LLI

NOVEMBER 4,1985

'business

NMsurarnce

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

Regulator challenging

group coverage program

By JERRY GEISEL

TOPEKA, Kan.-The Kansas Insurance Department is challeng-
ing the ability of a group of insurance buyers to tap a federal law
that allows them to buy product liability insurance free from state
regulation.

In a suit filed in U.S. District Court in Topeka, Insurance Commis-
sioner Fletcher Bell questions whether organizations that do not
manufacture or sell products can take advantage of a provision in
the federal Risk Retention Act that pre-empts state restrictions on
the group purchase of product liability insurance.

The suit says Congress passed the Risk Retention Act to give new
risk-fimancing
techniques only to prod-
uct sellers-manufac-

'There is no product liability

insurance here. The

turers, wholesalers, dis-
tributors or
retailers-and not to

purchasing group concept
was not intended for this kind

product consumers.
The controversy cen-
. ters on a "purchasing
of program,’' says Mr. Fay. group™ organized by
— Doug Ruedlinger Imnc., a
Topeka insurance
agency, through which national and state high school athletic asso-
ciations and 70% of the nation's high schools buy coverage under-
written by Insurance Co. of North America. The program provides

up to $5 million of liability coverage for sports injury claims.

"We feel there is no product liability insurance here. The purchas-
ing group concept was not intended to cover this kind of program,”
said Ted Fay Jr., an attorney with the Kansas Insurance Depart-
ment. This program is "stretching the law past the snapping point,"”
he adds.

However, a brief filed on behalf of Ruedlinger and INA, a unit of
CIGNA Corp., says the coverage provided through the program
covers product liability exposures created by the schools' participa-
tion in the design, testing and distribution of sports equipment.

The outcome of the Insurance Department's suit, which seeks a
ruling that the Ruedlinger program is not a bona fide purchasing
group, could have ramifications beyond high school athletic insur-

Continued on page 37

update

Four NYIE syndicates

stop writing all business

NEW YORK-Four New York In-
surance Exchange syndicates man-
aged by Pruco Managers Inc. have
stopped writing new and renewal re-
insurance and direct insurance busi-
The four syndicates, which ceased
underwriting late last month, are
Pruco Syndicate Inc., the
seventh-largest on the exchange last
year in terms of gross premium vol-
Continued on next page
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N.J. cancellation rules

challenged

By MEG FLETCHER

TRENTON, N.J.-Insurers are asking the New Jer-
sey Superior Court to throw out the state Insurance
Department's emergency rules that restrict insurers’
rights to cancel or not renew most property/casualty
insurance policies.

The American Insurance Assn., the

National Assn. of Independent Insur-
ers and the Alliance of American In-

At ontchaflemge Oct. 25 n the

ricor Cccouwuart. \ -7

. Thev.sharge.thatthe. sules, which /

lines insurers and affect both com-

mercial and personal lines coverage,
are unconstitutional, arbitrary and
unreasonable and violate the depart-
ment's statutory limits of authority.

They say they threaten the sol-
vency of insurers writing business in
New Jersey and severely restrict ca- -
pacity for new risks.

The rules went into effect Sept. 17
and are in force until Nov. 16, when

1.0

INnsurance Commissioner Haz=zel
Frank Gluck can either cancel them

or reinstate them.

Ms. Gluck refused to comment on her plans, but the
insurers say in their court papers that she has proposed
to make the emergency rules permanent.

Allstate Insurance Co. of Northbrook, Ill., has also
filed a separate appeal in Superior Court, seeking to
exempt its personal lines coverages from the emer-
gency rules.

Both the trade associations and Allstate have re-

quested that the state Insurance Department be prohi-

by Iinsurers

bited from implementing the emergency rules during
the appeal process. A hearing on that request was to be
held last Friday.

In recent months as the commercial insurance mar-
ket has tightened drastically, many states have issued
orders to control the availability of insurance coverage
for public entities and corporations. However, the New

Jersey order is much more restrictive
than regulations in other states.

"The New Jersey regulation is the
most outlandish of all the regulations
that have come down," said Patrick
O'Brien, senior counsel for the
American Insurance Assn.

Specifically, the New Jersey order:

= Prohibits midterm premium in-
creases and/or any reduction in the
amount of coverage provided under a
policy.

= Prohibits insurers from cancel-
ing blocks of policies and from not
renewing entire lines of insurance,
unless Ms. Gluck approves a plan for
such actions that minimizes market-
place disruption and provides for al-

ternative coverage at comparable
rates and terms.

- Prohibits issuance of notices of

// non-renewal or cancellation by an in-

surer unless the insurer seeks Insur-

ance Department approval 90 days in advance of the

action. The department then has 30 days to respond
after the insurer files all documentation.

This rule does not apply to a cancellation due to non-
payment of premium or if the buyer in any other way
fails to act in good faith.

Several insurers point out that they did not find out
about the new rule until after it was in effect. There

Continued on page 41

Next move on claims-made up to regulators

By CAROL CAIN
and LORRIE GIBSON

The claims-made controversy is back in
state regulators' court.

As it promised in early October, the Insur-
ance Services Office last week filed with all
50 states significant revisions to its proposed
commercial general liability claims-made
form.

The revisions establish a five-year, auto-
matic extended claims reporting period for
known occurrences; change the trigger of
coverage to include claims made verbally to
the policyholder or insurer rather than only
claims made in writing; limit when an in-
surer can advance the retroactive date of a
policy; provide for the reinstatement of the
aggregate limits of the policy for tail cover-
age; and withdraw endorsements that limited
the availability of unlimited tail coverage.

These changes-made only after much
pressure from buyers, agents/brokers and
regulators-will be the last before the Jan. 1
target date for use of the new form, ISO has
stressed.

"We have filed a con-rgrF &_L -L
tract that we believe pro- gbil Ifl
vides the features and rva/kiywfa-

safeguards needed by "j-

holders," said Fred R. NFLMTWi,ia#t.
Marcon, senior executive L

vp_and chief operating -9390*EI©

"No ISO product is cast
in concrete,"” he continued. "But the time for
dialogue for the CGL policy is over. N4w is
the time for action.

"The policy must be in place Jan. 1 so that
those insurers who are ready to use it-espe-
cially those who need the claims-made form

to renegotiate expiring reinsurance contracts
-h'ave it available and fully supported.

"I'm sure that both ISO and regulators will
be studying the impact of the policy after it is
subjected to its ultimate test-the market-
place."

However, the revisions filed last week do
not answer all buyers' and producers' con-
cerns about the new form and, more signifi-
cantly, do not address specific concessions
state regulators cited last month as prerequi-
sites for approval of the new claims-made
form (BI, Oct. 28)

Nonetheless, ISO is moving ahead, confi-
dent its most recent revisions will satisfy reg-
ulators' concerns.

"l am confident that you will be reassured
that the claims-made program, with the
changes we have introduced, can be mar-
keted to a broad spectrum of the insurance-
buying public, satisfying both insurers' objec-

tives and the reasonable coverage expecta-
tions of policyholders,"
cover letter attached to the revised filings.

The cover letter, which normally would
originate from the ISO field staff rather than
Mr. Marcon, explains ISO's perspective on
the revisions and why it wants a claims-made
form in place for Jan. 1.

"These changes materially reinforce,
through additional contractual guarantees
and manual rules, the economic and competi-
tive safeguards that already exist. In effect,
they put in place the promises and represen-
tations about the intended application of the

said Mr. Marcon in a

program that have already been publicly
made by ISO and our affiliated insurers," Mr.
Marcon's letter says.

"We believe you share our view that insur-
ers and reinsurers cannot be expected to
commit scarce capital to ill-defined, erratic

Continued on page 42
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4 NYIE syndicates stop writing

Continued frompremous page
ume, Essex Syndicate Inc, John Street Syndicate Inc, and Republic
Western Syndicate Inc

A Pruco spokesman confirmed the syndicates have stopped un-
derwriting but said they have taken no action yet to formally with-
draw from the exchange The spokesman would not say whether
the underwriting suspension was temporary He said, "At this time,
we feel our resources can be used more profitably elsewhere "

Pruco Managers had planned earlier this year to merge the opera-
tions of the Pruco, Essex and John Street syndicates, but that
merger never became effective, the spokesman said

Pruco Syndicate last year wrote gross premiums of $132 million,

Zr wireostigerSn, 12Yyinri Sahynitef]reotef0600milion, and Re-

The four syndicates offered a combined per-risk capacity of
$750,000 on both property and casualty business

Steel maker to terminate plans

WASHINGTON-The head of the Pension Benefit Guaranty
Corp says the proposed termination of four massively underfunded
Wheeling-Pittsburgh Steel Corp pension plans is an abuse of the
PBGC insurance program, and the agency is exploring ways to pro-
tect it from picking zip all the liabilities

As expected, Wheeling-Pittsburgh last week told the PBGC it in-
tends to terminate its plans as part of a new labor agreement with
the United Steelworkers union Those plans have $475 million in
unfunded liabilities

The termination of the plans is the biggest loss in the PBGC's
11-year history and boosts the agency's deficit past $1 billion, up
from $462 million a year ago

"The Wheeling-Pittsburgh case clearly demonstrates the need for
reforms," says PBGC Executive Director Kathleen Utgoff

In addition, PBGC officials want the effective date of legislation
passed by the House that makes It more difficult for companies to
dump their pension liabilities onto the PBGC can be made retroac-
tive so the agency wouldn't have to absorb all of Wheeling-Pitts-
burgh's pension liabilities (BI, Oct 14)

Currently, the pending legislation does not include a retroactive
date

Bermuda court to rule on Mentor

HAMILTON, Bermuda-Bermuda's Supreme Court will hold a
private hearing Nov 14 to review the nominations for a committee
of inspection to oversee the liquidation of Mentor Insurance Ltd

About 200 creditors failed to agree on the composition of the com-
mittee at their first meeting Sept 20, but voted on nominations

The ballot produced a majority vote in favor of a committee of 10
creditors These are Rotterdamse Assurantiekas, The Hartford In-
surance Group, Continental Insurance Group, American Centennial
Insurance Co, Ennia Reinsurance, Manufacturers Hannover Trust,
Morgan Guaranty, Bank of America, First City National Bank of
Houston and the London law firm of Neville Russell, which repre-
sents the interests of Lloyd's of London syndicate 317

Irving Trust, which is believed to be claiming about $60 million
from the failed insurer, was the only one of five major U S banks
that was not nominated to the committee

The 10 nominated creditors are among hundreds of creditors
owed an estimated $1785 million by Mentor, a subsidiary of New
Orleans-based Ocean Drilling & Exploration Co Mentor was forced
into liquidation in June by the Bermuda government after the com-
pany failed to meet statutory solvency requirements

Mentor hquidator Charles Kempe, who predicts the liquidation
will take years to complete, said the delay in forming the committee
has not held up liquidation work Bermuda's Companies Act gives
the island's official receiver, Verbena Daniels, the same powers as a
committee of inspection, he noted

An interim report prepared in June by the liquidators estimated a

$305 miillion shortfall in Mentor's ability to meet demands from
creditors

Monsanto shareholder files suit

CHICAGO-A Monsanto Co shareholder is suing Monsanto and
G D Searle & Co, claiming they wrongfully failed to inform share-
holders about hundreds of liability lawsuits pending against Searle
when it was acquired by Monsanto last summer

The suit, which alleges violations of federal securities laws, says
the companies should have informed shareholders of the lawsuits
and potential liability stemmming from the Skokie, Ill -based Searle's

Continued on page 41
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Hurricane Juan causes

big losses for oil drillers

By STEVE TARAVELLA the coasts of Alabama and Florida.
Among the commercial property suffering the
NEW ORLEANS-011 drillers in the Gulf of most extensive damage were two Jack-up oil drilling
Mexico say they were caught off guard by the force rigs and one oil and gas production platform
of Hurricane Juan, which caused extensive damage Drrillers say they were surprised by Hurricane
and several deaths Juan, which struck swiftly At the end of the work-
"As far as the oil industry 15 concerned, this was day on Friday, Oct 25, the storm was considered
much more devastating only a tropical depression
than any storm we've seen, . ) _ The next day, Juan was
in the Gulf of Mexico in at | 'As far as the oil industry is packing winds up to 50 mph
least three years and proba- 1 and on Oct 27 ItS winds
bly since Allen" in 1980,1
observes Greg Gant, vp at | more devastating than any
Matthews-Daniel Co,al
Houston-based marine sur-,
veylng and adjusting firm | three years,' says Mr. Gant.
Jean Cochran, manager

of energy claims for whole- 1
sale broker J H Blades &

concerned, this was much

reached full hurricane

strength of 75 mph, accord-

ing to the National Hurri-

storm in the Gulf in at least
cane Center.

By the time most drillers

realized the danger, the
- weather was too rough to

risk evacuation by either
Co Inc. m Houston, estimates Hurricane Juan will boat or helicopter, they say
be more costly to the insurance industry than Hurri- Juan struck drilling operations on the southwest
cane Elena, primanly because of the loss of human Louisiana shore for about 48 hours, packing waves
life as high as 30 feet and winds of up to 85 mph

Hurricane Elena caused an estimated $5433 mil- Four people are known dead in oil-drilling related
lion in insured damage when it slammed into the accidents, and six more were missing late last week
Gulf Coast in September (Bl, Sept 16) The Coast Guard reported losses to five 011-related

Estimates of total damage from Hurricane Juan vessels And the Coast Guard said it rescued a total
last week ranged as high as $1 billion, including of 163 people in the hurricane, which it said is far
flood damage to some 50,000 homes more than usual

And, that cost could rise higher Late last week, Penrod Drilling Co in Dallas IS believed to have
the storm returned to sea and threatened to strike Continued on page 4

Congressional feud stalls Superfund bill

By ROBERT A. FINLAYSON

on the House floor will likely result, possibly killing
any hope that a Superfund reauthorizaion will be en-

WASHINGTON-Wrangling among members of two acted this year, observers say
House committees over key pollution hability and One of the sticking points in discussions between
cleanup issues is holding up full House action on legis- committee members is language that would establish a
lation to reauthorize the federal Superfund Act so-called citizen suit provision in the Superfund law

Sucha provision, contained in both bills, would allow
waste cleanup program expired Sept 30 because Con- citizens to sue companies to compel them to comply
gress failed to reauthorize the cleanup law before that with federal environmental regulations Currently,
date only the federal government has this right

While the Senate has approved a reauthorization The two committees are arguing over whether the
measure, House action has been held up because five law should allow any citizen to bring a suit to force a
separate House committees sought and received au- company to comply with environmental rules or
thority from the House leadership to examine and whether only citizens actually injured by an alleged
amend the Superfund legislation non-compliance could bring suit

The taxing authority that finances the hazardous

Although the House Energy and Commerce Commit- Also under discussion is whether citizen suits could
tee's bill, H R 2817, was used as the primary legislative be brought to force a company to clean up a dump site
vehicle by three of the four other House committees or potential hazard even if the company complied with
examining the reauthorization, the Public Works and government regulations
The provision would also allow citizens to ask federal
Members of the Energy and Commerce Committee courts to force the Environmental Protection Agency
and the Public Works and Transportation panel are to take actions specified under the cleanup law, like
now trying to reconcile differences between the two promulgating regulations and performing studies
measures so they can present one bill to the House Generally, the Energy and Commerce Committee's
Rules Committee, the last stop a bill must make on its bill takes a more restrictive position against consumer
way to the House floor suits, while the Public Works Committee's bill grants
If they fail to reach a compromise, a lengthy debate Continued on page 38

Insurer set to write coverage
for asbestos removal firms

Transportation Committee chose to write its own bill

HARTFORD, Conn -A new insurance company Besides Acmat, other investors are Acceleration
specializing in coverage for asbestos removal contrac- Corp, a Dublin, Ohio-based insurance holding com-
tors is expected to write its first policy later this month pany, and Chase Enterprises, a business interest of

The new insurer, United Coastal Insurance Co, 13 a Hartford developer David T Chase and his family
subsidiary of United Coasts Corp, which is partially Chase Enterprises will provide United Coastal with
owned by Acmat Corp, one of the nation's largest as- management services, while Acceleration Corp wiill
bestos removal contractors (BI, June 3) provide accounting and financial services

United Coastal, which is licensed in Arizona, has
been capitalized at $10 million and will write liability,
disability and automobile coverages

Acmat, based m East Hartford, Conn, helped form

Benefit forms due

The annual directory of employee benefit con-
sultants will be published m the Dec 23 issue of

the company after its property/casualty insurance pro-
gram was canceled by CIGNA Corp earlier this year It
has since sued CIGNA and three subsidiaries in a Con- Business Insurance, which will contain a SpOt-
necticut state court over the cancellation

Acmat President Henry W Nozko, Sr, said United
Coastal expects to do business as a non-admitted in-
surer in about 35 states The company IS forecasting a
premium volume of about $35 million in its first year

light report on employee benefit issues
There is no charge to be listed in the directory
However, those employee benefit consultants
who wish to be Included must complete and re-
turn a questionnaire supplied by Bumness Insur-
Although the company initially will focus on writing ance
coverage for asbestos removal contractors, it also plans
to insure other types of businesses, Mr Nozko said

If you have not yet received a questionnaire,
you may request one by writing Directory Edi-
tor, Bus:ness Insurance, 740 N. Rush St, Chicago,
11l 60611, or by calling 312-649-5279

The company expects a maximum capacity of $1 mil-
hon for liability coverage for asbestos remoial contrac-
tors, he said Liability coverage will be on a claims-
made basis and a $2,500 deductible is expected



EPA won't delay

coverage rules
for waste sites

By ROBERT A. FINLAYSON

WASHINGTON-More than 100 businesses that operate or manage haz-
ardous waste disposal facilities may be forced to close these sites Nov. 8
because they cannot obtain environmental impairment liability insurance.

Environmental Protection Agency Administrator Lee M. Thomas told
Congress in an Oct. 18 letter the EPA will "fully implement” a November
1984 amendment to the Resource Conservation and Recovery Act, which
required businesses to meet federal financial responsibility requirements
by Nov. 8 or close their facilities.

Most of the businesses affected by the deadline are small to mid-sized
manufacturing firms, including small chemical companies, wood-treating
firms, metal finishers, small petroleum refiners and other manufacturers.

Most of the larger companies that operate waste disposal facilities are
able to meet the federal financial responsibility requirements by self-in-
suring their EIL exposures.

The EPA letter ended months of speculation over whether the agency
would grant some relief to businesses affected by the congressional dead-
line.

However, Congress could still grant that relief.

Although the letter does not specifically ask for Congress to change the
Nov. 8 deadline, EPA officials say privately that it gives Congress a chance

to evaluate the impact of the
deadline.

"The letter says: 'This is what's
happening,’ and sort of asks the
question: 'Is that what you

want?™" an ERPA official ex-

plained.

EPA officials are concerned
that the congressional deadline
could drive legitimate hazardous
waste disposal firms out of busi-
ness while forcing waste genera-
tors to close their own disposal fa-
cilities. The result could be a
shortage of waste disposal capac-
ity.

Congressional staffers say
members are "monitoring the situation closely." Staffers report that sev-
eral plans to alter the deadline are under consideration by members of the
House and Senate committees responsible for environmental laws. But, no
decision has been made to move the deadline back, the staffers say.

A staffer with the Senate Environment and Public Works Committee

said one option under consideration is to extend the deadline for specific
classes of facilities.

For example, the deadline could be extended for facilities run by smaller
firms that are in compliance with all other EPA regulations, the staffer

said.

But House and Senate staffers say some sort of a deadline will be main-
tained.

In fact, they point out, Congress originally imposed the deadline out of a
concern that the EPA would not use the financial responsibility require-
ments to close unsafe hazardous waste disposal facilities.

Under the federal financial responsibility rules, companies must either
pass a stringent test to demonstrate they have the financial strength to
self-insure their EIL exposures or purchase EIL insurance with limits of $3
million per occurrence and a $6 million annual aggregate.

But businesses affected by the deadline claim that although they are in
compliance with all other EPA regulations, they still cannot purchase EIL
insurance because the market for such coverage is practically non-exis-
tent.

While House members are somewhat less sympathetic than their coun-
terparts in the Senate, members generally realize the current
property/casualty insurance market is making it difficult for even the
best-run hazardous waste facilities to obtain EIL coverage, congressional
staffers explain.

In the past 18 months, the EIL insurance market has dwindled to just a

Continued on page 38

Quake
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losses

Lack of coverage keeps total lower than feared

MEXICO CITY-U.S. and foreign insurers and
reinsurers say their losses from the recent Mexico
City earthquakes although sizable will not be not
as great as they had thought because many buildings
damaged or destroyed were not insured.

A United Nations report estimates total losses
throughout Mexico from the two September quakes
at $4 billion, including economic losses such as the
loss of tourism.

The U.N. report also says 6,000 people are known
dead, and 2,000 are missing and presumed dead.

However, Mexico's 44 insurers so far have re-
ported 5,000 claims worth only about $400 million.
And although the insurers say that total could rise,
they say most of the claims already have been filed.

The difference between the total losses and the
amount of claims received by insurers stems from
the lack of coverage on many Mexican property
risks.

"The water and drainage networks certainly were
not" covered, says Benjamin de la Cueva, director of
the Mexican Assn. of Insurance Institutions.

And, it is unclear whether government buildings
that collapsed in the initial quake on Sept. 19 were
covered, he says.

"Insurance density is not as high in Mexico as it is
in the U.S., Britain or Germany," says a spokesman
for Munich Reinsurance Co. in Munich. The com-
pany says it cannot yet estimate its share of the
Mexican quake losses.

The Munich Re spokesman explains: "In 1984, the
biggest loss ever to hit Germany was the hailstorms.
It cost the economy 3 billion deutschemarks ($1.1
billion), and of that, 1.5 billion deutschemarks was

Continued on page 35

Photo: AP/Wide World
Passers-by inspect the Hotel Regis in Mexico
City, damaged severely in the recent quakes.

Florida law calls for certification

of health care risk managers

By DONNA DiBLASE

TALLAHASSEE, Fla.-An advisory committee that
includes two risk managers will meet this week with
state Insurance Department officials to discuss the cri-
teria the state will use to certify risk managers at health
care facilities.

Under a law passed earlier this year by the state Leg-
islature, Florida will certify and regulate risk managers
at health care facilities in the state beginning June 1,
1986.

Florida is the only state that requires the certification
of any type of risk manager.

In addition, the law requires medical facilities like
hospitals and health maintenance organizations to de-
velop comprehensive risk management programs by
June 1.

While the 90-page law contains a wealth of provi-
sions to reduce medical malpractice litigation and
awards, "risk management is the buzzword" of the law,
says Roberta Carroll, director of risk management at
Mount Sinai Medical Center in Miami Beach and a
member of the the advisory committee.

"The law is intended to help to decrease any patient
injuries by negligence and to decrease the amount of
claims. We're trying to make internal risk managers a

qualified breed of people who know what they're
doing," Ms. Carroll explains.

However, other health care risk managers disagree
with the regulation of risk managers.

State certification of health care risk managers is "an
interesting idea, but | don't think it's going to work,"
says William Ryan, risk manager at the University of
Michigan in Ann Arbor which operates a hospital.

In legislators' effort to lower malpractice insurance
costs and claims, "Are they really interested in risk
management-a financial function-or quality assur-
ance-a clinical function?"” he asks.

Ms. Carroll says the Florida risk manager certifica-
tion program probably will require risk managers to
attend courses in hospital risk management.

Risk managers probably will have to continue taking
courses in order to renew their certification, she says,
which probably will be required every two years.

Besides Ms. Carroll, other members of the advisory
council include Robert Mitchell Sr., risk manager at
Holmes Medical Center in Melbourne; Dr. Duane Zim-
merman, assistant director of the Orlando Regional
Medical Center in Orlando; Patrice Tavernier, a risk
management consultant for St. Paul Fire & Marine In-
surance Co. in Maitland; and Rosemary Jenkins, presi-

Continued on page 6

Insurers want controls on transplant costs

By DIANE LYNN KASTIEL

'By seeking a more cost-conscious technology assessment

WASHINGTON-Employers and health
insurers need "cost relief” from the debilitat-
ing expenses of organ transplants, says one
health care lobbyist.

AnNnd, this relief will be provided only
through some type of of governmental regu-
lation, according to Geza Kadar Jr., an attor-
ney and lobbyist for the Health Insurance
Assn. of America in Washington.

and coverage process, we hope to be able to manage our way
through this challenge. And. ..to do this effectively and in a
manner that is fair to all our citizens, we have to have positive
leadership from the federal government,’ Mr. Kadar said.

Mr. Kadar said.

However, the insurance industry instead is
responding to the flames of public pressure,
fanned by an overzealous media that turn
organ transplants into national events, he ex-
plained.

He cited the case of Jamie Fisk, the young
girl who needed a liver transplant to save her
life. Her father's emotional appeal to Con-
gress to help him find a donor was broadcast
nationally.

"We weren't well-prepared to deal with

"Another medical specialty breakthrough
may be the payer's bankruptcy,” Mr. Kadar
told benefit experts at the 39th annual Coun-
cil on Employee Benefits conference last
month in Washington.

"By seeking a more cost-conscious technol-
ogy assessment and coverage process, we
hope to be able to manage our way through
this challenge. And. . .to do this effectively
and in a manner that is fair to all our citizens,
we have to have positive leadership from the
federal government."”

The HIAA, a trade association and lobby-
ing group sponsored by health insurers, has
set a goal of obtaining a "new and more ac-
tive government role defined in federal law"
Mr. Kadar said.

"Specifically, we're trying to get cost con-
cerns built into technological assessment and
Medicare coverage policy," he said.

The insurance industry has changed its po-
sition in recent years from not covering
organ transplants because they were consid-
ered "experimental” to providing coverage,

According to an HIAA survey, 97% of
health insurers are routinely covering kid-
ney transplants and skin transplants, 85%
cover heart transplants, 80% cover liver
transplants and 69% cover heart/lung trans-
plants, Mr. Kadar said.

"I wish | could report that this remarkable
turnabout in industrywide practice was the
result of a well-reasoned policy review pro-
cess which carefully balanced individual
needs with the public good," Mr. Kadar said.

the emotionally charged media pressure put
on our coverage determination process as it
pertains to transplantation,” Mr. Kadar said.

"For those of us trying to build a political
consensus for a rational, national approach to
managing this major technological break-
through, this development is scary."”

In response, the HIAA's board of directors
voted to support a limit on the number of
health care facilities that can perform trans-
plant operations.

Continued on page 29
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Hurricane losses

Continued from page 2
suffered the largest property losses.

A Penrod jack-up, a drilling rig
that is anchored to the ocean floor,
broke loose and sank during the
storm after damaging a second
jack-up rig.

Each rig has an insured value of
$36 million, sources say.

The sunken rig, Penrod #61, had
not been declared a total loss late
last week, according to a spokes-
man for the drilling contractor. He
could not estimate the amount of
damage to the other rig, Penrod
#60.

Both rigs are insured in the Lon-
don market, with a Lloyd's of Lon-
don syndicate managed by R.M.
Pateman Underwriting Agencies
Ltd. serving as the lead un-
derwriter, sources say. The cover-
age was placed through Lloyd's
broker Sedgwick Group PLC

All 39 men aboard Penrod #60
were rescued, but a 27-year Penrod

veteran aboard the sunken rig was
killed, says the spokesman.

Penrod's liability coverage,
which will cover the death claim, is
also led by the Pateman syndicate,
sources say. Details about the cov-
erage were not available, but
Lloyd's sources said no liability re-
serve has been established.

The company's coverage is be-
lieved to have been renewed only
three weeks ago, sources say.

Penrod was operating the rigs for
Chevron USA Inc. of San Fran-

cisco when the hurricane struck.

Both rigs were constructed by
Marathon LeTourneau Co. in
Vieksburg, Miss., and were
designed to operate in up to 300 feet
of water, reports the Penrod
spokesman. The rigs, two of 129
Penrod rigs operating worldwide,
were in about 200 feet of water be-
fore the storm.

ODECO Oil & Gas Co., a subsidi-
ary of New Orleans-based Ocean
Drilling & Exploration Co., also lost
a production platform when winds

ripped it from its ocean-floor an-
chor. All five crewmen aboard
were rescued.

The platform, which is used to
process oil and gas, is valued at
about $10 million, sources say. An
ODECO spokesman said last week
the company had no details on the
loss.

ODECO Risk Manager Richard
W. Bryan says the company is
"well-insured" for the loss.

Mr. Bryan said ODECO's pri-
mary coverage for the platform
was placed in the U.S. and London
markets by broker Marsh &
MelLennan Inc. in New Orleans.

He also said excess coverage was
underwritten by Oil Insurance Ltd.
in Bermuda, a captive owned by
about 30 oil companies.

He declined to comment further
on the coverages.

ODECO evacuated about 10 of its
23 rigs in the Gulf on Oct. 28, the
ODECO spokesman says.

Other drilling and shipping busi-

nesses also suffered losses.

'There are a large
number of shipyards
preparing claims as
we speak,’' says Mr.

Sherar.

"There are a large number of
shipyards preparing claims as we
speak," William G. Sherar Ir.. ae-
count executive for broker Sherar,
Cook & Gardner of Metairie, La.,
said last week.

"My guess is the overall damage
will run into the millions,” he said.

There may be some dispute about
whether flood insurance or marine
hull coverage will apply to vessels
damaged by floodwaters while
docked in shipyards, he said.

Mr. Sherar added that most of his
clients' marine hull coverage is

placed with Lloyd's of London un-
derwriters.
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Among the ships lost during the
storm was a 52-foot oil barge val-
ued at $300,000 that capsized and
sank, killing three crew members
trapped in the galley.

The barge, the A.M. Howard, was
owned and operated by Cardinal
Wireline Specialists of Belle Chase,
La. The ship was three miles from
port when it sank.

The company has primary liabil-
ity coverage with limits of $500,000
underwritten by Trinity Associates
of Miami, according to the com-
pany's broker, Jerry Cofer, assis-
tant vp-claims of Corroon & Black
Corp. in New Orleans. Trinity As-
sociates is a managing general
agent for Angelina Casualty Co. of
Wilmington, Del.

AN undetermined amount of ex-
cess liability coverage was written
by North American Underwriters
in Lafayette, La.

George Roach, part owner and
chief executive officer of Cardinal,
said that although the A.M.
Howard was worth about $300,000,
the hull was insured for only
$225,000. That policy also was writ-
ten by Trinity Associates.

In addition, the 425-foot freighter
Sybil | was aground and taking on
water late last week at the mouth
of the Mississippi River about 15
miles south of Pilottown, La. One
crew member is believed dead.

The salvage agent assigned to the
ship by the Coast Guard, Jay
Swenson of Smith & Johnson Co.
in New Orleans, said the freighter
was sailing under a Cypriot flag

and was carrying no cargo. Neither
the Coast Guard nor Mr. Swenson

knew last week who owned the
ship.

Exxon Corp. in Houston reported
it suffered only minor property
damage and no injuries, even
though it was able to evacuate only
94 of approximately 1,000 employ-
ees working on the company's 108
platforms and mobile rigs in the
Gulf of Mexico, according to a com-
pany spokesman.

"Sea and weather made it more
of a threat to rescue those people
than to let them ride it out,” the
spokesman explained. "The hurri-
cane took us completely by sur-
prise."

In addition, the spokesman said,
Exxon experienced a 50% drop in
production during the two days of
the storm.

The spokesman would not esti-
mate property damage or business
interruption losses, but he said
Exxon is self-insured for these
risks.

Hurricane Juan caused numer-
ous minor losses for companies in
the oil and marine industries. An-
tennae on rigs and platforms were
destroyed, navigational lights were
broken and boat bumpers were
blown adrift.

But despite the suddenness with
which Hurricane Juan struck,
drillers were able to take some pre-
cautions.

The Western Co. of North
America was able to evacuate
many employees by Oct. 27, leaving
only a skeleton crew on two drill-
ing rigs, one a semi-submersible
floating rig and the other a jack-up.

Western sustained no property
damage, reports Richard H. Mo-
scicki, director of risk management
for the drilling operator based in
Fort Worth, Texas.

Ron Baron, risk manager of
Global Marine Drilling in Houston,
said the company suffered no sig-
nificant losses.

"Any time you have a blow like
this you lose an antenna," he said,
"Anything less than $25,000 in a
storm like this we don't consider
significant.”

Mr. Baron said several Global

rigs were in the path of the storm.
"Our people did not evacuate,”" he
said.
Information for this story was con-
tributed by London Editor Stacl/
Shapiro and free-lance writer Wit-
liam Booth in Austin, Texas.
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Florida certification

Continued from page 3

dent of Centurion Development
Inc. and Centurion Interiors in
Panama City, who represents Flor-
ida consumers.

State Insurance Commissioner
Bill Gunter, who appointed the
council, says it "will guide our de-
partment by telling us what qualifi-
cations are essential for risk man-
agers who attempt to prevent medi-
cal malpractice.

"With government and health
care individuals working together,
we should be able to come up with
the best system for certifying and
licensing health care risk manag-
ers," he says.

State Rep. Art Simon, D-Ken-
dall, chairman of the House Sub-
committee on Medical Malpractice,
says beefed-up qualifications for
health care risk managers are
needed in Florida. "Requirements
in terms of qualifications are some-
what of a joke," he remarks.

Mr. Simon said that when he
questioned authorities about re-
quirements for health care risk
managers, he was told, "If they've
got a pulse, they qualify."

A 1975 Florida law requires hos-
pitals to designate a risk manager
for the purpose of maintaining rec-
ords and reports.

In addition, Mr. Simon says the
Florida Department of Health and
Rehabilitative Services requires
health care risk managers to have a
degree in business administration
and a minimum of one year of
practical experience; or two years
of experience without a degree; or
"any other qualification deemed
acceptable by the governing
board.”

