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P&C INSURANCE COMPANY, INC.
*P.0O. Box 3B
Honolulu, HI 96810

Octcober 29, 1996

Mr. Rocco Sansone, Sr. Vice President
Marsh & McLennan, Inc.

P.C. Box 38

Honolulu, Hawaii 96810

SUBJECT: Fees for Services to P&C Insurance Company, Inc.

Dear Rocco:

This is to respond to issues discussed in our meeting which was
held on October 8, 1996 in the offices of M&M Insurance Marketing
Services (M&M-IMS). This meeting was held at the request of
Louanne Kam. Peter Lowe and Garrett Liu were also in attendance.

As background, in preparing P&C’'s budget for the current fiscal
—~year and in order to develop the premiums for our renewal
policies, I had previously requested a proposal for services
from Marsh & McLennan, Inc. (MMI). This request outlined the
services required by P&C from MMI, and stated that the proposal
should be on a time and expense basis, rather than a flat fee
as in previous years.

This proposal had a targeted due date of September 5, 1996. It
was important that this information be received in a timely
manner in order to establish P&C’s current fiscal year budget
as well as the renewal premiums for P&C’'s policies. When this
proposal still had not been received by mid-September, I sent
follow-up request to Mr. Lowe on September 17th.

Your response on the same date proposed that we continue
discussions after renewal negotiations were completed, and you
suggested that P&C use the previous flat fee of $200,000 for
budget purposes. This was unworkable for me due to the time
constraints for determining P&C’'s financial budget as well as the
renewal premiums. Consequently, in the absence of a proposal
from MMI and after consulting with Peter Lowe, I used my "best
estimate" of $50,000 for the services P&C required. At our
meeting, you presented reasons why you felt the previous fee was
justified, and why it should remain on a flat basis. Ms. Kam
indicated her concurrence, and asked that I justify my position



and provide some benchmarks for services and costs for similar
captive insurance company programs.

First, a flat fee of $200,000 is unacceptable for several
reasons. For one, the renewal premiums for P&C were projected to
be over $600,000 less than last year, so the G&A costs also
needed to be reduced. For another, I have been unable to
determine to my satisfaction exactly what services are being
included in this $200,000 flat fee. -

For example, in your Stewardship Report dated October 1, 1996,
you indicate that safety and loss control services performed by
M&M Protection Consultants (M&MPC) are included in the $200,000
flat fee. 1In your pie chart, "Hazards Management" is shown as
accounting for roughly 20% of the total fee. This is surprising
since P&C has a separate agreement with M&MPC for safety and loss
control services. M&MPC’s contract, by the way, is on a time and
expense basis so we are able to specifically identify these
services and their related costs. Last year P&C paid $24,881 to
M&MPC for their services. Based upon the service needs projected
for the current year, costs are estimated at $29,600.

In your pie chart, "Brokerage/Miscellaneous Consulting Services"

comprise roughly 25% of the total fees. The task of the
Brokerage Department is, as you indicate in the accompanying
table, "Reinsurance Renewal Marketing". As you know, MMI is

compensated by commissions from the reinsurance company for
obtaining the reinsurance policy. If your chart, therefore,
accurately depicts the fee breakdown, it would mean that you are
being compensated twice for the same service.

The true breakdown of costs for these categories are further
obscured as you have combined "brokerage" and "miscellaneous
consulting services" in the pie chart, while showing these as
two separate departments and tasks in your table. There is an
obvious need to identify what is included in the "miscellaneous
consulting services" category, as consulting services were not
indicated in my request for proposal.

Clearly, there is a need to better identify MMI's services and
their associated costs. If service/cost cannot be identified,
performance/value cannot be measured. If it cannot be measured,
it cannot be controlled. If the cost is a flat fee, there is no
opportunity to reduce costs through improving efficiency,
eliminating duplications, etc. Changing to a fee schedule based
on time and expense would provide P&C important information to
identify where costs are being incurred. Consequently, this will
give us better opportunity to direct the use of P&C’'s flnanc1al
resources in a more cost-effective manner.






