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Expert to resolve
MGM policy questions

LAS VEGAS, Nev.—U.S. District Judge
Louis C. Bechtle will name an insurance ex-
pert to resolve liability coverage issues in
the MGM Grand Hotel fire litigation (BI,
Aug. 24).

At a pretrial conference Sept. 9, Judge
Bechtle asked the Plaintiffs’ Legal Commit-
tee and the Defendants’ Alliance to each

Continued on next page
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Pollution coverage to be dumped?

EPA may back off on mandate for toxic waste insurance

By JOHN W. MILLIGAN

NEW YORK—In a surprising move that
may signal a complete reversal in policy, the
Environmental Protection Agency is review-
ing its mandate that hazardous waste facili-
ties must have pollution liability insurance.

Behind this decision, according to govern-
ment and industry sources, is a philosophical
debate over the proper role of the federal
government and an unfavorable review of
the EPA’s proposed regulations by the Office
of Management and Budget.

However, several industry sources are con-
fident that there still will be a market for
pollution liability insurance, regardless of
what action the EPA takes. In the meantime,
risk managers for companies that maintain
hazardous waste facilities face further delays
before the EPA regulations are finalized,

Under the Resource Conservation and Re-

covery Act of 1976, the EPA was given au-
thority to establish standards of financial re-
sponsibility for hazardous waste treatment,
storage and disposal facility (TSDF) opera-
tors.

Following a lengthy process that dates
back two years to the Carter administration,
the EPA mandated that TSDFs must pur-
chase liability insurance to cover sudden and
non-sudden pollution incidents; or otherwise
demonstrate the ability to respond finan-
cially to liability claims.

The compliance deadline for liability cov-
erage for sudden incidents has been set for
Oct. 13, although recent reports from the
EPA and the budget office have indicated
that deadline might be delayed (BI, Aug. 24).

The largest TSDFs are to have liability
coverage for non-sudden incidents by April
12, 1982, with limits of $3 million per occur-
rence and $6 million aggregate. This deadline

also is expected to be delayed.

Whit Field, special assistant to the EPA ad-
ministrator for hazardous wastes, confirmed
that the agency is reviewing its proposed fi-
nancial responsibility standards.

A packet of regulations on financial re-
sponsibility of TSDFSs, set to go into effect
Jan. 12, 1982, contains two sections—finan-
cial responsibility standards for third-party
liability and closing and monitoring of
TSDFs.

Third-party liability is the biggest issue of
the two, Mr. Field said, and centers on two
questions:

® Is establishing financial responsibility
standards a more appropriate role for the
states rather than the federal government?

® How would this protect public health
since there is no direct relationship between
third-party liability and the prevention of
pollution accidents?

While Mr. Field
would not predict what
decision the agency might
finally reach, “I don’t hold
out a whole lot of hope for the
third-party liability provision.”

This development was described
as a “dramatic turnaround” by Jim
Kimble, senior counsel for the American
Insurance Assn. Work on the requirements
was nearing completion and “it was a lengthy
exercise,” he said.

The EPA has been looking favorably at
self-insurance for liability exposures, said
George Garland, chief of the economic and
policy analysis branch of the EPA’s solid

Continued on page 71

AlG wages fight |
to keep McDonald’s
franchisee market

By KATHRYN J. McINTYRE

CHICAGO—American International Group is waging an unprece-
dented marketing war against McDonald’s Corp. and its broker for
the multi-peril package policy business of McDonald's franchisee-
operated restaurants.

Notified by McDonald's Corp. that the corporate-endorsed pack-
age policy program for
franchisees would be
moved from AIG to In-
surance Co. of North
America on the Oct. ] re-
newal date, AIG fired
back with an advertising
campaign appealing to
agents and brokers
around the country to
rush out and offer AIG
as a market to the 1,300
franchisees.

The advertisement, in
this issue of Business In-
surance and scheduled to
run in other publications

,& this week, promises bro-

: - ; kers a quote in 24 hours
on any franchise. It urges producers to gquickly contact McDonald's
franchises before the Oct. 1 renewal date, suggesting to them that
they “cancel lunch. You can eat when you get there.”

“I've never seen anything like this,” said McDonald’s risk man-

Continued on puge 72

BFGoodrich rolls out
first Vermont captive

By KATHRYN J. McINTYRE

MONTPELIER, Vt.—BFGoodrich Co., the tire man-
ufacturer that shyly confesses it is the one without the
blimp, now has its own claim to fame to float: It has
chartered the first Vermont-domiciled captive insur-
ance company.

The captive, capitalized at $2 million, gives Goodrich
the leverage to pull together do-
mestic property and associated
property risks under a master
policy otherwise unavailable in
the commercial insurance mar-
ket.

Vermont's captive insurance
company law, the newest state
captive law, is the only one of-
fering Goodrich the freedom to
create this program under its
unique exemption for captives
from rate and form regulation,

The Vermont captive will
function as part of a worldwide
property program.

Goodrich and the state basked
in the publicity of a press con-
ference last Thursday
announcing the captive here:

@ Goodrich named the captive First Charter Insur-
ance Co., perpetuating its glory.

® Vermont Gov. Richard A. Snelling announced the
news himself. For the conference he was flanked by
Goodrich Chairman John D. Ong, Vermont Insurance
Commissioner George A. Chaffee, Goodrich assistant
treasurer and director of risk management Spencer J.

Traver, who is president of the captive, and Philip J.
Brown, executive vp of Marsh & McLennan Inc., whose
company will manage the new Goodrich captive.

“The state is very fortunate to have a company of
this caliber and the names associated with it,” said Mr.
Chaffee, referring additionally to Marsh & McLennan
as manager. “We're glad we can blow our horn on this,
our first captive,” he told Business Insurance in a tele-
phone interview last week. An-
-other parent company may not
have allowed as much publicity
about the event, he noted.

VERMONT

Statements prepared for the
Thursday press conference in-
cluded Gov. Snelling expressing
: Vermont's honor that Goodrich
selected its state, Goodrich
" Chairman Ong complimenting
Vermont on its favorable atti-
tude toward business and Goo-
drich’s expectation that the cap-
. tive will improve its insurance
operations and M&M'’s Mr.
Brown boasting that M&M be-
comes the first national insur-
ance broker to establish a cap-
tive management facility in
Vermont under its new law.

Goodrich will begin using its wholly owned Vermont
insurance subsidiary on Jan. 1 to reinsure a portion of a
master domestic property insurance program including
risks not traditionally classified by insurers as
property risks.

Continued on page 72
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Expert to resolve MGM policies

Continued form previous page

propose two names of “renowned” specialists within a week for his
consideration. He said the appointment could be made a week after
he received recommendations from both sides.

If the expert’s report is prepared in 10 days, disputed coverage
questions could be answered withina month, Judge Bechtle said.

MGM Grand Hotels claims to have $200 million in liability insur-
ance, including $170 million in coverage obtained since the fire.
Temporary binders held by the hotel on the back-dated layers con-
stitute contracts of insurance, MGM attorneys argue.

But the Plaintiffs’ Legal Committee contends such binders must
be replaced by policies witkin 90 days after issuance to be valid
under Nevada law. One binder is dated Jan. 31, 1981, and the other
is dated in April of this year.

Stanley Chesley, a Cincinr.ati lawyer handling insurance matters
for the Plaintiffs’ Legal Corr.mittee, says his reading of the binders
indicates that a $25 million layer of retroactive insurance expires
April 1, 1982, and a $70 millicn layer expires Nov. 1, 1983.

MGM Grand Hotels has binders for the remaining $70 million in
coverage that will soon be filad with the court.

Judge Bechtle denied a plaintiffs’ request to limit out-of-court
settlements made by MGM Grand Hotels until proof of insurance
coverage is decided. The hotzl-casino company appears to have suf-
ficient assets to discharge all of its liabilities, the judge said.

According to an MGM atiorney, 1,500 claims have been settled,
613 plaintiffs have filed suits in federal court and 289 have filed in
state courts. A list compiled by the hotel shows that there were
about 4,000 guests at the hotel on Nov. 21, 1980, the date of the fire.

PBGC, AlloyTek settle suit

GRANDVILLE, Mich.—The Pension Benefit Guaranty Corp. and
AlloyTek Inc. have tentatively settled a suit by the aerospace firm to
shift $4.5 million in unfunded pension liabilities to the PBGC.

Under the agreement, the PBGC will take over the Michigan jet-
engine component manufacturer’s defined benefit pension plan if
certain conditions involving future benefits to employees are met by
the company, according to a spokesman for the PBGC,

AlloyTek must eliminate a defined contribution plan the com-
pany had wanted to start after it shifted the current plan’s liabilities
to the PBGC. At the same time, the company must distrioute an
amount equal to 107% of tke money set aside for the new plan to
union employees.

However, AlloyTek must secure union consent for the agreement
to become final.

AlloyTek also must not edopt a defined benefit plan or defined
contribution plan until Sept. 1, 1986. It also says that past service
liabilty for work prior to 1966 may not be included in the plan.

The PBGC will become trustee of the current plan within five
days after the unions have ratify the agreement.

Con Ed insured for damage

NEW YORK—Consolidated Edison has some $150 million in
property coverage for damage caused by an explosion and fire that
ripped through a power s:zation, blacking out a large portion of
lower and midtown Manhattan for four hours Sept. 9.

The power company is ccvered by a $1 million self-insured prop-
erty retention and has $1£0 million in excess property coverage,
according to William J. Collins, director of risk management. Lia-
bility coverage totals $200.5 million, $500,000 of which is self-in-
sured. He declined to name the insurers handling the coverage.

The blackout affected about 50,000 customers, mostly in lower
Manhattan, a Con Ed spokesman said. Some business owners said
they have not assessed their losses from the blackout nor had they
decided whether they will file claims for their losses.

Well, the snake did its job . . .

LONDON—A cobra that guarded the third-largest star sapphire
in the world managed to keep thieves away from a Sri Lankan
exhibition at the Commonwealth Institute last month, but more so-
phisticated crime prevention systems did not do as good a job (BI,
Aug. 31).

One day after the snake and the $1.8 million sapphire were re-
moved from the exhibition on Sept. 1, thieves stole four smaller
sapphires, worth $25,000, from a display case at the institute.

London police believe the thieves used a key to open the case.

A spokesman for the Sri Lanka High Commission Office said the
Sri Lanka Gem Corp., which owns the gems, is covered for the loss.
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Pennsylvania may abolish
state workers comp fund

By EILEEN NORRIS

HARRISBURG, Pa.—Employers in Pennsylvania
who are dumping their high-risk occupational disease
coverage into the lap of the State Workmen's Insurance
Fund may soon find themselves outsmarted.

A trend by employers 10 saddle the fund with expen-
sive occupational disease risks has prompted a call from
a committee appointed by Gov. Dick Thornburgh to
abolish the fund in favor of a shared risk pool.

By a 12-2 vote, the Committee for Comprehensive
Review of the State Workmen’s Insurance Fund re-
commended that the state’s licensed workers compen-
sation insurers form a pool to share the high risks, said
Bruce R. Hockman, the committee’s executive director
and the director of the state’s workers compensation
bureau.

The major role of SWIF, which is based in SLranton
has been to provide insurance to those employers un-
able to secure coverage through private insurers,

Men imprisoned
in Libya are suing
four oil companies

By EILEEN NORRIS

NEW YORK—Four major oil companies have been
named in a $40 million suit filed by two emplovees who
say the firms are respensible for their imprisonment
while on assignment in Libya.

The lawsuit, filed by Michael Price and Roger Frey,
both of New Orleans, charges their chief employer,
Oasis Qil of Libya, recommended the workers take

along a camera—even though a memo from the Libyan

desk of the State Department issued one month before
the men were dispatched to Tripoli warned of the dan-
gers of taking photographs there.

The men were arrested and taken prisoner on March
19, 1980, on charges of taking photographs for propo-
ganda purposes, said Larry Hutcher, the New York at-
torney representing Mr. Frey, a project analyst, and
Mr. Price, a senior engineer.

During their three-month ordeal, the men were
beaten, tortured and jailed in an insect-infested cell be-
fore they were acquitted and released July 3, 1980, Mr.
Hutcher said.

“These men suffered a great deal of emotional and
physical injury that continues today,” he said. “Both are
still receiving treatment and Mr. Price lost 50% of his
hearing in one ear from the dysentery he had while in
prison,” his attorney said. The men said The Travelers
lusurance Cos. wrote their company’s long-term dis-
ability insurance coverage.

The suit also charges tk.e men were beaten by prison
guards, threatened with torture, denied medical atten-
tion and poorly fed.

Oasis Oil of Libya, which is headquartered in New
York and is 59% Libyan government-owned, had no
comment on the lawsuit, which seeks $10 million in
compensatory and $10 million in punitive damages for
each of the employees.

Named as additional defendants in the lawsuit were
Marathon Oil of Findlay, Ohio; Amerada-Hess Corp of
New York; and Conocc of Houston.

The three companies joined with Oasis for an oil pro-
duction exploration project in Libya and directly dealt
with the U.S. State Department, which apparently re-
fused o negotiate with Oasis, thought to be an arm of
the Libyan government.

Conoco’s International Manager Jay S. Etheredge
told Business Insurance he had not yet seen the suit,
and thus could not comment on whether or not the oil
firm is covered for the risk.

Risk managers for Marathon Oil and Amerada-Hess
were unavailable for comment.

Continued on page 6

usually because of high risks.

But, some employers have been taking advantage of
the state law, which says that SWIF must provide
workers compensation coverage to any employer wh
asks for it.

“When companies realize a surge of claims is likely,’
said James Ewart, the committee’s chairman and presi-
dent of the Pennsylvania Assn. of Independent Insur-
ance Agents, “they can dump that liability by dropping
their self-insurance program or insurance carrier and
securing coverage through SWIF.”

The fund, which has 18,500 policyholders and writes
more than $§125 million in premiums annually, has been
besieged with worker compensation claims, while it re-
ceives “grossly inadequate premiums to cover such lia:
bility,” Mr. Ewart said.

Once the surge of claims is over, the employer re:
turns to his former insurer, leaving his poor loss record
behind. As a result, the employer will enjoy favorable

Continued on page 7¢

Phaoto: Wde Wurd
Sharks in the New York Aquarium guard safe
salvaged from the Andrea Doria.

Sunken liner’s safe
interests insurers

By JAMES LAWSON

NEW YORK—No one is even sure what is in
it, but there are $3 million in property insurance
policies protecting the safe salvaged from the
sunken Andrea Doria.

And once the contents are revealed on live
television, possibly next month, many more in-
surers may be interested in the treasure, pres-
erved for now in a shark tank in the New York
Aquarium.

The safe, which itself belongs to Banco di
Roma, was retrieved earlier this month by an ex-
pedition group organized by New York depart-
ment store heir and explorer Peter Gimbel and
his wife, Elga Andersen. Their interest in the
possible treasures inside the safe is minimal, they
say. Their reason for the expedition was the ad-

Continued on page 76

Cayman Re fires chief executive

By JOHN W. MILLIGAN
and LISA BERGSON

NEW YORK—In the continuing
saga of the beleaguered Cayman Is-
lands Reinsurance Corp., the com-
pany has fired chief executive Mi-
chael C. Scott for misleading its
directors on the use of Cayman Re
funds in transactions with John
Muir & Co., a recently defunct se-
curities firm

In its short, trouble-filled history,
Cayman Re, which was formed in

1979 and went public in 1980, foun-
dered in its attempt to take over
Aneco Reinsurance Co. and has be-
come enmeshed in a web of law-
suits.

Both Cayman Re and Aneco are
products of Muir's speculative un-
derwriting. Muir recently sold out
in the face of a Securities & Ex-
change Commission investigation.

Indeed, it appears that Cayman
Re never engaged in its preported
business of reinsurance, but rather
used the $4.8 million from its public

offering for investments.

Chief among these was the firm':
purchase of 7.2% of Aneco stock, 2
move that prompted Aneco to file 2
suit accusing Cayman Re of con-
spiring with Muir and Federated
Reinsurance Co. to “plot™ an illegal
takeover.

Subsequently, a Cayman Re
shareholder, Nancy Spector, sued
stating that the reinsurer violatec
securities laws by issuing a false
and misleading prospectus.

Continued on page t
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Oregon to pioneer open rating of comp

Agency proposes
nuclear plants buy
maximum coverage

By JOHN W. MILLIGAN

NEW YORK-—The Nuclear Regulatory Commission is proposing a new

o y = By RHONDA L. RUNDLE b“‘Fer ti;e first tir?e empi?yers will be  Couneil in Compensati%n Insurance, a
§ abile to shop price for workers compen- rate-making bureau based in New
regon S prlce war SALEM, Ore.—Oregon will become sation insurance” stressed Commis- York. &
Rate deviations filed by work comp insurers the first state to test open rating of sioner Fritz. Some self-insurers may The so-called pure premium makes
Company % Deviation workers compensation insurance when even be lured back into the marketplace up about 68% of the current NCCI rate.
enabling legislation takes effect next by competively priced coverage, he pre- The remaining 32% represents built-in
SAIF Corp. 29 July. dicted. insurer expense and profit loadings.
Employee Benefits Insurance Co. 22.5 House Bill 2600, signed into law last Oregon employers pay among the Onece companies begin calculating their
Fire & Casualty Insurance Co. of Conn. 225 month, fsubstaniially adopts the_ recom- highest workers compensation costs in own expense and profit factors, superior
A ut Midwest In Co. 20 mendations of a report submitted to the country, driving to self-insurance administrative efficiency should trans-
Sonautimdwest insurance Co. Gov. Victor Atiyeh a year ago by a task many companies that would be consid- late into lower rates for policyholders.
Planet Insurance Co. 20 force committee on workers compensa- ered too small to self-insure in other Premium discount, retrospective and
Safeco Insurance Co. of America 20 tion (BI, Dec. 15, 1980). states. Six members of the Oregon Risk  experience rating plans must be submit-
United Employers insurance Co. 20 “We.are convinced the change.will & Insurance Management Society con- ted to the commissioner for approval,
Industrial insurance Co 18 mean net savings of about $25 million a  tacted at random by Business Insurance . But the new rules are expected to fuel
. : year to employers, based on our actuar-  all self-insure and do not expect the competition among insurers to offer at-
Employee Benefits Insurance Co. of Oregon 15 ial studies,” reports Bill Fritz, state in-  open rating law to impact their pro- tractive cash-flow plans.
First National Insurance Co. of America 15 surance commissioner and a strong ad- grams. “My guess is that'some of the Johnny-
Great America insurance Co. 15 vocate of open competition. But Associated Oregon Industries, come-lately insurers in the state will be-
Royal Insurance Co. of America 15 Minnesota was the first state to pass representing 2,400 large and small em- come weak-kneed and disappear from
an open rating law requiring insurers to  ployers in the state, was very active in  this market,” predicted one broker with
Western Employers Insurance Co. 3 compete on price, but the new system promoting deregulation, reports Karl a national company who asked not to be
Worldwide Underwriters Insurance Co. 15 will not be fully operational until mid- Frederick, AOI employee benefits identified.
Industrial indemnity Co. of the Northwest 12 1983 (BI, May 25). Similar laws are director and counsel. Rate deviations already are taking the
Mission National Insurance Co. 10 under consideration in Kansas, {llinois When the law takes effect next sum- fat and margin out of the business, he
; ) and Wisconsin. Other states permit indi- mer, insurers will be permitted to “file  said. There were only five companies
Source: National Council on Compensation Insurance vidual rate filings subject to state ap- and use” rates not less than the pure loss  writing workers compensation insur-
proval. . component of rates set by the National Continued on next page
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rule requiring that nuclear utilities purchase the maximum amount of
property coverage available in the commercial insurance market.

The agency also will try to determine, once this interim regulation goes
into effect, exactly what levels of insurance are necessary to protect nu-
clear utility plants. )

The result could be a federally mandated property coverage minimum
for nuclear plants.

The decision follows the 1979 accident at the Three Mile Island plant in
Pennsylvania and the NRC's concern that utilities may not have adequate
insurance to protect them against another such devastating accident.

General Public Utilities Corp., the owner of the TMI plant, faces a $1.3
billion cleanup bill with no clear idea of how it will pay it (BI, June 15).
Despite this experience, there are still some nuclear utilities that do not
have maximum coverage, a NRC spokesman says.

The interim regulation would require that nuclear utilities maintain the
maximum available amount of property insurance—or an equivalent
amount of protection through a letter of credit, bond or self-insurance—
once nuclear fuel is brought to a licensed facility.

: : .
Allen Bieber DeAllessandro Griffin

Bogardus

10 judges to name RM of Year

CHICAGO—Ten prominent leaders in risk man-
agement and commercial insurance will judge nomi-
nations for the 1982 Business Insurance Risk Man-
ager of the Year and Risk Manager Honor Roll
competition.

managers,

® Bob Bieber, director of risk management for
Westchester County, N.Y., and the 1981 Risk Man-
ager Honor Roll winner for. government entities. He
will also represent risk managers.

® John A, Bogardus, president and chief execu-
tive officer of Alexander & Alexander Services Inc.
in New York, representing a major commercial in-
surance broker.

The judges are;
® Duane C. Allen, assistant treasurer of Hanna
Mining Co. in Cleveland and the 1981 Business In-

surance Risk Manager of the Year, representing risk Continued on page 76

The agency estimates that the premium for maximum coverage at cur-
rent levels would cost about $1 million a year for a facility with two reac-

tors.

The proposed regulation has been printed in the Federal Register. A

comment period on the rule expires Oct. 19.

“I think most people are going to react like, ‘Well, we're going to do this
anyway,” says Alonzo Rand Jr., senior vp and head of Marsh & McLen-

nan's technical services department.

Nuclear utilities could secure $1.3 billion in property coverage right now,
he says, but the potential insurers must first agree on the layering arrange-
ment. American Nuclear Insurers, Nuclear Mutual Ltd. and Nuclear Elec-
trical Insurance Ltd. market nuclear property insurance,

ANI offers $300 million in primary coverage and an additional $75 mil-
lion in excess of that. MNL offers $450 million in primary coverage. NEIL
offers $500 million in excess of AMI's and MNL's primary layers.

While ANI has agreed to provide its $300 million in excess of MNL’s $450
million primary layer, Mr. Rand says, both MNL and NEIL have yet to
decide whether they will offer such an arrangement. s

Debt-ridden MET files for bankruptcy

By STEVE SHERWOOD
“and JERRY GEISEL

FORT WORTH, Texas—A multiple em-
ployer trust has filed for bankruptcy here,
leaving assets of only $54,000 to pay hospital
and medical claims of more than $2.5 million.

The self-funded MET had excess insurance
“overage with Lloyd's of London, but it ap-
nears most of the claims will fall within the
MET’s self-funded retention. It is possible
hese debts will be passed on to employers
vho used the MET to provide group health
nsurance coverage for the employees of
heir small businesses.

American Federation for Labor & Business
imployer Benefit Trust at its peak provided
1ealth benefits to about 8,000 employess of
3,300 employers in California, Colorado,

The ‘sharks’ return. riskWatch, page 69.

Ohio, New York, Texas and other states.

An investigation by Rufus Garrett, a Fort
Worth attorney.appointed by the U.S. Justice
Department to act as bankruptcy trustee for

-AFLB, uncovered “substantial evidence of

fraud and dishonesty in connection with the
debtor’s affairs,” court papers state.

Established in 1978, the AFLB trust alleg-
edly was presented to member employers as
a benefit plan under the Employee Retire-
ment Income Security Act. As such, it pro-
vided hospitalization and medical benefits to
employers without being foreed. to qualify as
an insurance company under state: regula-
tions.

But there is some question as to whether
the AFLB ever gained ERISA approval,

“The AFLB contends it was an ERISA
trust,” Mr. Garrett said. “The U.S. Depart-
ment of Labor says it wasn’t and various state
insurance commissioners say it was an insur-
ance company. No decision on its status was
made before the bankruptey filing on June
T

Labor Department records show that the
American Federation of Labor & Business
Employer Benefit Trust did file an ERISA-
required summary plan description for 1978.
Records that would show a 1979 renewal are
not compiled yet.

AFLB filed a petition for a Chapter 11
bankruptcy reorganization in the U.S.
Bankruptey Court for the Northern District
of Texas in Fort Worth. Although the trust’s

accounts were kept by Fringe Benefits Ser-
vices Inc. of Denver, the trust originated in
Texas.

“l am in the process of having a declara-
tory judgment made to determine whether

-the trust is an insurance company,” Mr. Gar-

rett said. Until that judgment is handed
down, it will not be known whether the
bankruptey court has jurisdiction over the
case.

Meanwhile, Mr. Garrett is investigating
the trust’s records to discover what led to the
bankruptey filing.

In a report to the bankruptey court Aug.
27, Mr. Garrett said, “A number of lawsuits
have been filed against the debtor. Many of
these in California seek recovery of punitive
damages for improper claims settlement

Continued on page 73



4 / business insurance, September 14, 1981

Airline employees trade pay for stock

Republic Airlines Inc. employees
will receive about 1 million shares
of the company's common stock in
return for a 15% cut in pay they
took for the month of August.

This move—initially suggested
by the employees—will enable
Minneapolis-headquartered Re-
public to free about $6 million and
conserve cash during the air traffic
controllers strike.

When the strike first began, Re-
public knew a cash-flow crunch
would follow and looked for ways
of averting the problem, according
to a company spokesman.

The shares were purchased by
the employees—through payroll
deductions in August—at a price of
$6 a share, far below a high of
$11.50 earlier this year.

Employees are free to either re-
tain or sell their stock, he said, and
employee committees are now

( benefit beat

)

being formed to trade or sell the
stock among the workers.

Republic also has an Employee
Stock Ownership Plan that gives
workers about a 30% stake in the
airline. Stock from the ESOP and

the special program cannot be com- -

bined.

Republic is pleased with this one-
time stock deal and says it has
eased the cash-flow burden.

Benefits increased

Additional details of a new con-
tract between Rockwell Interna-
tional Corp. and 13,300 aerospace
workers have been released (BI,
Sept.7).

Active employees and depen-

dents will be eligible for a new vi-
sion care program starting Oct. 1,
1982, which covers customary and
reasonable costs. Included is a $5
copayment for eye examinations
and a §7 copayment for lenses and
frames.

In the health care plan, excess
costs above what are presently cov-
ered for diagnostic, X-ray and la-
boratory charges will be paid at an
80% level with no deductible.

The plan also will pay 90% of
charges for a private room if a
semiprivate room is not available.

The dental plan now covers or-
thodontics for dependents under 20
years of age, with a 50% copayment
and a $750 lifetime maximum.

The annual maximum for regu-

lar dental procedures has been in-
creased from $600 to $800. Preven-
tive, diagnostic and emergency
costs are covered 100%. These pro-
cedures formerly carried a 20% co-
payment.

Coverage for accidents and ill-
nesses will rise to a maximum of
$200 a month this year, depending
on the hourly wage. The coverage
will increase to a maximum of $215
a month in October 1983.

Life insurance will be increased
by $1,000 for each year of the
agreement, hitting $11,500 the third

year. Employees also may purchase.

an additional $10,000 in life insur-
ance a year at a cost of 50 cents per
thousand dollars of coverage,

'y
Made any benefit changes? Write
John W. Milligan, Assoctate Editor,
Business Insurance, 220 E. 42nd St.,
New York, N.Y. 10017; 212-210-0141.

How over 400 companies
are getting meaningful
benefit analysis

Today more than
400 companies, in-
cluding many Fortune
500 Corporations are
getting meaningful re-
sults from Erisco’s upgraded benefit systems —
ImpleFacts and ClaimFacts.

ClaimFacts provides Claims Pro-
cessing for...Corporations, Insurance

For more than a decade Erisco has dedicated its
resources to the support of ImpleFacts. Benefits
managers who enjoy the results of ImpleFacts
are now taking advantage of ClaimFacts, Erisco's
on line health claims processing system. These
systems are available for lease, purchase, or ser-
vice which is provided at Erisco's own Data Center.

impleFacts provides Recordkeeping for Thrift/
Savings, Profit Sharing, TRASOP ESOP and
Stock Option Plans—for corporations, banks,
insurance carriers and consultants,

ImpleFacts’ expertise can be applied when set-
ting up a new plan, creating a new system for
a plan, or implementing changes to an existing
plan. ImpleFacts offers clients considerable flex-
ibility, by providing: Video Display Terminals (In
Their Office)...Faster Distribution Payments...
Eligibility Monitoring...Activity Monitoring...
Special Feature Support.

CONTACT: Charles Klein (ImpleFacts)
(212) 582-8030

Carriers, Blue Cross and Blue Shield Plans,
Third Party Administrators, Taft-Hartley Funds.

ClaimFacts' advanced design meets the ever
broadening requirements of professional claims
processing— productivity, accuracy, control,
flexibility and cost containment. ClaimFacts pro-
duces concise management reports and benefit
utilization statistics which permit the highest
degree of control, resulting in truly cost effective
benefits packages.

ClaimFacts offers: Automatic eligibility verifica-
tion, benefit calculations, COB, correspondence
and payment, user oriented displays, complete
financial control of health benefits expenditures,
and parameter driven flexibility when changing
or expanding coverages.

CONTACT: Wayne Ferrentino (ClaimFacts)
(212) 247-2444"

ClaimFacts
ImpleFacts

1700 Broadway, New York, NY 10019
A Thomas National Group Subsidiary. m

... For Your Benefit

Eriscoinc. B

Open rating
to be started
by Oregon

Continued from previous page

ance in Oregon until a few years
ago when the profits here attracted
many more players, he said.

The state took a major step to-
ward open rating four years ago
when it authorized deviations from
NCClI-set rates for the first time.
But it was not until this spring that
insurers stampeded to offer the
lower rates (see chart on page 3).
Now more than 50% of the market
is written on this basis. =

Argonaut Insurance Co. led the
pack with the first significant de-
viation filed in June 1979. Em-
ployee Benefits Insurance Co. fol-
lowed suit in April 1980. In April
and May of this year more than a
dozen companies rushed to file de-
viations in time to meet July re-
newal dates.

In the past, Oregon employers
have focused on the size of workers
compensation dividends paid out of
insurer earnings at the end of the
policy period. Now they expect to
pay less up front.

The advent of open rating prob-
ably will continue that trend, sug-
gested Everett Brookhart, division
manager of Industrial Indemnity
Co. in Portland.

The San Francisco-based insurer
recently formed a task force to an-
alyze the impact of open competi-
tion on the company and the mar-
ketplace.

To set competitive rates that also
earn a profit for the company, in-
surers will have to closely calculate
their loss and administrative costs.
Many refinements will have to be
made after.the new system takes
effect. _

Industrial Indemnity is one of
many insurance companies that op-
poses open rating because of the se-
vere pressure it puts on other in-
surer services. “Loss-control ser-
vices are owed to the employee to
make the work environment a
safer place to work,” explains Mr,
Brookhart. Strong claims manage-
ment and loss control also may re-
duce the ultimate cost of insurance,
he points out.

Many large workers compensa-
tion writers in Oregon have intro-
duced “puppy” companies there to
offer higher rate reductions to pre-
ferred policyholders. State law re-
quires that all risks within each
class be offered.a uniform rate by
each company.

For example, Industrial Indem-
nity Co. uses two subsidiaries to
write reduced rates in Oregon. In-
dustrial: Insurance Co. offers an
18% deviation from NCCI rates; In-
dustrial Indemnity of the North-
west offers a 12% deviation.

Many administrative details of
the Oregon open rating system re-
main to be resolved. The Insurance
Department plans public hearings
starting this fall and stretching
through April to present its views
and accept testimony from in-
terested parties.

Commissioner Fritz wants te
preserve the NCCI statistical base,
for example, so that individual in-
surance plans will probably have tc
be structured so that insurers con-
tinue to report loss: figures using
NCCI classifications.

One proposal that will be exa:
mined is the possibility of permit-
ting 10 or more small employers tc
form a group for self-insurance
purposes.

Workers compensation insurer:
with scattered accounts in Oregor
may be allowed to use NCCI filing:
for their rates. And insurers whe
demonstrte superior loss experi:
ence may be permitted to offer cov-
erage below NCCI pure premiun
levels. 1



HAZARDOUS WASIE COULD b,
HAZARDOUS TO YOUR BOTTOM LINE.

The EPA's new
requirements for manag-
ing hazardous wastes
could severely impact

the engineering and
environmental exper-
tise, as well as the msur-
ance perspective, that

Emr bottom line. are needed to help you

specially if you don’t meet the EPA’s new

know where to get requirements.

help in meeting those Radian Corpora-

requirements. tion, with its staff of
That’s why you hydrogeologists, chem-

should know about the one company that has both the
technical and the insurance expertise to accurately iden-
tify exposures in the g,eneration, treatment, storage and
disposal of hazardous wastes. '

That company is Hartford Steam Boiler Inspection
and Insurance.

You've known us for over a hundred years as
the industry leader in the highly specialized line of boiler
and machinery insurance, and more recently for our tech-
nical services.

Now, through Radian Corporation, a wholly-
owned subsidiarznwith a staff of over 500 degreed pro-

fessional and technical personnel, we can provide both

Hudrogeologist and civil engineer investigating abandoned hazardous waste
disposal site. The new EPA requirements make this kind of investigation more
important than ever.

ists, engineers, industrial hygienists, and others, has been
providing multidisciplinary technical services in the engi-
neering and environmenﬁ fields for over 12 years. Their
many projects for industry and government in the areas
of hazardous waste management and risk assessment
include the following:

Subsurface investigation and characterization of
abandoned hazardous waste disposal sites.

Risk assessment for non-sudden pollution liability
insurance.

Site selection studies for potential new hazardous
waste landfills.

Identification, sampling and analysis of waste and
environmental samples for existing facilities.

And ground-water modeling and fatal flaw analysis
of hazardous waste disposal options. .

As you can see, we re exceptionally well equip d
to help you deal with the EPA’s new requirements.
to help ensure that hazardous waste won't be hazardous

to your bottom line, call us at 800-243-0090 (in Conn.,
527-0791). Or write Hartford Steam Boiler Technical
Services, 56 Prospect Street, Hartford, Conn. 06102.

TECHNICAL SERVICES

HARTFORD
STEAM BOILER
INSPECTION &




6 / business insurance, September 14, 1981

&

Proceeds from Cayman Re’s of-

Proud Of Jt! LOSS PREVENT'ON SER‘"CES fering, she said, were additionally

invested in the following com-
panies birthed by Muir: Basic Earth

SELF'INSURANCE MANAGERS Science Systems Inc., Security

America Corp. and the Brady En-

ergy Corp., among others. Ms.
* CLAIMS SERVICES Spector’s suit claims Cayman Re's
+ OILFIELD SAFETY underwriting was conditioned on
its agreement to purchase other se-
* RISK MANAGEMENT curities Muir brought to market.
* COMPUTER SERVICES In July, when Business Insur-

ance interviewed Raymond Dirks,
Muir’s principal partner, he denied

having a say in Cayman Re’s in-
DIV|S|°N SERVICES co' INc' vestments, even though his invest-

ment firm handled the stock pur-
GLE'i'gg;A\’rgfeE g'[s.A ;EBY BS&PSE;:BO“ chases. “We didn’t know about the
Metairie (New Orleans,) LA 70009 build-up,” he said of Cayman'’s ac-

A (504) 455-1827 cumulation of Aneco stock.

But, Cayman’s dismissal of Mr.

Scott, coupled with statements at-
tributed to James Gill, Cayman Re

If it Has Anything

To Do With Marine Liability,
We Can Advise

e —_— —

Marine Information Services, Inc.
Publishers o Marine Operations Reporter,
which tracks, summarizes and collates
regulatory and legislative developments
relating to marine operations.

Contact: Jack Gallagher

Marine Surety Associates

Profesglonals specielizing in MARINE
arranging bonds ADVISORY
and structured settlements. GROUP
Contact: Vin Mangano ‘ INC.

Lamorte Burns & Co. Inc.

Maritime Advisory Services Inc.
Publishers of The Maritime Advisor,

a comprehensive digest of maritime law
cases and arbitration awards.

Contact: Evan Zebooker

’

R R e e s e
Spill Control Analysts Inc.
Qil-spill contingency planning
Contact: Jack Gallagher

35 adjusters with more than 400 man-years of
experience in all phases of marine liability, including
personal injury, cargo, oil pollution, collision and.

dock damage.

Contacts: Hal Halpin (cargo); Wayne Billyer (injury)

Affiliated offices in New Orleans and Long Beach,
Calif., providing coast-to-coast claims handling.

These are the five companies that make up Marine Advisory Group Inc. If you are looking for
independence, versatility and depth in your approach to marine liabilities, call or write us today.

' Marine Advisory Group Inc. One World Trade Center/Suite 3147/New York, NY. 10048 (212 432-0400)'

Cayman Re fires chief

o l L I I E LD Continued from page 2

treasurer, bolster contentions that
Muir knew of Cayman Re’s invest-
ment activities. Mr. Gill said in The
New York Times that the bro-
kerage firm, in fact, handled Cay-
man Re’s $4.8 million assets, since
Cayman Re lacked an executive
committee to oversee its funds.

Also, Francis Mulderig, Aneco’s
chairman, told BI that Mr. Scott’s
ouster supports Aneco claims that
Cayman Re and Muir were in-
volved in a conspiracy to take over
his company. “I don't think there's
any question that the events have
proven that correct,” he said.

Citing an “interesting coinci-
dence,” Mr. Mulderig said he first
met Mr. Scott several years ago
when they were introduced by Mr.
Dirks. Mr. Scott and Mr. Dirks
were trying to put together an in-
surance arrangment for yachts
they wanted Aneco to cover, he re-
called.

Mr. Mulderig added, however,
that he did not know if Mr. Scott
was employed by Muir before join-

ing Cayman Re.

Aneco and Cayman Re reached
an oral agreement Sept. 3 to drop
all pending litigation between the
two, according to Mr. Mulderig.
This decision followed Cayman
Re's statement that it did not in-
tend to continue its acquisition ef-
forts.

Noting the many difficulties fac-
ing Cayman Re, Mr. Mulderig said
it would have been difficult for
Cayman Re to form a new board of
directors had its takeover suc-
ceeded.

Klaus Gebhardt, a Cayman Re
director, was also at a meeting in
New York. In July, Mr. Gebhardt
told BI that “internal questioning”
among Cayman Re’s directors had
stalled any further moves for
Aneco. Mr. Gebhardt was in a
meeting in New York and could
not be reached for comment. a

QOil firms sued

Continued from page 2
If damages were awarded they

| probably would be covered under

the companies’ comprehensive gen-
eral liability. insurance and cer-
tainly under corporate umbrella
policies.The suit alleges that Oasis
was negligent in the information it
gave the employees and names the
other three oil companies that
joined with Oasis for negligence in
placing the employees in Libya.

Four other counts in the suit al-
lege the employers failed to rescue
the workers, concealed information
and misrepresented the mental and
physical health of the two men to
relatives while they were in prison,
and for negligence in rescuing
them from Libya.

Mr. Frey, reached by telephone
at his home in New Orleans, said
representatives from the three
American oil firms were in daily
contact with the men's relatives.

“Our families were told we were
eating well and that we had video-
cassette players in our cell for en-
tertainment,” Mr. Frey said. “We
were locked up in 20-by-15-foot
cell with seven other prisoners that
was infested with cockroaches,
mice, tapeworms and overflowing
toilet facilities.”

He said before leaving for Libya
in December 1979, he was provided
by Oasis with a list of materials and
equipment to take overseas, includ-
ing a camera.

When arrested, he and Mr. Price
were taking scenic pictures of Tri-
poli for a photographic montage.

Consultants have warned risk
managers of companies with over-
seas operations that employees who
are kidnapped, or in this case im-
prisoned, while in a work situation
could sue if they do not believe the
company did enough to secure
their freedom. L
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[ editorial opinions
Cutting health costs

| (__letters )

Business Insurance welcomes letters from its readers. Please keep your com-
ments as brief as possible. We reserve the right to edit letters for clarity or space.
Please send your comments to Letters to the Editor, Business Insurance, 740 N.
Rush St., Chicago, Ill. 60611.

E FIND BOTH suspect and disturbing

the results of a government survey on
corporate response-to rising health care costs,
as we reported in last week's issue.

The study, funded by the Department of
Health and Human Services’ National Center
for Health Services Research, concluded “cor-
porations were neither greatly concerned nor
strongly motivated to do much about their
health benefit costs.”

We can’t believe this is true. The study’s
conclusion, based on interviews with corporate
executives at 69 unidentified companies, is sus-
pect to us because we know that many cor-
porations are trying to control health care
costs.

We report regularly on corporate health
care cost-containment programs. Just last
week, in the same issue reporting the HHS-
funded study results, Associate Editor Eileen
Norris reported on cost-control programs im-
plemented at Reliance Electric Co. in Cleve-
land and Continental Illinois National Bank &
Trust Co. in Chicago. Their programs show
that these two companies are indeed greatly
concerned and motivated to do something
about the rising cost of health care benefits, as
are many others on which we have reported.

The researchers may have based their con-
clusions on sketchy information. They say
they didn’t just talk to employee benefit man-
agers to get the corporate viewpoint because
benefit managers have a “vested interest.”

Indeed, as the person responsible for-admin-.

istering health care benefits and controlling
their cost, the benefit manager does have a
vested interest. The employee benefit man-
ager also is the most knowledgeable person in

a corporation to talk about the rising cost of. -

health care benefits and what the company is
doing to control those costs.

If the accuracy of the survey results can be
questioned because of the low regard paid em-
ployee benefit managers, the results still are
disturbing. If other corporate executives paint

a picture of near ambivalence about rising
health care benefit costs—or fear of backlash
to programs to control them—it must be that
some employee benefit managers trying to
control health care cosis are not adequately
communicating with their superiors about the
problem and what they are doing to solve it.
For example, the reported corporate con-
cern that claims control would make the em-
ployer look miserly is someone’s misconcep-
tion about claims cortrol. Certainly no em-
ployee benefits department wants to deny cov-
erage due an employee. Claims control needs
to be defined better for what it is: Paying only
when coverage is due to providers for services
rendered. Any claims-control program will
turn up claims filed with two insurers where
coverage. could exist under two' policies and
charges for services never delivered in bills
incorrectly prepared by providers. Employees
feeling the same pinch of economic times
won’t view such a program as miserly. Indeed,
when asked to review:.charges for accuracy,
employees have pointed out incorrect charges.
We can’t imagine-that many companies are
providing good health care benefits without a
concern about the cost and some effort to con-
trol costs. There has. io be some. communica-
tion problems reflected in these survey results:
When was the last time you updated your
superior on the cost:of health care benefits at
your company and what you are doing to con-
trol them? Your 1982 budget would be a per-

fect opportunity to bring top executives up-to-

date and to suggest new cost-control programs.
Not only will this communication help bring
you recognition and support for your efforts, it

also will better prepare top executives to an- -

swer questions on this issue.

You must do a better job of explaining. to
your bosses the health care benefit cost prob-
lem and your efforts to solve it. To ignore this

part of your job is to invite failure for your:

programs and your future—and more di-
couraging survey results like these.

usiness insurance.
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Lewis put safety first . . .

To the editor: I read your editorial opinion, “Reverse logic?” (B,
Aug 24), and I believe you totally missed the administration’s posture
with regard to the two air traffic safety studies.

What Transportation Secretary. Drew Lewis said was that in the

administration’s opinion, the skies are safe with the reduced level of
aircraft schedules. The air traffic controllers that remained on duty
and management personnel feel comfortable that there are no safety
problems. However, he said in the interest of reaffirming the admin-
istration's position, a study would be conducted by an independent
commission whose recommendations would be considered heavily.
. 1 believe Secretary Lewis commissioned the second study to con-
firm and reassure the public that the administration isnot trying to
cover up a potentially dangerous situation. Had he not been firm in
his statements, he would have not allowed an independent study to
be conducted.

I hardly think your editorial depicts the intent of the situation.
Rather, you'do a very critical job of exaggerating the horrifying
prospects of a disaster. In difficult work stoppages like this, no public
relations job is effective. One cannot negotiate emotional issues
through the news media:

1 believe the record speaks for itself. The administration has taken
the right position. Public employees do not have the right to strike:
Further, the Airline Pilots Assn. has publicly stated that the skies
are safe, I can assure you that no pilot would endanger his own life
or that of his passengers if he felt there were fundamental safety
problems. -

Perhaps you have expanded your area of expertise a little too
thinly since generally your magazine produces interesting material
in.the loss prevention and insurance area.

For your information, I have no vested interest in the airline
strike other than that of an occasional passenger, but I felt obligated
to respond to what I think-is an unduly critical and unsubstantiated
article.

Robert J. Liguori

Director of industrial relations
Blackstone Corp.

Jamestown, N.Y.

.. . And preserved-integrity

To the editor: Your Aug. 24 editorial opinion is considerably off
the airways and indicates a misunderstanding of the situation—an
unusual position for as bright a publication as Business Insurance.

First of all, the Reagan administration had an immediate deeision

- to make in response to an illegal strike.threat and made the.right

decision by permitting the air traffic controllers to fire themselves.

What Business Insurance and the general public are not aware of
is that all domestic airlines combined operate only 1% to 1.5% (about' .
2,800) of the total of 200,000 civil aircraft currently active. The air-
lines, which have received the major public attention during the
controller affair over the past few weeks, promptly reduced their
flight frequency by 50%. It is now back up to approximately 75%. But
general aviation, which comprises 197,000 aircraft, was virtually to-
tally grounded.

General aviation, beginning with corporate aircraft and others fil-
ing under instrument flight rules, is now being fed back into.the.
system as it can now accommodate them. Visual flight rules flights
are being permitted and are active at some distance from the major
traffic centers. The “load” on an air controller is the number of units
on his scope, and you can see from these figures that the number of
units has been reduced to minimal amounts.

Air safety integrity has, indeed, been preserved, and I know from
personal experience that the senior people involved are.uniquely
equipped to handle this-problem.

As to the investigation of the air safety system, this has been or-
dered by the federal government as a voluntary response. to the
controllers’ demand that the system be reviewed. It is to Drew
Lewis' credit that he has proceeded to order an inspection before
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being required to do so.

If you want to travel on-an uncrowded aircraft, arrive safely and
have an enjoyable trip, the time to go is now.

Jay Lavenson

Executive vp
Bayly, Martin & Fay Inc.
Philadelphia

AlloyTek'’s ‘cavalier’ cost savings

To the editor; A friend of mine in.
the insurance business sent me a.

copy of your June 29 editorial re-
garding AlloyTek's attempt to pass
the substantial unfunded pension
liabilities of its existing defined
benefit pension plan on to the Pen-
sion Benefit Guaranty Corp. while
at the same time establishing a new
defined contribution plan to benefit
its employees.

Not only would I describe this

" business decision as unfair, as you

have done, but I would add a few
more adjectives like cynical, cava-
lier and self-serving.

Moreover, as a pension lawyer, I

would like to remind AlloyTek's
legal counsel that although: Alloy:
Tek may be successful in discharg:
ing its corporate liabilities for these
unfunded, vested pension benefits
it is not home free just yet. ;
The Employee Retirement Secu
rity Act of 1974, which establishec
the PBGC and'its federal plan ter
mination insurance program, alsc
imposes upon any person who is :
fiduciary with respect to a plar
who breaches any of his fiduciary
duties, personal liability for anj

© losses to the plan resulting fron

such a breach. Title IV of ERISA
Continued on page 6!



