end to them. We recently read of a case in
which the American Bar Assn., which has actually opposed
for many years contingent fees paid to expert withesses based
on winning a case, was sued by a New York lawyer charging
that the Bar Assn.'s rule was discriminatory because it pre-
vented poor plaintiffs from calling expert witnesses in com-
plex cases.

Lo ard behold, a federal court said the rule can't be en-
forced. Thus at a time when we're questioning whether law-
yer's contingent fees are good or bad, and whether they ag-
gravate a tendency in our society to sue everyone in sight, we
have sti.1 another broadening of the contingent fee theory.

The American Bar had maintained that contingent fees
were unethical for expert witnesses because they would have
an incentive to give untruthful testimony. The bar main-
tained that witnesses should be paid a reasonable fee regard-
less of the outcome of the case.

But the federal court judge didn't buy that reasoning. He
decided witnesses can be paid fees contingent on winning a
case, ani that such an arrangement won't induce witnesses to
lie or stretch the truth when they testify.

Instead of working to correct a litigation problem that's at
least paztially caused by lawyers' abuse of the contingent fee
system, this federal judge is miring the country even more
deeply in legal problems.
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"Tha: was our insurance man-They're recalling our policies-
the exclusions aren't working."”

letters

Letters are welcome. Address
letters to the Editor of Business
Insurance, 740 N. Rush St., Chi-
cago, It. 60611.

Blue Shield defended

To the Editor: The lead editorial
in the Oct. 4 issue of Business In-
surance was "Are the Blues in-
struments of price fixers?" While
I applaud your sincere concern
that the price of medical care re-
mains governed by the free forces
of the rnarketplace, | arn deeply
disappointed in the distortions of
fact through which you chose to
pursue it.

The editorial dwelt at length on
a Federal District Court case
brought by the Ohio attorney gen-
eral against Ohio Medical Indem-
nity Inc., a Blue Shield Plan, and
the Ohio State Medical Assn. You
failed to mention that the court
had dismissed the action against
Blue Shield almost three weeks
before the date of your editorial.

The editorial also was mislead-
ing in its statement that before
the emergence of "provider-spon-
sored” Blue Shield Plans in the
1930s "private health insurers ag-
gressively sought to reduce the
costs of insured medical care....
But they no longer have this pow-
er.” The simple and incontrovert-
ible fact is that before the emer-
gence of Blue Shield Plans, health
insurance was, for all practical
purpose, not even available in this
country. Blue Shield Plans were
formed because the commercial
insurance companies refused to
enter the marketplace realistical-
ly. Only after Blue Shield Plans
demonstrated that prepaid health
plans could be viable did the com-
mercial companies seriously enter
the field.

Blue Shield Plan throughout the
country have aggressively sought
to hold down costs. This has some-
times been a difficult and frus-
trating experience because of gen-
eral economic inflation and other
social forces-all factors over
which they have very little con-
trol. Still, those efforts have saved
subscribers considerable sums.
Your statement that the commer-
cial insurance companies do not
have similar power does not rec-
ognize the efforts of some com-
mercial companies-the major
ones-who have attempted cost
containment efforts.

Your reference to those early
Blue Shield Plans as being "physi-

cian-dominated,"”" is a pejorative
implication that the motives of
those physicians were merely self-
serving. In faet, those plans were
also "physician-subsidized." They
operated with infinitesimal re-
serves by today's standards, and
Blue Shield participating physi-
cians sometimes provided their
services without assurance of pay-
ment. The subscriber tookno risk;

Continued on page 18
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We eliminated

106 insurance policies
fora multinational

company.

And that was just on their third
party liability coverages !

At American International
Underwriters we also cut out four-
teen workmen's compensation
policies for them.

And proved to them that,
throughout every aspect of their
international insurance program,

they could enjoy better protection
at less cost-and have fewer admin-

istrative headaches, too.

By coming to a single insurance
source big enough and experienced
enough to cope with all their over-
seas casualty insurance coverages
now being handled by dozens of dif-
ferent companies in dozens of
different countries.

The single source:

American International
Underwriters.

AlU is in more foreign countries
and territories than any other U.S.
insurance organization-over 135.
And, right now, it's handling more

overseas casualtv insurance for U.S.

corporations than anyone else.
Backed by a worldwide claims staff
that's unmatched in numbers and
unequalled in service. Our loss pre-
vention engineers are stationed all
over the world, where you need them.

AlU can issue a master policy
in English in the U.S., and back it
up with individual policies issued in
the language of the specific countries
in which you operate.

We'll also collect premiums in
the currency of those countries, if
you wish. That way, your foreign
subsidiaries can take tax deductions
on the premiums.

And one thing more:

At AlU, we think internation-

"Can you eliminate

37 for me ?"

We welcome inquiries from any licensed agent or broker. You don't have to be a regular producer to place business with AlU.

ally. Which means that a serious
loss sustained in one country can be
offset by your overall claims experi-
ence elsewhere-so, your protection
and your premium rate are not
jeopardized.

No wonder more and more
multinational companies are turning
to AlU. In the case of the company
we mentioned earlier, they switched
from 28 different companies-to us.

If you're getting a little tired of
crowds, why not mail our coupon
today We have some valuable
information for you.

American International 185h
Underwriters quff

Dept 13041140,102 Maiden Lane, New York, N.Y. 10005

Please send me information about your
overseas insurance capabilities.

Name
Iplease print)

Company

Title

Arifirpqq

Citv State Zip

1[') Ard-kanerimernataf Group
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letters

Continued from page 16
only the physician stood to lose if
reserves proved insufficient.

Today, any prepaid health care
plan using the Blue Shield name
and symbol must include adequate
representation on its board for
spokesmen for public interests. In
addition, adequate reserves are es-
sential.

Finally, your statement attri-
buted to the Ohio attorney general
that ". . . Blue Shield Plans are
under attack for price fixing" is
not entirely accurate. That may
have been his allegation against

one Ohio Plan, but it isn't true
of all Blue Shield Plans. The Fed-
eral Trade Commission is making
formal inquiries into the composi-
tion and operations of Blue Shield
Plans as part of a wider investi-
gation of competition in delivering
and financing health care services.
They have not been accused of
anything, including price-fixing.

I sincerely hope Business In-
surance continues an active edi-
torial interest in the high cost of
health care in this country and
the role the private sector has in
accomplishing overall social ob-
jectives. But | hope it will resist
the temptation to chase scape-
goats, and avoid giving allegations
the status of fact.

William E. Ryan
President, Natl. A.ssn. of Blue
Shield Plans, Chicago

Editor's note: The Blues have
often been accused of restraint of
trade. Conviction, however, is an-
other question. We believe the
Ohio attorney general raised some
good points.

