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Purpose of Study

Pursuant to instructions of the Chairman, the Staff has commenced a review
of the purchase of insurance coverages for the Commonwealth of Pennsylvania, its
Agencies, Boards, Commissions and Authorities together with observations as to
the adequacy or inadequacies of those insurance coverages as they relate to known
risks of loss or hazards to which the Commonwealth and its Agencies, etc., are
exposed by reason of their Governmental or proprietary functions.

The Staff met initially to establish guidelines and objectives regarding
the request of the Chairman during the weeks of February 11 and February 18, 1974.

It was concluded that the Commonwealth of Pennsylvania and its Agencies,
Boards, Commissions and Authorities should be separated into three broad risk
categories, (1) loss of property, (2) loss of assets or revenues arising out of
the ownership, maintenance or use of property by reason of liability imposed by
law, and (3) liability imposed by law arising out of governmental and non-
governmental (proprietary) operations not necessarily related to the ownership,
maintenance or use of property.

It was also concluded that a meeting should be held with the Bureau of
Insurance, Department of Property and Supplies to obtain information relative
to their understanding of their responsibilities and duties and to make arrange-
ments for a systematic and orderly review of all insurance coverages purchased.

On February 25, 1974, members of the Staff met with Mr. Anthony Trucco,
Director of the Bureau of Insurance, Department of Property and Supplies and
members of his staff to make inquiry of Mr. Trucco of the responsibilities,
duties and procedures of the Bureau.

Mr. Trucco stated that his Bureau was responsible for the placement of all
insurance except Blue Cross, Blue Shield and other employee benefits except
group life. These are handled by the Office of Administration. The group life

insurance is serviced pursuant to Public Law 229, the Act of July 31, 1968.



The Bureau is subject to the authority, direction and Supervision of the
Secretary of Property and Supplies.

The Commonwealth's liability for Workmen's Compensation Benefits is handled
through the State Workmen's Compensation Fund. In response to questions, Mr.
Trucco admitted that the Bureau made no effort to negotiate the cost of Workmen's
Compensation coverages based on experience or size of risk. He also admitted
that based on his experience the Commonwealth could obtain the needed protection
at less cost from private'insurance carriers. He stated that at no time did the
bureau get involved in the'glacement of compensation benefits coverage, that
they never reviewed the policy and do not know the cost.

Under further questioning concerning the determination of need for insurance
coverages, Mr. Trucco stated that they get involved in the placement of insurance
only when directed by the Agency or Department purchasing the insurance requests
coverage. He stated that the Bureau makes no provision for evaluating the need
for the insurance or analysis of the risks of loss to which the Agency or Department
may be exposed. Certaiﬁ Agencies or Departments such as the Pennsylvania Turnpike
Commission and General State Authority employ full-time personnel as insurance
managers who are supposed to determine those Agencies Insurance needs, but that except
for readily apparent errors, no attempt is made to review the judgements or
requests for insurance by Agencies or Departments.

During the tenure of the previous Administration, insurance was handled by
Frank J. Barbera, Director of the Bureau of Real Estate and Insurance. This
Bureau was charged with the responsibility of placing the insurance on state
properties, agencies, boards and commissions, in addition to negotiating all
leases for or on behalf of the Commonwealth.

Following the enactment of Act 577, creating the Secretary of Property and
Supplies as Broker of Record, Mr. Barbera, under the direction of the Secretary
of Property and Supplies, announced that the Commonwealth would accept bids on

all renewals of Insurance policies and created a bid list of persons interested



in bidding on the Commonwealth's insurance. It was also specified that all bids
would indicate that a 10% commission was payable to the Secretary of Property
and Supplies.

Prior to the expiration date of any insurance policy, the Bureau, under
the Direction of Mr. Barbera, prepared policy specifications and underwriting
information that was furnished to all prospective bidders.

Mr. Trucco stated that, ugder the Direction of Mr. Hilton, this bidding
procedure has been discontinued on the basis that they felt it would be more
advantageous to negotiate insurance through a limited number of insurance brokers
on the theory that those brokers would be knowledgeable of insurance markets and
their relative costs and advantages. Also, under Direction of Mr. Hilton,
Commissions payable to the Sécretary of Property and Supplies were reduced to
7% from 10% beginning in May of 1971. The Commission payable to the Secretary
was restored in October of 1972 to 10% following a recommendation from the
Governor's Management Study Team.

Mr. Trucco stated that he believed the reduction in commissions payable to
the Secretary was due to the Secretary's understanding that average commissions
to agents and brokers had been reduced.

Further, with regard to the discontinuance of the bidding process, Mr. Trucco
defended the new policy on the grounds that there are 30,000 licensed brokers in
Pennsylvania, more than 1,100 fire and ca;ualty companies and that the cost of
advertising to invite bidders would be prohibitive when one considers that only
50 insurance policies, on the average, are placed by the Bureau each year.

Mr. Trucco said he did not know how the previous Director, Mr. Barbera,
prepared the bid list, but that it was not a good representative list of Pennsyl-
vania Insurance Markets.

