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update:
Judge's disqualification
delays coverage trial

SAN FRANCISCO-San Francisco Supe-
rior Court Judge Robert W. Merrill, who
was to preside over four long-delayed coor-
dinated asbestos insurance coverage cases
involving more than 75 parties, has disqua-
lified himself.

Judge Merrill's decision, announced at a
hearing on Oct. 1, shocked attorneys on both
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The Tylenol tragedy
Lawsuits to set liability precedents

By RHONDA L. RUNDLE

LOS ANGELES-Johnson & Johnson may
be liable for the deaths of victims who took

poisoned Tylenol even if lethal potassium cy-
anide was added to the capsules after the
product reached retailer shelves, legal ex-
perts believe.

Whatever their outcome, product liability
lawsuits brought against Johnson & Johnson
and its manufacturing affiliate, MeNeil Con-
sumer Products Co., are certain to plow new
legal ground because there are no clear prec-
edents to follow.

By late last week, a class-action lawsuit
that could generate refunds of up to $600 mil-
lion for Extra-Strength Tylenol customers
had been filed in Cook County, Ill., Circuit
Court against the Tylenol makers.

The suit charges that Tylenol capsules are
defective and negligently packaged. The esti-
mated $600 million nationwide refund in-
cludes a 50% markup on $400 million worth
of Tylenol products sold by J&J since 1981.

Three individual lawsuits also were filed

in the same court by Chicago attorney Leon-
ard Ring on behalf of relatives who survive
three deceased members of the Janus family
of Arlington Heights, Ill.

Besides Johnson & Johnson and its McNeil

subsidiary, these suits also name retailer
Jewel Food Stores Inc. and Jewel Foods of

Arlington Heights as defendants.
One of the Janus suits, whose beneficiaries

are two young children, seeks $10 million in
compensatory damages and $5 million for
pain and suffering. The other two suits, filed

Continued on page 77
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Policy covers product rehabilitation
By BETSY SHARKEY

NEW YORK-The Costs Johnson & John-

son will incur to rehabilitate Tylenol in the
face of public reaction to recent deaths asso-
ciated with the drug could have been covered
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Area residents sent samples of Tylenol to the Chicago Board of Health for testing.

High court to decide
on longshore ruling

By JERRY GEISEL

WASHINGTON-The Supreme Court will decide whether the
value of employee benefits must be considered when calculating
awards payable to injured workers under the federal Longshore-
men's and Harbor Workers' Compensation Act.

In a case that will affect thousands of employers, the high court
last week agreed to review the landmark ruling handed down by a
federal appellate court in Washington late last year (BI, Feb. 8).

Deciding how, if at all, benefits should be calculated in longshore
awards is just one of several key benefits and insurance cases that
are before the Supreme Court during its new term. They include:

• Whether the 1978 Pregnancy Discrimination Act requires em-
ployers to offer equitable pregnancy benefits to male employees'

Continued on page 75

Senate committee gives boost
to federal tort reform legislation

Page 2

by a unique new insurance policy offered by
broker Johnson & Higgins.

The Tylenol controversy surfaced 10 days
ago after the deaths of seven Chicago-area
residents were tied to cyanide-laced Extra-
Strength Tylenol capsules.

Tylenol is manufacturered by MeNeil Con-
sumer Products Co. in Fort Washington, Pa.,
a subsidiary of Johnson & Johnson.

Although authorities say in each Tylenol
case it appears the capsules were tampered
with after being bought or stolen from retail
stores, Johnson & Johnson's Tylenol brand
name has received a tremendous blow. The

product had projected sales of $500 million
this year and produced 8% of the company's
revenue.

With the product integrity impairment
coverage introduced by J&H in January,
companies could protect against just such an
occurrence. The policy, the first of its kind,
not only covers the cost of recalling the prod-
uct, but also offers other protection:

• If future sales are adversely affected by
either rumor or an actual event, the policy
would pay up to two years for loss of earn-
ings.

• If the product needs to be rehabilitated
through advertising, promotion or even re-
placement of the product, the policy would
cover these costs.

Continued on page 77

Judge rules Kaiser Steel
can deduct comp reserves

By KATHRYN J. McINTYRE

This is an important decision for
self-insurers and it ought to cause
them to think about self-insurance

programs because they are justified
for tax reasons,' Mr. Dawes says.

SAN FRANCISCO-Kaiser Steel Corp. will receive a
check from the Internal Revenue Service for $220,198

plus nine years' interest as a tax refund after winning a
signal victory for self-insurers against the government.

For Kaiser, the opin-
ion of Judge William A.
Ingram of the U.S. Dis-
trict Court for the

Northern District of

California strengthens
its defense against a gov-
ernment demand for

about $15 million in
back taxes since 1964.

For all corporations
that self-insure workers

compensation risks, the opinion is the strongest prece-
dent to date in the ongoing effort to deduct from in-
come their reserves for unpaid claims.

The basic issue before the trial court was whether

Kaiser was "reasonably accurate" in evaluating and
setting reserves for claims for which it had admitted
liability. The government argued it was not reasonably
accurate on a case-by-case basis and that the aggregate

accuracy was only luck.
However, Judge Ingram said in a 38-page opinion

that Kaiser did determine its individual and aggregate
liability with reasonable accuracy, allowing it to use the
accrual method of accounting in determining its tax-
able income.

"This case affects the

basic principles of tax
accounting," said Kai-
ser's trial attorney Paul
H. Dawes, a partner
with Thelen, Marrin,

Johnson & Bridges in
San Francisco. "The

court adopted an aggre-
gate method for deter-
mining reasonable accu-
racy.

"This is an important decision for self-insurers. It
provides them with an additional reason to self-insure,
and it ought to cause them to think about self-insurance
programs because they are justified for tax reasons."

There are an estimated 2,000 self-insurers in Califor-
nia alone that will want to cite this decision.

The government has 60 days from Judge Ingram's
Continued on page 74



2 / business insurance, October 11, 1982

,-update:
Rath agrees to pay PBGC

Asbestos trial delayed
Cont:nued from preutous page to terminate pension planssides and reopens the question of who will preside over the cases
The companies involved had fought for more than a year on
whether his predecessor should hear the cases By JERRY GEISEL formula that maximizes a company's net worth while

Judge Merrill said he disqualified himself because he recently the corporation uses a formula to minimize that worth
discovered his wife owns more than 500 shares of stock in American WASHINGTON-Rath Packing Co will pay the Rath told the PBGC that its creditors might force 11
Express Co, which is the parent company of a co-defendant m the Pension Benefit Guaranty Corp about $13 million and into liquidation proceedings unless the pension termi-
litigation, Fireman's Fund Insurance Cos Citing canons of judicial risk turning over a share of future profits in exchange nation controversy was quickly resolved
conduct, he said it would not be proper for him to hear the cases for a quick PBGC takeover of Rath's pension plans and Under the proposed agreement, Rath will pay the

The coordinated cases concern to what extent asbestos defen- $38 million in liabilities PBGC a total of $3 5 million by Sept 15, 1983 This
dants and their insurers will pay for the claims by victims Last week's agreement, sought by Rath's lenders, amount will cover mimimum contributions Rath was

eliminates the possibility of a long legal battle between supposed to have made to the plans in 1980 The Inter-
Meanwhile, Manville Corp in Denver, a leading plaintiff in the the PBGC and the Waterloo, Iowa, meatpacker over nal Revenue Service earlier had given Rath permission

California litigation, says it isn't paying settlements arranged before the proposed termination to temporarily waive the contributions because of the
the company filed for bankruptcy Aug 26, but the largest settle- of its three badly under- firm's financial instability
ment for $6 1 million won't be affected funded pension plans (BI, In addition, Rath will pay the PBGC $750,000 an-

Manville has stopped payments on all settlements since filing in Sept 13)
August for reorganization under the Federal Bankruptcy Act Rath's lenders were re-

nually over the next 13 years These payments will
begin in 1983 and will be guaranteed by PBGC liens on

Manville's $5 million contribution to a $6 1 million settlement will luctant to extend to the fi- Rath's property, accounts receivable and inventory
be paid, however, under a surety bond Manville had purchased nancially troubled com- Continued on page 73
from Federal Insurance Co, a subsidiary of Chubb Corp Manville is pany the working capral it 
liable to Federal for the payment unless it goes bankrupt needs to stay in business

The $6 1 million settlement involved an agreement with 141 until its exact liability to the PBGC was decided
plaintiffs, including former employees and widows of employees of When a company seeks to terminate an underfunded B/'s London bureau moves
Pearl Harbor Naval Shipyard in Honolulu pension plan, the PBGC, the federal agency that guar-

LONDON-Business Insurance's London bu-Concerns that the entire Manville bankruptcy proceedings would antees workers' basic pension benefits, takes over the
reau has moved to new officesbe delayed by a hiatus in bankruptcy law have been allayed by a plan and its assets

Supreme Court extension of the law until Dec 24 The PBGC has the right to collect 30% of a company's Associate Editor Stacy Shapiro can now be
Congress was supposed to rectify unconstitutional aspects of the net worth to pay benents it promised to its employees reached at 20-22 Bedford Row, London WC1 En-

bankruptcy code by Oct 4 under a previous Supreme Court ruling but didn't fund gland The new telephone number is 01-831-9696
(BI, Sept 6) but adjourned without taking any action But conflicts often occur because the PBGC uses a

Had the deadline not been extended, bankruptcy actions across
the country, including Manville's, would have been placed in limbo

Fewer product suits filed in U.S. cou rts
Accountant to pay Grant trustee

By JERRY GEISEL
NEW YORK-Ernst & Whinney has agreed to pay the trustee of Most product liability cases

the W T Grant & Co estate $2 million plus interest to settle claims WASHINGTON-The number

that lt should have done a better job auditing the retailer's accounts, of product liability cases filed in in federal courts
inventory and internal controls before Grant collapsed in 1975 federal courts around the country

Robert F Brodegaar, an attorney representing the Grant trustee, decreased last year, the first time a State 1982 1981 increase

Colcreaselsaid the agreement was reached in June He also confirmed that the decline has been recorded since the

bankrupt estate will pay Ernst & Whinney $10,000 to settle claims mid-1970s
1. Texas 1,039 745 39.5%lodged by the auditors Product liability complaints filec

In another legal matter involving an accountant, Chase Manhat- in U S District Courts decreased 2. Pennsylvania 654 626 4.5%

tan Bank and Manufacturers Hanover Trust Co, both of New York, 14% in fiscal 1982 compared with 3. Ohio 474 255 85.9%
have sued Arthur Andersen & Co in U S District Court, charging it fiscal 1981, according to a report by 4. New York 474 549 (13.7%)was negligent in reviewing the financial statements of Drysdale the administrative office of the

Government Securities Inc, which collapsed in May U S courts 5. Michigan 465 440 5.6%

Chase Manhattan lS asking for $285 million, the amount it lost in The preliminary report, which 6. Massachusetts 440 330 33.3%
the Drysdale collapse, from Andersen, Drysdale and ltS officers and will be officially released later this 7. California 357 405 (11.8%)a New York securities broker Manufacturers is seeking treble dam- month, shows 8,944 cases filed in
ages for its $21 million in losses from the same defendants fiscal 1982, which for the federal 8. Louisiana 349 382 (8.6%) 1

court system ended June 30, com- 9. Mississippi 308 330 (6.6%)
Fourth sentenced in Sasse case pared with 9,071 in fiscal 1981 10. Connecticut 229 166 41.6% 

But product liability experts say
NEW YORK-Allen Assael of New Jersey, who pleaded guilty the decrease may represent a shift

last year to charges of fraudulently diverting premium owed to the of more cases to state courts where Source Administrative Office o. the U S Courts

Sasse Syndicate at Lloyd's of London, has been sentenced to one Continued on page 78
year in prison and five years' probation

Co-defendants in the case, who pleaded guilty to a variety of
charges, also have been sentenced They are John V Goepfert of
New Jersey, who was sentenced to 10 years' imprisonment and five Last-minute approval by panel
years' probation (BI, Oct 4), Richard Mamarella of New Jersey, five
years' probation, and Dennis D Harrison of Florida, three years'
imprisonment and five years' probation gives tort reform bill big boost
Retirement plans to appeal By JERRY GEISEL Stevens of Alaska and liberal and of injury Sen Gorton was con-

NEW YORK-Two college retirement plans are appealing to the moderate Democrats like James cerned that a two-year limitation
U S Supreme Court a federal appeals court decision that requires WASHINGTON-A Senate com- Exon of Nebraska and Daniel In- could unfairly deprive accident
them to stop calculating retirement benefits based on sex-distinct mittee boosted the chances that a ouye of Hawaii voted for the mea- victims of access to the courts
mortality tables federal product liability bill will sure • Removing a provision that

The Teachers Insurance & Annuity Assn and the College Retire- pass next year by approving the That bipartisan backing will at- would have required a plaintiff to
ment Equities Fund also want a stay of the appellate decision legislation before Congress ad- tract support from many other identify the specific manufacturer

Journed Oct 1, but a House panel members of Congress next year of a product to establish liabilityThe ruling, handed down Sept 29 by the 2nd Circuit Court of
Appeals in New York, requires the plans to pay men and women delivered a jolt to enactment of when a new tort reform bill is in- That provision challenged the
retirees equal benefits for equal contributions based upon unisex longshore reform this year troduced, observers say 1980 Sindell decision by the Cali-
mortality tables that do not calculate benefits based on the differ- The federal tort reform bill, S In addition, the committee vote fornia Supreme Court That ruling,
ence in life expectancy for men and women The court decision is 2631, proposed by Sen Robert Kas- ensures a staff report that will offer which involved the anti-miscar-
retroactive to May 1980 ten, R-Wis, was approved 8-2 by an objective analysis of the nation's riage drug DES, said when a prod-

the Senate Commerce Committee, product liability problems and uct causing injury is made by many
winning broad bipartisan support show how the bill would help re- different manufacturers and the

For example, Republican moder- duce those problems specific manufacturer can't be
inaex ates like committee Chairman Rob- The report will be "a rationale identified, liability must be divided

ert Packwood of Oregon, Slade for action," said Les Cheek, vp-fed- among all manufacturers based on
Gorton of Washingtcn and Ted eral affairs for Crum & Forster market share

Around the states 72 Spotlight report 11 Congress is much more influenced The "anti-Sindell" provision was
Benefit beat 4 Washington 65 by committee reports than analyses deleted because committee mem-
BI ticker 79 ' errors & prepared by parties with a vested bers believed it was too broad and
Books & ideas 48 Vol 16, No 41-Business Insur- interest in the legislation, another could have let companies off the
Classifieds 76 ance (ISSN 0007-6864) is published observer noted hook even if they were negligent
Comings&goings: buyers 70 weekly at 740 Rush St, Chicago, omissions, However, the Commerce Com- • Tightening a section dealing
Comings&goings. industry 72 Ill 60611 Second-class postage is 4 mittee agreed to a series of changes with the liability of wholesalers
Datebook 57 paid at Chicago, Ill, and at addi- before lt approved the legislation, and retailers Under the revised

• An article in the Sept 13Editorial opinions 8 tional mailing offices Postmaster mainly at the insistence at Sen section, wholesalers can be held li-
Info issue listing the health mainte-70 Send address changes to Business Gorton, who once served as Wash- able if they had a reasonable oppor-

nance organization options theInsurance services guide 78 Insurance, circulation depart- ington state's attorney general tunity to inspect a pre-packaged
state of Wisconsin offers ltSLegal briefs 46 ment, 740 Rush St, Chicago, Ill, These changes included product and the inspection would

Markets 69 60611, 312-649-5221 Copyright , employees failed to mention • Removing a statute of limita- have revealed a product's defect
Family Health Plan of Mil-Perspectives 45 1982 by Crain Communications tions provision that would have re- Originally, wholesalers were

Products & services 71 Inc waukee
quired plaintiffs to file suits no under no obligation to open a pre-
later than two years from the time Continued on page 73
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Taming the Arctic
$80 million involved

Alaskan theater group drops curtain on risks
in Howden scandal

By DANIEL BRIGHAM
By STACY SHAPIRO

other theater groups
But the complicated risks are covered rather sim- LONDON-Alexander Howden Group PLC could have lost $80 mil-

ANCHORAGE, Alaska-The world's only Es- ply lion had it not recovered funds allegedly misused by five of its ex-directors
kimo theater group takes its show "on the road" this The property, because of the fluctuating values and received claims money from reinsurers the ex-directors allegedly
month with insurance against hazards that include and the range of exposures, presents a complicated owned, sources close to auditors for Howden and its parent say
being shot down by Soviet planes situation mace simple by the standard industry the- Of this amount, Howden and parent Alexander & Alexander Services

The Dukat Teateret, a group of Eskimo per- atrical floater form," notes Alexander & Alex- Inc claim $55 million was misappropriated by the five former Howden
formers from Greenland, will visit 13 Alaskan com- ander's M- Earling directors and diverted to the reinsurance companies
munities this month and next The toUr lS sponsored Mr Darling describes the policy, provided by In- But another $25 million in liabilities incurred by Howden's underwriting
by the Alaska Repertory Theatre, which has found surance Co of North America, as a "very broad group was separate from the money allegedly misappropriated, say sources
that this tour and the others it sponsors can create named-perils policy Coverage is included for fire, close to the auditing firm of Deloitte, Haskins & Sells
"very complicated insurance situations," says David lightning explosion, collapse of bridges and cul- Those liabilities, which had never been noted on Howden's ledgers, were
Darling of Alexander & Alexander Services Inc in verts, floods, windstorms, cyclones and tornadoes, discovered a few months ago by the auditors In August, A&A pumped $25
Anchorage damage by aircraft, smoke, theft, burglary, holdup, million into Howden subsidiary Sphere Drake Insurance PLC to cover

When the repertory theater brings a touring collision, ipset and overturn of land conveyances, those liabilities, the sources say
group to Alaska, lt provides technical equipment, stranding sinking, burning or collision of vessels A&A has filed suit against the former Howden directors-Kenneth V
props and transportation, so any property losses and and crash or collision of transporting aircraft " Grob, Ronald C Comery, Alan J Page, Jack H Carpenter and Ian R
third-party liability risks are its responsibility It INA recensly added coverage for water damage, Posgate-to retrieve the funds that were allegedly misappropriated (BI,
also must have workers compensation insurance for strike, riot and vandalism, malicious mischief, brea- Sept 27)
any of the touring troupes' players kage and sprmkler leakage and earthquake A&A says in the suit that the five men allegedly filtered the money

Some of the exposures Contznued on page 78
the Rep faces are  ·**64*044-4, -7.......A
uniqueFor example, consider  •, ...f.

Defendants in asbestos suits
the tour of the Dukat  ----
Teateret Of the stops on r*.YTE#&,j:-PLI
their tour, four are =w---- . can use new defense: Court
north of the Arctic Cir-

cle and only two are By STEPHEN TARNOFF Washington, leaving asbestos

connected by roads On \
claimants without a remedy

top of that, two stops- SEATTLE-Asbestos litigation More importantly, the defen-

Gambell and Savoonga defendants can escape liability by dants hope that other courts where
on St Lawrence Island =1-----*4•6' Z/' 4 2

successfully arguing their products asbestos cases are being tried will
-are so close to Soviet .% conformed with government specl- follow Judge MeGovern's decision,
air space that naviga-

A fications, a federal Judge has ruled which could free them from habil-
tional maps of the area The order, handed down Sept 14 ity in thousands of cases
note that straying pilots \32 7. by Walter T MeGovern, chief "It is our opinion that this deci-
. may be fired upon Judge for the U S District Court for mon by Chief Judge McGovern

without warning " the Western District of Washing- should effectively unclog the log-
"It's quite the chal- ton, could prove to be a major Jam of asbestos cases in the state

53. 1"f * 1
lenge," says the Rep's breakthrough for asbestos pro- and federal courts throughout the
Bennett Taber, who as 0. ducers United States," says Leonard L

production manager is 4#9,. ur'
Judge MeGovern's order allows Rivkin of the Garden City, NY,

responsible for trans- vmr, 21le: -% eight asbestos defendants to argue law firm of Rivkin Leff Sherman
porting the troupe and Photo Alaska Repertory Theatre in a separate trial that they are not & Radler
all the necessary props, The theater's coverage protects its property from a wide variety of perils. liable for asbestos-related injuries "Basically, we will take it and

costumes, lighting, since they produced and sold their run with it across the country
sound and other technical equipment The repertory's theater's deductible on the policy products to conform to government "It is the first time a judge (in as-

He is also responsible for finding insurance for all is 1% of the loss or $250, whichever is greater, per specifications-what is known as bestos cases) has ever ruled on the
this mobile equipment occurrence The premium for the 1981-82 fiscal year the government contract or specifi- motion," Mr Rivkin adds "We as-

"I thought I had touring down pat until I came to was $14,000 cations defense sume that other judges will follow "

Alaska and lost the Interstate highway system," he All insured items are scheduled, notes Mr Taber Manufacturers that sold asbestos Mr Rivkin's firm, which repre-

explains He says the Rep gives its agents a monthly com- products to other commercial en- sents Pittsburgh-Corning Corp in
The Rep has about $1 million in mobile property, puter-ger erated inventory of all items and their terprises could also be covered by the Washington state action, has

and at any given time during the touring season is value the defense as long as the products filed similar motions in Connecti-
transporting about $500,000 worth of lt to water- "The Rep pays an estimated premium at the be- conformed to government specifi- cut, Maine, Virginia and Califor-
locked cities in the southern part of the state and to ginning of the policy term, and the premium is ad- cations, the ruling said nia

remote, ice-locked villages in the north and west Justed when required to take into account the fluc- Under Judge MeGovern's order, The ruling could affect asbestos

The values and descriptions of the property are tuating values," says Mr Darling He notes that the separate trial will be conducted suits filed by shipyard workers in
never constant because the Rep borrows many of while the exact items change occasionally, the value to determine whether the contracts about 10 to 12 Jurisdictions where
the unique props U needs usually remains at about $1 million between the defendants and the the defendants manufactured as-

"We've had productions calling for an 18th-cen- The task of safely transporting all this equipment government meet criteria laid bestos products in accordance with
tury armoire, a collection of African animal trophy is made more difficult by Alaska's lack of roadways down by the court for the defense government specifications, Mr
heads and for suites of designer furniture for a New and severe weather to apply Rivkin said

York City townhouse set," Mr Taber notes Modes of transportation vary according to loca- A favorable ruling for the defen- More than 50% of the thou-

In addition, the Rep loans its own property to Continued on page 76 dants could relieve them from lia- sands of current asbestos plain-
bility in the approximately 15 cases tiffs may have been exposed
pending in the Western District of Continued on page 76

Firms hiking health plan deductibles: Study
By JAMES C. LAWSON Fortune 500 in- Forty percent On the high and low end of the deductible

dustrial com- How companies raised of the respond- scale, only 14% of the respondents have de-
NEW YORK-Employers are boosting panies as well as ing employers ductibles higher than $250 and only 14%

employee health insurance deduct.bles to leading utilities, deductibles said they do not have deductibles in the $25-to-$49 range
control costs and make workers more re- service firms, plan to change One Midwestern employer of 32,000 told
sponsible for medical care spending banks and other

How doductble % of compani- the deductible TPF&( that it recently raised its annual de-
Nearly a quarter (22%) of the 272 employ- financial institu- 525-$49 1.4

level for indi- ductible for family coverage plans to $300
ers who responded to a recent Towers, Per- tions across the vidual coverage from $200 It also raised deductibles for indi-
rin, Forster & Crosby cost-containment sur- country $50-$74 18.4 and 42% said no vidual coverage plans to $150 from $100
vey said they have boosted deductibles on "What we're $75-$99 9.9 changes in de- The next most popular cost-containment
individual coverage plans in the last three seeing is the be- $100-$149 58.9

ductibles are measure among the companies that were
years ginning of a planned for fam- surveyed is limiting full payment of hospital

And, 20% said they have increased the de- trend to not $150-$199 7.8 ily coverage bills

ductible employees must pay under family reimburse $200-$249 2.1 Of the em- In the last three years, 15% have applied

coverage plans everything,'' more than $250 1.4
ployers who new or reduced limits on "in-full" payment

In addition, 37% of the employers said they explains David have made of hospital benefits, the survey shows An-
are considering raising deductibles under in- L Glueck, a vP Source Towers, Perrin, Forster & Crosby Inc changes in de- other 30% are considering doing so
dividual coverage plans and 35% said they m TPF&('s Chi- ductible levels, However, more than half (52%) have no

might boost family coverage plan deduct- cago office most (58 9%) in- plans to do so
ibles "Employers are realizing they have to stituted deductibles of $100 to $149 Seven percent of the employers that for-

The TPF&C survey was mailed to 390 Em- make employees more responsible for health Another 18 4% use deductibles of $50 to merly paid the full premium for health care
ployee Benefits Information Center member costs They want to make employees more $74,9 9% make employees pay deductibles of insurance are now making employees share
companies last summer With 272 returning conscious of their med.cal buying decisions " $75 to $99 and 78% have plans with deduct- the cost for individual coverage Another 6%
a cr leted survey, the response rate was But while man> employers are altering ibles of $150 to $199 have begun to make employees share pre-
1r deductibles as one of their cost-containment Two percent of the employers said they mium costs.for dependent coverage

, computerized data base that tactics, a significant number of the surveyed now require their workers to pay an annual Another 15% are considering making em-
resource unit for a variety of employers still are not deductible of $200 to $249 Continued on page 78
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GAF to replace pension plan with profit-sharing
GAF Corp. is hoping to zerm 1-

nate its current defined benefit

pension plan covering 2,500 sala-
ried workers and replace it with a
profit-sharing plan with 401(k) sal-
ary reduction features.

The GAF Capital Accumulation
Plan is a move to "streamline and

modernize" the benefits program to
suit the needs of both the New

York-based cornpany and hs em-
ployees. a spokesman for the spe-
ciality chemical and building ma-
terials company says.

"We're a different company now
and our needs are differen: and our

employees' needs are different,"
the spokesman explains. "We want
to provide a retirement program
that will provide our employees the
best advantages "

Company officials say the new

defined contribution p.an will

benefit beat

al_ow employees to defer a portion
of their annual salaries for tax pur-
pcses, while increasing their retire-
ment savings through several
stock, bond and mutual fund op-
tions.

In add:tion, empicyees will be
inimediately vested in the new
plan when it begins Jan. 1. Under
GAF's current defined benefit pen-
si·in plan, employees are fully
vested only after they complete 10
years of service with the cornpany.

The termination of the zurrent

pension plan is subject to the aF-
proval of the Internal R2venue
Service and the Pension Benefjt

Guaranty Corp. GAF says it hopes
to profit from the estimazed $35

0 4

.Al

f

millicn in assets left in the plan
after it is terminated.

All employees' accrued benefits

will become vested when the plan
is terminated. They will have the
option of taking those benefirs in a
lump-st-m cash amoun-, purchasing
an annuity that will pay benefits
upon retirement or rolling the
amount into the new profit-sharing
plan.

Employees choosing to take a
lump sum will have 60 days in
which .0 invest in an Indiv-dual

Retirement Account or they will

have to pay taxes on the amo-n
received.

Thcse who choose to contritute

to the new retirement plan w_11 be

d

allowed to contribute a maximum

of 25% of their annual salaries to

the plan. They will not have to pay
federal income taxes on contribu-

tions of 15% of salary or less, al-

though this amount cou_d change
when final plan provisions are
drafted. GAF officials say they still
are working out contribution, with-
drawal, loan and other financial

details of the plan.
GAF will automatically make a

profit-sharing contribution to the
plan equivalent -0 3% of an em-
ployee's annual salary, regardless
of whether the employee contrib-
utes to the plan. The company will
also contribute an amount equal to
two-thirds of the first 69E of salary
an employee's contributicns.

All company and employee con-
tributions to the Elan are tax-
deferred income.

Under the contribution schedule,
an employee earning $15,000 an-
nually, for example, will automati-
cally receive a contribution from
the company of 3% of income
($450). If the employee contributes
10% of income ($1,500), the com-

pany will contribute an amount
equal to two-thirds of the first 6%
of salary contributed ($600).The
employee will then have retire-
ment savings of $2,550 in the plan.

Employees will have the choice
of investing their contributions in a
bond fund, a common stock fund, a

money market fund or any combi-
nation of these. The plan is man-
aged by Citibank of New York.

All salaried employees under age
65 are eligible for the plan, al-
though employees hired after Jan.
1 must be with the company for at
least six months before they can
participate. New employees will be
allowed to join the plan only on
Jan. l or July 1 of each year.

GAF is offering the plan only to
salaried employees and has no im-
mediate plans of extending it to
cover hourly workers, who are
covered by a separate pension plan.

GAF Corp., a Fortune 500 firm,
began reducing its overall work-
force in 1977 when it started di-

vesting itself of certain operations.
The firm reported a net loss of $26
million on net sales of more than

$672.5 million during fiscal 1981.

Self-insurance

The Chesapeake & Potomac Tel-
ephone Co. of Baltimore, a unit of
the Bell System with more than
45,000 employees, is now self-insur-
ing its major medical plan. It has
selected Group Health Insurance &
Medical Services of D.C., a Blue
Cross affiliate, to administer the
plan.

The telephone company had pre-
viously insured the major medical
coverage with The Travelers Insur-
ance Co., while self-funding basic
hospitalization coverage.

Major medical coverage has not
been changed with the switch to
self-funding, says, Charles Lamdin,
a district staff manager in charge of
benefits.

The plan pays 80% of all charges
up to $5,000 in a calendar year and
pays 100% of all charges above that
amount.

Employees and retirees must pay
an annual deductible equal to 1%
percent of their annual salary or
pension. The annual deductible
must be no less than $25 and no
more than $125.

The plan has a $50,000 lifetime
maximum for retirees and no max-

imum for active employees.
C&P Telephone employees are

scattered throughout Virginia,
West Virginia, Maryland and the
District of Columbia.

Benefit increase
United Parcel Service of

America Inc. has boosted its weekly
health and welfare contributions

for members of the International

Brotherhood of Teamsters by $10
per employee.

The Teamsters won the benefit

increase in a recent contract nego-
tiated with the delivery company
based in Greenwich, Conn. The 37-

month contract, retroactive to May
1. covers 85,000 employees.

The benefit increase boosts UPS

contributions to $70 to $100 per
week per employee, depending
upon local agreements. The Team-
sters union administers the contri-

butions to provide health, life and

disability insurance and pension
benefits to the UPS employees.

Made any benefit changes? Write
James Lawson, Associate Editor,
Business Insurance, 220 E. 42nd St.,
New York, N.Y. 10017; 212-210-0143.
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If you're responsible for local nationals' employee benefits in small
overseas subsidiaries, you should know about John Hancock's International
Group Program.

Because now IGP has a Small Groups Pool which offers immediate
cost savings and quality service to groups of almost any size. Ask y6ur
international broker or consultant. Or call Mike Allan at (617) 421-2548.

Flexible · Competitive · Experienced
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8/ conference could help cut benefit costs
CHICAGO-"Cutting costs" is a

common phrase in business today.
It also is the theme of a conference

sponsored by Business Insurance
called "The Dollars & Sense of

Communicating Employee Bene-
fits," to be held Nov. 1-2 in Chi-

cago

The conference will offer ideas

on how to effectively and effi-
ciently communicate employee
benefits. In keeping with this
theme, Crain Communications Inc.

has arranged air fare disccunts of
up to 50% and special hotel rates for
conference participants.

Early registration for the confer-
ence begins Sunday, Oct. 31 from 5
to 7 p.m. Some of the entries in BI's
10th annual Employee Benefits
Communications competition will
be on display.

Registration continues on Mon-

day morning. A continental break-
fast will be served and the EBC

gallery of entries will again be open
for browsing.

The conference will begin with
opening remarks from BI Editor
Kathryn J. Mcintyre. The first
general session will feature Don
Sheppard, a vp at William M.
Mercer Inc. in San Francisco, who

will speak on "Budgeting for Bene-
fits." He will focus on how em-

ployee benefits communication
programs can effectively reach em-
ployees.

Frank Morgan, vp of human re-
sources at Berol Corp. of South-
bury, Conn., and Fred Halperin, a
consultant with Hewitt Associates,
will then lead a session called

"Reading Employee Needs Can
Save Time & Money." Mr. Morgan
and Mr. Halperin will explain how

to develop an employee attitude
survey and how to incorporate the
results into a benefits communica-

tion program.

"Getting Em- r-- _
ployees to Listen
& Act," a pre-
sentation by
Alan Turetz,

formerly assis-
tant vp of Citi-
bank in New

York, will offer

tips on how to
help employees
understand and Mr. Morgan
use their bene-

fits.

After lunch, concurrent sessions

will begin. These smaller, working
groups will be repeated later in the
afternoon and again on Tuesday
morning so that participants can at-
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We can write risks in places
like Fly and Getaway, so
you know we can provide
the coverage you need
wherever you are.

In fact, we are authorized
to write a broad range of
flexible, imaginative prop-
erty and casualty insur-
ance programs throughout
all 50 states. O.r facilities
are available on both an

admitted and non-admitted

basis.

Our Corporate Risk
department underwrites
workers' comp. general
liability and automobile
liability for industrial and
commercial businesses,
contractors, service firms
and utilities.

Our nationwide network

of Managing General
Agents provides an excel-
lent source for excess and

surplus lines business and
special programs.

And Armco Underwriters

Agency is our underwriting
manager for umbrella liabil-
ity, special risk fire and
inland marine.

We'd like to tell you more
about us and where we

can help you. For more
information write: Armco

Special Risks, Marketing
Dept. AG-222, 1221 River
Bend Drive, Dallas,
Texas 75247.

tend all three. The concurrent ses-

sions are:

• "On Your Own." Elayne
Lewis, a benefits analyst with
Eaton Corp., will tell how to de-
velop, start and
maintain an in- 
house communi-  1
cations program.  
Pointers on -21'll

writing pam-

given. L mr,
• "Persona- Ms. Lewis

lizing Benefits."
Robert Youngberg, benefit state-
ment consultant with Buck Consul-

tants Inc., and Mel Borleis, vp-com-
munications services at A.S. Han-

sen Inc., will describe how to orga-
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nize, design and distribute
personalized employee benefit
statements. Various types of state-
ments will be analyzed.
• "Pre-Re- 1

tirement Plan- 0;' ) ,

sor of retirement

counseling at -
Fluor Corp. in 18
Irvine, Calif., 'will explain how - 5-* 6-
to administer a 
pre-retirement Il.I
counseling pro- Mr. Cable

gram and exam-
ine retirement issues in which em-

ployees are interested.
On Monday evening, conference

participants are invited to attend a
dinner and reception at which the
EBC competition awards will be
presented. One of the winning au-
diovisual entries will also be
shown.

After the concurrent sessions are

repeated Tuesday morning, a gen-
eral session, "Using Audiovisuals,"
will be presented by Joan Beugen,
president of The Creative Estab-
lishment, an audiovisual presenta-
tion firm in Chicago. She will ex-
amine how low-cost audiovisual

programs can effectively get bene-
fits message across to employees.

After lunch, the general sessions
continue with Herb Zeltner, a mar-
keting communications consultant,
and conference participants taking
an in-depth look at some of the
EBC competition winners.

Another session, "Getting Em-
ployees to Share the Cost and Re-
sponsibility," led , _
by Robert Penz-
kover, director 1
of benefits at

The Quaker Oats
Co., explores
how to deal with

difficult situa- A 
tions and en-

courage employ-
ees to get

0.
involved finan- Mr. Penzkover

cially with their
benefits. The focus will be on Indi-
vidual Retirement Accounts and

salary reduction plans.
After a wrap-up session, the con-

ference adjourns at 5 p.m. Tuesday. 1
The conference fee is $475, with ,

a 10% discount to additional partici- '
pants from the same company. Thist
fee includes all sessions, a work-
book and educational materials,

Monday's breakfast, coffee breaks,
lunches, a cocktail reception and
the EBC awards dinner.

Hotel accommodations are not

included in the registration fee.
Special rates of $72 single and $86
double are offered at the Knicker-

bocker Hotel, the conference site.

Special discount air fares have
been arranged by Travel Head-
quarters Ltd. in Chicago. Informa-
tion about these fares from several

major U.S. and Canadian cities will
be included with conference regis-
tration confirmations.

To register or receive more in-
formation, contact Ann Vazquez,
212-210-0137, or Beth Levine, 212-
210-0229, at Business Insurance,

Communication Services Depart-
ment, 220 E. 42nd St.,New York,

N.Y. 10017. .

Damage assessed
NEW YORK-A series of storms,

including wind, hale and torna-
does, that struck portions of Colo-
rado, Wisconsin and Missouri
caused an estimated $8 million in
property damage, according to C.E.
Hermanson, vp of property claims
services at the American Insurance
Assn.

The storm, one of a long series
this year, was assigned Catastrophe
No. 71 by the Insurance Services
Office.
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Every insurance client who uses compu
ters is a prospect

Today, unauthorized computer access is
a serious problem. News stories every day
confirm it: computer data thieves, industrial
spies, even youthful pranksters, can gain
access to ultra-confidential computer pro-
grams and data banks. And this electronic
intrusion can be extremely costly-consider
the expense involved if the computer
system is shut down, funds or inventory
are transferred illegally, records are
destroyed, or confidential information is
released.

Allit takes is a compatible terminal and
a telephone. And financial institutions are
just one of many targets. Corporations,
universities and others are potential marks
for electronic-age mayhem or malicious
intrusion via telephone lines, satillite trans-
missions or microwave interception, among
others. That's why, in addition to EDP
E&0, Blanket Bond, EDP Property, etc.-
organizations who use or provide computer
services need to be insured against
"electronic interlopers."

But, as expected, Shand, Morahan has
the solution: a policy designed as a natural
complement to existing coverages to pro-
tect against the financial consequences of
64unauthorized computer access." This new

*,*.- ' policy provides both first party protectionand third party liability, and can be custom-
-  = tailored to your client's specific needs. It

protects your client not only against fraud-
ulent access to the computer system, but
against mischievous or accidental access

< as well.

For complete information on this flexible
new coverage, contact:

Il Shand, Morahan
••&Company, Inc.

One American Plaza, Evanston IL 60201
312/866-2800, Telex 72-4328
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editorial opinions
Consider the unconventional

TF YOU EVER doubted that risk and employee bene-
1fit management jobs are becoming more financially
oriented and less insurance-oriented, this week's spe-

cial report on financial services should convince you.

Bankers are beginning to
00000

spot a market in these spe- '\
cific corporate departments, 0 \

which means banks recognize o
O d

those functions as financial

work.

But there is more excite-

ment between the lines of 0 [0
this special report than that

O 0,0
recognition.

We think the develop- o 04
ments reported this week are

the first rumblings of a revo- 0 lution in the source and type
0 0 0of services offered to cor-

porations to fill their needs in o o; 0
risk and employee benefit m .st

management programs.

The key concept is unbundling. Just as the unbun-

dling of insurance company services revolutionized the

way risk and employee benefit programs are funded
and administered, so will the unbundling of banking
services.

We are concerned, however, at how few people seem
to have pondered these developments and how they

can be capitalized upon to create more economic and
efficient risk and employee benefit management.

We wonder if many people in risk and employee

benefit management departments-and especially peo-
ple in the insurance industry-aren't ignoring these
early developments in much the same way that the

first captive insurance companies and first self-insur-

ance programs were ignored.
When those programs were developed, conventional

wisdom held that they were aberrations that would
soon fail and prove to be worthless to most corpora-

tions. Many corporations sat back and waited to see

how other companies fared with their captives and
self-insurance programs. Many insurance companies

refused to cooperate with self-insurers.
Now, these hesitant cor-

000003

porations and reluctant sup-

2 pliers are trying to catch up
with the forerunners that

O have been reaping the sav-

ings-and profits of serving
0 0

-well-managed programs.

o Although, to our utter
amazement, there are still

f I some insurance company ex-
ecutives who continue to

rally against self-insurance
o programs, most .people agree

corporations of different sizes

- 4 0 can and should assume vary-; 9 3

ing amounts of risk to eco-
S, « nomically fund their prop-

erty and casualty risks and

employee benefit programs.
If insurers don't look over

their shoulders now at what banks are doing, they may
find in a few years that they are wiping the dust off
their faces kicked up by new banking competitors.

Now that the first banks are moving into services

designed for risk and employee benefit· management

departments, the conventional wisdom of using only

conventional markets should be questioned.

Corporate executives in search of services needed in

funding and' administering risk and employee benefit
programs should broaden their search beyond the con-
ventional sources of brokers, insurers and administra-

tors. Look into what the banks offer you.
This, of course, will require that you sharpen your

skills to make financial comparisons among the various
services you are offered. You will have to be the finan-
cial executive that the bankers think you are.

Gearing up for a fight. .
HANK YOU Judge William A. Ingram.
1 As we report on page 1 this week, Judge Ingram

has issued an opinion that Kaiser Steel Corp. in Cali-
fornia is entitled to a tax deduction for its self-insur-

ance reserves to pay workers compensation claims.
This is a victory for all self-insurers of workers com-

pensation, that according to the Internal Revenue Ser-
vice should fund their self-insured reserves with after-

tax dollars.

But we hasten to urge everyone to keep this victory
in context. At best, it is a battle won. The war certainly
is not over.

You can bet that the Internal Revenue Service is

going to take this issue up in other cases and in other
districts where it hopes it has a better chance of win-
ning its argument.

The war will be won only when either the Supreme

Court upholds a corporation's right to take tax deduc-
tions for self-insured work comp reserves or when leg-
islation is passed to clarify the tax code on this issue..

In the meantime, we suggest that corporations wage
their fights on both levels.

Fight your case with the IRS when you are chal-
lenged. Demand your right to a full tax deduction for
your self-insured reserves for uncontested workers
compensation cases. Don't settle for 50 cents on the dol-
lar. If the IRS is willing to settle with you, it means the
IRS doesn't want to litigate your case because it is
afraid you will win. While the IRS is looking for the
kind of cases it wants to litigate, corporations should be
standing firm to litigate the kind of cases they know

they can win.