New ISO form

To the Editor: The elimination
of the broad form vendors inter-
est endorsement by most of the
insurance companies is causing
serious problems for the small
manufacturer. Three of the largest
retail organizations are refusing

1t

to accept the new ISO form
known as the limited form.
Granted the form is extremely
restrictive to the vendor who
changed the condition of the prod-
ucts or fails to maintain the prod-
uct in merchantable condition, the
form would still protect the ven-
dor against the negligent acts of
the manufacturer.

Further, the purchase order
agreements hold the purchaser
harmiless.

I prefer not to blame the retail-
ers because there are probably
many more who are threatening
to withhold orders from the small
manufacturer who is unable to
supply them with the broad form

endorsement.

Fire can snuff out this control room In minutes.

A Chemetron Halon 1301 system
can snuff out the fire in seconds.

If your control room is the heart of
your operation, you simply can't
afford a fire. Because even a small
fire, if not suppressed immediately,
can result in costly production
delays. Add in the time and costs of
replacing damaged and destroyed
equipment, and the effect can be
even more devastating.

What you need is a fast, safe and
efficient method of fire suppression
that's people- and equipment-safe.

Halon is a colorless, odorless

extinguishing agent. It snuffs out a

Chemetron builds fire suppression
flame in seconds and holds fire

systems for all kinds of sensitive
damage to a minimum.

Halon 1301 is harmless to

locations like control rooms, computer
facilities, printing plants, and power

equipment and materials, too. generation equipment.

It leaves nothing to be cleaned,
mopped or scraped.

Let Chemetron show you how
a Halon 1301 fire suppression
system can keep your control room
cr ccmputer facility under control.
Call Bob Freehill, (312) 565-5321,
cr write for our new brochure at:
Chemetron Fire Systems Division,
111 East Wacker Drive, Chicago,
lllinois 60601.We're fired up to hear
from you.

cHEMETRON

Fire Systems

Chemetron Corporation

I believe that the retailer should
take a second look at the require-
ment in view of the highly re-
strictive liability market today.
Any refusal to do so would be ex-
tremely prejudical to the small
Inanufacturer.

Arthur Ostrow

VP, Brokerage Resources, Inc.,

New York, N.Y.

Guaranteed return

To the Editor: On all sides, we
hear the cry for freedorn of rates
-Nno regulation. The assumption
is, of course, that the insurance
industry will then be able to
charge proper rates and make a
profit.

Fat Chance!

The track record, from my ob-
servation, doesn't bear out these
forecasts In the areas that have
been "open" (large accounts), the
margins have been thin, from all
rePorts Open competition, it
seems, (as well as bad regulation)
breeds inadequate rates. This is
only to be expected because, un-
like any other product, the cost is
not known 'til the transaction is
completed but the rates must be
stated in advance. This feature
attracts good business to the un-
derwriter with the most inade-
quate rate-creating a snowball
effect and a decline in quality of
the general book of business writ
ten by others

The only answer is informed
(as opposed to political) regula-
tion which, in the interest of mar
ket availability, requires that
underwriters charge credible rates
based on realistic forecasts

In fact, we are convinced (as |
am) that insurance is vital to our
society, it should be handled as a
public utility, with a reasonable
return on - capital guaranteed. Is
there any other method left?

James R. Taylor

Springfield, Pa.

Sue the bastards’

To the Editor: Your article
"Sue The Bastards" appearing in
the August 9 issue is well-written
and “"tells it like it is."

Stanley T. Shaw
Manager-Commercial Lines,
The Travelers Insurance Cos.,
Orlando, FI.

To the Editor: Congratulations
on the excellent editorial which
appeared August 9th.

There is no question but the
tendency to sue is hurting not
only ,the insurance business but

society as well.
D. S. Butler

Executive vp, Assurex Interna-
tional, Wheeling, W.V.

our

Rochester, N.H.
captain

is
Skip Kendall

KENDALL INSURANCE, INC.
90 South Main Street

332-5800

SEE OUR AD ON PAGE 3



Lucky. That's what people have been
calling Arkwright=Boston for125 years.

Ws okay.

We've learned to live with it -
people calling us lucky-because year
in and year out our loss record is so
exceptional.

It's more thanjust luck, ofcourse.
It's things like our tough standards;
millions of dollars ofloss prevention
research; engineers who are sticklers
about installingjust the right control
valve or designing a firewall tojust
the right specifications.

If you'd feel comfortable being
insured by a company with a 125 year-
old reputation for being lucky, get in
touch with us.

Regional Offices:

Boston, Cleveland, New York, Chicago,
Atlanta, San Francisco.

Arkwright-Boston Insurance

*55

A most unusual company
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Info for buyers issue

If you have not yet submitted data or literature for publication
in Jan. 10, 1977 Info for Buyers Issue, please return the cou-
pon below for forms and instructions. All material for publica-
tion must be in the hands of the editors no later than Dec. 1,
1976.

Mail to: info for Buyers
Business Insurance
740 Rush St.

Chicago, 11. 60611

Please rush me forms and instructions for submitting data for
publication in your Jan. 10, 1977 Info for Buyers Issue. | under.
stand that there is no obligation on your part to publish the
items submitted, nor is there any cost or obligation to my firm
if they are published.

Name Title

Company

Address

City State Zip
Date

Results.

Not excuses

THE ANNUAL INFO for Buy-
ers issue of Business Insurance is
scheduled for Jan. 10, 1977. In
this issue, the editors provide
hundreds of informative items
about publications and pamphlets
available from insurance compa-
nies, brokerage firms and service
suppliers about topics of interest
to risk and insurance managers,
and financial executives, plan-
ning for contingencies.

The 1976 Info for Buyers issue
carried over 250 items of infor-
mation, which pulled over 36,000
responses from readers requesting
copies of the available brochures.

All material relating to plan-
ning, funding, controlling, moni-
toring or prevention of risks and
losses must be in the hands of the
magazine's editors no later than
Dec. 1,1976. Acceptable material
for the Info issue includes a variety
of commercial property and lia-
bility categories, as well as em-
ploye benefits classifications. -

HUNTER

Multinational Insurance Brokers

World Headquarters

10 South Riverside Plaza

Insurance mandated for

Canada nuclear plants

OTTAVWA-Canadian nuclear
power plant operators must now
carry up to $75 million in no-fault
liability insurance for victims of a
Nnuclear accident.

After six years of negotiations
to work out details, the Canadian
federal government enacted the
Nuclear Liability Act here on Oc-
tober 11. It became effective im-
mediately.

Operators of nuclear facilities
previously have been covered by
free protection from an indemnity
plan written by Ottawa.

But under the new law, they will
be paying insurance premiums typ-
ically between $650,000 to $750,-
000 a year, according to a spokes-
man for the Atomic Energy Con-
trol Board, a government agency.