The Bureau of Insurance, in addition to placing insurance policies as
requested, also acts as custodian of funds for the PHEAA and remits commissions

twice annually. The funds are deposited with the National Central Bank in a



savings account. Commissions are not paid to PHEAA until they have been fully
earned. In 1972, Commissions turned over to PHEAA amounted to $308,086 and in
1973 they amounted to $221,604. The figure for 1972 is high due to the retention
of funds in the depository for the year 1971. Funds were not fully transferred
to PHEAA, because of the changeover of Department Secretaries in 1971.

The figures for 1973 more accurately reflect the current annual commission
income. However, an undetermined portion of those commissions reflect the lower
7% commission rate on policies issued through October 1972.

The 1973 commission on deposit figures represents more than a 100% increase
in the cost of insurance to the Commonwealth over 1969 where the amount of
commission income at a 10% figure Qas reported at $111,811.53. The 1973 figures
are 32% higher than 1970. The 1972 figure was also based on a 10% commission
payable to the Secretary of Property and Supplies.

The Bureau of Insurance assumes no responsibility for the supervision of
payment or collections of premiums for insurance policies. Premiums are billed
by the Agent or Company involved directly to the Department or entity insured.
Commission checks are then remitted to the Secretary of Property and Supplies. 1In
short, the Secretary does not fully function as a broker in all respects.

The Bureau also handles claims and notices of loss to the extent that they
are a reporting agency only. They make no investigation of claims or losses
unless they come under the State Insurance Fund. No one in the Bureau has any
expertise in claims investigation or loss adjustment.

The Bureau has called to the attention of the Governor's Office and the Office
of Administration of several instances where the Administration, in collective
bargaining procedures has obligated the Commonwealth to insurable liability risks
but failed to follow through to protect the Commonwealth from such liability.

One such instance involved a contract with the Association of Pennsylvania State
Colleges and University faculties and the Pennsylvania Association for Higher

Education. In this particular contract the Commonwealth agreed to hold the



members of the Association harmless from any liability in connection with their
occupation but failed to take proper steps to provide the necessary protection to
the Commonwealth through insurance or other transfer of risk.

Mr. Trucco stated that there may be other instances of liabilities assumed
by the Commonwealth in collective bargaining agreements and other Eontracts but
there is no established procedure for the review of such contracts to determine
the nature and extent of insurable contractual liabilities or how to deal with
them.

Authority for the purchase of insurance is found under 71 P. S. Section 634
(Adm. Code Section 2404), 71 P. S. Section 634.1 (Adm. Code Section 2404.1)

71. P. S. Section 780.1 to Section 780.7, 71 P. S. Section 249 (i), 40 P. S.
Section 535, 40 P. S. Section 539, 72 P. S. Section 3731 to Section 3738.

71 P. S. Section 634 authorizes the Department of Property and Supplies to
procure sureties as approved by the Attorney General, and to procure’automobile
liability insurance, public liability insurance on the State Police, excess fire
insurance on state buildings and any other kind of insurance which it may be
lawful to carry and for which an appropriation has been made.

The Act requires the procurement of sureties from "a corporation or corporations
authorized by law to act as sureties in the Commonwealth." No such similar provision
applies with respect to other kinds of insurance authorized.

71 P. S. Section 634 designates the Secretary of Property and Supplies as
a Licensed Insurance Broker for the purpose of contracting all insurance and surety
bonds for the Commonwealth, its agencies, boards, commissions and authorities. It
is the intent of the Legislature that this authority is exclusive and not subject
to assignment to any other b;oker. (See Legislative Journal-Senate, page 870,

July 28, 1965 - House, page 2786, December 15, 1965). This Act also provides that
all commissions collected by the Secretary be paid into the Pennsylvania Higher
Educational Assistance Agency.

71 P. S. Section 780 authorizes the Department of Property and Supplies with



the approval of the Governor and the advice of the Auditor General, Attorney General
and Insurance Commissioner to procure life insurance for Commonwealth employees.

71 P. S. Section 249 (i) authorizes the procurement of liability insurance
covering claims for damages against the Commonwealth, and state officers and employees
arising out of the operation of state automobiles or the performance of any other
assigned duties and responsibilities by such officers and employees subject to the
approval of the Executive Board.

40 P. S. Section 535 authorizes the purchase of group insurance and pensions
for state and municipal employees.

40 P. S. Section 539 authorizes the payroll deduction of premiums for group

insurance.

72 P. S. Section 3731 created the State Insurance Fund subject to a limit of

$1,000,000 for the purpose of rebuilding, restoring and replacing buildings, structures,

equipment and other property destroyed by fire and other casualty and regulating the
placing of insurance thereon. The Act, as amended, provides for certain exceptions.

An examination was made on all policies of insurance in the possession of the
Bureau of Insurance by agreement with Secretary Hilton and Bureau Director Trucco.

