FDIC sues INA

for $126

million

in Ca. bank case

'By PAUL R. MERRION

WASHINGTON—INA’s denial
of a claim under a $10 million
banker’s blanket bond has led to
a $126 million damage suit
brought this month by a defunct
bank’s receiver, the Federal De-
posit Insurance Corp., against the
insurer.

Insurance Co. of North America,
a subsidiary of INA Corp., has
said it will fight the suit and has
filed a countersuit against the
FDIC and the Comptroller of the
Currency. The countersuit charges
the agencies knew of wrongdoing
as far back as 1962 at San Diego’s
U.S. National Bank, an INA
spokesman said.

“The suit is totally without mer-
it,” the company spokesman said.
“We denied the claim because the
principals (the FDIC and the
Comptroller) had knowledge of
the wrongdoing and failed to cor-
rect it.”

The FDIC filed a claim under
the blanket bond shortly after the
agency declared U.S. National
Bank to be insolvent in October
1973. Negotiations to reach a settle-
ment broke down when the insur-
er's proposed settlement was
thought to be insufficient,* said
Meyers Fisher, FDIC assistant gen-
eral counsel.

The FDIC spokesman said he
was unaware of any settlement
negotiations.

13 S. National Bank was declared
insolvent when it was learned that
the bank had loaned millions of
dollars to firms controlled by the
bank’s chief officer, C. Arnholt
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Smith, who received a suspended
sentence after pleading no contest
to several felonies for fraud.

The total losses discovered by
the FDIC will “probably exceed”
$126 million, Mr. Fisher said, but
the suit is based on the amount
of losses that have been traced
so far. The suit also seeks recovery
of interest and costs.

The FDIC attorney said that the
blanket bond provides coverage of
up to $10 million for each loss, and
there “might be more than one
group or parties involved,” mak-
ing the Insurance Co. of North
America potentially liable for the
whole amount,

U.S. National Bank paid a $50,-
000 premium for the policy, ac-
cording to the INA spokesman.
Coverage was in two levels: $2.5
million in primary coverage and
$7.5 million excess insurance.

The coverage was written on a
three-year basis using the “discov-
ery” form of banker's blanket
bonds, Mr. Fisher said, as opposed
to the “losses sustained” form. The
discovery vs. losses sustained forms
are similar to the claims made vs.
occurrence liability insurance poli-
cies.

Insurance Co. of North America
began insuring the bank in 1971.

The suit alleges several specific
fraudulent transactions and lists
seven ways in which the bank al-
legedly suffered losses.

After taking the bank into re-
ceivership in 1973, the FDIC ap-
plied for an additional year to re-
port discovery of losses to the In-
surance Co. of North America, the
FDIC attorney said. u
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Benefit costs climb 23%
In 2 years, survey finds

By MARIE KRAKOWIECKI

WASHINGTCN—Private sector
firms in the United States paid an
average of nearly $4,000 per work-
er for employe benefits in 1975,
according to a study just released
by the U.S. Chamber of Commerce.

The chamber pointed out the
amount, $3,984, received by the
average American worker is the
equivalent of four months regular
pay, and is 23% higher than bene-
fits reported just two years ago.

As a percentage of payroll, ben-
efits payments now average 35.4%
for the 761 firms which reported to
the chamber. That works out to
about $1.93 per payroll hour.

The study covered a cross sec-
tion of American industry, and
found wide variations by industry
in the amounts of benefits paid.
They ranged from the average of

24.0% of payroll reported by hos-
pitals to 422% paid by chemical
and allied product industries.

There were even larger extremes
in benefits expressed as percen-
tages of payroll when the compa-
nies were considered without regard
to industries. At the lowest end of
the spectrum, 16 companies pa:d
less than 18% of payroll for bene-
fits last year, while 13 firms paid
more than 60%.

Employe insurance programs
most frequently cost the firms be-
tween 4.0% and 5.5% of payroll,
averaging 5.2%. But some 35 com-

panies reported that their insuc--.

ance payments for employes
amounted to 10% or more of the.r
payroll. Virtually all the firms in
the survey reported insurance pay-
ments for employes, although 119,
said they did not pay for pensions.

Employer payments described in
the survey are net amounts after

Higher rates likely despite lower losses

CHICAGO—The overwhelming
majority of insurance managers on
The Business Insurance Editorial
Advisory Panel are doubtful that
insurance rate increases will begin
to taper off by yearend.

Generally pessimistic predictions
for premium rates, however, con-
trast sharply with this year’s loss
experience, particularly in the li-
ability area, which members of the
advisory panel reported, While 49
of the 61 panel participants fully
expect insurance rates to continue
climbing through the end of this
year, well over half the panelists
said that liability losses and re-
served losses are holding even with
last year's levels or are down from
this time a year ago.

Some insurance buyers did, in-
deed, note that it is too early to
tell what this year’s loss experience
will be, because of the tail on li-
ability claims. But fully one-third
of the insurance managers partici-
pating in the fifth editorial panel
survey stated that their loss ex-
pevience has improved between
10% and 200% from a year ago.

Lower losses were attributed in
most cases to much more extensive
loss prevention programs, prompt
claims investigation and settlement,
and better quality control. One in-
surance manager panelist said
claims frequency for his company
is down 11% from the correspond-
ing period a year ago, while an-
other noted that a reduction in the
company’s operations had contrib-
uted to a 50% drop in losses.

Several said the dip in losses this
year has been due to “just plain
luck,” especially the panel mem-
ber who described a 95% slide in
liability losse as “a real fluke.” But
other panel members pointed to
things like a 40% drop in auto
claims and 25% fewer incidents to
give rise to claims as the reasons
for improved experience this year.

Risk and insurance managers on
the Editorial Advisory Panel are
clearly more optimistic about the
prospects for premium rates level-
ling off during 1977. Of the 61
panelists participating in the fifth
survey of attitudes and experi-
ences, 19 believe premium hikes
will level off throughout next year,
a contrast to the small group of
only seven panelists who think
rates will level off in 1976.

Another five panel members pre-
dicted that 1977 will see a return
to more competition in the insur-
ance business, with the possibility
that rates will fall in some lines
particularly troublesome now. Only
two panelists felt that competition
would be evident anytime in the
current year.

That leaves a hefty group, how-
ever, of some 37 panelists who look
for rates to keep right on climbing
through 1977, and they foretold
further premium boosts of 10% to
100%, with the vast majority of
those expecting 20% to 30% in-
creases during next year. Panel
members are responsible for
spending over $275 million a year
for insurance and self-insurance.

Panelists, asked what they be-
lieve will happen to premiums yet
this year, clearly expect more bad
news. Nearly all of our panelist
said they've already faced major
increases ranging anywhere from
10% to 450% cn a wide variety
of coverages. Those who haven’t
already had notices of higher
premiums in most cases noted that
they just haven't gone through re-
newal negotiations yet.

The five panelists who predicted
a return fo competition next year,

Lawsuits totaling $1.5 billion have been brought
against Monsanto Co. charging the corporation
with negligence in connection with PCB pollution

though, were stalwart in their be-
liefs, “I believe insurance compsz-
nies over-reacted,” one risk mar-
ager remarked. “They will show
profits in 1977 and will be comr-

petitive toward the end of 1977 -

Another analyzed the situation
this way: “Liability insurers are
in a capacity crunch. Demand for
coverage exceeds surplus availa-
bility for most insurers, and there-
fore I believe we are facing ‘de-
mand-pull inflation’,

Continued on page 12

deductions of dividends or credits
returned to the employer by the
insurer.

Pension payments for all compa-
nies surveyed averaged 55% of
payroll, with premiums under in-
surance or annuity contracts ac-
counting for 3.0% of that amount.

If the 119, of companies which
said they pay no pension benefits
are eliminated from consideration,
the average amount of pension ben-
efits paid by the companies in the
survey came out to 6.2% of payroll.

The Chamber of Commerce has
been conducting comprehensive
statistical studies of benefits for a
cross section of American industry
every two years since 1948.

This most recent effort, “Em-
ploye Benefits 1975”, is its fifteenth
such study and for the first time
includes -the hospital industry. It
also contains a more adequate rep-
resentation of department and spe-
ciality stores, due to assistance from
the National Retail Merchants
Assn.

Of the 761 firms cooperating in
the study for fiscal 1975, 152 hawve
reported statistics since 1955, the
chamber said. A special section of
the survey results used these fig-
ures to trace the growth of em-
ploye benefits in the identical
group of companies.

The comparison of statistics over
the 20-years showed that the firms
benefit payments increased 78%
in that period. In 1955 benefits ac-
counted for 22.7% of payroll com-
pared to 40.3% of payroll for fis-
cal 1975.

But this increase did not even re-
flect the tremendous growth of em-

Continued on page 10

of two Southern waterways. The Sangamo Electric
Co. was nomed co-defendent. The Sangamo
wastewater t-eatment facility
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OIL Ltd. continues as
a viable alternative

By MARGARET LeROUX

NEW YORK—Although OIL
Ltd., the petroleum industry cap-
tive, lost two of its founding mem-
bers in less than a year, it gained
four new members and, according
to oil industry sources, remains a

Oull_' yholders
icyho
ggved over
$25.0 million
in 1975.

Place the Texas portion of your
workmen's compensation
coverage with Texas Employers'
and you may participate in those
savings. We write coverage at
cost, sowhat we don't pay outin
losses, operational expenses
and taxes, we pay backto our
eolicyhoiders.

‘our share of more than $25.0
million makes a good reason for
calling our National Accounts
Divisions collect at
214/742-9331.

———— TEX@8 EMPLOYERS
nsurRance
associaTion

@ P. O, Box 2759
Dallas, Texas 75221

Employers Insurance of Texas:

Texas Employers’ Insurance Assn.
Employers National Insurance Co,
Employers Casualty Co.

Employers National Life Insurance Co.

viable alternative to the commer-
cial market.

“T feel conceptually that OIL is
probably one of the most advanced
risk management concepts to be
found in any industry today,”
Alan Pearce, risk manager for
Aminoil USA Inc., formerly Bur-
mah Oil and Gas Co. said in an in-
terview. Aminoil ceased participa-
tion in OIL in July.

Gulf Oil Co., another founding
member of OIL announced its in-
tention to withdraw from the cap-
tive over a four year period a year
ago.

Since that time four new mem-
bers have been admitted to the
captive, They are: Shell Oil USA.,
Caltex Petroleum, Coastal States
Gas Corp., all admitted as of Dec.
31, 1975 and Coke Industries Inc.,
admitted April 4, 1976.

“I feel quite happy about the
membership situation,” a spokes-
man for OIL in Bermuda told BI.
He declined to comment, however,
on the total assets and premium
income of the captive.

The fact that Gulf is withdraw-
ing and Aminoil is no longer par-
ticipating in OIL “has had no ef-
fect whatsover” on the captive,
another OIL member said.

“We're stronger than ever,” an-
other OIL member commented.

The captive apparently felt it
was strong enough to refuse Ami-
noil’s request for a split of the ex-
perience credit earned by Burmah

Oil and Gas Co. and its parent,
Burmah Oil Co. Ltd when the
former was acquired by the R, J.
Reynolds Co.

“As a group we were getting a
34% experience credit which

would” have dropped t6 a 70%

credit commencing in 1978, had no
losses been incurred,” Mr. Pearce
said. “All we asked for was the
same experience credit on the re-
spective assets on each company
after the sale”

However OIL’s board of direc-
tors decided that Aminoil would
be treated as a new member and
therefore would not be eligible for
an experience credit until July
1979 if it decided to join OIL. Ac-
cording to Aminoil’s risk manager,
that decision made the commercial
market a viable alternative.

Mr. Pearce noted that “it wasn’t
difficult to find insurance in the
commercial market.”

Aminoil secured a total of $40
million in insurance from domestic
underwriters Starr Technical Risk
Agency, The Hartford Stream Boil-
er Inspection & Insurance Co. and
the London market.

“It would have cost us $750,000
to rejoin OIL and $500,000 if we
would have gotten the experience
credit,” Mr. Pearce said.

“Qur analysis last July indicated
that the commercial market was
economically superior based on a
10 year discounted cash flow bas-
is,” Aminoil’'s risk manager said.
“This analysis, however, was pre-
dicated on assumptions regarding
OIL and the commercial market
which may or may not hold true.”

Aminoil does intend to continue
to periodically evaluate OIL as a
risk financing technique. L]

by Inland Marine Coverages?

What we have to offer may be just what you need.

And it is who we are and what we are that makes it possible for us
to give you more. As Inland Marine specialists, our knowledge,
experience and capacity plus our foresight and flexibility make us
outstanding in the field. That is why you can expect a little

extra help from Talbot Bird.

Call us whenever you are faced with an inland marine puzzle.
. Let us help you put the pieces in place.

Talbot, Bird & Co., Inc.

Muarine underwriters and Managers

156 William Street, New York, N.Y. 10038
Chicago o San Francisco © Los Angeles o Seattle

Tampa e Boston e Dallas ¢ Richmond

cago Il 60611.

Close-up on benefits

Business Insurance will provide its annual close-up survey of
what’s happening in the employe benefits field in its December
12 issue. This annual special issue is to serve a particularly im-
portant purpose this year: Benefit and insurarce managers na-
tionwide will receive an update of the current state of competi-
tion among group insurers. Readers will be supplied with a com-
prehensive report on the latest happenings in group life, health,
dental, retirement, and disability plans, along with news of self-
insured and insured benefit programs. There will be a special ef-
fort to examine what’s been happening to insured dental plans,
with insurers aggressively competing for this growing segment
of benefit business. Suggestions from BI readers are welcome. Con-
tact, Susan Alt, Editor, Business Insurance, 740 N. Rush St., Chi-

Monsanto Co. captive
underwriting is slated

to begin by

ST. LOUIS—Monsanto Co. has
completed work establishing its
two Bermuda captives and plans
to begin underwriting overseas
property insurance in one of them
by about April 1, 1977, Business
Insurance learned.

Contrary to earlier reports (BI,
June 14), Monsanto has no plans
at the present time to use AFIA,
the insurance company with which
fronting arrangements for foreign
property insurance had been dis-
cussed. Commercial Union Assur-
ance Co. will remain the lead un-
derwriter on the Monsanto account
even after part of the risks are
shifted into the captive.

Robert B. Chapman, director of
insurance for Monsanto, confirmed
that the captive would probably be
in use by early next year as the
European property policies come
up for renewal. He declined, how-
ever, to provide any other details
of his plans to use the captives.

‘Marsh & McLennan manages
both captives for Monsanto.

Monsanto is expected to place
about 5% of its total overseas
property risks (and premiums) in
the captive, as a way of achieving
the necessary coverage limits de-
sired and participate in the risk-
sharing process. The sharing will
be on a vertical, pro-rata basis,
with the captive acting as a rein-
surer,

Commercial Union is expected
to provide about 10% to 15% of
the capacity needed, with Europe-
an tariff markets providing the re-
mainder of the insurance.

Monsanto’s biggest exposures
outside the U.S. are in Europe.

Acting as broker on this insur-
ance will be Montal, a captive
agency wholly-owned by Monsanto
established in 1959 and used for
European insurance acquisition.
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Although Monsanto uses five
brokers in the TU.S.—including
Marsh & McLennan, Frank B.
Hall, Fred S. James, Thomas E.
Sears in Boston and Lawton, Byrne
& Brauner in St. Louis—it doesn’t
use any U.S. brokers overseas.

Monsanto’s total premiums for
its worldwide property insurance
are estimated at $12 million a year,
with European chemical plants and
facilities thought to represent about
$3 million of that premium. The
company is thought to need extra-
ordinarily high insured limits be-
cause of its large petrochemical
plants both in the U.S. and over-
seas.

Mr. Chapman said he is “not
sure” when Monsanto will begin
using the Bermuda captive estab-
lished to handle domestic property
risks. =
D ® L] L ] .

avid joins -
. L] ‘
magazine

CHICAGO—Greg David joined
Business Insurance as associate
editor here, replacing Elisabeth M.
Wechsler, who left the magazine
to join Modern Healthcare, an-
other Crain Communications pub-
lication, as managing editor.

Before coming to BI Mr. David,
26, spent 5 years with the Charlotte
Observer, a Knight-Ridder news-
paper in Charlotte, N.C., where.he
was an assistant national editor.
Prior to that he spent 18 months
as a copy editor and state editor on
the Sarasota Herald-Tribune in
Sarasota, Fla. He received his BA

degree from New College in Sara-
sota, Fl, in June 1971. =

errors &
omissions

e In a Sept. 6 story on a Richmond
Metropolitan Authority bridge, it
was incorrectly reported that
magnesium oxychloride cannot be
used to fireproof steel. Carboline
Co. of St. Louis, Mo., which makes
the powder, said the product can-
not be used on stainless steel, but
that it is effective on carbon steel.

e A recent story about the new of-
ficers of the Aricraft Builders
Counsel Inc.,, Summit, N. J., omit-
ted the name of James E. Palm-
quist who continues as general
manager, vp and secretary of the
aerospace manufacturers group.
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L3 B e Al e Sy |

Sreard oo borie ez B - e moad oy et

Pacific Mutual retains Hughes Aircraft account

Hughes Aireraft Co., Los Angeles,
ended a four month competitive
bidding plan for its group health
plan by deciding to stay with its
present underwriter, Pacific Mu-
tual Life Insurance Co. of New-
port Beach. Hughes had put its en-
tire group health plan, which gen-
erates about $3 million a month in
premiums, out for bids in early
June through William M. Mercer
Lid,, its broker, Mercer is a divi-
sion of Marsh & McLennan. Pa-
cific Mutual apparently retained
the huge account by submitting the
lowest bid, said sources close to the
situation. Some 30,000 employes
are covered by the group health
plan.

The Internal Revenue service
relaxed several of its requirements
for employe benefit plans. Work-
ing with the Department of Labor,
the IRS decided that party-in-in-
terest transactions needn’t be listed
on the Form 5500 series of finan-
cial reporting forms for tax-exempt
benefit plans, provided an adminis-
trative or statutory exemption ap-
plies to the transactions. Benefit
plans were also given slightly more
time to comply with the 1974 fed-
eral pension law. The IRS said
retroactive amendments to bring
benefit plans into compliance will
not have to be made until at least
Dec. 31, 1976. Additional time will
be available for changing the plans
retroactively if a request is made by
that time.

The IRS also extended the time
period during which employers can
adopt or amend plans using the
so-called Special Reliance Pro-
zedures (SRP). Employers now
have until Oct. 31, of this year to
draft new benefit plans using the
SRP, issued in late 1975 as tem-
oorary qualification rules to be
ireated as guidelines fixed until
Dec. 31, 1977 so that employers
wouldn’t have to worry about adop-
sion of final rules in the intervening
»eriod. The new SRP deadline is
also applicable to employe stock
ownership plans (ESOPs) set up
ander the Tax Reduction Act of
1975, as well as requests for IRS
approval of benefit plans known as
master plans, prototype plans or
pattern plans.

Jackson Manufacturing Co., Dal-
las, became the second employer in
Texas to enroll its 20 employes in
the group prepaid legal services
program of the Texas Legal Pro-
tection Plan Inc. Under this plan,
zn employe of Jackson can go to
the attorney of his or her choice to
cbtain legal advice, or document
preparation. The benefit plan also
covers some judicial and court fees.
<ackson is picking up the entire
tab of about $70 per employe per
year, a cost which Jackson’s chair-
raan Gordon Jackson believes will
ke worthwhile. He's counting on
Izss absenteeism and higher effic-
iency of his workers to reap bene-
f.ts. The first group in Texas to
sign up for the legal protection plan
was the 115-employe State Bar of
Texas.

Atlantic Richfield Corp., Los An-
geles, began a long term disability
program for its salaried employes
Sept. 1. Arco is funding the LTD
program with a 501(c)(9) trust.
The plan was non-contributory
daring September, but beginning
Get. 1 changed to a 50-50 employe
contribution basis, according to a
company spokesman. Arco antici-
pates that approximately 75% of
its salaried workers will choose to
sign up for the plan. Aetna Life
Insurance Co. is handling claims
administration services for the new
program.

The United Auto Workers Union
is claiming credit for increasing the
pension benefits being paid start-
ing Oct. 1 by the Pension Benefit
Guaranty Corp. (PBGC) to more
than 500 retirees of the bankrupt
Diamond-Reo Corp. of Lansing,
Mich. Diamond-Reo’s pension plan
was the first 30-and-out plan to be
terminated following passage of the
1974 federal pension reform law.
PEGC took over the Diamond-Reo
plan on May 31, 1975, continuing
to pay full pension benefits until
April 1, 1976 when it cut benefits
back to the level it felt was guar-
anteeable under the law. This en-
tailed cutting out all supplemental
30-and-out allowances as well as
any temporary disability supple-
mental benefits. Some retirees were

cut from over $500 a month to be-
low $100 a month, The UAW cred-
ited its “close involvement” with
the pension reform law, “frequent
consultations” and its “assistance”
to the PBGC as resulting in in-
creases of as much as $93 a month
in pension checks the 500 Diamond-
Reo retirees receive,

The increases were retroactive to
April 1. Under the revised benefit
‘determination, the PBGC will pay
.out about $10,000 per month more
in pension payments fo the 500
Diamond-Reo retirees. An addition-
al 750 employes out of a total of
2,300 UAW workforce from the de-
funct Diamond-Reo Corp. have
vested pension rights and will re-
ceive the guaranteed pension ben-
efits when they reach retirement

Sperry Rand Corp. agreed to set-
tle a class action suit by 25 of its
male employes who alleged in late
1970 that the company was dis-
criminating against them by offer-
ing retirement benefits to women
employes at a younger age than
when male employes were eligible
for the benefits. Sperry Rand’s re-
tirement plan for individuals hired
before June 2, 1967 provided for
retirement at age 60 (and early re-
tirement at age 50) for women, al-
though the retirement age was 65
(with early retirement at age 55)
for men. Persons hired after that
date have identical pension rights.
The men had sued under Title VII
of the 1964 Civil Rights Act, and

their charges dated from July 2,
1965, the effective date of the act.

Sperry Rand denied the charges
and noted that the plan was not
discriminatory because offsetting
benefits were provided to male em-
ployes which were not available to
women.

But the settlement, accepted by
the U.S. District Court for the
Southern District of New York,
lowered the retirement age for men
employed during the period in
question, thereby increasing ac-
crued benefits. Retirees whose pen-
sion payments will be hiked by the
terms of the settlement will receive
lump sum payments to egualize
their benefifs with those of the
womeh, to account for the lapse of
time since their retirements. L}

Six new health insurance coverages
from Nationwide.
Just what the doctor ordered.

With the economy the way it is,
your business could probably use at
least one good shot in ‘

the arm.
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Nationwide is also
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annual checkups as
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treatment.

And then there’s our
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Businesses think many initial bids
are enticingly low, risk study finds

By MARIE KRAKOWIECKI

NEW YORK—A major survey
of risk management and businesses’
attitudes toward insurance showed
that American businesses do not
trust competitive bids quoted to
them by underwriters.

They feel that the insurance in-
dustry follows a practice of enticing
businesses to switch underwriters
with unrealistically low bids and
then raising the premium later on,
concluded the Wharton School’s
Department of Insurance after
studying 1,143 companies from six
industrial classes.

The Wharton School also found
that companies are so unsophisti-
cated about the risk management
function that only 23% of them

have one or more employes whose
full time responsibilities are insur-
ance management. Almost half of
the businesses that pay more than
$100,000 in premiums do not have
insurance managers, the survey re-
vealed.

Other findings of the study
which could have broad implica-
tions for risk managers, agents and
brokers and the insurance indus-
try include:

e Most businesses do not under.
take a.complete integrated analysis
of the insurance-related risks they
face, nor do they even seem to
have a notion of what comprises an
analysis of all sources of disrup-
tions to the future cash flow of
their operations.

e Less than 20% of the compa-
nies studied undertake a risk iden-
tification process without outside
assistance, and 74% of those who
use outside sources rely on the
agent/broker for the entire analy-
sis.
o The great majority of busi-
nesses, small and large alike, have
kept the level of deductibles con-
stant despite increases in the value
at risk. They have also raised, or
plan to raise, the amount of insur-
ance on property exposures in re-

lation to the total values at risk. !

The Wharton School believes this
shows that firms are moving away
from self-insurance because they
generally do not consider that risk
management can make substantial
contributions to profits.

e Agents’ and brokers' roles
have become so important to some

businesses that they may actually

submerge the identity of the insur-
ance company that is providing the
protection. The study found that
11% of busir;es&‘. were not even
aware of the number of insurance
companies they use, but almost all
were aware of the number of
agents/brokers.

e Along with the primacy of the
agent/broker role comes the em-
phasis on services rather than
prices in the selection of insurance
companies. The fact that a greater
percentage of businesses place em-
phasis on the choice of the best
agent/broker rather than the best
insurance company stems from the
types of services offered by the
agents/brokers and the lack of so-
phistication of the typical business
in their fundamental risk manage-
ment process.

e There seems to be substantial
reason to believe that there will be
greater use in the future of fee-for-

Infinancial circles,whenit
comes to insurance, nobody knows
the way around as well as we do.

Around brokerage ‘
andinvestmentinstitu-

tions. Around ba
Around commercia

ancein all its complexities.
The fact is, nobody else has
more experience in this area be-

causenobodyelseha

financial accounts than we do.
And we're ready and waiting
to offer you all the benefits of

this experience.

—

/ i
l””-‘ﬂ ""'
fe V80P 1.

nks.
| insur-

ndles more.

Whenitcomes
to insurance,

come to
the leader.

Marsh

&

Mclenna

We got this way by being very
thorough and very competitive.
Since we do .so much business
with insurance underwriters, we
know where to look for the best
possible coverage at the most

reasonable cost.

And once a policy is
written, that's not the end

of it: We review it regularly, al-
ways making certain that you're
getting the best value in terms
of coverage and service.

That's how we do things at
Marsh & MclLennan. We figure
what's good for your business is
good forour business.

service compensation since the
traditional concept of compensa-
tion by commission is inconsistent
with professionalism among agents/
brokers.

The study was initiated in the
fall of 1974 when the Sentry In-
surance Group commissioned the
Wharton School along with Louis
Harris & Associates to design and
administer a survey to a cross sec-
tion of American businesses.

During the spring of 1975, the
Harris organization conducted per-
sonal interviews of key executives
responsible for the insurance/risk
management function in six major
industries in the four major regions
of the United States. The initial
findings were released last year
(Business Insurance, Sept. 22,
1975), with the approach and con-
clusions under the sole control of
the Wharton School.

Michael E. Hogue and Douglas
G. Olson of the Wharton School
made a more extensive analysis of
the data, and put it into a book
more than 400 pages long entitled
“Business Attitudes Toward Risk
Management, Insurance and Re-
lated Social Issues.”

The book has just been released;
it breaks the survey into three dis-
tinct sections: Social issues, the
risk management process, and se-
lection and evaluation of insurance
companies and agents/brokers.

Based on the responses from the
interviewees, the authors not only
published some of their conclu-
sions about the lack of sophistica-
tion in the risk management pro-
cess, but also included some sugges-
tions about how certain problems
could be better dealt with.

For instance, to remedy the “ex-
tremely serious criticism” that in-
surance companies deliberately un-
derquote in a competitive bidding
situation in order to win business,
only to raise premiums shortly
thereafter, the Wharton School
suggested a type of short-term pre-
mium guarantee.

When an insurance company bids
in an effort to induce a business to
switch, it could provide a guar-
antee that the premium would not
exceed a stated level through the
first policy renewal, Mr. Hogue
and Mr. Olson wrote.

Or, the insurance. company could
guarantee that premiums would not
be raised by more than a stipulated
percentage at the first policy re-
newal. The initial premium sav-
ings offered by companies that pro-
vide guarantees would not have to
be nearly as large as would be
necessary if such guarantees were
not present.

The study also suggested sum-
mary sheets should be developed to
accompany each insurance con-
fract. These summary sheets would
highlight the major provisions of
the contract, with specific refer-
ence to the clauses in the contract
in which the actual coverages, con-
ditions, and limitations are pro-
vided.

These summary sheets, the auth-
ors feel, would help clear up the
problem of businesses not being
able to perceive differences in the
prices for insurance among differ-
ent underwriters because they can-
not readily detect the differences
in the promises, conditions, and ex-
clusions of different insurance poli-
cies.. Seventy percent of businesses
surveyed believe that insurance
policies need to be revised to more
clearly reveal circumstances that
will not be covered, the study
found.

In a phone interview this month,
survey co-author Douglas Olson
said the area of the survey which
has “ballooned” so much that atti-
tudes of respondents may have al-
ready changed is the product lia-
bility field.

Five groups which did show the
greatest tendency to be aware that

Continued on page 10
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Early 1900’s logging in Wisconsin.

We know the woods.
But you have to handle your end of the saw.

BUSINESS INSURANCE IS A then team up with an insurance Come to the source
PARTNERSHIP. If it's going to work company that knows how to help PRy

the way it ought to work, both partners him reach that goal. :

have to recognize their responsibilities. ¢ you're willing to work with us in an

[n the long run, the only way for all-out effort to contro! your business

a business to keep its insurance costs  insurance losses and costs, you're half

down is to keep its losses down. way out of the woods. Because we're

That means the policyholder must have the people who know business insurance - :

a commitment to loss prevention—and like nobody else in the business. Employers Insurance of Wausau

Wausau, Wisconsin
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Goodrich to split property account
equally between IRl and captive

By SUSAN ALT

AKRON—B. F. Goodrich Corp.
is said to be splitting its $3 million
a year U.S. and Canadian property
insurance account 50-50 between
Industrial Risk Insurers and its
new wholly-owned captive insur-
ance company established in Ber-
muda and being managed by
American Risk Management Inc.

Goodrich plans to have the cap-
tive operational Jan. 1, 1977, un-
derwriting only property insurance
initially but structured so that it
can eventually be used to under-
write Goodrich's casualty expo-
sures. j

“Because of our stable loss ex-
perience and diversified facilities,
the establishment of the insurance

subsidiary provides significant eco-
nomic benefits,” said Goodrich
president John D. Ong.

Anticipated savings on the new
program, according to Spencer J.
Traver, director of risk manage-
ment, exceed a minimum targeted
premium recapture of “not less
than 3% to 5%,” although sources
outside the company familiar with
the Goodrich program said the
expected savings are more like
10% to 15%.

Goodrich’s statement to the
press, issued in the wake of Busi-
ness Insurance’s story of August
23 noting that the company was
moving toward such a captive pro-
gram, explained that use of the
captive insurance company will

not affect existing levels of self-
insurance.

Property insurance for rubber
and tire manufacturing facilities is
currently underwritten by the Fac.
tory Insurance Assn. division of
Industrial Risk Insurers, through
Johnson & Higgins. Goedrich’s re-
lationship with FIA goes back to
about 1890. IRI's Oil Insurance
Assn. division underwrites the
petrochemical risks through Marsh
& McLennan. Both brokerage firms
had competed with American Risk
Management (ARM) for the cap-
tive management account along
with a third broker, Rollins Bur-
dick Hunter.

The replacement cost of Good-
rich’s U.S. and Canadian properties
is about $3 billion. The tire and

chemical producer maintains insur-
ance for replacement cost on all
assets.

John & Higgins, which handles
the larger portion of Goodrich’s
coverage, and Marsh & McLennan
will continue to broker the prop-
erty insurance remaining with IRI,
although the premiums will be
slashed by 50%.

Goodrich will be participating in
the Hopewell pool established by
American Risk Management in
Bermuda, The Hopewell pool con-
sists of a group of captives which
reinsure a portion of each other’s
risks, with the management com-
pany handling all other reinsur-
ance arrangements for the captives
through its treaty reinsurance pro-
gram involving about 98 world-
wide reinsurers.

Industrial Risk Insurers and
American Risk Management will
both be providing engineering and
inspection services to Goodrich,
Mr. Traver said. He indicated that

“Little”Aetna has 26 heads.

You have to know only one.

someone who knows you. Not an anonymous person

“Little” Aetna is set up like 26 local insurance
companies. Because we have 26 regional offices.
These regional offices make virtually all the

aetna

decisions on your business. So when you
call your regional office, you're talking

to the person who can answer your ques-
tions and make decisions. Which puts you
on a first-name basis with a pretty

important person.

If you've got a problem, we'll bend
over backwards to get you a prompt
answer. If there are subtle
concerning a new risk, you'll be talking to

uestions

msurance companies

Property and Casualty Affiliates
of Connecticut General
Life Insurance Company

thousands of miles away.

But, don't think that the head of your local “Little”

than that.

Aetna office can wing it. We have stan-
dards that he has to adhere to. Because we
want your business dealt with promptly.
Another good thing about representing us
is that we work at keeping our good busi-
ness, and adding to it.

So,"Little” Aetna is as big as you
want us to be, and as little as you want
us to be. And you can't have it better

while Industrial Risk Insurers will
provide “some” of these services,
the captive management company
will be picking up a “substantial”
part of the property protection en-
gineering job for Goodrich,

The plan for IRI and the captive
to share Goodrich's risks involves a
“yvertical sharing configuration”
between the twao, where each takes
a pro-rata share of the risk to be
underwritten, Mr. Traver ex-
plained. He’s not made a decision
yet on the name for the captive
insurance company.

The plants and facilities to be
insured under this new program
are substantially HPR (highly pro-
tected risks), according to Mr.
Traver. There have been a few
other insurers involved in under-
writing the non-HPR properties
under the old program.

“With the exception of some bad
loss experience in 1975, our loss
ratio had been well below 50%,”
Mr Traver noted. In March 1975,
explosions and fires (the result of
suspected arson) destroyed a
sponge rubber products plant in
Shelton, Ct., which was owned by
B. F. Goodrich, causing a multimil-
lion dollar loss under the FIA in-
surance policy of something under
$5 million, which represented the
cost of the building for which
Goodrich was responsible. The op-
eration was in the process of being
sold to another company at the
time the fire occurred.

Among the reasons Goodrich is
setting up this captive to handle
some of its property risks is “direct
access to reinsurance markets”
said Mr. Traver. “It gives you a
pricing and market structure you
can’t get by using self-insurance
alone,” he believes.

The Goodrich program using
American. Risk Management is
thought to be unusual in that the
captive management company has
previously been extremely cauti-
ous about the size of petrochemical
risks it would take into its treaty
reinsurance agreements and into
the Hopewell pool. Since Good-
rich’s operations are increasingly
chemical-oriented, the program is
thought to represent a shift in the
posture of ARM towards petro-
chemical risks it once shunned. =

Chamber hits
OSHA regs

WASHINGTON—The US.
Chamber of Commerce says a gov-
ernment study of the cost of a
multi-billion dollar noise control
program is grossly understated.

“Congress does not appear to
have intended to protect employes
by putting their employers out of
business,” a chamber statement
said.

At issue is the Occupational
Health and Safety Administra-
tion's regulations to control noise
by reqguiring engineering changes
in many plants. A study by a pri-
vate consulting firm for OSHA es-
timated the cost of such changes
would be between $10.5 billion
and $18.5 billion. Two years ago
the same firm estimated the
changes would cost much more.

The chamber said “there is little
in the way of reliable evidence to
support these differences.” The
group also contended at a hearing
on the regulations that the govern-
ment will not release documenta-
tion for the findings and said it
had filed a request under the Free-
dom of Information Act to obtain
the information.

The group contends the govern-
ment should consider the costs of
the proposals in relation to the
benefits they provide, while
OSHA takes the position that the
engineering changes should be im-
plemented if they are technically
feasible. o



Take dntage of Us.
Our Engineers Will Love It

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

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

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

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

That's because the world is our backyard.
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World Headquarters: 1700 Valley Road » Wayne, N.J. 07470

U.5. branch offices: New York » Chicago « Cleveland + Dallas » Houston « Los Angeles « Miami
San Francisco « Seattle - Wash., D.C.
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Hire an independent agent. The insurance from The St. Paul. The independent agent.
guy with the clout to foliow through But we can live with that. Because he works for you,
with your claim, and it need We've been working -not us.
be, push it through. successfully with independent Look for him under St. Paul

He has the clout because agents since 1853, developing  Fire and Marine inthe Yellow
he doesn't work for The St.Paul,or  gng selling all kinds of business Pages.
any other insurance company. insurance.

He works for you. : And we've become one of gy ,

Which also means, of course, the most stable and successful i ]
he may not récommend you buy commercial insurance E "

: companies around. '
S0 the system works to our Properly&Llablllly
benefit as well as yours. ‘Insurance

“ﬁ Serving you through Independent Agents. St. Paul Fire and Marine Insurance Company/st. Paui Mercury Insurance Company/The St. Paul Insurance Company/
vou m $t. Paul Guardian Insurance Company/St. Paul Insurance Company of lllinois: Property and Liability Affiliates of The St. Paul Companies Inc., Saint Paul, Minnesota 55402,

I:::’:wm
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Benefits report . . .

Continued from page 1

ploye benefits expressed as cents
per payroll hour or as annual dol-
lars per employe.

Because of rising wages, employe
benefits for the group increased to
2309 cents per payroll hour in
1975 from 46.7 cents per payroll
hour in 1955, a rise of 394%.

And as dollars per year per em-
ploye, benefits increased to $4,731
in 1975 from $970 in 1955 to $4,731
in 1975, a rise of 388%.

The report pointed out that
average benefits of this identical
group of companies was somewhat
higher than was the overall 761
companies’ because many of the
original group were large firms
which established benefits pro-
grams earlier than the other com-
panies.

In general, the study found that

larger firms tended to pay higher
benefits than smaller firms did.

For the group of 152 companies
which had been reporting benefit
statistics to the chamber since 1955,
benefits employers are required to
pay, such as Social Security, unem-
ployment and workers’ compensa-
tion insurance, represented the
fastest increase of five different
categories of benefits.

In 1955, these employers were
legally bound to make payments
of 2.8% of their payroll for each
worker. This cost went up by more
than 250% in the 20-year period,
and in 1975 amounted to 7.1% of
total payroll for each worker.

Of the 761 companies surveyed
in the study for fiscal 1975, manu-
facturing firms had higher bene-
fits payments than nonmanufac-
turing firms for old-age, survivor,
disability, and health insurance,

unemployment compensation, pri-
vate insurance, and paid vacation
time.

Nonmanufacturing firms had
higher payments for nongovern-
ment pensions, sick leave and dis-
counts on goods and services pur-
chased from the company.

Separated by industries, these
are the groups which reported the
highest benefit payments as a per-
centage of payroll last year. Chemi-
cals and allied products, 42.2%;
primary metal industries, 40.6%;
rubber, lsather and plastic prod-
ucts, 40.4%; transportation equip-
ment, 39.9%; and petroleum indus-
try, 39.2%.

These groups paid the lowest
benefits as a percentage of pay-
roll: Hospitals, 24.0%; textile prod-
ucts and apparel, 27.8%; whole-
sale and other retail trade, 28.2%;
department stores, 28.4%; and
printing and publishing groups tied
with miscellaneous nonmanufac-
turing industries such as mining,

research, hotels etc. in having the
next lowest percentage of benefits
at 32.2%.

On a regional breakdown, the
chamber found that the highest
benefits payments were made in
the Northeast, followed by the East
North Central, Western and South-
eastern states.

The survey was conducted in the
Chamber's economic analysis and
study group by senior associate
Fred D. Lindsey. Its finding that
the average worker in 1975 re-
ceived benefit payments of $3,984
last year compares to the Cham-
ber’s first survey for calendar 1947,
when benefits average only $424
per employe, or just 11% of the
1975 benefits.

Copies of “Employe Benefits
1975" may be ordered from the
Chamber of Commerce of the U.S.,
Washington D.C. 20062 on a post-
paid basis. The chamber charges
$3.50 each for up to nine copies,
$2.80 each for 10-99 copies or
$2.45 each for 100 copies or more. m
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Insurance from Atlantic is available

to their clients.

through the best.

resources.

Atlantic Mutual Insurance Company « Centennial Insurance Company

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

only through independent agents and bro-
kers. They serve you best because they work
with a number of insurers in designing a
program for your own special needs...pro-
viding experienced, professional service.
We select those independent agents and
brokers who are best equipped to serve you
...professionals who have gained their rep-
utations through years of distinctive service

In short, our services are provided

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

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

Allianz taps
Raabtohead

subsidiary;
begins in Ca.

LOS ANGELES—The Allianz
Insurance Co., which is headquar-
tered in Munich Germany and has
assets of $1.8 billion, is opening a
U.S. subsidiary which will be head-
quartered here.

The subsidiary is headed by
Frank Raab, former head of the
Insurance Co. of North America
(INA), who told Business Insur-
ance that the new insurance com-
pany he heads has $25 million in
capital and surplus and will be
operational by Jan 1. Initially, it
will write coverage only in Cali-
fornia.

The new insurance company will
specialize in commercial coverage
Mr. Raab noted that already wait-
ing in the wings is a workers’ com-
pensation client with an annual
premium volume of $850,000.

Allianz bought the General Fire
& Casualty Co. from Greyhound
Corp. to use as a shell, Mr. Raab
said. General Fire will serve as
the basis of the commercial insur-
ance company he expects to build.

Noting that his company is com-
ing into being in a booming sell-
er's market, Mr. Raab noted that
he hopes that within fire to 10
years it will be the largest insur-
ance company based in Los An-
geles. Outside observers, however,
suggest that the time span may be
considerably shorter—six months
to a year.

Allianz Insurance specializes in
engineering insurance, doing about
10% of the world’s premiums in
engineering. The company main-
tains offices around the globe, in-
cluding South America and the
Middle East. It has 23,000 employes
and 45,000 agents who represent
Allianz alone. Of these, 10,000 are
full-time workers. [ ]

Survey . ..

Continued from page ¢
they were under increasing pres-
sure to supply adequate product
warnings to customers were util-
ities, manufacturers of plastics,
petroleum and allied products, re-
tailers of automobiles and auto-
mobile supplies, food and farm
products wholesalers, and manu-
facturers of mineral and primary
metal products. However, the over-
all survey sampling taken in the
spring of 1975 indicated that most
businesses had a lack of complete,
readily usable data about the whole
product and safety service area.
Mr. Olson said if the survey were
repeated now, there would prob-
ably be much more awareness and
concern in business attitudes about
product safety assistance because
of rapidly changing developments.

At present, the Wharton School
is using its study in the classroom.
If any follow-up on its findings is
to be made, the business school
would have to find a financial
sponsor for it to act in the same
capacity Sentry Insurance Group
did for the original study.

"The six industrial classifications
surveyed in the study were con-
struction; manufacturing; trans-
poration, communications and util-
ities, wholesale trade, retail trade;
and services.

Copies of the study are available
by writing to Michael Hogue or
Douglas Olson at the Wharton
School Department of Insurance,
305 Colonial Penn Center, 3641
Locust Walk/CE, Philadelphia,
Pa. 19174. [



We've underwritten 26 million policies in the past 93 years.

We are an extensive and long-estab-
lished American insurance organization.

What’s more, we have property-
casualty insurance capabilities in nearly
every corner of the world.

So, we are able to handle almost any
insurance need you might have.

Maybe that’s why we’ve already
issued millions of policies. And why we
issue another §,000 every day.

CcCHUBB

Group of Insurance Companies
100 William Street, New York, N.Y. 10038
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Advisory panel

Continued from page 1
“However, we will begin.to see
insurers being more eager to fol-
low more innovative risk financ-
ing techniques.”
A few panelists avoided ‘making
any forecasts of premium activity.

One explained his reluctance thus: .

“It’s hard to make forecasts in
answer to such a broad question.
I believe there won't be more big
rises on top of recent jumps in
premium, as it's -more than the
market—the buyer—can bear. But
there will continue to be more
careful underwriting and risk se-

lection rather than direct premium-

boosts. There will also be more
self-insurance, at least through
higher' deductibles.”

General casualties marked rates
will increase next year, wrote a
risk manager for a governmental
body, “because of inflation, prod-
ucts claims, etc. Rates for property
insurance may be more competi-
tive and keep present levels, ex-
cept that there will be more pres-
sure to increase retentions by in-
sureds. Replacement coverage
values will increase due to infla-

inflation

" To control the impact of
inflation you must know
the precise value that's
in-line with inflationary
worth. For precise insur-
ance coverage. Accurate
sale or acquisition of
property. We provide that
precise value with com-
prehensive, up-dated
appraisals for commercial,
industrial and institutional
properties. Write for
Free Brief Facts booklet.

