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Armco prescri bes Bellefonte's cure
By KATHRYN J. McINTYRE

MIDDLETOWN, Ohio-Bellefonte Financial Corp. here
is swallowing potent medicine to cure the financial and
management indigestion that hit after gobbling up more
third-party business than the captive-turned-insurer could
Stomach.

The parent company, Armco Inc., is administering the
antidote to cure Bellefonte's ailments manifested in before
tax underwriting losses of $27.5 million for 1978 against
annual net premiums of $262.5 million with the same results
expected this year.

Bellefonte's experience developing from a pure captive
into the U.S.'s 64th largest insurance company with 10 affil-
iated companies provides risk managers who hunger for
the chance to take a captive into the insurance business
with a classic lesson in the pitfalls.

Systems pro fessionals withtheauthority to veto business
ventures they consider beyond Bellefonte's capability are
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New product liability bill
dumps work comp proviso

By JERRY GEISEL

WASHINGTON-The Com-

merce Department has dropped its
highly controversial proposal that
br the first time would have linked
product liability suits to the
workers compensation system,
Business Insurance learned.

The proposal, contained in the
department's model product liabil-
ity bill (BI, Jan. 22), would have
dramatically altered the 60-year-
old workers compensation system
by allowing an injured worker to
collect full wages from his or her
einployer, rather than just the

workers compensation benefit.
and prohibiting him or her from su·
ing the product manufacturer.

That radical alteration of the

workers compensation system.
which would have applied to acci-
dents occurring more than 10 years
after the product that caused the
injury was first sold, has been
eliminated in the Commerce

Department's final model bill
scheduled to be officially released
later this month.

Under the new model bill, which
is designed for states contemplat-
ing revision of their tort systems.
injured workers still will be able to
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sue manufacturers, although a
product would be presumed non-
defective 10 years after it was first
used, making it tougher for a plain-
tiff to collect damages.

The revisions to the workers
compensation section are but one
in a series of changes in the final
model bill, which is significantly
different from the first draft. These
changes will be important since
some states, such as Wisconsin, are
expected to rely heavily on the fi-
nal model bill as they try to draft
their own product liability bills.

The elimination ofthe provision
allowing some workers to collect
the full loss ofwages from the em-
ployer settles a red-hot controversy
that had pitted insurers against a
small but vocal group ofemployer
organizations.

Insurers argued against any tam-
pering with the workers compen-
sation system, warning that in-
creasing the liability of employers
could create new exposures and
force big hikes in workers compen-
sation premiums.

But some employers, particu-
larly machine tool builders who
have been especially hard-hit by
product liability suits, contended
that employers' exposure should
be increased beyond the workers
compensation benefit to give com-
panies a greater incentive to main-
tain a safe work place.

In the end, the Commerce De-
partment sided with insurers be-
cause of the growing realization
that workers compensation
boards, which determine the
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Two firms cancel
brokers' contracts

for risk managing
By MARGARET LeROUX

SAN FRANCISCO-Two large
West Coast corporations are creat-
ing risk management departments.
replacing their brokers who han-
dled those responsibilities with
in-house risk managers.

Fairchild Camera & Instruments
Co. of Mountain View, Calif., is
hiring a risk manager after a four-
year hiatus during which its broker
Marsh & McLennan Inc. acted as
its risk manager.

Itel Corp. in San Francisco, the
financially troubled leasing and fi-
nancial services firm, recently
named Steve Hause director of risk

management, the first risk man-
ager in the 11-year-old company.
Itel's broker, Fred S. James & Co.,
had previously handled risk man-
agement.

Both companies will retain their
brokers for insurance placement.

.

6

At a time when Itel has laid off

500 workers and corporations
around the country are closely con-
trolling their payroll expenses in
fear of a heavy recession, these two
corporations have decided in-
house risk management depart-
ments are worth the investment af-

ter trying to go it without them.
Fairchild's decision was made af-

ter a review of its risk management
program by consultant George
Betterley o f George Betterley Con-
sulting Group in Boston. The con-
sultant recommended Fairchild
needs the more objective and inde-
pendent approach of an in-house
risk manager, said treasurer Ron
Alessio.

Robert M. Hinton, the M&M ac-
count executive who was acting as
risk manager at Fairchild, will con-
tinue to do so until the new risk

manager is hired. Mr. Hinton re-
Continued on page 66

Tax court forces

Caterpillar revie-
of its pension plan

By JOHN MAES

PEORIA, Ill.-Caterpillar
Tractor Co. may be forced to revise
its pension plan to provide benefits
for workers who retire with less

than 10 years of service or lose tax
deductions for pension costs.

The tax court recently ruled the
corporation's pension plan does
not qualify for favorable tax treat-
ment because it denies pension
benefits to employes who retire
with less than 10 years of service.
The 10-year cliff vesting require-
ment essentially precludes newly
hired employes from earning any
pension benefit

Attorneys for Caterpillar say the
company will either appeal the tax
courtruling or retroactively amend
the plan to allow benefits for
workers who reach retirement age
with less than full vesting. Either
must be done to avoid disqualifica-
tion, which would mean loss of tax
deductions for payments to the

plan and taxation of investment in-
come.

Jerome Kenney, senior attorney
for Caterpillar, said there has been
no decision on the appeal or
amendments but assured, "We
won't jeopardize the plan. We
won't lose the deductions and we
won't be taxed on the investment
income."

The tax court decision won't

force massive juggling of many
other pension programs, say bene-
fits consultants, because most
plans comply with the Internal
Revenue Service code and provide
some benefits for older workers

even under 10-year cliff vesting
permitted by ERISA. One consul-
tant described the Caterpillar situ-
ation as an "aberration."

The decision apparently wil]
only affect a small class ofworkers,
those who change jobs late in their
working lives and have been'at one
job for less than 10 years by the

Continued on page 66
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Frozen food institute vote s -tor your information--)
Transcon changing emphasis

to disband 1 -year-old captive to higher, more profitable risks
HAMILTON, Bermuda-Transcon Insurance Co here, the Ford

By JERRY GEISEL close, a reserve will be established caused underwriters to reassess Motor Co insurance subsidiary that expanded into third-party un-
to pay any outstanding claims their pricing strategy on liability derwriting, 18 changing its busmess focus

McLEAN, Va -The American "We will make sure that all msurance, Mr House suggested "Transcon Insurance will be directing its efforts to acquiring
Frozen Food Institute, alarge trade claims are fully covered and any "Underwriters were aware of participation in a wider selection o f risks by participating in larger
association here, is shutting down claim that arises during the cov- FIICO existence and that, coupled remsurance programs," said Dan Sobczynski, Transcon's presi-
its one-year-old Bermuda insur- ered period will be paid," Mr. with the soft market, seemed to dent and managing director "A corollary of this change in empha-
ance captive because of lagging House said. "In otherwords, we are make thmgs more competitive and sis will be a scaling back in writing smaller programs with lower
member interest not going to shut the door FIICO brought down the cost of hability premium volume "

The decision to terminate the will fulfill its obligations until insurance " he said Transcon is one of the 10 largest reinsurance underwriters here
captive, Food Industry Insurance there is no longer a need for it " Mr House warned that if pre- and its recent moves to switch business emphasis have been in-
Co Ltd, which was made at a Sept. miums begin to go out of sight, the terpreted by some to mean the company was pulling out of the
14 meeting of the executive board, FIICO offered policyholders $1 association would be willing to insurance business completely Others, however, suggest Trans-
marks the first confirmed case of a million of coverage on general lia- start a new captlie program "If con found profits too low in the lower layers of reinsurance and
trade association disbanding its m- bility risks, including product lia- necessary, we'd do it again, and we wants to focus on potentially more profitable business
surance captive bility An additional $5 million of would be a lot quicker this time,"

FIICO lS golng out of business excess umbrella liability coverage he said Tornado wrecks uninsured planesbecause "there wasn't enough of a also was available through FIICO While one food association cap-
groundswell of member interest to FIICO assumed the first $50,000 tivelsonits wayout, anothergroup WINDSOR LOCKS, Conn -Twenty-five World War II-vintage
warrant continuing it at this time," of risk on an occurrence basis for program, also proposed by a food military aircraft destroyed in a tornado that struck suddenly here
said Tom House, president of the the primary coverage Scor Re, a Industry, appears to be picking up earlier this month were uninsured, said a spokesman for the Insur-
frozen food institute "We were at Dallas-based remsurer, picked up steam ance Assn of Connecticut
break-even point, but our execu- the next $950,000 ofrisk, also on an The craft, the combined value o f which was unknown, were dis-
tive board and committee felt we occurrence basis The Grocery Manufacturers of played on state property at Bradley International Airport At least a
really shouldn't be putting the FIICO's origins date back several America says it is receiving excel- dozen private aircraft and 10 National Guard helicopters were da-
kind oftime and effort into the pro- years when frozen food processors lent cooperation from members m maged by the Oct 3 storm, which caused property damage esti-
gram unless there was greater in- were socked with huge product lia- a study to determine if an offshore mated at more than $200 million in the Windsor Locks area
terest on the part of our members bility insurance premium in- group- owned insurance company Insured losses, excluding aircraft coverage and properties m-
than had been demonstrated," he creases Premiums, in some cases, is feasible (BI, April 30) sured through the federal flood insurance program, were estimated
said increased 10 times, even though Data from a feasibility study con- to be $37 1 million, according to the American Insurance Assn

the loss experience of the industry ducted by broker Johnson & Hig- The Travelers Insurance Cos estimated ltS storm losses to be $2
When FIICO began operations had been excellent gms and the association is being ta- milion and Hartford Insurance Co said its losses were about $2.2

last year, association officials pre- Some frozen food companies bulated Ifthmg go as planned, the million Aetna Life & Casualty Co did not have an estimate The
dicted the trade association's complained their premiums were GMA-owned insurance program Aetna Insurance Co, a subsidiary of Connecticut General, esti-
captive's premium tlow would be being hiked to pay for insurers' could be in operation later next mates its losses at $1 5 million
between $400,000 and $500,000 in product liability losses m other in- year
the first year, attracting half ofthe dustries, a situation that wasn't The GMA insurance program
trade group's 120 members as poli- "quite right," FIICO vp Jerry Wal- would be expected to cover pri- EEOC allows higher benefit
cyholders (BI, Nov 13, 1978) lin said at the time mary casualty coverages, includ- WASHINGTON-In a mglor concession, the Equal Employment

Although Mr House declined to Ebasco Risk Management Con- ing general liability, workers com- Opportunity Commission has done an about-face and now says
release FIICO's premium volume sultants, hired to come up with al- pensation and automobile liability busmesses that provide extended pregnancy benefits to women
and policyholder statistics, It IS Wl- ternative insurance options, ana- The potential premium flow employes do not have to provide similar benefits for all other medi-
dely believed that its premium lyzed association members' claims from the GMA program has been cal conditions

flow and number of policyholders and Ebasco recommended a Ber- estimated at $80 million, which In a letter commendmg the EEOC for no longer requiring non-
fell far short of original expecta- muda captive would make it one of the largest pregnancy benefits be raised to the level of pregnancy benefits,
tions Although FIICO failed to attract group off-shore insurance pro- Sen Richard Schweiker (R-Pa ) said the new EEOC interpretation

A date has not been set for the support association leaders be- grams Members of the GMA In- allows (employers) a flexibility in fashioning health and disability
FIICO's closing, although the cap- heved was necessary to keep the clude some ofthe leading names in plans as long as the plans do not make irrational and arbitrary
tive is expected to remain m opera- program operating, the availability corporate America such as Bea- distinctions based on sex or pregnancy "
tion for some time to handle policy- ofFIICO insurance and thenew in- trice Foods, Kraft and Quaker
holders' claims After FIICO does surance market it offered may have Oats Insurance panel chief resigns
Illinois insurance exchange GARDEN CITY, N Y -State Sen John Dunne (R-Garden City),

a central figure m the legislative battles surrounding creation o fthe
New York Insurance Exchange and Free Trade Zone, has resigned
as chairman ofthe Senate Insurance Committee, citing a potential

draws little industry fanfare conflict of Interest

The possible conflict o finterest concerns his association with the
law firm Rivkin, Leff & Sherman, which helomed June 1 Several

By MARY ELLEN McKEE exchange would describe the risks members of the firm are specialists in defense litigation and "it is
New York brokers propose a rule and put them through the telex," probable that I will be involved, or firm members will be involved,

CHICAGO-Despite enabling on eligibility of risks for the New the acting director explained with insurance companies," Sen Dunne said
legislation and promises from the York exchange. See page 12. With this kind of set-up there iS
state insurance department to de- no reason why an underwriter
liver a blue chip interlm board and change are unveiled," boasted working for the exchange cannot UAW, Ford reach agreement
high speed computers to run an Phillip O'Connor, acting director work out of Marseilles, Ill, San DETROIT-The United Auto Workers and Ford Motor Co 's ten-
Illinois-based Lloyd's of London of the Illinois insurance depart- Francisco or even Denver, Colo, tative contract agreement for 197,000 workers closely resembles
type insurance exchange, the m- ment The specific proposals from Mr O'Connor said "What under- the UAW settlement with General Motors (BI, Oct 1) in improve-
surance industry here is still yawn- the insurance department will be writing talent we can't tap m the ments m health benefits, pension adlustments and wages, said a
ing released in two weeks, he said Midwest we'll easily tap else- UAW spokesman

Without the fanfare that accom- Already, Mr O'Connor said, his where "
panied the signing of the enabhng office lS seeing a surge in the num- But the ambitious planning go-
legislation for the New York Insur- ber of recommendations of people ing into the Illinois insurance ex- Swissair crash kills 14
ance Exchange, the Illinois ex- to be appointed to the interim change may be in vain if the insur- NEW YORK-A Swissair DC8 Jetliner valued at $10 million
change bill was signed by Gov board of the exchange ance industry does not come out in crashed and burst into flames after spinning off a runway at an
James R Thompson just three "We want to fit the free trade support of the measure soon, em Athens, Greece, airport killing 14 of 154 passengers
days shy ofthe 90-day limit he had zone and insurance exchange con- Contmued on page 73 The airline said it is fully insured for hull and liability losses m
to consider the legislation cept, as we know it, into the 19804" the Oct 7 crash through the Swiss markets and Lloyd's of London,

Mr O'Connor explained The Illi-
The governor did not issue a nols insurance exchange will def- errors & but refused to release details A small bottle of plutonium was

being carried m a passenger's suitcase but there was no fear of
statement at the signing of the bill initely depart from the geographi- harm to anyone at the crash scene
and many ofthe Midwest's brokers cal anchoring that has character- omissions A $2 million shipment of diamonds aboard the plane, which is
and insurance company execu- ized Lloyd's of London and now insured by Lloyd's o fLondon, is also being sought in the wreckage
tives contacted by Bustness Insur- the New York Insurance Ex- Another crash left seven passengers and a pilot dead when a
ance were unaware that the bill had change, he added • Southeastern Aviation (Call- commuter flight crashed Oct 8 shortly after takeoff from Greater
finally been signed "That's not a Instead, the Ilhnois insurance fornia) Inc iS owned by Alexander Cmcinnati Airport The plane, a twin-engine Piper Navglo owned
very reassurmg sign" about pros- exchange will rely heavily on high Howden Group Ltd The parent by Comair of Cincinnati, was valued at $250,000, said a spokesman
pects for the exchange, conceded speed computers "Hopefully, this company was incorrectly identi- for the airline Comair is insured for $5 millionof hullandliability
an executive of a malor brokerage willeliminate some ofthe concerns fied in a Sept 3 article through Southern Marine and Aviation Underwriters The cover-
firm here ofthe insurance mdustry about the age is brokered through Perkins & Geoghegan of Cmcinnati

But the cool reception the bill shortage of underwriting talent m • A story Oct 1 about the pros-
has received since its introduction the Midwest," said James Skelton, pects for formation of new syndi-
m the Ilhnols General Assembly in the assistant director of insurance cates in the New York Insuiance index
February has not dampened the recently appointed executive di- Exchange incorrectly said that the

Vol 13, No 21-Business Insur-excitement or squelched the plans rector of the interim board IRS ruling expected later this year Editorial opinions ........
.14brewing in the Illinois insurance relates to deductibility of funds set ance [ISSN 0007-6864] isAround the states......

....
26department "We're confident that As Mr. O'Connor envisions it, the aside for reserves The IRS ruling

Perspectives..............41 published every other Monday
we'll pick up the support we need exchange will have a couple of of- will determine whether the syndi- , at 740 Rush St , Chicago, IllBook reviews......

.......
. 44

for the start-up ofthe Illinois insur- fices, computer terminals, an ad- cates must operate as corporations 60611 Controlled circulation
Lon€lan line

..............
.50

ance exchange when the industry ministrative staff and an executive or as partnerships, a point that has , Benefit taxslants ..........51 postage paid at Brookfield, Wis,
hears about the rip-rearing interim director. "I conceive that risks significant impact on the potential Chicago, Ill, and New York.Dates for buyers . . . . . . .....
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Special project
When Security Pacific National Bank es-

tablished a new employe thrift plan Jan. 1,
1979, it needed a top-notch communications
vehicle to explain to 20,000 employes why
management had decided to make the
switch from a profit sharing plan to a thrift
plan, says David Chandler, vp of personnel.

"Employes perceived these changes (from
a profit sharing to a thrift plan) as diminishing
their benefits. We wanted to offset this fear,"
says Mr. Chandler, who points out as proof of
the effort's success that 72% of the bank's

employes signed up for the thrift plan. Mr.
Chandler's department showed the audiovi-
sual presentation portion of the package to
employes in more than 500 bank locations in
California within three weeks in late fall of
1978.

Audiovisual
First place audiovisual winner

Tony Stewart put a 22-minute
slide-tape presentation together
for Tenneco Inc. explaining the
entire benefit package to the
company's 30,000 salaried em-
ployes. Starting the project in
late 1978, Mr. Stewart had the

presentation ready 214 months
later.

The program uses a television
program format and is geared
toward orienting new employes
to the benefit programs, though
it has been shown to everybody
in the salaried ranks.

Tota 1 progra m
In American Can Co.'s prize-winning total

communications package were booklets, two
audiovisual presentations, a plastic record, a
binder, newsletters, manuals, a summary
plan description handbook, payroll stuffers,
hotlines for employes and training sessions
for 150 administrators.

Richard Wibbelsman, director of salaried

benefits, developed the theme for the com-
munications program in early 1977, came up
with a logo for the new flexible benefit plan
being instituted for 9,000 salaried employes
at American Can and phased in the various
communications over the next 18 months.

Advising on benefit communications were
15 people, including administrative staff, in-
surance company representatives, benefit
consultants and employe relations directors.

Best audiovisual presentations were prepared by (left) Ronald
Kleiman, consultant with Hewitt Associates, which assisted first

place winner Tenneco Inc.; A. Tony Stewart, manager of benefit plan-
ning for Tenneco; Mary Beth Moorad, media specialist with Levi
Strauss & Co., second place winner, for a slide-tape presentation on
HMOs; Marty Wiseman, accepting the third prize for Aerojet General
Corp., and Al Schlactmeyer of Hewitt Associates, consultant for

Aerojet General.

Accepting the awards for best total communications pro-
grams are (from left) Ron Kleiman, consultant with Hewitt
Associates, which assisted Tenneco Inc. with its third

prize entry; A. Tony Stewart of Tenneco; Gene Hill, bene-
fits communication coordinator at second place winner
Phillips Petroleum Co., and Richard Wibbelsman, direc-
tor of salaried benefits for first place award winner Ameri-
can Can Co.

13 la

Accepting awards for the best special projects are (from left) Don
Pellicano, manager of retirementcommunications for Benefacts Inc.,
consultant for third place winner Grumman Corp.; Dolores Stierle,
manager of benefits for Grumman; David Wineland, manager of com-
pensation and benefits for second place winner Armco Inc.; Richard
T. Whitman, director of special communication for consultant
Kwasha Lipton, which assisted Armco; Linda Trainor, consultant
with William M. Mercer, which assisted first prize winner Security
Pacific National Bank, and David Chandler, vp at Security Pacific.

Awards were presented in the booklet communications
category to (left) Al Schlactmeyer of Hewitt Associates,
consultant for second place winner Guy F. Atkinson Co.;
Philip Freud, consultant with Towers Perrin Forster &
Crosby, assisting third place winner Supermarkets Gen-
eral Corp.; Maureen McGurl, vp of personnel for Super-
markets General; Edward Christie, consultant with Hewitt
Associates, assisting first place winner Clark Equipment
Co., whose director of personnel planning, Robert
Thompson, is on the right.

Booklets

Clark Equipment Co.'s winning entry in the benefit booklet cate-
gory was part of a total program aimed at reassuring salaried em-
ployes their needs were important and being considered by man-
agement, said Robert Thompson, director of personnel planning.

The booklet was the final reinforcing step, coming six months after
holding a series of small group meetings with Clark's 6,000 to 7,000
salaried workers to explain some annual benefit changes.

"We wanted to produce a high-quality booklet that was a total
revision of the old booklet. Cost wasn't a prime consideration, espe-
cially considering that we estimate we spend at least $3,000 a year
per salaried employe on benefits," Mr. Thompson said.

Awards for the best personalized correspondence com-
munications went to (left) John Ritz, vp of Benefacts Inc.,
consultant for second place winner Alexander & Alexan-
der; Elayne Lewis, benefits analyst for Eaton Corp., third
place winner; Mary Peterhans, benefits administrator for
Harris Bankcorp, first place winner, and Ralph Jacqmin,
consultant with A.S. Hansen, which assisted Harris
Bankcorp.

American Can packs honors in Bl contest
NEW ORLEANS-American Can Co.,

Clark Equipment Co., Harris Bankeorp Inc.,
Tenneco Inc. and Security Pacific National

Bank took top honors in the 1979 Business
Insurance Employe Benefit Communica-
tions Competition.

Representatives of these companies, other
winners in each of five categories and their
benefit consultants received awards at a lun-

cheon during the 33rd annual fall confer-
ence of the Council on Employe Benefits
here Oct. 4, before an audience of 300 lead-
ing benefit experts.

The Council on Employe Benefits,
founded in 1946, consists of 171 of the
nation's leading companies which have a
common interest in the field of employe
benefit planning.

American Can Co. of Greenwich, Conn.,
submitted what was judged to be the best
total communications package of the 18 pro-
grams submitted in the category. Phillips
Petroleum Co. of Bartlesville, Okla., was the
second place winner and Tenneco Inc. of
Houston captured third place honors. He-
witt Associates was the consultant for Ten-

neco.

From among 37 booklets submitted, the
15 judges of the competition selected book-
lets prepared by Clark Equipment Co. of
Buchanan, Mich., as best, Hewitt Associates
was the consultant. Second place winner
was Guy F. Atkinson Co. of San Francisco,

also assisted by Hewitt Associates. Super-
markets General Corp. of Woodbridge, N.J.,
snagged third prize, assisted by consultants
at Towers, Perrin, Forster & Crosby.

Twenty-three companies submitted per-
sonalized correspondence communications.
First place went to Harris Bankeorp Inc. of
Chicago, assisted by c-onsultants at A.S.
Hansen. Alexander & Alexander o f Towson,
Md., took second prize, assisted by consul-
tants at Benefacts Inc., a division of A&A.
Third place winner was Eaton Corp. of
Cleveland.

Tenneco Inc. of Houston aced out 19 other

entrants in the audiovisual communications

category to take first place, assisted by He-
witt Associates. Second prize for audiovi-
suals was awarded to Levi Strauss & Co. of

San Francisco, whose project was done in-
house. Aerojet General Corp. of El Monte,

Calif., won third prize for audiovisuals, as-
sisted by consultants at Hewitt Associates.

Fourteen companies submitted special
communications projects prepared using
multimedia to accomplish special objec-
tives, with judges choosing Security Pacific
NationalBank of Los Angeles as the winner,
for an audiovisual program with accon-
panying materials. Consultantd at William
M. Mercer Ltd. worked on the project.

Second prize for special projects went to
Armco Inc. of Middletown, Ohio. Consul-
tants at Kwasha Lipton assisted Armco in
preparing a package o f communications us-
ing an audiovisual presentation, a record
and posters. A cassette and workbook pro-
gram prepared by Grumman Corp. of Beth-
page, N.Y., and assisted by Benefacts Inc.
took third place.

In this year's competition, 113 programs
were submitted for judging by 87 different
companies. Twenty-one benefit consulting
firms participated in projects submitted.

Judges for the 1979 Business Insurance

Benefit. Communications Award Competi-
tion included Donald Young, senior director
of personnel and compensation at Trans

World Airlines; John Daugherty, director of
benefit planning at Squibb Corp.; Beverly
Braun, corporate communications at Reli-

ance Insurance Cos.; Sal Spagnola, associ-
ate director of compensation at Thomas J.
Lipton; Andrew Bandstra, managerofbene-
fits administration at St. Regis Paper Co.,
and John Lamantia, director of benefits at
Amerace Corp. in New York City.

Also, Barbara Ruane, administrator of
benefit plans and personnel policies at Ex-
xon Research & Engineering Co.; Kenneth

Babo, director of executive and employe
benefits at CBS Inc.; Joan Burns, advertis-
ing manager at General Reinsurance Co.;
Patrice English, manager of communica-
tions at Heublein Inc.; Eileen Monaghan, ad-
ministrator o f compensation and benefits at
Crompton & Knowles.

And Sidney Bernstein, chairman of the
executive committee at Crain Communica-

tions Inc.; Richard Harvey, director of em-
ploye benefits at Pfizer Inc.; Heinz Weiser,
manager of benefits for Nabisco and Hal
Hudson, manager of welfare planning for
Revlon Inc.
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Indexed pensions will spread in '8Os:
By SUSAN ALT

NEW ORLEANS-Automatic in-
creases in retirement benefits by
linking payouts to the Consumer
Price Index will become universal

in the 1980s, predicts Harrison
Givens, vpofEquitableLife Assur-
ance Society, citing his own
company's experience as proof au-
tomatic pension escalators can
work.

But Theresa B. Stuchiner, part-
ner with Kwasha Lipton and a pen-

sion benefit consultant, argues au-
tomatic pension escalators are fi-
nancially unwise. She cautions em-
ployers to avoid adding these pro-
visions, despite the widespread
and growing acceptance of ad hoc
improvements in pension pay-
ments to retirees.

With proper attention to the in-

vestment of assets, indexed pen-
sion needn't bankrupt an employer
trying to pay for these added liabi-
lities, Mr. Givens contended here
at the 33rd fall conference of the

Council on Employe Benefits.

Advocating that companies in-
dex pensions to offset increases in
the cost of living for retirees, Mr.
Givens wove his way through an
elaborate set of examples and cal-
culations to cor.vince his audience

that indexing isr-'t as unaffordable as
some employers and consultants
believe.

Equitable, he noted, has had in-
dexed pensions linked to rises in
CPI smce 1969, without any devas-
tating financial consequences.

"We've come out and officially

said we don't think any employer
should put an automatic escalator

in its pension plan." Ms. Sru-
chiner countered. Companies are

increasingly granting periodic gra-
tis improvements in pensions to
offset the ravages of inflation on
fixed incomes, she noted.

The UAW settlement with Gen-

eral Motors, she commented, calls
for eight ad hoc pension increases
over the life of the three-year con-
tract. "The interesting new twist is
that part of the coss ofthese adfust-
ments is coming out oilhe (wage
and salary) cost-of.living adjust-
ment applied to ac:iv€ workers."
It's an acknowledgement by lator
and management that new benefits
for retirees must be paid for by ac-
tive workers, she said.

Very few companies now have
automatic pension escalator provi-
sions. Those that do generally pu' a
cap on the maximum amount of in-

crease that 2an be applied. with the
cap "usually far below the cost-of-
living increase," Ms. Stuchiner
said. The highest ceiling she knows

of in any company with an auto-
matic pens:on escalator is 10% and
that plan belongs to a non-profit in-
stitution.

Typically, the cap on the auto-
matic escalator limits the improve-
ment to 3%, she said. "I know of

fewer than a half-dozen ec mpanies
with automatic pension escalators
that don't have any cap at all," al-
lowing benefits to rise periodically
by the full amount of the CPI, she
told Business Insurance.

Those companies making ad hoc
improvements in pensions for re-

tirees seldom go up the full amount
o f the CPI, she said. The increase is

commonly one-half to two-thirds

ClaimFactsTM is an advanced on-line health claims administration sys-
tem for use by employers and other organizations with
self-funded or underwritten plans.

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

ClaimFactsTM can be installed at your office for use by your staff using
your hardware or ours, or can be administered from our
offices. It is available on a service, lease or purchase
basis.

ClaimFactsTM

a

joins IMPLEFACTS, the deferred recordkeeping spe-
cialists, as a member of the Thomas National Group.
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VP
of the mcrease in the CPI over a

given period.
"I believe most employers today

aren't ready for automatic esca-
lators in pension benefits. I don't
think they'll be added, unless they
are mandated by Congress, and I
certainly hope they will not be re-
quired," Mr. Stuchiner said.

Ad hoc pension benefit increases
to offset inflation aren't being
given at all by employers paying
lump sum pension benefits to re-
tirees, Ms. Stuchiner said. Once the
employer pays a lump sum to a reti-
ree, the obligation to incur any fur-
ther liabilities is ended, she noted,
and employers who've paid lump
sums are refusing to make any im-
provements in pensions in these
situations. .

Firms raise

pensions,
study says

NEW ORLEANS-Four out of

five corporations increased pen-
sion benefits to some or all retirees

at least once in the last five years to
offset inflation's effects, up from
three out of four in the five years
before 1975, a survey by Bankers
Trust Co. of New York reveals. .

"Since the publication of the
1975 study, inflation has continued
to increase and accelerate. As a re-

sult, an ever-greater concern over
the adequacy of retirement in-
comes has developed among the
public and within corporate and
governmental communities," said
William J. Mischo of Bankers
Trust.

This is one of the preliminary
findings released by Bankers Trust
after studying 103 questionnaires
received as part of its major study

of corporate pension plans, due to
be completed and released in
mid-1980.

Preliminary findings of the study
also disclosed that:

• 29% of companies extending
increases have done so more than

once, with seven companies hav-
ing extended three or more in-
creases.

• 71% of the companies making
ad hoc improvements extended an
increase equal to a fixed percent of
current payable pension benefits.
• Another method of extending

increases to retirees, more com-

monly used by firms associated
with major unions, has been to ex-
tend a flat dollar increase (16% of
the companies making improve-
ments).

• Only two companies tied im-
provements to increases in the
Consumer Price Index, one doing
this on an ad hoc basis only once
and the other using an automatic
annual escalator providing for a
maximum yearly rise of 3%.
• Six companies amended their

benefit formula for active em-

ployes, increasing the minimum
dollar formula, and then extended
the improvements to retirees.
• 90% of the companies making

pension improvements financed
the increases as ifthey were simply
added actuarial liabilities, paying
the higher benefits by check from
the pension fund.
• Eight companies considered

the cost of improvements out-of-
pocket expenses to be paid out of
the companies' own accounts or
from the pension fund which was
later reimbursed.

Of the companies improving
pensions by a percent of the cur-
rent pension, most did so by apply-
ing a stated percent (1% to 9% with
3% the average) to the number of
years of retirement. I
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Dental plan next
Mobil Oil Corp. is likely to take a soft line on dental

benefits and a hard line on pension escalators the next time
it negotiates contracts with the Oil, Chemical & Atomic
Workers union, indicated Robert B. Peters, manager of
compensation and benefits.

"I personally feel our industry should have been in the
dental benefit field by now," he said, noting OCAW is al-
most sure to ask for a dental plan when bargaining begins
next month.

Mobil, with 400 contracts covering 60,000 OCAW em-
ployes, has defined three areas of negotiation next time
around: cents per hour wage increases, health care benefits
and vacation schedules, Mr. Peters told the CEB meeting.

"We will not get into cost-of-living allowance" adjust-
ments in wages or pensions, Mr. Peters stated. "Our man-
agement feels that belt tightening is absolutely necessary,
on wages and benefits."

Mobil will also adamantly refuse to yield to demands that
it pay full medical benefit costs, he asserted. "We want em-
ployes to have their hands in their own pockets" by having
to pay coinsurance and deductibles for health care.

GM boasts of withstanding
-any UAW benefit demands

NEW ORLEANS-General Mo-

tors Corp. is proud of its achieve-
ments in the latest round of bar-

gaining with the United Auto
Workers union, said Kenneth E.
Olthoff, director of the employe
benefits section, because:
• "We avoided indexing of pen-

sions, with all its attendant prob-
lems."

• "We also avoided the concept
that all retirees should be receiving
the same pension benefits as the
benefits being earned by present
and future retirees. The expense of
this would be fantastic."

• "The level of age-65 benefits as
a percent of pay was not increased.
We held these benefits to about

27% of monthly pay, which is right

WHA \T... REALLY...

I A \ Is RISK
/ _ _MANAGEMENT?

HOW CAN A-- NISK
1 MANAGE MENT

/ SAVE
/  M ME MONEY?

WHO | Yj -,
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' STARTED?
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WHAT DOES

in the ballpark with other benefit
plans of American industry."

"We wanted to de-emphasize
the trend toward early retirement
and we feel we accomplished this.
The level of early retirement sup-
plemental benefits is a lot less than
it was before and we hope this will
reduce our costs substantially."

GM considers it "very signifi-
cant" that the contract provides for
a 14 cents-per-hour diversion of
cost-of-living-allowance adjust-
ments over the life of the contract

to pay for benefit improvements,
Mr. Olthoff said.

The union applied "considerable
pressure," he said, to win more
paid personal holidays, and ended
up with only one more holiday in

T COST
TO BEGIN?

If your broker or agent has not answered these questions for you, or has said your
business is too small to profit from Risk Management procedures, why not ask us?
Our answers may show you there are less expensive ways to manage your risks than by
purchasing conventional insurance.

We're members of an international ARMI (Assurex Risk Management Institute), owned
and directed by independent regional insurance brokers located in more than 40 states
and 16 foreign countries.

From cash flow plans to self-insurance to captive formation and management, our
services are designed specifically for companies paying as little as $100,000 in annual
premiums. Yet these same sophisticated techniques, as managed by your Assurex
International broker, will serve the needs of even the largest company.
If business insurance premiums have you on the defensive, call in the ARMI today We've
answered some of the most frequently asked questions about Risk Management, like
those above, in a brief, informative pamphlet. For your copy just write to us. There's no
obligation, of course.

 INTERNATIONAL CORPORATIONAssurex
6500 BUSCH BOULEVARD

COLUMBUS, OHIO 43229
614-888-4869

the first year of the contract and a
second additional personal holiday
to be added in the second and third

years.

The UAW laid out more than 375

separate benefit demands when it
began negotiations with GM, Mr.
Olthoff said, with 177 in the area of
health care coverages alone.

"Pensions were obviously the
big item, based on information in
the press and discussions at the
bargaining table. The number one
demand was COLA for retirees,
but when they laid the demands on
the table, we saw they involved
substantially more than COLA," he
told an audience of more than 300

people attending the fall confer-
ence of the Council on Employe
Benefits.

GM saw that based on union de-

mands, everyone would be receiv-
ing the same pension benefits at
the end of three years whether re-
tired or not, "a terribly expensive
package," he said. As bargaining
continued, the UAW backed off its
initial COLA demands and ended

up bargaining for increases in pen-
sion benefits for retirees "more of-

ten than annually," which GM ulti-
mately granted (BI, Oct. 1).

As part of its efforts to discour-
age the popularity of early retire-
ment, GM achieved elimination of
lifetime supplements and supple-
mental benefits for retirees be-

tween the ages of 62 and 65, equal
to about $3.33 an hour, up to $100 a
month.

Also in the area of early retire-
ment, GM and ·the union agreed
that retirees receiving early retire-
ment supplements will be able to
earn up to $4,500 in 1980, $5,000 in
1981 and $5,500 in 1982 before trig-
gering reduced supplement pay-
ments.

"We have unhitched from Social

Security in this area, because we
were unsure where it would go,"
Mr. Olthoff said.

For those already retired, pen-
sion benefits increase an average of
$1.90 a month per year of credited
service. There is a"takeaway" pro-
vision, too, reducing the agreed in-
crease to as low as 73 cents for

those who retired in the last year
with the supplement.

Mr. Olthoff considers the im-
provements in health care benefits
very minimal. Despite the flood of
union demands in this area, "We
wound up doing very little," he
said.

GM even won a few rounds with
the union in the area o f health care.

There were some important "take
aways" in this area from what the
benefits previously were, Mr.
Olthoff said.

Employe eligibility for vision
care was deferred to the first day of
the month in which the first full
year of employment is completed,
a change from eligibility which had
been the first day of the third
month of employment.

Sickness and accident care eligi-
bility was deferred by one month
from what it had been, with cover-
age now commencing on the first
day of the fourth month after the
start of employment.

Also in the sickness and accident
benefits area, the contract now pro-
vides for GM disability coverage of
75% of scheduled benefits "other-
wise payable," a reduction of 25%
in the first year o f the contract. •

Halfway house cover
Cardiff General Insurance Agency
in Pasadena, Calif., is offering a
new liability program for halfway
houses and drug abuse centers.
Coverages include premises liabil-
ity, professional liability, non-
owned auto and personal injury.
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WH N A 5 MILLION
DOLLAR CLI 0NT

COMPLAINED ABOUT
THE HIGH COST OF
HIS INSU CE,
WE TOLD HIM TO

WRITE HIS 0
When one of our major clients started

complaining about high premiums, we
told him exactly where to go.

Because we couldn't offer him lower

costs (and no one else could either), we
told him to start insuring his risks himself.

Of course, we didn't make such a
suggestion without first working with his
broker to analyze his companfs specific
needs and problems.

Once we did, we told him why he
should start his own captive. We told him
the kind of captive he needed. And we
even showed him how to go about setting
one up.

Now it may seem strange that we
would actually encourage a company to
write its own insurance, but well profit
from it too.

Our client now has his own captive,
but we manage it through American
International Company Ltd., based
in Bermuda.

(In addition, AIG Risk Management

than 130 different countries.
For more information on it, send in the

coupon below.
If you're thinking of going into the

insurance business, you couldn't ask for a
better opportunity than to learn the busi-
ness from us.

AIG'S "WRITE YOUR OWN" POLICY
E -----------7

arranges admitted domestic policies and
American International Underwriters

provides overseas admitted policies.)
We think our Captive Policy, or our

"Write Your Own" Policy as we call it, is
the best coverage available.

We've had 35 years of experience with
captives, and today we pro-
vide facilities for 100 of the

600 known captives.       -
In fact, we handle six of

the top ten U.S. industrial
corporations.

Our companies are un-
matched in their ability to Name

issue admitted policies world- Firm
wide. And our reinsurance
network, through AIU, is bet- Address

ter than anyone else's.
Our "Write Your Own"

Policy is just one of more than 1
300 programs AIG offers,
through our more than.160member companies, in more L

Please send me more information on your Captive facilities.

American International Group
Dept. A, 70 Pine Street, New York, N.Y 10005

Tel

'1[1,)
WE OFFER MORE KINDS OF INSURANCE

THAN ANYONE IN THE BUSINESS.
We welcome inquiries from any licensed agent or broken You don't

have to be a regularproducer to place business with an AIG company.
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FTC investigates doctors
for antitrust violations

NEW ORLEANS-The Federal
Trade Commission plans to
present a rule prohibiting physi-
cian groups from participating in
the control of prepaid health plans
or Blue Cross/Blue Shield plans.

The FTC is also carrying on "a
number of investigations" of re-
straint of trade by physicians op-

. posing the growth of health main-
tenance organizations and plans to
prosecute more violators of · anti-
trust laws in the health care deliv-

ery area, said W. Terry Winslow, as-
sistant director of the bureau of

competition in the FTC.
The thrust of FTC actions in the

health care sector is based on the
belief that consumers benefit from

- having a wide variety ofoptions in
health care delivery, HMOs being
one option, he told the 33rd fall
conference of the Council on Em-

ploye Benefits.
The FTC believes there is "less

competition in the health care de-
livery system than one supposes
would be the case" ifthere weren't

some sort of restraints on the sys-
tem being imposed by some pro-
viders themselves, Mr. · Winslow
said. He cited two basic reasons for

the less-than-open competition:
Medical society and physician con-
trol of Blue Shield plans and a con-
cern of other health plans that they
would meet organized resistance
by providers if they tried to com-
pete.

Based on its April 1979 r·eport on
the domination of Blue Cross/Blue

Shield plans by medical societies,
now being studied for possible fu-
ture action by the FTC, Mr.
Winslow told CEB members that

the FTC believes "many Blue
Cross/Blue Shield plans just aren't
giving you employers your

money's worth."
The FTC's bureau of economics

is doing a followup study on how
the relationships of doctors to
health care providers and payers
lead. to higher reimbursement of
doctors by these organizations, Mr.
Winslow said.

For the time being, the FTC re-
straint o f trade investigation is pri-
marily focusing on the portion of
health care costs attributable to

doctors, dentists and other profes-
sionals. "This sector is more ame-

nable to some types of en force-

Few firms

find a place
on rate panels

NEW ORLEANS-Relatively
few corporate employers have
been willing or able to place repre-
sentatives on local or regional hos-
pital rate-setting boards, a show of
hands at the CEB meeting indi-
cated.

During a panel discussion on
health care cost containment, mod-

erator Richard G. Wardrop, man-
ager of employe benefits for Alu-
minum Co. of America, asked the
several hundred people in the audi-
ence fora show ofhands indicating
how many companies represented
have people involved in local hos-
pital voluntary cost control efforts,
on the boards of Health Systems
Agencies (federally funded hospi-
tal planning bodies) or on state
rate-setting commissions.

About 20 corporate managers
said their companies are partici-
pating in these efforts. •

Office in Canada
Robert Hughes Associates Inc., a
risk management consulting firm
headquartered in Dallas, has
opened offices in Calgary, Canada.

ment o f competition" and enforce-
ment may result in benefits forhos-
pitals, helping them consrol costs,
Mr. Winslow explained.

In addition to outlawing the
American Medical Assn.'s prohibi-

tion on physician advertising, the
agency most recently has sued
dentists in Indiana. The FTC al-

leged they got together and agreed
not to submit x-rays and not to en-
gage in consultations with insurers

regarding · proposed treatment,
thus thwarting insurance company
and employer dental benefit pro-
grams. The Indiana Dental Assn.

early this year signed an FrC con-
sent decree, although the Indiana
Federation of Dentists decided to

litigate, leading to a trial that began
late last month in Indianapolis. •

FTC favors medical fee schedules

for claims departments, group policies
Although the Federal Trade Commission

frowns on physicians, dentists and other
health care professionals establishing fee
schedules, an official of the bureau of com-
petition sees nothing wrong with insurance
companies devising fee schedules for their
claims departments and their group policy-
holders.

W. Terry Winslow, assistant director of the
FTC's bureau ofcompetition, said, "The uni-
lateral adoption of a fee schedule by an in-
surance company ofthe allowable fees to be
paid to providers-presumably accepted by
some providers and not accepted by others-
would in my view be procompetitive and not
anticompetitive. I would have to add the ca-
veat that one would want to look at the mar-

ket share held by the insurance company.
"I fthe insurer had something approaching

monopoly power, a different light would be
cast on the matter, but I rather doubt that
there's any one insurance company that has
that kind of monopoly power. Ofcourse, this
would have to be checked out by locality."

Mr. Winslow expressed some surprise that
insurance companies have not established
and dsed such medical fee schedules in the

past, noting that these would .encourage
price competition among doctors and other
health professionals.

Mr. Winslow wouldn't say whether he

thought the FTC would also look favorably
upon attempts by individual employers or
groups of employers in a local or regional
area to establish "relative value" fee sched-

ules with doctors and other health care pro-

fessionals practicing in an area. "I havefi't
really thought about it," he said.
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Benefit bills wait on back burner: Rep.
NEW ORLEANS-Despite a

long laundry list of employe bene-
fit issues that need to be consid-

ered by Congress, Rep. Dan Ros-
tenkowski (D-Ill.) doesn't think

there's likely to be any action dur-
ing 1980 in the areas of:
• Taxation of fringe benefits.
• National health insurance.

• Multiemployer pension plans.
• Structural and procedural im-

provement in ERISA.
• Legislation allowing workers

now covered by qualified pension
plans to establish individual retire-
ment accounts.

• Problems with deferred com-

pensation programs for tax-

exempt entities.
• Money-purchase pension

plans.
• Employe stock ownership

plans and tax-reduction ESOPs.

In a speech here to more than 300
benefit experts attending the 33rd
fall conference of the Council on

Employe Benefits, Rep. Ros-
tenkowski lamented the lack of

consensus in Congress and the
many pressures forcing benefits
legislation far down the list of
priorities. What's more, he said af-
ter recounting the long list of bene-
fit problems demanding attention
by the House and Senate, "the
problems of legislating in an off-
election year are bad enough, but
in an election year, they're dou-
ble."

The two subjects uppermost in
employers' minds-national health
insurance and taxation of fringe
benefits-ren't high on the legisla-
tive priority list when considered
alongside energy issues, SALT II
and defense spending, Rep. Ros-

Look at America's big corporations.
The leaders in any industry you can think of.
They're the people with the most at stake, the
people who look most carefully at every kind of
coverage available. And you'll find that in 90
of the 100 largest manufacturing corporations,
Blue Cross and Blue Shield Plans cover some or
all of their employees.

And in small businesses, where every dollar
counts, controlling the cost of coverage is just as
important. Which is why so many of them also
choose Blue Cross and Blue Shield coverage.

These businesses, large and small,
realize that controlling health care costs means
controlling aU the costs.

TWO COSTS, NOT ONE.
You see, the cost of health care coverage

is actually two costs. The cost of benefits. And

* from risk charges and admin
the retention costs (everything

istrative costs to reserves)
All too often, only retention
costs get much attention

But, if a carrier simply
LESS THAN 10% assumes risk and pays bills,
OFYOUR HEAITH CARIE there's no control over the
DOLLAR GOES TO really big part of your cost.
RETENTION COSTS.

The beneiit costs.
THE MAJOR PART

COVERS BENEFIT COSTi

tenkowski told Business Insur-
ance.

"I don't believe you're going to
see national health insurance in the

next fouryears, unless we pass sec-
tions of it to be phased in incre-
mentally," he told CEB partici-
pants.

Despite the "sheer contentious-

ness" of House members lately on
most issues, there is a degree of
consensus opposing benefit taxa-
tion that he described as "wholly
uncharacteristic." The broad-

based public outcry at the Internal
Revenue Service/Treasury Depart-
ment suggestion that benefits and
other fringes should be taxable as
part oftotal compensation has pro-
pelled many members of Congress
to oppose the Treasury draft pro-
posal, or at least vote to, defer the

issue until later, he noted.
In two recent moves, the House

and Senate stalled Treasury on this

issue, in effect barring the IRS
from taking any positive action to-
ward benefit taxation. "In a re-

markably swift markup, the Ways
and Means Committee (of which

Rep. Rostenkowski is a member)
voted to extend until the end of

1981 the current prohibition on the
proposal, or adoption ofnew bene-

fit regulations by the IRS. The ef-
feet is to give us one more year to
study this most difficult issue," he
said.

The Senate, "as if to underscore
their disapproval ofthe IRS taking

any step" toward taxation of fringe
benefits, approved early last
month a floor amendment "effec-

tivelyprohibitingtheuseofanyap-
propriated funds of the Treasury

PENNY WISE, POUND WISE.
Controlling benefit costs can have a real

impact on your bottom line. Which is why
Blue Cross and Blue Shield Plans are so
committed to containing them.

In fact, they're the only ones whose scope
and method of operations are broad enough to
deal with the problem effectively.

For example, Blue Cross and Blue Shield
Plans often set up special arrangements with
hospitals and physician agreements that
establish rates that are actually towelthan those
paid by other carriers.