This examination disclosed that there appeared to be no conscious program or
effort to identify or evaluate the overall insurance needs of the Commonwealth.

It would appear that each Department, board, agency, commission and authority
of the Commonwealth is considered and treated as a separate and distinct insufable
entity rather than as a subsidiary or affiliate of the Commonwealth.

The failure of the Bureau to consider the various Departments, boards, agencies,
commissions and authorities as subsidiary or affiliates of the Parent Entity, the
Commonwealth has resulted in the proliferation of numerous limited liability insurance
contracts that inadequately protect the interest of the Commonwealth and result in
excessive premium costs.

In one instance, a comprehensive general liability insurance policy was procured

in the name of the employees of the Commonwealth of Pennsylvania for a three year
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premium of $603,000, the waiver of Immunity Endorsement was deleted from the policy.
The waiver of Immunity Endorsement would prohibit the Insurance carrier from invoking
the defense of sovereign immunity against claimants without the written consent of
the Commonwealth. The deletion of this waiver means that every claimant could be
denied liability in a claim against an employee of the Commonwealth on the grounds

of the defense of Sovereign Immunity.

This particular policy was apparently purchased under the authority of 71 P. S.
Section 249 (i). However, since the employees of the Commonwealth of Pennsylvania
are not a legal entity it would appear that the policy is improperly issued and
should have been written in the name of the Commonwealth of Pennsylvania.

The policy, as written, would appear to be a bonanza to the Insurance Company
and the broker through whom it was placed.

In other instances the Commonwealth has purchased limited liability insurance
on state-owned watercraft, some of substantial size, operating in navigable water-
ways instead of marine protection and indemnity coverage, a special marine liability
contract.

This is important, because the limited liability coverages purchased by the
Commonwealth do not provide the Commonwealth necessary protection against liabilities
that may be incurred under Admiralty law such as claims in Rem, removal of wreck
as a hazard or obstruction to navigation and the liability and maintenance and
cure of the master and crew under the Federal Jones Act and the Harbormasters and
Longshoremans Act.

Limits of liability under the many liability policies are not uniform and in
most cases are inadequate. In some instances, excess liability or umbrella liability
contracts have been purchased to provide reasonably adequate liability protectiom.
However, comparison of the premium costs of these excess liability policies with
the primary insurers premium costs would seem to indicate that the cost of these

excess liability policies are grossly excessive.



The Act of 1915, P. L. 524 (72 P. S. 3731) approved May 14, 1915 created
2 State Insurance Fund for the purpose of replacing state-owned real and personal
property. The act specifically prohibits the purchase of insurance on all such
property, with specific exceptions, against loss by fire or other casualty. The
fund is statutorily limited to $1,000,000 and is "self-sustaining."

By interpretation of the Attorney General, (informal opinion #675, February
28, 1936) State Agencies that operate as proprietary enterprises are not subject
to the provisions of the State Insurance Fund Act of 1915 are therefore not eligible
for reimbursement for loss of real and personal property from the fund and would be
required to purchase their own insurance on their property and their operatioms.

As a result the following agencies would appear to be exempt from the provisions
of this Act:
Liquor Control Board
Turnpike Commission
General State Authority
State Highway and Bridge Authority
State Public School Building Authority
Pennsylvania Industries for the Blind
Regional Planning Commissions

Port Authorities
Museum Commission

W oSO~
.

The list is intended to be illustrative, and not all inclusive.

As a result of this law creating the State Insurance Fund and the failure of
the Secretary to employ a Qualified Risk Manager to identify and evaluate the
exposures to loss faced by the Commonwealth, its agencies, boards, departments,
commissions and authorities, there exists considerable confusion with regard to
the treatment of risks of loss of real and personal property.

There is no Commonwealth policy with respect to the insuring of Commonwealth
property. Consequently there is a proliferation of insurance policies covering
sundry property. These policies range from limited named peril contracts to
broad all risk contracts:

For example, automobile physical damage policies are carried by some entities

of State Government providing coverage against loss by fire and theft or comprehensive

and collision subject to a $50 deductible in some cases, and $100 deductible in others.
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No effort has been made by the staff to test available insurance markets to
determine whether or not costs and coverages have been provided upon the best terms
available to the Commonwealth or piaced with the most financially secure companies.
Such an effort might be considered to be in violation of the insurance laws of the
Commonwealth and certainly staff has no authority nor is it equipped with sufficient
underwriting data to enter such markets for the purpose of such testing.

Summary

The Staff of the Subcommittee on Insurance of the House Consumer Protection
Committee is unfavorably impressed with the lack of expertise and professionalism
in the handling of the Commonwealth's insurance.

The Bureau of Insurance, Department of Property and Supplies, has discontinued
the practice of obtaining bids for the placement of insurance policies. Instead,
the Bureau, under the direction of the Secretary, has adopted the practice of
dealing with selected brokers. Mr. Trucco, Director of the Bureau, contends that
the brokers, through their expertise and knowledge of competitive insurance markets,
assure that the Commonwealth's insurance is placed in the best companies at

competitive terms and conditions. No reports or experience were available to

substantiate Mr. Trucco's contention and a review of policies issued and made available

for inspection would not tend to support that contention.