"We found that these statutory
requirements weren't enough,”
says Fred Hawks, staff attorney for
the House Healthcare and Insur-
ance Committee, who wrote much
of the law.

According to Mr. Hawks, many
hospitals appoint a person who isn't
really qualified for the risk man-
agement post.

Besides calling for risk manager
certification, the law also says
health care facilities must establish
"an internal risk management pro-
gram which shall include the fol-
lowing components":

« The investigation and analysis
of the frequency and causes of gen-
eral categories and specific types of
adverse incidents causing injury to
patients.

« The development of appropri-
ate measures to minimize the risk
of injuries and adverse incidents to
patients, "including at least annual
risk management and risk preven-
tion education and training pro-
grams."

= The analysis of "patient griev-
ances which relate to patient care
and the quality of medical ser-
vices."

= The development and imple-
mentation of an "incident reporting
system based upon the affirmative
duty of all health care providers
and all agents and employees of the
health care facility to report in-
juries and adverse incidents to the
hospital risk manager."

The state Department of Health
and Rehabilitative Services, along
with the Insurance Department,
will establish rules under which
these programs must be operated,
the law says.

The law also states that each fa-
cility must submit to the Insurance
Department an annual report sum-
marizing incidents of injuries oc-
curring at the facility. The report
will include:

= The total number of incidents.

« A categorical list of operations
and diagnostic and treatment pro-
cedures causing injuries.

- The names of individuals
directly responsible for causing the
injuries.

= The number of incidents with
which they were involved and
their relationships to the facility.

+ A description of all malprac-
tice claims filed against the facility,
both pending and closed.

= A report of disciplinary ac-
tions taken against medical person-
nel as a result of injuries to pa-
tients.

The report also must name the
risk manager of the facility and the
procedures employed by the risk
manager to reduce patient injuries.

The law will not greatly affect
some hospitals, members of the ad-
visory council point out.

For example, Ms. Carroll says
Mount Sinai has had a risk man-
agement program, including regu-
lar incident reporting as a means of
identifying risks and preventing
losses, in place since 1976.

If hospitals do not comply with
the new law, they can be assessed
unspecified fines and face suspen-
sion or revocation of their licenses,
Mr. Hawks said.

He added that hospitals have the
responsibility to make sure medical
personnel comply with the report-
ing standards of the law. Hospitals
may curtail or strip a doctor's medi-
cal privileges in the facility if he or
she refuses to submit incident re-
ports when necessary. Repeated in-
fractions may even be grounds for
dismissal, he said.

"If the doctor doesn't comply, the
hospital will be penalized. . . .It's up
to the hospital to see that it gets
done," he says.

Some health care risk managers

agree that the new Florida law is a
positive step, though some say they
don't believe the risk management
requirements will have an effect on
the number of medical malpractice
suits filed.

"Somebody has to take the initia-
tive to develop quality assurance
programs for hospitals; they ought
to have some minimum qualifica-
tions," says Gene Marsh, president
of California Hospital Assn. Insur-
ance Services Inc. in Sacramento.

"A difficulty is that if it's a re-
quirement applicable to all hospi-
tals, the economies can be a real
burden for smaller rural hospitals,"
he says.

And, he adds, certifying risk
managers "isn't really addressing

the cause" of the medical malprac-
tice problem.

Nonetheless, "the problem is big
enough that it needs to be attacked
from every angle," Mr. Marsh adds.
"So, it's not really going to hurt. |
don't like to see anything man-
dated, but the problem is big
enough that it needs to be done.”

John O'Connell, risk manager at
Holy Cross Shared Services in
Notre Dame, Ind., says he is con-
cerned about what kind of criteria
will be used for certification.

"The responsibilities placed on the
risk manager, even with certifica-
tion, are outside of his realm. A risk
manager cannot control the medical
and legal communities," he says.

Continued on next page
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"l really don't believe that that's
the answer to the malpractice prob-
lem in Florida. That won't neces-
sarily accomplish what they want
-that is reduction of claims and
suits filed.”

David Meyers, director of the
American Society for Hospital Risk
Management in Chicago, an organi-
zation affiliated with the American
Hospital Assn., says the effective-
ness of the legislation remains to be
seen. "It's not particularly good or
bad; it reflects hope to try to im-
prove the situation,” he says.

"The implementation of the leg-
islation will make it or break it,"” he
says.

Jon Harkavy, director of govern-

mental affairs for the Risk & Insur-
ance Management Society in New
York, says medical malpractice re-
form should concentrate on chang-
ing the tort system, not regulating
risk management.

"While we welcome the recogni-
tion of risk management, | fail to
see what they're trying to accom-
plish. | don't see how certifying

risk managers will lower malprac-
tice claims.

"l feel a lot more comfortable
setting standards for malpractice
prevention or injury than | do with
certifying risk managers.

"Risk management is a group ef-
fort by nature,” Mr. Harkavy

added. "Unless the standards set

are adopted by medical personnel,"

SA .17 i :4 *R>95; 6:,t" -

implementation of a program may
be difficult, he said.

Besides calling for the certifica-
tion of health care risk managers
and mandatory risk management
programs, the law also:

- Requires that plaintiffs give
defendants 90 days' notice before
they file a medical malpractice suit.

During this 90-day period, a self-

insurer or the defendant's insurer
will conduct a review "to deter-
mine the liability of the defen-
dant." At the end of the period, the
insurer or self-insurer can reject
the claim; make a settlement offer;
or admit liability and call for arbi-
tration to decide the amount of
damages.

If the defendant admits liability,

OUSTILESS INJUTU . ice, 1Novenluer

the plaintiff has 20 days to accept
arbitration or reject it and file suit.
Acceptance of the arbitration offer
waives the plaintiff's right to sue.

« Allows courts to require that a
medical claim be submitted to non-
binding arbitration if either party
so requests in cases in which negli-
gence is alleged.,

= Allows courts to review attor-
neys' fees in medical malpractice
cases to determine whether the fee
is excessive.

« Requires medical malpractice
insurers to give the policyholder 60
days' notice before a policy is can-
celed or not renewed. If cancella-
tion or non-renewal is due to non-
payment of premium or loss of li-
cense, 10 days' notice is required. .
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comings &
goings: buyers

Hindman fills

new position
at retailer

Randall Hindman, 33, has been
named risk management adminis-
trator at Service Merchandise Co.
Inc. in Nashville, Tenn. In this
newly created position, Mr. Hind-
man will supervise workers com-
pensation claims, other claims ad-
ministration and any litigation. He
will report to Thomas R. Ains-
worth, director of risk manage-
ment. Mr. Hindman was previously
owner of the Corinthian Insurance
Agency in Nashville. Mr. Hindman
received a bachelor of arts degree
in sociology and business from
Franklin College of Indiana in
Franklin, Ind., and completed
coursework for a master of arts de-
gree in communications from Flor-
ida Technological University in Or-
lando. In addition, Mr. Hindman
holds the designation of Certified
Insurance Counselor.

Thomas Cipollone, 31, has been
named risk management adminis-
trator at Gencorp Inc. in Akron,
Ohio. In his new position, Mr. Ci-
pollone will be responsible for ad-
ministration of the corporation's
property and casualty insurance
programs. He reports to Risk Man-
ager Denis Julien, and replaces
Wilmer Hough, who is now corpo-
rate risk manager for Mack Trucks
Inc. in Allentown, Pa. Mr. Cipol-
lone formerly was office manager
of the Toledo, Ohio, engineering
office of Cleveland-based Davy
Inc. Before transferrring to the To-
ledo office, he had worked in the
Cleveland office in the company's
insurance department. Mr. Cipol-
lone received a bachelor's degree in
business administration from the
University of Cincinnati. Mr. Ci-
pollone also has a juris doctor de-
gree from Cleveland State Univer-
sity.

Business Insurance would Zike to re-
port on staff changes in your com-
pany's risk management, safety or
employee benefits department. Just
drop a note to Maria Antelis, Business
Insurance, 740 N. Rush St., Chicago,
1ll. 80611, or call 312-649-5282. Photo-
graphs to be included with the column
also would be appreciated.

ASSE presents

awards to officers

NEVV ORLEANS-Thomas J.

Reilly, immediate past president of
the American Society of Safety En-
gineers, and Harry Partlow, 1983-
84 president of ASSE, were
awarded the American Academy of
Safety Education Award of Merit
at the National Safety Congress
and Exhibition in New Orleans last
rmonth.

The awards, presented for out-
standing contributions to the field
of safety, were given to Mr. Reilly
and Mr. Partlow for their continu-
ing efforts to establish safety engi-
neering accreditation programs for
universities and for work in form-
ing ASSE student chapters to in-
crease the effectiveness of safety
engineering graduates.

They are among the first non-
educators to receive the awards.
Mr. Reilly is the director of safety
and health for Schirmer Engi-
neering Corp. in Deerfield, Ill. Mr.
Partlow is manager of industrial
hygiene, safety and compliance for
Amoco Corp. in Chicago.

Both also are certified safety pro-
fessionals and licensed professional
=eernnmgincecer s._. =—
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No certified solution

ET'S ﬁgimaﬂgfating minimum standards for

risk management programs in health care institutions
and state certification of risk managers is not the solu-
tion to the medical malpractice problem in Florida or
anywhere else.

Obviously, every health care facility needs a com-
prehensive risk management program and, obviously,
a qualified person should be responsible for the imple-
mentation of the risk management program. A com-
prehensive risk management program under the di-
rection of a qualified manager will reduce the number
of accidents in health care facilities.

But, we don't think that mandating risk manage-
ment programs for health care facilities and certifying
health care risk managers will necessarily create effec-
tive risk management programs and successful risk
managers.

The best risk manager with the best risk manage-
ment program can't make a dent in any organization's
accidents without the support of management and the
cooperation of those in the trenches. Successful risk
managers always credit management support and co-
operation from others for their accomplishments.

Sure, Florida health care risk managers could read
the law, chapter and verse, in an effort to win support
and cooperation. And, they could point to their certifi-
cates as proof of their ability-and perhaps even a hint
of authority.

But, we think that effective risk managers don't use
intimidation to sell themselves or their programs. In-
stead, effective risk managers are those who can con-
vince management and those in the organization that
identifying risks and preventing and controlling the
possible losses are in everyone's best interest.

Certifying risk managers also is unlikely to be worth
the time and effort involved, no matter how carefully
the certification standards are drawn.

It's possible that some health care facilities in Florida
will be forced to assign a more qualified person to the
risk manager's role as defined in the law than they
have in the past. But, those institutions that cared so
little about risk management in the past to assign un-
qualified people to the responsibility are not likely to

letters

suddenly heed the advice of a risk manager just be-
cause he or she has been certified by the state.

Mandating health care risk management programs and
certifying health care risk managers also could backfire on
the legislators who are trying to improve the quality of
risk management in Florida's health care facilities. When
health care facilities are handed minimum standards for a
risk management program and risk manager, the mini-
mum standards could well become the highest standards
some managements strive to achieve.

Finally, even if each health care institution in Flor-
ida were suddenly to embrace risk management with
full commitment, risk managers cannot work miracles.
As important as we view risk management, we don't
think that risk management can solve the medical mal-
practice problem.

The most effective risk manager with the best pro-
gram cannot prevent all accidents from happening.
And, once an accident has occurred, the civil justice
system determines whether the victim should recover
damages and how much in damages.

A risk manager is no match for an aggressive plain-
tiff's attorney wielding liberal laws before a sympa-
thetic judge or jury bent upon handing a huge award to
a plaintiff perceived to be in need.

The Florida lawmakers are to be applauded for in-
cluding in the Comprehensive Medical Malpractice Re-
form Act of 1985 significant reforms designed to attack
the real causes of numerous and costly malpractice
awards. The legislation, for example, caps contingent
fees, provides for periodic payments of malpractice
awards and encourages the use of arbitration. How-
ever, the legislation falls short of comprehensive re-
form because it does not cap awards for pain and suf-
fering or punitive damages.

On balance, the legislation is an admirable effort to
control medical malpractice legislation.

So why criticize provisions in the law that mandate
risk management programs and certify risk managers?

We can.

Because, if mandating standards and issuing licenses
were a cure for malpractice, we wouldn't have a prob-
lem today.

Doctors and lawyers already are licensed.

Earthquake cover mandate sets dangerous precedent

To the editor: Steve Taravella's article,
"A Shaky Situation"” (BIl, Oct. 7), illus-
trates California property owners' frus-
tration and desperation in finding earth-
quake insurance at reasonable prices and
deductibles.

Recently passed legislation mandating
that all California personal lines insurers
offer earthquake coverages to their prop-
erty clients has only served to aggravate
the problem. Curiously, this legislation
was passed, ostensibly, to improve the sit-
uation by increasing availability and ca-
pacity. It did neither.

The catastrophic nature of earthquakes
and adverse selection will always make
this peril expensive to insure. The "stop-

loss" reinsurance deal being promoted by
State Farm Insurance Cos. and the Rein-

surance Assn. of America seems to be a
step in the right direction, but | suspect
that it could take several lifetimes to corn-
plete, assuming that it ever is.

A better approach would be to offer

Business Insurance welcomes let-
ten from its readers. Please keep
your comments as brief as possible.
We reserve the right to edit letters
for clarity or space. We wilt not
publish unsigned letters. Send your
comments to Letters to the Editor,
Business Insurance, 740 N. Rush St;
Chicago. Ill. 60611.

earthquake coverage nationwide, as a
normal coverage item. We could charge
different rates for different parts of the
country. True, this would in effect be a
subsidy of California's exposure. But the
precedent exists for this to work: wind-
storm insurance is now a normal coverage
item, even though most of the country
faces minimal exposure.

Therefore, isn't this also a form of sub-
sidization? If we didn't subsidize the ex-
posure to wind, capacity wouldn't exist
for insureds in the hurricane and tornado
belts. Besides, didn't New York just expe-
rience an earthquake?

If every property owner contributed to

the earthquake peril, then | feel that ca-
pacity would increase dramatically and
rates might even be reduced, or at the
least, stabilized.

What is needed is relief from inade-
quate capacity and excessively high rates.
If we allow the U.S. Congress to legislate
this relief, we might be setting an even
more dangerous precedent: direct govern-
ment involvement in insurance. What
would become of McCarron/ Ferguson
then?

Rick Curtis

President

Curtis Insurance Agency Inc.
Northridge, Calif.

NAIB clarifies position on ISO form

To the editor: Your article on "Regula-
tors scrutinizing claims-made revisions"
(Bl, Oct. 21) states that the National Assn.
of Insurance Brokers has "given the
(CGL) form their 'qualified' support,
pending release of the final language.”

This is not the case. We "expressed
qualified support" for the Insurance Ser-
vices Office's "modifications to its pro-
posed claims-made form." The distinction
between qualified support for the "modi-
fications," as opposed to the form, is an
important one.

Although the changes outlined by ISO
appear to make sense, the complex inter-
action of various policy provisions has al-
ways given us cause for concern. ISO's ac-

tions on the modifications are helpful, but
we still have other reservations about
ISO's proposed forms.

The NAIB will study the modifications,
particularly as they relate to other policy
provisions, to determine whether they ap-
pear to provide appropriate financial pro-
tection for our clients.

Until the NAIB receives details of the
modifications and has the opportunity to
conduct an in-depth study, we can only
give the modifications our qualified sup-

port.
Robert H. Moore

President

NAIB
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about PREPAID
LEGAL INSURANCE.

A Special Portfolio

For Insurance
Professionals ...

Write for it...it's FREE!

Study it...and learn how it can Il
expand your Group accounts. u
Sell it...and stay a full stride ,
A ahead of competition! , ,
Prepaid Legal Services from |

.ap:1177-36 Midwest Mutual provides you with

a new group insurance program that will

‘pI-%

complement the life and health plans you

rapidly growing ar&€ga“ofifrstrarnce' protec
',2' 1?95 t,;,, ' - tion forthe Americanamilyesyou noting.

V llinlina,we Simply write us a note on your letterhead
orsendusyourbusinesscardaddressedto:

Prepaid Legal Services
Midwest Mutual

Insurance Company
1111 Ashworth Road

West Des Moines, lou 50265

" - '. Vice President & General Counsel
9 J-,. " -+ "t 1.800/2474184 IN IOWA, (515) 223-2000

benefit beat

Tennessee passing savings

from PPO option to workers

All Tennessee state workers are
paying less for health care coverage
because the introduction of a pre-
ferred provider organization option
in their health care plan is expected
to save the state $30 million over 1:
months.

The entire savings realized be-
cause of use of the PPO will be
passed on to employees, said David
Manning, executive assistant to the

state treasurer.

The state had offered its 55,00C
employees a choice between tradi-
tional fee-for-service medical cov-
erage and a health maintenance or-
ganization.

Crawford will return

over 2875 people
to work in 1985.
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We dont just call it our
Return To Work System.

We get results.

Not every disabled claimant can return to work in the same job
as before the disability. But Crawford & Company's RETURN
TO WORK SYSTEM assures you that many will reenter the
workforce in jobsthatsuit their present skills. Our professionals
in Health and Rehabilitation assess skills, motivate people,

and-most importantly-find jobs.

We earn yourconfidence. .. one assignment at a time.

For more information:

Gary W. Billiard
Assistant Vice President
Crawford & Company

5620 Glenridge Drive
RO. Box 5047

Atlanta, GA 30302
(404) 256-0830

Crawford

RISK MANAGEMENT SERVICES

HEALTH AND REHABILITATION

The new PPO will operate as a
part of the traditional, self-insured
plan, Mr. Manning explained. It
will be a "swing PPO," meaning
that workers covered under the
traditional plan will be able to
choose between preferred provid-
ers and non-preferred providers,
he explained.

However, when workers go to
the preferred providers, they will
be reimbursed for 90% of their ex-
penses exceeding the deductible,
rather than the usual 80%, Mr.
Manning said.

Previously, employees paid 30%
of the premium, or $20.07 for indi-
vidual coverage and $50.09 for fam-
ily coverage under the traditional
plan.

The state paid the remaining 70%
of the premium, or $46.83 for indi-
vidual coverage and $116.88 for
family coverage.

The state also paid $46.83 for in-
dividual coverage and $116.88 for
family coverage for employees who
joined an HMO. The employees
paid the difference.

Under the new arrangement, ef-
fective Oct. 1, employees pay 20% of
the premium for traditional cover-
age, or $11.77 for individual cover-
age and $29.17 for family coverage.
The state will pay 80% of the pre-
mium, which will keep the state's
contribution at $46.83 for individ-
ual coverage and $116.88 for family
coverage.

The state will make the same
contribution for employees who
choose HMO coverage.

The total savings to the self-in-
sured health care plan is expected
to be about $2 million a month for
the 15 months of the contract with
Blue Cross & Blue Shield of Ten-
nesseee, which administers the
plan, Mr. Manning said.

This estimate is based on a
projection by consultants at Wil-
liam M. Mercer-Meidinger Inc. of
Nashville that the state's health
care bill would total aln.ost $100
million between Oct. 1, 1985 and
Jan. 1, 1987, if the plan were un-
changed.

Blue Cross/Blue Shield esti-
mated that, with the addition of a
PPO option, the bill will not exceed
$71 million.

If the state's health care costs ex-
ceed that level, Blue Cross/Blue
Shield will contribute to any health
care costs over $71 million, Mr.
Manning said.

The Blues will pay 100% of the
first 2% in health care expenses ex-
ceeding $71 million and 90% of the
next 2.25%. This sharing will con-
tinue in diminishing percentages
until Blue Cross is paying 50% of
the extra expenses, Mr. Manning
said.

Under the state’'s traditional
plan, workers pay deductibles of
$150 per individual or $450 per
family and 20% of expenses exceed-
ing the deductible, up to an out-of-
pocket limit of $1,000 for individual
coverage and $2,000 for family cov-
erage.

The deductibles and out-of-
pocket limits will remain the same
with the introduction of the PPO
option.

Workers who pick the HMO op-
tion basically receive first-dollar
coverage, Mr. Manning said.

Benefit beat keeps insurance and em-
ployee benefit managers informed on
what other companies are doing and
of current developments in the em-
ployee benefit field. We'd like to know
if you'ue made any changes. Write
Diane Kastiel, Business Insurance,

740 N. Rush St., Chicago, Itt. 60611,
312-649-5393.
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Social Security taxes to increase in 1986

By JERRY GEISEL

WASHINGTON-Employers
and employees will be hit with
higher Social Security taxes next
year, the Social Security Adminis-
tration says.

On Jan. 3, both the FICA tax rate
and the taxable wage base will in-

The tax rate for both employers
and employees will rise to 7.15%
from 7.05%. And, the first $42,000
of an employee's salary will be sub-
ject to the FICA tax, up from
$39,600.

The increase in the tax rate and
the taxable wage base will raise the
maximum tax paid by employers to
$3,003 per worker from $2,791.

Other Social Security changes
that will take place on Jan. 3 in-

clude:

washington

- A rise in the tax rate for the
self-employed to 12.3% from 11.8%.
With the increase in the taxable
wage base, the maximum tax for
the self-employed will rise to
$5,166, up from $4,672.80.

- An increase to $5,760 from
$5,400 in the maximum salary a
beneficiary under 65 can earn
without losing benefits.

- An increase to $7,800 from
$7,320 in the maximum salary ben-
eficiaries between ages 65 and 69
can earn without having benefits
reduced.

For beneficiaries age 70 and
over, there is no limit on earnings.

In addition, beneficiaries will re-

ceive Social Security benefit hikes

of 3.1% on Jan. 3. That will increase
the average monthly benefit paid
to a retired individual to $478 from
$464.

Currently, about 37 million peo-

ple receive Social Security retire-
ment benefits.

New 401 (k) proposal

Another option to limit the at-
tractiveness of 401(k) salary reduc-
tion plans may be in the offing.

Rep. Beryl Anthony, D-Ark.,
may propose an amendment to the
tax reform package now being
hammered out by the House Ways

and Means Committee that would

save 401(k) plans from elimination,

Canyou give us a

401(k) planwithout

the runaround??

as proposed earlier this year by the
Reagan administration.

However, the proposal would
impose new restrictions on the pop-
ular plans.

Under a draft version of the An-
thony proposal that is being circu-
lated by the Assn. of Private Pen-
sion & Welfare Plans, the maxi-
mum annual individual salary de-
ferral to a 401(k) plan would be set
at $12,000.

In addition, employee contribu-
tions to an Individual Retirement
Account would be offset dollar for
dollar by 401 (k) deferrals that ex-
ceed $10,000.

This proposal would be more fa-
vorable to employers and employ-
ees than a House Ways and Means
Committee staff option that would
slash the maximum 401 (k) salary
deferral to $5,000 and offset dollar

That's not
my department.

You'll never get the old runaround when you call John Hancock with a question about your
401(k) plan. Because every Hancock 401(k) account is assigned to a consultant who is an experi-
enced 401(k) plan specialist. All the answers you need are in one place, and your consultant will

never tell you, "Sorry, that's not my department.”

Our responsive, knowledgeable service is only one reason why you'll appreciate JohnHancock's
custorn-tailored approach to 401(k) plans. Call today and
find out about the others: Superb recordkeeping. Invest-
ment flexibility. Affordable employee benefit communi-

cation programs. And plan designs that will appeal to

your entire company, not just your top-salaried execu-

tives. Call Donald E. Morrison, Vice President, at

(617) 421-4258 today.
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companies O

John Hancock Mutual Life Insurance Company,
Boston. MA 02117 and affiliated companies.

for dollar employee contributions
to IRAs by their 401 (k) plan defer-
rals.

Under current law, the maxi-
mum annual salary deferral to a
401(k) plan is $30,000.

The Anthony proposal would re-
tain two non-discrimination tests
advanced by the Reagan adminis-
tration in May.

Under the Anthony proposal, the
average deferral percentage (ADP)
by a company's highest-paid em-
ployees could not exceed the
greater of:

= 125% of the ADP of the lower-
paid workers.

= 200% of the average deferral
of the lower-paid workers, as long
as the difference between the aver-
age deferrals of the two groups does
not exceed 2%.

In addition, withdrawal of funds
from 401 (k) plans before retire-
ment would be permitted under the
Anthony proposal if the employee
could prove the money was needed
because of hardship, such as to pay
uninsured medical expenses, for
the first purchase of a primary resi-
dence or to pay a child's educa-
tional expenses.

Meanwhile, before taking a one-
week break from drafting a tax re-
form package, the Ways and Means
Committee agreed to eliminate a
tax incentive for employers that in-
vest in payroll-based Employee
Stock Ownership Plans.

The committee would eliminate
-by the end of 1985-a provision
in current law that allows employ-
ers to take a tax credit equal to 0.5%
of employee compensation. That
ESOP tax credit provision is now
set to expire at the end of 1987.

In addition, the committee would
eliminate a provision in the Deficit
Reduction Act of 1984 that allows
employers to take tax deductions
for dividends paid on stock held by
an ESOP if the dividends are
passed through to employees as
taxable income.

The panel also recommended
wiping out a DEFRA provision that
allows banks, insurers or other
lending institutions to exclude 50%
of the interest they receive in con-
Nnection with loans made to an
ESOP to acquire employer stock.

In another matter, the House
Rules Committee last week allowed
a Ways and Means Committee-
passed bill, H.R. 3128, that among
other things boosts pension insur-
ance premiums, to proceed to the
House floor.

That action raises the possibility
that the House will pass two bills
that set different premium levels to
be charged by the Pension Benefit
Guaranty Corp. The House already
has approved a budget bill, H.R.
3500, that raises the PBGC annual
premium to $8.50 per plan partici-
pant, while H.R. 3128 calls for rais-
ing the premium to $8 for the next
three years and then rolling back
the premium to $2.60 by 1989. A
budget bill, S. 1730, now on the
Senate floor, calls for an $8.10 per
participant premium.

Presumably, a House-Senate

conference committee will iron out

these conflicting provisions.

IRS gives LTV waiver

The Internal Revenue Service
will allow Dallas-based LTV Corp.
to defer about $175 million in pay-
ments to three pension plans cover-
ing its subsidiary LTV Steel Co. in
Cleveland.

The funding waiver allows LTV
to spread out the payments over a
15-year period.

As part of the waiver agreement,
LTV also pledged assets of its aero-
space unit as collateral in case it
can't make pension contributions.

LTV sought a funding waiver to

conserve corporate cash because of
Ilosses at LTV Steel. .



DO YOU HAVE RESERVATIONS

ABOUT OPENING A 401(K)? -

Some people still think 401(1<) plans are more trouble than
they're worth.

They dread the enrollment and installation process, the dis-
crimination testing and the complicated paperwork.

Yet with the right plan and the right support all these anxieties
can be put to rest.

At Connecticut General, a CIGNA company we not only help
you design your ideal plan, we help you get it going with on-site
enrollment and customized communication materials.

To keep it going, we help you satisfy the compliance tests.
Streamline the recordkeeping. Provide ongoing maintendnce.
And while we offer a full array of investment alternatives, we're
also flexible enough to handle the recordkeeping for your com-
par*s stock or other specially funds.

We've already initiated over 600 plans valued in excess of 500

Connecticut General Life Insurance Company
a CIGNA company

million dollars. The reason this figure is so high is that we aver-
age over 80% enrollment. And that's about as enthusiastic a
response as you can get.

So now that you have no reservations, why not make one? Fill
in this coupon today It just may be the most complicated piece
of paperwork involved with your 401(kL _

Please send me more information. 1
— I —
Name Title
|Compan
1 City State lip

N, of Fmploypps

Nnnecticut General Life Insurance Co. 1

LDEpt-EMOAROJox 2975,-Hartford, CT25124

CIGNA
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Cargo rates cut in three Persian Gulf areas

By STACY SHAPIRO

LONDON-INn a departure from
recent actions, London cargo war
risk underwriters are lowering
rates for cargo shipped to and from
three areas near Kuwait in the
Persian Gulf.

The London War Risks Rating
Committee has set the minimum
rates for covering cargo against
war, strikes, riots and civil commo-
tion to:

* 0.125% of the insured value,
down from 0.25% of the insured
value, for cargo to and from Sirri
Island.

* 0.1% of the insured value,
down from 0.2%, for cargo to and
from the ports of Rastinura and
Dubai in Kuwait.

But, other minimum rates for

cargo in the Persian Gulf remain

london line

unchanged, according to the com-
mittee.

Underwriters still can charge
whatever they want to for ship-
ments to and from Iraq, Iran and
Iran's major oil terminal, Kharg Is-
land, where much of the fighting
between Iran and Iraq has taken
place.

Minimum rates also are as low as
0.05% of the insured value for ship-

ments to areas in the southern part
of the Persian Gulf.

Willis Faber sale

Lloyd's of London broker Willis
Faber P.L.C. is selling most of its
managing underwriting agency

business to the existing un-
derwriters and management of the
agency, Willis Faber & Dumas
(Agencies) Ltd.

All the syndicates managed by
Willis Faber except one-non-ma-
rine syndicate 570-are being sold
for 7 million pounds ($9.9 million)
to Wellington Underwriting Agen-
cies Ltd., a new company formed
by the underwriters and manage-
ment of Willis Faber & Dumas,
Willis Faber announced.

Syndicate 570, underwritten by
Michael Cockell, is being trans-
ferred to Mr. Cockell's under-
writing agency, M.H. Cockell & Co.
Ltd., for an undisclosed sum.

John Prentice, current chairman

Your 401(k) looks good,

but who's going to

understand it?

of Willis Faber & Dumas (Agen-
cies) Ltd., is leaving the board of
Willis Faber to become chairman of
Wellington.

Willis Faber & Dumas (Agencies)
will continue to be a members’
agency, says Willis Faber. Roger
Elliott, deputy chairman of the
agency, will become chairman.

Lloyd's Council vote

Lloyd's of London Chairman
Peter Miller is seeking re-election
to his seat on the 28-person Council
of Lloyd's.

Four vacant seats among the 16
held by Lloyd's working members
will be filled in today's election.
There are three vacancies among
the eight seats held by external
members. The remaining three
seats are filled by non-Lloyd's

Whatdoyoumean?

The most important part of establishing a 401(k) plan is getting your people to understand
its advantages. And that takes a solid employee benefit communication effort-something you may
not have time to do yourself.

That's a good reason to call John Hancock for your 401(k) plan. Because with every plan, we
can offer a communication package tailored to your budget and your people's needs and interests-
from a comprehensive customized program to a"do-it-yourself' kit, plus access to consulting services
from John Hancock's Employee Benefit Communication
specialists. We have a solid track record in designing

communication material for every employee level.
Find out more about John Hancock's approach to

401(k) plans and employee benefit communication pro-

grams. Call Donald E. Morrison, Vice President, at

(617) 4214258.
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John Hancock Mutual Life Insurance Company,

Boston, MA 02117 and affiliated companies.

members.

There are six candidates for the
four working-member seats. In ad-
dition to Mr. Miller, the candidates
are Viscount Chelmsford, director
of broker Willis Faber P.L.C.; Mi-
chael Wade, director of broker
Holman Wade Ltd.; Sir Francis
Dashwood, chairman of Dashwood
Outhwaite Underwriting Agencies
Ltd.; John Greig, chairman of bro-
ker Greig Fester Group Ltd.; and
Gordon Hutton, chairman of G.W.
Hutton & Co. (Underwriting)
Agencies Ltd.

Besides Mr. Miller's seat, the
other vacancies are created by the
retirement from the council of
Frank Barber, David Barham and
Terence Higgins.

Eight candidates are seeking
three external council seats, includ-
ing Phil C. Gallagher, the only
American seeking a seat. Mr. Gal-
lagher, who is a principal with the
Miami retail insurance agency Gal-
lagher-Cole-Boon Associates, says
this is his third attempt to be the
first American to sit on the council.

Phil Gallagher is not related to
the Gallaghers of Arthur J. Gal-
lagher & Co. in Rolling Meadows,
1., the 10th largest U.S. broker.

Other members from outside Brit-
ain who are seeking seats are John
Van der Hagen of the Netherlands,
and Derek C. Hannaford of Canada.

Incumbent external members

seeking re-election are Eddie Ku-
lukundis and John Marks.

Sir Kenneth Berrill is stepping

down as an external member.

Tax agreement

The 42.5 million-pound ($60.8
million) settlement made recently
by Lloyd's of London with Inland
Revenue will not end all the tax
problems of Lloyd's members (Bl,
Oct. 28).

The agreement settled Inland
Revenue's questions about some
types of reinsurance, especially
"rollover" policies, in which rein-
surance premiums were paid to off-
shore companies for catastrophe
coverage. Inland Revenue had
claimed the policies were not legiti-
mate reinsurance.

Although the agreement an-
nounced last month settled the tax
issue on such policies with all but
about 25 Lloyd's members, Inland
Revenue still is investigating other
reinsurance arrangements of
Lloyd's members.

Lloyd's members were told by
Lloyd's Chairman Peter Miller at
an agencies' meeting that an inves-
tigation is continuing.

The news about the ongoing in-
vestigation was released when Ad-
ditional Underwriting Agencies
(No. 3) Ltd. sent a letter informing
members of the former PCVW Un-
derwriting Agencies Ltd. that In-
land Revenue is still checking
PCWV accounts.

AUA3, which manages accounts
for PCW and its successor agency,
Richard Beckett Underwriting
Agencies Ltd., said in the letter that
"names who underwrote with syn-
dicates formerly managed by
PCW/Richard Beckett Under-
writing Agencies Ltd. appreciate
that, even if they are not one of the
25 excluded names, their tax affairs
are not resolved.”

AUASZ said it received a letter

from Inland Revenue saying that
"there are other points at issue be-
tween us which need to be resolved

before the names' tax affairs can be
settled finally for past years. . . .If
these matters cannot be settled
quickly, there could be a block
against a name claiming full repay-
ment of tax until agreement has
been reached.”