Current value for
current control.

. COATS & BURCHARD COMPANY

4413 Ravenswood Ave.; Chicago. lIl. 60840

tion, with the net result being
higher premiums on property cov-
erages including business interrup-
tion.”

Half of the advisory board mem-~
bers said they're paying signifi-
cantly . more for general liability
insurance than they were a year
ago. Increases for the most part in

this line of coverage were between"

20% and 100%.

The second biggest group of in-
creases were reported in'the re-
lated area of excess liability and
umbrella liability policies, with ‘18
of the insurance managers noting
premium hikes of very substantial
amount-—generally 50% to 300%.
Three pnael members said their
premiums were jacked up over
1,000%.

Auto collision and liability in-
surance cost more for 11 of-the
panel members, paying anywhere
from 20% to 200% more for the
coverage but generally reporting
inereases in the 40% to 50% range.

Product liability insurance and
workers' compensation’ coverage
were next in line of frequency of
premium increases, with eight ad-
visory panel members noting
boosts in each of those lines. Work-
ers’ compensation premiums being
paid by these eight panelists have
risen 10% to 30% for the most
part. Product liability premiums
were reported to have- gone up
40% to 500%, with the responses
evenly spread across that range.

But several panelists worried
that excess workers’' compensation
insurance purchased in conjunction
with self-insured programs had
undergone whopping premium
climbs of 130% to 200%.

Property insurance costs 10% to
25% more for five of the panel
members. One insurance manager
bemoaned a 250% premium in-
crease for crime coverage.

Fidelity bonds cost 20% to 30%
more for three of the panelists,
while errors and ommissions lia-
bility coverage for two of the par-
ticipants, who reported premiums
up 50% and 400% respectively.

Despite wide ranging premium
increases for so many companies
purchasing insurance, a surprising
43 Editorial Advisory Panel mem-
bers said they have found at least
one—and sometime four or five—

lines of insurance to be relatively
competitive. Panelists were asked
if there were any policies they buy
on which they’ve been able to hold
rates and premium. down;

Of the 43 who said there -are
some lines they've found to be .

competitive, 24 cited property in-.

surance (fire and extended cov-
erage) as-holding steady and, in
a number of case, becoming less
costly. “We've had a reduction of
10% in premiums”,” said a panel
member. Participants in the sur-
vey - noted that insurance for both
HPR and non-HPR properties was,
in their view, competitive.

An astounding 18 panel mem-
bers told Business Insurance
they've found liability insurance
policies: of various kinds to be
competitively priced, either with
no higher premiums asked or with
premiums decreasing. Four panel-
ists said general liability coverage
fit this pattern; eight noted that
aircraft hull and liability insurance
isn’t going up in cost; two said air-
craft product liability insurance
prices haven't risen.

In addition, four other panelists
are finding fiduciary liability in-
surance, directors’ and officers’ li-
ability insurance at prices level
with or below what was being paid
for the same coverage during 1975.

“Our very high excess.liability
coverage held steady” in premi-
ums, said an insurance manager,
contradicting the tales of woe being
related by other panelists report-
ing higher costs. “Our umbrella li-
ability coverage was renewed for
three years and held steady,” said
another.: .

“Excess umbrella liability from
Lloyd’s was held steady.” reported
a third panelist.

Boiler and machinery coveraage
and business interruption insur-
ance each were mentioned by five
panelists as competitive lines.

Fidelity bond premiums have
held steady for four panelists.

Marine insurance markets, 17
panelists enthused, have been good.
Eight panelists noted steady or
falling costs for ocean marine cov-
erage, six said cargo insurance costs
aren’t changing.

Employe benefits insurance—in-

cluding the group travel accident

lines, along with group life, health
and disability—was cited by seven
board members as offering stable
or falling premiums. u

AVIATION REINSURANCE

Largest Single Net Capacity In The Field — $40,000,000

Provided by:
THE EXTENDED REINSURANCE GROUP

Consisting of:

The Equitable Life Assurance Society of the United States
The Guardian Life Insurance Company of America

Home Life Insurance Company
Metropolitan Life Insurance Company

The Mutual Benefit Life Insurance Company
The Mutual Life Insurance Company of New York
The Prudential Insurance Company of America
State Mutual Life Assurance Company of America

ERG MANAGEMENT CORPORATION

99 John Street, New York, N.Y. 10038 e (212) 233-2016
. A Duncanson & Holt Group Company

Callaghan nixes move
to nationalize big
insurance companies

LONDON—Delegates at Britain’s
Labor Party conference have de-
cided by a voting strength of 3.3

million, with only 526,000 votes

being cast against.it, to call for the
nationalization of seven leading
U.K. insurance companies.

But Prime Minister Jim Calla-
gan, even though he heads the
Labor Government, has refused to
include the plan in his future pro-
gram for Parliament.

So there will now be a:row over
the long-term effect of these insur-
ance takeover proposals which have
been a growing part of grassroot
Labor politics since 1971 and were
predicted once again this year
(Business Insurance, Aug. 9).

The companies likely to be af-
fected if ever the scheme gets off
the ground are Commercial Union,
General Accident, Guardian Royal
Exchange, Legal and General, Sun
Alliance and London, Royal, and
Prudential.

Many of these have strong U.S.
links, and represent 50% of the
UK. stock insurance company
market’s $8 billion premium in-
come, to which U.S. sources con-
tribute $1.5 billion annually.

Lloyd’s, whose premium income
also comes substantially from the
U.S,, is excluded completely from
the. state takeover proposals: be-
cause of its traditionally unique
background.

The affected companies are now
getting together to fight the scheme.
It must be examined against the
background of Britain’s economic
crisis, and the fear that if Labor
tries to implement the plan it might
well lose the next British general
election in 1978-79.

Insurers realize that even if La-
bor stays in power, it can take a
long period of bitter political fight-
ing before the scheme gains accep-
tance. The drastic fall in the value
of the pound against the dollar has
already made it certain there will
be no immediate move.

Militant leftist Labor Party sup-
porters feel they had to push the
nationalization proposals, which
also cover leading banks, through
their annual conference as a matter
of political doctrine, so that they
could lay their hands on invest-
ments and put them to use sup-
porting socialistic programs.

But on the very day that the
plan was being debated, the pound
hit a new all-time low and Prime
Minister Callaghan had to reject
the insurance takeover demand be-
cause he knew it would destroy in-
ternational confidence. in Britain’s
economic future. ‘

What happens now?. The propo-
sal becomes an official part of fu-
ture Labor policy and will remain
indefinitely on its books. The long-
term fear is that over the next
decade, the demands will be re-
vived presenting ever-present an-
xiety on both the business and po-
litical scene.

But calls for further nationali-
zation in the U.K., which have al-
ready covered coal, steel and rail
transport, and currently- embrace
the shipbuilding and aviation in-
dustries, will recede under econom-
ic pressure from the outside world.

Britain already faces a huge debt
to the International Monetary Fund
which will make certain it does
not waste money in the next year
or two.

Plans for nationalizing insurance
companies have been gathering
strength for five years, especially
in the domestic auto, fire and life

business, but only this year the de-
mand spread to the overall com-
mercial business of the UK. mar-
kets large cash flow.

Rejecting socialist dogma in this
direction, the seven big UK. com-
panies named as nationalization.
targets have pointed out: “The in-
surance industry is one of Britain’s
largest invisible export earners
and in 1975 contributed more than
$800 million to the country’s bal-
ance of payments.

“Confidence of overseas custo-
mers has been gained very largely
because successive UK. govern-
ments of all parties have allowed
the companies freedom to com-
pete and serve their customers.:

“Our earnings would be at seri-
ous risk in the event of nationaliza-
tion, because in the U.S., our ma-
jor overseas market, legislation in
most states prohibits the operation
of insurance companies wholly or
partly owned by foreign govern-
ments.”

Dealing with Labor Party claims
that insurance companies should
be nationalized as an essential part
of future political philosophy in the
U.K., William C. Harris, chairman
of the British Insurance Assn,,
said: “The move comes at a time
when the nation needs the support
of domestic life insurance savings,
as well as the insurance industry’s
invisible earings. The policy threat-
ens the entire insurance industry.

“Government control of policy-
holders’ funds is a threat to per-
sonal freedom, and foreign. confi-
dence will be eroded so that seri-
ous harm will be done to our
overseas earnings if ever this ir-
responsible scheme is put into ef-
fect in Britain.”

One reason why Labor support-
ers want to get their hands on in-
surance companies is that they are
an investment channel for large
amounts of funds from corporate
pension plans, over which trade
unions are now trymg to exercise
futurecontrol.

But there will now be such a
severe clash between the left and
right wings of Britain’s Labor Party
that it could mould political at-
titudes for a generation to come. =

OSHA ups

inspections

WASHINGTON—Safety inspec-
tions for the month of July totaled
7,300, the Occupational Safety and
Health Administration (OSHA)
said. These represented a substan-
tial increase over the 6,598 work-
place visits made in June. More
than 1.4 million workers were em-
ployed at the workplaces visited
in July.

Inspections resulted in 5,876 ci-
tations covering 28,223 safety vio-
lations, including 885 serious viola-
tions, according to OSHA.

Proposed penalties amounted to
more than $1.1 million, of which
$751,061 has been remitted. There
were 361 contested cases in July.

Most of the jump in the number
of inspections arose out of com-
plaints. There were only 531 such
visits in June, but there were
1,593 in July. Twenty-five percent
of the establishments visited in June
were found to be in compliance
with OSHA requirements, after in-
itial inspection findings for that
month were reassessed for possi-
ble additional citations. [ ]




Common Market drafts fough product hab:hfy law

BRUSSELS—A uniform product
liability law with balanced safe-
guards for consumers and manu-
facturers has been drafted by the
European Common Market and
could be adopted in all member
countries by 1978.

The proposed law contains many
of the reforms recommended as
possible solutions to the product
liability crisis in this country, in-
cluding a 10-year statute of limita-
tions, limits on personal and prop-
erty damage awards, and estab-
lishment of several defenses for
manufacturers.

Dealers of merchandise would be
exempt from liability under the
draft law, but those in nonmember
countries who import goods into
the Common Market, formally
known as the European Econoriic
Community (EEC), would be sub-
ject to the same liability as manu-
facturers.

The purpose of unifying the li-

ability laws of member countries
in the EEC is to remove competi-
tive advantages that are enjoyed
by firms in countries that limit
liability by putting the burden of
proof on the injured person.

“Liability rules imposed on pro-
ducers of defective products which
vary in strictness lead to differ-
ences in costs for the economies of
the various member states and in
particular for producers in various
member states who are in compe-
tition with each other,” according
to an explanatory memorandum
on the proposed law.

“Under the laws of the individ-
ual member states the liability of
the producer is usually governed
by the law of that state in which
the damage has arisen; therefore,
the producer’s decision as to the
memher state in which to sell
could be influenced by, amongst
other factors, the liability laws of

OSHA reinforces its
workplace standards
on noise abatement

WASHINGTON—The Occupa-
tional Safety and Health Admin-
istration continued its tough stance
on ‘noise hazards last month with
a ruling that future compliance
agreements will be on a plant-by-
plant basis. The decision kills any
hope for negotiation of more in-
dustry-wide agreements.

“The primary difficulty with
industry-wide agreements is that
they. are general in a nature, cov-
ering large numbers of employers
and plants,” said Dr. Morton .Corn,
assistant Secretary of Labor for
OSHA.

“Since these agreements lack
specificity, they have provided
neither employers nor OSHA with
a yardstick to measure the ade-
quacy of the steps taken or to be
taken in the plant covered by the
agreement to comply with noise
rules designed to protect workers’
hearing,” he said.

OSHA. already has noise abate-
ment agreements with two indus-
try associations, Western Wood
Products Assn. and the National
Concrete Masonry Assn. In addi-
tion, the agency has agreements
with the American Can Co. and
several other employers on a com-
pany-wide basis.

Future agreements will be pre-
ceded by an inspection of the plant
or plants in question to determine
what noise hazards exist and what
abatement measures, including
=ngineering conirols, can feasibly
be used to reduce or eliminate the
hazards, Dr. Corn said.

Although OSHA inspectors are
required by law to issue citations
and propose appropriate penalties
whenever a violation of any
OSHA standard is found, Dr. Corn
said the “good-faith” efforts of the
amployers would be considered if
3 hazard is found during an in-
spection to set up an abatement
agreement.

“T would anticipate that the
civil penalties in these situations
will be minimal or no penalties
~ would be proposed, provided vio-

.ations were not judged to be seri-
aus,” Dr. Corn said.

Employer associations would not
necessarily be excluded from the
noise control agreement procedure,
ne said, especially where the de-
zelopment of new technology is

_needed or where similar problems
exist in several plants, he said.

“As a consequence, OSHA would

continue to deal with associations
on noise problems on an industry-
wide basis,” Dr. Corn said. “But
the agreements would set forth in
specific detail the steps any- af-
fected employer agrees to take
within a defined time frame, to
come into compliance.”

In another development related
to OSHA'’s noise regulation, a con-
sultant for the agency told a hear-
ing last month that full compli-
ance would mean that 700,000
fewer workers would suffer per-
manent hearing loss.

OSHA imposed a standard in
1971 that set a maximum of 90
decibals on the level of noise to
which a worker can be exposed. In
late 1974, OSHA proposed retain-
ing that standard with the added
requirement that noise levels
above 85 decibles be monitored.

Compliance with the standard
would cost business $10.5 billion in
capital investment, according to
OSHA reports.

The Environmental Protection
Agency (EPA) proposed in De-
cember, 1974 that the maximum
exposure of workers to noise be set
at 85 decibels.

OSHA'’s consultants, Bolt, Ber-
anek and Newman Inc., reported
at the hearing that compliance
with the EPA noise limit would
save another 770,000 workers from
permanent hearing loss beyond the
700,000 that would be protected
by OSHA'’s 90 decibel regulation.

Their report said that 19% of
the workers in the 19 industries
they studied are exposed over an
eight hour period to noise levels
greater than 90 decibels. They also
found that 34% of the workers in
those industries are exposed to
more than 85 decibels.

One part of the controversy is
whether machines should be
changed or protected to reduce the
noise, or whether workers should
wear protective devices.

The consultants said an 85 de-
cibel regulation met through hear-
ing protection would cost about
$43 million annually, plus $155
million for noise monitoring and
$86 million for audiometric test-
ing.

The economic benefits of a
quieter workplace include a re-
duction in workers’ compensation
for hearing .loss, fewer accidents
and lower physiological stress,
they said.

the member states” the memo
continued.

“Economic decisions should how-
ever be based on economic, and
not legal considerations,” the memo
said.

The main thrust of the pro-
posed liability law is the uniform
establishment of strict liability re-
gardless of fault. “Only a liability
of this type leads to an adequate
protection of the consumer, since
he is freed from the burden of
proving fault on the part of the
producer and also need not fear
that he will have to bear his dam-
age alone because the producer can
prove that there was no fault,” the
draft law’s explanation said.

The cost of compensating injur-
ies under a strict liability system
should be passed on equally to all
consumers through the pricing of
goods, the memo said.

However, the proposed law also
recognizes the need for a statute of
limitations because of a provision
that makes manufacturers liable
even when a product is defect-free
at the time of manufacture accord-
ing to safety standards at that
time.

“Liability for an unlimited pe-
riod would place an unreasonable
burden on the producer in view of
the constant development of sci-
ence and technology,” the memo
said.

Under the proposed law, manu-
facturers’ liability will lapse 10
years after the end of the calendar
year in which the defective prod-
uct was put into circulation, unless
a lawsuit is instituted in that
period.

The proposed law recognizes
that manufacturers cannot reason-
ably be held liable for injuries that
oceur after 10 years of safe opera-
tions. If a 10 year old machine
starts to cause damage, the ex-
planatory memo said, “this is com-
parable to an unavoidable accident,
the risk of which has to be borne
by everyone as part of the general

_hazards of life and for which no
one else need be answerable.”
While the draft law is designed
to provide uniform safeguards for
consumers, it does not attempt to
set up a framework for compen-
sating workers injured on the job.
Compensation for .damage in the
business sector both personal and

- property, is left up to the indi-

vidual members of the Common
Market.

Besides providing for a statute
of limitations, other protections for
the manufacturers of products in-
clude:

e A limit on damage awards.
Total liability for all personal in-
juries caused by the same product
is 25 million Buropean units of
account (EUA), or $30 million; for
property damage, liability is lim-
ited to 15,000 EUA ($18,000) for
dmage to movable property and
50,000 EUA ($60,000) for damage
to immovable property, on an in-
dividual rather than a cumulative
basis.

(A European unit of account is
an average of all the currencies of
the countries in the EEC.)

e A three-year litigation period
is allowed to limit the time in
which an injured person can start
and pursue a lawsuit after the ac-
cident occurs. The three-year pe-
riod begins to run when a person
becomes aware of the injury.

e Damages for personal injuries
are limited to the cost of treat-
ment and the cost of impaired
earning ability due to permanent
injury. Damages for pain and suf-
fering are not included, but those
awards would be possible in coun-
tries that recognize such claims.

The draft law exempts dealers
from liability because including
them would increase the price of
products without increasing the
protection to the consumer, ex-
cept by making it easier to sue,
the memo said, “since every dealer
would have to insure himself

against claims even in respect to
products which are completely
Zree of risk.”

Moreover, the memo said, “the
liability of the dealer would be in
any event only an intermediate li-
ability, since he in turn would
claim against his suppliers and
back to the producer.

“Finally, there is no reason to
make the dealer liable since in the
overwhelming majority of cases he
pases on the purchased product in
unchanged form, and therefore has
no opportunity to affect the qual-
ity of the goods.” (]

The acquisition of

J. S. FRELINGHUYSEN CORPORATION
of New York

by
EMETT & CHANDLER AGENCIES,
Los Angeles

became effective
earlier this year

The undersigned acted as an advisor to
Emett & Chandler in connection with
this transaction

INC.

Russell R.Miller & Co.,Inc.

Spectalists for the insurance industry

San Francisco (415) 956-7474
Chicago (812) 236-7722

300 Montgomery Street, San Francisco, California 94104

Los Angeles (213) 680-0106
London 01-236 6824

If you can generate
top $s jrom large,
National Accounts,
We have a lot going
jor you...Look...
Generous salary;
A proven team;
Excellent benefits;
/nd...Colorado'

We're after the top commercial
insurance accounts in America.
We want an aggressive person
to help. Who are we? We're one
of the largest insurance broker-
age firms in the Rocky Mountain
West. We're innovative and
creative. We want a producer/
account exec to work in an
exciting growth environment.

The person whojoins us will be
experienced in property/casualty
insurance; have a talking knowl-
edge of employee benefits: and
will have a strong understanding
of Risk Management technigues
as they apply to large organiza-
tions. You should have a college
degree, total insurance experi-
ence in excess of five to seven
years and if you have selling
experience that's a plus —but
not an absolute necessity.

You should have either a proven
track record of production with
large national firms, or a back-
ground achieved from working
for such groups. You will have a
complete knowledge of the Risk
Management needs ot large
firms. And, you will have a strong
desire to produce large account
business($100,000 premium,up).

With us, you will produce and
service large commercial ac-
counts. You will introduce self-
insurance and captive funding
methods into large accounts.
Your initial compensation will be
generous. You can look forward
to a future base salary with an
extremely generous bonus for
new production. Stepped pro-
motions will lead to unit sales
management and eventual gen-
eral management of our firm.
We want someone, now! If you
think you measure up, write our
vice president of sales, Gene
Mapes. Tell him why he can't re-
fuse you. Give him an idea of
your experience, your ability to
grow, the ways you will produce
the business we want. He will
respond. and your query will be
keptin complete confidence.
Our people know about this ad.
They're eager to welcome a
strong producer on board.

About that other benefit. We're
offering Colorado. Ski season
is coming. Enjoy it with us!

‘Warren & Sommer Inc.
3955 East Exposition

Denver, Colorado 80209

(303) 744-3711
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editorial opinions

Are insurers in bad shape or good shape?

BOND MARKET columnist for the Wall Street Journal

noted in a recent column that insurance companies are
hungrily seeking tax-exempt investments in order to obtain
tax relief now that underwriting earnings are turning sharply
upward.

Insurers have been stepping up their pace of investment in
tax-exempts, and they're expected to continue buying heavily
through the rest of the year, the column noted. Chase Man-
hattan Bank cited improved cash flows from higher insur-
ance rates and a turnaround in profits from insurance oper-
ations as being the cause of whetted appetites among insurers
for tax free investments.

In fact, underwriters’ efforts to find these tax free invest-
ments were characterized as bush-beating, implying a sense
of near-desperation on the part of underwriters to offset the
large tax obligations they'll face following big boosts in earn-
ings this year.

When the column appeared, we took note of the apparent
discrepancy between the woeful tale the industry is telling
insurance buyers and their actual experience. Several of our
loyal readers also wrote to us . . . one of the letters is in our
Letters to the Editor column. As this reader wonders, is there
something the underwriters haven’t told us about the con-
tinuing need for substantial rate increases?

Now we realize it's necessary, and good, for insurers to get
their operations back on a profitable footing. Insurers under-
standably are anxious to build surpluses back to the points at
which they will once again be able to underwrite the large
commercial risks for which insurance will always be needed.

And those surpluses have some distance to go yet until they
reach the point where insurance capacity will once again
expand.

The question has been raised many times whether statu-
tory figures submitted by insurers to regulators accurately
reflect actual underwriting results. At the time CNA was in
trouble, it became evident that no one inside or outside the
company had really known how bad losses were, and what
poor shape CNA’s surplus was in. Thus, the statutory results
apparently understated the trouble CNA was experiencing.

But it’s also been said that insurers can be in much better
shape than the figures would indicate. Allegations of inflated
reserves and IBNR (incurred but not reported) losses are
frequent topics of discussion at industry gatherings.

Whatever the case, we're left with an uneasy feeling that
the talk of capacity crunches and social inflation is but an
excuse to manipulate buyers of insurance into a frame of
mind that they will more readily accept high prices.

J. Rokert Hunter carried this line of questioning one step
further when he spoke at the annual meeting of independent
agents in Toronto. The federal insurance administrator
charged that some rate filings by insurers have rivaled
science fiction “in terms of imagination and flights of fancy.”
He recounted his review of applications for rate increases of
more than 50% which contain “exponential trend factors
which are then applied multiplicatively year on top of year
without explanation or, I believe, logic.”

It's about time insurers started explaining their actuarial
methods in more detail.

Cashing in on hospital risk management

EDERAL REGULATIONS governing the procedures
hospitals must use in accounting for costs which the gov-
ernment reimburses are moving toward allowing more self-
insurance of professional liability risks. This is true particu-

larly because malpractice insurance is, in many cases, virtu-

ally unavailable at prices hospitals can afford.

Because many of the nation’s hospitals are publicly-funded
not-for-profit organizations, various government bodies have
power to control hospital management practices. City, state
and federal laws control the alternatives open to hospitals in
the risk management area. And some laws have already been
changed to allow self-insurance of malpractice exposures in
response to an insurance crisis.

Florida’s law, for example, permits internal funding of
these hospital risks, but only if the reserves are segregated
from operating funds of the hospital and provided that there
is an annual actuarial determination of the validity of the
financing level to pay for future malpractice losses.

It looks as if federal regulations under Medicare and Medi-
caid will go the same direction. The rules previously have al-
lowed hospitals to be reimbursed only for costs attributed to
the purchase of insurance, but will soon, it appears, be liber-
alized to allow hospitals to obtain reimbursement of costs at-
tributed to the funding and maintenance of a self-insurance
program.

The hitch comes with the provision that all these self-in-
surance programs must be fully evaluated and certified each
year as reasonable and sound.

So-called risk management consulting firms are springing
up everywhere to cash in on this lucrative opportunity.
Though nearly all the new consultants we've talked with
claim to have expertise either in the hospital field or the in-
surance field, some of them aren’t readily able or willing to
explain what it is exactly that they are advocating hospitals
should do to establish and maintain a solid self-insurance
program.

The eatry of many new consulting firms on the risk man-
agement scene has its good and.bad aspects. Positively speak-
ing, risk management is being afforded much broader recog-
nition in the field of business management generally and
within the overall management consulting profession.

But on the negative side, we can’t help but feel that some
hospitals might be taken to the cleaners by some instant ex-
perts who contend they can offer unique help establishing
“total” hospital risk management programs including every-
thing from claims investigation to captive insurance compa-
nies.

It behooves risk managers in hospitals to check creden-
tials very carefully when choosing consultants to assist in
formulating their self-insurance plans.

letters

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

Sybron has details

To the Editor: Your editorial
opinion dealing with dental plans,
“What You Don’t Know Can Hurt
—in Lost Control,” was read with
considerable interest at Sybron
Corp. While administering self-
insured dental plans for our em-
ployes for more than 10 years, we
have compiled useful statistics on
dental plan utilization and expen-
diture patterns.

In our experience, for example,
utilization of a dental plan varies
significantly with family size. But
very few employers keep a record
of this parameter. Also, we know
the degree to which utilization in-
creases as a function of the time
an employe has been eligible for
plan benefits. It is this increase in
utilization which causes plan costs
to increase during the first few
Yyears ,more so than any increase in
the level of dental expenditures.

To date many benefits managers
have been in the dark when it
comes to dental plans. Sybron’s
experience with dental plans is
outlined in a paper prepared for
presentation at the 1976 annual
meeing of the American Public
Health Assn. I will be happy to
provide copies to your readers as
long as the supply lasts.

Stephen D. Hooper

Marketing Director, Sybron

Dental  Administration Inc.,

Rochester, N. Y.

Who needs relief?

To the Editor: I enclose a photo-
copy of the column “Bond Mar-
ket” from the September 20, Wall
Street Journal. If, as this indicates,
property and casualty insurers are
in need of tax relief on earnings
from their investments, then there
is something that they have not
yet told us about the continuing
need for their substantial rate in-
creases.

Malcolm A. Bernstein

CPCU, Frederick Rauh & Co.,

Cincinnati, Oh.

Customer interest

To the Editor: I am hereby re-
questing permission to send copies
of your article “Sue the bastards’:
to our customers, (about 700).

We are manufacturers of elec-
trical wiring devices and sell to
lamp and Christmas tree string
manufacturers, I feel your article
would be of great interest to them.
Thank you.

Irene Segal

VP-Treasurer, Gilbert Manufac-

turing Co. Inc,, Long Island City,

N. Y.

Editor’s note: Permission grant-
ed. .
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L Next timc.n : |
will your business

sink or swim?

Count on it: there will be a next
time.

For 4,000 years, mankind’s
been hoping it won't happen again.
But it does.

And nowadays, the damages of
tlood are worse than ever. It 1s
estimated that, because of the
ravages of inflation, a loss occurring
today would cost twice as much as a
similar loss of only a few years ago.

That's why more and more
business executives are depeading
on us for protection, through special-
ty insurance covereges: Difference
in Conditions policizs, Manufactu--
ers Output policies. Installation

[

floaters, Transportation floaters,
or other All-Risk policies under
which flood coverage may be pur-
chased. :

When Hurricane Belle roared
out of the Caribbean recently, across
the gulf coast up into the northeast,
many businesses suddenly realized
the loss potential of a flood.

In the past, flood coverages of
this kind have often served to mini-
mize such losses. And, in some
cases, they have actually helped
companies to survive,

So, if you have financial respon-
sikility for a company, think about it:
Are you ready for next time? |

We weleom? inquiries from any licensed egent o= bro<zr. Yeu don't hzv2 to be & rejrular producer to place business with an AlS Company.
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Plesse send me additional information about your
spedaliy coverages.

Name

Title Phone

Combdary

Address

City.
130-603.46

Member _cmpanies of
Americar International Group




'Employee Re

‘Whenan injured employee’s

return to work is speeded, an

employer regains a needed
worker—and insurance costs
for the firm may be held down.

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

The compensation received by a worker for a dis-
abling injury was formerly fixed by most states at a
specific sum for a specific disability.

But that arbitrary method of making awards is
fast giving way to the concept that the worker should
be compensated on the basis of loss of earning capacity
—for a lifetime, if the disability is permanent—to-
gether with full and unlimited medical expenses. This
principle, embodied in new laws in many states, has
meant a continuing rise in the cost of insurance cover-
ages for workers’ compensation. |

Faced with compensation claims which can now
run, in some cases, to hundreds of thousands of dol-
lars, insurers are turning to rehabilitation services to
put disabled workers more quickly on the road to re-
covery and reemployment wherever possible. In fact,
several states have enacted regulations which make
employee rehabilitation mandatory after a worker has
missed a specified period of employment. Although
- claim costs can be thereby reduced, the more 1m-
portant benefit of rehabilitation can be the restora-
tion to health and some degree of productivity of an
injured person, benefiting both the individual and the
employer. |

At the same time, the money which may be saved
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through rehabilitation programs can be reflected, for
insured companies whose premium rates are based on
claims experience, in downward pressure on insur-
ance premiums. For a given company, the wider the
experience with claims to which rehabilitation is
applied, the more likely it is that the size of the aver-
age claim will be reduced and favorable premium ac-
tion will result.

Aiding the “whole person”

How does rehabilitation work in practice?
Although some insurance companies maintain re-
habilitation facilities of their own—a few of them
quite extensive—most of the work is done by firms
specializing in the field. Workers’ compensation cases
predominate, but rehabilitation for victims of auto-
mobile accidents and other injuries is becoming more
frequent. Typically, the need for rehabilitation services
in a case will first be suggested by an insurance com-

pany claims adjuster or the corporate risk manager.
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The goal is maximum recovery and early return
to a productive, self-sustaining life. Working closely

with the patient and the family. the rehabilitation spe- -

cialist coordinates the efforts of the other professionals
involved. The overwhelming concern is not with
physical needs alone, but with aiding the “whole
person.’ |

This includes therapies aimed at physical recovery.
as well as psychological and vocational counseling and.
when needed, financial advice and assistance. The
patient’s family, too, is encouraged to aid in the re-
covery process. : |

In each instance. the specialist evaluates and im-
plements the measures needed while controlling the
costs involved. |

Getting an early start

A crucial factor in the success of a rehabilitation
program is early identification of the need for one.
Too often a disabled worker loses motivation and

morale after weeks of inattention and inactivity.

On the other hand, even employees with severe
cases of disability—involving such conditions as am-
putation, blindness and paralysis— have been returned
to work by intensive rehabilitation programs. And
with the numerous cases involving minor disabilities,
where recuperation is fairly simple, the fact that help
has been timely has often avoided months of employee

“down time. -

The disability victim and his or her family are not
the only beneficiaries of rehabilitation. For example.
an employee with'a chronic low back injury might rep-
resent $200,000 in lifetime compensation payments
and medical costs. Rehabilitation expenses for this per-
son might not exceed $10,000. Therefore the finan-
cial savings from the rehabilitation investment could
be substantial. Most important, much-needed and
possibly unique abilities may have been preserved.

For a fuller discussion of employee rehabilitation

~ trom an objective standpoint. INA has prepared a

booklet entitled, “Employee Rehabilitation: Some Pro-
fessional Considerations.” Copies may be requested
by writing INA Corporation, 1600 Arch Street.
Philadelphia, Pa. 19101. -

* * *

The Insurance Company of North America was
founded in Independence Hall, Philadelphia. in 1792.
Today INA and its affiliated companies operate around
the world with major interests in property and casualty
insurance, marine insurance, life and group insurance.
reinsurance and risk management services.

INA insurance products and services are made
available through selected independent agents and
brokers— professionals with a comprehensive knowl-
edge of insurance needs and solutions.

ININ

Insurance Professionals



20/business insurance, October 18, 1976

Argonaut files $25 million suit,
seeks repudiation’ of its contract

By LINDA MOSKOWITZ

PHILADELPHIA—Argonaut In-
surance Co. has filed suit against
the Pennsylvania Medical Society
seeking “repudiation” of its con-
tract to provide medical malprac-
tice insurance for the group's mem-
bers. Argonaut seeks damages of
more than $25 million,

Argonaut claims that the medi-
cal society did not support the pro-
grams as originally agreed and
specifically did not provide a broad
spectrum of doctors for the plan,
according to a spokesman for the
society.

“This is totally untrue” the
spokesman said, explaining that
4,300 physicians participate in the
program, organized and sponsored
by the Pennsylvania Medical So-
ciety.

“Argonaut is now the second
largest (malpractice) writer in the
state,” he continued. Medical Pro-
tective Co. is the largest writer in
Pennsylvania for malpractice, but

does not write policies on a group
basis.

The medical group has organized
its own captive insurer to handle
the insurance, which originally was
to succeed Argonaut as under-
writer. However, * Argonaut has
now refused to assign the business
to the captive, a society spokes-
man said.

“We will not compete with Ar-
gonaut,” said the spokesman. He
explained that the captive, which
is presently unfunded and has
not yet been granted a certificate
of authority from the state insur-
ance department, will only be ac-
tivated if Argonaut leaves the
Pennsylvania medical malpractice
market.

“If they get out of the state,
we’ll take over,” said the spokes-
man. The medical society present-
ly prefers to continue doing busi-
ness with Argonaut at rates agree-
able to the two parties, if a settle-
ment can be worked out.

WERBEL'S

ance producer.

516-234-1114

GENERAL INSURANCE GUIDE

A comprehensive loose-leaf insurance encyclopedia (revised
quarterly) covering virtually all forms of property and casualty
insurance. It contains more than 2,400 pages consisting of in-
terpretations of contracts, court citations, and loss procedures.
For the desk of every insurance manager, consultant, or insur-

One-third discount for B.l. readers who submit a copy of this ad
with prepaid order, $24 (instead of $36) plus NY sales tax, if
applicable. (Includes two FREE Quarterly Revisions.)
WERBEL publishing co., inc.
595 old willets path, smithtown, ny 11787

ON APPROVAL—30 DAYS

212-261-6222

The group insurance program
between Argonaut and the medical
society was arranged in June 1971.
The scciety solicited guotes from
about 17 of the largest insurers at
that time, but none would agree to
write the coverage on a group ba-
sis in the state.

Argonaut then solicited the me-
dical society and agreed to under-
write the program. Frank B. Hall
& Co. is the broker for the plan.

It was agreed that all participat-
ing doctors would be approved by
a Commission on Professional Li-
ability Insurance. A network of
local committees, composed of me-
dical and insurance representa-
tives, were organized and the
chairman of each of these groups
formed a statewide commission.

“Things went very nicely for
several years,” explained Ronald
Bachman, director-economic af-
fairs for the society.

The insurance company, how-
ever, began expandirg its mal-
practice operations into several
other states and “apparently got
in over their heads,” Mr. Bach-
man szid.

The combination of a rising
number of malpractice suits with
increasingly large awards, a de-
clining stock market offsetting in-
vestment profits, and an inflation-
ary ecoromic climate have im-
paired Argonaut’s ability to man-
age the group malpractice pro-
grams, Mr. Bachman believes.

Argonaut officials could not be
reached for comment. It is that
company’s policy not to discuss
matters involving pending litiga-

tion.

In 1975, Argonaut applied for a
2489 vrate increase. This move
was opposed by the society and
did not gain approval by the state
insurance department.

Later in 1975, the insurance
company attempted to withdraw
from its agreement with the medi-
cal society and brought the case
to the Court of Common Pleas in
Philadelphia. The court ruled that

© Argonaut had an obligation to the

society members and refused the
insurer’s request.

Argonaut applied for another
overall rate increase of 42% ear-
lier this year. “This could amount
to almost a 200% rate increase for
some doctors,”” said a society
spokesman, “and the society is
vehemently opposed to this.” This

matter is now before the Pennsyl-
vania Insurance Department.

In late July, Argonaut mailed
428 non-renewal notices for the
malpractice policies to society
members. Pennsylvania State In-
surance Commissioner William J.
Sheppard then announced he
would take action against any dis-
criminatory policy cancellations.
The next day all but 79 of the non-
renewal notices were rescinded by
the insurance company.

Presently, the Pennsylvania
Medical Society is seeking a court
ruling allowing “a return to the
status quo,” permitting all doctors
dropped from the insurance pro-
gram to be reaccepted. The society
claims that Argonaut’s recent ac-
tions are in violation of the pre-
vious court order. [ ]

Urge pre-admission testing

CHICAGO—“We have calculat-
ed that if everyone in Jllinois who
required elective surgery had their
pre-operative tests on an outpatient
basis, nearly $4 million could be
saved each year,” the executive vp
of Chicago-based Blue Cross-Blue
Shield Plan said.

Though pre-admission testing has
been in effect in 98 out of the 257
Illinois hospitals, Blue Cross-Blue
Shield is expanding the program to
eventually include all hospitals.
Some hospitals have been using
pre-admission testing for as long as
ten years. “In terms of dollars,” vp
Charles R. Goulet said, “pre-ad-
mission testing can produce sig-
nificant savings, particularly when
you consider that a day of in-pa-
tient hospital care for our members
in Illinois costs an average of $174.”

Under this type of testing, a per-
son takes his required tests, lab
analyses and electrocardiograms

prior to surgery, thereby saving
hospital bed charges. The final de-
cision is made by the patient’s doc-
tor as to whether pre-admission
testing wili be done,

Also, hospitals cannot be re-
quired to offer pre-admission test-
ing according to Blue-Cross-Blue
Shield spokesmen.

On the national level 58 million
out of the 84 million Blue Cross-
Blue Shield subscribers a have pre-
admission testing coverage and 56
plans out of the 69 plans nation-
wide offer the benefit.

According to national Blue Cross-
Blue Shield spokesman, “six hos-
pitals in Des Moines, Ia. estimated
they saved $340,000 a year in room
charges alone.” In St. Joseph hos-
pital in Paterson, N.J., he said an
average hospital stay was reduced
by 2 days when pre-admission test-
ing is used. ]

-3 Let us attack your
reinsurance problems.

Capital, experience and staying power. Three big reasons
Prudential Reinsurance Company is a major factor in its field.
" We're staffed with specialists in property and casualty
underwriting. Innovative, aggressive professionals with the
funds to back them up.
If you have reinsurance needs, just talk to the tiger.
Write: Prudential Reinsurance Company,
Post Office Box 908, 213 Washington Street,
Newark, New Jersey 07101. Call: (201) 643-6661,
Facultative and Treaty. Telex: 13-8698.

Branch Offices: Los Angeles and Chicago.
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Sentry cancels press
builder's coverage

NEW YORK—Sentry Mutual

Insurance Co., Stevens Point, Wi.,
is cancelling its line of product
liability insurance coverages for
punch press type manufacturers
as the coverages come up for re-
newel in the firm's Eastern region
which includes New York, New
Jersey, Pennsylvania and Dela-
ware,
' One of the casualties of the Sen-
try Insurance decision is the Clif-
ton Hydraulic Press Co. of Clifton,
N.J. Company president Michael
Brodsky told Business Insurance
that his firm had its product lia-
bility coverage cancelled at the
end of July and has been unable
to find a carrier willing to accept
the risk.

Sentry had been Clifton Hy-
draulic Press Co.'s insurer for
about a decade, Mr. Brodsky said,
and it will continue to write other
portions of the punch press maker's
other corporate insurance.

John Makely, underwriting
manager for- Sentry's Eastern re-
gion said in an interview that the
company decided to drop product
liability lines for punch press
operators because “we as a region
here have almost been killed” by
claims coming in from those cov-
erages.

The policies are being cancelled
on a case-by-case basis as they
come up for renewal, Mr. Makely
said, or as Sentry becomes aware
of policies now covering exposures
of which the insurer was not orig-
inally aware.

“Until the tort laws give manu-
facturers some rzlief,” Mr. Makely
said product liability insurance for
punch press manufacturers is an
undesirable line from the insur-
ance company’s point of view.

Meanwhile, back at Clifton
Hydraulic Press Co., Mr. Brodsky
can find little comfort in the un-
derwriter’s problems. He has his
own,

The uninsured firm is being sued
by a plastics company in Passaic,
N.J. where a foreman was injured
on equipment made by Clifton
Hydraulic: Press.

Mr. Brodsky claims the equip-
ment was not faulty, but that the
workers left the power switch on
and then pushed buttons which
activated operations while the
foreman was servicing the ma-
chine,

Nevertheless, under current
workers’ compensation laws, the
employer may not be sued for neg-
ligence, but a third party manu-
facturer of eguipment may be
sued. Mr. Brodsky is worried
about what lies ahead for his com-
pany if he is unable to buy prod-
ilcts liability insurance.

He said that Sentry, “as an ac-
comodation,” tried to help him get
coverage through Lloyd’s of Lon-
don, but was unsuccessful.

Last month, Mr. Brodsky said
ne had a tentative quote for cov-
2rage from a.  Canadian firm
shrough Clifton broker Feldman
Agency Inc.' The quote, from the
unidentified insurer, was for
$100,000 limit policy with a $15,-
100 premium with a required 30%
downpayment.

The New Jersey machinery
maker later decided that the Can-
adian coverage would be a mis-
take. While he was considering the
‘bid, he spoke with a Connecticut
manufacturer who said the Cana-
cian insurer’s ploy was to start
cut with a low premium and then
to keep jacking it upwards until
iZ became nearly impossible to pay.

By late September, Mr. Brod-
sky still had not found coverapge
for Clifton Hydraulic Press.

“We may have to liguidate or
transfer our assets somewhere
else,” he said in a phone interview,

A spokesman for the Feldman
Agency, which tried to get cover-
age for the firm, characterized the
entire product liability market in
New Jersey as “terrible” and said
Clifton Hydraulic Press was not
the only victim.

The agency said it handled a
case involving a man who re-
ceived a patent for his invention
of an electrified treadmill exer-
cising machine. He wanted to set
up his own firm to manufacture
his invention, the broker said, but
nobody would insure him, The
man had to give up the entire bus-
iness because he couldn’t buy
prdouct liability coverage. =

company

' Philadelphia Manufacturers

How a sophisticated new
plan from Penn Mutual
can provide the key
to rewarding those you
most want to motivate.

It's been getting tougher all the time to adequately reward key em-
ployees and yourself without causing tax problems. ‘

Until now.

Important new tax ruling letters have enabled Penn Mutual, an
$11 billion insurer, to develop a Section 79 Program offering you the
opportunity to enhance your fringe benefit plan and save money on
taxes at the same time. :

This new program combines, for the first time, the estate building
—and estate protecting—advantages of individual permanent life
insurance with highly favorable tax results for yourself and key

employees.

The outstanding benefits provided by our Section 79 Program
make it an ideal way to reward those you most want to motivate,
inexpensively. Find out more about it today.
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Send me your free bookiet: “Your Key to Personal Security
and Valuable Business Tax Advantages.”

Attach your business card here.

Mail to: Dept. 300, The Penn Mutual Life Insurance Company,
Independence Square, Philadeiphia, Pa. 19172, -
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San Diego is 'damn near’ uninsured,
but lack of coverage isn't widespread

By JOANNE GAMLIN

LOS ANGELES—"“Based on our
experience, we are bare or damned
near bare in public liability,” ac-
knowledges San Diego risk man-
ager Robert Walters.

The reason for all that naked-
ness: A self-insured retention of
$5 million per occurrence in pub-
lic liability with no aggregate stop
loss insurance. The figure of $5
million is up—way up, in fact—
from $500,000, the figure that un-
til last July was the city’s limit on
its per occurrence self-insured re-
tention in public liability.

Yet for all that, the lack of in- -

surance does not appear to be
commonplace among California’s
beleaguered public entities, not-

withstanding the realms of pub-
licity about the hard times they
suffer in the liability insurance
marketplace. What's more, for
those entities going bare in cer-
tain lines of liability coverage, the
situation does not seem to be gen-
erating any searing anxiety. Don

Blackhurst, risk insurance man-

ager for Santa. Clara county, for
example, told Business Insurance
that although his county “is pret-
ty much bare in medical malprac-
tice coverage,” he is not unduly
troubled.

“So far, we've had only one
medical malpractice claim of
$500,000, stemming from an inci-
dent in which a woman in a wheel-
chair tumbled from a hospital

ramp,” he explained. “But, in gen-
eral, we pay out much less, about
$100,000 a year, in medical mal-
practice.”

San Diego risk manager Robert
Walters said that the switch to the
$5 millicn per occurrence self-
insured retention occurred three
months ago when his excess car-
rier approached him with the un-
welcome news that coverage under
$2 million was unavailable.

