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Professional help in developing a goal-oriented
financial plan.

All tracked on an integrated monthly statement
that can help your employees with their budgeting
and bill paying. And can serve as their personal
"roadmap" to financial peace of mind.

Meanwhile, your out-of-pocket costs are
minimal. And The Travelers does all the
administrative work.

1

BENEFITS"

r

Sound like a program that would pull well in
your company? Call our Vice President of Institu-
tional Sales at 1-800-862-7355, and find out more.

A Financial·Management System from ThelkavelerC
Insurance products are provided by The Travelers Insurance Company, The Travelers

Indemnity Company, and their insurance affiliates.
Mortgages are provided by The Travelers Mortgage Services, Inc. 13 Equal Housing Lender.

Financial Planning Services are provided by Travelers Equities Sales, Inc.
Bank services are provided by The Massachusetts Company, Inc. Bank accounts are FDIC

insured up to $100,000 per depositor. Equal Opportunity Lender. A Equal Housing Lender.
© 1987 The Travelers Corporation



How to hold the li

and still holdon to -

.
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It's a war of wants.
Your employees want more benefits. You want

to contain costs. Still, if you say "no," your best
people may say "so Iong."

Now The Travelers introduces a new kind of

employee service. One that won't tug at your
company's purse strings.

It' s called MoneyTracsm. A new personal
money management service that can immediately
increase the value of your employees' total

compensation package.
By helping them save, spend, borro invest

and protect their money more intelligently No
matter how much money they make.

MoneyTrac is a package of money management
services your employees will make use of every
day Brought right to where they work.

It's also savings accounts that reward higher
balances with greater interest. Insurance and
credit products with special rate advantages.
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Update-
New Transamerica reinsurer

to have capital of $185 million
LOS ANGELES-Transamerica In-

surance Group plans to enter the treaty
reinsurance business after its acquisi-
tion of a unit of Clarendon National In-

surance Co.

Transamerica has reached an agree-
ment to acquire Commercial Risk Un-
derwriters Insurance Co., a Clarendon
unit. After the acquisition, Commercial
Risk will be renamed Transamerica Re-

insurance Co. and will be capitalized
with about $185 million.

Continued on nezt page

Bear market bruises
Hit to insurer surplus
not likely to trigger
another tight market

By JAMES M. BURCKE

Last week's stock market collapse will not force the commer-
cial property/casualty insurance market to tighten suddenly,
even though the plunge cost insurers about 10% of their surplus
during Monday's frantic trading alone, many observers say.

While some insurers, brokers and analysts say huge losses on
Wall Street like Monday's record 508-point dive in the Dow
Jones 30 Industrials may have a "psychological" effect or; insur-
ers that will help constrain insurer competition, others say
lower rates are inevitable because insurers are still sitting on a
glut of capital.

In fact, several insurers announced last week that they would
dip into surplus to buy back their shares despite the hit they ab-
sorbed on their own stock portfolios.

Insurers' initial reaction to the downturn "will be shock and

horror, but I think when it all settles out, the impact will be
minimal," said Michael Smith, an analyst with Shearson Leh-
mann Bros. in New York.

He added that he suspects several insurers got out of the mar-
ket before the plunge and, thus, were relatively unscathed.

Others contend that it is too early to predict how the prop-
erty/casualty industry will react, especially in ligh: of the
557.4-point tumble in the Dow since Oct. 13 (see chart).

Many say that rates and capacity will not be greatly impacted
by last week's slump because only about 10% of property/ca-
sualty insurers' admitted assets-or about 40% of the industry's
total surplus-is invested in equities.

According to year-end 1986 statistics supplied by the Insur-
ance Services Office Inc. in New York, property/casualty insur-
ers' investment in common stocks totaled $37.55 billion, com-
pared with admitted assets of $371.4 billion and a surplus of
$94.3 billion.

In comparison, 57.2% of insurers' total assets-or about $214
billion-was invested in the bond market, primarily in tax-ex-
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empt and Treasury instruments.
Larger insurers, however, are more likely to invest in equities,

several market observers pointed out.
According to an A.M. Best Co. examination of insurers' port-

folios as of Dec. 31, the 100 largest property./casualty groups

carried stocks equal to 15.1% of total assets and 62.2% of sur-
plus. However, some insurers dispute Best's figures because they
include investments in affiliated companies.

But observers generally agreed that no matter whose statistics
are used, Monday's stock market crash alone cost the property/
casualty industry about $10 billion, or about 9.5% of its surplus
of $105.6 billion as of June 30. Estimates of the entire week's

Continued on page 130
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The windstorm that hit London and southeast England Oct. 16 with gusts of more
than 100 mph uprooted trees, ripped off roofs and downed telephone lines.

Life/health insurers

expect little impact
By DONNA DiBLASE

Major life/health insurers expect last week's stock
market plunge to have little or no effect on group

health and life insurance pricing.
Most say that equities represent only a very small

percentage of their investment portfolios-as little as
2% to 39-and therefore, a bear market will have little
effect on their surplus and, thus, their products.

In fact, some insurers recently have adjusted their
portfolios to contain more cash or bonds instead of
equities.

As well as foreseeing little direct effect on group
health insurance availability and rates, life/health in-
surers do not expect the downturn in the stock market
to affect the profitability of the guaranteed income

contracts they have sold, since few of their assets are
invested in the stock market.

"We don't expect any impact on the pricing or avail-

ability of these products," said Joel Kamer, vp and
group insurance actuary in the group benefit financial
services division of Boston-based John Hancock Mu-

tual Life Insurance Co.

"For a number of years, we haven't invested in com-
mon stock. We've invested primarily in bonds and
mortgage loans. There are some stocks we owned a

number of years ago, but we are in the process of turn-
ing those back," he explained.

"I think the impact of the market activity is mostly
the issue of whether there will be a recession," con-

tends Bruce Butler, a vp, actuary and financial officer
in the employee benefits department of Travelers Corp.
in Hartford, Conn.

"Classically, what happens in group health when you
are heading into a recession is that people tend to uti-
lize health care more for one reason or another. Some

think they are in danger of losing their job and health
insurance as the economy worsens," Mr. Butler ex-
plained.

Continued on page 129

British storm damage
to exceed $800 million

By CAROLYN ALDRED

LONDON-Hurricane-force winds that de-

vastated southern England earlier this month,
causing hundreds of millions of dollars of
damage, may stall plummeting property in-
surance rates, London brokers and un-
derwriters agree.

And London reinsurers expect that the
losses will lead to stabilized catastrophe rein-
surance rates despite new capacity in the rein-
surance market.

Insurers and analysts estimate that the
windstorm, which hit London and the pros-
perous southeast portion of Britain with gusts
of more than 100 mph, caused damages of at
least 500 million pounds ($842 million).

It is the "biggest natural disaster the U.K.
has ever experienced," said Roger Taylor, gen-
eral manager (U.K.) of Sun Alliance & Lon-
den Insurance P.L.C., one of Britain's largest
primary property insurers.

Hamish Ritchie, chief executive of Lloyd's
of London broker Bowring U.K. Ltd., said it
was too early to speculate on the amount of
damage but admitted that the storm "hit the

stockbroker belt-the most expensive area of
Britain."

Although "in the U.S., property rates are
coming down 30% to 40%, this (storm) may
stop the more aggressive competition coming
into London," he said.

The storm damages, however, will not
prompt insurers to completely halt rates' cur-
rent downward path, he predicted.

While the storm "will not affect property
rates in the U.S., it will certainly curb any fall
in rates in London," said Scott Nelson, as-

sistant general manager with Sun Alliance.
The devastation "compares with hurricanes

such as Gloria and Alicia sweeping through

heavily insured areas of the U.S." in 1985
and 1983, respectively, said Paul Hodges, an
insurance stock analyst with London stock
brokerage firm Kitcat & Aitken.

A damage estimate of 500 million pounds is
"not a-bad guess," he said.

Hurricane Alicia, which struck :he Texas

coast in August 1983, caused total damage 01
$1.27 billion, according to research released
earlier this year by the Oak Brook, Ill.-based

Continued on page 128
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Update-
Insurer told to halt payment

Transamerica buys reinsurer
Continued from previous page Of bankrupt firm's claims

Transamerica Re will focus on reinsuring ceding companies that
have developed underwriting specialties and will assume a portion

By MEG FLETCHER Allis-Chalmers has purchased retrospectively ratedof Clarendon National's book, a Transamerica spokesman said
About 28 Clarendon National management and staff members workers compensation and general liability policies

will ]01n Transamerica Re, including President William G Clark, NEW YORK-In an unusual move, Allis-Chalmers from Fireman's Fund and ltS subsidiaries since 1981

who will serve as president and chief executive officer, and Execu- Corp is advising its insurer of retrospectively rated The liability policies, with annual limits of about $5
tive Vp Edwin M Millette, who will become executive vp and chief policies not to pay workers compensation or liability million, covered general liability and auto liability
operating officer of Transamerica Re claims on occurrences preceding the company's June risks of Allis-Chalmers and its subsidiaries

29 petition seeking relief under bankruptcy laws Allis-Chalmers advised Fireman's Fund that itt be-The acquisition, which is subject to regulatory approval, is sche-
duled to close next month The Milwaukee-based company won't consent to heves that the bankruptcy court proceedings prevent

lifting a stay on pre-petition claims against it, as most the insurer from paying claims on occurrences preced-

Monsanto loses dioxin trial bankrupt companies do, and has advised the insurer ing its June 29 bankruptcy filing, Fireman's Fund
that the stay prevents the insurer from paying the says in an Oct 13 complaint filed with the bankruptcy

BELLEVILLE, Ill -Monsanto Co must pay $16 25 million in pu-
claims court

nitive damages to 65 plaintiffs suing for damages for their exposure If the insurer paid the claims, lt would increase Fireman's Fund and Allis-Chalmers have agreed that

eight years ago to a teaspoonful of the chemical dioxin following a Allis-Chalmers' retrospective premium payment habi- Fireman's Fund can pay claims relating to occurrences

railroad tanker spill near Sturgeon, Mo, a state court ]ury says lities, which are covered by letters of credit Allis- after the bankruptcy filing

The punitive verdict came on top of a compensatory award of Chalmers is hoping to negotiate lower payments for The insurer's complaint names the Allis-Chalmers
the claims as part of its reorganization plan companies in bankruptcy as defendants as well asonly $29,000 to a mother and son who owned land near the site of

the spill and $1 each for the remaining 63 plaintiffs The insurer, Fireman's Fund Insurance Co and two more than 200 claimants with workers compensation
The verdict came following a 31/2 year trial, one of the longest in of its subsidiaries, however, are asking the U S Bank- or liability claims that the policies may cover

U S history The plaintiffs sought $35 4 million in compensatory ruptcy Court for the Southern District of New York The complaint also names as defendants workers
and $100 million in punitive damages either to allow it to pay these claims or to protect the compensation administrators in 47 states and the Dis-

Monsanto said it would appeal The verdict reflected the fact that Insurers from legal actions that state regulators or trict of Columbia and insurance department regulators

compensatory damages were inappropriate, the company added, claimants might file because the insurer won't pay in 27 states

and that there was no basis for the punitive award
claims The complaint was filed on behalf of Fireman's Fund

St Clair County jury verdicts are routinely among the highest in In the meantime, Fireman's Fund is paying workers Insurance Co in Novato, Calif, and two wholly owned
the country compensation claims anyway, but has suspended pay- companies-Associated Indemnity Corp, also in No-

Monsanto's risk manager Robert E Toth said the company has ing liability claims vato, and National Surety Corp in Chicago The com-

extensive insurance coverage and believes it would apply if the Fireman's Fund's concern that it could be sanctioned plaint was filed by Thomas W Dressler, an attorney
award is upheld under states' unfair claim settlement practices statutes with Sonnenschein Carlin Nath & Rosenthal in Chi-

and regulations if it does not promptly pay claims is a cago
realistic fear, said most regulators contacted by Bus:- A claimant already has filed a complaint with theReinsurer awarded $21 million ness Insurance Continued on page 129

CHICAGO-A Cook County Circuit Court Judge has ruled that
American Reinsurance Co can recover $21 million in fraud litiga-
tion against Mortgage Guaranty Investment Co involving lease Insurer CEOs identify concerns
guarantee reinsurance policies that MGIC purchased in the 1970s

In a 70-page opinion last week, Judge Harold A Siegan ruled By DOUGLAS McLEOD all concerned " and liabilities, 27% very con-
that two subsidiaries of Milwaukee-based MGIC-Commerical The top 10 issues confronting in- cerned
Loan Insurance Corp and MGIC Indemnity Co -withheld vital NEW YORK-The efficiency of surers today, according to the • Vertical diversification into

information from American Re when purchasing a reinsurance insurance product distribution, the CEOs, and the percentage of CEOs delivery of health care, 11% very
treaty for lease guarantee insurance written by the subsidiaries be- impact of AIDS and federal tax who were very concerned about concerned
ginning in 1970 MGIC is now called WMAC Investment Corp law changes are among the grea- them are • Collectibility of reinsurance,

The insurance covered commercial lease defaults, which were test concerns of insurance com- • The efficiency of product dis- 10% very concerned
common between 1973 and 1975, according to the opinion pany chief executives, according to tribution, about which 50% said The survey noted that three of

Judge Siegan focused on CLIC's failure to provide internal re- a recently released survey they were "very concerned " the top four CEO issues require a
ports to American Re that showed the premium rate for the lease The survey also produced some • The impact of acquired im- "reactive management stance,"
insurance should be 6% of rent rather than the 28% that was surprises, among them that rein- mune deficiency syndrome, 48% while only the first, relating to
charged Judge Siegan found that MGIC and ltS subsidiaries surance collectibility was at the very concerned product distribution, can be ad-
breached a fiduciary duty owed American Re and were liable under bottom of the list of insurance ex- 0 Recent or impending adverse dressed pro-actively
theories of innocent and negligent misrepresentation and also con- ecutives' top 10 concerns changes in the tax law, 46% very Outside directors' concerns were

structive and actual fraud The survey, commissioned by ac- concerned similar to those of the CEOs, al-
Damages are to be paid out of a $27 million fund the court estab- counting firm Coopers & Lybrand • Federal intervention in insur- though they ranked them in differ-

lished The fund included about $14 million that American Re owed in Hartford, Conn, was conducted ance regulation, 44% very con- ent order The directors ranked
MGIC under the treaty The remaining $7 million of the award by telephone in August and Sep- cerned their top concern as the impact of
represents a portion of the $13 million in interest the fund earned, tember by Louis Harris & Associ- • Taking advantage of new in- AIDS, followed by remaining com-
which the court split between the litigants ates formation technology in the indus- petitive, tax law changes and fed-

"This opinion is probably the first since the 1800s that takes the It includes the views of 250 prop- try, 41% very concerned eral intervention in insurance reg-
issue head-on and says the duty between reinsurers and insurers is erty/casualty and hfe/health in- • Upgrading the caliber and so- ulation
equivalent to a fiduciary obligation," said American Re attorney surer chief executive officers and phistication of the company's man- CEOs changed the order of their
William Cahill with the Chicago firm of Phelan, Pope & John 232 outside insurance company agement team, 39% very con- top priorities somewhat when

Michael Hassan, an attorney with MGIC's Chicago firm of Lord, directors cerned asked which will be most impor-
Bissell & Brook, said MGIC has not decided whether to appeal The CEOs and directors were • Remaining competitive ina tant in five years The CEOs expect

asked to describe their reactions to world of full-service financial ser- that their greatest concerns then

Builders fined for collapse a variety of issues as "very con- vices companies, 38% very con- will be the impact of AIDS, tax law
cerned," "somewhat concerned," cerned changes and-in a tie for third

WASHINGTON-The Occupational Safety and Health Adminis- "not very concerned" and "not at • Effectively matching assets Continued on page 129
tration last week proposed a record $5 11 million in fines against
contractors involved in the construction of the L'Ambiance Plaza

Building in Bridgeport, Conn, which collapsed in April Greenberg sees trouble for insurersThe cave-in of the twin-tower apartment building on April
23-the worst construction accident this decade-killed 28 workers

and injured 10 others By DOUGLAS McLEOD to account for future investment income to be earned

OSHA Administrator John Pendergrass in May cited disregard between the time the reserve is established and claims

for fundamental engineering practices asa direct cause of the ca- NEW YORK-Despite the recent improvement in its are actually paid
tastrophe (BI, May 4) He noted that there were -obvious design results, the property/casualty insurance industry lS "The industry has not had a brilliant record fore-
deficiencies in a lifting system" but that the system was not tested still facing formidable problems, warns Maurice R casting reserves, so we are going to end up discounting
even after two prior failures Greenberg, president of American International Group Inadequate reserves," Mr Greenberg said

Mr Pendergrass said OSHA also found "a pattern of sloppy con- Inc In addition, generally accepted accounting princi-
struction practices" and "an overall sense of employer complacency In addition to whatever fallout may result from last ples could be revised to require insures to discount
for essential workplace safety considerations " Monday's stock market crash (see story, page 1), the loss reserves for book purposes in the same way they

OSHA proposed $2 52 million in fines for San Antonio, Texas- industry faces ongoing difficulties with uncollectible must for tax purposes
based Texstar Construction Corp, the lifting subcontractor, and reinsurance, loss reserve deficiencies, tax and ac- Such a revision of GAAP may become more likely if

Continued on page 131 counting issues and U S tort and regulatory systems, the Financial Accounting Standards Board adopts a
Mr Greenberg told an audience at a seminar spon- proposed rule that would limit insurers' ability to rec-
sored by Coopers & Lybrand last Tuesday ord a deferred tax asset, which could result from dis-

Errors & omissions Taken together, these problems do not paint a "rosy counting for tax purposes but not for book purposes
picture" of the industry's prospects, which makes the To give the Industry a false sense of security by

• Annual dues for membership in the National Risk Retention recent downward slide in some commercial insurance bloating income statements with gains from discount-
Assn are $750, plus a $500 initiation fee These amounts were in- prices all the more bewildering, Mr Greenberg said ing "is lust a fool's game," Mr Greenberg said of the
correctly stated in the Oct 12 1SSUe Among other things, Mr Greenberg assailed recent possibility that discounting could be required in

tax law changes and proposed new accounting rules, GAAP statements
• The AEAI/RIMS Risk Management Forum earlier this month in and he called on the insurance industry to consider "It's bad enough to pay taxes on that basis We

Monte Carlo attracted 677 registrants The attendance was mis- the idea of federal regulation of insurers writing com- should not delude ourselves into trying to take in-
stated in the Oct 19 issue due to a typographical error mercial lines come on that basis," he said

The Insurance Services Office Inc has estimated that FASB also 15 circulating an exposure draft of an-

Vol 21. No 43-Business insurance (ISSN 00074864) ts published weekly industry reserves were still deficient at year-end 1986 other proposed rule that would require life insur-
at 740 N Rush St, Chicage Ill 60611 ·2590 Second-class postage is paid According to ISO, loss reserves on general liability ers to include realized capital gains in pre-tax operat-
at Chicago. 111. and at addmonal malling offices Postmaster Send address lines were deficient by about 15%, or $5 billion, as of ing income rather than reporting such gains on an
changes to Business insurance, Circulahon department, 965 E Jefferson Dec 31 after-tax basis separately from the operating gain or
Ave. Detroit, Mich 48207, 800-992-9970 or 313-446-1611 Copynghl 1987
by Crain Communications Inc Despite this, the 1986 Tax Reform Act requires in- loss

surers to discount their loss reserves for tax purposes Continued on page 129
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20 years of risk management innovations -

20 years of growth
Professional risk management emerges

By LINDA J. COLLINS

Risk management has come into its own during
the past two decades, evolving from the simple
purchase of insurance to a multifaceted discipline
that ranks among the most important management
functions at a company.

While there were some truly professional risk
managers in 1967, when Business Insurance pub-
lished its first issue, most businesses still em-

ployed "insurance buyers" or "insurance manag-
ers," whose primary role was to purchase
insurance for their employer.

"From our viewpoint, we were still insurance
buyers,'' recalls Norman B. Chanzis, director
of risk management for American Standard Inc.
in New York. "The discipline of risk manage-
ment was just beginning to emerge," he ex-
plained.

"The risk management industry was almost ex-
clusively insurance-driven in the mid- to late '605.
If we could solve it through insurance, we did so
first," said Charles M. Armstrong Jr., manager of

corporate risk management for Xerox Corp. in
Stamford, Conn.

"Now, that is the last thing we do. First we try
to mitigate or eliminate the risk, and if we can't do
so, we then attempt to finance the risk. . .through
insurance, self-insurance or non-insurance," Mr.
Armstrong said.

"The field of risk management has advanced
considerably in practical application. In theory, in
1967, risk management included all aspects of risk
management, but in practice, most risk managers
were only dealing with insurance," stressed risk
management consultant Warren G. Brockmeier,
vp of The Wyatt Co. in Chicago.

"A lot more emphasis is placed today on quanti-
fication techniques, and risk managers are much
more aware of the time value of money, the ulti-
mate cost of risk and the various ways losses can
impact on corporate entities. They are more attuned
to dealing with figures, numbers and dollars and not
as concerned as they once were with policy language
and conditions," Mr. Brocloneier explained.

In the late 19605, what is now called the Risk &

OSHA, market cycles lead
milestones of 20 years

By ALISON KITTRELL

Risk managers rank the formation of Occupational Safety and Health Administration
as the biggest risk management story of the past 20 years, but they also consider the
ups and downs of the commercial property/casualty insurance market as among the
events dominating risk management for the last two decades.

In a survey conducted by Business Insurance, a panel of risk management
readers voted the enactment of the Occupational Safety and Health Act of
1970, which gave the U.S. Labor Department broad powers to regulate safety
in the workplace, as the most significant risk management event of the last 20
years.

When asked to rank the 10 most important events of the past 20 years,
10 respondents voted OSHA the most-important event since 1967, while
five ranked it second, six ranked it third, three ranked it fourth, five
ranked it fifth, one ranked it sixth, one ranked it seventh, three
ranked it eighth, two ranked it ninth and one ranked it 10th.

In calculating the results, BI assigned a value of 10 points for 4. Rise of

each first-place vote, nine for each second-place vote, and so on, captives/
with a 10th-place vote worth one point. OSHA garnered 269 self-insurance

points to lead the list of stories.
However, two major trends dominated the remaining Top

10 events.

First, risk managers were concerned about market
cycles, in which tight markets-marked by huge rate
hikes, little capacity and stringent conditions-alter-
nated with very soft markets-in which insurers en- 7. States enact
gaged in competitive price-cutting, sometimes

tort reforms
lowering rates to ridiculous or dangerous levels.

As a result, buyers unwilling to try to ride the
roller-coaster were forced to find alternative

Continued on page 124

2. Tight market
of mid-1980s

8. ISO's

claims-made

CGL form

Insurance Management Society Inc. was still
dubbed the American Society of Insurance Man-
agement, and the "chief concern" of those insur-
ance managers "was placing insurance, getting the
right broker and right insurance companies," re-
called David Warren, an independent risk man-
agement consultant in Orinda, Calif.

In fact, RIMS did not change its name to reflect
the growth of risk management until 1975 (see
story, page 42).

When ASIM changed its name to RIMS, it
"showed that risk managers perceived themselves
as having a different role," observed Robert Dor-
gan, executive vp of Continental Corp.'s Brokerage
& Special Operations Group in New York.

The name change to RIMS "was symbolic of the
progress from insurance manager. Their job tran-
scends that; it is the management of risk," said
Richard J. Rice, senior vp of Johnson & Higgins in
New York.

"The growing prominence of RIMS served as self-
promotion for risk managers, and its national

Continued on next page
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A guide to Brs 20th anniversary risk management issue
This issue of Business Insurance

looks back on the many innova-
tions and developments affecting
risk management since BI's first
issue in October 1967.

Business insurance's editorial mission

A message from B/'s publisher
The origins of Business /nsurance

Court decisions affecting risk managers
Risk Manager of the Year award winners
Two decades of tort reform efforts

Changes in risk management lingo
Harold Hines on risk manager-broker ties

As a special feature, the BI staff
selected 20 people responsible for
risk management innovations over
the past two decades to predict
what will occur in their areas of

Page 10

Page 12

Page 14-15

Page 22

Page 32

Page 37

Page 42

Page 79

expertise over the next 20 years.
These essays begin on page 45.

Also, we have created "time cap-
sules" that summarize interesting
risk management stories from each

Risk managers' attempts to tame the cycle
Editorial cartoons through the years.....

Legislation affecting risk management.
The growth of captive insurers. . . .

The biggest losses of the past 20 years.
The big events of 20 years ago.

Policy form changes in the past 20 years...

Risk management enters the computer age

Page 85

Page 90

Page 93

Page 99

Page 101

Page 104

Page 105
Page 110

of the past 20 years. These excerpts
begin on page 18 and appear
throughout the issue.

Other stories in this 20th anni-

versary issue include:

Lloyd's and the London market.. ... .... .. Page 112

20 years of loss control advances .. . .. Page 114

Changes in insurer regulation . - .... ... ...Page 116
The evolution of financial guarantees.. .Page 118
Women's growing role in risk management Page 119

A broker family tree Page 122

The growth of the U.S. reinsurance industry Page 125
The growth of the national insurance broker. Page 132
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20 years of risk management innovations

Risk management
Continued from previous page
conventions began to bring large
numbers of people together to ex-
change information and tech-
niques," pointed out Robert L.
Degner, vp of commercial insur-
ance marketing for Transamerica
Insurance Group in Los Angeles.

The interchange of ideas at these
meetings today "is unbelievable
compared to the old ASIM days,"
Mr. Degner added.

Business Insurance also was cre-

dited by some observers with aid-
ing the development of the risk
management profession by giving
risk managers a chance to see what

D -

'Accepting a lot of risk was such a foreign
idea that everyone just bought insurance. They

looked at everything policy by policy rather than
as a whole. It was very piecemeal,' says Ralph F.
Perry Jr., vp of risk management for Amfac Inc.

others were doing and to voice
their concerns.

Twenty years ago. "the risk man-
ager was the insurance buyer. Two
factors that helped to change that
were RIMS and the publication of
Business Insurance," said J&H's
Mr. Rice "If there is a sainthood
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for members of professional socie-
ties, both should be in it."

"I think Business Insurance did

quite a bit for the professionalism
of the field. (At first) I didn't think
insurance managers would open up
and discuss their problems, but
you sort of became a forum for

54(8 6*260®@*@00@@ 5368@ 96®oBE IFILEEFEAB
65 *@ 68@©rk "685 fl@ gO@(t 66:8'@ frO@E:[bm@ b@Im@(FOE©¤

LINCOLN
NATIONAL

ideas and good reporting," said
risk management consultant Jo-
seph H. Albert, president of J.H.
Albert International Insurance Ad-

visors Inc. in Needham Heights,
Mass.

"The startup of Business Insur-
ance coincided with the growth of
the risk management industry.
Crain (Communications Inc.) was
forward-looking in starting it,"
said risk management consultant
George Betterley, vp and principal
of the Tillinghast Division of
Towers, Perrin, Forster & Crosby
in Boston.

While risk management was in
its infancy in 1967, professional
risk managers did exist during that
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You'd expect us to have a high regard FLEXTRAK is a total system. It you customize plans to meet your
for our own flexible benefits admini- administers a wide range of plans unique company or client need& And
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period, observers were quick to
point out.

In the late 1960s, when "risk
management in its current state
was just beginning to
evolve. . .there were some com-

panies with very sophisticated risk
managers, but in general. .their
role was almost completely trans-
fer of risk: buying insurance," said
Peter T. Pruitt, president and chief
operating officer of broker Frank
B. Hall & Co. Inc. in Briarcliff
Manor, N.Y.

"There were a handful of very
astute people who were at the fore-
front of issues," stressed risk man-
agement consultant C.C. (Bud)
Griffin, chief executive officer of
Warren McVeigh & Griffin Inc. in
Newport Beach, Calif.

"They were forming self-insur-
ance programs, assuming large de-
ductibles" and developing or dis-
cussing the development of risk
management programs and captive
insurers, Mr. Griffin added.

However, for the most part in
1967, "accepting a lot of risk
themselves was such a foreign idea
that everyone just bought insur-
ance," said Ralph F. Perry Jr., vp
of risk management for Amfac Inc.
in San Francisco. "They looked at
everything policy by policy rather
than as a whole. It was very piece-
meal."

Twenty years ago risk managers/
insurance buyers were generally
either recruited from brokerage or
insurer ranks or were employees
from within a company's own ac-
counting or personnel departments
who were assigned the task of pur-
chasing insurance without prior
experience in that area.

"Some of them were treasurers

or purchasing department person-
nel or were recruited from insur-

ance companies. Most of them just
lost the straw pull and had to buy
insurance," quipped Linda L.
Ruthardt, director of risk manage-
ment for manufacturer Barry
Wright Corp. in Newton, Mass.

"Going back, many risk manag-
ers came from the insurance indus-

try or from within the company's
accounting department," recalled
Georges Balcer, risk and insurance
manager for Consolidated Bathurst
Inc. in Montreal.

In 1967, "most risk managers
grew up out of the insurance com-
pany or brokerage ranks," Mr. Bet-
terley said.

While some employers still ap-
point inexperienced people from
within their ranks to risk manager
and many risk managers are still
being recruited from the insurance
industry, "a growing percentage
have chosen risk management as a
career field and have gotten de-
grees in business, finance or risk
management,'' Mr. Betterley
pointed out.

Mr. Betterley said that the new
breed of risk manager is "much
more involved and a participant in
the negotiations and underwriting
decisions than they were in 1967."

Ms. Ruthardt said the Insurance
Institute of America's Associate in

Risk Management program, which
conferred its first designations in
May 1967, was a boon to the risk
management profession because
"it gave us a common language and
common ways of thinking of
things."

"The A.R.M. program was a very
significant step forward. At the
time it started, graduates just re-
ceived a diploma, but the institute
was pressured by risk managers
until it offered a designation," Mr.
Warren said.

"There are a number of schools
with majors in risk management
today," he said. "In 1967, I don't
think any of them were around.
People who were insurance manag-
ers in those days were never even
trained in insurance in school,"
Mr. Albert said.

Risk managers entering the busi-
ness now "have better educational

Continued on page 6
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20 years of risk management innovations

Risk management
Continued from page 4
backgrounds and are more in-
terested in obtaining insurance de-
grees. They are also more in-
terested in interacting with their
peers and others within the indus-
try and spend a lot of time trying
to find out about their profession,"
Continental's Mr. Dorgan com-
mented.

But the evolution from insurance
buyer to risk manager was gradual,
industry representatives ex-
plained. Risk managers began to
expand their focus beyond first-
dollar insurance coverage, and as
they left or retired from their posi-
tions, their employers began to
look for more experienced or edu-
cated people to fill those roles.

"It was an evolution rather than

a revolution," said broker Charles
L. Ruoff, senior vp of Fred S.
James & Co. Inc. in New York.

"The risk manager's role moved

'Nothing has had such a dramatic impact on the
(evolution) of risk management as the

development of a whole list of risk financing
mechanisms, says James V. Davis, chairman of

Advanced Risk Management Services.

from associating risk and insur-
ance to focusing on risk-all risks,
not just those that could be trans-
ferred to insurers."

Mr. Albert characterized the
field of risk management as "a ball
rolling down the hill in the 1970s
and picking up speed. . .Today
the objective of every risk manager
is to buy as little insurance as they
need. The technique in the late
1960s was to buy insurance."

"Slowly creeping into the disci-
pline was a new breed of people
who were truly managers of risk.
When you talked about transfer of

Better call

BOSTON
617-426-0615

risk and risk retention, they un-
derstood," recalled broker John P.
Gallagher, executive vp of Arthur
J. Gallagher & Co. in Rolling
Meadows, Ill.

But the transformation came

slowly, "not with a bang," Mr.
Gallagher pointed out.

One of the major reasons for the
evolution from insurance manager
to risk manager was that, for the
first time, several viable alterna-
tives to first-dollar insurance cov-

erage were available.
"Nothing has had such a dra-

matic impact on the (evolution) of

risk management as the develop-
ment of a whole list of risk financ-

ing mechanisms. The status of risk
managers has risen within their
own corporations because of this
array of alternatives," said James
V. Davis, chairman of Corroon &
Black Corp.'s Advanced Risk Man-
agement Services division in Nash-
ville, Tenn.

As risk managers walked into the
offices of their companies' finan-
cial managers and showed them
how those alternatives could save

the companies significant amounts
of money, "in terms that they un-
derstood," risk managers elevated
their importance in the eyes of
their superiors, Mr. Davis ex-
plained.

"Sophisticated methods of self-
retention of risks" were coming
into the marketplace in the form of
"captives, self-insurance, pools,
retrospective rating, cash-flow
programs and paid-loss retros,"
said Frank B. Hall's Mr. Pruitt.
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Risk managers were starting to
approach the area of "risk funding
with some intelligence and under-
standing," Ms. Ruthardt agreed.

Risk managers have since be-
come the "front-line innovators in

financial protection. They have
gotten over looking at insurance as
the primary way to take care of a
risk," stressed Alaska Insurance
Director John L. George in Juneau,
a former risk manager.

In turn, businesses began to put
more emphasis on risk manage-
ment because of the increasing ec-
onomic impact of their liability ex-
posures.

Twenty years ago, "property loss
control was a much more impor-
tant aspect of risk management
compared with liability and work-
ers comp," Mr. Warren explained.

The change "came as the dollars
rose, as liability suits and claims
became more frequent and larger
and as business interruption be-
came more costly. It increased the
attention management gave to risk
managers and increased their stat-
ure" within their companies, Mr.
Warren pointed out.

"Larger risks and greater expo-
sures to such things as environ-
mental impairment liability and
asbestosis caused company direc-
tors and senior managers to look at
risk management, because they
saw that the people involved in
handling these risks could have
significant impact on the bottom
line of the corporation," agreed
Consolidated Bathurst's Mr.
Balcer.

"Both internal and external fae-

tors affected the change in focus:
management's growing cognizance
of its exposures and the impact of '
those exposures on company profit
and loss statements, and the out-
side impact of new legislation and 1
of the industry going through its
first major swing in prices in the i
mid-'7Os," explained broker Ro- j
bert J. Dolan, senior vp of Rollins
Burdick Hunter Co. in Chicago. '

The increasing severity of the
property/casualty underwriting
cycle and its impact on pricing and b
coverage availability have illus-
trated the importance of a good
risk management program, boosted
the use of alternative financing de-
vices and further enhanced the

value of risk managers in the eyes
of their employers, observers
agree.

"The tight market of the mid-
'705 accelerated the trend toward
self-insurance, and the last one ac-
celerated it further," said Corroon
& Black's Mr. Davis.

Businesses "have been through
two dramatic cycles and a certain
amount of premium has left the I
business and gone into risk alter- 1
natives," said Horace Holcomb, se-
nior vp of Alexander & Alexander
Inc. in New York, noting this trend
is likely to continue. "I think more '
and more people will turn to alter- 1
native forms of insurance if the in-

dustry cannot demonstrate more

The most recent hard market

made "top management more
aware of the problems associated
with using insurance as the sole
source of protection. The violent
swing of that cycle was a shocker,
and risk managers don't want that
shock anymore," said J.H. Albert's
Mr. Albert.

"The instability of the insurance
marketplace combined with an in-
ability to predict how long and
deep cycles will go has been the
biggest challenge for risk manag-
ers" to date, said Fred S. James'
Mr. Ruoff.

Risk managers who responded
successfully to that challenge have
improved the image of the pro-
fession tremendously.

"Every hard market increases se-
nior management's perception of
the importance of the risk manage-
ment function. In the last hard

market, many companies went out
Continued on page 8
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Risk management
Continued from page 6
and hired more professional, capa-
ble risk managers," said Mr. Grif-
fin of Warren McVeigh & Griffin.

"Managements now have a better
appreciation of the need for risk
management, of the cyclical nature
of markets and of those risks for
which the insurance mechanism

does not respond," agreed Til-
linghast's Mr. Betterley

Corporate executives also have
recognized that if their companies
do not have good risk management
programs, their personal assets, as
well as their business' assets, may
be at risk, one broker pointed out.

"The risk manager has become a
very important position within
firms because those responsibili-
ties have extended into the boar-
droom in areas like directors and

officers liability and fiduciary lia-
bility," Mr. Holcomb said.

The increasing professionalism
of risk managers has rubbed off on
insurers and brokers as well, ac-
cording to industry representa-
tives.

As risk managers have become
more sophisticated and better edu-
cated, they have "created a de-
mand for brokers and underwriters

to be more capable than they ever
were before," said Robert Clem-
ents, president of Marsh & MeLen-
nan Inc. in New York.

"The level of competence, pro-
fessional skill and training in the
industry is incomparably higher
than it was 20 years ago," Mr.
Clements said.

There are "not a lot of creative
people in the insurance business.
Sometimes they need someone to
kick them in the seat of the pants
and get them to think creatively.
Risk managers have more creativ-
ity in them," observed Mr. George,
Alaska's insurance director.

As risk managers have grown in
professional stature, brokers have
"gotten more sophisticated right
along with them," said Frank B.
Hall's Mr. Pruitt.

Because risk managers now put
more thought into the construction
of their insurance programs, "bro-
kers have had a greater obligation
to be innovative and responsive to
their clients' needs, and the insur-
ance marketplace has had to be
more responsive to both" risk man-
agers and brokers, RBH's Mr.
Dolan pointed out.

This responsiveness has come in
the form of expanded services,
sources say.

"Brokers have gotten away from
simply placing insurance to almost
pure risk management services.
When brokers approach me these
days, they talk about the services
they can provide," said American
Standard's Mr. Chanzis.

Today, insurance brokers have to
be able to provide risk managers
with "a wide array of support ser-
vices-both engineering and ana-
lytical-to get the. opportunity to
work with them. Brokers are man-
aging captives, creating alterna-
tives to the purchase of insurance
and providing broader financial
management services than ever be-
fore," agreed Xerox's Mr. Arm-
strong.

When risk managers moved to-
ward "more sophisticated ap-
proaches to risk, we needed to
change to address our clients'
needs," stressed Mr. Ruoff of Fred
S. James.

"We had to acquire many dif-
ferent new skills, in such areas as
loss control, claims servicing, fea-
sibility studies and actuarial
projections, all geared toward our
clients' needs," he said.

Today, risk managers also fre-
quently take a place at the nego-
tiating table with insurers and bro-
kers.

In the late 1960s, the "insurance
relationship was different from the
buyer's point of view," J.H. Al-
bert's Mr. Albert said.

8 / Business Insurance, October 26, 1987

20 years of risk management innovations.-- ----

Brokers have gotten away from simply placing
insurance to almost pure risk management

services. When brokers approach me these days,
they talk about the services they can provide,'

says American Standard's Mr. Chanzis.

The insurance manager's rela-
tionship with a broker was often
more personal than businesslike,
and insurance managers often sim-
ply gathered facts and left the
buying decision Lo top manage-
ment, he said.

"In the 1960s, brokers wanted to
be in the middle and keep insurers
and risk managers away from each
other. In the 1970s buyers resented
that and began to form close rela-
tionships with insurance com-
panies," said Continental's Mr.
Dorgan.

"It has now developed into a

three-party arrangement, with ev-
eryone talking to each other."

"Twenty years ago, underwriters
very rarely got together with in-
sureds. Most of the contact was
between the broker and the in-
surer, and the broker insulated the
underwriter from the insureds,"
said Bill Manning, senior vp-ca-
sualty for CIGNA Corp.'s Special
Risks Division in New York.

"Now risk managers sometimes
get involved in the negotiations,
and they certainly want to meet
everyone," Mr. Manning said.

"It was unusual for the risk man-

ager to be a party in broker/insurer
negotiations in the late 19605. Now
risk managers are routinely
brought in as full partners in this
relationship," agreed J&H's Mr.
Rice.

Risk managers are also far more
concerned about "insurance com-
pany insolvency. Today, this is not
just left to the brokers," said Pa-
trick Gallagher, vp of Arthur J.
Gallagher & Co. in Rolling Mead-
ows, Ill.

And liability loss control has be-
come increasingly important to
risk managers over the past two
decades, although property loss
controls were already in place in
the late 1960s.

"On the property side, insurers
were equally demanding back
then" that policyholders practice
good loss control procedures,
Xerox's Mr. Armstrong said.

However, "Continuing change in
the social, economic and technical
climate created a movement in the

late 1960s that has continued
today" for protecting workers, the
public and the environment, said
David P. Curley, assistant vp of en-
gineering for Aetna Life & Ca-
sualty Co. in Hartford, Conn., and
chairman of the National Safety
Council.

and Health Administration "came

some emphasis in that area. It also
gave risk managers some leverage
in requesting that safety measures '
be taken by management," said
American Standard's Mr. Chanzis.

Risk managers' concern for loss
control was also prompted by the
fact that businesses were assum-

ing or retaining more of their risk.
"As companies realize they can

accept a greater share of the risk, ,
there will continue to be a greater
emphasis on loss control.

"There has to be," said Amfac's
Mr. Perry.

Continued on next page
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Continued from previous page
"Because of the increased expo-

sures faced, increased court judg-
ments, new laws and environmen-

tal issues, there is a much greater
emphasis on controlling liability
losses," Mr. Armstrong said.

"Many insureds have gotten into
some risk retention where they are
participating in the value of their
losses. They now need information
to help them manage their losses,"
said Jack E. Gardner, second vp-
risk management information ser-
vices for Travelers Corp. in Hart-
ford, Conn. Businesses are now

"allocating their losses back to
their operating divisions," he
added.

Advances in computer technol-
ogy have made it much easier for
risk managers to monitor and con-
trol their losses.

In the late 1960s, risk managers
"had virtually nothing outside of
electric calculating machines and
reams of paper. Most computer

'Somewhere in the last 10 years, risk managers
decided they could lobby. Before that, they
were still relying on their individual industry
trade associations to do that,' says Linda L.

Ruthardt of Barry Wright Corp.

runs from insurance companies
Fere really garbage, with very lit-
tle about the cause of a loss or the

type of injury that occurred-only
raw numbers," said Wyatt's Mr.
Brockmeier.

"Technology has been responsi-
ble for quite a bit of advancement
in terms of quantification tech-
niques," he said.

In 1967, "insurance companies
had the data, if the risk manager
was resourceful and persistent and
had a cooperative underwriter, but
rt was not always available in a
meaningful form," Tillinghast's

V

Mr. Betterley agreed.
The computer has helped risk

managers maintain records of
losses, broken down by profit cen-
ters, to evaluate risks, prornote
safety management and finance
expected losses, Mr. Perry ex-
plained.

It also assists risk managers in
compiling information for insur-
ance inspections, he said.

Risk management in the 1960s
"was a job of negotiating and man-
agement skills with no tools to
speak of," Mr. Warren pointed out.
He predicts that "computer tech-

Best.

SURVEY-RESULTS
How companies ranked astiest

Ior workers compensationcontinuing safety programs:
1. Liberty A/Iutual   -

In a recent national survey, more CFO's and
Risk Managers rated Liberty Mutual best for
"continuing safety programs" than the next two
workers compensation carriers combined

As the largest provider of workers
compensation coverage toAmerican business,
Liberty Mutual has continually worked to lower
the final cost of this vita- insurance. In large part,
this has been achieved through our innovative
efforts to help customers prevent accidents
before they happen.

Liberty's commitment to controlling and
eliminating the causes ofwork-related accidents
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nology will continue to play a very
measurable role in risk manage-
ment. It's the quantitative tool
we've needed to gather informa-
tion and calculate."

As risk managers have become
responsible for more duties within
their organizations, they are also
increasingly making their presence
known to legislators and regula-
tors on several issues, most notably
coverage availability problems.

"Somewhere in the last 10 years,
risk managers decided they could
lobby. Before that, they were still
relying on their individual indus-
try trade associations to do that,"
explained Barry Wright's Ms.
Ruthardt. "Legislative land was
someplace wh,ere other people
played."

"W@ have formed liaisons with

the Insurance Services Office, the
National Assn. of Insurance Bro-

kers and the National Assn. of In-

surance Commissioners, and we
certainly have developed our image

is exemplified bythe work of the Liberty Mutual
Research Center. Founded 33 years ago, the
Center's pioneering research in safety-related
fields has made a marked difference in the safety
standards of thousands ofAmerican jobs. And
helped lower the final cost of workers
compensation coverage for employers.

For 75 years, America has believed in
Liberty Mutual. Because Liberty Mutual has
always believed that better service to our
policyholders is simply better business for us.

Results reported here are from an independent telephone survey conducted
among a systematic sample of 300 respondents in selected industries.

AMERICA BELIEVES IN LIBERTY MUTUAL INSURANCE

LIBERTY 
MUTUAL®F
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© Liberty.Mutual insurance Group/Boston

in· testimony before Congress and
in our lobbying work for tort re-
form," American Standard's Mr.
Chanzis pointed out.

"I believe risk managers have
contributed significantly to the
progress that has been made to-
wards achieving a comprehensive
solution to the liability insurance
crisis," said Florida Insurance
Commissioner Bill Gunter in Tal-

lahassee. Risk managers have de-
manded tort reform "and other

measures designed to reduce the
cost of liability insurance," he
said.

"Risk management has taken on
a new, broader (role), including in-
fluencing policymakers, as the cost
of claims continues to spiral," Mr.
Gunter said.

However, state regulators point
out that risk managers are more
active on a national rather than a

state level.

"They are doing more federally
than in the states, and they also
appear to be more active with the
National Assn. of Insurance Com-

missioners. They are making their
voices heard and their interests

known," said Richard D. Brock,
administrative assistant to Kansas

Insurance Commissioner Fletcher

Bell in Topeka.
"In Alaska, risk managers are

not a major lobbying force, but on
a national basis, the Risk Re.ention

Act is fair testimony to their lob-
bying ability," Mr. George said.

Risk managers are still not
"nearly as effective as they should
be on a state level. They have enor-
mous potential clout if they would
exercise it;' said David H.
Rodgers, chief deputy insurance
commissioner of the Washington
Insurance Department in Olympia.

"There is more awareness among
legislators than there was 10 years
ago about risk managers and their
role, but legislators are not hearing
from risk managers, in our opin-
ion," Mr. Rodgers added.

Meanwhile, some observers pre-
diet that the increasing diversifi-

cation of corporations is likely to
have a big impact upon risk man-
agers and risk management pro-
grams.

"What we see every day is the
gobbling up by one corporation of
another. Unfriendly takeovers
wreak havoc with effective risk

management programs, and pre-
dictability and stability scarcely
exist anymore," said Transa-
merica's Mr. Degner. He added
that during acquisitions many
firms negotiate "like two mastiffs
wanting to fight."

A fallout of this is that "risk

managers are being forced to for-
sake long-term strategies for
short-term strategies. Corpora-
tions are only concerned with

short-term profits, because if they
invest in the long-term, they be-
come a takeover candidate,"
Wyatt's Mr. Brockmeier stressed.

This trend might increase the re-
sponsibilities of risk managers in
terms of performing "due diligence
studies for acquisitions, mergers,
sales and consolidations. . .to de-

termine what risks are being as-
sumed and retained and what lia-

bilities might be hidden," Mr
Betterley observed.

In the future, risk managers will
look at insurance "more from a fi-

nancial point of view, and insur-
ance will be called risk financing,"
said David A. North, executive vp
of Gallagher Bassett Insurance
Services in Rolling Meadows, Ill.
He predicted that risk managers
may decide to finance risks
through the purchase of bonds or
other mechanisms.

But, risk managers "have to b€
more knowledgeable of forms and
policies, aware of price and market
availability. They have to be more
today than they ever were before,
and in the 1990s, they will have to
be even more," said Oklahoma In-
surance Commissioner Gerald

Grimes in Oklahoma City. I
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Opinions Humness

B/targets insurance buyers Insurance®
Reporting weekly for corporate risk,

employee benefit and financial executives
Publisher. Alfred Malecki (New York)For the first of our two 20th ann:versary :ssues, we reprint ate the problem

below excerpts from the first BI ed:tortal m the Oct 30, 1967, The fall has always been the season of conven- Associate Publisher/Ed,tor Kathryn J Mcintyre,ARMzssue Some of the term;nology, like 'insurance man,' sounds un-
(Chicago)usual to us today, but the statement of our edztorial mtssioli zs as tions, and in this issue we've given coverage to

true now as zt was 20 years ago quite a few It won't be our intention to provide Managing Editor: James M Burcke (Chicago)

Assistant Managing Editor: Dave Lenckus (Chicago)running stories of all of the meetings put on by all
Assistant Managing Editor/Graphics: Holly E Segulne

THE INSURANCE INDUSTRY has always had of the insurance groups and associations, but to (Chicago)
an abundance of publications aimed at the pick our spots and give coverage to the speeches CHICAGO: Stacy Adler (Assistant Copy Ed/tor)

seller of insurance-the hundreds of thousands of and panel sessions of interest to buyers Karen Brown (Ass,stant to the Editor)
agents out in the field and the insurance company An important facet of our news reporting lS Linda J Collins (Agent/Broker Editor)

Meg Fletcher, ARM (Associate Editor)officials at the home office-but lt'S been short on Washington Our sister publication, Advertising
Mark A Hofmann (Associate Editor)publications edited for the man who pays the bills Age, has always taken great pride in its top-notch
Karen Huelsman (Copy Ec#tor)

-the corporate buyer of business protection Washington coverage, and we will strive to develop Manlou Jones (Drectog Editor)
Our reader is charged with protecting the assets the same literate, knowledgeable reporting Our Laura Mazzuca (Agent/Broker Topics Associate

of his company-whether they be his firm's em- Washington editor will provide summaries of im- Editor)

Amy Palmer (Graphic Atist)ployees or property He administers, under the title portant congressional hearings-of which there
Roger Schillerstrom (Ed,tonal Cartoon,st)of employee benefits director, insurance manager, promises to be quite a few-as well as keep a close
Stephen Tamoff (Associate Editor)

risk manager, financial vp, treasurer and other top eye on key departments of the federal government Paul Winston (Assistant Copy Editor)
management personnel, such coverages as group where insurance legislation Starts Joanne Woicik (Copy Ed,tor)

life insurance, profit-sharing and pension plans Up to now we've emphasized the news side of our Christine Woolsey (Ed,tona/ Assistant)
DALLAS: Michael Bradford (Assoctate Editor)and property and liability insurance publication But we're also very proud of our fea-
LONDON: Stacy Shapiro (international Ed,tooOur man, however, is responsible for more than ture section, which we call Perspective. In lt OUr

Carolyn Aldred (Assoc,ate Ed,tor)
buying insurance, it'S also his job to reduce haz- columnists-all prominent insurance managers, LOS ANGELES: Donna DIBIase (Bureau Chief)
ards and to initiate loss prevention programs employee benefit directors and consultants-will Glenn Huntley (Assoctate Editor)
throughout his company There are not many de- have an opportunity to discuss, in a somewhat NEW YORK: Douglas McLeod (Bureau Chief)
partments he doesn't at one time or another c ome more leisurely fashion than in our news section, Judy Greenwald (Assoc,ate Editor)

in contact with, and as product liability grows some of the important problems and challenges of WASHINGTON: Jerry Ge,sel (Wash,ngton Editor)
Deborah Shalowitz Mssoc,ate Editor)stricter with each court decision, he's in at the very the day

Corporate: H L Stevenson (Cotporate Editor)
earliest stages of new product planning. We've given ourselves a big assignment, we

It will be our purpose to provide our readers with know But with the help of insurance buyers, bro- Advertising Director: Donald A Walsh (New York)
Midwest Sales Manager: Robert L N,esse (Chicago)

a fortnightly package of the latest news and devel- kers and insurance company officials, who form CHICAGO: Deborah D Neale (D,stnct ManageO
opments affecting the buyer of business insurance the nucleus of our readership and whom we've Margaret Hikido (D,stnct Manager/

We've already learned that buyers are quite con- asked to keep us posted on developments at their Classified Sales)

Elmer Kerstowske (Production Manager)cerned about the growing lack of capacity in most companies, we hope to provide a continuing parade
LOS ANGELES: Michael J Sharpe (Distnct Manager)world markets-and they've voiced some strong of Ideas which Bus:ness Insurance readers can
NEW YORK: Charles A Horvath (Distnct Manager)

opinions about what insurers can do to help allevi- adapt to their own operations Jack Forrest (D,stnct Manager)
Martin J Ross (District Manager)

Letters Courtney Bauer (Distnct Manager)

Director of Communications: Ronnie I Drachman
The follow:ng are a sampling of letters responsible role lowed to simmer in their own stew pot (New York)

to the editor published in the last 20 Sheldon H. Staubitz Justin S. Lencke
Corporate Marketing Manager: Alice Steloff (Detroit)

years involving risk management issues Director of Insurance Marianna, Fla

They were selected for their timelessness, Chemetron Corp EDITORIAL: Chicago 312-649-5398
punch and humor Chicago Feb 9,1976 Dallas 214-363-1066

June 17, 1968 To the editor Your Dec 19 issue has London 01 -404-4228

To the editor I take exception to the Nov 17,1975 several articles relating to liability insur- Los Angeles 213-651-3710
use of the word gambling in reference to To the editor A number of articles ap- ance problems New York 212-210-0100
insurance pearing in various insurance publications One thing lS evident Regardless of

Washington 202-662-7200Although both insurance and gambling use the present plight of insurance com- whether the risk is a City, a ski area or a
are considered risks, they differ in that panies as the reason for allowing meable hospital, the problem lS not where the at- ADVERTISING: New York 212-210-0133

gambling is a speculative risk while in- rate increases tention is being focused It is not the in- Chicago 312-649-5276
surance is a pure risk The difference lS True, some rate relief is needed, but surance industry that lS at fault, lt lS the Los Angeles 213-651-3710
this in a speculative risk there lS the there is no reason to panic and allow legal system and public morality, which COMMUNICATIONS: New York. 212-210-0132
chance of both loss and gain In a pure those whose poor management got them today accept the reward rather than CIRCULATION: Detroit 313-446-1611
risk, such as insurance, there is only the into their dilemma to stick the general compensation philosophy

Published by Crain Communications Inc, Chicagochance of loss public across the board Recently in Washington, DC,a ]ury
Steven B. Steinberg Not too long ago, insurers refused to go returned a $250,000 verdict in a case G D CRAIN JR

Founder (1885-1973)
Insurance Manager along with regulators who insisted that where the amount at issue was $108 Sure MRS. G D CRAIN

Eugene Kardon Enterprises investment income (realized on reserve the jury was wrong, but what about the Chairman

Philadelphia funds which were actually the property lawyer who turned down a more than KEITH E CRAIN

of insurers and claimants in the guise of reasonable settlement offer because he Vice chairman

Jan 21, 1974 unearned premiums and claims reserves was banking on just such a lury? It is the S R BERNSTEIN

To the editor The risk manager today anyway) be used in rate computation lawyers who value the case on what a Chairman-executive committee

truly lives in a hostile environment He iS Now, the worm has turned, and they ex- jury might bring, rather than what is rea- RANCE CRAIN

President
faced with a substantial threat from both pect the policyholder to pay more to sonable and proper compensation That

MARY KAY CRAIN
federal and state governments with re- cover the losses they incurred gambling has played havoc with liability insur- Treasurer

gard to current and proposed legislation on Wall Street No, no, a thousand times ance MERRILEE P CRAIN
In its most destructive form, this legisla- no, we all say. Let's not lose sight of the cause of Secretary

tion would substantially reduce his abil- We also believe a blow should be struck the problem WILLIAM A MORROW

ity to perform his function against the insurer who stalls on claims, R.K. Rappold Senior Vp-operations

Forthcoming programs and legislation resists payment and ends up paying more Assistant Secretary Published weekly at 740 Rush St, Chicago, 111 60611, Telex 6871241, Cable
CRAINCOM Omces 220 E 42nd St.. New York, N Y 10017, Telex 640207

with regard to health care, pensions and in a court of law because of their hard- Peoples Drug Stores CRAIN COM NYK, 1 Norlipark, East Suite 114,8950 N Central Expressway,
HMOs will have serious impact on the headed chiseling attitude We suggest Alexandria, Va Dallas, Texas, 75231, Suite 814, National Press Building, Washington, D C
risk manager's ability to efficiently Uti- that all sizeaole claims be examined by 20045,6404 Wilshire Blvd, Los Angeles, Calif 90048,20-22 Bedford Row.
lize benefit dollars for the best interests regulators Feb 11,1980 London WC1 R 4EB, England $175 a copy $68 a year in US Canada and all
of all involved If any insurer could have settled a To the editor My wife, who seldom ardellvery First·dass mall toUSand Canada only, add $48 Bermuda only,

Further, recent legislation and/or ad- claim, let us say, for $50,000 but refused, reads business publications, while pass- $105 per year expedited delivery WIUIAM STRONG, vparculation BARBARA
ministrative actions in some jurisdictions and then paid $150,000 months or years ing my desk at home happened to notice KISCH, arculation manager JOHN HUFFMAN, fulfillment director Four weeks'

notice required lor change of address. Send subscnption correspondence tohave placed many burdens on the risk later due to inflation, Jury trends, etc your Jan 14 cover article, "Love Canal Circulation Department, Buslness Insurance, 965 E Jefferson Ave Detroit,
manager with regard to the non-insur- lt should be allowed to use only the first Hooker Battles Insurers for Pollution Mich . 48207, or phone 800-992-9970 or 313-446-1611 Microfilm copies are
ance or self-insurance of corporate figure of $50,000 in computing its claim Coverage " avallable from University Microfilms, 300 Zeeb Road, Ann Arbor, Mich 48013

Microfiche copies available Bell & Howell, Micro Photo Division, Old Mansfieldassets experience when applying for rate in- Subsequently over lunch she said to me
Road, Wooster, Ohio 44691 Portions of the ed,tonal content of this issue are

Equitable and reasonable regulation creases This would eliminate slow claims in great puzzlement "I don't know much available for repnnt or reproduction in other media For information and rates to
hopefully will allow the private sector to payment and resistance to just and about insurance, but on what grounds reproduce in general circulation media, contact AAT MERTZ, The Crain

Syndicate, 740 Rush St. Chicago, Ill 60611, 312-649-5303 For repnnts orhave flexibility with regard to efficient proper settlements could a prostitute claim damages for pol-
repnnt permission contact Repnnt Department, Bus,ness Insurance. 220 Efinancial utilization of funds for the ben- We do not want to see any properly lution?" 42nd St., New York, N Y 10017, 212-210-0229

efit of all those concerned, which, in ef- managed insarer penalized, but do ask Arnold C. Franco
Member of Business

feet, provides a means by which the cor- that the incompetent, the haggler, the Franco & Son Insurance Inc
Publications Audit of Circulation ABP

poration can better fulfill a socially chiseler and all such black sheep be al- New York
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20 years of risk management imae¥alions

From the publisher of Business /nsurance
By ALFRED MALECKI Early on, buyers and their bro- among the makers of Agent Orange its readers to how vital rein,>urance

kers received timely market intel- in that famous settlement is to the price, availability and Ge-
It is perhaps m )re than coinci- ligence that helped them make These are a few outstanding ex- curity of the insurance product

dence that the rsk management more informed decisions amples of what independent and* On the 10th anniversary of ourmovement and Business Insurance While at first few would reveal aggressive insurance Journalism publication, we created the Risk
have had paralle: growth during financial details about their insur- can do to inform its audience Manager of the Year Award, to rec-these past 20 year. ance programs, for many years now Over the years, BI also has re- ognize outstanding achievement in

Since the first issue of BI ap- we have been in the forefront in ported on changing risk financing the field of risk management and
peared in 1967, the editorial con- putting dollar signs in our news methods We 'saw the importance of to bring more corporate recogni-
cept has been the came to focus on stories relating to coverage limits, the captive insurance company tion to the profesion
the professional interests of the losses, claims and settlements movement and traveled to captive Employee benefits executives
corporate risk m.inager and em- The MGM Grand hotel fire in domicile. around the world also benefited from our fast news
ployee benefits manager, regard- 1980 had hardly been doused when All the while, BI has kept ltS fin- reporting of important innovationsless of title BI reported property and liability ger on the pulse of the insurance and developments in their field In

This concept has proven itseli insurance details marketplace, in the United States one of our early issues, we pub-The success of BI, in terms of Our editors also were the first to and Lond()n, enabling risk manag- lished an article about a benefits
reader acceptance and interest, iS publish insurance details after the ers to learn of market fluctuations innovation, cafeteria benefits, then
certainly due to t'le fact that un- 1981 Kansas City Hyatt skywalk and prepare for them before they virtually unknown Today this es-
like other insurance newsmaga- collapse impacted expiring policies tablished concept lS better knownzines, we includec: the core of the And, BI was the only publication And, long before others recog- as flexible benefits
the market the payer of the in- to obtain the details of the 1984 nized the importance of reinsur- We were among the first to toutMr. Maleck, surance premium dollar agreement allocating liability ance to the policyholder, BI alerted the importance of communicating

employee benefits In 1972, we es-
--

tablished an annual awardg com-

petition for excellence in employee
benefit communications and fol-

0 N, lowed with annual conferences

D Many of our readers were pro-
tected from unound health fund-

ing plans after we followed up on a

Little Brian never stood a chance service, have proven instrumental in cerns, keeping negotiations moving letter we received alerting us to the

The 3,000 Ib automobile crushed his successful settlements SFAs advan- toward successful completion self-funded multiple employer
65 lb. body before he could even trusts that were being promoted to

tages extend not only to injured per- SFA - Strengthening your position
scream

small employer', to fund health in-
sons, like Brian, but to you as well. surance plans We found that these

If you were asked to settle Brian's Insurers, self-insureds, and attor- Call today for your FREE operations often were underfunded
claim, what would your approach neys repeatedly count on us to Settlement Reference Manual. but that the organizers had eliseo-

be'7 Structured Financial Associates strengthen their positions in difficult 1-800-638-5890 vered a regulatory loophole allow-
(SFA) helps settle cases like Brian's claims, and that is why SFA was the ing them to operate without over-
every day SFAs experience in cre- fastest growing structured settle- sight by either the Department of
ative settlements is a unique ment firm in the industry last year I,abor or state regulators

resource for your use in personal With offices nationwide, an SFA ([_151.FiP STRUCTURED The reports in BI led to investi-

injury claims Our backgrounds in settlement specialist can be with you gations and the loophole was
*682]7 FINANCIAL closed, with state regulators gain-

insurance, law, economics, claims, at your next settlement conference, ing more regulatory control
and financial planning, combined or as close as your phone, to Zy ASSOCIATES. INC:

BI also warns its readers about
with our unwavering commitment to respond immediately to your con- OFFICES NATIONWIDE property/casualty insurance

scams Unfortunately, there's
hardly an issue in which we do not

GROW WITH THEIR NEEDS
have to report such scandals

While insurance buyers rely on
regulators to weed out quick-buck
artists, not all regulation is wel-
comed by corporate consumers
Our Washington bureau and our
reporters covering state capitals
keep our readers informed of

r t* . pending legislation, giving them
time to help shape the legislation

w,,e,* and at the very least prepare for its
enactment

BI also has followed the productty#, , © t,

liability explosion, taking strong
and reasonable positions on needed

11 tort reforms while cautioning in-
suren to avoid the hyperbole of in-
flated and unsubstantiated claims

and anecdotal horror stories ad-

vanced by some Our Washington
. b T=18 Editor, Jerry Geel, debunked thee , 1 LL/l

'1 r, much touted, yet never substan-
r-

/e#RmF·· tiated, lawnmower-used-as-a-hed-
',

ge-trimmer story
1* BI is becoming more interna-

1
' 4 tional since opening its London

* +4 402,lb,7,_ _ = _- l=*L; . -1.·F 't*-' r bureau in 1981, engaging many
t-_ -: - 4  '«2 overseas correspondents1*,7 p * Is_:Ir»,
r

.-34 44*- ' 3„ ' '1'k,r EU, in its editorial viewpoint col-
, 14 I 1772 -

1

umns, observes, counsels and con-
structively criticizes It plays a. /1,11';-

11 vital role in crystallizing opinion
-'*L, It- r

'0*. and contributing to better prac-
CALi' tices We have pressed the Industry

ION,8 7 dll

on rnatters of concern to buyers,

f!,l
yet often defended lt from

11*»= .

thoughtless and politically in-
3 spired overregulation

tl"
A BI is looking forward to its next

2*

t
20 years We believe they will be

-1 even more exciting to report on as
.

11,1 J
innovations and technological ad-

4 vances further fuel growth of riskn

4 * C-

*1*< c management, employee benefit

-46 <f -11*--41- management and the businesses
..7411% r that serve their needs-the arena

. which we have pledged ourselves
'r:- to serve

.
t

I

Alfred Malecki has been unth

Business Insurance since zt was

. fli founded in 1967, first as advert:s-
F. e .

ing dvectorand since 1970 as pub-
lisher

.



The first "underwriters" formed risk retention groups in Lloyd's coffee-house during the 16005 to
cover merchant ships and their cargo. The idea caught on. But they didn't require the expertise that you need
today - the multi- faceted capability you get from Crawford & Company's risk management professionals.

Risk Retention Oroups Are Not N
Forming a risk retention or purchasing group requires more
than feasibility studies, actuaries and the collection of finan-
cial assets. Groups achieving long-term effectiveness will rely
on skilled experts to determine and transmit their claims
experience.

Crawford & Company has distributed nearly 5,000 men and
women in 700 offices throughout the United States. Canada
and Puerto Rico to deliver expert cost-effective risk manage-
ment services to its clients. Their skills can help you address
the vital functions which will determine the long-term effec-
tiveness of your group:

El Powerful computer-based information support
for actuaries and consultants, using members' historical data
from varied claim service providers El Objective inspection
and evaluation of potential members' true risk exposures for
underwriting evaluation and rating C Management by one
national account executive to ensure a cohesive service effort

Oawlord
RISK MANAGEMENT SERVICES

0 Local service, unified by centralized claims management
from one Administrative Service Center, to meet overall
group service needs El Computei-accessed claim data flow
to support risk control and effective program management.

Early groups of insurers relied upon "office-keepers," who
not only sought out proper underwriters, but prepared poli-
cies, obtained underwriter signatures and collected amounts
due after a loss - relatively simple procedures. Today's risk
retention or purchasing group requires specialization in each

step of the process, managed overall by an organization com-
mitted to a traditional service philosophy.

Although modified with time, valued traditions sustain
themselves. Crawford & Company - your one source that
blends the best of traditional service with today's technology.

You need more than an office-keeper.

For inforn-ation, write or call:

Barry R. LaFieur, Vice President - Market Production
Crawford & Company
RO. Box 5047

Atlanta, (A 30302
(404) 256-0830

RISK CONTROL O CLAIM SERVICES O HEAL-rH AND REHABILITATION O INFORMATION SYSTEMS O EDUCATION O RISK SCIENCES GROUP

ew
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20 years of risk management innovations

Bi filled a void with its first issue in 1967
Until 1967, there was no high- manager of the company, became would not be enough significant lished," Mr Malecki says enabled us to react much faster to

frequency publication serving only its first publisher, and Alfred Ma- news to fill the biweekly's pages " G D Crain Jr, who passed away news developments, making the
the interests of the Corporate in- lecki was appointed advertising The first regular biweekly issue in 1973 at age 88, lived long publication even more indispens-
surance buyer director of BI, published Oct 30,1967, was enough to see his idea of a news- able to its growing audience "

Business Insurance was the Idea The editorial focus of BI was mailed free to 34,000 people in- magazine for corporate buyers of Weekly publication also ex-
of G D Crain Jr, who founded fixed on matters corcerning insur- volved in the purchase of insur- insurance become a success panded the amount of news BI
Crain Communications Inc in ance, risk management and em- ance, both property/casualty and "In 1973, we published almost could report New columns were
1916 Mr Crain, who was a re- ployee benefits fron- the corporate employee benefits Starting with 1,000 paid advertising pages-a added, including the Ticker page
porter and publisher for more than buyer's point of view, regardless of free circulation is typical for a spe- goal which he then thought had and stock reports Important meet-
50 years, observed that none of the his or her title cialized publication been unattainable," Mr Malecki ings and seminars were reported
insurance trade publication re- "When Crain executives began "Right from the start we were says In 1968, Brs first full year of more quickly, generally just days
ported news of interest to the cor- interviewing potent al advertisers never found wanting for news, and publishing, the newsmagazine car- after they were held
porate insurance buyer regarding the new periodical, they advertisers quickly joined to make ried 442 advertising pages Today, compared with an initial

In 1967, Mr Crain, together with were greeted with equal amounts BI an interesting periodical that In 1973, BI helped create another free circulation of 34,000, BI has
Sidney R Bernstein, president of of enthusiasm and skepticism," re- found rapid acceptance by the risk Crain newsmagazine, Penszons & close to 50,000 subscribers, with
the company, appointed three calls Mr Malecki, vwho was named and employee benefits commu- Investment Age, whose reports on 75% of that circulation repre-
Crain executives to start a bi- publisher of BI in 1970 nity," Mr Malecki says pension and tax-exempt fund in- senting paid subscribers And, the
weekly publication titled Business "On the one hand, many con- "In our early years, perhaps be- vestments had previously been co- universe of readers has grown to
Insurance eurred that there was no buyer- cause we were not indoctrinated vered in BI include agents and brokers, insurer

Mr Crain's son, Ranee, became oriented newsmagaz ine in the in- by traditional insurance thinking, "In 1980, we took BI weekly executives, consultants, attorneys,
the newsmagazine's first editor, surance field On the other hand, we elucidated much Information from ltS every-other-week fre- claims administrators and others
Mike Hartenfeld, then business the skeptics argued that there that had not been previously pub- quency," Mr Malecki says "This who provide advice, products and

services to risk and employee bene-
fit managers

In 1987, BI expects a record year,

66Ifyou're a Royal publishing 3,364 pages, including
1,850 advertising pages

In its 20-yeai history, BI has had
five editors Ranee Crain, Richard

B]orklund, Stephen D Gilkenson,
Susan Alt and, since May 1980, the
present editor and recently ap-

producer, more
pointed associate publisher,
Kathryn J Mcintyre

Ranee Crain is now the president
of Crain Communications Inc ,

which publishes 25 different peri-
odicals, including Advertising Age,
Automotive News and weekly
business magazines in Chicago,

power to you.
Cleveland, Detroit and New York
City Mr Gilkenson is now a group
publisher at Crain Communica-
tions Mr Blorklund and Ms Alt
left the company

The editorial staff of BI has

grown to 29 from seven in 1967
And, its reporters are not only in
the original locations of Chicago,

,* It's what Future One is all about New York and Washington, but
f , And what we've been saying all along now also in offices in Dallas, Lon-

I

As Future One's guidelines were issued for don and Los Angeles
improving the long-term competitive edge of The six offices give geographic
independent agents and the companies they

' spread to BI's reporting, and the
represent, Royal Insurance was already meeting3 Washington and London offices
most of those guidelines also put BI close to people who

And, in some cases, even exceeding them make news every day federal law-
Like offering profit-sharing bonus makers and regulators in Washing-

arrangements to qualifying producers ton and insurance market leaders

And developing decision-making in London

+ underwriters with local authority They're our A worldwide network of foreign
4 Portfolio Underwriters, which anticipated the correspondents also has been deve-

*r "Production Underwriter" recommended in loped to report on international
t , newsFuture One for building strong working

47 The now 14-person advertisingrelationships with agency personnel
department at BI lS headed by ad-In the area of electronic communications
vertising director Don Walsh, who

between agency and company, we were pioneer
has been aboard since 1974

members of ACORD and a founder of IVANS
A four-person communications

That means we helped establish the principle of and conference department is
standardized forms before it was established by headed by Ronnie Drachman, who
Future One

]01ned BIin 1971
Our ftnancial strength has earned us a Best's In addition to weekly news, BI

rating of A + and a Standard & Poor's claims- throughout the year publishes 13
paying ability rating ofAAA This kind ofnews directories in its weekly 1SSUeS
to our agents is right in line with Future One Among them lS the annual Agent/

But perhaps Future One's most far-reaching Broker Profiles directory, which
recommendation is that companies focus since its first exclusive ranking of
attention on producers who provide a"good the largest North American agents
fit " Dedicated sources is how we refer to and brokers in 1972 has grown to

these professionals. Dedicated to a mutual rank the 100 largest U S agents
relationship that means quality business from and brokers and the 20 largest

them, quality products and service from us worldwide brokers

Future One is very much in our present Other directories and rankings

And that means more power to you added over the years cover reinsur-
ance intermediaries, surplus lines
brokers and insurers, third-party

consultants, employee benefit con-/46 adi
administrators, risk management

sultants, captive managers and
others serving risk and employee

George W Ansbro. Chairman and ChiefExecutiue Qmcer benefit management
In addition, BI publishes two

separate directories The Directory
-

of Corporate Buyers of Insurance,

*D Benefit Plans and Risk Manage-
5S,-a ment Services, and, for the first

time in December, The Directory of
akill HMOs and PPOs

Royal llll
BI also sponsors an annual em-

Insurance ployee benefits communications
 9300 Arrowpoint Boulevard conference and is involved in other

V Charlotte, NC 28217 activities related to risk manage-
ment and employee benefits
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8/'s first front page
Insurers debate whether to pay
Detroit business interruption claims

see page 44

CPCU's meet . . pages 14, 22
Dallas ASIM ....... page 27

Alaska floods ...... page 26

Your bargaining
power .......... page 33

li'= Fli I ./

for buyers of employe, property and liability protection 350 a copy; $8 a year October 30, 1967

McKenna Denise
Reuther Bannon

Smiles and goodwill abound as the principals in the United Auto Workers and Ford Motor Co. contract talksshake hands after having agreed to a three-year pact. It still must be ratified by union members, Chief
negotiators include Sidney F. McKenna, director of labor affairs at Ford; Malcolm L. Denise, Ford vice president
for labor relations; Walter P. Reuther, UAW president; and Ken Bannon, UAW director of the Ford department.

Maxwell thinks Keeton scheme
may be solution' to auto problem

Currently before the Pennsyl- delphia and Pittsburgh to evalu-
vania Senate insurance commit- ate the position of property in-
tee, Mr. Maxwell said, is a bill to su ran'ce for riot-vulnerable

- control cancellation and non-re- areas. The target date for return-
- newal of automobile insurance ing the questionaires is Nov. 15.

policies.
He said his department re- ONE SOLUTION to the prob-

cently sent out questionnaires to lem, he said, could be the Boston
companies and brokers in Phila- (Continued on page 7)

PHILADELPHIA-A constitu-
tional amendment may be re-
quired if this state were to adopt
an automobile compensation sys
tem similar to the Keeton-0'Con
nell plan, said David 0. Maxwell,
state insurance commissioner.

Mr. Maxwell told the annual
conference of the Delaware Val-
ley Chapter of the American So-
ciety of Insurance Management,
"The present state constitution
prohibits any limitations on re-
coveries for personal injury or
damage except in workmen's
compensation cases." Limitations
under the Keeton-0'Connell pro-
posal would be $10,000.

"I would not say I favor the
proposal in all its manifestations,
but we have this matter under
serious con5ideration because

there ·is a need for a solution to
existing automobile liability
problems," the insurance corn-
missioner said.

HE SEES THE Keeton-O'Con-
nell plan, even with its defects, as
a solution to the problems facing
the auto insurance industry and
the public.

NAIC approves reserve fund
ATLANT A-The executive

committee of the National Assn.
of Insurance Commissioners
voted unanimously to endorse a
proposed amendment to the In-
ternal Revenue code that would
provide tax deferrments for re-
serve funds set aside to pay riot
and other catastrophic losses.

James L. Bentley, president of
the NAIC, and over 30 state in-
surance commissioners, who at-
tended the special meeting on
Oct. 20, moved that the proposal
be sent to the insurance advisory
panel of the President's Commis-
sion on Civil Disorders, headed
by Gov. Hughes of New jersey.

This was the first time direct

action was taken on the proposal,
which Mr. Bentley had outlined
in earlier speechea (see story on
page 22).

Specifically, the fund will
allow insurance companies to
take money from gross income
and deposit it in a fund on a tax-
free basis, provided it is used to
cover catastrophic losses, such as
riots.

A spokesman for Mr. Bentley
said he expected the proposal
would reach Congress before
January, although the status of
the tax inventive plan now rests
with the insurance advisory pan-
el of the President's Commission
on Civil Disorders.

New Ford pact inc/udes
prescription drug and
nationa/ medica/ p/ans

DETROIT-Increased life and
health insurance benefits, fat-
tened pension payments and the
first national prescription drug
insurance plan are included in
the benefits package of a new
three-year contract agreed upon
by negotiators for Ford Motcr
Co. and the United Auto Work-
ers.

For the first time, Ford work-
ers will enjoy uniform hospital
and. medical benefits under a na-
tional account plan controlled by
Michigan Blue Cross-Blue
Shield.

For 160,000 hourly Ford work-
ers, those benefits are the sweet
froating on a contract cake con-
sidered the most costly in auto
industry history.

On top of wage increases,
pegged at about 6% annually fer
a three-year period, Ford
granted improvements in layoff
benefits that give a worker with
seven years' seniority a full
yeark income at 92% of his
normal take-home pay.

ANALYSTS SAY the settle-
ment, reached in the 46th day of
a strike costly for both Ford and
the union, is weighted toward
wage hikes eagerly sought by the
UAW rank-and-file. The gain is
large enough, some observers
say: that it will push up the level
of wage gains in contracts yet to
be concluded.

It also poses Borne major bar-
gaining challenges for General
Motors Corp., Chrysler Corp.
and American Motors Corp., all
lined up to renew UAW con-
tracts.

Both the hefty wage gains and
the richer layoff benefits, which
UAW President Walter Reuther
labels "guaranteed annual in-
come," may prove snags to bar-
gaining yet to come in the indus-
try. In GM's case, such non-
economic issuea as the number of
representatives accorded the
union are reported to be poten.
tially troublesome subjects cf
the upcoming talks.

BENEFIT EXPERTS for the
auto companies guess, though,
that for such matters as insur-
ance and pensions, the Ford set-
tlement has set a pattern for all
the auto industry contracts. Said
an official of one of the com-

panies yet to bargain, "I don't
expect benefits to be a stumbling
block in any other negotiations."

Of the benefits embodied in
the Ford-UAW pact, only pre-
scription drug insurance is en-
tirely new.

The drug plan, shuffted by bar-
gainers to the third year of the
pact, won't go into effect until
October, 1969, but at that time it
will become an important benefit
for workers with high prescrip-
tion bills.

It provides that all active
UAW members and their im-
mediate family members may
buy prescribed drugs from
pharmacies participating with
the progrannfor $2 for each pre-
scription. The balance of the cost
will be covered by payments to
the pharmacist from Blue Cross
in many areas and from John
Hancock Mutual Life Insurance
Co., Ford's life insurance carrier,
in a smaller number of states.
The present plan excludes re-

(Continued on page 7)

Sunken ship
had no U.S.

insurance
NEW YORK-The Panoceanic

Faith, an American freighter
which sank in heavy seas 870
miles south of Kodiak, Alaska,
this month, was not covered by
insurance in the U.S. market,
Business Insurance learned.

"The American market is not
too enthusiastic about old ships,"
said a marine insurance source,
explaining that this was proba-
bly why domestic coverage could
not be arranged. The ship was
built in 1944.

It was understood that cover-
age for the Panoceanic Faith,
valued at $1,000,000, was pro-
vided by Lloyd's and other
British insurance companies.

Bound for Yokahama, Japan,
frorn San Francisco, the vessel
was loaded with a cargo consist-
ing of 10,200 tons of fertilizer.
"This type of cargo is generally
not insured," the source con-
tinued.



Retain the

McCarran-Ferguson Act
In an attempt to address problems which
have beset the insurance marketplace,
legislation has been introduced to repeal
or modify the McCarran-Ferguson Act.
Since its enactment in 1945, this Act,
which grants states the right to regulate
insurance, has been surrounded by myths
and misconceptions. These misunder-
standings have led some to believe

Insurance Agents &
Brokers Professional

Liability
Insurance professionals can look to
Shand Morahan for reliable liability
protection for themselves. We
have offered a continuous market

in Agents and Brokers E&0 since
1970. Coverage is written on a
claims made basis and is offered to

the named insured while acting as
an insurance agent, broker, man-
aging general agent, surplus line
broker, excess line broker or life
insurance agent.

The policy covers acts, errors
or omissions in such professional
services as notarizing, mutual fund
sales, premium financing, insur-
ance consulting, appraising, in-
cidental claims adjusting and public
relations activities. Limits of liabil-

ity up to $3 million are available.
We are particularly interested

in medium-sized firms producing
$10 million to $100 million annually
in premium volume.

Miscellaneous E&0

Coverages
Shand Morahan offers a range of
E&0 coverages for a variety of
professions and exposures. These
include Franchisor Liability, which
covers claims arising from acts,
errors or omissions by franchisors
and their employees; Electronic
Data Processing E&0 is available
for EDP professionals in firms
involved in computer services,
programming, systems analysis,
software design, training and
consulting.

Liability coverage is also avail-
able for Manufacturers' Product

Engineering/Design E&0 expo-
sures of industrial product manu-
facturers and their employees. Our
Specified Professions policy pro-
vides E&0 protection to a range of
professions including management
consultants, printers, publishers,
public relations firms, property
managers, advertisers, claims
adjusters and others not covered
under our other professional liabil-
ity policies.

that current insurance problems can be
resolved by repeal or reform of the
McCarran Act. We disagree. Instead, we
believe that repeal or modification would
aggravate, not lessen, recent problems.
It wouId result in less competition and
higher costs to both insureds and insur-
ers. Fewer insurers would be able to

develop or offer needed coverages.
We believe this to be the case for sev-

eral re bons. First, we feel that there is

no evicence to support any connection

1

Advertisement

between the McCarran-Ferguson Act
and recent problems of unavailable or
unaffordable insurance.

Next, we believe that state regulation
has proven effective. It enhances a regu-
lator's awareness of local conditions

and allows needed changes to be made
with greater flexibility and sensitivity to
local concerns.

Furthermore, we suspect that a total
repeal of the McCarran Act could result in
a dual regulatory system of overlapping,

Shand Moraha

confusing and conflicting authority among
state and federal governments.

We also believe it is tort reform and

court reform, not repeal or reform of the
McCarran Act, which will ultimately
address the problems of unavailable and
unaffordable insurance. Our industry
should accept its share of responsibility for
these problems and dedicate itself to ex-
posing the myths and misconceptions con-
cerning the insurance mechanism and its
relationship with our court system.
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Finally, society's attitudes toward the
insurance and tort systems are vital in cor-
recting the problems that exist. A better
understanding of the nature and dynamics
of these systems and the valuable roles
they play in society is equally important in
establishing a framework for a lasting solu-
tion to our current problems.

Should the McCarran Act be repealed
or modified, we envision several poten-
tially adverse consequences: (1) denial
or limited access to rating services'

resources, (2) market instability, (3) less
competition, (4) reduced product devel-
opment, (5) loss of standardized form
and data development, (6) higher costs to

, consumers, (7) higher actuarial and oper-
ational expenses, (8) a more constricted
market, (9) restricted entry into the mar-
ket, (10) withdrawal by some smaller and
mid-sized underwriters, (11) territorial re-
trenchment, and (12) even more expen-
sive and protracted litigation.

For the surplus lines market, where

approximately three percent of the prop-
erty and casualty premiums are written, a
dual or federal regulatory structure could
result in mandated forms and controlled
rates. Both would restrict or eliminate the

fiexibility necessary for surplus lines in-
surers to write those risks which standard
insurers can not or will not write. In

effect, the surplus lines market would £nd
it difficult, if not impossible, to continue to
serve its essential and traditional role as a

"safety valve" for the standard market.

Shand Morahan, therefore, advocates
and supports efforts to prevent the
repeal or amendment of the McCarran-
Ferguson Act. If you would like addition-
al information on this issue or to obtain

a trief guide on writing to your legisla-
tors, please let us know. As always, we
welcome your comments, thoughts and
questions. Simply write to: Joseph J.
Prochaska, Jr., Chairman and Chief
Executive Officer, Shand Morahan &
Company, Inc.

Non-Profit

Organization
Directors & Omcers
Shand Morahan has recently intro-
duced an indemnity insurance poli-
cy to protect directors and officers
of non-profit organizations. These
include hospitals and clinics, retire-
ment homes, mental health cen-
ters, professional societies, trade
associations, foundations, libraries
and museums, country clubs,
churches, and cultural or fraternal

groups.

Coverage is written on a claims
made basis and extends to past,
present and future directors and
officers. The policy may be
broadened to apply to both non-
profit and for-profit subsidiary
operations, with coverage for prior
acts available on an optional basis.

Some non-profit organizations
are not eligible under this pro-
gram. These include governmental
entities (other than libraries and
museums), utilities, cooperatives,
and condominium/homeowner

associations.

Association Errors &

Omissions Liability
Coverage under this policy is
targeted toward non-profit trade
associations and professional
societies outside of the medical

field. The coverage protects not
only directors and officers, but
the organization as a whole, its
employees, and all committee
members. This policy may also be
broadened to apply to subsidiary
operations.

Aside from errors and omissions

protection, coverage also extends
to personal injury and publishers'
liability. The policy is written on a
claims made basis, and prior acts
coverage is available on an optional.

Shand Morahan is capable of
serving the needs of a broad range
of non-profit organizations and we
welcome your inquiries concerning
this growing area of business.
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66On-The-Water"

Comprehensive Protection For

Marinas & Boatyards
It's about time! Here's the high-limit, cafeteria style
program boatbuilders, ship repair yards and marina
operators have wanted. MIR inc. (Administrators
for the National Marine Trades Association) offers
complete & innovative marine insurance with
t hese extras:

I Liability coverage to $5 million.
I Covers on location, sea trials, exhibitions,

in transit, etc.

I Policy covers operations within 100 mile radius.
I Covers damage caused by independent

contractors, too.

I Very competitive rates on all coverages.

All across the U.S

Get the full story on these
New Coverages

for your marine clients:
Contact Nancy B. Huber, Plan Administrator,

(201) 891-8204

MIP
Marina

Insurance

Programs Inc.

385 Clinton Ave., Box 52 / Wyckoff, NJ 07481

National Marine Trades Assoc. & MIP ... Working for YOU!

Time capsule: 1967
Continued from page 18

The company believes that it can
absorb any directors and officers
liability claim without purchasing
coverage.

And, the spokesman said that
current D&0 policies are "ambigu-
ous, expensive and drastically
limit the protection they provide"
(BI, Oct. 30, 1967).

***

The soon-to-be-established Na-

tional Commission on Product

Safety is certain to consider the
advisability of a federal product
liability law.