Tosolve,
first imagine.

[f imagination is lacking in an approach to a problem. don't
expect it in the solution. At Johnson & Higgins. we don't
hesitate to challenge our own thinking or to look for ways
to reshape it. We aren't satisfied just to bring you ideas that
are superior to those of other firms. J&H wants to bring
you the ideas they haven't had at all. Ideas such as our
unique Flexible Retirement Strategies™ program (FRS™).

Flexible Retirement Strategies: a new. long-range
approach to the retirement planning process that blends
corporate manpower goals with the career outlooks of
individual employees.

Unlike off-the-shelf programs, the FRS approach is
custom-built for the corporation. FRS employs a
comprehensive communications program that responds to
major concerns about retirement spurred by inflation.
Federal legislation and other factors. For more information.,
send for the J&H “White Paper“on FRS. Or, call any
J&H office.

Johnson::Higgins

The Private Insurance Broker/Benefit Consultant.
Thinking in a different dimension.

MEMBER
NATIONAL
ASSOCIATION
OF INSURANCE

s e S e e e e | R e e G e e S VM R A S i st TN S S e ey D T L e B M ST P S i A e T L S S T ot S S (S i



10 / business insurance, September 14, 1981

Proposal requires review of building plans

( around the states )

NASHVILLE, Tenn.—The state
Insurance Department will héld a
hearing Sept. 21 on a proposed
rules change that would require the
Division of Fire Prevention to re-
view plans for certain buildings be-
fore their construction.

Under the proposed rules, the di-
vision would begin inspecting plans
for detention or correctional facili-
ties'and all other buildings built by
the state.

The division already reviews
plans for most educational build-
ings.

Beginning July 1, 1982, the new
rules would also require the divi-
sion to inspect plans for business
and residential buidings taller than
two stories and for places of assem-
bly with a capacity of 300 or more
people.

If adopted, the rules would apply
statewide. Local governments,
however, could carry out most of
the required plan reviews after re-
ceiving permission from the state
fire marshal’s office.

However, local governments
would not be allowed to adopt or
enforce ordinances that are less
stringent than the state laws, rules
or codes.

System cuts costs

TRENTON, N.J.—A new “pay-
by-the-illness” hospital rating sys-
tem developed by the state Health
Department has saved New Jersey
residents more than $10 million in
hospital costs in 1980, according to
state Health Commissioner Dr.
Joanne E. Finley. -

Under the new system of charg-
ing patients by the illness instead of
by the length of stay, costs in the 26
participating hospitals in the pro-
gram rose 12.7% in 1980, compared
to a national increase of more than
14%.

Under state law, the Health De-
partment develops the rates each
hospital can charge for treatment
of specific illnesses.

The rates are approved or modi-
fied by the Hospital Rate Setting
Commission, composed of members
of the public and government offi-
cials.

The New Jersey department's
plan was developed under a con-
tract with the U.S. Department of
Health and Human Services’
Health Care Financing Adminis-
tration.

v

Work comp increase

TOPEKA, Kan.—State employ-
ers will have to pay $17.2 million in
higher premiums following an
11.2% increase in workers compen-
sation insurance rates that took ef-
fect Sept. 1.

The rate hike was approximately
$6 million less than the original re-
quest for a 15.1% increase filed by
the National Council on Compen-
sation Insurance.

The 11.2% is a statewide average.
The actual increase for individual
employers will vary according to
their rating classification. The av-
erage increase is 11.4% for manu-
facturing industries, 12.7% for con-
tractors and 10.2% for other indus-
tries.

Approximately 1.5% of the in-
crease was attributed to higher
weekly benefits for injured work-
ers.

Malpractice coverage

COLUMBUS, Ohio—A bill that
is designed to turn over the re-
maining obligations of the state’s
Joint Underwriting Assn. for medi-
cal malpractice insurance to a rein-
surer has been recently introduced
in the state House of Representa-
tives.

The association, established in
1975 to write professional liability

insurance for physicians who could
not obtain insurance elsewhere,
stopped writing the coverage this
year.

The association, however, still
has 22 primary and excess policies,
plus 1,198 tail covers, on its books.

The intent of the bill is to turn
the association’s obligations over to
the reinsurance market in an effort
to dismantle the association, which
is no longer considered needed.

The bill would allow the Ohio
Department of Insurance to put out
the association’s remaining busi-
ness to reinsurers.

Current assets are about $46 mil-
lion with another $17 million in a
reserve fund.

The $46 million in assets will
likely be distributed to the rein-
surer undertaking the association’s

obligations and also among doctors

and hospitals who have contributed
to the fund. The $17 million in re-
serves will be distributed to the in-
sureds.

Official appointed

SACRAMENTO, Calif.—State
Insurance Commissioner Robert C.
Quinn has named Robert J. Murray
as the new chief of the depart-
ment's Bureau of Fraudulent
Claims.

Mr. Murray is a career law en-
forcement officer, having worked

with various California agencies as
a police lieutenant, police chief and
a district attorney’s investigator
during the past 25 years.
" Mr. Murray holds a degree in po-
lice science from Cypress College
in Cypress, Calif., and both ad-
vanced and supervisory certificates
from the California Commission on
Peace Officers’ Standards and
Training.

Mr. Murray also is certified as a
teacher in police science subjects.

He replaces Capt. Glenn Sewel,.

who is returning to the California
Highway Patrol.

Hospital rates

TRENTON, N.J.—The New Jer-
sey Hospital Rate Setting Commis-
sion has granted New Jersey Blue
Cross a temporary 2% increase in

the discount of payment it receives
from the state’s hospitals.

This followed a sharp decrease in
Blue Cross’ discount rate, or differ-
ential, from 25% to just more than
4%. Blue Cross has been hurt by a
new state law requiring that it
share in such hospital costs as care
of the indigent and bad debts.

New Jersey Insurance Commis-
sioner James J. Sherran issued a
strong plea for the differential in-
crease, saying it was needed to re-
lieve the pressure for a substantial
hike in the premium rates for Blue
Cross’ individual and small group
subscribers.

Mr. Sherran granted Blue Cross a

. 15% rate increase on June 1. C:ting

its deteriorating financial condi-
tion, Blue Cross filed for an addi-
tional 31.4% rate hike soon thereaf-
ter. -

Local Currency

" Pension Plans.

Made Simple.



Suit seeks quick clean

By JERRY GEISEL

WASHINGTON—An environ-
mental group has filed suit in fed-
eral court to force the Reagan ad-
ministration to speed the cleanup
of toxic chemical dumps.

The Environmental Defense
Fund says the administration is al-
most two months late with publish-
ing regulations to implement the
Superfund legislation that Con-
gress passed last year.

The $1.2 billion fund, financed
primarily by taxes on products pro-
duced by the chemical industry,
will be used to clean up chemical
and toxic waste dumps designated
by the Environmental Protection
Agency.

While the administration says it
is committed to toxic waste
cleanup, it is refusing to commit it-
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self to action within a reasonable
time, the defense fund said.

The fund’s suit asks the court to
require the administration to pro-
duce a plan for cleaning up the
dumps.

Official accused

A former union official used his
position to arrange for the union’s
dental plans to purchase services
from a company he partially
owned, the Labor Department
charges.

Kenneth Hendershott used his
position as vp and director of the
United Paperworkers International
Union of America in Cincinnati to

arrange for 32 of the union’s dental
plans in Ohio to purchase services
from Internal Services Inc. of Co-
lumbus, Ohio, a firm in which Mr.
Hendershott had a one-third inter-
est, the department said.

Mr. Hendershott's actions vig-
lated the conflict-of-interest provi-
sions of the Employee Retirement
Income Security Aect, the depart-
ment said in the suit, which was
filed in the U.S. District Court in
Cincinnati.

Also named in the suit are the
Second National Bank of Hamilton,
Ohio, and Mark Mirken. Mr. Mir-
ken is trustee and administrazor for
14 of the plans and the bank is
trustee and administrator for 18 of

the plans. _
The suit charges that Mr. Mirken

 and the bank vialated theic ERISA

responsibilities as trustees and ad-
ministrators' by failing to exercise
independent judgment in the selec-
tion of firms to provide services to
the plans.

The suit asks the court to order
Mr. Hendershott to reimburse the
plans for any profits he received
from Internal Systems. The suit
also asks that Mr. Mirken be per-
manently removed as a fiduciary
for all Paperworkers Union plans.

Social Security

Waorkers staying on the job after
age 65 next year will be able to
earn more money without having
their Social Security benefits re-
duced,

Local currency pension plans aren’t simple.
Plans must conform with local government
requirements and your employee benefit
objectives and philosophies. And for multi-
national companies, large or small, all this can

get very confusing.
GMD Simplifies

Through the Group Management Division
(GMD) of American International Group,

~ you can gain access to our unique organiza-
tion which operates in over 130 countries and
territories through our network of wholly-
owned or wholly-managed worldwide
companies. All of them staffed by local

conform with local laws. And we’ll wade through
the complex foreign legislation, facilitating the
establishment of pension plans for your overseas

employees.

We’ve been doing it successfully for companies

like yours for years.

In fact, we’re proud of the many people around
the world now receiving benefits from us in
drachmas, francs, marks, dollars, pesos and
virtually any other currency you can name.

GMD. Your Convenient Single Source.
GMD underwrites local currency pension plans
in‘more areas of the world than any other

professionals in the countries in which they
work. Professionals who know their country’s
changing requirements and customs. All of
them reporting directly to our headquarters
in New York. Then we report to you.

By working closely with you and our own
international facilities, we’re able to simplify
each of your pension plans.

With a professional staff in just about any
country in which you’d be likely to establish a
pension plan, we can help you overcome
tangled legal and language obstacles by putting
our local expertise to work for you.

'GMD will assist in preparing your plan' to

A Division of American International Group

insurance organization. So, whether you’ve ten

employees in some remote Far Eastern location
or thousands around the world, you can bring
them all together through your convenient single
source—GMD.

Find out more. Call Mr. C.C. Gamwell III,
Vice President, at (212) 770-5060 or 770-7407.
Or mail the coupon below.

Group Management Division
American International Group

Please send me more information on: )
[ Local Currency Pension Plans (Specify country
or countries

(] TCN Pension Plans (] Local Currency Group

l Life/Hospitalization Plans [] International Pooling

Name Title

Company

Address

State Zip
Telephone ()
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p of toxic dumps

Retirees under 72 will be able to
earn §6,000 in 1982 without a Social
Security benefit reduction, up from
the $5,500 this year.

However, benefits will be re-
duced by $1 for every $2 a retiree
earns over $6,000 next year.

Other Social Security benefit
changes also are coming. Beginning
on Jan. 1, 1983, retirees age 70 and
older can earn as much as they
want without having their Social
Security benefits reduced. Cur-
rently, Social Security benefit re-
ductions are made for retirees
under age 72 who have significant
earnings.

MET growth

The Labor Department isn’t
worried that a recent federal court
ruling recognizing that different
employers can band together to
self-fund benefits as an employee
benefit plan covered by ERISA and
exempt from state regulation will
lead to an explosion in the growth
of multiple employer trusts,

The department’s position that a
MET must, among other things, be

" under the control of employer

members and not a third-party ad-
ministrator was upheld, said lan

- Lanoff, administrator of the de-

partment’s plan and welfare bene-
fit programs.

Requiring employer control will
keep most administrative firms
from developing self-funded METs,
Labor Department officials believe.,

Mr. Lanoff also pointed out that
Judge Robert Takasugi’s decision
in the Insurance & Prepaid Benefit
Trusts case (BI, Aug. 3) could still
be modified or reversed on appeal.
The Labor Department, however,
Is not currently considering an ap-
peal.

In addition, the decision is not
binding on other courts. “There can
be no assurance that the same anal-
ysis would be used, or the same re-
sult reached, by another court with
either similar or different facts,”

Mr. Lanoff said. ™
43.4 million now
have dental cover

WASHINGTON—A record 434
million Americans were covered
by group dental insurance in 1979,
according to the Health Insurance
Assn. of America.

Another 26.7 million had some
form of dental coverage as part of
their health insurance plans, the
HIAA reported. m

70 Pine Street
New York, N.Y. 10270 . l

City ‘ .

icyholders
saved over
$82.7 million
in 1980.

Our
pol

Place the Texas portion:of your
workers’ compensation

" coverage with Texas Employers,

and you may participate in those
savings. We write coverage at
cost, so what we don't pay out in
losses, operational expenses
and taxes, we pay back to our
policyholders.

Your share of more than $82.7
million makes a good reason for
calling our National Accounts
Division at

214/653-8100.

e TEXAE EMPLOYARS!
INsURaNce
ABSOCIATION
P. Q. Box 2759
Dallas, Texas 75221

Employers Insurance of Texas:
Texas Employers: Insurance Assn.
Employers National Insurance Co,
Employers Casualty Co.
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high wage, are represented by a union and
work for a company with more than 500
employees, the chances are overwhelming
that you are covered under a group health
insurance plan. :

But if you're a woman, not represented by
a union and working for a small employer
for low wages, your chances of obtaining
group health insurance coverage are much
less.

These are the key findings of a massive
Labor Department survey of private group
health plan coverage. The survey, drawn
from information colleczed by the Bureau of
the Census in 1979, was Teleased last week.

Highlights of the survay include:

® About 43.5 million employees, 75% of
the full-time private wockforce, are covered
by group health insurance plans.

® More than 75% of all male workers are
covered by group health insurance plans,
compared with 66% of all female workers.

® More than 90% of employees repre-
sented by a labor union are covered by a
group health insurance plan, compared with
67% of non-union employees.

® Some 94% of employees working for
firms with 500 or more employees are en-
rolled in group health insurance plans,
while 62% of employees at companies with
fewer than 100 employees had group health
insurance coverage. :

® The coverage rate for white-collar and
blue-collar workers is about 76%; for service
workers, 45%; and for farm workers, 24%.

® In the low-wage industries of farming
and retail trade, only 31% and 58% of the
workers are covered.

Coverage increases sharply as salary rises.

| 75% of workers covered by group health

WASHINGTON—If you're male, earn a -

Only 25% of workers earning less than
$5,000 annually are covered by private
plans. But, 82% of employees taking home
$10,000 to $14,999-are covered by plans.

Ninety percent of employees earning
more than $25,000 a year have private group
health coverage. -

In April 1977, when a similar survey was
conducted, about 75% of full-time workers
also were covered by private group health
insurance plans.

®

Free copies of the study, “Group Health
Insurance Coverage of Private Full-Time
Wage and Salary Workers,” may be obtained
from the Office of Communications and
Public Services, Pension and Welfare Benefit
Programs, U.S. Department of Labor, Room
N-4659, 200 Constitution Ave. N.W., Wash-

ington, D.C. 20216.. J

With all the attention

we pay our clients,

itS nowonder they pay
less forinsurance.

n a service business like insurance,
its not the amount of time you
spend with your clients, its how you
spend the time.

At Dale & Company, we know our
clients have particular risks that need
fast, efficient solutions to reduce their
premiums. That’s why we’re so partic-
ular about the people we put to work
for you. From account managers and
engineers, tc the person who will best
present your needs to insurance
companies, we match the right people
to your requirements.

That’s because we always make a
practice of hiring some of the

brightest, most innovative people =3

in the industry. And keeping
them. Attention to detail, and

dedication to excellence are the main-
stays of our firm. There are no half-
milers at Dale & Company. We go the
distance for you every time.

It is said you can always tell a
broker by its client list. One look at ours
will tell you we're one of the most
diversified: testimony to our multi-
talented staff. No problem is too big or
too small for them to handle. And
you can always rely on our experience.
We've been saving insurance dollars
since 1851.

So look for us if you're looking to
lower your premiums. We've got

offices right across Canada you

The largest, solely Canadian-
=3 owned broker in the business.

Dale & Compény Limited

Insurance Brokers

Oftices at: St. John's— Corner Brook—-Grand Falls—Halifax—Montreal— Ottawa—Torcnto
Hamilton-London-Windsor—Winnipeg— Calgary— Edmonton—~Vancouver
Head Office: Box 18, Toronto-Dominion Centre, Toronto, Ontario MSK 1B2.
Telephone: (416) 366-4645

can call. We’re Dale & Company.

Large pension
plans cover
most workers

WASHINGTON—Most workers
are enrolled in large private pan-
sion programs, according to a
Labor Department survey.

Ninety-five percent of employees
participating in defined benefit
pension programs are in plans that
have more than 100 participants
while 47% are in defined benefit
plans with 10,000 or more partici-
pants.

About 22 million employees were
enrolled in private plans that had
at least 10,000 participants. But just
2.2 million workers were in plans
with fewer than 25 participants.

While the information in the
survey is relatively old—it is a look
at the private pension universe as it

- existed in 1977—Labor Department

officials believe the survey will be
especially useful to benefit experts
because of the massive sampling of
plans that was conducted. The sur-
vey is based on the annual financial
results of 37,500 pensions plans, the
largest sample ever used in a pen-
sion survey.

While the large plans account
for most pension participants, most
of the 451,761 private pension plans
that existed in 1977 were small, the
survey found. For example, 90% of
the plans had fewer than 100 par-
ticipants while 61% had between
one and nine participants.

Defined benefit plans tend to be
bigger than defined contribution
plans. The median number of par-
ticipants in defined contribution
plans was six compared with 11 in
defined benefit plans.

While 29% of all pension plans
were defined benefit, these plans
had 69% of all plan participants, a
reflection of the larger size of de-
fined benefit plans.

For example, 8,312 defined con-
tribution plans had fewer than 10
participants, four times as many as
the 2,433 defined benefit plans with
fewer than 10 participants.

But there were 215 defined bene-
fit plans with more than 20,000 par-
ticipants compared with just 72 de-
fined contribution plans in the
same category. Similarly, the 258
defined benefit plans with 10,000 to
19,999 participants was more than
double the 116 defined contribution
plans in that category.

Participants in defined contribu-
tion plans were more likely to be
vested than those in defined bene-
fit plans. About 80% of active par-
ticipants in defined contribution
plans were full or partially vested
compared with 44% of participants
in defined benefit plans, according
to the survey, which was released
last week.

Defined contribution plans
usually offer faster vesting sched-
ules. For example, most defined
benefit plans offer first and full
vesting only after a worker has
completed 10 years of service with
a company. Defined contribution
plans often allow a participant to
vest 10% for each year of service,
beginning with the first year.

Of the 49.6 million workers en-
rolled in private pension plans in
1977, about 34.2 million were in de-
fined benefit plans and 15.4 million
participated in defined contribu-
tion plans.

Free copies of “Preliminary Esti-
mates of Participant and Financial
Characteristics of Private Pension-
Plans, 1977” are available from the
Office of Communications and
Public Services, U.S. Department of
Lgbor, Pension and Welfare Benefit
Programs, Room N-4659, 200 Con-
stitution Ave. N.W., Washington,
D.C 20216.
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can take oft a man’s arm. High-speed turbines have
enough explosive power to level a multi-story building.
Today’s larger machines running at high speeds, tempera-
tures and pressures are making industrial accidents more
serious and more costly than ever.

Al As one of North America’s largest industrial insurance
companies, Arkwright-Boston knows that even with today’s
complex machinery, most losses could be avoided with
proper maintenance and equipment checks. Through the
Factory Mutual System, we provide regular boiler and
machinery inspections. Our engineers can diagnose exces-
sive wear and corrosion of equipment with methods such
as ultrasonics and magnetic particle testing. ARKWRIGHT-
We find these advanced non-destructive BUSTUN
examination techniques helpful in prevent-

ing loss. INSURANCE |
Al Is it unusual for an insurance company to /| &=

be involved with magnetic particle testing? s mosTuNUSUAL
Not for us. We're Arkwright-Boston. A most  INSURANCE
unusual insurance company. COMPANY
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Electrical captive’

By RHONDA L. RUNDLE '
BETHESDA, Md.—Fast ap-

proaching its first anniversary, the

National Electrical Contractors
Assn.’s captive insurance company
is steadily—if slowly—gaining
ground in a very difficult market.
NECA Insurance Ltd. boasts 165
policyholders and -gross written
premium of $1.73 million. The asso-
ciation’s 6,500 membership is po-
tentially worth more than $100
million in workers compensation,
property and casualty insurance

premiums.

“With a heavy renewal period
coming up in the next two months,
we anticipate close to $2 million in

written premium by the end of our -

first year,” reports David Scudder,
director of insurance for the asso-
ciation. .

“We think that's excellent con-
sidering the soft market, he ex-
plained.”

Many contractors are waiting to
see what happens with the captive
before they get into it, Mr. Scudder
commented. The $2 million and $3

s growth slow but steady

million accounts are “fairly hot,”
he adds. Their participation would
boost written premium substan-
tially.

The key to the captive’s success
has been a strong marketing drive,
stressed Mr. Scudder.

The pragram has been explained
to 75% of association members over
the telephone or during personal
visits.

“We're discounting like.every-
body else, but we will not follow
other competitiors down the hole to
get an account,” Mr. Scudder ex-

‘We're discounting like everybody else,
but we will not follow others down the
hole to get an account,” Mr. Scudder-says.

plained.

“In several situations we've been
undercut and haven’t dropped any
further: But a year. later, we'll be
back to those accounts to see what
we cando.”

Continental Underwriters, Ltd.

Marine Insurance Specialists, Now Offer Coverage

ONSHORE &

Continental Underwriters, Ltd., offers coverage for any marine-related risk, domestic and
abroad, large or small, conventional or complex, for a clientele ranging from multi-national
corporations-to fishing boat operators.

Our new special division extends onshore as well as offshore coverage to the oil and
natural gas drilling industries for rig physical damage, cost of control, loss of eamnings,
seepage and pollution, drilling and re-drilling and comprehensive general liability.

Continental Underwriters, Ltd., has built a solid reputation for fair, competitive rates and
for experience and capability in insuring a broad variety of risks. Whatever your rsk, we can
underwrite it competently, thoroughly with complete protection for you.

Call or write for a copy of our brochure —Continental Underwriters, Ltd., “Who We Are, .
What We Can Do For You.”

Continental Underwriters, Ltd.

419 Decatur St. New Orleans, LA 70130
Telephone (504) 581-7493 . Telex: 58-318 » 266052 CULTD

Correspondents at Lloyds of London

When he joined NECA in De-
cember 1979, Mr. Scudder re-
viewed a captive feasibility study
prepared by Risk Administrative
Services in Westport, Conn. He
concluded that the captive would
fly but that the consultant’s pro-.
posal would not.

“I decided to go the request pro-
posal route using an unbundled ap-

- -proach,” Mr. Scudder explains. He

prepared two sets of specifications
—one for brokers, the other for in-
surers to front the captive and pro-

vide claims, engineering, loss con-
* trol and reinsurance services.
-;| . But he insisted that every bidder -
| itemize individual services so he
*|, could pick the best pieces rather
~ than the best package. There were

some screams from the industry
about that, said Mr. Scudder.

“The reason for doing this was to
be in a position to control all as-
pects of the captive,” Mr. Scudder
explained. “If one service needed to
be replaced, it could be done
quickly without disrupting other
aspects of the captive’s operation.”

The brokers submitting bids in-

“| cluded Alexander & Alexander,

Buchanan Management Co., John-
son & Higgins, Fred S. James,

| Marsh & McLennan and Reed
‘Stenhouse.

Although Mr. Scudder's request

- for proposals. emphasized the need

for a detailed first-year marketing

.| plan, that message apparently
. “went in one ear and out the other”

of some bidders. -

“The brokers that did not include
this were dropped out of the run-
ning right then and there,” he ex-

" plained.

Marsh & McLennan and Johnson
& Higgins offered good marketing

- plans but the strongest came from

Buchanan Manangement Co., says
Mr. Scudder.

Besides managing the marketing
effort, Buchanan Management was
picked to administer the program
—to quote rates, issue policies and
perform other services of a manag-
ing general agency.

After reviewing insurer bids,
other services were spliced to-
gether as follows: American Inter-
national Group to front the pro-
gram through policies written by
National Union Fire Insurance Co.
of Pittsburgh; CU Risk Manage-
ment, a unit of Commercial Union
Insurance Co., to handle engi-
neering and loss control; Trenwick
Ltd. in Bermuda to provide off-
shore management including
placement of reinsurance and ag-
gregate stop loss insurance; Tren-
wick Inc. in Westport, Conn., to
monitor underwriting; and First
Boston Corp. to serve as portfolio
manager.

Crawford & Co. was awarded the
loss adjustment contract based on a
strong proposal and Mr. Scudder’s
past experience with the firm.

Former general manager of the
National Flood Insurance Program,
he observed many adjusting firms
in action. Crawford did “by far the
best job,” Mr. Scudder explained.

Although NECA already held a
charter in the Cayman Islands, Mr.
Scudder opted to locate the captive
in Bermuda after a visit there. “Ac-
cess to reinsurance markets was the .
primary consideration,” he com-
mented. .

During a week-long visit to Ber-
muda, Mr. Scudder spent half a day.
with each of the potential manage-
ment companies and brokers that
were bidding for the captive’s busi-

Continued on page 16
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Electrical captive growing after first year

Continued from page 14
ness.

“I had been leaning heavily to-
ward Johnson & Higgins but I
learned they had recently won two
other large accounts,” Mr. Scudder
explained.

“This was in April and one of
the captives was due to start in Jan-
uary. The key reason I turned them
off was their involvement with
those projects.

“They were growing so fast, I
was concerned about a possible re-
source problem.”

American International Group'’s
reputation as a fronting insurer
outdistanced other competitors, Mr.
Scudder said. When red tape
stalled the captive’s start targeted
for Nov. 1, 1980, the association ar-
ranged with AIG to temporarily
warehouse the business.

Since the other services already
were lined up and ready to go, AIG
consented to underwrite the busi-
ness using all the captive ma-
chinery and to transfer the book
over to NECA Insurance Ltd. once
the Bermuda insurer opened.

This gentlemen’s agreement ena-
bled the new insurance program to
move off the drawing board in
about nine months—much more
quickly than the two years usually
suggested to set up a captive.

Buchanan Management Co.
launched the marketing drive in
July 1980.

Using the Associated Risk Man-
agers (ARM) network supple-
mented by handpicked brokers in
17 states without ARM representa-
tives, Buchanan began contacting
NECA members.

A computerized data base system
called Client Status Report (CSR)
monitors the status of every indi-
vidual NECA member.

These reports show how many
potential policyholders have been
contacted, number of quotes issued
and policies written.

“Our system is unique in that we
can take a snapshot and show ex-
actly where the program stands
today and where it will be in a
number of weeks or months,”
explains Jim Buchanan of Bu-
chanan Management Co. Inc. in

%-' o s ™y

Risk. Having someone be

il

hind you can be reassuring,

There are some risks that you simply can’t face alone. That’s why
Corroon & Black stands behind you at each stage of your risk management
program. Evaluating your cash flow. Analyzing past losses. Forecasting future
ones. And offering you the best risk financing alteratives.

But you'd expect this innovative, professional approach from one of the
world’s top business insurance brokers. So, contact us. We'll show you the
difference a helping hand can make.

&

CORROON & BLACK

Putting infsurance risks into perspective.
Wall Street Plaza, New York. N.Y. 10005 * 212-363-4100

Cocoa, Fla.

In compiling its bid for services,
EBuchanan used statistical models
and data processing to generate a
f ve-year pro forma profit and loss
statement for the captive. The
statement predicts premium and
lasses by line based on anticipated
participation and past loss experi-
ence.

“Our approach is to break down
each component and relate it back
to the client,” Mr. Buchanan
explains.

Sophisticated data processing
software makes these programs
possible and Buchanan'’s proximity
ta the Kennedy Space Center in
Florida insures access to a vast re-
source pool of topnotch talent.

“If these people can put up a
space shuttle, they can help us with
cur projects,” Mr. Buchanan
cuipped.

NECA Insurance Ltd. writes
comprehensive general liability
coverage to a maximum of $1 mil-
lion and a minimum of $300,000
combined single limit. The mini-
raum increases to $500,000 when
umbrella coverage is required. Au-
tomobile liability is written with
the same minimums and maxi-
raums.

Workers compensation and em-
ployers liability insurance written
through NECA Insurance Ltd.
meets coverage A statutory re-
cuirements. The captive insurer
provides $100,000 of coverage B.

More than 40 optional coverages,
including flood, earthquake and in-
land marine insurance can be writ-
tzn through the captive.

Umbrellas ranging up to $25 mil-
lion, performance bonds, fiduciary
liability and other different cover-
£ges are available through the pro-
gram, but they are not placed in the
captive. NECA Insurance Ltd. re-
tains the first $100,000 of any loss.

The remaining $900,000 of expo-
sure is reinsured through Trenwick
Ltd. in Bermuda. ]

ﬂm The Reprint Department m
business

The nationai newsweekly of
loss prevention. risk financing and

\ benefit management /

Do you need to dis-
tribute copies of arti-
cles appearing in Busi-
ness Insurance at your
meetings or for your
mailings?

Business Insurance
has expanded its re-
print department to
meet your needs.

For fast, low cost* re-
prints of articles ap-
pearing in Business In-
surance, or to obtain
reprint permission for
your own copies, call or
write:

> g
oS

Reprint Department
Business Insurance
220 E. 42nd St.
New York, N.Y. 10017
212-210-0131

Kﬁlew prices effective 1!15!8)
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North Carolina Blues woo
large employers for HMO

RESEARCH TRIANGLE
PARK, N.C.—A prepaid health in-
surance plan will soon be offered to
North Carolina’s largest-employers
through Blue Cross/Blue Shield of
North Carolina. .

The new Personal Care Plan.is
an individual practice association
form of prepaid health care and
will be targeted at employees of In-

ternational Business Machines-
Corp., Duke University and the:

state government.
With 7,500 employees, IBM is one

of the largest.employers in the-

state. )

Rates for the new health mainte-
nance organization at first will ‘be
about 10% higher than the current

group rate paid-to Blue Cross/Blue .

Shield for comprehensive health
benefits, said John E. Sharp; direc-

tor of alternative delivery systems -

for Blue Cross, but the long-range

objective is for lower rate increases. |
than under the traditional health |

insurance plan, he said.-
- Subscribers to the Personal Care
Plan can choose a primary care
physician from participating doc-
tors in ‘the three-county area that
comprises Research Triangle Park.
Mr. Sharp said Blue Cross/Blue
Shield is recruiting physicians for
the program..

Initially, Blue Cross/Blue Shield

will pay participating doctors a |

management fee of $7.50 for each
patient visit per month.

When care by a specialist is indi-
cated, Blue Cross/Blue Shield will
pay 80% of predetermined fees;.the
remaining 20% will be pooled for
allocation at the end-of the year.

If the Personal Care Plan’s in-
come and expenses balance, the
20% will go to the specialists; if the
plan suffers a loss, the 20% will be
used to offset the loss.

If there is a surplus, it will be di-
vided ‘among the physicians, spe-
cialists and subscribers.

Currently, the only health main-
tenance organization in North
Carolina is a private HMO operated
by R.J. Reynolds Corp. for its em-
ployees.

Drilling risks

Continental Underwriters Ltd.,
marine insurance specialists lo-
cated in New Orleans, has created a
new division to provide onshore
and offshore coverage for the oil
and natural gas drilling industries.

H. Elder Brown, president of the
firm, says all risks incurred by such
companies would be insured, in-
cluding rig physical damage, cost of
control and loss of earnings.

Continental is a correspondent of
Lloyd’s of London.

New consuitant

WEB Insurance Consultants Inc.
has been formed by William E.
Brengel to provide independent
risk management and employee
benefit services.

These services include identifica-
tion, evaluation, treatment, claims
and administrative services to the
governmental, industrial and com-
mercial sectors.

The firm is at 50 Galesi Drive,
Wayne, N.J. 07470, 201-785-9066.-

Official wanted

The newly formed Illinois Insur-
ance Exchange is looking for an ex-
ecutive director and a comptroller.

Candidates for the executive
director’s post should possess a col-

lege degree, a CPCU or actuarial .

designation or an equivalent, ex-
tensive -administrative experience,
senior-level management experi-
ence in the insurance industry, a
knowledge of the surplus lines and

(  markets

reinsurance business and an under-
standing of reserving practice and

. solvency requirements. .

Individuals who want to apply
for the comptroller’'s position
should have a degree in accounting,

a CPA designation or a master’s in -

business ‘administration and have
at least five years of experience in
property/casualty insurance ac-
counting.

Interested people should submit
resumes -and salary histories to
Dennis ' W. Toivonen, Box 831, Ka-
lamazoc, Mich. 49005, An informa-
tion. packet about the openings is

available upon request.

Acquisitions.

Alexander & Alexander Ser-
vices Ine. has acquired Gordon &
Brown Insurance Agency-Inc. of
Louisville, Ky. Gordon & Brown

specializes in commercial lines and :

represents more than 250 clients.

The merger-will result in A&A’s..

first Kéntucky office.

A&A has also- merged with M.
Harvey Taylor & Sen Inc., an in-
surance brokerage company in
Harrisburg, Pa. [

)

TEXAS MARINE UNDERWRITERS AGENCY, INC.

Insuring: :
[ Commercial Hulls -
[JCargo

[ Inland Marine

[ Liability and P & |
[CJRigs

Underwriting Managers for American Companies.

i

2121 Sage Rd., Suite 180, Houston, Texas 77056, Tel. 713/629-5480

INSURANCE
PROFIT
CENTER

There is a difference

RENT
A
CAPTIVE

The Insurance Profit Center (IPC) approach to in-
suring a corporation's Workers' Compensation,
General Liability and Auto Liability is similar to
Rent-A-Captive in several ways. Botn the IPC and
Rent-A-Captive programs are designed to provide
all the benefits of a captive without the inherent ad-
ministrative cost and legal problems of establishing
and managing an insurance subsidiary. However,
there are differences separating the two programs.
Understanding these differences could save you
money.

The Insurance Profit Center is structured as a con-
ventional retrospectively rated policy. However,
with the IPC the insured corporaticn rather than the

insurance company earns the investment income .

on the loss reserves.

IPC vs. Rent-A-Captive

You or your client’'s premium dollars will be
managed by a non-owned entity. This means the
IPC approach provides you structure and contrac-
tural agreemenits to return your underwriting profits
and investment income to vou...not promises
related to future reduced premiums.

Call (212) 233-6290 or fill out
the coupon and mail it today.

111 John Street
New York, N.Y. 10038

ANECO MARKETING CO.. LTD.

Ease of Use

Any agent/broker can receive an IPC quote by sub-
mitting the underwriting information necessary for
a conventional retro to the carrier of your choice.

Other Benefits

¢ The IPC's parent company is publicly-held and
manages the program in the same domicile

e The |PC fees are minimal compared to Rent-A-
Captives :

e The IPC is structured to defer taxes

* The IPC provides flexibility: it is not affili-
ated/owned by one broker or domestic carrier

e The IPC provides free brochures explaining the
program

Contact us. We'll give you straight facts, not pro-
mises on the insurance alternative that could save
you money or close the sale.

The Insurance Profit Center. .

.s0 advanced, it's
simple .

—
' |
! |
! |
' 1
l I'd like to know more on how to sell or receive a quote on the IPC program. :
! |
! NAME TITLE \
| [
| company PHONE I
l {
= ADDRESS :
' 1
I CITY. STATE Z\P |
: Rac/1 J
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WHEN IT COMES TO MARINE INSURANCE,
WE’RE A PORT IN ANY STORM.

Accounts Receivable
Agricultural Equipment
Airplanes

Air Shipments
Ambulance Equipment
Antique Automobiles
Antique Dealers
Antique Furniture
Art Galleries
Aviation

Backhoes

Bailee Customers
Barges

Beacons

Beekeepers’ Equipment
Bicycles

Boat Dealers

Box Storage

Bridge Builders Risk
Bridges

Builder’s Risk

- Building Materials
Bulls

Cable TV Systems
Cameras

Camera Dealers
Carnival Equipment
Carpet Imports
Cattle

Certified Mail
Charterer’s Liability
Chicken

Cleaners & Dyers

Clothing Contractors

Coal Mining Equipment

Coal Preparation Plants

Coins

Cold Storage Locker

Commercial Hulls

Computers

Concrete Plants

Conditional Sales
Floater

Contingent
Transportation

Contractor’s Equipment

Costumes

Course of Construction

Crawlers

Cruisers

Customers’ Goods

Dams

Deferred Payment
Merchandise

Dental Equipment

Difference in Conditions

Dogs

Dozers

Draglines

Dredges

Dry Cleaners

Drydocks

Equipment Dealers

Excess DIC

Exhibitions

Express Mail

Farm Equipment

Fine Art Exhibit-ons

Fine Arts

Fine Arts Dealers

Firearms

First Class Mail

Fishing Vessels

Flags

Flood Lights

Floor Plans

Foreign Insurance

Furniture Warehouseman

Furriers

Furrier's Custom.ers

Furrier's Storage

Furs

Garment Contractors

Golf Carts

Golfer’'s Equiprent

Ham Operators
Equipment

Harps

Heating and Air
Conditioning Install.

Horses & Wagcns

Hull Builders Risk

Inboard-Outboard Beats

Inland Marine Floater

Installations

Installment Sales

Intermodal Containers

Jeweler’s Block

Jewelry

cG/aetna

0

Laandries

Leased Equipment
Lezal Liabilities

Linen Supplies
Lithographs

Livestocﬁ

Mail

Manufacturers’ Qutput

-Marina Operators

Marine Lighthouses

Marine Supply Dealers

Miscellaneous Movable
Equipment

Miscellaneous
Structures

Mobile Home Dealers

Motor Boats

Motor Truck Cargo

Museums

Musical Instrument
Dealers

Musical Instruments

Nzvigational Aids

Negative Film

Negative Film Floater

Neon Signs

Ocean Cargo

Outhoard Motors

Overseas Warehouses

Pa:ntings

Pa-akeets

Paraphernalia

Parcel Post

Connecticut General Corporation, Hartford, Connecticut 06152

Parking Meters
Eatterns

ersonal Articles
Personal Effects

Physicians & Surgeons

Equipment
Piers
Pile Drivers
Pollution
Port Risks
Poultry Growers &

Dealers
Press Shops
Processing Risks
Protection & Indemnity
Quarry Equipment
Radio Equipment
Radio Towers
Range Lights
Refuse Receptacles
Registered Mail
Rugs & Carpet Cleaners
Sailboats
Sailing Clubs
Salesmen Samples
Scientific Instruments
Scrapers
Sewer Installations
Ship Repairers

S@fﬂs
Silverware

Ski Lifts
Solar Panels

Sportsmen’s Equipment

Stamp Collections

Stevedoring

Tailor Shops

Tank Contents

Television Towers

Terminal Operators

Textile Machinery
Imports

Theatrical Property

Tools

Tow Boats

Transfer Agents Mail

Transportation B.L.

Transportation of Goods

Trip Transit U & O

Trip Transportation

Tugs

Tunnels

Undertakers’ Equipment

Uniforms

Valuable Papers
Vending Machines
Violins

. Voting Machines

Warchousemen
Watercraft Liability
Water Towers
Wedding Presents
Wharves

Wool Growers
Word Processors
Yachts

ol L, i |
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Marine insurance

Inland risks cruise on bargain-basement rating

By JOHN W. MILLIGAN .

NEW YORK-—It's called “sa-
murai rate cutting,” and some in-
surers don't seem afraid to suffer
for your inland marine risks.

If you're a risk manager with an
inland marine exposure to place,

insurance companies really want.
your business and are slashing rates -

to get it—to the surprise of their ex-
perienced competition.

The result: insurance is available
at bargain-basement prices.

Inland marine insurers are out
“beating the bushes for business,”
says Ed Schwab, vp and operations

manager of Alexander & Alex-

ander Services Inc.’s Manhattan of-
fice.

Many insurers are no longer say-
ing, “We don’t write this and we
don’t write that,” he says.

Yet, the good buys may offer
bargain-basement coverage as well,
cautions Len Hokanson, vp of in-
land marine for The Hartford
Group.

The buyer who looks solely for
the best price may end up with a
policy that doesn’t adequately
cover the company's exposures.

Most inland marine buyers
today are looking for a competitive
rate, broad policy coverage and
claims analysis, payment and re-
porting services, agrees Robert J.
Hughes, vp and manager of mar-
keting for Marsh & McLennan in
Chicago.

Since the inland marine market
15 so competitive, Mr. Hughes ad-
vises his clients to solicit three com-
petitive bids before placing a risk.

Though inland marine risks have
been profitable for insurers, the
category is basically an unregu-
lated, complex and odd collection
of seemingly unrelated exposures,
ranging from jewelry stores to con-
tractors equipment, and from
bridges to motor truck cargo.

Inland marine risks traditionally
have included goods in transit and
modes of transportation, as well as
block policies for jewelers and fur-
riers,

This definition has gone under
several revisions by the National
Assn. of Insurance Commissioners,
and now includes such diverse
classes as builders risks and elec-
tronic data processing equipment,

According to both insurers and
brokers, the most competitive in-
land marine coverages include;

Continued on next page

Cheap offshore rates may float trouble

By STEVE SHERWOOD

NEW YORK—One big loss and
the cheap offshore oil rig rate
structure could go tumbling, ma-
rine insurers say. And that loss
could be lurking just over the hori-
Zon.

Rates for offshore drilling rig
and platform coverage are at an
all:time low, insurers claim. Care-
ful to emphasize they are giving
approximate figures and that rates
would vary depending on the risk,
they estimate that rates for all-risk

property coverages range from.
1%4% to 2% of value. This is down -

trom almost 10% charged until 1970
for the same risks.

For those savings, buyers can
thank those who raised the tre-
nendous capacity now covering
North Sea platforms, .one of which

is insured for $1.6 billion.

Increased capacity heightened
competition for offshore business
everywhere, sending rates plum-
meting. Unless a major catastrophe
occurs, today's buyers' market
should continue for the foreseeable
future, most insurers predict.

But one leading underwriter says
a catastrophe could occur at any
time and the bulk of insurers are
unprepared.

“Because of competition and de-
pressed prices, there is no way un-
derwriters and brokers can be
planning for catastrophic loss,” says
Norman Tucker, underwriter for
the American Offshore Insurance
Syndicate in New York.

The syndicate is one of a handful
of major U.5. markets for offshore
insurance and underwrites for 40
major American insurers. It has an

offshore property insurance capac-
ity of $26 million.

Other major markets include
AIG Oil Rig, Mutual Marine Office
and New York Marine Managers.

“I could show figures for one
class of business—jackup mobile
drilling rigs—that incicate an in-
surer could not make money writ-
ing for less than 3% of value,” Mr.
Tucker says. “That is the burning
cost (break-even point). With poli-
cies being written for roughly half
the burning cost, how long can you
make money?"

Potential losses for the world's
offshore energy indust:y are mind-
boggling and can only be guessed
at, since many rig owners self-in-
sure or are underinsured, he said.

“There may be 15 to 20 platforms
in the North Sea, some not too far

from others, that are valued at $700
million to $1 billion each,” Mr.
Tucker says.

If a severe storm destroys just
one of them and does an equal
amount of partial damage to others,
losses could total $2 billion or more.

Total world premiums for off-
shore risks amount to around $600
million, sources say. Of this, more
than 50% is paid out in any given
year for ordinary damage claims
and another 20% to 30% pays
operating expenses. This leaves lit-
tle for covering offshore catastro-
phes.

“Just because we have been
lucky up to now does not mean we
will continue to be,” Mr. Tucker
says. “If we are deluding ourselves
that $500 million to $600 million in
premiums is enough to cover po-
tential losses, how can anyone be

planning for a catastrophe?”

Some offshore insurance markets
are seemingly making a lot of
money, but may be more exposed
to loss than they believe.

“I think a good proportion of
those providing capacity believe
they are not exposed because they
are in, say, the $200 million layer
excess of $1.2 billion on a particular
risk. I don't consider them removed
from risk, however.

“It is a matter of the big loss hav-
ing not yet come. I have to ask: Are
they putting enocugh away to cover
i

If a $2 billion loss occurred, much
of the capacity available today
would probably disappear, he says.
This would lead to more demand
and higher prices.

“Those who felt they could get

Continued on page 29
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Top Inland Marine Insurers
Ineurer -1980 1980 - 1880 1979 1979 1979
Direct Nat Combined Direct Net Combined
Written Incurred Ratio Written Incurred Ratio
gL Premium- -Losses Premium - Losses
1.. American International Group  $340,572 $36,948  73.90  $291,354 $37,760  83.98
2. Fireman's Fund Group . 126,114 70,407 107.48 107,666 63,863 106.61
3. Insurance Co.of North America @ 116,750 77,994 139.66 97,044 47,689 98.64
4. Continental Corp. 115,094 56,692 100.64 108,136 45,084 88.91
5. Chubb & Son Inc. Gro;up 114,708 56,767 101.73 96,181 40,717 92.74
8. The St.PaulCos. 103,815 51,500 97.20 90,889 38,315 84.10
7. Mission Equities Group 85,018 6,369 172.62 e -_— —_
8. State Farm (lIL.) Grouri : 84,595 .49,203 104.14 73,389 34,898 87.21
9. Aetnalife & CquaIty%Co. Group 79,091 46,498 102.20 . 65,664 34,803 93.59
10. ' Alistate Insurance Group . 70,863 ° 52,826 ~ 111.76 69,320 49.150 104.12
11. Connecticut General Ins. Group 66,865 32,130 103.17 58,309 31,206 -98.96
12. Hartford Fire & Casualty Group 64,753 1,409 3.79 137,688 45,908 89.60
13. Crum & Forster Ins. Cos. - 62,659 28,306 106.48 51,324 27.789 108.96
14. U.S. Fidelity & Gugl'hnfly_.ﬁmup 61,047 34,880 a7.15 55,172 28475 88.45
15. Drum Corp. i 57,569 3,320 96.60 50,242 4,037 86.71
\ Source:NAC _)

Inland rates
‘gone too far,’
insurer says

Continued from previous page

Contractors equipment.

Motor truck cargo.

Builders risk.

Electronic data processing equipment.
Radio and broadcast equipment.

" Major insurers that have sold these policies for years criticize
“irresponsible rate cutting” and “unknowledgeable competi-
tion” and openly wonder how some competitors are making any
money on their inland marine policies.

Based on 1980 figures provided by the National Assn. of In-
surance Commissioners’ data service, the leaders in the inland

marine market stack up as:

® AIG—$340.6 million in direct premiums written; $36.9
million in net incurred losses; and a combined loss and expense

SEAWORTHY SECURITY
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We've pioneered it since 1842.
As marine cargo insurance grew more

complex, we honed and refined our

capabilities accordingly.
Today, our insureds enjoy the

benefits of a tradition of stability and

innovative services.

That means we provide fast un-
derwriting and claims handling, as

%

LA

well as computerized loss analyses.
In addition, our loss control and re-
coveries specialists work to keep your

=

premiums down.

Your independent agent or bro-
ker will show you how our flexible air,
sea or land coverages can be tailored
precisely to your marine cargo insur-

ance needs.

Atlantic Mutual Insurance Company - Centennial Insurance Company
Home Office: The Atlantic Building, 45 Wall Street, New York. N.Y. 10005

ratio of 73.9%.