A broker, by statutory definition, is the representative of the insured for
the purpose of advising on the placement of insurance or in the procurement of
insurance.

In 1966 the Legislature passed Act 577. One of the objectives of Act 577 and
the legislative intent was to eliminate the awarding of insurance on the basis of
political favoritism.

The discontinuance of the bid process in the placement of insurance by the
present Administration would appear to be in contravention to the purpose and
inteﬁt of the Legislature in enacting Act 577.

In Act 577, the Legislature also intended that all commissions payable would

be received by the Secretary of Property & Supplies to be paid into the Pennsylvania
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" Higher Educational Assistance Agency Fund.
The practice of placing insurance through designated agents and brokers and
the designation of a commission payable to the Commonwealth that is substantially

less than the normal rate of commission paid by insurers to brokers, indicates that

R
the legislative intent with respect to commissions payable on insurance policie{]?///

l_~
written on behalf of the Commonwealth has also been circumvented and that funds )
intended to be directed to the Pennsylvania Higher Educational Assistance Agency
have been diverted.

A review of the language of Act 577 indicates that an amendment will be
necessary if the original legislative intent is to be realized. At this time there
is every reason to believe that the once infamous insurance 'gravy train" has not
been derailed as the Legislature believed and intended, but has been put quietly
back on the track and is running at full throttle.

The Secretary of Property and Supplies and his subordinate, the Director of
the Bureau of Insurance have completely neglected the function of risk management,
one of the major responsibilities of the Secretary and the Department.

In addition, the Secretary and the Bureau Director have failed to establish
or create any administrative policy or procedure to provide employees of the Bureau
any guidelines or policies to determine how the Commonwealth can best handle those
risks with which it is faced. In short, the Secretary and Bureau Director have
completely failed in their responsibility and obligations to the people of the
Commonwealth to provide and apply modern and professional concepts of risk manage-
ment techniqu;s in dealing with the Commonwealth's treatment of insurable and
uninsurable risks of loss.

As a consequence of this neglect, the Commonwealth's insurance program lacks
any sense of direction, is lacking in controls and has resulted in overinsurance,
in some instances, underinsurance in others, overlapping and duplication in others,
omissions and gaps in coverage and excessive premium costs.

In failing to recognize the basic need for an effective risk management and

objective insurance program, the Secretary and the Bureau Director has treated the
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" insurance function as a minor or insignificant operations chore unworthy of
consideration as a vital staff function worthy of top management guidance.

Recommendations

It is imperative, for the welfare of the Commonwealth and its taxpayers, that
the Secretary of Property and Supplies recognize the full nature and ramifications
of his responsibilities to the people to achieve the objective of providing economical
protection of the Commonwealth's assets and revenues from serious impairment.

1. The Secretary should immediately undertake to reorganize the Bureau of
Insurance to function as an effective management tool. Its duties and functions
should be carefully identified and defined to provide for an orderly and systematic
management of risks to which the Commonwealth is exposed. The successful management
of the Commonwealth's operations requires an intimate comprehension of all types of
exposure to loss and of all types of risk.

2. The Secretary or his designate must have a constant awareness of all kinds
of risk and must be skilled in the methods and technology of identifying, evaluating,
avoiding, reducing, controlling, assuming and transferring such risks.

It is obvious that the Bureau of Insurance presently lacks the skills and
expertise necessary to competently and effectively deal with these problems. In
fact, the failure of the Administration to plan for and budget for such activity
is evidence of the low priority which the Administration attaches to this important
function of management.

Most business corporations have recognized the importance of risk management.

In the larger corporations, the risk manager is generally located in the financial
section of the Corporation, reporting to the Chief Financial Officer. Some corporations,
in recognition of the importance of the function, require the risk manager to report
directly to the President.

3. The Administration should reorganize the Bureau of Insurance into a Bureau
of Risk Management. Consideration should be given to placing this responsibility
to either the State Treasurer or Auditor General.

4. The Qualifications of the Director of Risk Management should be carefully
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. prescribed. The position should be a full-time career opportunity and not subject
to political patronage considerations. The Director should have the authority and
responsibility of setting qualifications for key bureau personnel or staff to assist
him in his duties.

5. The Director of Risk Management should have free and complete access to all
Departments, Bureaus, Boards, Agencies, Commissions and Authorities of the Commonwealth
at all times for the purpose of identifying and evaluating the many risks with which
the Commonwealth is faced.

6. Existing laws relating to insurance and risk management should be reviewed
and amended where necessary and appropriate to allow for the proper management of
risks consistent with sound principles of risk management and sound insurance principles
and practices.

7. The Administration should provide the Bureau of Risk Management a comprehen-
sive, but flexible, written policy of duties and responsibilities of the Bureau and
its Director based upon recognized sound principles of risk management.