Programs like out-patient diagnostic,
same-day surgery, and extended home care
have helped cut the average hospital stav of our
subscribers by as much as one full day. And
saved $1,250,000,000 last year alone.

So before you make a decision about your
group's coverage, contact your Blue Cross and
Blue Shield Plan Marketing Representative.
Or write Blue Cross and Blue Shield Associa-
tions, Box 8008, Chicago, IL 60680, for the free
booklet: "The Most Effective Health Care
Protection For Your Employees:'

Otherwise, saving a little money could
end up being very expensive.

Blue Shield®
Blue Cross®

HELPING CONTROL ALLYOUR COSTS.

Department to write regulations
designed to force inclusion of
fringe benefits in gross income,"
Rep. Rostenkowski said.

But Congress may not always be
able to avoid this issue and its far-

reaching consequences for em-
ployers and employes, he warned.
Treasury Department definitions
o fgross income were upheld by the
Supreme Court, which logically in-
clude the value of economic bene-

fits in taxable income. Congress,
on the other hand, reflects the
views of taxpayers, pitting itself
againstthe Treasury and the courts
on an issue providing what Rep.
Rostenkowski calls "a showcase. .

.for the clash of public policy and
private attitudes."

But, he warned employers, "If
Congress simply ignores the prob-
lem of what and when to tax fringe
benefits, you may eventually feel
pressured to convert more and
more employe cash compensation
to tax-free fringes."

There is already a large and
growing underground economy
and barter system of in-kind ex-
changes at work, he pointed out,
indicating congressional concern
about the diminution oftaxable in-

come that could result from any
shift toward reliance on such a sys-
tem. "The implications of such a
trend, were it to take place, would
be long-lasting and quite danger-
ous for all of us," he said.

Rep. Rostenkowski also said

confidence in the Social Security
system must be restored and noted
Congress has already taken steps
to improve the financial soundness
of the system. There is considera-
ble pressure building to take the
hospitalinsurance trust fund (Med-
icare) out of Social Security and
fund it through general revenues, a
solution "I absolutely disagree
with," he said.

Though the House Ways and
Means Committee has considered

several suggestions for legislation
on ESOPs and TRESOPs, "I
haven't heard of any activity on
legislation being promulgated" in
these areas, Rep. Rostenkowski
said. He reiterated when asked

about the possibility o f more activ-
ity in this area, that "our calendar

has become so full that going into
an election year, you're going to see
more members (of Congress)
standing pat" on most benefit is-
sues.

Pension law

likely: Prof
NEW ORLEANS-A pension re-

form law regulating public pension
plans will be enacted with two
years, but it'11 be a weak law re-
quiring only uniform reporting and
not mandating minimum funding
levels, predicted Dan M. McGill,
chairman of the pension research
council and professor of insurance
at the University of Pennsylvania's
Wharton School.

A so-called PERISA "Will be

pressed vigorously" in the next
year and will pass in Congresseven
though it may have some court
tests challenging its constitutional-
ity, Dr. McGill told the fall confer-
ence of the Council on Employe
Benefits here.

The law, he thinks, will require
uniform reporting by pension and
retirement plans sponsored by
government entities, "but won't es-
tablish funding standards. Those
will be worked out in future years.
And if they're not established soon
enough, the federal government
will intervene" and impose regula-
tions on the public plans because
of taxpayer pressure, he pre-
dicted.
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TOLEDO and NEW ORLEANS

are first lines of defense against spiraling insurance costs. To call in the
ARMI Assurex Risk Management Institute in these areas (or
elsewhere in more than 40 states and 16 foreign countries) call your

Assurex International broker.

PICTON-CAVANAUGH. INC.  GILLIS, ELLIS & BAKER, INC.
811 Madison Avenue Suite 700

Toledo, Ohio 43624 135 St. Charles Avenue

419-241-8211 New Orleans, Louisiana 70130

504-581-3334

See our ad on page 6

Brokers pro pose
2-day restriction
on exchange risks

NEW YORK-Three rejections
in two days should be sufficient
evidence that a risk cannot be
placed in the New York Free Trade

Zone and should be eligible for the
New York Insurance Exchange,
according to the Insurance Bro-
kers Assn. of the State of New

York.

That position is presented in a
draft regulation on interface be-
tween the free trade zone and ex-

change proposed by the brokers
group, president Robert Sanford
said. ,

A proposed regulation drafted by

The Corroon & Black
Business Insurance Checkup:

It helps business stay alive.

Nearly ZOOO businesses died in the U.S. last year. Some from poor
management. Some from sudden changes in the economy. And
some from inadequate insurance coverage. That's where a checkup
by Corroon & Black can help. We're one of the world's top ten
insurance brokers. And one of the fastest growing. too.

From customer order to consumer use. we'll diagnose all the
potential risks for your business. Measure the financial impact of
each. Formulate a policy for controlling it. And prescribe a total risk
management program to match your company's needs exactly. lt's
the approach Corroon & Black has used successfully for seventy-
five years. forcompanies of all sizes-all overthe world.

1-he Corroon & Black team is ready to go to work for you.
Make an appointment now. We even make house calls.

For a Complete Checkup,
call Richard M. Miller, President, toll-free at 800-221-7024

(In New York, call collect 212-363-4100)

CB Corroon & Black
Wall Street Plaza, New York. New York 1£005

Offices Nationwide and Worldwide

an ad hoc committee of free trade

zone insurers called for as many as '
eight rejections by insurers in five
days. Brokers and some insurers
had criticized that proposal as
makingthe exchange less competi-
tive with the London market (BI,
Sept. 3).

The insurance exchange board of
governors to date, has not taken a
position on the question, but a
committee is studying the issue.
New York insurance superinten-
dent Albert B. Lewis said his de-

partment would issue a draft regu-
lation by the end of the month (BI,
Oct. 1).

In a preamble to their proposed
regulation, the brokers call upon
the state legislature to dismantle
the free trade zone. Only a few com-
panies have benefited from its ex-
istence and the free trade zone's

"only success" has been in "block-
ing business from the exchange,"
Mr. Sanford said.

"Hopefully, in two years it will
become a fossil," he said.

Meanwhile, five insurance inter-
ests are at varying stages in form-
ing syndicates for the New York
Insurance Exchange.

The Travelers Insurance Cos. has

filed an application for underwrit-
ing membership with the board of
governors of the exchange.

Some details of the syndicate's
operating budget must be worked
out before the governors can grant
approval, a Travelers spokesman I
said, adding that the company is ]
"positive about the future of the 1
exchange."

Atlantic Co. intends to have a
syndicate in operation when the
doors of the insurance exchange
open for business sometime next
year. "We're committed to the ex-

change," said Atlantic vp and sec-
retary Joseph Decaminada.

Atlantic chairman Harold Eck-
mann was a member of the Com-
mittee of 13, drafters of the ex-
change constitution. and was on
the interim board of governors.
But the company decided to watch
developments further before fina-
lizing,its plans, Mr. Decaminada
said.

Prudential Reinsurance Co. has
been authorized by the directors of
its parent company, Prudential In-
surance Co. of America, to spend
up to $10 million on the capitaliza-
tion ofan exchange syndicate, said
senior vp Leroy J. Simon.

However, the company is wait-
ing for information on the operat-
ing costs and budget of the ex-
change before making its decision,
he said.

In any event, Prudential's syndi-
cate is not expected to be capita-
lized for the full $10 million, but
Mr. Simon did not indicate the

planned amount of funding.
Duncanson & Holt, a New York

reinsurance intermediary, is seek-
ing to capitalize a $10 million syn-
dicate through a private offering to
its clients, said executive vp Wil-
liam Holt.

The firm expects its syndicate.to
operate primarily in the accident
and health market. However, it
does not expect to join the ex-
change until the centralized mar-
ket has a"decent flow ofbusiness,"
Mr. Holt said.

American Overseas Manage-
ment Corp., the underwriting man-
agement arm of Marsh & MeLen-
nan, reportedly is also seeking to
capitalize a syndicate through a
private offering, but o fficials of the
company wouldn't comment on
this. =
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editorial opinions
Generous Uncle Sam

OVERNMENT EMPLOYES tradi-tionally have been able to look to job
security and job continuity as advantages
of working in the public sector. In some
but not all cases, these pluses frequently
accounted for a more-than-adequate offset
of slightly lower salaries and benefit pro-
grams that were average or slightly below
business benefit programs.

Not so any more. For the past 10 years or
so, government salaries and benefits-
federal, state, county and municipal-have
improved to the point where they not only
match opportunities in the private sector,
but often exceed the compensation of-
fered by private companies.

This may well have come about simply
because it was necessary to make govern-
ment employment attractive enough that
talented, qualified people could be at-
tracted to work there.

The tables have turned, however.
Government's need to "compete" in the
labor market has created a situation that
we frequently hear benefit people (only
half-jokingly) say will lead to the entire la-
bor force working for the government.

What reminded us of this theme once

again was a story in the Sept. 17 issue
about a finding that municipal benefits are
better than private industry's benefits,
documented by a U.S. Conference ofMay-
ors study.

The irony, of course, is that the private
sector supports the government and its
terrific benefit plans. What will happen to
the system ifwe all decide to go to work for
the government because we're being
shortchanged by continuing to work for
private industry?

Another irony is that there are adminis-
trative costs imposed by law-the 1974
pension law, for example-on corporate
·benefit plans from which government
plans are exempt. Costs of compliance,
added to the costs of simply trying to
maintain benefits competitive with those
in the public sector, will kill us yet.

Legislation putting a cap on government
benefits at alllevels, limiting them to a spe-
cified portion of the average benefit levels
of private industry, would work as effec-
tively as any Proposition 13 measure to
limit government (over)spending.

Outlook for agents
rT'HE QUESTION is frequently posed:
-L What effect will the increasing use of
self-insurance for funding commercial
risks have on aggregate demand for com-
mercial insurance?

There are pessimists in the insurance in-
dustry who worry that so many corpora-
tions will begin to fund their own losses
that there will be a drop in the overall de-
mand for insurance.

At the opposite extreme are optimists
who think self-insurance is merely a pass-
ing fad which will disappear each time
there is competition among insurers, ena-
bling corporate insurance buyers to dis-
card their self-funding plans and return
to the insurance marketplace for cheap
coverage.

The latest forecast comes from Robert

Leibold, president of Allstate's North-
brook Property & Casualty Insurance Co.,
who thinks commercial property/casualty
business will continue to grow very sub-
stantially over the next five years (at least),
by 77% to $83 billion.

Issues attendant to the question of de-
mand for commercial insurance center on

the changes in distribution systems as a

result of growth in self-insurance, use of
captive insurers and the growing concen-
tration ofcommercial volume in the hands

of relatively few large national insurance
brokers.

Smaller local and regional commercial
brokers have been attractive acquisition
prospects for the large firms. But what's to
happen to the ones that haven't been
swept up by the nationals? Will the agents
and brokers without the capability of han-
dling self-insurance administration fall by
the wayside?

Mr. Leibold doesn't appear to think so.
Allstate and its Northbrook division are re-

lying on independent agents and brokers
more now than they ever have. The reason,
to hear Mr. Liebold describe it, is "because
they have proven over the years to be the
most effective, most knowledgeable, and
most successful... for the distribution of

commercial insurance products." How's
that for an endorsement of the indepen-
dent agency system?

Allstate/Northbrook are taking a partic-
ularly close look at agents and brokers
with $2 million to $3 million in premium
volume as the best producers.
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letters
Business Insurance welcomes Letters from its readers. Please keep your
comments as brief as possible and we reserve the right to edit or shorten
letters for clarity or space. Please send Vour comments to Letters to the
Editor, Business Insurance, 740 N. Rush St., Chicago, Ill. 60611.

Free speech
To the editor: Re: "Insurers' free

speech"-editorial Sept. 3. While I
have not always agreed with your
bottom line conclusions and rec-
ommendations made on your edi-
torial page, invariably the subject
at hand receives a fair and thor-
ough hearing.

I must respond and applaud your
most recent statement on the mat-
ter of the right ofinsurance compa-
nies to speak out on the matter of
the cost of the liability claims
heaped upon us in recent years. It
is very refreshing to me personally
and certainly welcomed by liability
underwriters everywhere.

Jim Biernat

Manager commercial lines, Denver
branch, Fireman's Fund Insurance
COS.

Rx misses mark

f

To the editor: Your Sept. 17 edi-
torial "Give Buyers More Facts"
certainly does a good job of
diagnosing one of the illnesses of
our industry, but your nine-point
prescription for cure seems to miss
the mark.

Although the regular member-
ship of the National Assn. of Pro-
fessional Surplus Lines Offices is

dedicated to high standards of pro-
fessional conduct, I don't think all
of our members would be over-
joyed about disclosing their pre-
mium volume and commission and
fee income. By not so doing, it
would seem, they might come un-
der criticism from Len Strazewski

("Tight-lipped E/S brokers could
tarnish industry"), who overlooks
the fact that a higher percentage of
E/S brokers responded to your di-
rectory questionnaire than did reg-
ular agents/brokers. Is that quite
fair?

Too, you suggest that names of
five corporate customers "with
whom the firm has worked" be
given as references. The regular
membership of our association
(some 260 member firms) is made
up of "wholesalers" who could not
meet this requirement.

I daresay that all of the "bunco
artists" you named in your column
could come up with falsified an-
nual statements to satisfy regula-
tors who, for the most part, do not
have budgets to allow extensive in-
vestigations.

While your editorial certainly
gives no ill advice, we would make
another suggestion: know your
broker. Check him out with people
you know and who have used him,

Continued on page 74
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If

Uptonow,setting up insurance for an energy company
wasted a lotof energy.

In the past, to get complete cover-
age for your energy client meant having
to go to ten or more separate underwriters.

Now, you can just come to one.
AIG Energy, Inc.

We can put together virtually all
the protection your client needs.

Our underwriters thrive on the

highly technical problems that exist in
the energy field.

And we're not afraid of risks that

others might find too risky Like emerg-

ing technologies where the problems
haven't even emerged yet.

So if you don't want to waste any
more time filling out dozens of forms,
just fill out the one at the bottom of
the page.

You'll find it to be an incredible

new energy saving device.

AIG Energy,Inc.
A Member Company of American International Group.

Please send me more information.

Write AIG Energy, Inc., Dept. A, 70
Pine Street, New York, N.Y. 10005.

Name/Title

Company

Address

City

Zip

State

Thlephone
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New Offices

10 Post Office Square
Suite 960

Boston. Mass. 02109

(617) 542-5700

Objective, Independent Claims and Underwriting Services for
REINSURERS UNDERWRITING SYNDICATES E&5 CARRIERS SELF-INSUREDS BROKERS

INSURERS

Domestic and International

Ou, Seruices include

REERVE ADEQUACY URVEYS UNDERWRITING REVIEWS IBNR STUDIES

LAIM AUDITS SYSTEMS AND PROCEDURES PRIMARY/ExcESS PROBLEMS

CLAIM MANAGEMENT AGGREGATE EXPOSURES THE Claims Slip
SM

Contact our experienced staff
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"It'S called the INVESTOR.

"And what sets it apars from anything we've
offered before is its incredible flexibility. It s
designed to work for any defined benefit plan
sponsor, whatever the needs and objectives.

"First, you can select from differen.
investment alternatives. We've recently added
new separate accounts, so the investment vehicles
available give you an even -iroader spectrum of
risk alternatives. Now you Jan meet your
investment needs with the [NVESTOR.

"You can select services, too.
"The INVESTOR lets you decide on exactly

the plan-related services needed to operate your
plan-from no services at al[ to complete
administrative suppors from Connecticut
General.

Hospitals sue HEW
over ma I practice
insurance pro posal

By STUART EMMRICH

CHICAGO--Charging that a
Health, Education and Welfare pro-
posal to cut the cost of malpractice
insurance paid for Medicare and

 Medicaid patients is illogical and
' unfair, a group of hospital associa-

tions is suing the federal agency.
The suit seeks to block HEW

from implementing a plan forcing
hospitals to separate the cost of the
insurance policies from their ad-

' ministrative costs and then bill the

government for only the share of

insuranze that directly affects

Our pension
people really
come through
for you with
a flexible
new package
of retirement
plan services"

"And everything is completely
straightforward. Our elective services are well
defined and charge rates for all services are stated
in advance.

"Perhaps most important ...
"The INVESTOR gives you all the advantages

of CG's years of experience and professionalism.
With nearly 200 investment people, you know
your money will get the attention it deserves. And
with 350 more full-time pension specialisss in the
Home Office and in offices located throughout the
country, we have the know-how and services to
help you meet your needs.

"Ask your agent or broker to introduce you to
a Connecticut General Group Pension
Representative.

"We'll come through for you.'

COMING THROUGH
FORYOU...THAT'S WHAT
CONNECTICUT GENERAL

PEOPLE DO*-Connoicut Generallnsurance Corporation,

Medicare and Medicaid patients.
If the proposal is allowed to go

through unchanged, opponents
say, it will cost hospitals $300 mil-
lion in reimbursements during
1980 and will bring about higher
rates for private patients and their
insurers to make up the difference
(BI, May 14).

Among those suing to block the
proposal are the American Hospi-
tal Assn., the Federation ofAmeri-
can Hospitals, the Hadley Memo-
rial Hospital of Hays, Kan., and
more than a dozen other state hos-

pital associations. The suit was
filed in the federal court of Topeka,
Kan., on Sept. 12. No date is set for
a formal hearing yet.

"The regulation is just outra-
geous," complained Jennifer Stil-
ler, senior staff attorney for the

Chicago-based AHA. "It comple-
tely misunderstands the purpose
of purchasing insurance."

Ms. Stiller argues that HEW's ra-
tionale thatMedicare and Medicaid

should only pay a share of the in-
surance premiums equal to the

percentage of malpractice claims
generated by their patients ignores
how insurance works and how hos-

pitals handle administrative costs.
"The main purpose of insurance

is to protect corporate assets

against a large loss. What the regu-
lation assumes you are buying with
insurance is claims paid. This is not
true. You can pay $1,000 a year in
premiums and, if your experience
is good, you may end up not sub-
mitting one claim all year. That
doesn't mean you should get back

that $1,000, however," she said.
The suit also charges that in try-

ing to separate the cost of malprac-
tice premiums, HEW is conveni-
ently ignoring the fact that the
same principle could be applied in
ways that would benefit the hospi-
tals, not the government.

Hospitals regularly incur costs
that can be tied to handling Medi-
care and Medicaid-some record

keeping functions for instance-
that they do not directly charge the

government for, but spread the
costs to all patients. These costs,

like insurance premiums, are
grouped into general administra-
tive cost categories and then com-
puted as part of all patients' bills.

The government's proposal that

malpractice premiums be separat-
ed from this category would not
only cause administrative night-
mares, Ms. Stiller said, but also

would create a further hardship on
private patients who indirectly al-
ready share a part ofMedicare and
Medicaid Costs.

"Even assuming that HEW's
logic is correct in this matter-and
it isn't-they don't do the same
thing with other costs that would
benefit the hospitals," Ms. Stiller
argued.

Although it is estimated that hos-
pitals could lose $300 million next
year if this proposal is allowed to
go through, AHA officials say they
are unable to come up with esti-
mates about how much an average
hospital might have to raise daily
rates to make up the lost funds.

For instance, a hospital that in
the past few years paid out two
losses, both to non-Medicare or
Medicaid patients, will shift the en-
tire cost of the following year's
malpractice premiums to private
patients, while a hospital that
might have paid one claim to a
Medicaid patient would have the
government pay for all the pre-
mium costs. •
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N.Y.C. officials reform work comp system
By ELLIS SIMON

NEW YORK-Administrators of

the city's self-insured workers
compensation program hope to
correct within six months overpay-

· ment problems uncovered in a
state audit this summer.

The workers compensation sec-
tion of the city's department of law
has been chipping away at claims
handling problems since the audit

released in July charged the sec-
tion with paying too much and fail-
ing to control costs in the program

covering 200,000 employes.
It will probably be six months

before changes recommended by
the state con:roller's o ffice can be

fully implemented and the savings
measured, said Phillip Agree, ass-
istant in charge of the :aw

department's division of affirma-
tive litigatior, which includes the
workers compensation section.

The audit recommended im-

proved recordkeeping to provide
effective financial and managerial
data and cor.trols. The study was
based on a random sampling of

cases during the 1976-77 fiscalyear.
Since the audit, injured em-

ployes have been assigned set
times for medical examinations by
the section's physicians. The re-
sults of the exams are often in-

tegral to defending a workers com-
pensation claim. Previously, exam-
inations were scheduled on an ir-

regular basis, usually six weeks to
two months after an injury oc-
curred, Mr Agree said.

According to the audit report, ex-
ams, when made, took place an av-

erage 8.3 months after cases were
accepted for payment.

Although examinations are now
performed sooner after an injury,
Mr. Agree said it is too early to mea-

sure the effect. In addition, a newly
established medical examination

unit is making sure that appoint-
ments are kept, he noted.

The workers comp unit has also
beefed up itseffort to recover bene-
fits from the state's special disabil-
ity fund, which reimburses insur-
ers and self-insurers for payments
to claimants whose on-the-job inju-

CNA introduces anew dlait in

professional tabil*insu]Bnee for
architects and engiheerai

V

-I

it's CNA's new,Dhductible Credit Plan.
It's the first plan 6f its kind in *e industry:
and it's from the nation's leadirif.Yriter
of professional liability insurance for archi-
tects and engineers. 1& now offer isy}i.:64'·
regular feature of our AIAL.NSPE conn* r.

' - mended program.
The Deductible Credit Plan allowsyour .

qualified client to save money when it'....
may be needed most-at thktime 6fit}1 '4;

i * 4. claim. Deductibles can be, reduced from
10% to 50% (up toa maximum of $25,000)
and for no.additional charge.

CNA has been providing professional
7.» liability insurance to design professionals

 Yor more than 22 years. Our years of ex-
perience are reflected in our undenvriting

..455- and actuarial expertise. This is why we can
offer broad coverage, competitive com-
missions and stable, competitive rates. 1n

* . fact, participants in the AIA/NSF'E pro-
gram received no rate increase for 1979

The Deductible Credit. Plan is the kind

t innovation that makes producers lean
 . oward CNA, the leader in professional

liability underwriting. Fbr more informa-
. : ' tion, contact our underwriting manager,

44 Victor 0. Schinnerer & Co., Inc. Use the
P coupon, or call (202) 686-2850. TIhis cov-

erage may not be available in all states
: 1 at this time.

The CNA Professional Liability Program
. has been commended by the American Insti-

% * tute of Architects and the National Society of46 , Professional Engineers.

81-9-79k» 1 Victor 0. Schinnerer & Co., Inc.
3028 Wisconsin Avenue;N.W.

tx 3 Washington, D.C. 20016

%1'm already leaning!
'>rell me more about your DeduCtible Credit Plan.
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ries were related to prior handi-
caps, Mr. Agree said.

For 1976-77, the city's recovery

rate was 7% o f eligible cases versus
as much as 91% for private insurers
and the state insurance fund, the
state's residual market. The recov-

ery has since been improved to be-
tween 12% and 18%, but Mr. Agree
said further improvements are
anticipated.

In 1976-77, the year of the audit,
New York City handled 12,868
compensation claims, resulting in
medical payments of $1.9 million
and indemnity payments of $8.8
million.

The city's defense of workers

compensation claims was often
found to be inadequate. City attor-

neys often neglected to cite a
claimant's failure to notify the city
within the required 30-day period
as a defense in these cases.

In addition, claims were ac-

cepted for payment without inde-
pendent confirmation of medical
information. Employer's injury re-
ports were occasionally filed by

personnel office employes based
on "unsupported statements made
by the injured employe."

Employes were also being paid
benefits after returning to work,
the audit said. One claimant re-

eeived an extra $4,315 even though
a notice of his return to work was

filed with the workers compensa-
tion section and a section physi-
cian was also notified.

Other overpayments resulted
from the section's failure to com-
ply with state workers compensa-
tion board decisions to stop pay-
ments or deduct attorneys fees
from benefits.

Where the section had identified

some $88,000 in overpayments, it
only recouped $12,800 of this sum,
the report said. Letters requesting
repayment were sent in only two-
thirds of the cases an average 3
months after discovery. Only one
in seven o f the letters was followed
up on even though some claimants
were back on the city's payroll.
 The section also did not monitor

the status of cases that were
deemed by the compensation
board to be "closed" as a result of

permanent partial or permanent
total disability. A change in the
claimant's status could lead to an

end to his collecting benefits.
Of the $8.8 million in indemnity

payments made during 1976-77, $3
million were for claimants in
closed cases.

In addition, the state audit
learned through the use of Social
Security administration data that
in 27% of the 190 cases checked,
claimants were wage earners. Half
of these had earnings in excess of
$5,000 per year.

Under New York law, claimants
are entitled to a benefit equal to
two-thirds the difference between

the pay in their old job and new
job, provided they do not return to
work in their original field. As a re-
sult, benefits to those claimants
found to be working could have
been reduced or eliminated.

The audit also found the city
failed to fully utilize the state's
Special Disability Fund, which re-
imburses insurers and self-

insurers forworkers compensation
payments to claimants whose on-
the-job injuries were related to
prior handicaps. •

Yanoff branch
I. Arthur Yanoff& Co. Florida Ltd.

has opened a branch office in Coral
Gables. The office staff will market

and underwrite special risks and
all excess/surplus lines for bro-
kering agents in Dade and Monroe
counties. Arthur A. Lang is general
manager and Patricia Rogers will
underwrite liability and property
lines.



What every self-insured
risk manager shou Id know.

And howyou
can find out.

As more and more risk managers choose to self-
insure their companies' primary liability exposures,
the question of what type of coverage in excess of
SIR best serves their corporate interests becomes
a key one.

And once the facts are known, more and more

of these companies are choosing a claims-made
policy for this purpose, rather than an occurrence-
type. The reason is that with a claims-made liability
cover over primary self insurance, a risk manager
can better estimate the amount of dollars needed for

his own liability loss fund. Large reserves need not
be tied up for years for this purpose. (An important
tax consideration since these funds are not currently
considered deductible.)

Losses Incurred But Not Reported (IBNR) are
not a major problem with a claims-made policy, as
they are with occurrence policies. Thus a claims-
made excess cover lets a self-insured transfer un-

needed reserve dollars from one year's loss fund to
the next's with greater confidence. And possibly
reallocate surplus dollars to more profitable uses.

This is because with a claims-made Excess of

SIR program, a self-insured has no need to "hedge"
dollars against claims not yet known or reported- to
each year he knows where he stands and can allo-
cate his reserve funds accordingly ;

As a result, the risk manager's report to man-
agement is more certain and the performance of his
self-insurance program more reliable.

Shand, Morahan & Company is a leading expo-
nent and underwriting manager for liability insurance
-products, general and professional-written on a
claims-made basis.

Your agent or broker knows about us. Ask him
for more information about our claims-made type SIR
coverage. He'll be glad you did. And so will you.

 Shand, Morahan & Company, Inc.
One American Plaza Evanston IL 60201 312/866-2800 Cable Shanmor Telex 72-4328

tIOLD 4422
4423
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LOUISVILLE and DENVER

. are first lines of defense against spiraling insurance costs. To call in the
ARMI ... Assurex Risk Management Institute...in these areas (or
elsewhere in more than 40 states and 16 foreign countries) call your

Assurex International broker.

NAHM, TURNER. VAUGHAN ... WARREN & SOMMER

and LANDRUM. INC.

29th Floor 3955 East Exposition Avenue
First National Tower Denver. Colorado 80209

Louisville, Kentucky 40202 303-744-3711

502-589-6070

INCORPORATED

 See our ad on page 6
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Against lab, doctor

Paralysis victim wins
$1 million in settlement

By MARY ELLEN McKEE

WAYNE, N.J.-After a nine-day

trial, Lederle Laboratories and the
family of a late pediatrician have
agreed to share payment of a $1
million personal injury settlement

to a woman paralyzed since 1968.
Lori Waegerle of Amityville,

N.Y., charged she was indirectly
crippled by a pclio vaccine manu-
factured by Lederle Laboratories, a
subsidiary of American Cyanamid.
She will receive $975,000 from
Lederle and $25,000 from the estate
of her daughter's pediatrician, the
late Dr. Milton Schneider of

Queens, N.Y.

THE EYES OFAWARENESS.
PLAN ON A BANNER YEAR FOR LOSS CONTROL.

Loss control professionals are
taking up a brand-new banner. lt's
called The Eyes ofAwareness and you
see it displayed above.

This striking loss contrcl :symbol
with its silent message "be alert and
aware to hazards" has found e welcome

place with the elite of North American
industry. It's equally a fixture in many
up and coming concerns. They're using
it on sprinkler valves, in aisles. on
fire doors, trash containers and in

hundreds of other app: ications.
The Eyes @Awateness aren't only

meant for desk flags, you'll find them
applied to sti=kers, posters. badges,
employee handouts and more. This
comprehensive effort is designed to
touch alllevels of business.

Our belief is that everyone has an
important role zo play in controlling
loss. The job extends from executives
who approve a property corservation
program, to the people who oversee it

and the employees who make it work.
If your firm isn't part of this grow-

ing zampaign, you'd benefit by learning
more. Contact your Factcry Mu-ual
representative for full details.

Allendale Insurance

Ar*wright-Boston Insurance
Philadelphia Manufacturers Insurance
Protection Mutual Insurance

© Factory Mutua System 1979

Lederle had argued during the
trial that it couldn't be proven who
had manufactured the vaccine.

"The levels of awards and the na-

ture of suits being slapped on com-
panies producing immunization
vaccines is appalling," an Ameri-
can Cyanamid spokesman said.
"The Waegerle case is just another
in a long line of cases where a vac-
cine company has to pay a very
generous award when they were
not at fault."

In the $3.25 million lawsuit filed
by Mrs. Waegerle and her husband

in December 1970, it was charged
that Mrs. Waegerle's legs had been
paralyzed ever since Dr. Schneider
administered a Lederle sabine vac-

cine to her daughter. Mrs. Waegerle
charged she had contracted polio
after touching a live polio vaccine
virus in fecal matter on a diaper.

Mrs. Waegerle fell ill shortly af-
terward, her attorney said, and lost
all feeling in her legs. That year,
Mrs. Waegerle was the only polio
victim reported in the state of New
York.

Vaccine with live viruses can

only be prescribed for people 18
years and under, while people over
18 years can only be given vaccine
with dead viruses, explained one of
American Cyanamid's staff physi-
cians.

The suit also charged that Led-
erle should have had warning la-
bels on the packaging of the vac-
cine and the pediatrician should
have warned Mrs. Waegerle about
the dangers to adults exposed to
live vaccine.

Lederle, however, argued that
the court had not positively found
the vaccine was manufactured by
Lederle. "The Waegerle incident
was a rare and isolated occurrence
and the risks so minimal that the

company had seen no real need to
put warning labels on the packag-
ing of the vaccine. Physicians are
well aware of the risks," noted a
spokesman for American Cyana-
mid.

The settlement has greased the
waya littlemore forastring ofsuits
againstcompanies that are not neg-
ligent, are in complete compliance
with the Food and Drug Adminis-
trationand are not at fault for paral-
ysis, argued the spokesman.

"Immunization vaccine compa-
nies have just been made even
fairer game."

American Cyanamid refused to
reveal the liability insurance pro-
gram for Lederle Laboratories. •

NIOSH reveals

mask defects
WASHINGTON-The National

Institute of Occupational Safety
and Health has disclosed serious
malfunctions of Survivair Mark I

pressure demand breathing appa-
ratus.

Users o f this model are urged to
remove the units from service im-

mediately and return them to the
manufacturer for inspection and
repairs. The masks are manufac-
tured by U.S. Divers in Santa Ana,
Calif.

Although the warning applies to
only the Suvivair Mark I masks, all
users of breathing apparatuses are
urged to have them inspected ac-
cording to the manufacturer's rec-
ommended procedures.

All problems with the units or re-
guests for information on any
NIOSH-approved breathing appa-
ratus should be directed to NIOSH,
Division of Safety Research, 944
Chestnut Rd., Morgantown, W. Va.
26505; phone 304-599-7595. •
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What J&H doesd know about London,
Willis Faber does.

J&H serves more leading multinationals than any
other insurance broker. One of the key reasons is our
unparalleled record of international cooperation with
Willis Faber & Dumas.

While other American brokers still seek a stable

relationship in the vital London market, we are entering our
88th year of exclusive association with this esteemed Bdtish
broker.

The strength of Willis Faber is just one example of the
resources J&H can call upon to uncomplicate the most

complex international Ask management problems.
In addition to having more of our own people

overseas than any other broker, J&H can add the global
strength of our 71-office network of exclusive broker
correspondents.

Now you know why 30 of the top 100 companies
have J&H as their principal intemauonal broker. And
another 15 have us on the team. And why J&H serves
nearly 30 percent of the rest of the Fortune 500.

The way J&H works makes a world of difference.

Johnson*Miggins
The private insurance broker. V\6 answer only to you.

RISK AND INSURANCE MANAGEMENT SERVICES, EMP[ OYEE BENEFIT AND ACTUARIAL CONSULTING THROUGHOUT THE WORLD



Thehome afthebraz

If ever there was a born hunter, it was needs cropped up, new policies had to be
the Indian brave. Alert, energetic and sure- developed, broader coverages had to be
footed, he was a supremely capable providen underwritten, new materials had to be tested
Today, however, the home of the brave is to determine new guidelines for client loss
vastly different from : : control programs.
what it once was. As a The results of

result, it's been neces- Allendale's flexibility
sary for him to find can be seen in a van-

new ways and new ety of ways. For
places to utilize his example, the typical
unique skills. The I . a Allendale-policyholder
search has taken him relationship is more
down many roads. But 1 than 20 years old,

none more dramatic */ 4 while some accounts

than the narrow path have been with us for

of the high rise con- more than 100 years.
struction specialist. Included in these

The determination accounts are a signifi-
of a property insurance cant majority of both
company to adapt its skills to changing con- the Fortune 500 and the Canadian Top 200
ditions could, likewise, lead it down a path industrials; companies that have become
where few dare to tread. To walk such a line and remained our dients because of their

would take a great deal of flexibility. It would commitment to maintain acceptable loss
take the ability to provide coverage in sit- control standards. In addition, several of the
uations that don't lend themselves to rule- largest corporations in other parts of the
book solutions. It would take the ability to world have chosen us for coverage.
be consistent whether the market was hard Perhaps all of your problems won't
or soft. It would take, no less than it would require the flexibility of the Indian brave to
to adapt to a career at 1000 feet above the solve. Nevertheless, we believe you'll be
street level, a specialist. glad to know that whatever these problems

For over 140 years, Allendale has are, at Allendale we won't take them lightly.
been changing with the times, tailoring its Allendale Mutual Insurance Company,
approaches to problem solving. As new Allendale Park, Johnston, Rhode Island 02919.

Allendale Insurance
Theproperty insurance spedalists.
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DAVIS, BORLAND & CO.
INSURANCE BROKERS

TWO WORLD TRADE CENTER, NEW YORK, N.Y. 10048 TEL: (212) 432-8800

Nassau county nets
30.6% cost savings
through trade zone

By ELLIS SIMON

MINEOLA, N.Y.-Nassau Coun-
ty slashed 30.6% off its bills for
property and boiler and machinery
insurance by remarketing the cov-
erages.

The property program, effective
Aug. 1 and covering insured values
totaling $712 million, is the first
municipal coverage written in New
York's Free Trade Zone, said
Douglas MacLeod, assistant direc-
tor of the county's real estate and
insurance bureau.

Now thereha new symbol
of stability in-reinsurance

Facultative Casualty
Reinsurance.

For a quote call your
broker or Met Re.

Met Re
Metropolitan reallystands byyou.

Metropolitan Reinsurance Company, P.O. Box 17, One Madison Avenue, New York City, N.Y. 10010
Phone (212) 578-7453/7947 Telex No. 640862

The Free Trade Zone is a provi-
sion in state insurance law permit-

ting specially licensed companies
to write high premium and exotic
risks without prior regulatory ap-
proval on rate and form.

Nassau's new property program
qualified for the Free Trade Zone
because it is written on a broad all-

risk form, Mr. MacLeod noted. The
program includes a substantially

increased amount of highly pro-
tected risk engineering services, in
recognition of the "risk getting
more lopsided to the highly pro-
tected risk area," he said.

Nassau, which borders on New
York City, is the area's largest bed-
room community, with a popula-
tion of more than 1.4 million.

County-owned properties include
a medical center valued at more

than $100 million, a 16,000-seat col-
iseum, a community college, two
sewage treatment plants, each val-
ued at more than $30 million, and a
$20 million-plus county court-
house.

Coverage is layered, with Ameri-
can Home Assurance Co., a mem-
ber of the American International

Group, writing the first $3 million
and American Protection Insur-

ance Co., a Kemper company, writ-
ing the $97 million excess layer.
Kemper's policy also includes

business interruption coverage for
limits of over $33 million and
$500,000 extra expense coverage
foreach facility on the medical cen-
ter and coliseum.

The combined premium is ap-
proximately $488,000, versus

$690,000 for the previous program
had it been retained. Nassau is also

raising its deductible to $100,000
per occurrence from $25,000. Over
a five-year period, gross savings
would be about $1 million, but in-
creased self-assumption of losses
would reduce this to about

$720,000, Mr. MacLeod said.
The county's loss experience has

been good. Over the past 10 years,
its largest property loss was a
$400,000 explosion at one of its
sewage treatment facilities.

United States Fidelity & Guar-
anty Co. had written Nassau's
property coverages, with the ex-
ception of the coliseum and medi-
cal center. These have been written

by Kemper since February and
were previously insured with the
Factory Mutual System.

U.S. F&G's quote was "very
competitive," Mr. MacLeod said,
noting the remarketing program
had been explored over the course
of a year with several insurers.

Effective Oct. 1, Kemper is writ-
ing all of Nassau County's boiler
and machinery exposures. It had
previously provided boiler and ma-
chinery coverage on the coliseum
and medical center as part of the
property coverage.

The Travelers Insurance Cos.
had written the balance of the
county's boiler and machmery ex-
posure, but Kemper came in with a
quote of $7,486 on this risk versus
Travelers' $22,738, Mr. MacLeod
said.

Richard A. Williams & Son of

Hicksville, N.Y., brokered both
programs. .

Sarasohn office
Sarasohn & Co. Inc., public ad-
justing firm, has opened a new re-
gional office in Chicago under the
supervision of Bruce Frazier, for-
merly manager of the Minneapolis
office.
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The Continental Insurance Companies
subsidiaries of The Continental Corporation
Home Offices: 80 Ma·den Lane. New York, N.Y 10038
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With Continentalls Boiler and Machinery Insurance, your clients can
handle either. They get fast, fair claims service from a company that's

been writing B&M coverage directly, and servicing it in-house, for over
100 years. And you get the benelits of a full multiple-line company that

can integrate boiler and machinery coverage into a complete property/
casualty package-then back it with: boiler/machinery specialists in each

of our 40 U.S. and Canadian ouices; claims representatives virtually every-
where; and a notable loss control and inspection program. So, call on
Continental. Then, whether your client's boiler booms or their machinery
busts, their business won't grind to a halt.
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around the states

N.Y. makes six-month report
on product liability optional

NEW YORK-The New York

state insurance department has
made insurance company report-
ing of product liability claims, pol-
icy cancellations and nonrenewals
optional for the first six months of
this year.

On Aug. 2, the department sent a
letter to insurers requesting the
data, but company objections that
gathering such information retro-
active to Jan. 1 "would be an ex-

treme hardship and involve tre-
mendous cost" prompted the de-

partment to revise the reporting re-
quirement.

The voluntary reports were due
to be submitted to the insurance

department by Oct. 15. Reports are
mandatory for future six-month
periods, beginning with the period

ending Dec. 31, and must be sub-
mitted 60 days after the end of the
period.

Rate increase

TOPEKA-The National Coun-

cil on Compensation Insurance has

filed for a 3.2% workers compensa-
tion insurance rate increase in

Kansas on behalf ofits 260 member

and subscriber companies. If ap-
proved, the increase would apply
to new and renewal policies effec-
tive Nov. 1 and would increase the

annual cost to Kansas employers
by $3.5 million.

Manufacturers would receive an

average rate decrease o f 2.5%, con-
tractors an average 7% increase

Aviation insurance policies are not all alike.Coverages vary-often considerably. And so doCosts.

This booklet is designed to help you-the avia-tion insurance buyer-decide which policy pro-vides the best combination of coverages for yourinsurance dollar.

The booklet is divided into four sections: Gen-eral Information, Aircraft Physical DamageCoverage, Liability Coverage and MedicalCoverage.

Each section contains the answers to questionsa buyer should ask befoit making a purchasedecision.

All answers are based on coverages providedby the USAIG All-Clear 360° Aircraft Policy-the first aviation insurance policy to be written inplain
, easy-to-understand language.In many cases the answers use language takennght from the policy.

--- For a free copy of this informative booklet, [ simply complete this coupon and send  it to USAIG, Marketing Department,110 William Street, New York 10038.
Name

Address

-- 1City

-Zip- 1
US#]16 1UNITED STATES AIRCRAFT INSURANCE GROUP New York - Atlanta - Boston - Chicago Dallas 1Denver - Houston - Los Angeles

San FranciscoToledo

Wichita 
1

and other industry classifications
would receive a 5% increase, insur-
ance commissioner Fletcher Bell

said.

If approved, this would be the
second workers compensation rate
increase this year. Rates were

raised 5.5% in July.

Benefits payable
HARRISBURG-Common-

wealth Court has ruled that

workers compensation benefits are
payable to the widow of an em-
ploye who committed suicide.

The 2-1 decision handed down

by a three-member court panel
held that the deceased's job led to a
depressed mental state, which led
to the suicide.

Previously, the court had held
that if an employe killed himself
while in an incontrollable state,
such as the result of an accident,
benefits could be awarded. How-

ever, since the law now compen-
sates for a work-related injury, the
court panel held that the work-
related mental illness can be acom-

pensable injury.

Accidental death
AUSTIN-Insurers rnay not

deny accidental death benefits to
survivors of persons killed in acci-
dents while driving under the in-
fluence of alcohol, the Texas su-
preme court has ruled.

Crown Life Insurance Co. had

paid $15,000 in basic benefitsto the
family of Jackie W. Freeman, but
refused to pay $15,000 in accidental
death benefits. Mr. Freeman's

blood alcohol content showed he
was intoxicated.

A Dallas district court ruled that
the death could not be deemed ac-
cidental under the terms of Mr.

Freeman's group policy, but the
appeals court disagreed and the
high court upheld that court's rul-
ing.

Refund to doctors
RUTLAND-More than 600 Ver-

mont physicians will have their
malpractice premiums reduced
next year by about 4.2%.

The reductions in premiums
paid to Aetna Life & Casualty will
range from 4% to 4.3% depending
on the medical specialty and are ef-
fective Nov. 1.

Aetna also said that $308,751 will
be returned to Vermont State Med-

ical Society members because of
favorable claims experience over
the past four years.

Malpractice panel
BISMARK-The North Dakota

supreme court has been asked to
determine the constitutionality o f a
state law creating a panel to review
medical malpractice claims.

The high court set a hearing Nov.
6 to decide if it should assume ju-
risdiction in the case, which has
not been appealed from a lower
court.

Wage-loss benefits
LANSING-Wage-loss benefits

paid to accident victims under
Michigan's no-fault automobile in-
surance law will rise to a maximum

of $1,636 per month from the old
standard of $1,475, effective Oct. 1.
The 10.9% increase reflects

changes in the cost of living as
calculated under the U.S. Depart-
ment ofLabor's consumer price in-
dex, said state Insurance Commis-

sioner Richard A. Hemmings.
Total maximum benefits have

also been increased to $58,896, a
jump of 61% since 1973. Wage-loss
payments are limited to a maxi-
mum duration of three years and
are a combination of benefits pay-
able through no-fault insurance for
wages lost because of injuries from
an auto accident and any other in-
come earned by the injured person
during a 30-day period. •



How many people areyoupaying
togatherdust?

When people can't work due to an illness or accident, it s
our job to help get them back in the job market again. It is a job that
ells for thorouNy trained professionals with great sensitivity to
the many areas involved in rehabilitation.

We're Crawford Rehabilitation Services, Inc. Established in
1972, we now provide rehabilitation services through our nation-
wide network of offices, conveniently located near metropolitan
area- centers. Each of our offices has highly qualified and experi-
enced personnel whose professional expertise is concentrated
in- providing: 1. Vocational evaluation and testing; 2. Counseling;
3. Labor market surveys; 4. Selective job lacement.Through such aprogram we can fetermine what people
can do, despite any disability andthen try to find a way to return
them to their original jobs or suggest ways to modify a job to mal<e
it less demanding. If that is not feasible, we direct them in securing
work with other employers.

Manx many valuable individuals-who otherwise may have
been left to ather dust through unemployment- have beenreturned to Lalthy productive lives in the labor market through
our services. This also has saved a great deal of money f6r those
who were involved in supporting the unemployed individual.

So if you happen to be involved in workers' compensation,
long term disability, or other programs involvingdisability cover
ages, our services could save vou a lot of money mr complete
details, just write: Crawford Rehabilitation Services, Inc„ P.O. Box
5047, Atlanta, Ga. 30302. Crawford Rehabilitation Services,:Inc, L
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Ontario RIMS members show

faith, loyalty to their brokers
TORONTO-In a wide-ranging

study of its members' experiences
and attitudes toward brokers, the
Ontario Risk & Insurance Manage-
ment Society found that the over-
whelming majority of insurance
managers:

• Are loyal, sticking with a bro-
ker for the last three years or more.
• Enjoy being wined and dined

by their brokers.
• Wouldn't hesitate to insist on

speaking directly w.th an insurer
to better explain a r:sk.
• Believe their brokers are very

honest and believe :hey are :imi-
larly honest in their dealings with
brokers.

• Consider tneir relationships
with their account reI:resentatives
to be close.

The survey questicnnaire :ent to
about 120 corporate members of

ORIMS elicited 47 responses, pro-

viding insights into experiences
ard atitudes covered by an ex-
hfustive 57 questions.

Two-shirds ofthe insurance man-

a zers said they use two or more
brokers for their corporate insur-
a_ce needs. All but one of the par-
ticipants have dealt with the cur-
rent (main) broker for three rears
or more.

Three-quarters of the group said
they nave a close relationship with

the account representative of their
main broker.

Members ofORIMS by and large
haven't experienced many situa-
tions where they are told by their
bosses which brokers they must
work with. Only eight out of 46 re-
spondentssaidthey'deverencoun-
tered this politically sensitive
problem, though a few more
divulged they had at some time
been "advised" by a boss about the
broker to be used.

There was a surprisingly even
split (24 to 21) on the question if
whether they'd resent any intl" 1-
sion by a superior into this broker
selection, with only a slight majer-
ity indicating they would be un-
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Said Simple Simon to his former client
My insurance costthat much more?"

Simon was an excellent, hard working insurance
agent. He provided his former client with the
extra protection that was needed with the best
insurance buy he could make. He thought his
insurance solutions were an unbeatable value.

And, they were.
But Simon, being a simple fellow, did not

understand that insurance is just one way to
provide protection for customers. To Simple
Simon, Risk Management solutions were just too
complicated. He was too busy running h s agency
and selling insurance to take the time to learn

risk management procedures. And, Simon lost!
Too bad, our simple approach to insurance

ard risk managemer.1 is such a new idea that it
came along too late to help poor Simon. Perhaps
lt's not too late for you. We'd simp/y love to help.

WRITE OR CALL TODAY FOR A COPY OF OUR BROCHURE

"RISK MANAGEMENT MADE SIMPLE."

01 course, you're more sophisticated than
Simon. But send for our brochure anyway. Then,
you'll have the simple answers any client can
inderstand.

Simply Great Solutions!