A bill to establish the commis-

sion has been passed'by both
houses of Congress, and in hear-
ings on the bill J. Herbert Hollo-
mon, acting undersecretary of the
Department of Commerce, told the
Senate that he would urge the

" .,1
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to pa[ss dhe buck
thwn voucanguess.

Tifco's full range of premium financing options
can helpyou keep a closed sale closed.

These days, you can close a sale
only to find that your client has a
payment problem.

That's where Tifco comes in. With a

myriad of financing alternatives to choose
from, we'll help you devise a program that
will smooth out your client's earnings
without cutting into his cash flow or credit
availability.

Better yet, once the financing is ar-
ranged, one of our many funding options
will pass the bucks to you in a hurry.

Finally, we'11 help protect your com-
missions by maintaining the account. Thanks
to our policy of a monthly billing, a late
notice, another late notice, and a phone call
to you before cancellation, we boast one of
the lowest cancellation rates in the industry.

THE INSURANCE FINANCE PEOPLE

But don't try guessing how many buck
passing options we offer. Just tell us what
you need. Why not tell us right now.

For the number of the TIFCO office

nearest you, call-
East of the Mississippi: 1-800-423-5748
West of the Mississippi: 1-800-423-5749
In Maryland: 1-301-494-1011

commission to give a top priority
to a study of federal legislation on
product liability.

Mr. Hollomon explained that
state laws on product liability vary
greatly, resulting in a complicated
legal situation for many manufac-
turers (BI, Nov. 13, 1967).

***

Insurers, corporate buyers and
insurance agents are complaining
about the new comprehensive gen-
eral liability policy.

Buyers complain that the policy
leaves too many holes in coverage,
compared with the CGL policy that
it replaces. Arlington Beck, insur-
ance administrator for the Weath-

erhead Co., called the policy "re-
gressive" and urged insurers to

"get it changed to meet the in-
sureds' needs; no ifs, ands or
buts."

Agents also objected to wording
of the new policy, including the
substitution of the term "occur-

renee" for the old definition of ac-

cident.

Insurers also admit there is some '

confusion about some of the word-

ing in the new policy (BI, Nov. 27,
1967).

***

The New York Court of Appeals
has ruled that a back ailment suf-

fered when a traveling salesman
rushed to put on his pants is not a
work-related injury.

The state's highest court voted 4-
to-3 to reverse a lower-court deci-

sion and denied workers compen-
sation benefits to the salesman,

who claimed his injury was caused ,
when he fell over backward while

rushing to put on his trousers. He 
had claimed the injury was job-re-
lated because he was in a hurry I
to get on the road for his employer. 1

"The very same sort of accident 
could have as easily occurred at his 
home or at any other place," the I
court said in its majority opinion '
(BI, Dec. 11, 1967).

***

A Lloyd's of London underwriter
and a Lloyd's broker say that risk
managers may find better coverage
for their companies if they travel
to London and negotiate the cover-
age directly.

"London underwriters some-

times want to see the whites of the

insured's eyes," marine un-
derwriter Harold Hill explained.

Richard N. Bowes, director of
Willis, Faber & Dumas Ltd., urged v
risk managers to develop personal,
longstanding relationships with
underwriters and brokers in the ,

London market and cautioned

against unbridled "shopping" of
coverage. "Moving from one in-
surer to another for the sake of a i

reduced rate may be fine when re- i
sults are satisfactory, but when
they are bad, the market seems to
disappear as if by magic, and any
new terms can be expensive," he
said (BI, Dec. 11, 1967).

***

The rising cost of medical mal-
practice claims are causing an in-
crease in rates for physicians and
surgeons professional liability cov-
erage in 30 states and the District
of Columbia.

The highest increase will be in
Arizona, where rates will increase
50%, according to the National Bu-
reau of Casualty Underwriters Ad-
justments. Rates will decrease 10%
in New Hampshire, the only state
to see a drop.

In explaining the increases, the
NBCU said that losses and ex-

penses in physicians coverage have
amounted to $140 for each $100 in

premium from 1959 through 1963.
In addition, the NBCU has set up

a new classification of doctors who

will pay even higher rates: anes-
thesiologists, neurosurgeons, ob-
stetricians/gynecologists, orthope-
dists and plastic surgeons (BI, Dec.
11,1967). I



Let every man
practice the art

that he knows best.
- Cicero

CAPABILITY

Excess & Special Risk

The field ofexcess and special risks
is no place for amateurs. It's a hard-ball
business with extraordinarystakes. And
as an independentbroker or agent, you
can'tafford to take unnecessarychances
with your carriers. You need confidence
in their ability to write complex coverages,
provide consistentlyhigher limits and,
whenever necessary, honor multi-million
dollar claims.

Fireman's Fund Excess and Special
Risk offers youallthatandmore.

We're the leader in thisbusiness. Our

E&Sit operation is ready to provide $25
million excess liability limits and. as
much as $85 million excess property
capacity We offer producers a wider
range ofspecialtyproducts including
E & 0 coverage forbroadcasters and
newspapers, excess workers' comp Und
excess unemployment compensation.
You'll even find hole-in-one insurance

for golf tournaments.
We also offer greater expertise in

E&SR than most carriers. We've been in

thebusiness for over 30 years, providing
consistent capacity through good times
and bad.

Today we have top E&SR experts in
each ofour field offices throughout
North America. Each one has manyyears
of experience and, most importantly,
the local authority to write maximum
limits. So you get fast service from people
who understand your specific needs.

When you're looking for expert capac-
ity, look to the leader. Firemant Fund.
For over 124 years we've been help-
ingbrokers and agents turn 'AA
todafs potential into 
tomorrow's profit. _®0,1. FLL

FIREMAKS FUND
INSURANCE COMPANIES

124 years of tomorrows.
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Corporate liability expanded by courts
By STEPHEN TARNOFF

Businesses and their risk manag-
ers have faced increasing legal
headaches over the past 20 years as
the risks associated with product
liability and workers compensa-
tion expanded.

Numerous court decisions have

expanded the liability of busin-

esses by permitting more suits by
third parties and by allowing
workers to sue their employers
outside the workers comp system.

Business also have come up short
in another area of the law, as

courts have ruled that they cannot
deduct premiums paid to captive
insurance companies. In addition,
court rulings allowing businesses
to deduct contributions to reserves

for future workers compensation
payments have been taken away by
legislation.

However, a number of court de-
cisions dealing with toxic tort liti-
gation have granted broader cover-

age to policyholders in disputes
with insurance companies.

The following are some of the
more celebrated and important
court decisions affecting risk man-

agers and businesses over the past
two decades:

Tort/product liability
• Sindell vs. Abbott Labora-

tories. In March 1980, the Califor-

nia Supreme Court ruled that
women claiming they were injured
because their mothers took the

anti-miscarriage drug DES could
sue manufacturers even though
they did not know the specific

manufacturer of the drug allegedly
causing the injuries.

The court, by a 4-3 margin, ruled
that liability should be divided
among all manufacturers of the
drug based on market share (BI,
March 31, 1980).

The case involved a class-action

suit brought by Judith Sindell

against 11 drug companies. She al-
leged that between 1941 and 1971,

the defendants were engaged in the
business of manufacturing, pro-
moting and marketing DES used
by her mother and the mothers of
the class members.

"If plaintiff joins in the action
the manufacturers of a substantial

share of the DES which her mother

might have taken, the injustice of
shifting the burden of proof to de-

fendants to demonstrate that they
could not have made the substance

which injure plaintiff is signifi-
cantly diminished," the court com-
mented.

"It's a curious situation," said

Hugh Moore, who represents one of
the DES defendants in the Sindell

case. While no other state appellate
court in the last seven years has

adopted the Sindell ruling, some
courts, including courts in Wash-
ington and Wisconsin, have

adopted variations on the theory,
Mr. Moore said.

In addition, some states like Mis-

souri and Ohio have rejected the
theory, he said.

Other courts are continuing to
address whether Sindell or a

variation applies in mass tort
cases. In addition, courts generally
have rejected its application in as-
bestos litigation, said Mr. Moore
with the Chicago firm of Lord, Bis-
sell & Brook.

"The war goes on," he added.
"It's still very much a live issue."

• Borel vs. Fibreboard Paper
Products Corp. The 5th U.S. Cir-

cuit Court of Appeals ruled in 1973
that several asbestos manufactur-

ers had a duty to warn insulation
workers of the hazards of asbestos.

The case involved Clarence

Borel, an industrial insulation
worker. who sued various manu-

[acturers of insulation materials

that contained asbestos. He

charged that he contracted asbes-
tosis and mesothelioma as a result

of his exposure to the defendants'
products over a 33-year period.

"Borel was the first case which

extended strict liability into the
failure to warn area to ultimate

users of the product," said Dennis
Markusson, who until this year

was an attorney for Manville Corp.
Mr. Markusson, with the Denver

firm of Montgomery, Green, Jarvis,
Kolodny & Markusson, said that
during the last decade, failure to
warn about the dangers of prod-
uets has become the cutting edge of
product liability law in contrast
with earlier years, when the focus
was on suits alleging design and
manufacturing defects.

In addition, the decision is sig-
nificant because it raised to a new

height the medical and scientific
knowledge required of manufac-
turers about their products, he
said.

• Beshada us. Johns-Manville

Corp. This 1982 ruling involved six
consolidated personal injury and
wrongful death actions brought
against manufacturers and distrib-
utors of asbestos products on the
basis of their failure to warn of as-

bestos' hazardous nature, among
other things.

Among the defenses raised by the
defendants was the "state-of-the-

art" defense, which said that based
on available medical and scientific

knowledge, no one knew or could
have known that asbestos was dan-

gerous when it was marketed.
The New jersey Supreme Court

held that the state-of-the-art-de-

fense is inapplicable to strict lia-
bility cases based on failure to
warn and was only applicable in
negligence cases.

Since the ruling, however, the
state Supreme Court appears to
have backed away from the deci-
sion, some observers say. For ex-
ample, in Feldman vs. Lederle La-
boratories the court apparently
limited the applicability of the Be-
shada ruling to asbestos products
and not pharmaceuticals.

"Beshada as a tort case had sign-
ificant impact," said David No-
vack, with the Short Hills, N.J.,
firm of Budd, Larner, Gross, Pi-

cillo, Rosenbaum, Greenberg &
Sade. The ruling also represents

the first in a series of cases to say
that asbestos litigation is unique
and will be treated differently by

courts, Mr. Novack said.
"At the moment, Beshada is still

the law in New Jersey as far as as-
bestos goes," said Alan Darnell,
with the Woodbridge, N.J., firm of
Wilentz, Goldman & Spitzer, who A
represented plaintiffs in the case.
"It is a watershed case." ,

Mr. Darnell estimated that per-
haps 10 states have adopted Be-
shada with respect to asbestos or
other substances. And, even if re-

jected elsewhere, it has caused
courts and lawyers to consider im-
portant issues in strict liability.

Workers compensation
• Johns-Manville Co. us. Contra

Costa Superior Court. This 1980
ruling was the first to hold that an
employee could sue his employer

Continued on next page

MOST INSURERS' IDEA OF GLOBAL
IS TO SPLIT YOU IN AU KINDS OF
The way most insurance firms are struc-
tured, you could get perilously tied up trying
to manage your multinational insurance
prograrns.

That's because, to provide three major
types of international programs-global.
reverse flow and home-foreign-they'd send
you to at least three separate sources.

Royal comes to the rescue. Our interna-
tional department is uniquely geared to inte-

grate all three programs from just one source.
So one phone call is usually all it takes.

What's more, our managers and underwri-
ters have both U.S. and foreign expertise to
deliver underwriting and program coordinat-
ing beyond the norm. We have direct access
to 500 Royal offices and more than 20.000
employees worldwide, all following Royal's
stringent, mandatory Standards of
Performance.
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outside of the workers compensa-
tion system for aggravation of his
initial disease because of the em-

ployer's fraudulent concealment of
the condition and its cause.

The suit was brought by Reba
Rudkin, who worked for Johns-

Manville Products Corp. for 29
years and was continuously ex-
posed to asbestos during that pe-
riod. He subsequently developed
pneumoconiosis, lung cancer or
other asbestos-related diseases.

Among the arguments by Mr.
Rudkin were that Johns-Manville

knew since 1924 that long expo-
sure to asbestos or the ingestion of
it is dangerous and that the com-
pany concealed the knowledge
from him and advised him it was

safe to work in close proximity to
asbestos.

Johns-Manville contended that,
under the California Labor Code,

workers compensation is the ex-
elusive remedy against an em-

ployer for injury or death.
"We conclude the policy of ex-

clusivity of workers compensation
as a remedy for injuries in em-
ployment would not be seriously
undermined by holding defendant
liable for the aggravation of this

plaintiff's injuries, since we cannot
believe that many employers will
aggravate the effects of an indus-
trial injury by not only delibera-
tely concealing its existence but
also its connection with the em-

ployment," the California Supreme
Court said.

"Nor can we believe that the

Legislature in enacting the work-
ers compensation law intended to
insulate such flagrant conduct

from tort liability," the court said.
"We think (the ruling is) impor-

tant," says Steven Kazan, with the
Oakland, Calif., firm of the same
name who represented Mr. Rudkin
in the case. "It's really the first

time the Supreme Court in Califor-
nia approved a massive invasion of

1

INTEGRATION

DIRECTIONS.
We're well-honed on the home front, too.

Full-scale international operations in New
York and Chicago service the Northeast and
Midwest. And expansion to the West with a
center in Los Angeles is planned for 198Z

To find out more, call Royal toll free at
1-800-221-5670.

We'll not only save you time.
We might even save the day.

the workers compensation exclu-

sive remedy provision outside the
area of dual capacity."

• Blankenship vs. Cincinnati
Milacron Chemicals Inc. This 1982

decision involved eight current or
former employees of Cincinnati
Milacron who sued the company
seeking compensatory and punitive
damages for their exposure to vari-
ous toxic chemicals while em-

ployed by the company (BI, April
26,1982).

The workers alleged that their
exposure rendered them sick, poi-
soned and chemically intoxicated,
which caused pain, discomfort and
emotional stress.

They also alleged that Milacron
failed to correct conditions that led

to the exposure, failed to warn
them of the dangers and failed to

provide medical examinations as
required by law, despite the com-
pany's knowledge that certain oc-
cupational diseases were being
contracted. The workers contended
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the actions were intentional, mali-
cious and in willful and wanton

disregard of its duty to protect the
health of its workers.

The suit was dismissed by the
trial and appellate courts because
workers compensation was the ex-
elusive remedy. However, the state
Supreme Court reversed, finding
that neither the Ohio Constitution

nor the state's workers compensa-

tion act expressly extended the
grant of immunity to actions alleg-

ing intentional tortious conduct by
employers against their employees.

The court found that because an

employer's intentional conduct

does not arise out of employment,
state law did not give employers
immunity from civil liability for
their intentional torts.

"This holding not only comports
with constitutional and statutory
requirements but it is also consis-
tent with the legislative goals
which underlie the Workers Com-

pensation Act," the court said.
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Following the decision, the Ohio
Legislature passed a law limiting
the amount of money claimants can
receive from employers for inten-
tional misconduct and also made

it more difficult for employees to
sue their employers.

"It was a significant case," said

William E. Clements, who repre-
sented plaintiffs in the case. "It
provides a second or additional
remedy to victims of intentional

misconduct by their employer."
• Kaiser Steel Corp. vs. United

States. In a decision that at the

time had vast implications for em-
ployers, the 9th U.S. Circuit Courts
of Appeal in 1983 affirmed a lower
court ruling that Kaiser Steel

Corp. was entitled to a tax dedue-
tion for workers compensation re-
serves it established to pay work-
ers compensation claims (BI, Oct.
11,1982; Oct. 17, 1983).

The decision found that Kaiser

had met the two federal require-
ments governing tax deductions
under the "all-events" test:

1,0 That all of the "events"

governing the fact of Kaiser's lia-

bility for workers compensation
losses occur during the tax year.

+ That the amount of liability
be determined with "reasonable

accuracy."
The main issue was the second

prong of the test: whether Kai-
ser had determined its liability
with "reasonable accuracy."

The government argued that
Kaiser's liability for workers comp
claims should be "fixed, definite

and determinable by objective
facts" before it could claim a de-

duction and that the accuracy of

reserves must be proved on a case-
by-case basis.

U.S. Circuit Judge Charles Mer-

rill came down solidly against the
government, pointing out first that

the law requires only that reserves
be estimated with "reasonable ac-

curacy," not that they be fixed,
definite and determinable.

Despite the decision, however,
the victory for employers was
short-lived as Congress effectively
nullified the decision when it

passed the Tax Reform Act of 1984.

Under the Act, Congress ordered
that taxpayers can only take de-
ductions for self-funded losses as

they make the payments.
Marc Levey, who represented the

government in the litigation at the
trial level, said the decision was

very important because of the dol-
lars involved, the impact that it
had on risk managers and because
it led to a change in the tax law.

"It was a decision that paved the
way to significant changes in the
Tax Reform Act of 1984," said Mr.

Levey, now with the New York
firm of Carb, Luria, Glassner,

Cook & Kufeld. "It changed the
way risk managers looked at ac-
cruing reserves for self-insur-
ance."

"It was significant enough to
Congress to pass legislation to
alter the ruling," said Paul Dawes,
who represented Kaiser. He is with
the San Francisco firm of Thelen,

Marrin, Johnson & Bridges.

Insurance coverage

• Keene Corp. us. Insurance Co.
of North America. Possibly the
most important insurance coverage

decision in the past 20 years was
this 1981 decision by the U.S.
Court of Appeals for the District of
Columbia involving the trigger of
coverage for asbestos-related dis-
eases.

The decision provided sweeping
coverage to policyholders, ruling
that all insurers were liable if they
were on a policyholder's risk from
the time a victim suing the policy-
holder was exposed to asbestos
through the time a disease appears,
usually decades later.

Up until the decision, the debate
had focused on whether insurers

on the risk when a victim was ex-

posed to asbestos or when a disease
Continued on next page
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Landmark court decisions
Continued from previous page
was manifested were liable. But, the Keene decision included
both triggers and included the intermittent latency period.

Since the decision, a number of courts have ruled similarly,
not just in asbestos cases, but in cases involving other toxic
substances and in property damage cases.

"It is now widely cited and accepted in property damage
cases," said Eugene R. Anderson, whose firm, Anderson Rus-
sell Kill & Olick, represents Keene. "It's being applied very
broadly. It is deeply imbedded in all environmental cases and
all property damage cases."

Despite its influence, the effect of the decision has not been
unanimous and some courts have rejected its application.

• In re Asbestos Insurance Coverage Cases,
Perhaps the most celebrated insurance coverage case of all

involves five asbestos defendants and scores of their insurers

now continuing in a school auditorium in San Francisco.
Divided into phases, the most important dealt with the

trigger and scope of coverage for asbestos-related diseases
under comprehensive and excess general liability policies,

 and the duty the insurers have to defend policyholders.
In a 107-page decision handed down in late May, Judge Ira

 A. Brown Jr. went beyond the Keene decision to hold that
producers can recover from all insurers that wrote liability
insurance for them from the time a person was exposed to
asbestos through the time a victim files a claim or dies.

In addition, Judge Brown ruled that every policy triggered
by an asbestos-related bodily injury claim must respond in
full to a claim and that policyholders do not have to pay a
proportionate share of defense and indemnification costs fir
periods when they were self-insured or uninsured.

But in a portion of the decision that favors insurers, Judge
Brown held that under pre-1966 policies insurers are not -i-
able for defense costs after policy limits have been exhausted
(BI, June 1).

According to an attorney for a policyholder in the case,
Judge Brown's decision is significant because of the multigle
plaintiffs and many insurance companies involved and also
the amount of coverage at stake.

In addition, the fact that comprehensive evidence on the
medical aspects of asbestos, the drafting history of the com-

TODAY.

prehensive general liability policy and the conduct of the
parties were presented at the trial also contributes to its
significance, said Tom Freeman with the San Francisco firm
of Brobeck, Phleger & Harrison, which represents Fibreboard
Corp. in the litigation.

"The case has just got to have-and I hope it has-a pretty
powerful persuasive force around the country," Mr. Freeman
said, adding that it could be persuasive in other areas of
insurance coverage litigation in addition to asbestos.

Captives
• Carnation Co. us. Commissioner. In a 1978 decision af-

fecting captive insurance companies, the U.S. Tax Court
ruled that Carnation Co. could not deduct the premiums paid
to its offshore captive.

A judge ruled that premiums paid to Carnation's Bermuda
captive did not constitute insurance. Carnation, therefore,
could not claim a tax deduction for premiums paid to the
captive and could not classify the payments received by its
offshore captive as foreign source income (BI, Jan. 8, 1979)

The decision was the first and perhaps most important of
what became virtually unanimous holdings by courts that
such payments were not premiums and thus not deductible.

Carnation had purchased a three-year blanket property in-
surance policy from American Home Assurance Co. in Sep-
tember 1971 providing coverage for up to $500,000 per oc-
cur(renee with a $10,000 per-loss deductible.

American Home reinsured 90% of the coverage with Car-
nation's Bermuda subsidiary, Three Flowers Assurance Co.
Ltd. Three Flowers paid American Home a 5% commission on
the net premium ceded and reimbursed American Home for
premium taxes.

As a condition of reinsuring Carnation's business with its
captive, American Home required Carnation to provide capi-
talization of Three Flowers up to $3 million if needed to
cover losses over the $120,000 initial capitalization.

The Tax Court judge found there was no risk shifting,
therefore no insurance transaction, for the portion of risk
ceded by American Home to Three Flowers.

This decision was subsequently affirmed by the 9th U.S.
Circuit Court of Appeals in March 1981.

"In that particular field of course, it was very significant,"
said J. Patrick Whaley, with the Los Angeles firm of Musick,

r .j. 1 Y.

f
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Peeler & Garrett. "It meant that any premiums paid to insur-
ance subsidiaries would not be deductible."

The case is also significant because "it proved to be the
controlling precedent in the United States for this issue at
least in the U.S. Tax Court," Mr. Whaley added.

In addition to the preceding cases, which were called sig-
nificant by numerous observers, attorneys also cited the fol-
lowing cases as having significant impact on risk managers:

• Bell us. Industrial Van Gass Inc. The California Supreme
Court decided in 1981 in a workers compensation case in-
volving the "dual capacity" doctrine that an employee had a
cause of action against his employer and a customer on the
basis of their role as manufacturers of defective products
that injured the employee.

• Ayala vs. Philadelphia Board of Public Education. This
ruling, a 1973 Pennsylvania Supreme Court decision, abo-
lished the doctrine of governmental immunity in the state
and the distinction permitting suits against public entities
only if engaged in a "private" vs. a governmental function.

• Nga Li vs. Yellow Cab Co. of California. A 1975 Califor-
nia Supreme Court decision, this ruling was the first to
adopt pure comparative negligence where there was no statu-
tory history to that effect in the state.

• Two conflicting hazardous waste decisions reached ear-
lier this year: Maryland Casualty Co. vs. Armco Inc. and Con-
tinental Insurance Cos. us. Northeastern Pharmaceutical &
Chemical Co. Inc. (NEPACCO).

The NEPACCO decision by the 8th U.S. Circuit Court of
Appeals held that cleanup costs are property damage and can
be recovered under comprehensive general liability policies.
It also held that property damage occurs at the time hazard-
ous wastes are improperly released into the environment, not
when the cleanup costs are incurred (BI, Feb. 9).

The 4th U.S. Circuit Court of Appeals in the Maryland
Casualty case ruled July 6 that cleanup costs are essentially
preventive and not "damages" under comprehensive general
liability policies and therefore cannot be recovered (BI, July
27). Earlier, the 4th Circuit in· Mmz vs. Canadian Universal

Insure Co. held that response costs under the Superfund Act
are not property damage recoverable under the policies, and
that the trigger of coverage is the date the environmental
contamination is first discovered, rather than when the haz-
ardous substances were released. •
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At Hilb, Rogal and Hamilton, we believe that a good insurance sales
executive is persistent before the sale-but a great one is persistent
afterwards. Most of our executives have been with us between 10 and
20 years, making new sales...and keeping the good dients we have.
So, when an HRH executive sells you a program-he may be the last
insurance agent you'll see. But you won't have seen the last of him.

Hilb,Roaland
HamiltonCompany
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While many insurers continue to limit
or withdraw medical coverages, the Medical
Professional Division ofAmerican Home/
National Union, member companies of
American International Group, is expanding
its robust commitment to the healthcare

industry.

AN ENTIRE DIVISION DEVOTED

TO MEDICAL INSURANCE

MPD is dedicated solely to serving
the insurance needs of the healthcare indus-

try such as hospitals, HMO's, ambulatory
care centers, extended care facilities and
rehabilitation centers with a complete range
of primary and excess coverages. We can
develop innovative, comprehensive packages
specifically tailored to meet the changing
needs of individual facilities.

Our separate dedicated claims and risk

consulting units specialize in medical cov-
erages for the accounts MPD handles.

THE DEPTH OF OUR RESOURCES

MPD·can draw on the skills ofthe other
companies in AIG, one of the world's largest
and most diverse insurance organizations.
And with all of our domestic property/casu-
alty companies rated A+ by Best, you can be
assured ofour financial fitness.

To find out more about our commitment
to the good health of healthcare risk manage-
ment, ask your agent or broker to contact
us or write to: Medical Professional Division,
American International Group, Dept. A,
70 Pine St., New York, NY 10270.

4[a AMERICAN INTERNATIONAL GROUP
OF INSURANCE COMPANIES

Our Policies Are Your Best Insurance.
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unwieldynumberof
ired tohelpabenefils
Maxicares national
plano If you're trying to adrninister alotof

HMOA; for a company with a lot of loca-
tions, we can think of a lot of reasons
for you to give the Maxicare Health Plan
a lot of thought.

Not the least of which is the fact that

yodll only have to deal with one contact
person-your national accounts man-
ager-who will design a single unified
benefits package for all your locations
throughout 26 states.

During enrollment periods, your
burden will be further lightened as your
accounts manager works with local
Maxicare representatives to handle all
the details-timetables, materials,
procedures.

And in place of all the paper you're
used to getting at the end of the month,
you'll enjoy the stress-free experience
of opening a single envelope, containing
a single bill.

If you'd like to join the 700 national
accounts that have already signed up for
Maxicare, or if you'd just like some addi-
tional information, write to Maxicare
85MSiial Marketing, 5200 West Century
Blvd., Los Angeles, CA 90045.

Or give us a call at the only phone
number younl ever need to remember:
(213) 568-9000, Ext. 4600.

.vidlucaredi
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Don't let low frequency fool you...high risk pregnancies are costing you over
$100,000 per infant-and that adds up fast. Not to mention the "hidden"
costs stemming from the lost productivity and mental anguish involved in
complicated deliveries.

The problem is identifying risk factors early enough to make a difference.
The answer is MaterniCall--Cost Care's High Risk Pregnancy Identification
and Management Program. Improve maternity care and reduce costs
MaterniCall.

cosrcaRE Find out about it

Call

Ray Foose, Director Marketing IDENTIFICATION ANDMANAGEMENT HIGH RISK PREGNANCY
1-800-762-3029 Nationwide

IF YOU NEED 70 WRITE COVERAGE
INMEXICO, YOU NEED GO ONIYAS FARASAEGEN
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Mexico. A major trading partner
to our south. The dynamics of
the economy can make it quite
difficult to do business here, but
each day many Americans must.
That is why LEGEN is repre-
sented in Mexico.

Nearly anywhere in the
world you need to conduct busi-
ness, 2EGEN is able to help. And
it is no accident that our prices
are highly competitive. Or that

f
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we can provide quick quotations. as far as your telephone. Call
It comes from knowing the Tom McLenithan toll free at

people and speaking the language. 1-800-245-4506. Or in New York,
From centralized underwriting. 212-432-6700.

Responsive decision-making.
And from the multinational expe-
rience and financial strength of so you need go only as

LEGEN spans the globe,

far as IEGEN.
ftna Life & Casualty, Generali
Group, and Taisho Marine & Fire. AEGEN INTERNATIONAL,INC.

For a no-obligation review
of your multinational insurance
requirements, you need go only

A recent Supreme Court decision
upholding a California law that
allows the state to regulate and tax
non-admitted insurance companies
probably will not affect corporate
buyers, a risk manager says.

Waller B. Smith, insurance man-
ager for United Airlines, says the
intent of the ruling is to protect in-
dividuals from fly-by-night mail-
order insurance companies.

The National Assn. of Insurance

Commissioners is drafting model
legislation that would exempt most
large corporations from such legis-
lation (BI, Jan. 1, 1968).

***

Uniform coverage overseas is the
dream of the people who purchase
insurance for the foreign opera-
tions of Caterpillar Tractor Co.,
the second-largest exporter in the
United States. Caterpillar spends

Time capsule: 1968

an estimated $5 million in insur-
ance premiums for its 25 manufac-
turing plants in 11 foreign coun-
tries (BI, Jan. 15, 1968).

***

An "efficiency survey" author-
ized by California Gov. Ronald
Reagan has determined the state
could save $250,000 per year by
streamlining its Insurance Depart-
ment operations (BI, Feb. 26,
1968).

***

The cost to insurers of a com-

pany involved in the manufacture
and sale of the drug thalidomide
could reach $6 million.

In an out-of-court settlement,
"very substantial" damages will be
paid to 62 children born with vari-
ous malformations allegedly
caused by the drug, which the chil-
dren's mothers took during preg-
nancy. As part of the settlements,
the children and their families will

take no further legal action against
its manufacturer, Distillers Co.
Ltd. (BI, March 25,1968)

***

A Utah jury has awarded
$715,456 in damages in a civil lia-
bility suit filed against United Air-
lines following the crash landing of
a jetliner that killed 43 people.

The jury awarded $632,000 to the
widows of three men who died in

the crash and $83,456 to four peo-
ple who were injured. Ninety-one
people were aboard the plane at
the time of the crash (BI, March 25,
1968).

***

Atlantic Insurance Cos. suffered

the largest single net loss in its
126-year history in 1967.

The loss, involving the stranding
of the oil tanker Torrey Canyon
in the English Channel, resulted in
a net claim to Atlantic of $300,000
(BI, April 8, 1968).

***

Rioting in almost 100 cities na-
tionwide in the wake of the assa-

ssination of Dr. Martin Luther

King Jr. has resulted in pressure
from insurers for additional riot

coverage charges on fire and ex-
tended coverage policies. The "riot
loading" is averaging 2% to 4% in
the 12 states that already have ap-
proved the charges.

However, insurance departments
in Missouri and Maryland have re-
jected the insurers' request for a
riot surcharge (BI, April 22, 1968).

***

The lack of capacity in the petro-
chemical field was highlighted re-
cently when Koppers Co. was re-
fused renewal coverage by
Insurance Co. of North America

after London reinsurers balked at

the risk. The reluctance of the

London market to accept reinsur-
ance of such risks is blamed for the

drastic lack of capacity.
Koppers, a chemical manufac-

turer, found coverage through the
Oil Insurance Assn., the only re-
maining oil coverage pool (BI,
April 22, 1968).

***

Marsh & McLennan Inc. stock-

holders have approved a bylaw to
allow the broker to buy directors
and officers liability insurance.

The authorization of D&0 cover-

age follows a change in Delaware
corporation law in 1967 to allow
broader indemnification in D&0

cases (BI, May 6,1968).
***

As more companies become in-
volved with data processing, either
renting or buying the equipment,
risk managers are looking for ways
to protect that investment. The St.
Paul Insurance Cos. became the

first insurer to offer EDP coverage,
in 1961, and now at least six insur-
ers offer the specialized policies
(BI, May 6, 1968).

***

War and riot coverage rates for
Continued on page 30
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We never could match their cheap prices.
But then again, they really couldn't match our

underwriting quality or unsurpassed financial
strength.So here we are, me stab,e market in spec,aky  GENERALrisks, alive and well, writing primary and excess STAR
liability and excess property coverages that

SM Here todaypromise to indemnify our insureds for loss-
Here tomorrow

losses that we'll still be here to pay.
Call the underwriting pros at General Star

today...or tomorrow. It's never too late.

General Star Management Company, Stamford, CT • Specialty underwriting for primary and excess risks through appointed surplus lines brokers
New York (212) 770-0150. Chicago (312) 207-5400 • Los Angeles (213) 383-7734 • Stamford (203) 328-5700
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Time capsule: 1968 tions or deductibles, they are less
leery of the self-insurance aspects
of a captive and more interested in

tonsider
benefits such as improved cash

Continued from page 28 Lloyd's of London will show its flow (BI, July 1, 1968)
cargo risks have been raised in the first operating loss in its 280-year ***

United States and London for the history when ltS 1965 results are Trade unions are flooding Con-

Colorado first time since 1956 released, Lloyd's says gress with mail in support of anThe American Institute of Ma- The loss for 1965 15 caused by occupational safety and health bill,
rine Underwriters raised its basic claims from Hurricane Betsy (BI, which would give the secretary of
rate for protection against war, June 17, 1968) labor the power to set up and en-
strife, riot and civil disorder by 2 5 ***

force safety standards for 1ndus-Formation and Management Services for: cents per $100 of cargo value, and The Arkansas Supreme Court tries engaged in interstate com-
Risk Retention Groups, Captive Insurance Companies the Institute of London Un- has struck down the doctrine of merce (BI, July 1, 1968)
and Risk Purchasing Groups. derwriters hiked its rate by 125 governmental immunity in that ***

cents per $100 (BI, May 20, 1948) state In its decision the state's Richardson-Merrell Inc has run
Complete or selected services. ***

high court said that city govern- out of liability coverage for claims
Damage is estimated to be at ments can be sued for damages from 1960 through 1962 related toPLEASE CALL FOR BROCHURE

least $65 million-and may top caused by the negligence of their thalidomide and another drug tt
ANGA Risk Services $100 million-in Japan's worst employees (BI, June 17, 1968) marketed during the 19605

earthquake in 16 years ***
There are about 60 suits and1776 South Jackson Street At least 45 people were killed, An increasing number of U S claims related to thalidomideSuite 1120

230 injured and four reported corporations are taking a closer pending against the company (BI,Denver, Colorado 80210
(303) 692-9063

missing after the May 16 quake, look at the Idea of setting up cap- July 15, 1968)
which registered 7 8 on the Richter tive insurance companies ***

scale (BI, June 3, 1968) Experts say that since companies The first suits seeking damages***

already are accepting high reten- from municipalities asa result of
the riots that followed the death
of Dr Martin Luther King Jr have
been filed Most suits are subroga-
tion claims from insurers, claiming
the cities did nothing or too little

I [lv vi 111 1 511VI 58 to prevent or contain the rioting
t i.* One of the first to be sued was

New York, which has more than
6* 170 claims totaling more than $12

. S 11 flil 4 million (BI, July 29, 1968)
***

A a
d.

The U S government, in an un-
*tir"l,p,6,r..2«'* precedented move, has created a#*.. Z

444/ i ,-* federal reinsurance program for
'4, :34Ir-90 ,

flood and riot losses
.

/,
Under the new law, each state

must establish a FAIR plan-Fair
21& Access to Insurance Requirements
·k 1 I

.:3 t' t

-to qualify for federal reinsurance4NK (BI, Aug 12, 1968)
,

***

I An executive of General Motors1
I.

expansion of theories of liabilityOUL/*TRIAM ill
Corp says recent suits indicate the

against the auto industry
. For example, he discussed a suit

against GM involving the collision/9,

of a 1968 Buick with a 1967 Ford

that ruptured the Ford's gas tank
The suit alleges that the designs of
the Buick's front end and the
Ford's rear end were defective (BI,

,«, t*,r,· 1,*flt &4" Sept 23, 1968)
***

For the first time, membership in
*rl Lloyd's has been opened to Amen-

M .
cans and other "foreigners," and
many are already signing up
Lloyd's financial requirements for
overseas members are at least
$96,000 in U K securities and per-
sonal wealth of at least $240,000,
entitling a person to Join two syn-
dicates (BI, Oct 7,1968)

***

The New York Insurance De-
partment is urging a file-and-use
law, under which the state would
not have to approve rate changes

C before they took effect
The department believes that the

type of competition fostered by
such a law would help keep rates
down Such a system already is in
use in California, Florida, Idaho
and Georgia (BI, Oct 21, 1968)

***

One of FIMIhtsafetys fleet of mon than agtflight s,mulaton The theory of strict liability, in
which a manufacturer can be suedNine out of every ten aircraft accidents have pilot- record And we back up the quality of that training for a defective product regardless

related causes by providing a free $50,000 accident insurance of fault or negligence, has made

That's why every pilot should train to proficiency policy to qualified FlightSafety Pro Card holders. product liability law the fastest-

at least once every eight months. And the best (lt's a benefit that car rise to $100,000 with
growing area of liability law, dele-
gates to an American Trial Law-

training-according to both pilots and aviation repeated training sessions.) yen Assn seminar were told
insurers-is a professional program of simulator If your responsibility for risk protection indudes Professor Thomas Lambert Jr

based training. said that product liability "is sec-business aircraft, contact FlightSafety for informa- ond in importance only to the
Simulators are vital for complete, safe training. 4tion on training programs for your specific aircraft. fender-bumper, (BI, Oct 21,

For example, there are 265 specific faults, systems Write FlightSafety International, Dept,U-267, 1968)
***

malfunctions or adverse conditions that can be Marine Air Terminal, LaGuardia Airport, Allied Chemical Co. has with-
demonstrated In FlightSafely's newest simulators Flushing, N Y. 11371 Telex 667573UW; or call drawn from the Factory Insurance

Incredibly, over 70% of those "problems" 1-800-227-5656 Assn. and the 011 Insurance Assn

are either impossible or unsafe to demonstrate (In New York. 718-565-4120) after an agreement could not be
reached on how much to reduce

In the airplane itself.
Every year, FlightSafety trains over 25,000 FlightSafety premiums in return for assuming a

deductible Allied was said to be

pilots-an elite group with a superlative safety offering to accept a deductible of
luema,4 $1 million per occurrence for its

new property insurance program
(BI, Oct 21,1968) .
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Affordable
Denta<Eard

helps you steer clear
of rising benefit costs.

Cost-effective DentaCare puts you
in charge - while offering employees
and their dependents a first-class
dental care plan from the Mutual of
Omaha Group Operation, an insurance
industry pioneer in dental benefits.

A choice ofplans
at manageable cost.

With a choice of plans, DentaCare
lets employers match dental benefits
to specific needs. Options include a
low-cost entry level plan for companies
just starting a dental benefits program.
Additional cost control
with our dental ppo.

For many employers, our preferred
provider program has the right
combination of dental benefits and cost
containment. Mutually Preferred®
Dental is now available in selected
areas and offers attractive incentives
to employees when cost-effective
preferred providers are used.

Both DentaCare and Mutually
Preferred Dental are available as stand-

alone plans.
For additional information,

send your business card to
Terry Van Noy, Vice President,
Mutual of Omaha Companies,
Mutual of Omaha Plaza,
Omaha, NE 68175.

Mutual
#Omuhufdv

Compilnies
Group Opprution
The Managed-Cost

Professionals:M
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8/ puts spotlight on top risk managers
By KAREN HUELSMAN

While recipients of the Business
Insurance Risk Manager of the
Year award derive satisfaction in a

job well-done, they are more de-
lighted that the award heightens
the awareness of risk management
throughout the industry.

Winners of the award from years
past say the recognition has fol-
lowed them wherever they go.

Since 1978, Business Insurance
has asked independent judges to
review nominations for outstand-

ing performance in the risk man-
agement profession. Each year, BI
has recognized a risk manager for
his or her creativity in tackling
problems.

A Risk Management Honor Roll
was added in 1981 to recognize
other innovative and successful

risk managers in a variety of in-
dustries.

Most recipients said they valued
the recognition by their peers and
the members of the insurance in-

dustry because the risk manage-
ment profession has so few vehicles
for such notice.

Donald Nelson, honored in 1986

as Risk Manager of the Year after
he successfully
negotiated a
three-year
guaranteed cost'sE? f auanatte APo

i 4#, i Services Inc. in

services manage-
Philadelphia, a

 25-  ment companyw = involved in insti-
Mr. Nelson tutional food and

vending busi-
ness, says the award heightens
awareness of the profession, an
awareness he thinks is lacking.

"I have always enjoyed risk man-
agement work, so I got a lot of per-
sonal satisfaction from the award,"
Mr. Nelson recalled.

"But I still think risk managers
get too stereotyped as technicians.
I don't think it is looked upon as a
key corporate function" in the busi-
ness community at large.

However, as several other recipi-
ents remarked, Mr. Nelson pointed
out that the award was a definite

morale booster for his staff.

"They're always bragging about it,"
Mr. Nelson said.

The importance of the award lies
in its "recognition that there are
practitioners out there (in risk man-
agement) who have really become
experts," said Howard Weber, who
has spent 30 years at Minnesota
Mining & Manufacturing Co. in St.
Paul, Minn., and -
was the first per- I t: 84
son to receive the /fif Q
award, in 1978. Ir"-

spotlights the YRb-·I411
broad scope of 4 41 A
risk managers 4 -/a,
duties and how

those duties vary Iic I
from industry to -.-=i -Ii

industry, accord- Mr. Weber

ing to Mr. Weber.
'Risk managers do so many differ-
ent things from company to com-
pany. It's not like a controller's job,
which is fairly similar from industry
to industry."

Mr. Weber said the Risk Manager
of the Year title carried clout even

in its initial year. "Because the
award was new, it got immediate
attention from the industry."

"The Risk Manager of the Year
award creates an instant mini-fame

in what remains a relatively small
community," observed Eckhart
Russell, who was honored in 1982,
when he was was risk and insurance

manager of Alcan Aluminium Ltd.
Ln Montreal. Mr. Russell is now a

vp-client services with Johnson &
Higgins Willis Faber in Montreal.

"This remains the only one that
really counts, Mr. Russell said
about the award.

Although local groups may select
professionals for recognition, none
has the international impact of the
Risk Manager of the Year award,
Mr. Russell said.

"It was particularly important
here in Canada, because I was the
first and only winner from outside
the United States." Mr. Russell
noted.

The most recent winner, Edith Li-
chota, senior vp in charge of risk
management at Irving Trust Co. in
New York, agreed that the pro-
fession is still maturing and does
not provide many avenues for rec-
ognition.

"This was not just my award,"
Mrs. Lichota said. -'It indicates an

The award 'creates

an instant mini4ame

in a relatively small
community,' says
Eckhart Russell.

increased acceptance of risk man-
agement as a profession. . .as part
of the management in a major cor-
poration."

She said she received many calls
and letters of congratulations, as
she expected she may, but some
contacts surprised her. "I heard
from many women who said they
were pleased to see a woman get
it," Mrs. Lichota said.

"And some women wrote very
emotional letters expressing their
feelings of frustration. They saw
some signs of encouragement in this
award."

Harold Lang, 
who received the Ip/i

honor in 1985 '4
when he was risk  2 -„, -
manager fora1 -St ¥11=

chota's thoughts CJ FI.
on the "unsung Mr. Lang
hero" syndrome.

"I don't think of myself as being
any superstar," he said. "There are
many fine risk managers out there
who deserve just as much notice."

Mr. Lang says that whenever he

attends a professional meeting,
someone feels a sense of deja vu
around him. "People at the RIMS
conference last year were always
saying, 'Don't I know you from
somewhere? , " recalled Mr. Lang,
referring to the Risk & Insurance
Management Society Inc. confer-

ence in Las Vegas last spring.
"Among my peers, it commands

immediate respect," he said about
the award.

Mr. Lang is now director of in-
surance and risk management for
Kohler, Wis.-based Kohler Co., an
international manufacturer of

plumbing fixtures. Mr. Lang said
he was asked to join the organiza-
tion through personal contacts and
because he had experience in in-
ternational insurance programs.

Continued on net page

To A Lot Of Insurance

This V\Tas A Stop Sign.
Most insurance companies view heavy construction as a

risky business. And when R. E. Hazard Contracting Company
applied for liability and workers' compensation coverage three

years ago, insurers saw Hazard
the same way Trouble, waiting
to happen.

But Argonaut took a closer
look and saw something more.

One ofthe best safety records
in the industry

And we've been insuring
Hazard ever since.

To provide workers comp andliabili coverageforaconstructionproject
that employs dozens oftrades takesjlexibility and resourcefulness. It takes a
company like A,gonaut.
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But, he said, the award "certainly
never hurts."

Duane Allen, who received the
honor in 1981 when he was risk

manager for Hanna Mining Co. in
Cleveland,

-- echoed his col-

leagues' opin-
ions. -So many
more people re-

-ir*, ,) cognized my
r / name in a deal"

-" ,4 after he received
v::r / the award, Mr.

Allen said.

When the steel

Mr. Allen
and iron business

with which

Hanna was involved began to fall
off, Mr. Allen said his job offered
him little opportunity to devise new
and creative risk management pro-
grarns.

So, in 1984, he and a partner
formed Applied Risk Services Inc.
in Laguna Hills, Calif., which spe-

1 think the award has had a positive
effect on our insurance program,' says John

O'Connell, now president of Holy Cross Shared
Services Inc., who received the honor in
1983. 'We are recognized in the market.'

cializes in risk management con-,
sulting and captive management.

Although Mr. Allen said the
award cannot be credited with

launching his new career, he said it
"opened doors" for him. "I had a
fairly high profile before, but it
really enhances your reputation."

Today, Mr. Allen is the president
and sole principal of Applied Risk
Services. The business has "evolved
to fit what I see as the needs of the

client" regarding reinsurance, con-
sulting and captive formation, he
said.

When Thomas V. Hallett was

Companies,

named the 1980 Risk Manager of
the Year, he was working at Gen-
eral Motors Corp. in Detroit, for
which he had chopped the cost of
worldwide property insurance 67%
over a two-year period.

Mr. Hallett joined broker Frank
B. Hall & Co. in Targtown, N.Y.,
in the fall of 1980.

These days he is "wearing two
hats"-one as vp and director of
risk management and the other as
chairman of Risk Science Interna-

tional in New York, Hall's environ-
mental consulting subsidiary.

"I had been involved with RIMS

ROAD

CONSTRUCTION
AHEAD
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before, but the Risk Manager of the
Year award really commands the
most attention," Mr. Hallett said.

He also was one of the judges in
the first year of the Risk Manager
of the Year program. In that role,
he stressed the

importance of 

keeping the se- 
lection process I- 1
strictly profes-
sional. ./.1 .

want to just  /
focus on large Edlllllilldlll

said. "We didn't lIF 
want it to turn Mr. Hallett

into an Academy
Awards situation."

Those who have remained with

the organizations they were with
when named Risk Manager of the
Year also say the spotlight of the
award is slow to fade.

"I think the award has had a posi-
tive effect on our insurance pro-

Argonaut looks at the company Sk* =i,

not the category The specifics, not
£

the stereotypes. -, 13 .%- 72

Because every cus- 7 1.B >

1

tomer is unique. And
every situation demands

4:, , * I»,M: .0

the responsiveness and , »» «
. flexibility that a com- : .LF:flig·'; 5LA >: f :>AW''-1 · 4

Togetmoreprojects ofthe ground.welookatyourcompanypany of our size and notyourcategol,

Our loss controlplan makes
resources is ideally equipped to provide.

youy project asafetyzone. Call (415) 326-0900 and talk to our president,
Michael Crall. He just might get you what a quick once-over
won't:

The high sign.Argonaut

gram," said John O'Connell, now
president of Holy Cross Shared Ser-
vices Inc. in Notre Dame, Inc., who
received the honor in 1983. "We are

recognized in the market."
Mr. O'Connell says he finds plenty

of challenge and opportunity for
growth in the organization in which
he now oversees self-insured and
self-administered health care bene-
fits for more

than 13,000 ern-

ployees.
Mr. O'Connell,

who calls his

promotion last )
year from execu-
tive director

mostly a title
change, says his
risk management
program has Mr. O'Connell
evolved to in-

clude more loss control programs
for medical employees and advising
other religious orders on risk man-
agement issues.

In addition, Holy Cross Shared
Services has started a second cap-
tive insurance company under Mr.
O'Connell's direction. He formed
The Havican Insurance Co. in Ver-

mont in 1986 to provide directors
and officers liability coverage and
prior acts coverage for all employ-
ees-including doctors.

Richard Inserra, at age 35, was
on the fast track at American Can

Co. in New York when he was

named 1984 Risk Manager of the
Year-the youngest person ever to
receive the honor.

In 1986, when American Can sold
its packaging unit to Triangle In-
dustries Inc. of

New York, he '---7 -r-7 ,
was immediately

offered the post
of vp-risk man-
agement at , 5*'
Triangle.

Mr. Inserra 9 ti
knew Triangle
management was
aware of his ex- \ \g
pertise and pub- Mr. Inserra

lic recognition.
"They came to look for me," he said.

"It sure was a big deal to me,"
Mr. Inserra said of his award. And

he said other professionals are im-
pressed when they hear that a panel
of 10 independent judges chooses
the recipient.

Mr. Inserra said the fact that his

staff at American Can had nomin-

ated him for the award made him

feel "like a winner already."

When he served as a judge the
year following his award, he rea-
lized the amount of effort invested

in the selection process. "I appre-
ciated the award that much more."

1979 Risk Manager of the Year
Edward Erickson found himself

with responsibilities for a more di-
versified operation when his com-
pany, American Broadcasting Cos.,
was acquired by Capital Cities
Communications in 1986.

When Mr. Erickson was featured

in BI in 1979, he had just cut the
cost of ABC's insurance program by
more than $500,000. He said he
stayed as director of insurance for
Capital Cities/ABC because of the
challenge of developing new insur-
ance programs that market condi-
tions present.

He is continuing to try to hold
losses down by moving to self-in-
suring for more risks, such as libel
and slander in broadcast and print.

Reflecting on his selection as an
outstanding risk manager, Mr.
Erickson said he is often asked

about the award. -Sometimes I'm

surprised at people's memories," h€
said. "This still brings me a great
degree of pride."

Nominations for the 1988 Risk

Manager of the Year award and
the Risk Management Honor Roll
are due Nov. 23. To request a no-
minating packet, contact Business
Insurance at 740 N. Rush St., Chi-
cago, IU. 60611-2590, or call 312-
649-5398.
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Managing General Agents/Surplus Lines Brokers Since 1947

Time capsule: 1969
1969 has begun with the naming

of the first U.S. members of

Lloyd's of London.
Seven Americans have joined the

ranks of the previously all-British
society of underwriters. All seven
said they joined the prestigious so-
ciety because they believed it to be
a good investment (BI, Jan. 6,
1969).

Risk and insurance managers
north of the border have formed a

national Canadian risk manage-
ment association.

Four groups of risk managers re-
cently joined to form a federally
chartered group, the Canadian
Assn. of Risk Managers. The Cana-
dian group includes more than 300
members from the Montreal, To-

ronto, Calgary and Vancouver
chapters of the American Society

«Our business depends on fast,
accurate exchange of information, and
Pitney Bowes faaimile gets tbe
message across at substantial savings."

"In the business of specialty insurance
broking...particularly aviation broking we
need answers fast. And they must be obso
lutely accurate! There's no room at all for errorl
Our Pitney Bowes fax is exceptionally fast and
the quality of the copy is superb So when wA
get on insurance quote from our Lloyd's
Brokers, we get it in seconds exactly as
they sent it.

"Using a Pitney Bowes facsimile has saved
us money on overseas telephone calls, telex
and couriers. I don't know how the insurance

industry ever got by without this desk top
communications wonder.

"Pitney Bowes fox has given us o com
petitive edge in a very competitive industry
They've given us an excellent machine and
they back it with superior service They've gct
thousands of knowledgeable representative,
and hundreds of service centers 011 across

the country!"
Pitney Bowes fax provides on Important

link between your home office ond branch
offices for the quick exchange of policy
information, claim procedures cash receipt
records, new applications, and claim reports
And fax will give you o communications bord
between the insurance company and banks or
brokerage houses, and between internal
departments and the main computer center,

Excellent rental or leasing terms are
available. For complete information about
Pitney Bowes facsimile systems, the systems
backed by 4,000 trained representatives In
700 locations, simply call.
1-800-MR. BOWES. Ext. 881
Or write to Pitne Bowes Facsimile,
Stamford, CT 06 26-0700.

p, Pitney Bowes

Robin Skevington President
Skevington 6 Company limited
Insurance Brokers

San Francisco California

of Insurance Management (BI, Jan.
20, 1969).

***

Corporate insurance buyers have
become more knowledgeable, rely-
ing less on the advice of their bro-

kers and making more decisions
themselves, according to a long-
time risk manager.

Fred Berry, who retired a fter 16
years as corporate insurance man-
ager for Alton Box Board Co., said
that especially at large corpora-
tions, risk managers are educating
themselves about insurance in gen-
eral and about the specific needs of

their companies so they can make
more informed purchasing deci-
sions (BI, Jan. 20, 1969).

***

Property/casualty insurance pre-
miums are up between 10% and
more than 100% because of infla-

tion and the current tight market.
In response to the huge hikes,

some risk managers are accepting

higher deductibles or implement-
ing extensive loss control pro-

grams, corporate buyers say (BI,
Feb. 3,1969).

***

A Supreme Court ruling that the

federal government can block in-
surance company mergers under
some circumstances cheers buyers.

The ruling says the McCarran-
Ferguson Act does not protect in-
surance company mergers if the

prospective partners have given
untrue information to shareholders

in proxy statements. That pleases
buyers, who had worried that
mergers among insurers would re-
sult in decreased capacity (BI, Feb.
17,1969).

***

Almost one-fourth of the mem-

bers of the American Society of In-
surance Management who re-
sponded to a recent survey said
they favor federal regulation of the
insurance industry.

Some 24% of the respondents

support federal regulation, 66%
oppose federal standards and 10%
are undecided.

In addition, 32% of the respon-
dents said the state workers com-

pensation system is doing an inad-
equate job (BI, March 3, 1969).

***

Sen. Philip Hart, D-Mich., plans
to introduce a bill to establish a

federal insurance guaranty asso-
ciation to protect consumers

against insurer insolvencies.
The bill calls for establishment

of an agency similar to the Federal
Deposit Insurance Corp. and will
call for a premium of 25 cents per
$100 in written premium to sup-
port the pool (BI, March 17, 1969).

***

Student unrest on U.S. campuses
is posing a problem for university
risk managers.

At universities that have insur-

ance for the damage caused by
striking and protesting students,

risk managers are finding it diffi-
cult to retain the coverage. 'Some
universities are forced to absorb

such losses, which can run into the
tens of thousands of dollars (BI,
March 17, 1969).

***

A special insurance policy covers
the life of a cuddly koala bear that
has become a star of TV commer-

cials.

A $5,000 animal mortality policy
has been issued by Fireman's Fund
American Insurance Co. to cover a

koala owned by the San Diego Zoo
while the bear films commercials

for Qantas Empire Airways Ltd.
(BI, March 17, 1969).

***

U.S. Aviation Insurance Group is
the main insurer in the worst di-

saster in aviation history, the crash
of a Viasa DC-9 jetliner in Vene-
zuela. The death toll in the crash

could reach 160, about half of
Continued on page 36



Do reinsurers care
about the little guy?
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 ver have the feeling, when you're talkingwith your reinsurer, that he's got a heartof stone?

North American Re knows how small and
medium sized insurers feel.

Wdve been working with insurance
companies for 77 years, providing a full rangeof reinsurance services.

And we're proud of our reputation for

NORTH AMERICAN REINSURANCE CORPORATION 237 PARK AVENUE, NEW YORK, NY 10017 (212) 907-8000

being the one large reinsurer who really doescare about your particular problems.
We've got the capacity, flexibility and

underwriting skills to handle virtually all yourreinsurance problems.
So the next time you're looking for areinsurer call us.

You'll get our closest attention, instead ofa cold and stony stare
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whom were on the ground.

The primary insurance was writ-
ten through a group of Venezuelan
underwriters, who traditionally re-
tain very little of a risk, and
USAIG was the sole reinsurer for

both hull and liability. The hull
was insured for about $4 million
(BI, March 31, 1969).

***

Workers compensation premium
volume increased to $3.2 billion in
1968, a jump of 11%, according to
the National Council on Compen-
sation Insurance.

The NCCI also reported that, in
general, rates decreased country-
wide (BI, March 31, 1969).

***

A lawyer specializing in medical
malpractice law predicts that mal-
practice verdicts may reach $5
million in three to five years.

New York attorney Albert Aver-
bach also said about 10,000 new
malpractice suits will be filed
within the next 12 months (BI,
April 14, 1969).

***

Broker Alexander & Alexander
Inc. is preparing to become the
third U.S. broker to go public.

A&A, the third-largest U.S. bro-
kerage firm in terms of fees and
commissions, is offering 290,000
shares to the public and an addi-
tional 10,000 shares to employees
of the firm (BI, April 14, 1969).

***

A student who dislocated his
neck in a school accident and has

been confined to a wheelchair has
been awarded more than $191,000
by a British court, the highest per-
sonal injury award believed ever
granted in Britain.

The award against the school in-
cluded $35,800 for loss of earn-
ings, $49,500 for nursing costs and
$60,000 for general damages (BI,
April 14, 1969).

***

A U.S. Court of Appeals has re-
versed its earlier ruling that
American Tobacco Co. was liable

in the death of a lung cancer vic-
tim.

In its ruling, the court said the
victim's death was caused by
smoking three packs of Lucky
Strike cigarettes a day for 30 years.
But, the court said American To-
bacco was not liable because it
could not have known that smok-

ing would cause lung cancer (BI,

***

The state of Missouri has acted

to close a "mini-mutual" insurance

company as the result of a Business
Insurance expose.

The state attorney general has
acted to close the Farmers & Mer-

chants Mutual Fire Insurance Co.

after BI disclosed that the com-

pany exceeded its charter limita-
tions to write commercial insur-

ance programs outside the state
[BI, May 12, 1969).

***

The Supreme Court has issued
two decisions that make it easier
Eor stockholders to sue the officers

if companies.
In one case, the court upheld a

ruling that officers and directors
:an be liable for damages to stock-
holders even if the officers did not

profit directly from stock transac-
Lions but gave out false or mis-
leading information. And, the high
court refused to review another

court ruling that laws against in-
:ider trading also apply to foreign
iompanies whose stock is traded
n the New York Stock Exchange
SBI, May 26,1969)

***

The National Flood Insurance

Program is off the ground. The
venture involves 77 companies
pooling $40 million, with the in-
surers jointly sharing expenses and
Losses (BI, Aug. 15, 1969)

***

The first insurance code in the

Bahamas has taken effect, driving
captives to Bermuda and other
domiciles.

The Bahamas' omnibus insur-
ance act adds capital and reporting
requirements and gives the govern-
ment new regulatory powers. The
act is seen as a sign the government
is tightening controls over foreign
insurers (BI, Aug. 18, 1969).

***

Losses at Lloyd's of London and
the transfer of surplus funds from
insurers to holding companies have
put a new squeeze on capacity.

At Lloyd's, losses and higher
rates are drying up capacity, while
at home, $1 billion in underwriting
surplus has been transferred from
insurance companies to holding
companies. However, many experts

predict that an easing of the mar-
ket is coming (BI, Sept. 29, 1969)

***

The city of Hartford, Conn., has
proposed that its insurer figure in-
vestment income in determining its
profits and losses.

The city says that if Aetna Life &
Casualty Co. will not figure its in-
vestment income in its profits and
losses for the purpose of setting
rates for the city, it is prepared to
take the case to the state insurance
commissioner or even to court (BI,
Oct. 13, 1969).

***

In its most recent report, Lloyd's
of London reveals a loss of $44
million on its 1966 accounts. As a

result, Lloyd's says it is raising
rates and imposing tighter under-
writing on buyers worldwide (BI,
Oct. 13, 1969).

***

After signing basketball star
Lew Alcindor to a $1.4 million
contract, the Milwaukee Bucks

r

purchased a manuscript insurance
policy to protect the contract of the
22-year-old Mr. Alcindor. Negotia-
tions on the policy, with limits ru-
mored to be in excess of $600,000,
were secret (BI, Oct. 27, 1969).

***

The current tight money market
has caused insurance buyers to pay
premiums more slowly, lose inter-
est in retrospectively rated plans
and consider self-insuring or tak-
ing higher deductibles.

In fact, some sources say that in
the current climate of high interest
and tight money, some buyers are
purposely holding onto their
money until their premium pay-
ments are past due (BI, Nov. 10,
1969).

***

Movie star James Garner has re-

vealed that Lloyd's of London can-
celed cast insurance on the movie

"Grand Prix" after underwriters
discovered that Mr. Garner was

doing his own driving in the movie.

Mr. Garner said there was an $8

million limit on the policy, which
was canceled one month before

completion of the movie (BI, Dec.
8,1969).

***

Frank B. Hall & Co. Inc. has be-
come the fifth national U.S. broker

to go public. Hall is offering
350,000 shares to the public and is
retaining 75,000 shares for sale to
employees. Fred S. James & Co.
and Alexander & Alexander Ser-

vices Inc. went public earlier in the
year, while Corroon & Black Corp.
went public in 1929 and Marsh &
MeLennan made an initial offering
in 1962 (BI, Dec. 22, 1969)

***

A paper products manufacturer
in Montreal has been hit with a

300% rate increase during the past
two or three months. The rate in-

crease is for coverage for ocean
shipping of some pulp and paper
products (BI, Dec. 22,1969). •

4
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Tort reform

Continued from previous page
tended to be on all personal injury
suits.

For example, many states capped
the amount of non-economic dam-

ages that could be awarded, while
others altered the doctrine of joint

and several liability a legal the-
ory that can force a defendant to
pay an entire damage award even
if it is only slightly at fault.

In all, some three dozen states

passed tort reform measures in
1986, a third of which contained a

broad spectrum of changes.
And this year, state tort reform is

continuing, though at a less torrid
pace. About 20 states including
some that enacted previous re-
forms have passed tort reform
bills in 1987.

And state legislators aren't the
only ones deciding on reform. Cali-
fornia voters in 1986 passed Propo-
sition 51, which eliminated joint

-you only look at the numbers,
you may miss the total.

1

Because sometimes the numbers don't add up.

The right reinsurance decision means looking at total value.
That means technical expertise and commitment to the market.
It means industry knowledge and the willingness to share it.
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and several liability for non-eco-
nomic damages.

Some believe that states now will

want to study the reforms they I

have enacted before moving on to 
other areas.

"The window for tort reform is

narrowing. A lot has been accom-
plished, and now states want to

evaluate and digest what has hap-
pened," said Mr. Nutter. "This is a
time of re-evaluation of the legal
system."

At the federal level, manufactur-

ers aren't much closer to their goal

of enactment of product liability
legislation than they were 10 years
ago when their lobbying efforts
first began.

But that failure can't be blamed

on a lack of effort. Dozens of con-

gressional hearings have been held

on product-liability legislation
with seemingly almost as many
proposals introduced.

The early product liability re-
form bills got nowhere largely due

to their complexity and because
they were perceived to be too heav-
ily weighted in favor of manufac-
turers.

"The early bills tried to cover too
much. You can't have bills dozens

of pages long," observed Victor E.
Schwartz, a partner with the
Washington, D.C., law firm of
Crowell & Moring and counsel for
The Product Liability Alliance, a
coalition organized in 1981 to

'Early bills tried to
cover too much,'

says Mr. Schwartz of
the Product Liability

Alliance.

develop a business consensus on
federal product liability legisla-
tion.

Finally, in 1985, there was, Mr.
Schwartz recalls, a vigorous "de-
flowering" of product liability leg-
islation.

After months of consideration,
the Senate Commerce Committee

in June 1986 approved and sent to
the Senate floor a slimmed-down,

but still significant reform bill,
which included such provisions as
eliminating joint and several lia-
bility for non-economic damages
and a 25-year statute of repose for
capital goods.

But the bill was withdrawn from

the Senate floor after Sen. Ernest

Hollings, D-S.C., threatened to fil-
ibuster.

And the possibility that business
groups could win quick Senate ac-
tion on product liability legislation
in 1987 received a crushing blow
during the November elections
when the Democrats captured con-
trol of the Senate and Sen. Holl-

ings, an outspoken opponent of
product liability reform, became
chairman of the Commerce Com-

mittee.

Faced with a Senate committee

chairman who would do his ut-

most to derail legislation, business
leaders this year concentrated
their efforts--so far unsuccess-

fully-at trying to win House ap-
proval of a federal product liabil-
ity bill.

While that effort continues,
many believe it will be a long time
before Congress passes a federal
product liability bill.

"We are not much further along
in the federal product liability
fight than we were 10 years ago.
But that does not mean the effort

will not be successful-though it
may take another 10 years," said
Crum & Forster's Mr. Cheek.

"Business is committed to fed-

eral product liability legislation.
They are going to stay the course
until a bill is passed," predicts
Tom O'Day, associate vp in the
Washington office of the Alliance
of American Insurers. •
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Tort reform more successful in states
By JERRY GEISEL reform almost always has been The first drive for tort reform at were not widely embraced was be- didn't keep minor cases out of the

strongest when insurance avail- the state level began in the late cause they fatied to hold down au- courts, Mr Hunter said
For much of the last 20 years, ability tightened and rates climbed 1960s and early 1970s when a tomobile premiLms This failure Not surprisingly, rates in states

employers and professional organi- in the liability insurance market strong push developed for enact- was nat because no-fault was an with no-fault laws continued to
zations have been battling for tort After nearly 20 years of battling ment of no-fault automobile insur- unso-Ind concept but because the rise and no-fault advocates were
reform, a battle that still is being for tort reform, few will say that ance laws state law s were riddled with loop- put on the defensive
fought in the halls of state legisla- today's tort liability sq stem is That dripe, stimulated by esca- holes "People said 'No-fault doesn't
tures around the country and in much of an improvement compared lating premiums, was aimed at en- "It was faulty no-fault," recalled work ' But the reality lS no-fault
Congress with the situation in 1967, al- suring that more compensation J Rcbert Hunter president of the never got a fair chance," Mr

At the federal level, numerous though some say without tort re- dollars flowed to the most National Insirange Consumer Or- Hunter said
unsuccessful battles have been form the system would hape been seriously injured ganization in Alexandria, Va Just as the auto no-fault drive

waged for federal product liability much worse Under the theory of no-fault, The Erincipal problem with state began to crumble, soaring premi-
reform legislation Indeed, some experts say that the victims of minor auto accidents no-fault laws, Mr Hunter said, ums and shrinking capacity in the

At the state level, tort reform ad- legal climate for defending per- waive their right to sue In return, was tne so-called thresholds-the medical malpractice insurance
vocates have been more victorlous, sonal inlury suits has deteriorated victims are guaranteed payment amo int of damages a v ictim market propelled liability reform
successfully lobbying for numerous in the last 20 years for medical,expenses for major ac- needed to incur before he or she proposals to the forefront of the
legislative changes including no- ' The legal system is u orse-if cidents could file suit-were set too low in state battle grounds
fault auto, medical malpractice 11- only for the ack of consistency In all, more than a dozen states mar* states In New Jersey, for ex- In an effort to hold down damage
ability and product liability re- from state to state," observed Les- enacted no-fault auto statutes be- ample. a victim who had incurred awards and make it more diffi-
forrns lie Cheek III, :.enior vp for federal fore the mo ement ran out of steam Just 12(10 in damages could sue cult to sue a medical professional,

At both the federal and state affairs in the Washington office of by the mid-1970s The result was a system that of- states tried a variety of ap-
levels, though, the pressure for tort Crum & Forster Inc The ma]or reason no-fault laws fered rilimited cimpensation, but proaches Some states, like Cah-

fornia, placed caps on awards for
non-economic damages Others

'1 C
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made it easier for physicians and
hospitals to set up their own insur-

/2/ 4>0 f ance companies-what became
k, 2.-f<V''. a-'1>i i .if'ab. ,)51.

known as bedpan mutuals'-while

. et, '4 f ' 4 some states established joint un-
derwriting authorities

1 In all about two dozen states en-

acted some type of medical mal-
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practice reform before state enthu-

siasm for reform legislation came
'

to an end in 1977 as the availabil-

ity of malpractice insurance im-
,¥,j*<blf, . proved and competition returned

E[*ELM_ 4I *
' to the commercial insurance mar-

LE.

<741 . ketplace

.,510»JOTO «** 8 -' f
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But the medical malpractice cri-
sis was scarcely over when a new

1* 1§,"i1»'·:'5,k»«Iff crisis emerged product liability
Insurers, who once hadn't con-

*tt*'A ..:' .:5/ i ··»'16Af, sidered product liability much of
an exposure and priced coverage3(:*8%5.* i'r'4'..: . :« '.. #W*.*ben'I;;: bme j#m OD}1()Iin*litil@IV#4598/*9$4 accordingly, suddenly became
alarmed at what they said was an
avalanche of suits and a sharp rise
in court awards

-4
While some of the insurers con-

* 7. r' 1-6 ,
/

tentions were later found to be ex-
I 4 '.!''b F., S,rel:*11*,*4•Amr;'14#11,#deqaill*j 46 #61 L#&14 24.Ft< aggerated, the premium increases

'44/hene'M #*t'1Ii*tw#/9 4*i BA %1*(r1(1)1)' :mI '

that manufacturers were hit with

: ' *j'ANF'Ware 1¥4) grati,INBO#'#Hic:Indi'*Iket 61{Im AIr i were very real Premium hikes 01

' 500% to 1,000% were not uncom-

114"9<imultm 8 34),544 021(WPluM/BUNRn/*D,1,2 mon during 1976 and 1977 and
sometimes product liability cover-

47. l(,6.' #8' 'MA 41((Ch]B)*§*''ff}flfl[Bjfdtro Re/30/infir age was not available at any price
/ 4.1 km'BAn, 73O0mfg'K <dIMI OFAK. 80/80,#IRS; - : Manufacturers, looking to reduce

20444 14111kcl#,ft,S .*#Idl [|107 *r*ith]N!lip I} ax»} ' 3 their exposures and bring down
the cost of product liability insur-

818%&8814=931181 *Ir lifNE p(- Rb#kihDD' ance, organized coalitions in every

AUU 1\ dA i,&(l rm:*{1*1 Wfum/*}r' [8#1119/5 state to seek legal reforms from
their legislatures

Mt* 'PI jt' 4 *t*}trbR' (clh],}, euilili, (dhiMt Those coalitions, which began to

Mn +rU :lf:(d*k, 4 4,•14,zi'143 im, fr1419 41 5-* organize in 1977, typically sought a
package of reforms Those reforms

included cutting off an accident

41, D 0,£*M,ik,C|] itt 0 ('11.P q#Ig O 5*m AR *S) Tmlh '1#Hil victim's right to sue after a product

reached a certain age-usually(#D.9 \*R{17:is '\, *4:ItinfbBle' 8-*'11 (P'tki*r
1

about 10 years-and protecting

hna *m {001 84.80 4 4*[M)<INIMIC UD)mII*[10 dE*'[MI! manufacturers from liability if

Tbw LIN<frcd]' 4,71 i *TA=MLF *#DIT915 * their products were altered or mo-
dified without their permission w

MB fr & avklks ,"1 (91.0 fnn. (*, u %*1)1*6 m *b) if their products complied with
government safety standardsty.t'. :Brr 0¢ihilkl¥Mt% 9 (ININ *Iir,5'%:re (tlhz<'

Legislators responded to the out-
aLn'IUE .re (417 tnlalf[, *Il 'Bll irdk,4*145(ef-LATIA .X.Mid cry from manufacturers Between
Al j 1, 4/,11, '!in'B: F**110:0, ofbr MudE<k/q 1977 and 1979, 22 states enacted

product liability reform measures
(,44 ik,*Mit ..93# '! ,[dt| AdI1}4:(Ip) (1,98 [nI[,Il(I But as conditions in the commer-

[NK, itdh. fdg,yl IAM, Thi,8 M '*Mn*) Em< ciahinsurance market improved,

1-1:Flk# '41*pith,Mn,il ,<0# g#INNofffl I . c<r, Mcf ®4,»11
the enthusiasm for state product 11-

ability reform waned Just four
*kinv,':IMICL (1 Z.,%1Ht/M 'hiti;) PIPr,Imd] (fkrs (4$8/#b states enacted reform measures be-

(1}f19 Im (( .,fIY[E '¥(i,I"a. dw .Idem,1, MilfErK,(1 . tween 1979 and 1982, when the

state product liability reform drive
4 ['15¥1114' 4 . iN,Il , jm {*[, inbft >in) ane (tfIs died

"The easy affordability of prod-032(12, f 49 hm67„
4 uct liability insurance took the

steam out of the movement," re-

IP*]-*_KIFd] *.*:v called Franklin Nutter, president
of the Alliance of American Insur-

-6. . 11*1]® ers in Schaumburg, Ill
But in 1986, tort reform-once

.

.,4. , ,,5.,, ' 4.*64#i. ,£ s ,, , ,J, t' ' I LY„al'. [ ''1-1•1:10.11 41. Athile again stimulated by a crisis in the

.
- commercial liability insurance

market-took off again, though
. this time in a different direction

.d While previous tort reform
h '. drives were narrowly focused on

' 4 auto, medical malpractice and
product liability, in 1986 the focus

Continued on next pagE



F-

--r-

Continued from previous page
knowingly pollutes the environ-
ment. Lloyd's of London also has
taken that position.

The Insurance Rating Board is
preparing final wording for the
policy exclusion and will file the
wording with state insurance de-
partments. Mutual insurers,
through the American Mutual In-
surance Alliance, are expected to

follow suit (BI, May 11, 1970).
***

At least one insurer is offering an
"inflation guard" on commercial
property insurance policies that
automatically increases the value
of the coverage by 1% to 2% every
three months.

The "inflation guard" endorse-
ment, which is being marketed by
Hartford Insurance Group, is de-

1-
FOCUS
HEALTHCARE

MANAGEMENT

ASSOCIATES

signed to protect property owners
from being left with inadequate
coverage because of the exceed-
ingly high inflation rate. The en-
dorsement is available on three-

year commercial property policies
in increments of 1%, 1.5% and 2%.
If, for example, the policyholder
chooses a 1% increment, the face
value of the policy will increase by
11% during the three years, while
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the premium will increase 5% (BI,
May 11, 1970).

***

Despite the fact that employees
of Theodore Hamm Brewing Co.
can choose between a beer break

and a coffee break, the company
has an excellent safety record.

Hamm's lost-time injury record
averages from three to six per mil-
lion man hours worked, which is

Workers' Compensation costs are increasing dramatically: Some companies have seen their costs double, and
even triple during the last four years. Prudent managers are looking for ways to control their costs. But, until
now, there haven't been many tools available. Catastrophic case management. Vocational rehabilitation.
Retropective review of medical claims. Servides that may help, but that lack the fundamental controls that
have proven so demonstrably effectiVe in the Group Health area.

Now, a growing number of employers are discovering a new approach - a program offered by FOCUS that
can reduce Workers' Compensation medical costs by as much as 25%. FOCUS is an independent company
working with employers, third party administrators and insurance carriers to help reduce Group Health and
Workers' Compensation costs. FOCUS offers two Workers' Compensation programs that are available now -
COMP-V[EW and COMP-NET

COMP-VIEW

An innovative cost containment program designed for
employers with multiple locations across the country.
COMP-VIEW introduces a carefully-selected team of
physicians and nurses who monitor the medical care
employees receive for work-related illnesses and
injuries.

Major cost-saving features include:
• The FOCUS medical team gets involved

immediately, at tbefirstreport Of injug
• FOCUS medical professionals review all "first

reports" and identify potential problem cases. They
contact the employee, and, when necessary, the
treating physician to assess the appropriateness of
the treatment plan, to evaluate whether the injury is
work-related, and to determine whether a pre-
existing condition is involved.

0 COMP-VIEW monitors all surgical procedures and
hospital admissions, as well as costly outpatient
care.

0 Cases that warrant independent medical exams are
identified early, before bills mount up.

COMP-NET

Workers' Compensation statutes in many states permit
employers to designate the medical providers their
employees must see for a work-related injury Careful
selection of providers can have significant impact on
redi cing costs. FOCUS has developed a "Select
Network" of occupational medicine providers„,

FOCUS
Stepping Forward in Medical Risk Management

i
.

X

consulting specialists and hospitals in Atlanta, and is
developing additional networks in nine other states.
Major cost-saving features include:
• Negotiated discounts with occupational medicine

providers, consulting specialists and hospitals.
0 Careful screening and selection of high quality,

cost-effective providers.
0 Medical management protocols that require

contracted providers to notify FOCUS medical
reviewers whenever surgery, hospitalization or
extended outpatient care is anticipated, and
whenever lost time is expected to exceed two
weeks.

FOCUS invites employers, insurance carriers,
associations, TPAs and brokers to learn more about
COMP-VIEW and COMP-NET, as well as other FOCUS

services that are helping employers reduce their
Workers' Comp and Group Health expenditures.
Complete the coupon below and send it today for a
free, no-6bligation video cassette that will show you
how FOCUS can help control Workers' Compensation
medical costs. Or, if you prefer, phone FOCUS collect
at 615-377-9936.

Please send me more information on FOCUS Workers'

Comp cost-containment programs.

Check appropriate block:
El lh" VHS Cassette El 3/4" Beta Cassette

Name:

Title:

Company:

Address

City: Stnre· Zip:

Phone·

If you prefer, call collect to 615-377-9936 to request your
video cassette today.

Send coupon to:
FOCUS HEALTHCARE MANAGEMENT ASSOCIATES

7101 Executive Center Drive, Suite 160
Brentwood, TN 37027

much better than the brewing in-
dustry's record of 17.68 per million
man hours. Hamm's officials say
they cannot recall an accident ever
resulting from an employee who
chose to savor the house drink dur-

ing a break or lunch (BI, May 11,
1970).

***

Kent State University has no lia-
bility insurance to cover the deaths
of four students and the injuries of
six others who were shot by Na-

tional Guardsmen during distur-
bances there May 5.

School officials explained that as
a state university, the school comes
under the state's doctrine of sover-

eign immunity. Any claims filed
would be handled by the state, of-
ficials say.

No claims have been filed yet.
The university also has no cover-

age for an ROTC building that was
burned by students (BL May 25,
1970).

***

A research committee supported
by several large insurance com-

panies has suggested that an
American version of Lloyd's of
London may help ease U.S. capac-
ity problems.

The committee's report stressed
that underwriting methods used by
such a "centralized facility" would
be compatible with current under-
writing methods and that the fa-
cility would be a supplementary
source of capacity for U.S. com-
mercial risks.

However, corporate buyers con-
tacted about the suggestion were
uncertain whether it would ease

capacity without driving up prices
(BI, June 22, 1970).

***

A British court is expected to
award as much as $15 million in

damages to more than 300 children
who suffer from limb deformities

that were caused when their moth-

ers took the drug thalidomide dur-

ing pregnancy. Insurers are still
not sure how much of the cost they
will bear.

One marketer of the drug, Dis-
tillers Co., already has paid $2.5
million to thalidomide victims. As

part of the litigation, a trust fund
is being set up for 250 children,
which may call for an additional
$12.5 million.

Although the lawsuit over dam-
ages appears to be winding down,
the litigation over insurance cover-

age is expected to last until at least
1971 (BI, Aug. 17,1970).

***

The U.S. government and un-
derwriters at Lloyd's of London

apparently share hull coverage for
a Pan American 747 that was

blown up by Palestinian hijackers
in Cairo.

Apparently, part of the loss is
covered by a war risk policy writ-
ten in the London market, and part
is covered by the federal govern-

ment under a program of war risk
indemnification for airlines flying
the jumbo jets internationally.

The federal government ap-
parently got into the market for
war risk coverage after airlines
complained that the London mar-
ket no longer would fully cover
747s flying to the volatile Middle
East (BI, Sept. 14, 1970).

***

Enormously high court verdicts
are sending medical malpractice
premiums through the roof.
, For example, an insurer that

writes coverage for almost half of
the physicians in New York state
raised premiums 55% in 1969 and

70% in 1970, and physicians pay at
least $2,000 per year in malprac-
tice premiums. Doctors in high-
risk specialties in California pay
even more-$7,500 to $12,000 a

year.

Experts say that most of the pre-
mium increase can be traced to

steadily and rapidly increasing
damage verdicts being returned by
courts in medical malpractice law-
suits (BI, Oct. 12, 1970). I
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RENT-A-CAPTIVES AVAILABLE
FOR

PRODUCTS, D&0, E&0 AND OTHER LIABILITY

FINANCIAL TECHNOLOGY INC.
Consultants specializing in Captives, Risk Retention Groups,
Cash Flow, Self-Funded, Loss Portfolio Transfer Programs,

Feasibility Studies, Formation and Management

1888 Century Park East, Suite 910, Los Angeles, CA 90067
(213) 879-3991
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Lexicon of risk management
grows along with profession

By LINDA J. COLLINS

As insurance managers evolved
into risk managers over the last
two decades, the lingo used in the
profession has also changed.

Terms like risk retention groups,
risk purchasing groups, paid-loss
retros and claims-made forms were
foreign concepts to the insurance
manager of the late 1960s.

In addition, 20 years of advances
in computer technology have made
the term "risk management infor-
mation system" an essential part of
a risk manager's vocabulary, along
with the concomitant computer
jargon.

But the most significant change
in risk management lingo in the
last 20 years is the shift to the term
"risk manager" from "insurance
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manager," many observers stress.
"The 'management of risk' be-

came the focus in the '605," ac-
cording to Robert J. Dolan, senior
vp at Rollins Burdick Hunter Co. in
Chicago.

In the late 19604 insurance man-
agers started to "talk about formu-
lating a risk management policy
and risk management manual,"
said George Betterley, vp and
principal of the Tillinghast Divi-
sion of Towers, Perrin, Forster &
Crosby in Boston.

However, "Acceptance of the
term risk manager was fairly grad-
ual," explained David Warren, an
independent risk management con-
sultant in Orange, Calif. "Its use
started in the early 19605 in a small
way and gained more and more ac-
ceptance in the 1970s. A lot of peo-
ple (initially) objected to the term
'risk manager' because that's what
they thought the head of a com-
pany did."

"There were people who thought
we shouldn't change our name.
They thought 'risk manager' was
wishy-washy or lofty," added
Linda L. Ruthardt, director of risk
management for Barry Wright
Corp. in Newton, Mass.

In fact, it was not until
1975-when the American Society
of Insurance Management became
the Risk & Insurance Management
Society-that the title of "risk
manager" won widespread recog-
nition.

With the shift in risk managers'
focus from the purchase of insur-
ance to the management of risk
came their more aggressive ex-
ploration of a number of alterna-
tives to first-dollar insurance cov-
erage-and new nomenclature.

While some forward thinking
risk managers had already begun
to explore these options, "deduct-
ibles, self-insurance and retentions
came into focus" in the late 1960s,
recalled Norman B. Chanzis, direc-
tor of risk management for Amen-
can Standard Inc. in New York.

Risk managers began to apply
"the EAT formula-eliminate, as-
sume or transfer"-to their com-
pany's risks, Mr. Betterley said.
They explored the use of "aggre-
gate deductibles," "disappearing
deductibles," "Chinese retrospec-
tive plans" and "chronological sta-
bilization insurance," Mr. Better-
ley added.

In short, risk managers began to
explore more ''sophisticated
methods of self-retention of risks,"
said Peter T. Pruitt, president and
chief operating officer of Frank B.
Hall & Co. Inc. in Briarcliff Manor,
N.Y.

According to Charles M. Arm-
strong Jr., manager of corporate
risk management for Xerox Corp.
in Stamford, Conn., "A greater in-
terest was being shown in cost-
plus casualty insurance programs

retrospective adjustments. Risk
managers started to talk about
paid-loss retros and retentions."

And broader coverages such as
comprehensive boiler and ma-
chinery policies, difference-in-
conditions policies, all-risk poli-
cies and umbrellas began to be of-
fered, explained Joseph H. Albert,
president of J.H. Albert Interna-
tional Insurance Advisors Inc. in
Needham Heights, Mass.

There began to be a "movement
of coverage from named perils to
all-risk" in the late '6Os, RBH's Mr.
Dolan agreed.

The highly protected risk classi-
fication for property risks was
gaining popularity among un-
derwriters, several industry repre-
sentatives pointed out.

Some insurance managers were
Continued on page 44
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Time capsule: 1970
The insurance on the new Boeing

747 airplanes is "vertical cover-
age," meaning that each of the
three major underwriters has a
quota share of the risk from the
first dollar on up. All prior air-
plane coverage has been "horizon-
tal," meaning that one insurer's li-
ability starts after the limits of the
prior insurer's liability have been
reached.

The three major aviation mar-
kets-U.S. Aircraft Insurance

Group, Associated Aviation Un-
derwriters and the London market

-all are participating on the 747
coverage already written for Pan
American and Trans World Air-

lines, the first two airlines to fly
the big Boeing jets. American Air-
lines, which will start 747 flights
next month, is still negotiating its
coverage (BI, Feb. 2, 1970).

***

A fire at the Columbia Pictures
ranch in California caused between
$1 million and $3 million in dam-
age and destroyed several Western
movie sets.

The blaze swept across three or
four acres of the ranch, destroying
Western street scenes with false-

front buildings that were.used as
sets for the movies "High Noon"
and "Cat Ballou." There were no

serious injuries in the fire.
Columbia says the losses were

covered by a $12 million fire policy
with 17 insurers participating. The
policy was brokered by Bayly,
Martin & Fay International Inc. in
New York (BI, Feb. 16, 1970).

***

The National Council on Com-

pensation Insurance estimates that
workers compensation premiums
increased 11% to $3.5 billion in
1969.

The NCCI says the average rate
level nationwide is up 3.3% as a re-
sult of 51 separate rate revisions
filed in 40 separate jurisdictions.

The NCCI also has announced a

new facility, the National Work-
men's Compensation Reinsurance
Pool, developed by the NCCI to
provide complete reinsurance for
insurers writing workers compen-
sation assigned risks. Since it
opened Jan. 1, 318 insurers have
subscribed to the pool (BI, March
16,1970).

***

Insurance managers are finding
a new problem: workers compen-
sation noise claims. Especially
troublesome are claims related to

hearing loss caused by long-term
exposure to noise.

While work comp statutes were
designed to compensate workers
for only sudden accidents, the laws
have been interpreted recently to
compensate workers for many oc-
cupational injuries, including
[ong-term exposure to noise. And
that is presenting a whole new area
of liability, risk managers say (BI,
March 30,1970)

***

A House subcommittee has voted

in favor of a strong occupational
health and safety bill that basi-
cally would leave employers with
the legal obligation to provide a
'safe and healthful workplace."

The bill was drafted by the Dem-
ocrats, and Republican members of
the Subcommittee on Education

and Labor boycotted the vote.
Observers predict that even if

the bill makes it through the full
House Labor Committee and the

House Rules Committee it will face

a very tough fight in the full
House.