But do everything you can to heighten your chances
of winning. Act now te satisfy the all-events test.

It appears safe to assume that the courts will accept
that a workers compensation claim establishes liability.
What is less safe to assume is what will be needed to

convince the courts that you established your liability
reserves with reasonable accuracy. We suggest you use

every means possible to be accurate in setting your re-
serves and that you update them often. The govern-
ment's lawyer suggested to us that reserves should be
updated every 60 days.

Prepare to fight for your right to tax deductions for
self-insured reserves in the legislative arena, too. The

Loss Reserve Deduction Committee (BI, April 26) is be-

ginning that fight and will call on you for your lobby-

ing support in time and money.

Something to cheer
HILE WE'RE ON the subject of battles, a majorone was won when the Senate Commerce Com-

mittee approved a federal product liability bill.
A year ago, its sponsor, Sen. Robert Kasten, R-Wis.,

was the only senator who showed an interest in federal

tort reform. Now, the legislation has attracted broad-

based Senate support, and observers give it a 50-50
chance of being passed by the full Congress next year.

Although the bill is not yet law, the committee vote
proves what can be accomplished when employers
speak up and tell congressmen what theywant.
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RISK MANAGERS: WE KNOW WHAT IT'S LIKE.
THAT'S WHY WE'RE THE BEST
BACKUP IN SELF-INSURANCE.

More and more businesses today are enj oying the cash-
flow advantages of self-insurance. But workers' comp can
be full of pitfalls for the risk manager. You need the most
dependable, authoritative backup you can get.

Introducing EBI Services, Inc.
We've earned our credentials, with more than a

decade of unsurpassed achievement in workers' comp
through EBI Companies. These proven services now
are available to risk managers for self-insurance, in
custom packages or unbundled form. Prompt claims
management. Instant, computer-based record access.
ConsultativeTM loss control, and monthly loss analysis
statements. Thorough reporting to regulatory agencies.
Ultimately, lower net cost to the self-insured.

In short, EBI Services means comprehensive backup
to end the anxiety of self-insurance administration.

Call toll-free: California, Brian Shutts, (800) 652-9580.
Northwest, Jerry Johnston, (800) 652-6313.

EBI SERVICES, INC.
; ORIONGROU INC.

01982 EBI Services, Inc.



Captives: Chart your course with one
who knows the waters.

Self-insurance is one thing. Forming and
operating a captive insurance conany is something
else again. At The Travelers, we aon'tjust under-
stand the difference, we can make the difference.

Whether your captive is new or established,

foreign or domestic, The Travelers can meet your
needs. Efficiently and effectively. Our people are
trained specialists who, together with your broker
and captive managers, can steer you through the
complexities that tace a captive. These include pro-
jecting total losses, estimating service costs, and
addressing tax questions, as well as suggesting cash
reserve limits and choosing appropriate reinsurance
mechanisms. In fact, we can even manage your
investment portfolio.

1

The Travelers is further equipped to supply
the support services that can lead to a smooth and
profitable operation. Our claim and engineering
services ana our loss reporting capabilities have
made us a leader in the insurance industry. Your

needs in these areas will be met

by seasoned frofessionals who
pride themselves on innovation
and flexibility.

And when it comes to

«fronting;' The Travelers is the
company to have behind you.
We're notjust licensed in every
state, we're in every state. This
assures promptpersonal attention
from people who understand
local insurance regulations. We
also offer our captive clients
unrelated thirdparty business
from a large stable book.

Association Captives are
another of our specialties. In
addition, to our countrywide
presence and ability tprovide
localized service, Ttle iravelers
can draw upon a nationwide
pool of underwriting talent to
achieve equitable premiums for
association members.

Ifa non-owned captive is
a reasonable risk-funding alter-
native for a-parent corporation,
we even ofter the capacity to

66Rent-A-Captive:'
Chart your course with one who knows the

waters. Whether your insurance needs are tradi-
tional or transitional, you can depend on
The Travelers.

For a series ofbrochures, «Risk Manasement,
A Financial Model;' contact: Richard C. Bart)ieri,
(203) 277-7579, The Travelers, One Tower Square,
Hartford, Connecticut 06115.
Or send us the coupon below.

TO: Please send your series ofbrochures,
The Travelers "Risk Management, A Financial Modeli' to:
One Tower Square
Hartford, CT 06115 NAME

COMPANY PHONE

Att: ADDRESS

Richard C. Barbieri CITY STATE zip

81-10-11-82 -..Ill....

6

THE TRAVELERS
The Travelers Indemnity Company and its Affiliated Companies,
One Tower Square, Hartford, Connecticut 06115.
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61 CD ) Banks opening new doors to lure 61 (0
By BETSY SHARKEY for all types of self-insurance from higher retention levels to

growth in captives "
NEW YORK-Tucked away ma growing number of Even though banks have offered many basic financial ser-

money-center banks is a quietly emerging group of banking vices to the insurance industry for years, only a few banks
specialists who are launching maJor efforts to capture and con- have assembled a cohesive marketing program targeting self-
trol a new brand of insurance client insurers and captives

Often working behind obscure doors shingled with grandi- „I think you'll find the oganizational structures within the
ose titles like "Worldwide Insurance," these specialists have various banks that work with captive insurance companies » 
set their sights on the growing levels of investment and pre- differ," said Chris VanCuran, The First National Bank of Bos-
mium dollars generated by self-insurance and captive insur- ton's vp-insurance group and commercial lending "There isn't
ance operations any common organizational pattern to market services to

The financial services these clients demand already run like them "
loose threads through most traditional corporate banking de- New York-based Citibank was the first to make a full-time

partments international banking, trust management, invest- effort to attract captives and self-insurers and in October 1979
ment management, cash management, credit services organized its captive insurance task force

But those threads now are being woven into a tapestry that Other bankers, too, are finding an increasingly attentive and
may soon blanket the entire self-insurance and captive mar- interested audience in corporate risk managers with responsi-
ketplace, covering a captive's or self-insurer's total financial bility for captives and self-insurance programs
needs The services these major banks offer range from the most

The list of banks that have been drawn into the arena reads basic insurance letter of credit to the more complicated realm
like a financial who's who Citibank, Bankers Trust, Bank of of establishing and managing trusts for offshore captives
America, Chemical Bank, Chase Manhattan, First National of "I've talked to Frank Dunn at Citibank and they're quite
Boston, Colorado National anxious to do business," said a risk manager for a Midwestern

"The insurance industry itself has always been a maJor cli- firm "I don't have a need for their services at this point, but I
ent for banks," said Frank Dunn, who coordinates Citibank's am interested in the fact that somebody in the financial area is
captive insurance task force "Captwes are becoming a major showing a willingness to offer services in this area "
segment of that industry And we are seeing continued growth Continued on net page
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they'll butt heads with insurers1 .

t

t

By RHONDA L. RUNDLE Morgan, an economist with Golembe Associates Inc, a bank
consulting firm based in Washington, D C

As ihe first bankers start showing up m risk management He envisions a future in which financial institutions will be

depar:ments, they stir images of a new financial services mar- segmented by market needs, rather than by type of product
ketplace in the minds of some brokers and financial consul- Sorne institutions will serve personal financial needs, while

f ./- tants others will target their activities toward corporations
But, if you ask your banker today for advice about a new All of the institutions will accept deposit accounts, manage r

1 captive insurance company or setting risk retention levels for and invest money and sell insurance among other functions
a self-funded program or claims administration, chances are They will specialize in personal lines, small business insurance
your question will be met with a blank stare Most banks today packages or self-funded risk management programs consistent

r are not prepared, much less interested, in providing risk man- with the needs of their customers
agement services to their corporate clientele "It won't happen overnight, lots of protectionist barriers

Now, only a handful of money-center banks are forging must topple," he notes
links with risk managers, popping up at Risk & Insurance "I do not think of Citibank as a competitor now, but we take
Management Society meetings and cold-calling potential cus- banks as a whole very, very seriously as potential competi-

f tomers Citibank in New York has taken the lead in marketing tors," observes James V Davis, chairman and chief executive
a package of self-insurance services to corporations (see story, officer of Advanced Risk Management Services, a unit of Cor-
page 34) roon & Black Corp

,,---I,-I=----- The services from banks now are mostly complementary to "No one feels banks are competition because they haven't ,-----am-*---,
\ services offered by the insurance industry, but fierce competi- ernerged as a force yet," observes Harold H Hines Jr, presi- /

4 \ tion could erupt in the future between banks and traditional dent of Ryan Insurance Group Inc in Chicago 44Risk man- /
\ insurance industry vendors agement involvement by banks is five years away," he pre-  Ultimately, it is highly likely that banks will be a con- dicts

duit for insurance products and services, says Bruce W Continued on page 36
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Banks increasingly serve captives' needs
Continued fro-n previous page

Richard Hackenburg, staff vp
and assistant treasurer of Pitts-

burgh-based Allegheny Interna-
tional Inc., added that he would "be
interested in allowing financial in-
stituticns to become involved in all

forms of financial services. It

would make the market more com-

petitive and it would also allow ir_-
novation in the industry."

There is only a handful of banks
that have a ling history of working
hand-in-hand with the worldwide

insurance industry. It is these few
that first threw out the net to the

captive insurance market.
"You have sort of a minioli-

garchy," said Andrew Os.n:ki,
Bankers Trust Co.'s vp/-n-.erna-
tional insurance divisic n. "Of the

old established specialist di,=isions
aming the American banks, only
Cjtibank and Bankers Trust go
back 20 years or rrlore.

"Tnen you go to Chemical, Chas.e
anc one or two others, but thai are

more newly established, going back
just five or six years "

The years of marketing the in-
surance distinct.on have paid off
well. Bankers Trust and Citibank

together control nearly 85% of the
offshore captives and other alien
non-admitted insurers' U,S. trust

funds, witn Bankers Trust leading

by a nose. The principal purpose of
such trusts is to enable the non-ad-

mitted insurer to underwrite direct

risks.

Although virtually any bank
handling corporate accounts issues
letters of credit, only a few banks
specialize in insurance letters of
credit. Citibank is thought to domi-
nate the market with an estimated

$2.4 billion in insurance letters of
credit currently outstanding.

Without question, self-insurers
and captives point toletters of
credit as one of the most basic and

widely used financial services.
The "standby" letter of credit is

the type used for insurance pur-
poses. It is a simple financial in-
strument that lists the name of the

beneficiary, the account payer, the
monetary amount and the bank.

The bank, for a fee, essentially
lends its good name to the payer,
guaranteeing that a potential debt
will be paid. For the company, the
advantage lies in not having to idle
or set aside the total amount it

would take to meet that potential
debt.

According to standards set by the
National Assn. of Insurance Com-
missioners in 1980, these letters of
credit must be "clean and irrevoca-
ble." This makes funds immedia-

tely available to the beneficiary
company simply with a sight draft
drawn on the issuing bank.

Captive insurance companies
most frequently use a letter of
credit to meet fronting company
requirements for guarantees on un-
earned premiums or payment of
outstanding losses.

For example, a fronting company
might cede 80% of a $1 million ex-
posure to a corporation's captive in-
surance company. However, the
NAIC still views that exposure as a
liability on the fronting company's
books.

So the fronting company would
require a letter of credit for 80%, or
$800,000, to be issued by the cap-
tive, naming the fronting company
as the beneficiary. That would now
show up as an asset on the fronting
company's book, balancing out that
ceded liability.

"Not only does the letter of credit
act as some sort of guarantee that
the captive or reinsurer will pay
should he be called on," said Mr.
Osinski, "but without the letter of

credit, the fronting company would
have to represent the liability with
its own funds, therefore dipping
into its solvency and affecting its
future underwriting ability."

The second area where offshore

captive companies rely on letters of
credit is in establishing a "non-ad-
mitted carrier" trust. For captives
writing direct risks of unrelated
companies, the NAIC requires that
a trust fund be established to pro-
tect the interests of U.S. policyhold-
ers.

"The NAIC currently asks for
$1.5 million minimum to be placed
in the trust fund, either in cash,
bonds or letters of credit," said Mr.
Dunn. "We recommend using a let-
ter of credit. say for one-half mil-
lion dollars. issued for the five-year
minimum life of the trust (com-
bined with $1 million in other
assets). It is an ideal way to get into
the U.S. market and not very ex-
pensive."

When it comes to the purchase of
letters of credit, it is a buyers' mar-
ket with prices ranging from a low
of 0.125% to a high of 1.5%. Most
bankers agree that those prices
can't go much lower. However, one
risk manager indicated that several
banks were dropping all charges
for letters of credit in exchange for
a corporation placing its funds with
the bank.

Ironically, the prices for letters of
credit are so consistently low that

Continued on page 16
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Of all the changes we're making, this is the smallest.

Don't'get us wrong. We're proud of having
updated our trademark of the Continental Soldier.

But irs really asmall change compared to all
our other improvements.

Like the ongoing restructuring of Continental
Insurance.to best serve our many markets.

Intensifying marketing efforts to identify profit-
able sales opportunities and then capitalize on
them with a new group of specialized products.

41*rContinental
* Insurance.

Providing timely information and faster policy
delivery by placing minicomputers and more
than 2,000 computer terminals in our branches
and in agents' offices.

Adding Loyalty Life, William Penn Life and a
new operating division to help us rapidly expand
our life and health business.

Innovating with products like Business Owners
Xtra and an updated version of our classic

80 Maiden Lane, New York. N.Y. 10038 (Not all products mentioned are currently available in all states.)

Personal Comprehensive Protection policy.
And positioning ourselves through all these

changes to take full advantage of upturns in
theeconomy that aid the hard-hit insurance
industry.

Of course, if you consider our new trademark
to be.a symbol of all these improvements, then
it% no longer a small change.

Ifs a very big change indeed.
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Just about every Fortune 500 company at one time or another has discussed its captive insurance
program with AIG. After all, AIG has a lot to say. We have a long history of deep involvement with captive
clients. We started long before a lot of other insurance companies entered the field. when an American
International Company's Havana office. managed the insurance subsidiary of a major oil company over
35 years ago.

We have domestic and international facilities which match up with those of the Fortune 500 and are
unrivalled by other insurers. In fact, we have more people in more offices in more countrienround the world
than any other American insurer. That means local coordination and service in juspdbout any country
in the world.

We have complete control of our unified operations in over 130 countries. And there's a fully-staffed
captive management operation in Bermuda that's one of the largebt employers on the island.

AIG companies offer a service other insurance companies wouldn't dare offer: We can arrange for
prompt remittance of locally-collected premiums due a captive. AIG can guarantee captives that cash
will be remitted from most places in the world within 25 days (except where government restrictions apply).
Other insurers often take months.

AIG routinely deals with regulatory insurance bodies the world over. So it's easy for us to keep a client
on the right track when it comes to regulatory compliance.

AIG Risk Management, Inc., an AIG subsidiary specializing in captive services, devises and implements
programs to meet specific client captive needs. AIG Risk Management has complete facilities for
underwriting, accounting, engineering, and claims handling, and can call upon any AIG facility to implement
any captive service necessary, anywhere in the world.

Also, AIG Risk Management can show how to involve captive Please send more information. I want to know

about Captive Insurance Programs.
81-10-11-82clients in third-party business as reinsurers, whether the needs are

Name/lirlefor diversification or income.
OnmpanyNo wonder the industrial giants of the world have come to the

AIG Companies for help. Arlriress

Whether you're a corporate captive or an association looking City Srare

into forming a captive, contact AIG Risk Management at (212) 770-6824. 7,p Phone

Or use-the coupon. AIG Risk Management. Inc.
Whatever your company's needs, when you talk with AIG, you'll 70 Pine Street

New York, NY 10270find it an enlightening experience.

ONCEAGAIN
THEANSWERISAIG
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Captives turn to banks for lette rs of credit
Continued from page 12
most corporations don't bother to
shop the market. Instead, they turn
to the banks where they do most of
their banking business.

While a letter of credit for a cor-

poration is about as fundamental a
banking activity as writing a check
and the basic insurance letter of

credit is commonplace, Citibank
and Bankers Trust were the first to

capitalize on captives and self-in-
surers as a distinct market.

In 1979, Citibank gave Mr. Dunn
the task of isolating the specific
banking needs of a captive insurer
and tying all those needs together
into a single marketing effort. That
effort quickly spilled over to cover
domestic self-insurance as well.

The final product includes a
comprehensive program that anas

lyzes financial strategies for cap-
tive insurance operations and also
targets banking needs for risk man-
agers, employee benefit managers
and corporate treasurers.

For risk managers who don't
know exactly how a letter of credit
might be used, Citibank spells it .
out. Some of the specific letter of
credit uses include:

• Self-insurance of workers

compensation. The letter of credit .
is used to cover projected claims.
While a surety bond is most typi-
tally used for a financial guarantee,
the self-insurer is often required to
provide a letter of credit to the
surety company. But more states
are moving to accept letters of·
credit in lieu of a surety bond.

• Guarantee of loss adjustments
for a retrospectively rated insur-

ance policy: The letter of credit is
used to meet reserve requirements.

• Self-insurance of employee
benefits. Again, the letter of credit
serves as the company's financial
guarantee to either a claims admin-
istrator or a union that claims will

be paid.
• Self-insurance of collateral-

ized praperty. In this ease, a letter
of credit is substituted for an insur-

ance policy to. guarantee a loan if
ccllateralized property is destroyed
or damaged.

Citibank also is pushing its way
into the administrative side of the

insurance business, offering a loss-
protection program (see story, page
34) and a cash management system
aimed at easing employee benefit
plan record keeping.

"It (the effort) has been well-re-

ceived by corporate clients," said
Mr. Dunn. "We are serving be-
tween 115 and 120 offshore captives
and several domestic captives."

There are nine insurance com-

panies using the money manage-
ment system for employee benefit
programs, he added.

Citibank's captive task force
serves as a direct link between risk

managers and other departments in
the bank. This role has been ag-
gressively marketed to risk manag-
ers nationwide.

Much like Citibank, Bankers

Trust's involvement with the cap-
tive market grew out of years of
working with the insurance indus-
try.

"Since 1979, in recognition of the
fast-growing international diversi-
fication of the U.S.. insurance in-

International Bankers
to the

Insurance Industry

Bankerslinist Company
International Insurance Division

London: NewYork:

Esme E Howard Andrew T Osinski

Vice President, Division Head Vice President

Dashwood House, 280 Park Avenue,
69 Old Broad Street, NewYork, N.Y. 10017.
London EC2P 2EE. Tel: 850-3705.

Tel: 726-4141.

dustry and for sheer ease of access
to the Bermudamarket, we built up
a team here (in New York)," said
Mr. Osinski.

The bank, which is the leading
trust center for alien non-admitted

insurers, also is marketing a broad
range of international exchange
services offered by its London
money center. Bankers Trust also
offers investment management, in-
surance letters of credit, as well as a

number of resource publications
geared to monitor the business and
regulatory environment with
which the insurance industry must
contend.

BankAmerica, with its primary
captive effort spearheaded out of
London, coupled with a subsidiary
organization in Grand Cayman, :is
reaching for a unique foothold-
merging investment banking with
offshore administration of captives.

BankAmerica Trust & Banking
Corp. (Cayman) Ltd., like the Bank·
of N6va Scotia Trust (see story, 
page 18), offers captives a number
of administrative services from 1
which domestic banks are pre-
cluded by regulation.

"We involve ourselves in assist-

ing with the offshore administra-
tion of captives," said Graham Sta-
peley, BankAmerica assistant vp.
"That could include providing a 
full accounting function, prepara-
tion of annual financials or periodic
financials, liaison with local statu-

tory auditors and arranging sub-
mission  of in formation to the su-

perintendent of insurance here.
This would be in addition to the

normal banking responsibilities
like letters of credit, placement·of
funds in Eurodollars, time deposits,
etc."

The bulk of the captive clients
BankAmerica Trust has attracted

have parent companies that are fa-
miliar with San Francisco-based

BankAmerica Corp., Mr. Stapeley
said. However, he added that the

Cayman operation is beginning to
siphon clients from the East Coast
as well.

Along with that. effort, BankA-
merica's international investment

division manages approximately
$180 million in captive assets. The
bank has continued to build a cap-
tive client.base with'its perfor-
mance record on fixed income, an

area of particular interest· to cap-
tive companies.

"On the fixed-income side, we
have consistently been the top per-
former (last three years)- in their
(captive's) universe," said Francois'
Dennery, BankAmericals vp-inter-
national investment management
services. "That is measured in

terms of percentage gains or losses
and also comparing us to all other
managers."

Other banking services that are
available to risk managers include
the management of 501(c)(9) trusts
for employee benefit plans. How-
ever, the approximately 10,000
plans seem broadly spread in many
different financial institutions,

with no large concentration of
funds in any single bank.

Also, since the Internal Revenue

Service regulations limit the re-
serve levels a 501(c)(9) can main-
tain, they are far less attractive to
banks than other trust activities.

"For the most part, banks really
don't manage these plans," said
Ashley Harden, president of
Harden & Co. Inc., a San Fran-

cisco-based administrator of corpo-
rate 501(c)(9) trusts.

In very rare instances, risk man-
agers also might call upon a bank to
extend its company's line of credit
to handle postloss funding for a
risk.

Fbr example, a company might
retain·the firsr $25,000 of a ri5k and
purchase primary insurance

Continued on page 18
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Reinsurance rates keep eroding.
In the tough, competitive world of reinsurance, you

want to be very certain about your reinsurer.
North American Re has one of the strongest balance

sheets in the industry and for nearly a century, we've never
failed to honor a commitment.

As we look forward to the next hundred years, we will
continue to offer the most reliable reinsurance protection
you can find anywhere.

NORTH AMEECAN

In these uncertain times,
mE

It doesn't pay to be uncertain about your reinsurer.

---
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NORTH AMERICAN REINSURANCE Cd¤FION 100 EAST 46TH STREET NEW YORK. NEW YORK 10017 TELEPHONE 212-907-8000
ATLANTA, BOSTON, CHICAGO, DALLAS, DENVER, HOUSTON, KANSAS CITY, LOS ANGELES, NEW YORK, PHIlADELPHIA, SAN FRANCISCO, SEATTLE
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Banks performing new functions
Continued from page 16
above that. The primary layer could be replaced by
a line of credit, sandwiched between_the self-funded
retention and excess layers of insiranee.

However, a line of credit depresses a company's
borrowing ability and banks sai -they are not in-
clined to offer such a'line of cradjt except to -he
most financially sound companies. Risk managers.
too, aren't convinced it is a good risk fund.ng meth-
anism.

"Why not take the self-reten:zon up -0 $50,OCO
instead?" suggests Robert Reeves: president of Hos-
pital Corp. of America's health s€rvices group divi-
sion. "Why not wait until the loss happens and pay
out the $50,000, then go out and ixtrow tne seccnE
$25,000 from the bank if you need ff?" -

"Using a line of credit for post-lost funding is very
rare," he added.

Both risk managers and bankers agree that Uie
use of a line of credit for post-loss fund ng is no:

expected to expand, particularly in a continuing
economic downturn when future corporate solvency
is often tentative.

But the overall effort by banks to attract the self-
insurers and captive market is rapidly expanding,
with m6re money-center and regional banks in-
terested in getting a piece of the pie.

Chase Manhattan has sent representatives to cap-
tive insurance gatherings to push a new captive pro-
gram. And ChemicalBank has established a World
Insurance Group to market to the insurance indus-
try. Colorado National Bank also has jumped into
the arena.

The First National Bank of Boston finds it handles
most of its insurance services out of two offices: the
commercial lending and the- institutional invest-
ment sides of the bank.

Risk managers who are looking for assistance for
the captive and insurance company operations
would most likely find it in the investment and trust
departments.

Trust company
offers full service

to captive insurers
By BETSY SHARKEY

GRAND CAYMAN, B.W.I.-In
1976, when Dan Creasey went
looking for a manager fcr Harvard
University'E new C: yman captive,
the search ended wi:h the Bank of
Nova Scotia Trust Co.

At the tim 3, Scotia Trust didn't
supply any management services
for captive insurance companies,
but Scotia off c.:ls told Mr. Creasey
they were i]ling to give it a try.

The result was the development
of a troad range of captive services,

Who cares about the health and welfare
of ten million or more catfish?

including complete management
. capabilities, which are now being
used by about one-fourth of Cay-
man's 250 captive insurers.

The trust company, the leading
captive manager on the islands, is
competing head to head with the
brokers and independent manage-
ment agencies that normally domi-
nate the market.

"What we are, really, is both a
bank and trust company," said
Derek Webber, assistant manager
of Scotia Insurance Services. "Our

activities are banking, investments,
company management, trust ad-
ministration and the insurance di-

vision, which is purely for the ad-
ministration of the day-to-day
functioning of offshore captive in-
surance companies."

Scotia Trust now has a full un-

derwriting manager's license,
which enables it to provide all the
services a captive insurance com-
pany might need under one roof.
The insurance division has two

worldwide underwriting specialists
available for clients, as well as ac-
countants and bankers.

"Basically, they (Scotia Trust)
were providing the functional ser-

'We provide all the
functions for captives

under one roof,'

Mr. Webber says.

vices to other clients on a slightly
different scale; it just wasn't la-
beled as insurance," said Mr. Crea-
sey, president of the Boston-based
Risk Management Foundation of
Harvard Medical Institutions and a

consultant to the captive, Con-
trolled Risk Insurance Co.

"For example, the trust company
was already in the business of
doing accounting for other people's
business," he said. "They just went
into the business of doing account-
ing for insurance companies, too."

The primary Seotia services typi-
cally tapped by captives on Cay-
man include:

• Full accounting services.
• Filing regulatory reports to

Cayman authorities.
• Filing excise tax reports to the

Internal Revenue Service.

• Investing funds.
• Providing liaison services

with other offshore support opera-
tions like actuarial, accounting, and
claims administration companies.

• Maintaining claims records
and claims profiles.

Although not a typical request,
the trust company also has the abil-
ity to handle reinsurance arrange-
ments, including obtaining price
quotations, developing background
information and actually placing
the reinsurance.

And, Scotia Trust's administra-
tive services can extend to include

payment of claims, where required.
However, many captive insurance
companies only write reinsurance,
with a fronting company handling
direct claims payments.

"What we're finding is that we
are able to provide all the functions
down here for the captive under
the one roof, and that is very mar-
ketable," said Mr. Webber.

The combination continues to at-
tract new clients. "With our exist-

ing portfolio and the people in the
pipelines, we have somewhere be-

Continued on page 20



J&H thinks companies
should beable toget
everythinginsurable into
one financial agreement
thatoperates evelywhere.

What doyouthink?

If you think a single contract for all your
insurance needs might make sense for your
company, we'd like to tell you about our CAP
program.

The CAP concept supersedes approaches
that build programs coverage-by-coverage.
Instead, it considers your company asa totality
and can collect everything insurable in a single
contract.

CAP offers absolute protection for your
risk management budget while retaining the
inherent cash-flow advantages of self-insurance.

We'd like to talk with you about this.

Johnson*«iggins
Weansweronlyto you.

RISK AND INSURANCE MANAGEMENT SERVICES, EMPLOYEE BENEFIT AND ACTUARIAL CONSULIING THROUGHOUT THE WORLD.
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TIE MERCHANTS BANK
INVITES CAPTIVE 111511:IANCE COMPANIES

m TIE VERM,11, ALTERNATIVE

The Merchants Bank

provides expertise

and.professional
financial services to

corporations through-
out Vermont.

• LETTERS OF CREDIT

• COMMUNICATIONS SYSTEMS

• ELECTRONIC WIRE TRANSFER

• CORPORATE CASH MANAGEMENT

Direct inquiries to:

Karen C. Clark, A.V.P. • 802/658-3400 • 123 Church St. • Burlington, Vt. 05401
MEMBER F.DID.
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Trust company 6does it al r
for captives on Cayman
Continued from page 18
tween 60 and 70 clients, Mr. Web-
ber said.

Access to specialists at the Bank
of Nova Scotia who provide cash
management, letters of credit and
investment services are at the in-

surance division's doorstep.
Although these services are

available on Cayman, some U.S.
parent companies are reluctant to
turn over complicated investment
decisions to an offshore banking
operation.

"The islands aren't Wall Street,"

one captive manager noted.
"Obviously, the investment of

funds would differ with each client

as to where the decision-making
lies," Mr. Creasey said. "We do use
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The Super Policy!
Announcing a new PMMI property
policy that covers almost any
property loss.

Super Coverages: Now there's a
property policy that's even broader
than "all risk- PMMI's new compre-
hensive property policy provides
accidental occurrence coverage for
almost any property loss or damage
in any location. In particular, the types
of loss and objects insured in the Boiler
and Machinery area have been greatly
expanded. Plus, you have the option to
add Transit, Accounts Receivable and

other special coverages.

Superior Loss Prevention: Our highly
experienced Fire and Boiler &

Machinery Engineers are supported by
Factory Mutual's industry-leading
research and testing facilities and
inspection services. It's a combination
that helps assure the most successful
and cost-effective program of loss

prevention for your property.

Plus, PMMI's Individualized Service.
PMMI is unique. We can offer all of the
huge capacity and resources of the
Factory Mutual System, yet our own
size and structure enable us to

provide personal, individualized
service for our clients.

:-  , -f s-.7199/
1 . 1 1

For more information, please call or
write:

Priladelphia Manufacturers
Mutual Insurance Company
1325 Morris Drive

RO. Box 1880

Valley Forge, PA 19482
(215) 296-3100

Philadelphia
Manulacturers
MUTUA! 1\SURANCI COMI)ANY
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the bank to advise and when we

talk about buying a specific instri--
ment, they usually select it. So,
they are definitely involved in our
portfolio management."

Scotia Trust essentially can serve
as a captive's complete offshore 01-
fice, providing services to whatever
extent the.parent company decides.
It was this flexibility that initially
attracted the captive set up by Har-
vard.

"The other people I spoke to
sort of listened politely and then
told me what their services were,"
Mr. Creasey said. "Whereas, when I
talked to Nova Scotia, they saic,
'What do you want done and we'.1
figure out how we can do it.'

Scotia Trust wasn't

'doing any of these
things, but they were
willing to undertake

it,' Mr. Creasey says.

"They weren't doing any of these
things, but they were willing to un-
dertake it."

Although captive insurance com-
panies now tend to use more of the
basic services, Scotia Trust is look-
Ing ahead with an emphasis on ex-
panding its market in the future.

"Banks, of course, have an inter-
est in the insurance industry and
we realize that there is the ability
30 maintain the premium dollar in-
house," said Mr. Webber. "It is cer-
-ainly an area that is considered of
major, major importance in the fu-
sure planning of this trust com-
pany's activities." i

om The Reprint Department r.

business
insurance

Reporting weekly for corporate risk,

employee benefit and 
financial executives

Do you need to dis-

tribute copies of arti-

cles appearing in Busi-

ness Insurance at your

meetings or for your

mailings?
Business Insurance

has expanded its re-

print department to
meet your needs.

For fast, low cost* re-

prints of articles ap-

pearing in Business In-
surance, or to obtain

reprint permission for

your own copies, call or
write:

Reprint Department
Business Insurance

220 E. 42nd St.

New York, N.Y. 10017
212-210-0131

'New prices effective 1/1/82
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Everything works better when an
insurance company knows your
business.

You get expert help with loss
control. Claims are processed more
efficiently. And, most important, you
get imaginative rating techniques
that effectively match your premiums
to exposures.

You'd expect an insurance
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We understand the risks, because we understand the business.
your business, give our business a call.

Call our National Accounts office

at 715/346-6863.

company to know the insurance
business.

We've taken the time to learn the

wholesaling business.
As one of the nation's largest

0insurers, we can design programs for
all of your casualty, property, life and
health insurance needs. ®

If you'd like to see the benefits of
working with people who understand

Sentry®Insurance
National Accounts Departrnent
Sentry World Headquarters
1800 North Point Drive

Stevens Point, WI 54481
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Risk managers increase investment savvy
By LEN STRAZEWSKI

Risk managers with captive in-
surance companies are getting
more directly involved-and wiser
-in investment issues.

More and more often, it's the risk
manager, not a corporate treasurer
or investment officer, who is the
main corporate contact for inde-
pendent investment managers han-
dling a captive insurance com-
pany's funds.

"We want to meet directly with
the risk and captive manager at
least twice a year," says Senior Vp
Ed Toledano of the New York of-

fice of J. Henry Schroder Wagg, a
London merchant bank.

The topics of conversation: Re-
sults of the past and liquidity needs
in the future

The latter dictates what the

money manager will do, usually
using foreign instruments for addi-
tional tax breaks for the captive.

"It's important to go over the
numbers, identify expected claims
payment and then go over what we
expect to be able to do for the client
to make sure he or she is happy
with our strategy," says Mr. Tole-
dano. "If not, we'll listen to what he
or she advises."

"We absolutely work closely
with them," said Andrew Osinski,

vp of the international insurance
division at Bankers Trust Co. in

New York. "It's important to dis-
cuss the concept and the ideas be-
hind captive reserves with the risk
manager. Only he or she can give
you a feeling for the structure of

claims and liabilities. Only the risk
manager can tell you what are
really the outstanding losses and
what will need to be paid."

Elliot Gartner, director of client
services in the New York office of

Morgan Grenfell & Co., another
London merchant bank, agrees.

"The way we run money, the
risk manager is essential. Though
the captive is an owned subsidiary,
it is still an insurance company and
assets must be planned for insur-
ance needs," he says.

In general, investments must be
matched with cash needs for claims

payments, but cash on hand should
be kept to a minimum.

Funds for claims not immedia-

tely payable, such as liability claims
winding their way through court
battles, may be invested in long- or

medium-term investment instru-

ments for higher interests rates.
Funds for claims payable immin-
ently may be invested for periods
as short as overnight.

Most cabtive managers want no
more than $20,000 in the checking
account at one time and that is

usually invested over weekends,
risk and portfolio managers agree.

One risk manager responsible
for two corporate captives who is
intimately involved in the selection
of money managers and what they
do is Charles Eades, vp of Ingram
Industries in Nashville, Tenn.

Ingram operates two captive in-
surers, one based in Bermuda and
the other in Tennessee. Bluewater

Insurance Ltd. of Bermuda uses

Schroder Wagg, one of the fre-

Here'satipon
choosing a

captive/self-insurance
package:

Don't.

You don't have to choose from the

pre-packaged programs on the market
today. Instead, select a company that
will work with you to build exactly
the program you need.

Beaver Insurance Company has built
its reputation in Workers' Compen-
sation by providing custom-tailored
loss control and claims management
programs for its insureds. Our
approach to captives/self-insurance
is based on the same commitment to

"personalized" service.

Our standard of quality at a fair price
is reflected in each of our captive/
reinsurance activities:

· Application/Program Development
· Feasibility & Cash Flow Studies
· Loss Control & Safety Services
· Claims Administration

· Data Processing Services
· Excess or Reinsurance

Beaver's team of experienced profes-
sionals are supported by automated
systems unsurpassed in the industry.
This combination allows the fiexi-

bility needed to provide the captive/
self-insurance program you want.

For further information call:

Tom Cockrell, Vice-President
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BEAVER INSURANCE COMPANY
Home Oflice: 100 California St., San Francisco, CA 94111 • (415) 362-3333

quently mentioned leaders in the
captive investment business, as an
overseas investment manager.

Tennessee Insurance Co.'s funds

are managed by Commercial Union
Bank of Nashville, "a sort of small
but reliable local bank," Mr. Eades
notes.

Although Mr. Eades appreciates
the nearness and intimacy of Com-
mercial Union, he also notes that

Tennessee law allows a 75% pre-
mium tax credit if a major portion
of the captive's funds is invested in
Tennessee.

In selecting an independent in-
vestment manager to handle cap-
tive insurance company funds,
many risk managers with offshore
captives look for expertise in for-
eign investments. They want to in-
vest in the international Eurobond

market, foreign certificates of de-
posits or floating rate notes in mul-
tiple currencies to avoid the 30%
withholding tax on U.S. invest-
ments.

An independent money manager
also is recommended by tax experts
who say investment decisions re-
garding an offshore captive should
not be made on U.S. soil.

Mr. Eades contends that invest-

ment managers are chosen more
for their expertise than because of
concern for potential tax problems.

"Most companies that are at-
tempting to manage funds held off-
shore choose an outside money
manager because the U.S. (corpo-
rate) executives just don't have the
experience with foreign invest-
ments," he says. "They need some-
one who knows the international

marketplace.
"This doesn't mean that U.S.

companies aren't capable," he adds.
'There are many wise and sophisti-
cated investment officers who

could manage offshore funds. But
in general, U.S. investment officers
know U.S. investments best and do

not frequently deal with foreign
investment opportunities."

"The important issue," accord-
ing to Mr. Eades, is trust-getting
an investment manager that knows
the business and can follow

instructions (see related story).
A growing number of overseas

investment managers are promis-
ing personal attention to offshore
captive owners, catering particu-
larly to risk managers now that
they are more frequently seen par-
ticipating directly in setting invest-
ment goals.

The competition, according to
Mr. Eades, is intense, shared by
many of the London merchant
banks, most of the major U.S. banks
with London branches and several

independent portfolio managers in-
cluding a couple employed by Ber-
muda captive management firms.

The leading London fraternity
includes the London merchant

banks of Schroder's, Morgan Gren-
fell, S.G. Warburg & Co., Barings
and N.M. Rothschild & Son.

Competitive U.S. banks, operat-
ing mostly from their London of-
fices, include Citibank, Bank of
America, Chase Manhattan Bank,
Bankers Trust and Morgan Guar-
anty Trust Co.

Bankers Trust is expanding its
investment services to captives
based on its experience in serving
non-admitted alien insurers.

Among invesment bankers and
portfolio managers competing to
manage captive funds are Brown
Bros., Harriman, Kidder Peabody
& Co., Morgan Stanley Investment
Bankers, Scudder Stevens & Clark
and Marsh & McLennan Asset

Management (Putnam Investment
Funds), all in New York City.

Most of the companies charge a
Continued on page 24
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Firms eager to invest captive funds
Continued from page 22
fe€ of =.2% to ).3% of assets under

menagement. depending on the size

of the account. A captive investing
$1 million would pay $2,700 to
$3,000 a year for investmens man-
agement services.

Schroder s manages son-e $400
million in off'shore compan) assets
for 35 captive clients, according to
Mr. Toledano. The bank has been

in she business for more -han 10

years.

The bark focuses captive .nvest-
m€nts in the Euroborid market,

London certificates of deposit and
occasionally Yankee bonds and
U.S. Treasury bills purchased over-
seas, according to Mr. Toledano.
Most clients sought short-term in-
vestments during the past few
years as interest rates rose steadily.
However, those instructions have

been changing.
"We are receiving more and

more calls from elients telling us to
buy more medium-term instru-
ments," he noted. "But for the most
part, it's too late. They should have

allowed us to buy them over a year

011 1 11

ago when the rates of return were
higher. Now we've got several cap-
tives with $3 million or $4 million
invested at 9%, 10% or 11% when

they could have had medium-term
bonds at 14% or 15%.'

Most investment managers are
talking up longer-term investments
now, adds Anthony Regan, senior
vp and director of Citibank's inter-

national investment department.
Citibank has only handled captives
for two years and has 15 offshore
and two domestic captive clients.

"Right now we are sticking to
short-term investments in U.S. dol-

lars because assets have to be rea-

dily available, but this has been ex-
aggerated by the insurance mar-
ketplace and the disappointing
bond market. But wh en we are

meeting with treasurers and risk

managers, we are trying at early
stages to get them thinking about
longer-term investments.

"Our goal is to produce return
significantly above inflation. That

used to be easy in the short term,
but with the drop in rates, it's more
difficult. It may require an equity
position, or in some cases, real es-
tate investment."

"We receive lots of subjective
instructions, too," Mr. Gartner of

Morgan Grenfell says. "Depending
upon accounting conventions and
the general investment policy of
the parent, we may have a flexible
or very rigid set of guidelines.
Right now, there are even some

'Our goal is to
produce return

significantly above
inflation,' Mr.

Regan explains.

captives that are not actively man-
aging funds; they are just rolling
over short-term certificates of de-

posits and meeting their cash-flow
needs."

Morgan Grenfell has managed
captive portfolios since the late
1970s. according to Mr. Gartner,
and has about 35 worldwide clients

and $700 million in funds under

management. Most of the funds are
invested in five-to-10-year inatu-
rity Eurobonds, he says, with a
mixture of floating-rate notes and
certificates of deposit for shorter
terms.

Some clients allow multicur-

rency investment.

More frequently than ever be-
fore, some captives are allowing
their captive managers to handle
short-term investments.

"But they're not doing it
enough." remarks Richard S.
Thompson, president of Altamid
Management Co. in Bermuda,
which has an investment officer on

staff for· client use at no charge.
"Most use outside investment

managers in London and in some
cases Bermuda banks," says Mr.
Thompson.

But few outside account manag-
ers put in the time required to truly
match the portfolio to captive
needs. he says. If the risk manager
provides the cash-flow needs and
the treasurer the investment phil-
sophy, a captive manager could
handle the funds without charge
and still meet all the traditional tax

concerns.

Altamid, however, does not ac-

tively seek outside investment eli-
ents and still meets with the inde-

pendent portfolio managers seek-
ing business from Altamid captive
management clients.

"My visitor's book is littered with
them," Mr. Thompson says. .
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During the construction of the New York Coliseum, in May, 1959, the third floor collapsed; steel rod frames and concrete tumbled three stories; two workmen were reported dead and 15 iniured.
Months of construction were lost. Costs were estimated to be in the hundreds of millions.

IN ADDITION TO EXCESS WORKERS' COMPENSATION FOR THE SELF-INSURED, YOU CAN NOW
HAVE FIRST-DOLLAR SPECIFIC INJURY COVERAGE...OR A COMBINATION OF THESE COVERAGES
CAN ALSO BE USED AS A BUFFERED LAYER ON EXCESS WORKERS' COMR

Let PIA quote on your excess Workers Compensation risks.
Rnd out how little it will cost to include first-dollar specific
injury coverage. Specific Injury Coverage provides first-
dollar reimbursement for claims resulting in death, para-plegia, quadriplegia, loss of sight, amputation of hand or foot . 
caused by accident.