W H&W RISK MANAGEMENT SERVICES
19752 MacArthur B!vd., Suite #150
Irvine, California 92715

Phone: (714) 851-9122
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happy with such a suggestion.
In 23 cases, risk managers said

their brokerage account represen-
tatives at one time or another had a

senior person from the brokerage
firm contact their bosses. But 22

said this never happened. In about
two-thirds of the companies whose
risk managers responded, the ac-
counts rep has dealt with the risk
manager's boss.

Five insurance managers said
they are wined and dined about 12
times a year by their principal bro-
kers, while another 16 commented
they are entertained about six
times a year by their brokers. Two
out of five participants said they
play golf or socialize with brokers.

Only seven risk managers said
they had ever visited Lloyd's of
London with their broker, al-
though nearly half said they go out
of town to inspect risks with their
brokers. In all but one case, risk
managers who'd been to Lloyd's
concluded the trip was necessary.

Insurance managers over-
whelmingly indicated they enjoy
being entertained by their brokers,
although only about 40% admitted
they consider this opportunity to

be wined and dined a"perk" of the
insurance buyer's job.

Most participants in the survey
ask their brokers for competitive
bids, with a mgjority preferring to
ask for conceptual proposals to be
able to assess an existing program.

With few exceptions, insurance
managers answering the ORIMS
queries said they'd find it easy to
tell a broker of plans to have others
assess an insurance program.

They'd also find it comparatively
easy, they said, to tell the principal
broker of dissatisfaction with the

service being provided.

Only a few participants don't
think their brokers' services are

keeping pace with the client
company's expansion, and only a
couple complained their brokers
weren't "on the ball."

But more than a third of the in-

surance managers say their bro-
kers take them for granted, which
may tie in with the response of

about 15% of the group that the
brokerage account rep gives prior-

ity to larger or other clients.
Ten survey participants said

they've fired a broker in the past,
usually because services weren't
good enough.

One manager commented gener-
ally that his company is dead set
against brokers sending presents
forthe holidays and he thinks"that
should be strongly enforced."

Several managers commented
that they sometimes insist on pick-
ing up the check at lunches, so the
broker isn't always expected to be
doing the entertaining. One said he
makes a practice ofwining and din-
ing his broker six times a yaar.

Without exception, insurance
managers said they are scrupu-
lously honest with their brokers
and all but one said they believe
brokers are very honest with them.

Two out of three managers said
they implicitly trust their account
representatives at the brokerage
firms, but six managers com-
mented that an accounts rep has

"played dirty pool" when a mgjor
coverage was switched to another
broker.

One-third of the insurance buy-
ers pay.fees to brokers for services,
with a mgjority noting they've at
least discussed payment o f fees for
services. But fully one out of every
three insurance managers partici-

pating in the ORIMS survey admit-
ted he didn't know what percent-
age of commission brokers were
paid. •

Insurer moves
The Union Indemnity Insurance
Co. of New York, a wholly owned
subsidiary ofbrokers Frank B. Hall
& Co. Inc., has moved its adminis-
trative and executive offices to

Greenwich, Conn.



EEC product liability proposa I
faces business opposition

By JERRY GEISEL
9

BRUSSELS-Europe's drive for
a uniform product liability law still
faces many obstacles despite last

month's advisory panel approval of
the European Economic Commu-
nity's proposed product liability
directive.

The directive, which was cleared
by the EEC Commission,. an advi-
sory group, now goes to the Coun-
cil of Ministers, whose nine mem-

bers represent the governments of
each EEC country. The Council of
Ministers is where the real power
lies..

When the council begins consid-

ering the directive, a process that is
not expected to begin until next
year, it will be subjected to intense
pressures from business groups
which are very concerned about
certain directive provisions.

"Now that the directive is back in

the governments' laps, industry
can now lobby their own govern-
ments on the issue," says Euro-
pean observer Frank A. Orban III,
international counsel atArmstrong
Cork Co. in Lancaster, Pa. "This
lobbying will go on in a very in-
tense way."

Manufacturers are especially
worried about a section of the di-

rective that would make them re-·

sponsible for '"developmental

risks," even if they could prove in
thelight of scientific developments
that the defect was unforeseeable

and unavoidable.

Making manufacturers liable for
unforeseeable developmental risks
"is a bit too radical for govern-
ments" to accept and the council
probably will make some changes
in that area, Mr. Orban says.

On the other hand, the directive's
statute o f repose, which would bar
productliability suits 10 years after
a product was first sold, is under
attack by consumers as being too
short and it too may be revised.

Consumers argue that a time lim-
itation on filing suit should not ap-
ply in cases involving toxic sub-
stances, where injuries may not
turn up for 10, 20 or 30 years after

Lobbying against the prod-
uct liability proposal will be
intense, says Frank A. Or-
ban 111, international coun-

sel of Armstrong Cork Co.

initial exposure.
The council's consideration of

the directive is expected to be slow
and careful and it may ask the EEC
Commission to revise the directive.

Technically speaking,· the direc-
tiveneeds only the supportof a ma-
jorityofthe council members·to be
approved. But in reality, the coun-

cil does not approve directives un-
less all members are united in favor

of it.

The need to line up unanimous
support. could present problems
for the EEC product liability direc-
tive since the British are concerned

that the directive will preempt its
Parliament from acting indepen-
dently to refine its product liability
law:

If the council approves it-and a
vote is not expected for atleast two
years-EEC countries will have up
to 18 months to pass legislation

closely corresponding to the
directive's principles.

The EEC directive, unveiled in
1976, is an attempt to end the jum-
ble of varying product liability
laws in the EEC that distorts com-

petition by placing a greater bur-
den of liability on manufacturers in
some countries than in others.

The EEC directive as written is a

lot tougher in some instances than
1.ability theory guiding U.S. courts.
In the U. S., it is up to the plaintiff
to prove a product was defective at
the time it left the manufacturer's

control. But under the EEC direc-

tive, the manufacturer will have to

prove the product was not defec-
tive when it left his hands, a tre-

British physicians ioin
protest against the la-

LONDON-U.K. doctors are pro- U.K. Hospital Consultants Assn.
testing that proposed product lia- "This will lead to an intolerable

bility rules in the European Com- burden on the relationship be-
mon Market area will make it hard tween doctor and patient. The out-
for them to treat their patients. come will very likely mean that

The Brussels-based European doctors will decide to reduce the
Economic Commission proposes number of patients they see in this
manufacturers will be liable for event."

their products up to 10 years after Food and drink manufacturers,
they go on sale. Consumers will be he points out, might find it fairly
able to file suits whether or not easy to comply with the rules. But
they used the product negligently pharmaceutical manufacturers
and the manufacturer must prove will find it difficult to list all the

the product itself was not defec- possible risks of their products on
tive. the label.

"It seems highly likely that phar- Heisurgingallmembersofmed-

maceutical companies will insist ical associations in western Europe
on doctors - warning their patients to try to get the proposed rules
of all possible hazards ofeach drug changed·before they are put before
they prescribe," said Alan B. the European parliaments for rati-
Shrank, deputy president of the fication. •

USFA to launch attack on arson

WASHINGTON-The U.S. Fire

Administration has received

$500,000 from the Law Enforce-
ment Assistance Administration to

expand and develop a national at-
tack on arson.

The program will be coordinated

by USFA's office of planning and
education and marks the first time

USFA has received this type of

monetary assistance.
The USFA willconduct arson de-

tection and investigation courses
for firefighters, investigators and
fire and police officials; present a
course for prosecutors; design an
arson program for volunteer fire-
fighters, and develop arson task
seminars for agencies and munici-
pal officials. .

mendous shift in the burden of

proof, Mr. Orban observed.
The directive limits to $27 mil-

lion the amount of damages that.

can be awarded against one com-
pany for personal injuries caused
by one product defect. Liability for·

property damage is limited to
$18,000 for each claimant and the
liability limit on movable property
is $60,000 on an individuar claim
rather than on a cumulative basis.

Damages for pain and suffering

are prohibited, a provision to
which consumer groups object.
Wholesalers and retailers would be

excluded from liability for dam-
ages caused by products they
handled unless the manufacturer

could not be identified.

Although approval of the direc-
tive still may be a long way off,
eventual enactment is likely, say
informed observers. "The directive

will be passed in one form or an-
other. But not in this one," Mr. Or-

bansays. .
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• Stop Loss for Self Insured Benefit Plans
Aggregate

Specific

Catastrophic Coverages

I Mangement Services for Self
Funded Benefit Plans

•EGO Coverages for
Claims Administrators
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Attorneys
Actuaries & Pension Consultants

i Ransom and Kidnap Coverage
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• Blanket Bonds for Banks and Other
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BROUGHER AGENCY, INC.
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10 Downing Street
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Greenwood, Indiana 46142
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MIAMI and FARGO

. are first lines of defense against spiraling insurance costs. To call in the
ARMI . . Assurex Risk Management Institute . . in these areas (or
elsewhere in more than 40 states and 16 foreign countries) call your

Assurex International broker.

D. R. MEAD & COMPANY  FARGO INSURANCE

1900 Biscayne Boulevar dMiami. Florida 33132 Fargo National Bank Building
AGENCY. INC.

305-576-1101 12th Floor

Fargo. North Dakota 58102
701-237- 3365

See cur ad on page 6

Mex. drill company
-ill pay liability suits
in oil spill: U.S. firm

By ELLIS SIMON

DALLAS-SEDCO (Southeast

Drilling Co.) says any liability
awards against it stemming from
the Campeche oil spill will be in-
demnified by Permargo, the Mexi-

can drilling company that had
leased the ill-fated SEDCO Rig 135.

Commercial fishermen, shrimp,
crab and oyster operators in South
Texas have filed a $155 million

class action suit against SEDCO,
Permargo and PEMEX, the Mexi-
can state-owned petroleum com-
pany that hired Permargo to drill

Our seIMunded employee benefits prog ram
will be tailored to fit you better.

With employee benefit costs constantly escalating,
it's more important than ever to have an integrated
and economic program which fits your organiza-
tion's needs. Gallagher has pioneered in self-
insured benefit planning services and administra-
tion of such programs as group life, pension
and profit sharing plans, and tax shel-
tered annuities. In addition to the

overall advantage of better claims
and financial control, Gallagher
Benefit Planning Services offer you

other conspicuous benefits. Retention and invest-
ment of capital funds in your own company.
Guaranteed excess coverage protection for you
against losses beyond a specified dollar figure.
And, of course, a custom tailored plan designed to

your precise requirements. Like to know
more about this significant new way to
shit a major financial and administra-
tive burden from your shoulders?

Just contact.us. We have "the fit" for

you! No obligation, of course.

ARTHUR J. GALLAGHER & CO.
Gould Center, Golf Road, Rolling Meadows, Illinois 60008 · Phone 312/640-8500

• An International Organization Providing Excess Coerages and All Related Services for Self Insurers
• Brokers for Commercial, Industrial and Institutional Insurance Programs

off the Mexican coast.

The suit, filed in federal court in

Houston, contends that oil from
the still-uncapped leak "substan-
tially and irreparably damaged"
marine life along the South Texas
coast.

SEDCO leased the rig to Per-
margo on a bareboat (no crew)
charter basis. Under a separate
contract, it provided the Mexican
firm with laborers and technical

advice, said Irving Davis, SEDCO's
vp-taxation.

The Dallas-based firm has de-

nied any liability in the case and
has been granted an Oct. 23 dead-
line for filing of suits against it. In
addition, SEDCO has asked a fed-
eral judge to exonerate the U.S.
company from any claims or to
limit its liability to $300,000.

"We're protected (against liabil-
ity) in our contract with Per-
margo," Mr. Davis said. "We also
understand Permargo is protected
in its contract with Pemex."

It is common practice for owners

of drilling rigs to be indemnified
against pollution liability by the or-
ganizations chartering their rig. Pe-
mex, which would be ultimately
responsible for hiring the rig, is be-
lieved to have been uninsured for

pollution liability at the time of the
blowout.

On June 2, Permargo removed
the drilling equipment from the
well and failed to fill the well with

sea water after the rig lost circula-
tion of drilling mud, a mixture of
chemicals and water used to lubri-

cate the well and keep pressure
down, Mr. Davis said.

SEDCO personnel had advised
Permargo not to remove the drill-
ing equipment from the well un-
less drilling mud circulation was
reestablished or the hole was filled

with sea water, he said. The follow-
ing day the drilling pack was re-
moved and the well blew, capsiz-
ing the rig, which was later scut-
tled.

Although Permargo is a privately
held Mexican corporation which
can be sued in the United States,
questions had been raised as to

whether government-owned PE-
MEX could be taken to court.

Plaintiffs' attorney Joseph Jamail,
who represents the South Texas
commercial fishermen, says it can,

citing the U.S. Foreign Immunity
Statute passed in the early 1970s
allowing U.S. citizens to bring ac-
tion in federal court against coun-
tries involved in commercial enter-

prise.
"It is immaterial whether Mexico

recognizes this provision since

they have assets here that I can
levy against," he added.

Mr. Jamail said he is "convinced

we'll be able to defeat SEDCO's

claim" of no liability since he in-
tends to introduce evidence to

show that SEDCO had supervisory
control of the drilling rig.

Some legal experts believe that
in order to prevail against SEDCO,
Mr. Jamail Would have to prove the
rig was defective at the time of the
blowout and that SEDCO knew or

should have known this. However,

a good deal o f his evidence lies un-
der 8,000 feet of water off the Mexi-
can coast •

New RBH company
Rollins Burdick Hunter Co. has ac-

q uired Sturm-Roseberry & Associ-
ates, an insurance brokerage in
Billings, Mont. The acquisition will

become the Billings office of Rol-
I ins Burdick Hunter of Montana.



Personal iniury awards drop in Illinois
CHICAGO-The average per-

sonal injury verdict in the 1978-79
Illinois court term dropped to
$54,643 from $59,319 the previous
year, the Illinois Insurance Infor-
mation Service said in its Illinois

Jury Verdict Reports.
The decrease resulted from a

lack of "blockbuster" awards in

Downstate counties, the report in-
dicated. In Downstate counties.

the defense won 52% of the ver-

dicts, the highest figure in 17 years.
The average verdict in the 209
cases tried was $37,028, down from

$42,970 in 1977-78, resulting in an
all-time low gross award of

$1,917,413.
But in Cook County, juries

awarded in favor of 51.5% of the

plaintiffs in 757 cases. Although
the number of cases was down

from last year's 829, gross awards
remained high at $24,029,186, only
slightly less than last year's
$26,046,090. The average verdict
was $64,423, the highest since the
record $66,243 in 1974-75.

The Illinois Insurance Informa

tion Service, an association of lead-

ing property/casualty insurers in
the state, compiles jury verdicts
periodically for its members based

on information provided by insur-
ers and attorneys in Downstate Illi-
nois and from statistics compiled
for Cook County by the Cook
County Jury Verdict Reporter.

The average Downstate award in
wrongful death verdicts, $51,817,
dropped from $73,750 last year.
Plaintiffs won 55% of the court

cases. Most of these cases-23%-

were filed for the deceased guest
passenger against his or her own
driver and 62% of these were won

by the plaintiffs. Only 19% of the
cases were filed for pedestrians
and the plaintiffs won 17% ofthese.
And suits for the driver killed in a

head-on collision comprised 12% of
the cases; awards were made in
50% of these.

In 25% of all Downstate cases

this court term, the plaintiffs
claimed a whiplash ailment. The
juries awarded an average $21,759
verdict in 58% of these whiplash
cases, or $652,778 in gross awards
Four counties had the majority of
these cases: DuPage ruled in favor
of 55% of the plaintiffs, Kane in fa-
vor of all defendants, Lake split

50/50 while Winnebago was in favor
of 57% of the plaintiffs.

Most of the medical, financial or

legal malpractice or product liabil-
ity trials were in the counties sur
rounding Cook. Plaintiffs won
more than half of the malpractice

suits and one-third of the product

James division,
branch merge

CHICAGO-Fred S. James & Co

Inc. has merged its mass-market
ing subsidiary, James Group Ser
vices Inc., with its local corpora
tion, Fred S. James & Co. of Illi
nois, to eliminate disputes over
which division handles trade asso

ciation accounts, said executive vp
Douglas Pallay.

"We've had several trade associa
tions who wanted us to handle

business for their members and it's,
been debatable whether the ac

counts should have been handled
through the mass-marketing divi
sion or the James of Illinois em

ploye benefits staff," he said.
The combination concentrates

the broker's total life, disability

special risks and employe benefits
under one management headed by

Mr. Pallay, former president of
James Group Services Inc.

"We also expect to be more effec
tive with our markets because of

the attention our combined vol

ume will demand," Mr. Pallay
noted.

liability suits.
Filings in medical and financial

malpractice suits are spiraling in
Cook County, with 671 filings for
medical in the firsteight months of
this year compared with 485 in the
same period last year. Financial

malpractice filings totaled 234
cases this year compared with 205

last year.

The trend in malpractic€ suits is
toward fewer trials but more

settlements-and in Cook County,
where settlements are at an all-

time high, they appear to be much
greater than the awards for cases
brought to trial.

Medical malpractice awards in

Cook County totaled $1,878,000

this past court term, with an aver-
age verdict of $313,000 in the six
guilty verdicts. Last year seven
awards totaled $972,900, with an
average verdict of $138,985. The to-
tal amount of settlements was

$27,552,440, for an average settle-
ment of $82,989.

Two-thirds of the product liabil-

ity suits filed in Illinois were found
to be without merit, the publica-
tion says, and only 14 in Cook
County were decided in favor of
the defendant this past court term.
The 14 resulted in a total award of

$3,601,348 and an average verdict
of $257,238. •

Insure with The Slip.
Now writing a whole world of offshore risks.

Production platforms, drillships, jack-ups, semi-submersibles, pipe laying barges. All American Marine Slip
covers them all. And more. The Slip also writesundersea mining equipment, submarines, seismographic

vessels, and deep sea dredgers.

The ability to serve such a wide range of risks reflects both The Slip's growing capacity, and
its reputation for underwriting expertise.

Now in its seventh year of operation, The Slip is a syndicate of 31 insurance
companies managed by Marine Office of America Corporation.

I f you're seeking coverage for any unusual, high-value marine exposure,
considerthe All American Marine Slip.

Have your agent or broker contact Robert G. Lowry, President,
All American Marine Slip, 99 John Street, Box 313 Peck Slip

Station, New York, N.Y. 10038. Phone: (212) 374-2667.

The American alternative

All American *
Marine Slip '41'
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some of our "neighborhood kids". In this,

Albert J. Tahmoush, Chairman and
CEO of Frank B. Hall & Co., Inc. with

International Year of the Child, we
have millions of good reasons to

International Year continue our growth strategy ...
of theChild 1979 most are under ten years of age.
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growth strategy.
,

Worldwide expansion and refinement. McI)onald s, and PepsiCo, ...
Rapid, extensive but carefully planned.

Over 5,000 insurance professionals.
16 preserve growth opportunities for Over 150 offices. In more than 40 nations.

Pierre and friends. Protecting the firms they We know the people, know the problems.
may someday work for, manage or own. Intimately.

To better protect and serve our
Frank B. Hall & Co. A major influ-

worldly clients. Occidental Petroleum, ITT, ence in every world marketplace. Ready to
Pan American, Raytheon, Ringling Bros., preserve and protect your tomorrows ... today,

1-,„799M Frank B. Hall & Co.International Insurance BrokersWe make your world safe. You make us world.famous.
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New policy guarantees
1st Amendment defense

NEW YORK-Newspapers will
soon be able to buy insurance poli-
cies guaranteeing up to $1 million
in defense funds for court cases

challenging the First Amendment
rights o f the press.

The first-time-ever policy, under-
written by the Mutual Insurance

Co. of Bermuda, the group captive
of the American Newspaper Pub-
lishers Assn., will be offered to the
1,300 ANPA members as a way to
stem what some publishers see as

an alarming rise in court restric-
tions on the press.

"We are trying to make it possi-
ble, particularly for the smaller pa-
pers, to be able to finally go up to
bat instead of having to run be-
cause of the huge legal costs in-
volved," explained Arthur Hanson,

Z

general counsel to the ANPA.
Other supporters of the program

have argued that many small pa-
pers have been unable to defend
themselves against legal chal-
lenges because they don't have the
money to invest in lengthy court
battles. Those few papers that do
press First Amendment defenses
in the courts usually have relied on
donations from newspaper associ-
ation groups or other press bene-
factors.

The First Amendment insurance
policy is still being hammered out
by Mr. Hanson and others but it is
expected to cover such things as
gag orders, restrictions on press ac-
cess to government information
and other issues touching on "free-
dom ofthe press" rights. Mr. Han-
son said he has sent out question-
naires to more than 100 lawyers

asking for their suggestions about
what to either include in or restrict

from the policy.
Premium rates have not been de-

termined for the policy, Mr. Han-
son said, but would probably be
based on individual papers' circu-
lations. He said deductibles for the

$1 million per occurrence policies

would probably range between
$2,500 and $25,000.

Mutual Insurance Co. also pro-
vides libel insurance and strike in-

surance for newspapers.
The First Amendment policy is

expected to be available by the be-
ginning of 1980. It was recently en-
dorsed by both the ANPA and the
Reporters Committee for Freedom
of the Press. •

8 brokers hold
15%: M&M

BOSTON-The group of eight
leading national insurance bro-
kers, consisting of the seven

largest publicly held firms plus
Johnson & Higgins, control an esti-
mated 15%-plus share of the total

commercial property/casualty
market, with direct writers close

behind holding 14%, said Harold H.
Hines Jr., president of Marsh &
McLennan, speaking at the annual
conference of the Society of Char-
tered Property & Casualty Under-
writers here.

These brokers, he said, have now
advanced beyond the stage of the
"cottage industry" that the broker-
age business has heretofore been.
Their share of market, he esti-
mated, will grow by 1.5% per year.
He subsequently told Business In-

surance the figure is probably clo-
ser to 1% cash each year in market
share growth.

Mr. Hines's comments were in

response to a question from a risk
manager, a member ofCPCU, who
asked about the issues surround-

ing increased concentration and
control of the commercial insur-
ance business in the hands of the

so-called alphabet houses of the
brokerage business. Mr. Hines
doesn't believe there is enough
concentration of the business in

the hands of a few firms to worry
about.

This estimate of the eight firms
holding 15% of the commercial
property/casualty market differs
from the estimates Business Insur-

ance has published (Aug. 6) indica-
ting the 10 largest insurance bro-
kers control 30% of the total com-

mercial insurance business, in-
cluding group lines.

Subsequent conversations with
Mr. Hines and several other indi-

viduals close to the brokerage in-
dustry indicate that the true figure is
probably about midway between the
15% and the 30% figures. •



Product liability complaints surge:
WASHINGTON-Product liabil-

ity complaints filed in U.S. district
courts increased sharply in the last
year, the administrative office of
the U.S. Courts reports.

According to the courts' prelimi-

nary annual report, 6,132 product
liability cases were filed in U. S.
courts in fiscal 1979, 40.3% more
than fiscal 1978 when 4,372 cases
were filed. Fiscal years end every
June 30.

Although most federal courts ex-
perienced increases in the number
of product liability cases filed, one
ofthe biggest percentage increases
occurred in the District of Colum-

bia. The number of cases filed

surged 407.7% in one year, increas-
ing to 462 in fiscal 1979 from 91 in
fiscal 1978.

This huge increase was the direct
result of more than 400 suits filed

against the federal government in
connection with the 1976 swine flu

program, the administrative office
explained.

West Coast litigation also
jumped significantly because of
the large number of airline per-
sonal injury suits, filed in connec-
tion with the crashes of a Pacific

Southwest Airlines jet in Septem-
ber 1978 in San Diego and anAmer-
ican Airlines DC-10 in May at
Chicago's O'Hare Airport. In both
disasters, most of the victims came
from the West Coast.

In California, the number of
cases filed shot up to 510, from 162
cases filed in fiscal 1978, a 214.8%
increase. In Washington, a 464.9%

Brown vetoes

Babity bI
SACRAMENTO-In a move that

surprised business groups, Califor
nia Gov. Jerry Brown vetoed a

product liability bill (AB 18) that
would have given manufacturers a

defense if their products were al
tered or modified without their

consent.

In his veto message, Gov. Brown
said he opposed the legislation,
which previously passed the

House assembly by a more than 2-1
margin, because ambiguities in the
measure could actually increase
the amount of litigation.

Gov. Brown also contended that

recent court decisions already pro
tect manufacturers if an unauthor

ized alteration resulted in an in

jury. He questioned if there would
be any premium savings for busi
nesses if the legislation passed.

A spokesman for the California
Manufacturers Assn. said the tort

reform measure was needed to re

store balance to the legal system
He said it is unclear if the legisla
ture will attempt to override the
veto when it returns next January

Meanwhile, in Ohio, the state
Senate last month on a 22-10 vote

approved a comprehensive prod
uct liability bill (SB 67) that bars
suits based on strict liability 10
years after the time a product was
put into use. This time limitation
however, would not apply to cases
involving toxic substances.

The Ohio measure also would

give manufacturers a defense ifthe
product were altered or modified
Products would be presumed non-
de fective if they complied with the
state of art prevailing at the time of
manufacture or if they conformed
to state or federal safety standards

"Considering that we had the
combined powerful opposition of
triallawyers and organized lawyers
against us, we're delighted that the
Senate approved the bill," said
Bob Day of the Ohio Manufactur
ers Assn. in Columbus.

The bill now goes to the House
Hearings have not been set yet. •

increase was recorded, with the
number of product liability cases
rising to 209 in fiscal 1979 from 39
cases filed in fiscal 1978.

Seven states saw decreases in

c·ases filed: Massachusetts; Ver-

mont; Virginia; Alabama; Tennes-
see; Iowa; and Hawaii. Of these
seven states, Tennessee showed
the biggest decrease, with cases de-
clining in one year to 111 in fiscal
1979 from 178 in fiscal 1978, a 37.6%
decrease.

As in past years, the U.S. Court
report revealed that the number of

product liability cases filed in a
state is not directly linked to a
state's population.

For example, Louisiana, the 20th

most populous state, had 340 prod-
uct liability cases filed in U.S.
courts in fiscal 1979, making the
state fourth in the number of cases
filed.

California's 510 product liability
cases gave it the dubious distine-
tion ofhaving the most product lia-
bility cases filed in federal court.

Second in the U.S. district court

product liability standings was
Texas with 475 cases, followed by
the District of Columbia with 462

cases and Pennsylvania with 444
cases.

Of the 50 states and the District

of Columbia, Wyoming won

honors, from business and insur-
ers' viewpoint, by having the few-
est number of product liability
cases filed in U.S. district courts in

fiscal 1979-nine.

In North Dakota, meanwhile,
which had tied Wyoming last year
in having the fewest number of
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Report
product liability cases, the number
of cases filed rose a whopping
212.5%. In fiscal 1978, eight prod-
uct liability cases were filed, com-
pared with the 25 cases filed during
the latest fiscal year.

Ironically, North Dakota was the
first state this year to pass a prod-
uct liability bill placing new re-
strictions on injured consumers
who file suit to recover damages-
That new law, it seems, so far has
not held down the number of suits

filed in federal court in that
state. •
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With the magnitude of business risks
expanding, sophisticated techniques are
being developed to determine more pre.
cisely the optimum degrees of risk reten,
tion for a company's exposures.

A brief review by INA of an insurance
topic of interest to business executives.

In an increasingly demand-
ing economic environment, cor-
porate financial executives are re-
examining the capital and cash
flow needs of their businesses.

Part of this analysis focuses on
the cost of business insurance,

which in the typical corporation
has risen in direct proportion to
expanded exposures. In this en-
vironment, corporate risk man-
agers are attempting to structure
their insurance programs to help
enhance cash flow without

jeopardizing financial results
through inadequate protection
against losses.

Specifically, they are looking

for ways that will help determine
the most productive retention
levels for their companies' grow-
ing exposures to risk and finan-
cial loss, recognizing that the
ability and willingness to bear
risks can vary sharply from one
company to another.

For example, it might be
advantageous to retain, either
partially or completely, such
exposures as automobile fleet
physical damage and workers'
compensation, where losses tend
to have a high degree of predict-
ability. Dollars that would oth-
erwise be committed to insur-

ance premiums would then be

available for corporate use. Be-
fore setting specific retention
levels, however, a determination
is needed of the maximum a-

mount of loss, in dollars, a com-

pany would be willing to bear.
Based on trend analysis, the

availability of coverages and,
most important, personal
knowledge and judgment, there
are several approaches to estab-
lishing this amount.

Maximum retention limits

Perhaps the most common,
particularly for publicly held
companies, is an earnings-per-

share determination, in which

uninsured losses are retained up
to the limit where they will ad-
versely impact the company's fi-
nancial results. This figure is
sometimes set at five percent of
the company's operating earn-
ings for its most recent year.
Thus, a company reporting pre-
tax earnings of $60 million
would not retain risks with a

maximum possible loss in excess
of$3 million.
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RetentionLevels
A second method is to use a

percentage of net working capi-
tal, generally between one per-
cent and five percent. This
method is frequently employed
because it is based on corporate
liquidity.

And a third method is based

on an earnings-and-surplus
yardstick. Here the limit of re-
tained losses is set at a given
percentage of current retained
earnings, plus an equal percent-
age of average pretax earnings
over the preceding several years.

In each case the figure repre-
sents an aggregate maximum re-
tention for all lines. It is usually
fixed at the beginning of each
fiscal year to reflect an up-to-
date picture of the company's fi-
nancial position.

Arriving at specific
retention levels

Having ascertained a maxi-
mum retention amount, the next

step is to determine the opti-
mum choice among a number of
possible specific retention levels.

This is done by a fairly com-
plicated procedure. Essentially,
it consists of taking two varia-

bles - the maximum retention

figure expressed as a company
risk tolerance level, and another

factor called the "risk-adjusted
cost" - and using them as the
two axes of a graph. Various re-
tention options (such as com-
plete self-insurance, $10,000
deductible, $50,000 deducti-

ble) are then plotted on the
graph as curves. The best deci-
sion at a given risk tolerance
level is that option having the
lowest risk-adjusted cost.

An example is a large inte-
grated oil company with an ex-
perience of 720 property damage
claims, both open and closed,
over a recent three-year period.
The average severity was
$11,214, with a maximum pos-
sible loss per occurrence of $2.5
million. The expected frequency
was 240 occurrences a year and
the expected aggregate loss was
$2,691,464.

After taking into account
both the expense of self-
insurance and the premiums for
commercial insurance with vari-

ous deductibles, risk curves were

computed and plotted for a
number of options. They in-

Why risk a lot for a little?
Behind all methods of risk analysis is some

tried-and-true economic wisdom. For example,
when the likelihood of loss is remote, but would

be severe if it occurred, both theory and practice
suggest the same answer. Insure.

cluded full retention of the risks

by the company; partial reten-
tion, with a large deductible;
and full coverage by commercial
insurance. The results indicated

that at the company's risk toler-
ance level, the preferable option
would be an insurance policy
with a deductible of $1 million.

Even with the assistance of

techniques such as these, setting
risk retention levels remains a

subtle and sometimes demand-

ing process. Risk managers have
found that consultation with in-

surance agents, brokers, and
companies providing insurance
products as well as self-insurance
services is often invaluable in ar-

riving at viable solutions.
***

The Insurance Company of
North America was founded in

1792 in Independence Hall,
Philadelphia. Today it iS the
largest component of INA
Corporation's international net-
work of insurance and financial

service companies. In property
and casualty insurance and risk
management services, life and
group insurance, health care
management, and investment
banking, INA and its affiliated
companies offer a unique combi-
nation of products and services
to business and industry around
the world.

INA insurance products and
services are available through se-
lected independent agents and
brokers. For an informative

booklet on determining risk re-
tention levels, write INA, 1600
Arch Street, Phila., PA 19101.

INA
The Professionals
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The purpose o f this article is not to attack
the concept of HMOs-we believe they are a
valid and viable health care alternative-but

to point out the problems created by trying
to force an HMO on an employer as part of
its own employe health plan.

It all started in March 1978 when the De-

partment of Labor, in a news release and not
through proposed regulations, announced
that a federally qualified HMO was not a
plan under ERISA, but a benefit under an

Kenneth K. Keene, FSA, is a senior vp and

director of Johnson & Higgins in New York,
a frequent contributor to these Perspective
pages and an astute analyst of regulation
emanating from Washington.
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Employers suffer sickly effects
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from government's HMO treatment
By Kenneth K. Keene f- --I---1- -b*--- . benefit under the plan or in addition oras an

4 alternative to one or more other benefits.
. That each HMO in which membership

is available will supply to the participant or
beneficiary, upon request, written informa-
tion on services provided, conditions for eli-
gibility and circumstances under which ser-
vices may be denied and procedures for ob-
taining services and claims procedures.
• That requests for the above information

be addressed to the plan administrator, to be
forwarded to the HMO.

ASHINGTON, D.C., loves healthmaintenance organizations and it
dearly wants everyone else to feel the same.

But when everyone else didn't rush out to
embrace the idea, it gave these prepaid

health care programs a shot in the arm with
the enactment of the 1973 HMO Act. This

law allocated $325 million- for the develop-
ment of HMOs, $50 million to monitor their

results and five years for them to gain mo-
mentum. Further, the 1973 Act provided
that employers meeting certain standards
must, when properly approached by an
HMO, offer that HMO as an alternative, or

dual choice, to employes residing in the ser-
vice area of the HMO.

When this attempt at winning friends
turned out to be as successful as the

Administration's anti-inflation campaign,
the Act was amended in 1976 and 1978 to

provide additional funding over a longer pe-
riod of time.

The attitude of Washington has been like
that of a parent or an Uncle Sam, trying to
get his child to eat something he doesn't like
or want. Washington prefers the forced-
feeding technique.

Its heavy hand emerges, once again, in the
form of recently proposed regulations that
would make it mandatory, under ERISA re-
porting and disclosure provisions, for a plan
administrator of an employer-provided
health benefit plan to take part in the distri-
bution of material required from an'HMO

under the proposed disclosure rules issued
by the Department ofHealth, Education and
Welfare.

Plan or benefit?

4440 rs,5
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ERISA plan. The DOL assumes this is sup-
portable under ERISA and the HMO Act of
1978. We have our doubts. If an HMO be-

came a plan benefit, wouldn't it follow that
reporting and disclosure could be foisted on
the employer?

Theanswer, at least from the DOL's point
of view, appears to be yes. The proposed
regulations would require thatthe summary
plan description, distributed by plan admin-

H

istrators to participants and beneficiaries,
contain a notice stating:

. ."The availability of membership in one
ormore federally qualified HMO as a benefit
under the plan." Note that this forces the
employer to concede that the DOL position
is correct and that the availability. of the

HMO is indeed a benefit provided under the
employer's plan.

• Whether HMO membership is the sole

MO
T

Duplicative reporting

Although the identity of the HMO does
not have to appear in the summary plan de-
scription, the plan administration must fur-
nish this information separately to every
person receiving an SPD and who is eligible

for HMO membership as a benefit under the
plan, either at the time the SPD is distribu-
ted or within 30 days after the HMO makes
such information available to the plan ad-
rninistrator.

However, the HMO Act requires· that an
employer, upon being approached by an
HMO, offer the HMO to its employes on ei-
ther a date negotiated by the employer and
the HMO, or a date tied to the anniversary

date of the employer's health benefit con-
tract or as provided under any collective
bargaining agreement. Unless these dates
miraculously coincide with the SPD distri-
bution date, the employer will be burdened
with more duplicative reporting efforts-
and material modification disclosures.

If nothing else, the phrase which continu-
ally pops up in the proposed regulations,
"benefit under the plan," pretty well con-
cludes that at this point in the proposed reg-
ulations: the HMO is part of the employer
plan for reporting purposes.

When an employer approaches an HMO,
the argument for employer-as-plan adminis-
trator and/or fiduciary o f the HMO plan is at
least somewhat viable. However, when the

situation is reversed and an employer is re-
quired by law to offer an HMO to its em-
ployes, who is the plan administrator then?
Would the HMO arrangement in this case be
considered a benefit under the employer
plan for disclosure and reporting purposes?

Regulations issued by HEW on the same
day as those from the DOL would answer
this last question affirmatively. Among
other things, the HEW proposed regulations
would require an HMO to provide upon re-

Continued on page 43

Captive brokers turn costs into profits
By Jim Bannister

6 6 rl APTIVE" BROKERS are relatively
L.rare in the U.S. Moststates havelegis-

lation limiting the proportion of insurance
business a broker can accept from a parent.

But in Britain and many other countries,
the captive broker is seen both as an impor-
tant working facility and source of career
advancement for the insurance manager. In
Brazil, limitations on commission rebating
have led many major companies to acquire a
captive broker to secure part of the commis-
sion.

Commission rates vary dramatically be-
tween countries. In the Far East, several
countries have commission terms of up to
50%, although the big buyer will usually se-
cure the mgjority ofthe commission on the
major account. In the U.K., major industrial
accounts will usually feature commission
rebating.

As most British insurers have readily es-
tablished a new insurance agency for any
producer whether technically qualified or

Jim Bannister is chairman Of Risk Research

Group (London) Ltd. and a frequent orga-
nizer of Bermuda and UK. seminars on the
use of captive insurance companies.

not, it has been natural for the enthusiastic
insurance manager to take advantage by es-
tablishing an insurance broker. The insur-
ance department cost center thus became
the broking subsidiary profit center.

There are some dangers, of course. The
broking subsidiary may be tempted to main-
tain uncompetitive rates (particularly if it
has a monopoly of insurance buying in the
group) at the expense of subsidiaries. If the
inexperienced captive broker replaces the
services of a professional insurance broker
with long service and good market knowl-
edge, there may be a reduction in standards.
However, many captive brokers are techni-
cally highly skilled and very able insurance
buyers.

Long history

In Britain, captive brokers have existed
for more than a century. A number of
today's well-known names started life as the
in-house subsidiaries of merchantgroups. It
was natural for a trading company to pro-
vide insurance as one of a number of ser-
vices for importers, exporters or residents.

In many ways this interchange of know-
how was a benefitto both insurer and buyer.
The insurer was able to provide local service

and receive local underwriting information
without the expense o f a local branch o ffice.
The buyer often secured the advantages of a
skilled buyer with substantial market lever-
age.

It is difficult to illustrate a typical captive
broker, because there are many varieties
and unique features. As a first example, we
can consider Cayzer Steel Bowater-one of
several captive brokers that represent alli-
ances between a substantial insurance

buyer and a Lloyd's broker. The captive bro-
ker thus gains access to the full range of
skills of a substantial market broker; the
Lloyd's broker gains the continuity and
economy of a virtually "captive" account.

Cayzer Steel Bowater had its origins in
Bowater Hammond about 16 years ago. The
insurance department of Bowater, a major
U.K. paper group, was taken over and oper-
ated within L. Hammond, a Lloyd's broker
since merged into another-Lowndes Lam-
bert. The move helped reduce the expensive
head office staff of Bowater.

With active support from Hammond, the
worldwide insurance o f the Bowater Group
was pulled into the new broking company.
Where Hammond was not directly repre-
sented, commission was shared with the 10-
cal holding broker.

Bowater's staff insurance was drawn into

the new brokerage operation and some Bo-
water suppliers were persuaded to place
part of their business with the new broker.
An example was the Swedish Gorthon fleet,
heavily involved in chartering to Bowater.
The company was jointly owned and sub-
stantial profits were shared between the two
partners.

Costs saved

Acquisition costs and much of the enter-
taining cost associated with retention of a
valuable industrial account were saved-for

joint benefit. Policies were amalgamated
and streamlined, doubtless saving work

throughout the group as well as producing
economies in the captive broker.

Following thedemise ofL. Hammond, the
captive broker was reformed with Cayzer

Steel, itself the product of two in-house in-
surance operators-Cayzer Irvine (a ship-
ping group) and Steel Brothers (a major
trader). It continues to benefit both part-
ners. Although there are other captive bro-
ker joint ventures between Lloyd's brokers
and major industrial grouvs. the more nor-
mal pattern is for the broker to be indepen-

Continued on next page
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Risk management lessons remain
in the wake of Three Mile Island

By Belden Menkus ter response exercises in June 1978 Water- site would be disclosed, or that its signifi- reporting processes tend to perform less
ford apparently is in the primary nuclear ac- canee could be assessed reliably, or that a than satisfactorily They are more effective

HERE ARE STILL some risk man- cident exposure area of two nuclear power means for reducing or ellmmatlng the risk when they are supported by on-the-spoti agement and security lessons to be plants, a nuclear submarine base and a plant would be formulated and put Into effect in visits For instance, too few risk managers in
learned from *e March 28 malfunction of at which nuclear reactors are built Yet it anythmg resembling a prompt fashion Di- all organizations are using their internal au-
the nuclear generator at Three Mile Island, does not appear that any of these facihties rect telephone hotline connections between ditors as their on-site eyes and ears
despite the near ad nauseam discussion of had cooperated with Waterford local gov- the nuclear-power generation facilities and When incident/problem reports are re-
the incident already ernment officials in this test NRC headquarters were not installed until quired from field sites, they should be

And the value of these lessons is not lim- Just a few weeks ago<41\ \fs> handled by the risk manager, decisively,
ited to those with protection responsibilities As an illustration ofthis delay in respond- consistently and, most of all, promptly
in the nuclear power community Hidden consequence

ing to risk reports, the NRC staff had ac- Nothing will destroy the credibility of the
A U S General Accounting Office study Lessons Hiding or ignoring the existence knowledged*lor6:than 14 months before reporting requirement faster than regular

(Report EMD 78-110, released comciden- of a rlsk exposure does not make it disap- the Three Mile Isla6d incident that there delays m responding to or acting upon the
tally two days after the Three Mile Island pear Nothing of long-range value results were impbrtait engineering flaws in the matters covered in the report
incident) examined preparations for han- when you try to hide the possible conse- type 6f Babcock & Wncox reactors then stlll
dhng radiological emergencies at 11 selec- quences of a risk exposure from the public to be installed at that site, and thatthere had

Deactivation problemted continental U S nuclear facilities The Two months before the Three Mile Island „· Already been a serious problem with at least
report concluded that the staffs at these sites incident, another GAO report (EMD 79-16, :*one,ofthe already installed Babcock & Even earlier than the two GAO reports al-were reasonably capable of handhng the on- issued Jan 26) had faulted the NRC's ha'n-» Wilcox reactors ready mentioned, GAO had recommendedsite aspects of such Incidents However. in dling of reports of unscheduled events'(the,K Thisoperational failure was reported to be (Report B164052, Jan 17) to the Federal En-
an April 22 interview, the president of Met- NRC's term, not mine) at licensed nuclear »similar to that occurring later at Three Mile ergy Department that it defer plans to deac-
ropolltan Edison, the firm that operates the facilities The private commercial firm*,Island, means for remedying it was still be- tivate one of the reactors at its Hanford,
Three Mile Island facility, admitted that he operating the facility apparently, often was ing discussed by the NRC staff on March 28 Wash, facillty The project was expected to
and his staff had been unprepared to deal the judge of what was to be reported / of this year-14 months later According to cost $1 5 million and take at least six years towith the March 28 incident But in fairness to the NRC and the license- testimony on May 30 and July 20 before the try to dismantle the facility, decontaminate

The GAO report indicated, however, that holding firms, Congress did not allocate the presidential commission investigating the the site and release lt for non-government
planning for protecting the public from the money to place full-time resident inspectors Three Mile Island incident, comparable commercial, residential or recreational use
off-site effects of a nuclear accident was less at all ofthe nuclearpower siteh untll June 19 problems had occurred during the 14 Yet, as the report Indicated, there did not
than adequate, in some instances it was non- of this year Coincidentally, two weeks ear- months before the reactors went on line at appear to be any safe way known to disman-
existent Apparently, the U S Nuclear Reg- her a privately conducted survey of NRC the Pennsylvania site tle and decontaminate a nuclearreactor site
ulatory Commission and its predecessor, field inspector Attitulies made well before Both Battle Pacific Northwest, a private
the Atomic Energy Commission, had failed the Three Mile Island incident indicated research firm about 150 miles from the Han-
to analyze and coordinate risk management there was widespread dissatisfaction among Reports inadequate

ford site, and the Atomic Energy Forumat ltS regulated nuclear reactor facilities these people Among other things, they A thorough review of a large sample of have recommended that dismantling and
The report also found that operators of were reported to question the adequacy of NRC regulations leaves one with a strong decontamination of close/deactivated nu-

some of these facilities assumed there was the NRC decision-making process feeling that the agency's central staffmay be clear reactor sites be postponed into theno serious risk to the general public from Incidentally, at the time Congress acted more concerned with theniceties ofthe rule- middle of the next century, or even later-
radiological emergencies Management of on the inspector funds, there were resident making process than with the practical re- well beyond the lifespan of most of those
these facilities apparently had resisted ef- NRC inspectors at less than one-third ofthe sults of someone followlng its instructions currently active in the nuclear field The
forts by local government agencies and the nuclear power sites In fairness to those involved, this condi- trouble is that several other reactors in the
public to identify the risks associated with Quite apart from the possibilities for pro- tion tends to exist in any organization-in or continental U S already are scheduled for
the facilities' operations and how to prepare licensee bias in the incident reporting pro- out of government-where the central staff deactivation by 1984, at least 75 to 100 sites
to react to them cess, GAO Report EMD 79-16 found the lS located a significant distance from the would be ready for deactivation by 2050

A few exposed communities, such as Wa- NRC staff apparently lacked a reliable and people within the organization with whom Lessons Failure to plan early to deal with
terford, Conn, had conducted hmited disas- consistent way to evaluate what was re- they must communicate This becomes es- a probable nsk doesn't make it possible to

ported or to develop a means for resolving pecially acute when the people involved avoid dealing with it at all
Belden Menkus, ofMiddlevitte,Nl, serves as whatever problems were disclosed In es- must deal with a heavy flow of paperwork Delay in facing up to arisk possibility onlya consultant zn theftelds Ofdata processing, sence, there did not appear to be an absolute Lessons Risk identification and manage- makes the situation more expensive, time-personnel, records and microfilm. assurance that a risk discovered at a nuclear ment efforts based on site-initiated problem consuming and dangerous

Britain's captive brokers turn costs to profits
Conhnued from previous page a recognized authority on in-house insur-
dent of outside interests ance and risk management as well as cap-

One "independent" captive broker with a tives and captive brokers
-good market reputation in Britain lS Mar- In Britain a captive broker lS, of course,

bach Insurance Brokers, the captive of As- not strictly necessary-any company with a
sociated Communication Corp Currently worthwhile account can persuade one or
headed by risk manager Hugh Loader, it more insurers to grant an"own ease" agency
handles the group's insurance needs in both giving commission without the necessity of

-»:the U K and abroad, and has particular ex- a new company However, a separate brok-
pertise in insurance o f the entertainment ing company can help the insurance depart-
world Marbach uses Lloyd's brokers when ment in its work, improve its position and
circumstances make it desirable, sharing motivate insurance management
commission with them Currently, insurance brokers in Britain

are being registered by an industry-
controlled body, the Insurance BrokersLow-key brokers
Registration Council Captive broking exec-

Many British-owned captives, both in the utives with broking qualification or recogni-
U K and offshore in Bermuda and Guern- tion, such as the members of the now de-
sey, also have a broking role Many are rein- funct Corp of Insurance Brokers, normally aiRUIOIN r ub/41931 0104dsurance captives accepting the parent's receive automatic recognition In at least
business from aUK fronting insurer, limit- one case, the council has queried the regis-
ing the role o fa broker who might otherwise tration o f a captive broker executive, but it
handle the direct planning and the reinsur- ts not believed it will uphold this stance A captive broker helps management assess its insurance department by stating its
ance to and from the captive (But no broker income and cost in profit and loss terms, says Jim Bannister.
would expect three lots of commission')

Useful operationThe typical British captive broker is low- broker helps senior management to assess pendent broker with an international ac-key, seeking little publicity, operating Many o f the captive brokers are well run the worth of its insurance department by count, welcomes them They can save on
closely with a chosen insurer and limiting with competent, knowledgeable, skilled statmg income and cost as profit and loss broking costs, while still providing the effi-the use of brokers to part of the account management and adequate staffing They The odd captive broker has to compete cient broker with a reasonably profitable ac-
Many handle a large part o f the parent's are an important part of the British insur- with the regular market in winning the count He favors Joint ventures with regular
claims-recovery work, although others pre- ance market For companies with substan- group business It may work, but it really lS brokers But he adds that captive brokers
fer to pass the more complex and specialist bal msurance expenditures-more than one an unrealistic approach-the social skills are not for everyone, they may not suit atechnical work to broker or insurer milhon pounds sterling per annum-they and entertainment softeners ofa tough regu- group's style or be worthwhile where an ac-

There are many variations on the captive can be a useful admmistration, buying and lar broker can eliminate all but the toughest count is well handled
broker theme One of the more interesting is risk management head captive broker This lS perhaps the most dif- Most European countries have one orGlaxo Risk Management Ltd , carrying out a Professional management is essential ficult aspect of captive broking-giving the more captive brokers, too Outside Europe.
variety of roles with a strong orientation to- whether operated m partnership with a reg- in-house broker competition while prevent- they are found in virtually all the countries
ward in-house risk management Formed by ular insurance brokeror independently The ing it from becoming " fat and lazy " where legislation does not bar their useBill Sennett, who is now general manager of professional indemnity (malpractice) risk What do the regular insurance brokers For U S insurance managers all is notEuropean Risk Management, the UK- must not be forgotten think' Mostare reluctant to comment, wish- lost-at least two states do not have legisla-based arm of the Reiss organization, it is If care is taken to keep net premiums to ingneither to condemn nor commend Peter tion barring the practical use of captive bro-
now headed by his colleague Tony Benson, other subsidiaries competitive, a captive Moorman, partner of a medium sized inde- kers Kentucky and New Jersey



Employers
suffer ill

HMO effects
Continued from page 41
quest to each employer or plan administra-
tion which includes an HMO option in its
employes' health benefit plans the "infor-
mation necessary to satisfy its reporting and
disclosure obligations under ERISA insofar
as that HMO is involved."

