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New IRS test

adds complexity
to 401(k) plans

By JERRY GEISEL

WASHINGTON-A proposed new Internal Revenue
Service rule for non-discrimination testing would add
yet another layer of complexity to 401(k) plan adminis-
tration.

The rule would establish a new testing procedure in
employee savings plans where there are both 401(k)
deferrals and either employee aftertax and/or em-
ployer matching contributions, which are covered
under 401(m) of the tax code.

The rules, which also deal with a variety of other
401(k) issues, such as hardship withdrawals, will bar
employers from making maximum use of a liberal test
now used to determine if their savings plans discrimi-
nate in favor of the higher-paid (BI, Aug. 29; Aug. 15).

The new rules were published Aug. 8 in the Federal
Register.

Employers, under the Tax Reform Act of 1986, have
been able to use the liberal non-discrimination for-

mula-known as the 200%/2 percentage points test-to
separately test for non-discrimination in both 401(k)
deferrals and 401(m) contributions.

But, the IRS, making full use of the authority Con-
gress provided in the 1986 tax law, says that employ-
ers, effective Jan. 1, no longer will be able to use the
200% test twice.

Instead, the rules establish a complex and tougher
testing procedure that combines and compares 401(k)
deferrals and 401(m) contributions of the higher- and
lower-paid employees (see story, page 35).

Continued on page 35
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Update
Continuous trigger ruling issued
for asbestos property damage
SAN FRANCISCO-Asbestos in

buildings constitutes insurable property
damage from the time it is installed
until it is removed or a claim is made,
California Superior Court Judge Ira A:
Brown Jr. ruled last week.

Although the landmark ruling only in-
volves Armstrong World Industries Inc.
and its insurers, it is expected to set
precedent in asbestos property damage
litigation nationwide.

The ruling is the broadest ever ren-
Continued on next page

Itallans likely to be liable
for claims from air show

By STACY SHAPIRO

LONDON-The Italian government, which owned the jet
aircraft that crashed into a crowd at a West German air show

last week, is liable for claims under German civilian aviation
law, observers say.

Under a provision in West Germany's Air Traffic Law, "the
keeper of the Italian military aircraft will be liable for all the
damages," said Alfred Urwantschky, senior partner and
aviation attorney at Urwantschky, Dangel, Borst & Partners
in Neu-Uln, West Germany.

However, others point out that confusion over applicable
laws and legal agreements between the West German, U.S.
and Italian governments make it unclear which of the gov-
ernments will actually compensate survivors of at least 49
people who died t the show at the Ramstein Air Base in West
Germany. More than 350 others who were injured also will be
seeking compensation.

The base is owned by the U.S. Air Force, which does not
purchase liability insurance.

And, while the Italian government did purchase liability
insurance for the ill-fated precision flying team, the limits of
the coverage will fall far short of meeting all claims, observ-
ers say.

Some estimate that claims from the disaster could range
from $70 million to $300 million, while the applicable limits
of the Italian team's coverage totals at most $4.8 million.

Meanwhile, U.S. aviation experts say that government reg-
ulations and other safety precautions make it unlikely that a
similar tragedy involving spectators could occur at a U.S. air
show (see story, page 37).

A provision in Section 53 of the German Aviation Traffic
Law that applies to military aircraft in West German terri-

Continued on page 37
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At least 49 people were killed when an Italian fighter
slammed into the crowd at the Ramstein Air Base.

Maxicare 'slims down' to regain health
By DONNA DiBLASE

LOS ANGELES-Despite more than $335
million in losses in 18 months and a negative
net worth, Maxicare Health Plans Inc. will

remain a viable player in the fiercely com-
petitive health maintenance organization
marketplace, a top Maxicare official asserts.

But, to survive, the huge national HMO
company-which grew principally through
two large, highly leveraged acquisitions in
1986-is reversing its strategy.

"We intend to stay in business as a series
of core HMOs. We just need to slim down and

concentrate on plans and areas that already
f are successful," said David M. Hallis, senior

vp of marketing and a member of Maxicare's
board.

To "slim down," Maxicare is selling some
unprofitable HMOs and closing others that it

cannot sell. In addition, it is raising pre-
miums an average of 15% this year, even
though competitors are demanding smaller
increases.

However, "we're going to have some of the
more meaningful national networks and our
membership still will be around 1.7 (million)
or 1.8 million" following the company's res-

Acquisitions boost revenuesl
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tructuring, he said. Maxicare had about 2.3
million members at year-end 1987.

Health care industry observers say Maki-
care's new strategy will help it overcome its
current financial turmoil. But, they are
quick to point out that both Maxicare and
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the entire HMO industry are realizing that
rapid, national growth is not the best recipe
for success.

"Obviously, Maxicare will become more of
a multi-regional HMO instead of a national
firm. I think Maxicare's problems show how

RIMS criticizes RAA proposal  Fibreboard offers claimants

to hike reinsurance excise tax  deferred asbestos settlementsPage 2 Page 3
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difficult it is to be a national HMO firm,"

observed Kenneth S. Abramowitz, a senior
research analyst with Sanford C. Bernstein
& Co. Inc., a New York stockbrokerage.

"They bought too much, too fast and
Continued on

Health care cost=sharing plans
successful, survey shows
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Update Regulators say officers,
Asbestos rulings issued
Continued from previous page parent firm looted Qualitydered in an asbestos property damage coverage dispute In May
1987, Judge Brown issued what lS considered the broadest coverage

By DOUGLAS McLEOD ment with the West Virginia department that allowedinterpretation applying to asbestos bodily injury claims (BI, June 1,
SEAR to acquire the insurer in 1982

1987)
CHARLESTON, W Va -The liquidator of Quality The department and Quality agreed last year that"Property damage alleged in the complaints triggers policy cov-

Insurance Co is charging Quality's former manage- these allegations would be dropped from the liquida-erage on a continuous basis from the time that the asbestos-con-
ment and parent company with numerous illegal acts tion order at Quality's request in exchange for the in-

taining building material is installed to the time it is removed or
after having dropped some of the same allegations surer's consent to be hquidated (BI, Oct 5,1987)

the date of claim, whichever occurs first," Judge Brown wrote in
from Quality's 1987 liquidation order Inclusion of the charges was not necessary to obtain

the Aug 31 ruling
In a civil racketeering complaint filed in U S Dis- the order, according to Betty Cordial, special deputyThe property damage ruling came in Phase Five of the massive

trict Court in Charleston July 20, the West Virginia insurance commissioner
consolidated asbestos coverage litigation in San Francisco

Insurance Department accuses directors and officers of Quality, based in Fairmont, W Va, was ordered liq-Judge Brown also ruled on various coverage issues relating to as-
Quality and its parent, Saudi Egyptian American Rein- uidated after the Insurance Department found it insol-

bestos bodily injury claims filed against Armstrong, Fibreboard surance Co, with systematically stripping the insurer's vent by $15 1 million-as of June 30, 1987 The companyCorp and GAF Corp , which were part of Phase Four of the trial
assets and driving it into insolvency after its acquisi- reported earned premiums of $13 7 million in 1986

The judge held that the asbestos producers' liability insurers- tion in 1982 In addition to Panama-based SEAR, the West Vir-
which include Commercial Union Insurance Co, American Inter-

The fraud allegations focus on several books of as- ginia department's complaint names
national Group Inc , CNA Financial Corp, Continental Insurance

sumed and ceded reinsurance business, Including con- • Saudi Egyptian American Reinsurance Agency, a
Co , Fireman's Fund Insurance Cos and Travelers Corp -must tracts with syndicates on the now-defunct Insurance SEAR subsidiary based in Cincinnati
• Provide policyholders with full annual aggregate limits even if

Exchange of the Americas m Miami, Lincoln National • Mamdouh M Abdallah, a director and officer of
policies were canceled midterm Reinsurance Corp , Dependable Insurance Co , Union SEAR and former Quality treasurer
• Provide coverage even though the definition of "occurrence" in America Insurance Co , and Omaha Indemnity Co • Abbas S Yousn, a SEAR director, executive vp ofmany policies states there lS no coverage for bodily injury that is According to the complaint, SEAR and Quality offi- SEAR Agency and secretary of Quality

"expected or intended " Judge Brown said that "injury from expo- cials conspired to divert reinsurance premiums and si- • Helal S Elsewedy, chairman and president ofsure to asbestos was neither expected nor intended "
phon fraudulent management fees from Quality while SEAR and a Quality director• Provide full coverage for each claim filed where there is an assuming "massive volumes of business in lines of in- • James Cordle, a Quality director from February

exposure during the policy period, up to the policy's aggregate
surance Quality and SEAR were not qualified to man- 1985 to September 1986 Mr Cordle was also presidentlimits, if any "Each individual claim is a separate occurrence, ' he
age " of Citadel Management Corp , a syndicate manager onruled

The racketeering complaint expands on allegations the Florida exchange
• Provide coverage even under those policies that contain a pol-

originally leveled in the Insurance Department's Sep- • Mahmoud Abu Saud, a Quality directorlution exclusion Judge Brown ruled, "The pollution exclusion does
tember 1987 liquidation petition and an earlier reha- • Luther L Britt, former president of Qualitynot exclude asbestos-related bodily injury claims from coverage "
bilitation petition • James E Moody, former vp and comptroller of• Provide coverage regardless of "other insurance" clauses The The petition had charged that Quality's management Quality

judge decided to disregard these clauses and establish a system of
knowingly filed a false 1985 annual statement that According to the complaint, SEAR acquired Quality,allocating coverage among triggered policies according to the num-
failed to report numerous reinsurance transactions, formerly known as Stonewall Casualty Co , in Mayber of years an insurer is on the risk and the limits of coverage
including transactions with SEAR The petition also 1982 after agreeing to an "order of acquisition" that
alleged that Quality violated conditions of an agree- Continued on page 36California OKs health care plan

SACRAMENTO, Calif -California residents without health in-

surance can obtain coverage for catastrophic illnesses under a pro-
gram approved by the California Legislature last week RIMS blasts proposed hike

S B 6 sets up a non-profit state agency to provide health insur-
ance for at least some of an estimated 6 million uninsured residents

Approved Wednesday, the last day of the legislative session, the bill in reinsurance excise tax
was sent to Gov George Deukmelian for signature

The plan will be financed by premiums paid by participants and By DEBORAH SHALOWITZ current law the Swiss reinsurer would receive
funds diverted from other state programs, such as MediCal the $990,000 and the U S government would receive
state's Medicaid program, said Sal Bianco, consultant for the Sen- WASHINGTON-A proposal to increase the federal $10,000 in excise taxes
ate Committee on Insurance, Claims and Corporations Other fund- excise tax on premiums ceded to foreign reinsurers and Under the RAA's proposal, the ceding company
ing sources could include up to $200 million annually from a 25- to eliminate treaties with foreign countries that waive would pay the Swiss reinsurer $960,000 and the United
cent-a-pack tobacco tax that California residents will vote on this the excise tax would increase costs for U S insurance States government $40,000
fall, he added buyers, says the Risk & Insurance Management So- However, eight countries currently have treaties

However, the legislation does not call for additional taxes or ciety Inc with the United States that waive excise taxes on rein-
surcharges on employers The new proposal, developed by the Washington- surance ceded abroad These countries are Barbados,

Monthly premiums, which are limited to 150% of the statewide based Reinsurance Assn of America, will be intro- Cyprus, France, Hungary, Italy, Romania, the Soviet
average for private health insurance, are projected to be about $200 duced in Congress next year, said RAA President Union and the United Kingdom
for individuals, he said

Andre Maisonpierre Also, the Senate Foreign Relations Committee is ex-
Under the plan, the state pays 80% of medical expenses after Because of the mammoth federal deficit, Congress pected to approve a treaty with Bermuda that would

a $1,000 individual deductible After an out-of-pocket maximl.m of probably would favor the revenue-producing aspect of waive until Jan 1, 1990, the excise tax on reinsurance
$3,000 for individuals and $5,000 for families, the plan picks up the proposal, observers say ceded to reinsurers domiciled on the Island
100% of participants' health care bills However, RIMS last week issued a statement criti- To equalize the status between Bermuda and Bar-

About 100,000 to 250,000 individuals are expected to be covered cizing the proposal, calling it "nothing less than a kick bados, the Treasury Department has agreed to renego-
under the plan in its first year, but the number lS expected to grow in the teeth to insurance consumers, who will ulti- tiate the Barbados treaty to eliminate the excise tax
to as many as a million in following years, Mr Bianco said The mately have to pay the tab for the tax increase . waiver by Jan 1, 1990, according to Mr Maisonpierre
first policies will beissued in January 1990 Under current law, direct insurance premiums paid These excise tax waivers are a "loophole" that

to foreign insurers are subject to a 4% excise tax, while allows foreign reinsurers to sell reinsurance at lower
Waxman long4erm care plan reinsurance premiums paid to foreign reinsurers are prices in the United States than domestic reinsurers

subject to only a 1% tax can, Mr Maisonpierre contended
WASHINGTON-Employers would be tapped for about $3 5 The excise tax is imposed in the form of a withhold- Before the Tax Reform Act of 1986, the tax treaties

billion annually in additional Social Security payroll taxes under a ing tax For example, if a company owes a premium of the United States had with other countries did not
long-term health care bill Rep Henry Waxman, D-Calif, plans to $1 million for reinsurance to a Swiss reinsurer, under Contznued on page 4
introduce this month

Under the legislation, which is estimated to cost $32 billion an-
nually, Medicare payments toward home health care, adult day- Inside
care and nursing home care would increase

Rep Waxman's proposal would be financed by a combination of
1,0 This week's editorial asks Was it really necessary for U S multinational to operate in Egypt with full insuranceincreased payroll and estate taxes and an income tax surcharge
the IRS to produce 203 pages of proposed and final coverage, says Jerome Karter, sen,or vp of Johnson &imposed on all taxpayers
401 (k) regulations that seem designed to Intimidate Higgins, In International Issues PAGE 23

The proposal would extend the Medicare portion of the FICA tax rather than elucidate? PAGE 8
to all wages earned This would raise about $7 billion

p' Stock analyst Myron Picoult reports that insurers'The Medicare portion of the 7 51% Social Security payroll tax- 4 London marine underwriters may introduce advisory second-quarter results were roster than they should have
paid by both employers and employees-currently is 1 45% of the
first $45,000 of wages

minimum rates for insuring North Sea oil rigs following been PAGE 39
the Piper Alpha explosion in July PAGE 11

One significant difference between the financing of Rep Wax-
man's bill and long-term care proposals submitted by Sen George 800 Although the Occupational Safety and Health Ad- Del,artmentR
Mitchell, D-Maine (BI, May 2), and Sen Edward Kennedy, D-Mass ministration began enforcing the newly expanded federal Ask a casualty actuary 04
(BI, March 28), 15 that It does not raise Medicare premiums to help hazard communication standard Aug 1, controversies Benefit beat 6
pay for the program

about the standard are still raging PAGE 12 Classifie(Is 34
Under Rep Waxman's proposal, all taxpayers would pay an in- Insurance services guide q8

come tax surcharge of $5 per $100 of income tax liability This + Despite the soften,ng commerc,al property/casualty International issueR 09
would raise approximately $20 billion, Rep Waxman estimates ,nsurance market, Vermont continues to add to its lead as Letters

the largest domest,c capt,ve Insurance company domt- London 98
Howden criminal trial set cile, say reports from the annual meeting of the Vermont Mark•te 13

Captive Insurance Assn PAGE 15 Opinions 8
LONDON-Four former executives of Lloyd's of London broker Perspectives 09

Alexander Howden Group PLC accused of stealing millions of 300 Attempts to subject insurers to greater regulation, Ticker 19
dollars in funds will be tried after a magistrate ruled last week that such as the California auto insurance reform movement, Washington .....................26
the prosecutor had sufficient evidence are likely to spread to other states, insurers say at the Vol 22, No 36-Bus,ness msurance (ISSN 0007-6864) is publishedThe trial is expected to be held at the Central Criminal Court in American Risk & Insurance Assn meeting PAGE 18 weekly al 740 N Rush St, Chmago. 111 60611-2590 Second-class postage
the Old Bailey in London sometime in the middle of next year, ts paid at Chmago, Ill, and at addmonal malling offices Postmaster Send
seven years after original allegations were made against the execu- address changes to Business insurance. Circulation department, 965 E7 An understanding of the local market, as well as inno-

Continued on page 37 JeHerson Ave, Detroit, Mich 48207, 800-992-9970 or 313-446-1611 Copy-
vative risk management, should make,t possible for any nght 1988 by Crain Communicatens Inc
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By ALISON KITTRELL Medical plan design changes for cost containment plan to make hospital expenses sub]ect to the
deductible and 7% are considering doing so

Health care cost-containment measures- (By percentage of respondents) Seventeen percent have made surgical ex-
already used by many employers while still penses subject to the deductible, while 5%
under consideration by others-seem to be a 4076 are considering such a change
success, according to a recent survey  Implemented m Under consideration Employers also have changed the coin-

"The survey data suggests that cost-con- surance levels of their health care plans
tainment measures, such as increased cost Twenty percent have increased the employee
sharing, preadmission certification pro- coinsurance and 8% are considering such ac-
grams and health promotion campaigns,
have succeeded in limiting premium in-

tion Twenty-one percent have made hospital
expenses subject to coinsurance and 19%

creases and in making employees more effi- have made surgical expenses subJect to coin-
cient consumers of health care," the authors surance, in each case, an additional 5% are
of the " 1987 Hay/Huggins Benefits Report," *=a considering such a change in their health
conclude 0 - care plan

However, the survey conducted by the Hay -inclase-increase Apply-Apply-inclasedAPPIVAB@y
In addition to shifting more of the cost toemployees' deductlbles deductible deductible employee colnsurance colnsuranceGroup, which questioned more than 900 em- share of their employees, employers have made otherto hospital to surgical colnsurance to hospital to surgical

ployers nationwide about their 1987 bene- premiums expenses expenses expenses expenses changes to their plans
fit plans, shows that costs are starting to Source Hay/Huggins survey "The escalating cost of hospitalization and
creep upward again The average employee surgery has led employers to search for less
premium grew 6% from 1984 to 1985, and 3% costly alternatives in providing health care
from 1985 to 1986, but it increased 9% from trend we've been seeing for several years some plan design "cutbacks" during the last Home health care, skilled nursing facilities,
1986 to 1987 And, average family premiums The 1980s seems to be the time period" for two years The most common change, en- hospice care and outpatient surgery are
increased 3% from 1984 to 1985 and again cost shifting, said Michael Carter, senior vp acted by 35% of the respondents and under among the most commonly used alternatives
from 1985 to 1986, but ballooned 8% from of Hay/Huggins Co in Philadelphia consideration by an additional 14%, has been for cost containment," the survey reports
1986 to 1987 For example, in the 1987 survey, 57% of to increase employees' deductibles under the Most plans provide some type of financial

Employers have been using a number of the employers paid the full cost of employee plan incentive for employees to use such alterna-
weapons in the battle against health care health care coverage-down significantly In addition, 28% of the employers have in- tives to hospitalization Of the plans that
costs, the survey shows But the most com- from 67% m 1982 creased the percentage of premium paid by provide hospitalization coverage at less than
mon has been shifting more of the cost of the In fact, although 100% of the employers in the employee, and an additional 12% are 100%, 62% provide full coverage if an em-
programs to employees the 1987 survey provide health care coverage considering such a move ployee opts for home health care, hospice

"That (cost shifting) iS a continuation of a for their employees, 58% said they had made Twenty-two percent have changed their Continued on page 32

Court's decision Fibreboard unveils plan
could force Citibank to settle asbestos claims

to divest AMBAC By STACY ADLER miting the insurer's liability to $2 million
Pacific Indemnity did not raise a similar argument

CONCORD, Calif -In a novel attempt to avoid Both the Continental Casualty and the Pacific In-
By JUDY GREENWALD bankruptcy, former asbestos manufacturer Fibreboard demnity policies had limits of $1 million per occur-

Corp wants to offer claimants deferred settlements in renee with no aggregate limit
WASHINGTON-A U S appellate court decision could ultimately the hope that it can eventually recover millions of dol- Judge Brown's decision is almost certain to be ap-

force Citibank to divest itself of ltS 97% ownership of AMBAC In- lars from insurers pealed, so Fibreboard won't have a definitive pic-
demnity Corp, a major municipal bond insurer Because Fibreboard has only $115 million in undis- ture of its insurance for five to eight years, which is

Whether New York-based Citibank will have to sell AMBAC will puted insurance remaining to pay an estimated half- why it is proposing the deferred settlement plan
depend on a subsequent decision by the Federal Reserve Board and billion dollars m asbestos bodily inlury claims, it is If Judge Brown's decision is upheld on appeal, Fi-
the possibility of congressional action hoping to defer payment of the settlements for five to breboard estimates that 85% of the asbestos bodily

And even if AMBAC, which has more than $1 billion in assets, eight years so it can resolve coverage disputes with claims that have already been paid and 75% of the
should be sold by Citibank, its viability as an insurer will not be two of its insurers claims currently pending would be covered by the po-
affected, observers say Fibreboard maintains that policies written by Conti- licies written by Continental Casualty and Pacific In-

"AMBAC is going to be around for a long time," said Barnet Sher- nental Casualty Co, a unit of CNA Financial Corp, demnity
man, a municipal bond analyst with Smith Barney Harris Upham and Pacific Indemnity Co, a Chubb Corp subsidiary, "We are very encouraged by the favorable decisions
& Co in New York between 1956 and 1959 have no aggregate limits and by the court as it involves our asbestos insurance cov-

Last month's decision by a three-judge panel of the U S Court should respond to the bulk of the tens of thousands of erage," said Lawrence C Hart, Fibreboard's chairman
of Appeals for the District of Columbia is the result of a suit asbestos bodily injury claims now pending against the and president "These decisions eliminate much of the
brought in May 1985 in federal court by the American Insurance company uncertainty that Fibreboard has faced regarding the
Assn to prevent Citibank's June 1985 acquisition of AMBAC Fibreboard 15 litigating with insurers as part of the extent of its coverage "

The American Insurance Assn decided to fight to block the ac- coordinated asbestos coverage trial in San Francisco Michael Douglas, Fibreboard's general counsel,
quisition, said Michael Lovendusky, the AIA's counsel, because before Judge Ira A Brown Jr added that lt lS impossible for the company to esti-
"the underwriting of municipal bond insurance is not closely re- Last week, after Fibreboard released its offer, Judge mate how many claims eventually may be filed against
lated to the business of banking " Brown ruled that each claim filed against Fibreboard it However, he did note that the company is currently

Federal banking laws generally prohibit banks' insurance activi- constitutes an occurrence, making the Continental Ca- named in about two-thirds of the 70,000 claims pend-
ties unless they are closely related to the banking business Insur- sualty and the Pacific Indemnity policies responsible ing in the Asbestos Claims Facility
ance industry organizations have vehemently opposed bank partici- for an infinite number of claims where the first expo- Fibreboard says if it fails to win the coverage litiga-
pation in the insurance business sure to asbestos was prior to 1959 (see update, page 1) tion or if enough claimants do not opt for the de-

AUS District Court in Washington originally rejected the AIA's "Each individual claim is a separate occurrence ferred settlements, it will be forced into bankruptcy
objections to the sale under the circumstances of this case," said Judge "Based on the number of pending claims and antici-

Last month's appellate ruling, which overturned in part an earlier Brown in his Aug 31 ruling "Since each individual pated future claims and on historical claims settlement
decision by the District Court, focused on the comptroller of the claimant has a unique work history, each claimant's costs general assets will not be sufficient to pay set-
currency's decision to approve the Citibank acquisition exposure must be viewed as a separate occurrence " tling claimants more than a small fraction of the prin-

The appellate court said the comptroller correctly decided the Continental Casualty had argued that since all of the cipal amounts and (Fibreboard) will be forced to seek
Continued on nert page asbestos produced by Fibreboard was manufactured in the protection afforded by the bankruptcy laws," ac-

only two plants, there were only two occurrences, h- Contznued on page 35

Insurer can resume political contributions
By STACY ADLER practices and of breaching ltS fiduciary duty to policyhold-

ers (BI, Aug 22)The judge said corporations have a right
LOS ANGELES-A state court judge has lifted a tem- This suit is not affected by Judge Cooperman's most recent

porary restraining order barnng State Farm Mutual Auto- to be involved in the 'marketplace of ruling
mobile Insurance Co from using policyholder surplus to con- "The court recognized State Farm's right to be involved in
tribute to a statewide political campaign to bring no-fault these inltiatives,"said a spokesman for the insurer
auto insurance to California would be 'contrary to the fabric of the The judge said corporations have a right to be involved in

fused to instate a permanent injunction against Bloomington,

Los Angeles County Superior Court Judge Barnet Coo-
perman-who had granted the restraining order-also re-

ideas' and that imposing an injunction

the "marketplace of Ideas," and that imposing an injunction
law,' said a State Farm spokesman. against State Farm would be "contrary to the fabric of the

law," according to the State Farm spokesman
Ill -based State Farm, saying these forms of relief were too State Farm is the largest contributor to the Insurance In-
broad and too drastic policyholders-many of whom oppose the no-fault proposi- dustry Initlative Campaign Committee, the group sponsoring

However, the judge did indicate he would consider more tion-also have a right of free speech The ludge said there is, the no-fault measure As of July, State Farm had already
limited forms of relief, such as enioining State Farm from in essence, "a clash of constitutional rights " contributed some $2 3 million to the committee

using that portion of its surplus proportionate to the num- The ruling was the result of an Aug 15 class-action lawsuit The insurance industry has said it will spend some $43
ber of policyholders who oppose no-fault auto insurance brought on behalf of State Farm policyholders alleging the million to win approval of the no-fault initiative, Proposition

The policyholders' attorney, William Shernoff of Shernoff, insurer is violating policyholders' First Amendment guaran- 104, and to fight three consumer-sponsored initiatives sche-
Scott & Bidart in Claremont, Calif, said he will now ask the tees of free speech by using policyholder surplus to partici- duled for the Nov 8 ballot that would limit or roll back auto
Judge for this pro-rata form of injunctive relief pate in political campaigns they may not support insurance rates (BI, Aug 1)

In his Aug 26 ruling, Judge Cooperman said State Farm The suit also charges State Farm, the largest insurer in Mr Shernoff said Judge Cooperman called insurers' con-
has a constitutional right of free speech, but also noted that California, with conducting unfair and misleading business tributions to the no-fault campaign "repugnant " .
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AMBAC ruling
Continued from previous page
Citibank acquisition did not vio-
late provisions of the National
Bank Act, which regulates banking
activities.

But the decision also agreed with
the AIA's contention that the

comptroller should not have ap-
proved the AMBAC acquisition
without first requiring New York-
based Citicorp, the bank holding
company that controls Citibank, to
obtain the Federal Reserve Board's

approval.
The Fed administers the Bank

Holding Company Act, which
limits the non-banking activities-
including insurance activities-of
bank holding companies.

"The upshot is that Citicorp
must obtain (Federal Reserve)
Board approval," states the deci-
sion. "The comptroller did not con-
sider what effect the applicability
of the BHCA would have on his de-

cision because he mistakenly

thought the BHCA did not apply."
Citicorp may now decide to ap-

peal the decision to the U.S. Su-
preme Court, said the AIA's Mr.
Lovendusky.

However, it is unlikely that the
high court will hear the case, Mr.
Lovendusky said, in which case the
issue will eventually be brought
before the Federal Reserve Board.

Any action before the end of the
year is doubtful, he added.

Spokesmen for Citibank and
AMBAC had no comment on their

plans.

Mr. Lovendusky said he was
confident the Federal Reserve

Board would decide the acquisition
was not in compliance with the
Bank Holding Company Act.

That act requires a "much higher
standard of analysis" than the Na-
tional Bank Act to determine

whether municipal bond insurance
is closely related to the banking
business, he said.

Under the National Bank Act, he
said, the comptroller was required

'The upshot is that
Citicorp must obtain

(Federal Reserve)

Board approval,'
states the decision.

to determine only if municipal
bond insurance was incidental to

other banking activities. The
comptroller decided it was, be-
cause it performed a function
equivalent to the use of standby
letters of credit.

But Ed Armstrong, a consultant
with The Wyatt Co. in Washing-
ton, is not so sure the Fed will de-
cide against Citibank.

"I've got to believe that the Fed-
eral Reserve Board probably would
allow" Citibank to retain its ow-

nership in AMBAC, Mr. Armstrong
said. The Fed has traditionally
been "very generous" in its policies

to the banks, he added.
The key phrase in the BHCA that

the Fed must interpret states that
for an activity by a bank holding
company to be permissible "it must
be so closely related to bank-
ing. . .as to be a proper incident
thereto," Mr. Armstrong said.

"That's where interpretation
comes in," he noted. A liberal in-
terpretation of this phrase would
permit Citibank's continuing ow-
nership of AMBAC, while a con-
servative one would not.

"I'm optimistic they'll be lib-
eral," he concluded.

Citibank also could retain

AMBAC through legislation, Mr.
Lovendusky said. A provision in
the Financial Modernization Act

that the Senate approved in March
would specifically permit Citibank
to continue ownership, he said.

In addition, a banking bill that
includes a broader provision per-
mitting all bank holding com-
panies to become involved in fi-
nancial guarantee insurance is now

With the right partner,
you'll have smooth sailing.
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Introducing Partners Plus.
We'll help you discover the
potential of Group Long Term
Disability.

With Partners Plus from Employers
Reinsurance, you can quickly tap
into the booming GLTD market.

Without investing a lot of money.
Or assuming a lot of risk.

Partners Plus provides you with
everything you need. From a tailor-
made policy, to administrative
software, to claims service.

And unlike many companies,

we don't compete with you in the
marketplace.

Best of all, Partners Plus offers you
ultimate ownership of the business.

For more information, call toll-
free 1-800-255-6931. We're the

partner you've been looking for.

--® Employers Reinsurance Corporation

pending in the House Energy &
Commerce Committee, said Mr.
Lovendusky.

Mr. Armstrong said he believes
legislation permitting greater in-
volvement in financial guarantee
insurance by banks is inevitable,
although not necessarily this year.

"I think it's just a matter of
time," he said.

Meanwhile, even if Citibank is

eventually forced to sell AMBAC,
the divestment is unlikely to have
any impact on the municipal bond
insurers' operations, observers say.

Officials of both Standard &

Poor's Corp. and Moody's Investors
Service, for instance, said a sale

would not necessarily endanger the
triple-A rating both agencies have
given AMBAC.

"The ownership of AMBAC is
not in and of itself a central issue

to the rating," said Dan Hei-
mowitz, vp and managing director-
public finance for Moody's. "It
would not in and of itself present a
problem for AMBAC."

"There's no reason we would

have any great concern about their
continued strength," agreed Roy
Taub, managing director at S&P.

However, both officials said they
would be concerned about who

would purchase AMBAC.
"One big issue would be who

ended up owning it," said Mr.
Taub. While AMBAC has no need

of capital now, S&P would want it
to have an owner willing to provide
infusions if the need arose.

Divestment "is something any-
one has to be careful of," said Syl-
van Feldstein, a manager of munic-
ipal credit analysis at Merrill
Lynch Pierce Fenner & Smith in
New York. "One of the positive
features of the company is that it
does have Citibank involved," he
said.

3 ettrey Noss, vp and a municipal
bond analyst with the Bank of New
York, said he does not believe a
sale would matter, noting that
AMBAC must meet statutory re-
quirements as well as the rating
agencies' standards. "Who the
shareholders are, I don't think is
that significant," he said.

The only problem, he said in
agreeing with Mr. Taub, would be
if the company were sold to the
"Fly By Night Financial Corp.,"
which might be unwilling to pro-
vide needed capital. However, "I
don't think that's the direction

they would go," Mr. Noss said.
For the six months ended June

30, AMBAC reported net revenues
of $88.6 million, up 30.7% from
$67.8 million for the comparable
period of 1987. The company's $1
billion in assets is the largest
among U.S. municipal bond insur-
ers, the company says.

Excise tax
Continued from page 2
matter much because U.S.

reinsurers paid little in fed-
eral income taxes, Mr. Mai-
sonpierre said. But, follow-
ing tax reform, "the domes-
tic reinsurance industry will
have a big tax burden" that
makes them less competitive
than foreign reinsurers, he
concluded.

Jon Harkavy, RIMS' direc-
tor of governmental affairs,
contends that the domestic
reinsurers want to increase

costs for foreign reinsurers
but at the same time are not

willing to increase their own
capacity.

Insurers have increased

their net retentions dramati-
cally over the last few years
because of reduced capacity
offered by reinsurers, Mr.
Harkavy added.

The RAA's proposal "pre-
sumes there is an abundance

of capacity out there. We
don't consider that to be the

case," Mr. Harkavy said.
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"Iremember seeingaWausau film onworkers compensation. Itwas anextremely dramatic presentation
oftheir abilities. I'll never forget iti' says Fred Barth, President ofIndiana-based Jasper Chair Company.

"At the time, I couldn't believe one insurer provided that much help in loss control.
"Now we look to Wausau for guidance and suggestions thgoughoutour operation. And we've gone along with

just about everything they've recommended-because their ideas havebeen good ones," concludes Mr. Barth.
Companies come to Wausau because we combine outstanding

service witha working knowledge ofbusiness. A WAUSAU
If your insurer isn't supplying this kind of service, it's time you AINSURANCEsat down and spoke with Wausau.

Wausau Insurance Companies, 2000 Westwood Drive, Wausau, Wisconsin 54401 lephone (715) 845-5211 A Member of the Nationwidd Group
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P&G shifts health care costs to workers
By GLENN HUNTLEY

About 17,000 Procter & Gamble
Co. ennployees in the Cincinnati
area will pay part of their health
care costs for the first time under a

new benefit plan that begins Sept.
15.

Deductibles and/or monthly plan
contributions will be required for
coverage under P&G's new Flexib-
leCare program, which also offers
the employees a choice among
three options:
• A basic indemnity plan that

allows employees to choose any
health care provider. While P&G
employees will make no contribu-
tion to the plan, they will be sub-
ject to annual deductibles of $ 125
for individuals and $250 for fami-
lies.

The FlexibleCare plan will pay

Benefit beat

80% of the first $3,000 in medical

expenses and 100% of expenses
greater than $3,000, up to a life-
time maximum of $1 million per
plan participant.

• A preferred provider network.
For a small monthly premium ($5
for individuals and $ 10 for fami-
lies), employees that choose net-
work providers receive 100% cov-
erage with no lifetime maximum
benefit limit. If employees choose
non-PPO providers, the basic in-
demnity plan benefit limits are ap-
ply; however, there still is no de-
ductible.

• The basic indemnity plan with
higher deductibles. Under this op-
tion, employees who accept annual

THE NEW PLAYER
IN INTERNATIONAL
INSURANCE COMES

WITHAWORLD
OF EXPERIENCE.
Insuring an American business can

be very different in other parts of the world.
That's why insuring through Hartford

Fire International makes all the difference
in the world.

Not only can we provide a complete
line of primary property/casualty products,
but excess and umbrella coverages as well.

What's more, our underwriters boast
broad backgrounds in writing business
overseas.