“So we said: ‘A pox on all of
you; we are going witn a $5 mil-
lion self-insured retention,’” he
recounted. “At the same time, we
placed $3 million in a reserve fund
to be in excess of what we budget-
ed annually to cover public liabil-
ity losses.”

Mr. Walters noted that San Di-

ego has an excess insurance layer
of up to $25 million per occurrence
over the $5 million, underwritten
by Crum & Forster.

The city, which has an annual
budget of $246 million, budgets
annually for public liability losses,
he went on, “plugging in such fac-
tors as inflation, changes in pub-
lic attitudes as shown in jury ver-
dicts and statutes as well as ap-
pellate and supreme court deci-
sions.” This year, San Diego has
budgeted $550,000 for public lia-
bility eclaims.

However, the whole self-insur-
ance program in liability, includ-
ing salaries, telephone, gas, elec-
tricity, excess coverage premiums
and legal expenses, will come to
only $871,000 this year, he calcu-
lates.

Mr. Walters said that the $3
million in reserve is a special tort
liability expense fund. He noted
that his staff has been able to re-
duce public liability litigation to

—when a family's children are young.
Combined with the lump sum payment in a

basic term life plan and with LTD, it can make an

Survivor income rounds out the circle of monthly in-
come protection. And adding it to a current plan

costs less than you might think.

For more information about Survivor Income, write for a

brochure, or call the Provident Group Pro nearest you.

Sj the last word in
group insurance

PROVIDENT LIFE A

Attn.:

SURVIVOR INCOME —

Like the flow suggested by its
symbol, Provident’s Survivor In-
come plan provides steady and.
continuous income for living ex-

penses during the time of greatest need

employee insurance program complete, especially in view of

its potential maximum benefit.

Offices in principal cities.

Provident

LIFE AND ACCIDENT
LIFE AND CASUALTY

GROUP DEPARTMENT

ND ACCIDENT

INSURANCE COMPANY
Group Special Services
FOUNTAIN SQUARE, CHATTANOOGA, TENNESSEE 37402

only 8% of total claims. Of that
8%, a mere 2% go to trial, he said.

Workers' compensation for San
Diego is totally uninsured with no
excess coverage. And it is admin-
istered on an in-house basis.

This year about $1,800,000 will
be used to.pay workers’ compen-
sation claims and $67,000 for ad-
ministration, the risk manager fig-
ures. Had the city remained in- -
sured with the state fund, he be-
lieves it would have been forced
to ante up $4 million in premi-

ums in 1976.

“We believe we are saving the
taxpayer about $5 million this
year by being self-insured in pub-
lic liability and workers’ compen-
sation,” he said.

A claims recovery and subroga-
tion program, begun in 1970, is
now generating about $300,000 a

‘year for San Diego, a figure which

Mr. Walters said is not bad con-
sidering a similar program for Los
Angeles is returning only about
half of that or $150,000 a year.

People management—peppered
with plenty of massaging—is the
formula he employs to transform
his self-insurance programs into
cash flow gushers.

Once they resolve to go into self-
insurance, public entities should
move into developing first-rate,
in-house staff and not contract the
work out to independent adminis-
trators, he insists. Only in this
way will the city's own manager
be in a position to call the shots
on claims investigation and other
critical jobs associated with cash
savings in self-insurance.

Santa Clara County risk insur-
ance manager Don Blackhurst told
BI that being bare in medical
malpractice is a new turn-of-
events for his county. Last year,
Santa Clara went self-insured for
medical malpractice, opting for
first layer retention of $2.5 mil-
lion. It had an insured excess lay-
er with a $5 million limit and an
aggregate of $3.5 million.

But this year the county was
unable to negotiate a firm com-

‘mitment on an excess layer, relat-

ed Mr. Blackhurst, “and so we are
bare.”
Yet he repeated that being bare
is causing him no loss of sleep.
He said the medical malpractice
bill passed by the state legislature
late last year has been a big help
in this regard. It puts a $200,000
limit on what can be paid out for.
claims of pain and suffering. In
addition, it allows damages to be
paid out over an extended period
of time and states that if the
claimant dies, these payments
must cease. ‘
Similarly, Gerry M. Surfus,
chief of risk management for giant
Los Angeles County, noted that
the county has been bare—that is,
completely uninsured—historical-
ly in comprehensive general lia-
bility (CGL). Given the county’s
taxing abilities, CGL coverage is
not perceived as needed, he indi-
cated, noting that the county will
soon be in the marketpiace for a
$15 million to $20 million cat-
astrophic umbrella for CGL.
Comparatively tiny Chula Vista,
a charter city near .San Diego,
with an annual budget of about
$15 million, is sporting a $50,000
per occurrence retention in pub-
lic liability with an aggregate stop
loss of $150,000. So it might be
pardoned if it feels a trifle bare.
Until last June, the city had a
first dollar pubic liability policy,
according to Larry Wittenberg,
assistant to the city manager.
But that protection vanished, he
said, when efforts to acquire first
layer coverage ran into a wall of
rejection, Still, the city is not
completely naked for public lia-
bility risks. Indeed, it boasts three
organizations writing excess cov-
erage in that area: Admiral In-
surance, Columbia Casualty and
Manhattan First/Marine, a



Premium credit firm
'unfair’ in FTC ruling

WASHINGTON—A premium
financing company in Rhode Is-
land has been found in violation
of the Truth in Lending Act for
using “unfair debt collection ac-
tivities,” according to a Sept. 17
ruling by an administrative law
judge for the Federal Trade Com-
mission.

In making his decision, the
judge ruled that the MeCarran-
Ferguson Act does not preempt
the FTC from taking action be-
cause the premium financing com-
pany “is not an insurance compa-
ny. It is in the business of ex-
tending consumer credit and, in
the course of that business, it col-
lects outstanding obligations to it.

“It is not engaged in the busi-
ness of insurance simply because
its loans are limited for the pur-
pose of financing insurance premi-
ums,” the judge said.

The ruling does not amount to
a final decision by the full com-

Broker cites
liability law
tort reforms

LOS ANGELES—Six ways to
alter the nation's tort liability sys-
tem were suggested by Samuel
Alcorn, CPCU and national vp of
Bayly, Martin & Fay Inc., before
a meeting of the California Citi-
zens Commission on Tort Reform.

Mr. Alcorn described the six
ways to approach a change in the
nation’s tort liability laws as the
following:

e The establishment of a rea-
sonable period following the man-
ufacture of a product during
which a manufacturer would be
responsible for injuries arising out
of unsafe design or defective con-
ditions in the product.

e The setting of reasonable
standards of foreseeability to be
applied to the use or misuse of
products. “It is not realistic to hold
a manufacturer strictly liable
when a product is sued outside
the scope or application for which
it was intended—where the man-
ufacturer in sales literature and
advertising has clearly set forth
the intended use of the product,”
he told the group.

e The clear delineation of re-
sponsibility for failure to maintain
and update equipment to new
safety standards. “Liability of the
manufacturer should be limited to
meeting the safety standards in
force at the time a product is
manufactured and distributed—
with a clear imposition of respon-
sibility on the user for injuries
arising out of modification or sub-
sequent failure to keep the equip-
ment in conformity with newly es-
tablished safety standards,” accord-
ing to him.

e The clarification of safety
standards. Mr. Alcorn said there
is a clear need to define the scope
and nature of safety devices which
must be included in manufactured
machinery.

e The establishment of rea-
sonable limitations on recoveries
for damages.

e The redefinition and estab-
lishment of clear cut limitations on
both causes for punitive and ex-
emplary damage awards. He point-
ed out that several states are con-
sidering a limitation on punitive
and exemplary awards to an
amount not exceeding three times
the amount of proven damages in
an action. “This would be a signi-
ficant move in the right direction,”
Mr. Alcorn said. ]

mission and may be appealed,
stayed or reviewed by the FTC.
Judge Alvin L. Berman found
that Providence Premium Service
Inc. (PPSI) violated the Truth in
Lending Act by sending letters to
alleged delinquent debtors that
said PPSI was referring overdue
accounts to an attorney for collec-
tion and possible legal action. The
judge found that PPSI never ac-
tually referred.the accounts to the

‘attorney .named in the letter or to

any other attorney.

He also held PPSI’s parent com-
pany, Providence Washington In-
surance Co. (PWIC), “vicariously
responsible” for the acts of its
subsidiary.

Judge Berman did, however,
grant an exemption to PWIC for
its activities in Texas. The McCar-
ran-Ferguson act was held to ap-
ply there and preempt federal
regulations because in that state
PWIC accepts promissory notes in
payment for premiums rather than
using ifs credit subsidiary.

The judge also found that PPSI
had failed to make the required
disclosures under the Truth I
Lending Act. ‘"

SURVEYORS—APPRAISERS—ADJUSTERS
Drilling Rigs, Commercial Hulls, Offshore Structures

MATTHEWS-DANIEL
COMPANY
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When you have alot to lose,
‘Chemetron fire systems have a lot to offer.

Fire protection that's
people- and equipment-safe.
Chemetron Halon 1301 systems
are among the fastest, safest
and most efficient methods of fire
suppression known. Halon 1301
leaves nothing behind to be
cleaned up or scraped off, so it’'s
especially suited to control rooms,
computer facilities, and other
sensitive equipment areas. And,
‘while the fire is being suppressed,
it's odorless, colorless, and
nonsuffocating, so evacuation
is unimpaired.
Flexible CO, systems
keep an eye out for expensive
equipment fires.

Cardox low-pressure systems need

only a single CO, storage unit.
That means flexibility for easy
modification as your needs
change, and-valuable space sav-

ings because the storage unit can
be located anywhere, even out-
doors. Bulk delivery keeps
maintenance and refill costs

way down, too.

High-pressure Cardox CO,
suppresses fires fast in “hot spot"
areas. The CO, cylinders are
self-contained, with no external
power or electrical components.

Chemetron Fire Boss:
dependable protection
for the oil and
transportation industries.
Qil and airport men trust our Fire
Boss line—dry chemical, AFFF
agent and foam equipment.

Fire Boss fixed and mobile
units are available in a wide range
of sizes and include skids,
trailers and fire and crash rescue
trucks. Many incorporate the
famous Fire Boss invertible sphere,

a device that assures quick,
even emission of dry chemicals
that might otherwise become
compacted.

Let us help you
pick the right system.
With a complete line of fire sup-
pression systems, our staff can
recommend the right one for your
specific needs.
If you'd like more information
call Bernie Bischoff at (312)
565-5325. Or write him at
Chemetron Fire Systems Division,
111 East Wacker Drive, Chicago,
lllincis 60601.

CHEMETRON
Fire Systems

Chemetron Corporation
Chemetron, Cardox and Fire Boss

are trademarks of -
Chemetron Corporation.
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Broker hits extra cost
burden on firms overseas

NEW YORK—An insurance
broker charged that “the absence
of U.S. participation in interna-
tional Social Security agreements
places an extra cost burden on
American companies operating
overseas compared with companies
of other national origins.”

To help rectify that situation,
William B. Ryan, assistant vp in
Johnson & Higgins' international
employe benefit division here,
urged those who agreed with him
to write their representatives in
Congress, where three legislative
bills are under consideration,

“In one form or another, there
happen to be nearly 1,000 interna-
tional Social Security agreements
in effect between various coun-
tries around the world. It is of vi-

tal competitive importance that
the U.S. join .in,” Mr. Ryan be-
lieves.

The agreements are “intended
to prevent duplication of Social
Security coverage and expenses,”
he continued. “It is a method by
which years of contributory ser-
vice in all Social Security systems
are combined by each country to
determine benefit eligibility under
its system.”

Mr. Ryan was quick to point
out that totalization agreements
“do not require the exchange of
pension reserves and additional
accounting and financial record-
keeping are unnecessary.”

He sees participation in such a
system as ‘“practical and work-

able” because “only a minimum
of information needs to be ex-
changed” between systems.

One obvious advantage, Mr. Ry-
an explained, is that “with total-
ization or non-duplication of cov-
erage, (an) expensive waste of
funds is eliminated.” The in-
creased cost comes because many
U.S. multinationals wart to keep
their  foreign-based personnel
“whole” by continuing to pay U.S.
Social Security taxes as well as
those required by foreign tax laws.

A key provision would allow an
American employer who maintains
expatriates’ U.S. Social Security
covergge under the terms of a
3121(1) agreement to exempt their
participation in the azssignment
country’s Social Security system,
according to Mr. Ryan.

The three “identical” bills—HR
14429, HR 14440 and SB 3598—
would authorize the President to
approve bilateral and multi-lat-
eral agreements that would allow

coordination between the U.S. So-
cial Security System and those of
other countries, he said.

The legislation “is extremely
important to multinational compa-
nies," Mr. Ryan emphasized. “It
is one of the few pieces of legis-
lation in Washington designed to
save money for U.S. multination-
als without adding to the burden
of the U.S. taxpayer.”

“This legislation, supportive of
American international interests
and fair to all concerned, calls for
prompt action on the part of Con-
gress,” Mr. Ryan intoned.

“A look at current U.S. compa-
nies’ contributions to Social Se-
curity programs in any number of
countries will show the serious fi-
nancial impact caused by the ab-
sence of such legislation,” he said.

Members of the House Ways
and Means Committee and the
Senate Finance Committee should

. be contacted, Mr. Ryan urged, ‘“‘to

insure prompt, positive action.” =

Congratulations: you didn’t have

You're one of the

lucky ones.

Unfortunately too
many companies last year
did suffer major business
interruptions due to fires
in or near their computer

rooms.

What’s even more
unfortunate is the fact that
a lot of the damage,
clean-up and downtime
could have been avoided.

Days of Downtime vs.
a Few Seconds of Halon

These companies could have
been protected by a high speed
Fenwal Halon Fire Suppression

System.

The system that snuffs out fires
dry. Just seconds after they start.

And lets you get right back to
work. No wet mess to clean up.

With some systems you've got

to evacuate
a room
before the
extinguish-
ing agent
can go to
work.

i But

E because
Halon 1301
1s harmless
to people, it

can start snuffing out the flames
immediately. Which gives you the

a computer fire again last year.

hours of clean-up before

back on line.

systems.

your computer can go

With a Fenwal sys-
tem there’s virtually no
clean-up, no shorted-out
wires. No electrical shock
hazards. No damage to
tapes or records.

Fenwal’s unique,
modular system permits
rapid agent discharge and
easy extension of existing

Why Push Your Luck?
The consequences of a computer fire

are a lot more devastating than you
might think. Despite all the precau-

tions you take.

At Fenwal we’ve got docu-
mented proof that our Halon Fire
Suppression Systems are the solu-

tion to the damage
and downtime of
computer room
fires.

It’s proof you
can see for yourself.
In a film called
“The Fireaters”.

We think it will "W
convince you that =

you need more than luck to keep
your computer in business.

To arrange a viewing, call us at
(617) 881-2000. Or write to Fenwal
Incorporated, Ashland, MA 0172
A Division of Walter Kidde & Co., Inc. -

fastest jump on the fire. Our local, service-oriented distributors
- With ordi- arelistedinthe

nary systems yellow pages

there’s usually under “Fire

at least 48 , Protection”.

Nobedy in the world has more experience in fire and explosion suppression systems.

FXM Approved - UL Listed

Medicaid
risk contract
terminated in
N. Carolina

By JOANNE GAMLIN

LOS ANGELES—The risk por-
tion of the two-year Medicaid con-
tract for the state of North Car-
olina, administered by Health Ap-
plications Systems (HAS), a sub-
sidiary of Bergen Brunswig Corp,,
has been mutually terminated, ret-
roactive to June 30, 1976.

The risk portion provided that
HAS would pay all of the state's
Medicaid costs in return for a flat
fee.

HAS agreed, at the same time,
to continue to process Title 19
claims as fiscal agent for North
Carolina through June 30, 1977, or
until the state can enter into a new
contract.

“We have already begun pre-
paring a new request for bids in
order to have a new risk contract
in effect as soon as possible,”
North Carolina governor Jim Hols-
houser said during an August ad-
dress concerning the resolution of
the three-month long negotiatio
with HAS. -

By early September, Business
Insurance learned that the gover-
nor's office had mailed its request
for bids to 11 potential bidders. The
new request contains three options:
(1) at risk, (2) modified risk and
(3) fiscal intermediary.

The governor reaffirmed in his
address that until the new contract
becomes effective, HAS will oper-
ate as the state’s fiscal agent to
process and pay claims for services
rendered by hospitals and other
providers since July 1. He said that

‘HAS will operate on a cost basis

only with no fees or profits in-
volved.

Negotiations between HAS and
North Carolina began in May,
after the parent company revealed
“a material adverse trend” and
told North Carolina that it was
bowing out of the contract, which
at the time had more than a year
to run.

The contract had been hailed
earlier as a prototype for the ap-
plication of professional business
management techniques to the ad-
ministration of programs like
Medicaid.

The compromise reached be-
tween the two parties said that
North Carolina had agreed to as-

' sume full responsibility for costs

resulting from state actions which
increased the number of nursing
home beds. Bergen Brunswig and
HAS agreed, at the same time, to
waive claims for damages or re-
scission based upon the contention
that North Carolina had misrep-
resented the number of residents
who were eligible for Medicaid
benefits.

Bergen Brunswig said that if a
loss results from the contract the
loss will be fully covered by the
company’s reinsurance program. A
$2 million reserve fund from this
program has been established to
meet such a loss, it is understood.
But the reinsurance has reserved
the right to contest the extent of
its liability under the current set-
tlement.

Bergen Brunswig would not
identify its reinsurer.

Gov. Holshouser in his address
praised the work done by HAS and
said that North Carolina saved
more than $22 million last year
due to a sophisticated computer
program used by HAS and due
to more efficient administrative
claims handling methods. L]



An increasing number of companles are
self-insuring their employee health care beneflts ,
these days. :
The companies see their claims and
insurance premiums going up each year, as well
as the amount of money held by the insurance

100«:percent of the grouy’s
‘exceed a predetermined

company for reserves. So they reason that they threshold of*clalms
can save money and improve cash flow simply Claim administration can be handled by
by paying employee health claims themselves. NWNL, the employer, or a qualified third

They're betting that the claims will never be .
more than the company can easily afford. £
It's a gamble. And the stakes are

party. As part of our service, N WNLS
Excess Risk Plan includes an
individual health conversion policy.

enormous. In a single year of abnormally - We also provide actuarial and
high claims, a company might lose sub- . underwriting consultants to determine
sta.ntmlly more than they could ever the impact on expected claim costs

hope to gain through selt-insurance.
But companies can enjoy the

benefits of self-insurance and still

protect themselves from catastrophie

of benetit changes. And we write a broad
range of additional employee benefits,
including group life, survivors’
income, dental, and income-

losses with Northwestern National replacement.
Lite's Excess Risk Insurance. It's Find out more
one of our innovative “Cash Flow about NWNL's

Concepts” for today’s group life and Excess Risk Insurance.

health protection needs. Fill out the coupon and 4 -
NWNL offers two types of : mail it to NWNL. é

Excess Risk coverage for self- o ~ >~ _ \ You never know

insured health plans. Individual w2 AR e what might be

Excess Risk protects the e P e in the cards

employer for 80, 90 or 100 \*'\M for you.

TO: Al Benson, NWNL, Box 20, Minneapolis, MN

55440

Please tell me more about NWNL's Excess Risk
Insurance.

Name

Title

Company.

Address

City

otates—=—rc - - - Fip
Phonee. == —= = = =7 . = AreaCode

NORTHWESTERN NATIONAL
LIFE INSURANCE COMPANY

HOME OFFICE +« MINNEAPOLIS, MINNESOTA
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Have 'obligation’ to check insurer's financial state

By SUSAN ALT

CHICAGO—"It is the responsi-
bility of the risk management con-
sultant and the risk manager to ad-
vise their clients or employer on
the financial condition of each in-
surance company, insurance pool,
self-insurance company and even
the brokers with which they in-
tend to do business.”

This declaration came from
Stephen R. Wilcox of the securi-
ties brokerage firm of Conning &
Co. based in Hartford, Ct. He went
on to accuse those practicing risk
management of “ignoring the cost
of risk associated with transferring
risk and funding risk (by using
independent insurance companies,
insurance pools, captive insurance
companies or brokers who may or
may not have the resources to meet
the risk exposure.” :

Mr. Wilcox told the Institute of
Risk Management Consultants at
its annual meeting here that it is
the obligation of those about to use
insurers to not only analyze their
financial stability, but also to
scrutinize the trends of the finan-
cial conditions of those organiza-
tions who would underwrite risks.

“In the fall of 1974, we were
rapidly approaching the elimina-
tion of significant amounts of ca-
pacity as well as the possibility
that there would be an absence of
resources to meet risk exposure
already insured,” Mr. Wilcox stat-
ed. “Under those conditions, should
there not have been under consid-
eration an alternative program for
the funding of risk?” he asked.

Despite the existence of insol-

vency funds in 45 of the 50 states
and a regulatory system which
tests and reviews solvency, Mr.
Wilcox suggested that risk man-
agement consultants and risk man-
agers themselves “must be con-
cerned about the financial trends
of a scientific insurance company
and an awareness of the conse-
guences which those trends may
suggest for both individual compa-
ny and industry capacity is essen-
tial.”
. At times, Mr. Wilcox -urged,
some of these trends must suggest
a re-examination of risk funding
alternatives, such as more or less
emphasis on insuring risks.

Mr. Wilcox said he strongly dis-
agrees with those who believe that
the recent loss experience and weak
surplus and reserve conditions of
insurance companies in the US.
are ‘“largely nonrecurring, and
that, as a result of these problems,
greater awareness and closer con-
trol . . . (by) company manage-
ments and regulators will make
the monitoring of financial trends
unnecessary.”

Insurers are presently more sus-
ceptible to sharper fluctuations in
financial capacity than they previ-
ously have been, he stated, pre-
dicting that “more rapid changes
in marketplace conditions will be
occurring” in future years.

These rapid and sharp fluctua-
tions in financial trends and in-
surance industry capacity will
arise largely because there is a
fundamental change occurring in
the nature of exposures, and subse-
quently, the nature of financial
risk, Mr. Wilcox believes.

He cited a recent speech by
Klaus Gerathewohl of Munich Re
about international insurance prob-
lems as a indicator of these fun-
damental changes, such as the
growing magnitude of exposures,
““His company sees earthquake ac-
tivity increasing cyclically, and
windstorms may be ocecurring with
greater frequency. The recent in-
crease in values in Coastal areas
has caused them to feel they must
expect losses from storms every

year with earthquakes not far be-
hind,” Mr. Wilcox said.

“He suggests that while insur-
ance premiums worldwide have
kept up with economic growth, the
more significant yardstick of cap-
ital capacity has not,” Mr. Wilcox
continued. “Against a 61% in-
crease in premium growth over the
past five to six years, the value of

target risk exposure has increased
by a factor of 2.5 times. This means
that the impact of a large loss in
an increasingly leveraged industry
will cause that loss to have a lev-
eraged impact on available ca-
pacity.”

Thus, the risk manager has “as
a primary responsibility,” Mr. Wil-
cox stated, some obligatiqn to judge

whether the ‘“capital guarantee”
which the purchased insurance
represents is absolutely assured,
probably assured or possibly may
not be completely assured.

State guaranty funds are far
from adegquate to cover the values
a: risk which are insured, Mr. Wil-
cox told to his audience of about 50

consultants and their invited guests.
He pointed to assessments by the
guaranty funds of $109 million
ove: the last seven years, and the
projected cost for the 45 most re-
cen: insolvencies adding another
$143 million, and noted: “As
alarming as these figures sound, it
is r2ally not much of an exposure
compared to our estimate of $25.5.

“For forty years,we’ve enjoyed
small-townservice from thelargest
marine underwriter in America?

—Celeste H. Shiebler, Celeste H. Shiebler Agency, Shelter Island, New York.
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billion of capital capacity as of
June 30, 1976 in all U.S. stock,
mutual and reciprocal companies.

“How many of you examine the
capital and trends in financial ca-
pacity of insurance companies with
which wyou are doing business?”
Mr. Wilcox asked. “Do you receive
financial statements, or an analysis
of those statements, on the brokers,
managing general agents, reinsur-
ance pools or reinsurance manag-
ing agenis with whom you are
funding risk?"

Very little independent auditing
occurs in these fields, said Mr.
Wilcox. “Is it prudent to deal with
organizations which will not pro-
vide you with independently aud-
ited statements?"

There are those who say it

‘wouldn’t make much difference

whether audited information was
available, Mr. Wilcox continied.
“However, if I had been dealing
with Resource Facilities or Pritch-
ard & Baird or (was) in the Agen-

cy Manager’s pools, I would like
to have pulled out the financial in-
formation which could demonstrate
that I was doing everything in my
power to keep current on the fi-
nancial condition of those organi-
zations.”

Markets were competitive and
soft in the surnvner of 1974, Mr.
Wilcox recalled. “Was it & risk
manager’s responsibility to bhe
aware that a study of most major
stock property and casualty com-
panies suggested that as of Oct. 4,

e

the property and casualty opera-
tions of the Chubbk Corp. were writ-
ing $5 of net premiums for every
$1 of ecapital, had $1.5 of common
stocks {o $1 of capital and surplus,
and were a further 67% decline
in the market from that to have
occurred, it would have completely

.eliminated the company's capital

and surplus?

“INA had $4.3 of net premiums
to $1 of capital, $1.6 of eommon
stocks to $1 capacity. American

bull, P1& Il inland marine—and handle s good
dealof our pleasure craft business as wefl.

Through goed times and bad, we've always

found M@AO psople tobe resp
tive amnd cournteol
of the_:amuy

ga‘m.and agam MOAC

royved they had anlintimate Knowi-
edge of the mearine manket Beforelong, they
were providing most effithe maring coverages:

we needed.

Today, MOA
Ineyiwrite: all

OPHNUES o dojalprofessicnalljob)
necovenagesionietenics—

arednaenviitern

sive, coopera-

j're practically part

Personalized, professional senvice year aiter
year. That's what you can expect from MOAC,

Marine Office-Appleton & Cox Corporation;
A'subsidiary ofi The Continental Corporation
s 80 Malden Lane, New York, N.Y. 10038

| additional pressures for
| productivity,” he said. “Risks are

| put up

| ing. Cal

General’s property/casualty oper-
ations had $5.3 of net premiums
supported by $1 of capital, and
$2.5 common stocks for every dol-
lar of capital. For that group, a
40% decline in the market value
‘would have eliminated surplus.

“USF&G had $4.7 of net pre-
miums supported by $1 of capital,
$2.3 of common stocks to $1 of
capital and a 43% decline in the
market would have eliminated
surplus.

“The 5t. Paul Cos., were writing
on a 10.1 to one ratio, and a2 23%
decline in the market would have
eliminated capital and surplus,
Safeco writing on an 2.3 to one
ratio with $3.30 of cornmon stocks
to every dollar of capital would
have had its capital and surplus
eliminated on a further ‘31% de-
cline in the market?

Among the documents w-hicn
should ke scrutinized and analyzed,
Mr. Wilcox said, are the financial
staternents, either audited to un-
audited, the statutory financial
staternents used for regulatory fil-
ing purposes, and guarterly infor-
mation when available. u

See return of
large stock
companies

CHICAGO—Although the avail-
ability of insurance will continue
to tighten for the duration of this
year, 1977 and 1978 will see the
return of the large stock insurance
companies to the marketplace so
that by late in 1978 the atmosphere
will most likely be competitive.

This is the prediction of reinsur-
ance intermediary Peter Norton,
assistant vp of Tre-Fac Brokers
Ine. of New York, an affiliate of

| Chicago-based Bowes & Co.

Mr. Norton told the Institute of

| Risk Management Cousultants an-

nual meeting here that there will
be “a gradusl trend” for under-
writers to come back into the in-
surance markets.

But in the meantime, he is wit-
nessing a lot of commercial insur-

| ‘ance busitiess coming cut of Chi-

cago, St. Louls and the Midwest
markets going to London raarkets,
he said.

Excess insurance rates are cocn-
tinuing to scar, Mr. Norton point-
ed out, citing rating factors of 15

{ for aircraft product liabil

ance which a few vears ago had a
rating factor of about 2.75.

“Tn 1976, we are confronted with
income

being underwritten and re-under-
written especislly in the faculta-
tive (reinsursnce) area’”

One exception fo the general
trends of retrenchment by the
large stock insurance companies is
the excess and surplus lines area,
where companies like Lexington,
Cal-Union and First State are still
very active.

Admiral Insurance Co. of New
Jersey is one of the companies
which is being fairly aggressive in
writing low levels of excess cover-
age, in the working layers, above
relatively low deductibles, he said.

But for sizeable camalt:{ risks,

| “instead of three insurers, you now

have to get 20 reinsurers o cover
a $10 million Jine,” said Mr. Nor-
ton. “Very rarely will a reinsurer
$5 million or $10 million
the way they used 10.” he added.
“The problem we see later this
year is that sll the excess/surplus
companies have set gquotas on their
writings, and they're all getting
near the point of hitting their ceil-
ings. Adrmiral is getting close. Mid-
land has j "t about stopped writ-
is getting close to
they're all going to
wWalsls

its guota.
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Firms have more ability to retain
risk than they're now using: Gentry

CHICAGO—A large number of
companies still depending on in-
surance to protect them from loss-
es have a lot of unused capacity
to assume risk without materially
affecting their financial statements.

Such is the conviction of Ralph
E. Gentry, insurance manager for
Times-Mirror Co. in Los Angeles
and current president of the Risk
& Insurance Management Society.
In a speech before the Institute
of Risk Management Consultants
here in late September, Mr. Gen-
try questioned the reasoning be-
hind the widespread reluctance of
companies to retain aggregate loss
exposures even when they are
willing to consider self-insurance
of specific single losses.

“Many companies assume 3$1

million in workers’ compensation
losses, but very few assume the
risk of the $1 million jury verdict
in a single auto accident,” he noted.
Times-Mirror Co., for example, has
workers’ compensation losses total-
ling at least $2 million a year, with
the potential under retrospective
adjustments of at least $1 million
more, said Mr. Gentry. The firm
has been assuming this $1 million
risk in retrospective adjustments
for a number of years.

“However, we do not take any-
thing like a $1 million risk on fire
or public liability, either in the ag-
gregate or single occurrence. Now
it is possible that a company like
Times-Mirror could suffer many
fire losses within our $100,000 de-

ductible that could total $1 mil-

lion, but it has never happened and,

is not likely to happen,"” he added.
“If my assumption is correct,
there is no reason why we should
not assume a $1 million deductible
on fire losses,” said Mr. Gentry.
“My point on the workers’ com-
pensation versus public liability
and fire loss is an opinion that
more concern or reluctance is ex-
pressed by risk managers” con-
cerning self-insurance of specific
single losses than assumption of the
same amcunt of aggregate loss. “I
am not sure this is a proper posi-
tion to take,” said Mr. Gentry.
The numbers all add up to the
‘‘same S1 million on the operating
statement and have the same effect
of earnings per share,” he said, de-

spite the differing degrees of cer-
tainty in the risks,

Mr. Gentry suggested that a cer-
tain percentage of average earn-
ings might be a better measure of
a company’s ability to pay for its
own losses, instead of the more
commonly used earnings-per-share
yardstick.

A $1 million uninsured loss, he
went on to say, ‘“‘no more adversely
affects earnings than reduced sales
due to a downturn in the economy
that lowers earnings by $1 million.
Thus, an uninsured loss should be
viewed the same as any business
risk since its effect is the same as
the loss of, say, funds expended for
research and development on a
project that proved worthless.

Mr. Gentry said he believes “a
case can be made in some areas for
not purchasing aggregate (stop loss
insurance) coverages,” by compa-
nies that self-insure.

“I think that when self-insured
workers' compensation first started

Quietly
Effectively...

FIRST STATE makes waves when necessary

" ANOTHER EXAMPLE: Umbrellas — We have capacity, up to $10,000,000.
in-house, and are willing to write business over any acceptable and recog-
nized underlying carrier. Not just standard forms either. First State is will-
ing to create specific contracts to fill the mdivndual requlrements of your
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being popular, a $25,000 stop loss
was acceptable and standard. This
has now been pushed up to $100,-
000 or $200,000 by most under-
writers. Granted, the benefits have
increased and have been substan-
tially liberalized. Nevertheless, I
am not sure that the price being
asked for these high level stop loss
programs is justified by the actual
loss experience,” Mr. Gentry de-
clared.

Insurers would have a hard time
producing statistics showing many
losses exceeding large six-figure
numbers, Mr. Gentry believes.

Even though a good risk man-
ager will attempt to keep uniden-
tified risks to a minimum and will
normally urge as high a public lia-
bility (insurance) limit as appears
economically sound, “a risk man-
ager should not rule out the possi-
bility of accepting a technical un-
limited liability risk, such as work-
ers’ compensation, if in his judg-
ment and that of competent ad-
visors the risk is within his com-
pany's ability to assume it.

“Just because most risk manag-
ers buy stop loss (insurance) on
workers’ compensation does not
necessarily mean it is the proper
procedure,” Mr. Gentry said.

Mr. Gentry noted that his com-
pany self-assumes the risks of loss
from earthquakes or floods. High
premiums for earthquake insur-
ance have convinced Mr. Gentry
that if Times-Mirror does have a
total loss from earthquake, the loss
would be for far more than the
company has the money to buy in-
surance for.

Furthermore, the “odds of a seri-
ous quake doing total damage in
excess of the high deductibles as-
signed by the risk takers, when
compared to the possible economic
gain from the premiums saved if
the risk is assumed does, in most
cases, in my opinion lead to the
obvious answer of assuming the
risk” he told his audience. L

Tells need
to analyze
reinsurance
arrangement

CHICAGO—Risk managers,
their brokers and consultants
should ask the insurers with whom
they do business for the names of
reinsurance companies to which
the insurers are ceding risks, so
that the insured customer or brok-
er or consultant can evaluate the
stability of the reinsurers which
may be called on to cover losses.

So said Stephen R. Wilcox, with
the securities brokerage firm on
Conning & Co. in Hartford, Ct,
speaking to the Institute of Risk
Management Consultants here.

At the same time, the insurer
should be asked to reveal the terms,
of the reinsurance agreements it
has with those firms to which it is
ceding business, said Mr. Wilcox,
in answer to a question about mon-
itoring of reinsurance by small in-
surers which lay off nearly all of
the risks they underwrite.

Asked about the current state of
the insurance industry, Mr. Wilcox
said he doesn’t think “there is an
insolvency exposure today that
would substantially impact on the
marketplace.” He believes Geico's
finances are under control. (]

Work comp hearing

A public hearing to consider an
overall state increase of 10.1% for
coal mine compensation insurance
rates was held in Harrisburg, Pa.
last week. If approved, the rate
increase will generate an additional
$8.7 million in premium revenue.



Group health costs are
adding to overhead |

RICHMOND, VA.—Blue Cross
and Blue Shield costs alone may
soon add $200 to every new car
and fruck that rolls off the assem-
bly line, the chairman of Virginia’s
Blue Shield Board said in a speech
here last month.

Dr. John S. Thiemayer Jr. told
a seminar of physicians who par-
ticipate in Blue Shield coverages
that the auto industry is now pay-
ing one billion dollars a year for
Blue Cross and Blue Shield ben-
efits.

“Blue Cross and Blue Shield
are General Motors’ largest sin-
gle supplier—ahead of U.S. Steel!”
Dr. Thiemayer pointed out, before
noting that the inecreased costs of
health care benefits for autowork-
ers would likely boost new car
prices by $200.

Dr, Thiemeyer examined what-

rising national health care costs
meant for subscribers to Blue Cross
and Blue Shield through the Med-
ical Scciety of Virginia’ group pro-
gram. Nationally, health expendi-
tures have tripled since 1965, and
the 1974 to 1975 increase of $15
billion was ‘‘the biggest in our his-
tory,” he said.

“In 1970, total family coverage
(in the Virginia group plan) aver-
aged $29.38 a month. This year,
many doctors and their office staffs
are paying $81.72 a month—an in-
crease of 178%,” Dr. Thiemeyer
said.

The Blue Shield executive said
that some Virginia blue collar
workers who saw their rates go up
nearly 66% since 1972 had to drop
their family coverage because they
felt they couldn’t keep up with the
payments.

“The group program for one of
our area hospitals now costs nearly
$100 a month—an increase of al-
most 350% since 1968,” Dr. Thie-
meyer said in one of his most dra-
matic examples of how nationally
increasing health care costs im-
pacted local Virginia coverages.

To help trim back the costs now
connected with group health ben-

" efits, Dr. Thiemeyer told the Vir-

\

ginia group they should try to
check the length of hospital stays
and to get their hospitals to use
pre-admission testing.

“If we can impact on the length
of stay, we can impact directly on
health care costs.. The reduction of
only one-tenth of a day of hospital
stay would amount to $1.8 million
annually. The reduction of one full
day could be as much as $18 mil-
lion,” he said, adding:

“By having pre-surgical work-
ups performed on an outpatient
basis—before admission—we can
save anywhere from $100 to $300
on a typical hospital bill-—depend-

New broker
for Western

LOS ANGELES—Western Air
Lines has rmoved its hull and lia-
bility coverage which generates
annual premiums of $4 million,
from Frank B. Hall & Co., Los
Angeles, to Emett & Chandler, Los
Angeles. Emett & Chandler cur-
rently handles the Western Air
Lines workers’ compensation ac-
count.

The brokerage firm will retain
the present underwriters for the
coverage, which are USAIG for the
United States and the London mar-
ket for overseas risks, the major-
ity of the coverage.

. Emett & Chandler had the West-
arn Air lines account in the early
1960s, but lost it to Hal] six yeéars
Igo. [ B

ing on the number of days the pa-
tient doesn’t have to spend in the

‘hospital waiting for test results.

“There is potential for millions
of dollars of savings here if the
procedures are properly used.”

Dr. Thiemeyer said that among
other things Blue Cross and Blue
Shield are doing to help pare costs
on group health plans was to en-
courage changing benefit patterns
including more out-patient alter-
natives such as skilled nursing fa-
cility and home care.

He' said the Blues' coordination
of benefits program, which locks
for double insurance coverage and
tries to assure that only one com-
pany pays the claim has saved
nearly $12 million since 1970. =

ASSOCIATION GROUP INSURANCE PLANS

Design - Marketing - Administration

; Professional Associations
Trade Associations '
Multiple Employer Trusts

Herbert L. Jamison & Co.

90 Park Avenue
New York, New York 10016
Area Code 212—490-7660

Deciding
on an insurer?

Among the
ENR 500,
the shiftis to

Shand, Morahan.

We specialize in E&O coverage for the
largest design-construction firms in
the world.

In fact, 24% of the top 55 and 20%
of the remaining ENR top 500° firms
already insure with us. And more and
more top companies are discovering us
y eachday.

The reasons? Broader protection
in rany cases, competitive rates, and
immediate, no-red-tape, no-long-wait
quotes and service—to mention just.a
few. Switching your E&Q insurance to
the field's second largest underwriting
manager—Shand, Morahan—puts
your company right on the trend.

Ifyours is an ENR 500 firm, and you
want to know more about us, ask
your broker to give us a call. Our fast,
efficient, professional approach to E&O
insurance may be just what both of
you need.

*Engineering News-Racord, May 20, 1976

=il
Shand, Morahan & Company, Inc.

801 Davis Street  Evanston, lllinois 60201  312/866-9010
Cable Shanmor Telex72-4328

How to be ahero

to your architect and engineer clients.

They are reading the above ad in:

Shand, Morahan & Company, Inc.

801 Davis Street Evanston, lllinois 60201 312/866-3010
Cable Shanmor Telex 72-4328

: : and are interested in learning more about
"Architectural Record, Engineering News-Record, the big shiftto Shand, Morahan. Why not
AlA Journal and Progressive Architecture

give them a call and discuss it with them?



How a UAC adjuster and his teenage

son found 5,000,000 in securities.

A major New York bank had a tough problem for the adjusters
of UAC:

“We just discovered some government securities are missing.
$5,000,000 worth.”

That's when UAC adjuster Vincent R. Blazewicz went to work.
As a member of the UAC team assigned to the case, he pitched
rightin—even into the bank's trash, although it had been combed
through several times before. For company, he took his teenage
son along on the hunt.

After five hours, nothing. Then the search party heard the shouts
of young Blazewicz: “‘Here they are! I've got them! I've got them!
And they're all clipped together.”

Amazing? Sure. But then UAC ad usters pride themselves on

a subsidiary of The Continzntal Corporatioh

WWe

F

their abilizy to nandle fidality claims. They've investigated every-
th'ng from stolen paintings to missing musical instruments to
embezzled securit es valuec in the millions.

UAC's expertise in Surety Eonds runs deep, too. In fact, UAC
is the only independent adjusting companv with countrywide
capability in Fidelity ard Sarety Bonds. No wonder so many
national companies with broad geographic nseds come to UAC.
Frankly, we've come to look with respect and awe on UAC ad-
justers |.ke Vincent R. Elazewicz. Wouldn't vou?

For more about UAC services and our Directory of Service Loca-
tions, wrize: Mr. Arnold C. Avitabile, Vice President—Marketing,
Underwriters Adjusting Company, P.O. Box 2504, Chicago,
lllinois 6C690.
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agent/broker topics

‘Persuading account to reject us’

Broker turns diplomat when ousting an account

By JOANNE GAMLIN

LOS ANGELES—The rejection
of an account by a successful
broker demands a mix of the di-
plomacy of Henry K. and the deli-
cate maneuvering of a belle with
too many beaus.

“We don’t think we can turn
down an account so much as to
seek ways to persuade the account
to reject us,” pointed out Sam Al-
corn, national vp of Bayly, Martin
& Fay. “In this way, Joe has the
psychological satisfaction of be-
lieving he threw us out.”

Bayly, Martin & Fay operates
on the principle that there are
only two real reasons for turning
down a commercial account: It
represents too many headaches or
its cost of service makes it un-
profitable.

Other West Coast brokerage
firms have different techniques
for walking away gracefully from
businesses they do not want. A
Seattle-based firm which prides
itself on being straight forward
with clients, has a policy of can-
didly owning up to lack of capac-
ity for accounts that are outside
of its area of specialization.

Barney & Barney, San Diego,
first carefully screens incoming
calls related to new business, then
labors to leave the impression that
a diligent effort has been expend-
ed in behalf of a rejected client.

McCord & Holdren, North Holly-
wood, follows a procedure by
which it first pre-qualifies a new
account and then finesses an ‘out’

if that account goes on to fail to
meet the standards established by
the brokerage firm.

“We are only interested in writ-
ing the highest quality accounts
within any class of risk,” em-
phasized Jerry McCord, head of
the brokerage firm founded in
May, 1965.

“Yet if we back out of an ac-
count—and we do this about 15%
of the time—we always work at
leaving a good impression.”

Mr. McCord explained that his
firm painstakingly evaluates every
new account against its under-
writing, loss control and credit
regirements. If the new client is
found lacking, McCord & Holdren
doesn’t hestiate to say so in diplo-
matic language, he said. Similarly,
during the pre-checks where the
firm’s producers get a first glimpse
of a prospective client, they are
instructed to have no qualms about
saying a graceful “no” to a clients
who does not measure up.

Bayly, Martin & Fay has a care-
fully contrived strategy for con-
vincing a client the firm wishes to
escape that the client would be
wise to turn its back on the brok-
erage firm. Making offers that the
prospect cannot afford to accept
is the main line of attack.

“We don’t want clients who are
shaky,” asserted Mr. Alcorn, not-
ing that the same applies to clients
with service needs that exceed
the income Bayly, Martin & Fay
can expect to receive.

To make his firm unpalatable to

‘Domestic carriers less able’

Predict U.S. agents
will be forced into
the foreign market

By MARIE KRAKOWIECKI

NEW YORK—American insur-
ance agents may be forced to deal
increasingly with foreign markets
to place coverages their clients
need, a leading agents’ association
official predicted.

Arthur F. Blum, executive vp
of the Independent Insurance
Agents of America (IIAA) said in
an interview that the weakened
surplus positions of American in-
surance companies might force in-
dependent agents to go outside this
country as the domestic carriers
grow less able to absorb business.

In addition to tapping the Lon-
don market, which he called “a
different animal altogether” be-
cause it is legal in some places
and not in others, Mr. Blum said
agents would also start turning to
better-known firms in the Japa-
nese, German, Swiss and French
markets,

While he admitted agents would
have to undergo some sort of spe-
cial training fo learn how to deal
effectively with foreign markets,
Mr. Blum asserted there was “no
question” that some agents are al-

ready working with markets out-
side the country and that others
are prepared to begin doing so.