Although this is the most important worry
of the plan administrator, it is not the only
one. The proposed regulations leave a lot of
unanswered questions on how to report on
HMOs in SPDs-no matter who is the ad-
ministrator.

ERISA rule

First of all, ERISA requires that an SPD
be sent to all plan participants and benefi-
ciaries. This includes retirees. However, the
HMO Act does not require that HMOs be
offered to retirees. Should an SPD in this

instance, then, contain a notice that the sec-
tion on HMO benefits is applicable only to
active employes?

What about an HMO that would affect

only a geographically clustered group of em-
ployes? Should the SPD state that the HMO
is applicable only to plan participants and
beneficiaries residing within a 25-mile ra-
dius of Anytown, U.S.A.? And then, would
the employer have to explain to non-
Anytown residents why an HMO is not a
benefit under the plan?

Secondly, the proposed rules deal only
with federally qualified HMOs. The issue of
who has to report what, when and where for
state-certified-only HMOs, which employ-
ers are required to offer under certain state
laws, was not addressed.

Further, what would happen, vis-a-vis re-
porting, if no eligible employes enrolled in
the HMO once it was offered-a not uncom-

mon occurrence? If only one eligible em-
ploye enrolled, would information on the
HMO still have to be disclosed in the SPD or

annual report?
If more than one HMO is offered, would

they all have to be reported upon, and would
the plan administrator have to disclose the
identity of each one upon request by a par-
ticipant, or sort out only the one or more in
the same geographical area as that partici-
pant?

Lastly, a bewefit available under employe
benefit plans must be disclosed, per ERISA,
in not only the SPD, but also reported in the
annual report (Form 5500) and Schedule A
and the summary annual report to plan par-
ticipants and beneficiaries. The proposed
rules do not address either of these two re-

porting requirements. However, since an
HMO would be considered to be a benefit

under the plan, the annual report for wel fare
plans would have to include information
about it.

More questions

What information would be disclosed.

since with an HMO there are ordinarily no
claims, reserves or commissions? Must the

HMO supply this information to the em-
ployer in terms suitable for inclusion in
Form 5500 and Schedule A? Should the data

be certified by the HMO?
Similarly, how would HMO information

be reported in the DOL's standard summary
annual report format for welfare plans,
which does not specifically allow for HMO
information?

Unfortunately, there are more questions
than answers. It seems, though, that the
more Washington tries to "streamline" du-
plicative reporting and disclosure, the more
reporting it generates to replace what it has
phased out. It's like taking two steps back-
ward for every step forward.

What is critically important is that em-
ployers demand from Washington a crystal-
clear answer to whether an HMO is an em-

ployer plan, a benefit under an employer
plan or simply an alternative to an employer
plan.

If employers become, in fact, plan admin-
istrators for HMO benefits, then they should
keep a good supply of antacids on hand for
the indigestion that will inevitably ensue. •

Nomination of a Candidate

for Risk Manager of the Year 1980
Candidate's Name

Title

Company/Affiliation

Address

City/State/Zip

Phone Number

Describe this individual's risk management/insurance responsibilities:

Description of company's business:

Number of people in risk management/insurance department:

Company or organization's annual revenues: $

Company's or organization's asset size: $

Number and description of operating subsidiaries:

Scope of Operations

U.S. domestic only U.S. & international

Number of states this organization operates in:

Risk management and insurance-related activities:

International only

Numberofcountries:

How to nominate a candidate
To give your candidate an equal
chance in the judges' eyes, please

follow each step carefully.

Please submit:

1. A resume of the candidate's job his-
tory and employment record, perti-
nent facts about education, degrees,
honors, including other accomplish-
ments.

2. Address each of the following crite-
ria on a single page, providing as
much detail as possible about how
the candidate fulfills this require-
ment for the award. You will end up
with nine separate pages of mate-
rials addressing the criteria.

3. Accompanying your nomination
should be an endorsement of the

candidate by a corporate or or-
ganization executive, either the
nominee's superior or any other
higher officer. This should take the
form of a letter, certifying the accu-
racy of all information supplied.

4. A nominating statement from the

sponsor, in the form of a letter.

5. Last, but most important, a typed
summary by the sponsor, a superior

or the nominee capsulizing the most
significant recent changes and ac-
complishments (within the last two
years) of the candidate.

Please attach all of these pages to the

entry form above.

The nine criteria to be used in se-

lecting a Risk Manager ofthe Year
are:

1. The establishment and implementa-

tion ofan effective risk management
program within the organization.

2. Tackled and solved one or more ma-

jor problems for his or her organiza-
tion.

3. The innovative application of the di-
verse tools of risk management and
insurance.

4. Creative and effective use of the in-

million (billion)

million (billion)

surance markets.

5. Establishment of a workable intelli-

gence system inside and outside the -
organization, culminating in access
to a flow ofinformation about events

and activities which impact on the
organization's risk management and
insurance.

6. Skillful application of the principles
of management in the overall or-
ganization and within the risk
management/insurance depart-
ment.

7. Achievement of most effective pro-
gram at the optimum cost over the
long term.

8. Technical expertise in any or all o f
the broad categories included
within risk management (insurance,
safety, law, industrial hygiene,
claims control/administration, un-
derwriting, communications, infor-
mation systems, etc.) leading to a
better managerial grasp o f the oper-
ational aspects of the job.

9. Attitude and activities fostering the
advancement of the risk manage-
ment profession.
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book revie

Hospital managers will find
insider's view informative
By WARREN G. BROCKMEIER

Risk Management for Hospitals-
A Practical Approach

By Bernard L. Brown Jr.
Published by Aspen Systems

Corp.
20010 Sentry Blvd.
Germantown, Md. 20767
Price; $18.75

Mr. Brown has written an excel-

lent book on hospital risk manage-
ment which should be invaluable

to many hospital administrators
who wonder atou: the real mean-

ingofthebuzzwords to which they
have been subjected so frequently
in the last four years.

Not only is Mr. Brown's book
well organized and quite readable,
but the material in it should also be

readily accepted by hospital gov-

erning boards and administrators.
There have been numerous trea-
tises written by specialists in the
field of risk management, but the
superior quality Df this book may
well result from the fact that its au-

thor is a distinguished hospital ad-
ministrator.

Mr. Brown has an excellent

grasp of the fundamental princi-
pals of risk management and their
application. He has placed this
within the context of his field of

hospital administration, and his
experiencein overseeing thedevel-
opment o f a risk management pro-
gram.

Thus the reader is not the recipi-
ent of opinion from one outside the
field of hospital administration,
but rather from an author who was

forced to develop skill in this field
o f management and who is able to

relate:he knowledge he has gained
in a meaningful way to others who

follow in his footsteps.
3't fs true there are sonne

weaknesses in the rex: Mr.

Brown's description of a safety
program seems to dwell more on
police and security functions than
cn employe or patient safety, and
his description of the prerequisites
for a risk management program ap-
pears somewhat light in reference
to th€ need for communication.

However, Mr. Brown': grasp of
the application of basic manage-
ment principles to risk and his de-
scription of the optimum organiza-
tion of a risk management program

and the procedures for handling
potential liability problems are
quite good. Of particular excel-
lence is a small chapter entitled
"Philoscphical Look et a Risk

A.

0 1... .. . 0 ..8

Management Prcgram," which
draws a parallel be:ween a hospital
with risk problem s or exposures
and a patient or group of patients
with physical illnesses or expo-
suits to illness.

One feels, after reading this
book, that one would be safer as a
patient in Mr. Brown's hospital
than in most other hospitals in the
U.S.

Risk Management for Hospitals
and Health Care Institutions

Published by the Practising Law
Institute

810 Seventh Ave., New York, N.Y.
10019

Price: $20.00

This is actualy a course hand-
book for use as an educational sup-
plement to programs put on by the
Practising Law Institute. It may be
quite adequate as a supplement to
presentations made to a one or two
day seminar, but as a resource for
those seeking tc learn more about
risk management for hospitals it
becomes of relaively little value.

Four speakers at the seminar
have contributed papers or out-
lines reproduced in this volume. In
the case oftwo speakers, however,
the material reproduced is essen-
tially only an outline of their talks,

and without the accompanying de-
velopment of theme these outlines
are of very limited value.

Mary M. Bertolet of the Mount
Sinai Medical Center in New York
City submitted an excellent paper
on the development of a risk man-
agement program. These 18 pages
hit some aspects of initiating a hos-
pital risk management program
that desperately need emphasis,
such as her statement that data
feedback from the computer is
only the beginning of manage-
ment, not the end product.

The paper submitted by Jamei
E. Ludlam Esq., o f the firm of Mu-
sic, Peeler & Garrett in Los
Angeles, is quite interesting read-
ing and helpful in portraying the
methodologies involved in a long
term risk management effort-
state or otherwise. The identifica-

tion of risk problems, weighing of
several alternative solutions and

descriptionofthe process o fchoos-
ing a solution is fascinating.

On the balance, however, we
would suggest that members of
hospital governing boards or hos-
pital administrators who wish to
familiarize themselves with the ap-
plication of risk management prin-
ciples to hospitals will be better
served by the Aspen publication
on risk management for hospitals.•
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LOS ANGELES and NEW YORK
are first lines of defense against spiraling insurance costs. To call in the
ARMI . . Assurex Risk Management Institute . . in these areas (or
elsewhere in more than 40 states and 16 foreign countries) call your

Assurex International broker.

KINDLER & LAUCCI JOHN F. CURRY AGENCY. INC.
1545 Wilshire Boulevard 111 John Street

Los Angeles, California 90017 New York, New York 10038
213-484-0220 212-374-1500

See our ad on page 6

Slow E/S industry
-on't see upswing
in near future: Vp

BOSTON-Excess and surplus
lines brokers waiting out the cur-
rent period of sluggish business for
another market contraction to
cause a boom in the E/S business

might be indulging in "wishful
thinking," says one leader in the
field.

Mitchell Gwinn, executive vp of
The Insurance House in Atlanta

and president of theNational Assn.
of Professional Surplus Lines Of-
fices, told the annual meeting of
CPCUs here that history simply
may not repeat itself between 1980
and 1983.

HANSTAR:
SEEING IS BELIEVING.

4-4

HANSTAR is John Hancock's computerized group accident and health claim payment system. A proven
system that's so advanced, you need·to see it in action to understand all it can do for you.

First, you'll see how HANSTAR saves your companytime. With our national on-line system, we can
answer policy and claim questions immediately, even if your company has regional divisions. Second,
HANSTAR is accurate. It has built-in controls that reject invalid information and claims duplication. And
it automatically calculates benefits, including reasonable and customary charges, and assures uniformity
of contract application with maximum claim cost containment effectiveness.

Popularity with employees is another key HANSTAR feature. Employees appreciate the fast response
and the complete Explanation of Benefits, or HANSTAR-generated letter, clearly detailing the disposition
of the claim.

Reports on claim frequency, utilization and plan
adequacy are available to assist you in considering
appropriate plan revisions.

HANSTAR's flexibility in claim·administration extends  Mutual
to the full spectrum of fully insured, MPA and ASO plans. Life Insurance

See what HANSTAR can do for you. Call Paul H. Gregg,
CompanyVice President, at (617) 421 -6205 and ask for a HANSTAR

demonstration. Seeing is believing. Boston, Mass.

Insurers, hesaid, are being more
cautious about rate-cutting during
this competitive cycle than they
were a few years ago and they are
also "well-invested" with diversi-

fied portfolios of stock, bond and
cash holdings. As a result, insurers
may not find themselves with re-
stricted underwriting capacity as
they did in 1976-77.

"I don't think there are going to -
be mass withdrawals from the in-

surance markets, creating the
voids into which excess/surplus
writers leap," he said.

Disagreeing with Mr. Gwinn was
Earl Lanning, executive vp of
Crump London Underwriters, who
predicted that despite a dropoff in
excess/surplus lines business this

year, 1980 will see a resurgence of
excess/surplus business to the $3
billion-plus volume level.

"I predict that in 1980-82 we'll
have arepeatof 1974through 1976"
when the losses in primary mar-
kets were heaviest and when busi-

ness flowed quickly into the ex-

cess/surplus markets.
He advised excess/surplus

agents to spend their time during
this slack period to' "be out lining
up your excess/surplus markets in
preparation for the busy period
ahead."

Total excess/surplus volume
reached an estimated $3 billion in
1977, Mr. Lanning said, equivalent
to about 4% of total property/
casualty premiums. Since 1977, E/
S volume has fallen off and pre-
miums, he thinks, will end up at '
about $2.5 billion this year, down

about 17% from the peak year in
1977.

He worried about competition in
the marketplace and regulation of
excess/surplus lines business.

"The regulators are taking a very, 4
very close look at us," he warned. '

Of competition, he cited the ex-
ample of commercial property in-
surance policy with a $1,000 de-
ductible being underwritten at 10%
lower than the manual rate. "If j

that's not cutthroat competition, I
don'tknow what is," he bemoaned. '
"I've been in the business 30 years
and I've never seen rate competi- 3
tion as severe as it is today,"

Umbrella liability rates are also
being cut to such an extent that Mr.
Lanning estimated average rates
are now trimmed to about 45% of

rates charged in 1978, and 1978
rates were down about 35% from

1977 when, he acknowledged, "we
got excessive premiums on this
business."

Derek Hughes, president of
Western World Insuranee Co.,
agreed with Mr. Gwinn that "those
people.who look for another ex-
cess/surplus bonanza in the 1980s
may be in for a rude shock." He
thinks the overall demand for in-

surance will grow enough that the
surplus lines carriers and brokers
will do well, bat doesn't foresee a
capacity crunch causing an E/S
boom again. •

ENCON opening
ENCON, a surplus lines agency
specializing in course of construe-
tion on large, engineered projects,
has opened in Dallas. John
Marshall, formerly ofAlexander &
Alexander in Dallas, and Ronald
Travis, formerly of Rollins Burdick
Hunter in New York, will manage
the company. ENCON Dallas is a
subsidiary of ENCON Insurance
Underwriting Agency Ltd. of Ot-
tawa, Canada.
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Personal lines pile high...
By ELLIS SIMON

NEW YORK-Personal lines

business drives commercial bro-

fers wild with details, small pre-
niums and account changes, but
t's not an ignored stepchild o f the
tenUbroker industry.

Many commercial brokers have
ound that life, auto and home-
)wners insurance can draw sub-

tantial profits riding on the tail of
commercial accounts.

Personal lines are important
omponents ofthe overall business
nix for several large brokers, in-
:luding the nation's second largest
insurance broker, Alexander &
Uexander Services Inc.

At A&A, personal lines ac-
:ounted for 9% of its 1978 revenues

f $229 million, or $26 million,
aore than the entire volume of

;uch large commercial brokerage
iouses as Arthur J. Gallagher,
9enn General Agencies and E.H.
Lrump Cos.

A&A's personal lines business
'ornes primarily from four sources:
icquisitions of smaller firms, refer-
:als, serving the accounts of com-
nercial clients and the core book

if business the firm has built up
iver the years, said Donald Cleve-
and, managing vp of its Chicago
)mee.

"I'm sure there are some per-
sonal lines accounts we've had for

'NSIDE

40 years," he said.
A&A's Chicago office employs

21 persons in its personal lines de-
partment, which produces annual
premiums of about $10 million.
The personal lines clients span the
economic spectrum and the firm
doesn't have a minimum size ac-
count

Personal lines account execu-
tives are responsible not only for
selling but also for marketing the
business and servicing coverage
amendments as needed, Mr. Cleve-
land said. Specially trained claims
adjusters work exclusively on per-
sonal lines losses, although they,
along with their counterparts in
commercial lines, report to the of-
fice claims manager, he added.

Some brokers are seeking to ex-
pand their personal lines business.
Olliver, Pilcher & Associates, a

Phoenix firm with $3 million 1978
revenues, recently hired two
commission-only producers for
personal lines business, increasing
its total to three, chairman William
Pilcher said.

Clauss & Co. in Buffalo will open
a suburban branch Nov. 1 in

Amherst to service and expand its
2,000 personal lines accounts in
that area, vp Robert DiMatteo said.
If the venture proves successful,
two additional suburban offices
will be opened within two or three
years, he added.

Olliver Pilcher's personal lines
trade, which accounts for about
15% of its volume, is primarily with
the wealthy. The firm's reputation
for writing insurance for many of
the community's business leaders
is a big marketing factor. Mr. Pil-
cher said.

Although personal lines are a

profitable source of business, some
brokers indicated that higher over-
head makes personal lines less
profitable than commercial busi-
ness. Olliver Pilcher, with 15% of
revenues generated by personal
lines business, employs nine per-
sonal lines underwriters and 10
commercial underwriters in its

Phoenix office, Mr. Pilcher re-
ported.

The reason: Changes in cover-
ages on personal lines policies

come with greater frequency than
for commercial accounts. Al-

though a small merchantor factory
may expand once every few years,
the personal lines customer is con-
stantly adding new drivers to the
auto policy, a new ring to the jew-
elry floater or a new addition to the
house.

In marketing new business, 01-

liver Pilcher relies most on word-
of-mouth but also gets referrals
from real estate, mortgage and title
trust firms. The broker still adver-

Uses a great deal in newspaper and
on the radio to "keep our name in
front of the public"or to announce
new products, Mr. Pilcher says.

Unlike Olliver Pilcher, Buffalo-
based Clauss & Co. uses in-house
sales representatives to produce its
personal lines business. In the past
five years, the firm has stopped re-
lying upon the more expensive
commissions-only producers, re-
placing them with salaried staff.
The firm presently employs three
sales people and will add two more
when it opens its Amherst branch
office.

Clauss relies upon direct mail,
newspaper advertising and refer-
rals in its marketing efforts. A large

Continued on next page

. . . and ignite commercial sales
CHICAGO-Mack & Parker Inc.,

a medium size broker here, is try-
ing to turn conventional personal
lines wisdom upside down.

While most commercial brokers

use existing commercial accounts
to sell a small amount of life, auto
and homeowners insurance, M&P

Assn. boosts personal lines

lommerce saves state rules

>Computers may be bad deal

Pods' grow organized agency

is turning up the heat under per-
sonallines sales to open new doors
for commercial business.

The sales technique is a personal
insurance seminar designed for
small groups "of wealthy individu-
als and key corporate executives,"
explained executive vp Edward

Page 46C

Page 46D 9

Page 46F

Page 46L
Victor Schwartz

Commerce Dept.

Mack III.

"The seminar is almost an em-
ploye benefit itself," he said.
"Whether or not the executives fi-

nally come to us or not for their
personal insurance, the people will
be better able to work with their

own brokers to adjust their cover-
age."

And offering the seminar to cor-
porations' key executives gets
M&P a foot in the door for pursu-
ing commercial business. The cost
of the seminar is minimal-just a
producer's or account analyst's
time and some basic prepared dis-
play boards.

Butthe managingofthe personal
lines accounts can be expensive.

"I f you have a computer facility,
for example, you know that per-
sonal lines, by their very nature,
draw an unreasonable amount of a
computer's capacity," Mr. Mack

noted. "In name and address

changes alone, 25% of your file
changes each year. But if it helps
put together one large commercial
deal, the seminar can pay for itself
for a year."

Though personal lines may be
time-consuming and require lots of
accounting changes, targeting
wealthy executives helps keep the
personal lines profits beating the
expenses. The amount of work a
broker does to produce and market
a homeowner's policy on a $50,000
home, for example, is about the
same as what the broker does for a
$250,000 policy, Mr. Mack noted.

The seminar hasn't yet yielded
the big commercial deal, Mr. Mack
says, but is still in the developing
stages, being offered to existing
M&P clients and a select group of
corporation prospects.

Continued on next page
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Personal lines win brokers' attention
Continued from previous page
chunk of its personal lines busi-
ness, which accounts for one-third
of its $1.3 million in revenues, is
written for its commercial cus-

tomers. In addition, the firm seeks
personallines business among em-
ployes of its commercial clients,
Mr. DiMatteo said.

A. W. Lawrence & Co. of

Schenectady, with 40% of its $1.5
million in revenues generated by
personal lines, has also found its
commercial accounts to be a ticket

to personal lines dollars. "If we
have an account at a hospital,
school system or factory we take
advantage of our good position to
seek business from the employes,"
president Albert W. Lawrence ex-
plained.

The firm also uses a combination

of radio and newspaper advertise-
ments, calendars and newsletters
to reach prospective clients.

Clauss finds personal lines as
profitable as commercial lines be-
cause the firm has invested in spe-
cial training for its people and is
keeping a lid on overhead costs,
Mr. DiMatteo said.

Another cost saving for Clauss
and other firms has been computer
terminals that tie in with an
insurer's home office and issue and
print policies. Mr. Pilcher of 01-
liver Pilcher says it now takes only

two days to get a policy to a cus-
tomer after it has been approved,
because ofthe enhanced computer
speed.

But regulatory compliance has
also eaten into personal lines bro-
kerage profits in some states. In
New York state, inspection photo-
graphs must be taken of cars be-
fore a policy can be issued. The
compensation for this added bur-
den does not cover costs, Mr. Law-
renee noted.

Mass marketing

Several brokers have tried to tap
mass marketing techniques to im-
prove efficiency and boost per-
sonal lines volume. They have met
with mixed results.

"We've never been able to click

with them," said Clauss & Co.'s Mr.
DiMatteo. "Underwriters in New

York want to be very selective and
will write the coverage only if it
meets their criteria. But there have

been other companies not involved
in mass marketing who'write the
whole product at lesser cost.

Out in Phoenix, Olliver Pilcher
successfully mass marketed a new
retirement community where it
wrote coverage on the construction
risk.

Even Alexander & Alexander
has found resistance to some mass

j

 Olliver Pilcher has successfully
mass marketed personal lines,
says chairman William Pilcher
(left), but Paul Hertel (right) says
his namesake firm has trouble

 finding markets.
marketing programs, but a thor-
ough search located insurers will-

ing to write such programs for
auto, homeowners and personal
umbrella coverages, Mr. Cleveland
said.

Mr. Lawrence in Schenectady
would prefer more personal lines
accounts than commercial busi-

ness, but restricted markets have
moved him in the opposite direc-
tion. The firm formerly held group
meetings with prospective clients,
but stopped to avoid losing "good,
congenial markets."

"If we had two or three more in-

surers wanting to write all personal

lines, we'd probably get a lot more
business," he said.

Tight markets for automobile

coverage have forced the Law-
renee firm to sharpen its under-
writing standards, Mr. Lawrence
said. His underwriters have be-

come adept at"sizing someone up"
and often pull motor vehicle bu-
reau files to doublecheck on a po-
tential policyholder.

Growth restricted

Operating from a large metropo-
lis in the Northeast restricts Paul

Hertel & Co.'s personal lines
growth. The Philadelphia firm's in-
surance markets are willing to take
on more commercial business from

urban agencies but have "let it be
known that they don't want more
personal lines business than

they're already getting," said Mr.
Hertel, president. Some of his mar-
kets will only accept commercial
business from the firm.

Serving personal lines business
requires adequate staffing with in-
telligent people, observes Paul
Hertel of Philadelphia. His firm
and Clauss in Buffalo employ simi-
lar techniques, dividing their eli-
ents according to the alphabet and
assigning permanent customer ser-
vice representatives to each third.

"The client can identify with the
service representative. They'll
know to call Lorraine or Joyce,"
said Mr. DiMatteo, adding that
most of his customer service staff

has been with the firm five years or
longer. •

Executive seminar aids commercial business

"puts a question in the mind of ev  ----
-fContinued from previous page

Covering homeowners, personal
property, personal automobile,
personal umbrella and recreational
vehicle coverages, the seminar

eryone who attends it," says per-
sonal lines manager Suzanne

Theis, a new employe of M&P who
was formerly a personal lines su-
pervisor for Fred S. James & Co.
here.

"We cover key concepts that the
executives might not be familiar
with," she explained, "including
basic and broad perils, the differ-
ence between replacement cost
and actual cash value and some un-

usual coverages available."
The seminar, however, is not an

insurance primer, but a presenta-
tion geared to explain insurance
problems that the executives
mightbe unawareofandcoverages
that they may want but don't see
advertised.

The homeowners part of the
seminar, for example, covers the
complex condominium insurance
requirements set forth in Illinois
law-a consistently confusing is-
sue while proposed amendments
await the governor's signature (BI,
April 16).

The seminar also explains per-
sonal lines coverage that are
clearly designed for the wealthy,
including a homeowners plan tha:
provides for full replacement of a
destroyed home at any site chosen
by the policyholder rather than the
traditional replacement on site
coverage.

The personal property part ofthe
seminar promotes markets for ex-
tended theft coverages that include
boats and automobiles in addition

to coverage at home and jewelry
plans that guarantee an agreed-
ubbn appraisal value, rather than
whatever it costs for the insurer to

replace a gem through a whole-
saler. The seminar also explains
how to properly insure expensive
antiques.

Recreational vehicles, a grow-
ing personal market is also covered
briefly.

Mack & Parker posted nearly
$2.2 million in revenues in 1978
with about 6% ofincome generated
by personal lines. The business
mix is not likely to change much,
Mr. Mack says, but the firm is

targeting a 20% yearly growth rate,
which demands increasing per-
sonal lines as well as commercial

he said. '

Workshop answers
buyers' questions

At the end of the M&P executive seminar, personal lines
prospects should know the answers to these questions:
• Under which homeowners form should I insure my

residence?

• How much insurance should I carry?

• What items o f personal property should be insuredon a
separate schedule and why?

• How do I protect myself against personal injury law-
suits such as libel, slander, etc.

• What options are available to me when buying family
automobile insurance?

• Whatliability limits should I carry on my personal auto-
mobile?

• Who needs a personal umbrella policy and why?

PERSONAL UNES

Executive personal lines seminars, the brainstorm
of Mack & Parker executive vp Edward Mack 111 and
personal lines manager Suzanne Theis, may help

1 letters
Set record straight

To the editor: After reading the
article appearing Sept. 3 dealing
with remarks I made at a forum

sponsored by the Chartered Prop-
erty and Casualty Underwriters, I
felt compelled t6 set the record
straight on the meaning of a few
points I made.

Several of my remarks, which
pertained to the hypothetical task
of creating the efficient agency of
the future, may have tended to give
your readers an erroneous impres-
sion regarding Corroon & Black
Corp.'s attitude, policy and prac-
tice toward equal employment op-
portunity. Not only is equal em-
ployment opportunity the law of
the land, it is a policy which is vigo-
rously pursued by me personally
and by Corroon & Black as a corpo-

f?Eii
86'

f

sell commercial accounts too, by introducing the
agency to new prospects and identifying the skills
of the firm.

ration both in the letter and in the

spirit o f the regulation.
Corroon & Black prides itself as

a corporation which provides ev-
ery employe, regardless of age,
race, color, creed, sex or ethnic
background, with the opportunity
to advance to the limits ofhis or her

ability. We feel this is not only in
keeping with our corporate con-
science, it also makes good sense in
today's competitive business envi-
ronment.

Webb Follin

Vice chairman of the board, Cor-
roon & Black Corp., Nashville,
Tenn.

Taking offense
To the editor: Webb Follin's

comments in the Sept. 3
Agent/Brokers edition of Business

Insurance were arrogant and offen-
sive. He displayed an absence of
tact, an excess of prejudice and an
ignorance of the law.

The remark about hiring" female

support staff because we can pay-
them less" would surely invite
EEOC scrutiny were someone un-
enlightened enough to follow that
advice. He would also deny women
both the opportunity and recogni-
tion of management talent with:
"About 15 employes would be
needed, including three-the pro-
ducers, two principals and one
other male."

It is this kind of thinking and ac-
tion that will do more harm and

cause more government interfer-
ence in the.insurance industry than
all of our other failings put to-
gether. You may have thought
yourself pragmatical, Mr. Follin,
but that wasn't an outburst o f can-

dor, but of bigotry. I'm surprised
you didn't end your statement with
"don't get me wrong, some of my
best friends are females."

Mina MacFarlane

Partner, M&B Brokerage, New
York; principal, The Bird Broker-
age



IIAA report:
Boost personal lines
to balance business

LAS VEGAS-Independent agents
and insurance companies should
reaffirm their commitment to per-
sonal lines of property and casu-
alty insurance, said Lee H. Meyer,
Independent Insurance Agents
Assn. president, at the recent IIAA
convention here.

But Donald C. Brain, CPCU, in-
coming IIAA president, warned
that personal lines must be de-
signed to be profitable for agents
and urged the association to resist
federal regulation of the insurance
industry.

The commitment to personal
lines is essential "to the very exis-
tence of the American agency sys-
tem," Mr. Meyer said. "Any com-
pany not willing to participate in
the largest portion ofthe insurance
markettoday, personallines, is cer-
tainly taking a very shortsighted
view and will at some point down
the road wake up and realize that
they have not only lost the personal
lines market but the commercial

market also."

Mr. Meyer commended company
executives for their improvements
in the personallines market during
the past year. "To the others, let me
again beg you to reconsider and to
become active and participate in
the personal lines market with an
attitude that would indicate a real
desire to become involved."

The independent agent is often
armed with products that are nei-
ther innovative nor competitive,
says Mr. Brain, and cannot be
blamed for seeking new markets.

"Companies that have not honed
their efficiencies to match the best
in the marketplace should not ex-
pect to compensate by trying to re-
duce the agent's share ofthe trans-
action. If companies truly want to
strengthen their independent agents'
sales force, they must avoid de-
stroying the sales force by curtail-
ing its income to such an extent

Calif. agents
given award
for lobbying

LAS VEGAS, Nev.-The Inde-
pendent Insurance Agents Assn.
presented a special award to the
California state branch ofthe asso-
ciation for its successful lobbying
effort in favor of legislation pre-
venting bank holding companies
from selling property and casualty
insurance.

"The ultimate economic winners

of this legislative victory are the
state's insurance consumers," said
Lee R. Meyer, CPCU, president of
the IIAA.

The California legislature over-
rode the veto of Gov. Jerry Brown,
becoming one of 24 states with
laws preserving the traditional
separation of banking and insur-
ance. California had previously
passed such a law, but it was only a
temporary measure. Bank holding
companies may still sell credit life
or disability insurance.

The IIAA believes that allowing
bank holding companies to enter
the insurance business would "de-
prive consumers of their essential
freedom of choice to select insur-
ance coverage" and would "result
in unfair competition with unaffil-
iated business by tying the sale of
insurance to the extension of
credit," Mr. Meyer said. •

that agents will be unable to attract
new and able people."

Several companies have an-
nounced new underwriting and
rating plans intended to recapture
a larger market share of personal
lines for agents, he said. However,
these personallines must be profit-
able in themselves and cannot be
subsidized by other categories.

Often an insurer -wants a larger
percentage of the agent's present
book of business or the first choice

A/BT
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Convention coverage continues
on page 46D through 461

of all new personal business in re-
turn for a new personal lines mar-
keting plan, Mr. Brain said.

"It would seem that many of
these plans, while ostensibly de-
signed to increase the agent's mar-
ket share, are in fact primarily de-
signed to increase the carrier's
share of an existing book of busi-
ness," he said.

"Too often the competition is for
those accounts the agent has al-
ready written, not to secure a sig-
nificant number of new accounts

and thus increase the agent's mar-
ket share." ,

set

Uourself
-a*

free

More than 5,000 independent agents attended the Inde-
pendent Insurance Agents Assn. convention in Las Vegas.
Nev., and shared a new national preoccupation.

From comments ofagents gathered at the convention and
the general topics of convention panel discussions, federal
regulation has replaced competition with direct writers as
the group's biggest concern.

Both outgoing president Lee Meyer and incoming presi-
dent Donald Brain included the fear of and battle against
federal regulation ofthe insurance industry in their respec-
tive convention reports.

Both all-convention panel discussions (on consumers and
regulation) focused on a likely encroachment of the federal
agencies on what are primarily state regulatory issues.
Three national speakers-Sen. Paul Laxalt (R-Nev.), former
Texas governer John Connally and retired Gen. Alexander
Haig-addressed that issue.

There was not a direct writer to be found.
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Commerce exec sees no federal rules
LAS VEGAS, Nev.-The federal

government has already been ac-
tive in regulating the insurance in-
dustry through model bills and "40
different initiatives to insurance

agents," said Victor E. Schwartz,
chairman of the Commerce

Department's task force on prod-
uct liability.

Mr. Schwartz, however, denied
that there is an overall federal

game plan for assuming complete
regulation ofinsurance, "at least in
the Commerce Department," and
the general goal of the federal gov-

ernment is to keep state regulation.
The Commerce Department's

model product liability bill,
though, has drawn the attention of
Congress and may be introduced
as a congressional bill soon, he told
a panel on regulation at the Inde-

pendent Insurance Agents Assn.
convention.

"The federal government was
pushed into looking at product lia-
bility," Mr. Schwartz explained,
"and though we discovered that
80% ofthe premium rates today are
based on a personal judgment, we
still believe that the best rate is not

to tell the insurer how to set rates.

"But self-insurance should be

encouraged and that is the reason
for the Risk Retention Act," he
said, "to help ensure that there is
competition."

The Risk Retention Act, which
would allow federally approved
risk-sharing pools for firms not
able to find reasonably priced

product liability coverage, is "a
kind of safety-valve plan" for firms
needing insurance, he said.

"The risk retention groups

would be subject to state premium
taxes, subject to all antitrust regu-

A/BT
lations and would not be allowed to

use retroactive rating plans," he
explained. Federal regulation, he

noted, would only require that the
groups be adequately capitalized
and managed.

Insurer and agent panel mem-
bers, however, agreed that federal
agencies are forcing federal regula-

tion of the insurance industry, pos-
sibly to the disadvantage of the in-
surance consumer.

"There's already a large amount
of government involvement in the
insurance industry," remarked
Edward J. Kremer, IIAA federal af-
fairs committee chairman. "Remeal

ofthe McCarran-Ferguson Act (the
law that exempts insurance com-
panies from anti-trust regulation)
would be the formal ratification of

a battle that has already been lost."
The Federal Trade Commission,

Mr. Kremer explained, has been
following"a coordinated program"
for the past two years leading to

federal regulation that would force
insurers to disclose underwriting
policies and agreements with in-
surance agents and brokers.

Mr. Kremer quoted "one of 600
lawyers the FrC has working in its
bureau of competition" as listing a
series of FTC goals for controlling
the insurance industry.

"He told me that the FTC wants

to set a price for personal auto in-

surance, make company policies
available to all consumers and

force every insurer to be licensed
with the federal agency," Mr. Kre-
mer said.

Alleged FTC goals would "elimi-
nate underwriting judgment" by
mandating coverages and rates, he
said. "In addition, insurers would

be required to alert policyholders
that they have the right to reject an
agent and keep the insurer on a
direct-bill basis," a policy that
could eliminate the role o fthe inde-

pendent agent.
Another panelist, Darrell

Coover, vp for government rela-
tions of the National Assn. ofInde-

pendent Insurers charged federal
federal intrusion from another

direction.

"Federal health insurance would
definitely affect the property and
intrusion from another direction-

liability business," he said. "Any
federal health plan is bound to
drive health care costs up. Federal
minimum standards is a trap for
free enterprise, and whatever bill is
past, costs will go up."

Mr. Kremer added that one of the

leading federal health care bills,
proposed by Sen. Edward Ken-
nedy (D-Mass,), includes participa-
tion by insurers and would cost
more than $80 billion, not the esti-
mated $30 billion.

Mr. Kremer and Mr. Coover also
agreed the proposal by Sen. Ho-
ward Metzenbaum (D-Ohio), now
circulating in Congress but not yet
introduced, is "anti-small busi-
ness."

The proposal, which would es-
tablish a federal panel to review
state insurance regulations. •

Agents can boost image: Consumerist
LAS VEGAS, Nev.-Agents and

brokers can do much more to sup-
port their claim ofrepresenting the
insurance buyer on consumer
issues, a Virginia consumer advo-
cate told the Independent Insur-
ance Agents Assn. convention
here.

"National consumer groups be-
lieve that any industry should re-
spond immediately to social is-
sues," explained Patrick S.

Portway, president of Consumer
Activity in Banking & Insurance, a
nonprofit research foundation in
Oakton, Va.

"But the consumer movement is

not a homogenous movement," he
continued, "and it is possible to
make points with local organiza-
tions that you might not be able to
make with the more aggressive na-
tional consumer groups."

Mr. Portway, who also served on
the insurance consumer affairs

panel sponsored by the White
House and Professional Insurance

Agents Assn. and as a consultant to
the American Council of Life In-

surance, recommended insurance
vendors be more aggressive in of-
fering information.

"When I was on a special legisla-
tive committee researching insur-
ance consumer affairs, the insur-
ance industry never offered infor-
mation. I had to go and get it and
sometimes it wasn't easy.

"The national consumer groups,
however, sent me reams of infor-
mation on their view," he said.

Expressing some sympathy for
the role of business, Mr. Portway
noted that he has worked as a mar-

keting executive in industry and
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that the agenUbroker business
could benefit from better self-
marketing to consumers.

Agents need to do much more to
improve their image as profes-
sionals representing the consumer
and advising him on certain kinds
of insurance needs, and also bar-
gaining for the consumer with in-
surance companies to get the kind
ofproduct and pricing he wants, he
explained.

Among individual consumers
and national consumer groups,
commission sales in general is sus-
pect, as is the contractual connee-
tion between agents and insurers,
he added.

"But there has always been an
adversary relationship between
the agent/broker and insurance
companies," retorted John N.
Trimble, Arizona state director of

insurance, another panelist.
"Then you need to communicate

that to consumer groups," re-
sponded Mr. Portway, who also
proposed local agent groups and
insurers set up a regular liaison
with local consumer organizations.

State insurance departments,
Mr. Portway added, are not seen as
adequate referees by consumers or
consumer groups. "Though insur-
ance commissioners are not

viewed as representatives ofthe in-
surance industry, they are seen as
foils for the insurance industry."

The consumer advocate's com-

ment drew groans and boos from
the agent audience of more than
2,000 and strong negative re-
sponses from Mr. Trimble and
Jack Moseley. president of the

United States Fidelity & Guaranty
Co., an insurer. •
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Four insurers launch
IIAA contract ideas

LAS VEGAS, Nev.-Four large
commercial insurers have whole-

heartedly embraced the Indepen-
dent Insurance Assn. contract and

profit sharing guidelines, reports
IIAA contracts committee chair-

man Josiah Welch.

Commercial Union, Industrial
Indemnity, Travelers and Zurich
America Insurance Cos. have re-

sponded with formal written
changes in agency agreements that
follow all or some of the associa-

tion recommendations, Mr. Welch
told the IIAA convention here (BI,
Feb. 19).

Zurich-America is the most re-

cent addition to the "honor roll,"
he said, having recently redesigned
its profit sharing plan with the con-
sultation of IIAA.

"The Zurich still hasn't shown us
a new basic agency contract but
they have assured us that changes
are already in the works and we
will see a new contract soon," he
noted.

For that reason, Mr. Welch also
cited Zurich as a company with
"passing grades" for the current
basic contract in addition to six
other insurers "who have ex-

pressed a desire to incorporate our
provisions, though nothing is writ-
ten down yet"

Continental, Crum & Forster,
Fireman's Fund, Great American,
Reliance and St. Paul insurance

companies filled the "passing" col-
umn of the IIAA report card.

"Then there are the flunks," Mr.
Welch explained, "the insurers
who have expressed no interest in
upgrading contracts according to
our guidelines."

Aetna Casualty & Surety, Aetna
Life & Casualty, Atlantic, Chubb
Group, CNA, General Accident,
Hartford, INA, Kemper Group,
The Home, Maryland, Royal Globe

and U.S. Fidelity & Guaranty in-
surance companies failed the IIAA
contract criteria, Mr. Welch said.

Some companies still take a per-
verse pride in boasting that their
contract was first written on papy-

rus," Mr. Welch explained. "And
when we ask them about their con-

tracts they usually smile and say

that they have a 'personal agree-
ment'thatarebetterthancontracts

with their agents."
INA, despite its flunk grade by

the IIAA, did receive praise for its
new agency termination guidelines

which follow almost exactly the
IIAA recommendations for 180

days notice of contract cancel-
lation and final cancellation only
after a rehabilitation plan has
failed (BI, May 28).

Mr. Welch however, also noted
that some agents take too little care

Fireman's

tells changes
LAS VEGAS, Nev.-Fireman's

Fund Insurance Cos. will intro-

duce a revised agency agreement
next year that includes recommen-

dations made by the Independent
Insurance Agents Assn. contracts
committee.

Improvements in the contract in-
clude:

• Increased time ofnotice about

changes in agents' binding author-
ity, from 30 to 90 days.
• Delay of changes in binding

authority up to 90 days at the
agents' request.
• 180-day written notice of ter-

mination, increased from 90-day

notice in the present contract.
• Articles covering indemnifica-

tion of agents for insurer errors or
omissions have been expanded to
include some claim settlement pro-
cedures. •
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in monitoring their own contracts.

"Many agents, including myself
at one time, would have been hard-
pressed to locate copies of their
contracts. But I think we have

come to agree that the day of the
handshake contract is long gone,"
he said.

Key provisions sought by the as-
sociation include specific explana-
tion and guidelines of when direct
billing is allowable, when and for
what reasons an agency contract
can be terminated and what mix of

business must be produced for the
insurer. •
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Computers may pose investment risks
Tips for buyers

Ifyou are planning to buy an in-house computer, here's
some tips from Mr. Newkirk on planning your change.
• Get a feasibility study. Vendors or independent consul-

tants will do one at nominal cost, but a consultant may be
better to prevent the study from becoming another sales
pitch, he says.
• Demand to know what alternatives the consultants

considered, including buying the computer and software
they recommend versus using whatever you have n6w,
whether it is batch data processing or a roomful of clerks.
• Ask for a clear breakdown of the costs and benefits

their proposal has for you. On hardware, get the cost of the
unit and freight and installation charges. On software, ':Ask
how much it will cost to develop the programming from
scratch because you can expect constant change in your
needs and the availability of package software."

ILLINOIS
RBIONES inc.

LAS VEGAS, Nev.-While more

than a dozen vendors exhibiting at
the Independent Insurance Agents
Assn. convention here pushed
computer hardwire and software,
at least one consultant was warn-

ing that computers may not always
be a good buy.

"The logic lately is that when all
else fails, buy a computer," re-
marked Nate Newkirk, president
of NGP Associates Inc., a training
and personnel management con-
sulting firm.

"But computers are not always
the answer to an agency's prob-
lems," he continued. " In fact, as an
investment, computers don't stand
up too well."

Though there are social and com-
petitive motivations to buy or lease

1 an in-house computer, there are
some reasons why popularity can
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cause a mismatch of computer to
agency or vendor to buyer, he sug-
gested.

"What we have are laymen buy-
ers who know very little about
computers dealing with very eager
sellers who are well-trained and
who receive a good commission for
selling," explained Mr. Newkirk,
who formerly sold computers for
IBM. "And agents are usually very
reluctant to reveal data about the

workings of their agency."

The overall eagerness to sell and
the pressure to buy without telling
the vendor much about how the
hardware will be used often results

Here's a coverage that offers you trerrendous production potential... but you've got
to act now since Seedsmen's E&0is strictly a seasonal business and the contracts are
negotiated in the fall. Nationwide, the premiums run into the millions.

Your prospects are seed growers and their associations, seed wholesalers, seed brokers
and seed dealers. Coverage is broad and basically covers four areas: Mechanical error,
control problems, germination deficiencies and other assorted problems. Our Seedsmen's
market offers you high limits, competilive rates and selection of deductibles.
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in an agent buying more than he
needs or what he doesn't need.

"Buying a computer can be the
greatest opportunity we have to
waste money and people that we
have, all for the promise ofa better,
cheaper tomorrow. But it doesn't
always work for the best," Mr.
Newkirk said.

Computers bear a host o f hidden
costs that are not usually discussed
during a vendor's sales pitch, he
continued. "For example, an in-
house computer is continually de-
creasing in value as new hardware
becomes available. There is a con-

tinuing cost in maintenance that is
rarely discussed."

Hardware or the actual comput-
ing machinery "is basically all
alike," he said, despite the differen-
tiation of features vendors pro-
claim. Software, the programming
that makes the computer do what
an agency requires, is often an ad-
ditional expense, even if the hard-
ware and software are sold as a
package.

"The average life of software is
242 to five years and I'm being con-
servative in saying five years. The
package is all right when you buy
it, but you want to make changes
after a while to accommodate new

tasks you want the system to do.
That means a new investment in

hardware," he said.
Computers always precipitate

change in an office organization, he
said, and sometimes the change
can be expensive.

"If you have had one clerk doing
all the filing and billing for20 years
and then try to bring in a computer
which will do the job faster and
cheaper, you may find out that the
only key to your office system was
in that clerk's head," Mr. Newkirk
noted.

"The clerk and other office
workers may resent the change.
You may be stuck not wanting to
fire a valuable employe, but unable
to decide what to do with that per-
son. It always causes upheaval and
office traumas."

In spite of these negative com-
ments, Mr. Newkirk still favors
computerized agencies for the
speed and efficiency that the ma-
chines can produce if used pro-
perly.

"What I do recommend is mak-
ing a creeping commitment to com-
puterization, maybe starting with a
batch processing system done out-
side the office before investing in a
bought or leased computer.

"If you do go into any kind of
system, including batch process-
ing, it is important to clearly define
a problem or need that you have
that the computer can solve. Don't
change a system of management
that worksjust because you want a
computer," he said.

If an agency does have a problem
a computer can solve, like too
many delinquent accounts that are
caused by slow billing or re-
minders, a computer might be the
answer. But the answer needs defi-
nition, too, Mr. Newkirk says.

"Define the desired situation and
alsowhatisadequateperformance.
That is almost never done in com-
puter planning, but it should be,"
he noted. "If you have 55-day ac-
counts receivable and a 2% bad

debt loss, target an improvement
that is specific, like 45-day ac-
counts receivable and 1% bad
debts."