A spokesman for Lloyd's says
other agencies' accounts also may

be under investigation by Inland
FT e~ e=raauvase _ -



The last thing

he wants
isa free ride.

Helping him earn his own way

is one of Unionmutual's top priorities.

Lost income is only one effect of a disability.
Self-esteem, job security, education and training - all of these
elements of personal pride suffer when an employee is
unable to earn a living.

Unionmutual's Rehabilitation Program is designed to help
a disabled employee return to work as quickly as possible.

Rehabilitation makes solid business
sense.

When a disabled employee can overcome a disability,
everyone wins. The claimant regains the satisfaction of being
employed. Co-workers enjoy a significant morale boost. The
company maintains a skilled employee, avoids the expense
of hiring and retraining a replacement, and reduces claims
which may help lower its LTD premium rate.

Rehabilitation is an important key to reducing the overall
cost of LTD insurance. Unionmutual's rehab specialists can
help make it all possible.

Unionmutual's total approach to rehab.

We employ only Certified Rehabilitation Counselors
(CRCs). Because they are located regionally, their local
knowledge stems from first-hand experience. Working
directly with claimant and employer, Unionmutual's CRCs are
responsible for coordinating the entire rehab process includ-
ing physical therapy, career counseling, and helping the
disabled employee accept limitations.

Unionmutual is the LTD expert.

Our ability to underwrite large case plans has helped us
become the nation's number one source of LTD insurance
for nine years.* We are also a leader in rehab services, and
we are highly experienced in reducing LTD costs further
through our comprehensive risk management program.

One thread runs through all of our products and ser-
vices. We call it the UNUM comm#ment to exce#ence.™ It
means striving to be the best at everything we do. And that
can only be achieved by putting the customer first, focusing
on customer needs, and developing products and services

that meet those needs better than our competition. The
UNUM commitment to excellenceTM means a constant effort

to improve, to build on earlier successes, to find the better
way to meet our customers' needs. And, we believe that
making the customer number one makes us number one,
too.

If you'd like more information on Unionmutual's rehab
capabilities and our risk-management approach to the needs
of large employee groups, contact your local Unionmutual
representative or return the coupon today.

LTD. Another UNUMTM product.

* Employee Benefit Plan Review, April 1985
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Please send me more information about Unionmutual's
LTD plans and rehabilitation programs.

Name

Title

Company

Address

City State Zip
Telephone

Mail to: Unionmutual Corporate Marketing
2211 Congress Street, Portland, Maine 04122

" Unionmutual

The UNUM commitment to excellence. ™

Union Mutual Life Insurance Company, Portland, Maine 04122 E
Unionmutual Stock Life Insurance Co. of America, Portland, Maine 04122 &AII states except New York) Z
Unionmutal Stock Life Insurance Company of New York, EImsford, New York 10523 (New York State only)
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Setting up group

By MEG FLETCHER

NORTHBROOK, lll.-Risk man-
agers may have to consider group-
owned captive insurance com-
panies to create adequate insurance
capacity, but it's not easy to do, a
consultant warns.

The process of establishing a cap-
tive is a complex, time-consuming
endeavor and requires a committed
effort, advises R. David Turner,
president of Rollins Burdick
Hunter Management Inc., in Chi-
cago, the consulting arm of broker
Rollins Burdick Hunter Inc.

And, the risk manager of a coop-
erative that has formed a captive
insurance company agreed with
Mr. Turner's assessment.

Mr. Turner outlined key consid-
erations in forming group-owned
captives at the Midwest Regional

Workshop sponsored last month
by the Chicago, Northeastern llli-
nois and Wisconsin chapters of
the Risk & Insurance Manage-
ment Society.

Group-owned captives are risk-
financing alternatives to commer-
cial insurance that allow companies
to contribute capital to form an in-
surance company. The insurance
company then underwrites insur-
ance for its owners and buys
Nneeded reinsurance or excess in-
surance for its owners.

Mr. Turner did not address the
formation of single-parent insur-
ance companies. These captive in-
surers do not offer their owners the
tax advantage of deductions for
premiums paid, according to nu-
merous court rulings.

Mr. Turner said creating a suc-
cessful captive requires:

captive is no easy task

The emphasis at RIMS’
Midwest Regional Work-
shop was on techniques to
survive the tight insurance
market. Coverage con-
tinues on Pages 18 and 20.

= A close partnership among
all the parties.

The most critical part of estab-
lishing a captive is arranging com-
mitments from fronting and excess
carriers, since many insurers have
dropped out of the market and the
ones that remain are extremely se-
lective, Mr. Turner said.

Fronting insurers, which issue
the insurance policies and reinsure
risks with the captive, and the ex-
cess insurers want conservative un-

HEALTH NET.

TheWell-Balanced Approach
To Health Care.

ou've been walking a fine
healh GarG S

expert and conven-

ient, with your need to provide
them with a health plan that's

comprehensive...and cost effective
And with so many HMO's, PPO's
and indemnity programs pulling
you this way and that, its no
wonder you're feeling unsteady
about which health plan your
company should offer. Health

Net helps you keep your balance

derwriting and good claims man-
agennent.

Those considering the feasibility
of establishing a captive insurer
should talk with underwriters be-
fore collecting all loss and planning
information for its captive plan to
determine what information front-
ing insurers and excess insurers
want today.

INn the competitive insurance
market, fronting insurers and ex-
cess insurers were willing to con-
sider captive programs as proposed
without demanding a lot of addi-
tional information.

= A long-term commitment to
provide stability.

When participants provide the
capital to the captive, it demon-
strates their commitment to the
program, Mr. Turner noted.

INn return, a captive insurance

First, Health Net costs less than any other
comprehensive health plan. And, we sup-
port your company's health pro-
motion efforts with nutrition,

exercise, weight control, stress
reduction and alcohol/drug abuse
programs, along with providing

on-site health screening and test-
ing. By keeping your employees
well, you'll have less down time
and greater produdivity. Thats
another way Health Net saves

you money.

So in today's topsy-turvy health
care arena, where choosing a medi-

With Health Net, Southern Califor-
nias largest network of health pro-
fessionals.. .hospitals, physicians,
specialists, nurses and technicians,
you can meet all your employees'
health care needs. Right in their
own communities. Offering your
employees this wide range of high
quality medical care not only makes
good health sense, it makes good
business sense, too.
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cal plan can be an unsettling expe-
rience, ifs good to know ther€s
Health Net. Offering you and

your employees a well-balanced
approach to health care

For further information, call
1-800421-5560

Health Net
RO. Box 9103
Van Nuys, CA 91409

Health Net is available for companies with 25 or more employees.

company can provide stability in
soft and hard insurance markets,
said Mr. Turner.

- Competent actuarial analysis
of previous coverage and policy
data, detailed premium and expo-
sure information for at least five
years and sophisticated manipula-
tion of loss data to determine insur-
ance rates to be charged.

Mr. Turner urged those com-
panies considering a captive to use
a good actuary to ensure the best
possible data analysis.

- Using risk management
techniques.

Risk management techniques are
"a must" with captives, and com-
panies have a vested interest in
controlling losses since they are as-
suming more risk, he said.

The cost of establishing a captive
is increasing, Mr. Turner noted.
Fronting fees are now about 12% of
a captive's gross premium, or about
five times greater than during the
soft market, he said.

The gross premium for a typical
multiemployer workers compensa-
tion captive can be broken down as
12% for fronting fees; 15%, adminis-
tration; 15%, excess insurance; and

58%, losses, according to Mr. ,

Turner.

Once established, a captive re-
quires constant surveillance. Ongo-
ing concerns include keeping rates
and funding at appropriate levels,
controlling costs and adverse
trends and periodically reviewing
the data base and report design, Mr.
Turner said.

In addition to creating insurance
capacity and a more stable market,
the advantages of funding risks
through a captive insurer include:
the opportunity to amass under-
writing profits and investment in-
come; development of better acci-
dent prevention and loss control
programs; more input into the
claims-handling process; and build-
ing and controlling a data base on
the group's experience.

William H. Voss, manager of the
insurance department for Cotter &
Co., agreed that there are many
bases to cover when forming a cap-
tive. He organized a Bermuda-
based captive in 1981 for Cotter,
which is the cooperative for True
Value hardware stores.

Cotter planned for two years be-
fore establishing the captive.

The captive, which serves sev-
eral thousand privately owned re-
tail stores nationwide, provides
general liability and automobile in-
surance and some employee benefit
products.

The idea of establishing the cap-
tive was explored during the soft
insurance market because the coop-
erative wanted to capture invest-
ment income on loss reserves and
the cooperative's commercial in-
surer was not willing to cooperate.

In establishing a captive, an un-
biased view of its feasibility is es-
sential, Mr. Voss said. The coopera-
tive had contracted for two inde-
pendent feasibility studies.

Mr. Voss advised that captive
owners "take an active role” in se-
lecting the captive's management
company, attorney and auditor.

Cotter's approach was to spend 10
days interviewing candidates for
those posts in Bermuda. Coopera-
tive officials also directly dealt
with reinsurers.

In addition, the cooperative offi-
cals took "a very active" role in
seeking investment income. The
captive's money manager operates
under strict guidelines to invest
funds conservatively.

The captive is now earning at
least an 11.5% tax-free yield on its
investments, according to Mr.
VOSss.

The cooperative chose U.S.-based
fronting companies with high visi-
bility to inspire confidence among
cooperative members. .
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LLoss control vital

By MEG FLETCHER

NORTHBROOK, lll.-Loss pre-
vention and t.ght claims control are
particularly important risk-control
measures in zoday's constricted in-
surance market, according to risk
managers an:i insurance company
executives.

Loss control is an "attitude" that
must have tcp management's sup-
port before it can filter down to op-
erating managers, said Phil Kell-
ing, insurance manager for Cary,
Ill.-based Cotter & Co., which oper-
ates 14 distribution centers for a co-
operative of ;,800 True Value hard-
ware stores nationwide.

Mr. Kelling discussed loss control
during a panel discussion at the
Oct. 17 Midwest Regional Work-
shop sponsored by the Chicago,

Northeastern lllinois and Wiscon-

sin chapters of the Risk & Insur-
ance Management Society.

Other panelists included Jack
Gardner, a second vp with Travel-
ers Group in Hartford, Conn., and
Robert J. Gas, the casualty claims
manager for Walgreen Co., the
drug store chain based in Deerfield,
n.

Mr. Kelling outlined several
techniques to create a good loss-
control program:

- Make cost allocation systems
loss-sensitive. This creates an in-
centive for an operating manager
to seek out and use available safety
programs and loss-control re-
sources.

- ldentify loss-prone opera-
tions and personnel and make
them accountable.

Mr. Kelling said he motivated
the managers of the three Cotter

INn tight insurance market

operations with the worst loss ret-
ords by ranking operations from
best to worst when reporting loss-
control data to top managers.

All three managers called him
after they were identified at the
bottom of the list, he said.

In addition, operating managers
with the worst safety records are
chosen to serve on the company's
national safety committee. Thus
far, no manager has had to serve a
second term, Mr. Kelling said.

Problem employees at Cotter are
identified through an accident re-
peater list. Once identified, they
can receive safety counseling.

- Spread the word about large
losses. In the guise of educating ev-
eryone, an "embarrassment factor”
is created when a large loss is re-
ported to the entire company. This
can motivate an operating manager

to prevent future losses, h€ said.

= Audit and report the use of
safety resources and programs so
top managers know which operat-
ing managers are not using avail-
able safety tools.

- Establish realistic training
programs and safety guidelines.

« Use a risk management in-
formation system to analyze data.

= Inform operating managers
of new statutory safety require-
ments.

- Have written inspection pro-
cedures and checklists.

Loss-control engineers are better
guided during reviews of opera-
tions when the operating manager
provides the engineer with specific
goals, Mr. Kelling said.

- Reinforce safety goals with
awards, plaques and pay.

"Safety bingo," in which a bingo

el
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number is drawn every day there is
no time lost because of injury, is
Cotter's most successful safety pro-
gram, Mr. Kelling said. Employees,
wishing to increase their chances of
winning, tend to be more safety-
conscious, he explained.

Not all losses can be prevented,
but steps can be taken after an acci-
dent occurs to minimize its sever-
ity, the panel stressed.

Careful monitoring of claims is
an important risk control tool at
Walgreen Co.

The Travelers Group provides
some claims adjusting services as
part of the paid-loss retrospectively
rated liability insurance program it
underwrites for Walgreen, said Mr.
Gas, who previously worked for
Travelers.

While Travelers has no authority
to independently settle product lia-
bility claims against Walgreens for
merchandise or pharmaceuticals, it
can offer up to $2,500 without spe-
cial approval to settle general lia-
bility, auto and some workers com-
pensation claims.

This limit recently was reduced
from $7,500 to further increase
Walgreen's control over claims, Mr.
Gas said.

Annually, Travelers handles
about 5,000 claims for Walgreen.
Walgreen audits claim settlements
by tapping into Travelers' data base
through an on-line computer and
visiting Travelers' field offices.

Also, Walgreen's staff spot
checks loss runs. The company
sometimes asks the insurer to as-
sume payment of a claim when its
claims handler has violated pre-
scribed settlement limits, Mr. Gas
said.

For the two-year period ending
October 1985, Mr. Gas estimates the
claims-control program saved Wal-
green's about $571,880 in settlement
costs. The savings reflects the dif-
ference between the settlement
suggested by the insurer's claim ad-
justers and the lesser amount Wal-
green authorized.

This figure does not reflect
claims that ultimately were settled
for amounts higher than Walgreen
authorized. At the time of the re-
port, Travelers was authorized to
settle non-pharmaceutical and non-
product related claims up to $7,500.

Walgreen's "very aggressive"
and "hard-line" claims-handling
approach is even tougher in cases
involving prescriptions and prod-
ucts, since they are the bulk of its
business, according to Mr. Gas.
Thus far, the outcome in about a
dozen cases have been "very good,"
he said.

For example, Walgreen paid
$200,000 in a case involving a pre-
scription filled incorrectly for a
customer who lost the use of one
kidney and whose other kidney
was damaged. The amount was
about $35,000 less than originally
requested, Mr. Gas said in an inter-
view. The structured settlement in-
volved a low-income woman.

Risk management information
systems are an important loss-con-
trol tool for Walgreen and other
companies, said Travelers' Mr.
Gardner.

He emphasized that using a sin-
gle good data base for all aspects of
insurance program management
gives everyone involved the "same
gun and same target."

But not all companies have a
good data base.

"The problem | see in loss control
today is the unusability of the
data," Mr. Gardner said. Data be-
comes worthless if it is improperly
or inconsistently coded.

Risk managers should simplify
coding and use approaches that are
similar to those of other companies
in the same industry, he said. They
should also code their own data and

review it and update it as needed,
Mr. Gas added. ™m
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Funding alternatives require
close look at tax implications

By MEG FLETCHER

NORTHBROOK, Ill.-The only
new risk-funding alternatives are
variations of established
techniques.

And, those must be considered
in light of recent changes in tax
law.

Those are the perspectives of
George M. Betterley, vp and pin-
cipal in the Boston office of the
consulting firm Tillinghast, Nejon
& Warren Inc., and Charles J.
Auer, a partner in the Chicago of-
fice of accounting firm Peat, Mar-
wick, Mitchell & Co.

Both spoke at the Midwest Re-
gional Workshop sponsored last
month by the Chicago, Northeast-
ern lllinois and Wisconsin chal:tem
of the Risk & Insurance Manage-
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ment Society.

"There has been nothing new in
risk financing or funding for the
past 40 years," said Mr. Betterley.
"The only thing that is new in risk
funding is the variation on old
themes.”

Risks are either shared or re-
tained, according to Mr. Betterley.

Risks are shared traditionally by
buying insurance from a commer-
cial insurance company or more re-
cently through participation in
group insurance captives. Risks are
retained when a corporation pays
claims out of cash flow, establishes
self-insured reserves or creates a
captive insurer.

Risk managers must be aware of
the tax implications of self-insuring
and captives, said Peat, Marwick's
Mr. Auer.

Recent tax legislation, for exam-
ple, altered the so-called "all-
events" test for determining the
timing of tax deductions for self-
funded losses.

Previously, the all-events test
permitted a tax deduction when all
events that determined the liability
had occurred and when the amount
of the liability could be determined
with reasonable accuracy.

The all-events test was inter-
preted by«the Ninth Circuit Court
of Appeals to permit tax deduc-
tions for self-funded reserves to
pay uncontested workers compen-
sation claims in the future when
the loss was known and the em-
ployer could predict the amount
of the loss.

But, the Tax Reform and Deficit
Reduction Act of 1984, which went
into effect July 14, 1984, replaced
the all-events test with an "eco-
nomic performance"” test.

Now, self-funded losses are tax
deductible only when the loss ac-
tually has been paid.

The economic performance test
has the effect of forcing employers
to use a cash rather than an accrual
accounting system for workers
compensation and tort liabilities,
Mr. Auer said.

The tax legislation, however, did
lengthen to 10 years from three
years the allowable carryback of
net operating losses attributable to
"deferred statutory or tort liability
losses," Mr. Auer noted.

Now, cash-flow insurance pro-
grams sold by insurers as alterna-
tives to self-insurance are being
scrutinized by the IRS, Mr. Auer
said.

The IRS is developing technical
guidelines for reviewing when and
if premiums paid for cash-flow
plans are tax deductible, Mr. Auer
added.

An IRS spokesman said in a fol-
low-up interview that no decision
has been reached on the issue.

Already, the IRS has won its bat-
tle to deny tax deductions for pre-
miums paid to single-owner captive
insurance companies.

The IRS has prevailed in court
cases in all but one ease with highly
unusual circumstances (BIl, Aug.
26).

"I think wholly-owned captives
are losers from a tax perspective,”
Mr. Auer said.

"The sole source captive is dead,"
he said.

"A group captive may have some
viability, but we don't know what
the rules are," he added.

It is uncertain how much owner-
ship diversity and third-party risk
a captive needs to insulate itself
from IRS challenges over the tax
deductibility of premiums, Mr.
Auer observed.

The only definitive guide is a
1978 IRS ruling, 78-338. That ruling
said that each of 31 unaffiliated oil
companies that owned less than 5%
of a captive insurance company
was permitted a tax deduction for
premiums paid the insurer. .
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NOV 18-19 Hazardous Waste Litigation Sym

posium in Garden City N Y sponsored by Hof

stra Universitv School of Lau Ind Rivkm Radler,

Dunne & Bavh $375, $350 for two to four regis-

trants from the same organization $325 for five or 4./11 f
more registrants from the same organization Mi 4#|<e*
chael Dwver Hazardous Wage Litigation Sympo- .

sium PO Box 5009 Garden City N Y 11530 800

438 8890 212 544 1245 in New York

NOV 19 Introduction to Business Insurance
Law and Litigation satellite program in New
Yot k fponsored by the Practising Law Institute
Bloadcast to 36 cities $125 For location informa
lion and registration contact the Practising Law

Institute Department 105-DD 810 Seventh Ave
New York N Y 10019 212 765 5700 Ext 286

NOV 19 Utilization/Data Management con
ference in Chicago sponsored by the lllinois State
Chamber of Commerce $90 for member*, $135 for
non members Registrar ISCC Center fot Bust
ney Management, 20 N Waiker Drive Chicago,
11 60606, 312-372 7373

NOV 20-21 Principles of Petroleum Insurance
workshop in Fort Worth Texas %pon,ot ed by the
Professional Development Institute and Self In

su ranee Resource Inc $450 Jonathan Jeffrey
Profe.sional Development Institute P O Box
13288 NTSU Denton Te-Kas 76203 3288 817-565-
2483

NOV 21 22 "Tax Planning Under Subpart F"
seminar in Chicago sponsored by The World >
Trade Institute, $610 $575 for edc h additional reg-
istrant from same organization Make checks pay
able to The Port Authority of New York and New

Jersey Registrar The World Trad€ In- litutc One -r
World Trade Center 55W New York N 1 10048

212-466-4044

NOV 22 Experence Rating and Open Compe-
tition seminar in New York sponsored by the
National Council on Compensation Insurance $60 94 401<
for members $85 for non-members Mich elle

L/jzer NCCI Public Affairs Department One
Penn Plaza New York NY 10119 212 560-1026

DEC 2-4 Bacie Safety Management seminar in

Hou.ton sponsored by the International Safety o 71-
Academy $445, $415 for three ot more registrants -
from the same organization International Safety - /=1

Academy P O Box 8527 1600 Arch St 12 Tower — — o

Philadelphia Pa 19101 800 231 3147 215 241

5800 in Pennsylvania

DEC 24 Loss Control Management course in
Atlanta sponsored bv the International Loss Con «
trol Institute $695 International Loss Control In-
stitute, PO Box 345 Loganville Ga 30249 800-
554 6001 404 466 2208 in Georgia
L1111
DEC 3 AIDS and the Employer seminar in
New York sponsored by The New York Business
Group on Health Inc $75 for members $125 for
non members The New York Business Group on
Health Inc, 622 Third Ave 34th Floor New

York N Y 10017 212-808-0550

DEC 3 Tax Effective Total Compensation [ ] L] ' ]

Using 401(k) and 125 Plans seminar in New

i T Now the best group policyyoucan sellisn't apolicy.
$215 Practising Law Institute, Department 105-

CF, 810 Seventh Ave New York, N Y 10019 212

765 5700, Ext 286 It seems as though the health Partners National Health Plans.M we'll preserve the freedom to
DEG 4 Health Claims Management Systom insurance industry has become a Partners is the first group choose from thousands of VHA

seminar in Indianapolis sponsored by Resource sea of alphabet soup insurance plan tied to a national affiliated physicians

Information Management Systems Inc free Also

Dec 5 in Columbia, Md Ellen Lockwald Re HMOs PPOs CMPs? TPASs' preferred provider organization All by itself, VHA is bigger

source Information Management Systems Inc,

2015 Spring Road Suite 220, Oak Brook, Il 60521, Complex plar designs, rate It's easy to understand Easy than HCA, Humana and AMI
Sreree 0o matrixes, restrictions and fine print to use And real easy to sell combined!

DEC 4-6 Techniques of Risk Management have muddled the sea and made it First ofall, Partners will offer But we also have the under
course in New York sponsored by the Risk & In

surance Management Socisty Continuing Educa- ever more difficult to navigate millions of Americans access to writing strength and service know.
e hanatiuiiinaniiubiy alone But help is on the way over 500 of the nation's most highly how ofThe Aetna Life Insurance
o raomas 12N St Aetna Joins The Voluntary respected hospitals, such as Barnes, Company on our side Which

DEG 4.6 Fundamentals of Insurance couree in Hospitals ofAmer_ca and thou. Johns Hopkins, Cedars Sinai, makes Partners a malor contender
Atlanta sponsored by the Risk & Insurance Man sands ofdoctors in the new Bay|or, and Yale New Haven And from the word go

agement Society Continuing Education Program,

,flb. *

11
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Colavecchio named to head Sayre & Toso

John B Colaveechio has been Cos Mr Titus, who Joined Reliance rate/product and personal lines

promoted to president of Sayre & Comlngs & gOI ngS: Ind UStry in 1978, most recently served as policy service operations
Toso Inc, Mission Insurance Group's - controller Klaus Ullman named vp-engi-
wholesale managing general agency Oscar Zimmerman named vp- neering at Arkwright-Boston Man-
Mr Colavecchio was formerly Porter Associates Inc Mr Garcia Leonard J. Pelletiere, who has U S pension operations at Crown ufacturers Mutual Insurance Co in
executive vp He replaces VW A previously worked for American served since August 1983 and IS Life Insurance Co in Toronto Mr Waltham, Mass
Greenup, who relinquished his re- General Life Insurance Co seeking early retirement Mr Zimmerman formerly was vp of Mr Ullman,
sponsibilitles as Sayre & Toso presi- James E Carroll Joins Claims Strack, who Joined USLIFE sLbsid- actuarial services-U S insurance who Joined
dent but remains an officer of Mis- Management Services, a risk man- iary The United States Life Insur- operations Arkwright-Bos-
sion Insurance Group aglslment resource division of Marsh ance Co in 1982, most recently Mary Brainerd named chief op- Aa..0 ,Z>% ton in 1978, most
& MclLennan Inc,as manager of served at that company as senior erating officer of HMO Minnesota recentlf/ served
Other Suppliers the New York office Mr Carroll vp-field marketing and vp of St Paul-based Blue Cross + 44. as assistan Vp
previously worked for United Also at All American, John F & Blue Shield of Minnesota Ms and manager-
David H Gluck named presi- States Aviation Underwriters Inc MeManus named to the new posi- Brainerd, who has been with the boiler and ma-
dent of Hunter & Associates, a San tion of executive vp and chief oper- two affiliated companies for six «» chinery engi-
Diego-based benefit communica- Insurers ating officer Mr MeManus pre- years, most recently served as vp- 5 neering
tions and consulting firm that spe- viously served as senior vp and health services Mr. Ullmann William VWV,
cializes in self-funded health, dis- William R. Strack named presi- chief operating officer Bill Gaines named vp-under- Ward appointed
ability anc 401(k) plans dent and chief execu-ive officer in Edward M Titus named vp at writing and actuarial at Cotton chairman of Phoenix Continental

Al Garcia named vp at Adams & the Chicago office of All American Reliance United Pacific Surety States Mutual Insurance Co in At- Management Ltd in Toronto, a
Porter Life Associates Inc in Hous- Life Insurance Co, a wholly owned Managers Inc, which manages the lanta Mr Gaines, who Joined the property/casualty company Jointly
ton, the employee benefit and es- subsidiary of New York-based US- U S and Canadian bonding opera- company in 1959, most recently owned by Phoenix Assurance
tate planning affiliate of Adams & LIFE Corp Mr Strack succeeds tions for the Reliance Insurance headed the company's actuarial, PLC and The Continental Corp

He succeeds Jack B Murch, who
has retired Mr Ward, who Joined
Continental in 1948, continues as

president and chief exeuctive offi-

4% o cer of Phoenix Continental Man-

i agement, as well as vp and man-
w44, 2 > b ager of Continental's Canadian
n operations

% AT LS > Al t Ph ix C ti tal
a YVAl 4 & 1,3 ’ 3 _ so a -oer\lx - ontinen -a
Glen G Martin appointed senior

R m = - vp Mr Martin, who Joined Conti
-a, r nental in 1964, most recently
served as vp-administration and
planning
David Bowers, former vp and
assistant general counsel for CNA
Insurance Cos, named vp, corpo

rate secretary and general counsel
at Zurich-American Insurance Co

/4=

in Schaumburg, Il Also, Thomas
Hite named vp at Zurich-Ameri

Russell H Folk named vp al
Prucare of North Texas in Dallas, 2
health maintenance organizatior
that IS a wholly owned subsidian
of The Prudential Insurance Co oOj
North America Mr Folk, whc
most recently served as director 01
group insurance marketing, Joinec
Prudential 13 years ago The HMC
is expected to Start operating in
January, following accreditation b3
the state of Texas

Roy H Kirch Il named senloi
vp of Westchester Fire Insurance
Co in Basking Ridge, NJ,a Crum
& Forster organization Mr Kirch
previously vp of personnel, joinec

the organization in 1973
N artim

f -f, vp and regional

4 manager at the

,+ 1%L -44..* , r Seattle GrouT
9 - C *f[1 Office of Great

West Life Assur
ance Co Mr
Howard rnost re
cently was VvVE
and regional]

Mr. Howard manager

S, Richei
Budke named vp-claims for Bea
ver Insurance Co and vp-Califor
nia operations for BPC Risk Man

agement Services Inc, both
subsidiaries of San Francisco-based

Beaver Pacific Corp

Agents/brokers

] : . . Donald J Kosinski and James
It S a Pa rtn e rSh | p . your established clients and new Call yo_ur local Aetna EBR V. Martin named executive vps 01
prospects better coverage, lower today Or write Tucker Leary, Frank B Hall & Co of Ohio Inc ir

Everyone on this crew is pull. rates, and a navigable route out of VP Marketing, Partners National Sleveland Mri<osinsid will con
tinue to be responsible for neu

ing his own weight Hospitals, doc. the muddled sea Health Plans, 5215 North commercial insurance account do

tors and insurers working together? It's time for you to choose O'Connor Road, Fourth Floor, velopment and servicing of exist

Teamwork instead of adversity? your partners well We're running Irving, TX 75039 ing accounts Mr Martin Joined the
Yes, and more an extensive hard.hitting advertis. company in 1981

. - 2 Also, W. Presley Young namec
Across.the.board cost and rate ing campaign to get you in the president of the Akron office 01
controls replace sky's.the,limit door And we can give you all the PARTN ERS Frank B Hall of Ohio He had beer

. . ; . ' .. e a senior vp And, Gerald P Jones
idemnity plan premiums selling tools you'll need to close the Naiional Health Plans named executive vp and chief op

Slmple forms and computer sale erating officer of the Akron office

. e He had been a vp
processing replace the paper glut But it's up to you to put At Frank B Hall & Co of Mis

Clearly written Partnerships Partners National Health Plans souri, Sandy A Steiner named vj
replace complex policies And offer into your portfolio and manager of the St Louis con

sulting office



WE WON'TJUST LEAYE A LITTLE BUNDLE
ON YOUR DOORSTEP AND RUN.

There's one born every minute. A new Risk Management able to pull together polic)4 loss, exposure and other
Information System. Well, here's one just born with a real carrier data to help you make decisions.
difference. Not surprisingly, it's from The Travelers. We It's a flexible system that lets you ask questions, test
call it the PC CARMA System. ideas and think through possibilities.
It offers you the convenience and custom-fit of a Result: You'll make better, more timely decisions
personal computen And it comes fully equipped with our and save a bundle in loss costs.
professional Account Information Specialist who'11 never, And that's a baby everyone loves.
ever abandon you. For more information, call or write Linda
Together, we'll develop an Sundram, The Travelers, C-P RMIS

information system that's perfectly

9CR, One Tower Square, Hartford, CT
matched to your operation. You'll be T h eT rave I e rC

06183, (203) 277-6943.
Fairness is good business.

The Travelers Indemnity Company and its Affiliates, Hartford, CT 06183
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RENEWAL WOES

U.S. losses causing problems with coverage for overseas units

By Jerome Karter

NTILREGENTLY, wardwide pronerty.and

element in the insurance portfolios of U.S.
multinationals companies.

As long as subsidiary operations didn't involve
exports to the United States, overseas programs profited
from the good loss experience most insureds were
having abroad.

But to the extent that overseas subsidiaries do export
to the United States, corporate risk managers should
expect to have trouble at January renewal time. They
are going to find that the insurance they buy locally
overseas is not going to include coverage for U.S.
jurisdiction.

Why this sudden change? The answer lies in the
increasingly unacceptable underwriting performance of
insurers of U.S. casualty risks.

In fact, international reinsurers in today's market
easily can be brought to a level of high anxiety by
mentioning the subject of U.S. casualty business. Their

usual reaction is both immediate and uniform: "An

unwritable class of business!" "A judicial system that's
out of control!” "Utilization of the commercial insurance
industry as a vehicle for implementing social policy!"

As international reinsurers in general are restricting
their activities, the exposures they want most
desperately to avoid are liabilities emanating from the
United States-particularly products and professional
liability.

In essence, the non-London foreign reinsurance
market has decided to abandon the underwriting of U.S.
casualty business, whether on a monoline basis or
within a multiline policy.

International reinsurers are wary about U.S. casualty
business largely because of the excesses of the U.S. legal
system. Contingency fees, the enormity of jury awards,
awards for punitive damage, the adoption of a theory of
absolute liability and attorney advertising all feed these
excesses.

One underwriter recalled the day that he was riding
on a New York subway and saw, sandwiched between
advertisements for a beauty school and a pesticide for
roaches, a law firm advertisement with the
eye-catching headline: "Had an Accident? Been Injured
on the Job™?"

This vision crystalized his attitude toward the
problems inherent in writing U.S. casualty business
today.

While U.S. property/casualty underwriting results
have been at an all-time low, overseas insurers have not
fared so badly. It is an acknowledged fact that U.S.
underwriters of imported reinsurance have fared much

better than both the international and domestic
reinsurers of U.S. business.

In fact, those companies that have been reasonably
prudent in their underwriting-and have avoided
picking up U.S. exposures through the back
door-consistently have had combined ratios in the
high 90s and low 100s on business actually underwritten
in their U.S. offices.

Data from the Department of Commerce (see chart)
shows the contrast between paid loss ratios (that is, the
ratio of paid losses to net premium) on reinsurance
ceded or exported from overseas.

(Premium and loss transactions between the United
States and Bermuda have been deleted from this data,

on the assumption that such transactions involved

Jerome Karter is vp and manager Of
the New York International Depart-
ment Of Johnson & Higgins. Mr.
Karter takes over the International
Issues column this month from S. Rob-
ert Beane, who was promoted to senior
vp. MT. Karter's column on interna-
tional issues appears the first Monday
of every month.
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international issues

essentially domestic business.)

As indicated in the chart, ceded results appear to be
superior to assumed results during the late '7Os and
early '80s, but beginning in 1981, they show a marked
deterioration.

The magnitude and speed of this deterioration may
indicate that the seemingly superior results of earlier
years were merely an illusion arising out of a general
pattern of underreserving in long-tail classes of
business.

Without a major restructuring of the mechanism for
handling third-party liability claims, the European and
Japanese markets will be closed to this class of business
for an indefinite period.

And, even with such a change, it may be a generation
or so before underwriters venture into this field again.

While foreign reinsurers have the option of simply
withdrawing from the U.S. casualty market, they face a
somewhat more complex problem in their home or
regional markets.