The ITAA executive vp was an
agent himself for 20 years before
working for the association, and
during that time he said he worked
frequently with the London mar-
ket through a Lloyd's broker in
New York.

Based on his own experiences,
and comments from other IIAA
members, Mr. Blum said individ-
ual agents could equip themselves
to deal with the foreign markets as
readily as could agents connected
with large firms.

Mr. Blum first made his predic-
tions about American agents ex-
panding into foreign markets to a
group of Japanese insurance men
who were visiting the IIAA head-
quarters in New York.

At that time, the subject of in-
ternational cooperation between
insurance agents did not come up,
Mr. Blum said.

However, at a meeting of the
Bureau of International Producers
of Assurance and Reinsurance
held in Vienna to discuss the prob-

the unwanted, BEMF might say:
“We would be de’ighted to handle
your business, but you will have
to pay by certified check . .. or we
will handle your account for a fee
or for commission plus fee (where
legal.)”

Split accounts, usually involving
personal lines or small commercial
accounts, are where most of these
problem pop up, with errors and
ommissions (E&OD) lawsuits a
likely result, he went on, adding:
“More and more E&OQ lawsuits
are being filed.”

He said the difficulty usually
focuses on ‘“‘oddball” coverage
which could have gone to either
broker. Thus the overhanging
question: Who is responsible?

Still, by maneuvering around
these situations and by not being
afraid to turn down clients where
trouble outweighs profits, Bayly,
Martin & Fay has gained more
business than it has lost, insisted
Mr. Alcorn.

On the subject of split accounts,
another broker, who does not want
to be identified, related he encoun-
tered a mess of trouble when his
firm attempted to cover the gay
community. He sa‘d the result was
constant questions about apartment
burglary claims that turned out to
be lovers’ quarrels and the loss of
fine art which was found to be
the theft of pornographic pictures.

Turning away a would-be client
causes no jitters for a Seattle-
based brokerzge firm which re-
gards itself as a specialist that can-
not venture outside of its elected

The underwriting room at Lloyd's may see more U.S. business as agents are forced into foreign markets.

lems of surplus and excess mar-
kets, Mr. Blum said representa-
tives from 26 countries informally
talked about ways agents around
the world could help each other
out in securing adequate markets.

One of the reasons an American
agent would actively pursue a for-
eign market, Mr. Blum explained,
would be to obtain coverage for a
particularly diificult portion of a
valuable total account.

By making the extra effort to
explore the foreign markets for
the difficult portions of large ac-
counts, the agent would be able
to hang on to valuable pieces of
business which might otherwise
be lost, Mr. Blum said.

He said commercial accounts
will probably be the first ones for
which agents would be forced to go
to foreign markets, but that some
personal lines coverages might be
affected as well.

Apgents contacted at random had

preserve. “Construction, light man-
ufacturing and retailing are where
our expertise lies,” said a spokes-
man, noting that his firm has no
problem with forthrightly felling
a prospect that it lacks the capac-
ity to make a leap outside that
arena.

“We have a small capacity in
handling hospitals. But if we were
offered coverage on Mt. Sinai in
Los Angeles, we would have to say
plainly that we would have a prob-
lem in staffing for that account.”

Nevertheless, he quickly added
that his firm would break all rec-
ords to staff up if it thought it
had a chance at the Boeing Co.
account.

Bruce Moore, a partner in Bar-
ney & Barney, San Diego, pointed
out that his firm is most apt to
bow out of an account when the
risk and the headaches begin to
overwhelm everything else.

Recently, Barney & Barney
dropped out of a medium-sized
taxicab account that had to be
placed in the assigned risk mar-
ket, he related. Although Barney &
Barney lost about $35,000 in an-
nual premiums, Mr. Moore indi-
cated no regrets, maintaining the
problems overshadowed the profits.

It is important, nonetheless, to
make the prospect believe that an
honest effort was made and that a
genuine search of the marketplace
was undertaken, Mr. Moore said.

He said that not long ago a stu-
dent pilot phoned to say that he
had purchased an airplane which

mixed feelings about Mr. Blum’s
predictions that they might soon
need to contact foreign insurance
markets to place their coverages.

“It sounds like a lot of nonsense
to me” said Raymond R. Kravetz,
president of America’s Insurance
Center in Kenilworth, N. J.

Mr. Kravetz said his $2.8 million
premium volume firm has “no
problem” with markets and doesn’t
think it is unique in that respect.

What you have are people who
are trying to place coverages at
lower rates than they should,” he
said of agents who complained
there was not enough capacity
anymore, “They’ll never be able to
find adequate markets.”

The New Jersey agency has had
its own correspondent in London
for the last 12 years or so, Mr.
Kravetz said. He feels that is all
the foreign contact the firm will
need to supplement its domestic

A special section of

_business
insurance

Exclusively for
L agents and brokers

he was planning to lease to other
student pilots. The pilot, of course,
needed insurance to get the plane
off the ground.

“My partner listened to his sto-
ry and told h.m that we would in-
vestigate the marketplace and call
him back in 24 hours,” recounted
Mr. Moore.

While the partner did have to
call the student pilot back to tell
him that he could find no insur-
ance for the plane, Mr. Moore said
the prospect went away satisfied,
content that Barney & Barney had
done the utmost to help him.

On the other hand, he said that
a client who owns a Turbojet in
partnership with another man was
rejected for insurance on the plane
when a third individual was
brought in as an additional owner.

Mr. Moore observed that the
tough marketolace has made San
Diego brokers more willing to co-
operate with each other. If one
broker cannot handle an account,
he is now more apt to recommend
another, Mr. Moore said. ]

market coverages for commercial
risks like coin-operated laundries,
zlinical laboratory malpractice, dry
cleaners and automatic car washes.
In San Diege, Ca., R. Culbertson,
a partner in the $2 million premi-
am volume agency Barney & Bar-
ney, had a different point of view.
While Mr. Culbertson allowed
that Barney & Barney has so far
used only the London market as a
foreign supplement to the domestic
coverages it places, he says condi-
tions during the past year have
made it necessary fo use Lloyd's
more extensively than ever.
Coverages that the agency used
to be able to place with admitted
carriers in California are getting
harder to place now, Mr. Culbert-
son said, The firm was foreed to go
to London recently to insure a
horse show risk for the Southwest
Quarter Horse Assn.
Product liability, malpractice
Continued on page 30B
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Foreign markets . . .

Conttnued from page 304

and auto liability are lines for
which “the situation is getting
worse all the time” he said. If
carriers continue to restrict their
writings for the year, he said, the
agency might consider seeking
markets in foreign countries in
addition to Great Britain.

Two other agents thought Mr.
Blum’s prediction was correct as
far as it concerned an increased
use of foreign markets, but they
felt that the typical agency would
be better off approaching those
foreign markets through an ex-
perienced excess and surplus lines
broker.

John E. Thurston, president of
Indianapolis-based Affiliated
Agencies Inc., said his firm went
directly to London a couple of
years ago to try to make a contact,

but found it easier and more effec-
tive for the most part to work
through two big excess brokers
near Chicago.

“They have the contacts and out-
lets at Lloyd’s and other foreign
markets for umbrella coverages,”
the president of the $5 million
premium volume agency explained.
He said having the right contacts
at foreign markets would be in-
creasingly important, particularly
to obtain liability coverages for
machinery manufacturers.

John Fiorillo, vp of the Elkins
Park, Pa. agency Allman & Co.
Inc., agreed it makes better sense
to approach foreign markets
through excess brokers.

In addition to being a general
agency, the $5 million premium
volume Allman & Co. is an excess
and surplus lines broker itself.

“But even at our size, we would

not go to foreign markets directly
because we would have very little
bargaining power there sirce we
would be going with a one or two
line submission,” explained Mr.
Fiorillo.

He said it makes more sense to
work thrcugh specialty underwrit-
ers. The firm favors using firms
like Delaware Valley Underwrit-
ing Agency of Wyncote, Pa. or
Montgomery General Agency of
Wynnewcod, Pa. to get help in
placing coverages in foreign mar-
kets.

He did not feel that capacity
problems’ among domestic carriers
are as severe as some other agents
depicted them.

“We just placed a $50 millior
liability coverage on a seven-pass-
enger Falcon jet, and we were able
to place a full $20 millicn of that
risk right here in the domestic
market,” he said.

An excess broker in Chicago
handled placing the remeining $30

million in London for the agency.
“He got a better quote there than
we would be able to,” Mr. Fiorillo
said.

Of the domestic carriers the
agency deals with, the vp said
there are some who are cutting
back on their capacity, thus mak-
ing foreign markets somewhat
more attractive.

“But for every one carrier that
won't provide the capacity we
need, there are five more who are
willing to write the coverage,” he
said.

“What I think you will find
more frequently than agents who
are looking to foreign markets are
domestic carriers who would be
looking for foreign reinsurance.” =

Correction

e The brokerage firm of McCord
& Holdren, North Hollywood, Ca.,
was founded in May 1965, not May
1975 as a story in our Sept. 20
issue stated.

THEe MAJdIL DIDNT GET THere,
SO We SenT THe BranCH mandaacer

Cite problems
with disability
cover offered
associations

MIAMI—Group disability in-
surance coverages offered to pro-
fessionals like doctors and den-
tists through association plans are
riddled with problems, an origina-
tor of a special kind of disability
insurance charged.

William Harmelin, CLU and
owner of the Harmelin Agency in
New York, singled out the Amer-
ican Medical Assn. plans for spe-
cial criticism, citing their “unsuc-
cessful performance history.”

“The bitterness of poor quality
remains long after the sweetness
of low price is forgotten,” Mr.
Harmelin told an annual conven-
tion of the National Assn. of Life
Underwriters last month.

“Among problems in these
(AMA) plans are the lack of se-
curity for participants, rising costs
of premiums, termination of pol-
icy, limitation on disability bene-
fits, and problems resulting over
handling claims, he said.

Mr. Harmelin’s criticism of as-
sociation coverages was in a speech
which accused the Internal Reve-

Lucille Mazur, Z-A’s processing and
services manager in Philadelphia,
recalls an embarrassing moment:

better than they did last year
and that’s good news, because at
Zurich-American

But it’s not how many pieces of
paper we move that counts, it’s
how well we take care of the

nue Service of discriminating
against partnerships or sole pro-
prietorships stricken with the to-

The agent was on the phone
asking about a super-important
endorsement, one | had put in the
mail myself. It never arrived, and
it was needed urgently. So | told
the branch manager about it
—and he delivered it by hand.

That’s unusual, of course.

But at Z-A, we do what we have

to do to keep our level of service up.
The ten people in my department
know the company means business
about improved service.

We are monitoring our performance
on a regular basis and basic jobs
like rating, typing and filing have
been put under the microscope

by experts. So now, for example,
we know that our policy typist

can turn out, on average, 14 simple
new commercial property policies
a day. And that one of our liaaility
raters, On average, can rate up
35 new workers' compensation
policies a day. G

needs of producers and insureds.

According to a continuing relephone

survey, producers are rating Z-A
service in our branch 15 per cent

SEervice
IS Our numBer
Oone POLICY

=
=

ZURICH-AMERICAN INSURANCE

Zurich Insurance Company
American Guarantee

and Liability Insurance Company
111 West Jackson Boulevard
Chicago, lllinois 60604

tal disability of one of their prin-
cipals.

The IRS taxes such businesses
at buy-out time more heavily for
disability than for the death of a
principal, even though the firm's
economic position and continuity
may be more threatened by dis-
ability, Mr. Harmelin said.

He urged the NALU to develop
alternate proposals to the IRS code,
and he encouraged members to
sell a type of disability coverage
he helped develop because, he
said, disabled parties are worse
off than survivors of a deceased.

“We all know that when pro-
longed disability occurs among
sole proprietors, active partners,
or close corporation stockholders,
without adequate income protec-
tion, the result can be the ‘eco-
nomic death’ of the business,” Mr.
Harmelin said.

Besides CNA, for which Mr.
Harmelin is a top life producer,
other major carriers which write
disability buy-and-sell contracts
include Provident Life and Acci-
dent, Aetna, Bankers Security,

- Guardian, Monarch, Paul Revere,

and Union Mutual, he said.

He cited a Provident Life sur-
vey which revealed that 94% of
the applicants for several hun-
dred policies issued in late 1975
chose a 12-month waiting period
between the disability of a key
partner or stockholder and a buy-
out.

Mr. Harmelin described his own
product, which has issue ages from
18 to 60 and a waiting period of
12, 18, 24, or an optional 16
months. There is a waiver of pre-
mium that is the same as that for
benefits, contract termination at
age 70 or when full time employ-
ment ends, and a requirement of
a written disability buy-and-sell
agreement on inception. n

New commissioner

T. F. Gilroy Daly is the new in-
surance commissioner for the state
of Connecticut, replacing Jay W.
Jackson. Mr. Daly, 44, was Con-
necticut deputy state treasurer be-
fore being named insurance com-
missioner by Gov. Ella T. Grasso.
Previously, he was deputy state
attorney and a federal prosecutor
in New York.




Problem recruiting new |

personnel for agencies | DJAL (80 0) 431-1270

By JANE WINEBRENNER

CHICAGO—“Finding a few
good men” is one of the main con-
cerns of insurance agents and
brokers, not only the United States
Marines.

Agents, both small and medium-
sized, have found there is a con-
tinuing shortage of professional
sales people and young people out
of college interested in insurance.
When asked how new recruits were
found for his agency, one officer
replied, “I wish you could tell
me.”

The problem has reached the at-
tention of the Independent Insur-
ance Agents of America (IIAA).
Its education director, Leslie Love-
land, said the ITAA is planning a
“recruiting program” to be dis-
tributed fo agencies to help them
establish plans for hiring more
qgualified personnel.

A program tentatively would in-
clude scholarships for college stu-
dents interested in insurance; psy-
chological tests for potential em-
ployes; learning systems involving
texts and tapes; and subsidized fi-
nancing for agencies hiring inex-
perienced recruits. :

As Mr. Loveland notes, up until
now, “nepotism more than any-
thing else” has been the basis for
hiring in insurance agencies.

But times are a-changing, at
least in Cincinnati, Oh. Continental
Associates Inc. president Carl R.
Schlotman, said he looks for an
educated person and not necessar-
ily an applicant with a business
administration degree.

“We look for someone who is
constantly upgrading himself and
has the ability to self-educate,”
Mr. Schlottman said. “People
demonstrate this scholastically or
through the work record in college.
From their past record, there is a
pattern indicating ambition.”

At Panhandle Insurance Agency
in Amarillo, Tx, S. Wayne
O'Keefe, a principal officer, la-
mented the lack of young people
entering the insurance field. He
said those recruits that do show an
interest want salaries commensur-
ate with five years of experience.
“We can’t compete with industry,”
he noted.

Agents expressed a desire to
train a new person rather than hire
someone with a previous record
of experience—unless, of course,
he can bring those clients with him
when he changes jobs. The excep-
tion would be those agencies in a
highly specialized field. .

For example, at the Financial
Insurance Service Inc. in Des
Plaines, Il, president William C.
Eickhof Jr. said because his agency
specializes in placing commercial
bank insurance, he needs people
versed either in banking or insur-
ance.

“We have to train them our-
selves whether or not they have
previous experience. We estimate
it takes $40,000 to train a person,
even with experience, It costs even
more if we have to train them in
insurance as well,” Mr. Eickhof
said.

Mr., Schlotman has found that
people with a previous unsuccessful
experience are “rarely successful
the second or third time around,”
due to an “intangible something.”

At Panhandle, Mr. O'Keefe said
people with insurance company
experience are desirable but only
if they haven’t worked with a
company too long, usually over
three years.

“In several instances we hired
a man with a company over three
years and it just didn’t work out,”

What a person lacks in insurance Because we are the market
ability when hired is lernented - . . «
tmqi’éhf on-the-job " i n in Children's Summer Camps, Animal Mortality
Py seunses. su sty cosnies and Saddle Horse Liability |
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used to have.”

|
2 §-10°0 Job sndl oty iy AND YOU'RE COVERED! 1
|
\

such as those offered by the society Nobody can place this business like we can
(I)meic‘.‘atrl‘?vr:ﬁcirstpeﬂy & Casualty We're plugged into this market every minute of ? / |
- every day and i 6
At the medium-sized Cincinnati X Am e diegy To Rl o e i ” e”

all the help you need whenever you need it.

agency, “basic training” consists of B i AGENCY INC. « MONTICELLDO, N.Y. 12701
o ears of nmuranee company || NCRme You ave acamp orsnimal roblem i 1011 - g1 o4 15

training courses whereas at the We've got you covered! TWX 510-240-8385

Texas agency, on-the-job training ’

consists of three fo four years CALL TOLL FREE ANYWHERE IN TH : 800-431-127

working in personal lines before || (IN NEW YORK, USE DmICTEwg%% 800-43 0

moving into commercial lines. =

itihlco

- \a=PREMIUM FINANGING

 eliminates your
collection problems and pays your
gross premiums in 15 days!

You gain in two big ways with “close out"'your insured until
THICO. First, you have the com- every effort has been made to
petitive edge when vou reduce  retain the account.

|

your prospect’s cash drain; he If you like getting your gross
can pay monthly, quarterly or premiums paid fast—and the
even seasonally. efficiency of a proven billing
Second, you have no collec-  system—then mail the coupon
tion problems to jeopardize below. Or call our headquarters
client relationships and you at 800-631-5385 toll-free from
don't waste valuable selling anywhereinthecontinental U.S.,

time. except in New Jersey where
What's more, you can place the number is 201-494-2200.

the business wherever you We'll rush you full details about

wish-THICO finances premiums THICO—one of the oldest

of property and casualty com- and largest premium financing

panies across the country. companies in the business.
Most important, THICO will not Mail your coupon now.

JL = — b |
! 10 Parsonage Road, Edison, N. J. 08817

f PREMIUM FINANCING |

I Yes, | want to be able to of‘er clients and prospects an unlimited credit line. Please rush

i me full information asout THICO premium financing and billing.

i O Please have your Field Representative call me. I
: Name “Title

1 Agency

= Address

= City. ‘ State. Zip.

l  Ttelepn )

l_ elephone. B-5 A
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Agency’s four-year effort to cultivate
association clients about to pay off

By SUSAN ALT

INDIANAPOLIS—BIll Garrity
is genuinely proud of the progress
he’s made in the field of managing
trade association insurance pro-
grams. In fact, he's at the threshold,
he’s convinced, of becoming a ma-
jor agency because of the big dol-
lars in group programs.

But it's taken him nearly four
solid years to staff up and build
the business. And he's still losing
money at it, “This year we'll be in
the black,” says Mr. Garrity of the
Association Program Managers di-
vision of his commercial insurance
agency, Associated Insurance Man-
agers Inc. The four year struggle
to break even on this group com-
mercial business “is on target,” he

adds. “We had a building period
that you just have to go through.”

Mr. Garrity’s agency operation
is set up in a most complicated
fashion. Beyond the two companies
already named, there’s yet another
company by the name of Manage-
ment Advisers, established to orig-
inate national trade association ac-
count programs.

It's easier to understand the dif-
ferences between the operations in
terms of various types of associa-
tion business handled by Mr, Gar-
rity. He has essentially three phases
of operations: seven Indiana state
trade association mass merchan-
dised accounts originated and man-
aged solely by Association Program
Managers; 30 association accounts

originated by firms such as Famex,
Penn General, MMI, ARM and
Royal-Globe and administered un-
der contrzet in Indianz by Asso-
ciation Program Managers; and
last, national association insurance
accounts originated by Manage-
ment Advisors on which is earned
only a 1% to 2.5% override.

“You've got to gear up to handle
association business,” Mr. Garrity
believes. “And you've got to han-
dle it out of a separate office.
That's where most people are going
wrong; they think they can market
and administer everything together
as part of one operation, but you
can’t do it that way.”

Association business is “keyed
off corpletely different concepts
and ideas"” than regular commer-

Indiana Home Builders Assn. is one of Mr. Garrity’s "large’ accounts.

cial brokerage business, declared
Mr. Garrity. “A program that has
been endorsed by an association is
your plus-factor. The association

Now you can offer dental
coverage that won't bite
into the payroll

N - Consolidated Group Trust's Group
' Dental Insurance Plans for companies
with ten or more employees often cost
participants as little as $1.50 a week for
employee coverage.
Through the facilities of CGT,
companies with as few as ten
employees can receive the benefits
reserved for major corporations
— including orthodontics, major
care and escalating coinsurance
(up to 100%) on basic care.

Both of our plans, Dentalmaster *

and Dentalmaster |I™* can broad-

en a benefit program dra-

matically with a surprisingly
small increase in cost.
For full detalls, just

open wide, and

say “Ah!"

has looked at the plan and decided
that is the way to go for the mem-
bers. Because of this, I can save
money.

“We handle claims direct in
many cases for our association
clients. That is, we go directly to
the company to settle claims. Also,
most association plans are billed
directly by the company . . . it’s
probably about half and half now
but more underwriters are doing
this. It’s an extension of the direct
writer concept, and my acquisition
cost is greatly lowered.”

Association Program Managers
has five association clients which
Mr. Garrity considers ‘“large™:
Among those are the Indiana Home
Builders Assn. with 2,700 members
including 800 builders and the rest
associate members, and the Bowl-
ing Proprietors Assn. with about
300 qualified members. His aver-
age size commercial account (mem-
bers of associations) generates $8,-
000 to $10,000 a year in premiums.

Associated Insurance Managers
(AIM) was established in 1964
and now has annual premium vol-
ume of $3 million, about two-
thirds commercial. In 1972, Mr.
Garrity brought in Mel Matthews
to handle the association business
“because we started seeing the
emergence of that business. After
several troubled years, you started
to see in 1972 the marketing con-
cept of association plans coming
back into its own with a greater
need for specialized coverages. It
was about a year and a half be-
fore we got Association Program
Managers off the ground. We got
the home builders in June 1972
and used that as a vehicle to get
the association business going.

“In January 1974 we decided
that the businesses had to be com-
pletely separate,” Mr. Garrity re-
counts. “So we opened a separate
office. At the end of this year we
will hit $2 million in statewide
premium volume on Indiana as-
sociations.”

In addition to the $5 million
premium volume already account-
ed for, administration of national

| e X ]
*Underwri-ten by Loyal Protectiv Life Insurance > ol association progxﬁm_s liex?'if_ted t‘o
Company, Boston, MA. ! amou_nt to z_mot er $8 million in
**Underwritten by Lumberman’s Mutual Casualty I, premiums this year.
Company. One of the Kemper Insurance Companies. AIM has an employe roster of
S s i § i 20 people, and the newer Associa-
5 tion Program Managers has six

CONSOLIDATEDGROUP TRUST & | |oma=”

group mass marketed accounts.
CENTRAL OFFICE — Massachusetts P.O. Box 1440 — Framingham, MA 01701 (617) 653-2054

“Qur target goal is to come up
with 15% of premiums as income,
and we're gearing up for $10 mill-
ion to $15 million a year in reven-
ues. Right now, we're getting aver-
age commissions of right around
12%,” said Mr. Garrity.

A major advantage of winning
commercial association accounts is
that the retention rate is very high
in the association business, he
noted. In the current insurance in-
dustry environment, it's more
trouble keeping underwriters on
the accounts. But if you can get
insurers on the accounts, he said,
“you just won't lose the accounts
you have.”

e e

CGT Group Life, AD & D, Income Protection, Medical Insurance and Dental plans are available in most states.
Please inquire for further details.
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_ This is attributable to a close
working relationship built up be-
tween the broker and the members

of the association, and the special

policy forms which the broker of-

ten works out for such . groups:

having special kinds of risks to in-
sure. “When you handle associa-

tions, you get to know their busi-

nesses very well. You learn to bhill

- them when their cash flow is best,

perhaps seasonally, and you know
their exposures and their most
profitable kinds of operations.

“You make it a point to attend
their meetings, their state conven-
tions and to know their problems.
For example, the fact that home

* builders don’'t have any money in

the wintertime explains why we
set up our programs and bill them
starting July 1.

“We will actually work out
special forms, say, for builder's
risks and negotiate with the in-
surers involved to get the coverage
accepted.”

All of this contact and negotia-
tion requires people, of course.
And the people costs in Mr. Gar-
rity’s business are high. He fig-
ures that roughly 20%, of commis-
sion dollars go into salaries for in-
ternal personnel who handle both
marketing and  service. Outside
sales and underwriting people get
another 40% of the commission
dollars. Another 25% of the com-
mission dollar goes to expenses in-
cluding accounting, advertising,
office costs and telephones. That’s
the ideal yardstick for cost allo-
cation, which would leave the tar-
geted 15% net profit. But since
Mr. Garrity’s business isn't in the
black yet, obviously some costs
have run higher than anticipated.

“The inside costs and outside
costs (of personnel) have been
higher as we’ve tried to build the
business to the (premium) levels
we want,” ‘he said. “Salaries for
producers are the biggest single
cost of doing business in this oper-
ation,” explaining why he expects
his producers to handle $750,000 to
$1 million in annual premium bus-
iness.

Travel expenses, which Mr, Gar-
rity finds difficult to control, have

lllinois issues
temporary
agent license

CHICAGO—The Illinois Depart-
ment of Insurance still is not test-
ing insurance agents but has re-
sumed issuing temporary agents’
licenses in the wake of a Sanga-
mon County court’s temporary in-
junction in August.

The
ments to an independent testing
agency, Educational Testing Serv-
ice, after two downstate agencies
filed suit claiming the method of
payment violated state law. The
plaintiffs are claiming that money
paid to the testing service should
be appropriated by the state legis-
lature and not be paid directly
from the insurance department as
presently is done.

The temporary licenses, valid

" for 90 days, were ruled legal by the

state attorney general, William
Scott, this September. However,
during the 90 days, the holder
must take and pass an examina-
tion for the broker's licenses.
Persons who received the license
in September will be unable to
sell insurance after December un-
less the state can come up with a
new method of test payments or
the court rules the old method was,
in fact, constitutional. Test fees are

© $25, $10 of which goes to the test-
. ing service.

So far, no court date has been
set on the case. [ ]

been. increasing substantially, as
have phone costs. APM has turned
to using more WATTS line to con-
trol those phone expenses.
Insurers have run into problems
underwriting association insurance
plans because “they’ve often vio-
lated a principal rule of homo-
genity of risks” when setting up a
new plan, declared Mel Matthews,

director of the Association Pro-.

gram Managers operations. He
acknowleged that APM has had
a real problem keeping carriers on
its program especially when Safe-
co pulled out of association plans
on a major scale, along with the
St. Paul Cos.’ pullout.

Three of APM’s seven state as-
sociation accounts have had to re-
place insurers in the last year
because of cancellations. Of the 30
national group accounts which Mr,
Garrity's organization has con-
tracts to service in the state or re-
gion, 10 have had a change in in-
surance carrier in the last year. Of

the four key Management Advis-

-ers accounts, only one had a change

in carrier recently.

Mr. Garrity finds that more as-
sociation members will now parti-
cipate in group plans that are off-

-ered, a change from several years
“ago when insurance underwriters

were highly competitive. “We
don't have the shopping with as-
sociation plans the way we did
during the price war. Then, the
only company that went into the
association plan was the one that
couldn’t go out and shop for low-
er premium for a separate pro-
gram.” :

The insurers used for state mass
merchandised accounts include Bi-
tuminous Casualty Corp., Propri-
etors Insurance Co., Hartford Fire
Insurance Co., American Druggists
Insurance Co.,, Maryland Casual-
ty Co., Royal-Globe Insurance Co.,
Great American Insurance Co.,
Providence Washington Insurance
Co., Chubb & Son, and Security In-
surance Co. of Hartford.

The most unusual of the four
key accounts established by Mr.
Garrity’s ‘Management Advisors is
that-insured by Emmco, a division
of Gulf & Western for Sonitrol, a
large central station alarm com-
pany based in Orlando.

Sonitrol has 125 franchises op-
erating central station alarm bus-
inesses, and expects to have 300
franchisees by yearend. Mr. Gar-
rity designed a special warranty
program for these operations in-
suring them for loses in the event
their alarms don’t respond as
promised. The insurance pays the
first $5,000 of loss by guarantee-
ing that the alarms will work as
they are designed to.

“We're also designing product
liability coverage and errors and
omissions (E&QO) coverage for
them,” said Mr. Garrity.

Mr. Garrity’s other three nation-
al accounts include 300 members
of the National Ornamental Metal
& Iron Manufacturing Assn.

(NOMA) out of Atlanta, for which
he “put together” the insurance
program, underwritten by Fire-
man's Fund and serviced through

" its Famex division, Fireman’s Fund

and Famex also insures and han-
dles the 600 members of the Coun-
cil of Periodical Distributors Assn.
(CPDA) out of New York. And
Home Insurance Co. underwrites
Mr. Garrity's program for the 5,-
200 schools and churches of the
United Pentecostal Church out of
St .Louis.

Bituminous is underwriter for
the 2,700 members of the Home
Builders Assn., of Indiana for all
property and casualty coverages,
while Fireman’s Fund insures com-
mercial packages, workers' com-
pensation and group coverages for
the 600 members of the Indiana
Restaurant Assn. Hanover Insur-
ance Co. insures commercial pack-
ages and workers’ compensation
for the 300 members of the Indiana
Electronic Service Assn. under Mr,
Garrity’s plan. [ ]

injunction stopped pay- |

“THE
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COMMERCIAL LINES PROSPECTING:

Necessary to focus on more
sophisticated sales methods

By GEORGE NORDHAUS,
President,
Insurance Marketing Services
Santa Monica, Ca.

PROSPECTING is an art. But
prospecting is talked about by
many, practiced effectively by rel-
atively few.

As strange as it might seem to
those in other businesses, most in-
dependent insurance agents and
brokers do not have an active
prospect list. The time-honored
method of referrals as the basis for
a marketing program does not call
for active solicitation of a prese-
lected group of prospective clients.

The more sophisticated insur-
ance salespeople, however,
spurred on by inroads into the
commercial lines business by di-
rect writing agents and companies,
are now beginning to return to
the basic principles of selling. The
foremost of these principles is to
have a prospect to whom the
agency would like to sell.

Prior to the 1970s, commercial
lines prospecting was a “guess
and by-gosh” proposition. Al-
though numerous sources for pros-

Exercise

By JANET MROCZEK CORRADO

DES PLAINES, IL.—Insurance
companies have “tightened up the
screws” on banker’'s blanket bond
coverage, William C. Eickhof Jr.
said.

That means his suburban Chica-
go agency, specialists in insuring
commercial banks, have had to be-
come more selective.

Mr. Eickhof, president of Fi-
nancial Insurance Service Inc,
said the application for banker’s
blanket bond insurance used to be
two pages long and take a half an
hour to fill out.

Now it is eight to 10 pages long
and gets into “the nitty-gritty of
bank operations.”

“That means our people have to
work harder,” Mr. Eickhof said.
They spend an entire day review-
ing operations with a bank officer
and conducting a physical review
of the premises, which includes
looking into teller's drawers for
marked money, and a host of other
security measures.

The increased time has “built
up our expenses,” he said, and now
if one of the agency’s representa-
tives calls on a bank which does
not have an annual CPA audit or
absolutely conform to the National

pects were available, either the in-
surance faternity did not under-
stand how to tap this information,
or it felt that the effort was not
worth the time and money expend-
ed. In the early 70s, however, a
combination of competitive fac-
tors, better communications about
sales methods successfully used by
these aggressive marketing organ-
izations (State Farm, Allstate, Em-
ployers of Wausau, Liberty Mutual,
to name a few), and the entry of
college graduates with marketing
majors into the insurance industry
re-focused the attention of the agent
and broker towards more sophis-
ticated sales methods.

A major sales and marketing
tool which had seldom been used
for that purpose was the computer.
Computer technicians had focused
only on insurance accounting and
had ignored the area of insurance
marketing. Within the past two
years, computer personnel have
begun to realize the vast potential
of their hardware as an aid to mar-
keting the insurance and risk man-
agement product. It is easy to pre-
dict that the computer will have
a tremendous effect on prospecting
(and marketing in general) in the
years ahead.

Simply developing a list of those
firms you would like to have as
clients is not going to solve your
marketing problems. Without an
overall sales plan, designed with
long and short range agency goals
in mind, putting together a pros-
pect list is futile.

This is not an article on market-
ing by objectives. To neglect to
mention that a total sales and
marketing plan (of which pros-
pecting is only one step) is vital
for the continued growth of any
organization would not tell the en-
fire story.

Someone in every firm has to be
in charge. Without a sales manager
(even if he or she must sell and

service business, too), the agency
will not have an orderly and effec-
tive growth program.

Before developing a prospect list
and taking the other steps neces-
sary to developing a meaningful
marketing program, a thorough
understanding of what is to be ac-
ccmplished must be shared by per-
sonnel in the agency. This means
that all agency employes under-
stand the importance of sales . . .
and kow necessary it is to create
and update a list of prospective
clients.

How many names you should
have on your prospect lisT depends
a lot on your agency and your total
marketing plan.

Do you have a method of keep-
ing in touch with prospects? Do
you let them know that they are
ccnsicered prospects for your agen-
¢y, and then follow up via personal
or wr: tten communication regular-
ly? 11 you have established such
a procedure, a good rule of thumb
is to acd as many prospects to the
list as you can stay in touch with
over a reasonable length of time
(perhaps a year, or eighteen
months at the most).

Until you determine certain de-
mogrephic characteristics and oth-
er details about your prospect, and
until you let him know he really
is on your list of potential future
custormers, he is really only a sus-
pect.

For commercial lines prospects,
many agencies limit the number of
firms on their list to the number
they <zn call on person-to-person
within a year’s time. They reason
that it is too costly to keep con-
tactinz prospects over greater
lengths of time. These agents try
to analyze the average number of
new calls on prospects their sales
people can see in a month, six
months, cr a year.

Otker aggresive agents feel that
the average commercial lines

salesperson can see 10 to 15 new
prospects per month (in addition to
servicing existing clients). Conse-
quently, these agencies try to keep
about 120 to 160 commercial lines
prospects per salesperson on their
prospect mailing lists at all times.
This means that additional names
have to be added, as prospects be-
come customers or become non-
prospects for one reason or another.

If this figure seems a bit high
for your agency, don’t use it. Any
number of prospects you select is
better than none. One of the most
successful agencies we know uses
a system of having each salesman
use a prospect list of only ten com-
mercial lines prospects. These “Top
Ten” are given the full sales treat-
ment by this agency’s salespeople.
They are seen or called almost
every month. The prospects are
discussed in agency sales meetings.
QOther salespeople in the agency
give helpful sales suggestions to
their counterparts. Peer pressure
and competition on each agent's
Top Ten keeps this agency's sales
program interesting and challeng-
ing. Of course, when a name is re.
moved from anyone’s Top Ten, an
additional prospect is put on the
list.

Some of the major brokerage
firms have even a smaller number
of prospects. Of course, their pros-
pects are usually much larger com-
mercial establishments than those
served by smaller agencies. It is
not unusual for a Marsh & Mac-
Lennan broker, for example, to
have as few as four or five pros-
pects on his active prospect list.
He can then concentrate on that
prospective client, learning as
much about the prospect’s business
as possible, meeting the personnel
and taking the other vital steps
leading to a sale.

Probably the best number of
prospects for most independent
agencies is the number that will
keep the agent and his salespeople
a bit uncomfortable. The challenge
of always having more prospects
to call than time available to make
the calls is the kind of fuel that
motivates effective salespeople.

There are almost as many ways
to find the names of commercial
lines prospects as there are com-
mercial lines agencies and broker-
age firms.

City directories, civic club ros-

ters, Chamber of Commerce direc-
tories, telephone books, alumni
lists . . . there is endless source
material available to develop
names and vital information on
prospects.

Dun & Bradstreet, Standard &
Poor’s and Reuben Donnelley
Corp.,, to name a few, offer all
sorts of lists and directories giving
vital information about commercial
prospects. Your sales manager can
make a quick trip to the business
section of the library and get a
list of all the directories available
for lease . . . and the library prob-
ably has most of these directories
on hand.

One directory every commercial
lines agency should have is the
state directory of manufacturers.
Your state Department of Com-
merce publishes an annually up-
dated directory containing infor-
mation on all industrial firms in
that state, including the company’s
product, number of employes,
Standard Industrial Classification
code, officials of that company, its
capitalization and other key infor-
mation.

Probably the best and most com-
plete method of commercial lines
prospecting is that offered by Dun
& Bradstreet Inc. through their
Dun’s Market Identifier (DMI)
program. Dun & Bradstreet has the
largest computerized data bank of
business organizations ever assem-
bled. Some 3,500,000 firms have
been analyzed. Over 2,400 D&B
employes work to keep these lists
as up-to-date as possible.

Information on the DMI cards
can be ordered by zip code, by
number of employes, by SIC code,
by sales volume, and by other
variables. The cards contain in-
formation on each firm, including
SIC codes, line of business, sales
volume, number of employes, year
business started, name of chief
executive, telephone number, and
additional marketing information.
The computer print-out accom-
panying the DMI cards contains
marketing profiles listing all the
companies received by SIC code,
number of employes and much
valuable information that will
help the sales manager in outlining
his marketing plan,

Many agencies have developed
their own methods of prospecting,
and a few bear mentioning.

Continued on page 30G

‘more selectivity’ writing banker’s bond

Security Act of 1968 (two under-
writing requirements of insurers)
“he will walk away,” Mr. Eickhof
said.

And after a review, he added,
the agency sends a four to five
page letter to the bank, with a
copy to the insurance company,
outlining the bank's operations

and recommending any corrective
risk control procedures.

Financial Insurance Services
Inc., takes in about $10 million in
premiums a year. Of that about $1

million comes from banker’s blan-
ket bond and other operational
coverages for banks.

The agency originated kidnap
ransom insurance in 1972 and had
an exclusive on the coverage with
National Home on the condition
that i would also act as a broker
for the large national brokerage
houses, such as Marsh & McLen-
nan, Fred S. James, Frank B. Hall,
and Johnson & Higgins, Mr. Eick-
hof claims.

Kicnap ransom insurance is

now written into banker’s blanket
bond, he said.

Financial Insurance Service Inc.,
and Scarborough & Co., Chicago,
managing general agents for Em-
ployers of Wausau, are the only
two specialists in bank coverage
in the country “and perhaps the
world,” Mr. Eickhof said.

He said that he and six other
principals of the agency left Scar-
borough & Co. and started Finan-
cial Insurance Service in February

of 1969.

Financial Insurance Service is
probably the biggest writer in the
country of single-interest insur-
ance, Mr. Eickhof believes, which
covers the bank’s interest in autos
with outstanding loans against
physical damage whether or not
the customer carries his own in-
surance.

About $3.5 million to $4 million
a year in premiums is realized
from single-interest insurance, he

Continued on page 30G
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Banker’s blanket bond coverage. . .

Continued from page 30F
said, placed about evenly with Na-
tional Union and Zurich.

“Aufo physical damage experi-
erice has been so catasirophic that
many companies have pulled out,”
Mr. Eickhof said, “but we've been
able fo keep our companies by
paying attention to loss ratios”

The agency has its own com-
puter to keep track of loss experi-

Prospect. . .

Contintted from page 30F

One Atlanta agency has five
sales people. Each of these agents
has a dictation unit in his or her
car. Each is charged with develop-
ing 15 new prospects a month. As
the salesperson travels abouf the
city and sees a new building being
erected, a renovation tzking place,
an old building torn down or other
activity, he dictates the name and
location into the recorder. Each
week the sales manager of this
agency coordinates the names of
these prespects into the agency's
master prospect list.

On an organized basis, asking
for referrals is a obvicus method
of prospecting utilized by some
productive agencies. Satisfied com-
mereial lines customers are asked
for names of four 'or five of their
business {friends to whom they
would be willing to recommend
the agency. A letter is then written,
with the permission of the satisfied
client, on the client’s stationery to
these referrals. Naturally the pros-
pect names are then added to the
agency prospect list . . . and fol-
low-up calls are made.

Most, aggressive agencies list
their commereial lines prospects by
expiration date as well as by al-
phabetized name. Even for com-
mercial lines, the buyer is more
inclined to be thinking of his in-
surance coverage at the time his
present coverage expires. A call
sixty or ninety days prior to that
date has been proven to be more
effective than at mid-term.

Yet most agents do not look
upon their present clients as poten-
tial customers. They set up an an-
nudl review only, sometimes nat
even that. on smaller comrmercial
establishments. They ignore the
fact that there is normally $1 of
“‘Class 2" business—Ilife, health,
pension, profit-sharing—ior every
$1 of property and casualty cover-

age.

Wetl-run agencies usually estab.
lish some sort of guideline for re-
viewing commercial lines accounts.
An annual review for accounts de-
veloping less than $250 of commis-
sions and fees, a semi-annual re-
view for those developing cornmis.
sions of up io $500, and a quarterly
review of cusfomers developing
over $500 in agency income, for
example, 18 the system used by
ceveral aggressive agencies. This
method, coupled with the “one-~
shop shopping center”, full-service
agency approach, can be the best
method of prospecting an agency
can use. =

Mr. Nordhaus is jounder and
president of Insurors Press Ine.
and Insurance Marketing Services,
both of Santa Monica. He's served
as managers of several insurance
agent associations, 1written tuo
books on insurcnce agency adver-
tising and public relations, and has
donie consulting jor insurance un-
derwriters and agents around the
country. Inguiries about Mr. Nord-
haus’s newest book, Morketing
Property and Cdsualty Insurance,
should be addressed to 1323 Lin-
coln Blvd., Santa Monica, Ca,
90401. Mr. Nordhaus is an under-
writing member of Lloyd's,

ence in sitgle interest coverage,
which is a sophisticated market, he
said, and for 1976 the loss ratio is
running under 50%. The agency
alsp has claims paying authority
for the line, and works hard to
maintain what Mr. Eickhof de-
seribes as ‘“‘a finé reputation for
claims handling.”

Financial Insurance Service also
handles credit life and sceident
and health insurance for install-
ment loan departments, and offers
data processing coverage whether
the bank is a user or supplier,
which includes dishonesty, loss in
transit, legal liability, and damage
to eguipmernt.

Ahout $1 million in premium
ingome a year comes from directors
and officers liability and pension
trust liability coverages, Both mar-
kets have bloomed in recent years,
Mr. Eickhof said.

About 759% of the banks now
carry directors’ and officers’ lia-
bility insurance, which is a big
Jump from a couple of years ago,
he said. Pension trust Hability
caverage became important with
the Employe Retirement Income
Security Act of 1974 which broad-
ened the definition of, and placed
personal liability on, fiduciaries.

Crum & Forster and National
Union are the underwriters for the
agency's directors’ and efficers’ lia-
bility business.

Financial Insurance Service is
alse the admirisirator for the em-
ploye benefits program of the
Banks of Illinois Insurance Trust,
which was set up when g split took
place in the Iliinois Bankers Assn.
s0 that all banks in the state could
be eligible for the program,

Prudential underwrites the cov-

erages, which include hospitaliza-
tion, maijor medieal, life, salary
confinuance, and a _pension plan,
for the approximate 400 Illinois
banks in the program with over
7,000 lives involved.

The agency has claims paying
authority for the program and is
paid on a fee basis account for
about %3.5 million to $4 milllon a
vear in volume.

The agency also works on a fee
basis to survey a bank’s insurance
program, which costs about 31,500
for a moderate size bank, Mr. Eick-
hof said, reduced if the bank then
buys insurance from the firm.

Financial Insurance Setvice has
1,500 client banks in 22 states for
which it handles primarily opera-
tional coverages but also employe
benefits. The agency's carriers for
banker’s blanket bond are Hart-
ford, INA, 5t Paul Cos. and Con-
tinental Cos.

The agency has 40 employes, 15
outside producers or market repre-
sentatives, and 85% to 90% of i's

business is developed by making
calls on banks, Mr. Eickhof said.