Neilson, A&A merge
Neilson Underwriters Inc. ofAlex-
andria, La., has merged with Alex-
ander & Alexander Inc. there. The
Neilson office, which was founded
in 1933 and handles commercial ac-

counts including Louisiana utili-
ties, will operate as a satellite office
of A&A's Shreveport 6ffice.
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Agents see Feds under their beds
By Len Strazewski

LAS VEGAS, Nev.-"They're everywhere," he
told me, "and they're out to get us. If we don't stop
them right at the line, they'll come marching right
over us. And then where will we be, huh? Then
where will we be?"

His eyes were red and he had a nervous twitch. I
could see his head move in small circles as he

watched the roulette ball go around and around.
There was something familiar in that dizzy look,

though. I couldn't place it exactly, until he took an-
other nervous look over his shoulder.

"Wait a minute. Aren't you the guy I talked to last
year who tried to convince me that there were female
gremlins that intentionally screwed up agency oper-
ation?"

He looked hurt. "You misunderstood me," he said.
"I didn't really mean that." But he raised one finger
to his lips and whispered, "Quiet, the change girls

have ears."

That's the first thing

he was right on so far,
but then you never

know. Maybe he was
onto something this
time. After all, he had
been in the insurance

business for 25 years
and always listened
carefully at agency sem-
inars.

"You know, I'm the
kind of businessman

that likes to keep on top
of things," he said. "Six
months ago I was lead-
ing the fight against
those darn direct writers

to ruin our lives and bu

loved free enterprise sys

lenk lines

who were coming in trying
siness and destroy our be-
tem. A year ago... well you
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know. Ten years ago I was outthere onthe front lines
protesting those computers that they were going to
use to replace me. Why, 25 years ago I was a good
citizen and helped check under beds for Communist
spies from Russia."

"No one said you didn't like to keep up," I re-
sponded.

He reached down to place another bet, all his chips
on black. I mentioned that black numbers had won

three times in a row. But he just glared at me and
straightened his stack.

"You're too young to remember," be continued.
"But I remember. There was a bunch of them Reds

who were out to destroy our very way of life. They
wanted to 'socialize' everything, but we whupped
'em."

"Socialize? Oh, you mean like national health
care?"

He nodded. "Well, we didn't quite get all of them,
but we will this time."

"Okay, enough," I said. "What's the menace this
time? From what do we need to de-

- fend truth, justice and the Ameri-
can way?"

He lowered his voice. It was just
like old times.

"Federal regulators, that's who.
They're going to try to take control
of insurance from the states."

"Is that bati?"

"Bad? That would be death itself

for independent agents and bro-
kers? Them regulators would prob-
ably just give away insurance like

. they do food stamps. Or they'd
make so many bureaus and organi-
zations that they'd have to tax the
premiums and raise the rates. Be-
sides, when was the last time the
feds ran anything efficiently?"

He had a point there. The na-
tional parks are pretty clean, but
aside from them, most federal op-
erations leave something to be de-
sired. Letters often take more than

a week to go from California to
New York. Social Security pays a
pittance after retirement, but
draws a hefty chunk of cash from
the paycheck when you are work-
ing. The IRS ... boy ... you really
do have to look under the bed for
them.

"Okay, what do we have to do?"
"First," he said, "we have to

make sure them regulators don't
talk Congress into revoking good
01' McCarran-Ferguson that pro-
tects us from the antitrust boys.
Then we got to keep those con-
sumerists under wraps so they
don't go and form a federal con-
sumer affairs bureau that will poi-
son theminds ofall the buyers with
nonsense about how commission

sales are dangerous to them."
"I got it. That's all the stuff that

the agent and broker groups
around the country have been
battling."

"That's right," he said. "And one
more thing. We have to convince
the Senate not to ratify SALT IL"

"What's that got to do with it?"
"You never know what those

Ruskies are going to pull."
I would've liked to have stayed

and talked more about the federal
regulatory menace, but the IIAA
convention was getting in full
swing. It showed me that my dizzy
agent friend wasn't too far away
from the industry party line.

Sen. Paul Laxalt (R-Nev.)
greeted the agents and told them to
fight for free enterprise and oppose
SALT II. He got a standing ovation.
John Connally, running for the
presidential nomination, said to
fight federal regulation and that
darn SALT II. Retired Gen. Alex-
ander Haig, who knows several
Russians personally and probably
a few federal regulators, said to
tight all of them at the same time.
He and Connally both got standing
ovations.

Outgoing IIAA president Lee
Meyer told agents to fight federal
regulation and then stopped. But
he still got a standing ovation. •



Proper coaching
fields a winning
sales team: Prof.

LAS VEGAS, Nev.-Producers
need coaching and a specific game
plan in order to do their best, not
vague cheerleading and encour-
agennent.

That's the latest advice from Em-
mett Vaughan, Partington profes-
sor of insurance at the University
ofIowa, CPCU, CLU and honorary
Certified Professional Insurance
Woman.

The list of titles and an arm-
length list of past speaking engage-
ments make Mr. Vaughan the dean
ofinsurance industry speakers. He
continued his run at the Indepen-
dent Insurance Agents Assn. con-
vention here with advice on man-
aging an efficient sales staff.

"The single most important fac-
toi in the success of a new pro-
ducer is the expertise of the man-
ager," he stated, and even the
brightest producer prospect can
fail "ifyou just give him a briefcase
and put him on the street."

Mr. Vaughan recommends a
coordinated sales effort beginning
with careful choosing of a new pro-
ducer and continuing with specific
"how-to" examples and advice.

"Getting a good producer is a
one-in-10 shot," heexplained, "and
one ofthe most important qualities
ofa good producer is the hardest to
measure, that is, desire."

Psychological testing can take
some ofthe chance out ofpicking a
likely sales all-star, he suggested,
with emphasis on the candidate's
empathy or ability "to people-
read," and his "need to conquer."

Few good producers come from
outside the insurance industry, he
noted, and traditionally agency
sales staffers begin with insurers or
in another job within the agency.
Some producers are generated by
college insurance programs or
swiped from other agencies. Some
producers do transfer from teach-
ing or coaching jobs because
"some of the same qualities that
make up a good producer make up
good teachers," he explained.

But don't stop athiring a motiva-
ted, likable guy, Mr. Vaughan sug-
gests. Even the best potential sales-
man needs technical training in in-
surance and a specific agency's
methods. Some may need a crash
course in sales skills, like the
Xerox personal sales skills semi-
nar, he said.

"Then it pays to continue with
advice and training in work habits.
Producers need to be shown how
to find business, even if you force
thenn to put together a prospects
list from the telephone book."

Like a football team that rides
the crest of victory to more victo-
ries, successful selling breeds more
sales. Failures breed failures, so it
may be a good idea to let new pro-
ducers call on existing agency ac-
counts to get rolling as a salesman,
he suggests.

Once a new producer is trained
in insurance, selling and starting to
do his job, armed with advice, he is
ripe for success.

He is also ripe for dissatisfaction
or a limbo state of not being satis-
fied or even dissatisfied, which
could lead to quitting.

Proper compensation is the an-
swer and that doesn't necessarily
mean the traditional salary plus
commission, he said.

"Many managers believe in the
old theory thatsays that most peo-
ple are lazy and that the average
person dislikes work," Mr.
Vaughan explained. "Other man-
agers believe that work is as natu-
ral as play."

*BT systems
Some people, however, cannot

be pushed into the "satisfied"
group with any incentives, simply
because the job to them is just a
place to earn money for some other
off-job satisfaction. Others will
work better on straight salary, a
kind of compensation Mr.
Vaughan recommends, because of
self-motivation and recognition of
their commitment. •
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We cover a great many risks other markets won't or can't cover-all under one roof.
From a lot of markets today, you hear a lot of "No!" So you put in a lot of frustrating time and effort. Stop. Your
first call to Weghorn International can frequently get you quick coverage in any of the lines listed below. It's not
that we never say "No:' It's that our attitude is, "Yes, yes, a thousand times yes!"

WEGHORN International
CORRESPONDENTS AT LLOYD'S• IN HOUSE PROPERTY/CASUALTY BINDING AUTHORITY

Excess Vorkmen's Compensotion 3 Excess Automobile 0 Errors & Omissions 0 Bumbershoot Liabilily 0 Investment Counsellors Errors & OmissionsO Umbrella Liability O Aircraft Products laobility ¤ Kidnop/Ransom Insurance O Fire. Extended Coverage O Jumbo Property lines O Difference in
O Restaurants Property & Liability O Layers·Sec. 1 & Sec. 1 0 Excess Umbrella O Prirnory Liability I Buifer Layers O Architects & Engineers
I Fiduciary liability O Other Unusual Coverages.

WEGHORN International, Inc. 156 William Street, New York, N.Y. 10038. (212) 227-4600
WEGHORN International-New Jersey, Inc. 31 South Street, Morristown, N.J. 07960 (201) 267-1127 Telex 127383

Iftime is money,
now you «in

get more of both.
Let John Hancock take the details of association service off your hands,

and you'll have more time to spend making new sales.
We have a completely separate division devoted exclusivelyto associa-

tion insurance service. Our staff includes underwriters who are experts in
association group insurance, account executives who are accessible when-
ever you or your clients need them, and experienced group field representa-
tives located nationwide for on-the-spot assistance. We'll see that the whole
process goes smoothly right from the start.

If your clients are interested in administration services, you can choose
the level of administration that best fits their program requirements. For
example, you could choose complete administration which includes billing,
collecting and depositing member contributionsas well as processing
member enrollments, answering individual member's questions and main-
tainingall insurance records. Oryou could choose to have us simply bill
the association's members.

In addition, enrollment sales promotion services are available to help
associations attract new members to join their programs.

And to help keep members happy, we have a national on-line computer
claim payment system- HANSTAR-which ensures accurate and timely
claim payment service.

These are some of the reasons why brokers across the country have used
John Hancock to service over 200 association clients with comprehensive
programs for life, health, long term disability and dental insurance. Write
now for further information on how John Hancock can help you with your
association business. We'll puta lot of people to work soyou can spend your
time more profitably-making new sales.

r -Wrile here:-.
 Yes, I want to learn more about how John Hancock services can help give me 

more time for making sales.
 Name
 Company Tpl

Address

State 7ip

Send to: Mr. Richard Vose, Second Vice President, Association Services, T-28, John Hancock Mutual Life In'surance Company, RO. Box 111,
John Hancock Place, Boston, MA 02117.

Mutual Life Insurance Company
Boston, Massachusetts
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Homework can detect insurer's insolvency
By Richard M. Haverland

Tspecialty insurance companies of the AmericanHE STARTLING INSOLVENCY of two large

Reserve group has affected more than 10,000 agents
throughout the U.S.

More insolvencies are expected. Though there
have been more than 30 property/casualty insurance
company insolvencies in the U.S. in the last four
years, no prior insolvency has surprised as many
agents, cost them as much money or caused them as
much aggravation and embarrassment as the Ameri-
can Reserve insolvencies.

Agents need to understand the risks and nature of
insolvencies to help protect themselves from future
insolvencies. Agents cannot rely on regulators to

Mr. Havertand is president and CEO of Progressive
Casualtv Insurance Co. and has held financial posi-
tions with Allied Chemical, TWA and Shearson-
Hammill & Co.His aduice is excerptedfrom abooklet
distributed to Progressive agents.

protect them.

Webster's dictionary
says insolvency means
"unable to pay debts." ./.GN#*'4' 5

For an insurance corn-

pany, this normally
means that the company
has no policyholders' ..3- :..' . »""5,04 , f
surplus, or simply sta- ...Flk..lib f
ted, liabilities exceed as-
sets. It should be noted

that a company may be
ir_solvent and still able
to do business-if the

payment of its debts and ,
bills can be deferred. AL

Deferring debts is, /BT perspective
however, a short-lived

strategy. Without infu-
siin of new capital or a major turn to profitability, a
ec mpany will almost certainly be forced into bank-
ruptcy or conservatorship-which usually signals

the end of a company's existence.
Today there is substantial evidence that the subsi-

diaries o fAmerican Reserve were in fact insolvent at
the end of 1975-but they were able to continue do-
ing business until 1979.

In my judgment, well over 50 property/casualty
insurance companies doing business in the country
today are in fact, insolvent. Any agent who believes
that the insolvencies of American Reserve and Re-

serve Insurance Co. were isolated, non-recurring
events is likely to suffer the same trauma that so
many agents have recently experienced.

Most agents believe they shouldn't have to worry
about insolvencies because they know state regula-
tors and guarantee associations are primarily respon-
sible for insolvency prevention and detection. They
don't always succeed. Otherwise, there would not
have been more than 30 insolvencies in the last four
years alone.

The guarantee associations were established by
state laws to collect and disburse funds to policy-
holders and claimants of insurance companies being

liquidated by the states. They also
have a responsibility to detect po-
tential insolvencies. As a practical
matter, they don't. The associa-
tions' representatives typically
have legal or claim backgrounds,
and focus little effort on attempt-
ing to detect weak companies.

The state insurance departments
have the primary responsibility for
company solvency. Historically
they haven't done a goodjob in pre-
venting or detecting insolvencies.
With the development of the Na-
tional Assn. of Insurance Commis-

sioners' Insurance Regulatory In-
formation System (formerly
known as the Early Warning Sys-
tem), the regulators have an excel-
lent tool to identify those compa-
nies in poor financial shape. The
fact is that there is little evidence

that they act upon the good infor-
mation available.

...

IT TAKES A HEAL[1HYBITE
OUT OF WORKERS'

COMPENSATION COMS.
.,U, The longer injured workers are laid up, the more expensive it

becomes for their employers.
CURE (Commercial Union Rehabilitation Effort) can

help get injured workers back on the job quickly and
save their employers money.

Our prescription is a staff of professional
rehabilitation nurses ready to serve CU poli-
cyholders. CURE nurses work with the

irjured worker, the famili physician, rehabili-
tation personnel and employer to coordinate
all physical, vocational and psychological
therapy.

CURE nurses spot potential rehabilitation
candidates, particularly those who don'treturn to workonthe doctor'sschedule.
They identify needs-psychological and emotional adjustments-and provide
counseling. They monitor all charges, expenses, and the course of prescribed
treatment.

By coordinating all details involvzd in therehabilitation process-from special
equipment to at-home attendant care-CURE helps put your client's workers
back on the job sooner. And ycur client faces reduced costs in disability
payments, workers' compensation and medical expenses.

Contact thenearest Commercia! Union office to find out about our CURE that
helps people get back to work and saves your clients money.

Commercial Union
Assurance Companies

One Beacon St.

Boston, MA 02108

I believe there are two reasons:

• There is a lack of political pres-
sure. The "security blanket" pro-
vided by the guarantee associa-
tions has taken the pressure off the
regulators. An insolvency today
does not cause the political reper-
cussions it did in the past because
in most states losses are paid and
unearned premium is returned. In
the past, neither was taken care of,
which caused great consternation
among policyholders-who in turn
were vocal in their concern to in-
surers and brokers.

The regulators aren't sure
what to do or what they can do
when they sense a company is in
financial trouble.

The combination of not being
sure what to do and the lack of

forcefulness on the part of regula-
tors has rendered state regulators
ineffective in performing their im-
portant duty.

The principal reason for in-
solvencies o f insurance companies
is under reserving. Loss reserves
represent a company's estimate of
how much money will have to be
paid to settle losses that have oc-
curred as of the date of the
company's most recent financial
statement

Loss reserves are a liability on
the company's balance sheet. If
they are understated, then the poli-
cyholders' surplus is overstated.
There is another important result
of under reserving: it leads to un-
der pricing. The company which
does not reserve properly does not
have good understanding of its
most important cost: losses. If a
company under reserves, it is
likely to underprice its product,
plunging it into a "death spiral"
where solvency is impacted by
both pricing and balance sheet
risks.

The historical accuracy of loss re-
serving provides a sad commen-
tary on either the quality or hon-
esty of insurance company man-
agement. In recent years, company



loss reserve estimates have been

very inaccurate. A study published
by Conning & Co., the nation's
leading insurance research firm,
indicated that of the 240 largest
0, c perty/casualty companies in
1.ie United States 24% were under

reserved by more than 25% oftheir
reported 1977 year-end surplus. A
sample a year earlier yielded simi-
lar results.

The severity of insurance com-
pany insolvencies is compounded
by the poor accounting principles
used by the industry. Insurance
company accounting virtually dis-
regardsthetruevalueofbondsthat
are held by the companies.

Over the years, interest rates
have generally risen, causing the
true market value of the bonds

held in insurance company portfo-
lios to decrease in relationship to
the value used to determine sur-

plus. As a result, assets are oversta-
ted, therefore causing overstate-
ment of statutory surplus for most
companies.

This becomes particularly rele-
vant for those companies which,
because offinancial problems, may
be forced by insurance depart-
ments to reduce their premium
volume. Cutting back business re-
suits in decreased cash flow, fore-
ing the liquidation of investments
to pay claims.

As bonds are liquidated, their
true market values are realized.

The true market value of insurance

company bonds has been disre-
garded by insurance examiners in
state insurance departments. It is
very relevant, particulkly for com-
panies that are in otherwise weak
financial condition.

The realissue for you is, what can
you do to identify companies that
are in weak financial condition.

First, get the results ofthe NAIC -
IRIS Tests.

The NAIC has developed a series
of financial tests to measure the

solvency of each U.S. insurance
company. These tests, formerly
known as the Early Warning Sys-
tem, have been renamed the Insur-
ance Regulatory Information Sys-
tem and are helpfulin determining
which companies may be in weak
financial condition. In my judg-
ment, these objective tests provide
a good method to determine a
company's true financial condi-
tion.

While the IRIS results are not

generally available, most state in-
surance departments will allow the
test results to be inspected in their
offices. The State of Michigan's
Bureau of Commerce will provide
test results to interested parties.

Sadly, there is little evidence that
regulators are using the results of
the tests. Based on 1978 financial

statements, 10% of 1,878 property/
casualty companies were outside
the NAIC norms on four or more

tests.

Then, check the A.M. Best Co.
policyholders' rating of the compa-
nies with whichyouare doingbusi-
ness.

The policyholders' rating does
reflect loss reserve inadequacies,
operating performance and numer-
ous other relevant factors. The
Best rating system has proven to
be fairly reliable over the years.

Other signals you should watch:
• Companiesthatrely heavilyon

reinsurance as a means to generate
surplus should be considered care-
fully, as this is frequently a sign of
weakness. This information is
readily available in the company's
annual statement in the general in- 1
terrogatories section-Part A,
question 31.
• As an agent, you should feel

somewhat better to know that the

company with whomyou are doing
business is regularly audited by in-
dependent CPAs and has received
certified nonqualified financial
statements from its auditors. This
is not a guarantee that the com-
pany is in the shape it says it is, but
it is an indication that at least it has

been reviewed by an outside third
party. It should be remembered
that Reserve Insurance Co.'s state-

ments were certified as accurate

consistently-including the 1977
statement.

It is interesting to note that the
American Reserve Corp. (parent
holding company) had switched
accountants in three consecutive

years. Changing accountants often
could be a sign of problems.

Be aware of independent pre-
mium finance companies' refusals
to finance the company's pre-
miums. The finance companies are
fairly sophisticated. If they become
concerned about a company's abil-
ity to return unearned premiums,
they may elect to stop doing busi-
ness with that company.
• Another indication of weak-

ness is a slowdown in claim settle-

ments or return of unearned pre-
mium. This frequently reflects
cash flow problems.

• An agent should also be alert
to company withdrawals from vari-

ous states. No matter how the com-

pany rationalizes these, they may
be indicative of state insurance de-

partment orders, formal or infor-
mal.

• An agent can benefit by keep-
ing current on the company's fi-
nancial condition. If you are doing
business with a publicly owned
company, write to the secretary of
that company and ask to be placed
on the company's financial mailing
list.

If you had been on American Re-
serve Corp.'s mailing list, you
would have been aware of the

company's financial crisis well be-
fore the insolvency came about.
Many agents who were aware of
this problem called their policy-
holders and were able to initiate
cancellations without the embar-

rassment that accompanied the
subsequent insolvency.

A number of agents with whom I
have spoken have indicated it is
pretty difficult to keep track of all

Save yourself
As an alternative to learning a lot about the companies, I

have found some agents who have come up with a unique
solution. They feel compelled to offer the insurance pro-
grams of some companies in which they have little confi-
dence. However, they recognize the potential for subse-
quent financial problems, and they have developed a form
for the insured to sign which says, "I,
(insured), recognize that (insurance

agent) is concerned about the financial comdition of
(company), and I recognize the risk asso-

ciated with doing business with the company."
This unique solution takes the agent "off the hook" to a

large degree. In fact, agents who have used it have told me it
usually results in the client refusing to be insured by the
inferior company and insuring with a better company-
even when the price may be substantially higher.

the various things I have sug-
gested. I understand that, but I am
notsympathetic because Iview the

establishment of a relationship be-
tween a company and an agent to

be a very serious responsibility of
the agent. The time spent in deter-
mining which companies are
worth doing business with can be
the best time an agent spends. •

Zurich American
listens -

and responds
Communication is an important part of
Insurance. For years agents have said there
should be more of it with carriers. At Zurich-

American, there is. And, more importantly,
what agents tell us causes action.

Just look at the record.

You suggested formal agent/Z-A meetings.
We responded with branch Agency Liaison
Panels, so we could listen better.

Then you asked for greater dialogue with
top management. We responded last year with
our first national ALP meeting, so we could
hear you first-hand.

And now, as a result of those discussions,
we're responding once again.

You wanted us to make our profit staring
plan better. We are. And we feel it will be
among the industry's best.

You said Z-A needed a payment plan to
give you an edge. Our new installment
payment program will.

Z-A agents know we listen- and respoid.
If you're not a Z-A agent but we're the type
of insurance group you'd like to represent,
contact a Z-A branch. We want to listen.

service Is our numBer one POLICY

Zurich Insurance Company
American Guarantee and

Liability Insurance Company
111 West k kson Boulevard

Chicaso, IL 60604

\Auton</0,AGENT /
i SERVES ¥0. C,ns. 1

Z-A branch offices are in metropolitan Atlanta, Baltimore, Buffalo, Chicago, »tr
Cleveland, Dallas, Detroit, Fresno, Jackson, Kansas Cit>, LoS Angeles, Manhsttan
(New York City), Milwaukee, Minneapolis, North Haven (CT), Olandc, Palatine (IL),
Philadelphia, Pittsburgh, Sacramento, San Francisco and Woodbury (NY).
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 Pods' cut through agency jungle
MINNEAPOLIS, Minn.-Pods

are sprouting at Brandow, Howard
Kohler & Rosenbloom, but no one
is getting trapped in the under-
brush.

The goal is to get the producers
out of the jungle, said managing
partner John Kohler, and the
"pods," or teams of young em-
ployes coupled with experienced
producers and support staff, seem
to be effective.

BHK&R, the largest local broker
with only a Minneapolis office, is
predicting $20 million in premiums
for 1979, agrowth rate ofmore than
20%, following a 15-year history of
averaging more than that.

"We went through a period of
centralized marketing," Mr. Kohler
explained, "but we found it too
tough for a producer to find out
about any given account. So we
broke the operation up into 'pods,'

A/
/B local leader

T

which are teamsthatinclude one o f

the older agency principals, a
younger producer and the support
staff they need."

The marketing teams are

grouped in the same area ofthe of-
fice within easy speaking distance
of each other. Three of the princi-
pals have formal offices, but most
spend their time moving from pod
cubicles to conference rooms.

"We try to keep the same people
on existing accounts so the pro-
ducer can get information immedi-
ately and a client can always find
someone in the office who knows

his account," Mr. Kohler noted.
Pod tactics are coordinated by a

marketing managerwho schedules

Contents

• Clear and concise evaluationsof49

umbrella policies (more will be
added later)

• Specimen copy of each policy
• Major policy terms their

meaning, effect, and the
differences between

various wordings
• Major endorsements,

including those
applicable to con-
tractors, financial
institutions, and
municipalities

Know at

a Glance

• The widely differing
coverages available

• The shortcomings of your
umbrella policy

• Flaws in the competition's coverage
• Positive features of your form

and records new business calls and

prevents mistaken double-teaming
o f prospects.

Some double-teaming is en-
couraged, however. It's a tactic in
itselfand the older producers "will
drop everything to make a call with
one ofour young guys," Mr. Kohler
remarked.

BHK&R supports its commit-
ment to a youthful staff with more
than organization, Mr. Kohler
noted. The agency is owned by 10
full-time employes who are re-
quired to sell their stock back to
the remaining partners when they
turn 65, though they can continue
to work as producers.

Chairman William Brandow, 64,
already has begun to sell back his
piece o f the business and the part-
ners have already decided on the
crown prince, Frank Howard, to

take over as chairman.

Mr. Howard, one of 11 chartered
Property & Casualty Underwriters
(11 more are in training) at the
agency, has taught several under-
writing and risk management
courses in the Minneapolis area.
Principal Amos Rosenbloom came
into the partnership after taking
one of Mr. Howard's courses.

"Teaching is a good experience,"
Mr. Howard noted, "and some-
times people get back to us after
taking classes and want us to han-
dle their business, but it's not the
reason we do it. We have other
ways of finding new business."

An Assurex member, BHK&R
taps mass marketing lists which
provides it with 300 to 400 pros-
pects "which are more suspects
than prospects," Mr. Rosenbloom
said. "But basically there are so
many good middle-size companies

Revised Edition

The Umbrella Book an up-dated, expanded new edition
containing comprehensive analyses of major umbrella policies

providing quick and accurate coverage comparisons

How to

• Improve your coverage
• Properly mesh primary

and excess policies

• Structure layers of
excess coverage

markets

with different

The Authors

• James A Robertson, one of the principal authors of The Umbrella Book
• The staff of Warren, McVeigh & Griffin, leading risk management consultants
• An advisory panel of experts from insurance compan.es, surplus and

excess lines markets and brokerage firms

Name

Title

Company

Address

City

State

Price

The price of The Umbrella Book is only $125
including free up-dates for one year
The up-date service can be renewed
after the first year

Zip

What's

New?

• Now in a

loose-leaf

format

• Periodic up-
dates "The

Umbrella Notes"

• More policies - 49
insurers at publication

• New sections on

underlying coverages,
endorsements,

marketing tips
• New reference charts for
each insurer's policy

Color Chans

• 116 features of each umbrella
• Their effect on coverage in a
color coded format

• Over 5,500 separate comparisons
• Differences or concurrence with ISO

primary coverage are pointed out

• Cclor charts up-dated annually

Here is my order for The Umbrella Book at your price
of $125. This price includes free up-dates for one year.

Number of copies at $125 each

California residents add $750
sales tax for each book

'Ibtal

Make check payable to:
Warren, McVeigh & Griffin

1420 Bristol Street North Newport Beach, CA 92660 Dept. D.

"We try to motivate people to
have fewer accidents," says
Amos Rosenbloom of BHK&R.

in the area we couldn't begin to call
on them all."

Specializing in non-jumbo ac-
counts of less than $1 million in
premiums, the pods sometimes tar-
get geographical areas and make a
blitz o f calls based on Dun & Brad-

street data. The agency once made
255 separate calls in one day in St.
Cloud, Minn., northwest of Minne-
apolis.

Though the pod system has pro-
vided a slick, organized approach
to account handling, Mr. Kohler
said, it has caused some drawbacks
in marketing coverages because in-
surers accustomed to working with
a single marketing staffer from the
agency had to adjust to talking to
two or three people on a single ac-
count

"But the advantages surpass the
problems," Mr. Rosenbloom

noted. "When I go out on an ac-
count, I follow it top to bottom. I'm
the quarterback."

Mr. Rosenbloom is also the quar-
terback ofa separate BHK&R divi-
sion called "Attitude Helpers," a
consulting operation that works to
promote safety and fewer workers
compensation claims for clients.

The technique requires "Atti-
tude Helpers" working outside a
firm's budget because "when pro-
duction pressure is on, safety is al-
ways the first to be squeezed," Mr.
Rosenbloom said.

"We try to motivate people to
have fewer accidents and we do it

by going into a firm and seeing
what the production people think
can be done," he explained.

"If they think they need, for ex-
ample, an industrial vacuum
cleaner to keep the workplace
cleaner but have not been able to
get it because of budget problems,
I advise the staff to buy it and send
the bill to me. I pay it and bill the
company."

By cutting red tape, promoting
safety and encouraging workers,
"Attitude Helpers" tries to target
50% accident reductions for firms
and charges between $2,000 and
$8,000 a year for the service.

"What we are trying to do with
BHK&R and "Attitude Helpers" is
to undertake the same way the
jumbo brokers do business and ap-
ply those skills to the thousands of
middle-sized companies who don't
have the sophistication o f jumbo
accounts," Mr. Rosenbloom ex-
plained. .

New Poe agency
Poe & Associates Inc., one of
Florida's largest insurance broker-
ages, has reached an agreement in
principle to acquire its first agency
outside of its home state,
O'Connell & Salisbury of New
Brunswickf N.J. O'Connell, a
multiline agency, has marketed
Poe's dental program in New Jer-
sey since 1972 and is expected to
operate as a separate subsidiary of
Poe under its present manage-
ment. Poe & Associates also owns
a New York state insurer, Whiting
National Insurance Co.



N.Y. agents find
commercial lines
still most fruitful

SYRACUSE-Commission rates
for commercial lines declined

more than those for personal lines
in the last three years, but commer-

lnlineesrsds'tiy oorinp08tatbtee
preliminary findings of a study by
the Professional Insurance Agents
of New York State Inc.

In another study of 40 of this
state's agents by the Independent
Insurance Agents Assn. of New
York, the average agency's income
increased 39.3% from 1975 to 1977,
but expenses grew 42%.

The PIA study, based on data
from 594 PIA agencies and con-
ducted by the State University of
New York at Albany, revealed that
the average agency has a premium
volume of $892,031. The agencies
sampled wrote a total of $217.3 mil-
lion with 10 carriers: Aetna Life &

Casualty, Hartford, Travelers,

Kemper, Merchants, INA, Conti-
nental, New York Central Mutual,
USF&G and Crum & Forster.

Commission rates for personal
lines declined steadily in the last
three years, about 6% overall. Com-
mercial commission rates dropped
more, by 8.4%. But commercial
lines have proven to be more prof-
itable than personal lines, the re-
searchers said, urging agencies to
develop commercial business.

The researchers also compiled
data for different size agencies. In
agencies with less than $500,000
premium volume, contingent in-
come made up an average 22% of
agency revenue; in agencies with
$500,000 to $1.2 million volume,
contingent income comprised 10%,
and in agencies of more than $1.2
million, it was 5%.

Smaller agencies also acquire
more of their total revenue from
personal lines than do large agen-
cies, the survey shows, an industry
truism. The personal/commercial
income ratios are 70/30 for small
agencies, 57/43 for medium and
47/53 for large.

Commission revenue per clerical
employe averaged $27,000 in small
agencies, $35,000 in.medium and
$39,000 in larger.

The IIAANY survey found that
the average agency income in-
creased to $138,356 in 1977 from
$99,350 in 1975. But expenses grew
more: $111,787 in 1977 compared
with $78,719 in 1975, excluding
owners' remuneration.

Total income was related to
agency size and mix of personal
and commercial business. The
greaterthe number of full-time em-
ployes, the higher the total income.

Agencies that reported low com-
mercial volume averaged $88,677
in 1977 total income. Agencies with
greater commercial premium vol-
ume averaged $323,205.

Commercial lines commissions
comprised $54,429 or 39.3% in 1977
and $36,292 or 36.5% in 1975. Life,
health and accident commissions
remained the same at 3.6%, $3,625
in 1975 and $5,002 in 1977 and other
income-broker's fees, interest in-
come, etc.-was $12,007 or 8.7% in
1977 and $9,414 or 9.5% in 1975.

On the expense side, the greatest
increase was in remuneration of

non-owner producers. The average
agency spent $10,881 for this in
1977, 7.9% of expenses compared
with 7.5% in 1975 or $7,478. For
clerical employes' remuneration,
an agency spent $24,107, or 17.4%
ofexpenses in 1977 c6mpared with
$17,607 or 17.7% in 1975.

The average agency spent
$34,286 or 24.8% of expenses on
principals' remuneration in 1977

A/BT

and $26,417 or 26.€% in 1975. The
average principal, however, was
paid $24,518 in 1977 compared with
$19,008 in 1975; the average agency
had 1.38 principals.

The average agency's profits be-
fore principals were paid was
$26,569 in 1977, compared with
$20,631 in 1975. This 28.8% growth
falls short of the 39.3% growth of
income. •

business insurance, October 15, 1979 / 46M

WHO SETS THE VALUE OF YOUR AGENCY?

Acquisitions?
ESOTS?

Buy/Sell Agreements?

for

Internal/External Sate?

For A Fair Market Valuation

Call or Write

Perpetuation Plans?
Divorce?

Estate & Tax Planning?

Russell R. Miller & Co.,Inc.
Vatuations, Mergers-Acquisitions and Consulting
Specialists for the Insurance Industry

Corporate Headquarters
300 Montgomery Street
San Francisco, California 94104
(415) 956-7474

Los Angeles (213) 413-4080
New York (212) 662-2845
Chicago (312) 454-1896
Dallas (214) 742-9282
London ( 01 ) 588-3908
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Wholesale broker whips the cycles
A/BT

ATLANTA--The Insurance

House, an insurance wholesale
broker here, is continuing to find
ways of o ffsetting the effects o f re-
curring insurance industry cycles
of feast and famine.

The solution: diversification into
five businesses related and unre-
lated to insurance. As Mitchell

Gwinn, executive vp, acknowl-
edges, this type o f plan may not be
for everybody, but he suggested in
a recent interview that insurance
brokers-both retail and whole-

sale-might want to take a close
look at other business opportuni-
ties as he has.

Over the past several years, In-
surance House has expanded into
premium financing, real estate
rentals, putting together primary
insurance packages for clients,
computer hardware and software
sales and services and insurance

underwriting.

"In our shop, our concern for the
size, shape and arrival date of the
next (insurance) cycle" dictated
that Insurance House diversify
operationally as well as geographi-
cally, Mr. Gwinn said.

Most recently, the insurance un-
derwriting operation was es-
tablished in the form of Southern
General Insurance Co., licensed in
Georgia in late July to write prop-
erty and casualty business. The In-
surance House plans to move a $1
million book of business to South-
ern General that it has been placing
with another admitted company in
Georgia, and will also use South-
ern General to put together its own

garage liability program for state
garage operators, Mr. Gwinn said.

Not long before going into the
underwriting business, Mr. Gwinn
"ventured into" selling computers
and related programming services,
an outgrowth of having an in-
house computer operation with
four staff programmers. Under the
name of Data Professionals, Insur-
ance House sells mini-computers
bearing the Data General name,
along with some IBM equipment
and programming services to go
along with the sales. Customers in-
clude agencies using Insurance
House's excess/surplus brokerage
facilities.

"We have also begun to write
standard business to a great ex-
tent," said Mr. Gwinn, explaining
that for an override averaging
about 5%, his firm now will do the

*YOURS IS AN EXCELLENT
PUBLICATION AND ONEWHICH SHOULD BE READ BYSELLERS AS WELL AS BUYERS
OF INSURANCE." Insurance Agency Executive*

G

They Do, Mr. Agent, that's why so
many insurance companies and
services use Business Insurance

.. . to reach both, buyer and
agent/broker.

Business insurance is read by
over 59,000 commercialinsurance/benefits buyers and 4
over 29,000 insurance agents and
brokers. Details upon request.

*One of 887 who replied to a special Business Insurance research study
among agent and broker readers.

.business
insurance

the newsmagazine that just had to be

New York: 708 Third Avenue, NY 10017, 212/986-5050
Chicago: 740 Rush Street, IL 60611, 312/649-5275
Los Angeles. 6404 Wilshire Blvd., CA 90048, 213/651-3710

necessary marketing and negotiat-
ing with insurance carriers to put
togetherpackagesofprimaryprop-
erty and casualty coverage for
agents to sell to their small busi-
ness customers.

Insurance House doesn't do any
retail brokerage business, but han-
dles the range of coverages that
might be needed by, for example, a
fast-food chain. The local agent ser-
vicing this kind of account might

ask Insurance House to help do an
insurance program using insurers
that the small agent might not have
access to.

What Mr. Gwinn characterizes as

the "landlord business" involves
buying three office buildings in At-
lanta and leasing them out to ten-
ants.

Premium financing has recently
been expanded to three more
states, so that Insurance House is
doing this business in six states, of-
fering premium financing services
to agents using the firm as a whole-
saler.

House panel approves
anti-bank insurer bill

WASHINGTON-A House

banking subcommittee has ap-
proved legislation that would bar
most bank holding companies
from selling insurance.

Under the bill (H,B. 2255) spon-
sored by Rep. James Hanley (D-
N.Y.), which is supported by a
broad coalition of agent and broker
trade associations, bank holding
companies with assets of more
than $50 million generally would
be prohibited from selling
property/casualty and life insur-
ance.

It is the only federal regulation
favored by agenUbroker groups,
who are hoping it will pass this
term.

Financial companies that are
subsidiaries of bank holding com-
panies could continue to sell prop-
erty credit insurance in connection
with loans up to $3,500, regardless
of the bank's size.

In addition, bank holding com-
panies could continue to sell insur-
ance in towns of less than 5,000
population or in communities that
lack adequate insurance agency fa-
cilities as determined by the Fed-
eral Reserve Board. The legislation
would not affect the sale of credit

disability insurance by banks.

The measure would not apply to
banks' insurance operations that

began before June 6, 1978; only
new insurance activities would be
barred.

Although bank holding compa-
nies' role as insurance agents is not
currently extensive, agent trade
groups fear that situation could
change dramatically unless the
federal legislation is passed. "They
(banks) want to get into the insur-
ance business in a big way," says
Roger Levy, director of legislative
affairs for the Independent Insur-
ance Agents of America here.

Agent groups contend that if
banks are allowed to sell insur-

ance, they could make loan ap-
provals contingent on purchasing
insurance from the bank, putting
the consumer at a competitive dis-
advantage.

Similar legislation cleared both
houses of Congress last year, but
died when the Senate failed to ap-
prove the conference report ac-
companying the measure. Opposi-
tion from banks as well as the legis-
lative logjam during the closing
days of Congress were blamed for
the 1 1 th-hour defeat.

The full House banking commit-
tee is expected to approve the leg-
islation later this month. The
House itself may vote on the bill
before the end o f the year. But the
Senate says it won't act until the
House completes its action. •

Marketing service
AIG Marketing Inc., a new compre-
hensive marketing and administra-
tive service, is available to brokers,
agents and insurance companies
throughout the U.S. and abroad.
The company provides help in
marketing insurance through third
party sponsored programs such as
associations, credit cards and em-
ploye groups. Services include
preparation of solicitation mate-
rials, marketing analysis, planning
and installation of clerical or com-
puter processing operations and
administration of accounts.



A&A, college
set memorial

NEWYORK, N.Y.-Alexander&
Alexander Inc. and the College of
Insurance here have established
the William L. Carter Jr. seminars
funded by A&A in memory of its
late chairman and chief executive
officer.

The seminar series will provide a
forum allowing in-depth discus-
sion and presentation of issues of
concern to insurance industry
leaders, according to the College.
Speakers will be drawn from busi-
ness, government, the humanities
and the physical and behavioral
sciences. Attendance, by invitation
only, will be limited to the chief ex-
ecutive officers of insurance com-
panies and insurance brokerage
firms.

"Bill Carter was a great sup-
porter of the College of Insurance
and of insurance education," ex-
plained A&A chairman Kenneth
W. S. Soubry. "The fact that the
CollegeofInsurance willconducta
series of seminars for the leaders of
our industry as a memorial would,
I believe, make Bill very happy."•

t

James promotes boiler division executive
Fred S. James & Co. Inc. has

made several personnel changes.
Thomas W. Hobbs has been ap-
pointed senior vp in charge of
boiler and machinery insurance for
the national sales division. He pre-
viously was vp for this specialty in-
surance line. 0. Bradley Fickle has
joined Fred S. James & Co. ofFlor-
ida, Inc. as vp and assistant man-
ager of the Fort Lauderdale office.
He previously operated his own in-
surance agency.

*

Peter W. Kininmonth of London
has been elected to the board of
Fred S. James & Co. Inc. He has
been a member of Lloyd's since
1949 and formed P.W. Kininmonth
Ltd., a Lloyd's brokerage firm.

***

Robert L. Adler, president of As-
sociated Agencies in Chicago, re-
ceived the Julius Rosenwald Me-
morial Award from the Jewish
Federation of Metropolitan Chi-
cago. The award is presented to the
individual who has done the most
to advance the Jewish Federation's
aims and the welfare ofthe Jewish
and general communities.

***

Allen M. Reager Co. of Louisville
has announced several personnel
changes. Larry P. Westmoreland
has been named vp and director.
He has been an account executive
with Reager since 1970. Frank E.
Dodson III, formerly account exec-
utive, is now a vp. Larry Starr has
joined the agency as an account ex-
ecutive in the bond department.
He previously was Kentucky bond
manager for a major insurer.

***

Jim Montano and Henry Bayard
have joined Adams & Porter Asso-
ciates Inc. in Houston. Mr. Mon-
tano joined the company's claims
department. During the past 272
years he was with a major insurer,
where he was responsible for
claims pertaining to marine and
aviation services. Mr. Bayard
joined the organization in the ma-
rine insurance division. For the

past eight years he was corporate
insurance manager for Dixie Car-
riers Inc.

***

Charles R. Fosdick, formerly se-
nior district sales manager with
Allstate, has joined the Orange, Ca-
lif., office of Anderson & Anderson
as a senior account executive. He
will assist branch manager Brian
Sincock in a major expansion of
that office.

***

Karen Ann Murphy has joined

A
Murphy Turner

Johnson & Higgins of Pennsylva-
nia Inc. as head ofthe Philadelphia
employe benefit department's ac-
tuarial unit. Ms. Murphy was a con-
sulting actuary and o fficer with an-
other Philadelphia consulting firm
before J&H. Previously she was an
actuary with the Social Security
Administration.

***

Joe Ben Turner has been elected

president and chief executive o ffi-

ce'l.*#,

cer of Flenniken Financial Ser-
vices Inc. in Knoxville, Tenn. He
succeeds R. L. Oakes Jr., who died
in June. Mr. Turner was named ex-
ecutive vp last year and has been a
member of the board of directors
since 1970.

*

Leon S. Schor has been

promoted to assistant education di-
rector of the Independent Insur-
ance Agents of America Inc. He
joined the IIAA in March as pro-
gram director for the education de-
partment, responsible for sales,
sales management and agency
management programs.

***

Gary V. Trippe has been ap-
pointed president and chief opera-
tion officer of D.R. Mead & Co., an
independent Florida insurance
agency. He will be responsible for
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Pluss Rupp

the firm's Miami, Fort Lauderdale,
West Palm Beach and Orlando of-
fices and will continue to serve on
the board of directors. He has been
executive vp since 1976.

***

Chicago-based Schwartz

Brothers Insurance Agency Inc.
has named J. Spence Miller and
Thomas Pluss to its staff as an ac-

count executive. Mr. Miller is a re-
cent graduate of Augustana Col-

XYZ
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lege in Rock Island, Ill., and
worked for the firm as an intern.
Mr. Pluss is a graduate of the Uni-
versity of Colorado.

***

Richard V. Rupp, CPCU, will
join newly formed H&W Risk Man-
agement Services as a vp responsi-
ble for the technical aspects of the
firm's services. He leaves Warren,
MeVeigh & Griffin, a risk manage-
ment consulting firm where he was
a principal consultant to corpora-
tions, associations and public enti-
ties.

We'd like to report on staff

changes, Just drop a note to Len
Strazewski, Business Insurance,
740 N. Rush St., Chicago, IN. 60611
or call 312-649-5393. We'd also like

to receive pictures of those in-
volued.
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"What do you need that for, Archie? You do enough
sweating at premium audit time to last all yeart"

Sweating out overdue premium audits can
be hazardous to an agent's business health.
That's why at Bituminous we do all we can
to help our agents keep their "cool" and
their clients. We pride ourselves on our
promptness-keeping turnaround time for
the total audit service to a minimum. And

we offer fast and fair claims handling, too.
Bituminous, the full-line, full-service
property/liability companies specializing
in business insurance. Call today and
learn about all the ways we can help you.

U Bituminous INSURANCE
COMPANIES



Jerry Geisel
doesn't let any

rass row under
isfee    -

Jerry Geisel is Washington Editor of Business Insurance. He t-as a way of
mowing down myths and getting to the truth.
Take the now famous lawn mower story.

The one about the man who tried to use a lawn mower as a hedge clipper,
lost some fingers, sued the lawn mower manufacturer aid was aarded c
huge sum of money by a jury.
Jerry investigated, and found the incident never happened.
His front page story in Business Insurance was read into the
Congressional Record and was reprinted in newspapers around :he
country. As a result, insurance trade associations changed some of
their literature and, advertising claims by some insurers were -nodified
to provide more credible information about the troublesome tori situation.
Jerry has also given readers of Business Insurance the first summary of
product liability and tort reform actions and proposals on a state by state
basis. This chart has been widely reprinted and circulated.
Yet Jerry, like all of our editors and reporters, does rot soecialize. His
stories cover a wide spectrum of insurance, risk management ard employe
benefits and his incisive, in-depth reports have been the subiect of
discussion, earnest analysis and action by influentia' corporate and
government officials.

It is this kind of in-depth reporting that makes Business Insurance
the most widely used, and quoted authority in its field.
And because Business Insurance does so much for ts readers,
it also does more for its advertisers.

It's where the insurance marketplace takes shape, week
after week.*

Shouldn't you be there?

*To be weekly in 1980

.business
insurance

a publication of Crain Communicaticns Inc.
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At life insurance companies
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Savings, thrift plans supplement pensions
ATLANTA-Life insurance

companies most often use matched
savings and profit sharing plans to
supplement employe pension
plans, according to the Life Office
Management Assn.'s first post-
ERISA study of defined contribu-
tion plans.

A total of 98 U.S. companies re-
ported matched savings and/or
profit sharing plans for their sala-
ried employes and 138 reported no
such plans. Both types of plans are
used most often by companies
with fewer than 500 employes.

These plans are almost always
supplemental in the life insurance
industry. Most responding compa-
nies have defined benefit pension
plans or other plans as their pri-
mary type of retirement program;
only 12 of the 98 had no primary
plan.

The study analyzes 48 matched
savings plans. Only 11 plans use
the ERISA standard eligibility re-

quirement of age 25 plus one year
of service; 14 plans use an age/
service combination that is more

liberal than the ERISA standard.

Fifteen use a one-year require-
ment, four use less than one year.

The bulk of the companies re-
ported 50% to 79% employe partici-
pation and use base salary for cal-
culating contributions. The most
common contribution fornnula

took 6% of an employe's pay and
the company contributed a sum

equal to half that amount. Thirty-
five plans enable employes to con-
tribute more than the maximum

amount subject to company

matching contributions.

Twenty plans report investment
begins on the date of payroll de-
duction; 14 plans indicate a
monthly effective date following

deduction; 10 plans indicate a
monthly effective date following

receipt by the investment fund.
Six plans provide for full and im-

mediate vesting. Thirteen use the
class year method, in which the
employe is never fully vested for all
years of employer contributions.
Most of the remaining companies
base vesting on years of participa-
tion in the plan, and many of them
require 10 years or more.

Forty-five plans allow employes
to withdraw assets from the plan
while they are employed and 36 of
them penalize employes for doing
so. But many plans permit with-

drawals without penalty in cases of
financial hardship.

Twenty-seven savings plans al-
low deferral or distributions be-

yond period of termination or re-
tirement. Twelve allow deferrals at

termination and retirement; five at
termination and 15 at either one.