The Senate Labor Subcommittee

is expected to pass a similar mea-
sure to the full Senate, where ob-

servers say the bill also will face
stiff opposition (BI, April 13,
1970).

***

Representatives of labor have
charged that employers inaccura-

tely and deceptively reported
workplace accidents.

In a recent field hearing of the
Senate labor subcommittee, labor
leaders charged that the 1969
workplace injury and death toll
actually was twice as high as re-

ported by employers.
A group of st€elworkers from

New Jersey told the Senate panel:
"You have guys with crutches or
with :heir arms in slings being
brought to work so that your lost-
time report is not a true picture of
the accident rate" (BI, April 27,
1970)

***

A New York City official has

proposed that manufacturers be
assessed a 'product safety tax"
that would be used to fund a sys-
tem to compensate victims of prod-
uct-safety-related injuries.

Bess Myerson Grant, New York's
commissioner of consumer affairs,
found qualified support when she
made her suggestion at an Ameri-
can Management Assn. briefing.
Znsurance buyers said the proposal

might help ease soaring liability
insurance rates. However, many
cautioned that such a system, al-
though a good idea, would be very
difficult to implement (BI, April
2-,1970).

***

All U.S liability insurers have
decided to exclude from pollution
coverage any U.S. corporation that

Continued on next page
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"If you're a hospital, physician group,

or manufacturer, you've probably

experienced liability insurance premium
increases of anywhere from 25% to

300% over the last few years. There

isn't much you or anyone else can do
about these increases, however, you

can do something about claims and
their related expenses.

"At Caronia Corporation, we've cost-

effectively managed claims for nearly

20 years. In this time, we've become

recognized experts in the management

of all types of self-insured programs.

And, our clients have experienced
dramatic reductions in their claims and

defense costs.

"We provide a variety of services

including claims management, pre-
insurance risk assessment, risk

identification and reporting, expense

accountability/control, financial report-

ing, consulting networks, excess carrier
relations, program integration, and post-

insurance placement assessment.
"Let us help you save money. Allow

us to introduce you to our unique and

innovative services. We know you'll
see results."

Char/es A. Caronia

President and Chief Executive Officer

Caronia Corporation was founded in
1969. Today, it is one of the leading,
independently-owned national providers
of claims and risk management
services. Specialists in professional and
product liability claims management,
Caronia Corporation has offices located
strategically across the United States
and in London to monitor

developments within that market.

For a free brochure, call:

Toll-Free: 1-800-645-7284

In New York: (516) 433-1200
1-800-632-7098

CARONIA CORPORATION

Professionalism for the Professional

Focusing on the Fundamenta/s

Spotlighting Caronia Corporation:
Professional and Product Liability
Claims Management Specialists



Time capsule: 1972
The capacity crisis appears to

have been put to rest in 1971, but
other problems remain to be dealt
with in the new year.

Risk managers responding to a
survey by Business Insurance gen-
erally agreed that the capacity
problems of the last few years have
eased considerably. But, many said
they still are working on renewals,
considering setting up captives and
worrying about the impact of fed-
eral legislation on employee bene-
fits (BI, Jan. 3, 1972).

***

Levels of asbestos fibers in the

air previously considered safe can
cause serious lung disease, accord-
ing to a Harvard University study
of 195 workers in a New England
shipyard (BI, Jan. 3, 1972).

***

Los Angeles-based broker Bayly,
Martin & Fay Inc. has been ac-
quired by The Sperry & Hutchin-
son Co. for $20 million in cash.

Bayly, Martin & Fay is one of the
10 largest commercial brokers in
the United States, with revenues of
$10.2 million for the year ending
June 30, 1971. Sperry & Hutchin-
son, primarily known for its S&H
Green Stamps, has been diversify-
ing in recent years into business,
consumer services and interior fur-

nishings (BI, Jan. 17, 1972).
***

A recent Bahamian crackdown
on Bahamas-based-based insur-
ance operations has eliminated 255
"unsatisfactory" insurers, or 74%
of the insurance companies regis-
tered on the island before 1970.

Bahamian officials say that the
fact that so many companies did
not survive under the new law is

proof that the law was needed to
clean up the insurance industry
there (BI, Feb. 28, 1972).

***

The directors of the American
Society of Insurance Management
Inc. have voted to retain the

group's name and not change it to
the Risk & Insurance Management
Society Inc.

Proponents of the name change
said the new name more accurately
reflects the makeup and mission of
the group and would eliminate the
term "American" from the title to

reflect the group's Canadian mem-
bership. Opponents said ASIM al-
ready had established itself as a
recognized name and authority in
the field (BI, May 8, 1972).

***

Sources at the U.S. Department
of Labor say the department is
leaning toward a system of self-in-
spection to assure compliance with
the Occupational Safety and
Health Act.

A self-inspection system to re-
duce workplace deaths and injuries
could be implemented as early as
next year, the sources say. Such a
plan would please the federal gov-
ernment and business interests be-

cause it would be less costly to ad-
minister than a system of
governmental inspections.

However, union leaders have
said that allowing businesses to
conduct self-inspections rather
than having a system of regular
government inspections is unac-
ceptable (BI, May 22, 1972).

***

A New York-based shipping con-
cern has become the first firm to
file to form a captive insurance
company in Colorado.

Overseas Bulk Ships Co., a sub-
sidiary of Overseas Ships Holding
Co., has filed a letter of intent to
incorporate a captive subsidiary,
to be called OSG Insurance Inc.
(BI, July 3, 1972).

***

Broker Marsh & MeLennan Cos.

Inc. is the largest U.S. broker, with
1971 revenues of $151 million.

In its first Agent/Broker Profiles
issue, Business Insurance reports

1

that. M&M also has 6,090 employ-
ees, meaning that it has about 40
employees per $ 1 million in reve-
nues. This ratio of employees to
revenues was repeated through
most of the other top brokers, in-
cluding No. 2 Johnson & Higgins,
with revenues of $75 million to
$100 million; No. 3 Alexander &
Alexander Inc., with revenues of
$57.8 million; No. 4 Frank B. Hall
& Co. Inc., with revenues of $44
million; and No. 5 Fred S. James &
Co. Inc., with revenues of $33.3
million (BI, July 31, 1972).

***

Republicans are scurrying to re-
work a $20 million liability pack-
age to protect the city of Miami
Beach during the GOP national
convention set for later this month.

The city has been unable to get
riot and civil commotion coverage,
and apparently is pressuring the
Republican Party, which already
has liability coverage, to get the
coverage (BI, Aug. 14, 1972)

***

Lloyd's of London underwriters
and United States Aircraft Insur-

ance Group share "vertical" liabil-
ity coverage in the crash of a
United Air Lines Boeing 737 that
killed 45 people and injured at

least 16 others. The crash occurred

when the jet smashed into a group
of homes while landing at Chi-
cago's Midway Airport.

Under -vertical" coverage, each
insurer has a quota share of the
loss from the first dollar, rather
than "horizontal" coverage, in
which one insurer's liability begins
when the limits of another in-

surer's liability are exhausted. In
this case, the liability coverage is
shared up to $100 million, with
Lloyd's having 65% and USAIG
having 35%. United will cover the
losses for the hull, estimated at $3
million, because it is below the air-
line's deductible (BI, Dec. 18,
1972).

YES

f

IFONLYYOU'D OFFERED
A STRUCTURED SETTLEMENT
FOR YOUR LIABILITY CLAIMS.

The frustrations of claim settle-

ments just aren't as frustrating anymore,
thankstostructured settlements.

A structured settlement can not

only cut the time it takes to reach a settle-
ment, but your costs as well. For a plain-
tiff, it can offer both a fair settlement and
tax benefits not available from a lump sum
settlement.

Once you've decided to make use of a
structured settlement, your next step is
finding someone who can create one for you.

That's where Structured Bene-

fits, Inc. comes in. We can handle
your settlement from start to finish,

j

A United spokesman said the
airline and its insurers have set up
an extensive advance payment
program for victims and survivors
(BI, Dec. 18, 1972).

***

Workers compensation in Penn-
sylvania soon will cover occupa-
tional diseases as well as occupa-
tional injuries.

Under a new law, employers
must cover the insurable liability
for occupational diseases, except
those related to coal mining, which
are covered by the federal govern-
ment. Employers may get theiI
coverage from private insurers or

self-insure (BI, Dec. 18, 1972). I

ir

at absolutely no additional Cost to yOU Or
the plaintiff. We can provide on-site nego-
tiation assistance and immediate rate con-
firmations.

If you wish, we can train your claim
managers and defense counsel in the tech-
niques of negotiating structured settlements.

Once a settlement is reached, SBI is
there to help ensure that your releases are
consistent with the settlement terms. And

SBI will administeryourstructured settle-
ment for as long as it is in effect.

Find out about SBI at 1-800-345-3921.

We just might have the solution
you've been looking for.

STRUCTURED BENEFITS INC
Tampa Atlanta Philadelphia • Unique Structured Settlements Service 1-800-345-3921 • Hartford Chicago Los Angeles Seattle
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Business Insurance

cartoons are worth

a thousand words
Cartoons first began appearing on the editorial pages of

Business Insurance in 1975. The early contributions were
light, amusing, syndicated panel cartoons similar to those
found in the pages of "The New Yorker."

1978 heralded the first of many staff-generated editorial
cartoons. BI's first staff cartoonist was Milt Priggee, who
moved on to The Journal Herald in Dayton, Ohio, and, from
there, to the Spokane Spokesman Review in Spokane, Wash'

Roger Schillerstrom began as editorial staff cartoonist in
1982 and retains that distinction to this day.

Occasionally, editorial cartoons are meant to amuse. They
also are meant to draw focus on an issue, enlighten, and-if
the stars are in the right alignment-persuade the reader.
, BI's editorial cartoons have chronicled the trials and tribu-

lations of the insurance industry: the struggles of the New
York Insurance Exchange; hazardous chemicals in the work-
place; the responsibilities of risk managers; congressional in-
sights and oversights; the melodrama of asbestos litigation;
and on and on. While the illustrations could fill a book, space
is limited to only one page. Enjoy.

-By Roger Schillerstrayn

May 4, 1987
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Future cycles to be less seve re: Economist
While cycles have swirled

through the property/casualty in-
surance industry for decades, the
latest were the most pronounced.

While the combined ratio has
risen and fallen for the past 20
years, it peaked in 1984 at 118%
(see chart, page 86).

And although net premiums
written that year increased 8.6%
to $118.6 billion, policyholder sur-
plus fell 2.7% to $63.8 billion (see
chart).

The hard market began that year
and continued through 1986, pres-
enting unique challenges to risk
managers, who rose to the occasion
with a variety of approaches, in-
cluding captives and self-insur-
ance, that many believe will leave
the insurance industry forever
changed (see story, page 86).

Several factors converged and
culminated in 1984 to create the
worst industry results since the
1906 San Francisco earthquake,
said Sean F. Mooney, senior vp and
economist at the Insurance Infor-
mation Institute in New York. For-
tunately, he added, "it's outside ·
normal probability ranges" for this
combination to simultaneously ap-
pear again.

The first factor, said Mr.
Mooney, was the explosion in liti-
gation and subsequent high jury
awards. The second was high inter-
est rates, which hit a peak prime

e
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rate of 21:5% in the early 1980s.
The third was the deregulation

of commercial lines, a process that
took place over a 30-year period,
but rapidly accelerated during the
19605 and 1970s, said Mr. Mooney.

This led to the cutthroat price
competition the early '8Os, he said,
adding, "The 19805 was the first
time the industry competed on the

'71 '72 '73

Property/casualty industry growth
(In billions of dollars)

basis of price in commercial lines."
Before then, because of regula-

tory statutes that required insurers
to receive rate approval from state
insurance departments, insurers
were "really competing on prod-
ucts and services as opposed to
price."

"This was the first time they
used price as a major competitive

TH E

NORFHfIELP
DIF FERENCE

'There's no question that quality sells. Price is
important, too, but nothing beats flexible

underwriting, professional insight and creativity...all
backed by a financially sound company that gets

stronger every year. I appreciate the personal
approach Northfield has to doing business and I

like their 'can-do' attitude. When it comes to quality
and service above the norm, Northfield stands out."

- Bruce Wood, Wbod & Comparm k.

NORI?flfLP
INSURANCE

a part of the Northland Group

AV Northland
IV4 Insurance Companies

St. Paul, Minnesota
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tool," he said. "It takes a while to
kind of work that through, so you
get a little mature when you use
price as a competitive tool.':

The same cutthroat competition
is unlikely to recur, Mr. Mooney
believes. "The first time you go
through it, you really commit eco-
nomic suicide. The second time,
you get a little bit wiser."

'81 '82
11

'83 '84 '85 '86

Chart: Amy Palmer

The industry's troubles are com-
parable to the airline industry's
1978 deregulation, which also led
to intense competition.

On the other hand, Mr. Mooney
pointed as a model to U.S. car
manufacturers that compete with-
out driving one another into bank-
ruptcy.

-By Judy Greenwald

Market cycles
Continued from previous page
noted William R. Shirley, risk management director.

But umbrella liabiJity, he said, has been another story. "That's been a
rocketing up and down thing," he said. "It's just horrendous."

"That's where I've had the biggest frustration," agreed Mike Glapion,
corporate risk director at Harvest States Cooperatives in St. Paul, Minn.

While the ups and downs of the cycle are not in risk managers'
control, their own loss control programs and their relationships with un-
derwriters are under their control. As a result, risk managers have moved
to forge better ties with insurers and improve their loss control programs.

Everyone in a company must understand that a loss can have a far
greater impact than it used to, commented Ed Smith, vp-insurance andrisk management at Atlantic Aviation Corp. in Wilmington, Del.

Effective loss control and claims administration programs are necessary
because they determine the cost of insurance, said Mr. Glapion.

As Beverly Enterprises has increased its retentions, it has also paid
more attention to loss control, adding seven or eight loss control special-ists over the past two years, Mr. Kovacs said.

When looking for an insurer, "loss prevention services is our No.
1 consideration," commented Henry J. Guidry, risk manager at CajunElectric Power Cooperative Inc. in Baton Rogue, La.

Tandem Computers Inc. in Cupertino, Calif; which is in the "rather
unique" situation of being essentially loss-free, accomplished this record
by emphasizing loss control, said Risk Manager Katy Mariner.

Risk managers are also wcrking to develop good insurer relationships.
For instance, when the market hardened, "we had more face-to-face

meetings with our underwriters," said Scott Paper's Ms. Carangi. "Hope-
fully that will give us some stability with our carriers. It's something thatwe'll continue in the soft market."

Providing the underwriter with up-to-date information is vital, stressedAtlantic Aviation's Mr. Smith. "I try to tell them everything."
John Ross, risk management director at Household International Inc. in

Prospect Heights, Ill., says the most valuable thing he has given his com-
pany is 22 years of experience and a recognizable name among insurers
and brokers. He said if an underwriter has to choose between one of three
accounts and he doesn't know the other risk managers, it "might help."

"The main thing that we ve done is not to jump around from carrier
to carrier," said Cajun Electric's Mr. Guidry. "We've stayed with the
carriers that specialized in the utility business and been successful there.We have not jumped around shopping for price."

"Generally speaking, I think having long-term relationships with an
underwriter makes a difference. It did help us in the hard market," said
Transamerica's Ms. Tornese. Rates did increase, but policies were notcanceled, she said.

But, Virginia S. Loughner, assistant vp-risk management, at Colo-rado National Bankshares Inc. in Denver, said she is somewhat du-
bious about the value of remaining loyal to underwriters.

"It's not much of an advantage beyond a certain point," said Ms.
Loughner, noting the personnel in insurance companies change and
that she has not seen many cases where loyalty has helped the poli-
cyholder during a difficult market. And, she said she has heard many
complaints of cases in which a policyholder sticks with an insureronly to be canceled.

"In my experience, there hasn't been a lot of truth to that conven-tional wisdom," said Ms. Loughner.
In addition to communicating with insurers, risk managers say theysimultaneously try to improve communication with senior management.
"We've spent a lot of time educating senior management," said BeverlyEnterprise's Mr. Kovacs.

In this last hard market, said Ms. Loughner, "I communicated morethan I ever had before, and they were really interested in what I had to
say." For the first time, insurance costs rated a separate line in the com-
pany's annual report, she said. •



Continued from previous page
Norad Reinsurance Co. Ltd. in Bermuda in 1975 and formed

Bryn Mawr Assurance Corp. in Vermont earlier this year.
While captives are no longer a newfangled risk manage-

ment tool, they continue to be formed. Rorer's Mr. Lewison,

for instance, noted his company started a captive, R.G.
Insurance Co. Inc. (Bermuda) Ltd., on Oct. 1 with $5 million
in capital.

Initially, the captive will be used to insure the Rorer's do-
mestic product liability and general liability risks, although
it will eventually write other types of coverage.

Ponderosa had ruled out forming its own captive as "risky
and difficult," but has considered helping to form an asso-
ciation captive, said Mr. Scott. "The interest wasn't as great
as I thought it might be," he said, though joining a risk reten-
tion group remains a possibility.

The 1986 amendments to the Risk Retention Act will make

it more conducive for companies to find alternative funding
mechanisms, commented Lucille Gallagher, vp-risk manage-
ment at Monfort of Colorado Inc. in Greeley, Colo.

Ms. Gallagher, whose company already has a Colorado-d)-
miciled captive, added, "I don't think insurance buying is
ever going to be the same" because of the alternatives ncw

available to buyers.
Florida Progress' Mr. Julien warned, however, that while

risk retention groups "sound great, the mechanism of imple-
mentation are probably more difficult and more cumbersone

than the average risk manager realizes." Risk managers
should get involved with risk retention groups "only if they
understand all the ramifications."

General Electric's Mr. Rupners, whose company is active in
A.C.E., X.L. and Corporate Officers & Directors Assurance
Ltd., another Bermuda-based group captive that writes
directors and officers liability insurance, said these ap-
proaches are all a "step in the right direction." Their creation
"shows with a little sense, we can do a lot of things," he said.

"They're putting a little bit of a brake on" the cycle, as well
as sending the message that buyers can do the job as well as
insurers in some instances, said Mr. Rupners.

For the city of Westminster, Colo., the right approach was
the 1982 creation of the Colorado Intergovernmental Risk
Sharing Agency, a pool now with 99 members, said Pierette
E. Ray, the city's risk management officer.

The pool can obtain insurance that would be unavailable to
its individual members, she noted. "The biggest problem is
there are so few underwriters-primary or excess-who
really understand public entities," said Ms. Ray. But with
CIRSE, "We've created our own solution, so to speak."

Risk managers agree the accelerating movement toward
self-insurance means the commercial insurance market will

never be quite the same again.
"I don't think we would go back into the conventional

market," said Charles DuPuis, risk management director for
the New jersey Turnpike Authority in New Brunswick, N.J.,

a

To the master violin craftsman, there is no
room for mediocrity. The restoration of a
fine instrument is an art that demands

experience, hard work, and an unwavering
commitment to excellence.

IRA has a 15-year experience base and the
rehabilitation expertise to restore disabled
people to the most productive levels
achievable. After 230,000 cases of managing
medical service delivery and providing
vocational rehabilitation services, IRA has
proven its commitment to excellence.

Today, we're building on that commitment.
Our goals are to assure the provision of
quality care, to manage medical costs and to
return disabled people to work. IRA offers
an unmatched range of rehabilitation
services. With over 135 offices coast to

coast, we provide local service, nationwide.

When it comes to the art of restoration, IRA
agrees with the master craftsman. There is
no room for mediocrity.

For more information, contact your local
International Rehabilitation Associates office
or call toll-free 800-IRA-HELR In Alaska or
Hawaii, call collect 215-687-9450. Or write:
Intracorp/IRA, Mr. Daniel H. Davis,
SeniorVice President, 701 Lee Road,
Wayne, PA 19087.
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which self-insures its workers compensation insurance and
much of its liability insurance.

An awful lot of working-layer business has been lost by the
traditional marketplace, said Florida Progress' Mr. Julien,
adding, "I think a good deal of that is not going to go back."

"I don't think insurance companies will ever be back to
where they were before this cycle took place," agreed Na-
tional Car's Mr. Krefall.

Pointing out that many companies stopped buying cover-
age from commercial insurers during the recent hard market,
Judith Tornese, director of risk management at San Fran-
cisco-based Transamerica Corp., said, "I think some of these
facilities are here to stay."

Yet, risk managers point out that no matter what risk re-
tention steps they take, they still must cope with markets
that write excess and umbrella coverages.

While over the years, Beverly Enterprises has retained a
growing amount of risk, there are "things we just can't do,"
said Mr. Kovacs. "You're not left with a whole lot of op-
tions," he said, noting his company cannot absorb a $40 mil-
lion to $50 million loss. "To some extent, the marketplace
will control you."

Westwood, Kan.-based United Telecommunications Inc.
has successfully managed the cycle as far as property insur-
ance is concerned, while its low-level casualty business is
retrospectively rated and relatively unaffected by the cycles,

Continued on next page

Brokers laud

buyers' efforts
to tame cycle

Brokers give high marks to risk
managers' efforts to even out prop-
erty/casualty underwriting cycles.

"I think the risk management
community has done an awful lot
to shield their companies" from the
cycle, said Jim Stone, president of
Jardine Emett & Chandler Illinois

Inc. in Chicago.
"Risk management was born

about 20 years ago and today it has
a major impact on the costs of
major corporations," he added.

Noting the increase in self-in-
sured retentions and paid-loss re-
trospectively rated insurance pro-
grams, Mr. Stone said, "I think
they've done a bang-up job."

"I would say for most of the risk
managers I've met have done an
excellent job in the changing cycles
with the long-term programs
they've created," said Howard
Kaye, co-president of Walter Kaye
Associates Inc. in New York. "I

just feel there are many risk man-
agers who have done as well as
they can do creating stability, and
for the most part, they have done
very, very good jobs."

Risk managers know when to use
self-insurance, captives and the
other approaches open to them
"and it fits in very well with the
different cycles," Mr. Kaye said.
They know too, he said, when to
push, and when to adapt to the
conditions they face.

Risk managers' skill in managing
the cycle has been particularly no-
ticeable in the last cycle, said Wil-
liam Bradford, senior vp at John-
son & Higgins in New York. "In
years prior to 1985, people just
lived with it," he said.

Risk managers have become
more flexible in recent years in
adapting to the cycle, agreed Wil-
liam F. Poe, chairman of Poe &
Associates Inc. in Tampa, Fla.

They were quick in responding to
changes in the cycle and in finding
alternatives outside the traditional

insurance marketplace, Mr. Poe
said. In previous years, he said, "I
think they were a little more bound
to the traditional tools that were
available to them."

"The past 20 years have certainly
seen an awful lot of improvement
in the approach of risk managers,"
said Samuel Alcorn, senior vp at
Bayly, Martin & Fay International
Inc. in Fort Worth, Texas.

Noting the growth in captives
and self-insurance and improve-
ments in loss projections, budget-
ing and systems maintenance, he
said "I think they've adapted very
well to all phases of the cycles. ]
think they've come a long way."

-By Judy Greenwala
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Market cycles
Continued from previous page

Many risk managers accomplish
this during a hard market by a
combination of increasing self-in-
sured retentions, lowering policy
limits and using captives. But, they
still have to pay much higher
prices for the insurance they do
buy.

"I don't know of anyone who's
really successful in maintaining
coverage at a reasonable price" in
a hard market, said William M.
Scott, risk manager at Ponderosa
Inc., in Dayton, Ohio, which in-
creased its retentions and de-

creased its liability insurance
limits over the past several years.

"We've been able to shield the

company (from the cycle) quite
successfully, but we've paid for it,"
sometimes with rate hikes of 400%

to 1,000%, commented William
McAllister, insurance manager at
PNC Financial Corp. in Pitts-
burgh.

Times-Mirror Co. has increased

its retentions or lowered limits to

help alleviate premium increases,
said Ralph E. Gentry, director of
risk management for the Los An-
geles-based media company. "It
smooths out the cycle."

However, such a strategy in-
creases the possibility that unin-
sured losses will offset any pre-
mium savings, Mr. Gentry
explained.

"That makes sense for a large, fi-
nancially stable company," he
added, though that would not be
the case for a company that is ei-
ther highly leveraged or in finan-
cial trouble.

The purpose of insurance is to
introduce an element of predict-
ability into an unpredictable situa-
tion, but the pricing of insurance
has become so unpredictable that
"it no longer fulfills the purpose
for which it was originally
created," complained Stephen
Scammell, risk management direc-
tor at GAF Corp. in Wayne, N.J.

"Insurance is no longer a good
vehicle to fund risk in my mind,"
Mr. Scammell added. "I don't trust

the insurance industry."
"Risk managers are taking on

more and more risk themselves to

cope with the cycle," said Louis J.
Drapeau, manager of insurance
and risk management at The Budd
Co. in Troy, Mich., which self-in-
sures much of its property/casualty
risks.

Self-insurance can help mitigate
the cycle's impact, agreed Dairy-
men's Mr. Boston.

The only time a company should
think in terms of an insurance pro-
gram is for its catastrophic expo-
sures, said Denis Julien, corporate
risk manager at Florida Progress
Corp. in St. Petersburg, Fla.

"Over the years, we've simply re-
tained more and more risk and

protected ourselves with insurance
for true catastrophic incidents,"
agreed James E. Kovacs, director
of risk management at Beverly En-
terprises in Pasadena, Calif., a
health care services company.

"You don't find a lot of com-

panies buying a lot of insurance,"
said Rolland L. Krefall, director of
insurance at National Car Rental

System Inc. in Minneapolis, which
self-insures its automobile liability
coverage in most states. Even
smaller companies are seeking
ways to limit their use of insurance
to catastrophic coverage only, he
mid,

Risk managers say captives,
which first became popular in the
Early 1970s, are a valuable tool in
riding out the market tides.

"We've utilized our captive in-
;urance company to try and level
things out and keep our coverages
m force for the last two hard mar-

cet conditions," said William J.
Warren, director of corporate risk
and insurance at Berwind Corp. in
Philadelphia. Berwind established

Continued on next page
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Risk managers ride out
cycle's ups and downs

By JUDY GREENWALD

Risk managers say they essen-
tially have adapted to the prop-
erty/casualty underwriting cycle
over the past two decades by at-
tempting to avoid it.

They have lessened their depen-
dence on the topsy-turvy commer-
cial insurance industry with a wide
variety of approaches, including
higher retentions, the formation of
captives, municipal pools and, in
the past two years, the creation of
huge policyholder-owned offshore
insurers, like A.C.E. Insurance Co.
Ltd. and X.L. Insurance Co. Ltd.

In addition, buyers now are
forming risk retention groups to
insure their liability risks under
the aegis of the 1986 amendments
to the Risk Retention Act.

However, despite these innova-
tions, risk managers still cannot

completely ignore the ups and
downs of commercial insurers.

"Obviously, we're unfortunately
in a reactive position," said Ints
Rupners, consultant-casualty rein-
surance at the General Electric Co.

in Fairfield, Conn. "The market is
the one that sets the tone."

"Our job is to try and smooth out
the impact of these cycles," said
Bob Harney,· director of risk man-
agement at Hoffman-La Roche Inc.
in Nutley, N.J.

The property/casualty insurance
industry has been cyclical since at
least 1920, notes Sean F. Mooney,
senior vp and economist at the In-
surance Information Institute in

New York. In the past 20 years, the
soft market of the early 1970s was
followed by a hard market in 1977
and 1978, which in turn was fol-

lowed by a soft market in 1979.
That soft market lasted until mid-

1984, when the market suddenly
hardened (see chart, page 86).

The market is now softening yet
again (BI, Oct. 12)

Most risk managers' attitude to-
ward the cycle is to accept its in-
evitability and make the best of it,
though not without a certain de-
gree of frustration.

"I guess we have learned that for
every good part of the cycle there
will ultimately be a bad part," said
William R. Boston, director of risk

management at Dairymen Inc., a
Louisville, Ky.-based agricultural
cooperative.

"The risk manager has got to
take advantage of the soft market,
and yet you know that the bad
times are coming," he said. "You
save money at one end and give it
back very quickly."

Knowing the market will turn
still does not make the hard mar-

ket easy to deal with, says Mr. Bos-
ton, citing "the unusual and un-
warranted premium reductions
and even coverage extensions that
you get in the soft market. It's very
painful to give those back, even
though you know deep down you
should not have had them in the

first place."
It is also disruptive to even an

enlightened management, he said.
"It almost makes you look like
you're really at the mercy of the
market, which many times you
are," he says, adding that a risk
manager can manage the cycle, but
cannot escape it.

"I'd say I've adapted very well,"
says Kathleen G. Carangi, risk
manager at the Scott Paper Co. in
Philadelphia. The hard market is
spent dealing with the immediate
problems and concerns that
emerge, she says. "In a soft market,
I can get creative.

"I feel that's what keeps our job
interesting and makes us valuable
to our corporations. I don't think
that the cycle is easily solved, and I
don't expect it to be solved. I've

come to accept it, and just look for
the best ways to deal with it."

"I guess the reaction is that it
could always have been worse,"
says Terry R. Mculder, property
and risk manager at Telefex Inc., a
diversified products manufacturer
based in Limerick, Pa.

Risk managers agree that while
they cannot elim.nate the cycle,
they can strive to make the best of
it.

"We try to cushion ourselves so
that the cycles don't have so much
of a dramatic effect on us," said

Tom Lewison, risk management
director at Rorer Group Inc., in
Fort Washington, Pa., a pharma-
ceutical company.

Continsed on next page
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Surplus Lines Brokers:
ERRORS and OMISSIONS

INSURANCE
Now Errors and Omissions insurance is available from a

risk retention group dedicated exclusively to Excess
and Surplus lines brokers.
WHOLESALER'S MUTUAL INSURANCE COMPANY

is accepting applications for membership.
Available limits: $1,000,000. Claims made form.

Contact:

-*' WHOLESALERS MUTUAL (RISK RETENTION GROUP) INSURANCE COMPANY
102 WINOOSKE AVENUE • PO. BOX 730 • BURLINGTON, VERMONT 05402-0730

/7 -16 (802) 865-3010

WE KNOWAREAL COMMITMENT

TO PERSONAL SERVICE...

MEANS PUTI'ING <)URNAME

ON THE LINE.

trry*

7

Know your resources.
Negotiate from a posi-
tion of strength. Your settlement situation is as
individual as you are. Deserving of special treat-
ment. Let our design tcarn create 1*111Qruiile plans
to meet your specific needs.
Demand the best. Reduce paperwork and save time
hy utilizing the services ofour in-house legal staff
to assist in the drafting of settlement documents

and the preparation of
third party assignments.

Call for same day telephone quotes followed up in
writing. Invite us to your next settlement con-
ference. And, of course, all of our services ati at no
cost to yOu.

Rely on creativity and innovation backed by more
than a decade of experience. Put the Mangelsdorf
name on the hne foryou. Expect results.

 THE MANGELSDORF COM PANIES -000 - -=
DALLAS · NEW YORK · CHICAGO

For more intormation contact our National Marketing Department: 800/527-2388
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No matter how many Workers' Compensation problems you have,
Cost Care's Workers' Compensation Case Management System is the ·
only solution you need.
At last there is a single comprehensive system designed to:

,/ Mitigate disability and reduce litigation.
1/ Assist in early return to work.
4 Reduce both medical and indemnity costs.

Cost Care the single solution for Workers' Comp Case Management.

COEr CaReTM
Burt Feldman, Director
1-800-762-3029 Nationwide

 WORKERS' COMPENSATIONCASE MANAGEMENT

Time capsule: 1971
Continued from previous page
reaction of the crew to an engine
failure on takeoff from Miami In-
ternational Airport (BI, Aug. 16,
1971).

The chairman of the Lloyd's of
London Underwriters Assn. says
that ship hull insurance rates will
have to rise 20% in the next year
to make the line profitable again.

Experts estimate that insurance
premiums currently account for
between 30% and 60% of the
operating costs of a 200,000-ton
tanker (BI, Aug. 30, 1971).

There is no directors and offi-
cers liability insurance to cover the
directors of Leasco Corp. who have
been held liable for damages to
former stockholders of Reliance
Insurance Co.

--..4 r.-if
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FROZEN ASSETS
Should a mishap put your airctaft on ice, ex[*rienced AAU Claims Specialists can fly directly

to the scene in one of cur own company planes ready to put you bad< in business without
delay Applyingexpertise they've gained as pilom or mechanics, they'll quickly assess the damage

and How dirough with the repair facit>, to make sure quality work (and not necessarily
the cheapest) is done. Because of AAU's expedited response, your valuable airaaft asset is not

giounded and idle unproductively frozen but able to quici<ly  
resume irs role as a useful business tool. Count on AAU's 50-plus r £/.1. ./) -

years of experience to keep your assets aying IlY[NG RRST ULASS

ASSOCIATED AVIATON UNDERWRITERS, 51 JFK Pa,iay Short Hilk N,()7078 · ATLANTA · CHICAGO · DALLAS · DETROIT · KANSASCITY · 105 ANGELES · NEW YORK ·SAN FRANCISCO · SEATTLE

A federal judge ruled the corn-
puter leasing company made a ma-
terial omissioh on its registration
statement with the Securities and
Exchange Commission when it of-
fered to acquire Reliance in 1968.

A source close to the company
said Leasco had been unable to ar-
range D&0 coverage because the
company was young, and young
firms either cannot get the cover-
age or can get it only at prohibiti-
vely high rates.

However, an insurance source
that writes D&0 cover said Lea-

sco's problem was not really the
age of the company. "The problem
with Leasco, and many of the
younger companies, is that they are
trying to be conglomerates. And
conglomerates concern us because
of all the diversification of com-

panies," the insurer said (BI, Sept.
13,1971).

***

The U.S. Justice Department has
subpoenaed the financial records

captive insurers in Bermuda.
At least eight U.S. companies

have been ordered to furnish infor-

mation about their Bermuda cap-
tive operations to a federal grand
jury. The Justice Department de-
clined to comment on the reason
for the probe, though some sources
suggest that the government is at-
tempting to determine whether the
increasingly popular offshore com-
panies are violating any regula-
tions (BI, Oct. 11, 1971).

.*..

Lloyd's of London underwriters
have added another exclusion to
their directors and officers liabil-
ity policies, making it clear that j
directors and officers are not co- '

or water.

D&0 coverage also are expected to
add the exclusion on all new and

renewal policies.
Some insurance sources com-

mented that such suits already
would have been excluded from

D&0 coverage because they almost
certainly would entail fines and
penalties, which are not covered.
But, many sources offer this latest
move by Lloyd's as further evi-
dence that, as one critic said,
"D&0 has always been semi-
meaningless" (BI, Oct. 11, 1971).

***

Bermuda officials say they are
just now undertaking the first offi-
cial head count of captive insur-
ance companies on the island.

There never has been a specific
count of captives because all for-
eign companies are registered
under one category, regardless of
their business. Estimates of the

number of captives on the island
range from a conservative guess of
80 to 100 to a more liberal guess of
150.

However, Bermuda's registrar of
companies did say that 30 new
captives have been formed in the
past 12 months (BI, Oct. 11, 1971).

***

There appearsto be no end in
sight to the skyrocketing premi-
ums for excess liability coverages.

Industry observers say that ex-
cess umbrella liability un-

25% to 35% of general liability pre-
miums and 30% to 40% of commer-

cial automobile. premiums, and
rates will continue to increase.Factors cited as contributing to 
the increases in rates, which began
about 1968, include losses from
Hurricane Betsy; increases in 1
class-action and pollution liability
suits; the advent of jumbo jets,
huge cargo vessels and massive in-
dustrial complexes; and the merg-
ers of some large insurance com-
panies, which tended to result in
diminished capacity (BI, Dec. 6,

19713. <
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Time capsule: 1971
A large portion of the billion-

dollar losses in the Los Angeles
earthquake probably is uninsured,
according to observers.

Municipalities and private citi-
zens bore a large share of the dam-
age in the recent quake, and insur-
ance experts note that neither
group is likely to buy earthquake
coverage because the cost of the
coverage is so high. Many private
homes were damaged or destroyed
in the hard-hit bedroom communi-

ties of Los Angeles, and many
cities suffered substantial damage

to roads, dams and other struc-
tures.

Apparently, though, there was
coverage for at least sorne of the
commercial losses. Some com-

panies said they had added earth-
quake coverage endorsements to
their policies, and others had self-
insured against such a loss. How-
ever, many companies, like most
homeowners and cities, had no
coverage for their losses (BI, Feb.
15, 1971).

*

Lloyd's of London has filed suit'

No matter what size policy we write, our resources
for top notch service never run dry. That's why
brokers are starting to see Appalachian and
Affiliated from a different perspective.

We have the proven capacity to write policies
for companies of all sizes. Large and small.
It's one of the reasons we've earned Best's A+
property insurance ratings.

Appalachian and Affiliated offer a complete
product line- including an "all risk" policy that' s
simple, comprehensive, and flexible. We have a
proven track record of serving brokers who
require fast, competitive, and complete service.
We put you directly in touch with our under-
writers for fast responses. And, our claims

.-I.-I

,

seeking to nullify a directors and
officers liability insurance policy
with limits of $10 million taken
out by Penn Central Co. in 1968.
Lloyd's charges that Penn Central
lied on its policy application.

Lloyd's takes the action in the
wake of several allegations of mis-
conduct on the part of Penn Cen-
tral officials. But, industry observ-
ers also note that this suit is a kind
of test for D&0 coverage in gen-
eral. The suit renewed criticism

from some experts that D&0 cov-
erage is worthless because it ends
up not offering much actual cover-
age (BI, March 1, 1971).

***

Pan American World Airways

settlement and paperwork response is just as fast,
just as efficient, and certainly, fair. We've even
been known to hand deliver a policy in a pinch.

We can also make available the expertise of
Factory Mutual engineering-expertise helpful in
reducing or controlling property losses for your
clients.

So, if you want insurers who provide capacity,
coverage, and service, talk to Appalachian and
Affiliated. We'll help give you a new perspective
on property insurance.
Affiliated FM Insurance Company
Appalachian Insurance Company
Associated with Allendale Mutual Insurance Co.

Allendale Park, P.O. Box 7500, Johnston, RI 02919.
Telephone (401) 275-3000.

,

has filed suit against its insurers-
underwriters at Lloyd's of London,
several U.S. insurers and the U.S.

government-seeking $24 million
in actual losses, accruing interest
and other darnages in the loss of
the Boeing 747 blown up by terror-
ists in Cairo six months ago. Pan
Am has not yet received any pay-
ment from its insurers.

The problem arises because Pan
Am has two policies: an· all-risk
policy and a war risk policy. The
insurers on the all-risk policy say
the war risk policy should pay, and'
those on the war risk policy say the
all-risk policy should pay (BI,

March 29, 1971).
***

The intent of the new Bahamas
insurance law is to force out less-

reputable insurance companies
that had given the island a bad
reputation in the insurance field.

At the time the new law took ef-
feet, in June 1970, there were 503
insurance companies listed on the
registry of records. Some voluntar-
ily left, some were axed and about
108 remain.

Bahamian authorities say they
expect the remaining 108 to meet
the requirements of the new law.
The government plans to complete
the licensing process, which in-
volves a detailed study of the ap-
plicants, by next month (BI, April
12,1971).

***

Corporate insurance buyers are
overwhelmingly in favor of Con-
gress adopting national standards
for changes in the auto victim rep-
arations system, according to a
survey by Business Insurance.

The respondents also would like
to see a modified no-fault system,
with direct payments to injured
parties up to a certain amount, and
victims retaining the right to file
suits.

And, most of the respondents say
that any no-fault programs should
not differentiate between commer-

cial and private vehicles (BI, July
5, 1971)

***

No risk managers
were named by
President Nixon

to the workers

comp commission.

There are no risk managers
among the 15 people named by
President Nixon to the National
Commission on State Workmen's

Compensation Laws.
Business Insurance had urged

the appointment of a risk manager
to the commission to give input
about how changes in the law
would affect the total risk manage-
ment picture for employers. And,
the risk managers' professional or-
ganization, the American Society
of Insurance Management, had no-
minated a risk manager for the
post (BI, July 5, 1971)

***

The state of Illinois finally has a
state insurance guaranty fund, al-
though the fund comes too late for
the approximately 300,000 policy-
holders and claimants affected by
the 29 insurance company insol-
vencies in the state since 1959.

The guaranty fund covers all in-
surance companies except those
that write health and accident cov-

erage, and all companies that write
business in Illinois will be required
to contribute to the fund, accord-
ing to state insurance officials.

Illinois is now the 27th state to

have such a fund (BI, Aug. 2,
1971).

***

An appellate court has upheld
what is believed to be the largest
wrongful death judgment in the
country-a payment of $1.8 mil-
lion to the parents of a 15-year-old
boy who died when a foreign trans-
port plane crashed into the build-
ing where he was working.

The boy's 17-year-old brother
also died in the June 1969 accident
when a Dominicana Airlines DC-4

cargo plane crashed into the auto
paint shop owned by the youths'
father in Miami. A lawsuit in the

older son's death is pending.
Underwriters at Lloyd's of Lon-

don are the insurers for the airline,
which was sued for $4 million by
the parents. Aviation investigators
ruled that the crash, which also
killed the four crewmen aboard the

plane and four other people on the
ground, was caused by a confused

Continued on next page
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Hines
Continued from previous page
transfer transactions affected rela-

tively smaller numbers of place-
ments, increasing premium invest-
ments in long-tail casualty
coverages will make unlimited bro-
ker commitment a subject for ne-
gotiation. Brokers who offer to
service placements without consid-
ering future time commitments
will be vulnerable to dangerous
operating losses; risk managers
who agree to pay fees for whatever
time it takes to service derivative

claims will be exposed to precari-
ous, uncertain future expenses.
These disparate positions cannot
be resolved without friction.

Risk managers will employ com-
petition to test their skills in re-
solving future contention, just as
they have used competition to ver-
ify their past accommodations to
conflict. During the years ahead,
competition will include buyer
calls for direct insurance price and
service support quotations from
insurers that traditionally only
work through brokers.

Buyer searches for competitive
price and performance promises
that reach beyond the typical array
of brokers plus selected direct un-
derwriters will foment enormous

conflict. Some broker-committed

insurers will refuse to participate
in these departures from tradition;
others will find means to deal

directly with buyers.
Some brokers will repudiate re-

lationships with risk managers and
insurers that engage in such a per-
ceived affront to the values of the

trade; other brokers will regard
such clashes with convention as

opportunities to provide new prod-
ucts and services. Brokers that

adapt will find new solutions for
new problems by demonstrating an
ability to organize capacity and
service strategies more effectively
than direct-dealing insurers and
more productively than risk man-
agers with internal staff.

Risk managers that build large
diverse staffs are certain to pro-
voke hostile reactions from many
brokers who will see these indige-
nous developments ·as permanent
threats to their revenues. When it

is in the risk manager's best inter-
est, brokers will cooperate by
helping to construct effective de-
partments capable of dealing with
Loss control, claims management
and information retrieval plus
comprehensive analytical and
planning services. Collaborators
will prove risk management cannot
be transformed into routine, stere-

otyped functions that endure alone
in major corporations. There must
be external interaction with bro-

kers to help nurture creativity and
to provide monitoring vehicles to
relate performance to standards of
excellence. Taking the position
they do not wish to do anything for
the risk manager that the risk
manager can do better for himself
will cause brokers to invent new

coverages and to use insights
gained from observing risk man-
agement departments to design
useful, cost-effective new services.

As current trends expand the
purview of the risk manager to in-
clude evaluation of and protection
against speculative as well as for-
tuitous risks, brokers will discover
ways to collaborate in the accre-
tion of the risk manager's respon-
sibilities. While brokers' and risk

managers' duties have been con-
fined to concern for pure risks
where there is only a chance of
loss, both are beginning to under-
stand how evolving concepts of
risk theory are advancing skills to
measure and to cover risks involv-

ing gain or loss.
Early applications of broker-risk

manager cooperation in the imple-
mentation of speculative risk man-
agement can be observed in place-
ments of retroactive insurance. By
assessing potential gains and losses

from protections against claims
that already have happened, bro-
kers and risk managers, working
together, have constructed useful
coverages at attractive prices to
meet relevant income statement

and balance sheet contingencies.
There will be many extraordinary
future examples of this type of co-
operation that must, of course, be
related to insurer willingness to
accept venturesome transfers.

The relationship between the
risk manager and the broker will
continue to be dynamic, changing
and always subject to ambivalence
-ambivalence related to historic

polarity of cooperation and con-
flict. The principle of polarity is

1

There must be

interaction with

brokers to nurture

creativity and provide
monitoring vehicles.

one of the most fundamental in

human nature, for emotional forces
always appear in opposite pairs. To
find polarity in the functional con-
nection of risk manager and broker
is neither surprising nor a depar-
ture from what can be observed in
all human attachments. The more

the broker cooperates with the risk
manager, the more the broker fears
he will create his greatest enemy-
risk manager self-sufficiency. And
the risk manager sees cooperation
with the broker as equally menac-
ing, for it fosters what he wants
most to avoid-total dependence
upon the broker.

But risk managers and brokers
see exaggerated conflict as unpro-
ductive-in fact, antithetical to the
need both have to succeed. Neither

can achieve their established goals
without expressing trust and com-
mitment, the cement of coopera-
tion. While there will always be
issues that divide and distort the

values of cooperation, there is no

way the risk manager or the broker
can meet their expectations or ful-
fill their obligations when conflict
dominates interaction.

Working together accomplishes
the highest purpose available to
risk managers and brokers-the
opportunity to successfully man-
age risks for the benefit of the
companies they both serve and the
society they both value.

Risk advances all human en-

deavor, stimulated by conflict and
assuaged by cooperation; relation-
ships between risk managers and
brokers epitomize how best to con-
tain risk and to adapt to the am-
bivalence that promotes creative
performance. m

Our well is never dr

5
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required to cover property risks
compared with total commercial
property/casualty premiums.

Of course, the predominant
cause for the dramatic premium
gain of casualty insurance was the
unprecedented growth of social in-
flation, attributable to incredibly
expensive applications of tort law.
Actions to neutralize these adverse

developments were replete with
examples of cooperation between
brokers and insurance managers.
Their teamwork designed the
broad contract language that per-
mitted transfers of new risks like

pollution, directors and officers,
fiduciary and performance liabili-
ties, risks that tormented all major
enterprises in the United States.

When the implications of these
new risks were exacerbated by the
plague of economic inflation and
concomitant high interest rates,
brokers and insurance managers
were able to find effective anti-

dotes to mitigate the burdens. Re-
medies included paid-loss retro-
spective programs, fronting
arrangements supported by prom-
issory notes, deferred premium
payment opportunities and many
other imaginative tactics invented
to conserve cash flow.

It is important to emphasize that
the acquiescence of insurers was
essential to all industry progress.

Captives brought
about the

sophistication
of brokers and

risk managers.

However, the risk manager, work-
ing with the broker, tempered the
impact of the twin scourges of so-
cial and economic inflation.

Their energetic, concerted efforts
also defied impediments to finan-
cial results occasioned by periodic,
sudden and very steep upswings in
insurance prices. By working to-
gether to establish self-insurance
arrangements, retroactive insur-
ance alternatives and captive in-
surance companies, risk managers
and brokers created strategic plans
to partially assuage the adverse
impact of costly, unexpected price
dernands.

The creation of captives, more
than any other development,
brought about the sophistication of
brokers and risk managers. Both
were required to understand rein-
surance utilization, financial anal-
ysis, probability theory, reserving
practices and information systems;
both had to appreciate and apply
their new knowledge in order to
make captives work.

And the applications of valuable
new knowledge forced develop-
ment and evaluation of risk man-

agement alternatives that changed
the structure of risk management
departments and broker organiza-
tions. Risk managers looked to fel-

, low staff managers within their
own companies to gain a better

; perspective about the financial and
operating meaning of their new
knowledge, so that intelligent risk
management decisions could be
made.

Brokers used their fresh insights
to modify their firms from orienta-
tions concerned almost exclusively
with gathering and organizing in-
surance capacity to businesses ca-
pable of offering a wide range of
new services able to function for or
to consult with the well-informed

risk manager. By offering compre-
hensive loss control, claims man-
agement and information retrieval

, services, brokers made it possible
for risk managers to unbundle risk
transfer transactions from ancil-

lary services whose costs always
seemed obscured by combined
price constructions. Opportunities

for choices to bundle or to un-
bundle are prime examples of the
advantages broker-risk manager
cooperation generates.

All progress born of collabora-
tion was preceded by, indeed in-
cluded, the stress of conflict-that
abrasive force from which con-

structive change is wrought. Per-
spective of how conflict contri-
buted to progress in the past can be
gained by speculation about a few
issues likely to confront risk man-
agers and brokers in the future.

The years immediately ahead
will surely require re-examination
of the way brokers are compen-
sated. Risk managers probably will
resist too much movement from
commissions, which offer unlim-
ited broker attention, to fee-for-
service arrangements that bill time
and expense for all services ren-
dered. While fee-for-service rec-

ompense had great appeal to
buyers wh6n "long-tail" risk

Continued on next page
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Ocean #llarine, Inland larine
and Commercial Aviation

FACILITIES AVAILABLE

TO AGENTS & BROKERS OF MEMBER COMPANIES

MUTUAL MARINE OFFICE, INC.
100 PARK AVENUE, NEW YORK, N.Y. 10017 • 212-953-0580

Pacific Mutual Marine Office, Inc.
100 Pine Street, San Francisco, CA 94111 • 415-421-8972

Mutual Marine Office of the Midwest, Inc.
20 N. Wacker Drive, Chicago, Illinois 60606 • 312-368-1120

General Managers
NEW YORK MARINE AND GENERAL INSURANCE COMPANY

GOTHAM INSURANCE CO.

-Marine Managers-

ARKWRIGHT MUTUAL INSURANCE CO.
GRAPHIC ARTS MUTUAL INSURANCE CO.
LUMBER MUTUAL INSURANCE CO.
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© 1986 Metropolitan Life Insurance Company, NY, NY
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NEW YORK MARINE AND GENERAL
INSURANCE CO.

PENNSYLVANIA NATIONAL MUTUAL
CASUALTY INSURANCE CO.

REPUBLIC-FRANKLIN INSURANCE CO.
UTICA MUTUAL INSURANCE CO.
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WITH MET LIFE CONDUCTING ¥OUR GROUP UNIVERSAL
LIFE PLAN, WE CAN MAKE BEAUTIFUL MUSIC TOGETHER.

If implementing a Group Universal Ufe plan rials. We even offer a toll-free number to answer

sounds difficult, get Met Life to orchestrate your employees' questions about Group Universal Ufa
plan. With us, employee benefit managers can sit With our thorough on-going plan adminis-
back and enjoy the music. tration, benefit managers can hum along. Call

We'll recommend the best enrollment approach your broker/consultant or your Met Life Group
and then provide enrollment/communication mate- Representative.

GET MEL IT FAYS.
 Metrogolitan LifeANDAFFILIATED COMPANIES
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America, some offshore islands and other parts of the
world, this market has a better record in the area
of insurance solvency than most other territories-not-

withstanding the number of insurance companies that
have operated in London over the past 20 years. The
other great strength that the London market has is
that it has a unique collection of differing under-
writing talents within close proximity.

The imaginative ability of the brokers to put to-
gether significant amounts of capacity in one city,
the unquestioned expertise of the underwriters on al-
most all classes of business anywhere in the world
and the willingness to look at claims in a reasonable
and pragmatic manner must, surely, continue to make
London an important insurance' center.

With the proviso that the paperwork must be cut
down and complacency does not set in, London should
have a very bright future. Based on the experience of
the last few years, complacency is most unlikely to
appear!

The London insurance market is well aware of the

growing competitiveness of commercial insurance
buyers. One hopes that they will also recognize that
insurance is not a product that can be bought and
sold like any commodity and will recognize the unique
abilities of the London market to provide a profes-
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sional product over a long period of time.
If any market is to be a factor in affording coverage

to the commercial insurance buyer in the future, there
niust be : continuing growth in the capital base. Un-
derwriting organizations such as Lloyd's can only do
that when the returns are more attractive than alter-

native investments. An insurance market without un-

derwriting profit will cease to provide the capacity re-
quired. Cutbacks in the worldwide capacity in the past
two or three years prove that only too well.

London is, and will remain, a market for the com-

mercial insurance buyer who appreciates that price is
not the sole criteria to judge an insurance product.

Insurance policies are a promise to pay and London
is at its best when decisions are not made on a short-

terrnbasis. •

1

Brockmeier
Continued from page 68
frequently be called upon for pre-
cisely the same reasons of objectiv-
ity and expert knowledge that mo-
tivated buyers and financial ex-
ecutives to engage consultants as
auditors 20 years ago. The major
difference will be that in the past
the consultant was viewed by the'
broker as a stranger poking his
nose into a private relationship. In
the future brokers should welcome

consultants as reputable resources
with the skills to help untangle
complex webs of differing reten-
tions, limits and policy forms.

What will the consulting firms of
the future have to do to nneet the

requirements of their clients? They
will have to:

• Staff with highly skilled pro-
fessionals. Actuaries, lawyers, ac-
countants and MBAs will be re-

cruited, and the brightest and best

of the graduates of specialized

"
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To begin with, we've brought together a unique combina- recognize that like illnesses should not always be treated alike.
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educational programs in risk man-
agement and actuarial sciences
will go with consulting organiza-

tions as their first employer. Per-
sons with experience in hands-on
risk management, underwriting,
claims administration, loss control

or insurance brokering will still be
valued members of consulting
staffs, but the demands for innova-

tive concepts and rigorous aca-
demic stimulation will make risk

management consulting a field for
the young, not the person set in his
or her ways.

• Establish clear professional
standards. The Society of Risk
Management Consultants is mak-
ing some headway, but has a long

way to go. Consultants, in their
own interest and the interest of

their profession, must press for
rigorous licensing examinations,

professional codes of conduct and
unique status in the eyes of the in-.
surance regulatory agencies.

• Understand and comprehend.
The consultant of the future must

master not only insurance and risk
management, but gain in-depth

knowledge of the industry being
served.

• Above all, recognize that their
primary function is not auditing,

is not number crunching, is not in-
terpreting insurance policies and is
certainly not writing voluminous
reports-it is identifying and solv-.

ing problems.
Problems involving management

and control of the risks of fortui-

tous loss will exist, no matter what

the economic environment, the in-
surance market conditions or the

organizational structuring or res-
tructuring in vogue. Consultants

must be capable of dealing with
those problems, and those that are

can see their practices multiplied
manyfold during the next two dec-
ades.

Blick
Continued from page 72
provide limited pollution coverage
and policy wording could be dev-
eloped by ISO that would be ac-
cepted by the courts, the sellers
and the buyers of insurance. Risk
managers almost universally re-
jected the blanket exclusion pro-
posal.

Insurance buyers still feel that
"sudden and accidental" pollution
coverage can be more accurately
defined by ISO and included
(without additional charge) in 'the

new commercial general liability
policies.

Perhaps the most striking exam-
ple of risk managers' influence on
policy design and phraseology has
occurred within the last three

years. ISO, after expending a great
deal of time and effort, circulated
two new drafts of the commercial

general liability policy that were
to replace the old occurrence CGL

policy: a revised occurrence format
and a new standardized claims-

made policy.
These first drafts were rejected

by producers and buyers alike, and
even some of the insurers support-
ing ISO voiced objections' to por-
tions of the proposed policies.

What followed can be described

as chaos.

For almost two years, changes in
intent and in various policy word-
ings were circulated and debated
continually. Hearings were con-
ducted by various regulatory auth-
orities-which resulted in further

changes-until finally the majority
of regulators approved the revised

Continued on next page
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policy formats. However, for vari-
ous reasons, the claims-made pol-
icy remained particularly objec-
tionable to most insurance buyers
and generally now is used only for
the more troublesome risks.

In general, the marketplace has
rejected the concept of universal
claims-made insurance because it

is not perceived to be a legitimate
transfer of risk for the premium
charged.

Today's risk manager faces fur-
ther new challenges with regard to
grants of coverage because at-
tempts now are being made to fur-

ther erode the current liability pol-
icy forms by attempting to pose
separate limits for defense costs.
You may be certain that the insur-
ance buyer's voice will again be
raised strongly to object to the re-

duction in coverage that has tradi-
tionally been included.

»

Risk managers must
become more

involved in the

development of
policy wordings.

It is expected that risk managers
in the future will attempt to be
heard on the subject of revising the
definition of gross earnings in-
cluded in the current business in-

terruption policy to more easily
track the accounting profession's
definition of the term. Risk manag-
ers also will have input on the lia-
bility and physical damage insur-
ance portions of short-term
automobile rental agreements.

The risk manager of today and
tomorrow must become more in-

volved in the development of pol-
icy wordings to assist in the crea-

Whatever time,
wherever in the world,

your business
will be properly
ensured with the

Bank of Bermuda.

We offer yc·u a global payment system, f()r same day value,

through our correspondent banks and our membership in SWIFT.
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you with 24 hour toreign exchange coverage.

You will receive the benefits of our sophisticated electronic banking facilities,
our worldwide investment management expertise and our very personal service.

You will rece.ve all those benefits, instantly, ex,ntinuallk with us
around the world.

-- THE BANK OF BERMUDA LIMITED
Bermuda, New York, London, Hong Kong and Guernsey, Channel Islands.

tion of a stable insurance

marketplace.
This needed stability should be

based on a clear understanding of
just what defined risks are being
transferred to clearly assess the
true costs of such actions and to

evaluate alternatives.

While risk managers generally
do not espouse the need to create
their own suggested policy forms,
they should continue to maintain a
forum to present their viewpoints
and concerns prior to the publica-
tion or actual production of any in-
surance document that may impact
their ability to manage their orga-
nizations' risks. I

Carey
Continued from page 74
is currently being validated.

The problem with aerosols was
one of classification. Not all aero-

sols present the sarne degree of
hazard. In order to adequately
protect against the warehouse
storage hazard presented by this
commodity, the aerosols had to be
accurately classified. Again, such
classification was only possible
with costly, large-scale testing
methods. Scientifically sound
small-scale testing methods were
devised using specially designed
testing equipment to measure both
radiant heat and convective heat.

These testing methods, which
usually only involve a single aero-
sol can, should provide data that
can be used to make more tailored

property loss control recommenda-
tions.

These examples are indicative of
the direction in which loss control

technology must move to meet the
challenge of changing require-
ments. In succeeding years, the pi-
oneering testing methods I've de-
scribed will continue to be refined.
Such focus on loss control tech-

niques will help assure the stabil-
ity and continuity of an effective
property loss control program.
Lower loss costs, including
lowered expense from self-retained
losses, and lower insurance costs
will be the result. I
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Risk managers, brokers need
to cooperate despite conflicts

By Harold H. Hines Jr.

THE RELATIONSHIP betweenrisk managers and brokers has
been ambivalent, full of reciprocal
feelings of cooperation and con-
flict. Their interaction deserves

study, because risk manager-bro-
ker connections are fundamental to

the development of decisions that
determine the structure of insur-

ance transactions and related ser-

vice support mechanisms.
History shows how deeply the

risk manager's struggle for re-
spectability has affected the bro-
ker. Thirty years ago, the risk man-
ager led an isolated corporate exis-
tence on the borderline of risk de-

cision making, a fact not entirely
due to resistance in his own com-

pany or to the business practices of
brokers.

Risk managers, then known as
insurance buyers, questioned
whether their function was a pro-
fessional discipline or an audit ex-

The gap between

early and current

buyers' duties
was wide and

difficult to bridge.

ercise, whether their mission was
to make a substantive contribution

to the progress of their companies
or simply to record risk transfer
documents and perplexing insur-
ance price changes.

For many years, a clear verdict
about the corporate citizenship of
this young vocation was not forth-
coming. Higher management often
circumvented insurance buyers,

preferring to consult brokers about
complex insurance placement and
price performance problems. The
gap between early buyers' routine
duties and current risk managers
comprehensive responsibilities was
wide and, as time has revealed
difficult to bridge.

Foundations for the connective

links between then and now were

forged by three compelling factors
price fluctuations, corporate
growth and social inflation.

Of these unmistakable influ-

ences, price vicissitudes caused by
the vagaries of insurance econom-
ics were the most significant. Top
operating and financial manage-
ment, surprised and confused by
regular periods of rapid price esca-
lation, began to look to their insur
ance buyers as the only appropri
ate parties to search for remedial
actions. Managements demanded
that their buyers avoid unex-
pected, damaging cyclical in-
creases in the cost of protection.

As corporations grew larger and
' more complex through capital for

Continued on next page
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ers Management Associates. Inc., markets
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Listen to John Shettle. His Eastern Avi

ation & Marine Underwriters, Inc., insures
26,000 privately owned US. aircraft "10
percent of everything that flies." He says
he came to RSP looking for "professional
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ized insurance environment, and a
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bricant manufacturers moving and stor
age operators, equipment dealers public
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ards, they'll get a quote every time.
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mations and mergers, higher man-
agements asked buyers to gain
price advantages usual to econ-
omy-of-scale purchases. They
wanted their buyers to seek unit
cost reductions and to verify auto-
matic extensions of coverage to
newly acquired, unrelated opera-
tions.

When the pace of social inflation
quickened, American companies
were suddenly confronted with
huge unproductive expenses that
threatened profit margins and
upset competitive strategies. Man-
agement, again, turned to their
buyers for solutions, asking that
fixed and variable insurance and
self-funded loss costs related to
casualty burdens be reduced.

Slowly but surely, an accumula-
tion of aggravations produced pro-
found responsibility shifts from
the external broker to the internal

Buyers met the challenges of their gradual
acquisition of decision-making power with
bursts of creativity, which fostered many

of the significant insurance industry
innovations of the past few decades.

buyer, which has had far-reaching
effects on the commercial prop-
erty/casualty business. Buyers met
the challenges of their gradual ac-
quisition of decision-making
power with bursts of creativity,
which fostered many of the signifi-
cant insurance industry innova-
tions of the past few decades.

The long quest for professional
identity bound buyers together in
constructive communication and
fellowship. From the shared expe-
riences of early buyer meetings
grew an important trade associa-
tion, first known as the National

3 4

Insurance Buyers Assn., then as the
American Society of Insurance
Management and now called the
Risk & Insurance Management So-
ciety

These name changes were very
significant, reflecting the evolution
of responsibility from insurance
buyer to insurance manager, and
then from insurance manager to
risk manager.

The associations' names under-
lined the buyers' search for signifi-
cance and acknowledged the
buyer's emerging professionalism
as a manager as one who directs

-

rather than responds. Consecutive
name modifications finally estab-
lished the insurance manager's in-
volvement in all risk decisions, in-
cluding complex evaluations that
preceded insurance choices.

The steady expansion of func-
tions, confirmed by the status
change from insurance buyer to
risk manager, is a conspicuous ex-
ample of American management's
ability to achieve results by broad-
ening and differentiating skills.
What began in the trial and error
of early buyers' on-the-job learn-
ing ultimately became the effective
application of sophisticated risk
theory. Today's risk managers use
valuable analytical processes to
quantify and to qualify risk deci-
sions in ways that promote corpo-
rate achievement and in forms eas-
ily explained to operating and
financial management.

The progression from buyer to
risk manager threatened brokers,
who met unwanted change with

We admire your endurance and 1
stability qualities we emulate ·t
in Underwriting.

*cGE E & CO

SINCE C. 1887 WORLDWIDE INSURANCE COVERAGE FROM
C U)

0 4

UNDERWRmNG MANAGERS SINCE 1887*/TING *>
Four World Trade Center, New York, NY. 10048
Telephone: 212-775-1300 · Telex: 12-9249 · Fax: 212-524-6805

Atlanta · Baltimore · Boston · Chicago · Clifton · Columbus
Dallas· Detroit· Hamilton, Bermuda · Houston · Los Angeles
New Orleans · New York Regional · Philadelphia· Pittsburgh
San Francisco · Seattle· Syracuse · Toronto · Vancouver
Correspondents throughout the world

A STABLE MARKET FOR OCEAN,
INLAND MARINE, PROPERTY AND
RELATED RISKS

+'r

t'

%

0*....aa.0

·e

understandable fear. Provocations
for such psychological reaction re-
lated to sharing knowledge that
was once privileged, to relinquish-
ing access to hierarchy communi-
cation that formerly afforded secu-
rity and to accepting frequent
performance reviews that were
previously rare.

In past decades, brokers main-
tained business through close ties
with top management. Is there any
reason why the broker's inability
to relate directly to top manage-
ment should not have generated in-
security? Long ago, brokers con-
trolled contact between purchases
of insurance and related service
support systems, and the insurers
that provided both. Why should
risk manager probes for insurer in-
formation and interaction not have
disturbed brokers, whose jurisdic-
tion over transactions was once
sacrosanct? Formerly, it was un-
usual for corporations to change
alert brokers who delivered well-
researched quotations. Who can
argue that it was unreasonable to
experience trauma when unfamil-
tar criteria were used to measure
accomplishment?

Brokers' resistance to the meta-
morphosis of the risk manager was
not irrational and disconnected; it
was a legitimate reaction to what
brokers considered objectionable
change. While enlarged risk man-
ager responsibility and authority
engendered broker anxiety, they
also created remarkable adapta-
tions that altered and improved the
way brokers conducted business.
They mostly ordered, but occasion-
ally muddled, adjustments brokers
made to factors that prompted the
vocational advance of risk manag-
ers and altered the U.S. commer-
cial property/casualty distribution
system profoundly.

Small and medium-sized local

broker enterprises dedicated to
serving expanding American en-
terprises were merged and consoli-
dated into large national and re-
gional firms, capable of solving
problems created by economic
growth, insurance price instability
and social inflation. The transfor-
mation of the broker mode from
cottage industry to big business
was as far-reaching as the risk
manager's mutation; in fact, it ex-
actly paralleled the buyer's persis-
tent advance.

Risk managers and brokers
achieved their advancement inde-
pendently, yet the progress of each
was linked to the others, as each
made it possible for the other to
deliver required results. Out of the
conflicts nurtured by change came
necessary cooperation that made it
possible for both to fulfill their wi-
dening obligations to the enter-
prises they served together. Their
harmonized responses to the post-
World War II rapid expansion of
American business illustrate the
efficiency of broker-buyer inter-
actions. ,

By working concurrently they
caused modifications in new and !
old plant and equipment so that
aggregate values, subject to a sin- <
gle loss, were reduced and the
ever-present influence of catastro- ,
phes was limited. Especially close J
collaboration was prompted by the
severe property insurance crisis of
the 19605, which caused the avail-
ability and the price of property
coverage to menace the operating
results ofmany industries.

Concurrent actions of broker,

and buyers won time concessior
from insurers in order to impi
ment improvements in the physr
characteristics of old and

plants. There is clear evid
these common efforts amelir
the aggregate hazards of U
dustry; in fact, the subs
physical improvements, D
during that time of crisis.
to influence the quality e
risks underwritten toda

the relative quantity c
Continued
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stabilize commercial markets, supplement their capac-
ity, broaden terms and conditions as required by the
circumstances, suppress the violence of market cycles,
establish more predictable coverage expense levels and
maintain its own records as to the adequacy or inade-
quacy of premium flows.

Above all, the development of a truly global per-
spective will be both the means and the end to de-
veloping international risk management. Insurance
and reinsurance markets are international links con-

necting the business and affairs of all the world. Those
insurance markets, and the alternative mechanisms
developed to stabilize and enlarge them, have similar
basic characteristics and limitations no matter where

they are located. They also have very localized prob-
lems peculiar to their domestic environment.

Schwartz
Continued from page 50
how a particular decision will af-
feet the insurance system. We need
to discuss policy as much as prece-
dent.

We have seen examples where
these approaches have been sue-

cessful. For example, in the Feld-
man case the Supreme Court of
New Jersey retreated from the
"absolute" liability rule of the Be-
shada case and "limited" it to as-

bestos. Recently, the Supreme

Court of Michigan re-established
the fault principle for design lia-
bility for products. An organiza-
tion called the Product Liability

Advisory Council, located in De-
troit, has and can do "wonders" for
modern "court" tort reform in fil-

ing amicus curiae briefs in key
cases. These briefs can show the

courts proper paths and keep the
tort system from losing a sense of
balance.

The need for legislative action is

In the 1870s, it was

cheaper (from a
defense perspective)
to kill somebody than
to merely injure him.

reduced to the extent that the

courts are responsive to such
briefs. It is also true that as courts
return to a more -incremental" de-

velopment of tort law, the need for
legislative action will be abated.

The new "tort reform" attempts
to re-establish the fault principle,
avoid economic inefficiency and
increase predictability. But it may
not work in a few substantive

areas; in selective situations there
will be movements to abandon the

tort system altogether. There are
certain types of problems for
which there is no "traditional" so-
lution.

An example is where we know
the type of product that injured an
individual, like asbestos, but we do
not know who manufactured that

specific product. On one hand, al-
lowing a plaintiff a claim against a
party who did not manufacture the
product violates a fundamental
principle of justice-one should
only be responsible for harms he or
she causes. On the other hand, dis-
missing the claims of every injured
person against a group of manu-
facturers who were at fault may be
unfair, if the only "glitch" in the
plaintiffs' proof is focused on who
made the product.

Unfortunately, this is not a
problem that can be resolved by
courts; imaginative legislative
thinking is needed.

Another place where non-tradi-
tional approaches are needed is
with respect to vaccines that have
vital benefits, but create certain
known risks. Compensation sys-
tems may be the answer to that sit-
uation.

It is also essential that such sys-
tems are self-contained and do not

permit persons to go back into the
Continued on next page

1

Above all, the development of a
truly global perspective will be

both the means and the end

to developing international
risk management.

The international risk management community of
the future will combine understanding of global and
local markets with an active participation in local af-
fairs to assure that each part of a multinational
enterprise is favorably perceived by its host country
and is protected to the maximum extent possible from
both fortuitous loss and unpredictable insurance
markets. I
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tort system through some hidden
(or open) passage. Finding one's
way back into the tort law out of a
compensation system can wreck
that system. One can see that pro-
cess destroying the integrity of our
workers compensation system in
some states today.

I do not see our country aban-
doning tort law and turning to
total no-fault compensations sys-
tems, such as has been established
in New Zealand. In the United

States, for the foreseeable future,
tort law will have a place. Tort law
can be one of the best incentives

that we have to promote safety:
safe products, safe medical prac-
tices and safe conduct. As long as
tort law stays within principles of
individual responsibility and fault,
it can be a help and not a hin-
drance in our society.

Tort law falters when courts

push it beyond its intended pur-
poses and try to convert it to a
compensation system. Courts may
have seen the light on this issue
and will modify excesses; if they
do not, legislatures reflecting the
public views on the subject will do
it for them. I

Greenberg
Continued from page 56
down beyond a certain percentage.
I hear no complaints by those in
the regulatory systenn regarding
rate decreases. The silence is deaf-

ening and this silence will add to
the woes of the industry.

The biggest crisis that this in-
dustry has to confront is itself and
how it is going to regulate itself in
a way that will provide society and
business in this country with rea-
sonable prices that are consistent
with profit for the industry. Sue-
cessful self-regulation must take
place, enabling the industry to
continue to serve the society while
stopping the unpredictable roller-
coaster pricing that is the result of
a behavior pattern that is in-
herently bizarre.

The insurance industry can live
with any system, but it has to price
for the system society selects.
However, everybody has to assume
some part of the payment. The in-
surance industry is an interme-
diary and can not be expected to
cover the expenses by itself.

Reform is beginning and, al-
though still in the infant stages,
the future will bring about its de-
velopment. Similarly, new prod-
ucts will continue to be born as the

insurance industry responds to the
needs that accompany modern
technological advancement.

There will be a crisis in the com-

ing years, but from this crisis there
will come solutions. I am not pessi-
mistie that we will not survive; a

great many won't, but a great
many will. I

COX
Continued from page 57

they will lose sight of their pur-
pose and, as a result, different
companies will evolve. Fiduciary

responsibility to public sharehold-
ers is different than to present
shareholders, and it can be ex-
pected that these companies will
over time lose their original heri-
tage.

Some will be liquidated because
they are no longer needed. A viable
alternative will be created that

will be superior to the company
created as an interim solution.

Finally, there will remain com-

panies that will be part of the ac-
cepted worldwide insurance mar-

ketplace. They will be permanently
established.

When looking back in the year
2007, most of the leadership of the
industry will recognize and accept
these facilities and remember not

from whence they came. A student

of history will recognize and re-
member that the only really new
thing in the insurance industry is
us, the people, as we pass through
it in time.

Denning
Continued from page 50
detect patterns that Dould lead to
an opportunity for r€ duced losses.
Of course, the old problem of
workers who have atnormal num-

bers of losses is controlled by the
requirement that all workers carry
a permanent I.D. card which,
among other things: maintains a
complete report of :11 chargeable
accidents.

Settlement of cases is a very dif-
ferent process than the "lottery"
system of 20 years ago, which in-
volved litigation in front of unpre-
dictable juries. Tom's attorney
provides the court with a struc-
tured data base of an the evidence

and facts for the company's posi-

tion. Legal theories as well as fac-
tual information are included. The

court uses its computer (LEM, or
Litigation Equity and Manage-
ment) to carefully review both po-
sitions. If a compromise is logically
available, LEM will find it. If not,
it will seek answers to the few

questions that are open. If needed,
a focused trial on these few points
will occur. The process, because of
its speed and limited reliance on
juries, produces far more consis-

tent and fair results. Many cases
are settled with no human inter-

vention.

Tom checked the last of the gra-
phical projections developed and
glanced at his watch-1:45 p.m.

"Whew," he sighed leaning back
in his chair awaiting Mr. Big. Sur-
veying the room he suddenly rea-
lized that there were no other

chairs. Being the only human in the
department, he had not given any
thought to the chairs being re-
cently removed for new uphol-

YOURJOBIS-ID
FIND THE BEST

HEALTH CARE VALUE
AVAILABLE

PRIVATE HEAIIHCARE
SYSTEMS MAKES

rrEASY

stery.

Well, he would simply have to
conduct the meeting standing
up-an efficiency style needed in
the 1980s when risk management
departments of eight to 10 people
were common and people effi-
cieney a concern. •

Jackson

Continued from page 64
There have been justifiable criti-

cisms that the London market has

been slow in issuing policy docu-
mentation which, unfortunately, is
inevitable when so many un-
derwriters are involved on a given
account. Policy preparation must
be improved. A further inevitable
consequence of paper movement
improvements is that changes are
needed in the flow of money, both
premiums and claims. In this day
and age, it makes no sense for it to
take so long for premiums to reach
underwriters. Likewise, claims

payments must be speeded up.
Lloyd's has a very good and

hard-earned reputation for the
reasonable way in which claims
are considered by underwriters.
Over many years, London has
earned a reputation for being a
good place to insure or reinsure
due to its generally pragmatic and
not overly pedantic approach to
claims.

If the London market is to con-

tinue to be able to play a major
role in the underwriting of com-
mercial insurance wherever the

business may originate, we must
make the most of its unique
strengths. London, with Lloyd's
and some strong company markets
surrounding it, has a first-class
reputation as far as the security
behind the insurance policy is con-
cerned.

While insurance companies have
been going out of business with in-
creasing frequency in North

Continued on nezt page

18 of the nation's leading group insurance carriers have
developed Private Healthcare Systems (PHCS) to bring you
the highest quality care at a price your company can afford.

In less than two years PHCS will have established PPOs in forty
markets. We're constantly proving our capacity to make things
happen in health care. And now we offer you this superior new
system to manage your companys health care objectives.

Taken together, these 18 PHCS carriers would be equivalent to
the fourth largest commercial carrier in the nation, representing
over eleven million subscribers. And we're still growing.

How have we distinguished ourselves so strongly from the
competition?

A ioint achievement of Benefit Trust Life Insurance Company. Business Men's Assurance Company of America, CNA Insurance Companies.
Great-West Life Assurance Company, The Guardian Life Insurance Company of America, lefferson-Pilot Life Insurance Company, MONY Financial Services,

Time Insurance Company, Washington National Insurance Company and Western Life Insurance Company

1
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HANGE. Woven into the fabricof society, it serves as a cata-
lyst for the development and pro-

liferation of new products, materi-
als, manufacturing techniques, etc.
Such change impacts every aspect
of industrial and commercial en-

terprise, bringing with it new chal-
lenges in property loss control.

The effectiveness of property loss
control within such a dynamic en-

vironment is directly related to the

In 1920,a small groupofcontractors
decided to take responsibility for insuring
their projects into their own hands.
Because of the mutual trust and respect
among them, allit took was a handshake
to guarantee the job.

Commercial insurance is consid-

erably more complicated today But at
Industrial Indemnity, thanks to a strong
relationship through the years with a
select group of independent agents and
brokers, some things have remained
the same.

Like the spirit of innovation and
leadership that motivated company
founders to fmd new and more cost-

effective means of managing their own
insurance. Their 'net cost approach" for
risk management was developed more
than 50 years ago. A continuing team
effort with agents and brokers allows
this same approach to control costs for
thousands of policyholders today

Todayt Innovations.
That same spirit of innovation is

evident today as Industrial is recognized
not only as the leading insurer of workers
compensation in the West, but as one

Loss control ready for challenges ahead
By John J. Carey ability to meet changing customer

requirements on a consistent basis.
The basic objectives-to minimize
property loss and to provide ser-
vice at a reasonable cost-remain

constant, but the manner in which
these objectives are achieved is
changing dramatically.

Traditionally, the insurance
buyer has been asked to conform to
existing loss control technology.
Occupancies have been viewed in
the light of how they burned, with
little emphasis placed on the spe-

cific commodity, its value and da-
mageability. This approach
worked effectively when fewer and
more-basic commodities were the

norm.

The proliferation of new and in-
creasingly complex hazards, how-
ever, calls for a different approach.
It is a customer-driven approach
tailored to satisfying specific re-
quirements. Goals are established
and, where necessary, equipment is

developed to meet them. Occupan-
cies that could generally be pro-

tected in the same manner, may, in

fact, be protected differently, if the
customers identify different levels
of "tolerable" fire damage.

An example of how this process
works is the approach to high-
challenge warehouse occupancies.
Looking at the problem from the
traditional approach, the best that
usually could be expected for such
occupancies was that conventional
sprinklers would contain the fire
within a given area until the ar-
rival of the fire department. When

The insurance company that started business on a handshake and a promise, is one of the most trusted 
names in commercial insurance today.

1

. .¥1

of the largest property and casualty
commercial companies as well.

Industrial continues to earn its well-

deserved reputation for leadership with
specialized services such as its exclusive
Medical Cost Containment program,

which helps control workers compensa-
tion claims and lower net costs. Special
Risk Control services apply up-to-the-
minute technology in the prevention of
injuries andproperty/liability losses.And
cost-effective Rehabilitation plans help
people recover to their fullest potential.

All of Industrial's distinctive pro-
grams and services are continually
evaluated based on their effectiveness in
controlling costs and deliveringcustomer
satisfaction.

Tomorrowk Innovations.

Industrial Indemnity has one
continuing goal-to be"the best"in
commercial insurance. 2700 dedicated
professionals are committed to making
this goal a reality.

Finding new ways to manage risks
at lower costs is still the commitment

Industrial makes to its agents, brokers
and policyholders. Industrial has learned
the way to earn and keep the trust and
respect ofindependent agents and brokers
is through consistent, outstanding per-
formance.Today, at Industrial Indemnity,
you can still count on our handshake
to guarantee the job.

Industrial Indemnitv

41

f

e

approached from the customer
needs perspective, however, the
goal became not simply contain-
ment, but rather minimization of

water damage, fire extinguishment
and system affordability.

The early suppression-fast re-
sponse (ESFR) sprinkler addresses
all these needs. Nearing produc-
tion, this sprinkler head will revo-
lutionize property protection for
high-challenge fires. This does not
mean, however, that work on more

effective sprinkler technology is
complete. On the contrary, due to
the changing nature of the hazards
customers seek to protect, research
into new applications and modifi-
cations of this technology con-
tinues.

Another important aspect of
managing change within our in-
dustry is the ability to learn as
much as possible about the product
and occupancy to be protected.
Until recently, the main diagnostic
tool was the full-scale fire test.

Again, using a warehouse as an ex-
ample, storage conditions would be

Mr. Carey

duplicated and the specific com-
modity under study would be

burned. Technology simply did not
exist to accurately predict with
small-scale testing the burning
characteristics of most products
stored under warehouse condi-

tions.

While full-scale testing provides
accurate data for an individual

commodity, it is expensive. Conse-

quently, there has been a tendency
to apply test results to an entire
commodity group. However, stor-
age commodities within a given
group are becoming increasingly
diverse and it is not unusual for the

different types to evince a variety
of hazards.

The dilemma? The cost to con-

duet full-scale tests on each type of
a given commodity is prohibitive,
yet, in order to satisfy customer
needs, accurate information on
each type is needed.

The dilemma was solved in our

approach to aerosols and electrical
cables.

In the case of the latter, the
major problem to be overcome was

the existence of literally thousands
of types of cable construction. To
run full-scale fire tests on each

would be too time-consuming and ·
costly. The solution? Factory Mu-
tual System scientists developed a
scientifically sound, low-cost,

small-scale testing procedure that
Continued on page 78

John J. Carey is president and
chief executive officer of Attendale
Mutual Insurance Co. in Johnston,

R.I. Allendale is the largest mem-
ber of the Factory Mutual System,
which is known for its contribu-
tions to and advancements of Prop-
erty loss prevention.



Whyemployee benefits
have become

a corporate headache.
Employee Benefits: More complicated than ever.

Today there is a whole range of Employee Benefit options. Life
Insurance. Disability Protection and Traditional Medical Coverage.
HMO, PPO, etc. Each entails a different system of costs, a different sef of
regulations. All ofwhich leaves>nu with quite a challenge· ho*to meet
your emplo>ee expectations of better coverage without forgetting your
management's need ro hold down costs.
Papenvork: The sheer volume is staggering.

With so many different Benefit Plans in
operation, more and more clerical work falls
on the employer. At today's cost, no Benefits
Manager should have to accept this burden
alone.

New HMOs: Over 600 now in existence.

Obviously, not all ofthese 600 HMOs
are managed or staffed well enough to
meet all your needs. Some will find them-
selves overextended by unpredicted work
loads and payments The wise Benefits
Manager must beware.

What a company
called EQUICOR
is doing about it.

EQUICOR: A company with a vision.

EOUICOR was created by The Equitable Life Assurance Society and
Hospital Corporation ofAmerica. No meeting of minds was ever more pur-
poseful: to be the most innovative md trusted name in employee benefits.
One Source: A better option for employee benefits.

The headache ofdealing with multiple carriers comes to an end when
your benefits company is EQUICOR.
EQUICOR offers a complete system of em-
ployee benefits. Life. Disability. Traditional
Medical Coverage. HMO. PPO. Each compo-
neni of the EQUICOR system provides cover-
age of the highest quality. EQUICOR provides
the most comprehensive service available to
your company. With EQU]COR as your single
source for benefits, you are freed from costly
and time-consuming detail work. This en-
ables vou to do your job better, to perform
your duties more,effectively.

The EQUICOR Solution:
It benefits you and your employees.
We have options to fit any and all of the
benefits needs ofyour employees. And
EQUlCOR can benefit your bottom line.
The old way wasted your company's earn-
ings and your employees' wages. And that
was a headache.

-
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EQUITABLE HCA CORPORATION

©EQUICOR 1987 Benefits Professionals to America's Healthiest Companies.
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Regulation will follow its own cycles
record in simpler financial busin-

By Richard E. Stewart esses Can we look to the state # 537=C' iM bring the feds in
So the future of insurance regu-

guaranty funds or post-assessment
9.- lation is not bright, except for one

r|HE REGULATION of prop- rightsp Not for this kind of money thing In this great pluralistic so-
1 erty/casualty insurance, like So we come back to the big ciety, we tend not to follow to logi-
the regulation of other Industries choice for the states Will they em- cal conclusions, especially where
affected with the public interest, is brace the inevitable and live with - they are silly enough Insurance lS
mainly reactive The regulators the vicissitudes of an Industry a fine example
may from time to time initiate pro- shaking out a lot of excess and un- So eventually the state commis-
grams, but usually, even in the stable capacity in order to attain Richard E. sioners and legislators will opt for
programs, they are responding to stability in the long run? That i Stewart, chair- competition and innovation Theysomething happening in the regu- takes a lot of patience and a lot of 42 3 man, Stewart will do so not because they are vi-
lated industry That is not bad, it is political staying power Or will the :

.'i sionaries or heroes but because
Just a fact

Economics
states take a protectionist or pa-

What insurance regulation is rental attitude to protect the in- 1 (Photo Amie Adler) nothing else will work They will
dare to get federal help where they

reacting to now is competition- dustry from itself? We may laugh need it, on such matters as pre-
within the business, from outside at that alternative, but government choice more stari than in insur- ble forced competition and mo- empting atavistic rate regulation
providers and from traditional has done just that, over and over in ance Nowhere is it more in the nopolistic regulation The states Thus, they will go on and do the
customers The state commission- many industries, feeling superior hands of government And how un- may end up with futile and servile job of insurance regulation about
ers may see it as a jurisdictional to the sellers it serves, a small fee prepared government is The feds regulation adopted only to keep as well and badly as before But
tussle with the federal government, for the protected sellers know only that they want the best the feds out, and eventually em- most important, they will be going
but it is less than an open ques- Nowhere in our economy is this of all worlds, however irresponsi- barrassing everyone enough to in the right direction .

tion as to, ow regulation, any
lurisdicBon's regulation, will deal
with competition

We can break down the competi-
tion question into three regulatory
questions First, do we as a society
wad price competltlon 1 1nsur-
ance? Second, are we able to deal

with problems of the casualty busi- PACIFIC MUTUAL BELIEVES
ness that dominates insurance and

the competition within lt Third,
can regulation handle the chal-
lenges for solvency regulation that THERE'S NO SUCH THING
follow from competition and ca-
sualty dominance?

As to federal regulation rather
than state, replacement of state by ASA SMALL LIFE.
federal regulation is rather remote
unless the -states mess things up
entirely, which lS also rather re-
mote The serious, practical 24*1
choices for both state and federal

students of the business have to do

with competition, casualty and sol-
vency On that, times have changed j , 15'*4 :.44
a lot in the last 15 years 'ZI

On competition, generally, the f 4F -45-./

die is cast In personal insurance, 4 6
.