@ Fireman's Fund Insurance
Cos.—$126 million direct premi-
ums; $70.4 million incurred losses;
and a combined ratio of 100.7%.

® INA—$116.7 million in direct
premiums; $77.9 million incurred
losses; and a combined ratio of
139.6%.

® Continental Group—$115
million direct premiums; $56.6 mil-
lion incurred losses; and a com-
bined ratio of 100.6%.

e Chubb Group—$114.7 million
direct premiums; $56.7 million in-
curred losses; and a combined ratio
of 101.7%.

Competition among inland ma-
rine underwriters is “‘extreme and
severe,” says Les Nungle, director
of field operations for Fireman's
Fund.

“It's probably as tough as any
time I've seen it in the 20 years I've
been with it.”

Rates are depressed and some in-
surers have “gone too far” to beat
the competition, he adds.

Horror stories abound about in-
credibly low rates that some insur-
ers say cannot be maintained.

‘It’s probably as
tough as I've seen it
in 20 years,’ Les
Nungle says.

“] can’t believe some of our com-
petitors are making any mr aney, but
time will tell,” Mr. Nungle says.

Nick Creatore, vp of the inland
marine division for the American
Home Assurance Co., a member in-
surer of AIG, describes the inland
marine market place as “‘extremely
competitive.”

Attracted by its profitability, a
number of “non-traditional” insur-
ers have entered the inland marine
business in the past few years, Mr.
Creatore says.

The result has been significant
cuts in rates, often by insurers with
little inland marine experience that
take on questionable risks, he says.

“If 'we don't put the brakes on
this irresponsible rate: cutting, we
won't be profitable for long,"” he
says. “People are more or less tak-
ing -advantage of this uncontrolled
rate structure.”

“We like the competitive spirit,
but it has to be responsible.”

A big part of the problem is the
“unknowledgeable competition,"”

.adds Hartford's Mr. Hokanson.

Hartford was the twelfth largest
inland marine underwriter in 1980,
according to the NAIC.

.Most insurance companies that
have been in the inland marine
market for -any length of time
maintain their-own staff of special-
ists. This is especially important

Continued on page 22



“Sure, we (lﬁ)‘d insu
we should have ha

PROTECTION.

Insurance dollars restored
our property. But customers
and sales were lost.

Trained employvees left.
Profits fell.”

Protection Mutual is committed to protecting
you against disaster...with engineering,
research, seminars, inspections...

customized programs to help you prevent loss.

One of the fastest growing highly protected risk insurance companies. Ask your consultant or risk manager why.

PROTECTION MUTUAL INSURANCE COMPANY
302 South Northwest Highway, Park Ridge, lllinois 60068
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INTEX CAN TAKE THE MYSTERY OUT OF CAPTIVES FOR YOU. by CO m peti ti 0 n

Our experience and expertise in

i it ; ; : ; Continued from page 20
« Captive Feasibility Studies « Captive Implementation « Captive Management since the most profitable classes of
Will save you time and money. inland marine are unregulated and,

hence, rely heavily on judgment
rating, he says.

Many of the newer entries into
the field—generally large national
insurers trying to expand their in-
land marine underwriting—are

Through our intimate knowledge of and access to the international insurance marketplace, we can evaluate the best
alternatives and programs - quickly and efficientiy. No long, drawn-out study resulting ir hypothetical solutions - if a
captive isn't for you, we'll let you know why, quickly. If it is, we can put all the pieces togetner for you.

Intex is known for the satisfied clients we serve.
Intex does not sell or broker insurance.

For complete information on how we can make it happen for you, write or cail: working hard to assemble inland

Mr. Klaus J. Gebhardt, President g;;‘“e specialists, Mr. Holanson

INTEX MANAGEMENT CO., LTD. Insurers including Aetna Insur-

2817 REGAL RD. PLANO, TEXAS 75075 TEL. (214) 867-2200 TELEX: 732725 ance Co., a subsidiary of Connecti-

cut General; Royal Globe Insur-

is the difference that makes the difference

When creative protection is essential, know-how makes the difference. Our underwriters,
backed by our high capacity and world-wide resources, are alert to current conditions assuring
quick communication and a flexible approach to sophisticated situations. We've got the exper-

ience, knowledge and capability that adds up to service with a capital S. Call us for marine
insurance, we're the experts you should know.

Talbot, Bird & Co., Inc.

Marine underwriters and Managers
156 William Street, New York, N.Y. 10038
Atlanta ¢« Chicago o San Francisco « Los Angeles ¢ Seattle
Tampa o Boston ¢ Dallas ¢ Richmond ¢ Kansas City « Vancouver

") | Inland marine
insurers marked

ance Co.; the Chubb Group of
Insurers; and Crum & Forster In-
surance Cos. have all underwritten
inland coverages in the past, but
are now making an aggressive
move to get more inland marine in-
surance premium, sources say.

Other insurers, including Mis-
sion Equities, came aggressively
into the marketplace as recently as
last year.

Some insurers are trying to “buy
talent” from more established com-
panies, including The Hartford,
which has lost a few specialists to
raiding parties.

Faced with very heavy competi-
tion for inland marine business, in-
surance companies have two imme-
diate options, Mr. Hokanson
explains.

They can hold onto a conserva-
tive underwriting philosophy and
lose their market share, or “get in
with both feet” and see their loss
ratio rise, he says.

The Hartford claims to take a
third approach, preferring to be
“selectively” competitive, espe-
cially on its renewal business.

“We would like to keep our mar-
ket share, but we would like to do
that and remain profitable. This is
a tightrope we walk,” he says.

Fireman's Fund says it takes a
similar tack.

Mr. Nungle says his company has
moved with the rate cutting trend
“a little” but not “full tilt.”

He predicts that contractor’s
equipment for the coal mining in-
dustry is “coming on fast,” as a dis-
count coverage and is “looked upon
as a very, very important segment
of the business up the road.”

In addition to the competitive
environment, the inland marine
class has undergone an additional
change, this one going back 10 to 15
years.

Multiline or multiperil policies,
which offer protection for a broad
line of exposures, have been swal-
lowing up traditional inland ma-
rine exposures.

A typical inland marine policy,
says John Rucker, assistant secre-
tary for the Insurance Co. of North
America and officer in charge of its
marine clients, provides coverage
for real and personal property, bur-
glary, fidelity, accounts receivable,
general liability and transportation
exposures.

A multiline policy can cover vir-
tually anything except workers
compensation and surety lines, he
says.

Radio and broadcast equipment
is a good example of this trend, Mr.
Rucker says. While these risks are
included in the inland marine defi-
nition, INA is more likely to under-
write this exposure under a multi-
line policy.

The trend can be seen elsewhere
as well. Spector Redball Freight, a
general commodities trucking com-
pany, Allied Van Lines, a house-
hold goods carrier, and American
Airlines, with an air freight opera-
tion, all insure their transportation
exposures under broad multiline
policies (see related story).

But if the policies have changed,
the risks are still the same and in-
land marine specialists are still in
demand.

At The Hartford, Mr. Hokanson
says, the specialists are usually re-
sponsible for the inland marine
portion of a multiline policy and
assist with rate setting on at least a
consulting basis. [
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:I'rucking risk managers ta

By JOHN W. MILLIGAN

NEW YORK—Larry May at
Spector Redball Freight keeps a
weather eye on hurricanes and
sends out daily tips on how to do a
better job.

Bob McClure at Allied Van Lines
worries about the furniture of its
many small customers, items as im-
portant to them as a piece of elec-
tronic equipment is to a large com-
pany.

Gary Felt at Iowa Beef Proces-
sors keeps his eye on his refri-
gerated trucks, knowing how fast
$80,000 loads of beef can spoil.

In the transportation business,
close attention to details can save
you a lot of money, these trucking
risk experts say. .

Operating coast to coast, Spector
Redball Freight in Dallas and Al-
lied Van Lines in Chicago are
transport companies that haul a
wide variety of cargo.

Iowa Beef Processors of Dakota
City, Neb,, hauls sides of beef be-
tween its various plants and hires
other carriers to ship the beef after
it is processed.

Each company combines broad
Insurance coverage with sophisti-
cated loss prevention programs.

Spector Redball Freight covers
its transportation exposures with a
multiple-line policy that includes
auto and general liability insur-
ance, physical damage coverage,
motor truck cargo insurance and
excess workers compensation cov-
erage.

Spector purchases this coverage
over a $250,000 self-insured reten-
tion, says Dick Kane, president of
Dixie Insurance Agency Inc. of
Winston-Salem, N.C. Dixie is
owned by Spector and purchases
insurance for it as well as other
transportation companies.

Spector has divided its loss pre-
vention program into separate de-
partments for safety, cargo loss
prevention and security.

The loss prevention department
provides Spector personnel with
detailed instruction on how to han-
dle and route freight, says Larry
May, the department’s director.

Spector then monitors these acti-
vities in Dallas to guarantee that
proper procedures are followed. It
also conducts field inspections of
operations at Spector's 160 general
freight terminals.

Mr. May says the key to Spector's
loss prevention program is to iden-
tify “weak spots” before they be-
come a continuing problem.

Mr. May also sends out “Tips of
the Day” bulletins to every
terminal on the company’s tele-
type. These tips are likely to con-
tain just about any type of informa-
tion, from reminders on proper
procedures to current weather re-
ports.

When Hurricane Dennis was
winding its way up the East Coast a
few weeks ago, Mr. May was re-
minding terminals in that part of
the country about rough weather
operations.

Mr. May’s responsibilities are |:

complicated by the length and
breadth of Spector’s operation. The
company does business in 40 of the
42 major market centers in the 48
contiguous states.

It hauls general freight, heavy
machinery, personal cargo and re-
frigerated freight and owns some
8,000 trailers.

“The opportunity for loss in the
transportation industry is so great,
it's not funny,” Mr. May says.

When Spector drivers leave a
terminal, they are on their own
with up to $1 million in cargo and a
very expensive rig.

“You've turned one man loose
with a lot of your money and your
client's money,” he says. “The risk

in transportation is horrendous.”

Mr. May feels he has one of the
best loss prevention programs in
the business and cites statistics to
suppert it.

In 1980, the top 14 carriers in the
business averaged 1.42% of revenue
on claims. Spector’s average was

1.03%, and it is presently sitting on
a0.92% average.

“As our program continues to
strengthen, we think that a 0.75% is
not out of the question,” Mr. May
says.

The company also has its own
salvage operation, and last year re-

covered 16% of its gross claims.

Like Spector, Allied Van Lines
purchases a multi-line policy to
covers its cargo, vehicular and gen-
eral liability exposures, says Mr.
McClure, director of the corporate
risk group.

Allied buys conventional cover-

P prevention

age with the right to settle most
claims itself under its $150,000 de-
ductible.

As a household goods carrier, Al-
lied’s average claim is $200, and it
averages about one claim for every
four shipments.

Continued on next page

Here’s the full story on
the All American Marine Slip.

All American Marine Slip is an underwriting
syndicate of 30 insurance companies offering
sound, reliable coverages for high value marine
risks anywhere in the world. The Slip is managed

by Marine Office of America Corporation.

All American
Marine Siip
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Please send me a copy of your new capabilities
brochure on offshore insurance protection.

Name:

Title:

Company:

Address:

All American
Marine Slip

All American Marine Slip » PO, Box 313 Peck Slip Station » 99 John Street
New York, N.Y. 10038 U.S A + Telephone: (212) 374-2667

Telex: 126234 AAMS NYK -
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“My trucking firm hauls coal tar.
Is that a hazardous substance?”

After checking a list, Ms. Gunn
assures the trucker not to worry—
coal tar is not considered a hazard-
ous substance,

“Firms are calling all the time to

find out what is hazardous and |

what isn't,” Ms. Gunn says.

Until last year, trucking firms
had no reason to call to find out
how their cargoes were classified.

But the simplicity ended with the
Motor Carrier Act of 1980, the
Carter administration’s last major
piece of domestic legislation to
clear Congress, designed to deregu-
late the trucking industry. It also
may have heralded higher insur-
ance costs for truckers,

The law scrapped an ICC regula-
tion that required major trucking
firms to have at least $100,000 of li-
ability insurance to cover bodily
injuries of one person and $300,000
of coverage for injuries or deaths of
all involved in anaccident.

In its place, the new law man-
dates substantially higher liability
insurance requirements and
brought in another federal agency

—the Department of Transporta-

tion—to regulate trucking.
Some truckers now not only

have to serve two different mas-’

ters, but they-also.have to follow
sometimes conflicting rules.

“As far as insurance is con-
cerned, the Motor ‘Carrier ‘Act
wasn't deregulation,” said Les
Cheek, vp for federal affairs for
Crum. & Forster. “It is confusing

regulation.”

For example, the act requires
motor carriers to have $500,000 of
liability insurance if they haul
cargo that is non-hazardous, such
as furniture. A $1 million insurance
policy is necessary if the cargo is
very hazardous, such as liquefied
compressed gas.

By July 1, 1983, the liability limit
for non-hazardous cargo jumps to
$750,000 from $500,000, while the
limit for hazardous substances,
such as oil, leaps to $1 million, and
the limit for very hazardous sub-
stances will rise to-$5 million.

Strueturing is the main problem.
Proposed ICC regulations insist
that the first $500,000 of liability
coverage be placed with one in-
surer; the Transportation Depart-
ment says the coverage can be
layered with different insurers.

For truckers regulated by either
the Transportation Department or
the ICC, the interagency split on
layering is not a problem: they sim-
ply follow the rule issued by its reg-
ulatory master.

For example, truckers that haul
hazardous materials in a local com-
mercial zone are under Transporta-
tion’s jurisdiction and would be al-
lowed to purchase their liability in
layers from different insurers.

Similarly, a commercial inter-
state trucker that hauls non-haz-
.ardous cargoes, such as furniture,
‘would fall under the ICC's regula-
tory umbrella.and would have to
buy $500,000 of insurance from just
one insurer.

But. some truckers, including
.commercial interstate carriers
hauling hazardous substances, fall
under the regulations of ‘both the
agencies, If there is a conflict be-
tween two rules, the tougher rule

1
- ( - L1 1) \
Fuc eregu atlon insurance liability requirements
- under the Motor Carrier Act of 1980
co u Id m ea n h Ig h e r Type of carrier Cargo carried Insurance coverage insurance coverage
: ‘ July1, 1981 July 1, 1983
- , t For-hire Non-hazardous $500,000 -$750,000
‘ l nsu ra n ce c os s For-hire and Very hazardous $1,000,000 $5,000,000
-private su@smgnces
. will have to be followed. as
By JERRY GEISEL For example, inter;.ate commer- - eadioactive materials
WASHINGTON—Every day cial truckers hauling hazardous -and poisonous gas
Phyllis Gunn, an insurance special- cargoes would have to follow the - S
ist with the Interstate Commerce ICC rule requiriag the first For-lpre and Fazmd,ous $500,000 $1,000,000
Commission, gets big questions: $500,000 of liability to be placed private materials
Continued on page 28 . : J

Broadened Group Accident:

an excellent, low-cost

supplement to Group Life

To provide employers with a
meaningful and inexpensive

fringe benefit for their

employees, Kemper offers two

Kemper Voluntary Group

separate Group Accident Plans.

Accident (VGA) provides bene-

f.ts for loss of life or limb
resulting from an accident

circumstances. Employees

ever they are in the world.

' VGA benetits which Kemper

! has added include a Daily

-~ Now

G981 Lumbermes Mutual Casue ity Company

accurring under almost any

generally pay all or most of
their VGA premiums through
payroll deductions. They are
covered 24 hours a day wher-

Hosp tal Indemrity benefit,
Education benefit, and
Surviving 3pouse banefit.
Kemper Group Travel Accident
(GTA) prov-des tenefits for loss
of life or l:mb resulting from
an acciden: while traveling.
Gene-ally, employers pay the
cost of coverage for “business
only” trave!.

Opticnal coverage for Perma-
nent Total Disab:lity resulting
from an accident is available
both with our VGA and GTA
plans.

Our revised, highly competitive
rate structure and discounts
based on industry and location
have brought these plans to a
sharp competitive edge.

What's more, we have the plan

and underwriting flexibility

that enahles us to tailor cover-
age for lower, more attractive
pricing. Cur claim service and

administrative handling are
other outstanding features of
Kemper coverage.

You'll find it pays to quote
Kemper and team up with the
Cavalry. For more information
about benefits and exclusions,
contact your local Kemper
representative or the Kemper
Group, Group Dept., Long
Crove, IL 60049.

The Kemper Group provides
comprehensive group coverage in:
Life/AD&D/Medical/Dental/
Disability (Long & Short Term)/
Group Accident.

GROUP

| )

g

‘Once jro ]:om;are Kemper,
- you'll ride with us.

there’s more to life with the Cavalry.
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take on a new employee.

and recovery, technical/loss control, com-
puter, financial and educational.

So, if things are getting out of hand, take
on a helping hand. The Continental Soldier.

We know. We know. Things are rough.

But what if we told you that just one man
can straighten things out?

Hard to believe, but he’s no ordinary man.
He's the Continental Soldier. The one be-
hind Continental Risk Services. In fact, he’s
behind each and every part of The Continen-
tal Corporation.

The Continental Soldier will not only help
take the weight off your shoulders, he’ll take

it off your desktop. By providing you with
complete access to all the insurance-related
services you need to manage your company’s
risks; efficiently and profitably.

Now there’s someone to relieve your bur-
den. Someone who knows all about risk
management consulting—including feasibility
studies, captive insurance companies and
self-insured programs. And someone who
can offer you a host of services, like claims

He may look like just a man, but he’s

really an army.
For more information, please write:
Mr. Charles Ruoff, Pres., Continental
| Hisk]

CRS, 80 Maiden Lane,
New York, NY 10038.

Continental Risk Services a facility of The Continental Corporation
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Truck law poses worries

INLANDMARINE = OCEANMARINE |
—ALLCLASSES = —ALLCLASSES |

New York Marine Managers,Inc

‘| Underwriters and Managers representing American Companies
NB 123 William Street, New York, N.Y. 10038
m Phone: 212-349-1600 Telex: 129200NYMM NYK

Producer inquiries invited.

Continued from page 25
with one insurance company.

Truckers and their insurance.

agents and brokers face other prob-
lems under the act, which no legis-
lators have yet tried to resolve.. The
required minimum limit of liability
insurance varies from $500,000 to
$1 million ($750,000 to $5 million by
July .1, 1983) depending on whether
the cargo-is non-hazardous; hazard-
ous or very hazardous.

The Environmental Protection

* Agency's listing of hazardous ma-

terials is 196 pages long.

“This approach of defining haz-
ardous commodity by reference is
unworkable,” said James Kimble,
senior counsel for the American In-
surance Assn.

Insurance agents worry that if
they give incorrect. advice on the
amount of insurance, the trucker
could sue.

“There could be a real errors and
omissions exposure for agents,”
warns Lee Backus, director of re-
search and industry. affairs for the
Professional Insurance Agents of
America in Alexandria, Va.

To reduce this exposure, AIA's

Mr. Kimble recommends that the

EPA provide, only for the purpose
of complying with the Motor Car-
rier Act, a definition of hazardous
commodities that is clear and lim-
ited.

“A clear, concise listing that per-
mits insurers, their representatives

and the policyholder to fully un-
derstand which commodities re-
quire increased financial responsi-
bility is necessary,” according to
Mr. Kimble.

There is one bit of good news for
truckers: Insurers and agents insist-
that $500,000 of liability insurance
and $1 million coverage for haulers
of hazardous cargoes is available—
for a price.

“If the guy is pretty clean and is
talking to a big insurer, like an
Aetna or a Travelers, the coverage
is there,” said the PIA’'s Mr.
Backus.

By 1983, insurers will have
worked out programs to provide
the sharply higher financial re-
sponsibility levels that will go into
effect then, said Michael Dineen,
manager of Kemper Insurance
Group's Washington office.

Truckers, however; will find
their liability insurance costs rising
sharply because of the new higher
limits.

For example, a.trucker -hauling
freight in the Louisville, Ky., area
who paid $2,175 for
$100,000/$300,000:coverage, now
will have to pay an additional $261
for a $500,000 combined single
limit.

If the same trucker hauls hazard-

ous materials, his insurance tab for -

a $1 million combined single limit
would jump by $503, according to
the Insurance Services Office. [

HEAVY WEATHER IS FINE WITH US!

 ANTHONSY LUMSDEN & COMPRANY

Insurance and Reinsurance Brokers

OF AMERICA INC.

Telephone: (704) 376-8934 Telex: 572581 Answerback/Cables: UNISURE

Executive Vice President: MICHAEL D. TEDEN 317 South Tryon Street, P.O. Box 34748, Charlotte; North Carolina 28234
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Big loss could top

Continued from page 19

their money back in five years
would probably continue to pro-
vide coverage,” Mr. Tucker says.
“Supply and demand would take
over and in order to buy new cov-
erage, oil companies would have to
be willing to pay the price. Just
how much this would be is impossi-
ble to say.”

While nearly all insurers writing
offshore business are protected by
reinsurance, a catastrophic loss
would effect all offshore physical
damage rates, he says.

Roy Williams, president of AIG
Oil Rig Inc. of New York, manag-
ing general agent for American In-
ternational Group, agrees. His
agency has a $75 million under-
writing capacity and underwrites
$60 million to $75 million of off-
shore insurance premium a year.

“Of course, you're talking about
insurance of up to $1.4 billion,” Mr. |

Williams says. “If there was a loss
of that magnitude, it would rever-
berate through the entire insurance
industry.”

It would be interesting to see
where such a loss would end up, he
says. “There would be no markets
that would not be hit. Generally,
profits attract underwriting capac-
ity and losses discourage it. Prices
would undoubtedly go up.”

There are an estimated 563 mo-
bile drilling rigs operating offshore
at this time, with another 200 under

Buyers confirm they are dealing
in a market that at this time is fa-
vorable to them.

“We expect, from what we've
been told, that our insurance costs
will be diminished for similar cov-
erages when we renew in October,”
says Del Jones, Zapata Drilling

Co.’s corporate risk manager. The
Houston-based exploration and
drilling contractor now places its
oil rig insurance in the London
market.

“In the renewal we also are look-
ing at the domestic market—at
companies like AIG Oil Rig and the

Insurance Co. of North America,”
Mr. Jones says. “As part of the pro-
cess, we're getting quotes from
Sedgwick Forbes, a London bro-
ker.”

Zapata owns 20 drilling rigs and
platforms of different types, sizes
and values, some operating in the

ple offshore rating

Gulf of Mexico, some in the North
Sea and elsewhere. A company
spokesman says three more will be
built by the end of the year and Za-
pata recently announced it will
soon begin building another semi-
submersible rig worth an estimated

Continued on next page

‘We are writing
substantially below
our full capacity,’
Robert Lowry says.

construction, Mr. Williams says. In
addition, around 2,500 fixed pro-
duction platforms are working the
various offshore fields. Such plat-
forms are stationary and are in-
stalled after mobile rigs have
drilled exploratory wells and estab-
lished that oil is present in suffi-
cient quantities.

The largest offshore insurance
market is the London Master Drill-
ing Rig Line Slip, with an under-
writing capacity estimated at $600
million and annual premiums close
to $300 million.

Combined with other market-
places in Europe, Japan and the
U.S., offshore insurers have no
trouble providing all the capacity
needed, Mr. Williams says.
“Frankly, we could now double the
size of risk and not have a capacity
crush, except for in the North Sea.”
Even there, if rig owners are will-
ing to spend premiums of 4% of
value rather than 1%4% to 2%, they
could likely raise more than the la-
test $1.45 billion policy written for
the Statfjord B platform operated
by Mobil Oil Co., he said.

All American Marine Slip,
owned by Marine Office of
America Corp., manages a syndi-
cate of 29 insurers and has a per-
risk underwriting capacity of $40
million.

Robert Lowry, president, agrees
that prices for offshore property
coverage are substantially below
the break-even point, making it a
buyers' market.

“We do the best we can in our
selection of risk,” he says. “But we
have no compunction about letting
a risk pass us by if we are satisfied
there would be no rate of return.”
His syndicate is heavily involved in
the North Sea, but has limited how
much coverage is provided on any
one rig or platform.

“We are writing substantially
below our full capacity,” he says.

e

A marine underwriter should
move faster than the cargo.

For shipments across the country, or around the world,
we work closely with your agent or broker to provide
prompt underwriting service.

Our marine specialists are located in 63 offices around
the world. They have the authority to handle most risks
on the spot. And they're backed by over 100 years of

marine experience.

But prompt underwriting is only the beginning of
MOAC service to risk managers. We assist in all areas:
From loss control to recovery. From sound, imagina-
tive answers to your tough insurance problems to fast,

fair claims handling.

MOAC

MOAC has the depth

If youTe looking for responsive underwriting service on
anything from ocean cargo to inland marine, consider

MOAC.

For more information, contact your agent or broker. Or
use this coupon.
B —
| Mr George S. Zacharkow

| Chairman

| Marine Office of America Corporation

| asubsidiary of The Continental Corporation

: 80 Maiden Lane, New York, N.Y. 10038

| Idlike to know more about MOAC.

|

| Name Position

|

|  Company

|

|i Address
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large accounts

e Specially Designed Plans
e Access To All Foreigr & Comestic Markets
e Captive Feasibility Stud es & Management
e Administration Of Sel*Irsured Accounts
e Excellent Reinsurance Connections

Through offices in the southwest and Bermuda, the Bahamas and the Cayman
Islands, Landmark can work wonders for ycL! Give us & try and

THINK OF IANDMARK

Mr. Charles C. Calcwell Executive Vice Presidant

The Landmark Insurance Group, Inc.
1515 Classen Blvd. ® Cklahoma City 73106

4C5-521-3911

(and we're small
nough to think that $100,000 accounts ne=d special treat-
ment). We wan: to show you how we can snire on your account (anywhere ir the
U.S.). Here are some ways we can te flexitle “or you.
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Offshore risk market
may tighten soon,
many buyers believe

Continuzd from previous page
$115 million.

Sixteen are mobile exploration
rigs of -hree types: jackups, drill
ships and semi-submersibles.

“There is a dramatic range of
ccsts for a'l rigs, depending on how
big they a-e, whezher they will op-
erate in a harsh or mild climate and
other factors,” Mr. Jones says.

Jackups typically have three legs
that reack to the ocean floor and
support tae rig's superstructure.
Usually operating in depths of 300
feet or less, modern versions may

[tinational Insurance Brokers

World Jeadquarters: 10 Sout
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1 Riverside Plaza,

BURDICI
HU TUEJ@ .

Chicagao, llhnois 60

cost $25 million to $30 million.

For deep drilling, semi-submers-
ibles and drill ships are used. Semi-
submersibles have large pontoons
or ballasts that rest under the sur-
face to provide stability. They are
anchored into place and capable of
drilling in water up to 2,000 feet
deep.

Drill ships are essentially ships
equipped with drilling towers.
Their cost can range widely, but
semi-submersibles can cost $100
million or more.

Jack Smith, risk manager for
SEDCO in Dallas, says he believes
the offshore market may be tight-
ening up, but his company has not
received an increase for several
years.

“I think it will probably harden
in the next year,” he says. Insur-
ance for SEDCO's 19 mobile rigs,
with insured values of about $50
million for older rigs and $95 mil-
lion to $110 million for newer rigs,
is placed half with the All Ameri-
can Marine Slip and half with
Lloyd’s of London.

Mobil Corp.’s general manager of
insurance says the offshore market
is stable, according to his experi-

‘| think (the market)
will probably harden
in the next year,’
Jack Smith says.

ence. )

“My feel for it is that rates are
pretty stable and may be declining
a bit,” says Michael McNerney.
“The reason for this is that loss ex-
perience for big platforms has been
good.”

Mobil is operator and part-owner
of two giant platforms in the North
Sea—one in the Beryl Field of the
United Kingdom, the other in the
Statfjord Field off Norway—that
are insured for replacement values
in excess of $1 billion apiece.

“Both are joint ventures,” Mr.
McNerney says. Mobil owns about
13% of the Statfjord platform, most
of which is owned by the Norwe-
gian state oil company and eight or
nine other companies. Mobil also
owns a larger portion of the Beryl
Field platform.

Sources say the insured value of
the Beryl Field platform which has
been operating for several years is
about $1.6 billion, while the Statf-
jord Field platform, in place for
two years, is insured for $1.45
billion.

As operator, Mobil developed the
platforms’ insurance programs, in-
cluding all-risk physical damage
policies,

The platforms’ policies normally
do not include business interrup-
tion coverage, because, “you're
talking the same market for both
covers,” explained Mr. McNerney.

Once $1.6 billion has gone for
property coverage, there would be
none left over for business inter-
ruption, he says.

Two more giant platforms are
under construction now, one bigger
and one a bit smaller than their
predecessors, he says.

Will Mobil be able to find enough
insurance to cover these new struc-
tures?

“Absolutely, there’s no question
about it,” he says. “Capacity Just
keeps going up.”
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Employee benefits
should also be
company benefits.
We'll recommend a
comprehensive

benefit package
| just for you.

ADAMS & PORTER

ASSOCIATES, INC.

1819 St. James Place

Houston, Texas 77056

(713) 9260-9990, Outside Texas,
call Toll-Free (800) 231-3252

Insurance Brokers Since 1907

By STEVE SHERWOOD

NEW YORK—Fleet size is no
guarantee against higher hull in-
surance rates, but it helps. And
soon shipowners will need all the
rate help they can get.

While owning enough ships to
qualify as a “prestige fleet” still
translates into lower premiums,
most shipowners can soon expect to
feel the pinch of a tighter blue
water hull market, marine un-

derwriters say.
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When you'’re good at excess and special risks,
the word gets around.

It's not surprising that the name of Baccala & Shoop pops up when the subject is excess
and special risks. mWe're a leader among the handful of national underwriting firms

that handle nothing but these specialized lines. By devoting 100% of our time and energies
to hard-to-place risks, we know what it takes to produce a definitive, competitively priced
contract. Whether the capacity cycle is static or robust. m Today's inflationary pressures
demand increased protection, and we have the facilities for it. Whatever product

an insured requires—excess or special risks, property or casualty. m For a future that
promises good fortune, just remember this three-word message: Baccala & Shoop.

Baccala

& Shoop

The crack troop

Home Office: 2049 Century Park East, Los Angeles, CA 90067. Tel: (213) 5§53-1333. in underwriting management

Atlanta « Chicago * Columbus, OH < Dallas « Houston  Los Angeles « Minneapolis * New York » Philadelphia « Phoenix ¢ San Francisco * Seattle

Marine insurers
expect hull rates
to increase soon

Indeed, one New York un-
derwriter already has upped
both rates and deductibles on
the majority of renewals.

Another marine source,
however, says efforts by Lon-
don and some American un-
derwriters to increase prices
and deductibles in a market
brimming with capacity will
cost them business and even-
tually force rates back down.

Shipowners, he says, also
have part of their destiny in
their own hands and can re-
duce rates by self-insuring a
larger portion of their risks
and by working to improve
loss experience. Owners are
doing this with mixed success.

Underwriter Terry Deeks,
president of New York Marine
Managers, says rates and de-
ductibles for all but the pres-
tige fleets are definitely going
up.
“We're probably getting 10%
higher premiums and 20%
higher deductibles for the
same exposures,” says Mr.
Deeks, whose agency repre-
sents a syndicate of seven
American insurers.

They are: Republic Insur-
ance Co. in Dallas; Ranger In-
surance Co. in Houston; Mid-
land Insurance Co. in New
York; Lumbermans Mutual
Insurance Co. in Mansfield,
Ohio; Northeast Insurance Co.
in Des Moines, lowa; Pennsyl-
vania Lumbermans Mutual In-
surance Co. in Philadelphia;
and Bellefonte Reinsurance
Co. in Covington, Ky.

“Prestige owners who deal
in millions of dollars of pre-
mium will have rates one-half
to one-third of those with
smaller fleets. Competition
there is as heavy as ever and
keeps prices low, but serious
underwriters will say that
prestige doesn't buy groceries
and that routine business,
more often than not, is seeing
increases.”

New York Marine Managers
reviewed 18 fleets during July,
which was a big underwriting
month for the managing gen-
eral agency.

“Of those, all received de-
ductible inereases, 12 received
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rate increases, two stayed the ;

same and only two received
rate reductions. The remain-
ing two were lost to competi-
tors.

“We look unfavorably on
tankers over 5 years old and
are more competitive on
newer tonnage. The fleets we
try to attract tend to be more
modern,” he says. “Often of
the fleets we see, we might
finish up writing one or two.”

Mr. Deeks says there has
been a contraction of capacity
in the past nine months as
those “who had no business in
the industry in the first place”
began pulling out because of
bad losses.

“Those who know the busi-
ness—there are perhaps three
or four in the U.S,, all in New

oo A

.

York—will continue to make o

money over the long term dur- P

ing both good and bad times," 8

he says. or-

Among the other major bldxs
line hull markets in New York
are American Hull Insurance
Syndicate, Mutual Marine Of-
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fice Inc. and All American Ma-

rine Slip (MOAC), all repre-

- senting many American insur-
ers.

John Blackman, president
of the Mutual Marine Office
Inc., says the blue water hull
market has hardened some-
what in the last few months
and that deductibles are run-
ning 25% to 30% higher.

“Lioss figures are atrocious,”
he says. “We still desire to put
business on the books, but I
don't think we. are willing to
do it under the same terms.
. Those who have good loss rec-
ords probably won't pay much
of a rise, those with moderate
records will probably pay a
small rise and those with bad
records will pay a large in-
crease.”

Mutual Marine Office has an
underwriting capacity of about
$12 million.

Blue water hull insurance is
still pretty much a buyers’
market, says John Hickey,
deputy manager of American
Hull Insurance Syndicate. The
syndicate represents many of
the major marine insurers in
the United States and provides
the largest domestic market-
place for hull coverage, with a
$40 million underwriting ca-
pacity. “But I think buyers
recognize the problem and
know they will have to pay
more for insurance. Losses
have been there.”

A total loss ratio for the
entire hull industry is difficult
to pinpont, Mr. Hickey says,

“but practically everyone is |

over 100%."

- Although it does not differ-
-entiate between blue water
hull and other ocean marine
insurance lines, data from the
National Assn. of Insurance
Commissioners in Milwaukee
indicates the top 10 U.S. ocean
.marine-insurers had an aver-
age combined loss and expense
ratio of 114.5% for 1980.

As a result, some un-
derwriters are pulling out and
some are slowing down, being
more selective and charging
higher prices, Mr. Hickey says.
“Even so, making money is
still a year or two away and if
they do, it will be a combina-
tion of good underwriting and
a lot of luck.”

The standard blue water
hull policy covers an oceango-
ing vessel for damages done by
nearly any peril, excluding
war and damages to third par-
ties as a result of collision. It
also provides coverage for sal-
vage and labor costs to rescue a

- vessel in trouble.

*  Although premiums vary
widely from fleet to fleet—de-
pending on age, condition,
areas of operation and loss ex-
perience—one ship-owner es-
timates rates of about 2% of
value and another source
places the average rate rang-
ing from 1.5% to 2%.

John Buzbee, senior vp and
director of Marsh & McLen-
nan's marine division, says in-
surers would like to raise rates
but does not believe they are
succeeding.

“I really don’t see prices
coming up,” Mr. Buzbee says.
“London in particular has
been trying to bring hull in-
surance up and is consequently
losing business. On a given
fleet they will require deduct-
ible increases, and depending
on loss record, raises in pre-
mium.” Business has left Lon-
don and come to the United
States where underwriters are
interested in writing risks for
the investment income and
can offer lower prices.

“London can't continue to
lose business, so it seems inevi-

table that they will eventually have
to come back down,” he says. De-
ductibles have been rising, in part,
because underwriters are adjusting
them to inflation.

Mr. Hickey takes issue with the
idea that shipping risks are moving
from London insurers to the U.S.
markets because Americans are
price cutting.

“This is not the case,” he says.
“There is a lot of business coming
in, but American underwriters are
not writing it all because some of it
is still underpriced.”

With so many underwriters
seeking the same business, Mr.
Buzbee says, “prices will rise when
there is a series of catastrophic

losses, when capacity sinks or rein-
surers begin to remove them-
selves.”

But it is not happening yet.

The American President Lines, a

-shipping company in Oakland,

Calif., found the market a bit
tougher than usual when it ren-
ewed this June, despite a fair loss
experience.

“Usually you find London
tougher and the American market
not as tough, but this year we found
both markets tight when it came to
‘giving credit for good experience,”

. says Gilbert Van de Water, insur-

ance manager. “Apparently there
were a lot of tanker losses and this

.affected the rates of all shipowners,

‘even if their loss ratios were good.”

His company’s experience
could not be described as good, but

-it was not bad for the year, he says.

“We usually get a small reduction,
but this year we couldn't. In our
case the premium didn't go.up, but
it didn't go down either.”

The American President Lines’
fleet of 22 ships is insured for $450
million, with coverage spread
throughout the U.S. and London
markets, he says. Its trade is mainly
trans-Pacific, to Southeast Asia and
as far as the Arabian Gulf.

Where a company trades has a
definite impact on premiums, he
says. “It is undoubtedly a factor.

For example, around Japan they
have a tremendous amount of ship
traffic and a higher risk of colli-
sion. Trading there ups your pre-
mium.”

To prevent losses, the company
keeps its ships equipped with the
most modern navigational equip-
ment, he says. Potential losses run
the gamut from collision to ground-
ing and from fire to machinery
breakdown.

“We have educational programs
designed to brief seagoing person-
nel on hazards and how to avoid
them,” Mr. Van de Water says.
“We're trying to get into loss con-
trol more all the time. It’s called for

Continued on next page

“Dear IRI: .
I’m familiar with
¥our experience in
Iactory coverage. But
what kinds of commer-
cial properties do you

underwrite?’

’ IRI's commercial property experience
goes far beyond factory coverage.

From hospitals and universities. Office buildings and
broadcast studios. To data processing centers and freight
handling terminals. Whatever the risk, Industrial Risk
Insurers delivers the same underwriting expertise and loss
prevention engineering that has made us a leading
international insurer of industrial properties.

IRl can provide property insurance programs for com-
mercial risks of many types and

sizes. We offer competitive rates on
property damage, builder's risk, DIC

coverage, and more. And back
them up with a high level of ser-

Street

vice. To learn about the wide spec-
trum of commercial facilities that we
can insure, send in the coupon below.

I'd like to know more about IRI capabilities and experience.

Please send me your brochure, “Property Insurance for
Non-Manufacturing Facilities.”

Name

Title

Company

City State.

Zip

Hartford, CT 06102.

Mail to: Communications Department,
Industrial Risk Insurers, 85 Woodland Street,

Big14
T T I T Y

IRI. We can help.
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Hull rates may rise

Continued from previous page
with the value of ships and equip-
ment these days. We figure new
ships of the type we're building
now run about $200 million each.
We have an investment to protect.”
Although he buys hull, protec-
tion and indemnity and workers
compensation insurance, he does
not attempt to insure against busi-
ness interruption or loss of use, he
says. “This is a built-in exposure in
the freight industry and it is fac-
tored into the costs of doing busi-
ness. We look at buying new cover-
age every once in awhile, though.”
Future rates are speculative, he
says. “We just hope we'll have rea-
sonably good experience and that
the market's attitude will soften.”
Sonny Milos, vp of the Seal Fleet,
based in Galveston, Texas, says he
has seen no rise in marine insur-

WELCOME TO OUR CLAIMS
DEPARTMENT,, [ hose wehe

posh office and a long, long wait-surprise.

Associated Aviation Underwriters has a much quicker

way to handle your claims. Our adjusters can fly right to you
in our own corporate aircraft. And they have the authority to
settle your claim on the spot. There are no extra phone calls.
No extra paper work. No delays.

When speed and efficiency are of the utmost importance, you

can depend on Associated Aviation Underwriterm |

We're number one in corporate aviation in-

surance because we're number one in service. Fivi

<y
NG FIRST CLASS

ASSOCIATED AVIATION UNDERWRITERS 90 John Street, New York: New York 10038 « ATLANTA » CHICAGO * DALLAS » DENVER * DETROIT « KANSAS CITY ¢ LOS ANGELES « SAN FRANCISCO « SEATTLE

ance costs.

“We haven't seen a tightening.
Our brokers, Adams & Porter of
Houston, brought in new lower
rates, but we're taking out more in-
surance,” he says. The Seal Fleet
operates seismographic ships
around the world.

Gulf Oil Co.'s marine insurance
manager says he finds the hull
market fairly constant.

“It's on the loss side,” says Ted
Metzger. “From the buyer’s point
of view it’s good. If you keep losses
down and run a good operation,
you get good premiums. It's all
based on experience.”

Gulf operates a tanker fleet of 35
vessels and premiums range from
1.5% to 2% of total value, depending
on deductibles, he says. Deductibles
range from $100,000 to $1 million.

“We use Lexington Insurance
Co., AIG and the London market,
to name a few,” he says, declining
to estimate the fleet's insured
value. Marsh & McLennan is Gulf's
marine broker.

“I think premiums are fairly
level, except for inflation,” Mr.
Metzger says. “But I can only talk
for us. We think we have a pretty
good loss ratio.”

Sean Burke, corporate attorney
and risk manager of Delta Steam-
ship Lines of New Orleans, says in-
creased marine capacity in the U.S.
market is taking up the slack Lon-
don left by hardening its rates.

“It helps temper London,” he
says. Coverage for the company's
24-vessel fleet was placed in the
American marketplace through
Frank B. Hall & Co.

Like blue water hull insurance.
competition among insurers has
kept premiums for inland hull cov-
erage—for river barges, coastal
vessels and fishing boats—fairly
low for the past 10 years. Favorabl
prices should continue for some
time, though one insurer sees faint
signs of hardening.

“Capacity is enormous and rate
are extremely competitive,” says H
Elder Brown Jr., vp of Continents
Underwriters Ltd. in New Orlean:
which underwrites about $10 mit
lion in premium a year, chiefly or
offshore service vessels. “A lot o
underwriters are rate cutting, W.
had an account today that was un
dercut in half.”

For example, on a $5 million sup-
ply vessel, with a $25,000 deduct
ible, the rate should be about $2 pe:
$100 value, but underwriters are
writing at about 90 cents to §1, he
says. He estimates the industry’
overall combined ratio to be at leas
105%.

“You really can't beat it. You ji
have to hold on to what you hav:
says Mr. Brown, adding his cor
pany has been in business for }
years.

“In the next six to 12 months, the
market will not be as soft as it is
now,” he predicts.:

Greg Sterck, vp and part owner
of Underwriters Marine Services
Inc. in New Orleans, agrees. “There
are some faint signs-of tightening
People who were writing a lot of
business are now slowing,” he says.
“Prices appear to be going up.”

One of Contiental’s clients, Aca-
dian Marine Services Inc. of New
Orleans, was able to overcome a
substantial premium increase Lon
don wanted a year ago by moving
half of its coverage into the Ameri-
can market.

“The policy I'm talking about is
for 14 of our 30 vessels,” says Henrv
Lowentritt, executive vp. They ar
insured for a replacement value of
$105 million for a premium of §
million. “Because of where we o
erate, in the Gulf, our covers
costs a little more.” Acadian
vices the offshore oil industry.

“Rates seem to keep going up,”
Mr. Lowentritt says. “Just like
everything else.” m
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By LISA BERGSON

NEW YORK—The American
Club, like any old salt, has crossed
some stormy seas.

A declining shipping industry,
sudden and extensive losses, rug-
ged competition and rate cutting
have battered the only U.S.-hased
non-profit protection and indem-
nity club.

Now, however, the tiny mutual,
with 1980 gross premiums of $18.5
million, may have steadied its
course, buoyed its unique features
and be headed for smoother sziling
and competition with the famous
British P&I counterparts.

The American Club is managed
by the Shipowners Claims Bureat,
a wholly-owned subsidiary of
Johnson & Higgins, which refused
to be interviewed about the Club.
Industry sources and Club mem-
bers, however, cite improved
claims handling, speed and compet-
itive costs as central to a new and
better future for this marine mar-
ket piece.

Founded in 1917, the American
Steamship Owners Mutual Protec-
tion & Indemnity Assn. Inc,, as it is
officially and rarely called, has
been “controlled by shipowners for
generations,” according to Gilbert
Dunham, senior vp of Johnson &
Higgins, the parent company.

It was a precursor to today's

many industry captives because
club membsars provide each other
with marine protection and indem-
nity insurance not available under
the standard U.S. marina hull pol-
icy, adds Club board member Sean
Burke, the general counsel of Delta
Steamship Lines.

The risks P&I clubs cover range
from crew injuries to mutiny, from
dock damage to loss of cargo and
include all liability-related legal
expenses ar.d fines.

Chief among the expcosures han-
dled by the Club are cargo and sea-
man's personal injury, Mr. Burke

says.

While these policies have
scarcely been profitable in recent
years, the Club has managed a fi-
nancial turnabout. In 1680, for ex-
ample, it showed uncerwriting
losses of $1.5 million, about 50% less
than 1979's $3 million in losses.

Year-to-year investment income
rose, albeit slightly, to $2.9 million
from $2.3 million. After-tax net in-
come swelled to $708,.75 from a
loss of $1.27 million in 1979.

But the club’s combined ratios
for the past five years are wavy as
the sea: 1980—100.7%; 1979—
114.4%; 1978—90.7%; 1977—110.7%;
and 1976—142.7%.

“It's not unusual for a P&I mu-
tual to incur combined ratios of
more than 100% because they can

R =3 TR T S A TEE

‘You are battling

a lot of mystique,’
says Sean Burke of
Delta Steamship.

"

assess their members,” explains
John Buzbee, senior vp and direc-
tor of Marsh & McLennan Inc.

Because it is a non-profit mutual,
the club duns or pays reiunds to
members, according to their share
of total net premiums for the re-
spective calendar year. Fcr exam-
ple, in its financial statement dated
June 30, 1961, a refund of §76¢,361,
or 10% of net premiums paid, was
announced for 1970, reflecting a
surplus for that period.

Members, meanwhile, wera as-
sessed $2.4 million for losses in

-1981, $3.2 million for those in 1980,

$4.2 million for 1979 and another $1
million for 1978.

The magnitude of these assess-
ments has led to higher advance
calls, “closer to what may be the
guesstimated need,” says Richard
LePage, the general marager for
insurance claims and loss preven-
tion at Farrell Steamship Lines, the
company with the largest represen-
tation on the Club's board.

The norm for advance calls for
meny clubs, he recalls, was 40% to
60% of the total cost. Although fig-
ures for the American Club are un-
available, British clubs far exceed
that earlier precedent.

In a report on P&I clubs just is-
sued by Marsh & McLennan, West
of England Ship Owners Mutual
Protection & Indemnity Assn. (47.6
million gress tons) lists an advance
call of 100% of members’ routine
claims, management costs and rein-
surance, with supplementary calls
for exceptional claims only.

Warring against higher ad-
vance calls is cash flow, one of the

" major lures of Club membership.