ROLLINS BURPICK

Chicago, lllinois 60606

The law also provides for the es-
tablishment of a nuclear damage
claims commission to handle claims
and payments to victims of a nu-
clear accident which exceed the
$75 million liability limit, the
*ECB said.

Under the law, payments of up
to $75 million would be made to
nuclear accident victims for injury
or property damage even if the
facility operator is not at fault.

The law places full responsibility
on the operator for any damages
caused by radioactive materials
used in the plant processes. This
releases suppliers from liability.

At this writing, it is not clear
whether the $75 million limit of
liability will cover reactors in ad-
jacent complexes

Operators which have a number
of reactors all on the same loca-
tion may have to purchase separate
coverages for some of them.

According to a report in the The
Montreal Star, for instance, the
Pickering nuclear complex near
Toronto which has four 500-mega-
watt reactors will be covered by a
single $75 million policy. But a
second stage, four-reactor complex
planned for.the same site in the
19805 might be covered separately.

The Nuclear Liability Act was
first approved- by the Canadian
Parliament back in June of 1970,
but met with opposition from pri-
vate insurers-and others who ques-
tioned whether the $75 million
limit of liability was high enough
in the event of a nuclear accident.

One way the federal-government
helped clear the way for the law
to be enacted was to agree to rein-
sure participating insurance com-
panies for coverages which are
normally excluded in commercial
nuclear liability insurance policies.

As one AECB official pointed
out, the $75 million limit of lia-
bility is much lower than the Unit-
ed States' nuclear insurance scheme
under the Price-Anderson Act. In
the U.S. there is a limit of liability
of $560 miillion, with $125 miillion
coming from private insurers.

However, the Canadian bill, with
its special damage commission,
gives homeowners and others re-
dress for payments in excess of the
$75 million, and it is considerably-
more liberal than two European
Nnuclear insurance schemes which
set liability limits at $5 million and
$15, million respectively. -

our

New York City
captain

s

John Curry

JOHN F. CURRY AGENCY
225 Broadway

374-1500
SEE OUR AD ON PAGE 3



TakeAdvantage of Us.
Our Engineers Will Love |It.

Engineering services abroad is a lot more than having an
engineer on staff who is on the run all the time. It takes back-up,
plenty of experience, and an organization that knows the local
markets in depth to provide a multi-national company with the
kind of engineering services it sh6uld have.

Fire protection and loss prevention techniques demand an
intimate knowledge 6f not only what can be done but what
should be done. Uniform worldwide codes and standards are
decades away and those that do exist are more often far below
the standards that are taken for granted in the United States.

AFIA, the largest U.S. underwriter of foreign insurance with more
branches overseas than any other, knows what the differences can
mean. It has been the leader in fire protection and loss prevention
services abroad and pioneered the HPR concept in Europe.

Like we said, it takes a lot more than an engineer to provide
engineering services. AFIA, has over 4,000 employees abroad
and with almost 60 years of on- the-spot experience, we know
the markets, the codes, the ins-and- outs like it was our own
backyard.

That's because the world is our backyard.

AFIA

WORLDWIDE INSURANCE

Wor/d Headquarters- 1700 Valley Road * Wayne, N.J. 07470

U.S. branch omces: New York ¢ Chicago - Cleveland - Dallas * Houston - Los Angeles « Miami
San Francisco - Seattle - Wash., D.C.



. Super low net cost. |
~ Innet-costcomparisons, PT/79 puts some really “big guns”
Jnder your command. It lets you and other executive em-
ployees of your company enjoy substantial life insurance
protection while “Uncle Sam’ helps you pay a substantial
portion of the premium. PT/79 features a new Mutual Com-
pany Wholz Life policy that is one of t he lowest net-cost
products on the market today.



A no-nonsense contract plus
descriptive materials that

spell out the benefits.

Chances are you'll wantto discuss your PT/79 proposal in
some detail with other people in your company. Our contract
and materials will outline the funding options and tax and
other advantages for your business and your employees.
They are written in no-nonsense language designed to
clarify, not confuse.

And we'll even provide you with acostillustration that makes
the benefits jump right off the page.

Not ripples, but waves!

The very nature of the PT/79 market dictates that substantial
amounts of insurance can be involved at remarkably low
cost. For example, the first $50,000 of Group Term is both
tax deductible to the company and tax-free to the employee.
And we are the only company that permits you to start with a
Stock Company Term product and convert to a Mutual Com-
pany Whole Life policy which means you have complete
control overthe type and cost of the plan thatis bestforyou.

Let us whistle you aboard.
First, add it up. Low net cost, no-nonsense contract, the

flexibility of several funding alternatives, convertibility from

term to permanent, and a plan description everyone can
understand.

Now join up. Clipthe coupon and let us whistle you aboard.

1 O Send me some additional PT/79 information. 1

J
J

I I Have a representative contact me. 1

J

| Name

| Addrem

J

1 City

J

| St te -~ i

e

J

VVrite ta Art Ross, Director ,

1 Life and Retirement Products

Department A |

Unionmutual, 2211 CongressStreet |
Portland, Maine 04112

VW -Unionmutué_ld

A wide range of Disability, Life Insurance, Pension and Equity Products
are available through representati*es of Union Mutual Life Insurance
Company, Unionmutual Stock Life Insurance Co. of America, and
Unionmutal Stock Life Insurance Company of New York.
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legal brief

Ambiguous policy language nets
damages for insured’s fire loss

IN THIS ACTION the insured
sued Merchants Property Insurance
Co. of Indiana to recover for con-
struction materials destroyed by
fire. The Supreme Court of Ap-
peals of West Virginia ruled that
the language of the multi-peril poli-
cies was ambiguous and would be
interpreted to include the insured's
loss within the coverage of the poli-
cies.

The multi-peril insurance poli-
cies with builder's risk provisions
from the insurers covered the
apartment structure under con-
struction and any construction ma-
terials and supplies while stored
within the specific areas designat-
ed by the policies. While stored in
the basement of a building locatd
across the street from the construe-
tion project, but within 82 feet of
the insured premises, certain ma-
terials and supplies intended for use
in the insured premises were de-
stroyed by fire. The plaintiffs were
denied recovery upon their two in-
surance policies by the trial court's
conclusion that the destroyed ma-
terials were not on premises de-
scribed in the policy when the fire
occurred.

The following policy provision
was the focal point of the dispute:

"Coverage A-Building(s) : . . .