“Omr  specialization, and the
sophistication of our people sells
our product,” he said. *Availability
and knowledge of the field con-
vinces banks to corne with us® =

Increases capital

Directors of Mentor Insurance
Litd,, based in Hamilton, Bermu-
da, said that effectivve Sept. 1 the
authorized apd issued share cap-
ital of the money was increased to
5 million from the previous issued
capital of $950.000. The increase
is in keeping with Mentor's objec-
tive of improving its security
standing, by increasing its present
capital and surplus to approxi-
mately $16.8 millien. The insurer's
current earned premium to surplus
ratio is 0.7 to one. Mentor, a sub-
sidiary of Ocean Drilling & Ex-
ploration Co. (ODECO), has a sub-
sidiary Mentor Insurance Co.
(U.K.) Lid. in the London market.

the baker,

~ Insurance for the butch
candlestick maker.

€r,

Here's a new insurance
story with a profitable ending, Qur
competitively-priced Business-
owner's policy. It gives broad pro-
tection to small and medium-sized
retail, apartment and office owners,
with advaniages they can't get
anyplace else,

For instance, we'll handle
the whole account in one compre-
hensive package poliey. You can
bind coverage for many risks up to
$1.,000,000. And with our simplified
rating approach, you canrate each

policy on the spaot.

We cover all property on a
replacement cost basis, automati-
ca'ly update building values quar-
terly, and make payments for lost
earnings and rental income for up
to 12 months.

Qur policies are issued
ultra-fast. And we're justas guick
to act on any claim (usually there
within 8 hours). Cur continiuous di-
rect bill systemn is still ancther inng-
vation. We do all the billing and
co lecting. And after the initial pre-

mium, we're responsible for un-
collectible premiums.

it all adds up to a higniy
salable policy which can help in-
crease your agency's income. For
more information, ask a SAFECO
marketing representative or w-ite
us. We'll all live happily ever after.

SAFECO

SAFECOINSURANCE COMPANY OF AMERICA
HOME OFFICE - SEATTLE ‘WASHINGTON
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ARM agencies are able to compete
successfully with the large brokers

By MARGARET LeROUX

ROCKVILLE, MD.—Mass mar-
ket programs on a statewide basis
have made Associated Risk Man-
agement (ARM) a potent force in
independent agencies’ competition
with the large brokers, Joseph W.

Bow, treasurer of ARM Interna- .

tional said in an interview.

“Mass marketing has failed
where it's tried to do business on
a nationwide basis; national pro-
grams lack control and market
penetration,” Mr. Bow said.

Conversely, ARM groups, asso-
ciations of independent insurance
agents on state and regional basis,
offer better service of association
group programs because of their
thorough coverage of a given area,

Mr. Bow explained.

There are 25 member units of
ARM International, representing
more than 400 agencies through-
out the U.S. with total premium
volure of $1 billion.

Most ARM agencies are small,
although their premium volumes
range from $500,000 to more than
$10 million. ARM groups design,
market, sell and service group
property/casualty programs and
related financial services.

“Each state group has its own
approach and bylaws,” Mr. Bow
said. “There's no need for every
state or every program to do things
exactly the same.”

For ARM members, the associa-
tion offers services ranging from

HE NEEDS A

seminars on agency management
to arrangements with appraisal
companies. In Michigan the ARM
group established a premium fi-
nancing company for its members.
ARM International operates as
coordinator of member groups, the
treasurer pointed out. “We share
market analyses among member
groups and in a day of tight mar-
ket situations, it can give an agent
an edge on the competition.”
When one ARM group markets
an association program, ARM In-
ternational sends out information
on the program to other member
groups, Mr. Bow said. “It helps
members to know where the good
markets to approach are. It saves
them from chasing down 20 differ-
ent markets when thev want a

specific one.”

Ancther program ARM Interna-
tional is exploring for member
groups is the administration of
501 (c) (9) trusts.

“We're sort of a mutal aid so-
ciety,” Mr. Bow said. “We get
together people not in competition
with each other.”

The Wisconsin ARM group, for
example, has 15 marketing terri-
tories, noted Rod DenBor, execu-
tive director. “We can effectively
compete with the big national
brokers for association programs,”
he explained, “because we have
offices throughout the state.”

“Marsh & McLennan has offices
only in Milwaukee and Appleton,
and Alexander & Alexander has an
office only in Green Bay. They're
not going to send an agent across
the state to call on a single mem-
ber of an association,” Mr. DenBor
said.

The Wisconsin ARM group
writes a program for 310 members

The underwriters of the umbrella he counted on to keep him
safe have raised their minimum requirements for underlying
coverage or retention. But the company writing his primary
liability policy hasn't increased its maximum exposure—

and doesn't want to.

You can scarcely blame either of them. The dollar cost of
liability.losses has risen almost out of sight—and it's still

going up.

But your client could be made safe with a “buffer layer” of
excess casualty coverage from Drake. Limits can be as low

as $100,000 or as high as $1,000,000 or more.

The experienced underwriters at Drake offer you new
dimensions in both coverage and service. Exceptional in the
market, they give you a strong admitted company with the
capacity and the concern to provide the “gap layer” your
clients need—any thickness, anywhere in the country.

Phone or write Drake today for full details.

Drake

INSURANCE COMPANY OF NEW YORK

MEMBER OF THE HOWDEN SWANN GROUP

55 JOHN STREET, NEW YORK, N.Y. 10038 = 212-349-4654
A NEW WORLD OF INSURANCE DIMENSIONS

of the Retail Gasoline Dealers
Assn. generating a billing of $57,-
000 per month.

“We offer a business package,
group life and health, disability
and retirement,” the director said.

The Wisconsin Food Dealers
Assn. recently endorsed the Wis-
consin ARM group for a business
package, health, life and disability
coverage for its smaller stores.

“With the present market situa-
tion, we're having difficulty find-
ing markets for insurance to cover
larger supermarkets,” Mr. DenBor
said.

The Chesapeake ARM group
and the Ohio ARM group are mar-
keting directors’ and officers’ lia-
bility programs underwritten by
MGIC Investment Corp. for banks.

Mass marketing has yet to be-
come profitable for most of the
ARM groups, Mr. Bow acknowl-
edged. “Only three or four of the
groups are profitable in dollars
and cents,” he said. “It takes three
or four years for this type of pro-
gram to become profitable.”

However, even where ARM
groups aren't presently making
money, members are glad to pay

dues ($500 to join, which includes--

stock in the ARM Assn. and $75
per month) because of the market
information and education pro-
grams offered them, he added.
“We're looking for expansion
oriented agents who have a CPCU
(Chartered Property and Casualty
Underwriter) in the agency,” Mr.
Bow said. “We want an agency
with the proper staff to sell and
service association programs.” =

Wholesale
insurance
facility set up

SAN DIEGO—A group of ex-
ecutives from John Burnham &
Co. formed Beech Street Insurance
Services, a wholesale insurance fa-
cility which will operate through
agents and brokers throughout
Orange, Imperial and San Diego
Counties, and in Arizona.

One of the divisions of Beech
Street Insurance Services, under
the direction of Sam Hartman,
will offer special programs and
administration ~ of self-insurance,
pre-paid medical and dental plans.
Mr. Hartman has a background in
the administration of health ser-
vices and in the development of
computerized health examinations.

William S. Custer will manage
a separate division, Beech Street
Surplus Lines Insurance, which
will handle sales through indepen-
dent agents and brokers, drawing
upon worldwide connections in
marketing surplus lines and spe-
cial risk coverages. He will offer
property and casualty insurance
not normally provided by domestic
insurance companies.

At the same time, Roy E. Erwin,
executive vp of Burnham Co., an-
nounced the acquisition of the self-
insurance administration facilities
of Swett & Crawford, the oldest
and largest operation of its kind
in Arizona.

Robert L. Kley, former director
of the Industrial Commission for
the State of Arizona, and vp of
Swett & Crawford since 1974, will
head up the successor firm, Burn-
ham of Arizona. Present self-in-
surance operations will be ex-
panded to include the other Beech
Street Insurance Services through-
out Arizona.

Other principals in Burnham of
Arizona and Beech Street Insur-
ance Services are: Mr. Erwin,
chairman; Henry Harriman, pres-
ident; Louis J. Garday, CPA, sec-
retary-treasurer; and Malin Burn-
ham and Bruce Morrice, direc-
tors. ]
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Pru Re decides to underwrite bigger
piece of OPIC's international pool

By PAUL R. MERRION

WASHINGTON—Prudential Re-
insurance Co. is planning to sig-
nificantly increase its participation
in the insurance pool of the Over-
. seas Private Investment Corp. next
year, an OPIC official told Busi-
ness Insurance.

OPIC is currently engaged in a
drive to increase participation by
private insurers and reinsurers,
both foreign and domestic, in a $40
million pool called the Overseas
Investment Insurance Group
(OIIG).

Pru Re has made a commitment
to increase its already larger-than-
average participation of $300,000 by
50%, bringing it to $450,000 for
fiscal year 1977, according to Rob-
ert Svensk, manager of private pro-
grams for OPIC.

Pru Re also indicated that it
may boost its participation even
further—depending on the insur-
ance industry’s response to OPIC’s
recruitment efforts—up to a max-
imum of $800,000, Mr. Svensk said.

Seventeen private insurance
companies currently subscribe $7.8
million of the $40 million poll, with
OPIC taking up the balance as
well as handling reinsurance for
the pool,

Lloyd’s of London has a $4 mil-
lion chunk of the risk, and Zurich
Insurance Co. has $1 million, leav-
ing $2.8 million to be spread among
15 companies.

Private participation in fiscal
year 1976 fell short of OPIC’s $10
million goal, but participation next
year is expected to increase 20%
to 30%, according to Milliard A.
Zola, OPIC wvp for insurance.
“There’s good indication that pri-
vate companies will be more recep-
tive this year,” he said.

OPIC held a meeting earlier this
year to discuss the need for more
participation by the private insur-
ance industry. At that meeting, sev-
eral speakers, including a represen-
tative of Lloyd’s of London, were
skeptical about the likelihood of
significant new "or increased par-
ticipation (Business Insurance,
May 3). :

With multinational corporations
under increasing scrutiny by Con-
gress, the future of OPIC as a pri-
mary insurer of the political risks
of investing abroad is also being
questioned. A deadline of yearend
1980 has been set by Congress for
OPIC to turn over all of its in-
surance functions to the private
sector.

The drive for more participation
by the private insurance industry
¢an be seen as being, in part, a re-
sponse to this pressure from Capi-
tol Hill to. get the government out
of the insurance business, espe-
cially when the insureds are large
multinational ecorporations.

OIIG, the OPIC insurance pool,
brovides coverage against the po-
litical risks of expropriation and

CPCU elects

new officers

CHICAGO—The Society of
Chartered Property and Casualty
Underwriters (CPCU) elected
John D. Phelan, chairman of
boards, American States Insurance
Cos., Indianapolis, In., president at
its 32nd annual meeting here.

Other elected officers include:
Robert C. Nevins, managing part-
ner, Dinner Levison Co., San
Francisco, president elect; Edwin J.
Sealy, president, Davis & Dissette
Inc., Cleveland, vp; Burt C. Proom,
of NEL-PIA, secretary. ]

currency inconvertibility. The pool
now provides coverage for some
two-thirds of all new non-petro-
leum investments in about 30
countries, according to OPIC.
OIIG operates as a combined
underwriting and reinsurance pool
which issues new coverage and
reinsures a portion of the risks in
OPIC'’s existing expropriation and
currency inconvertibility portiolios.

Net written premiums for the
first three quarters of fiscal year
1976 amounted to $12.4 million
and the OIIG posted a combined
ratio of 33% for the nine-month
period, according to OPIC.

OPIC officials are currently
meeting with the senior executives
of about 35 to 40 “target’ compa-

nies, Mr, Zola said. An initial par-

ticipation of 1% of the pool, or’

$400,000, is being recommended.

OPIC has been striving to im-
prove its image among the insur-
ance industry this year. Prospec-
tive participants in the pool are
getting a look at OPIC’s books as
well as being briefed on OPIC’s
management philosophy in order
to convince them of the soundness
of the venture.

“We're getting pgreater accep-
tance this year,” Mr. Zola said.
“We've changed the nature of the
nature of the policy and our under-
writing philosophy to be more
consonant with what the tradition-
al insurance industry does.”

The recruitment and increased
participation drive is being directed

primarily at American companies
to keep the insurance pool bal-
anced between foreign and domes-
tic parties, he said.

“There is all the foreign capacity
you could want,” the OPIC vp for
insurance said. “A good marketing
effort on the Continent would
probably fill the $40 million pool.”

OPIC is trying to keep the par-
ticipation of foreign insurers down
to a ratio of 2:1 against the do-
mestic insurers so that with the
participation of OPIC in the pool,
the domestic share would exceed
the foreign Share, Mr. Zola said.

Besides the possibility of making
a profit in the OPIC insurance
pool, Mr. Zola said there are “in-
tangible benefits” for participants.

Private insurers who subscribe
to the pool get a chance to watch
a government agency at Work and
to meet government officials, he
said, in addifion to getting a “feel-
ing for participation in the inter-
national investment community.”

Under its constitution, the OIIG’s
operating policy is determined by
a 12 member board of goverrors,
six of whom represent the private
insurers with the remainder repre-
senting OPIC. During the first two
years of operation, the board has
been chaired by the St. Paul Fire
& Marine Insurance Co.

Private insurance companies
who have participated in the OIIG
include: Aetna Insurance Co,
American Mutual Reinsurance Co.,
American Reinsurance Co., Ameri-
can Universal Insurance Co., Belle-
fonte Insurance Co., Employers
Mutual Liability Insurance Co.,
INA Reinsurance Co., Interstate
National Corp., Lloyd’s of Londot,
Lumbermen’s Mutual Insurance
Co., Michigan Mutual Insurance
Group. Pennsylvania National Mu-
tual Casualty Insurance Co., Pru-
dential Reinsurance Co., St. Paul
Fire and Marine Insurance Co,
Sentry Insurance Co., Transatlan-
tic Reinsurance Co., and Zurich In-
surance Co. ]

WHAT BERNARD DAENZER
SAID ABOUT

RISK MANAGEMENT.

“There is nothing more embarrassing to a risk

manager than to build a whole program of insurance
and then to discover that it went all wrong because
it was built on an improper assumption of facts or on
inadequate information. If he really wants to break
down this whole idea of the ‘insurance survey’ or ‘finan-
cial management of a risk,” or whatever term he uses for
his approach to the problem of risk, he must start with
an analysis of the three basic functions; (1) risk detec-

making.

tion, () analysis and evaluation, and (3) decision

the basic fact-finding procedure’”

(Bernard John Dasnzer. From his book “Fact-Finding Techniques in Bisk Analysis. 1970by American Management Assoclation, Ine )

WHAT HARTFORD STEAM

BOILER SAID ABOUT
BERNARD DAENZER.

“We couldn't agree more. Because Hartford Steam

“The biggest problem is definitely in risk detection,

Boiler’s approach to boiler and machinery insurance is
predicated on the principles of risk detection, analysis
and evaluation. For 110 years, our teams of inspectors
have been identifying exposures for thousands of clients

who wanted the best boiler and machinery coverage

they could get. Their success is our success. We're not
only theoldest and largest boiler equipment insurers in
the business, but also the most experienced. So when
you insure with us, you can be sure you're getting the

very best. We take a lot of the risk out
ment, but it’s your decision.”

of risk manage-

HARTFORD STEAM BOILER INSPECTION AND INSURANCE

Hartford, Connecticut 06102
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Alexander forms centralized risk services group

By MARIE KRAKOWIECKI

NEW YORK—Alexander & Al-
exander Inc. formed a new risk
management services group by
combining Anistics, its analytical
statistics division, with its self-
insurance and captive management
services.

For corporate clients, this means
A&A’s risk consulting will be put
‘on a national level and will be
more coordinated and complete,
but will not affect the cost of
services, the head of the new group
said.

Robert A. Gielow, senior vp and
regional director for the Midwest,
is directing the operations for the
~new Risk Analysis and Manage-
ment Group from his home base
in Chicago.

During a wvisit this month to
A&A’s corporate headquarters in

New York and where Anistics is
based, Mr. Gielow told Business
Insurance he anticipates the new
risk management group will be in
full swing by about the first of the
year.

A&A decided in July to make
the changes. Mr. Gielow said A&A
had been considering the forma-
tion of a coordinated risk manage-
ment group since before mid-1975,
but partially because of its region-
al approach to corporate accounts,
had been somewhat slow in im-
plementing the .idea.

He admitted that competitor
Marsh & McLennan's recent suc-
cess with its technical services di-
vision had “crystallized” A&A's
resolves to move ahead with its
risk management group. But he
said the need for such a service
had developed swiftly, and that

he felt both firms were responding
to the same type of client needs in
their separate ways.

Mr. Gielow denied a rumor to
the effect that the president and
founder of Anistics, Joseph Des-
tein, was being “bumped” down
in A&A's organization as a result

of the new risk management -

group. “Joe Destein was and is
president of Anistics, and I would
dispel any thought that he is get-
ting ‘bumped’,” Mr. Gielow said.

“He is still responsible for Anis-
tics, and that is the rock on which
this whole operation is based. He's
got a major challenge as a result
and his importance, if anything,
has been increased.”

Although Mr. Gielow initially
characterized the formation of the
new risk management group pri-
marily as a marketing move, he
described a number of elements

involved with it which could im-
pact on the kinds of services cor-
porate clients can expect to receive
from A&A.

Anisties, for instance, has de-
veloped a scoping study which the
new risk management group will
conduct (“for a modest fee”) to
determine if a company is big
enough to -effectively use such al-
ternatives to conventional insur-
ance as higher deductibles, self-

‘retention of risk, or captive insur-

ance companies.

The whole area of captive man-
agement is one Mr. Gielow hopes
the new operation can aggressively
pursue. One of the three divisions
making up the new group is the
Bermuda-based Alexander Inter-
national Ltd., which currently
manages about 20 captives.

One of Risk Analysis and Man-

When youre good,

you dont have to shout.

ROLLINS BURDICK

HUNTER

Multinational Insurance Brokers

World Headquarters

10 South Riverside Plaza

Chicago, lllinois 60606

agement Group's major goals will
be to increase A&A's edge in the
captive management field, bring-
ing it closer to the level of com-
petitors like American Risk Man-
agement (60 captives), American
International Co. Ltd. (40 cap-
tives), Johnson & Higgins (35
captives), and Marsh & McLennan
(34 captives).

A&A has greatly expanded its
concern with risk management
counseling for its clients, Mr. Gie-
low said, and as a part of its
sharpened interest, the brokerage
firm will probably try to hire a
few top corporate risk managers
away from their eompanies.

All told, the three units com-
prising the new risk management
group will have about 75 staffers
when fully underway. In addition,
Anistics will be acquiring its own
computer capability instead of op-
erating under a time-sharing ar-
rangement using terminals.

In October, A&A was still work-
ing on its official announcement
of the formation of the new risk
group, but had not released the
statement. Part of the announce-
ment quoted Mr. Gielow as ex-
plaining: “I think it’s important
to note that the Risk Analysis and
Management Group will- not of-
fer a fixed set of services to be
selected separately by the client.

“It's not a packaged program or
one based on broad generalities
and assumptions. Instead, the
group will lend itself to an over-
all process which includes risk
identification and analysis and
risk management consulting in all
its forms.”

When a copy of the still-unre-
leased announcement was ob-
tained, its refercnces to A&A's in-
tended expansion into risk identi-
fication—one of the basic functions
of the corporate risk manager—
raised some question about wheth-
er A&A’s new group might be re-
ceptive to the kind of arrangement
that developed at Fairchild Cam-
era & Instrument Corp. last year.

In an admittedly unusual ar-
rangement, the San Francisco of-
fice of Marsh & McLennan in-
stalled two of its own employes
to act as Fairchild’s risk manager
and assistant risk manager (BI,
QOct. 6, 1975).

Mr. Gielow stated unequivocal-
ly that he does not foresee the
new A&A risk management group
heading in that direction. A&A
would not attempt to replace the
internal corporate risk manage-
ment function with a broker serv-
ice as at Fairchild by its emphasis
on identification of risk.

Rather, A&A plans to offer an
expanded counseling service to its
clients and provide a - statistical
analytical base from which the
corporate risk manager can make
his own decision on ways to iden-
tify, analyze, and fund risks, the
executive stated.

The difference in the services
the corporate risk manager will
be getting under the new set-up is
that all the services will be of-
fered as a coordinated body rather
than in piecemeal fashion.

Costs should not change appre-
ciably, Mr. Gielow said. While
there might be some different fees
to reflect changes in the statistical
services themselves, he added, the
cost-plus basis of the firm's self-
insurance and captive management
services will remain the same.

If a client for some reason still
prefers to buy the services sepa-
rately, A&A will accomodate the

request on a fee-for-service basis,

he noted.

“We are perfectly willing to
talk to any client about using any
part of our services, but we would

Continued on page 33




Agents|brokers in mass merchandise
group get packaged E&O insurance

CHICAGO— After several
months of searching for an under-
writer, the Professional Independ-
ant Mass Marketing Administrators
(PIMA) lined up Shand, Morahan
& Co. of Evanston to underwrite
errors and omissions insurance for
many of its agents and broker
members.

“Unfortunately, because of the
changing nature of the market
place there has been a severe re-
duction in the number of insur-
ance companies willing to under-
write this type of coverage,” said
PIMA of its arduous search.

Close to 50 of PIMA’s 100 mem-
ber firms initially expressed in-
terest in buying the E&Q coverage
through the association, represent-
ing a premium potential for Shand,
Morahan of $250,000.

Shand, Morahan acts as manag-
ing underwriter for Mutual Fire,
Marine & Inland Insurance Co.
based in Philadelphia, The cover-
age will specifically include all ad-
ministrative functions which PIMA
members normally provide, includ-
ing billing and collecting of pre-
miums and claims payments.

PIMA approached over a dozen
different insurers to obtain insur-
ance for its members, said Robert
L. Morris, executive director of the
association. Since the larger mem-
bers of PIMA are experiencing the
most difficulty obtaining E&O in-
surance for their own operations,
he expects that there will be about
$250,000 a year in premiums gen-
erated “eventually.”

Larger members of PIMA gen-

AGA

Continued from page 32

strongly recommend a study be
done by the Anistics group,” Mr.
Gielow said.

Even though Anistics, Alexsis,
and Alexander International Ltd.
are froming the nucleus of the new
Risk Analysis and Management
Group, they will continue to re-
tain their distinct identities.

Mr. Gielow said that under his
direction the risk group'’s special-
ists from disciplines including
computer sciences, physics, nuclear
technology, finance, industrial
safety, engineering and claims
would combine their efforts in a
problem-solving approach which
A&A expects will differ widely
from one corporate client to the
next.

It is this problem-solving ap-
proach he sees as the basis of the
new group’s service. He also thinks
it is what's needed to fill the gap
some insurance companies left for
their clients when the insurers ran
into surplus problems in recent
years.

“For many years people seemed
to feel this kind of servic ecom-
peted with what insurance com-
panies should offer their clients.
I don’t think it so much usurps
this service as much as it fills a
place the insurance companies
have abdicated,” Mr. Gielow said.

As far as priorities A&A would
set up within the new risk man-
agement group, the biggest one
seems to be simply to win more
corporate accoutns by luring them
with the promise of improved
service.

“We are no tso interested in
establishing priorities ouselves as
offering a program for clients
which will help them set up their
own priorities,” Mr. Gielow said.

“This is not being thrown in as
a service after A&A wins a big
national account; it is being of-
fered as a way we can win those
big accounts in the first place.” =

erally bill $50 million to $60 mil-
lion a year in mass marketed pre-
miums, Mr. Norris said, noting that
one member experienced a jump in
annual premiums for his own E&O
coverage to $36,000 a year from
$10,000 a year, upon renewal,

“Qur rates under this program
aren’t the lowest, but the cov-

. erage is better,” Mr. Norris said.

Some policies written for agents
don't cover billing, collection of

premiums or claims payments by
program administrators, but the
Shand, Morahan program Ccovers
all of these exposures, he added.
Rates depend on the risk and
premium billing volume of the
PIMA member applying for cov-
erage, although the minimum pre-
mium is $1,000 a year for coverage
of $100,000 single limit with a $1,-
000 deductible. Maximum limits
available are $5 million single lim-
it, with higher deductibles of $2,500

or $5,000 applied if a firm wants
the higher limits. Some PIMA
members have already signed on
for still higher deductibles of $10,-
000 and $25,000 per occurrence,
Mr. Norris said,in order to get the
available premium savings.

Conversations with PIMA mem-
bers and sources close to the mass
marketing business indicated that
interest was generated in the PIMA
group program because markets
for E&O coverage for agents and
brokers had tightened significantly
in recent months.

Northwestern National Insurance
Co. was reportedly pulling out of
the markets, and had sent notices
of nonrenewal of policies to at least
five of the association member

firms.

Interstate Fire & Casualty In-
surance Co. was taking no new ap-
plications but was said to be re-
taining the policyholders already
on the books.

Fireman's Fund Insurance Cos.,
which underwrites the group in-
surance program for agents who
are members of the National Assn.
of Life Underwriters, is said to
have asked PIMA for a minimum
annual premium of $500,000.

Cal-Union Insurance Co. was
known to be sending out nonre-
newal notices to agents for E&O
insurance, while St, Paul Fire &
Marine Insurance Co. was renew-
ing, but at double or triple the ple-
vious year's premiums.

The Spirit of
Independence

Alone he made the decisions that affected his livelihood and his life. His was the spirit to
survive, to succeed, to excel on his own. His was “The Spirit of Independence.”

This spirit is reflected in the independent insurance agents who represent Grain Dealers
Mutual Insurance Company. They also represent a number of other insurance companies. So
to earn the business of the independent agent, Grain Dealers Mutual must offer him signifi-
cantly better products, service, and assistance. Our success depends on his success, which de-

pends on your receiving the right coverages for ~

your dollar and your needs.

Grain Dealers Mutual believes in “The Spirit of

Independence.” You should too.

GRAIN DEALERS MUTUAL

insuraNce company

Indianapolis 46202 - Omaha 68102 . Greensboro, NC 27405
San Francisco 94104 / Member:

Improved Risk Mutuals

Food Industries Federation of Mutual Insurance Companies
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Rand Corp. study reveals there's
no benefit from preventive care

CHICAGO—Tentative findings
of a Rand Corp. economist show
that preventive medical care has
“no beneficial effect” on health
status of patients and that cover-
age for ambulatory care can ac-
tually increase hospital utilization.

Charles E. Phelps, senior research
economist with The Rand Corp.
in Santa Monica, Ca., said that co-
insurance reduces the demand for
health care slightly while deducti-
bles in health care insurance “have
been observed to reduce medical
care by significant amounts, the
effect becoming stronger as the de-
ductible’s size increases.”

Mr. Phelps told a Blue Shield
plan conference on health care
costs this month that a 20% co-
insurance plan for example, would
result in about a 30% decrease in
demand for care over plans with
no copayments for physician am-
bulatory care, but there would be
only a 10% reduction in hospital
use.

Deductibles can affect decisions
on whether to hospitalize a patient
but it has “almost no effect” on de-
cisions concerning length of hos-
pital stays or use of services.

The economist claims that co-
insurance and deductibles do not
deter people from seeking preven-
tive care which had been thought
to increase medical care costs. In-
stead, Mr, Phelps cited a Kansas
Blue Cross study that showed ex-
tending coverage to ambulatory
care increased the amount of hos-
pitalization not decrease it.

He said if there is still concern
about denying preventive care, dif-
ferent deductibles for different in-
come classes can be used in the
insurarice plans.

When the deductibles are re-
moved, hospital care stays are not
reduced possibly because of ineffi-
cient screening; doctors ignoring

Hits insurers
for illegal

bank deals

INDIANAPOLIS—The Insur-
ance Department of Indiana said
some insurance companies, mainly
those engaged in writing credit
life and accident and health busi-
ness, are maintaining deposits in
banks with which they do business
at no interest, or at interest rates
substantially less than competitive
rates.

When an insurance company
places funds on deposit in a bank
with whom it does business at less
than competitive interest rates, the
additional income the bank receives
for use of those funds, represented
by the difference between what
interest is paid on the-account and
what the bank would normally
pay in interest on such an account,
constitutes additional compensation
to that bank by the insurance com-
pany, the Insurance Commissioner
said.

The department has specific
regulations on the compensation
and commissions an insurance
company can pay on credit insur-
ance business. For an insurance
company to engage in depositing
non-interest bearing funds in banks
in order to secure or maintain the
bank’s credit business is a form of
compensation to that bank that is
illegal in Indiana, H. P. Hudson,
insurance commissioner, charged.

He directed all insurers doing
business in Indiana that have de-
posits of the above nature to cease
such practices immediately. L]

the screening or patients not com-
plying with initial findings.

“Data from both prepaid group
practice plans and from the mili-
tary also suggest that much of
what is commonly described as
‘preventive medical care’ has no
beneficial effect on health status,
and certainly is not justified on
cost-benefit considerations,” Mr.
Phelps said.

The Rand Corp. has begun an
experiment on 2000 families en-
rolled in health insurance plans set
up by Rand to find the effects of
insurance plans on health status
and cost savings. The study is
scheduled to last three to five
years; preliminary findings won't
be ready for another 15 months.

Citing what he calls “sketchy”
data, Mr. Phelps notes that persons
with full coverage hospital insur-
ance use one-and-one half to two
times as many hospital says as un-
insured persons. Persons with full
outpatient coverage use “substan-
tially” more than twice as much

service as the uninsured and any

move to full coverage by the public
would cause “substantial increases
in demand for physician services.”
Persons insured for dental and
prescription insurance coverage use
twice as much of those services as
those without insurance. ,
Mr. Phelps says that people want
copayment plans with lower pre-
miums and are willing to pay de-
ductibles or coinsurance in ex-
change for high coverage limits

and major-risk protection.
According to both Charles Phelps
and Karen Davis, another econo-
mist and a senior fellow at the
Brookings Institute, the health care
cost boom is the result of distortion
in the economic pricing mechanism.

Because health insurance is sub-
sidizing medical care, “the possi-
bility exists that consumers may
be induced by their insurance to
consume too much medical care.

“Health insurance has destroyed
the general market structure. It re-
moves the conflict between buyer
and seller when care is prepaid,”
Mr. Phelps said.

Ms. Davis called for a moderate

national health insurance bill be-
cause she ‘“does not see any way
to get an effective method of con-
trolling costs.” Under her plan, the
government would subsidize insur-
ance coverage and health care
services would be reorganized to
“try to keep people out of hospitals
rather than reducing stays.”

Also, unified reimbursement
handled through the government
would be a major part of her in-
surance program, with doctors’
fees negotiated with the govern-
ment. Other controls she said would
help keep down costs under a na-
tional health insurance program
were: Lower charges for ambula-
tory care than hospital care; pro-
mote primary care practice rather
than specialization; penalize du-
plicated hospital capital equipment;
and create more ambulatory cen-
ters.

In answer to several charges that
her proposals were socialist, Ms.
Davis said, “The situation is unique.
One person’s actions and choice in
kind of insurance they buy affects
all the rest of us because it is in-
surance that is dragging health
costs up.”

Dr. Alan Sheldon, of the Har-
vard School of Public Health, add-
ed, “Once we had private armies,
now we have public armies—is that
socialism?”’ n

“Before you
look at the cost
page,sir...look at
our benefits.”
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_ “Well no, we don't
Y/ cover that little item,
but have a look at
our low cost!”
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Boeing jogs to success with its exercise progams

By JANE WINEBRENMNER

CHICAGO—One of the more
unusual aspects of preventive med-
icine in industry’/is the sight of
middle-aged men exercising in
cafeterias and running back and
forth along company fire lanes in
their gym shorts.

It happens daily at Boeing Corp.
in Seattle, where 120 blue collar
and white collar workers partici-
pate in a program to examine em-
ploye-patients and prescribe ex-
ercise before heart disease begins,

Its director, Dr. Manuel Cooper,
chief of preventive medicine in the
Boeing medical department, out-
lined the successes and limitations
of the program at the Blue Shield
annual conference on health care
costs held here. He said $800 mil-
lion is now spent yearly on surgical
repair and coronary diseases. The

figure may rise to $2 or $3 billion
in the future if the trend is not
changed.

The success is that despite an
increase in the average age of
Boeing workers to 47 years, cou-
pled with increases in stress, Boe-
ing’s mortality rate has decreased
from 376 per 100,000 to 241 per
100,00 in 1975.

“An efficient and well-staffed
industrial medical department, giv-
en a strong mission in preventive
medicine, and the respect of the
community,” Dr. Cooper said, “may
become a powerful force in cost
containment by effective triage:
In-house treatment of minor ill-
nesses and complaints, relief of
worry by counseling and a well-
planned common-sense health ed-
ucation program, and prompt and
effective treatment of emergen-

cies.”

Dr. Cooper’s, program started
eight years ago at the reguest of
the Boeing Management Assn.
which was not a part of the Boeing
Corp. as a way to give joggers
time and’ places to exercise. Be-
cause the Boeing Corp. has not yet
accepted the program, joggers must
jog in fire lanes and exercise in
cafeterias on their own time.

According to Dr. Cooper, the
whole field of non-industrial pre-
ventive medicine as an integral
part of industrial medical depart-
ments is fairly new. Boeing’s began
in January 1975,

The program gives participants
physicals then determines how
much exercise they need to main-
tain good cardiovascular condition
using treadmills, jogging or iso-
tonic exercises, all under the super-
vision of an exercise physiologist

on the staff.

It offers participants week to
week management of hypertension
problems in cooperation with the
employe’s private doctor. There is
no hard data yet on the cost or
cost-effectiveness of the program,
according to Dr. Cooper, because of
the program’s newness. But Rich-
ard Keelor, director of program de-
velopment of the President’s Coun-
c¢il on Physical Fitness and Sports
said industrial fitness programs are
also underway at Arco, Chase
Manhattan Bank, and' Xerox
among others. .

Dr. Cooper said such medical
programs “should be underwritten
for a period of time by insurance
carriers.” But he and Mr. Keelor
noted that insurance companies al-
so should offer lower rates for
companies having such irdustrial

“Put benefits

and cost aside for
a minute. Consider
our service...”

They've
got a problem.
We don't.

r’{""“ Phoenix Mutual has put it all together
¥ —successfully. Product. Price. Service.

Of course, if you have sold our products

—orif you're one of our clients—you know all
about us firsthand. All others should probably
Bl find out. Write us. We'll give you the facts.

Group Sales Division, Phoenix Mutual

Life Insurance Company, One American Row,

fitness programs.

Dr. Cooper also warned that a
program cannot be undertaken
without a doctor’s supervision or
someone trained in recognizing
heart trouble; otherwise “you’re
going to have trouble,” if an em-
ploye cannot cope physically.

Another doctor, Donald M. Vick-
ery, suggested that by using such
industrial exercise programs and
issuing increased information to
employes and other individuals,
unnecessary medical visits can be
reduced. :

‘“We continue fo try to insure
health by insuring access to med-
ical care. . . . In addition, even
if we took the lowest estimate of
unnecessary visits and could only
eliminate half of those, we would
still save over a hundred million
visifs a year at a savings of several
billion dollars,” Dr. Vickery said. m

Technology

adds to high
health costs
doctor warns

CHICAGO—Uncontrolled mod-
ern medical technology usually in-
creases health care costs, not de-
creases them, a Harvard University
doctor warned.,

“My experience and my reading
tells me that technology usually
increases—sometimes sharply—
costs and rarely decreases them
(such as) the auto analyzer which
sharply reduces the per-test cost,
but encourages an increase in the
number of tests per patient and
therefore the owverall cost to the
patient,” according to Dr. Alan
Sheldon of the Harvard School of
Public Health.

Dr. Sheldon told the Blue Shield
annual conference audience this
month that some ways for costs to
go down would be if the medical
technology is sharply controlled
and consumers realize “sophisti-
cated technology is not always
appropriate.” ’

Dr, Sheldon, co-author of the
book “Future and Medical Care,”
also claims that many advances in
medical technology are not' really
progress but are done because they
are “fashionable,” citing coronary
bypass surgery as an example.

“Such advances may often occur
because they are less related to
intrinsic need than because certain
individuals or groups within an or-
ganization can maintain or enhance
their professional status by adopt-
ing them,” he said.

Also on the panel discussing
new pressures on cost and the
right responses to these pressures
was Dr. Mohan Garg of the Medi-
cal College of Ohio, He cited stu-
dies showing doctors are largely

- unaware of the cost of tests, goods

and services they order for their
patieuts.

In one 1973 test, 419% of
the doctors quoted a price that was
too high; 45% were too low and
only 14% were correct some of the
time.

Dr. Garg said because 70% of
health care costs are generated by
physicians, including 40% in hos-
pital charges, the Blue Shield plans
“should try to develop charge cri-
teria for physicians’ fees for impor-
tant diagnostic categories and in-
form their members about such
statistics.”

He also said practicing physi-
cians should be “aware of health
care costs and their part in ifs
creation.” . ]



It will take a miracle
to save the snow leopard.

Don’t count on a miracle
to save your plant.

The existence of the sncw leopard has been sertousty
threatened by fur hunting.

Like so many endangered species, its present decline
seems haopetessly irreversible.

Many American companies are within a striks
of a match of similar disaster.
But by following the basic principles of loss contrel
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Analysis of changes In

banker’s blanket bond 2
reveals significant |
policy restrictions

“The intention of the companies in re-
vising the definition (of dishonesty) is to
obviate the liberal interpretation of the

term by the courts ...”

=

By HENRY SALFELD

Consultant to Frenkel & Co.
New York

“Overkill” is the term used in a state-
ment of the American Bankers Assn.
(ABA) for the restrictions of Bankers
Blanket Bond #24 promulgated by the
Surety Assn. of America (SAA) in April
1976. The SAA, of which most companies
writing bankers’ and other financial insti-
tution bonds are members, deliberated a
long time on the steps to be taken to im-
prove the loss experience of the companies
and then decided to limit the broad cover-
age afforded by the blanket bond, They
had conferred and consulted with the In-
surance and Protection Division of the ABA
but no agreement was reached on the pro-
jected changes(1). The endorsement, draft-
ed by SAA, therefore, contains language
not accepted by the ABA but approved by
the various state insurance departments to
whom it was submitted according to law.

Without further contact with other trade
organizations, the SAA then decided to
make the changes also applicable to Stock-
brokers’ Blanket Bond #14, Savings Bank
Blanket Bond #5, Finance Companies
Blanket Bond #15, Federal Home Ioan
Banks Blanket Bond #20 and Credit Union
Blanket Bond #23. To date Insurance
Companies Blanket Bonds #25 have not
been included. According to informed
sources, the Surety Assn. is also preparing
endorsements equally restricting the cov-
erage under Commercial Blanket, Blanket
Position and other bonds.

The endorsements were or are presently
being sent to the brokers of the insureds
for acceptance without change. Should an
insured refuse, the underwriters have left
no doubt that the bond would be can-
celled. Some companies which are not
members of the Surety Assn. also devel-
oped similar riders, e.g. Chubb & Son for
the Federal Insurance Co. restricted its
coverage even before its competitors. Nei~
ther the SAA nor the companies have is-
sued an explanatory lefter to the insureds
and it is, therefore, important for them
and the brokers to become informed
through other sources concerning the
changes. The following is an attempt at an
analysis and interpretation of the condi-
tions. The conclusions may be applied to
the other financial institutions bonds anal-
ogously.

DEFINITION OF DISHONESTY

The first part of the endorsement deletes
Insuring Agreement (A) of the basic bond
and substitutes a completely new wording.
As heretofore, new Agrcement (A) covers
losses resulting from dishonest or fraudu-
lent acts of employes. However, such losses
are now only insured if they result “di-
rectly” from such acts; indirect or conse-

fraudulent(5).

quential losses are no longer insured.

While the bond so far referred to losses
through “any dishonest or fraudulent act,”
the endorsement changes this to “one or
more dishonest or fraudulent acts,” thus
clarifying what was already stipulated in
Condition 7(¢) that the company is liable
only for the limit of liability stated in the
bond even if several unconnected dishonest
or fraudulent acts are committed by the
employe.

The bond itself does not contain a defi-
nition of the words “dishonest” and “fraud-
ulent.” Courts have not differentiated be-
tween the terms(2). Even though the cap-
tion of the endorsement only reads “Defini-
tion of Dishonesty,” it applies equally to
fraud and fraudulent acts stating: “Dis-
honest or fraudulent acts as used in this
Insuring Agreement shall mean..." It is
important to realize that the new definition
is only applicable to Insuring Agreement
(A) and not when the aforementioned
words appear in other parts of the bond
which we shall see has important conse-
quences.

The intention of the companies in revis-
ing the definition is to obviate the liberal
interpretation of the term dishonesty by the
courts and to avoid a further broadening of
the coverage. Courts have considered the

“Courts may rightly question
whether contracts of this kind
should not be clearly under-
standable to insureds without
reference to law books or con-
sultation with a lawyer.”

words “dishonest or fraudulent acts” also
to comprise acts which indicate a lack of in-
tegrity or breach of trust(3) and reckless
disregard for the interest of the employer(4),
On the other hand, simple violation of rules
and regulations is not either dishonest or
In the words of Justice
Cordozo, there must be some “wrongful mo-
tive” or “some degree” of intent to perform
the wrongful action.”(6).

According to the new wording, coverage
is only provided if “such” employe had a
“manifest intent” in two specifically out-
lined directions: “(a) to cause the Insured
to sustain such loss; and (b) to obtain fi-
nancial benefit for the Employe, or for any
other person or organization intended by
the employe to receive such benefit, other
than salaries, commissions, fees, bonuses,
promotion, awards, profit sharing, pen-
sions or -other employe benefits earned in
the normal course of employment,”

The introduction of the word “manifest”

into insurance terminology caused an ob-
jection by the ABA and the reply by the
SAA that it is well defined in a legal dic-
tionary and is to avoid “constructive” or
“general intent” claims(7),

Courts may rightly question whether con-
tracts of this kind should not be clearly un-
derstandable to insureds without reference
to law books or consultation with a lawyer.
Must the insurance broker consult such
books before advising his Insured although
the broker is not supposed to practice law
without a license?

But let us look at the definition ¢f “man-
ifest” in Black's Law Dictionary(8): “Evi-
dent to the senses, especially to the sight,
obvious to the understanding, evident to the
mind, not obscure or hidden, and is synony-
mous with open, clear, visible, unmistiak-
able, indubitable, indisputable, evident and
self-evident. In evidence, that which is clear
and requires no proof; that which is notori-
ous.” It is most doubtful that this legal in-
terpretation will accomplish the result in-
tended by the SAA but companies may use
it to object to the introduction by the in-
sured of documentary or other evidence to
prove the employe’s intent(%),

Looking first at subsection (a), we must
realize that intent to cause loss to the In-
sured is usually not the determining factor
in the mind of a dishonest employe but the
act is generally committed for other pur-
poses. As an example let us take the case of
the employe of a bank or stockbrcker who
in willful violation of instructions speculates
in foreign exchange for the account of the
employer and conceals the fact through
manipulation of documents. The acts of the
employe might have benefited the insured
if successful but caused an unintended loss
when the expectations of the employe did
not materialize., Such losses may no longer
be covered.

Under subsection (b) the employe’s in-
tent must also be to obtain financial benefit
for himsel for any other person or organi-
zation. In the example of foreign currency
speculation, there may be no intent on the
part of the emiploye to obtain financial ben-
efit for himself but usually the attainment
of a financial benefit is the purpose of the
enploye committing a dishonest or fraudu-
lent act.

There is no definition of the type of “oth-
er person or organization” that might ben-
efit from the employe’s actions. They may
be family members, fellow employes, in-
digent people,” charitable organizations or
concerns in which the employe has a finan-
cial interest. The wording therefore does not
completely exclude coverage in so-called
Robin Hood cases in which the employe only
wants fo help the poor at the expense of the
affluent.

The words “financial benefit’” are clari-
fied by the exception of “salaries, commis-
sions. ...« or other employe benefits earned
in the normal course of employment.” The

exception seems to apply not only to the
“other person or organization” but also to
the employe himself or herself. If this inter-
pretation is correct, the insured would no
longer be covered even if all other condi-
tions are fulfilled, in cases where the em-
ploye obtained the raise or bonus or was
paid commissions as a result of a dishonest
or fraudulent statement. However, as there
appears to be an ambiguity, courts can be
expected to resolve the question in favor of
the Insured(10),

COVERAGE UNDER INSURING
AGREEMENTS B, C, D and E

Whereas the new restrictive interpreta-
tion of dishonesty limits the coverage under
Insuting Agreement (A) if the prerequisites
of tke endorsement are not fulfilled, it has
no effect on Insuring Agreements B, C, D
and, if included in the bond, E. None of
these agreements excludes coverage if an
employe causes the losses enumerated. 1f
an employe commits fraud or larceny or is
responsible for any other loss “on premises”,
if he willfully and maliciously damages the
emp.oyer's office (furniture) and equip-
men:, if he absconds with securities or
mon=y ‘“in transit” or is guilty of “forgery
or alteration” or “securites forgery”, In-
sured may invoke Agreements B, C, D or
E of the basic bond.