Sc, while the American Club has
increased its call, it has arranged
for members to pay their annual
premiums in monthly installments
—a definite improvement over the
British clubs, supporters say.
Precisely this feature led Delta
Steamship Lines to leave the
United Kingdom Mutual Steam-
ship Assurance Assn. Ltd. in favor
of the American Club last year.
Rapid claims handling distin-
guishes the American Club from its
British ccunterparts, too. In one
case, Mr. LePage remembers call-
ing the Club the day before Farrell
had to pay a $5 million to $6 million
settlemeni. “The next day I depo-
sited my recovery check,” he con-

Kmerican Club weathers A

tinued. “This is the sort of thing
they can do because they are two
blocks away.”

In addition, the Club touts the
“stability and strength” arising
from its supervision by the New
York State Insurance Department.
The department imposes a $5 mil-
lion to $6 million surplus mainte-
nance on the Club and keeps de-
tailed records of its finances. In
1980, the Club reported a $5.2 mil-
lion surplus, in 1979—$4 million,

But compared with the mighty
British P&l clubs, the spread of risk
is smaller. The clubs measure
membership by tons. A cargo ves-
sel’s carrying capacity can run any-
where from 11,000 to more than
30,000 gross tons. Many of the large
U.K. groups show gross registered
tons of 25 million to 36 million.

Comparatively, the American
Club, with 4 million to 5 million
tons, is minuscule.

“The London clubs have size,
spread of risk and huge leverage
when it comes to buying reinsur-
ance,” notes Mr. Buzbee.

Competitively, the U.K. clubs
have been more attractive markets
because they claim to offer unlim-
ited coverage, but the edge may be
overrated, sources say.

“You're battling a lot of mys-
tique,” counters Mr. Burke.

The American Club offers a basic

When you wantto see a

World leader in loss prevention engineering for commercial and industrial properties, and member of
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limit of up to $25 million and an
option to buy layers up to $300 mil-
lion. And, in contrast to the British
clubs, the American Club provides
an attractive stop-loss clause that
limits member liability to 70%, bet-
ter rates than the British clubs and
a greater voice for members in de-
termining claims settlements and
setting policy, observers add.

Also, the Club recently improved
cash-flow provisions, accelerated
claims handling and quickened re-
sponse to legislative changes, mem-
bers add.

Today, the Club’s 27-fleet mem-
bership remains predominantly the
scions of American shipping. In
fact, the first foreign shipowner
was not admitted before 1980, a re-
sulz of the Club's pre-1973 policy
barring foreigners.

Also, some American shi-
powners did not initially take to
the mutual concept, preferring to
pay predictable, fixed premiums.
But, by the early 1970s, insurers of-
fering flat rates had all but fled the
business, leaving the stalwart ship-
pers to turn to the mutuals.

At the time, the overseas clubs
appeared ‘“more stable” than the
American Club, particularly in re-
gard to their ability to forecast
losses, indicates Mr. Burke. Many
U.S. shippers opted to join British
clubs rather than the U.S. mutual.
These firms are hard to attract
back.

“Fleets that enter in London
usually continue—you don’t jump
around,” comments Mr. LePage. =

P&l clubs cover marine gaps

By STACY SHAPIRO

LONDON—Need protection on the high seas
during a Napoleonic War? Want to cover the
transport of people to the “new world?” Can't
find an insurer?

Join a protection and indemnity club and get
unlimited liability protection, shipowners told
their mates in the 19th century when P&I
clubs first began.

Today, at least 90% of all shipowners' liabili-
ties are insured through P&I clubs, London
experts estimate. The 16 international P&I
clubs vary in size up to 33 million tons of ship
capacity covered for the largest P&I club, The
United Kingdom Mutual Steamship Assurance
Assn. (Bermuda} Litd.

The United States has a small P&I club of its
own, the American Club (see related story) and
more protection and indemnity interest is
moving to the North American continent with
the opening of the Pan American club. Aimed
at Latin American shipowner and operators,
the club also is open to the North and Central
American shipping fraternity.

Most P&I clubs function along the same or-
ganizational lines, said Charles Goldie of
Thomas R. Miller & Son, manager of U.K. Mu-
tual Steamship P&I club and others.

Each P&I club appoints a board of directors
from its shipowner membership. The board
hires managers to run day-to-day operations.

For the largest clubs like U.K. Mutual—
which earned 135.7 million pounds in pre-
mium and investment income—managers are
appointed from outside firms like Thos. R

Miller, but smaller P&I clubs often hire man-
agers from within, Mr. Goldie says.

Each P&I club member, who must be a shi-
powner, pays an annual “call” based on the
size of his ships, his crew, claims experience
and management fees. The non-profit club
issues extra calls for money during the year to
cover losses.

“If there’s a surplus at the end of the year, it
goes back to the shipowners or into the pot or
split both ways,” Mr. Goldie says.

The excess coverage and reinsurance needs
of the 16 international P&I group clubs are
pooled and placed primarily in the Lloyd’s and
London marine markets.

“If you take a $10 million claim and it’s one
of our ships that produces it, we (U.K. Mutual)
would pay, say, the first $750,000 dollars,” he
said. Between that and $6 million, the clubs
share the reinsurance based on the size of each
club and its premium income.

Losses above a $6 million limit are reinsured
in Lloyd’s and other markets, he said.

These layers will go up to $375 million,
explains Mr, Goldie. “If any single claim ex-
ceeded that figure, then it would come back to
the pool to be shared. And if it exceeded a very
high layer, it would come back to the original
club, who'd pay the excess.”

The clubs cover all liabilities of the shi-
powner including liability for collisions, a risk
refused by Lloyd’s when the first P&I club
began. Now Lloyd’s will underwrite up to
three-quarters of collision liability coverage.

The 20th century brought pollution liability.
Pollution claims captured 13.2% of the United

Kingdom Mutual's 1980 losses of $184.9 million
for the period ending in February 1981.

“0Oil pollution 10 to 15 years ago was a minor
calculation in our figures. It's now a very
major one,” Mr. Goldie says.

Just recently, United Kingdom Mutual paid
out $33 million for a Greek oil spill off Cuba—
its single largest paid claim.

Few P&I clubs cover hull insurance.

The 16 Protection & Indemnity Clubs in the
U.K.-based international group include The
United Mutual Steam Ship Assurance Assn.
(Bermuda) Ltd., The Standard Steamship
Owners P&I Assn. (Bermuda) Ltd. and The
Steamship Mutual Underwriting Assn. (Ber-
muda) Ltd. in Hamilton, Bermuda; The Lon-
don Steamship Owners Mutual Insurance
Assn. Ltd., The Britannia Steamship Insurance
Assn, Ltd., The West of England Ship Owners’
Mutual Insurance Assn. and The Steamship
Mutual Underwriting Assn. Ltd. in London;
Sunderland Steamship Protection & Indem-
nity Assn., Sunderland, England; Newecastle
Protection & Indemnity Assn. and The North
of England Protection & Indemnity Assn. Litd.,
Newecastle-upon-Tyne, England; The West of
England Ship Owners’ Mutual Protection &
Indemnity Assn., Luxembourg; Assurance-
foreningen Bkuld (Sjensidig), Oslo, Norway,
Assuranceforeningen Gard., Arendal, Norway;
Sveriges Angfartygs Assurans Forening (The
Swedish Club), Gothenburg, Sweden; The
Japan Ship Owner Mutual Protection & In-
demnity Assn., Tokyo; and Liverpool London
Steamship Protection & Indemnity Assn. Litd,,
Liverpool, England.

sunrise, you look to the east.

For property insurance and loss prevention engineering, where else but . . .

Ofcourse.

the Factory Mutual System. Call Allendale Insurance in Johnston, RI, (401) 275-4442. Or call your broker.
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Iran-Iraq war claims to sting Lloyd’s

By STACY SHAPIRO

LONDON—Prices on the marinz
menu at the Lloyd’s of London cof-
feehouse have been altered slightly
in the last few years.

Deductibles are up 20% on this
year’s marine insurance renewals,
confirms Lloyd's marine un-
derwriter Malcolm Rumsey.

And some Lloyd's marine un-
derwriters have raised rates by 5%
on hull portfolios, other sources
say.

“Responsible hull underwriters
are being tough because they're not
making money on their hull port-
folios,” says Mr. Rumsey, chairman
of the Lloyd's Underwriters Assr.
“Underwriters need a substantial
rise in premium income.”

But the scale between soft and

hard cycles still teeters at the
world’'s oldest marine insurance
market. Mcre factors are needed to
til: the scale into the hard cycle,
Mr. Rumsey says.

One factor may appear this

month, the Jirst anniversary of the

Iren-Iraq War.

As of Sept. 20, claims totahng as
much as $400 m:llmn could hit
Lloyd's and the world marine in-
surance markets for ships trapped
fo- a vear in Iranian and Iraqi
ports. The losses come under a
cleuse in the war risk concracts that
declares ships a total loss after they
ar2 blockad or trapped for 12
months.

“This moath will represent the
crunch mcnth for marine un-
derwriters,” Mr. Rumsey says. “A
number of claims are about to be

presented to the London market.
All 70->dd vessels add up to $430
million. but how mary are insured
by war risk insurance or how many
are insurec at all (for being laid up)
is ano:ker matter.”

Already, the Hellenic Mutual
War Risks Assn. has paid $47 mil-
lion fer 13 of the 75 ships caught in
Iragi ports. Lloyd's reinsured 80%
to 90% of :hese vessels, which are
now considered total lcsses, a
Lloyd’s spokesman says. Some
ships flyirg Indian and Yugasla-
vian Zlags also have been written
off as total losses.

Lloyd’s, however, whose un-
derwriters will bear a third o the
losses directly and much of the rest
through reinsurance, is buffered
from disaster by extra war risk pre-
miums tha: were paid a year ago.

When the policies were issued
last year, special rates above the
usual 0.325% war risk rate were
charged ships with Iranian or Iraqgi
destinations, Mr. Eumsey says.

There has been talk of including
special war risk premiums for ships
near the Gulf of Sidra, off the Lib-
yan coast, after U.S. pilots shot
down two Libyan fighters near
there. But serious talks about such
a move have not begun, Mr. Rum-
sey says.

Losses from the Iran-Iraq War
will increase the 1981 Lloyd's
global marine figures considerably,
he says.

Besides war-related losses, the
marine market suffers from the re-
cession and a slowdown in ship-
ping.

“There is no real true growth

JAMES IS HERE

PARTNERS IN PROTECTING AND MOTIVATING

YOUR GREATEST RESOURCE-YOUR EMPLOYEES.

With employee benefits and
incentive-compensaticn plans
averaging more than 40 percent
of payroll many companies are
seeking specialized help in
designing, funding anc adminis-
tering their programs.

James is here to help you
with all these services and more.
Because this field, which utilizes
both insurance and setf-insur-
ance, is so complex, James hés
set up a specialized team for
all forms of health, disability
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manage your benefits and com—

effectively, we suggest a feasibility
study. Please zall your nearest
Fred.S.James office or write to
Daniel V. Malloy, Direczor, James
Emplcyee Management Services
Company, 230 West Monroe
Street, Chicago, IL 60606.
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marine-wise,” says Mr. Rumsey.
“It's partly to do with the recession
and partly to do with a lot of vessels
being laid up.”

The recession is preventing cargo
from being shifted from one area in
the world to another, thus cutting
potential premium, Mr. Rumsey
says.

“Tankers in part are being laid
up because of oil prices,” he says.

Shipments of liquefied natural
gas aren't filling in the trade gap.
Some of these vessels, which are
brand new, haven't been used be-
cause the land based terminals
where the gas comes from are inac-
cessible at the moment for political
and other reasons too.

Premium also is being whittled
away by the trend toward setting
up state insurance companies, he
said.

There are also no new risks com-
ing into the Lloyd’s and London
marine markets to compensate for
this lost business, Mr. Rumsey says.
“The major growth in offshore (oil)
exploration has already taken
place,” he said. Any further $1.45
billion risks like the Statfjord B gas
platform are, therefore, unlikely to
increase marine business.

“I think that plateaued out the
last year or so,” Mr. Rumsey says.
“There isn’t any impetus to build
new vessels.

“If the world trade were to take
off next year, business also would
takd off” he says. But right now,
with continued recession and high
interest rates holding up under-
writing losses, the world marine in-
surance market is still competing
for what little business there is in
world shipping.

Although Lloyd’s began in the
1730s as a marine insurance mar-
ket, marine risks now contribute
less than half of Lloyd's under-
writing profits. In the 1978 global
results just released, the marine
market made 764.25 million pounds
out of a total 2.16 billion pounds.
Lloyd's and the London market,
however, still insure more than
half of the world’s marine insur-
ance business, Mr. Rumsey says.

The 1979 Lloyd’s global results
will bear the brunt of the Avondale

~losses in which three brand new
vessels designed to carry liquefied
natural gas were scrapped during
construction for faulty insulation.
The $300 million claim has, so far,
been the largest single claim in
Lloyd's history.

“It's all up for sale now. The
ships were worth $160 million
apiece, but the value will be mini-
mal because no one wants them,”
Mr. Rumsey says. “The Japanese
talked of buying them and putting
in their own insulation, but found
that wasn't economically worth-
while.”

Marine underwriters must con-
tinue to watch for these unexpected -
claims that crop up, particularly in
the United States, he says. The
Avondale insurers, for example,
never expected such a claim, he
says.

But American courts, notorious
for squeezing out the most unique
liabilities and damages, are re-edu-
cating the marine insurer, Mr.
Rumsey says.

“We just cover the legal liability
of the assured and whatever the
courts decide we go along with.”

But whatever the bad results or
unknown risks, the Lloyd’'s marine
market needs more impetus to push
it into a hard market.

“It may be that some of this ex-
cess capacity will disappear when
those of our competitors, who write
at below cost and rely solely on
high investment earnings to
achieve a profit, find their under-
writing losses are greater than their
investment earnings when interest
rates start to fail.” =
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U.S. Coast Guard
trying to improve
safety on the seas

By LEN STRAZEWSKI

WASHINGTON—Wanted: ways
to ensure the safety of maritime
workers.

The U.S. Coast Guard, guardian
of the waves, is looking for a new
method of regulating safety for
workers on the high seas.

“Basically, we are looking for a
management option to personnel
safety, a program which puts the
emphasis on the human element in
safety,” explains Cmdr. David
Zawadzki, who is in charge of
safety research for the Coast
Guard.

Government officials have moni-
tored safety on waterways “since
the steamboat days of the 1800s,”
Cmdr. Zawadzki says, and the
mandate has changed little since
then. ‘

The Coast Guard inherited the
task of regulating maritime safety
from the Bureau of Marine Inspec-
tion and Navigation, which was
phased out in the 1950s.

“Our approach has always been
similar to that of the Occupational
Safety and Health Administration.
We have regulated the workplace
and maritime equipment, hoping
that would keep workers safe,”
Cmdr. Zawadzki explains.

“But while safety hasn't actually
been a growing problem, we have
always had the feeling that there
could be a better, more efficient
way of making this work.”

Present rules demand OSHA-
like inspections and examination of
workplace equipment and atmo-
sphere. Like OSHA rules, the mari-
time safety regulations are some-
times seen as too expensive and in-
efficent.

The effectiveness of dictating
technical rules and standards seems
questionable when training and
worker experience seem to be lag-
ging, the Coast Guard also believes,
so it may begin regulating training
more carefully through a manage-
ment approach to safety.

One program under considera-
tion consists of the International
Safety Rating techniques, devel-
oped by the International Loss
gontrol Institute in Logansville,

a,

The safety management system
is based on management controls,
record keeping and accident reac-
tion and correction (BI, Dec.1,
1980).

A ship participating in the Inter-
national Safety Rating program
would prepare its safety systems
according to an audit manual that
describes training needs, meeting
schedules, record keeping and di-
saster plan needs. When the ship
officers feel they are prepared, the
ship would be audited by ILCI-
trained reviewers and awarded
-from one to five stars as a measure
of how well the ship has developed
safety reaction and preparedness.

Supporters of the safety rating
technique say the program puts an
emphasis on mangement-worker
interaction and can unite employ-
ers and employees in a competitive
spirit to improve ratings.

Instead of being fined for not
meeting standards, ships are given
guidelines for improving safety and
encouraged to meet and surpass
basic safety requirements. Older
ships may not have to be comple-
tely refitted with new equipment
just to meet arbitrary regulations,
but would be able to improve over-
all safety programming to meet
Coast Guard requirements.

“The International Safety Rating

program looks like it has some of
the aspects we are looking for in
safety: an understanding of the
human element in maritime
safety,” Cmdr. Zawadzki says.

“We don’t have a deadline to
meet, and we are not exactly sure
that the present rules should be
thrown out. But we suspect that
there are safety management op-
tions available out there that can be
offered to the industry, and those
options may be simpler and more
effective than what we are doing
now,” he says. "
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Premium Financing

Getting there was easy. We were the
first company to offer premium
financing on a national basis. So

you could say we started out as
number one.

But Stayirig number one for over 26
years took some doing.

It meant growing: Providing special-
ists in marine, aviation, and other
areas of insurance, to keep up with
the knowledge needs of risk man-
agers and their insurance agents
and brokers.

But most of all, it meant developing
a countrywide network of offices
staffed by capable, experienced and
friendly people who care.

If you'd like to know more about us,
and the benefits of premium financ-

It meant building an organization of
capable, motivated people.

It meant providing superior service.

It meant being there with the funds—
year in and year out—in good times ing, please use the coupon below to
and bad. request our informative new brochure.

Mr. Paul M. Holland
Senior Vice President, Marketing, AFCO, 10 Hanover Street, New York, New York 10004

Dear Sir:
I'd like to know more about the benetits of premium financing. Send me your brochure.

Name

Title

Compoany

Address

City/State/Zip
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- For15years
‘we'vemade
~ theworid
safe
forDirectors
and Officers.

If corporate heads have become more visible these days, we'd like to
think our D&O insurance has helped.

Nobody, but nobody, can match our record in handling claims
against Directors and Officers.

It’s not magic.

It’s experience. Fifteen years of it. And in that fifteen years,
American Home/National Union has been faced with and has resolved
almost every problem imaginable.

So if you get into a particularly sticky situation, chances are it’s
already old hat to us. And if it isn’t, nobody has a better chance of com-
ing up with a creative solution.
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Another thm Our underwriters are seasoned professionals, dedi--
cated to this type of insurance. Not part-timers trying to sandw1ch you
between other types of coverage.

And nobody can offer our American International Global D&O“
coverage. Which is important when you consider more and more execu-
tives are finding out they can get sued overseas as well as back home.

All these reasons explain why so many blue chip companies insure
with our companies.

And why so many Directors and Officers feel more secure domg
business with us. - -

The AIG Companies.

Let us take the risks.

For more information about D&O insurance, contact American Internationa’ Group, Dept. A, 70 Pine Street, New York, N.Y. 10270, (212) 770-6507 or 770-6504..




CONTROLLING

Now more than ever,

Blue Cross and Blue Shield
Plans can help you hold
down your health care
costs everywhere you have
a plant or office.

Employee health care benefit
costs are tough to control. But
Blue Cross and Blue Shield Plans
are uniquely equipped to help you
hold down the rising cost of these
benefits (which make up 90 to
95% of your health care dollar).

We can do it because we
have cost containment programs
to curtail your benefit costs wher-
ever you have a plant or office.

Other carriers may talk
generally about cost containment,
but Blue Cross and Blue Shield
Plans can demonstrate just what

they do wherever your company
operates. You see, we keep a
computerized profile of each
Plan’s cost containment programs.
So we can tell you how we saved
more than $1 billion in benefit
costs alone last year.

Write for the new booklet,
“The Best You Can Do For Your
People. And Your Company.’

Box 8008, Chicago, lllinois 60680.
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Its good to know theyre £
doing something right ;<

here in our town. = /
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® Registered Service Marks of the Blue Cross Association
® Hegistered Service Marks of the Blue Shield Association

Blue Cross.

Blue Shield.

The Best You Can Do For Your People. And Your Company.
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Taking a chance

Oil investors should be aware of risks

By John T. Cook

HE ENERGY CRISIS of 1973 and "74 signaled the
beginning of a fundamental change in the complexion of
investors entering the oil and gas exploration scene.

The companies that had previously engaged in oil and gas
exploration were for the most part the “Seven Sisters” and
their close relations, companies that specialized in the
industry.

But with the energy crisis came non-traditional investors:
industrial companies looking for their own sources of fuel;
public utilities; gas transmission com panies wanting to assure
sources of supply for their pipeline systems; and even dairies
looking for boiler feedstock.

Today, the group of non-traditional investors has expanded
to include virtually anyone with cash to put to work.
Insurance companies, individuals, a myriad of limited
partnerships and even London bookmakers are investing
substantial sums in oil and gas.

The oil and gas business has long been known for high risks
and a corresponding high reward if the company is
successful. Price decontrol and an energy-hungry world
combined to make investing in oil and gas ventures
extremely attractive. However, the fundamentally high-risk
nature of the industry continues, and while the potential for
great financial reward is always present, so is the potential
for a great loss.

The “business risk” aspects of oil and gas exploration are
significant in themselves, but the risk of loss through
misfortune, particularly as represented by an out-of-control
well, is substantial.

And wells get out of control with some regularity. There
are a number of reasons why, but one leading oil and gas
claims adjuster says that 90% of out-of-control wells are
caused by human error, either on the part of the drilling
contractor or the well operator.

There is a substantial shortage of trained rig personnel
today. The same is true for engineers and geologists working
for the operator. Such a combination of inexperienced
personnel can spell disaster and, in any case, increases the
potential for a blowout. Wild wells can be very expensive to
control. Losses of $150 million have occurred.

What does this mean for the investor who is simply
participating in a drilling fund, a limited partnership or some
similar investment vehicle?

A contract called a “joint operating agreement” usually
defines the relationship among the investors engaged in oil
and gas exploration. One of the participants, the “operator,” is
responsible for hiring a contractor, obtaining the necessary
leases and permits and usually furnishes the engineering and
geological expertise. The people who participate with the
operator and take a percentage of the venture are referred to
as the “non-operating working interest.”

The participants in the venture may be corporations,
individuals or limited partnerships. It is not uncommon for
one person or group to be represented more than once in a
given venture. For example, a person may participate as an
individual and again as an investor in a limited partnership.

The operating agreement makes it clear that the liability of
the parties is “several,” not “joint” or “collective.” Each party
to the joint operating agreement is responsible for its
percentage of the cost liabilities, business risks and returns of
the venture.

Any limited partnership, participating as a co-venturer,
will have a general partner. While the exposures of the
limited partnership are tied to its dollar investment, the
general partner is responsible for any excess exposures.

An investor unfamiliar with the oil and gas industry will
find that the operator of the joint venture has great authority
to commit all of the co-venturers to substantial exposures to
risk.

The operator will select a drilling contractor, the drilling
location and the methods to be employed, which are all

John T. Cook is a vp and account manager at the Houston

exposures, rot only in terms of a wild well but also with
respect to third-party liabilities. The oil and gas industry
makes extensive use of hold-harmless and indemnification
agreements in order to segregate the exposure between the
operator and the drilling contractor and various service
contractors.

Nevertheless, the investor in an oil and gas exploration
project may discover that he is responsible for his pro-rata
portion of the drilling contractor’s rig in certain
circumstances, not to mention reservoir damage or loss to
royalty interests. Pollution risks connected with a wild well
are very significant,

A prospectus for a limited partnership or a drilling fund is
full of disclaimers and warnings on pollution, environmental
impairment, uninsured risks and the like, but the prudent
investor, whether he is a member of the limited partnership
or otherwise, should be conscious of the substantial exposures
he faces. His exposure may be limited to his contribution in a
limited partnership, but without proper insurance protection,
uninsured liabilities can reduce or eliminate income available
for distribution and ean result in loss of the partnership’s
assets. Exposures must be recognized, and a conscious risk
management decision must be made concerning their control.

The operator and his partners may assume, under contract,
responsibilty for millions of dollars worth of specialized
equipment in their care, custody and control, which they can
insure.

Another extension, evacuation expense, would respond for
cost incurred in the evacuation of people because of the
danger of escaping hydrogen sulfide gas.

The well can be controlled after a blowout, but the hole
itself may be lost. Redrilling expense can cover this exposure
and should be considered. )

Even after the well has been drilled and is either producing
or plugged, there is a risk of blowout. It is possible to insure
producing, idle or shut-in wells.

All these exposures and more can be insured. In fact, many
operators provide them for the benefit of the joint account.
However, for various reasons, many operators do not, and
any participant in an oil and gas venture should realize that
the operator’s insurance prgram can vary widely. Thus, many
non-operators need to provide their own coverages.
However, many small investors, particularly those in
drilling funds and limited partnerships, have little if any
knowledge of whom the operator will be, what the operating
agreement says, which contracts the operator executes and,
consequently, to what they have been committed.

Investors’ goals and objectives vary. The liabilities facing
investors depend on the structure of the venture, but, in any
case, they can be severe if a blowout occurs. Each investor
should realize that he faces potential exposure through the
operating agreement, which concerns contracts that have
been entered into by the operator on behalf of the joint
account.

Limited partnerships may be content to lose their
investment and not be concerned with insurance protection.
But such an attitude should reflect the investment goals of the
partnership and should be the result of a prudent study of
whether insurance is necessary.

The financial stability of the general partner should be
considered as well. Even though liabilities are several, not
Joint or collective, operators, like non-operating working
interests, certainly should be concerned at the possibility of
having an insolvent partner. This is because they may be
responsible for the partner’s liability expenses.

Conditions for cost-of-control insurance vary widely. There
are a number of financially sound markets writing this class
of business that can respond for almost any needed extension
of coverage. There is a growing need for cost-of-control
coverage based on increases in drilling activity and in the
number and types of investors,

Hopefully, investors are more aware of the magnitude of
their exposures. Discussions with an attorney and a

competent insurance broker should go a long way toward
crystalizing an investor’s thinking and helping him reach a

office of Johnson & Higgins of Texas.

decision about insuring his exposures.
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Deregulation poses coverage perils

By Wiliam H. Rodda

LL DEREGULATION of motor .
carriers be beneficial to the
consumer—the shipper? Or is it merely a
device to ease the burden of compliance
for trucking firms and insurance
companies?

An avowed purpose of deregulating the
trucking industry has been to foster lower
prices and better service by means of
increased competition between carriers.
The effect so far has benefited some
shippers, but problems have been created
for others. The shipper must also take
advantage of the increased flexibility.
Benefits, will not flow automatically; they
must be sought out and in some cases
demanded.

Deregulation has affected all common
carrier transportation—air, rail and
truck—but our attention here is to motor
carrier operations. The Interstate )
Commerce Commission has changed or
eased some of its regulations, and Congress
passed the Motor Carrier Act of 1980,
which added important changes. The
principles in these changes affect services
and costs to shippers of goods.

Interstate routes of motor common
carriers in the past have been authorized
by the ICC on the basis of ability of the
trucker to serve and the need for the
service. It has been virtually impossible
for a new truck line to get authority to
operate where adequate service was
already available. The new regulations
require only that the trucker prove an
ability to serve the route. This
oversimplifies the situation a bit, but the
practical effect is that truckers can expand
their routes and new truck lines can more
easily establish operations.

At first glance, it appears that this open
competition should benefit the shipper.
There will be more truckers competing for
business, which should result in more
service and the lowest rates that operating
costs will permit.

The fly in the ointment is that freedom
to establish new routes brings a collateral
freedom to abandon unprofitable routes.

William H. Rodda is a consultant specializing

in insurance for motor carriers.

The result may be excellent for the
shipper who is located on the main line
where trucking operations are profitable.
It may be a disaster for the shipper who is
in a remote location.

Truck operations over longer distances
will tend toward hub operations. Hub
cities like Chicago, Kansas City and New
York will be centers where shipments
from smaller communities are
consolidated and carried to another hub,
where deliveries will fan out to
destinations. Shipments between hub
cities should be expedited. Shipments to
and from smaller places will be subject to
transfer at the hubs. This will increase the
chances of loss and damage and may slow
down service.

New truck lines will spring up to fill in
the gaps where through operations have
been abandoned. Some of these newly
established lines will survive and become
part of the system. Others will succumb to
the difficulties inherent in any new
operation.

The developments will be comparable to
that in the commercial airlines business.
The big airlines have abandoned service to
hundreds of smaller cities. Several
hundred commuter airlines have sprung
up to provide local service to hub airports
where connections can be made to the
major carriers.

Will this freer competition bring about
lower rates? The results will be a mixed
bag. A comparison with the deregulation
of the airlines is valid. Special low fares
are available on highly competitive routes,
but basic fares have increased where
competition is lacking.

The shipper can do several things to
take advantage of the new flexibility in
motor carrier operations:

® The shipper who regularly moves
substantial quantities of freight can look
for special deals.

Procedures have not yet been settled in
regard to filing and publishing new rates.
Frequent inquiries should be made
regarding new or promotional rates.

It may be possible to save money by
changing the routing or the time of
shipment. It might cheaper, for example,
to ship to a New Jersey community via
Philadelphia rather than Newark or vice
versa.

Another possibility may be for the
shipper to operate his own trucks to a hub
city. A shipper from an Illinois community
might be able to save money by carrying
goods to Chicago or St. Louis, where
connection can be made with a through
carrier.

@ Increased handling of packages can
be anticipated because of the hub city
situation.

The shipper should determine by what
routes and intermediate carriers the
shipments will travel. There is increased
chance of damage every time a package is
transferred, unloaded and reloaded. More
substantial packaging may be needed if
experience shows increasing damage.

It should be remembered that carriers
are not responsible for damage that is the
fault of the shipper. Carriers may resist
paying claims if damage results from
improper packaging.

@ Financial stability of motor carriers
should be checked periodically.

Some insolvencies of truckers have
already occurred. Many observers believe
that additional insolvencies will occur
from the increased competitive pressure,
or among the new carriers that will
attempt to fill a gap by shipping to smaller
communities.

A trucker with financial difficulty tends
to delay claim payments. A huge backlog
of claims can occur by the time operations
cease.

@ Insurance on shipments should be
reviewed. It may be even more
advantageous now to have an
arrangement where the insurance
company pays the shipper’s claims and
then takes over the problems of collecting
from the carrier. The hub city situation
will increase the number of carriers
involved in the handling of some
shipments. This may delay recovery from
the carrier and thus increase the
desirability of getting immediate payment
from an insurer. ]

Confessions of a marine person

By Roland Reuger

SPECIAL REPORT on marine

insurance seems to be the appropriate
place to tell other insurance people—those
who insure automobiles, houses and
similarly uninteresting objects—about the
strange people who handle marine
insurance and marine claims.

Like all people who are considered
strange, marine insurance people have
good reason to be. Marine people feel
neglected and unappreciated. My wife and
children know that I am a marine
insurance and claims manager, but
carefully skirt mentioning it to friends so
that they don’t have to explain what I do.
They wouldn't do that if I were a regular
insurance and claims manager.

Have you ever looked at a program for

Roland Reuger is manager of the Marine
Transportation Department at Mobil Oil
Corp. in New York.

an insurance seminar? Marine insurance is
about as prominently listed as water polo
in a Summer Olympics program,

Even our brothers in the insurance
industry make us feel unwanted. Tell a
casualty man that you are in marine and
he says “Oh!” as in “We can't all be

‘perfect.” I've stopped more cocktail

conversations than I care to remember by
saying I'm in marine insurance.

All this has forced marine people to
band together—misery loves
company—and cry on each other’s
shoulders while swapping sea stories and
tales of strange claims using words like:
P/A, FPA, G/A, draft, con and sentences
like “We had this tramp who came in ata
40-foot draft with the pilot conning her
when she hit a rock and ripped her
bottom. Since we couldn’t find her
underwriters, we put a plaster on her.”

Ask any marine man and he will tell
you what that means. On second thought,

Continued on next page
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Stability and endurance are among the most
critical attributes of a reinsurer.

They are achieved by adhering to prudent
underwriting practices and maintaining a strong
and balanced financial base.

General Re, with strong financial resources, is
positioned to weather difficult times and provide
unequaled security to its clients.
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Blame it all on the unions?

By Peter Downes

T WAS MY FIRST DAY back at the

office, and like all first days back at the
office, it was all very depressing. There
were piles of unanswered mail and a long
list of unanswered telephone calls. After
spending an hour or two pushing files
from one side of the desk to the other, I
decided I needed cheering up and ambled
over to the Hotel Junker in order to
accomplish same.

Fred, my insurance broker friend, was
in conversation with Jean, the bartender.

“What's today's special?”

“Meatball sub.”

“Why should I eat that?”

“Because it's good for your sex life.”

“Gimme some.” And then, seeing me, he
cried, “Hey, where've ya been this time?”

“T've been to sea. All good risk managers
should inspect their risks from time to
time, so that’s what I've done.”

“Sounds like a vacation to me. Where
d'ya go?”

“Well, I intended to go to Guam and
from there to Yokohama and then on to
Singapore. My boss, on hearing this,
demonstrated how to take off in an
Easterly direction without benefit of
aircraft and I wound up going from

i Peter Downes is manager
of insurance for Ameri-
can Trading & Produc-
tion Corp. in Baltimore.
His columns of satire ap-
pear regularly in Busi-
ness Insurance.

Bayway, N.J., to Baytown, Texas, and
back to Port Everglades.”

“A real thrilling trip. Why did you
really go?”

“Like I said, to examine the risks. Our
insurance premiums are enormous and [
went to see if anything could be done to
improve matters.”

“Have you got union ships?”

“Yes, we do.”

“Then I bet it's the unions that are
killing you.”

“If you listen to the ship's officers, you
would certainly think so. A typical joke
circulating right now concerns dogs. The
people who owned them were boasting
about them. The deck officer had a dog
called Mate and he showed how he could
draw pictures. An engineer’s dog called
Chief showed that he could go to the
galley and come back with a dozen cookies
which he then divided into three equal
piles. The radio officer’s dog Sparks then
showed that he could pour seven ounces of
milk into a 10-ounce glass. On being asked
what his dog could do, the NMU man said,
‘Go to it, Coffee Break! whereupon his
dog promptly ate the cookies, drank the
milk, coupled with the three other dogs,
claimed he had hurt his back in the
process, filed for maintenance and cure
and then left for home on sick leave.”

“I don’t think that's very funny.”

“Neither do I, but it was a real
knee-slapper the night somebody told it in
the officers’ dining room.” _

“There you are. They should know.”

“There you are, nothing. I spent the next
couple of days interrogating the officers
and learned that something like 90% of the
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\

Photo: Peter Downs

unlicensed crew were regarded by them as
being competent and reliable. Some of
them have been sailing on our ships for as
long as 30 years and we are not even their
employer—they come from the union hall.
Of course, I can’t deny that there are
exceptions. Indeed, the cost of seamen’s
injuries is and always has been a major
problem. The only way to beat it is to
improve loss frequencies which will come
about because of better communications
between shore management and the ship,
sound safety planning and so on.”

“So what's your problem?"

“There’s no one problem, The cost of

seamen'’s injuries is just one of many, all of

Why marine insurance people are so strange

Continued from previous page

maybe you better not; just nod as if you
knew what it all meant and forget it. Don’t
bother looking in the dictionary; it’s not
there. Incidentally, the sentence has
nothing to do with a woman.

Like any other professional fraternity,
we have a pecking order. At the very
bottom—and sometimes below it—are the
yacht underwriters and claims people.
They actually might be lonelier than we
are since we only tolerate them and the
property/casualty guys probably don’t
want them.

The true bottom are the break bulk
cargo claims people, especially those who
handle personal effects and household
goods. They deal with lost socks and
underwear, torn seat cushions and other
nickel-and-dime stuff. Next in line are the
fellows who take care of container claims.
They really do the same things as the first
group, but in bigger volumes because you
can put a lot more socks and underwear in
a container than in a suitcase.

They are followed by the bulk cargo
adjusters. There are liquid bulk and dry
bulk cargo adjusters—the terms liquid and
dry have nothing to do with their drinking
habits. One probably would have to give
the liquid fellows, especially those who are
into crude oil claims, a slight edge

considering the price of oil and the size of
tankers.

So much for cargo people. Then there
are the P&I guys. They take care of
marine liabilities. The only people who
really like them are defendant shipowners
because they can hide behind them.
“Would love to pay your claims, but my
P&I guy won't let me,” is standard
vocabulary for shipowners.

We are now approaching the top of the
pecking order, the hull adjusters. They are
so exclusive that they have their own
organization, the Assn. of Average

* Adjusters of the United States. The word

“average” has nothing to do with math nor
does it mean that they are just average
adjusters rather than really good ones.
“Average” means damage to a ship. You
can’t get much more exclusive than by
calling damage “average.”

You really have to be sharp to
understand this, and that's why the
average adjusters are at the top of the
heap. They are so good that they even
charge a fee for what they do. As a matter
of fact they are a little bit like lawyers;
they first confuse the heck out of you and
then offer to straighten the whole mess out
for a fee. The kings of the average
adjusters are those who adjust the big cases
involving the real big ships.

By now you've probably realized that I
haven't said a thing yet about marine
underwriters and brokers. That's because I
started in business as an adjuster—as a
matter of fact as a cargo adjuster dealing in
socks and underwear—so I feel adjusters
are more important than underwriters. Of
course, you won't find an underwriter
who will agree with me. But for the most
part, the marine underwriters specialize
roughly the same way as adjusters.

The last group of marine people are the
marine lawyers. They don't call
themselves marine lawyers, they are
admiralty lawyers. They file suits in rem
and in personam, watch out for laches,
make demurrage claims, arrest vessels,
deal with the Jones Act, the
Longshoremen'’s and Harbor Workers’ Act
and salvage claims.

Since marine people are lonely, we get
together interationally through a variety
of organizations. Now there is a great
advantage to being in these international
groups, since you have to meet
internationally and it’s a lot easier to
forget that you are lonely in Bermuda,
London, Monte Carlo, Paris or Tokyo than
in Hoboken or Hohokus.

Well, that's it for the marine insurance
people. If you want to know more about

us, take a marine person-out tolunch. = _

Photographic proof of Mr. Downes’ recent risk inspection tour.

which seem to be aimed at driving
American flag ships from the ocean. To a
large extent, shipowners have created
their own problems, unions have created
them, the government has created a huge
number, the courts often seem less than
just in their treatment of owners and on
and on.

“So what else is new? Talk to any
employer anywhere and he will spout
much the same tale of woe.”

“True enough, I guess. But just look at
one of the inanities I have run into
recently. Tankers with a deadweight
tonnage of 40,000 and up must install an
inert gas system at a cost of more than $2
million. One of our ships had a tonnage of
44,000 which we reduced to 39,999. We
avoided spending $2 million, but we have
also reduced our profit margin since we
now carry less cargo. Regardless of
tonnage, the ship is neither more nor less
hazardous, just less profitable.”

“I suppose it is difficult to make a
uniform provision for the thousands of
ships in existence.”

“My dear Fred, the last time I looked
there were something like 540 American
flag oceangoing vessels of 1,000 tons or
more. Ten years ago there were jobs for
more than 80,000 seamen, licensed and
unlicensed. Last year there were jobs for
fewer than 20,000. This has a devastating
effect on the remaining owners.

“How come?”

“Well, of those 20,000 seamen or so,
13,000 are aged 40 years or more. As the
number of ships dwindles, so will the
number of elderly seamen proportionately
increase. They will be susceptible to costly
illnesses, such as heart and respiratory
conditions, and if they have accidents,
they will tend to take longer to heal.”

“So why don’t you just hire younger
seamen?”

“Can’t. The unions have the situation
locked up, and seniority rules.”

“There you are, then. Unions are to
blame, just as I said.”

“Fred, it's remarks like that which
make me feel profoundly grateful that you
became an insurance broker and not a

politician. It's the kind of remark that one

expects from ancinsurance broker.”
“Oh, Idon’tdghow. What's Ronnie got
that Lhaven't™ .
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The industry’s future:

By Harold H. Hines Jr.

ODAY'S COMPETITION is shaping the

future of the U.S. commercial
property/casualty insurance industry.
Current competition is forming what will
inevitably come, what cannot happen
differently, for necessity is already at work.

Future competition is evident in present
signs of convergence, in clear indications
that independent but related
property/casualty underwriting and
distribution systems will become a single,
integrated whole. The fractured competition
encouraged by separate systems will, in time,
be replaced by more efficient competition
among the survivors of a consolidated order.

A look at history confirms that the whole
commercial property/casualty insurance
culture has—since the early 1950s—adjusted
easily to early stages of convergence, Larger
insurers absorbed their lesser competitors,
and significant New York and Chicago
brokers acquired their counterparts in major
cities throughout the nation. Within the
current framework of giant multiline
property/casualty insurers and national
brokerage firms, the structural sources of
ultimate convergence can be observed.

And frictions can also be discovered in
existing practices. Between an underwriting
structure capable of growing gross-lines risk
bearing and a distribution structure in
constant search of segmented risk transfer
transactions, there is a fundamental
contradiction capable of challenging industry
progress. In this contradiction are latent
conflicts currently being promoted in battles
to provide service support, wholesale
functions, risk acceptance and buyer contact.

These adversary relations either produce a
disfunction of the close association of the
underwriting and distribution systems, or
they promote the convergence of these
systems into a consolidated totality.
Arguments in favor of cleavage and
separation repudiate logic, for neither
insurers nor brokers can exist in isolation.
The systems must be joined; otherwise, life
insurance companies, foreign insurers,
broad-based financial institutions and banks
will capture intrinsic opportunities to serve
society’s insurance needs. The integration
imperative will be more compelling as rich
outside competitors intrude into the huge
U.S. property/casualty marketplace.

Verification of predictions about
convergence requires examination of
numerous countervailing forces evident in
today's intense competition. Analysis of the
present segmented underwriting and
distribution systems yields perspective on the
dynamics of current trade practices, the
trends that are precursors of future structure,
and the processes by which today's
fragmented competition evolves to
tomorrow’s collective contests.

Competition is never a “steady state”; it is
an ever-changing response-to the
marketplace, a potent energy with-a life-of its
own, intensified by the critical demands of
buyers and the freedoms encouraged or
repressed by government.

‘Understanding the possibilities of future
competition calls for a close look at demand
created by buyers and the economic
atmosphere molded by government. The
internal dynamics of the insurance industry
will be dominated-by the vicissitudes of these
influences.

For example, buyers' willingness to pay for
losses in advance and to allow claims
reserves to be held by underwriters will
depend on the price of insurance and on the
value of money. If inflation continues to
compound rapidly in the decades ahead and
if there are periodic insurance price
aggravations.with scarcitiesof insurance
supply, buyers will divert cash flow and
capital from the insurance industry to their
own or alternative uses.

Buyer workers compensation decisions in
the 1970s illustrate the employment of
alternatives, for over one-third of all
premiums paid went to plans that diverted
cash and/or capital from traditional
insurance vehicles. Should high inflation and
exaggerated insurance price accelerations

happen simultaneously, buyers are likely to
consider retroactive protection to cover
losses post-facto. Such responses will
challenge the industry's ingenuity, for there
will be new competitors, like banks, who will
create new instruments to replace
conventional insurance products.

The insurance industry will, of course,
respond to all the far-reaching demands
buyers will express, supporting the
requirements of customers so long as
reasonable investment returns are available.
And buyers, while appreciating the
industry’s need for adequate returns, will
press hard for lower cost and more efficient
risk management plans, service supports,
risk transfers, and premium collections,
Buyers will insist that the expense of all
insurer and broker functions be identified, so
that each function can be comparatively
priced and judged for effectiveness.

Insurers and brokers will have to
demonstrate the precise value of their
economic contributions, cognizant that
advantageous prices and profit margins will
go only to those organizations that add value
not readily duplicated by competitors. When
insurers and brokers fail to demonstrate
clear product differentiation, their prices
will be tempered and their profit margins
will suffer. Future battles to achieve and to
communicate differentiation will create
tomorrow’s commercial competition, as
insurers and brokers strive to make
insurance less a commodity and related
services less stereotyped.

The government, like the buyers, defines
the perimeters of insurance industry
competition. Recent developments at the
state and federal levels profoundly affect the
way business will be conducted. Smaller
commercial buyers, for example, are now
permitted to arrange the same opportunities
for self-funding, reserve management and
service support as larger purchaser. States
now allow pooled workers compensation
groups, and the national Congress will soon
pass a progressive Risk Retention Act to
encourage small enterprise to organize
product liability protection in group
self-funded plans.

The impact of the new freedom of smaller
commercial competition will be spectacular.
Contests for market share among insurers
and brokers will be severe, and the new
contender life companies, direct writers and
broad-based financial enterprises, are certain
to enter the fray.

Government will continue to stimulate
further competition by joining buyers in
serutiny of investment performance,
evaluating its influence on rate making. And
government also will participate in mounting
challenges to the validity of .
industry-collected rating information. State
commissioners already show a growing
awareness of the need to nourish competition
by changing the commercial insurance
industry environment from narrow public
utility status to one that invites broad market
economic competition.

It is too early to know if the profound
“value changes” of the current federal
administration will cause permissive
antitrust interpretations that approve of the
vertical as well as thehorizontal mergers the
insurance industry is certain to want. Is it not
logical to assume that what is tacitly
permitted the rest of U.S. industry will also
be granted.to the insurance industry? Isn't it
equally sound reasoning to argue that
financial institutions, including banks, will
be allowed to participate more extensively in-
the creation of insurance transactions?

Anticipating eventual authorization, a
number of money center banks are planning

‘property/casualty entry strategies. Banks,

currently permitted to sell only credit
coverages to their own customers, are
establishing strategic plans to sell life,
personal lines and a full range of commercial
insurance products. A few are already
earning fees by offering rudimentary risk
management consulting and
insurance-related financial analytical
services. Some bankers, remembering how
standby credit was used in the property
insurance crisis of the 1960s, are exploring
ways to provide retroactive casualty
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Orleans by American Management Assn.

coverage by replacing customers’ cash flow
after losses caused by insurance program
gaps or inadequate policy limits.

Broad-based financial institutions, like
American Express and Merrill Lynch,
already have insurance underwriting and
distribution facilities which they are likely to
use in conecert with their money
management facilities, To these formidable
potential competitors must be added the
powerful life insurance companies whose
loan contacts and distribution skills offer
possibilities for the sale and underwriting of
commercial property/casualty coverages.
The Prudential already writes more than
$600 million dollars of annual commercial
property/casualty premiums and has
recently acqured an investment firm which
owns the 11th largest U.S. insurance broker:
Today’s many successful commercial
property/casualty insurers and brokers-can
hardly ignore the long-term implications of
these kinds of adversaries.

Nor can the industry take comfort in the.
efforts large direct personal lines insurers are
now making to capture-smaller commercial
business. In spite of the fact that early tests
have been confined to a few states and
isolated small businesses, plans call for-
aggressive sales to larger companies through
captive sales organizations specializing in
selected industries. Rather.than “tailoring”
products to fit the particular needs of any
client—in the broker mode—these forceful
competitors will merchandise meticulously
constructed, standardized insurance, plus
relevant service products.

Past prototypes of success are confirmed
by the market-share positions of the Factory
Mutuals in superior-risk property insurance
and by the Liberty Mutuals in workers
compensation insurance. These companies
continue to demonstrate the potentials of
linking uniform products, services and sales

-approaches. Direct personal lines writers,

possessed of large capital and management
resources, will add their prodigious ability to
innovate to commercial underwriting,
distribution and service competition.