"This policy also covers tempor-
ary structures, materials, equip-
ment and supplies of all kinds in-
cident to the construction of said
building or structure and, when
not otherwise covered by insurance,
builders’' machinery, tools and
equipment owned by the insured
or similar property of others for not
exceeding the amount for which the
insured is liable; all while in or on
the described buildings, structures
or temporary structures, or in the
open (including within vehicles) 011
the described premises or within
100 feet thereof." (emphasis added)

The defendants-insurers argued
that construction materials were
covered only when they were stored
in a building on the 'described
premises" or in the open within 100
feet of the premises. The insured
maintained that all construction
materials were insured under the
policy wherever they were stored,
providing the storage area was
within 100 feet of the "described
premises.' The court agreed with

the insured.

Ruling that the above provision

our

Phoenix

captain
L =

, Tom Sluder

KINDLER, LAUCCI & TAYLOR
2929 W. Indian School Road

264-1601

SEE OUR AD ON PAGE 3

was ambiguous, the court stated
that ambiguous and irreconcilable
provisions should be construed
strictly against the insurer and lib-
erally in favor of the insured. But

The abstracts published in this
column were prepared by Cases
Unlimited Inc., Evanston, II.

the court emphasized that such con-
struction should not be unreason-
ably applied to contravene the ob-
ject and intent of the parties.
Prete v. Merchants Property Ins.
Co. of Ind; Supreme Court of Ap-
peals of West Virginia, April 6,

1976, Flowers, J. 223 S.E.2d 441

(BI1/05/S.-$3)

Banker's blanket bond

The question before the United
States Court of Appeals for the
Fifth Circuit in this action was
whether banks could recover un-
der provisions of their banker's
blanket bonds for money advanced
to a customer.

The court found that money
had been advanced by the banks
to the customer upon his deposit of
drafts. Interest was to be charged
and if the banks did not realize a

profit from the interest, they

would do so, in the court's opin-
ion, from nurturing the customer's
business. INn one case the banks
took promissory notes with the
drafts. In another case the trans-
actions were similar to previous
ones in which notes had been
taken.

The court believed that these
transactions were de facto "loans."”
Consequently, since the banks
could have had no reasonable ex-
pectation that the drafts would be
paid in the normal course of busi-
ness, the court believed these
transactions fell within the bank-
er's blanket bond provision ex-
cluding coverage for losses due
to bank loans.

According to the court the
banks' expectation that the bank-
er's blanket bond would afford
coverage for money advanced to
the customer upon deposit of
drafts and that such advances
would not be considered loans
under the bond provisions were
not objectively reasonable in view

of the fact that the term "any
loan” as used in the exclusion
was broad and not restricted by
any narrowing modifier. Also, the
court pointed out that the banks
here were in effect asking for
credit insurance, which under
Louisiana law is not provided by
a banker's blanket bond. Cal-
casieu-Marine Nat. Bank, Etc. v.
Am. Emp. Ins., United States
Court of Appeals for the Fifth Cir-
cuit, June 14, 1976, Wisdom, J.
(B1/01/0.-$3)

Workers' compensation

The Supreme Court of Wiscon-
sin has upheld a 25% permanent
partial disability award to an em-
ploye for mental disability arising
out of unusual work stress’ to
which she was subjected. In
reaching its decision, the court
pointed out that in workers' com-
pensation proceedings the exact
same standards should not be ap-
plied to cases of mental and physi-
cal disability.

If we didit own ourse],res,

maybe we woulditt bethetop
brokerkonsultant inFortune's

surveyof employee benefits.

A recent Fortune magazine survey* asked corporate employee
benefit program executives to rate eleven national broker/consultants
on their capabilities.

Here's what the Fortune study reported: % -\j/,TfE

"Top 500" corporations-Johnson & Higgins rated first.

"Second 500"-J&H, first again.

At J&H, we think the quality of what we do is
a result of how we're set up to do it.

We are the only privately-held company among

the major broker/consultants.
Because we own ourselves, we can shape our

services so they'll help you most.

The ftrst nationwide dental
insurance program with local
cost variations in scheduled
allowances was created by
J&H for a giant employer.

J&H cross-trains its consultants

in both group insurance and
pension or savings-type benefits for

J&H's John Feldtmose, chief actuary, and Tom Patzau, benefit consultant.
at the bargaining table during an employee benefit negotiation.



This claim for compensation was
filed by Etha Schillinger for men-
tal injury arising out of her em-
ployment by The Swiss Colony
Inc. (Colony), a mail-order cheese
company. Schillinger started to
work for Colony in 1955 and be-
came the purchasing agent in 1961.
In 1971 she began to feel "rattled”
and 'disorganized"” and was hos-
pitalized and treated for schizo-
phrenia. It was established that
from 1961 to 1971 Colony's gross
mail-order sales rose from $2
million to $13 million annually.

INn addition retail stores were
added to the business in the 1960's.
Schillinger served as purchasing
agent for both the retail and the
mail-order business. In 1970 Schil-
linger acquired an immediate
supervisor who was characterized
as "negative, brusque, and belittl-
ing, especially to women . . ." It
was further established that Schil-
linger worked unusually long
hours in 1971 and had to forgo her
vacations because of work related

problems.

The appellate court was satis-
fied that there was abundant evi-
dence in the record that Schillin-
ger was subject to stresses and
strains which were out of the ordi-
nary from the day-to-day stresses
and strains which all employes
must experience. Under such cir-
cumstances, the court concluded,
nontraumatically caused mental
injury was compensable in work-
ers' compensation cases. Swiss
Colony v. Dept. of Ind., L. & H.
Re., Supreme Court of Wisconsin,
April 7, 1976, Wilkie, C. J., 240
N. W. 2nd 128 (BI/03/S.-$3) -

(Copies of the entire decisions
described in this column may be
obtained by writing to Business
Insurance, att. Managing Editor
740 N. Rush St., Chicago, Il. 60611.
Please enclose a $3 check made
out to Cases Unlimited Inc., for
each case, and specify the code
number of the opinion, which is
at the end of each brief.)

maximum responsiveness.

1 < H1

Iimmsistss o nr

complete objectivity We work
with commercial carriers

and Blue Cross-Blue Shield

organizations and self-insured

arrangements, too.

J&H staffs in depth. , +-

We have more actuaries than

most insurance companies,

for instance. And specialists
assigned exclusively to analyze )

ERISA.

In short, we think
we have everything needed

to help. Especially the experience.

J&H began consulting when only a handful of corporations

offered any benefits at all. And now, we're first with the Fortune 500.
And the Second 500, too.

"How Major Industrial Corporations View Employee Benefit Programs.' a Fortune Survey. © 1975.

ohnsonGHiggins

The private insurance broker
We answer only toyou
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Ford Motor will pay all national
health costs, dental premium hikes

DETROIT-The Ford Motor Co.
has agreed to pay any direct pre-
miums, taxes or contributions
which may be required of its
workers under a national health
insurance program as part of the
company's settlement with the
United Auto Workers.