EXCLUSIONS (f) and (g)

The interpretation of dishonesty in the
endcrsement does not affect Exclusion (f)
under the Bankers Blanket Bond and (g)
under the Stockbrokers Blanket Bond. They
exclude coverage for loss of property con-
tained in customers’ safe deposit boxes un-
less such loss be sustained through any dis-
honest or fraudulent act of an employe in
such circumstances as shall make the in-
sured legally liable therefor”. Contrary to
other Exclusions, (f) and (g) respectively
do not refer to Insuring Agreement (A) and,
theraefore, not to the new definition,

The same argument in favor of coverage
is valid in connection with Exclusion (g)
under Banker Blanket Bond #24 where the
exclusion of loss through payment of forged
or altered travelers’ check contains an ex-
ception for “fraud or dishonesty” on the part
of any of the employes.

NEW EXCLUSIONS

To the many exclusions, limitations and
restrictions of the bonds, the endorsement
adds four new ones:

According to Exclusion (1) the company
shall not be liable “under any insuring
agreemer:t”: for “potential income includ-
ing but not limited to interest and dividends
not realized by the insured because of a loss
covered under this bond”. It may be assumed
that the drafters wanted to eliminate lia-
bility for ‘“less of” potential income even
though these two words were omitted.

Continued on following page
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Banker’s bond

Continued from preceding page

The word “potential” is another addition
to the bonding vocabulary. Webster defines
it as something “that can, but.has not yet,
come into being; possible; latent; unrealized;
undeveloped; opposed to actual”. Is it loss of
potential income if future dividends or in-
terest are not paid because stock certificates
or coupons were stolen and the issuer made
payments to a new party of record or owner
of the bonds? Or does the new exelusion
only apply to uncertain but possible future
increases in earnings, extra dividends and
unanticipated contingent income? This is
another ambiguity in consequences of the
use of new terms that will in all likelihcod
be resolved against the company.

Exclusion (II) also introduces a hitherto
unused legal term by excluding coverage
for all legal liability claims for damages
that are not “compensatory”. The words
compensatory damages” are considered to
be synonymous with “actual damages” and
include all damages other than punitive or
exemplary ones(11), The exclusion answers
in the negative the question previously
raised whether coverage for punitive dam-
ages might be insured under the bonds(!2),

Exclusion (III) pertaining to “all costs,
fees and other expenses incurred by the
insured in establishing the existence of or
amount of loss covered under the bond”
confirms the previous practice of bonding
companies to deny liability for such ex-
penses except if unusual expenses were
incurred for audits of books of accounts or

" reconstruction of destroyed records required

to support the proof of loss(13). It is ques-
tionable whether the insurance company
can invoke this exclusion if it has unsuc-
cessfully attempted to deny liability and
thereby caused the insured to incur lawyers’
and accountants’ fees and other expenses
tht would not have been otherwise required.

As Exclusion (III) only applies to ex-
penses of the Insured in establishing the
claim, it does not interfere with the special
section on Court Costs and Attorneys' Fees
which refers to the defense by the Insured
of any suit or legal proceeding brought
against him.

Exclusion (IV): “Loss resulting from
payments made or withdrawals from a de-
positor’s account involving funds errone-
ously credited to such account, unless such
payments are made to or withdrawn by
such depositor or representative of such
depositor who is within the office of the In-
sured at the time of such payment or with-
drawal, or unless such loss is covered under
Insuring Agreement (A).”

This exclusion applies to payments made
or withdrawals from a “depositor’s” ac-
count. The term is not contained in Stock-
brokers Blanket Bond #14 and legally a
stockbroker is not permitted to accept de-
posits. On the other hand, stockbrokers
usually have customers’ funds in margin
and other accounts but the customers are
not called or considered to be “depositors”.
Does Exclusion (IV) apply to them?

Errors of the kind to which Exclusion
(IV) applies have been frequent, particu-
larly since operations have become com-
puterized. Withdrawal by a customer in full
knowledge that he was not entitled to the
money credited to his account might be con-
sidered to be fraud and the loss suffered by
the Insured would be covered under Insur-
ing Agreement B. The exclusion does not
introduce additional coverage.

There is a question whether coverage is
also eliminated under Insuring Agreement
D when payment or withdrawal is the re-
sult of a forgery or alteration committed
by another person.

However, there seems to be no insurance
if the loss is the result of compliance with
the customer’s instructions received by mail
and payment made not at the insured’s of-
fice but through the mail by check, note,
draft or similar means.

REVISION OF EXCLUSION (f)
BROKERS BLANKET BOND #14

The SAA has also-'devised an Exclusion
(f) Rider which applies to Brokers Blanket
Bond #14. No similar endorsement has so

PERSPECTIVE

changes . ..

far been issued for other bonds.

The rider deletes Part (b) of subsection
(£) of Section 2 and substitutes a new
wording which broadens the original exclu-
sion. The exclusion pertains to losses re-
sulting from any violation by the Insured
or by an employe of “any rule or regulation
made pursuant to any such law (regulating
(1) the issuance, purchase or sale of se-
curities, (2) securities transactions upon
security exchanges or over-the-counter
market; (3) investment companies or (4)
investment advisers) unless such loss in the
absence of such laws, rules or regulations
would be covered under Insurirg Agree-
ment (A)".

The new endorsement omits the excep-
tion pertaining to Insuring Agreement (A)
and states: “Unless it is established by the
insured that the act or acts which caused
the said loss involved fraudulert or dis-
honest conduct which would have caused
a loss to the Insured in a similar amount in
the absence of such statutes, rules or regula-
tions’. Why the endorsement introduces the
word “conduct” and in one place refers to
“laws” and then to “statutes” is not clear
but may be inconsequential. What is of con-
sequence, however, is the fact that the en-
dorsement as printed now includes the ex-
ception of “unless . . . . " only under f(b)
whereas the bond also includes it under
f(a). Whether this change was made on
purpose or unintentionally requires clarifi-
cation. Should it be ‘intentional, the com-
panies deprived the insured of an important
coverage in cases where a claim is based
on violation of the statutes and also fraud
and dishonesty.

No explanatory memorandum has been
issued by the SAA or the companies but
it appears that the exception has the pur-
pose of covering loss caused by violation of
a statute or regulation only if the Insured

can prove that the loss would be covered
under the bond due to fraudulent or dis-
honest conduct. The rider does not state
whose conduct is the determining factor but
as it no longer refers to employes, the
bond may include coverage for losses due
to “fraudulent or dishonest conduct” of oth-
ers than employes provided any insuring
agreement of the bond is applicable to such
conduct.

If such claim is made and based on viola-
tion of statute and regulation as well as
fraud, the companies in the past assumed
the defense of a suit on behalf of the in-
sured. Now it appears that the insured can
only expect to be defended if he not only
admits the facts alleged by the plaintiff but
also proves to the satisfaction of the com-
pany that there was a dishonest or fraudu-
lent conduct. This seems to be an absurd
conclusion and a clarification or better re-
vision of the rider might be in order.

There is no doubt that the experience of
the bonding companies has been deteriorat-
ing over the last years and the ABA as
well as other trade organizations realize
that something more than expressing sym-
pathy must be done about it for the benefit
of the underwriters. Strengthened internal
controls to prevent losses and higher deduc-
tibles to reduce the impact of the losses on
the coverage are recommendations of the
ABA in its previously mentioned statement.
The rating organizations and companies
have chosen the path of restricting the
coverage by endorsements. What we have
seen in that direction is a haphazard at-
temp:. which may be partially successful
but also creates new questions and prob-
lems. This should have been and may still
be avoided if knowledgeable representatives
of the insurance industry and the financial
community meet and as prudent business-
men cooperate and come to an agreement on
the steps to be taken. A “take-it-or-leave-
it’ attitude on the part of the insurance
companies will not attain the goal everyone
desires. L]
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Mr. Salfeld has been connected with
Frenkel & Co., Inc., national and interna-
tional insurance brokers, for more than 40
years. He has retired as senior vp and is
now consultant to the firm. Mr. Salfeld was
a member of the faculty of The College of
Insurance and a director of the Greater New
York Insurance Brokers Assn. He has a
degree of Doctor of Law from the Universi-
ty of Frankfurt, Germany. He has published
numerous articles on problems of casualty
and property insurance in law journals and
insurance magazines. Mr. Salfeld has been
a speaker before the American Management
Assn., the Practicing Law Institute, CPCU
and other insurance organizations.

SPEAKING OUT

Scientific tools of risk analysis
belong in a good manager’s kit

By PETER DOWNES

Manager of Insurance
American Trading & Production
Corp., Baltimore, Md.

The content of the seminar “Scientific
Methods for Risk Management” held in
New York September 20-21, and sponsored
by Wharton School, University of Pennsyl-
vania, is governed by the principle that it is
not necessary to know how an internal
combustion engine works in order to be able
to drive a car. Similarly, says John M. Coz-
zolino, associate professor at Wharton who
conducted the seminar, it is not necessary
to have the theoretical background of util-
ity theory and mathematical statistics in
order to use the tools of scientific risk
analysis and operations research.

It has long been a complaint that the

decision analyst does not live in the real

world and nobody is capable of understand-
ing what he is talking about except perhaps
another analyst, and one cannot be tco sure
about that. Moreover, when one does come
across a text where insurance, for example,
is mentioned the author appears to be so
naive as to make one doubt the validity of
anything else in the text. If only, say the
critics, decision analysis can be described
in a meaningful way, then perhaps we shall
discover that there is something to it after
all,

Risk and insurance managers no longer
have this excuse because this is precisely
what Mr. Cozzolino has done. Not that what
he has done is perfect—he has a long way
to go yet! But he has formulated a tool
which can be used now, regardless of the

refinements which will be added in years to
come. In response to this Mr. Cozzolino
might say that the tools he was supplied
will do the job he has described for them,
but in fact, he still has to complete the task
of deseribing them in risk management lan-
guage and not that of the analyst.

While we are being critical, what else
must Mr. Cozzolino do? Basically, he must
learn or be advised something about real life
in the risk transfer business. It is not good
enough to say that a formula demonstrates
a principle—it must be measured against
reality.

Neither of these things are overwhelming-
ly difficult to accomplish and if the effort is
made to do so in terms of the way a risk
manager actually operates, the gospel Mr.
Cozzolino is preaching will become far
more readily acceptable. Moreover, the onus
is on him because he is the one who is sell-
ing the goods. )

Just what is it:-that he is telling us? At
this point, nothing particularly startling. In
essence, all that he is saying is that we as
risk managers entertain certain basic as-
sumptions which are wholly subjective in
nature. Using these assumptions we decide
how much insurance to buy and the level
of the deductibles we will accept. However,
with appropriate mathematical tools we can
rationalize these decisions in a scientific
manner.

But it may be argued that all this ration-
alization will tend to do no more than con-
firm the decisions we have already made,
assuming we know our business in the first
place. True enough, but what’s wrong with
that? At the very least it will tend also to
eliminate our informational biases and thus

reduce the tendency to delude ourselves.
What seems far more important, however,
is that if we convince ourselves that analy-
sis is a workable tool for what we already
know, then with proper application it will
become a tool for what we do not know yet.

Obviously, a risk manager will obtain
from such a tool no more than the effort
he puts into its use. If he suspects that the
whole thing is a lot of nonsense he will not
trouble with it. If he regards it as a univer-
sal panacea he will find himself in trouble
quickly enough. However, if he perseveres
in its use and perceives its limitations he
will add consistency to his decisions.

All risk managers make decisions about
what to insure and how much, whether or
not they employ analytical techniques.
Moreover, the use of analysis does not affect
the subjective basis of these decisions, or
the risk aversion level, symbolized in math-
ematical formulae by the letter r. These
risk aversion levels, of which there may
quite a number in any corporation for vary-
ing purposes, are of great significance and,
indeed, may represent a concept which a
risk manager now wuses subconsciously,
Clearly, the use of analysis will creates
an awareness of these r's.

Arising out of this we perhaps hear an
echo of an old adage, for may it not be said
that the most effective risk manager is he
who can tell the difference between his
r’s and his elbow?

This is the first article in a series which
Mr. Downes will be contributing monthly
presenting an insurance manager’s view of
events and trends in the business and insur-
ance worlds.
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Hospitals faced with hefty hike in
premium costs eye self-insurance

By ELISABETH M. MEYER

DALLAS, TX—A Louisiana
hospital administrator has decid-
ed to self-insure his 266-bed in-
stitution’s medical malpractice
coverage after receiving a Septem-
ber quote for a rate increase of
more than 700 per cent.

“We've paid out only $8,000 in
claims in the last five years,” said
Julius R. McLaurin, administrator
of Rapides General Hospital, Alex-
andria, La.

The insurance policy from
USF&G went from $16,000 in
1975, to $96,000 in 1976 and final-
ly to a quote of $713,000 for next
year, Mr. McLaurin said during
an informal survey taken at the
American Hospital Assn. conven-
tion in Dallas.

Although his experience with
malpractice rate increases was
among the most dramatic noted,
other hospital administrators
polled expressed concern as well.

Mr. McLaurin hoped to have a
self-insurance program set up by
October 1, the expiration date for
his hospital’s current policy, and
plans to fund the coverage “over
five years.” All hospital employes,
medical staff and Board of Trus-
tees’ members will be covered,

He said he is counting on the
continued constitutionality of the
Louisiana state law, which limits
malpractice claims to $500,000.

Logan County Hospital, Russell-
ville, Ky., was hit with a doubled
malpractice premium in"June, ac-
cording to Ted Whitley, adminis-
trator. The 100-bed facility’s pre-
mium went up to $56,000' from
$28,000 last year.

“I don’t think it will increase an
alarming amount ‘ next time—
maybe 10% to 20%,” he predicted,
Logan County’s policy covers 225
staff employes, but no physicians,
and is underwritten by St. Paul
Insurance Co.

A patient benefit fund set up by
the state assesses each hospital $50
per bed to finance a claims fund,
Whitley explained. A limit on mal-
practice claims currently is being
tested in Kentucky courts.

LDS Hospital in Salt Lake City
doesn’t anticipate a significant
premium increase for this year,
administrator David B. Wirthlin
said. The 570-bed hospital joined
with 29 other institutions across
the country to form a Bermuda
insurance captive which provides
its malpractice coverage. -

Coverage for LDS Hospital costs
about $200,000 and’ the policy in-
sures 2,100 employes, including
full-time staff physicians, Mr.
Wirthlin said. Each hospital’s rate
is based on hed size, number of
full-time physicians and claims ex-
perience. LDS Hospital belongs to
Intermountain Health Care, a cor-
poration composed of 17 hospitals
in Utah, Wyoming and Idaho.
This group joined with 13 other
institutions to establish the mal-
practice insurance captive.

At another hospital, “our pre- |’

miums tripled over the last two
years,” noted John N. Christen-
son, executive director of Jean-
nette District Memorial Hospital,

Hall to acquire

Frank B. Hall & Co. Inc. has
signed a letter of intent to pur-
chase Risk Management Services
Inc, Orlando, Fl. Risk Manage-
ment Services also has branch of-
fices in Miami, F1, and Birming-
ham, Al: Its business lines include
traditional insurance brokerage ac-
tivities as well as ¢laims and safety
administration for self-insurance
plans in its market area.

Jeannette, Pa. The 171-bed facil-
ity pays $112,000 a year for mal-
practice insurance, covering about
500 part-time ‘and full-time staff
mermbers.

“My gut feeling is that it will
be the same at the next rénewal,”
Mr. Christenson said. Jeannette
District Memorial participates in
Pennsylvania Hospital Insurance
Co, a state-sponsored fund.
“We've gone to arbitration and are
hoping this will curtail the costs.”

St. Joseph’s Hospital, Brainerd,
Minn., expects its malpractice cost
to continue rising at the current
rate of 200%, according to Jerry
B. Scott, administrator. The 148-
bed hospital’s premium reached
$118,000 four months ago, up from

$58,000 last year. Before that, the
policy cost-$15,000 a year.

It's ‘“one of several factors”
that has pushed the hospital’s
room rate to $65 a day, Mr. Scott
explained. Some 370 full-time and
part-time personnel are covered,
but no physicians are included in
the policy. The state has “looked
into” the idea of a captive insur-
ance company to underwrite mal- -
practice risks, he said.

Smaller hospitals aren’t having
an easy time either, believes J. R.
Johnson, administrator of Syca-
more Municipal Hospital, Syca-
more, IL, a 51-bed facility located
in a “semi-rural area,”

Sycamore paid $32,000 in fiscal
1976 for malpractice coverage, up
from $20,000 in 1975. Mr. John-

son said the hospital had “a good
track record” on claims experi-
ence. The St. Paul policy covers
the 98 full-time employes.

Robert Gleeson, administrator
of East Tennessee Chest Disease
Hospital, Knoxville, paid a 150 per
cent increase a few months ago
for the 180-bed hospital’'s mal-
practice coverage.

“It will continue to go up at the
same rate,” Mr. Gleeson predicted.
“I think there should be a limit on
claims. Judges and juries shouldn’t
be s0 lenient.”

Claims are arbitrated by a divi-
sion of the attorney general’s of-
fice in Tennessee, Mr. Gleeson ex-
plained. They are handled in a
manner similar to workers’ com-
pensation claims.

Two Canadian administrators
indicated that the malpractice sit-
uation is much less serious north
of the border, “The worst is over,”
believes R, J, Pearce, administra-
tor of Public General Hospital,

“noted.

Chatham, Ontario. He , spends
about $100 per bed for 304 beds
on malpractice insurance.

Mr. Pearce said the premium
rose 20 per cent last January but
he doesn’t think it will increase
that much next year. The Ontario
Hospital Assn., through an insur-
ance division, sells coverage with
limits up to $2 million per oceur-
ence, he said.

“Our hospital doesn’t pay more
than $10,500 a year for malprac-
tice coverage,” estimated Ken-
neth R, Hughes, executive assist-
art at Misericordia Hospital, Ed-
monton, Alberta. The 555-bed fa-
cility’s policy covers the entire
hospital staff.

“The courts lean more toward
physicians in Canada,” Mr, Hughes
“No contingent fees for
lawyers are allowed. There’s more
desire by the courts for proof of
malpractice and to reimburse the
patient for the actual cost rather
than for pain and suffering,” he
explained. [ ]

The Group Insurance Proposal:

® Massachusetts Mutual Life Insurance Company
Springfield, Mass.

i yourarea,”

Representative.

The Proposal. When somebody
hands you a proposal and tells you
“it's dynamite”, watch out! Because a ~
| canned proposal doesn't answer the
important questions. Like. . . .
Should your hourly and salaried
employees have the same benefits?
Should you give the people in
Peoria the same coverage as the
people in Providence?
Will a pre-employment physical
or health statement reduce claims?
Are you wasting time and money
trying to translate those proposals?

The PI_'O. Behind every Mass Mutual
proposal you'll find a Mass Mutual Pro.
A Pro who is well aware of the statu-
tory limitations in your state.

A Pro who is more than conversant
with medicare coordination and the
impact of ERISA.

A Pro who can intelligently comment
on the impact of the new H.M.O. in

i  AProrepresenting the elite company
in the business with all kinds of benefits

—retirement, life, health and disability.
Look behind the proposal.

Look to your Mass Mutual Group

Mass Mutual

SeeThe Pro Behind The Proposal
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Insurance policies may cover some losses

Monsanto hit with $1.5 billion suits on PCBs

By MICHELLE GREEN

GREENVILLE, S.C.—Lawsuits
totalling $1.5 billion were brought
against St. Louis, Mo.-based Mon-
santo Co. in September, charging
the corporation—the sole U. S.
manufacturer, distributor, and sell-
er of the environmentally hazar-
dous industrial chemical polychlor-
inated biphenyls (PCBs)—with
negligence in connection with the
PCB pollution of two Southern
waterways.

Company officials have declined
to discuss any of Monsanto's insur-
ance arrangements, saying only
that they believe “any suit alleging
culpability on our part has no
grounds.”

But there is a possibility that

under the wording of Monsanto’s
liability insurance policies, some
of the losses resulting from these
suits will be covered. It’s under-
stood from sources close to the
company that insurance coverage
and the allegations in the lawsuits
themselves are presently under
study to determine coverage.

Fishermen, property owners and
businesses filed a $500 million
class action in U.S. District Court
in Atlanta, Ga. on Sept. 20, charg-
ing General Electric Co. and Mon-
santo with contaminating Georgia's
Coosa River with the toxic com-
pound, used in the manufacture of
electrical transformers and capaci-
tors. The suit charges that GE’s
Rome, Ga. plant poisoned the Coosa

and its wildlife by dumping PCBs
into on2 of its tributaries, and al-
leges that Monsanto is “strictly
liable” for the damages because it
sold the chemical to GE.

The Coosa, where GE discharges
its treated wastewater, has been
closed to commercial fishing and
Georgia Game & Fish Division
rangers are personally warning
sport fishermen and the public not
to eat fish caught there,

Two days after the $500 million
action was filed, a $1 billion class-
action lawsuit that had been filed
here Sept. 10 accusing a South
Carolina company with damaging
business and property values near
Lake Hartwell by polluting its wa-
ters ard fish with PCBs was
amended to include charges of neg-

ligence against Monsanto. Lake
Hartwell is located near the upper
section of the Georgia-South Caro-
lina border.

Monsante produces, distributes,
and sells PCBs to manufacturers of
electrical capacitors and transform-
ers for use as coolant insulation
fluids. The company markets the
compound under the trade name of
Aloclor.

The $1 billion suit amended here
on Sept. 22 names the Sangamo
Electric Co. near Pickens, S. C. as
Monsanto’s co-defendant. It al-
leges that Sangamo, which has
been positively identified by the
U.S. Environmental Protection
Agency (EPA) as the Lake Hart-
well pollution source, “either wil-

krank B. Hall
IS very worldly.

We’re insurance brokers
for clients in over
100 countries.

U.S. companies with overseas

interests often discover interna-
tional insurance can be a chaos of
currencies, widely divergent laws
and government regulations.

We believe our major contri-

bution to international risk
management is our ability to help
multinational firms establish one

unified, worldwide program,
compatible with local requirements,
and offering the same quality
services abroad as at home.

Our domestic offices are
staffed to coordinate international
insurance requirements. They’re
backed by a team of international
specialists on call anywhere in
the world. .

We'’ve become one of the
world’s leading insurance brokers
by our ability to bring fresh,
flexible, innovative thinking to

international insurance. Perhaps
we can help you.

Offices in 61 major cities here
and abroad (including new offices
in Rome, Tehran and Riyadh).

For information call or write:
Albert J. Tahmoush, President,
Frank B. Hall & Co., Inc.,

549 Pleasantville Road,
Briarcliff Manor, N.Y. 10510,
(914) 769-9200.

Oy

When you need a better solution.

fully, wantonly, negligently, reck-
lessly and/or intentionally allowed
PCBs to enter Lake Hartwell in
violation of the laws of the United
States, its agencies, and the laws of
South Carolina.”

The action on behalf of Hartwell
property and business owners—
who, it charges, have suffered “ir-
reparable” financial losses due to
the pollution of the lake—also
charges that Monsanto, as the ven-
dor of the toxic compound, “knew,
or should have kunown, that the
chemical substance was used in
(Sangamo’s) manufacturing proc-
ess.” It further alleges that San-
gamo did use the PCBs, and con-
taminated the lake by allowing
improperly treated wastewater to
enter one of its tributaries.

EPA officials have said that
Sangamo’s wastewater did cause
the pollution, and have ordered the
company to clean up the water it
discharges into Twelve Mile Creek,
which then empties into Lake
Hartwell.

Since PCBs are known to be a
serious threat to human health and
the environment, the class action
alleges that, “the defendent, Mon-
santo Co, was aware or should
have been aware of this situation,
and knew, or should have known,
that they should exercise the high-
est degree of care in the distribu-
tion for use of the substance and
should properly warn users there-
of of the potential hazards.”

The action against the two com-
panies doing business in S. C. also
charges that Monsanto is “strictly
liable” for health hazards result-
ing from the handling and dis-
charge of the chemical because, it
alleges, the company was “guilty
of intentional misconduct in failing
to properly test, inspect and warn
potential users when they knew
. . ." that the use of PCBs “would
certainly result in damages to the
public in the vicinity of its known
use.” The $500 million lawsuit
filed against GE and Monsanto in
Atlanta makes similar claims.

Monsanto public relations repre-
sentative Dan Bishop replied to the
charges of negligence by saying
that his company has “a long and
proud history” of responsibility in
the manufacture and distribution
of the chemical.

“It would seem we have taken
every precaution humanly pos-
sible,” towards insuring the safe
handling of PCBs, Mr. Bishop
said. “We don't feel any suit al-
leging culpability on our part has
any grounds.”

Mr. Bishop would not say
whether Monsanto had liability
insurance coverage to provide for
suits such as those brought against
the company last month. “Our in-
surance provisions would have to
be confidential,” he said.

The Monsanto Industrial Chem-
icals Co—which manufactures the
PCBs—is one of five units of the
Monsanto Co. and led the company
in sales last year.

Mr. Bishop noted that Monsanto
“goes to great lengths to advise
customers about the potential dan-
gers and the safe disposal” of the
compound. He added that the com-
pany had sold PCBs to both Gen-
eral Electric and Sangamo, "and
had “most assuredly” informed
them of the environmental and
human health hazards associated
with the use and discharge of the
chemical.

Although the environmental im-
pact of the compound was not
recognized until 1971, Mr. Bishop
said that the company imposed
several self-regulatory measures
after the hazards of PCBs finally

.became known.

In 1971, he said, Monsanto made
a “voluntary and unilateral deci-
sion to limit” PCB sales to manu-
facturers who used the compound
only in closed systems—such as
electrical transformers and capaci-
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tors—where the chemical could
not easily escape into the environ-
ment. Prior to that time, the com-
pound had been used in the manu-
facture of products such as adhe-
sives, plastics, paints and carbon-
less carbon paper.

Following that self-imposed limi-
tation, Monsanto introduced a PCB
compound with a lower chlorine
content that made it less persistent
in the environment. The company
also initiated strict safety proced-
ures involving the shipping of the
chemicals, although no federal law
requires such measures. And, Mr.
Bishop said, Monsanto made a
policy fo sell only to qualified in-
dustrial customers. Fifty compa-
nies in the U.S. now purchase the
compound from the Missouri-based
firm.

Studies have shown that the
threat posed to human health by
PCRBs is considerable. Sufficient
exposure to the compound-—which
is not broken down in the body—
may cause cancer, damage the re-
productive and digestive systems
and trigger symptoms including
jaundice, fever, fatigue, numbness
in the limbs, and skin eruptions.
According to EPA studies, about
1.4 billion pounds of the substance
have been produced in this country
since 1931, and more than half has
already made its way into the en-
vironment,

Monsanto has been trying to de-
velop a safer substance for use as
a PCB substitute for several years.
But the company shelved its search
for a replacement early this year
“when it looked like the industry
had =zerced in on replacement
chemicals (already) widely avail-
able” The Monsanto spokesman
predicted that any PCB replace-
ment likely to be developed soon
will probably not be as fire-resist-
ant and may therefore pose a dif-
ferent kind of health hazard.

Although the Toxic Substances
Control Act recently approved by
Congress would provide for a ban
on the use of PCBs within two
years of its passage, Mr. Bishop
said the provisions of the act are a
“moot guestion” to Monsanto.

“We plan to be out of PCB pro-
duction by the end of 1977, if pos-
sible, so the act wouldn’t affect our
plans at all,” he explained.

Monsanto produced about 40
million pounds of the industrial
chemical each year through 1975,
but expects to manufacture only
about 25 million pounds this year,
Mr. Bishop said, “in the down-
ward turn towards the total phase-
out,” of the compound.

Recently, a precedent has been
et for industrial users of PCBs—
specifically, GE—to at least share
in the cost of clean-up operations
on waterways they have polluted
with the chemical. On Aug. 9,
GE agreed to a $4 million settle-
ment in a case brought against the
company by the state of New York
in connection with the firm’s con-
tamination of the Hudson River.
GE will pay $3 million to help
clean up the waterway, and donate
another $1 millior to research ef-
forts aimed at preventing similar
PCB-pollution cases.

GE also agreed to halt the use
of PCBs at its New York plants
by July 1, 1977. Company officials
have said they expect to have an
environmentally acceptable PCB
replacement by that date. [ ]

London conference

A government report that cites
some 300 chemical installations
and energy reservoir in the United
Kingdom as potential major indus-
trial hazards will be the subject
of a one-day conference on indus-
trial hazards in London next
month. The conference is sponsored
by the Health and Safety Commit-
tee of the British government. Par-
ticipants will include the British
Insurance Assn. and the Chemical
Industries Assn.

James third house fo
focus on self-insurance

C}HCAGO—Fred S, James &
Co. Ine. has become the third major
national insurance brokerage house
to reorganize and centralize its
self-insurance service capabilities.

«For clients, this gives us a
breadth of services which our in-
dividual offices around the country
might not be able to provide,” said
William E. Burch, president and
chief executive officer. At the same
time that James finalized execu-
tive changes for the self-insurance
services division, it is also in the
process of establishing a national
division to coordinate servicing on
national accounts. This, too, will be
centrally managed from the head-
quarters here.

Within the last year, Marsh &
McLennan and, more recently,

Alexander & Alexander have also
pulled together their services groups
providing insurance-related and
advisory assistance. ‘We weren't
really influenced by the other brok-
ers doing this” said Mr. Burch,
“We looked into this for about one
and a half years.”

He characterized the changes as
necessary not so much to centralize
and coordinate James's capabili-
ties as to bring together the man-
agement of sales with servicing,
because the combination of provid-
ing services to commercial accounts
along with sales efforts “has be-
come more important.”

James's self-insurance services
division is to be managed by Rob-
ert L. Young, vp, formerly of San

Francisco. He will be assisted by
three regional executives—Andrew
Fink in Los Angeles for the West-
ern territory, George J. Griffin in
Boston for the Eastern territory,
and Charles McHam in Tulsa for
the central territory—and a Ser-
vices administrator here.

Mr. Young will coordinate about
100 services people in 18 James
offices. Included in the services di-
vision are guantitative analysis risk
consulting, captive management,
and property protection and engi-
neering. .

«While traditionally used for
workers' compensation, self-insur-
ance has broadened into the liabil-
ity and employe penefit fields,” Mr.
Burch said. Because James fully
expects self-insurance among cor-
porations to grow, the firm “con-
tinues to expand and diversify its
self-insurance products,” he added.
When asked about any plans to add
new services, Mr, Burch said there
are no new services being added at
this time.

Companies which are not insur-
ance clients of James will continue
to be able to purchase services from
the broker on a fee basis, despiie
the clear effort to link insurance
szles and self-insurance services.

There is more shuffling of per-
sonnel expected at James in the
next few weeks as plans are final-
ized for management and organiza-
tion of the national division, which
i expected to include about 20 per-
sons from around the country who
are key people selling and servic-
ing specialty commercial risks.
These changes are “underway right
now,” said Mr. Burch, who said
this is based on the same idea that
prompted the centralization of seli-
insurance Services.

Tom Hobbs, a James specialist in
boiler and machinery insurance ac-
counts, is being moved to Chicago
from New York to head the nation-
al division. Also included in that
tsam is Charles Botts of Kansas
City, a specialist in aviation insur-
ance handling the TWA account. =

’hen you ne
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ed help, we won’t send a brochure.

We’re small.

And that’s good.

Because it means we can help
you in a big way. By involving our top
men directly in your business.

At SEAU, it’s always the key
executive who answers the phone—
and tackles your problems— when-
ever you call us. And if you want to
dig deeper, we'll fly him out to see
you. Instead of sending you a flyer.

We figure that no one is better
than the boss at getting things done

for you:

Southeastern Aviation Under

1705 Commerce Dr. NW.

Atlanta, Ga. 30318
404-351-5880

John Myers or Floyd Garner

Like considering any aviation
risk on a competitive basis. (Including
helicopters.) Or making a final

decision —fast.

money.

P.O. Box 676
Wayne, New Jersey 07470
201-696-2500
Bob Glinane, Bill Eason or Les Wentzel

A top executive doesn’t have to
check with anyone at the home
office, after all. He’s his own man.
And yours. So he can often find ways
to give you the same insurance for
less. Or more insurance for the same

Using our top men as problem-

solvers has helped many clients
during the 25 years we’ve been

writers/Southeastern Aviati

Bill MeGloin or Gene Geyer

aviation.

serving the insurance needs of general

And it’s helped us, too. In just

the past six years, we’ve grown ten

times larger!

In the U.S., we're aviation
representative for The Insurance
Company of the State of Pennsylvania
— a member company of American
International Group.

Wherever you are, our boss is

him.

Suite 178, EB] Freeway
Dallas, Texas 75234
214-661-5300

ready to go to work for you. Just pick
out the man nearest you, and phone

on (California) Inc.

Suite 909, 3200 Wilshire Bivd.
Los Angeles, California 90010
213-380-4630
Bill Brown, Scout Brown,

Ross Gifford, Gerry McKeon or Chris Spencer
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Warren & Sommer has little trouble
finding enough liability insurance

By JANET MROCZEK CORRADO

DENVER—Medical malpractice
insurance may be in a crisis state
in many parts of the country, but
not in Colorado. In fact, doctors in
the Colorado Medical Society in-
surance program will have mal-
practice premiums returned to
them this year.

Warren & Sommer Inc., based
here, is the agent for the pro-
gram, and how it accomplished its
malpractice feat illustrates its suc-
cessful appreach to the insurance
business in general.

In a word, Warren & Sommer
believes in planning. And that
means thorough analysis of mar-
kets, choosing the areas it feels it
can serve, and solid internal struc-
turing to compliment and backup
the sales effort.

The agency recognized the grow-
ing difficulty in the malpractice
field six years ago, John Sommer,
president said, and spent a year in-
vestigating the problems in the
state.

“We have a record of seeking
troublesome situations, like med-
ical malpractice,”” Mr. Sommer
said. “We look at ourselves as prob-
lem solvers rather than agents.”

The need of the client is fore-
most, he said. “Where there’s trou-
ble, that’s where we feel we shine
best.”

The agency gathered and ana-
lyzed the state’s malpractice loss
data, and put together a plan using
risk management techniques long
applied to other insurance lines.

“We looked at it as a long-range
program,” Mr. Sommer said. “We
knew there were no quick an-
swers.”

The plan, which the agency pres-
ident called “a benchmark pro-
gram, a hallmark of the industry,”
was put together “to enable us to
return premium in the form of div-
idends if the results were better
than the insurance community ex-
pected.

“After six years,” Mr. Sommer
added, “we feel we have ample
experience so that we can return
premium, and we anticipate divi-
dends in the future.”

The agency has a close working
relationship with a committee of
the Colorado Medical Society. To-
gether they review applications
and claims, and the society is help-
ful in loss prevention, Mr. Sommer
said.

Over 80% of the society’s mem-
bers participate in the plan, he
said, which “we feel is testimony
to its working.”

Warren & Sommer is the largest
independent agency in Colorado,
with premium volume last year of
over $10 million, and a compound
growth rate of over 15% for the
last five years.

About 85% of its revenue, from
its estimated 9,000 accounts, comes
from commercial business.

Commercial accounts range in
size from the Main Street store to
Fortune 500 companies, Mr. Som-
mer said, and though the agency
will serve any client, “we feel we
have the talent and expertise to
work on larger accounts,” he said.

Warren & Sommer belongs to
the Assurex group, a loose world-
wide network of over 70 agencies,
all locally owned and operated.

Assurex operates like a national

brokerage in that the partner agen-
cies give technical expertise and
service assistance to one another.
Mr. Sommer thinks the agency
benefits greatly from its participa-
tion in Assurex. “It enables us to
operate in the world arena,” he
said. “If we didn't belong to As-

surex, we would be just another
local agency.”

Though it finds the large na-
tional brokerage firms its competi-
tors more than anyone else, and its
marketing thrust is toward the
larger accounts, Warren & Som-
mer actively seeks out personal
lines. The reason is, again, the
agency’s view of itself as problem
solvers.

The personal lines market is
in turmoil, Mr. Sommer said. In-
surance companies are facing chal-
lenges with the lines’ loss ratio,
which means instability for the
client, cancellations or policy
changes.

“We are in there working with
the confused consumer to explain

to him what is happening, and
with thz number of companies
that we represent, we can place
him wita the best carrier.”

Gene Mapes, vp of sales, called
auto and jewelers coverage very
troublescme.

“We call ourselves agents,” he
said, ‘but we find we are fulfilling
the broker’s role more and more
because of our problem solving
approach trying to do the best pro-
fessional job for the client.”

Warren & Sommer has a con-
tract with over 20 insurers, and
does business with another 10
companies to one extent or an-

- other, including direct writers.

“We have virtually any market
open to us,” Mr. Sommer said.
The agency has had “significant

success in problem-solving for the
fast food franchise business,” he
explained, and it created a proper-
ty/casualty insurance program for
oil jobbers with “good penetration
in the market.”

While it will often approach a
market on an association basis, as
with the medical society, it doesn’t
limit itself to that tack.

Though most of the agency'’s
revenue is from brokerage rather
than fee income, “we are prepared
to go either way,” Mr. Sommer
said.

“We always work under full
disclosure with the client,” he said,
“and the situation dictates the pro-
priety” of the compensation ar-
rangement.

Fee income will increase as a
recently formed unit of Warren &
Sommer Inc. develops. The agen-
cy has set up Warren & Sommer
Management Corp. to do feasibility
studies and administer self-insured
programs, including captive com-

panies.,

Again, Mr. Sommer said, “our
mission is to assist a company or
an entity to solve a problem.”

The limited market availability
for product liability coverage pri-
marily, but property coverage as
well, “is forcing more industrial
and commercial buyers of size to
look to self-insurance,” Mr. Som-
mer said.

Because of insurance companies’
capacity problems, they are being
very selective, he said, and not
seeking additional premium wvol-
ume as aggressively as some did a
few years ago.

“This provides a reservoir of
clients that must investigate the
possibility of self-insurance. And,
we are finding companies that are
financially mature enough to self-
insure,” Mr, Sommer said.

In planning its role for the fu-
ture, the agency has also just com-
pleted a market analysis of what
the Rocky Mountain region will

If we didn’t own ourselves,
maybe our local offices
would think like local offices.

Insurance brokers of
our scope and size are few.
Most are publicly-held.
There is one exception.

Johnson & Higgins.

Walter Pritchard, mining

But that’s not where the
differences in philosophy end.
For example, we view local
offices much differently.
To us they are not
individual profit centers.

Bob Meyer spends as much time supervising property loss
control specialists overseas as he does in this country.

If we looked at them as profit centers, we'd have to
charge a local office every

time it asked for special
support from somewhere else

specialist in our Cleveland office ¥_,

often finds himself consulting
with our San Francisco people.

in the system.

Which could easily
make an office hesitate to request
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look like in the next five years,
and is choosing those areas where
it feels it can play a role, Mr.
Mapes said.

Mr. Mapes pointed to the oft
written-about emerging opportu-
nities in “the Golden ' West,” but
disagrees with some who predict
that the national brokerage firms
“will rule the roost.”

“We're a regional firm” he said,
“but we are geared up to handle
and take advantage of the oppor-
tunities here. We are convinced we
can do every bit as good a job as
a national brokerage firm. We're
convinced we can compete,” Mr.
Mapes said.

The firm, which started in 1958
as Warren & Sommer Agency, has
acquired a number of smaller
agencies over the last 10 years,
and the thrust of the future is to
grow internally as well as through
acquisitions. It has one office in
Vail now to serve the needs of the
recreation industry, an increasing
segment of the state’s economy,

and is reviewing expansion to oth-
er cities.

“Our objective is planned
growth,” Mr. Sommer emphasized.
“We feel we know where we're
going.”

And to Mr. Mapes, one of the
cornerstones of growth is solid in-
ternal operations. “Your own house
must be in order before you can
go out and sell,” he said.

One of the agency’s main objec-
tives for 1976, which has just been
completed, was working up a ca-
reer development program for em-
ployes, Mr. Mapes said, which was
“‘one of the crying needs for us and
others in the industry.”

He said the agency is now in a
position to show current and pros-
pective employes their career path,
what -education and reguirements
are necessary to advance.

“We will still have to look out-
side our agency for personnel”
Mr. Mapes said, “and perhaps we
always will, but we hope to hire

and train our own people. We nev-
er had the internal assets before,
but now we are going towards it.

“The career development pro-
gram can also help our employes
to reach the highest level they can
reach,” Mr. Sommer said.

All the agency’s systems and
procedures, job descriptions, sal-
aries are in print for employes to
see.

Fred Barnard, vp of operations,
said “the systems and procedures
of this company are leading the in-
dustry. Internally, we are in fine
shape.”

The agency has 12 producers
and 30 administrative and clerical
personnel, which Mr. Sommer calls
“a very generous ratio which dem-
onstrates part of our philosophy of
giving our account executives the
administrative backup to get out
from under paper shuffling.”

The producers are responsible
for servicing and for marketing,
because “they know best how to
problem solve for the client,” Mr.

Sommer said, but with a lot of
backup help. Each account execu-
tive has an account representative
who is always in the office to take
care of clients.

“Qur personnel are on a salary
plus bonus arrangement,” Mr,
Sommer said, “and we're proud
that our total employe remunera-
tion exceeds dramatically that of
publicly held firms.

“Our personnel are on a salary
higher than others because we are
providing more backup services,
but our interest lies in putting our
money towards the client in the
form of talent rather than putting
as much as possible on the bottom
line,” he said.

The agency’s employe turnover
is very low, and its attrition rate
is less than 5%, “which we are
very proud of,” Mr. Sommer said.
“That is a product of keeping our
clients satisfied,” he added, and an
important part of that is our sup-
port services.” [ ]

assistance.

Which could mean that
a client was not getting

Chuck Mathers, a J&H nuclear
specialist at 95 Wall Street,
is a regular visitor to our

New Orleans office.

—

all the help that was needed

in every situation.

J&H clients get all the help
they need all the time. Locally. Nationally.
Internationally. Because every J&H office is motivated
to ask for assistance from every other office.

As often as it likes. Regardless of its own staffing.

Think of it this way: Johnson & Higgins doesn't
have 60 local offices. We have 60 main offices.

There's one near you.

)
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Johnson::Higgins

The private insurance broker

We answer only to you

RISK AND INSURANCE MANAGEMENT SERVICES: EMPLOYEE BENEFIT AND ACTUARIAL CONSULTING THROUGHOUT THE WORLD.

Reed Shaw
buys Kaiser's
captive firm

SAN FRANCISCO—Reed Shaw
Stenhouse Inc., part of Reed Shaw
Osler Ltd. of Canada, acquired Un-
derwriters Service Inc. (USI) ef-
fective Oct. 1 although the official
legal closing of the merger will
take place a month later.

Underwriters Service Inc. was
sold by Kaiser Industries, which
announced in early 1976 that it
intended to liquidate its business
by selling the operating divisions.

Donald Henning, president of
USI, told Business Insurance that
no details of the purchase agree-
ment could be made public. The
name of USI, which has branches
in Washington, D.C., New York
and Hawaii, will be gradually
phased out, he said.

Its Seattle office, however, was
acquired effective Sept. 30 by three
principal officers of that firm: Gra-
ham Anderson, Jim Weller and
Robert Chase,

Mr. Anderson said that as of Oct.
1 his firm will reclaim its old name
of Pettit-Morry Co. He explained
that Pettit-Morry was the name of
his firm before it was purchased by
USI in 1973.

Pettit-Morry’s business is con-
centrated in the fire/casualty busi-
ness, with accounts spread around
the United States, said Mr. Ander-
son. He projected 1977 premium
volume to be in the area of $8 mil-
lion to $10 million.