8. The Director of Risk Management should be held solely responsible for risk
analysis, record keeping, loss prevention, treatment of risk, including purchase of
insurance and loss and claims handling whether or not he delegates some or all of these
responsibilities to his staff.

9. Since the Secretary of Property and Supplies, by statute, is designated
as the licensed Insurance Broker for the purpose of contracting all insurance and
surety bonds for the needs of the Commonwealth, the present, and probably illegal,
practice of awarding or sub-contracting the placement of insurance to other brokers
or agents and the splitting of commissions thereon should be discontinued at once.

All insurance should be contracted for directly with insurance carriers net of
commissions normally paid.

10. The Insurance Department should be consulted with respect to the relative
financial integrity, security and management of all insurers being considered as
carriers for insurance procured by the Commonwealth.

11. The present practice of treating the various Departments, Bureaus, Boards,

Agencies, Commissions and Authorities as separate and distinct insurable interests
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- should be discontinued. The insurance or risk management function of the Commonwealth
should be considered in the same context as any decentralized corporate body that
operates on a national or even an international scale. Insurance, when procured should
be arranged whenever possible to provide automatically for changes in risks as they
occur, even in advance to such changes being made known to the Director of the Bureau
or the insurance carrier involved.

12. A Communications system or policy must be developed with respect to the
reporting of all activities or changes of activities, in order to minimize the
possibility of errors or omissions in the risk management process.

13. Where practical and feasible, all insurance should be procured on the basis
of competitive bidding consistent with sound insurance principles and practices.

14. The present practice of allowing the various Departments, Boards, Agencies,
Commissions and Authorities the freedom to determine and evaluate their own insurance
needs should be discontinued and that responsibility re-delegated to the Bureau
Director.

15. A policy of cost allocation should be promulgated to allow for the equitable
allocation of risk management costs among the various Departments, Agencies, Boards,
Commissions and Authorities. If possible, this should be on some uniform basis
such as payroll, manpower, values or area of occupancy. The Bureau would have
the responsibility of advising the various entities or divisions of government as
to the amount to be allocated.,v

16. At least initially, a'review or coordinating committee should be created
for the purpose of making the initial risk analysis, establishing standards and
guidelines for effective risk management, auditing and reviewing existing insurance
and establishing qualifications of the Director and staff. The Committee might be
composed of professional, experienced corporate risk managers, agents or brokers,
Insurance Company personnel, top management personnel of the Administration or from
the membership of the Societies of Chartered Property and Casualty Underwriters and
Chartered Life Underwriters. Consideration should be given to the maintenance of

a permanent on-going review committee that would periodically review the Bureau and
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evaluate its performance. The Committee members should be reasonably compensated
and reimbursed for any expenses.

17. Consideration should be given to the establishment within the Bureau of a
division to communicate effectively on employee benefits to all state employees
including personal insurance counseling.

18. Serious consideration should be given to the procurement of workmen's
compensation insurance from commercial insurance carriers. In addition to the
likelihood of substantial premium savings employer's liability coverage would be
included at no additional cosf.

It is conservatively estimated that these recommendations could result in
savings in excess of $1,500,000 annually to the Commonwealth in reduced insurance
costs and the reduction of uninsured losses by the employment of sound risk
management techniques.

Respectfully submitted,

Otis W. Littleton
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P INSURANCE DEPARTMENT RS

PHILADELPHIA OFFICE May 29, ]971'*

1400 SPRING GARDEN STREET
PHILADELFHIA, PA. 19130

Mr. Otis W. Littleton, Executive Director
Consumer Protection Committee

House of Representatives

P. 0. Box 58

Main Capitol

Harrisburg, Pennsylvania 17120

Dear Mr. Littleton:

Re: Rockwood Insurance Company
The following is information you requested in your letter of May 13,
1974, relative to the most recent Report of Examination made of the subject.

We were delayed in obtaining certain information because the Federal
investigation in Pittsburgh resulted in certain records having to be sent to
the Commissioner so that he could answer a subpoena from the Federal investigator.

We have repeated your question and then given our answer below as |
think this will make for easier referemcc. The questions are in the order they
are listed in your letter.

I,
a. |s such an agreement a normal procedure for management of

investment accounts?

Custodial agreements with banks for the handling of securities
are permitted in insurance companies under the guide lines of
the National Association of Insurance Commissioners. However,
the practice followed by Rockwood |nsurance Company did not
meet the requirements of the lnsurance Department. This is
discussed on pages 30, 31, 34 and 36 of the Report of Examina-
tion. Recommendations relative to the practice appear on
page 62 of the report. (Recommendations 2 and 3.)

be Is this agreement in effect now?

In October 1973, as a result of the examination and meetings
with the company, the directors of the company renegotiated a
new custodial agreement. The terms of this agreement need
further revision,



May 29, 1974

Mr. Otis W. Littleton, Executive Director
Consumer Protection Committee

Re: Rockwood Insurance Company

Page Two

2.

c. What safeguards are available to protect the stockholders and ..
policyholders from errors or omissions or other risks of poor
management of the funds?