These exotic future sources of commercial
competition are relatively distant threats to
the accumulated market share of today's.
separate underwriting and distribution
systems, currently locked in internecine
battles fought within each system. Study of
the countervailing competitive forces within
today’s separate systems reveals diminishing

‘Convergence

bonds of cooperation, the cement that has
kept the systems related to each other and
cohesive. Present insurer competition
reveals contradictory practices that bring the
underwriting system together and, at the
same time, split it apart.

The trend of major U.S. insurers to accept
ever-larger gross lines, supported by
innovative facultative or treaty reinsurance,
creates significant capacity and augments the
competition among underwriters. Use of the
world reinsurance market makes these gross
line arrangements secure and quite
independent of the kind of support from
other major U.S. competitors that was"
historically essential. The ability of insurers
to compete without interlocking
commitments from their adversaries is .
growing; in fact, it is likely that new
constellations of totally self-sufficient
capacity for very large gross lines is very
near reality.

Countervailing commitments to
cooperation that transcend traditional trade
practices are alsc being made by these same
insurers in positions taken in the New York
and Illinois insurance exchanges. They bring
the underwriting system together by offering
net capacity, and related managed capacity,
to meet tomorrow’s anticipated competition
from aggressive Lloyd’s, Bermuda and
excess/surplus lines markets. Whereas
exchanges began as responses to brokers’
fears of overdependence on London as a
gathering and spreading mechanism, they
will become marketplaces dominated by U.S.
insurers, eager to protect market share in
times of restricted underwriting or when
risk spreading is difficult because
reinsurance supply contracts.

To further complicate contemporary
competitive processes, insurers have
purchased and will continue to acquire
excess/surplus lines underwriting and
distribution systems in order to provide
specialty products to all brokers a “controlled
know-how” to smaller, less-sophisticated
firms.

The entry of major insurers into-the
wholesale distribution system is a
development of great consequence, because it
strengthens the ability of underwriters to
build a controlled sales structure. In the
years ahead, these ventures will be used
defensively to guard against revenue base
shrinkage by providing risk management
plan design plus related risk transfer
products for weaker brokers. To.be
successful, these insurer-controlled vehicles
will have to avoid attempts to bureaucratize
the entrepeneural verve that has made
specialty company and wholesale brokers so
effective.

As the'underwriting system adjusts to
contemplated change, it must contend with .
growing competition from Llayd’s, the
Bermuda market, the domestic reinsurance
industry and foreign insurers. Lloyd's and
related London underwriters have recently
attracted much more capital poised to accept
additional business when prices rise. The
exceptionally innovative London gathering
and spreading mechanism will not be content
to commit half of its capacity for the long
term as it has during past difficult years of
soft rates. Because large American brokers
now own or have “entente cordiales” with
Lloyd’s brokers, the flow of business to
London will increase. These new
relationships should produce efficiencies that
will eventually be passed to buyers.in lower
prices certain to enhance the tempo of
competition.

So will actions of the Bermuda market,
which is still young but growing rapidly. The
substantive capacity of Bermuda, comprised
of corporate captives and commercial
reinsurers, is engaged in an aggressive guest
for premiums, confirmed by the fact that
more than two-thirds of U.S. foreign
reinsurance funds flowed to Bermuda in
1980. Indications are that this market will

. continue to compete aggressively for

“working layer” and “catastrophe loss”
business in the future, free from
encumbering regulation and burdensome
taxation.
U.S. domestic reinsurers and non-London
Continued on next page
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foreign insurance and reinsurance
companies are additional competitive factors
very much a part of the underwriting
system. Domestic reinsurers are finding new
ways to accept direct risks in support of
self-insured or front plans. Foreign
competitors, cognizant of the comparative
size and stability of the U.S. commercial lines
market and adroit at hedging currency
fluctuations, are eager to gain American
premium flow. These contestants have
significant capital, plus technical knowledge,
gained as reinsurance participants. They are
important to the new constellation of
competition that is shaping today’s market-
place, and they will have an expanded role in
the struggles predicted-for the future.

While underwriting system competition is
more obscure and sometimes inscrutable,
distribution system competition is easy to
understand. Primary competitors are the
large national and regional firms that have
grown so remarkably in the past few decades
as finders and organizers of world insurance
capacity.

There are more than 100 brokers capable
of placing risks for America’s largest
corporations. These impressive firms will
continue to be at the “cutting edge” of risk
management innovation, as they compete
with ever more intensity for commercial
share from enterprises of all types and sizes.

A paradox of this vigorous competition is
the movement by the largest brokers to
create or acquire wholesale brokerage
operations. It is clear why these firms want
to capture total commissions earned on their
own excess/surplus lines business; however,
it is difficult to reconcile their willingness to
share their considerable proficiencies with
competitors.

Much more consonant with enlightened
self-interest is the U.S. brokers’.development
of interests in Lloyd's brokers, either by
outright purchase, joint venture or
formalized association. Reciprocal
acquisitions by London houses of U.S. firms
are part of the aggressive moves by capable
brokers to seize international opportunities
and to protect against emerging competition
from the underwriting system. Efficiencies
will grow from Lloyd’s interactions that will
interfere with the emerging desire of
underwriters to establish meaningful
contacts with buyers.

Franchise and insurer-dependent agencies
are two distribution system developments
growing in importance and certain to
heighten competition by extending the
durability of smaller competitors and by
contributing to overall improvements in total
insurance industry productivity.

More than a dozen competent
broker-franchise operations function in the
United States to make smaller brokerage
firms competitive with national and regional
organizations.

By finding ways to use premium volume
and geographic reach to gain economic
incentives for participants, franchise
operators attract stable firms with growth
potentials to whom they can provide useful
additions to their members’ professionalism,
managerial acumen, image and ability to
share common problems and opportunities.
Franchisors also offer their franchisees
“state-of-the-art” technical support services,
creative products and pre-funded succession
planning.

A few franchise groups are exploring
benefits that might be derived from creation
of a broker-owned captive insurer which
would underwrite personal or small
commercial business and return useful
earnings to owners. Enough progress has
been gained by franchise tests to suggest that
some will endure as distinctive distribution
system factors.

The most significant distribution system
development is the move by insurers to
establish special relationships with effective
smaller brokers. Although these contractual
associations preserve some broker
prerogatives, absolute independence is
compromised by special agreements the
broker has to place minimum premium
volumes and percentages of total volumes
with a single controlling insurer who agrees
to permit the broker limited underwriting

authority, guaranteed capacity and renewal
- continuity. Controlling insurers also provide

accounting, financial and management
information services plus financing for
acquisition or succession situations.

In many communities, firms with the
advantages‘'of new prerogatives are
introducing very competitive capabilities

| likely to become more influential as early

experiments prove that efficiencies are
delivered to buyers in lower costs and to
insurers in lower loss and expense ratios.
Over the next few years, there will be a
proliferation of insurer-controlled
arrangements that will bring measurable
market share increases to underwriters who
sanction dependent agencies.

Market share battles between

sciences and financial perspectives will
explain emerging information in ways that
relate service support objectives to balance
sheet and P&L statement considerations.

Fights to create and merchandise
progressive support services underline the
confrontations already developing within
and between the underwriting and
distribution systems. Insurers already are
buying interests in brokerage firms and
brokers own or control underwriting
operations. Both have positions in the
wholesale and surplus lines business, and
both manage underwriting and broker
syndicates on the New York Exchange.
These conflicts portend the intensity of
future competition, and they make

convergence of the separate underwriting

‘The service war will escalate in the
years ahead as competition shifts
from pure price, plus geographic
reach, to more meaningful
contests of product differentiation
and performance measurement,’

according to Harold Hines.

insurer-controlled agents and larger national
or regional brokers are subtle precursors of
conflicts certain to put the underwriting and
distribution systems in direct confrontation.
This contention will be a logical extension of
today’s intense struggles between insurers
and brokers for service support relationships.
Former cooperation of distribution system
participants with insurer domination of
claims management, loss prevention and
information retrieval has been replaced by
the aggressive efforts national brokers have
made to build service revenues. By replacing
insurers, large brokers are generating
significant new revenues which alone
produce low profit margins but, when joined
to broker commissions or fees, develop better
overall profit results.

Insurer resistance to broker
encroachments has caused insurance
companies to sell their support services
independently of risk transfers. Unbundling
of service support from risk bearing is
gaining momentum as brokers, insurers and
unaffiliated service firms offer more
sophisticated and valuable services to each
other’s customers. Actuarial analyses,
financial studies, statistics trending,
probability development and captive
management are some of the relatively new
services major brokers invented for their
clients and prospects that insurers and
independent firms are now offering with
improving proficiency.

The service war will escalate in the years
ahead as competition shifts from pure price,
plus geographic reach, to more meaningful
contests of product differentiation and
performance measurement. In claims
management, pre-disaster planning will
produce post-disaster adjustments that find
new ways to overcome the incredible
expense burdens of the American legal
system. Extensions of innovations now used
in airplane disasters will give buyers claims
administration choices built into
comprehensive risk management plans.

Similar improvements will be developed
in loss prevention techniques as broker,
insurer and independent competitors
produce cost-benefit analyses for safety
programs that incorporate behavioral science
insights to control frequency and severity
problems. Systems logic will change the
concept of prevention and will replace the
traditional foeus on unsafe physical
conditions and inspection patterns that have
so little to do with mitigating losses. Future
information service advances will also prove
useful as they integrate loss control and
claims management insights to augment
operations management methods. Actuarial

and distribution systems inevitable.

The accelerating pace of competition, in
fact, leaves no alternative but integration.
Buyers will demand it as a logical route to
more efficiency; government regulations will
approve it as part of the vertical integration
necessary to the advance of American
business; and insurers, brokers.and
independent service administrators will seek
it to promote their enlightened self-interests.

There will, of course, be resistance to
convergence, as there is to all change.
Natural inertia will most affect the very
successful insurers and brokers who have the
most to gain by preservation of the status
quo. These achieving enterprises will not be
proponents of integration; in fact, they will
lead the competitive attack on convergence
linkages.

Transition from today's separate systems to
tamorrow’s single system will be full of
trauma. Insurers that engage in overt
distribution activities will risk repudiation
by their established broker sales
organizations. Challenges to licensing
arrangements will quarrel with the rights of
converged firms to offer themselves as
representatives of customers. Regulators will
question the financial integrity of integrated
firms that try to preserve revenues by
permissive underwriting. Entrepreneural
performers from the broker workforce will
rebel against the implied confinement new
associations may impose on their ability to
discover new insurance sources and service
supply alternatives.

These issues have already been articulated
by the Fisher Working Party that studied
self-regulation at Lloyd's. Because of fears
that abuses might impair the security or the
objectivity of the world's most effective and
free insurance gathering and spreading
mechanism, the Fisher Report and the
British Parliament have proposed limitations
on the common ownership of underwriting
and brokering operations.

The final outcome of deliberations
mandating a schism may be the forerunner
of similar resistance in the United States.
Impediments to the natural evolution of
convergence fostered by regulators may
delay, but they will not prevent, the
improvements buyers demand.

Buyers’ desires will remain the primary
forces that shape the way competition works.
The growing sophistication buyers will
continue to gain—added to the
comprehensive skills they will build in their
risk management departments—will prompt
buyers to seek direct risk transfer and
service support negotiations with insurers.

Brokers cannot impair this extension of

buyer reach; in fact, the effective way
brokers have differentiated their internal
functional skills have encouraged insurers
and buyers to create similar differentiations
certain to compel buyers and insurers to
direct interactions.

Although it is clear that convergence will
make the once-sacred separation of
insurance industry functions obsolete, it is
difficult to predict the pace of change or the
sequence of events that will consolidate
underwriting and distribution. Convergence
will be further advanced by the end of this
decade. Except for the continuing

- independence of a few excellent brokers or

insurers, consolidation should be
well-developed by early in the next century.

Next stages of convergence will include
the following dramatic events:

@ Large multiline insurers will buy their
smaller, less-efficient competitors, plus
remaining excess/surplus lines companies, so
that surviving underwriters will be those
relatively few with the greatest financial and
human resources.

@ National and regional brokers will
merge with each other, continue to acquire
some smaller firms with substantial
commercial business and establish more
relations with foreign associates until the
distribution system has a limited number of
large survivors.

® Brokers and insurers will acquire the
independent support organizations strong
enough to endure accelerating competition.

@ Franchise operations, effective enough
to compete in the commercial marketplace,
will be acquired or joined by contract to
surviving insurers or brokers.

@ The independent agent will become a
sole supplier of asurviving insurer or be
linked by exclusive contract to a surviving
broker.

Later in the inexorable process of

. -convergence, large multiline

property/casualty insurers will acquire
major brokers, even at the expense of
earnings dilution and the balance sheet
burdens of enormous good will. Problems of
direct sales reorientation of the acquired
broker will present difficulties, but ingenuity
will prevail to make these consolidated firms
triumphant.

While it is very unlikely that a major
broker will acquire a substantial insurer, it is
probable that giant life insurance companies
and broad-based financial enterprises will
acquire both substantial property/casualty
insurers and national brokers. The
foundations of convergence will finally be
established upon which will be erected the
new total consolidation of today's
commercial property/casualty industry.

Observations of profound change provoke
questions about the economic benefits and
the moral values of integration. The public
good will surely be served by an industry
free to find its manifest destiny, motivated to
serve the growing needs of all commercial
buyers competently. Because integrated
underwriter/distributors will be financially
strong, managerially exceptional and
operationally advantaged by constant
competition from formidable, near-equal
adversaries, covergence will benefit
American business.

Benefits will include enhanced insurance
industry abilities to organize the capital
available for risk transfer, to gather and
spead risk more cost-effectively and to create
the new capital necessary to meet the
industry’s complex future obligations.

More objections to
underwriter/distributors that counsel their
own plan designs, sell only their own
products and service only their own
programs will be overcome by
knowledgeable evaluations of comparative
performance. And comparative performance
can best be developed and judged when
competition is vigorous, free and responsible.

Vigorous, free and responsible competition
delivers value faithfully, balances the
self-interests of buyers and sellers, arbitrates
inequity and inefficiency, and augments
society’s search for economic strength.

Vigorous, free and responsible competition
will move the insurance industry from
separation to convergence for the benefit of
buyers and society! .



( tlight | D t
Qmmls MR_qpor

By JOHN MAES

The nation's public health hospi-
tals will become relics of the past
under the Reagan administration’s
federal budget-cutting program,
leaving shipowners to shoulder a
greater share of the cost for the
health care of its maritime employ-
ees.

But the weight of the load proba-
bly won't break the backs of ship-
ping companies, shipping execu-
tives say.

Protection and indemnity insur-
ance, a standard shipowner's pol-
icy, will cover the small to mid-
sized firms for claims filed by sea-

going employees, though rates may |

go up. The oil giants, which own
and operate ship fleets and self-in-
sure most benefits, anticipate few
problems,

But a tradition will be passing
away. For more than 200 years,
merchant seamen have been enti-
tled to free medical care at public
health centers.

The federal government ex-
tended this privilege because mer-
chant seafarers historically have
not been tied to one employer and
thus have not been a part of an em-
ployee benefit plan.

The government-paid care was

‘We didn’t think it
would come so
quickly,” Kirk
Youngman says.

also considered a subsidy to ship-
owners to stimulate trade and com-
merce.

But in recent years, fewer mari-

"time workers have used public
health facilities. More crew mem-
bers work for single employers and
are eligible for conventional em-
ployee benefits packages—or at
least that's what the administration
believes.

As of Sept. 30, public health facil-
ities will close their doors to mari-
time employees except for those
employees who are already receiv-
ing care.

How will shipping companies
cope?

Exxon, which owns a fleet of 19
oceangoing vessels, says it has the
problem carefully in tow, as do
most other large employers.

Few of Exxon's 1,000 maritime
employees have used the facilities
in the past few years “and use
today is minimal,” according to Er-
nest McNeil, administrative man-
ager of Exxon’s maritime depart-
ment.

When in need of medical atten-
tion in a port city, Exxon ship
workers have been using private
hospitals and clinics by their own
choice, he said.

In some cases, the company has
contracted with health care facili-
ties for care of maritime workers,
while fee-for-services arrange-
ments have been made in other sit-
uations, Mr. McNeil explained.

“For years, we have had good
working relationships with medical
service facilities for all our seamen,
and the close of the hospitals just
means a complete transformation
to it,” said Dr. John Lione, medical
director for Exxon U.S.A.

“We've been moving in this di-
rection more and more, and it
won't present a problem,” Dr.
Lione said.

For those few seagoing Exxon
workers that have opted for public
health centers over the company’s
health insurance plan, the transfer
to the Exxon program will be made
simple, Mr. McNeil said. “All they

have to do is enroll.”

Chevron U.S.A. Inc., owner o’
nine oil-transporting vessels with.
400 crew members, has been ex-
pecting the centers to close for
some time.

“But we didn’t think it woulc
come so quickly after Reagan took
office,” said Kirk Youngman, coor-
dinator of maritime relations for
Chevron.

About 90% of Chevron's seamer:
belong to the firm's health insur-
ance plan and receive medical care

in waatever facilities are available
along its trade routes.

Eut Chevron is looking into pos-
s.ble arrangements with medical
fac:lities to ensure the availability
of care for all seagoing employees.

Ee szes one problem, however.
Until now, ships could receive
medizal advice via radio relayed by
the Cozst Guard from public health
centers. This service will no longer
be avzilable, according to Mr.
Yourgman.

“That's something that will have
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Free care for maritime workers to stop

to be worked out,” he said.

H:= is unsure what the company
will do but speculated that his firm
may work with industry groups to
seek a ommom solution or try to
arrange a sim:lar service with hos-
pitals and the Coast Guard.

The hospital closings will be felt
more s2verely among owners of
sma_ler ship lines because the firms
will now submit claims under their
P&I policies for treatment of their
crews rather than letting the gov-
ernment pay the bill.

Even though such firms will
have t¢ pay these medical costs up
to the amount of their deductibles,
“it's not going to threaten their
business.” said a U.S. marine in-
surer.

More P&I clairrs can be expected
and rates for tke coverage will
probably rise. bu: it’s too early to
tell how much, he said.

“Anything that raises the cost of
claims we exdect will increase the
cost of F&I coverage,” the insurer
said. »
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“Before I became president of AFIA the thing I
kept hearing was what an old-fashioned con-
servative company it is. And I, like just about
everyone else, took that in its negative context.

“Well, I've been on the job for almost a year
now and I can tell you I’ve learned to consider
that not as negative, but as extremely positive.

“I discovered that old-fashioned, in AFIAs
case, means a way of doing business I'm proud
to be a part of and, I believe, you should be
most comfortable doing business-with.

“For example, old-fashioned, when applied
to AFIA, means experienced. Did you know
AFIA is the father of worldwide insurance in this
country? As the first American underwriter
specializing in international insurance, we began
underwriting American business risks overseas
in 1918. The benefit of that to you is simply this;
we were able to have first choice of the best
international insurance brains in the world to
work for AFIA protecting American business
interests around the world. That was true then
and it’s true today.

“Leading out of experience comes another
old-fashioned benefit of doing business with
AFIA. And that’s dependability. After all, you
don’t stay in business since 1918, particularly in
our business, being undependable. Nor do you
provide protection for more than 100,000
business firms around the world unless your
- dependability is unquestioned. AFIAS is.

“Finally (for this advertisement, at least) is the
thing I like most about this conservative old-
fashioned company. Our knowledge. Do you
know, for example, that some of AFIAS offices
provide information on port conditions for the
American Institute of Marine Underwriters? Or
that, when all else failed, AFIA was able to use
our local contacts in an extremely politically
sensitive North African situation to cut through

conservative old insurance
we'll never change? ruzs. .

the red tape and get a surveyor to inspect the
fire damage to a shipment of barley. By cutting
through the massive political red tape we cut
through years of litigation for our insured.

“If there’s a company writing worldwide
insurance that knows more about local laws,
regulations, customs, idiosyncracies and actual
ways of doing business in more countries
around the world than AFIA, I have yet to meet
it or work for it.

“Now, in addition to experience, dependabil-
ity and knowledge, some of the old-fashioned
ways of doing business I discovered at AFIA
and value highly and won’t change, I'd like to
make you aware of a few more ways of doing
business I value equally and found at AFIA as
well. They are aggressiveness, eagerness and
competitiveness.

“I discovered young thinking at today’s AFIA,
to go along with our old values. We're willing,
and eager, to talk to you and quote insurance in
markets you probably wouldn't have even con-
sidered AFIA for a few short years ago. Today,
AFIA is active in and aggressively pursuing
energy-related risks, casualty risks, marine cargo
risks and global insurance, to name but a few.

“In short, what 'm saying is there’s a new
AFIA in the kind of business we’re willing to do.
And the good old AFIA in the way we do it.

“I believe that makes AFIA the kind of com-
pany you should be doing business with.”

- AFIA
The older we get
the younger we think.

AFIA Worldwide Insurance, 110 William Street, New York, NY 10038
Atlanta, Boston, Chicago, Cleveland, Dallas, Houston, Los Angeles,
Minneapolis, Miami, San Francisco, Seattle, Washington, D.C,



By JACK THORNTON

NEW YORK—Hcw “classy” are
your ships and how much stress
can they stand?

Insurance companies that take
on the peculiar anc unprecictable
dangers of shipp:ng have some li:-
tle-known technical help to answer
those questions.

They share the services of classi-
fication societies that package ship
risk data into chunXs insurers can
process quickly.

These societies ore in each of tke
major maritime nztions, rule on
ship design, constriction methods,
materials and fitness for thkeir in-
tended service.

In the United States, the Ameri-
can Bureau of Shipping in New
York City is the marine risk classi-

fier. The Lloyd’s Register, Ger-
manische Lloyd’s, and units in
Japan, Norway, Poland and the So-
viet Union provide similar service
around the world.

The ABS, ir. a real way, was the
child of tragedy. In 1854, a disas-
trous year on the high seas, several
insurers suffered financial peril.

The ABS started out certifying
masters and mates in hopes of
weeding out incompetents. After
the Civil War, it moved into sur-
veying, rating and registering ves-
sels. Gradually, federal agencies
took responsikility for masters and
mates.

ABS’s first set c¢f rules—for
building wooden ships—came out
in 1870. Rules for iron vessels fol-
lowed in 1877.

efforts.

WALTON

Over the years, U.S. insurers
have become so dependent on the
ABS thrat they will not underwrite
coverage on a ship that is “out of
classifization.”

“My syadicate would not con-
sider insuring a vessel that was not
in class with ABS or one of the
o-her major classificatior: societies,”
notes Allen Schumacher, chairman
of the American Hull Insurance
Syndicate

“Cetermiring that a vessel is
in proper status with her classifica-
tion sociefy is a routine, yet essen-
tial, feature of our insurance re-
newal proceedings,” he said.
“Wher: damage occurs, the classifi-
cation soz:ety will set out what
needs to be dcne to resiore her to
c.ass,” he said.

Th= ABS won't judge whether a

Walton makes
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Telex: 3457 INSUR BA

Insurance Limited

vessel i3 being used for the pur-
poses for which iz was classed and
claims it can’t judge the vessel’s
overall economic viability. The
ABS also says that 85% of all ma-
rine casualties are caused by
human error which no amount of
engineering, structural analysis or
inspection can prevent,

The small fraction of mishaps
caused by structural and mechani-
cal failures at sea and in port is
what the ABS adcresses.

The AES is comprised of 1,300
people, ircluding dozens of ship-
yard surveyors, and a high-
powered computer system. The
450-plus member insurers elect a
60-man board of managers which
ir: turn hires the society’s profes-
sional management.

Since its inception in the 1850s,
the ABS board and that of its pred-
ecessor have always been chaired
by a top executive of the Atlantic
Mutual Insurance Co. The current
chairman is William N. Johnston,
an Atlantic Mutual executive.

Surveyors scattered through 179
ABS offices in 79 countries are the
society's eyes and ears. The survey-
ors generate a trail of checks and
inspections that follow a vessel
until it sinks or goes to the ship-
breakers.

Computers coordinate the data.
They keep track of all surveys for
any given ship and alert surveyors
what should be inspected next.

The ABS conducts more than
30,000 such surveys every year on
almost 16,000 ships.

In 1980 alone, it classed 818 new
ships, the ABS says, and the total
data base includes more than 50,000
vessels.

Without the computer, the ABS
noted, it might be swamped in a
tidal wave of engineering minutae.
With it, ABS can, for a fee, analyze
new ship designs for naval archi-
tects before a shipyard cuts the first
steel plate.

The analysis is growing more im-
portant all the time, ABS said, be-
cause of rapidly evolving large
ships and structures. These include
the open-decked container ships
and very large crude carriers
(VLCCs), the biggest oil tankers
ever built.

When such untried ships and
structures come along, “you have to
go back to first principles, to sound
engineering practice,” said Donald
Liu, manager of research and de-
velopment for ABS. “You have to
investigate the technology. It prob-
ably isn’t possible to class a new de-
sign without this type of analysis.”

Whoever designed such a ship or
drilling would have to support it
with thorough engineering analy-
ses, he says. That kind of work
could cost “millions of dollars.”

ABS can verify the work or at
least review the calculations.

“The offshore drill rig is the area
that's always changing. Structures
are always being designed for
greater loads and deeper water
with new proportions and new geo-
metries as well as better welds and
thicker steels,” Mr. Liu notes.

For offshore drill rigs, software
will calculate wave forces and
maximum overturning forces; the
owner of the rig supplies data on
water depth, wave height and the
period (distance between the
waves).

Under finite element analysis,
the ABS computer technique, an
entire hull is put into the computer
and analyzed for sagging, hogging,
whipping and bending amidships;
from waves passing under the keel;
flooding from vibration excited by
the propeller; and stability of grain
and liquid cargo.

Similar methods are applied to
machinery. The thermal, static and
dynamic loads on piping can be
studied. So can diesel engine
crankshafts, propeller shafts and
gearing.

Separate from the computer wi-
zardry is the business of writing
rules and guidelines.

ABS rules for building and class-
ing include steel vessels on oceans,
rivers and coastal service in eight
different nations; aluminum wves-
sels; mobile offshore drill units; un-
derwater systems and vehicles;
Great Lakes bulk carriers; seagoing
barges and floating drydocks. It
also has rules for cargo containers
and nondestructive testing of hull
welds.

Its guidelines cover nuclear
ships, burning crude oil rigs, shaft
repair, underwater inspection and
offshore racing yachts. "
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Insurance conference
part of Philadelphia fest

PHILADELPHIA—The role of
insurance in the history of Phila-
delphia will be not be overlooked
during that city’s tricentennial next

ear.

Philadelphia, the birthplace of
the insurance industry in the
United States, still is home to some
65 insurance companies and is a
center for insurance learning.

At the urging of the Insurance
Co. of North America, which three
years ago began thinking about
ways to recognize the role the in-
surance community has played in
Philadelphia, planning began for
the Philadelphia World Insurance
Congress. Sponsored by the city of
ghi;gdelphia, it will be held April

5-28.

The Congress, which its organiz-
ers expect will be one of the city’s
major tricentennial events, will
provide a forum to explain the sig-
nificant trends shaping the future
of insurance and related financial
services.

It also will “develop information
which will better equip partici-
pants to understand and cope with
the forces that are transforming in-
surance and risk management ser-
vices on a global scale,” the orga-
nizers say.

The Congress will pull together
at least 60 speakers and panelists
from 30 nations.

Over the course of three days, six
sessions will provide background
on changing world conditions,
changing demands of risk transfer,
changing demands of insurance
and financial institutions and
changing conditions under which
managements operate.

Against this backdrop, the Con-
gress will look closely at many in-
surance-related topics.

Dr. Michael Hogue, the Congress’
program director, says it will be
“equally responsive” to the buyer,
insurer and government official.

A sampling of the specific topics
includes:

@ “Insurance Frontiers—Mas-
sive Risks,” which will deal with
the need for funding management
measures for massive risks like
new energy sources, space and
ocean exploration and transporta-
tion of hazardous materials.

@ “Reducing Demand for Risk
Capital—A Byproduct of Risk
Management,” which will explore
the risk management process in
major business and government op-
erations and other techniques that
can be used to reduce demand for
risk capital.

® “Risk Retention—Increased
Responsibility Brings Increased
Risk,” which will look at the de-
gree to which risk has been inter-
nationalized and its potential effect
on financial well-being if a given
loss occurs.

The speakers will include:

® Dr. Baruch S. Blumberg, win-
ner of the Nobel Prize for medicine
in 1976 and a resident of Philadel-
phia.

® John R. Cox, president and
chief executive officer of INA.

® Maurice R. Greenberg, presi-
dent and chief executive officer of
American International Group.

@ Dr. Robert L. Carter, Norwich
Union professor of insurance stu-
dies, University of Norwich,
United Kingdom.

® J.O. Irukwu, managing direc-
tor of the Nigeria Reinsurance
Corp.

® Erik Heimann Olsen, director
of the Danish Insurance Informa-
tion Office, Copenhagen, Denmark.

Raymond Barre, former prime
minister of France, will deliver the
Geneva Assn.’s annual lecture at
the Congress.

Keynote speakers will be Denis
Healy, former British secretary of
state for defense and a former

chancellor of the exchequer, and
Alvin Toffler, educator, lectursr
and author of “Future Shock” and
“The Third Wave”.

The ocean liner Queen Elizabe:a
2 will make a special voyage to
Philadelphia as part of the city’s
Century IV Celebration, and co=-
gress participants will be invited
aboard for a reception, dinner and
entertainment.

Congress officials expect a totel
registration of some 1,500 insurance
and industry executives, govern-
ment officials and others from
around the world. The registraticn
fee is $1,000.

For more information contact
the Philadelphia World Insurance
Congress 1982, Box 1982, Philadel-
phia, Pa,, 19107; 215-563-5813. .
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I want details. -
Why isn’t
self-funding working?

If he were gttir—ng t etails,
it probably would be.

When you get down to it, employee benefit plans are mostly just a lot of
details. Eligibility checks...qualifying claims...tax reports...claimant
communications...paying claims.

Sure, benefit plan design is important. But you probably already have a
good plan.

What you may not have is a properly performing administrator—experi-
enced people, devoted to details—making that good benefit plar. perform
at its'best, day in and day out.

We at Genelco can make self-funding work for you. We're career insurance
professionals who have been providing administrative services to satisfied
clients since 1973.

Call Dale Skelton, at (314) 644-3200, or return the coupon below to learn
more about Genelco's administrative solutions for self-funding.

With Genelco, guEEINEAEEEENEEENEENNEEEEEEREEED
you get the details. B
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| improve my company's self-funded group medical
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St. Louis, Missouri 63110 g,
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Malpractice consultant
information requested

Action line: We would appreci-
ate receiving a listing of vendors
and their systems, who act as ad-
ministrators of self-insurance
programs for medical and hospi-
tal malpractice.

Bernice C. Troop
Clarence Lofberg Inc.
Insurance Service
Teaneck, N.J.

Ms. Troop: Information on hospi-
tal and medical malpractice admin-
istrators and consultants services
can be found in the Business Insur-
ance listings of claims administra-
tors in this year’s Jan. 5 and Feb. 2
issues and the listing of risk man-
agement consultants in the Feb. 16
issue,

These listings have names, ad-
dresses and phone numbers, along
with information on special:ies,
gross revenues, size/number of cli-
ents, what the staff size is, who the
principal officers are and whether
or not the firm is affiliated with a
parent ccmpany. If you do not have
these issues of Business Insurance,
they can be purchased through our
Circulation Department at 312-649-
5414.

The Aug. 24 Action Line ex-

plained for one reader the rea-
- sons-behind joining a captive

and how a company goes about

‘ “it. Two other readers sent in

more information. Their an-
swers follow:

I read Ben D. Rowe’s inquiry on
captives in the Aug. 24 issue and
would like to offer some comments
and a suggestion.

Simply stated, after Mr. Rowe
has become more knowledgeable
and if a captive .is being seriously
considered, he should hire a pro-
perly qualified consultant.

As your reply pointed out, the
captive area'is no place for a do-it-
yourself job, The consultant will be
able to provide access to'the experts
properly qualified to achieve cor-
porate gcals. Further, and probably
more important, a consultant
should, via the feasibility study, be
able to determine if a captive is the
best method of achieving the de-
sired results.

From my own firm’s experience,
I can state that the formation of a
captive has about a 50% chance of

7

giving employees 140% of salary as total compensation.

effective employee relations tool.

for you and your corporation.
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handle today's complex employee environment.
Sessions explore: Special Situations such as benefits cutbacks . .

and Act on the benefits you offer . . . and morel

For information or a full brochure, call Crain Educational Division
toll-free at 800/621-6877. In lllinois call 312/649-5242.

Is your word as good as your benefits program? /
Companies spend about 40% of payroll on employee benefits plans—actually
Inappropriate or ineffective communication of this can nullify any positive
effects. The employee who doesn't know or understand what his benefits
mean can't believe or care that it adds up to more than another one-
third of his salary . . . and your company has wasted time, money and an

A misunderstood benefits plan can be misused in other ways as well—
either underused or overused. At today's prices, either problem is a big one

communicating E'l'np'l'oyee Beefii:s Conference

is aimed at these very problems . . . and designed to assist you in being more effective in your job and equip you to

. On.Your Own doing effective communications
in-house . . . Choosing the Right Words or how to talk to a varied workforce . . . Convincing Employees to Listen

(" action line )

being the .incorrect approach. We
find and recommend over half the
time that the client not form the
captive but use one of the other al-
ternatives. If the factors are proper,
we, of course, will recommend a
captive.

In short, the reading of a few
books and a quick familiarization
will not qualify a person to do any-
thing other than work with a con-

sultant.
Eric G. Heimann
President
HMS Insurance Management
Santa Ana, Calif.

While what you told Ben D.
Rowe about captives in Action Line
was all good, I don’t think you went
far enough. You did not mention
the advantages of retaining the in-
vestment income on reserves nor
the opportunity to secure better
quality service at less cost by un-
bundling it.

For the captive neophyte, such as
Ben appears to be, I would strongly

-recommend he spend the money up

front for a good independent risk
management consultant if he is still
interested in captives after reading
some of the material you recom-
mended. Getting the right advice
up front can make a vast difference
in both the quality and cost of his
program.

Lawrence J. Bell, CPCU/ARM
Assistant vp-risk management
Reveo D.S,, Inc.

New bus limits

.are.considered

WASHINGTON—While the na-

tion's truckers are grappling with

the new higher liability require-
ments set by the Motor Carrier Act
of 1980, bus operators may be next.

The Bus Regulatory Moderniza-
tion and Improvement Act of 1981,
which is now pending in the House
of Representatives, would sharply
boost the amount of insurance bus
operators must carry.

The current requirement of
$100,000 of coverage per occur-
rence and $300,000 of aggregate
coverage would be scrapped.

Instead, buses that seat more
than 11 passengers would be re-
quired to be covered by a policy
with limits of $500,000 per occur-

‘rence and an aggregate limit of $5

million.

Smaller buses would need
$500,000 of coverage per occur-
rence with a $2 million aggregate
limit.

Insurers worry.that new carriers
may cut down on safety and main-
tenance programs if higher liability
coverages are mandated.

“Insurance costs associated with
high minimum limit requirements
will form an increased portion of
the motor carrier’s operating costs,”
said James Kimble, senior counsel
of the American Insurance Assn.
To make up for higher insurance
costs, “optional cost items like
safety programs, preventive main-
tenance and upgrading equipment

‘'may be reduced by the motor car-

rier.”

If Congress does mandate higher
liability insurance requirements,
the increased coverage require-
‘ment should kick in at the 40- or
50-passenger level instead of the
11-passenger level, he said.

“Utilization of 11 passengers or
fewer as the point of distinction
may discourage social agencies and
van pooling,” the AIA senior coun-
sel said. B
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Organization simplifying
iInsurance forms, terms

DALLAS—Reduced insurance
costs through better information is
what International Risk Manage-
ment Institute Inc.’s founder says
his organization can offer buyers.

IRMI is a non-profit organization
aimed at making insurance forms
and policy terms more understand-
able, says Bill McIntyre, IRMI
founder and president of McIntyre
Financial Services Inc. in Dallas.

“We go into a subject, pull out the
technical jargon buyers and pro-
ducers don’t need and leave in the
meat so they can understand it,”
Mr. MclIntyre says of IRMI's publi-
cations and seminars. “The idea is
to try to get a true picture of what
is being said, done or proposed.”

When Mr. Mclntyre decided to
come out with a manual on um-
brella casualty policies; he took a
recent college graduate who ma-
jored in insurance and hired him to
do the research.

“He wrote all the umbrella casu-
alty companies in the country to
get their forms, find out what they
said and what their exclusions
were,” he says. “By the time he was
finished, he was an expert and his
knowledge was put into a manual
for insurance buyers.”

With 60 or more companies writ-
ing policies, each with its own
forms, a buyer can easily become
confused about which insurer
offers the best coverage for his par-
ticular situation, he says.

“He may not know the coverage
differences. This publication is
designed to help him discern them.
It gives him the opportunity to
compare on a basis other than cost,”
Mr. McIntyre says.

Other publications include insur-
ance manuals on workers compen-
sation, construction, auto dealers,
hospitals, manufacturing, mercan-
tile, retailers and wholesalers,
trucking, broad-form property sal-
vage and general liability coverage.
In addition, a manual of insurance
specifications and a buyers’ check-
lists on various types of insurance
are available.

The most recent manual is a two-
volume set published in July on
general liability insurance.

“We started out having one
manual and it is now two,” Mr.
MclIntyre says. One shows how to
classify and write policies on gen-
eral liability. The other gives back-
ground, interpretation of coverage
forms and explains non-standard
forms.

A checklist of features that
should be included in a general lia-
bility policy comes with the
manuals. Those negotiating cover-
age should be able to sit down with
the checklist and a proposed policy
and determine what the policy
should or should not include.

“We are not trying to take the
place of industry manuals, we are
printing manuals to allow buyers to
interpret industry manuals,” he
says. Buyers, agents, London bro-
kers and those from every facet of
the insurance market—an esti-
mated 6,000 subscribers—help sup-
port IRMI research projects
through grants.

Mr. Mclntyre says the willing-
ness of subscribers to help fund stu-
dies is a reliable way to gauge mar-
ket demand.

“One of my specialties is con-
struction insurance,” Mr. McIntyre
reports. “I came up with the idea of
putting out a manual comparing
the different types of exposures
builders face. It has been one of our
commercial failures. We are still
selling some, but it is not something
I would want to base our future
on.” ‘

So, before coming out with
IRMI's broad-form property dam-
age manual, he wrote an outline of
the full report and sent letters to

subscribers telling them about it
and asking for $95 to help fund the
project.

“We got $10,000 in contributions,
enough to be able to put a young
MBA on it,” Mr, Meclntyre says.
“Had we not gotten. the contribu-
tions, it would not have been a fi-
nancial success.”"

IRMI also sponsors seminars on
different aspects of irsurance.

“Our future thrust will be to
have outside groups come to us
with well-prepared professional
programs that educare,” Mr. McIn-
tyre says. “If they do this, we will
sponsor them.”

IRMI was begun in September
1979 and evolved as a means of ef-
ficiently provicing information to
the insurance fizld, he said., a
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Equal to the task.

i

In excess and surplus lines, as in space
technology, the people who succeed are equal
to the task —no matter how great the challenge.

When independent operators of a large truck
fleet requested a monthly payroll deduction
program, providing bobtail liability and
physical damage coverage, the Crowther
People were equal to the task. They developed
a self-rating, simplified enrollment plan to
guarantee full participation.

A challenge met with a successful solution.

Ask the Crowther People for a similar solution
to your next marketing problem. They're equal
to the task.

Minneapolis, Minnesota 612-333-0361
Des Moines, lowa 515-243-1221
Omaha, Nebraska 402-393-2040
Sioux Falls, South Dakota  605-336-0960
Madison, Wisconsin 608-833-4567
Springfield, Missouri 417-887-0354
Bismarck, North Dakota. 701-223-1112
Billings, Montana 406-248-7183
Boise, Idaho 208-336-7131
Denver, Colorado 303-753-0071
Topeka, Kansas 913-267-1222

503-224-5081
801-328-3133

Portland, Oregon
Salt Lake City, Utah
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Firms offer more than pensions to retirees

LINCOLNSHIRE, Ill.—Most re-
tirees receive a monthly pension
check from their former employer,
but that’s usually where the retire-
ment benefits begin and end.

Some companies, however, have
entered into retiree relations pro-
grams with their former workers,
according to a study by Hewitt As-
sociates, consultants in compensa-
tion and employee benefits.

Those employers that provide
extra benefits for their retirees
seem to view the former employees
in much the same light as current
employees—almost as members of
an extended corporate family,
Hewitt's research shows.

While all the programs studied
are alike in that they're company-
sponsored or affiliated, they differ
widely in purpose, scope and con-
tent.

All but two of the 10 employers
studied have a social orientation
program that is geared toward pro-
viding personal assistance to re-
tirees and their spouses.

Social activities include “retiree
club” meetings, special luncheons
or dinners and various educational
forums.

The personal assistance ranges
from drawing on retirees to work
as volunteers in social, youth, hos-
pital or nursing facilities to tapping
former employees with special
skills for consulting assignments.

The Bucyrus-Erie Co., based in
South Milwaukee, Wis., has had an
active retiree program for more
than 30 years.

An elaborate clubhouse for ac-
tive employees and retirees is lo-
cated on the company grounds, set
apart from the company's plant.

The building contains a dining
room, a 10-lane bowling alley, pool
tables, racquetball coucts, a bar, a
cafeteria, a gymnasium. an exercise
room and a special “Old Timers
Room."”

All employees become automatic
members of the Old Timers Assn.
when they retire, a membership
that makes them eligible for many
free events. The cost for the com-
pany’s retiree program is paid for
by the commission from the em-
ployee vending machines in the
plant.

In 1980, Exxon Corp. established
an Annuitant Affairs Office within
the Employee Relations Depart-
ment to strengthen the retiree pro-
grams, Hewitt found.

With more than 22,000 retirees
nationwide, Exxon has the task of
coordinating its 40 to 50 clubs for

retired personnel located through-
out the United States.

Gerber Products Co., which is
based in Fremont, Mich,, is another
example 6f a company that has had
an active retirement program for
more than 30 years.

A toll-free information number
is available to Gerber's retirees and
their spouses to provide over-the-
phone counseling and assistance
with medical and death benefits.
Gerber also provides its retirees
with a company-paid membership
in the American Assn. of Retired
Persons.

Honeywell Inc. developed a re-
tiree volunteer project in 1978 out
of its home office in Minneapolis.
The volunteers help with youth
and educational programs, social
agencies, hospital and nursing fa-
cilities, technical services and
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schools. Office space, staff help and
$30,000 for expenses for the pro-
gram are provided by Honeywell,

Illinois Bell Telephone Co.
started a retiree program about 10
years ago to assist its 13,000 former
employees. Benefit representatives
were hired to remain in contact
with each of Illinois Bell's retired
employees. The retirees also re-
ceive free local telephone service
and discounts on certain toll calls.

International Minerals & Chemi-
cals Corp., located in Northbrook,
Il., has had a formal retiree pro-
gram for three years, but the com-
pany is considering adding other
options in the future, including a
toll-free WATS line that would
allow retirees to contact the co-
porate office for answers to benefit
questions, a quarterly newsletter
and a retiree home visitation pro-
gram.

8.C. Johnson & Son Inc. in Ra-
cine, Wis,, started its retiree pro-
gram in 1957 out of its Recreation
Department, which offers retirees
many day activities at 50% cost.

Levi Strauss & Co. has its own
retirement services department;
700 retirees nationwide participate
in the program. A retiree hot line
for employees with benefit ques-
tions is available, as is a lifetime
membership to the American Assn.
of Retired Persons. Education re-
imbursement is an added benefit
for Levi Strauss’s former workers.

Northwestern Mutual Life Insur-
ance Co. has 570 retirees active in
its program, which has been in ex-
istence for 30 years. About $25,000
is budgeted annually for the vari-
ous activities offered through the
company.

Textron Ine. set up an unusual
retiree program about three years
ago that utilizes the skills of retired
executives as consultants.

The program, called the Textron
Advisory Group, has 35 members,
who are all retired Textron execu-
tives. The consultants work for a
variety of businesses on special as-
signments, which can range from
part-time day work to a full-time
five-month job.

Hewitt’'s research into retiree
programs also found:

® Most existing programs pro-
vide retirees the same benefits re-
gardless of former rank in the or-
ganization. Most retiree programs
are also open to the retiree’s spouse.

® Although the company for-
mally supports the retiree program,
in most cases the actual operation
of the program is conducted by re-
tirees and/or employees nearing
retirement.

® Frequently, the retiree pro-
gram is integrated with a pre-re-
tirement counseling program. L]

Malpractice
limit upheld

SACRAMENTO, Calif.—A state
appellate court has upheld the con-
stitutionality of a California law
that places a $250,000 limit on non-
economic awards in medical mal-
practice cases.

The law also requires that peri-
odic payments of judgments be in-
stituted at the request of any of the
parties.

The decision came in a case in-
volving a $1.3 million award to a
man who claimed that a hospital
had made a wrong diagnosis and
caused him to suffer a heart attack
that cut his life expectancy in half.

The law had been opposed by
trial attorneys because they say it
denies malpractice victims equal
protection under California's tort
laws.

Non-economic awards usually
refer to pain-and-suffering dam-
ages. s
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N.Y. kills work comp claims service bill

By JAMES LAWSON

NEW YORK—Insurers in New
York state hoping to administer
claims and provide other services
for firms that self-insure their
workers compensation risks will
have to wait another year before
they get the additional business.

Legislation that would have al-
lowed insurers to provide claims
services, loss prevention, actuarial
and other services to firms that
self-insure their workers compen-
sation plans has been scrapped and
a new bill probably won'’t be intro-
duced until next year.

Differences between legislative
supporters and members of the
state Workmen’s Compensation
Board need to be resolved before
the bill can be enacted.

The proposed legislation, adopted

in both the state Senate and As-
sembly this summer, was sent to
Gov. Hugh Carey, but then recalled
after members of the Workmen's
Compensation 3oard complainec,
saying it hac too many complica-
tions.

The legislation, many insurers
had hoped, would have allowed
them to do what they have been
doing in other states for years. New
York is the only state that does not
allow insurance companies to pro-
vide services to firms that self-in-
sure workers compensation risks.

Presently self-insurers in New
York must contract with outside
firms to process their claims and
provide actuarial services.

“We found serious and fatal de-
fects in the bills.” said Martin Min-
kowitz, the bcard’s general counsel.
“The bills were completely worth-

less.”

The legislation, Mr. Minkowitz
says, didn’t make previsions for the
supervision or licens.ng of insurers
providing the services

Under the measure sassed by the
Legislature, insurers would have
been allowed to provide claim ser-
vice for workers ccmpensation
cases in which the amployer and
the employee have agreed upon lia-
bility and compensat:on.

Insurers also woulc de allowed to
provide service on claims in cases
in which the emplover and em-
ployee had agreed ioon liability
but not compensation.

The Workmen's €Compensation
Board, however, did not want in-
surers to service claims in contro-
versial cases in whizh liability had
not been established.