Indigenous exporters of goods to the United States
need product liability insurance with U.S. jurisdiction
coverage, even if their exposure is only incidental. The
definition of "incidental"” varies from one reinsurer to
another, but it generally can be described as an
operation that generates U.S. sales volume while having
no actual manufacturing, distribution or servicing
operations in the United States. Further, an incidental
U.S. exposure should generate less than $10 million or
10% of total sales annually.

For truly incidental exposures, an indigenous
exporter probably will be able to secure product liability
coverage from his or her local insurer for claims
occurring in the United States, whether through an
endorsement to the local liability policy or through a
separate contract.

Either way, coverage undoubtedly will either be
highly restricted, entailing a claims-made form with
defense costs included as part of the indemnity, and
with full exclusions for pollution and for punitive
damages.

Indigenous foreign exporters with greater than
incidental U.S. exposures will have trouble securing
product liability coverage for claims occurring in the
United States because their local insurer probably will
lack adequate reinsurance capacity for policies covering
that broadened territory exposure.

These exporters will have to secure product liability
coverage directly in the United States for claims

1981 1982 1983 1984

1. - M U.S. Import
Graph: Amy Palmer

occurring in that market, or through their
vendor/distributors, who may possibly be able to add
exporters as an additional insured under their liability
contracts.

Again, coverage probably will be provided only on a
highly restricted basis.

As part of centralized risk management programs,
foreign subsidiaries often maintain local liability
policies-either through controlled master programs or
individual programs-that defend product liability
claims brought anywhere in the world for occurrences
that take place outside the United States.

These foreign subsidiaries then rely on the parent
corporation's domestic product liability coverage to
respond to suits brought in the United States for
occurrences that take place in the United States,
regardless of whether the product involved was
manufactured in the United States or abroad.

While the current contraction in reinsurance capacity
may force the U.S. parent to maintain greatly reduced
liability limits, this method of insuring product liability
exposures is expected to continue in the near future, as
U.S. insurers decide whether foreign
excess/difference-in-conditions coverage should remain
on an occurrence basis or be switched to a claims-made
form.

But as capacity shrinks and U.S policy forms restrict
recovery for exposures such as environmental pollution,
local foreign markets may offer broader coverage for
risks within their own marketplace.

For example, both the financial guarantee cover
provided by endorsement to the U.K. liability contract
and the water pollution coverage provided by German
liability underwriters are exposures that U.S.
underwriters are becoming reluctant to reinsure within
controlled master programs.

Perhaps the one positive development for insureds
that require U.S. casualty coverage is that the situation
may ease for international reinsurers of U.S. business
because of the initial strengthening of foreign
currencies against the U.S. dollar.

Reinsurers that wrote a portfolio of U.S. business in
the late'70s and early '805 and then watched the tail of
that business push combined ratios into the 1205, 130s
and higher will now be paying their losses in cheaper
dollars than a year ago.

To the extent that they can anticipate further relief in
this area if the "soft landing" of the U.S. dollar is
accomplished, they may be more willing to take on
reinsurance of U.S. risks in the future.

Although the international reinsurance community

Continued on net page
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Book a valuable shopper's guide for PPOs

"The New Healthcare Market: A Guide to PPOs
for Purchasers, Payors and Providers"

Edited by Peter Boland

Published by Dow Jones-Irwin, 1818 Ridge Road,
Homewood, Ill. 60430

$65 hardcover; 1,117 pages

By Linda A. Manuel

66rfHE NEW HEALTHCARE Market: A Guide to

1 PPOs for Purchasers, Payors and Providers,"
reads like a guide to a shopper's paradise, offering an
individual a chance to sample all the benefits to be
gained by purchasers, payers and providers looking for
a bargain: the preferred provider organization.

The book, edited by Peter Boland, offers an anthology
of articles by a variety of experts about PPOs. And, it is
extremely timely because the PPO concept has hit
America like a new item at the grocery store that is
being examined by every employer and benefits expert
and at the same time attracting a great deal of interest
and attention.

Preferred provider organizations serve as another
alternative in the health care industry that gives
purchasers choices in the type of comprehensive health
care programs we offer. And the economic impact
health care has had on the budget of companies has
made it necessary to seek these services on a supply and
demand basis.

The public and private sectors are seeking a
particular type of health care and banding together to
contract for this care through brokers and/or hospitals,

books & ideas

clinics and physicians directly. The concept is very
attractive today, since hospital beds are empty,
after-hour clinics are popping up conveniently in
neighborhoods and such alternative care options are
becoming the preferred options.

Flexibility, convenience and cost control through
utilization controls and discounted rates are
characteristics being sought in the marketplace. PPOs
are being looked upon as powerful new medical care
programsthat can bypass the family doctor and local
hospital' and yet appear attractive and competitive.

Physicians and hospitals are realizing the need to
market themselves because they no longer can compete
as they had been. And, "The New Healthcare Market"
gives the purchaser of health care services and
insurance a shopping guide to help find the best deal
that money can buy, in terms of both price and quality
of service.

The "shopping guide" examines the whole spectrum
of things to consider when setting up a PPO. It covers
benefits coverage, quality assurance, choice of
providers, service area, organizational structure,
provider membership criteria, sponsorship, methods of
payment for physicians and hospitals, risk-sharing,
financial incentives and disincentives, utilization
review, administrative services, and information
management through purchaser and provider reports.

Finding the right combination of these ingredients is
a must in order to set up an effective NPO relationship.

The design of a benefit plan should be tailored to the
needs of the individual groups seeking care through this
type of network, and the book helps those in charge of
tailoring the program find the right combination of
ingredients.

America's willingness to change from the traditional
set-up for providing and paying for health care is a sign
that we are questioning spiraling costs and trying to do
something about the means of obtaining health care.
And, that attempt is long overdue.

The decision to elect a program such as a PPO must be
an educated, well-thought-out one. And benefit
managers, hospitals, physicians, employers and other
interested parties will get that education by reading
"The New Healthcare Market.”

A lot of questions are being raised concerning the
who, what, when where and how of starting or joining a
preferred provider organization. And those answers can
be found in this interesting reference guide edited by

Peter Boland.

Everything you need and want to know about PPOs is

in this book. . .so read it!

Linda A. Manuel is corporate emptoyee
benefits director of Kurz-Kasch Inc. in
Dayton, Ohio. She coordinates insur-

ance and employee benefits for more

than 350 employees in Dayton, Wit-
mington and Newcomerstown, Ohio, -d
and Erie, Pa.

Insurance certificate is not start of coverage

The issuance of a certificate of

insurance under a group policy to an

individual had no effect on the

legal briefs

benefits were adjusted under the Alaska
law, reducing them by about $340 a week.

He filed a class-action lawsuit against

commencement of coverage where the
master policy provided that coverage
would be effective on the first day of the
month after receipt of the application, a
Tennessee appellate court ruled.

Mattie Mae Paul, an employee of the
Durango Boot Co., applied for family
coverage under a group accident policy
issued by the Insurance Co. of North
America on June 4, 1982. Her husband
was killed in an accident on June 8, 1982.

When Ms. Paul signed the enrollment
form on June 4, her employer gave her a
booklet explaining the policy and
coverage and containing a Certificate of

These abstracts were prepared by Cases
Unlimited Inc. A copy of an entire deci-
sion may be obtained by sending a check
for $5 made out to Cases Unlimited to

Business Insurance, 740 N. Rush St., Chi-
cago, lll. 60611. List the number for each
opinion.

Insurance. The certificate did not specify
when coverage was effective; however, it
said the insurance was subject to the
terms and conditions of the policy.

The booklet also stated that insurance
would take effect on the first day of the
month after receipt of applications. Ms.
Paul filed a claim for benefits. The
employer denied her claim. She sued but
lost in the trial court .

On appeal, Ms. Paul argued that
because she was issued a Certificate of
Insurance she was covered under the
policy, since the policy language did not
authorize issuance of a certificate to one
who was not insured.

But, the court said that the language
Ms. Paul relied on was not concerned
with the effective date of the policy but
rather with the allocation of
responsibilities of the contracting parties.

Further, the court said the policy
clearly set the effective date as the first

day of the next month following
receipt of the application. Paul v.
Insurance Co. of North America, Court
of Appeals of Tennessee, May 22, 1984,
Application for Permission to Appeal
Denied by Supreme Court Aug. 27, 1984
(BI/02/AuU.-$5).

Alaska comp law overturned

The Supreme Court of Alaska has
ruled unconstitutional a state law
reducing the amount of workers
compensation benefits for recipients who
later move out of the state.

This case involved the constitutionality
of a former provision of the Alaska code
that adjusted benefits of work comp
recipients who moved from Alaska after
being awarded the compensation.

In this case, Robert Brown was injured
on the job in Alaska in January 1977 and
was awarded benefits. He later returned

to his home state of California and his

his employer's insurer, alleging the law
violated his constitutional guarantees of
equal protection and due process. The
trial court found it unconstitutional on
equal protection grounds.

On appeal, Mr. Brown asserted that the
Alaska law imposed a direct penalty on
those workers compensation recipients
who chose to leave Alaska, and that law
therefore burdened their right to travel.

The court concluded that the risk of
severe benefit reduction based upon
variations in economic conditions that do
not reflect the purchase power of benefit
dollars was a significant penalty and did
constitute a violation of Mr. Brown's
equal protection guarantee, rendering the
state law invalid. Alaska Pacific
Assurance Co. v. Brown, Supreme Court
of Alaska, Feb. 17, 1984, rehearing
granted in part and denied in part, July
20, 1984, as modified July 20, 1984
(B1/01/JB-$5).

U.S. losses cause problems with coverage for overseas units

Continued from previous page
has focused a great deal of attention over the past year
on the U.S. casualty market, reinsurers also have been
seriously affected by developments in other classes of
business, both inside and outside of the United States.
Surprisingly, recent natural disasters have not been
as devasting to property insurers and reinsurers as
might be anticipated. For instance, while Hurricanes
Elena and Gloria caused widespread damage, the storms
fortunately did not seem to reach the critical mass that

would have started a chain reaction of claims in the
reinsurance and retrocession markets.

And although it will take some time to assess the full
impact of the Mexican earthquake, the reinsurance
community feels that losses, while significant, may not

be as severe as first feared.

This good news is offset by events in other areas,

however.

The fact that natural catastrophes were less
devastating than they might have been to international
reinsurers is of little consolation to companies that need
aviation and satellite insurance. Staggering losses in
these categories are now causing severe constriction in
capacity.

If it can be said that an inordinate number of insurers
relied on reinsurance during the past decade for
operating capacity, then it is even more true to say that
a greater degree of reinsurance capacity relied upon the
retrocession market. The international market has
suffered its greatest contraction in this area, and
reinsurers who depended on the retrocession market
rather than their own finincial strength are, for all
practical purposes, out of business.

Nowhere is this fact more clearly evident than in the

property and casualty facultative markets, which have
been decimated over the past year. Reinsurers that have
remained in the facultative market now look on
capacity as a commodity. There is very limited supply
and it goes to the highest bidder.

Unfortunately, the price for exposure is no more
rational at today's cost per million than it was at
yesterday's, but the higher cost for reinsurance will be
passed along to the insurance buyer when coverage is
available.

Thus, the tight property-casualty market cannot be
expected to ease in the near future. Indeed, it may
worsen considerably for overseas exposures.

This means that informed risk managers should be
bracing themselves for Jan. 1 renewals so that they are
prepared to deal with problems worldwide that until
recently were limited to their U.S. programs.



info

« The Fisher Associates offers a
training manual on the new
claims-made commercial gen-
eral liability form. The manual-
designed for use by risk managers,
insurers and agents and brokers-
analyzes the new form, raises ques-
tions about problems in imple-
menting the form and poses solu-
tions to those problems. Including
defense costs within policy limits
also is discussed. The manual costs
$20 and is available from Fisher
Associates, 3465 Torrance Blvd.,
Suite N, Torrance, Calif. 90503;
213-540-8803.

* The "1985-86 Property/Casu-
alty Insurance Fact Book" contains
information on property/casu-
alty insurance topics from auto
insurance to workers compensa-
tion. The yearbook, offered by the
Insurance Infornnation Institute,
includes a section on the civil jus-
tice crisis and tort reform provi-
sions and a detailed look at actions
taken by states to curb drunken
driving. The cost for single issues is
$4.50 for Institute members and $9
for non-members. The cost for
orders of three or more is $4.50 a
copy for members and non-mem-
bers. Copies can be obtained by
writing to the Insurance Informa-
tion Institute, Publications Service
Center, 110 William St., New York,
N.Y. 10038; 212-669-9200.

- A free brochure from Alex-

ander & Alexander Inc. explains
how self-insured employers can
purchase coverage for major
organ transplants through a fully
insured supplemental policy. Write
to Peter Kautz, Alexander & Alex-
ander, Three Embarcadero Center,
San Francisco, Caif. 94111; 415-434-
1500.

* Custom-tailored plan docu-
ments and summary plan de-
scriptions for self-funded health
care plans are offered by Hunter
& Associates, a consulting firm.
Samples of the plan documents and
summary plan descriptions are
available for $4.75. To order, write
to Susan L. Waybourn, Vp-market-
ing, Hunter & Associates, 8595
Aquarius Drive, San Diego, Calif.
92126; 619-578-7461.

* "How to Prepare for an Earth-
quake/A Guide for Businesses," a
book now available from the Insur-
ance Information Institute, outlines
steps a company can take before
an earthquake strikes. The book
includes sections on protecting em-

446-7346.

« Educating employees abour at-
cohol use and its effects on

health is the point of a new booklet
from Fax Communications Inc.
The 16-page booklet, "Thinking
About Drinking: Your Guide to
Developing Healthy Attitudes
About Alcohol," includes sections
on types of drinkers, sensible
drinking tips, blood alcohol levels
and warning signs of problem
drinking. The cost ranges from 79
cents each for 50 to 99 copies to 39
cents each for 25,000 or more

copies. Contact Fax Communica-
tions Inc., Department Bl, 3279 20th
St., San Francisco, Calif. 94110;
415-641-7422.

- The Reinsurance Assn. of
America is offering the 1985 edition
of its biennial "Loss Development
Study." The edition contains raw
loss development data of 23 com-
panies and tables for casualty ex-
cess reinsurance for automobile lia-
bility, general liability and workers
compensation. Copies are $15 each
from the Reinsurance Assn. of
America, 1025 Connecticut Ave.

N.W., Suite 512, Washington, D.C.
20036.

* Planning, marketing, imple-
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menting and evaluating employee
wellness programs are discussed
in several packages of material
available from Corporate Health
Designs in Seattle. A free brochure
describing different packages
available to employers can be ob-
tained by writing to Larry Chap-
man, President, Corporate Health
Designs, P.O. Box 55056, Seattle,
Wash. 98155; 206-364-3448.

= A brochure listing the aver
age physician charges in Florida
for 23 common medical procedures
is available from the Florida Hospi-
tal Cost Containment Board. The
brochure lists charges by county. It

also includes seven questions
health care consumers should ask

their doctors. Copies are free and
can be ordered from from the Hos-
pital Cost Containment Board,
Public Information Office, Woor-
crest Office Park, Suite 101L, 325
John Knox Road, Tallahassee, Fla.
32303; 800-342-0828.

Haue a new report, booklet or promo-
tional brochure you'd like to send to
buyers of insurance? Business Insur-
ance will describe material costing
tess than $25 as an editorial service in
the weekly Info for Buyers column.
Simply send us a short description of
the material to be offered, along with
the cost and a mailing address. Ad-
dress an contributions to Info for
Buyers, Business Insurance, 740 N.
Rush St., Chicago, lll. 60611.

FASTRAK™Will Take OnYour Claims
Administration Challenges...Big or Small.

Automated Health Claims

Systems for
Self-Administered's.

system, FASTRAK gives you the same
capabilities it's been giving major insur-
ance carriers since 1977.

insurance software packages. We
stand by a record of achievement and
innovation that ensures our systems

ployees at home and at the office,
protecting office and computer fa-
cilities, operations and company
assets. The cost is $20, but discounts
are available for orders of multiple
copies. To order, write to the Insur-
ance Information Institute, 110
William St., New York, N.Y. 10038;
212-669-9200.

- Peat, Marwick, Mitchell & Co.
has prepared a booklet providing
an overview of insurance in the
Bahamas. The booklet, "Insurance
in the Bahamas" includes a review
of recent legislation regarding cap-
tives, along with sections on estab-
lishing insurance operations in the
Bahamas and taxation considera-
tions. Free copies are available

from any Peat, Marwick, Mitchell
& Co. office.

» The importance of accurate
record keeping in the adminis-
tration of defined contribution
plans is the subject of a brochure
prepared by Coopers & Lybrand.
The brochure is intended to help
companies understand what to ex-
pect from a record keeper and
what a recordkeeper needs to oper-
ate efficiently. Free copies are
available from Coopers & Lybrand,
Arlene Nowak, 400 Renaissance
Center, Detroit, Mich. 48243; 313-

Whether you are a multi-national
conglomerate or an aggressive young
company...

Whether you own the largest IBM
mainframe or have no computer
facilities at all.._.

The FASTRAK™ family of insurance
software systems from Dyer, W13lls &

Associates will solve your health claims
administration needs.

Four Sizes Fit All.
Available in four versions, the
FASTRAK family can knock out any

insurance claims challenge, large
or small.

- dw&a™/FASTRAK...the solution to
automated claims administration
for IBM mainframe computers.

- dw&a/FASTRAK VSTM...for
companies having specialized or

. limited claims processing needs, it

Claims Systems. operates on the WANG VS line of
FASTRAK completely automates minicomputers. FLAM*

the adju_dication and processing of - dw&a/FASTRAK PC™ _for orga.

health claims. It lets your company

process all types of claims and handle
every aspect of claims processing:
from enroliment eligibility verification
to benefit determination to payment - FASTRAK Processing Services...
processing. available for companies with small

It also accommodates a wide range volumes or those who do not wish
of plans including medical, dental, short
term and long term disability...in any
combination. Plus, system flexibility
means you can easily adapt FASTRAK
to meet your changing needs.

A technologically sophisticated

The Champion of

nizations whose needs are best

met with a microcomputer-based
claims system.

to process in their own data

centers.

Send for Your Free Brochure.

Since the beginning, Dyer, Wells &
Associates has been a leader in insur-

ance claims and other cost saving

*Wang is a registered trademark of Wang Laboratories, Inc., Lowell, MA.

will never become outdated.

Mail this coupon, today.
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Insurers sought for new financial guarantee bond

By MICHAEL BRADFORD

NEVWW YORK-Its developers
claim a new financial guarantee
bond could generate about $30 mil-
lion a year in premiums for un-
derwriters while modernizing an
outdated technology.

However, the new product is
having trouble getting off the
ground.

The bond is called Signasure, and
it is a new technology called "me-
dallion guaranty"” being developed
by a group of financial and securi-
ties industry representatives as a
way to change the method of guar-
anteeing signatures in securities
transfers.

Currently, when stock certifi-
cates or certain registered securities
documents change ownership, a
guarantor must verify that the
signer of the document has the au-
thority to transfer ownership of the
document.

A guarantor generally does this
by rubber-stamping a validation on
the back of the document, signing it
and sending it to the issuing com-
pany's transfer agent.

Transfer agents serve as a rec-
ord-keepers for the issuing com-
panies.

Most transfer agents are large
commercial banks, although some
big corporations may do their own
transfer work.

Part of the transfer agent's re-
sponsibility is to accept or reject the
guarantee, based in part on an as-
sessment of the guarantor's finan-
cial stability.

Currently, guarantors are
usually large commercial banks or
trust companies, or they can be
members of an established stock
exchange.

If a loss does occur for the issuing
company because a guaranteed sig-
nature was invalid, a guarantor's
blanket bond coverage usually will
cover the loss.

However, if a loss occurs and the
guarantor cannot for some reason
fulfill its financial commitment,
the transfer agent becomes respon-
sible for the loss.

As a result, transfer agents his-
torically have accepted guarantees
only from large financial institu-
tions, because of the perceived fi-
nancial stability of those com-
panies.

Even though there are no laws
that restrict smaller institutions
from offering the services, transfer
agents still are reluctant to accept
their guarantees, claiming they are
not prepared to make a proper
evaluation of the financial stability
of all potential guarantors.

The aim of Signasure is to make
transfer agents less reluctant by al-
lowing the guarantor to purchase
coverage that in effect would back
up its guarantee.

Guarantors would use a desk-top
machine that would imprint a me-
dallion on the back of the docu-
ment, verifying the authority of
the document's signer.

The imprint would tell the trans-
fer agent that not only has the
guarantor verified the signature,
but that the guarantee is backed by
Signasure.

Robert F. McKeon, executive vp
of financial services at Fred S.
James in New York, was asked by
the Stock Transfer Assn. to work as
a consultant in the development of
Signasure.

The project was begun two years
ago in response to a suggestion
from the Securities and Exchange
Commission.

A board made up of members of
the STA, the United States League
of Savings Institutions and other
associations and stock exchanges
was formed to develop the new
product.

Developing the product was the
easy part, Mr. McKeon says; getting

products

insurers to underwrite it is not so
simple.

"The entire industry is support-
ing it," he remarked, pointing out
that the SEC, the STA, major stock
exchanges, the American Bankers
Assn.,insurance agents, brokers
and various other financial indus-
try groups support Signasure.

But, Mr. McKeon laments, "We
can't get the interest of the insur-
ance companies."

Bringing a new product into a
marketplace in which un-
derwriters are restricting their
writings "is a horror show," he
says.

The only positive response from
an insurer thus far has been a

& services

verbal agreement by the Credit
Union Mutual Insurance Co. in

Madison, Wis., according to Mr.
McKeon.

The reaction from insurers is
especially frustrating, according to
Mr. McKeon, because he says the
product would produce an accept-
able loss experience and could gen-
erate as much as $30 miillion an-
nually in premiums for un-
derwriters.

He said a recent survey of seven
major transfer agents with more
than 100 years of combined experi-
ence revealed only a few cases that

involved "a loss where an agent
was stuck with a claim.”

INn an informational "white

Our

MiNniMmMum

Premium Plan

Can Help You

EnNnsure

Your Clients'

Good

Fortune.

paper" that describes the proposed
Signasure program, several insur-
ers are identified as ones the bond's
developers feel are qualified to un-
derwrite the product.

The insurers include Aetna Cas-
ualty & Surety Co., American In-
ternational Group, CIGNA Corp.,
Continental Casualty Insurance
Co; Chubb & Son Inc., Seaboard
Surety Co. and Transamerica In-
surance Co.

The bond would be sold through
insurance agencies and brokerages,
Mr. McKeon said.

Mr. McKeon explained that a
company called Signasure Service
Co. in New York would administer
the program on behalf of insurers
that underwrite the bonds. The ser-
vice company's duties would in-

clude:

< Pre-qualifying all guarantor

applicants.

« Issuing policies and preparing
premium invoices.

» Ordering and maintaining ree-
ords on the Signasure machines.

= Collecting premiums from in-
surance agents and brokers and re-
mitting the premiums to the in-
surer.

= Preparing annual accounting
services.

Proposed limits for coverage
under the bond would depend on
the number of annual transactions
performed by the guarantor.

Even though its developers have
not yet found an insurer to under-
write Signasure, Mr. McKeon says
he expects the program to be in
place by the end of the year.

He is continuing to meet with in-
surers, explaining the merits of the
Signasure program. a
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Is high-tech treatment worth the

By DIANE LYNN KASTIEL

WASHINGTON-The federal
government should form a national
health care policy to guide employ-
ers and health insurers in deter-
mining whether high-tech medical
advancements are worth the cost,
one health insurer says.

And, it is up to insurers to ask the
federal government to play a more
significant role in developing this
policy, says Arthur Lifson, vp with
the Equitable Life Assurance So-
ciety of the United States in New
York.

Mr. Lifson spoke on the high cost
of advanced medical procedures at
the 39th annual conference of the
Council on Employee Benefits last
month in Washington.

Rather than limiting their con-
cerns to health care premiums and

'A major reason, we believe, that the decisions
associated with high tech are tough is we are not
convinced that we will wind up with a reasonable
outcome when all the anguish is over and all the

money has been spent,' Mr. Lifson said.

expenses, insurers also should ini-
tiate "open, public discussions" of
the moral and ethical issues sur-
rounding high-tech medical care,
Mr. Lifson said.

"There are a whole host of 'ex-
perimental' high-tech-both high-
cost and not so high-cost-proce-
dures currently in the pipeline,”

Mr. Lifson said.
"No one wants to be run over as

we all were by the proliferation of

bypass surgery. However, we still
lack a national policy to conduct
formal technology assessment stud-
ies and engage in basic studies of
efficacy for new procedures or any
process for implementing their
findings.

"Individually and collectively,
we are incapable of saying 'no' to
the individual,” Mr. Lifson ex-
plained.

"No one wants to look anyone in

ACME Enterpnses

the eye and say, 'lt's too expensive,
the odds are too long. I'm sorry, but
you or your loved one will not get
this costly medical cure.'

"Yet, without restrictions as to
either availability or eligibility,
that is exactly what will confront
those employers who wish to con-
trol their exposure.”

Therefore, it is imperative that
the government, insurers and em-
ployers together decide how ad-
vanced medical technology should
be used, he said.

One of the most important
things to be determined in formu-
lating this policy is whether a par-
ticular technology is really a medi-
cal cure, he explained.

"Realistically, we come to this
discussion knowing that care Which
is costly and 'high tech' may not be
a cure,” Mr. Lifson said. "A major
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cost?

reason, we believe, that the deci-
sions associated with high tech are
tough is we are not convinced that
we will wind up with a reasonable
outcome when all the anguish is
over and all the money has been
spent.”

Some purported "cures" are
really technologies to prolong life,
Mr. Lifson said.

For example, he noted that the
iron lung kept polio victims alive
but was not a cure. Polio vaccine,
which prevented contraction of the
disease, was the real cure for polio,
he pointed out.

"Many of the costly medical
‘cures' which currently are causing
all of us great concern are intuiti-
vely perceived as more analogous
to the iron lung than the polio vac-
cine," Mr. Lifson said.

"If these new technologies were
cheaper and 'caused no harm,’' we
would gladly pay the price. The
perception, whether accurate or
not, is that the technologies are as-
tronomically expensive, they are
successful about 50% of the time
and incur very high ongoing ex-
penses."

The coupling of the prohibitive
expense of "high-tech” medicine
and the uncertainty of its effective-
ness makes many insurers wary
and eager to put controls on its use,
Mr. Lifson said.

"We are currently faced with
having to confront the limits of our
resources in ways which have the
potential for causing great discom-
fort to all the parties at interest,”
Mr. Lifson said.

"Frankly, we don't like putting a
price on lives. That's what's per-
ceived as the ultimate outcome of
making tough decisions," Mr. Lif-
son added.

In making these decisions, how-
ever, insurers are taking certain
facts into account that may not be
well-known by the general public,
including the unnecessary nature
of many surgeries, Mr. Lifson ex-
plained.

For example, "There is growing
evidence that a high proportion of
some 200,000 (artery) bypass proce-
dures performed a year, at a cost of
some $4 billion, might not be neces-
sary," he said.

"It now appears that equally ef-
fective lower-cost, less-radical pro-
cedures might produce the same or
similar results.”

But, because there is no formal
process for evaluating and compar-
ing surgical procedures, health care
providers have increasingly per-
formed such high-cost procedures,
and patients readily followed "doc-
tor's orders," Mr. Lifson said.

"This lack of control produced
market demand, which swamped
any attempt by insurers or employ-
ers to limit their availability,” he
said. "Only after (bypass surgery's)
widespread acceptance were effi-
cacy and cost-benefit studies at-
tempted."”

Mr. Lifson encouraged employ-
ers and insurers to work together
and take an assertive role in for-
mulating a policy on costly, high-
tech medical procedures.

According to Mr. Lifson, Equita-
ble is practicing what it preaches
by sponsoring a series of one-hour
television programs entitled "Man-
aging Our Medical Miracles,”
which will look at these moral and
ethical issues, Mr. Lifson said.

"Employers and other payers
must recognize that their financial
concerns are but one among many-
legitimate factors which will shape
whatever consensus might ulti-
mately emerge," he said.

"None of us. . .can solve the di-
lemma of costly medical cures
alone, nor can we unilaterally
make the tough decision. Working
together, we stand a chance of pro-
ducing a result in all of our inter-
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Changing management style

Keeping employees happy, productive is vital in tight market

By LINDA J. COLUNS

The vital need to retain qualified agency personnel in
today's tight insurance market is forcing agencies to change
their management style, agents and consultants ,gee.

Agencies are abandoning unresponsive, dictatorial agency
management-and adopting open management that stresses
communication between agency principals and their in-
house employees, and principals’ commitment to help em-
ployees grow professionally, the experts say.

"We try to create an environment in which all employees
are allowed to develop to the greatest extent they are capa-
ble of growing," says Stanley Butwin, president of Nathan
Butwin Co. Inc., a brokerage in Great Neck, N.Y. "If they
have special needs, we try to respond to them."

"Communication is the key," says Jess Chappell, owner of
Firstinsurance, an agency in Alexandria City, Ala. "If you
don't do anything else, you have to communicate with em-
ployees. . . .Never underestimate the insecurity that they
gather" if you do not tell them what you are thinking and
what is happening in the agency, he said.

Much of the change in management style is driven by the
recognition that agencies must retain qualified personnel
and stimulate productivity among in-house employees to
survive today.

In the current chaotic insurance marketplace, in which
agents are scrambling to find adequate markets for their
clients' business, it is vital to maintain a finely tuned agency
operation.

Time spent searching for, interviewing, hiring and train-
ing new employees decreases agency productivity and steals
time needed to compete in the marketplace. And, that drain

could kill an agency fighting the competition for markets.

In addition, the in-house staff plays a vital role in the
agency's day-to-day dealings with current and prospective
clients, the experts say.

Although an agency's in-house staff is not out in the field
making sales calls, those employees are still in daily contact
with clients. They talk to them on the telephone, write them
letters and service walk-in customers. They represent the
agency to prospects and clients, experts agree.

"You have to have an inside staff that is equal to or
stronger than your outside staff, with knowledge of the in-
dustry, a good attitude and competency in their positions,"
says Willis Hargrave Jr., president of Harco Insurance Ser-
vices, an agency in Houston.

"We want our employees to be excited about what they
do," he adds. "The only way to accomplish that is to allow
them to grow within their jobs."

To encouta% productivity and to keep employees happy
-and on the job-many agencies and consultants are stress-
ing a spirit of teamwork (see story, page 30B).

Agency principals should give their employees input into
decisions made in the agency, especially decisions about
"anything that directly affects their job or their workload,"
says Carol Hammes, president of The Middleton Group, an
agency consulting firm in Naperville, lIl.

"l suggest that agencies have a biweekly or monthly staff
meeting to %i)ve the concept of teamwork more than lip ser-
vice," says Peter Zappa, agency systems and automation
consultant for The Market Planning Group in Boston.

"Throwing money at an employee is not useful anymore,”
stresses Marty S. Shuherk, vp of Your Employment Service,
an agency recruiting service in Columbus, Ohio.

"Employees like management to talk to them, to listen to
their problems. Employers have to have more willingness to
talk," he explains.

Consultants and agents also advocate that agencies sup-
port the educational endeavors of their employees. The sup-
port helps employees grow professionally and enhances the
agency's overall professionalism (see story, page 30H).

By encouraging education, such as attaining professional
designations or attending semjnars or workshops, an agency
gives employees "the opportunity for advancement and
more knowledge of the insurance industry," points out Gary
M. Gregory, president of Lon Worth Crow Insurance
Agency in Coral Gables, Fla.

Incentive programs also can boost an agency's productiv-
ity (see story, page 3OF2. But agencies should "do something
different each year" if they want an incentive program to
succeed, says Mr. Hargrave of Harco Insurance Services.

If an agency keeps the same incentive plan year after

year, the plan begins to lose its effectiveness, he explains.
. Avvariety of other factors also contribute to employee sat-
isfaction and productivity, the experts agree. Among these
are a pleasant office environment, a spirit of cooperation
among staff members, proper distribution of work, adequate
paE/ and benefits, recognition of accomplishments, and the
potential for advancement within the agency.

"Get the message across that your employees are impor-
tant and very valuable to you and that you are concerned
for their welfare," advises James Econn, chairman and chief
executive officer of James Econn & Co., an agency in Los
Angeles.

"You have to promote team spirit and a charging-together
feeling to accomplish things," he said. .
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Communication is key to agency teamwork

By LINDA J. COLLINS

In the current marketplace,
teamwork among employees is es-
sential to the survival of an insur-
ance agency, industry sources
agree.

Office employees must work
with agency principals and pro-
ducers if the agency is to weather
the storm of capacity shortages,
fierce competition and other prob-
lems for markets, they say.

And, they add, communication is
the key to achieving that team-

work.

"In agencies that have done their
homework and have worked to im-
prove their internal climate, em-
ployees are better psychologically
prepared to deal with the (com-
plexities) of the market. . .and those

agencies do not experience as mar.y
difficult.es as do cther agencies,”
says A. Russel- Chaney, a xn:ult-
ing principal in

thhe VWalrmuut

f.ce of Business
NManmnagerment )1

Group, which is //2//1.//1//
based imn Hart-

ford, Ccnn.

principals must | ".U
keep employees Mr. Chaney
informed about
the myriad changes in the market-
p.ace.

"Principals should ccmmunicate
4 ith the: | staffs about the state cf
the insurance industry and what
their agency is doing' to deal with

market conditions, Mr. Chaney
adds.

But, the experts stress, employee
communications should not be lim-
ited to a discussion of current mar-
ket conditions and how they affect
the agency.

Principals also must communi-
cate one-on-one with employees, so
that employees will remain satis-
fied and productive members of the
agency team, the experts say.