We do not deal directly with insureds. For further informa-
tion have your agent or broker contact PIA.

The Broker's Broker.
Professional Indemnity Agency
409 Manville Road

RO. Box 130
Pleasantville, N.Y. 10570

(914) 747-1818
Telex: 646929 TWX: 710-572-2197
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CENTRE INC.

offers an information folder with

what you need to know about
chartering and licensing an in-
surance company in the Cay-
man Islands, includinga Special
Feature from the CAYMAN -

WASHINGTON REPORT on

"Offshore Captives in the Cay-
mans." To obtain the folder,

please send your check for
$15.00 to: Cayman Information
Centre Inc., 1000 Potomac St.,

N.W., suite 204, Washington, D.
C. 20007

Bermuda banks to begin wire tranfers
By BETSY SHARKEY

HAMILTON, Bermuda-Banks
in Bermuda expect to plug into
SWIFT, an electronic funds trans-
fer system that links 981 banks
worldwide, by August 1983, island
bank officials say.

Improving service to the islands'
international business community,
20% of which is U.S. captive insur-
ers, prompted the Bermudian-
based Bank of N.T. Butterfield &

Son Ltd. to approach the Society

for Worldwide Interbank Funds

Transfer earlier this year.
"It will not only speed up each

transfer and make the transfers
more efficient, but SWIFT also will
give us a lot more information,"
said Stephen Kempe, assistant gen-
eral manager-international for the
Bank of Butterfield. "It will enable

us to see the daily movement of
cash and that would certainly
make our operations here in Ber-
muda a lot more efficient."

The system can accomplish an

electronic transfer from one conti-

nent to another, from Tokyo to
London for example, in about 3.2
seconds The cost per transfer is a
standard 40 cents, quite a reduction
from abolit a $6 charge for a telex
or wire service over the same dis-
tance.

For the banks in Bermuda, with
nearly $5 billion on deposit, the
SWIFT system is the newest ser-
vice they will have to sell to inter-
national clients, including captive
insurance companies. Final ap-
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Risk
Management Services

should approach to captive reinsurance programs.
Flexibility is the key to our unique unbundled

be
It permits us to tailor our services to address
spedfic dient needs, avoiding costly bundling.

Our dients may choose to purchase only the

tailored services they deem necessary, usually from the
contractor of their choice.

As underwriting managers for the A+ rated

to meet can provide primary policies admitted in all
Morthwestern Mational Insurance Company, we

50 states.

spedfic contact Jim Kellogg, Vice President, at 731 M.
For more information have your agent or broker

needs, didly. (414) 765-8660.Jackson St., Milwaukee. WI 53201. Or call him

NN RiskManagement Services
Member Armco Insurance Group

proval from the SWIFT board was
expected last week.

"Quite often people are quite
naive about dealing offshore and
don't know how to go about trans-
ferring funds," said Mr. Kempe.
"They don't know exactly how the
mechanics work. SWIFT will be

marketed when necessary to allay
the fears of potential clients about
the transfer of funds."

Bermudian bankers estimate that

80% to 90% of their deposits are
composed of moneys from captives
and other international businesses.
Captive insurance companies try-
ing to maximize the use of their
funds rely very heavily upon the
speed and ease of such transfers.

"We transfer our funds that way
so the money goes immediately to
work for us," said Ralph Perry, as-
sistant vp/director of risk manage-
ment for AMFAC Inc. in San Fran-

cisco. "Our self-funded money
ranges between $7 million and $8
million a year, so we are moving a
fair amount in monthly premium."

"We rely on electronic transfers
primarily with our offshore cap-
tive," agreed a risk manager for a
Midwestern company who also
heads his company's captive opera-
tion. "There is always a concern
that we transfer the funds to where

they will be earning interest, and
EFT systems expedite these trans-
actions."

Once Bermudian banks are con-

nected to the major international
banking centers by SWIFT, a cap-
tive insurance company might
handle a transaction like this:

A Bermudian-based captive in-
surance company knows it has to
pay a reinsurance premium to its
U.S. fronting company on Friday.
Friday is also the maturity date for
the time deposit where those pre-
mium dollars have been earning
interest.

Instead of writing a check and
mailing it to the fronting company
-and losing the use of that money
for several days-the money would
be transferred from the captive's
bank account directly into the
fronting company's bank account
in the course of a single workday.

"SWIFT is a very efficient sys-
tem and it does as much volume in

one day as all the New Yorl-
banks," noted Cummings Zuill, as-
sistant general manager/banking
for the Bank of Bermuda. "We

manage the bulk of our transfers
on the same day, but SWIFT will
greatly reduce the inefficiencies of
the present system."

Although most Bermudian banks
are tied indirectly into other elec-
tronic funds transfer systems
through their affiliation with U.S.
banks, the SWIFT system will be
the first to operate independently
with the Bermuda banks.

And once linked to SWIFT, the
banks expect to dramatically cut
down on the two-day lead time
they often need to meet high-vol-
ume demands, which now require
extensive coding of account infor-
mation.

Membership in SWIFT is limited
to banks in an approved country.
The system basically transmits a
coded message from bank to bank.
However, there is nothing to pre-
clude banks from setting up com-
puter tie-ins for their corporate
customers, say SWIFT officials.

"If you happen to be a Chase
Manhattan, you can put terminals
wherever you like," said SWIFT's
Michael Patyna, implementation
officer for the Belgium-based com-
pany. "Obviously, I would hope if
the banks give their customers the
ability to input the (EFT) message,
then the bank would presumably
be responsible for releasing the
message and not let them go
straight through the system.

Continued on page 30
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General Re can help captives, risk managers
and their brokers design timely and flexible,
direct reinsurance programs that provide broad
coverages with proven long term stability.

Our captive and risk retention specialists
can help keep your company's cash flow under
control with imaginative reinsurance programs.

For timely, in-depth response and protection
when you need it most,
we'll always be on hand.

Call General Re. General
We want to be your 0 Rereinsurer.

America's Largest Reinsurer

General Reinsurance Corporation, Greenwich, Connecticut
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Wire transfers to aid captive owners
Continued from page 28

"But that is the bank-customer

relationship, rather than the SWIFT
relationship," he remarked.

Several banks said they are con-
sidering methods that would enable
their corporate customers to pre
code funds transfer information

and transmit it to the bank via just
such secondary computer links

Tying into SWIFT usually costs a
bank about $60,000, estimates Mr.
Patyna, who operates from a Wash-
ington office.

"There is a membership fee of
about $30,000 however, that de-
pends on the Belgium-U.S. ex-
change rate," Mr. Patyna said.
"Then you've got to equip yourself
with the computer equipment, the
terminals that you need, so that
takes you up to about $50,000 to
$60,000 to get off the ground."

The SWIFT network handles an

average of 325,000 individual trans-
actions daily and can be used by the
banks 24 hours a day, seven days a
week.

U.S. banks currently are the hea-
viest users of the SWIFT system,
followed closely by banks in Italy
and West Germany. Most U.S.
banks use the SWIFT system ex-
clusively for international trans-
fers.

"About 10% of the total U.S.-gen-
erated traffic is domestic, but it is

slowly creeping up," Mr. Patyna
said. "There are no restrictions for

using SWIFT for d6mestic trans-
fers; however, some banks seem to

be under the misapprehension that

Photog-aphed i lour a f Nutley 1982 courmy of Peloton Spom.

Is morethan abody cantake
Introducing the Employert Compensation Program, avail-
able exclusively from BRI Coverase Corp. It's an untradi-
tional approach to the traditional problems of Worker's
Compensation and its effectiveness will surprise you.

With BRI's Employer's Compensation Prosram pre-
mium payments are, in most cases, retained internally by
you. So cash flow and cash management are more effec-
tive than ever before. And since the Employer's Compen-
sation Program takes full advantage of the federal tax laws,
the full premium payments are tax deductible regardless
of when actual cash disbursements are made.

The Employer's Compensation Prosram also provides
you with the most effective claims management systems
available. BR! Coverage Corp. will showyou how to set up

such systems internally and will provide the necessary
experience and supervision to maras€ those systems
c6st effectively and eff ciently And with BRI's Employer's
Compensation Prosram, your overall costs are actually
lower; givins You yet more coverase for the money

Protection of earnings. Cash flow control. Tax deduc-
tions. Lower costs. Claims management. If those elements
are essential to your insurance programs you should be
speakins to us.

The Employer's Compensa-
tion Program. Exclusively from
BRI Coverage Corp. Creative
thinking to solve real problems.

We're Breaking Away.
BRI Coverage Corp. 156 William Street, New York, N.Y 10038 219-933-7171

there are."

Industry experts estimate that
about half of the major U.S. money
center banks' assets flow through
the electronic funds transfer sys-
tems almost every business day.
Corporate transactions represent
an estimated 90% of that activity.
Bermudian banks expect to have a
similar level of EFT activity.

In the next two years, SWIFT
will be expanding its network to
include more Middle Eastern and

Far Eastern countries. However,

the most recent inquiry came from
a bank based in the Cayman Is-
lands, another major domicile for
offshore captive insurance com-
panies.

In addition to SWIFT, there are
three other primary systems used
in the United States for the transfer

of corporate funds-CHIPS, Bank
Wire and Fed Wire.

CHIPS, or the Clearing House
Interbank Payment System, is one
of the oldest EFT systems. It is
based in New York and began op-
erations in 1970.

Like SWIFT, it deals primarily
in international traffic. Unlike

SWIFT, its member banks must
have a bank office in New York

City. Ninety-eight banks are on the
system and another 76 are waiting
to get on.

"Our total dollar volume aver-

ages about $180 billion a day," said
Jack Owens, CHIPS' manager of
customer relations. "Our daily av-
erage is about 70,000 transactions
with the average payment amount
in the range of $2 million."

There is a minimum monthly
cost for each member bank and an

additional per-transaction charge
for CHIPS members.

New York-based Bank Wire

links together most of the major re-
gional banks, about 50 inall.

The domestic EFT activity,

The SWIFT network

'will enable us to see

the daily movement
of cash,' Mr.

Kempe says.

though, is dominated by Fed Wire,
the Federal Reserve Bank system
that links the 12 Federal Reserve

banks, the 25 Federal Reserve

branch banks and virtually all U.S.
commercial banks.

"Fed Wire is the principal me-
dium for making wire transfers,"
said a Federal Reserve spokesman.
"We transfer many billions and
perhaps trillions of dollars a day."
And most banks agree that the ma-
jority of their domestic money
transfers flow over Fed Wire.

"Eighty to 90% of our work is
on Fed Wire,".said Dale Hatfield,
vp of The Bank of California. "We
use it for big-ticket items, for ex-
ample, transfers of anything over
$100,000."

The major money-center banks
typically subscribe to all four of
these systems as well as a variety of
retail-oriented EFT systems. Most
have the ability to use several of the
networks in tandem to complete a
single transfer when necessary.

"Corporations, particularly those
with international interests, will
choose a bank that has the capabil-
ity to handle complicated trans-
fers," said Helene Duffy of New
York-based Duffy & Duffy Inc., an
EFT consulting firm for banks.
"Today all large banks partici-
pate and have the capabilities for
complete electronic corporate ser-
vices."
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" Hey, Max...1 think I just dis
Hartford Specialty's big

At Hartford Specialty we have good reason to
celebrate. Our first year out our revenues went
over $100 million! Sure, we had The Hartford
behind us. But we couldn't have done it with-

out all the people-brokers, agents and risk
managers alike-who recognized us as an
important specialty source for The Hartford's
underwriting,service and marketing resources.

We plan to serve your specialty needs for a

-
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covered what's behind

first-year success:'

Ic,ng time to come. That's why we thank you for
helpingusgetstarted in sucha bigway

HARTFORD
SPECIALTY
Performance is our specialty.

Hartford Specialty Company An affiliate of The Hartford Insurance Group, Hartford, Conn. 06115. Products and services: Underwriting
and risk financing programs. Claim, loss control and captive services. Global marketing and worldwide coverages.
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Technology Underwriters.

Computer analysis
lets Citibank focus

its safety efforts
By BETSY SHARKEY

NEW YORK-Safer.

That's what Citibank wanted to

be eight years ago when it began
developing a computerized system
to ar.alyze fire and accident infor-

mation and safety inspection data.
After refining its ir.ternal sys-

tem, which it says has reduced in-
surance costs by more than $1 mil-
lien annually, Citibank now is
marketing its SAFER system to
corporate risk and safely manag-
ers

, As pioneers in space and
telecommunications insurance,

we are recognized internationally for our innovation in
developing insurance solutions to unique space risks

We combine experienced stalf in the insurance,
engineering, and legal disciplines to produce rational
space and insurance risk management programs. We
analyze communication network risk accumulation, space
systems designs and equipment reliability to ensure our
understanding of the technology We assess contract -
language and commercial relationships to ensure kiA
our comprehension of risk management needs in *37
each project. We rely on our judgment developed 1ntmational 1629 K Street, N.W.
through many years of working with space techno- technolo* Washingtors D.C. 20006
logy risks to provide balanced insurance solutions Underwriters (202)296-4105 Telex 908157

For further information contact James W. Barrett or John B. Higginbotham

Insurance leaders in a new age. .-I.

One client is fully using
SAFER, which was field tested

by several companies.

The client using SAFER said
1982 would be the first full

year the system is totally oper-
ational and that an evaluation

of its effectiveness was prema-
ture at this point.

A number· of other com-

panies say they are planning to

use the system when budge-
tary pressures ease.

"For the risk manager,
SAFER will give him on a
real-time basis the group
causes for what's causing the
company losses," said Joseph
Will, assistant vp of safety and
fire prevention at Citicorp,
"Really, what we have built is
a multiproduct work station
for the safety director with
safety, fire and loss-control in-
formation as close as his ter·mi-

nal."

The system, which can han-
dle forecasting tasks, makes it
possible to redirect internal

programs based on actual loss
experience.

SAFER also allows a risk

manager to:

• Identify corporate entities
that are incurring losses.

• Set optimum risk reten-
tion levels.

• Establish norms for loss

performance.
• Track specific losses in

detail.

• Analyze ratios between

actual losses and reserves.

"Using the information, we
have been able to apply re-
sources to those areas where it

is needed," Mr. Will said. "Ass a
result. we have incurred lower

insurance rates and received

(premium) givebacks."
The system has also enabled

Citibank to make wiser safety
decisions.

For instance, Citibank was
able to isolate a particular site
that was suffering from nu-
merous incidents of employees
slipping and falling. The com-
pany responded by stepping up
promotional material that eni-
phasized care when walking.
training sessions and general
reminders to employees to be
careful.

The result was an increase

in the number of slips and
falls.

"We were looking at the
leading causes of injury there,
instead of looking at the slips.
trips and falls specifically,"
said Mi'. Will. "When we

looked more closely, they were
not as sign ificant as we
thought they were. There was
no consistent pattern. When
we stopped the promotion. the
number of falls went back

clown to a manageable level."
Conversely, by using the

same sort of analysis, Citibank
was able to isolate auto safety
as an area where training, ad-
ditional promotions and other
incentives did decrease in-

juries and accidents.
They also found that auto

safety was ali area where in-
juries, although fewer in
number than through trips
and falls. were a more signifi-
cant loss factor.

"Having the numbers-
meaningful numbers-lets you
see where you need to allocate

Continued on facing page
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Continued from facing page
resources," Mr. Will said.

"Then you can concentrate
your resources in that area."

With more than 3,000 facili-
ties worldwide, Citibank -had
been unable to handle this

type of analysis before it estab-
lished its computerized infor-
mation system.

Citibank, the first bank to
sell such a program, makes it
available as part of its risk re-
tention marketing efforts.

SAFER analysis focuses on
three basic areas: injuries, in-
spections and fires.

Each client company estab-
lishes its own base of informa-

tion, either by inputting infor-
mation for the current year or
by back-entering data from a
previous year.

The data base is housed in

Citibank's data center and

SAFER clients use the com-

puter on a time-sharing basis
by means of a remote terminal
that transmits information

over telephone lines.
Once a company's data base

is established, the system gen-
erates reports including:

• Injury and Fire Profile, a
summary of loss data for the
leading causes of accidents in-
cluding how losses and pre-
mium costs can be reduced.

• Top 10 Causes Bar Graph,
which graphically compares
the most frequent causes of in-
juries and/or fires during any
two given periods.

• Detail Report, which in-
stantly provides all informa-
tion pertaining to injuries,
fires and inspection results for
any location.

• OSHA 200 Log, which
supplies all necessary records
in accordance with Occupa-
tional Safety and Health Ad-
ministration requirements.

• Safety Inspection Report,
which highlights all unsatis-
factory safety conditions.

• Site Profile Sheet, which

outlines the complete safety
status of any company location

» and/or department.
• Annual Corporate Safety

Beport, which provides com-
plete safety summaries and
analyses for the year for any
and all company locations.

"The system has a lot of so-
phisticated reporting, predic-
tions and chart making, but it
also has some very easy-to-un-
derstand things that have
some relevancy to top manage-
ment that they can bite off and
chew," said Mr. Will. "For ex-

ample, it will give you infor-
mation like, 'This division sus-
tained one injury for every X
number of employees.'

"So management can look at
, it and see that last year you

had one injury for every 10
employees and this year you
have one injury for every
eight employees."

Access to a company's data
base is controlled by a pass-
word system established by
the individual company, ac-
cording to Mr. Will. The data,
once generated, belongs to the
company and can be removed
from the SAFER system at
any time.

There is an annual subscrip-
tion fee of $3,000, with the
yearly time-sharing costs for
typical usage estimated to
range between $8,000 and
$12,000.

"We have been marketing it
on a part-time basis since early
1981," said Frank Dunn, coor-
dinator of Citibank's captive
insurance task force. "The cus-
tomer base is limited. I think

the major problem with the
bank offering SAFER is that
we're not perceived as a pro-
vider of safety reporting sys-
tems."

U(,WilneS& m6UTIL76Ce, UCLOOer 11, 1364 / JO
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topic of discussion

The SAFER system can help reduce the number and severity of injuries at a production facility.

4

WASHINGTON-A panel dis-
cussion on the changing U.S. finan-
cial services market will be one of

the features at the 1982 Capital "I"
Day to be held Oct. 20 in Arlington,
Va.

A discussion of the new Wash-

ington, D.C., workers compensa-
tion law will also be featured at the

event, to be held at the Pentagon
City Quality Inn.

For more information contact

Brandon Rohr, Morgan & Cheves,
705 Prince St., Alexandria, Va. .

Flexibility in Claims Management ...
The proof is in the performance.

"CU Risk Management has
the kind of flexibility Keebler
needs to tailor casualty pro-
grams to our specific needs.
Customized service, coupled
with a nationwide network of

experienced personnel, help
us control claim costs."

RobertM. Johnston

Risk Manager
Keebler Company
Elmhurst, Illinois

OFFSHORE INSURANCE/REINSURANCE COMPANIES
• The Captive insurance Company
• Reinsurance...APractical Guide

• Reinsurance and Reinsurance Management

Andrew Barile, C.RC.U.
Andrew Edwards & Company, Inc.
99 John Sreet, New York. New York 10038
Tel. 212-227-1300

Risk managers have become a
sophisticated breed. They know
what they want before they shop
for a claims administrator.

At CU Risk Management, our big-
gest asset is flexibility. We have
the"know-how" and the resources

to respond to your individual needs.
Whether it be a full program of
service including access to one
of the world's largest on-line risk
management reporting systems,
or a highly specialized need CU
Risk Management is equipped to
respond.

Risk Management
Commercial Union Risk Management, Inc.
P.O. Box 1620 • 1 Heritage Drive
Quincy, MA 02269
(617) 756-2224
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Banks consider insurance business
Continued f,om page 11 other risk treatment services (see entry into the asset protection and The financial and insurance con- ment program

If they wanted to, banks could story, page 51) insurance business siderations within a corporation are The tight relationship that banks
qwckly become a major provider of So far, Citibank. Bankers Trust Mr Davis says he knows of one drawing more closely together as often enjoy with their corporate eli-
captive and self-insurance feasibil- Co of New York and vanous other New York bank that expects finan- corporations mo, e from insuring ents potentially opens a direct line
tty studies and other analyses, Mr. U S banks have confined their cial services for risk management their risks to self-funding them, into the risk management depart-
Davis and Mr Hines agree Banks self-insurance services largely to departments to be "a strong factor" points out a sen.or executive of ment, especially if the risk man-
employ people well-armed with the cash management, issuing of letters within three years Marsh & McLennan Inc in New ager works closely with the trea-
know-how to do that of credit and captive insurance An independent consultant is York More risk managers are surer or chief financial officer

Although federal bank regula- company portfolio management- preparing a study for a bank client emerging from the financial side of There's no doubt that some bank·
tions sharply restrict the sale and all functions more or less within interested in offering financial ser- the corporation. are thinking about insurance-re
underwriting of insurance by the purview of traditional banking vices for corporate risk manage- This trend, which most insurance lated activities, says Dick Stewart,
banks, there 15 nothing in the law But there are indications that ment departments Bezause work is industry experts expect to con- president of Stewart Economics
to prevent banks from offering a some U S banks are seriously 2.on- in progress, he asked not to be tinue, points to a higher profile for Inc, a New York-based consulting
broad spectrum of consultirg and sidering, if not actively planring, identified banks in a corporation's risk treat- firm specializing in property/casu-

alty insurance There's nothing
magical about the way banks look
at it, he adds

"If you were a bank looking to
take part in the insurance function,
you would probably first break
down risk management and com
pare it to what the bank already
does," he points out That mean

0.8 a investments, payments, analytical
reporting and collections-all tra
ditional bank functions with a clea

application to self-insurance ser
vices

This breakdown parallels th
same unbundling of services tha,
insurance companies, brokers an,
other vendors have undertaken i'

recent years, he points out
'. 1 Unbundling services makes

possible for businesses, includir
- I

banks, to analyze their services an
consider unfamiliar applicatior

f like risk management Mental ba.
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'4 11\ L J , 11'#*,PXA'6, ners to expansion in these financ-
hi institutions crumble quickly on.

such analyses begin
-7<

&
Businesses start to think of then

4' 7 - 1/4 0 40' 4 selves as independent of thei

4
labels as banks, securities ui

-- derwriters or insurance companie
-.

American Express Co, for exan

/
ple, views itself as a vast distribi

-"

r tion network for a wide range o
financial services-not ]ust cred
cards

"People, being human and nc
41

-
r* 4*...439 knowing each other s business

-
..

tend to think that everybody else'
-

- *tr .- business is easier to conduct su
1.- 8 -

'15 t i. ," afti.*r·. cessfully than their own," adds Mi
414: LE r

I --/ rf-.1 1 1 + I*·dUAr·*b Y-*aK·, PL.* I
Stewart

Some observers of the topsy
turvy financial services scene be
lieve that full-flung bank involve

, •015 -1 -* L
CA . I tingent upon deregulation to pei

ment in risk management is cor

mit banks to sell insurance If

gram, it might like to sell compar
ion excess insurance, for exampl,

I :* 4

bank sets up a self-funding pri

The largest banks might even 111
.

... to assume the risk

4 -- :4*
Although some bank holdir

companies are keenly interested 1
insurance as an area of expansior

5:1324041 lt is hardly a high prionty

.

Banks are more worried aboz
I I.

(6)TrUDizE[D (KiIiI[*1I9'[316IGIi;37  i
-- - 1 competition from money mark,

L i* funds that are draining off core d,
I.V.' siyrATI ,·WA. posits They want Congress to gi,

them authority to offer mone
market funds and to underwrit

©19E1, Lumbermens Mutual Casualty Company municipal revenue bonds A bi
before Congress would grant suc
powers but virtually ban insuranc

Continued on page 40
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RISK
COMTROL
SERVICES
Crawford & Company.has expanded its services to include Risk
Control to better serve the needs of the. Risk Management
community. Our service approach is based upon helping you find
the right things to do (providing you a return on investment - ROI -
for your risk control dollar) as opposed to a simplistic package of
random things to do (presenting you with a "Black Box").

Our method is to measure,and quantify your ability to
control your loss exposures. Most of our service modules

utilize a quantification system that ranks performance both

i concepts need to be reduced to quantitative terms before
numerically and graphically. Why quantify? Because

i -they become effective. Simply stated, managers have a
kliSicult time managing what they cannot measure.

We maintain a professional property and casualty risk

control staff, strategically located throughout the United

States. Our representatives draw on a wide range of
experience and expertise, addressing most pure risk

concerns of management.

If you want to find the right things to do, dial 404-256-0830.

We look forward to·serving you.

'0'A .T .*M

0

.

CRAWFORD & COMPANY I Home Officel562O Glenridge Drive, N.E. IP.O. Box 5047 I Atlanta, GA 30302

%.
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claims
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The state oc
GAB is the one company that really combines man and

machine to keep insurance costs down.
We have the ability to manage claims anywhere in the US.

-and we can do it with remarkable speed and efficiency
The key is our network of 3,400 highly trained adjustors

and supervisors in 650 nationwide offices, plus 28 strategically
located claims processing centers around the country.

This network can help you manage claims and losses more
cost-effectively, whether you're insured by outside companies or
self-insured. And whetheryou'readministering casualty insurance,
auto fleet, workers' compensation or employee benefits.

How do we help? With an on-line system that features the
most up-to-date computer technology available for claims man-
agement. Input comes through the 28 centers and is directly



ananto keping
ofyourinsurance
from going
the roof.

the artis GAB.
entered (no batch processing) into a central data storage com-
puter. Data developed by GAB's field adjusters is constantly fed
into our system to keep risk managers up-to-date on every
claim. The reporting system generates reports that
alert you to opportunities for cost containment.

Quite frankly, no other claims management
company has the unique people-computer pairing that
so effectively controls your costs.

Which is why our claims management service
is the essence of state of the art.

For more information, write Paul Dougherty,
Senior VR Claims Management Division,
123 William Street, New York, NY 10038.
Or call him at (212) 306-8390.

. 4
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Insurance market could get new players
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Continued froM page 36

sales by banks.
"Insurance is not : battle worth

fighting, compared with others
right now,-' bet.eves Mr. Morgan of
Golembe Associates.

Banks are fighting a rearguard
action to prevent further restric-
tions on insurance, but it is not a
legislative pricrity.

"If the big banks were to start
selling insurance-and it makes an
awful lot f sense for thern to do

that-they will raid the insurance
indus-ry for top brokers," predicts
Mr. Davis of C.rroon & Black.

Advanced Risk Management
Services recently prepared a feasi-
bility report for a regional bank
holding company interested n sell-
ing insurance, he adds. The study
was authorized by the chief execu-
tive who had eome from another

bank company that sold insurance
under a grandfather clause.

Insurance companies generally
feel less threatened than agents
and brokers by the specter of tank
involvemens in the industry since
insurers view banks as efficient

distribut-on outlets for their orod-

ucts and services.

"We ve had some tertativE ap-
proaches from banks," reports Jack
Morrison, senior executive -0 at
the Insurance Co. of North

America "We look at thEm on an

individual basis, but we are very
conscic us of our agents' concerns."

Mr. Morrison does nc: bel.eve

large corporate clients would find
banks attractive as a source d in-

surance. Small business nistc.mers

might find it convenier.: to pur-
chase property/casualty insurance
from the bank, however.

The following are six 01 72 Assurex partners and affiliates worldwide:

FRED. C. CHURCH, INC.
24 Merrimack Street Lowell. MA 01853

COLLIER COBB & ASSOCIATES, INC.
317 South Trvon Street Charlote, NC 28231

THE FRANKEL COMPANY
LIEBERMAN, FRANKEL ASSOCIATES
Brinton Exec=itive Center 1 C51 Brinton Road

Pittsburgh, PA 15221

"We are not aware of banks as

competitors for risk mar agement
services," adds Mr Morson. INA
lias offered self-insurance services,
including fronting arrangements
for captives, claim: administration

and statistical analysis for six
years.

"I am not aware of any bank sell-
ing risk management services,"
says J,seph Smelana, president of
AIG Risk Managemenl. Banks

cffer portfolio management and
maintain trust acecunts for self-in-

surance funds, but those are tradi-

ti)nal sank functions, he says.
The services pxvided by insur-

ers, brokers and independent con-
sultarts are quite different, he
explains. They involve risk deci-
sions, like claims adjustment, loss
prevention and engineering and
settinE of risk reter.tion levels, .

GILLIS, ELLIS & BAKER, INC.
135 St Charles Avenue Sike 700 Aew Orleans, LA 70130

INSURANCE & RISK MANAGEMENT
Park Vlest Office Plaza 3811 Illinois Road

Ft. Wayne, IN 46804

LaMAIR-MULOCK·CONDON CO.

907 Walnut Street Des Mcines, IA 50309

Opposition
stalls Missouri

banks' efforts
By RHONDA L. RUNDLE

KANSAS CITY, Mo.-Insurance

agents and brokers, who fear losing
business to one-stop financial su-
permarkets, are at every turn
fighting banks selling insurance.

Two Missouri bank holding com-
panies that want to sell prop-
erty/casualty insurance to their
customers so far have been stalled

by tough opposition from the Inde-
pendent Insurance Agents of
America and the Independent In-
surance Agents of Missouri.

The Federal Reserve Board is the

arena for this round of the insur-

ance agents' concerted effort to
block banks from selling insurance.

To set up an insurance agency,
bank holding companies must ob-
tain permission from the Federal
Reserve Board under section 4(c)8

of the Bank Holding Company Act
of 1956 as amended in 1970.

Even if Congress passes a bill to
prohibit new insurance business by
bank holding companies, pending
applications probably will be swept
into grandfather provisions or ex-
emptions that permit existing acti-
vities to continue (see story, page
51).

The proposals of Commerce
Bancshares in Kansas City and of
Mercantile Bancorporation Inc. in
St. Louis to sell insurance illumi-

nate why some bank holding com-
panies want to be in the business
and why insurance agents oppose
it. The applications are entirely
separate, but raise many of the
same questions and require similar
administrative treatment by the
Federal Reserve Board.

Mercantile Bancorporation is the
second-largest banking institution
in Missouri with 55 locations in the

state. Commerce Baneshares is the

third-largest Missouri banking or-
ganization and operates 38 banking
subsidiaries and two non-banking
units out of more than 70 offices.

Both bank holding companies
want authority to sell a broad spec-
trum of personal and commercial
lines of insurance that are closely
related to traditional banking
functions. This includes physical
damage insurance for property
held as collateral for a loan and lia-

bility insurance and other cover-
ages commonly marketed as part of
an insurance package.

Hundreds of bank holding com-
panies already own subsidiary
companies that sell or underwrite
credit-related insurance. Others

have received permission to sell
property/casualty insurance, ac-
cording to a Federal Reserve spo-
kesperson.

But no one knows exactly how
many banks currently sell insur-
ance because the Federal Reserve

does not keep aggregate records on
the number of 4(c)8 applications re-
ceived or approved by its 12 district
banks. Some banks' insurance acti-

vities preceded legislation that es-
tablished the application proce-
dures.

Credit-related insurance re-

quired by banks to protect their
loan in the event of the death or

disability of the borrower is the
most common type of coverage sold
by bank holding companies. This is
the only insurance product that
bank holding companies are per-
mitted to underwrite as well as sell.

Proposals by bank holding com-
panies to set up an insurance
agency, or to expand existing busi-
ness beyond credit-related transac-
tions, have met with persistent op-
position from insurance agent trade
groups. They argue that adverse ef-
fects of such sales outweigh the
benefits to individual and business

Continued on page 50
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membercompanies take ontheworld.

AFIA and its member companies
are ready to serve you with
Global Insurance-if you're ready
for Global Insurance.

L here has been considerable discussion in the
market concerning global programs, bordering
on the controversial. At AFIA, we view such
innovations as being positive and constructive
because if they are in the best interests of risk
management, we want to be in the forefront."
Paul F. Butler, President and Chief Executive
Officer, AFIA.

'We are enthusiastic about the combined

capabilities of AFIA and The Home. Together
they can meet the global insurance and risk man-
agement needs of our producers and their dients."
Peter C. R. Huang, Chairman of the Board and
President, The Home Insurance Company.

«If global programs are the best answer to your
insurance needs, we know how to provide them."
Myron Du Bain, Chairman of the Board and
President, Fireman's Fund Insurance Company.

"At The Hartford, we want to protect your
world; global programs fit right into our plans."
DeRoy C. Thomas, Chairman of the Board and
President, Hartford Fire Insurance Company.

"Global programs may not be for everyone,
but if they fit into your risk management
program, we want to be involved."
David J. Prentiss, Chief Executive Officer,
Aetna Insurance Company.

"Customer service is vital to us, our agents,
and our insureds. With global programs we can

confidently tell our insureds: St. Paul Fire and
Marine serves you worldwide'."
Robert J. Haugh, President, St. Paul Fire and
Marine Insurance Company.

Global insurance-one uniform policy cover-
ing you abroad and at home-backed by the
unmatched international capabilities of AHA
worldwide combined with the strength of its
member companies in the United States-Aetna
Fire, Fireman's Fund, Hartford Fire, The Home
and St. Paul Fire and Marine.

For risk managers of multinational companies,
global insurance, if it's right for your company,
can help you accomplish two of your most basic
goals-greater control of your insurance at a
lower cost.

The question is: is global insurance right for
your company ?

The answer is: maybe yes, maybe no.
No two multinational companies have the

same worldwide insurance needs. And the global
concept is a whole new world.

We think it's a world well worth exploring-
with AFIA.

Because, after all, when you have AFIA
managing your program abroad and its member
companies working for you here, you have the
best of both worlds.

We invite you to call Bill Crowley, Vice Pres-
ident, AFIA, personally, at 212-964-4990.

AFIA
WORLDWIDE INSURANCE

Helping business
grow overseas since I9IS.

AFIA Worldwide Insurance, 110 William Street, New York, NY 10038 Atlanta, Boston, Chicago, Cleveland, Dallas, Houston, Los Angeles,
Miami, Minneapolis, San Francisco, Seattle, Washington, D.C. and 230 other cities around the world.
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By Harry L. Shuford

Tprograms. Soft markets. Profit centers.
HE CARNATION CASE. Association

Surplus relief. The cap is off captive
insurance.

In times past, captive insurance was
perceived to be little more than a special
form of self-insurance. Today, it has

become an integral part of worldwide
insurance underwriting capacity.

No more than three years ago, an article
appeared on captives (BI, Jan. 7, 1980)

extolling the virtues of financial planning.
The primary objective was controlling the
risks in captive insurance. As a
consequence of recent developments, this
industry's needs have moved well beyond
those outlined in that earlier article.

Very few single-parent captives have
been established in recent years. In part,
this reflects a reluctance of U.S.

corporations to tangle with the Internal
Revenue Service.

To a greater extent, however, the

market currently offers alternatives that
are financially equal or superior to the
captive solution. It has been argued by
observers, such as in the Sept. 25 issue of
The Economist, that some options, like
paid-loss retros, are no more acceptable to
the IRS than captives are.

Many existing single-owner captives
have chosen to enter the international

reinsurance markets. To some degree, the
objective is to generate a volume of
unrelated business to establish a shifting of

risk sufficient to protect the current
deductibility of related premiums. This is

By M. Moshe Porat

FREQUENT VIEW of captiveinsurance companies is as formalized
self-insurance programs. The Internal
Revenue Service in its 1972 instructions to

its agents quoted others in stating that a
captive is "a vehicle for formalizing
self-insurance." Some even generalize by
saying that a captive is "a risk

management program of formalized
retention."

Such views suggest that a captive is an
ultimate form of any direct
(self-insurance) retention program.

Therefore, one may think that formation
of captive insurers is a kind of substitute
for existing direct retention programs like
formal funded plans, retro plans, full
retention of some coverage or other types
of retention.

It is known, though, that some direct
retention programs can be, in a technical
sense, alternatives to captives and are
promulgated as such. Also, some
organizations use direct retention
programs besides operating a captive.

The idea that captives are a substitute
for direct retention programs was tested
by posing a question to 148 operators of
offshore captives who have been operating
204 captives regarding their direct

retention programs.
Table 1 summarizes their responses,

comparingthe situation of having a direct
retention program prior to the captive's
formation with the current situation of.

operating offshore captives.

Notably more respondents, 121, reported,
that they currently have some kind of
direct retention program than those who

1. 1.

THE
CAPTIVES

Taxes, other alternatives
can't stop movement

not the whole story, however.
From a financial perspective, many

captive parents are confronted with a

dilemma. The subsidiary has accumulated
redundant surplus and yet, given the
condition of the U.S. economy, the
anticipated return on investment in the
parent's traditional activities is relatively
unattractive. There is reason to believe

that this capital could be used more

effectively to support a modest but
growing book of international
reinsurance.

In spite of the limited growth of
single-parent captives, the captive
movement itself continues unabated. The

current expansion is centered on the
so-called group or association.captive.
Numerous authors have commented on

the reasons underlying this phenomenon,
so there is no need to repeat them here.

In general, group captives can be
identified with one of two characteristic

organizational forms. Stock chartered
companies typically consist of a small
number, 15 to 35, of moderate to large
owner/insureds. In most cases, all owners
sit on the board of directors and share in

the control of the company. In some cases,
the captive may provide coverage to

smaller, non-owner industry members.
If an industry or association program is

designed to cover a largenumber of
participants, the captive will normally be
chartered as a mutual. In this case, the

bond between the insured and the captive
is less direct and frequently less strong
since policyholders often fail to perceive

Direct retention plans
not necessarily the same

Category

T.blel

m"lit"Muldimm//09"In/1

Deductibles

Formal funded plans
Retro plans

Full retention of some coverages

As layer prior to captive's retention*
Other

Total

Any form of direct retention-

80

44

10

Before captive's
formation

Mumber

Of

responses 

3

137

105

58.4%

32.1%

7.3%

2.2%

100.0%

76.6%

After captive's
formation

Number

Of

responses 56

96 43.2%

33 14.9%

3 1.3%

47 21.2%

38 17.1%

5 2.3%

222 100.096

121 81.8%

*Distinguished from deductibles by being associated with captive only as part of a program.

**Out of 148 respondents.

reported such retention existed prior to
the formation of the captives, 105. This
increase by more than 15% not only rejects
the theory that captives are a substitute for
direct retention programs, but suggests
that captives may even encourage them.

Therefore, out of 148 respondents, 81.8%
used some form of direct retention.

Table 2 (see page 46) shows the numbers
of those who used direct retention

programs before and after formation of a

captive, 99; those who used direct
retention programs before, but not after
formation of a captive, six; those who
never used direct retention programs, 21;
and those that did not use, but started

using directretention programs after
captive formation, 22.

Based on this survey, therefore, it can be

argued that the chance that captive
formation encourages utilization of other
direct retention techniques is about.50%,

their ownership interest.
There is a common element in these

three breeds of captive. They are active
participants in the insurance marketplace.
They are insurance companies, and they
must be managed as such.

Unfortunately, most captive
management companies really do not
manage; they administer. Cash is collected
and dispersed; bookkeeping is performed
and financial statements are prepared;
reinsurance protection may be established.
Modern captive programs often need
much more.

As captives begin to provide more
diverse, multiline coverage to a larger
number of insureds, they need to establish
procedures for handling daily
transactions. Insurance programs covering
a large number of group members
eventually will benefit from a version of a
managing general agency system.

On the policy side, this system should
handle rating, quotations, policy issuance
and endorsements. The policy data base
can provide information to serve a variety
of needs like expiration/renewal reports
and market penetration analyses. A claims
register is useful for evaluating renewals
and for underwriting classes of insureds
by linking premiums to loss experience.

A comparable need exists for
single-parent profit-center captives. Here,
however, the focus is on unrelated
reinsurance business. The traditional

accounting/bookkeeping function should
be extended to become a reinsurance

treaty information system. It generally is
Continued on next page

while the chance that formation of a

captive discourages using other retention
techniques is only about 6%.

The results tabulated in Table 1 indicate

that use of deductibles was increased by
20% after forming a captive, but use of
formal retention and retroactive rating
system plans was reduced by about 25%.
This suggests that captive owners use

deductibles more frequently, and often in
even larger amounts, than before they
formed the captive. The other two forms
of retention, full direct retention of a
complete risk and retention of a first layer
below the excess coverage assumed by the
captive, indicate relatively extensive use
of these forms by the parents of captives.
This may be due to the additional
knowledge and experience the parent
gains by performing feasibility studies
associated with captives and the actual
operation of the captive.

This conclusion is supported by the fact
that the majority of the operators reported
that only portions of risks (a median of
36% and an average of 43%) are assumed
by their captive. Thus, they use this
additional knowledge in utilizing more
retentions and continued coverage with
insurers or reinsurers at better terms.

Among the coverages specified as
retained in full, the most common was

automobile physical damage, followed by
workers compensation, errors and
omissions, political risks, crime and loss of
profits. Among other types of retention
plans, various versions of rating methods
and trusts also were mentioned.

Further investigation into the
relationship between captive operators, in

Continued on next page
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Continued from previous page

addition to direct retention programs and
parent company characteristics, reveals
that larger parents in terms of revenue

and industrial companies, mainly manu-
facturers, are more likely to have direct

retention plans than smaller parents and
non-industrial concerns.

Parents with exposures in the United
States and in foreign countries are more
likely to have direct retention plans than
those with solely domestic or foreign expo-
sures.

It also appears that the larger the captive
in terms of net premiums, the more likely
the parent has a direct retention program.

Some direct retention plans were found
to be relatively more common in particu-
lar types of industries or associations with

certain types of coverages, mostly written
by the captive. Deductibles, formal funded
plans, retro and full retention plans tend to
be utilized more often in industrial parent
companies like construction, manufactur-

ing and transportation than among other
companies, like retail or services.

More specifically, the deductible method
is used more often by parents operating

1. 1.

