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Polaroid agrees to settle
suit from former worker

CAMBRIDGE, Mass.-Polaroid
Corp. has agreed to a $1.9 million set-
tlement of a suit brought by a former
employee who claims the company
was negligent in treating his de-
pression that later caused him to at-
tack his family with an ice pick, his
attorney says.

Lawrence L. Okerblom Jr., 568, a
former Polaroid engineer, filed suit in
Massachusetts Superior Court in 1974,

Continued on nezt page

Tax would curb appeal of flexible benefits

By JERRY GEISEL

WASHINGTON-Congress' proposal to
impose Social Security taxes on flexible ben-
efit plans will diminish the appeal of the fast-
growing plans and cost employers more, ben-
efit experts say.

The House of Representatives last week
approved Social Security bailout legislation
that imposes FICA payroll taxes on eafeteria-
style benefit plans that give employees a
choice of tax-free benefits and cash.

Under the legislation, H.R. 1900, which is
now pending in the Senate, cafeteria plans
would be subject to Social Security taxes if

Howden's burden

By LEN STRAZEWSKI

NEVW YORK-Alexander & Alexander
Services Inc.'s continuing efforts to float
the underwriting divisions of its Alexander
Howden Group P.L.C. subsidiary have

sunk the parent company
to new financial depths.
Reporting year-end red
ink for the first time since
going public in 1971, A&A
suffered a net loss of $25
million in 1982. Almost the

entire loss was due to
problems uncovered after
it merged with Howden
early last year, 4&A an-
nounced at a special press
conference last week.
"We are obviously dis-
appointed by these results,
which cap the most dif-
ficult year in
"5*H A&A's history.
t- / We were hurt by

1' /0- the problems we
{[ discovered at How-

iHowden Yyden, a generally de-

./ pressed worldwide
economy, the re-

lentless pressure of
the soft insurance market and poor under-
writing results of the Howden underwriting
facilities,” A&A Chairman John A. Bo-
gardus explained.
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the menu of benefits from which employees
can choose includes cash or any other taxable
benefits.

For example, if a cafeteria plan offered an
employee a choice of family health insurance
coverage or $500, the employee's taxable
wage base would be increased by $500-even
if the employee selected the health insurance
benefit.

By contrast, under current tax law, em-
ployees enrolled in cafeteria plans only pay
taxes if they select a taxable benefit.

While the proposed legislation states that
any cash or other taxable benefit offered in a
flexible benefit plan would be subject to the

FICA taxes, other taxable benefits besides
cash are seldom included. If they were, the
amount the company spent on those benefits
also would be figured into the taxable in-

The proposed taxation of cafeteria benefit
plans would diminish the appeal of the fast-
growing cafeteria plans, experts say.

For employers, the cost of the plans would
increase, too. Companies would have to pay
Social Security taxes on the taxable benefits,
which could cost large employers hundreds
of thousands of dollars.

For example, if the average employee's
taxable wage base were increased by $200 be-

Industry seeing red

too much for A&A

"Though we can't say that there won't be
any more surprises, we believe the worst is
behind us,"” he added. "Through the years,
A&A has generally produced the best track
record of any of the brokers. We think we
will now be able to return to that kind of
record again."

Howden was clearly the culprit that
pushed A&A off its track. The Howden ac-
quisition, which originally cost A&A $300
million, has produced a series of additional
expenses for the U.S. company since a fair-
value audit last summer turned up several
questionable reinsurance agreements with
companies allegedly owned by former
Howden officials.

These former officers, according to law-
suits filed by A&A in London courts, used
the reinsurance agreements to divert assets
from Howden underwriting subsidiaries to
a Swiss bank they secretly owned.

After efforts to recover the estimated $55
million in missing assets led to the return of
only about $15 million, A&A was forced by
the Securities and Exchange Commission to
take a $40 million extraordinary charge
against third-quarter earnings to account
for a reduction in Howden's tangible value
(BI, Nov. 15, 1982).

In September, A&A also added $10 mil-
lion to the capital of Sphere Drake Insur-
ance Co., a Bermuda-based Howden under-
writing subisidiary, to allow it to continue
operating.

Continued on page 56
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cause of taxable flexible benefit plan options,
a 10,000-employee company would find its
Social Security costs rising by $140,000, as-
suming the FICA tax next year rises to 7% of
payroll from the current 6.7%.

At the same time, employees' take-home
pay would be reduced since they would pay
more Social Security taxes.

"This will increase the cost of employee
benefits," said Sylvester Schieber, director of
research at the Employee Benefit Research
Institute, a Washington-based benefits think
tank.

Employers, though, could avoid the in-

Continued on page 59

Worst probably not yet over for insurers

By BILL DENSMORE

U.S. property/casualty insurers are hop-
ing 1982 will be remembered as the worst
underwriting year in the industry's history,
but that dream isn't likely to come true.

The major insurers, as a group, saw their
operating income tumble 9.6% during 1982,
while underwriting losses zoomed to a rec-
ord $4.57 billion.

Some insurers, though, made it through
1982 in relatively good shape. For example,
American General Corp., without including
results from its merger partner, NLT Corp.,
reported nearly a 20% rise in operating in-

posted double-digit gains in operating in-

But most large insurers fared dismally
last year, and observers say the worst is
probably not yet over: 1983 results could de-
teriorate even further (see chart, page 65).

Most of the insurers blamed their poor
1982 performances on the usual culprit un-
abated price competition in commercial
lines-especially general liability and medi-
cal malpractice. They also pointed to the
economy-pinched workers compensation
market.

"The results stank in just about all quar-
ters," says B.P. Russell, chairman of Crum

come and a combined ratio well below the & Forster, the large property/casualty in-

industry aggregate.

Perennial top-performer American In-
ternational Group Inc. remained one of the
few insurers to show an underwriting profit
and increased its earnings 19.5%. And, Gen-
eral Re Corp. and The St. Paul Cos. Inc. also

surer acquired by Xerox Corp. Crum &
Forster has yet to report year-end results

through Xerox.
Mr. Russell says he thinks rates may
begin to firm in most areas during this
Continued on page 63

Top performers in'82

Aftertax

Pretax

operating Percent Combined unden¥filing

income change ratio income (loss)

1982 1981-1982 1982 1982

American General Corp. 202,700 19.9 105.1 (62,900)
American International Group 412,650 19.5 o8.2 33,890
General Re Corp. 206,647 16.4 101.8 (15.821)

All figures in thousands of dollars
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More court decisions in asbestos coverage disputes
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Polaroid settles employee suit

Continued from previous page
naming Polaroid, a doctor and social worker employed by the com-
pany and an outside physician A trial began March 7, but both sides
agreed to the $1 9 million settlement two days later, according to
Thomas E Cargill Jr of the Boston firm of Cargill, Masterman &
Culbert, which represented Mr Okerblom

The money will be paid to Mr Okerblom, his wife, Theresa, and
their 25-year-old son, Lawrence, in monthly installments for at least
25 years The son, who suffered brain damage and a loss of vision
from the attack, will receive more than $1 million

Polaroid's liability insurer in the case was Travelers Indemnity
Co and the doctor and social worker employed by Polaroid were
insured by St. Paul Fire & Marine Insurance Co, Mr Cargill says

Polaroid officials could not be reached for comment

The outside physician will contribute only a minor amount to the
settlement, Mr Cargill says

Teamsters fund agrees to pay

CHICAGO-The Teamsters Central States Pension Fund has
agreed to pay $140 million over 30 years to settle several lawsuits
alleging fraud and mismanagement, according to documents filed in
U S District Court for the Northern District of lllinois