"Management should use an
open, constructive communicative
style with employees. If employees
do not get solid feedback-positive
or negative-they will simply drift
along," says Mary Beth Wise-Bolen,
a consultant and vp in the Flint,
Mich., office of Sitkins Group Inc.,
which is based in Fort Myers, Fla.

"Such communications should be

ongoing, and not just done when
problems occur," she adds.

Experts say successful employee
motivation and cooperation depend
on management's ability to:

= Hire the right person for the
right job and compensate that per-
son adequately.

- Make sure employees under-
stand the agency's philosophy, ob-
jectives and plan for achie*ing
those objectives, and how each em-
ployee contributes toward the at-
tainment of those goals.

= Involve the staff in decisions
that affect them directly and the
agency's ability to meet its goals.

- Stimulate staff enthusiasm
through a pleasant working en-
vironment, personal attention, a
potential for upward mobility, edu-
cational support and incentive pro-

Thisismore than
a buneofpromises.
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Supports Simplified Rating

grams (see stories, pages 30F and

30H).
Agency management first must
— hire the right
Ppeople anmnd train
lil-i anmnd manage
1H1IX."- them properly,
says Domn Eve,
i-llFFIA industry consul-
tanmnt anmnd presi-
i dent of Eve INn-
44*| surance Agency

Imc. imn Flint,
N1 i<k _
Mr. Eve

"If an agency
is having prob-
lems with its staff, one of these re-
sponsibilities is not being met,"” Mr.
Eve stresses.

Agents should look for new em-
ployees who are comfortable in an
office environment and who have a
sense of mission, he says.

J. Knox Hillman Jr., president of
Shuford Insurance Agency Inc. in
Concord, N.C., says he looks for
new employees who have "good
character” and who exhibit intelli-
gence, a good personality and an
ability to grasp technical skills.

He also tries to find people who
are willing to cooperate with other
staff members and can "pitch in
and help" when the need arises.

But, he says, once they are hired,
"it is vital to make employees feel
that they are important to the of-
fice and that everyone is working
together toward a common goal.

"If an employee feels that he or
she is important, that person is
going to do important work," Mr.
Hillman stresses.

Willis Hargrave Jr., owner of the
Harco Insurance Services agency in
Houston, says the two personal
characteristics he finds "absolutely
essential” when hiring an em-
ployee are a positive and coopera-
tive attitude and good work habits.

"If people have those two quali-
ties, we can teach them anything
else they need to know," he says.
"Attitude is a very important in-
gredient-their interest in educa-
tional achievement and their abil-
ity to cooperate with others."

But, consultants and agents
stress, finding good employees is
only part of the battle. The real
challenge often is keeping them.

Although the promise of a sub-
stantial wage might attract a new
employee to a job, the pay alone
will not keep that employee, Mr.
Eve says.

"Money is a source of dissatisfac-
tion" if an employee's salary is un-
reasonably low, he said. But if a sal-

ary is fair, money alone "is never a
source of satisfaction.”

"Satisfaction comes from other
areas," such as a sense of achieve-
ment or personal growth, he says.

Lou VonVille, president of The
Confidential Registry, an agency
research and consulting firm in Co-
lumbus, Ohio, says there is a
"changing relationship between
employers and employees today."

He explains that most employees
in the workforce today are from
the "baby boom" generation. Un-
like preceding generations, which
were motivated mainly by salary
and job security, the baby boomers
are seeking personal fulfillment in
their work, he says.

Because of this change, baby
boomers "will change jobs for less
money and more job satisfaction,"
Mr. VonVille says.

However, other consultants
stress that for employees in lower-
level support positions, who often
make only a survival wage, their
paycheck indeed may be the pri-
mary motivating factor.

"We really still see the actual
paycheck as the main incentive for
these types of agency employees,"
says Carla G. Addicks, vp of Rus-
sell Miller Inc., an agency consult-

Continued on next page
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Continued from previous page
ing firm in San Francisco.

But, the consultants agree, even
for support-level employees to re-
main satisfied, they must feel like a
part of the organization. Employees
need to know what is expected of
them, what the agency's goals are,
and how they fit into the overall
scheme of things.

One way to get this message to
employees is to provide them with
a written job description and an
employee manual. But, agents and
consultants warn, these must be
updated regularly.

"We have job descriptions for
each job. I'd hate to operate without
them. But we can still be flexible
because we update them fre-
quently. In this market you have to

change," says Robert Nein, presi-
dent of Scott In-

surance, ag

Lynchburg, VVa

Jon H. Pease,
vp of Holmes, <
Murphy & Asso-
ciates Inc., an
agency in Des
Moines, lowa, -71
agrees that job —s T
descriptions and
employee
manuals must be updated fre-
quently. He says his agency's office
manual is in a looseleaf notebook,
so pages can be changed fre-
quently.

"Our office manual includes the
philosophy of the agency, our focus
on customer service and all agency
procedures," he says.

Norman F. Tyler, president of
Homestate Insurance Brokers of
Alaska Inc. in Anchorage says that
to make sure his agency's person-
nel manual is always up to date, the
agency is putting the manual on its
computer.

The personnel manual spells out
such things as employee benefits
and eligibility requirements, and
travel and entertainment reim-
bursement procedures, Mr. Tyler
says. "We inform our employees
and it protects the agency," since
all of these things are spelled out in
the manual.

Scott F. Welch, president of
Bowers, Schu-
mann & Welch,
an agency in
Washington,

N.J., says his of- "'
fice manual in-
cludes job de-

scriptions and

benefit and pro-
ceduralinforma-
tiorn. TE e —
manual is in 100-
seleaf form, and
the agency requires employees to
sign the manual after they read it.

As pages are updated, the agency
requires that each employee initial
every page to indicate that he or
she has read and understands pro-
cedural changes, he says.

And the agency also must be
careful that the job description de-

- scribes, rather than limits, an em-

ployee's performance, the experts
advise.

Mr. Tyler warns that if an
agency furnishes employees with a
written job description, it should
make sure that employees under-
stand that the duties listed are only
their minimum responsibilities-
not their only responsibilities.

Consultant Ms. Wise-Bolen
agrees. "The job description should
outline the basic functions of the
job. If the descriptions are very spe-
cific and the agency does not up-
date them on an ongoing basis, em-
ployees can -get into a 'not-my-job’
syndrome."

All consultants and agents con-
tacted feel staff meetings are im-
portant for keeping lines of com-
munications open between staff
and management, although they
recommmend different frequencies
for the meetings.

Such meetings are useful, Ms.

Wise-Bolen explains, because "par-
ticipatory management gives em-
ployees a better sense of responsi-
bility for their work and reduces
the feeling that they are simply
holding down a 9-to-5 job."

Mr. Chaney of Business Manage-
ment Group recommends staff
meetings be held at least once a
month. He says staff meetings are
useful for soliciting input into deci-
sions that will affect the entire
agency.

If the decision would affect only
one employee or one department,
however, Mr. Chaney suggests
management simply turn the mat-
ter over to the employee or depart-
ment to seek a suitable solution.

"l like to see various employees
take charge of meetings," says
Marty S. Shuherk, vp of Your Em-
ployment Service, an agency re-
cruiting firm in Columbus.

"Tell management to turn office
meetings over to employees to con-

Continued cn next page
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Continued from previous page
duet,” Mr. VonVille agrees. "Man-
agement should let employees
express themselves. Managers will
be better off making decisions after
they hear input from everyone in
the agency."

The suggestions made during
staff meetings should be published
and updated as they are adopted, so
employees can "recognize that the
suggestions they make have some
effect” on the agency's operations,
says Carol Hammes, president of
The Middleton Group consulting
firm in Naperville, Ill.

Mr. Tyler says his agency holds
three separate meetings a week: for
its personal and commercial lines
departments and for customer ser-
vice representatives.

Then the entire office staff "has
meetings at least once a month-or
as often as necessary, and employ-
ees are encouraged to make sugges-

@

tions," he adds.

Mr. Hargrave's agency also
schedules department meetings
each week-one for the personal
lines and one for the commercial
lines staff.

Also, the entire agency staff gets
together once a month to discuss
the agency's financial position and
how it stands in terms of produc-
tion, Mr. Hargrave says.

"We hold this meeting outside
the office-usually at a restaurant,”
he adds.

Mr. Chappell says he even shares
"balance sheet and profit and loss
information” with his employees
during their monthly meetings.

"l believe that the strength of
any agency is the people who make
it up,” he says. He believes it is nec-
essary to involve employees in all
agency decisions.

Gary M. Gregory, president of
Lon Worth Crow Insurance
Agency in Coral Gables, Fla., says
he also shares agency information,

XYZ
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including financial information,
with his employees.

And, he says he illustrates the
agency's profit or loss picture
through graphs and slides.

"The sharing of this information
is important,” Mr. Gregory
explains. "l would recommend it to
agencies of all sizes."

And, staff meetings can be fes-
tive as well as informative, the
agents and consultants say.

Mr. Welch says his quarterly
staff meetings frequently have a
theme-such as Christmas or Hal-
loween-and breakfast is usually
furnished.

The meetings, which are held in
the agency's large classroom, are
designed to discuss the agency's
goals and provide a progress report.
But they are also a time for fun, he
stresses. Staff members sometimes
dress in costumes that conform
with the theme.

For its annual staff meetings, Mr.
Nein takes his entire staff to a

nearby resort for two days. The
staff uses this time to plan for the
following year and to discuss the
status of plans made previously.

In addition to the annual plan-
ning meeting, Mr. Nein's service
personnel meet monthly to discuss
internal problems and procedures.

The experts say that in addition
to making employees feel a part of
the agency, another major motiva-
tor for employees is the potential
for advancement with.n the
agency.

And most of the agents say they
do attempt to promote staff mem-
bers when possible.

"If we possibly can, we promote
from within," Mr. Hillman says. He
looks for factors such as length of
service, ability to get along with
others, leadership qualities, good
attendance record and response to
available educational opportunities
to determine likely candidates for
advancement.

James Econn, chairman and

te
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chief executive officer of James

Econn & Co., an agency in Los An-
geles, says he "constantly promotes
from within,” unless he cannot find
or train a suit-

111111111111 able employee.
Mr. Butwin
| points out that it
i 1 canmn be difficult

I ¥ 12 to find positions
" cli to which em-

i=gqM ployees can be

we try to up-
VIOI grade jobs when

Mr. Econn needed" to keep
employees moti-
vated, he said.

For example, he says, the agency
added word processing responsibi-
lities to its typist's job to add addi-
tional skills and responsibilities for
those employees.

Mr. Tyler says his agency's turn-
over is so low that there "aren't a
lot of upward opportunities."” So,
like Mr. Econn and Mr. Butwin, the
agency tries to give its employees
income opportunities and addi-
tional job responsibilities to keep
them satisfied, he says.

"Most of our promotions are from
inside,"” Mr. Pease says. "We en-
courage our people to apply for
new positions, and we post all job
openings."

If employees ask for a new posi-
tion, that "is one symbol of their
ability to performm and their aggres-
siveness," Mr. Pease explains.

Mr. Welch says his agency
usually depends upon individual
employees to express interest in ad-
vancement.

"I'd rather deal with someone
who's pushing me for opportunity,”
Mr. Welch says. He adds that the
agency tries to create an atmo-
sphere that encourages employees
to build their own opportunities.

The ability of an agency to moti-
vate its employees through its man-
agement philosophy and through
opportunities for advancement will
pay off in the long run, agents
stress.

Agency employees are no longer
the unseen force behind an agency,
according to Mr. Eve.

"In the independent agency sys-
tem, the agent used to be the sole
contact with a client. Today, the
vast majority of all personal lines
business and small commercial
lines business is handled by staff
people,"” Mr. Eve says.

"It's terribly important for an
agent to recognize that his staff is
the backbone of the entire organi-
zation,”" he adds.

Mr. Welch agrees. "l always hear
about the agency's bottom line," he
says. "What's above the bottom line
is the employees. I'm building the
people, and that takes care of the
bottom line.™

And, an enthusiastic staff is self-
perpetuating, Mr. Pease says.

"One thing we've learned over
the years is that employees want to
be surrounded by others who are
energetic, loyal and motivated,"
Mr. Pease says.

"If they are, new employees will
grow in the same way. The best
management tool an agency has is
its employees."

Mr. Gregory says he leaves most
"decisions and the responsibility
for those decisions" up to the em-
ployees.

"And | try to keep our relation-
ship as personal as possible. The
door is always open to my office,"
he adds.

"One of the most important
things | do every day is to practice
management by walking around,”
Mr. Econn says.

"l say hello to everybody, and |
single out one person each day to
chat with. | ask them if anything is
bothering them or if they see any
areas that need improvement.

"We cannot see every conse-
quence to an action we take, but
they do. These things come out in
those conversations,” Mr. Econn

— — -
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Incentive plans motivate in-house staffers

By LINDA J. COLLINS

Incentive programs, bonuses and
other perks long have been used by
insurance agencies to motivate
their sales forces.

But, agencies are finding that
bonuses and other long- and short-
term incentives also can motivate
in-house employees, agents and
consultants agree

"l believe incentives are as nec-
essary for the support staff as they

are to producers, and it's good to
have a mix of cash and non-cash

incentives,” says A. Russell
Chaney, a consulting principal in
the Walnut Creek, Calif., office of
Business Management Group, a
Hartford, Conn.-based agency con-
sulting firm.

But, some consultants say the
types of incentives that motivate
employees have changed somewhat
over the years.

"Long-term incentives, such as
pensions, are no longer that effec-
tive" to employees, said Lou Von-
Ville, president of The Confidential
Registry, an agency consulting and
research company in Columbus,
Ohio.

He explains that today's employ-
ees, most of whom were born dur-
ing the so-called baby boom, are
more likely to change jobs in search
of job satisfaction and upward mo-
bility than were employees of ear-
lier generations.

"When baby-boomers go into a
job, they know they'll have other
jobs. With the stress and constant
change today, few people will be
satisfied with a career from, say,
age 24 through the rest of their
working life,"” Mr. VonVille sug-
gests.

Therefore, pensions are not as
significant to these employees, he
explains. because they do not ex-
pect to work at one job long enough
to amass a significant benefit and
because they focus on immediate
gains.

Younger employees like to see
"immediate benefits or incen-

tives. such as flexible hours and
half-days on Fri-

day," agreed

" Marty S. Shu-

A herk, vp of Your
Employment

Service, an

—_— agency recruit-
ing firm in Co-
lumbus.

—  —a

< a rol
Mr. Shuherk dent of The
M jddleto n
Group, an agency consulting firm
in Naperville, lll., cautions that al-
though pensions may be less impor-
tant to younger workers, they re-
main very important to older em-
ployees.

But, she agrees that "the most ef-
fective incentives now are the ones
that provide either time off or flex-
ible working situations."

And, she also says this change in
emphasis is a result of changes in
the makeup of the workforce.

"There are many young working
mothers in the agency workforce,
and there is a trend away from
being terribly motivated just by
money," she says.

"Most of the time these younger
people aren't planning even a year
in advance," she adds. "The tangi-
ble things are the most motivating
to them.”

Flex time, which allows employ-
ees to choose from among two or
more work schedules, has become
increasingly popular among work-
ing women in recent years. sources
agree.

"Flex time is becoming more and
more important to today's workers,
and agencies | have visited that
have implemented flex time are
getting great results,"” said Mary

Beth Wise-Bolen, a vp in Flint,

Mich., with Sitkins Group Inc., a

consulting firm based in Fort

Myers, Fia.

'.1,1/llk 4 An agent whc

Al 4 uses the flexible

2%6VWV 2,1 scheduling
, T agrees.

"Our people

151t work fcr eight

4" 5 different sched-
i, . ules work better
Mr. Butwin for them, they
work those
hours, ' says Stanley Butwin, presi-
dent of the Nathan Bitwin Co. Inc.
agency in Greas Neck, N.Y.
"They are basically on their
honor. As long as we get a 40-hour
week out of them, that's all that

counts " Mr, Butwin says.

Jon H. Pease, vp of Holmes,
Murphy & Associates Inc. in Des
Moines, Ilcwa, says although his
agency does not have completely
flexible work shifts, it does c,ffer
employees a limited choice.

One group of employees works
from 8 a.m. to 4:31) p.m. and the
other from 8:30 a.m until 5 p.:r., he
explains. And in the summer em-
ployees gel out ear_ier or Fridays,
although they have shorter lunch
breaks, he says.

But flex time is not always prac-
tical for the agency, some agents
say.

"W=<€'re located in a small town
and have a number of clients who
come into our office each day " says
J. Knox Hillman Jr., presid 2nt of
Shuford Insurance Agency Inc. in

Concord, PLC.

"It would be hard for us to be on
flex zime," he says__

Another agent
operating a - -:C',3
small insurance : /" 1]

agency agreed.
( O -

1l don't think
flex =ime is .
going to work in : 1

ment,” accord- "' #Vilj
ing to Jess Chap- Ad
pell, owner o ipll

Firstinsurance, Mr. Hillman

an agency in
Alexandria City, Ala.

"So many external factors would
interfere with flex time, it's not
feas_ ble for us. IS you allow flex

t.me and then no one is ava-lable to

customers when they need you,"

then they will go elsewhere, Mr.
Chappell says.

But, he says, whether flex time
can work depends on the makeup
of the agency's workforce. "If it has
a lot of support people who are not
on line with customers, then it
might work," he says.

Although he cannot use flex
time, Mr. Chappell does give em-
ployees a half-day off every
Wednesday to take care of personal
business and appointments that
need to be handled during the
week.

Norman F. Tyler, president of
Homestate Insurance Brokers of
Alaska Inc. in Anchorage, provides
his employees with a half-day off
each month to take care of such
personal business.

Continued on nert page
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Mr. Tyler says he has found that
providing this time off actually has
reduced the amount of time em-

ployees took off otherwise to con-
duet such business.

"When you give them a half-day
off each month, | have found that
they take care of these things dur-
ing that time," Mr. Tyler said.

Mr. Tyler also retains a psycho-
logical counseling service for his
employees.

The service is free to employees,
who set up appointments simply by
calling the service.

And, Mr. Tyler says, the service
is strictly confidential; the only re-
port he receives from the service is
the number of employees who use
it each month.

The service is "the most appre-
ciated of any service we provide to
our employees," Mr. Tyler says.

And, he adds that the agency
benefits as well, because the coun-
seling keeps employees' personal

»Af

problems from interfering with
their performance on the job.

As a short-term incentive, many
agents and consultants feel contests
can enhance employee productiv-
ity. However, they say contests
should be varied and must be pro-
moted on a regular basis to rernain
effective.

Ms. Wise-Bolen of Sitkins Group
warns that if the agency attempts
to pit in-house employees against
each other in an incentive contest,
"They will feel separated and not a
part of the group. It defeats the
purpose of trying to build team-
work.

"If you splir the staff into teams,"
she added, "it makes it easier.”

Homestate Insurance Brokers’'
Mr. Tyler has offered his agency a
travel incentive for the past three
years. Under the program, if the
office meets an overall premium
volume production goal, everyone

wins.

Every year, Mr. Tyler sets a goal

agent/broker topics

for growth in premium volume
production for the agency that he
believes is attainable. Then, if the
goal is met, all employees who have
been with the agency for at least a
year are rewarded with one week's
paid vacation at a resort area.

If the goal is not met, there is no
reward.

The first year, Mr. Tyler set the
growth goal at 23% and offered em-
ployees a trip to Hawaii. He kept
the contest on employees' minds
throughout the year by such pro-
motional tactics as posters, theme
parties, pineapple juice for break-
fast, cans of macadamia nuts left on
employees' desks and statistics on
Hawaii left on computer screens.

"That year we far surpassed our
growth goal," Mr. Tyler said.

In the second year, the agency
did not meet its goal, he says.

But in this, the third year, the
agency already has exceeded the
goal. And, this year, the agency's 43
employees again are bound for Ha-

waii.

Willis Hargrave Jr., president of
Harco Insurance Services, an
agency in Houston, has set up a
point system for his employees to
help them handle the extra work-
load caused by the hard insurance
market. Points are earned for a va-
riety of accomplishments, includ-
ing production, attendance and ac-
count development.

He then sets up six levels of va-
cation trips, from an extended
weekend in New Orleans all the
way to a week in Hawaii. All trips
are expense-paid with a cash bonus
included.

Based on the amount of points
they earn, the employees are
rewarded with one of the trips.
And, he says, the contest is open to
all agency employees.

Mr. Hillman of the Shuford
agency said that in 1984 he offered
his employees a sales contest. All
the staff was broken down into

four teams composed of a mix of in-

Weknow whatittakes tokeepyou there.

Not just long hours and hard work...but working
smart. That's why Insurnet developed the finest
management system available for large insurance

agencies.

Over 600 top independent agencies use our
financial management, policy and claims manage-
ment, and agency-defined data base programs to
control their office operations. These and new soft-
ware systems like our marketing program will
help you stay on top of the competition. Our new

future.

electronic spread sheet will protect your financial

Designed by agents for agents, the Insurnet

System will grow as you grow.

to stay there.

And it's backed by unmatched service: Our
800-number Help Desk, regional support and system-
to-support personnel ratio are second to none.

Insurnet is the very best management system
for agencies that have made it to the top. And want

INnNnsurnet

1900 Powell Street, Emeryville, CA 94608

dividuals from different depart-
ments.

"No team could win unless all
members had a minimum number
of points. Even our claims and ac-
counting people were out asking
for business and collecting expira-
tion dates. The reward was a week-
end at the beach with their spouse
or a companion,”" Mr. Hillman said.

But cash bonuses "seem to be the
most effective"” in motivating in-
house employees, Ms. Wise-Bolen
says.

Carla G. Addicks, vp of Russell
Miller Inc., a consulting firm in San

Francisco,

., agreed. And, she

says, cash bon-

' uses are most ap-

preciated by em-

ployees if they

are given at

some time other

than the end of
the year.

"Employees
appreciate these
bonuses more

Ms. Addicks

because they look at it as a windfall
that wasn't in their budget. They
also consider it a pat on the back,"
Ms. Addicks says.

Ms. Addicks adds, "I don't think
bonuses should be tied to a percent-
age of the salary. They should be
determined by a gut feeling, as a
thank you for specific efforts ex-
pended, and not tied to a specific
formula.”

"We give our employees bonuses
at the end of the year based on
merit. We also gave a midyear

bonus to our staff this year

because
we were having a good year and we
wanted to reward them for their
good work," Mr. Butwin says.

Mr. Pease of Holmes, Murphy &
Associates says this year he gave all
his employees a bonus to reward
them for the extra workload they
faced as a result of the hardening of
the insurance market.

"The bonus was based upon a
percent of their three-year average
salary with a minimum amount for
everyone who had been on staff for
at least 30 days," Mr. Pease
explains.

Finally, agents report that their
employees appreciate more tradi-
tional benefits, like pension and
profit-sharing plans, as well as in-
centives like contests and bonuses.

Robert Nein, president of Scott
Insurance, an agency in Lynch-
burg, Va., offers his employees both
a pension plan and an employee
stock option plan.

His agency contributes an
amount equal to as much as 15% of
each employee's annual pay each
year into the ESOP plan. The
trustee invests the money until
agency stock becomes available,
usually realizing an annual return
of at least 10% on the investments,
Mr. Nein said.

The employees sell their stock
back when they retire or leave the
agency, which provides them with
cash. And, while they are working
at the agency, Mr. Nein says, they
are motivated by the fact that "they
own a portion of the agency with
tax-free dollars.”

In addition, Mr. Nein's agency
puts an amount equal to 10% of
each employee's annual salary into
a pension plan.

James Econn, chairman and
chief executive officer of James
Econn & Co., an agency in Los An-
geles, said that his agency has had a
profit-sharing plan for 17 years.
For most of those years the
agency's annual contribution to the
plan has been a full 15% of each
employee's salary.

Employees are fully vested in the
plan after six years, he says. And,
he says, the plan is especially popu-
lar as a retirement savings vehicle
for ernployees.

"l do not want anyone when they
retire from this firm to have only a
banquet and a gold watch," he said.
"l want them to take some money

S at —oF hrh=ar_ -
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Education benefits employees, agencies

By LINDA J. COLLINS

Providing agency emplc-yees
with educational o.portunities car
pay off in many ways, agents and
consultants agree.

It gives in-house employees mirE
pride in their work and inakes
them feel more a part of the :genc>
activities. And, it prepares them for
job advancement wi;hin th€
agency.

"If you let employees grow prc-
fessionally, they will be much hap-
pier because they will have :
" says
Jess Chappell, owner ol Firstin-

greater feeling of self worth.

surance, an agency in Alexandria
City, Ala.

Stressing education also benefits
the agency, by prividing ir with
better-trained employees that dc

their own jobs berter and can step
in immediately when other jobs be-
come available.

And, clients are impressed and
aPFreciative when an agency's em-
ployees are educated and up-to-
date, the experts say.

Agents looking for educational
opfor.unities for employees can tap
a variety of sources, including:

» Courses sponscred by insur-

- Trade association schcols cr
seminars.

e Seminars or workshops spon-
sored oy agency ec,nsu.tants.

» Programs sponsored by the ir--
surance industry, which often lead
to Froiessional designations.

- Self-study courses available
through a variety of sources.

Peter Zappa, s>sterns and autc-

mation consultant for The Market
Planning Group in Boston, says a
good :tartir.g point is to set up an
in-house training program.

"Find out what it is that employ-
ees need to know to do their jobs
better. Then set up internal train-
ing programs for one hour : week
or so" to provide that training, Mr.
Zappa explains.

And, agents who have set up
such training programs are pleased
with the results.

Don Eve, president of Eve Insur-
ance Agency Inc. in Flint, Mich.,
says all his employees are .nvolved
in continuing education efforts.

"Each employee has one hour of
education time per day in which
they leave their desks and gc to the
agency's conference room.

"There they can obtain an insur-

Providing
Generations of

Service

1880:a tradition,was 1kl 1A ML

the Hea:h & BIE,xom 1

Insurar_ce Agency

wth CU Insurance.

To this jay, the Heath 7"/liul<

& 31oxom Insurance

Agency of Emporia, Klansas is still offering the
best pre)ducts and service CU Insurance has to

offer.

ance technical education from dif-
ferent programs we have designed
which utilize self-study tapes, study
books and answer books," he says.
The first self-s:udy course, which
is required of a.1 new employees,
covers personal lines insurance.
That course lasts about a year, Mr.
Eve says, although employees are
not required tc complete the course
according to any specific timetable.
After they complete the personal
lines course, enloyees take a simi-
lar course in ccmmercial lines.
And, after completing that
course, employees can select from
many differer. t self-study courses
Mr. Eve has purchased from insur-
ance companies, trade associations
and independent vendors.
Not all these eourses relate spe-
cifically to insurance, Mr. Eve says,

At CU, we have been perfecting our prod-
ucts, service and professionalism for generations.
We have kept up with trends, technology and the
changing needs of insurance agencies all over

America.

We're proud of the success Heath & Blcxom
has achieved and proud of the part we've played
in helping to make it a premiere Kansas agency

. in business for over 105 years.
CU Insurance and Heath & Bloxom.

providing generations of service.

Insurance

Commercial Union Insurance Zompanies
One Beacon Street
Boston, Massachusetts 02108

Donna Btnder, O*ce \1gz, Delog E Heath. Former Owner, Gene Bio,rom, Prircipal;John Korsak, Principal

but all are designed to help employ-
ees do their jobs better.

As part of the in-house educa-
tional program, Mr. Eve assigns
each new employee a "mentor”
from the staff to "steer, guide or
move the new employee through
the business" for his or her first full
year with the agency.

"The mentor checks all self-
study materials and all work pro-
cessed by the new employee," Mr.
Eve explains.

He adds that all the agency em-
ployees take part in this educa-
tional program. And, he says, in
this way, when a higher-level
opening becomes available, some-
one on staff is always trained and
prepared to fill it.

Mr. Eve also pays all expenses for
employees when they attend insur-
ante seminars or workshops. Em-
ployees attend such seminars in
groups of two.

"Their responsibility is to tell the
rest of the agency what they have

learned by making a presentation L

to the staff when they return to the
office," Mr. Eve says.

And, he says, he also encourages
and pays for courses leading to pro-
fessional insurance designations.

In fact, all the agents contacted
pay for their employees to attend
insurance-related courses that will
benefit them in their jobs or pro-
vide them with a chance for ad-
vancement within the agency.

However, the agents and consul-
tant suggest different ways of foot-
ing the bill.

Carla G. Addicks, vp of Russell
Miller Inc., a consulting firm in San
Francisco, says it is best to pay the
employee upon the successful com-
pletion of the course.

"If employees pay the entire fee
up front, or 50% of the fee up front,
it shows more motivation on their
part,” Ms. Addicks adds.

But, others pay the fees up front.

Scott F. Welch, president of
Bowers, Schumann & Welch, an
agency in Washington, N.J., says
his agency is "very liberal with re-
gard to supporting education. We
pay for the courses up front, but if
employees don't pass, they are sup-
posed to reimburse us for the fees."

He says the agency will pay for
any course that is even "remotely
applicable" to the employee's job,
including conventions, workshops,
seminars, college courses or courses
leading to professional designa-
tions.

Mr. Welch says the agency also
has arranged to have outside
courses taught in his agency during
the day or in the evening. Employ-
ees from other agencies also are al-
lowed to attend these courses to
help defray the costs, he says.

Gary M. Gregory, president of
Lon Worth Crow Insurance
Agency in Coral Gables, Fla., also
has courses taught within his
agency. The agency sponsored Ac-
credited Adviser in Insurance
courses in-house.

The courses, which are offered
by the Insurance Institute of
America, are taught by agency
principals.

Initially the agency intended to
educate only its sales staff in-house,
Mr. Gregory says, but several sup-
port staff members also expressed
an interest in attending the courses.
And, he says, 90% of the support
staff enrolled in the course when
he opened it up to all employees.

Willis Hargrave Jr., president of
Harco Insurance Services agency in
Houston, says that his employees
who take advantage of educational
opportunities often begin to com-
pare themselves with employees of
other agencies that do not empha-
size education.

"Often they don't realize what
they have until they see what the
other guy doesn't have," he says. .
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Change urged to cope
with chaotic market

By DAVE LENCKUS

CHICAGO-Agents and brokers
still can find premium-generating
opportunities during a turbulent
market, according to several bro-
kers and third-party administra-
tors.

According to the experts who
participated in the Professional In-
surance Mass-Marketing Assn.
symposium in Chicago on Sept. 20,
steady growth rates can be
achieved by developing new prod-
ucts that respond to current needs
in the market, and developing new

ways to deliver these new products
and traditional ones to the con-

Sumer.

Experts predict the current hard
market will last as long as the soft
market that preceded it-four to
five years, according to Dean V.
Ligman, vp of broker Rollins Bur-
dick Hunter of lllinois.

He says there are various ways to
hedge against market problems.

First, diversification is "almost
mandatory,” he said. "l think it's
absolutely the best hedge against
hard and soft markets:

And, Mr. Ligman said brokers
and TPAs should spend the bulk
of their efforts figuring out how
to best deliver the products they
sell.

Telemarketing, for example,
"has undergone tremendous
changes in the last couple of years,"
he said.

"Our successful telemarketing
program is done with full-time,
rather highly-paid, licensed, expe-
rieneed insurance solicitors,” he
said.

"They don't call anyone who
hasn't responded to us through an-
other vehicle-that is, direct mail
or an ad coupon. They're too valu-
able to be calling people on a
chance. They call direct leads," he
said.

The experts agreed that a slow-
ing down in the rate of increase of
health care costs has resulted in
fewer employers panicking and
shopping around for health care
coverage on the basis of price
alone.

Instead, they said, employers are
looking at new health care options,
like alternative delivery systems
and cost-containment features.

But, developing and selling these
new products present a challenge
for brokers and TPAs.

For example, cost-containment
programs can be difficult to market
because they require employers to
spend money now in the hope of
saving money in the future, said
Trevor Smith, vice chairman of
Plan Services Inc. in Tampa, Fla.

"It requires some up-front fund-
ing with a promise of return on the
back side,"” he said.

"l must add that's a tough sale to
a small employer who really
doesn't care about the delivery sys-
tem, has no vested interest in the
claims rate. He pays a predictable
stated cost, called the premium, and
his deal is he'll never get asked for
anything more and he'll never get
any of it back.

"It compounds the educational
problem, but | think it also gives
you a great opportunity.”

Mr. Smith also advised encourag-
ing employers to continue devel-
oping employee benefits like fit-
ness and wellness programs and
drug and alcohol counseling pro-
grams.

"That's good for us all, too, and
we should do what we can to en-
courage it and recognize that it
helps us in the never-ending cycle
of changes in cost," he said.

The experts agreed that, in the
face of the tightening markets, the

insurers, agents and other industry
professionals who survive are
going to be those that meet the
changing needs of the buyer.

Mr. Smith said products should
be designed for buyers rather
than being based solely on agents'
interests. "We need to spend the
bulk of our efforts to figure out
how best to deliver whatever
products we're selling to the ulti-
mate consumer,” he said. "For
example, why haven't we done a
better job of combining workers
comp with group health?" he
asked.

Some insurers, "from the Metro-
politan/Equitable level to the re-

Continued on page 30L
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Cooperation needed to break cycle: Stewart

By LINDA J. COLLINS

WHITE SULPHUR SPRINGS,
W.Va.-Restoring stability and
public confidence in the insurance
iNndustry is going
to take a cooper-
ative effort by

all segments of 1 i

clients, agents I\, . 15£VI
and insurerss— 1 ,— —
says the top ex-

ecutive of a
mzearigcg_r INnNsurance

Sidney A. Mr. Stewart

Stewart Jr.,

chairman and chief executive offi-
cer of The Crump Cos. Inc. in
Memphis, Tenn., and outgoing
president of the National Assn. of

1

Casualty & Surety Agents, deli-
vered this message to top agents,
brokers, insurance company execu-
tives and other industry leaders at-
tending the joint NACSA and Na-
tional Assn. of Casualty & Surety
Executives conference held at the
Greenbrier in White Sulphur
Springs, W.Va., last month.