Periods of deferral range from less
than a year up to normal retirement

date. Options other than lump sum
distribution are available.

Thirty-seven plans indicate em-
ployes have an option as to how
contributions are to be invested.

Usually the employe has a choice
only regarding his or her own con-
tributions, not those of the com-

pany.

Thirty-two of the plans were es-

tablished before ERISA, and 23 of
those made more liberal changes
than those required by ERISA.

The profit-sharing part of the
survey includes 53 plans. Thirty-
seven of the plans were with com-
panies of less than 500 employes,
and 22 of the plans were offered by
Midwest companies.

Companies with profit sharing,
plans tended to provide other re-
tirement income plans as well-42
companies in all. Thirty-four of-
fered defined benefit pensions.

Twelve companies use the
ERISA standard eligibility re-
quirementofage 25 and one year of
service; four companies allow im-
mediate participation and 26 use a
service-only requirement.

Graduated vesting schedules are
provided by 60% of the plans, in
which full vesting is achieved after
five to 15 years of service. Eleven
companies grant full and immedi-
ate vesting after a range of one to
three years of service. Firms re-
porting full and immediate vesting
as well as those with graduated
vesting within 10 years of service
comprise 83% ofthe firms with less
than 500 employes.

Only 10 firms require employes
to contribute to the plan in order to
participate, and these contribu-

Distribution of 98 Companies
Surveyed by Company Type

STOCK COMPANIES

k Profit Sharing
Plans - I lilli
33.6% /17,4%.

/Profit Sharing
- /1 Plans

1ZZ Savings Plans , 111111
Savings Plans

25.5%

»==tS
T

Both Plans

3.1%

STOCK/MUTUAL COMPANY

MUTUAL COMPANIES

STOCK

MUTUAL

tions range from 1% to 5% of com-
pensation, usually base salary.
Twenty-eight companies permit
participants to make voluntary

contributions, ranging from 5% to
10% ofcompensation. Most compa-
nies with no pension plan permit

i-El
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voluntary contributions. Sixteen
of the 28 give the employe a choice
of how the money is invested.

Twenty-two plans use a discre-
tionary formula in determining
companycontributionsto the plan;
16 base contributions on a percent-

ageof profits and 10 use a combina-
tion of the two.

Thirty-eight plans were es-
tablished before ERISA, and 45%
of those have undergone substan-
tive improvements in addition to
those required by that law. m

FIAAnCIAL
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Insurance Brokerage
(US and Worldwide)

Risk Consulting

Captive Management

Self-Insurance Administration

Reinsurance Intermediary

"At Financial Guardian, we find ways to serve."

OFFICES IN PRINCIPAL CITIES.
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london line

Lloyd's to lend more money
to Sasse in return for audit

LONDON-Lloyd's has agreed
to lend more money to the hard-hit
Sasse syndicate's members, as
long as they allow Sasse's audit to
be completed without further de-
lay.

Lloyd's already granted $15 mil-
lion several months ago.

In return, Sasse members will
abide by judicial arbitration on the
reasons for the syndicate's failure.
Explanations for Sasse's troubles
range from misjudgment on the
part of underwriters to the accep-
tance of an excessive spread of

U.S. risks through binding author-
ity granted to Den-Han a Florida
agency.

Lloyd's nearly two-year-old

probe into the syndicate's collapse
may be completed by December,
making it possible to decide who
will bear the losses, which may
reach $41 million. Extensive U.S.
fire claims have already beer. paid
out through the syndicate's avail-
able funds.

Sasse members had threatened

to take legal action ifLloyd's failed
to provide the extra money and

held up its vital audit of the 1976
accounting year in protest (BI, Oct.
1 1

The other 340 Lloyd's syndicates
have put in their full audit returns
for 1976.

Underwriting agency
Lloyd's has formed its own un-

derwriting agency, Additional Un-
derwriting Agencies Ltd., with
$34,000 capital to provide top level
managerial support to any syndi-
cate that runs into temporary diffi-
culties.

The new organization will not be
able to feed any cash into the syndi-
cates asking for its help, but will
advise members on how to run

their affairs until their cash prob-
lems are solved.

Senior members of Lloyd's will
no longer have to voluntarily act as
managerial agents, as Stephen
Merrett did with the Sasse syndi-
cate.

Peter Daniels, chairman of
Lloyd's Underwriting Agents

Assn., has agreed to be a working
director o f the new company, with
marine underwriter Eric Bruce and

underwriting agent James Bazell.
They will do this in addition to
their normal commercial activities,
and will have the assistance of Ted
Merrett, one of Lloyd's administra-
tive staff (no relation to Stephen
Merrett).

The first syndicate to ask for
their services is Ashby and Co. (BI,
Sept. 17), which faces problems
with excessive premium income
and has halted its underwriting un-

INTRODUCING
AN ATTRACTIVE GROUP DENTAL PLAN

AT ANORDABLE COSTS
THE COMBINATION LOOK" FROM CONNECTICUT GENERAL

The"Combination Look" is Con- the language of our new "Combination
necticut General's new group dental Look." If you've dealt with dental
plan that combines both broad cover- insurance, you know the terminology
age and cost containment features. It used in the plan is
offers you a popular benefit plan with very important. So
built-in controls on costs, and it's  « now to avoid con-worth your looking into. fusion or misunder-

It features preventive care, to give « standing, we've written
you a dental plan that's competitive ,/ our plan in language that
in today's labor market. Innova- everyone understands:
tive coverage includes the use of A dentist, policyholder and
protective sealants that form insured. We've tightened
a barrier against tooth decay. : 4 _2> the definitions of proce-

Because of this emphasis       dures so everyone knows
on preventive care, what's covered.

there may be fewer Now that we've told you
major dental proce- about our new plan, we'd
dures and lower av- --*.  like to put it to work for you.
erage claim charges / For more information, con-
over the long run. - / sult your CG representative.
After all, an ounce ) _ 1  / Or use this coupon to send forof prevention our new booklet "Planning
costs less than a For Group Dental Insurance."
pound of cure in
today's market.

But when major dental work is Please send me"Planning For Group Dental Insurance"

needed, we've developed a way to name and title

control costs there, too. We've set a company

fixed maximum benefit for each
city state zip

major dental procedure. This helps
to avoid plan abuse and also mini- Mail to: J. H. Walton-C-311

mizes the effects of inflation. I Hartford, CT 06152Connecticut General Life Insurance Company

Another significant change is in L B

Ir-9.LIA
Connecticut General Insurance Corporation

Hartford, Connecticut

NG nmOUGH FOR YOU..NArs WHAT
CONNECTKUT GENERAL PION DO

til the situation is resolved.

War-risk zone

Lloyd's has declared politically
troubled Afghanistan a war-risk
zone and willlevy an extra 50 cents
per $100 in premiums for goods
sent there from the U.K. Under-

writers in other western European
countries are expected to follow
Suit

The regime is regarded as being
under strong Russian control, with
Moscow sending military aid to
combat opposition by any rebel
groups.

New laws required local firms to
buy insurance through the Afghan
state insurance company. Lloyd's
has shut down its administrative
agency in the capital city of Kabul
because there are so many restric-
tions on claims handling and other
loss-adjustment facilities.

Hull rates

London insurers, who have lost a
lot ofmarine businessto foreign in-
surers whose rates run as much as

40%lower, would like a 25%across-
the-board hike for hull rates, with
still more to cover catastrophe pro-
visions.

So said John Russell-Taylor,
who heads the joint hull advisory
committee of Lloyd's and the Insti-
tute of London Underwriters, at
the annual conference ofthe Inter-
national Union of Marine Under-

writers.

But William J. Bradford Jr.,
chairman of the ocean hull com-

mittee of the American Institute of

Marine Underwriters, told dele-
gates that "no meaningful turn-
around" can take place until ex-
cess capacity is burned off.

The major shipping fleet policies
come up for renewal in November
and firms are.likely to switch their
risks among insurers seeking bet-
ter terms in the cutthroat business
climate. /

Although British insurers have
come up with'guidelines on re-
newal rates and conditions which
they hope will be accepted by other
countries, the Far East is expected
to show opposition (BI, Sept. 17).

"We're not trying to stop
competition-but we are trying to
stop unbridled competition. I can't
ask the rest of the London market
to support an understanding about
renewal rates if the other world
markets won't back it up," Mr.
Russell-Taylor said.

The London market appreciates
the enormous capacity problem
and the attraction of high interest
rates for investment, he said. "But
we're in danger of destroying our
own business in the end if the
whole criteria of underwriting is
the amount of investment that can

be derived fEom it. Shipowners and
similar clients will get lasting bene-
fit if we avoid reckless competi-
tion."

Norway and Denmark are show-
ing signs o f support, but competi-
tion stilllooms in Hong Kong, Sin-
gapore and Taiwan "and to a lesser
extent Japan," he said.

IUMI members m ust show

greater cooperation if the organiza-
tion is to have any future role, he
said. The IUMI, which represents
more than 401eading markets, nor-
mally avoids open discussions on
rates.

E.D. "Ted" Rainbow of London,
chairman ofthe IUMI's ocean hull

committee, warned that 1979 may
see the worst underwriting result
in decades.

"It's simply not conceivable that
present rating levels are based on
any form of sound underwriting
judgment," he said.

"Capacity has so far outstripped
the values it has to cover and the

premiums it needs that concern
has turned into a desperate thirst
for premium."

Some shipping fleets saw a 30%
to 40% drop in premium ratings in
the last three years, he said. •



benefit tax slants

New SEP law offers

flexibility for firm,
employe pension

By JOSEPH S. ROBINSON
Attorney-at-Law

rr'HE CURRENT tax law opens
1 the door to liberalized company
contributions to employes' indi-
vidual retirement accounts. The
rules permit the creation of simpli-
fied employe pensions, or SEPs-a
combination of corporate pension
plans and individual IRAs.

Starting this year, the law per-
mits employers to make tax-
deductible contributions of a

worker's compensation, up to a
maximum of $7,500, into an IRA.
For higher-salaried employes, this
is a substantial break, because
their own tax-free dollar contribu-
tion is limited to $1,500. For these
new pension plans to qualify for
tax deductions, however, they
must be available to all company
employes, not just to top execu-
tives.

The SEPs offer companies a
great deal of flexibility. Although
the corporate contributions have a
high dollar ceiling, businesses do
not have to earmark the maximum
for a worker's retirement. The
worker can make up the differ-
ence, but if he does, his maximum
contribution is limited to $1,500.
The law also permits a company
that has never had a pension plan
to establish SEPs and add its con-
tributions to any IRAs already set
up by employes.

In another interesting aspect re-
lating to IRAs, a recent IRS private
letter ruling approved the rollover
of a lump-sum distribution by a
72-year-old retiring employe. (Pri-
vate Ruling No. 7919045). This rul-
ing contradicts an earlier one that
stated a person 7012 or older cannot
make a tax-free rollover. (Letter
Ruling No. 782611 7).

Food for thought
Under a recent U.S. Supreme

Court decision, companies that
provide their employes with food
on the business premises must bar-
gain with their union representa-
tives over prices. This is true
whether the company operates a
full service cafeteria for employes
or merely installs a vending ma-
chine. Here's the story:

The Ford Motor Co. stamping
plant in Chicago employed about
3,600 production workers, all mem-
bers of a union. The company pro-
vided its employes with two air-
conditioned cafeterias and five

vending machine areas. An inde-
pendent caterer provided these

Blue Shield

protests award
LOS ANGELES-Blue Shield of

California is protesting an
arbitrator's decision to award more

than $313,000 to a policyholder
whose claim for diagnostic tests
was refused because the insurer

said hospitalization was unneces-
sary.

Blue Cross was planning to con-
test the awards of $300,000 for pu-
nitive damages, $12,000 for emo-
tional and mental distress and

$1,116 for unpaid hospital charges
in a hearing before a Los Angeles
Superior Court at the end of Sep-
tember.

The insurer contends the tests

could have been done on an outpa-
tient basis at less cost. .

meals under a contract with Ford,
which gave Ford the right to ap-
prove the quality and price of the
meals.

The Supreme Court held that
whenever an employer has influ-
ence over the prices charged em-
ployes for meals, the price ofmeals
is a mandatory bargaining subject.
(Ford Motor Co. v. NLRB, Sup. Ct.,
47 U.S. Law Week 4498, 1979). .

PHILADELPHIA and WINNIPEG
are first lines of defense against spiraling insurance costs. To call in the
ARMI ... Assurex Risk Management Institute...in these areas (or
elsewhere in more than 40 states and 16 foreign countries) call your

Assurex International broker.

H. C. KNIGHT & COMPANY  RYAN AGENCY LIMITED
320 Walnut Street 55 Donald Street

Philadelphia, Winnipeg, Manitoba, Canada R3C 1L8
Pennsylvania 19106 204-942-5484
215-923-5440

 See our ad on page 6

AMERICAN EXCESS
INSURANCE COMPANY

f
-3'

WHEN YOU PUT THE RIGHT TOOLS IN THE HANDS OF EXPERTS...YOU GET A QUALITY PRODUCT.

American Excess presents a well crafted selection of EXCESS CASUALTY
COVERAGES, FIRST LAYER UMBRELLA, EXCESS UMBRELLA, CAPACITY and
BUFFER LAYERS, S.I.R. PROGRAMS and MANUSCRIPT CONTRACTS.

LIMITS OF LIABILITY UP TO $10,000,000 ORMORE.

Professional insurance brokers and surplus lines brokers should contact the
nearest office where a staff of innovative underwriters will assist you in the
design of programs to meet the specific needs of your commercial clients.

NewYork Branch: 100 William Street

NewYork, N.Y. 10038 (212) 269-1460
Telex: 64-5282.

AMERICAN EXCESS

American Excess is licensed or approved countrywide ard in the NewYork Free Trade Zone.

A member company of the American Re-Insurance Grouo

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

In Southeast: AM-RE BROKERS, INC.,
3565 Piedmont Road, N.E., 3 Piedmont
Center, Suite 400, Atlanta, Georgia 30305.
(404) 261-1266 Telex: 54-9582

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

in Midwest: AM-RE BROKERS, INC. of 111.,
150 South Wacker Drive, Chicago, Illinois
60606. (312) 558-3636 Telex: 20-6369
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December \0,\919
Ad dosing:

Novelritter27, 16179On December 10,1979 Business Insurance will

publish its Employe Benefits special emphasis issue
In it, the editors will take a comprehensive look at all

the significant news and trends in employe benefits.
What new techniques will corporate managers use to

improve benefit packages and reduce costs?
How will ERISA, inflation, increasing union demands for

broader benefits affect your bottom line?
Marketers of employe benefits insurance or services will reach the

largest audience of corporate benefit decision makers, their
consultants, agents and brokers - nearly 100,000 readers searching
for news and information.

And your advertising message can be there - the perfect selling
atmosphere!

It's no time to hibernate. Advertising closes November 27, 1979.
Make your move now by calling Don Walsh, Advertising Sales

Director at 212/986-5050. Or contact one of our sales offices.
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insurance
A PUBLICATION OF CRAIN COMMUNICATIONS INC

New York: 708 Third Ave., N.Y. 10017 (212) 986-5050
Chicago: 740 Rush St., 111. 60611 (312) 649-5275

Los Angeles: 6404 Wilshire Blvd„ CA.-90048(213) 651-3710
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commissioner fears insolvent insurersKY.
LOUISVILLE-Kentucky insur-

ance commissioner Harold B.

McGuffey says his "number one
concern" is the solvency of insur-
ance companies and predicted fi-
nancial difficulties may cause even
more firms to dip into state guar- I
anty funds to cover losses. 6

Speaking before a one-day risk 
management conference here, Mr. 
McGuffey, past president of the 4
National Assn. of Insurance Com- s
missioners, said, "I don't want to .2
sound like an alarmistbut there are 4

50 insurance companies around
this country that could go broke

Fire safety
measures

lacking: Vp
LOUISVILLE-Industrial fire

hazards abound today and compa-
nies that pay inadequate attention
to safety measures, warehouse
storage techniques and fire sup-
pression systems are asking to be

burned, an insurance company ex-
ecutive says.

"There are serious exposures
that exist throughout industry,"
said Earl W. Harrington Jr.,

vp/marketing for Allendale Mutual
Insurance Co. "Loss prevention is
critical to successful operations, it
needs high priority in corporate
policy and it's a key element in risk
management."

The consequence of improper at-
tention to fire prevention and
safety measures could be a fire
such as the one that destroyed the
Ford Motor Co.'s parts and acces-
sories depot in Cologne, Germany,
in 1977. Property damage from the
blaze totaled $100 million while
business interruption losses were
set at another $50 million. The de-

struction of the 800,000-square-foot
facility was one o f the worst indus-
trial fires in history.

Mr. Harrington said the blaze
was a classic example of inade-
quate attention to safety because it
was apparently caused by careless

smoking and heat and flames were
fueled by improper storage of ma-
terials. In addition, the building's
sprinkler system was inadequate,
he said. •

Tolley sells
fiduciary unit

INDIANAPOLIS-Tolley Inter-
national Corp., a consulting and
administrative service firm here

for employe benefit and pension
plans, has sold its fiduciary liabil-
ity agency and will no longer deal
in that type o f insurance, the com-
pany has announced.

The operation, Professional In-
demnity Agency Inc. of New York,
has been purchased by Marshall
Rattner, president of the agency
while it was under Tolley's control.
"I wanted out," Mr. Rattner said.
"All I did was buy my freedom."

Under the sales agreement, Tol-
ley will be paid 22% of PIA's net
fiduciary insurance commissions

from January 1979 through Dec.
31, 1985, said a Tolley spokesman.
In addition, Tolley will receive 58%
of all outright profit sharing com-
missions on fiduciary liability poli-

cies issued during that period, the
spokesman said.

Mr. Rattner said he is optimistic
about the future of the business

and hopes to enter the kidnap and
ransom insurance market, along
with other fields in the next year.
He also said the agency may even-
tually handle directors and officers

"There are 50 insurance

companies around this
countrythat could go broke
over the next two years,"
says commissioner Harold
McGuffey.

over the next two years."
In Kentucky alone, the state's

guaranty fund has been used five
times since its inception in 1972
and it's "imminent" that two more

firms will use it in the foreseeable

future, hesaid.

A major contributor is that too

many firms under-reserve for

losses even though they are finan-
cially sound otherwise, the com-
missioner said. This was the case

with the Reserve Insurance Co. of

Illinois, which closed its doors ear-

lier this year because of in-
solvency. The insurer "looked
okay" on a 1977 financial examina-
tion report, but "they under-
reserved and these things can hap-
pen," he said.

Sometimes there are few telltale

signsofacompany'simpendingin-
solvency, but Mr. MeGuffey says
he tries to scan the horizon of com-

panies doing business in Kentucky
for possible warnings by obtaining
as much information about them

as he can. Best's statistics, in-
solvency tests and annual financial
statements are useful tools in this

regard, he said.
He said insurance buyers should

not be deluded into thinking insur-
ance firms are attempting to wring

excessive profits from the market
because many firms are trying to

build surplus levels to stave off in·
solvency. The buying public musl
realize that"making a profitis nota
dirty word," Mr. McGuffey said.

But atthe same time, Mr. MeGuf·

fey said, buyers must be protected
from "unfair insurance rates," add·
ing Kentucky will never adopt the
"file and use" method where insur·

ers notify state officials ofa rate in·
crease, then put the new rates intc
effect without prior approval.

In Kentucky, insurers must ob
tain approval from state insurance
officials before being allowed to in·
crease rates.

In response to a question aboul
why Kentucky does not adopt the
file and use concept, Mr. McGuffe
said the prior approval method is

working well in the state, "and ij
nothing's broke, well, why fix

Sail through the Bermuda tangle with General Re.
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1 /1 For the newly formed captive company or

the captive venturing forth toward the profitable
assumption of outside business, the way is
fraught with peril.

Setting proper retention levels, creating
workable excess programs and correctly
evaluating outside business require skillful
underwriting techniques for much of the way is
uncharted.

Actuarial counseling, claims and statistical
analysis; each requires an expertise exclusive to
reinsurance.

General Re offers experienced counsel in
any area of reinsurance management.

Chart a successful course for your captive.
Call your General Re underwriter today.

General Re
General Reinsurance Corporation, 600 Steamboat Road, Greenwich, Connecticut 06830 (203) 622-4000,
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Work comp benefits, costs to rise: Chief
"The federal government
will be coming down on the
side of the injured worker,"
said Glenn L. Schilling,
Kentucky work comp

I board chairman.

LOUISVILLE-The disabled

worker will command attention in

the 1980s just as the abused child
has been spotlighted in this dec-
ade, said Glenn L. Schilling, chair-
manoftheKentucky workerscom-
pensation board.

The lot of the injured worker
will improve substantially through 
legislation in the coming decade Z
butatthe risk ofincreased costs, he .E
said. "The federal government will R i
be coming down on the side of the 
injured worker and costs are going f
to be secondary."

The federal government will be
setting benefit standards over the in Michigan, $221 in Kentucky and
entire country, he said. Although $87.50 in Arkansas.
he does not necessarily like the SB 420, sponsored by Sen. Jacob
idea of federalizing the benefit Javits CD-N.Y.) has little chance of
schedule, Mr. Schilling said some passage soon, however, because or-
uniformity is needed. Weekly ben- ganized labor is seeking a federal
efit maximums, forexample, range program, not just benefit stan-
wildly from $654 in Alaska to $223 dards, and will oppose it.

State compensation officials will
have to help ensure that their state
laws are updated and improved
enough to stay ahead of propo-
nents of federalization who attack

state compensation laws as inade-
quate, he said.

But while the next decade por-

tends a brighter future for the dis-
abled worker, some disability is-
sues still lack attention, he said.
"There is no research going on in
the area of occupational diseases,"
Mr. Schilling said, adding that the
law still works to the detriment of

the worker in some occupational
hazards.

Brown lung disease, for exam-
ple, brought on by prolonged expo-
sure to cotton dust has a latency
period of up to several years, but
many cotton workers have been
precluded from seeking compen-
sation by statutes of limitations,
Mr. Schilling said. "These prob-
lems are not going to go away as
long as we chip away at the system
and pretend to be doing more than
we are," he said.

Mr. Schilling noted local

weaknesses in the Kentucky

Call the people
who do everything
in excess.

SEATTLE
(206)

624-8711

LOS ANGELES
385-6266

SAN FRANCISCO

(415)
777-4300

BAO#1 : 4049 A.

MINNEAPOLIS
(612)

545-4300

PHOENIX

4580

CHICAGO

DALLAS

(214)
233-0201

HOUSTON

(7lm
777-4530

COLUMBUS, OHIO
(614)

846-6666

ATLANTA

232

NEWYORK
94212)3-2070

PHILADELPHIA

(2lm
567-2700

If you're looking for underwriting and Builders Risk in property coverage.
managers who can provide you with Yes, we do everything in excess.
a steady market in excess and special And go overboard in service.
risks, you've got our number. As career professionals in the

Baccala & Shoop manages it all: excess field, we know the subject from
Umbrella Liability, Gap/Buffer Layers A to Z. Tell us the coverage you're
and Excess Workers Compensation seeking, and we'll tailor a proposal
in casualty coverage; and Primary Quota for your specific "specs". While
Share, Excess of Loss, All Risks, D.I.C. attentive to every detail through the

Baccala & Shoop
The crack troop

in underwriting management.

life of a contract, we're also keenly
aware of our fiduciary responsibilities.

As one measurement of our perform-
ance, we have been underwriting at a
profit for the companies we represent
since our firm was founded in 1974.

Call the number above nearest you.
And send the crack troop from
Baccala & Shoop into action.

workers compensation system:
• The chairmanship of the

workers compensation board is
now a part-time position but
should be made full-time to pay
proper attention to the growing
needs and the problems ofthe sys-
tem.

• Farm workers should be in-
cluded for coverage; many are cur-
rently without disability coverage.
• Labor interests favor a state

fund for workers disability bene-
fits, similar to the method of com-
pensating injured workers used in
Ohio. "This is the way labor-
oriented people are talking."
• Death benefits should be in-

creased. The state's death benefits
of $100.45 weekly for a widow with
no dependents and $121 weekly for
a widow with dependents are the
seventh lowest of any state. •

Work comp
rose more

than wages
WASHINGTON-Compared to

average wages, maximum workers
compensation benefit levels

among the states are substantially
higher now than at the beginning
o f the decade, according to figures
from the UBA Inc., a research and
education organization.

Increased benefit levels, coupled
with the effect of double-digit in-
flation on wages, are the primary
reasons employers' costs have
more than tripled since 1970, UBA
notes.

The number of states paying
maximum weekly temporary total
disability benefits of 66% or more
of the state average weekly wage
has increased to 42 from two since

January 1970. The number ofstates
paying less than 50% has dropped
to zero from 35 since 1970.

Maximum permanent total dis-
ability benefits now equal or ex-
ceed 66% of the state average
weekly wage in 41 states, com-
pared with only three in 1970, and
26 of those states are paying 100%
or more. The number of states pay-
ing maximum death benefits of
66% or more of the state average
weekly wage has increased to 38
from one since 1970, and 24 ofthese
pay 100% or more.

Many of the states that have in-
creased maximum benefit levels

also have adopted escalator provi-
sions to automatically adjust their
maximum benefits as the average
state wage increases.

In 1970 only nine states had esca-
lator clauses; that number in-
creased to 29 in 1975 and 41 in 1979.

During 1969 to 1978, average
weekly wages increased between
60%and 90%in 48 ofthe 52jurisdic-
tions (states plus Puerto Rico and
the District of Columbia). How-
ever, between 1970 and 1979 maxi-
mum temporary total disability
benefits increased faster than

wages in every jurisdiction except
Arizona and Puerto Rico.

Maximum benefits increased by
100% or more in 48 of the 52 juris-
dictions and in 30 states the in-
crease was more than 200%. •

Convention cover
Albert H. Wohlers & Co., insurance
administrator in Park Ridge, Ill.,
offers comprehensive coverage for
the loss of expected revenue at
conventions, trade shows, meet-
ings and seminars. The policy pro-
tects against circumstances that
could cause the cancellation, post-
ponement or curtailment of a con-
vention, including strike; disease;
non-appearance of a speaker or en-
tertainer; failure to vacate the
premises; loss ofpersonal property
owned, leased or rented by the
sponsoring organization and theft
or loss of receipts.
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CHICAGO and SAN FRANCISCO
. are first lines of defense against spiraling insurance costs. To call :n the
ARMI . . Assurex Risk Management Institute...in these areas ( z.r
elsewhere in more than 40 states and 16 foreign countries) call Vour

Assurex International broker.

MACK AND PARKER, INC.  CLIFTON & COMPANY
209 South LaSalle Street

4*
Three Embarcadero Cznter

Chicago, Illinois 60604 Suite 1700
312-346-1221 San Francisco, California 94111

415-434-1500

 See our ad on page 6

dates for buyers
OCT. 18-20. The Wharton School of

the University of Pennsylvania is
sp,nsonng a seminar on how sci-
€ntific methods can be used to

make risk management decisions.
Cost is 3515 per person plus a $50
registration fee per company. The
seminar will be repeated in San
Francisco on Nov. 5-7 and in New
York or. Dec. 6-8. For more infor-
.na:ion write The Business Risk

Education Center, Rm. 415, Vance
HaIl/CS, University of Pennsylva-
riE Philadelphia, Pa. 19104; phone
21 5 -243-8230 or 215-2434476.

OCT. 22-23. Hospital Liability
1971 is -he name of a Practising
Law Institute seminar to be held in

Chicago. The use of malpractice
panels for presuit screening of
casps, the methods ofpreparing for
these panels and the avoidance of

/ Facultative Reinsurance 

Uuestions &
Answers 2

A conversation with Pete Greene, Manager of the Prudential Reinsurance Compan¥'s
Facultative Regional Office in Houstor.

Q: Do you write so-called
"tough risks"?
A: Yes. Prudential Re is not shy
aboutwritingthetough ones. Right
here in Houston, we cover most

phases of the oil industry, includ-
ing the particularly difficult liability
coverage required under the U.S.
Longshoreman and Harbor Work-
ers Act. We also use our capacity
to cover the property exposures,
like builder's risks on offshore pipe-
lines. and operating risks for inland
drilling rigs. Prudential Re also cov-
ers a variety of risks on other
energy-related projects. Of course,
we welcome a wide range of nor-
mal risks, too.

Q: What ceding commission
does Prudential Re pay on re-

insurance premiums?

A: We pay an amount to cover our
share of premium taxes and fees,
the commission paid to the original
agent or broker, and the insurance
company's operating expenses.
Naturally, all subject to a reason-
able maximum. This should allow
fair costs for the insurance com-

pany so they can offer a policy to
their client at the most reasonable

premium possible.

'¢* f

Ceding commssions are designed o cover
the insurer's costs.

Q: You do business directly with
insurance companies. Do you
also work with reinsurance

brokers?

A: Yes. We do work with reinsur-

ance brokers because Prudential

Re recognizesthat many insurance
companies want the services
brokers provide. Other companies
prefer arranging their facultative
reinsurance directly. So Prudential
Re does business both directly and
through reinsurance brokers. But
there are some cases, like the

unique. high-risk business handled
by surplus line companies where
we prefer a first-hand relationship.

t

Pete Greene. Manager of Prudential
Reinsurance Company's Facultative Regional

Office in Houston.

Q: What are the factors that

help Prudential Re stand out
from other reinsurers?

A: There are several strong argu-
ments for calling Prudential Re:
• We have undisputed financial

strength and stability.
• Our capacity is large: $5 mil-

lion generally and $15 million
on most excess risks.

• We can and do handle almost

every kind of coverage, class
or problem.
•Prudential Re is flexible

because we retain so much

limit ourselves, and we're not

restricted by treaty limitations.
• We are a young, aggressive

company that shares a heri-
tage with The Prudential In-
surance Company of America.
They encourage our continued

growth in reinsur:noe to help
meet the present and future
market needs.

To get answers to any of our
re nsurance questions. ust give
us a call. We're the Rock in

rejnsurance.

H -Tne Office:

2- 3 Washington Street. Newark N J
07101.(201) 877-8000

Regional Offices:
3700 Wilshire Blvd.. Los Angeles,
Ca ifornia 90010. (213) 385-6261

3ON. LaSalle Street, Ch cago,
Illinois 60602, (312) 782-4793

127 John Street. New Ycrk

Ve,NYork 10038.(212) 422-4350

4600 ost Oak Place, Hoiston,
Te*:s 77027, (713) 8778814

n Canada:

'rudential Reinsurance Compary
of America, R 0 Box 116,

Torcnto Dominion Centre,
Torcnto, Ontario. Canada,
VI EK 1 G8. (4161862-1222

(i, Prudential

7

Oftshore drilling rigs are arl exanfle of so ne
cf the"tough risks" covered b, oru Re

Prudential Reinsurance Company
Subsidiary of The Prudential Insurance Company of America

liability through effective risk
management will be discussed.
The seminar will be repeated in
Los Angeles on Dec. 13-14. Cost is
$185. For more information contact
Nancy B. Hinman, Practising Law
Institute, 810 Seventh Ave., New
York, N.Y. 10019; phone
212-765-5700.

OCT. 22-24. The Product Liability
Prevention conference will be held
in New York. Human factors in the

analysis of product liability, pre-
paring for a product liability trial,
handling customer complaints and
the necessity of labels and warn-
ings will be discussed. Cost is $515
for nonmembers and $475 for
members. Contact Product Liabil-

ity Prevention Conference, 23
Rumson Road, Livingston, N.J.
07039; phone 201-992-3811 or 201-
992-2495.

OCT. 23. The California Workers

Compensation Institute will spon-
sor a vocational rehabilitation

management workshop in San
Jose. The workshop will examine
reporting requirements and the le-
gal aspects of rehabilitation. The
workshop will be repeated in
Fresno Oct. 25, Van Nuys Oct. 30,
Los Angeles Oct. 31-Nov. 1 Ana-
heim Nov. 27 and San Diego Nov.
28. Cost is $40. Contact the Califor-
nia Workers Compensation Insti-
tute, 201 Sasome St., Suite 202, San
Francisco, Calif. 94101; phone
415-981-2107.

OCT. 23-24. Reducing hospital in-
surance costs while improving
coverage is the subject ofa RIMCO
Risk Management Inc. seminar
in Dallas, Cost is $395. Contact RCI
Communications Inc., 10300 N.
Central Expressway, Suite 350,
Building V, Dallas, Tex. 75231;
phone 214-363-9656.

OCT. 45-26. Company Communi-
cations Center is sponsoring a con-
ference on business interruption
insurance to be held at the Royal
Lancaster Hotel in London W2.

The first day of the conference will
concentrate on arranging coverage
and the second day will examine
settling losses. Cost is $135 for two
days or $199 for one day for non-
members and $329 for two days or
$176.25 for one day for members.
Contact Glenna Blackwell, Com-
pany Communications Center

Ltd., 50 Tufton St., London
SW1P3RA; phone 01-222-6362.

NOV. 8-9. New York University is
sponsoring a seminar in Chicago
on ocean marine insurance man-

agement. The seminar will focus
on how to broaden insurance cov-

erage, how to react to disasters and
how to save money while improv-
ing coverage. Cost is $545 per per-
son plus $75 registration fee per or-
ganization. Contact NYU-OMIM,
Registrar, 14th Floor, NYU Confer-
ence Center, 360 Lexington Ave.,
New York, N.Y. 10017; phone
212-953-7262.

DEC. 3-5. Creativity in Communi-
cations is the theme of Business
Insurance's third annual Employe
Benefit Communications Confer-
ence at the Ritz-Carlton Hotel in
Chicago. The conference will ex-
amine and critique various corpo-
i·ate communication approaches
and investigate generic communi-
cations, choosing the right graphic
approach, adapting a communica-
tion effort to the size and needs of a
company and the packaging and
legal ramifications of communica-
tions. Cost is $310 with a 10% dis-
count for additional registrants
from the same company who regis-
ter at the same time. Contact Sari

Lipschultz, Crain Educational Di-
vision, 740 N. Rush St., Chicago, Ill.
60611;312-649-5246. •



Write William H. Kotlowski Jr., In-info for buyers search Institute, 1100 W. Wells St.,
formation Director, Defense Re-

-  Milwaukee, Wis. 53233.
• ESIS Inc., an INA Corp. com-

pany, offers a series of new pam-
phlets describing the services pro-
vided by its loss control division.
Pamphlets on ESIS loss control
services for the construction in-
dustry, health care institutions, fire
loss control, motor vehicle fleets
and product liability are available.
For free copies write J.M. Ridge-
way, ESIS Inc., 4050 Wilshire
Blvd., Los Angeles, Calif. 90010.

• Risk Management Made Sim-
ple is a promotional brochure
describing H&W Risk Manage-
ment Services. An outline of the
services available and a detailed

background of the H&W staff are
included. For a free copy write
H&W Risk Management Services,
19752 MacArthur Blvd., Suite 150,
Irvine, Calif. 92715.

• Nationwide Boiler Rentals Inc.

describes its mobile boiler rental

service in an eight-page brochure.
rhe brochure explains savings of
renting or leasing a mobile boiler
room especially when supplemen-

tal or temporary steam is needed.
For a free copy write Gary R. Bliss,
advertising manager, 1061 Terra
Bella Ave., Mountain View, Calif.
94043.

• Just starting your own busi-
ness? Know someone who is?

Kemper Insurance COS.'S

Businessowners Guide To Insur-

ance may be a valuable explana-
tion of the basic types of insurance
that are available. For a free copy
write Communications & Public

Affairs Dept., Kemper Insurance
Cos., Long Grove, Ill. 60049.

. Second Surgical Opinion:
What's It All About? is a booklet

prepared by Personnel Research
Associates offering some sugges-
tions for implementing and pro-
moting a program o f second surgi-
cal opinions for elective surgery.
The potential for saving money.
describing second opinions and
getting people to use the voluntary
program are also discussed. Cost is
$4.50. Write Marilyn Udis, Person-
nel Research Associates, 49 Oak-
ridge Road, Verona, N.J. 07044.

• The International Foundation

of Employe Benefit Plans is offer-
ing a 130-page book ofthe proceed-
ings of the 1979 investment insti-
tutes which were held in May at
Lake Tahoe. Cost for foundation

members is $6 each for one to four

copies and $5.50 each for five or
more. Cost for nonmembers is $10
for one to four copies and $9.50 for
five or more. Write International

Foundation of Employe Benefit
Plans, P.O. Box 69, Brookfield.
Wis. 53005.

• The proceedings of the Interna-
tional Foundation of Employe
Benefit Plans' spring corporate
benefits management conference
are now available. Cost to mem-

bers is $5 for one to four copies and
$4.50 each for more than five co-

pies. Cost to nonmembers is $8.50
each for one to four copies and $8
for five or more. Write the Interna-

tional Foundation of Employe
Benefit Plans, P.O. Box 69, Brook-
field. Wis. 53005.

• Do your employes understand
their benefit plans? If not, the Em-
ploye Benefit Research Institute is
offering pamphlets on a thrift plan,
disability income plan, prepaid
prescription drug plan, vision care
plan and profit sharing plan which
might increase an employe's
awareness of benefits. Cost is $1 for
each pamphlet. Write EBRI, 1800
M St., N.W., Washington, D.C.
20036.

• The defense of medical mal-

practice cases is the subject of the
recently published Medical-Legal
Monograph offered by the Defense
Research Institute. A collection of

five articles provides observations
regarding the investigation and
preparation of medical malpractice
litigation, the medical standard of
care, the statute o f limitations and
informed consent. An appendix
outlining a strategy of discovery
for the defense, an annotated bibli-
ography and case references to
nearly 90 briefs are included. Each
copy ofthe monograph costs $7.50.

• A Products Liability Position
Paper prepared by the Defense Re-
search Institute is available for $1 a
copy. The 52-page booklet is avail-
able by writing The Defense Re-
search Institute, 1100 W. Wells St.,
Milwaukee, Wis. 53233.

• A defense attorney provides
the medical expert with 10 Tips on
Handling Yourself in Court. The
article gives a detailed list o ftactics
to aid the physician in giving medi-
cal testimony. The author deals
first with substantive areas and

then the procedural areas of medi-
cal testimony. Following the article
is an outline. Trial by Expert,
directed toward the defense coun-

sel handling medical malpractice
cases. Copies are $2. Write Defense
Research Institute, 1100 W. Wells
St., Milwaukee, Wis. 53233.

. Insurance Coverage for the
Motor Carrier is a 60-page guide to
assist those responsible for motor
carrier insurance decisions. It will

help analyze past incidences, pro-
ject adequate insurance needs,
comply with legal requirements
and formulate a loss prevention
program. Cost per copy is $8.50.
Write Thomas Fugee, Executive
Director, National Accounting &

Several kinds of IRI engineers, each with varying
responsibilities, help deliver loss prevention services
to our policyh6lders and producers. The most visible
is the field engineer trained to detect deficiencies
and suggest improvements backed by knowledge-
able supervisors and seasoned engineers-in-charge.
Our account engineer works with corporate man-
agement in establishing and coordinating corpo-
rate programs. The least visible, perhaps, is the
National Engineering Staff, which provides
research and management direction. The whole
group represents a wealth of talent, general and
specialized.

Why all this emphasis on engineering by an
insurer? Because loss prevention is at the heart of
every IRI policy.

That's why more than half of our employees
are directly involved in loss prevention ser-
vices. Working together, these professionals
draw on their combined experience and
knowledge to solve your fire safety prob-
lems in the most economical and effective way.
Their ability to respond to problems great or
small, routine or emergency has proven its val-
ue to thousands of companies around the world.

To see what our engineers can do for you,
call the nearest IRI office today. We'll stack
them up against anyone.

dustrial

Sl[

surers

85 Woodland Street, Hartford, CT 06102

Finance Council, American Truck-
ing Assn., 1616 P St., N.W., Wash-
ington, D.C. 20036.

. Insuring Business Risks in
Canada is a book by Geoffrey R.E.
Bromwich written in nontechnical

language for the administrator of a
medium sized firm or a part-time
risk manager. It gives pointers on
handling an insurance program,
safety features and pitfalls when
presenting a claim. There are sec-
tions about different kinds of in-

surance coinpanies, how to read a
policy and insurance terms. Cost of
the book is $3.50. Write Interna-
tional Self-Counsel Press, 306 W.
25th St., North Vancouver, British
Columbia V7N 2G1.
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A small increase in the retire-

ment age would reduce the un-
funded liability, says William
Agee.

Higher Social Security age
would slash costs: Chairman

By JERRY GEISEL

WASHINGTON-Increasing the

age at which retirees can collect
S ocial Security benefits could
slash the constantly rising cost of
Social Security, E top business ex-
eutive :old the President's pen-
s.on commission

"Phasing in.- a relatively small
increase in the retirement age
would reduce th€ unfunded liabil-

ity drastically-potentially by as

much as $1 trillion," said William
Agee, chairman and chief execu-
tive officer of tte Bendix Corp.,
speaking before a hearing of the
President's Com mission on Pen-
sion Policy.

Mr. Agee advecated a sliding

scale for retirement eligibility be
enacted for those under 55 years

old. Social Security benefits would
be offered at 66 for those now in the

45 to 54 age bracket. Workers be-
tween 35 and 44 would receive ben-

efits at 67, while those under 34
would be entitled to benefits at 68,
he said.

Over the long term, Social Secu-
rity benefits would be slashed for
those who receive other sources of

retirement income, Mr. Agee said.
"Eventually, it will be necessary to
completely eliminate Social Secu-
rity for those who have earned high
incomes throughout their working
lives and who also receive lucra-

tive, private sponsored pensions

after retirement," he added.
Mr. Agee also suggested that

private plans be expanded to grad-
ually replace Social Security. Ex-
panded private plans, such as indi-
vidual retirement accounts, not
only afford incentives to prepare
for retirement, but also build up
savings that provide investment
capital for the economy, he said.

But other speakers who. ap-
peared before the commission,
which met to discuss the relation-

ship of Social Security, private
pensions and savings, cautioned
against reducing the role of Social
Security in meeting retirement in-
come needs.

"While a new emphasis on pri-
vate plans may seem an appealing

Who Cares What

Happens...
After your Group Contract is
delivered? You do and so do we!

Whether your company is tops in the oil,
cotton, coal, or the shipbuilding busi-
ness . ..

You'll find that Provident is eager to
provide you with a group insurance plan
designed especially for your group. We
may not be experts when it comes to dril-
ling foroil, baling cotton, digging for coal,
or building ships, but we are recognized
as experts In the Group insurance busi-
ness

Ask any of our competitors
tell you

GROUP DEPARTMENT

Provident
LIFE AND ACCIDENT

LIFE AND CASUALTY

they'll

alternative to substantial increases

in the payroll tax, the private pen-
sion system should not be viewed
as a panacea since it is plagued
with problems of its own," said Ali-
cia H. Munnell, vp and economist
at the Federal Reserve Bank of
Boston.

Ms. Munnell noted that workers

would forfeit substantial benefit

protection if all responsibility for
retirement benefits were shifted to

the private sector from the public.
While Social Security permits in-

dividuals to accrue benefits contin-

ually as they change jobs, private
plans lack portability of benefits.
In addition, while Social Security
benefits are annually adjusted up-
ward to compensate for inflation,
the cost of living increases that
some private plans periodically
provide usually fall far short of
matching inflation, Ms. Munnell
said.

I f private plans assume a greater
role in meeting retirement income
needs, a mgior restructuring of the
private system would be necessary
to ensure benefit equality, the Bos-
ton economist said.

These changes would include
pension portability and the index-
ing of pension benefits to inflation,
Ms. Munnell said.

Jerome R. Gulan, speaking on
behalf o f the National Small Busi-

ness Assn., advocated adopting a
two-tier Social Security system.
Under this system, new small bu-
sinesses would be exempt from
paying Social Security payroll
taxes. Only when the firms were
economically mature and entered

the "second tier" would they begin
paying the payroll taxes.

This payroll tax phase-in would
give small businesses the eco-
nomic breathing space they need
to help them in their competitive
battle against more firmly en-
trenched rivals, Mr. Gulan said.

Although commission member
Martha Griffiths said shesaw some

merit in Mr. Gulan's proposal,
commission chairman C. Peter Mc-
Colough questioned if such a pay-
roll tax moratorium might not dis-
tort competition in the market-
place.

J.B. McClintock, vp of Nation-
wide Life Insurance Co., urged the
commission to reject proposals to
use general revenue funds to fi-
nance Social Security.

"The substitution of general rev-
enues for payroll tax revenues
would weaken the link between

Social Security benefits and costs"
and could also add to inflationary
pressures by deepening budget
deficits, Mr. McClintock said.

But Mr. McClintock, who chairs
the American Council of Life

Insurance's Social Security Com-
mittee, recommended that the cur-
rent $1,500 annual limit on tax de-
ductions for individual retirement
accounts be raised to reflect the
substantial increases in the cost of

living since 1974, when the present
limit was set.

While business groups may

grumble that the current 6.13% So-
cial Security payroll tax is too high,
employers pay a much higher rate
in other countries, Max Horlick, di-
rector of the comparative studies
sta ff o f the Social Security Admin-
istration, told the commission.

"People call us up and ask: 'Our
payroll tax seems pretty high.
What's it like in other countries?'
We tell them it's three or four times
higher elsewhere. Then they hang
up," Mr. Horlick said. •

ASSE chapter
The American Society of Safety
Engineers has chartered a new
chapter in Casper, Wyo., its 100th
chapter. Officers of the 55-member
chapter are: Schooley D. Wilcoxon
of Bear Creek Uranium Co., Cas-
per, president; Pat Palmer,
president-elect; Williams Blevins,
secretary, and Carl Steiner, trea-
surer.
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Captives plan N.Y. exchange syndicate
By KATHRYN J. McINTYRE

ASHEVILLE, N.C.-Captive in-
surance companies are plotting
their route into the New York In-

surance Exchange and a wayto tap
high quality reinsurance business.

So far 11 corporations operating
subsidiary insurance companies
are discussing forming an ex-
change syndicate with 14 small
U.S. stock and mutual insurance

companies. Although a few large
U.S. insurers starting exchange
syndicates may offer participation
to client companies with captives,
the . proposed formation of the
Heartland Group syndicate is the
first solid movement of captives
into the exchange.

The group now has enough inter-
est to meet the minimum capitali-
zation of $3.5 million and hopes to
be organized as a syndicate by
year-end to underwrite primarily
property insurance.

Parent companies rather than
their insurance subsidiaries will

most likely join the group to avoid
the tax penalties of having their
offshore captives in the group. But
the association will provide the
captives with the opportunity to
reinsure business underwritten by
the syndicate and the contacts to
do business with the other mem-

bers of Heartland. The contacts

with U.S. insurers are most prized

by the captives.
"It's a good way for a captive to

get mainstream American busi-
ness," said Joseph Cline, risk man-
ager at Republic Steel which oper-
ates Kingsley Insurance Co. Ltd. in
Bermuda. Mr. Cline moderated a

workshop on Heartland at the Cap-
tive Insurance Cos, Assn. meeting
here earlier this month.

Heartland Group is the brain-
child of Celina Insurance Group of
Celina, Ohio, which wanted to in-
vest in the exchange but lacked the
$3.5 million capital to form a syndi-
cate. It contacted other insurers

and captives and found interest in
forming a syndicate.

Howden-James, the syndicate
management company formed by
Fred S. James & Co. and Alexan-

der Howden, was tapped to man-
age the syndicate and will also in-
vest in Heartland, although a con-
tract hasn't been signed.

The forming syndicate is looking
for more potential investors of any-
where from $50,000 to $250,000.

Investors must either be insur-

ance companies or companies with
subsidiary insurance companies
becausethe Heartland wants mem-

bers it can count on to produce
reinsurance business for it. Al-

though investing in the syndicate
doesn't mandate that an insurer
cede reinsurance business to

Heartland, "It's a natural," said
Bernard Moore of Celina Group.