“We are delighted to be separat-
ed from US] because we wanted to
be back on our own,” said Mr. An-
derson. He pointed out that the
position of his group has always
been against the sale of USI to an
outside broker. In fact, he said he
was among the leaders of a move-
ment of key employes to purchase
the firm for themselves.

Dick Nausch, formerly an ex-
ecutive in the USI offices in New
York City, said that he also sup-
ported the move of key USI em-
ployes to buy out the entire firm.
It was after that effort collapsed,
he said, and two colleagues broke
away to form a new brokerage
firm known as Nausch, Bogan &
Murray.

Mr. Nausch declined to say more,
explaining that “this is a chapter
in my life which has expired.”

Four or five national brokerage
firms, initially evinced interest in
acquiring USI, which is said to
have commission income of about

! 86 million a year, much of which

derives from its business with the
various Kaiser Companies and
from Bechtel Corp.

Marsh & McLennan and John-
son & Higgins were known to have
been interested in the brokerage
firm. Nevertheless, Reed Shaw
Stenhouse, which has 14 offices in
this country, has long been the
lone suitor.

Bay Area insurance sources have
questioned whether the accounts
¥from Bechtel Corp. and the various
Kaiser Companies will remain in-
tact in the wake of USI’s sale by
Kaiser to Reed Shaw.

However, Mr. Henning affirmed
that, barring unforeseen circums-
stancs, he expects the business
from the Kaiser Companies and
Bechtel to remain with the merged
firm on a leng term basis.

“I think Reed Shaw Stenhouse
will have a far stronger position in
the United States as a result of this
merger,” said Mr. Henning, whc
noted that as for his own future
with the merged firm he is unable
to make ary comment because he
is involved in the negotiations over
the legal documents pertaining tc
the merger. [
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info for buyers

T o receive literature listed in Info for Buyers write directly
A to the name and address accompanying each item, men-
tioning that you saw the offering in Business Insurance. Read-
ers are welcome to submit items for possible inclusion in the
column. All items that are free and have informational value to
readers are eligible. The column will also consider items for
which there is a modest handling change. A sample of your
literature should be sent to Info for Buyers, Business Insur-
ance, 740 Rush St., Chicago, I1. 60611.

e Who can be held responsible
and for what reasons in Pension
Trust Liability is outlined in a free
booklet. The kinds of coverage to
protect fiduciaries available from
National Union Fire Insurance Co.
are explained. For a copy write
National Union Fire Insurance Co.

e A comprehensive report on Sec-
tion 501(c)(9) Programs is avail-
able free from Kwasha Lipton. The
special report analyzes the back-
ground, acceptable benefits under
the IRS, financing and rules and

» regulations. For free copies of the

28-page booklet, write Harry F.

of Pittsburgh, Pa., 102 Maiden
Lane, New York, N.Y. 10005,

Bremer, vp, Kwasha Lipton Inc.,
P.O. Box 1137, Englewood Cliffs,

New Jersey, 07632,

e Insurance Facts 1976 gives an
overall view of the property, liabil-
ity, marine and surety markets.
Statistics on various lines of in-
surance, loss summaries for fire,
earthquake, work and catastrophes
among many others are included.
For a free copy, write Insurance

" Information Institute, 110 William

St., New York, N.Y. 10038.

e Private health insurance views
on the Major Issues in the Financ-
ing and Management of Health
Care are in a 34-page booklet from
the Health Insurance Institute.
Cost containment, quality controls,
cost sharing, and health education
are among the topics covered. The
booklet contains edited papers pre-
pared by the technical advisory
committee of the health care pro-
gram task force. Single free cop-
ies are available from the Health
Insurance Institute, 277 Park Ave.,
New York, N.Y. 10017,

Aword to the wise
about market control:

We'd like you to .
remember that the key .37
to efficient, successful %
risk placement is at
your fingertips. It's you, the
Producer, who
creates market
control and mini-
mizes market
disturbances. And
it's no secret that
some Producers
have the system
down pat.

Here's how it
works: the next
time you are faced
with a difficult or
unusual risk, call
your best Surplus
Lines Broker. Naturally,
we hope it's IWest. Then
prep your Surplus
Lines Broker with
the necessary under-
writing information.
You should receive
immediate pricing estimates.

By pre-selling your client on
the pricing indication, you are

Stockton, CA Portland, OR
(209) 948-0555 (503) 641-1976
Encino, CA Seattle, WA

(213) 990-8400

es Insurance Managers

(206) 363-1303

@

able to control his

market variables. You
then capitalize on the
basic rule: “Firm orders
control markets." Your
Surplus Lines Broker
may even deliver at the

low side of his
indication.

is job enough
without creating

a “disturbed
market.” Forget

the shotgun

theory of risk
marketing that only
wears out markets
and you. Next time
you are faced with a

difficult or unusual risk,

call [West.

|West specializes in
Excess, Products
Liability,
Umbrellas, Tough
Primary Liability,

Special Risks, Aviation, Surplus
Lines, Commercial Property and
Municipal Liability.

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

Exclusively for West Coast Producers.

e The 1976 Hospital Daily Service
Charges brochure is updated and
includes state-by-state listing of
private, and semi-private room and
intensive care charges. Free copies
are available from the Equitable
Group Insurance Department, 1285
Avenue of the Americas, New
York, N.Y. 10019,

e Court cases are legal trends in
Hospital Liability are contained in
a pamphlet from the Underwriters
Adjusting Co. Defenses, legal terms
and the importance of hospital
records and charts are included.
For a free copy write Underwrit-
ers Adjusting Co., 224 S. Wacker
Dr., Chicago, I1. 60606

e Industrial Risk Insurers offers
recommendations for protection of
Buildings Under Construction. Loss
preventive procedures, proper de-
sign procedures and protection
against fire and wind hazards are
included. For a free copy write 85
Woodland St., Hartford, Cn. 06102

e Product Liability Litigation by
Arthur D. Little Inc. describes how
lawyers and others involved in lit-
igation can use the consultant’s
services as expert witness and
technical support in product lia-
bility actions. A few case histories
are presented. For a free copy,
write to Irving J. Arons, Product
Technology Section, Arthur D.
Little Inc., Acorn Park, Cambridge,
Ma. 02140,

e Employers Insurance of Wau-
sau and the Liberty Mutual In-
surance Cos. have developed
jointly a brochure on Emergency
Medical Service Systems . . . A
Community Challenge. It stresses
the importance of improving
emergency medical service in the
community through public educa-
tion, transportation, professional
competency and regional planning,
For a free copy write Peter E. Mc-
Guirk, director of publications,
Liberty Mutual Insurance Cos., 175
Berkeley St., Boston, Ma. 02117.

e Risk Management Reports, a
series of objective, researched dis-
cusions of risk management topics,
is published by Business Insur-
ance, a Crain Communications
publication. The reports are edi-
torially independent of the maga-
zine. There are six issues a year,
and. each concentrates on a special
topic, such as risk management in
Europe, product liability control
and the risk management function
in management. Subscription is
$60 per year. Write Business In-
surance, 740 N. Rush St., Chicago,
I1. 60611. Checks should be made
payable to Risk Management Re-
ports.

e What do I do now? explains
what beneficiaries should do fol-
lowing the death of a relative or
spouse. From CNA Insurance, this
brochure is available free by writ-
ing to Mary Ann Poruzcnik, CNA
Insurance, 29S, CNA Plaza, Chica-
go, I1. 60685.

e PayPlus, published by Pension
Planning Co. Inc. describes em-
ploye benefit statements marketed
by the company which provide
each employe with a personal com-
puterized summary of the value of
his or her fringe benefits. For a
free copy of the brochure, write to
Steve Sundheimer, manager of
communications division, Pension
Planning Co. Inc., 355 Lexington
Avenue, New York, N.Y. 10017.

e Loss Prevention: The Best Way
to Protect Your Assets is a promo-
tional brochure from Philadelphia
Manufacturers Mutual Insurance
Co that describes how you can
protect your business against loss
by identifying and correcting poten.
tial hazards. Also included is an
outline of the company’s approach
to meeting the insurance needs of

large, well-protected facilities, For
a free copy, write to J.G. Richard-
son, Mktg. Dept, Philadelphia
Manufacturers Mutual Insurance
Co., P.O. Box 824, Valley Forge,
Pa. 19482, '

e Changes in today’s society are
discussed in Risk Management in
the future: Four Challenges, 3
publication of Risk Planning
Group, in terms of the risk man-
ager. Areas of fortuitous loss ex-
posure and the tools needed to
control and fund this widening
area of risk are the focal point.
For a free copy of this publication,
write to H. Felix Kloman, presi-
dent, Risk Planning Group, 24 Old
King’s Highway South, Darien, Ct,
06820.

e HALLways to Better Benefits,
a periodic newsletter from the Na-
tional Benefit Services Division of
Frank B. Hall & Co., describes in
one of its past issues the concept
of employe stock ownership trusts
(ESOPs). For a free copy write
to: Mary Lee Cato, Frank B, Hall
& Co. 549 Pleasantville Road.,
Briareliff Manor, New York. 10510

e Eagle Eye Optical Security de-
scribes an optical device manu-
factured by Continental Instru-
ments Corp. which utilizes and
automatically adjusts to sur-
rounding light and operates with-
out reflectors or transmitters, For
a free copy of the brochure, write
to: Michael Morgenstern, Contin-
ental Instruments Corp,, 170 Lau-
man Lane, Hicksville, N.Y. 11801.

e Your Professional Reputa-
tion is at Stake Each Time You
Hire a New Employe describes emn-
ploye screening processes includ-
ing the flaws of many selection
programs. It outlines Well Fargo
Guard Services' . techniques in
which an employer can be more
thorough in its hiring processes.
For a free copy of the brochure,
write to George Mulgqueen, Direc-
tor of Marketing, Wells Fargo
Guard Services, Randolph Park
West, Rt. 10, Randolph, N.J. 07801.

e Willson Products, a division of
ESE Inc, is offering a five-part
catalog showing eye protection
equipment, Included are sections
on safety spectacles, faceshields,
welding goggles and helmets,
lightweight spectacles and safety
goggles. For a free copy, write to
Stephen A. Neimiller III, adver-
tising manager, Willson Products
Div, ESB Inc, P.O. Box 622,
Reading, Pa. 19603,

e Underwriters Laboratories Inc.
(UL) is offering its Standard for
Safety covering portable, station-
ary and fixed power supplies for
specific uses including industrial
and power supply equipment.
Copies are $3.00; if the subscrip-
tion service for any further revi-
sion is desired, cost is $8.00. Write
Underwriters Laboratories Inc,,
Attn: Publications Department, 207
East Ohio St., Chicago, I1. 60611.

e Life/Safety automatic door clos-
ing devices are described in a free
brochure from Reading Door Closer
Corp. The UL approved system is
designed for smoke or fire emer-
gencies. Write Reading Door Closer
Corp., Reamstown, Pa., 17567.

e An independent inspection and
appraisal company, Sanders In-
spections Ltd,, is making a self-de-
scriptive brochure available. The
company provides services such as
loss control recommendations, un-
derwriting information and build-
ing appraisals for self-insurance
programs, risk managers and in-
surance companies. For free copies,
write to Harvey Sanders, Sanders
Inspections Ltd., division of RM/i
Consultants, 49 S. Main Street,
Spring Valley, N.Y. 10977.
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Product safety agency wants to levy penalties

WASHINGTON—The Consum-
er Product Safety Commission
would be a more efficient regula-
tor if it had the authority to assess
civil penalties as many other
agencies do, its director told the
Senate Commerce Committee last
month.

Testifying in reaction to a high-
1y critical General Accounting Of-
fice (GAO) report issued last
July, chairman S. John Byington
said he agreed with the GAO that
civil penalties would give much-
needed flexibility to the enforce-
ment mechanism of the Con-
sumer Product Safety Commission
(CPSC).

“In many instances, cases under
the Federal Hazardous Substances
and the Poison Prevention Pack-
aging Acts are brought before us
and we are faced with either
recommending that a U.S. attor-
ney seek criminal penalties or
closing the case,” Mr. Byington
said.

“This ‘go-no-go’ situation does
not allow the commission such
flexibility in tailoring a sanction
to fit an offense,” he added.

“If the instance is a one-time
offense, then a criminal sanction
might well appear overly harsh.
However, the danger to the public
from inattention and poor quality
control is as real as the danger
from intentional acts.

“Therefore, an ‘in-between’
sanction such as civil penalties
would provide the deterrent and
flexibility needed to address the
many gradiations of violation with
which the commission must deal
on a daily basis,” the CPSC chair-
man said,

Mr. Byington argued that the
CPSC should have authority simi-
lar to that of the Federal Trade
Commission (FTC) in the use of
civil penalties. One of the laws
administered by the CPSC, the
Flammable Fabrics Act, was once
in the domain of the FTC, and
recent authority granted to the
FTC to use civil peanlties would
have been applicable to the Flam-
mable Fabrics Act if that agency
still administered the law.

A bill that would give the CPSC
the authority it is seeking was
pending in the Senate Commerce
Committee, but it died under the
pressure to finish more important
legislaltion before the scheduled
Oct. 2 adjournment of Congress.

The bill’s sponsor, Sen. James B,
Pearson (R-Ka.), is planning to
reintroduce the legislation in the

NFPA tells
cut in number
of large fires

BOSTON, MA.—A decrease in
the number of large-loss fires, dur-
ing 1975 but an increase in the
cost of property damaged was re-
ported by the National Fire Pro-
tection Assn. (NFPA).

There was a 2% cost increase,
from $565.9 million in 1974 to
$579.49 million in 1975, while
there were 9% fewer fires during
the year.

According to the NFPA, most of
the large-loss fires occurred in
January (61) with December sec-
ond (54). The month with the
lowest number of fires was May
(29) with October second (33).

In February, 1975 one of the
largest fire losses in history oc-
curred in New York, when a cen-
tral telephone exchange was de-
stroyed cutting off service to 170,-
000 phones. Damage was estimated
at $70 million, not including busi-
ness interruption. [ ]

next session of Congress and is
asking for additional suggestions
by the CPSC.

Mr. Byington, who took office
as CPSC chairman on June 2 after
some heated controversy over his
appointment by President Ford,
said he basically agreed with the
criticism of his agency by the
GAO, which serves Congress as a
watchdog on the administration of
federal laws.

The GAO report scored the
CPSC for management inefficien-
cy, and Mr. Byington said it was
an “excellent adjunct” to an in-
house management study he had
already initiated.

The inhouse management report
found that CPSC suffered from an
“inherited structure (that) was
entirely too diffuse, lacked coher-
ized by duplication of effort, lack

ence or logic, and was character-
of accountability, and an excess of
informal rules of procedure,” Mr.
Byington said.

Action has already been taken
to improve management and per-
formance of the commission, Mr.
Byington said, including:

e Development of profiles on
more than 100 products that may
merit CPSC attention.

e “A new approach to translat-
ing agency mission into program-
matic operating terms has been
taken, and a fiscal year 1977
operating plan and fiscal year
1978 budget based on that ap-
proach have been completed;”

e Communication has been im-
proved between commissioners
and senior managers, both at
headquarters and in the field;

e And the organization of the
CPSC has been rearranged to al-

locate personnel and funds to sup-
port the new management ap-
proach.

Furthermore, the CPSC will
strive to educate companies with-
in regulated industries more than
it has in the past, Mr. Byington
said. :

Before a recent bicycle regula-
tion was issued, the CPSC held
meetings and seminars with the
affected , manufacturers, distribu-
tors and retailers to inform them
of their upcoming obligations un-
der the regulation, he said. “In-
formation and education has
played a major role in our efforts
to date in implementing this regu-
lation,” the chairman added.

The CPSC is also trying to get
state and local authorities in-
volved in its compliance and en-
forcement efforts, he said.

The agency’s fiscal year 1978
budget request is designed to in-
clude a small increase in person-
nel and funds “to aid in the more
efficient handling of field case-
work activities, improving liaison
and response time with appropri-
ate courts and U.S. attorneys, and
providing needed on-the-job train-
ing for our area personnel,” he
said.

“However, I must stress that
our operating plan for fiscal year
1977 and the budget request for
fiscal year 1978 are premised on
a very important assumption—
that there will be significant self-
initiated compliance by the regu-
lated firms,” Mr. Byington said.

“If that is not the case then I
believe very significant increases
will be necessary in our compli-
ance and enforcement programs,"
he added. [ ]

Gain 6 additional trading hours daily.

Wells Fargo presents an advanced securities processing system.
It’s the only bank clearing securities on both East and West Coasts. Our complete

Securities System can tell you where you stand tod
and opportunities to invest otherwise idle funds.

ay, today! And give you more time

Imagine—you start trading on
the East Coast at 8 a.m. EDT, and
after a full eleven-hour trading
day ends in California at 4 p.m.
PDT, you know what your posi-
tion—cash and securities—will be.

Thanks to Wells Fargo's two-
coast securities clearance capability,
you gain flexibility and control.
With more time and more
“operating room,’ you get more
opportunities to invest and work
your balances, thereby improving
cash management.

A centralized system instead of
a frapmented one.

Wells Fargo offers a total
system—clearance, settlement and
custody. No more chasing around
for information or delayeg deliver-
ies. No need to worry about a place
to store securities%ne source
offers you the full ranie of process-
ing and control capabilities. You
constantly get accurate execution.

Control you can't get
anywhere else.

Instead of trying to control
cash and securities in several
banks, do it in one. With us, you
keep a firm rein on all your horses

~while allowing them room to run.
You'll get the most advanced
systern available, a significant tirne-

Wells Fargo Bank

difference advantage, a chance to
improve productivity and lower
operating costs.

Quality service at a
competitive price.

If your bank is often unable
to settle transactions where and
when you want, and you're reluc-
tant to sell or buy for same-day
settlement, our System is some-
thing you cught to know more
about. It's among the most sophis-
ticated operations available.
We'd like to tell you all about it.
Pleace call Dick Betin 2o (415)
396-2977.

Securities Processing System

San Francisco - Los Angeles « New York
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benefit tax slants

Patchwork tax reform act to impact
on benefit, compensation schedules

By Joseph S. Robinson
Attorney-at-law

THE TAX REFORM Act of 1976
is a 1,500 page patchwork. It will,
however, produce significant
changes in many pay plans and
offer some added fringes to boot.

For openers, stock options take
a beating as does the tax break
previously given to those who re-
ceive sick pay. But make no mis-
take; there are some goodies
thrown in for the rank-and-file
worker as well as for executives.

The following is a capsule run-
down of some of the more impor-
tant items pertaining to pay plans
with tax changes noted.

Lump-sum benefits: The com-
plex mixture of capital gains and
ordinary income treatment on dis-
tribution of benefits is out. It is
replaced by a uniform favorable
10-year averaging rule. Further-

more, pensions, annuities and
other types of deferred pay will
now qualify for the 50% ceiling
heretofore limited to earned in-
come. In other words, these pay-
outs are no longer subject to the
“minimum tax" as beforé. Conse-
quently, some executives will want
to reconsider their previous de-
cision to postpone taking lump
sum payouts to a later year.

Sick Pay: The $100 per week
sick pay exclusion is removed for
most employes; it is reduced for
others. Commencing this year,
only early retirees who are under
age 65 and permanently and total-
ly disabled are still eligible for the
$5,200 a year exclusion. But even
this break begins phasing out on
incomes above $15,000 on a dollar
for dollar basis.

Stock Options: The tax break
no longer applies to qualified em-

ploye stock options granted after
May 20, 1976.

ESOPs: The 10% investment
credit has been extended through
1980. The provision allowing a
company to claim an additional
one percent investment tax credit,
providing it contributes an-amount
equal to this tax saving to an Em-
ploye Stock Ownership Plan, has
also been extended. Effsctive Jan.
1, 1977, an added 0.5% investment
credit will be allowed for any com-
pany that contributes an amount
equal to the extra credit to an
ESOP, 'but only if employes agree
to match that amount with their
own contribution.

Office-at-home: Executives and
other employes who work at regu-
lar places of business and also
claim office-at-home deductions
will be hard hit by the new rules.
From now on, a taxpayer can't

Dramatic ones!

premiums.

If your aviation insurance is costing you
more these days, there are reasons.

Since 1970, the cost of repairing dam-
.aged aircraft has risen 64.4%. Although
the percentage of accidents has re-
mained fairly stable, the size of verdicts
awarded in liability cases has climbed
to almost unbelievable levels. And,
similar increases in thefts and mali-
cious destruction of aircraft have had a
significant effect on aviation insurance

Actually, the increase in costs of avia-
tion insurance hasn't caught up with

In flying,
everythings up
...even
Insurance!

some of the other costs of operating
your aircraft . .

costs.

century.

ASSOCIATED AVIATION

90 John St., New York, N.Y.

Atlanta ¢ Chicago  Dallas « Denver » Detroit » Kansas City = Los Angeles « San Francisco

‘You get what you pay for at AAU. And
more. We provide services that keep
policyholders satisfied. If you have a
loss,we’re there with immediate atten-
tion from claims adjusters who know
aviation and have the authority to make
prompt settlements. -~

For the best aviation insurance value,
ask your agent or broker to insure your
plane with AAU, the nation's foremost
aviation underwriter for nearly half a

. like the increase in fuel

qualify for an “office-at-home”
deduction unless the office is used
exclusively and on a regular basis.
Moreover, the residence-office
must be maintained for’the con-
venience of the taxpayer’s em-
ployer.

The requirement of “exclusive”
use of a “specific part of a dwell-
ing unit” will knock out deduc-
tions for any room used at differ-
ent times for office and personal
purposes. It will also hit salesmen
and other employes whose em-
ployers provide no office and re-
quire them to do their recordkeep-
ing at home. If they do this work
in a room also used for personal
purposes, they will lose the de-
duction even though their office-
at-home is required by their job
and is the only office they have.

Foreign Conventions: Starting
in 1977, if an employe attends a
convention in a foreign ecountry,
no deduction for -transportation
may exceed coach or economy air
fare, Even that sum can’t be de-
ducted in full unless more days
of the trip (excluding travel time)
were devoted to business than not.
In order to deduct meals and lodg-
ing for a given day, the conven-
tion must have scheduled six hours
of business that day, and the em-
ploye actually attended four. Daily
living expenses are deductible up
to the per diem allowance which
the government pays its employes.

Not only must an-employe sub-
mit his own tally of his daily de-
votion to convention business, he
also must get a statement from the
convention sponsor showing each

day's agenda of business and the
hours the employe actually came.

Group legal plans: Tax free
treatment of the wvalue of legal
services is a new fringe awarded
to employes. The payins are de-
ductible by the employer provided
they are made to a trust fund
through an insurance arrangement
or tax exempt organization. In
other words, direct payments to an
attorney will not entitle the em-
ployer to a deduction.

Dependent care: Employes who
require hired help to look after
dependent children, etc., in order
to hold down their job, get a boost
from Uncle Sam. A new tax credit
replaces the previous deduction.
The credit is 20% of up to $2,000
spent on behalf of one dependent;
$4,000 for two or more. What's
more, the credit is available to all
eligible taxpayers regardless of
their income leves and irrespec-
tive of whether or not they itemize
deductions. Payments to relatives
qualify for the tax credit.

Moving expense: The allow-
ances are liberalized commencing
next year. So if present plans call
for an employe to be transferred to
another locality before the end of
the year, it may be worthwhile to
postpone the move to 1977 where
he might obtain a larger deduction.

For instance, the dollar limits
on some deductible items are in-
creased fo 3,000 for the sale, pur-
chase or lease of residence, includ-
ing up to 1,500 for house-hunting
trips and temporary living ex-
penses. The 50 mile rule is re-
duced to 35 miles, u

Warns of hazards in
Section 79 benefits

LOS ANGELES—“If your com-
pany has fewer than 10 persons
covered by group life insurance
and you buy Section 79 coverage
for three or four executives, the
IRS may disallow your deductions
for the premiums and consider the
premiums as income for the cov-
ered employes,” warned Steven A.
Eisenberg of Dan McGinn & As-
sociates Inc., an actuarial consult-
ing firm based here.

Otherwise, he explained, “an
employe covered by such insur-
ance doesn’t have to report as in-
come the premiums paid for the
policy. And the premiums are
fully deductible for the pur-
chaser.”

Another advantage of Section
79 is that the covered employe re-
tains all ownership rights to the
policy if he leaves the employer
or if his employe terminates the
coverage, Mr, Eisenberg continued.
In that instance, the employe
would “simply continue to pay
premiums at the same rate his
employer previously was paying.”

The so-called jumbo type of in-
surance is costlier, he noted. Be-
cause it can run two to three times
the expense, “it’s best to superim-
pose it on an existing group life
policy, providing increased cover-
age for selected employes,” Mr.
Eisenberg recommended.

The provision can be “a bonus
for executives in poor health,” he
said. “If you or any of your execu-
tives have a health problem, Sec-
tion 79 is particularly attractive.
The additional. premiums required
for all of the insurance coverage
on such employes are fully deduc-
tible for the employer and non-
taxable for the employe.

“The same is true for all acci-
dental death premiums and all
disability benetfits,” Mr. Eisenberg
noted. .

The restriction concerning the
number of lives to be covered is
important, Mr. Eisenberg ex-
plained, because “some insurance
companies are ignoring it and sell-

ing Section 79 coverage to com-
panies which may not qualify.”
Because the provision “obvious-
ly is a loohole which discriminates
in favor of higher-income execu-

tives . . .” it may become a target
of Congress at any time, he
warned.

Still, he believes that Section 79
coverage “represents a good buy,
subject to the restrictions and con-
ditions specified.”

The most common types of pol-
icies available, according to the
consultant, are:

e Annual renewable term pol-
icy—Pure term insurance in which
the employer pays the premiums
and takes the deduction. “Premi-
ums for policies of less than $50,-
000 are not considered as income
to the covered employe and thus
are not taxable,” he said.

e Whole life policy or limited
payment whole life policy—“Part
of the premiums for such policies
are allocated to a term portion of
the policy and part to the perma-
nent portion. The employer pays
the part of the premium allocated
to the term portion and the cov-
ered employe pays the other part,”
Mr. Eisenberg explained. ]

N.Y. RIMS offices

The New York chapter of the
Risk & Insurance Management So-
ciety elected John Robert James,
vp of Chemical Bank, president for
the 1976-77 year. Other chapter of-
ficers include: John J. Murphy
(Avis), first vp; J. Kenneth Cav-
anaugh (Loew’s Corp.), program
vp; Ernest Reach (U.S. Industries),
legislation vp; Joseph S. Sardano
(Chase Manhattan), education vp;
Paul Goldschmidt (Philip Morris),
membership vp; John L. Sullivan
(International Paper), conference
vp. William E. Morrison (Airco),
was elected treasurer; Thomas L.

Conklin (Crane Co.), secretary and

William F. Wynne (Champiocn In-
ternational), will represent) the
New York chapter to the natmnal
society.



Classifying cuts costs
for well contractors

HOUSTON, TX—Workers’
compensation coverage offered by
the United General Insurance Ex-
change of Midland, Tx. has been
bought by over 20 well service
contractors in Texas..

According to Frank Miller, vp
of the exchange and president of
the United General Insurance
Agency, the market crunch in
workers’ compensation was the
main impetus for providing the
coverage. Though well contractors
are charged a state fixed rate of
$20.16 per $100 of payroll, the
Exchange claims it is able to offer
more specific classifications and
loss control services which lead to
a cheaper overall premium paid.

While the Exchange says its cov-
erage could amount to a 10% de-
crease in premiums paid, one con-
tractor who paid $80,000 to cover
about 50 workers’ for compensa-
tion, had his cost cut to $65,000
by using the correct classifications
for his employes, according to Mr.
Miller.

The exchange is also using spe-

cialized engineers who can inspect

and service wells as a main selling
point. The exchange is a reciprocal
insurance company owned and op-
erated for its member well service
contractors.

Globe Well Service Inc. of Big
Lake Tx., was the first well service
contractor insured by the workers’
compensation coverage. Globe's
president, Frank Sandel, is also

Medical cos.
worry most
about safety
of products

PHILADELPHIA—Medical and
health services companies were the
number one group to rank product
and service safety problems as be-
ing “very serious” in their indus-
try in an analysis designed by the
Department of Insurance of the
Wharton School here.

The same analysis showed that
electric utilities had the greatest
tendercy to feel there have been
“increasing pressures” to warn
customers about possible dangers
of products or services.

Some 61.5% of medical and
health services ranked product and
service safety as a very serious
problem, while 35.7% of the re-
spondents from the medical and
health services industry said they
felt increasing pressure to provide
customer warnings.

Half of the utilities, by compari-
son, responded they thought the
problems were very serious, but
66.7% said they felt increasing
pressures to provide customers with
warnings about their industry.

The analysis was made of 30 in-
dustries. It was part of a larger
survey commissioned by the Sen-
try Insurance Group and designed
and conducted by the Wharton
School and Louis Harris & Associ-
ates on the attitudes of business
toward risk management, insurance
and related issues. (See story, page
4).
Almost T7% of respondents en-
gaged in fabricated metal products
manufacturing and firms engaged

in food and beverage processing

indicated that the problem of being
pressured to provide customer
warnings of possible dangers has
been increasing, the analysis dis-
covered. [

the chairman of the board of the
insurance reciprocal.

Qil well service contractors
clean, repair and service oil wells
once a rig is completed. Depend-
ing on the contracting job, a Texas
employer pays $16.68 when rigs
are being completéd but only $3.27
when men are not working (called
yard time). According to Mr.
Miller if an insurance carrier is
willing to classify correctly, the
employer can-save substantially in
premiums.

Insurers are reluctant to cover
well service contractors because of
the risks involved in both inland
marine and workers' compensa-
tion; among the more serious
problems are underground damage
to reservoirs, saline damage, and

blowouts and cratering where
streams of water can wash the
ground out from underneath a
well.

The United General Insurance
Exchange has been insuring well
contractors’ inland marine risks
since 1973, writing policies for
over 100 contractors and 60% of
the total in Texas, Oklahoma,
Kansas and New Mexico. Present-
ly the Exchange insures workers’
compensation only in Texas but
plans to expand in the near future.

According to Mr. Miller, the
workers’ compensation premium
retention of the Exchange wvaries
from 20% to 45% on large ac-
counts. Companies entering the
exchange for workers’ compensa-
tion do not contribute capital. He
said that loss ratios have run about
20% for inland marine which is
the “product of selection and un-
derwriting done by the board of
well service operators” who help
screen prospective insurers. L]

Foreign firms want
detailed information

WHITE SULPHUR SPRINGS,
W. VA.—Brokers and agents in
this country will have to be willing
to provide more details than they
have in the past about their com-
mercial clients and the risks they
need to insure, when approaching
London for coverage, said Leslie R.
Dew, a leading underwriting mem-
ber of Lloyd’s.

He predicted that brokers 'and
insureds alike will need to use
foreign  markets such as London,
Japan, Germany and Switzerland
more during the next two years in
order to obtain the coverage need-
ed for commercial risks.

To gain maximum support, U.5.
brokers and agents will have to be
willing to provide “a fuller under-
writing presentation than has been

customary,” said Mz. Dew, speak-
ing here at the joint annual meet-
ing of the National Assn. of Cas-
ualty & Surety Agents and the Na-
tional Assn. of Casualty & Surety
Executives.

It may be impossible at this point
to reverse the current trendi to-
ward more government interven-
tion, more compulsory classes of
risks, and more strict liability, said
Mr, Dew, because “society’s belief
that someone has to pay for any
personal injury or damage sus-
tained is too deeply rooted to be
changed radically.”

He advocated doing away with
all prior approval rating laws, so
that underwriters can meet the de-
mands for insurance by operating
on a competitive rating basis. =

How much change does

System

need: Alot?

little? None?

You may be reassured—or troubled —by how a number
of your fellow citizens answered this question recently.

to change.

To help give you a clearer
picture of our system, a specia:
booklet has been prepared. It's
easy to read, interesting and free.
Mail the coupon for your copy.

Every American ought to

know what it says.

The American
Economic System.

It's one of your basic freedoms.

A recent study shows that an overwhelming majority of
Americans have a basic faith in our economic system. Only
a relatively small number favor major structural changes.
Yet almost all—92% —feel some moditications are needed.

In the months and years ahead, we're all going to be
called upon to make great decisions as our American
Economic System adjusts to new conditions every-
where, both home and around the world.

Obviously, the more we all
know about our system and
how it works, the better we can
decide what to preserve, what

Booklets, PO, Box 1887, New York, N.Y. 10001

__ Please send me a free copy of the booklet
about our economic system.

__ I would also like a copy of the survey

highlights.
Name Title
Company
Address
City State Zip

Note: Booklels in guantity, posters and other materials
are available for use by companies, clubs, elc. For in-
formation, write: The Adverlising Council, 825 Third
Avenue, New York, New York 10022

73\ A public service message of The Advertising Council EI
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& U.S. Department of Commerce
presented by this Magazina.

Did you know? . With 6% of the population, America
uses 30% of the world's energy production. » The U.S. economy
created 26 million new jobs between 1950—1975. « In 1975, the
US. imported about $96 billion of goods—exported over

$107 billion.
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Property Insurance

Capacity Problems
Fire, All Risks, Special Forms, Reinsurance
Contact: Robert H. Hellweg, V.P.

The Wetzel Company, Inc.

2000 South Post Oak, Suite 2400
Mailing Address: P.O.Box 66452
Houston, Texas 77006
Telephone: 713/626-3240

Telex: 76-2053

Only through Agents/Brokers

Worerldled by ||eagues riot;
$25,000 damage at Ford fac’rory

LONDON—Rioters caused $25,-
000 worth of destruction at Ford’s
big auto plant at Dagenham (Essex
County) after complaints that new
“precision control” equipment was
unsafe to use.

The damage will probably be
covered by Ford’s self-insurance
arrangements.

It is the first time any such in-
cidents have occurred at U.XK. auto
plants where strikes have frequent.
ly stopped plant production lines.

The <“orgy of destruction”, as
some witnesses called it, started
when 12 night-shift coor-setters
refused to handle the equipment,
charging that it was unsafe.

It had been brought in for the
start of production of a new line of
U.K. Ford autos, styled the Cor-
tina, which is already being mar-
keted urider the Taunus name in
West Germany.

More than 1,000 men were sud-
denly “laid off” after the stoppage
because production was held up,
and 300 of them engaged in violence
in an executive dining room and
other parts of the plant, where fur-
niture and vehicles were set ablaze,
because they were angry at losing
wages through the sudden stoppage
by fellow employes.

After four hours they were per-
suaded to go home, so that man-
agement could check the new
equipment which had already been
operated without difficulty by day-
shift workers.

This same machinery has been in

use without any problems in the
U.S., West Germany and Belgium,
according to a Ford spokesman,
who said that it was used to en-
sure that doors fitted perfectly in
the autos.

Disciplinary action is to be taken
against some of the men who
caused malicious damage to plant
property. It is believed the “safety
hazard” complaint was merely a
device by some disgruntled work-
ers to exploit job grievances over
loss of leisure breaks.

® & #

Leading world insurers will be
meeting in London Nov. 10 and 11
at a major conference organized
by the London Financial Times to
discuss new marketing opportuni-
ties.

U.S. representatives will include
Bernard F. Combemale, vice chair-
man INA International Corp. and
Saul T. Steinberg, chairman and
president Reliance Group.

Economic developments in the
“Third World”, and changes in the
economic strategy of other parts of
the globe, will be examined at the
conference by experts from Lloyd’s
and other insurance markets.

& *® &

Damages of $220,000 have been
awarded by the U.K. High Court to
a traveler whose auto hit a camel
in the Middle East three years ago.
He is Christopher John Cullinan, a
28 year old bank officer, who was
being driven by another banker
from Dubai to Sharjah and was

His employees respect him. His co-
workers consider him conscientious.
He's a good father and a good

husband. He's the average embezzler.

How do you stop him? It isn’t easy.
But you can protect your company

from a damaging loss with adequate ]
Honesty Insurance from F&D.

Ask your agent or broker to get you
all the facts about F&D’s Honesty
Insurance. Do it before everyone
goes home tonight.

Maybe what he takes home in his briefcase isn't work.

D

Nation’s leading bonding experis
Baltimore, Maryland 21203

Fidelity and
Deposit Co.

thrown from the auto into the road
when the crash occurred.

Now he is confined to a wheel-
chair for life, and his career in
banking is ended. The award is
among the highest awarded by UK.
courts recently for auto accidents,
as lawsuits for this type of injury
are heard before judges whose rul-
ings can usually only take poten-
tial loss of earnings into account.
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Kidnap insurance cover was cri-
ticised by Jean Nepote, secretary-
general of the world police organ-
ization Interpol, at a Monte Carlo
security conference where insurers
debated the growing menace of
criminal activities.

“Many kidnappings are perpe-
trated by small groups of criminals
wno seek only profit from their
ransom demands, and a suitable
way of reducing these offences
would be for governments to make
ransom payments illegal,” he said.

“But in countries where govern-
ments have not thought fit to take
this stand, is it right for insur-
ance companies to agree to cover
kidnap risks?

“If insurers issue such policies,
they might well constitute an in-
centive to kidnapping, for crimin-
als will take the view that their
ransom demands will be met with-
out loss or hardship to anyone ex-
cept the insurance industry.”
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While insurance costs rise in the
U.S. through expensive court
awards, Britain is taking a new
loox at the U.S. contingency fee
system,

For many centuries the system
has been barred in UK. law suits
and any lawyer who tried to prac-
tice it would get expelled from the
legal profession.

But at the very time when the
system is under criticism in the
U.S., there is a move among some
U.K. attorneys to get it introduced
in their own field of activities.

Tae idea started three months
ago when Bernard Engler, a Man-
chester lawyer who represents
some of the English claimants in
their trans-Atlantic dealings with
U.S. counsel in the Turkish Air-
lines DC10 litigation, expressed
the view that there was nothing
wrong with the contingency fee
system if it was kept under proper
control.

A London solicitor, Andrew
Phillips, also supports the proposal.
He said he feels it ought to be ex-
amined in Britain as a means of
helping litigants who cannot af-
ford to embark on expensive law-
suifs.

Legal aid is provided out of pub-
lic funds for many classes of liti-
gants, but there is a strict income
test which debars people with

- midd_.e-level earnings from access

to this facility, as it was originally
intended for poor people who could
otherwise not afford to sue.

But as legal costs rise, there are
now many persons hindered by the
expense from lawsuits, and some
attorneys are urging that there
ought to be an experiment with a
contingency fee plan as long as it
is kept within rigorous limits. In-
surers are watching the situation
with interest, though there is no
sign yet that the plan will ever win
approval.

&® ® &

Costly hazards created by the
use of new materials in the petro-
chemical industry should be mon-
itored to control fire losses, says
Cormmarcial Union group in a sur-
vey of the problem.
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Federal action is called key to product liability

By STUART HANGER

TROY, MI.—Federal legislation
to deal with the product liability
crisis was the keynote of the first
Risk & Insurance Management So-
ciety (RIMS) seminar on the prob-
lem.

Legislation to establish a statute
of limitations on product liability
claims, a limit or elimination of
contingency fees by lawyers, and
expansion of no-fault insurance to
the area were the major proposals
considered by 72 risk managers,
businessmen, insurance executives
and lawyers, on Sept. 30.

Ralph B. Baldwin, president of
Oliver Machinery Co., Grand Rap-
ids, said chances are good for pas-
sage of statute of limitations leg-
islation early next year.

Mr. Baldwin said the law should
state that “if a product has been

in service for a reasonable length

of time, such as six years, that.

product must be considered com-
mercially safe and the manufac-
turer immune to further suit.”

Mr. Baldwin is a member of the
federal Inter-Agency Task Force
charged with finding solutions to
the product liability problem. He
called a solution urgent and said
many cutting tool manufacturers
were “in a panic” about the un-
availability or skyrocketing cost of
insurance. “Many of us, particular-
ly smaller companies, will have to
close our door if remedial action is
not taken,” he said.

The possibility of expanding no-
fault insurance to the product lia-
bility problem was suggested by
Jeffrey O'Connell, a professor of
law at the University of Illinois
and a major author of no-fault

auto insurance.

Mr. O'Connell said he supports
a law that would allow business-
men to elect to pay medical ex-
penses and lost wages that resulted
from accidents involving products
they have manufactured. To the
extent a guarantee of a “no-fault”
payment exists at the time of ac-
cident, no claims based on fault
would be allowed,

Mr. O'Connell said no-fault
would “eliminate tort liability and
put it (product liability) on an in-
surance basis.” He said there is a
great need for accident victims to
receive out-of-pocket expenses for

medical treatment and lost time

from work and argued insurance
dollars “are best used to pay for
dollar loses.”

But manufacturers who fail to
produce safe products received no
sympathy from Harry M. Philco,

a member of the American Trial
Lawyers Association. “It's better
you go out of business if you can’t
perform in a free enterprise,” the
Detroit lawyer told the seminar.

Mr. Philco said “safety is more
than common sense” and “any risk
of serious injury or death is al-
ways always unacceptable.”

A pariner in the law firm of
Philco, Cockrel, Spearman, Cooper,
Rine, King, and Atkinson, Mr.
Philco opposed any extension of
no-fault insurance to product lia-
bility, but did not elaborate.

In particular he singled out the
Big Three auto companies for at-
tempting to cut costs by giving
work to small alley shops where,
he said, the parts carry a greater
risk of injury than those from
larger firms.

The option of self-insurance was

Jerry West

College:
Averaged 24.8 points and
13.3 rebounds a game.
All-American twice.
Led West Virginia to 3 Southern
Conference Championships.

N.B.A. professional:

Third highest career scorer
in history.

Lifetime scoring average,
27 points a game.

Lifetime field goal percentage, .474.

Lifetime assists, 6,238.
Lifetime rebounds, 5,376.

Scored most points by a guard

in one game, 63.
Greatest scorer in N.B.A,
playoff history.
Playolf scoring average,

29.1 points a game,
(In the 1964-65 playoffs,

he averaged an incredible

40.6 points a game.)
Playoff M.V.P., 1969.
First team All-Star, 13 times.

This message about one consistent and enduring performer brought to you by another.

General Reinsurance

proposed by Daniel D. Gaitley,
manager of the insurance depart-
ment, Chrysler Corp. But Mr.
Gaitley said there are problems in
meeting accounting requirements
on the wvalidity of loss data and
suggested tax changes to improve
matters.

“An item of reform that would
improve the climate would be if
favorable tax treatment would be
accorded to self-insured product
liability reserves, something equi-
valent to the tax recognition of
the deductibility of such reserves
when they are carried by an in-
surance company,” he said.

Mr. Gaitley also suggested com-
panies faced with a product liabil-
ity crisis consider establishing cap-
tive insurance companies to cover
retained losses and get the re-
mainder reinsured.

Another arrangement he sug-
gested was a “wrap-up” plan
where companies (primarily in
the consumer goods area) carry
the risk under insurance, self-in-
surance or a combination of both.
This plan would relieve all sup-
pliers, distributors and retailers
frorn liability. This would recog-
nize that there can be only one
ultimate loss from one product and
eliminate overlapping premiums.

Mr. Gaitley said, “no matter
what method is selected under
these developing conditions of
product liability self-insurance or
large retentions, it will be neces-
sary for companies to establish in-
house product liability claim cen-
ters.” These centers should func-
tion like claim offices of casualty
insurers, he said.

Mr. Gaitley told BI that Chrys-
ler’s product liability claims have
increased “qualitatively” by about
100 per cent since 1970. While de-
clining to give a total for Chrys-
ler's funding of the company's
self-insurance program, he did say
has deductibles ranging from mod-
est amounts to $1 million. Previ-
ously, the company retained only
$50,000.

William Gibson, Midwestern re-
gional vice president, American
Insurance Association, Chicago
said ATIA will begin training
claims managers (including en-
gineers and legal advisors) in
Chicago on October 21. This move
is part of a recognition that more
expertise is needed in the area.

Mr. Gibson said ATA would un-
doubtedly support some of the pro-
posed solutions by late January.
But for now he saw more product
liability claims, higher insurance
rates and more “outrageous de-
cisions.”

Gibson did say he was encour-
aged by the high degree of con-
cern and effort being put forth by
at the federal and state levels to
solve the problem.