The Company had in force a blanket fidelity bond. R.l.C. and

Co. was also named on the bond. In insurance companies management
of the funds is the responsibility of the directors and in any
company the only recourse we know of would be an equity suit
against the directors.

d. Does not such an agfeement have the potential of a serious
conflict bf interest?

A custodial agreement that does not have proper safeguards does
constitute a conflict of interest as is indicated by the recommenda-
tion in the report that the agreement be changed.

e. |s there any other relationship in existence, other than the
custodial relationship indicated, between Rockwood lInsurance
Company, and the Commercial Bank and Trust Company or the
officers and Directors of Rockwood insurance Company?

The only item we are aware of is the September 1971 minutes of
Rockwood Insurance Company indicated that the executive committee
spread on the minutes a resolution that the Rockwood Insurance
Company would guarantee a loan made by Commercial Bank and Trust
Company to Rockwood Agency, Ince

The report indicates that in 1972 the Company made certain loans
secured by property (or the income from such property) that would not
qualify as "admitted assets''. (page 4l1) Please identify the specifics
of this loan and the reasons it would be classed as ''non-admitted',

Has it been terminated?

This item represented a cash loan to manufacturer and seller of certain
mobile homes secured by notes on some of the homes.

For purpose of our examination, this asset did not meet the criteria
for investments for casualty companies in this Commonwealth and,
therefore, was deducted as a non-admitted asset. As of December 31,
1973, this item had a balance of $12,584.38, compared with the
original balance of $50,000.00.



May 29, 1974

Mr. Otis W. Littleton, Executive Birector
Consumer Protection Commnittee
Re: Rockwood lInsurance Company

Page Three

30

Ae

Co

If Keystone stock were carried on the books at the acquired
"market value' of $L0 per share instead of the agreed $60
per share, what would the effect of this be on the Company's
statement? ) h

At December 31, 1971, the effect of using $40.00 rather than

$60.00 would be to reduce the Company's admitted assets by
$878,940.00 and, consequently, surplus as regards policyholders
by the same amount.

At December 31, 1973, the Company reflected 43,051 shares at
$60.00 and 7,025 shares at $40.00. If all were shown at $40.00,
assets would be reduced by $861,020.00 and surplus as regards
policyholders by $861,020.00.

What are the'terms of the 1972 agreement?

The terms of the 1972 agreement were: The Keystone Bank shares
may be adjusted to reflect true market value of the portfolio over
a three year period, ending December 31, 1974, by following the
following schedule:

For the year ending December 31, 1972: Fifty percent (50%)
of the Company's investment, in excess of 43,051 shares
(the majority of 86,100 shares outstanding at the beginning
of 1971) of Keystone Bank shall be valued at actual market
value.

For the year ending December 31, 1973: The remaining fifty
percent (50%) of the Company's investment in Keystone in
excess of 43,051 shares, shall be valued at actual market
value. The 43,051 shares, may continue to be valued at the
$60.00 figure, .

For the year ending December 31, 1974: All of the shares
of Keystone Bank shall be valued at fair market value.

Why was the stock valuation agreement extended beyond the initial
expiration date of 19717

The agreement was extended beyond 1971 by the then Deputy
Insurance Commissioner for Companies.



Mr. Otis W. Littleton, Executive Director
Consumer Protection Committee
Re: Rockwood Insurance Company

Page Four

de

Ce

Please provide us the names of all registered owners of Keystone
Bank Stock purchased subsequent to the original agreement and
purchased under the terms described on page 61.

The following is information obtained at the last examination on
names of individuals from whom Rockwood Insurance Company purchased
stock:s '

Date Name No. of shares
6/21/72 Ethel Troup 36
6/21/72 Benjamin Levine 105 .
12/31/71 Keystone Bank 27
9/1h4/7 Somerset Investments 2,626
8/2u/71 He J. lsrael : 8,300 -
7/29/71 Keystone Bank 100 —
1/7/71 He Jo Israel ‘ 200
5/4/71 Joseph Genstein 34
L/21/71 Keystone Bank 100 ..
L/1a/71 Keystone Bank 2 =
3/22/71 He Jo lIsrael 2,000 -
3/2/71 He Jo Israel , 100
2/25/71 He Jo Israel 150
2/2/71 H. J. Israel 100
12/29/70 He Jo lsrael . 200
11/5/70 He Jo lsrael 100
9/25/70 Keystone Bank 10Q ~
9/11/70 David Oppenheim 100+
9/1/70 Western Penn. 2,000
7/29/70 He J. Israel 200
2/4/70 Keystone Bank 1,682 -

. . . . o . 'QTT?Z;7,
During what period of time did these addition acqu1s{tion of
Keystone Stock occur? Have any others taken place since the
report of examination?

Additional purchases have been made as reperted in the Company's
annual statements for 1972 and 1973.