Heartland Group can also pro-
vide a link between the New York

Insurance Exchange and the Risk
Exchange Inc., which started up
this month.

REX is an organization of insur-

ance companies linked by com-
puter terminals to facilitate the
placement of facultative reinsur-
ance (BI, Feb. 19)

As a member of REX as well as

Heartland, Celina can install its
REX terminal in Heartland's of-

fice, said Mr. Moore, and take busi-
ness from REX in the name of Ce-

Contractors policy
Cardiff General Insurance

Agency in Pasadena, Calif., is offer-
ing a program for nine classes of
contractors, including newly li-
censed ones. A manufacturers and

contractors policy including com-

pleted operations is available from
an admitted insurer, and workers
compensation coverage can be ob-
tained.

lina and cede it to Heartland.
No one will own more than 10%

of Heartland Group, giving corpo-
rations with captives a chance to
get involved in the management of
an insurance venture, said Gordon

Werner, attorney for Heartland. At
the same time, the company's lia-
bility for this experience is limited
to its investment in Heartland

Group, he added.
The parent company and not an

offshore captive should be a mem-
ber of the syndicate, Mr. Werner

noted, because dividends paid by

Heartland to an offshore captive
would be subject to a 30% with-
holding tax as well as taxable when
returned to the parent company by
the subsidiary. In addition, an off-
shore captive wouldn't want to
jeopardize its foreign tax status by
participating directly in the ex-
change. The parent company could
form a holding company to own
both the share in Heartland and the

captive, he said.
Corporations with captive insur-

ers involved as of Oct. 1 in organiz-
ing Heartland Group include:

Charter Medical Corp. of Macon,
Ga.; Rockwell International Corp.
of Pittsburgh; Cargill Inc. of Min-
neapolis; Rexnord Inc. of Milwau-
kee; Owens-Illinois of Toledo;
Hanna Mining, Republic Steel,
Midland-Ross and Diamond

Shamrock, all of Cleveland; Young
& Rubicam Inc. of New York and

Great Lakes Chemical Corp. of
West Lafayette, Ind.

The insurance companies in-
volved include: Celina Group; Mil-
waukee Mutual of Milwaukee;
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Shelby Mutual of Shelby, Ohio;
Donegal Mutual o f Marietta, Pa.;
R.L.I. Insurance Co. of Peoria;
Michigan Mutual of Detroit;
Guilderland Mutual of Delmar,
N.Y.; Universal Surety of Lincoln,
Neb.; Northeastern Fire Insurance
Co. ofUpper Darby, Pa.; American
Druggists Insurance Co. of Cincin-
nati; American Southern Insur-
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The FTC is on a "fishing expedi-
tion" regarding captive insurers,
Kenneth Soubry says.

A&A chairman warns captives
of close encounters with FTC

ASHEVILLE, N.C.-Corpora-

tions operating captive insurance
companies should brace th6m-
selves for an encounter with an-

other federal regulatory agency in
addition to the IRS, says the chair-
man of Alexander & Alexander:
The Federal Trade Commission.

The FTC is ona "fishing expedi-
tion" regarding captive insurers,
Kenneth Soubry told members of
the Captive Insurance Cos. Assn.
meeting here this month.

The FIt's concern is with the

amount of regulation governing
the use of captives and whether
captives, if available only to large
corporations, further concentrate
the power of large corporations
over small companies, he said.

"Be prepared to confront these
questions," Mr. Soubry advised in
a speech criticizing the increasing
role of the federal government in
the insurance business.

But the FTC denies it is conduct-

ing any "formal investigtion into
captives." Albert Foer, acting dep-
uty director in the bureau of com-
petition at the FTC, said, "We are
merely interested in captives as
part of our general monitoring of
important events occurring in the
economy and what the growth of
captives may imply for competi-
tion."

Mr. Foer had met with represen-
tatives of the National Assn. of In-

surance Brokers to discuss the

FTC's interest in the insurance

business and to discuss captive in-
surance companies in general.
"Captives are a rapidly growing
area that we know little about," Mr.
Foer told Business insurance.

In his address to CICA,

Mr. Soubry also questioned the

implications of' a Ccmmerce De-
partment Troposal approving the
use of federally chartered insur-
ance cooperatives for product lia-
bility insurance. Although not op-
posed to the proposed Risk Reten-
tion Act of 1978 that would allow

companies to band together to
form product liability pools free of
state regulation, Mr. Soubry said
he is concerned with "where this

might lead."

This free booklet
can help prevent
yqufrom having

Irozen assets
this winter.

If the coming winter is any-
thing like last year, then you'll
want to know what to do in
your plant before a cold-
weather freeze-up.

Hartford Steam Boiler has a
free, freeze-up prevention
plan for your boilers and
machinery that could save
you a lot of cold cash. It's in
our fall issue of "The Locomo-
tive." It details step-by-step
procedures for preventing
cold weather freeze-up of
piping, heat exchangens,
boilers, air conditioning and
refrigeration, air systems,
pressure vessel and mechan-
ical equipment.

Our plan provides a con-
venient way for your key
plant personnel to educate
equipment operators and
other employees concerning
adequcrte, early cold weather
precautions and emergency
priorities.

For example, in a major
freeze-up, should an equip-
ment operator first drain and
then blow out all the moisture
from the diaphragm on a
$200,000 compressor? Or
would his time be better spent
servidng boiler water lines?
The answers could save you
big dollcms.

This freeze-up prevention
plan, designed and tested by
our national staff of over 900
inspectors and engineers, is
now being routinely distrib-
uted to our insureds. It pro-
vides yet another building
block for creation and mainte-
nance of an effective in-house
risk management program.

For your free copy, simply fill
out and send us the coupon.

I want the cold facts about
saving cold cash on my boil-
ers and machinery. Please
send me a free copy of "The
Locomotive" concerning
freeze-up prevention.
Name

Title

Company

Arlrir'Rq

City

Strrte Zip

Send coupon to:

STRA. Nizmn
mAID

56 Prospect St., Hartford, Conn. 06102
We help more risk managers
manage risks better.

The potential for conflict with
state regulations, the possibility
the act may bea precursorto repeal
o f the McCarran-Ferguson Act and
the chance additional taxes would

be needed to administer the act if

passed are all issues that must be

considered when analyzing the bill
as proposed in the Senate by John
C. Culver (D-Iowa) and in the

House by John J. LaFalce (D-N.Y.),
Mr. Soubry cautioned.

Conceding that the bill"could be
helpful to small business," Mr.
Soubry maintained that the cost
and availability of product liability
insurance have improved recently.
He gavethe bill only a "slim chance
of passage this year."

Similarly, Mr. Soubry predicted
that a national health insurance

plan won't be passed by Congress
this year and the McCarran-
Ferguson Act won't be repealed.

The American public is opposed
to big federal spending projects,
he explained regarding national
health insurance. Attendant issues,
however, such as cost control in
medical services and subsidizing
low income people for health care
costs will remain alive, he sug-
gested.

Repeal of the McCarran-Fer
guson Act isn't likely in the next
year or two either, Mr. Soubry said.
But he warned that a bill being pre-
pared by Sen. Howard Metzen-
baum (D-Ohio), while targeting
personal lines insurance problems,
'could easily be amended to apply

to commercial lines."

In personal lines, the bill would
limit insurers' antitrust immunity,
establish average premiums for
auto and homeowners policies, de-
mand full availability of property
and casualty insurance and elimi-
nate excessive rate differences, Mr.
Soubry said.

The chairman of the second
largest brokerage firm in the coun-
try also advised risk managers to
support improvements in state
workers compensation programs
to stave off federal standards or a
federal program for workers com-
pensation risks.

"Cost control is at stake," Mr.
Soubry said, charging a federal
system for workers compensation
would jeopardize cost control ef-
forts and double the benefit

costs. •

Panel advises
FICA tax cut

WASHINGTON-A governmen-
tal advisory committee has recom-
mended that Congress pass legisla-
tion slashing Social Security taxes,
which have been climbing by leaps
and bounds.

The Advisory Council on Social
Security, which meets every four
years to consider how to change
the Social Security system, recom-
mended that the current 6.13% So-
cial Security payroll tax rate on
employers and employes be re-
duced to 5.5%. The council is a

group of 13 private citizens ap-
pointed by the secretary of Health,
Education and Welfare.

The entire income from the 5.590
tax would go to the retirement and
disability trust funds. Medicare,
whichcurrentlyshares in the 6.13%
tax, would instead be financed by
federal income taxes.

The council also recommends
that newly hired state and federal
government employes be required
to participate in Social Security.
Employes already covered by pub-
lie plans could opt into Social Se-
curity or remain in existing plans.

Several bills have been intro-
duced in Congress this year that

would withdraw the Medicare pro-
gram from Social Security, but
these proposals have not gone any-
where. The previous council also
recommendedthatMedicarebese-

parated from Social Security. •



Captives contribute
to tax code lobbying

ASHEVILLE, N.C.-The Cap-
tive Insurance Cos. Assn. is sock-

ing $15,000 into trying to change
the tax law regarding captives and
self-insurance reserves.

The group wants Congress to
amend the tax code to allow tax de-
ductions for reserves that are re-

quired under Financial Account-
ing Standard No. 5. Currently, a
company can tax deduct only in-
surance premiums or losses as
paid, not premiums paid to cap-
tives or self-insurance reserves.

The Risk & Insurance Manage-
ment Society and individual corpo-
rations will be asked to contribute

to the lobbying effort that CICA
hopes to begin by spring.

Robert A. Reeves, vp-insurance
at Hospital Corp. of America, is
drafting a questionnaire to send to
CICA members asking for their
opinion on a position paper he pre-
sented to CICA's board, which met
here earlier this month. Mr. Reeves

is on the legislative committees of'
both CICA and RIMS and believes

he can win RIMS's support, too.
The position paper basically ar-

gues that if a corporation must es-
tablish reserves for losses on its fi-

nancial statements under the test

outlined in FAS No. 5, it should be
able to deduct those reserves fronn

its income. The test under FAS

No. 5 is: If it is probable that a loss
has occurred, that the outcome will
be determined by future event and
the ultimate cost is reasonably de-
terminable, the company should
reserve for the loss.

"We're not seeking a tax deduc-

tion for contingency funds or fu-
ture claims, but for incurred but
unpaid claims," Mr. Reeves said.

A nonprofit corporation will
probably be established to collect
the funds and carry out the lobby-
ing effort, Mr. Reeves said. A law
firm will be hired to help draft the
bill and the same or another law

firm engaged to help with lobbying
in Washington.

The pitch to Congress will be
that self-insurance and the use of

captive insurance companies are
better for the consumer because

they are more efficient ways to
allocate risk and reduce the cost of

goods and services, Mr. Reeves
said.

It's hoped the bill will be ready
this spring, a good time to exert
lobbying pressure as congressmen
seek re-election, Mr. Reeves noted.

He's optimistic about the

chances of getting the legislation
through Congress, while conced-
ing, "It's a major task to put a
comma in the law."

Said Mr. Reeves: "I wouldn't

have undertaken this if I didn't

think it was worthwhile. The tax

code as interpreted now is an injus-
tice." •

Training center
to be done in '80

NORWOOD, Mass.-The Fae-
tory Mutual System is building a $7
million conference center for train-

ing personnel in loss control con-
cepts, scheduled forcompletion by
mid-1980.

The 107,000 square-foot center,

being built near the system's head-
quarters here, will include 24 con-
ference rooms, sleeping accom-
modations for 125 people along
with dining, recreation and audio-
visual facilities.

Factory Mutual conducts exten-
sive training for engineering and

inspection personnel in loss pre-
vention for such areas as fire and

extended coverage, boiler and ma-
chinery and specialized loss con-
trol techniques. In 1978, 1,600 loss
control specialists were trained by
Factory Mutual. •

"1 wouldn't have undertaken this

il I didn't think it was wonh-

while," says Robert Reeves.
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MILWAUKEE and PITTSBURGH
are first lines of defense against spiraling insurance costs. To call in the
ARMI ... Assurex Risk Management Institute . .in these areas (or
elsewhere in more than 40 states and 16 foreign countries) call your

Assurex International broker.

LAUB GROUP INC.

324 East Wisconsin Avenue Lieberman/Frankel Associates
Milwaukee. Wisconsin 53202 Brinton Executive Center

414-271-4292 1051 Brinton Road THE FRANKEL COMPANYPittsburgh. PA 15221
412-244-7500

See our ad on page 6
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The ROYAL

opportunity
It amounts to more than ofrering
you a complete line of boiler and
machinery

We help you locate these risks
in your community. in many
places you may have overlooked.

Our local ofrces provide
professional risk analysis and
superior loss prevention guidance,
to help you write, service and
customize coverage to the needs

of many ofyour clients.
What does this mean to you7

An excellent opportunity to
improve the quality and
proAtability of your business. Ask
some of the agencies who have
been with us through 165 years of
developing innovative property
insurance.

Then contact your Royal-Globe

marketing representative. 

Nobody insures it like Royal-Globe.

Royal-Globe Insurance Companies, 150 William Street, New York N.Y 10038.

favil
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License 8-137

INSURE
RISKS.

Where there's an insurable

risk in business, we cover it.
Call us.

 AMMS 6 PORTERASSOCIATES, INC.

1819 St. James Place
Houston, Texas 77056
Telephone: (713) 960-9990
Outside Texas Call Toll-Free
(800; 231-3252
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Captive can expand business
by doing own bro kering: Exec

By KATHRYN J. McINTYRE

ASHEVILLE, N.C.-Captive in-
surance companies can expand
their operations beyond third-
party underwriting for improved
profits by acting as their own rein-
surance broker, reinsurance ex-
perts suggest.

Some Bermuda-based captives
are brokering their own business
already, but the practice is not
widespread.

The onset of business links be-
tween U.S. and London brokers

and the new insurance law in Ber-

muda, however, should induce
more captives to act as their own
broker, says Joseph H. Blades,
chairman of J.H. Blades & Co.

'The merging of big brokers and
London brokers hasn't been in the

buyers' interest; it's not working as
well as it should," Mr. Blades
charged ata meeting ofthe Captive
Insurance Cos. Assn. here this
month.

Suggesting that the business
links between the mAjor U.S. and
London brokers have limited com-

petition in London and forced use
of affiliated London brokers, Mr.
Blades lamented the previous open
market. "Risk managers liked the
choice and London brokers liked

to hustle forthe business. Now bro-

kering is like sacking groceries."
Twentyto 30 London brokers are

already working direct-y with Ber-
muda captives registered to act as
brokers, ·Mr. Blades said.

London brokers will "do it, Pro-
vided the captive acting as broker
has the expertise and handles the
business in the right way," he said.
Smaller and medium sizedLondon
brokers are losing access to cor-
porate customers as a result of the
London links between the large
U.S. and leading London brokers,
Mr. Blades explained, which

Mark Hinkley Joseph Blades

London on the line
"London is on the phone for you," a voice from the back

ofthe room told Joseph Blades, interrupting his speech at
the CICA meeting.

Mr. Blades thought it was a joke and the audience won-
dered if it was a plant. But, indeed, someone was calling
from London and Mr. Blades refused the call, returning it
later.

Mark Hinkley, senior vp of the recently organized reinsur-
ance group Trenwick Inc., admitted he couldn't follow Mr.
Blades' act. "As a member of a new company, all I could
expect is an obscene phone call--collect."

makes the smaller brokers all the

more eager to establish relation-
ships with U.S. corporations' cap-
tives.

In addition, the new Bermuda in-
surance law, which requires insur-
ance companies, managers and
brokers to register as such, pro-
vides an impetus for captives to
also seek status as brokers, Mr.
Blades said.

"We will advise our clients to file

Brown Brothers Adjusters... the problem solving specialists.

- We know ourway
. around self-insurance

administration.
Do you sometimes think your self-insurance
administration could use a little magic? It's no
trick for Brown Brothers Adjusters to provide
you with all the services you need, quickly and
thoroughly: adjusting, supervising, statistical
information, and administratian of your loss
fund. We're experienced in municipalities,
transoortation government bodies, private
business and utilities. If your self-administration
is a three-ring circus, call Brown Brothers
Adjusters. We're listening 24 hours a day, seven
days a week.

81 Brown Brothers Agustem *
Home Office: 545 Sansome Street, San Francisco, CA 94111 · (415) 392-2825
TELEX: San Francisco 34-472 · Honolulu 63-4266 · Los Angeles 67-234

as an insurance company and a
broker," Mr. Blades said, referring
to captive companies Blades man-
ages in Bermuda.

"When a captive registers in a
dual capacity, it has the power to
contact NAPSLO members (Na-
tional Assn. of Professional Sur-

plus Lines Offices) and to go to
London to get the best broker to
handle the business," Mr. Blades
explained.

"It'snotgoing to hurtthe big bro-
ker doing a first-class job," he
noted, "but the monopolistic hold
is over.

Acting as one's own reinsurance
broker can also open the door to
better reinsurance business a cap-
tive seeks to underwrite for third

parties, Mr. Blades continued. A
client providing a London broker
with a big account can expect the
London broker to turn around and
broker good business into the cap-
tive, he said.

Another speaker, Mark W.

Hinkley, senior vp of Trenwick
Inc., cautioned risk managers that
the "broker's job is not to guaran-
tee you a profit. It's your job."

Mr. Blades countered, "It's true a
good broker won't tell you to get on
or off a risk, but a good broker tells
the truth and a broker can make or
break an underwriter so there's

quite a rapport there."
Mr. Blades stressed later, how-

ever, that he is not advocating that
the captive licensed as a broker do
any brokering of reinsurance for
third-party risks underwritten by
the captive.

Captives, however, have to build
up a good track record before they
can expect the best prices in Lon-
don, Mr. Blades noted.

Others in the reinsurance busi-

ness are also suggesting that cap-
tives act as their own brokers, fo-
cusing on the commissions that
will accrue to the captive. James F.
Billet, president o f Trenwick Inc.,
tells risk managers their captives
can realize a 30% commission on
the reinsurance they buy ifthe cap-
tive is the broker.

Mr. Blades said the average sav-
ings to a captive acting as its own
broker would be more like 5% to
10% of the premium. •



Captives, reinsurers
win IRS concession

ASHEVILLE, N.C.-Captives in
the reinsurance business and rein-
surers won a minor concession

from the Internal Revenue Service
last month.

The IRS conceded in Announce-

ment 79-131 that its April 30 ruling
on how to figure the excise tax due
on reinsurance premiums paid to
foreign insurers only partially ap-
plies retroactively.

Revenue Ruling 79-138 said that
the 1% excise tax due on reinsur-

ance premiums paid to foreign in-
surers must be figured on the gross
premium, not the net premium af-

ter subtracting ceding commis-
sions and loss and loss adjustment
expenses (BI, May 14).

Now the IRS says the ruling
doesn't apply regarding ceding
commissions for premiums paid
before April 30. However, losses
and loss adjustment expenses
should not have been subtracted

when figuring the gross premium,
the IRS maintained, and the ruling
does apply retroactively to those
items.

Tax attorney Sidney R. Pine of
rrubin Sillcock Edleman &

Knapp suggests that in response to
the ruling, companies should ex-
clude commissions and loss adjust-
ment expenses from the premium.
"Provide for them by separate
agreement," he advised members
of the Captive Insurance Cos.
Assn. meeting here earlier this
month.

Companies, however, should be
wary ofreinsurance agreements es-
tablished only to cut the cost of ex-
cise tax on insurance or reinsur-

ance placed with foreign insurers,
he indicated.

The Justice Department is inves-
tigating a U.S. company that is ad-
vertising its fronting services to
provide a reduction on the excise
tax due. A 4% excise tax is due on

insurance placed directly with a
foreign insurer but it's only 1% if'
the business is reinsurance.

The Justice Department is look-
ing at the company, which Mr. Pine
declined to identify, because the
department considers it fraudulent
activity to lend one's name to a
transaction only to reduce taxes. •

Panel passes
hospital bill

WASHINGTON-A House com-
mittee has approved the Carter
Administration's controversial

hospital cost control legislation.
By a 23-19 vote, the Interstate

and Foreign Commerce Commit-
tee agreed to send the measure to
the House floor, where hospital
trade groups are expected to wage
an all-out effort to kill the bill. A

similar bill passed by several
House and Senate committees last '

year failed to get congressional ap-
proval because of industry lobby-
ing.

This year's bill, which previously
was passed in slightly different
forms bythe Senate Laborand Hu-
man Resourees Committeeand the

House Ways and Means Commit-
tee, would place an 11.6% cap on
annual hospital cost increases.

Health, Education and Welfare
Sec. Patricia Harris said the bill is

"the most significant piece o f anti-
inflation legislation we've seen for
a long time," adding that it also
would move toward the enactment

of a nation health insurance plan.

Hospital groups, though, such as
the American Hospital Assn.
charge that the cost controls would
result in service cutbacks and sad-

dle the industry with oppressive
government regulation. .

Provide for commissions and

loss adjustment expenses by
separate agreement, says attor-
ney Sidney Pine.
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CINCINNATI and PORTLAND

are first lines of defense against spiraling insurance costs. To call in the
ARMI . Assurex Risk Management Institute...in these areas (or
elsewhere in more than 40 states and 16 foreign countries) call your

Assurex International broker.

KREIDLER-SHELL. INC.

309 Vine Street

Cincinnati, Ohio 45202
513-381-0500

MORSE. PAYSON & NOYES

57 Exchange Stree
Portland. Maine 04112

207-775-7211

See our ad on page 6
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-or your ousiness.
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packaged
insurance
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risk management
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insurance costs.
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package?
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ofdeductibles.
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which one is right

Jor you?
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the key questions
to ask an agent
or broker before
you buy
insurance?
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If you answered "no" to any of these, you'd bet-
ter send for this free 32-page booklet: "What You
Should Know About Made To

+44*.Order Business Insurance I.*744
Packages," and get all  ***
the facts you need #Fls*eq<#4* f
on modern business , » N:f<99
insurance packages.

The Continental Insurance Companies 11
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80Maiden Lane, New York N.Y. 10038 L
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cident compensation-insuranceCommerce revises model 5111 area
.. .

• Identifymg expertise in the
federal government to deal with in-

Continued from page 1 Elsewhere, formulas have been amount of punitive damages uct liability, which has been study- surance issues
amount o f damages, simply were set up to make it easier for a Judge The final model bid is cesigned ing the nation's product liability The council, whose members
not equipped to determine to instruct a Jury on determining for sta:e adoption It attempts to problems since 1976, says its last represent 17 federal agencies, has
whether a product was defective or liability and basic standards of re- end current inconsistencies in the maloreffort in the area--astudy on met periodically this year At one
not, a source said sponsibility m producing and us- tort litigation system frozr state to insurance industry rate making meeting, representatives of the

In another tentative change, the mg products state, which cause ur.cfr.ainties in practices, informally known as the Justice Department's antitrust di-
Commerce Department has raised measuring product rlsks and csn- "Barrett Report"-is expected to vision discussed without resolu-
to $50,000 from $30,000 the cap on tributmg to the rise in product ha- be published later this fall tion the agency's followup effortsSections remain
cases that are to be resolved bility insurance premiuns The product liability task force on an earlier Justice Department
through arbitration boards How- Other sections of the first draft These uncertamties w )uld be will be disbanded at the end of De- report that recommended substan-
ever, either party could appeal the that are expected to remam m the el_minated through a unifcrm cember, but a new task force, the In- tial revisions to the McCarran-
board's decision in court and the final model bill Include product hability law :hat -A olld teragency Council on Accident and Ferguson Act This is the 1945 law
Jury would be allowed to hear the . Manufacturerscould not be held give insure.sthe predic:to.lity tiey Insurance, already has been set up that gives insurers immunity to
evidence presented before the arbi- liable if a product is altered or mo- Say is needed to assess and quan- to continue the federal govern- federal antitrust law in favor o f
Mahon board dified without their perm.ssion tify product exposures ment's scrutiny of a wide range of state regulation

and the alteration caused the acci- Tc date, the first model b31 tas insurance issues At another meeting, assistant
dent had a hmited influence at the slate secretary of Labor Donald Ehs-

Why Texas • State of the art becomes a leve. The governors of Norh Da- burg revealed the Labor Depart-Principal activitiesstronger defense kota and Idaho vetoed tort refo-m ment is preparmg a study on insur-workers
• In most cases, products are bills passed by their legislatires The council's principal activities ance availability and affordability

comp coverage presumed not defective after 10 and urged legislators to take a Include problems caused by the federal
should be years from the time of first use by closer look at the model 0111 before 0 Taking inventory of present Longshoremen's and Harbor

consimers attempting to revam o the zirt federal insurance programs and Workers' Actwritten in Texas. • Manufacturers are responsible s>stem Only in Connecticit was initiatives The council is chaired by C L
Only a large Texas carrier-such for cnly the "useful safe life" of much of the first model bill incor- • Serving as a clearinghouse for Haslam, general counsel of the
as Texas Employers'-with their products porated in that state's new product research on accident compensa- Commerce Department Other offi-
Frompt local service can keep • Pam and suffering damages liability law tion and insurance issues eers Include Victor Schwartz, exec-
your workers' compensation generally are capped at $25,000 Meanwhile, the Commerce • Serving as a forum for discuss- utive director, and Carol Kindig,
coverage costs as low as • A Judge determmes the Department's task force on prc d- ing legislative initiatives in the ac- special assistant .possible In 1978 alone, local
service helped to provide Texas
Employers' policy-lolders over
$55 8 million in dividends
premium discounts, and Fairchild, Itel hire risk managers...
retrospective savings
That's why many national Cont:nued from page 1 having an M&M emplcye on s-:aff account executive and retrenchment," said one exec-
companies such as yours have ports to Dennis Townsend, assis- at Fairchild "was sort N un=al  to The electronic firm's acquisition utive
their Texas workers' compen- tant manager of M&M's San Jose the individual in his relationship by Schlumberger Ltd of New Itel's decision to centralize risksation coverage Nritten office Mr Townsend was the wr.h M&M " But he praised M& M Yorkearherthis yearwill not affect management in a single depart-in Texas By us Get the complete M&M executive first named to act for "going out ofits way to accom- the structure of the risk manage- ment "indicates its concern withs ory by calling our National
Accounts Division at as Fairchild's risk manager (BI, modate us " ment department, Mr Alessio said the need for cash management and
214/653-8100 Oct 6,1975) "Because Schlumberger is de- control of risk," the new risk man-

Texas ErnPLOveRS' The arrangement with M&M be-
Structure sanne centralized in its approach to ad- agerMr Hause, said He had been a

E
InsuRance

AssociaTion gan in 1975 on a 12-month trial ba- mmistration and because it is un- marketing associate with a newly
P 0 Box 2759 sis, ifter the electronics firm de- After the new risk manager is familiar with our industry, we will formed brokerage subsidiary forDallas, Texas 75221

cided not to replace Ralph F Perry, hred, expected within two continue to operate as before," he Itel, and a risk management con-
Employers Insurance of Texas who left to Join Amfac Inc in San months, Mr Hinton 41111 rejoin said "The new risk manager will sultant with Warren MeVeighTexas Employers' In· urance Assn
Employers National Insurance Co Francisco M&M's office and Mr Tcwns€nd report to me, not to Schlumberger The subsidiary arranged insur-
Employers Casualty Zo Mr. Alessio acknowledged that will continue as Fairchild's M&M headquarters " ance for Itel's lessees, workingEmployers National Life insurance Co

Schlumberger does not now withthe corporation's broker, Fred
have a corporate risk manager S James & Co, which designed

L Those responsibllltles are handled the msurance programs "It was a
by treasurer Richard Stearns good idea, but not the right time,"

In sharp contrast to the thriving Mr Hause said A large volume of66How can we speed things up getting Fairchild company, whose sales business offered savings for les-
are about $500 million, Itel's nam- sees, but Itel's leasing business

quotes for Short Line Railroad coverage.7,3 mg of a risk manager stems from turned sour
serious financial difficulty For now, the brokerage subsidi-

With second quarter losses in ex- ary has ceased to exist "It's on the

Elf cess of $10 mdlion, Itel dismissed back burner, but given the right
500 employes The firm is also in- circumstances it could be revived
volved m a $50 million lawsuit and in the future," Mr Hause said

08* <5587' A ·S*S««2%12  fS;¢12.:;en¢¢5*1405*RZ., - ft' $20 mlillon countersuit involvinga Fred S James&Co had handled
computer leasing claim (BI, Aug risk management for Itel for the

past 11 years
...lilli . .4 Itel operated so long without anWork directly with Short Line Rail- 455 in-house risk manager, Mr Haus,3

1 6*1 U
Cost consciousnessroad Insurance Brokers, experts in m i r>01%1 -*004;x:

explained, because of "the

i this highly specialized field. 7715'1& :7 k *f At San Francisco headquarters company's growth-oriented atti-1 : **falrb.% 5/•:: ..e * •

SLRRIB has the experience today's
%'1'• of Itel, the mood has been one of tude They were very light on ad-
'51,2 "cost consciousness consolidation ministration "

agents and brokers demand. We
4.

created today's most comprehen-
sive single-rate policy In many E @ -=St6#/0,15£=/W+ 1'*If Plan fails tax court...

.

cases, we can be more liberal with  :': 5 }*4*1!, . »;:14,/OSI Cont:nued from page 1 older employes near retirement,self-insured retentions (as low as . 2 ' 4825*- «;*2'2«'t**f> j time they are ready to retire but not fully vested in a pension$15,00) And over 80% of our risks If f { The case ended up in tax court plan "This issue has been argued
get 72-hour quozations for limits k C\»f» - .. after a Caterpillar employe com- since ERISA was passed, we all felt

plained to the IRS that he would it would be litigated sooner or latern5512-„4 ' up to $5 million. Don't get side- collect no pension benefits if he re- and we support the court," said
IZZZ/6.);*E/ tracked with unproductive contact 8 9 95 9 * tired because he had not been with Alan B Shidler o f A S Hansen Co

the company for 10 years and did of Lake Bluff Illwork - on SLRRIB's smooth road-
not qualify under the cliff vestmg But the number of plans that doCZZ@ bed, you'll keep to your timetable h: 6&2.5*65*/«ts/-s,4 3 lisms: l equirement not provide some level of benefits

for the coverage you need. The court held that even though by either the rule of 45 or graded
ERISA allows 10-year cliffvestmg, vestmg are relatively smallSLEX 3>6. the "rule of 45" in the IRS code re- Lloyd Kay, vp with William M
quires that an employe with atleast Mercer Inc m New York, said he can
five years of service has a "non- think of no pension plan handled
forfeitable"right to apercentageof by the firm that does not provide0

accrued benefits The benefitis de- some benefits for that class o f
termined according to a formula workers "It makes little sense for aVIEFZ: takmg into account the employe's company to say that someone can

i, i. age and years of service be in a pension plan for nine yearsZ . .. .

,.#.f#,6" 44:/,,/67 *- '7&·'i<#4lIA Caterpillar contended the em- but that he s not entitled to any-162<61402=** -4-_ 54%79#i,44. ----*--re 'a-kis.:.iz 99. ploye did not forfeit his benefits thmg "
but his benefit level amounted to Consultant Steven Schanes said

nothing because he did not meet he doubts the case will become
the plan requirements The court, much of an issue because with the

Short Line Railroad Insurance Brokers however, rejected this argument as mandatory retirement age now at
a "semantical analysis " 70, older workers can continue on

3435 Wilshire Blvd., Suite 926
the Job until they reach vesting

Los Angeles, CA 90010 (213) 386-2991 Teler 677206 Benefits consultants landed the Mr Kenney of Caterpillar would
decision of the tax court, saying it not discuss the reason for 10-year
addresses the matter of equity for vesting



Benefit communications
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Conference focuses·on telling it creatively
CHICAGO-Creativity is the

new frontier in benefit communi--

cations now that corporations have
mastered the art ofcomplying with
government regulations on such
communications.

The third annual Business Insur-

ance Employe Benefit Communi-
cations Conference to be held here
Dec. 3-5 at the Ritz-Carlton Hotel

will tackle the issue of "Creativity
in Communications."

The two-and-a-half day confer-
ence, which attracts several hun-
dred registrants from among the
ranks ofemploye communications
specialists and benefit managers,
Will feature the creative director of

a leading advertising agency as the
keynote speaker, as well as 12 other
faculty members who are experts
in communications, graphic de-
sign and marketing.

Keith L. Reinhard, executive vp
and director of creative services for

Needham, Harper & Steers Adver-
tising Inc., wilt set the pace for the -
conference with his discussion of

emotion in communications, the

pulse beneath the message.
The conference will include

more opportunities than in past
years for participants to glean ben-
efit communications ideas from

programs used by other compa-
nies.

The opening session offers an
audiovisual presentation showing
different approaches employers
have used to communicate with

their workers. There will be two

lunchtime screenings ofcommuni-
cations programs submitted to
Business Insurance this year for its
annual benefit communications

competition. And there will be a
half-day of audiovisual screenings
and critiques with analysis of com-
munications efforts used by corpo-
rations around the country.

Herb Zeltner, a marketing com-
munications expert and group vp
of Crain Communications Inc., will

lead a discussion again this year of
the effectiveness of these audiovi-

sual efforts, with the audience
participating in the evaluation and
judging.

Two sets of concurrent sessions

have been scheduled, with speak-
ers addressing issues including
packaging of communications, the
legal ramifications of communi-
cations and generic communica-

tions (discussing issues such as
HMOs, retirement planning and in-
nation).

Tackling these subjects will be
Judith Karam of Karam & Versch

in New York; Robert Ridley, a law-
yer with a Los Angeles law firm,
and two consultants specializing in
communications: John Kerney Jr.
of Emcom Group Inc. in Newtown,
Pa., and Robert J. Ellis ofWilliam
M. Mercer Inc. in Hartford, Conn.

Two communications specialists
with the Pension Benefit Guaranty
Corp. in Washington-Audrey Cra-
mer and Sarah Casseday-will dis-
cuss the importance of daring not
to communicate all ofthe technical

details often jammed into benefit
information brochures and films,

sometimes garbling the message.
John Connellan, founder and

president of The Executive Tech-
nique, will discuss the use of
benefit communications as sales

tools to convince employes-the
"customers"-what a good com-
pany they work for. The art ofmak-
ing an effective sales presentation
is also the art of communicating
such things as employe benefits,
he believes.

An afternoon will be spent on
graphic design and the vital prob-
lem of selecting a graphic ap-
proach to communications, adapt-

ing the approach to a company's
size and needs and carryingout the
ideas. Speakers are Peter Iversen,
chief executive officer of Iversen

Associates, one of the leading

graphic designers in the benefit
communications business; Philip
Murphy and William S. Miller of
the Emcom Group in Newport
Beach, Calif., and Curtis Snodgrass
with ·(rowers, Perrin, Forster &
Crosby in Chicago.

The cost of the conference is $310
per person, with a 10% discount for
additional registrants from the
same company who register at the
same time. For further informa-

tion, contact Sari Lipshultz, Crain
Educational Division, 740 N. Rush,
Chicago, Ill'. 60611; 312-649-5246. •
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Bellefonte plots recovery...
Continued from page 1
directing a massive project to de-
velop an adequate data system and
efficient organization.

A newly hired heavyweight in
the insurance business is now

chairman of Bellefente and is

directing a reorganization of the 11
insurance and service companies
that comprise BFC and is control-
ling growth.

These treatments to turn around

Bellefonte's disappointing begin-
ning in the insurance business are
on top of a $25 million capital trans-
fusion over the last two years, part
o fthe total $104 million Armco has
pumped into BFC since the
steelmaker decided in 1969 to take

the Kentucky-based captive Belle-
fonte Insurance Co. into the gen-
eral insurance business.

Once hailed as the shining suc-
cess story of how a risk manage-
ment department can develop into
an insurance profit center,

Bellefonte's experience in the rein-
surance and excess/surplus lines
business is now being cited by the
skeptical as proof that outside
business can be a disas:er for a cap-
live of a noninsurance concern.

"Bellefonte provides the first in-
dication that all is not rosy in third-
party risks," observes a West Coast
risk manager whose company op-
erates a Colorado captive insur-
ance company.

"They are finding out the game is
a rough one," observes an execu-
tive of a reinsurance company do-
ing business with Bellefonte. "Bel-
lefonte underlines the need to have

your wits about you when going
into third-party underwriting. It's
not for the here-today-and-gone-
tomorrow type."

Agreeing to assess Bellefonte':
development from the perspective
of hindsight, Armeo group vp Lee
G. Weeks, who has been with the
company from the beginning,
pointed to two critical mistakes:
deciding against developing an in-
house data system at the start and
ignoring the need for seasoned in-

Rly

INTERMEDIAMIES
INC

All lines of treaty reinsurance
worldwide. And offering
specialized facultative
services through 14 offices
in the U. S.

Home officef Los Angeles
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Los Angeles
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Columbus

Houston
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Son Francisco

surance industry talent.
Both those mistakes are now be-

ing rectified.
The attendant errors and prob-

lems, however, will have to be en-
dured until they eventually run
their course. These include letting
Bellefonte grow too fast, taking
reinsurance from pools managed
by noninsurers with the resulting
terrible underwriting losses and
getting into the insurance business
at the wrong time in the insurance
cycle. ·

Systems overhaul

The corrective treatment began
when a systems squad of three
Armeo professionals moved into
Bellefonte last fall on the heels of
realization that earlier reinsurance

business was producing heavy
losses: A $17.2 million before tax
underwriting loss against net pre-
miums of $262.5 million for 1978
was created primarily by the need
to set aside adequate reserves for
reinsurance business accepted in
the early and mid-19705. The after-
tax underwriting loss was $17.2
million. According to A.M. Best's,
Bellefonte Insurance Co. held ex-

cess statutory loss reserves totaling
$11.7 million at the end of 1978.

The unforeseen heavy losses
were the result of inflation and an
"immature data base," Mr. Weeks
said. Bellefonte just didn't see the
loss development in its statistics,
drawn mainly from the experience
of other insurers.

The data Bellefonte was accumu-

lating was inadequately processed,
say the systems professionals who
have been sorting it out for a year.

The outside computer service
Bellefonte had engaged was inca-
pable of keeping up with the de-
mands of a company growing at a
65% compounded growth rate. In
taking reinsurance from a multi-
tude ofpools and not keepingtrack
of the risks it was on, Bellefonte
found itself over committed and

even paying for the sameloss outo f
multiple reinsurance commit-

ments-a reinsurer's nightmare.
The inadequate data has also

forced some calendar year ac-
counting although Bellefonte pre-
fers accident year accounting as a
clearer indication of its underwrit-
ing results.

"It was the classic entrepreneur-
ship," said Blasdel Reardon, one of
three people on the systems proj-
ect team. "Bellefonte was ex-

tremely successful in producing
business, but it outstripped its data.

processing ability to handle the
business."

"We thought a data system was
too big an investment and now we
know it wouldn't have been," Mr.
Weeks said. Bellefonte is now the

biggest user of Armco's computer
facility.

New chairman

But the systems professionals
aren't just cleaning up Bellefonte's
data processing: They are on a
management, organization and
work flow mission to · whip the
company into shape and to keep it
from taking on more business than
the systems of people and ma-
chines can properly process.

A year into their project, the sys-
tems professionals agree the "crisis
is over."

This fall, Armeo also hired Ho-
ward T. Cohn away from Interna-
tional Telephone & Telegraph, .
where he had been vp and product
group manager for insurance and
finance, to be the chairman of Bel-
lefonte. He steps in to take up the
reins that previously passed di-
rectly from Robert C. Lee, the
Armco risk manager who became
president of · Bellefonte, to Mr.
Weeks as chairman. Mr. Lee con-

tinues as president, reporting to·

Mr. Cohn, and Mr. Cohn reports to
Mr. Weeks.

"You can have strong functional
people, but you need an industry
perspective," Mr. Weeks said. "It's
a long, painful learning curve.
Those of us helping Bob Lee
should have said we needed to

make the investment in industry
experience."

Mr. Cohn speaks of the Belle-
fonte problems with the calm and
confidence of a family doctor who
has been at the patient's bedside
throughout the illness and now has
a cure in mind. And he issues or-

ders with the same professional au-
thority

Although Mr. Cohn denies or-
ganizing a new squad to run Belle-
fonte as had been rumored in the

industry, he is planning to direct a
reorganization ofBellefonte Finan-
cial Corp. to create separate insur-
ance companies for specific lines
of business instead of the current

underwriting system which allows
domestic and international rein-
surance, excess/surplus lines and
standard lines to be underwritten

at the same time by one company.
By year-end, Mr. Cohn hopes to

have Bellefonte's different opera-
tions reorganized to segregate in
separate companies reinsurance,
admitted insurance, excess/surplus
lines insurance and international
insurer.

New organization

Farther down the road, Armeo

management and Mr. Cohn agree
that Bellefonte should acquire a
life insurance company to help off-
set the cyclical swings of the
property/casualty underwriting
business just as Armco diversified
when it took Bellefonte into the in-

surance business to help offset the
peaks and valleys ofthe steel busi-
ness.

Mr. Cohn also intends to build up
revenues from selling insurance-
related services that don't entail

underwriting, such as aggressively
marketing the new services and
consulting firm, Armco Risk Man-
agement, set up in Dayton, and
captive management in Bermuda
through Armco Insurance Manage-
ment Ltd.

The advantages of segregating
Bellefonte's underwriting by line
of business will be threefold, Mr.
Cohn says. "It will give more sub-
stance to the profit center manage-
ment. The managers' results will
be very visible to the world-to
Armco and the public.

"It will also improve our ability
to explain the position of each
company so insurance depart-
ments are more comfortable. It's

difficult for us to get licensed in
some states because of our mixed

book of business.

"And we will get appropriate rat-
ings for blocks of business that de-
serve good rating," said Mr. Cohn,
alluding to the recent demotion of
Bellefonte Insurance Co. to a B

company from an A company by
Best's.

"The present level of underwrit-
ing commitments are well above
average in relation to net resources
available to meet contingencies in
light o f standards normally prevail-
ing in the insurance industry and
recognizing the classes ofbusiness
underwritten," said Best's in its
1979 account of Bellefonte Insur-
ance Co.

Bellefonte's poorresults lastyear

and continuing into this year are
attributed to losses or;k quota-share
reinsurance it assumed in the early
and mid-1970s, mostly out of Lon-
don. Bellefonte's results on busi-

ness written by its Dallas operation
opened in 1976 for excess/surplus
lines underwriting is very good,
Mr. Weeks said.

The worst reinsurance business

came from pools managed by non-



insurers who didn't have a finan-
cial stake in the underwriting re-
sults, Mr. Weeks noted. Aviation
and marine risks proved to be the
most damaging, he added.

Bellefonte has pulled out of the
pools that caused its problems and
has remained with only a few that
have produced profitable business.

But first assuming international
reinsurance business wasn't a mis-
take per se, Mr. Cohn and Mr.
Weeks hasten to note. Bellefonte's
contacts in London developed over
the years when it was a captive
reinsuring its parent company's
property risks, so London was the
natural source of third-party busi-
ness, Mr. Cohn observed.

Reinsurance lessons

"Reinsurance seemed best to get
a spread o f risk," Mr. Weeks added.
And in 1970 and 1971 when Belle-
fonte first began assuming interna-
tional reinsurance business, it was
good business at adequate rates.

But then the insurance industry
blindly went into a competitive cy-
cle and the fledgling Bellefonte
was nearly doubling its premium
volume every year on business that
was to create bad losses for every-
one concerned. The young
Bellefonte's internal troubles com-
pounded the effect of the bad busi-
ness.

One lesson learned is that com-
panies expanding into the reinsur-
ance business should only give un-
derwriting authority to insurers.
Even this is not an easy answer,
though, since the profitability of
various risks changes so rapidly
and unpredictably, Mr. Weeks
notes. "The excess marine market
looked so good, and then the rate
structure collapsed," he said with a
grimace.

Bellefonte also erred in giving
underwriting authority too freely
to too many general agents, some
observers say. Indeed, one general
agency that underwrote aviation
hull and liability risks for. Belle-
fonte allegedly skimmed premium
dollars for its own use and wasn't
placing the proper reinsurance for
Bellefonte. Bellefonte sued Omni
Aviation Managers Inc. and the
agency countersued, charging Bel-
lefonte with unfair business deal-
ings (BI, March 19). The cases are
now stalled in the courts.

Concentration on long-tail liabil-
ity risks was also too great for a
new insurance company, Belle-
fonte management concedes. Mr.
Cohn intends to steer Bellefonte
underwriters toward standard lia-
bility lines and away from those
risks like medical malpractice and
product liability that are likely to
produce losses long after the busi-
ness is written.

As Bellefonte's president Mr.
Lee warned colleagues at a confer-
ence on captives in Bermuda last
year, "Your investment base builds
up over a number of years. In the
initial years ofgrowth, you will not
have sufficient income from in-
vestments to sustain you through
any downturn in underwriting
profitability.

Growth pains
"Since in the long run, most of

the profit comes from investments,
it is important that you be espe-
cially careful to get into sound pro-
grams at the outset that will have
positive cash flow and good under-

Facultative reinsurance is also
now preferred by Bellefonte over
treaty reinsurance during this re-
structuring period.

"We also learned growth is very
difficult to manage," Mr. Weeks
continued. "We've had a 65% com-

pounded growth rate andthat's im-
possible to control."

As the professionals on the sys-
tems project explain, people can't
grow in their expertise fast enough
to handle the business.

Bellefonte Insurance Co.'s net

premium volume exploded from
$219,000 in 1969 when it under-
wrote only property insurance for
Armco to $17.4 million in 1972. Vol-
ume doubled again to $34.8 million
in 1973, doubled again by 1975 with
$76.2 million and soared to $207.4
million in 1978. Premium volume
for the first six months of 1979 was
$99.7 million.

Net premium volume for all op-
erations in Bellefonte Financial
Corp. topped $262.5 million in
1978.

Timing, too, is critical to building
a profitable foundation for a new
insurance company, Mr. Cohn sug-
gests. Bellefonte went into the in-
surance business when it saw a
need for capacity in the late 1960s.
But by the time it was geared up
and looking to expand, the insur-
ance market had recovered from
the crunch and was in a competi-
tive cycle, as it is now.

This time, however, Bellefonte is
going to lay low. Mr. Cohn will be
content with 10% growth over the

next few years, which Mr. Weeks
notes will barely keep pace with in-
flation. During this competitive cy-
cle when rates are depressed, Bel-
lefonte won't participate in rate
cutting, Mr. Cohn pledges.

Instead, the company will be cor-
recting its administrative and tech-
nical problems in preparation for
expanding when the market is
profitable for insurers. "It's very
fortunate that the realization of
needs comes at the righttime in the
market cycle when we should not
be writing new premiums," Mr.
Cohn said.

Without expanding its under-
writing and expecting to suffer
losses for the next few years along
with the rest ofthe industry, Belle-
fonte can't look for an underwrit-
ing year in the black until 1982, Mr.
Cohn says.

But Armeo is committed to see-
ing Bellefonte through the rough
times and building one of the 10
largest insurance companies in the
US., Mr. Weeks contends. Hiring

Without expanding its underwriting and
expecting losses for the next few years
along with the rest of the industry, Belle-
fonte doesn't expect underwriting profits
until 1982.

Mr. Cohn is proofofArmeo's com-
mitment to Bellefonte, he adds.

In addition, while pumping $104
million into Belle fonte over the last
10 years-$79 million into Belle-
fonte Insurance Co. and $12 mil-
lion into Bellefonte International-
Armco has allowed Bellefonte to
retain its net earnings, which de-
spite heavy underwriting losses are
being produced by investment in-
come.

Although 1974 was the last year
Bellefonte produced a combined
underwriting ratio of under 100%,
the company has consistently pro-

duced a net income, which in 1978
was $5.8 million and is expected to
be higher in 1979.

For the first six months of 1979,
Bellefonte also produced a net in-
come of $9.1 million although it
lost $9.6 million on underwriting.
Interest, dividends, rents and real-
ized gains on the sale of stocks and
bonds and in the conversion of for-
eign currency produced income.