Association captives keep growing
Continued from previous page

not difficult for a risk manager to monitor
a related book of business. The headaches

of trying to track a growing book of
international reinsurance can be powerful.

Similarly, cash-flow administration
must be augmented by professional
investment portfolio management,
particularly as the cash flow needs of
growingcaptives become more complex
and interest rate relationships begin to
change.

On a less-frequent basis, say annually,
there is a need to review a captive's
financial progress and to re-evaluate its
future. Strategic planning may deal with
relatively straightforward questions of
declaring a dividend. Or it may consider

the question of entering the U.S. markets
by becoming an admitted reinsurer.
Frequently, the process is aided by
generating projected proforma financial
results for various strategies and scenarios.

Closely related to this annual review is
the need for. a solid actuarial analysis of
reserves. This study should not only look
at the level of liabilities and hence,

surplus, but also should examinecash flow
related to loss payments. A forecast of
future losses generated by new business is
also useful. It is an integral part of profit
planning.

On an intermediate basis, say quarterly
or monthly, captive management must
examine the cumulative effect of daily

operations in terms of long-term goals.
Budget variance reports should compare
actual financial results with those

projected as part of the profit plan. Cash
flows and reported claims are of particular

concern. Additional controls may be
implemented in the claims management
area using a claims information reporting
system to restructure and summarize loss
runs. Moreover, for multiline, multiyear
programs it often is useful to link this
analysis to updated actuarial projections
on reported and paid claims.

The critical problem in running any
insurance company is to earn an adequate
return on surplus. If this could be done
only from underwriting results, that

would be fine. However, the insurance
marketplace has rendered this largely
impossible. Thus, company management
must strive to achieve an acceptable
balance between underwriting and

investment operations. Modern techniques
of financial management and control will
play an ever-increasing role in reaching
and maintaining this balance. .

Dr. Harry L. Shuford ts li  -

research and planning LIVI/I
division at Fred S. James Cvh.£ illlllli
& Co. Inc. in New York.

Captives may encourage direct retention

Before

Table 2

Direct risk retention

105

Retained

risk

43
No retained risk

Captive 1
formedj

large-sized captives that underwrite
mostly automobile and product liability
coverage.

The analysis pointed toward an exten-
sive utilization, nearly 82%, of various

After

99

Retained

risk

6 Stopped retainin

21 Never retained

forms of direct retention programs among
companies operating captives.

It appears that deductibles are the most
common form of direct retention pro-
grams. When the categories of "deduct-

ibles" and "first layer" are combined, these
forms were reported in more than 60% of
the responses. Deductibles were the only
form of direct retention plans that have
been increased in usage after the forma-
tion of a captive.

The analysis clearly pointed out that
captives do not substitute for direct reten-
tion, or self-insurance, programs. If any-
thing, they are likely to encourage forma-
tion of a direct retention plan. The in-
crease in knowledge of risk management
methods, at the feasibility study stages,
and the experience gained from operating
a captive are factors that influence in-
creased use of direct retention programs
by the parent company, in kddition to the
captive operations. .

Dr. M. Moshe Porat is assis-

tant professor of insurance
and risk at Temple Univer-
sity's School of Business Ad-
ministration in Philadel-

phia. This article is ex-
terpted from sections of Dr.
Porat's dissertation.

Court rules comp law discriminates against men
ISPARATE treatment affordedunmarried fathers by Oregon's
workers compensation law did not have a
substantial relationship to a legitimate
government objective, according to the
Court of Appeals of that state. The court
held the statute unconstitutional because it

discriminated against unmarried fathers
on a basis of sex.

An unmarried woman who lived with

an unmarried man for more than one year

and who had children in that time was

given the right to receive workers
compensation under the Oregon law in the
event of an accidental injury to the man.
No benefits, however, were accorded to an

unmarried man in the same situation.

Floyd Hewitt had lived with Marian
Williams. They had a child. Ms. Williams

died from a compensable industrial
accident. -Although the child received
benefits, Mr. Hewitt was denied benefits.

The appellate court concluded that the
"denigration of a female worker's

legal briefs
contributions" was not a benign
discrimination. The statute, it said,

discounts a female's family contribution

and deprives them of benefits when those
benefits are available to a male worker's

family. Matter of Compensation of
Williams, Court of Appeals of Oregon, Oct.
26, 1981 (BI/01/Au.-$5).

Mistaken life.payment
A federal appellate court in.Missouri

ruled that an insurer was entitled to

recover benefits it mistakenly paid under

a policy to the wrong beneficiary after it
was required to pay the correct one.

Mr. Woods was covered under a group
life policy issued to his employer by
Metropolitan Life Insurance Co. He
enrolled in the plan in 1964 when he was

married to Jeanne and designated her as
beneficiary. Later, they were divorced.
Under the settlement terms, Jeanne was to

remain the designated beneficiary. Mr.
Woods' employer knew of the provision.
After the divorce in 1971, Mr. Woods

married Roberta. In 1975, in violation of

the settlement, he purported to designate
Roberta as the sole beneficiary.

Mr. Woods died in 1978. Roberta filed a

claim for benefits with his employer. The
claim was processed with the 1975
information, and through the employer,
Metropolitan paid Roberta $116,000. She
invested the funds. Jeanne sued

Metropolitan; then the insurer sued
Roberta for restitution if it was found

liable to Jeanne. The court held

Metropolitan was liable to Jeanne, but it
could not recover from Roberta.

On appeal, Metropolitan argued that it
should not have to pay both women. The
federal appellate court, looking to Missouri
where the case arose, said the courts there

put emphasis on whether or not the payee
had relied on retention of the payment
received. Here, the court said, equity
favored a holding for Metropolitan,
otherwise Roberta would receive a

windfall. The court said she was not

entitled to the policy proceeds nor had she
in any way relied upon the policy. Woods
vs. Metropolitan Life Insurance Co., U.S.
Court of Appeals for the 8th Circuit, Dec.
2,1981 (BI/02/Au.-$5). .

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

Insurance, 740 N. Rush St., Chicago, Ill.
60611. Please list the number for each opin-
ion.
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WE'RE ADDING NEW OPTIONS
TO FLEXIBLE FINANCING TO MEET YOUR

CASH FLOW NEEDS FOR THE FUTURE.
These days, maintaining a healthy cash flow is an increasingly important concern.

So Blue Cross and Blue Shield Plans are now offering flexible arrangements to better
satisfy your risk management or cash flow objectives.

Today youroptions range from fully insured financing, which manycompanies still
prefer, to minimum premium agreements, and administrative services contracts. So when
you're looking for flexibility in financing, we can work out the options.

But flexible financing is only one dimension of our new approach to meeting
your specific needs-The Blue Cross and Blue Shield Metamatrix System.With increased
benefit flexibility, effective cost containment, paperless claims processing and uniquely
trained professional representatives,the Metamatrix System representsthe latest innovation
in health care protection from the largest, most experienced source.

For more information on America's leader in health care coverage, contact your
local Blue Cross and Blue Shield Plan.
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Revision enlivens insurance text
By Dorothy Parr Snowden

"Property and Liability Insurance"
By S.S. Huebner, Kenneth Black Jr.

and Robert S. Cline

Prentice-Hall lIne., Englewood Cliffs,
N.J. 07632

630 pages; $24.95

When is a textbook more.than a

textbook?

When it is thoroughly revised for
property/liability professionals in this
increasingly sophisticated arena, yet

retains the principles setforth in a
landmark volume written by a pioneer
professor of insurance.

Written primarily for advanced

students and agents and brokers just
entering or re-entering the field, here is
an invitation to refresh your perceptions

and find updated information in specific
areas of property and liability insurance
coverage.

The complexities of property/liability
insurance-including its development,
functions, exposures and
coverages-march by in orderly fashion,
preceded by a fanfare of introductory
material on risk, loss prevention and the
structure of American insurance.

books & ideas

insurance'

A

1 V

The latter section is an

acknowledgement of the importance this
reference work has been accorded in

university curricula outside the United
States and a recognition of American
insurers' increasing expertise in this field.

Not to be confused with an introductory
text, this handy resource touches on

themes of major interest in today's
fast-paced property/liability track. Major

topics include fire, marine and business
interruption, plus other forms of property

exposures. Special liabilities, workers
compensation and multiple lines also
receive attention.

Management and regulations are briefly

5..$

1 *,uu-

considered while underwriting, claims
administration and ratemaking are given
introductory nods.

Among the more significant updates:
• Substitution of the word "liability" in

all discussions pertaining to what earlier
editions referred to as "casualty
insurance."

• Multiple lines coverages: residential,
commercial, auto and aviation.

• Functions of loss control: prevention,

minimization, adjustment and settlement.
• Mechanics of state regulations:

incorporation and taxation of insurers and
the classes of insurance they sell; rating
bureaus; and how regulations affect agents

and brokers.

The concise bibliographies will
encourage professionals and students alike
to burrow more deeply into the specifics of

property exposures. -

All this and more is in a handy third
edition of a textbook by S.S Huebner, long
associated with the Wharton School at the

University of Pennsylvania, which
honored him with the title of late emeritus

professor of insurance.

Co-authors Kenneth Black Jr. and

Robert Cline are also highly respected in
insurance academia. Mr. Cline is professor
of insurance at the School of Business at

the University of North Carolina at

Greensboro. Mr. Black, regents professor
of insurance at the College of Business
Administration at Georgia State

University, is consulting editor of the
Prentice-Hall Series in Security and
Insurance.

The preface of the book begins with a
curiously confessional tone: they "regret
that the many changes in the business,
even in the marine insurance field, have

made it necessary to revise every part of
the book." •

Dorothy Parr Snowden is the proofreader
at Business Insurance.

Changes and challenges in store for actuaries
By Anna M. Rappaport

QINCE I STARTED in the actuarial profession, I
Uhave realized we must learn to cope with change
and become more open to changes. I also have learned
that changes occur in areas where they are not
expected, so we need to watch for signs of change and
anticipate how we will react to those changes.

Some of the changes I have seen in the institutions
and practices of the actuary include:

• Computers now make calculations with ease and a
low cost that actuaries considered practically
impossible in 1959. Even the smallest companies now
have access to computer facilities.

• Giant financial service organizations have
emerged. They offer a wide variety of products to their
customers. Sears, Roebuck & Co., American Express
and Prudential Insurance Co. of America are among
many vying for the personal financial services market.

• Life insurance premium rates have dropped to
levels not imagined by actuaries in 1960. Products that
then were considered so radical as to be unthinkable

are commonplace today.

• Companies offering products and services to
employers have adopted a posture of offering a
smorgasbord of services, and a willingness to
custom-tailor to the needs and desires of the customers.

To make matters even more complicated for the
insurers, their customers have often hired their own

actuaries to assist them in obtaining the best
arrangements for their money.

• Generally accepted accounting practices for
financial reporting were introduced for stock life
insurance companies.

• Many companies, particularly those stock
companies, have started producing monthly financial
statements and have developed elaborate financial
plans.

• The market values of investment portfolios
- containing large numbers of bonds have dropped

substantially below amortized values, so that statutory

financial statements that once could have been

described as conservative can no longer be
characterized that way.

• Brokers have been transformed and reconstructed

into consultants, from being salespeople. Consulting
firms in the employee benefits area today employ a
wide variety of specialists including actuaries, health
care experts, claims consultants, lawyers and other
professionals. Employee benefit consultants have
expanded their practices to include total compensation
planning, retirement planning, employee
communications and, in some cases, broad-based

human resource consulting.
• There has been a very significant increase in the

regulation of employee benefits on both the state and
federal levels.

Change was sometimes painful for the actuaries
and those institutions where they were employed. It
still can be. The actuary, responsible for the security of
the plan participant or policyholder, was often
conservative and may have been viewed as inflexible
by his peers. The environment changed and those
changes virtually forced adaptation, but it was not an
easy transition.

Our challenge today is to mold our tools and our
attitudes so that we can respond better and faster. Our

challenge is to educate new members of the profession
who are prepared for uncertainty and who have the
tools to cope with changes as they emerge.

The role of the actuarial professional can be defined
in two parts.

First, the actuary is the person responsible for
establishing the level of funding needed to preserve the
integrity of a financial security system. The second role
relates to the design of financial security systems so '
that plans and programs respond well to the needs of
the people they are to serve.

The environment of the 1980s will make those roles

more difficult than they have been in the time since I
started to practice.

For instance, interest rates are very high today; we
have seen high levels of inflation in the United States

in the past decade. The economic future is uncertain.
Our security systems are designed to work best for

the heads of traditional families, but fewer than one in

five American workers are the heads of families that

fit this model.

Fixed-dollar security protection has not really
delivered the security that the purchaser expected.

American workers save less than workers in many
other countries and government policy has served to

discoUrage saving.
The basic needs of the population are changing job

security. The need to develop new skills as technology
changes is emerging as major new priority.

We all need to work together to meet these
challenges, and to help the actuarial profession address
them.

The society of actuaries has also responded to these
issues with a continuing education program,
recognition of specialized interests and long-range
planning.

Does this mean we can be satisfied because all is in

order?

No, I do not believe it does. We need to look at the

systems we are working with and the lives of the
people they serve. We must examine the systems

critically to see if they are doing the jobs for which
they were intended. When they are not, we need to
have courage to explore new ideas and to improve
those systems.

As a profession, we need to look at our research and
educational systems and the demands that are placed

on our members. We must be willing to identify any
weaknesses and to build on what we have in place. The
future offers promise, opportunity and challenge.

Anna M. Rappaport is a principal and senior consultant
for William M. Mercer Inc. in Chicago. This speech was
delivered to the Actuaries Club of New York in June.
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" WHEN ITCOMES TO
-<FAST, ACCURATE PAPER FLOW "-

THERE'S NOPLACELIKEHOME:'

Peter Wolfe spent 27 years with Citank, prtmanly Internally that means making a smooth transi- create a positive impression with the insured and
in domestic and ovemeas processing opemtions His last tion from manual processing to computers Exter- means our agent will be likely to increase busmess
assignment was as Sentor Vice President and Division Head nally, it means providing our agents with direct with The Home.

of Internahonal Operations and Systems b*re loming The access to computers, and eventually, decentralizing The Home's $4 5 bilhon in assets represents sig-
Home as Sentor Vice President, Opemtions Management. the system to put more and more computer power nlficant financial resources and strength and helpsas close to transaction initiation and to the customer support our efforts to expedite changes m process-

"One of the things that attracted me toThe as possible ing and quality controls, automated policy systems

Home is that it is on the verge of completely chang- This concept makes our systems more respon- implementation and electronic office automation.
ing the infrastructure of the Insurance business. sive, so we can make improvements based on what AtThe Home, that's proactive change I think we're

Right now, we have one of the most advanced our field managers tell us are their agents' needs going tobe leaders mthisbusinessvery, very shortly"
"on-lme" computer systems available and are in the and product requirements
process of automating all our major product lines In addition to a more tlmel14 higher quality THE HOME

My role comes at the point of implementation. product, our agents will also get more timely, higher INSURANCE
We're responsible for traming our people in how quality service and more efficient claims processing.
best to utillze these production and paper process- For example, if other companies can process a claim COMPANY

m 10 days, The Home can do it in 5 days. This will City Investing Company
mg systems
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Continued from page 40
insurance consumers.

"We have fought tooth and fang
against it," confirms Thomas E.
Wilson, counsel for the IIAA in

Washington, D.C.
Mr. Wilson is well-known to at-

torneys at the Federal Reserve
Board.

"Insurance sales is the most liti-

gated non-banking activity pro-
posed by banks," observes Richard
Whiting, senior attorney with the
Federal Reserve Board.

Many bank holding company ap-
plications have been approved de-
spite IIAA objections, but the
IIAA's stubborn efforts to derail

such proposals have taken their
toll. Bank holding companies must
think long and hard about potential
gains from insurance sales before

CS ONL NE
Instant on-line access to your
complete data base, anytime

Name

Position

Company

Find out more about the world's most flexible system for
data base management. Call toll free in the U.S. and

Canada, (800) 858-4351, or (806) 376-4223 in Texas. Or
send the coupon below.

Agents try to block bank insurance sales
Banks selling insurance create an enormous
potential for unfair competition, opponents

of the practice argue.

committing management time and
legal costs to the battle.

Commerce Bancshares Inc. had

filed an application several years
ago but decided to withdraw it
shortly afterward rather than fight
the agents' protest, reports John R.
Coffin, an attorney with the bank
holding company.

The incentive to persevere is
stronger since a competitor, Cen-
terre Bancorporation in St. Louis,
obtained approval for property in-
surance sales in 1980. Commerce

wants to provide "one-stop lending
and insurance services" as a conve-

nience to bank customers.

"The availability of an insurance
agent at the bank where a credit
transaction is being negotiated,
who is employed by the bank, will
provide the customer with experi-
enced advice as to both the finan-

cial and insurance aspects of the
transaction and how they relate to
each other," explains Mercantile
Bancorporation in its application.

Although Mercantile and Com-

merce both say their immediate in-
tention is to market insurance t6

individuals rather than businesses,
their applications are sufficiently
broad to permit sales of commercial
lines as well.

Banks selling insurance create
an enormous potential for unfair
competition and markedly higher
prices for insurance consumers, op-
ponents of the practice argue.
Banks could tie sales of insurance
to extensions of credit: No insur-

ance purchase, no loan.
Even if banks scrupulously avoid

such tie-ins, their customers may
perceive such a link, the argument
goes. The bank's requirement of in-
surance to cover collateral could

easily be interpreted as a require-
men: to purchase that coverage

D,
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LEXIBLE
Always the most complete risk management information

system, now Corporate Systems is also the most flexible.

Our newest developments . . CS Online, CS
Graphics, and CS Interact . . enable us

f to respond to every data need of risk
management, claims managment,

and safety management.

CS GRAPH CS
Immediate on4erminal

graphic capabilities to plot
any time-series data in a

bar, or point graph

CS INTERACT
"User friendly," English

language programming to
create and produce your

own reports

Tell me more about CS ONLINE El, CS INTERACT 0, and/or CS GRAPHICS O,

Corporate Systems' newest advances in risk information technology.
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City State

Zip Phone ( )

Mail to: Corporate Systems • Dept. 81 • P.O. Box 31780 • Amarillo, Texas 79120
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directly from the bank.
This confusion is more

likely when the loan officer is
also selling the insurance.
Commerce Bancshares' appli-
cation, for example, proposes
that loan officers sell insur-
ance to customers on behalf of

the bank holding company's
insurance agency subsidiary.

The bank's business clien-

tele is presumably more so-
phisticated but nonetheless
vulnerable to tie-in sales, de-
clares Mr. Wilson.

Imagine a building contrac-
tor, he says. In order to bid on
a big job, the contractor asks
the bank to raise his line of

credit to $8 million from $5
million. The bank also points
out that it can provide workers
compensation, physical dam-
age, and liability insurance on
the project.

"The alphabet broker can't
give him a line of credit-so
he's going to play ball with the
bank," sums up Mr. Wilson.
"It's absurd to imagine that In-
ternational Harvester or

Chrysler Corp. wouldn't buy
insurance from the bank if

their credit were on the line."

To support their argument
that bank sales of insurance

are likely to reduce rather
than enhance competition,
agents point to evidence of
high-pricedcredit-related in-
surance commonly sold by
bank holding companies.

In a recent article published
in American Banker, an econ-
omist with the Federal Re-
serve Bank of Cleveland ex-

tolled the virtues of bank

holding companies selling in-
surance. He reported that in- ,
surance sales generated a re-
turn on capital nearly three
times higher and a return on
assets nearly 15 times higher
than the returns earned by the
holding companies as a whole
over the 1978-81 period.

This profitability has been at
the expense of consumers who
have paid premiums for credit
insurance out of all proportion
to the loss experience of credit
insurance underwriters, says
Mr. Wilson.

"Because credit insurance is

sold onlfin conjunction with
extensions of credit, and be-
cause thegost of the insurance

is relatively small in relation
to the loan, credit insurance
companies have competed
with one another not to reduce

premiums; but to elevate them
in order to pay lenders the
highest Rossible commission,"
Mr. Wilson writes in a so-far

unpublished response to the
AmericaRBanker article.

The IIAA has succeeded in

setting aside the Federal Re-
serve Board's initial decision

rendered in August 1980 to
grant Mercantile Bancorpora-
tion's 4(c)8 application.

The Bth U.S. Circuit Court

of Appeals ruled a year ago
that the Board of Governors of

the Federal eserve Board
must hold public hearings be-
fore reaching a final determi-
nation on the Mercantile ap-
plication. Commerce subse-
quently filed its 4(c)8 applica-
tion and participated in a
hearing held before an admin-
istrative law *dge last June.

The parties hre now waiting
for briefs to be filed by the
Federal Reserve staff. Those
recommendations are not

binding on the governors who
ultimately must decide
whether the applicants' pro-
posals to sell insurance will re-
sult in benefits to the public. .
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New law to ban insurance sales at most banks
By RHONDA L. RUNDLE

WASHINGTON-Most bank

holding companies will be barred
from selling insurance after Presi-
dent Reagan signs the Depository
Institutions Amendments of 1982,

which was passed by Congress in
its closing hours Oct. 1.

The prohibition, which received
scant attention from legislators,
was buried in a financial-aid pack-
age for savings and loan associa-
tions sponsored by Senate Banking
Committee Chairman Jake Garn,
R-Utah.

The ban was a major victory for
the Independent Insurance Agents
of America, a trade group repre-
senting 126,000 agents that has
fought tooth and nail to prohibit
bank sales of insurance. The Na-

tional Assn. of Casualty & Surety
Agents, whose members are lead-
ing commercial property and casu-
alty agencies and brokerages, also
supported the measure.

All bank holding company insur-
ance agency operations undertaken
prior to May 1, 1982, will be exempt
from the ban under a grandfather
clause in the bill. Applications to
start up or expand insurance activi-
ties that are pending at the Federal
Reserve Board also were swept into
the grandfather provision.

Insurance agents have argued for
years that bank sales of insurance
reduce competition because of the
enormous leverage banks exert
over credit customers. Borrowers

are likely to perceive that a pend-
ing loan application will be denied
unless they also purchase insurance
from the bank, insurance agents
contend.

Up until now, banks have been
permitted to sell only credit-related
insurance after receiving permis-
sion from the Federal Reserve

Board. The IIAA has persistently
protested approval of such activi-
ties with limited success (see story,
page 40).

"The public is well-served by this
legislation," summed up Thomas E.
Wilson, counsel for the IIAA in

Washington. "It is an enormous
achievement."

Commenting on the bill's gener-
ous grandfather provisions, which
banks say set up an unequal com-
petitive environment, Mr. Wilson
said the IIAA would have pre-
ferred a retroactive provision.

"This is one of the imperfections
of the legislative system. It would
have been politically impossible to
make the bill retroactive.

"Everybody expects President
Reagan to sign it," added Mr. Wil-
son.

Title VI of the legislative pack-
age, which specifically addresses
bank sales of insurance, was a

major focus of controversy in the
conference committee called two

weeks ago to iron out differences in
the House and Senate versions of

the bill.

Large bank holding companies
complained that the title tightens
restrictions on them in a bill bally-
hooed as a step toward deregula-
tion.

In testimony before the Senate
Banking Committee last October,
Walter Wriston, chairman of Citi-
corp, raised this objection:

"In a bill whose fundamental

thrust is to remove restraints on

competition, one solitary provision,
the prohibition on insurance, flies
in the face of this intent."

Citicorp cannot support such a
provision, he declared.

Small independent banks vehe-
mently opposed the bill's primary
objective of bailing out thrift insti-
tutions, but only mildly protested
the insurance provisions. That was
partly because the ban on insur-
ance sales does not apply to banks
located in towns with a population

of fewer than 5,000.
Other exemptions include:
• Sales of credit life, credit dis-

ability and involuntary unemploy-
ment insurance, which pay off out-
standing loan balances in the event
of a borrower's death, disability or
layoff.

• Sales of property insurance on
loan collateral by finance company
subsidiaries of bank holding com-
panies so long as the amount of the
loan is $10,000 or less.

• Insurance agency activities by
bank holding companies with
assets of $50 million or less.

Two major insurance company
trade associations assumed a neu-

tral posture toward the bill. Within
the past year, both the American
Council of Life Insurance and the

American Insurance Assn., repre-

senting major property/casualty in-
surers, set up task forces to study
the broad issue of bank deregula-
tion.

A common thread running
through discussions of the two task
forces was the belief that Congress
had never adequately studied the
implications of permitting bank
sales of insurance, reports Thomas
M. Sullivan, counsel for Aetna Life

& Casualty Co. and chairman of the
AIA task force.

"Contacts with administration

officials made it clear that they had
never seriously studied how state
insurance regulation should be
melded with Federal Reserve

Board authority over bank insur-
ance activities," he said.

Despite reservations about an all-
out entry of bank holding com-

panies into their business, insurers
were reluctant to bar banks from

insurance sales.
"It's hard to know what institu-

tions will look like in two to three

years, and no one wants to have
their own words served back to

them on a plate," said Mr. Sullivan.
Some insurers are actively consid-
ering alternative ways of distribut-
ing their products, including
through banks, he pointed out.

The banking package passed
through Congress Oct 1. on a voice
vote in the final hours before ad-

journment.
"It was voted on the last night of

the session and I guarantee that
most people who voted for it don't
know what's in it," complained
Philip Corwin, legislative counsel
for the Independent Bankers Assn.,

representing 7,200 small and me-
dium-sized bank members.

"Some legislators will get a big
case of indigestion when they find
out," he added, describing the
package as a way to help ailing
thrift institutions at the expense of
commercial banks.

The bill provides federal aid to
thrift institutions and allows sav-

ings and loans and commercial
banks to establish deposit accounts
that are competitive with money
market funds. It also extends to

state-chartered institutions the

power to bar assumption of an ex-
isting mortgage when a house is
sold.

Federally chartered savings and
loan associations already had won
the same right in a recent Supreme
Court decision. .
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Computer risks prompt bank coverages
By BILL DENSMORE

NEW YORK-The same com-

puters that allow banks to exfand
and quicken their client services
are expanding the banks' risks.

"The key issue we're facing is an
electronic world," says Joseph
Dancheck, director of risk manage-
ment at Chicago's Harris Trust &
Savings Bank.

But neither bank risk managers
nor clients need fear un.nsured

losses if the banks plug into the
array of insurance producT.s being
offered today.

7 don't think there is a hell of a

lot of problems in bank insurance
today because you can get anything
you want," says Edgar W. Arm-
strong, a bank consultant and man-
ager of risk management services

in the Washingtor, D.C., office of
The Wyatt Co. "It s like a babe in
toyland in terms cf what I can do
for my clients."

No longer must bank risk man-
agers settle for standard prop-
erty/casualty coverages plus fidel-
ity insurance in the time-tested
"blanket bond" format. Now, a va-

riety of endorsements or separate
policies are available from about. a
dozen marke:s (see related story).

The explosion in the use of com-
puters and data-processing equip-
ment that creates mind-boggling
possibilities for gli:ches and losses
was the catalyst for these new poli-
cies and endorsements.

The revolution in data-pro-
cessing and computer coverage for
banks began when banks started to
widely use automated clearing

hoises for check processing. The
largest banks, and some medium-
sized ones, too, also begar :o join
wire-transfer organizat_ons, which
electronically send messag 2. aith-
orizing movements of cash or se-
curities

But when some banks questi.ned
the extent of their insurane.2 cover-

age for an electronic slip-12, they
found it lacking.

The Surety Assn. of Amer ca, an
association of underwrizers chi.fly
handling bank insurance, said in
1980 the siandard bank or sav: ngs
and loan blanket bond wodd only
cover mis:akes by the automated
clearing houses, but not by v'ire-
transfer associations.

At the same time, however, the
surety association offered a sepa-
rate electronic funds transfer rider

3Urance Or

Neli trained

:, including
aim admin·

id financial

under which a bank could list any
wire transfer group it uses and pay
an additional premium.

"I think the thing that brought
the highlight out was that banks
thought that they had coverage
under their surety bond and the
surety association said they didn't,"
recalls Harris' Mr. Dancheck.

C. Robert LaForme, vp of Better-
ley Consulting Group Inc., the Bos-
ton-based division of Tillinghast,
Nelson & Warren, agrees.

"The most important develop-
ment was the change in 1980 in the
old blanket bond to exclude elee-

tronic funds transfer operations
and the resulting development of
computer fraud policies."

The computer fraud policy came
out of Lloyd's of London. K.F.
Alder Syndicate and underwriter
Colin Spreckley, who specialized in
blanket bonds, worked with Burton
J. Carbino, risk manager at Irving
Trust Co. in New York, to develop
Lloyd's first computer-crime policy
for financial institutions (BI, Nov.
16, 1981; Dec. 14, 1981).

The Lloyd's policy was designed
originally for banks and intended
to provide for the first time broad
coverage for losses resulting from
computer fraud. The underwriters,
however, required an extremely
detailed application process involv-
ing on-site review of a bank's com-
puter facilities and audits. Some
bank risk managers objected to the
underwriting requirements as
time-consuming and excessive (BI,
Feb. 15).

Nonetheless, the Lloyd's policy
has been purchased by at least 30
U.S. companies, Mr. Spreckley said
in an interview last month. The

limits purchased have ranged any-
where from $25 million to $100
million, he said.

And, Mr. Spreckley added, he
still seeks the detailed under-

writing review, "but we don't ask
as many silly questions as we used
to."

The U.S. insurance market

quickly jumped into the market
with its own products and said the
time-consuming underwriting pro-
cess required by London wasn't
necessary.

Most U.S. insurers in the blan-

ket-bond market offer a policy or

rider that covers losses resulting
from electronic funds transfers.

At least three others have devel-

oped separate, broader computer-
fraud policies that extend coverage
to the bank's own computer sys-
tems. They are Shand, Morahan &
Co., an underwriting manager in
Evanston, Ill.; St. Paul Fire & Ma-
rine Insurance Co.; and Aetna Cas-
ualty & Surety Co.

In addition, two units of Hartford
Insurance Group Inc. offer "inter-
loper" liability coverage to finan-
cial institutions and other insureds

that purchase Hartford's computer
physical-damage or blanket-bond
coverage.

Most of the other blanket-bond

writers plan to offer similar cover-
age once the surety association
adopts a standard form backed by
the American Bankers Assn.

"Hopefully, we will have a prod-
uct within six months," says Don-
ald E. Vaile, assistant vp of fidelity
and surety underwriting at
USF&G Corp. Mr. Vaile is also
chairman of the surety association
advisory subcommittee working on
the computer policy.

"The hottest current issue is the

computer coverage area, I don't
think there's any question about
that," he added.

Policies offered by the U.S mar-
ket include:

• Shand, Morahan & Co.'s "un-
authorized computer access" insur-
ance, which includes liability pro-
tection as well as first-party cover-
age and protection when losses are
caused accidentally or by prank-
sters. The policy does not require
that the party who gains access to
the computer system be seeking fi-
nancial or other gain.

The separate policy also covers
the cost of restoring the computer
system to its condition prior to un-
authorized access, including costs to
restore programs or stored data;
extra expenses incurred to continue
business operations until the com-
puter system may be restored, like
renting other computer time; and
other direct monetary loss.

It also indemnifies the policy-
holder against suits by angry ac-
count holders or other customers
who might sue for invasion of pri-

Continued on page 54
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Computer fraud coverages grow
Continued from page 52
vacy if confidential information is
released or business interruption
losses if the computer foul-up in-
terupts their businesses.

Shand says it can write limits as
high as $30 million with legal de-
fense costs outside the limit.

In an apparent swipe at the
Lloyd's-Alder application, Shand's
promotional literature for the pol-
icy notes that "in most cases, no
EDP security audit will be re-
quired."

• St. Paul Fire & Marine's

"computer/computer-related theft
insurance," which it writes as an
endorsement to'its bankers blanket

bond form. It protects banks from
losses relating to the fraudulent
entry of data into the insured's
computer or the fraudulent alter-
ing of existing data in the com-

puter.
St. Paul's says its coverage pro-

tects banks from criminal acts af-

fecting data-processing equipment,
communications lines, data ele-
ments and program logic located in
one or more of the insured's offices.

It also covers problems that may
arise in the bank's use of an outside

computer data-processing firm or.
"service bureau."

• Aetna, which has been part of
the surety association subcommit-
tee developing a standard com-
puter-fraud endorsement. How-
ever, it decided for competitive
reasons it couldn't wait for the as-

sociation-endorsed policy and has
started offering its own coverage
through an endorsement to its
blanket bond.

Aetna's riders separately cover
wire-transfer and automated clear-

ing-house losses; fraudulent oral

Banks are covered
instructions communicated by tele-
phone as long as the instructions
were tape-recorded; and losses re- for almost all risks
sulting from use of an independent
hardware or software vendor.

Aetna also says it is the only
insurer to provide legal liability
coverage in one particular situa-
tion: When a bank locates a com-

puter terminal on the premises of
one of its large corporate clients for
entering account instructions
directly.

"If someone accesses the bank's

own computer.without coming on
premises and purports to be an au-
thorized person giving instructions,
the bank is · covered," says Roland
T. Chiaradio, an assistant secretary
for fidelity underwriting in Aetna's
bond department.

Aetna says it will write limits of
up to $50 million. i
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EBASCO SERVICES INCORPORATED

Two World Trade Center, New York, NY 10048

(212) 839-1334

By BILL DENSMORE

NEW YORK-Your banker can

insure just about any risk of doing
business with you, with about a
dozen leading insurers.

The bank's insurance policy
portfolio begins with the bankers
blanket bond, includes fiduciary li-
ability and trust department errors
and omissions insurance and dir·ec-

tors and officers liability insurance.
It also may include kidnap and
ransom insurance, a new bankers

professional liability policy and the
new computer systems coverage
(see related story).

The host of insurance products
available to banks, as described by

*Airlie House, RO. Box 1617
Hamilton 5-24, Bermuda, (809) 292-0124

ASSOCIATED COMPANY MANAGEMENT

* OF EBASCO,LTD.
* v A Subsidiary of O

EBASCO RISK MANAGEMENT CONSULTANTS, INC.

the leading insurers, gives banking
clients an idea of what risks exist in

transactions and how bank risk

managers are covering them.
Any analysis of a bank's insur-

ance program must begin with the
blanket bond, the generic name for
the basic insurance that banks and

savings and loans associations are
required by state and federal laws
to obtain.

The Surety Assn. of America, an
association of 523 insurers based in

Iselin, N.J., develops standard
forms for such bonds. Its Form 24

isused for banks, and its Form 22
is used for savings and loans, build-
ing and loans and cooperative
banks.

Individual insurers offer hun-

dreds of endorsements and entirely
separate policies that build upon or
alter the basic bond coverages.

Each basic blanket bond covers

employee dishonesty and loss of
money, securities, bonds, bullion
and other items of value through
robbery, burglary, theft, holdup,
mysterious disappearance and
other perils.

It provides coverage while the
property is on premises or in regu-
lar transit by messenger or ar-
mored car. It also indemnifies the
financial institution for losses due

to accepting counterfeit U.S. sav-
ings bonds or U.S. or Canadian cur-
rency.

The individual underwriters also

commonly either endorse or adjust
the basic policy to cover losses clue
to forgery, acts of agents or service
contractors, extortion, securities
forgery, physical damage to auto-
matic teller machines or dishonest

or fraudulent trading in securities,
Treasury bills or other debt instru-
ments by bank officers or employ-
ees.

Other additions to bond coverage
or separate policies may cover
losses from safe-deposit boxes, legal
liability arising from a decision to
stop payment on a check, payments
made to directors or employees in-
jured or killed while working, re-
placement of lost instruments
worth up to $50,000 and reim-
bursement for rewards of up to
$1,000 offered to apprehend bur-
glars.

The key underwriters of blanket
bonds and other bank or savings
and loan policies are: Lloyd's of
London; Insurance Co. of North
America; Aetna Casualty & Surety
Co.; MGIC Indemnity Corp.;
USF&G Corp.; Federal Insurance
Co., a subsidiary of Chubb Corp.;
Fireman's Fund Insurance Cos.;
Hartford Fire Insurance Co. and

Hartford Accident .& Indemnity
Co., two subsidiaries of Hartford
Insurance Group Inc.; Continental
Casualty Co., a subsidiary of CNA
Financial Corp.; Fidelity & Deposit
Insurance Co. of Maryland; and
The St. Paul Cos. Inc.

Insurance Co. of North America,
a subsidiary of CIGNA Corp., says
it underwrites about a third of the
market for standard bankers blan-

ket bond coverage. It also writes
similar bond coverage for about a
third -of the 450 savings banks. in
the United States.

Scarborough & Co., a subsidiary
of Ryan Insurance Group Inc. that
markets a series of financial insti-

tution insurance packages under-
written by Employers Insurance of
Wausau-A Mutual Company, boasts
of its "bankers special bond,"
which expands upon the surety as-
sociation's basic Form 24.
- Added to the basic bond is cover-

age for losses of safe deposits; data
processing information lost when
going,to or from•a data processing
vendor; cash letter losses; stop-pay-

Continued on facing page
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ment liability, unauthorized signa-
ture and endorsement liability, and
limited directors and officers liabil- Investment guarantee cover fizzles
ity legal expenses By LISA BERGSON maker and we try to follow them m dustrial Indemnity of San Fran- torsScarborough also contends ltS creating innovative new products, ' cisco, and United Guaranty, based Salomon Brothers decided theform is broader than Form 24 in NEW YORK-Investment guar- says Albert Salvahco, vp of M&M's in Greensboro, NC,a newly ac- price of special hazard insurancethree ways antee insurance is hardly more de- financial services division quired subsidiary of AIG was too high "Insurance com-• It doesn't require a bank to re- veloped now than earlier this year AIG also prides itself on being an United Guaranty, as a veteran, panies are looking at a declining
port alllosses below the deductible when a prominent broker and a "aggressive front-runner in finan- was not part of the AIG market risk year by year," says John

• It doesn't require losses to be few select markets lined up to cIal guarantees that many insurers sought by M&M McDonogh, vp and assistant direc-reported within 30 days break the traditional barriers are afraid to get into," says Chris This special hazard insurance is tor of accounting services "It's a• It doesn't specifically define Their aim To expand into prof-t- Watson, vp of AIG s banking divi- needed to help obtain a rating from very lucrative low-risk business ""discovery able but potentially very risky cov- sion Standard & Poor's Corp and thus Loss ratios well below 30% are
The leading underwriters of erages for mortgage-backed bonds One of the products that was con- enhance the credibility of these reported by the companies special-bankers blanket bonds and several and secunties lending sidered was a special hazard insur- mortgage-backed securities that izing in this type of coverage Theother insurers also offer the two Their efforts have subsequently ance policy for mortgage-backed yield interest pegged above that for risk virtually diminishes as the

other relatively standard coverages stalled or stopped altogether, sug- pass-through certificates (Fannie government securities mortgages are paid down
for banks Pension trust liability in- gesting the difficulty of overcom- Maes) M&M went after the busI- The insurance has been pur- The significance lS philosophicsurance, covering a bank's fiduci- ing standard practice and buyer re- ness with a new insurance market, chased since 1977 by dealers, in- more than economic," admits Wil-
ary liability under the Employee sistance to scrutiny and added su- twc affiliates of American Interna- cluding Salomon Brothers, which is ham Ross, MGIC's senior vp for
Retirement and Income Security pervision tional Group
Act of 1974, and trust department the largest market maker The mortgage securities, alluding to theIn the forefront of this brief Special hazard insurance had New York-based investment "erratic, random loss potential "
errors and omissions liability cov- foray were American International previously been offered only by a banker buys blocks of low-interest Specifically, the policy covers all
erage for non-ERISA trust respon- Group Inc, Marsh & MeLennan handful of companies Milwaukee- mortgage loans at a discount from risk of direct physical loss andsibilities Cos Inc and Salomon Brothers based MGIC Indemnity Corp , troubled savings banks and repack- damage to the properties in the

"Salomon Brothers lS a market Verex Corp in Madison, Wis, In- ages them for institutional inves- Continued on next pageMany of the bond underwriters
will endorse this coverage to the
bonds or write it separately
Among the other leading markets
offering this coverage to banks as
individual policies are National
Union Fire Insurance Co of Pitts-
burgh, Pa, part of the American
International Group Inc, Harbor
Insurance Co, an affiliate of the
Continental Corp, and First State
Insurance Co, the Boston-based As Times Change

You Re-Evaluate
Many insurers also The Sources
offer pension trust

Of Security.liability and trust
department E&0 ,

B

coverage :

Toda itiniore important thai Ln cr

surplus lines affiliate of Hartford
to consider vour tir,urer alid reiniurer

Insurance Group -10*'re* carefullk. look more closely at their
Separate directors and officers 11- ciperience, tleiibilitr. respow,iketie,1.

ability insurance policies for banks
are underwritten by Harbor,

fitiaiicial strength You'llhke u hat
MGIC, First State, National Union, pou see <it Walton bcc.iu4e u e re
The Home Insurance Co and Inter- ililiquel> prepared to meet >our
national Surplus Lines Insurance chariging needs .