{
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May 29, 1974

Mr. Otis W. Littleton, Executive Director
Consumer Protection Committee

Rockwood Insurance Company

Page Five

Re:

Ge

Qe

Did the original agreement with the Department require the approval
of the Department for subsequent acquisitions? |If yes, who approved
the additional acquisitions and why? If not, why was not such a
provision included and why were subsequent acquisitions allowed to
be carried at the $60 value instead of the apparent market or
acquisition price of $40?

The agreement was silent relative to any subsequent acquisitions.
The provision for any future purchases wduld have been a policy
decision by the Deputy Commissioner for Companies.

Why would not the agreement originally entered into with the
Department and the superseding agreement of 12/72 apply only
with stocks owned by Rockwood as of the original agreement?

The matter of additional purchase of stocks came to light so far
as the Bureau of Examinations was concerned at the time of
examination and we protested this practice. (See page 61 of the
report.)

By what authority was Rockwood able to carry the subsequent
acquisitions on the books at $60 per share instead of the
acquisition or market value? :

This was a decision of the Deputy Commissioner for Companies.
(Some of the shares (7,025) are carried at $40.00 in the 1973
statement.) : ‘

I's this $763,540.00 the same as the estimated probable maximum loss
to be incurred as the result of a major catastrophe? If not, what
is the estimated probable maximum loss under adverse catastrophic

‘conditions?

Yes

According to the examination, (page 63) the capital and surplus
account was stated as $2,035,743.01. The "potential Maximum loss'!
on the Harrisburg airport is equivalent to approximately 37% of

the capital and surplus accounts and nearly 7% ot the total assets.,
Does the Department have any reservations or policy regarding this
ratio, particularly in view of the fact that the Company also writes
other forms ot coverage that might expose the Company to additional
liabilities as a consequence ot a major catastrophe at the Harris-
burg International Airport?

There is no policy regarding the ratio used on this coverage. This
coverage was fire and extended coverage and does not cover events
such as nuclear accidents.



May 29, 1974

Mr. Otis W, Littleton, Executive Director
Consumer Protection Committee

Re: Rockwood lnsurance Company

‘Page Six

c. Assuming a major catastrophe at the Harrisburg Airport that
would result in payment of the potential maximum loss, what
effect would this have upon the solvency of the Company?

This would have a serious effect on the solvency of the Company
assuming all twenty-three buitdings which are spread over a
wide area were 'totalled! under this fire and extended coverage
policy. ‘

| trust the above sufficiently explains the questions you had on the
Report of Examination. '

Very truly yours,

-

7 P -
a/ﬁat»:(/c@éz( /Z’ ///?(//(: ’{

Samuel B. Black, Director
Burecau of Examinations

SBB/mts



R COMMONWEALTH OF PENNSYLVANIA
DEPARTMENT OF PROPERTY AND SUPPLIES

September 26, 1974 HARRISBURG
17125

Telephone Number (717) 787-1768

Room 502 = North Office Building

Honorable Patrick A. Gleason
Chairman, Select Committee
House of Representatives
Commonwealth of Pennsylvania
Harrisburg, Pennsylvania

Dear Mr. Gleason:

At the Select Committee Hearing yesterday, Otis Littleton testified concerning a report
that he prepared on the Bureau of Real Estate and Insurance sometime in 1969 or 1970.
He further indicated that he no longer had a copy of that report but would search other
records, including the State Archives, to try and locate the report.

It was further indicated by Representative Ustynoski who was presiding in your absence,
that he would be furnished a copy of that report when it was made available to the Com=
mittee. I was asked by Representative Ustynoski to send this letter to formally request
that you send them a copy of that report.

When and if the report becomes available, please notify my office, telephone extension
7-2492, and I will send a member of my staff to pick it up.

Sincerely,

/4,;&( W, ﬁ/‘éﬂdv
nthony J. T)( co, Director

Bureau of Insurance
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Room 115
Main Capitol Building

HOUSE OF REPRESENTATIVES

COMMONWEALTH OF PENNSYLVANIA

HARRISBURG _
September 26, 1974

Warren J. Kwedar, President
Gulf Insurance Group

3015 Cedar Springs

Post Office Box 1771
Dallas, Texas 75221

Dear Mr. Kwedar:

Your letter of September 19, 1974, has been referred to the Honorable Auqtin
M. Harrier, Chairman of the Select Committee to Review the \ewulatlon of Insurance
in Pennsylvania. A :

I regret that you fail to see the relevancy of "in house wemoranda' to the scope
of the Committee's investigative authority. The regulation and promulgation or
determination of rates is quite relevant to the scope of the Committee's activities.

I am appalled and shocked that you imply in your letter that documents turned over
to a I'ederal Grand Jury involving a criminal investigation vere improperly obtained
by the Committee.

You are aware of your previous letter authorizing this Committee full access to the

Gulf files in the possession of the U. S. Attorney in lieu of a subpoena by this
Committee for the information. One can only speculate upon your motivation in
making such a statement in light of public charges being made subsequent to the
recoipt of your 1cttcr by high state officials, that the U. S. Attorney's office

,—M.«-c P

had lealied the fuforvauatiocan Lo llcus ixwv;,x_..t,at..x. i COMMLTCEES.