Minor details in the agreement are to be completed over the next
month The proposed settlement payments will go to Teamsters
members who were denied all or part of their pensions as claimed in
class-action lawsuits filed in 1976 and 1979 by Teamsters members
that raised serious questions about the prior management of the
fund

The settlement agreement and report were filed with U S District
Court Judge James B Moran during a hearing in his chamber two
weeks ago

The proposed settlement also was approved by the Labor Depart-
ment, which also had filed suit against the fund

California regulator named

SACRAMENTO, Calif,-Bruce A Bunner, a partner with the ac-
counting firm of Peat Marwick Mitchell & Co. in Los Angeles, has
been nominated as the new California insurance commissioner

Mr Bunner, 49, a certified public accountant and insurance indus-
try specialist, was appointed to the post by Gov George Deukmejian
March 4 The appointment must be approved by the state Senate
Rules Committee

Mr Bunner stresses his knowledge of the financial aspects of the
insurance industry as his chief qualification for the Job

Senate rejects aviation treaty

WASHINGTON-The Senate last week rejected an international
treaty that would have increased to $317,000 from $75,000 the maxi-
mum compensation payable to victims of international airline
crashes

Plaintiffs' attorneys lobbied fiercely against the so-called "Mon-
treal Protocols"” because the $317,000 maximum benefit limit would
have barred higher payments even in cases where an airline's "will-
ful misconduct” caused a crash

Under the current Warsaw Convention, the $75,000 liability limit
does not apply if an airline is proved to have caused a crash by
willful misconduct (BI, March 7)

The Senate voted in favor of the treaty, 50-42, shy of the neces-
sary two-thirds approval

Wayward whiskey saved

SAN FRANCISCO-The Atchison, Topeka & Santa Fe Railway
will pay for the redistilling of 20,000 gallons of whiskey that almost
became the most expensive highball in history

A 20,000-gallon railroad tank car filled with the whiskey, valued
at $500,000 to $600,000, was dumped into San Francisco Bay last
November after a storm hit a Santa Fe barge ferrying rail cars
across the bay (Bl, Dec 6, 1982)

However, the car was refloated several days later and the liquor,
which was not contaminated, has been shipped back to the Joseph
E Seagram & Sons Inc distillery in Lawrenceburg, Ind, to be redis-
tiled, according to a Seagram's spokesman

A claim will be filed with Santa Fe, "and we expect full recov-
ery," said the spokesman, who refused to reveal the amount of the
claim

Jack Cornelius, director of risk management for the Chicago-
based railroad, said the claim would be "well under" $500,000,
within the company's $5 million self-insured retention Santa Fe is
prohibited by Interstate Commerce Commission regulations from
revealing the amount of the claim
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Asbestos coverage dispute

decided in work comp case

By STEPHEN TARNOFF

State and federal courts are continuing to decide how
insurers must respond to asbestos defendants' coverage
claims And for the first time, coverage owed for as-
bestos Indury claims under a workers compensation pol-
icy has been decided

In Champlain Cable Corp vs Employers Mutual Lia-
bility Insurance Co of Wisconsin, the Delaware state
superior court March 3 in effect ruled in favor of the
manifestation theory to trigger coverage under a work-
ers compensation policy for asbestos injuries This is
apparently the first time a court has decided an asbestos
coverage question concerning a workers compensation
policy

Until now, coverage questions in asbestos cases have
involved comprehensive general liability policies

That is the case in Commercial Union Insurance Co
vs Sepco Corp The U S District Court for the North-
ern District of Alabama Feb 18 held that coverage
under a comprehensive general liability policy is trig-
gered at the time of exposure to asbestos

The U S Supreme Court last week refused to con-
sider how insurance policies should be construed in as-
bestos cases, leaving the state and federal court systems
to resolve the question (see related story)

Because asbestos-related diseases can take 20 or more
years to develop, insurers, policyholders and state and
federal courts are split over the definition of when in-
Jury occurs and when insurance policies come into
play

Several courts, using the exposure theory, have held
that insurers on a risk at the time the victim is exposed
to asbestos are liable Others, under the manifestation
theory, have held that coverage is not triggered until
the disease is capable of diagnoms m the victim

One court has ruled that all insurers from the time of
exposure through manifestation are on the risk

The workers compensation case involved a suit by
Champlain Cable, formerly Haveg Industries Inc,
against Liberty Mutual Insurance Co, Insurance Co of
North America and Employers of Wausau, ItS workers
compensation insurers from 1948 to 1972

Champlain, which was self-insured after 1972, con-
tended that coverage for employees was triggered upon
employees' exposure to asbestos and that the insurers

Continued on page 61

Eagle-Picher continues
to pursue coverage issue

WASHINGTON, D.C -Eagle-Picher Indus-
tries Inc., fresh from a victory in the U S Su-
preme Court, is not finished trying to recover as
much insurance as possible to compensate vic-
tims of asbestos-related diseases.

The Cincinnati-based company, currently fae-
ing more than 16,000 claims, is pursuing another
coverage suit against some of its excess insurers
in the U S. District Court in Boston

That lawsuit seeks the broadest interpretation
of its policies so that all insurers will be liable for
defense and indemnification from the time vic-
tims are exposed to asbestos through manifesta-
tion of the disease.

The coverage the company seeks IS broader
than the coverage it was guaranteed from its pri-
mary and second layer insurers last week when
the Supreme Court decided not to disturb a rul-
ing of the 1st U S Circuit Court of Appeals

That decision, favoring the manifestation the-
ory of coverage. held that Eagle-Picher's insurers
on the risk at the time asbestos-related diseases
are diagnosed in victims were hable for defend-
ing and indemnifying the company

The ruling was important to Eagle-Picher be-
cause it did not have product liability coverage
before 1968 and many of the victims suing it
were exposed during the 1940s and 1950s. A deci-
sion that would trigger coverage when victims
were exposed to asbestos would have left Eagle-
Picher without coverage.

But, the disease was diagnosed in many of the
victims after 1968 when Eagle-Picher had cover-
age

Last week, Eagle-Picher, which had opposed
the Supreme Court's review of the appellate
court manifestation decision, expressed satisfac-
tion with the decision.

"It's always nice to win," said Brian T. Ken-
Continued on page 60

Zomax user files suit against J&J

By DOUGLAS McLEOD

lion suit against J&J and MeNeilab in U.S District

Court in Boston on March 7 The suit, before Judge A
NEW YORK-Johnson & Johnson already faces at David Mazzone, claims that Ms Turino was treated and
least one lawsuit brought by a user of its prescription released from hospitals several times with rashes and
pain reliever Zomax, and more lawsuits are expected respiratory problems after taking Zomax in October
Zomax, introduced in 1980 by J&J's McNeilab Inc 1981
subsidiary, has been temporarily withdrawn from the The suit claims that J&J was negligent in failing to
market for relabeling after five people died from aller- properly test Zomax for possible side effects and for
gic reactions to the drug failing to warn physicians of those side effects
J&J has announced that the $40 miillion cost of re- A J&J spokesman said the company has not yet re-
calling the drug from pharmacies, hospitals and other ceived any lawsuits alleging injuries from Zomax, and
buyers will amount to about $20 million after taxes is aware of Ms Turino's suit only through reports in the
Rosemarie Turino of Winfield, Mass, filed a $1 mil- Continued on page 62

lowa insurer to be liqguidated

By JERRY GEISEL

ance department on Feb 23

The liquidation of lowa State Travelers-the first li-

DES MOINES, lowa-An lowa-based insurance com- censed domestic life and health insurance company to
pany that collapsed last month with a mountain of ha- fail in lowa-could take as long as 10 years, state insur-
bilities will be liquidated by the lowa Department of ance department officials say
Insurance The liquidation decreases the chances that people

lowa State Travelers Mutual Assurance Co of Des covered by lowa State Travelers will get all their medi-
Moines is "unsalable," says lowa Insurance Commis- cal claims paid
sioner Bruce Foudree The greatest impact of lowa State Travelers' failure