Co , a Crum & Forster affiliate, and
through Scarborough with Em- - r %, P ' Our undern riting guideline•, areployers of Wausau

Kidnap/ransom or kidnap/ex- , *4* tle.ible to allow the kind ot-consi-
%tortion insurance lS offered to fi- deration Voll vant Walton offerun

nancial institutions by several in-
r.6 e,p.inded st.iff ot-„perienced

surers, either as a separate policy or . 5,1 underwriter, who make decision,by endorsement to the bond
quickly They recognize the kinds of

Typically, the kidnap policies ,» r»

risle, Walton c.1,1 u ork u ith, not Justcover losses resulting from actual S
or alleged kidnapping of directors, 'j,/0 / todir. but mthe future What's
officers or employees and their
families, extortion threats of physi-

more. they're b.icked br a new data
1. j 'f I tiianagenient > teni that keeps themcal damage to the institution's Of-

fices or premises, extra expense up to date u ith accurate intOrmation
arising from a kidnapping or extor-
tion demand, and disappearance,

about everf ili,ured And Walton'$

finaticial trength provide•, adestruction or theft of ransom

money while in transit degree ot-capacit¥ you u 111 find
The markets for this coverage

include Harbor, MGIC, Federal
and INA *1

.,i)**
Isn't It Time You Looked

In addition to the various com-

niou rea%liring

Into Walton?
puter system insurance policies in-
troduced, a newer insurance prod- Walton Inuranci Limiteu
uct for banks lS bankers profes-
sional liability insurance that Global Hou•,e, Church St ,
covers banks for errors and omis- PO Bo, 1833,
sions across its entire management
Before this policy was Introduced
by Lloyd's, banks and savings and
loans could only purchase errors

Hamilton 5, Bernitid,1
Cable INSURAN BERMUDA
Tele, 3457 INSUR BA

and omissions coverage for their
Telephone (809) 292-3304trust departments

The Lloyd's errors and omissions
coverage is being marketed in the 3
United States by Rollins Wrightson
Co, a New York-based insurance
consultant formed as a Joint ven-
ture by Rollins Burdick Hunter Co
and Stewart Wrightson Holdings
PLC

Chicago-based Continental Illi-

WALTON

Insurance Limited

nois Corp, holding company for
the nation's seventh-largest bank,
Continental Illinois National Bank

& Trust Co, purchased such a pol-
icy earlier this year (BI, Aug 16) .
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Financial guarantee insurance fizzles
Continued from previous page
event of a mortgage default. And,
according to Martin Moran, assis-
tant vp of M&M's financial institu-
tion division, it is a "very contin-
gent, contingent insurance," com-
plementing the homeowners' cov-
erage and the blanket mortgage
impairment policy normally pro-
vided by the servicing agent.

Limits run from 1% to 2% of the

unpaid principal balance of the
mortgage block. Since a pool aver-
ages $15 million to $20 million, the
policy usually amounts to $20,000,
with no deductible.

Premiums in most states run

about 2.5% of the limit, but as high
as 3.5% in earthquake-prone states
like Alaska, Hawaii and California.

M&M believed it could bring the
price down with new insurers.

By working with AIG's Ameri-
can Home division, M&M created

new capacity and thereby lowered
costs for Salomon Brothers.

The initial savings were rumored
to have been $5.5 million on a $2
billion issue, but no one would talk
for the record about prices or the
size of the issue insured with the
AIG affiliates.

The M&M product, introduced in
February, was to have been a bo-
nanza for M&M that hoped to close
many deals for Saloman Brothers
and other investment brokers. At

the time, M&M anticipated $1 mil-
lion in annual commissions from a

coverage needed by "all invest-
ment bankers as well as many
stockbrokers."

But now it looks as though those
enormous sums may continue to be

paid to the traditional mortgage in-
surance companies. Apparently,
after analysis, the AIG affiliates
new to the risk were put off by the
mandatory 30-year non-cancella-
tion clause (except in the event of
non-payment) for a coverage with
which they have no experience.

"The 30-year feature scares the
hell out of them," Mr. Ross of

MGIC contends. "They're basically
annual or three-year people, who
think any problem can be resolved
by adjusting the rates every few
years."

For its part, MGIC's experience
with mortgage credit eased its
entry into special hazard coverage.
"We're accustomed to writing a
lifetime risk on a property."

The AIG affiliates, which were
the first conventional carriers to

We tell it like it is.
You'll see the best, and the worst, of your

business operation on the spot, on tape, with
real-life accuracy.

Argonaut loss controlexperts are now using
video to help our policyholders examine the way
they work, and identify how to make operations
safer. Video is just one tool we offer in employee
training and safety engineering. For clear,
accurate demonstrations, we've found it's the next
best thing to learning by doing.

Video has been invaluable in making
workplaces safer and losses fewer, both of which

venture into special hazard insur-
ance, are likely to handle more, but
their approach now is tentative. As a
result, M&M has grown "very eau-
tious about this," according to Mr.
Moran. "It's a situation still open to a
lot of negotiation," he adds.

Salomon Brothers, meanwhile, is
hoping to continue "moving away
from the mortgage insurance com-
panies toward those that offer con-
cessions and more competitive
prices," says Mr. McDonogh.

A worse fate has been accorded

securities lending insurance, also
developed early this year by M&M
in conjunction with AIG and First
State Insurance Co.

Unable to impose satisfactory
safety measures on would-be
buyers, AIG withdrew the cover-
age by midsummer. And First

can go a long way toward making premiums
lower. Sound good? A call to your agent or
broker can get you started.

Let Argonaut tell it like it is. It's the first step
toward making it the way you want it.

Argonaut 
Where people \-9
take your business seriously.

Chicago Division • 200 South Wacker Drive, Suite 2600 Chicago, IL 60606 (312) 993-9600

State, which never publicized this
insurance, now has no plans to
write more than the two to three

policies it did, the first for U.S.
Trust Co. of New York in March.

"It's not a coverage of the fu-
ture," comments Richard Willey,
First State's vice chairman.

Relenting a bit, he adds, "If it's
going to stick at all, there have to
be refinements of it."

As it was developed, securities
lending insurance indemnifies fi-
nancial institutions (usually bank
trust departments) for the risks as-
sociated with the controversial

practice of lending their clients'
equities to stockbrokers to cover
short sales, stock option trades and
other delivery requirements.

Chiefly, the danger is that the
borrower might default on his obli-
gations, such as Drysdale Govern-
ment Securities did when it de-

faulted on at least $160 million in
interest payments to Chase Man-
hattan Bank.

Indeed, Mr. Watson of AIG notes,
the Drysdale debacle has subse-
quently put off reinsurers.

But even before the Drysdale af-
fair, obtaining coverage was no
easy matter. U.S. Trust worked for
three years to develop its maiden
$10 million policy, with a $250,000
deductible, underwritten by First
State.

"Someone in the security lending
department came to me in Febru-
ary 1979 and said, 'This is what we
do. Is there anything to cover it?'"
recalls Bruce Barry, U.S Trust's
risk manager. "It's an exceptional
coverage that everyone in the busi-
ness needs."

Responsible bankers, those Mr.
Watson calls "the Tiffanys," have
already taken a cue from Drysdale
and tightened up their practice to
such an extent that they don't see a
need for insurance.

Mr. Willey observes: "There
hasn't been that great an interest in
this insurance; the circumstances of
the marketplace have changed."

But Mr. Barry of U.S. Trust cites
"lack of imagination" among insur-
ers and insufficient time, knowl-
edge and energy among bank risk
managers as the biggest obstacles.
"A lot of bank insurance depart-
ments don't even know if their

banks are in securities lending or
what it's all about," he says.

Technically, the borrower is sup-
posed to put up collateral (cash,
U.S. government securities or a let-
ter of credit) equal to the current
market price. As the equities' value
shifts, the borrower is expected to
adjust the amount of collateral on a
daily basis.

In this scenario, the loss takes the
form of a collateral shortfall arising
from a sudden surge in the securi-
ties' value. Securities lending in-
surance compensates the lender or,
in some cases, the middleman for
that loss and for failure to remit in-
terest on the loan.

The catch is that few investment

bankers are willing to "mark to the
market," that is, adjust collateral on
a daily basis. "In the business we
saw, they wanted to do it on a
weekly basis," says Mr. Watson of
AIG.

Mr. Barry of U.S. Trust objects:
"Everybody marks to the market,
but there are times when computer
failure or employee neglect might
intervene. And First State accepts
that."

On AIG's behalf, Mr. Watson re-
lates: "At first, there was a lot of
enthusiasm. But what insureds

wanted isn't necessarily what in-
surers want. It's a Mexican stand-
off."

In a statement that applies
equally to special hazard insurance,
Mr. Watson concludes, "It turned
out to be a more complicated world
than we initially envisioned." .



datebook
OCT. 24-28. National Assn. of Independent In-
surers' 37th annual meeting in Miami Beach, Fla,
sponsored by the NAH; $225 for members; $325 for
non-members. NAIl Convention Office, 333 N.

Michigan Ave., Suite 1632, Chicago, Ill. 60601,312-
297-7800.

OCT. 25-26. Financial Institution Marketing
and Risk Management seminar in Hilton Head,
S.C., sponsored by Continental Risk Services Inc.;
CRS library subscribers, $440; non-subscribers,
$525. Continental Risk Services Inc„ 1201 Dove
SL, Suite 200, Newport Beach, Calif. 92660.

OCT. IS·26. Risk Management Concepts for the
Safety Professional and Insurance Buyer
course in LAE Angeles, offered by the University
of Southern California; $225. USC, Institute of
Safety & Systems Management, Office of Exten-
sion & In-Service Programs, Los Angeles. Calif.
90007; 213-743-6523/6524.

OCT. 25-27. Risk Management Strategies se-
minar in New York, sponsored by Marsh &
McI-nnan Inc., $750. Pamela Newman, Marsh &
MeLennan Inc., 1221 Ave. of the Americas, New

York, N.Y. 10020; 212-997-5639.

OCT. 25-27. Managing Employee Benefits
workshop for financial executives in Lincoln-

shire. ILL., sponsored by Hewitt Associates, $850
Beverly McRae, Hewitt Associates, 100 Half Day
Road, Lincolnshire, Ill. 60015; 312-295-5000.

OCT. 25-27. International Risk Management

Seminar in Los Angeles. offered by Eugene F.
Johnson, consulting risk manager; $580. Eugene F.
Johnson, 1326 Wilder SL, Thousand Oaks, Calif.;
805-497-6200.

OCT. 25-27. Product Safety and Liability Pre-
vention in the Medical Device Industry course
in Madison, Wis., sponsored by the University of
Wisconsin Extension; $435. Professor Richard A.
Moll, Engineering Department, University of
Wisconsin, 432 N. Lake Street, Madison, Wis.
53706;608-263-4712.

OCT. 25-29. Loss Control Management ad-
vanced course in Atlanta, sponsored by the Inter-
national Loss Control Institute, $590. Also Dec. 6-

10 and Feb. 741 in Atlanta. ILCI, Box 345, Logan-
ville, Ga. 30249; 404-466-2208.

OCT. 26-28. 12th Annual International Insur-

ance conference in West Berlin, sponsored by
American Management Asss. International; 43,000

Belgian francs (approximately $860). Registrar,
Management Centre Europe, 4 Ave. des Arts, 1040
Brussels, Belgium; 219-03-90, telex, 21917.

OCT. 27-29. Recognition of Accident Potential

in the Workplace Due to Human Error course
in Los Angeles, offered by the University of
Southern California; $300. USC, Institute of Safety
& Systems Management, Office of Extension & In-
Service Programs, Los Angeles, Calif. 90007; 213-
743-6523/6524.

OCT. 28. Our Nemesk Asbestosts. Latent In-
jury and Bankruptcy seminar in Columbus,
Ohio, sponsored by the Columbus Chapter of the
Society of Chartered Property & Casualty Un-
derwriters, $12. CPCU, 21 E. State St., Suite 730,
Columbus, Ohio 43215; 614-221-8743.

OCT. 28-29. Environmental Liability Manage
ment conference in Arlington, Va., sponsored by
the Center for Energy & Environmental Manage-
ment; $485; discounts available for three or more
registrants from the same company. CEEM, Box
536, Fairfax, Va. 22030,703-250-5900.

OCT. 28-29. ESOPs. TRASOPs, PAYSOPs and
Other Employee Stock Ownership Plans pro-

gram in Los Angeles, sponsored by the Practising
Law Institute; $350. Also Nov..1546 in New York.
PLI, 810 Seventh Ave., New York, N.Y. 10019;
212-765-5700.

OCT. 28-29. Hazard Control Management Fun-
damentals seminar in Washington, sponsored by
the International Institute of Safely & Health;

$295; $250 for three or more registered from the
same company. IISH, 5010A Nicholson Lane,
Rockville, Md. 20852; 301-984-8969.

OCT. 28-29. ERISA Litigation program in New
York, sponsored by the Practicing Law Institute;
$325. PLI Department ZOC, 810 Seventh Ave.,
New York, N.Y. 10019, 212-765-5700.

NOV. 1. Alternative Methods of Funding Em-

ployee Health and Disability Benefits course
in New York, sponsored by the Society of Ac-
tuaries; members, $175; non-members, $210; $25
additional for registrations received after Oct. 11.
Also, Nov. 5 in Chicago and Nov. 16 in San Diego.
Society of Actuaries, Box 91901, Chicago, Ill.
50693,312-236-3833.

NOV. 1-2. Communicating Employee Benefits
conference in Chicago, sponsored by Business In-
surance; $475; 10% discount for additional pal'tici-
pants from same company. Ann Vazquez, Business
Insurance, 220 E. 42nd St, New York, N.Y. 10017;
212-210-0137.

NOV. 1-5. Practical Reinsurance course in Lon-

ion, sponsored by Risk Research Group Ltd.; 660
pounds (approximately $1,112). RRG Ltd., Bridge
House, 181 Queen Victoria St., London EC4V 4DD
England; 01-236-2175; telex, 8811636.

NOV. 14. Accredited Safety Auditor course in
Atlanta, sponsored by the International Loss Con-
trol Institute, $625. Also Jan. 17-21 in Atlanta.

[LCI, Box 345, Loganville, Ga. 30249; 404-466-
2208.

NOV. 3-4 Risk Financing seminar in Chicago,
;ponsored by St. Paul Risk Services Inc., $335.
Kathleen Moriarty, St. Paul Risk Services Inc.,
230 Hamm Building, 408 St. Peter St., St. Paul,
Minn. 55102; 612-221-7763.

NOV. 45. Product Safety Concepts and Prac-
tice course in Washington, sponsored by the In-
ternational Institute of Safety & Health; $245.
IISH, 5010A Nicholson Lane, Rockville, Md. 20852;
301-984-8969.

NOV. 54. The Banking and Insurance Forum
in Scottsdale, Ariz, sponsored by Risk Planning
Group Inc., $600 Eileen B. Callahan, Conference
Coordinator, Risk Planning Group, 722 Post Road,
Darien, Conn. 06820; 203455-9792.

NOV. 740. Health Care Cost Containment se

minar in Hollywood, Fla., sponsored by the Inter-
national Foundation of Employee Benefit Plans
members. $390; non-members, $465. IFEBP, 18700
W. Bluemound Road, Box 69, Brookfield, Wis.
53005; 414-786-6700.

NOV. 8-12. Introduction to Risk Management
course in Atlanta, sponsored by the International
Loss Control Institute; $625. ILCI, Box 345, Logan-
ville, Ga. 30249; 404-466-2208.

NOV. H2. Basic Safety Management seminar
in Houston, sponsored by the International Safety
Academy; $535. ISA, 10575 Katy Freeway, Box
19600. Houston, Texas 77024; 713-932-9400.

NOV. 8-12. Modern Safety Management course
in Atlanta, sponsored by the International Loss

Control Institute; $575. Also Jan. 10-14 in Atlanta.
ILCI, Box 345. Loganville, Ga. 30249; 404-466-
2208.

NOV. 9. Accident Investigation and Analysts
seminar in Portland, Ore., sponsored by the Inter-
national Safety Academy; $150. ISA, 10575 Katy
Freeway, Box 19600, Houston. Texas 77024; 713-
932-9400.

NOV. 8-11 Eighth Annual Computer Security
conference and exhibition in New York, spon-
soled by Computer Security Institute; $575; group
rates available. CSI, 43 Boston Post Road, North-
boro, Mass. 01532; 617-845-5050.

NOV. 9-12. An Erionomic Approach to Materi-
als Handling seminar in Long Beach, Calif..
sponsored by the International Safety Academy;
$375. ISA, 10575 Katy Freeway, Box 19600, Hous-
ton, Texas 77024; 713-932-9400.

NOV. 10. Effective Safety Committees seminar
in Portland, Ore. sponsored by the International
Safety Academy,$150. ISA, 10575 Katy Freeway,
Box 19600, Houston, Texas 66024; 613-932-9400.

NOV. 11-12. Exempt Organization: Tax Strate-
gies and Igal Problems program in San Fran-
Cisco, sponsored by the Practising Law Institute;
$325. Also Dee. HO in New York. PLI, 810 Sev-
enth Ave., New York, N.Y. 10019; 212-765-5700.

NOV. 11-12. Confined Space Entry workshop in
Dallas, sponsored by Loss Prevention Associates;
$285. Loss Prevention Associates, Box 59888, Dal-

las. Texas 75229; 214-241-0396.

NOV. 15-17. Advanced Safety Management
course in Atlanta. sponsored by the International
Loss Control Institute; $350. ILCI, Box 345, Logan-
ville, Ga. 30249: 404-466-2208.

NOV. 15-18. Inspector Training seminar in
Houston, sponsored by the International Safety
Academy; $490. ISA, 10575 Katy Freeway, Box
19600, Houston, Texas 77024; 713-932-9400.

NOV. 15-19. Practical Risk Management course
in London, sponsored by Risk Research Group
Ltd.; 590 pounds (approximately $1,000). Elspeth
Jones, RRG Ltd., Bridge House, 181 Queen Vic-
toria St., London EC4V 4DD England; 01-236-
2175; telex, 8811636 RRG G.

NOV. 1549. Assets Protection course in Saddle

Brook, N.J., sponsored by the American Society
for Industrial Security; members, $595; non-mem-
ben, $650. ASIS. 2000 K St N.W., Suite 651, Wash-
ington, D.C. 20006; 202-331-7887.

NOV. 1849. Fundamentals of Occupational
Health Programs course in Long Grove, Ill.,
sponsored by National Iss Control Service Corp.;
$250. George Krafeisin, Vp, NATLSCO, Long
Grove, Ill. 60049; 312-540-2400.

NOV. 1849. Techniques of Risk Management
seminar in Washington, sponsored by the Interna-
tional Institute of Safety & Health, $245. IISH,
5010A Nicholson Lane, Rockville, Md. 20852; 301-
984-8969.

NOV. 19. Loss Avoidance seminar in College
Park, Md., sponsored by Shand, Morahan & Co.
and the Univenity of Maryland School of Archi-
lecture; architects/engineers insured through
Shand, Morahan, $55; others, $145. Jim Ruiz,
Shand. Morahan & Co. Inc., One American Plaza
Evanston, m. 60201,312466-0765.

NOV. 51-24. Apprenal.,Ihip and Training inati-
tute in Hollywood, Fla., sponsored by the Interna-
tional Foundation of Employee Benefit Plans;
members, $390; non-members, $465. IFEBP, 18700
W. Bluemound Road, Box 69. Brookfield. Wis.
53005; 414-786-6700.

NOV. 21-24. Corporate Benefits M
conference in New Orleans, sponsored bythe In-
ternational Foundation of Employee Benefit
Plans; members, $470; non-members. $545. IFEBP,
18700 W. Bluemound Road, Box 69. Brookfield,
Wis. 53005,414-786-6700.

NOV. 22-27. Aviation Safety Program Manage
ment course in Sydney, Australia, offered by the
University of Southern California; $950. USC, Of-
fice of Extension & In-Service Programs, Institute
of Safety & Systems Management, Los Angeles
Calif. 90007; 213-743-4617/6523.

NOV. 24-26. Captive Insurance Companies
course in London, sponsored by Risk Research
Group Ltd.; 350 pounds (approximately $595). Sue
Moore, RRGLtd., Bridge House, 181 Queen Vic-
toria St., London EC4V 4DD England; 01-236-
2175; telex 8811636 RRG G. I

Announcing
a 1954 Breakthrough

in Multinational
Benefits.

SAUDI ARABIA.
Sound like old news? Well, old news can be good
news. Because if you have employee benefit needs in
Saudi Arabia you'll be pleased to know American Life
Insurance Company (ALICO) has been there since
1954, and offers a full range of products. Products
backed by full underwriting, claims and administrative
capabilities. With facilities fully staffed by our own
emp/oyees in major cities throughout Saudi Arabia.
To find out more, mail the coupbn below. Or call
Mr. R. W. Redding, Vice President, at (302) 428-3932.

Aillic¤
A member company of American International Group

American Life Insurance Company
Group Department
P.O. Box 2226, Wilmington, Delaware 19899

Please send more information on employee benefit
plans in Saudi Arabia. I'm interested in:

01 Group Life C Dental

El Groupand Individual Medical[] Interpational Pooling
 [*Group Pensions El Personal Lines

El Group AD&D D Voluntary Life
Il LTD E] Other (specify) -

Name

Company

Nature of Business

Address

City

Telephone ( )

Title

State _ ZIP

8-10/11
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Canadian RIMS

Risk management styles not the same north of the border
By CAROL G. BLITZER

CALGARY, Alberta-Canadian
risk management styles differ just
as the languages
and cultures of  REPORT FROM 
Canada vary.

The risk man-

agement styles of I*Ia growing con-
glomerate, an oil
company that ANADA I
began as a wild- 1
catting operation
and a subsidiary of a U.S. corpora-
tion were contrasted at the Cana-

dian Risk & Insurance Manage-
ment Society Conference to spot-
light some of the different ap-

proaches.
For example, one of John E.

Roberts' first tasks as corporate risk
and insurance manager for Versa-
tile Corp. in Vancouver, British
Columbia, was to establish risk
management coordinators in each
of the company's subsidiaries.

Versatile, with more than 10,000
employees and annual revenues of
$896 million, is a far-flung opera-
tion that has recently acquired
companies involved in shipbuild-
ing, oil and gas production and
farm machinery manufacturing. It
is also engaged in heavy industrial
manufacturing, cold storage ware-
housing and financial services.

Mr. Roberts is attempting to

r

4/i:

Mr. Roberts stresses

coordination

at Versatile.

make others in his company aware
that risk managemeslt requires a
team effort.

"We're trying to get risk man-
agement under control by coordin-
ating at the beginning," he ex-
plained, noting that he often meets
with financial personnel, plant en-
gineers and the manufacturing vps
of each Versatile subsidiary.

"In one or two subsidiaries, the

ff[ 41,

(risk management) responsibility
was fragmented and one strategy is
to improve that," he said.

Formal reporting procedures
have been established, he said, in-
cluding monthly claims reports, an
annual report that outlines objec-
tives and projections for the coming
year and an annual cost-of-risk re-
port that tracks premium costs,
broker fees and engineering costs.

On the corporate level, Mr.
Roberts is now directly responsible
for placing insurance for all North
American subsidiaries, is indirectly
responsible for loss control and
shares responsibility for determin-
ing self-retentions, risk identifica-
tion and claims handling. He re-

-

Net irjv/

ome Big Budine 32
inthe New England Market

Business in New England affects markets
nationwide-in industries as diverse as fishing,
agriculture, tourism, electronics and computers.

From skiing to lobster trawling to managing a
hotel or the benefits for thousands of employees..
the diversity, wealth, and influence of this regional
market requires specialized expertise in handling
a wide range of insurance risks. That's why New
England is a market ripe forYOUr special products
and services.

On November 8, BUSINESS INSURANCE will

offer a valuable opportunity to highlight your
unique business capabilities in the New England
Market Report.

The editors will take a close look at the

sophisticated insurance centers of Hartford and
Boston, examining the "chain-of-risk" among
corporate risk managers, brokers and insurance

1 f you're in the
you be

companies. Within this cycle of transactions, they'll
identify and interview key risk and benefit manage-
ment leaders and the agents and brokers who
help place their insu-ance needs. The editors will
also review such local insurance markets as the

fishing risks of upper New England, as well as
coverage of the sma ler city centers, and how
they inter-relate to the major insurance centers.

If New England is a market you want to explore
further, don't miss the boat. You'll meet top-level
financial and administrative execitives, corporate
risk and insurance rranagement executives, along
with the major insurance agents/brokers and
consultant firms who serve their needs.

Put your ad where it will be seen and acted
upon by the important business influentials in New
England Ad c/osing is October 26. To reserve your
ad space call one of our sales offices listed below.

insurance business,
long in

. business
insurance
A Publication ofCrain Communications Inc.

NewYork: 220 East 42nd St., NY 10017 (212) 210-0133 Chicago: 740 Rush St., [L 60611 (312) 649-5275
Los Angeles: 6404 Wilshire Blvd., CA 90048 (213) 651-3710

ports to the vp-general counsel.
Mr. Roberts said Versatile works

with one broker, although he did
not disclose who it is. "We didn't

feel we could get a better effort if
we split our business," he said, add-
ing that the broker is paid on a ne-
gotiated fee basis.

Another strategy Mr. Rober:s'
department is pursuing is tighten-
ing communications with Versa-
tile's operating subsidiaries. "I:'s
easy for things to happen on a field
level and management not to be
aware. As soon as a product prob-
lem arises, we ask to be told imme-
diately," he adds.

Dome Petroleum Ltd. of Calgary
Continued on facing page

Attendance down
at conference

CALGARY, Alberta-The
tight economy cut into atten-
dance at the Canadian Risk &

Insurance Management So-
ciety Conference as it has at
other risk and benefit manage-
ment conferences this fall.

Registration at the annual
Canadian RIMS conference

Sept. 19-22 was only about half
of what was expected.

Some 110 people registered
for the conference's 16 sem-
inars that attracted more than

50 speakers. Last year 170 peo-
ple attended the conference in
Toronto, said Conference
Chairman Dave James, adding
that 200 were expected at the
1982 meeting.

The tight economy has cut
corporate travel budgets, Mr.
James said, and even the
number of registrants from
relatively nearby Vancouver,
British Columbia, was not
what was expected.

For those who did attend the

conference, Calgary offered its
Western-style welcome-a big
"Yahoo" from "the last cow

town left in Canada." Many
RIMS members at the confer-

ence spent their evenings
dancing and getting a taste of
real Western barbecue.

During the day, they dis-
cussed the finer points of risk
management, despite what
many said is a reluctance by
some Canadian companies to
recognize it as a growing pro-
fession.

"Senior management
doesn't look on risk manage-
ment as a financial discipline.
They insist on calling it insur-
ance," explained Brian J. Hen-
derson, manager of marine
and casualty insurance at
Dome Petroleum Ltd. in Cal-
gary.

"Often when you raise risk
management issues, a corpora-
tion president will start talk-
ing about his homeowners'
policy," he added.

"Canadian risk managers
need to be good educators.
They need to put risk manage-
ment into the perspective of a
bona fide corporate financial
discipline and to teach senior
managers about it," Mr. Hen-
derson said.

"Canada keeps a lower pro-
file than the United States.

There isn't the legislative or
regulatory pressure like there
is in the United States. Our law

department is not as exalted as
in the United States, and we
have a lower level of litiga-
tion."
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Check business interruption forms: Accountant
By CAROL G. BLITZER

CALGARY, Alberta-If a fire
had not closed a local restaurant,

Continued from facing page
was formed by a group of oil wild-
catters, and company management
still sometimes reacts negatively to
formal, administrative reports,
explains Brian J. Henderson, the
company's manager of marine and
casualty insurance.

A company that has made many
acquisitions recently, Dome claims
it is the largest oil and gas explora-
tion company in Canada. It has
gross revenues of $3 billion and
employs about 9,000 workers.

Dome's risk management depart-
ment is in transition, Mr. Hender-
son said.

For example, the company last
year acquired Hudson Bay's Oil &
Gas Co., which already had a risk
management department, so the
two departments now have to be
meshed.

Dome's oil exploration activities
are diverse and

pose many com-

plicated risk
management

B.

problems, Mr.
Henderson told

conference par-
ticipants. Some
of its drilling
rigs are land-
based, some are
offshore and Mr. Henderson

some that are sit-

uated on caissons eneased on an is-
land are a combination of both.

Aside from oil drilling, the com-
pany also maintains an aviation di-
vision, a pipeline operation and a
natural gas plant.

Mr. Henderson's department is
under the auspices of Dome's fi-
nance and administration depart-
ment. Its personnel includes six in-
surance experts, a loss-control
manager and a clerical aide.

Dome's broker has expanded its
Calgary office to service the com-
pany as it expanded and prospered.

K

"But, in some industries, it isn't as
critical," he added.

A risk manager should go over
the business interruptipn contract

Reading is 'like
panning for gold. One
in 10 reports will turn
up something,' Mr.
Henderson says.

Even though Calgary is 1,000 miles
inland, the broker has a special ex-
pertise in marine risks.

"Their knowledge and resources
are hard to match," said Mr. Hen-
derson of the broker he did not

identify.
Dome grew so rapidly that its

risk management programs have
had a hard time catching up, Mr.
Henderson said. For example, it
must wait two years for installation
of a computerized risk manage-
ment program.

"Risk management subtlety
doesn't get us too far," he said, not-
ing that he needs to illustrate his
message, "Think of the cost of risk
and look beyond premium," with
graphs and pictures.

Because of Dome's relatively
small risk management staff, Mr.
Henderson gets little exposure to
field operations, he said. He gets
much of his information from

reading contracts, expenditure au-
thorizations and other departmen-
tal reports.

"It's like panning for gold. One in
10 reports will turn up something,"
he said. Scuttlebutt can also come
in handy, he added.

Mr. Henderson suggested that
risk managers join forces with
other administrative departments
to present new ideas. "If you try to
make a lone stand, it may not do
the trick, but groups give you lev-
erage," he added.

due diligence and dispatch to re-
build, repair, etc. But that due dili-
gence clause may include others as
well, Mr. Copeland said. lf a land-

"Our senior management talks
about deductibles rather than risk

retentions. We are a company that
sits on market-imposed deductibles.
We have no in-house data base. We
need to educaie management," he
asserted.

Coca-Cola Ltd. of Toronto en-

joyed almost complete autonomy
from its Atlan:a-based parent until
recently, said Jim W. Millar, man-
ager of its insurance department.
Now the corporate headquarters
sets retention levels for the Cana-
dian subsidiary and has developed
programs to protect against cata-
strophic losses

The Canadian company is a
fully-owned subsidiary that oper-
ates 19 plants. in Canada and em-
ploys 2,800 people.

Part of the parent company's risk
management philosophy is coordi-
nation of subsidiaries, Mr. Millar
said. For example, Coca-Cola in At-
lanta reauires    -

the Canadian 
company to buy.

fidelity insar- 
ance from the 

the parent.The Atlanta 
office also re- 
quireS reports on -.. :,.
total annual pre- li
miums, total Mr. Millar

losses sustained

and total losses covered. In addi-
tion, Mr. Millar, who reports to the
vp and general counsel of Coca-
Cola Ltd., sends information to
company headquarters on out-
standing litigation and property
loss.

The Canadian subsidiary uses
three brokers: one for
property/casualty coverage, one
for its boiler and machineFy cover-
age and yet another for its trans-
portation risks. .

interruption can affect your com-
pany. If a supplier goes out of busi-
ness, you must find an alternate
supplier as quickly as possible, he

ASSOCIATIONS

TRADE GROUPS

advised Ken Avison, corporate risk
manager at Noreen Energy Re-
sources Ltd. in Toronto, who mo-
derated the session.
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UNDERWRITERS

WORKING WITH AGENTS & BROKERS
Our Group of Professional Insurance
People, representing A+ rated companies,
provide a solid base of expertise from which
to consolidate your commercial coverages to
effect premium cost savings in a wide range of
risk categories. Mass marketing is one of our
specialties.

UNDERWRITING, PLANNING &
ADMINISTRATION

Innovative planning & underwriting will keep
yourgroup a step ahead of everchanging
marketplace. Consolidated will save time-
money-hassle in providing tailormade
coverages for your clients.

CONSOLIDATED UNDERWRITERS WILL
COORDINATE and UNDERWRITE

• guarantee cost plans • self-insurance retention plans
• deductible plans • captive insurance company plans
• rent-a-captive plans • on & offshore dividend plans
• standard retrospective rated & retention plans

. . .. . D

00 ...

66Everyone has towin."
Rich Carroll talks about Structured Settlements.' Rich Carroll is as highly talented .1-1

on the squash court as he isa f
Structured Settlements negotiator.
"The only similarity between my
game and my work," says Rich,
"is the fact that there are no pre-
tenses. Squash is a one on one
sport-a game you can't hide in.
Negotiating a Structured Settlement
is an honest game, too. The ser-
vice we offer is very real, very
concrete. All parties concerned
can see the elort, and have to
understand its direction."

"A Structured Settlement isn't any-
thing like a one on one game. It's
a process where everyone has to
win-everyone has to feel suc-
cessful within the context of the
settlement."

THE
STRUCTURED
SETTLEMENTS
COMPANY™

5757 West Century Boulevard
Los Angeles, California 90045
East Coast Office: 800-237-6361
West Coast OEce: 800-421-2022
In California: 213-642-1999
IFlori(la: 813-823-2666
ces in: Los Angeles • San Francisco
*St. Petersburg • Tbronto
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Calgary, the site of the Canadian RIMS conference, calls itself a'cow town,' but it is really a modern city

Risk managers can spot
ailing insurers: Actuary

CALGARY, Alberta-If risk
managers examine the data that in-
surers release, they can predict
which ones could become insol-

vent, a Toronto actuary says.
"The entire insuhnce process as-

sumes an insurer will be solvent. If

not, the contracts are useless," Wil-

liam R. Andrus, an actuary and
president of Colander Publications
Ltd. in Toronto, told the Canadian
Risk & Insurance Management So-
ciety conference.

Mr. Andrus has compiled statis-
ties on almost 300 Canadian insur-

ance companies and rated them ac-
cording to eight early-warning
tests for insolvency. The tests are
commonly used by the National
Assn. of Insurance Commissioners,

the Department of Insurance in

SAFETY.
BETTER'R)'niINKABOUTITDOWN HERE

'IHANWORRY ABOUTITUP THERE. is noSafety

accident Ittakes a dedicated effort to ensure the total integrity of
your client's corporate aircraft program.That's whv Associated

Aviation Underwriters, on request, offers 2 comprehensive,
independent flight department evaluation, at no cost to your

client. The evaluation provides athorough review ofacompany's
aircraft operations, flight management, maintenance procedures,

personnel, and ground facilities.We think that being the leader
in corporate aviation insurance means even more than broad

coverage and professional claims service. It also means taking an
active role to help identify potential hazards Aal V

before they result in tragic mishaps or Al./4 ./.)
unnecessary claims. FLING HRST CLASS

ASSOCLATED AVIATION UNDERWRITERS 90]ohn Street. New York. NewYork 10038• ATLANTA •CHICAGO• DALLAS • DENVER •DETROIT. KANSAS CITY •LOS ANGELES • SAN FRANCISCO• SEAITLE

ros, virice Dox O/0 • Uklahoma City, UK 73101
405/521-9911

OFFSHORE OFFICEX IN BERMUDA, BAHA,\!AS 8 CAYMAN 1.51.ANDS

i

1

oi their dentists and doctors.

• The names of their children's
schools.

• Names and addresses of rela-
tives.

"The most valuable assets of a
company are the people. Youd bet-
ter have a corporate reaction to
kidnap and extortion," warned
William G. Buchanan, president of

Canada and the Department of
Trade in Great Britain.

"It's easier than perceived to pick
companies in trouble," he said.

To assess a company, he begins
with its financial statement. He

told the risk managers that it's easy
to quantify a company's assets, but
liabilities can be harder to pin
down.

The eight tests REPORT FROM 
he then performs
on the numbers

are:

• The Insur-

ance Risk Ratio.

That ratio, com-

puted by dividing
net premiums by
an insurer's surplus at year-end
and multiplying that quotient by
100, is a measure of a company's
ability to absorb financial shocks.

The data can lead to questions
about the company's stability over
time and how much risk has been

ceded to reinsurers.

• Change in Net Premiums
Written. Mr. Andrus looks for

major fluctuations in an insurer's
premium volume, which may sug-
gest a lack of stability.

• Change in Surplus, which Mr.
Andrus says is the ultimate mea-
sure of a firm's operating success.

• Two-Year Underwriting
Ratio. By examining underwriting
results over two years, Mr. Andrus
can determine if a change in sur-
plus is due largely to poor under-
writing results.

• The Liquidity Test, which
measures how well a company can
use its assets to meet financial de-

mands. Mr. Andrus notes it's im-

portant to consider the trend in this
ratio as well as the ratio itself.

• The British Department of
Trade's Minimum Solvency Re-
quirement, which requires com-
panies reinsuring more than 50% of
their premium volume to maintain
a higher surplus than those insur-
ers less dependent on reinsurance.

A risk manager should also note
if an insurer's reinsurers are unse-

cured or unregistered companies.
• The Investment Risk Ratio.

This test indicates the degree of
risk inherent in the investment

strategy the company follows.
• Loss Reserves to Surplus. This

simple test of an insurer's le-
veraged position compares its re-
serves with its surplus.

If a company falls into the ac-
ceptable range for all eight tests, it
is given a score of eight points.
Lower scores can mean potential
problems.

For example, Pitts Insurance Co.
of London, Ontario, which went

out of business earlier this year,
scored four points in 1979 and three
in 1980, indicating that all was not
well for quite a while before the
company closed.

The Canadian Department of In-
surance requires annual statements
from about 260 registered insur-
ance companies. Of these, about
20% are also required to submit
quarterly reports to show that they
are correcting problems, according
to L.C. Savage, director of the de-
partment's property/casualty in-
surance division.

"The fact that we're getting in-
terim statements doesn't mean

they're all on the brink of insol-
vency," he said. "We try to keep
track of how industry results are
going, but we have to rely on data
supplied by the companies them-
selves."

Insurance T.R.A.C. Report, which
offers data on more than 250 Cana-
dian, British and foreign insurers
operating in Canada, is available
for $85 from Colander Publications
Ltd., Box 401, Postal Station P, To-
·ronto, Ontario MSS 2S9 Canada.

definitions and a basic evacua-
tion plan, as well as a sample
evacuation procedure manual.

For further information,
contact James Broder, M&M
Protection Consultants, 3 Em-
barcadero Center, San Fran-
cisco, Calif. 94111; 415-393-
5367.



Top risk managers outline techniques
By CAROL G. BLITZER

CALGARY, Alberta-Getting
involved with new projects froni
the planning stage and forcing your
broker to use management-by-ob-
jective techniques are two effective

ways to manage risks, two innova-
tive Ohio risk managers assert.

Duane E. Allen, assistant trea-

surer at Hanna

Mining Co. in REPORT FROM
Cleveland, and
Spencer J. Traver,
assistant treasurer 1*Eat The BFGood-

rich Co. in Akron,

explained some of CANADA
their risk manage-

ment techniques
at the Canadian Risk & Insurance

Management Society confer-
ence

Mr. Allen was Business Insur-

once's Risk Manager of the Year in
1981 and Mr. Traver was the first

runner-up in 1982.

By reviewing a construction
project from the planning stage, a
risk manager's loss-control sugges-

tions can become part of the cost
input and areas of consideration
before a project is approved, Mr.
Allen said.

"It's important to look at the de-
sign, deal with engineers and get
consulting help from brokers," he
added.

Once a project is under way, a
risk manager has to monitor the
construction and make sure the en-

gineers follow through on safety
measures. For

example, the
water system / ---
should be built 1! 16.. - A-
first so adequate l./71/,4 i.
fire protection is ·*rzE,
available on the -HA-

construction site, < f ·: j-
he advised. 1 -03».

Mr. Allen de-

scribed a $450 
million nickel- Mr. Allen

smelting joint
venture among the Colombian gov-
ernment, Shell Oil Co. and Hanna.

"At the beginning of the project, we
established policies for loss preven-
tion and insurance," he says.

Consulting with local insurers,
Mr. Allen's department sorted out
local market restrictions including
a ban on external reinsurance

without approval, a tight tariff situ-
ation and little capacity for large

Comp insurers
seek rate increase

BALTIMORE-Workers com-

pensation insurers in Maryland are
seeking a 5.9% rate increase.

The rate request by the National
Council on Compensation Insur-
ance, a New York-based rate-mak-

ing body, is based on an Aug. 1
change in medical and surgical fees
guide authorized by the Maryland
Workmens' Compensation Com-
mission, said Chapin Clark, NCCI
regional vp.

Mr. Clark also pointed out that
although the revised medical and
surgical fees guide took effect Aug.
1, the proposed rate increase would
not be effective until Nov. 1.

The revised fee schedule is pay-
able on outstanding workers com-
pensation policies in addition to
new ones.

Therefore, the 5.9% rate hike
would apply to policies in force as
of Nov. 1 since this additional lia-

bility is not reflected in rates cur-
rently charged by insurers.

The rate increase proposal was
submitted to Commissioner Ed-

ward Muhl for a ruling. No indica-
tion was given of how soon the re-
quest would be acted on. •

industrial risks.

Because of the competitive mar-
ket, Mr. Allen's company was able
to reduce premium on cargo insur-

ance from $800,000 to $160,000 by
establishing a $10,000 deductible.

Underwriters were very recep-

tive because of the very complete
analysis of risk, loss control on
transporting equipment coming in
and fire safety on the site, he said.

Because the project had an effec-
tive loss-prevention system during
the construction stage, it was sim-
ply carried over into the operations
stage. "We were able to secure full

coverage where we needed it for
earthquake, fire, business interrup-
tion and machinery breakdown

risks," he reported.
To handle casualty risks more ef-

ficiently, Hanna and about a dozen

other companies formed a group-

owned insurance company in 1977

to increase capacity for self-re-
tained risk-

Corporate Insurance & Reinsur-
ance Co. Ltd. now provides excess
casualty insurance with a maxi-
mum limit of $5 million.

CIRCL retains 10% 6f a risk and
reinsures 90% to insurance affili-

ates, with each participant's share
based on its premium in a calendar
year. Reinsurance and premium
loss funds are held by CIRCL, he
reported.

Black lung claims didn't fit well
into this program so a second group
captive, COAL, is being set up to
handle those.

Mr. Traver said the most effi-

cient way to work is on a manage-

ment-by-objective basis. However,
he does not think this management

style is used by brokers or insurers.

"That means you're working on
one system and they're working on
another," he explained.

Goodrich developed elaborate

specifications for brokerage ser-
ALices, based on

MBO principles. --•yi
That meant set-

ting objectives fi '
early and mark-
ing progress * *C Zl

.amonthly, forcing
brokers to think *,0 .-

on an MBO basis, · 
he said.Brokers are &/
addressed as Mr. Traver

consultants by
Goodrich, Mr. Traver said.