"The capital resources and risk
management skills of American in-
surers and agents provide the
safety net which underlies Ameri-
can business," Mr. Stewart said.

"By freeing the entrepreneur
from the shadow of catastrophic
loss, we encourage development of
new businesses, new products and
new jobs," he explained.

However, the cyclical nature of
the insurance business has con-

fused the insurance-buying public

Great-West Life has found a better way to benefit you
and your employees. it's called Edge: And it's better
because itgivesyou the edge on cost control while actually
increasing the value of your employees' benefit plan.
Whether you have 25 or 5000 employees. Whether you're
fully insured or self-insured.

Exclusive Edge benefits.

« A low, $50 deductible or no deductible at all.

*» 100% coverage on inpatient physician and hospital
services after an annual out-of-pocket expense.

* 100% coverage no deductible for outpatient elective
surgery, skilled nursing facilities, pre-admission testing,
second opinions, birthing centers and home health care.
These alternatives to traditional services help lower the
expense without sacrificing the quality of care.

Edge also pares down costs.

< Employees sham the costs for smaller claims such as
office visits and prescription drugs. That fosters a
conscientious, and economy-conscious, attitude.

1

'We must develop a plan to moderate the market

swings and let the client have an opportunity to

say whether he is willing to make a long4erm

commitment to his carrier and his agent for more

stability." Mr. Stewart says.

and even many individuals within
the industry ranks, he said.

"We reduce prices to absurd
levels. Then, just as we should ex-
pect, there are astronomical losses.
So, we raise our prices again, to ab-
surd levels,” Mr. Stewart com-
rnented.

As rates fall in a soft market, in-
surers' combined ratios reach in-

creasingly higher levels, creating

"mounting financial problems," he
said.

As premium rates fall, so do
agents' and brokers' incomes. Rates
move upward only when results
are so bad that "survival is threat-
ened," Mr. Stewart said.

By the time this stage of the cycle
has been reached, insurers have
depleted their capacity. Many in-
surers then begin to cancel existing

« Our Patient Assistance Service (PASS) helps employees
avoid incurring expenses for unnecessary services. PASS
provides pre-treatment review, discharge planning,
catastrophic claims management, and identifies Preferred
Provider Arrangements. All this and more make PASS
the most advanced, comprehensive system of its kind.

Plus, rates have Been reducd. So Edge is even more

economical now.

Edge is an exclusive product of Great-West Li fe, one
of the top ten insurance carriers in North America. We're
rated A+ (excellent) by AM. Best and we have over 50 years

of group experience.

Edge will work for you. Your employees benefit and
your company benefits. For more information calliudy
Barnett, Edge Specialist, 1-800-537-2033, ext. 3458.

Great-VWest Life

FINDINGBEITERWAYSTOBENEFITYOU
© 1985, Great-West Life Assurance Company

clients midterm, refuse to renew
coverages or renew under revised
terms, "possibly with gaps in cover-
age, and often at astronomical in-
creases in premiums," Mr. Stewart
continued.

Agents then are placed in the po-
sition of having to ask their clients
to pay substantially more money
for less coverage.

In some cases they are unable to
provide their clients any coverage
whatsoever, he said.

Besides making life difficult for
agents and brokers, this cycle stirs
up public dissatisfaction with the
insurance mechanism.

"These cyclical extremes in the
hard and soft markets are alienat-
ing our customers and causing all
of us, companies and agents, to lose
credibility," he said.

"To say the insurance-buying
public is confused is putting it
mildly,"” Mr. Steward stressed. "In
some cases it's more accurate to say
enraged.”

The cycle's effect on the industry
is "like a time bomb with a very
long fuse," Mr. Stewart said.

And even as insurers are ap-
plauding a return to adequate pre-
mium levels, it should be remem-
bered that "in the not-too-distant
future, the downward phase of the
cycle will begin again," he added.

Mr. Stewart said he is "not naive
enough" to believe that the indus-
try will be able to eliminate cycles
totally. "But let's consider how we
can work toward minimizing the
effect of these cycles," he urged.

At the current point in the indus-
try cycle, the industry has the time
to develop a plan for modifying
subsequent market swings, Mr.
Stewart said.

"Before the downward cycle
begins, the industry must work off
some serious problems brought on
by absurdly low rates-problems of
reduced surplus, inadequate re-
serves, uncollectible reinsurance,
potential insolvencies and the tort
system as it presently exists," he
stressed.

WWhile the soft market is still

fresh in the minds of companies,
agents and brokers alike, Mr.
Stewart suggested that all three de-
velop lists of the types of activities
in which they will not engage dur-
ing the next soft market.

Then, insurers, agents and bro-
kers should develop strategies,
using the list as a point of refer-
ence, so they will be prepared to act
when the market once again begins
to turn.

Mr. Stewart said there are many
approaches the industry could take
to minimize the effects of industry
cycles. But, he recommends focus-
ing on the three-way relationship
among insurers, agents or brokers,
and clients.

This approach involves long-
term commitment on the part of
the client to his or her agent and to
the insurer through which the eli-
ent's coverage is written, and on
the part of the insurer and the
agent to the client.

"We talk a great deal. . .about the
need for a spirit of partnership be-
tween companies and agents,” Mr.
Stewart said.

However, this talk does not al-
ways include the partnership that
should exist between these two and
the client, he said.

"As an industry, we must go be-
yond lip service in establishing a
true relationship with our in-
sureds," Mr. Stewart stressed.

The industry must do "something
concrete” to show clients the ad-
vantage of stable, long-term rela-
tionships," he said. "Through our
pricing practices of the last half
decade, we have convinced clients
that insurance is a product whose
only significant dimension is this

Continued on next page
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Industry changes a vicious circle: Budd

By LINDA J. COLLINS

WHITE SULPHUR SPRINGS,
W. Va.-The property/casualty in-
surance industry's seesawing mar-
ket is a vicious circle, an insurance
company chief executive officer

says.
"We suffer the

e=rraazxoticaornma=al

trauma of either IP- 7H
too Mmuch com- .1
petition from too IC- t
much capacity

too little capac-
ity, too rapid /111N 1

escalaticorm of o
prices and too Mr. Budd
little true con-

sideration of our customers," said
Edward H. Budd, outgoing presi-
dent of the National Assn. of Casu-
alty & Surety Executives and
chairman, chief executive officer
and president of The Travelers
Corp.

But, the changing market condi-
tions-and the resulting crises in
the industry-represent a chal-
lenge, Mr. Budd said at the Na-
tional Assn. of Casualty & Surety
Agents/National Assn. of Casualty
& Surety Executives' 1985 Confer-
ence last month in White Sulphur
Springs.

The Chinese symbol for crisis is
composed of two symbols, he noted:
"One stands for danger and the
other stands for opportunity.”

Cooperation urged

Continued from previous page
year's price. All of us share the
blame."

And all must share in the rem-
edy, he explained.

A more stable marketplace could
be reached through "fair pricing,
depending on experience and mar-
ket conditions,"” Mr. Stewart said.

He elaborated that fair pricing
does not necessarily mean the in-
surer should provide its client with
the lowest price. Instead, it should
provide a stable and fair price that
still produces a profit for the in-
surer, he said.

And, he said, all three parties
should stress attaining long-term,
stable relationships.

Clients should avoid the tempta-
tion to shop around for the chea-
pest prices in a soft market, he said.
And, insurers should reward those
stable clients by ensuring that ca-
pacity is available for their risks in
a hard market, he said.

Agents should emphasize to their
clients "the value of stability and a
long-term relationship in a cyclical
industry,"” Mr. Stewart said. Agents
should constantly act as their eli-
ents' advisers and emphasize pro-
fessionalism in dealing with their
clients' needs.

Above all else, Mr. Stewart
stressed, "The agent must be cer-
tain that his client understands the
market cycles, and the client can
then decide if he is willing to make
a commitment for more stability.

"The insurance-buying public

deserves better than what it has re-

ceived from our industry,” Mr.
Stewart said.

"We must develop a plan to mod-
erate the market swings and let the
client have an opportunity to say
whether he is willing to make a
long-term commitment to his car-
rier and his agent for more stabil-
ity. And we, in turn, must be will-
ing to respond,”" he added.

"Let's move, if only by degrees.
toward greater cooperation among
the providers, their sales forces and
the users of our complicated and
essential product. In this decision, |
believe, lies a hope for smoothing

the roller-coaster ride of the insur-

ance cycle,"” he concluded. m

"l wish my actuarial examina-
tions had had that formula in it:
Crisis equals danger plus opportu-
nity," he quipped.

Three current crises in the indus-
try present both danger and oppor-
tunity: the civil justice system,
pending tax changes and the cur-
rent market environment, Mr.
Budd said.

The Insurance Services Office's
proposed commercial general lia-
bility claims-made form, he said. is
a short-term answer to civil justice
problems because it "focuses on the
issue of coverage definition, which
is fundamental to the insurance

process."
Mr. Budd admitted that there are

difficult transitional problems with
the ISO form that must be handled.

But, he said: "We must press on

'We suffer the emotional trauma of either too

much competition from too much capacity and

too much price-cutting, or too little capacity, too

rapid escalation of prices and too little true

consideration of our customers,' Mr. Budd says.

with cooperation, because failure to
achieve consensus will mean more
disintegration of capital” and the
threat of government intervention
in the insurance industry.

Tax reform proposals not only
pose a threat to insurers because of
the potential tax burden on an al-
ready strained industry, but also
show a "lack of understanding in
Washington of the role of insur-
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ance in absorbing losses, in capital
formation and in supporting state
and municipal investments,” Mr.
Budd said.

The insurance industry should
educate federal lawmakers about
the industry, he advised.

Meanwhile, current marketplace
problems are creating "sticker
shock and often a shortfall of cov-

erage," he warned.

AnNnd, he cautioned that there is
danger in a continuation of "auc-
tion market" behavior in a business
"that depends on a value-added
service, on trust, and on a very
strong agency/ company partner-
ship."

Mr. Budd said that if the industry
does not correct itself, it faces the
threat that "disenchanted custom-
ers facing severe availability prob-
lems will stimulate the growing po-
tential for intervention by state and
federal government.”

While he expects 1986 and 1987
to be much better years for the in-
surance industry, he said com-
panies and agents cannot become
complacent.

The industry must continue to
strive to improve its products, ser-
vices and personal skills, he said. .

markets. For Keogh or Corporate Pension and
Profit Sharing. For IRAs, Public Employee De-
ferred Compensation, for Simplified Employee
Pension, and Tax Deferred Annuities 403(b). All
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Market changes

Continued from page 30l

gional company," have determined
they cannot be all things to all peo-
ple and instead are carving out
market niches, Mr. Smith said.

And insurers often spawn new
products to fill these niches, he
said.

He cited dental insurance as "an
example where carriers are now spe-
cializing in dental coverage quite

| successfully and appropriately.”

Some insurers also may decide to
target employers of a certain size.

Other insurers, however, may
decide to focus on a specific geogra-
phical area, Mr. Smith said.

In any case, however, this spe-
cialization on the part of insurers

| also brings challenges for those

who sell and service those insurers,
and those who are developing
products on their own.

Gary F. Thompson, president of

Emett & Chandler Insurance Ser-

agent/broker topics

'We're in a negative situation, and our job, 1

guess, is to turn the negative into a positive and

stop all the crying and get at it and change

things,' says Dean V. Ligman, vp of broker Rollins
Burdick Hunter of lllinois.

vices Inc., said the company has de-
veloped some new products and de-
livery systems.

For example, Emett & Chandler
is marketing single premium de-
ferred annuities to clients of a sav-
ings and loan that is an Emett &
Chandler client.

Focusing on Individual Retire-
ment Accounts that are rolling over
or maturing soon, the program is
expected to generate $40 million of
new premium business in its first
year, Mr. Thompson said. The av-
verage sale price is $17,000, he said.

The media campaign consisted of

heavy print ads and radio spots
during key commuting times.

A telemarketing network sup-
ported the campaign, and one or
two employees in each branch were
made responsible for the sale of the

product. Also, the branch personnel
were offered incentive awards.

Emett & Chandler also is about to
test an automatic teller machine
system designed for selling single
premium deferred annuities and
other insurance products.

Another product Emett & Chan-
dler Insurance has introduced is a

service that lets bank customers get

Keep construction
projects 'on track" with
Railroad Protective

Liability.

- Standard AASHO form -

- Flat premium charge- -

no audit

e Quotes provided within -

24 hours
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insurance quotes.

The service, which is a joint ven-
ture between Emmet & Chandler
Insurance and 47 underwriters that
carry Best's ratings of either A or
A-plus, allows bank customers to
call a toll-free number for a quote
on term life insurance.

A computer determines the five
cheapest premium quotes f. om
among the 47 insurers. The cus-
tomer is provided with a printout
of that information by the close of
business of that day.

"It's a program where people can
shop for their low-cost annual re-
newable term life insurance,” Mr.
Thompson said.

"And that's a different segment
of the marketplace." he said.
"Those are people who are just in-
terested in price."

The company also has developed
a new delivery system plan for
owners of Apple personal om-
puters.

"We manuscript a personal com-

- Most railroads require
insurance protection from contractors
who-are working on or near railroad property. Railroad
Protective Liability from Seaboard is designed specifically
to meet those requirements. Seaboard's pricing and
service provide contractors with the competitive edge to
keep the project on time and "on track".

by phone

market

For more information, call Seaboard

OFFICES IN MAJOR U.S. CITIES, CANADA AND IN LONDON

Railroad Protective Liability Insurance

another policy designed exclusively for contractors by

SEABOARD

SEABOARD SURETY COMPANY
90 William Street, New York, N.Y. 10038/(212) 943-7440

Various limits available

All submissions considered

Competitive and admitted

N« e

puter insurance policy,” Mr.
Thompson said.

"The coverage provides for
everything from spilling Coke on
the keyboard to power failures,
brownouts, accidental erasures, etc.
We direct-response mailed it to the
Apple customers with the endorse-
ment of Apple.”

Emett & Chandler Insurance has
netted a 5.2% response-three to
four points higher than it had ex-
pected, Mr. Thompson said.

Mr. Smith also sees the increas-
ing use of personal computers as a
"great opportunity.”

For example, he says one of the
"new, unique things" is a system
that allows agents to call up infor-
mation about their insurers' policy-
holders on their personal com-
puters.

The service costs half of what it
cost to have an employee track
down such information, Mr.
Thompson said.

To further encourage the use of
personal computers, Plan Services
has systems that feed an agent lists
of industries in his or her territory,
potential clients in those industries,
and insurance products that are
available to those prospects.

These systems are extremely
cost-effective, he said. They are in-
expensive to operate. And by help-
ing the agent or insurer target spe-
cific companies or groups, they im-
prove the agents' success.

In fact, premium income for
firms using them is as much as five
times greater, he said.

"Lots of things like thSt are going
to come, and we (insurance brokers
and TPAs) are the ones that are
going to be the catalyst in getting
companies to do that," he said.

The bottom line, the experts
agreed, is that the market problems
are not going to go away any time
soon, so everyone in the industry
had better make the best of things.

"We're in a negative situation,
and our job, | guess, is to turn the
negative into a positive and stop all
the crying and get at it and change
things,

Mr. Ligman said.

Maryland Casualty
seeking new agents

BALTIMORE-Maryland Casu-
alty Co. is looking for a few good
agents.

The Baltimore-based prop-
erty/casualty insurer, a member of
the American General Corp. group
of companies, has designed a
"Model Agency Profile." The un-
derwriter is encouraging agents na-
tionwide to apply the profile to
their operations to determine
whether the agency measures up to
Maryland Casualty's standards.

The profile has four categories:
agency professionalism, financial
responsibility, specific business
plan and underwriting/risk selec-
tion.

Agency professionalism criteria
upon which agents are asked to
rate themselves include: coopera-
tive attitude, a solid reputation in
the community, a continuing em-
ployee education program and a
well-managed operation.

In the area of financial responsi-
bility, the agency is asked questions
regarding its credit rating.

A documented marketing strat-
egy and growth plan is listed as es-
sential under the specific business
plan category.

An agency also is required to
show that it actively solicits new
accounts, is well-situated geogra-
phically and has historically
achieved positive growth.

The underwriting/risk selection
portion asks agents if they have -a
viable agency underwriting process
and represent other quality insur-
ers. Agents also are asked if they
have an acceptable business mix
and a stable clientele.

For further information, agents
can contact any local Maryland
Casualty office.



Careful planning
Nneeded to handle

reti rees’

By DIANE LYNN KASTIEL

WASHINGTON-Benefit man-
agers responsible for retiree medi-
cal benefit programs are con-
fronted with confusion and uncer-
tainty, says one benefits expert.

However, employers can utilize

certain strategies
to help them
cope with prob-
lems surround-
ing post-retire-
ment benefits,
says Anna M.
Rappaport, prin-
cipal with em-
ployee benefit
consultant Wil-

Ms. Rappaport liam M. Mercer-

Meidinger Inc.
in Chicago.

"The facts which form the basis
for the management of these pro-
grams have been turned upside
down since most programs were in-
stalled," Ms. Rappaport said at a
session on "Managing the Risks in
Post-Retirement Medical Benefits"
at the annual Council on Employee
Benefits conference last month in
Washington.

"The legal rules which govern
these plans are not clearly defined
and are changing almost monthly,"

« "The legal rules.>46
which govern these
plans are not clearly
g.defined,' Ms. «,1

Rappaport says.

she said. "And the action which

people are zaking today will have a
significant effect on the bottom line
tomorrow.”

Ms. Rappaport said benefit man-
agers responsible for post-retire-
ment benefits must confront sev-
eral problems:

- The cost of retiree medical
coverage has grown dramatically
since most plans were implemented
and will continue to rise. In 1984,
employers' per-capita medical care
costs for persons older than 65 were
estimated at $4,200, she said.

« Employers cannot discontinue
or modify retirees' benefit plans as
easily as they previously thought.
Employers' options are limited and
also poorly defined, she said.

- The plan document is no
longer the only binding agreement
affecting retiree medical plans;
verbal and other written commit-
ments by an employer can create
employee rights and employee ob-
ligations.

* The portion of older Ameri-
cans' health care costs paid by
Medicare is shrinking.

Complicating these factors is the
current legal environment gov-
erning retiree medical benefits, Ms.
Rappaport said.

"The legal environment is not
defined by specific legislation
oriented to this benefit," Ms. Rap-
paport said. "Rather, the legal situ-
ation is defined by several court
decisions and based on the applica-
tion of a variety of different laws."

Among the specific questions
that remain unanswered, according
to Ms. Rappaport, are:

« Can an employer modify or
discontinue benefits for current re-
tirees?

« Can an employer modify or
discontinue benefits for future re-

tirees?

< Can changes made in the

benefits

health plan for active employees be
extended to retirees?

= Can retirees' contributions to a
plan be increased?

Although no definitive answers
to these questions exist, recent
court rulings have provided some
guidance, Ms. Rappapcrt said.

She cited the lawsuit filed
against Bethlehem Steel Corp. by
its retirees after the company tried
to modify the retirees' medical plan
to match a new comprehensive
medical plan introduced for active
employees.

Continued on next page
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Retiree benefits

Continued from previous page

In this case, Ms. Rappaport said it
has become clear that communica-
tions sent by the employer to em-
ployees and retirees may create
benefit obligations that were not
foreseen by the company.

The trial court ruled that Bethle-
hem Steel could not modify the re-
tirees' benefits since ambiguous
plan documents suggested the ben-
efits were promised for life. But, an
appellate court overturned that de-
cision.

Ultimately, the opposing parties
settled 6ut of court on a medical
program that combined features in
the old and new plans (Bl, March
16, Oct. 22, 1984).

In another case, Ms. Rappaport
said, a court ruled that White Farm
Equipment Co. had a legal obliga-
tion that barred the company from
terminating its retirees' medical
benefits, although no such obliga-
tion is specified by the Employee

-1 1 1

Retirement Income Security Act
(BI, Oct. 29, 1984).

In a more recent decision involv-
ing American General Corp., a
judge ruled that retirees have a
contractual right to promised post-
retirement benefits, and therefore,
employers cannot unilaterally cut
those benefits (BI, Oct. 28).

Although these decisions are en-
lightening, they are specific to indi-
vidual companies and have not
been accompanied by legislative
changes that can be generally ap-
plied to all retiree plans, Ms. Rap-
paport said.

"This makes plan management
difficult for employers, since many

are not sure what their situation is

and what options are available to
them," she said.

Besides reviewing these deci-
sions, employers also must monitor
their own actions carefully, she
added.

For example, an employer must
carefully consider whether the

company will continue retiree ben-
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fits during union strikes.

"If the company continues re-
tirees' benefits during strikes while
active employee benefits are not
continued, it can be taken as evi-
dence that these benefits are inde-
pendent of the current contract.”

Another way a company can pro-
tect itself when it tries to make
changes in a retiree medical plan is
to make a practice of always ex-
tending changes in the active em-
ployees' plan to the retirees' plan.

"Such companies have more op-
tions and are less likely to encoun-
ter problems if they implement
further changes," Ms. Rappaport
said. "Companies with track rec-
ords of changes including retirees
should continue to maintain that
track record.”

Another strategy employers can
use is to limit the number of com-
pany officials who are allowed to
discuss retiree benefits with em-
ployees and retirees, Ms. Rappaport
said. Employers that wish to en-
force this rule should publish a spe-

G Adminfstrators;]onrthefusitess can

cific policy statement on this sub- "' -

ject, she added.

"Those people who are author-
ized to discuss these benefits with
employees as well as all labor nego-
tiators and individuals involved in
acquisitions should be briefed on
these issues and their authority
(should be) defined," Ms. Rappa-
port said.

In addition, a management edu-
cation program should be devel-
oped to ensure that managers do
not inadvertently make promises
the company will have to pay for
later, Ms. Rappaport said.

Also, materials that provide em-
ployees with information about
their retirement benefits should
"clearly define the company's
rights as well as the benefits provi-
sions," Ms. Rappaport said.

Another tactic is to create a "sun-
set" provision in a retiree medical
plan that provides for automatic
termination of the plan at a speci-
fied date, Ms. Rappaport said.
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ready negotiated, a company can
try to negotiate a change in retiree
benefits by trading for improve-
ments in other areas, Ms. Rappa-
port suggested.

Or, a company can "buy out" re-
tirees' benefits by offering options
like cash or cost-of-living increases
in pension benefits in exchange for
medical plan changes, she said.

However, changing the design of
a medical plan is not the only way
to contain retiree health care costs,
Ms. Rappaport said.

"The same principles apply in
cost containment for retirees as in
cost containment for active em-
ployees,” Ms. Rappaport said.
"Strategies can be aimed at reduc-
ing the total utilization and cost of
medical services, reducing the em-
ployer's share of the cost or both."

Utilization controls-such as pre-
admission certification, concurrent
review and second surgical opinion
programs-may be easier to imple-
ment than changes in retiree plan
design, Ms. Rappaport said.

"Pre-admission certification and
concurrent review have a big pay-
off and are particularly important
for retirees because of higher rates
of admission for older persons,” Ms.
Rappaport said. "It may also be pos-
sible to introduce these programs in
a plan where some other employer
action has precluded changing the
level and type of benefits paid."

However, Ms. Rappaport eau-
tioned: "These programs, to be ef-
fective, need to be mandatory and
linked to financial incentives.”

However, any action an em-
ployer takes to contain medical
costs should only be done after
careful analysis of the particular
situation, Ms. Rappaport said.

"An actuarial valuation and fi-
nancial forecast is needed to assess
the potential costs of the current
and alternative programs,” she
said. "This can then be used to an-
lyze alternative contribution and
benefit strategies.

"Creative approaches are possi-
ble even in difficult situations,"” Ms.
Rappaport added. "An integrated
strategy is need to address the
many issues so the risk of adverse
unanticipated costs is reduced.” .
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Funding options ease reti ree health costs

By DIANE LYNN KASTIEL

WASHINGTON-Employers
can use several funding alterna-
tives to help cope with the rising
cost of retiree health care benefits,
a consultant suggests.

John C. Hickey, a partner with
Kwasha Lipton in Fort Lee, N.J.,
explained these options to benefits
experts at the 39th annual confer-
ence of the Council on Employee
Benefits, held last month in Wash-
ington.

Retiree health plans pose fund-
ing problems for benefits managers
for several reasons, Mr. Hickey
said, including:

- The uncertain nature of re-

tiree health care costs.

"For active employees, all you're
trying to do is provide for claims
that are going to be incurred in the
next year or two," according to Mr.
Hickey. "The problem with retiree
medical benefits is you have to be
concerned with what that plan may

cost 10 to 15 years from now," he
said.

- The lack of a tax-effective

basis for funding retiree medical
benefits.

The 1984 tax law repealed tax
deductions for contributions to
501(c)(9) trusts used exclusively to
prefund post-retirement health
care. However, employers can still
deduct these contributions if the

trust is used to fund benefits for ae-

tive employees as well.

- Low appreciation by employ-
ees of the cost of retirement medi-
cal benefits because "it's just too far
in the future.”

- The fact that medical benefits
are not related to years of service.
Under most retiree health care
plans, an employee must work a
certain number of years to be eligi-
ble for the benefit, and then he re-
ceives the total coverage available
under the health plan.

"These benefits are service-re-
lated only in the respect that you
get no benefit or you get every-
thing once you've reached a certain
plateau," Mr. Hickey said.

= Premium contributions to the
plan by active employees are not
possible. "There's no way in tradi-
tional plans to ask people to save
their money now to help pay for
medical benefits when they get to
retirement age," according to Mr.
Hickey.

However, benefit managers can
set up plans that accumulate funds
to pay for retiree medical benefits
while the employees to be covered
by the plan are still on the job, Mr.
Hickey explained.

Under such an arrangement,
rather than providing a medical re-
tirement plan, an employer pro-
vides employees with cash, which

they can use to pay their medical
bills in retirement.

Unlike a traditional retiree medi-
cal plan, these types of "cash plans”
take the administrative burden off
the employer and, more impor-
tantly, do not tie benefits to the
escalating cost of medical care, Mr.
Hickey said.

There are several variations on
these "cash" arrangements, Mr.
Hickey said.

Employers can establish a sav-
ings plan "side account" to pay for
retiree medical benefits. This plan
would be identical to a regular sav-
ings plan, except that the funds in
the plan can be used only to pay
medical benefits.

"This thing would be a medical
expense account in name only,"
Mr. Hickey said.

"In reality, it'sjust another pot of
money. There's all the same tax ad-
vantages applied to all savings
plans. We'd just make a separate
account.”

Mr. Hickey recommended that,
with this type of arrangement, em-
ployers match employee contribu-

tions to the "side account” in the
same manner as contributions to
regular savings plans are matched.

However, unlike a traditional re-
tirement medical plan where bene-
fits are tax-free to the retiree, the
retirees would be taxed when they
withdrew the money from this ac-
count, even though it would be
used to pay medical bills, Mr.
Hickey said.

Another disadvantage of the
"side account" is that this type of
arrangement requires a short-term
increase in cash outlay on the part
of the both the employee and the
employer, Mr. Hickey said.

"You'd have to be farsighted
enough to make the investment
now and realize you'll get the sav-
ings down the road," Mr. Hickey
said.

Another alternative to the tradi-

tional retiree medical plan is to
simply increase employees' pension
benefits to help pay for medical ex-
penses following retirement.

The big problem with this ar-
rangement, however, is that there
is no way to ensure that retirees
will use the extra money to pay for
medical costs, Mr. Hickey said.
And, again, there is an initial short-
term cash outlay increase for the
employer.

"The big advantage of this, from
the employer's point of view, is that
they can use an overfunded pen-
sion plan to pay for retiree medical
benefits,"” Mr. Hickey said.

"You can't use that money to pay
for retiree medical benefits
directly, but you can say, 'I'm in-
creasing your pension, but cutting
back on the medical benefits," with
the understanding that the increase

in pension is to make up for the
cutback in medical benefits,™ he
said.

A third alternative to a tradi-
tional retiree medical plan is the
addition of a 401(h) plan in the
company's pension plan, Mr.
Hickey said.

Section 401 (h) of the Internal
Revenue Code allows employers to
fund retirees’' medical benefits with
a certain percentage of the money
in a defined benefit pension plan
that is pre-determined by the em-
ployer. However, the amount of
money to be used to pay medical
benefits cannot exceed 25% of the
total assets of the plan.

An employer can use a 401(h)
plan in two ways to pay for re-
tirees' medical expenses. Either the
employer can pay retirees' medical
claims as they are submitted with

money from the fund or the em-
ployer can use the money to pay for
the premium for retirees' medical
insurance or membership in a
health maintenance organization.

The advantage of using a 401(h)
plan is that not much initial cash
outlay is required of the employer
since funds are required only when
the medical benefit is payable, un-
like a savings plan where the em-
ployer must contribute money into
an employee's account when bene-
fits are promised, according to Mr.
Hickey.

In addition, medical benefits paid
out would be tax-free, Mr. Hickey
said.

The disadvantage of using a
401 (h) plan is the limit on the
amount of plan assets that can be
used to provide medical benefits to
retirees, Mr. Hickey said. .
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Tax reform threatens benefits:

By DIANE LYNN KASTIEL

WASHINGTON-President
Reagan's theory that tax law
should not influence social behav-
ior threatens employee benefit
plans, an insurer warns.

"l disagree with the theorists
who say the tax law should disre-
gard sound social and economic ob-
jectives," says Philip Briggs, execu-
tive vp at Metropolitan Life Insur-
ance Co. in New York.

Mr. Briggs criticized the Reagan
administration's tax reform propos-
als at the annual meeting of the
Council on Employee Benefits last
month in Washington.

The Reagan administration's lat-
est tax reform proposals, which
were announced in May, would tax
a portion of employer-provided
health care benefits (BIl, June 3). In

4 is one unique sou

by name and title

addition, the administration later
proposed to eliminate 401 (k) salary
reduction plans (Bl, Sept. 9).

"To me, a tax law which encour-
ages a responsible and caring so-
ciety-a tax law which fosters the
economic growth our nation needs
to survive-is a better tax law than
one that does not," Mr. Briggs said.

"Unfortunately, as a closer look
at the proposal reveals, the real
price of the promised (tax) rate re-
duction would be the loss of many
basic and well-thought-out rules
long relied upon by the broad spec-
trum of American business and
American workers," he said.

"Because of their scope and
hence, potential for picking up rev-
enue, employer-provided life,
health and retirement programs
are heavily targeted in the presi-
dent's proposal,” he said. "The pro-

posal would sweep aside a number
of longstanding tax rules which
have encouraged these programs."

The administration wants to
change these tax rules in an at-
tempt to make up revenue lost by
lowering individual and corporate
income tax rates, Mr. Briggs said.

"What would we redly gain
from all this?" he asked "In my
opinion, very little. | am not saying
that all 'tax expenditures' under
current law are justified. = am say-
ing that if they meet certain stan-
dards, our national interest calls for
retaining them."

Referring to the work ci the late
Stanley Surrey, an expe rt on tax
expenditures and a former assistant
treasury secretary for tax pclicy,
Mr. Briggs said a three-point test
should be applied to determine
whether a "tax expend.:ure"-a

tax decuction, exclusion or credit-
is justilied:

- The tax expenditure serves a
valid public purpose.

= The public benefits generated
by the tax expenditure exceed the
provision's cost.

- Compared with alternative
means of achieving the same public
end, the provision is the best
choice

"If E. tax expenditure rela-ed to
employee benefits passes this test, it
should be retained in the law,
rather than swept aside for the
sake o. rate reductions,” Mr. 3riggs
said. "In my view, the bulk of em-
ployeE benefit tax provisions under
attack in the president's proposal
are so-ind and desirable and more
than neet fair standards for reten-

tion.”

Var:ous proposals to tax life and
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health benefits exemplify the types
of proposals that would not survive
if the Surrey test were applied to
these benefits, Mr. Briggs said.
"The target of both the life and
health proposals are not a wealthy
few but rather the spectrum of
American workers.”

The current tax law encourages
employers to provide health care
benefits to employees, taking the
burden off the government, he
said, adding private industry has
provided these benefits more effi-
ciently than the government could.

Similarly, employer-provided
life insurance reduces the govern-
ment's responsibility for caring for
survivors, Mr. Briggs said.

"Before the advent of group life
.individuals generally
put off the purchase of essential in-
surance protection-often with dis-
asterous results for surviving fami-
lies and additional strain on social,

insurance. .

charitable and governmental ser-
vices," he said.

The Treasury Department esti-
mates that taxing employees for the
full amount of employer-provided
health insurance contributions
could generate up to $30 billion an-
nually.

But, that's assuming all employ-
ees keep their coverage, rather
than dropping out of plans to avoid
the additional tax, Mr. Briggs said.

Meanwhile, the Joint Committee
on Taxation estimates that the gov-
ernment's cost for providing health
insurance to American workers
would be about $80 billion, he said.

"Also, (the government's) expe-
rience and problems in the admin-
istration of Medicare, Medicaid and
Social Security indicates that this
would not be the best choice and
that the present tax rules support-
ing the private system make much
more sense," Mr. Briggs said.

Employers that think workers
will become more aware of the
value of their benefits if they're
taxed are using convoluted logic, he
said. "This is a shortsighted view.
Once you increase the direct cost to
employees through taxes, they will
begin to drop out. As they drop out,
the cost goes up for the older work-
ers and the less-healthy workers.
The whole thing unravels. We call
this adverse selection.