William H. Wallace, president,
Defense Research Institute, and
partner in Thompson, Hine and
Flory, Cleveland, discussed the de-
fendants’ role once the case comes
to court. One important point is
not to have anyone involved in the
case talk about it except to others
involved. Another was “establish
if it's your product and GET
HOLD OF IT.” [

INA activates captive

Insurance Co. of North America
(INA) is in the process of activat-
ing a reinsurance facility in Ber-
muda, Business Insurance learned.
The company, formerly titled Win-
chester International Assurance Co.
Ltd., will be called INA Interna-
tional Insurance Co. Ltd. It has a
capitalization of $2 million and a
surplus of $13 million. Guy Pat-
terson, president of INA Reinsur-
ance Co., will head the Bermuda
company. |
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Multinationals beware! You are
terrorist's target, warns expert

BRIGHTON, ENGLAND—Vio-
lent politically-motivated attacks
against multinational corporations
can be expected to continue their
upward spiral in the foreseeable fu-
ture, according to a leading author-
ity on international terrorism in a
speech here last month.

“It appears now that the differ-
ent terrorist organizations seem to

have mainly one target and one

goal, which unites them in a way.
That target and that goal seem to
be international business,” said
Fred Rayne, a security consultant
and a member of the Justice De-
partment’s Committee on.Preven-
tion of Terrorist Crimes.

“This very serious threaf is not
at all times realized by those ex-
ecutives responsible for their cor-
porations. There is a definite need

for greater understanding and as- |

sessment of the threat by private
industry,” he said in his speech be-
fore the World Assn. of Detectives.
Mr. Rayne was head of the Burns
International Investigative Bureau
for 12 years and before that did
anti-kidnapping work for the Brit-
ish Intelligence Service. He now
heads his own firm, Rayne Inter-
national Inc., Miami.

“There is a good chance that in
the future, because of heavy secur-
ity precautions taken by govern-
ments and companies, foreign-
linked terrorists and fanatics will
tend to overreact. and stage unbe-
lieveable sets and attacks,” Mr.
Rayne said. -

“During the last 12 months, more
than 100 active terrorist groups and
organizations have been identified,”
he said. “There is an increase in
evidence that a degree of interma-
tional cooperation exists between
some of them.”

Violence is inereasing, Mr. Rayne
said, because of many factors, in-
cluding publicity by the news me-
dia—headlines, he said, are “ex-
actly what they want.”

“As seen over the last few years,
terrorism seems to follow fairly
predictable patterns. If a terrorist
activity proves successful in one
country, terrorists in others try the
same thing,” he said. “As with
everything else, success is contag-
ious.”

He noted that public and private
law enforcement professionals are
becoming increasingly sensitive to
the problem, including the forma-
tion by the Federal Bureau of In-
vestigation of a confidential anti-
terrorist unit that will pass on im-
portant information on terrorist
tactics to all U.S. police depart-
ments. And whenever an attack oc-
curs, he added, an FBI agent will
be sent to investigate.

In the face of increasing violence
abroad, many U.S. businesses are
pulling up stakes. “In discussing
this matter with corporate officials

I found that many executives now:

admit that one of their reasons for
withdrawing from foreign opera-
tions is the lack of security,” said
Mr. Rayne.

“One of the best examples of this
is Argentina—the terrorist capital
of the world—where terror at the
present persists despite recent mil-
itary victories.

“More than 800 persons died in
Argentina on account of political
violence this year.

“Because of the situation, many
European and American business-
men who were successful in Bue-
nos Aires and other cities had to
leave the counfry and operate from
other areas. In several instances,
operations in Buenos: Aires are ac-
tually now directed out of head-
quarters in Brazil, Colombia, Ven-
ezuela and as far away as Miami,

Fl.,” according to Mr. Rayne.

“What we have here with extor-
tions, sabotage; kidnappings, bomb-=
ings, etc., is a terrifying challenge
to business. It is a challenge which
should receive, by all concerned,
the highest priority in study and
analysis and counteractions by the
leaders. of business and industries,”
he said.

Mr. Rayne outlined an 1l-point
program to combat terrorism: .

“Train management and secur-
ity and safety personnel in effec-
tive handling of*emergency situa-
tions so that they can, within their
own organization, set up the neces-
sary plans.

“Establish a communication link
with law enforcement (officials) so

that emergency programs can be
effectively set up.

“Establish within each depart-
ment of industrial concerns, fac-
tories, offices, etc., an assistant se-
curity official who would be re-
sponsible for security in that par-
ticular department. This is a key
unit which can make internal se-
curity programs effective.

“Provide for management con-
trol; for example, use of undercov-
er services to guard against in-
dustrial espionage and sabotage.

“Conduct an up-to-date secur-

. ity survey and include residences

of VIPs and executives.

“Conduct an up-to-date person-
nel security check on all employes,
regardless of length of service with
the company, including guard force

if in-house guards are utilized.

“Conduct, on an irregular basis,
monthly security checks to assure
that maximum security is imple-
mented. Include homes and offices
of VIPs as well.

“Establish security duties for cer-

tain employes in case emergency
situations arise. Hold briefings for
such employes.

“Provide security, guidelines for
employes working overseas.

“As political or emergency situa-
tions arise, provide lecture pro-
grams on specific problems, includ-
ing the political situation, informa-
tion on terrorist groups in the area
or country, and briefings on ex-
plosives an dexplosive devices, if
bombings are involved.

“If overseas, have all execuives
adopt a low profile and blend in
with local conditions.”

Mr. Rayne said the problem may
become much worse in the future
if terrorist groups are able to as-
semble nuclear weapons, although

he said that is a “very remote pos-
sibility.”

Two trends he sees as very real
possibilities are more mass-hostage
situations and more youthful ter-
rorist organizations. “With unem-
ployment on the increase in many
cities and countries, and in some
areas like New York City where
the police are reduced in numbers
because of financial difficulties, the
criminal and political terrorist, the
fanatics, as well as the mentally
ill, will see better opportumities for
making attacks, particularly on pri-
vate industries, and will continue
to be cause for concern,” Mr,
Rayne said.

Another alarming trend will be
the increasing use of sabotage. “Be-
cause security will be tightened by
law enforcement and private or-
ganizations, terrorists, instead of
openly attacking their targets, par-
ticularly properties of multinational
operations, will seek a less danger-
ous way of carrying out their tasks,

Continued onr page 54

Don't be tempted by rookies when
you can get self-insurance pros

Above all, the self-insurer needs to be totally secure in
the knowledge that his program is being effectively
and efficiently administered.

This is not the time for you to become an “‘experi-
ment" or to teach learners at your expense.

Our Gallagher Bassett Division is a pioneer in pro-
viding professional services to self-insurers, and our
spectrum of clients extends from multi-

national organizations to domestic busi-
nesses, institutions, and governmental

bodies.

Your own customized Gallagher
Bassett professionally administered
program permits you to retain the

small risks and transfer the large ones to an excess
carrier. It can provide coverage for worker's compen-
sation and for all exposures: auto; products and gen-
eral liabilities; dishonesty; employee fidelity, & others.

Last year we handled mare than 35,000 losses and
claims, and we administered client funds exceeding

$25,000,000.

As you can see, your organization would

personnel.

contact us.

ARTHUR J. GALLAGHER & CO.

not be a training ground for our

Our pros would be pleased to give
you a detailed competitive compari-
son of your present plan. Please

The Tower, Golf Road, Rolling Meadows, lllinois 60008. Phone 312/640-8500

* An International Organization Providing Excess Coverages and All Related Services for Self-Insurers
¢ Brokers for Commercial, Industrial and Institutional Insurance Programs

.
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Miners ready for next
round of negotiations

CINCINNATI—The United
Mine Workers voted at their con-
vention here late last month to
strive for greafly increased pen-
sion benefits in the next round of
collective bargaining talks.

The miners also voted to seek a
doubling of the royalties on which
contributions to the pension and
benefit funds are based. The roy-
alty now stands at $1.55 per ton
of coal produced.

They also voted to narrow the
gap between the pension benefits
received under the 1950 pension
trust and the 1974 pension trust.
Currently, miners who retire after
Jan. 1, 1976, draw benefits from
the 1974 trust, which is well-
funded and pays maximum bene-
fits of $550 per month, according

to a UMW spokesman. The 1950
pension trust pays a maximum
benefit of $225, he added.

A liberalization of the age and
service requirements for qualifi-
cation for benefits was also added
to the list of collective bargaining
goals. The miners are seeking a
pension after 10 years of service
regardless of age, to replace the
current requirement of 20 years of
service and age 55 before a miner
gets a pension.

Another goal is some sort of
cost-of-living allowance on pen-
sion benefits for the union’s retired
miners. The exact nature of the
COLA provision was left up to the
negotiators at the upcoming bar-
gaining talks,

The miners also passed a resolu-
tion to transfer some assets to the
financially ailing 1950 benefit trust
from other funds, a move that the
fund trustees have been consider-
ing since a month-long wildeat
strike in mid-July nearly wiped
out the fund.

The 1950 benefit trust lost a
total of $26 million in expected
contributions during the unauthor-
ized work stoppage, which has al-
ready necessitated a $15 million
transfusion from the 1950 pension
trust, a funds spokesman said.

T. Rowe Price, asset manager
for the 1950 pension trust, sold $5
million worth of securities—mostly
bonds—on three separate occasions
in July and August, leaving about
$19 million in the portfolio.

One UMW official, Mike Trbo-
vich, vp, has charged that miners
receiving benefits from the 1950
benefit trust are in danger of hav-
ing them suspended. “A couple of
months ago the 1950 (benefit)
trust was broke, even before the

strike,” Mr. Trbovich said.

Fund trustees reallocated 10
cents per ton of coal produced in
May and June from the 1950 pen-
sion trust to the benefit trust, ac-
cording to Harry Huge, chairman
of the funds’ board of directors.

The 1950 benefit trust covers
approximately 225,000 retired
miners and their families and has
no reserves, making it very sensi-
tive to changes in cash flow.

At the peak of the walkout last
July and Awugust, in which ap-
proximately 120,000 out of 170,000
UMW miners were idle, the 1950
benefit trust was losing about
$500,000 in contributions per day.

The UMW devoted a full day to
consideration of pension goals in
collective bargaining at their 10-
day convention here.

Fund officials were keeping a
wary eye on the general tenor of
the convention, which accurately
reflects the mood of the rank and
file, a UMW spokesman said. ]

Self Insurance
for your Medical
Benefits Program.

Have you
considered the
complexities

Self insuring your medical insurance program
may be something you have already considered
—or might be thinking of in the near future. The
services required for such a plan include:

Professional consuliting

Claims payment

Cost control

Record keepina

Experience reports

Stop-loss insurance

Benefit communications

Banking services

All of these steps are a part of our complete
Self-Insurance Program. And we will be happy
to survey your individual situation—with no
obligation, of course—to determine if such a plan
would be to your advantage. For complete
details on exactly what James can offer you,
write today to Reynolds Blossom, Vice President,
Fred. S. James & Co, Inc., 230 West Monroe
Street, Chicago, lllinois 60606.

James

Fred. S. James & Co., Inc.

Insurance Brokers since 1858

Insurance and Risk Management Services

Through More Than 100 Offices Around The World
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CHARLOTTE, N.C.—Prelimin-
ary hearings were held late last
month for what could be one of the
first court challenges to the con-
stitutionality of the $560 million
limit of liability provisions of the
Price Anderson Act.

The Carolina Environmental
Study Group sued the Nuclear
Regulatory Commission back in
1973 for approving the construc-
tion permit for Duke Power Co.’s
McGuire Power Station, and it
wants to contest the entire limita-

tion of liability provisions of the
law.

Basically, the group maintains
that since homeowners near the
nuclear sites can’t get insurance
coverage in their own policies for
nuclear accidents, and since Price
Anderson limits the amount pay-
able to them to $560 million, al-
though a $4 billion accident is
seen as possible, they suffer po-
tential damage.

But in order to even be allowed
in court to contest the constitution-
ality of Price-Anderson on that
point, the plaintiffs have to estab-
lish their right to bring the action.
Since they have not suffered any
injury or loss thus far, but are talk-
ing about possible future injury or
loss, this was the purpose of the
hearings.

District Court Judge James B.
McMillan heard expert testimony
from both sides, but is not expect-
ed to make a ruling about whether
the environmental group can con-
test Price Anderson for at least an-
other month, according to persons
who attended the hearings.

Among the expert witnesses
were Lawrence G. Cummings, vp
and general manager of Nuclear
Insurance Consultants, a technical
service of Marsh & McLennan, and
Professor Dan Anderson of the Uni-
versity of Wisconsin’s school of
business. Mr. Cummings spoke in
his capacity as consultant to Duke
Power and Mr. Anderson, as an
expert on Price Anderson. u

Terrorism . . .

Continued from page 53
They will do so through sabotage
by infiltration,” he said.

“More security to counter sabo-
tage will be needed and I urge in-
dustrial concerns to take the neces-
sary precautions against this kind
of terrorist atack, which is not so
easily ' detected as -other terrorist
crimes,” said Mr. Rayne.

In reaction te the terrorism
threat, governments will become
tougher and less yielding to terro-
rist demands, he predicted. He also
suid that one day terrorism will
cause governments to require
everyone to carry an identification
card and register at local police
stations. “You will not be able to
move your residence from one city
to the other without registering at
the police station,” he said. n

AlG carrier in Arabia

National Union Fire Insurance
Co. of Pittsburgh, Pa,, a subsidiary
of American International Group,
Inc.; has been registered to handle
United States business in Saudi
Arabia. It has its own full-time
claims staff and is the first and
only insurance organization in that
country set up exclusively for
American clients.
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Select panel proposed
for business liability

WASHINGTON—A  freshman
congressman has called for the
creation of a select committee to
focus on the product liability
problem.

Rep. Ronald M. Mottl (D-Oh.)
said the special committee “would
be authorized to sit and meet
throughout the remainder of the
94th Congress whether or not the
House is in session.”

Coming two weeks before Con-
gress adjourned Oct. 2 until next
January, the resolution to create
the select committee had little
chance of surviving the last-min-
ute legislative crunch that was ex-
pected.

However, an aide to Rep. Mottl
said the measure will “undoubted-
1y” be reinfroduced in the next

session, assuming that the congress-
man will be re-elected in Novem-
ber. -

A select committee does not
have law-making powers but can
gather facts through hearings and
studies. If the select committee on
liability insurance is created be-
fore Congress adjourns, investiga-
tors will be hired to gather re-
search and consolidate information
from other sources until Congress
reconvenes next year, the aid said.

Problems with all types of lia-
bility insurance will be studied,
but the focus will be on product
liability, according to the staffer.

“I doubt that anyone needs an
infroduction to the escalating rates
of medical malpractice insurance,”

Rep. Mottl said when submitting
the resolution. “Product liability,
which primarily affects small and
independent "businesses, is also
quickly rising to a crisis level.”

Attention has already been
turned to the product liability
crisis in the Senate, where the
Select Committee on Small Busi-
ness held two days of hearings on
the problem in early September
(Business Insurance, Sept. 20,
1976).

In introducing the legislation,
Rep. Mottl said a select committee
could focus its full resources on
the complex problems of product
and professional liability, -and it
would have the potential to re-
solve the erisis in a “timely man-
ner.”

Any legislation to deal with the
problem, however, would have to
be considered by the regular com-
mittees, possibly including Inter-
state and Foreign Commerce, Ju-
diciary and Small Business commit-

tees. [ B

Barges aren't insured
for work interruptions

ST. LOUIS—Barge owners don't
carry business interruption insur-
ance for all the slowdowns they’re
experiencing on the Mississippi
River this harvest season.

Although the Mississippi is at an
all-time low, harvests are at an all
time high, so that the pressure to
keep the barges moving in the shal-
low waters is not insignificant.

Instead of the normal 15 fcot
level, the once-mighty Mississippi
is now dredged continuously by the
Army Corp of Engineers to main-
tain the minimum nine foot level.
Drought has hit the Upper Mid-
west and most observers predict no
relief until spring when the winter
snows melt.

John Roskopf, insurance man-
ager for CF Industries, which owns

The most up-to-date “‘how to do it” working tool for financial

repof

and their staff—who are risk management consultants—with both

officers, risk and insurance managers of corporations, and
others involved in the field of risk and insurance management

risk mort\ggement

Risk Management Reports are published bimonthly by Business

Insurance and cover—in-depth—subjects pertaining to the following

four major risk management categories:
e Exposure ldentification/Risk Analysis
@ Risk Management Administration

@ Risk Control
® Risk Finance

Each report is preceded by a Current Comment section with notes on
ideas and subjects of current interest. The format is 8%" x 11",

looseleaf, three hole punched, for ease of filing in an attractive loose-*

leaf binder which will be mailed to subscribers with their first report. A
cumulative index is prepared annually and the length of each report is
30 to 40 pages. permitting thorough analysis of each particular sub-
ject. Emphasis is placed on developing practical working tools for the
risk manager, drawn largely from the continuing contacts of the writers

large and small comoanies and institutions in the U.S. and abroad.

The editor of Risk Management Reports is H. Felix Kloman, presi-
dent of his own consulting firm. Risk Planning Group, assisted by
Myrna S. Briskin, assistant editor, and an editorial advisory board in-
cluding the following experts: Thomas G. Briggin, Risk Planning
Group; Jean-Paul Decottignies, Risk Factorying. S.ar.L.; Peter
Downes, American Trading & Production Corporation; Paul B. Ingrey,
Priadential Reinsurance Company; Peter Law, U.S. Industries; Stanley
R. Tarr, Rutgers University; Stefan J. Valovic, Kaiser Aluminum &
Chemical Corporation. Other experts from insurance companies.
brokers and safety consultants will, from time to time, participate in
the preparation of specific reports.

Among the many different subjects to be treated individually by
forthcoming Risk Management Reports are the following:

@ Captive Insurance Companies: An annual review of captive
insurance companies with an up-dated list of captives and their
parents. Review of captive management companies in Bermuda.
Trends in the captive marketplace.

e Self-insurance of Workers’ Compensation: Reasons for this
growing trend. A complete review of the regulations in each of the
50 states. ldentification of those firms capable of assisting in claims
administration.

e International Risk Management—ex-Europe: Survey of risk
management developments in Asia, Africa and South America.

@ Natural Hazards: How do you factor natural hazards into the risk

management process? |dentification of potential hazards. How
should they be covered?

e The Risk Management Function in Management: Given the
evolution of the risk management function—from clerk to buyer to
manager—where should today's risk manager belong in the
organization of his company? Who should he report t¢ . . . and who
should report to h:m? What administrative scope should his function
encompass? :

@ Risk Management Cost Allocation: An effective risk management
program should be understood and implemented at the operating
unit level. How do you allocate “cost-of-risk” to the responsible
operating unit? Cost allocation as a function of risk control.

Subjects covered by past Reports include the following:

@ Corporate Social Responsibility: Is it more than a charitable
contribution? Is it compatible with the corporate balance sheet?
How can the risk- manager help to define it?

@ Corporate Risk and Insurance Management Manual: Every
company should have a corporate policy on risk management and
insurance that has the approval of the board of directors. What
should the manual include? How should it be distributed? Examples
are included in the Report.

@ An Economic Analysis ‘of the Insurance Industry: A study of

Why you should subscribe to RISK MANAGEMENT REPORTS |

We live in an age of information explosion and all in the risk management field (including
financial officers. risk and insurance managers, safety specialists. consultants, agents, brokers
and insurance company representatives) have different specialized inputs. many of which are
depended upon to assist in decision making. A single in-depth resource is needed, which is ob-
jective and lucid and which has researched all of the pertinent material which applies to a
given subject. Risk Management Reports is such a tool and is a ready reference for the well-
informed risk and insurance manager, with past material being frequently up-dated and new

cycles, capacities, cash flow, etc. What is the capacity and cost
crisis prediction for 1975-1976? What should the insurance man
look for in the insurance companies he uses?

@ Managing Risks of Data Processing Facilities: How to apply risk
management techniques to the ever-important and costly data
processing facility.

@ Risk Retention Levels: How large should your deductible be—
$100 or $100 million? A discussion of the objective and subjective
methods for determining this level.

[0 YES, enroll me as a satisfaction guaranteed sub-
scriber to Risk Management Reports at the annual sub-
scription rate of $60, which | have enclosed, and start
my bimonthly subscription immediately.

[0 YES, enroll me as a satisfaction guaranteed subscrib-
er and bill me/my company $60 with the first report.

subjects of current interest being treated in appropriate depth. Each year Risk Management
Reports will publish an “annual” Report on captive insurance companies. with the most cur-
rent listing of captives, their parents and their operations. Also, periodic surveys are conducted

through Risk Management Reports covering risk management practices and pracedures and

of the industry in general.

The Current Comment section is a stimulus for new thinking—with a wide-ranging review
and discussion of topics that concern the risk manager and the risk management process—and

TITLE

can be used as a tool by which the risk manager can anticipate developing exposures and take

corrective action before there is a financial loss.

COMPANY

To subscribe to Risk Management Reports fill in the coupon and send it with your

remittance to:

Risk Management Reports, ¢/o Business Insurance,

740 Rush Street, Chicago, lllinois 60611
(Make checks payable to Risk Management Reports.)
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STREET

CITY, STATE, ZIP

Agri-Trans Corp. barge line in
Long Grove, I, said he knows of
no barge line that carries business
interruption insurance. Instead they
try to cover such risks through phy-
sical damage claims.

Serious accidents have not in-
creased on the river but ground-
ings have, according to Tom Glad-
ders, chairman of the American
Waterways Operators task force
on the Mississippi. The groundings
are not usually serious and the
Coast Guard is usually able to pull
the barges off sand bars which can
build up in a matter of hours.

However, Mr. Gladders, presi-
dent of G. W. Gladders Towing
Co., St. Louis, feels business in-
terruption insurance costs are “pro-
hibitive.” Navigation is rarely
stopped for prolonged periods of
time on the rivers, he said, and even
if one river is blocked it does not
usually affect other rivers in the
system,

Mr. Gladdings said the waiting
periods he found in interruption
policies he studied were not prac-
ticable in barge lines type of busi-
ness.

If the river is not navigable, it
is the barge owners’ worry because
barges only operate on a contract
basis; there are few unconsigned
barges. Farmers do not ship unless
they have sold shipments to Gulf
Coast grain operators, according to
Bill Robertson of Agri-Trans'
Corp., partially-owned by several
farm cooperatives.

William Goldsmith, president of
Neare, Gibbs & Co., marine under-
writers in Cincinnati, Oh., said bus-
iness interruption insurance “just
has never been done” in the busi-
ness.

Mr. Goldsmith said that because
barges are made to withstand most
normal groundings, he has had
only a slight increase in the num-
ber of claims stemming from Mis-
sissippi River mishaps. :

Instead, most serious acciden
oceur in high water where the swift
currents can bend tows out of
shape, create swift runs, and result
in collisions with bridges and other
tows, according to Mr. Goldsmith.

The situation is most serious
downriver near Vicksburg, Ms. and
north’ to Memphis, Tn., although
the situation is not rosy anywhere.
Near St. Louis, two-thirds of the
water in the Mississippi originates
in the Missouri River where the
dams are closed Dec. 1 to curtail
the water supply, Mr. Gladders
said. :

Unless there is an unusually wet
autumn, relief will not be forth-
coming until the spring. Until then,
the number of barges and towboats

_are restricted, but Mr. Gladdings

said barge owners plan to keep
operating through the winter.

If farmers in the Midwest can-
not ship by railreads, they will have
to store their grain. L]

Could raise surplus

Insurers could immediately in-
crease their available surpluses in
order to underwrite more insur-
ance by using more quota share
reinsurance, said Ward B. Gordon,
executive vp of Intere Intermedi-
aries Inc. based in Chicago. Speak-
inz at the annual meeting of the
Society of Chartered Property &
Casualty Underwriters (CPCU),
Mr. Gordon said quota share re-
insurance has been “out of favor
in recent years because of the
fetish for cash flow” in most com-
panies. But such reinsurance can be
used to raise surplus because it re-
leases the equity in the unearned
premium reserve of the reinsured
portfolio, he added.
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Losses of $50 million are foreseen
in two recent major airline crashes

LONDON—Insurers in London
are waiting to assess the effects of
'wo major air crashes within nine
days. The overall effect is likely
o be losses of at least $50 million
o borne by the market both at
Lloyd’s and with the UK insur-
ance companies.

The first, at Zagreb (Yugosla-
via) on Sept. 10, resulted in the
jeaths of 176 people after a mid-
air collision between a British
Airways Trident and a Yugolsav-
owned DC9. This may cost more
than $23 million. [It was the direct
result of a serious ground-contirol
ErTor.

The second, at Isparta in south-
west Turkey on Sept. 19, resulted
in the death of 154 passengers and
crew after a Turkish Airlines Boe-
ing 727 hit a mountainside with a
planeload of tourists, and will cost
an even larger amount if heavy
compensation is eventually de-
manded.

John C. Peters, chairman of the

Comptroller:
L ]
credit letters
L] L .f. =
are liabilities

WASHINGTON—The Comp-
troller of the Currency ruled that
banks can treat letters of credit for
guaranteeing performance of over-
seas contracts as a contingent lia-
bility rather than a loan.

The Overseas Private Invest-
ment Corp., a government agency
charged with promoting and in-
suring investment in foreign ven-
tures, asked the comptroller for the
ruling after it started offering po-
litical risk insurance for the letters
of credit last July.

Most foreign governments, par-

ticularly in the Middle East, re-
quire letters of credit from a con-

tractor’s bank guaranteeing perfor-

mance of a contract, in amounts
usually ranging from 2% to 20%
of the gross contract.

OPIC’s insurance and the Comp-
troller’s ruling will make it easier
for contractors to get the letters of
credit, often referred to as bank
guaranties, and they will improve
the position of U.S. contractors in
competitive bidding for multi-mil-
lion dollar overseas contracts.

OPIC insures 90% of the letter
of credit against an arbitrary draw-
ing. As a result of.the OPIC insur-
ance, several surety bond compa-
nies have agreed to provide on-
demand bonds. to collateralize the
commercial risk under the letters
of credit, thus minimizing the is-
suing banks’ risk and facilitating
the issuance of the letters of cred-
it, according to OPIC.

Name insurance chief

J. Robert Hunter was named ad-
ministrator of the Federal Insur-
ance Administration after serving
as acting administrator since De-
cember 1974, the Department of
Housing and Urban Development

(HUD) announced last month. The.

Federal Insurance Administration
oversees the national flood insur-
ance program, the federal crime in-
surance program, and urban proper-
ty insurance programs, including
the FAIR plan and riot reinsur-
ance. His career with the FLA be-
gan in 1971 when he served as
chief actuary. Mr. Hunter has tes-
tified at various proceedings as the
government’s expert witness on
several insurance issues, including
national health insurance, and the
medical malpractice erisis.

Aviation Insurance Offices’ Assn.
in London, told Business Insur-
ance: “Aviation insurers in gen-
eral have had a fairly good year
so far, but with these latest losses
the trend is worsening. We still
have the winter months to face
on the large European and U.S.
routes.”

Speculation centers around the
Turkish Airlines crash- because it
is the second catastrophe to hit that

"airline within two and a half years.

The first crash, at Paris in 1974
when 346 people perished, led to
the massive lawsuits in California
against McDonnell Douglas, which
made the DC10 involved, and
General Dynamics, fuselage mak-
ers, with an end-product of claims

which may reach as high as $200
million, having to be met by
Lloyd’'s and related insurers in
London. ’
Plaintiffs succeeded in those
product liability actions. Even

‘though some of the legal decisions

are still being appealed, it is feared
their success might encourage other
litigants to follow the same pattern
if crash victims feel U.S. courts
would be more sympathetic to
their claims than European courts.

Latest reports in London on the
Turkish Airlines crash are that in-
surers are now treating the hull
casualty as a total loss on the basis
of $8.75 million insured value,

Claims from next of kin of the
victims are still awaited.

Reports from Turkey are that a

flight controller has been suspend-
ed pending further investigation
of the cause, as the plane was fly-
ing off course and much lower
than should have been the case.

There is no suggestion currently
that any defect of the Boeing 727
can be blamed for the latest Turk-
ish Airlines disaster. The 727 is
regarded as one of the safest air-
craft in service, with a high repu-
tation among the insurance fra-
ternity for its freedom from acci-
dents.

It is among the world’s most
popular aircraft, with 1,200 listed
in use internationally. There were
three incidents involving Boeing
727’s last year, and two so far this
year, which have seriously affected
the aviation insurance market.

Until investigators find the cause
of the Turkish air crash, in which
the pilot was obviously flying too
low, there will naturally be con-
cern in case the Eurgpean relatives
of the victims try to steer their

claims for compensation through
U.S. courts.

Turkey is not party to the War-
saw Convention, which limits ordi-
nary passenger claims, and there is
uncertainty about any other insur-
ance limitations.

But the majority of the dead
were tourists visiting Turkey from
Italy, West Germany and Holland,
and it is conceivable that lawyers
may-try to get compensation from
U.S. courts if they felt this would
bring better rewards than in their
own countries, in the event of some
product liability “loophole” open-
ing up.

Turkish Airlines is almost wholly
covered in London, both for the
hull value of the Boeing 727 at
$8.75 million, and for passengel
liability in the London market.

It is emphasized in London that
there is no sign so far of any U.S
lawsuit being launched, but the
situation is being watched with
interest in case there are future
moves in this direction. L
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CONTROL of WELL expenses are
incurred in attempting to control or ==

extinguish a blowout.

Well get yo

Oil and gas exploration today pre-
sents a spectrum of new problems.
One of the major problems is

insurance:

Blades offers insurance protection
s not only for physical damage to the
contractor’s drilling equipment, but
also will protect the operator against
costly expenses caused by a blow-
out. We can cover the costs of con-
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. SEEPAGE and POLLUTION liability
exists for damages to persons or property
_ caused by a spill from a blowout.

— CLEAN-UP and CONTAINMENT of
- spills which otherwise might pollute is
mandatory and expensive.

REDRILLING EXPENSES can be
covered so that you can drill the well

|l / back to the pay zones.
ucovered.

trolling the blowout or fire, expenses
incurred in containing or cleaning up
a spill caused by the blowout, and
the expenses of redrilling the well.
We also can protect you from sub-
sequent damages due to seepage
and pollution from the blowout.

We began the business of pro-
tecting oilmen with well control’
insurance. Because we were

you best.

one of the initiators, we have the
experience and contacts to serve

The cost? Only your agent can tell
you. Have him call Blades. We'll get
you covered. ’

Contact G. F. Burke

J. H. Blades & Co., Inc.

P.O. Box 22003
Houston, Texas 77027

J. H. Blades &Co., Inc.

713/526-6551

Cable: “BLACOINS”
Telex: 775-426

Other offices in San Antonio
and Bermuda.
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Cooper leaves OPIC
for Engelhard post

George R. Cooper, 52, left the
Overseas Private Investment Corp.
(OPIC) where he was vp for in-
surance and joined Engelhard Min-
erals & Chemical Co. 'as vp of the
Philipp Brothers division. His re-
sponsibilities include developing
consortia to make projects in un-
derdeveloped countries more eco-
nomically and financially sound,
Mr. Cooper said. This-includes han-
dling political risk insurance, “a
significant factor” in these coun-
tries, he noted. At OPIC Hilliard
A. Zola, 38, former deputy vp for
insurance, was named to replace
Mr. Cooper. Mr. Zola also becomes
manager of the OPIC Group, an
unincorporated pool of private in-
surance and reinsurance compa-
nies which have joined with OPIC
to underwrite risks against cur-
rency inconvertibility, and expro-
priation for U.S. private investors
in developing countries. Caryl S.
Cole, 42, was promoted to assistant
general counsel for insurance for
OPIC, responsible for insurance and
reinsurance agreements. Since May
of 1974, Ms. Cole has been OPIC'’s
senior counsel for insurance

. E 3 & ®

Howard H. Fletcher, 52, was
named to the newly created posi-
tion of risk manager for the city of
Lincoln and Lancaster County, Nb.
Reporting to the finance director,
Mr. Fletcher is responsible for the
‘total insurance program for the city
-and county, including property, ve-

‘tirement

hicular and casualty coverage. He
was formerly a marketing represen-
tative for Hartford Insurance Co.
and has 20 years experience in
general insurance agency operations
and the Insurance Services Office
in Nebraska.
& ® L

Jeff Stevens, 34, is the risk man-
ager at Peterson Publishing Co.,
Hollywood, Ca., a new position. He
reports to the treasurer and is re-
sponsible for property/casualty and
group insurance programs and the
profit sharing plan. ‘Mr. Stevens
was formerly an assistant insur-
ance manager -for Santa Fe Inter-
national, Orange, Ca. Replacing Mr.
Stevens at Santa Fe is J. D. Farley,
34. ‘He is responsible for the in-
surance for Santa Fe Engineering
& Construction Co., cne of the
company’s two major subsidiaries.
Mr. Farley was formerly ‘insurance
insurance supervisor for J. Ray
McDermott & Co. Ine, Morgan
City, La. No replacement has yet
been named for him there.

i £t ¥

Dolores Harrell, 49, was named
administrator of the salaried re-
plan at Borg-Warner
Corp., Chicago where she is re-
sponsible for administering the
company’s retirement plan for more
than 15,000 salaried employes. Ms.
Harrell joined Borg-Warner in 1968
and was secretary to the senior vp-
finance since 1972. In her new po-
sition she reports to the manager

Guarantee receipt
of vital news
with a personal
subscription to

BUSINESS INSURANCE
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of pensions. The former adminis-
trator of salaried retirement plan,
Betty Stack, is no longer with the
company.

* & %

Robert D. Varone was named as-
sistant manager of general admin-
istration at General Foods Corp.,
White Plains, N.Y. He replaces
John F. Ballback, who joined Mo-
bil Oil Corp. as a senior interna-
tional henefits advisor (Business
Insurance, Sept. 20). Mr. Varone
is responsible for disclosure, report-
ing and accounting statements for
80 employe benefit plans. A former
systems specialist, he reports to the

‘manager of benefit administration.

C O

Ralph W. Haacke, 38, was pro-
moted to corporate insurance man-
ager at Alton Box Board Co., Al-
ton, II. He replaces John M, Car-
roll, 36, who was named assistant
treasurer of the company in Janu-
ary. Mr, Haacke was formerly as-
sistant insurance manager and con-
tinues to report to Mr. Carroll.

* * &

H. Daniel Hayes Jr., 24, was
named to the newly created posi-
tion of insurance manager at Flow-
ers Industries Inc, Thomasville,
Ga. He reports to the vp-finance,
Prior to joining Flowers Industries
Mr. Hayes, who has a law degree
from Mercer Law Schcol, was as-
sociated with the firm of West-
moreland, Patterson & Mosely. Mr.
Hayes is responsible for group in-
surance, property and casualty pro-
grams for the company which man-
ufactures and distributes frozen,
canned and snack foods.

&* & &

John 8. Anzulis Jr., CPCU, 33,
who was insurance manager for the
state of Maryland joired the in-
surance agency of Maury, Donnelly
& Parr. No replacement for Mr.
Anzulis has yet been named. L]

Bonds seen
way to hike
CO. reserves

CHICAGO—Insurance compa-
nies may tumn to bond issues and
debenture offerings within the next
few years to raise the large amounts
of capital needed to provide the
reserves necessary for underwriting
the risks which will generate bal-

. looning premium flow, predicted

Shelby Cullom Davis, chairman of
Shelby Cullom Davis Co. of New
York.

“With premiums written esti-
mated to rise to $14C¢ billion by
1985, some $35 billion of addition-
al insurance capital will be neces-
sary to support even a three-to-
one ratio, one-sixth of the amount
needed for all U.S. companies,” said
Mr. Davis.

Stock market gains will not pro-
vide the necessary surplus as they
did in the '60s, because most in-
surance companies have sharply
reduced their common stock hold-
ings, he contended. Reinvestment
of ‘earnings and maintenance of
relatively low dividends will also
be inadequate to provide the neces-
sary surplus growtn, Mr. Davis
believes.

“Dividends must rise, in many
cases 50% to 100%, in order to
attract sufficient capital’ so that
surpluses can grow, supplying the
insurance capacity needed to keep
insurance out of the hands of the
government, Mr. Davis said.

In remarks delivered at the an-
nual meeting of the'Society of
Chartered Property & Casualty
Underwriters (CPCU), Mr. Davis
said insurers face very tough com-
petition from other industries in
the scramble for capital between

-now and 1985, “unless there is an

early return to adequate under-
writing profitability.” ™

dates for buyers .

Nov. 1: Risk and Insurance Manage-
ment Society—An overall survey of the
product liability problem and its im-
pact on corporations, including case his-
tories, the engineer's role and the reac-
tion of the insurance industry, will be
presented in a one-day seminar. For
more information on the seminar, held
in the Copley Plaza in Boston, write
RIMS, Conference Office, 205 East 42nd
St., New York, N.Y. 10017.

Nov. 4-56: Assn. of Private Pension and
Welfare Plans—Practical pension fund
management and investment will be
stressed in this meeting held at the Cen-
tury. Plaza Hotel in Los Angeles. Cost
is $100 for APPWP members, $150 for
non-members. Among the speakers will
be Peter Drucker and Donald Alexander.
For more information contact Sue Mel-
drim, Assn. of Private Pension and Wel-
fare Plans Inec., Suite 909, 1028 Con-
necticut Ave.,, N.W. Washington, D.C.
20038. E

Nov. 8-10: Risk Management Institute
—Expense projections, quantitative meth-
ods in risk management and communi-
cating risk management are the topics
of a program at the University of Dallas,
Risk managers, risk management con-
sultants, brokers and loss control man-
agers are among the seminar's faculty.
Cost is $270 for RIMS members; $295 for
non-members. Contact Prof. Bruce Evans,
executive director, The Risk Manage-
ment Institute, Management Laboratories
of American Inc., University of Dallas,
Trving, Tx. 75061.

Nov. 8-12: American Society for Indus-
trial Security—Cost-effective security
and assets protection systems designed
for security’ specialist and managers is

the subject of a seminar held in Chicago .

at the Lake Shore Club. Among the
topics are computer operations, fraud
prevention, guard operations and secur-
ity vulnerability. Contact the American
Society for Industrial Security, 2000 K St.
N.W., Suite 651, Washington, D.C. 20006,
1202) 331-7887,

Nov. 8-18: Northwestern University—
The traffic institute is conducting a
workshop on fleet motor vehicle accident
investigation techniques. Lectures, train-
ing exercises and field projects are used
to teach evaluation of accidents, with the
reduction in wvehicle accidents the goal.
Cost is $425. For more information con-
‘tact Thad Aycock, 405 Church St., Evans-
ton, Ill. 60204, (312) 492-T241. To register,
contact the Registrar, Traffic Institute,
Northwestern University, 405 Church St.,
Evanston, I1. 60204.

Nov. 22: National Assn. of Manufactur-
ers—Health care cost is the subject of a
conference ‘held in Detroit for employers.
The economics of health care, the pro-
vider’s role in.the health care system,
cost-saving methods, second opinion pro-

grams and plan design will be the
topics. For information contact Brenda
Ballard, National Assn, of Manufacturers,
1776F St., N.W. Washington, D.C. 20006,
(202) 331-3811.

* Dec. 3-8: International Foundation of
Employe Benefit Plans—Plan administra-
tors, advisors and trustees of joint labor-
management employe benefit plans who
are members of the Foundation are eli-
gible to attend the conference held in
Miami Beach. Among the 45 topics cov-
ered are trustee responsibility, health
care cost control, plan termination in-
surance and insured welfare fund alter-
natives. Sessions will be held at the
Fontainebleau, Doral Beach, Eden Roc
and Konover hotels. Cost is $180. Con-
tact James Neitzel, International Founda-
tion of Employe Benefit Plans, P.O. Box
69, Brookfield, Wi. 53005 (414) T86-6700.

JUASs called

no solution

WASHINGTON, D.C.—Joint un-
derwriting associations (JUAs) are
no .solution to .the product lia-
bility insurance problems facing
manufacturers, a U. S. Senate com-
mittee on small business was told
by a representative for insurance
agents,

Edward J. Kremer, chairman of
the federal affairs committee of the
Independent Insurance Agents of
America Inc. (ITAA) told the com-
mittee that the association had en-

.dorsed JUAs as a remedy for prob-

lems related to medical malpractice,
but stressed that “parallel stop-
gaps are not appropriate as reme-
dial measures for the product lia-
bility situation.”

“For most product liability in-
surance there is no potential to
produce short term premium reduc-
tion by changing policy forms,” Mr.
Kremer said. “Joint underwriting
associations are implying another
form of mandatory assigned risk
plan. Their creation can do nothing
to affect increasing premiums and
losses. Products liability represents
far too large a proportion of the
casualty insurance business to be
consigned to residual market sta-
T 2 ) ]
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HELP WANTED

EMPLOYE
BENEFITS
SPECIALIST

GSI's subsidiary Youngberg-
Carlson, a major broker of
business insurance, has a

position for an employee ben-
efits specialist. Likely candi-
date will have 2-4 years of
group underwriting or ad-

ministrative experience with
A & H and Life coverage. Ex- |
perience with pensions and
profit sharing a plus.
Please send resume includ-
ing salary history in confi-
dence to:

D.J. Empey

‘Director of Personnel

GSl, Inc.

222 N. Dearborn
Chicago, lilinois 60601

An equal opportunity employer, M/F

SENIOR ACCOUNT EXECUTIVE

Large highly professional surburban
Philadelphia brokerage firm has
opening for bright agressive indi-
vidual to supervise other account
executives and service existing com-
. mercial accounts. Duties will in-
clude contact and insurance place-
ment.

Qualifications include a strong
commercial background, preferable
agency; and appropriate education
hopefully encompassing CPCU par-
ticipation.

Outstanding career opportunities
including excellent package of fringe
benefits and a salary commensurate
with experience,

All inquiries will - be held
strictest confidence.

Call collect (215) 545-7111
Selective Management
1102 Western Savings Bldjg.
Philadelphia Penn. 1910

in the
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Special Emphasis Issue December 13

Closing date: December 1

Now is the time of year when decisions are being made —

decisions like budget reviews, holiday gifts — but the
most important of these decisions involve EMPLOYE
BENEFITS!

- BUSINESS INSURANCE has designed a special selling
opportunity for you. The December 13 issue will be.
an editorial package of news and features that will
inform and alert corporate benefits managers, financial
executives, agents and brokers, and consultants of
trends and developments in the field of employe benefits
and group insurance coverages in particular.

Remember, 80% of the buyers of commercial insurance,
who also read BUSINESS INSURANCE, review their
companies’ employe benefits programs either
continually or annually, and 81% take action concerning
their programs based on what they read in the adver-
tising and editorial pages of BUSINESS INSURANCE.*

What better time is there to get your company’s name
and message embedded in the minds of the decision
makers who are responsible for the employe benefits of
50 million workers in over 16,000 leading U.S.
corporations — executives who depend on BUSINESS
INSURANCE every-other-Monday? You'll want to make
your decision NOW to reserve space in the December 13
special EMPLOYE BENEFITS issue of BUSINESS
INSURANCE. |

To make sure that you are part of this important issue,
your space reservation must reach us by December 1.
For information about how you can get your advertising
message effectively to this influential audience,. contact
Don Walsh, ad sales director, at 212/986-5050, or write
to one of the BUSINESS INSURANCE sales offices
listed below. '

(*Information obtained from a study done by the national research firm of
Erdos & Morgan.)

Jbusiness

o msurance

the newsmagazine that just had to be

New York: 708 Third Avenue, NY 10017 (21 2) 986-5050

Chicago: 740 Rush Street, IL 60611 (312) 649-5275

Los Angeles: 6404 Wilshire Blvd., CA 90048 (213) 651-3710 -



Congress is tellihg you to change your
company’s employee benefits program.
Here’s how that can work toj your advantage.

No one has to tell you that legislative changes have a great bearing on your company’s
employee benefits program. But while these changes may be burdensome and costly, we at
Alexander & Alexander would like to show you how to make these changes work for you.

Because they present an opporturity for your company to totally re-evaluate and overhaul
your entire benefits program. Something that we at Alexander & Alexander can help you do.

By pointing out costly gaps and overlaps in your coverage. By showing you where you may be
spending too much—or not enough.

Afterall, 30 % of an average company’s payroll goes to employee benefits. We think
you should get as much out of them as your employees do.

If yourinsurance broker isn’t doing all of this for you, maybe you’ve outgrown him. And
maybe you should talk to us.

Alexander & Alexander Inc., Information Services, Dept. F, 1185 Avenue of the

Americas, New York, N.Y.10036. exa nder
exander