For loss prevention, Mr. Traver
relies on a strong internal staff sup-

plemented by outside consultants.

ROLLINS BURL)ICI<
HUNTER

"Loss-prevention experts deli-
vered by the underwriting commu-
nity are inadequate," he said.

"Their people are trained to help
their company's profitability."

Mr. Traver also prefers to control
claims services, farming out inves-

tigations only. He feels that insur-
ance companies have a conflict of
interest when handling claims be-

cause if losses go up, they can adjust
premium.

"Our claims staff saves us more

than $700,000 a year and its whole
budget is less than $200,000," he
said.

Mr. Traver also suggests struc-
tured settlements for damage
claims. In the past, Goodrich only
structured very large claims, but
since January it has structured any

claim exceeding $25,000 and has
saved $2.5 million so far this year. .
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A firm's level of risk retention

can depend on many factors
CALGARY, Alberta-How

much risk a company retains can
depend as much on its management
philosophy as its financial plan-
ning, a consultant says.

A company's
risk-retention de- REPORT FROM 1
cision should be -„r--- -6
based on what

kind of risks it1.1faces, Robert N.

YfuRoesrrCS ANADAAssociates Inc. in

Dallas, told mem-
bers of the Canadian Risk & Insur-

ance Management Society at their
annual ecnference last month.

"Some risk managers are forced
to manage frequent losses on a
risk-management basis. when they
are really a business-management
problem," he added.

Some companies have an aver-
sion to risk retention, even when it

can be shown to be advantageous.
Stockholders may be unwilling to
pay for a large loss from company
funds or to establish reserves by
giving up dividends, he said.

Subjeczive probability is one
problem many managers encounter
when deciding how much risk to
retain, Mr. Hughes said. Because
they are used to risking money for
company gain, they confuse specu-

lation with pure risk decisions.
"A pure risk decision is when

you can only have a loss or nothing.
You can't get a profit like you can
from an oil well," he explained.

He said companies decide to re-
tain risk because:

• Insurance,costs too much.

• Insuring the loss could lead to
an inefficient swapping of dollars.

• Insuring would mean a loss of
cash flow.

• The insurer charges for un-
wanted services.

• Coverage might not be avail-
able.

• They fear they will jeopardize
their current insurance rates by
making a large claim.

There are legal limitations on
how much risk can be retained in

certain lines like auto liability,
aviation, workers compensation
and nuclear coverages.

Risk retention also can have tax

ramifications. Most companies
don't want to use aftertax dollars to

retain risk, but a company is not
permitted to take deductions for
reserves, he warned.

When deciding how much risk to
retain, risk managers need to keep
in mind three cardinal rules:

• Never risk a lot for a little,

• Never risk more than you can
lose.

• Consider the odds.

Sophisticated statistical analyses
are necessary to determine the re-
tention budget. For example, risk
managers can employ statistica.
yardsticks, like the company's
debt-to-equity ratio or its return or
assets, to determine the level of
risk retention.

After the company examines its
financial statement and the appro-
priate measures and discusses its
aversion to risk, a risk retentior
budget can be drawn up, Mr
Hughes explained.

Mr. Hughes uses loss-develop-
ment and trending techniques tc
help his clients determine their
risk retention budgets. From
skewed bell curves, he can develof
a range and a midpoint to predict
what losses will occur, based on
historical data.

Certain losses develop over a
number of years. For workers com-
pensation, he noted, 81% of claims
are outstanding five years after an
accident. A similar pattern emerges
with auto liability.

Mr. Hughes said he prefers to use
paid-loss information over in-
curred-loss data to avoid overre-

serving. When there is a great dis-
parity between the two types of
data, he uses the midpoint between
the two.

Are you an oil and gas company
executive who must purchase
well control insurance? Are you BLOWOUTS
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coverage for the money? The Risk Management
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Benefits increased

under Longshore Act
By JERRY GEISEL

WASHINGTON-Benefits pay-
able under the federal Longshore-
men's and Harbor Workers' Com-

pensation Act have been increased.
Each Oct. 1, a new weekly maxi-

mum benefit is set, based on 200%
of the current national average
weekly wage. This year, the maxi-
mum weekly benefit for total dis-
ability has increased to $524.54
from $496.70, a 5.6% hike.

Legislators, primarily Sen. Don
Nickles, R-Okla., and Rep. John
Erlenborn, R-Ill., have tried to

place a 5% cap on annual benefit
increases, but so far Congress
hasn't approved the idea.

The Longshore Act, which went
into effect in 1928, covers about

500,000 people.

Wolf Trap losses
Wolf Trap Farm Park will re-

ceive money to rebuild the outdoor
theater that was gutted by fire in
April, but the famed entertainment
complex will now have to buy
property insurance to cover any fu-
ture losses.

During the closing moments of
its regular session, Congress ap-
proved a package of loans and
grants to cover the cost of a new
$17 million, 3,500-seat amphithe-
ater to replace the Filene Center,
which was destroyed by the blaze.

The bill authorizes a $9 million
grant for the construction of a new
theater. The measure also includes

an $8 million loan, which is to be
repaid to the. federal government
by contributions raised.by the pri-
vate Wolf Trap Foundation.

In addition, the measure requires
the foundation to buy property in-
surance to cover the new building.
The Filene Center, which burned
to the ground April 4, was not in-
sured (BI, April 12).

Earthquake coverage
The federal government will not

enter the earthquake insurance
market.

The role of the federal govern-
ment, at least for now, should be
limited to conducting research,
drawing risk maps and encourag-
ing state and local' governments to
conduct earthquake preparedness
projects, according to the Federal
Insurance Administration, which
now sponsors the National Flood
Insurance Program.

According to a study conducted
for the FIA by J.H. Wiggins Co., a
consulting firm in Redondo Beach,
Calif., most.commercial and indus-
trial plant owners are aware of the
risks posed by earthquakes and
have purchased insurance.

However, many small firms and
homeowners have failed to take

advantage of earthquake coverage,
offered by private companies, the
study said. One reason is that they
don't believe an· earthquake will
affect them, the report said.

"Federal involvement should

only be considered after a proper
balance between the private insur-
ance industry and the government
has been attained on other govern-
ment insurance programs, and then
only if it is clear that private indus-
try is unable to provide the cover-
age," said Jeffrey Bragg, the FIA's
administrator.

Construction death

The Occupational Safety and
Health Administration is seeking
criminal prosecution of a company
involving a. worker's death in a
construction accident.

OSHA has asked the Justice De-

partment to consider criminal pros-
ecution of Heckert Construction

washington
Co. of Pittsburg, Kan., in connec-
tion with the death last April of a
worker who died when part of a
wall collapsed on·him. The worker
was drilling holes for dynamite
charges at the time of the accident.

Under federal law, employers
can. be fined up to $10,000 and im-
prisoned for up to six months if
their "willful" violation of an

OSHA safety or health standard
leads to a worker's death.

This is the first time that the

Reagan administration has sought
criminal prosecution of a.company
for an alleged, OSHA rule viola-
tion. •
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When the destination is the same,
the means can make the difference.
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and cost effective risk protection. At Bayly,
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Black lung law changes cheer coal operators
By STEPHEN TARNOFF

ARLINGTON, Va.-Legislation
passed last year should cut the
amount of black lung benefits paid
to coal miners and and reduce the

coal industry's liabilities, partici-
pants at a recent conference on
black lung claims say.

But the damage to the coal indus-
try created by the Federal Coal
Mine Safety and Health Act of 1969
and two subsequent amendments
has already taken a tremendous
toll.

That was the conclusion of sev-

eral speakers at a two-day confer-
ence on black lung sponsored by
The Energy Bureau Inc., a New
York company that sponsors con-
ferences on energy topics.

The original 1969 law and
amendments passed in 1972 and

1977 brought many black lung
claims under the jurisdiction of the
Department of Health, Education
and Welfare and later the Labor
Department. As the amendments
were passed, the law became more
and more generous.

The 1977 amendment, for exam-
ple, reopened 200,000 black lung
cases that had previously been de-
nied by HEW.

That amendment also created the

Black Lung Disability Trust Fund
to pay claims for miners who left
the industry before 1970 and in
cases where no responsible coal op-
erator could be identified. The fund

was to be financed by an excise tax
of 50 cents a ton on underground
coal and 25 cents a ton on surface-
mined coal.

The speakers at the conference,
including coal industry representa-

tives, cited a litany of problems and
abuses that have plagued the fed-
eral black lung program. But, they
added, the 1981 legislation should
at least partially relieve many of
the problems.

The 1981 amendments author-
ized:

• The transfer of liability for
claims filed before March 1, 1978,
from coal operators and their insur-
ers to the trust fund.

• A tightening of benefit tri-
teria including the elimination of
benefits for deaths unrelated to

black lung and elimination of vari-
ous presumptions of total disability
that did not require conclusive
medical evidence that the miner

suffered from black lung.
• The doubling of the excise tax

on coal mine operators to $1 a ton
on underground coal an6 50 cents a

ton on surface-mined coal to re-

lieve a large deficit in the fund.
John L. Kilcullen, a senior part-

ner with the Washington law firm
of Kilcullen, Wilson & Kilcullen,
called the transfer of claims to the

srust fund the "most significant as-
pect" of the 1981 amendments.

He said the legislation in effect
spreads the liability for some 18,000
claims to all coal operators, which
must contribute to the trust fund.

But a group of claims remain in a
"gray area" involving technical
questions as to whether there was a
denial of the claim prior to March
1, 1978, Mr. Kilcullen said.

He added that the net savings to
the coal and insurance industries as

a result of the transfer provisions
could exceed $1.25 billion.

The impact of the 1981 amend-
ments will differ depending on a
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coal opearator's production level
and its liabilities before they were
passed, another coal company
spokesman said.

Richard H. Weinzierl, supervisor
of employee benefits for Barnes &
Tucker Co. in Barnesboro, Pa., said
coal companies with relatively low
production levels may be relieved
of significant liability since the tax
that finances the trust fund is based

on coal production.
But, high-production companies

may pay a disproportionately
higher share of the costs, he said.

"We experienced a number of
transfer cases far in excess of our

expectations, removing significant
established liability," he said.
"When we viewed this in combina-
tion with the current weak demand

for metallurgical coal, it was obvi-
ous that we are a beneficiary."

Mr. Weinzierl said the 1981

amendments would keep the fed-
eral trust fund in the red since it

will assume liability for claims for-
merly the responsibility of coal op-
erators. However, the deficit will
be moderated by the increased tax
on operators and a prohibition
againt lump-sum payments for
contested cases.

He added that the tighter eligibil-
ity requirements in the 1981 law
should reduce prospective liability
for claims filed on and after Jan. 1,
1982.

"The 1981 amendments represent
a trend toward a disability program
and away from an entitlement pro-
gram," Mr. Weinzierl said.

Wayne R. Reynolds, a partner in
the law firm of Keefe & DePauli

P.C. in Fairview Heights, Ill.,
added that the 1981 amendments

were reactions to abuses in the sys-
tem following the enactment of the
1969 black lung legislation and the
two later revisions.

Much of the "inherent irratio-

nality" of the black-lung program
was based on a reaction to a 1968
mining disaster and incorrect in-
formation given to Congress when
the original legislation was enacted,
he explained.

Under the previous versions of
the law, many coal miners, widows
and dependents have been receiv-
ing awards even though the miners
may not have actually contracted
black lung, he added.

"If a coal miner got sick or died,
(it was perceived) he died from
black lung," Mr. Reynolds said.
"This is a perception prevalent in
1969 and a perception that lives on
today in the coal mining commu-
nity."

Stephen I. Richman, a partner in
the Washington, Pa., law firm of
Greenlee, Richman, Derrico &
Posa, said the federal black lung
program has lacked integrity and
fairness.

Scientific truth has often been

sacrificed when awarding claims,
weakening public confidence in the
program, he charged.

Citing a General Accounting Of-
fice study of 450,000 miners'
widows and dependents receiving
black lung benefits, Mr. Richman
said medical evidence linking the
disease to death or disability was
not established in 85% of the cases.

"Should the present system of
disability determination and work-
ers compensation be changed?" Mr.
Richman asked. "Yes, to a degree it
should, in order to provide the sys-
tem with more scientific integrity
and fairness."

When the original black lung law
was passed in 1969, its sponsors pre-
dicted that it would provide bene-
fits to 50,000 people and that its
total cost would not exceed $50 mil-
lion, Mr. Kilcullen added.

By 1977, more than 700,000
claims had been filed, he said, add-
ing that the cost already has topped
$25 billion and could reach $50
billion. •



Guaranteed cost insurance has drawbacks
ARLINGTON, Va -Guaranteed mine operator. however. is that un- of the trust and the general reluc- ing an expected worse-than-aver- dition is very strong," Mr Briscoe

cost insurance iS a questionable like pension fund reserves, re- tance of most coal operators to age loss experience must be said.
means of financing black lung serves for black lung claims are not commit large amounts of funds to weighed against the potential dis- Other large coal companies have

risks, a consultant says . tax-deducrible The only payments any black lung funding mechanism advantage of assuming the adverse insured all or part of their black
The limited market, the need to that are deductible from a com- have limited the use of such trusts loss experience of other members lung liability in captive insurance

purchase policies for 15 to 20 years, pany's income tax ar@ the actual to only a few coal operators who of the group," Mr Briscoe said companies-either their own cap-

and the rating mechanism used claims payments made each year have unique reasons for establish- Large coal companies also have tive or using another company's
that distorts the cost- create prob- "These payments are today, and ing one," Mr Briscoe said made arrangements with insurers captive.

tems, Robert Briscoe, vpof J. Huell will continue to be for some Another method of financing to pay for their black lung claims A wholly owned captive is an ef-

Briscoe & Associates of Chicago, number of years to come, a small black lung risks is through group under agreements to "participate in fectlve way to control the insur-
said in a paper delivered at a con- fraction of the total yearly cost of pooling, which some Kentucky the loss experience of the black ance plan and operate it with a
ference on black lung liability black lung," he noted mines are doing The groups charge lung coverage" while maintaining minimum of regulation, he adds,
sponsored by The Energy Bureau Coal companies can get around premiums, establish reserves and standard coverage for traumatic but he noted the Internal Revenue
Inc the deductibility question by set- pay claims of member companies work comp claims. Service does not consider premi-

The market is limited for both ting up an 1rrevocable trust under Companies share in the under- This type of loss-sensitive-or ret- ums paid to a wholly owned captive
primary and excess guaranteed cost Section 501(c)(21) of the IRS code. writing experience and invest- rospective rating leaves the insur- to be tax-deductible.
insurance Mr Briscoe said Paymenls into the ments accrued ance company with "the primary Placing the liability in a captive

The major provider of excess trust of actuarially computed pro- Drawbacks to pools Include their obligation to pay each black lung in which the operator has limited
guaranteed cost insurance over a visions for liabilities are deductible limited capital and the potential for claim under the workers compen- or no ownership could provide for
self-insured retention stopped writ- But other concerns have limited loss for a member with good expe- sation acts," Mr Briscoe noted, and deductibility of premiums but the
ing the coverage in 1980, Mr Bris- the use of these trusts rience because another pool mem- so

.such arrangements have gen- operator sacrifices control and ease
coe noted, not naming the insurer. "The uncertainty of the mecha- ber has many losses erally been undertaken only with of administration of the plan, Mr.

Primary-level guaranteed cost nism in general, the irrevocability "The relative advantage of shar- coal operators whose financial con- Briscoe added
insurance for black lung liability
isn't even available from individ-

ual insurers, Mr Briscoe noted It is
available only through a reinsur-
ance pool of all work comp insurers
in the coal mining states, a mecha-
nism created in 1973

The primary coverage is en- If yot[Ye overwhelmed by captivedorsed onto the basic workers com-

pensation policy Claim liabilities
are assigned to policy periods using
the claimants' day of last exposure - carpetbaggers,
to the occupational hazard. Each
annual policy provides coverage
for claims arising from that year's
employment of a coal mine work-
force

It is necessary to purchase a con-
tinuous series of insurance policies

trythe
to provide coverage for all claims,
especially those likely to be filed
after mining operations cease. This /7 Uncaptive.

..A.ik=i.

could mean buying insurance poll-
cies for the next 15 to 20 years 44%41,0,9 .

At the very least, the mine oper-
ator will have to buy the coverage
for at least five years under state
regulations designed to protect the
insurers from abuse by a self-in-
sured operator who buys a policy

.e

J '4«

when he shuts down his mine

In addition, guaranteed cost in-
surance is very expensive and the
rating method used may not reflect
the actual emerging liability

The rates, which are 5% to 40% of
payroll, are computed by estimat-
ing the present value of the claims
expected to arise out of the follow-

5/%4,-
ing year's working population.
Each clairik is funded completely in I *,1*IK . E. €S-

4*

the year it is incurred f.e:
These two problems, Mr Brisoce

said, "lead me to suggest that
guaranteed cost insurance is a
questionable means of securing
black lung habilities"

But, "there lS no perfect method
which deals reasonably with all the .- N B..

unique problems of black lung lia- --

Trenwick has a way out No-hassle in-
bilities," Mr Briscoe said

>fiThe best any mine operator can «> Ph» - surance by the Uncaptive, TGIC Offered by
do is select from the various fund-

ing possibilities and "assemble that t-*25
?,85 Trenwick Guaranty Insurance Company Ltd ,

method or combination of methods TGIC" provides a program superior to con-, wr'84 #F»
which best fit his particular cir- "=»,1. .6.
cumstances "

ventional insurance, self-insurance, and

The options, as Mr Briscoe out- 2'22*>  1,vf# 4:A9,1 9/ 'r-]'--- captives with no capital commitments,
lined them, are in addition to
guaranteed cost insurance. self-in- retrospective requirements, or long-term

obligations

the black lung portion of a workers TGIC permits the return of under-
compensation policy and using a writing and investment profit to insureds
captive insurance company.

For coal companies that self-in-

quirements on bonding, submission

and brokers and relies on performance-
sure, there are various state re-

_Ill'&.Tre,48/twill/:Ill'li& .f'% yours and ours-to produce good expenence
42**»9

of financial statements and timely The U_ocaptive another untradition
benefits payment .Vill: : 22.7 brought to you by Tren\,vickCompanies often paid claims out
of cash flow, but such pay-as-you- Write to us for our brochure
go methods have been generally
discouraged by accountants

-7

wllfinsurefundnreblS£1org
4 i 114 t "Ht« 11,4-*11.

losses in methods similar to fund-
, .4 vvll

1 c=zzr===r-n

ing pension plans They determine .»74 Ttenwick Guaianty Insuiance Company Ltd
the ultimate cost of the claim, dis-
count it to its present value and

PO Bo\ 162 Tienwick House 9 Chutch Street West Hamilton 5 Be, muda
'es,F " ' · - (809) 295 3009 TELEA 3640

fund for it accordingly
One disadvantage for the coal
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Tough stance on black lung claims pays off
ARLINGTON. Va.-Coal com-

panics can reduce black lung bene-
fit costs by thoroughly :nvestigar-
ing claims and actively participa.-
ing in the claims pro:,ess.

Speaking recently at an Energ>
Bureau Inc. conference on th€

med.zal and legal aspects of black
lung disease, a coal company claims
administrator and a defense attor-

ney suggested how mine operator.
can do this.

They urged using independent
physicians to determine iE a worker
does have black lung, checking
prior medical anc employment rec·-
ords and attending formal ·claims
hear. ngs to mon itor the claimant s
testimony.

Barnes & Tucker Co of Barnes-

boro, Pa, a med.um-sized eoal prc-
ducer, was facing a 'disprcportion-
ately large black lung liability for

the size of our compan>' during
the late .97)s, according to Richard
H. Weirizierl, supervisor of em-
ployee benE fits.

rhe company was receiving
three or four claims a w€ek witt.

each having a present value of
about $65.000.

Because the company aas un-
willing tc :ccept at face value the
claimants' evidence that they had
black lung disease, it developed :
procedure to deal with the claims
Mr. Weinzierl said.

"The question of the est-effec-
:iveness of mounting an asgressive
defense is posed quite.ofte, in viev
of our legal costs," he said.

"When one weighs the cost ol
legal defense of a claim of ques-
tionable entitlement aga.nst the
cost of accepting liability, tne ques-
tion is n*whether we can afford tc

defend them, but rather whether
we can affird no: to defend them."

First, when Barnes & Tucker is

notified of a claim, all pertinent .n -
formation concerning sickness, ac -
eider.ts anl employment history is
forwarded to company attorneys.

If :he employee has not worked
for the company recently, an inves -
tigation is launched to determine id
the plaintiff had a subsequenr em
ployer-In black lung cases, the "las:
re:por.sible operator" who em-
ployed the miner is liable for dam-
ages, Mr. Weinzierl said.

Once the.company determines
that it is the worker's last em

ploy€r, it begins to chek the c.aim.
If the medical evidence gatherec

by the zonpany-agrea with that of
the claimant, the corr-Fany pays the
claim without a fight, Mr. Wein-
zierl said. But if the evidence dif-

fers, a defense is prepared.
As part of this step, the company

uses internists from a rotating list
of doctors, so none would be char-

acterized as company doetcrs.
'Unfortunately, due to,the diver-

sity of medical opinions and the
nebulous nature of the disease,
many cases fall into a gray area "
he added.

Disputed cases are referred to the
Office of the Ch:ef Administrative

Law Judge for aformal hearing
aft,er the institution of interim ben-
efits.

The defense then begins in ear-
nes:, Mr. Weinzierl said. But if .t
becomes apparent during defense
-preparation that she miner is ent: -
tled to benefits under the federal

black lung compensation program,
the c,mpany drops its fight and
pays the benefits.
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"There is nothing more damag-
ing to credibility than to maintain a
defense that has no basis in fact,"
Mr. Weinzierl added.

If the evidence gathered clearly
shows the claimant is not entitled

to benefits or raises questions about
his entitlement, an "all-out de-
fense" is begun.

A company representative at-
tends all formal hearings to moni-
tor claimant testimony and to make
suggestions to the company's attor-
neys to clear up discrepancies.

When the claimant's ability to
perform his job is at issue, the com-
pany might solicit testimony of his
supervisor or check payroll records
to see if the claimant worked ex-
tensive overtime.

"This has proven to be particu-
larly effective in working miner
cases in which the overtime

worked post-dates the date of the
claimant's medical examination
and in death cases where the miner

worked steady overtime up to and
even including the date of death,"
Mr. Weinzierl said.

Also speaking on defense stra-
tegies at the conference was J.
Randolph Query, a partner in the .
Charleston, W. Va., law firm of
Jackson, Kelly, Holt & O'Farrell.
He provided a checklist of things a
company should do when a black
lung claim is filed.

They include:
• Find out whether the liability

can be transferred to the federal

Black Lung Disability Trust Fund.
Disability claims filed before 1978
are paid out of the federal fund
rather than by the coal operators.

• Check the identification of the

employee to determine if the com-
pany is the last responsible opera-
tor.

• Check the claimant's status as

an employee. Even if he is em-
ployed by a coal company, he is not
necessarily a miner or eligible for
federal black lung benefits.

• Look at medical evidence in
the record.

The company should then deter-
mine the nature of the claim. Some
cases will be certain losers and

should be paid, Mr. Query said.
Others are certain winners and

should be litigated. Some will re-
quire further investigation. .

Quantitative

techniques
course offered

NEW YORK-The College of In-
surance will offer thetwo-day se-
minar "Quantitative Techniques
for Risk Management" at six sites
around the country during the aca-
demic year.

The seminar is designed for those
who do not have in-depth mathe-
matical backgrounds but must
make decisions on such quantita-
tive matters as retention levels and

cash-flow programs.

The dates and locations for the

seminars are: Oct. 21-22 in Houston;
Nov. 18-19 in New York; Dec. 2-3
in Newport Beach, Calif.; Feb. 17-
18 in New Orleans; March 17-18 in
Chicago; April 14-15 in Denver;
and May 25-26 again in New'York.

The seminars are taught by Al-
bert J. Beer, an associate professor
at The College of Insurance.

Tuition for the seminars are $495
at all the locations except New
York, where the tuition charge is
$475.

To register or for more informa-
tion about the seminar.s, contact the
Property/Liability Insurance Divi-
sion, The College of Insurance, 123
William St., New York, N.Y.
10038.
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Irish underwriter enters U.S. market
The Insurance Corp. of Ireland is

expanding into the U.S. market
through a Chicago-based branch
operation.

The insurer will offer all lines of

property/casualty coverage to U.S.
brokers, according to William D.
Fleming, general manager-USA.

"We are starting in Chicago
doing a general insurance business
with American brokerage firms,"
Mr. Fleming said. "With Chicago as
our U.S. headquarters, we expect to
open an office in New York soon,
as well as in a number of cities in

this country in the near future.
"Insurance Corp. of Ireland is

perhaps best known right now to
U.S. producers for its aggressive
stance in the London market. Ini-

tial efforts in the United States will

be to extend and solidify these ini-
tiatives here," said Mr. Fleming,
who previously was vp in charge of
regional marketing for Marsh &
MeLennan Cos. Inc. in Chicago.

The insurer will maintain offices

at 200 S. Wacker Drive, Chicago,
Ill. 60606; 312-559-0509. It will hold

an open house at the River Club at
the same address at 5 p.m. Oct. 20.

Insurance Corp. of Ireland, head-
quartered in Dublin, posted written
premium volume of $72.4 million
in 1980, with assets of more than
$287.5 million.

Illinois exchange
Members of the Illinois Insur-

ance Exchange<have elected a
board of trustees to replace the in-
terim board that directed the ex-

change during its first year of oper-
ation.

Louis W. Biegler, representing
LWB Syndicate Inc., was elected
chairman of the board. Robert L.

Agnew, representing Northbrook
Underwriters Syndicate Inc., was
named vice chairman, and Peter

Van Cleve, representing James S.
Kemper & Co., a broker member of
the exchange, was named secre-
tary/treasurer.

The new 13-member board is

made up of seven new members
and six members of the interim

board. The new members are:

• William MacMillian of RCA

Syndicate #1 Ltd.
• Thomas H. Friedberg of Re-

liance Insurance Co.

• Guy K. Patterson of Lincoln
Union Syndicate Inc.

• J. Howard Payne of Stewart
Smith Mid-America Ltd., a broker

member of the exchange.
• Paul S. Marvos of W.W.

Blanch Co., another broker mem-
ber.

• Richard B. Olgilvie, a former
Illinois governor, who will repre-
sent the public.

• Illinois state Rep. Bernard
Epton, another public representa-
tive.

The six members of the inter-

mim board elected to the new

board are:

e Harvey R. Hoth of Sentry
Syndicate/Illinois Inc.

• Jeremiah Marsh of Hopkins &
Sutter, a representative of the pub-
lie.

• Michael J. Merlo of Pretzel,
Stouffer, Nolan & Rooney, another
public representative.

• Mr. Biegler.
• Mr. Agnew.
• Mr. Van Cleve.

Since the exchange opened in
November 1981, it has issued poli-
cies for 75 risks including satellite
and railroad coverages, said James
M. Skelton, the exchange's execu-
tive director.

Captive management
Continental Risk Services Ltd. is

expanding its captive insurance
company management facilities,
says President David B. Vaughan
in Bermuda.

markets

While its largest management of-
fice is in Bermuda, with four cli-

ents, CRS also has an office in Cay-
man and is opening a new office in
Vermont.

In Cayman, E.G. Alfred is assis-
tant secretary and is managing the
affairs of the first Cayman captive
under CRS management, Great
Republic Insurance Co. Ltd.,
owned by Kero-Sun Inc. in Kent,
Conn.

In Vermont, John Titus will

manage the CRS office in Burling-
ton. CRS does not have any clients
there yet.

In Bermuda, CRS is managing
four captives: Glaxo Insurance
(Bermuda) Ltd., owned by Glaxo

Holdings Ltd.; Golden Isle Assur-
ance Co. Ltd. and Plymouth Insur-
ance Ca. Ltd., both owned by Char-
ter Medical Corp.; and U.G.I.C.
Ltd., owned by United Grocers Inc.
in Portland.

The New Vermont office is 10-

cated at 189 College St., Box 488,
Burlington, Vt. 05402; 802-658-6102.
The Cayman office is located in the
Transnational Building, Box 705,
Grand Cayman; 809-949-6477. The
Bermuda office is located in the

Warner Building, Box 824, Hamil-
ton 5, Bermuda; 809-295-6015.

Franchisor expands
ISU Cos. Inc. has added a total of

At MOMY we think group insurance
should be designed in the best interests of
the employer. Mot the insurance company.

So we make it easy for you to offer your
clients just what they want. And only what
they want. Which means they can save a lot
of money on health care.

We start with flexibility of benefits. With
MOMY employers can select any or all of our
benefit programs. Including life insurance,
medical coverage, disability protection, and
vision and dental care.

And we offer ftexibility in funding, too.
Your clients can choose our full-service Con-

ventional or Minimum Premium plan-or our
low-cost Administrative Services Only (ASO)
plan. And each plan can carry aggregate
and/or individual stop-loss. Employers sim-
ply select what they need to maximize their
cash flow.

Whichever funding plan they choose, and
whatever benefits they opt for, your clients
will have the satisfaction of knowing that
their insurance program is tailor-made to
their own specifications.

And that puts you in a pretty satisfying
position, too.

So why not mail the coupon for more

29 new members in Arizona and

Washington.
The San Francisco-based insur-

ance agency franchisor, which re-
cently refocused its program (BI,
Sept. 6), has signed contracts with
15 agents in the Phoenix area,
bringing the total number of fran-
chise members in Arizona to 17, ac-

cording to a .company spokesman.
The 14 new members in Washing-
ton bring the total in that state to
21, he adds.

Acquisitions
Rollins Burdick Hunter Co.

has acquired Berrigan & Berri-
gan Inc., a property/casualty in-
surance brokerage based in New
York. Berrigan & Berrigan will be
merged with Rollins Burdick

place
Hunter of New York Inc.

New offices

Fireman's Fund Insurance

Cos. is moving its home office from
San Francisco to Novato, Calif., 25
miles north of San Francisco, dur-

ing October. The move will be com-
pleted by Nov. 1. The new office's
address is 777 San Marin Drive,
Box 777, Novato, Calif. 94998; 415-

899-2000. Corporate offices will re-
main in San Francisco and will be

temporarily located at the current
site at 3333 California St., Box 3395,
San Francisco, Calif.; 315-929-2111.

INA Healthplan will open its
new Central Dade Health Care

Center at 1780 W. 49th St., Hialeah,

Fla. 33011. INA Healthplan has
30,000 members in the greater
Miami area. .

information on MOMY's group insurance
programs. Or give us a call.

Because at MOMY fitting people with the
right insurance is so important, well go to
any length to do it.
pl-- -I---- ---= --

 Please send me more information on MOMY's
Group Insurance Programs.

| Mr. Giary Mahood, Asst. Vice President
 MOMY

Mail Drop 14-2, 1740 Broadway
 MewYork MewYork 10019

(212) 708-2614

, Mame
1 Title

 Company

 Address

1 City
1 State Zip

 MfjNY THE MUTUAL LIFE INSURANCE

COMPANY OF NEW YORK

1740 BROADWAY

NEW YORK, NEW YORK 10019
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What you don't C.P. National names Sullivan
know can hurt to new risk management job
YOU... Jerry G. Sullivan, 45, is now as-

sistant vp of risk management and
real estate, a new position, at C P comings & goings: buyers
National Corp in Concord, Calif

The Risk & Insurance He will handle the company's cor- of American International Group officer In 1981 he was promoted to
porate risk management program Inc in Montreal He received a assistant vp Before Joining The
and real estate assets Previously, bachelor of science degree in chem- Home, he worked with the InternalResearch Library helps you Mr Sullivan held risk management istry at MeGill University in Mon- Revenue Service for nine years as

know what you need to
positions at Natomas Co and Del treal and is currently studying for chief of training and development
Monte Corp He received a law de- the Associate in Risk Management for the Brooklyn/Queens/Long Is-
gree from Hastings Law School in designation Mr Capozzolo reports land district He received a bache-

know - when you need to San Francisco He will report to to Gerd Mayer, director of risk lor of arts degree in psychology and
James C Roberson, executive vp management and employee bene- education from Brooklyn College

know it. and chief financial officer fits and a master of science degree in
*** *** education from Hofstra University

Carolyn L. Dalton was pro- The Home Insurance Co has in Hempstead, N Y Mr Cohen's
Rapid changes in our industry make it moted to personnel vp at Utica Na- named Herman N. Cohen, 33 as vp new position was recently created

difficult to stay up to date New insurance and tional Insurance Group in New of human resources Mr Cohen, as a result of a departmental reor-

risk management products and services strain Hartford, N Y She will handle all who had been an assistant vp, will ganization
corporate personnel functions in- continue to be responsible for em-

one's ability to absorb and retain the knowledge cluding responsibility for employee ployee benefit and other personnel We'd like to report on staff changes in
necessary to function professionally But our benefits and the company's medical functions Mr Cohen is also an as- your r:sk management or employee

unique research service can turn your telephone department Ms Dalton has been sistant vp with City Investing Co, benefits department Just drop a note
with the company since December The Home's parent He will report to Saltze J Dniry, Editonal Assistant,

into a comprehensive research library that 1981 as assistant secretary and to John D. Russell, senior vp of Business Insurance, 740 N Rush St,
provides professional answers to your questions director of human rescurces She human resources for both com- Chicago, m 60611, or call 312-649-

previously was a staff development panies Mr Cohen Joined the cor- 5398 We would also like to receive
To find out how to save time and money by officer with Oneida National Bank poration in 1979 as senior personnel photogmphs

subscribing to the Risk and Insurance Research in Utica, NY, and also served as

Library, fill out the coupon below
guidance coordinator in the Little
Falls, NY, city schools Ms Dalton info
received a bachelor's degree from

Illl...ll.ll.llilll, Utica Collegeandamastetsdegree
from Colgate University in Hamil- • A report comparing small and the U S Parent" are available

, Name  ton, N Y She replaces Robert business package policies lS without charge by writing Depart-
Title 1 Strachen, who retired after 35 available from Rememberbooks ment M, Kwasha Lipton, Box 1400,
Address years with the company. Ms Dal- "Let the Buyer Be Confusedl" con- Fort Lee, N J 07024

1 City ton reports to President Jack B tains 18 pages of charts comparing
State ZIP

1
Riffle 53 small business packages, narra- • Hyatt Third Party Adminis-

1 Richard Rupp, Vice President *** tive detail and instructions for con- trator Software Group, a software
 Continental Risk Services, Inc 1 Frank Capozzolo, 28, is the new ducting your own policy compari- consulting organization specializing

Commerce Bank Building 1
risk and insurance administrator at son To receive a copy, send $10 for in the development and evaluation

1 Suite 200 Ivaco Inc in Marieville, Quebec the report, plus $2 for the optional of software for third-party ad-

 1201 Dove Street l He will administer the company's policy comparison form, to Re- ministrators has published a list
risk and insurance management memberbooks, Drawer 2501, Vir- of software programs and their ca-Newport Beach, California 92660 programs He replaces Jacques ginia Beach, Va 23450 pabilities and of the consulting ser-I (714) 851-9122 Continents/ . Provencal, who now works for an vices offered by the company For

1 • insurance agency Mr Capozzolo • Kwasha Lipton is offering a free brochure and list of pro-

1 Continental Risk Services is a subsidiary of -,7.7M1piVH 1 most recently served as a loss-pre- copies of two publications on pen- grams, write The Hyatt Group, 512
The Continental Corporation vention engineer specializing in sion plans. "Reducing the Burdens W Belden Ave, Chicago, Ill 60614

1 I petrochemical risks for Starr Tech- of the Final Average Pay Pension
nical Risks in Montreal, a division Plan" and 44German Pension Plans • Eliminating unnecessary

treatment and long-term absences
--=- when employees are injured re-

quires careful management Aprim

CAPTIVE ALTERNATIVES
Inc, a consulting firm of rehabilita-
tlon nurses speclallzing in loss con-
trol through rehabilitation and
injury management, has pub-
lished a booklet describing their
services For a free copy, writeWhere and how to form a captive Insurance company is comprehensively

%®ifl*ID MaW Ve @Gjf Aprim Inc, 2625 Butterfield Road,
treated by CAPTIVES U S and Offshore Insurance Laws Oak Brook, Ill 60521

NILS brings you the most timely and authoritative legal Information on
• A booklet from the Loss Con-

CAPTIVES in one easy-to-use looseleaf volume«#44 t , # - trol Department of the Alliance of
' Your subscnptionto CAPTIVES inc udes American Insurers, "Simplified

COLORKD €WRA CNI»*N S. r

Water Supply Testing," can help• Current Laws and Regulations of 6 Junsdictions BERMUDA, GRAND
loss-control and municipal water

\1*6 NERA04,T CAYMAN ISLAND, COLORADO, TENNESSEE, VERMONT and VIRGINIA departments test water supplies
• IRS Ruling 316 used for firefighting. The 48-page

#- • Types of Captives Clearly Defined booklet lS available from the Alli-

• 90 Days Free Update Service ance for $4 25 per copy To order,
write the Alliance Loss Control

Take advantage of NILS 30 Day Examination offer If not satisfied, return for Department, 20 N Wacker Drive,
full refund Send your order form to NILS Publishing Company, P O Box Chicago, Ill 60606

2507, Chatsworth, California 91311 OR CALL TOLL FREE
-.

• The International Foundation
1-800-423-5910, (in California, call(213) 998-8830)r--- of Employee Benefit Plans has

published a book containing papers.i - .2 *F'. r ------- .ORDER FORM. Fill out and return todayi------ I.,
.. presented to Canadian plan trust-
r 1 YES! Send me CAPTIVES The subscription price of $75 Indudes the 1 ees, administrators and advisers at

. -.. /9/7. 1 current laws and regulations contained in a looseleaf volume After 90 days its 14th Annual Canadian Confer-

 free service, I will receive periodic updates with invoice ence Topics include government
legislation, the future of pen-

/ I Please send me - copies of CAPTIVES @ $75/volume 1 sions, pension reform, Canadian
I 0 Bill me 0 My check for $ is enclosed health insurance This 280-page
, (CALIF deliveries please add 6% sales tax) 1 paperbound book costs $8 for
1 OR CALL TOLL FREE 1-800-423-5910 In California call (213) 998-8830 1 IFEBP members and $14 for non-
1 members For copies, write Publi-

Name
1 SEND ORDER TO cations Department, IFEBP, Box
1

Title 69, Brookfield, Wis 53005
111LS

1 Firm
r

1 Address pullilining
Commny

Have a new report, booklet or promo-
tional brochure you'd hke to send to
buyers of insurance' Business Insur-.*eollhe

Ime an Broadcasing Cornicar.esTelephone ( ) ance will describe material costing
1144" P 0 Box 2507 tess than $20 Simply send a short de-

1 Customer No Chatsworth, CA 91311 1Jr/hs- scnption of the matenal, along with
1 0 Please send me -he NILS 1982 Catalog Allow 6-8 weeks for del,very 1

22020206
the cost and a mailing address, to Info
for Buyers, Business Insurance, 740 N
Rush St, Ch,cago, 111 60611



Control Data Corp. subsidiary
opens Chicago wellness center

\Life Extension Institute, a sub-

sidiary of Control Data Corp., is
now operating a StayWell Center
in Chicago that provides preven-
tive health care and health educa-

tion services to employees.
The center, staffed by two physi-

cians and other support personnel,
will offer flexible physical exami-
nations that may include cardiovas-
cular stress tests, pulmonary func-
tion analyses, electrocardiograms,
vision and hearing tests and 24-
hour heart rhythm monitoring.

Other services include:

• Computer-generated health
risk profiles based on question-
naires covering employees' family
and personal medical histories, liv-
ing habits and attitudes.

The profiles identify 10 major
health risks each employee faces in
the next 10 years or by age 40, and
estimate an employee's chances of
succumbing to any of the 12 leading
causes of death. Staff counselors in-

terpret the profiles and recommend
steps employees should take to re-
duce health risks.

• One-hour health education

courses on such topics as weight
control, hypertension, stress, nutri-
tion, coronary heart disease, alco-
holism, smokinE and cancer.

• In-depth "lifestyle change
courses," which involve eight to 12
one-hour sessions and are aimed at

weight control, improved eating
habits, stress m anagement, smok-
ing cessation and general fitness.

• Employee assistance programs
designed to help employees cope
with emotional difficulties, family
and marital problems, drug and al-

products & services
cohol dependencies.

Costs per employee range from
$25 for a one-hour course on hy-
pertension to $150 to $200 for a
physical exam and $200 for the 12-
hour course in general fitness.

Sales of the center's services

have been slow so far, said Scott

Keyes, the manager of the Chicago
center, adding that "1982 is a bad
year to sell another employee bene-
fit."

Mr. Keyes said sales may grow in
1983 if the economy improves.

Control Data opened its first
StayWell Center in New York last
January and plans to open centers
in San Diego, San Francisco and
Philadelphia in the near future.

The Chicago center is located in
the Chicago Marriott Hotel, 540 N.
Michigan Ave., Chicago, Ill. 60601.

For additional information on

Control Data's StayWell Centers,
contact Dick Sommerstad, Life Ex-
tension Institute, Control Data

Corp., Box 0, Minneapolis, Minn.
55440; 612-853-7777.

Library privilege
Risk managers can have immedi-

ate access to a risk and insurance

research library with more than
2,500 files on insurance risk man-

agement, policies, legislation, loss
prevention and loss-funding alter-
natives by subscribing to a special
service offered by Continental Risk
Services Inc.

The Risk & Insurance Research

Library has comprehensive ma-
terial at the disposal of subscribers.
Service subscribers have access to
staff librarian assistance, advice
from consultants and an index of

the subject files.
The annual price for the service

for risk managers is $128 per office.
Requests that require more than 12
minutes of research, as well as re-

guests for reproductions of materi-
als, require an additional fee.