It is difficult to find a buyer for an insurance com- probably will be in California, where as many as 12,000
pany when the extent of the liabilities is not known, he people were enrolled in three multiple employer health
added insurance trusts underwritten by lowa State Travelers,

lowa State Travelers' habilities could exceed $20 mil- according to the California Department of Insurance
hon, Mr. Foudree said. California METs insured by lowa State Travelers, ac-

State insurance department officials say it is difficult cording to the California Insurance Department, are
to compute the liabilities because of a large number of Multiple Benefits Trust of Van Nuys; National Health
incurred-but-not-reported claims for January and Feb- Insurance Trust of Huntington Beach and Premier In-
ruary The company was taken over by the lowa insur- surance Administrators Trust of Sherman Oaks

"We can't hold up much hope that all claims will be
paid," a California Insurance Department official said

Like many states, California does not have a health
and life guaranty fund to aid policyholders when an
insurer collapses and can't pay claims

However, as reported earlier, in lllinois, where lowa
State issued as many as 32,000 policies directly, policy-
holders don't have to worry because lllinois has a guar-
anty fund to pay claims (Bl, March 7)

Much of lowa State Travelers health insurance busi-

errors & omissions

= An article on punitive damages published
Feb 14 incorrectly stated that an appellate court
had affirmed a punitive damage award of $7 5
million against International Harvester Co The

court affirmed the award but reduced the

amount to $650,000 ness was written through the California METs How-

Continued on page 56
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Groups track
benefit issues

in Washington
By JERRY GEISEL

WASHINGTON-The Wash-
ington Business Group on Health
has never conducted mass mail-
ings in search of members.

Yet, since it was established in
1974 to give major employers a
voice in national health policy, it
has grown from a handful of
members to more than 200 com-
panies.

Its Pennsylvania Avenue head-
quarters in southeast Washington
throbs with activity as staff mem-
bers try to cope with dozens of
phone calls each day from em-
ployers who want to tap one of
the best Washington hot lines for
benefit information.

Willis Goldbeck, the founder
and president of the Washington
Business Group on Health, says
the reason for the group's success
is simple.

"More and more companies
have become sophisticated about
the contribution they can make to
health policy. We try to stay on
top of the issues to help employers
keep abreast on what is going on
Washington," Mr. Goldbeck says.

The Washington Business
Group on Health is just one of
many benefits groups in Wash-
ington that have grown enor-
mously in the last few years.

For example, the Employee
Benefit Research Institute, a ben-
efits research organization begun
by 13 employee benefits consult-
ing firms in 1978, now has 83
members including employers,
insurers, public pension plans and
accounting and actuarial firms.

Continued on next page

Cost control with the Blues

In Massachusetts, Master Health plan
strives to reduce hospital utilization

In Rhode Island, the Teamsters get
new benefit to promote good health

By CAROL CAIN

PROVIDENCE, R.l.-Teamwork netted a savings of about $1.3 million in health care
costs for Teamsters Local 251 last year, and the union is praising the Blue Cross/Blue

American Society of
Pension Actuaries

Assn. of Private Pension
& Welfare Plans

Employee Benefit
Research Institute

Employers Council on
Flexible Compensation

ERISA Industry

Committee

National Assn. of

Manufacturers

U.S. Chamber of
Commerce

Washington Business
Group on Health

Shield representatives on the team for the high score.

The Teamsters' Health Services & Insurance Plan in Rhode Island is not a typical plan.
A history of prudent management has allowed the plan to expand each year, so today its
4,500 members and 5,500 dependents enjoy almost unlimited health care at little personal

cost.

But that's not enough for it.

"We have recognized that health education is the next major area of benefit develop-
ment,"” said Alexander J. Hylek, one of the four Teamsters plan trustees.
The trustees asked the Blues for a health education program to try to hold down future

health care cost increases and, more importantly, to provide
another valuable benefit for its members.

The result was a specialized "benefit" that deals with be-

havior modification.

Teamsters and their families will be able to attend classes
or one-day workshops at no cost that cover at least nine
health care topics-smoking, stress, weight control, nutri-
tion, exercise, CPR and first aid, alcohol and drugs. back
care and prescription drugs-said Celia Gomes, who was
hired by the Blues as a health educator for the Teamsters'

program.

ah o tai

Continued on page 14
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defended by its architect

1413 K St. N.wW.
Fifth Floor

Washington, D.C. 20005
202-737-4360

1201 Pennsylvania Ave. N.W.
Suite 340

Washington, D.C. 20004
202-737-6666

1920 N St. N.W.
Suite 520

Washington, D.C. 20036
202-659-0670

1700 Pennsylvania Ave. N.W.
Washington, D.C. 20006
202-393-1728

888 17th St. N.W.
Washington, D.C. 20006
202-785-4443 (tax issues)

1919 Pennsylvania Ave. N.W.
Washington, D.C. 20006
202-828-5000 (other benefit issues)

1776 F St. N.W.

Washington, D.C. 20006
202-626-3700

1615 H St N.W.

Washington, D.C. 20062
202-659-6000

922 Pennsylvania Ave. S.E.
Washington, D.C. 20003
202-547-6644

2,000; actuaries,
consultants, plan
administrators

550; employee benefit
managers, consultants,
actuaries, accountants,
attorneys, plan sponsors

83; employee benefit
consulting firms, insurers,
public pension plans,
accounting and actuarial
firms

62; employers that are
interested in flexible

benefit plans; service
providers and consultants

can join as associate
members

118; large employers

12,000; broad range of

manufacturers

237,000; 90% have fewer
than 100 employees

200; large employers

INe onNn CcoS

Chester Saikind,
executive director

Ed Davey,
executive director

Dallas Salisbury.
executive director

Ivins, Phillips & Barker
(legal counsel)

Mayer, Brown & Platt
(tax issues)

Vedder, Price, Kaufman,
Kammbholz & Day
(other benefit issues)

Sharon Canner,
employee benefits analyst

Michael Romig,
director of employee
benefits

Willis Goldbeck,
president

By CAROL CAIN

S

Mainly concerned with issues
that affect small retirement

plans. Very aggressive group.

Very diverse membership. Has
become more active in the
lobbying arena. Represents
employers on a wide range of

benefit issues.

Benefits research organization.
Publishes books and numerous

studies on employee benefit
issues.

Group founded in November
1981 and has grown rapidly.
Informational clearinghouse on
flexible compensation plans.
High-quality technical expertise.

Group established in 1974 to
represent large employers on
ERISA issues. Played a
significant role in the passage
of the Multiemployer Pension
Plan Amendments Act of 1980.
Seeking changes in the pension
termination insurance program
for single employers.

Business advocacy group.
Represents employers on a
wide range of benefit issues.

Business advocacy group.
Particular expertise in Social
Security and pension legislation.

Helps set up business health
care coalitions around the
country. Top-notch staff knows
the ins and outs of pending
health issues in Washington that
affect large employers.