We realize that this sounds exten-

sive for a company that's been in business
only since 1984. But our parent company,
The Hartford, began covering the foreign
exposures of its U. S. clients back in 1918.

deductibles of $500 for individuals
and $1,000 for families will receive

rebates at the end of the plan year.
The rebates, which are paid
whether or not the coverage is used
by the participant, are $120 for in-
dividuals and $240 for families.

Procter & Gamble's current self-

insured health care plan pays 100%
of hospitalization and surgical
costs for all employees, the spokes-
woman said. The plan requires no
contributions from employees, who
also are not subject to annual de-
ductibles.

The revised plan, which is to be
administered by MetLife Health
Care Network, a division of Metro-
politan Life Insurance Co. of New

York, is intended to reduce P&G's
rising health care costs by shifting
some of the burden to employees,
according to a Procter & Gamble
spokeswoman.

P&G's annual employee health
care expenditures had nearly dou-
bled to $113 million in 1987 from
$60 million in 1982, the spokeswo-
man continued.

"What we hope to do is hold
down the level of increases in com-

ing years," she said.
Initially, FlexibleCare will be in-

stituted for about 12,000 office em-

ployees at P&G's Cincinnati head-
quarters, and 5,000 sales personnel
based in Cincinnati.

The plan eventually will be of-
fered to most or all of the com-

pany's 44,000 employees as the
MetLife PPO-which currently in-
cludes 13 hospitals and several

That's a wealth of know-how in any
language.

In Western Europe, the U.K.,
Hong Kong, and Australia, our clients are
handled by foreign operations of The
Hartford.

Throughout the rest of the world,
our network of correspondent companies
reads like a Who's Who of international
insurance leaders.

If you're taking your business outside
the US., travel with confidence. Contact
Jim Leber, VR, Hartford Fire Interna-
tional, Hartford Plaza, Hartford, CT 06115.
(203) 547-3030.

In the Chicago area, call Ed Kist at
(312) 346-6000. In New York City,
Carey Fiertz at (212) 553-2305, In #99
Los Angeles, Paul Kellogg at a
(213) 487-5051.

When it comes to .1, *
comprehensive
protection, we can HARTFORD FIRE

INTERNATIONAL, LTD.make you feel
right at home. The Insurance People of ITT

hundred physicians in the Cincin-
nati area--expands to other areas
of the country, the spokeswoman
said.

P&G employees not located in
areas serviced by the MetLife net-
work will continue to receive hos-

pitalization and surgical coverage
under P&G's current self-insured

indemnity plan.

Shipyard ESOP
About 400 shipyard workers in

Seattle became the majority
owners of an ailing marine services
company Aug. 23 when it emerged
from nearly two years in Chapter
11 reorganization.

The ernployees gained control of
longtime family-owned WFI In-
dustries Inc. through an unle-
veraged employee stock ownership
plan that assures them ownership
of no less than 73% of the com-

pany, according to company offi-
cials.

The current value of the ESOP is

about $5 million, according to
Darryl L. Schall, associate with
Drexel Burnham Lambert, the in-
vestment banking firm that nego-
tiated the deal.

Shares will be distributed to em-

ployees based on annual salaries
up to $50,000 per year, he said, ex-
plaining that the cap is intended to
keep ownership from being con-
centrated among higher paid
workers.

The exact formula for distribu-

tion was still being worked out, he
added.

In taking over the company, the
new owners renamed it Unimar In-

ternational Inc.

Unimar International remains a

privately held company under the
new ownership arrangement, he
said.

Also, the ESOP has a unique fea-
ture-periodic buybacks of
worker-held stock-which will as-
sure that new workers have access

to company ownership as well, Mr.
Schall said.

While other ESOPs distribute

shares to workers over a set num-

ber of years, the Unimar Interna-
tional plan turns shares over to
employees over an indefinite num-
ber of years and allows the com-
pany to buy shares back at current
value for distribution to newer

workers, Mr. Schall said.
The ESOP was structured with-

out any further debt by the trust.
Instead, unsecured creditors who
had claims against the former ma-
jority owners of the company
dropped their claims in exchange
for 7% of the new shares, Mr.
Schall said.

Also as part of the bankruptcy
court settlement, the company
turned over some of its assets to

secured creditors and has set up a
leasing agreement for assets, such
as equipment, with the creditors.

WFI Industries, stung by lagging
shipyard business, filed for protec-
tion under Chapter 11 of the Fed-
eral Bankruptcy Act in 1986. Since
then, the company has cut about
1,100 jobs from its payroll.

The company, which was
founded in 1946, operates ship-
building and repair yards and har-
bor and ocean towing services in
the Puget Sound region.

Total assets, including equip-
ment and shipyards, are valued at
about $55 million, according to Mr.
Schall.

Benefit beat keeps insurance and
employee benefit managers in-
formed on what other companies are
doing and of current developments
in the employee benefit fietd. We'd
Zike to know if you've made any
changes. Write Glenn Huntley,
Business Insurance, 6404 Wilshire
Blvd., Los Angeles, Calif. 90048;
213-651-3710.



Home knows all there is to know about insuring fine arts,
fine jewelry; fine collectibles-like the precious FabergO egg
pictured above.That's why, when they need coverage for upscale
clients, more and more agents are calling Home.

Many companies provide floater coverage-but only for
items that aren't too valuable or unusual. At Home,we welcome
the most extraordinary items. And have the capacity and
know-how to write them.

The Home Insurance Company is a member of The Home Group, Inc.

Along with our underwriting expertise, Home also offers
more ffexibility of handling. So you can provide your clients
with scheduled or blanket coverage on a "valued at" basis,
customized to fit their specific needs.

When your clients' most valuable possessions are safe at
Home, they know peace of mind. And so do you. For more
information, call Bruce Slaughter, ExecutiveVice President,
Personal Lines, (312) 559-9656.

Home Insurance
There's no place like it.
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Opinions
What's the use?

 MPLOYERS ARE probably asking why it tookthe Internal Revenue Service seven years to
draft and publish 401(k) plan regulations.

We don't pretend to have the answer. However,
one has to wonder if the IRS used every day of
those seven years to write regulations that couldn't
possibly be more complex.

We're not suggesting that the gamut of 401(k)-
related issues could have been dealt with in a few

paragraphs or even a few pages. But was it really
necessary for the IRS to produce 203 pages of pro-
posed and final regulations that seem designed to
intimidate rather than elucidate?

For example, the regulations lay out a lengthy
series of tests that an employee must satisfy before
making a hardship withdrawal of funds from a
401(k) plan while still working.

If the employer doesn't want to go through the
time and expense to determine whether the em-
ployee is in financial need, the regulations set
down an even more complicated set of safe harbors
governing hardship withdrawals. Among other
things, an employee would be barred from making
any contributions to an employer's plans for 12
months, while the employee maximum deferral
also would be reduced once this prohibition ex-
pires.

Why are such complications needed? Why
couldn't the IRS simply have said that a plan par-
ticipant must have a valid reason for withdrawing
funds-like uninsured medical expenses or a
child's college tuition bill-and left it at that?

No one could argue that those situations do not
represent hardship. And, we doubt that employees
would withdraw funds unless they absolutely had
to because of the tax consequences. Plan partici-
pants that withdraw funds from 401(k) plans be-
fore retirement generally are slapped with a 10%
excise tax over and above other federal taxes that

would be due.

Similarly, the new proposed non-discrimination
testing procedure that is to be used when a 401(k)
plan offers employer matching contributions and/
or aftertax contributions is a paragon of complex-
ity.

Again, we wonder why a new complicated testing
procedure is needed. The basic rules governing
401(k) arrangements, such as the current $7,313

Letters

Greed should not be

industry's defense
To the editor: If I've read or heard it

once, I've read or heard it 10 times in the
last several months. The often-uttered

defense by the insurance industry against
allegations of conspiracy by attorneys
general is: "Not possible, the insurance
industry is too greedy."

Let's cut it out! We have a lot better

defense than that. To sanctimoniously
make such irresponsible statements in
defense of the litigation, however ca-
sually, is irresponsible, untrue and feeds
ammunition to insurance industry critics.

The lawsuits provide an excellent op-
portunity for the industry to explain it-
self, its process and its problems. The
public will never have any better percep-
tion of the industry than the industry in-

Business Insurance welcomes let-

ters from its readers. Please keep
your comments as brief as possible.
We reserve the right to edit letters
for clarity or space. We will not
publish unsigned letters. Send your
comments to Letters to the Editor,
Business Insurance, 740 N. Rush
St.. Chicago, IN., 60611.

floW TMER ...
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maximum employee deferral limit, by themselves
ensure that the plans will not discriminate in favor
of higher-paid workers.

The new complicated rules will not kill 401(k)
plans; the plans have become so popular that they
are an established part of the employee benefit
plan arena. But companies, especially smaller
firms considering whether to offer a retirement
plan for the first time, could be intimidated by the
new rules and decide against offering a 401(k)
plan.

The great appeal of 401(k) plans for employers
has been the plans' ability to offer highly appre-
ciated benefits at a low and predictable cost. And,
for employees, 401(k) plans offer tax incentives,
accessibility of funds when hardships strike and
usually employer matching contributions. No won-
der 401(k) employee participation rates often are
as high as 80%.

The IRS has done its best to make the plans un-
attractive for both employers and employees.
Fewer plans and smaller savings mean workers
will have less savings for retirement, hardly a way
to reduce dependence on public programs like So-
cial Security.

vites.

Little wonder the property/casualty in-
surance industry is misunderstood.

James H. Bryson
Bryson Associates Inc.

Jenkintown, Pa.

Circle K can avoid

federal regulations
To the editor: It appears that Circle K

Corp. has reconsidered its position con-
cerning lifestyle exclusions (BI, Aug. 22;
Aug. 15). It is pragmatic, given the state
of the AIDS controversy, to leave this
issue alone for the time being. Circle K's
attempt to influence lifestyle through its
benefit plan is, however, very interesting.

In the current legislative climate, the
proposals put forward by Circle K run
contrary to the Consolidated Omnibus
Budget Reconciliation Act of 1985 and
Section 89 of the Internal Revenue Code.

Circle K can, however, achieve exactly
what it wants to achieve through its ben-
efit program simply by becoming more
creative.

I suggest that Circle K cancel its bene-
fit plan entirely, then increase each em-
ployee's compensation by the equivalent
of the corporation's benefit costs. Circle
K then should invite insurance companies
to submit proposals on individually un-

derwriting each of its employees. The
proposals from the insurance companies
would have to guarantee that each appli-
cant who applied within 31 days would
be guaranteed coverage, but modified
based on various demographic and health
considerations. You could set limits such

that the rate would not exceed three

times the average rate, for example.
This type of program would guarantee

that all employees had access to medical
insurance coverage. It would also free
Circle K from the burden of onerous gov-
ernment regulations.

Mark A. Mitchell

President

U.S. Benefit Consultants

Marietta, Ga.

Settlement by AIG
was not $7.5 million
To the editor: I was amazed and

shocked at the headline on page 29 of
your Aug. 22 issue, "AIG Unit Settles
Suit for S7.5 million."

The settlement by American Interna-
tional Group Inc. was not $7.5 million as
the headline states.

I strongly believe that structured set-
tlements, sensational headlines like these
and the failure to try cases with thin or

Continued on page 10
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ONLY 22,463 DAYS
UNTIL RETIREMENT.
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Seems like an eternity
But the fact of the matter is today people are retir-

ing sooner than ever.
The average retirement age is now 61.5, not 65.

And it's getting even lower.
It's a trend that has employers worried.
Because as more and more workers retire, employ-

ers end up paying more and more in post-retirement
benefits.

At the CIGNA companies, we have a solution.
We've developed a variety of voluntary, portable

payroll deduction plans that help relieve the employ-
er's post-retirement financial burden.

In each of these programs, employees are given
the opportunity to plan for a financially secure retire-
ment at economical group rates.

They can choose from contemporary insurance
programs like Group Universal Life that not only
provide benefits at retirement, but allow access to
accumulating funds during working years as well.
Benefits are provided by Connecticut General Life Insurance Company. Life Insurance C

Y.

1- _ 1
---

There are also other options available.
Like savings and investment vehicles.
Family insurance coverages.
Supplemental disability plans.
All these employee-paid benefits supplement,

and, in some cases, replace existing programs, helping
to reduce an employer's post-retirement costs.

We'll handle initial enrollment, ongoing plan
management, and all employee communications,
tailoring each program to minimize employer
administrative time. We've even implemented a toll-
free hotline to answer employee questions.

For more information about how we can help with
the post-retirement cost problem, write CIGNA Corp.,
Dept. R12, One Logan Sq., Phila., PA 19103.

Employee Marketing will benefit you and your employ-
ees now And 22,463 days from now.

It's one more example of
CIGNA's commitment to person- CIGNA
alized service to business.

ompany of North America and INA Life Insurance Company of New York, CIGNA companies.
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Letters Insurers' net income falls
Continued from page 8 bar, a group of peop. e with abore- concilable Differences ' g:ves :,our NEW YORK-US property/casualty msurers' net ncome decreased 7%
non-existent liability is what is average intelligenc.3, chooses to reasons for reporting a )out the in the first half to $7 billion from $- 5 billion in the first half 0- 1987
causing verdicts to be so unreason- overlook entirely tteir contribu- Msn of Trial Lawyers of America However, oretax operating income increased 15% in tne first half to $1 5
able tion tz, the worst 1_ability envirin- convention You want risk manag- billion from $65 oillion in the ccrresponding period )f last year, accord-

C.T. Taylor ment in the world-a prposeful ers and insurance coT.Fanies to ing to conso idated industry estimates prepared oy the Insurance .Services
Director-Personnel Services oversignt arising out of tneir insa- know what is being s a:d about Office Inc and the National Assn c.f Independent Ins.rers The operating

Illinois Power Co tiable thirst for more contingency them in the oppos-ng (Emp profit consists primarily of a preta> Lnierwriting loss of $5 4 bpl _or. and
Decatur, Ill dollais I submit that risk managers need pretar net investment income of $1: bil_ion

It H understaniable why scme to know that borh the insurance Underwriting losses grew 13% m the first half compared with a pretax
• Ed:tor's note As the art:cle people refer to the practice of _aw companies and lawj ers are at underwriting loss of $4 8 billion in the first six months of 198" Invest-
stated, :t was a structured settle- as "the world's s€cond oldest pro- fault The big noises each of these ment income in the first half rose 13 6% from $11 4 b llion ir the c)rre-
ment valued at $75 mdlzon, cost- fession " two groups make conceal 'rom risk sponcing period of 1987
zng $960,000 in cash Frank C. Cavignae managers the fact that 75 cents The insurers reported a first-haE aggregate ecmbined ratio 01 104 8%

Insutance Consultant out of every premium dollar they after policyholder dividends, a deterioration from 104 1% in the first half

Few public entities San Diego pay for personal injur, 1_ability in- of 1987
surance goes to lawyers ard she in- Net written premiums for the first half of 1988 totaled $99 c bl__ion, ip

are savvy buyers Lawyers, insurers surance industry Just L 6% fpom $965 billion in the first half of last year Net written
The lawyers are rigrt :bcut the premiums grew by 13% in the fist sic months of 1987each are to blanle insurance industry and tie insur- Property/easua-ty insurers' surplus rose about 349 to $1106 51lion as

To the editor In response to Mi- ance industry lS righ: about the of June 30 cimpared with $104 bill.or at year-end 1987
chael Natale's comments (BI, Aug
15) on my article (BI, July 11), I

To the editor The .awyers say lawyers The tort/insurance system The Tax Reform Act of 1986 helped account for the cecrease in
the insurance comianies are at is outrageously expensive insurers bostom-line earnings, ISO and the NA[1 pomt out Prolzerty/ca-

can heartily agree that profession- fault and the inst.-ance companies Eugene R. Anderson sualty insurers reported a federal inccme tax hab lity of $2 1 bilhon in the
alism now exists in governmental say the lawyers are at fault Anderson Russell Kill & Olick P C first half, compared with $1 8 billion in the firs: ha_f of 1986, despite a
risk management much more than Your Aug 15 edi-orial, "Ur.re- New York decrease in pretax net income .

it has in the past The entire pro-
fession of risk management has
made fantastic strides in the last

few decades A 44 f : 'i:tr:* ·li. · A/ 4,%- ' < ..

. f.3 *. = It, u, PS,
4 t .

t

However to say that the mgor- rk.1, r
:

41 1 1

5

=

tty of public entities now bid their
=

fi Z- Fi' ' 4
insurance intelligently is a some- 1

what more optimistic statement
Most public entities have never
hired a risk manager Their specifi-

L i. 14. j ;7'L 4b
i

1:1 E

cations and bidding procedures re-
fleet that fact t41* 3f

r &
I

Reasonably priced liability in- t
surance available during the hard 54{/.1. , ' /#.f;, r . 1 ..{1.fiej' 1..'i,4 4=

market was not purchased eagerly t
4.

i
I 't

by public entities because they 'r. < 4 T»Aik .1:,r. . 2 1 2 i :, i '
3

perceived the price to be excessive
8 ,4
4

Compared with non-insurance
S..

f

competition-pools, plans, cap-  -33
- ., I

I-
€tives and other means of retaining %»*lr-= 1

risk-it was expensive, at least in .2 1-
fterms of initial cost What the final

l

cost will be was not reckoned then A ...
I

..

and is not now Against such com-
petition, buyers comparing apples
to kohlrabies, insurance was not

purchased and more than one com- € *e.*

El'pany withdrew its programs from .

the marketplace "

I am certain that a high level of
t

competence would be evident
11* 4- r

among the attendees at the Public . 1.:

Risk Management Assn's annual T. 05 '1
meeting However, what tiny por-

Y , f +
I

tion of the public entities in the
0

country are represented in such
i. fl

forums? 1

Public entities are not unique
.

One of the nice things about the in-
surance and risk management /

"11,business is that progress can be . 4 , - Ii;

noted but the amount to be done
'..'' 71'#' 4 5 ,_

seems scarcely reduced We still
4a

have a long, long way to go Our marine subsidiary is insuring vessels that are
Charles A. McAlear

Areadia, Mich r t; 1fiT 'ilt. 78'f' '. %.
*4 I . T

Hunter and lawyers C If ./.1 ,/ , -C
.

part of the problem
44''

f. E f -: . i,0.:* *ST' :r,= i 4 4To the editor Your Aug 8 arti- J *.,1 tar#
4/.-

cle, "Activists Declare War on In-
surers," describes J Robert Hunter -

as calling on trial attorneys to .slf¥-3'i.s"./.. . .. #$ !· ,.. ifku .er. rt.
strike insurance companies with a V+J I 45$3*51.:15!:..<r-/1*limmillikilbiah :/r-mitimil'er*E
barrage of lawsuits charging

1everything from bad faith to fraud
/4,6 1- 7

to false advertising
Mr Hunter's simplistic cops and .

8 ·- f i'
robbers, good guys vs bad guys 4.463 3 A b ...mentality obviously enables him to

r " 3, + . A 104'V 1
effectively pander to the ap- 1 4| + I &

parently equally juvenile mentality
E $'

.·

of trial lawyers i
A : . . 1, 9:

/le
The vicious diatribes of Mr +

Hunter and the plaintiffs' lawyers - i_ 2
against the insurance industry 5  ir
point out a maior source of the lia- -

bility problems in the United 4 ./-
States

e
3

3

: I
3 & t I-

In their eagerness to milk dry the -I

*** Ez'
golden cow of liability Insurance,

Mr Hunter and the plaintiffs law-
yers lose sight of fair play and
reasonable solutions to tort situa- Co,,ering supertankers so sallboats, our MC,AC subsidiary is the 1 -.ading
tions by seeking to defame the in- U.5. marine insurance underwriter. It reac ied this pcsition by previd-
surance industry and by perverting
the law by continually and need- ing spec alized products and services to meet marine-industry needs-
lessly expanding the number of incliding coverage for research submanres -hat are bound to sink.
lawsuits

It is appalling that the plaintiffs'
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Compensation for Two rulings cloud hazard ruleContinued from preutous page
full extent of the loss and un- victims of the

derwriters start finding their rein- Piper Alpha disaster By DEBORAH SHALOWITZ amend the second panel's judgment, order staying the standard for the
surance renewals are costing much arguing that a valid decision had al- construction industry in a 1988 case
more " could be higher WASHINGTON-Although the ready been made regardmg a tem- against OSHA by Associated Build-

Meanwhile, compensation for than expected. Occupational Safety and Health Ad- porary exemption for the construe- ers & Contractors Inc That suit, ong-
victims of the Piper Alpha disaster ministration began enforcing the tion mdustly inally was filed in a federal court m
could be higher than expected fol- newly expanded federal hazard com- "It is a very confusing situation," Washington, DC, was sent to the 3rd
lowing agreement by the rig's op- munication standard Aug 1, contro- commented Robert Peyton, safety Circuit for consideration
erator to pay larger compensation added versies about the standard are still and health services director for the The federal worker nght-to-know
payments than would be awarded Although Mr Burnside would raging Associated General Contractors of rule, which was expanded last year to
in British courts not go into details, observers sug- Both OSHA and one panel of the America in Washington, one of the include non-manufacturers, requires

Representatives of Occidental gested that individual payments 3rd U S Circuit Court of Appeals parties that filed the suit "Some- employers to mform workers of po-
Petroleum Ltd told lawyers repre- would range between 300,000 to mamtam that employers m the con- body's going to have to untangle this tential hazards in the workplace and
senting most of the victims and 600,000 pounds ($504,000 to $1 struction industry currently do not mess " to label all potentially hazardous ma-
their families on Aug 24 that the million) have to comply with the hazard com- An OSHA spokeswoman said the tenals (BI, May 16)
company was prepared to offer Meanwhile, Mr Burnside did not munication standard, based on a July agency, abiding by the first appel- The second panel of the 3rd Cir-
compensation higher than liability rule out litigation if claimants are 8 decision of the panel (BI, July 18) late panel's decision, is not enforc- cult also ruled Aug 19 that OSHA
awards normally handed out by not satisfied However, a different panel of the ing the standard for the construe- should begm enforcing three provl-
British courts, though less than "We would probably sue for neg- 3rd Clrcult, apparently unaware that tion Industry sions of the hazard communication

typical U S court awards, said ligence in the state of Texas, where some members of the 3rd Clrcult In According to a clerk for the 3rd standard that the federal Office of
David Burnside, a Scottish lawyer Occidental has operations," he Philadelphia already had ruled on Circuit, the second panel of judges is- Management and Budget did not ap-
representing Piper Alpha victims said the issue, said Aug 19 that the con- sued its opinion in a case originally prove when it reviewed the rule m

Details of the likely compensa- Occidental, meanwhile, has struction industry isnot exempt brought m 1983 against OSHA by the October 1987
tion payments will be further dis- stated that it will resist any litiga- Representatives of the construction United Steelworkers of America The 3rd Circuit panel said the
cussed at a Sept 13 meeting, he tion in U S courts • Industry Aug 23 filed a motion to The first panel of judges issued its OMB, in rejecting the three provi-

sions of the rule, had overstepped its
authority to review federal regula-
tions

The Justice Department, on behalf

, TRAVIS SOFTWARE'S of OSHA and the OMB, last Friday
filed a petition for rehearing

Meanwhile, the OSHA spokeswo-
man said that "at this point, we are
not enforcmg (the three provisions),

Bendit Discrimination Testing Manager although the court said to "
OMB deemed the followmg regu-

lations would create undue paper-
work

Travis Software has developed the Section 89 Be- PHASE || does the following 0 A requirement that material
safety data sheets be provided atnefit Discrimination Testing Managerto help employ- • Determines who are Highly Compensated Employees

ers, consultants, accountants, and administrators meet • PerformstheactualtestingrequiredbSEC 89forlik/healthplans multiemployer worksites
An MSDS details a substance's

the testing requirements of Section 89 of the Internal 4 AA' SEC. Aft • Providestestingmethodchoices toaccommodate varying inter-
properties and the nature of the

Revenue Code, and have the information required to 4 pretations of the law
hazard presented by the substance

• Calculates discnminatory excess for income reporting purposesmake benefit plan design changes, if any 0 A requirement that certain
- .<;-0 - -• Performs' What-If" analysis for redesign of benefit plans

The Travis Benefit Discrimination Testing W consumer products that are not
-4 • Reports results of tests sothatbenefitplandesignchanges, i fany, considered "hazardous chemicals"

Manager is available in two phases-  may be made under the Superfund Amendments

PHASE 1, includesarelationaldatabase forgathenngandstor- VIFY 47 0 SUPPORT and UPDATES Travis Software Corp and Reauthorization Act be co-

vered by the standarding the tremendous amountsofdataspecifically required for SEC *4NAste. supports the SEC 89 BENEFIT DISCRIMINATION TESTING • A requirement for the non-89, much of which employers have not previously recorded PHASE MANAGER users by offenng telephone support and by developing ad- manufacturing sector that drugsI accepts downloaded data from any automated p: rsonnel or payroll ditional capabilities to the system The system will be updated as regula- regulated by the Food and Drugsystem It recordsall the requireddawaboutemployees, their family tions areissued on theSEC 89 law changes (such as with technical cor- Administration be covered by the
members and benefit plans so that discrimmat.on testing may be rections),assunngusers ofthecontinuityandcurrentadherencerequired standard
performed Supports user-inputted plan values

PHASE I is $895. for proper compliance At the OMB's direction, OSHA
on Aug 8 published in the Federal

PHASE 11 is available in single employer or multi- Register several clarifications to

employer versions (single-employer version as low as $ 1.995.1 the hazard communication rule

and asked for comments on the

TRAVIS SOFTWARE'S OTHER EMPLOYEE BENEFIT SYSTEMS
three disputed provisions

In that notice, OSHA suggested
• Clarifying that retail distribu-

A Flexible Benefit Plan Administration tors do not have to maintain ma-Cobra Administration
CORPORATE FLEX terial safety data sheets for haz-

CORPORATE COBRA ardous chemicals unless employees
MANAGER

CORPORATE

,

use the chemicals themselves or

MANAGER unless the distributor suppliesDesigned forcomplete flexiblebenefitplan
FLEX MANAGER those chemicals to commercial ac-

administration Operators need not be benefit plan The most popular COBRA Administration
counts, generally in large quanti-experts Supportsany numberofemployeeselections system available today' The system automatically pro- ties and at below-retail prices

and deduction amounts, printsverificationandenroll- duces up to 29 letters, formsanddocuments required • Changing the definition of ament forms and performs duplicate claims checking 7 by COBRA Easy-to-use and complete
material safety data sheet so that aThe system mcludes user-definable BENEFIT CREDIT « Used by over 1500 organizations. package insert approved by theCALCULATIONS.

MANAGER Food and Drug Administration orAvailable insingle or multi-employer versions as low as $2995
SUMMARY OF FUNCTIONS an entry in the Physicians Desk

FUNCTIONS INCLUDE Reference, a guide to pharmaceuti-• Notification of Eligib lity • Enrollment Form and Times Premium Calcula-
• Generates annual election forms for each employee • Automatic pre-stored in- tions • Handles Secondary Qualifying Events • Tracking of Eligiblity Periods for cals, would meet the requirement
terface with payroll systemtotrackandpost salary deduction data regardless ofpayroll Each Participant • Management report Module • Change of Address Func- for an MSDS for a drug product in
frequency • Generates statements listing transactions for each participant's accounts

tion • Termination Lztte s • Premium Delay Capability • Monthly Premium and the non-manufacturing sector• Automatically produces reimbursement checks for eligible benefits in accordance Eligibility Reports to Vendors • Monthly Premium Notices or Coupons • Late • Broadening the exemption forwith parameters determined by IRC Section 125 • Handles "full-flex" plans Premium Notices (user-specified) • 2% Add-on (user-specified)can be delayed for
• Handles pended claims • Generates an Explanation of Benefits form with each retail food and alcohol to include

compliance with state cont,nuation laws • Additional Copies for Files • Complete food and alcohol prepared for con-payment • Provides complete summary financial reporting • Full Report Module
Audit Trail • Multi level Password • Includes Technical Corrections Provisions

sumption, as well as those pack-
521 RETIREE PREMIUM BILLING MANAGER OPTIONS (Add'I Cost) SINGLE EMPLOYER MULTI-EMPLOYER aged for sale

Administers Retiree Medical Plans, Reduced Benefit Plans and other "non-deduct" • Custom Letter Writer VERSION AS LITTLE VERSION AS LOW AS Despite the second appellate
plans requiring payments by retirees, those on [eave of absence, etc • Custom Report WriterGenerates billings at user-selected frequency, maintains rece,vables aging file, tracks o Downloading
account status and supphes data on primary and supplemental camers as wellas manage- $1295 $3750.

panel's ruling, OSHA is continuing
with the formal rulemaking pro-

ment summary reports Cess lt began last month
The system is available m single or multi-employer versions, andis only $1295 for Comments on the proposal must

the single employer version be submitted in quadruphcate by
FOR FURTHER INFORMATION CALL 713=496-373-7 -_ Oct 7 to the Docket Officer,

ALL r------------

Docket H-022D, Occupational
TRAVIS SOFTWARE TRAVIS SOFTWARE CORP. PLEASE SEND MORE Safety and Health Administration,
SYSTEMS-

INFORMATION ON
1001 S Dairy Ashford, Suite 206 • Houston, Texas 77077 200 Constitution Ave NW, Room

-areforuseon[BMPC' PC/XT PC/AT PersonaISystem
CORPORATE N-2439, Washington, D C 20210,
COBRA MANAGER

2 COMPAQZ or 100% compatibles using PC DOS' or
MS DOS; Series 2 3 or 4 0 with 512K main memory and Name 1

202-523-7894

CORPORATE There also will be a hearing on
a hard disk No Other software required FLEX MANAGER | the proposal Nov 15 at 9 30 a m in
'TM of International Bustne Mahine, Corp Title

,TM of COMPAQ Computer Corp RETIREE PREMIUM | the Labor Department auditorium
'TM of Microoft Corp Company BILLING MANAGER 

at the address above Notices of in-

tent to appear at the hearing mustDISTRIBUTOR and RESELLER 1 BENEFIT
Street  DISCRIMINATION | be received in quadruplicate by

Inguirles Invited TESTING MGR | Tom Hall at OSHA's Division of
 City, State, Zip

-- Telephone 0
PLEASE 1 Consumer Affairs, Room N-3647 at

TELEPHONE ME _j the address above The phone num-
--------------------------

ber is 202-523-8615



Markets

Reliance establishes

risk management unit
Box 51110, Palo Alto, Calif. 94303;
415-856-6500.

Reliance Insurance Cos. of

Philadelphia is creating a new

risk management division.
Reliance Risk Management

will provide a variety of risk
management services to For-
tune 1,000 companies.

The division was formed by
spinning off the section of the
Reliance Specialty Programs
division that provided risk
management services. Pre-
viously, Reliance Specialty
Programs was known as Re-
liance Risk Management (BI,

1 Nov. 16)
The new risk management

division is targeting its ser-
vices at insurance programs
that generate high premiums,
require relatively large self-
insured retentions, high de-
ductibles, unbundled claims

and specialized loss control
services and include high-haz-
ard exposures.

Senior Vp Mario P. Vitale,
who will direct the new

operating unit, previously was
vp-underwriting at Reliance
Specialty Programs.

"We are willing to look at

potential insureds' requests in
a non-traditional fashion, and

we're committed to approach-
ing each insured's problems-
which, at this level, are inevi-

tably different from those of
any other insured-in creative
ways," said Mr. Vitale.

The new division is located

in the Reliance Group head-
quarters at 4 Penn Center
Plaza, Philadelphia, Pa.
19103; 215-864-4000.

New intermediary
Cooper Gay Steele & Co.

· Ltd., a unit of London broker

Cooper Gay (Holdings) Ltd.,
has been licensed in New York

to act as a reinsurance inter-

mediary.
Cooper Gay Steele will

place all classes of reinsurance
1 for clients in North America

and overseas.

' The company was licensed

{ by the New York Insurance
Department in May and began

f operations on Aug. 1
R. Patrick Steele, who most

1 recently was senior vp at
Thomas A. Greene & Co. Inc.,

i the reinsurance brokerage
subsidiary of Alexander &
Alexander Inc. in New York,

1 has been named president of
 the intermediary.

Mr. Steele, who has more

than 20 years' experience in
f the industry, began his career

 as a Lloyd's broker.
Cooper Gay Steele is located

at 120 Wall St., New York,
N.Y. 10005; 212-248-1150.

MM&D expands
Employee benefit consultant

Miller, Mason & Dickenson

Inc., a unit of Aon Corp. of
Chicago, has established its
first West Coast operation.

The employee benefits de-
partments of Rollins Burdick
Hunter Co., Aon's brokerage
subsidiary, in San Francisco,
Palo Alto and Oakland, Calif.,
are now MM&D offices.

The new MM&D offices will

not change location; however,
they will now be run under the
auspices of MM&D.

For more information, con-

tact Jerald Kleinberg, head of
the Palo Alto, Calif., office at

2595 E. Bayshore Blvd., P.O.

New group life unit
Blue Cross & Blue Shield of

Florida has formed a new group
life insurance company, Florida
Combined Life Insurance Co.

Based in Jacksonville, Fla., the

new company has $1.75 million in
capital and surplus and expects to
write $ 10 million in premium vol-
ume by the end of 1989.

"Our products will be packaged
with Blue Cross & Blue Shield of

Continued on next page

ousiness insurance, 2>epcemver 3, 1360 / ia

There are many yardsticks by which an
Excess & Surplus Lines Company is measured.

0
A critical one is:

*ii)

Stability!
Insurance is a "people business" and Investors

recognizes its responsibility to maintain long-term rela- INVESTORS
tionships with producers and insureds. A principal INSURANCE
objective is to provide superior service to our producers. lili 

GROUP
Its goal will always be to provide 24-hour quotes and

100 METRO PARK SOUTH, CN-007
same-week policy issuance. That's why more than 100 LAURENCE HARBOR. NEW JERSEY 08878

of the nation's leading wholesale brokers have chosen (201) 566- 1800/(800) 243-6869
FAX (201) 566-0181 or (2011583-8661

to "invest" with Investors.

Another reason - Exclusively Through Professional Wholesale Brokers

YOU can invest in Investors! _j

00000000' 00+ I

WHAT HAS REINSURANCE IN COMMON

WITH GOTTFRIED W LEIBNIZ?

Gottfried W Leibniz -

the famous philosopher
and mathematical genius

(1646-1716) lived most
of his life in Hannover.

Many epoch-making ideas,
like the world's first viable

calculator, are connected with his name.

This calculator was the first to incorporate
the four basic modes of mathematics.

He also pioneered the binary system,
reducing calculations to 0 and 1. His logic
is an indispensable part of today's
computer technology. We are dedicated
to this legacy of innovation and excellence.
In the spirit of Leibniz, we aspire to be
in the forefront of advancing computer
application, thus responding effectively
and expeditiously to the increasing
complexities of Reinsurance.