Under the measu-e, insurance

companies also would have been
allowed to represent the self-in-
surer in non-controversial cases be-
fore the board.

Legislators had hoped to keep
the present bills, making oxaly
slight changes to appease the board.

“We'd like to see the current bill,
with amendments. sent througk so
we can get it passed quickly,” says
Patricia Tinto, a spokeswoman for
Sen. Donald M. Halperin, D-Brook-
lyn, one of the bill’s sponsors.

That, however, won’t happen,
contends Mr. Minkowitz.

“We'll probably recommend that
they (legislators) scrap them
entirely and start over.”

Some opponents contend the
present package of bills also would
have caused problems because in-
surers, hoping to get a self-insured
company as a client, may not have

processed the self-insurer’s claims
judiciously.

But others are hopeful. “I'm opti-
mistic we’ll have a bill,” Ms. Tinto
says.

Insurance companies say self-in-
surers would cut their costs if the
insurers serviced claims rather
than outside service firms. The cost
would be less, they say, because
they are experienced claims pro-
CESSOrS.

The Workmen’s Compensation
Board has begun working on
changes and is expected to begin
negotiating with legislators later
this month.

Any agreement, however, proba-
bly would come too late to be
passed this year by legislators whe
will be out of session and are acting
only on emergency or budgetary
problems. .
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( london line )

British agency
hopes to reduce
workplace noise

By STACY SHAPIRO

LONDON—The British Health
and Safety Commission says cut-
ting down on workplace noise can
also trim occupational injury costs
and employee absenteeism.

Eliminating noise above 90 deci-
bels can also increase worker pro-
ductivity, according to the commis-
sion.

Those tips are contained in a re-
port by the commission that recom-
mends national legislation to re-
duce noise levels in British plants
to below 90 decibels, a commission
spokesman says.

“Industry should do everything
possible to reduce noise,” he says.

The ecommission believes the
proposed legislation would reduce
employee deafness.

But under British law, the com-
mission can only enforce occupa-:
tional safety rules that do not in-
crease industrial costs. If reducing
the noise level costs more than the
hazards the noise causes, a com-
pany does not have to comply with
the order.

“There is a lot more return for g
company’s money by reducing the
higher levels of noise,” the spokes-
man suggests.

Eleven of 100 workers who were
exposed to noise exceeding 90 deci-
bels in a commission study needed
hearing aids.

Marine insurers

Hazardous waste material and
new locks for cargo containers are
a few of the topic marine insurers
will discuss at the International
Union of Marine Insurers confer-
ence in Greece this month.

But the main topics of discussion
are being kept secret until IUMI
delegates and committee members
meet in Corfu at the end of Sep-
tember.

The conference’s emphasis, how-
ever, will be on marine loss pre-
vention, sources say, as marine
claims rapidly increase and poten-
tial risks like pollution continue tc
grow.

The annual conference, which
was held in Seattle last year, is re-
stricted this year to delegates and
committee members of the interna-
tional marine insurance society
“Greece is a small country and it
couldn’t afford funding such 2
large conference,” said Geoffrey
Merriman, chairman of the London
Institute of Underwriters and &
IUMI committee member. [
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Pollution liability policy

NEW YORK—The Insurancz
Services Office, in anticipation of
new federal regulations manzating
liability insurance protection for
hszardcus wastes accidents. is filing
a newly develoned polluticn liabil-
it¥ policy with state insurance de-
pertments.

The >olicy form is designed to
help ISO member companies prc-
vide ligbility insurance to hzzard-
ous waste treatment, storage and
disposa_ facility (TSDF) operators.

And :t may be an impcrtant “ve-
hicle” through which admitied in-
surers can enter the polutior liz-
bility marketplace, says Ted Bayer,
manager of ISO’s general lizhility
division.

Under regulations propased by
the U.S. Environmental Prozextion
Agency, TSDFs must purchase po.-
lution liability coverage for suc-
den/accidental incidents by Ocet. 13.
The regulations would furthzr re-
quire the largest TSDFs to pur-
chase liability coverage Zo- nor.-
sudden/gradual incidents by April
12, 1982, with limits of $5 million
per occurance and $6 millicn ag-

We insure everything
under the ground or
under the sun!

o

“I"
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gregate (BI, Aug. 24).

Small and medium-sized com-
panies will have their own compli-
ance deadlines to meet for protec-
tion against gradual incidents, each
at a later date.

This schedule, which already has
been delayed almost a year, may be
pushed back further or eliminated
altogether.

Industry and government
sources indicate that the EPA is re-
considering its proposed require-
ment that TSDFs purchase pollu-
tion liability insurance, or other-
wise demonstrate the ability to re-
spond financially to liability claims
(see story, page 1).

The new policy was designed by
ISO's general liability committee,
which includes many of the insur-
ance industry’s largest property
and casualty companies, Mr. Bayer
says.

While it is yet unclear how wi-
dely the organization’s member
companies will market the product
itself, “many, if not most, will adapt
this policy,” he says.

One group could be the Pollution
Liability Insurance Association
(PLIA), a new pool of potential in-
surers still in the organizational
stage (BI, Aug. 31).

Many of PLIA’s prospective
member companies also were part
of ISO’s general liability commit-
tee, Mr. Bayer says.

The policy form provides claims-
made coverage for both sudden and
gradual pollution and includes pro-
tection for bodily injury, property
and environmental damage. It also
provides reimbursement for legally

submitted to regulators

imposed clean-up costs as well as
those voluntarily assumed with the
consent of the insured.

Extended reporting period cov-
erage of one year, at a premium
guaranteed not to exceed 50% of the
basic annual policy premium, is
available to the buyer if the insurer
cancels or refuses to renew for any
reason other than non-payment of
premium.

The policy may be written to
cover either an entire facility or
specific portions of a facility, Mr.
Bayer says.

It also protects a company that
legally consigns wastes to a licensed
storage or treatment site and later
becomes liable for a pollution inci-
dent there.

While ISO tried to design an all-
purpose policy offering broad pro-
tection, it does have several exclu-
sions, he added.

Areas which are not covered,
some of which require “special ar-
ragements,” include:

® Property damage to the treat-
ment, storage or disposal site itself.

e Pollution from offshore facili-
ties like oil drilling rigs.

e Sites which are sealed or not
in active use.

@ Pollution from oil, gas, min-
eral, water and gas thermal wells.

® A pollution incident that re-
sults from violation of statutes or
regulations, such as those commit-
ted by “fly-by-night” operators.

® Acid rain, since it is difficult
to determine where the source of
such pollution originates from.

® “Blanket exclusions” on all
nuclear wastes. =

Insurance class to be offered

NEW YORK—The Risk & Insur-
ance Management Society will
offer its “Fundamentals of Insur-
ance” course Dec. 14-16 in San
Francisco.

The course is designed for those
involved in the risk management
profession who have only a limited
exposure to the basic concepts of
insurance and insurance coverages.
It covers risk and insurance man-
agement concepts, property insur-
ance and liability insurance.

The first portion of the three-day
course covers the nature of risk.
Fundamentals of insurance are
then given comprehensive treat-
ment. Practical application is

stressed, with the major concepts of
the course reinforced through ac-
tual loss examples and illustrations.

The instructors will be Richard
Corbett, Ph.D., CPCU, CLU, associ-
ate professor at Florida State Uni-
versity, and George B. Flanigan,
Ph.D., CPCU, associated professor
at the University of North Carolina
at Greensboro.

The fee for RIMS members is
$295 ($175 for each additional par-
ticpant from the same company).
The fee for non-members is $395.

For more information contact
Rebecca Zimm, RIMS, 205 E. 42nd
St., New York, N.Y. 10017; 212-286-
9292. [
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Solar "

Products liability and
property coverage can be
arranged for manufacturers
and installers of
windmill-charged batteries,
water-powered equipment
and sun-powered electric
cells. Fast quotes, broad
coverage, high limits and
competitive prices are
featured in this program.

Oil

General liability,
contractars equipment,
property coverages and
cost of control can be
provided for drillers,
pipelines, well servicing,

hot oil, lease operators,
welders, and refineries.

Minin

Coverage provided for
general liability,
contractors’ equipment,
property in coal, uranium,
mineral, gravel, shale, rock
and stone mining involving
open pit, tunnel, or strip
operations.

It’s not in our dictionary.

Our practice is devoted to general insurance law, third
party claims, and subrogation.

While certain routine is necessary for clerical
efficiency, we believe creativity and individual
attention distinguish effective representation from
routine servicing of cases.

Resourceful legal services can be obtained .at
reasonable cost without sacrificing aggressiveness and
thoroughness. We invite your inquiry.

For further information contact:
m William J. Reardon,— Sr.\V.P.
Northeastern
Fire Insuranc
of Pennsylvania

CARL S. YOUNG & ASSOCIATES
ATTORNEYS AT LAW
500 Fifth Avenue, New York, NY 10110

Tel: (212) 840-1919 Telex: 424677
Representing Domestic and Foreign Insurers

Gulph Road Corporate Center
367 South Gulph Road ;
King of Prussia, PA 19306 . <

(215) 337-8000/Telex- 84-6186 The Vaughan Group
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@ The spring/summer 1981 edi-
tion of A&A World, a publication
by Alexander & Alexander Inc., in-
cludes an article on A&A’s Wash-
ington office, which is oriented to-
ward strategic planning/govern-
ment affairs. For a free copy write:
Alexander & Alexander Inc., Gov-
ernment and Industry Affairs,
Suite 1250, 1333 New Hampshire
Avenue N.W., Washington, D.C.
20036; 202-466-6340.

@ The Illinois Department of In-
surance has published “Rethink-
ing the Regulation of Policy-
holders Surplus,” a treatise de-
scribing various factors that should
be considered in drafting minu-
mum and required capital and sur-
plus legislation. The free publica-
tion was written by Kenneth W.
Smith, deputy director of the de-
partment’s property/casualty divi-
sion. Write Illinois Department of
Insurance, 320 W. Washington St.,

@ The Gypsum Assn. has pub-
lished the 10th edition of its Fire
Resistance Design Manual. The
manual lists more than 200 fire-
rated products that use fire-resis-
tant gypsum in their construction.
It is the first industry document to
be referenced in three model build-
ing codes. Also included in the
manual are data for walls, floors,
ceilings, and column and beam as-
semblies. Individual copies of the
Fire Resistance Design Manual are
available. for free. Write Gypsum
Assn., 1603 Orrington Ave., Evan-
ston, I11. 60201.

e Helping insurance agents,
producers, loss control personnel
and underwriters make more in-
formed fire risk judgments is the
goal of the fourth edition of “Judg-
ing the Fire Risk,” prepared by
the Loss Control Department of the
Alliance of American Insurers.
Completely revised, the 72-page il-
lustrated manual discusses con-
struction, occupancy and exposure
hazards, public and private fire
protection and the human factors
affecting fire prevention and pro-
tection. The publication can be
used as a training tool for new and
experienced personnel. Single
copies can be purchased for $4.75.
Multiple-copy and other discounts
are available. For further informa-

tion write Alliance of American In-
surers, Loss Control Department,
20 North Wacker Drive, Chicago,
111. 60606.

® The 1981 “Life Safety Code
Handbook” is available from the
National Fire Protection Assn.
First published in 1978, the hand-
book has since been extensively re-
vised because of major revisions in
the Life Safety Code. The 840-page
book includes commentary, new
and expanded illustrations and
drawings and the complete text of
the 1981 Life Safety Code. It
explains the code, provides back-
ground information to provide a
clearer understanding of code re-
quirements and suggests how to

implement them. The hardcover
handbook costs $17.50. Please spe:-
ify catalog No. 101 HB81. Wrize
Publications Sales Division, Na-
tional Fire Protection Assn., Bat-
terymarch Park, Qunicy, Mass.
02269; 617-328-9290.
L]

Have a new report, booklet or prome-
tional brochure you'd like to send :o
buyers of insurance? Business Insu--
ance will describe your material as an
editorial service in the weekly Info for
Buyers column. Simply send us a
short description of the material to te
offered, along with a cost (less than
$50) and mailing address. Address il
contributions to Info for Buyers, Bus -
ness Insurance, 740 N. Rush St., Ch -
cago, Ill. 60611.

Springfield, Ill. 62767 and include a |

stamped, self-addressed 9-by-12-
inch envelope. Postage will cost 69
cents.

® The National Assn. of Surety
Bond Producers and the Associated
General Contractors of America
have published “The Basic Bond
Book.” The 38-page boocklet is

designed to simplify what many |

consider a very confusing subject:
contract bonding, Written espe-
cially for construction contractors
with little experience in bonded
work, the booklet also attempts to
explain bonding to architects, engi-
neers, educators, project owners
and others involved in the con-
struction process. Copies cost $4
each. Write NASBP, 5454 Wiscon-
sin Ave., Suite 1625, Chevy Chase,
Md. 20815.

e “Designing Pension Bene-
fits for TCNs” is the title of a
newsletter published by Kwasha
Lipton. TCNs are third-country na-
tionals, executives who travel the
globe for the parent company and
who are neither citizens of the par-

ent country nor the country where |

they work. The article emphasizes
the proper benefit program design

necessary for this special type of |

executive. Write Kwasha Lipton,
429 Sylvan Ave., Englewood Cliffs,
N.J. 07632,

e Meidinger Inc., a national em- |

ployee benefit consulting firm has
published “Deductible Employee

Contributions: Some Considera- |

tions for Employers.” The publi-
cation is.a summary and analysis of
provisions of the new legislation al-
lowing tax-deductible employee
contributions to employer-spon-
sored plans or Individual Retire-

ment Accounts. For a free copy !

write Kathleen Loomis, Meidinger
Ine., 2440 Grinstead Drive, Louis-
ville, Ky. 40204.

¢ rhe KAIROS Co., a product
safety and liability prevention ser-
vices company, has published a
free capabilities brochure. Write
The KAIROS Co., 20480 Pacifica
Drive, Suite D, Cupertino, Calif.
95014.

® The Govmark Organization
Inc. is preparing a new flammabil-
ity standards book, to be avail-
able in January 1982. Among the
items included are flammability
standards and test procedures for
home furnishings, requirements for
hotels, motels, office buildings,
prisons, private residences and
other occupancy classifications and
summaries of all flammability
standards and test procedures,
complete with sketches. For infor-
mation on price and pre-publica-
tion discounts, contact Salvatore
Messina, The Govmark Organiza-
tion Inc., Box 807, Bellmore, N.Y.
11710; 516-293-8944.

If we hadn't pioneered communications satellite

risk management, our name wouldn't be Inspace.

INTELSAT, SBS, ALASCOM,...they're
more than names from the space age. They
represent part of the 82 billion investment
that's being made in communications satellite
programs right now. A 82 billion risk.

- We know the risks. Reducing them and
financing them is our business. One that we
pioneered back in the days of Early Bird.

Today, INSPACE is the only broker that
specializes in space risks from manufacturing
through launch and operation therealter.

- That's why we don’t just write insur-
ance policies. We create risk management
strategies to meet your operational and finan-
cial objectives. Our engineers, legal and
financial people analyze designs, technical
innovations, and third-party liability consider-

ations. We'll even work with your Project

Management team.
The result?

We're able to create risk management
ideas the average insurance broker would

never dream of.

_ But INSPACE isn't average. We're one-
of-a-kind. And ready to help reduce the cost of

vour risks in space.

To find out more about our capabilities,
just call James W. Barrett, Chairman, INSPACE,
4340 East West Highway, Washington, D.C. 20014
at (301) 951-3333. Telex: 89-2486.

INSPACE

International Space Risk Management Systems
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Statement compares HMOs, traditional plans

Kwasha Lipton is offering a-ben-
efit statement for employees that
compares the benefits provided by
health maintenance organizations
against those offered by traditional
company-sponsored health plans.

The HMO Benefit Comparison

Statement provides the employee.

with information only on benefits
and costs that directly affect him.
In addition, the statement simpli-
fies much of the administrative
burden on a company personnel
department. It is designed for com-
panies with many facilities and at
least 2,000 employees.

In conjunction with the HMO
Benefit Comparison Statement,
Kwasha Lipton has developed a 15-
minute slide presentation on
HMOs. The slide show introduces
employees to the functions and
possible benefits of an HMO.

(  produects & services )

For more informaticn on both
the HMO Benefit Statement and
the slide presentation contaci Cath-
erine R. Gambino, Manager of
Marketing and Public Relations,
Kwasha Lipton, 429 Sylvan Ave,,
Englewood Cliffs, N.J. 07632;-201-
567-0001 or 212-279-680C:

Kung fu coverage

The Rhulen Agency “nc. has in-
troduced a new insurance program
for martial arts schools.

The program covers comprehen-
sive liability, includirg accident

medical, fire, theft and auto cover-

age. Limits range up to $1 million,
with umbrella limits up to $20 m:l-

lion. Special paczages czn ke
designed for specific needs.

As part of the polizy, the insurer
provides legal defer.se against all li-
ability actions brought against the
insured school ownz=, instructor or
employee, includir.g iallegations
that may be false, fraudulznt o=
without grounds.

For additional dezzils contact Jen
Farrow or Dan Foley, Rhulen
Agency Inc., 217 Broadway, Monti-
cello, N.Y. 12701; 914-794-800¢.

Coal operator policy

Carter Luasford Insurance Co. of
Bluefield, W.Va., has desizned a
new insurance polizy for coal min-

ing ccmpanies and preparation
plants.

The TCP—Total Coal Protection
—policv :ncludes coverage for
bodily izjury. pollution, subsidence,
gob pi’e slides, movement of over-
burden or =arth, damage to wells or
springs, 2xplosions and collapses.

Limits of the policies depend on
the types of coverage purchased.
For more informat.on contact
Duke Thompson, Carter Lunsford
Insurance Cc., P.O. Box 1582, Blue-
field, W.Va, 24701; 304-327-7133.

Commercial auto

Cambridge General Agency in-
troduces a. commercial auto pro-
gram Zor liability, physical damage
and cargo.

Coverage can be written for
many cisxs, including local and

NAME

“The Ideal combination is what we
offer: Innovative new ideas plus long
experience and solid dependability.

“We're the company that pioneered
cash flow programs, including
compensating balance plans. We're
expert at finding new ways to tailor risk
management proposals that best suit
special or specific needs.

“Our success has expanded our
financial base, as well as our marketing
capabilities and operating facilities.
We're prepared for further growth in
Professional Liability; Excess Liability;
Commercial Umbrella; Directors and
Officers Liability and Property Cover-
ages. Our areas of special expertise
include Workers Compensation;
General Liability; Auto Liability; and
Facultative Reinsurance.

“If you'd like to know more about
how the Ideal combination can work
for you, please send the coupon for
our brochure or give us a call.”

To: Marketing Department
Ideal Mutual Insurance Company
260 Madison Avenue, New York, NY 10C16
Tel. 212/685-3300

Yes, I'm interested in the Ideal combination.

Rlsk-Management

You ought to know the
Ideal combination.

Edward P. Lalley

President

TITLE

COMPANY

ADDRESS

F———————————

long-haul trucking, fleets and
owner operators. Coverage for
classes such as tow trucks, sand and
gravel trucks and limousines is also
offered. Limits range from $600,000
up to $1 million.

For details contact Michael
Mauch, Cambridge General
Agency, 50 California St., San
Francisco, Calif. 94111; 415-788-
8250.

Crime insurance

RLI Insurance Co. is offering
violent crime insurance for indi-
viduals, families and corporations.

The plan covers bodily injury,
death or permanent disablement
caused by criminal assault. Various
medical expenses, such as ambu-
lance service and hospitalization,
are also covered. Limits range from
$5,000 for medical expenses to
$50,000 for death benefits. A sur-
charge may be added to premiums
for coverage on people in hazard-
ous occupations or those working in
foreign countries.

For addition information contact
William Applegate, RLI Insurance
Co., 9025 N. Lindbergh Drive, Peo-
ria, I11. 61615; 308-692-1000.

Data processing

American International Group
has introduced an electronic data
processors’ errors and omissions
policy through National Union Fire
Insurance Co. of Pittsburgh.

Companies can be insured for
their liability as vendors: The pol-
icy also can cover EDP service
firms, suppliers of software prod-
ucts, programmers and consulting
or education services.

Losses resulting from human
error in programming or pro-
cessing services or in design and
formulation of a system or program
are covered.

Limits range up to $3 million,
with higher limits negotiable.

For additional details contact
Ray Wahl or Judith Garafola, Na-
tional Union Fire Insurance Co., 70
Pine St.,, New York, N.Y. 10270;
212-770-7000.

Breathing device

Scott Aviation has designed an
Emergency Escape Breathing De-
vice. The device provides a mini-
mum of 15 minutes of escape time
from smoke, toxic gases or other
oxygen-deficient atmospheres.

The device is a ready-to-wear,
fire-resistant hood with a neck seal.

A connected life-support system
provides oxygen to the hood with a
chemical or solid-state generator.
The hood, which weighs only 3%
pounds, is light enough to allow
wearers to talk and move freely.

For more information contact
Scott Aviation, 225 Erie St., Lan-
caster, N.Y. 14086; 716-683-5100.

Businessman’s cover

The U.S. Insurance Group now
offers an umbrella policy that
covers both business and personal
activities in one agreement.

The Businessowners' Catastro-
phe Liability policy covers owner-
operated businesses, whether they
are partnerships, family corpora-
tions or single proprietorship.

The policy features broad liabil-
ity protection and carries an annual
aggregate self-insured retention of
$1,000 and liability limits up to $10
million. Comprehensive coverage
or specific types of coverage tai-
lored to the insured's needs are
available, according to location and
type of business.

For more information contact
Joan Bianco, USIG Produc-
tion/Planning Department, 299
Madison Ave., Morristown, N.J.
07960; 201-285-7314. =
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Policyholder complaints
increase in lllinois in *80

Complaints by policyholders
against insurers selling group acci-
dent and health plans in Illinois
generally.rose last year, according
to statistics released by the Illinois
Department of Insurance.

Statistics for 21 companies indi-
cated that 15 had a higher ratio of
complaints per 10,000 policyholders
in 1980 compared with 1979. Six

- had lower. ratios. Comparisons
were unavailable for 18 insurance
companies.

Of those companies receiving the
highest number of complaints, Life
Investors Insurance Co. of America
topped the list. The company re-
ceived 10 complaints out of 3,197
certificates in force, a ratio of 31.28
complaints per.10,000 policyhold-
ers.

The best ratio was registered by
Continental Casualty Co. The com-
pany generated only 11 complaints

-from its 495,035 Illinois policyhold-
ers for a complaint ratio of 0.02.

In its survey, the Insurance De-
partment used the National Assn.of
Insurance Commissioners’ defini-
tion of a complaint: “Written corre-
spondence which primarily ex-
presses a grievance against an in-

.surance company.”

. . The department did not deter-
mine whether the complaints were
Jjustified.

After Life Investors, the insurer
with the worst complaint ratio last
year was Continental American
-Life Insurance Co., with slightly
more than 4,300 policyholders.
.Continental American generated
12 complaints for a 27.88 complaint
ratio.

Union Fidelity Life Insurance
Co.’s 18.76 complaint ratio ranked
third worst. It received 54 com-
plaints from its Ilinois 28,787 poli-
cyholders.

The best ratio except:for Conti-
nental Casualty’s was Connecticut
General Insurance Co: with a com-
plaint ratio of 0.71. Only 15 com-
plaints wre registered from the
210,883 certificates in force.

Travelers Insurance Co. of Illi-
nois ranked third with 18 com-
plaints out for 192,376,

Of the complaints against com-
panies with more than 100,000 poli-
cyholders, worst was Health Care
Service Corp. The company, with
more than 1.12 million policyhold-
ers, received 684 complaints for a
complaint ratio of 6.07.

The complaint ratio for Pruden-
tial Insurance Co. was 3.74. In all,
there ‘were 182 complaints out of
-486,279 certificates in force.

- Other large insurance com-
panies listed included Aetna Life
Insurance Co. with a complaint
ratio of 2.55 or 87 complaints for
341,002 certificates in force.

Metropolian Life Insurance Co.
had a complaint ratio of 1.79 or 68
complaints out of its 680,370 policy-
holders.

.The Equitable Life.Assurance
Society had 64 complaints from its
474,048 policyholders for a ratio of
1:35.,

One of the largest jumps was re-
corded by Guarantee Trust Life In-
surance Co..Its complaint ratio rose
to 12.34 from 6.42 in 1979, One of
the biggest drops was recorded for
Bankers Life Co., which dropped to
a complaint ratio of 2.99 from 4.38
in 1979,

Other complaint ratios included
Pacific Mutual Life Insurance Co.,
13.74; Illinois Hospital & Health
Services Inc., 10.10; Horace Mann
Life Insurance Co., 7.86; State Mu-
tual Life Assurance Co. of America,
17.11; Golden Rule Insurance Co.,
6.50; First Federated Life Insur-
ance Co., 5.91; Sentry Life Insur-
ance Co., 5.86; Guardian Life Insur-
ance Co. of America, 5.0; New York
Life Insurance Co., 4.53.

Also, Lincoln National Life In-
surance Co., 439; Crown Life In-
surance Co., 4.26; Great-West Life
Assurance Co., 3.91; United Benefit
Life Insurance Co., 3.87; Bankers
Life and Casualty Co., 3.85; Massa-
chusetts Mutual Life Insurance Co.,
3.63; Massachusetts Indemnity &
Life Insurance Co., 2.97; John Han-
cock Mutual Life Insurance Co.,
2.14; Travelers Insurance Cos., 2.08;
Colonial Penn Franklin Insurance
Co., 2.06.

Also, Occidental Life Insurance
Co. of lllinois, 1.99; Mutual Benefit
Life Insurance Co., 1.84; Benefit
Trust Life Insurance Co., 1.63; All-
state Insurance Co., 1.63; Aetna
Life Insurance Company of Illinsis,
1.62; Washington National Insur-
ance Co., 1.60; and Continental As-
surance Co., 1.37. s

New York:

220 East 42nd Street, N.Y. 10017 (212) 210-0138

Chicago:

740 Rush Street, 'L 60611 (312) 649-5275

Los Angeles:

6404 Wilshire Blvd., CA 90048 (213) 651-3710
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prevention, risk firancing and benefit management.
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insurance quickly.

‘Nationwide asks:
Are you a group broker
with competitive clout?

We call competitive clout..
the ability to answer any
questions about group

And that’s just where
Nationwide Group
Insurance Specialists can
help you. Their only busi-
ness is helping you construct tailored
Nationwide Group Plans. What’s more,
they are never farther away than your
phone. Ready to answer your questions.
Ready to ask you any questions which
you may have overlooked.

Working together, you can develop a
truly complete, professional combination
of plans to cover your clients’ needs.

Nationwide Group Plans can include
Vision and Dental coverage and up to

$1,000,000 Major Medical with $500

| [l NATIONWIDE
. INSURANCE

' ® Nationwide is on your side

Home office: One Nationwide Plaza,
Columbus, Ohio 43216
Nationwide Mutual Insurance Company
Nationwide Mutual Fire Insurance Company

Nationwide Life Insurance Company
- Available in most states. An equal opportunity employer.

Stop Loss benefits (after
deductible is satisfied).
Plus the Nationwide
Excess Interest Annuity
Contract and a variety of
funding options, like our
Common Stock Fund,
our. General Market
Bond Fund, our Money Market Fund
and our Guaranteed Fund, all of which
can provide a high-interest return for
your clients’ pension plans.

Your professional Nationwide Group
Specialist can help make you a group
broker with competitive clout.

Just send us this coupon and we’ll tell
you how. It’s one more way Nationwide
is on your side.

Nationwide Insurance
One Nationwide Plaza
PO. Box 738

Columbus, OH 43216

Please give me detailed information on
Nationwide's Group Insurance Plans*

Name

Company Name
Address
Ciry Courity

State Zip
* Available in most states.

o i e e R
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( datebook

SEPT. 21-22. Assoclation Captives conference in
New York, sponsored by Interforum Group Inc,;
$595. Interforum Group Inc., 68 William St,, New
York, N.Y. 10005; 212-269-2240.

SEPT. 21-24. Fundamentals of Reinsurance se-
minar in Irving, Texas, sponsored by the Univer-
sity of Dallas Risk Management Institute; $395.
Professor Bruce D. Evans, University of Dallas
Risk Management Institute, International Center,
University of Dallas Station, Irving, Texas 73061;
214-579-5360 or 214-579-5299.

SEPT. 23-25. Washington Business Group on
Health annual conference, in Washington, spon-
sored by Washington Business Group on Health.
Members, $300; non-members, $400. Ellen Men-
ton, Washington Business Group on Health, 922
Pennsylvania Ave. S.W., Washington, D.C. 20003;
202-547-6644.

SEPT. 30-0CT. 2. Risk Management conference
in Lake Tahoe, Nev., sponsored by Touro College;
$600. Ms. J.K. Van Wycks, Seminar Divisior. Of-
fice, Touro College, 5th Floor, 1120 20th St. N.W.,
Washington, D.C. 20036; 202-337-7000.

SEPT. 30-OCT. 2. 12th Annual Educational
RIMS conference in Myrtle Beach, S.C., spon-
sored by the Carolinas' Chapter of the Risk & In-
surance M nt Society; bers, $45; non-

members, $50. Donald Duncan, Collins & Aikman
Corp., P.O. Box 32665, Charlotte, N.C, 28232.

OCT. 1. A New Look at CGL and Produects Lia-
bility workshop in Saddle Brook, N.J,, sponsored
by the Society of CPCU; members, $85; non-mem-

bers, $95. Society of CPCU, Providence and Su- -

gartown Roads, Malvern, Pa. 19355.-

Management Society; $175..Jim Mullen, Arizona

Public Service, Box 21666, Phoenix, Ariz. 85036;

602-271-28086.

OCT. 9. Controlling Accident Costs and Work- ~

ers Compensation conference in New Carrollton,
Md., sponsored by the International Institute of
Safety and Health; $175; three or more from same
firm, $165 each. International Institute of Safety
and Health, 5010-A Nicholson Lane, Rockville,
Md. 20852; 301-984-8969.

OCT. 11-13. 1981 Semi-Annual National Coun-
cll of Self-Insurers meeting in D2s Moines, lowa,

OCT. 1-2. Risk M t Techniques for

Municipalities seminar in Atlanta, sponsored by
the Society of CPCU; $250. Also Oct. 28-28 in Mer-:

rimack, N.H. Society of CPCU, Providence and
Sugartown Roads, Malvern, Pa. 19355.

OCT. 1-2. First Self Insuranee Instituie of
America conference in New Orleans; theme:
“Self-insurance, Sensible Innovative Insurance
Alternative”; members, $225; non-members, $500.

SIIA, 1700 E. Dyer Road, Suite 165, Santa Ana,-

Calit. 92705; 714-979-6318..

OCT. 2. Conference on Second Surgical Opin-
ions in New York, sponsored by Second Surgical
Opinions. Conferences; $150, '‘Also Now, 1. in Zos
Angeles. Second Surgical Opinions Conferences,
411, E, 69th St., Room 305, New York, N.Y. 2002];
212-472-6393.

OCT. 79, Western Reglonal conference in Phoe-
nix, Ariz., sponsored by the Risk & Insurance

p d by the National Council of Self-Insur-
ers; $75. Mary Ann De Santo, The National Coun-
cil of Self-Insurers, Rm. 2910, 420 Lexington Ave,,
New York, N.Y. 10017; 212-867-9200. .

OCT. 11-14. Health Care Cost Containment se-
minar in Palm Springs, Calif,, sponsored by the
International Foundation of Employee Benefit
Plans; $360. IFEBP, 18700 W. Bluemound Road,
Box 69, Brookfield, Wis. 53005:; 414-786-6700.

OCT. 12. 25th Annual Risk Management Con-
ference in North Hollywood, Calif., sponsored by
the Los Angeles Chapter of the Risk & Insurance
Management Scciety; members, $45; non-mem-
bers, $55. Donald A. Craft, Ticor, 6300 Wilshire
Blvd., Los Angeles, Calif. 90048; 213-852-6203.

OCT. 12-13. Professional Liability-The Liabil-
ity of Insurance Defense Counsel seminar spon-
sored by the Defense Research Institute; members,
$235; non-members, $270, Anthony K. Karpowitz,

Defense Research Institute, 1100 W. Wells St., Mil-
waukee, Wis. 53233; 414-272-5995.

OCT. 12-14. International Risk Management
conference in Monte Carlo, Monaco, sponsored by
the Risk & Insurance Management Society and
the Association Europeanne des Assure de L'In-
dustrie. Risk managers, $675; other insurance in-
dustry personnel, $775. RIMS, 205 E. 42nd St., New
York, N.Y. 10017; 212-286-9292.

OCT. 15. Hazardous Materials, Substances &
Wastes Training & Compliance seminar in
South Bend, Ind., sponsored by Transportation
Skills Programs; $135. Also Qct. 27 in Kansas City,
Mo. and Nov. 18 in Cleveland. Jessie Sterner,
Transportation Skills Programs, 320 'W. Main 5t.,
Kutztown, Pa, 19530; 215-683-5098.

OCT. 15. Insurance in the *80s seminar in Dallas,
sponsored by the Dallas-Fort. Worth. Chapter of
the Risk & Insurance Management Society; $70.
Don Hairston, Lone Star Steel Co., P.O. Box 35888,
Dallas, Texas 75235; 214-352-3981.

OCT. 15-16. Insider and Employee Thefts se-
minar in New York, sponsored by the Practising
Law Instiute; $275, including handbook. Practis-
ing Law Institute; 810 Seventh Ave., New York,
N.Y. 10018; 212-765-5700.

OCT. 18-23. Reinsurance Practice course in
‘Warwick, Bermuda, sponsored by Risk Research
Group Ltd.; 595 pounds (approx. $1,190), Also
Nov. 14 in London.- Risk Research Group Ltd.,
Bridge House, 181 Queen Victoria St,, London

John V. Brennan, President of U.S.
Aviation Underwriters, America’s largest
insurer of corporate aircraft:

“Business aircraft have never been
built better — and safer — than they are
today. However, due to their complexity
and high performance, pilot training has
never been more critical.

“Nine out of every ten aircraft
accidents have pilot-related causes. We
strongly urge our policyholders to take
regular refresher training programs
using simulators that represent their
exact make of aircraft.

“Why simulators? Our experience

shows that simulators are the safest
possible training environment. They
enable pilots to practice and perfect-all
normal and emergency procedures
under controlled conditions. The
alternative of training in the aircraft is
hazardous and necessarily incomplete
— in addition, it wastes fuel.
“Typically, the cost of refresher
training for two pilots is less than the
cost of one back-up flight instrument.

FlightSafety

international

“I insist that the pilots who fly our
own company jet take simulator
training twice each year— the same as
airline pilots. We do our training with
FlightSafety.”

FlightSafery International ® is the
vorld's leading aviarion training
crganization and offers simulator
raining programs for almost every rype
of jet and rurboprop business aircrafi.
For more information call Jim Waugh,
VP Marketing at (212) 565-4120 colleci
or write FlightSaferv International,
Marine Air Terminal, LaGuardia
Airport, Flushing, N.Y. [ 1371.

EC4V 4DD; 01-236-2175.

OCT. 19-21. The Improvement of Product
Safety course in Cambridge, England, sponsored
by Product Liability International; 180 pounds
(approx.$360). Also Oct. 28-30 in London. Lesley
Parkinson,-Product Liability International,
Lloyd's of London Press Ltd., Sheepen Place, Col-
chester, Essex CO3 3LP, England; 01-206-68222.

OCT. 18-22. 65th National Safety Congress.in
Chicago, sponsored by the National Safety Coun-
cil; members, $60; non-members, $90; $80 in ad-
vance. Congress Planning, National Safety Coéun-
cil, 444 N. Michigan Ave., Chicago, IlL. 60611; 312-
527-4800.

OCT. 20. Legal Trends and Their Impact of.
Products Liability, Bodily Injury, Workers
Compensation and E&O workshop in Norfolk,
Va., sponsored by the Society of CPCU; members,
$85; non-members $95. Society of CPCU, Provi-
dence and Sugartown Roads, Malvern, Pennsylva-
nia 19355. .

OCT. 20. Business Interruption/Time Element
Coverages workshop in Grand Rapids, Mich.,
sponsored by the Society of CPCU; members, $85;
non-members, $95. Society of CPCU, Providence
and Sugartown Roads, Malvern, Pa. 19353,

OCT. #0-22. Financial Analysis for Risk Man-
agement Decisions seminar in New York, pre- -
sented by Dr. John Cozzolino; $685 per person plus
$50 registration. fee per company includes work-
book and calculator. Also Nov. 17-19 in San Fran-
cisco. Cozzolino Associates Inc., 12 Chippenham
Drive, West Berlin, N.J. 08091; 609-784-7105.

OCT. 21-24. International Benefits Seminar in
Montreal, sponsored by the International Founda-
tion of Employee Benefit Plans; members, $440;
non-members, $5315. IFEBP, 18700 W. Bluemound
Road, Box 69, Brookfield, Wis. 53005.

OCT. 22-23. Aviation Law/Insurance sympo-
sium in Orlando, Fla., sponsored by Embry-Riddle
Aeronautical University; $225. Bob Whempner,
Director of Professional Programs, Embry-Riddle
Aeronautical University, Star Route Box 540,
Bunnell, Fla. 32010; 904-672-3439.

OCT. 22-23. Human Error Reduction
Techniques course in Chicago, sponsored by Don
Petersen, management consultant; $275. Don Pe-
tersen, 9236 East Walnut Tree Drive, Tucson, Ariz.
B5715; 602-749-2319.

OCT. 23-24. Hospital Liability and Risk Man-
agement seminar in New York, sponsored by the
Practising Law Institute; $275. Also Nov. 28-21 in
Miami. Practising Law Institute, Dept. SWC, 810
Seventh Ave.,, New York, N.Y, 10019; 212-765-
5700,

OCT. 25-28. 1981 Corporate Benefits Manage-
ment conference in San Francisco, sponsored by
the International Foundation of Employee Benefit
Plans; members, $440; non-members, $515, IFEBP,
18700 W. Bluemound Road, Box 69, Brackfield,
Wis. 53005; 414-786-6700.

OCT. 25-29. Washington Insight on Employee
Benefits program in Washington, D.C., sponsored
by the U.S. Chamber of Commerce; $825. Nancy
Turnbull or Suzanne Lulewicz, U.S. Chamber of
Commerce, 1615 H St. N.W,, Washington, D.C.
20062; 202-659-6138.

OCT. 26-27. Eighth Annual Environment and
Safety Briefing sessions in Washington, spon-
sored by BNA Education Systems; $250. Environ-
ment Conference Secretary, BNA Education Sys-
tems, Suite $-602, 1231 25th St. N.W.,, Washington,
D.C. 20037; 800-424-9890; 202-452-4420,

OCT. 26-27. Industrial Hygiene for Managers
of Hazardous Activities seminar in Arlington,
Va., sponsored by the International Institute of
Safety & Health; $295; three or more from same
firm, $250. [ISH, 5010-A Nicholson Lane, Rock-
ville, Md. 20852; 301-984-8969.

OCT. 26-28. Product Safety Engineering course
in Baltimore, sponsored by the Institute of Product
Assurance; $450. IPA, 9811 Mallard Drive, Suite
213, Laurel, Md. 20811, 301-792-0710,

OCT. 26-29. Loss Control Management seminar
in Cleveland, sponsored by Factory Mutual Engi-
neering & Research. Open to Factory Mutual-in-
sured members only, $495, Also Nov. 1619 in San
Francisco and Nov. 30-Dec. 4 in Dallas. Training
Resource Center for Loss Control Management,
Factory Mutual Engineering Corp., 1151 Boston-
Providence Turnpike, Norwood, Mass. 02062; 617-
762-4300.

OCT. 28. Business Interruption Insuranee con-
ference in New York, sponsored by Grower Con-
ferences; $165. Grower Conferences, 20 Endell St.,
London WC2H 8BD; 01-240-5931.

OCT 28-30. Techniques of Loss Control course
in Chicago, sponsored by the Risk & Insurance
Manag t Society; b $295; non-mem-
bers, $395. Also Dec. 24 in New York. Rebecca
Zimm, RIMS, 205 E. 42nd St., New York, N.Y.
212-286-9292.

OCT. 20-30. Radlation Protection of the Public
in a Nuclear Accident course in Arlington, Va,,
sponsored by the International Institute of Safety
& Health; $295; three or more from same firm,
$250. ISH, 5010-A Nicholson Lane, Rockville, Md.
20852; 301-984-8969.

OCT. 28-31. Longshoremen's & Harbor Work- -
ers’ Act Outlook 81 seminar in San Francisco,
sponsored by the Industrial Claims Assn. in coop-
eration with the U.S. Department of Labor; $250.
Jon W. Challoner, Seminar Chairman, Industrial
Claims Assn., 5862 Market St., Suite 1809, San
Francisco, Calif, 94104,

NOV, 14. Benetfits Processing Instituie pro-
gram in Williamsburg, Va., sponsored by the In-
ternational Foundation of Employee Benefit
Plans; members, $360; non-members, $435. [FEBP,
18700 W. Bluemound Road, Box 69, Brookfield,
Wis. 53005; 414-786-6700. ]
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Panama supports
reinsurance center

PANAMA CITY, Panama—The
Panamanian government will con-
tinue to support the development
of the International Reinsurance
Center in Panama City, President
Artistides Royo told the third In-
ternational Reinsurance Forum.

Mr. Royo invited reinsurance
companies that have not estab-
lished operations in Panama to do
so. “The government will continue
to provide incentives for the bene-
fit of this important enterprise,” he
said.

Founded in 1976, the Interna-
tional Reinsurance Center is now
made up of 18 international rein-
surance companies and nine rein-
surance brokers.

The forum, which attracted rein-
surance experts and executives
from around the world, was hosted
by the Panamanian Reinsurance
Union.

Industrial safety

MELBOURNE, Australia—The
Parliament of the Australian state
of Victoria is considering a bill that
would increase government au-
thority concerning safety and
health.

If passed, the bill could have an
immense effect on the state'’s indus-
tries, according to a newsletter
published by Sedgwick Pty. Ltd.,
an insurance brokerage firm head-
quartered in Sydney.

The legislation would require:

® The regulation of material
storage and handling.

@ The appointment of work-
place safety supervisors or commit-
tees.

® Nursing and first-aid facilities
in workplaces. The training of
emergency personnel and onsite
medical equipment also would be
supervised by the government.

® Certification of competency
for some types of workers.

Dominican risks

NEW YORK—The decision of
the president of the Dominican Re-
public to not seek re-election may
pose some risks for foreign busi-
nesses, according to a report com-
piled by Frost & Sullivan Inc.'s Po-
litical Risk Services division.

With President Antonio Guz-
man's decision not to run for an-
other term, the political tide in the
Dominican Republic is now run-
ning in the direction of greater re-
strictions on international business,
especially business in the United
States, the report says.

One continuing Dominican con-
troversy that affects foreign busi-
nesses is a proposal to restrict for-
eign mining activities. Frost &

' Sullivan says there is a 50-50

chance of such a law being enacted.
Frost & Sullivan is a New York-
based firm that publishes market

- analyses and industry forecasts.

Strict compliance

MEXICO CITY—Premiums on
Mexican insurance policies must be
paid within 30 days after the policy
inception date or the coverage will
be canceled, according to the Mexi-
can correspondent of Johnson &
Higgins International.

Although such a law has been on

RIMS elects head
in Massachusetts

BOSTON—Stefan J. Valovic, as-
sistant insurance manager of Stone
& Webster Inc. of Boston, was re-
cently elected president of the Mas-
sachusetts Risk and Insurance
Management Society for the 1981-
1982 term. ]

( worldwide )

the books for many years, the Na-
tional Banking and Insurance
Commission, part of the Mexican
Ministry of Finance, has decided to
enforee the rule, according to
Brockman y Schuh, J&H's corre-
spondent. The government has
hired extra inspectors to check in-
surance company records to make
sure the rule is followed.

To complicate matters for in-
sureds that do not pay premiums
promptly, canceled policies cannot
be reinstated; new policies must be
issued, according to Brockman y
Schuh. =

COUNT ONIT.

I
I
I
I
I
I

Your personal subscnptmn to Business Insurance is a |
fast, easy way to make sure you have full, factual and |
unbiased news and information on the constantly
changing world of loss prevention, risk financing and
employee benefit management every week.

52 Issues .

SUBSCRIBE TODAY
. A Full Year Is Only $30. Just 58¢

a Copy. Use the handy subscription card in th:s issue
or the coupon. Or phone 312-649-5221 if you're

in a hurry.

Business Insurance
740 Rush Street Chicago, IL 60611
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Fill in and mail to:

BUSINESS INSURANCE
740 Rush St., Chicago, IL 60611
Please:

0 enter, 0 renew, O extend my subscription to Business I
Insurance for: |

O 1 year $30. (J 2 years $55.

Canada. Pan Amierican and all other subscribers outside the
U.S. add $14 per year for surface postage. Europe and Middle
East only add $32 vear for air delivery.

0O Payment enclosed. O Bill me. O Bill company.
Charge to: [0 Visa.
O MasterCard (Interbank # ). !

Acct. # . Exp. Date I

Signature

Name

(please print)
Title

Company

O Home or
O Business Address

City State Zip

O | prefer not to receive information or advertising by mail from com-
panies not affiliated with Crain Communications Inc.

|
|
|
Nature of Business I
I
I
I
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The greater your risk, the more you
can lean on the Rock in Reinsurance.

Prudential Reinsurance has a
tremendous capability for han-
diing risks. In fact. we welcome
many risks other companies may
avoid, such as medical malpractice
and space ventures, What's more,
our reinsurance philosophy
extends further than just protec-
tion and pricing alone, We're
committed to long-term relation-
ships with our clients, contributing
in every way we can to the success
of their businesses.

We have a network of divi-
sions and offices both here and

abroad, all staffed with experts in
reinsurance. Experts who can give
you fast, flexible and personal
service. And each of our offices
has the ability to accept risks

up to $20 million,

Since we opened our doors
in 1973, we've moved up to fifth
place among professional reinsur-
ance companies in the United
States. And as a subsidiary of the
largest insurer in the United
States, The Prudential Insurance

- Company of America, we have the

capacity and wmpmrtwe ed qe Io

The Rock in Reinsurance

I/

The Pr udential |

meet the growing reinsurance
challenges of the future.

So whether your questions
concern treaty, facultative, captive
or surplus lines, come to the Rock

in Reinsurance for a reassuring
answer. For a copy of our annual
report and a list of local offices,
call or write Robert G. Murray,
Prudential Reinsurance Co.,

213 Washington St., Newark,
I\IJ 07101, (201) 877-2083

» Pmdentlal Re

rance Company of America
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WHY IT'S GOOD BUSINESS TC HAVE RANGER'S
SPECIALIZED PROTECTION

Ourkind of

specialization means a
more knowledgeable
handling of our customers’
insurance needs.

The dictionary says that to specialize is“td concentrate one's
efforts in a special activizy or field ... " That’s just what we
have been doing for many years — providing spec:alized
products and services to our customers on the best possible
basis at all times.