WORCESTER, Mass.-This central Massachusetts community of about 280,000 people

has two unfavorable distinctions:

« It ranks third in the nation (behind Miami and Boston) in hospital costs per resident.

time for a change.
The Central Massachusetts Business Group on Health is one of several coalitions that

Is Blue Cross and Blue Shield
Assns., the oldest and largest lII/1EMIII

N

provider of group medical in-
surance, a leader or follower
in cost containment? The de-
bate between BC/BS and its crit-

ics continues (see page 22), but,

as the profiles on this page show, some
of the Blues plans are introducing cost-

control plans.

1arge emplbyers -

in cost containment

Page 80

« It ranks fifth in the nation in days in the hospital per 1,000 subscribers (1,713).
Massachusetts health care is among the best in the country, but based on those statistics
and others, businesses and Blue Cross & Blue Shield Assns. of Massachusetts knew it was

has been formed throughout the state in recent years in an attempt to understand the
complex system of health care delivery and to make sure rational things happen to main-
tain quality care but reduce costs, said Gavin D. Robertson, vp of Morgan Construction Co.

of Worcester and a member of the coalition.

Mr. Robertson had reason to be concerned. About two
years ago he began studying internal health care costs for his
95-year-old company, which employs about 700. The figures
he came up with were alarming: Morgan spent $2 million on
health care in 1981, compared with $271,630 in 1972-a 435%
increase over nine years.

"That can be deceiving because employment can change,"

noted Mr. Robertson, so he refigured the cost per employee.

ea

Page 44

Those figures were not much better: In 1981, the company
spent $1,589 per employee, compared with $371 per em-

Continued on page 18
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Tracking benefit issues

Continued from previous pc ge

Similarly, the Society of Proles-
sional Benefit Administratcrs,
which represents third-party €m-
ployee benefits administra:ors, has
seen its membership double to 225
in the last year alone.

The growth in the size of em-
ployee benefits organizations in
Washington is no fluke.

The passage of several pieces of
landmark legislation during the
last 10 years-including The Em-
ployee Retirement Income Security
Act of 1974, the Pregnancy Dis-
crimination Act of 1978 and the
Multiemployer Pensic n Plan
Amendments Act of 1680-has
made more employers realize rhat
the future of their benefit plans is
being shaped now by Washington
legislators and regulators.

And more employers know that
one of the best ways they can keep

THIS IS THE WRONG TEME

tabs in the latest benefits develop-
ments in Washington is through
their :rade associations based in the
natic n's capital.

Fcrtunately, there are at least
eight major trade groups in Wash-
ington formed to address employ-
ers' needs (see chart, previous page)
and four major insurance industry
trade groups monitoring benefit ac-
tion on tne Hill. These groups can
provide employers with the latest
benefit information and make sure
employer viewpoints are heard by
federal legislators and regulators.

The groups vary considerably in
size. For example, the American
Council of Life Insurance, which
represents most of th€ nation's life
insurance companies, has 151 pro-
fess-onal staffers at its Washington
headquarters.

By contrast, Fred Hunt, the exec-
utive director of the Society of Pro-

fessional Benefit Administrators, -s
the sole professional staffer at the
society's Washington office.

But size isn't necessarily related
to effectiveness. For example,
SPBA's Mr. Hunt played a major
role in the recent decision of the
Internal Revenue Service to liber-
alize a 1981 rule and allow trade as-
sociations to sponsor 501(c)(9) bene-
fit trusts for members within one
state (B., Dec. 13, 1982).

"The issue was dead and buried,
but we helped revive it," Mr. Hunt
says proudly.

Some business groups, like the
U.S. Chamber of Commerce and

the National Assn. of Manufactur-
ers, have been around for decades
and effectively lobby on a broad
array of issues, including employee
benefits.

But other groups tave only re-
cently :prung up and stick to one
Issue.

For example, the 62-member
Employers Council on Flexible

Benefits, established in November
1981 by about 10 employers, is ex-
clusively concerned with develop-
ments tha. affect companies with
flexible benefit plans.

"There was a need to establish
links between companies with flex-
ible benefit plans and those that
wanted to find out more about the
plar.s,"” said William Chip, an attor-
ney with lvins, Phillips & Barker, a
law firm that represents the coun-
cil in Washington.

Some groups trace their origins
to the passage of a single law and
the problems the law has caused.

For example, the formation of
-.he ERISA Industry Committee or
ERIC, a benefits lobbying group
sha-. represents large employers,
was triggered by :he passage of
Employee Retirement Income Se-
.unty Act in 1974.

Since its establishment, ERIC has
concentrated its efforts on refining
the pension reform law to protect
the interests of large employers.
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one. So you can get expert, professional advice on how to select the best business

coverage at the best price.

And right now your /ndependent Agent is
- offering you an informative free booklet that
can help make choosing the right commercial

CAF#*/\
4 .

. ZEytAN|

cs' coverage a little easier Get it. Before you need it. \FEEE ,/cIRT751

You'll find the /ndelp
(0]

nearest you listed in the Yel
Big "li symbol.

endent Insurance Agent 911XIK1Z2191J

w Pages under the

THE MORE-THAN-ONE-COMPANY
INSURANCE AGENT.

ERIC's Washington attorneys,
for example, played a major role in
lining up business support for the
Multiemployer Amendments Act,
the 1980 law that imposes financial
penalities on employers that with-
draw from underfunded multiem-
ployer pension plans.

Since few ERIC members were
likely to withdraw from multiem-
ployer plans, the trade group
fought for changes in the law to
protect big employers from being
saddled with the liabilities of the
smaller firms leaving the plans.

Washington-based benefit groups
differ in their style. The American
Society of Pension Actuaries,
whose members include pension
actuaries and consultants that pro-
vide services to small pension
plans, is known for its aggressive,
outspoken views.

ASPA, for example, filed a Free-
dom of Information Act suit to
force the Pension Benefit Guaranty
Corp. to turn over records explain-
ing why the PBGC only invests in
Treasury notes and not in other
government-backed securities that
yield higher rates of return.

"We are willing to wage public
battles,"” said Chester Salkind,
ASPA's executive director. "I
worked for the government for 20
years and | know that you have to
be aggressive to get attention."

But other groups are much more
low-keyed. Mr. Hunt of the Society
of Professional Benefit Adminis-
trators prefers to work behind the
scenes and lobby quietly for
changes with regulators, a tactic
that paid off during his discussions
with IRS and Treasury Department
officials on expanding 501(c)(9)
trusts so they could be sponsored by
state trade associations.

Benefit groups also differ in the
way they are represented in Wash-
ington.

Most groups have full-time pro-
fessionals serving as directors. For
example, Michael Romig, the U.S.
Chamber of Commerce's highly re-
garded director of employee bene-
fits, is one of four Chamber benefit
staffers that represent the Cham-
ber's 237,000 members on issues
like Social Security, pensions and
health care.

On the other hand, some groups
do not employ full-time profes-
sional staff members in Washing-
ton. ERIC, the benefits lobbying
group representing large employ-
ers, relies principally on two law
firms-Mayer, Brown & Platt and
Vedder, Price, Kaufman, Kamm-
holz & Day-to get its views across.

Some benefits groups that have
had Washington offices for years
have only recently become in-
volved in benefits lobbying.

For example, the Assn. of Pri-
vate Pension & Welfare Plans, a
diverse group whose members in-
clude employee benefits managers,
pension plan sponsors and benefit
attorneys, was not a major force in
the Washington benefits commu-
nity until 1980 when it beefed up its
professional staff.