Ivlders pThatvihll tshuerellysabi
.

t

, j brx'. i , le p
lize competitive swings Personal , l,

insurance is now more sophisti- A .1 -, S
cated than commercial when it

comes to efficient delivery and ser-
1

1

l
-l

vice, but that has not always been tr

so and need not be so always t

1 1•/r
In commercial lines, competi-

tion, efficiency and dependability 
are the objects of all the innovation
in risk management, financing and
the unbundling of services during */

the past 15 years A squeeze on -
4 -4* x

overheads follows here as any- ..21. 57,
' X. , 4 &, " li. t

where price mysteries dissolve A R
.

4

few decades of turmoil are ahead
Sk ./

in commercial lines on the way to 11+ 1
the certain destination

Regulation is often driven by ht -'frA <1
personal insurance changes, but
let's consider how it is apt to react
fo changes in the commercial and Small Lives Need Big Protection. All PPO sw ing plans offer the a lower co-insurance percentage Bothidustrial market

One thing is for sure Regulation The big advantages of FPOs, like benefits your clients are seeking, like plans also include hospital and out-
1 go more and more to protect- low cost and flexibility, have managed lower monthly premiums, reduced phy- patient surgery "pre-certification" pro-

nsurer solvency and to mini- to elude the small life market-until mcian and hospital fees, and, of course, visions, prescriptiondrug caid coverage,
- the effects of insolvency

now Pacific Mutual has alwayi believed flexibilitk to choose a plan-approved and a minimum of $10,000 group lifev, the greatest regulatory
1 the smallest insolven- there's no such thmgasasmalillfe And nealth care provicer or a doctor of the and AD&D insurance per employee

, they have the largest every company, no matter how small, employee's choice If you'd like to learn more about
departments grown needs-and deserves-affordable pro- Pacific Mutual's low cost PPO swing
eaker? No, the prob-

tective coverage That's why Pacific Pacific Mutual's PPO Payswn larger and quite options for the smalilife market, contact
lful detection If we Mutual offers not one, but bur, PPO a Higher Percent When a a Pacific Mutual MET representative

the traditionally swing plans for businesses with 2 to Plan-Approved Doctor Is Used. today at 1-800-854-8028 In southern
,spiration, can we 34 employees

Not with their
All PPO sv. ing plans deliver California call 1-800-854-7434 In

superior medical protection at the northern California calll-800-872-9200
At Last, Big PPO lowest possible cost After satisfying a And remember at Pacific Mutual

is chazrman Advantages Thilor-made
n New York,

small deductible, PPO 1 pays 80 pement there's no such thing as a small life
for Small Businesses... while PPO H pays 90 percent of all

altzzng zn
This means that you can now offer charges for basic rr edical service from Discover the Powerofthe Pacific.was New

surance your small business clients aU the an approped prov_der The Star Care
dent of benefits of PPO protection Pacific Plus plans will pay 90 percent or 100
urance

9 also Mutual's PPO swing plans let you percent of these charges and waive the fe
deliver the highest qiality health care deductible as well If medical servicesenzor

er at protection available at surprisingly are pmvided by an .inapproved provider, PACIFIC MUTUAL
'ing low prices employees still rec:lve benefits but at Member Pacific Financial Companies
rTe-

nce
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William Blick

of The Allen

Group Inc.
(Photo: David Lubarsky)

31,

Hartford Fire International

keeps getting bigger
for one simple reason:

to serve you better.

Risk managers' views integral
in drafting future policy forms

By William Blick Jr.

T)URING THE LAST 20 years
JU corporate risk managers have
become more involved than ever

before in the creation and modifi-

cation of insurance policy forms. In
this effort they, individually and as
a group, have and still are com-
municating with a wide variety of
people and organizations well be-
yond the confines of their own
company or their own insurer.

It is now relatively commonplace
to hear risk managers testifying
before committees of Congress,
state legislatures and insurance
commissioners, as well as partici-

The bigger we are in overseas
coverages, the better we're
able to serve you and your
clients. That's why Hartford

: Fire International recently
boosted its available property

capacity to $25 million.
HFI can provide your

multinational clients with a
complete line of primary property/

casualty coverages. Property Lines. Workers' Comp.
General Liability. Auto Liability We can also provide
Umbrella and Excess coverages.

We're ready to serve you now. Contact James Leber or
Brian Murphy at Hartford Fire International, Hartford
Plaza, Hartford CT 06115. (203) 547-3030. In the Chicago
area, call Ed Kist at (312) 346-3000. Or mail the coupon
today and we'll be happy to send you additional
information.

At Hartford Fire International,you'll get overseas
service that makes a world of dif- Ih /¥2
ference. The Hartford Difference. Ip \15/

pating in committees and advisory
groups that work with insurers' or-
ganizations, like the Insurance
Services Office, responsible for
modification of insurance contract

coverages and/or policy wordings.
This expanded activity by those
accountable for protection of cor-
porate assets has resulted in a
greater awareness of the risk that
may-or may not-be covered by a
particular insurance policy.

The complex business of insuring
against loss usually encompasses
many people, organizations and
written documents. The "ultimate"

insurance contract is one that

clearly defines exactly what losses
are transferred frorn one party to

fit

Mail to: James Leber, Vice President, Hartford Fire International, Hartford Plaza,
Hartford, CT 06115

, , IE Yes, rush me information on HFI's growing worldwide
capabilities.

[: Better vet, hawa specialist call me directly at: (

Narne

Agency

Addiew

Cil,·'St.tle'Zip

Bu.ine.. phone

i When you need us most, we're at our best.
THE HARTFORD
The Insurance People of ITT

another for a defined amount of

premium. The problem is that our
English language used in this
transfer process may be subject to
different interpretations of the
policy's words and phrases by each
of the people completing the trans-
action.

Thus, the modern risk manager
must be vitally concerned with not
only the grants of coverage he or
she purchases, but the words and
phrases used to define this protee-
tion. As a group, their collective
input is now being sought in ad-
vance by those responsible for pol-
icy development, and this is true
particularly when any reduction of
traditionally accepted coverage is
contemplated. A clearer under-
standing of the perceived reasons
for making major changes in policy
language can help to avoid creat-
ing almost automatic adversarial
positions when grants of coverage
and/or wording are substantially
modified.

For example, in the mid-'6Os the
insurance industry adopted a new
comprehensive general liability
policy without any appreciable
input from the buyers of insurance.
In response to this major change in «
liability coverage, the American
Society of Insurance Management
-the predecessor to the Risk & In-
surance Management Society-au-
thorized a line-by-line review and
analysis of the new policy form. In
addition to this review, ASIM's
committee included certain sug-
gestions regarding coverage exten-
sions that buyers could request

no diminution of the coverage pro-
vided by the former CGL policy.
Thus, for the first time, informa-
tion specifically addressed to risk
managers' needs was widely disse- '
minated to the purchasers of com-
mercial insurance.

Over the next two decades many
of these same recommended cover-

age extensions became universally
accepted and were included in
most specifications provided to the
insurer at the time of renewal and

also for competitive quotations.
Risk managers started to exert a
profound effect on the insurance
contracts generally in use.

Another incident occurred in the

mid-'70s when ISO attempted to
exclude all pollution coverage
from the standard CGL policy.
Again, if risk managers were con-
sulted in advance on ISO's pro-
posal, they would have reacted
strongly to this reduction of cover-
age and perhaps their advano
input would have changed the fins
result. It was generally believed !
most professional insurance bu·
that all parties involved i
purchase of liability insura·
derstood what "sudden r

dental" pollution meant.
the plaintiff's bar and
system, pleading the '
ciety, gradually erod,
dental" pollution r
vided by insura

pollution losses s
vered by judicial ;

At the time,

general believe
f

William
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of the
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TRUCKING

LIABILITY

Is hicking Your Liability?
Calll-(800) 521-5059

RILEY & FLEMING

Adjusters Ltd.
ucking Specialists

We're The Logical Claims Alternative
for Self-Insured Aicking Companies

and Insurers.

Comprehensive Services

·24 HOUREMERGENCY

SERVICES - CALL TOLL
FREE

· CLAIMS INVESTIGATIONS

·SPILL CLEAN-UP
SERVICES

• ACCIDENT

RECONSTRUCTION

· PHYSICAL DAMAGE

APPRAISALS

• WORKERS'

COMPENSATION

· GENERAL LIABILITY

· SIR AUDITING

•SPECIAL SERVICES

MEMBER FAX (215) 891-0957
9 P.O. BOX 999, MEDIA, PA 19063 USA

Serving the Tfucking Industry for over a quarter of a Century

*PA*NJ* DE * MD * FL

ser·vice

Insurance needs fine-tuning
as risk-transfer mechanism
By Eugene R. Anderson

'I'ttZ::OSE of insurance is
Insurance traditionally has pro-

vided a service that has been es-

sential to the development, and is
vital to the continuation, of our in-
dustrial economy. Businesses, gov-
ernments and charities need insur-

ance to mitigate unexpected losses.
Persons who have suffered injuries
and owners of property that has
been damaged all look to insurance
as a source of needed funds from

which to recover their damages.
But can we continue to rely on

insurance? Is insurance now, and
in 20 years will insurance be, a vi-
able risk transfer mechanism? It

certainly is in dire need of repair.
Toxic tort litigation and insurance
coverage litigation present excel-
lent examples of the current pa-
thology

• Item: Out of every premium
dollar that we pay to property/ca-
sualty insurance companies to buy
protection against bodily injury,
fully 75 cents goes to lawyers and
insurance companies; only 25 cents
or less goes to injured persons.
While the tort/insurance system
supports the American legal pro-

Support: the kind of action

that is provided as a part of
our day-to-day activity
-a contribution to the

function and satisfaction

of the clients
, CORPOP.

4*0
we serve fl)0%

REC ..4 /9./T- T936
n ss#yeSS

Expertse · Stability · Service

THE REINSURANCE CORPORATION
OF NEW YORK

80 MAIDEN LANE, NEW YORK, N.Y. 10038 · (212) 363-4440

Chicago · Los Angeles · London

Session (defense lawlers, too) and a
huge insurance indi stir, it fails to
channel the majcr pcit.on of its
benefits to the "r.al" intended

beneficiaries of the sys:em.
• Item: The curren tort/insur-

ance system reprefents: in .arge
measure, a "double paj" appriach
That is, mcst of the injured persons
who "win" in court already have
received medical care End inecme

replacement from one ir more of
our numerous employment-related
or government-sponsored health
care and income cortiruation pro-
grams. This country does take care
of the sick, sore, lame and dis-
abled-including tort victims-in
one way or another, however im-
perfectly.

• Item: Everyone blames some-
one else for the disastrous state of

the tort/insurance system; but no
one bothers to look in a mirror.

8,00' Lawyers blame the insur-
ance companies for reaping exor-
bitant hidden profits. These law-
yers do not acknowledge that the
legal profession takes twice as
much out of the tort/dnsurance sys-
tem as either the insurance com-

panies or the intended benefi-
ciaries of the system.

V Insurance companies blame
clever lawyers and "do-gooder"
judges for expansive coverag€ de-
cisions These insurance companies
do not acknowledge that more than
90% of the insurance coverage
cases involve one insurance corn-

pany fighting another.
7 The major role played by

the insurance industry in creating
the present tort liability system is a
little known chapter in our legal
history The bigger the tort system,
the bigger the premiums, the big-
ger the profits.

• Item: The continued power
and prestige of the judiciary de-
pends upon the maintenance of the
tort/insurance system. under
which judges have the power to tell
us how to. among many other
things, design cars, manage busin-
esses and coach football. Doctors

might see a rapid end to the medi-
cal malpractice crisis if judges'
rulings and opinions were subject
to the same liability risks as those
imposed upon the physicians by
judges.

• Item: With the advent of the

late, lamented hard market and
claims-made policies. the primary
property/casualty insurance com-
panies in the United States have
abandoned risk taking in favor of
money recycling. Since insurers
are out of the risk transfer busi-

ness, why not let banks-experts at
money recycling-into the insur-
ance business?

• Item: The legal industry, to-
gether with the property/casualty

Eugene R.
Anderson,

partner,
Anderson

Russell Kill

& Olick.

insLrance industry (i.e., the tort/
ins.rance system), have more sig-
niffcance in our country's eco-
nom:c life in terms of gross na-
tional product than the American

autemobile industry. Neither in-
suraice companies nor lawyers
have any economic motive to make
meaningful changes in the tort/in-
sur:r.ce system.

• Item: The death, disaster, dis-
abilisy disease and destruction
busir:€Es (i.e., the tort/insurance
system) has acquired the mystique
of a religion and a concomitant
exemption from the operation of
normal economic rules. Lawyers
talk about retaining "rights" and
insurance executives speak of the
"vital public service" performed
by ksbrance. Both are correct-
until orie examines the costs.

• Item: The societal cost of the

uneconomic tort/insurance system
is even more diffused than taxes;
it causes no one group any sharp
pain, nor is there one consumer
grouT that critically examines the
costs of the system in its entirety.
In contrast, the actual benefi-
ciaries of the systenn (the lawyers
and che insurance companies) have
a dired and immediate, joint and
several interest in preserving the
system's status quo.

Millions of people depend for
their livelihood upon a system that
is errat: c and redundant, and one
which heaps most of its rewards on
middlemen.

There are more troubled times

aheai The legal profession has at-
tracted the "brightest and best"
and now must feed them. The in-

surance industry's continuing re-
treat from the business of insur-

ance will inspire judges, lawyers
and regulators to find new ways of
making the 'deep pockets" stay
deep and relatively full. Toxic tort
litigation will slow down, but will
remain with us for another genera-
tion. Insurance coverage litigation
and its stepchild, insurer insol-
vency, will flourish for a few more
years.

Hopeless? No. But the correc-
tions will be difficult to make and

will be a long time coming. The
system will, ultimately, right itself
because the purpose of the insur-
ance is to insure. •

Eugene R. Anderson, a partner
with Anderson Russell Kill & Olick

in New York, has represented poli-
cyholders in numerous coverage
disputes with insurers, induding
Keene Corp. in the historic Keene
vs. Insurance Co. of North America

litigation. He also is an outspoken
critic of the insurance industry's
effort to adopt claims-made policy
forms for general liability insur-
ance.
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Reciprocals are viable alternative
By A. Grant Whitney

Tr VEN THOUGH reciprocal ex-
Ill changes have been in existence
for many years, they are still the

4 least known and utilized of all
forms of insurance companies.
However, as of late, much has hap-
pened that indicates this picture is
changing.

Due to the many problems that
developed during -.he three-year
period from 1983 to 1985, losses of
property/casualty insurance corn-
panies totaled in excess of $50
billion, causing many property/ca-
sualty insurers to b€come insolvent

and many others to be on the verge
of insolven'cy.

Risk managers, confronted with
this difficult period, found it al-

most impossible iT some lines to

secure the proper amount of insur-
ance to protect not only the assets
of their organizations but liability
insurance sufficient to offset the

large and constantly increasing
verdicts handed down in the U.S.

courts.

This situation literally forced
risk managers to immediately
search for other means of securing
the coverage they must have to
properly protect their organiza-
tions.

Many organizations established
offshore captive insurance com-
panies in Bermuda, the Cayman Is-
lands or the like, believing that
this was the answer to their prob-
lems.

However, it hasn't proven itself
to be so, and many offshore com-
panies are now moving back to the

MANAGEMENT,
WHO KNOWS THE TERRAIN.

To find out how RISC makes managing your
risks easier and more cost-effective, contact

your agent or broker, or call RISC at
(212) 553-3377. Or write us at:

RISC, 150 William Street, New York. NY 10038.

If you manage risk. you need RISC.
RE
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Reciprocals are
an alternative to

stock and mutual

insurers for groups

considering captives.

United States.

In the meantime, the Risk Reten-

tion Act was approved by Con-
gress, with both the House and the
Senate casting an almost unani-
mous vote for its passage.

This law permits and encourages
corporations of like kind to band
together and form a captive com-
pany-with such a captive insurer
in reality being a reciprocal-to

properly insure their needs for the
future.

Already, many organizations of
like kind have taken advantage of
this law. And, as these prove sue-
cessful in their development, many
more will be formed.

Another plus for establishing
such a company is that it only
needs to be licensed in one state

and may operate in all 50. This
gives great latitude for buyers to
turn to this type of organization
instead of confronting the possibil-
ity of another period where the
property/casualty insurance indus-

try might relive a 1983-1985 for-
ay.

What truly is a reciprocal ex-
change? A reciprocal has two dis-
tinct parts:

• An unincorporated association

made up of its members or sub-
scribers.

• An attorney-in-fact, usually a
corporation that manages the in-
surance and business affairs of the

association.

Reciprocals are like captives in
many ways, for the subscribers re-
ceive all the benefits and take all

the risks, with every subscriber of
the reciprocal being an insurer of
every other subscriber. But a recip-
rocal, unlike a mutual insurer, per-
mits segregation of accounts in-

stead of a pooling of accounts in a
general fund. Thus, the big differ-
ence between reciprocal and stock/

mutual captives is the several-not
joint-liability of its members for
losses.

The prime requisites of a recip-
rocal exchange are a multiple-cor-
porate setup and a spread of risks.
An organization consisting of mul-
tiple subsidiary corporations with
a single parent would not be able
to use a captive reciprocal. Recip-
rocal exchanges are not corpora-
tions, but unincorporated associa-
tions.

It would go against the intent of
reciprocal legislation for an asso-
ciation's members to have a com-

mon parent.
Under the purest form, individ-

ual profit and loss accounts are
kept for each member. Each is cre-
dited with its premium contribu-
tion and share of investment in-

come. Each is charged its assess-
ments and share of management
fees, reinsurance costs, operating
expenses and losses. When a mem-
ber withdraws, the balance of his
account is refunded.

This separation of accounts is
one of the fundamental differences

between a reciprocal and stock or
mutual group captives.

Naturally, the success of a recip-
rocal depends on its attorney-in-
fact, which would have little to

lose if the reciprocal fails through
having accepted poor business,
Therefore, the attorney-in-fact
must be chosen carefully.

Reciprocals, even though they
are the least known form of insur-

ance companies, are an alternative
to stock and mutual insurers for

associations or groups considering
captives. If properly organized and

well-operated, they will be a suc-
cessful and profitable organiza-
tion.

Therefore, I would place my vote
on a long continuing future for re-
ciprocal insurance. I believe it is in
its infancy. I

A. Grant Whitney is executive vp
of Belk Stores Insurance Recipro-
cal in Charlotte, N.C., which he
founded in 1950. He also estab-
lished Archdate Mutual Insurance

Co. in 1963. He has served as presi-
dent of the Risk & Insurance Man-
agement Society, chairman Of the
National Assn. of Independent In-
surers and president of the Captive
Insurance Companies Assn.
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Problem solvers will excel in future
By Warren G. Brockmeier

IAE- attIomobiles by oiinsein
the rear-view mirror. While that is

not very practical, it's still a good
idea once in a while to check where

you have been, where you are at
and where you are going.

Twenty years ago the major
thrust of the risk management con-
sulting profession was in the con-
duet of insurance program audits,
with their virtue being the inde-
pendence and objectivity that the
consultant brought to the audit. A
secondary but still important func-
tion was the drafting of specifica-
tions and evaluation of competing
proposals for insurance coverage.

These functions still exist, but to
a significant extent they have been
eclipsed by other services.

Consultants must be responsive
to the needs of their clients. Those

needs have grown and evolved
through the years. Today they in-
clude consultation on risk manage-
ment administrative procedures,
design of risk management infor-
mation systems, consultation on
risk financing alternatives, assis-
tance in the formation of limited-

purpose insurance companies and
a variety of other risk pooling de-
vices, actuarial services for loss
projections, reserve evaluation,
cost allocation, claim audits and
numerous other specialized ser-
vices.

From this base of varied and di-

verse services, involving a team of
specialists, the future of risk man-
agement consulting will again
track with client needs. Those ser-

vices in demand will probably in-
clude:

• Research, information collec-
tion and data analysis.

We live today in an information
society. Computers, software and
communication technology sur-
round us. However, insurance
companies and the insurance bro-
kerage firms have not generally
made data from their files avail-

able to the insurance-buying pub-
lic.

The need for data for intelligent
decision making has already been
met to some degree by consultants,
who have published surveys, news-
letters and other information of

value, and have compiled proprie-
tary data bases. This activity will
increase, and available informa-
tion will be augmented by the
mandatory release of loss experi-
ence by insurers under state regu-
lations in a number of jurisdic-
tions, giving policyholders the
right to information on their ac-
counts.

Merely having this data will be
futile, unless it is intelligently pro-
cessed, interpreted and the results
applied in a meaningful way. Con-
sultants will play a major role in
the development of better informa-
tion sources in the future.

• Designing for flexibility.
The last 20 years were largely an

era of corporate growth and diver-
sification, with words and phrases
like "conglomerate," "advantage
of scale" and "centralized control"

the popular buzzwords.
The recent past has seen a new

trend with new buzzwords like

Warren G. Brockmeier is up for
the risk management consulting
practice in the Chicago office of
The Wyatt Co. Mr. Brockmeier,
whose consulting and risk manage-
ment caTeeT spans 39 years, pion-
eered Wyatt's survey of directors
rind officers liability claims erperi-
ence and the D&0 insurance mar-

ket in 1973. Most recently, he was
the consultant to the formation of
Bankers Insurance Co. Ltd. in Ber-
muda.

.

The window of opportunity to create new and
innovative group liability programs has just

opened. Consultants will have to be equipped to
aid in their birth and development and help in the
diagnosis and treatment of those that are ailing.

"break-up," "spin-off" and "le-
veraged buyout.- There is ample
evidence that r.gid structures
with strong cent.al control over
diverse operations are no longer in
vogue.

The corporation of the future
will look for maximum flexibility
in its risk management programs
and their administration. Individ-

ual profit centers will be given

greater autonomy in the develop-
ment of portable and self-suffi-
cient programs of insurance,
claims control and loss prevention.
Multiple broker relationships and
reduced central staff will be the

norm, so consultants will increas-
ingly be called upon to play a
major role in the development of
flexible and decentralized pro-
grams.

0 Involvement in development
and implementation of risk reten-
tion groups and group purchasing
plans.

The window of opportunity to
create new and innovative group
liability programs has just opened.
Consultants will have to be

equipped to aid in their birth and
development, help in the diagnosis
and treatment of those that are ail-

ing and provide such services as
claim audits, loss prevention and
educational programs and actuar-
ial services to those that are sue-

cessful.

• Dealing with complexity.
Because of the diversity of insur-

ance products and policy forms,
and the rapidity of change of in-
surance programs, consultants will

Continued on page 77
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IN THE PRECARIOUS WORLD OF RISK
IT HELPS TO HAVE SOMEONE ALONG
There may be pitfalls you don't see, or hazards
you hadn't anticipated.

RISC knows the ropes.
RISC is Royal Insurance Service Corp, a com-

pany within our group that makes it easier to
manage your risks. RISC provides unbundled
insurance-related support services. With or with-
out Royal coverage. All from one convenient source.

RISC can help you develop flexible, customized
programs for your firm or client. as well as imple-
ment and monitor programs. You deal with one
personally assigned account representative who
coordinates Royal's extensive capabilities for
whatever training, consulting or management
services you require.

RISC offers loss control and claim management
services tailored to your specialized needs and
unique handling requirements including practi-
cal, systematic approaches for reducing and
preventing loss.

For statistical risk analyses, RISC combines
state-of-the-art data capturing and computer
technologies in our ROYAL/CS ONLINE computer
information system. You can instantly retrieve
the specific data you need in the report formats
you want.

RISC can also assemble a full range of interna-
tional services for multinationals through mo -e
than 500 Royal engineering and claim facilities
in 80 countries around the globe.
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Continued from previous page
and disciplines under one corpo-
rate banner must be used for the

benefit of the client. Each unit

must understand that its mission is

to operate in the client's best inter-
est.

The trend toward consolidation

of brokerage operations in the
United States began in the 1960s
and set the stage for the process of
integrating services. As the smaller
regional brokers began to service
more diverse clients, they realized
the need for additional services

and offices and a sharing of the
expertise that only a few people
had. The result was the large con-
solidation, and major insurance
brokerage firms, including Rollins
Burdick Hunter, witnessed tre-
mendous growth in this time pe-
riod.

As the insurance cycles became
ever compressed and more erratic,
the need for alternate methods of

handling risk also became increas-

4 0 4

The divisions between benefits, property/casualty,
brokers and underwriters are artificial,

yet very real. They have produced an information
gap that has acted as a barrier to providing

further services for the client.

ingly apparent. Once again, the
major insurance brokerage firms in
the United States responded by es-
tablishing risk management divi-
sions, captive management com-

panies and provided for many of
their clients direct access into the

reinsurance marketplace. They

also set up consulting divisions
that developed alternative methods
of financing risks and poofing risks
among diverse entities. The bro-

kerage community has actively
supported the implementation of

such financing techniques, such as
the Risk Retention Act of 1986.

All this consolidation has led to

an increased sophistication in risk
management, both on the part of
the client and the broker. As bro-

kers become more competitive,

they constantly seek out new
methods to gain a competitive ad-
vantage and provide better service

and products for their clients.
We now are seeking to inculcate

disciplined understanding of the
differences between brokerage and

underwriting and the need for sep-
arate management, pursuing dis-

tinct goals. Under proper and on-,
going control each separate skill

Late claims payments can wreak havoc on your
company's cash flow. Non-payments can wreck the
bottom line.

But those are risks you don't have to take.
Count on General Re to step forward with personal

service, prompt claims payments and unsurpassed
financial stability.

Stay out front with your reinsurance program.
Reinsure with the leader. Call General Re today.
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can be used to produce a synergis-
tic effect for the benefit of the eli-

ent. The independence is essential.
For example, there has been a

substantial need for better man-

agement of corporate assets

through utilization of a variety of
techniques that have been deve-

loped in the insurance industry.
While captive utilization is no

longer a viable tax management
option, other options may be avail-
able, such as the use of corporate
owned life insurance for the pur-

pose of providing the funds neces-
sary to offset liabilities that re-
main on the balance sheet and

could not be funded with pretax
dollars. These techniques have noi
been widely utilized, because of
the present division between the

brokerage and underwriting side
and also between the financial and

benefit side of the clients.

In the past, property/casualty
brokers would not normally be fa-
miliar with products that directly

General

5 Re®
THE LAMP OF EXPERIENCE ©

HARTFORD, KANSAS CITY, LOS ANGELES, NEW YORK, PHILADELPHIA, ST. PAUL, SAN FRANCISCO, SEATTLE, MONTREAL AND TORONTO

Mr. Ryan

impact the finan 2ial side of a eli-
ent's ba.ance shee:. Likewise, the

insurance companies offering such
products generally do not have ac-
cess to the proper carties within an

organizationto a iequately present
and redesign these products. The
divisions between benefits, prop-
erty/casualty, trikers and un-

derwrit€rs are art.ficial, yet very
real. Th€y have prcduced an infor-
mation gap that has acted as a bar-

rier to Troviding further services
for the c ient.

In this next stage of consolida-
tion, these communication barriers
will be removed without altering
separate professienal missions and
distinct markets. Blending of tech-
niques, utilizing the tax benefits
and cash accumulation afforded

through life products can be valu-
able in offsetting some of the costs

that are incurred by a client on
the property/casualty side. And
these benefits need not be solely
related to insurance; they can be
financial benefits that can provide
a direct and positive impact of the
client's bottom line.

We see this concept of disci-
plined alliance within a single
holding company as being one
which, if done properly, can bene-
fit the client. Not only will there be
reduced costs associated with a

more streamlined operation, but it
creates an environment for in-

creased innovation' and cross-dis-

cipline training. Within an organi-
zation such as Aon, numerous
avenues also are available to em-

ployees. We are able to retain key
people and provide them with a di-
verse and challenging career, with
the opportunity to become experi-
enced in different. but related, dis-
ciplines as their career needs
change. This enables us to produce
a depth of talent that will be un-
matched in non-integrated organi-
zations.

We see this nex: state of unifica-

tion as one that is primarily eli-
ent-driven. The interfacing of the
skills and abilities of each of our

five major subsidiaries has led to
an efficient sharing of resources,
cost reductions and development of
other business opportunities. It has
been accompanied by an ongoing
commitment to recognize the dis-
tinct missions of each of our opera-
tions. With this discipline, Aon in-
tends to be in the forefront oi

providing integrated services in a
cost-effective manner.

Consolidation can thus be, not a

commingling, but. rather a disci-
plined cooperation in the interests
of meeting the growing challenges
of our clients' needs. I

Patrick G. Ryan is president Of
Chicago-based Aon Corp., a pio-
neer in integrating the many as-
pects Of underwriting, brokerage
and risk management services
under one corporate umbrella. Mr.
Ryan also is chairman of Rollins
Burdick Hunter Co., an Aon unit

and the nation's seventh-largest in-
surance brokerage

1
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Claims-made form will ensure continuity
By Peter S. Wilson duced capacity and over-pricing This see- The alternative to claims-made coverage is

narlo is not in keeping with the objectives of a return to the conventional occurrence-type

UNFORTUNATELY, the insurance in- the product being sold by the insurer An policy, though I do not foresee this as being a
dustry has a reputation for short me- excess liability policy is designed to allow viable proposition for high-risk accounts,

moines the policyholder to transfer risk excess of an particularly those with a heavy product lia-
By the fall of 1984 and the early part of agreed underlying amount at an economical bility exposure Some insurers may feel these

1985, the U S market was faced with a crisis cost with the knowledge that the insurer is types of risks still can be underwritten on
in the casualty sector resulting in a severe building a premium bank to enable capacity the occurrence form but with a sunset clause
lack of capacity and massive premium in- to be maintained and used when the cata- If this is the case, the policyholder is in much
creases This situation was brought about by strophic losses occur Therefore, the buyers the same position as with a claims-made pol-
four years of intense competition and the with major loss exposures need to have as- icy containing reasonable discovery condi-
culmination of disastrous underwriting re- surance from their insurers that they will re- tions
sults Every ma]or insurer of casualty busi- Genre continuity of coverage and limits, plus With these options to consider, a policy-
ness in North America was required to stabilized pricing holder must seriously look at the long-term
strengthen reserves due to past 1nadequacy Many insurers' past track records have no financial condition of its insurer as today
and totally review their underwriting strat- demonstrated continuity of coverage or sta- there are many cases of occurrence insurers
egy bility in pricing This must partly be attrib- not being able to, or wanting to, honor their

This action caused underwriters to very utable to the vagaries and misinterpretation obligations under policies issued some years
quickly realize that the establishment of 'of the occurrence policy language ago under which claims are now emerging
adequate reserves for incurred-but-not-re- In London, our underwriting team at H S With a claims-made policy the policy-
ported losses was of paramount importance Weavers (Underwriting) Agencies Ltd was holder has the satisfaction of knowing that
It also was apparent that past methods Mr. Wilson concerned with the problems of dealing with the premium invested today will be used to
adopted for the calculation of these reserves the U S legislators, and lt was apparent to pay today's claims The insurer is also able to
were shown to be entirely unsatisfactory also had to take note of comments made us that an alternative to the occurrence lan- evaluate the result of ltS underwriting ac-

As a result of the reserve deficiencies, the by both the incustry's regu-ators and their guage was needed in order to ensure a re- count far sooner than with a portfolio of oc-
risk-taking market realized there was a need policyholders Hence, 1 ttle change took turn to profitability in the casualty market currence-type policies, thus allowing pre-
for an immediate solution to the problem place Our excess liability claims-made form was mium rates to be assessed in the light of
and the claims-made concept emerged, albeit Unfortunatel>, today tha memories of the the first to be marketed to the ma]or buyers current claims experience and, therefore,
that this was nothing new since for many early 1980s competitive narket and policy of umbrella-type coverages in the United leading to greater financial stability of the
years certain professional liability and language problems have quickly faded from States, and I predict that claims-made cov- insurer
directors and officers liability coverages the minds of many insurers The threat by erage will be maintained for the foreseeable One can only conclude that claims-made is
have been underwritten on this basis some state regulators to force Insurers not to future, particularly for the buyer looking for the ultimate solution to a strong financial

The leaders of the underwriting commu- change policy lenguage, not To restrict exist- true transfer of risk on an excess basis and climate amongst insurers that will, in turn,
nity for North American primary and excess ing coverage conditions and not to increase for those wishing to establish much needed provide the much-needed continuity of in-
liability policies showed great interest in the premiums may be ideal fcc the policyholder, continuity with their insurers surance coverage and the maintenance of
claims-made language and produced many but from the standpoint of the insurer, one As a writer of claims-made policies, we risk capacity .

positive arguments in favor of this language has to question why this attitude prevails recognize that should for any reason we part
compared with the traditional-but ques- The commodiry many casualty insurers are company with our policyholders either by
tionable-occurrence policies The industry selling has been a "loss leader," and one not renewing the policy or the imposition of Peter S Wilson, managmg director of H S
was assisted by the Insurance Services Of- wonders how many of ar insurer's policy- an exclusion, then it is essential for us to Weavers (Undertunting) Agencies Ltd in
flee, which gave its support with a recom- holders would be happy for their "core" offer a reasonable discovery period The London, ts the architect of the 1985 Claims-
mended primary claims-made liability pol- products to be sold without profit for any conditions available in our current policies Made Liab:lity Wording for Excess Business,
icy form length of time do provide our policyholders with this level a form widety used in the London market for

The wheels of the American risk-takers The casualty market has had a long history of comfort Insofar as seven years is granted U S excess habitty nsks Mr Wzlson also zs
were slow to turn, and perhaps the ISO sug- of cycles, which have resulted in a swlng should we not renew, cancel or impose an ex- a leadzng undenonter of U S habdity busz-
gestions were not ideal In addition, insurers from overcapacity and under-pricing to re- clusion in a policy ness m the London market

Uoyd's to remain a key market for U.S. risks
By Robin A.G. Jackson 1965, Lloyd's for a number of years umbrella liability insurance, which property insurance than in the

thereafter played a declining role meant that asbestos losses, for ex- third-party liability area The ap-

LONDON has been a malor in the U S direct property/ca- ample, were smaller than they palling consequence of the Ameri-
market for commercial insur- sualty scene as Betsy considerably would have been had Lloyd's con- can legal system, particularly with

ance for many years, particularly reduced the amount of capacity in tmued to write such a significant regard to policy interpretation,
for North American-based busi- London It was some years before share of that business document discovery and court
ness The amount of business it has Lloyd's and the London market re- While concerns about the U S awards, will inevitably mean that
written and its influence has var- gained much of the ground that legal system have cooled some un- unless the business can be under-
ted with the inevitable cycles of the had been lost derwriters' enthusiasm, I believe it written on forms acceptable to the I
market Generally, these periods In retrospect, this loss particu- is Inevitable that London will con- London underwriters, London will
have coincided in respect to both larly on liability business, turned tinue to play a significant role in play a smaller role on general lia- 1 4

first-party and third-party busi- out to be somewhat of a godsend the U S commercial insurance en- bility business
ness because it considerably reduced vironment In the short term, I Specialized classes of insurance

Following Hurricane Betsy in the London market's writings of think that role will be larger ln such as professional liability,
directors and officers liability and
bank business will, I believe, con- t

tinue to be written in London as |
long as underwriters feel an under- f
writing profit can be made With
regard to property insurance, not- '

1OHNSON withstanding most underwriters'
concerns about earthquakes and 1

3IGGINS WILLIS FABER(USA)INC.
hurricanes, there will remain a

market willing to consider most Mr. Jackson

reasonable propositions

On non-North American busi- must work as well as the up-front
ness, while, once again, I believe negotiations We must significantly
there will be more enthusiasm by curtail the amount of rather un-
underwriters for first-party cover- necessary paper movement that

Underwriting Manager on the age, it is probable that London will goes on at the present, for exam-
* INSURANCE be looking to increase its share of ple, changes must be made in the

NY INSURANCE EXCHANGE for: d EXCHANGE the non-U S premium business handling of liability claims On
Certainly, as far as Europe is Con- major placements, it is no longer

Johnson & Higgins Willis Faber Syndicate A, Inc. cerned, this should be true where logical for the broker to have to get
the London market's ability to put authority from every single un-

J&H, WF Syndicate B, Inc. together imaginative insurance derwriter before the claim can beRoy G Nelson, Jr
President programs should appeal to malor agreed and settled The whole

MML Syndicate, Inc. Richard E Kane buyers of insurance when political claims process must be rational-

IAT Syndicate, Inc.
Senior Vice President problems can be resolved to allow lzed
Chief Financd Officer London to compete on equal terms Continued on page 76

Spear Leeds & Kellogg Re Corporation
Ronald F Moore The London market will, how-
Vice President ever, have to make a number of
C/ams

changes in the course of the next Robzn A G Jackson, a director of
Robert J D Kersbergen few years in the way in which it Merrett Holdings PLC zn Lon- l
Vice President transacts its business Much more don, ts underwriter for Lloyd's of £
Treaty

use will have to be made of modern London Syndzcate 799, Lioyd's lar- t
John T Tobin111 Fulton Street, New York, New York, 10038 technology to pass information be- gest non-marine syndicate Mr
vice President

Telephone: (212) 587-1600,
Treaty tween brokers, companies and un- Jackson ts the leadzng underwnter

derwriters of North American nsks at Lloyd's
Telex 420178 Facsimile 212 732-1657 John M Daly, Jr

Vice President If London lS to continue to be a and has spoken extensively in the
Propert¥ Focuttotive major insurance center for com- United States on habihty insur-

mercial business, the mechanics ance zssues and Lloyd's
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20 years in my view.

Growth, diversification keys to success
By Patrick G. Ryan I

Y\.united dEZNbOe(MomesmS:
global in nature and business con-
tinues the two diverse trends of

spinning off operations and conso-
lidating, the insurance problems
corporate decision makers face be-
come increasingly complex.

As in the past, the insurance in-

dustry has responded to the in-
creased demands for responsive
service and a worldwide network

for coordination of insurance acti-

vities of many of their clients. In

recent years, however, the dra-
matic growth of full financial ser-
vices has created an environment

where the distinction between the

services and products offered by fi-
nancial institutions and the insur-

ance industry is blurred. Insurers
are facing ever-increasing compe-
tition from non-traditional sources

such as banks and stockbrokers,

mutual fund companies and the di-
rect response industry.

It is still too early to tell how

well the insurance industry is re-
sponding to the challenge. What is
known is that this change is here to
stay and insurers as well as finan-

cial service providers are position-
ing themselves to take advantage
of the coming opportunities. Insur-
ers are taking steps to compete in

this changing marketplace. They
are broadening their positions

through acquisition and diversifi-
cation within the wider parameters
of financial services. They are exa-

mining their product lines and are
including investment-oriented in-
surance products. Those that will
succeed, to paraphrase Will
Rogers, are those who recognize
the change and capitalize on it.

Like others, we at Aon Corp. are
positioning ourselves for the fu-
ture. We bought Life of Virginia,
among many reasons, because we
believe in the fact that consumers

are going to be buying investment-
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In recent years the dramatic growth of
full financial services has created an

environment where the distinction between the

services and products offered by financial

institutions and the insurance industry is blurred.

driven life insurance products. Ad-
ditionally, we and others are
broadening our distribution net-
works.

In the last six years, through ac-
quisition, we have developed into a
leading insurance marketing orga-
nization with strong market posi-
tions in life insurance, accident

and health and speciality prop-
erty/casualty lines. At the same

time, Rollins Burdick Hunter Co.,

our insurance brokerage business,
has developed a reputation as a dy-
namic professional organization
building a full array of high-qual-
ity risk management capabilities.
With our acquisition program we
have achieved a successful combi-

nation of product, service and dis-
tribution capabilities that we be-
lieve will serve our clients and

customers well in a changing en-
vironment.

What then is our view of this

consolidation, the impact it has on
the operations being brought to-
gether and their ability to properly
serve their respective markets?

Aon's approach to the issue has
been centered on the fundamental

belief that the coming together of
various insurance-related opera-

tions under one corporate banner
must be driven by an unyielding
attention to the needs of the dis-

tinct clients that each of our op-

erations is individually designed to
serve. Each must understand its

separate mission and maintain an
unwavering dedigation to the stra-
tegic goals necessary to succeed in
the defined industry segment

within which it operates.

When, and only when, the sepa-
rate units' strategic goals find
themselves aligned in a market-

place opportunity to provide an in-
novative response to a client's
needs will Aon look to an alliance

of its units. We believe that this

adherence to a disciplined view of
separate strategic goals, oriented
to success in distinct markets,

gives us both an insight into inno-
vative products and services and
also the proper tension to avoid
misusing any of our capabilities.
Both the separate profit strategies
and the distinct markets must

come into full alignment before we
will consider joining the resources
of one Aon unit with another.

Thus, in order to be effective, the

cooperation among various units
Continued on next page
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STEP FORWARD WHEN

THERE'S A LOSS?
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Reinsurance will remain

an integral mechanism
By N. David Thompson

'I'tnEcefbuTse dep*dsrelianrsgry
on the future of the insurance busi-

ness of which it is a part.
If the insurance industry further

consolidates so that there are a re-

latively small number of very large
insurers and a large number of re-
gional or specialty companies,
there will be an effect on reinsur-
ance needs. These insurers don't

typically need much in the way of
working covers but instead buy
high excess or clash covers as well
as property catastrophe coverage.
However, large capacity needs will
still be met by turning to rein-
surers.

Overall, this is likely to mean
more volatile reinsurance results
from this sector of the market as

we will be dealing more and more
with the large and unpredictable
loss event. This will also require
more underwriting skill at the re-
insurance level than has ever been
the case. There will be a premium
for first-rate underwriters and
other professionals who will be
compensated at very significant
levels.

At the same time, history demon-

History demonstrates
that this country will
always be a fruitful
place for insurance

niche players.

strates that this country will al-
ways be a fruitful place for insur-
ance niche players. The
entrepreneur who brings a better
product to a specialized market-
place or who can provide high ser-
vice in a particular region or line
of business will always have a
place. Many such companies have
high reinsurance needs. Competi-
tion for their business is likely to
continue to be strong.

The need of reinsurers to spread
peak exposures over a broad base
requiring worldwide involvement
will be no less and probably
greater than today because big ca-
sualty exposures are becoming
more and more common. And large
property risks also are becoming
more common because of techno-

logical changes. We will continue
to need worldwide capacity, and
this means that the business is

likely to become more and more
international.

Will reinsurers engage in
forward integration? The answer is
probably only in special circum-
stances. Reinsurers don't want to

compete with their clients.
Will the composition of the rein-

surance industry change? This, too,
is possible as some companies may
not be able to weather possible ad-
verse loss development in liability
lines. This is @specially true re-
garding environmental claims that
represent a big unknown. Also, if
the industry fails to solve the
problem of earthquake exposure
beyond the ability of the private
sector to respond, we then may see
some old names disappear.

Barring extreme events, the

N. Dauid Thompson, president Of
North American Reinsuranee Corp.
in New York, is a past chairman of
the Reinsurance Assn. of America
and immediate past president Of
the National Assn. of Casuatty &
Surety Executives. Mr. Thompson
is a frequent commentator on rein-
surance issues.

business will continue to attract
new capital whenever the market
firms up and to see withdrawals
from the industry when results
turn bad.

On balance, it :s likely to con-
tinue with a relatively small num-
ber of large comganies, but there
will still be a substantial part of
the market consisting of smaller
companies, often subsidiaries of
overseas or domes:ic insurers.

Overall, the reinsurers that sur-
vive will have developed highly
professional staffs and are likely to
be able to offer clients a wide

range of services,'including claims
consulting, engineering and spe-
cialized capacity -.hat will help re-
solve financial needs. •
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North Ameri-
can Reinsur-
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Telex: 80-4319

P.O. Box 105257 Atlanta, GA 30348

© American Owner Operator Association, Inc. ®
All Rights Reserved

Brougher knows it
takes top performers

to orchestrate
success.

An insurance company is only as successful as its agency network. So at Brougher, we make it a practice to
strengthen our insurance family by giving our performers the necessary instruments to be competitive and

progressive in the induitry. Instruments like Medical Stop Loss, Group Life, Directors and Officers Liability,
Professional Liabilly, Impaired Risk and other insurance products. And Brougher offers tremendous

flexibility by ccm?osing each plan individually to meet the needs of the client. Then we back
our performers with timely and knowledgeable support

So take a look at Erougher's performance. We feel you 11appreciate the way our business is conducted. BOUGHE[ ®

Brougher Insurance Group, RO. Box BAI • Greenwood, Indiana 46142 • 317/535-8212
Eastern Regional Office - St. Petersburg, FL • Western Regional Office - Costa Mesa, CA
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20 years ]n my view

Risk management automation comes of age
By Richard F. Denning

Mr. Denning

. D

TOM HARVEY was nervous. Al-though he had ass.umed the po-
sition of risk manager at Proton
Blasters eight months ago, he had
never met his boss in person. Com-
munications via telephone, com-
puter links and holographic imag-
ing put people in seemingly close
contact with relative ease. How-

ever, some events did require face-
to-face communication. The ap-
proval of the 2007 annual budget
and business plan was such an oc-
Casion.

The meeting was scheduled for
2 p.m. Tom came into the office
at 8:()() a.m.-unusually early. He
did have a lot to do. Yet reflecting
on the 1980s, he smiled in thinking
how his counterparts 20 years ago

.D

had to undertake these studies
months before the end of the year

and with huge staff commitments.
Although they possessed computer
data bases, they did not have ac-
cess t.0 Tom's analytical procedures
and flexibility.

Waiting until the last minute to
pull together his annual budget
was not poor planning on Tom's
part. No, he wanted to wait until
every bit of actual data became
available and could thus be incor-

porated into the analysis.
Using a module lovingly called

the "artificial actuary" (AA), Tom
ran this program against his com-
pany's loss experience. Naturally,
the structure of the data allowed

the analysis of every payment and
reserve change on each claim.
Where experience was limited (for

example, the company had only a
small fleet of high-speed helicop-
ters), the AA would supplement the
experience with a broader data set.
In the same way, a major loss
might distort the experience base
so the system applied some statis-
tical techniques to limit the im-
pact.

Of course, some actuarial uncer-
tainty was reduced by data system
improvements. For example, be-
cause of broad financial disclosure

rules, Tom had access to the loss
reserves maintained by the oppos-
ing parties. In addition to loss
data, there was a calculation of ef-

fective exposures. The variables
affecting claims tracked both ex-
posures internal to the firm and
factors from the economy in gen-
eral.

AA had full knowledge of the
firm's financial structure and fi-

nancial reporting conventions.
Thus, when it finished the calcula-

lions, it produced a summary re-
port of the specific financial im-
pact. In setting these budgets, Tom
also used his broker to provide an
artificial intelligence service for
structuring and purchasing his in-
surance policies.

Dubbed the "London Connec-

tion," this program maintained all
the negotiations relevant to the
risks of Proton Blasters. Using it,
he was advised on the precise way
to finance the underlying program
and provided with a good estimate
on the premium on the excess
layers.

Before printing the summary,
Tom and AA carried on dialogue
concerning his reaction to AA's
findings. Tom's human knowledge
could override an assumption, and
then AA would only footnote his
reason for recommending the origi-
nal point.

With the budget finished, Torn
turned to the task of allocation.

Each unit was expected to pay for
its share of losses, but few com-
panies wanted the confusion and
labor associated with tracking
losses from month to month. In-
stead, Tom's department had be-
come a bona fide underwriting
unit. It analyzed the trends in each
unit and gave them a guaranteed
premium program. Theoretically, a
unit could opt for self-insurance if
it felt the cost was unfair. Since
the AA program had access to the
most current exposures and loss
experience, few units chose to risk
the alternative.

The data base that supported
this effort was connected to the

overall accounting structure of the
firm. Every reorganization, dives-
liture, etc. was immediately re-
flected in the allocation program.
Month to month results were
tracked with the budgets. Units
that were tracking either above or
below expectations were alerted to
the bad or good consequences their
experience was going to have next
year.

Tom's crucial function was to
stop losses before they occurred. In
fact, the biggest component in his
budget was not for paying losses,
but for preventing them. The ex-
cess of funds developed by the un-
derwriting allocation program was
used to set up programs to stop
losses from happening. The record
of each loss or serious incident was

immediately entered from termi-
nals on the shop floor and every
public communication module
(what used to be telephones) al-
lowed easy and private access into
Proton's data base. In query mode,
the system could get good quality
input data from even a child. In
some cases, the machines them-
selves provided input on all inci-
dents which might lead to claims.
Drunk driving was nearly impossi-
ble in 2()07!

In the 19805, computers dis-
gorged more paper than people
could interpret. Exception report-
ing was indeed the exception, not
the rule. In Tom's era, another pro-
gram monitored the day-to-day
and week-to-week pattern of inci-
dents and losses. Control was on a

department level. And as soon as a
significant deviation was detected,
a warning was issued. Very power-
ful pattern recognizing programs
continually reviewed the data to

Continued on page 76

Richard F. Denning, president of
Risk Sciences Group in Atlanta, a
unit Of Crawford & Co., is a pioneer
in the development of risk manage-
ment information systems. He for.
merly was a up at Anistics Inc.
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Broker's role in industry
is deal maker, advocate

By Robert Clements

A

Mr. Clements

With s]grocketing hospital costs,

1 HowCANYOU
AFFORD

TOGIVE EMPLOYEES
ORPOLICYHOLDERS
THE BEST IN

HEA]_IH CARE?

The Answer Can Be Found at Home.

• Quality Care, a leader in home health care for
almost two decades, provides highly skilled,
trained personnel R.N.'s, L.RN./L.V.N.'s,
home health aides, home managers, high-tech
specialists, others

• Quality Care, with over 200 corporate-owned
offices nationwide, provides the widest variety
of home health care services: for patients
recovering from acute illnesses, accidents,
operations, chronic diseases

• Quality Care is staffed with professionals who
provide insurers with on-site, prompt case
assessment and consultation

Find Out About the Home Care Alternative.

Millions of dollars have been saved, in thou-
sands of cases, as a result of Quality Care
services to insurance carriers, TPA's and self-
insured companies. Find out for yoursel£ Call
our National Resource Center Hotline at
800-645-3633 (in NY State 800-632-3201) or
write Marketing Dept. B.

'4b QUALITY CARE®
04i "The Complete Homecare Service"

100 N. Centre Avenue

Rockville Centre, NY 11570

© 1987 Qualitv Care. Inc.

DISTINGUISHING character-
istic of commercial insurance

is that the product is mostly mer-
chandised to the buyer's represen-
tative rather than through the pro-
ducer's agent.

This unique system, though it
developed largely by accident, has
become a great strength that
grants economies both to the buyer
and seller of insurance and gen-
erally promotes efficiency within
the industry.

Another distinguishing charac-
teristic of the commercial insur-

ance market is that the magnitude
of risk that the purchaser seeks to
transfer is normally greater thaii
the risk-bearing capacity of any
one insurer.

Thus, great skill is required in
assembling the aggregate capacity
of multiple insurers and allocating
responsibility among them in order
to avoid unnecessary costs and to
achieve a coordinated, smoothly
functioning result.

In all of this, the role of the bro-
ker is as problem solver, deal
maker and advocate.

In 1901, Henry Marsh wrote to a
prospective client: "Your problem
is not insurance, it is risk." For the
rest of the century to date, the di-
mensions of risk have expanded at
a rate that has constantly chal-
lenged the insurance industry to
keep up.

Given the ongoing pace of tech-
nological change and rising levels
of social expectations, there seems
to be good reason to anticipate a
continuation of this trend. For bro-

kers, the prospects are not dis-
couraging, but in every sense chal-
lenging

Continued growth of opportunity
is a likely scenario, but who will
benefit cannot be predicted with
certainty.

The only certainty is that there
will be winners and losers, and the
winners will be those with the most

highly developed ability to respond
to change when necessary and the
foresight when possible to initiate
change for the benefit of those
whose interests they are in busi-
ness to serve.

Two developing trends are likely
to continue:

• Brokers have become a major
source of new product develop-
ment.

As established insurers increas-
ingly recognize the growth poten-
tial to be derived from participa-
tion in this activity, it will not.
necessarily require the raising of
new insurance capital.

• The national and international
characteristics of the brokers make

it far less necessary for insurers to
duplicate their underwriting skills
at multiple locations.

At least in the marketplace for
medium and large commercial
risks, the trend toward more cen-
tralized underwriting is likely to
continue.

This will lead to lower overhead,
as the cost of duplicating office
networks in wrung out, and even
more importantly, it will lead to
better underwriting, as industry
specialization leads to less ambig-
uous policy forms, more finely
tuned pricing and, most desirable
of all, increased stability in the
market. •

Robert Clements is president of
Marsh & McLennan Inc. in New
York, the world's largest insurance
broker. Mr. Clements' contribu-

tions to commercial insurance bro-

kerage services include the genesis
of A.C.E. Insurance Company Ltd.
and X.L. Insurance Co. Ltd.
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Alternative facilities to be accepted
By John R. Cox 7

TWENTY YEARS ago, the insur-
1 ance industry was in the early

stages of a fundamental change in
its underwriting mechanics.

The concept of gross-line under-
writing-where an insurer issued
its paper in large amounts of ca-
pacity because it had predeter-
mined reinsurance facilities that

reduced its exposure on a propor-
tional basis, many times from the
first dollar-was emerging. This
replaced the technique wherein the
underwriter assumed the risk to-

tally for his own account, pro-

tected only for unpredictable cata-
strophic events.

For a multitude of reasons,

summed up by the fact that rein-
surers experienced horrendous re-

The concept of gross-line underwriting emerged

20 years ago, replacing the technique wherein
the underwriter assumed the risk totally

for his own account, protected only
for unpredictable catastrophic events.

sults, this came to an end in 1984-
85.

Enter the broker/investment

banker-initiated capital formation
designed to replace this under-
writing capacity. These were dif-
ferent from the recent vintage,
which were motivated by cost-re-
duction, tax-sav:ng facilities.
These companies were created
much like those 100 and 200 years

ago. They were to provide protec-
tion when none was available. The

capital was provided by those
needing coverage, not by risk ven-
ture facilities seeking a better re-
turn on their investment than was

currently available in the invest-
ment arena.

Some cogent facts pertaining to
these companies are:

• They have significant perma-

nent capital.
• The owners are sophisticated

investors.

• They are not encumbered by
regulations which of necessity in
the United States are designed to
protect innocent purchasers of in-
surance. There are no innocents in

these facilities.

• The coverage is claims-made.
The longer the companies exist, the
more difficult it is to replace the
time gaps lost by changing mar-
kets.

• The limits offered are in ex-

cess of what can be achieved in any
traditional market. When limits

are piecemealed, variations in cov-
erage take place.

• The companies created have
professional insurance manage-
ment.

--®EMPLOYERS REINSURANCE

Eighty feet away, the air's hot
enough to boil water. But you know
you have to get in a good fifty feet
doser than that. Just to do your job.

Sure, it's dangerous. But know-
ing how to handle the risk puts
you more than halfway there.

ERC has spent over 70 years
becoming very knowledgeable
about handling risk. And it's done
more than help us maintain a Best's
rating of A +.

It's increased our financial

strength. And given us greater
capacity. So from now on, well be
handling even more of the type of
risks we're best at.

Because we don't think we're

ready. We know it.

SK
Employers Reinsurance Corporation • 5200 Metcalf, Overland Park, Kansas 66201/Atlanta • Boston • Chicago • Columbus• Houston • Los Angeles • New York • San Francisco . Tomnto

Mr. Cox

• They started with a clean

sheet. They do not write involun-
tary business. They do not have to
participate in guaranty funds.
They do not have the high social
overlay of premium taxes, large
workforces who have imbedded

benefits or a history of contracts
outstanding wherein the courts
continue to add new legal respon-
sibilities for things that were never
contemplated or charged 'or.

• Limited purposes a. low effi-
cient, low-overhead, responsive
environments to be created.

So then, wher@ will they be 20

years from now?
Some will cease to exist because

Continued on page 76

John R. Cox is chairrman of
A.C.E. Ltd. and A.C.E. Insurance

Co. Ltd. in Bermuda, the largest
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of North America.
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In its way, the pearl represents nature's design for quality. Inci-
dents which begin poorly can be resolved successfully with proper
attention to detail. No one knows this more than the claims, rehabilita-
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20 yearsin my view=

Industry must learn from its past
By Maurice R. Greenberg

T IS DIFFICULT to try toproject the future of the insur-
ance industry: 20 years is a long
time. A lot has happened over the
last two decades, and the next 20
years will bring changes as well.

In the past decade, the insurance
industry survived a crisis, barely
escaping with its skin. However,
the remnants of that crisis are nei-
ther fully appreciated nor suffi-
ciently dealt with.

First, the subject of a great deal
of uncollectible reinsurance is yet
to be addressed, and this problem
is very large for some companies.

Secondly, the reserve adequacy
of the industry is about 6% defi-
cient, according to Insurance Ser-
vices Office statistics. I think the
percentage is even higher-at 8%
or 9%.

Finally, the Tax Reform Act of
1986 is very costly to the insurance
industry. It is going to deprive the
industry of a significant amount of
cash that will go out in taxes on a
statutory basis. Even those com-
panies with large net operating
losses will feel the pressure, chew-
ing through that very quickly. As
1988 arrives, the industry will be
confronted with the reality of the
financial costs of the new tax law.

In light of the circumstances sur-
rounding the recent past, it is
amazing how quickly the industry
has either forgotten or simply
erased from its memory the sick-
nesses that are still floating
around, acting as if it is well when
it is not.

I think that the health of the in-

dustry itself is questionable. There
are companies within the industry
that are healthy and thriving, but
as a whole sickness is prevalent.

One of the major ailments hin-
dering the industry is the $2 bil-
lion dollars in insolvency that it
must absorb in 1987. That num-
ber will continue to rise in 1988
and 1989 as more insolvencies
occur.

In the face of this financial
drain, it is bewildering to think
about entering into a fresh wave of
rate-cutting. I have to predict that
the future will bring with it an in-
evitable crisis that will force the
industry to seek outside advice on
how to get itself back on more solid
ground.

However, I am not sure that the
regulatory process today is capa-
ble of dealing with the problems
that the industry is facing and, in
fact, a new innovative methodol-
ogy for regulation may be re-
quired.

In order for the industry to over-
come these natural and cyclical
forces, it has been suggested that
some type of outside commission
be created to study possible reform
measures that might be helpful if
implemented. Unfortunately, these
types of committees are rarely es-
tablished until a crisis actually hits
and the best minds are put to
work.

Currently, the system for insol-
vency makes no sense. A company
can lose its business to a rate-cut-

ter that knows nothing about the
business. They then go broke, and
the company that lost the business
to them has to pay for the insol-
vency. This method hardly fits any
system of free enterprise that
makes any sense. It seems to me
that the buyer should be aware of
where he places his business and

Maurice R. Greenberg is presi-
dent Of American Internationd
Group Inc. in New York, whose
member insurers are recognized for
their innovations in underwriting
commercial insurance.
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In light of the circumstances surrounding the
recent past, it is amazing how quickly the industry

has either forgotten or simply erased from its
memory the sicknesses that are still floating
around, acting as if it is well when it is not.

the broker should have a greater
sense of responsibility.

Unless we have discipline in the
marketplace, we will continue to
have these roller-coaster behavior
patterns. Clearly one of the re-
forms that must occur is one that
will diminish the obligation of sol-
vent companies to bail out those
that, for whatever reason, get
themselves into that position.

When you fail as an insurer, all
healthy insurers pay the price and
that is not right.

I don't know whether state regu-
lation can effectively handle the
situation, either. Perhaps, separat-
ing the regulatory process into two
different systems is a recommenda-
tion worth examining.

On one level, personal insurance
and small risks that fall within the

realm of state legislation could be
state supervised, while those risks
that involve interstate commerce
might be regulated by something
on the order of a.Federal Reserve
Bank, where top individuals in dif-
ferent disciplines work together to
reduce the incidents of bank-
ruptcy.

I predict that the next decade
will bring forth a debate on how to
accomplish this, probably resulting
in the development of a system that
will be far more scientific than the
one that now exists.

After this hard market, which
was only yesterday, many states
were up in arms about price in-
creases and many enacted flex rat-
ing mechanisms aimed at control-
ling prices from going either up or

Continued on page 76
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Continued from previor.s page
was a major coup, but its effects
on risk financing will not be fully
realized for another three to five

years. Here again the environment
within which the insurance world

works is in flux.

• Assumption No. 4-The Law
in Flux. Despite the chorus of com-
plaints from the insurance indus-
try about our tort liability system,
it appears unlikely that major tort
reforms will be enacted. So long as

we live in a society that tolerates a
"lottery" mentality toward life, we
simply will not be able to change
the great gambling game that is
our system. Yet, pressures are
building and here again the flux
will make it difficult for insurers

to respond aggressively.
The flux will create a national

game as claimants continue to ex-
periment with claims, as in the
words of Randall Cooper and Peter
Schaeffer, "to see which claims

will stick, until enough precedents
are set."

This, unfortunately, is in the na-
ture of our system-a constant
probing search for the deeper

Recognition that a single set of regulations
cannot serve the wide variety of risk-financing

organizations will lead to new international
regulations for the captives or finance companies

domiciled outside traditional jurisdictions.

pocket, the pot of gold.
Projections or possible alterna-

tive futures, rather than "predic-
tions," can be drawn from the cur-

rent status of captive insurance
companies and the foregoing as-
sumptions. These assumptions

predicate an economy and society
in which no clear mandates or pat-
terns are likely to appear in the
near future. Yet, with all of the
factors stalking the risk-financing
marketplace, "more of the same"
is probably the least likely out-
come. The following more radical
projections, then, may well fall far

INFORMATION IS
NEWSPAPER.

off the mark but they may help
stimulate thought and discussion:

• Projection No. 1: By 1997,
some captives will have become the
core of new financial services

groups for individual or group cor-
porate parents. This projection
contemplates fewer but stronger
captives (with the total number
down to, perhaps, 1,500 world-
wide). Some of these financial ser-
vices will include:

1,0 Providing a "third market"
for risk-financing transactions
directly among and between cor-
porations and captive insurers.

At UAC we're continually looking for waysto
help you manage your claims dollars more effec-
tively The Claims Backer® isan example of what
the latest technology and 65 years of claims
handling experience can produce. For additional
information, contact: MarketingVice President,
Underwriters Adjusting Company, 2 Corporate URD®
Place South, Piscataway, NJ 08854. Orcall
201-981-8200. THE TEAM WORKS

+ The management of world-
wide funds in movement and in-

vestment.

:00 Serving as a bank or banks
in various jurisdictions.

800' Management of interna-
tional data.

We already have seen the signs
of this movement toward the broad

financial service area with the

large automobile companies. Dr.
Umberto Agnelli, vice chairman of
Fiat S.p.A., speaking at the 17th
annual International Insurance &

Risk Management Conference ear-
lier this month in Venice (BI, Oct.
19), suggested:

"In this day, the term 'financial
services' implies a universe con-
sisting of financial activities as
such, insurance business and bank-

ing activities, all of them increas-
ingly interconnected. This, in fact,
is a universe in which the integra-
tion between once separate spe-
cialties is already fully opera-
tional, since it is obviously a lot

easier to engineer agreements be-
tween a finance company and an
insurance company than it is be-
tween two different industrial

companies."
This projection anticipates that

captives may well be the keys to
cooperation among all forms of in-
surers and their customers.

• Projection No. 2: Major mul-
tinational corporations face major
potential loss exposures that are
currently "unfundable" through
conventional insurance mecha-

nisms. Such exposures as environ-
mental impairment and cleanup li-
ability, earthquake damage and
political risks will require some
form of catastrophe funding. Cap-
tives, again, may serve as the liai-
son with not only the conventional
market (direct insurers and rein-
surers) but, perhaps more impor-

tantly, with governments as rein-
surers or co-insurers.

• Projection No. 3: With the
tremendous amounts of money that
are being invested in group li fe
and health financing and with the
growing interest in funding over
and above existing social security
schemes throughout the world, a
radical expansion of captives into
the funding of life and health in-
surance, on both a group and indi-
vidual basis, is not improbable. If
they indeed become skilled finan-
cial service organizations, with in-
vestment skills that can generate
returns of 50 to 100 basis points
better than conventional funding

organizations, this projection may
well be a reality by 1997.

• Projection No. 4: The grow-
ing recognition that a single set of
regulations simply cannot serve
the wide variety of risk-financing
organizations will lead to devel-
opment of new international regu-
lations for the captives or finance
companies that currently are domi-
ciled outside traditional jurisdic-
tions. It is possible to foresee inter-

national regulations set up through
the auspices of the International
Monetary Fund or the World Bank
to provide greater freedom of ac-
cess for captive insurers or finance
companies to all countries sub-
scribing to these new rules.

While each of these projections
contain a degree of plausibility, it
will be interesting to review them a
decade from now. We are almost

certainly going to be surprised-
that is the nature of things-but I
suspect that we still will be able to
recognize in 1997 the captives of
1987 as the core of a major world-
wide risk-financing force. I

H. Felix Kloman is up and prin-
cipal at the Tillinghast Division of
Towers, Perrin, Forster & Crosby
in Darien, Conn. Mr. Kloman has
been consulting on captive insur-
ance company formation for more
than 20 years. He established the

and Reinsurance Forum in 1977,
held :n Bermuda each March.
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20 years in my view
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Work comp system will face
expansion, more regulation

By Kevin M. Ryan

TN THE NEXT 20 years, workers
icompensation will undergo basic
changes that will be far more trau-
matic than those of the past 20
years.

In order to understand the basis

of my forecast, it helps to examine
the key characteristics of workers
compensation: what has happened
in the last 20 years and what will
happen by the year 2007.

In 1967, workers compensation
costs were roughly 1% of payroll.
The build-up of future payment
obligations-loss reserves-was
equal to one year of premium,
while the commitment for payout

El . 11 11

If the fall doesn't kill him,
his disability plan will.
Nearly one in five American workers will have a major accident, injury or
illness during their careers.

And without the right insurance, both employee and employer might take
a serious financial fall.

At The Phoenix, we cen control cost and extend coverage by combining
our short- and 1cng-term disability plans with an extensive list of options.

For instance, there are a multitude of benefit schedules and duration
options on our short-term disability policy

Phoenix GroubLTD offers a rehabilitation program and a total income
protection apprcach.

Both plans come with special industry discounts. Plus, they can be written
on a stand alone basis, or combined into an "All Term" package.

Don't let an opportunity like this slip by Call 1-800-451-2513 for more
information on Fhoenix Group Disability Plans.

© 1987 Phoenix Mutual Life 1-surance Conpany

of losses implicitly contained in
the average policy was 2% years.

From 1967 to 1987, workers
compensation costs rose to 2% of
payroll and loss reserves climbed
to almost two years of premium. At
the same time the payout under the
average policy increased to four
years.

Assuming that predicted rate
changes through 1990 are achieved
and that there is a long-term aver-
age cost increase of 2% per year in
excess of wage inflation, we esti-
mate that by 2007 workers com-
pensation costs will be 3% of pay-
roll and reserves will be 21/2 years
of premium. The length of payout
will increase to somewhere be-

SM

Phoenix Mutual Life Insurance Company
Hartford. Connecticut 06115

tween four and five years.
On the basis of these trends, here

are the three most significant
changes that I foresee in the future
of workers compensation in the
next 20 years:

• Expansion of the system.
Driven by an increasing demand
for some form of national health

insurance, the workers compensa-
tion system will be expanded to in-
clude non-work-related medical

coverage.

Pressure to develop an all-inclu-
sive,· national medical insurance
program will continue to build as
costs in this area escalate at an

alarming rate. Workers compensa-
tion costs have gone from 1% of
payroll in 1967 to 2% of payroll in
1987, making it a predominant
conduit of medical costs in an ex-

panding system.
As methods are proposed, the

positive characteristics of workers
compensation will become the
basis for an acceptable alternative.
Having proven itself as a supplier
of benefits to the public, the
workers compensation system will
be called upon in the mid-1990s
to provide coverage for an ex-
panded definition of work-related
injuries.

• Greater regulatory interven-
tion. Underwriting cycles will be-
come extended and more severe.

There will be greater regulatory
presence in the areas of price, sol-
vency and market conduct.

The size of workers compensa-
tion reserves has grown from a
year's premium in 1967 to a pre-
dicted 2'/2 years' premium in 2007.
This "long tail," combined with
the difficulty in accurate loss re-
serving, will accentuate under-
writing cycles.

The pressure of bad times can
also create an understatement of
results, which again intensifies the
severity of the cycle. As loss re-
serves approach 21/2 times the size
of premium, the safety margin in-
herent in the workers compensa-
tion business will shrink consider-

ably and surplus will decrease to
only 20% of the volatile loss re-
serve liability. This will result in
heightened solvency concerns and
regulatory reaction against cancel-
lation and market availability
problems.

• Alternate insurance mecha-
nisms. In addition to self-insur-

ance, alternate insurance markets
will grow and compete with tradi-
tional insurance mechanisms.

Because the retention of pre-
mium before full payment of loss
will be extended beyond the cur-
rent four-year average, the invest-
ment trust aspects of workers
compensation will provoke intense
competition from the financial
services community, once money
managers perceive the pension-
like aspect of workers compen-
sation as an investment opportu-
nity.

Clearly, there are many chal-
lenges awaiting us in the next 20
years.

We at the National Council on

Compensation Insurance are posi-
tioning ourselves to better meet
these future demands on the work-

ers compensation system. •

Kevin M Ryan is president of the
National Council on Compensation
Insurance in New York, a
non-profit workers compensation
insurance ratemaking organization
supported by the property/casualty
industry. Before joining the coun-
cit in 1980, he was up and partner
of Milliman & Robertson. Mr. Ryan
also served as deputy director of
the Illinois Insurance Department.
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Captives' role in industry to increase
By H. Felix Kloman traditional relationships 1 buyers The' real reason for off- forced to come to grips with the

Captives are a leading force in The insurance shore domiciles has been regula- "offshore phenomenon," if only

AFORECAST OF the future of that flanking movement Banks tory, not tax Witness the rapid because it may be such an impor-
and other financial service conglo- industry is saddled

captive insurance companies growth of Vermont, the home of tant insurance market segment

m the next decade begins with merates are others So long as we with a regulatory more than 100 captives The effect of all this deregula-
find It hard to differentiate be-

some reflections and a set of as- Vermont, and some other states, tion and re-regulation will be fu- 1
tween competitors and customers, structure that is

sumptions that reflect a personal have recognized that, for certain ture flux and future market insta-

bias, followed by four "project-
this market flux will continue A too monolithic. types of buyers, more flexible reg- bility until the new regulations

ions"
new and more coherent risk-fin- ulations are not only possible, but take hold
ancing rationale is unlikely to ap- .When Bunness Insurance was necessary Here again, we are in • Assumption No. 3-Taxation j

first published in 1967, who would pear for at least five to seven years flux The next decade probably and flux

have imagined that captive insur- Thus captives probably will con- segments Yet, the insurance in- will see the demise of the 50-state How is an insurance company to

ance companies would, in a single tinue to be a force in the com- dustry in the United States is sad- regulatory structure for the insur- be taxed? When are corporate risk-

decade, expand at so rapid a rate,
nnercial rnarket dled with a regulatory structure ance industry, replaced by federal financing costs tax-deductible? To

be aggressively underwriting lia- • Assumption No. 2-Regula- that lS too monolithic for all the law or at least a federal option It what extent should tax codes stim-

bility coverages, be accepting out-
tions in flux permutations that are required in probably also will see the end of ulate the development and main-

side risks in a vain attempt to keep As we move to an information- this new market economy a McCarran-Ferguson Act that has tenance of more extensive contin-

the tax assessors at bay and be based economy, from one that has Captives themselves are an out- outlived ltS usefulness Many new gency reserves to protect an orga-

on the verge of becoming the pri- been capital-based, we are learn- growth of the resentment against jurisdictions will pass captive leg- nization against the increasing
mary source of medical malprac- ing how to tailor products and ser- capricious and arbitrary regula- islation and a federal provision is volatility of the modern economic
tice insurance? Who, in 1967, vices for specific customers and in- tions that may have little or no not beyond contemplation Ma]or world? The Tax Reform Act of 1986

would have remotely anticipated creasingly more narrow market meaning for certain commercial developed countries also will be Continued on next page

[nternal Revenue Service Ruling
77-316? Yet, by 1977 all of these
events had taken place

As Business Insurance cele-
brated ltS first decade, who would YESTERDAY'S CLAIMS
have imagined that, by 1987, maior
U S corporations would have in-
vested hundreds of millions of dol-

lars in capital in group exCess ln-
surers like ACE, BICL, CODA,
FIRL and XL, among others, in

A LOT LIKE YESTERDAY'S
response to the worst "hard mar-
ket" ever experienced? Who would
have imagined the passage of a
Risk Retention Act designed to cir-
cumvent the standard insurance

marketplace for liability cover-
ages? Yet again, the unimaginable
actually occurred

Looking ahead to 1997-2007 is
too far away-the only reasonable
extrapolation of the past is the
conclusion that the scene will be

dramatically different in 10 years'
time The rate of change is simply
too great and the factors affecting
captives too many to be able to
predict the future with any sort of
certainty A simple linear exten-
non of the present is almost cer-

1
L ./

tam to be dead wrong' Could cap-
tive insurance companies indeed i- t ..I

take over 50% to 75% of the com-
The Claims Backer® is anon-line system that gives you immediate ..

mercial insurance marketplace (as access to claims information from UAC's data base ** 4,-0 E '' 4,1 4 '4*1'a * P .'., 44*R.' *,e 'u't: «f, 't 'Ch,
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appear in a "South Sea Bubble"
demise? Either outcome is possible
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gncing, captive insurance com-
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/ears.
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• Assumption No. 1-A com- r h .1 *Swf

mercial market in flux
1

Captives are, after all, a reflec- L

tion of various insufficiencies in

the commercial insurance market- %21 W.' .
1 'J , ''4 *j . r.f,Y, Poff *il ',L, I ' RF'place Whether these are cost, cov-

erage or capacity, they have forced .IN Mk'26*14/4/:.12* J'b -f '
4/

/I " 2>

buyers to create captives as log- - 4 + 54.4*-p.-**
ical financing alternatives

"Lt ..4--r,4 -4 -- #.,
At the same time, the U S com-

mercial insurance market is admit-
/' t"f,

tedly undergoing-a period of ex- J .,-2 ': '.3
ceptional transition The inability .

to dampen materially the self-de-
structive market cycles perhaps is

L L I It

the c6re of the problem Market i . & 1. - 9: ' Lger:* 8,1Yr, t-•fragmentation (close to 3,500 com- r
+

peting companies), lack of coher- t .

l

ent leadership, serious questions
about solvency (underreserving

.

and dependency on weakened bond 4

portfolios), and a seeming inability
to address the high cost of distri-

l

bution and operation are all fae-
tors that put the market in flux.

The industry appears to be un- Out-of-date claims information can be worse than accessing UAC's countrywide data base from
able to see and correct its own in- useless. It can be misleading. Now there's a way a terminal in your office. This means you have

1
sufficiencies, preferring rather to to getthe timely, accurate information you need. claims information atyour fingertips whenevererect a regulatory "Maginot Line"
to prevent potentially more effi- It's a state-of-the-art, on-line computer system you need it. 1
cient outsiders from the fertile developed by UAC. It brings a whole new dimen- The information you need to do statistical
risk-financing territory. This line sion to effective claims management. It puts you and financial analysis, to review reserves, topre-is not holding New competitors al-
ready have outflanked it in a in control as never before. pare reports the wayyou wantthem. You're not
blitzkreig that could shatter all It's called The Claims Backer.® You get kept waiting for days, weeks or months. You're on

up-to-the-second claims'Informationsimply by topofeverything that's happening.
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The Battle of Lexington touched off the American Revolution.
At the Lexington Insurance Company, we've taken 

part in an insurance revolution, with new and innovative ways
to handle extraordinary risks.

This explains why we're the largest Excess and Surplas lines
insurer in the U.S., offering more types of protection than
anyone else in the country.

It also explains our willingness to create a policy, if that's

f-r

what it takes to get your business.
To learn more, call (617) 330-1100. Or write Lexington

Insurance Co., 200 State St., Boston. Mass. 02109.

We'll get right back to you. After all, ith what you'd expect
of a minuteman.

Lexington InsuranceCompany
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20 years in my view

Tort law, if modified, can be a help to society
By Victor E. Schwartz

< <'I"fi;heefhtI' is in the eye
For more than 100 years in the

history of the United States, spe-
cifically from 1875-1975, "tort re-
form" focused on removing both
judge-made and legislatively
created obstacles that blocked

seriously injured persons from
winning lawsuits. For example, in
1875, an injured person totally lost
his right to bring a lawsuit if he
was "the slightest" bit negligent-
this was the contributory negli-
gence defense.

It took almost 100 years for
courts (and legislatures) to change
from the contributory negligence
defense to a more balanced com-

parative fault approach. Under
comparative fault, the negligence
of the plaintiff serves to reduce,
not bar his claim.

The "steps" were gradual and
incremental. First, courts said that
the contributory negligence de-
fense did not apply when defen-
dant had acted "recklessly."·Later,

r- -,

courts developed the doctrine of
"last clear chance," which meant
that the contributory negligence
defense would not apply if the de-
fendant had the last opportunity to
avoid the accident. Il was not until

the 1970s that comparative fault
statutes and judge-made law had
widescale application.

In the period from 1875 to 1950,
the assumption of risk defense was
harshly applied; it, too, totally
barred the plaintifl's claim. The
defense would be strictly applied
against workers in factories and
bar their claims for a multiplicity
of serious injuries. Gradually, this
defense also was modified. Today,
it has been abandoned in some

states and in others applied more
fairly: for example, where a plain-
tiff truly knows about a precise
risk and voluntarily encounters it.

The common law of the 1870s
often did not allov a claim if a

person died. In other words, it was
cheaper (from a delense perspec-
tive) to kill somebody than to
merely injure him. When legisla-
tures modified this rule with so-

9

Mr. Schwartz

called "wrongful death' statutes,
they inclided arbitrary caps of
$10,000 or $20,000 for total eco-
nomic damages and no damages for
emotiona. loss. Gradually, these
caps were raised and ultimately
abandoned by state legislatures,
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but the process took decades.
If one analyzes the thousands of

decisions eliminating common law
restrictions on recovery between
1875 and 1975, one can find a con-
sistent theme in many cases: the
development of a full-fledged op-
eration of the fault principle. Bar-
riers that insulated an "at fault"

defendant were broken. Along with
the change in the substantive tort
rules, there was a development in
damage rules that went along with
the fault principle. A person could
recover damages caused by a de-
fendant even though the person al-
ready had been compensated by
another source; a defendant
"wrongdoer" could not benefit
from the fact that the plaintiff al-
ready had been paid by somebody
else (the collateral source rule).
There was a full development of
imposing damages for pain and
suffering; damages would be re-
cognized beyond those economic
losses that were "out of pocket." It
is important to realize that these
damages, too, were weaved with
fault.

A second major point about this
first period of "reform" is its grad-
ualness. Changes were not made
overnight, but incrementally by
careful and deliberate "reconstitu-
tion" of precedent.

-Tort reform" today is not
thought of as a process that facili-
tates an individual's right to sue,
but one that places some "balance"
in the tort system and, in some in-
stances, restricts one's ability to
bring a successful claim. While the
precise date might be one of dis-
pute, 1975 is a reasonable approxi-
mation of "the turning point" from
old to new "tort reform."

There are at least two principal
reasons for the turning point.

First, the turning point came
about because sorne courts began
to go beyond the fault principle
and impose liability though there
had been no objective fault on the
part of the defendant. This oc-
curred principally in the area of
product liability, but other areas of
tort law also were affected. For ex-

ample, some courts give lip service
to the fault principle, yet imposed
liability on defendants who acted
in accordance with reasonable
practice. Examples of this phe-
nomenon can be found in the medi-
cal malpractice area. Other exam-
ples of erosion of the fault
principle occurred when courts
permitted people who misused
products to recover damages or al-
lowed recovery where basic causa-
tion was not, in fact, established.

A second principal reason for the
change in perspective on "tort re-
form" is that courts made many of·
these changes suddenly. One day a
defendant would only be liable if it
were at fault; the next day it would
be no-fault. One day a plaintiff
would have to prove who injured
him; the next day such proof was
unnecessary. This was not the way
courts had done tort business in
the past.

Of key importance in all of this is
the fact that these changes were
applied retroactively. In my judg-
ment, change that is far-reaching
and sudden should be left for legis-
lative deliberation.

The instability created by this
second change had its mark on the
insurance system: Uncertainty
precipitated liability crises. While
changes in the financial markets
helped bring about some insurance
crises, they occurred more sharply
in the property/casualty field be-
cause the basic borderlines of lia-
bility became totally unstable.

With few exceRtions, modern
"tort reform" has not meant a re-
turn to the old restrictions of the
common law. For example, "re-
formers" are not arguing for return

of the contributory negligence de-
fense. To the contrary, a basic
theme of reform is to establish in-

dividual responsibility as the hall-
mark of the tort system. Thus, a
key element of product liability re-
form is that a defendant should not
have to pay damages when it had
no objective fault in causing an ac-
cident.

The theme of individual respon-
sibility is also sounded by tort re-
form efforts to end or minimize
joint and several liability, where
one person has to pay for conduct
that is truly the responsibility of
another. The modern "tort reform"
agenda also seeks more economic
efficiency so as to avoid "double
payments" of damages wherever
possible. And, most tort reform
groups believe that some reason-
able controls should be placed on
punitive damages.

To date, successful tort reform
efforts have occurred at the state

level. In the past few years, key
changes have occurred in Calif6r-
nia, New Jersey and Texas, as well
as many other states. The changes
have generally involved modifica-
tion of joint and several liability
rules, maintenance of the fault sys-
tem, stabilizing punitive damages
and, occasionally, some outer
limits or "caps" on the amount
that may be awarded for pain and
suffering damages.

Efforts at the federal level have

been principally in the product lia-
bility area. Thus far, they have not
been successful. Nevertheless, it is
a fact that product liability (as
contrasted with most other areas of
tort law) is imbued with interstate
commerce. Having a crazy-guilt
pattern of 51 ever-changing prod-
uct liability laws and rules has:

• Fostered forum shopping.
• Given mixed signals to those

who must plan for safety.
• Jacked-up lawyer costs.
• Goaded insurance crises.

These adverse consequences and
the fact that individual states can-

not totally address them suggests
that ultimately a federal product
liability law will be enacted. This
year liberal Democrats as well as
Republicans support this view and
have helped develop H.R.
1115-the Federal Uniform Prod-

uet Safety Act-and move it
forward.

This is an area where the busi-

ness community must stay "to-
gether" and not tire. In that re-
gard, it is interesting to note that
Ralph Nader's current theme in
speeches to the plaintiffs' bar is to
"keep up the fight and not relent."

"Tort reform" also can occur in i
state courts. Courts can restore the
balance needed in the system. Un-
fortunately, defense lawyers have
not always brought a "total pic-
ture" to the attention of the judges
on the various state supreme courts
as they go about making tort rules.
Some defense attorneys have cast
their arguments too narrowly, fo-
cusing on precedents and legal-
isms. It has become a fact of life
that some state supreme courts
have acted as if they were legisla-
tures. Since this is true, we must

treat them as such. This means that 
our briefs need to show the macro- 
economic impact of decisions. We
need to discuss openly and fully

Continued on page 76

Victor E. Schwartz is a partner
in the Washington, D. C., law firm
of Crowell & Moring and counsel
for The Product Liability Alliance,
a non-profit business coalition sup-
porting product liability reform.
From 1976 to 1979, he chaired the
Federal Interagency Task Force on
Product Liability, which studied
the issue for the U.S. Commerce
Department.
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Or. Overman

By Edwin S. Overman

(THomptedUSHinsuranece
and risk management education,
the future will cause a shift in em-

phasis. The late Dr. David McCa-
han, former professor at the Whar-
ton'School at the University of
Pennsylvania and longtime presi-

dent of The American College,
which launched the Chartered Life

Underwriter designation in 1926,

provided perhaps the best defini-
tion of the term, "education":

"Education involves the impar-
tation and acquisition of knowl-
edge, with primary emphasis upon

the reasoning process. Education
emphasizes thinking-a grasp of
the 'whys' of a subject. As a conse-
quence, the 'goal of education is

long-range and implies the contin-
uous mental growth of the individ-
ual."

In the past, people thought of
education as concluding with an
undergraduate or graduate degree,
or with a professional designation.
Many persons are deceived by the
notion that their academic creden-

tials confirm they are "educated."
The truth of the matter is that any-
one who terminates the educa-

tional process-who quits learning
upon leaving university or school
-is giving in to a life of limited
usefulness, limited satisfaction and

limited happiness. They contribute
to their own bewilderment and

feeling of insecurity in a fast-mov-
ing world. It, is unfortunate and
misleading when the Ph.D. is re-

ferred to as a "terminal" degree.

The late Dr. Solomon S.

Huebner, founder, first chairman

and long-time director of the exa-
mining bodies of the CLU and
Chartered Property Casualty Un-
derwriter designations, expressed
the danger when one assumes that
education is a goal to be reached

rather than a process to be pur-
sued:

"Those who cease to study will
soon cease to learn. Those who

cease to learn will soon cease to

grow. Those who cease to grow will
soon begin to regress. Those who
begin to regress will soon cease to
be enthusiastic. And those who

cease to remain enthusiastic about

their careers-about their lifetime

profession-are doomed to a life of
obsolescence and disillusicnment."

The future of insurance and risk
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management education suggests a
continuous and ever-expanding
process to widen the mental hori-
zons of practitioners. Leading
practitioners in this field in the fu-
ture, managers and technicians
alike, will of necessity become life-
long students in their chosen disci-

pline. Through the ever-expanding
process of reading, formal discus-
sion and writing in their field of
study, they will become increas-
ingly capable of synthesizing logic
with intuition, of integrating new
knowledge with existing under-
standing and to see "relationships"
between ',arious concepts or data
rather than as simply isolated
events. Lifelong learning provides
the ability to visualize ideas, to

comprehend and analyze concepts
and to express thoughts in logical
and clear terms.

A major strategic goal in educat-
ing future practitioners in insur-
ance and risk management is to
polish and perfect the ability to

communicate. Any manager or
technical specialist in any field
must be able to communicate ef-

fectively with colleagues, manag-
ers or subordinates alike, so that

ideas, discoveries, reports, ques-
tions and responses will rrot be
misunderstood. Sound ideas poorly
communicated are all but useless.