0210
HANNOVER RE · EISEN UND STAHL RE

Karl-Wiechert-Allee 50 · D-3000 Hannover 61 · West Germany
Telephone 011-49-511-5604-0 Telex 841-922599 hres
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Bertholon-Rowland Corp., a forc, Co-in 06103, 203-293-6200
Markets Suite 545, Houston, Texas 77098

New York-based brokerage, has Tie Ircianapolis branch of 713-522-6533
acquired Safe Passage Interna- Crum & Forster Commercial In- California Interactive Com

tional, a Washington, D C -based surance -ias moved to 5750 Castle puting Inc., an insurance software
Continued from previous page Mergers/acquisitions brokerage that specializes in insur- Creek Parkway N , Suite 300, Indi- maker, has moved ltS headquarters
Florida's health products to en- ance for the travel Industry anapoli: Ird 46250, 317-577- to 8550 Balboa Blvd , Suite 180
hance the company's ability to ilternative Eealth Caie Sys- 1787 Northridge, Calif 91325, 818-895-
meet the needs of its customers," tems Inc of Naugatuck, Conn , New offices Alexander Howden North 5500
said Walter T Liptak, president has acqured a ccntrolling interest, America 1- as opened a new ofrice The New Hampshire Insur
and chief operating officer of Flor- 5 1% of the stoek in Columbia Computations Inc. and Dyer at 101 Cal.fernia St, Suite 4650, ance Group of Costa Mesa, Cal it
ida Combined Life Management Cc. Wells & Associates have merged San Franc sco, Calif 94111, 415- a unit of American Internationa

Florida Combined Life will mar- W R. Eerkley Corp. of Green- their offices to a single location at 362-4195 Group Inc, has opened a new of-
ket its products to Blue Cross & wich, Ccrn,hasacquired ttebusi- 2500 Windy Ridge Parkway, FX:G Markets Inc. has relo- hee at 695 Town Center Drive
Blue Shield of Florida's existing ness of North Star Risk Services Marietta, Ga 30067, 404-952- cated its Hartford, Conn, branch Suite 400, Costa Mesa, Calif
employer groups as well as to new Inc. 7854 office to ,lIe USF&G headquarters 92626, 714-540-8777
customers Employers will have the No-th Star is a Minneapolis- The North American Co. for at 100 L ghf St , Baltimore, Md Brougher Insurance Group
choice of purchasing the employee based ccrsulting firm that special- Property & Casualty Insurance, 21202,3)1-547-3000 Inc. has relocated its corporate
health and life benefits as a pack- izes In :he development aid ad- the operating subsidiary of NAC Surplus Underwriters Ca- headquarteis to 525 S Meridian
age or separately ministra:ion of alternatize risk Re Corp , has opened ltS first office sualty Insurance Co. has relo- Indianapolis, Ind 46225, 317-634-

For more information, contact firan·:ing technicues at 90 State House Square, Hart- cated its o'fices to 3131 Eastside, 7566 .

Mr Liptak at 532 Riverside Ave,
Jacksonville, Fla 32231, 904-791-
6111

New consultant

Gene C Witherspoon, formerly
assistant director of insurance

company regulation at the Florida
Department of Insurance for eight
years, has opened his own consult-
ing practice in Coral Gables, Fla

International Insurance Associ- ..
ates Inc will help clients form and
manage captive insurance com-
panies, as well as assist in reinsur- We tailor policies to fit.
ance placements In addition, the
company also will offer consulting
services to insurance companies in
Florida and other states

Prior to working for the Florida
Insurance Department, Mr With-
erspoon served as an insurance ex-
aminer with the Tennessee Depart-
ment of Insurance for more than

two years
International Insurance Associ-

ates is located at City National
Bank Building, 2701 LeJeune
Road, Suite 403, Coral Gables, Fla
33134, 305-448-9319

Travelers expands
Travelers Corp of Hartford, Conn,

has expanded ltS preferred provider
network to four regions %

Travelers Preferred-Dallas/Fort 'if 4 .4 12:» ,.. : - : 'tia,',., 3 : a ' '.3,+<*·ti.et1YrY,£Ab,. ,
Worth has 19 hospitals and more
than 450 physicians m its provider
network

Travelers Preferred-Pittsburgh/ L:

Southwestern Pennsylvania has 13
1

hospitals and more than 650 phys- ..
/

.

5
mians m its provider network

. .

0 .
I. 0

Travelers Preferred-Hampton
, ..

.

Roads has seven hospitals and more .
.

.. .

than 400 physicians
... ...

Travelers Preferred-Twin Cities in

Minneapols/St Paul has 12 hospitals
and more than 900 physicians 3

All the Travelers PPOs include the

Patient Advocate utihzation review

program and the Taking Care well- /2 .
ness program

For more information about Tra-

velers Preferred-Dallas/Fort Worth

contact Bill Phelps, 433 E Lascohnes 252 1
Blvd , Suite 750, Irving, Texas 75039- 4.

9990, 214-506-0000
For information about Travelers ..h,

Preferred-Pittsburgh/Southwestern . -S25:

=*: .00000/00000100011000900001Pennsylvania, contact Marilyn
Nixon, 1 Chatham Center Office

Building, Pittsburgh, Pa 15219, 412-
456-4750

For information about Travelers 1
Preferred-Hampton Roads contact

l
Dr Claude A Snuth, 100 W Plume

St, Norfolk, Va, 23510, 804-622- 13
6711

For more information about Tra-

velers Preferred-Twln Cities contact

Margaret Foster, associate director,

12

Travelers Health Network, 2600 Mi-
chelson Dr, Suite 600, Irvine, Cal}f
92715-1507, 714-553-9444

Name changes

1

Yukon Indemnity Co. of
MePherson, Kan, has changed its
name to Alliance Indemnity Co.

Bankers Life Nebraska in Lin-

coln, Neb, has changed its name to
Ameritas Financial Services.

Multicontinental Reinsurance

of Brussels, Belgium, has changed
its named to Lincoln European
Reinsurance Co.
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Vermont growth continues unabated
By JERRY GEISEL

STOWE, Vt.-Despite the soft-
ening commercial property/ca-
sualty insurance market, Vermont
continues to add to its lead as the

largest domestic captive insurance
company domicile.

Since the start of this year, the
Vermont Department of Banking
and Insurance has licensed 25 cap-
tives, including 12 since April (BI,

April 18).
Excluding several captives that

were previously licensed but never
began operations, Vermont now
has 133 captives, a roster that far
and away overshadows the other
domestic domiciles.

Colorado, the second-largest do-
mestic domicile, has 27 captives,
many of which didn't write any
business in 1987. Other states with

captive statutes, including Dela-

At Affiliated FM and Appalachian Insurance
Companies we have the proven experience to
tailor property policies for companies of different
sizes. That's why brokers are starting to see
Appalachian and Affiliated from a new perspective.

Affiliated FM and Appalachian are rated A+ by
Best's. We offer a complete product line for
property risks- including an "all risk" policy that's
simple, comprehensive, and flexible. We have a
proven track record of serving brokers who
require fast, competitive, and complete service. We
put you directly in touch with our underwriters
who can tailor a policy to meet your clients'
needs, then get it out the door quickly. We've even
been known to hand-deliver a policy in a pinch.
And, our claims handling is just as fast, just as
efficient, and certainly, fair.

ware, Hawaii, Illinois and Tennes-
see, have a combined total of about

20 captives.
"We are the preferred domestic

domicile for captives," Vermont
Gov. Madeleine Kunin said before

the annual meeting of the Vermont
Captive Insurance Assn. held Aug.
23-24 in Stowe, Vt.

"Captive insurance companies
are our pride and joy" as part of
Vermont's rapidly growing finan-

cial services industry, Gov. Kunin
added.

And, there are no signs that cap-
tive growth in Vermont is likely to
trail off anytime soon, experts say.

"This is an industry that will
keep growing. I see nothing but a
bright future for Vermont cap-
tives," said Edward Meehan,
director of financial examinations

for the Vermont Department of
Banking and Insurance.

We can also make available our engineering
resources-resources helpful in reducing or
controlling property losses and in satisfying
your clients' needs.

So, if you want insurers who provide capacity,
coverage, and service, tall< to one of our
Commercial Property Operations Managers. And
get a new perspective on property insurance.
Affiliated FM Insurance Company
Appalachian Insurance Company
Associated with Allendale Mutual Insurance Co.
A member of the Factory Mutual System.
East Central (216) 524-9300 Midwest (312) 572-0300
New Yodc (201) 992-9700, (212) 233-8700
Northeast (401) 275-3000
South (404) 955-2700
West (818) 7044133, (213) 8734722
Canada (416) 494-7111, (514) 4854520
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"The growth is continuing. Em-
ployers and organizations are con-
tinuing to form captives in Ver-
mont,'' said
Johnson & Hig-

gins Vp Arthur
Koritzinsky.

In fact, during
recent months,

the Department
of Banking and
Insurance has

been licensing
new captives at a
rate of three to Mr. Meehan

four per month.
Insurance Commissioner Gret-

chen Babcock says it is quite possi-
ble that another 15 captives could
be licensed in the remaining four
months of the year, bringing to 50
the number of new captives licensed
in 1988.

If that happens, the 1988 licens-
ing activity would tie the 1987 rec-

ord when 50 cap-
tives also were

licensed.

Judging by the
attendance at the

. Vermont Captive
Insurance Assn.

meeting, there
* ] are plenty of ser-

0 '. '  vice providers
I-- - A who are betting

Ms. Babcock that Vermont's

captive growth
will continue.

Indeed, the meeting was awash in
representatives from banks, invest-
ment managers, accountants and
law firms all eager to do business
with a captive community that
should produce a premium flow this
year of more than $500 million.

Changes, though, are expected, in
the type of captives that will be
organized, state officials and cap-
tive managers say.

During the first three months of
the year, five of Vermont's 13 new
captives were risk retention groups
-special types of multiple owner
captives that, under provisions of
the expanded federal Risk Retention
Act, can do business nationwide
after being licensed in one state.

However, of the 12 captives li-
censed since the start of April, just
three have been risk retention

groups, a downward trend that is
expected to continue.

Indeed, even in a tight property/
casualty market, the cooperation
needed to make group arrange-
ments, such as risk retention groups,
succeed can be elusive.

In a soft market, interest in risk
retention groups really falls off, Ms.
Babcock said.

And, the soft market has taken
its toll on risk retention groups al-
ready established.

Of the 25 risk retention groups
that have been licensed in Vermont,
at least five, or 20%, have either
withdrawn or are inactive because

they could not raise sufficient capi-
tal.

But other risk retention groups,
especially those that had an estab-
lished track record, have thrived in
Vermont and have become some of

the state's largest captives.
For example, MEDMARC Insur-

ance Co. Risk Retention Group Inc.,
which, on the last day of 1986, be-
came the the first captive insurance
company to come ashore under the
expanded federal Risk Retention
Act (BI, Feb. 2, 1987), produced net
written premiums of $23.7 million
during its first year in Vermont.

That premium volume makes
MEDMARC, which provides prod-
uct liability coverage to some 420
medical equipment manufacturers,
one of the largest Vermont captives.
It also compares favorably to 1986
net premiums of $13 million when

Continued on next page
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Vermont captives
Continued from previous page
the company-then known as
MEDMARC Ltd.-completed its
last year of operations in Bermuda,
where it started in 1979 as a

group-owned captive.
Relocating to Vermont from Ber-

muda has reduced the logistical and
communications

-0.- -6.-1 4 perienced off-

111 U{ideYJaYon
shore, said

White.

Single-parent
and small group
captives, though,

Mr. White are expected to
comprise the

bulk of Vermont's growth-at least
in the near future--captive manag-
ers and state officials say.

J&H's Mr. Koritzinsky expects
captives to be set up in speciality
areas where coverage in the com-
mercial market still is tight,
such as errors and omissions,

surety and directors and officers lia-
bility insurance.

While Vermont officials are proud
of the captive growth that has oc-
curred-in both tight and soft mar-
kets-they are not resting on their
laurels.

"We are very satisfied with the
growth that has taken place,
but we know we have to work

harder to stay No. 1," Ms. Babcock
said.

She said Vermont is boosting the
resources needed to support a grow-
ing captive industry.

Over the last year, Ms. Babcock
told the VCIA, Vermont has gone
from essentially a one-person reg-
ulation of captives-Mr. Meehan-
to creating an entirely new section
within the Department of Banking
and Insurance with captive regula-
tion as its sole responsibility.

Since the start of the year, six
new positions in the captive sec-
tion have been created and filled,
including four examiners.

"We have made the commitment.

We have the resources to support
the growth," Ms. Babcock said.

"This is no longer a one-person
operation. Captive regulation has

Captive meeting
attracts 200

STOWE, Vt.-Overcast
skies and light showers
didn't dampen the enthusi-
asm of the 200 people at-
tending the Vermont Captive
Insurance Assn. conference

held Aug. 23-24 at the Top-
notch Hotel in Stowe, Vt.

Captives have become one
of Vermont's fastest growing
industries. Indeed, Ver-
mont's current captive roster
has swelled to 133 since the

state's captive statute was
enacted in 1981.

Membership in the VCIA,
which now has about 85

members, is open to Vermont
captives and managers. An-
nual dues are $100.

The VCIA represents the
state's captive industry on
regulatory and legislative
issues. The association also

has helped sponsor booths at
annual Risk & Insurance

Management Society confer-
ences.

"The VCIA can serve you
better than any other organ-
ization," Vermont Insurance
Commissioner Gretchen
Babcock told attendees.

More information about

the organization is available
by writing the Vermont Cap-
tive Insurance Assn., Box 13,

7 Burlington Square, Bur-
lington, Vt. 05041.

-By Jerru Geisel

Ms. Babcock commencIs Vrmont's banks, an
industry once crl:icized b, risk managers for
its insensitivity to captives insurer' needs, for

taking a much mo,e active interest in providing
captives with necessary imancial services.

a full identity of its own.'- she
added.

Aside from having suck- : .arge
staff whose only responsibilities are
captive insurer licensing anc regu-
lation, the Vermont captive section
actually has offices separatt from
the Department of Bank:rg and In-
surance.

The new captive offices. bfaling
about 2,500 square feet including
a large conference room wn€re risk
managers and captive managars can
meet with state examiner., RIe lo-

cated in a new office bu.lcing in
Montpelier, the state capital.

This impressive state regnlatory

infrastructure rs supported by a fi-
nancial base that makes Verm8nt

uniqie as a domestic captive domi-
cile

Under a 1987 law, the depart-
mer.- receives -.5% of the premium
taxes paid by c aptives. These fur-ds
can inly be used for captive regu-
lation.

T. is financial base assures that

as:he number of captives grows,
the state will have the funds needed

to hire additional staff.

At the same time, Vermoct is

do.rig more to publicize what the
stat€ has to ofter as a captiv 3 dom-
iciLe Ms. Babcock said.

.

Ther€ are plans, for example, to
publish a newsletter k keep cur-
rent and prospective captives
abreast of the latest captive devel-
opments in Vermont, she said.

In addition, Vermont officials
have had more discussions with

captives and managers -0 fine-tune
the captive application process.

At the same time, plans are being
developed for Vermont eolleges and
universities to offer courses and

symposiums on captive and other
insurarce issues, she said.

Ms. Babcock commended Ver-

mont's banks, an industry once
criticized by risk managers for its
insensitivity to captives' needs, for
taking a much more active interest
in providing captives with the r.ec-
essary financial services.

"The banks have done a tremen-

dous job in serving captives " she
said.

In addition, Vermont now has a
numbe. of law firms that have de-

veloped captive expertise, she said.
How2.ver, Ms. Babcock said the

Stat2 still needs to attract more ac-

tuarial firms.

Lioking back over the seven years
sinoe Vermont enacted its captive
statute, and the huge growth in cap-
tives, Ms. Babcock said the Depart-
ment of Banking and Insurance's
guiding philosophy toward captive
regulation has not changed.

"There has been stability over
time. Fairness and objectivity. That
will never

change,'' she
saic.

"rhe captive  -
law and its im-

plementation has ,1wo-ked pretty
much the way it
was supposed to
ha·,e,' added
George Chaffee,
a former Ver- Mr. Chaffee

moit insurance

commissioner and now president of
Champlain Risk Services Inc,, a
caFtive management company in
Burlington, Vt. I

-



Guaranty funds may tap captives: Greene
STOWE, Vt.-Captive insurance

companies could be targeted to share
some of the commercial property/ca-
sualty insurance industry's growing
assessments from state guaranty
funds, a prominent attorney warns.

"The commercial industry will
challenge your freedom from their
burden," Donald J. Greene, a senior
partner with the New York law firm
of LeBoeuf, Lamb, Leiby & MacRae,
told the Vermont Captive Insurance
Assn. at the group's annual meeting
in Stowe, Vt., last month.

State guaranty fund assessments,
which have hit record levels, are ex-
pected to continue increasing. These
assessments will further reduce in-

surers' surpluses, which already are
being shrunk by the higher tax bur-
den faced under the Tax Reform Act

of 1986, Mr. Greene said.

As guaranty fund burdens rise,

commercial insurers will try to focus
attention on captive to "help with
the social burden they are now ab-
sorbing alone," he said.

"Keep your eyes open" to such
proposals, Mr.
Greene said, pre-
dicting that such
proposals would
most likely sur- -
face first in the ,

larger, more *90
commercial

states.

It would be an
@ironic twist,

though, if the in- Mr. Greene

dustry does exert
pressure on legislators and regula-
tors to tap captives to help pay for
guaranty fund assessments.

The insurance industry success-
fully lobbied Congress in 1986,

when legislators were drafting the
expanded federal Risk Retention
Act, to keep risk retention groups
out of guaranty funds. At the time,
insurers said they did not want to
pay for the failures of RRGs.

Another speaker told the VCIA
that even the most astute financial

observers have been taken by sur-
prise when an insurance company
fell into financial difficulties.

Douglas Olson, a managing direc-
tor with the Philadelphia Insurance
Research Group Inc., cited Bald-
win-United Corp. of Cincinnati, and
GEICO Corp., the Washington,
D.C.-based insurer, as examples of
insurers that were a hit with most

stock analysts and Wall Street be-
fore encountering severe financial
problems. However, GEICO, after
flirting with insolvency in the mid-
1970s, later went on to a spectacular

financial recovery.
Mr. Olson said there is plenty to

be learned from the past failures of
insurance companies. A common
theme to many failures is what Mr.
Olson described as management
ambition.

Management may be unable to re-
sist calls from advisers that go along
these lines: "I have this great oppor-
tunity for you to grow. We've been
in this business for years and never
paid a claim," he said.

Ambition, within reasonable
limits, is not bad, Mr. Olson said.
But too much ambition may lead a
company into lines of business that
it has no experience in and that it
cannot handle.

"A company may not have the ad-
ministrative systems to stay on top
of the business and know what is

going on," Mr. Olson said.

Effective risk management
starts with effective loss control,
one of our specialties at Hartford
Specialty.

Our philosophy is simple -
we'd much rather prevent a loss
than process a claim.

Hartford Specialty employs
over 400 loss prevention consul-
tants throughout the U. S. As
a result, no matter where you're
located, or how many locations
you have, one individual coordi-
nates all your loss prevention
needs.

Each consultant is backed
up by trained specialists who can
help you identify, analyze, and eli-
minate the safety hazards unique
to your operation - from the com-
mon to the complex.

And in addition to the talent,
we've got the tools. Our fully
automated loss reporting sys-
tems offer a variety of formats
designed to give you the precise
information you need, when you
need it.

Add to all this a full spec-
trum of reference materials and

access to a computerized loss
control library.

For more information con-

tact your broker or the nearest
Hartford Specialty office.

We're ready right now to
start helping
your company Test Our
win its duel

with loss and Response
liability. Ability

HARTFORDSPECIALTY Y
The Insurance People d ITT,A

In fact, a good warning sign that
an insurer may face future finan-
cial problems is rapid expansion
into new lines.

"It could be a case of a Califor-

nia workers compensation insurer
suddenly offering umbrellas," he
said.

Another tell-tale sign of looming
financial problems is consistent rate
cutting. Mr. Olson cited the example
of an insurer that quoted a $10,000
premium on a $10 million policy
when others were quoting premiums
in the $60,000 range. That insurer
later went insolvent, he said.

When an insurer's quotes are out
of line, risk managers should be
skeptical. "Can you believe that one
company's underwriting was supe-
rior and knew something that the
rest of the industry did not?" Mr.
Olson asked.

Other signs of possible future fi-
nancial problems are heavy debt in-
curred by an insurer and changes
in established relationships, such as
major changes in reinsurers, Mr.
Olson said.

Investments

need attention
STOWE, Vt.-Selecting an in-

vestment manager for a captive
can be a tedious but important
process, says an investment con-
sultant.

In view of the large amount of
assets held by captives, "Invest-
ment management is vital," Don-
ald Hardy, senior vp with Frank
Russell Co., a Tacoma, Wash.-
based investment manager consul-
tant, told attendees of the Vermont
Captive Insurance Assn.'s annual
meeting in Stowe, Vt., last month.

When reviewing ihvestment
managers, employers with captives
first should obtain some basic in-

formation about the firms. Such

information, Mr. Hardy said,
should include:

• The amount of money the in-
vestment manager manages.
• The profitability of the orga-

nization.

• The firm's growth pattern.
"Too much growth can be da-

maging if (the firm is) not staffed
to take on the additional business.
New business should not over-

whelm the company," he said.
In addition, an employer should

ask an investment manager for a
copy of its code of ethics. Such a
code should be in writing and
given out upon request, he said.

"If it doesn't exist, you should
ask why," he said.

Of course, an employer also will
want to use objective criteria, such
as a common stock market index,
like the Standard & Poor 500, to
measure the investment manager's

performance, he said.
Still, there should not be a

"blind" reliance on performance
standards. "A firm could simply be
lucky over a short period," he said.

For example, the investment
manager may have invested heav-
ily in new issues at a time when
new issues were hot.

In general, though, objective
measurements are most useful

when gauging performance over
longer periods of time.

"The longer the measurement,
the more indicative it will be of

management ability," Mr. Hardy
said.

In addition, an employer should
get a sample-with a wide range of
size-of how managed accounts
performed.

"It is a lot easier to show im-

pressive results with a $200,000
account than a $200 million ac-
count," he said.
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INSURANCE FOR
BANK AUTOMOBILE
LEASING

Allied with major carriers, we have extensive
tip-=Ir.experience with :his difficult-to-place insurance.

We make it easier for you with a qualky bank auto
leasing insurance program that provides broader
coverages at substantial savings.

I Lessors Excess Liability .1 J0 Lessors Contingent Liatility

e Lessors Contingent Physical Damage
• Interim Car Coverages • Residual Value Insurance

We invite your inquiry and your business.
Write or call Ron Ruane.

PAIGE-RUANE, INC.
INSURANCE

Reliance Specialty Programs, Inc.

The Irwin Building • RO. Box 1562

King of Prussia, PA 19406
(215) 265-4170• FAX # (215) 265-1240

56th annual ARIA meeting

Push to increase regulation
may spread, insurers fea r

By MARK A. HOFMANN

RENO, Nev. Attempts to sub-
ject insurers to greater regulation,
such as the auto insurance reform

movement in California, are likely
to spread to other states, insurers

, fear.
If the pro-regulation forces pre-

vail in California, "we'11 probably
face another assault on state regu-
lation," predicts John B. Crosby,
senior vp and general counsel of
the National Assn. of Independent
Insurers in Des Plaines, Ill.

And, even if the propositions
calling for greater industry regula-
tion are defeated in California, the

The insurance industry faced an 'accountability
and credibility crisis,' asserts John B. Crosby,
senior vp and general counsel of the National

Assn. of Independent Insurers. 'We talk about who
the proponents are rather than the issues.'

push for restraints on the insur-
ance industry will continue on
other fronts, he warned.

At a session held last month dur-

ing the 56th annual meeting of the
American Risk & Insurance Assn.

in Reno, Nev., Mr. Crosby and

When asmall mis«,lculation
becomes a Fedem I case.
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A misplaced decimal point A confusing telephone
conversation. A missed deadline In the suit-happy'8Os, these
are the things that errors and omissions claims are made of
More and more businesses and service organizations are
finding that good management and good will may not be
enough. If someone loses money or is dissatisfied with service,
someone's going to pay

Media/Professional Insuranc Inc. has designed
policies for a multitude of unusual or complex exposures.
Our on-staff attorneys, underwriters and claims experts work
as a team to ensure a comprehensive understanding of each
policys coverage And by using only A-rated companies,
Media/Professional can offer thorough coverage at realistic
premiums.

Media/Professional is a leader in errors and omissions
and specialized coverages. For a lot of very sound reasons.

So before your client's seemingly small mistake
prompts a massive lawsuit, call or write Media/Professional.
We'll help you make a case for specialized coverage

t

. ho

Media/Professional insurance, Inc.
Two Peishing Square, Suite 800 · 2300 Main Street
Kansas CIM, Missouri 64108 · 816-471-6118

other speakers urged the gathering
of insurance and risk management
educators to research such topics
as insurer profitability and the ef-
fects of regulation on insurance
availability.

Three of the four insurance-re-

lated propositions slated for the
November ballot in California re-

fleet mistrust of the insurance in-

dustry, said Richard J. Haayen,
chairman and chief executive offi-

cer of Allstate Insurance Co. of

Northbrook, Ill.

By signing petitions to get initia-
tives-including one proposed by
the insurance industry-on the
ballot, "the people of California
are saying, 'We've given all of you
time to solve these problems, and
you've failed us,' " he said.

But, being under fire from so
many quarters has not been all bad
for the industry, according to Mr.
Haayen. Insurers have now learned
to band together as a result of the
California ballot questions, he
said.

The industry is simply not very
cohesive, Mr. Haayen observed.
-Because we coukin't agree among
ourselves and other key groups, we
now face open warfare," he said.

In dealing with the California
situation, Mr. Haayen said, insur-
ers must remember that "the cus-

tomers are not the enemy of the
companies. If our proposals are to
be accepted, we must get the sup-
port of the consumers; we must
champion the customers' cause."

The four propositions seeking in-
surance reform in California are:

• Proposition 100, supported by
the California Trial Lawyers Assn.,
which-among other things-
would mandate a 20% discount for

good drivers and roll back personal
automobile rates 20% below Jan-

uary 1988 levels. In addition, the
proposition would require prior
approval for rate increases of more
than 7.5% for personal lines and
15% for commercial lines.

• Proposition 101, sponsored by
Assemblyman Richard Polanco, D-
Los Angeles, which-among other
things-would cut auto bodily in-
jury insurance rates in half and tie
future rate hikes to increases in the

Consumer Price Index.

• Proposition 103, sponsored by
the Santa Monica, Calif.-based

consumer group Access to Justice,
which-among other things-
would roll back all property/ca-
sualty rates to 20% below No-
vember 1987 levels for one year
and require prior approval for rate
increases after that.

• Proposition 104, sponsored by
the Assn. of California Insurance

Companies, which-among other
things-would cut auto insurance

rates an average of 20% under a
new no-fault system (BI, June 20;

June 6; Feb. 29).

The insurance industry faces an
"accountability and credibility cri-
sis," asserted Mr. Crosby, who is
currently on leave from the NAII to
serve as executive vp of the San
Francisco-based Insurance Indus-

try Initiative Campaign Commit-
tee, which backs Proposition 104.

"We talk about who the propo-
nents are rather than the issues,"
he added.

Continued on page 20



/20

Other cost cont ainment
plans treat these symptoms.

Ours cures the disease.
They're stacking up. Everyday.

More and more of them. For more

and more money. And there's no end

in sight.

One solution might be hiring

a cost containment company armed

with statistical models and computer

programs to assign length of stay.

Or you could hire Cost Care.

We deal with real issues driving

your medical costs higher. Medical

necessitf The appropriateness of

setting. Even alternate care.

And most importantly we do it

on a case-by-case basis. We never

resort to prescribed formulas.

Our staff physicians, all board-

certified, review every hospital admis-

sion or elective surgical case. They

discuss the case with the patient's

doctor. Working together they reach

a consensus on the best treatment.

The result of this approach is

elimination of unnecessary medical

treatment, the most effective use of

available medical dollars, and maxi-

mum cooperation between physicians.

At Cost Care we also use the

same approach in catastrophic medical

case management, long-term disabil-

ity, and mental and substance abuse

case managennent.

The success of our plans can be

seen in the bottom line. Based on our

past performance you can expect a

savings of 13 to 22 percent in health

plan costs.

Not only that, at Cost Care we

provide you with ali the necessary

data to pinpoint precisely where and

how you saved money.

Ifyou want to find a cure for your

medical cost containment problem, call

your consultant and ask him about

Cost Care.

Or call Ray Foose, Cost Care

vice president, at 1-800-537-3970.

He can prescribe one for you.

cosrcame™
THE HARDER YOU LOOK,

THE BETTER WE LOOK
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Regulation
Continued from page 18

Mr. Crosby called upon his audi-
ence to help the industry clarify
what he called the "real issues" by
gathering and interpreting data to
show that, contrary to public be-
lief, insurer profits are relatively
low when compared with those of
other industries.

In addition, there is a mispercep-
lion that the industry is under-

taxed, according to Mr. Crosby. In
fact, the Tax Reform Act of 1986,

which requires insurers to pay at
least a minimum tax, will cost in-
surers an additional $15 billion in

taxes over the next five years, he
said.

Scott E. Harrington, professor of
insurance and finance at the Col-

lege of Business Administration at
the University of South Carolina in
Columbia, agreed with Mr.
Crosby's assertions that the indus-
try is not making excessive profits
at the expense of insurance buyers.

"There's a strong case to be made
that we've got a very competitive
industry," he said, adding that he
knew of no academic study that
showed insurers earning excessive
profits.

If the propositions backed by the
California Trial Lawyers Assn. and
Access to Justice pass, insurance
pricing will move from the market-
place to the political arena, Mr.

Harrington warned.
Mr. Harrington was particularly

critical of Access to Justice's Prop-
osition 103, which has the backing
of consumer activist Ralph Nader.
That proposition's proponents "re-
ject cost-based pricing," he said.

"I think these types of provisions
are an invitation to a disaster," he
said. If the no-fault initiatives are

passed, insurers could withdraw
from the private auto insurance
market, he said.

But, according to Allstate's Mr.
Haayen, it is "very unlikely" that

insurers will pull out of California,
as some did in Massachusetts (BI,
Nov. 23,1987; Oct. 19,1987).

While Mr. Harrington favored

the insurer-supported, no-fault
proposition over the others, he

added that the insurance industry
is not without its shortcomings.

"I think, to some extent, the in-

dustry could be faulted for waiting
until there was a crisis in Califor-

nia" to present its case to the pub-

lie, Mr. Harrington said in an in-
terview after the panel discussion.
"Once premiums go up, all con-
sumers want is relie f."

The affordability problem in
California can only be resolved by
controlling claims costs, he said,
and insurers find themselves in a

bit of a conflict of interest when

they find controlling claims costs
may also mean reducing premium
income.

Still, if insurers face particularly

vocal opposition to no-fault plans
and tort reform efforts, they ought
to take the long-term approach

and promote legislative efforts to
reduce claims costs-even if it

means lower premium income-
Mr. Harrington asserted.

Insurers need to find ways to
provide real premium relief
through reduced claims cost with-
out saddling consumers with extra,
unwanted coverage costs, he said.

The fourth speaker, Nevada In-
surance Commissioner David A.

Gates, also asked the insurance

and risk management educators for

help-help in devising better regu-
latory models for those overseeing
the industry.

The issues being decided in Cali-
fornia will not vanish, even i f the

pro-regulation initiatives win, said
Mr. Gates, who is also president-
elect of the National Assn. of In-

surance Commissioners. Instead,

they will be faced throughout the
country, again and again, he said.

The discussion was moderated by
Terrie Troxel, senior vp-informa-
tion and data division for the

NAIL I

Demographics to influence insurers: Panel
By MARK A. HOFMANN 95 generation from a yout:-oriented market to a

4 ' middle-aged or.e
RENO, Nev.-The life/health insurance in- The aging of tne Baby Boomers mears that

dustry will increasingly decentralize curing the "coming decade wil_ be one of greatly ex-
the next decade as it seeks to tap hitherto ig- panded _ncome for them," Mr. Kingsley said.
nored markets. Life instrers cannct afford to ignore this mar-

That was the consensus of a panel pr,)jecting ket, which encompasses about 7:.8 mjllion
the state of the life and health insurance in- people or roughly or_e out of every three
dustry in the 1190s during the 56th annual Americans, he said

meeting of the American Risk & Insurance Many Baby Boomers will achieve their peak
Assn. in Reno, Nev., last month. earning power in the 1990s, Mr. Kingsley said.

In the past, "we insured traditional families These people also will hit the peak of their
like the Nelsons and Cleavers of TV fame," asset-building ability, he said.
said William E. Kingsley, executive vp of the 1 "As the Baby Boom enters middle age, many
American Council of L:fe Insurance in Wash- will start to worry about preparing for their
ington, D.C. But chang_ng demographics have children's college education and at the same

rendered that simple family obsolete, 'Mr. time be worrying about their own retiremens,"
Kingsley said. 4.6 he said. » 3 ,

Several major population shifts will affect "This presents a growing opportunity for the
the life insurance industry in the 19905 and financial service. business to provide products
beyond, Mr, Kingsley said. These include the.Sthat meet the needs of the various Baby Boom
transformation of the so-called Baby Boom fsegments,- he predicted.

The lengthening of the aw,rage American's
lifespan and the consequent growth of the el-
derli population is anc,tter demographic

change that will have a profound impact on
the rE:,ion's life and health insurance industry,
Mr. Kingsley said.

The major challenge of increased longevity

is helping people "prepare for the financial
conspeuences of living too long" he said. For
exam I le, there were aboit I.2 million Ameri-

cans in nursing homes in 1980, according to
Mr. Kingsley.

B> the year 2000, that number will increase

by 1 Trillion, he said.
Other population trends affecting the life/

health insurance industry are changes in the
make-up of American households to ir. clude
more working mothers, and more non-tradi-
tion a. families led by single parents and those
in which both parents work, Mr. Kingsley
saia.

Contmued on next page
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The development of new marketing strategies will be accompanied by
streamlining home office staffs and services, pointed out Henr> J. Brink,
insurance consultant for International Bl«sir.ess Machines Corp. in At-
lanta.

"We will see the traditional home office diminish in importance," he
said.

"We will take layers of management out of insurance," Mr, Brink
said. The increasing sophistication of electronic data processing equip-
ment will allow insurers to transfer more and more tasks to expert sys-
tems relying on artificial intelligence, he said. Artificial intelligence will
perform an over-increasing role in claims, underwriting and investment
decisions, Mr. Brink said.

William H- Rabel, senior vp of the Atlanta-based Life Office Man-
agement Assn., agreed that automation will play an increasing role
in the future.

After reviewing the results of a joint LOMA/Arthur Andersen & Co.
study titled " Insurance Industry Ful.ures: Setting a Course for the 199(Ts,"
(BI, Aug. 1), Mr. Rabel said that insurers will invest heavily in expert
systems and computer-aided software to remain competitive.

At the same time, an increasing amount of decision-making authority
will flow to the field offices from the home c,ffice.

People simply like dealing with local people when they are buying
insurance, Mr. Rabel said. The successful insurer, he said, will rely
on a combination of "high-tech, high-touch" in meeting the needs of its
markets.

Harold D. Skipper, professor of insurarce at Georgia State Univer-
sity in Atlanta, moderated the session •

ARIA members requested
to push insurance classes

By MARK A. HOFMANN

RENO, Nev.-Members, of the
American Risk & Insurance Assn.
should work to attract more col-

1.ge students to insurance and risk
management courses, said the
group's new president in his :nau-
gural address.