The group hired Jeff Hart, a for-
mer high-ranking official at the
PBGC, to be its executive director.
Mr. Hart made sure that members
were kept informed of the latest
benefits developments through
special newsletters. He also lobbied
heavily to try to convince legisla-
tors to change certain benefit pro-
visions in the Tax Equity and Fis-
cal Responsibility Act of 1982.

Some groups can influence the
course of legislation even though
they are not lobbyists and do not
lobby.

For example, the Employee Ben-
efit Research Institute was estab-
lished in 1978 to provide a source of
benefit information to regulators,
employers, consultants and the
news media.

"Companies wanted an organiza-
tion that did nothing but research,”
said Dallas Salisbury, EBRI's exec-

utive director.

Continued on next page
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To pay someone not to work can be cruel
andinhuman treatment.

It can also be very expensive.

Long term disability cases have
always been expensive. Both in costs and

productivity Sometimes, even in legal fees.

No wonder more and more cost-
consdous businesses are turning to
NWNESs Rehabilitation Services to save
both on cash reserves-and human
suffering.

Example: From May 1 to December
31, 1981. NWNL specialists examined 166
LTD cases for potential rehabilitation.
With our help, 101 people were returned

to meaningful employment. Freeing up
$3.9 million in LTD reserves.

How do we do it? Well, NWNL was
one of the first health insurance
companies to recognize the cost savings
inherent in professional rehabilitation.

We also recognized it takes experts to
handle such sensitive situations. So we

searched out some very experienced
spedalists to become our NWNL Rehab
Staff. They use positive thinking,

and creative, humanistic methods to
objectively measure each patient's
"potential employability"

We believe it's often not enough to
simply repair a broken body. Sometimes
psychotherapy (in addition to physical
therapy) is needed. Or vocational
guidance. Or special housing and/or
transportation must be found.

So NWNL Rehab counselors travel
all over the U.S. to personally evaluate,
manage and supervise each appropriate
LTD case. And this dedication to

personal service is paying off.
If this sounds like the kind

of humane cost-cutting you'd like to
implement (with an insured or self-

funded LTD plan). mall this coupon.
Well do the rest.

TO: Ginny Charboneau, Box 20. Minneapolis,
MN 55440.

Please send me more details on NWNL Rehab,

and how it can save my company money. '

Nvme

Titlp

Cnmpany

Arirlrpqq

rity State- Zip
phnnp Area Cnrip

NORTHWESTERN-NATHONAL

BOX 20 - MINNEAPOLIS, MINNESOTA 55440
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Turning ideas into action

ANHEALTH CARE cost control be yours for the

It's probably not quite that simple, but it ap-
parently isn't impossible, either.

Today's Spotlight Report on controlling benefit costs
(see page 3) details some pretty impressive success
stories where the plot revolves around a health insur-
ance buyer asking the insurance provider to design
benefit plans to curb costs.

Of particular note are the successes of Morgan Con-
struction Co. and Norton Co. of Worcester, Mass.,
which worked with Blue Cross & Blue Shield Assns. of
Massachusetts, and of the Teamsters union, which
worked with Blue Cross/Blue Shield of Rhode Island.

In Massachusetts, the Blues developed at the Worces-
ter companies' request a Master Health plan featuring
mandatory second surgical opinion, pre-admission re-

1 view, concurrent review and discharge planning to de-

crease hospital utilization. The plan is to be marketed
to other Worcester employers this summer.

' In Rhode Island, the Blues developed-at the Team-
, sters' urging-a unique "good health" benefit that

offers Teamsters members and their families the op-
portunity to attend free workshops and seminars on at
least nine health care topics. The Teamsters health
plan already has fantastically good benefits. Now the
plan trustees want to make sure the members head off
unnecessary use of the benefits by staying healthy.
Morgan, Norton and the Teamsters are to be com-
mended for going to the Blues and telling them what

We chose to extensively profile Blue Cross/Blue
Shield's efforts in the area of health care cost contain-
ment in this Spotlight Report because it is the oldest
and largest provider of group health insurance, making
what it does very significant.

But we already can hear the BC/BS critics, who give
us a call or write us a letter citing the weaknesses of
BC/BS whenever the Blues are profiled favorably. We
are aware of the complaints about specific BC/BS plans
-rates are high, service is poor, innovative coverage is
hard to get-and have reported buyers' reasons for
switching their coverage from the Blues.

But setting aside these criticisms for now, we have to
notice that many of the 100 individually controlled and
designed BC/BS plans have taken steps to be more in
tune to the buyers' needs. Just look at the Massachu-
setts and Rhode Island plans.

And, as former BC/BS President Walter McNerney
points out, buyers as little as five to 10 years ago were
not asking for cost-containment plans but rather were
demanding top-of-the-line medical care with top-of-
the-line insurance coverage to pay for it. As BC/BS
responded to those demands, it now is responding to
buyers' cries to control costs.

With an organization as old and large as BC/BS, it's
understandable that change may come slowly. But it
can still come.

If you are a BC/BS client, you can easily gauge the
Blues' sincerity. Fall in line with Morgan, Norton and
the Teamsters and take your ideas to your local Blues

they wanted.

And, on the other side of the coin, the Blues deserve

a round of applause for responding.

letters

plan. See what kind of response you get.

Maybe you won't get as far as you want-or maybe

you will get health care cost control for the asking.

How long till METs are regulated? Facing economic reality

To the editor: Now that Congress has
amended Title Il of the Employee Re-
tirement Income Security Act of 1974 to
permit states to regulate multiple em-
ployer trusts, how long will it take before
such regulations are promulgated?

In the past year or so, your magazine
has had numerous articles on the "na-
tional scandal” of collapsing self-funded
METs, which have left behind million of
dollars in unpaid medical bills.

Now that state regulators have the
clear-cut powers they need to regulate
self-funded METs, how long will it be be-

fore they, individually or collectively
with the help of the National Assn. of In-
surance Commissioners, decide how to
exercise these powers to restore order and
responsibility to the marketplace?

| applaud your interest in the problem
and the interest expressed by many state
insurance departments. However, let's
make sure that appropriate enforcement

measures are adopted as quickly as possi-
ble.

William L. Lillis
Lillis, McKibben & Co.
Erie, Pa.

There's more security in a trust fund system

To the editor: | was surprised to read in
"Limit Social Security benefit hikes" (Bl,
Feb. 28) that 94% of respondents believe
that Social Security can be saved.

The system was patched up twice in the
1970s. The 1977 emergency aid was hailed
by President Carter "as the guarantee
that from 1980 to 2030 Social Security
funds will be sound.”

So-called Social Security "trust funds”
are really just cash-flow accounts confi-
seating part of the nation's savings and di-
verting it for immediate comsumption.
This is depressing savings rates.

Proposals by the president's Social Se-

curity commission may be rubber-
stamped by Congress, but they won't cure
the system's ills, either.

There have been a number of proposals
endorsed by Milton Friedman, William
Simon, James Kilpatrick and others that
would phase out and replace the system
with an individual trust fund system.
Legislation that represents the first step
has been introduced as S. 541.

This plan must eventually be adopted.
The sooner it's done, the less will be the
cost and difficulties involved.

James E. Burk

Western Springs, lll.

No wonder they are 'extremely busy’

To the editor: | couldn't help but take a
close look at the risk management consul-
tants' directory in the Feb. 21 issue.