But how does one develop the
quality of clear-minded thought

and expression? How indeed do we
acquire an instinct for simplicity
and clarity in writing and speak-
ing? The ultimate in confused com-
munication was reported when a
stranger to New York wished to at-
tend a symphony and asked a pas-
ser-by, "How do I get to Carnegie
Hall?" The New Yorker responded

with, "practice, practice, prac-
tice." Although amusing, this reply
nevertheless offers a clue to how

we learn to communicate more ef-

fectively. Lifelong practice,
through reading and through oral

and written expression, provides
the best means for honing and per-

fecting communication skills.
Insurance and risk management

education in the future will place a
high premium on those practition-
ers who continue their studies. Ex-

tensive reading of the published
literature, classroom and seminar

participation which emphasizes
full and open discussions and writ-
ten, essay-type examinations, term

papers or summary reports and the
writing and publishing of articles
in professional journals and in the
trade press will all provide practi-
tioners with life-long opportuni-

ties to acquire and share knowl-
edge.

Insurance and risk management
education in the future will require
professional practitioners to
broaden their perspectives in order
to comprehend this increasingly

complex field of study. Thus,
broad-gauged, interdisciplinary
studies will become the rule rather

than the exception. Comprehen-
sion gained in the related disci-
plines of law, finance, accounting,

mathematics, statistics, engi-
neering, economics, management,
philosophy and ethics, as well as
the acquisition of sophisticated re-
search techniques, will supply the
broadening knowledge needed tc

Continued on page 48

Edwin S. Overman, president
emeritus Of the Insurance Institute
of America Inc. in Malvern, Pa.,
retired in June after serving 34
years with the institute. Before his

retirement, he spent 21 years as the
principal spokesman for the pro-
fessional educational organization
for the property/casualty insurance
industry and has written numerous
books and articles on the subject.
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accompany future studies.

A comprehensive and structured
program of study over many years
will provide the understanding of
important relationships existing
between insurance and risk man-
agement on the one hand, and
those related disciplines on the
other. This broadened understand-

ing of these fields will prepare
practitioners to participate more
fully in expanded social concerns
and social responsibilities.

Professional practitioners,
throughout the entire field of in-
surance and risk management, will

Professionals will be

challenged to take on
a far greater sense of
social responsibility
in the next decade.

be challenged to take on a far
greater sense of social responsibil-
ity in the next decade and beyond.
As a result, these practitioners will
occupy key roles and cause major
improvements in this industry, in
the realm of our national economy
and in our society as a whole.
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With respect to this industry,
greater attention must be given in
the future to a more balanced em-
phasis between risk financing on
one hand, and risk control or loss
prevention on the other.

Over the past several decades, a
preponderance of insurance indus-
try leaders have come from the
field of finance. To a large extent,
this explains why far greater em-
phasis was placed on risk financ-
ing rather than on risk control
Stated differently, most insurance
executives have been more con- ,
eerned with money matters-cash
flow, investment income and pre-
mium growth, for example-than
with ways and means to reduce the
frequency and severity of losses.

As my colleague at the Insurance
Institute of America, Dr. George
Head, has written:

"Senior insurance management
in the future will come to realize '

risk-financing. Tomorrow's insur-

sionals, therefore, will need to 
branch out far beyond their insur- 
ance roots into various engineering
aspects of risk control. They will ,
come to realize that control over ,

loSses is a major humanitarian
concern which transcends money
savings and profit making.

"They will need to undertake in-
terdisciplinary studies in engi-
neering, chemistry, physics and
other subject areas which provide

occurring. Such knowledge and
implementation will serve to avert 1
much human suffering as well as

economy. Avoiding human suf-

on society's resources become an
increasing social responsibility of
modern corporate citizens which
include insurance and risk man-
agement professionals."

Responsible corporate citizen-
ship in the future will recognize
that no risk is an island. Tradi-

tionally, we have concentrated too
exclusively on the loss exposures
facing a single firm. The interre-
lationships of various, disparate
firms in a complex society will de-
mand a broader outlook. Social re-

sponsibility requires that risk

with the impact of decisions on 
other firms and on society as a
whole. An example that is reported
frequently in the media shows the |

decisions adversely affect other

within the law will not be suffi-
cient for the future, It will be nec- 1
essary to operate in the public in-
terest-a higher standard, j
perhaps-than that technically de- 1
manded by the law.

What we can expect to come
about in insurance and risk man-

agement education in the future is ,
an expansion of interdisciplinary
studies. Financial expertise will, as
George Head has suggested, merge
with the so-called hard sciences:

engineering, physics and chemis-
try. Even more importantly, per-
haps, responsible corporate citi-
zenship will promote the fields of
psychology and business ethics.
The recognition that the aim of in-

the alleviation of human suffering
will cause practitioners not only to
develop new skills and greater un-
derstanding but also to use those
skills and understanding in the
service of humanity. ,

The awareness and practice of
altruism and ethical decision-mak-

ing will elevate the function of in-
surance and risk management to i
the level of the recognized and
honored professions. Moreover, it
will provide future practitioners in
this rapidly changing field with the
greatest source for genuine fulfill-
ment and satisfaction: a life de-
voted to the service of mankind. I
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Risk managers to make views known
By Ron Judd

'I'gr({Lh risk manags'linfluneeton
public and government policies has been just
short of incredible.

Twenty years ago, when the American So-
ciety of Insurance Management consisted of
an executive director, two full-time staff
members, two part-time staff members and a
lot of dedicated volunteers, it was difficult to
make progress in this area.

Our monetary and staff resources were ex-
tremely limited, but not our enthusiasm. We
did represent the society at National Assn. of
Insurance Commissioners meetings and
made the first efforts to set up liaison meet-
ings with firms in the industry, the Insur-
ance Services Office and regulatory bodies.
Risk managers who attended and voiced
opinions spoke, but the industry was not lis-
tening-yet.

On occasion a point was scored.
On rare occasions, risk managers were

asked to participate on committees or advi-
sory bodies that influenced regulation or leg-
islation.

To my knowledge, and I may stand cor-
rected, there were few-if any-courses in
universities on how to "buy insurance."

The Associate in Risk Management pro-
gram was yet to hand out its first diploma.
News coverage of risk management and the
society was virtually non-existent. Business
Insurance was still a gleam in the eye of
a man named G.D. Crain Jr. Existing insur-
ance industry publications rarely, if ever,
carried articles on views of the ASIM and,

most assuredly, the words "risk manage-
ment" never appeared in the business press.

With the advent of Business Insurance, the
risk manager finally had a forum that was
interested in a risk manager's point of view.
The early years were turbulent, but we were
both on the same course.

The society's magazine, National Insur-
ance Buyer, was pretty much viewed as a
."house organ." Our conference drew fewer
than 500 people to Los Angeles in 1967.

From this beginning, ASIM, with dedi-
cated volunteers, moved slowly forward and
became the Risk & Insurance Management
Society of today.

So where are we now?

It is rare today for the NAIC to appoint a
committee or advisory body on commercial
insurance without RIMS representation.

Staff and members have testified before

federal and state legislative committees.
Our product liability study in the late

1970s was an important factor in decisions
made at the highest levels of the federal gov-
ernrnent.

Those who said "absolutely not" to a re-
quest to hold a liaison meeting now meet re-
gularly with risk managers.

Liaison meetings with the industry are
part of RIMS' ongoing activities. They in-
clude brokers, insurance companies, consul-
tants, trade and professional associations
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Ron Judd, executive director of the Risk & Insurance Management Society

and others with whom we have mutual inter-
ests and concerns.

Legislative accomplishments include
forming coalitions to develop and enact leg-
islation like the Vermont captive law and
most recently the Risk Retention Act of 1986.
The society has become ar. adviser to many
groups seeking alternatives to the insurance
process. These things were accomplished
through volunteers and a very dedicated
staff.

In education, the results have been equally
rewarding. Today, one can receive a doctor-
ate in risk management from the University

of Georgia. Numerous universities offers
master's degrees in risk management.

The fist diploma for the Associate in Risk
Management program was presented in 1967.
There are now thousands who proudly bear
the designation A.R.M. The program has
been accepted around the world. In fact, sev-
eral countries are now interested in adapting
the A.R.M. program for usE locally.

As noted earlier, in 1967 it was difficult to
find a publication that mentioned ASIM or
risk management. Today RIMS has excellent
press relations. It started with coverage by
Business Insurance and progressed to recog-

nition by other trade press. Consumer media
became aware of risk managers about 1976.
A highlight of the evolution of risk manage-
ment and its influence was a special "adver-
torial" section that year in Fortune maga-
zine.

Last year, we made the front page of The
New York Times. The issue was one that
affected all consumers of insurance. RIMS'

stance, on behalf of the consumer, in oppos-
ing introduction of the new commercial gen-
eral liability claims-made policy was a
benchmark in the history of the society.

Our conference has progressed to a point
of being the largest insurance industry gath-
ering in the world. In Las Vegas, Nev., ear-
lier this year, we drew a record attendance of
brokers, agents, insurers, consultants, regu-
lators, legislators etc. Delegates from 20 to
25 nations are the norm.

RIMS today is known and functions
worldwide.

Earlier this month RIMS, in cooperation
with Assn. Europdenee des Assur6s de l'In-
dustrie (AEAI), completed another record-
breaking Risk Management Forum in Monte
Carlo. It was the fourth in a series of meet-

ings that have been held in cooperation with
our European "sister" associations.

In 1986 the first risk management forum
by RIMS was held in the Asia/Pacific region.

These events are a result of groundwork
accomplished in the 1970s to encourage and
assist the formation of risk management or-
ganizations in other countries of the world.

This was and is not a totally altruistic ef-
fort, for many RIMS members operate
worldwide. And, of course, foreign-based
companies increasingly operate here. The
needs of -corporate insurance consumers"
took on a global dimension. Buyer concerns
needed to be voiced with the insurance and

regulatory environment of individual coun-
tries. This is best accomplished through local
risk managers in their respective countries.
We have been extremely successful. There
are now risk management associations in 18
countries and two are in the process of for-
mation.

Collectively, we have now formed an asso-
ciation »of associations, the International
Federation of Risk & Insurance Management
Associations (IFRIMA). While still in its in-
fancy, its potential is excellent. In many
ways, it is now at the stage ASIM was in
1967.

Twenty years from now, RIMS will have
written a new chapter in its influence on
public and government policies by nurturing
the growth of IFRIMA, while keeping RIMS
in the forefront here at home. I

Ron Judd earlier this year marked his 20th
anniversary as executive director of the New
York-headquartered Risk & Insurance Man-
agement Society Inc., the largest organiza-
tion Of risk managers in the world, and its
predecessor organization, the American So-
ciety Of Insurance Management.

20 lea ders predict future developments
The last 20 years have been filled with risk man-

agement innovations. But what will the next 20
years bring? What types of innovations should risk
managers expect both in the world of risk manage-
ment and in property/casualty insurance?

The Business Insurance staff selected 20 people
who have left their mark on risk management and
commercial property/casualty insurance to prognos-
ticate what will transpire over the next 20 years and
what changes must be made before the year 2007.

In addition to Ron Judd, executive director of the

Risk & Insurance Management Society Inc., the
other business leaders who provide a glimpse of the
future on the following pages include:

Edith F. Lichota:

Developments in international risk management.. Page 46

Edwin S. Overman:
The future 6f insurance education...

Victor E. Schwartz:

The future of tort reform. .

Page 47

Page 50

H. Felix Kloman:

The future of captive insurance companies....... Page 52

Kevin M. Ryan:
Future developments in workers compensation... Page 54

Maurice R. Greenberg:
Innovations in insurance underwriting....

John R. Cox:

Policyholder-owned underwriting facilities...

Robert Clements:

Innovations in insurance brokerage....

.. Page 56

.. Page 57

. Page 58

Richard F. Denning:
Risk management information systems...  .. Page 60

N. David Thompson:
The role of reinsurance over the next 20 years.... Page 61

Patrick G. Ryan:
The full-service insurance conglomerate. Page 62

Peter S. Wilson:

The future of the claims-made form. .

Robin A.G. Jackson:

The role of the London market....

Page 64

Page 64

Warren G. Brockmeier:

The role of ri5k management consultants......... Page 68

A. Grant Whitney:
The future of insurance reciprocals..... . Page 69

Eugene R. Anderson:
Toxic tort and insurance coverage litigation ....... Page 70

Richard E. Stewart:

Insurance regulation in the future.... . Page 71

William Slick Jr.:

Risk managers' role in drafting new policy forms Page 72

John J. Carey:
Future developments in property loss control . ... Page 74
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Risk managers have chance to shape world
By Edith F. Lichota

HE RISK management profes-sional stands with one foot in

the present and the other headed
out into the future. It is in the na-

ture of the discipline that we deal
in the here and now with all the

problems of coverage, capacity,
loss control, cost-benefit analysis
and budgets. But, we must be si-
multaneously identifying and eva-
luating the problems of the future
and positioning ourselves to deal
with them.

This is a great profession for a
practicing futurist, and one pre-
diction I would be willing to make
is that it will become more, rather
than less, so. In the future, there
will be more conscious effort ex-

pended by risk managers to foresee
what is coming, be prepared to
deal with it and, most important,
take positive steps to affect the
form and impact of anticipated
change.

In addressing future develop-
ments in international risk man-

agement, one thing seems certain:
as companies become more inter-
nationally oriented, their risk
managers will have to be able to
function with a global perspective.
My observations over the past sev-
eral years suggest that a global
perspective will make t:.·- risk
manager of multinational rgani-
zations an emerging expert in a
whole range of applicable special-
ties. Suddenly, the environ-ental,
regulatory and cultural climate of
every other country where it does
business will have a great bearing
on the business decisions taken by
the parent-no matter where the
parent is located.

International risk managers
should not be passive observers of
the world in which they must per-
form their functions. It has been

said that any good secretary, if al-
lowed to do so, could quickly im-
prove the efficiency of the office in
which she-or he-is employed.

The analogy carries over: A good
risk manager will identify the
problems inherent in his or her ef-
forts to identify, transfer, control
or finance risks. A more important
part of the risk manager's job in
the future will be taking an active
part in changing the underlying
conditions that cause those prob-

In the July 1987 issue of "Em-
phasis," Gerald C. Coletta ob-
served that "the concept of 'total'
risk control. . .will become an im-

portant management tool. . . ." I
would carry this one step further
and substitute risk management
for risk control. The risk manage-
ment concept is fairly well-recog-
nized in the United States, but it is
much less developed in many other
countries. As a result, the contri-
butions that a competent risk man-
ager can make to a corporate em-
ployee are often neither recognized
nor realized. The multinational
risk manager will promote the con-
cept of "total" risk management to
serve the broadest possible role in
his or her own company, to encour-
age the growth and development of
the discipline elsewhere and to
modify the environment in which
he or she must function. "Total"
risk management is an important.
management tool; I expect the

Edith F. Lichota, senior up-risk
nanagement at Irving Trust Co. in
Veto York, has chaired or served as
z member of numerous interna-
.'ional risk management and insur-
ince committees as well as domes-

.'ic risk management organizations.

She is chairman Of Bermuda-based
Bankers Insurance Co. Ltd. and

ioas named the 1987 Business In-

;urance Risk Manager of the Year.

multinational risk manager of the
future to employ it fully.

Countries and cultures are vastly
different. Ideas and objectives vary
widely depending on those differ-
ences. In a global economy, the
goal is to function effectively in
spite of the differences. Interna-
tional risk management will play a
vital role in assimilat ing the differ-
ences and resolving risk manage-
ment issues in a manner consistent
with the circumstances.

F6rtuitous losses adversely af-
feet national economies. Large for-
tuitous losses adversely affect their
national economies in proportion
to their size. No country can afford
to ignore the impact of exposure to
major losses because they have the
capacity to undermine economic
and also political st:bility. As risk

management develops on a more
global scale, its contribution to an-
ticipating losses and structuring
remedies in advance of catastrophe
will be recognized as significant on
a macro basis. Risk management
will be too important to be ig-
nored; its prominence as a man-
agement tool will be assured; and
its impact on regulatory decision
making should be correspondingly
increased.

Of course, with prominence and
authority comes related responsi-
bility. The users of commercial in-
surance will have to recognize
what they can and cannot expect
the marketplace to provide. They
may have to exercise restraint in
using commercial coverage to as-
sure its continued availability.
They may have to help commercial

underwriters develop the products
and services the user community
needs, and they may have to assure
that sufficient premium volume is
generated to support the capacity
to supply these products and ser-
vices.

The corollary to the foregoing is
that the competent risk manager,
like any other connpetent profes-
sional, will also be in a position to
influence the shape of his or her
world.

Where there is insufficient or

unresponsive capacity, the risk
manager has a clear responsibility
to develop a more adequate supply
of necessary services and coverage.
The implementation of alternative
funding mechanisms will enable
the risk management community to

Continued on page 75 Mrs. Lichota
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Continued from page 42
even purchasing electronic data
processing policies to cover their
companies' mainframe computer
systems, Mr. Albert said.

In addition, some risk managers
were beginning to form captive in-
surance companies as a new tool to
manage costs, and their use blos-
somed in the 1970s.

"The buzzword of the day was a
new risk financing approach called
a captive insurance company.
These were single-parent property
captives," said Charles L. Ruoff,
senior vp of Fred S. James & Co.
Inc. in New York.

"The more sophisticated risk
managers were forming captives
offshore for tax advantages,"
agreed John L. George, Alaska's
director of insurance in Juneau.

"In 1967, it was considered a
neat deal for a risk manager to
have a captive," said C.C. (Bud)

ITIS
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'In 1967, it was

considered a neat

deal to have a

captive,' says
Mr. Griffin.

-

Griffin, chief executive officer of 
risk management consultant War-
ren, MeVeigh & Griffin Inc. in
Newport Beach, Calif.

And "if you could differentiate
between types of captives, you
were thought of as really sophisti-
cated," added Ms. Ruthardt.

In the late 1960s and early 1970s,
insurers and brokers started to
offer "unbundled" services such as

claims administration, loss control
and data processing.

"In the late '6Os, unbundled ser-
vices began, but they really came
into play in the '7Os," said Horace
Holcomb, senior vp of Alexander &
Alexander Inc. in New York.

Risk managers who set up self-
insurance programs could "buy
claims services from outside

sources that were formerly only of-
fered by insurers. A lot of insurers
were also offering services through
separate subsidiaries," said Bill
Manning, senior vp-casualty, spe-
cial risks division of CIGNA Corp.
in New York.

And in the late '6Os and early
'7Os, risk managers were becoming
aware of the increasing exposufe
their companies faced for directors
and officers liability, product lia-
bility and environmental impair-
ment liability as claims and settle-
ment costs began to climb.

"Directors and officers liability
was a big issue and (the coverage)
was gaining popularity in the mar-
ketplace," said Mr. Armstrong.

"D&0 and fiduciary liability
coverages were just beginning to
be used at that time," agreed Mr.
Chanzis.

"In the mid-'7Os, the product lia-
bility crunch caused more busin-
esses to look closely at liability
coverage. . .Environmental impair-
ment liability and products liabil-
ity were starting to impact on
them," said RBH's Mr. Dolan.

"Most state guaranty funds were
established in the 1970s," said
Gerald Grimes, Oklahoma's com-
missioner of insurance in Okla-

homa City.

In fact, the rapid acceleration of
liability costs over the past two
decades has been responsible for
two of this era's most widely used
buzzwords-the "deep-pocket the-
ory" and "tort reform."

Partially in response to the in-
crease in litigation in the mid- to
late 1970s, risk management loss
control programs began to take
more sophisticated forms.

Risk managers began to use such
terms as " 'human factor engi-
neering'-what affects the body
internally and externally-'sys-
tems safety' and cergonomics,1 -
said David P. Curley, assistant vp-
engineering for the commercial in-
surance department of Aetna Life
& Casualty Co. in Hartford, Conn.,
and chairman of the National

Safety Council in Chicago.
And in response to record num-

bers of insurer and reinsurer insol-

vencies in the mid-1980s, risk
managers are now talking about
"market security."

"Security of markets is a grow-
ing concern for the industry as a
whole, since within recent years an
unprecedented number of insur-
ance companies have experienced
major financial trouble," said
RBH's Mr. Dolan.

Finally, risk managers have
delved increasingly into the world
of finance over the past several
years, as they have begun to per-
form such tasks as "financial mod-

eling," "trending" and creating
"feasibility studies" assisted by
computers, observers say. •
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Time capsule: 1973
Risk managers say that changes

in the comprehensive general lia-
bility policy that take effect today
will have a greater impact on small
and medium-size companies than
on large corporations. That is be-
cause large corporations, because
of the volume of their business,
usually can negotiate manu-
scripted or very flexible policies.

However, risk managers eau-
tioned that all insurance buyers
should study the differences be-
tween the 1966 CGL form and the

revised one. And, they are reserv-
ing judgment on the new form until
they see how it works in actual
practice (BI, Jan. 1, 1973)

***

Lloyd's of London underwriters
are the insurers for the bulk of the

largest personal injury award in
U.S. history-$4.025 million
awarded to a 13-year-old boy who
was paralyzed from the neck down
in a schoolyard injury in July 1970.

Although there are several de-
fendants and insurers involved in

the case, Lloyd's will be liable for
$3.9 million as the insurer of

Mount Zion Hospital in San Ra-
fael, Calif.

A Superior Court jury in San
Francisco handed down the award

for Kelley Niles, who was injured
in a fistfight during a supervised
summer recreation program spon-
sored by the city of San Rafael and
the San Rafael school district. Both

the city and the school district will
pay $25,000 (BI, Feb. 12, 1973).

***

The war risk coverage on a Lib-
yan Arab Airlines Boeing 727 that
was shot down by Israeli fighter
planes last month had been al-
lowed to lapse just days before the
incident, which killed 106 people.

Aviation insurance sources said

the coverage had lapsed five days
before the plane was shot down,
because the Libyans felt the cover-
age was expensive. Apparently,
Libya's nationalized insurance in-
dustry will have to pay for the air-
craft, which is valued at about $7
million. Israel said it will compen-
sate the families of those killed in
the crash (BI, March 12, 1973).

***

Mattel Inc. has sued 23 insurance

companies, charging the com-
panies failed to pay $8 million of
$10 million in business interrup-
tion losses.

The suit charges the insurers
have withheld payment because
Mattel has refused to comply with
appraisal of damage provisions of
the policies involved the claim,
which results from a 1970 fire that

destroyed a Mattel warehouse in
Mexico. Mattel claims the ap-
praisal clause is intended to apply
to the fire insurance losses, not the
business interruption losses (BI,
March 26, 1973).

***

Product liability lawsuits have
increased 400% in five years-to an
estimated 500,000 in 1972 from
100,000 five years earlier. Reasons
for the increase include the spread
in judicial application of the doc-
trine of strict liability, which is
now recognized in more than half
the states (BI, April 23, 1973).

***

The ultraconservative John Birch

Society says the Occupational
Safety and Health Act is a step to-
ward fascism and has mounted a

major campaign against it.
According to a John Birch So-

ciety pamphlet: "OSHA has been
carefully designed to create a eli-
mate of terror-terror which can

be used selectively for political
purposes-to turn businessmen
into criminals, to cast them as
ogres who have no interest in
safety, to deny their civil rights
and eventually those of every-
body. . .The real purpose of
OSHA-as of so many federal

schemes-is to impose a totalitar-
ian discipline on the American
people, of the type found in Nazi
Germany and Communist Russia"
(BI, June 4, 1973).

***

The National Assn. of Insurance

Commissioners has given final ap-
proval to a $500,000 study of ex-
amination techniques used by state
insurance departments to assure
company solvency

The study will be financed by the
insurance industry, and the NAIC
says it already has f:rm pledges of
financial support totaling more
than the $500,000 projected cost.
The results of the study are ex-
pected by April 15, 1974.

The NAIC hopes the study will
reveal ways to update examination
techniques so it will be easier to
detect potential insolvencies (BI,

June 18, 1973).
***

There apparently is no property
or liability coverage on losses from
a fire at a nightclub in New Or-
leans' French Quarter that killed
38 people.

Although the contents of the Up-
stairs nightclub were insured on a
surplus lines basis in .overseas
markets, there was no property
coverage on the second-floor club
and no liability coverage. Insur-
ance sources in Louisiana say that
it is difficult and expensive to get
coverage for buildings such as the
Upstairs, which was an unrestored,
run-down building in a "high risk"
area of the historic French Quarter
(BI, July 2, 1973).

***

Consolidated Mutual Insurance

Co. reportedly is the insurer for the
largest hotel robbery ever in New
York City, the theft of $203,000
belonging to the British rock group
Led Zeppelin (BI, Aug. 13, 1973).

***

Hearings are expected to begin
this fall before a Senate committee

on a bill to make it easier for em-

ployers to comply with the Occu-
pational Safety and Health Act.

Employers and their lobbying
groups have expressed great dis-
satisfaction with OSHA, saying it
is very burdensome for them to
meet all the requirements of the
current law. In response to their
requests for changes, a group of
senators introduced the Occupa-
tional Safety and Health Act
Amendments of 1973. The bill is

pending before the Senate Labor
and Public Welfare Committee,
which is expected to begin hear-
ings after the current congressio-
nal recess ends in early September
(BI, Aug. 27, 1973).

***

Britain's Labor Party says that it
will press for nationalization of the
British insurance industry, except
Lloyd's of London, if it regains

V.

control of Parliament in 1975.

Labor Party leaders say that na-
tionalization of the non-Lloyd's
section of the insurance industry
would result in more efficiency and
lower prices. Lloyd's is excluded
from the plan because it does rela-
tively little domestic life and auto
insurance, which are major targets
of the nationalization.

The Labor Party's plan is sure to
meet stiff opposition from the Con-
servative Party, which currently
controls Parliament, and from the
centuries-old insurance commu-

nity in Britain (BI, Sept. 24, 1973)
***

A recent survey shows that
directors and officers liability in-
surance is growing in popularity,
with almost half the responding
companies having the coverage.

The survey of 633 U.S. corpora-
tions by The Wyatt Co. reveals that
46.8% of the companies have D&0
coverage, most with liability limits
of $5 million (BI, Oct. 22, 1973). I
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Federal laws impact risk management
By DEBORAH SHALOWITZ

WASHINGTON-The Risk Re-
tention Act of 1981 and its 1986

amendments are the two federal

laws that have had the greatest
impact on risk management over
the last 20 years, observers concur.

The most recent legislation,
passed just last year, made it much

easier for businesses, trade groups
and professional organizations to
set up special multiple-owner in-
surance companies to cover all lia-
bility exposures except workers
compensation. The act also allows
companies to band together to buy
insurance on a group basis.

"Clearly, the Risk Retention Act
is the most far-reaching piece of
legislation enacted over the past
two decades affecting risk manag-
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ers," says Tom O'Day, associate vp
of the Alliance of American Insur-

ers in Washington, D.C.
"To the extent that (the law)

provides a means of group self-in-
surance," the Risk Retention Act
"is probably the most significant
enactment" of the last 20 years,
agrees Leslie Cheek III, vp of fed-
eral affairs at Crum & Forster

Corp. in Washington.
And while Jon' Harkavy, director

of governmental affairs for the
Risk & Insurance Management So-
ciety Inc. in New York, said that
it's too early to pass final judgment
on the act, he added that it could
have a "dramatic impact on the
way insurance is delivered."

Risk management experts also
note that a host of other laws

passed in the last two decades have

and will continue to have a signifi-
cant impact on risk management.
These laws include:

• The Resource Conservation

and Recovery Act of 1976 and the
Hazardous and Solid Waste

Amendments of 1984.

• The Comprehensive Environ-
mental Response, Compensation
and Liability Act of 1980 and the
Superfund Amendments and
Reauthorization Act of 1986.

• The Tax Reform Acts of 1984
and 1986.

• The Motor Carrier Act of
1980.

• The Occupational Safety and
Health Act of 1970.

• The Housing and Urban De-
velopment Acts of 1968 and 1970.

The original Risk Retention Act
of 1981 was developed by the Com-

.,

merce Department's Task Force on
Product Liability and Accident
Compensation in response to the
product liability insurance crisis of
the mid-1970s.

At first, the National Assn. of

Insurance Commissioners objected
to the proposal and what they saw
as usurpation of their authority to
regulate the industry.

But after some modifications, the
NAIC and some of the other groups
lobbying against the bill dropped
Their opposition.

Jim Anderson, director of gov-
ernmental affairs for the National

Assn. of Wholesalers-Distributors

in Washington, said the 1981 law
has been "extremely helpful" to
the NAW, which formed a pur-
chasing group that is co-sponsored
by 96 of the NAW's affiliated com-
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modity line associations and buys
insurance for 2,200 companies.

However, the 1981 law was not
widely used, partly because the
tight market eased and also be-
cause it limited risk retention

groups to write only product liabil-
ity insurance, observers say.

"The almost non-existent use

made of the '81 act" can partially
be explained by what happened in
the marketplace, explained Mr.
Cheek. In 1982, the commercial in-
surance market dropped its prices
and risk retention groups could not
match them, he said.

"Between 1981 and 1986, only a
small number (of risk retention
groups) were formed because in the
soft market there wasn't really a
need to establish alternative mech-
anisms," recalled Michael Mullen,
an attorney with Crowell & Moring
in Washington, who served as
counsel to the Senate Com erce,
Science and Transportation Com-
mittee in 1981.

The amendments expanding the
Risk Retention Act also were

prompted by a crisis in the com-
mercial market as professionals
and businesses could not secure af-

fordable liability coverage in the
mid-'8Os.

In testimony before Congress,
"there seemed to emerge. .a kind
of a consensus that broadening the
Risk Retention Act would be a use-

ful way to open up additional in-
surance opportunities" to satisfy
these needs, related Mr. Mullen,
who in 1986 served as counsel to a

group of commercial insurance
buyers that formed the Committee
for Risk Retention.

However, when the legislation
was introduced, the NAIC opposed
the concept just as it did the origi-
nal Risk Retention Act of 1981.

"They felt that their regulatory au-
thority was threatened," explained
Mr. Mullen.

But while the NAIC mobilized

opposition to the legislation,
strong support for the concept in
the Senate Commerce Committee

continued.

The turning point came in the
spring of 1985, when the NAIC de-
cided not to stand in the way of
the bill, once again presenting a
list of suggested amendments to
make it more palatable to state
regulators, noted Mr. Cheek.

The NAIC amendments, which

eventually were adopted. clarified
the authority of the state insurance
commissioners to obtain informa-

tion, initiate investigations and
impose sanctions on risk retention
and purchasing groups.

The new Risk Retention Act

"makes it more likely that the
business lost to the commercial

marketplace won't return as it has
in past downturns in the (insur-
ance) cycle," Mr. Cheek said, ad-
ding that once people have organ-
ized risk retention groups, "they're
not going to want to undo all of
their efforts."

The act is likely to enhance the
role of the risk manager in yet an-
other way: "When you've got your
own money at risk, it gives you an
even greater incentive to prevent
loss and therefore is likely to en-
hance the role of the risk man-

ager," he said.
But the expanded legislation still

must clear a few more hurdles be-

fore it really catches on, says
Brady Young, a consultant in the
Darien, Conn., office of the Til-
linghast Division of Towers, Per-

rin, Forster & Crosby Inc.
The authority of individual

states to regulate risk retention
and purchasing groups must be
clarified, as does the definition of

where a purchasing group is "10-
cated."

"Beyond that, there still has to
Continued on next page
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be wider acceptance among the in-
surance risk management commu-
nity of these alternatives."

And, he said, "there has to be an
expansion of the infrastructure to
support" risk retention groups-
such as reinsurers, consultants,
claims service providers and even
insurers unbundling services.

"A good reinsurance partner is
an essential ingredient" for a sue-
cessful risk retention group, agreed
Ron Boggs, a consultant at The
Wyatt Co. in Chicago.

He predicts "the most rapid de-
velopment of risk fetention groups
will probably be at the bottom of
the next cycle."

Currently, between 20 and 25
risk retention groups are licensed
and only 12 to 15 are actually issu-
ing policies, Mr. Young said, pre-
dicting that the number will grow
to approximately 100 by 1990. But

he expects premiums paid to risk
retention groups will account for
only 3% to 5% of the total market
by the end of this decade.

Purchasing groups, however,
"are another ball game," Mr.
Young stressed.

By 1990, he predicts there could
be as many as 400 to 500 purchas-
ing groups in operation, account-
ing for as much as 10% to 15% of
U.S commercial premiums.

Purchasing groups will be
formed more readily than risk re-
tention groups, he explained, be-
cause they are less complicated
and create less risk for members.

But as purchasing groups gain
popularity, they could spur the
creation of risk retention groups
through a "natural evolution" that
might occur as people become more
comfortable with being in the in-
surance business, he added.

It is difficult to determine how

much benefit has been derived
from the purchasing group aspect

Superfundlaws

'opened up corporate
liability to such a
dramatic extent,'

says Mr. Harkavy.

of the Risk Retention Act, Mr.
Boggs said, because insurers view
them now as simply another way to
sell insurance.

In the future, Mr. Boggs said he
would like to see policyholders
have "more of a voice in pro-
grams," because right now most
purchasing groups are run by and
marketed by insurers.

Two federal laws, the Resource
Conservation and Recovery Act of
1976 and the Hazardous and Solid
Waste Amendments of 1984, im-
posed strict financial or insurance
requirements on companies that

handle hazardous waste and in-
creased the number of companies
subject to Environmental Protec-
tion Agency regulations.

This is "one of the most impor-
tant pieces of legislation affecting
risk management" in the last 20
years because "it's affecting many
businesses that were not before af-

fected by environmental regula-
tion," according to Mary P. Mor-
ningstar, corporate counsel of Risk
Science International, a Washing-
ton-based environmental risk
management consultant.

Businesses affected by some of
the new regulations include con-
venience stores, gasoline and ser-
vice stations, rental car companies,
hospitals and hotel chains and
others that operate their own fleet
of delivery trucks, she noted.

Under the EPA rules, a company
that treats or stores hazardous
waste must secure insurance for
sudden or accidental environmen-
tal impairment covering all of its
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facilities with limits of at least $1

million per occurrence and $2 mil-
lion aggregate.

A company that also disposes of
hazardous waste must, in addition,
buy non-sudden EIL coverage with
limits of at least $3 million per oc-
currence and $6 million aggregate.

Also under the EPA require-
ments, an insurer must give a com-
pany at least 60 days' notice of
cancellation of an EIL policy.

As an alternative to insurance, a
company that treats, stores or dis-
poses of hazardous waste can dem-
onstrate that it has net working
capital and tangible net worth of
at least six times the amount of lia-
bility coverage required.

The EPA rules also allow states

to develop their own pollution lia-
bility requirements over the fed-
eral minimum. So far, 11 states
have their own requirements.

Under HSWA-published last
April and expected to become final
in May 1988-companies with un-
derground tanks storing either
hazardous waste or petroleum
products must buy insurance for
on-site cleanup with limits of $1
million per occurrence and an ag-
gregate limit based on the number
of tanks at a site.

Alternatively, a company must
demonstrate that its net worth is at

least 10 times the annual aggregate
amount of insurance it would be
required to buy.

The proposed regulations also
require all underground storage
tanks to be tested for leaks. And,
all underground storage tanks
must have a leak detection system
acceptable to the EPA.

Another provision in the HSWA
expanded the RCRA's authority to
include businesses that generate
between 100 kilograms and 1,000
kilograms per month of hazardous
waste.

A technical specialist at Risk
Science International estimated
that 100 kilograms of hazardous
waste is less than half of a 55-gal-
lon drum.

Under the Comprehensive En-
vironmental Response, Compensa-
tion and Liability Act of 1980-
commonly known as Superfund-a
company became jointly and se-
verally liable for the cleanup of
any hazardous waste landfill to
which it had contributed in the

past. And, under the Superfund
Amendments and Reauthorization

Act of 1986 any past or present
owner of a Superfund site can be
held liable for cleanup costs.

These laws "opened up corporate
liability to such a dramatic, dra-
matic extent," noted Mr. Harkavy
of RIMS, because it made com-

panies such as banks, investment
firms and real estate developers
that simply purchase property for
investment purposes liable for
cleanup costs if the property was
ever used as a hazardous dump.

Superfund also contains another
provision that affects risk manag-
ers: The Emergency Response and
Community Right To Know Act of
1986.

Under the provision, known also
as Title 3, any company under the
jurisdiction of the Occupational
Safety and Health Administration
that uses potentially hazardous
substances must develop material
safety data sheets on those sub-
stances and submit them to a state
commission and a local committee.

By July 1988, and annually
thereafter, the company also must
submit a chemical inventory form
describing the maximum annual
amount, average daily amount and
location of each chemical the com-
pany has at its facility.

Title 3 also imposes separate re-
porting requirements for a com-
pany that has 10 or more full-time
employees and uses toxic chemi-
cals in excess of a federally man-
dated threshold.

Ms. Morningstar pointed out that
under Title 3, citizens have the

Continued on nezt page
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right to sue a company for violat-
ing any part of the statute and the
requirements are enforceable both
civilly and criminally.

Tax bills also have had an im-

pact on risk managers.
Because of the Tax Reform Act of

1986, shareholders of many off-
shore group captives are now liable
for current-year taxes on the cap-
tives' income from insuring U.S.
risks.

Previously, such group captives
were treated as "non-controlled
foreign corporations" as long as
they met certain tests, including
that each shareholder own less
than 10% of the captive's voting
stock.

"No one really knows what the
impact" of this provision will be,
said Fred Howard, treasurer and
tax counsel with Johnson & Hig-
gins in New York. But, he said
captives "remain desired vehi-
cles. -in spite of the obstacles that
are thrown in their way."

The Tax Reform Act of 1984 pro-
hibited companies from taking tax
deductions for reserves to pay self-
funded losses known in the current

year, but not payable until the fu-
ture. Under this law, deductions
can be taken only at the time a
claim is paid.

This was a "particularly signifi-
cant tax bill in that it set back loss

financing" opportunities for risk
managers, Mr. Harkavy said.

This provision overturned a
major court victory risk managers
had won in 1983 when the 9th U.S.
Circuit Court of Appeals in San
Francisco ruled that Kaiser Steel
Corp. could deduct reserves to pay
uncontdsted workers compensation
claims if all events governing the
fact of the employer's liability oc-
curred during the tax year and the
amount of the liability could be
determined with "reasonable accu-
racy."

The 1984 tax bill also reduced

the use.of excess foreign tax cred-
its to offset taxes due on offshore
captives' income related to U.S.
risks.

Previously, if a company had ex-
cess foreign tax credits generated
by paying a higher tax rate in a
foreign country, these excess for-
eign tax credits could be used to
offset the U.S. tax due on the un-

taxed foreign-source income.
The Motor Carrier Act of 1980

also imposed strict insurance re-
quirements for haulers of hazard-
ous and non-hazardous materials.

The regulations specify three ca-
tegories of damages to which the
insurance is intended to respond:
public liability, which includes
bodily injury claims; property
damage; and environmental res-
toration, which includes removal
and mitigation of damage to
human health, fish and wildlife.

These requirements have
"created serious affordability
problems for small trucking com-
panies and serious capacity prob-
lems for the insurance industry,"
noted Mr. Cheek.

Meanwhile, existing state laws
required insurers to write coverage
for any operator with a state li-
cense, regardless of the safety rec-
ord or loss experience. Accident
records could be used only for rat-
ing purposes.

"The net effect has been to force
the (insurance) industry to write
coverage for all comets and to
thwart the congressional intent,
which was to substitute financial

responsibility (requirements) for
active federal safety regulation,"
said Mr. Cheek.

He maintained that "the theory
of the act was you could cut back
enormously on the expenses of
safety inspectors because insurers
would weed out" the dangerous
drivers. However, because of state
laws mandating insurers to cover
all drivers, this was not possible.

Other federal laws affecting risk
managers include:

The Motor Carrier Act of 1980 sp6cifies damages
for which trucking companies must be insured:

public liability, property damage, and
environmental restoration, which includes

mitigation of damage to humans, fish and wildlife.

• The sweeping Occupational
Safety and Health Act of 1970,
which forced employers to comply
with dozens of new safety and
health regulations and report to
the government on the safety and
health of their worksites.

Under the act, OSHA is em-
powered to issue health and safety
standards and regulations, inspect
worksites and penalize employers
in violation (BI, Sept. 14).

• The Housing and Urban De-
velopment Act of 1968, which con-
tained two provisions directly af-
fecting buyers of property insur-

ance. Its real significance, though,
was that it represented "the first
real movement of the federal gov-
ernment into the coverage voids
created by natural perils and man-
made perils," said Mr. Cheek.

For example, with flood insur-
ance arose the classic adverse se-
lection problem-those that buy
policies almost certainly will suffer
losses, so there is no spread of risk.
Further, flood insurers were hit
with a sea of claims from the same

policyholders year after year.
To prevent the cycle from con-

tinuing, the government enacted a

Believing
is not seemg.
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national flood insurance program
that "could be said to be the first
government venture into risk man-
agement," said Mr. Cheek, who at
the time was a legislative assistant
for the House sponsor of the bill.

Congress agreed to provide stop-
loss insurance for insurers, but, in
return, local governments had to
enact zoning ordinances that
would prevent new construction in
a 100-year flood plain.

The flood insurance program is a
cooperative venture between the
federal government and the private
insurance sector, with insurers
operating under contract as servic-
ing carriers. However, all losses
under the program are ultimately
paid by the federal government.
Policies are sold by independent
agents and direct-writing insurers.

Even today, this law remains
"very effective in preventing the
development of flood-prone land in
both river valleys and among the
Barrier Islands off the Atlantic

<S

coast," noted Mr. Cheek.
Another provision of the housing

act, the Urban Property Protec-
tion, Rehabilitation and Reinsur-
ance Act of 1968-commonly
known as the riot reinsurance act

-responded to property insurers'
refusal to cover inner-city busin-
esses because of the late 1960s civil
rights riots.

Under the program, which ended
two years ago, the federal govern-
ment reinsured against any losses
caused by rioting.

• Under the Housing and Urban
Development Act of 1970, busin-
esses and homeowners can buy pri-
mary crime insurance from the
federal government if they are 10-
cated in a state in which the in-
surance commissioner has declared

a shortage of such coverage.
This ongoing program consis-

tently is a money-loser that the
Reagan administration has been
trying to abolish for years, said Mr.
Cheek. .
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Time capsule: 1974
Despite the Internal Revenue

Service decision to disallow tax
deductions of premiums paid to
single-parent captive insurance
companies, U.S. corporations re-
main interested in captives.

Since 1971, when captives burst
on the scene, an estimated 350 to
400 offshore captives have been es-
tablished, most of them in Ber-
muda. And, contrary to the predic-
tions of many experts, interest in
captives does not seem to be di-
minishing.

Despite the IRS decision on tax
deductions, many corporations
find that captives offer other fi-
nancial advantages, such as im-
proved cash flow. And, interna-
tional companies use captives to
facilitate an overseas risk manage-
ment program (BI, March 4, 1974).

***

Two international insurance ex-
perts from Lloyd's of London said
that property and casualty rates
have gone as low as they will go,
and predicted a hardening in in-
surance rates during the coming
year.

The experts noted that casualty
insurance rates have fallen an av-
erage of about 15% recently, espe-
cially during 1973. They said rates
were likely to rise for general lia-
bility coverages, and especially for
professional liability coverages

They also said that property in-
surance rates appear to have bot-
tomed out and probably will in-
crease by the end of 1984, espe-
cially for North American risks
(BI, March 4, 1974).

***

The crash of a Turkish Airlines
DC-10 that killed 345 people is
sending ripples through the air-
line insurance community.

Lloyd's of London and the Lon-
don market have the majority of
the coverage for the aircraft hull,
insured for $20 million. Passenger
liability claims are expected to add
an additional $10 million to $20
million in losses in the Paris crash,
the worst in the history of aviation.
In addition, the possibility exists
of liability suits against the plane's
manufacturer, McDonnell-Douglas
Corp., because the crash occurred
when the plane lost its cargo door.

These huge losses-including the
property loss on the plane itself
and the liability losses-are likely
to have a severe impact on aviation
rates and conditions, experts say
fBI, March 18, 1974).

***

The growing importance of the
risk management function in U.S.
companies may bring the disclo-
sure of insurance and risk man-

agement data in corporate annual
reports.

Walter Woodward, president of
the American Society of Insurance
Management, said that the impact
of insurance-and the importance
of the risk mgnagement depart-
ment-has increased significantly
in recent years.

He explained, "What we've seen
here is the evolution of risk man-
agement in the corporation, and
with risk management's growth in
authority and responsibility, as
well as its impact on corporate
profit and loss statements, it may
only be a question of time before
it takes its place in the corporate
reports" (BI, April 15,1974).

***

High inflation and the growing
sophistication of corporate risk
managers are building interest in
cash-flow insurance plans.

The main advantage of cash-flow
insurance plans is that they keep a
corporation's money in its own cof-
fers for a longer period of time, al-
lowing the funds to earn interest
for the company or letting the com-
pany avoid having to pay high in-
terest rates on money borrowed to
pay premiums.

In addition, more companies are
considering and implementing
higher deductibles and self-insur-
ance plans as a way of keeping
their insurance costs down (BI,
April 29, 1974).

***

Although they were formed to
insure the risks e,f their parent
companies, more and more cap-
tives are writing outside books of
business.

Bermuda-based captives partic-
ularly are actively seeking outside
commercial business, according to
experts in the capsive field. Cap-
tive owners, finding success in in-

suring their own risks, are expand-
ing into the general insurance
business.

And, the interest in forming cap-
tives appears to be undiminished,
according to industry observers
(BI, May 13, 1974)

***

Competition is forcing premiums
down and limits up on directors
and officers liability coverage, ob-
servers say.

More insurance companies have
entered the field of D&0 coverage,
increasing competition and forcing
rates to drop somewhat, even
among the Old Guard. Even those
insurers that are not dropping
rates are being forced to increase
limits on the coverage, industry
sources agree.

However, those insurers that
have offered D&0 coverage for
many years caution buyers that the
new competitors may not have the
expertise and experience to under-
write in such a highly specialized
field (BI, May 13, 1974).

***

It appears that a federal work-
ers compensation bill will not
reach President Nixon's desk this

year.

Action on the bill will be de-
layed, observers say, because of the
sweeping nature of the legislation
itself, the tight congressional cal-
endar and the uncertainty on Capi-
tol Hill because of the Watergate
investigation and impeachment
hearings.

The proposal, which has been in-

troduced in identical bills in the

Senate and the House, would re-

quire state workers compensation
programs to cover all public and
private employees, cover all in-
juries and illnesses arising out of
employment and provide for disa-
bled workers or survivors to re-

ceive two-thirds of an employee's
weekly wage in benefits (BI, May
27,1974).

***

The House Ways and Means
Committee is launching an assault
on one of the major tax breaks for
captive insurance companies.

The committee, which has been
studying treatment of foreign in-
come, has tentatively agreed to get
rid of -subpart F" tax exemptions,

Continued on next page
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which affect the tax treatment of

captive income from insuring U.S.
risks.

Rep. Wilbur Mills, D-Ark., even
suggested setting a minimum tax
on the foreign income of U.S.-con-
trolled overseas subsidiaries, in-
cluding captives, but that sugges-
tion was dropped in the wake of a
strong lobbying effort by U.S.
multinational corporations. But in

general, the panel appeared to
agree with Rep. Mills, who said he
was "sick and tired" of hearing
about multinationals making large
foreign profits and paying little or
no U.S. income tax on those profits
(BI, June 10, 1974).

***

Major U.S. corporations are re-

porting significant rate increases
for their property/casualty insur-
ance coverages.

The rate hikes, caused by contin-
uing inflation and the growing fre-
quency of claims, appear to be
averaging about 10%. The steepest
rate hikes are in workers compen-
sation, product liability and boiler
and machinery insurance and cer-
tain fire coverages.

However, buyers report that
directors and officers liability pre-
miums are remaining the same, or
in some cases, even dropping
slightly (BI, June 10, 1974).

***

A.H. Robins Co. Inc. has insur-

ance for at least part of the liabili-
ties and damages that will arise
from lawsuits over the company's

-.
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Dalkon Shield intrauterine contra-

ceptive device.
Sources say that Aetna Casualty

& Surety Co. underwrites the cov-
erage that will respond to product
liability suits regarding the device,
which Robins has manufactured
and distributed since 1970. Robins

currently faces lawsuits seeking
more than $500,000 in damages

new taxlawlies uncertain termin

and through the worldwide net-
work of the Sedgwick Group,
james Benefits resolves the
questions and smoothes your
way to the future.

filed by two Kansas women who
became pregnant while using the
Dalkon Shield.

In additi6n, a class-action suit
has been filed against the company
in New Jersey by a group of obstet-
ricians and gynecologists who
charge Robins with "deliberate
misstatements and calculated fail-
ure to disclose information about

the Dalkon Shield" (BI, Sept. 16,
1974).

***

The average total cost for a
directors and officers liability
claim is $566,500, according to a
recent survey.

The second annual D&0 survey
conducted by The Wyatt Co. re-
veals that the average award in a
D&O claim is $385,000, and de-

James builds the bridge.
America's premier insurance broker. A Sedgwick Group Company

4

fense costs average $181,500, based
on responses' from 1,321 U.S. cor-
porations.

The survey also shows that the
most common types of D&0 claims ·
involved antitrust violations, con-
flict-of-interest charges, irregular-
ities in securities issue and mis-

leading representations made in
conjunction with corporate acqui-
sitions (BI, Oct. 14, 1974).

***

The market for medical malprac-
tice insurance is drying up and
may blow away, according to an
executive for one of the few com-
panies that still write the coverage.

Waverly G. Smith, president of
St. Paul Fire & Marine Insurance

Co., whose subsidiary St. Paul
Mercury Insurance Co. writes med-
ical malpractice,coverage, said
that the market has reached a cri-

sis stage. H6 noted that St. Paul
Mercury recently stopped under-
writing the coverage in Maryland
when it could not get approval for
a rate increase.

Mr. Smith said malpractice ca-
pacity may evaporate completely
unless reforms are implemented,
including prevention of malprac-
tice damage suits through defen-
sive medicine, reliance on arbitra-
tion rather than trials in

malpractice claims, changes in
malpractice policies such as insti-
tution of one-year rating and leg-
islative action such as standardiz-
ing consent forms,(BI, Nov. 25,
1974).

***

The American Society of Insur-
ance Management will change its
name to the Risk & Insurance Man-
agement Society Ind., effective Jan.
1, 1975.

Members voted for the name

change to more accurately reflect
the purpose and scope of the orga-
nization and to remove the term

"American," with its implied ge6-
graphic limitations.

The society had been called the
American Society of Insurance
Management since 1955, and be-
fore that it was called the National

Insurance Buyers Assn. (BI, Dec. 9,
1974). .
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Captives evolve over 2 decades
By DOUGLAS McLEOD • The growth of property insur- bados said of the period of captive

'After 15 years of ance captives in the late 1960s, 0 Revenue ruling 77-316 of growth in the 1970s and 1980s
HAMILTON, Bermuda-Captive

real development, particularly with the severe re- 1977, in which the Internal Reve- Mr Davis, however, maintained
insurance companies continue to strictions in the commercial prop- nue Service ruled that the parent that other loss-funding devices-
thrive, though in vastly different you've got a big erty insurance market that fol- of a wholly owned captive insurer including paid-loss retrospectively
forms than their pred'ecessors of lowed Hurricane Betsy in 1965 cannot take tax deductions for pre- rated plans, compensating balancethe 19605 and 1970s took business,' says • The exodus of captives to Ber- miums paid to its captive on the plans and qualified self-insurance

Originally set up to insure the Stuart H. Grayston. muda from the Bahamas in the late grounds that the captive wrote programs-produce the same re-property risks of their parent and 19605 after the Bahamian govern- nothing but related risks and sult
affiliated companies, captive in- ment imposed new insurance regu- therefore the coverage provided by "The trend toward taking largersurance company formations have lations the captive did not constitute in- retentions came about because
long since been aimed mainly at director with Johnson & Higgins in • The formation in the late surance more and more firms realized that
insuring tough liability exposures New York, referring to the cap- 19605 of Oil Insurance Ltd -a This was "the beginning of the in one way or another they werefor their owners tive movement forerunner of many association end of the tax holiday," Mr self-insured," Mr Davis said

Single-parent, or "pure," cap- "It's a success story After 15 captives formed later-whose oil Grayston noted While some captive expertstives initially fueled the captive years of real development, you've company members were driven by Subsequent revenue rulings and argue that captives have made risk
movement, but the movement now got a big business," said Stuart the need to insure huge North Sea tax law changes-culminating in managers more aware of parent
includes multiple-owner captive H Grayston, president of Ber- oil rig exposures the 1986 Tax Reform Act-have company losses, the movement also
insurance companies mu d a -b ased H ann a Insura n ce • The growth of liability insur- stripped single-parent captives of has sparked a debate over whether

And, the offshore captive move- Management Ltd ance captives beginning in the virtually all of their previous tax captives have diverted risk man-ment, formerly driven in part by They've generated a lot of cash early 1970s in response to a hard benefits agers' attention from safety andtax benefits, has witnessed the for the parents, and those that casualty market cycle "If you take away the tax advan- loss control
evaporation of those benefits and didn't go running off into the The rate of liability captive for- tages, there had better be some Mr Rosenbaum said that some

now faces increasing competition wrong kinds of business did very mations gradually outstripped that really compelling qualitative rea- experts contend that risk managers
from domiciles in the United well," hesaid of property captive formations sons for having a captive," ob- now concentrate too much on risk
States and from risk retention Today, there are approximately Concurrently, more and more served James V Davis, chairman finance and the profitability of
groups formed under the federal 21,000 captives in the world (BI, U S corporations had come to re- and chief executive of Corroon & their captives while neglecting theRisk Retention Act March 30) Premiums paid to cap- gard risk management as an im- Black Corp 's Advanced Risk Man- basic tasks of risk assessment and

Industry experts point out that tives in 1986 totaled $8 5 billion portant corporate goal, observers agement Services unit in Nashville, control
captives in their various incarna- and their capital and surplus to- pointed out Tenn While noting the explosivetions have wrought numerous taled $9 billion, according to esti- U S companies "recognized that • The rush by many single-par- growth of group captlves ln recent
changes in the practice of risk mates by the Tillinghast division of risk management was more than ent captives insurers in the wake of years, captive experts also differ
management Towers, Perrin, Forster & Crosby ]ust buying insurance," said the IRS ruling to write non-parent about the continuing usefulness of

And, while the industry faces yet Although the captive industry's Arthur H Deters, vice chairman of related business to support claims single-parent captives
another new set of challenges, such boom came in the 1960s and 19705, The Reiss Organization, a pioneer for premium deductions Mr Rice and Brian R Hall, pres-
as a loss of tax benefits and the ex- observers trace the first captive in captive development The growth in third-party un- ident of J&H Ltd, a J&H captive
pansion of the Risk Retention Act, formations to at least the 19404 • Bermuda's tough questioning delwriting continued through the management unit, noted several
many experts expect captives to and possibly earlier in 1975 of a medical malpractice soft market cycle of 1979-84 and risk management benefits to becontinue as useful risk manage- Among the most significant de- captive proposed by Harvard Uni- led to tremendous underwriting gained through the use of a cap-
ment tools velopments in the movement's evo- versity teaching hospitals losses for many captives and insol- tive, including

"Its doom has been predicted so lution, experts note, were The Harvard University captive vency for some (see story, page 99) 0 Allowing a risk manager im-often that the real news is that it • 1962 tax law changes, which insurer decided to form in the Cay- • The creation of captive laws in proved access to information about
has survived and prospers today awakened U S corporations to tax man Islands, putting Cayman on the United States, attracting cap- overseas subsidiaries' operations
more than ever before," observed advantages to be gained by operat- the map as a captive domicile This tives onshore • Allowing the risk manager toRichard J Rice, senior vp and ing offshore captive insurers captive has since moved to Bar- • The advent in 1985 and 1986 fine-tune the rates that could be

of huge policyholder-owned off- considered adequate for the parent
-1 1- - -1  shore insurance companies, such as company's exposures

A C E Insurance Co Ltd and X L • Gaining direct access to rein-20% of Your Em,5169ees Sbend Insurance Co Ltd, formed to pro- surance markets
vide excess liability limits no The growth of captives also en-

- longer available from restricted larged the scope of the risk man-
commercial insurance markets ager's job, Mr Hall noted80% of You¢ Hedlthca re-Dolla The formation of many other group "The risk manager has become

-- -Ill.-'ll- ../-- insurers designed for particular in- far more visible because of the role
dustries or specific lines of insur- he plays in the maintenance of (the

Early Identification/Intervention- ance soon followed captive's) assets," he pointed out--

"A C E and X L are two of the Mr Davis conceded that one plus
real success stories in terms of of captives lS that they represent ais the p r6v# n 1 COS T SAVER what can be done," Mr Davis ob- dedicated source of cash to pay
served losses, but he said that corporate

However, he added that the test management has to ask itself how
of these group insurers will come much it wants to pay for that ad-
as the commercial insurance mar- vantage
ket becomes competitive again, Without the tax benefits, single-

1 Cardiac Risk presenting group captive members parent captives do not represent
1 with a choice between stability and the cost-effective mechanism they

price competition. used to, he said

• The 1986 expansion of the fed- Mr Davis said that one of theHypertension
eral Risk Retention Act, which maJor benefits of captives to the---

allows groups of companies to pool risk management community has
their risks in risk retention groups been the psychological one of turn-

< CaAEer or to band together in purchasing ing a cost center into a profit cen-nobile clinics are:
1 S

·,me earns w e perbrm in

groups to buy coverages from com- ter
mercial insurers "A lot of senior managers react---

-Cumplete-Blood Test Although questions remain over to that very positively," he ob-
Diabetes • Cholesterol the degree to which insurance de- served

• HDL partments may regulate the groups He added, though, that this per-
or their insurers, the expanded ception has been -a figment of

• Liver Studies Risk Retention Act is generally their imagination," and that many
- Blood lugar seen as a challenge to offshore self-insurance programs could pro-

captive domiciles duce the same beneficial financialI --Mammography Industry experts agree that cap- results, but without the balance--

Obesity ;!1
-ard,ac timess tives have played a valuable role sheets, business plans and separate
-Lu Ig Fun,_tion ,in filling their parents' insurance corporate existence of the captive

- - 5-On'Site Mobile Healthf needs and that single-parent cap- insurer51 V 1&5. -Al h les' ing
tives performed their function eco- Many risk managers have pre-• Less expent,ve • More Forticipaion

1• Reduction in lost *tim, --Dr Jg Saf ening nomically while tax benefits were pared "dummy" financial state-
• Most appreciated employee beneht

1
still available ments on their self-insurance pro-

• Computerized Medical Records 9 However, experts differ over grams to demonstrate what the
some of the effects of the captive programs have saved, though aC

=r To Ci stomize a Health Risk movement and the continued via- captive is still "just a lot sexier,"
:......- 'I IMDO * bility of single-parent captives he said-4 Reduction Program for your

One significant byproduct of the Mr Davis also disputed the as-
1 comfany, :all or write: captive movement has been the ac- sertion that captives give corpora-

Notto„wide

celerating trend among corpora- tions ready access to internationalNEW - Mommogroolly China ___ 
tions to assume more of their own reinsurance markets500 Sug,r Mill Road
risk, noted D Hugh Rosenbaum, vp Many reinsurers turned out notSuite 2008

-__ and principal with the Tillinghast to be interested in dealing with re-- ' 11JLI'0-Atlinta,-GA130350 Division of Towers, Perrln, Forster latively thinly capitalized captive
AMEMOCOMPANY

1 1 404-498-8600 & Crosby Inc in Darien, Conn insurers, Mr Davis noted And

1- "This was the period when they some reinsurers that did business
finally bit the bullet and took with such captives became insol-
higher retentions," Mr Rosenbaum vent, he said



Captives found trouble
writing unrelated risks

By KATHRYN J. McINTYRE

A logical step from success as a
captive insurance company ap-
peared to be writing commercial
insurance or reinsurance for unre-

lated parties.
It didn't work out that way for

most captives.
Created to underwrite the risks

of their parent or affiliated com-
panies, captives generally were
very successful as long as they
stuck to the business they knew
and could control. When they went
into full-fledged commercial insur-
ance and reinsurance underwriting

in the late 19705 and early 1980s,
most captives failed miserably.

These new commercial com-

panies, mostly based in Bermuda,
often did not attract the experi-
enced underwriters needed to se-

lect risks successfully. Also, the
business offered to these new en-

trantswas often substandard.

Worst of all, even captives that
recruited good underwriters were
underwriting a large volume of
business at the beginning of the
most competitive insurance cycle
in the history of the insurance
business. Even the best business 
ultimately produced underwriting
losses.

There are, however, some cap-
tives that survived and are still un-

derwriting commercial insurance.
The largest: GTE Reinsurance Co.
Ltd. in Bermuda.

Among the captives that even-
tually dropped out of commercial
underwriting either due to large
losses or other reasons are:

• Walton Insurance Co. Ltd., a

subsidiary of Phillips Petroleum
Co., which started writing com-
mercial reinsurance in 1974.

Walton withdrew from commer-

cial underwriting in January 1983
after suffering large losses. Phil-
lips took a $65 million aftertax i
charge in 1982 related to Walton
and pumped $55 million into the
company in October 1983. Walton
staff is running off its business.

• Mentor Insurance Ltd., a sub-
sidiary of Ocean Drilling & Ex-
ploration Co., which started writ-
ing unrelated business in the
1970s, and stopped in January
1985.

Mentor was ordered liquidated
by the Bermuda Supreme Court in
March 1986. The insurer's insol-

vency could be as large as $505.6
million, according to its liquida-
tors. The liquidators are suing
ODECO and others, seeking to
cover the insolvency, and are pre-
dicting they will be able to begin

paying claims in 1992.
• Cambridge Reinsurance Co.

Ltd., a subsidiary of National Sea
Products in Nova Scotia, which

stopped writing in April 1984.
Cambridge Re, which filed for

liquidation in April 1985, is insol-
vent by almost $64 million, its liq-
uidators say.

• Insco Ltd., a subsidiary of

Gulf Corp., which in 1977 hired
former Lloyd's of London Deputy
Chairman Leslie Dew to expand its
unrelated risk underwriting,
stopped writing in November 1984,

after the 1984 merger of Gulf with
Standard Oil Co. of California.

Insco's staff is running off the
business.

• Ancon Insurance Co. Ltd., a

subsidiary of Exxon Corp., which
stopped writing in October 1984
after Exxon determined that five

years of underwriting unrelated
risks did not produce the antici-

pated profit.
The company now is being man-

aged by Johnson & Higgins.
• Horizon Insurance Co. Ltd., a

subsidiary of Cargill Inc., which
started writing commercial insur-

ance in 1978, and stopped all unre-
lated reinsurance underwriting in
September 1985.

• Transcon Insurance Ltd., a
subsidiary of Ford Motor Co.,
which started writing unrelated
risks in 1974, greatly curtailed its
unrelated risk underwriting in
1979, re-entered on a selective
basis, and then completely with-
drew in December 1985.

It is being managed by J&H.
• Arion Insurance Co. Ltd., a

subsidiary of Canadian Pacific
Steamship Co., which announced
in January that it had stopped un-
derwriting in Bermuda after de-
ciding to purchase a 6.2% owner-
ship in The Charter Reinsurance
Co. Ltd. in London. •
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Every week your prospects turn to Business Insur-
ance for the latest news in the industry. They also

turn to Bl's Insurance Services Guide to learn

about companies that supply the products
and services they need.

Insurance Services Guide is especially de-
signed to provide small space advertisers
with a clutter free, highly visible environ-
ment each and every week. When it comes

to small space advertising no one delivers
the impact and visibility that Bl does.

Call Margaret Hikido today for'ad rates and
space reservations: (312)649-5340.

ervices guide

Get RISKIRAC And TakeFullControl
Of YourInsurance ProgramWithYour Ownlwo Hands.

Risk managers can't afford to be roped into an informa-
tion system that doesn't give them full control of all their
msurance data.

That's why you should know about RISKTRAC.
RISKTRAC is a computer software system that consoli-

dates your insurance program. RISKTRAC runs on PC's,
mini's, mainframes, or timesharing. Whichever fits your
needs. At your convenience. And answers come lightning
fast. All of which helps you make more informed decisions.

With RISKTRAC, you'11 enjoy timely, flexible access to
accurate information for alllines of insurance. So you can
control your costs more effectively.

For further information, call Helmsman Management
Services* at 603-431-1181. Or mail in the coupon.
*RISKTRAC is a product of Helmsman Management Services,inc.. a member of the Liberty Mu.ual In

RISKTRAC. In the risk management information battle,
you couldn't ask for a better ally.

Please send me mire RISKTRAC® information on:

0 PC's 0 Mini's 3 Mainframes 0 Timesharing
HELMSMAN MANAGEMENT SERVICES, INC.
225 Borthwick Avznue

Portsmouth, NH 03901 81-6
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Arirlrefs
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Time capsule: 1975
Insurers are warning corporate

buyers that 1975 will a year of
tight capacity for commercial in-
surance.

After suffering enormous under-
writing losses, skyrocketing infla-
tion and the loss of surpluses to the
bear market in 1974, the insurance
industry says buyers can expect
significant rate hikes for coverages
"across the board," and less capac-
ity and stricter conditions in many
lines (BI, Jan. 13, 1975).

***

International Telephone & Tele-
graph Corp. plans to transfer more
than $127 million to boost the sur-
plus of its Hartford Insurance
Group unit.

ITT executives explained that
the transfer of funds was made to

bolster Hartford's surplus, which
has been depleted because of the
severe decline in the securities

market. Insurers generally main-
tain a 4-1 premium-to-surplus
ratio, but before the ITT contribu-
tion, Hartford had been writing at
a ratio of 6-to-1 (BI, Jan. 13, 1975).

***

Congress is investigating possi-
ble federal solutions to the medical

malpractice insurance crisis, which
has been characterized by ex-
tremely tight capacity and high
rates.

The Senate health subcommittee

will hold hearings on at least two
bills aimed at easing the crisis.

One bill, introduced by Sens.
Edward Kennedy, D-Mass., and
Daniel Inouye, D-Hawaii, would
establish a voluntary federal mal-
practice insurance program along
modified no-fault lines.

The other bill, filed by Sen. Gay-
lord Nelson, D-Wis., would estab-
lish a voluntary federal malprac-
tice reinsurance fund that would

initially pay liability claims of
more than $25,000. Sponsors say
no federal tax funds would be

needed to support either proposal.
Legislation also has been filed in

the House asking the National
Academy of Science to study the
malpractice crisis and suggest so-
lutions by July 1. And Caspar
Weinberger, secretary of health,
education and welfare, said HEW
is investigating the possibility of a
federal reinsurance pool (BI, Jan.
27,1975).

***

St. Paul Fire & Marine Insurance

Co., which insures about 48,000

doctors, will begin writing medical
malpractice insurance on a claims-
made basis and stop issuing oc-
currence-based policies (BI, Feb.
10, 1975).

***

Premiums are set to take off for

aircraft hull and liability and air-
craft production liability cover-
ages in the wake of disastrous hull
losses in 1974 and concerns about

the outcome of liability claims.
Insurers say hull insurance rates

will rise 5% to 10%, but third-party
liability rates are likely to jump
15% to 25%. And aircraft products
liability rates will soar-in some
cases doubling--even after 1974
rate hikes of as much as 30% to

50% (BI, March 10, 1975).
***

The Financial Accounting Stan-
dards Board has issued final rules,

effective July 1, that make it more
difficult for corporations to list as
expenses the amounts charged to
"accrued reserves" for future self-

insured losses (BI, April 21, 1975).
***

Physicians in Missouri, Mary-
land and Michigan are setting up
mutual liability insurers to provide
medical malpractice coverage to
members of the state medical so-

cieties, many of whom have had
trouble finding coverage.

In addition, several states are
studying the possibility of setting

up joint underwriting associations

to deal with the rapidly disappear-
ing medical malpractice insurance
market (BI, June 2, 1975).

***

The recent insolvencies of Signal
Insurance Co. and [mperial Insur-
ance Co. has sent shock waves

through the insurance community.
The California insurance com-

missioner earlier this month or-

dered the companies to stop writ-
ing new or renewal business

effective Sept. 10, saying the insur-
ers were insolvent under California

law. The commissioner said Impe-
rial was insolvent because it had

inadequate reserves, and that since
Imperial is the primary asset of
parent Signal, it, too, is insolvent.

Clients and brokers for the in-

surers said the news of the insol-

vencies was a surprise, and sent
them scurrying to find alternative

markets (BI, Sept. 22, 1975).
***

A defense attorney specializing
in product liability cases predicts
that insurers will switch to claims-

made coverage for such risks.
John T. Coleman of the law firm

Baker & McKenzie in Chicago said
insurers are concerned about how

to establish rates for damages in
the future and how to deal with

disputes about which coverage ap-
plies in product liability suits (BI,
Oct. 6, 1975).

***

Five lawsuits against Mattel Inc.
have been settled out of court for

$30 million, by far the largest
directors and officers settlement

ever. The settlements involve

class-action lawsuits filed in 1973

and 1974 charging securities law
violations.

Three groups of underwriters of
D&0 coverage for Mattel-Lloyd's
of London and the London market,
International Surplus Lines Insur-

ance Co. and Uniguard Insurance
Group-will pay a total $13.8 mil-
lion of the settlement (BI, Nov. 17,
1975).

***

A U.S. Tax Court ruling in a pe-
tition filed by Ford Motor Co. is
expected to have a major impact on
the future of captive insurance
companies.

The case, generally considered a
landmark for captives, involved a
petition filed by Ford as the result
of a $6.6 million assessment by the
Internal Revenue Service on pre-
miums paid by Ford's foreign sub-
sidiaries into its Bermuda-based

captive, Transcom Insurance Co.
Ltd.

The IRS claims that "payments
from foreign subsidiaries (to cap-
tives) are receipts of dividends to
the domestic corporation advanced
to the offshore company," because
by insuring risk in a wholly owned
captive, the economic loss remains
in the corporate family.

One risk manager explained the
significance of the case for the fu-
ture of captives, saying, "For com-
panies using captives to insure

non-U.S. operations, the outcome
of the Ford case is vital. If the IRS

position prevails, it would deny the
corporate existence of subsidiary
insurance companies" (BI, Dec. 1,
1975).

***

The recent growth in medical
malpractice lawsuits and awards
has added significantly to the cost
of insurance for physicians and
hospitals this year, and will add to
health care costs for everyone, ac-

cording to the Health Insurance
Assn. of America.

The HIAA says the phenomenal
increase in malpractice claims and
awards has "resulted in malprac-
tice insurance costs to physicians

and hospitals in 1975 of $1.5
billion, a 25-fold increase from $60
million in 1960" (BI, Dec. 29,
1975).

I just received your telex.
It sounds like your client needed an answer yesterday.

He did. But the expiring reinsurer

hasn't responded yet.
We just got the order!

Can we re-layer the deal and meet his objectives?

I think so. . . provided it's not
radical surgery But I've got to

deliver your terms by 2 o'clock.

Call me when you get back from lunch.
I'll get right on it and give you our best shot.

Good ideas, and the energy to make them work.

TREATY/FACULTATIVE/PROPERTY/CASUALTY
21 Charles St., Westport, Connecticut 06880 12031 226-8116
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Natural, man-made disasters wreak havoc
By CAROLYN ALDRED The two most costly, according • Flooding in Europe in April bility insurers tlement approved by a federal

to Swiss Re's statistics, were a 1983, which caused $600 million General Public Utilities Corp , judge in 1981 (BI, Jan 17,1983)
Earth, wind and fire remain the hailstorm in Munich, West Ger- in damage, mostly in France the parent company of Metropoli- That class action was brought on

most destructive forces against many, in July 1984 that caused • Hurricane Elena, which bat- tan Edison Co, operator of the behalf of 600,000 individuals and
which risk managers must defend, $985 million of damage and Hurn- tered a stretch along the Gulf of Three Mile Island plant, had a $300 businesses located within 25 miles
though man's technological cane Frederick in the United Mexico from Florida's panhandle million property insurance policy of the plant
progress in the past 20 years has States in September 1979, which to New Orleans in August 1985, with American Nuclear Insurers, In addition to those settlements,

created other losses that approach cost insurers $752 million causing $543 million at original es- although cleanup costs were ex- GPU and ltS former directors and
the cost of the worst natural disas- Other storms that have shaken timates That amount has been in- pected to top $400 million officers liability underwriter, City
ters the world's insurance market and creased to $622 million by recent On the liability side, it was not Insurance Co, agreed in 1983 to

In 1967, underwriters around the caused huge property losses in the estimates until early 1985 that GPU an- pay more than $20 million to settle
world were still reeling from the last two decades, according to The only man-made disaster to nounced that "almost all liability a shareholder suit against GPU
aftermath of Hurricane Betsy, Swiss Re, include appear in Swiss Re's 10-worst in- claims" stemming from the acci- (BI, April 18.1983)
which ravaged the Gulf of Mexico • Hurricane Alicia, which de- surance losses is that of Three-Mile dent had been settled (BI, Feb 28, Pollution also has caused some of

in 1965, destroying dozens of off- vastated the Texas coast in August Island, where total cleanup costs, 1985) The settlements were paid the biggest commercial insurance
shore drilling rigs and causing 1983 causing $675 million in dam- liability and property damage from $140 million in nuclear liabil- losses in the last 20 years, starting
billions of dollars in damage ages, according to original esti- caused by the 1979 nuclear acci- ity coverage GPU had purchased with the Torrey Canyon, a tanker

And, since then, all but one of mates However, recent estimates dent totaled $440 million, Swiss from American Nuclear Insurers that ran aground off Britain in
the 10 largest insurance losses as nearly double that amount to $1 27 Re's statistics show and Mutual Atomic Energy Liabil- 1967, spilling oil over half the
ranked by Swiss Reinsurance Co billion (BI, March 16) Only about The 1979 nuclear accident at Ity Underwriters beaches in Southwestern England
have been caused by natural disas- 20% represent commercial losses, Three Mile Island m Pennsylvania Among the liability settlements "At the time of the Torrey Can-

ters sources say shook the world-and nuclear ha- was a $25 million class-action set- yon incident there was no ma-
chinery available for paying oil
pollution compensation," said one

,/ /716 London broker Most of the Torrey
ty Canyon cleanup costs were, there-

1 fore, paid by the British govern-
- ment he added

The Torrey Canyon incident
41: i '14 -

·2 -1- 1401*.' '*4- I 1 directed people's minds to oil pol-
lution It had never been consid-

r ered a problem before," said Stan-
d

. -1*- *4" ley Dekker, a director of West of
England Shipowners Services Ltd,

r
1 a London-based protection and in-

t demnity club
L In March 1978, more than a dec-

$4r I - I

tr r :' tr#KiIn:/ ade after the Torrey Canyon intl-
I

#.t L

=r
dent, the supertanker Amoco

k, tr:

. e,e ,
Cadiz, laden with 230,000 tons of

1 I

crude oil, ran aground in the En-
/ glish Channel, spilling tons of oil

1 over the coastline of Brittany in
France

.

-8.E=
As a result of the devastating

1 1. 'I damage caused to Brittany's

1.
beaches and to fish and oysters in
the area, claimants are seeking a
total of $2 2 billion in damages in a
continuing lawsuit filed in Chicago
in 1978

In April 1984, U S District
Judge Frank J McGarr ruled that
the tanker's owner, Chicago-based

%. Standard 011 Co of Indiana, now

S
called Amoco Corp, negligently
failed to maintain the supertanker

47 and is liable for damages from the
accident (BI, April 23, 1984)

f 1 Although most people believe the
court will award less than the $2 2
billion claimed, the Amoco Cadiz

f likely will be the most expensive
sea spill in history, observers say

1 "The damages trial fin.shed this
summer and the judge has pro-
mised to give judgment before

4 Christmas," said John Hawkes, a
I el director of A Bilbrough & Co

Ltd, manager of Amoco's liability
insurer, London Steamship

\ Owners' Mutual Insurance Assn

Ltd , a P&I club
1 Final damages are expected to be

4
e t between $150 million and $330

44
million, London sources say

Amoco had $50 million in lia-
bility insurance at the time of the
accident However, more than $30
million already has been paid out

1

. in legal costs, which are included

j in the coverage limits, Mr Hawkes
pointed out

,

r , 3·' The Amoco Cadiz, together with
two other oil spills in the English
Channel that year, had a profound
effect on the marine liability insur-
ance market, said Mr Hawkes.

I

4 A ,/ , "The International Group of P&I
*k

f

: ,£*91. Clubs realized a maximum liability
9

limit of $50 million was not enough
fet B.' '

-1/,liwim& '1. I f- fj, to cover an oil spill of this kind and

I I

raised the cover available to $300
C million in 1979," he said, noting

that the limit of $300 million is
: still written today

"The International Group can
ps-3 5.6

. .a=
been any major spills since 1978,f: .0

the market because there have not

.- he added

'

readily find that cover available in

'll· More recently, pollution has be-
: 04 • come a ma]or liability on land

Continued on next page
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Disasters ages should be paid to countries vided the company with liability uary 1982 the company said its in what order they should pay
and enterprises bordering the pol- coverage from 1947 to 1983 began maximum potential liabilities re- Eventually, in July 1986, a state

Continued from prevzous page luted river (BI, Dec 29,1986) Oct 12 (BI, Oct 12) lating to Lloyd's insured computer appeals court upheld a February
In December 1984, more than On Dec 19, 1986, ministers rep- Two of the largest insurance transactions were $100 million 1985 decision by Jackson County

2,000 people were killed in Bhopal, resenting France, West Germany, losses stem from the failures and Computer leasing losses even- Circuit Court Judge Timothy D
India, when poisonous gas leaked Luxembourg, the Netherlands and successes of modern technology tually incurred by Lloyd's totaled O'Leary that ruled Hyatt's excess
from a pesticide manufacturing Switzerland met in Rotterdam, the A technological mistake led to a $400 million, said a Lloyd's liability insurers should pay two-
plant owned by Union Carbide Netherlands, to discuss liability for record payout of $300 million in spokesman thirds of all losses incurred by
India Ltd In addition, an esti_ the pollution of the river 1980 by marine insurers for three In June 1982, a final agreement Hyatt, Hallmark and Crown, while

mated 300,000 people may be suf- Sandoz originally estimated the ships that were supposed to carry was reached whereby Lloyd's paid Hallmark's insurers should pay
fering latent inJuries, the effects of d amage at around 100 million hquified natural gas, but never left claims directly to the owner/lessor one-third (BI, Aug 4, 1986) Total
which may not be known for sev- Swiss francs ($65 2 million), how- dock with their cargo of the computer Instead of Itel liability losses approximately
eral years ever, this has since been revised About $240 million was paid by The insurance loss that probably $122 million

Shortly after the disaster, the In- downward as insurance claims the London marine market and $60 led to the most litigation in U S Aviation losses have ranked

dian government began making have been presented million by the U S and Scandina- courts resulted from a devastating among the most costly disasters in
compensatory payments of 10,000 Last month, Sandoz agreed to vian markets to El Paso Co in fire at the MGM Grand Hotel in the last 20 years
rupees ($500) to each family that pay a settlement of 46 million Houston for its loss on three unus- Las Vegas, Nev, which killed 84 The worst single-aircraft avia-
experienced a death and 2,000 French francs ($7 5 million) to able ships designed to transport people and injured about 600 tion loss in history iS the 1985
rupees ($100) to every person who cover all claims from France and 1iquified natural gas (BI, Aug 11, others in November 1980 Japan Air Lines Boeing 747 crash,
had been seriously injured French residents (BI, Oct 5) 1980) MGM had only $30 million of lia- which killed 520 people and in-

However, payments were su- Discussions are continuing with The ships were designed to carry bility insurance at the time of the Jured four people (BI, Aug 19,
spended a few days later and a German, Luxembourg, Swiss and liquified natural gas, but cracks fire However, in an unusual move, 1985)
mass of litigation began to appor- Dutch claimants and the total in the ships' polyurethane foam in- MGM purchased $170 million in Boeing Co and its aviation un-
tion liability between U S -based damages now are not expected to sulation, discovered during tests retroactive liability insurance- derwriters agreed to pay 82 5% of
parent Union Carbide Corp and exceed 50 million Swiss Francs on the first completed ship, made back-dated to 20 days before the the liability losses while JAL's lia-
the Indian government ($326 million), a Sandoz spokes- them all unusable for the highly blaze-to cover the costs of the fire bility underwriters agreed to pay

The Indian government, acting man said explosive cargo (BI, Feb 9, 1981) the remaining 17 5% (BI, June 8)
on behalf of victims, last year re- Sandoz's primary liability insur- Each ship cost more than $100 The policy, brokered by Frank B Altogether, underwriters believe
jected Union Carbide's proposed ance, with limits of 1 million Swiss million to build Hall & Co Inc, was more than the final liability cost of the JAL
settlement of $350 million francs ($652,000), is led by Gerling The insurance payments were enough to cover a January 1983 crash could exceed $345 million

And, after aUS District Court Konzern Allgemeine Versicherungs made under two policies $210 mil- settlement with fire victims of $75 Boeing's share of the loss is co-
ludge dismissed from U S courts A G of West Germany Its excess lion under a builders risk policy million However, the insurer on vered under a $1 billion aviation
all litigation stemming from the di- layer, believed to have limits of purchased by Avondale Shipyard the first $35 million retroactive product liability program Boeing
saster (BI, May 19, 1986), the In- close to 500 million Swiss francs in New Orleans and $90 million layer, Union International Insur- retained 25%, or $25 million, of the
dian government filed suit in Sep- ($326 million), is led by Winterthur under an owners interest policy ance Co, refused to pay, resulting first $100 million layer, which was
tember 1986 against Union Swiss Insurance Co purchased by El Paso Co in a mass of litigation that contin- led in London by aviation un-
Carbide in Bhopal District Court Although liability for the Sandoz The $300 million in payments ued through 1985 derwriter David Dann of the R J

seeking $3 12 billion in compensa- spill was the sublect of an emer- were made in installments-an ini- In March 1983, MGM sued Hall, Kiln syndicate, and followed by
tion for Union Carbide's alleged gency international meeting of tial payment of $90 million, fol- Union International-a Hall sub- the British Aviation Insurance Co
failure "to provide the required state ministers, damages for that lowed by three annual installments sidiary-and about 20 other insur- Ltd and underwriters in the
standard of safety" at the Bhopal incident are likely to be tiny com- of $70 million each ers on the first $95 million of United States, France and London
plant pared with cleanup costs at Rocky However, the success of modern back-dated coverage (BI, March A $400 million excess of $100

Union Carbide paid $1 13 mil- Mountain Arsenal technology caused an even bigger 21,1983) million layer and a $500 million
lion for a $200 million excess li- In November 1985, a federal loss at Lloyd's on policies insuring In June 1983, Union filed a excess of $500 million layer also
ability insurance program that judge in Denver ruled that Shell the value of computer leases writ- countersuit against MGM, Del E were led by David Dann
covers the Bhopal incident, but 011 Co and the U S government ten in the mid-to-late 19705 Webb Corp, a general contractor JAL's hull and liability insur-
may have no insurance for defense were liable for up to $1 9 billion in Throughout that period Lloyd's at the MGM site at the time of the ance was written by Tokio Marine
costs (BI, Dee 31,1984, Dec 24, costs related to cleaning up Rocky syndicates insured a flood of US fire, and Del Webb's 11 insurers & Fire Insurance Co Ltd on behalf
1984) Mountain Arsenal, a 2 7-square- computer leasing companies How- (BI, June 24, 1983) of the Japanese Aviation Pool

An endorsement to the lead ex- mile Army Installation northeast of ever, in 1977 International Busi- On March 29, 1985, 11 days after About 57 5% of the risk was bro-
cess policy of $5 million under- Denver that has been used to man- ness Machines Corp announced the trial began in Las Vegas, MGM kered by Willis Faber to London
written by Royal Indemnity Co ufacture and store chemical weap- the arrival of two new computers, claimed victory after accepting a and other world reinsurers, led at
says as of March 1, 1984, the Royal ons, including nerve gas, since faster and cheaper than the models $75 9 million settlement (BI, April Lloyd's by aviation syndicate 90,
pollcy and all underlying primary 1942 (BI, Nov 25,1985) available at the time 8,1985) better known as the Ariel Syndi-
insurance is to cover indemnifica- The ruling followed Shell's ad- When leases on existing com- Under the settlement, Hall and cate

tion costs only, and that all ex- mission that it was a generator of puters were not renewed as a re- Union agreed to pay $36 million The world's largest aviation hull
pense costs are to be self-insured hazardous waste at the site, where sult of surging demand for the new over a two-year period Union had loss was an Air India 747 jetliner
by Union Carbide it had produced pesticides from IBM machines, the resale value of already paid $11 5 million to cover that exploded off the Irish coast in

In a 1986 pollution disaster, a 1947 through 1982 the computers was far below the MGM's defense costs June 1985, killing 307 passengers
fire at Swiss chemical manufac- The site is considered to be one anticipated lease revenue, a loss More than 15 insurers that parti- and 22 crew members (BI, July 1,
turer Sandoz A G 's warehouse m of the most polluted in the coun- that was insured by the policies cipated in the first, second and 1985)
Basel, Switzerland, resulted in a try, with estimates of the cleanup written by Lloyd's syndicates third layers of back-dated cover- Although Air India has received
mixture of toxic chemicals wash- costs ranging from $357 million to Initially the total losses to age, along with 12 of Webb's insur- $98 5 million for the hull loss-
ing into the Rhine River following $8 billion Lloyd's were estimated at more ers, contributed the other $40 mil- plus another $3 5 million for a
efforts to extinguish the fire Meanwhile a declaratory judg- than $300 million from policies lion of the settlement spare engine carried on board-

The incident caused a major in- ment action Shell filed against written for Itel Corp 's leasing op- Meanwhile, a final settlement from its aviation insurer, General
ternational dispute as to how dam- more than 250 insurers that pro- erations alone However, in Jan- between MGM and its property in- Insurance Corp of India, final re-

surers was not reached until 1986 insurance claims stemming from
MGM had $215 million in prop- the disaster will not be settled

erty damage insurance at the time until 1988 (BI, Sept 14)
of the fire and claimed property The cause of the explosion-

PRODUCTS LIABILITY INSURANCE NEEDS? losses of $211 million which was rumored to have been

Eight months after the MGM caused by a terrorist bomb-re-
We specialize in Product Liability Insurance for fire, another hotel disaster un- mains a mystery and, as a result,

Manufacturers of Medical Devices leashed another torrent of litiga- London reinsurers are in arbitra-
tion into U S courts tion to decide whether GIC's "all-

• Liability limits up to $5 Million in affiliation with On July 17, 1981, two 32-ton, risk" aviation reinsurers or war-
National Union Fire Insurance Company concrete and steel walkways col- risk reinsurers should pay GIC

lapsed at the recently completed Both sets of reinsurers have paid
• The only captive insurance company for medical products liability Kansas City Hyatt Regency Hotel 50% of the loss each to GIC until

• specialized underwriting and claims management services and fell four floors to the hotel the arbitration is concluded

lobby in the nation's worst struc- One of the most devastating ma-• providing coverage since 1979
tural building collapse The death rine losses in the last 20 years oc-

• medical device industry's largest provider of toll was 114, and at least 200 curred on Jan 8, 1979, in Bantry
others injured Bay, Ireland, when a fire destroyedhability insurance with more than 350 insureds

Hyatt Corp, which managed the the French oil tanker Betelgeuse,
hotel, had $201 million in liability owned by Total Compagnie Fran-

Call oy lunte JoT mfonnation booklet. insurance at the time of the acci- cals, and the 011 terminal at the

(703) 273-1995
dent, including a $1 million pri- port, with the loss of 50 lives
mary policy written by Occidental The total liability and hull loss
Fire & Casualty Co of North Caro- was settled out of court for "in

lina, and a $25 million excess pol- excess of $100 million," a London
Hamilton Resources Corporation icy written by Northbrook Excess market source confirmed

3975 University Drive & Surplus Co The following year, on March 27,
Suite 410 In addition, Hallmark Cards Inc , 1980, another marine disaster

which owned the hotel through struck when a North Sea oil rig
Fairfax, Virginia 22030 subsidiary Crown Center Redevel- platform, the Alexander Kielland,

opment Co , had $101 million in capsized in a gale killing 123 men

TE DIVIARC
coverage, led by a $1 million pri- on board (BI, April 7, 1980)
mary policy and a $10 million first A lawsuit filed m the U S Dis-

layer excess policy written by trict Court in Cleveland seeking $2
Commercial Union Insurance Co billion from Phillips Petroleum
and a $50 million excess layer Co, owner of the rig, and PhillipsInsurance Company Risk Retention Group, Incorporated written by American Insurance Co Petroleum Co Norway, was dis-
(BI, Dec 30, 1985) missed in February 1983 (BI, Feb

The coverage litigation began in 21,1983)
1981, when Hyatt filed suit ask- Claims eventually were settled
ing a state court to decide which for a total of $64 million, a Lloyd's
insurers should indemnify it and spokesman confirmed



Time capsule: 1976
Corporate risk managers are re-

porting increases in premiums as
high as 400% during recent months
in various lines of coverage.