For subscription information,
contact Continental Risk Services

Inc.. Commercial Bank Building,
Suite 200, 1201 Dove St., Newport
Beach, Calif. 92660; 714-851-9122.

Medical product cover
St. Paul Fire & Marine Insurance

Co. is now offering product liability
coverage for medical equipment
manufacturers.

The coverage is designed for
most manufacturers of medical

equipment, ranging from small,
disposable items like bandages to
heavy-duty diagnostic machinery.

Limits up to $1 million per-oc-
currence and $1 million aggregate
are available. Umbrella coverage is
also available. The policy also
covers bodily injury and property
damage caused by the equipment.

For more information on product
liability coverage for medical
equipment manufacturers, contact
your agent or broker. i
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All Classes of

Non Life Reinsurance

International

Domestic

Treaty
Facultative

An Imaginative Market
for Intermediaries

Downtown New York and Facultative Offices

55 John Street New York N Y 10038

Telephone (212) 619 1040 Telex 968352

Management and Treaty Offices
1212 Avenue of the Americas New York N Y 10036

Telephone (212) 398 8800 Telex 968420

Bringing art & science together through information.
Sigma+System is a sophisticated risk

management information service
designed for users having little or no

training in use of the computer.

This service provides a user with a new
generation of data management and

analytical capabilities, to complement
or replace the voluminous "loss runs"

they have received in the past. Much like
the terminals utilized by airlines personnel

to access vast amounts of data concerning flight
schedules, routings, fares, status reports, etc., the

Sigma+System allows risk management personnel
to have similar access to data concerning the

status of claims and loss reserves, claim

payments, incident reports, loss
control information and exposure

data. A user may then perform unit
cost allocation, risk analysis, loss

forecasting and financial modeling
utilizing their own data base.

0 Risk Sciences Groupe
INCORPORATED

Sigma+System
I 45 Camino Alto I Mill Valley, California 94941 I (415) 381 -0211 I

Supported exclusively on the National CSS Computer Network.
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Bond named commissioner in Texas
AUSTIN, Texas-Tom Bond is

the new state insurance commis-

sioner. Mr. Bond was selected by
the State Board of Insurance to re-

place E.J. Voorhis, who retired last
month.

Mr. Bond served as assistant dep-
uty insurance commissioner in
1979-80 and supervised the reorga-
nization of the board's information

services section.

Mr. Bond received an undergrad-
uate degree from Baylor University
in Waco, Texas, and a master's de-

gree from Bowling Green State
University in Ohio. He will soon
receive a law degree from the Uni-
versity of Texas in Austin.

He was working for the Austin
office of Lynch, Chappell, Anday
& Allsup, a Midland, Texas, law
firm, at the time of his appoint-
ment.

"We consider it fortunate to get a
person of his ability and broad ex-
perience. He has the intellectual ca-
pacity, integrity aand administra-
tive ability to qualify for this re-
sponsible position," said William P.
Daves Jr., chairman of the state
Board of Insurance.

Employee dismissals
CHICAGO-New rules gov-

erning the employment of the
handicapped in Illinois allow em-
ployers to dismiss employees whose
alcoholism, drug abuse or obesity
interferes with the employee's abil-
ity to perform his or her job.

The new rules, which went into

effect Sept. 15, specifically state
that obesity and drug or alcohol
abuse are not deemed to be handi-

caps unless the person can demon-
strate that the condition arises from

or constitutes the equivalent of a
disease or functional disorder.

Previously. these conditions
were protected by the regulations
governing employment of the
handicapped.

"We expect there will be a re-
duction in handicap charges as a

around the states
result of these rules," said Richard
Bordelcn, a staff attorney with the
Illinois Department of Human
Rights.

'A lot of handicap groups think
these regulations are more pro-em-
plcyer," he added.

The regulations, however, also
govern the information an em-
ployer may demand of an applicant
and how the information may be
used in determining suitability for
employment.

An employer, for example, may
not require a job applicant to dis-
close all disabling conditions, ac-
cording to the regulations.

In addition, while employers
may require job applicants to sub-
mit to pre-employment physical or
psychological exams, the employer
may not disqualify an applicant on
the grounds that the applicant has a
condition or characteristic that

merely presents a risk of future in-
jury. Also, the employer may not
consider the expense of providing
group health insurance or the po-
tential br a workers compensation
liability

A cor.dition that can be a factor

in the hiring decision is one that
would make the person in a partic-
ular position demonstrably hazard-
ous to the health or safety of the
person or others, or if it is mani-
fested or resulted in behavior (like

absenteeism or poor quality or
quantity of work production) that
fails to meet acceptable standards.

Insurer fined
NEW YORK-The state Insur-

ance Department has fined Horizon
Insurance Co. of North Bergen,
N.J , $55,000 for multiple violations
of state insurance law.

A market conduct investigation
of Horizon's underwriting and rat-
ing prac-ices found that it had:

The Wetzel
Company,Inc.
Excess and
Surplus Lines
Reinsurance.
Treaty and
Facultative

-

Only throush
Agents, Brokers &
|nsurdnce Compdnles
PO Box *459
Houston, exds77006
713/593-3003·Telex:76-9053

• Deviated from filed rates for

hospital malpractice, multiperil
and automobile coverages.

• Used unapproved and unfiled
fornns.

• Failed to establish or maintain

required rate verifica:ion proce-
dures.

• Written Free Trade Zone poli-
cies although it was nct eligible to
do so.

• Maintained poor or inade-
quate records.

In addition to payir.g the fine,
Hcrizon has agreed to:

• Review and correc. every pol-
icy it has written since it was given
authority to do business in the state
in 1981.

• Correct and/or properly write
all policies incorrectly placed in the
Free Trade Zone.

• Determine correct premiums
and re-bill policyholders when nec-
essary.

• Suspend all other Free Trade
Zone activities until authorization

from the department is granted.
• Submit future hospital mal-

practice policies to the department
for review.

• Maintain complete and com-
prehensive underwriting files.

Horizon also said that it has hired

a consultant to help it institute
proper rate verification proce-
dures.

State job safety plans
WASHINGTON-The federal

Occupational Health Safety and
Health Administration has ap-
proved supplements to state job
safety. and health plans in Wyo-
ming, Utah and Indiana.

In Wyoming, changes were made
to conform the state plan to
changes in federal standards con-
cerning fire protection, electrical
safety, means of egress, hazardous
materials and occupational expo-
sure to lead.

In Utah, the state supplement in-

cludes rules and regulations deal-
ing with explosive materials.

In Indiana, the revisions concern

occupational exposure to cotton
dust.

Copies of all three supplements
may be inspected and copied at the
OSHA Office of State Programs:
Room N-2613, 200 Constitution

Ave. N.W., Washington, D.C.
20210

In addition, copies of the Wyo-
ming revisions may be obtained
from the state Occupational Safety
and Health Department, 200 E.
Eighth Ave., Chyenne, Wyo. 82002.
Copies of the Utah supplement may
be obtained at the Utah Occupa-
tional Safety and Health Adminis-
tration, 448 S. 400 E., Salt Lake

City, Utah 84111.
Copies of the Indiana state job

safety plan may be obtained at the
state Division of Labor, 1013 State

Office Building, Indianapolis, Ind.
46204.

Notices of the changes in the
state plans were published in the
Sept. 10 Federal Register. .

U.S. Fidelity & Guaranty picks
Paul Scheel as new president

Paul J. Seheel has been elected

president and chief operating offi-
cer of United States Fidelity &
Guaranty Co., the principal subsid-
iary of USF&G Corp. He also was
elected executive vp of USF&G
Corp.

Mr. Scheel was previously execu-
tive vp of the property/casualty in-
surer and a vp 6f the parent organi-
zation. He joined USF&G in 1959 in
the actuarial department

Also, Robert R. Treweek and
David H. Meehan have been

elected executive vps of United
Sta:es Fidelity & Guaranty Co.

Mr. Treweek was previously
president of Cannon-Treweek
Agency Inc. in Gainesville, Fla.,
and served as president of the In-
dependent Insurance Agents of
America. Mr. Meehan was most re-

cently senior vp-data processing for
USF&G.

Other insurer changes:

comings & goings: industry
W. Jack Smith elected senior vp

at Employers Insurance of Wau-
sau-A Mutual Company, based in
Wausau, Wis. Mr. Smith retains his

current position as president of
Wausau Underwriters Insurance

Co., a personal lines insurance sub-
sidiary, in St. Louis. In addition,
Don Redmond and Phil Piety
elected vp of Employers Insurance
of Wausau. Mr. Redmond main-

tains his post as executive vp at
Wausau Underwriters Insurance

Co. Mr. Piety retains his post as
president and chief executive offi-
cer of Wausau International Un-

derwriters in San Francisco.

H.J. Bremermann Jr., chair-
man and chief executive officer of

Maryland Casualty Co. in Balti-
more, to be given new responsibili-
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ties with American General Corp.
in Houston, Maryland Casualty's
parent, after a merger with NLT
Corp. is completed. Mr. Bremer-
mann will have overall general
management responsibility for Life
& Casualty Insurance Co. of Ten-
nessee, an American General sub-

sidiary, and National Life & Acci-
dent Insurance Co., an NLT subsid-

iary. He will also retain his posi-
tions at Maryland Casualty.

Also, Don D. Hutson named
president and chief operating offi-
cer of Maryland Casualty Co. Mr.
Hutson was previously executive
vp of the company.

Excess/surplus
Robert A. Pinto appointed

director of surplus lines at Royal
Insurance in New York. He will

also manage the home office ex-
cess/surplus lines department.

William H. Boughey named se-
nior vp at Stewart Smith Mid
America in Chicago. He has re-
sponsibility for both the property
and casualty departments. Mr.
Boughey has been the head of the
property department since 1977.

Peter J. Geier named vp at E&S
Midwest, a managing general agent
and broker in Minneapolis. Mr.
Geier was previously the market-
ing manager at Mid-Continent
Agencies Inc.

Other suppliers i
Lawrence R. Hoehne named

president of Rollins Burdick
Hunter Management Inc., a captive
insurance company service organi- 1
zation in Chicago. Mr. Hoehne has
21 years of experience in the un-
derwriting and insurance bro-
kerage fields.

Edward J. Gapp joined Buck
Consultants Inc. in New' York as

manager of defined contribution
operations, a newly created posi-
tion. Mr. Gapp was previously as-
sistant manager of benefits ac-
counting and administration at
AMAX Inc.

Dr. William Guillette joined
Tillinghast, Nelson & Warren in
Hartford, Conn., as a vp and direc-
tor of medical care cost contain-

ment. He had been medical direc-

tor for Aetna Life & Casualty Co. •
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Senate panel approves federal tort reform
Continued from page 2
packaged product even if, for ex-
ample, the product was leaking
toxic fumes.

• Removing a section that lim-
ited the consideration a court could

give to testimony from "expert"
witnesses. The Justice Department
lobbied against the provision, say-
ing it conflicted with other federal
statutes.

However, the committee agreed
that the role of expert-witness tes-
timony in product liability cases
should be studied.

In addition, the committee

agreed that suits involving capital
goods, like printing presses, must
be filed no later than 25 years after
a product is delivered.

At one time, the committee had
considered a 10-year liability pe-
riod for manufacturers of con-

sumer goods, but the current bill
contains no time limit for the filing
of such suits.

Finally, the committee decided
that next year it would study
whether manufacturers that com-

ply with government safety stan-
dards should enjoy greater protee-
tion from product liability suits.
Auto manufacturers, in particular,

have lobbied for such protection.
Compliance with government

safety standards as a defense
against liability was contained in
an earlier draft of the Kasten bill,
but it was removed because some

committee members felt such rules

are only minimal standards and
should not be used as a shield

against liability.
Despite these changes, the thrust

of Sen. Kasten's bill remains the

same: It would establish one uni-

form product liability law that
would pre-empt state statutes that
often conflict.

Such a law would reduce uncer-

tainty in tort law, which makes it
difficult for insurers and manufac-

turers to measure risk. This, in

turn, contributes to wildly fluctuat-
ing product liability premium rates.
Although the current soft market
has made product liability insur-
ance readily available at reasonable
prices, when the market tightens,
the new law will be needed.

The Commerce Committee's Oct.

1 action marks the first time that a

congressional panel has approved a
tort reform bill. That's considered

remarkable progress since just a
year ago, only Sen. Kasten showed

much interest in the subject.
Congressional interest has grown

due to massive lobbying by busi-
ness groups. In fact, hundreds of
employers and trade groups have
written to congressmen asking
their support of federal product lia-
bility legislation. It also has support
from insurance trade associations
and some individual insurers.

Despite this massive support, en-
actment of a federal law next year
is given only a 50-50 chance.

One major obstacle is in the
House where Rep. Henry Waxman,
D-Calif., chairman of the Energy
and Commerce Committee that has

jurisdiction over product liability
issues, hasn't shown much interest
in a federal tort reform law. Mr.

Waxman is expected to be re-
elected in November.

Although the chances of enact-
ment of a federal product liability
law are more favorable now than

several months ago, the outlook has
dimmed for longshore reform,
which many observers had pre-
dicted would pass this year.

Bill S. 1182 that would have

overhauled the federal Longshore-
men's and Harbor Workers' Act

never moved out of a House com-

Rath, PBGC settle termination
Continued from page 2

Beginning in 1985 and continu-
ing until 1994, Rath will pay the
PBGC a percentage of its profits
depending on how much Rath
earns. For example, if Rath earns
up to $5 million, it will pay the
PBGC 15% of pretax profits. If the
Rath earns between $5 million and

$10 million, it would pay 15% of the
first $5 million and 20% of the sec-

ond $5 million. The PBGC would
receive 25% of any profits exceed-
ing $10 million.

Last year, Rath lost $9.5 million;
in 1980, it earned $3.3 million.

Finally, Rath may not set up a

new pension plan over the life of
the agreement. Rath Treasurer
Charles Soloday earlier told Busi-
ness Insurance that the company
has no plans to set up a new corpo-
rate pension program. Instead, it
planned to urge its 2,900 employees
to set up Individual Retirement Ac-
counts.

Both Rath attorneys and PBGC
officials say the proposed agree-
ment is a fair solution.

For Rath, the agreement re-
moves the enormous pension liabil-
ity that threatened its survival.

Rath also now has a chance to get
more badly needed working capital

from lenders. In addition, it no

longer will have to pay the whop-
ping $9 million a year it says it costs
to fund and pay benefits for the
three plans that have about 6,300
participants.

The PBGC also gains. If Rath
had been forced into bankruptcy,
the PBGC might have gotten noth-
ing. "What's the net worth of a
company that goes bankrupt?
Thirty percent of nothing is noth-
ing," an observer said.

"We don't want to be in the busi-

ness of forcing firms out of busi-
ness," added Edwin Jones, the
PBGC's executive director. .
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mittee after gaining unanimous
Senate approval earlier this year.

Lobbyists supporting the mea-
sure say time simply ran out after
House Education and Labor Com-

mittee staff members raised nu-

merous technical objections to the
bill.

However, the measure could pos-
sibly be enacted during the special
post-election session that begins
Nov. 29, said Tom O'Day, govern-
ment relations officer at the Alli-

ance of American Insurers.

Key provisions in the bill, spon-
sored by Sen. Don Nickles, R-Okla.,
include limiting maximum future
benefit increases to 5% a year, li-
miting jurisdiction of the act to
workers engaged in maritime acti-
vities and eliminating death bene-
fits to survivors of injured workers
who die from causes unrelated to a

MORE
FOR
LESS

job injury (BI, Sept. 6).
On the benefits front, legislation

that would have raised the annual

premium that employers with pen-
sion plans must pay to the Pension
Benefit Guaranty Corp. to $6 per
participant from $2.60 was not
passed by committees in either
house.

The fate of the premium hike is
linked to complex legislation that
would make it more difficult for

employers to dump underfunded
pension plans on the PBGC. So far,
Congress has not acted on that.

Other benefit legislation, includ-
ing bills that would require em-
ployers to offer workers a choice of
health insurance plans and that
would amend the controversial

Multiemployer Pension Plan
Amendments Act of 1980, were not
passed before Congress adjourned. i
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Kaiser wins case against IRS The other decision, Wien Consol- the dollar amount of the initial re- Mr Struck, who was manager
idated Airlines Inc in 1976, in- serve, a record of payments and ad- for self-insurance plans for the
volved only death benefits Justments to the reserve state of California from 1964 to

Continued from page l determine if a taxpayer can deduct Since that time, tax experts have In 1964, there were about 1,492 1977 and in that position audited
Oct 1 order to appeal the decision these expenses that are not paid in extensively debated the degree of accidents among 10,000 workers re- Kaiser's reserves, said in an inter-
to the 9th U S Circuit Court of Ap- the tax year proof that would be required to sat- quiring that case reserves be estab- view last week that "Kaiser did an
peals, which has decided similar The all-events test as applied by isfy the test of reasonable accuracy lished, and at year-end there were outstanding Job" in setting and
cases in favor of the taxpayer the IRS seeks to determine The IRS issued a ruling in 1980 that 314 cases that were still open maintaining accurate reserves

Judge Ingram's decision that whether all of the events that de- it would not follow the two deci- Kaiser's accounting department "The government tried to prove
Kaiser was entitled to a tax deduc- termine the fact of liability oc- sions and has challenged deduc- determined the tax deduction for that lt was sheer blind luck (that
tion for the reserves it established curred during the period in ques- tions for self-insured reserves .workers compensation expenses by Kaiser's reserves were close in the
to pay workers compensation tion and whether the amount of Many taxpayers have relented, adding together the cash payments aggregate) We said, 'No, it was ac-
claims applies only to the 1964 tax that liability was determined with tax attorneys say made in 1964 to injured employees tuarily sound "'
year As a result, the IRS must re- reasonable accuracy In arguing its case in Kaiser, the and the aggregate reserves for fu- Mr Struck, who lS now the ad-
fund the taxes, plus interest, Kaiser Two previous rulings on cases in- government said that because the ture payments reported by its in- ministrator of Shell 011's self-insur-
finally paid in 1973 in the dispute volving tax deductions for self-in- fact of injury and hability in Cres- surance department ance program, called Judge In-
The total is estimated at $500,000 sured workers compensation re- cent Wharf was determined on a The four-person workers com- gram's decision "proper "

Still open to dispute between serves failed to resolve these issues case-by-case basis, tax law princi- pensation unit within the insurance "There is no reason for the gross
Kaiser and the IRS are all the tax Judge Ingram's decision is the se- ples and the duty of consistency si- departmen t administered the discrimination against self-insurers
years since 1964 during which Kai- quel to the most famous of the two milarly require that the accuracy of claims under the direction of Mr when they allow insurers to do K
ser continued to take similar de- previous decisions, the 1975 decl- the amount of liability also be de- Geye, who is now retired (deduct reserves) every day, espe-
ductions, which amount to a poten- sion of the 9th Circuit in the Cres- termined on a case-by-case basis Judge Ingram notes that Mr cially in view of the fact you can
tial $15 million in back taxes Kai- cent Wharf & Warehouse case Judge Ingram disagreed Geye "was and iS qualified and ex- predict workers compensation
ser is prepared to go back into court In Crescent Wharf, the 9th Cir- While finding Kaiser was rea- perienced in light of his training losses with reasonable accuracy "
to defend those tax deductions, too, cult ruled that injury to an em- sonably accurate in setting reserves and work dating back to 1937 in the The Judge found, based on Mr
Mr Dawes said ployee establishes the fact of habil- on both an individual and aggre- field of workers compensation in- Struck's testimony, that "Kaiser

Judge Ingram's decision is the ity, but in sending the case back for gate basis, he also ruled that, "It 15 surance He is knowledgeable in Steel in 1964 could and did deter-
first time any court has ordered the a trial on tne second aspect of the not required that workers compen- the procedures and methods used mine its individual and aggregate
government to make a refund test, the ccurt said that the trial sation liabilities be accrued on a by physicians in evaluating and re- workers compensation liability
under these conditions court must determine if the amount case-by-case basis " porting on industrial injuries and is with reasonable accuracy "

More significantly, his opinion is of liability was determined with Kaiser assembled a battery of ex- skilled in the use of the various The judge also noted, to support
the first to address both aspects of reasonable accuracy perts to convince the Judge during schedules and tables provided by his finding, that Kaiser estimated
the so-called "all-events test" as ap- The case was never tried again the trial conducted in the summer the California Labor Code and ad- ltS aggregate liability with reason-
plied by the IRS to all reserves for because the IRS and Crescent of 1981 that it did determine its lia- ministrative regulations and publi- able accuracy even when excluding
workers compensation claims to Wharf settled the case bility with reasonable accuracy cations for the determination of all cases that were closed as of Dec

Witnesses included Robert A workers compensation benefits " 31, 1964, and 22 contested cases
Geye, the former administrator of Mr Geye received all reports Comparing the Dec 31, 1964, re-
workers compensation claims for from doctors after an employee was serve of $425,418 to the amount

BUSINESS INSURANCE
Kaiser, and Edward Struck, former injured He reviewed the so-called paid and to be paid, Kaiser Steel
director of self-insurance for the "doctor's first report," which in- will pay 117% of the liability re-
state of California who had audited cluded information on the nature ported on the 1964 tax form Simi-

SALES STRATEGY!
Kaiser's self-insurance program and extent of the injury, the diag- larly, comparing its reserve fronn

The government did not present nosis, the prognosis, whether the the date of injury of $664,915 to
any expert witnesses "We could employee had been placed off what it has and will pay, it had paid
not find any to testify because they work, the predicted period of dis- 111% of its liability, the Judge said
all have self-insurance clients Re- ability, if any, and the extent of The changes in the aggregate re-
gardless, the position was that an permanent disability, if any serve after 1964 over the ensuing
expert wasn't needed to determine Based on his evaluation of the re- 17-year period amounted to 15 06%
reasonable accuracy This was a port, his training and experience in Of the 314 cases that remained
legal issue," said Marc Levey, who reserving for claims, Mr Geye open at year-end 1964, Kaiser Steela

tried the case for the government would complete a "computation of contested liability in 22 cases Al-NOT t on special assignment after leaving reserve form," which addresses all though lt had claimed a deduction
THIS # THIS the Justice Department in January the relevant data in light of statu- for the $21,084 in reserves on these

t

ONE 10llmlle ONE
He now is an attorney with Kirk- tory specified benefits cases on its 1964 tax form, it did not
land & Ellis in Chicago The computation of reserve form claim the deduction at the trial

Instead, Mr Levey presented provided the method for determin- Both Mr Levey and Mr Dawes
charts that showed how much final ing three types of workers compen- were surprised by Judge Ingram's
claim payments differed from the sation benefits medical benefits, decision, Mr Dawes said
originally established reserves temporary disability benefits and Interestingly, Mr Levey noted

Mr Dawes, Kaiser's attorney, permanent disability benefits the government had selected this
called Mr Levey's methodology In computing the medical bene- case for trial "because we had goodE MARI(ETRAC

 NTERNAnONAL "self-created, self-serving and in- fit, for example, Mr Geye would facts to make the case and because
defensible," especially because it review the doctor's medical evalua- the case was further developed

Qeilil compared only Intitial estimates tion considering the nature and ex- than other cases in the audit stage
with final payments tent of the injury, the type of work There were other cases that were

Judge Ingram's 38-page opinion performed by the worker, the settled on various terms agreeable
If your strategy is getting the whole account and a hole m your shoe, details exactly how Kaiser estab- worker's age, any description of the to the taxpayers and the govern-
then you want Marketpac s Complete Guide to Business Insurance lished reserves for workers com- need for further treatment, the ment "
Programs The guide offers you comprehensive property/casualty pensation cases Since it began self- usual and customary fees for those The national office of the IRS
packages, group health/life, business life and tota, products for the insuring for disability and death future services and the experience and the Justice Department han-
owner/operated business benefits in 1964 and Judgment of Kaiser's personnel dled the case instead of the local
Don t waitt The hole in your shoe will keep you well-heeled Get the The company maintained a sepa- regarding the medical expenditures IRS attorneys, presumably because
Marketpac Guide! Marketpac International, 100 Presidential Blvd rate file for each injured employee, expected for treatment the IRS considered it a very impor-
Bala Cynwyd PA 19004 Attn MS-1 as required by the state laws gov- The same factors were consid- tant issue

erning self-insurers of workers ered in computing the amount in- The government may decide not
compensation The file included cluded m the temporary disability to appeal the Kaiser case, Mr

reserve, as were the factors of the Levey said The government could
expected duration of temporary let lt Slt as a decision limited to the

7-17 Iltf
9.-7 f

i C -Y» disability and the weekly tem- facts and circumstances unique to
porary disability benefit deter- Kaiser and not applicable to other

r--1 mined from the employee s wage taxpayers Or, the government

.-'
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and the statutory benefit formula could attempt to litigate another

Judge Ingram noted that in cal- case in a more favorable district
culating the duration of temporary and create a conflict of opinions
disability, Kaiser not only rehed on If the government does appeal

i the experience of the claims exam- the Kaiser case and loses, Mr
For Innovative iner and the opinion of the treating Levey suggested lt would seek a

Financial Treaty Underwriting, Loss Reserve and Stop Loss physician, but also on tables that Supreme Court review
provide the average length of dis- Whether there is an appeal in the

Reinsurance, Structured Settlement, Surplus Relief, Annuity Policies, ability for various conditions Kaiser case, Messrs Levey and
Catastrophe Reserving Policies and Belevedere Risk Plan Similar methods were used in Dawes agree there will be more lit-

(An alternate to the captive). calculating the reserve for perma- igation on this issue
1

nent disability benefits, using ap- "If you think the government lS
plicable schedules for rating per- going to give up because of the Kai-
manent disability and the statutory ser loss, you would be sadly mis-
formulas for computing benefits taken," Mr Levey said

Judge Ingram found that for Tax attorney James Cameron of
each type of benefit, "This process Baker & McKenzie in New* York,
enabled Kaiser Steel to determine who often speaks on this issue, ob-
the amount of its hability with rea- served, 44either they will appeal thisa sonable accuracy " Each case was judgment or seek to litigate other
placed on a master claims register cases in the area "
to schedule benefit payments and His advice "First, do a very good

BELVEDERE
periodic review of the file Job of reserving and take great

The government complained in care In spite of this decision, I'd
its brief that files were reviewed still try« to do it on a case-by-case

0 INSURANCE COMPANY LIMITED
only every six months, but Mr basis and an aggregate basis When

Bermudiana Arcade, Queen Street. Postal·Address: P.O. Box 1643 Hamilton 5, Bermuda. Dawes said they were reviewed I took reserves, I would clean out
Tel. 809-295-3656 Telex 3592 BELVE BA. quarterly or whenever new infor- contested cases and not claim

mation was submitted them"
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Supreme Court to review longshore ruling
Continued from page 1
wives.

• Whether a federal court erred

in ruling that a California-based
self-funded multiple employer
trust was not a benefit plan pro-
tected from state regulation by the
federal pension reform law.

• Whether Massachusetts has

the right to require insurers selling
group health insurance plans to
offer certain benefits.

• Whether thp District of Co-
lumbia has the right under its home
rule statute to pass its own workers
compensation law to replace the
Longshore Act, which had deter-
mined comp benefits in Washing-
ton.

The first longshore case involves
James Hilyer, an employee of Mor-
rison-Knudsen, a giant construe-
tion firm based in Boise, Idaho,
who died in an accident during
construction of Washington's sub-
way system in 1974.

The collective bargaining agree-
ment between Morrison-Knudsen
and Mr. Hilyer's labor union re-
quired the company to contribute
to three union trust funds that pro-
vided, among other things, pension
and health insurance benefits.

An administrative law judge said
that, under the Longshore Act, Mr.
Hilyer's widow was entitled to two-
thirds of his weekly salary at the
time of his death, or about $190.

However, Mrs. Hilyer and her at-
torney appealed the decision, argu-
ing that the employer's contribu-
tions to the trust funds, which
equalled 68 cents per hour, should
also be included in determining Mr.
Hilyer's weekly wage.

An appellate court in Washing-
ton agreed last December. Benefit
"contributions must be included as

part of the employee's average
weekly wage in computing the
compensation due under the
(Longshore) Act," the court said.

"It is clear that if the value re-

ceived by the employee is reason-
ably identifiable and calculable,
then it must be included in the av-
erage weekly wage of the em-
ployee," the court added.

If the value of employee benefits
were to be counted as wages, as the
appellate court ruled, the cost to
employers would be enormous.

Some experts estimate that the
average work comp claim could
rise 10% to 50%. A recent survey by
the U.S. Chamber of Commerce
showed that the value of benefits

equals 37.1% of payroll, or more
than $6,000 per employee.

While the case only applies to the
estimated 500,000 workers covered
under the federal Longshore Act,
the court's decision could set a
precedent that other courts might
follow in injuries covered under
state work comp programs.

In the pregnancy benefits case,
Newport News Shipbuilding sued
the Equal Employment Opportu-
nity Commission, which issued
guidelines implementing the 1978
pregnancy discrimination law. The
EEOC said if an employer's health
insurance plan covers the medical
expenses of female employees'
spouses, it must equally cover the
maternity expenses of male em-
ployees' wives.

In January, the 4th U.S. Circuit
Court of Appeals upheld the EEOC
guideline, a costly blow to employ-
ers that say the pregnancy act only
mandates equal benefits for preg-
nant employees and not to male
employees' wives, (BI, Feb. 1).

Nationwide, the cost of equaliz-
ing spouses' pregnancy benefits
could run into the tens of millions

of dollars for thousands of employ-
ers who do not provide equal preg-
nancy benefits in their dependent
health insurance plans.

Newport News Shipbuilding says
its annual health insurance costs

would rise by $700,000 if it were

forced -0 provide equal benefits to
pregnant wives of male employees.

In its largest group insurance
plan covering hourly employees,
Newport News Shipbuilding cur-
rently pays all reasonable and cus-
tomary expenses for spouses of fe-
male employees, but it places a $500
cap on pregnancy benefits for
wives cS male employees.

The MET case involves Insur-

ance & Prepaid Benefit Trust, a
self-funded multiple employer
trust ir Tustin, Calif., providing
comprenensive health care benefits
to 5,402 employers. The MET has
asked the high court to review fed-
eral covirt decisions that dismissed

IBT's contention that it was an
ERISA benefit plan.

U.S. District Court Judge Robert
Takasugi ruled last year that IBT
flunked a key test to determine if it

S

r

qualified as an ERISA benefit plan.
It could not prove it was controlled
by the employers involved in the
trust, instead of by its third-party
administrator (BI, Aug. 3, 1981).

A clause in the agreement be-
tween the trust and its administra-

tor gave the administrator the po-
tential to control the trust by allow-
ing the administrator to withhold
certain records.

However, Thomas Wilkie, the
president of Insurance Benefits
Inc., the administrator, said the of-
fending clause was removed in De-
cember 1979. Judge Takasugi's
analysis of the MET was based on
how it was structured on July 23,
1979, the date the Labor Depart-
ment issued an advisory opinion
saying that IBT was not a benefit
plan under ERISA.

Self-funded METs, which have

been collapsing in increasing
numbers, often seek court recogni-
tion that they are ERISA benefit
plans to protect them from state
regulation. State regulators want to
shut these METs down as unauth-
orized insurers.

In another ERISA-related case,
The Travelers Insurance Co. and

Metropolitan Life Insurance Co.
are challenging a decision this
spring by the Massachusetts Su-
preme Court upholding a state law
that requires insurers to offer cer-
tain benefits, like mental health
coverage, in group health insur-
ance plans they market in the state.

The insurers say ERISA bars
states from requiring that specific
benefits be offered in health insur-
ance plans. However, the Supreme
Court previously refused to con-
sider this issue.

. business
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The Bl Employee Benefits Communication Conference is a valuable in-
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and for you as a benefits professional. 
In today's economic climate, corporations are particularly sensitive to the
costs of benefits and are concerned about more efficient ways to com-
municate these to the employee population.

Better targeting of communication, clearer understanding and efficient
utilization of benefits can have a positive result on your company's bot-
tom-line.

This conference goes to the core of the problem faced by every benefits
professional... from large communication staffs to one-person opera-
tions, from outside suppliers to in-house preparation... cutting costs
without sacrificing the effectiveness of your communication efforts.

AGENDA

Sessions and speakers have been selected to help you meet this chal-
lenge. General sessions will focus on:

• Budgeting for Benefits
• Reading Employee Needs To Save Time & Money
• Getting Employees To Listen & Act
• Using Audio-Visuals
• Getting Employees To Share The Cost & Responsibility
• What Makes A Winning Communication Program

Concurrent sessions afford you the opportunity to zero in on specific
problems. You can attend all three of the smaller work groups dealing
with:

• Communicating On Your Own
• Personalizing Benefits
• Pre-Retirement Planning

On the property/casualty side,
the Greater Washington Labor
Council is challenging an appellate
court decision that upheld the Dis-
trict of Columbia's right to enact a
new workers compensation law.

In 1979, the Washington City
Council enacted a new work comp
law that provides substantially
lower benefits than the federal
Longshore Act, which had served
as Washington's workers compen-
sation law.

For example, the maximum
weekly benefit payable to an in-

mum longshore benefit is about
$524 a week.

right to enact the work comp law
under home rule powers granted

'.,1

One of the highlights of this conference in-
cludes the presentation of the 10th annual
EBC Awards. You will also have the

chance to view some of the communica-

tion programs submitted for this Competi-
tion that will be displayed in the EBC Gal-
tery. And the Benefits Literature Gallery
makes it possible for you to collect some of
the latest benefits industry information
available.

REGISTRATION

The cost is $475. A 10% discount is of-
fered to additional registrants from the
same company. The fee includes sessions,
workbook and educational materials, one
breakfast, lunches, coffee breaks, cocktail
reception and the EBC Awards dinner.
Payment required with registration.

Special hotel rates and discount airfares
will be made available to all registrants.

For program details, registration forms,
hotel and flight information write to:

The Communication Services

Department
BUSINESS INSURANCE

220 East 42nd Street, New York 10017

Call:

Ann Vazquez at 212/210-0137 or
Beth Levine at 210-0229
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Theater drops curtain on risks Asbestos ruling could be
Continued from page 3 Mr Somers notes that when such groups
tion are brought into the state, the Rep must defendants' breakthroughWhen touring in the southeast and comply with Alaska's "bunkhouse" law,
southwest parts of Alaska, Mr. Taber typi- which requires 24-hour-a-day coverage Continued from page 3 means to preserve tax revenues "cally trucks the property to the nearest and makes virtually all injuries compens- to asbestos whose specifications were man- The government contract defense can
port-of-call for the Alaska Marine High- able on the grounds that the employee dated by the government, he added apply even if the defendant sells the productway System of ferries wouldn't have been in the area at all if it

The decision iS based on one recently to private concerns after it was developed forThe Anchorage-to-Fairbanks run is a weren't for the demand of the Job handed down in litigation filed by veterans the government, Judge MeGovern addedpiece of cake in a truck or by rail A good Last year, the Rep paid about $46,493 for
seeking to hold manufacturers of Agent Or- "It seems logical to allow the defense irre-

road connects the cities, which are also its workers compensation coverage ange liable for injuries they allegedly suffered spective of the product's general application ifserved by the Alaskan railroad In all, the coverages for the mobile
from exposure to the herbicide during the the specifications are the type of design speci-

But, tours to the north and west of An- property, liability and workers compensa- Vietnam War (BI, May 3) fications coming within the ambit of the rulechorage are all done by air tion ate up about 2% of the Rep's total 1981
In those cases, a separate trial to determine and the four elements from Agent Orange are"We have no other choice but to fly in," budget of $3 2 million

tf the government contract defense is valid met," he said
Mr Taber says "The ports are all iced up, While the theater does not own any of will also be held Mr Rivkin is the lead coun- A trial to rule on the defense could speed upand there are no roads " the buildings in which it performs, it is sel for the defendants in that litigation, too asbestos litigation since a favorable decision

While Mr Taber tends to coverage for responsible for damage to such attach- Jeffrey Silberfeld, an attorney with Mr for defendants would absolve them of liabil-
the technical equipment and movement of ments as curtains and drapes, which it (its-

Rivkin's firm, added that Judge MeGovern's ity and halt the claims against them, he saidmaterials, Mark Somers, the Rep's manag- covered through trial and error Mr
decision is significant because it marks the Plaintiffs' attorney Charles Patrick of the

ing director, is in charge of insurance for Somers is also responsible for arranging first time a Judge has recognized the govern- firm of Blatt & Fales in Charleston, SC,people this insurance.
ment contract defense in asbestos litigation called the decision "unfortunate " "We're JustProvidence Washington Insurance Co The theater group operates out of a the- and because it sets up a procedure by which to going to have to deal with it " Mr Patrick

of Rhode Island underwrites the Rep's lia- ater in Anchorage, which is owned by :he conduct the defense added that the basis for the decision was
bility coverage The Rep carries $500,000 city, a theater in Juneau, which is owned

Mr Silberfeld acknowledged that if the de- wrong The government contract defensein first-dollar coverage, for which it pays by a private group, and a theater in Fair-
$2,305 fense does not succeed, it will delay resolution deals primarily where the government ordersbanks, which is owned by the University

of other 1SSUeS pending In asbestos litigation munitions in a war effort and companies areThe main liability concerns are "slips of Alaska
If successful, however, it will save an enor- required to conformand falls" and damage to property, Mr Mr Somers recalls that the Rep once
mous amount of judicial time and expense "Its not like this for asbestos," Mr Patrick

Somers says "Mainly, we don't want to get tore a curtain at the Anchorage facility
At the separate trial to establish the de- said "It's used commercially, not Just for thesued " "We assumed, incorrectly as it turned out, fense, defendants will have to prove four ele- purpose of warfare "This can be a dicey proposition, Taber that the curtain was covered The loss

ments laid down in Agent Orange litigation Rather than forcing companies to conform
adds "There are something like 1,200 slipped between the city's and our insur- for the government contract defense to apply to government specifications, the governmentpracticing lawyers in Anchorage, which ance policies We're patching that leak • The product was supplied to the govern- went to the Industry and asked what it had tohas a population of about 200,000, and they now by getting from the city an inventory

ment pursuant to a contract fill the particular need, Mr Patrick saidall seem to keep very busy This is a very of all such items (attachments the Rep • The government established the specifi- "I think the decision will not gain any typelitigious state " would be responsible for) which we'11 .n- cations for the product of acceptance," he added, noting it has beenProvidence Washington also provides clude in our theatrical floater policy " • The product met the government's speci- raised before and never been successful
workers compensation coverage for the All in all, Mr Darling of Alexander & fications in all material respects Mr Patrick also objected to the separateRep's employees-another wildly fluc- Alexander says the Rep has had good loss

• The defendant did not have and failed to trial to be held on the government specifica-tuating number experience Most losses are relatively
disclose information unknown to the govern- tions 1SSUe Such a trial will result in an un-The theater group has 24 full-time, minor and usually involve people receiv- ment about the hazards associated with the necessary delay and also subverts the balanceyear-round employees, but during touring ing slight injuries while building sets and
use of the product that might reasonably have between plaintiffs and defendants in the legalseason it is required to provide workers moving material, he says affected ltS decision to specify its use systerncompensation for as many as 300 people, The people at the Rep, on the other In his ruling, Judge MeGovern rejected the "If we (the plaintiffs) win, it wastes all themany of whom are not paid a salary hand, knock on wood "Nobody's hit the
plaintiffs' arguments that a government con- resources of having a separate trial on thisThis year's Rep-sponsored tour of New ice slick and gone over the edge yet, and
tract defense was only permissible in cases in- one issue," he said "It's trying the cases piece-York's All Children Theater illustrates the we haven't crashed into the side of that
volving the manufacture and supply of weap- mealkind of situation that can arise, according mountain at the end of the runway in Ko- ons or ordnance in a war effort The case was a consolidated suit brought onto Mr Somers None of the child actors is diak," says Mr Taber

"The crucial inquiry is whether the product behalf of three plaintiffs In addition to Pitts-paid a salary, so the workers compensation "That doesn't mean it won't happen In-
was supplied pursuant to, and in compliance burgh-Corning, other defendants in the suitpremium is based on the value of expenses surance is for when you need it, and the
with, mandatory government specifications," include Fibreboard Corp, Eagle-Picher In--food, travel and lodging-provided by rest of the time, you Just try to keep things Judge McGovern said "Furthermore, the war dustries Inc, Unarco Industries Inc ,JP Ste-the Rep covered and watch the expenses "
powers rationale is not the only basis for the vens & Co, Keene Corp, Celotex Corp, and
defense One court reasoned lt as being a Amatex Corp
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Liability questions Calls for packaging safeguards increasing
The Food and Drug Administration and a handful Packaging experts say it would be quite inexpen-

Continued frompage l -there is nothing like it," observes of state and local government officials are calling sive to glue the box shut or to place a seal across the

by the respective fathers of a hus- jerry Phillips, a professor of law at for stricter drug packaging standards to deter crimi- mouth of the bottle to give evidence of such tam-
band and wife who died, ask for $5 the University of Tennessee Col- nals from contaminating over-the-counter products pering Other options include taping the outside of
million in compensatory damages lege of Law, who believes that To develop a national and uniform packaging the box or enclosing the entire package in sealed

and $5 million for pain and suf- plaintiffs will not be able to prove standard, a Joint Committee on Product Security plastic
Johnson & Johnson lS liable has been formed by the Proprietary Assn in Wash- The joint committee will be under pressure to act

All three suits charge the Tylenol "When the product left Johnson ington,DC,a trade group of non-prescription quickly because a number of state and local govern-
makers with manufacturing a & Johnson, there was nothing drugmakers ments already have passed or are drafting laws to

product that was "unreasonably wrong with it," he observed "In Industry experts and FDA officials serving on the mandate seals on over-the-counter medications
dangerous" when lt left the plant order to prove strict liability, you committee will report their recommendations Oct The Cook County Board of Commissioners in
because poor packaging made it must find a defect in the product at 14 Chicago passed an ordinance last week requiring
susceptible to tampering the time it left somebody's hands " Most over-the-counter drug products currently that all non-prescription drug containers be sealed

"Under the legal doctrine of Of course, the plaintiffs are are packaged in a plastic bottle with a child-proof The ordinance will take effect in 90 days
strict liability it is not necessary to likely to argue that the product was cap The bottles are sold in a cardboard box with The Los Angeles County Board of Supervisors last
show that criminal tampering of packaged in such a way that it flaps that can be opened and closed without detec- week directed the county counsel to draft legislation
the Tylenol was foreseeable by could be tampered with, he added tion requiring that all drug products sold to the public be

Johnson & Johnson," explained "But a reasonable person could not This is the packaging format used by McNeil Con- in tamper-proof containers
Mr Ring have foreseen that would happen " sumer Products Co, a Johnson & Johnson subsidi- Similar legislation has been proposed by the Chi-

The plaintiffs would have to The criminal act will relieve John- ary, to sell the pain reliever Tylenol cago City Council, the Illinois General Assembly, Il-

show that Johnson & Johnson son & Johnson's liability, he pre- The recent deaths of seven Chicago-area resi- hnois Gov James R. Thompson and Illinois Attor-
knew, or should have known, that dicted dents, who swallowed cyanide-laced Tylenol cap- ney General Tyrone Fahner.
it was putting a dangerous product "My hunch is it will be easier to sules, has focused drug industry attention on better The drug industry is asking for legislative re-
into the stream of commerce to reach the retailer," said Professor packaging to make tampering detectable straint from local officials.

prove negligence, which is the sec- Phillips, based on the hypothesis of Investigators speculate that one or more people "The thing that would serve the consumer least is
ond count in the three suits This is investigators that Tylenol capsules bought or stole boxes of Extra-Strength Tylenol to have differing and potentially conflicting regula-
a tougher charge to sustain were contaminated after they capsules from Chicago-area stores, opened the cap- tions adopted at the local level, many of which may

Although most legal authorities reached store shelves sules, inserted the cyanide crystals and returned the not even be practicable," explained James D Cope,
queried by Business Insurance "Could a retailer have foreseen poisoned pain reliever to retailer shelves president of the Propietary Assn
agree that plaintiffs have a basis for that a maniac would tamper with a
suit against Johnson & Johnson, product? Probably a court would
most of them believe that such say no It's a crushing burden," he example, landlords and hotel Baby food manufacturers use drinking toxic home cleaning prod-
eases could hinge on the issue of said owners have been held liable for special lids on their products that ucts The courts generally held that
foreseeability Paul Rheingold, a New York at- inadequate security in cases where pop up to show that the bottle has manufacturers should have fore-

Would a jury rule that Tylenol torney who describes himself as a women have been raped in their been opened and the vacuum seal seen that their products were
makers could have foreseen the "doctrinaire plaintiff attorney," buildings has been broken harmful to children Today, such

possibility of criminal contamina- disagrees "The test is foreseeabi- "It is true that defendants are or- products are sold in containers with

tion of their products? lity," he argues "And nuts have dinarily shielded from liability Such examples will not help child-proof caps

"It is not a simple case for the tampered with products before arising from criminal acts, but that Johnson & Johnson deny foreseea- There are strong differences

plaintiff because a jury might de- The files of the FDA (Food and is probably too broad a generaliza- bility, experts agree Since other with the child-proof container
cide that there is no way to guard Drug Administration) are filled tion to apply in this case," says Jon manufacturers market their prod- analogy, however, since no manu-
against criminal acts," points out with examples of it Waltz, professor of law at North- ucts in tamper-resistant formats, facturer could be expected to pack-
Sheila Birnbaum, associate dean of "Notice comes to drugmakers in western University School of Law Johnson & Johnson could be held age a product in a tamper-proof
the New York University Law many ways," he points out The in Chicago to this standard container Packaging experts say
School FDA publishes a newsletter that He says plaintiffs will have a The court may balance the bur- there is no way to absolutely assure

Johnson & Johnson's liability alerts manufacturers to such cause of action in negligence suits den of taking such extra steps to the safety of a product against the
could be cut off under the legal events Common sense should sug- against Johnson & Johnson on the use a tamper-resistant package-at acts of a maniac
doctrine of superseding cause, she gest to a prudent manufacturer that basis of unsafe design of product a cost of perhaps as little as 1 cent Johnson & Johnson confirmed it

added A superseding cause, like products can be tampered with and failure to seal the outer con- per box-against the harm of not has product liability insurance, but
criminal contamination, could be so after reading about eyedrop con- tainer to prevent a "diabolical doing so, reasons Elliott Kroll, a would not comment further Most
clearly responsible for the ultimate tamination in Los Angeles, he says phantom from introducing poison " New York attorney with many in- drug makers retain large amounts
injury that the defendant's negli- A criminal act will not let John- "Some cold remedies are encased surance company clients of risk, in the millions of dollars,

gence in designing a faulty package son & Johnson off the hook, he m tinfoil so that there is no way to He expects Tylenol plaintiffs to and buy at least $100 million of ex-
would not be a substantial factor contends The recent trend in the use a capsule without breaking the use precedents from the early 1970s cess insurance in the London mar-

"This is a case of first impression law is to extend responsibility For tinfoil shield," he notes in which young children died after ket .