"Then, the chickens come home
to roost-in higher Medicare costs,
welfare costs and hospital bad
debts, not to mention the indirect
costs in human terms and lost pro-
ductivity,” Mr. Briggs said. "For
the most part, these costs would
have to be borne by the govern-
ment and one way or another
passed onto business in the form of
higher taxes."

Similarly, eliminating or reduc-
ing the tax advantages of retire-
ment savings plans like 401(k) sal-
ary reduction plans would shift
more of the burden of providing
retirement income to the govern-
ment, Mr. Briggs said.

Various proposals to lower the
amount employees can contribute
to these plans and tighten or elimi-
nate early withdrawal provisions
are shortsighted, he said.

"The Treasury's approach to
these problems has been entirely
too narrow," he said. "The urgen-
cies of coming up with a billion
here or a billion there to fulfill pre-
dictions of revenue neutrality for
the president's tax programs should
not prevail over an effort to arrive
at sound and coordinated retire-
ment provisions for workers."

Mr. Briggs encouraged benefits
professionals to lobby against the
various tax proposals he discussed.

"In my judgment, we have built a
private system of employee (bene-
fits) of which we can all be proud,”
he said. "This system has been a
product of private enterprise with

the cooperation of labor and a rea-
somable tax Ilaw . .



Quake losses

Continued from page 3
insured. That means Germany's in-

surance density is 50%. I'm sure
Mexico's is less than that.”

Some U.S. insurers and rein-
surers are reporting losses of only a
few million dollars from the Mexi-
can quakes. For instance, The
Travelers Insurance Co., American
Re-Insurance Co. and American
International Group Inc. all expect
their losses to be no more than $3
million each.

Although lingering communica-
tions problems between Mexico
and the United States have im-
paired many insurers' ability to
ascertain what their exact losses
are, most say they feel their esti-
mates are fairly accurate.

The Travelers, based on reinsur-
ance treaties it has with both Mexi-
can insurers and U.S. insurers that
write Mexican risks, estimates its
total losses to be between $2.5 mil-
lion and $3 million, says a spokes-
man for the Hartford, Conn.-based
company.

"That's what we feel our maxi-
mum exposure would be," the
spokesman said. "But we have had
no claims and have heard nothing
through reinsurance.”

Similarly, American Re, a sub-
sidiary of Aetna Life & Casualty
Co., expects its total losses to be be-
tween $2 million and $2.5 million,
said T. Darrington Semple, resident
counsel and secretary of the New
York-based reinsurer.

"That's our best estimate,” Mr.
Semple said. "And, we're being
very cautious to not overestimate
or underestimate our losses. That's
a pretty good figure at the mo-
ment.”

AIG reports less than $2 million
in claims on direct coverage, ac-
cording to John Hughes, senior vp
with AIG in New York.

CIGNA Corp. expects its losses
on direct coverage to be between $4
million and $5 million, a spokes-
man for the Philadelphia-based
company said.

"It looks like losses that already
have come in are $4 million," the
spokesman said. "And we expect it
go up another 20% to 25% from

there.”

Continental Insurance Co. re-
ports claims up to its $7 million
total retention, said a spokeswoman
for the New York-based company.
She added that the claims are com-
ing in "very slowly, because of
communications problems."

Royal Insurance Co. of America,
based in New York, had no losses,
according to a company spokes-

AlIG, CIGNA, Continental and
Royal, which all wrote direct cov-
erage for U.S. risks in Mexico, said
they expected relatively mild losses
because property damage to U.S.
companies' Mexican subsidiaries
was light.

Prudential Reinsurance Co. in
Newark, N.J., reported one of the
highest loss figures, expecting be-
tween $5 million and $10 million in
actual and projected property
claims.

Many European underwriters,
including Munich Re, Swiss Rein-
surance Co. and underwriters at
Lloyd's of London, say they cannot
yet estimate what their losses will
be. All report they must wait for
their ceding companies to deter-
mine their losses.

"There are so many wild figures,
no one knows at the moment what
the real cost is," explains Anthony
Howland-Jackson, chief executive
of Lloyd's broker Clarkson Puckle
Group Ltd.

He added that within the next
few weeks, Clarkson Puckle will
collect 10 million to 20 million
pounds ($14 million to $28 million)
from London reinsurers to pay
Mexican ceding companies for
some of the property losses.

But, Mr. Howland-Jackson ex-
pects the final loss total will be
much greater.

He says the greatest losses will be
on facultative reinsurance con-

tracts, and "those losses will be
spread around the world reinsur-
ance market.”

But, there is one issue that is
"desperately worrisome to rein-
surers," according to reinsurance
consultant Fletcher Phelan, presi-
dent of Phelan International Con-

sulting in Larkspur, Calif.

That issue is the amount Ase-
guradora Mexicana, a Mexican
government-operated insurer,
will eventually pay out to prop-
erty owners in Tlatelolco, a
"grossly underinsured" area of
Mexico City.

The Mexican government is re-
portedly pressuring insurers to pay
the claims of certain housing
projects at replacement value, not
at insured value as the policies
usually dictate.

Mexicana insured a housing
project of about 25 units that in-
cluded the Nuevo Leon building,

Continued on next page
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Quake losses

Continued frcm previous page
which collapsed and killed about
500 people.

The remaining units were con-
demned by the government, bit
Mr. Phelan says the condemnation
is being appealed by a homeowners
association.

If Mexicana pays these home-
owners' claims at replacement
value, its reinsurers will be ex-
pected to pay now out substantially
more than they believe is due, Mr.
Phelan explains.

The scenario has the potential for
becoming "a major brouhaha," he
says.

Mr. de la Cueva says Mexico has
enough adjusters-some 30 com-
panies-to cimplete most inspec-
tions within two months, though
"the more complicated claims could
take three or four months.

"Total losses present no problem.
A difficulty that could arise in
some cases is deciding whether a
building can be repaired or not.
That is a problem that could take
some time to solve," he says.

"As for reinsurance, the scheme
is very good. All the risks are well-
covered,"” Mr. de la Cueva says.
"Fifty percent of the non-propor-
tional reinsurance is in London and

the rest elsewhere.”

Mr. Phelan says that reinsurers

have given him.estimates.of the
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'The water and

drainage networks
certainly were not'
covered, says Mr. de

la Cueva.

companies will pay-before rein-
surance recoveries-for damage in
Mexico City alone:

- Seguros La Comercial, 23
billion pesos ($46 million).

- Aseguradora Mexicana, 17
billion pesos ($34 million).

- Seguros America, 16 billion
pesos ($32 million).

« Seguros de Mexico, 12 billion
pesos ($24 million).

< Nacional Provincial, 12 billion
pesos ($24 million).

- Seguros Monterrey, 5 billion
pesos ($10 million).

One of the biggest and most com-
plicated claims submitted to insur-
ers is from Telefonos de Mexico,
the state telephone company.

Telefonos de Mexico's two most
important telephone terminals col-
lapsed during the first quake. The
equipment used for the country's
national and international long-
distance telephone services was
also destroyed.

Telecommunications experts said
those services may not be restored
for six months.

Mr. Phelan says Seguros La Co-
mercial and Mexicana expect to re-

ceive a claim of about $50 million
from the loss.

Mr. de la Cueva notes that the in-
surance association's eight-story
building was badly damaged in the
first quake.

"A column collapsed, and the
building almost fell," he explains.
"We are waiting for experts to give
us the results of their inspection.”

Mr. de la Cueva also points out
there so far is no estimate of insur-

ers’' losses from life insurance
claims.

Only "maybe 30 or 40" of those
killed in the quakes-with the ex-
ception of civil servants-were
covered by life insurance, says Jose
Gomez Gordoa, director general of
Aseguradora Hidalgo.

Aseguradora Hidalgo under-
writes life insurance coverage for
civil servants, according to Mr.
Gomez Gordoa. He says only 50 or
so claims had been submitted about
a month after the quakes.

"But it is a very slow business,
and we expect there will be some-
thing like 1,600 claims, totaling 2.8
billion pesos ($5.6 million),” Mr.
Gomez Gordoa says.

"We have more than enough re-
sources to cover the claims,” he

says, adding "there is no reinsur-
ance in the case.”

Reinsurers and insurers are con-
sidering holding a meeting in Pan-
ama later this month to further dis-
cuss losses from the quake, accord-
ing to Mr. Phelan.

Panama was chosen as a conve-
nient site for the meeting because
representatives of many companies
already plan to be there for the an-
nual meeting of FIDES, the inter-
American federation of insurers
and reinsurers.

The first quake, which measured
8.1 on the open-ended Richter scale
and lasted at least two minutes, was

one of the strongest ever to hit
Mexico. It was followed 36 hours
later by a slightly less-powerful
quake.

Information for this report was
provided by London Editor Stacy
Shapiro, Associate Editor Steve
Taravella in Los Angeles, Associate
Editor Diane Lynn Kastiel in Chi-
cago, and free-lance writer Stephen
Downer in Mexico City-
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Risk Retention Act

Continued from page 1
ance coverage, say attorneys in the

"A court will decide what Con-
gress intended to be covered under
this act. A lot is hanging on this
suit," said Mr. Fay.

"The case is important because it
will define the parameters of the
authority to utilize the Risk Reten-
tion Act,"” according to Michael
Mullen. an attorney with the
Washington law firm of Crowell &
Moring, which represents Rued-
linger and INA.

The purchasing group provision
in the Risk Retention Act allows
unrelated companies to collectively
purchase product liability insur-
ance on a group basis, pre-empting
state laws that prohibit group in-
surance buying.

Purchasing groups offer individ-
ual companies economies of scale
and give them buying clout, since
the group generates larger pre-
mium volumes than indiviudal
companies would.

For example, a purchasing group

organized through the Washing-
ton-based National Assn. of Whole-

saler-Distributors has enabled
members to obtain broader cover-
age than the small wholesalers
could have obtained individually
(BI, Oct. 10, 1983).

Like the wholesalers, the high
schools say the purchasing group is
essential for them to obtain cover-
age from athletic injury suits.

"Schools could not buy this pro-
gram individually," said Brice Dur-
bin, executive director of the Na-
tional Federation of State High
School Assns. in Kansas City, Mo.
"The purchasing group concept is a
godsend."

The Ruedlinger insurance pro-
gram has two components. The
first component provides up to $5
million of insurance, underwritten
by INA, to cover liability suits filed
by students injured during inter-
scholastic athletic programs.

In addition, the program will
cover medical and rehabilitation
expenses incurred by injured stu-
dents who agree to give up their
right to sue. This settlement option
feature was developed by Jeffrey
O'Connell, a professor at the Uni-
versity of Virginia Law School in
Charlottesville, Va., and an outspo-
ken advocate of no-fault insurance
programs.

The program costs $1.40 per stu-
dent participating in an interscho-
lastic athletic program.

The year-old program covers the
National Federation of State High
School Assns., state associations
and school districts that are mem-
bers of the state associations.

While the Kansas Insurance De-
partment says it does not oppose
the type of coverage offered under
the program, it argues that the
schools are not product manufac-
turers or sellers and, thus, are not
purchasing product liability insur-

"Local school districts are the
consumers of athletic equipment,
not the manufacturers or vendors
of such equipment,” the depart-
ment's memorandum says.

"If the local school district is neg-
ligent in providing improper equip-
ment to high school athletes or fail-
ing to supervise athletes who are
wearing equipment, liability for
negligence may indeed be found.
But if the school is not a 'manufac-
turer, wholesaler or retailer' and if
'no sale' has been made by the
school district to the athlete, the
negligence is not properly charac-
terized as products liability," it
says.

The department says when Con-
gress created the purchasing group
concept in the Risk Retention Act,
legislators limited its use to product
sellers: manufacturers, wholesalers,
distributors or retailers.

The law did not define product
sellers to include "entities who re-
ceive no financial remuneration for

selecting safe equipment for the use
of the ultimate user. Certainly, the
act does not include state high
school associations and high school
districts as 'product sellers' when
the high schools seek to protect
their students and purchase safe
equipment for use in athletic
events," the department said.

But the brief filed on behalf of
Ruedlinger and INA argues that
the legal authority to establish a
purchasing group is not restricted
to manufacturers, wholesalers or
retailers.

Quoting from the law, the brief
says a purchasing group can be
formed by "any group of persons'
that has 'as one of its purposes™ the
purchase of product liability insur-

The brief also notes that product
liability law is not limited to manu-
facturers, wholesalers and retailers,
but also extends to anyone who
participates in the design, labeling,
certification and distribution of

products.

The Ruedlinger-INA brief says
school districts' product liability
exposure arises from their partici-
pation in the design, testing, certifi-
cation and distribution of sports
equipment as well as affixing
warning labels on the equipment.

According to the brief, the Na-
tional Federation of State High
School Assns., along with other
sporting groups, help develop ath-
letic equipment standards in its role
as a member of the National Oper-
ating Committee on Standards for
Athletic Equipment.

The national federation pub-
lishes lists of certified sports equip-
ment that meet NOCSAE stan-
dards. State associations then re-
quire school districts to use athletic
equipment that is certified in ac-
cordance with these standards.
School districts also are supposed to
affix warning labelings that have
been approved by the national and

state associations.
The brief notes that the Risk Re-

tention Act defines product liabil-

business insurance, November 4, 1985/ 37

ity as liability arising out of the
manufacture, design and distribu-
tion of a product.

Since the national federation,
member state associations and
school districts are involved in the
design, testing, certification and
distribution of products and warn-
ing labels, they face product liabil-
ity exposures as defined in the law,
:he brief says.

The Kansas department's lawsuit
.sthe second major legal challenge
:0 the Risk Retention Act.

The first challenge involved an-
other section of the act, which gen-
erally bars states from interfering
with employers that set up cap-
lives, also known as risk retention
groups, to self-insure product liabil-
ity exposures.

That section says that risk reten-
tion groups that meet the insurance
capitalization requirements of at
least one state can operate nation-
wide with minimal interference

from state regulators.
However, David Elliott, then

Delaware Insurance commissioner,
refused in 1982 to recognize a risk
retention group set up in the state
by the Washington-based Home
Owners Warranty Corp., a national
homebuilders association.

Mr. Elliott said the HOW pro-
gram covered warranty exposures
-as defined under Delaware law-
and not product liability exposures,
which are the only risks a risk re-
tention group can cover (BIl, June
28, 1982).

HOW argued that its program
covered product liability risks as
defined in the Risk Retention Act,
and that the federal definition pre-
vails if there is a difference be-
tween it and the state definition.

HOW's position was upheld in
1983 by U.S. District Court Judge
Walter Stapleton, who struck down
Mr. Elliott's position as "untenable"
(BI, Oct. 17, 1983).

The Delaware Insurance Depart-
ment did not appeal Judge Staple-
ton's ruling and HOW continues to
operate a risk retention group. i

WAREHOUSE FIRES

Several Major Fire Losses ofthe Last Decade have involved warehouses, which
were fully sprinklered andyet completely destroyed. In some cases, the sprinkler sys-
tem was designed to minimum specifications. In others, the occupancy was changed
to a more hazardous storage than original}y anticipated. And in still others, tempo-

rary storage clogged aisles. A few ofthese conditions existed in two ofthe world's
largest losses, which are reviewed here:

Antomotive Supplies. Fire started in the temporary storage of plastic parts and
spread to nearby cans of motor oil in cartons, which were palletized and stored in the
aisles. Two employees attempted unsuccessfully to put out the fire with a hose stream
from a nearby hose station within the building. A few minutes later, the plant fire bri-
gade arrived and tried to fightthe fire but was hampered by storage piled in the aisles.
Although sprinklers were operating, the available water densities could not pene-
trate the intense fire plume generated by the burning plastics and oil. A total of 250
firemen fought the blaze, which continued to rage, overwhelming the sprinkler sys-

tem and destroying about 18 acres ofbuilding. Estimated loss: $145 million.

Retail Products. A carton of aerosol cans, containing carburetor and choke
cleaner, was dislodged from its storage rack, fell to the floor, and split open. One or
more cans discharged their contents whichbecame ignited by a nearby electrically
powered lift truck. Fire spread quick]y over the 15-foot high palletized storage of
aerosols, overpowering the existing sprinklerprotection. Flaming, rocketing aerosol
cans started fires in adjacent storage that included foamed plastic plates, plastic toys,

additional aerosols and motor oil

Within six minutes, the fire alarm had sounded, four sprinkler risers were nowing,
the electric fire pump had started, and the fire department was on its way In the
meantime, the warehouse fire brigade entered the building but in less than two min-
4 utes was forced out by thick, black smoke. Within 20 minutes, flames broke through
the roofand aerosol cans couldbe seen rocketing through the air. Some 300 fire-
fighters got the blaze under control nine hours later. Estimated loss: $125 million.

IRI Recently Concluded a Review of Its Major Warehouse Exposures, evalu-
ating the adequacy of existing protection, spect*ing additional protection as neces-

sary, and isolating exposures that are ticking *time
bombs: Here are some ofthe"time bombs"most com-

monly encountered:

1. Aerosol storageis mixed withotherwise ordinary

hazard storage.
2. Hazard levelshave increased as the result ofa

change in commodities and their packaging.

3. Storage height is greater than planned byprotec-

tion designers.

Specific suggestions for isolating aerosol storage are
available from Mrs. PA Sasso,
Hartford, Connecticut 06102 or telephone (203) 525-
2601. Ask for a complimentary copy of The Sentinel,

IRI, 85 Woodland Street,

2nd Quarter 1985, which features «The Hazards of

Aerosols".
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Hazardous waste holding out hope that the agency other changes, which it has not the financial resources to meet waste disposal operations because
would take some action to amend publicized. EPA's self-insurance test they can't get insurance, the cost of
the financial responsibility require- "We beheve that these new regu- "l don't see how EPA can re- transporting the waste off-site may
handful of companies, and only one ments lations will provide substantial as- quire something that's not avail- be prohibitive.”
insurer, American International But EPA officials decided last sistance to the regulated commu- able,"” said a spokesman for one Other companies on the EPA list
Group Inc, IS routinely providing month the only way to implement nity should the insurance market wood-treating firm who did not are more fortunate
EIL coverage for hazardous waste an "administrative fix" would be to remain unchanged,” Mr Thomas wish to be identified "All that's Gerald "Buss" Trapnell, property
disposal facilities-considered one rescind the financial responsibility told Congress available is a nominal amount of insurance manager for San Anto-
It is not known whether the EPA coverage for an astronomical pre- nio Public Service, a gas and elec-
vironmental exposures that," an EPA staffer said will alter the current requirement mium,"” he added tric utility, says his company has

The EPA says that of the esti- In fact, the EPA says most of the that EIL insurance purchased to The firm will shut down its haz- not been able to purchase EIL cov-
mated 1,132 companies that must comments it received on its August meet the financial responsibility ardous waste disposal operations erage for ItS PCB exposures. Mr
meet the finanical responsiblity re- notice specifically endorsed the requirements be exclusive of legal Nov 8 and will truck its wastes to a Trapnell says the utility's excess
quirements, about 983 will be able need for EIL coverage for hazard- defense costs commercial waste disposal firm-a liablity insurers "did not want to
to use the self-insurance test to ous waste disposal facilities AnNd, EIL underwriters fear that move that will considerably in- include any environmental habil-
meet its financial responsibility re- Agency officials also concluded pressure from reinsurers may force crease its company's waste disposal tty" in the company's excess casu-
quirements that rescinding the federal finan- them to include defense costs costs alty policies

Mr Thomas told Congress that cial requirements would be of lim- within aggregate limits, meaning According to the company However, Mr Trapnell says the

of the 270 companies that probably ited help to hazardous waste dis- that the coverage would no longer spokesman, the company is plan- utility will likely meet EPA's self-
cannot pass the self-insurance test, posal facilities The officials satisfy EPA requirements ning to phase in a new waste treat- insurance test
113 do not now have EIL coverage pointed out that most states have Several of the 113 companies ment technology in an effort to stay Great Plains Gasification, a Bis-

The EPA also found that 37 of been delegated authority to regu- without EIL coverage contacted by profitable marck, N D -based company that
these companies had purchased late hazardous waste facilities Bus:ness Insurance say they face A number of small chemical generates gas and oil from coal, was
EIL coverage, but the coverage was within their borders and would not severe hardship as a result of the companies are also faced with simi- recently taken over by the federal
canceled within the last year The be obligated to follow the EPA's financial responsibility require- lar problems in obtaining EIL cov- Department of Energy, so it proba-
remaining 76 companies never had lead ments erage to meet the EPA require- bly will not be required to meet the
the coverage, the EPA says However, the EPA does plan to The list includes a number of ments EPA financial responsibility re-

A separate survey of 40 commer- make some changes in its financial wood-treating companies, most of "Al lot of these companies are in quirements, said Richard J. Jab-
cial waste management facilities- responsibility rules as a result of which are small, family-owned areas of the country where there lonski, administrator of the com-
companies whose principal busi- comments it has received But, no businesses Many of these com- are no commercial hazardous waste pany
ness is managing hazardous wastes changes will be made before the parties have been unable to obtain disposal facilities,"” an EPA staffer Mr Jablonski says the company

Continued from page 3

of the highest-risk categories of en- requirements, "and no one wanted

for other firms-found that nine Nov 8 deadline, according to Mr EIL insurance or cannot afford the explains

had EIL policies canceled and have Thomas
not been able to obtain replacement

One change under consideration

coverage, the EPA said in its Oct is to allow a corporate guarantee

18 letter

for meeting the self-insurance test

AN EPA enforcement staffer Currently, a subsidiary company
who worked on the survey said cannot count the assets of its parent
that most of the nation's commer- for purposes of the self-insurance
cial waste management facilities test, even if the parent has the fi-
apparently cannot pass the self-in- nancial wherewithal to meet the

surance test and are relying on EIL test
insurance to meet the financial re-

sponsibility requirements

A corporate guarantee would
allow a parent company to assume

In August, the EPA published a the environmental liability stem-
notice seeking comments on the ming from its subsidiary's hazard-

current insurance situation for haz- ous waste disposal operation
ardous waste disposal facilities,

(RS
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coverage And, most do not have

Superfund delayed in House

Continued from page 2
citizens more latitude to bring suits under Superfund.

Other issues that are being debated by the two committees include
devising a schedule for cleaning up the nation's worst hazardous
waste dumps, mandatory standards for cleanup operations and pro-
visions for reporting to the public certain emissions from waste facil-
ities.

While members of the two committees argue over these issues,
Rep. Barney Frank, D-Mass, has told the business community that
he plans to offeran amendment on the House floor that would create
a federal cause of action in the Superfund law.

Rep Frank's amendment is expected to be chock-full of the kind
of provisions that risk managers and insurers consistently have op-
posed

Such a federal cause of action will allow citizens to sue companies
for third-party damages in federal court using the strict, Joint and
several liability provisions of the Superfund law.

Currently, citizens can use only state tort law in legal action seek-
ing restitution for bodily injury and property damage. Supporters of
a federal cause of action say the burden of proof in state tort law is
too high, making it difficult for those injured by exposure to toxic
substances to recover.

Those who oppose federal cause of action within the Superfund
law say multimillion-dollar verdicts awarded by state courts in sev-
eral toxic chemical cases prove that a federal cause of action is not
needed.

Insurance industry lobbyists say Rep. Frank's amendment proba-
bly will be defeated because neither the House nor Senate versions
of the Superfund reauthorization legislation now contain a federal
cause of action They also point out that the House defeated a similar
amendment during last year's debate over a Superfund reauthoriza-
tion measure

Meanwhile, the House Ways and Means Committee approved lan-
guage Oct. 17 that would impose a tax on most large manufacturers
to finance the Superfund cleanup program

Currently, the Superfund program is financed by taxes on specific
chemical and petroleum compounds

Once the House finishes action on its Superfund bill, a conference
committee composed of members of the House and Senate will have
to iron out differences bwteeen the Senate-passed bill and the House
version

That compromise bill will then have to be voted on again by both
houses of Congress before it can be sent to the president.

We are pleased to announce the appointment of
DALE F OGDEN

as

Executive Vice President

in charge of Management Coisulting

We are also pleased to announce that

SPENCER M GLUCK, FCAS

has loined us as

Vice President & Actuary

Kramer Capital Consultants, Inc.

Monagement Consuitan& lo the insurance Industry
3 East 54th Street, New York. N 'Y 10022
(212) 750 9300

has not been able to obtain EIL

"If they have to close their own coverage

Karl Koch named

NAIC executive vp

KANSAS CITY, Mo -Karl w
Koch will become executive vp of
the National Assn of Insurance
Commissioners on Nov 18

The position has been vacant
since June

Mr Koch, 45, had been president
and chief executive officer of
Golden Eagle Insurance Co in San
Diego since 1983 The insurer spe-
cializes in workers compensation
and commercial liability coverages
in the California market

Prior to that, Mr Koch was with
the Insurance Co of the West, also
in San Diego. He was promoted to
president of that insurer, after
serving as senior vp of marketing
and underwriting

Mr Koch also worked for Insur-

ance Co of North America in sev-
eral positions He started as a man-
agement trainee and rose to the
position of marketing manager of
the San Diego branch

"We were looking for someone
with a strong management back-
ground and an in-depth under-
standing of the business of insur-
ance Karl meets the description,”

said Bruce Foudree, president of
the NAIC and lowa's insurance

“His demonstrated management
ability and valuable experience
will assure a productive and re-
sponsive NAIC central office," Mr
Foudree said

Mr Koch said his new NAIC po-
sition is "an outstanding opportu-
nity," given the state of the market
and the numerous issues facing in-
surance regulators

"The challenge there IS tO under-
stand the various issues and be able
to respond to the commissioners’
needs," he said

Mr Koch has an undergraduate
degree in journalism from the Uni-
versity of Kansas

Mr Koch is filling the post that
was vacated by E Benlamin Nel-
son, who returned to his private
law practice in Omaha, Neb, this
summer Mr Nelson had served
three years as NAIC executive vp
(Bl, March 18)

Mr Nelson, a former regulator
from Nebraska, was brought on
staff to reorganize, restaff and relo-
cate the NAIC He accomplished all
those goals before leaving -

Executive Placement

Nationwide specialists in

COMPENSATION & BENEFITS

V.I.P. RESOURCES, INC.
278 Crafton Avenue
Staten Island, NY 10314
(718) 4944725 Joseph Gross
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BALANCE

In gymnastics, balance requires versatility,
flexibility and precision. Keeping the readers of a
newsmagazine informed and up-to-date demands
these same elements. At Business Insurance,

we also stay on balance by serving the varied
information needs of more than 123,000 corporate

insurance executives.

Every week, Bl editors report on every facet
of the commercial insurance spectrum. They
balance their coverage between breaking news
articles and industry features and analyses. They
embrace subjects of insurance and reinsurance,

risk management and employee benefits, loss
prevention, surplus lines and specialty risks.
This well-balanced editorial coverage remains
consistent week after week... and week after
week we consistently draw the purchasing

influentials from all segments of the market you
need to reach.

If you want to be within eyeshot of your
prospects and customers, then place your
advertising in the newsmagazine that doesn't lose
sight of what its readers need or want... the
balanced perspective of Business Insurance.

business
iNnNsurance

A publication of Crain Communications inc.

The game plan that works.

New York: 220 East 42nd Street, NY 10017 (212)210-0133 Chicago: 740 Rush Street, IL 60611 (312)649-5276 Los Angeles: 6404 Wilshire Blvd., CA 90048 (213)651-3710
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Survey draws a profile
of flexible benefit plans

Among plans with benefit choices, the areas in which

vices to provide and communicate flexible compensation resources to handle the change to a flexible account, such as
plans to their employees, according to a recent study by payroll modification and development of software
Some 62% of the companiessaid their existing staff was able

Hewitt Associates

pensation plans in effect by July 1985 The survey examines

communication and financial results

Among the survey's findings

in several benefit areas and a flexible spending account

e remaining 12% offer only benefit choices

« Communication The companies surveyed reported using

* Financial results Most of the companies reported their
choices most often are offered are medical coverage, in 63% of flexible benefit programs had not been in place long enough
the plans that offer choices, life insurance, in 46% of the plans, to determine their financial impact

cash, in 43%, savings plan, in 41%, and time off, in 28%

But, of the 24 companies that had performed financial anal-

» Administration Some 76% of the companies use internal ysis, 21 said the programs either reduced benefit costs or lim-
resources for some or all of the computer work required to ited increases, and two companies reported no change in ben-
LINCOLNSHIRE, Il -Employers are using various de- administer a flexible program And, 58% of these use internal efit costs under the program

Only one company said costs rose more quickly under the

flexible program than under the prior program

Using the data provided by the surveyed companies, Hewitt

The survey, "Flexible Compensation Programs and Prac- to administer the flexible program And, 53% said administra- also determined that flexible plans help hold down the rate of
tices," is based on data from 120 employers with flexible corn- tion of the program was handled by one person

increase of employer's medical care costs

In the first year of a flexible program, the increase in medi-
employer practices in four areas plan design, administration, virtually every kind of media to communicate to their em- cal costs for employers with the plans were 0 5% less than the
ployees information about the program when it was intro- national average increase And, in the second year, the in-
duced and each year at enrollment time
* Plan design The "typical" program offers both choices The most popular ways to communicate the introduction of than the national average increase
the program were employee meetings, reported by 98% of the
Some 74% of the employers offer such a "combination" pro- companies, brochures, reported by 77%, newsletters, reported Copies of the sun,ey are available for $25 each from Cathy

g:am Some 14% offer only a flexible spending account, and by 75%, memos, notices and posters, reported by 59%, and au- Schmidt, Hewitt Associates, 100 Half Day Road, Ltncolnsh:re,
diovisiual presentations, reported by 58%

m 60015,312-295-5000

the professional marketplace

RATES AND CLOSING TIME:

Closing: Published every Monday. Copy must be in written form by noon

Rates: Display classified is $79.50 per column inch, minimum of one mch. Straight
classified is $6 50 per hne, minimum of 5 lines. Count 34 characters per line (include
each space and punctuation as a character) Additional $13.00 charge for blind box
ads. Responses to blind box ads must fit mto business size envelope Responses are

forwarded daily.

POSITION WANTED
HELP WANTED

HEALTH BENEFIT

TRUST ADMINISTRATOR WC claims &litigation (Comm & Per
The Washington Counties Insurance hnes) desires position in RISK MGMT

ACTUARY

with B S Bus Adm 10 yrs exp P/C Growing midwestern (rlot

Chicago) P&C company

Fund a multi-employer Trust of more Direct inquiries to 1 err Iggﬁm%g 81 0 SpeCialiZing in medical
1l

than 40 county and single-purpose en Walnut St Pgh PA 1
titles providing medical, dental life 412-247-4006
and vision benefits to more than 5000
employees is seeking a qualified ad

ministrator

Insurance executive interested in ae-

Previous experience m employee quiring equity/key management post
benefits admi |s{reﬂ|on persngel t|%n wﬂ'\ _\%H(Xeséienhroi%rm %]jl%a_go
management and strong personal area with goal toward establishing
skillso rganization and ¢ munica risk management products and ser-
tion are required Cost containment vices Reply to

broker and carrier relations and con
mass Insu

malpractice Reserve ana-
lysis and rate filings Seven
parts of exam Salary ne-
gotiable Excellent benefit
package Please submit
your resume Including sal-

sumer relations will be priority re 74G°Rush' $t Chicagd 71760611 ary requirements to

sponsibilities The positi
quire considerable travel within the
State of Washington
The successful applicant will be the
first professional full-time staff of
the Trust The Trust office will be in M D IPA Health Plan one of the fast
the Washington Counties Building in est growlng HMOs m the Washing-
Olympia Washington ton/Baltimore metropolitan area has
The salary lange is $30 000 to created a new position for an under-
$35 000 writer/financial analyst This indi-

HELP WANTED

FINANCIAL ANALYST

Box 1925, Business Insurance
740 Rush St. Chicago, IL 60611

MANAGEMENT
OPPORTUNITIES

If interested in this position please vidual will assume responsibility for We are a growth company and leader

send a resume to establishing rales and analyzing the

in the health care field with the follow-

Washington Counties Insuiance Fund financial irends and statisties for the Ing positionsavailable

orgarization as well as utilizing that
information for financial planning
Qualified applicant must have aBS
degree in related field with proven

206 Tenth Avenue SE
Olympia WA 98501

VICE PRESIDENT/
SALES

analytical skills Previous comﬂuter 10 years' in sales and sales manage-

work a plus Send resume wit
history ih confidence to
M D IPA HEALTH PLAN
451 Hunge,ford Drive Suite 700
Rockville MD 20850

Attn Peisonnel

Business Insurance

Circulation
VWANTED

Experienced medical malpractice
claims manager for number two
job Require strong management
background and heavy experience
with large cases Skills in negotiat-

Breakdown™

Commercial Consumers

Administrative

CEO s presidents and owners 2 531
Vice-presidents general managers
and other administrative personnel

2547

Financial

Chief financial officers and vice-pres,
dents of finance 2075
Secretaries treasurers controllers

and other financial personnel 6,886

Risk/employee benefits

Vice-presidents directors, managers,
and other related department person-
nel of insurance risk employee bene-
fits personnel compensation pen-
sen safety, security industrial rela-

tions human resources and employee/

labor relations 8 04as
Sub-total 22,087
Associations 804

Government unions and educational

systems 1030

Commercial Consumers

Sub-total 23,921

Insurance agents and brokers 9548
Insurance companies 6,089

Financial institutions 536

Actuanes attorneys adjusters ap-

pralsers and consultants 3464
Others allied to the field 1320
TOTAL 44,878

Source Business/Occupational
breakdown of qualified circulation,
May 6,1985 issue, as submitted to BPA
for June 1985 BPA Publisher s State-

ment

Ing and handling structured settle-
ments needed Position is with ra-

pidly growing and expanding cap-
tive insurance company Located
in midwest (not Chicago), we offer
excellent starting salary, complete
benefits program including gen-
erous 401(k) plan, and ideal work-
ing conditions Our employees
know of this ad Reply m confi-
dence to

Box 1926. Business Insurance

740 Rush St. Chicago, IL 60611

BENEFITS MANAGER

Exceptional opportunity for
an experienced individual to
manage the City of Austin's
benefit & insurance financial
programs Qualifications in-
clude Any combination equi-
valent to a bachelor's degree
in Finance, Accounting, Ec-
onomics or related field & five
years progressively responst-
ble experience In developing
& managing self-insurance &
deferred compensation pro-
grams Salary commensurate
with qualifications

Submit resume by November
15 to

Ully O1.Ulill

Personnel Department
P O Box 1088

Austin, TX 78767
Re 85-2-75CC

salarY ‘ment Ircluding experience selling

health nsurance/benefits or health
care services to management of large
corporations required

ACCOUNTING
MANAGER

Diverse espons,bilities include finan-
clal budgetingand analysts cash man-
agement taxes and special projects
C PA required

Please send resume Indicating post-
hon of interest, in Confidence to

PERSONNEL DIRECTOR
EXECUTIVE HEALTH
GROUP
777 Third Avenue
New York, New York 10017
an equal opportunity employer M/F

crease in costs for employers with a flexible plan was 4 5% less

Tuesday, 6 days preceding publishing date. No verbal phone copy accepted.
Prepayment required. Mail ads to Beverly Kluxdal, Classified Advertising,
740 N Rush St, Chicago, IL 60611. For more mformation call 312-649-5340

HAVE MARKET

Have purchased multi state

licensed P&C Company and the Suburban New

will entertain submissions
from brokers who wish to
stablize their P&C market
Only large books of profit-
able business considered,
either individual accounts or

programs Call Corporate

Underwriters Agency, Attn
Grady Brown 409-291-6013

Assure

yourself top
quality
employees-
Advertise
your
openings
in the
Business
INnNsurance

Classifieds.