In a survey by Business Insur-
ance of the 59 risk managers on its
new Editorial Advisory Panel, 85%
said their companies had experi-
enced premium increases in recent
months. The average increase
among those companies was 73.7%.
But hikes were as high as 400%,
which was the increase in excess
liability rates reported by a com-
puter company that spends $4 mil-
lion annually on insurance.

However, half the risk managers
whose companies had experienced
rate increases said they felt insur-
ers were justified in raising premi-
ums (BI, Jan. 12, 1976).

***

A group of about 30 small manu-
facturers have formed a lobbying
group for changes in the tort law
system.

The new group, called RETORT,
or Reason & Equity in Tort, was
formed by the manufacturers after 
they experienced difficulty getting
adequate product liability insur-
ance. Among the group's suggested I
reforms are changes in the U.S.
workers compensation law to give
machinery makers recourse against
machine users in cases when
equipment is altered or misused
after it is purchased; a workers
compensation plan that would
compensate an injured worker
from insurance carried by both the
employer and the machine manu-
facturer on the basis of compara-
tive negligence; and the formation
of review boards to handle prelimi-
nary screening of all product lia-
bility cases before they are filed
(BI, Jan. 26,1976).

***

The surpluses of 10 property/ca-
sualty insurers dropped to less
than $2 billion at the end of Sep-
tember 1974 from $4.9 billion at
year-end 1972, according to a
study by Blyth Eastman Dillon &
Co. Inc. 1

The study also reveals that the
ratio of premiums to surplus was
1.6-to-1 for the 10 insurers at
year-end 1972 but increased to
3.8-to-1 by the end of September.
Blyth Eastman said this means
that many insurers are operating
with dangerously low levels of sur-
plus (BI, Feb. 9, 1976).

***

The U.S. Commerce Department
recommends a 15-month, compre-
hensive federal study of the prod-
uct liability insurance crisis.

The department says that al-
though there is an obvious problem
for companies trying to get ade-
quate product liability coverage at
reasonable rates, there is little
hard data on the causes of, and
possible solutions to, this problem.

If the proposed study is approved ,
by the Economic Policy Board, its
final report would be issued by
July 1977, according to the recom-
mendation (BI, May 3, 1976).

***

After 14 years as a corporate en-
tity, the well-known Merrett Syn- ,
dicate at Lloyd's of London wants
to become a family affair again.

Stephen Merrett, the 36-year-old
son of the syndicate's founder, is
arranging a $6 million deal to re-
gain control of the syndicate from
the Italian consortium that now
owns it through a U.K. subsidiary.
Mr. Merrett says he wants to re-
purchase control of the syndicate
because mergers during the past 14 i
years have made the corporate ow-
nership too big and unwieldy. With
1,400 members, the syndicate is
one of the largest at Lloyd's, and it
handles a substantial amount of I
U.S. business (BI, May 3, 1976).

***

Acting Federal Insurance Ad-
ministrator J. Robert Hunter has

warned the insurance industry to
clean up its own act quickly or
face federal action.

Mr. Hunter told the Independent
Insurance Agents of Wisconsin that
although insurers' financial situa-
tion is improving, he fears they
may be implementing excessive
rate increases. He said such ex-
cessive rate hikes just add to the
inflationary spiral that caused
many of the financial problems for
insurers-and other businesses-in
the first place.

He said that if the insurance in-
dustry does not correct its faults-
such as data inadequacies at the
state level-and instead show high
profits while a crisis continues in
medical malpractice, product lia-
bility and other lines, the federal
government might be forced to act
to assure fair and adequate cover-

age (BI, May 31, 1976).

A fop Justice Department offi-
cial is calling for reform of the
McCarran-Ferguson Act, which for
more than 30 years has exempted
the insurance industry from anti-
trust laws.

Jonathan C. Rose, deputy assis-
tant general in the antitrust divi-
sion, said that changes in the
McCarran-Ferguson Act would
bring about the benefits of greater
competition and less regulation for
both insurers and consumers. The
antitrust division has been study-
ing changes in the law as part of an
overall effort to ease restrictions
on heavily regulated industries,
such as trucking, air and rail
transportation and insurance (BI,
June 14, 1976).

***

Some large hospitals in Indiana,
after receiving huge increases in
their medical malpractice cover-
age, may be paying more in premi-
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ums than the value of their poli-
cies.

Following a rate hike of 344.6%
for hospital malpractice coverage
announced by the Insurance Ser-
vices Office, Indiana hospitals with
more than 444 beds buying a policy
with an aggregate limit of $300,000
will be paying more than that in
annual premium.

In response, the Indiana Hospital
Assn. is studying the feasibility of
setting up its own captive insurer
(BI, July 26, 1976).

***

At least 150 cities in California
received notices of non-renewal of
their municipal liability insurance
after two major insurers withdrew
from the market.

And, the cost of municipal liabil-
ity insurance will increase sub-
stantially for those cities trying to
find new coverage and for other
California cities.

During the last fiscal year, mu-
nicipal liability insurance premi-

ums in the state rose an average of
63%, and every indication is that
they will increase at least that
much this year, according to indus-
try sources (BI, Sept. 20,1976).

***

A broad national effort has de-
veloped to push product liability
reform through Congress and state
legislatures.

The effort involves both the in-
surance industry and manufactur-
ers and has resulted in the crea-
tion of two national ad hoc groups,
the Multiple Assn. Action Commit-
tee and the National Product Lia-
bility Council.

However, observers say that dif-
ferences among the interests in-
volved may hamper efforts for
comprehensive reform. For exam-
ple, while most groups feel that the
situation is critical, some worry
that hasty action would create
more problems than it would solve.
Others worry that the federal solu-

Continued on neort page

B/M BASICS: IRI
Industrial Risk Insurers Introduces a New Property Insurance Program
which ha.s been market tested in the United States for the past several months and is
now avajlable on an international basis. The new program allows a single propertiy
insurer-IRI-to be totally responsible for a Combined Fire-DIC-Boiler/Machinery
package. Whether you are a producer or insured, the advantage is one policy, and one
deductible, which automatically avoids anyjoint loss disagreements that might dis-
rupt claim handling activities.

With the New Single Source Property Program, all account negotiations are held
with one IRIunderwriter, whouses one list oflocations, one set ofproperty values,
and one copy of loss prevention information in a one-on-one relationship with the
producer. This unified approach should help save time, money and effort for pro-
ducers and insureds when putting together property insurance packages either in
the United States or around the world.

During the Past 20 Years, IRI Has W*itten B/M Insurance which it has ceded to
its Boiler/Machinery-writing Member Companies. However, with the advent of the
comprehensive All-Risk policy a fewyears ago, IRI was encouraged to offer the capa-
bilitY ofbetter covering all perils of physical damage in order to be a complete mar-
ket for producers and their clients. Since IRI will continue to cede B/M coverages to
its Member Companies, the new property program does not replace the ceded
arrangement, but adds another option which will be of value to producers, insureds
and prospects.

To Assist Insurance Professionals who
maybe unfamiliar with or are seeking a
refresher course on the Boiler/Machinery
market, IRIhas prepared a 15-minute
presentation titled "Introduction to Boiler/
Mashinery Objects: The presentation, avail-
able in either 35mm carrousel-liype slide
tray with audiotape or in 16" VHS-format
videotape, can be arranged through your
servicing IRI office. Or, for additional
information, contact Mrs. R A Sasso, IRI,
85 Woodland Street, Hartford, CT 06102
(203) 520-7412.

ndustrial

0 isk

nsurers

66,000 properties
insured worldwide
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Time capsule: 1976 - 1967 year of short skirts,
Contznued from preutous page Lloyd's from the 25% Increase in
tion being pushed by the malor- membership will be only 12% to
ity of those involved in the reform 15% (BI, Dec 13,1976)
effort is unconstitutional and that ***

a state-by-state effort would be long hair, peace and warThe Interagency Task Force on
better In general, observers say, Product Liability in its report to
the wide variety of suggestions the White House's Economic Policy By HOLLY SEGUINE western, "Lost in Space," a science fiction serial, and
being put forward for product lia- Board has concluded there 15 no "Green Acres," another situation comedy
bility reform may hurt the chances nationwide product liability crisis Ah, 1967 the Vietnam War, peace marches, race Films also showed a wide diversity of topics and
of any of those suggestions (BI, Reporting on the results of its riots, mini skirts, flower power, Black Power, Expo styles Movies released in 1967 included "Dr Doo-
Nov 1,1976) three-month study, the task force '67, long hair and hippies. little," a whimsical musical about a doctor who

***

said there is no "nationwide multi- A strange compendium of catchwords, to say the "talked to the animals", "Camelot," another musical
The problems of rapidly rising industry product liability crisis," least But that was 1967 a year of contrasts and depicting the legend of King Arthur, "The Graduate,"

rates and shrinking capacity that and it made no malor legislative or conflicts the story of a college graduate confused about the di-
risk managers have been facing in policy recommendations Perhaps nowhere was that more apparent than in the rection his life should take, which became a classic of
recent years in the primary insur- The task force did acknowledge United States While the Vietnam War escalated under the day, "Bonnie & Clyde," which recounted the esea-
ance market are now showing up in that product liability insurance the administration of President Lyndon B Johnson, pades of two bandits of the 1930s, and "Guess Who's
the excess and surplus lines mar- rates are high and that some anti-war protesters marched on Washington, DC, and Coming to Dinner," another classic about a black man
ket And, inflation is adding more businesses, especially small ones, on college campuses across the United States Often, and white woman who seek to marry-which was
problems for risk managers in their are having trouble finding the cov- these marches ended in stormy clashes between dem- Spencer Tracy's final work The Oscar-winning actor
latest battle erage at all onstrators and the police died in 1967 at theageof 67 after a long and outstand-

Surplus lines experts report that However, it estimated that "less Some members of Congress also Joined the ranks of ing career
pricing is extremely volatile and than 01% of American businesses the anti-war faction, including Sen Eugene McCarthy, Vivian Leigh, another veteran of stage and screen,
big rate increases are the norm, as have a serious affordability-avail- D-Minn, who threw his hat into the 1968 presidential also died that year at the age of 54 Ms Leigh was
many of the problems of the pri- ability problem" (BI, Dec 27, race A primary plank in Sen McCarthy's platform perhaps best remembered for her role of Scarlett
mary market spill over into excess/ 1976) was vehement opposition to President Johnson's war O'Hara in "Gone with the Wind "
surplus lines And, although the *** policies The literary world also lost some great artists in
experts say things will get better, Carnation Co is challenging a In stark contrast to the peace marches were race 1967 Among them were poet Carl Sandburg, born in
they add that they do not expect ruling by the Internal Revenue riots that erupted across the nation The worst of these 1878, who depicted the Midwest in verse, and poet and
that improvement to come in the Service on the deductibility of pre- conflicts occurred in July in Detroit Riots raged for short story writer Dorothy Parker, born in 1893, who
near future (BI, Nov 15, 1976) miums paid to the company's cap- five days and nights An estimated 64 people died, 350 coined the phrase, "Men seldom make passes at girls

*** tive, and the outcome of the case is were in]ured, 3,800 were arrested and 5,000 were left who wear glasses "
A 25% increase in the member- expected to have a profound effect homeless Some 3,000 businesses were looted, and hun- Tragedy also struck space programs in the United

ship of Lloyd's of London assures on the captive industry dreds of millions of dollars in damage was reported States and the Soviet Union On Jan 27, U S as-
greater capacity for the worldwide The IRS notified Carnation in More riots occurred in Newark, NJ, where 26 peo- tronauts Virgil Grissom, Edward White II and Roger
operations of Lloyd's during 1977 March that it was disallowing tax ple died and many more were inlured Chaffee were killed in a launch pad fire at Cape

More than 2,400 new names will deductions for nearly $1 76 million Black activist Stokley Carmichael continued to pro- Kennedy, Fla, during a test of an Apollo spacecraft
be joining Lloyd's syndicates dur- in premiums Carnation paid to its mote the term "Black Power," which he coined in Later that year, Soviet cosmonaut Vladimir Komarov
ing the next year, bringing the captive in 1972 Carnation filed for 1966 While the term "Black" is used regularly in 1987, died when his spacecraft crashed on re-entry
total number of names to more a redetermination, and the case is it was virtually non-existent in 1967 The term But the Soviets also made advances in spaceflight in
than 10,000 and providing addi- expected to come to trial "Negro" was the 1967, most notably
tional capacity Captive experts say the case will common reference in

r
the docking of two

However, many at Lloyd's note make clear the IRS position on the 1967 in all facets of M#BitormnoIBIED{5*48 unmanned space-
that much of the added capacity tax issues, and that will have an the media craft in orbit in OC-

SGE*(mrail/FRE'PE)will be eaten up by inflation Be- obvious impact on the future of the But not all the na- tober

cause of inflation, experts estimate captive industry (BI, Dec 27, tion was caught up .-€23(§9=[imess[*Mmi:DED/f/En In other scientific

that the actual gain in capacity at 1976) . in violence advances, South

Hippies, aka 914 0*M)11¤17170*PEIMIGI]ZED GWIEE) African surgeon Dr
flower children, *ZIEEIi]Gemof*EF{BZIEmE[If Christian Barnard

were a peace-loving, performed the13
pot-smoking-and  world's first human
usually unemployed heart transplant
-group of young people rebelling against "the estab- And, doctors and scientists at Stanford University in
lishment" and most things represented by the "older Palo Alto, Calif, reported the creation of synthetic

P./.1/J generation " DNA, or deoxyrlbonucleic acid, a basic material in the
The term hippie was a derivative of the word "hip." chromosomes of the cell nucleus in all living matter,

X·· I

. meaning aware or knowledgeable which contains the genetic code and transmits the he-
Hipples sported long hair and loose-fitting clothes reditary pattern

and expressed a free and easy-going attitude Their For those seeking recreation and entertainment in
lifestyle included avant-garde arts, communal living, 1967, there was the world's fair, Expo '67, which was
mysticism and psychedelic drugs held in Montreal from April 28 through Oct 19 The

The use of drugs became more popular among other city of Montreal constructed two islands in the St

Match
young people as well The psychedelic era was in Lawrence River to hold most of the exhibition
full swing Canadians had extra cause to celebrate that year It

The Beatles' legendary album "Sgt Pepper's Lonely was their country's 100th anniversary
Hearts Club Band," released in 1967, was a mirror of It was an especially exciting year for Canadian
youth culture Songs such as "Lucy in the Sky with hockey fans, who watched the Toronto Maple Leaves

Makers
Diamonds" and "A Day in the Life" were criticized by and the Montreal Canadians battle for the Stanley
some for their apparent allusions to drug use Cup Toronto took the title four games to two

Reflecting the voice for the nation's youth was a rad- In professional football, the Green Bay Packers do-
leal magazine called "Rolling Stone " The first edition, minated the field for the second consecutive year after
which included a picture of the late Beatle John Len- trouncing the Kansas City Chiefs 35-10 in Super Bowl
non, hit the newsstands on Nov 9, 1967, and cost 25 I in January 1967 After winning the 1967 National
cents Football League title over the Dallas Cowboys, theAs a leading insurance wholesaler, our job is The same magazine now costs $1 95 a copy and Pack went on to defeat American Football League

to match the risk with the RIGHT insurer. caters to the "yuppie" crowd, featuring ads for expen- champion Oakland Raiders in the Super Bowl II on
sive stereo equipment, designer athletic shoes and January 1968Retailers and underwriters of
other materialistic trappings of the young and up- In college football, a young halfback named 0 J

INDUSTRIAL AND COMMERCIAL RISKS who wardly mobile Simpson led the University of Southern California
Newspapers are not the only commodities subject to Trolans to a 14-3 Rose Bowl win over the Indiana Hoo-place their trust in us know they are

inflation In 1967, $3 27 would buy a case of beer, a siers, scoring both touchdowns
getting more than personalized service. two-pound can of coffee cost $1 19 and a Cadillac And in college basketball, still another Los Angeles

We provide tactical skill and attention to detail Coupe de Ville went for a mere $4,895 First-class school made news UCLA 7-foot-1-inch tall center

that assures the best MATCH postage was 5 cents a letter And, how about a mink Lew Alcindor-now known as Kareem Abdul Jabbar-
stole for $222? led the Bruins to the NCAA championship, their third

possible in E. & S. Insurance. The fashion rage for women in 1967-as in in four years
1987-was the mini skirt At the center of the year's Philadelphia took top honors in the National Bas-

e
fashion scene was British model Twiggy, whose name ketball League, defeating San Francisco in champion-
was an apt description of her appearance ship play four games to two

Coincidentally, another publication that hit the And, in major league baseball's World Series, the St
newsstands in 1967 was "Weight Watchers" magazine Louis Cardinals, led by Orlando Cepeda, beat the Bos-

In advertising, a massive campaign was launched by ton Red Sox in seven games13rpion Ikss©ciates lin©©rs,©ted the British government to make the public aware of the Elsewhere m the world, stormy pohtical confrontations
new and strict drunk driving law-the British Road took place In May, the eastern region of Nigena declared

RO. Box 545 Ill john Street Safety Act of 1967 The campaign cost approximately itself the mdependent Republic of Biafra In June, during a
350,000 pounds

Beaver Hill South New York, NY 10038 six-day war, Israel defeated the Arab states occupylng
In another area of the media, television, programing most of Egypt's Smai Peninsula and Gaza Stnp, Jordanian

lenkmtown, PA 19046 212-791-9745 in 1967 ranged from westerns, to situation comedies to territory west of the Jordan River and the heights of
215-576-1500 dramas Among the most popular American shows southwestern Syna In November, two Bntish temtones,
Baltimore Harrisburg aired worldwide were "Bonanza," a western depicting Aden and South Arabia, became the independent People'sNew jersey Norfolk

the continuing saga of the Cartwright family, Democratic Repubhc of Yemen In December, King Con-
301-467-4448 717.545-2601 609-663-3075 804-640-8977 -Bev/itched," a sit-com about a modern-day witch stantine of Greece fled to Rome after faihng to oust a
Pittsburgh Richmond Washington married to a mortal, and the drama "Perry Mason " milltary lunta
412-566-ISOI 804-783-9675 202·371-1057 Other popular shows of the day included "Batman," So ended 1967-its conflictmg web of events laying

an action/adventure spoof, "The Big Valley," another the groundwork for the years to come



Claims-made form
clamor dies down

By MICHAEL BRADFORD

Insurance buyers were troubled
when the Insurance Services Office

Inc. streamlined the comprehen-
sive general liability policy in 1966
and only a little miffed when the
CGL was fine-tuned in 1973, but a

brouhaha that lasted for years was
ignited when ISO began tinkering
with the form in the 19805.

Since around 2000 B.C., when
the Phoenicians created the first

policy forms that covered ship and
cargo risks, no format change has
created as much a stir as ISO's

revamping of the CGL policy form
during the mid-1980s and the sub-
sequent development of the
claims-made general liability
form.

Today, though, all is quiet on the
policy form front. Like the insur-
ance cycle, the controversy over
changes to the industry's claims-
made form has come full circle.

The controversy over claims-
made coverage fizzled late last
year when it became apparent that
insurers were choosing not to use
the form for most types of general
liability coverage.

"The use of the claims-made

form for general liability coverage
is rapidly becoming a non-issue,"
said Thomas Bloom, president of
McAlear Associates Inc. in Grand

Rapids, Mich. Mr. Bloom was an
outspoken critic of implementing
the claims-made form when the

controversy was in full swing.
"With respect to general liabil-

ity, ISO's claims-made form is not
selling," said Eugene Anderson, a
partner in the New York law firm
of Anderson Russell Kill & Olick in
New York.

Insurers have largely rejected the
claims-made form for general lia-
bility risks but still use the form
when covering long-tail liability
risks. Professional liability cover-
ages and "hazardous" risks such as
chemical exposures have been
written on a claims-made basis
since the mid-1970s.

But, the fact that insurers have
not embraced the form makes no

difference to ISO, says Jake Mar-
ran, a senior vp with the organiza-
tion in New York.

"The fact that it hasn't received

considerable use doesn't concern

ISO," he said. "It's out there for

the type of accounts" that should
be covered on a claims-made basis.

The advent of claims-made cov-

erage can be traced to the early
19705, when state legislatures
began passing laws mandating
simplification of insurance poli-
cies. Most states required that po-
licies be written in a format that

could be understood by someone
with a ninth- or 10th-grade educa-
tion, according to Mr. Marran.

The first coverages to reflect the
simplified language were automo-
bile and homeowners insurance, he
said.

"When that project was com- '
pleted, some legislators started !
looking to commercial insurance,"
Mr. Marran noted. That was a

much heartier challenge, because ,
commercial insurance often is
written for businesses that have f
operations in several states.

Courts and legislators began to 1
demand that commercial policies 1
be more alike, regardless of where 1
they were written, he explained.

And, lawmakers were concerned
that policy conditions, like occur-
renee triggers, were not well-de-
fined.

"The project started in 1979 to
do the whole commercial world,"
said Mr. Marran. At that point; ISO
set out on its commercial lines pol-
icy and simplification project,

which included its reworking of
claims-made coverage.

In 1982, the first drafts of new
claims-made and occurrence poli-
cies were distributed for reaction

from insurers, policyholders, regu-
lators, producers and others.

After feedback had been gath-
ered, the policies were revised and
new versions issued in 1984 with

an effective date of early 1986.
The form was so controversial

that members of the Business In-

surance Risk Management Board
voted ISO's push for the new form
as one of the top five risk manage-
ment stories for three consecutive

years: 1984, 1985 and 1986.
Continued on next page
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20 years of risk managemem Innovanonr

Policy forms the definition of when an occur- policies from occurrence to manu- But, the insurer's move Cost it
renee is triggered, according to Mr Mr. Bloom says scripted claims-made coverage some premium income, Mr

Contznued from prev:ous page Marran "We changed hospitals and doc- Themmes noted
Revisions to the claims-made Under the ISC claims-made 'the only market tors professional polices to claims- St Paul lost some business when

form were extensive, and most risk form, coverage is triggered if a made" in 1975, he said The next legal associations that had pro-
managers and brokers eventually claim is made during the policy pe- sticking to claims-

year, other professionals-such as fessional liability programs with
stopped protesting the new form mod Extended reporting features made exclusively lawyers, insurance agents and real the insurer found other companies

Although the claims-made form allow some claims to be made
is London.' estate agents-also were buying that were still offering occur-

was eventually approved in all later professional liability coverage on a renee forms in the mid-1970s, he
states except New Jersey, Massa- An occurrence policy responds to claims-made basis, Mr Themmes said
chusetts, New York and Vermont, a claim made at any time if it re- pointed out Another controversial section of

few insurers use the policy for gen- lates to an incident that occurred troversy The changeover met with some the ISO CGL form concerned the
eral liability coverages during the policy period Mr Themmes explained St Paul resistance, he said, but it was not cost insurers must bear in defend-

Mr Bloom pointed out that "the Some earlier forays into claims- and other insurers in the mid-'7Os long before claims-made coverage ing a policyholder involved in
only market sticking to claims- made coverage also generated con- shifted many professional liability became the norm for such risks Continued on next page
made exclusively is London "
Lloyd's of London and H S Weav-
ers (Underwriting) Agencies Ltd
have both introduced their own

claims-made forms in recent years, 10

and those markets refuse to write

North American non-marine lia-

bility risks on anything but the
new forms

In the United States, some in-
i

surers, such as The St Paul Cos 1"fl'.Yfal
and Hartford Insurance Group,
drafted their own claims-made 1 f >

forrns
14. 1

Fred Themmes, senior under- S .4,

writing officer for general liability
'«. 4,

lines at St Paul, said his com-
pany's claims-made form is not in
wide use, either

He pointed out that the current tV•
1

market softening means competi- .rn

tors are more enthusiastic about , 0, < 6 25'1) . f.«- 3 1,
offering coverage on an occurrence
basis

Mr Bloom said the controversy
regarding claims-made coverage lei

was much deeper than Just an ar-
I b --

gument over policy wording
"It was never just a claims-made 4*

d

vs occurrence issue," he ex-

plained "They did a lot more 46©

things to the form other than
%.

change the occurrence trigger "
"It is the first time a form change

,

has narrowed coverage and the
first time there has been wide-

spread resistance," Mr Anderson
:

said
d

lei
Irri. 4Mr Marran of ISO called claims-

made coverage "one of the most
misunderstood types of coverage 4,.
out there " a

The only difference in claims-
made and occurrence coverage is

* *, 6
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Continued from previous page insurers are responsible for all de- became disputed," Mr Marran re- holders when the accident first occurs, as

claim disputes The issue of de- fense costs outside of policy limits marked Previously, the CGL was avail- was the case under previous poli-
fense costs within policy limits was until the limit is exhausted by m- "But in the late 1960s and early able Just an endorsement to some cles (BI, Oct 30,1967)
a hotly debated one when ISO first demnity payments '7Os, we started to see decisions policies, such as owners, tenant Buyers also complained tnat they

proposed its changes to the claims- The evolution of the CGL form from the courts that went against and landlord policies were not covered for emotional in-

made form was fairly unexciting until the the traditional interpretations of Insurance buyers had some con- ]ury under the new CGL form
But when the controversy cooled, 19605, with the groundwork laid the policies The courts made it cerns about the CGL form, which Agents also objected to the

an insurer's cost of defending a by the Phoenicians lasting for cen- plain that they weren't too happy first substituted the terminology wording of the new policy, includ-
policyholder remained outside the turles, Mr Marran observed with the way policies were written "occurrence" for "accident " ing the substitution of the term
limits of a buyer's insurance cover- Through the years, policy forms They saw them as too complicated Buyers complained that the new -occurrence- for the old definition
age that survived court challenges for the average person to under- CGL eliminated coverage and con- of accident

"Defense costs have always been were usually left alone by ISO and stand " tained confusing terminology For In 1967, the organization elam-

supplementary to policy limits," insurers, he said In 1967, ISO offered the CGL as example, they said the new form fied policy language that specified
said Mr Marran "It became the custom not to a separate form providing coverage provided for coverage only at the defense costs would be supplemen-

Under ISO's CGL form, primary change the wording of a policy as it of a broad range of risks to policy- time an injury occurs, rather than tal to coverage limits and applica-
ble until the policyholder's cover-
age limits were exhausted

The clarification ended some

duty to defend claims against po-
licies written after 1966>'
confusion concerning an insurer's

A recent court case found that

the same language also applies to

1.f,7
- 4/,1 - 1

' " ' *C#L* r,;'f'94.:pe,?5 -,f ' ,: policies written before 1967
In the case of Zurich Insurance

Co vs Raymark Industries, the Il-
linois Supreme Court held that the
insurer does not have unlimited

·r ' duty to defend the policyholder
after coverage limits are ex-

.
hausted, even for coverage written

.r,

,r before the 1967 clarification (BI,

NM9. ·a,ty,trrti :F- . * 4414 Sept 21)
- .reAL· fgav. 5« -.,4 / .t,r The case concerned the insurer s

.

J. tAN" 1444 duty to defend asbestos claims and
/

when insurance coverage was trig-
gered by such claims

n . The court ruled that ' when an

I:0 N t.*. f insurer has properly exhausted ltS

%
policy limits by the payment of
Judgments and/or settlements, lt lS
no longer obligated to defend any
actions against Raymark, whether
such actions are pending at the
time of exhaustion or commenced

2

thereafter "

Risk managers had some con-
cerns about the changes in ISO's

. CGL form m 1973, but ' it was no
4 I.

"

>=6,:.4, ··. e<*.:tr
a ·r '*flt"4 ·K .

ran, who was the multiperil un-
big problem, recalled Mr Mar-

derwriting officer for the Eastern
region at Fireman's Fund Ameri-
can Insurance Co at that time

"It was a fairly orderly and
smooth transition, he said "In
terms of the changes, it wasn't a
lot It was a non-controversial

* % f

Melissa Brown, manager of ISO's
thing "

4.*d commercial casualty division,
.,r agreed "Basically, it represented a
. routine cleanup clarification in the

,>t *- wake of the 1966 revisions," she
said

.. : -1 '

, n, 11, i . The 1973 revisions, among other
1

things
0 -'8 ,-f. S 1. r4.- • Clarified the definition of

"occurrence," noting the term
meant continuous or repeated ex-
posure to conditions rather than
]ust an injurious exposure The re-

' bil"</imn£ .-- 4 vision was needed to make clear

that the 1966 revision intended to

cover "not Just the boom claims
but also inJurious conditions over a
period of time," Ms Brown ex-

.

4.
plained

CA • Clarified that the limits pro-
,-I vided under a three-year policy4

:

4 -'
were annual limits, not the total

1 amount of coverage available over
j- * '4,1 the three-year period

-

• Included the sudden and ac-

cidental pollution endorsement in
CGL policy language Previously,
insurers were required to staple

.ir]¢S the language of the endorsement
onto policies

,' While insurance buyers have en-
V "4.5., dured confusion and concern over

0 changes to liability forms, they
have not had to worry much about
what was happening to contracts
concerning workers compensation

coverage
The National Council on Com-

pensation Insurance reports that
apart from simplifying the lan-
guage in its forms, there have been
no major policy format changes in
the last 33 years

1 .

..

Robert Plutzker, policy forms at-
torney for the NCCI in New York,
said a 1984 format change "put the

11:
policy into plain English It didn't
really change any coverage, it lust
put the language in layman's

Chicago 312-346-2189 • Dallas 214-4014066 • Hartford 203-525-2300 terms "



108 / Business Insurance, October 26, 1987

20 years of risk
.

management Innovations -

has gone in favor of 16 drug companies that marketed DES, a suance of this formal ruling appears to close the door to such
Time capsule: 1977 drug once prescribed to pregnant women to prevent miscar- tax deductions (BI, Sept 19, 1977)

riages that now is being blamed for the health problems of
***

the women's daughters Some recent ads being run by insurers are powerful, but
The owners of a wrecked oil tanker have both hull and The suit was brought in Wayne County, Mich , by 144 they may be less than truthful

liability insurance for the worst oil pollution spill ever, but a daughters of women who had taken diethylstilbestrol during In one ad, an insurer cites the case of a man who picked up
legal battle is evolving over the shipper's liability pregnancy Since the majority of the daughters could not his lawn mower to trim his hedge, was injured and success-

The ship, the Argo Merchant, ran aground off Nantucket Identify the manufacturers of the drug their mothers took, fully sued the manufacturer of the lawn mower However, the
Island, releasing 7 5 million gallons of industrial 011 Tie they sued the 16 firms they claim had d6minated the market insurer is unable to prove that there ever was such a case
ship's Liberian owner, Thebes Shipping Co, has both hull A county court rejected the theory of industrywide habit- The other ad says that 1 million product liability suits are
and liability coverage ity, ruling that the specific m4nufacturer must be identified filed each year However, even the insurer involved says that

Thebes has been sued by local fishermen for damages ti- to be sued An appeal is planneEl (BI, May 30, 1977) is an exaggeration and is changing its ad (BI, Oct 31, 1977)
***

taling $60 million but is attempting to negate any liability by
***

invoking a 125-year-old maritime law that makes shipowners Two $21 million damage suits already have been filed on The federal Interagency Task Force on Product Liability
responsible only for amounts equal to the value of the behalf of people killed and inluted m the huge Beverly Hills recommends tort reform, federal chartering of captives and
remains of the wrecked ship (BI, Jan 10, 1977) Supper Club fire near Cincinnati, and lawyers warn that tax deductions for self-insured reserves as ways of dealing

*** these suits are only the beginning with the product liability insurance problem

The opposition of the insurance industry may prompt revi- At least 161 people died in the blaze at the club, which The tort reforms suggested by the task force included a
sion of a product liability bill in the Senate, even though the apparently was caused by a short circuit Observers say the modified 10-year statute of limitations, compliance with gov-
bill has earned the praise of small businessmen insurance held by the owners of the supper club appears to be ernment safety standards as a defense against liability and

A spokesman for the American Mutual Insurance Alliance inadequate to cover suits seeking damages that may reach reducing damage awards by the extent to which the plaintiff
called the bill, which would authorize the Small Business hundreds of millions of dollars (BI, June 13, 1977) contributed to the in]ury However, the panel avoided ad-
Administration to provide reinsurance to primary insurers of

*** dressing the question of whether tort reform should be on
small businesses unable to get liability insurance, "one cd Oregon has become the third state to pass a tort reform the state or the federal level (BI, Oct 31,1977)

***

the least undesirable of many options which have been sus- measure this year, advancing the drive to ease the crisis in
gested " Sources say that because of opposition, they expect product liability insurance Utah and Colorado also have en- Workers compensation costs continue to climb, and some
the bill to be revised substantially (BI, March 21, 1977) acted tort reform legislation employers are beginning to weigh their options

*** Proponents of tort reform are buoyed by the recent success Ma}or benefit improvements have driven up the cost of
The largest aviation claims in history are expected to re- in Oregon and say that state legislators and the public finally workers compensation programs twice as fast as the cost of

sult from the March 27 collision of two Boeing 747 jumbo jets are beginning to accept that the court system must be re- living In 1975, the last year for which figures are avail-
on a runway in the Canary Islands Almost 600 people died 17 formed to restore balance However, opposition forces, espe- able, employers spent $8 9 billion to insure or self-insure
the crash, making it the worst air travel disaster in history cially trial lawyers, have stepped up the battle to defeat tort workers compensation programs, a Jump of 12% from 1974,

Both airlines, KLM Royal Dutch Airways and Pan Amen- reform efforts (BI, Aug 8, 1977) according to the U S Department of Health, Education and
***

can World Airways, had hull insurance totaling $63 million Welfare

on the planes It will be the largest hull loss insurers ever The Insurance Services Office Inc is filing nationwide for In the face of such sharp increases, more employers are
have had to pay for a single crash exclusion of punitive damages in all liability coverages considering the possibilities of self-insuring their workers

However, that amount is likely to pale in comparison with Although the majority of ISO members on five committees compensation risks (BI, Dec 12, 1977)
the liability claims for deaths and injuries, which observers voted in favor of the exclusion, slated to take effect Nov 1,

***

predict could exceed $400 million (BI, April 4, 1977) some insurers will continue to offer the coverage Industry leaders predict increased competition and a level-
*** For example, Hartford Insurance Group is not planning to ing off of premiums for property/casualty insurance in 1978,

The nationwide drive for tort reform at the state level as a exclude punitive damages Other insurers say they will gen- though they caution that it Will take substantial rebuilding
way of dealing with the product liability insurance crisis has erally support the exclusion with some exceptions of surplus to recover from the losses of the last few years

resulted in the passage of a comprehensive bill in Utah tha: ISO also acknowledges that some state insurance depart- Insurers say that most lines of coverage, with the exception
establishes a 10-year statute of limitations from the date ments may balk at excluding punitive damages from insur- of workers compensation, are producing a profit But, they
a product was manufactured and prohibits asking for a spe- ance coverage (BI, Sept 5, 1977) stress that the profit lS being used to build up surpluses that

***

cific amount of damages in a product liability suit were drained during years of heavy losses and poor economic
Nebraska and Colorado are on the verge of voting on prod- The Internal Revenue Service has formally ruled that U S performance in general

uct liability measures, and similar bills have been Introducec parent companies and their U S subsidiaries cannot deduct Insurance industry experts warn that although most insur-
in at least 30 states (BI, May 2, 1977) as a business expense insurance premiums paid to a wholly ers are again in the black and there lS more competition than

*** owned captive insurance company subsidiary had been evident in recent years, there will be no dramatic
The first round of what promises to be a long legal battle The IRS has held this position for some time, but the is- impact on rates in the near future (BI, Dec 26, 1977) .

i Time capsule: 1978
f

YOU'VE PROTECTED YOUR
A group of 16 asbestos manufacturers has reached an out-of-court

settlement of $1 84 million in a series of suits filed by construction
workers in]ured by handling asbestos The payments will be made to the

CUENTS FROM EVERYTHING workers or their survivors

UNDER THE SUN
The suits, which were filed more than five years ago, claim that the

asbestos manufacturers knew asbestos was dangerous at least 30 years
-- ago but did not inform workers

The asbestos makers claimed that they implemented safety measures as
soon as they were aware of the potential danger of asbestos

Most of the manufacturers have prunary insurance to cover their
portion of the settlement Only Johns-Manville expects the settlement willSO WHAT HAPPiNS BEFORE DAWN? penetrate into its excess layers of coverage (BI, Jan 23, 1978)

4-
***

t Political And Special Risk Coverage From Global
About $40 million has been paid so far to settle claims against Farm

The sun never sets on the new global business Bureau Services Inc resulting from the accidental substitution of the
A Sales in the Mid-East, manufacturing facilities in the poisonous fire retardant polybrominated biphenyl, or PBB, for a nutrient

Caribbean, purchases from Australia and the Philip- in dairy cattle feed distributed in Michigan
pines, sales and distribution offices all over the world Settlements have been reached in almost 80% of the 955 claims filed,

Consider your clients new r,sks Expropnat on, and the Farm Bureau estimates that by the time all the claims are settled,

f» Embargos, Wrongful Calling of Guarantees, Terrorism,' and wide range of other "Political Risks
the payments will reach $50 million The Farm Bureau is equally sharing

» the cost of the claims with Northwest Industries Inc, which accidentally
At Global Special Risks, we understand Political 181 substituted the PBB-contaminated material for the nutrients (BI, Jan

Risk and other special risks We provide special isk
coverage to multinationals, and have coverage plans

23, 1978)
***

i from your largest-and smallest-clients The Committee of Lloyd's has suspended Lloyd's of London syn-
With various contract facilities we offer immedwte dicate 762, known as F H Sasse & Others, because lt exceeded ltS

binding coverage at limits of $80 million per country surplus capacity, wrote too much insurance and could not meet its
Call ustoday for more information on our full services year-end financial audit

and products You owe it to your clients Although all claims against the syndicate, which wrote a large number
of U S commercial risks, are expected to be paid, it remains unclear

'

'4#r 4 whether a major reinsurance facility will ultimately pay for millions ofGLOBAL SPECIAL RISKS i. 42' dollars in losses (BI, Feb 6, 1978)
***

Global Special Risks, Inc
Global Special Risks, Inc of Texas

2610 Edenbom Ave / Suite 2120 · One Lincoln Flaza A California Superior Court jury has awarded a record $128 million-of
Metaine, La 70009

Telex 587452 · (504) 455 7874
Dallas, TX 75201 r.

1
1." which $125 million 8 punitive damages-to an 18-year-old severely in-

Telex 6829263 · (214) 954-354410 lured in an accident involving a 1972 Ford Pinto
Global Special Risks

Global Special Risks Insurance Services
Insurance Services San Francisco

The plaintiffs had charged Ford Motor Co with placing the Pinto's
...pz. gas tank in a position where the automaker knew lt would be likely

fj' 3250 Wilshire Blvd Suite 1111 Merchants Exchange Blco to rupture upon light impact (BI, Feb 20, 1978)
Los Anoeles, CA 90010 Suite 450 - 465 Calitomi: St

Telex 6831852 · (213) 387 2099
***

San Francisco, CA 941C4
Telex 989498 · (415) 421 .544 Insurers, brokers and risk managers are outraged by a proposal by the

New York Insurance Department that would severely restrict fronting
arrangements The opponents claim such a move would hurt legitimate
captive insurance companies

The department's proposal, which is aimed at reinsurance arrangements
between licensed insurers and unlicensed insurers, would prohibit front-
ing arrangements when the reinsurer is affiliated with the corporation
whose risks are being insured It also would prohibit fronting when
there is a prior arrangement to reinsure the risks with a specific, unli-
censed reinsurer

This would severely hurt cat*wes, many of which reinsure their corpo-
rate parent's risks from a licensed insurer (BI, March 20, 1978)

-



Continued from previous page
***

The Insurance Services Office

Inc. has killed the exclusion of pu-
nitive damages from liability in-
surance policies in the wake of
consumer complaints and severe
insurance industry division on the
issue.

The punitive damages endorse-
ment, which had been filed nation-
wide in November 1977 and ap-
proved in 33 jurisdictions, was
withdrawn late last month. And, at
least three insurers that had in-

cluded the endorsement in their

coverages are eliminating it re-
troactively (BI, April 3, 1978).

***

The New York Insurance De-

partment, faced with a barrage of
opposition, is backing off from its
controversial proposal to restrict
fronting.

The department says it now feels
that the remedy was stronger than
needed to correct the problems

that exist, and it plans a more
moderate approach. However, de-
partment spokesmen were unable
to give details of what new plan
would be put forward (BI, April 17,
1978).

***

A California Superior Court
judge has reduced a record $125
million punitive damage award
against Ford Motor Co. to $3.5 mil-
lion in a case involving the crash

and explosion of a 1972 Pinto.
The judge said the jury award

was "excessive as a matter of law."

The judge also awarded $2.5 mil-
lion to the victim of the crash,
making the total award $6 million
rather than the $128 million the
jury had awarded (BI, April 17,
1978).

***

Ford Motor Co. has recalled 1.5

million Pintos and 30,000 Mercury
Bobcats that allegedly have fuel
tank defects that may cause fatal
fires in the event of rear-end colli-

sions.

The recall follows a tentative

conclusion by the National High-
way Traffic Safety Board that low-
to medium-speed collisions involv-

ing the cars may result in massive
fuel leaks, greatly increasing the
chances of fire.

Ford denies that the cars are

hazardous but said it was recalling
the models to "end public concern"
(BI, June 26, 1978).

***

After a long labor, The New York
Insurance Exchange has been
born.

The New York General Assembly

passed a bill setting up a panel to
draft a constitution and bylaws for
the "American Lloyd's" by Jan. 1,
1979. The constitution and bylaws
must then be submitted to the state

legislature, and if neither house
votes to reject the proposal within
45 days, the exchange may begin
operations April 1, 1979.

New York insurance brokers,

who fought hard for the creation of
the exchange, are delighted. But
existing U.S. insurers and rein-
surers, as well as some brokers and

wholesalers, say they are reserving
judgment until they see the consti-
tution and bylaws (BI, July 10,
1978).

***

Industry observers are reporting
that it is a buyer's market for ex-
cess and surplus lines insurance
once again.

During the recent hard market,
buyers having trouble placing their
risks in the primary market were
taking whatever coverage they
could get-at whatever cost-in
the surplus lines market. But now
that the primary market has be-
come much more aggressive and
competitive, buyers are finding
themselves in the driver's seat

again with excess/surplus insurers
(BI, Sept. 18,1978)

***

The merger of mega-broker
Aloyinrier & Alavon,lor RAM,;r'AC

Inc. with R.B. Jones Corp., the na-
tion's ninth-largest broker, will
strengthen A&A's position in the
Midwest and improve the market-

ability of Jones' closely held stock.
If the deal is approved, it would

be the largest-ever acquisition of
an insurance broker (BI, Sept. 18,
1978).

***

The Internal Revenue Service

says that premiums paid by a U.S.
company to an offshore group-

owned or industry captive are de-
ductible as business expenses, as
long as they are -reasonable" and
based on "sound actuarial princi-
ples."

In its analysis of a case that in-

volved the petroleum industry's
Bermuda-based captive, Oil Insur-
ance Ltd., the IRS concluded that

premiums paid are tax-deductible
(BI, Oct. 2, 1978).

***

A class-action suit filed in Los

Angeles seeks $1 billion in dam-
ages from 15 major U.S. asbestos
manufacturers, claiming the man-

ufacturers conspired to conceal
and distort information on the haz-

ards of asbestos.

The suit was filed on behalf of

5,000 workers in two Southern
California shipyards. In an un-
usual twist, the suit seeks "restitu-

tion of profits," claiming the com-
panies have been unjustly
enriched" by the profits of their
continued manufacture of asbestos

and, thus, are indebted to the ship-
yard workers for $1 billion (BI,
Nov. 13, 1978).

***

A new multiline reinsurance

company, Aneco Reinsurance Co.

Ltd., is planning to tap the lucra-
tive captive market.

The Bermuda-based reinsurer

says it is interested in reinsuring
the business of captives in its bid

to become a major. world reinsur-
ance power. It also plans to retro-
cede some of its reinsurance busi-

ness to captives, company officials
say (BI, Nov. 13, 1978).

***

Five young former executives of

General Reinsurance Corp. have
launched Trenwick Reinsurance

Co. Ltd., a Bermuda-based rein-

surance facility.
The new reinsurer's officers say

Trenwick will market its services

primarily to captive insurance
companies expanding into third-
party business (BI, Nov. 27, 1978).

***

All parties are denying liability
for claims involving New York
state's Love Canal, a case that may
evolve into one of the most compli-
cated liability cases ever.

Observers say that lawsuits may
eventually total $2.65 billion, fol-
lowing the leakage of toxic indus-
trial chemicals from an old landfill

in the Love Canal section of Niag-
ara Falls, N.Y.

The landfill was used as a dump-

ing ground by Hooker Chemicals &
Plastics Corp. from 1947 until
1952, when it was donated to the
city as a school site. Although no

lawsuits have yet been filed,
Hooker has denied responsibility.
And, Hartford Insurance Co., lia-

bility insurer for the city and the
school district, has gone to court
seeking to absolve itself of respon-
sibility (BI, Dec. 25, 1978).

***

Commercial insurers are engag-
ing in extreme price-cutting,
slashing premiums by an average

of 15% and by as much as 40% for
some of their bigger customers.

Some industry observers are
concerned that this new round of

competition and rate-cutting will
result in the same kinds of prob-
lems that plagued the industry
during the last soft market in the
early 1970s. That period of low

rates and high levels of competi-
tion resulted in a very hard market
a few years later, when coverage

was difficult and costly to place
CR; nor 95 10756 =
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WE CAN
MEET
THE

NEED
The current turmoil in the

msurance mdustry
is particularly severe for those in need of

Professional Liability Insurance.
Specializing in professional liability insurance programs designed for groups, companies,

organizations and associations with a minimum premium of $2,000,000,
PRMS offers unique solutions, innovative programs and professional expertise.

i Professional Risk Management Services, Inc.
1444 Eye Street, M.W. • Suite 1100 • Washington, DC 20005
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Risk management's "paperless
revolution" rages on, with the
number of converts to computer-
ization continuing to grow.

Although the automation revolu-
tic>n is 20 years old, there remains a
vast area to be conquered. Despite
the computers now commonpiace
presence in American society, some
experts say that: only 10% to 15% of
the risk management departments
in the United States are fully auto--
mated (BI, July 13).

In the early 19805, only the lar-
gest corporations had risk manage-
ment information systems. But 
now that the systems are cheaper,
simpler and take up less space,
they are showing up in all sizes of
risk management departments.

Today RMIS vendors are seram-
bling to court risk managers with
an array of information systems.
But the race to put information at
the fingertips of risk managers did
not begin so swiftly.

The first shot in risk manage- 1
ment's paperless revolution was
fired 20 years ago, when an insur-
ance agent in Amarillo, Texas, de-
veloped a batch reporting system 
for one of his clients.

In 1967, Guyon Saunders' com-
mercial clients at Ordway
Saunders Co. began asking if it
were possible to consolidate all
their property/casualty claims in-
formation into one data base. Hetold them it was not and set out to 
build such a system.

The first systems were put to- '
gether for the agency's clients, and
provided them with three or four
monthly reports on property/ca-
sualty claims. But when Mr.
Saunders saw the market poten-
tial, he searched for investors to
fund a start-up company named ,
Corporate Systems.

It wasn't long before Corporate
Systems began to attract big-name
clients with its primitive batch re-
porting system, which ran on cum-
bersome, "dumb" terminals coin-
nected to a mainframe. Its first,
customers outside Amarillo in- 1
cluded Texas Instruments Inc. and 
Southland Corp„ both of Dallas.One of the stumbling blocks 
faced by Corporate Systems and
the other vendors that began to ap- 
pear on the RMIS scene was 
thrown up by insurers who were
reluctant to release polieyholder
data.

Getting insurers to release data
related to their polieyholders' ac-
counts was a struggle, recalls Scott
Gilmour, vp of marketing at Cor-
porate Systems. "It was tough until
the mid-'7Os," he recalled.

Eventually, he explained, ven-
dors were able to convince insurers
that the information would help
policyholders control losses and
that would, in turn, reduce claims
payments.

"By about 1975, we had most of
the major insurers sending data of
some type," said Mr. Gilmour.

In the early years of the RMIS,
monthly reports were about the
best a ri*k manager could hope for
to chart losses and claims pay-
ments. That lasted until risk man-
agers' appetites for more informa-
tien began increasing in the
mid-'7Os.

"That's when things really
started happening," said David A.
Tweedy, a risk management con-
sultant with D.A. Betterley Con-
sultants Inc. in Worcester, Mass.
"Risk managers came into their
own," he noted, and the impor-
tance of gathering information for 
tasks like calculating deductibles
and retentions began to grow.

From that point, systems took a '
big leap forward when remote net- i
work links put minicomputers in 
touch with mainframes.
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Computer age dawns fc; sk managemenit
By MICHAEL BRADFORD As risk managers began to get a

taste of what computers could do,
they got greedy, according to Ri
chard Hall[, executive vs of Anis-
tics Inc. in New York, an RMIS
vendor subsidiary of Alexander &
Alexander Services Inc. "But they
got greedy ina good sense of the
word," he added. "As soon as they
found out what the systems could
do, they wanted more and more."

Before risk managers had key-
boards on their desks, it was diffi-
cult to get the information they

now can call up with a keystroke.
"They wanted to push a button and
get all this," said Mr. Hall. "Most
risk management departments are
understaffed," he noted, "and
when they see a resource that can
help them improve productivity,
they want more of it."

Putting risk managers on-line
meant they could get solid data in
a timely manner, said Mr. Tweedy.

In the late 19705, Corporate Sys-
tems introduced a real-time net-

work that allowed risk managers

to make and receive instant
changes to data in the mainframe.

Vendors agree that the real-time
environment was a breakthrough
in RMIS technology.

Despite the changes in informa-
tion systems and their growing
adaptability, the RMIS remained
for the most part a tool of large
corporations into the 1980s.

In the early 19805, computerized
risk management began coming of
age. In fact, by that time most of
the risk managers working for the

'f

4 -·

*P.

It's a matter of defense.

To do battle against loss and liability,
you've got to be armed with the right informa-
tion. Which is why you should make Hartford
Specialty your ally.

Whether your company payroll numbers
100 or 100,000, Hartford Specialty can meet
your loss and claim information needs. With
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largest U.S. corporation were en-
joying the benefits of computeriza-
tion (BI, Feb. 21, 1983).

And by the mid-1980s, risk man-
agers at smaller companies were
also benefitting from the new tech-
nology.

In 1983, a Business Insurance
survey of risk managers found that
information systems were popping
up in risk management depart-
ments across the country (BI, Nov.
21,1983).

Continued on next page
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The survey found that 38%-or

20 of the 52 risk managers who re-

sponded-had computer terminals
in their offices. Another 16 sur-

veyed had plans to put them there
by year-end 1985, meaning 70% of
the respondents would be compu-
terized at that point.

Of the 20 risk managers with ter-
minals already in their offices:

• Seven linked them to an in-

house mainframe.

• Five companies were linked to
an independent vendor's main-
frame.

• Five others used both termi-

nals linked to a mainframe and

stand-alone personal computers.

Of that five, four of those main-
frames were located in-house and

one tapped into an insurer's main-
frame.

• One company used a terminal
linked to its insurer's mainframe.

• Two companies used a micro-
computer or personal computer.

Since the 1983 survey, personal
computers also have boomed in
popularity.

The computerization of risk
management has not only changed
the way risk managers do their
jobs, it has also changed some of
their responsibilities.

"It has brought risk managers
into a more financial orientation,"

said Mr. Hall of Anistics. "If you

think about it, most financial orga-
nizations, like banks, are highly
automated," he said. "Financial

managers at those organizations
have been used to computer sys-
tems for quite awhile."

But only in recent years have
risk managers had access to such
number-crunching potential, said
Mr. Hall.

Susan Werner, director of risk

management at Hardee's Food
Systems Inc., says computers
"changed the way we have con-
ducted our business and structured

our insurance.'

She explained that Hardee's
used its Sisdat + system developed
by Risk Sciences Group in Atlanta
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to make "an educated decision" to

retain a significant amount of risk.
"That was an immediate savings of
half a million dollars."

The system also allowed Har-
dee's to track the incidence of in-

juries from slips and falls, leading
eventually to the use of different
floor materials in some restau-

rants. "By analyzing the data, we
reduced our exposure by getting
new floors down," she explained.

And she pointed out that the
company's RMIS led management
to decide to remove slicing ma-
chines from restaurants to elimi-

nate cuts and lacerations. Hardee's

now plans to buy meat pre-sliced,
and expects to realize a significant

Our interactive, on-line OSCAR system expertise tempered by nearly two centunes
lets you specify the type of report you TestOur of experience.
want - or even create your own - from For more information contact

a data base that's 24-hours current. ReS])Onse Your broker or the nearest Hartford
It's all backed by the same supe-

Ability
Specialty office. We 11 be glad to do

rior service that's made The Hartford some reconnaissance.

a leader in the insurance industry. Why wait? In the never-
Challenge us. You'll find that

HARTFORD -' ending battle to manage risk,
we respond with innovation and SPECIALTY we're your best defense.
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savings.
"Anybody that's really using it-

you won't take that terminal off
the desk. I guarantee you that."

Although many risk management

departments are made up of veter-
ans who took their jobs before the
computer revolution began, ven-
dors do not portray them as a
group unwilling to embrace the
new technology.

However, some do have sort of a

"computer fear." Mr. Tweedy said
some risk managers are afraid
their jobs may be in jeopardy be-
cause of the all-efficient computer
systern.

"Some are very fearful that their
jobs will be taken away," said Mr.
Tweedy. "I think that is un-

founded. The computer can be used
as a helpful tool" that can solidify
a risk manager's worth to his firm,
he added.

He said most risk managers,
whether veterans or rookies, still

need "a lot of education in using
the tools that are there."

Graduates from universities with

good risk management programs
appear the most interested in com-
puter systems, said Mr. Gilmour.
Many are coming out of school
with risk management and com-
puter skills and "that is very help-
ful to a company like us," he re-
marked.

Mr. Tweedy said of the newer

generation of risk managers: "I
just love 'em. They're very in-
terested" in RMIS.

It's not only the risk manage-

ment department that has to make
adjustments when automation be-
comes a part of the daily routine.

Austin Hocklander, vp-insur-
ance and claims with Yellow

FI eight Systems Inc. in Overland
Park, Kan., said: "It takes some

adjusting from management. They
get very accustomed to seeing the
same things on paper."

Top management has to become
accustomed to the fact that certain

information is stored in the com-

puter and ready for instant recall,
said Mr. Hocklander.

Largely self-insured Yellow
Freight recently upgraded its
RMIS capabilities by writing a
program in-house that will allow it
to perform more services like
tracking loss histories by type, 10-
cation and cause.

"One of the biggest benefits of
the system will be the conservation
of time on the part of the claims-
handling and clerical staff," said
Mr. Hocklander.

Vendors say the challenge since
1967 has been to collect and man-

age mountains of data and the next
two decades will be devoted to de-

veloping systems that use risk
management information as a tool
to determine a company's total cost
of risk and help make corporate fi-
nancial decisions.

Systems are being developed
that will track all expenses con-
nected with a company's risk, said
Mr. Gilmour, including costs like
consulting expenses, various ex-
penses related to self-insurance
and others. "All of that can be part
of a risk management information
systenn.

"You would be amazed, when

you go out to Fortune 500 and
1,000 companies, how many of
them have no recognition of what
the total cost of risk is," he said.

Mr. Tweedy said the RMIS of the
future may be more integrated
with other management informa-
tion systems. For example, the risk
manager may have access to the
computer system used by his in-
surer and broker.

A problem system designers have
to work on, however, is the inabil-

ity of most computer systems to
communicate efficiently with each
other, said Mr. Tweedy. "We've got
to depend on the technicians to en-
hance the communications abilities

of the computers," he said.
-That needs lo be corrected,"

said Mr. Tweedy. I
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L oyd's of Loncon survives changes
By CAROLYN ALDRED ants Arthur Andersen & Co, was a new position designed to

help the new Lloyd's Council implement the 1982 Lloyd's Act
LONDON-Lloyd's of London will celebrate ltS 300th j (BI, Dec 20,1982)

birthday next year, making London the oldest and most es- Also in 1983, Peter North Miller, chairman of Lloyd's bro-
tablished insurance center in the world ker Thomas R Miller & Son (Insurance) Ltd, was elected as

And despite undergoing radical changes in the last 20 the new chairman of Lloyd's (BI, Nov 14, 1983)
Years, the London market, particularly Lloyd's, has surfazed f Meanwhile, the reforms Introduced by the Lloyd's Act con-
ntact from a sea of scandals and regulatory reform tinued with the abolishment of baby syndicates in 1983 (BI,

"The London market is a much more international market,
1 Oct 3, 1983), the adoption of rules giving Lloyd's brokers

and more reinsurance-orientated than it was 20 years ago," five years to divest their managing agencies (BI, June 13,
said David Hough, secretary of the Lloyd's Insurance Brokers 1983), and the adoption of standard accounting requirements
Committee for Lloyd's syndicates (BI, Oct 15,1984) among others In

The market lS also much bigger than it was 20 years ago, addition, Lloyd's Council had greater disciplinary powers to
'even though lt lS under much greater competitive pressure supervise the marketplace

,/
as an insurance center now," he added By November 1985, Mr Davison had announced his inten-

For example, in 1967, premium income at Lloyd's totaled tion to resign, effective May 1986 The announcement fol-
602 million pounds ($1 48 billion at Lloyd's exchange rate for lowed a decision by Lloyd's to conduct an inquiry into the
1967 results) In 1984, the year just closed under Llo>d's' structure of Lloyd's and the role of the chief executive
three-year accounting system, premium had increased more In Mr Davison's book, "A View of the Room Lloyd's-
:han tenfold to nearly 7 billion pounds ($10 4 billion at Change and Disclosure," published this year, the former
Lloyd's exchange rate for 1984 results) Its 1987 gross Dre- chief executive says his resignation "was meant" to show
nlum capacity is 10 3 billion pounds ($17 3 billion at current - that "despite a major three-year pi ogram of reform, the con-
exchange rates) stitutional structure of the Society of Lloyd's remained de-

Also, in 1967 the membership of Lloyd's totaled Just 6,]79, fective for its principal task the regulation of the market (BI,
compared with 31,484 members today July 6)

And, in 1967, all Lloyd's members were male and British Mr Davison's resignation, and the continued rumblings of
Foreign men were not admitted as Lloyd's members until the PCW and Howden affairs, led to further calls from mem-

Ian 1,1969 bers of Parliament for government regulation of Lloyd's
British women had to wait yet another year to become Lloyd's had not been included as one of the markets to be

members, while foreign women were not admitted as Lkyd'S f regulated by the newly formed Securities and Investment
members until Jan 1, 1971 Board because of the self-regulatory apparatus it had re-

Today, there are 2,699 American names providing aiout cently adopted and because ltS principal business was prop-
10% of the market's capacity erty/Casualty insurance, not investments

-

In another move toward sexual equality at Lloyd's, mem- However, some Labor Party members argued that although
oer Liliana Archibald, a director of Adam Brothers Contin- policyholders had been unharmed by some of the recent
gency Ltd, became the first woman broker to place insurance scandals, Lloyd's members had been affected (BI, Dec 9,
with a Lloyd's syndicate in 1972 1985)

The following year, Lloyd's member Sylvia Horsey o' the In January 1986, the British Department of Trade and In-
Corinthian Motor syndicate became the first woman to voli dustry set up a working party to study Lloyd's' self-regula-
[or a Lloyd's syndicate in Lloyd's underwriting room Then, tory system established by the Lloyd's Act of 1982
m Jan 1, 1974, women brokers who were not members of Photo Janet Gill for Lloyd's of London Sir Patrick Neill, vice chancellor of Oxford University, was

Lloyd's were allowed to work in Lloyd's underwriting room Amid the modern environment of Lloyd's new building, appointed to chair the inquiry (BI, Jan 20, 1986)
In the meantime, while Lloyd's was opening its doors to The Neill report was published 12 months later, listing 70the Lutine Bell still is rung to signal important news.

foreign members and women, ltS walls on Lime Street tegan recommendations for changes to be implemented at Lloyd's,
to echo with stranger disturbances Meanwiile, the government was laying tte foundation of one of the most radical being abolition of the working mem-

A series of spectacular losses suffered by Lloyd's syndi- the Iisurance Companies Act of 1982, which w.,uld consoli- bers' control of Lloyd's Four of the 16 working members
cates in the 1970s were to lead to a complete upheaval of date prenous legislation governing insurance companies elected by Lloyd's members in the market were to be replaced
Lloyd's constitution (see story, page 101) other thai Lloyd's by four nominated non-members of Lloyd's who must be ap-

One of these losses involved policies written by Lloyd's And in 1981, the Insurance Brokers Registration Act of proved by the governor of the Bank of England (BI, Jan 26)
syndicates in the late 1970s insuring the value of U S com- 1977 came into effect with the establishment of an Insurance As a result of the Neill report, the council now consists of
puter leases Brokers Registration Council Under the act anyone wishing 12 working members, eight nominated non-members and

The losses stemmed from a dramatic drop in the value of to CEll ttemselves an insurance broker had to roe registered eight non-working members of Lloyd's
leased computers when International Business Manines with the EBRC Furthermore, the act Other Neill committee recommendations are being imple-
Corp introduced more technologically advanced models • Set down minimum standards for directors of bro <ers mented gradually Into the Lloyd's market
Subsequently, when leases were not renewed, the resale • Introduced investment controls Meanwhile, in April, Lloyd's put forward a massive market
value of the leased computers was far below the anticiiated • Derranded annual audited returns settlement plan to end the PCW affair, whose losses by then
lease revenue, a loss insured by the syndicates • Introduced compulsory professional and mdemrity in- were an estimated 235 million pounds ($3784 million) (BI,

Losses from the computer-leasing policies eventual. y to- surance for brokers April 13)
taled some $400 million, a Lloyd's spokesman confirmed The London market was rapidly undergoing a period of As part of the plan, Lloyd's offered to contribute 45 million

The United States also was the source of another scandal to regulatory reform, in particular at Lloyd's pounds ($72 5 million) from lt S Central Fund and cover any
hit Lloyd's in the 19705 In June 1982, shortly before the Lloyd's Ac- was oassed, underwriting losses related to the former PCW syndicates

In 1976, the Sasse syndicate at Lloyd's faced massive losses Peter Green, then-chairman of Lloyd's, was F eralding "an exceeding the current estimate
after an avalanche of claims, far exceeding premiums, poured era of immense change" for Lloyd's (BI, Jine 28, 1982 Thirty-seven other organizations-including 26 members
in from substandard property and fire risks written :n the Howexer, in the autumn of 1982 a chapter in Lloyd's his- agencies, accountants, law firms and brokers-agreed to con-
United States under binding authority given to 4 1 un- tory began that temporarily blemished that "new era " tribute 55 million pounds ($88 6 million) They included
derwriters or producers of US business, including Den-Har The clouds began to gather when US brcker Alexander & Sedgwick Group PLC, Alexander & Alexander Services
Underwriters of Florida and Deslauriers, Wilkin & Associ- Alexander Services Inc announced the acquisition of Lloyd's Inc and PCW's parent company Minet Holdings PLC
ates Inc of Canada broker Alexander Howden Group PLC for $299 9 million in Under the settlement, the 1,547 PCW members belonging to

By 1980, members of the Sasse syndicate had filed a law- Sep-emter 1981 (BI, Sept 28,1981) the PCW non-marine syndicates were to pay 34 million
suit against Lloyd's, the Sasse Turnbull underwriting group In Julr 1982, A&A conducted a fair-value audit of Howden pounds ($54 7 million) to help fund the syndicates' losses, as
and the Merrett Dixey Syndicate, which took over the man- following rumors that millions of pounds in H)wden under- well as relinquish their rights to sue Lloyd's
agement of Sasse in 1978 in the hope of recovering more than writing funds were missing lBI, Sept 6, 1982) By the end of June, 96% of members of the loss-riddled
20 million pounds ($47 8 million at 1980 exchange rate) in B, September 1982, A&A had budgeted $35 million to syndicates had accepted the settlement offer (BI, June 29)
losses from the Den-Har and other Sasse binders (BI, Feb 11, cover stortfalls at Howden subsidiary Sphere Drake Insur- The following month, on July 15, in simultaneous police
1980) ance Co Ltd Later that same month, A&A filed suit against raids in Britain and France, fraud squad officers arrested

In an out-of-court settlement in July 1980, the Committee four Hcwden directors alleging they misisei $56 million five former officials of the Alexander Howden Group PLC
f Lloyd's agreed to indemnify Sasse syndicate memoers 9 of Howcen assets (BI, Sept 27, 1982) and its affiliates in connection with the transfer "of millions

million pounds ($21 5 million at 1980 exchange rate) for the It was initial investigations into the Howien affair in 1982 of pounds" from Howden and ltS subsidiaries prior to 1982
1976 underwriting year and 7 million pounds ($16 7 million tha- led to the discovery of an unconnected alfair ir volving (BI, July 20)
at 1980 exchange rate) for the 1977 underwriting >ear, a losses cf millions of Founds from syndicates managed by Charged with fraud in connection with the purchase of a
Lloyd's spokesman confirmed PCW Underwriting Agencies Ltd Swiss Bank with funds allegedly diverted from Howden and

In 1979, against a backdrop of these and other huge losses, By October 1982 Lloyd's was investigating $40 m 11ion of ltS subsidiaries, were Alan J Page, formerly chief financial
Lloyd's Committee established a working party to lock into qucta-nare reinsurance transactions placed by POW, and officer at Howden, Jack H Carpenter, a former Howden
how the market could best regulate itself W M D Underwnting Agencies Ltd -both owned by Lloyd's director, and former Lloyd's underwriters Ian R Posgate and

The working party was chaired by Sir Henry Fishe-, then broker Minet Holdings PLC (BI, Nov 8, 1382) Colin Hart

president of Wolfson College in Oxford, and its findings In addition, Lloyd's so-called "baby syndicates" Bere also Kenneth V Grob, arrested at his home in the South of France,
formed the basis of the parliamentary Lloyd's Act cf 1982 coming under scrutiny These small syncicates, whose names was later extradited and charged m London with stealing "1 135
[BI, June 30, 1980) were often directors of Lloyd'.s companies w€re attached to milhon pounds ($19 milhon at current exchange rates) belonging to

The Fisher Report, published in June 1980, recommeided larger cnes and seemed to receive a better book of ousiness membens of Lloyd's syndicates 126/129 or Alexander Howden In-
• The creation of a new, widely based Council of Lloyd's than their bigger sister syndicates surance Brokers Ltd " (BI, Sept 14)

to govern the insurance market using new rule-makng and Some members of Parliament called for the Lloid's Act, Wlth ltS problems apparently behind it, Lloyd's remains
disciplinary powers to be granted by an act of Parliament which allowed self-regulation at Lloyd's, b be rescinded be- the London insurance market's most dominant force as lt

• The abolishment within five years of the financial ties fore it took effect on Jan 5 1983 The politicians claimed sails into its 300th year
between Lloyd's brokers and underwriting agents, which cre- Llcyd's should be regulated by the British Department of The new Lloyd's building, opened by Queen Elizabeth II in
ate unacceptable conflicts of interest that could hurt Lloyd's Trade and Industry in the same way that insurarce com- November 1986, was designed by Italian-born architect Ri-
policyholders and names, the report said panies Jere (BI, Dee 6,1982) chard Rogers, who also designed the Pompidou Center in

At that time, 45 3% of the underwriting capacity at Lloyd's However, after discussions with the Bank cf Eng!and and Paris The 12-story barrel-vaulted glass atrium building where
was managed by broker-controlled underwriting agenzies the gor ernment's trade secretary, the new Lloyd's Council underwriters now work has become one of London's most fash-

• The registration of agents and brokers to be renewed approved the appointment of a non-Lloyd s rrember as chief lonable buildings (BI, Aug 31)
every five years executive of the council to oversee the mplemen-ation of In another move toward the 21st century, the London mar-

Throughout 1981 and 1982, the Lloyd's Bill, a private mem- self-regulation at Lloyd's ket is introducing an lntermarket electronic network system,
bers bill designed to reform self-regulation of the market- The post of chief erecutive, filled in 1983 by Ian Hay which will cut down on paperwork and the time it takes to
place, wound its way through Parliament Davison, former managing partner of interna:ional account- place policies and pay claims (BI, June 29)
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U.S. brokers gain foothold in London market
By STACY SHAPIRO broker Leslie & Godwin Holdings Ltd the first half of 1980 that any Lloyd's bro- bought Emett & Chandler Cos Inc in 1986

However, the Lloyd's Committee was wor- ker was 100% owned by an American broker and renamed lt Jardine Emett & Chandler

LONDON-Some of the biggest changes in ried that if a substantial number of Lloyd's The institutional shareholders and the Bnt- Inc (BI, May 26,1986, June 28, 1982)
the London market in the last 20 years can brokers were to become subsidiaries of pub- ish Insurance Brokers Assn welcomed the • Lloyd's largest brokerage group, Sedg-
be traced back only as far as 1978, when licly owned American brokers, "the commit- bid, so Lloyd's did not oppose the purchase, wick Group PLC, bought US broker Fred
American brokers started to merge with tee's ability to regulate the market might according to Mr Hodgson S James & Co Inc in 1985 from James' par-
Lloyd's of London brokers melt away altogether," said Mr Hodgson Since then, other American/Lloyd's broker ent Transamerica Corp Under the terms of

"Lloyd's in days gone by would no: have As a result, in early 1978, Lloyd's Commit- mergers have occurred the merger, Transamerica transferred 100%
allowed foreign companies-not just U S tee passed a rule that insurance interests • Alexander & Alexander Services Inc of James-including Lloyd's broker Wigham
companies-to buy Lloyd's brokers," said outside Lloyd's should not own more than bought Lloyd's broker Alexander Howden Poland Holdings PLC -for 39% equity in-
one Lloyd's broker 20% of any Lloyd's broker Group PLC in early 1982 terest in Sedgwick

But today, about 50% of Lloyd's business "The Americans were furious,- said Mr • Lloyd's broker Hogg Robinson Group • Lloyd's brokerage group Willis Faber
is derived from the United States, much of it Hodgson "The 20% rule went down very PLC went into partnership with Republic PLC purchased Lloyd's broker Stewart
through U S -owned Lloyd's brokers badly indeed in the United States " Steel Corp of Cleveland in 1981 by buying Wrightson Holdings PLC this year

In the late 1970s, U S domestic sales were Frank B Hall was the first company to Penn General Agencies and renaming it Re- W11lls Faber also continues its longstand-
slowing down and American brokers began dodge the 20% rule in June 1978 when lt public Hogg Robinson Inc Hogg bought out ing informal partnership with Johnson &
looking for opportunities to expand their bought all of Leslie & Godwin's capital Hall its partner in 1985 to become the sole owner Higgins Ltd, although J&H bought Lloyd's
worldwide operations, according to Geoffrey set up a subsidiary for all of Leslie & God- of RHR (BI, July 15,1985, June 28,1982) broker Carter Brito e Cunha Ltd in May
Hodgson's book, "Lloyd's of London " win's Lloyd's brokerage business and owned • Jardine Insurance Brokers Group, the and renamed lt Johnson & Higgins Ltd

By 1978, Marsh & McLennan Cos Inc 25% of that subsidiary, while the other 75% British subsidiary of Jardine Matheson & In addition to these ties, Minet Holdings
wanted to buy the largest Lloyd's broker at was owned by Rothschild Investment Trust Co, bought Bache Insurance Services Inc PLCis 25% owned by broker Corroon &
the time, C T Bowring & Co Ltd, and Frank It was only when Marsh & McLennan in March 1982 and changed Bache's name to Black Corp and 26% owned by The St Paul
B Hall & Co Inc was interested in Lloyd's bought Bowring for around $556 million in Jar(line Insurance Brokers Inc Jardine's also Cos Inc .

Time capsule: 1979

The U S Tax Court has upheld the position of the The new Florida law also raises benefits, overhauls
Internal Revenue Service in a dispute concerning Car- administration of the work comp system, places limits

DON'T
nation Co 's premiums paid to its captive insurer makes claimants pay their own

The Tax Court ruled that premiums paid to Carna- attornfe/srandsforces employers to provide reha-
tion's Bermuda captive for underwriting Carnation's bilitation services (BI, May 28, 1979)
risk did not constitute insurance and, therefore, Car- ***

nation could not claim a tax deduction for premiums A complex maze of liability ht}gation .s likely fol-
paid to the captive and could not classify the payments lowing the crash of an American Airlines DC-10 in

PICKAFIGHT
received by its offshore captive as foreign source in- Chicago that killed 274 passengers and two bystand-
corne ers, making it the worst U S aviation disaster

However, just two weeks earlier, the IRS and Ford Involved in the possible dispute over lia ollity, which
Motor Co had reached a settlement -n their dispute experts say could reach $200 million, are the airline,
involving premiums paid by Ford's foreign subsi- the manufacturer of the aircraft and suppliers of com-

PICKA
diaries to the company's Bermuda-based captive In ponents These parties may be involved because the
that settlement, the IRS charged Ford with earning as crash occurred when some malfunction-caused per-
a commission 5% of the premiums paid by the foreign haps by faulty design, manufacture or maintenance, or
affiliates to the captive Originally the IRS had simply by wear and tear-caused the engine to fall off
charged Ford with earning as commission the total the left wing during takeoff (BI, June 11, 1979)

***amount of premium paid to the captive by its foreign
SOLUTION

subsidiaries (BI, Jan 8, 1979) Both Illinois and Florida are considering forming in-
*** surance exchanges similar to Lloyd's of London and

The Commerce Department's model product liability the recently created New York Insurance Exchange The American Arbitration Association has been

bill has drawn the enthusiastic praise of business In Illinois, a bill to create such an e>.change was providing solutions for insurance industry prob-
groups Under the bill, wholesalers generally are ex- passed unanimously by the state Senate, which sup-
empted from liability, product alteration is a defense ports the idea as a way to bring money and jobs into lems for more than 60 years Through the use
against liability, manufacturers are responsible for the state However, insurers in Illinois are more wary, of arbitration, mediation, fact-finding, mini-trials
only the "useful life" of their products claims must be and would like to see whether New York makes a sue-

and other dispute resolution processes, dis-filed within three years of injury, products are pre- cess of its exchange
sumed not defective after 10 years, the state-of-the-art The Florida Legislature also has passed a bill calling putants are finding that there are many ways
defense lS strengthened, determination of punitive for the formation of an insurance exchange-but only to reduce the costs and delays of litigationdamages is up to a judge, and damages for pain and after ltS economic feasibility is established by the in-
suffering are capped at $25,000 (BI, Jan 22,1979) surance commissioner (BI, July 9, 1979) The AARs full range of dispute resolution

*** ***

services includes professional administration,A class-action suit filed on behalf of Vietnam veter- The support of the Carter administration, coupled
ans who claim they were injured by the herbicide with the efforts of an alliance of business, consumers knowledgeable arbitrators and mediators, edu-
Agent Orange could result in huge product liability and trial attorneys, may revive a proposal to allow cation and training programs, library services
claims against the manufacturers of the chemical companies to pool their product liability risks through

The suit claims that the herbicide, which was used as federally chartered insurance cooperatives, or risk re- and timely publications and films Through its
a defoliant to kill trees and clear ground cover in Viet- tention groups (BI, Sept 3, 1979) national network of 32 regional offices, AAA

***nam and contains dioxin, causes cancer

A lawyer for the plaintiffs says that if it is found that Many U S corporations' assets in Iran are underin- can help you to resolve disputes quickly and
the herbicide causes cancer, the three chemical com- sured against expropriation, a special concern as rela- efficiently
panies named m the suit-Dow Chemical Co , Hercules tions with Iran continue to deteriorate

Find out how AARs special industry disputeInc and Northwest Industries Inc -could face liabili- The Department of Commerce says that, at the end of
ties "far in excess of their net worth combined" (Bl, last year, U S firms had holdings in Iran valued at resolution programs can provide solutions
Jan 22,1979) $389 million for you*** Still, those assets appear to be poorly protected

The accident at the Three Mile Island nuclear plant against the possibility of seizure under the govern-
will be the worst commercial nuclear accident in his- ment of Ayatollah Ruhollah Khomeini Insurance
tory American Nuclear Insurers paid out more than sources say there 15 little expropriation coverage writ-
$600,000 in emergency claims in the first several days ten in Iran (BI, Nov 26, 1979)
following the accident at the plant, that amount is al- ***

Please send information on the

most as much as the total liability payments for the Insurers say they may stop writing liability coverage AARs Dispute Resolu-ion Programs
country's 73 nuclear plants over the past 22 years for general admission rock concerts after 11 people
And, experts say that the $600,000 will be dwarfed by were trampled to death before a concert by The Who in

Name

the liability and property damage claims that ulti- Cincinnati Company
mately will be brought (BI, April 16,1979) The fans were killed when 7,000 general admission

*** Type of Businessticket holders stormed the glass doors outside River-
Regulators in Illinois and Rhode Island have seized side Coliseum And, insurers note that having general Address

the assets of the financially troubled American Re- admission rather than reserved seating for rock con-
serve Corp 's two main insurer units in those states certs aggravates problems with crowd control and City_ - -- ----- State_- _ Zip

A few days earlier, regulators had ordered the subsi- safety Tel
diaries-American Reserve Insurance Co of Provi- Fireman's Fund Insurance Co underwrote two spec-
dence, RI, and Reserve Insurance Cc of Illinois-to tators liability policies for the concert (BI, Dec 10,

stop writing new and renewal property and liability 1979)
insurance in all 50 states (BI, May 14, 1979) ***

Also send information on

*** 0 AAA Membership 0 Education & Training 0 LibraryMarsh & McLennan Cos Inc, the largest U S bro-
Workers comp rates in Florida will be cut 15% in ker, has dropped plans to implement a profit-pool- 0 Publications & Films 0 Election Services

July in the first test of the wage-loss concept ing agreement with Lloyd's of London broker C T
Under the recently signed work comp reform law, Bowring & Co Ltd Instead, M&M plans to buy Bowr- Mail to

Florida workers inlured on the job after July 1 will ing's parent outright with stocks and cash The Aine,Ican Aimallon Association
only be compensated for the actual wages they lose Bowring and Lloyd's are not pleased with the offer, Program Development Dept
Workers will, of course, receive benefits for any pe- however The M&M plan appears to violate a Lloyd's 140 West 51st Street. New York, NY 10020
nod that they cannot work at all But, once they can go rule that forbids more than 20% foreign ownership of (212) 484 4040
back to some lob, workers with permanent partial dis- any Lloyd's broker, and Bowring Group has issued a
abilities will have to show that they can't earn 85% of statement opposing M&M's unilateral merger offer (BI,
what they made before they were hurt Dec 24, 1979) 8 1
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20 years of risk management innovations

Loss control taking humanistic angle
By MARK A. HOFMANN 1 toring indicates that there is a seri- development of special shoes de-

'American industry has been swinging around to ous problem signed for kitchen work has curbed
The corporate loss control func- Another improvement in loss employee injuries

hon is becoming as much a hu- where they mean it when they say our people control technology 15 the use of James Bowman, a fire and safety
manistic discipline ai a technical are cur most valuable resource,' says computers to create fire diagrams, consultant for E I Du Pont de Ne-
)ne, observers say which can take weeks to prepare mours & Co in Wilmington, Del,

"American industry has been Max Morton, manager of the wellness center by hand, Mr Carlson noted says there has been an increased
swinging around to where they for Adolph Coors Co. in Golden, Colo. In addition, computer models emphasis on "process manage-
mean it when they say our people can be updated almost instantan- ment" in manufacturing, whereby
mie oui most valuable resource," eously, whereas manually pro- all aspects of the manufacturing
says Max Morton, manager of the duced fire diagrams were in some process are analyzed by a team of
wellness center for Adolph Coors dents see a correlation between loss con- cases outdated even befoie they employees to root out potential loss
Co in Golden, Colo Although the icss control sys- trol and quality control, Mr Perez were completed, he says For ex- exposures

"There has become moie of an tems of 20 years ago did indeed adds ample, the laying of a pipe or in- For example, the release of a
emphasis on human issues, and help prevent accidents, they were In addition, the demographic stallation of a piece of machinery cloud of poisonous gas from a
most of it has come out of the chief primitive and unsystematic com- shifts of the past 20 years have during the diagram's preparation Union Carbide Corp pesticide
Dxecutives' offices," Mi Morton pared with today's techniques, he prompted changes in loss control, could render it worthless manufacturing plant in Bhopal,
says says says James MeNamara, corporate Douglas Brandeis, an analytical India, in late 1984 forced manufac-

In the mid-'60s, when teehni- Now, he explains, managers can loss prevention manager for ARA engineer with Duke Power Co in turers to re-examine their pro-
cians rather than managers gen- carry out comprehensive safety Services Inc 111 Philadelphia Charlotte, NC, also considers so- cesses, Mr Bowman said, particu-

erally were responsible for loss audits that would have been im- "People don't stay with the same phisticated mathematical modeling larly those involving hazardous
control, the widespread attitude possible 20 years ago company and work at the same job and increased reliance on com- substances
was that people should bend to The spread of computers has with the same supervisor foi 40 puter-aided analytical techniques Mr Bowman stresses, however,
piocesses, rather than making pro- aided the develot:ment of safety years anymore," Mr MeNamara two o f the more significant that despite technological ad-
cesses fit people better audits, Mr Bird says, by allowing says "The old tried-and-true in- changes in loss control Mr Bran- vances during the past two dec-

But over the last 20 years, loss bettei tracking of the variables spections, manuals and the like deis' responsibilities include pro- ades, there is no single formula
control managers have changed the that affect workplace safety and don't do the lob any more " tecting the utility's generators, that guarantees safety
way they look at pioblems, says health Mr MeNamara, who specializes both conventional and nuclear, "Ninety-nine percent of safety is
Fiank Bud Jr, president of the In- Via computer, less-control offi- in workers compensation, says loss against fire back to basics," Mr Bowman com-
ternational Loss Control Institute cials can interrelaze the accident- control officials must both prevent By using computerized mathe-, ments
in Loganville, Ga, and author of causing factors ttat exist at any accidents and contain costs, and matical modeling that tracks the At Armstrong Woild Industries,
"Management Guide to Loss Con- particular time and devise strate- Cites two human resources devel- growth and development of a fire, a housing materials manufacturer
ti 01 " gies to minimize risk opments that demonstrate the the utility has been able to assess based in Lancaster, Pa, Senior

Loss control developments have Willem N Top, managing direc- progress of the past 20 years how large a fire a generating unit Safety and Health Specialist D
been marked by an "increased ree- tor of the Rotterd: m International Employers are relying more on can sustain as well as develop more Earl Bowder sees the changes in
ognition of the role ergonomics Safety Centre-one of the largest physical abilities testing, he says, effective loss control strategies, loss control methods of the past
plays m accident causation," he fire safety trainin g centers in the helping assure that workers will according to Mr Brandeis two decades more in terms of inn-

says world-in the Netherlands, is even be able to carry out the job as- In addition to more sophisticated provements to existing systems
Employers are paying greater at- more blunt "The biggest changes signed to them And, if employees computer techniques, Mr Brandeis than in terms of technological

tention to "selecting the right ma- are taking place between the ears," are injured, more and more em- cites advances in fire detection and breakthroughs
tel'ials and equipment to meet the he says ployers have developed return-to- fire-control devices as examples of "Sprinkler systems have been
needs of people" rather than tiying Upper-echelon managers have work programs loss control improvements over the the backbone of our fire safety sys-
to force people to meet the needs of come to realize that they must get Coors' Mr Morton agrees that past 20 years tems for years," he says
the machines, he adds personally involved in loss control the creation of more sophisticated Detection devices relying on in- "We're trying to get better at

Mr Bird says loss control has and safety if the,r losses are to return-to-work programs is one of frared, electronic and ionization what we're doing by better recog-
shifted from safety engineering to be minimized, he erplains the more important developments technologies have grown inereas- nizing hazards and keeping haz-
safety management since 1967 He Tony Perez, a 6irector of First of the past two decades ingly sophisticated in pinpointing ards under control so we can oper-
cites the "tremendous growth in Insurance Group Iic in Hato Rey, Increasingly, companies are tak- trouble, he says ate without risks," Mr Bowder

the recognition, evaluation and Puerto Rico, agrees with that phi- ing steps to keep their employees In addition, sprinkler systems adds
control of health exposures on and losophical emphasis The biggest healthy as part of their loss control have evolved into specialized For example, Armstrong now
off the job" as an example of how change over the last 20 years, he efforts, he says forms, reducing the time needed uses Halon gas as a fire extin-
safety management works says, has been an increased Coors, for example, has operated to bring a fire under control As an guisher because it presents "no life

More and more, Mr Bird says, "awareness by leading companies an employee wellness center since example, Mr Brandeis cited an au- safety risks," unlike carbon diox-
managers have come to accept that that the real cause of loss is lack of 1981 in which employees are of- tomatic sprinkler head that spews lde, which can choke people, he
a body of knowledge exists that management control " fered exercise programs, nutri- very large drops of water, which explained
can be applied to control acci- Managers also are beginning to tional counseling, smoke cessation was designed specifically to com- In addition, the fire area is eva-

clinics and stress management bat high-temperature fires, he cuated before extinguishing agents
programs says are used, he says

Changes in the makeup of the Advances in fire-prevention John L CrlSp, Armstrong's gen-
workforce have added to the num- techniques also have improved cor- eral manager of risk and insurance
ber of injury pievention programs porate loss control in the past two management, also views advances
offered, Mr Morton notes decades, according to Wendell in loss control as evolutionary

Mr Morton warns, however, that Couch, director of loss prevention rather than revolutionary
the full impact of corporate health for the Memphis, Tenn -based Hol- As an example, Mr Crisp cites
promotion strategies has not yet iday Corp and outgoing chairman refinement of employee safety edu-
been measured of the American Hotel & Motel cational programs through the use

The increased emphasis on con- Assn 's fire and safety committee of videotapes to make loss control
serving human resources has been The development and wide- knowledge more accessible
accompanied by equally im- spread use of plastic piping in But, the growing accessibility of
pressive advances in property loss sprinkler systems during roughly knowledge through electronic data

4 control measures, observers say the past five years is the most lm- processing spawned over the past
David V Carlson, marketing vp portant development in hotel fire two decades has led to new chal-

j
at Hartford Steam Boiler Inspec- safety in 20 years, Mr Couch ex- lenges in risk management and loss
tion & Insurance Co in Hartford, plains control, according to Burke Stin-
Conn, cites the ability to carry out Plastic piping allows pre-exist- son, a district manager for Ameri-
sophisticated safety inspections ing structures to be equipped with can Telephone & Telegraph Co in

t without shutting down operations sprinkler systems more quickly, New York
.

as one of the chief changes in prop- easily and cost-effectively than Software theft has become a

erty loss control over the past 20 metal piping systems did, he points major problem in part because so-
years out ciety will not act severely enough

Just as more sophisticated medi- The concurrent development of against computer vandals, he as-

cal diagnostic techniques have re- fast-action sprinkler heads, which serts
duced the frequency of some ex- are activated automatically by "Computer hackers are viewed
ploratory surgery, Mr Carlson temperatures of 135 to 165 degrees as sort of sweet young kids But
points out, more sophisticated Fahrenheit, also made the use of what they do isn't cute or impish,"

loss-control diagnostic methods plastic piping systems more practi- he asserts
have reduced the frequency of cal because rapid response to heat Mr Stinson says the creation 01
plant shutdowns for loss-control decreases the chances of the plas- increasingly effective computer se-

-* inspections tic melting, he added curity systems has been one of the
For example, infrared photogra- According to Mr Couch, the use most important loss control devel-Y

phy can be used to inspect electri- of access cards, rather than keys, opments of the past 20 years
*il./.*-- cal switching gear without shut- to open hotel guest rooms is the "We have to ensure that security

....«a,nA,tall/112'.a*£0 ting down facilities, Mr Carlson past two decades' has improved around data banks and software is
says hotel security by making break-ins sophisticated enough to assure that

And, acoustical monitoring de- more difficult unauthorized intrusions are

vices can be used to ascertain In the field of general safety, Mr flagged, tracked and punished," he

The Intermediary problems in turbines and rotating Couch cites the improvement of says
refrigeration compressors without slip-and-fall prevention tech- Mr Stinson warns, however, that
down time, Mr Carlson adds niques, such as chemical etching the security systems must be con-

"It's like using an EKG," he that makes floors more slip-resis- stantly refined as data processing

199 Water Street• New York, NY 10038 Intere says Previously, the units had to tant without reducing aesthetics, systems become increasingly so-
be shut down and taken apart for as a critical loss-control develop- phisticated "Technology has out-
inspection Now the units are ment stripped the safeguards," he ex-
taken off line only when the mom- In addition, Mr Couch says the plains .