A hasty count revealed: Some 97 risk
management consultants with a staff total
of about 1,600 professionals served more
than 8,000 firms. What is unusual is that
such a broad representation of business
and industry could operate so proficiently
without professional safety and loss-con-
trol expertise. Or if it is needed, those 11
certified safety professionals with consul-
tants have been extremely busy.

Last time | checked, the indentification
of loss potential and the implementation

of controls to minimize or eliminate loss
costs were integral to risk management.

Remember: If you prevent the loss, you

never have to worry about transferring or

insuring against it. It's no wonder gold

mines get richer for plaintiffs’' attorneys;

just keep putting risk managers or risk

management consultants on the stand as

safety expert witnesses.

Samuel P. Eatherly

Director of Safety

St. Luke's Episcopal Hospital

Texas Children's Hospital

Texas Heart Institute

Houston

To the editor: Your editorial, "Saving
Social Security" (Bl, Feb. 28), supported a
front-page article reporting results of a
survey of 124 benefit managers.

Although | take issue with a number of
the so-called solutions to the problems of
Social Security, | want to address the sug-
gestion of ". . .gradually raising the Social
Security retirement age."

Those individuals advocating increas-
ing the retirement age apparently suffer
from tunnel vision as to the total eco-
nomic problems in this country. Raising
the age requirement at which an individ-
ual is entitled to receive full benefits
under the Social Security Act is as an in-
ducement for individuals to stay in the
labor market, thus occupying a position
that might be occupied by some of the un-
employed youth of our country. Our most
critical problem is unemployment.

Usually, older individuals' appetite for
consumption of houses, automobiles and
other items is minimal, whereas younger
people in the labor market, in their fam-
ily-forming years, have significant needs,
but not the economic wherewithal.

My suggestion that advocates of ad-
vancing the retirement age are suffering
from tunnel vision is based on upon the
observation that rarely a day goes by that
the media isn't reporting about an em-
ployer offering inducements for individu-
als to retire early.

Therefore, advancing the retirement
age is counterproductive to the realities of
the world and ignores the critical need for
employment throughout the country.

R. Guregian
Vp-Personnel and Labor Relations

- Grand Trunk Rail System
Detroit

Business Insurance welcomes letters from its
readers. Please keep your comments as brief
as possible. We reserve the right to edit let-
ten for clarity or space. Send your com-
ments to Letters to the Editor, Business In-
surance, 740 N..Bush St., Chicago, m. 60611.
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J&Hthinks employers

c-get tightercontrol
of benefit costs and still

keepemployees happy.
Whatdoyouthink®?

If you think benefit costs need better control
without undermining employee morale, consider
a J&H Variable Benefits plan. It's a program
designed to meet specific management objectives
covering all of your benefit activities.

Because these plans permit selection among
options that are most relevant to individual
needs, they satisfy employees in a special way.
Yet a J&H designed plan avoids the complexities
that increase administrative costs. J&H can
also implement the complete employee
communications program.

We'd like to talk with you about this.

JohnsonGHiggins

We answer only to you.

EMPLOYEE BENEFIT AND ACTUARIAL CONSULTING; RISK AND INSURANCE MANAGEMENT SERVICES THROUGHOUT THE WORLD.
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Fiscal Responsibilrty Act that been slumbering for years and at- Private employers usually offer
slashes tne maximum annual con- tracted little interest

Benefit issues abound _ _
defined benefit plans where the

Continued from page 6 growing coalitions i n Washington tributions compales can make to That is no longer the case Some employee's benefit is based entirely
Act, which slashed tax rates by 25% is one largely organized last year their defined benefit and defined 200 members of Congress are co- on his salary and length of service,
over a three-year per.od by the Health Insurance Assn of contribunon plans sponsors of the legislation And no sex distinctions are made

But that hefty tax cut, along with America to loboy against any tax Those maximu m 1 mits for both while the administration has yet to No one knows what the cost
other changes in the tax law, has on health care benefits defined benefit and defined contri- back a specific bill, President Rea- would be to equalize pension bene-
led to the biggest budget deficits in That coalition has grown in less bution plans are frozen until 1986 gan says he backs pension equakity fits for men and women But New
U S history And taxing benefits iS than a -year from 10 to 12 trade But some legis ators like Rep for women York City officials recently said
now viewed by policymakers as grodis to about 100 It also is one of Daniel Rostenkowski, D-IIl, chair- "Momentum for the (sex discrim- that the city would have to spend
one way to ease those deficits the few coalitions that has brought man of the House Ways and Means ination) legislation has been gain- $800 million

"Benefirs are viewed as the fat employers, insurers and labor Committee, are zonsidering freez- ing ever since the Senate Com- Insurance industry lobbyists say
eats," says Fred Hunt, executive unloistigether on the same issue ing them beyond 138€ merce Committee passed a bill last their goal now is to modify the leg-
director of the Society of Profes- Y.t there are those who question But the taxatior of benefits isn't year," said A Linwood Holton, vp islation so that pension benefits

sional Benefit Administrators, a the strength of the coalition the only benefit a-ea federal legis- and general counsel for the Ameri- would be sex-neutral for future
225-member trade group repre- "What if the Finance Committee lators will be looking at can Council of Life Insurance pension plan participants
senting third-party employee bene- puts out 10 different options to raise One of the ho:test benefit issues If legislation were passed equa- Raising current female retirees’
fit admimstrators revenues," asks a lobbyist with an in Congress right now is sex dis- lizing pension benefits for men and pension benefits to the level pro-
"Legislators say that deficits insurer trade group "Employers criminat.on legislation, H R 100 women, the greatest impact would vided to men could bankrupt some
have to be reduced They will come might agree to a health care tax if and S 327, that -viuld bar employ- fall on financially pressed state and public pension plans
back again and again to tap the they are presented with a revenue ers from provid rg smaller retire- local government since public em- Other pension issues are likely to
benefits well," predicts Michael option they dislike even more, like ment benefits to female retirees ployers are much more likel> to crop up this year For example,
Romig, director of employee bene- an increase in corporate taxes " than to males offer defined contribution plans preventing employers from dump-
fits for the U S Chamber of Com- Benelits could be tapped in other That legislaticn. proposed in the Such plans pay smaller benefits to ing their underfunded pension
nnerce ways tc raise revenues Last year, House by Rep John Dingell, D- women than men because they .ive plans on the Pension Benefit Guar-
And offense against such new as- for example, Congress approved a Mich, and in the Senate by Sen longer and collect benefits over a anty Corp is an "issue that won't go

saults has begun One of the fastest provision in the Tax Equity and Robert Packwo ,d, R-Ore, had longer period of time
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who always do
things too late
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For some people, procrastination is a
way of life. Unfortunateb, it can also lead
to heart disease and untimely death.

Promising yourself that you'll diet
tomorrow or start exercising next week
could be the last promise you'll ever make.

As a leader in group life and health
plans, we at John Hancock know what it
takes to help prevent heart disease and
are doing everything we can to help.
Because maintammg good health-rather
than trying to recover it following what
may have been a preventable illness-
makes good sense.

That's why we're offering you a free copy
of Boston University's "Heart Risk Book.

We've already distributed thousands ot
these books to people in every area of the
health care industry. It's all part of John
Hancock's commitment to "wellness, a
continuing national effort to reduce health
care costs through good health habits.

If you want some practical information
on how to lessen your risk of heart disease,
and Join the battle against rising health
care coscs, send

for your free copy Cmiir/Q49<79/

today. Because it's

never too late to
start getting _— | I I

healthier.