Mr. Stephen Dull, Administrative Assistant to the Committee, has phoned your offices
on at least two occasions concerning our need for additional information relative

to the question of determining costs. Mr. Dull was informed that persons knowledge=
able in this area were at the time unavailable.

The Committee has requested and received a pledge of cooperation from the Pennsyl-
vania Insurance Department in reviewing the question of whether or not the rates
charged under the policy were excessive.

Please forward this Committee any and all correspondence, notes and documents
relative to any exchange of communications between Gulf Insurance Company and the
Pennsylvania Department of Propercy and Supplies concerning the manner in which
this policy was rated.
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‘warren J. nwedar, rresident
. September 26, 1974

Pape 2.

COMMONWEALTH OF PENNSYLVANIA
HARRISBURG

I would agree that it is in the best interest of all concerned that there be a

full disclosure of facts. If after the review of those facts by this Committee

and the Pennsylvania Insurance Department, there i1s any indication of any injustice
having been done to. the Gulf Insurance Company, you can be assured that proper
acknowledgement will be made at that time.

Therefore, in keeping with our mutual desire for full disclosure, please forward
to me all relative and pertinent documents, files and information that would be
necessary to pronulgate a rate for the subject policy.

Yours very truly,

Otis W. Littleton, LExecutive Director
Select Committee to Review Regulation of
Insurance in Pennsylvania

WLi:des

CC: he Honorable Milton J. Shapp
Attorney Samuel J. Orr
Honorable William Sheppard
Honorable Israel Packel
Mr. Richard Simpson
Mr. Anthony J. Trucco

RO




Room 115 .
Main Capitol Building

HOUSE OF REPRESENTATIVES
COMMONWEALTH OF PENNSYLVANIA
HARRISBURG

September 27, 1974

Honorable Patrick Gleason

Chairman, Select Committee to Investigate State Contracts
Room B-10, Main Capitol Building

Harrisburg, Pennsylvania

Dear Representative Gleason:

During the period in which I appeared as a witness before your Committee, members
of the Minority read a letter from the President of Gulf Insurance Company that
implied that the U. S. Attorney in Pittsburgh improperly and perhaps unlawfully
furnished to me information in the possession of the U. S. Attorney relative to

a criminal investigation.

Attached is a letter dated August 8, 1974, from me to the President of Gulf Insurance
Company requesting authority to have the U. S. Attorney prov1de this Committee any
and all information in his posséssion.

We did receive such ‘authorization: Mr. Orr, Assistant U. S. Attorney confirmed
the original letter is in his possession and is forwarding a copy.

Contrary to the statement of Mr. Kagan during my interrogation, Mr. Orr states
that he did indeed affirm to Mr. Kagan he had the letter and sent him a copy.

Also attached is my reply to Mr. Kwedar's letter of September 19, 1974.

would deliberately attempt to lend credence to the innuendo contained in Mr.
Kwedar's letter, especially since it is now apparent that the truth was known
before the statements were made.

T am outraged to think that some members of the Glezason Committee or their staff

Yours very truly,

(i fﬂ"”f’w‘\“

OWL:des
Enclosures
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- 8ince the inception of his contract.

HOUSE OF REPRESENTATIVES

COMMONWEALTH OF PENNSYLVANIA

HARRISBURG
August 8, 1974

President
Gulf Insurance Company
Dallas, Texas

Dear Sir:

The Select Committee for Reviewing the Regulation of Insurance in Pennsylvania
is very much interested in the manner in which the Commonwealth's insurance

- was placed with the Gulf Tnsurance Company by David Oppenheim. We would

appreciate it i1f you would furnish us the following information:

1. The effective date of your agency contract with David Oppenheim

and/or Oppenheim and Company.

2. Whether or not this was a standard agency contract or was non-standard.
If non-gtandard, please furnish copy of agency contract.

3. Rate of comuissions paid to Mr.- Oppenheim on Commonwealth business
and rate of commissions paid to the Secretary of Property and Supplies.

4. Total agency volume placed with Gulf Insurance Company by Oppenheim

5. Circumstances surrounding r. Oppenheim's appointment as broker of
record for the Commonwealth.

We understand that the U. S. Attorney in Pittsburgh has been furnished infor-
mation relative to these questions. If it is agpreeable with you, we could
inspect the files in the custody of the U. §. Attorney provided you would so
authorize the U, S. Attorney to provide the Committce any and all information.
Our Committee does have subpoena power equivalent to any court of law.

{

4

If you prefer, we could issue a subpoena to obtaln access to the informstinn
requested. Enclosed 18 a copy of House Resolution 120 and the rules of the
Comuiiice. .

o

[

The information requested is relevant to our review of agency licensing practices.

Yours very truly,

Otis W. Littleton, Director
Select Committee to Review Regulation
of Insurance in Pennsylvania

OWL:des

.. Enclosures R
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