Time capsule: 1980
Courts in California and New

York are studying 140 insurance
policies covering Hooker Chemical
& Plastics Corp. to decide who is
Liable for the 500 claims arising
[rom the pollution of Love Canal
that seek more than $10 billion in
damages.

The insurers that underwrote the

coverage over a period of 16 years
are involved in a maze of litigation
with Hooker, which owned the site
and operated it as a landfill from
1947 until 1952.

After state environmental offi-

cials found carcinogenic chemicals
Leaking into the soil from the site,
more than 237 families in the New

York state community abandoned
their homes (BI, Jan. 14, 1980).

***

Lloyd's of London has called in
Scotland Yard to help investigate
the $84 million loss of the oil
tanker Salem.

Lloyd's believes that the tanker's
$60 million oil cargo was sold se-
cretly to South African interests
before it sank off the Senegal coast
Jan. 17. If this is the case, Lloyd's
suspects the tanker actually was
scuttled to hide the theft. Shell In-

ternational Oil Group, which had
purchased the oil, also has
Launched an investigation.

The tanker's cargo was 100% in-
sured in the London market, with

Lloyd's taking about 60% of the
risk. Lloyd's also had 75% of the
$24 million in hull coverage; the
rest was written by Norwegian in-
surers (BI, Feb. 4, 1980).

***

The Supreme Court has ruled
that workers cannot be fired or

reprimanded for refusing to accept
dangerous tasks, though employ-
ers do not have to pay them.

The court upheld a regulation by
the Occupational Safety and
Health Administration that allows

employees to refuse to perform a
task when they perceive a "real
danger" of death or serious injury
and there is not time to go through
normal complaint channels.

However, employers may with-
hold wages for the time not worked
(BI, March 3, 1980).

***

A California Supreme Court rul-
ing that women can sue DES man-
ufacturers as a group has opened
the door to the theory of industry-
wide liability.

In the case, women are suing all
manufacturers of diethylstilbes-
trol, which was given to pregnant
women to prevent miscarriage but
allegedly caused cancer in some of
their adult daughters.

Most of the daughters cannot
identify the specific manufacturer
of the drug their mother took.

The California decision is the

first that allows the women, under
those circumstances, to sue all
companies that manufactured the
drug during the time their motheri
were pregnant.

The decision says that when a
specific manufacturer cannot be
established, all manufacturers
must divide the liability based on
their market share (BI, March 31,
1980).

***

Johns-Manville Corp. is suing 27
of its excess insurers over its as-

bestos liability coverage.
Johns-Manville, the nation's lar-

gest asbestos supplier, filed the
suit 11 days after a Texas jury
awarded $2.6 million to the widow
of an oil refinery worker who died
of lung cancer caused by asbestos
exposure. It was the largest jury
award ever in an asbestos product
liability case.

In its suit, Johns-Manville asks
the court to determine how the 27

insurers should respond in the
cases pending against the asbestos
firm and whether the claims

should be handled under the expo-

sure theory or the manifestation
theory (BI, April 7, 1980).

***

New rules announced by the Oc-
cupational Safety and Health Ad-
ministration give employees access
to the medical records their em-

ployers have on file if there has
been workplace exposure to toxic
substances or harmful agents.

Under the new rules, employees
may examine and copy an em-
ployer's records of toxic substance
exposure, and unions also may ex-
amine the medical records with the

written consent of the employee
(BI, May 26, 1980).

***

Insurers and state officials are

trying to untangle the web of lia-
bility questions surrounding the
eruptions of the Mount St. Helens
volcano in Washington. Total
claims from the disaster are ex-

pected to top $1 billion.
Washington's insurance commis-

sioner has instructed insurers to

adopt liberal guidelines in deter-
mining coverage for the disaster,
although insurers are still debating
what is covered and what is ex-

cluded (BI, June 2, 1980).
***

C.T. Bowring P.L.C. sharehold-
ers have approved the sale of
Bowring to Marsh & MeLennan
Cos. Inc. for 44 million shares of

stock and about $314 million in
cash. M&M shareholders also have

approved the deal.
This removes the last obstacles

from the controversial merger,
which marks the first foreign ow-
nership of a Lloyd's of London
broker's parent firm. However, a
soon-to-be-released study of
Lloyd's rules will determine how
much of the Lloyd's brokerage di-
vision can be retained by M&M
(BI, June 2, 1980).

***

The first of more than 1,000 as-

bestos product liability suits to
come to trial in Los Angeles has
resulted in a $1.2 million compen-
satory award against Johns-Man-
ville Corp. and Raybestos-Manhat-
tan Corp. However, no punitive
damages were assessed in the case.

Johns-Manville and Raybestos-
Manhattan are expected to request
a new trial and judicial review of
the $1.2 million verdict (BI, June 9,
1980).

***

The first damage trial resulting
from the 1979 crash of an Ameri-

can Airlines DC-10 in Chicago is
about to go to a federal court jury.

The suit, which seeks unspecified
compensatory damages, was
brought by the widow of a man
killed in the crash. It is the first to

be tried under an agreement by de-
fendants American Airlines and

McDonnell-Douglas Corp. that
they will not contest the question
of compensatory damages if plain-
tiffs agree not to seek punitive
damages (BI, June 23, 1980).

***

If the Fisher Working Party's
recommendations for changes at
Lloyd's of London are accepted, a
host of traditions would be ended.

The Fisher report suggests,
among other things, that the finan-
cial ties between Lloyd's brokers
and underwriters be broken, that
U.S. brokers be free to own Lloyd's
brokerage subsidiaries and that
there be codified rules and new

disciplinary procedures to better
control the Lloyd's market (BI,
June 30, 1980).

***

Despite strong end-of-the ses-
sion lobbying efforts, Congress did
not pass the Risk Retention Act be-
fore the legislators recessed for the
November elections.

The measure was stalled when

Sen. Howard Cannon, D-Nev.,
combined it with legislation estab-
lishing a quasi-public company to

promote foreign travel to the
United States. But, the risk reten-
tion bill, which would allow manu-

facturers to pool their product lia-
bility risks, could be taken up
again when Congress returns after
the elections (BI, Oct. 6, 1980).

***

Attorneys predict a landslide of
toxic shock syndrome lawsuits
against manufacturers of tampons.

At least 14 suits alleging tampon
involvement in toxic shock syn-
drome, a potentially fatal illness,
already have been filed against
Procter & Gamble, maker of Rely
tampons. Other tampon makers are
named in other suits (BI, Oct. 13,
1980).

The U.S. Supreme Court has al-
lowed industrywide suits by vic-
tims of DES.

The high court let stand a Cali-
fornia court decision that allows

the daughters to sue all of the com-
panies that manufactured the drug
during the time period their moth-
ers took the drug.

However, the ruling applies only
to those who cannot identify the
manufacturer of the drug their
mothers took. Those manufactur-

ers then must divide liability based
on their market share. To avoid li-

ability, a defendant must prove
that it could not have been the

manufacturer of the product (BI,

Oct. 20,1980).
***

A federal appeals court has ruled
that liability insurance policies
written during the years when
workers handled asbestos are the

only source of coverage for re-
cently discovered asbestos-related
diseases.
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In its decision in INA us. 48 Insu-

lations Inc., the court accepted the
exposure theory of liability in
long-latent injury cases, rather
than the manifestation theory.
Under the theory of manifestation,
all insurers on a risk from the time

of exposure to the time of disco-
very of injury would be liable

The decision, the highest court
decision so far on the theories of

liability for long-latent diseases,
could have strong implications for
other product liability suits in-
volving long-latent illness, observ-
ers say (BI, Nov. 3, 1980).

***

Lloyd's of London will use its re-
serves to meet $36.5 million of the

losses of the Sasse syndicate, leav-
ing syndicate members liable for
only $15 million of the $51.5 mil-
lion in losses on U.S. and Cana-

dian property risks in 1976-'77.
Lloyd's is attempting to recover

some of the money through litiga-
tion against the syndicate's rein-
surers. Hearings in that litigation
are set to begin next year (BI, Nov.
3,1980).

***

Liability coverage of $30 million
may not be enough to cover claims
resulting from the fire at the MGM
Grand Hotel in Las Vegas that
killed 84 people.

The first class-action negligence
lawsuit filed seeks $175 million in

damages on behalf of abou: 375
Mexicans staying at the hotel.

The Las Vegas hotel had prop-
erty insurance with limits of be-
tween $215 million and $250 mil-
lion (BI, Dec. 1, 1980).

***

The U.S. House of Representa-
tives passed the $1.6 billion "Su-

perfund" hazardous waste cleanup
bill, which already has been ap-
proved by the Senate. The mea-
sure, the Comprehensive Environ-
mental Response, Compensation
and Liability Act, is expected to be
signed by President Carter soon.

The bill would allow the govern-
ment to act quickly against dump
sites that pose a pollution threat to
nearby communities and then re-
cover the costs from the companies
ultimately found responsible. The
measure will be funded largely by
an excise tax on chemical com-

panies (BI, Dec. 8, 1980).
***

Lloyd's of London underwriters
have paid a $1 million life insur-
ance policy on former Beatle John
Lennon, who was murdered last

week outside his apartment build-
ing on New York's Upper West
Side.

The policy, which was paid
within 24 hours of the murder, was

taken out by Mr. Lennon's record
distributor, Warner Bros., to cover

losses resulting from "non-appear-
ance" (BI, Dec. 15, 1980).

***

The proposed merger between
Alexander & Alexander Services

Inc. and Sedgwick Group Ltd. will
form the world's largest insurance
brokerage with estimated revenues
of $672.6 million.

While its revenues will be

slightly smaller than the revenues

of newly merged Marsh & McLen-
nan Cos. Inc. and C.T. Bowring, its
insurance operations will be
larger, industry observers say.
Completion of the A&A-Sedgwick
share exchange merger is not ex-
pected before 1982 (BI, Dec. 22,

1980). I
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Tight market triggers hybrid rating systems
By MEG FLETCHER minated in the foriiation of ISO in | , lenged ISO's filing of advisory terpretation of those states' laws

1971, which is the largest rating 'It was an rates on behalf of insurers For ex- Most of those laws were passed
Until last year, state regulation organization in the' United States

insurer-driven ample, beginning in January in between 1981 and 1984 The law
of most property/casualty insurers' In most states, ISO files advisory California, ISO can provide only changes were followed by only
rates over the past 20 years showed rates that membeds and subscrib- change, but it takes projected loss costs, and individual »short-term decreases in rates,
a clear trend toward open, or com- ers may use as filed rates or as a insurers must factor in their own which put a damper on the move-

two to tango,' sayspetitive, rating and away from a basis for deviatio-js supported by expenses and investment income ment (BI, Jan 14„1985)
more restrictive prior approval ap- their own experience In some Richard E. Stewart. (BI, June 29) The NCCI's Mr Ryan believes
proach states, ISO files .ate changes on "We'have determined that advi- that the emergence of competitive

However, the recent unavailabi- behalf of member companies or sory rates are simply not compati- rating for workers compensation
lity of insurance for hard-to-place provides statistic.,1 and actuarial ble with California's competitive insurance is not an example of
lines reversed that trend Several data to companies that want to file such as doctors and lawyers, whose rating system," said California In- deregulation "There has been vir-
states responded to the tight com- their own rates ' 2 main concern was keeping rates surance Commissioner Roxani M tually no deregulation in the past
mercial liability insurance market Ms Banfield pointed out that low, changed regulators' focus to Gillespie in a statement 20 years," he said
by limiting open rating or adopting during the 1 97 Os, there was a whether rates were sufficiently "When times are tough, insurers However, there has been increas-
hybrid approaches movement away rom prior ap- adequate to meet future obliga- tend to adopt the ISO advisory ing involvement on the part of out-

And, some predict state regula- proval to a "file and use" ap- tions, he said rate, rather then use their own ex- siders such as state attorneys gen-
tors may further restrict open rat- proach, under whibh insurers file a By mid-1986,20 states either ex- pense or loss experience to develop eral in the ratemaking process, he
ing if federal legislators repeal the rate and must oderve a waiting pressly sanctioned open rating for rates The result has been some said
McCarran-Ferguson Act period before usir'g it but are not all ISO lines or were administered horrendous price increases to con- In addition, the NCCI is making

Property/casualty insurance rat- required to obtain,ladvance regula- as though they did, Ms Banfield sumers," she said greater use of other economic indi-
ing has become "greatly" deregu- tory approval '1 said Those states were Arizona, Currently, ISO is providing only cators, including demographic and
lated in the past 20 years, said Ri- More than half 6f the property/ Arkansas, California, Colorado, loss COSt Information for a few employment statistics, to explain
chard E Stewart, chairman of casualty inurance premiums na- Idaho, Indiana, Kentucky, Mary- states, including Kentucky and Il- , its rate-making data
Stewart Economics Inc and former tionwide, excluding workers com- land, Michigan, Minnesota, Mis- linois for all lines and about a While ratemaking issues of all
New York insurance superinten- pensation premiums, eventually souri, Montana, New Mexico, dozen states for some personal lines have been discussed pri-
dent were written in tates following North Carolina, Oregon, Utah, lines, ISO's Ms Banfield said mainly at the state level, the debate

''It was an insurer-driven "file and use" or 'Cuse and file" ap- Vermont, Virginia, Wisconsin and The trend toward deregulation has broadened into one of national
change, but lt takes two to tango," proaches, which #,ere typically ad- Wyoming during the past 20 years applies al- significance because of congressio-
and consumers' response was es- ministered as open, or competitive, About a half-dozen other states most entirely to rates, not forms nal proposals to repeal or modify
sential to the change, he said rating, she said 1 were administered as open rating The importance of standardized the McCarran-Ferguson Act, which

States typically require rates to From an insurance buyer's point states for one or two lines of insur- forms continues "so your statis- exempts insurers from federal an-
be adequate, reasonable and not of view, there wete few disadvan- ance, primarily personal lines ties will mean something," Mr titrust laws, except in cases of
unfairly discriminatory, but they tages to competitive rating, be- However, there has been an Stewart said Also, court interpre- coercion, intimidation or boycott
differ in how they regulate insurers cause "competition works to drive "abrupt" change within the past 18 tations of standard wording pro- Repeal or modification of the act
to achieve that end down prices," Ms Banfield said, months, according to Ms Banfield vides predictability and gives an could affect not only insurance

Twenty years ago, nearly all noting that ISO sipports open rat- "A legislative reaction to the insurer a sense of control rating bureau operations but also
states except California required- ing but does not 1cbby for it perception of excessive rate And, standardized wording is state regulation of property/ea-
or were administered as if they re- Insurers liked 'open rating be- changes in the market" caused at important to insurers and rein- sualty insurers
quired-prior approval of rate cause it allowed  them to adjust least six states "to retreat from surers writing high layers of cover- If McCarran-Ferguson were re-
changes for all lines of property/ rates quickly to reflect changing competitive rattng in one way or age to avoid coverage gaps that a pealed, rating bureaus probably
casualty insurance, excluding market conditions However, there another" and drop open rating for court may require them to fill would be restricted to publishing
workers compensation, said Carole may be a tendency for insurers tu all lines, Ms Banfield said Workers compensation always only loss data, to which individual
Banfield, vp of government rela- allow prices to be driven too low to The 14 states that now formally has been been treated separately insurers could apply their own ex-
tions at the New York-based Insur- adequately compensate for their sanction open rating by law are from other property/casualty lines pense and investment income data,
ance Services Office Inc losses, Ms Banfield explained Arizona, California, Colorado, because "it is a social program" observers say However, some pro-

Under that system, proposed rate Until the mid-_970s, regulators Idaho, Indiana, Kentucky, Mary- and "its pricing mechanism is en- posals that are under consideration
changes had to be filed with, and were primarily roncerned with land, Michigan, Minnesota, Mon- tirely different," explained Kevin in Congress would ban any sharing
approved by, a state before an in- whether consurrers were being tana, Utah, Wisconsin, Wyoming Ryan, president of the New York- of data (BI, July 6)
surer was permitted to use them charged excessive rates, said Okla- and Virginia, as long as the state based National Council on Com- "I think we can find that the in-

In addition, at that time, 30 state homa Insurance Commissioner insurance commissioner deter- pensation Insurance The NCCI is a dustry can function in an anti-
or regional fire insurance rating Gerald Grimes mines that liability insurance is ratemaking organization that col- trust environment, " said Mr
agencies were nearing the end of a However, the ,development of available and affordable lects and utilizes statistical data to Stewart of Stewart Economics

period of consolidation that cul- captives by prof,essional groups ' However, some additional states make and file manual rates that Insurers already are doing so in
allow open rating primarily for represent the average for particu- New York-which already has im-
personal lines lar ]ob classifications posed strict state antitrust laws-

New York in 1986 adopted a hy- Despite' pressures, "the workers so insurers would be able to com-
* I - j brid of the prior approval and open compensation insurance rating law ply with antitrust laws on a federal

36
-1 + , 4 rating approaches for most types has remained remarkably similar level, he said

of commercial hability insurance to thd model originally recom- However, small insurers may
- called flex rating mended" by the NAIC in 1947, said complain, as they have historically,

The hybrid was needed because Michael Camilleri, the NCCI's se- that it costs too much for them to
file-and-use "succeeds too well in nior vp and general counsel perform rate calculations indepen-
soft markets and collapses all too The work comp ratemaking sys- dently
completely in hard markets," ex- tem in the majority of jurisdictions But repealing or modifying
plained Richard Hsia, deputy ' is a prior approval pricing system, McCarran-Ferguson could have an
director of the New York Insurance or is administered as such even more significant impact on
Department In many states, once a regulator insurance industry practices and a

With New York's flex rating sys- has approved rates, insurers may state's ability to regulate them, ac-
tem, "rate changes within broad deviate from them But most state cording to a letter Assistant U S

--3 flex bands can still be made on a rating laws require insurers to jus- Attorney General Charles Rule
file-and-use basis, with only rate tify in advance that a deviation lS sent last month to Rep Hamilton

#4/1 -Il)  /.-'I.--- --//- : * 7  :--Li -:r---

changes above or below such bands reasonable because the insurer's Fish Jr, R-New York, vice chair-
requiring prior approval before the experience is different from that of man of the House's Subcommittee
proposed change can take place," other insurers, Mr Camilleri said . on Monopolies and Commercial
he explained During the 1960s and 1970s, Law

O'Donnell& Associates has built The O'Donnell findings indi- Open rating "allowed insurers to "many groups ressed for change Mr Rule indicates that if
a proven record in providing inde- Gated the duet was constrained to
pendent engineenng evaluation an excessive degree,n both axial change rates and change their in the workers compensation rate- McCarran-Ferguson were modi-

related to failures of mechanical' and radial directionsby external minds mindlessly," Mr Hsia said making process on the theory that fied, insurers' practices would be
"What we are trying to promote this would generate increased protetted by the "state action doc-, structures, systems and rings. Consequentj*cracks devel-

components. oped after,lemperaterechanges is fair and full competition" with competition," he said trine" only in those states that ac-
Here Is another example in our' caused the duet to e*pand and long-term thinking by everyone " In 1972, a national commission's tively regulate insurers The legal

series· contract However, Mr Stewart of Stewart recommendations led to higher doctrine essentially requires a
A nine-loot diameter duct failed To solve the problem, O'Donnell Economics said flex rating will not workers compensation benefit state to use its regulatory power

as it carried exhaust gas from redesigned the ductwork and sup- bring price stability because the levels, which resulted in higher or lose itfurnace stacks to a baghouse port system}and reduced con-
at a ferro-silicon furnace operated straint on the duct. The rebuilt commercial insurance industry costs to employers, explained Ste- If McCarran-Ferguson were mo-

by Northwest Alloys m Addy, system has been operating for "has too many pricing points ever ven Millikan, vp and director of dified or repealed, insurance regu-
Washington. The duet, con- . more than nine yeara. to control " workers compensation at the lators in some states with loose
structed of one-half inch high O'Donnell also retewed witness "Flex rating is not a middle Schaumburg, Ill -based Alliance of rate regulation would "very possi-
strength low alloy steel, sustained depositions, suppl,e3 additional ' ground between open competition American Insurers bly" introduce more rate regula-
large cracks at supports and other eng,neering supporlfand provided and prior approval, because there During the 1980s, at least 10 tion, such as prior approval re-
locations. legal testimony. The suit resulted can be no middle ground It is a states adopted competitive rating quirements, to ensure that the state

Northwest Alloys filed suit in a $7.4 million vercict in favor of
against the duet system designer. Northwest Alloys. - choice, and history has made it fdr laws in an effort to lower workers action doctrine protects their right
The claimant retained O'Donnell ' For further information regard- us;" he said at a Joint ISO/Insur- compensation insurance costs to regulate insurers, ISO's Ms

eng,neers to review original design Ing specific capabililes, clients % ance Information Institute confer- The NCCI and the Alliance agree Banfield said-
plans, and perform stress analysis and additional case histories, con- ence earlier this year that competitive rating laws for Modification or repeal of McCar-
and material evaluations tact Dr. Allen Selz - A spokeswoman for the National workers compensation insurance ran-Ferguson "may result in more

Assn of Insurance Commissioners have been passed in Georgia, Illi- regulation and less competition,

O'DONNELL & ASSOCIATES, INC. said other states that have adopted nois, Kentucky, Maine, Michigan, she said "That's ironic," because
flex rating for some lines of insur- Minnesota, Oregon, Rhode Island, thosb who support repeating

241 Curry Hollow Rd, Pittsburgh, PA 15236•(412) 655-9200 :, ' ance are Maine, Minnesota, Mis- Vermont and Maryland But while McCarran-Ferguson are seeking
souri, Oklahoma, Oregon, Vermont the NCCI also includes Arkansas greater competition in the insur-
and Washington and New Mexico on that list, the ance marketplace, she pointed out

Recently, a few states have chal- Alliance does not, based on its in-
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Time capsule: 1981
where near the liability coverage settlement and the end of last
that will be needed to pay claims week, when the insurance Bould

- resulting from the July 17 collapse have run out Although a pact was 1 GENERAL AGENT I
of skywalks at the hotel reached July 31 in the 50-day-oldBusiness is vowing to renew its Douglas' alleged faulty design and Even if investigators ultimately strike, the players had not ratified  FHOLESALE) 

battle for tort reform as a way of to American's poor maintenance of find designers or builders respon- the deal before the end of the pol- 1 TRUCK PROGRAM I
dealing with product liability the aircraft Insurance industry sible for the tragedy that killed at icy period (BI, Aug 10,1981)

*** Admitted and non-admitted 
problems, but lt lS unlikely the ef- sources say that American will be least 111 people and in]ured about
fort will meet with more than mod- responsible for all the hull claims 200 others, their coverage will not In a decision that contradicts

markets available to established

GA, MGA and E+S Brokers
est success, some say and 75% of the hability claims (BI, come close to the estimated $100 most recent rulings,aUS District , mth established transportation

1
Trial lawyer groups are fighting May 4,1981) million in claims that will result Court in Boston says that the date 1

***
tort reform efforts as well mount-

book of business
The general contractors involved of diagnosis of asbestos-related in- 1

ing offensives against those re- Under Vermont's new captive in the 1-year-old hotel had $10 5 ]ury should determine coverage 1 Richard D Slautterback 
forms that already have been en- law, companies are allowed to million in coverage, and the archi- This adoption of the manifesta- Chairman

acted The lawyers charge that tort form the kind of pools for product tects, engineers and subcontractors tion theory of liability provides Telex. 80-4319
reform efforts unfairly restrict liability coverage that would be al- had less than $10 million each, maximum insurance protection for 6,--=W
consumers' rights to recover for in- lowed under the long-delayed fed- sources say (BI, July 27, 1981) the defendant, asbestos manufac-

***

]uries caused by defective items eral Risk Retention Act turer Eagle-Picher Industries (BI,
However, business groups say The Vermont law lS the first to Although the Major League Aug 31, 1981) Ar\1

product liability problems are create the domestic captive insurer Baseball strike has ended, the dis-
*** AMERICAN TRUCK

UNDERWRITERS. INC (F

worse than ever They note, for ex- category of Industrial insured, pute over strike insurance is head- Oregon is about to become the P 0 Box 105257 Atlanta, GA 30348

ample, that the number of product which would allow pooling (BI, ing into extra innings first state to use open rating of

liability complaints filed in U S June 8,1981) Underwriters still are consid- workers compensation insurance
***

District Courts was up 264% in ering whether to reimburse base- Although Minnesota was the

1980 compared with 1979, and Only the owner and the operator ball owners for their losses for the first state to pass an open rating © 1987 American Truck Underwriters, Inc T
All Rights Reserved

damage awards are increasing (BI, of the Hyatt Regency hotel in Kan- seven days of games that were can- law requiring work comp insurers
Jan 12,1981) sas City, Mo, appear to have any- celed between the July 31 strike Contznued on next page

***

Companies with billions of dol-
lars of claims against Iran say they
will continue to try to attach Ira-
man assets if the arbitration sys-
tem set up by the recent hostage ..
agreement does not hold up

,-
There currently are about 380

lawsuits in U S courts seeking to
attach $3 billion in Iranian assets

as compensation for expropria-
tions and losses during the violence
of the Islamic revolution The com-

-

panies involved say they do not
know enough about the arbitration
agreement yet, and some still are

57nfs:lnrgpcrhenlildeenngn2hracttoa d
nullified suits against Iran (BI,
Feb 2,1981)

***

MGM Grand Hotels Inc has pur-
chased back-dated liability poli-
cies that could add as much as

$170 million to the coverage for
losses in the fatal fire at the MGM

Grand Hotel in Las Vegas
The coverage, which was placed

by broker Frank B Hall & Co, is
dated Nov 1, 1980-20 days before
the fire that killed 84 people Be-
fore buying the additional cover-
age, MGM had only $30 million
in haoility coverage, far too little
to cover losses (BI, Feb 9, 1981) :14-

***

A New York appellate court has :6 -4'ds: I
ruled that DES victims can sue -sr '

drug manufacturers that acted in
*Z.--8*x, ' . 1'<2S, ., ..** -

concert to market the product, '442 -, 18,-

even if the specific manufacturer -49:*S.-/ 'ftft , 1779 .' *f .

of the drug that caused the victim's
I =5.

»-:tk

in]ury cannot be identified
The decision is the first to apply

r

- 4 .

a concert-of-action theory in a case 67 4.--4 46/vif:
involving diethylstilbestrol, a drug . >/Cio
given to pregnant women to pre-

r

vent miscarriages that later was
linked to cancer in their adult 45k{*f: 84 rt CV> '
daughters (BI, March 2, 1981)

*** ./ t .:.C 00' - 6803: I '551 F
AUS Circuit Court of Appeals

-

has ruled in favor of the Internal
4

Revenue Service in the dispute
over Carnation Co 's tax deduc- Let NACS Lawyers Professional Liability 0 one year term,
tions for premiums paid to its cap- Program lower the odds. e limits up to $1,000,000/$1,000,000
tive

If your preference lS playing with Blue Chips, Deductibles may vary dependir.g upon location
The appellate court upheld a Tax and underwriting considerations.

Court decision that denied Carna- then you recognize when to gamble or when to pass.
tion the advantage of claiming tax Your clients need Professional Liability Offered m some Junsdictions as an EXCESS and SURPLUS
deductions for premiums paid and Insurance So why take chances') At NORTH LINES product
claiming income for ltS offshore ATLANTIC CASUALTY AND SURETY (NACS), Is presently not available in all jurisdictions
captive insurer

Industry observers say this deci- we recognize that lawyers today run a higher risk
sion is a significant setback for of being the target of malpractice suits than ever
companies seeking to apply to their before That's why we offer an exceptional and
captives the tax advantages of tra- thorough Lawyers Professional Liability policy that TM

ditional insurance arrangements
(BI March 16,1981)

eliminates your gambling with your clients'
*** professional exposures

Although neither American Air- Coverages are available for:
'CS

lines nor McDonnell-Douglas • firms of 50 or fewer lawyers on a claims made North Atlantic
Corp will reveal details of the basis,
agreement, it appears that insurers Casualty and Surety
for American will pay the ma]ority • negligent acts, errors, or omissions or personal

Insurance Compani Inc
of the losses in the 1979 crash of an injury,
American DC-10 in Chicago • lawyers when acting as administrators, conservators, 2528 U S 31 South

The two companies apportioned executors, guardians, trustees or in any similar
PO Box BAI

liability for the crash, which killed Greenwood, Indiana 46142
273 people, based on the portion of

fiduciary capacity,
(317) 535-8212

the responsibility for the crash • pnor acts, if qualified, would require a separate
that was related to McDonnell- endorsement, A Member of The BROUGHER Irsuronce Group
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to compete on price, that law will not be fully in effect until
mid-1983; Oregon's law takes effect next July.

Oregon officials said they took the action to try to bring
down workers compensation rates, which are among the
highest in the country (BI, Sept. 14, 1981).

***

Although both insurers and manufacturers are pleased by
Congress' passage of the Risk Retention Act, they are divided
about what its effect will be. Buyers say the new law will
bring more competition, more accurate rating and, possibly,
lower rates. But insurers say that few risk retention gioups
actually will be formed and so its impact will not be signifi-
cant (BI, Sept. 21,1981).

***

After the breakup of its ill-fated romance with Sedgwick
Group Ltd., Alexander & Alexander has taken Alexander
Howden Group Ltd. as its London mate.

Eight years after the two companies first talked about
combining, they have reached an acceptable $295 million
tender offer for Howden (BI, Sept. 28, 1981)

***

In the broadest asbestos liability decision yet, a Distr:ct of
Columbia Court of Appeals has applied the triple-tr. gger
theory, meaning that all insurers of a manufacturer from
the time a claimant was exposed to a harmful prcduct
through the appearance of the injury are liable for damages.

In Keene Corp. vs. INA, the court also said the pclicy-
holder, even if self-insured during any portion of the period,
is not liable for any of the damages (BI, Oct. 12, 1981).

***

Insurers for Hyatt Corp., facing $3 billion in claims arising
from the collapse of the skywalks at the Kansas City Hyatt
Regency hotel, are suing the insurers of the other defendants.

Northbrook Excess & Surplus Lines Insurance Co., Hyatt's
first-layer excess insurer, filed a suit to determine the role of
insurers for the hotel's owner, Hallmark Cards Inc., and sub-
sidiary Crown Center Redevelopment Corp.

One of Hallmark's primary insurers, Commercial Union In-
surance Co., says it has taken no action because Hyatt's man-
agement contract provided that it take responsibility for all
liability once it began running the hotel (BI, Nov. 23, 1981).

The Illinois Insurance Exchange is off and running. Its
three underwriting syndicates bring a total of $9 million in
initial capitalization, and three or four additional syndi Dates
are expected to join by year-end (BI, Nov. 30, 1981). I

Financial guarantees old concept,
but new applications are sprouting

By JUDY GREENWALD

The financial guarantee industry is at once very old and
very young.

On the one hand, its origins can be linked to the surety
business, which is hundreds of years old.

But, on the other hand, the modern financial guarantee
industry traces its roots only as far back as the 1970s.

Today's financial guarantee insurance can be divided into
two sometimes overlapping segments:

• Credit enhancement coverage, in which insurers guaran-
tee an investment-grade municipal or corporate debt issue
and assign it their own Triple-A rating. Most of this segment,
the larger of the two, consists of insuring municipal bonds.

• Residual value insurance, limited partnership bonds and
educational loan insurance.

The first municipal bond policy, observers say, was written
in 1971 by New York-based American Municipal Bond As-
surance Corp., now known as AMBAC Indemnity Corp, to
guarantee a $650,000 revenue bond issued for the Greater
Juneau Borough Medical Arts Building Co. in Alaska.

But by 1979 only about 3% of municipal bonds were in-
sured.

"In the beginning, using municipal bond insurance was
considered a stigma, because only those people who had
problems got insurance," explained H. Russell Fraser,
AMBAC's president and chief executive officer.

Many point to the investor fear induced by the Washington
Public Power Supply System's $2.25 billion bond default in
1983, the financial crises faced by savings and loan institu-
tions in the early 1980s and Chrysler Corp.'s financial dif-
ficulties during the same period as significant turning points
in the growth of municipal bond insurance.

By 1985, issuers were racing to the market to avoid the
impact of then-pending tax legislation that set a per-state
cap on the tax-exempt volume of private activity bonds. That
year, municipal bond insurers insured 23%, or $47 billion, of
a record $203.9 billion in new issues.

By 1986, with the tax law in place and interest rates low,
the volume of municipal bond issues was down, but insurers
nevertheless insured 19%, or $27 billion, of 1986's total issues
of $140.2 billion.

This year, municipal bond insurers are expected to insure

J
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approximately 20% to 25% of the roughly $100 billion in
bonds issued, which would be less than half of 1985's level.

And some observers expect the level to decline even further.
However, industry observers generally are optimistic about

the eventual growth of this segment of the financial guaran-
tee industry.

"There's been a continuing need for municipal financing,"
said Leon J. Karvelis Jr., executive vp of Municipal Bond
Investors Assurance Corp.

And Mark H.S. Cohen, first vp-finance and administration
at Bond Investors Guaranty Insurance Co., said as risk strue-
tures and types of bonds become increasingly complex, in-
vestors will continue to turn to municipal bond insurers for
the assurance that the insurers' Triple-A ratings convey
about their investments' safety.

The non-municipal bond segment of the financial guaran-
tee industry can be traced to 1979, when a residual value-
type product led to a $388 million loss suffered by Lloyd's of
London syndicates that had issued policies to computer leas-
ing companies guaranteeing the value of their leases.

After this rocky start, however, this segment of the finan-
cial guarantee market, like the municipal bond segment, took
off in the early 19805, when its growth was encouraged in
part by the competitive property/casualty insurance market,
which led many insurers to write financial guarantees.

The Tax Reform Act of 1986, however, proved to be a
stumbling block in this sector of the market as well. Coverage
for limited partnerships, many of which were used by inves-
tors as tax shelters and constituted an important part of
the market, were particularly hard hit.

Cliff Brown, senior vp at Continental Guaranty & Credit
Corp; an underwriting management company created by
Continental Insurance Co., said "pure economic" limited
partnership deals continue to be made, although it has
"slowed down quite a bit."

He remains optimistic about the long-term viability of the
market. "I think it'11 come back again," he said. "What's in a
down cycle today is often in an up cycle tomorrow"

But according to Kenneth J. Pinkston, who heads the fi-
nancial guarantee division of Corroon & Black Corp.'s Bro-
kerage Services Group, which at one time was quite active in
financial guarantee business, "It's been a very frustrating
business for us." I
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Women find opportunity in risk management
By LAURA MAZZUCA men," Mrs Lichota explained be more than someone's 'girl ' " as a mentor to newcomers

"Most of the people of my generation Ten years ago, only the largest corpora- Ms Tornese supervises six staffers in the

Back in the era of workman's compensa- backed into risk management because we tions had their own risk managers, but that risk management department She is respon-
tion and advertisements seeking "Girl Fri- had no choice," said Mrs Lichota, who lack of knowledgeable people in risk man- sible for purchasing insurance, claims han-
days," women often found that their career began her risk management career in the agement was actually a helpful stepping- dling, risk management and safety and loss
options in the insurance and risk manage- mid-1960s with a small company in Ohio In stone for women who were willing to learn control As director of administration, she
ment fields were limited to secretarial or ad- those days, risk management duties were the specialty, according to Ms Fein also is responsible for an additional five
ministrative positions generally handled by a company's purchaser "Most business people don't like to talk staffers in that department

Then, changes such as the severity of mar- of insurance, she explained about insurance, so anyone who came into a Ms Tornese, a deputy member of RIMS
ket cycles, an increased emphasis on con- Today, "the more you know about a whole company (with that knowledge) had a natu- since 1973, is currently the society director
sumensm, more tort litigation and increas- variety of disciplines, the better prepared ral entree," Ms Fein observed of her local chapter, the Golden Gate Chap-
ingly large and numerous claims awarded by you will be to practice the risk management Ms Fein has held her present position as ter in San Francisco, and chairman of the
generous ]uries, spurred the growth of the profession," Mrs Lichota said -You get a vp of risk management at Nu-Med for the national RIMS board nominating committee
risk management field at a time when pretty good start in college, but a lot of lt lS past four years The company is a for-profit Ms Tornese believes it is easier for women

women were becoming a force to be reckoned hands-on work " health care organization that owns nine to get into risk management today than lt
with in the workplace In her position at Irving acute care and six psychiatric care hospitals, was in the early 1970s, be-

The result is that women today are Trust as senior vp, Mrs as well as many ancillary care businesses cause there is a "better at-

strongly represented-including in positions Lichota oversees tradi- As part of her job, Ms Fein negotiates and titude in business regard-

of authority, in the field of risk management, tional risk management  A designs risk management programs, is in- ing the contributions

its female practitioners agree and insurance for the volved in malpractice litigation, oversees women have made "

The risk management held is "far more bank, as well as product work comp for more than 5,000 employees, 21*/ But Mrs Lichota

gender-blind than most fields and .t has and service development, and sets up benefits programs warned that aspiring risk

grown from virtually a clerical task to a dis- contingency planning and Ms Fein finds that her brokerage experi- managers-female or male

cipline to a profession," said Edith F Li- security planning She W-  ence has helped her in risk management be-
chota, senior vp of risk management at Irv- oversees a staff of 24

-must work hard to

cause "brokers can't tell me funny stories achieve success in the

ing Trust Co in New York and the Buitness She observed that there .. 1  about what they could and couldn't do," and field

Insurance 1987 Risk Manager of the Year is "a fairly high percent- Ms. Fe,n because of the connections and knowledge of Ms. Tornese "I've been in the busi-

(BI, March 30) Mrs Lichota was the first age of women in the pro- the insurance Industry that she gained from ness a lot of years, and I

woman to receive this award in the 10 years fession," ludging from attendance at Risk & that experience didn't get here when I was five years out of
it has been presented Insurance Management Society and other If there lS any obstacle to women in the school," she said

"There are incredibly great opportunities meetings where "it looked as if the women risk management field, lt lS the lack of fe- Ms Fein also believes that women must

for women in the risk management field were in greater numbers than the men " male role models, rather than prejudice, Ms take the initiative in promoting themselves
today," said Barbara Fein, vp of risk man- Ms Fein has been in the risk management Fein said and fellow women in the field "You have to

agement for Nu-Med Inc of Encino, Ca'if field for the past 10 years, and she worked at "The dynamics of RIMS as a group is have a sense of obligation to a profession
Risk management is an area in which a brokerage for almost 10 years before that spreading the word" about career opportun- that's given a lot to you "

women are "getting closer to parity with She received the Associate in Risk Manage- 1tles for women in the risk management And, whether male or female, newcomers

men" in salaries and benefits, as well as ment designation while she was an account field, according to Ms Fein to the risk management field must be willing
in attaining "professional recognition manager with a brokerage to provide bettei Ms Tornese's advancement in the risk to work hard and have the ability to set
amongst their peers," Ms Fein said service to her clients management field at Transamerica reads like priorities and recognize important issues,

The fields of "insurance and risk manage- Ms Fein noted that she was one of onl> a Horatio Alger success story She started as Ms Tornese stressed Also important is
ment seem to be more open, and more posi- three women present when she attended her a secretary in the risk management depart- "commitment to the field and wanting to
tions are available to women," agreed Judith first local RIMS meeting in November 1977 ment in 1971, and worked her way up to an- make a contribution," she said
Tornese, director of risk management and Today, Ms Fein is the president of the Los alyst, risk manager and ultimately director Other required attributes are energy, per-
administration at Transamerica Corp in its Angeles RIMS Chapter, and 30% of the chap- of risk management severance and creativity "You must always

San Francisco headquarters "Insurance in ter's membership now is women She also lS With the financial backing and moral sup- be willing to change, because this business is
particular is begging for good people of ei- one of two women on the RIMS national ex- port of Transamerica, she earned her Char- changing constantly," she said
ther sex " ecutive committee tered Property & Casualty Underwriter des- But perhaps most important for a suc-

Risk management is an accessible career Ms Fein switched from the brokerage side ignation and was recently promoted to cessful career in the risk management field is
ladder for women because it is a rela:ively of insurance to the risk management field director of administration a skill not taught in school "The ability to
new field and because it began to develop at because "major brokerages were not the Ms Tornese credits her former supervisor, get along with people," Ms Tornese said
a time when women were lilst beginning to most opportune places for an ambitious Herbert Cunningham as being instrumental "You can be the brightest and most techni-
become a significant component of the young woman," she said "The insurance to her success "He was my mentor during cally astute person in the world, but if you
workforce Because of that, ambitious business was, and still is, very slow to recog- those years," she said, stressing the impor- don't get along with people. they'll put you
women "didn't have to get past a layer of nize women, and I was hungry-I wanted to tance of having a mentor, as well as serving in a room with a computer " .

Time capsule: 1982

Air Florida has up to $500 mil- court in May to decide how a dec- Hard market or soft market...
lion in coverage for inlury and ade of primary and excess liability
death claims in the crash last week insurance should pay for claims you can always count on Seaboard
of a Boeing 737 Jetliner into the related to the Dalkon Shield intra-
Potomac River, sources say uterine contraceptive device, for fast, competitive quotes...

At least 76 people died when the which Robins manufactured
Tampa-bound let crashed as it Robins says Aetna must defend
took off from Washington's Na- and pay bodily injury and wrong- Underwritten 1)ansportation Risks:
tional Airport The hull loss was ful death claims arising out of use
valued at $12 million, and sources of the IUD during one or several Truck Physical Damage-Owner Operators, Owned Fleets and Large Owner
estimate the liability claims could policy periods But, Aetna says it is
range from $25 million to $40 mil- not obligated in cases in which a Operator Programs. Unlimited fleet size. Including Dumping Operations and
lion (BI, Jan 18,1982) claimant's injury was diagnosed or hard to place risks.

*** discovered after the last day of the
In at least two states, courts have last policy period Aetna provided Truck Liability-1 to 40 units, excluding dumps and tankers

found unconstitutional parts of c)ntinuous primary and excess lia-

tort reform that bar product liabil- bility coverage to Robins from Brokered Non-Transportation Risks:
ity suits in cases where injuries March 1968 to February 1977 (BI, (Primarily NC, SC, VA, TN, WV, MD & DC)
were caused by old products Feb 22, 1982)

Successful challenges were *** Commercial Umbrella-Minimum premiums $5,000, $1,000,000 primary needed.
mounted against tort reforms in The U S Supreme Court has re-
North Carolina and Florida, as fused to rule on a federal court de- Specialty Property-DIC, Builders Risk, Cargo, High Valued Jewelry-Primary
manufacturers see part of the legal c.sion that broadened liability in and Excess.
wall of protection against product asbestos suits, appearing to end
liability problems crumble (BI, hopes for a uniform ludicial inter- Specialty Products Liability-Minimum Premium $40,000.
Feb 1,1982) pretation of coverage theories

*** Architects/Engineers E&0
The high court refused to rehear

If the World Airways DC-10 that the ruling of a District of Columbia Directors and Officers Liability
skidded off an icy runway at Bos- appeals court in Keene us INA,
ton's Logan Airport Jan 23 iS de- which said that all insurers on the
clared a total loss and insurers pay risk from the time a worker was
the agreed value of $48 5 million, it exposed until the injury was diag- Seaboard Underwriters, Inc.
would be the largest single aircraft nosed are liable-this has become
hull loss ever known as the triple-trigger theory 2732 Anne Elizabeth Drive

The airline also has at least $350 Other courts have said that lia- RO. Box 659, Burlington, NC 27215
million in insurance to cover the bility is triggered by exposure to North Carolina Only: 1-800-672-3644hull loss and liability claims re- asbestos, or that lt lS triggered
sulting from the accident Some when the disease is manifested (Bl, Countrywide: 1-800-732-2673
194 passengers and 12 crew mem- March 15, 1982)
bers survived the crash, and two

passengers-a father and son-are The U S House of Representa- AAMGA J
missing (Bl, Feb 1,1982) tives will consider a bill that would

e
allow employers to take tar deduc-

A H Robins Co Inc and Aetna tions for self-insured loss reserves

Casualty & Surety Co are going to Continued on next page
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The first revision of the CGL since 1973, the proposed form discovered that the directors had overstated the value of
Time capsule: 1982 would put some controls on potential long-term losses from these assets, lt canceled the agreement and sued for full re-

still-undiscovered rlsks The form, written and released to covery of the funds The former Howden directors being sued
the Industry by the Insurance Services Office Inc, assigns Include prominent Lloyd's of London underwriter Ian Pos-

Continued from prev:ous page coverage to carefully defined time periods and limits (BI, gate (BI, Sept 27, 1982)
and for premiums paid to captive insurance companies July 12, 1982) ***

The measure would alter the Internal Revenue Code to *** The decisions in lawsuits resulting from the recent Tylenol
allow the deductions and, if it becomes law, lt could re-olu- A New York bankruptcy court will establish important tragedy may set liability precedents, legal experts say, espe-
tionize the way companies fund risk, according to its tack- precedents in handling mass health injury litigation through cially over the issue of whether Johnson & Johnson lS liable
ers, a coalition of risk management interests known a: the reorganization if Manville Corp 's Chapter 11 petition is up- for deaths and injuries of people who took the poisoned
Loss Reserve Deduction Committee (BI, April 26, 1982) held drug even if the lethal potassium cyanide was added after the

***

Manville follows UNR Industries Inc in seeking relief product reached retailers' shelves
A Nevada judge's stern criticism of the safety of the 3eep under the Federal Bankruptcy Act from its mounting claims Seven people in the Chicago area were killed when they

CJ-5 could add ammunition to scores of product liability related to asbestos injuries and deaths Manville currently took cyanide-laced capsules of Extra-Strength Tylenol, and
suits pending nationwide against American Motors Corp. faces 16,500 asbestos lawsuits and expects an additional officials have few leads in the poisonings (BI, Oct 11, 1982)

The Judge ruled April 19 that the design of the 1975 Jeep 32,000 This will be the first time those claims will be a ***

was defective and ordered AMC to pay $4 1 million in .om- vital part of a bankruptcy proceeding (BI, Sept 6,1982) A Missouri Circuit Court judge has said that Hallmark
***pensatory and $1 million in punitive damages to a mai in- Card Inc 's insurer should pay at least one-third of claims

Jured in a 3eep accident (BI, May 3, 1982) In 1982, for the first time since 1977, no comprehensive arising from the collapse of skywalks at the Hyatt Regency
***

product liability tort reform legislation was passed in any Hotel in Kansas City
Analysts are looking with increasing concern at the sh arply state And none lS likely to be passed the rest of the year In his ruling, the judge rejected arguments by Commercial

lower first-quarter operating results and poor cash flow Business groups say part of the slowdown lS because re- Union Insurance Co and broker Marsh & MeLennan Cos Inc
being reported by major property/casualty insurers form measures passed during the early years of tort reform that the CU coverage was excess to coverage held by Hyatt

Insurers are reeling from huge winter storm losses and the were in sparsely populated, conservative states where busi- Corp, which operates the hotel Hallmark owns the hotel
continued effect of a buyers' market, and analysts are con- ness has a lot of clout In more urban, liberal states, anti-tort through ltS subsidiary Crown Center Redevelopment Corp
cerned that insurers soon will be paying out more in c aims reform forces like labor and consumer groups are stronger So far, $324 million in claims have been paid in the
than they are taking in in new premiums and investment in- In addition, they say the commercial insurance market for skywalks collapse, which killed 114 people and injured at
come, resulting in a negative cash flow product liability coverage has eased and business lobbyists least 200 others m July 1981 (BI, Oct 18, 1982)

In a survey of 20 insurers by Bustness Insurance, aftertax are concentrating now on federal legislation (BI, Sept 20, ***

operating income declined by 116% to $808 2 million in the 1982) Arkansas regulators are becoming increasingly concerned
first quarter of 1982 from the first quarter of 1981 And, the ***

about the shuffling of assets among Baldwin-United Corp
average combined ratio rose to 108 4% in 1982 from 103 2% in Alexander & Alexander Services Inc has reversed itself subsidiaries, as they investigate the affairs of two Arkansas-
1981's first quarter (BI, May 24, 1982) and decided to sue former directors of Alexander Howden based life insurance companies owned by Baldwin-United

***

Group PLC over their alleged misuse of $56 million in The regulators are attempting to determine what restric-
The insurance industry would like to introduce a new com- funds belonging to Howden, which A&A acquired this year tions should apply to the holding of stocks, bonds or paper of

prehensive general liability policy that would require all A&A had offered to settle the dispute quietly m return for an insurer's affiliates as part of ltS admitted reserves They
risks to be written on a claims-made or a claims-disc:oiered a French villa, several valuable paintings, a Panamanian also must determine whether such assets should be val-
basis with a definite aggregate limit company and shares of a petroleum company But, after A&A ued at market or book value (BI, Nov 1, 1982)

Time capsule: 1983 which had far too little liability in- MGM Grand after the fatal blaze In Delaware, state regulators are
surance to cover claims from the They charge that the hotel losing their battle to restrict the
blaze (BI, March 21, 1983) breached ltS agreements with them risks that can be covered by prod-

Tylenol maker MeNellab Inc is Liability costs will total about *** In its $75 million settlements with uct liability risk retention groups
suing its insurers to recover at $100 million in the collapse of The Insurance Exchange of the victims (BI, June 13, 1983) In a case involving the right of the
least $110 million in product recall skywalks at the Hyatt Regency Americas in Miami is now open ***

Home Owners Warranty Corp to
and business interruption expenses Hotel in Kansas City, Mo and writing coverage Dow Chemical Co says that bad operate a Delaware-based risk re-
incurred to remove its Extra- This is the amount of state and President and Chief Executive publicity, litigation costs and esca- tention group called HOW Insur-
Strength Tylenol from the market federal out-of-c)urt class settle- Officer Alan Teale says the ex- lating insurance premiums have ance Co, a federal judge called

Eight excess and umbrella habil- ments reached among Hyatt Corp, change lS bustling with activity forced lt to stop producing Ben- "untenable" the position of the
ity insurers and one all-risk prop- Hallmark Cards inc and plaintiffs since its ApI'll 4 opening The ex- dectin, an anti-nausea drug pre- Delaware insurance commissioner
erty insurer are named as defen- m the disaster, which killed 114 change, which has more than $100 sci·ibed for pregnant women that state rather than federal law

dants in a suit filed by MeNeilab in people and inBred at least 200 million in underwnting capacity, But plaintiffs, including a lawyer determines the definition of prod-
U S District Court The suit asks others Hyatt managed the hotel is providing a new market for in- who recently won a $750,000 ver- uct liability that applies to risk re-
the court to decide whether there is and Hallmark owned lt through ltS ternational insurance and reinsur- diet for a 12-year-old girl whose tention groups
coverage under excess liability and subsidiary Crown Center Redevel- ance buyers (BI, April 11, 1983) mother allegedly took Bendectin In San Francisco, aUS Circuit
product liability losses for costs opment Corp (BI Jan 17, 1983) ***

and who suffers from birth defects, Court of Appeals said employers
associated with the recall of ***

The Caribbean island of Bar- say Dow lS simply trying to limit self-funding their workers com-
Extra-Strength Tylenol MGM Grand Hotels lS SUlng ltS bados 15 the newest domicile for its liability Dow responds that pensation risks in nine Western

Excess and umbrella liability in- broker, Frank B Hall & Co Inc, captive insurers Bendectin, which has been found states can take tax deductions for
surance policies generally exclude and 21 insurers to force payment The Barbados Exempt Insurance safe by the federal Food and Drug reserves to pay uncontested work
recall expenses, and business in- on the first $95 million of $170 Act of 1983, passed less than three Administration, is ]ust a victim of comp claims (BI, Oct 17, 1983)
terruption coverage is triggered by million in back-dated liability in- months ago, creates tax-exempt litigious times (BI, June 20, 1983) ***

damage from perils that typically suranceonthe 1580 fatal fire at the status for foreign insurers and, ac- *** Standard & Poor's Corp , the
do not include voluntary product MGM Grand Hctel in Las Vegas cording to island officials, offers Although lt has been more than New York-based debt-rating com-
withdrawal (BI, Jan 10, 1983) The dispute continues over the advantages over laws in Bermuda, four years since the revolutionary pany, now is rating insurers'

*** back-dated coverage for the hotel, the Bahamas and the Cayman Is- government took control, few U S claims-paying abilities, giving risk
lands (BI, May 9, 1983) businesses have received payment managers an alternative to A M

***

for their expropriated Iranian Best Co for information about the
A national homebuilders group property and assets financial health of insurers

Your best bet is fighting Delaware's insurance An international tribunal set up Risk managers can check the
commissioner over the right to op- as part of the deal that freed 52 rating of aUS or overseas insurer
erate a risk retention group The American hostages in January 1981 without charge by calling S&P's
Home Owners Warranty Corp is so far has authorized awards of rating desk in New York (BI, Oct

for setting up: asking the Delaware regulator to more than $78 1 million to cor- 24,1983)
rule that the group's captive insur- porations and individuals seeking ***

ance company, HOW Insurance to recover property lost in the rev- A ma]or lawsuit is being ad-
Co, is a bona fide risk retention olution That represents only a vanced by a group of more than
group under the 1981 federal law small part of the estimated $4 130 U S industrial companies to
(BI, May 30, 1983) billion in pending claims (BI, Sept prove that owners, operators and

• CAPTIVES • FRONTING
*** 5,1983) insurers of hazardous waste sites,

Gulf Oil Corp 's Bermuda cap- *** rather than site customers, should

• RRG'S and RPG'S • POOLS
tive, Insco Ltd, is no longer under- Although Korean Air Lines and pay for government-ordered
writing marine insurance for unre- its insurers are liable for claims cleanup of the dumpsites
lated parties or reinsurance for from survivors of the KAL ]et shot Major corporations, including

• AGENCY PROGRAMS Gulf-related marine and property down by the Soviets, uncertainty Union Carbide Corp and Ford
risks about why the plane wandered into Motor Co, are pressing the suit

Insco's board of directors voted Soviet air space is bringing other against the owners, operators and
late last month to close Insco's ma- defendants into the picture insurers of a waste site in Indiana

rine insurance underwriting opera- For example, one suit already The suit seeks reimbursement from
tions immediately And, earlier in filed includes as defendants the the defendants for much of the $2 9

Your best bet is May, Gulf decided to assume the Boeing Co, which manufactured million the plaintiffs have agreed
first $25 million of its property and the 111-fated let, Litton Industries, with the Environmental Protection
maritime risks as a self-insured re- which made the plane's inertial Agency to spend to clean up the I

experienced management tention The risks had been insured navigational system, and the es- site (BI, Nov 14, 1983)
by licensed insurers and reinsured tates of three KAL crew members ***

with Insco (BI, June 6, 1983) who also died in the crash The Factory Mutual System is
*** Attorneys for the plaintiffs say abandoning ltS 140-year-old pre-

Corporate The broker and the insurer in- their allegations m the suit hinge mium deposit plan, which required
volved in the coverage for the 1980 on whether the plane left its course buyers to pay up to five times their

Risk MGM Grand Hotel fire are asking because of mechanical malfunc- annual premium cost in advance

Consultants a court to void part of the once- tion, pilot error or a calculated de- for a three-year policy
touted retroactive coverage cision to conduct reconnaissance Instead, the four Factory Mutual

24370 Northwestern Hwy, Southfield MI 48075 Broker Frank B Hall & Co Inc or to shorten ltS flight to Seoul, insurers, which specialize in highly
and its subsidiary insurer, Union South Korea (BI, Sept 12,1983) protected risks, will allow policy-

1-800-482-2726 In Michigan: (313) 352-0880 ***International Insurance Co, are holders to pay annual premiums

Ask For Bob Engle or Dick Marshall asking a Nevada court to void the Two victories for self-insurers based on standard rates and re-

first $35 million of the back-dated were chalked up recently in Dela- ceive a 15% annual dividend (BI,
coverage Hall arranged for the ware and San Francisco Dec 19,1983)
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Brokers' family tree grows with acquisitions
The numbers have changed substantially, but the names $151 million in gross revenues in 1971. financial problems associated primarily with discontinued

remain the same With the exception of New York-based Johnson & Higgins underwriting subsidiaries and subsequent litigation, has
In 1971, the first year that Business Insurance published its the top brokerages attribute much of their growth over the slowed its acquisition activity m the 1980s

annual ranking of top U S brokerages, the same six broker- last 20 years to acquisitions J&H has made a few ae- Marsh & MeLennan, Alexander & Alexander Services Inc ,

ages appeared on the top of our chart as topped the 1986 quisitions during the past 20 years in what it considered to be Fred S James & Co and Corroon & Black Corp -all based in
ranking published this June strategic geographic areas, but its management favcirs New York-have been active throughout the past two dec-

However, in 1971, only 40 U S brokerages produced more growth through internal expansion ades in the acquisition of agencies and brokerages of all
than $1 million in gross revenues And the top brokerage, Briarcliff Manor, N Y -based Frank B HalI & Co Inc gre* sizes and of other related operations Tnese acquisitions rep-
New York-based Marsh & McLennan Cos Inc, which in 1986 rapidly in the late 19605 and early 19;05 through several resent some of the most significant during the period
had more than $1 8 billion in gross revenues, reported only regional brokerage acquisitions Hall, which has undergone -By Lmda J Collms
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1984) the federally mandated warnings on clga-

Time capsule: 1984 *** rette packages do not protect cigarette man-
At least 14 asbestos producers and 14 in- ufacturers from suits by smokers claiming

surers have conditionally agreed to sign a smoking damaged their health
Maior property/casualty insurers are still meeting with officials of Marsh & MeLennan settlement to resolve coverage claims among The decision opens the way for a lawsuit to

debating the merits of the new claims-made Cos Inc to try to determine whether a bro- themselves and to establish a central as- be heard against cigarette makers Liggett
general liability form proposed by the Insur- kerage employee used client premium funds bestos claims facility Group Inc, Philip Morris Inc and Loews

ance Services Office to purchase $2 billion in government bonds But, three major asbestos producers-Ray- Corp The decision on the cigarette warning
Some insurers, including the Hartford In- M&M, the nation's largest brokerage mark Corp, Keene Corp and GAF Corp - also will remove one possible avenue of de-

surance Group and CIGNA Corp , say they house, announced last week that an M&M have said they will not sign the agreement, fense for other tobacco firms facing similar
have reservations about the new form and trader had accumulated a bond position "in and other companies have not yet decided suits (BI, Nov 19, 1984)
are concerned about switching to claims- violation of authorized trading limits" that whether to participate (BI, July 30, 1984)

***

made will result in a $120 million pretax loss (BI,
*** One of the first Bermuda-based captives

But other insurers, Including St Paul Cos April 16, 1984) Yet another federal court has ruled that writing commercial insurance, Gulf Corp 's
***

and Travelers Indemnity Co, say they are corporations cannot take tax deductions for Insco Ltd , lS closing its doors
satisfied with the new policy ISO plans to Monsanto Co and Dow Chemical Co are premiums they pay to their captive insur- Gulf announced that Insco has stopped

file the form for approval with state regu- paying a total of 65% of a $180 million class- ance companies writing both Gulf-related and non-related

lators later this year (BI, Feb 6, 1984) action Agent Orange settlement AUS District Court in Kansas ruled that risks effective Nov 16 Non-related risks
*** Under the terms of the settlement agreed Beech Aircraft Corp could not deduct about produced 62%, or $46 5 million, of Insco's

The loss of two satellites totaling $182 to by the manufacturers of the herbicide and $1 7 million in premiums it paid to its Ber- 1983 net premiums of $75 5 million Insco,
million will force satellite insurance rates attorneys representing Vietnam veterans muda-based captive during fiscal year 1973 which had a policyholder surplus of $94 8
sky-high, according to brokers and insurers who claim they were inlured by the sub- As in previous decisions, the judge said such million at year-end 1983, was the fourth-lar-
in the United States and London stance, Monsanto will pay 45 5% and Dow an arrangement does not constitute a real gest captive in Bermuda Insco's office and

The loss of the Westar VI and the Palapa will pay 19 5% of the $180 million transfer of risk, because the risk is retained staff in Bermuda will be retained to handle
B2 probes, which occurred on a recent space The money will be used to form a trust within the same "economic family" (BI, the runoff business, a process that is ex-
shuttle mission, has helped drive the loss fund to compensate an estimated 40,000 to Sept 10, 1984) pected to take from three to five years (BI,

ratio for the satellite launch market to close 60,000 Vietnam veterans and their families
*** Nov 26, 1984)

to 200% Sources agree insurers will have no In agreeing to the settlement, none of the Exxon Corp has ordered its three reinsur-
***

alternative but to raise rates dramatically chemical manufacturers admitted liability ance operations under Exxon Insurance Liability appears to be spread among at

(BI, Feb 13, 1984) (BI, May 14, 1984) Holdings Inc to stop accepting new or re- least 50 direct insurers and an unknown
***

*** newal business as of Oct 1 number of reinsurers in the poisonous gas

Airlines are facing rate hikes of up to 70% The Tax Reform Act of 1984 will have a The company said the decision was part of leak at the Union Carbide Corp plant in
as they renew their hull and liability ana- sweeping impact on risk management issues long-term corporate strategic planning The Bhopal, India
tion insurance The act, approved by a congressional con- decision removes from the business of com- Apparently, Union Carbide had a world-

That is the experience of airlines that al- ference committee last month and now on ltS mercial reinsurance underwriting Bermuda- wide liability policy with at least $200 mil-
ready have negotiated their renewals And, way to President Reagan, will prohibit com- based Ancon Insurance Co SA, Ancon In- lion in limits that would respond to the di-
London aviation insurers say that rate hikes panies from taking tax deductions on re- surance (U K) Ltd , and the ANEX Synch- saster, which left at least 2,220 people dead
may go even higher as more renewals are serves to pay self-funded losses known in the cate on the New York Insurance Exchange and 20,000 to 50,000 injured The participa-
completed (BI, March 26, 1984) current year but not payable until the future (BI, Oct 8, 1984) tion of many insurers on the liability cover-

***

***

It also will increase the taxes due on the ln- age means that most had only a small share

New York state insurance regulators are come of offshore captive insurers (BI, July 2, AUS District Court judge has ruled that of the risk, sources say (BI, Dec 17, 1984) I

Time capsule: 1985 surance Co , a subsidiary of broker made form recently unveiled by NOTICE OF DISCLAIMER OF
Frank B Hall & Co Inc The de- H S Weavers (Underwriting)
partment says the insurer was in- Agencies Ltd Instead, Lloyd's

AUTHORITY AND LIABILITY

The New York Insurance De-
*** solvent by $138 million at year-end plans to develop its own claims- Notice is hereby given by Undemnters at Lloyd's,

partment has seized Ideal Mutual Sedgwick Group PLC, the lar- 1984 made form and have it ready to use London, the St Kathenne Insurance Company,

Insurance Co gest Lloyd's of London broker, and The liquidation petition follows at Jan 1 renewals (BI, Sept 23, Ltd and the Turegum Insurance Company that

The department says Ideal Mu- Fred S James & Co Inc, the fifth- two department examinations that 1985) the following entity and Individuals are not and

tual is $155 million short of meet- largest U S broker, are joining found Union Indemnity substan-
*** never have been authorized to act as agents for

1ng ltS liabilities as of Dec 31, forces tially understated loss and expense State guaranty funds are levying them, or any one of them, or to Issue or deliver

1983 The insurer, however, says it The acquisition will give Sedg- reserves and liabilities for unauth- record charges against property/ certificates of Insurance, Insurance policies or

has $12 million in policyholder wick the U S presence it has long orized reinsurance in 1983 and casualty insurers to cover policy- binders of any nature on their behalf

surplus after meeting liabilities of sought and give James, currently a 1984 (BI, June 17, 1985) holders' claims in the wake of a LONDON LINE UNDERWRITERS / CHARLES VIC-

$148 9 million, and adds that an subsidiary of San Francisco-based
*** rash of insurer insolvencies TOR, ANTHONY ROMAN, IAN WILUAMS, MIKE

actuarial report certifies that ltS Transamerica Corp, the vast over- The European Community has California and Florida alone are SIMONE, JOE WALSH, MARK FISHER

loss reserves are adequate seas network it lacks (BI, April 8, adopted a directive on product lia- assessing insurers licensed in their All insurance brokers and agents and other third

As part of the New York action, 1985) bility that requires member coun- states $85 million, which was the parties are hereby placed on notice that Under-

Ideal's Illinois affiliate, Optimum
*** tries to impose strict liability stan- amount assessed by all guaranty writers at Lloyd's, London, the St Katherlne

Insurance Co of Illinois, also is in MGM Grand Hotels is claiming dards on manufacturers and funds put together in 1981, the Insurance Company, Ltd and the Turegum Insur-

voluntary rehabilitation in Illinois victory in the $75 9 million settle- distributors But, lt allows the previous record year And 1985 as-
(BI, Jan 14, 1985)

ance Company disclaim any and all respon-
ment of litigation over the $170 member nations to decide indivi- sessments in Maryland, Georgia

***

sibility ansing out of, or in conjunction with, the
million in back-dated liability in- dually whether their product lia- and Illinois bring the total 1985 as- issuance and delivery of such certificates of

The already reeling environmen- surance covering the 1980 fire at bility laws will allow the state-of- sessments in Just those five states Insurance, insurance policies or binders, or any

tal impairment liability insurance the MGM Grand Hotel in Las the-art defense or caps on liability to $118 5 million (BI, Dec 9, 1985) other business of any kind whatsoever, purport-

market took another severe blow Vegas awards (BI, Aug 5, 1985)
***

edly transacted on their behalf by London Line

with the announcement by Shand, MGM notes that the settlement
*** AC E Insurance Co Ltd iS issu- Underwriters et al

Morahan & Co Inc. that it no amount exceeds the $75 million Lloyd's of London underwriters ing policies after having raised
longer will write EIL coverage MGM paid to fire victims under a are planning to introduce their about $260 million in capital from

All inquiries concerning this notice should be

Shand, Morahan decided to stop 1983 agreement, though lt does not own claims-made excess liability more than 20 corporate sponsors
directed to Underwriters at Uoyd's, London, the
St Kathenne Insurance Company, Ltd and the

writing the coverage altogether cover all of MGM's costs stemming form, a move that could send the and non-sponsor policyholders
lust one month after it announced from the fire litigation (BI, April 8, London market into chaos A C E was incorporated earlier

Turegum Insurance Company c/o LeBoeuf, Lamb,

that a lack of reinsurance would 1985) Lloyd's underwriters have said this year in the Cayman Islands
Le,by & MacRae, 520 Madison Avenue, New York

force it to cut back the EIL limits it ***

New York 10022, Attention Edmond Valente
they will not accept the claims- (BI, Dec 23, 1985) .

could offer At least $204 million in damage
In addition, sources say that The claims have been filed against

Home Insurance Co no longer lS Jewel Food Stores after more than
writing EIL coverage, although 10,000 confirmed cases of salmo-
Home officials declined to com- nella poisoning were linked to milk
ment (BI, Jan 28, 1985) processed at a Jewel plant .

*** Ninety-two lawsuits have been
Manville Corp 's recent $1118 filed in the salmonella outbreak,

million settlement with three ex- which was cited as the primary
cess insurers brings the asbestos cause of death in two cases and a
producer's available coverage for contributing factor in two others
asbestos bodily injury claims to by health officials in Illinois,
$426 million (BI, Feb 11, 1985) where most of the cases occurred .

*** Jewel is covered under the liability
A state court Judge has issued insurance program of American

the final order apportioning insur- Stores Co, which bought Jewel
ance coverage in the 1981 skywalk last year (BI, April 29, 1985)

***

,
collapse at the Hyatt Regency
Hotel in Kansas City, but at least American Financial Group's bai- Flexibility

whabd

one insurer is planning to appeal lout of Mission Insurance Group
the order Inc has caused the midterm can- IS ()UR S I RI· N(; rH

The ]udge ruled that excess lia- cellation of thousands of policies
bility insurers for Hyatt Corp, issued by American Financial • Creative solutions to the remsurance
which operates the hotel, must pay Group subsidiary Transport In- requirements of insurers and remsurers
two-thirds of all the losses in- demnity Co Reinsurance Intermediaries

eurred by Hyatt and by Hallmark Because its assets are being used • Extensive market knowledge
Cards Inc and ltS subsidiary to shore up Mission, Transport In-

Headquarters:

Crown Center Redevelopment demnity has been forced to cancel • Sensitive to changing market conditions 110 William Street, New York, New York 10038

Corp, which own the hotel Hall- thousands of excess property and
(212) 732-1360

• Broad diversity of chents
mark's excess insurers must pay casualty policies (BI, May 6, 1985) Branch Office:

the remaining one-third of losses
*** • Access to markets world-wide 12 Piedmont Center, Atlanta, Georgia 30305

in the disaster, which killed 114 The New York Insurance De-

people and injured at least 200 partment is seeking a court order
• A Xerox Financial Services Company (404) 264-0222

others (BI, March 11, 1985) to liquidate Union Indemnity In-
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Top stories except workers compensation,
drew a total of 190 points, making Top risk management stories of past 20 years

Contznued from page 3 it the No 6 story
markets or financing methods for Last year's grassroots push for

Number of votes Total
their company's risks tort reform, whiph was a response

The other major concern, which to the growing number of liability -0patioiial safety-and Hilth Act
1st 2nd 3rd 4th Sth 6th 7th 8th 9th 10th points

many observers say contributed suits and the consequently shrink-
10 5 6 3-5 1 1 3 2 3-269

significantly to recent hard mar- ing market for liability coverage Tight market of mid-19805 12 1 8 0 2 5 4 1 3 1 256

kets, was the enormous growth in and which led :o the passage of Rate cutting in late '70$/early '805 3 12 4 4, 3 1 2 0 1 1 232

litigation and resulting huge tort reform legislation in 35 states, Rise of captives/self-insurance 8 3 2 4 1 5 2 4 4 2 212

awards and court-expanded was the sevent) choice, with 148
Toxic tort litigation

theories of liability and coverage points
5 5 3 2 4 5 4 2 1 2 208

This litigation explosion and the The insurance Industry's re- Risk Retention Act 2 4 0 8 5 2 2 6 5 2 190

havoc it wreaked on the insurance sponse to its grcwing liability, the -Sie-s enact tort reforms 2 1 33372312148

industry brought about the push Insurance Services Office Inc 's ISO's claims-made CGL form 2 4 3 3 1 1 1 4 2 1 133

for tort reform, the passage and new claims-made and occurrence Tight market of mid-19705 1 3 4 3 2 1 3 1 1 1
expansion of the Risk Retention comprehensive general liability

125

Act and the move toward claims- forms, ranked eighth, with 133
Pollution at Love Canal 1 5 3 0 2 1 0 2 1 2 106

made coverage as a way for insur- total points
ers to limit their liability Coming in nirth with 125 points

Risk managers selected as the was the tight market of the mid- ness Insurance survey also feel that And, many would agree with J affiliates, which marked the fail-

No 2 story of the past 20 years the 1970s, which created particular the changes brought by the quick Alvin Middleton, manager of risk ure of a two-year effort to bail out
hard property/casualty insurance problems for t uyers of medical and sometimes devastating cycles and claims for Cove Shipping Co the insurer and which many ob-
market of 1984-1987 This story malpractice and product liability of the last 20 years will continue to in Mobile, Ala, who predicted the servers say may be the largest in-
tallied 256 points and also cap- insurance dominate the profession, as risk litigation trend will continue Mr surer liquidation in U S history,

tured the most first=place votes The 10th-pl: ce story was the managers remain leery of tradi- Middleton said the next 20 years in received one first-pace vote
12 massive polluticn of Love Canal in tional insurance and look increas- risk management will bring "more In addition to the 10 top stories,

The soft market of the late '7Os New York and the resulting na- ingly for other ways to protect litigation stemming from an over- several other stories garnered sig-
and early '805 marked by cash- tionwi(ie drive to clean up pollu- their corporate assets abundance of lawyers " nificant numbers of points Those

flow underwriting, in which insur- tion that ultimately led to the pas- Robb Hubbard, principal of in- In addition to the Top 10 events, stories with more than 50 total
ers cut rates dramatically to gen- sage of the Suoerfund legislation surance and risk management ser- other stories that received first- points were
erate more cash to invest at high in 1980 The panel of readers gave vices for consulting firm Williams place votes were • The recent formation of off-

interest rates, is seen by many as a this series of ecents a total of 106 & Co in Sioux City, Iowa, predicts • The passage of no-fault auto- shore policyholder-owned insur-
primary cause of the recent hard points that the next 20 years will bring mobile insurance laws in states ers
market And, the respondents In their comrrents, the risk man- "more reliance on 'non-traditional' across the country between 1969 • The Keene vs INA ruling
ranked the soft market as the agers returned again and again to funding mechanisms, even though and 1972, which received two • The 1980 California Supreme

third-most important story, with a the question of how market cycles the insurance marketplace is more first-place votes Court ruling in DES litigation that

point total of 232 have changed the risk management 'open' (with mechanisms like) risk • The 1969 California Supreme all companies in an industry can
The movement of buyers away profession retention groups, and the special- Court ruling that an auto manufac- be sued for product liability if the

from the traditional insurance For example, Richard E Davis, ization of services " turer and dealer can be held individual manufacturer cannot be

market to self-insurance and cap- insurance manager for Southern Il- Michael J Dowgiewicz, vp of strictly liable for an accident re- identified
tive insurers as a way to find ca- linois Univermty in Carbondale, Manufacturers National Bank of sulting from a serious defect that • The passage of no-fault auto

pact at reasonable prices-which said "We have taken over 50% of Detroit, predicts "a shift in pre- injures someone other than the laws
was a response to the commercial our exposures out of the commer- mium volume of 20% to 40% away purchaser or user of the car This • The 1969 U S Supreme Court

insurance industry's wild swings- cial market (We are experiencing) from the traditional commercial story received one first-place vote ruling that directors and officers
ranked as the No 4 story with 212 increased use of self-insurance and insurance market to non-tradi- • The effort launched, with lim- can be held liable to shareholders

points more reliance on governmental im- tional alternatives, such as group ited success, in the mid-1970s by for giving false and misleading in-
The fifth-most-important story munity " captives, syndicates and Risk Re- businesses and insurers to enact a formation, even if the executives

of the last two decades, according Robert E Marginot, chief of risk tention Act insurance programs " product liability reform law, re- did not personally profit

to the BI panel, was the astounding and insurance for the Loudoun The respondents also noted the ceived one first-place vote • The passage of the Tax Reform
growth in the number of personal County, Va, says that in the risk changes to their profession that • The ruling in Keene us Insur- Act of 1986, which eliminated tax
inlury claims filed against as- management environment today, have been brought about by in- ance Co Of North Amenca that advantages for certain group-
bestos, chemical, pharmaceutical alternate risk-treating devices are creasing litigation produced the "triple trigger" cov- owned captives and imposed new

and other companies, which required to be utilized Conven- For example, Robert E Froun- erage theory-that all insurers of tax liabilities on property/casualty
created huge losses for insurers tional insurane contracts are not telker, property and casualty in- an asbestos defendant, from the insurers
and helped bring about the tight available or the cost isS prohibitive surance director for Consumers time of a victim's exposure through • The 1985 murder conviction of

market of the mid-'80s This tidal In some third-Larty lines " Power Co in Jackson, Mich, said manifestation of an asbestos-re- three Chicago-area executives in
wave of lawsuits garnered a total Donald J Hatcher, director of that for risk managers today, lated disease, are liable for claims, the death of a worker exposed to
of 208 points risk management for Insilco Corp "there are more loss exposures to received one first-place vote cyanide on the job

The passage of the Risk Reten- in Meriden, Conn, says he finds consider, le, Superfund and pol- • The formation, in reaction to • The California Supreme Court

tion Act of 1981, which allowed "more emphas_s on risk-financing, lution cleanup mandated by gov- the recent tight commercial mar- ruling on strict liability for auto
buyers to form risk retention and alternate facil ties, etc The cycli- ernment, asbestos and other ket, of several policyholder-owned manufacturers and dealers
purchasing groups for product lia- cality of the insurance market gets worker and product exposures, in- offshore insurers received one • The 1977 Internal Revenue

bility coverages, and the expansion more attention " creases in htigat:on activity, and first-place vote Service ruling that companies can-

of the act in 1986 to allow the The risk management profes- the inability to insure many expo- • The 1987 order to liquidate not deduct premiums paid to sin-

groups to fund all liability risks sionals who responded to the Bust- sures " Mission Insurance Co and several gle-parent captives

Risk managers watch role grow with times
By ALISON KITTRELL knowledge of state-to-state legal requirements in law-

'The position has evolved into more suits Underwriting is much more sophisticated, requiring
When asked what has changed about his job s nce he much more data to secure coverage "

started as a risk manager, Mike Klein, corporate risk man- sophisticated involvement in the With the growing sophistication and responsibility, the
ager of Penn State University and a 12-year risk management financial and legal areas, resulting in an rsk management professionals agree, has come more respect
veteran, says succinctly that there is "more of everything " and prestige, especially in the eyes of a corporation's senior

And the risk management professionals who responded to a ever-increasing impact on (a company's) management
Business Insurance survey about how far their profession has financial health,' says Mr. Graham. The cost of managing risk has become a major expense for

progressed in the past 20 years and where they expect it to go most companies, and they are starting to sit up and take

agree with Mr Klein They say they have more responsibili- notice in the board rooms

ties, more headaches, more clout, but also more prestige, Don LeMond, risk and insurance manager for the state of

more education and more tools, and they expect that growth executive management team, have industry knowledge of Missouri and an eight-year veteran of the profession, ex-
will continue corporate affairs and be an expert in finance, legal and plains "Risk management has become more sophisticated as

No longer, they say, is the risk management department a insurance matters " it has sloughed off the insurance buyer' image There is
kind of poor relation, to be kept in a corporate closet As the "There are larger risks to analyze, more complicated risks, much more acceptance by other managers as risk manage-
cost and complexity of protecting a corporation's assets have more litigation, strict liability, a key role in management ment influences their decision-making process "
grown during the past two decades, so has the position of the decisions," adds the director of risk management for a manu- "Because of the added exposures, there is more recogni-
risk manager And, so has the need for sophistication and facturing company with $641 million in sales tion, more 'Can we do something?' vs 'Do it,1 " says Arnold
increased knowledge And the risk manager for a utility with $2 billion in sales R Olsen, director of insurance coverage for the state of Dela-

First, most agree that the ma]or function of the profession says he lS "involved in more areas, ie, benefits, loss preven- ware and al 7-year veteran of the industry
has grown from simply buying insurance to actually manag- tion and claims There iS more executive concern with overall Eben L Jones, director of insurance and risk management

ing complex corporate risks impact of costs, exposures, D&0, etc " for Rollins Inc in Atlanta, agrees that in his more than 10

Ben C Francis, personnel and risk manager for the Santa Several risk managers mentioned the growing sophistica- years as a risk manager, his function has changed the most
Clara Valley Water District in San Jose, Calif, says, "There tion of the profession as it takes a larger position in the in terms of "the visibility by senior management and the
was no risk management when I started (in the early 196Os) corporation overall and as lt continually searches for better, importance of our actions to the bottom line and corporate
Today, risk management considerations are a part of doing or safer and more cost-effective means to protect that corpora- survival "
not doing business " tion There is "more status, more influence, greater demands and

"My Job today lS risk management," agrees the risk man- For example, Robert J Graham Jr , corporate risk manager broader responsibilities," adds the senior vp of a financial
ager for a higher educational institution who wishes to re- for Smith International Inc in Newport Beach, Calif, says, institution who has 25 years of experience in risk man-
main anonymous "We are self-insured in everything except "The position has evolved into more sophisticated involve- agement
property My office is totally involved in claims t andling, ment in the financial and legal areas, resulting in an ever-in- And, 11-year veteran James B Anderson, director of risk
loss prevention, funding and many of the things related creasing impact on the findncial and emotional health of the management services for Tampa General Hospital in Tampa,
to running an insurance company corporation " Fla, sums up the change by saying -Today, risk manage-

The director of risk management for a chemical distributor And, Orlan N Jenkins, manager of claims, insurance and ment has decision-making authority in most corporations,
and manufacturer, who also wishes to remain anonymous, safety for Mistletoe Express Service in Oklahoma City, said and top management does listen and react in a timely way to
agrees that the responsibilities of the profession have grown that m his 14 years of experience, his job -requires much recommendations "
"Today, a successful risk manager must be a memter of the more sophisticated record-keeping on losses and more Continued on next page



Business Insurance, October 26, 1987 / 125

Reinsurance market growth Gincredible'
By DOUGLAS McLEOD billion By 1986, reinsurers' net premium surers writing facultative business gravi- However, Mr Gordon maintained that this

volume had grown to $13 6 billion, according tated toward automatic facultative and has been true only for a small portion of the
NEW YORK-Longtime reinsurance exec- to statistics compiled by the RAA treaty reinsurance, Mr Gordon explained market and that the majority of insurers

utives talk about their business as if it FTere While the industry's latest down cycle has The phenomenal interest rates of the late "quietly and steadily go their way" with
a small town that grew into a malor metrop- been its most severe, veteran reinsurance ob- 1970s encouraged insurers and reinsurers to their reinsurers
olls servers note that such cycles are hardly new focus on long-tail liability risks, which al- "You don't hear many stories about this

The market that today includes scores of The early 1960s were terrible years for the lowed them to hold onto premiums-and You hear about the 10% to 15% of the market
U S reinsurers and intermediaries was a re- casualty reinsurance business, then suffering reap big investment gains-over longer peI·i- that always churns," he observed
latively small community as recently as the from inadequate pricing and large losses, In- ods, Mercantile's Mr Gilmore noted Reinsurers also are still fighting to build

1960s tere's Mr Gordon said High interest rates also allowed the experienced underwriting staffs
"When I broke into the business in 1963, I Property reinsurance markets also were cutthroat competition that developed The huge expansion of the business in the

would have been hard pressed to name 15 to deteriorating when a string of tornadoes "It encouraged everybody to do anything 1970s brought in large numbers of under-
20 domestic markets that I could go to," re- swept across a wide swath of the Midwest in on the underwriting side and think they Rere writing executives who did not adequately
flected Ronald J Taylor, president and chief the spring of 1965 Hurricane Betsy followed not going to lose enough to waste the invest- understand the business, observers note
executive of G L Hodson & Son Inc, a Cor- in September of that year, wreaking havoc ment income," Mr Gilmore observed For example, the growth of the facultative

roon & Black Corp unit "The proliferation on insurance and reinsurance markets The result was the "bloodbath" of the market made -overnight" reinsurance exec-
has been incredible " "That was the time the reinsurance indus- early 1980s, in which the industry racked up utives out of former excess and surplus lines

Ward B Gordon, chairman and chief exec- try was last tested as to what two big knocks losses far worse than any before, he said underwriters, Mr Gordon said

utive of New York-based Intere Interme- could do," Mr Gordon observed "It had the Many reinsurers-particularly fringe play- "We are still weeding them out," he noted

diaries Inc , likewise recalls only about one market reeling Everybody was talking to ers representing some of the naive capacity "There were times when the talent didn't

dozen pro-rata property reinsurance mar- themselves " of the 19705-became insolvent or withdrew match the need," Mr Taylor said Many ex-
kets in his early years as a broker One result was a drying up of retroces- from the market, severely shaken ecutives were "thrust into positions they

"We knew everybody in the business by sional capacity and an Increase in net-line Shocked by its losses, the market turned in were unprepared for "
their first name," he said "Everybody " underwriting late 1984 and over the next three years ex- The problem still has not been completely

That changed in the 19705, when high in- "It took a lot of time to pull it back to- acted huge price increases and coverage re- solved, said Mercantile's Mr Gilmore "I
vestment yields, a weak dollar and other gether," he noted strictions from ceding insurer clients think we still have a lot of people out there

factors drew huge sums of new-many would Conditions changed in the 1970s as the While industry sources report some soft- who could use a whole lot more education,
later say "naive"-capital into the reinsur- market was inundated with a variety of new ening in pricing lately, many of the changes training and experience than they've got "
ance marketplace players, all attracted by the prospect of wrought by the hard market are still ap- While the debacle of the early 19805 shook

This in flux of capacity also laid the above-average returns on investment parent many marginal players out of the market,

groundwork for what many reinsurance ex- A declining dollar first attracted foreign For example, reinsurers have moved away there still are far more reinsurers and bro-
ecutives now consider one of the Industry's reinsurers and insurers, who built up U S from pro-rata toward excess-of-loss casualty kers than there were 20 years ago
ma]or failures the fierce rate competition branch operations, observers note Domestic treaty contracts, which provide a clearly de- G L Hodson's Mr Taylor noted that an of-

that resulted in disastrous underwrit-ng insurers also formed new assumed reinsur- fined attachment level and can shield the ficial of a ma]or U S reinsurer told him two
losses and the withdrawal or insolvency of ance operations reinsurer from the effects of inadequate pri- or three years ago that the company dealt
many reinsurers in the 1980s And, captive insurance companies, spurred mary insurance rates, noted Michael W with 54 producing reinsurance brokers

The industry has only recently begun to by U S tax law changes, became big players Cashman Sr, president of E W Blanche Co "That's a staggering number to me "
recover-financially and professionally- in the reinsurance market in the late 19705 Ltd. Partnership in Minneapolis Most reinsurance executives agree that the

from the soft market, observers say New entrants into the reinsurance busi- Where a high rating from A M Best Co growth, despite the problems lt created, has
"In the 1970s and early 1980s, everybody ness in the early 1970s were enticed in part would have been sufficient proof of a rein- not been a bad thing

and his uncle got Into the business, and there by the relatively high investment gains pos- surer's financial stability 25 years ago, most The proliferation of brokers has created
were a lot of unrealistic and unstable play- sible at the time, according to Mr Gordon ma]or brokers now maintain in-house cadres competition, which in turn has encouraged a
ers out there," said Michael G Fitt, chair- "Sound familiar?" he asked of analysts to assess reinsurer security, G L more aggressive, innovative approach than
man and president of Employers Reinsur- Many new players also were attracted by Hodson's Mr Taylor pointed out was the norm two decades ago, according

ance Corp of Overland Park, Kan the ease with which they could enter the "That was unheard of in the shops I to Mr Taylor
"We are now getting back to a more stable market, said Richard F Gilmore, president worked in in those days, ' he recalled "I think we are just a more knowledgeable

and select group of reinsurers," Mr Fitt said and chief executive of Mercantile & General Other legacies of the 1970s boom and the group of people than we were then," he said
"Most of the fringe players are out " Reinsurance Co of America in Morristown, 1980s bust still pervade the industry "Competition has forced us to be better '

Despite the market shakeout, the U S re- N J "All you needed was a shingle, an office The latest cycle has witnessed an erosion "Reinsurance has played a huge part in the
insurance industry 15 far larger than it was and somebody called an underwriter And I of the principle that reinsurers follow the growth and development of the U S insur-
two decades ago According to figures cited emphasize 'called' an underwriter " fortunes of their ceding company clients, Mr ance industry," Mr Gordon agreed "It's a
by the Reinsurance Assn of America, the A "big, fat facultative market" developed Cashman noted "It developed Into less of an much better business in the last analysis It's
net premium volume written by U S rein- to support the large casualty lines ceding in- understanding kind of relationship into more hard to give up the club atmosphere, but I
surers in 1967 was estimated at less than $2 surers were underwriting, and many rein- of a litigious, adversarial relationship " think it'S healthier and better overall "

Risk managers' roles
Continued from prevzous page

To help them meet theirisgromwaigreerpanlt;/tienfnednpn2:g roolles;within their companies,
especially computerization And they are seeking and getting more educa-
tion 1

The risk administrator for a paper distributor with $180 million in 1%V<' , ',4< , Vassets says that, even in his 21/2 years in the business, he has noted that k %there is more "knowledge and sophistication required, (more) use of com- ; 1puters, (more) financial expertise required "
Richard M Inserra, vp of Triangle Industries Inc in New York, with

seven years in the profession, says the job has become -more analytical *0 , anz=ru ZUU:riZIUZZZILXYE *»*C%

it is available via data bases on personal computers "

the major differences noted during his 21 years as a risk manager by the
director of risk management for a forests products company with $3 8
billion in sales

And, the risk manager of a real estate and holding company with four 1 ,

years' experience says that the business has become more sophisticated
because of "the tools to work with, primarily computers and the appropri- i

ate software " r r =<©-rq
The risk management professionals who responded to the BI survey are

just as optimistic about the continued growth of their profession as they
are optimistic about how far it has come

Now that they have achieved a position of respect and authority within
the corporate world, they have no intention of going anywhere but
forward

Dennis C Doherty, risk manager for Hennepin County in Minnesota and
an 11-year veteran of the Industry, says he expects the next 20 years to
bring "an acceleration of the past, a growing recognition of the inter-re- 66...things that go bump in the night."
lationships between organizational and behavioral factors involved in
both business and fortuitous risks " Like "things that go bump in the night

"I see the departments growing larger and managing more," agrees the
, hazards often lurk in the

risk manager for a manufacturing company with $100 million in assets
darkness of poorly defined, weakly implemented safety and health

And, the 15-year veteran adds, "With larger departments comes special- management systems. Let the loss control experts at Hewitt, Coleman
ization within the departments "

Ralph F Perry, vp of Amfac Inc in San Francisco and a risk manager throw some light on the subject! Commitment, Analysis, Planning,
with 18 years' experience, predicts "continued emphasis on large risk- Action-Hewitt, Coleman's CAPA program-the results can be luminous!
taking by major insureds and a broader acceptance of the risk manage-
ment principles-particularly risk evaluation, risk avoidance and risk re-
duction " Calll-800-421-9139 In S.C., calll-242-4350

And Carrol E Henkel, division risk manager for High's, a division of the
Southland Corp in Laurel, Md, expects the next 20 years to bring "in-
creased recognition of risk management m protecting assets to maximize RO. Box 3665,2717 Poinsett Highway, Greenville, SC 29608
profits and its value in overall applications "

In short, the risk managers think they have come quite a way in the last
with Branches and affiliated offices in major cities

20 years And, they add, they have only begun the ]ourney m
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The professional marketplace
RATES AND CLOSING TIME:

Rates: Display class*ed is $92 75 per column mch, min,mum of one inch Stmight class#d ts Closing: Published every Monday. Copy must m typewritten form by noon Tuesday, 6
$7.50 per hne, min,mum of 5 hnes Count 34 characters per line (include ench space and days preceding publishing date No verbal phone copy accepted Prepayment required for
punctuation as a character) Additional $15 00 charge for all blind box ads Only those reponses stmight advertisements. Mad ads to Margaret Hikido, Classied Advertising, 740 N Rush
which t mto a business size envelope wtll be fowarded Responses are fowarded daily, St Chicago. IL 60611 For more mformation call 312-649-5340.