"A number of programs have
grown remarkably during the last
decade," said John H Thornton,
professor of insurance at the Uni-
versity of North Texas in Denton.
during ARIA's 56th annual meet-
ing in Reno, Nev., last month.

That growth occurred "primarily
because of the teaching excellence
of the faculty (who) have acted as a
magnet drawing both graduate and

undergraduates to learn about in-
surance, risk management and em-
ployee benefits," he said.

But, despite prospering insur-
ance courses at some schools, Mr.
Thornton said "many other pro-
grams have withered during the
past decade and some seem to have
disappeared altogether. Still more,
I believe, are in danger of even
more curtailment-or even extine-

tion-during the next decade."
Low enrollment in insurance-re-

lated courses leaves teachers with

little defense against the elimina-
tion of those courses and, "over
time, a student's abilities to choose
insurance and insurance-related

electives declines," he said.
Mr. Thornton succeeds Michael

.ILL

L. Murray, professor of insui·ance
at Drake University in Des Moines,
Iowa, as president of ARIA.

Mr. Thornton cited several rea-
sons for the threat to insurance

education. "In some schools, other
faculty members view insurance as
involving only a review of personal
insurance policies. .In other

schools, faculty in other disciplines
may dictate the use of their own
courses as prescribed electives, ef-
fectively denying your students the
opportunity to select a course in
risk and insurance as a business
elective."

Possibly the most significant
reason, though, is the "continuing
growth of the business founda-
tion," to the exclusion of insur-
ance-related courses, said Mr.
Thornton. The business founda-

tion, or common body of knowl-
edge, spells out a number of re-
quired subjects-although not
courses-that must be included in

business degree programs at
schools accredited by the American
Assembly of Collegiate Schools of
Business (BI, Aug. 29).

Mr. Thornton noted that ARIA

Mr. Thornton

considers more

aggressive lobbying
crucial to achieving
AACSB inclusion.

attempted to get AACSB to require
insurance-related course material

in its core curriculum earlier in the

decade. He said a written submis-

sion had been made to the AACSB,
but little one-on-one lobbying had
accompanied the effort.

The new ARIA president made
clear that he considers more ag-
gressive lobbying crucial to
achieving AACSB inclusion.

And, getting risk and insurance
material included in the AACSB

core curriculum is more than

worth the effort, Mr. Thornton
said. Inclusion means that students

at leading business schools would
be exposed to insurance-related
topics during their academic ca-
reers, thus increasing the likeli-
hood of drawing top-notch stu-
dents to insurance careers.

Insurance companies as well as
scholars need to get involved in
the promotion of college-level in-
surance education, Mr. Thornton
said. Insurance professionals ought
to join professors in lobbying for
the inclusion of risk and insurance
courses in the AACSB core currie-

ulum, he said.
In addition, he asked ARIA

members to recruit membership
more aggressively. Previous cam-
paigns to increase general, aca-
demie and institutional member-

ship ''have not generated a
significantly sustained increase,"
he said- He called on each member

to bring in one new member during
the next year.

ARIA currently has about 800
members, said David R. Klock, ex-
ecutive director of the Orlando,
Fla.-headquartered organization.
Mr. Klock said that the member-

ship is roughly divided between
academic members and general
m embers. Aca dem icmemb ers
teach insurance at accredited col-

leges and universities while the
general membership is open to
others in the insurance industry.

ARIA was formerly called the
American Assn. of University
Teachers of Insurance. The asso-

ciation publishes the Journal of
Risk & Insurance, a quarterly mag-
azine of scholarly papers. I
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Insurance in Egypt
*35 .

U.S. multinationals wary of local insurance market
By Jerome Karter created by the two free-trade zone Established in 1968, the office is resulting from collapse due to faulty

insurers are well-known. Arab responsible for providing marine cargo design or workmanship. The policy

TODAY, THOUSANDS OF YEARS International represents CIGNA Corp , loss prevention services in Egyptian also will cover the liability of the
after the reign of the pharaohs, while Egyptian American represents ports. Its services are available on a designer, executive architect and

Egypt is concentrating its economic American International Underwriters, fee basis to non-subscribers contractor toward the owner of the

strategy on the free transfer and a unit of American International Moreover, each of the eight licensed building, but no coverage is afforded
investment of foreign currency in the Group Inc Egyptian insurers is represented on for the owner's interest in the

country Unlike Egypt's nationalized the Technical Committee of the property

Initially, Egypt's "open door" policy companies, the Insurance Federation of The gross policy rate, fixed by the
relied on commercial legislation, free-trade zone Egypt The committee Insurance Federation of Egypt, is
Investment Law No 43 of 1974, to companies are not tariff international promulgates tariff rates applied to the total project value
encourage economic development regulated and may write while the federation However, the federation usually
wlthm KS pnvate sector Amended by direct business in hard issues itself sets out policy allows large-scale projects to be rated
Investment Law No 32 in 1977, Egypt currency only - wording for the on the basis of maximum probable
has continued to lure foreign investors Unfortunately, few following regulated lines loss
with financial stimuli that allow American companies operate in the of insurance fire and allied perils, Unlimited automobile liability
• Exemption from labor laws free-trade zone today business interruption, automobile, coverage also is mandatory Property

regulating labor participation in Each of the eight licensed insurance inland transit, ocean marine and damage coverage does not exist
management, profit distribution companies must cede 30% of their fidelity guarantees Although this practice causes a
among employees and make-up of the direct business to the Egyptian U S multinationals operating m the problem when a serious accident
company's board of directors Reinsurance Co The remaining free-trade zone are exempt from the occurs, most Egyptians rely on
• Foreign exchange accounts portion of the risk may be reinsured insurance tariff and, thus, may obtain "Malesh"-meaning "never mind"-to
• A minimum five-year tax abroad, although first priority must be more competitive rates by placing resolve minor accidents

exemption on project profits given to the locally licensed their business with Arab International Fire legal liability coverage also is
• Repatnation of profits. companies or Egyptian American. statutory Tenants liability and
• Repatriation of invested capital Foreign brokers are allowed to Except for business in the free-trade neighbors recourse are usually insured

five years after its importation under the fire policy with recovery
• A customs exemption for capital based on actual cash value

assets By 1956, when the Egyptianization law was enacted, more than Furthermore, Act 78 mandates that

The United States has long been an 100 insurance companies were operating in Egypt. Between policyholders carry unlimited

 investor in Egypt U S private sector 1956 and the early 1960s, the number dwindled to 13. When third-party liability for elevators and
ES Investments in Egypt frequently take electrical lifts

the form of joint ventures that permit Employers must contribute 15% and
the free transfer of valuable number of licensed local insurers was reduced even further. employees 10% of total salary to the
management systems and technologies

the Egyptian insurance industry was nationalized in 1961, the

national social security system for
to Egyptian partners old-age pension, total disability and

However, notwithstanding the fact receive commissions for placing both zone, policies must be written in death coverage
i that many U S multinationals are facultative and treaty reinsurance as Arabic but, alternatively, may be The system also provides health
F represented in Egypt, US risk well as for placing policies with the issued bilingually coverage for companies that have

managers are wary of insuring two free-trade zone companies U S dollar coverage is available more than 50 employees and are

corporate assets through Egyptian Otherwise, local market business is with premiums and claims paid in the located in a government-designated
f insurers "brokered" by insurance company same currency Most U.S corporations "full service" area, such as

Although Egypt's insurance industry salesmen or independent agents, slnce favor U S dollar coverage because it Alexandria The contribution is 2% by
has followed the country's general Egyptian law defines a broker as an protects corporate assets against the the employer and 1% by the employee
economic fortunes, the scene has "Egyptian national resident m Egypt " erosion of inflation and the Otherwise, the employer can contract
changed dramatically in recent years The rigidity of the local insurance devaluation of the Egyptian pound health coverage through a licensed

By 1956, when the Egyptianization market also is illustrated by the role Unfortunately, coverage written in insurer or can self-insure

law was enacted, more than 100 played by various government U S dollars can create administrative Employers also must contribute 2%
insurance companies were operating organizations problems through the medium of tight of total salary for unemployment
in Egypt Between 1956 and the early For example, the national foreign currency controls insurance and 3% for workers

1960s, the number dwindled to 13 companies operate under the For example, the Egyptian compensation coverage, which iS

When the Egyptian insurance industry supervision of the Egyptian General government fixes the official exchange administered by the government
was nationalized in 1961, the number Insurance Organization, an rate at 70 piastres to the U S dollar Employees can opt to contribute 15%

1 of licensed local insurers was reduced administrative unit of the Ministry of All U S currency entering Egypt of salary for a savings plan
even further Economy and Foreign Trade The through official channels lS exchanged In summary, while the Egyptian

Today, the market is dominated by EGIO administers and supervises the at this rate Often, however, aUS insurance market poses problems born
three direct-writing, Insurance Institute for the Training of multinational that buys U S dollar of limited capacity and a rigid tariff

F government-owned insurers that are Middle Management as well as the coverage will have to pay a rate that is system, some flexibility does exist,
licensed to underwrite all classes of Insurance Institute of Egypt, an 50% higher than the official rate, especially in the free-trade zone
insurance and reinsurance Misr affiliate of the Chartered Insurance thereby reducing the economic U S risk managers, however, need
Insurance Co SAE,Al Chark Institute in London advantage of using hard currency not rely on "Malesh" to resolve local
Insurance Co and National Insurance In addition, the EGIO is responsible U S multinationals involved in a problems Instead, an understanding

Ft
CO for licensing of all independent construction project in Egypt must of local market conditions, as well as

Three private sector companies also average and general loss adjusters and purchase decennial liability coverage innovative risk management planning,
operate in Egypt Suez Canal for renewing the licenses of with a third-party liability limit of 2 should make lt possible for any U S
Insurance Co, Al Nohandes Insurance Independent adlusters who have million Egyptian pounds ($1 4 million) multinational to operate in Egypt with

t Co and Delta Insurance Co complied with the loss control per occurrence and a bodily inlury full insurance protection

Furthermore, two joint-stock standards laid down by the sublimit of 50,000 Egyptian pounds
companies are licensed to write organization While Egyptian insurers ($35,000) Exemptions are granted to

 business in legally established rely on in-house claims personnel to U S multinational projects that are Jerome Karter ts

Egyptian free-trade zones and also to adjust minor losses or to provide funded by the United States Agency senior vp and
manager of the Newwrite insurance and reinsurance surveys and pre-attachment risk for International Development but
York International

outside of Egypt Arab International inspections, outside adjusters handle only if the exemption is stipulated
Department of

Insurance Co, a unit of Misr, and complex risks and major losses within the contract
Johnson & Higgms

Egyptian American Insurance Co , a The national companies also finance The typical decennial liability policy Hts column appears
unit of Al Chark and sit on the board of the Cargo will indemnify third parties, including the flrst Monday Of

The international relationships Supervision and Surveying office tenants, for damage or injuries every month

1
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ASK A CAS CIALTY ACTaARY
administrator. Any of these should be able to assist exposure of the pool would pay a hke percent of theCalculate pool assets you m defining and estabhshing equitable methods costs or any assessments The same share of any surplus

before a need arises to allocate costs and equity The time to undergo this would also accrue to this member

process is during a soft market because the existing These different approaches are not mutually
membership then unll be most hkely to review the exclusive Most plans employ one or more of these

Some years ago when wisdom of remaining with the pool techniques to strike a unique balance between the

Q
coverage was difficult and The lack of such rules creates obvious problems sharing of costs and charging costs to members in
expensive to obtain, we joined for members or potential members, it also may present proportion to their own loss experience There is no
a risk sharing pool. That other consequences Should a pool develop a deficit, or one best answer to the cost allocation issue A plan
decision has turned out well even a perceived funding deficit, potential new can be designed to reflect the management objective
for us, but I am increasingly members may become concerned about picking up a of the members of the pool
concerned about how the costs share of that dehcit should they jom And, current Another issue that must be addressed is which

of possible assessments or the members may be encouraged to leave lf there is a members will be liable for loss costs It is relatively
equity in any surplus might be shared among chance that their leaving will reduce the possibility of clear that a member of a pool should be liable for
members. What would you recommend that I do assessments Likewise, an accumulated surplus may only the loss costs that were incurred while it was a
to address these concerns? provide an unwarranted Incentive for new entities to member of a pool However, the implementation of

Join, so that they might possibly share in some of the that pohcy can be a bit more difficult when there
Self-insurance pools are a surplus (to which they did not contnbute) are long lags between the occurrence and the reporting

A
relatively new phenomenon in the Given that your pool has clearly defined methods of some claims and long lags between the reportmg and
marketplace and there has not been of allocating costs and surpluses (deficits), settlement of the same or other claims

a clear set of standards developed understandmg how they may affect your costs is the Many pools have had very stable membership over
for the distnbution of costs next issue the years, but the costs of a program are commonly
(liabilities) and equity (assets) Equity, hke beauty, may be m the eye of the not completely known for some time For example,

- among members beholder The methods employed to establtsh equitable long-tail lines like workers compensation and
Many pools have very different shanng of costs among members of a pool vary greatly professional habillty take a particularly long time to

approaches that reflect equally different oblectives from organization to organization Such methods vary develop their ultimate costs In these intervening years,
It is also true that many pools do not have not only m terms of how they achieve their goals, but members often change and adverse development in loss 
well-developed methods to allocate habilities or assets they also vary greatly in terms of the goals they were costs can become the liability of members who were
of a pool at all designed to achieve The different methods can be not around when the losses were Incurred Likewise,

It is important for a member-r for any potential placed mto four categories members who leave may have a share of accrued
member-to understand Just how the costs and equity • Banking plans surplus or deficit long after they stop participating in
of a pool will be chstributed • Experience-rated retrospective plans the program Accounting for which members should be

This has been true for pubhc agency pools that • Experience-rated prospective plans charged with which losses can be a complicated process
have flounshed in the last decade as well as for some • Exposure-rated plans that is best dealt with through advance planning
captive programs We suspect this may also be the case The essential difference between these types of plans The accurate allocation of habilities and surpluses
for many risk retention groups is the extent to which members' actual loss experience among members of a pool is hkely to become more

The first step m investigatmg these concerns is to is used--as opposed to general measures of exposure to important m the near future than m the past
review the rules-if any-that currently govern the loss-in allocation of costs A measure of exposure to Accountmg standards have been increasingly aimed
distribution of equity and possible assessments Most loss can be any general measure of size that is expected at requiring the identification of assets and liabilities
pools have at least some general statement m their to be highly correlated with loss experience For of self-insured programs in the financial reports of

, bylaws or other forming agreements that members may example, payroll is often used as a measure of workers both publle and private organizations
be assessed This, though, is not sufficient to assure compensation exposure and replacement value may A clear plan for allocating costs among members
that assessments or accumulated surplus will be be used for gauglng property loss exposure of a pool may be necessary in the future to maintain
equitably distributed Putting off the decision of how A banking plan is characterized by charging charges an ongoing accounting of these potential assets and
these issues will be faced until a member departs and each member the total costs of its own losses over the liabilities

wants an accounting of future obligations or long run These plans provide no shanng of costs but These issues relating to the allocation of liabilities
assets-or-or until there is a substantial surplus or do allow a member to amortize the costs of his losses and assets from self-insurance pools are a growing
deficit-is bound to stram even the best of cooperative over some period of time Thus, the risk that a large concern among many participants Many pools were
working relationships loss wlll occur and require untlmely payment is shared, formed in reaction to the tight market several years

There also is the possibillty that your pool has no the costs are not ago Perhaps these issues are emerging now m reaction
assessment features at all This may seem to be an An experience-rated retrospective plan usually to members seeking alternatives to pool membership
advantage to members of such pools However, should identifies the premium paid as a deposit premium during a soft market and to the significant
the funding of these pools prove to be inadequate for and the costs charged a member are determined in accumulation of assets and habilities over the years
incurred losses, the pool may face msolvency and the the future after the costs for a program period are
return of liability for losses back to the individual well-known This looking back at a prior program
members This is clearly not somethmg any member year gives the plan its retrospective designation Costs Would you hke adv:ce from an experienced colleague
would want to face are shared in relation to the exposure to loss measure on a nsk management, benefit management or

actuanal problem? Four features :n the Perspect:veAn effective technique that can be used to ensure for the program per¤1 and by some modihed loss section of Bus:ness Insurance can g:ve you some
that you understand any existing rules on assessments experience The modified loss experience is used to answers

and distnbutions is to devise three or four scenarios share the nsk of uncommon loss experience while it Ask A Casualty Actuary, Ask A Benefit Actuary,
and see if the current rules clearly define the impact of charges members with the actual costs of common loss Ask A Benefit Manager and Ask A Risk Manager

answer written questions from readers on nsk andeach of these menanos on various pool participants experience beneflt management issues and actuanal problems
This exercise may raise a number of questions, Differentiating between common and uncommon loss Thts month's column on actuanal
highhght areas needmg clarification and suggest experience can involve a number of approaches used issues in the casualty field ts written
changes to current rules Scenarios should include one individually or in harmony These approaches Include by Richard E Sherman, a principal
where a very large loss occurs or a large upward *limiting loss amounts for rating purposes, measuring tozth Coopers & Lybrand tn San

Il,LaillII Franctsco Witham J Miner, anreserve revision that happens after a member leaves or the statistical credibility of the reported loss experience actuary with The Wyatt Co in
accumulated surplus has already been distributed .I/

or simply lookmg at frequencies of loss m determining . /e Chicago, answers actuanat questions
Should your pool not have clearly defined methods of the manner of sharing costs m the benehts fleld Susan M Werner,

allocating costs and equity, you may wish to brmg this An experience-rated prospective plan typically uses dvector of nsk management at
*I Hardee's Food Systems Inc :n RockyIssue to the attention of the goverrung body of your an expenence modification factor for determining Allblli Mount, N C, answers ns/c

pool Most hkely, the pool was formed to address the members' premiums The loss experience of a member Mr. Sherman management guestzons And, Joseph
more immediate and severe problems of coverage may be used to adjust the premium but, once paid, W Duva, director of employee
availability or price Not infrequently, the formulation there is no modification to a member's costs based on beneflts at Attied-Signal Inc in Mornstown, NJ,
of rules to govern allocation of equity or losses is not its individual loss experience Any surplus or deficit in answers benef:ts management queshons

Mr Sherman's and Mr Miner's columns appearseen as a high priority item 17 such a crisis the plan would be allocated among members m relation alternately on the ftrst Monday of each month Ms
environment If attention was focused on it at all, it to their exposure to loss or amount of premium paid Werner's and Mr Duva's columns appear alternately
could easily be viewed as a decision that could be Thus, the premium paid is looking forward to expected on the second Monday Of each month Mr Sherman's

next column will appear tn Novemberdelayed As a pool matures, however, such issues loss experience
Address your questions to ASK, Business Insurance,assume mereaslng Importance Exposure-rated plans simply employ a general 740 N Rush St, Chicago, Ill 60611 Please give us your

Most pools operate with technical assistance measure of exposure to loss as a means of allocating name, title and employer, however, Bus:ness Insurance
provided from a broker, nsk manager, actuary or costs A member that has, for example, 10% of the will consider unsigned letters

I *{iR:
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your sales may scatter in the wind !
The selling strength of your ad message
depends upon the impact and dynamics of
the medium you use to reach your market.
And in the complex field
of commercial insurance,
no other publication
delivers such

depth and

breadth of coverage as Business Insurance.
Because of that, almost everyone who's
anyone in the world of business insurance

reads Business Insurance.

First with the news.

First in readership.
And, first among

advertisers.

Business
Insurance

For reach, readership, response, results.
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TRI-CITY INSURANCE BROKERS, INC.

is pleased to announce the formation of its

Financial Services Division

under the direction of our new partner

Michael R Tilton

specializing in:

Directors & Officers Liability

Professional Liability/Errors & Omissions

Surety and Financial Guarantees

Commercial Crime Coverage
Financial Institution Blanket Bonds

Specialty Coverages

30 Cliff St., New York, N.Y. 10038

(212) 766-1800

Telex: 3717990 Fax: (212) 374-6385

EEOC soliciting comments
on age discrimination rules

By DEBORAH SHALOWITZ
Washington

WASHINGTON The Equal Employment Opportu-
nity Commission is soliciting comments from benefit
managers and other interested parties about how the
Age Discrimination in Employment Act of 1967 should
be interpreted-

The request for comment is part of the EEOC's effort
to develop regulations on age discrimination in early
retirement incentive programs and group health insur-
ance plans.

"Since the use of early retirement has expanded

greatly in recent years" and "in light of. .several
cases dealing with early retirement, questions have
arisen regarding the legality of early retirement plans
in general and of specific plans," said the EEOC.

For example, last year the EEOC issued a controver-
sial am_cus curiae brief in a pending New York case
saying that under certain circumstances. an employer
can offer early retirement incentives to a select group
of workers based on their age, provided every em-
ployee js at some point eligible to receive the full ben-
efit (Bl, Nov. 23, 1987). A decision in that case, Ci-
priano vs. Board Of Educa:ion of North Tonawanda, is
expected this fall.

The EEOC's position in the case generated signifi-
cant criticism and was called a major departure from
existing interpretations of federal guidelines affecting
early retirement plans.

Four months later, however, the EEOC sued Ameri-

can Telephone & Telegraph Co. and its subsidiaries,
charging age discrimination because AT&T limited an
early retirement incentive it offered to older workers.

The lawsuit was interpreted by many as narrowing
the the commission's statements in the Cipriano case
on what constitutes an acceptable early retirement

plan.

The EEOC is asking for comments, among other
things, on how various early retirement plans cur-
rently are structured; how many companies offer early
retirement plans; the demographics of those who ac-
cept the early retirement incentive; whether eligibility
for the early retirement incentive based on age should

be allowed; and whether "window" plans, which are
available to employees for only a limited amount of
time, should be limited.

The EEOC also is seeking comments on a proposed
regulation to address the general prohibition under
ADEA of age discrimination in group employee benefit
plans.

The EEOC is asking for comments, among other
things, on how to determine when a plan is a "subter-
fuge" to avoid ADEA compliance; and how costs
should be defined in group health insurance plans.

Comments on both proposed regulations should be
submitted in quadruplicate by Oct. 13 to the Ex-
ecutive Secretariat, EEOC, 2401 E St. N.W., Washing-
ton, D.C. 20507.

For more information, contact Paul E. Boymel, Of-
fice of Legal Counsel, Room 214, at the EEOC address
listed above or 202-634-6423.

OSHA violations

The Occupational Safety and Health Administration
has fined a Chicago plating company $300,000 for al-
leged violations of federal safety and health standards.

Continued on next page



Continued from previous page
Chicago Modern Plating Co., according to OSHA, =lid

not train its 55 employees about the hazards of the
chemicals they routinely were exposed to, about
proper cleaning techniques of cyanide tanks or about
proper tank entry procedures.

OSHA entered the case in February when a phys-
ician reported that an employee of the firm had be-
come ill while cleaning a plating tank containing cya-
nide. The employee, who had a high level of cy-
anide in his blood when examined by the doctor, died
three days later.

Chicago Modern Plating also did not label most of
the cyanide tanks, or, if the tanks were labeled, they
did not contain sufficient or accurate information,
OSHA alleges.

Furthermore, OSHA charged that the company's em-
ployees have little or no understanding of the hazards
of the various chemicals being used or the dangers of
mixing hydrochloric acid with cyanide.

OSHA also noted that personal protective equipment

was not required by the company and few employees
know the purpose or location of material safety data
sheets.

Material safety data sheets provide information on
chemicals in the workplace, thejr hazards and how to
deal with those hazards. All employers except those in
the construction industry are required to maintain ma-
terial safety data sheets in all facilities under the
federal hazard communication standard (BI, July 18)

An official of Chicago Modern Plating said the com-
pany is contesting the fines but declined to comment
further.

Lockout/tagout rules
Employers interested in a proposed federal rule re-

garding how dangerous machinery and energy sources
should be turned off and reactivated have until Sept.
22 to submit comments to the Labor Department.

Certain industries-such as paper mills, textile fac-
tories and bakeries-already are subject to "lockout/
tagout" rules, which prevent the unexpected energiza-
tion, start-up or release of stored energy. OSHA's pro-

posed rule would establish lockout/tagout rules for
most employers and would cost employers approxi-
mately $212 million in the first year and $135 million
in subsequent years (BI, May 9).

OSHA already has received 87 comments on the pro-
posal. The agency is extending the comment period
from June 28 because of numerous requests.

Written comments must be submitted in quadrupli-
cate to the OSHA Docket Office, Docket No. S-012A,

Labor Department, 200 Constitution Ave. N.W., Wash-
ington, D.C. 20210. Comments must by postmarked by
Sept. 22.

Also, a hearing on the proposal will be held in Wash-
ington Sep:. 22 at 9:30 a.m. in the Labor Depart-
ment auditcrium, 200 Constitution Ave. N.W. Another

hearing on the proposal will be held in Houston Sept.
27 at 9:30 a.m. in the Guest Quarters Suite Hotel, 5353
Westheimer Road.

Notices of intention to appear at either the Washing-
ton or the Houston hearing should be postmarked
by Sept. 8 and sent to Tom Hall, OSHA Division of
Consumer Affairs, Docket S-012A, Room N-3647 at

the Labor Department address above.

Hazard standards

A free booklet explaining the newly expanded fed-
eral hazard communication standard is available from

the Labor Department.

The 20-page brochure covers hazard evaluation,
written hazard communication programs, container

labels, material safety data sheets and lists of hazard-
ous chemicals. The booklet also describes requirements
for employee training and information and handling
of trade secrets.

A directory of state and regional offices of the Occu-
pational Safety and Health Administration and a list
of related publications and audiovisual materials also
are included.

Single copies of "Chemical Hazard Communication"
are free by writing OSHA Publications, Labor Depart-
ment Building, 200 Constitution Ave. N.W., Room
N:3101, Washington, D.C. 20210. Include a self-ad-
dressed mailing label. I

AIDS - CRISIS and COMMITMENT
A two-day Seminar presented by NARPPS

WEDNESDAY and THURSDAY

SEPTEMBER 28-29, 1988

San Diego Hilton Beach & Tennis Resort
San Diego, California

An Overview of AIDS

Case Management as

it affects Employers,
Insurance Carriers, and

Health Care

Professionals.

For registration
information call

714/336-1531

or write: NARPPS, P.O.

SPEAKERS

Seminar opening remarks:
PAUL SCHER, M Ed.: Manager of
Selective Placement & Rehab Services, Sears
Roebuck & Co. NARPPS AIDS Task Force
Chairman, Chicago, IL

Keunote Speakers:
STEVEN OSTBY Ph.D.: Assistant
Professor Dept. of MJ,cal Allied Health Profes-
Sions School of Medicine. University of North
Carofina, Chapel Hill
THOMAS BACKER, Ph.D.: President,
Human Interaction Research Institute, Los Angeles,
CA

JAMES CLINE .- Vice Pres,deWestern Neuro Ca re'TutmANCA,and Head Injuri
r., Continental Medical Syktems, Machanicsburs,

Workshop Presenters

SCHAELLI CHOSAK,Ph.D.:Counselor, L.os Angeles,
PAUL F. HAUSSLER, Cms: Dir., Case
Management, Western Neuro Care, Tustin, CA

nEgets, CIAE STARR, M.F.C.: Counselor, Los
MICHAEL D. WITT, Attorney: Warner &
Stackpole, Boston, MA

Box 870, Twin Peaks, CA 92391.

Protection is more than our name. More than insurance. It means reduced risk of loss to your

business properties, in two ways:
Protection Mutual's engineering and account service professionals bring you the full advantage of

Factory Mutual's unsurpassed expertise in preventing losses. From leading-edge technology and research

to practical training systems.

Protection Mutual secures your business against loss with substantial underwriting capacity and

*' equitable loss adjustment completed without delay. Choose from our flexible, broad-ranging Physical

Dadage and Time Element coverages.
Protection. It's our commitment of partnership with you in protecting your property, your

assets, your future. You have our word.

Realize the benefits of Highly Protected Risk with Protection Mutual. Ask your insurance advisor or

contact us direct. Call William Hansen, Vice President, Marketing.

pmlit.0/ion Protection Mutual Insurance Company
miai-I 300 South Northwest Highway, Park Ridge, Illinois 60068 312/825-4474

1
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CRUSADER
INSURANCE COMPANY

CONSIDERING PROPOSALS

Including, but not limited
to tbe following:

I Brokerage Lines • Purchasing Groups
• Specialty Lines I SIR Programs
I MGA Programs I Risk Retention

Admitted or Non-Admitted

Contact: Jim White

PHONE 818 713-8600
PO. Box 4300 • Woodland Hills, CA 91365-4300 • FAX (818) 713-9228

London reinsurers planning
central underwriting center

By CAROLYN ALDRED

LONDON-More than a dozen

London reinsurance companies are

planning to establish an under-
writing center in the heart of Lon-
don's financial district.

Between 12 and 20 companies
are considering basing their Lon-
don underwriters in a centralized

site near the Lloyd's of London
building, according to Victor
Blake, chairman and chief execu-
tive officer of CNA Reinsurance of

London Ltd.

A reinsurance underwriting cen-
ter will increase brokers' access to

the reinsurance company market
by providing a more convenient
trading environment, said Mr.

How secure

is your blanket?

A
American Appraisal Associates

Blake.

Currently, reinsurance com-
panies in the London market are

located throughout London's fi-
nancial district.

A central location also could re-

duce reinsurers' expenses, said Mr.
Blake. In addition, companies will
be able to retain underwriting and
claims staff in London while mov-

ing support and administration
staff out of the city, thus reducing
accommodation costs, he said.

Mr. Blake hopes the trading cen-
ter will be in operation by the end
of next year. A building has not

Even with blanket insurance, a

knowledge of values is
fundamental to your insurance
program.

A valuation of the assets to be

insured will result in proper
coverage and eliminate major
problems at the time of loss. Using
our computerized data bases, we
can now provide accurate and
easily updated insurance
valuations at economical prices.

We have the resources and

expertise to meet any valuation
need. Our permanent staff in over
50 offices worldwide delivers

timely, quality service.

Don't feel insecure. Call us at

1-800-228-4888.

London

yet been identified, since the group
is uncertain how many companies
will participate.

Many London insurance com-
panies already have an under-
writing center for marine and

aviation underwriters through the
Institute of London Underwriters,

which has its own underwriting
slip and unified Claims handling
and premium accounting office
(BI, Aug. 29).

However, the reinsurance trad-

ing center simply will provide a 10-
cation for independent trading
rather than any formal organiza-
tion, said Mr. Blake.

Judge calls for report
Lloyd's of London must release a

disciplinary report it prepared that
led to the suspension of three for-
mer executives of Oakeley
Vaughan (Underwriting) Ltd. in

1981, a judge has ruled in a prelim-
inary hearing.

More than 40 members of syndi-
cates formerly managed by Oake-
ley Vaughan are seeking to exam-
ine the report, prepared by Lloyd's
underwriter Henry Chester, as a
preliminary to litigation they are
pursuing against Lloyd's.

The members are suing Lloyd's
for breach of duty claiming Lloyd's
" failed to take any satisfactory
steps to protect the" members.

The members also claim they
would not have remained on the

Oakeley Vaughan syndicates if the

Chester report had been made
public, thus avoiding heavy losses
incurred by the syndicates in the
1982 and 1983 underwriting years
(BI, Feb. 15).

Losses of three Oakeley Vaughan
syndicates already total 20 million
pounds ($33.6 million at current
exchange rate).

Lloyd's has refused to publish
the report claiming that making
internal reports public would dis-
courage witnesses from providing
evidence in disciplinary proceed-
ings.

Lloyd's has until Sept. 22 to ap-
peal the decision, confirmed a
Lloyd's spokesman.

Harrap to head division
Lloyd's of London broker Gibbs

Hartley Cooper Ltd. is forming,a
division to handle North American

non-marine business under the di-

rection of Simon Harrap, who was
formerly a director of Willis Faber
P.L.C.

Mr. Harrap resigned from Willis
Faber last month when it merged
the North American non-marine

department of Willis Faber &
Dumas Ltd. with that of Stewart

Wrightson P.L.C., the Lloyd's bro-
ker Willis Faber acquired last year
(BI, June 20).

Mr. Harrap, who had been a se-
nior director of Stewart Wright-
son, was "unable to agree with"
the decision to restructure the de-

partments, according to a state-
ment from Willis Faber. He is the

latest in a string of former Stewart
Wrightson executives to leave
Willis Faber.

James Anderson, who previously
worked with Mr. Harrap at both
Stewart Wrightson and Willis
Faber, also will be joining the new
North American non-marine bro-

kerage division towards the end of
the year, Gibbs, Hartley reported.

North American business is one

of the areas Gibbs, Hartley, a sub-
sidiary of the Hong Kong & Shang-
hai Banking Corp., has pinpointed
for expansion. •
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Agent/Brokerropics
A monthly editorial section sent exclusively to agents and brokers

Exploring the benefits
Agencies seek strength through mergers

By LAURA MAZZUCA who oversees :he program \

Mahoney & Wright acqaired nine agencies in 1987 and 1
4

More and more insurance agencies-hoping to capitalize three so far m 1988, of those, six were acquired because their ir,/135 on economies of scale-are seeking mergers or acquisitions principals were retiring ard two u fre purchased following *S i'.=:since the time is ripe to take advantage of combining opera- the death of a principal, he said
tions, agency experts say The decrease in the number of agencies nationwide also Y f.',

Changes in the tax laws, demands for increased premium reflects a reaction on the part of pr, napals to the Increasing & , & /
volume commitments by insurers and the need to increase demands of many insurers, which are seeking more premium 44'' ·, , ' P /
efficiency and profitability are some of the main reasons for volume from fewer agencies, he said

the growing number of mergers and acquisitions m the past With most large insurers instituting preferred agent pro-- ' · ,1,/.
several years grams, manv smaller agencnes feel pressured to expand pre- * ,\.i4>

In addition, merged companies can benefit from increased mium volume meet automation and perpetuation demands
risk management consulting expertise, larger client rosters and mainta.n stringent loss. ratios Ir order to continue rep-

A merger or acquisition can increase an agency or broker's agency or brokerage is a realistic altergative to going under
and a wider geographic presence resenting the nsurers In some cases acquisition by a larger

revenue stream, expand its available expertise and maximize A buyout by a major brokerage -could be damned near
clout with both clients and insurers instrumental for a local guy," said M- Hilb

But experts warn that unless these transactions are care- f"The sma-ler and weaker agents tha- specialize in personal
fully planned and structured by both buyer and seller, the lines and verv small commercial ac counts are dinosaurs,"

./ 4
,results can be disastrous, culminating in employee tension, said Stephen A Crane, senior vp, ch,€ f financial officer and

loss of clients and financial drain chief plann ng officer of New York-based Corroon & Black
The best-known agency and brokerage mergers have oc- Corp, the fifth-largest U S broker

curred between publicly held brokers, hke the combination Mr Crane noted a doubling of el'gible agency "merchan-
of New York-based Fred S James & Co Inc and Memphis, dise" on the market over the last Shree years "The larger
Tenn -based Crump Cos Inc m November 1986 (BI, Nov 3, insurance companies have been propp'ng (these agencies) up
1986) and the merger of Los Angeles-based Emett & Chan- over the last several years, but they can no longer pay
dler Cos Inc and Jardine Insurance Brokers Inc, the U S high commissions for an inefficient d·sti ibution system "

1\
f t

4., A
brokerage unit of Jardine Matheson & Co Ltd in May 1986 The Tax Reform Act of 1986-which Will inflict "double ..