The new contract, which one re-
port estimates will increase the
company's total compensation cost
34% from the current $11 per
hour per worker, is expected to be
the basic agreement for the entire
auto industry. In addition, UAW
contracts often set patterns for
other industries in the nation.

Other major changes in the ben-
efit package for Ford workers in-
clude new programs for vision
care and hearing aids and im-

181,8,111].
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RISK AND INSURANCE MANAGEMENT SERVICES; EMPLOYEE BENEFIT AND ACTUARIAL CONSULTING THROUGHOUT THE WORLD

provements in the dental and
health prograrns.

Ford has agreed to pay all fu-
ture increases in premiums for the
UAW-Ford dental care program.
Other changes, effective Jan. 1,
1977, increased from 85 % to 90 %
the payment for dental x-rays,
extractions, oral surgery, fillings
and other services and increase
from $500 to $650 the lifetime
maximum for orthodontic treat-

ment.

The new vision care plan pro-
vides 80% of costs for eye exami-
nation and glasses once every two
years. The plan will also pay the
entire cost of contact lenses if they
are needed to correct severe visual

problems. Glasses must be bought

-

Murray Becker and Art Gribbin, J&H technical consultants

on ERISA, have been tracking the complicated legislation
since its birth.

from participating optometrists
and opticians and workers must
pay for any extras such as over-
sized lenses or prescription sun-
glasses. Glasses obtained by non-
participating providers will be at
a lower rate than for those par-
ticipating in the program.

The union said the hearing aid
provision is the first such benefit
negotiated in a national contract.
The plan will cover the entire
cost of an examination by a par-
ticipating audiologist and hearing
aid from a participating dealer.

The union agreed to an increase
from $2 to $3 for the patient co-
payment for each drug prescrip-
tion and to moving health insur-
ance coverage for new workers
from the first day of the second
month to the first day of the third
nnonth.

Increases were negotiated in the
annual maximum for psychiatric
care (from $800 to $1,000) and the
number of ambulatory visits in
drug abuse and alcoholism pro-
grams (from 70 to 140). Other
changes made the emergency care
benefits payable on the basis of
symptoms rather than the final
diagnosis; made nursing services
and physical therapy available
without a hospital visit - and al-
lowed more outpatient psychiatric
coverage.

The health benefit coverage for
laid off workers will now be con-
tinued for 12 months for those
with six years seniority. Previous-
ly 10 years were required to ex-
tend coverage for 12 months.

Retired UAVV workers will now
be covered under the- company's

dental, vision and hearing aid

programs. The also

company
agreed to increase Medicare Part
B payments from $6.30 to $7.20.

Retirees will also receive a one-
time bonus of up to $600 to help
offset inflation. Other elements of
the pension plan were not open to
negotiation this year.

The wage increases in the con-
tract will result in increases in life
insurance, accident and sickness
insurance and extended disability
insurance which are tied to salary.

For example, the UAVV said a
major assembler at Ford will have
his life insurance increased from
$13,000 to $17,000; accident and
sickness benefits from $130 to
$180 and extended disability cov-
erage from $480 to $710 for a

worker with 10 years experience. -

Chicago
captain

s

Edward E. Mack, Jr.

MACK and PARKER
209 S. LaSalle St.

346-1221
SEE OUR AD ON PAGE 3



Ever wonder do pays
for all those la,suits

youte been reading about?

the right to sue is
basic to the American legal

system. But lately there's
been an enormous

increase in the number of

liability claims. For example,
medical malpractice claims
have been soaring, and
a similar trend is now
appearing in products
liability.
And not only has
the number of claims been
escalating, but the amount
of money involved has been*
increasing dramatically too.
These are some of the
reasons why you and every-
one who buys liability
insurance must pay
higher premiums.

Insumnce, after all, is of handling them. That's why your
simply a means of spreading risk. insumnce premiums have been
Insurance companies collect going up.
premiums from many people and Noone likes higher prices.
compensate those who have losses. But we're telling it straight.

The price of insurance musr
reflect the rising cost of paying CRUM& FORSTER
for those losses and the expense INSURANCE COMPANIES

THE POLICY MAKERS.

Administrative Headquarters: MorrisTownship, Newlersey 07960

Crum & Forster is running messages
like this to explain how the insurance system works
and why premium costs are going up.
Our advertisements are appearing throughout the year
in national consumer publications.



PE SPECTIVE

EMPLOYE BENEFITS:

Budgets, controls for

administrative costs

required post-ERISA

By GRANT H. MORRIS
Consultant, Morris Associates
New York, N. Y.

VERYONEIN THE erplaye bengfits

cost plan sponsors more money than they've
been accustomed to paying in the past. If
you're on the company side of this field,
you know it is going to cost more in serv-
ice fees and charges, more for internal work
to prepare the necessary records and re-
ports, and more in amounts set aside for
benefits. Of course, the people on the serv-
ice side of benefits, employed by actuaries,
accountants, lawyers, and so on, all know
that it is going to generate more income
for their firms. But how much more?

The answer to that question obviously,
varies from company to company, depend-
ing on many factors, such as: nature of the
employe benefit plans before ERISA, atti-
tudes of the employer toward ERISA com-
pliance and toward using outside expertise
to draft new plans, prepare employe book-
lets, perform special pension cost studies,
etc. In the end, the true costs of this be-
ginning phase of ERISA will not be known
until the lawyers, accountants, actuaries,
employe communications firms, and others
present their bills.

Let's leave aside these more spectacular
one time charges which many companies
are now in the process of paying, and con-
centrate on an area which may prove far
more costly in the long run. This area can
be described generally as the overhead cost
of ongoing administration of the records re-
quired by ERISA. Included within it are
all internal costs of administration of em-
ploye benefits, and all fees paid to outside
firms for specialized services related to ben-
efits, such as actuarial valuations, auditing
by a public accountant, benefit statement
production, thrift plan processing, and other
outside data processing services.

While it is easy enough for most com-
panies to find out how much they have paid
in any year for outside employe benefits
services, it often appears quite difficult for
them to separate their internal costs in a
meaningful way, because these are shared
between several staff functions and are
usually not the full time responsibility of
the individuals involved. This is not a
valid reason for giving up on the attempt
to find out how much dt costs to administer
pension and welfare plans.

If you are concerned about it, and you,

or someone in your organization should
be, you can arrive at an acceptable ball-
park estimate of the overall costs in this
area. And that should be sufficient to indi-
cate whether you ought to invest some
time and money in doing this kind of
administration more efficiently, or whether
you should decide to tolerate the amounts
being spent.

How to go about this? The chart on this
page is a generalized guideline to the proc-
ess of figuring out how much benefit
plan administration is costing your com-
pany. Since it is generalized, it may cover
some items not applicable to your situation,
or it may have left out items peculiar to
your company or industry. With a little
alteration on your part, you can easily
develop your own check list from this one
and apply it to your company.