CAROLYN DAVIS COMMERCIAL LINES HARVARD AIMES GROUP

INSURANCE MARKETING/UNDERWRITING Executive Search

ASSOCIATES, INC Looking for aMANAGER-SAVANNAH

CAREERS
Risk Management, Benefits and

Large, rapidly growing agency Insurance Professionals

Staffing Consultants t seeking Individual with carrier
candidate to

6 Holcomb St PO Box 16006commercial underwriting or

vvith Fireman's Fund the Insurance Industry agency commercial placement ex- West Haven, CT 06516 fill the Job?
(203) 933-1976701 Westchester Avenue penence

Suite 308 W Will work with Account Executives

F
in new and renewal business de-ireman's Fund Insurance Companies is White Plains. NY 10604
velopment Also will co-ordirlate

one of the San Francisco Bay Area's lead- (914) 682-7040 E & S MANAGER
with division head on developing Advertise in The

National Underwriting Agencying employers We have several challenging standard carrier and E&S relation-
ships Must have ability to super- seeking experienced person to Professionalopportunities for insurance professionals to
vise support staff

manage office in New Orleans,
become part of our innovative team These Louisiana Call E Wick, 1-800-

Send confidential resume' and sal- Marketplace
positions are located at our facilities in management 521-1918

ag requirements to BURNS & WILCOX LTD and reachMarin and Sonoma Counties Director, Personnel Manager National Underwriting Managers
State of Jones, Hill & Mercer 140,333 Top

• ENVIRONMENTAL CLAIMS P 0 Box 9966
Washington Committee Savannah, Georgia 31412 Professionals!SPECIALISTS for Deterred Compensation

AGENCY/BROKER SPECIALISTWe're looking for individuals to be Involved Immediate opening in Olympia,
Washington Position responsible PROPERTY-CASUALTY

m the handling of environmental and toxic
for directing, planning and manag- SELF-FUNDED MARKETS Call 312/649-5340

tort claims Responsibilities include nation- Ing the State of Washington De- For a HALE SEARCH GROUP
EXECUTIVE SEARCH & RECRUITMENTwide claim adjustments, evalutions, settle- ferred Compensation program Concise MR BOB F REECE for details.

ments, negotiations and litigation management Prefer candidates possess bache- and 2596-C Reynolda Adlofs In Business Administration,
Winston Salem, NC 27106You should enjoy working in a rapidly de- Economics, or allied field including Logical (919) 724-0234

veloping legal area with new and changing Course work In accounting, and 5
years' experience Involving active Approach

technical challenges Positions require a mini- HELP WANTED

portfolio management and security to

mum 5 years insurance claims experience to analysts with a major financial in- Risk FOR SALE VICE PRESIDENT

ADMINISTRATION & MARKETINGinclude general liability, products liability stitution with emphasis on post-re- MGA LICENSE

and litigation Positions are based at our tirement financial planning and de- Management Winston-Salem, N C location-Spe-
Texas Grandfathered emily writer of auto physical damagemonstrated experience in

Petaluma facility (Job #LAM-033) Recruiting License For Sale and liabillty-growth company requires
developing and using complex Reply to expertise in administrative functions
computer models and personal D Mallace and marketing track record Report lo

President Send resume and salary re-
I VOCATIONAL REHABILITATION computers, telecommunications P 0 Box 1663

quirements to Bunn H Lee, Universal
TECHNICAL ADVISER and electronically available infor-

mahon A master's in a field listed 1_IC Evanston, IL 60204 Insurance Company, P O Box 11065,
312/866-7400 x 210 Winston-Salem, NC 27106

As part of our Claims Department at our above may sub for one year of ex-
Home Office m Novato, the individual we penence Additional qualifying ex- Associates, Inc CLAIMS EXAMINER

penence may sub year for year for Winston-Salem, N C location-Exper-seek will be responsible for providing pro- education Salary $40,000-50,000 EXECUTIVE SEARCH BUSINESS OPPORTUNITIES tise in auto physical damage and habil-
tty claims-growth company Send re-gram development and technical direction ln per year DOQ Send resumes by

the vocational rehabilitation disposition of 11/13/87 to George Masten, CONSULTANTS sume and salary requirements to Bunn

PROGRAM BUSINESS H Lee, Universal Insurance Company,
Committee for Deferred Co P O Box 11065, Winston-Salem, N Cclaims Qualfied candidates will have a 170 Broadway Brokers and Agents looking for an in-
Compensation, Chair person, surance company to support their Dro-

27106

minimum 5 years experience as a Certified 1400 Evergreen Park Dr. SW, New York, N Y 10038 gram or association should conta/thox
Rehabilitation Counselor and/or Certified In- Olympia, WA 98504 EOE (212) 227-8000 2134, Business Insurance, 740 Rush St , PROPERTY/CASUALTY

Chicago, IL 60611 We are a firm spe- CLAIMS MANAGER

surance Rehabilitation Specialist for a Workers' cializing m program placement, devel- Metropolitan Stevedore Company has
opment and control an immediate career opportunity in itsCompensation Carrier or self-insured com- Insurance Division located in Long

pany Superior knowledge of Workers' Com- Beach, California for a Property/Ca-
WANTED sualty Claims Manager Primary re-

pensation legal systems is required Master's RISK MANAGER Medium size Midwestern agency look- sponsibilities involve the management
ing to acquire property/casualty of a self-insured workers compensationdegree in a health support science program COUNTY OF HENRICO agency m the following states AZ, GA, program and coorporate hability insur-
IL, IN, MI, OH, OK Are interested inor equivalent Experience in medical man- (Position #0021) ance program Applicants should have
finding agency with a heavy concentra- a minimum of 3 years of managerial ex-

agement a plus Some travel to various Admintwration of the Henrico County c Risk Management Progim which includef tion in transportation with volume perience, excellent communication
Workers Compensation (modified self infurance), Property and liability lines (fully self range of $1 5-$5 million Please send

branch offices is involved (Job #LAM-034) skills,and sound decision-making abil-
infured), safety and loss control program, Long Term Digability program, coordination particulars to Box 2342, Business in- tty Experience with Longshore com-
of activities between staff and independent cootractor for adJucting and loss control surance, 740 Rush St . Chicago. IL pensation claims and cargo losses is

60611-2590
crvices Preparation of spectfications for the award of individual contracts Coordinate desired but not required A college de-

• TRAINING SPECIALIST
activmef between County ,taff, consultants and providers of group hospitalization gree is preferred This position is an

As a Commercial Underwriting Trainer at excellent opportunity for a motivated
protection Needs good knowledge of Infurance theory and its application, thorough RETAIL TRUCK PRODUCERS WANTED individual and has a salary range of
knowledge of record maintenance and purehang practice, Requires a bachelor , degreeour Training Center in Petaluma, you 'lldesign, We are currently seeking experienced, $42,000 to $50,000 plus an excellent
in businea economics or related field and three years experience In incurance manage licensed retail producers to represent fringe benefit program To apply, sendimplement, and evaluate programs for com- ment. risk management or a directly related field, or any equivalent combination of Besl's A + Rated truck liability, physt- resume to Mr James R Callahan, As-

cal damage and cargo market in the sistant Vice President, Metropolitanmercial underwnting and marketing positions experience and training which provides the required knowlege skills and abilittes
Salary range $26 440-$44.284 following states CO, NV & WY Please Stevedore Company, P O Box 547, Wit-

reply to Box 2346. Business Insur- mington, California 90748You'll also create special courses to support Deadline for receipt of completed Henr,co County application ts November 6 1987 ance, 740 Rush St , Chicago, IL 60611-
new systems releases Strong writing skills Recuma Rceived without County application form will not be accepted Applications 2590

are available al SR UNDERWRITER
are essential since you'll prepare instructor Personnel Department

Rapidly expanding Torrance InsuranceCounty of Henrico Government Center
manuals, lesson plans, and other course maten- REQUEST FOR PROPOSALS Broker/Claims Administrator has an

P O Box 27032 The State of Louisiana, lhrough lhe immediate opening for a Senior Un-
als Training participants and monitor.ng Parham & Hungary Spring Rds Board of Trustees of the Slate Employ- derwriter Group benefits-Minimum 5

Richmond, VA 23273 ees Group Benefits Program, cordially years underwriting experience with antheir performance will also be your responsi- EOE Invites proposals from any Utihiation insurance company and/or brokerage,
Review Organwation, having an estab- knowledge of spread sheets and Lotusbility Qualified candidates will have at least
lished office engaging in that pro- preferred, detail oriented, good com-

5 years of proven underwriting expertise plus fession, such firm having a minimum of munication skills and ability to inter-
two (2) years experience in utilization face with all levels of management Forcollege level coursework or professional ex- review, and who currently provides interview please send resume to

 such services to at least one (1) health Keenan & Associates, Attn Lisa Net-perience in adult learning, instructional de-
I and accident benefit plan with a group son, P 0 Box 4328, Torrance, CA

sign or a related field Ability to lead complex
projects is essential (Job #LAM-035) CASUALTY CLAIMS

1 size of ten thousand (10,000) covered 90510
1 employees or more Proposals must be
I received by the State Employees Group
1 Benefits Program prior to 10 00 a m on CHIEF, DIV OF RISK MANAGEMENT

We offer competitive salanes and a compre- REPRESENTATIVE MONTGOMERY COUNTY, MD1 November 14,1987 For more informa-
tion contact Dr James D McEIveen, $41,419-$66,513

hensive benefits package which Includes an The Atlanta Office of the world's leading Insurance Broker has  Executive Director, State Employees Montgomery County seeks applicationsGroup Benefits Program, P O Box for a Risk Manager The Risk Manage-Employee Stock Ownership Plan and Incen- an excellent opportunity for a qualified person • 44036, Baton Rouge, Louisiana 70804 ment Division Consists of Insurance,

tive Savings Plan Please send your resume The candidate must be capable of handling highly complex claims Safely and Medical Sections The posi-
lion manages $13 1 million Risk Man-

with salary history, indicating position of in- to completion and dealing with clients at the executive level as well •
HELP WANTED agement operating budget The position

as with claim managers and supervisors of insurers consults to seven participating Agen-terest with appropriate Job #, to Fireman's This individual must be a self starter and possess excellent oral cies, designing and maintaining fund-

Fund Insurance Companies, Central ing mechanisms for Self-Insured
and written communication skills A high degree of expertise in SITUATION WANTED SR FIN OFFICER Worker's Compensation for 33,000 em-

Employment Services, 4040 Civic Center casualty is required with special emphasis on large and complex 12+ yrs exp P/C Ins /Reins Company ployees and volunteers, General Libi-
Agency, Intermediary bkirnd inclds fi- lity, Automobile Liability, MasterDn, San Rafael, CA 94912 An equal oppor- 81 exposures and Occurrence/Claims-Made Experience on Na- nance, planning, control, regulatory Property Program for $1 96 billion in
Team player w/effective management property values, administering thetunity employer Principals only, please tional Accounts a must
and communication skills Will reloc Commercial Insurance Program aCollege Degree, Legal and Claims education Is desirable Box 2330, Business Insurance, 740 Rush Safety and Loss Control Program, em-

Please send your resume including Salary History, marked con. St, Chicago, IL 60611-2590 ployee medical examinations and
fidential, in complete confidence to claims management Requires Bach

deg in Bus/Pub Admin and five (5)
Mr Richard B James MARKETING REP yrs related exp, two (2) yrs of which

Marsh & McLennan, Inc. National Chiropractic Review seeking must have been in a mgment capacity,
individuals to market chiropractic or equiv comb of ed/exp Applic, flyerCEN/6,) P O Box 105008 management program Opportunity & special supplemenlal may be ob-

FIREMANS FUND Atlanta, GA 30348
specifically designed for individuals tanled from and must be returned to
currently marketing insurance-related Montgomery County Government Per-

INSURA,IDE COMPANIES EOE rn/f services/products Excellent financial sonnel Office-Employment Division,
reward BARBARA GUTSTAOT 609- 101 Monroe Street, Rockville, MD 20850

-
267-3838 (301) 251-2252 by November 30,1987
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Time capsule: 1986
2,1986) The measures, which are designed to reduce liability expo-

*** sures and make insurance more available and affordable,

Proponents of California's successful Proposition 51 tort represent an unprecedented movement toward reform of the
reform initiative say their victory last week is a mandate for clvil justice system

State regulators say the Insurance Services Office Inc will civil Justice reform, but opponents say it is just a narrow Of those 34 states, however, experts say that only nine have
have to make ma]or changes in its proposed claims-made statement by voters that they want lower insurance rates passed significant reform legislation And in one of those
commercial general liability policy form if the form iS to be Proposition 51, which was approved by a margin of more nine states, Florida, insurers are protesting the linking of
accepted nationwide than 2-to-1, repeals the application of the doctrine of Joint reforms to insurance rate rollbacks (BI, Aug 18, 1986)

***

ISO had hoped the form would be accepted for use in all and several liability to non-economic damage awards in
states by Jan 1 third-party liability lawsuits Although the initiative affects The merger of Fred S James & Co Inc and The Crump

To date, 12 states have relected ISO's revised form, eight all cases yet to go to trial, the courts will determine its effect Cos Inc will make the new entity the fourth-largest U S
have formally accepted it and five others have laws permit- on cases currently on trial (BI, June 9 1986) broker

ting the use of the form unless the insurance department *** And, Lloyd's of London broker Sedgwick Group PLC,
specifically relects it At least seven insurers are not writing new commercial which owns James will significantly narrow the revenue gap

The remaining states have not acted on the form (BI. Jan property or hability policies in Florida, after passage of leg- between itself and Alexander & Alexander Services Inc, the
13,1986) islation that would freeze rates, force liability premium re- world's second-largest broker Sedgwick is buying Crump for

*** funds this year and authorize 1987 rate rollbacks to 1984 $307 million (BI. Sept 1,1986)
***

The Winter Carnival in St Paul, Minn , is cool again, now levels
that lt has found insurance for its main attraction The bill also includes tort reform measures and gives the The proposed tax reform act will make it more expensive to

After a monthlong search, the carnival has $1 million of Florida Department of Insurance greater authority to control operate offshore group captive insurance companies, but ex-
professional liability insurance to cover the architects of rates perts are not sure whether the added expense will quell inter-
what the carnival claims will be the world's largest-ever ice Insurers say the legislation will cause them to lose money est in the captives
castle Without the coverage, the architects would not have just as profits are beginning to return to the industry, and The tax bill, which was approved last month by a congres-
allowed the carnival to use their plans for the 15-story struc- risk managers fear that the law will force even more insurers sional conference committee, includes a provision that would
ture (BI, Jan 20, 1986) out of the state, further drying up capacity (BI, June 16, make shareholders m offshore group captives liable for cur-

***

1986) rent-year taxes on the captives' income from insuring U S
Last week's explosion of the space shuttle Challenger is *** risks Currently, U S shareholders that own less than 10% of

likely to result in relatively few claims for insurers because an offshore group captive's stock can defer taxes on the cap-
no satellites were aboard the shuttle and the U S government J tives' income until lt lS actually paid to shareholders (BI,
will indemnify shuttle contractors for at least part of their Proponents of California's Proposition Sept 15, 1986)

***

liability losses in the disaster, which killed seven astronauts
However, the explosion 15 likely to have a profound impact 51 say their victory is a mandate for civil A federal Judge has denied MeNeilab Inc, a unit of Johnson

on the market for satellite launch insurance, which already is justice reform, but opponents say it is & Johnson, coverage under its excess liability insurance pro-
reeling from extremely high losses over the last two years (BI, gram for costs related to the 1982 recall of Extra-Strength
Feb 3,1986) just a narrow statement by voters that Tylenol capsules MeNellab is expected to appeal

***

they want lower insurance rates. The Judge ruled that the excess coverage did not include
Two U S senators are proposing an expansion of the fed- the estimated $100 million cost of recalling the capsules after

eral Risk Retention Act to make it easier for businesses to A several Chicago-area people died after taking capsules laced
band together to self-insure liability risks and buy lia- with cyanide The judge said that Johnson & Johnson should
bility insurance on a group basis The Senate Commerce Committee has approved and sent to have purchased recall coverage (BI, Sept 22,1986)

The Republican senators, John Danforth of Missouri and the Senate floor a comprehensive federal product liability ***

Robert Kasten of Wisconsin, will soon Introduce legislation bill, and observers say the measure has a chance of passage in Experts are predicting a surge in the growth of domesti-
to expand the Risk Retention Act, which currently applies the Senate cally chartered group-owned captives in the wake of expan-
only to product liability coverage, to all commercial liability The bill, which makes several tort and product liability sion of the Risk Retention Act and the tight insurance
lines except workers compensation The 1981 act lets busin- reforms, was passed after only three weeks of debate and market, coupled with changes m tax law making offshore
esses self-fund product liability as a group and buy product votes but after several years of lobbying by business groups captives less desirable
liability coverage on a group basis, without having to meet (BI, June 30,1986) Groups already are beginning to mobilize to take advan-
numerous state requirements (BI, Feb 24 1986)

*** tage of the expansion of the act, which has been sent to Presi-
*** dent Reagan for his signature The new law allows special

New excess liability insurance facilities are being deve- July commercial property/casualty insurance renewals are multiple-owned captives, called risk retention groups, to op-
loped to supplement the capacity offered by the recently suffering from the proverbial good news/bad news syndrome erate nationwide to provide all casualty coverages except
formed ACE Insurance Co Ltd and Tortuga Casualty Co The good news Unlike the first of the year, rates are stabi- workers compensation to group members (BI, Oct 20,1986)

In addition, brokers Marsh & MeLennan Cos Inc and lizing and there is sufficient capacity for primary general
***

Johnson & Higgins are jointly trying to organize a group of liability and all forms of property insurance except earth- Democratic control of the U S Senate could kill the

U S property/casualty insurers to establish a line slip to quake coverage Even a few pockets of competition in these chances for approval of federal product liability reform leg-
write limits of $75 million excess of $25 million to underlie lines are appearing islation, Washington observers say

the $100 million excess of $100 million already available The bad news Rates are still going up and capacity is still The expected ascension of Sen Ernest Hollings, D-S C, to
from the Caymans-domiciled ACE far short of demand for most excess liability insurance cover- the chair of the Senate Commerce Committee is likely to deal

And, M&M and Morgan Guaranty Co are helping in the ages and special risk lines, Including professional liability, a crippling blow to the chances for federal product liability
formation of a new Bermuda-domiciled insurer, to be called directors and officers liability and municipal liability insur- reform
X L Insurance Co Ltd (BI, March 17, 1986) ance (BI, July 14, 1986) The 55-45 Senate malority won by Democrats in last

*** *** week's elections also could change the outlook for other
New York-based Midland Insurance Co, which was insol- A total of 39 states have adopted the Insurance Services 1SSUeS affecting risk and benefit managers, the observers

vent by $34 6 million at year-end 1985, has consented to a Office Inc 's revised claims-made commercial general liabil- say (BI, Nov 10, 1986)
liquidation order filed by the New York Insurance Depart- 1ty p011Cy, although six states still bar its use entirely and

***

ment five others have or are likely to restrict its use Three syndicates on the New York Insurance Exchange
The liquidation comes after the insurer's parent, Katy In- But insurers so far appear to be forcing the use of the form have been declared insolvent by the exchange's board of gov-

dustries of Elgin, Ill, had written off its investment in the for primary coverage only on the most hazardous and largest ernors and are facing liquidation
insurer and efforts to find a buyer had failed The in- businesses The board last month found The Heartland Group Inc in-
surer, which lS licensed in all 50 states, was a victim of the When higher limits of excess coverage are sought, however, solvent and ordered it to prepare a rehabilitation plan If the
competitive market, according to New York regulators (BI, insurers-especially surplus lines insurers-are more likely board does not approve the plan, lt probably will seek liqui-
April 14, 1986) to require a claims-made form, observers say (BI, July 21, dation of the syndicate, officials said

*** 1986) In addition, The Burt Syndicate Inc and The First New
***

West Virginia's governor has signed a law that should en- York Syndicate Corp have been ordered by a New York court
sure the availability of professional malpractice coverage to With massive insurance rate increases propelling insurer to show cause why they should not be liquidated (BI, Nov 17,

physicians, health care providers and others in the state profits to record highs, is now the time to invest in property/ 1986)
The new law is the amended version of an earlier bill that casualty insurance stocks?

***

insurers said would restrict their ability to underwrite and Stock analysts say yes Property/casualty stocks should The California Insurance Department iS working on an

that had caused some insurers to say they would stop doing outperform the overall market over the next year or two 11th-hour plan to 1nfuse "significant amounts of additional
business in the state Those insurers have agreed to con- "At these price levels, we're pretty much recommending capital" into Misssion Insurance Co to save it from liquida-
tinue writing in West Virginia under the new law, which them across the board, ' says David Seifer, vp at First Boston tion, according to MIC's parent, Mission Insurance Group
eliminates a prohibition against non-renewals but retains a Corp in New York (BI, Aug 4, 1986) Inc

prohibition against cancellations, caps non-economic dam-
*** The department ts looking to various parties, "each of

ages in medical malpractice cases at $1 million and modifies Forced to action by the crisis m liability insurance, 34 whom has an interest in seeing that the liquidation of (MIC)
somewhat the doctrine of joint and several liability (BL June states have enacted tort reform measures is avoided," MIG said in a statement (BI, Dec 22,1986) m

The professional marketplace

The
RETAIL TRUCK

PRODUCERS WANTED COMMERCIAL UNES MARKETING MANAGER SALES/SALES MANAGEMENT OPPORTUNITIES 
Fast paced and rapidly growing Denver office of a national Our clients, most of which comprise the "top 100" list of US agencies/bro

Professional
Due to program expansion, we are

brokerage is seeking an experienced Commercial Lines Mar- kerages, are seeking proven and stable production account executives and
currently seeking experienced, 11 keting Manager sales management personnel We currently have listings across the United

Marketplace
censed, retail producers to repre- Ideal candidate will have ten or more years of insurance indus- States in Chicago, San Francisco, Los Angeles, Nebraska, Florida, Colorado,
sent "A" rated truck physical dam try experlence and three or more years of agency marketing Mississippi, North/South Carolina, Atlanta, Maine, New York, Connecticut, Dal

age program In the following states experience You must have excellent communication skills and las, Houston, and Ohio, to mention a few metropolitan locations Must possess

TARGETS Florida, Georgia, Kentucky, Missis be a detail oriented, Innovative team player You must also be successful track record m the development of commercial P&C business with

sippl, Oklahoma, Virginia and W Vir- capable of dealing effectively with our professional staff and existing P&C agency experience preferred A successful sales record with any

your BEST ginia insurance company representatives of the DIRECT WRITING COMPANIES will draw interest in today's market

Competitive compensation with outstanding benefit package Starting salaries will range from $50,000 to $100,000 potential, plus car,
Please reply to

JOB For consideration, send resume with salary history to expenses, and bonus incentives
Box 2320, Business Insurance

D. Muller
740 Rush St P.O. Box 180 Insurance Staffing Consultants

Candidates Chicago, IL 60611-2590 Denver. CO 80202

GILBERT - HAFNER & CO

6060 N. Central #470, Dallas, TX 75206, (214) 361-9341
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20 years of risk management innovations

British storm damage tention Claims against General Ac-

cident probably will total between

Equal Cont:nued from j: age 1 20 million and 30 million pounds
All-Industry Research Advisory Council, a re- (between $33 7 million and $50 5
search organizat on sponsored by the property/ million), he estimatedOpportunities .

casualty industry (BI, March 16) Hurricane The combined effect of the storm
...Gloria, which hit the Atlantic coast from Florida and last week's stock market crash

Ea ch weekly issue of to Maine in Seftember 1985, generated losses (see stories beginning on page 1) is now estimated at $618 million, says AIRAC "bound to have a tendency to de-Business Insurance gives Market estimates of Britain's total insured crease capacity rather than increase
you an equal opportunity weather loss for last year's severe weather show it," 1-

Mr Robertson warned

insurers were hi- with between 250 million and Lloyd's probably will pay out r-to reach and motivate 300 million pounds (between $421 million and "tens of millions of pounds"in
Bl's more than 133,000 $505 2 million) in claims, and this month's claims as a result of the storm, even

windstorm "wonld certainly be double that," though only 25% of ltS business is
purchasing influentials said John Austin, assistant general manager of U K -based, said a spokesman

. . . top administrative the Mercantile & General Reinsurance Co However, because most of the
PLC storm-related claims against Lloyd's

and financial executives, Mr Austin added that insurers are now wor- will be reinsurance claims, lt will be

risk managers, employee med about the serious flooding that has followed "some weeks" before a more accu-
r

the storm rate estimate of the market's losses

benefits managers and The damage caused by this month's windstorm can be made, the spokesman added
the agents and brokers "must be considerably worse" than last year's The storm that ravaged southern

total winter losses, agreed Peter Foster, group England from Bristol to Norwich, as
who serve their needs. financial director of Commercial Union Assur- well as the Channel Islands and

ance Co PLC western France, is reported to be

When you want to reach In the first quarter of 1987, CU suffered gross the worst storm in the area since
losses of 25 million pounds ($40 25 million at 1703

your prime audience, the March 31 exchange rates) and net losses after Londoners awoke on Friday, Oct
Business Insurance reinsurance of 15 million ($24 15 million) as a 16, to find hundreds of thousands of

result of the winter weather, he said the capital's trees uprooted, roofs Photo REX/RDR Productions

audience is unequalled! The initial impact of the damage caused by the destroyed, scaffol(ling torn away A felled tree testifies to the extensive damage wrought
storm will hit the top 12 British insurance com- and downed telephone lines In ad-

PUBLISHING   CLOSING panies that write the bulk of Britain's property/ dition, for the first time since World
by the storm that hit London and surrounding areas.

DATES /1 DATES casualty business, stock analysts say Among the War II, the entire city was without electricity highways and railway tracks, is uninsured and
top U K property/casualty insurance companies "We had 1,200 telephone poles down in (the will have to be funded by local authorities
are Commercial Union, General Accident Fire & counties) of Kent and East Sussex alone, and Government ministers decided last week at an

Jun 1 May 19 Life Assurance Corp PLC, Guardian Royal some 2 million meters of overhead wire need re- emergency meeting to grant emergency aid to
Exchange Assurance PLC, Royal Insurance placing," said a spokesman for British Telecom districts affected by the hurricane

Jun 0 May 27 PLC, and Sun Alliance PLC, which manages Britain's national tele- It is the first time the emergency plan, known
However, one Lloyd's underwriterwho did not phone network as the "Bellwin rule" has been used since it was

Jun 15 Jun 3 want to be identified believes that the rein- British Telecom is "self-insured, and the costs formulated in 1983, after Britain's severe winter
surance markers losses from the storm even- of the storm will be contained within our normal of 1981-82, said a spokesman from the Depart-

Jun 22 Jun 9 tually will be greater than the losses lt suffered business plan," the spokesman said ment of the Environment
because of Hurncane Alicia In addition, areas such as Wales that were not Under the plan, named after former environ-

Jun 29 Jun 17 Only between 20% and 25% of the U K pri- hit by the storm's hurncane force winds suffered ment minister Lord Bellwin, local authorities
mary insurance market does not reinsure their severe flooding as rains swept across the country must bear a certain minimum cost, which iS de-

Jul 6 Jun 21 catastrophe losses, and the remainder of the afterward cided by the government Then the government

Jul 13 Jun 00
U K market "reinsures at low levels," said the Four people were killed when a commuter contributes 75% of the remainder of the cost of
Lloyd's underwriter. train was washed into the Powys River in Wales the local authorities' emergency relief programs,

Jul 20 Jul 0 As a result, the hurricane will probably after a bridge collapsed in flood waters, a Brit- said the spokesman
tighten the softening rates In the catastrophe ish Rail spokesman confirmed British Rail, a However, the government will not contribute

Jul 47 Jul 15
reinsurance market," he said state-owned company, is fully self-insured to any loss that could have been insured, the

An official with another leading London- Although the winds and flooding mainly af- spokesman added
based reinsurer agreed "There were a lot of new fected personal property, sizable commercial "Where, for whatever reason, a local authorityAug 3 Jul 22 players coming into the catastrophe reinsurance Claims are also coming in, several London bro- refrains from insuring, it should do so m the

Aug 10 Jul 20 market causing rates to drop We were trying to kers said knowledge that it will have to bear any financial
stiffen people's backs up Now, hopefully, the For example, Ford Motor Co Ltd suffered ex- losses relating from that decision," according to

Aug 17 Aug 5 weather has done it for us," said the official, tensive damage at its main production plant m a circular sent to local authorities in 1983
who did not want to be named Dagenham, East London For example, "expenditure on repair, restora-

Aug 21 Aug 12 "This sort of loss, late in the year, iS the very "We are currently assessing the damage, and tion or replacement of the local authority prop-
meat and drink of the catastrophe reinsurance quality control is looking carefully at the dam- erty or services will not qualify for assistance

Aug 31 Aug 10 market This is our 'scaremongerer' to ward off a age done to new cars in the compound," a Ford unless the authority can demonstrate that it was
softening market," the reinsurer said spokesman said not possible to insure against the expenditure in

Scp 7 Aug 26 The reinsurer also estimated that the storm Ford's property coverage is written by Ber- the normally accepted sense," the circular
probably woula cost reinsurers "about 500 mil- muda-based Transcon Insurance Ltd , a captive reads

Scp 14 Scp 2 lion pounds " insurer Some 90% of Britain's local authorities are in-

Mr Austin of Mercantile & General Re agreed The total damage Ford sustained is expected sured with London-based Municipal Mutual In-
Scp 21 Sep 0 "The storm will retain the strength of the catas- to "exceed 1 million pounds" ($1 68 million), surance Ltd, said Municipal Mutual Assistant

trophe reinsurance market and help keep rates said the spokesman, who noted that the com- Manager John Payne
Scp 28 Sop 15 steady, despite the new capacity coming into the pany's deductibles are "fairly substantial " "This is without doubt the worst weather ex-

market " A 5,600-ton car ferry, the Hengist, owned by perience this company has suffered," he said,
Oct 5 Scp 23 Although 19E 6 was an excellent year for ca- Sealink U K Ltd, broke its moorings and ran predicting that claims against Municipal Mutual

tastrophe reinsurance, several events in 1987 aground in Folkestone, Kent, south of Dover, w,11 "probably run into tens of millions of
0,-l 12 vep 30 such as the severe winter weather in the U K with a skeleton crew of 22 aboard Nobody was pounds "

and flooding ir South Africa have helped keep injured, but the ferry was damaged and has Although district councils tend to insure most
Oct 19 Oct 7 the market firm, he noted been taken out of service, a Sealink spokeswo- of their properties, "relatively few county coun-

At least one of the United Kingdom's leading man said cils insure against storm damage So many
Ovt 26 Oct 10 insurers, Sun Alliance, carries no catastrophe In addition, cars and trucks were damagec on schools, for example, will not be covered," Mr
Nov 2 Oct 20

insurance another Sealink ferry, the St Christopher, Payne pointed out
"Our reinsurance program does not cover ca- which was sailing between Calais, France, and One major area of devastation that was com-

Nov 9 Oct 28 tastrophe loss,' Mr Taylor confirmed Dover when the storm struck pletely uninsured included many of England's
"We took the view two years ago that the costs "Three freight vehicles overturned and cars oldest trees For example, Kew Gardens, Lon-

Nov 16 Nov 3 for limited catastrophe cover offered by rein- were damaged, but nobody was injured," the don's famous botanical garden, lost thousands
surers were not valid when viewed against our spokeswoman said The ferry, which carries of trees, and some of Britain's oldest and rarest

Nov 16 Nov 3 huge solvency margin And we are still content 1,400 passengers and 310 cars when full, is also trees were lost in London's Chelsea Physic Gar-
with that policy," Mr Nelson explained damaged and has been taken out of service for den

Nov 23 Nov 11 Other leading primary insurers have reten- repairs, she said Lloyd's started a fund last week with a dona-
tions varying between 10 million pounds and 30 Sealink has hull insurance with Lloyd's of tion of 100,000 pounds ($168,400) from the cor-

Nov 30 Nov 18 million pounds (between $16 8 million and $50 5 London, she said Sealink would not reveal de- poration's central funds to help finance the res-
million), stock analysts agree tails of its insurance program, and the spokes- toration of Britain's "national heritage "

Dec 7 Nov 25 For example Commercial Union has catastro- woman said it was too early to estimate dam- "Insurers generally-even Lloyd's-are able to
phe reinsurance above a 15 million pound ($25 3 ages provide only limited and very specific insurance

Dec 14 Dec 2 million) retention, said Mr Foster The storm also badly hit Britain's farmers, cover for garden stock, and certainly such insur-
Commercial Union's reinsurance is placed in said a spokeswoman from National Farmers ance funds as are available will be inadequate to

Dec 21 Dec 8 markets in London and Continental Europe, in- Union Mutual Insurance Society Ltd, which in- meet the consequences of this catastrophe," said
cluding Lloyd s and Munich Reinsurance Co, sures 60% of Britain's farmers Lloyd's Chairman Peter Miller

Dec 28 Dec 16 according to Mr Foster "Every farmer in southeast Britain has been The fund will be used to help restore gardens
However, Mr Foster does not think the hurri- hit by storm damage and loss of income, ' the administered by the National Trust, a charity

cane will affect pricing "It's an exceptional NFU spokeswoman said Power failures hit that manages property throughout Britain, Kew

Business item and exceptional items don't have an impact chicken farmers badly and prevented the milk- Gardens and Chelsea Physic Garden, said a
on pricing," he said ing of cows, she said Lloyd's spokesman

Insurance Perth, Scotland-based General Accident Fire "Glass houses were very badly affected,' said In addition, the National Trust, which lost
& Life Assurance Corporation PLC carries ac- the spokeswoman, refernng to greenhouses 80% of the trees on its properties in southeast
cident reinsurance above 30 million pounds "There is not a pane of glass left in any glass England, has established a separate "disaster

New York (212)210-0133 ($50 5 million), confirmed General Manager house we insure, and Bntam unll probably have fund" to finance the restoration of Britain's
Chicago· (312)649-5275 Nelson Robertson to start importing glass in order to replace what devastated landscape, said a spokeswoman

Los Angeles· (213)651-3710 However, Mr Robertson does not expect that was broken "
the amount in claims eventually filed against However, much of the cost to clean up the Also contnbutzng to this story was Interna-
General Accident will exceed the insurer's re- country by, for example, removing trees from tional Edttor Stacy Shapzro
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Life/health insurers investment officer, according to a spokesman N J
"Earlier this summer, we started to move more He added that "when economic conditions are CEO survey

Cont,nued from page l to a cash basis, so now only 3%, or about $75 good, our business is excellent and when the Continued from page 2
"I do think that employers will see higher million of a total of $12 5 billion, is invested in economy is not good, our business is still good place-federal intervention in in-

health costs going into 1988" but not as a result securities and equities I don't know who had The benefits business is pretty much not af- surer regulation and efficiency of
of stock market activity, Mr Butler said the crystal ball," the spokesman said fected by events like this " product distribution

Equity investments represent a small portion Common stock represents 16% of Metropoli- "From our vantage point, we expect no real AIDS stayed at the top of outside
of Travelers' surplus, and its group health insur- tan Life Insurance Co 's entire assets, ' so the difference or effect on prices and availability," directors' concerns in five years,
ance loss reserves are backed by bonds, said effect on surplus will be minor," said a spokes- said Peter Moynihan, a senior vp with UNUM but the directors then listed fed-
a company spokeswoman man for the New York-based insurer Corp in Portland, Maine eral intervention in regulation, re-

Some $550 million of Travelers $36 6 billion in While noting that it iS too early to tell, he Only 2% of UNUM's total invested assets is in maining competitive and tax law
invested assets is in common stock, with the bal- added that Metropolitan does not expect any equities, although equities make up about 18% changes as the next three most im-
ance in bonds, mortgage loans, cash and short- maJor impact on the pricing and availability of of UNUM's $1 2 billion in policyholder surplus, portant issues
term securities, she said group health, life and disability insurance he said The priority given the various

And, Travelers began a25 million-share stock Nationwide Life Insurance Co, with only "In terms of equities, our surplus would be off concerns also differed somewhat
repurchase plan last week, she said about 2 5% of its invested assets in equities, also about 20% since the end of August, but up about for property/casualty CEOs and

Minneapolis-based Northwestern National expects little impact on its group life and health 15% from where we were on Jan 1," he ex- 11fe/health CEOs, the survey found
Life Insurance Co said it Will walt to see how products, said a spokesman in Columbus, Ohio plained The top four current concerns for

the stock market fares before lt assesses the ef- However, Nationwide did buy some stock dur- Analyst Thomas Rosencrants, senior vp at property/casualty CEOs were fed-
fects on group health insurance pricing and ing last Monday's market tailspin and has rea- Johnson, Lane, Space, Smith & Co in Atlanta, eral regulation, using new technol-
availability lized a small drop in assets and policyholder said hfe insurers, with their large bond portfo- ogy, adverse tax law changes and

Less than 3% of the insurer's invested assets is surplus in the first 19 days of October lios, could benefit from last week's turmoil on upgrading management
invested in stocks, according to a spokesman "I really think, in the short term, pricing and Wall Street since bonds rallied However, he And, when property/casualty in-

And, Fort Wayne, Ind -based Lincoln National availability is a non-issue," said John Hannon, also pointed out that one-third of life insurers' surers were separated into stock
Corp reorganized its investment portfolio ear- vp in the group corporate department of The assets are invested in real estate, whose value 15 and mutual companies, the stock
lier this year, under the direction of a new chief Prudential Insurance Co of America in Newark, expected to be hurt by the market turmoil • company CEOs listed efficient

product distribution as their cur-
Allis-Chalmers rent top concern, while mutual

company CEOs listed federal regu-
Continued from page 2 Hanover Trust Co on which Fire- claims in calculating the retrospec- cause the claims filed prior to lation
Wisconsin Insurance Department, man's Fund could draw tive premium Allis-Chalmers owes Allis-Chalmers' bankruptcy should The life/health CEOs, however,

"complaining of Fireman's failure Allis-Chalmers has "undertaken • Allow Fireman's Fund to collect not be paid now said their current top concerns are

to process and pay his claim in to reimburse Manufacturers for premiums due under the letters of If Allis-Chalmers is successful, lt AIDS, efficient product distribu-

light of the disputes described," draws under the letters and has se- credit will be another example of how tion, adverse tax law changes and
Fireman's Fund said in its com- cured that obligation by pledges of If the court will not allow Fire- "courts continue to chisel away on remaining competitive
plaint certain of the assets of their es- man's Fund to pay the claims, the what we thought were clean letters CEOs and directors of stock and

Fireman's Fund believes that tates," the Fireman's Fund com- insurer asks the court to of credit," said Robert M Eubanks mutual life/health companies
"numerous" similar actions will plaint says • Issue a permanent in]unction III, Arkansas commissioner of in- agreed that AIDS lS their top
inevitably be commenced by claim- On Aug 21, Fireman's Fund against the claimants, insurance surance worry currently and will continue
ants unless the court provides re- drew on the LOCs for more than regulators and workers compensa- If Fireman's Fund does not get to be so five years from now
lief $11 million, which represented the tion administrators and all other the relief it seeks, "there will be The study also noted that 50% of

Fireman's Fund has "suspended amount due Fireman's Fund at that defendants to restrain them from some concern at the regulatory life/health CEOs were very con-
temporarily" the processing and time, according to its complaint instituting any action against Fire- level about letters of credit that cerned about adverse tax law
payment of claims under the liabil- Fireman's Fund expects that future man's Fund related to any failure were supposed to be clean," or free changes, compared to 42% of prop-
ity policies but, "because of the draws will be necessary to process and pay claims during of encumbrances, Mr Eubanks erty/casualty CEOs The property/
express 'direct and primary' liabil- In his letter to insurance regula- the bankruptcy proceedings said casualty group's concern has been
ity provisions of the compensation tors, Mr Igoe explained that Allis- • Enter a declaratory ]udgment Mr Eubanks said it was too soon triggered by the 1986 Tax Reform
policies," claims under the workers Chalmers representatives informed that Fireman's Fund will have no to tell whether insurance regula- Act, while the life/health group's
compensation policies will be paid Fireman's Fund that "through a liability to process or pay claims tors would consider a joint defense concern is probably due to the U S
and processed as if the bankruptcy plan of reorganization under the after Allis-Chalmers ends its bank- to the Fireman's Fund complaint Treasury Department's review of
had not occurred, Fireman's Fund (U S federal bankruptcy)code, ruptcy proceedings except to the A spokesman for New York In- life insurance tax provisions to de-
said in its complaint they will seek to have these claims extent that a plan of reorganiza- surance Superintendent James P termine whether the industry has

The Fireman's Fund units are reduced as to final payment, which tion imposes such obligations Corcoran said the complaint lS incurred the taxes expected under
placed "in the untenable position they also contend will further limit • Allow Fireman's Fund to in- belng reviewed the Deficit Reduction Act of 1984

of being potentially charged with Fireman's obligations to claim- vestigate claims to preserve its Workers compensation adminis- A surprisingly small percentage
contempt of the federal court stay ants " ability to contest the claims and trators now "are concerned that a of property/casualty CEOs reports
order or with violations of various Fireman's Fund held "numer- the cost of the investigation be in- bankruptcy court can interfere that a great deal of work has been
state insurance statutes and regu- ous" meetings with Allis-Chalmers cluded in the retrospective pre- with an insurance contract," said done analyzing the impact of the
lations," said John A Igoe, Fire- executives regarding the insurer's mium adjustment J T Noblin, executive director of Tax Reform Act on pricing, the
man's Fund senior vp, in an Oct desire to investigate, adjust, settle • Allow Fireman's Fund to draw the Jackson, Miss -based Interna- survey concluded About 37% re-
12 letter sent to insurance regula- or litigate the claims, but the on the letters of credit to cover the tional Assn of Industrial Accident ported doing a great deal of work,
tors along with a copy of the law- meetings were unsuccessful, Mr retrospective premium payments Boards and Commissions 39% reported doing some work,
sult Igoe's letter said due "I have never seen a bankruptcy 18% reported doing not very much

The Fireman's Fund companies Fireman's Fund lS asking the The litigation over Fireman's judge consider the workers com- work, 4% reported doing no work

"are caught between a rock and a bankruptcy judge to Fund's duties under the policies pensation insurance contract to be at all and 2% were not sure
hard place," agreed John N • Declare that the insurer's ob- has raised questions about the se- an asset of the insolvent company The survey also found that
Shanks II, chairman of Indiana's hgations for claims relating to oc- curity letters of credit provide in- so as to stay performance of the • Overwhelming malorities of

Industrial Board, which adminis- cu rre ncespreceding Allis- surers issuing retrospectively rated contract," he said property/casualty and life/health

ters workers compensation claims Chalmers' June 29 bankruptcy pe- policies whose future premium "This is the worst of all possible companies expect to reduce com-
in the state "It's a unique situa- tition are not affected by the auto- payments are guaranteed by the worlds," Mr Noblin said "It is an missions to agents in the next five
tion " matie stay LOCs insolvent, insured company with years, though this may not trans-

The policies called for Allis- • Rule that the stay be lifted or "This action places in question insurance in place with a solvent late into a net decline in agent
Chalmers to pay an initial pre- modified to permit Fireman's to the efficacy of retrospective and insurer " compensation because of other
mium based on an estimate of anti- process, litigate, settle and pay all deductible programs, especially ' It's another example of the in- factors, such as higher property/
cipated losses and expenses Peri- covered claims In addition, the in- those which utilize letters of credit sensitivity of bankruptcy courts to casualty rates or changing life/
odic re-evaluations of incurred surers want to settle those claims and/or other types of third-party workers compensation," Mr health product mix
losses would determine whether without consideration of the out- guarantees," Mr Igoe said in his Shanks said • The percentage of property/

retrospective premium payments come of Alhs-Chalmers reorgani- letter A spokesman for Allis-Chalmers casualty and life/health insurers
were required, according to the zation plan, which may result in an Allis-Chalmers' did not try to declined to comment because the offering financial services-such as
Fireman's Fund complaint order for partial payment of those overcome the legal problems inher- litigation is pending commercial loans, accepting de-

Allis-Chalmers' performance of claims ent in trying to stop an insurer Allis-Chalmers 15 represented by posits of funds and investment
its premium payment obligations • Allow Fireman's Fund to in- from drawing on an LOC, but in- the New York laws firms Levin & banking-may decline over the
was supported by a series of letters clude all losses or expenses in- stead contends the insurer has no Weintraub & Crames and Davis next five years, while the percent-
of credit issued by Manufacturers curred in connection with the reason to draw on the letters be- Polk & Wardwell • age offering retail mutual funds

Greenberg
may increase Life/health com-
panies will continue to be far more
active in these areas than prop-

Continued from page 2 ing in relation to loss exposure and will cease writing imes of business erty/casualty companies, the sur-
"I consider that also a silly thing to do," Mr Greenberg said, calling the when rates fall below levels they consider adequate vey concluded

proposed rules "intrusions that confuse the bottom line results of our AIG will not battle for market share, Mr Greenberg said • A ma]ority of property/ca-
business " "Market share has no place in our busmess We are not sellmg potatoes sualty and life/health executives

Mr Greenberg argued that insurance company managers rather than account- or a simple commodity," he observed "That's what got the industry in expect McCarran-Ferguson Act
ants should control the rules by which they report on their operations trouble the last time around " antitrust exemptions for insurers

"They are the ones who have to live or die by how they run their bum- The insurance industry should consider the idea of federal regulation of to be retained without congressio-
ness, not some accountants m Connecticut," he said commercial insurance, he suggested, drawing the distinction between per- nal amendment to the act in the

Mr Greenberg also observed that the tort liability system in the United sonal lines msurance, an essentially local business, and commercial risks, next year However, 72% of the
States contmues to be "a farce"-with courts interpreting casualty poll- which may cross state and national boundaries life/health CEOs and 63% of the

cies in ways never intended by Insurers-and called on insurers to continue However, any federal regulatory scheme for commercial insurers should property/casualty CEOs said a
to press for tort reforms not include a national msolvency fund, according to Mr Greenberg change is very likely or somewhat

"The battle seems to have waned m recent months with the recovery-r "Why should we bail out an insurer in the commercial busmess who has likely within five years
apparent recovery-of the insurance industry," he said cut somebody else's pricing to the point where he becomes impaired'" he Only 11% of the property/ca-

Meanwhile, he added, the state regulatory system-charged with safe- asked Mr Greenberg said that commercial insurance buyers should be sualty CEOs and 14% of the life/
guarding msurer solvency-hardly turned in a sparkling performance durmg left to decide whether their insurers are properly capitalized and whether health CEOs favored a change
the industry's last down cycle, failing, among other things, to question some their rates are adequate • A malority of property/ca-
Insurers' disastrous rate-cutting practices Mr Greenberg also raised the possibility of the federal government sualty CEOs said that federal tort

"I'here was not a regulator that spoke out that I know of, and yet they assuming a role in the reinsurance of potentially catastrophic California reform legislation is not likely next
were all out front when rates rose," he said earthquake losses year, although 70% said it is very

"With prices going down now, I haven't heard one regulator question "You need a reinsurer of last resort that has a printing press" that can likely or somewhat likely within
price reductions " produce funds needed to cover losses the Industry may not be able to five years Some 78% favored such

He said AIG units are constantly reviewing the adequacy of their pric- handle, he observed I legislation



130 /Business Insurance, October 26, 1987

Stock market plunge by Coopers & Lybrand that the stock market "We don't think it will have any impact 12% decline in surplus is not going to af-
decline from July 1 through Oct 21 elimin- whatsoever on competitive market condi- feet those markets at all "

Continued from page 1 ated "$10 billion in paper gains" for the tions," Ms Stewart said "If it had been in "It has had no major impact on our sur-
losses were not available property/casualty industry the magnitude of 40% to 50%, I would have plus," said James M Raley Jr , vp of finance

"It looked as though the decline on Mon- Sean Mooney, an economist with the In- said something different It's too small to af- at USF&G Corp in Baltimore "As long as
day represented a $10 billion to $12 billion surance Information Institute in New York, feet the very strong forces going on right surplus stays at present levels, capacity and
decline in surplus for the property/casualty estimated that the Industry suffered a $9 now," she said pricing will stay constant "
industry," said Barbara Stewart, president billion hit to surplus on Monday alone and "There is too much capital in the market, "I don't think it's going to have that much
of Stewart Economics Inc m New York "It had lost an additional $2 billion in the stock particularly in the markets that are not trou- of an effect on pricing," said Michael Lewis,
could be more, it could be less, depending market between June 30 and Oct 19 blesome, where the business is well-known first vp at Dean Witter Reynolds Inc m New
on whether they have been buying or selling But even losses of this magnitude are not and has been around," Ms Stewart contin- York, agreeing that insurers have not been
stock " enough to stem the competitive tide that is ued -Companies are trying to rid themselves hit "that badly" by the stock market down-

ISO President Daniel MeNamara said at a surging among property/casualty insurers, of that capacity Those forces are so strong, turn
symposium in Chicago last week sponsored Ms Stewart asserts and there lS so much capacity, that a 10%- Contznued on ned page

Storm, stocks may curb
Insurance services guide U.K. property capacity

PTS
TOXIC CHEMICALS By STACY SHAPIRO

NEED AN M.D.? HAZARD IDENIFICATION
PTS Comp-Pac/PTS-GL ENVIRONMENTAL IMPACT LONDON-Insurance capacity for property risks is expected to be

Workers' Compensation & Let an experienced team INVESTIGATION AND EXPERT TESTIMONY curbed in the United Kingdom in the aftermath of falling stock prices
General Liability assist you with

HAROLD I. ZELIGER, PhD. Stock analysts and executives of the United Kingdom's largest non-life
Claims Software Packages CHEMICAL & ENVIRONMENTAL SERVICES insurance companies predict that the market uncertainty, coupled with

· new healthcare products 18 Spring Hill Terrace
Full Function Yet Flexible claims from the severe storm that shook England earlier this month, willSpring Valley, NY 10977

Single or Multi-User · utilization review (914) 356-9448 stop the recent influx of new capacity into the property insurance market
Any cut in new capacity may herald the end of property rate cutting,

Pacific Technical Services · personal injury claims
they say, though it is too early to tell if property rates will rise as a result

2950 Merced St. · medical malpractice claims
HUG ENGINEERING CO.

However, the sharp reduction in British insurers' surplus is not ex-
Suite 101 B. Horwitz, M.D, Director pected to have a dramatic effect on insurers' solvency or ability to pay

San Leandro, CA 94577
Since 1924 claims, insurer analysts and executives agree

Karen Bain, Exec. V. Pres.
(415) 351-9095 Consulting Services Although most of the major British insurers' surplus dropped by at

Easy-Link 5101008113 (713) 461-7930 related to causes least 10% last week, the loss will not be "devastating," analysts say
and consequences of failures Most British insurers' solvency margins have been very strong and
Texas WATS 1-800-442-0814

Louisiana WATS 1-800-631-5192 will remain so despite the market plunge, analysts say

U S WATS 1-800-527-0168 In addition, Lloyd's of London ts barely affected by last week's stock
market uncertainty because only a few syndicates dabble in the stock

/ market, Lloyd's sources say
Servicing Claims Ofnces Nationwide in.

ENVIRONMENTAL CLAIM AUDITS Syndicates managed by Merrett Holdings PLC, for example, hold no
• Worker's Compensation & surplus in equities, according to Managing Director Ken Randall
• Property/Casualty RISK ASSESSMENTS In addition, only 1% to 2% of Lloyd's American Trust Fund of $7
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ACTUARIAL CONSULTING billion is held in stock, said a Lloyd's spokesman, so the drop in the

Claim Net employees are thoroughly market will not affect Lloyd's standing m the United StatesC Financial Evaluation of Environmental Losses
Analyst Peter Rice, a director of Wood Mackenzie & Co Ltd inscreened. highly qualified claims examiners. TILLER CONSULTING GROUP INC London, said the decline in insurers surplus coupled with storm damage

Claim Net is notan employmentagency so there is 2833 N Geyer Road /St LoA M063131 3320 314/467 7480 claims "will serve to alarm companies and show they are not in control of
NO FEE FOR A PERMANENT HIRE

all events It will, therefore, inhibit
C/aim Net 800/99-ClAIM (992-5246) Nationwide (except CA) competition and will slow down the J

800/55-CLAIM (552-5246) In California CASUALTY ACTUARIES, INC. increase in capacity 'There were two
RobertFLowe FCAS,MAAA,FCA "U K companies will also be cau-

• Loss Reserve and Rate Evaluations for tious about competing Property hurricanes which hit'
Warren, McVeiah & Griffin inc & Griffin Communications. Inc Insurance Companies and Self-Insureds rates in the U K may go up if there lS insurers, says Mr.

PUBLISHERS OF loss expense reserves The combined effect of the bear Cizdyn: the storm
The THE RISK 12115 Lackland Road, Suite 370

THE OLD AND NEW
MANAGEMENT

St Louis, Missouri 63146-4012 market and the storm "will make

· Statutory letters of opinion on loss and another serious storm loss this year "

and the market crash.
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(314) 878-5002 people think in more realistic terms,"

said Nelson Robertson, general man- A
A Practical Companson EMPLOYEE BENEFITS ager and executive director of Gen-
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and policy forms for over 100 ISO CGL claims made and Newport Beach CA 92660 Pasadena, CA 91101 serious," said Andrew Goodwin, stock analyst for Phillips & Drew
insurers occurrence policy forms 714752 1058 "However, if the situation gets worse, lt could reduce their poten-

tial for increasing dividends "

"Capacity will be constrained particularly in the U S -which is likely

8025 North Point Blvd., Winston-Salem, NC 27106
Use the Insurance to restrain the fall in rates However, if interest rates go up it could

919/773-1313
encourage some cash-flow underwriting," which forces rates down, Mr

GROUP
Services Guide to Goodwin said

Employee Benefit & Actuanal Consultants reach your best Just as insurers started to calculate the cost of the hurricane-force

winds that hit England Oct 16, the value of stocks on the London

ACS ACTUARIAL SERVICES TO HEALTH CARE PLANS prospects. Stock Exchange plummeted as did stocks around the world
· COBRA Premium "There were two hurricanes which hit the composite (insurers)-first
· IRC Section 419 and IRC Section 501(c)(9) Reserves the one on the ground in London, then the one on the stock exchange,"
· Contributions Determined by Monte Carlo Risk Simulation said Roman Cizdyn, insurance analyst at Sheppards
· Telephone Counsel (Funding and Design)
• MEWA Actuanal Certification WORKERS' Wood Mackenzie reported that even if stock prices fell 50% and fixed

· Self-funded Substandard (and underwriting assistance) interest investments showed no loss, the five major U K insurers would
Carlton Harker, FSA, EA, MAAA Philip Castevens, ASA, MAAA COMPENSATION still comfortably exceed their required solvency margins
Author "Self-Funding of Welfare Benefits" Author "Monte Carlo Simulations" CLAIMS The insurance company executives to which Business Insurance spoke
and
"Cost Containment of Health Care Benefits" SYSTEM also were not worned about the solvency of their companies or the ability

Call or write for more information and prices to pay storm damage claims following the market downturn
FOR IBM PC AT "At the moment, there will not be a dramatic impact on the sol-

IDEAL FOR SELF INSUREDS, INSURANCE
vency of the company," said Peter Foster, group financial controller
of Commercial Union Assurance Co PLC About 1 billion poundsTemporary Claims Examiners Cs, AND TPAs SINGLE AND MULTI-USER ($168 billion) of Commercial Union's total 3 6 billion pounds ($6 1

Qualified, expenenced medical & dental claims examiners are available VERSIONS AVAILABLE HANDLES UP TO billion) in non-life investments are in equities, which Mr Foster says is a
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About 40% of General Accident's 1 billion pounds of non-life invest-
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AU FUNCTIONS AND STATE FORMS the stock market downturn on the company's solvency, said Mr Ro-

cessing systems INSURANCE SOFTWARE bertson
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meet storm damage claims," he said
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Claim Services Resource Group, Inc. (212) 619-2470 (NY) PLC, whose portfolio is 37% in equities

800-331-5039 • 214-701-0606 (In Texas) (800) 237-8133 (U.S.) The stock market "has affected us It's impossible not to," said David
Rough, investment manager for Royal Insurance PLC, who believes that

Royal lost about 200 million pounds ($336 8 million) from its equity base
"But, they (the stock market prices) are still above the level they

For advertising information in the INSURANCE SERVICES GUIDE Contact: Margaret Hikido, started at at the beginning of the year so we are hardly panick-
740 N. Rush Street, Chicago, Illinois 60611. Telephone (312) 649-5340 ing," said Mr Rough Royal will also proceed with plans to be listed

on the New York Stock Exchange this year, he said .
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Continued from previous page market's dive will affect rates in the primary market,
Mr Lewis pointed out that several insurers-includ- officials of malor reinsurance companies-which ob- Insurer stocks to regaining Travelers Corp, Continental Corp and Kemper servers say currently are less prone to competitive

Corp -announced maior stock buyback programs last urges than primary companies-also disagree about
week "They would not be buying back their stock if the effect of plummeting stock values
they were that hard-pressed" for capital, he said "I don't think it will have any effect on the industry declines, analysts say

"As long as major insurance companies are putting whatsoever," said Michael G Fitt, chairman and presi-
out good quarterly earnings, I don't think you have any dent of Employers Reinsurance Corp of Overland By JUDY GREENWALD dive, analysts still are relatively
type of catalyst for change," commented John A Bo- Park, Kan "If we are banking on a little aberration in and JAMES M. BURCKE bullish on insurer stocks, generally
gardus Jr, chairman of Alexander & Alexander Ser- the market hke this to stabilize prices, then we are in
vices Inc in New York. deep trouble "

predicting they should outperform
Securities analysts continue to the market as a whole

"Many people have adopted a wait-and-see pos- While Employers Re lost about 10% of the value of tout insurer stocks as a good in- Robert Branche, a principal of
ture," he said "I don't think anything is going to hap- its equity portfolio on Monday, it gained that back vestment, despite last week's mar- Branche Research Group in Mor-
pen for some period of time The earliest it could have later in the week And, by buying blue-chip stocks at ket downturn and a disastrous de- risville, Pa, last week said he "is
an effect would be on Jan 1 renewals, and we are depressed levels, the reinsurer may even be ahead, Mr cline in the value of two imaginary very bullish" on the entire group
already in negotiations on them, so I don't think it will Fitt said portfolios of insurer stocks "I think we've already had our
have a dramatic affect then " He added that reinsurers generally maintain relati- Both the Bus:ness Insurance bear market," he said

Mr Bogardus did say, however, that "psychologi- vely small positions in common stocks Model Portfolio, a theoretical port- "I think it is a great place for in-
cally," the stock market downturn "could have some Several other observers also pointed out that rein- folio created in July 1986 based on vestors in more volatile industrial
effect" on underwriting enthusiasm but that the "stock surers generally invest less heavily in equities than analysts' recommendations, and stocks to put their money while
market would have to go quite a bit lower to have a primary companies, thus limiting any effect on rem- the BI Random Portfolio, created they are waiting out this market "
significant effect on capacity " surers from the stock market plunge at the same time by randomly se-

4 4 I think that the group is re-
44There is no reason to assume that the (stock) market However, N David Thompson, president of North lecting companies, are solidly in markably well-poised to be a good

will change the underwriting philosophies of the in- American Reinsurance Corp in New York, said the the loss column as a result of last market performer," pointed out
dustry or individual companies," said Richard M market plunge may create a more cautious, stable rein- week's market tailspin Myron M Picoult, senior vp with
Page, chairman and chief executive officer of Fred S surance market The Model Portfolio, as of Oppenheimer & Co in New York
James & Co Inc in New York He added, though, But, he added, it may be too soon to make anY Thursday, has a value of $8,880 13, Joanne Morrissey, a principal
that "psychologically, it has to be unsettling " specific predictions including dividends and interest, with Firemark in Morristown NJ,

Others, however, say the stock market slump will No matter what they predict about rates, most ob- down 11 2% from the original a securities firm that tracks 188
send a message to insurers that could put a stop to the servers agree that last week's slump on Wall Street $ 10,000 investment on July 25, publicly traded companies in the
fledgling competitive cycle will not create a crisis for insurers hke the bear market 1986 Meanwhile, the Random insurance industry, said that the

"Psychologically, life is a lot more uncertain than it of 1974, which helped usher in the tight property/ca- Portfolio, which is used to track group performed much better than
was," pointed out David W Schrempf, chairman and sualty cycle of the mid-1970s the relative performance of the the overall market last Monday
president of Argonaut Group Inc in Los Angeles, par- "I don't think it would create a crisis like in 1974, Model Portfolio, had a value of "Only 13 did worse than the
ent of Argonaut Insurance Co "It probably will have when companies were substantially into equities and $8,86528 as of Thursday down overall market, while 175 did as
the effect of making a lot of people pull in their horns interest rates were so high," said Peter T Pruitt. presi- 11 3% from its $ 10,000 starting well or better That's a doggone
It probably will make insurers more conservative " dent and chief operating officer of Frank B Hall & point good record," she says

Now, he added, "insurers can't count on their port- Co Inc in Briarcliff Manor, N.Y By comparison, the Standard & Michael Lewis, first vp at Dean
folios being worth what they thought they were They Mr Pruitt believes the current market could have a poor's 500 index has risen 40% Witter Reynolds Inc m New York,
will be less certain about their investment strategies If moderating effect on rates "Companies are not nearly over the same penod said that insurance stocks could be

they can't control that, they might be more likely as highly into equities as they were in 1974 " In addition, the value of the "very interesting" as a "defensive
to want to have an underwriting profit " Ms Stewart pointed out that in 1974, the stock mar- Model Portfolio has declined 14 1% play" if the overall market con-

The stock market slide should help stabilize rates, ket dipped 25% to 30% at a time when many insurers from $10,342 26 on Aug 14, while tinues to perform poorly
Maurice R Greenberg, president of American Interna- had "100% of their surplus in equities-and it des- the Random Portfolio's worth has .

tional Group Inc, told a seminar in New York last troyed them " fallen 16 0% from $10,553 07 on Bus:ness Insurance does not rec-
week also sponsored by Coopers & Lybrand While ISO's Mr MeNamara said the stock market the same date (BI Aug 24) ommend the stocks contamed m

The slump in the stock market lS another problem slump had not "significantly altered" the industry's However, the two insurer stock the Model Portfolio or the Random
added to a long list facing insurers, including underre- premium-to-surplus ratio, Oppenheimer's Mr Picoult portfolios have outperformed the Portfoho Furthermore, Business
serving, uncollectible reinsurance and the new tax law, said that the premium-to-surplus ratio for a group of overall market during this two- Insurance editors and reporters do
he said "Together with other problems, the industry is stock insurers he tracks ]umped to 2 9-to-1 at the end month period, the S&P 500 has not mvest m insurance industry
not in a robust position as would be implied by the rate of trading Monday, compared with 2 4-to-1 as of June plummeted 25 2% since Aug 14 stocks Readers should contact a

cutting that has been going on " 30 Despite last week's market nose- reputable stockbroker
ISO's Mr MeNamara told the Coopers & Lybrand One industry observer, who asked not to be named,

symposium in Chicago that "the recent volatile equity said that a rise in premium-to-surplus ratios on the
markets may lead insurers to reaffirm the need for order of that described by Mr Picoult was possible, Update
underwriting discipline and may serve as a brake on especially for large insurers that had invested heavily
the advent of reckless insurance pricing practices " in equities However, he added, "they also have the

And, he later said, "The shock of the last few weeks ability to write at these higher ratios " Builders fined for collapse
will on balance preclude any precipitous return to a Most analysts said they did not expect insurers to Continued from page 2
broad, reckless commercial insurance market " dramatically shift away from common stock as an in-

$248 million in fines for TPMI/Macomber, a Joint venture of TPMThe erosion of surplus caused by the market down- vestment strategy because of the market downturn International of Darien, Conn, and B H Macomber of Boston, the
turn gives insurers "a reason for pause," said analyst Property/casualty insurers tend to hold their invest-
Myron M Picoult, a senior vp with Oppenheimer & Co ments, explained the III's Mr Mooney "They are not

primary contractor and project manager

in New York "The industry may not understand much, traders "
OSHA also assessed three contractors and subcontractors fines

but what they do understand is cash flow, and there 15 However, North American Re's Mr Thompson said
ranging between $1,000 and $104,000

no question that there will be some squeeze on cash insurers may take a second look at equity investments
The companies have 15 working days to contest the penalties

flow " "There will be a very much increased awareness of the
"I suspect that many insurance companies may think risks of equity," he said Gulf war risk rates rise again

twice about cutting rates today," said analyst Gloria Observers also generally agreed that last week's LONDON-Increasing tension in the Persian Gulf continues toVogel, assistant director at Bear, Stearns & Co in New stock market nosedive means that insurers will not be force up hull and cargo war risk rates
York She said that many companies that had invested able to tap the market as a source of new funds War rates for cargo shipped through ports in Kuwait and theheavily in equities felt a "strain" on their surplus last The downturn should demonstrate to insurance com-
week pany managements that it is now "virtually impossi-

northern Saudi Arabian coast increased Friday to 0 75% from 0 5%

Ms Vogel added that gains in the bond market did ble to raise capital via the equity market," said ana- of insured value, the London Marine Insurance Market Cargo War

not make up for insurer's losses on their common stock lyst Thomas Rosencrants, senior vp at Johnson, Lane, Risks Rating Committee reports The committee issues minimum

portfolios "The bonds didn't really rally that much I Space, Smith & Co in Atlanta
rates for cargo shipments on behalf of Lloyd's of London syndicates
and member companies of the Institute of London Underwriters

think everybody got clobbered to some extent " ISO's Mr McNamara predicted that investors' per-
David Anthony, senior insurance analyst with Fox- ceptions about the attractiveness of the insurance in- This followed a doubling in hull rates the previous week to,

Pitt, Kelton & Co in New York, said the market slump dustry "will not again enhance our success in bolster- 1 5% of insured value from 0 75% for voyages to Kuwait

"will help considerably in terms of pricing It will be a ing surplus by the raising of new external capital over
beneficial stimulus to better priong " the next few years In fact, new funds already have Briefly noted

"We think it Will definitely ease the trend toward fallen off dramatically to $600 million in the first half Due to "unforeseen market forces," Lloyd's of London broker
softening," said the III's Mr Mooney of the year, compared with $7 billion for the entire Crawley Warren Group P.L.C. has postponed its stock offering

Other observers also said that while it was too early 1986
to assess what effect the downward slide of the stock "Until the last few weeks, the need to raise addi- on the London Stock Exchange However, Lloyd's broker Lloyd

market would have on insurance pricing, they hoped tional capital did not seem to be an issue, but it could Thompson Group PLC did place 25% of its shares on the exchange

that it would promote caution among underwriters again shortly become a pressing priority," he said on "Black Monday" London underwriters have not been noti-
fied of a liability reserve for the Oct 11 crash of a Burma Air-

"We're hoping it will have an impact I don't think Mr MeNamara also contends that more important to
anyone can tell yet," said analyst David Seifer, a vp the price of insurance in the future than the volatile ways airliner in which 45 passengers and four crew members were

with First Boston Corp in New York stock market will be the impact of the Tax Reform Act killed The airliner, which crashed as it was landing at Nyang, has
$6 3 million in hull limits and $50 million of liability hmits, said a"We're hoping that this is a significant enough hit to of 1986, which requires insurers to discount their loss

capital, or to the ability to increase capital, that the reserves for tax purposes
London underwriter The federal government has set up a
claims office across the street from the Ramada Hotel near the

companies will become more conservative and ratio- "There is minimal awareness of the impact of the tax
nal," he said law on the surplus position of our business," Mr

Indianapolis international airport following the Oct 20 crash of

The impact on insurers "will depend on what hap- MeNamara said "The need for increasing pricing due an Air Force jet into the hotel lobby, which killed nine persons

pens between now and year-end," said James M to the tax law has not seen its way into rates "
and seriously injured six others Maine Gov John R McKernan

Meenaghan, president of The Home Insurance Co in Although some predict the stock market's plunge called the Legislature into special session Oct 21 to consider two

New York will drive up insurance prices, Mr MeNamara ob- emergency bills to help solve the state's workers compensation

"If the stock market comes roaring back, it shouldn't served "Rates for commercial casualty should go up,
crisis (BI, Sept 21) Sens John Heinz, R-Pa, and Howard
Metzenbaum, D-Ohio, introduced legislation last week that wouldmake any difference," Mr Meenaghan explained "If it based on reinsurance recoverables, tax law ramifica-

doesn't come back, individual companies will have to tions and underlying inflation on loss costs I believe
establish a new federal fund to guarantee pension benefits

look at what their field managers are telling them they will go up, but less than they should " promised by the steel industry Under the proposal, steel companies

about premium growth (guidelines) for next year . could transfer pension liabilities to the fund in return for stock
warrants, equity or other assets of the companies The U S

"My hope is that it is one more psychological factor Contributing to this article were Associate Pub-
that will cause very aggressive companies to pause I lisher/Editor Kathryn J Mcintyre, Agent/Broker Edi- Supreme Court denied review of an April 8th U S Circuit Court of

hope this will happen with all companies and not just tor Linda J Cott:ns, Associate Editor Mark A Hof- Appeals ruling that G.D. Searle & Co. must reveal to plaintiffs'

those with arithmetic problems I hope it will bring a mann and Copy Editor Karen Huelsman m Chicago, attorneys how much lt has reserved for product liability claims

bit more conservatism and discipline to the market," Bureau Chief Douglas MeLeod and Associate Editor brought against it by women alleging inluries from two intrauter-

he said Judy Greenwald m New York, and Associate Editor ine contraceptives that Searle formerly manufactured

Just as opinion is divided over whether the stock Gtenn Huntley m Los Angeles
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rates may be tempered 480

Special to Business Insurance Fees will still be a minor portion of total 470

of the craft Since 1970 insurance brokerage

C ECURITY ANALYSTS SPEND a good revenues for insurance brokers in the 1990s 460

Lkleal of their time trying to discern the
shape of the future Scrutinizing the past
to help gauge the future IS one sure tenet

The concept of fee for services ought to have 450

4 0, * appeal to the broker, client and insurance 440

company, but fees have not gained much en- 430 j
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410has seen a long catalog of changes They may le
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offer insights into the shifts beyond today's fees will likely meet continuing resistance 400

horizon to the next decade Data processing will loom ever more im- 990 /E

portant as a tool for serving the client and
4'06fs ** 4Size alone has dramatically changed the 4

character of insurance brokerage Marsh & generating additional services Eventually, 
services based on data processing could af-MeLennan Cos Inc claimed revenues of 1

$163 million in 1970 In 1987, revenues ford competitive advantages to brokers on Insurance industry stocks followed the rest of
the leading edge of technologyshould reach $2 2 billion and aftertax profits the market and declined record amounts last

may be almost twice 1970 revenues Other Phcto Amie Adler International brokerage activities will week. The Bus,ness Insurance stock indexMr. Wilson
public brokers have grown at a similar pace focus increasingly on the Pacific Rim, where plummeted 83.1 points to close at 399.9 on

economic growth promises to be as fast as Thursday, Oct 22, compared with 482.9 onPrior to the 19705, only M&M and Johnson options tu management of captives anywhere in the world U S brokers, aiming Thursday, Oct. 15. None of the 64 stocks that& Higgins could be considered truly national The insurance Fricing cycle evclved from a to serve multinationals, will need effective comprise the index posted a gain during thebrokers Now, we count nine brokerages that fairly benign affair with generally predict- capabilities m that region
can be categorized as essentially national in able bOLndaries -0 a rampaging, profit- period and only one issue, Baldwin & Lyons

Domestic market share for the alphabet Inc., finished the period unchanged. The tar-scope The emergence of new competitors on :queezing maverick Brokers were faced brokers should rise from a current estimated gest losses were tallied by Frank B. Hall & Co.a national scale coincided with increased with the necessity of managing costs and range of 25%-30% to 35%-40% by the year Inc., down 30.2%; Washington National Corp.,concentration from a wave of acquisitions of new busi-tess with a newly foind,discipline
smaller, privately held brokerages 2000 The gains will occur as a result of ac- down 29.2%; Kemper Corp., down 28.3%;

These st.fts profoundly altered the land- quisitions of private firms as well as growth Aneco Reinsurance Co. Ltd., down 275%; andOnce having expanded to encompass na- scape of =nsurance brokerage and have quite from strong new business productiontional operations, the brokers elevated the likely set In motion the forces for change Fremont General Corp., down 26.5%. Stocks
Diversification outside insurance bro- posting the smallest declines were. Arthur Jinternational front to a major priority J&H over the next decade At this point, we are kerage could again prove enticing to man- Gallagher & Co., down 7.1%, American Generalwas probably the earliest proponent of a brushing obwebs from our crystal ball to agements, not burdened by the memories of Corp., down 8.6%; Poe & Associates Inc., downglobal reach, but M&M moved aggressively discern portents only dimly foresiadowed the early 1980s and misbegotten attempts to 10.0%; USF&G Corp., down 10.5% and Aonto expand outside the United States and was Concer trstion oegets mor€ concentration do well outside of insurance brokerage The Corp., down 11.2%. The most active insuranceemulated by Alexander & Alexander Ser- We think that the acquisitior of private bro- diversification moves of the future will be stock was ITT Corp. (Hartford Insurancevices Inc and several other public brokers kers by she alphabet houses wrll continue rationalized as consistent with serving cor- Group), with 6.07 million shares traded. The BlMembership at Lloyd's of London scaled a The ecoronics are persuasiz e fc r the seller porate clients Insurance brokerage will re- index, which lost 17.2%, performed on par withsacrosanct barrier to integration of retail in an er.k ronment characterized by in- main the dominant source of incomeand wholesale insurance brokerage M&M creased competition and compelling for major market averages: the Dow Jones 30 In-
Excess cash generation could put pubbc dustrials also declined 17.2%, while Standard &and Frank B Hall & Co Inc were the first to buyers s€etc-ng to expand market share

seize an opportunity that was opened up by brokers in a position of surplus liquidity Poor's 500 and the New York Stock Exchange
faster communications and travel Acquisitions will thin the ranks of the with an outlet for excess cash a pressing ob- composite both dropped 16.7%.publicly o·,ned insurance brokers The drive jective This ties into their susceptibility toRisk management came of age when the to acquire Ls a powerful force across the en- another round of diversification outside in-field became professional Greater sophisti- tire U S- economy Foreigners have seen surance brokerage British Issues
cation on the buyer's side put increased de- their purchasing power enhanced by a de- The alphabet brokers will enjoy steady 1 Week

Oct. 22mand on insurance brokers Brokers had to preciating dollar We can envisage an out- and pronounced growth over the next 10 Price P/E Div Yield Hi,h-Low
develop risk management services come whers only two or three of the public years, but may have to be satisfied with Companies pence pence % pencepence

Self-insurance, gathering momentum, be- brokers continue as independent entities Commt Union 380 141 178 47 453-372

came a widely accepted method of financing slower gains than were achieved in the past Genl Accident 860 88 38 3 45 1125-840

The money cenver banks, no doubt, will 20 years Even with slower growth, Marsh & Gdn Royal Exch 850 106 465 55 1075-858risk To preserve revenue streams, brokers find a way to pry themseles nto the in- McLennan Cos, as a benchmark, may gen- Royal 430 73 21 2 49 574--433

developed self-insurance services, which ran surance irokerage business Whether the af- erate revenues approaching $6 billion and Sun Alliance 890 98 322 36 1200-870

the gamut from analysis of self-insurance filiation of an alphabet broker with a major aftertax profits of $800 million by the year
. bank confers any functional acvantages is 2000 Brokers

debatable CEHeath 488 155 345 70 553-483
Unforeseeable developments notwith-Leonard M Wzlson, a managing director at The property/casualty pricing cycle could standing, insurance brokerage at all levels

L F Rothschzld & Co Inc in New York, become more stable in the 3 ears ahead In- will remain one of the most attractive indus-
Hogg Robinson 188 114 96 51 223--180
JH Minet 381 144 129 33 405-384
Sedg Grp 238 13 7 164 69 286-230specializes m insurance brokerage stocks He nation an - highly volatile interest rates ac- tries from the viewpoint of growth and prof- WiNis Faber 340 13.1 148 43 389-291:s a member of the New York Society of counted for much of the unpredictability itability In addition, and most importantly, Source Philip Olsen/Alan Clifton, Insurance IndustrySecunty Analysts Mr Wilson has written a of pricing cn commercial lines With less in- the dynamics of this dynamic business will Specialists Kitcat & Attken Stockbrokers,

monthly column for Bustness Insurance sznce flation and a continued long-term decline in prove stimulating and challenging to a cadre London
1981

interest rates, the ups and downs of premium of increasingly professional participants
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You could find out you chose the wrong reinsur-
ance company the hard way: when it's too late.
Or you could be farsighted enough to choose The
Rock from the beginning. Prudential Re has the
rock-solid®resources you can count on.

Our expertise and creativity in underwriting let
us analyze and define risks precisely Your rates

reflect only true exposure.
Prudential Re is the choice for service, too.

The same underwriter who first gets to know you
and your business is the one who'll be there over
the long haul.

it's not hard to see why The Rock is the right
place to be.

The Rock in Reinsurance

Prudential Re @
© 1987 Prudential Reinsurance Company, a subsidiary of The Prudential Insurance Company of America.
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You won't worry about that with Zurich-American.
Because as part of the worldwide Zurich Group,
with 550 offices in 31 countries and cooperating
partners in 40 more, Zurich-American can speak
fluent insurance in almost any language.

And insurance is our only concern. So you're
assured ofin-depth understanding, commitment
and professionalism, both for foreign branches of
American firms, and American subsidiaries of foreign
corporations.

Zurich-American. Creative,dependable insur-
ance that can make a world of difference for you.

ZURICH-AMERICAN

American Creativit¥ Swiss Dependabilit¥
ZURICH-AMERICAN INSURANCE GROUP

Zudch Insurance Company · American Guarantee and Uability Insurance Company · Schaumburg. IL 60196
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