(BI, May 26, 1986, Feb 3, 1986) taxation" on the owners of all agencies sold after Dec 31-is f
J

among the top brokers The seven largest public brokers terested in selling, said IIAA's Mr Muller (see story, page
completed 68 acquisitions from 1983-1987 and a total of 26 in 28H)

Agency mergers and acquisitions continue to flourish also "accelerating the paperwork" of agencies that are in-

1987 alone (see chart, page 28B) And, while Mahoney & Wright's Mr Forrest believes that
But the urge to merge transcends size According to indus- the change in the tax law is the major reason for the increase

1 4 "4

f

try observers, smaller agencies are increasingly approaching in acquisitions, others think its importance is exaggerated larger brokers, asking to be purchased and instead attribute the increase in mergers and acquisition
"The bulk of what we do comes to uss," said Robert H Hilb, activity to the current soft industry market

1.
president of Hilb, Rogal & Hamilton Co of Richmond, Va, While noting an increase in larger agencies purchasing .C . .':* .. I ithe 12th-largest U S broker based on 1987 revenues (BI, smaller ones, this lS less a result of the tax law and more '< f 'A, ,.

June 20) because of the "frustration many leel in trying to run an J
HRH, which has acquired 27 agencies since Jan 1, 1984, is agency today," said Fredrick J England Jr, president of

/, .#

not actively seeking these acquisitions, rather, an "enor- ISU/Hastings-Tapley Insurance Agency Inc in Cambridge, ,
mous" number of agencies are pursuing the broker, at a cur- Mass
rent rate of five times the activity it saw in 1986, Mr Hilb In fact, since a principal would normally get a higher pnce
said for his or her agency in a harder market, and because some

Miliu \reAnd many consultants agree that the merger and acquisi- large brokers already have a presence m their desired mar-tion game is not Just for the big boys anymore In fact, malor keting areas. '*you won't see as many acquisitions as you'd t':62;>0'11i, f >=•=15' *  
brokerages are more likely to compete with smaller local Contznued on next page 2/
agents than with another large broker to acquire an eligible

agsmee sthe ]ralante; ivat*1 bva desire to keep the ---Il./.1-:E '11
\

large broker out of its market, this competition can become 246$7  *Ar il L <469 i k
fierce and, if done impetuously, the small agency can end up
bidding for-and owning-an agency it can't afford, he said f

According to a 1987 Future One survey that polled 1,331
independent agencies, 15% reported that they had bought 1

agencies, 2 2% bought three agencies, and 1 2% bought four
/4 1\ ry i .11/ i

another agency between 1984 and 1986, 3 5% purchased two
11 1 . \ '

or more agencies 1 t it/1 J
In fact, the survey-conducted by several insurers and

agent trade associations-indicated that the total number of .4 /- d.re
agencies has declined as more agencies are sold or merged,
said Todd A Muller, assistant director of technical affairs a

-

1

for the Independent Insurance Agents of America Inc in New W MENEj j'
York

The 1987 Future One survey estimated there were 53,500 111 AND »-7
2,

independent agencies nationwide, a 22 5% decline from an
estimated 69,000 agencies in a 1983 Future One report This 4 #mu5mows '14

is attributable in part to the "graying" of agency principals, L
k, 4" f &

many of whom are retiring and selling their businesses, Mr
Muller explained --

According to the 1987 Future One survey, the average in- ENTER r 04bt mSI¢ r 4 1

dependent agency is business with a premium volume of $1 3 7

million and six full-time employees, representing seven in-
l

surers The major principal is age 50 or older t .
f

Some brokerages, like Boston's Mahoney & Wright Insur- /A
ance Agencies, are aggressively seeking out these retiring i /¥4'11
agency principals to buy their agencies Mahoney & Wright 7.

instituted a mass mailing program last year, targeting small '44
sslattiyj ;nadns nbt'tharekentssimeansy' aygers

%9 260/L *MC,7
ago, said Richard D Forrest, executive vp for the brokerage, --

--
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trying to control the various operations, saidlergers/acquisitions iL lgECE!EEE" BU ililg 1 @ImI!!18!i!10 4azpukKL Mr England
Cont:nued from previous page On the client side, Mr England said ISU/
think," said Sidney A Stewart Jr , vice 15 Hastings-Tapley had underestimated the im-
chairman of Fred S James & Co Inc in New portance of the acquired agency's principal,
York 12 . - & OBM#%,e.L

especially if the agent is young and well-
"We have seen fewer agencies coming to us liked by clients

--r

and we've been buying fewer agencies," said g After factoring this relationship into the
Robert V Hatcher Jr, chairman and chief equation, Hastings-Tapley has let acquired
executive officer of Johnson & Higgins in

6-
agencies operate more autonomously and has

New York never lost more than 20% of an acquired
Although most of J&H's growth is gen- agency's clients, he said

erated internally, it sometimes seeks to ac- 3 - Although acquisitions are generally less of
quire agencies in order to expand into new a problem because of the buyout nature of
geographic locations, said Mr Hatcher But, 0- the transaction, mergers can be ticklish on a
he believes that the changes in the tax laws Marsh & Alexander Frank B. Fred S. Corroon Rollins Anhur J. personal level, said David A Bakst, senior

/4are actually deterring agency sales because McLennan & Alexander,% Hall James & Black Burdick Gallagher partner with Morrison Mahoney & Miller, a
an agency is worth less now Cos. inc. Services Inc. & Co. Inc. & Co. Inc. Corp. - Hunter Co. & CO. Boston law firm

Although Arthur J Gallagher & Co is Source Russell Miller Inc
You're not just bringing a business to-

concentrating on "medium-sized, well-run gether but human beings, and there are often
insurance brokers" with commissions of $3 5 tracked merger and acquisition activity by spire confidence in clients and personnel personality clashes," he said "A lot of peo-
million to $10 million, there doesn't seem to major brokers since the early 1980s, says For example, Mr Hilb noted that a re- ple don't spend the time to get to know each
be a glut of them on the market, said Michael merger activity was high at the beginning of cently acquired agency that had been ac- other to discover Individual business philo-
Cloherty, vp of finance for the Rollmg Mead- the decade, subsequently declined and then tively courting a large corporate account sophies The biggest problems in mergers are
ows, Ill -based brokerage gradually increased to current levels landed it because of HRH's name value on the people side," he said

Rather than a buy-sell cycle for the bro- When executed correctly, a carefully con- However, in spite of the perceived bene- Because due diligence procedures are so
kerage, Mr Cloherty sees a "constant growth sidered merger can benefit both buyer and fits, no merger or acquisition should be a thorough, few legal problems erupt after a
pattern" of acquisitions, as Gallagher con- seller, according to agents, brokers and con- rush job Most consultants suggest that both deal has been completed, said Mr Bakst
tinues to take on partners to expand into sultants However, acquiring agents or bro- the buyer and seller examine at least three However, operational troubles can begin to
new geographic areas kers often have different philosophies on years of the other party's financial 1nforma- sprout if methods of compensation and other

Some maintain that there has been a level- how to combine the operations tion before taking any legal action details are not worked out between the prin-
ing off of merger and acquisition activity, at "We can offer an agency the opportunity This disclosure process is very important cipals beforehand, he said To avoid this,
least for the major brokerages, possibly be- to share in the overall growth of revenues in any potential deal, both to examine the merging principals should discuss details
cause the brokers are still feeling the rever- and profits of Corroon & Black," said Mr feasibility of a sale or merger, and to foster a like building space, lease arrangements, ex-
bet'ations of last October's stock market Crane "We make them into Corroon & Black sense of trust in the other party, said Richard pense costs, and which employees will re-
crash, said Frederick E Dopfel, managing people " C Shaw, a consultant and chairman of main with the new company
director of mergers and acquisitions for For the purchased agency, this means in- American Brokerage Corp , a Hartford, "These things should not be done after the
agency consultant Russell Miller Inc of San ereased name recognition and financial clout Conn, agency fact," added Mr Bakst
Francisco with both insurers and clients, he said "Unless you're attempting to snooker Another frequently overlooked area during

Because of reduced stock values, publicly Although an acquired agency retains its someone, the more information you provide, a merger is that of a stockholders agreement,
held brokers are less likely to issue the addi- original staff, it must work with C&B's re- the better your chances of a successful sale," said Mr Bakst In their pre-merger ardor,
tional shares necessary for a pooling trans- gional managers to establish a business and Mr Shaw added principals may fail to take into account what
action, he explained management plan After that lS established, Even in a successful transaction, internal will happen if one of them dies, becomes dis-

In a pooling arrangement, "The seller is the acquired agency runs essentially as a problems following a merger can trigger abled or decides to leave the company By
trading the ownership of his company and its C&B branch mistakes that lead to lawsuits from custom- determining how the corporate estate should
cash flow for a more liquid asset of similar But other purchasers take a more laissez- ers Thus, lt 15 crucial that both the buyer purchase the former principal's stock in ad-
value the shares of a publicly traded firm If faire attitude toward the acquired agency and seller have sufficient errors and omis- vance, such problems are averted, he said
one is uncertain about the value of what lS After HRH acquires an agency, for example, sions liability coverage, said Mr Hilb And to make a smooth transition, it'S im-
being traded-i e, the shares-then it is it is operated "as autonomously as we can He added that lt lS particularly important portant to keep clients and employees ap-
much more difficult to arrive at a fair deal," possibly make it," said Mr Hilb "They that the agency being acquired purchase ad- prised of what's going on before and during
Mr Dopfel explained hardly know we exist " ditional tail coverage under ltS E&0 policy negotiations as well as after the acquisition

In a pooling arrangement, the seller re- HRH's retention rate of acquired employ- to cover any potential exposure After the lS completed, said James' Mr Stewart
ceives stock from the acquiring agency in ees is generally quite good, since they get deal is finalized, the acquired agency is "The most important aspect of a merger or
exchange for the entity, with no cash being better benefits and the security of working usually added to the purchaser's E&0 pol- acquisition is a positive attitude on every-
exchanged A purchase involves a direct cash for a large brokerage, added Mr Hilb Ey one's part that this is going to be a better
payment from buyer to seller Client retention also is important, and an If an agency or brokerage is overzealous m thing for the employees and clients," he

Mr Dopfel of Russell Miller, which has effective merger or acquisition should in- its acquisition posture, it can have problems said .

Purchase price may not be No. 1 concern
By LAURA MAZZUCA Pilcher II from making a hasty decision when suitors were when it came to thinning the ranks, ' there weren't any sa-

vying for the hand of his family-run agency, 011iver-Pilcher cred cows " Today, all but three of those 24 employees
The agency merger or acquisition process frequently lS Insurance Inc, in June 1985 While price and other elements have voluntarily left, Mr Pilcher observed

compared with a romance, starting with a courtship, contin- were serious considerations, Mr Pilcher was more interested To retain Olliver-Pilcher's own salespeople, C&B set aside
uing through the honeymoon and finally settling into reality in a buyer who would be "a good fit" with his agency "golden handcuffs"-stock grants for the key sales people,

And, like a suitor looking for a mate, agency principals Phoenix-based 011lver-Pilcher was the oldest and largest said Mr Pilcher Stock ownership offers top people an incen-
seeking to sell their businesses should look first for compati- insurance agency in Arizona, tracing its roots to 1903 The tive to stay after a merger, he added The average producer
bility, said Stephen A Crane, senior vp, chief financial offi- agency specialized in placing personal lines, small to me- now is 35, female, "young and aggressive," he said
cer and chief planning officer of New York-based Corroon dium-sized commercial accounts and specialized commercial The employee benefits department has grown, too It is now
& Black Corp business heavy in construction and con- C&B's second-largest, said Mr Pilcher

"We encourage our new partners to kick our tires very tracting Client retention, a potential problem in an acquisition, has
carefully," Mr Crane commented "We believe in long court- Because of its success in the region, 01-  been no problem Because the agency still carries the Olliver-
ships, not love at first sight " liver-Pilcher was courted by several suit- Pilcher name-and because its clients were informed of the

And, as any soap opera aficionado will tell you, those who ors, including Alexander & Alexander acquisition process from the beginning-it has lost only
marry for money don't necessarily get a happy ending In Services Inc and Corroon & Black, Mr a few clients since the changeover, said Mr Pilcher
fact, agency principals selling their business should put the Pilcher said In fact, the entire arrangement has worked out so well that
selling price far down on their list of priorities, said Richard "In fact, we were down to letter-signing  .. Olliver-Pilcher is encouraged to look for other agencies for
C Shaw, agency consultant and chairman of Hartford, time with A&A," said Mr Pilcher "But  Ai C&8 to acquire in the region, he said
Conn -based agency American Brokerage Corp the culture was a little different at C&B

Instead, the seller should first concentrate on whether he and I thought that our people would fit
Mr Pilcher attributes the success of the merger to the fact

that C&B "left us alone" and took the attitude of "if it works,
really wants to sell and then determine what his goals are in better with them " Mr. Pilcher don't fix lt "

selling so he can match those goals with a buyer who can give The attraction was mutual C&B was If the Corroon & Black/O11iver-Pitcher marriage was an
him what he wants, Mr Shaw explained impressed by Olliver-Pileher's strong presence in Arizona example of a traditional courtship, the relationship between

For instance, an agent planning to retire or leave the busi- and its solid employee benefits department, "our ace in the Crawford & Mitchell Insurance Services and Richmond, Va -
ness can simply sell to the highest bidder, because he is less hole in soft markets," said Mr Pilcher based Hilb, Rogal & Hamilton Co was more like Sadie Haw-
concerned with what happens to the business after lt'S sold, The offers from both brokerages were "close," but the de- kins Day The small agency, rathei than the national bro-
said Mr Shaw cision finally came down to personalities, said Mr Pilcher kerage, did the pursuing

In this case, potential buyers could Include another local Negotiations with C&B began in October 1985, and the deal Crawford, an Irving, Texas-based partnership established
agency three to five times larger than the seller that would was consummated for $12 million on Jan 31, 1986 (BI, Feb in 1975, had been active in acquiring agencies for the past 10
absorb the agency's book of business, strip down the staff 10, 1986) years in the Dallas-Fort Worth area, predominantly agencies
and concentrate on cash flow, a public broker or other From the start, C&B didn't interfere with the agency's op- with small to medium-sized commercial property/casualty
entity willing to buy the agency with overvalued stock, which eration, said Mr Pilcher "New York said 'You call the accounts, said President Brook B Crawford But he had aspi-
would increase in value as the agency's earnings rise, or a shots,' " he recalled rations for national growth, and reasoned that acquisition by
non-brokerage business "We have regular meetings on a regional level and one a large broker would be the best way to achieve that goal

But for a principal who plans to stay at the agency after lt national meeting a year They don't bombard me with paper- So, two years ago, Mr Crawford decided to pick himself a
is sold-or one who will continue to have a financial or per- work," Mr Pilcher added potential rnate
sonal interest-price is less important than the rapport be- Since the merger, Olliver-Pilcher's commissions and fees He first eliminated any brokerages in Dallas or elsewhere
tween buyer and seller, said Mr Shaw This calls for a have increased 20% to a prolected $13 7 million at year-end in Texas because he feared the agency would lose autonomy
"courtship" process, during which the two agree on such de- 1988 from $11 5 million at the merger The office generates if taken ovei by a local entity "We weren't ]ust look-
tails as who will run the agency, the compatibility of the $2 million in personal lines revenues, more than any (&8 ing to sell but wanted to stay in the driver's seat," he said
operations and mix of business, and how many of the ac- branch in the country, said Mr Pilcher This left seven or eight brokers, only two of which appealed
quired agency's personnel will be retained At the time of the purchase, C&B had a 24-person office in to him because of similarities in books of business and man-

In these situations, "money is like sex," he said "It's fun, Phoenix, which was not operating to the broker's expecta- agement philosophy After a process of elimination, Mr
but it's more important (in a marriage) to agree on where tions Following the acquisition, the personnel from that of- Crawford decided on Hilb, Rogal & Hamilton
you're going to live and how many children you want " fice were brought into the Olliver-Pilcher office, he said He contacted Chairman Robert Hilb, who subsequently

Careful consideration of compatibility kept William But "they didn't force any people on me," he added And Continued on next page
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visited the agency. HRH made an
offer, but Crawford was reluctant to
accept the offer because HRH was
still a privately held broker.

After HRH went public in July
1987, Mr. Hilb again contacted
Crawford in September.

"Bob called back out of the blue,"
saying the broker was now public
and still interested in acquiring the
agency, said Mr. Crawford. The
wheels were set mto motion, and the
deal was closed on Jan. 1.

HRH offered to acquire the agency
through cash, stock, stock options, or
a combination of the three, said Mr.
Crawford. The agency chose cash,
with an option on stock.

The agency averaged $1.2 million
in annual commission and fee reve-

nue when it was bought, said Mr.
Crawford; since then, its volume has
risen to the $2 million level, and he
estimates that projected annualized
revenues will hit $3 million-with

$20 million in annual premium vol-
ume-by Sept. 1, after Hilb com-
pletes two other acquisitions now
pending, said Mr. Crawford.

HRH also has acquired six more
agencies that were scouted by Mr.
Crawford in the Dallas-Fort Worth

area since HRH bought Crawford &
Mitchell, he added.

Mr. Crawford is now the presi-
dent of the agency, overseeing 40
staffers, up from 21 at the time of
acquisition. All new employees were
absorbed from other agency acquisi-
tions, he added.

Mr. Crawford attributes the

agency's success to HRH's arm's-
length management style. The agency
is overseen by HRH's Richmond, Va.,
headquarters, but day-to-day opera-
tions are handled internally.

"We have a great deal of auton-
omy on a local level. . . .Bob (Hilb)
gives us a great deal of latitude and
authority," Mr. Crawford said.

While observers suggest it may be
easier for a smaller company to be
acquired by a much larger partner,
two huge brokerages can marry and
live happily ever after.

For example, the November 1986
combination of The Crump Cos. Inc.
with Fred S. James & Co. Inc. "went

as smoothly as any merger could pos-
sibly go, said Sidney A. Stewart Jr.,
now vice chairman of James and for-

merly chairman and chief executive
officer of Memphis-based Crump.

Crump, which at the time was the
eighth-largest U.S. broker, became
part of James, formerly the nation's
fifth-largest broker, when James'
parent company, the Sedgwick
Group P.L.C., paid Crump stockhold-
ers $307 million (BI, Sept 1,1986).

The James-Crump marriage is a
perfect example of strong growth by
nnerger.

In 1987, James reported pro forma
gross revenues of $468.5 million, a
19.7% increase from the previous
year, which was partially attribut-
able to the addition of Crump (BI,
June 22, 1987).

Mr. Stewart said that Crump em-
ployees were "very involved" in the
transition after the merger, with re-
sponsibilities evenly distributed on
both the executive and branch office

levels, he said.
Crump's clients were included in

the process as well. During the
merger proceedings, regular discus-
sions were held on a branch office

level to keep clients informed of what
was happening and how it would af-
feet them.

When the clients understood that

they would still be dealing with
Crump people-backed by James'
clout-"they were very positive about
it," said Mr. Stewart.

This same open-door policy was
applied to both brokers' employees,
which kept sirits up during and
after the merger. Very few employees
defected, he said.

Since then, the brokerage's growth
has shifted from acquisitions to in-

ternal growth. "Absorbing all those
mergers has been the thrust of 1987,"
said Mr. Stewart. According to fig-
ures provided by consultants Russell

Miller Inc. in San Francisco, James

acquired a total of 13 agencies in the
five-year period from 1983 through
1987 (see chart, page 28B).

And, even though today's softening
market may make the seller's profits
less attractive than in a tight market,
Mr. Stewart believes that well-

planned sales will continue. to be
beneficial, as agency principals
search for a "place to take better care
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of their clients."

But, like marriages, not all merg-
ers or acquisitions are happy: The
inevitable personality clashes that
occur when two different operations
are combined is one of the biggest
risks of a merger or acquisition.

One agency official involved in a
not-so-happy merger said the key
problem with the combination was
duplication: Essentially, there were

>
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two people for every position, and it
was simply a matter of time before
politics and pressure forced one of
thern out.

Another frequent complaint of ac-
quired agencies is a loss of auton-
omy.

The relationship between the buyer
and the insurers represented by the
acquired agency can be a touchy
matter as well, since "companies vary

THE
PERPETUATION

OF

QUALITY

tremendously" on how they deal with
a changing relationship, said Fre-
drick J. England Jr., president of
ISU/Hastings-Tapley Insurance
Agency Inc. in Cambridge, Mass.

To avoid problems in this area,
Mr. England suggests buyers exam-
ine an agency's loss experience with
each insurer to ascertain the rela-

tionship between insurer and agency
before a purchase. I

The quality ofthe agencies that purchase PAR errors and omission coverage is
proven testimony to the quality ofPAR itsel£ Our partiallist ofinsureds proves
beyond question that PAR uniquely benefits large, privately owned agencies.

Adams & Porter Inc.

New York, New York

AdrianN. Baker & Company
St. Louis, Missouri

Barney & Barney
San Diego, California

Bolton and Company
Los Angeles, California

E. G. Bowman Co., Inc.

New York, New York

Boynton Brothers& Company
Perth Amboy, NewJersey
Brandow Howard Kohler&

Rosenbloom, Inc.

Bloomington, Minnesota
Chamberlaine& Flowers, Inc.

Clarksburg, West Virginia
Fred C. Church, Inc.
Lowell, Massachusetts

Clair Insurance Agency, Inc.
Plymouth Meeting, Pennsylvania
Cohen-Seltzer, Inc.
Ft. Washington, Pennsylvania

The Daniel & Henry Company
St. Louis, Missouri
Dean S. Davidson Insurance

Agency, Inc.
Phoenix, Arizona

Curtis Day and Co.
San Francisco, California

Day, Webb & Taylor, Inc.
Aurora, Colorado

The Dilks Agency, Inc.
Mt. Laurel, NewJersey

TheDunlap Corporation
Auburn, Maine

James Econn&Company
Los Angeles, California

Energy Insurance International
Houston, Texas

Evans, Conger, Broussard & McCrea
Bala Cynwyd, Pennsylvania

The Feitelberg Company
Fall River, Massachusetts

Foa & Son Corporation
Mitchel Field, New York

Fox and Fox Insurance Agency
Indianapolis, Indiana
Hatch-Leonard/Markin-Shaw, Inc.
Rochester, New York

Henderson & Phillips, Inc.
Norfolk, Virginia
Homestate Insurance Brokers

ofAlaskA Inc.

Anchorage, Alaska

Insurance Management Associates, Inc.
Wichita, Kansas

Jewett, Barton, Leavy & Kern, Inc.
Portland, Oregon
Sander A. Kessler & Associates

Los Angeles, California
Kinney, Pike, Bell& Conner, Inc.
Rutland, Vermont

H. C. Knight & Company
Philadelphia, Pennsylvania
Lupfer-Frakes, Inc.
Kissimmee, Florida

Maryland Insurance Management
Services, Inc.

Timonium, Maryland

The McElroy-Minister Company
Columbus, Ohio

Fred A. Moreton & Company
Salt Lake City, Utah

Morse, Payson & Noyes Insurance
Portland, Maine

Noyes Services
Media, Pennsylvania

O'Rourke, Andrews & Maroney, Inc.
Ft. Wayne, Indiana
Palmer & Cay/Carswell, Inc.
Savannah, Georgia

PooK Bowen, Bartlett & Kennedy, Inc.
Baltimore, Maryland
Putnam, Knudsen & Wieking, Inc.
Oakland, California

Frederick Rauh & Company
Cincinnati, Ohio

Riedman Corporation
Rochester, New York

Riggs, Counselman, Michaels &
Downes, Inc.

Baltimore, Maryland

Sacramento Valley Insurance
Sacramento, California

Serres, Visone & Rice, Inc.

New York, New York

Sobel Affiliates, Inc.

Garden City, New York

Speare & Company
Santa Monica, Calif6rnia

Starkweather & Shepley, Inc.
Providence, Rhode Island

Trinder& Norwood, Inc.

White Plains, New York

The Valley National Company
Phoenix, Arizona

Wharton/Lyon& Lyon
Livingston, NewJersey

Woodruff-Sawyer & Co.
San Francisco, California

The Woodsmall Companies F
Kansas City, Missouri

It isn't easy to have your name added to this distinguished group ofquality
agencies. Y6ur agency must meet strict underwriting standards and make an
ongoing commitment to a most extensive quality control system.

Ifyour agency qualifies and becomes a PAR insured, you will benefit from the
strength of these successful agencies and take advantage of PAR's principal objec-
tive -long-term stability. The primary policy is underwritten by Fireman's
Fund. An excess layer is available through London markets.

The benefits of PAR far exceed the coverage. A quality agency attracts quality
clients. Clients and companies alike will know that your agency is one ofproven
professionalism, expertise, and service.

For more information write:

 INTERNATIONAL &iumbus, 043235Assurex Community Corporate Center
45 Hutchinson Avenue
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Small brokers step up acquisition activity
By LAURA MAZZUCA

Large, publicly held insurance
brokerages are losing their appe-
tite for acquiring smaller agencies,
observers say.

Instead, the national brokers are

exercising more caution in their
purchases and abandoning
growth-at-any-cost acquisition
strategies.

In fact, as many big brokerages
reduce their level of acquisitions,
smaller regional agencies anxious
to achieve rapid growth are in-
creasingly buying other agencies.
In many cases the smaller regional
agencies are actually competing
with the nationals for acquisitions.

An example of a regional bro-
kers' acquisition program can be
found in Boston-based Mahoney &
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Wright Insurance Agencies, which
was ranked the 51st-largest com-
mercial property/casualty broker
in Business Insurance's ranking of
the Top 100 U.S. brokers based on
1987 revenue, primarily due to a
direct mail acquisition campaign
initiated two years ago.

Since 1986, Mahoney has ac-
quired a total of 13 agencies. Its
gross revenues increased 18.4% in
1987 to $10.8 million from $9.1
million in 1986 (see story, page
28F).

In contrast, many of the larger
brokerages now are concentrating
on internal growth as they digest
the record number of acquisitions
made since 1986.

For example, although still ac-
quiring agencies, Richmond, Va.-
based Hilb, Rogal & Hamilton Co.

0 9, 0,760 0
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gradually is shifting its focus to in-
ternal growth as part of a five-year
plan that calls for half the bro-

kerage's growth to be generated in-
ternally, said
President Robert

H. Hilb. kil.al
HRH, which

has made 27 ac-

quisitions since
Jan. 1, 1984,

now is looking I
at smaller agen-
cies-those with

a value of less

than $5 million Mr. Hilb

-to be melded

directly into the brokerage's exist-
ing offices.

Corroon & Black Corp. also is
gradually shifting its emphasis from
acquisitions to internal growth,

though the New York-based bro-
kerage will continue to acquire
agencies to enhance client services,

said Stephen A. Crane, senior vp,
chief financial officer and chief

planning officer.
"I expect our acquisition activity

to remain high into the foreseeable
future," Mr. Crane said.

Corroon & Black's acquisition ac-
tivity has been "basically consis-
tent" over the last several years,
averaging five to six acquisitions
per year, he said. These purchases
run the gamut in value, from $1
million to $15 million, with the av-
erage deal in the last few years in-
volving an agency generating be-
tween $5 million and $6 million in

revenues, he said.

However, recently, Mr. Crane has
noticed that the "hit ratio" for ac-
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"1'11 bet he could get
the jump on our claim problems."

To keep a jump ahead in the field of business
insurance requires claims handling people
who try extra hard. Adjusters who have the
skills to take hurdles in stride while at the

same time maintaining all possible speed. At
Bituminous we provide claim service that's
consistently fast and fair. lt's an enviable track
record and one we'll match against the com-

Offices: Albuquerque, Atlanta. Baltimore, Birmingham. Charlotte. Chattanooga. Chicago. Dallas. Denver, Des Moines, Houston,
Indianapolis, Kansas City, Knoxville, Little Rock. Louisville. Memphis, Milwaukee, Minneapolis. Mount Vernon, nashville,

Mew Orleans, Oklahoma City, Omaha, Peoria, Philadelphia, Pittsburgh, Richmond, Rock island, Rockford.St. Louis, Southfield
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petition anytime. At Bituminous, we specialize
in business insurance. Put us to the test. We're

always in training to make sure we stay one
jump ahead on the inside track. So get on your
mark, get set...and call us today.

U Bituminous INSURANCE

COMPANIES

rlome Office: Rock Island, minois 61201 Phone 1 -800-447-1662

quisitions has been lower than nor-
mal as Corroon faces stiff competi-
tion for the agencies it pursues.
Corroon's competitors for acquisi-
tion targets have been more aggres-
sive and the broker can't compete
over price "as aggressively as some
agencies anticipate," he explained.

Another reason large brokerages
are slowing their acquisition activ-
ity is the threat of making a mis-
take, noted HRH's Mr. Hilb. For ex-
ample, the acquired agency's
income tax liabilities and receiv-

ables problems can haunt the ac-
quiring broker if not handled care-
fully, he explained, noting that is
part of the reason HRH has be-
come less acquisitive.

If the face of merger activity is
changing, so is the profile of the
typical purchased agency.

Frederick E. Dopfel, managing
director of mergers and acquisitions
at consultant Russell Miller Inc. in

San Francisco, points to a trend to-
ward agencies for sale being in-
creasingly headed by younger prin-
cipals. Buyers are looking for a
selling principal in his early 405
who will stay with the agency after
it is acquired, rather than an owner
in his 50s to 60s who is seeking a
retirement plan, Mr. Dopfel said.

"The whole acquisition game is
to get the right people, in spite of
pricing," Mr. Hilb said.

Corroon & Black is looking for
agencies with "young quality man-
agement, good product capability
and specialized expertise," rather
than a high premium volume, Mr.
Crane said, stressing: "We're not in
the business of buying books of
business; we're looking for good
people to make our partners."

The broker is not interested in

acquiring agencies from retiring
principals, he said. Instead, it seeks
principals in their 40s or early 50s
with good successors in place, "peo-
ple with the smarts to call upon our
resources," he explained.

Purchasers also look for good fi-
nancial information, good relation-
ships with insurers, quality staff,
continuity of management and a
history of growth. But, "most im-
portant is the rapport we have with
their people," said Mr. Hilb.

Potential acquisition candidates
are found in several ways. Some-
times a broker is approached by
agencies anxious to be bought, but
for the most part managers in the
field tip off brokerage management
to possible candidates.

Consultants like Russell Miller;

Marsh, Berry & Co. Inc. of Mentor,
Ohio; and Hales & Associates Inc.

of Oak Brook, Ill., sometimes act on
behalf of an agency hoping to be ac-
quired, said Mr. Crane. When con-
sultants contact Corroon & Black,
they are referred to regional manag-
ers to determine how well the can-

didate would blend with those oper-
ations.

Alter this is determined, a close,
mutual scrutiny begins. In most
transactions, this entails each side
offering the other at least three
years of financial records for ex-
amination, Mr. Crane explained.

The examination process also in-
cludes visits back and forth and

confidential inquiries to insurers,
clients, etc., said Mr. Hilb.

If there is mutual interest, HRH

gives the targeted agency a written
proposal containing basic informa-
tion about the history of HRH, etc.
HRH then sends its own certified

public accountants to conduct a due
diligence examination of the acqui-
sition candidate's agency, including
a study of such documents as leases,
employment contracts and non-
compete agreements, Mr. Hilb said.

HRH's attorneys also check for
liens and other outstanding legal
problems. If this exam goes
smoothly, the stage is set for a sale.

Continued on nert page
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At HRH, this sizing-up period ty-

pically takes from 90 days to six
months before any actual negotia-
tions take place, Mr. Hilb estimated.

The actual acquisition usually
occurs 30 to 45 days after HRH's in-
house attorney draws up a contract.
I'his contract is generally around 70
pages, with 15% tailored to the spe-
cific acquisition and the remainder
standard contractual wording.

HRH requires the acquired agency
to provide warranties stating that it
will be liable for any outstanding in-
come taxes or collectible receivables

incurred before or during the acqui-
sition process.

Like public brokers, some privately
held agencies and brokerages are are
reducing their acquisition activities.

ISU/Hastings-Tapley Insurance
Agency Inc. of Cambridge, Mass.,
formerly very aggressive in agency
acquisitions, has followed a more
subdued acquisition strategy in the
past year or two, said President Fre-
drick J. England Jr.

Traditionally, a purchaser felt it
could purchase an agency out of the
revenues generated by the acquired
agency, with the price of the agency
being based on the revenue stream,
explained Mr. England. But this also
means that the buyer must run the
agency more efficiently than the
seller did, which is increasingly diffi-
cult in today's marketplace.

ISU/Hastings-Tapley went through
a period in the late 1960s when it was
the only agency in the region buying
other agencies. Prices were low, and
"you could make a lot of mistakes
and not get hurt," he said.

But about five or six years ago,
other agencies began to move in, and
prices on available agencies became
inflated.

In particular, Brewer & Lord and
Mahoney & Wright, two Boston
agencies, began to heavily compete
with Hastings-Tapley for acquisi-
tions, Mr. England said.

Hastings-Tapley subsequently be-
came more selective in its acquisi-
tions. Although Mr. England esti-
mates that the agency has made 70
acquisitions over the past 20 years, it
has only made about 10 acquisitions
in the last five years.

Other agencies that were acqui-
sition-happy several years ago also
are beginning to pull in the reins
on purchases-and in some cases are
even involved in divestitures.

"Acquisition does not necessarily
correlate with good performance, and
some firms have more recently been
involved in divestitures," said Russell
Miller's Mr. Dopfel. For example, the
consulting firm recently assisted bro-
ker Frank B. Hall & Co. Inc. in di-

vesting its brokerage operations in
Alaska and a managing general
agency in Stockton, Calif.

One reason brokers may want to
divest themselves of an operation is
because of a failure to reach financial

goals in a "critical center of mass,"
usually located in a major geographic
area, said Mr. Dopfel.

However, the price brokers receive
for divested operations may be lower
because of rate competition in the
commercial property/casualty mar-
ket and last fall's stock market crash,

Mr. Dopfel said.
Since the crash, both the price-to-

earnings multiple-the value of the
agency divided by its earnings over
the previous 12 months-and price-
to-revenue multiple-the value of the
agency divided by its revenues over
the previous 12 months-of privately
held firms have declined, said Mr.

Dopfel. However, he noted that there
has been some recovery in most pub-
licly held companies.

Johnson & Higgins, the largest pri-
vately held U.S. brokerage, avoids
many of the hazards of agency acqui-
sitions by generally staying out of the
fray. Instead, J&H prefers to increase
its revenue base through start-up of-
fices over which it has more control,
said Robert V. Hatcher Jr., chairman
and chief executive officer.

J&H's growth is 95% internally
generated, with only 41 agency ac-

quisitions in 143 years of operation.
Mr. Hatcher estimated that the

broker's larger competitors, New
York-based Marsh & McLennan Cos.