A few notes of explanation may help
you to use this list more effectively:

1. Multiplying annual salary by the
factor 1.7 may seem a little high to some
people, but it is by now a common yard-
stick for measuring the actual cost in fringe
benefits and other expenses for having an
employe on the company payroll.

2. It is assumed that the employe benefits
department is the only place where you
will find people who spend their full time
on employe benefits work. In this case, the
salary of the department manager (if he or
she is full time) should be included with
the employes on line 1, and part of the
salaries of the mythical "management”
persons above the department level who
spend part of their time on benefits ad-
ministration problems should be entered
on line 2.

3. After you calculate the cost of benefits
for these employes, which should be rela-
tively easy, you will be venturing into un-
charted waters. Most of us have an aversion
to putting a dollar figure down on paper if
it doesh't come from some accounting rec-
ord. This tendency is particularly noticeable
in accountants, but all of us share it to
some degree. Dollars and cents are somehow
sacred numbers, and if not enshrined in
some journal or ledger, are highly suspect.
You can overcome your reluctance to put
fictitious numbers down when you realize
that estimates are better than nothing, and
that unless you do it, no one else will. In-
stead, everyone will continue moaning
about the high, and increasing, costs of
benefits administration, without ever being
able to specify what it is they complain
about.

4. A note of caution here. Since you are
estimating at many points in this check
list, be sure to note in your work papers
the basis of your estimates. If someone
guesses that she spends 30% of her time
On benefits, note who said it and when.

5. If you are "lucky"” enough to have a
complete chargeback system in the data
processing center, so that computer time,
systems work, and programming are all
itemized on monthly bills, here at last is
your chance to lay it all back at their
doorstep, showing the horrendous con-
tribution to overhead they are making.

6. Under Internal Costs, item EZ may
be one you prefer to skip. Nevertheless, it
is one example, out of many in this area, of
something called opportunity cost. What
would all those clerks, supervisors, and
managers be doing with their time if they
were not spending hours and hours trying

to reconcile the company's profit sharing
records with the bank's? Or, trying to
figure out why 100 employe thrift plan
statements at random appear to be wrong
in their acumulations, or, any of the end-
less list of things which can go wrong and
cause people to drop whatever they're doing
and help put out the brush fire.

It will not really take very long to get
some preliminary estimates filled in on this
list, perhaps two or three working days.
After review with the managers responsible
for the areas touched on by,this study, and
redefinition of exactly what is to be in-
cluded, the estimates can be refined to a
reasonably firm set of numbers, agreed to
by all those affected.

Now, what should you do with your
shiny new page of figures? First, divide the
grand total of internal and external costs
by the total number of employes to get an
approximation of the per head cost of bene-
fits administration. Does it look reason-
able? Remember, therd are few, if any,
standards for this kind of cost, so you have
to use your own judgment. An amount per
employe which seems reasonable to one
company, may be extremely painful to an-
other company in the same industry.

If the per capita cost, and the individual
items which go toward creating it, seem
reasonable, then you have at least- reas-
sured yourself on that point, and also in

the process you've established a basis for '

comparative studies of these costs at later
dates, and done dt at very little cost. File
the study away; call it back six months or
a year from now for updating and compari-
son. In the meanwhile, you can spend your
time on other matters with some reassur-
ance that these costs are not out of control.

If the results of this study upset you, if
you get the feeling that costs are out of line
for one or more of the items covered, then
you've got to spend some time to dig deep-
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er.First, pick the most flagrant case and go
back to the source. If it was a figure taken
from an accounting record, say the general
ledger, you may find that the ledger ac-
count name is misleading, and that more
is accumulated there than just what you
were looking for. It may be necessary to go
back to original journal entries to track
down the numbers you want. If it was an
estimated figure, it will be necessary to go
back over the estimating process again,
asking more detailed questions on the sec-
ond interview, and pinning things down
more precisely.

The steps described above should be
repeated for all items on the check list
which indicate excessive costs. At the end
of this process, if you still have a cost pie-
ture which troubles you, then you can pre-
pare yourself for some really grinding
work, especially when the problem lies
with internal costs. Somebody has got to
go through the departments involved and
do a thorough investigation of how people

spend their time.

Frankly, the author's 20 years of experi-
ence in dealing with in-house administra-
tive problems have taught him that, unless
you can eliminate a job completely so that
Nno one ever has to do it again, you are
probably better 6ff looking elsewhere to
save money. It is actually rather rare to
find people in the administrative cadres
of most companies who do one thing and
one thing only. It is far more common to
find that they perform several different
tasks, and as long as one of them has not
been eliminated, Parkinson's Law plus the
natural tendency of the department man-
ager to keep his body count up, will keep
that employe on the payroll. A lot of time
and effort may have gone into eliminating
nearly all of the clerical function, but it
won't result in the saving of much over-