Insurance coverage ated with some kind of acid, but it Another time the policy might be "How do you insure against the
apparently was only a rumor called into play would be in the loss of your good nameO" Mr John-

Deductibles for the product in- case of a consumer group or gov- son asked "How do you get people
tegrity coverage typically range ernment agency identifying a prod- to come back to buying your prod-

Continued from page 1 The policy, which includes pro- from $1 million to $3 million, with uct, or elements within a product, uct9 This sort of occurrence lS be-
• If a company's management tection for both contingent and di- upper limits on the policy varying as hazardous coming a risk of doing business the

decides to recall a product because rect risks, is the result of a 24-year between $100 million and $150 mil- In the case of the tobacco grow- way things are today and I really
they think something may be effort by Johnson & Higgins and hon ers, when the U S Surgeon Gen- don't know how you protect against
wrong with it, even though there lead underwriter American Inter- eral released the study that tied cig- it "
has been no adverse publicity or national Group Inc "It's difficult to estimate the arette smoking to cancer, product Fred Carter, director of risk

public harm, the cost of that recall It was originally designed for a cost of the (insurance) product, integrity coverage would have management of Palo Alto, Calif,-
would be covered client in the food industry and most since there lS really nothing to handled any loss of sales either to based Cooper Labs Inc, which

• I f another manu facturer's of the client base to this point has compare it to," said Mr Remington the tobacco growers or the cigarette manufactur eyedrops and other
product experiences adverse public been drawn from that group "There are fairly substantial pre- manufacturers due to that report ophthalmic products, indicated that
reaction that affects the sales of the "Obviously, the policy has wider miums, although the cost of the It also would have covered ad- in light of the Tylenol problem his
policyholder's product, the policy application beyond the food indus- product may come down a little as vertising and other costs those company is reviewing its packag-
would pay for any loss of sales the try This was Just the pilot field," the book of business grows On the companies might have incurred to ing
policyholder might experience Mr Remington said other hand, the current soft market repromote their products following "We have long been concerned

"In Tylenol's case, they're proba- "It's very, very new and we're may be delivering some pretty eco- the study about this kind of thing and we
bly going to have a massive cost in- crawling before we walk," he nomical premiums " have just begun to look at our pack-

curred to rehabilitate the product added "As soon as the form of cov- One of the sticky points to the Although the coverage has aging and see where it can be im-
with advertising and promotion," erage has received some acceptance coverage is establishing the cause been on the market less than a proved," Mr Carter said "It would
said William C Remington, presi- on the part of the buyers, then we of any earnings loss year, there has been "fairly vigor- appear, though, that if somebody
dent of Johnson & Higgins of Ten- would go to other fields, and phar- "The insured (policyholder) has ous interest," according to Mr Re- really wants to tamper with a prod-
nessee "They may even have to maceuticals is a perfect one-ac- to show to the satisfaction of the mington uct, they will

discontinue the name Tylenol, and tually anyone who is making con- underwriter enough cause or At least one company that manu- "However, I think the container

that would be another massive sumables " enough evidence to make the un- factures both pharmaceutical and could be designed to give the ulti-
cost " Although some of these cover- derwriter conclude that indeed the other consumer products has mate user an indication that it has

In a situation like the current ages, like product recall, are avail- drop in sales can be attributed to looked at the coverage been tampered with "
Tylenol scare, product integrity able from a number of brokers, that incident," he explained "I know we've considered lt and As the Federal Food and Drug

would cover the cost of recalling most tend to be triggered by a spe- Sales figures are typically used as not purchased it," said the risk Administration and local govern-
the contaminated batches of the cific incident that results in bodily evidence in these situations For in- manager for the major concern ments around the country consider
drug, the costs of any interruption injury or harm This policy, on the stance, a company might have a However, he indicated the com- stiffer packaging requirements (see
in business, as well as costs the other hand, responds even if bodily sudden drop in sales occurring im- pany might look more closely at the story, page 77), the investigations
company might face to rename, re- injury doesn't occur mediately after some adverse pub- coverage in the future into the deaths continue

market or even kill the product
.In the Visine case for example, licity However, anything that

.The possibility exists for that Last week, an Oroville, Calif,

and resurrect a new one there were claims that someone's shows growing public displeasure sort of occurrence (Tylenol) for any man reported he went into convul-
"Rely (tampons) is another ex- eyes were severely burned That with a product could be used as evi- company and you just have to eva- sions after taking two Extra-

ample," he said "It (the insurance) got headlines all over the place, dence lute the chance of that happening," Strength Tylenol tablets contamin-
would have covered Rely's losses then it turns out that there was "We are dealing with very so- he said ated with strychnine He was

tied to recall and rehabilitation nothing wrong with the Visine," phisticated people who buy the Wayne Johnson, benefits-insur- treated and released from an area
And if the other tampon manufac- Mr Remington said "There was coverage, large companies and ty- ance manager for Virginia-based hospital
turers had had this policy, their loss nothing wrong with the product, pically a major incident where they C B Fleet, which manufactures a Investigators do not believe the

of sales could have been recovered, but the damage lS done It lS that can prove it," he said "There is a number of health and beauty aides, 27-year-old California man was
too " kind of thing, that sort of wild big deductible and they're not said that the Tylenol situation cer- poisoned by the same person or

In 1980, Procter & Gamble's rumor, that the policy responds to " going to make a small claim that tainly focuses concern within the persons who planted cyanide in
extra-absorbent Rely and other Last week, it was reported that a would be hard to prove " industry that other consumer prod- Tylenol bottles in the Chicago area
brands of tampons were linked to bottle of Visine eye drops found on "We're talking about a dynamic ucts could face the same sort of and killed seven people, including
toxic shock syndrome the West Coast had been contamin- incident like Tylenol " tampering three from one family



T 1

78 / business insurance. October 11, 1982

Bogardus speaks on Howden by which it was underreserved "Hopefully, we will get out of done differently," he said
This indicates that A&A has reco- this with no loss or only a modest Although at least one A&A
vered about $30 million of the di- loss " shareholder has complained tha.

By LEN STRAZEWSKI several stops for funds allegedly di- verted funds already For example, A&A last week ac- the brokerage company had actec
verted by former executives of "Our highest priority right now quired 83% of the capital of Banque too hastily in seeking a merger

WHITE SULFUR SPRINGS, Alexander Howden Group is taking care of the syndicates' du Rhone et de la Tamise, a small with Howden after negotiations tc
W Va -Alexander & Alexander A&A charges in lawsuits filed names and shareholders," Mr Bo- Swiss bank allegedly controlled by combine with the Sedgwick GrouE
Services Inc will appoint a com- last month that aboiit $56 million in gardus told Business Insurance the five former Howden directors PLC collapsed, Mr Bogardus saic
mittee of "disinterested under- funds was diverted for personal use "The agents whom we will choose Failing the recovery of the full that Howden was a clear seconc
writing agents" of Lloyd's of Lon- by the former executives (BI, Sept will have been recommended by amount still outstanding, A&A may choice and a planned contingency
don to oversee the running of Syn- 27) The lawsuits seek return of ap- the Lloyd's Underwriters Assn also pursue other legal remedies, "Even as we continued discus-

dicates 126 and 127, according to proximately $25 milhon, said Mr and will function as an audit com- according to Mr Bogardus, includ- sions with Sedgwick, we knew that
Chairman John A Bogardus Bogardus, which represents the mittee to monitor syndicate busi- ing a suit against Howden's former we would return to Howden 11

Syndicates 126 and 127, formerly amount A&A has put into Sphere ness They will have no interest but auditors Sedgwick fell through It would

directed by suspended underwriter Drake Insurance PLC,a Howden the security of the names " A&A had relied on Howden's au- have been abnormal for us not to gc
Ian R Posgate, were the first of subsidiary, to cover the amount Howden announced last week dited public financial statement for through with the deal," he said

that it would merge the two syndi- pre-purchase financial data, Mr Mr Bogardus maintains that he
cates with others under its control Bogardus explained "In a tender- and other A&A executives had nc

U.S. courts get fewer product suits Syndicate 127 will be merged in offer situation, U is not normal to suspicions of financial problems at
January with Syndicate 868/35, ask for an audit before the merger Howden "We've had a successful

Continued from page 2 . and Syndicate 126 will be combined Howden is a public company, and it trading relationship with Howden
the dockets are not as Jammed, rather than a decline in litigation with Syndicate 947 is normal to assume that the pub- since the 19605 After Sedgwick

"The federal courts are clogged," points out product liability ex- Mr Bogardus, who was attending hcly audited figures are correct I Howden's facilities fit our plans
pert Victor Schwartz, a partner with Crowell & Moring, a Washing- the annual joint meeting of the Na- don't know what we could have perfectly," he said .

ton law firm ti(mal Assn of Casualty & Surety
In fact, even with this year's slight decrease, the number of prod- Executives and the National Assn Howden scandal involved $80 million

uct liability cases filed in federal courts has more than doubled in the of Casualty & Surety Agents, also
last four years The 8,944 cases filed in 1982 are a 1046% increase said that A&A's conduct through- Continued from page 3 A&A Services chairman John A.

over the 4,372 filed in 1978 out the inquiry was motivated by through three reinsurance com- Bogardus sas the lawsuit seeks $25
MaJor increases in the number of suits filed occurred in five states the desire to protect investors panies Southern International Re million (see related story)

Ohio, 474 cases m 1982, compared with 255 in 1981, an 85 9% increase, In July, for example, when A&A S A of Panama, Southern Reinsur- The auditors first discovered a

West Virginia, up 50% to 96 cases from 64, Connecticut, up 416% to discovered that Howden's subsidi- ance A G of Lichtenstein and New reinsurance contract between
229 cases from 166, Texas, up 39 5% to 1,039 cases from 745, and ary Sphere Drake Insurance PLC Southern Re of Panama Howden and one of the reinsurers.

Massachusetts, up 33 3% to 440 cases from 330 was underreserved and missing Part of this $55 million was also Southern International Re, as they
Experts blame a high number of asbestos or DES suits for the assets, the first response was to re- allegedly used by the former direc- were closing out the company's

major increases in those states cover those assets in the fastest pos- tors to buy the Banque du Rhone et first-quarter books in April, the
Ship workers, in particular, argue that exposure to asbestos has sible way, Mr Bogardus explained de la Tamise, a small bank m Gen- sources say At the same time, an-

given them cancer So, A&A attempted to bargain with eva, Switzerland other set of auditors from Deloitte,

DES, which stands for diethelstilbestrol, is a synthetic estrogen four of the former Howden execu- About $25 million of the missing Haskins & Sells who were conduct-
taken by millions of pregnant women in the 19505 and 19605 to pre- tives named in the lawsuit-Ken- $55 million was returned to How- ing a routine fair-value audit of
vent miscarriages Daughters of some of the women who took the neth V Grob, Alan J Page, Jack H den's underwriting subsidiaries Howden discovered another large
drug have developed cancer and are now suing the manufacturers Carpenter and Ronald C Comery over the years in claims payments reinsurance contract with South-
The federal Food and Drug Administration removed DES from the -in return for a promise of no under reinsurance agreements ern International Re

market in 1971 legal action Some of the remaining $30 mil- Both groups of auditors became
The number of product liability cases dropped in fiscal 1982 m 25 "It seemed like the proper course lion has been returned to Howden suspicious since they had never

states and the District of Columbia of action at the time," Mr Bogardus and A&A, the sources say, through heard of the reinsurer before
Major percentage decreases occurred in Hawaii, which recorded a said the recovery of cash still held by The auditors also turned up

67 1% decrease to 25 from 76, Kansas, a 54 5% decrease to 161 from When it was discovered that the the reinsurers and some of the ex- about $25 million in reinsurance
354, New Mexico, a 526% drop to 27 from 57, and the District of four executives misstated the value directors' personal assets A&A has liabilities never listed on Howden's
Columbia, down 478% to 166 from 318 of the requested assets, which in- also taken over most of the shares balance sheets during another audit

In Missouri, Montana and North Dakota the number of suits filed cluded Mr Grob's French villa and in the Swiss bank in July, the sources say These lia-
did not change m 1982 compared with 1981 Missouri had 156, Mon- pieces of artwork, A&A immedia- But an undisclosed amount of bilities, some of which Include
tana 42 and North Dakota 21 tely filed suit, Mr Bogardus said money has not yet been recovered, quota-share reinsurance treaties to

Among's the nation's seven leading industrial states, Michigan, Some of the assets have already the sources say, adding that A&A Southern International Re, were
Ohio, Pennsylvania and Texas experienced increases m the number been recovered, Mr Bogardus has gone to court to recover these separate from the $55 million in al-
of suits filed, while California, Illinois and New York showed de- added funds legedly misappropriated funds i
creases

Texas, with 1,039 cases, had the most product liability cases filed in
federal courts, a distinction it has held for three consecutive years

Pennsylvania was second with 654 cases m fiscal 1982, followed by Coinsurance provisions changed
Ohio and New York, with 474 each

Delaware had the fewest number of product liability suits It re- Continued from page 3 coverage allowed Seventy-eight medical plans that overlap basic
corded 11 suits, down from 18 in 1981 ployees share premium cost for in- percent have instituted this change health coverage generally incorpo-

dividual coverage and 18% say they Lifetime maximums for most major rate the same level of major medi-
may make employees share the cost medical plans, according to the sur- cal maximum as employers with
of dependent insurance vey, range from a low of $50,000 to comprehensive plans

Eight percent say they have in- an unlimited amount for both The next most popular compen-

insurance services guide creased the amount of employee major medical plans that overlap sating change, the survey shows, is
contributions more than the rise in basic health coverage and for com- adding a stop-loss feature to a plan
plan costs and 13% say they are prehensive health plans that in- that previously did not set a level
considering such a move clude major medical coverage above which expenses are reim-

Six percent have changed the bursed at 100% to eliminate any
CASUALTY ACTUARIES, INC. GYORY ASSOCIATES, INC. coinsurance ratio to make employ- For employers with compre- further out-of-the-pocket expense ,
Robert F Lowe FCAS MAAA FCA PROFESSIONAL RISK MANAGERS ees pay more of hospital bills and hensive health plans, the most pop- for employees Forty-three percent 

Loss Reserve and Rate Evaluations for In-
Risk Financing Insurance-Risk 8% have changed the ratio to make ular major medical lifetime maxi- have added stop-loss levels to their

surance Companies and Self-Insureds Consulting them pay more of other benefits mum level is $200,000 to $300,000 plans
Statutory letters of opinion on loss expense

Latent Disease Product
reserves Many health plans have an Thirty-four percent of the respond- Twenty-one percent have tried

Liability Management
12300 Olive Boulevard 80/20 coinsurance provision with ing companies said they provide to compensate employees for bene-
St Lows MO 63141 172 Franklin Avenue, Ridgewood

314-878-5002 N J 07450 (201) 445-8350 the plan paying 80% of the costs this level of coverage fit cutbacks by lowering the man-
and the employee 20% Almost Unlimited major medical cover- mum family deductible

JOE P MOSS President PHONE 615-329-2311 CHAPIN Associates three-quarters of the employers age is the second most popular level Other less popular compensating
TLX 786546 surveyed have no plans to change with 20% of the survey respondents changes include adding or expand-

compensation insurance
their coinsurance provisions in this category Seventeen percent ing dental coverage, 10%, inst tut-The Tennessee Company consultants to California buyers

ADJUSTERS AND SURVEYORS
Nine percent of the surveyed of the employers said they have ing a lower stop-loss level, 3%, and

Captive studies Dividends

TN AND ATLANTA, GA Associations Sell-ins studies empbyers have increased the point maxim ums ranging between improving emergency care for ac-
HOME OFFICE- 1720 WEST END BLDG Retro plans Xmod audits at which the health plan begins $500,000 to $1 million cident-related injuries, 2%

NASHVILLE, TN 37203 415/283 7850 paying 100% of all health care costs Thirteen percent of the employ- Under the category of "compen-
35 YEARS Box 1444, Lafayelle, CA 94549 Another 20% are considering in- ers offer plans with major medical sating changes," several companies

creasing this "stop-loss" point maximums of $1 million to $2 5 have insitituted coverages that

LOSS RESERVE • Fire Protection Engineering Sixty percent doubt they will use million, while 10% have lifetime clearly will help them contain
• Sprinkler System Design

CERTIFICATION this cost-containment technique maximums of $100,000 to $200,000• Underwriting Reports
costs, too

ilergir/ leqi,14110,1 • Fire and Security Alarm System Design To help them administer these Five percent have maximums in These new cost-containing cov-
Total I laim 11.rn/tremint & T/(hni,al Sentees s Building and Fire Code Consultation

John JOconnor it \ LL13 lI • OSHA-Sately Engineering
cost-containment measures, 9% of the $300,000 to $500,000 range and erages added by 63% of the com-

J. J. O'Connor & Co the surveyed companies have ap- 2% have maximums of $50,000 to panies that have instituted com-
Watch Hill Road Schi,me,

Watch Hill. Rl 02891
pointed a health care manager $100,000 pensating changes include hospice

SCHIRMER ENGINEERING CORPORATION
(401) 348 8386 24 hour service whose only responsibility is to Although their plans vary care, ambulatory surgery and sec-

101 lake Cook Road · Oeert,eld IL 60015 312 272 8340
monitor and administer the com- slightly, employers with major ond opinions

TIME INSURANCE CO ATWOOD & CO.
pany's medical plans Another 8%

MILWAUKEE WI 53201 (414) 271-3011 are considering appointing such a Governmental affairs director named
Consulting Actuaries

SELF-FUNDEDGROUP HEALTH PLANS nnanager
Claim Reviews

BENEFIT ADMINISTRATION ID CARDS While the TPF&C survey shows NEW YORK-The Risk and In- Prior to coming to RIMS, Mr
SUMMARY PLAN DESCRIPTIONS

Reinsurance and Reserve Analysis employers cutting back on some surance Management Society has a Harkavy was general counsel at
STOP-LOSS AND OTHER SERVICES for Captives and Self Insurers

benefits, it also found that 39% of new director of governmental af- Bonglovanni and Reagoso, a Phila-

TIME hi
5000 Ambrose Ave

the employers were making 44

Los Angeles, CA 90027
conn- fairs delphia law firm Mr Harkavy, 30,

42131 661-9260 pensating changes" to offset the Attorney Jon Harkavy, a former has a law degree from Temple Uni-
Men,be. AMEV /oug

sting of the benefit cutbacks chief legislative assistant to Rep versity School of Law
Among these 105 companies, the Raymond Lederer, D-Pa, joined Mr Harkavy replaces Reg Beane,

For advertising Information In the INSURANCE SERVICES GUIDE
Contact Emily Webb, 740 Rush Street, Chicago, Illinois 60611

most popular "compensating RIMS last month to monitor and who left RIMS to become vp-fed-

Telephone (312) 649-5340 change" by far lS to increase the lobby on legislative and regulatory eral affairs for the Independent In-
lifetime maximum major medical issues that affect RIMS members surance Agents of America
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 Recession has major effect
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1 on current rate predicament
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170-\ By LEONARD M. WILSON

165 Special to Business Insurance BI ticker
D ATE CUTTING in commercial insurance

160 E.r Ibhas been so severe and ltS duration so Insurance people, brokers and un- What would be the effect on capacity, and
prolonged that most insurers have been more derwriters alike, tend to be almost uniformly therefore pricing, if markets were writing

155 g=

4 concerned about the insurance cycle than the supply siders Capacity-or the supply of in- this additional business? While premium
ji state of the economy And why nof After all, surance-ls seen as the principal determinant rates might not necessarily be in an uptrend,

m . 0 €55 6 *,5 & & .24? insurance brokers have almost always fared of commercial lines pricing Too much capac- we doubt that the weakness in prices would488.* 4 4.6..4%, .
rather well during re- tty-an excess of supply-brings on competi- have gone as far as it has Not unlike indus-
cessions since World tive pricing Too little capacity-a reduction trial companies in this recession, insurance
War II in the supply of insurance-lifts prices markets are suffering from a deficiency in

Insurance is an es- The demand for commercial insurance is demand that is partially responsible for the
Insurance industry stocks dechned slightly dur- sential commodity for assumed to be stable and passive Fluctua- perceived excess capacity
Ing the week ending Oct. 5 as the Bus,ness /n- the corporate client A ME'4.14 tions in supply are seen as regulating the un- World insurance markets, primary and re-
surance stock index slipped 0.2 points to 189.5 company may try to cut  IkiLT" 1 derwriting cycle and underwriting profit- insurance, are burdened by a similar malaise
from 189.7. Twenty-two stocks were up, 34 de costs in almost all its ' ability While this one-sided view might have of insufficient demand stemming from a

clined and 12 were unchanged. The leading operations during a sufficed as a competent explanation for price worldwide recession Unlike other industries,
galnerswere SRI Corp.,12.9%; Amencan Bank- downturn, but most competition in other insurance cycles, it fails insurance companies find it difficult for a va-
ers Insurance Group, 9.1%; Kemper Corp., don't trim their insur- to take account of the impact on pricing from riety of reasons to reduce capacity in the face
5.5%; Equifax Inc., 4.2%; and Washington Na- ance programs, even in - 7E I the current deep and prolonged contraction of a slowdown in demand Consequently,
tional Corp., 3.9%. The largest declines were recessions Mr. Wilson in economic activity price cutting clears the market of excess ca-
reported by Penncorp Financial Inc., 9.1%; Industry figures bear Price cutting in commercial lines has, we pacity too slowly
Northwestern National Life Insurance Co., 4.3%; out this perception The growth of commer. believe, received powerful impetus from ad- Insurance brokers, then, far from being
Carolina Casualty Insurance Co., 3.6%; Tok,0 cial premiums continued virtually uninter- verse economic conditions in the United immune to the business cycle, have received
Marine & Fire Insurance Co., 3.6%; and Cont,- rupted through all of the post-war recession States and worldwide that have led to lower a double dose of trouble The contraction in
nental Corp., 2.4%. The 0.1% decrease in the 8/ years demand for commercial insurance economic activity, on the one hand, has re-
index was smaller than the decline posted by The current recession is different, though, Let's work through some brief calcula- duced brokerage volume and, on the other,
the Dow Jones 30 industrials. on several counts It is more severe as mea- tions In the United States, gross national contributed to the soft pricing that dimin-

sured by its effect upon basic industries product expressed in constant dollars has in- ishes commission realizations per unit of vol-
British Issues Using the 1979 peak in industrial production creased only slightly since 1979 Essentially, ume

as a benchmark, this recession has lasted the U S economy has stagnated for three Carrying this analysis forward, it is pOSSi-
1 Week

longer than other downturns since World years Had the economy grown at a normal ble to construct a rather favorable scenario5 Oct Price P/E DIv. Yield High-Low

Companies pence pence % pencepence War II Finally, it is worldwide in scope pace, perhaps 4% in constant dollars, the that might proceed as follows
Commt Union 124 111 1686 136 130-124 Brokers have felt the impact, as well GNP would be about $300 billion to $350 Interest rates continue to decline, and the
Eagle Star 300 109 21 43 7 0 317-300 Profit centers that depend upon such hard- billion higher than its current level economy embarks on a recovery An ex-
GenI Accident 298 109 2321 79 304-294 hit sectors as forest products or automobiles There is a consistent relationship between panding economy stimulates demand for
Gdn Royal Exch 330 83 2500 7 7 334-326 are hurting Cutbacks in employment, lower total commercial premiums and gross na- commercial insurance, while lower interest
Phoenix 276 106 2400 87 280-276 capital spending and large-scale inventory tional product Using the 1981 ratio of com- rates and mounting underwriting losses fi-
Royal 380 103 36-07 95 390-380

liquidation have exerted a more subtle but mercial premium volume to GNP, we esti- nally put irresistible pressure on the insurersSun Alliance 830 11 9 61 43 7 4 830-828

pervasive influence mate that the lack of economic growth has profitability The amount of brokerage m-

Brokers These direct effects on brokerage volume deprived the domestic insurance industry of creases and pricing firms Thus, commissions
CE Heath 340 93 1871 55 340-330 are painful but they have been oversha. roughly $5 billion in commercial premiums, a experience a two-fold lift
Hogg Robinson 110 85 857 78 110-102 dowed, in our view, by the implications that figure that exceeds the total premium vol- Can it happen? We think it is a plausible
JH Minet 143 130 543 38 143-135 recession has for commercial lines pricing ume of Chubb, Crum & Forster and The St outcome, though its timing is uncertain A
Sedg Grp 195 11 1 857 44 195-189 Paul Cos combined turnaround in the economy may be as impor-
Stenhouse HIdg 98 87 728 74 100- 98 Against total premiums in the United tant to the process of renewed brokerage
Stew Wrightson 238 85 1857 78 238-230 Leonard M Witson, a vp of L F Rothschud,

States, this may seem like a moderate short- growth as the level of combined ratios
Willis Faber 480 120 2143 45 467-472 Unterberg, Towbvn tn New York, special- fall But pricing of insurance, as with most While cash-flow underwriting prompted
Source Philip Olsen/Alan Clifton, Insurance Industry zzes zn insurance brokerage stocks He is a commodities, is disproportionately in- by high investment returns may have started

Specialists Kitcat & Aitken Stockbrokers,
London member of the New York Society of Secu- fluenced by changes in supply and demand at the downward pricing spiral, vigorous de-

nty Analysts the margin mand for commercial insurance may be the
needed catalyst for a firming in markets .

Bl Industry Stock Report Financial briefs
OCT. 5, 1982 9/22/82 THRU 10/5/82 S OCT. 5, 1982 9/29/82 THRU 10/5/82 Merger activity

Insurance Cos Price °o Chg PE S Div °0 Yld High Low Vol (COO) Price : Chg PE $ Div °0 Yld High Low Vol (000) Forty-one insurance industry mergers
---- -

were announced m the first half of 1982, an
Aetna Life & Cas Co NYSE 37.00 -0 7 59 252 68 37.75 36.75 630 3 United States Fld & Gty Co NYSE 38 75 -0.6 82 360 9.3 38.75 37.88 162.0 11% increase over the 37 announced in the
American Bankers Ins Group OTC 1050 91 78 048 46 10 88* 10.50 621 9 United Svcs Life Ins Co OTC 1488 -1.7 5.5 100 67 15.00 14.75 12.9 first six months of 1981, according to W TAmerican Gen Ins Co NYSE 40.88 -0 6 56 220 54 41.13 40.88 75 7 Uslife Corp NYSE 21.25 1.2 4.5 0.84 4 0 21.25 19.63 202.7
American Indty Finl Corp OTC 1550 2.5 115 1 12 7.2 15.50 15.13 7.2 Washington Natt Corp NYSE 19 88 3 9 9.6 1.08 5 4 19 88 18 00 59.3 Grimm & Co , a Chicago-based merger con-
American Intl Group Inc OTC 74 75 -20 11 4 048 0 6 76.25 74.75 505 6 Zenith Natl Ins Corp OTC 1500 -32 7.0 0.76 51 15.50 15.00 8.8 -

sultant
American Natl Ins Co OTC 1400 00 60 076 54 14.00 14.00 41 6 INSURANCE COMPANIES AVERAGE 74 48 In the 20 insurance acquisitions for which
American Sts Life Ins Co OTC 1625 -30 52 080 49 16.75 16.25 02

Aneco Reins Ltd OTC 275 00 00 000 00 2.75 2.75 1.0 payment information is available, eight were
Avemco Corp AMEX 11 75 22 74 054 46 11.75 11.63 4.9 cash deals, four were consummated with
Banks Iowa Inc OTC 3700 -26 70 148 40 37.50 37.00 22

stock alone and eight others were financed
Bitco Corp OTC 30.50 17 47 192 6.3 30.50 30.00 09 with a combination of cash and stock
Carolina Cas Ins Co OTC 675 -3.6 67 032 47 675 675 72 Agents/Brokers
Chubb Corp OTC 42 38 -1 5 68 292 6.9 42.88 42.38 689 2

Combined Intl Corp NYSE 22.25 0.0 64 200 90 22.25 21.50 180.1 Alexander & Alexander Svcs NYSE 21.13 00 77 194 92 22.25 21.13 570 2

Continental Corp NYSE 25.25 -2 4 76 260 10 3 25.88 24.88 229 1 Baldwin & Lyons Inc OTC 34.50 0 0 6.0 0.80 2 3 34.50 34.50 1.3 Marsh & McLennan
Corroon & Black Corp NYSE 22.75 1 7 11 2 1.80 7 9 22 75* 22.00 10 5

Crawford & Co OTC 14.25 -3 4 10 5 0.56 3.9 14.75 14.25 1.4 Crump E H Cos Inc OTC 9.88 1 3 18 3 0.40 4 1 9.88 9.75 63

Crown Life Ins Co OTC 75.00 0 0 4.9 3.10 4 1 75.00 75.00 1 5 Emett & Chandler Cos Inc Marsh & MeLennan Cos Inc has declared
OTC 8.50 3 0 12 7 0.00 0 0 8.50 8.38 34

Crum & Forster NYSE 48 75 18 94 176 36 48.75* 47 63 1,398 5 a quarterly dividend of 55 cents per share of
Employers Cas Co OTC 29.50 -0 8 13 1 1.20 4.1 29.50 29.50 1 5 Hall Frank B & Co Inc NYSE 25 50 -10 99 170 6.7 25.50 25.25

; common stock, payable Nov 10 to sharehold-Equifax Inc NYSE 18 75 4 2 10 6 1.30 6.9 19.00 17.63 41.8 Integrated Res Inc AMEX 18.63 -3 2 63 000 00 19 38* 18.50
James Fred S & Co Inc NYSE 23.50 -0 5 11 5 1.60 6 8 23.50 23.25 14 9 ers of record Oct 12

Excels,or Ins Co OTC 11.25 23 00 070 6.2 11.25 11.00 1.0 Marsh & Mclennan Cos Inc NYSE 36.63 -2.3 11 1 2.20 6 0 37.38 36 63 87.4
Farmers Group Inc OTC 35.25 -2.8 98 124 35 36.25 35.25 368 9 Penncorp Fincl Inc NYSE 11 25 -91 79 016 14 11 38 11.13 1,849 4 The company also reported that it has com-
Foremost Corp Amer OTC 29.50 0.0 88 112 38 29.50 29.25 33 9 pleted its previously announced purchase of
Great West Life Assurn Co OTC 185.00 -0 5 15 1 10.00 5.4 186.00 185.00 0 0 Poe & Assoc Inc OTC 9.00 0.0 10.2 0.80 8 9 9.00 9.00 01

Hanover Ins Co OTC 31.75 16 43 088 2.8 31.75 31.25 27.6 Reed Stenhouse Cos Ltd OTC 11.50 0.0 16 7 060 52 11 50 11.38 54 2 million shares of M&M stock on the open
Rollins Burd,ck Hunter Co OTC 1650 -15 118 132 8.0 16.75 16.25 63 market

Hartford Steam Boiler Insptn OTC 36.75 -0.7 7.3 2.80 7 6 37.00 36.75 6.3

Jefferson Natl Lite Ins Co OTC 3650 -14 10.2 076 2.1 36.50 36.00 39 AGENTS/BROKERS AVERAGE 9.2 53

Kemper Corp OTC 3125 55 56 180 58 31.25 29.25 116 4

Lincoln Natl Corp Ind NYSE 37.63 -2 0 65 300 8.0 38.38 37.13 60 6 Conglomerates/Holding Cos E.H. Crump
Mission Ins Group Inc NYSE 25.00 -2 0 58 080 32 25.75 25.00 35 3 American Express(Fireman's Fd) NYSE 48.63 -1.5 8.5 2.20 4 5 49.13 48.38 932 9

Anderson Clayton(Ranger/PanAm) NYSE 22 88 0.0 5.1 1 32 5.8 23.13 22.13 43.3 E H Crump Cos Inc has declared a quar-Nationwide Corp Oh,o OTC 25.00 -2 0 71 070 2.8 25.50 25.00 1 4 Armco Inc NYSE 15 00 26 59 1.20 8.0 15.25 14.75 311 7

Northwestern Natl Life Ins OTC 22 13 -4 3 4 8 1 50 6 8 23 00 22 13 32 7 City Investlng Co (Home Ins ) NYSE 21 50 -1 7 6.6 1.70 7.9 21.75 21 38 318 2 terly dividend of 10 cents per share, payable
Ohio Cas Corp OTC 3875 00 71 2.36 6 1 38.75 38.38 50.1 CNA Flnl Corp (CNA) N¥SE 15.38 25 64 000 00 15.38 14.63 70 4 Oct 13 to shareholders of record Oct 4Old Rep Intl Corp OTC 1863 -26 43 092 49 19.13 18.63 51 6

Preferred Risk Life Ins Co OTC 21.00 -0.6 59 092 44 21.00 21.00 6.3 Control Data (Comml. Credit) NYSE 27 38 -8.4 65 055 20 29.00 27 38 1,021.7
NYSE 49 50 -0.8 11 3 1.08 2 2 50 50* 49.00 222.2

Provident Life & Acc Ins Co OTC 43.00 1 2 6.1 2.44 57 43.00 42.50 33 5 6lUdC0rop NYSE 25.00 2.6 8 8 1.32 5 3 25.00 23.50 215.1 Lincoln National
Ryan Ins Group Inc OTC 33.75 0 0 13 6 0.16 0 5 33.75 33.75 0.0 Cigna Corp NYSE 39.13 2.6 55 230 5.9 39.13 37.50 598 7
St Paul Cos Inc OTC 4800 0 5 6.3 260 54 48.00 47.00 447 3 ITT (Hartford Group) NYSE 26 00 -1 4 59 268 10.3 26 25 25 50 1,252 1
Safeco Corp OTC 39.50 1 6 7.3 2.20 5 6 39.50 38.88 150.8 Lincoln National Corp has declared a
Sri Corp OTC 26.25 12 9 59 112 4.3 26 25* 23.25 109.0 Optimum Hldg Corp OTC 775 -3.1 6.2 000 00 775 7.75• 17 2 quarterly dividend of 75 cents per share of its

Sears Roebuck & Co (Allstate) NYSE 23.25 -2.1 10.9 1 36 5 8 23.25 22.38 1,793.2
Se,bels Bruce Group Inc OTC 24.13 1.0 142 080 33 24.13 23.50 57.6 Baldwin Utd Corp NYSE 30.75 -3.5 6.5 0.88 2.9 32.63 30.50 364.2 common stock, payable Nov 1 to sharehold-
Statesman Group Inc orc 6.00 -2 0 5.4 0.15 2 5 6.13 6.00 12 2 Teledyne Inc (Argonaut) NYSE 89.88 -1 4 5.1 0.00 0.0 90.13 89.75 937 4 ers of record Oct 8
Tok,0 Marine & Fire Ins Co OTC 74.50 -3.6 5.9 0.92 1.2 77.25 74.50* 0.6 Transamerica Corp (Occidental) NYSE 19 88 -3 0 6.0 1 50 7.5 20.25 19.88 290.3
Travelers Corp NYSE 22.25 -2.7 5.8 1.64 7 4 22.38 21.88 507.3 Lincoln National has also declared a quar-
United Fire & Cas Co OTC 32.75 0.0 8.6 088 2.7 32.75 32.75 0.4 CONGLOMERATES/HOLDING COS. AVERAGE 66 3.9 terly dividend of 75 cents per share of ltS $3

*Record high/low since Jan 1,1982 System design Altman information Svs¢em Cumulative Convertible Preferred Series A

stock, payable Dec 5 to shareholders of rec-
ord Nov 15 .



Breakoutofalimitedinsurancebox
with A&At full services for growing firms.

For small and medium-sized busi-

nesses to continue to grow and prosper re-
quires insurance and financial services that
evolve along with the company That calls
for across-the-board capability- and con-
cern. How Alexander & Alexander looks at
an expanding manufacturer of sophisticated
sonar signal processing systems will help
explain how we willlook at your business.
In this case, we look through the chief exec-
utive's eyes. Studying basic group insurance
plans. Developing executive benefits pro-
grams to attract top talent from prototype
planning through production. Looking to fu-
ture needs even as we meet immediate ones.

Total service capability
Only by working from a client's point of

view can we be sure a company gets the pro-
grams necessary for profits and expansion.

This insider's vantage point enables
us to start at ground level with a company
and add new, asset-protecting programs as
they are needed. Because we have an array
of specialized services, we can assume the
function of risk manager when the company
needs one. You'll never ourgrow A&A

Each industry has different needs.
For insurance, for risk management, for
human resource management, for financial
services. And each of our 120 offices here
and overseas has the facilities, expertise and
strength to fulfill the requirements of any
company, large or small, in any industry

We think a big reason A&A has be-
come one of the largest and most trusted
insurance brokers worldwide is that we

work the same way with every client. From
the client's point of view So your growth
will never get boxed in.

Alexander
8Nexander

From the client's point of view

4 .

Qualitv inspector tes:ing a system at D:acmostic/Retrievdl Systems, Inc.. in Oakland, New Jersey