N | tobe

eB

%

late, AP HK"TGLL-

1
" Please send me a complin entary copy of the
| "Heart Risk Book," plus mformation about how 1

[ can get additional copiei for my company (fill out
, the coupon or simply attach your busines, card)
1 Mail to: John Hancock, do "Heart Risk Book,"

1 T.54, PO Box 111, Boston, MA 02117
1

away," says Dallas Salisbury, exec-
utive director of the Employee
Benefit Research Institute, a bene-
fits think tank

The vulnerability of the PBGC,
set up in 1974 to guarantee workers'
and retirees' vested pension bene-
fits, became evident last year

During fiscal 1982 the agency
was hit with $200 miillion in claims
from employers that folded their
pension plans

And most d:sturbing, according
to some pension experts, is that the
claims that the PBGC was forced to
swallow last year may only be a
taste of what is to come

More and more companies are
recognizing that it may be cheaper
to fold their pension plans and
dump the liabilities onto the PBGC
than continue to pay for the plans

Under the Employee Retirement
Income Security Act, the PBGC
has to guarantee pension plan par-
ticipants' vested benefits if the em-
ployer folds the plan with 1nsuffi-
cient assets to pay benefits

Faltering companies have disco-
vered that the plan termination fee
of 30% of their net worth is a pen-
alty without teeth and they are
willing to pay that price to fold
their plans

This prospect is a major concern
to some large employers Members
of the ERISA Industry Group, a
benefits lobbying group repre-
senting large employers, feel they
shouldn't have to pay for other
companies' underfunded pension
plans through higher PBGC insur-
ance premiums

Employers now pay an annual
insurance premium of $260 per
pension plan participant for termi-
nation insurance The PBGC wants
the premium raised to at least $6,
but some believe It could climb as
high as $100

Business groups, like the ERISA
Industry Committee, say the PBGC
insurance program needs to be
tightened to make companies liable
for their pension promises

But the drive to overhaul the

PBGC insurance program has been
stalled for more than a year Some
small employers fear that their fu-
tures could be threatened if their
pension liabilities were increased
or were more difficult to unload

In addition, a business consensus

't Name Title on pension issues has been difficult
f . to achieve ever since Congress
Compiny .
1 passed the Multiemployer Amend-
= 1 Address ments Act, the 1980 law that im-
1 Ctt . poses financial penalities on com-
Yy State —_ le C—_— panies that withdraw from under-
Telephone funded multiemployer pension

rbL. 2 1/

R

| (DM«

1 Wecanhelpyouhereandnow. 1
Not just hereafter.

John Hancock Mutual Llfelnsurlance Comrpany, Boston, MA 02 17 1

ffiliated com

plans

Many small employers stayed on
the sidelines during that legislative
battle while big companies fought
for the bill

However, the small employers
that have since left multiemployer
plans have been hit with enormous
withdrawal liability claims They
resent the role large companies
played in the passage of the act and

O —\—————————— 3 are suspicious of new pension pro-

posals backed by large employers m



IF YOU THINK

NO ONE UNDERSTANDS

TALKTO U

Introducing Intracorp.

Our business is veducing the cost of
employee disability.

We know that medical benefits, sick
pay, long term disability and workers’
compensation costs can really hurt
your company’s profitability.

Yourd like to have a strong cost con-
tainment program. But right now you
can’t afford the staffing. Or the time.

Intracorp can help.

Through tracking and early inter-
vention, we help you manage short-
term disability claims, and keep
them from growing into long-term
problems.

We make sure that your disabled
employees get timely, cost-effective

YOUR COST CONTAINMENT
PROBLEMS

medical care. And help them back to
work in the shortest possible time.

We'll review your hospital bills, too.
And reduce them by eliminating errors
and ensuring that all charges are
consistent with coverage.

We also offer psychological services.
So that you can restore the produc-
tivity of troubled workers, cut turn-
over and reduce medical insurance use.

In fact, each of our services has been
proven to pay for itself. A return of
$10 for every $1 invested is the rule,
rather than the exception. And that
applies whether you self-insure or buy
insurance.

Intracorp is a family of cost contain-
ment services, including International

See us at the RIMS Conference, Location 124-125.

Rehabilitation Associates, Inc., the
nation’s oldest and largest medical/
vocational management company;
Medex Services, ClaimScan™ and
ACORN. For a convincing look at
their accomplishments, mail the reply
card. Or call Gordon Clemons, Presi-
dent, toll-free, 800-345-1075. In
Alaska, Hawaii and Pennsylvania, call
collect 215-687-9450.

i

WIIary

Innovators in
cost containment.
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America’s health care system is in For instance, MediCom can help us And less expensive for you. In addition, hospital
critical condition. analyze claims to determine unnecessary utilization review makes sure everyone's getting
In 1970, employer-sponsored health hospital admissions, over-extended stays, or  just what's paid for as well as just what's
benefit plans paid out $17 billion. By 1981,  any problem in billing whether it's from a needed. No more, no less. Together REMEDI
it was $67 billion. So it doesn’t take a genius hospital, doctor or lab. and MediCom form an out-and-out campaign
in math to figure out the cost of staying Then REMEDI is the instrument for against out of control costs.
healthy is enough to make us all sick. change. We show you how to install specially And we know our programs work. We've
That's why at Connecticut General, designed benefit plans to save everyone already saved our clients millions of dollars.
we've done more than just talk about the time and money. So if your medical plan needs immediate
problem. We created MediCom®" and What's more, we teach your employees care, call your broker, a Connecticut General
REMEDI® Two programs that allow us to about second opinion surgery. And we show  representative or 1-800-554-3700. In Georgia
diagnose the ills of your health benefit plan  them why outpatient procedures and pre- call 1-800-323-1717 Op. 62.
and then come in and prescribe a cure. admission testing would be easier for them. Our emergency staff is waiting.

WE'LL PUT YOU ON THE ROAD TO RECOVERY.

Connecticut General Life Insurance Company
a CIGNA ccmpany
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HIGH LIMIT DISABILITY INSURANCE

Disability Income

Designed to protect the high income of in-
dividuals who need disability benefits in

' excess of what is normally available
through Group LTD or other individual

contracts.

- Up to $25,000.00 Per Month
30 to 365 Day Waiting Periods
* Up to 5 Years Benefit Period

.

= Annual or Multi Year Policies

Call Ted Dipple, Polly O'Leary
or Candy Hallett

617-938-9010

BO

Permanent Total Disability

Ideally suited to fund disability buyout
agreements for partnerships, closely held
corporations and other employment or
performance contract situations.

= Multi Million Dollar Limits Available
* Lump Sum Payments

+« 12-Month Qualification Period

* Own Occupation Definition
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lium,Domted
300 Unicom Par* Driue

Woburn, Massachusats 01801

PAID PRESCRIPTIONS

A SUBSIDIARY OF COMPUTER SCIENCES CORPORATION

:Good health' benefit ready

Continued from page 3

Ms. Gomes also will be available
throughout the year as a resource
person for Teamsters with special
questions or problems.

"l believe in prevention and this
new program deals with pre,en-
tive measures...\/We know that cer-
tain diseases can be prevented if
people watch their risk fact,rs,”

Ms. Gomes said.

This "good health" benefit was
announced in October and will be
kicked off with a family health fair
called "Health Stop 83" on March
20 at the Teamster Hall in Provi-
dence.

"We've always provided health
education, but this is the first time
we've structured a benefit like a
product that we could price and
sell,” said Walter Pickford, a

spokesman for Blue Cross/Blue
Shield of Rhode Island.

Benefit budgets arerising out ofsight.