'00 RANGER

INSURANCE COMPANY
v A Subsidiary of

JCY
Anderson Clayton
Atlanta * 404-457-7211 (P.O. Box 105028) 20348
Denver * 303-779-8383 (P.O. Box 3155) 83111
Houston * 713-622-6500 (P.O. Box 2807) 77001
Kansas City * 913-649-5500 (P.O. Box 8650} 64114

THE SPECIALISTS

Two insurers
fined $8,200

TALLAHASSEE, Fla.—State In-
surance Commissioner Bill Gur.ter
has assessed two Hartforc, Conn,,
insurance companies admin:stra-
tive penalties totaling more than
$8,000 for alleged v:a_ations of
Floridz law.

Aetna Insurance Co. agreed to
pay $€,200 and Aetna Fire Un-
derwrizers Insurance Corg. agreed
to pay $2,000 for sever:zl alleged
violaticns uncovered by the Flor-
ida Insarance Departmert investi-
gators during examinzticrs of the
twe ccmpenies’ business in the
state las; year.

Mr. Gunter charged both Aetna
Insurance and Aetnz Fire Un-
derwrizers with failing wc kave pol-
icy renewa's countersigned, us:ng
unlicensed claims adjusters and
failing to put rate redu:ztions for
certain coverages into effeet on the
correct.date.

In adcition, Aetna al.sgedly used
certain rates, rules and policy
forms that were not filed ‘with the
Florida Insurance Departx.ent, Mr.
Gunter charged.

The >ompany also allegedly ap-
plied premium credits incorrectly
and refused without adequate justi-
ficatior to :nsure certaim casualty
risks, Mr. Gunter said.

Aetna Fize Underwriters alleg-
edly wrote several automobils in-
surance policies containirg unin-
sured motorist limits diZfe ~ent from
those that the insureds -zs speci-
fied.

Agrezment by the companies to
pay the administrative pzralties is
for settlement purposes only and
does nct constitute an admission of
guilt, the insurance commissioner
said. @

growing pains
: & 2 I

' Chaney | McVeigh

New coverage can help
small firms fight suits

By LEN STRAZEWSKI

SAN FRANCISCO—WHhen a big corporation sues a small business,
who is the likely winner?

If the little guy can afford the legal battle, he's got a chance. But
many firms can’t afford expensive legal action, and many causes of
small-business lawsuits and other legal actions, including contract
disputes, landlord/tenant relations, regulatory battles and employ-
ment practices complaints, are not covered by general liability insur-
ance.

The threat of lawsuits is a classic small-business complaint, but
ISU Cos., an insurance agency franchise group based in San Fran-
cisco, says it has a new insurance policy that may fill some of the key
gaps in a small business’ legal protection.

The coverage is called defense and judgment insurance and can
provide up to $100,000 in legal defense reimbursements and up to
$50,000 in legal judgment reimbursement for firms with up to 100
employees. The policy is underwritten by Lloyd’s of London, mar-
keted by surplus lines brokerage NAS Ltd. and sold by ISU fran-
chise agents in California and Nevada.

It can't be aveided. But it can be analyzed and provided for.
We know the risks associated with :he oil and
maritime industries. We can provide immediate, high-limit
hinding coverage for your clients. And we can settle
claims locally.
If you're a licensed insurance|broker or agent.
call us.

NAS also sells a similar legal defense reimbursement insurance
package aimed at small firms through agents around the country,
but does not include insurance against judgments as an available
option (BI, May 25).

“What we found out in the early development of this policy is that
there are 477,000 small employers in just California that are ob-
viously too small to have their own legal department or staff attor-
ney,” explained Russell Chaney, ISU’s vp. “If we assume that Cali-
fornia represents about 10% of the United States, that means there
are nearly 5 million firms who are particularly sensitive to lawsuits
and civil legal action.

“For these firms, even a nuisance suit can be dangerous. Our re-
search shows that even a complaint without a lot of substance needs
seven to 20 hours of legal work for a response. At $100 an hour, this
can be quite a burden for a small employer, He may not have a lot of
these lawsuits, but when they come, they can hurt,” Mr. Chaney
explained. :

Research conducted in California shows 208,000 civil lawsuits filed
against small firms, added Donn McVeigh, ISU’s vp of risk manage-
ment. “There’s no national figure available, but if we can extrapolate
again and say that California is about 10% of the nation, that means
that there are 2 million lawsuits of this type every year.

“A lot of suits relate to the product workmanship of a small
manufacturer, which isn't covered under ordinary product liability
insurance or professional actions for which a small firm might not
buy professional liability coverage. Customers don't even have to be
dissatisfied to sue,” Mr. McVeigh said. “Many small businesses just
don't defend them.”

Small firms are also hit with a variety of other complaints that can
force legal response, including Equal Employment Opportunity
complaints, Occupational Safety & Health Administration violations
and antitrust or restraint of trade complaints, Mr. Chaney added.

The defense and judgment policy covers all civil litigation except
class action lawsuits, lawsuits involving the use of an automobile and
workers compensation complaints that are filed under workers com-
pensation laws and worker compensation policies. The optional
judgment coverage, available only with the defense insurance, ex-
cludes punitive damages.

“We designed the coverage specifically to protect small firms from
the occasional nuisance lawsuit and complaint that doesn't happen
very often but is expensive to defend,” Mr. McVeigh said. “The pol-
icy operates as a reimbursement, like a major medical plan, for legal
problems.”

“Rating was a particularly hard issue for us to calculate,” noted
Mr. Chaney, “because basically there is no track record for this kind
of coverage for small businesses. So we don't rate by industry or
professional class. Rates are based on the limits a firm chooses, its
size, annual sales and how much it already pays in property/casualty
insurance premium for other coverages.”

A 60-person manufacturing firm earning about $3 million in an-
nual sales and paying a $20,000 annual insurance premium would
pay about $6,000 for $75,000 in defense costs coverage and $20,000 in
judgment reimbursement, he said.

The coverage is only available from ISU agents in California and
Nevada, but can be purchased by out-of-state firms from ISU agents
who hold surplus lines licenses for other states, according to Mr.
kChaney.
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Asbestos maker, insurer
differ on liability theories

HOT SPRINGS, Va.—Tort law
and the U.S. legal system can't
handle the flood of claims from as-
hestosis and asbestos-related dis-
=ases, two liability experts told the
Federation of Insurance Counsels
here.

“The solution of the problem
cannot be found in the courtroom,”
said William E. Bailey, senior vp
and claims counsel for Commercial
Union Insurance Co. “There are
70,000 to 80,000 asbestos cases each
year and 12,000 to 15,000 of the
plaintiffs will die.

“We need legislation that will
pull this problem out of the tort
system, allow the insurance indus-
try to do its job of writing insurance
and still stay in business and pro-
vide some form of compensation to
people who 30 to 40 years ago had
no idea that they’d.contract asbes-
tosis,” he said.

Dennis Markusson, general
counsel for asbestos manufacturer
Johns Mansville, agreed that the

asbestos and insurance industries

need legislation to get them
through the asbestos liability crisis,
but argued in favor of wide liability
for insurers.

Insurers on a firm's risk at the
time employees were exposed to as-
bestos should be responsible for
paying claims, Mr. Markusson said.
This exposure theory of liability
has been widely argued in various
court cases involving asbestos and
other occupation-related diseases.’

“Exposure is the law,” Mr. Mar-
lkusson said. “You don’t have to be-

A

William E. Bailey
of Commercial Union

ieve it or like it. It is the law. And
15 soon as everyone in the insur-
ince industry accepts that, the bet-
er off we will be.

“It’s time to put aside debate and
levelop new and innovative ways
o handle toxic substance litigation
vhich will proliferate in the 1980s
ind 1990s.”

“The exposure theory does great
riolence to the basic principles by
vhich we write our business and
:xtend coverage,” Mr. Bailey re-
ponded. “No insurer today will
vrite an exposure policy. Using the
xposure theory, if bodily injury
neans inhalation of one asbestos
iber, there are millions of current,
"iable claimants who need only get
n attorney.”

Mr. Markusson argued that fol-
swers of the manifestation theory
iave to go outside contract lan-
uage to prove their case. Insurers
oint to statute of limitations,
rorkers compensation cases and
.ealth insurance cases, he said, but
he examples all reflect social or
tatutory policy that does not exist
1 a contract between insurer and
olicyholder.

“I also know that the Insurance
ervice Office in analyzing the cur-
=nt comprehensive general liabil-
y policy stated that ‘if injury re-
alts from cumulative exposures
ver a period of time, it will be cov-
red by all policies providing cov-
rage during periods of exposure.’
low much more clearly can you
‘ate 1t?" Mr. Markusson asked.

Mr. Bailey disagreed, further in-
terpreting contract law. The first
principle of contract law, he said, is
that you must take all the terms of
a contract and interpret them as an
integrated whole. An insurance
contract contains a date, a stated
premium and a limit to the length
of time an insurer assumes a risk.

“The exposure theory,” he de-
bated, “is not only legally incorrect,
but also violates fundamental con-
cepts of insurance law. It is a disas-
ter for the tort system.

“No matter how much coverage
you have, it isn’t going to bail you
out. And, it is medically wrong. It is
not the exposure to the preduct that
causes asbestosis, but the body's in-
ability to develop an immunity to

If you are
even thinking

about a Captive,
don't do anything
until you

talk
to us.

Risk

Scor Risk offers you a unigue opportunity
to evaluate, to implement and
successfully manage a Captive for your
company or group.

* Scor Risk is not a broker and we do not
sell insurance; therefore, our view is
totally objective.

-« \We are specialists with successful
“hands on” experience managing
Captives,

* We maintain management facilities in
Bermuda and the Cayman islands.

- = We are part of a worldwide organization

Scor}

with many resources to draw from.

“For information, contact Tom Miller.

SCOR RISK MANAGEMENT, INC.

" P.O. Box 220032 - Dallas, Texas 75222
. (214) 659-5891 - WATS: 800-527-5855

the disease,” he said.

NO HOLDS

BARRED

Left to right: Fil Coooer and Foy Watson, Vice Presidents; Don Wil-
kinson, (CLU), Regionzl Manager, Knoxville; John Aggen, Regional
Manager, Chicago; Tom Tucker, Regional Manager, Ailanta; Bob
Anderson, Regional Manager, Cincinnati. .

This is Provident's Group Field
Advisory Council. This council is
made up of senior, highly qual-
ified field managers with over 50
years of combined experience.
The council meets regularly with
Provident's home office manage-
ment in a no-holds-barred give
and take session.

We want to know what is hap-
pening in the field and what we
can do to improve our opera-
tions. Provident's Group Field
Advisory Council provides us
with first-hand information that
helps us serve our customers
better.

Provident’s council is a source of
new ideas and innovations. This
regular flow of new ideas helps
insure Provident’'s leadership
role in the group insurance field.
Provident is proud of its Group
Field Advisory Council and the
important role it plays in helping
us do a better job for you.

PROVIDENT
LIFE RACCIDENT

INSURANCE COMPANY
CHATTANOOGA, TN 37402
GROUP DEPARTMENT
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Robert Vairo elected president of USIG

(_comings & goings: industry )

Robert J. Vairo has been elected
president and Frederick H. Jarvis
has been elected chairman of U.S.
Insurance Group of Morristown,
New Jersey.

Mr. Vairo re-
. places Mr. Jarvis
as president. Mr.
Vairo joined
USIG in 1975 as
vp of under-
writing and was
promoted to sen-
ior vp in 1976.

Mr. Jarvis
succeeds Crum
& Forster Chair-
man B.P. Rus-
sell, who continues to serve on the
USIG board and executive and fi-
nance committees. Mr. Jarvis con-
tinues as USIG's CEO.

USIG is a Crum & Forster orga-

Vairo*

nization that wrote more than $900
million in premiums in 1980,

Other insurer changes:

The Continen-
tal Insurance
Cos. appointed
| Thomas C. Di-
| latush assistant
vp and director
of organization
planning in the
property/casu-
alty division.
William C. Nail
appointed
branch manager
of Continental's Kansas City, Mo.,
office.

Malcolm H. Leggett appointed

e

Jarvis

senior vp of CU Special Risks, the
Commercial Union Insurance Cos.
division that handles large and
unique -commercial accounts, in-
cluding international risks.

Harvey J. Hurd appointed resi-
dent vp of INA Underwriters In-
surance Co. and its subsidiary, Pa-
cific Employers Insurance Co. Mr.
Hurd was also named general man-
ager of the new INA office in
Houston. Morgan Davis also ap-
pointed resident vp of INA Un-
derwriters Insurance Co. and its
subsidiary, Pacific Employers In-
surance Co.

Mario S. Costa Duarte named
manager of the AFIA office in Sao
Paulo, Brazil.

Reinsurers

Robert Huntley named presi-
dent of Folksamerica Reinsurance.
Mr. Huntley had been vp of under-
writing for Folksamerica.

Commercial Union Reinsurance
Co. has named Paul Walther sen-
ior vp of assumed reinsurance op-
erations.

Robert G. Morgan named re-
gional ‘marine manager for North
American Reinsurance Corp. at
North American’s Houston office.

Robb Peglar named vp of John
F. Sullivan Co.'s New York office.
Michael D, Elliott named vp at
Sullivan’s Seattle headquarters.
John F. Sullivan is a reinsurance
intermediary.

Scott L. Warman appointed cas-
ualty facultative manager of the
Buffalo Reinsurance Co.'s Chicago

r—
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Allamta
(404) 266-8555

Detroit
(313) 963-7084

Pittsburgh
(412) 232-0430

C] wearen't THE e

SPECIAL cPROG:RAMS
it’'s not because we don't

workatit!

Here’s what “expert” on Special Programs
means at STEWART SMITH —

e First, it’s being on the ball. Knowing what's
needed. That's how we originated several
‘special insurance coverages. And, since

we put them together, we know the

most about them.

¢ Then, there’s knowing the best markets and
working with them for years. We manage

our Special Programs on behalf of insur-
-ance carriers of unqualified stability.

e Qur experience with these programs is over
so many years, there’s hardly a risk
problem we haven’t solved.

® Further, we continually evaluate the nature
and extent of this protection, and make

If “expert” means to you what it does to us,
get in touch with us on any or all of the
following liability programs:

Ditectorskandl@fticers?
SehooFROardNPIblic @tficial®
FawlEnforcementi®fficers
EidteianyiEmployeelBenetits

SIBW" rt l‘smltll\g

‘Member Stewart anhtmn insurance Group

Boston Chicago
{617) 4260615 {312) 236-7333
Las Angeles New York
(213) 382-6201 (212) 964-2929
San Francisco Teaneck, Nj
(#15) 7779766 (207) 569-5680
Montreal Toronto

_(514) B76-2811 . (416) 366-6561

xperts on

improvements.

Dallas
{214) 5&8—1051

Philadelphia
(215) 925-0432

Washington, DT
(202) 466-3810

branch office.

RFC Intermidiaries Inc. has an-
nounced the following staff
changes: Neil F.
Lauzon named
vp and faculta-
tive manager in
New York;
Gloria M. Sas-
turaim-Kessler
§ named assistant

~ vp in the Los
Angeles head-
quarters; Lonna
A. Bieniek
named assistant
vp in the Chicago office; George K.
Barnes named assistant vp in the
New York office; and Ronald J.
Smith named assistant vp in the
Hartford, Conn., office. RFC is a
wholly owned subsidiary of The
Continental Corp.

Lauzon

Other suppliers

Thomas E. Crowley Jr. joined
Michigan Claim Service Inc. as sen-
ior general adjuster.

Mario Caldarone appointed di-

visional manager of group benefits
at the central division of Meidinger
Inc,, an employee benefits consult-
ing firm in Louisville, Ky. Judi
Ryce named manager of corporate
communications in the marketing
department at Meidinger Inc.
" R. Patrick Donnelly named vp
of RKC & Co., a consulting/bro-
kering firm in San Francisco and
San Diego, Calif.

Agents/brokers

ISU Companies Inc. announced
four promotions: Peter B. Hawes
named executive
vp, chief execu-
tive officer and a
member of the
board of direc-
tors of ISU Com-
| panies Inc.;
! John P. Lowe
named vp of
sales; F. George
Gillman named
vp, controller
and treasurer;
and William Primozie¢ named
general counsel.

Mary Ann Little named vp of
Emett & Chandler of Northern
California in
San Francisco.
, Jan W. Pass-

more promoted
to CEO of Cor-
roon & Black-
Sanders & Sulli-
van, a subsidiary
of C&B in San
Jose, Calif.

Fred S. James
& Co. Inec. an-
nounced two
promotions: John P, Olsen ap-
pointed director of risk manage-
ment for the metropolitan New
York region; Frank D. Riehle
named head of the National Boiler
and Machinery Division of Fred S.
James.

David D. Batlett and Ross E.
Watson named vps of Fred S.
James & Co. of Caifornia in Irvine.

H.N. “Si” Seiwert named
vp/marine at Roanoke Interna-
tional Insurance Agency in Sar
Francisco.

Louis 0. Gys appointed to the
national Risk Mangement Services
Group at Rollins Burdick Hunter of
Missouri Ine. in St. Louis.

John Meinke has been pro-
moted to manager of the risk man-
agement department at Frank B
Hall & Co. of Missouri in St. Louis.

HBWGS

Little

Excess/surplus

Peter T. Conlon appointed exec:
utive vp of The Underwriters Inc.
a managing general agency in Mor
ristown, N.J. [
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Competition may hike health costs: Insurer

By DONALD E. L. JOHNSON

Large corporations’ health bene-
fit administrative costs could rise
more than health care costs would
be reduced under a price-competi-
tive health care system, Lawrence
B. Huston Jr., assistant vp of Aetna
Life & Casualty Co. told a meeting
at the American Hospital Assn.’s
annual convention in Philadelphia.

And small companies, he
warned, could drop health benefits
altogether rather than comply with
new federal regulations,

The Reagan administration,
however, is moving to address the
concerns that corporate employers
and the American Medical Assn.
have about introducing price com-

petition and an accompanying set .

of new federal regulations to the
health care delivery system.

Dr. Robert B. Helms, deputy as-
sistant secretary for planning in the
Department of Health and Human
Services, told another group of hos-
pital and health care consultants
that the department is attempting
to write a bill that will use incen-
tives instead of regulations to pro-
mote price competition among
health insurers and among physi-
cians and hospitals.

Dr. Helms is staffing an HHS
task force set up by Secretary Ri-
chard 8. Schweicker to draft the
department’s proposed legislation.
Mr. Schweicker was scheduled to
receive the task force report last
week.

His recommendations will be re-
viewed by David Stockman, direc-
tor of the Office of Management
and Budget, before they are sub-
mitted to President Reagan.

The administration's legislation,
which is likely to focus on reform-
ing the Medicare reimbursement
system rather than revamping the
entire health care delivery system,
s expected to receive serious con-
gressional attention early next
year.

Under pro-competition legisla-
tion already before Congress, most
employers would be required to
offer their employees a variety of
high- and low-cost health care ben-
afits from more than one federally
qualified insurer,

This means an insurer would
have to market its plans to clients’
employees in competition with
other insurers instead of capturing
A company's entire workforce by
closing one sale to an employee
benefits manager.

“In the view of insurers,” Mr.
Huston declared, “multiple choice
(among health care benefit plans
and providers) is not needed to en-
courage competition among car-
riers. Such competition continues
to be fierce among approximately
400 insurers, 70 Blue Cross plans,
224 HMOs and a variety of other
nsured and uninsured arrange-
ments.”

Unions also oppose the multiple
choice provisions of pro-competi-
tion bills before Congress, but they
are making an even bigger issue of
the politically explosive parts of the
oills that would make costly health
senefits plans partially non-tax de-
iuctible for employers and par-
ially taxable for employes.

Obviously aware of that opposi-
ion, Mr. Huston asserted that “a
1ational medical tax cap discrimi-

Safety certification
testing dates set

The Board of Certified Safety
>rofessionals will hold its profes-
ional designation examinations on
day 22 and Oct. 16, 1982. Deadline
or applications are Jan. 15 and
‘une 1.

For information contact BCSP,
01 8. Sixth St., Suite 101, Cham-
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nates in favor of those who live in
high medical cost areas. Regionaliz-
ing this tax cap would tend to mini-
mize this discrimination, but it
would increase the complexity of
administration.”

Also, he said, “A tax cap may not
change consumer behavior, but it
would be an important potential
source of federal revenues. A tax
cap would be inconsistent with the
political climate, which calls for
lower taxes.”

Early this month, the White
House, which apparently had not
been fully briefed on the various
bills and the economic theories be-
hind them, said it would do nothing
to raise taxes by taxing health care
benefits. The White House spokes-
man was responding to a front page
story in The Washington Post that
ran under a headline saying the ad-

ministration wants to tax health in-_

surance benefits.

Since then, however, reports that
President Reagan may have to in-
crease some taxes to balance the
budget by 1984 have undermined
that White House staternent.

Dr. Helms told a meeting in Phil-
adelphia sponsored by the Ameri-
can Assn. of Hospital Planners that
tax subsidies of health care benefits
will total $28 billion in fiscal 1983.

This will include $21 billion in
tax-exempt employer-paid health
insurance premiums and employ-
ers’ tax deductions for those ex-
penses, up from $14.5 billion in
1980, he said. In 1983, workers
would pay another $7 billion in So-
cial Security taxes if currently tax-
exempt health insurance premiums
became taxable, he predicted.

Virtually all of the pro-competi-

tion bills “would dramatically
change the way we do business,”
Mr. Huston conceded. Indicating he
was speaking for the Health Insur-
ance Assn. of America, he said,
“We're also concerned about legis-
lation designed fo increase compe-
tition among third-party payers,
unless such competition is accom-
panied by the removal of barriers
to free and open competition
among all private health insurers.
“These payers include self-
payers, self-insurers, Blue Cross,
HMOs and employer and union un-
insured plans. These barriers to
competition could be removed by
requiring that charges be equitable
to all private sector employers, by
eliminating inequitable patient dif-
ferences among payers and by eq-
uitable regulation of all payers.”
Besides appealing to employee

benefits managers’ fears that pro-
competition legislation would bring
new regulations that would make
their lives more complex and com:-
municating employee health bene-
fits more difficult, Mr. Huston
touched on some of concerns of the
hospital administrators in his audi-
ence.

If some companies withdraw
health benefits, for instance, Mr
Huston warned, hospitals’ bac
debts will rise. He touched on the
fear among some teaching hospital:
that their services are too costly tc
be price competitive and predictec
that inner-city hospitals would be
at a disadvantage unless some new
way could be found to reimburse
them for indigent care.

L}

Donald E. L. Johnson is editor o]

Modern Healthcare.
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the first

vision care plan for people who
can't see wasting money.

If you'd like an inexpensive yet popular
way to improve your benefits package,
look into John Hancock’s VisionCare. It’s
a unique coverage that supplements
your existing group program by providing
routine diagnostic and corrective eye care.
VisionCare gives you the expertise in
claims systems that you've come to expect
from John Hancock. In fact, our exclusive,
on-line claim processing and certification

system virtually eliminates employer paper-
work altogether. What’s more, VisionCare
is backed by a growing nationwide
network of over 10,000 vision care

professionals.

For a closer look at John Hancock’s
innovative, low-cost Group VisionCare
Plan, send in the coupon below. Or
call Paul H. Gregg, Vice President, at

(617) 421-6205.

I want a closer look at VisionCare. Please send a brochure to:

Company
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City

State

Zip

Mail to: John Hancock c/o VisionCare, T-54, P.O. Box 111, Boston, MA 02117,

Mmré Mutual Life Insurance Company

Boston, Massachusetts
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McBride takes post
with school district

L.A. “Mick” McBride has been
appointed coordinator of risk man-
agement for Unified School Dis-
trict 259 in Wichita, Kan. He will
be responsible for all purchasing of
property/casualty insurance, ad-
ministration of a self-funded group
health program, risk identification
and analysis and loss-prevention
and safety programs administra-
tion. Mr. McBride has a bachelor of
business administration degree
from the University of Iowa and a
master of business administration
degree from Mankato State Uni-
versity. He was previously a com-
mercial lines underwriter with the
Great American Insurance Co,

LI

Monsanto Co. in St, Louis, Mo,
has made three changes in its risk
management department. David
A. Stryker, formerly liability in-
surance manager, has been ap-
pointed insurance manager. He
will become more involved with
the expansion of the company’s
subsidiary insurance companies.
Mr. Stryker holds a law degree and
a bachelor's degree in business ad-
ministration with a concentration
in insurance, both from the Uni-
versity of Iowa. He has held a vari-
ety of risk management positions
since joining Monsanto in 1976.
Monsanto has also appointed Geor-

comings &
goings: buyers

gene F. Grimm liability insurance
manager. She is currently property
insurance supervisor. Mrs. Grimm
holds an bachelor’s degree from
Washington University in St. Louis
and had considerable insurance ex-
perience before joining Monsanto
in 1977. Glenn E. Hogan has been
appointed property insurance man-
ager. Mr. Hogan joined Monsanto
Aug. 17. He was awarded a bache-
lor of science degree from Wash-
ington University and a master’s in
business administration from St.
Louis University. Mr. Hogan has
extensive property insurance expe-
rience, most recently with the in-
surance brokerage firm of Corroon
& Black. All three will report to
Robert E. Toth, director of risk
management.

. .

We'd like to report on staff changes in
your risk management or employee
benefits department. Just drop a note
to Stephen Tarnoff, Associate Editor,
Business Insurance, 740 N. Rush St.,
Chicago, Ill. 60611 or call 312-649-
5482.

business
insurance

INSURANCE SERVICES GUIDE:

readers looking for services.

turn to page 76

More letters

Continued from page 8
may allow a corporation to get out
from under its unfunded pension

liabilities for 30% of its ret assets,

but Title I gives any plan partici-
pant, beneficiary or retiree a cause
of action to recover lost benefits
from irresponsible fiduciaries.

In this case, AlloyTek has taken
care of current and future employ-
ees by establishing a new plan, but
without knowing more, I am won-
dering what is going to happen to
retirees who are currently receiv-
ing benefits from the plan that is
being terminated. Specific breaches
of fiduciary duties that may have
occurred in this case include, but
are not limited to, the following:

@ Failure to discharge duties in
respect to the plan solely in the in-
terest of the participants and bene-
ficiaries for the exclusive purpose
of providing benefits for partici-
pants and their beneficiaries.

e Failure to discharge duties
with respect to a plan solzly in the
interest of the participants and
beneficiaries in accordance with
documents and instruments gov-
erning the plan. ;

e Dealing with the assets of the
plan in his own interest or for his
own account.

¢ In his individual or any other
capacity (for example, corporate
executive or corporate stock-
holder), act in any transaction in-
volving the plan on behalf of a
party (the corporation) whose in-
terests are adverse to the interest of
the plan or the interest of its partic-
ipants or beneficiaries.

Because I think AlloyTek's ac-
tions are so egregious, I am
forwarding a copy of this letter to
both the Department of Labor and
the PBGC for their consideration.

Finally, AlloyTek and its legal
counsel may be interested in a case
decided on April 16, 1980, by the
U.S. District Court for the South-
ern District of New York, in which
the court held that an employer
may be liable to his former em-
ploees for benefits due under a ter-
minated pension plan, even when

the employer has met his obliga-

tions to tae PBGC under Section
4062 of ERISA.

Charles A. Pillsbury

‘ Attorney

New Haven, Conn.

Workers comp
analysis faulty

To the editor: We find deficien-
cies in the analysis made by Robert
Willar in his comments on Califor-
nia workers compensation divi-
dends (BI July 13).

Mr. Willar is reported as saying
that an insurer’s dividend paying
record is important and that the
numbers are sensitive enough to
show significant differences in
payouts between insurers consis-
tently in -he top and bottom halves
of the chart.

Such statements are unfair to
some of the insurers in his analysis
and portray a lack of full under-
standing of policyholder returns.

Western Employers presents a
case to il ustrate the erroneous as-
sumptions. From Mr. Willar's anal-
ysis and statements, one could as-
sume that Western Employers’ per-
formance to policyholders was poor
and likely to continue poor since it
has been consistently in the bottom
half of th= group.

Any analysis based solely upon
dividend returns made by Califor-
nia worksars compensation insurers
is faulty 2ecause dividends are not
the sole “orm of premium returns
to policyholders. Another signifi-
cant return is that generated by
contractaally guaranteed retro-
spective premium calculations
made eigat months after policy ex-
pirations.

Not all insurers write the same
proportionate share of retrospecti-
vely rated programs. Some of the
insurers listed write few if any
such programs that guarantee the
policyholder the return. Retrospec-
tive returns significantly affect the
amount of dividend return. West-
ern Employers Insurance Co. is one
of the largest writers of retrospecti-
vely rated workers compensation

Faster than you can say

SELF-INSURANCE
ADMINISTRATION!"

License B-137

Brown Brothers is on the move.

Brown Brothers’ almost 60 years adjusting claims for
self-insureds translates into fast action and professional
results. Whether you're a municipality in need of adjusting,

a government body looking for supervision, a private business
lacking statistical information, a transportation or utility
desiring loss fund administration (or any combination of the
above and more), give Brown Brothers a call. We're in
administrative action 24 hours a day, 7 days a week.

B: A\ Brown Brothers Adjusters

Home Office: 545 Sansome Street, San Francisco, CA 94111 » (415) 392-2825
TELEX: San Francisco—34-472 » Honolulu—63-4266 + Los Angeles—67-234

insurance policies in California.

Because of this, any comparisons
with other insurance companies on
dividend performance are mislead-
ing. Western's large retrospective
returns to many of its insureds,
when added to its dividend returns,
result in the dividend potential on
those accounts. Mr. Willar ignores
this in his analysis as well as other
circumstances that distort an in-
surer's performance. Based upon
total policyholder returns, Western
Employers will rank among the top
10 companies in premium return
performance.

Distortions can also occur if the
time period over which the analy-
sis is made is not sufficient to allow
the effects of poor loss reserving to
be fairly reflected in the analysis. A
three-year period is not sufficient
to allow for the maturation of such
practices.

We urge policyholders to do sev-
eral things in selecting insurers:

® Review the quality of services
offered, particularly claim services
that can affect the most significant
portion of the premium.

® Examine total returns to poli-
cyholders and particularly the per-
centage of accounts written on
guaranteed retrospective plans
rather than the uncertain promise
of a dividend.

® Review dividend payouts over
a long-enough period, generally
five years, to eliminate any distor-
tions caused by over or under re-
serving.

Even with this, it is difficult to
make a totally fair analysis since
some companies segregate their
participating policies into a sepa-
rate company.

Dividends or the promise thereof
are too complex to be used as a
sound method of evaluating insur-
ers. The most effective method is
for the buyer to carefully analyze
the quality of services rendered by
insurers that it is considering.
Quality services will reduce the
premium through the experience
modifier and, when combined with
the contractually guaranteed re-
turn of a retrospective program
and a superimposed dividend plan,
the buyer reaps better long-term
results than through a purchase
based upon a simplistic, perhaps,
naive, dividend analysis.

Allon J. Greene

Vp of special risks

Western Employers Insurance
Santa Ana, Calif.

Ownership can be
a crucial factor

To the editor: Several statements
by T. Joe Byrd in the July 13 issue
concerning Broad Form Property
Damage coverage deserve further
comment.

Mr. Byrd indicated “the courts
have generally held that property
constructed on premises not owned
by the insured shall be considered
owned by the insured until the
construction is accepted by the
owner. The BFPD endorsement
excludes damage to property
owned, occupied or rented to the
insured.”

The question of ownership is
crucial in interpreting BFPD cov-
erage. However, this question is
generally resolved by reviewing
the construction contract. Most
construction contracts (for exam-
ple, American Institute of Archi-
tects standard General Conditions,
Document A201) call for periodic
progress payments to the contrac-
tor. Ownership of the work/prop-
erty covered by these progress pay-
ments generally transfers contrac-
tually to the building owner at the
time of acceptance as evidenced by
the progress payment.

Therefore, BFPD coverage often
will apply during the course of con-
struction.

Jack P. Gibson, CPCU, ARM
Consultant

RIMCO Risk Management Inc.
Dallas
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MET sharks return,
and government
should start fishing

By JERRY GEISEL

WASHINGTON—The sharks are circling again, attracted by the
scent of fresh blood in the troubled health insurance waters.

Tens of thousands of small employers and individuals, buffeted by
soaring health insurance costs, are being lured again into financial
arrangements known as self-funded multiple employer trusts.

The METSs promise comprehensive health in-
surance coverage at a reasonable cost. But that is
a promise that hasn’t always been kept. The col-
lapses of the Northwest Assn. of Independent
Businesses in Boise, Idaho, and the American
Federation for Labor & Business Employer Ben-
efit Trust in Texas are only the most recent ex-
amples of METs that have filed for banruptcy
(BI, Sept. 7).

METs usually are organized by third-party
administrators with marketing backgrounds. An
army of agents recruit new members who often
are individuals working at firms that don'’t offer
group health insurance plans or small employers
who say they can't afford to buy health insur-
ance from insurers. The administrators are supposed to set rates,
collect premiums, establish sound reserves and pay out claims.

MET promoters say the trusts are a way individuals and small
employers can obtain health insurance at affordable prices. State
regulators, though, say the METs are nothing more than unauth-
orized insurers and have moved to shut them down.

Geisel

This isn't the first time time that controversy over METs has
erupted.

The problem began in 1976 when the Illinois Department of Insur-
ance ordered Old Republic Life Insurance Co., a major insurer of
METS, to get out of the multiple employer trust business because of
financial problems.

- Some of Old Republic's former METs reorganized themselves as
self-funded plans, while new self-funded METs sprang up about that
time,

The self-funded METs filed with the federal government as em-
ployee benefit plans and argued that the Employee Retirement In-
come Security Act pre-empted state regulation of them,

The Labor Department, however, didn't set standards for the
METs and failed to clarify their status for regulation. The METs in
some cases filed suit to block state regulation, creating a regulatory
void.

In this void, the sharks grew bold and attacked. They were among
those who set up dozens of METs around the country governed by
neither federal nor state regulation. As many as 2 million people
may have been enrolled in METs during their peak in 1977, accord-
ing to one MET promoter.

But tragedy soon struck. With some METs paying as much as
85% of first-year premiums for agent commissions, little money was
left to pay claims.

The collapse of Welfare Assn, Trust and the National Multiple
Employers Foundation in California in 1977 alone left thousands of
people stuck with as much as $7 million in unpaid health insurance
claims.

State and federal regulators, though, won court victories that ena-
bled them to shut down METs. And MET operators, uncomfortable
in the glare of publicity, began to pull out of the field in late 1977 and
1978.

But the MET sharks are back, according to state regulators. With
health insurance costs soaring again, individuals and small employ-
ers make easy targets for promoters promising high coverage at a
low cost.

What makes this latest round of MET problems so discouraging is
that some of the hustlers who skimmed MET premiums in the late
1970s are back setting up new METs, according to state insurance
regulatprs.

“We go after one guy, and he simply hops to the next state,” one
state official complained.

To prevent a new national health insurance scandal, more state
and federal action is needed.

Labor Department officials have to issue MET rulings faster and
publicize their decisions.

For example, the Labor Department didn't rule that Northwest
Assn. was not an employee benefit plan until October 1980—three
years after the MET was established.

State legislatures will have to appropriate more money to beef up
state insurance departments. Regulators in 21 states told the General
Accounting Office in 1979 that they lacked sufficient staff to ensure
consumer protection from insurance fraud. There is no evidence
that the situation is better today.

Operators of legitimate self-funded METs—those that are con-
trolled by employer-participants—have nothing to fear from
tougher regulation.

Everyone has an interest in getting the MET sharks out of insur-
ance waters. If more METs collapse, public confidence in private
health insurance is bound to decrease and result in a renewed call
for national health insurance—an uncomfortable prospect for bene-
fit managers, agents and insurers who favor the current private sys-

tem. - _) .
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RIMS to offer
finance course
in 2 locations

NEW YORK—The Risk & Insur-
ance Management Society will
offer its 24-day “Techniques of Fi-
nance and Accounting” course in
St. Louis and Houston during the
fall.

The course is designed to famil-
iarize risk managers with financing
techniques that have become im-
portant parts of their duties. It at-
tempts to teach finance techniques
to individuals with little or no ac-
counting background.

The first day of the seminar con-
centrates on basic principles of ac-
counting and corporate finance.
The remainder of the seminar will
be spent applying the accounting
and corporate finance techniques to
risk management situations.

Insurance cash-flow implications
and design and analysis of captive
insurance companies will also be
discussed.

- The course will be held in St.
Louis on Oct. 14-16 and in Houston
on Dec. 9-11.

The fee for RIMS members is
$295, and $175 for each additional
participant from the same com-
pany. The fee for non-members is
$395.

For more information contact
Rebecca Zimm, RIMS, 205 E, 42nd
St., New York, N.Y. 10017; 212-286-
9292, L]
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Where is Greenwood, Indiana?

The LEADING Benefit Consultants and Administrators know!
S0 do the LEADING Agents and Brokers!

WHY? Because of our diverse, competitive and expanding
portfolio of products and services.

B Stop Loss Insurance for Partially Self-
Funded Grougs - down to 10 Lives

B Stop Loss Insurance for Self Insured

B Catastrophic Disability Insurance
Lump Sum Payments for PTD
up to $1,000,000
Monthly Benefits up to $20,000

Employee Benefit Plans - 25 Lives or

more
Aggregate
Specific
Catastrophic

B Stop Loss Insurance for Self-Funded LTD

W Group Life & ADGD

Regular and Stop Loss

B Management Services for Self-Funded

Employee Benefit Plans

@ Errors & Omissions Coverage for
Claims Administrators

Data Processors
Attorneys

Actuaries and Pension Consultants

B Complete Package for Savings & Loan Assns
Bonds. D & O. E & O, K & R, Mortgage
Impairment, Safe Deposit, etfc.

B Product Extortion Insurance

B Professional Athletes' Coverage
Individual Players
Teams

B Reinsurance Services
Consultation
Treaties Ploced
Automatic or Facultative
Individual or Group’
Life or Health

FOR MORE INFORMATION ON ANY OR ALL OF THE ABOVE, CALL OR WRITE:

STEVEN P. STUCKY, C.L.U.
Senior Vice President-Marketing

BROUGHER AGENCY, INC.
Lloyd’s London Correspondent
P.O. Box BA1

Greenwood, Indiana 46142
(317) 888-3531/TWX 8102602230
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Group-owned insurer on firm footing

HAMILTON, Bermuda—In its
third year of operation, the group-
owned casualty insurer Corporate
Insurance & Reinsurance Co. Ltd.
more than doubled its net income
on a seven-fold increase in premi-
ums from 1978.

CIRCL's just released annual re-
port for 1980 shows continued fi-
nancial growth of the company and
details the underwriting methods
of the pioneer group-owned rein-
surance company.

The 14 owner-participants in
CIRCL in 1980 generated $35 mil-
lion in earned premiums under the
primary casualty insurance pro-
gram and $7.5 million in earned
premiums under the first excess
casualty program, producing net
income for CIRCL of $451,779.

The 67% increase in net income

includes increases in net earned
premiums; commissions earned on
premiums ceded and investment
income, which more than compen-
sated for a decrease in profits
earned on business writtten.
Earned profit participation fell to
$612.669 from $1.6 million because
CIRCL and its participants paid
their first loss in 1980: a $1.75 mil-
lion product liability loss by 3M Co.
Administrative expenses in-
creased in 1980 to $642,996 from
$431,560 in 1979 due to greater ac-
tivity, more staff, new offices and
inflation, the annual report says.
Shareholders’ equity increased to
$3.9 million from $3.5 million.
Some $2.4 million was available to
pay policyholders’ dividends.
CIRCL was formed in 1977 by
eight companies to provide up to $5

TheWetzel
ompany,
xcess and
urplus Lines
einsurance,
reatyand

acultative

On|y through
Agents, Brokers &

Insurance Companies

PO Box 66452
Houston, lexas 77006
713/593:3003: Telex 76-2053

Inc.

million of excess liability insurance
for its members by pooling and re-
distributing the risks of the mem-
bers’ captive insurance companies.
A primary casualty program, simi-
larly structured, was developed in
1978 (see charts).

The annual report details how
the casualty programs function.

The excess casualty program
provides coverage for umbrella,
first-layer excess and buffer-layer
coverages for general liability, auto
liability and workers compensation
over a minimum primary layer or
self-retention of $250,000. Rates are
set by the lead underwriter, chosen
by the participant. The lead un-
derwriter must assume at least 10%
of each risk.

CIRCL then retains 10% of each
risk and reinsures 90% to the par-
ticipants’ captives in proportion to
their premiums. The 3% commis-
sion to CIRCL for administering
the treaty increased to 4% in 1981.

CIRCL holds the reinsurers’ pre-
miums and loss-reserve funds with
investment income earned credited
to reinsurers. The profit participa-
tion plan provides dividends to.in-
sureds with favorable experience.

The profit participation provi-
sion requires reinsurers to pay
CIRCL 80% of gross underwriting
profit after allowing the reinsurers
4% of earned premiums for profit
and expenses.

Initially, 75% of the market pre-
mium is charged to the participant,
with the remaining 25% due if
losses exceed the initial premium.
Although re-rated annually, the
maximum premium increase for
adverse loss experience is 100% of
expiring premium.

The primary casualty program,
designed to cover primary and low
excess casualty losses that are fre-
quent, offers limits up to $1 million
per occurrence with an annual ag-
gregate of 250% of the standard
premium. A standard premium of
110% of expected losses is payable
monthly and subject to a retrospec-
tive premium adjustment with a
175% maximum and 50% minimum.

CIRCL reinsures 100% of the risk
to the captive insurance company
participants with no participant
reinsuring its own risk. The cap-
tives' shares of premiums and
losses are proportionate to the pre-
miums in the program. CIRCL
earns a 0.75% commission on the
premiums.

CIRCL's third year of operation
was one of consolidation, said
Duane Allen, a CIRCL director and
assistant treasurer of Hanna Min-
ing Co. Loss-reserving practices
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and the profit participation agree-
ment were finalized.

CIRCL also assured its auditors
of its loss-reserving practices, again
securing a clean audit in 1980. The
1979 clean audit had been hard-
fought because auditors questioned
the loss statistics upon which re-
serves for incurred but not re-
ported losses were based.

Despite competition from com-
mercial insurers, CIRCL lost only
one policy to competition, an excess
workers compensation policy.

CIRCL terminated in 1980 any
coverage for black lung risks under
its primary casualty program, not
retaining any of these risks. The
$4.8 million in premiums earned
for this coverage were paid to for-
mer policyholders after deducting
paid losses and expenses of $52,526.

The elimination of this premium
volume required a further adjust-
ment in the primary program,
which resulted in a decrease in net
premium to $35 million from $40.9
million in 1979.

However, CIRCL is studying a
present-value primary casualty in-
surarice program to handle claims
payable in installments over long
periods of time, like black lung,
and a property insurance program.

CIRCL's participation agreement
provides for a maximum of 25 par-
ticipants. The 14 current partici-
pants of CIRCL—12 of whom are
using the excess casualty program
and six of whom are using the pri-
mary program in 1981—include the
offshore insurance affiliates of The

Hanna Mining Co., International
Harvester Co., Ideal Mutual Insur-
ance Co., Charter Qil Co., 3M Co.
Archer Daniels Midland Co., Na-
tional Steel Corp., Owens-Illinois
Inc., Allegheny International Inc.
The General Tire & Rubber Co.
Alco Standard Corp., Wheelabra-
tor-Fry Inc., Sybron Co. and AO
Smith Corp.

Participation in CIRCL is open tc
companies that meet the standards
set by CIRCL and the approval o
75% of its directors. The standards
for participation are:

® A net equity of the paren
company of at least $200 million.

e Financial capabilities consis
tent with current participants.

e Ownership of a financiall;
qualified insurance company witk
a minimum net worth of $500,000.

® Purchase of 200,000 CIRCI
shares priced at current book valu
(about $280,000 at the end of 1980).

e Execution of the CIRCL par
ticipation agreement.

@ Placement of insurance in on
of CIRCL's insurance programs il
accordance with underwritin;
guidelines.

The structure for another group
owned captive for smaller com
panies has been designed but won'
be activated until 1982.

Free copies of the CIRCL annual re
port are available by writing Ri
chard 8. Thompson, President
CIRCL, Box 2002, Hamilton, 5, Be1
muda.
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Pollution coverage rules may be scrapped

Continued from page 1

waste division. But he adds this
provision becomes a moot point if
the agency drops the financial re-
sponsibility requirement.

“l would expect that if the
agency has a liability requirement,
they would have a self-insurance
provision as well,” Mr. Garland
said.

Should the EPA move to scuttle
the requirement, it will first have
to make a proposal, provide a com-
ment period of 60 days and then re-
view the comments before making
a final decision.

The OMB, which recently re-
viewed the regulations, played a
major role in these latest develop-
ments, according to one source.

After its review, the OMB “shot
back” the questions on third-party
liability mentioned by Mr. Field
and it had the effect of a cold
shower, said. Leslie Cheek, vp of
tederal affairs for the Crum & For-
ster group.

Based on his conversations with
EPA officials, Mr. Cheek said, the
agency's top officials thought they-
should “stay in tune” with the Rea-
gan administration’s philosophy of
keeping the federal government
minimally involved in matters that
may be handled by the states.

He also suggested that top EPA
officials may have made a “tactical
retreat,” dropping the financial re-
sponsibility requirement for the’
time being.

“My impression is that they have
in effect. made that decision,” he
said. “They won't say so flatly, but
that’s my impression.”

These developments present.
TSDF risk managers with “another
confusing delay in putting together
their programs,” said Lynne Miller,
president of Risk Science Interna-
tional, a Frank B. Hall & Co. Inc.
consulting subsidiary. in Washing-
ton.

The financial responsibility re-
guirements already have been de-
layed for almost a year, and Mr.
Garland at the EPA -expects that
the October and January deadlines
will have to be pushed back.

Both Ms. Miller and Mr. Cheek
maintain that the marketability of
pollution liability insurance will
not be affected any EPA decision.

Liability exposures for TSDFs

still exist, Ms. Miller said, and the-

“need for insurance is clearly
there.”

Mr. Cheek is confident that there
will still be a healthy demand for
his company's product, since “re-
sponsible facility operators’ are

aware of their exposures and will.
want coverage with or without a fi- |

nancial responsibility requirement.

Those facilities that can’t meet
insurance underwriting standards
probably won't be able to meet the
EPA's licensing criteria under the
Resource Conservation and Recov-
ery Act, he said.

The issue of financial responsi-
bility standards will surface again,
this time under the Comprehensive
Environmental Responsibility,
Compensation and- Liability Act,
better known as the Superfund.

Under this legislation, the EPA is
required—not simply authorized as
under RCRA—to establish stan-
dards that are “consistent with the
degree of risk associated with pro-
duction, transportation, storage and
disposal of hazardous substances.”

These standards must be set no
later than Dec. 11, 1985, Mr. Cheek
said. The EPA also must start li-
censing hazardous waste sites

under RCRA. He suggested that the -

agency hopes most of the poorer
sites will be closed down in several
years, leaving only the well-man-
aged sites once the standards are
fully operational.

The requirements.will not go
into effect until December 1988, he

said, and then must be phased in
over another three-year period.

“The full impact of the Super-
fundwill not be felt until 1991,” Mr.
Cheek said.