Continued on following page

Check List for ERISA Administration Costs

1. Internal Costs

A. Employe Benefits Department

1. Total employes annual salaries x 1.7 = $

2. Management-part annual salary(s) X 1.7 =

B. Payroll Department

1. Partial employes annual salaries X 1.7 =

2. Management-part annual salary(s) X 1.7

C. Personnel Department

1. Partial employes annual salaries X 1.7 =

2. Management-part annual salary(s) X 1.7 —

D. Data Processing Department

1. Amounts charged back for: computer time=

systems work=

programming=

2. Management-part annual salaries X 1.7 =

E. Other Factors

1. Cost of forms, records, tapes; etc; =

2. Value of time lost in reconciliations, error corrections, etc; =

11. External Costs

A. Consulting Actuary

1. Bill for normal valuation =

2. Bill for special cost estimates =

Total Jnternal Cost =

3. Consulting fee for ERISA record keeping system design =

B. Public Accountant

1. Portion of fee attributable to ERISA records audit =

2. Consulting fee for ERISA record keeping system design —

C. Thrift/Savings Plan Processor

1. Basic annual charge, or set up charges =

2. Per head charge for periodic processing =

3. Extra charges for systems, programming, special runs, etc;

D. Benefit Statement Processor

1. Set up charge =

2. Per head charge for processing =

3. Extra charges for graphics, systems, programming, etc;

E. Other External Costs
1.
2.

Total External Cost =

Grand Total of Internal & External Costs $
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- business practice in reviewing the charges, behalf. Then, you may discover that some can replace him Second, in reviewing the
B e N efl tS - . doesn't know what it has contracted for, of the work they perform for you is neces- consultant's work, you need not be con-
nor what it is worth, it will almost cer- sary only because of poor procedures In cerned with internal company polltics (un-
tainly end up paying out a good deal more your own shop, or a misunderstanding of less he has political connections in the com-
Cont:nued from preceding page than necessary for benefits services. what you want done. pany). You won't be stepping on any of
head as long as the personnel count re- For example, if your company submits your co-worker's toes, curbing their em-
mains the sarne Let's stress the fact that, although :t sloppy inaccurate data to the actuary for pires, or battling Parkinson's Law Third,
So, unless you have a lot of clerical staff often seems so, the review of fees charged the annual valuation, he usually bills about It IS rewarding because any fee which is
somewhere in the employe benefits ad- you by any outside servicer is not of nec- $50 per hour to have an actuarial clerk cut back or reduced for the future, repre-
ministration Picture who all do the same essity an adversary proceeding, any more clean vt up (I once saw actuarial data sub- sents demonstrable cash outlaY saved by
thing, and you can figure out a way to than the review of your own work by mitted on the backs of laundry slips, writ- the company It is not always as easy to
completely eliminate their Job function. supenors within the company More often ten with a dull soft pencil, which is the convince management of the savings when
you'll probably be much happier, and strike than not, managers reviewing the work worst I've encountered, but there are con- internal costs are reduced
paydirt much sooner, if you concentrate of subordinates, the details of which they tinual less spectacular examples of this sort When you've completed this entire re-
your efforts on the external costs cannot possibly know as well as the sub- in most actuarial offices) If you demand view, you may not have directly saved one
As far as outside fees are concerned, ordinates do, ask questions primarily to that your thrift plan reports be delivered cent for the company, but you will have
perhaps it is too easy to look at the general elicit enough information to make a decl- on time, but your payroll output tape never established a firm basis for tracking ERISA
ledger and write down a figure without mon It is an attempt to clanfy and under- gets to the processor on schedule, he is go- administration costs, you will have learned
thinking about it or analglzin it All too stand the material, not to pick it apart. Or ing to bill you some way or other for the in greater detail about administrative over-
often, a careful review of the fee, breaking at least it begins that way overtime he puts in head and how it grows, and you will have
it down into its parts to see what the com- Just as your superiors have the right to If the public accountant has to look in put your outside servicers on their toes
pany received for its money, is simply not question how you arrived at the conclusions three files instead of one to perform his These steps constitute the beginning of cost
done In too many companies, outside fees in a report, so do various people in the audit, that means extra time for him and control, and are fundamental for making
are dealt with from the seat of the pants company have a light, indeed a du:y, to extra billing for you If your company hires further improvements in this area
The responsible person reviews them brief- - review charges by outside suppliers While a communications firm to prepare a corn-
ly, and if the total isn't above some intul- some professional consultants do act some- prehensive statement of benefits for each Grant Morris began h28 own consulting
tive maximum that person carries in his or what huffy when their fees are questioned, employe, and then hnds, after the state- operation thls year after spending flve years
her head, they need no comment if you make it clear that you are seeking ments are printed, that some of the data with Johnson & Higgzns as manager of data
We have dwelt on this point, not because clarification, it should be possible to develop sent to them was wrong, it costs them time processing At J&H, Mr Morris helped
there is any underlying assumption that a working relationship In the process, you and money to rerun and it is going to cost develop the flrm's system for processing
fees are inaccurate or padded, but because will begin to learn why his fees are high you, too valuations, cost estmates, benefzt statements
itis easy to foresee that they are going to (If they are), and he will be kept on his Analyzing fees begins to sound as tedi- and penston forecasts Between 1958 and
rise in coming years ERISA has given toes, which is generally the best posture for ous, time consuming and unrewarding as 1970, Mr Mon'ls was manager of sl/stems
every kind of employe benefit servicer anyone sum)lytng services The first thing analyzing mternal costs, but it isn't, and and programming for the Teachers Insur-
more functions to perform, and therefore you will learn is that the actuaries, ac- for a number of reasons First, the con- ance and Annuity Assn -College Retire-
more to charge for Inflation will also tend countants, and data processing services try sultant has no choice but to cooperate ment Equttles Fund, one of the largest pen-
to drive up their fees. If the company pay- to keep accurate time records so that they with your review. He needs you more than sion funds in the world He has a BA from
ing for the service doesn't exercise sound can bill you for everything they do on your you need him, there are always others who Yale Universtty

Disadvantages seen

iINn underground siting
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. . ence insight was gained into the disad- -
vice president .
- vantages of underground containment re-
Clifton & Co., Los Angeles ferred to in the Swedish Urban Siting -
Study; and of benefits projected by Europe-
Recently the California Legislature en- an planners 1 Ytir* 4 L .*& . T .
acted a package of three restrictive nuclear Prime consideration for underground sit- - .tH . 6345+Ze. 4.e,Tf'.T. . 1 3.4

bills. Two pieces of this legislation prohibits ing in Europe was based on a behef that —

permits for new nuclear power plant con- rock containment substantially improved Recently enacted California legislation provides impetus for studies of underground con-

struction until the State Energy Commis- protection against external missiles This tainment for nuclear installations such as this

sion ( 1) determines that the federal gov- goal failed to materialize in all instances

ernment has approved a technology for re- because the reactor alone was placed under- providing a leaktight containment, requires never returned to service

processing spent fuel, and (2) determines ground leaving key components above- either concrete, concrete and steel or steel Limited access to underground nuclear

that the federal government has approved a ground vulnerable to missile attack To liner walls At one underground facility, power plants introduces various disadvan-

demonstrated technology, not necessarily op- provide a war protected electrical genera- pencil size holes formed, due to electrolysts, tages. During construction, inability of

erating, for disposal of high level wastes tion capability requires relocation under- penetrating the steel containment liner cranes to operate from above and with
The third law requires the State Energy ground of, coollng towers, ventilation, water Leakage through these openings into limited access from around impedes con-