CITY OF HALLANDALE, FL
RISK MANAGER

Administrative work m planning, directing, organizing and implement-
ing the City's risk management program Requires extensive knowledge
of modern risk management, worker's compeisation and group Insur-
ance practices and laws Bachelor's degree in business, insurance, ac-
counting, risk management or related field, plus considerable experi-
encein development and administration of insurance, accident and loss
prevention programs, oran equivalent combination of education and ex-
perlence required Salary $27,826-$34,752 Apply
City of Hallandale Personnel Department,
308 S. Dixie Highway,
Hallandale, FL 33009
(305)-458-3251).

Equal Opportunity Emplover
M/F/H/N

ASSISTANT RISK MANAGER

Unined Sewerage Agency, $1863-$2286/mo Responsible
position involving all aspects of emplovee benefits, worker's
compensation and property and casualty programs Sub-
stantial challenges will be offered m establishing a compre-
hensive risk management program Reg increasingly re-
sponsible exp in risk management programs including
experience in workers' compensation, property and public
liability loss control and insurance programs, and employee
benefit programs College-level coursework leading to a
degree in risk managment orinsurance, and/or coursework
leading to an ARM or CPCU designation is desirable
Agency application forms required resumes NOT ac-
cepted Apply by November 15, 1985 to

Washington County Personnel, 150 N. First Ave., Room 8-2,
Hillsboro, OR 97124. (503) 648-8606 An E.O.E

COMMERCIAL LINES ACCOUNT EXECUTIVE
Prest,glous Westchester client offers growth
opportunity for prolessionals with strong
technical ability

For further discussion regarding this and
other fine agencyand company positions in

area contact the Insuranceindustry stalfing
specialists at (914) 662-7040

CAROLYN DAVIS ASSOCIATES. INC
99 Mamaroneck Ave White Plains NY 10601

INSURANCE AGENT
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R
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conferences nationwide Some per,odictravel necessary

At ALLSTATE, our salary structure is highly competitive and
ourbenefits packagefeaturesbfe/Health Group Insurance,
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Thus, the rules tempt insolvency," instances if an insurer were al-
the brief concludes lowed to renegotiate more restric-
Several affidavits attached to the tive coverage terms with the poli-
fore, they were bound to continue trade associations' brief illustrate cyholder at renewal, coverage on a
all their coverages for at least 90 specifically how particular insurers corporation that has experienced
days despite circumstances unfa- that have lost their reinsurance losses might not necessarily be can-
vorable to their financial stability would be affected by the emer- celed
= Prohibits changes in policy gency rule (see related story)
The Insurance Department has would be better for the insurer to
are renewed, unless mutually said that it Will consider a lack of seek cancellation of a bad risk than
agreed upon by policyholder and reinsurance support as a valid rea- to be forced to renew it at existing
insurer son for an insurer to change its pol- terms, the court papers point out
This does not prohibit insurers icy terms Summarizing the negative ef-
from raising rates but does prohibit However, the department sets up fects of the emergency rule, the
reductions in limits and the addi- an "extremely cumbersome" pro- trade associations' brief says
tion of any exclusions cess for an insurer to document "Rules which compel insurers to
The rules subsequently were that, says Robert J Sullivan, vp of violate statutory limitations on the
clarified in two bulletins issued by government affairs for Crum & percentage of net assets exposed to
the department on Oct 9 and 17 Forster Corp in Morristown, N J liability for a single risk and, thus,
The insurers' key concern is that Consequently, an insurer must to flirt with insolvency, cannot be
the rules force them to continue to still provide coverage until depart- deemed reasonable
underwrite risks for which they no ment approval is obtained and a "Rules which prohibit cancella-
policyholder is given sufficient no- tion of a policy which cannot be
In the last year, many reinsurers tification, insurers say
have canceled reinsurance con-

New Jersey rules

Continued from page 1

But, as the rules are now, it
terms and conditions when policies

longer may have reinsurance
reinsured, and thus put insurers at
"You'll be forcing insurers into in- risk of a catastrophic loss borne
tracts to try to stem severe under- solvency," said James F Johnson, an only by its own shareholders, poh-
writing losses In particular, Euro- attorney for LeBouef, Lamb, Leiby cholders and the guaranty funds of
pean reinsurers are refusing to ac- & MacRae, which is U S general this state, cannot be deemed rea-
cept North American casualty counsel for Lloyd's of London sonable
risks Thus far, only two insurers have "Rules which encourage cancel-
"The most frightening prospect received the department's approval lations, rather than renegotiations
presented by the rules is that of to reduce the limits of coverage be- of coverage, reduce the capital
being forced to extend insurance cause of a lack of reinsurance, ac- available to write new policies of
coverage without adequate reinsur- cording to Assistant Commissioner insurance, and which encourage in-
ance protection,” the trade associa- Joseph B Kenny He would not surers to flee the state in the midst
tions' court brief says identify the insurers of a proclaimed 'capacity crunch’
"The obligation of the prudent The insurers' brief also points out are clearly arbitrary, capricious
insurer to its shareholders and poh- that the rules, which Ms Gluck and unreasonable "
cyholders when confronted by a says are intended to preserve the Ms Gluck said she was not sur-
suddenly unreinsurable risk is to availability of insurance, will fur- prised by the lawsuits, but called
move immediately to modify the ther restrict the market them unfortunate because the in-
terms of the policy or to terminate For example, the insurers say the surers and the department had
it," the papers continue rules will "sharply curtail" the abil- been very close to an agreement
"The rules, however, place a 90- ity of insurers to write new busi- over the rules
day freeze on the cancellation or ness in New Jersey and other
non-renewal of unreinsurable risks states
"After the 90-day period, the Many industry officials say that
rules subject the insurer's decision existing surplus is dedicated to in- definitive action on modifying or
to terminate an unreinsurable risk suring existing risks, the insurer replacing the emergency regula-
to an arcane, 111-defined and uncer- cannot issue new policies," the tions, which were approved by
tam administrative process " court papers point out Gov Thomas Kean, would not take
"Insurers compelled by the rules Some insurers already have place before the Nov 5 gubernato-
to continue coverage when reinsur- stopped writing new business in the rial election in New Jersey because
ance is lost or unavailable face the state, they say the regulations have been part of
potential of catastrophic claims They also point out that in some his re-election campaign

The insurers' brief says an agree-
ment could not be reached

"To the extent its (an insurer's)

Rules would inflate insurer retentions

New Jersey's emergency order restricting insurers As of July 1, Cal Union already had written $9 mil-
right to cancel or not renew insurance policies after lion more in premium in 1985 than it had during all of
Sept 17 would inflate several insurance companies' net 1984 and had exhausted the $150 million premium allo-
retentions beyond reasonable and legal limits because cated to it for the entire year by its parent, CIGNA
they have lost reinsurance Corp

The detrimental effects of the emergency order on And, Cal Union has not been able to purchase facul-
several insurers are detailed in affidavits filed with the tative or treaty reinsurance applicable to the policies
appellate division of the New Jersey Superior Court due to expire in New Jersey

- New England Insurance Co in Boston would be “If Cal Union is forced to renew all of its New Jersey
subject to an additional net exposure of $387 million by policies which expire after Sept 17,1985, its exposure
Dec 31 if it is forced to continue a directors and officers on each individual risk will increase to $5 million to $10
liability insurance policy and a dentists' program, said million or more per risk," Mr Cernok said Cal Union
Ralph J Palmieri, executive vp and chief operating of- usually retains no more than $850,000 on any one risk
ficer Cal Union reported 35 policies on New Jersey risks

The additional exposure is "almost 11 times New that are scheduled to expire in December and January,
England Insurance Co's year-end 1984 surplus of $35 7 including fire, all-risk and excess umbrella policies
million,"” he pointed out * Western Employers Insurance Co, which as of

The Hartford Insurance Group unit wrote a three- September had approximately 380 New Jersey um-
year D&0 policy for a New Jersey company providing brella policyholders representing about $3 million in
limits of $25 million and reinsured all but $600,000 of written premium, lost its reinsurance treaty effective
the exposure The D&O0 insurance policy is due to ex- July 1 and has not been able to secure new reinsurance,
pire Jan 1,1987, but already New England Insurance according to Vp James L Pickering
has lost $17 million of the reinsurance and expects to Under the canceled reinsurance treaty WEIC re-
lose another $3 million tained only $50,000 of the first $1 millon of risk and

New England Insurance has not been able to find $40,000 of the next $4 million and none in excess of $5
new reinsurers for the program and does not expect it million per occurrence
WEIC has sent non-renewal notices to its policyhold-

"This directors and officers liability policy is only ers, but some policies expire after Sept 17
one of several professional liability policies where rein- In addition, WEIC's assets total about $50 million but
surance has been lost This is one of the largest such some policy hmits exceed $5 million New Jersey limits
policies, but the others constitute a further enormous an insurance company exposure on any one risk to no
financial exposure for New England Insurance Co," more than 10% of its net assets
Mr Palmieri's affidavit says Among the policies at issue is a $10 million excess

In addition, New England Insurance has lost reinsur- policy issued to the New Jjersey Highway Authority
ance that would have limited its net exposure to $408 that expires Jan 1.
million on a professional and general liability program « Pacific Employers Insurance Co has 26 policies
for 136 New Jersey dentists The reinsuranee treaty due to expire by Jan 1 for which PEIC has been unable
covered 90% of each of the $3 million-limit policies is- to secure facultative reinsurance sufficient to limit its
sued But, the reinsurance was not renewed Dec 31, exposure to no more than the customary $150,000 re-
1984, and coverage ceases on the expiration or anniver- tained, says the affidavit of Vp Nicolas Yuschenkoff
sary dates of the policies Its net exposure on one risk could be as high as $25

If New England Insurance is forced to continue these million if it is forced to renew all of ItS New Jersey
policies, its net exposure will be $408 million because It policies which expire after Sept 17, 1985
has been unable to find new reinsurance, the affidavit - St Paul Fire & Marine Insurance Co has "several
says three-year term financial institution bonds which we

« California Union Insurance Co, which writes sur- issued with $25 million limits, but we currently only
plus lines insurance in New Jersey, "does not have the have reinsurance for $15 million limits and will suffer
available capital and policyholder surplus to support irreparable harm if we are forced to renew them at the
renewal of its New Jersey policies which expire subse- $25 million limits for another three years," according to
quent to Sept 17," said Vp Robert S Cernok Executive Vp Richard W Tongen

will be able to do so
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update

Monsanto shareholder files suit

Continued from page 2
manufacture of the Copper-7 intrauterine device

The suit, brought by shareholder Richard Rand in US District
Court in Chicago last week, is a class-action filed on behalf of all
those who bought Monsanto stock between July 18 and Oct 4, 1985,
said Ira Bornstein, a plaintiff's attorney with the Chicago firm of
Harvey J Barnett & Associates Ltd

The suit alleges there was an "artificial inflation" of the value of
Monsanto's stock, Mr Bornstein said, adding information on the
suits and Searle's potential liability should have been disclosed

The suits against Searle charge the Copper-7 causes pelvic in-
flammatory disease potentially leading to sterility and even death

Spokeswomen for Monsanto and Searle declined to comment on
the lawsuit or on the companies'insurance

Xerox C&F moves yield net loss

STAMFORD, Conn.-Xerox Corp reported a third-quarter net
loss of $15 million because of two actions it recently took at its Crum
& Forster insurance subsidiaries that resulted in a $164 million
charge against earnings

Xerox took a $97 million charge for the phasing out of Crum &
Forster's Industrial Indemnity Financial Corp and a $67 million
charge for reserves added to L W Biegler Profit Center

Industrial Indemnity Financial Corp is a San Francisco-based
C&F company that wrote financial guarantee and contract surety
business Beigler is a Chicago-based underwriting manager for In-
ternational Surplus Lines Insurance Co and other C&F affiliates

Xerox announced these two actions last month, but did not dis-
close the amounts involved (BI, Oct 7)

Xerox reported net income of $81 million in third-quarter 1984

Repaired engine on probe starts

EL SEGUNDO, Calif -Hughes Aircraft Co has successfully fired
the engines of the Syncom V-3, and further testing of the satellite
will determine whether underwriters ultimately can recoup any of
the $80 7 million that was paid when the orbiter was declared a loss.

Space shuttle astronauts repaired the satellite earlier this summer,
and on Oct 27 the probe's engines were successfully fired in an
attempt to place it into its proper orbit Hughes said the Syncom
IV-3 was expected to reach its intended orbit last Friday

Insurers paid $80 7 million when Hughes filed a total-loss claim
on the satellite earlier this year The orbiter was insured for $847
million, but Lexington Insurance Co has refused to pay ItS $4 7
million share of the coverage In response, Hughes has filed a $29
million lawsuit against Lexington (BI, Sept 30)

The U S Navy has agreed to lease the telecommunications satel-
lite if it is fully operational Hughes said last week that part of any
funds received under the agreement would be shared with un-
derwriters according to a complex formula

Hall stops dividend payment

BRIARCLIFF MANOR, N Y -Frank B Hall & Co Inc, the na-
tion's fourth-largest insurance brokerage, has suspended payments
of quarterly dividends indefinitely beginning in the fourth quarter
of 1985 in an effort to strengthen its capital base The fourth-quarter
dividend would have been paid in February 1986

Payments will resume "when earnings reach a level that will
enable dividends to again be issued," said Senior Vp John Addeo

Hall also announced a net aftertax loss of $95 million, or $6 per
share, for third-quarter 1985 The loss was due mainly to costs re-
lated to the disposal of Jartran Inc, the truck-leasing unit the bro-
kerage has announced it plans to sell, and to the establishment of
additional reserves for Hall's discontinued underwriting operations

Hall's gross revenues for the third quarter were up 17% to $105 1
million from $89 6 million in the third quarter of 1984, and net
income from continumg operations increased 49% to more than $2 5
million from $1 7 million in 1984

For the first nine months of 1985, Hall's gross revenues increased
12% to $311 million from $278 million in 1984. Net income from
continuing operations for the same period increased 38% to $10 7
million from $78 miillion in the first nine months of 1984

A&A strengthens reserves

NEW YORK-Alexander & Alexander Services Inc. says it will
strengthen the reserves of ItS discontinued U S -based underwriting
operations by an estimated $153 million, charged to its third-quar-
ter earnings The brokerage cited "adverse claim payment experi-
ence "

A&A says its third-quarter results will not be released until mid-
November due to the accounting complexities involved in reporting
the consolidated results of A&A and Reed Stenhouse Inc, the Cana-
dian-based brokerage acquired by A&A on July 31.

Ruling party wins in Bermuda

HAMILTON, Bermuda-Bermuda's ruling United Bermuda
Party won an unprecedented parliamentary majority Oct 29 in the
third general election in five years, returning the government to
office until 1990

UBP candidates, led by 50-year-old Premier John Swan, picked
up an additional five seats in the House of Assembly and now con-
trol 31 of the 40 elected seats The margin is the biggest this right-
wing party has held since the advent of party politics here in 1968

The leftist opposition, the Progressive Labor Party, suffered ItS
worst electoral defeat ever, losing seven of its 14 seats Meanwhile, a
fledgling centrist group, the National Liberal Party, won two parlia-
mentary seats in its first showing in a general election

Lois Browne Evans is expected to resign as head of the PLP



42 / business insurance, November 4, 1985

CGL revisions policy's aggregate limits when a And, to avoid stacking of insur-
policyholder purchases unlimited ance coverage by the buyer, the re-
tail coverage vised form adds, "These automatic

Both sides agree the reinstated reporting periods apply only if no
limits would apply only to claims subsequent Insurance you purchase

"By making the claims-made arising out of occurrences un- applies to the claim, or would apply
form available on Jan 1, 1986, | be- known and unreported when the but for the exhaustion of its appli-
heve we will have taken a neces- endorsement takes effect Claims cable limit of insurance.”
sary madJor step toward addressing first made or for which notice of Neither the 60-day nor the five-
the availability and capacity prob- occurrence is given within 60 days year tail can be canceled, according
lems that have beset our industry of the end of the policy period to the policy form

"To do otherwise will result in would not be covered by the rein- Responding to buyers' concerns
placing the interests of commercial stated limits that insurers would arbitrarily ad-
lines policyholders in the hands of But, the regulators want the rein- vance each policy's retroactive
the non-admitted and non-regu- statement of policy hmits to be date, forcing them to buy expensive
lated markets guaranteed when the tail is pur- tail coverage, 1SO revised the pol-

Mr Marcon's letter ends with a chased icy to stipulate that the policy's ret-
plea for quick consideration of the However, the policy revisions roactive date can be moved
new policy form from regulators filed last week make the reinstate- forward in only four circum-

"l recognize that a letter of this ment of policy limits for unlimited stances
type is a unique departure from tail coverage only an optional en- According to the revised policy,
normal ISO f iling procedures dorsement that insurers can extend these circumstances are
However, I'm sure you'll agree that to buyers or choose not to extend = If there is a change in insurer
these are not 'normal’ times for the The policy states, "This endorse- - If there is a substantial change
property / casualty business gen- ment is being filed as advisory, and in the insured's operations that re-
erally, and general liability insur- will not be distributed as part of sult in an increased exposure to
ance specifically ISO's standard forms portfolio " loss

"We believe strongly that the An ISO spokeswoman said ISO - If the insured fails to provide
ISO CGL program IS needed ur- does not plan to make the endorse- the company with information he
gently and we respectfully request ment guaranteed or she knew or should have known
your priority consideration " "We believe that to guarantee a about the nature of the risk in-

But, late last weeK, regulators reinstatement of the aggregate is a sured
were not guaranteeing quick ap- form of retroactive insur- - With the agreement of the in-
proval of the revised form ance This would lead to adverse sured

Illinois Director of Insurance selection,"” she said The revised policy stipulates that
John Washburn, who has spear- ISO also does not intend for in- the retroactive date only "can be
headed recent meetings between surers to 11 mit the use of the advanced with the written consent
ISO and some commissioners, said claims-made form to long-tail or la- of the first named insured "

Continued from page 1

and potentially unlimited risks," he
continued

Claims-made terms

The new Insurance Services Office commercial general liability
claims-made policy form differs from the traditional occurrence
form principally regarding when coverage is triggered

Under the claims-made form, coverage is triggered when a claim
is first made against the policyholder during the policy period that
involves incidents that occur after the form's retroactive date The
policyholder must be notified of the claim either in writing or ver-
bally to trigger coverage.

Under the occurrence form, coverage is triggered by an occur-

renee and the policy responds regardless of when the claim related
to the occurrence is filed

The new claims-made form and the new occurrence form for
commercial general liability coverage both exclude coverage for pol-
lution liability and apply separate aggregate limits to products/com-
pleted operations losses and all other coverages combined

Important terms used in the claims-made form include

« Retroactive date- Claims for bodily injury and property damage
that occur before the date entered on the declarations page are ex-
cluded from coverage, even if the claim is made during the policy
period

« Tail coverage Provides coverage for claims first made after the
policy period for injury or damage that occurred before the end of
the policy period but after the retroactive date under an extended
reporting period or unlimited tail coverage

The extended reporting period is an automatic tail period of 60
days and guarantees availability of an endorsement providing un-
limited tail coverage. When no other insurance is applicable, the
automatic tail is extended to five years for occurrences during the
policy period reported before the end of the 60-day tail Both the
60-day and five-year extended reporting periods apply only when
no other insurance is applicable.

Unlimited tail coverage can be purchased by the policyholder at a
premium of up to 200% of the original policy premium

regulators are still talking about tent injury exposures, the spokes- Regulators have stressed they
how they will respond to the re- woman said Regulators last month want the policy to mandate that the

vised form

Spelling it out "will encourage" advisory factors for pricing tail
had demanded an explanation on policyholder acknowledge in writ- quicker settlement, she said When coverage The claims-made form
They are "serious that there is a why the use of the claims-made ing both acceptance or rejection of an incident occurs that the insurer now says only that the cost of the
problem We've talked about con- form could not be limited to spe- a change in the retroactive date suspects will result in a claim, "we tail coverage cannot exceed 200% of
cepts, now we have to go through cific risks from pblicy to policy may go out and investigate right the cost of the original policy
the language " Besides offering the buyer an op- Insurance commissioners also away " Buyers and brokers have said the
"l don't think anyone will act on portunity to purchase unlimited had requested an explanation from The revised policy form also de- cost of the tail coverage Instead
the revised forms until such time as tail coverage, the previously filed ISO of the meaning of "recorded" letes endorsements that would should reflect the amount of cover-
we receive responses to the points claims-made form provided for a in its policy revision that states cov- have precluded the availability of age remaining under the policy's
we raised," added Richard Rogers, free, automatic 60-day mini-tail for erage will be triggered when claims unlimited tail coverage if the poh- aggregate limits
deputy director of the lllinois In- claims arising from occurrences are "received and recorded" by the cyholder canceled the coverage and In addition, 1ISO plans to submit
surance Department within the policy period In the re- policyholder or insurer, rather made It possible for an insurer to to regulators, on an informational
Other insurance commissioners vised form, ISO adds an additional than only when written claims are hmit to a specific number of years basis, advisory language that could
said they had not had time to for- automatic five-year extended re- received by the policyholder the length of tail coverage pur- be used by insurers to inform their-
mulate a response to the new form. porting period free of charge for The revision states chased by the buyer policyholders about the nature of
A Jan 1 effective date for ISO's claims arising from occurrences "If a claim is received by an in- Before Jan 1, ISO says it also will the ciaims-made policy and to re-
new forms, however is guaranteed within the policy period that are sured you must. file with insurance departments a mind them of their option to pur-
in six states, whose laws neither re- known before the end of the 60-day "Immediately record the specif- separate submission to introduce chase unlimited tail coverage -
quire insurance department ap- tail ics of the claim and the date re-
proval for use of this form nor give "The automatic extended report- ceived, and
the department authority to reject ing period applies only to claims as "Notify us as soon as practicable
the form Those states are Califor- a result of an 'occurrence' of which “VYou must see to it that we re-
nia, Colorado, Idaho, Minnesota, we are notified after the retroac- ceive written notice of the claim as
Vermont and Wyom.ng tive date but not later than 60 soon as practicable
One key area of disagreement days after the end of the policy pe- ISO does not explain in the policy

between the regulators and ISO mod of this policy," reads the re- what recorded means, but an ISO
centers on the reinstatement of a vised form spokeswoman said it means some

sort of notation that the claim has
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more treats than tricks

served, including pumpkin pie, candy corn ables, the recoverability of deferred acquisi-

and candied apples Best of all, the food was tion expenses, reserve discounting methodo-

see By MYRON M. PICOULT All the traditional Halloween food was ward recoverability, the quality of receiv-
aas Special to Business Insurance
a30 ¢

i- to trickle in, the industry once again is recov- turn of cash flow

315 El

A S THIRD-QUARTER property/casualty served with real dishes instead of paper logies employed and the accuracy of aggre-
llunderwriting and earnings reports begin plates and plastic forks, underscoring a re- gate loss reserves, including loss adjustment

expense reserves (Bl, Oct 7)

ering from its annual Halloween bash For entertainment, new games were intro- It would appear some refinement of exist-
310 E: . . . . . . .
sos If the initial earnings releases are any cri- duced, including "Pin the Tail on the Com- ing procedures is long overdue Earnings and
144#k24 -O- wi 6-* -)0 terla, It appears there were more treats than missioner” and "The Capacity Toss," which balance sheet leverage are attractive attrib-
ATAEEEE A0S 5EEE

tricks this year While this would appear to happened to abut the "Surplus Drain" game utes for property/casualty companies, as long

/ be a pleasant respite from the relatively re- Another new game was called "Tax Scam," as the base from which the prospective calcu-
cent quarterly patterns, it may be more ap- patterned after blackjack And, the old lations are to be made is fairly accurate
The Bus,ness insurance stock Index continued parent than real, as the quality of earnings standby, "Hit the Bell with the Hammer," We think it is time for investors, regula-

,tsupward climb for the third consecutiveweek. continues to be forsaken was brought back to life, as players tested tory authorities and rating agencies to "queue

The Business insurance index closed at 369.2 for the quantity factor their strength to see who could ring up the up" and recognize the differences between

points for the trading period ending Oct 30, an To begin with, some "Best" rating the quantity of earnings figures and the qual-
10 s Q= =] — H For some unexplained reason, that old 1ty of both the income statement and the bal-

nG’MAaloeg0h31 p nttf 3"9_ =l _UKSgrouaWtehel ypearrt standby, "Bobbing for Earnings," was not ance sheets for many of the major public

gains, 13 stocks declined and five stocks were is in order It was dis- played this year companies

unchanged. The biggest gains for the week tinctly different from the And, party-goers were treated to a short Investors, agents, regulators and policy-

were posted by Poe & Associates Inc., up gatherings of the past few skit called "The Sting " Could it have been a holders no longer can afford to permit the

12.1%; The Home Group Inc., up 11.7%; The years, mirroring a more takeoff on a con game? property/casualty industry's headless horse-

Crump Cos. Inc., up 9.2%; Ohio Casualty Corp., upbeat perspective by in- After the party was over, though, some man to run amok’

up 7.3%; and Fireman's Fund Corp., up 6.8%. dustry participants f problems remained

The biggest losses dunng the most recent trad- Costumes once again It is apparent that over the past year, in- BeSt'S ratings

ing penod were posted by Frank B. Hall & Co. were required for all those Mr. P,coult vestors have been entranced by the earnings

Inc., down 7.0%; American Indemnity Financial attending The coordinators of the party recovery predicted for property/casualty m- A M Best Co says it will now review Best's
Corp., down 5.7%; Mission Insurance GrouP strongly suggested costumes with broad surance companies, particularly those with ratings of property/casualty insurers on a

Inc., down 4.5%; SRI Corp., down 3.4%; and shoulders and puffed-out chests, to provide heavy exposure to commercial lines
Kansas City Life Insurance Co., down 2.1%. The the subliminal message "We survived the This fascination with the quantity of earn-

quarterly basis
The company this month published a list of

Business insurance stock index increased six-year cycle " ings has overshadowed attempts to assess the rating changes and a "Ratings Watch" list of
1.7% during the period, while the New York The wearing of masks was not encouraged quality of both the income statement and the companies with significant adverse changes

Stock Exchange composite gained 0.5%; the It apparently was time for all players to show balance sheet

since year-end 1984 based on their June 30

Standard & Poor's 500 index rose 0.5%; and the their real identities, as further evidence of We fervently believe that more attention financial statements.
Dow Jones 30 Industnals index increased the shift in industry psychology should be directed toward quality factors, Best says it will publish similar lists based
0.6%. Bright colors also were in evidence Black, which will become increasingly important on third-quarter results
a reminder of the not-too-distant past, gave investment criteria for the stocks, not to
way to lots of oranges and yellows mention rating perspectives for regulators Corroon & Black
British Issues This year the party was held indoors in a and agents
1 Week traditional room rather than outdoors Ap- When we cite the quality of the income New York-based Corroon & Black Corp
30 Oct Price P/E Div Yield High-Low parently, industry leaders felt there were no statement, we are referring to items that en- has purchased 4 million shares of Lloyd's of
Companies pence pence % pencepence more skeletons or cobwebs to be found hance earnings Industry earnings are not London broker Minet Holdings PLC With
Commt Union 249 N/M 169 68 254-248

Gent Accident 680 28 3 31 4 46 685-663

Gdn Royal Exch 705 61 3 386 5 5 710-693

Although capacity is tight, the steering coming from the underwriting side of the the purchase, Corroon & Black has increased
committee did not perceive it as a major equation, but from investment income, aided its interest in Minet to 25 2% of ordinary

Royal 718 898 350 49 723712 problem, and companies of all sizes were in- by (?apltal appreCIagon, pension plan reco- share capital, up from 20%
Sun Alliance 500 N/M 236.47 502-490 vited veries, tax recoveries and the wizardry of Corroon & Black says the additional shares
Also, all the Jack-0O-lanterns were smiling some questionable reinsurance contracts In were bought for Investment purposes
Brokers rather than frowning this year And, black many instances. the full impact of these fae-
CE Heath 687 89 375 5 5 687-665 cats, witches and the like were ordered not to tors still is not known -
H Robinson 283 118 143 50 284-280 i i Transamerlca Corp'
ogg in appear Company financial statements allege that
JH Minet 233 106 11 4 49 234-230 they portray an accurate picture of an in- Transamerica Corp. has filed a shelf regis-
Sedg G 373 149 179 48 375-372 . . . v . . g . . . e
eda ®re Myron M Picoult ts senior vp and senior m- surer's financial condition However, the pie- tration with the Securities and Exchange
Stew Wrightson 725 139 323 45 728-718 . . . . . . . .
Willis Fabor 753 163 23 5 31 75-740 surance analy;t with Oppenhe..mer & Co m ture seems to be distorted by accounting pro- Commission for the proposed publlc_: offering
» _ New York He is the past president of the cedures for loss reserve transfers, bond sales of up to 750 shares of Dutch Auction Rate
Source Philip Olsen/Alan Clifton, Insurance Industry . . . . ys
Specialists Kitcat & Aitken Stockbrokers, Assn Of Insurance & Financial Analysts and with put options, recognition of true asset Transferrable Preferred Stock at $100,000 a
London a member of the New York Society of Secu- values, asset and liability matching, the qual- shared The offering is underwritten by
nty Analysts tty of reinsurance contracts with an eye to- Goldman, Sachs & Co and Salomon Broth-
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Proceeds of the $75 million offering will be
used for Transamerica's property/casualty
operations and to repay short-term debt, the

company says

Swiss Re

Swiss Reinsurance Co has announced that
its 1984 group earnings increased to 120 mil-
lion Swiss francs ($56 million), up 14 3% from
105 million francs ($49 million) in 1983 Gross
premium income in 1984 rose to 11 53 billion
francs ($5 38 billion), up 136% from 10 15
billion francs ($4 74 billion) in 1983

Inceased underwriting profits from life in-
surance business more than offset a sharp in-
crease in underwriting losses from casualty
and other non-life business, the company
said

In addition, Swiss Re is proposing an in-
crease in its non-voting shares to raise capital

A program to raise its participation certifi-
cate (non-voting share) capital will be pro-
posed to the company's annual general meet-
ing on Nov 22 in Geneva, Switzerland

Capital will be initially increased by 5 mil-
lion Swiss francs ($232 million) by the issue

of the remaining 100,000 shares approved by
shareholders in 1980

These shares will be offered on interna-

tional markets The issue price will be deter-

mined according to the market price at the
time of issue

Shareholders will also be asked Nov 22 to
approve the board's proposal to increase cer-

tificate capital (voting shares) by the issue of
270,000 shares.

Of these, 266,000 will be offered to existing
shareholders The issue price will be 750

System design Altman Information Systems francs ($348)



Where does a company
that turns waste into profits
find efficient insurance protection?
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Insteel millsaround the world, International Mill Service operates
systems that convert mill wastes and slag into useful commercial
products.

So with a corporate mind-set of high efficiency, IMS sought
insurance protection for their U.S. operations that would provide the
best casualty coverage in the most efficient way.

They found it at Northbrook.

Together, IMS and Northbrook worked out a loss-sensitive
pricing program. Essentially, itenabled IMS to operate much like a
self-insured.

According to Stephen Heumann,"What that did was increase
employee incentive toward loss reduction. And with continued
employee involvement, plus strong, ongoing communication

between IMS and Northbrook, the program continues to get better
and better."”

Take a lesson from IMS. See if the innovative Northbrook

approach to pricing can make your insurance protection more
efficient. Call your nearest Northbrook agent or broker today.

Formere memavon: - NNORTH Northbrook

J. Don Johnson

Assistant Vice President Marketing BROOK National Accounts
(312) 551-2990

A Division of Northbrook Property
and Casualty Insurance Company
South Barrington, lllinois 60010