Inc. and Alexander & Alexander Ser-

vices Inc., "probably bought 10 times
that number" from 1970 to 1984.

In addition, because privately held
J&H cannot use publicly traded stock
with which to acquire agencies, there
is less emphasis on acquisitions, Mr.
Hatcher added.

However, on the infrequent occa-
sions when J&H does acquire an
agency, it looks for a desirable geo-
graphic location, then "we look for
the people" compatible with the bro-
ker's existing structure, he said.

And, although J&H is currently
negotiating with several small to me-
dium-sized agencies in cities where it
does not have offices, the brokerage
still is not particularly interested in
aggressive acquisitions, stressed Mr.
Hatcher.

"Sooner or later," he said, "you'll
run out of money." I

Agent/Broker Topics
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Requisites of an agency acquisition
Because an agency merger or acquisition is compli-

cated, consultants agree that certain information-un-
covered in the process of due diligence-is absolutely
essential in deciding whether to enter into an agree-
ment with another party.

"At a minimum, you should always get all of the
facts and materials listed below," said Richard C.
Shaw, consultant and chairman of American Bro-
kerage Corp. in Hartford, Conn. "If you don't, you're
flying blind and will probably live to regret it."

These essentials include:

• Three years of profit and loss statements.
• Three years of balance sheets.
• Three years of full tax returns (to cross-check fi-

nancial statements).
• Five years of contingent commission statements

from the insurers represented by the selling agency.
• A detailed breakdown of the entity's most recent

revenue by source (by line noting non-recurring reve-
nue).

• A listing and analysis of the 10 largest accounts,
and any other account producing 1% or more of total
commission.

• Copies of all leases, employment contracts, em-
ployee benefits and other contractual obligations to be
assunned.

• A brief resume, job description and compensation
description for each employee who will be (or may be)
retained after purchase.

Common sense should be "an active ingredient" in
any merger or acquisition. "Nothing is sure in life, but
if you ask reasonable questions and use good judg-
ment, you'll be all right," he added.

And, it is customary for both parties to sign non-dis-
closure and confidentiality agreements to keep such
information between the parties, added Mr. Shaw.

In such agreements, which are usually drawn up by
the buyer's attorney, the buyer agrees to keep confi-
dential the information gleaned about the seller, and
to return to the seller any written information received
should the deal fall through.

The seller, who may have less access to confidential
information about the buyer, is typically expected to
sign a warranty declaring that all information dis-
closed is correct, added Mr. Shaw.

-By Laura Mazzuca

-

SEVEN OUT OF TEN AGENTS
ARE GUILTY OF NOT TAKING
THEIR OWN ADVICE.

How often have you recommended a client
go for the policy that offers the best coverage?
Cautioned against sacrificing important protection
to get the cheapest price? Or stressed the impor-
tance of comparing apples to apples when it comes
to comparison shopping? Odds are, frequently.
Yet all too often, agents are so wrapped up in advis-
ing their dients, they fail to apply this same good
sense when it comes to purchasing their own errors
& omissions coverage.

Are you guilty? If you're not insured through
PIA's Errors & Omissions Insurance Program,
chances are, the answer is yes. PIA's E&0 Insurance
Program is one of the most comprehensive policies
available to independent agents. It offers you
a combination of coverages you won't find else-

./
IIATIONAL ASSOCIATION OF

PROFESSIONAL
INSURANCE
AGENTS

400 N. WASHINGTON ST.

ALEXANDRIA, VA 22314 703/836-9350

where... First dollar defense coverage with no
deductible... Prior acts coverage... And much
more. Most important, PIA's E&0 Insurance Pro-
gram has been a consistent force in the market-
place for over 25 years.

So compare PIA's E&0 Insurance Program
with your present program. Dollar for dollar, you'll
be hard pressed to find a program that offers you
better protection. But don't take our word for it.
Call or complete the attached coupon and com-
pare for yourself. Then take your own advice.

Underwritten by the Utica Mutual Insurance Company.

1 WANT TO COMPARE FOR MYSELF.
Send me more information on PIA's E&0 Insurance Program.

Name

Agency Name

Address

Zip

Phone ( )

Policy Expiration Date

Clip and return to: PIA's Errors & Omissions Dept.,
Professional Insurance Agents, 400 N. Washington St.,
Alexandria, VA 22314* 1-38881

*In Wyoming contact: Nebon Insurance Agency,
P.O. Box 311, Powell, Wyoming 82435

.
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Tax changes fuel mergers, acquisitions
By LAURA MAZZUCA

Provisions in the Tax Reform Act

of 1986, which make it less attrac-
tive for agents and brokers to sell

their businesses, are contributing
to an upswing in agency mergers
and acquisitions, consultants

agree.

Although "mergers and acquisi-
tions have been hot for years," ac-
tivity has become particularly in-
tense in the two years since the tax
law was enacted, said David A.
Bakst, senior partner with Morri-
son Mahoney & Miller, a Boston
law firm.

The two tax law changes with
the most impact on agency mergers
and acquisitions are:

0 An increase in the capital
gains tax rate to 28% from 20%, ef-

fective Jan. 1, 1987.
• The imposition of double tax-

ation on sale of assets by corpora-
tions, which went into effect for
larger corporations two years ago

and will go into effect for all com-
panies on Jan. 1.

Under the old tax law's General

Utilities Doctrine, corporations
could sell assets without being
subjected to capital gains tax, then
pass those assets on to stockhold-
ers, who would pay taxes on the
gains, explained Mr. Bakst.

Because tax reform eliminated

the GUD, a corporation that sells
its assets must pay taxes on the
sale. Then, shareholders must pay

taxes on the rernaining proceeds
when they are passed on by the
company. And they are taxed at
the higher capital gains rate.

Merger activity has

become particularly
intense since the tax

law was enacted,

says David A. Bakst.

These changes took effect for

corporations with market values of
$10 million or more on Dec. 31,
1986, and already are partially in
effect for corporations with values
between $5 million and $10 mil-

lion. The law is fully effective after
Dec. 31, 1988, for all corporations,
including those with values of $5
million and less; thus, there is a
definite tax advantage for agencies

*Are
Service

in selling before that date.
As an example, Mr. Bakst

pointed to the principals of the fic-
titious Oldco Insurance Agency
Inc., a small agency, who decided

to sell their business this year. The
following federal income tax com-
putation would apply:

Total Purchase Price: $1 mil-

lion.

Tax owed by Oldco: $0.
Balance distributed to Oldco

shareholders: $1 million.
Tax to shareholders at 28%:

$280,000.
Net proceeds to shareholders:

$720,000.
However, if the agency were sold

after 1988, the following computa-
tion would apply:

Total purchase price: $1 mil-
lion.

Co-ordinated Benefit Plans, Inc.
lime is Money" - an old adage, but usually true, especially to
group insurance agents successful in today's market place.
Co-ordinated Benefit Plans, Inc. - a national third party
administrator committed to excellence in SERVICE, believes that

an Agent's time is money, and that time should be spent chasing
new business not chasing old problems.
Co-ordinated Benefit Plans, Inc. offers an increasingly wide
selection of group, life, and health products through A. M. Best
rated insurance companies including Connecticut National,
Provident Mutual, Individual Assurance Company, and dental/
vision coverage available through Combined Insurance Company
of America.

But most of all, we offer SERVICE. Get to know us. Our people
know insurance, know the product, understand the market
place, and excel in SERVICE.
Toll Free Wats lines are available countr¥wide for both you and
your clients.

Callor writefor kits, sales m*rial and
productarailabilityinyourstate.

Co-ordinated Benefit Plans, Inc.
RO. Box 31039

Tampa, Florida 33631-3039
813-870-6140

TollFree: InFlorida 800-282-3022
Outsi€lellorida800-237-5114

AN AFFILIATE OF
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Tax owed by Oldco at 34%:
$340,000.

Balance distributed to Oldco

shareholders: $660,000.
Tax owed by shareholders at

28%: $184,800.

Net proceeds to shareholders:
$475,200.

In short, the aggregate tax for a
sale after 1988 is 52.5%, an in-
crease of 24.5% ($244,800) from
taxes levied in 1988.

One way a corporation can avoid
double taxation is to change from a
"C"-or corporate-structure, to a
Subchapter "S"-partnership or
sole proprietorship-structure, in
which the entity's shareholders are
taxed individually.

This switch became extremely
popular shortly after the 1986 tax
law was passed. However, to qual-

ify for a Subchapter S election, the
corporation must have a limited
number of shareholders, no subsid-

iary corporations and the share-
holders must be individuals rather

than trusts, said Bill Wieland of

Hales & Associates Inc., an agency
consultant based in Oak Brook, Ill.

This means that corporations with

employee stock ownership plans
and other trusts are ineligible for
Subchapter S status, he said.

Historically, corporations choos-

ing Subchapter S status had a
three-year waiting period during
which time Subchapter S benefits
were not applicable. Under the
1986 law, this waiting period has
been extended to 10 years for Sub-

chapter S elections made for fiscal
years beginning.Dec. 31, 1986.

Meanwhile, although income tax

on profits from the operation are
immediately available for individ-
ual taxation after filing for Sub-
chapter S status, assets from the
sale of the agency will still be
taxed on a corporate basis until the
10-year waiting period elapses.

To avoid double taxation on the

sale of a corporate insurance
agency after 1988, Mr. Bakst sug-

gests that principals either:
• Sell the stock of the corpora-

tion rather than its assets, which

would result in a single tax to the
selling stockholders at the current
28% tax rate.

• Liquidate the corporation
during 1988 and operate as a sole
proprietor or partnership until the
sale of assets is completed after
1988. This means that generally
there would be no capital gains tax
on the value of the agency's book
of business.

Tax law changes will also af-
feet buyers.

Under the old tax laws, a buyer
could revalue the corporation's
assets based on their current mar-

ket value to be able to depreciate
the value over its useful life and

reduce future taxable income, said
Mr. Wieland.

However, under the new law,

taxes must be paid on the increases
in the value of the assets (usually

meaning the book of business) be-
fore a depreciation can be made, he
said. Because most valuation in-

creases at an agency arise from the
book of business, the value of book
of business determines the taxes

paid, Mr. Wieland added.
This provision went into effect

Dec. 31, 1986, with the same incre-
mental phase-in period as the GUD
removal.

While tax law changes have
made it more attractive for smaller

agencies to sell before year-end,

the number of acquisitions this
year will not approach the acquisi-
tion activity that occurred prior to
tax reform, said Mr. Wieland.

However, if an agency is in-
terested in buying or selling, it's a
good idea to begin the transact-
ion as soon as possible, since the
procedure generally takes three to
six months, he added. ,



Maxicare
Continued from page 1
choked," said David P. Rahill, a vp
with benefit consultant A. Foster

Higgins & Co. in Princeton, N.J.
"We think the Maxicare situation

is really symbolic of what's happen-
ing in the HMO industry overall,"
said Tom Billet, a managing consul-
tant in the New York office of A.

Foster Higgins.
And, some benefit consultants say

that benefit managers are learning
that they must more carefully ana-
lyze the quality and financial stabil-
ity of the HMOs with which they
contract (see story, page 31).

Maxicare attributes its huge losses
primarily to the cost of integrating

the operations of its two large 1986
acquisitions with existing Maxicare
operations, combined with escalating
health care costs and increasing com-
petitive pressures.

In 1986, Maxicare acquired Or-
ange, Calif.-based HealthCare USA
and Nashville, Tenn.-based HealthA-

merica Corp. for an aggregate pur-
chase price of about $445.6 million.
HealthCare USA operated HMOs in
three states, while HealthAmerica

operated HMOs in 17 states, 11 of
which were states in which Maxicare

did not previously operate.
The acquisitions, which had an ag-

gregate enrollment of about 1.2 mil-
lion, more than doubled Maxicare's

previous enrollment.
Fueled by the acquisitions, Max-

icare's premium volume increased
106% to $1.8 billion in 1987 from
$875.6 million in 1986.

However, Maxicare was forced to

take a $185 million charge against
its 1987 earnings when the valua-
tion of the two acquisitions was re-
duced "as a result of depressed con-
ditions in the HMO industry and of

the company's estimate of its inabil-
ity to recover such value," Maxicare
said in documents filed with the Se-

curities and Exchange Commission.
Including this charge, Maxicare re-

ported a $255.9 million net loss in
1987, cornpared with net inconne of

$4.3 million the previous year. And,
even without the charge, the loss
would have totaled $70.9 million,
Maxicare says in documents filed
with the SEC.

In addition, the company's share-

holders' equity-or net worth-
plummeted to a negative $29.2 mil-
lion at year-end 1987 from $227.8
million on Dec. 31, 1986.

Maxicare's results have de-

teriorated so far this year. Maxicare
reported a net loss of $80.8 million in
the first half of 1988, compared with
only a $21.9 million loss in last year's
first half. And, shareholders' equity
stood at negative $109.4 million as of
June 30.

The financial turmoil also is re-

flected in the price of the company's
stock, which like other HMO firms
was a darling of Wall Street several
years ago. Maxicare shares were
trading at less than $1 on the over-
the-counter market last week com-

pared with as much as $21 a share in
1985.

The problems came to a head last
month when Maxicare's board of

directors ousted the company's foun-
ders: Chairman Fred W. Wasserman

and President Pamela K. Anderson

(BI, Aug. 15).
And last week, the California De

partment of Corporations, which reg
ulates HMOs in the state, ordered
Maxicare's California HMO subsidi-

ary to stop lending money to the par
ent company.

While the California HA(IO is the

most profitable in the Maxicare sys
tem and in the state, the HMO's lia
bilities now exceed its assets because

of such loans, even though California
law requires HMOs to maintain a
"tangible net equity."

The California HMO, which has

415,000 members, reported a net eq
uity of negative $172.4 million, up
from negative $120.4 million on
March 31.

Several operating factors are con
tributing to parent company's losses
observers agree.

'We think the Maxicare situation

is really symbolic of what's happening in the HMO
industry overall,' says Tom Billet,

a managing consultant in the New York office
of A. Foster Higgins & Co.

For example, because of the ac-
quisitions, Maxicare reported interest
expenses of $47.5 million in 1987, up
184% from $16.7 million in 1986.

Health care expenses also in-
creased. Health care expenses
jumped to 87.9% of operating reve-
nues in 1987 from 86.6% in 1986.

As a result of its 1987 loss, Maxi-

care fell out of compliance with vari-
ous covenants in its $175 million re-

volving line of credit established in
conjunction with the HealthAmerica

acquisition. The company then
adopted-under pressure from
lenders-a restructuring strategy that
includes the divestiture of unprofit-

able operations, further integrating
the acquired operations with existing
Maxicare operations and premium
increases.

"We're continuing to consolidate
our position in markets where we
have strong networks. But, we cer-
tainly will close non-profitable plans
and in regions in which we don't feel
there is the possibility of an up-
swing," Mr. Hallis of Maxicare ex-
plained.

Indeed, this metamorphosis al-
ready is well under way. As a re-
sult of the sales or closures of un-

profitable HMOs, Maxicare's
network of HMOs currentlv stands at

1,

DUSCneSS 1766-'UTU76(e, Deplenluel J, 12,00 1 7

20 HMOs in 18 states, down from
30 HMOs in 26 states at year-end
1987.

"On a state-by-state basis, the
plans that we are going to continue
to operate are themselves healthy
plans. Maxicare Health Plans, the
holding company, does have a great
deal of debt. So, the problem is with
the holding company's difficulties
with its current bank loans and other

debts. But, that will not affect the in-

dividual plans," he added.
Maxicare's most profitable HMOs

are in California; Chicago; Ohio; Ari-
zona; and Houston and Irving, Texas,
company officials say.

So far, the company has sold
HMOs in Florida; Georgia; Ken-
tucky; Nevada; Maryland; San An-
tonio, Texas; Omaha, Neb.; Phila-

delphia; and Pittsburgh.
Sale of Maxicare's Virginia plan is

pendmg.
In addition, Maxicare also has sold

the physician groups that contracted
with its Harrisburg, Pa., and India-
napolis independent practice associa-

tion-model HMOs. In an IPA-model

HMO, the HMO contracts with vari-

ous physicians and specialists to pro-
vide services to HMO enrollees. The

physicians provide the HMO services
out of their own offices and still

maintain private practices.
Maxicare also recently announced

the closure of its Salt Lake City HMO
after it was unable to find a buyer for
the operation. The IPA-model HMO
had lost nearly $5 million since it was
launched in 1982, losses Maxicare at-

tributes to offering coverage for pre-
existing conditions, high obstetric
care utilization and insufficient dis-

counts with hospitals (BI, Aug. 22).

Many of the HMOs Maxicare has
sold so far have lower enrollments

than Maxicare's largest, most profit-
able HMOs

For example, Maxicare's Baltimore
HMO had about 36,500 enrollees and
its Virginia HMO had about 21,000
enrollees. In comparison, Maxi-
care's California HMOs have more

than 330,000 enrollees and its
Continued on next page
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Opportunity Called
and I Answered.

Louis F. Sivori, CEBS
Multinational Compensation
& Benefits Manager - ATaT

Aeeping pace with the ever-changing benefits arena is both a
challenge and an opportunity. CEBS was the answer for me, because
it provided the solid background needed to succeed in the design of
beneftt plans worldwide."

The Certified Employee Benefit Specialist (CEBS) designation is
awarded to individuals who successfully complete a series of ten
college level courses and examinations covering the design and
operation of employee benent plans. The program is cosponsored by
the International Foundation of Employee Benefit Plans and the
Wharton School of the University of Pennsylvania.

"Find out how CEBS can help you meet the challenge. Contact
the CEBS Department at the International Foundation."

CEBS Certified Employee Benefit Specialist Program
International Foundation of Employee Beneflt Plans
P.O. Box 69, Brookfteld, WI 53008-0069, (414) 786-6700

that forced it and other HMOs to

charge rates that were insufficient
to cover costs.

"I think the competitive
pressures that have been put on
HMOs, insurers and the health care

industry overall have artificially
held rates down," Mr. Hallis ob-
served. "The inflationary factors
generated by prescription drugs,
coverage of out-of-area health care
services and hospital costs all drive
health costs much higher than the
rates that are being charged."

Maxicare is raising its rates on a
"market-by-market basis," Mr.
Hallis said. Since all but one of its

HMOs are federally qualified, all

employers served by a Maxicare
HMO receive the same rate in-

crease.

One Detroit employer reported a

While Maxicare will survive, '1 don't think you'll ever
see a national growth situation like Maxicare's again.
Their timing wasn't very good on their acquisitions in
terms of the rate of health care inflation,' says Lynn

Gruber, vp for managed care research at Interstudy.

Maxicare
Continued from previous page
Chicago HMO has about 116,000
enrollees.

In restructuring its operations,
Maxicare is helping employers
cope with the changes, Mr. Hallis
said.

"Our biggest effort has been
keeping our accounts informed of
what we are doing. We have a na-
tional accounts department that is
working closely with employers,"
he said. That department offers
employers the contract with Maxi-
care HMOs in multistate locations

consolidated administration of

contracts and premium bills.
"In a situation where a Maxicare

plan is being acquired by another

HMO, then the acquiring company
will continue

the contract

currently in
force be-

tween the

employer and
the Maxicare

HMO I,7
these cases,

employers
usually get
together with

the buyer of the plan," he ex-
plained.

However, "the problem is in
cases where we close a plan, like
we did in Utah. But, that's an in-

frequent occurrence," he said.
As in most instances when an

HMO becomes insolvent or decides

to cease operations, Maxicare is
working with state regulators to
develop a transition plan for the
Utah HMO's enrollees.

"Although we realize that our
restructuring activities create
added work for our employer eli-
ents, it really has not been a major
problem," Mr. Hallis observed.

Maxicare's restructuring plan
now calls for an average HMO pre-
mium increase of 15%. In Decem-

ber, the company had predicted
premiums would increase an aver-

age of only 6% in 1988 (BI, Dec. 21,
1987).

In announcing its 1987 loss,
Maxicare pointed to competition
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29% increase in both individual

and family coverage premiums,
while a Chicago employer's Maxi-
care premiums increased 12% for
individual coverage and about 9%
for family coverage. However,
Maxicare is now the most expen-
sive HMO that that employer
offers.

As another part of its restructur-
ing plan, Maxicare will further in-
tegrate the administrative proce-
dures of its acquired HMOs to
bring them more in line with cor-
porate operating procedures.

For example, prior to the acqui-
sitions of HealthAmerica and

HealthCare USA, Maxicare reim-

bursed its physicians on a capi-
tated-fee basis. Under such a sys-
tem, the physician receives a
pre-determined amount per pa-
tient per month, regardless of utili-
zation. This arrangement gives
providers an incentive to deliver
cost-efficient care.

However, the reimbursement
methods used by some of the ac-
quired HMOs, particularly the
HealthAmerica HMOs, differed
from plan to plan and in some
cases contained no real cost control

incentive, Mr. Hallis said.

The added costs stemming from
this plan contributed to the com-
pany's losses following the 1986
acquisitions.

Maxicare now is concentrating
on implementing a uniform, capi-
tated fee provider reimbursement
structure companywide, he said.

"We've been able to emphasize

risk assumption by providers by
continuing to develop strict capita-
tion arrangements." In addition,
the company is implementing its
utilization review and quality as-
surance programs throughout its
entire network of HMOs, he said.

These steps could help Maxicare
survive, though with streamlined
operations.

"Maxicare will survive, but will
be much smaller," said Lawrence

B. Leisure, national practice leader
for group benefits for TPF&C, the
benefit consulting unit of Towers,
Perrin, Forster & Crosby Inc.

"Maxicare thought it wanted to
be in every state.

"The company basically has a
capital problem now, but that
doesn't mean bad things for the
whole network or for the whole

HMO indus-

try," he said.
While

Maxicare will

survive, ''I

don't think

you'll ever
see a national

growth situa-
tion like

- Maxicare's

again. Their

timing wasn't very good on their
acquisitions in terms of the rate of
health care inflation," observed
Lynn Gruber, vp for managed care
research at Interstudy, an Excel-
sior, Minn.-based HMO reseaPch
group.

Mr. Abramowitz of Sanford C.

Bernstein predicted that "Maxi-
care will be all right in 1989,
thanks to insurance carriers,

whose premiums are going to go
through the roof. The lid is off
health care costs, so even the worst
managed HMO should be able to
raise rates lower than the best-

managed insurer."
Observers also point out that

Maxicare's problems are not
unique in the HMO industry and
that its recovery strategy should be
shared by other HMO operators.

"Our impression from interview-
ing executives at 41 large HMO
firms is that they are looking at
Maxicare as an isolated case. How-

ever, it is clear that HMOs know
that they must run their businesses
better," said Ms. Gruber, who
worked on a report that describes
41 major HMO companies and
their competitive strategies.

"Many HMOs now are concen-
trating on strengthening their in-
ternal management procedures and
have put their growth plans away
on a shelf for now," she said.

"I think there will be a slow-

down in the growth trend in the
HMO industry. I hope people are
learning the right lessons from
Maxicare," said Mr. Leisure.
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Maxicare
has lesson

to teach
Employers as well as

health maintenance organi-
zation operators can learn
from the problems at Maxi-
care Health Plans Inc.

"I hope people are learning
the right lessons from Maxi-
care," said Lawrence B. Lei-
sure, national practice
leader for group benefits at
TPF&C, the benefit consult-
ing division of Towers, Per-
rin, Forster & Crosby Inc. in
New York.

"HMOs should be learning
that they must better man-
age their finances and em-
ployers must learn to view
HMOs as employer-spon-
sored plans instead of just as
separate plans over which
they have no control," he
said.

Indeed, "between the up-
coming changes in the HMO
Act and the consolidation

and turbulence in the HMO

industry, employers are
going to have to stop con-
tracting with everyone and
must start qualitatively eva-
luating HMOs. Employers
have to think about consoli-

dating the number of HMOs
they offer," said Tom Billet,
a managing consultant in the
New York office of A. Foster

Higgins Inc., the benefit con-
sulting division of Johnson &
Higgins.

As a result of Maxicare's

problems, "employers will
pay a little bit better atten-
tion to how financially
sound HMOs are," said
David P. Rahill, a vp with A.
Foster Higgins.

Some employers, like San
Francisco-based Pacific Te-

lesis Group, have performed
extensive analyses on the
HMOs they contract with in
an effort to consolidate the

number of HMOs they offer.
The communications con-

cern now offers 20 HMOs to

its 70,000 employees. But, as
a result of its analysis, seven
HMOs, including plans
owned by Maxicare, will be
dropped effective Jan. 1,
1989, according to Neil Aus-
tin, the company's staff
manager of health care cost
containment.

Employers have to make
HMOs more accountable for

the care they deliver as well
as for their prices, said Lynn
Gruber, vp for managed care
research at Interstudy, an
Excelsior, Minn.-based HMO
research group.

"The HMO industry can't
do it alone. They're trying,
but payers-or employers-
have got to get involved in
managed care plans," she
said.

Just as employers must
pay more attention to HMOs,
the plans must listen to em-
ployers to succeed, another
observer suggests.

HMOs, including Maxi-
care, "do not concentrate

enough on.selling to the em-
ployer," said Ruth Stack,
president and executive
director of the Miami-based

National Assn. of Employers
for Health Care Action.

"Marketing efforts often
are targeted to the em-
ployee," Ms. Stack said, ex-
plaining that HMOs must ef-
fectively communicate with
employers because they pay
the bulk of the premium.

-By Donna DiBlase

Maxicare profitability short-lived
Following is a brief history of Maxicare

Health Plans Inc.:

Dec. 23, 1980: Maxicare Health Plans Inc. is
incorporated in California as a holding company
for "California HMO" and other entities Cali-

fornia HMO was crea:ed in 1973 and operated as
a non-profit corporation through 1980, when it
was converted to a for-profit corporation.

June 1982: Maxicare Health Plans begins in-
terstate HMO operations by purchasing CNA
Health Plans Inc. of Chicago, now known as
Maxicare Midwest Health Plans Inc.

July 1986: Maxicare agrees to purchase
HealthCare USA Inc., an Orange, Calif.-based
HMO with 200,000 members in California and
Michigan, for $67 million.

August 1986: To further its plans to become a
national HMO power, Maxicare agrees to pur-
chase Nashville, Tenn.-based HealthAmerica
Corp. for $379.2 million. HealthAmerica had
about 850,000 members in 17 states.

Maxicare's total enrollment is doubled as a

result of the two acquisitions,.and the company
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now operates HMOs in 23 of the 30 largest met-
ropolitan markets across the United States.

September 1986: Maxicare offers $125 mil-
lion in 11.75% senior subordinated notes to help
finance the acquisitions of HealthAmerica and
HealthCare USA. Moody's Investors Service Inc.
assigns the notes a rating of Ba3. And, Moody's
lowers its ratings on the company's 7% convert-
ible subordinated debentures offered in July
1985 to BaS from Bal.

Moody's downgraded the debt rating because
it believed the protection of Maxicare's debt
would decline substantially as a result of the
borrowing needed to finance the two acquisi-
tions.

December 1986: Maxicare reports net income
of $4.6 million for the year, down from $20.4
million in 1985 Revenues in 1936 were $914.4
million, up from $5233 milIion in 1985.

March 1988: Maxicare reports a pretax loss of
$60.9 milhon for 1987, citing high costs asso-
ciated with integrating the HealthAmerica and
HealfhCare USA with existing Maxicare opera-

r

tions, combined with health care inflation and
competitive pressures in the HMO industry.

June 1988: Maxicare restates its 1987 results

after writing off $185 million in good will,
swelling its total loss for the year to S255 mil-
lion and creating a negative shareholder equity
of $29.3 million as of Dec. 31, 1987.

Aug. 8, 1988: Maxicare's board of directors
ousts co-founders Fred W. Wasserman, chair-
man and chief executive officer, and Pamela K.
Anderson, president and chief operating officer.
The husband-and-wife team are replaced by
Peter J. Ratican, a director who is named chair-
man, president and CEO.

Mr. Ratican most recently was chief financial
officer of DeLaurentis Entertainment Group, a
financially troubled filmmaker in Beverly Hills,
Calif.

Aug. 22, 1988: Maxicare announces a loss of
$59.5 million for the second quarter of the year,
swelling total losses for the first half to $80 mil-
lion, on revenue of $956.47 million. Shareholder
equity stood at negative $109.4 million. I

Listen.
It's what an employee benefits man-

ager does. You listen to employees asking for
a health plan with lower co-payments and
better benefits. You listen to management
asking for cost control. Then you try and
please everybody

That's when you need to start talking-
to EQUICOR. EQUICOR offers a complete
range of employee benefit options-all we
need to formulate your benefit plan is to hear
from you

Tell us the numbers you're working with,
your priorities, managements budgetary goals,
and every other important factor to be con
sidered. Then let EQUICOR design a unique,
customized benefit package for your com
pany based on good hard listening

Next time someone gives you an earful,
think of EQUICOR. And remember: when
ever you need to talk about a benefits plan,
you ve got our ear

EQUITABLE HCA CORPORATION
SU

The Good Listener.
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Hay/Huggins survey 1 share the cost, at 19%, the retiree pays the
whole amount

Some 78% of the respondents said their company hasContinued from page 3 • "Prevalence of dental plans continues to
care, skilled nursing care or outpatient sur- some kind of program to promote employee health, and many increase," the authors report Some 87% of
gery employers have more than one program.'We have found that the respondents now have dental coverage

Employers also are keeping close track of for ennployees Eight percent cover dental
hospitalization and claims Some 66% of the large employers have become sold on wellness expenses under their major medical plan and
respondents said they have some kind of 79% have a separate dental plan

programs,' says Hay/Huggins' Mr. Carter.hosoitalization review Employers also pick up most of the bill for
The most common type reported lS pread- _ dental care Sixty-five percent of the plans

mission review, which has been implemented are fully employer-paid for individual cover-
by 57% of the respondents and lS under con- of the companies surveyed and under consid- presence in employer-sponsored health care age
sideration by an additional 15% And, 14% eration at an additional 7% And, half the programs," the survey reports Under most dental plans offered by the re-
have an admission review, conducted at the companies offer a smoking cessation pro- Some 68% of the respondents offer their spondents, benefits are set at a percentage of
time of hospital admission if precertification gram while 9% are considering such action employees one or more HMO options in their reasonable and customary costs, after a de-
is not required, an additional 9% are consid- Forty percent of the companies have a health care plans, and an additional 3% offer ductible lS reached And, most plans tend to
ering such an option weight reduction program and 7% are con- only HMO coverage, 29% of the respondents provide the most liberal coverage for pre-

Forty-three percent of the respondents sidering implementing one Thirty-eight per- do not offer any HMO coverage to their em- ventive care, while providing less extensive
have a concurrent review program, which lS cent of the companies provide exercise faci- ployees coverage for areas such as orthodontics
conducted during hospital stays, and an ad- lit_es or subsidize health club memberships In addition, 16% of the employers offer a • Eighty percent of the respondents pro-
ditional 20% are considering implementing for employees, and an additional 8% are con- preferred provider plan as part of their med- vide prescription drug coverage for employ-
such a program Twenty-seven percent have sidering such sponsorship leal care coverage ees under their major medical plans Twelve
a retrospective review program, which is Other health promotion programs reported In other survey findings percent provide a separate plan covering
performed after the employee is discharged by the respondents were high blood • All but 1436 of the respondents offer prescription drugs, and 7% cover employees
from the hospital, an additional 7% are con- pressure control, sponsored by 36% and coverage to the-r retirees, and most-6396- under both the major medical plan and a
sidering retrospective review under consideration by 8%, stress manage- offer coverage to both early retirees and separate plan Only 1% of the respondents

In addition to hospitalization review, ment, offered by 34% and under considera- those who retire at the normal age Seven- do not provide any coverage for prescription
many employers are reviewing claims, either tion by 10%, diet counseling, offered by 33% teen percent offer coverage only to employ- drug costs
to determine general trends or to check for and under consideration by 8%, lifestyle an- ees who retire at the normal age, and 6% Seventy-four percent of the employers that
accuracy Almost two-thirds-63%-of the alysis, provided by 21% and under consider- cover only those employees who retire early offer a separate prescription drug plan pay
respondents said they perform a general ation by 8%, and stress testing, conducted by Among those companies that provide med- the entire cost for employee coverage, 23%
claims analysis to determine trends and 20% and under consideration by 9% ical coverage for early retirees, 90% provide share the cost with the employee
problem areas, and 9% are considering such Finally, employers are banding together to the same level cf coverage for retirees under Almost all-899-of the respondents with
analysis And, 51% conduct an internal try to fight escalating health care costs age 65 as for active employees under age 65 a prescription drug plan require a copay-
claims review to check accuracy of payment, Some 31% of the respondents said their com- Almost half-4396-of these employers pay ment per prescription, and an additional 3%
11% are considering such a program pany participates ma coalition with other the cost of hospital and medical care cover- have an annual deductible under the plan

"What you are going to see in the future is organizations for the purpose of medical age for employees who retire before age 65 More than three-fourths of the plans with a
a move to managed care," including utiliza- care cost containment The employer :nd retiree share the cost of copayment set the amount at between $1 and
tion and claims review and case manage- The most common activity sponsored by the coverage in 39% of the companies that $3 per prescription
ment, Mr Carter said these coalitions is claims analysis, cited by provide early retirement coverage, and 0 Vision care is offered much less often

Employers also are trying to control health 40% of the respondents involved in a coah- under-65 retirees foot the whole bill at 13% than dental or prescription drug care Less
care costs by helping employees to avoid tion Some 35% of the respondents said their of the companies than 20% of the respondents offer a separate
ge.ling sick Some 78% of the respondents coalitions are involved in negotiations with Some 79% of the companies that provide vision care coverage plan for employees
said their company has some kind of pro- hospitals or other providers medical coverage for retirees over age 65
gram to promote employee health, and many Twenty-eight percent of the respondents provide the same benefits for these retirees Copies of the survey are available only to
employers have more than one program involved in employer coalitions said their as for active employees, after any offsets those companies that provided data for the

"We have found that large employers have group operated a peer review program for Medicare are considered survey Companzes that are interested :n
become sold on wellness programs," Mr In addition to the cost containment efforts Medical coverage for retirees over age 65 is participating in the survey should contact
Carter added of employers, the survey revealed other fully employer-pa_d at 52% of the companies Hay Client Servzces, 229 S 18th St, Ritten-

The most common program is a drug and trends in health care plans "Health mainte- that provide such coverage At 29% of these house Square, Philadelphia, Pa 19103, 215-
alcohol assistance program, in place at 60% nance organizations continue to be a strong companies, the employer and the retiree 875-2660

"551 PROTECTIVE Federal regulations tarnish
CASUALTY

NEW TRUCK INSURANCE PROGRAM defined benefit plan appeal
PHYSICAL DAMAGE CARGO BOBTAIL By ALISON KITTRELL "Since (the 1982 Tax Equity & fit formula in 1987, compared with

Fiscal Responsibility Act), the leg- 84% in 1985 and 1983* Monthly Commissions * Competitive Employers are shifting awa q islation governing defined benefit And, 98% of the plans that used a

* No premium finance charges * Fast Service from defined benefit pension plans plans has continually changed final average earnings formula in
due to federal legislation, espe- Possibly the most sweeping 1987 used the highest-paid five or

Inquiries Invited cially the Tax Reform Act of 198f, changes occurred with the passage fewer years in determining the em-

CALL 1 -800-535-8372 according to the "1987 Hay/Hug- of the Tax Reform Act of 1986 and ployee's average earnings
gms Benefit Report " the Amendment of the Age Dis- Almost half-45%-of the re-

Mmination in Employment Act," spondents require employees to be
the survey authors say at least 21 years of age and have

In response to the constant one year of service before being el-
changes in legislation and the in- 1gible for the pension plan But,
creased cost of defined benefit 24% report that employees are im-
pension plans, it appears that more mediately eligible for participation

No one' organizations are shifting toward in the defined benefit pension
defined contribution plans as their plan

0% s more
principal retirement plan," the au- Other eligibility requirements
thors say are minimum age of 21, reported

For example, the survey shows by 5%, minimum age of less than

.,ATIVE
that the percentage of employers 21, reported by 2%, minimum ser-
providing defined benefit pension vice of one year, reported by 14%,
plans fell to 87% in 1987 from 91% minimum service of less than one
in 1983 year, reported by 4%, and some

And, in 1987, only 22% of those other requirement, reported by 6%
respondents provided only a de- A strong ma]ority-87%-of the
fined benefit plan, the remaining respondents with defined benefit
65% provided both a defined pension plans do not require or
benefit plan and a capital accumu- allow employees to contribute to
lation-or defined contribution- the plan, and 2% say employees are
plan allowed but not required to make

Eleven percent of the respon- contributions
dents provided only a capital The most-common vesting
accumulation plan, and 2% pro- schedule in 1987 was 10-year cliff

ADMIRAL
vided no pension plan (see story, vesting, reported by 66% of the.re-
page 33) spondents with a defined benefit

"The reports of the death of the pension plan Thirteen percent said
INSURANCE COMPANY defined benefit pension plan have they allowed partial vesting to

been greatly exaggerated, but the begin after a certain number of
fact is that it iS 111," says Michael years of service, usually five, and

1255 Caldwell Road Carter, senior vp of Hay/Huggins then reached full vesting after an-
Cherry Hill, New Jersey 08034 in Philadelphia other number of years The re-

The survey also shows that few mainder used some other vesting
changes are being made in defined formula

A MEMBER COMPANY OF THE W.R. BERKLEY CORPORATION benefit plans offered by employers, However, most of the employ- 3
except changes required by law ers are going to have to change i

For example, the majority of de- their vesting formulas in response
.AAMGA fined benefit pension plans con- to the Tax Reform Act of 1986 Be-

tinue to base the benefit on the em- ginning in 1989, vesting schedules
ployee's final average earnings must be changed to five-year cliff

. Eighty-one percent used this bene- Continued on next page
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401(k) leads capital accumulation boom
By ALISON KITTRELL

Capital accumulation plans, especially 401(k) plans, are
picking up the slack as employers become increasingly disen-
chanted with defined benefit pension plans, says the "1987
Hay/Huggins Benefit Report."