Commission to undertake a study of the intakes, generators, switchyar(is, etc Even groundwater necessitated plant shutdown struction. Swedish authorities reported that

feasibility and economic viability of under- with these additional measures undertaken Lkcating and repairing of these small mac- construction time for underground plants

ground containment If the commission de. (with resulting substantially higher project cessible openings proved to be a long and was about one year longer than for above-

termines that undergrounding is not nec- costs) questionable protection from attack arduous task. ground plants. In Norway it was stated that
essary, effective or economically feasible, upon mam power cable and reactor tunnel total construction costs, including interest
the legislature could prohibit the issuance openings would still remain Construction of containment walls creates ( 1974), increased project expense by 12%
of new land use permits for nuclear plants Improved safety aspects of underground a void area between the rock cavity and On an operational basis this limited ac-

for an additional year to evaluate the study slting was given as another prime advar_tage liner material Water saturated rock, com- cess to an underground cavity could ham-
Alternatively, if the commission finds a by European planners. However results of mon to many subterranean cavitles, intro- per entry of emergency personnel In-
need for undergrounding, the legislature their experiences indicate disadvantages duces the risk of hydrologic forces. To re- ability to vent fumes and smoke may delay
could suspend the ruling for one year to previously not encountered with above- duce water pressure on containment walls, entry with resultant increase in danger The
consider legislation ground nuclear power plant siting drainage is supplied in the void area Over rock contamment will further impair or
Initial design of underground cavities pro- a period of time these drains tend to clog make impractical introduction of large mo-
Currently, underground siting of nuclear vides a fixed plant seldom envisioning fu- shut as cavity rock grdually deteriorates bile emergency apparatus
power plants has been undertaken only in ture needs or expansion requirements This from wetting Failure to maintain adequate From the practical experience accumu-
Europe on a limited basis Original pro- lack of flexibihty eventually results in con- drainage can produce structural stress or lated in Europe, with construction of under-
Jected benefits of this containment tech- gested equipment placement and creaticn of corrosion effects upon containment walls ground nuclear power plants, It becomes
nique were' improved protection from na- inaccessible work areas Expansion of a rock and equipment. evident that this siting technique is not
tural and man-made hazards; improved cavity, after the reactor has been placed in Protection of access and ventilation shafts without disadvantage As with aboveground
safety and the possibility of urban siting, service, could require a prolonged shut- to an underground nuclear power plant site and floating nuclear power plant siting cer-
possibilities of utilizing urban sited reactors down or continued plant operations under must also be assured against flood condi- tain advantages and disadvantages accrue
for the production of process heat, reduc- less than optimum conditions tions. With vital parts of an underground to each specfic concept. Total reliance upon
tion of environmental impact nuclear power plant often below recipient underground nuclear power plant construe-
The Swedish Urban Siting Study, in 1974, The size of a nuclear power plant has a level of cooling water, a risk of internal tion would not provide any greater degree
stated; "Installations in rock caverns pro- direct influence LpOIll the cost per unrt of flooding exists. To provide adequate safe- of safety than at present
vide added protection against external mis- electricty the larger the plant, the cheaper guards m this event will require reliance The California State Energy Commission
siles and also provide certain other safe- the power The Diablo Canyon containment upon auxiliary pumping systems. must recognize, in its investigation, that
guards. It thus appears that the use of rock structure has an inside diameter of 140 feet Pressure rehef inside an underground siting flexibility provides "engineered" safe-
containments is the easiest way to improve to allow for a 1,060 MWe reactor Under- cavity must also be taken into careful con- guards to' best meet Individual site condi-
protection against damage to the contam- ground spans, for reactor containment such sideration. The Lucens, Switzerland under- tions Through analysis and flexibility, with
ment m connection with major ruptures in as this, have not been publicly announced ground reactor experienced a major ac- regulatory review, the engineer develops
the pressure vessel and in the primary Technical solutions to this construction dif- cident Jan 21,1969 Thirteen hours after optimum safeguards Restrictive legislation
circulation system However, location in ficulty could be found d good rock forma- startup, following shutdown for corrective will only serve to limit engmeenng options
rock also entails certain disadvantages" tions were available For California the work, a pressure tube ruptured Although and provide medlocrity Final Commission
As a member of the American Society of supply of favorable geological sites will be the reactor cavern ventilation isolated valves findings, in the public interest, should be that
Civil Engineers Committee on Nuclear Pow- a serious detriment to long term nuclear closed, the overpressure caused greater than legislation iS not required to restrict future
er Plant Siting this writer was given an op- energy growth. expected leakage into the next cavern Fol- construction, to underground sites, of nu-
portunity to visit European underground The quallty of underground rock, as to lowing this incident the Lucens Reactor was clear power plants.



By GREG DAVID

CHICAGO-A $6 million dam-
age suit has been filed against
Riddell Inc., the sporting goods
manufacturer, an lllinois school
district and a sporting goods dis-
tributor in connection with an in-
jury suffered by a high school foot-
ball player.

Riddell is also facing $5.3 million
in damages awarded a Miami, FI.,
high school football player in con-
nection with injuries he suffered
while wearing a Riddell helmet.
That case is being appealed.

Several officials in lllinois said
the suit could cripple high school
football in the state.

William Galindo Jr., 18, of Chill-
icothe, Il., suffered a spinal cord
injury in a varsity football game on
Oct. 11, 1974, and has been para-
lyzed from the neck down.

According to the youth's at-
tomey, Robert G. Day Jr. of Peoria,
the suit seeks $5 million in com-
pensatory damages against Riddell,
lllinois VValley Central Unit School
District 321 and Bailey & Himes
Inc., a Champaign, Il., sporting
goods distributor. An additional $1
million in punitive damages is be-
ing sought against the two firms.

The suit claims the youth was
given a defective face mask and
helmet and that the school failed
to provide either proper 6oaching
or a doctor at the game. It also al-
leges Mr. Galindo was playing a
dangerous position because of his
age, physique, inexperience and
poor eyesight.

The suit says the padding used
in the suspension system in the hel-
met was inadequate, the rear edge
of the helmet was too low on the
youth's neck and the face mask
could be used as a lever.

Neither the school district nor
the two companies would comment
on their liability insurance. How-
ever, Business Insurance reported
(April 19) that Riddell is insured
up to $250,000 with no deductible
through Insurance Co. of North
America. American Home Assur-
ance Co. provides the umbrella
policy with a limit of $10 million.
Defense costs are covered by the
insurance which comes up for re-
newal in 1977.

An insurance source who has
worked with school districts said
many districts in less claims-con-
scious areas outside large metropol-
itan centers often don't carry more
than a $1 million umbrella policy.

Don Himes, president of Bailey &
Himes, said he had not been served
with the papers in the case and
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could not comment until he had
conferred with his attorney.

Al Weiss, a spokesman for Rid-
dell, said the publicity from the
suits had not hurt Riddell's helmet
sales. Last year was the best ever
for the company's helmets, Mr.
Riddell said, and this year is ex-
pected to be even better.

Mr. Weiss would not discuss spe-
cifics but did say "any manufac-
turer worth anything has seen his
insurance go up.”

The lllinois High School Assn.,
the controlling body for inter-school
activities in the state, carries a
$100,000 catastrophe medical pol-

icy for all students in their activi-
ties.

Kenneth VW. Freeto, a broker
with the Freeto Insurance Agency
in Chicago, said the policy pro-
vides $100,000 in coverage for a

wide range of medical bills for up
to four years after an accident with
a $5,000 deductible. The benefits
are pro-rated with the parents' in-
surance policy.

Mr. Freeto would not disclose the
amount of premiurns paid by the
high school ass