Mr. Weeks maintains that Armco
expects an 18% to 20% return on
equity "over time" on its invest-
ment in Bellefonte and would do it
all again-just a little differently. •
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last thing you need is a devastating
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leads to higher insurance rates for
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more affordable. We have a complete
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Bellefonte chairman hopes
changes will bolster company

MIDDLETOWN, Ohio-Belle-
fonte Financial Corp.'s new chair-
man Howard T. Cohn says a new
structure will whip the company
intc financial shape so it can exer-
cise its strong muscles and develop
its weak ones.

· The current organization, he
says, weakens the financial picture
of Bellefonte. Its good performers,
like domestic excess/surplus lines,
are overshadowed by the bad, like
old reinsurance business. The

problem arose because Bellefonte
grew by bits and pieces during its
first 10 years in the general insur-
ance business.

When Armco decided in 1969 to

break into the insurance business

with its Kentucky-based captive
insurance company-a fully li-
cer_sed insurer-it plugged $10 mil-
lion into Bellefonte Insurance Co.

and $5 million to start Bellefonte
International, a reinsurance com-
pany in Bermuda.

But as Bellefonte tried to grow in
the excess/surplus lines business,

along with reinsurance, it discov-
ered that it had to become ap-
proved in the states as a surplis
lines insurer. Not only was it a
time-consuming task, said Belle-
fonte president Robert C. Lee, but
it also "presented another problem
in that there are many states in
which a company must be licensed
to write reinsurance or it is dissl-

lowed in computing the surplus of
the reinsured company. Thus, it is
not possible to do both nonadm=t-
ted surplus lines business and
authorized reinsurance in the same

company in many states."

So Bellefonte Underwriters I n-
surance Co. was licensed in ear.y
1973 to underwrite almost excla-

sively excess/surplus lines but is
also admitted in seven states. Com-

pass Insurance Co. was acquired .n
late 1974 and is admitted in 39

states. With Bellefonte Insurance

Co., admitted in six states, thecom-
panies are jointly administered. At
least one BFC company is ao-

CUSTOMIZED
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Yes, Gates, McDonald can custom-
ize a workers' compensation self-
insured plan for your company.
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• integrated, comprehensive sys-
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• the review and processing
of all claims and appropriate
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• responsive medical care for
employees with an eye toward
saving you money
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services
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proved in every state to write
excess/surplus lines.

Armco Underwriters Agency
was created in 1976 to function as

an underwriting manager for three
products written exclusively in the
U.S. through contracted agents
and brokers: special risk property,
umbrella liability insurance and
transportation. It now produces
one-third of Bellefonte's business.

In addition, the international op-
erations were expanded to include:
The Compagnie Europeenne de
Reassurances, a reinsurance com-

pany in Pariswhich deals with con-
tinental European companies; Bel-
lefonte Insurance Co. of Australia

Ltd. (dormant); Armco Insurance
Management Ltd. in Bermuda to
manage captive insurance compa-
nies for other operations (20 now),
and a branch o ffice in London, Bel-
lefonte Insurance Co. U.K. to di-

rectly manage the business there,
which was formerly managed by
C.E. Heath & Co.

Most recently, a consulting and
services firm, Armco Risk Manage-
ment, was created in Dayton.

Armco Risk Management,
formed in July, will advise clients
on setting up a captive and will
complement the Bermuda captive
management services offered by
Armco, said Armco Risk Manage-
ment president Richard Rogers.

"A lot of Armco Insurance Man-

agement clients in Bermuda
wanted U.S. service for loss control

engineering, policy issuance and
reinsurance and claims handling,"
Mr. Rogers noted.

Fees will vary with the project,
but if Armco Risk Management is
servicing a client buying services
from another Bellefonte Financial
Corp. company, Armeo Risk Man-
agement will not charge a fee.

The Associated Insurance Agen-
cy Co. Inc. in Texas was also ac-
quired this year to act as a captive
managing agency.

Bellefonte Financial Corp. is the
holdingcompany forthe 11 compa-
nies of 640 employes that comprise
the Bellefonte companies. It was
formed in 1977 as a subsidiary of
Armco Financial Corp., which is a
holding company forall ofArmco's
financial services business. Insur-
ance is the bellwether.

BFC was created to untangle the
complex accounting and reporting
problems created by operating in-
ternational and broking activities
as subsidiaries of an insurance

company.

A reorganization of Bellefonte's
business into companies that write
specific lines of insurance
shouldn't be difficult since the op-
erations are organized into specific
functions now.

Reinsurance business is head-

quartered in Middletown, broken
down into treaty and facultative
units. The treaty reinsurance unit
focuses on two types of business,
specialty accounts and business
produced in the U.S. market by
non-U.S. brokers and the other

specializing in the larger domestic
accounts. Facultative reinsurance

is written on a regional basis
through offices in San Francisco,
Houston, Atlanta and Miami.

The insurance group is head-
quartered in Dallas. Managing gen-
eral agents, Armco Underwriters
Agency and a corporate risk pro-
gram that specializes in larger cor-
porate accounts ofpremiums in ex-
cess of $200,000 produce the busi-
ness.

The third major group in Belle-
fonte is the international opera-
tions involving everything written
outside the U.S. and mostly rein-
sured into Bellefonte International
in Bermuda. •

-riskWatch
By KATHRYN McINTYRE

Captives turning insurers
becomes fait accompli

It's assumed these days that companies operating cap-
tive insurers have to unhitch the captive strings and let the
company get tangled up in the risks of others.

Few people debate any more the merits of taking a cap-
tive into the insurance business. At every seminar, at ev-
ery conference, speakers focus on where and how a cap-
tive can get third-party risks. The token speaker ofcaution
is usually from a reinsurance company and risk managers
suspect that his moti·ves might be to protect his own terri-
tory.

Indeed, hordes of captives are
getting into the insurance busi-
ness. Andy Barile of Andrew
Edwards & Co. says there are 277
captives of U.S. companies writ-

, ing or looking to write the risks of
others along with 33 companies in
Bermuda set up to underwrite
reinsurance programs. That's
anywhere from a third to a half of
all active captive insurance com-
panies, depending upon whose
estimate of captive activity one

Mcintyrebelieves.

Tax attorneys counsel that underwriting third-party
risks is one way for a captive to defend its parent company
against Internal Revenue Service attacks on the deducti-
bility of premiums paid to the captive by the parent and
affiliated companies. Attorney Sidney Pine predicts 20%
outside business will be enough to establish the captive as
a bona fide insurer fortax purposes while James Cameron
of Baker & McKenzie says 50%, but they aren't sure.

But being an astute buyer o f insurance doesn't guaran-
tee that one will be an astute underwriter or insurance

company manager. As the article on Bellefonte in this
issue points out, Armco Inc. considers one of its crucial
mistakes in developing Bellefonte to be the ignored need
for seasoned insurance industry talent.

Even granting the corporate risk manager the under-
writing and management talent to take the captive into the
insurance business, where does the risk manager find
time to be both protector and generator of corporate
profits? Mr. Barile complained recently that in acting as a
reinsurance intermediary with some captives he finds
time wasted waiting for an underwriting decision from a
risk manager out inspecting his corporations operations.

Companies dead set on underwriting the risks o f others
should at least stay with risks they know, most experts
agree. That includes writing insurance for suppliers, con-
tractors, and others with which a company has existing
market relationships. Signing on treaties as a quota share
reinsurer of risks the captive knows nothing about can
only lead to poor results later, it's warned.

The only way to establish a major insurance operation is
to buy an existing insurance company rather than trying
to create one, some experts say. Two non-insurance com-
panies with captives looking to expand into the insurance
business are known to be shopping for small insurers to
acquire, convinced the ground-up approach is too slow
and subject to too many pitfalls.

There's another potential problem for the parent com-
pany of a captive taking on substantial third-party busi-
ness: Auditors. Insurance companies, as well as corpora-
tions maintaining self-insured reserves, have to meet the
reserving test of Financial Accounting Standard No. 5. A
new insurance company with no historical loss data is
going to have a hard time justifying its reserves to audi-
tors, warns Ralph Milo of Coopers & Lybrand.

Given the talent and time it takes to be successful with a

captive in the insurance business, how much return can a
risk manager and his employer expect out of an industry
prone to dramatic ebbs and flows?

During this next bad underwriting cycle, the analysts
expect return on investment in insurance companies to
bottom out 13%. But Allan Pearce at Foremost-McKesson

says the most a company can expect to earn in the insur-
ance business is 7% over the long run.

It's generally agreed that the tide o f insurance industry
profits is flowing out. Insurance industry analysts Con-
ning & Co. predict an insurance industry combined ratio
of 102% in 1979 and 106.5% in 1980. The crystal ball gets
fuzzy for 1981, with analysts hedging their predictions that
the business could be as bad in 1981 as. 107% combined
ratio or could improve to 103%. It's clearly not the time to
be looking for underwriting profits. Ask Bellefonte, which
got into the insurance business the last time the tide was
going out.
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How to create effective
Employe benefits are designed to
meet real human needs. So to get
your employes to respond pos-
itively to your benefit communi-
cations, you have to appeal to the
human being within each one. By
addressing the emotional and
human factors that make your
employe benefit program more
meaningful, you can communicate
more effectively.

This calls tor the kind of creativity
that's on target with the human
needs that are dealt with by your
benefit program.

That's what this Conference is all
about-introducing you to the cre-
ative opportunities available in
benefit communications.

Because creativity-utilized prop-
erly in the messages and media-
can help make your benefit com-
munications program far more
successful than you ever thought
possible.

And to make this Conference as

meaningful toyouaspossible, we've
assembled a unique, high-caliber
faculty consisting of professional
communicators, benefitsmanagers,
suppliers and outside consultants.
These experts show you how your

.

benefit communications
benefit communications program
can be far more effective...

• You learn the secret of creating
messages that appeal to employes.
• You view and analyze dramatic
visuals.

• You see and review outstanding
entries from Business Insurance's

renowned annual Employe Benefit
Communications Award Compe-
tition.

• You see how the creative process
works...and how it can work foryou.
• You examinecreativeapproaches
and evaluate their effectiveness.

• And you discuss important man-
agement issues.

As a Conference participant, you're
immersed in a total learning envi-
ronment. You return to your job
armed with ideas, ready to tackle
your toughest benefit communica-
tions problems.

Space at this third annual Con-
ference is limited. Please read the

following program carefully. Then
send your registration in as soon
aspossibletoavoiddisappointment.
(all registrations are accepted on a
first-come, first-served basis only).
To register, fill out the coupon
below or phone (312) 649-5242
collect.

Conference Data:
Conference fee is $310; a 10% discount applies to this rate for additional registrants from the
same company who register at the same time. If your plans change, you can substitutethe name
of another individual without penalty prior to the Conference. Or, you can receive a full refund
if you cancel by November 19, 1979. (For cancellations received after November 19, there is
a $60 service charge.}

Registration fee includes admission to all Conference sessions and functions, complete
resource materials including a workbook, planned luncheons and reception.

Hotel accommodations and travel arrangements are not included and must be made separately.
Registrants automatically receive hotel reservation forms with their Conference confirmations.

To Register, Mail Coupon Or Phone (312) 649.5242 Collect-TODAY!

PROGRAM

MONDAY, December 3

8:15 am: Registration. Enjoycoffee,
rolls and our display of print materials
from the 1979 Business Insurance

Employe Benefit Communications
Awards Competition.

9:00 am: Creative Benefit Communi-

cations-An Overview. Exciting audio-
visual presentation by Peter Iversen,
President & Chief Executive Officer,

Iversen Associates, and John Kerney,
Jr., President, Emcom Group Inc.

9:15 am: Creative Benefit Communi-

cations-A Marketing Approach. Keith
L. Reinhard, Executive Vice President,
Director of Creative Services, Need-

ham, Harper & Steers Advertising, Inc.,
talks about communicating with
employes as benefits "customers."
10:45 am: Concurrent Sessions. Attend

the one of your choice to discuss
specific challenges in depth.
• Packaging Your Communications-
Media And Their Uses. Judith A. Karam,

President, Karam & Versch.

• How To Avoid Litigation Arising From
Language. Robert W Ridley, Partner,
Forster, Gemmill & Farmer.
• The Potential For Generic Communi-

cations. John Kerney, Jr. and Robert J.
Ellis, Communications Consultant,
Eastern Division, William M. Mercer Inc.

12:45 pm: Luncheon/Program Screen-
ing. View audio-visual entries to Bl's
Awards Competition as lunch concludes.

2:00 pm: Dating To Say It Right And

Daring NOT To Say It At All. Audrey
Zale Cramer, Staff Assistant, Office of

Program Operations, and Sarah W

Tile

St

Please enroll me and my associates in the Business

YES' Conference.

Insurance Employe Benefit Communications

9 Enclosed is a check for $ 0 Bill me

F1

I.

Casseday, Public Information Special-
ist, Pension Benefit Guaranty Corp.,
discuss the language of benefit
communications.

3:15 pm: Concurrent Sessions. Repeat
of morning sessions; attend the one
of your choice.

5:15 pm: Reception.
TUESDAY, December 4

8:15 am: Coffee, rolls and review Bl

competition entries materials.

9:00 am: How To Make A Successful

Benefits Presentation. John A.

Connellan, President, The Executive

Technique, tells how to utilize personal

presentations as "selling"opportunities.

12:00 noon: Luncheon/Program
Screening. View additional audio-visual
program entries.

1:30 pm: The Mechanics Of Putting
Your Program Together. Three con-
secutive general sessions on specific
areas of program implementation.
• Tailoring The Program To Your Com-
pany. Philip Murphy and William S.
Miller, Employe Communications
Specialists, Emcom Group Inc.
• Developing The Graphic Approach/
Working With Suppliers. Peter Iversen.
• Developing A 5-Year Communica-
tions Program. Curtis L. Snodgrass,
Vice President, Principal, Towers, Per-
rin, Forster & Crosby.
4:30 pm: Discussion & Questions.

WEDNESDAY, December 5

9:00 am: You Be The Judge. Herbert
Zeltner, Group Vice President, Crain

Communications Inc., evaluates com-'

munications programs along with a
panel of registrants and speakers.

12:00 noon: Adiournment.

1 Make check payable to: Crain Educational Division. Mail with coupon today to: Crain
Educational Division, 740 Rush St. Chicago, IL 60611)
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r Professional Risk Management Tools 9 RISK MANAGEMENT POSITIONS
POSITIONS WANTED

classified advertising  Automated information systems for controlling R // / '//fi, \,irthur./ 1 'rupir/, i \ ,„11.Iri
{ d. ./

and administering cost of risk 1nt \) 4 LarR, 11),1,1.!rint iii {•,1 "THE RIGHT OPPORTUNITY"
H V 1 /rtilit' 2(111 4 ,) Ij,lit,t ,»\1cnmorate .ilf In. \|ir 11 \1 91,|Unt c d.,4 Experienced Prop & Cas Agent (22 yrs )

" A -p bl¢' initlin" 1111 imigam seeks employment opportunity in Dallas.
,0 61'11 Ft Worth area Exp Includes developing

11\1 4 l'rup 4 .)* I .p itkgr or own multiple line agency, mass market-RATES AND CLOSING TIME $3 50 per hne, mmimum charge $17.50. Cash

with order. Figure allcap lines (manmum-two)30 letters and spaces per systems 1 7 Oil \1 2-1 /1 \\ i 2{1 2,\1 ing both prop & cas. & group coverages
0/1/„,it .,1t,Ilr66„/0 2, ff) it

111' 1
to Trade & Prof Assoc Extensive back
ground in large prop & cas sales andIn# /16*r }· lort,1.1 /lid,itt//11, 1 1 111 ,1line, upper and lower case 40 per line Add two hnes for box number  80*31780 AMAAILLO TEXAS 7912) 600 858 135 1

tt \1

JOHN HUTTNER (212) 732-3110 placement Salary reg 4SK+ Age 43,
Rephes are forwarded dally Closing deadhne Copy zn wntter form In 0/11,11 11„lling,r 1.91 I. In, health exc will travel Presently em

1-W) Itroa,luiti \en '4}rk 'A lm"{0 ployed ReplyChzcago ofice not Zaterthan noon, Friday,10 days preceding pubkcation
date Published every other Monday Display classdied takes card rate of RISK & Box 277, BUSINESS INSURANCE

740 Rush St , Chicago, Ill 60611

$41.00 per column inch, and card discounts on size and frequency. Mait
ads to Business Insurance, classified advertezing dept., 740 N. Rush St , INSURANCE
Chicago, Illinois 60611 Call (312) 649-5239 for more mformatton

SPECIALIST 1

You'd be Surprised I YOUR AD
HELP WANTED HELP WANTED

Major Northern New Jersey Cor 1
RISK MANAGER Hamilton Countj, Ten INSURANCE PRODUCER SUPERVISOR

poration seeks individual with 1 2nessee New position to help develop a Specialized casualty insurance carrier Who I Found. 1 WI LL GET
piogram of risk management for a seeks field supervisor to train and stim years experience or degree inCounty with approimately 3 300 employees ulate independent agency network Sales 1
and an annual budget of 597,000,000 A leadership ability required Compensat:on Finance/insurance And for Whom.
college degiee Kith a major m insurance and incentives T, aveling necessary Send RESULTS
risk management and two years of re complete resume to Responsibilities will include Risk
lated erperience or graduate tiaining is Box 280, BUSINESS INSURANCE

Call - Alan M. Durnoffrequtred Send t esume and salary re 740 Rush St Chicago, Ill 60611 Management Techniques,P&C
qui ements by Oct 31, 1979 to Louis S Dir. of Insurance Recrul.Ing. HERE
Wright, Director of Financial Manage EDITORIAL Coverage and Claims, Funding
ment. 123 E 7th St 3rd Floor, Chat- Editorial production assistant need-
tanooga, Tn 37402 Mechanisms, and Administration

ed for weekly business publication
Will assist with page layout, ple- DUMOFFand implementation of bonds

Ill PROFESSIONAL Iq lure scaling, type specifications,
other, production duties Magazine Salary Range· $16,000-21,000. ASSOCIATESSERVICE FOR HELP WANTEDor newspaper production exper

I RISK MANAGEMENT
ience preferred Excellent company paid benefits, "Underwriting
Proofreader needed for weekly

EXECUTIVES business publication Fan•iliarity Including dental insurance Recruitment Specialists" GROUPwith cold type production a plus
Prefer ablltty to interpret type spe- Send resume to 225 S. 15th St./Su,¢6 3200Many Outstanding UNDERWRITERifications

Candidates & Positions for Desire detall·minded, organized in Box 279 Phila. Pa. 19102 Chicago consulting firm seeks a group
dividuals for both positions. which

BUSINESS INSURANCE underwriter with 35 years experience
RISK MANAGERS are newly created, permanent post 1-215-546-9030 -in Penna. with a leading carrier Position will de

and ASSISTANT tions Excellent company benefits 740 Rush St. velop by addition of account executive
Please send resume and salary re 1-800-523-9267/68 - Nationally responsibilities and attractive salary forSAFETY MANAGERS quirements to Kathryn Mcintyre, Chicago, Ill. 60611 mu,a which r.cognizes ability Firm ts ex

and ASSISTANTS Managing Editor, Business Insurance, Resumes Welcomed
740 Rush St , Chicago, Ill 60611 panding due to success in self insurance

EMPLOYEE BENEFITS An equal opportumly employer, M/F
An Equal Opportunity Employer M F Box 275, BUSINESS INSURANCE

MANAGERS 740 Rush St , Chicago, 1.1 60611
and ASSISTANTS

CORPORATE CAREER ENTRY Group SalesCAPTIVE TECHNICIANS Alexander
RESUME CONSULTATION Opportunity 8Alexander GOOD HEALTH

Call, COLLECT: INSURANCESunbelt-Southwest Rapidly grow-
Martin Hodes, ARM

ing benefits consulting firm has
Walter Scannell

opening for aggressive person with
ACCOUNT COMPANIES

ARE YOU INTERESTED IN(212) 267-2600 2 or more years group sales expert-
EXPANDING YOUR MARKETSWALL PERSONNEL ence Send complete resume , n

ASSOCIATES, INC. complete confidence to: IN THE RAPIDLY GROWING

170 Broadway Box 278, BUSINESS INSURANCE
740 Rush St , Chicago, Ill. 60611

New York, N.Y. 10038 EXECUTIVES ROCKY MOUNTAIN STATES?

We are a full service computerized
group administration company with
large brokerage following In bus,
ness over 30 years We are looking
for additional markets In the 10+
area Will sell, bill and service your

ARKWRIGHT-BOSTON Various Locations business
Reply Box

Our offices In the Southwest are growing and your experience and Box 274, BUSINESS INSURANCE

INSURANCE professional expertise is needed 740 Rush St., Chicago, ill. 60611

Some positions are heavy production, some heavy service and
A FACTORY MUTUAL COMPANY others a combination of both If you have successfully worked with

small, med,um and large business prospects/accounts, and areNeeds Experienced INSURANCEknowledgeable about commercial property and casualty business,
Underwriters, Engineers, Account Executives we want to talk with you ANALYST

If you wish to pursue one of the career opportunities in strict New pos tion in Corporate In-
A career opportunity with one of the largest and most profitable confidence, please mail your resume, letter or call surance Department creates
direct writing property and casualty companies, emphasizing com- opportunity for individual with
mercial/industrial accounts of over $50 million in sales No personal John Gilbert, Regional Personnel Manager career interest in Risk Man-

agement function.lines Openings exist in Chicago (Schaumburg) for college grads 34th Floor, 2001 Bryan Tower Desire 2-3 years experience
with 3 5 years experience in commercial property and casualty under- Dallas, Texas 75201 (214) 741-5171 in claims and analysis of
writing, sales, engineering or adjusting Sales opportunities are also an equal opportunity employer M/F Alexander Worker's Compensation and/
available in Kansas City, Minneapolis and St Louis A concentrated or employee benefit programs.8Alexander Reporting to Director of In-training program and above average compensation/benefit package

surance will assist in coordi-
are included. Please send resume to Arkwright Boston Insurance, nation analysts and develop-
650 Woodfield Drive, Schaumburg, IL 60195, Attn: B. Canter ment of benefit and insurance

plansAn Equal Opportunity Employer
CAREERS Suburban Connecticut loca

tion Salary to upper teens
RISK & EMPLOYEE BENEFITS BROKERAGE Send resume in confidence to

EEO/AAP EMPLOYER
Box 276

DIRECTOR OF RISK MANAGEMENT AVIATION UNDERWRITING OPEN

CAYMAN
BUSINESS INSURANCE

Picture yourself in a text book risk Missouri firm seeks heavily exp 740 Rush St.
management situation analyzing aviation underwriter to function as Chicago, 111. 60611
each element of the risk, insurance, liaison between underwriting sales,

ISLANDS
loss control and claims program, and claims Requires solid under
then building a new corporate wide writing background

program including staffing This ex SERVICING ACCOUNT EXEC. - $301(+ RISKclusively listed opportunity offers
unusual and varied exposures rang Two key openings in Tennessee and MANAGEMENT
Ing from manufacturer to services Louisiana for persons to service exNew insurance "captive" management firm seeks mar- Isting commercial accounts No pro OPPORTUNITIES
This well known client ts located a

Director $40,000+keting, PR-oriented President, some familiarity with risk convenient distance from NYC Start duction responsibilities Salary, car
and expenses Sun & surf year round Seeking a

Ing compensation to $50,000 fast track professional with exp inmanagement/captive work preferred, to live In Cayman
RISK CONSULTANT.BRANCH MANAGER

FLORIDA AGENCY . . $35K++ technology mfg environment Ad
vanced degree preferredIslands. Excellent employment package, including US This agency seeks a strong F&C

Professional recognition and high Risk Manager To $28,000technician to act in dual capacity oftravel, car and housing allowances. Income potential are two often cited Young aggressive worldwide corpo
placer and servicing account execu

goals among risk/insurance profes ration in NE with sales projected at
tive on existing commercial accounts

sionals This well respected and well $120 million m 1979 representingAdditionally a reinsurance underwriter is sought to live in Exp in construction accounts will be 47% growth over 1978 seeking infinanced risk/insurance consulting
a strong plus house RM Considering brokerage AcCayman and serve as senior underwriter for $10 million + firm ts planning to open two branch count Executive or Corp experience

offices in 79/80 Desired back MARINE UNDERWRITER OPEN Corp Director To $35,000new reinsurance company, building book of business. Ex- I grounds would be senior level ex COLORADO broker seek exp marine Midwest client seeking first RM to
establish corporate wide programcellent employment package. perience m risk management, bro underwriter with wet marine exp

kerage or insurance, with excellent Excellent growth potential with full for this aggressive mfg co with
$300 million in salesSend resume with salary, other requirements via overseas technical and communications skills benefits packages Dry exp will be Risk Analyst To $25,000

Starting compensation of salary to desirable but the key is we marineair mail to: Excellent Corp position with des,ra
$40.000+ and profit sharing. background ble central Midwest location for

CONTACT: DONALD DELANEY CONTACT: JIM GILBERT Underwriter. Account Executive or
Mr. Roger A. Corbin Corp Analyst

ALL FEES EMPLOYER PAID PARTIAL NATIONAL LISTINGSInsurance Services International Ltd.
Apply by resume or call:Post Office Box 1549

INSURANCE RECRUITERS, INC. CONTACT

Grand Cayman, British West Indies RICHARD GAY
3707 Rawlins, Suite 416, Dallas, Texas 75219

Telephone 9-4688 Telex 309 337 214-528-0090 INSURANCE PERSONNEL RESOURCES
1470 Ae*h¢ree Ro// NW . bl 622

Ati:nia Geo,Va 30305. #40412622972



Health plans to stress prevention:
By STUART EMMRICH

NEW YORK-Employer-paid
health care benefits will change
radically toward preventive care in
the next decade as companies look
for ways to reduce skyrocketing
health care costs, a new study pre-
dicts.

Employers are unhappy with ris-
ing health costs, dissatisfied with
previous efforts to control costs

and are groping with schemes to
stem the tide of rising medical ex-
penses says a recently released sur-
vey by the California-based Health
Research Institute based on exten-
sive interviews with almost 400 of
the country's largest firms. Fifteen
hundred questionnaires had been
mailed.

The biggest change expected by
HRI is a shift away from just after-
the-fact health care, such as pro-

111. insurance exchange
receives little fanfare
Continued from page 2
phasized an executive vp of a ma-
jor reinsurance company head-
quartered here.

Support may be slow to come,
said Marsh & McLennan presi-
dent Harold R. Hines, "The insur-
ance industry has to see more to
make an informed and intelligent
decision about the Illinois insur-
ance exchange. We need to see how
the New York insurance exchange
will work, discuss how the Illinois
exchange will relate to New York
and make sure that there is enough
capacity to support more than one
exchange in the United States."

Kemper Insurance Cos., CNA In-
surance Co., Alexander & Alexan-
der, State Farm Insurance Co., St.
Paul Fire & Marine Insurance Cos.,
Employers Reinsurance Corp. and
E.W. Blanch of Minneapolis
echoed Mr. Hines's sentiments.

Allstate Insurance Cos., which
had openly objected to the Illinois
insurance exchange when the ena-
bling legislation was first intro-
duced in the Illinois legislature, re-
fused to comment further on the
Illinois exchange (BI, Feb. 19).

Corroon & Black of Illinois has
appointed one of its vps to study
the Illinois insurance exchange,
said Richard Schmidt, president
and chief operating officer, and is
not taking an official stand until it
sees the report

The Chicago chapter of the Risk
& Insurance Management Society
has been involved in numerous
roundtable discussions about the
Illinois insurance exchange since it
was first introduced, said president
Sheldon Staubitz, risk manager for
the Amateur Athletic Union.

Although he could not comment
for RIMS, Mr. Staubitz said the risk
management community as a
whole is in favor of the Illinois in-

surance exchange.
"Risk managers are in favor of

the Illinois exchange because it is
another vehicle to add flexibility to

the marketplace," Mr. Staubitz

noted. "Flexibility of the market-
place is an insurance buyer's
dream."

But David Brown, associate gen-
eral counsel of Kemper Insurance
Cos., complained, "The minimum
premium is too low and I don't see
many companies coming up with
the $2 million in minimum capital
requirement." With the minimum
premium so low, manylines will be
attracted that are unsuitable for the

exchange, especially workers com-
pensation, Mr. Brown charged.

In its present shape, the Illinois
insurance exchange will merely
become the direct competition
with the excess and surplus lines
brokers, Mr. Brown added.

Mr. Brown also thinks Illinois is

foolish to start up an Illinois insur-
ance exchange before the Internal
Revenue Service answers some of

the tax questions holding up the
New York Insurance Exchange.

"It' s (the Illinois insurance ex-

change) like apple pie and mother-
hood," chuckled Gerard Curtis,
president of AAMET Inc., Alexan-
der & Alexander's New York In-

surance Exchange brokerage sub-
sidiary. "People can't exactly
openly oppose a measure that
might bring more and keep more
insurance dollars in Illinois and

bring more jobs into the state.

The real problem with the Illi-
nois insurance exchange is that no
one really supports it, no one re-
jects it. It's political," Mr. Curtis
said. "Legislators and state offi-
cials don't want to lose face by ta-
bling the idea."

The Illinois insurance exchange
is in a state of limbo and the lack o f

an insurance industry stand on the
exchange put it there, Mr. Curtis
said. "The insurance industry
should have learned one thing
from New York. An exchange can-
not take off without enthusiastic

support from the insurance com-
munity. •

Canada boosts deferred plans
TORONTO-Deferred income

arrangements, including non-

registered pension plans, have
been given a boost here by the as-
sistant deputy minister of reve-
nue's statement that an employer
can make tax deductible contri-
butions to a pension plan which
is not registered under the Income
Tax Act.

Tax experts generally had said
an employer could not take a cur-
rent tax deduction for a contribu-

tion to a non-registered pension
plan without conferring an imme-
diate taxable benefit on participa-
ting employes equal to the contri-
bution,. according to a bulletin by

William M. Mercer Ltd., employe
benefits consultant.

"As with registered plans, an em-
ployer can deduct contributions
which are irrevocably made in re-
spect of current service of partici-
pating employes without the latter
incurring an immediate tax liabil-

ity," Mercer says.
"Unlike registered plans, no

monetary limit is placed on the an-
nual contributions, but as they are

deductible under paragraph (1)(a)
of the Income Tax Act they must

satisfy an imputed'reasonableness
test.' No deductible contributions

are permitted on account of em-
ployes' part service, but this is less
o f a disadvantage than it would be
under the contribution-limited reg-
istered plans."

Employes' contributions to a
non-registered pension plan are
not deductible and the trust is not

tax-sheltered. Double taxation may
result because beneficiaries are

fully taxed on amounts received.
Double taxation may be avoided

through careful selection of the
trusts' investments, Mercer said.
For example, an investment in a
deferred annuity would allow the
income to accrue without immedi-

ate tax consequences. •

viding surgical benefits for a heart
attack, to an emphasis on preven-
tive health care, like an employer-
funded exercise program to reduce
the chances of employes suffering
heart attacks.

That might be the only way to
combat health costs that have risen

as a percent of payroll to 5.8% from
5.1% in the past three years, says
William Hembree, director of HRI
in San Francisco. Mr. Hembree,
who released the results of the sur-

vey in New York earlier this
month, said there is also a trend to
alternative health care by some
employers.

"Employers have tried the tradi-
tional ways to keep health costs
down and they just don't seem to
be working. They realized they
have learned a lot by doing this, but
now it is time to look more broadly
at the entire picture of health care
and come up with some radically
new ideas," Mr. Hembree said.

At firms reporting annual health
care costs ranging between $194

and $2,200 per employe, Mr. Hem-
bree said he is already seeing some
small signs of companies investi-
gating significant alternatives to
the traditional health benefits pro-
vided in the past.

Among the programs a signifi-
cant number of companies have
added to their health benefits
packages in an attempt to head off
medical problems before they be-
come too serious-and more
costly-are alcohol abuse treat-
ments, drug abusetreatments, psy-
chological care, physical therapy,
weight control, nutrition and diet
counseling and home health visits.

Although some programs might
seem farfetched and extravagant,
such as employer-funded weight
loss programs and stress-reducing
plans, Mr. Hembree said they are
paying dividends for the compa-
nies that offer them. But he admit-
ted that with inadequate corporate
records, the savings can't be quan-

tified.

"It is better to spend some
money now on preventive care
than to spend much more money
later in treating an illness that
could have been avoided," Mr.
Hembree argued. For instance, he
said some firms have acknowl-
edged they are better off spending
$100 a year to screen and treat an
employe for hypertension than to
suffer thousands of dollars in
health costs and lost work time be-
cause the employe has a heart at-
tack.

Companies are not only looking
at programs to promote employes'
"wellness," rather than just treat-
ingthem when they are ill, butthey
are also investigating alternative
methods of health care that might
be less expensive than the tradi-
tional doctor-and-hospital one.

For instance, more than 50% of
the firms that responded to the sur-
vey said they offer HMOs to their
employes. And Mr. Hembree said
that while only 3% ofthe firms now
provide reimbursement for holistic
health care, 13% reported they ex-
pected to do so within the next
three years.

At the center of what Mr. Hem-

bree sees as changes in health care
benefits is a greater flexibility that
allows employes to take a more ac-
tive role in the treatment or preven-
tion of medical problems.

Employes have a far greater po-
tential for cost control than we

have given them credit for in the
past," Mr. Hembree told a recent
gathering ofcompany officials who
had responded to his survey.

He said Kimberly-Clark and
Xerox have successful exercise fa-

cilities and physical fitness pro-
grams and American Can's"cafete-

ria" benefit plan offers potential
for savings.

Firms responding to the survey
that said they had taken active
steps toward cost containment-
including involving employes in

business insurance. October 15, 1979/ 73

Study
the process-reported their health
care costs averaged 5.12% of pay-
roll, compared to the 5.84% of the
firms that said they were not ac-
tively involved in cost control ef-
forts.

Although some of the firms
seemed somewhat optimistic
about their efforts to combat medi-
cal inflation in the years ahead,
they were anything but happy
about their past experiences.

Myriad government regulations
were cited as an important contri-
bution to rising health costs, but
the existence of insurance was
blamed as the number one factor in

hiking those costs. The corporate
officials argued that third-party
payments make medical con-
sumers and purchasers less con-
sciousaboutthecostofhealthcare.

With these twin factors blamed

for rising costs, it was not surpris-
ing that national health insurance
was overwhelmingly opposed by
the surveyed officials.

The employers also responded
that they doubted the best way to
control health costs is for them to

pay 100% of medical expenses in
hopes it would encourage em-
ployes to seek early care. Instead it
was seen as just one more factor
that would remove the employe
from the fight to control costs.

Mr. Hembree intends to conduct

a similar study in two years. I

This announcement appears as a matter of record only.

$25,279,250
TRENWICK LTD
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• self-insured • aggregate cov-
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claim programs
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Wilton, Connecticut 06897
Phone: (203) 762-9564
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Paper company lists Lopez as risk director
Peter Lopez has been hired as di- control In this new-y created posi- programs and will have Increased Barry Barnett lS the new em-

rector of risk management and in-   tion, he will be reap,nsible for responsibilities in the area of em- ploje benefits managei atthe New
surance by St Regis Paper Co of  oversee-ng, designing, implement- ploye benefits He will also con- Yoi k-baed ADT Inc Mr Barnett,New York He will coordinate the  W  Ing anddetermining thecos-.ffee- tmueas director, vpand treasurer 31, was previously an employe ben-
risk managemen: and casua_ty :nd tiveness of the procertb _oss con- of N I Ltd, Newmont's captive in efits consultant with Becker Co of
property insurance programs for trol program for the ccmpany and Bermuda, and director and trea- East Orange, N J Mr Becker re-the company, reporting to Robert W its sibs-diaries Mr Lewis was pre- surer of Peabody Insurance Ltd, places John Lange, who left the
Milkey vp for acmmistraticn The viously vp ofengineering for a San the captive of Peabody Holding company In his new position, Mr
former corporate insurance man-  Francisco insurance brokerage Co Inc, which owns Peabody Coal Becker reports to Henly Cox, di-
ager for the New York-based Ce- and before that was an assistan- ac- Co Mr Hilliard, 55, Joined New- rector of personnel He has M A
lanese Corp has aBA degree in TI'l counts engmeer for Indus:ria_ Risk mont in 1974 as manager of insur- and B A degrees from Penn State
economics and an MBA from

Bowman Lew s Insurers Both men rep:)rt to W11- ance Before that he was insurance University
Fordham Celanese has not get ham Ncone, insurance manager managerfor 15 years at Cerro Corp ***

.*4named a replacement management He is a graduate of Washington Larry Watson, former insurance
*** *

Karen A. Manning has been University in St Louis, where he manager of Dylex Ltd in Ontario,
Dennis Daugherty has Joined Two new, employes have bol- named :o the newls crea:ea post- received aBA degree He is also recently was named risk manager

TRW Inc in Cleveland as manager stered the insz.ranee department of tion of manager of emp-oye bene- director of the New Yolk chapter of the Winnipeg-based Fedeial In-
of property and casualty risk Mr the San Francisc 0-based Pacific fits plarning and comminic ations of the Risk Insurance Management dustries Ltd He was replaced at
Daugherty, 30, was formerly ser lor Gas & Electr-c Co Robert Bow- at American Express in NeR York Society Dylex by Brien Smith, recently

*risk finance specialist with B F man, 37, has beer aired as insur- The 31-/ear-old Ms Manning was named insurance supervisor Mr
Goodrich He rep aces Robert Sa- ance analb st to administer the formerly a benefits specialist at Wilham C. Holl has been hired Smith has been at Dylex for six
tava, who recently left TRW Mr owner-controlled insurance pro- Citicorp In her new position, she asthe new risk manager for the city months, joining the firm from the
Daugherty has aBA degree from grams for the gas company ani its reports to Mai garet Gaghar.di di- of Stockton, Callf Mr Holl, 39, re- underwriting departrnent of the
Lehigh Universi:y, an M B A from subsidiaries Mr Boamanwaspre- rector of ernploye bene fit planning placesGary Pet'usse, 31, who recently American International Group
the University of Pittsburgh and viously manager of the Sodthern and administration Ms Mann.ng left to become insurance manager .

an ARM designati)n He reports to California Joint Powers Insurance has a E A degree in psychology for the Bay Aiea Rapid TransitAu- We'd like to report on staff
A H Seiple Jr d.rector if risk Authority and risk management from Fordham Uni .rersitb thority in Oakland Ml Holl pre- changes tn your risk management.**management A rep.acement for administrator for East Bay Munici- viously worked for the insurance or emplove benehts department
Mr Daugherty has not yet been pal Utility District m Oakland He Don Hilliard has teen piGnoted departments ofTulare County and Just drop a note to Stuart Emm-
named by Goodrich hasaBA degree in political sci- to assistant vp foi insurance and Fresno County and was a field nch, Bus:ness Insurance, 708 Third***

ence from Cal.fornia State Univer- employe benefits atNewmon:Min- claims adjuster with the Travelers Ave ,NY,NY, 10017 or call
Texas Instruments Inc of Da_las sity at Northridge Collin Lewis ing Corp of New Y=rk In tls new Co He reports to Gary Ingram, di- 212-986-5000 We'd also like to re-

has hired Richarc Deal to fill the has also Jolned Pacific Gas & Elec- position, he w ill continue to c=o-- rector of finance for Stockton ceive pletures of those involved
***newly created pos.tion of corpo- tric as coordinator of property loss dinate the company's ir.su. ance

rate risk analyst Mr Deal, 23, will
be involved in coordinating com-
p.iterization of vuious facets of Letters column... whether or not he/she peiceives revenue, before paying commis-
Texas Instruments' current risk Job pressure to be the cause When sions, such as Dwight Tope, Gate-
management progiam, including Continued.ftom page 14 con-,pebtive market fc i t-lis prod- faced with mental strain and an ec- way Underwriters, Graham Ro-
premium alloca:lon and forecast- with the slate insulance authcri_ uct, and anyone wno can't find it onomic decision as to whether the gers, The Hillside Co, H&W Un-
ing He w 111 repor:o Hugo Hmes, ties,with ecmpan> representatiies hasn't really looked I u Ll be glad employe or employer should pay derwriters Inc and Landmark In-
corporate risk manager Mr Dedlis and with any of your fellow buyers to dnect unsuccessful potential for treatment and wage loss, it is surance Group
a recent graduate of the University or even fi iendly competitors buyers toa competent, compet.tire easy to see how many employes For your information, the na-
of Georgia, where he received Mitchell Gwinn, CPCU undel writel will make claims against employ- tional average for excess/surplusBBA and MBA degrees in risk President, NAPSLA Atlanta, Ga Paul G. Klein ers lines brokers lS between nine and

Underwriting officer, E-np-oyers One feature of Michigan's com- 10 points
RemsLrance CoMystery solved pensation system, and probably a There are some exceptions to

feature of the systems of many this rule where they might barely
To the ed tor Perhaps I can solve Further comment other states, is that an injured em- go over 10, and there are also othei

a mjstery posed by your article en- ploye will receive a certain per- exceptions where they handle
©©IRLE[51**FB-.. titled "Specialties lure risk excess To the editor YoLr article Sept centage of the state average wage large lines and Captive Insurers

to market," which appeared inBI's 17 on workers compensation m Slnce many employes are below where they will fall as low as 2%
insurance and employee benefits Sept 17 issue I refer to the para- Michigan deseives some =unner the state average wage, a goodly Next year when you send the in-

complete anarysts gragh which reads 'One product comment percentage of those will receive as quiry it might be well to ask for
we do not se I or

place insurarce
that buyers lament .s not available A speilfic case involfing General much, if not more, in tax-free revenues less commissions paid
to them in the fabu_ous sidewalk Motors changed the standards by workers compensation benefits as agents and brokers Then we'll all
excess/surplus sate is exc€ss whichruury, physical ormental, is they did while working If the repoit on a uniform basis

CORPORATE
S nci 'Eli workers compensation Insurance measured Instead of using the money is as much as or greaterdur- EnJoyed very much your maga-

Seaiching the marke: for this prod- "normal person' standard, ing a period ofcompensation, what zine In fact, I read it first-beforePOLICYHOLDERS uct, the bi.yers find most urder- measuring whether cr not such incentive is there for an employe to the Wall Street Journal and all theCOUNSEL. inc. writers have gone f.shing " pressures as occur an a wor< envi- speed his or her recovery or even rest of my subscriptions
20 North Wacker Drive Since my employer is one of the ronment would cause, forexarrple, return to workp
Chicago 111 nois 60606 largest writers of e> cess workers psychosis m the nornal o - derage Also not mentioned in the article Victor D. BlakelyPhone 312 726225

compensat on, I would nct want person, the stancard niw is was the attempt by laborto remove Blakely General Agency Inc, To-
my emplo>er to tnink that I nave whether or not a person percelves the mandatory rehabilitation sec- peka, Kan
gone fish-ng " There is c large that he/she has Fsychosv and tion of the present law, thereby

dooming an employer to the pay-
ment o f compensation benefits for Consultant
the rest of that person's life

What is needed is true reform, a

- Confederation Life reform that will provide adequate buys risk
benefits to those tluly suffering

INSURANCE COMPANY -------*6--- from employment-related injuries, publicationbut not the natural aging process or
slips in one's own driveway while CHICAGO-Crain Communica-

getting into one s car on the way to tions Inc has sold all rights to Risk
work Benefits should never ex- Management Reports to the risk

If your clients require local ceed an employe's take-home pay management consulting firm of
so as to provide an incentive to ma- Risk Planning Group Inc in Da-

YEARS group health claims payment YEARS linger True reform is necessary, rien, Conn
but most employers are not hold- Risk Planning Group's founderEXPERIENCE facilities in Puerto Rico EXPERIENCE mg their proverbial breaths and president, H Felix Kloman,IN THE IN THE has been editor of Risk Manage-

GROUP call our Group Manager
LIFE Kenneth Bush ment Reports since its Inception in

INSURANCE Guelfo L. Gomez (809) 725-3715 INSURANCE Risk insurance manager, County of 1974 by Bus:ness Insurance, a divi-
Kent, Grand Rapids, MichINDUSTRY INDUSTRY

mon of Crain Communications

Risk Management Reports is a

More on E/S bi-monthly publication aimed at
providing an in-depth practical

To the editor Iwas pleased to see workmgtool for risk managers andSPECIALIZING IN SINGLE EMPLOYER GROUPS OF OVER 50 LIVES the list of Excess/Surplus Line bro- corporate executives The sale of
kers rn your issue of Sept 17 the publication lS effective imme-

ATLANTA GA BOSTON PHILADELPHIA DETROIT I would like to call to your atten- diately, with Risk Planning Group
tion a misunderstanding with continuing to publish the reports(404) 233-5499 (617) 423-0330 (215) 564-2667 (313) 872-5583 many of them when they report under its own name commencing
gross revenues Most o f us report with the September 1979 issueC H I CAGO LOS ANGELES SAN FRANCISCO SANTURCE P R
gross revenue less commissions This brings to an end a six-year

(312) 263-5941 (213) 380-5800 (415) 781-2515 (809) 725-3715 that we have paid our agents and collaboration between Business In-
brokers I know that several of surance and Risk Planning
them, however, reported a gross Group
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Specialist Overseas ?
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AFIA

There's more toa loss prevention
program than maintenance and a
fireextinguisher. Butin many plants
and warehouses overseas, local

managers may notknow how to pro-
ceed, or with whom, or are too con.

 cerned with today to worry about
tomorrow.

But the modern risk manager has
to worry about tomorrow. And loss
prevention is one of his best weap-
ons in protecting his company's

assets and controlling insurance
costs.

In fact, whether a plant is located
in a far-flung outpost or in an in.
dustrial complex, AFIA's staff of
loss prevention specialists are on.

the.spot to help you both here and
abroad.

AFIA's engineers know the build-
ing and fire protection standards
in the United States and overseas.

They've been trained to integrate the
best of each in an overall loss pre-
vention program taking intoaccount
local conditions and resources.

And because they work with hun-
dreds of different situations, they
have the broad experience neces-
sary to help the risk manager make
loss prevention partof his insurance

program overseas.

Theirworkisonereasonwhy90of

the top 100 U.S. companies operat-
ing abroad insure with AFIA.

«* T© AFIA '
/541\ 1 /1431*Pia{:21 **V /

ami I kIERE IN THE ND[ELD.

WORLDWIDE INSURANCE Wo--d Headquarters: 1700 Valley Road • Wayne, N.J.07470
C.S. branch offices: New York · Boston · Chicago · Cleveland · Dallas · Houston · Los Angeles · Miami · San Francisco · Seattle · Wash., D.C.
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Paul Colony, managing vice president. tells how A&A works from a client's point of view:

"We show clients how to maximize their product liability risk dollar:'

The cost of product liability
insurance continues to climb be-
cause claims costs continue to

increase. The problem is finding
the broadest coverage available for
each dollar of premium. The first
thing we 11 do is analyze the ex-
posure and past losses. Our anal-
ysis might suggest a self-insured
retention or a deductible. Or it

could mean looking into the feasi-
bility of a captive insurance com-
pany. We're flexible in seeking the
right solution for each companys

individual needs. From the clients

point of view, it's the bottom line
that we have to worry about.

Working from a client's point
of view is our way. In Los Angeles,
where Paul Colony is based. And in
over 110 cities here and overseas.

That means working as allies, solv-
ing business problems together
One of the biggest is the product
liability area, and we have the
talent and technology to develop
programs for the greatest bottom
line benefits.

We think our dedication to

acting as an ally of the clients we
represent is a big reason why A&A
has become a worldwide leader in

the insurance brokerageand finan-
cial services business. We have the

facilities, expertise and strength to
actaseffectiveallies. We work from

the clients point of view, whether
the corporation
is large or Alexander
small. 8Alexander

The Allies