"There have been no additional resources spent on defined
benefit plans and instead, those resources are going to
401(k)," said Michael Carter, senior vp of Hay/Huggins in
Philadelphia.

Capital accumulation plans often are being used to supple-
ment defined benefit pension plans, with some 65% of survey
respondents offering both, the survey shows.

In addition, the plans also add a savings opportunity that
both companies and workers find attractive, the survey says.

"Employers find capital accumulation plans appealing be-
cause of their relatively low and predictable cost compared
with defined benefit pension plans, while employees find
them attractive due to their individual account balance and

investment selection features," the survey authors say.
The fastest-growing type of capital accumulation plan is

clearly the 401(k) salary reduction plan, especially plans in
which the employer matches employee pretax contributions.

The survey shows that, in 1987, 54% of the respondents
offered a 401(k) plan with employer matching contributions,
compared with only 43% in 1985.

And, 10% of respondents offered a 401(k) salary reduction
plan only, with no employer contribution, compared with 6%
in 1985. Five percent offered a 401(k) plan with a fixed em-
ployer contribution in 1987, compared with 6% in 1985.

The authors also note that "As the prevalence of 401(k)
matching plans has rapidly increased over the past few years,
the prevalence of traditional, aftertax matching savings
plans has decreased just as dramatically. . . .Clearly, the vast
majority of traditional thrift plan sponsors have amended
their plans to give employees the opportunity to save on a
pretax basis."

For example, the number of respondents offering aftertax
thrift plans with an employee match dropped to 6% in 1987

Defined contribution plans
Continued from previous page
vesting; 20% annual vesting from years three through
seven; or full vesting after two years of service.

Slightly more than half-51%-of the respondents
with a defined benefit pension plan reported that
they had granted a cost-of-living adjustment at least
once during the last seven years. However, only 9%
have a formal cost-of-living adjustment provision in
their pension plan.

Most of the COLAs provided during the last decade
by plans without a formal provision were given in the
198Os: Some 24% of these respondents said their most
recent pension benefit increase was given in 1979-81,

'Employers find capital accumulation
plans appealing because of their

relatively low and predictable cost
compared with defined benefit pension

plans,' the survey authors say.

frorn 12% in 1985. And, the number of public company re-
spondents offering an employee stock ownership plan plum-
meted to 7% in 1987 from 47% in 1985.

A strong majority-849-f the 401(k) plans with an em-
ployer match provide a specified percentage match for all
employees. For 11% of the 401(k) matching plans, the match
varied according to the company's profits, and for 5%, the
match varied according to the employee's length of service.

Fifty-five percent of the 401(k) plans with an employer
match provide the match on an amount equal to up to 6% of
employee compensation. Fifteen percent of the plans match
up to 5% of compensation, 12% match up to 4%, and 7%
match up to 3%. Other levels of compensation eligible for the
employee match were: less than 3%, reported by 2%; 7%, re-
portad by 1%; 8%, reported by 2%; 10%, reported by 5%; and
more than 10%, reported by 1% of the respondents.

Just more than half-51%-of the respondents with a
401(k) match said they match employee contributions at 50
cents on the dollar. Eighteen percent said they provide a
dollar-for-dollar match on employee contributions up to
the specified limit.

Other matching levels reported were: less than 25 cents on
the dollar, cited by 2% of the respondents; 25 cents, cited by
8%; 26-40 cents, cited by 4%; 51-74 cents, cited by 7%; 75-89
cents, also cited by 7%; and more than $1, cited by 3%.

In most cases, the vesting requirements for 401(k) plans are
liberal. The survey authors note, "To encourage employee
participation in the plans and to ue the employer matching

27% said it was in 1981-82, 22% said it was in 1983-84,
and 21% said it was in 1985-86. Only 4% said their last
increase was given between 1977-78, and 2% said their
last increase was in 1987.

Ninety-percent of the employers with defined bene-
fit plans offer a reduced benefit to those employees
who retire before the normal retirement age, if certain
requirements are met. And, 44% provide full benefits
for early retirees under certain conditions.

The most common requirement for unreduced early
retirement benefits is meeting age and service require-
ments, cited by 40% of the respondents that offer such
benefits. •
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contribution in the anti-discrimination tests, nearly 32% of
the plan sponsors offer full and immediate vesting. The vast
majority of plans that do impose vesting requirements fully
vest employer contributions at five years or less of service."

Nine-tenths of the respondents with 401(k) matching plans
give their employees a choice among investment vehicles. Of
these, 62% allow employees to choose the investment for both
employee and employer contributions, 36% allow them to
choose for employee contributions only, and 2% allow them
to choose for employer contributions only.

Forty percent of respondents allow employees to change
investment options on an annual basis. Twenty-six percent
allow them to change investment options semi-annually, 23%
allow a change to be made quarterly, and 11% have some
other requirements for making an investment change.

In addition, 51% of respondents have plans that permit
employees to take out loans on their 401(k) plans.

Finally, the survey shows that, while 401(k) plans have
increased dramatically and aftertax thrift plans have de-
clined, the incidence of profit-sharing plans has remained
about the same. Thirteen percent of the respondents in 1987
reported offering a profit-sharing or stock bonus plan, com-
pared with 15% in 1985.

All classes of employees are eligible to participate in the
profit-sharing or stock bonus plan offered by 73% of the re-
spondents that offer such a plan. Eligibility is open only to
salaried employees at 13% of the plans, only to non-bar-
gaining employees at 11% of the plans and only to salaried
exempt employees at 3% of the plans.

More than half-56%-of the profit-sharing or stock bonus
plans do not allow employee contributions. But, 44% of the
plans allow voluntary employee contributions on an aftertax
basis. About three-fourths of the plan sponsors set a mini-
mum voluntary employee contribution of 1% of compensa-
tion, and a maximum of 10%.

At 56% of the profit-sharing or stock bonus plans, the em-
ployer contribution is at the discretion of the company's
board of directors; at ihe remaining 44%, the contribution is
according to a predetermined formula. •
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Demographics dictate benefit changes
By ALISON KITTRELL In addition to the formal EAPs, 13% of the 1987 survey

'Employers have implemented a number respondents said they provide employee assistance on an ad
Changes in American society are having a profound effect hoc basis, 3% said they are currently developing an EAP,

on the benefits U S employers offer, according to a recent of policies in recent years designed to and 7% said they are considering sponsoring an EAP
survey

assist the growing number of single The most common assistance provided through the EAPs Is
"Changing workplace demographics-as evidenced by the help with drug and alcohol-related problems, provided by

increase in the number of single parents and two-income fa- parents and working mothers on their 93% of the EAPs Eighty percent provide personal counsel-
milies, and the decrease m the number of 'traditional' family ing, 76% help with family problems, 70% provide assistance
units-are expected to have a continuing effect on the design payrolls,' the survey reports. for employees in coping with stress and 64% provide finan-
of personnel policies in the coming years," says the "1987 cial counseling
Hay/Huggins Benefits Report " Forty-two percent of the employers with a formal EAP

In addition to changing demographics and family makeup, of flexible hours, which also often is seen as a boon to work- provide assistance through an outside facility, 38% have an
the survey says, benefits are being affected by other social ing mothers and single parents Eighteen percent of the in-house program and 20% use both in-house and outside
trends, such as concern about drug use, acquired immune respondents have flexible hours for salaried exempt employ- resources
deficiency syndrome and the need to help employees lead ees in all departments, and 22% have flexible hours for those Other survey findings about benefits Include
healthier lives employees in certain departments • Five percent of employers provided coverage for adop-

Part of the motivation, according to Hay/Huggins Senior Among employers with flexible hours, virtually three- tion expenses in 1987, up slightly from 4% in 1985 and 1983
Vp Michael Carter, lS that, as the baby boomers age, the pool fourths said their reason for introducing the schedule was "However," the authors say, "more organizations may begin
of entry level workers lS shrinking, and employers must employee satisfaction to consider this benefit as employee interests and perceptions
compete more for employees, especially in certain areas Health concerns also are high on employers' benefit lists of benefit plan limitations change "

Demographic changes are the most dramatic, and are being For example, 9% of the respondents have implemented a for- • Eleven percent of respondents in 1987 offer individual
felt in several ways "Employers have implemented a number mal policy on AIDS Of these, 89% do not restrict the duties insurance, including auto, homeowners or renters coverages,
of policies in recent years designed to assist the growing or work areas of employees with the disease funded through payroll deductions
number of single parents and working mothers on their pay- Employers also are concerned about the use of drugs and And, 6% of the respondents offer group auto insurance to
rolls," the survey reports alcohol in the workplace Twenty-one percent of the respon- their employees Some 75% of these plans are fully employee-

For example, 96% of the respondent companies allow em- dents to the 1987 survey said their company tests employees paid, 8% are employer paid, and 17% share the cost
ployees to take unpaid leaves of absence for several reasons, for drug use The highest incidence of drug testing is in the • Thirty-nine percent of the respondents had a formal
and 81% of these grant maternity leave to their employees South, where 35% of employers test employees for drugs benefits communication program in 1987, compared with

Of the employers that grant leaves of absence, two-thirds Drug testing was reported by 22% of the employers in the 33% in 1985 Most of the programs use more than one
allow a leave of up to six months, and 27% grant leaves of up Central states and ln the Mountain and Western states, by means of communication, Including booklets, memos, group
to a year, the remaining 6% will grant unpaid leaves of 18% of employers in the Mid-Atlantic and the Plains states, meetings, audiovisual aids, bulletin boards and benefit state-
absence of more than a year and 11% of the employers in New England nnents

And, the authors note, "Although still not common, child "The overwhelming malority of companies with drug test- "Increasingly, employers are developing formalized em-
care programs continue to grow " Nine percent of the re- ing programs test only new employees, while 6% use random ployee benefit communication programs Most are designed
spondents to the 1987 survey provided some child care bene- testing of the workforce," the survey reports to address issues of cost containment in medical insurance
fit for employees and an additional 12% are considering such And, "Further expansion of drug testing may depend on programs and to generate greater cost efficiency in employee
a benefit In contrast, fewer than half that number-49-of- the outcome of pending litigation to restrict drug testing in benefit programs," the authors say
fered a child care benefit in 1985 and in 1983 the workplace," it adds • Fifty percent of the respondents have a formal policy

Of the employers who offer a child care benefit, 30% pro- Employers not only are taking a hard-line approach to- regulating smoking in the workplace Almost half of these
vide an on-site child care facility and an equal percentage ward problems like drugs, but also are implementing pro- employers-479-have designated areas in which smoking 15
provide referral service for parents looking for child care grams to help their workers deal wi-h these and other prob- allowed, 35% have designated areas in which no smoking is

In addition, 28% subsidize an off-site facility, and 11% said lems allowed

they have banded together with other employers to finance "A recognition that increasing societal, personal and eco- Eleven percent do not allow smoking in the workplace, and
one or more off-site centers nomic pressures often take their toll on employees has en- 15% allow an employee to request a no-smoking area Five

Twenty-three percent use a voucher system, in which the couraged many employers to establish employee assistance percent have some other pollcy regarding smoking
employer directly reimburses either the employee or the child programs," the authors say "As our society becomes more health-conscious, today's or-
care provider and 8% use a vendor system, in which the em- Some 49% of the participants in the 1987 survey sponsor an ganizations are seeing the results of a healthier workforce
ployer contracts for guaranteed slots in an outside child care EAP, compared with 43% in 1985 and only 37% in 1983 and are taking an active role in supporting this lifestyle
facility Thirteen percent of the respondents with child care "There is a different attitude emerging among employers This lS evidenced by the fact that half of the responding
benefits use some other method of providing those benefits 'Hey, we have people working for us, and people have prob- organizations have adopted smoking policies and 14% are

Forty percent of the respondent companies have some form lems,' " said Mr Carter considering adopting a policy," the authors say
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was to place new limits on deferrals by the
higher-paid

Continued from page l The new IRS rules could mean yet more cut-
As a result, a plan that would have passed backs for the higher-paid Complex tests

the current rules allowing double use of the 200% • Realign matching contributions For exam-
test could now flunk and be deemed discrimina- ple, an employer could match a greater percent-
tory age of lower-paid employees' deferrals than de-

For example, a plan in which the average de- ferrals by the higher-paid await employers
ferral percentage (ADP) of the higher-paid was Alternatively, a company could "cap" match-
6%, while the lower-paid's ADP was 4% would 1ng contributions at a fixed dollar amount, such
pass the 200% test And, if the plan matched de- as $500
ferrals dollar for dollar, the 401(m) portion also Such a cap would help the plan pass the non- with 401 (k) plans
automatically would pass the 200% test In that discrimination testing procedure since the
case, the average contribution percentage (ACP) capped matching contribution would amount to a By JERRY GEISEL these calculations would be carried

would be 6% for the higher-paid and 4% for the lower percentage of salary for higher-paid em- Out

Lower-paid ployees than for the lower-paid WASHINGTON-While the tax Re- The example assumes that the
But, under the new testing procedure, such an • Restructure matching contribution formulas form Act of 1986 allowed employers to 401(k) ADP for the highly compen-

arrangement would automatically fail and be to give the lower-paid more incentives to make use the more liberal 200% test on both sated is 6% and the ADP of the lower-

considered discriminatory because the 200% test deferrals 401(k) deferrals and 401(m) contribu- paid is 4% In addition, the example
would have been used twice For example, a company could decide to fully tions, it also granted the Internal Rev- assumes that the 401(m) ACP for

Some benefit experts are angered by the new match the first 3% of deferrals rather than match enue Service authority to draft rules highly compensated is 3 8%, while the

testing procedure They note that arrangements, 50% of the first 6% of deferrals elimmating this double use lower-paid's ACP is 3%
As a result, under proposed IRSfor example, in which 0 Eliminate or 0 Step one Multiply 125% times

employers equally sharply reduce the rules published Aug 8 in the Federal 4% The result equals 5%
Register, an employer effective Jan 1 • Step two The lesser of the ADPmatch workers' 401(k) 'The regulations strain credibility. amount of aftertax

deferrals, should be contributions, espe- will have a choice of using the 200% or ACP for the non-highly compen-
Where is the unfairness and test on either the 401(k) or 401(m) sated is 3%considered inherently cially for the higher-

non-discriminatory injustice in a matching situation?' paid feature of its plan • The lesser of two times 3% or

But, rather than simply requiring 3% plus 2% is 5%"The regulations
Asks Edward J. Davey, a principal

"With these new
another test to be used on the feature • Add the result of step one (5%)strain credibility limits, an employer

Where is the unfair- W A. r Higgills & (0. Inc. _may decide it is not pnoostedsubcshsetai csi tthheregraehliiuflotr,iilghness and injustice in a worth having an after-
a new combination test in which compensated employeesmatching situation? tax feature," said
ADPs and ACPs-average contribu- • Add the ADP of the highly com-Yet, because of this Henry Saveth, a man-

mechanical formula, a plan could be in trouble aging consultant with Foster Higgins in New tion percentages for 401(m) contribu- pensated (6%) and the ACP of the
rhat does not make sense," said Edward J York tions-are combined and subse- highly compensated (3 8%) The sum

quently compared is 9 8%Davey, a principal with A Foster Higgins & Co If companies do have to cut back on contribu-
[nc in New York The regulations lay down the fol- Since 98% is less than 10%-thetions and deferrals for the higher-paid, they are

lowing sequence of steps in testing aggregate limit for the highly com-"This is another swipe at the higher-paid," likely to consider new programs, such as so-
arrangements pensated em-noted Harry Gross, a partner with benefit con- called non-qualified plans, for top executives to
with 401(k)

1
sultant Kwasha Lipton in Fort Lee, N J make up for the highly paid employees' cut- ployees--the

deferrals and Effective Jan. 1, an plan has notSome savings plans will not be affected For backs
401(m) contri- made doubleexample, the rules will have no impact on em- "Non-qualified plans will be a way of ad- employer will have a choice

ployers offering "stand-alone" 401(k) plans in dressing these new limits," said Mr Saveth
butions. use of the

• First, the of using the 200% test on 200% test andwhich employers do not make matching contri- However, non-qualified plans are more costly
butions or where employees are not allowed to for an employer, while the benefits are less se- non-highly

either the 401(k) or 401(m)
would be con-

compensatedmake aftertax contributions Employers sponsor- cure for employees Employers cannot take tax sidered non-

employees'ing such stand-alone plans, which are not com- deductions for advance-funding the plans, feature of its plan. discrimina-

ADP or ACP, torymon, can continue to use the 200% test though they can take a tax deduction when a whichever is i
But many employers with 401(k) and 401(m) benefit is paid Employees' rights to these bene- The Byzan-

features in their savings plans that have been fits also are not guaranteed higher, is mul- tine IRS rules

making double use of the 200% test will need to tiplied by 125% do, however, give employers a new op-Aside from having problems passing the new
• Second, the employer would de- portunity to pass the non-discrimina-make changes test, companies with 401(k) and 401(m) provi-

termine the lesser of the non-highly tion tests even if the highly-paid em-"The new rules are going to be tough," said sions will have a much more complicated testing
compensated employees' ACP or ADP ployees' ADP or ACP initially flunksGary Blank, a consultant in the San Francisco procedure to follow
• Third, the employer would take the 200% testoffice of The Wyatt Co and chairman of Wyatt's "The recordkeeping changes required will be

the percentage in the second step and Under this aspect of the IRS regula-defined contribution plan practice committee quite significant There will be a fair amount of
determine which is less that percent- tions, employers are allowed to trans-For example, Mr Blank found that three of reprogramming that will have to take place,"

the first five client savings plans that he studied said Frederick Rumack, director of taxes and age multiplied by two, or that per- fer or move "excess" ADP or ACP not

after the 401(k) rules were published last month legal services for Buck Consultants Inc in New centage plus two necessary for discrimination testing
• Fourth, the employer would add purposescould not pass under the new testing procedure York

Companies sponsoring savings plans with "The rules are tough, both literally and admin- the percentages reached in steps one For example, if the highly compen-
and three The total lS the aggregate sated employees' ADP was 4 5% and401(k) and 401(m) features that cannot pass the istratively," said Karen Frost, a consultant with
limit for the highly compensated the lower-paid employees' ADP wasnew test have a number of options open to them, Hewitt Associates in Lincolnshire, Ill

most of which will hurt the higher-paid Those "Testing will be more complicated, though lt • Fifth, the employer would add 4%, the employer could transfer 15%

options, according to benefit consultants, in- will not be a monumental task," added Gerald the sum of the ADP and ACP per- of "excess" 401(k) lower-paid defer-
clude Uslander, a principal in the Louisville, Ky, of- centages for the highly compensated rals not needed to pass the 401(k) test

• Cut back on 401(k) deferrals by the higher- fice of William M Mercer-Meidinger-Hansen employees to help the company pass the 401(m)
If the sum of the ADP and ACP test

paid to reduce the difference in the higher and Inc
percentages for the highly compen- Currently, such transfers are not al-lower-paid employees' ADP Employers shouldn't take any comfort that the

Even prior to the IRS rules, though, companies IRS rules on testing procedures are proposed sated employees does not exceed the lowed

with 401(k) arrangements have had difficulty rather than final aggregate limit for the highly com- However, after such a transfer oc-
passing the ADP tests In the preamble to the regulations, the IRS says pensated, the plan has not made dou- curred, the employer still would have

For example, an upcoming Hewitt Associates it will apply the proposed regulations when au- ble use of the alternative 200% test to run the new combination test that

and passes mustersurvey will report that 50% of companies with diting tax returns and savings plans compares ADPs and ACPs to deter-

401(k) arrangements failed the ADP tests last An example, which was developed mine if the 200% test has not been"Employers should take these proposed regula-
by The Wyatt Co, illustrates how used twiceyear The typical action taken by the employer tions very seriously," advises Kwasha Lipton's

after its plan was unable to pass the ADP tests Mr Gross

Fibreboard proposal
Continued from page 3 In the event Fibreboard files for bankruptcy, the claimants' Fibreboard Says it would use half the money garnered in
cording to company documents settlements are not secured and would be treated the same as either bad faith action to pay bonuses to settling claimants

In addition to the $115 million in undisputed insurance all other creditors and half to replenish costs of administering the settlement
Fibreboard has remaining, the company listed $251 9 million Under the deferred settlement program, claimants would program
in assets as of March 31 release Fibreboard from "any and all liability associated Plaintiffs' attorneys are guardedly optimistic about the

Fibreboard's pending claims alone could deplete its avail- with any asbestos claim against Fibreboard," in return for plan
able insurance and assets notes payable on Sept 1, 1993, or Sept 1, 1996 "We understand Fibreboard's situation, and we think we

The company now faces some 46,000 pending asbestos Claimants, in agreeing to the settlement, also agree to free can work with them," according to plaintiffs' attorney David
bodily in]ury claims totaling at least $357 million Fibre- McClain whose firm, Kazan & McClain of Oakland, Calif,
board Says it costs about $7,770 to defend and settle each ,1 organized a group of 15 West Coast law firms to examine the
bodily injury claim During the first three months of 1988 'We understand Fibreboard's situation, plan The firms represent thousands of Fibreboard claim-
alone, Fibreboard spent more than $19 million to settle or ants

and we think we can work with them, ,

defend 2,460 asbestos bodily injury claims -However, significant modifications are necessary," said
To date, Fibreboard has paid approximately $229 million according to plaintiffs' attorney David Mr McClain

to resolve approximately 27,640 claims, not including de- For example, plaintiffs' attorneys say the settlements
fense costs McCIain with the law firm, Kazan & should be secured by Fibreboard property in the event the

Of that $229 million, all but approximately $16 million was McCIain of Oakland, Calif. company does file for bankruptcy
paid by Fibreboard's insurers The company's main pnmary And, they believe Fibreboard should use the $115 million it
insurer until 1985 was Fireman's Fund Insurance Cos of No- A has in uncontested insurance and any corporate profits to
vato, Calif make partial payments on the settlements

Both Fibreboard and Fireman's were members of the As- Fibreboard from any liability for claims they are not yet "We need time to review all the details of the plan,"
bestos Claims Facility, which lS being dissolved (see story, aware of In addition, claimants release Fibreboard's distrib- said Mr McClain, adding that plaintiffs attorneys might not
page 2) utors from any liability for distributing asbestos-containing be ready to act on the plan until Dec 1

Several other asbestos producers faced with an over- products Fibreboard insurers contacted last week had no opinion
whelming number of asbestos bodily claims have been forced Fibreboard says it may pay claimants sooner if it resolves about the plan
into bankruptcy, including Manville Corp, UNR Industries its insurance disputes Fibreboard, which stopped making asbestos-containing in-
Inc and Nicolet Inc Manville 15 currently attempting to Claimants could receive extra money if Fibreboard is sue- sulation products in 1971, also produces and sells wood and
emerge from reorganization, UNR has proposed a plan of cessful in bad faith litigation it has brought against Conti- insulation products and operates a Lake Tahoe, Calif, ski
reorganization and Nicolet is being dissolved nental Casualty and Pacific Indemnity resort .
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Quality suit
Continued from page 2
imposed several conditions on SEAR
and Quality.

The order also required Quality's
president to report any changes in
the insurer's operations that could
lead to a change in its economic con-
dition, and required prior insurance
department approval of reinsurance
agreements with SEAR.

In addition to fraud and other alle-

gations, the West Virginia depart-
ment charges the defendants with
violating the acquisition order in a
series of transactions with several

other insurance companies.
For example, Quality-primarily

an auto insurer before its 1982 acqui-
sition-in 1985 started writing ani-
mal mortality risks produced by Tri-
ple Crown Insurers Inc. of Miramar,
Fla. Quality reinsured the risks with
IEA syndicates, SEAR, Dallas-based
Lloyd's U.S. and Jordbrukets, a Bel-
gian insurer, the complaint says.

Also, the suit says that SEAR and

Quality's management failed to ob-
tain a written reinsurance contract

from IEA; failed to obtain adequate
security from the syndicates on the
program; reinsured part of the pro-
gram with SEAR in violation of the
acquisition order; and allowed Triple
Crown to bind mortality risks in
Florida before Quality was licensed
in the state.

Citadel Management, which was
involved in managing the mortality
program, was also owned in part by
Messrs. Cordie, Abdallah and Yousri,
and these ownership interests repre-
sented a conflict of interest that vio-

lated state insurance law, the com-
plaint charges.

Quality sustained heavy losses on
the program, the complaint indicates:
apart from a $297,828 commutation
with W.F. Poe Syndicate, other IEA
syndicates have paid only
$558,226.11 on total estimated rein-
surance obligations of $4.2 million.

IEA syndicates have refused to
honor payment demands from Qual-
ity, questioning the accuracy of re-

402

ports submitted by Triple Crown and
Quality, the suit says.

Court papens filed before Quality's
liquidation estimated the insurer's
total prerniunn volunne on the pro-
gram at more than $7 million.

SEAR and Quality's management
defrauded Quality and its policyhold-
ers in transactions with several other

insurers, the suit says, including:
• Lincoln National. Under a com-

plex series of contracts, Quality
agreed to reinsure three other insur-
ers, retroceding a majority of the
business to Lmcoln National, which
in turn retroceded a majority of the
risk to SEAR. Quality, Lincoln Na-
tional and SEAR agreed that Quality
would handle premium payments to
and loss collections from SEAR.

While Quality paid SEAR its por-
tion of the reinsurance premiums,
SEAR did not pay its share of the
losses to either Quality or Lincoln
National, the suit alleges.

In addition to this diversion of

funds to SEAR, SEAR and Quality's
management also defrauded Lincoln

soner 

National by submitting false billing
invoices they knew to contain dupli-
cate entries, the suit says.

Lincoln National currently is suing
SEAR and directors and officers of

SEAR and Quality in U.S. District
Court in Cincinnati. The suit is set for
trial on Nov. 7.

• Forum Insurance Co., Calvert In-
surance Co., Mead Reinsurance Corp.
and Universal Reinsurance Corp.
These insurers ceded reinsurance to

Quality, which in turn ceded 100% of
the business to SEAR.

Quality was not compensated for
acting as a fronting reinsurer for
SEAR, and SEAR later failed to pay
claims to the ceding companies, the
suit says. Quality's management
failed to report the transactions in its
1985 annual statement, and violated
the acquisition order requiring prior
approval for reinsurance with SEAR.
• Union America, which eeded au-

tomobile risks to both Quality and
SEAR. When SEAR realized the

business would prove unprofitable,
however, it transferred its risk to
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Quality for 100% of the premium it
received, the complaint says.
• Dependable, which ce(ied 50% of

a book of Puerto Rican auto business

to Quality starting in January 1984.
The two companies did not execute a
formal reinsurance treaty, but relied
on a two-page cover note, the suit
says.

Quality management claimed it
canceled the agreement as of Sept.
30, 1984, by oral notice to Mr. Cor-
dle, who was then the managing
agent representing Dependable, the
suit says.

However, when Dependable later
insisted on a written reinsurance

treaty, Quality officials signed the
treaty Feb. 4, 1986, with no men-
tion of the alleged cancellation.

Dependable maintains that the
treaty was never canceled. Arbitra-
tion of Dependable's demands has
been stayed by agreement of the par-
ties, according to the suit, which adds
that Quality's share of losses and un-
earned premiums on the business
amounts to more than $6 million.
• Omaha Indemnity. Through

managing general agent Royal
American Managers Inc., Omaha In-
demnity reinsured Quality on a book
of workers compensation and liabil-
ity risks for lumbermen.

However, Omaha canceled the
agreement after four months and
SEAR did not follow through on a
promise to find replacement reinsur-
ance or fully reinsure Quality itself,
the suit charges.

In addition to allegations of fraud
and mismanagement relating to these
transactions, the complaint charges
that SEAR drained funds from Qual-
ity through a "sham" service agree-
ment, under which SEAR received
2% of Quality's net premiums for ad-
vising the insurer and monitoring its
reinsurance programs. SEAR pro-
vided no such services, the suit says.

Knowing in late 1985 that Qual-
ity would be placed in receivership
if its true financial condition were

known, SEAR and Quality's man-
agement filed a false 1985 annual
statement, the complaint says.
Among other things, the false state-
ment failed to report transactions
with the IEA and SEAR and under-

stated Quality's liabilities by more
than $10 million, the suit says.

The suit seeks total damages of
$15 million, which could be trebled
under the federal Racketeer In-

fluenced and Corrupt Organizations
act. The complaint also levels charges
of negligent mismanagement, breach
of fiduciary duty, fraud and fraudu-
lent concealment.

In addition, Mr. Britt is charged
with embezzlement for allegedly
buying a salvaged Quality-insured
auto and selling it back to Quality
at a higher price; and for selling a
similarly salvaged auto to his daugh-
ter for a fraction of its value (BI, Oct.
12,1987).

None of the defendants has yet
filed an answer, and all but SEAR,
SEAR Agency and Mr. Yousri have
received extensions to respond.

In an interview, Mr. Cordle den-
ied any conflict of interest on ei-
ther the animal mortality business
or the Dependable book.

Citadel did not receive any com-
pensation on the mortality risks other
than a 1% override from W.F. Poe

Syndicate, which did not cover the
manager's expenses, Mr. Cordie said.

He added that the Dependable
business was bound before he be-

came a Quality director, and that
he later resigned as a director be-
cause he saw what could have been

construed as a conflict stemming
from his former representation of
Dependable.

"I don't think they have any case
at all against me," Mr. Cordle said.

James Burke, a Cincinnati lawyer
representing Messrs. Abdallah, Saud
and Elsewedy, said that his clients
"disagree with the allegations in the
complaint" and have "meritorious
defenses," but he declined to com-
ment on specific suit allegations.