Reaction to the EPA’s decision is
varied, with sources saying they
are in favor of eliminating the fi-
nancial responsibility requirement.

The AIA, Mr. Kimble said, did
not actively lobby against the
RCRA requirement but has
strongly opposed such regulations
elsewhere when the issue has sur-
faced in federal legislation.

His organization believes that the
“whole concept is flawed” since in-
surance companies are placed in
the position of punishing “bad op-
erators” by denying them insur-
ance coverage, he said.

“It did come as a surprise to us
that there was a potential for eli-

minating this requirement in
RCRA,” Mr. Kimble said. “I have
to say that we're pleased.”

However, the Institute of Chemi-
cal Waste Management is “very
much opposed” to the EPA's deci-
sion, said its director, Dr. Reva Ru-
benstein, adding that the public
will be “shortchanged” if the re-
quirement is eliminated since it
needs to know that companies can
meet liability claims.

Dropping the requirements also

" makes the establishment of new

hazardous waste sites all the more
difficult, she says. Financial re-
sponsibility through insurance is
one important way of “cooling pub-
lic fear” about new sites.

The Assn. of State & Territorial.

Solid Waste Management Officials
agrees that elimination of financial

responsibility requirements will
lower public trust.

This standard would support the
states in their enforcement activi-
ties, said Director Norman H. No-
sencheck, without which the pri-
vate insurance market “will dry
up.ﬂ

Mr. Nosencheck pointed to the
considerable problems that states
have in opening new facilities and
says that without a financial re-
sponsibility requirement new sites
might be “impossible” to find.

He also disagrees with the Rea-
gan administration’s philosophy of
non-involvement in this particular

matter, saying that hazardous-

waste management is one area
where uniform federal require-
ments are nece .

Rep. John J. LaFalce, D-N.Y.,
whose congressional district in-

cludes the Love Canal waste site,
cites that catastrophe as a strong
argument in favor of financial re-
sponsibility requirements.

In a letter to EPA Administrato:
Anne Gorsuch, Rep. LaFalce says,
“The crisis at the Love Canal has
demonstrated the need to not onl¥
ensure that hazardous wastes are
handled in an environmentally
sound manner, but also that the
public be protected from the finan-
cial losses that will result from so-
called sudden and non-sudden oc-
currences.

“Protection ‘of the public, its
health, neighborhoods and liveli-
hoods requires that hazardous
waste operations carry sufficient li-
ability insurance,” he wrote. “The
imposition of federally mandatec
minimum standards is required tc
achieve this objective.” &

“We Listen Before We Speak”

(ToNeeds of the Ocean/Marine Industry)

BRI is a- different kind of brokerage
company. It's a company dedicated to the fact
that there are no standard solutions to insur-
ance needs. Each situation is unique unto itself
and we analyze it that way. That's why we offer
innovative rather than traditional answers.

We listen...and we respond with individualized .
solutions to your unique needs.

Yes, we've listened to the needs of the
ocean/marine industry. And we provide both
cargo and hull insurance, high limits on ware-
housing, block war, interruption of transit and
no time limitations from warehouse to-ware-
house, and additional coverages which are
needed.but not included under the standard
printed marine forms. Coverage is provided
domestically and through Lloyds of London.

But if you believe as we do that your

own situation requires
very special attention..

g

Talk To Us.

" BRI Coverage Corp.
156 William Street, New-York, N.Y. 10038 212-233-7171
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Goodrich starts Vermont captive rolling

.Continued from page 1

“] was always looking for a way
to integrate U.S. property insur-
ance to utilize a captive effec-
tively,” said Mr. Traver.

He had pulled domestic property
risks out of the company’s Ber-
muda captive in 1979 because he
found self-funding and purchasing
excess insurance more economical
than insuring them with Risktech
Insurance Ltd. (BI, April 30, 1979).

Now, however, the freedom
from rate and form regulation pro-
vided in the United States only
under Vermont’s captive law,
signed last April, offers Goodrich
the opportunity to combine tradi-
tional property risks and associated
lines into one master policy. Pre-
viously, insurers have refused to
include these associated property
risks with traditional property
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risks, not wanting to move some
risks from traditional forms.

These associated property lines,
which will be insured under one
master policy with the company’s
fire, lightning, extended coverage
and all-risk form, include boiler
and machinery, river and ocean
cargo, auto physical damage, mis-
cellaneous floaters, crime, fidelity
and surety.

The new domestic captive and
master domestic property policy
expand upon the innovations insti-
tuted by Mr. Traver in 1979 under
which Goodrich retained 90% to
95% of all expected property and
casualty losses for an aggregate an-
nual retention of more than $10
million.

At that time, Mr, Traver con-
vinced foreign and domestic insur-
ers to underwrite excess property
insurance on a Goodrich-developed
property insurance rating formula
based on Goodrich’s past loss expe-
rience. Industrial Risk Insurers,
which had been on the Goodrich
account since the late 1800s, was
among the excess insurers on the
property risks. It probably will be
involved in the new arrangement
under which the insurers and rein-
surers will cede various amounts of
risk under the different portions of
the worldwide property program to
the two captives—domestic to First
Charter in Vermont and foreign to
Risktech in Bermuda.

With the new property program,

including the master policy for do- _

mestic property and associated
risks and the new captive, Goo-
drich is lining up higher limits, bet-
ter terms and conditions and ex-
pects “significant savings,” he said.
The company'’s expected domes-
tic and foreign liability losses re-
main self-funded to a large reten-
tion under excess insurance.
Pending the completion of nego-
tiations with insurers, Mr. Traver
limited further details about the
new property program to saying
that the captives will accept risks
on a quota-share reinsurance basis
from insurers. The Vermont cap-
tive's premium volume will exceed

- $5 million on its share of risk for

Goodrich’s domestic property val-
ued in excess of $5 billion.

Goodrich will maintain a “mod-
est deductible” to pay frequent
losses. Regardless of whether a cap-
tive is involved or not, a company
should pay its frequent.losses with-
out tapping the insurance mecha-
nism, Mr. Traver said.

The Vermont captive, however,
will participate to its strength on.a
large portion of expected losses

Critical to selecting Vermont for
Goodrich was the freedom from
rate and form regulation allowing
the creation of the master policy
and no restrictions on the invest-
ment practices of a wholly owned
subsidiary, said Mr. Traver. With
no investment restrictions, Goo-
drich could use the captive's sur-
plus for internal purposes. The in-
vestment portfolio will probably be
internally directed and managed.

‘I was always looking for a way to
integrate U.S. property insurance

to utilize a captive effectively,’

Goodrich’s Spencer Traver says.

under the various segments of the
domestic program.

Goodrich was attracted to Ver-
mont because it wanted a domestic
domicile for a captive used to.rein-
sure domestic risks. A company
needs the tax advantage of an off-
shore captive only when the cap-
tive is underwriting foreign risks,
can become a decontrolled foreign
corporation or offers the parent an
opportunity to offset excess foreign
tax credits, he said.

Vermont was more attractive for
the domestic property captive than
the other states with captive laws—
Colorado, Tennessee and Virginia
—because reinsurance can be as-
sumed from any source, the parent
company need not show that the
coverage to be provided by the cap-
tive is unavailable in the commer-
cial.insurance market, there are no
investment restrictions on the cap-
tive and only a financial statement
must be filed annually, Mr. Traver
said.

Less important to Goodrich, but
more liberal than other state cap-
tive laws, Vermont does not re-
quire any minimum premium vol-
ume and has the lowest capitaliza-
tion requirement: $250,000.

Goodrich intends to use First
Charter solely for Goodrich risks.

Insurance Commissioner Chaffee
said Vermont includes these free-
doms in its captive law because “we
look to the parent company to offer
control. Goodrich wouldn’t want a
failing subsidiary. I think a strong
parent can be an effective regula-
tor.”

The Vermont law, however, does
apply the National Assn. of Insur-
ance Commissioners’ investment
controls on association captives
where the size and control of the
many owners may not be as effec-
tive, Mr. Chaffee noted. Industrial
insureds, a unigue category under
Vermont'’s captive law, which are
essentially risk retention pools as de-
scribed in the proposed federal Risk
Retention Act, also are free from the
investment restrictions because of
other controls on the membership
and management of the company,
Mr. Chaffee-added.

Mr. Traver of Goodrich com-
mented that he also appreciated
Vermont's system of submitting
captive applications to a seven-per-
son committee to comment upon
before licensing.

Goodrich's proposal was the first
to be reviewed by the committee
appointed by Mr. Chafee and serv-
ing gratis. The committee members
include:

e Edith Lichota, vp of govern-
ment affairs for Insurance Co. of
North America, representing rein-
surance interests.

® Warren Brockmeier, director
of risk management services for
The Wyatt Co., representing finan-
cial concerns.

o Jerry Curtis, senior vp at
Alexander & Alexander Services
Inec., representing a national
isurance broker.

® Gregory Leonard, an actuary
with Tillinghast, Nelson & Warren
Inc., representing actuaries.

® Howard Weber, director of in-
surance for 3M Co. in St. Paul,
Minn., representing corporate in-
surance buyers.

® Fred Hackett of Hackett, Va-
line & MacDonald in Burlington,
Vt., representing Vermont brokers.

e H. Lincoln Miller, president of
Vermont Insurance Management
Inc, a company formed to manage
Vermont captives.

The advisory committee’s com-
ments and the Insurance Depart-

‘ment's analysis of the proposal will

determine whether a captive is li-
censed. Afterwards, the captive is
required to be audited annually
and secure an actuarial opinion on
its reserves, Mr. Chaffee noted, as
part of the annual financial state-
ment.

Since Gov. Snelling signed Ver-
mont’s captive law, the state has re-
ceived numerous inquiries by
phone and letter about the law, Mr.
Chaffee said. Two or three calls a
day come into the Insurance De-

‘partment about the captive law, he

said, acknowledging that there is
no way to gauge how many of the
callers are prospective captives.

One other captive, an industrial
insured, has applied for a license,
but the application is not complete.
So far five entities from a nearby
Northeastern state are involved
and are hoping for twice as many
before beginning operation, Mr.
Chaffee said.

When the captive bill was pend-
ing before the Legislature, Mr.
Chaffee predicted that the state
could have 100 captives within the
next five years. "

AIG fights for franchisees’ market

Continued from page 1

ager, Jerry Lane, when informed
by a Business Insurance reporter of
the AIG advertising message. “Ev-
eryone is so hungry for business—
everyone wants McDonald's.”

The AIG maneuver erupts yet’

another conflict in the year-old
battle for the insurance business of
McDonald’s franchisees with 4,000
restaurants. The franchisees will
spend an estimated $35 million on
property/casualty insurance over
the next year: $18 million to $20
million for the multi-peril policies
covering property and liability
risks and $15 million for workers
compensation insurance.

The franchisees, free to purchase
their insurance from anyone who
can meet McDonald’s broad specifi-
cations, had traditionally pur-
chased their coverage under the
corporate-endorsed program. From
1976 to 1980 it had been brokered
by Frank B. Hall & Co. and under-
written by AIG, with about 90% of
the franchisees participating.

Hall began the marketing war
last August when McDonald’s
brought in Marsh & McLennan to
broker the franchisees' insurance,
ending a long-term relationship
with Hall (BI, Aug. 4, Dec. 1, 1980).

Determined to keep some of the
franchisees” business, Hall lined up
Fireman's Fund as a market to
compete with M&M, which was
renewing the multi-peril policies
with AIG.

The M&M-Hall brokerage battle,

which lured other brokers with
more markets into the fray, splin-

- tered the once-cohesive program.

Ultimately, M&M/AIG and
Hall/Fireman’s Fund each won
about 40% of the multi-peril policy
business and 20% went to other
markets, including St. Paul Cos.
through Financial Guardian and
Commercial Union through an-
other broker.

The program could now be fur-
ther splintered with AIG offering
to underwrite franchisees’ multi-
peril policies on “first-come/first-
serve basis” for any broker.

“We're a market without a bro-
ker,” AIG Risk Management Presi-
dent Joseph Smetana told BI.

McDonald’s is switching insurers
on the multi-peril package policy
for franchisees because “AIG was
not competitive,” Mr. Lane said. He

.denied as “untrue” Mr. Smetana’s

estimation that INA undercut
AIG’s quote on the whole program
by about $4 million.

AIG was “willing to renew at

-what we considered a marginal un-

derwriting loss,” Mr. Smetana said.

He declined to reveal AIG’s
quote on the total program, but the
potential premium for all the fran-
chisees is believed to be $18 million
to $20 million under the expiring
and new programs.

Mr. Lane characterized as “abso-

lutely false” speculation that
- McDonald's moved the corporate-
. endorsed package policy program

to INA for better-price to undercut

all other markets and reunite the
franchisees in one program. !

Besides some price reduction,
INA offered “safety services, better
administrative control and better
claims reserve monitoring,” he
said.

He expects to bring more
McDonald's franchisees back into
the corporate-endorsed program.

McDonald’s 1,400 corporate-
owned restaurants also will be in-
sured with the franchised restau-
rants in the INA program,

“It is very disturbing to see our
profession act like this,” Mr. Lane
said in response to the AIG adver-
tisement. The AIG fight for the
McDonald's business is symbolic of
today’s rampant competition for
premium dollars, he added.

Mr. Smetana of AIG defended
AlIG’s marketing effort for the
McDonald’s business as demon-
strating that “we are in the business
for the long pull. We served
McDonald’s well in the past and if
we can preserve some of that ac-
count, it's good for us and the oper-
ators. We will be here in 1982 and
1983 and some of these other mar-
kets may not. We want to demon-
strate ' we are a stable market.”

AIG will pitch market stability to
the McDonald's franchisees, but
Mr. Smetana admits AIG doesn’t
expect to retain much of the busi-
ness this year, predicting many of

.the franchisees will buy the lower-
“priced policies offered by INA.

“But we have a unique rating

plan that experience rates the oper-
ators. Those with good loss experi-
ence will be competitively priced,
those with bad loss experience will
not,” Mr. Smetana said.

Mr. Lane at McDonald’s said rat-
ing under the new program with
INA is modified from the AIG plan,
but still includes experience rating
for the franchisees.

Yet to be decided is the un-
derwriter for the workers compen-
sation program for the franchisees,
which also has been AIG, said Mr.
Lane. The workers compensation
program, estimated at $15 million
in premiums, renews Feb. 1.

In the 1980-1981 brokerage battle
for McDonald's franchisee busi-
ness, the workers compensation
programs generally went to the
same broker/underwriter team
that had snared the multi-peril pol-
icy business in October. An excep-
tion occurred on the business bro-
kered by Financial Guardian,
which placed the multi-peril poli-
cies with The St. Paul Cos. last Oc-
tober but the workers compensa-
tion with The Great American In-
surance Co., Bl learned. :

It appears the Financial Guard-
ian-controlled McDonald's franchi-
sees will place their multi-peril po-
licies with The Great American
this QOct. 1 under the fast-food mar-
keting agreement between Great
American and Financial Guardian.

‘Executives at Financial Guardian,

however, could not be reached for
confirmation. =
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Debt-ridden Texas MET files for bankruptcy

Continued from page 3

practices. Excluding these exem-
plary claims, which amount to
many millions of dollars, claims in
excess of $2 million are antici-
pated.” He said he is aware of $2.5
million in unpaid claims:

After three years of operation,
AFLB's assets, according to court
papers, total $54,000.

“That wouldn’t go far toward
paying them,” Mr. Garrett says. “I
am advising claimants that they
charge this off and treat any return
as a Christmas present.”

AFLB purchased excess insur-
ance from Lloyd’s that covered 80%
of claims after the trust paid its
$25,000 per claim, Mr. Garrett said.
“Negotiations with Lloyd’s are an-
ticipated.”

However, most of the claims,
which range from $100 to $40,000,
fall under the $25,000 self-funded
retention.

“l am investigating the possibil-
ity of a suit against Lloyd’s; how-
ever, its responsibility seems lim-
ited to claims exceeding $25,000
each and the policy is written on
terms favorable to Lloyd's,” Mr.
Garrett wrote in a letter to David
Chavez, insurance manager of Van
Doren Rubber Co. Inc. of Anaheim,
Calif., who purchased group insur-
ance through the trust.

As of July 6, Van Doren Rubber
had outstanding claims of $27,958
for 16 employees.

The trust agreement provides for
an assessment against employers if
there is a shortage of funds to pay
employees’ claims, Mr. Garrett
says. “But since many of them (the
employers) have Mom-and-Pop op-
erations and employ only them-
selves, this might not be practical.
How many of them would want to
assess payments against them-
selves?”

AFLB officers and staff included
Bruce Schulte, marketing director;
Bruce Robinson, trust coordinator;
and Donald P. Arquit, trustee.

“Bruce Schulte was apparently
responsible in whole or in part for
formation of the trust,” Mr. Garrett
said. “He had a similar.organization
in California called the National
Business Conference.” The NBC
filed for bankruptcy in 1979 in U.S.
District Court in Portland, Ore.

Mr. Schulte, who is now working
in Anaheim, Calif., for Trust Man-
agement Group, said his joining
AFLB “wasn’t a situation of one
(trust) going broke, then’ going in
another direction. There was much
more to the program than that.”

Mr. Schulte declined to confirm
in an interview that Trust Manage-
ment Group was a multiple em-
ployer trust, but an employee later
told a Business Insurance reporter
that the group was indeed a MET.

Mr. Schulte told Business Insur-
ance that he had known Mr. Ar-
quit, the AFLB trustee, for many
years. “Later, when we had prob-
lems with ours (National Business
Conference trust), we were able to
take some of our people and place
them with (AFLB) coverage. Some
were taken over with a no-gain
basis.”

In his report to the bankruptcy
court, Mr. Garrett says he investi-
pated the acts, conduct, assets, lia-
bilities and financial condition of
AFLB.

“Based on my investigation, it is
my opinion that there is substantial
evidence of fraud and dishonesty
in connection with the debtor’s af-
fairs,” the report states. “There is
also substantial evidence of mis-
management and of breach of fidu-
ciary duties prior to commence-
ment of this case.” .

“Commissions and administra-
live expenses took quite a bit more
of the contributions than were paid
out in claims,” Mr. Garrett told

Business Insurance. “With hind-
sight it is easy 7o see the trust would
go broke.” :

In AFLB'’s early stages, commis-
sions paid to agents, Mr. Schulte
and others ranged from 50% to 54%
of employer premiums, Mr. Garrett
said. “They were cut back from
time to time. At the end, [ can’t say
exactly how much they were.”

During the 15 months before it
filed for bankruptcy, the trust col-

. lected about $4.7 million in premi-
ums, Mr. Gar-ett said. AFLB ac-.

count books show $2.4 million was
paid out in claims, $1.2 million in
commissions and $1.1 million in ad-
ministrative expenses, according to
Mr. Garrett. Based on those figures,
commissions the last 15 months
were about 25% of premiums.

Mr. Schulte said it is “absolutely
untrue” that commissions ever

equaled 50% to 54% of premiums.
“This (the commissions) was
changed many times by an actuar-
ial firm. In the finalization, we
were paid in the 20s (percent).”

At the beginning, rates for the
health benefits apparently were
competitively low, but were raised
when it was discovered they were
not sufficient to support the bene-
fits being paid, Mr. Garrett said. He
could not estimate what individual
employers were paying for cover-
age, and Mr. Schulte would not
comment on them.

The collapse of AFLB is at least
the second MET to face financial
problems this year. The Northwest
Assn. of Independent Businesses in
Boise, Idaho, filed a petition for
bankruptey July 21. A hearing for
creditors is set this week in U.S.
Bankruptey Court in Boise (BI,

Sept. 7).

State regulators fear more METs
may collapse this year because of
increasing health care costs. In the
past, many METSs often had insuffi-
cient reserves and excess insur-
ance, they point out.

MET problems began in 1976
when the Illinois Department of
Insurance ordered Old Republic In-
surance Co., then a major insurer of
METs, to get out of the multiple
employer trust business.

Some of Old Republic’'s METSs
reorganized themselves as self-
funded plans and other self-funded
METs sprang up.

The METSs then filed with the
federal government as employee
benefit plans under ERISA. The
MET operators-said ERISA pre-
empted state regulation of them. In

this regulatory void, several METs
went broke leaving thousands of
people, often the self-employed or
employees of small firms, with mil-
lions of dollars in unpaid medical
and hospital bills.

Federal and state regulators
began to take action. In Kansas and
Arizona, for example, courts ruled
that two METs in their states were
not employee benefit plans.

And in mid-1979, the Labor De-
partment began issuing advisory
opinion letters saying that more
than 30 METs were not employee
benefit plans. Those letters helped
state regulators trying to close some
METs.

Now regulators see an increase in
the number of METs again as
health care costs rise and small em-
ployers lock for health care cover-
age they can afford. =

o2 great issues coming up!
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You can now reach the decisior makers in the insurance marketplace 52 times a year in the industry's communications leader . . .
Business Insurance. For your convenience, we have listed ail upcoming issues for the next few months along with special editorial
information and advertising closing dates. Avoid the rush. Be where the action is this week and every week.

_business
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classified advertising o

RATES AND CLOSING TIME:

Published every Monday. Copy in written form in Chicago office not later than Mail ads to Barbara Tosheff, Business Insurance, Classified Advertising Dept.,
noon Mondayrg days payecedgzyg publicatio{t date. Display classified: takes card 740 N. Rush St., Chicago, IL'60611.Call (312) 649-5340 for more information. Te?ex

rate of $49.00 per column inch with card discounts on size and frequencg. Cash Number: 254248. No verbal phone copy accepted. Responses to Business Insur-
with order. Responses to Business Insurance blind box ads are forwarded daily. ance blind box advertisements must fit into a regular business-size envelope.
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Commercial Consumers 1212) 697-3338 | | dures will be held at the Land- (212) 599-2662
1 We are a top ten broker and 12 Hatal Lias Ve Oc. s
Administrative Management: IRM Division Let them know have an opening for a sales mar al;ilas Nagat on METRIC
owners, presidents, Insitance RISk person who has property and | t_otf:er 12i-x5, ‘.1'981. F«:nlrI further
vps, etc. 6,635 Management | f - casually experience. We'd con. | | information, please ca 11 E. 44 St.
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Y 3 ’ 5
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g Prdperty Loss
____Control Analyst

ployed in the consulting field as well as experienced commercial
carrier Home Office Representatives with clearly proven sales
production track records.

The properly qualified person should earn $50,000 to $100.,000
per year.

If you qualify and are interested please forward reasonably
detailed resume. We will respond promptly and must move
forward with dispatch in the implementation of a dramatic
national expansion plan.

Box 477, BUSINESS INSURANCE
740 Rush St. Chicago, 1ll. 60611

- INSURANCE I

COMPANY
| FOR SALE

All of the capital stock of 3
yr. old |lllincis Casualty com-
pany with zero business in force
for approximately book value
($2,500,000.00) or "best offer.
Reply

INSURANCE RECRUITERS, INC.

» DALLAS — P.O. Box 19597/75218/(214) 528-0090
« CHICAGO — 200 West Monroe, #1607/60606/(312) 346-0268
« DENVER — 650 S. Cherry, #1020/80222/(303) 320-5347

Pacific Gas and Electric Company

Our Insurance Department located in San Francisco is
seeking a Control Analyst to develop. implement and
monitor our comprehensive Property Loss Control Program
for the Company and its subsidiaries. Affected areas will
include the cost-effective administration of Fire Prevention,
Fire Protection. and other Property Loss Control Programs.

INSURANCE
PROFESSIONALS

Insurance Resource Group is a consulting, search, and place-
ment firm dedicated to career advancement for professionals
in the insurance industry. Individual consultation is always
Erovided for you by an industry professional. Our insight into
ow to best leverage your skills, combined with our excellent
professional contacts, will assist you in evaluating your options,
as well as determining your ultimate career path.
For further information please call or serd a resume in
confidence to Peter Murphy. : :

Through a variety of sources will develop and maintain
programs to formulate MFL, PML, and NLE for physical
properties and the overall impact of projected losses (ie.
financial stability, etc.). Will also assist the continuous up-
dating of in-house loss experience records as well as
utility/insurance industry records. On occasion will be
required to provide assistance to insurance company Loss
Control Reps with inspection and implementation of our
Property Loss Control Program.

Box 485, BUSINESS INSURANCE
740 Rush St., Chicago, lIl. 60611

MANAGER
BENEFITS /INSURANCE

C. B. Fleet Company, Inc, a
pharmaceutical manufacturer in
Lynchburg, VA, has an imme-
diate opening for Benefits/In-
surance Manager in its corpo-
rate office. Responsibility in-
cludes all employee benefits
and property/casualty insur-
ance management.

Degree plus proven abilities in
insurance and risk manage-
ment required.

Excellent opportunity with
growth company. Comprehen-
sive benefit package. Salary
commensurate with background
and experience. Send resume,
including salary history, to:

Peter Murphy, with over 10 years in the
Insurance/Finance industry, brings lo the
Insurance Resource Group a diversified
background with expertise in the areas of
Sales/Production, Excess/Surplus, Under-
writing and Loass Control.

The preferred candidate will possess a BS or BA degree,
and up to 5 years in property loss control or fire protection
experience, with emphasis upon electrical and gas
operations. FPE or ARM or a desire to obtain same
preferred.

INSURANCE RESOURCE GROUP, nc,

//A]

PGandE presents a challenging environment, complimen:
ted by competitive salaries and substantial benefits. Please
address your resume, in confidence to: Mr. Daniel Naru,
Pacific Gas and Electric Company, Professional
Personnel Department KK-624, 245 Market Street,

i

9thFloor, San Francisco, CA 94106. We are an equal Kianjol C. B. FLEET COMPANY, INC
N : , : McCUSKER ASSOCIATES T At Peg ! :

m m s 5 gy Davis

opportunity/ affirmative action employer e S Cerair Al Il 1013‘9

Lynchburg, VA 24506

Five Faneuil Hall Marketplace = Boston, Massachusetts 02109 « (617) 367-6722
. An Equal Opp&cr;nity Employer

PG E
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State may abolish comp

Continued from page 2

premiums from the private insurer,
while SWIF is hit with long-term
benefit payments. Under the
shared risk plan, an employer'’s bad
loss experience would be evident to
insurers who could then increase
premiums.

The state government accounts
for about 40% of SWIF's member-
ship, but the remaining policyhold-
ers fall into the high-risk category,
such as coal mine operators or steel
foundries.

A financial audit of the state
fund by Peat, Marwick, Mitchell &
Co. found that although it is
operating adequately now, the fund
is under-reserved by about $130
million.

It wasn't only the financial con-
dition of the state fund that
brought the committee to conclude
it should be abolished, Mr. Hock-
man said.

SWIF, which is overseen by the
state Department of Labor and In-
dustry, has had a history of weak,
inexperienced managers who were
political appointees, Mr. Hockman
said.

Unlike most workers compensa-

tion insurers, the state fund has no
safety, loss prevention or rehabili-
tation departments to offer its in-
sureds and to help keep its claims
costs down, he said.

The position of chief legal coun-
sel has been vacant for about two
years and half of the attorney posi-
tions remain unfilled, the study
found. As a result, employers are
not properly represented by legal
counsel at hearings and unneces-
sary losses are incurred by SWIF,
the committee found.

SWIF does not have an actuary
or an actuarial department, either,
to prepare loss-reserving practices,
committee members found.

But the reason SWIF is under-
staffed, said its acting manager,
William Scheuer, is because the
personnel division within the state
Labor Department hasn’t allocated
the necessary funds for adequate
staffing.

The report’s examples of the ad-
verse impact of occupational dis-
ease claims included:

® Losses of $14.6 million over a
four-year period when a steel
foundry, previously insured with a
private insurance company,
switched its coverage to SWIF and

paid only $4.9 million in pramiums.

® Some $6.9 million in losses
over a three-year period when a
self-insured coal mine operator se-
cured a SWIF policy for total pre-
miums of $1.9 million—and then
closed two mines.

The risks involved in attempt-
ing to restructure SWIF are so
great that the committee believes it
has no alternative but tc recom-
mend abandoning SWIF and
adopting an alternative solution for
handling residual market risks for
workers compensation insurance,
the report says.

Two of the committee members,
state Sen. William Lincoln and
Harry Block, secretary of the state
AFL-CIO, wrote minority opinions
for the study, recommending the
exclusion of private insurers from
the workers compensation system
and the enlargement of SWIF into
a state government-operated mo-
nopoly.

John T. J. Kelly Jr., deputy sec-
retary of industry whose job it is to
oversee the state fund, said he
would have no comment on the re-
port until the governor has re-
viewed it. m

Two policies cover salvaged safe

Continued from page 2

venture involved and to film a doc-
umentary on the ill-fated Italian
luxury liner that sank off the U.S.
eastern seaboard 25 years ago after
colliding with the Swedish liner
Stockholm.

But the Doria Project still pur-
chased a $2 million named-peril
property policy on the safe from
‘Royal Insurance Co.

The New York Zoological So-
ciety, the parent organization of the
New -York Aquarium' where the
safe was delivered Sept. 3, also.pur-
chased a $1 million all-risk prop-
erty policy from National Union

| CORRECTION

Dates in a recent ad for One
Day- Briefings on the Eco-
nomic Tax Recovery Act—
for corporate benefit plans
—were incorrect_

Correct dates are:
September 22—New York

September 23—Chicago
September 24—Los Angeles

Contact the International
Foundation of Employee
Benefit Plans, 18700, W.
Bluemound Road, P.0. Box
69, Brookfield, Wl 53005,

B (414 786-6700), for regis-
tion information.

Fire Insurance Co. of Pittsburgh,
an American International Group
subsidiary.

Now, however, zoological society
Controller John Hoare is consid-
ering dropping the society's cover-
age if the insurance would dupli-
cate the Doria Project policy.

Richard J. Decker, assistant
manager of Royal Insurance’s New
York marine office, also is won-
dering why the zooclogical society
took out a property policy.

‘However, he pointed out that the
Royal named-peril policy covering
the transit, damage, loss and non-
delivery of the safe would not
cover any damage to the safe by
New York Zoological Society negli-
gence that could alter or damage
the contents of the safe.

The safe is being kept in salt
water to prevent rusting and the
disintegration of any paper.cur-
rency that might be in it from con-
tact with air.

Kenneth C. Krings, vp of the
marine division of Roancke Inter-
national, the New York-based bro-

-kerage that placed the coverage for
Doria Project, said insurers were
eager to cover the risk on the safe.

This was, Mr. Krings says, be-
cause of the publicity. “Everyone
wanted a piece of the action.”

And it is a safe risk, says Mr.
Decker. “There wasn't much expo-
sure,” he said. “During delivery,
the security was a fully armed po-
lice force. The Doria Project had its
own security force and there was so
much media attention, anyone try-

insurance services guide

FLEXTIME!

“Qur new report, 'FLEXTIME: The
Emerging Employee Benefit, can
answer your questions. Includes
problem solving guide and case
study. ($16.50)

Personnel Research Associates
49 Dakridge Rd., Verona,
N.J. 07044

"ATWOOD & CO.
Consulting Actuaries
Claim Reviews
Reinsurance and Reserve Analysis
for Captives and Self Insurers
5000 Ambrose Ave.

Los Angeles, CA 90027

(213) 661-9260

For advertising ®
information in the
lnsurance Services Guide
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740 Rush Street
Chicago, lllinois 60611

L ] Telephone .(312) 649-5340
Your ad here could ®
cost as little as $34.50
per insertion.

Call for details.
® (312) 649-5340

ing to steal the safe would have
been on television.”

It's hard to determine the value
of the contents of the safe, but it
has been estimated as high as $3
million.

The U.S. Customs Department,
which will assess a value and levy
duties on the contents, has required
a $2 million customs bond.

St. Paul Fire & Marine Insurance
Co. is providing the custcms bond,
which guarantees payment of
duties to the Customs Department.

William C. Gustafson, under-
supervisor of St. Paul's customs

‘bond division, said the bond is

more than adequate because he
doesn’t think there is much in the
safe.

“The ship 'didn't sink immedia-
tely,” he said. “I think any passen-
ger with anything of value
wouldn’t have left it in th= safe.”

Insurers around the world prob-
ably hope Mr. Gustafson’s assump-
tion is wrong.

Under insurance law, any in-
surer who paid a claim on missing
personal property, like jewelry,
that went down with the ship
would now own any valuables
found in the safe that it could show
it insured.

“No owner (of the saf2) can sell

"somebody else’s property,” said

John Jackson, senior manager of
the Salvage Assn., a London orga-
nization that represents shipowners
and underwriters in assessing ship-
wrecks. “For example, the un-

- ‘derwriter who paid the loss on a

‘necklace (lost in the Andrea Doria
‘accident) is entitled to the necklace.
That is the law of insurance.”

Who has claim to any.uncovered
goods could be confusing. First,
people of many nationalities were
on the ship and probably insured
‘their goods with insurers in their
own country, involving insurers
from around the world, Mr. Jack-
son said.

Others have pointed out that it
might be difficult for the insurers
to determine now exactly what
pieces of jewelry they'insured if the
jewels are intact,

Lloyd's of London is not sure yet
if ‘it has claim to any ‘uncovered
valuables. “The contents are indi-
vidually insured,” said a Lloyd's
spokesman, “Whether we have that
insurance, nobody really knows. It
could be anywhere.

“Somebody’s going to have to
wait ‘until the safe’s opened,” he
said. L]

organization.

insurance.

" agement and insurance.

the long term.
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Judges to use nine criteria

The judges will use nine criteria to select the 1982 Business Insur-
ance Risk Manager of the Year and Risk Manager Honor Roll.

The judges will score each candidate on how well he or she:

@ Established and implemented an effective risk management
program within the organization.

® Tackled and solved one or more major problems for his or her

® Innovatively applied the diverse tools of risk management and

® Creatively and efectively used insurance markets.

® ‘Established a workable intelligence system inside and outside
the organization, culminating in access to a flow of information
about events and activities that-affect the organization’s risk man-

e Skillfully applied management principles in the overall organi-
zation and within the risk management/insurance department.
e Achieved the most effective program at the optimum cost over

@ Developed technical expertise in any or all of the broad cate-
gories included within risk management (insurance, safety, law, in-
dustrial hygiene, claims control/administration, underwriting, com-
munications, information systems, etc.) leading to a better manage-
rial grasp of the operations aspects of the job.

® Exhibited an attitude and performed activities fostering the ad-
kvancement of the risk management profession.

10 industry leaders
to judge Bl contest

Continued from page 3

@ Joseph P. DeAlessandro, pres-
ident of National Union-Fire Insur-
ance Co. of Pittsburgh, Pa., in New
York, representing a major stock
insurance company.

e Bud Griffin, president of
Warren, McVeigh & Griffin in
Newport Beach, Calif., repre-
senting the risk management con-
sulting profession.

@ Baylor Landrum, president of
Nahm, Turner, Vaughan & Lan-
drum Inc. in Louisville, Ky., repre-
senting the regional insurance bro-
kerage fraternity.

@ Robert I. Mehr, professor of fi-
nance at the University of Illinois
and author of risk management
texts, representing insurance and
risk management educators.

@ John P. Olsson, vp of finance
of Austin Industries Inc. in Dallas,
representing corporate financial of-
ficers.

@ William' Ryan, insurance and
risk manager for the University of
Michigan in Ann Arbor, named to
the 1981 Business Insurance Risk
‘Manager Honor Roll representing
not-for-profit institutions. He will
represent risk managers.

® George R. West, chairman and
president of Allendale Mutual In-
surance Co. in Johnston, R.L., rep-
resenting mutual insurers.

Mr. DeAlessandro, Mr. Griffin
and Mr. West were judges of the
1981 competition. The other seven
judges are new to the panel this
year,

The panel, whose members are
leaders in their professions, repre-
sents the varied disciplines that are
involved in risk management and
brings a breadth of perspective to
the judging of the contest nomina-
tions.

These 10 judges will review the
nominations submitted and score
each nominee against nine criteria

- established to measure a risk man-
- ager's skill and effectiveness (see
box).

The risk manager with the high-
est aggregate score will be named
the 1982 Business Insurance Risk
-Manager of the Year.

The nominations will then be
segregated by type of employer:
corporations with more than $300

million in sales and 1,000 employ--
‘ers; .corporations with less than :

$300 million in sales and fewer
-than 1,000 employees; government
entities; and ‘not-for-profit institu-
tions. The highest-scoring risk
manager in each of the three cate-
gories not represented by the Risk
Manager of the Year will be named
to the -1982 Risk Manager Honor

Roll.

The Risk Manager Honor Roll
was added to the competition in
1981 to ensure that risk managers
from all types of organizations are
recognized for their outstanding
performance.

Business Insurance instituted the
Risk Manager of the Year competi-
tion in 1978, on its 10th anniversary
of publishing, to increase recogni-
tion of the risk management pro-
fession and to single out outstand-
ing performance of risk manage-
ment.

Besides the 1981 winners, who

.are on the panel of judges for the

1982 competition, previous winners
of the Risk Manager of the Year

competition were:

® Howard T. Weber, director of
insurance for 3M Co. in St. Paul,
Minn., in 1978.

@ Edward L. Erickson, director
of insurance for American Broad-
casting Cos. in New York, in 1979,

@ Thomas V. Hallett, then direc-
tor of risk management for Gen-
eral Motors Corp. in Detroit, in
1980. Mr. Hallett is now vp and
director of risk management for
Frank B. Hall & Co. in Briarcliff
Manor, N.Y.

Anyone responsible for the risk
management function in an organi-
zation is eligible for nomination,
regardless of title and whether the
position is a full-time or part-time
endeavor.

Individuals nominated in previ-
ous years are eligible again this
year, but the nomination must be
updated and resubmitted.

Nominations may be submitted
by anyone familiar with the risk
management program of the nomi-
nee—coworkers or superiors, in-
surance company representatives,
brokers or consultants.

The nomination must include a
resume and job history of the can-
didate, documentation addressing
each of the nine criteria for judging

-risk management professionalism,

a letter of endorsement of the can-
didate by a corporate executive
overseeing the risk management

. function and a nomination state-
‘ment written by the sponsor of the

nominee,

. All nominations are kept confi-
dential. The winners will be an-
nounced in the April 19 issue of
Business Insurance,

The ‘deadline for submitting
nominations is Dec. 7. To obtain the
nominating form and.complete
instructions, write Risk Manager of
the Year Competition, Business In-
surance, 740 N. Rush St., Chicago,
I11. 60611. C
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Insurance stocks plummeted for the fifth con-
secutive week as the Business Insurance
stock index fell & points to 167.2 from 173.2.
Only five issues managed to post a gain, 54
declined and 14 remained unchanged. The
stocks that suffered the greatest loss were:
E.H. Crump Cos. Inc., 21.6%; Optimum Holding
Corp., 21.3%; Washington National Corp.,
15.0%; Integrated Resources Inc., 12.6%; and
Banks lowa Inc., 10.3%. The five stocks that
gained were: Pinehurst Corp., 7.7%; Great
West Life Assurance Co., 3.3%; Frank B. Hall &
Co. Inc., 2.6 % Hartford Steam Boiler Inpection
Co., 1.2%; and USF&G Co., 0.6%. The 3.5%
decline in the Bl index was not as severe as
that of the major market indicators.

British Issues
1 Waak

9/8 Pice P/E Div. Yield High—Low
Companies peance pence % pancepence
Commi Unlon 162 108 1607 99  167—162
Eagle Star 303 101 2143 70 310—33
Genl Accident 358 B85 2107 57 386368 .
GdnRoysiExch 340 88 2321 68 35%—3%
Phoenix 26 97 243 16 3J12—204
Royal 400 102 3500 87 410—400
Sun Alllance 992 99 5357 54 w050—992
Brokers
CE Heath 298 1.7 1500 50 31028
Hogg Robingon 112 90 B85 76 1M5—11
Alex Howden 141 91 1000 71 144—139
JH Minat 138 125 650 47  140—138
Sedg Grp 152 124 7.4 47 154—151
Stenhouse Hidg 99 91 664 67 102— 98
Stew Wrightaon 231 121 1714 74 231221
Willis Faber 395 136 17.14 43 395390
Source: Philip Olsen/Alan Clifton, Insurance Industry

Specialists Kitcat & Aitken Stockbrokers,
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Major brokers’ productivity
keeps their profits steady

By LEONARD M. WILSON

Special to Business Insurance

RODUCTIVITY HAS become a national

worry. There seems to be a virtual con-
sensus that the United States is losing its
competitive position due to laggard capital
spending and sluggish productivity.

Studies on the subject indicate that service
industries, in particular, have hindered gains
in produetivity. That is not surprising since
most service businesses are people-intensive
and often lack the cost-accounting rigor of
manufacturing firms.

The national insur-
ance brokers are notable
exceptions in the service
sector, though. Far from
being laggards, they ap-
pear to be productivity
leaders. Indeed, rising
employee productivity
has been a pivotal factor
in sustaining profits for
the public brokers dur-
ing this cycle of no-
holds-barred price com-
petition.

There are different ways to gauge a bro-
ker's employee productivity. One way is
through a physical measure like counting
transactions. A simpler and easily available
measure, commissions per employee, has
served the purpose in analyzing the major
U.S. public insurance brokerage firms.

Unfortunately, this yardstick can be mis-
leading if premiums, and, therefore, commis-
sions, are fluctuating. Commissions per em-
ployee overstate advances in productivity
during periods of tight markets and increas-
ing rates and, correspondingly, understate
improvement when markets are soft and
rates are falling.

Since 1978, price-cutting has lopped an es-
timated 25% to 30% from a typical broker's
renewal commissions. A book of business
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that generated commissions of $1 million in
1978 may well produce only $700,000 to
$750,000 during 1981, excluding new cover-
ages and new business.

Meanwhile, general price inflation has
amounted to perhaps 30% over the same time
span. A 25% drop in commissions coupled
with a possible 30% rise in costs is distressing
arithmetic.

Even for an enterprise accustomed to
profit margins before taxes of 25% to 30%,
swings of that magnitude are potentially de-
vastating.

What has actually happened to the profit-
ability of the public brokers? Profit margins
before taxes should be about 19% on average
faor the group in 1981 compared with 27.5% in
1978. That's painful but not disastrous. Rising
investment income helped. Excluding invest-
ment income, 1981 profit margins before
taxes should average 11% against 23.5% in
1978. Parenthetically, Marsh & MecLennan
and Alexander & Alexander have been the
most successful in stemming the erosion of
margins.

That brings us back to the subject of pro-
ductivity. For the public brokers taken as a
group, commissions per employee averaged
about $47,000 in 1978, excluding investment
income and estimated billings of major for-
eign subsidiaries. Rollins Burdick Hunter
posted the highest figure and Alexander &
Alexander the lowest.

in 1981, average commissions per employee
should reach $53,000 to $54,000, with the
major public brokers ranging from $50,000 to
$58,000. Based on these figures, the public
brokers will achieve a productivity rise of
15% during the three-year period.

But, as we observed earlier, commissions
per employee understate productivity gains
when premium ratés and commissions are
under pressure. Therefore, to get a truer in-
dication of what has happened to productiv-
ity, it is very important to eliminate the de-

flation in commissions due to the lower pre- -

mium rates.
Adjusting for rate reductions, productivity
per employee has advanced an estimated 40%
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since 1978. While that figure reflects some as-
sumptions about components of revenus
other than property/casualty policies, it i,
we believe, valid. A productivity gain of
about 13% per year explains the ability of the
public brokers to remain relatively profitablzs
in the face of an excruciating price-cost
squeeze.

Several factors explain this good perfor-
mance. The rapid expansion of brokerags
staffs between 1975 and 1978 likely created
unused capacity that allowed a slowing of
staff expansion subsequent to 1978. The more
sophisticated use of computers has undoubt-
edly played a vital role as well. Finally, bro-
kerage employees are probably working
more effectively.

We also suspect that production, risk man-
agement services, specialty products and data
processing account for much of the staff ex-
pansion since 1978, Staff directly involved ir:
servicing accounts may have increased less
than aggregate head-count numbers suggest.

Improved productivity has not been ac-
complished at the expense of the client. All
signs point to unremitting efforts to maintain
the quality of service. Indeed, streamlining
procedures and costs could lead to more ef-
fective client service by eliminating unpro-
ductive effort.

The public brokers’ cost-awareness has
likely been raised permanently. This has
quite positive implications for a recovery in
profit margins over the next few years, even
though the brokers’ productivity gains may
slacken.

In most manufacturing businesses, cost re-
duction is a central competitive strategy. It
could become an integral strategy for the
public brokers as well. Competitive position
in the future may be a funection of productiv-
ity as well as new business production.

Financial Briefs
Washington National

Washington National Corp. has declared a
regular quarterly dividend of 27 cents per
share of common stock and 62.5 cents per
share on its convertible preferred stock, pay-
able Oct. 1 to shareholders of record on Sept.
14.

The common stock ‘dividend is the first
under the company’s automatie dividend
reinvestment plan.

That program permits shareholders to re-
ceive newly issued shares of Washington Na-
tional common stock instead of cash for their
dividends. The purchase price of such shares
will be discounted 5% from the market price
on the dividend payment date.

Safety Mutual

Safety Mutual Casualty Corp., a reinsur-
ance company headquartered in Richmond
Heights, Mo., reported lower underwriting
results in the first half of 1981, but it recorded
solid gains in surplus and assets.

Gross underwritings for the first half of
1981 dropped to $11.7 million-from $14.1 mil-
lion in the first six months of 1980. Net un-
derwriting declined sightly to $5.5 million
from $5.7 million last year.

“The slight reduction in net (underwriting)
was because we retain more liability and thus
more premium dollars,” Safety Mutual Presi-
dent B.K. Werner said.

The company’s surplus rose 14% to $7.5
million from $6.6 million. Assets as of June
30 totaled $33 million, a 28% jump from the
26.7 million recorded at the same time last
year.

Safety Mutual reinsures workers compen-
sation, unemployment compensation and
group health coverages. It has recently en-
tered the umbrella market,

USF&G

United States Fidelity and Guaranty Co.
has declared a quarterly dividend of 80 cents
per share of common stock, payable Oct. 30 to
shareholders of record Sept. 18. =



A down-to-earth view of container shipping

Longshoreman loading a contaier ship it s r'fd' New York.

Any business with marine risks needs
specialized insurance broker planning.
How Alexander & Alexander looks at con-
tainer shipping will help explain how we
will protect your maritime operations. In
this case, we look through a shipper’s eye.
Tracking risks from inland depot to dock,
from deck to destination.

Only by working from a client’s point
of view can we be sure a company gets the
most comprehensive, cost-efficient pro-
grams possible.

Risk management

This insider’s vantage point enables
our marine experts to design programs for
warehouse-to-warehouse protection that
minimize losses and compensate for those
that do occur. We simplify the complexities

of marine insurance —barges to bumber-
shoots, crews to claims, charters to cap-
tives, rigs to rivers, property to price.

Each industry has different needs. For
insurance, for risk management, for
human resource management, for financial
services. And each of our 120 offices here
and overseas has the facilities, expertise
and strength to fulfill the requirements of
any company, large or small, in any industry.

We think a big reason A&A has become
one of the largest and most trusted insur-
ance brokers worldwide is that we work
the same way with every client. From the
client’s point of view.

exander
exander

From the client’s point of view.