The other defendants or their law-

yers could not be reached for com-
ment.
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Air show disaster ment will be responsible for com- derwriter for Luftpool, the West Update-pensating victims Europeans with German aviation insurance pool in
Continued from page 1 claims must file them with the Munich that writes coverage on
tory will hold the Italian govern- West German Office of Defense behalf of 80 German insurers
ment liable for unlimited losses COStS ln Koblenz, he said Ameri- And the owners of the aircraft,

Howden criminal trial set
from the Ramstein disaster, said cans should file claims with the who are required to be insured Continued from page 2
Mr Urwantschky Staff Judge Advocate Office at under German law, would have tives in 1982 (BI, Aug 2, 1982)

The West German government Ramstein, he added purchased about 850,000 deutsche Magistrate James Dunn decided last week that prosecutor Timo-
will be expected to settle all claims The U S Department of Defense marks ($450,000) to 10 million thy Langdale had a strong enough case against former Howden
on behalf of the government of said last week that six Americans deutsche marks, he said Chairman Kenneth Grob, charged with 55 counts of theft and false
Italy, he said Then, under diplo- were among those killed and 41 The Italian team's coverage was accounting, and former Lloyd's underwriter Ian Posgate, charged
matic agreements between coun- Americans were injured a "typical" limit, he added with three counts of theft and conspiracy
tries belonging to the North Atlan- The disaster occurred Aug 28 However, Mr Pagnanelli pointed "I am entirely satisfied that you both have a case to answer
tic Treaty Organization, the when the 10-man Freccie Tricolon out that the insurance for the Ital- and should stand tnal on all charges," Magistrate Dunn told
German government is expected to team flying Italian military MB ·ian planes will hardly be enough to Messrs Posgate and Grob
seek recovery from the Italian gov- 339A let trainers was performing pay the losses, which he estimates The other two defendants, former Lloyd's underwriter Colin
ernment, he said its popular heart-shaped aerobatic will total between $200 million and Hart and former Howden Director Jack Carpenter, did not contest

Section 53 applies only to mili- maneuvers $300 million whether the case should go to trial
tary aircraft that fly in West Ger- All 10 aircraft had pulled into a "Italian reports say that the The four defendants and former Howden Director Allan Page
man territory, said Mr Ur- vertical climb and approaching German government should pay were arrested in July 1987 on charges stemming from the alleged
wantschky Under the provision, 3,000 feet, the team divided Five for the disaster," added Mr Pag- theft of underwriting funds from Howden and Lloyd's syndicates
the government that owns the mili- aircraft looped over to the left in V nanelli "I don't think the Italian formerly managed by Howden Charges were dropped against Mr
tary aircraft is unlimitedly liable formation and four veered to the government will pay " Page in June because he is ill (BI, June 13)
" irrespective of negligence " right in diamond formations, using Italian government officials in

Under other sections of the law, smoke to make the shape of a Rome could not be reached for
the liability of an owner of a civil- heart The 10th pilot, taking the comment The Italian embassy in Bendectin ruling upheld
ian aircraft that caused third- role of Cupid's arrow, looped his London would not take calls CINCINNATI-The anti-nausea drug Bendectin was not respon-
party injury or damage lS limited aircraft over the back of the heart The Ramstein disaster brings the sible for the birth defects in some 1,150 plaintiffs, the Gth U S
based on the weight of the aircraft Flying at 300 mph, the solo plane total number of people killed at Circuit Court of Appeals ruled last week
at takeoff "But these limitations attempted to pierce the heart with European air shows since 1953 to In upholding a 1985 lower court ruling, the court relied on la-
do not apply to military aircraft," the other planes flying as low as 50 185 spectators and pilots While boratory studies that Indicate Merrell Dow Pharmaceuticals Inc 's
he said feet above the ground However, dozens of pilots have been killed at Bendectin did not cause birth defects in children whose mothers

Under the law, compensation for the solo plane collided with two U S air shows, no spectators have took the drug during pregnancy to alleviate nausea and vomiting
victims of West German airline di- other fighters and hurtled mto the been killed since enactment of the "Merrell Dow believes the safety record of Bendectin is strongly
sasters receive a maximum of crowd below The other two air- Federal Aviation Act in 1958 supported by over 35 published epidemiologic studies or reports, by
320,000 deutsche marks ($170,464) craft crashed near the air base On May 6 of this year two British reviews by the Food & Drug Administration in the U S and drug
per individual Under this formula, runway, away from the spectators Royal Air Force personnel died at regulatory agencies in other countries and by other studies," said
total claims from Ramstein would The Italian team has liability in- Hannover, West Germany, when President David B Sharrock

be about $70 million if all of the surance with limits of about 3 mil- their RAF Chinook helicopter hit a Bendectin was manufactured and sold by Cincinnati-based Mer-
injured received the maximum lion deutsche marks ($1 6 million) loading ramp with its back rotor rell Dow for 27 years before it was discontinued in 1983
compensation per aircraft written in the Italian and burst into flames during an air To date, the company has won 22 jury trials concerning the safety

However, Mr Urwantschky says insurance market, confirmed Ben- show of Bendectin and lost only four verdicts
compensation from Ramstein will ito Pagnanelli, group aviation and The RAF has 25 million pounds
not be that simple aerospace chairman of Assicura- ($42 million) of liability insurance, AIDS policy review extended"If a breadwinner and husband zioni Generali SPA in Trieste, purchased by the British Ministry
were killed, the Republic of Italy Italy of Defense, covering all military PHOENIX, Ariz -Circle K Corp has extended indefinitely its
also would pay for the loss of Generali, Italy's largest insurer aircraft, says a London un- suspension of a controversial medical plan provision that would
maintenance," less whatever was and a leader in worldwide aviation derwriter who participates on the exclude coverage for lifestyle-related claims such as AIDS and
recovered from life insurance and insurance, did not participate in coverage drug and alcohol abuse
pension plans, he said However, the coverage, though it may rein- The policy covers claims from The company, which operates the nation's second-largest chain
the life insurers and pension funds sure a portion of the coverage, he ticketed passengers on Defense of convenience stores, announced last month that lt would review
could subrogate against the Italian said Ministry aircraft, third parties at the provision by the end of August (BI, Aug 15) But Circle K
government, he said Had the Ramstein air show been civil flying displays and claims for officials were not yet ready to make a decision, Senior Vp Ray Cox

"If a person wasn't killed, but a civilian event, the organizers injuries or damage caused by De- said last week

died later, then the hospital bills probably would have purchased fense Ministry parachutists, said Circle K has 26,000 employees nationally, of which about 8,000
will have to be paid," he said, ad- general liability insurance with the underwriter However, the pol- qualify for the company's self-insured health care plan
ding that damages for pain and limits of between 300,000 deutsche icy excludes coverage for air shows
suffering might also be paid marks ($159,820) per accident, if it outside England and Europe, he Planned Fremont buyout offA U S Air Force spokesman at were a small show, to a maximum said
Ramstein said a decision has not of 10 million deutsche marks ($5 3 The coverage is brokered by Bain LOS ANGELES-A management group's $82 million offer to buy
yet been made over which govern- million), said George Wilking, un- Clarkson Ltd Fremont Insurance Group Inc from its parent, Fremont General

Corp, will not be completed

U.S. safety regulations reduce In late March, Audemars-a management group led by David L
Mcintyre, president and chief executive officer of Fremont Insur-
ance Group-signed a definitive agreement with Fremont General
for sale of the insurance unit In the agreement, Fremont General

chances of air show disasters granted Audemars a right of first refusal to purchase Fremont In-
surance Group that expires on Sept 30 (BI, March 14)

Fremont General did not say why the offer fell through Offi-
cials at Fremont Insurance Group could not be reached for com-

By MICHAEL BRADFORD to be completed at a point at least 1,500 feet from ment A spokesman at Fremont General could not confirm whether
and STACY SHAPIRO spectators the property/casualty unit was still for sale

"If you do a loop or an arcing turn, you have to finish Fremont General reorganized its property/casualty units into
Safety regulations governing air shows in the United it at least 1,500 feet before the crowd," said George Fremont Insurance Group m late 1986 and announced lt would

States reduce the chance of a disaster like the tragedy Wedekind, executive director of the annual Dayton Air develop a plan to divest these operations (BI, Nov 24, 1986) Fre-
at the Ramstein Air Base in West Germany, experts & Trade Show in Dayton, Ohio mont General's principal business is life insurance and financial
say An FAA spokesman in Washington pointed out that services

In fact, since the enactment of the Federal Aviation the agency also prohibits any aerobatics below 500 feet Two Fremont Insurance units-Fremont Reinsurance Co and

Act in 1958, "there has never been a performance In or over crowds Even level flying lS prohibited at Comstock Insurance Co -began running off their business in late
which an (aerobatic) accident involved a spectator," U S shows below 1,000 feet above spectators, he said 1986 In December 1986, Comstock transferred its remaining com-
said Rick Nadeau, executive director of the Interna- The Italian Jets were only 50 feet-100 feet above the mercial umbrella and commercial liability business to Los Angeles-
tional Council of Air Shows in Jackson, Mich ground when they collided based Harbor Insurance Co (BI, Jan 5, 1987, Sept 8, 1986)

Ma]or U S air show operators commonly purchase Mr Wedekind pointed out that pilots at U S air
liability insurance in case an accident does occur, ob- shows are authorized by the FAA to fly at certain Briefly notedservers say And, some operators also require per- altitudes according to their experience Pilots with the
formers to buy coverage most experience are allowed to fly at lower altitudes A group of about 700 asbestos health claimants dropped their

However, a broker who specializes in air show cover- Although Mr Wedekind couldn't rule out the hkeh- U S Supreme Court appeal of Denver-based Manville Corp.'s
age says that more than half of smaller air shows hood of a disaster at aUS air show like the Ram- reorganization plan on Aug 25, which will reduce delay of the
do not buy liability insurance stein tragedy, he said the FAA regulations keep the plan's implementation Transamerica Financial Corp has

Federal Aviation Administration regulations forced performers far enough from crowds that the potential reached a definitive agreement with Alexander & Alexander
the Italian aerobatic team Frecce Tricolori, which for disaster is greatly minimized Services Inc. to purchase the broker's TIFCO Inc premium fin-
triggered the Ramstein tragedy, to modify its program And, he pointed out that the Dayton air show, which ancing subsidiary for $73 8 million (BI, June 20) Subject to regula-
when the pilots performed in the United States in attracts crowds of 100,000 per day during the aeroba- tory approval, the transaction is expected to be finalized by early
1986, Mr Nadeau pointed out tic performances, has some rules of its own October Members of the Asbestos Claims Facility cast an of-

The Italians were required to perform at a greater "As an added precaution, we do not take a first-time ficial vote Sept 1 calling for an Oct 3 dissolution of the revolu-
distance from crowds in the United States because of flyer," Mr Wedekind said "We only take those that tionary claims handling organization The vote freed several pro-
FAA regulations regarding stunt flying near specta- have had two or three years of flying in front of ducers withdrawing from the facility to begin handling their own
tors crowds " claims immediately No decision has been made on whether a

"In 1986, the Italian team toured the U S and did 12 Air show officials observe pilots during at least two new, smaller claims handling organization will be formed (BI, Aug
shows in North America," said Mr Nadeau "Their performances before allowing them to participate in 1) Maxicare Health Plans Inc. lS selling its 130,000-member
performance was modified before they came to the the show, which is held at Dayton International Air- Michigan health maintenance organization to Detroit-based Henry
United States " port, he noted Ford Health Care Corp and ltS affiliate, Health Alliance Plan

Mr Nadeau and other air show experts claim the If a plane were to crash into the crowd at the Dayton Terms of the agreement were not disclosed (see story, page
FAA regulations that govern the evests m the United show, a team of medical and fire suppression ex- 1) Primerica Corp. and Commercial Credit Corp. agreed to
States are stringent enough to minimize the chances perts would be standing ready, Mr Wedekind ex- merge last week in a transaction valued at about $1 7 billion The
that spectators will ever be harmed by a crash plained "And we supplement that with a secondary combined companies will operate under the Primerica name, with

The FAA rules, he pointed out, "separate the specta- team from the Air Force base nearby " Sanford I Weill, Commercial Credit's chairman and chief ex-
tors and the activities " In addition, two military helicopters are on the field ecutive officer, serving as chairman, CEO and president.

One FAA rule that required the Italian team to mod- if needed to evacuate any injured and a commercial
ify its program in 1986 requires all stunts by Jets Contmued on next page
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show sponsors to seek higher to take a close look at lt to see if brella liability insurance excess of approval of aerobatic displaysAir show risks limits there iS anything we need to ad- the pilots' limits at Lloyd's, said Already at the Farnborough
Continued from previous page "I suspect requests for limits will dress for the future," he noted Mr Batten Although he would not show, a flying committee con-
operator of medical evacuation go up dramatically in the future," A British air show operator also comment on the coverage, sources trolled by the Royal Air Force in-
aircraft is on call during the show, she remarked "My feeling is that requires pilots to adhere to certain in London say that the insurance, vestigates all aircraft before the
according to Mr Wedekind the lawyers and risk managers at flight guidelines and to purchase which has a 50 million pound ($84 show opens Flight plans are filed

"We have a temporary first-aid airports will be requiring higher liability insurance million) per-accident limit, is bro- and maneuvers are demonstrated
station on the field," he pointed limits I anticipate a change right The Society of British Aerospace kered by Lloyd's broker Willis before the committee, he said And
out, "and we have two physicians away " Companies, which organizes the Faber & Dumas Ltd pilots are not allowed to fly toward
here" that direct a team of para- She said limits of $5 million or Farnborough Air Show, which will Published Reports in Britain say the crowd
nnedics less are routinely purchased be- be held this week, requires that that the British Civil Aviation Au- ''Our insurers won't give us

Although there are no require- cause U S meets have good safety every civilian pilot participating m thority is considering tightening its cover until they see what we will
ments for air show sponsors or records "They haven't had any- the show purchase 15 million rules for air shows However, most do at Farnborough Lloyd's has a
performers to purchase liability in- thing like what happened (in West pounds ($25 2 million) of liability of the CAA's proposals are already huge interest in this and I've just
surance, Mr Nadeau said "I can't Germany) to remind them that they coverage, said Ken Batten, secre- implemented by the SBAC at given them details of all the air-
think of anyone that would go out need high limits " tary for the SBAC m London Farnborough, where more than craft flying and the time slots," Mr
and have one without it I can't Most of the shows have small "This wouldn't be sufficient for a 200,000 people were expected to Batten said
imagine any airport letting one budgets, Ms Geldner added, and disaster, but there has to be an ac- attend, said Mr Batten The Farnborough show-which
take place without a policy " can't afford higher limits "We ceptable level for insurance," Mr "We take stringent p recau- is held every other year in rotation

However, the agency that places write a lot of $1 million policies," Batten admitted "In fact, many tions We are a copy-book air with the Paris Air Show-is one of
most of the air show coverage in she said "And it's not an expen- people carry far larger sums of in- show and we are not complacent," the central meeting places for
the United States says some of the sive coverage " surance They have to prove to us, he said aviation brokers, underwriters,
smaller events are likely to be fly- Coverage for pilots is also avail- though, that they either carry" the Air show safety ln Britain is re- risk managers and manufacturers
ing bare able, though it is written on a sepa- same limit as the aircraft's manu- gulated by a voluntary code of "If something like (Ramstein) hap-

Karen Geldner, vp and director rate form, said Ms Geldner facturer-which could be up to $1 conduct, but starting in January pened at Farnborough, you could
at Shannon & Luchs Insurance Most claims from air shows stem billion-"or 15 million pounds, the CAA W111 Introduce new regu- wipe half the (London) aviation
Agency Inc in Washington, said from unexciting slips and falls and whichever lS higher " lations to mandate rules covering market out, I suppose," warned a
her agency places coverage for not the daredevil exploits of stunt The SBAC also purchases um- the competence of pilots and the London broker
around 200 shows in the US,or pilots, she said
about 90% of those that buy insur- The Dayton air show purchases
ance Mr Nadeau said a total of 377 $5 million in air meet hability in-
shows will take place in North surance through Shannon & Luchs,
America this year said Mr Wedekind "And we re-

"We suspect that more than 50% quire performers to carry $1 mil-
of the small shows don't carry in- lion "
surance," Ms Geldner remarked In the 14 years that the show has M .

She described a small show as one been held, there have been only a
that features a few pilots perform- few small claims, he said None
ing a limited number of stunts be- have related to the performance of
fore sparse crowds pilots

Shannon & Luchs has been plac- Although air shows have come
ing air show coverage since 1970 under scrutiny since the accident
with syndicates at Lloyd's of Lon- in West Germany, Mr Nadeau said
don, Ms Geldner pointed out For he does not expect there will be 8

the past three years, the coverage any changes to the events held in
has been fronted through the Avia- the United States because of the
tion Office of America Inc in Dal- stringent FAA regulations and a /3 E LTA
las and reinsured 100% with good safety record for shows in
Lloyd's underwriters this country

The coverage written for air A spokesman for the Experimen-
show sponsors is called an "air tal Aircraft Assn in Oshkosh, Wis,
meet liability" policy, said Ms which sponsors a large air show 1
Geldner The coverage insures an every year, agreed that there will
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air show's sponsor for liability re- probably be no changes in U S '6*

lated to injuries or property dam- shows as a result of last month's
age incurred during a show tragedy Photo AP/Wide World

Although policy limits vary ac- "The FAA already has the guide- A Delta Air Lines Boeing 727 crashed on takeoff last week from Dallas-Fort Worth International
cording to the size of the show, lines in place," he said Airport, killing 13 people and hospitalizing 33 of the 105 persons aboard.
they average around $5 million, However, aviation experts in the
she explained, with a minimum United States will closely follow
limit of $1 million the investigation into the tragedy,

However, Ms Geldner said she according to Mr Nadeau Crashes won't reduce competition
expects that last week's accident in "Anything like that will cause

By STACY SHAPIRO sured for less than $1 5 millionWest Germany will spur U S air the air show council and the FAA
Hull and liability insurance for the airliner is

LONDON-The crash of two passenger airliners placed with the People's Insurance Co of China and
last week and damage to a third will not inter- reinsured in London through Lloyd's broker C T
rupt competition in the commercial aviation insur- Bowring & Co Ltd

Insurance services guide ance market In a third incident, a Trans World Airlines Boeing
The largest loss occurred Wednesday, when a 727 was damaged after it made an emergency land-

Delta Alr Lines Boeing 727 crashed on take-off and ing at Chicago's O'Hare International Airport when
caught fire at Dallas-Fort Worth International Air- its landing gear failed to deploy Seven passengers
port Thirteen of the 105 people were killed, and 33 received minor injuries during evacuation

PROW ADMINISTRATORS - others were admitted to area hospitals for burns New York-based broker Frank Crystal & Co Inc
and other injuries places TWA's aviation insurance in the US mar-

We have the AFFORDABLE system The jetliner, one of approximately 130 727s in ket Associated Aviation Underwriters Inc in Short
for Self Administrators and TPA's Delta's fleet, probably was not insured for more Hills,NJ, leads the US portion of the cover-

CLAIMS than $15 5 million, aviation sources in London said age, according to a Crystal spokesman
PROCESSING • Processes: Medical. Dental, Underwriters, however, were not sure last week Last month's losses, however, are not expected to

which of Delta's 727s it was and could not give an stop competition among aviation underwriters,
SYSTEM Disability, FLEX and COBRA

exact value London brokers and underwriters agree There is no
• runs on IBM PS/2, COMPAQ, Delta has up to $750 million in liability insur- sign that rates will increase in the near future,

ance Underwriters had not established a liability broker and underwriters said, despite these crashesDEC ... and compatibles
reserve as of last week and losses earlier this year, Including the crash

$14,999 for a complete in-house The airline's hull and liability coverage, which of a $112 3 million Air France Boeing 747, the lar-
was extended July 1 this year until Dec 18, is gest hull loss ever (BI, Aug 8)Claims Administration System
placed in the United States by Johnson & Higgins Aviation hull and liability insurance rate de-

Call Pro*Systems (216) 731-2323 and in London by Willis Faber PLC creases began last year, even though 1987 was the
The coverage is led in tMe United States by United second worst underwriting year on record with in-

States Aircraft Insurance Group in New York, sured airline losses totaling $850 million (BI, Aug
WORMEAS' COMPENSATION RISK MANAGEMENT SYST€M which will coordinate claims iettlements The Lon- 29)

FOR S€U INSUR€DS, TPR'S, ASSOCIRTIO,IS IND CRRRI€RS don portion of the coverage is led by Lloyd's of "If you look at last year and the losses there, will
London aviation underwriter Richard Maylam (last week's disasters) really make any difference at

• PREPARES STATE REGULATORYREPORTS & FORMS • TRACKS RESERVES French insurers, including La Reunion Aerienne, all?" asked a Lloyd's broker rhetorically
also participate on the Delta coverage Meanwhile, Willis Faber confirmed that lt has

• HANDLES MULTIPLE EMPLOYERS •PROCESSESCLAIMPAYMENTS&CHECKS USAIG officials would not return phone calls lost the United Airlines account, which the broker
•CALCULATES BENEFIT AMOUNTS • PERFORMS ON LINE INQUIRIES An official with Mutual Marine Office Inc in New acquired when it bought Stewart Wrightson Hold-
• ADJUSTS BILLSAGAINST MEDICAL FEE SCHEDULES •MANAGEMENT & AD HOC REPORTS York said the US portion of Delta's coverage is ings PLC
• PROVIDES SAFETY AND OSHA REPORTS • MONITORS ClAIMS DUE REVIEW spread among "virtually everybody in the domestic United was expected to move its business to

aviation market " Lloyd's broker Nicholson Chamberlain & Colls
VALUE LEADERS IN RISH MANAGEMENT SOFTIURR€ Mutual Marine Office wrote "no more than 2%" Ltd, where most of the Stewart Wrightson aviation

INSTALLATIONS FROM COASTTOCOAST • CALL FORA FREE DEMO DISKETTE of the airline's hull and liability coverage, he said team moved to after the merger However, United

INSURANC€ SOFTUIRRE PRCHRGES, INC.
"Our exposure will be limited to about $1 million, instead chose Lloyd's broker Sedgwick Group
no matter what " P L C as its broker, a Willis Faber spokesman con-

5118 N 56TH ST. TAMPA, Fl 33610 BOO-2374133 (US) 813-621-6069 (Fl) 212.608-1674 (NY) Also last week, six people were killed when a firmed
Chinese airliner skewed off the runway into the
harbor at Hong Kong's Kai Tak International Alr- Associate Editor Michael Bradford in Dallas andFor advertising information in the INSURANCE SERVICES GUIDE port Those killed were the crew members of the Agent/Broker Editor Linda J Cottins in ChicagoContact: Margaret Hikido, 740 Rush Street, Chicago, minds 60611.

Telephone (312) 649-5340
CAAC Trident airliner, which is believed to be in- contributed to th:s story
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Insurer results not as bad  Bl insurance index
448

as they should have been
446

444

By MYRON M. PICOULT 1 442 

/\Special to Business Insurance Price cutting combined with higher retentions will take their toll,
and a sharp curtailment in cash flows will help to reverse the

440

AS HAS BEEN THE CASE for several \ dmollme*08$/48*luflull:103 021110$quarters, the 1988 second-quarter num- pricing lunacy that too many insurers have engaged in. 438 /bers in terms of underwriting trends and
operating results were a mixed bag How- Hopefully, the realization of past moves will become evident
ever, the results were not as bad as we as managements fill out their 1988 convention blanks. 436 -

thought they might have been or should have
been

This leads us to believe that some of the

reported data lS suspect specifically, the or two ma]or players could be in the group at Traditional insurers with 30% or higher ex-
insurers' net written premium volume this time pense ratios cannot remain competitive and Insurance industry stocks could not reverse

It is apparent that more Our survey covers 21 insurers and repre- will continue to lose market share to the di- their downward slide last week, as the Business

companies have raised sents about 60% of the stock Industry's vol- rect writers in personal lines and other enti- /nsurance /ndex fell 0.5 points to 437.6 on Sept
«- their retentions Premium ume For the 1988 second quarter, the results ties in the commercial area There clearly 1, from 438.1 on Aug. 25. Advancing issues

, I trends in the reinsurance were as follows has to be consolidation within the industry were led by Frank B. Hall & Co., up 6.7%; NAC
111111111 business underscore this • Net written premiums inched up 2 1% We will address this in more detail later in Re Corp., up 4.7%; Orion Capital Corp and Ze-
 fact It should be noted vs a 3 1% increase in the first quarter As our next column nith National Insurance Corp, both up 3.3%,
1111111111 that this is occurring de- previously noted, this was a somewhat • Net pretax investment income expanded and Baldwin & Lyons Corp, up 30%. Declining

 spite the continuation of stronger showing than we expected to see 13 4%, which was a little above the 13 2% issues were led by Fremont General Corp,
I  price cutting and mean- Eleven companies were above the average, gain of the first quarter This gain continues down 8.8%; AVEMCO Corp., down 4.8%, and

ingful ad lus tments to one was at the average and nine were below to reflect the results of portfolio shifting into American International Group Inc, Tokto Marine
terms and conditions We The range of premium increases or de- taxable instruments from the latter part of & Fire Insurance Co Ltd and Marsh & McLen-

Mr. P,coult suspect that the pressure creases was quite interesting, with CNA Fi- 1987 through the second quarter of 1988 nan Cos Inc, all down 3.6%. Issues show-
on the underwriting ex- nancial Corp 's 14 1% increase at the top of Seven insurers were above the average, one Ing the most activity during the period were:

pense ratio and the incentive to prove to the the pile and GEICO Corp 's 32 1% decline at was at the average and 13 were below Farmers Group Inc., 6.9 million shares traded;
outside world by various management teams the bottom The disparity makes lt difficult Operating cash flow was mixed for the sur- Sears, Roebuck & Co (Allstate) 1 6 million
that they are not blindly cutting prices has to believe that all the insurers are operating veyed companies shares traded, and American International
led to this situation Some insurers may even on the same wavelength • On average, loss reserves rose 14 0% Group Inc., 12 million shares traded. The Busl-

be after cash flow Earned premiums expanded 4 2% vs a This, too, is below the first-quarter mere- ness Insurance Index dropped a slight 0.1% for

The irony is that unbridled growth without 6 8% rise in the first quarter This continues ment of 15 9% Increases to reserves continue the period. performing ahead of the leading
disciplined underwriting results in lower- to mirror the decline in premium volume to decline This was occurrmg as paid losses market indicators. The Dow Jones 30 Industrl-
not higher-cash flow, given the new tax that started ln 1987 Current written trends rose by 11 6%, just under the first quar- als dropped 04%, the Standard & Poor's 500
rules portend still lower earned gains in coming ter increase of 11 7% fell 0.3%; and the New York Stock Exchange

In any event, underwriting and operating quarters Soon, the insurers will have to It appears that for some companies the Composite lost 0.2%.
results clearly are headed south Price cut- contend with both expense and loss ratio time has again come to pare their reserves
ting combined with higher retentions will pressures and live off the fat The problem lS that there
take their toll We still believe that a sharp • The average combined ratio, after poli- 15 not as much fat in the reserve base as

British issues
1 Week

curtailment in cash flows will help to reverse cyholder dividends, actually improved a tad many believe Sept 1 Price P/E Div Yleld High--Low
the pricing lunacy that too many insurers to 105 0% vs 105 1% in the corresponding • The premium-to-surplus ratio for a rep- Companies pence pence % pencepence

have engaged in period of 1987 Eight companies were below resentative group of companies looks to be a Comml Union 334 12 7 21 9 64 342-332

Hopefully, the realization of past moves the average and 13 were above Four insur- tad above the 24-to-1 figure that prevailed Gent Accident 874 101 479 53 877-872

will become evident as insurer managements ers-American International Group Inc , at the end of March 1988 Consolidated earn- Gdn Royal Exch 173 129 110 63 176-171

fill out their 1988 convention blanks in early Chubb Corp, Ohio Casualty Co and SA- ings edged up 1 5% The gain came from Royal 379 100 264 68 379-877

1989 Sun Alliance 947 154 431 44 956-946FECO Corp -posted combined ratios below other operations as property/casualty results
If we are wrong on the pricing reversal, the the average Ohio Casualty's 967% was the were down about 25% The "Fresh Start" Brokers

stage will be set for yet another surge in in- lowest while Fireman's Fund Corp 's 114 0% ad]ustment equaled 13 9% of total per-share Bradstock 233 131 50 29 234-232

solvencies within the next few years It ratio was the highest earnings vs 11 0% in the 1987 second quar- CE Heath 408 156 345 84 414-407
would not be outlandish to assume that one One can rationalize the results of the ter This reverses the first-quarter compari- Hogg Robinson 153 12 2 96 61 158-153

aforementioned insurers vs the Industry as a son Lloyd lhompson 190 165 68 35 192-185

whole Nonetheless, some observers are sure While we do not wish to appear maudlin PWSHoldings 148 87 144 95 152-146

Myron M Picoult ts senzor up and senior to conclude that there remains plenty of about the industry's outlook, operating re- Sedgwlck Grp 226 14 0 164 71 231-225

msurance analyst wzth Oppenhezmer & Co room for rates to be reduced sults will clearly deteriorate over the next Steel Brrl Jones 213 13 1 13 7 63 219-208

Willis Faber 230 120 154 67 234-230
in New York He zs the past preszdent Of the All of the improvement m the combined four to six quarters Hopefully, the deterio-
Assn of Insurance & Fznanczal Analysts and ratio came out of the loss ratio, which ration will occur in a shorter time frame and Source Philip Olsen/Alan Clifton, Insurance Industry

Specialists Kikat & Aitken Stockbrokers,
a member of the New York Society of averaged 74 9% compared with 764% The be more severe All parties will benefit from London

Secunty Analysts expense ratio jumped to 30 1% from 28 7% this

Bl Industry Stock Report SEPTEMBER 1,1988 8/26/88 THRU 9/1/88

Weekly Year to Date Annual MkUBk Weekly Year to Date Annual MkVBk

Pnce % change % change High Low Vol (000) $ Bv % Yied P/E Book value value Pnce % change % change High Low Vol (000) $ Dv % Yield P/E Book value value

BROKERS Fremont Gen Corp OTC 1038 88 78 1350 875 100 0.60 58 37 1624 064

General Re Corp NYSE 53.75 09 38 57.38 45.50 686 120 22 115 2621 2.05

Alexander & Alexander Svcs NYSE 22.38 06 261 24.88 1775 227 100 45 160 371 603 Home Group Inc NYSE 1125 33 53 1438 11.25 125 020 18 27 17.75 063

Baldwin & Lyons Inc OTC 1700 30 417 1650 1200 0 0.20 12 67 1831 093 Hanover Ins Co OTC 26.63 00 145 27.75 2050 40 0.36 14 55 25.10 1 06

Corroon & Black Corp NYSE 28.75 13 18 34.75 2800 61 1.08 38 43 5.43 5 29 Harleysville Group Inc OTC 1500 00 143 1638 1338 15 048 32 64 1665 090

Gallagher Arthur J & Co NYSE 1738 14 86 1888 1388 8 0.48 28 125 516 3 37 Hartlord Steam Boiler OTC 30.00 00 304 32.75 22 50 90 120 40 108 1065 282

Hall Frank B & Co NYSE 4.00 67 389 5.50 2.88 49 0.00 00 125 0.00 N/A Kansas Cily Lite OTC 3175 24 21 0 3138 2525 0 0.00 00 108 0.00 N/A

Hilb Rogal & Hamilton OTC 11.25 00 154 12.75 9.75 9 0.00 00 125 0.00 N/A Kemper Corp OTC 25 38 15 238 27.50 20 75 223 0.72 28 79 2650 096

Marsh & McLennan Cos Inc NYSE 53.13 36 73 58 50 45 25 368 2 40 45 130 674 788 Lawrence Ins Group AMEX 10.75 23 1389 1163 450 3 021 20 176 290 371

Poe & Assoc Inc OTC 850 00 214 9.25 675 0 0.40 47 130 0.27 31.48 Liberty Corp S C NYSE 39.00 00 99 47.25 34.50 13 080 21 138 1740 2.24

BROKERS AVERAGE 08 202 27 90 Lincoln Nat I Corp NYSE 49.75 22 240 5300 40.25 143 236 47 96 36.62 136

NAC Re Corp OTC 27 75 47 563 28.00 1850 185 0.00 00 14 2 1992 1.39

CONGLOMERATES & HOLDING COMPANIES Nobel Ins Ud OTC 550 00 371 950 450 1 0 44 80 26 2 937 0.59

Northwestern Nal I Lde OTC 30.50 08 333 30.75 22.63 76 112 37 72 35.05 087

Berkley W R Corp OTC 27.00 09 125 2900 23.50 221 036 13 60 1763 1 53 Oho Cas Corp OTC 34.25 07 55 38 25 32 25 88 1.88 55 68 27.86 1.23

Berkshire Hathaway Inc OTC 4300.00 11 45 8 4525.00 2755 00 141 0.00 00 190 6938 1164 Old Rep Int I Corp OTC 2300 11 150 25.88 1913 237 0.74 32 55 27.82 083

ITT (Hartford Group) NYSE 47.13 00 47 5338 4325 758 125 27 65 52.23 0 90 Orion Cap Corp NYSE 1550 33 148 1763 13.13 35 0.76 49 49 934 1.66

Sears Roebuck & Co (Allstate) NYSE 3500 04 41 39.88 3225 1612 2.00 57 87 34.74 101 Phoenix Re Corp OTC 850 30 308 9 50 6.75 27 0.00 00 50 11.08 0.77

CONGLOMERATES AVERAGE 06 168 24 100 Protective Life Corp OTC 1350 00 102 15.13 1225 94 0.70 52 147 17.25 0.78

Re Capital Corp AMEX 9.38 00 107 1175 9.13 2 0.00 00 293 11 49 0.82

INSURERS & REINSURERS Provident Life & Acc Ins Co OTC 2338 11 49 6 24.25 1563 621 084 36 508 27 45 0.85

St Paul Cos Inc OTC 4125 06 103 51.00 38.25 1067 2.00 48 59 35.83 115

Aeina L,le & Cas Co NYSE 46 88 18 36 49.88 39 50 586 2.76 59 73 53.56 088 SAFECO Corp OTC 25.13 10 94 30.00 22.75 888 108 43 78 2139 117

American General Corp NYSE 3325 08 47 3638 2750 833 140 42 89 2804 1.19 SCOR U S Corp NYSE 775 00 162 9.50 6.63 67 0.10 13 54 9.39 083

Amer Her,lage Life Init NYSE 24.75 00 21 2600 24.00 4 1.08 44 108 2098 1.18 Se,bels Bruce Group Inc OTC 13.13 09 167 14.25 1100 47 080 61 88 1251 1.05

Amer Indly Fin I Corp OTC 11.38 21 264 1200 825 6 0 56 49 43 8 1526 0.75 Selective Ins Group Inc OTC 24.50 00 289 2625 1925 30 124 51 55 1952 1.26

American Int I Group NYSE 6050 38 08 6538 49.00 1181 0.40 07 94 3356 180 Statesman Group Inc OTC 3.50 00 254 5.56 3.44 19 0.05 14 55 3 48 101

Aon Corp NYSE 27.00 09 180 27.75 2188 215 128· 47 92 15.13 178 Tok,0 Marine & Fire Ins OTC 69.38 36 53 8588 6325 53 022 03 619 0.00 N/A

Argonaut Group OTC 44.00 17 479 49.00 29.50 106 0.00 00 72 29.19 151 Torchmark Corp NYSE 31.38 34 281 3350 24.50 84 1.20 38 100 1224 2 56

AVEMCO Corp NYSE 2250 48 14 6 28.75 1788 47 0.34 15 109 7.74 291 Transamerica Corp NYSE 3388 19 13 9 36 75 29.75 666 1.84 54 71 24.94 1.36

Belvede,e Corp AMEX 4.63 00 57 6.00 4.00 3 004 09 64 7.87 059 Travelers Corp NYSE 33.13 15 57 4000 3300 790 240 72 114 45.28 0 73

BMA Corp OTC 31.25 08 168 3675 25.50 17 120 38 289 24.45 1 28 Trenw,ck Group Inc OTC 1300 09 268 1350 9.75 26 0.16 12 101 1541 084

Chubb Corp NYSE 5488 05 18 63.38 51.25 362 216 39 64 46.13 119 United Fire & Cas Co OTC 26.00 00 00 27 00 24.00 4 108 42 47 22.56 1.15

CIGNA Corp NYSE 49.13 08 120 51.88 42.75 304 2.96 60 79 49.19 100 United States Fid & Gty NYSE 2975 08 44 34.38 28 88 1124 2.64 89 74 1953 1.52

CNA Fill Coip NYSE 53.75 09 34 64.25 5100 173 0.00 00 80 46.40 116 UNUM Corp NYSE 23 63 11 277 25.00 1788 165 048 20 107 28.53 0.83

Conimental Corp NYSE 39.00 19 06 41.63 34.75 370 2.60 67 79 42.10 0 93 USLIFE Corp NYSE 37.50 00 31 6 40.13 28 00 83 1.28 34 97 46.77 0.80

Durham Corp OTC 32.00 00 48 8 36.25 21.50 4 092 29 302 26 00 123 Washington Nail Corp NYSE 26.50 05 110 28.75 24.00 32 1.08 41 123 3233 0.82

Farmers Group Inc OTC 70.13 02 74 2 70.38 40.50 6787 144 21 167 22.02 318 Zer,th Nall Ins Corp NYSE 1925 33 283 23.88 1500 80 0.80 42 92 1253 154

FIreman s Fund Corp NYSE 3200 20 231 3350 2575 421 050 16 113 26.17 122 INSURERS & REINSURERS AVERAGE 02 151 33 127

Forum Re Group OTC 2.13 00 37 0 4.00 2.13 1 000 00 37 2.58 0.83 ALL COMPANIES AVERAGE 01 158 32 122
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