If the prospect makes you uneasy, you'd better
start looking for a reliable anchor. PAID cost-
containment services. PAID brings your budget
back down to earth and keeps it there. It lets your
organization beat inflationary updrafts with
enhanced prescription drug, vision, and hearing

More than 55,000 providers nationwide

Visit PAID at Booth No. 16 at the RIMS Conference, April 25-29.

claims service. And PAID's nationwide provider
network is everywhere. Tie down ballooning bene-
fit costs for good. Ask your insurance company,
consultant, or broker about PAID. Write or call
PAID Prescriptions, P.O. Box 434, Paramus,
New Jersey 07652, (800) 631 -1679.

More than 500 families have al-
ready indicated they will attend
the afternoon fair, which will fea-
ture aerobics and biofeedback dem-
onstrations, blood-pressure screen-
ing, glaucoma testing and a number
of self-evaluation tests.

The booths at Health Stop 83 will
give Teamsters families a hands-on
experience to learn what can be
done to maintain their health, re-
duce the risk of illness, its costs and
consequences.

Instant education from the one-
day event, however, is not the goal
of the fair. The demonstrations and
tests are expected to stimulate an
ongoing desire for good health. Al-
most every
booth will have
sign-up sheets
for the classes
and workshops
that will be held
evenings and
weekends
throughout the
year at sites all 3

over the state.

To determine Mr. Hylek
those initial
classes, Ms. Gomes surveyed Team-
sters last fall. For the past several
months, she has also worked with
Teamsters volunteers at evening
gatherings to inform members
about the new benefits.

Since the good-health benefit
was announced (to the plaudits of
government and medical officials
throughout the state), several other
large Blue Cross/Blue Shield sub-
scribers have asked for a similar
program, but have been put off
until this one is tested and per-
fected, said Mr. Pickford.

The health education benefit will
cost the Teamsters at least $50,000
this year in premiums. How much
will it save?

"We're not working on sav-
ing...we're sowing seeds for a ben-
efit change; we hope in a period of
years it will lessen (health care)
costs," Mr. Pickford said. "This is

not a quick fix."
Health care costs will continue to

rise nationwide because of technol-
ogy and inflation. "What we're at-
tempting to do is moderate one
(area) of health care costs," he said.
And that area is utilization.

The good-health benefit, be-
lieved to be the only one under-
written by a health coverage pro-
vider, is expected to become a pro-
totype benefit throughout the East-
ern Seaboard, where innovative
health programs are a way of life.

This educational program fol-
lows the road of success frequently
traveled by the Teamsters local and
BC/BS of Rhode Island, which
linked up in 1954.

Over the years, by using invested
funds, the union has been able to
expand and build its health care
coverage so that members have
virtually inexhaustible hospital
benefits (730 days of fully paid
semiprivate hospital care) in addi-
tion to $1 million major medical
coverage with no deductibles and
80%-20% coinsurance for the first
$2,000. When bills pass the $2,000
mark, the plan picks up 100% of
costs.

"When 1980 arrived, our finan-
cial position was such that we were
able to give benefits that far exceed
any benefits in the United States,”
said trustee Samuel Mall£in, presi-
dent of Samuel's Enterprises in
Providence.

"But the trustees felt that unlim-
ited care was not enough,” said
John O'Connor, vp of marketing
for BC/BS. "The trustees were
watching, asking if there was a way
we could do more to further blunt
health care costs," he said, explain-
ing how the good-health benefit
was conceived.

Going back to BC/BS was a natu-
ral step for the trustees who had

Continued on page 16
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Controlling health care costs
is a priority for business and
industry today

But before you can take meaningful

steps in controlling these costs, it's im-
portant to know where you stand and

how your health care claims experience

compares with established norms.
Metropolitan is responding to this

needfor in»mation in unprecedentedfash-

ion. We recently announced our agree-
ment to acquire the assets ofCorporate
Health Strategies, Inc. (CHS)-the con-
sulting firm that has made important

breakthroughs in developing
medically sound methods for
sophisticated statistical-analysis ofpri-
vate sector group health claims data,
using Diagnosis Related Group(DRG)
technology.

CHS is just one ofmany things
happening now atMetropolitan that
make us an important source ofinfor-
mation and action foreffective health
care resource and cost management.
It's the kind ofdramatic step in the
right direction that our policyholders
expect from us.

Metropolitan

Insurance ICompanies

Group Life/Health Insurance

METROPOLITAN REALLY STAN[IS BY YOU.

©1983 Metropolitan Life Insurance Company, New York, New York
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{INTERNATIONAL ACCIDENT FACILITIES, INC.

UNDERWRITERS OF SPECIAL RISK ACCIDENT INSURANCE
FOR GROUPS & INDIVIDUALS
We are pleased to announce the appointment of
Mr. Philip W. Carpenter, Vice President

Mr. Carpenterbringsto us 21 years of experience in underwrit-
ing, production and marketing of Group and Individual, Spe-
cial Risk Accident and Health Insurance. . .including 15 years
with a major International Brokerage firm as Vice-President,
Life and Accident & Health, for New England. The addition of
Mr. Carpenter thus reinforces our commitment, and strength-
ens our ability, to serve the requirements of agents and brok-
ers throughout the United States and Canada.
Home Office
15 Broad Street, Boston, MA 02109 Tel. 617-742-6660
Telex 94-0241
Branch Offices
Suite 4-H, 3300 Northeast Expressway, Atlanta, GA 30341
Tel. 404-452-1311
Suite 170, 8204 Elmbrook Drive, Dallas, Texas 75247
Tel. 214-634-1861

Cost containment stressed

Continued from page 14
worked hand-in-hand with the
health association Yor many years
in pioneering cost-containment
Through Blue Cross/Blue Shield
discounts, prospective reimburse-
ment programs and other built-in
cost-containment procedures like
utilization review and coordination
of benefits, Mr. Hylek of the Team-
sters estimated the union's health
plan saved $1.3 million last year.
"All of our programs are cost-
conscious," said Rhode Island
BC/BS President Douglas J. Mclin-

tosh.

But he stresses that BC/BS of
Rhode Island does not believe in
containing costs simply by passing
them back to the consumer.

That's avoiding the problem, not
solving it, he says.
Blue Cross/Blue Shield programs

ERISCO... THE BEAUTY IS IN THE DETAIL.

In these days of mounting recordkeeping and health
claims costs, companies are taking a closer look at their
benefits systems. In a time when benefits managers are
looking for long-range results, Erisco has the answers.
That is why over 400 companies, including many Fortune
500 corporations, choose Erisco's ImpleFacts and
ClalmFacts systems for their recordkeeping and on-line
health claims programs. They found the beauty of what
Erisco offers is in the detail.

Detail in ClaimFacts, the on-line health claims proc-
essing system, offering automatic eligibility verification,
automatic adjudication, COB, correspondence and
payment for Corporations, Insurance Carriers, Blue
Cross/Blue Shield plans, Third Party Administrators and
Taft Hartley plans. Detail featuring user-oriented and
easy to use displays, complete financial control and
meaningful cost containment of health reporting benefit

401 (K) salary reduction plans

Erisco's Data Center.

that the beauty is in the detail!

Learn about the beauty in
the details of ImpleFacts

and ClalmFacts. Send today
for "ImpleFacts Record-
keeping" and/or "ClalmFacts
Health Claims Processing”
Information Package.

ERISCO, INC.

/Zoil

ERISCO

Att: Wagne J. Ferrenting, Sr. V.R
170

Broadway, New York, NY 10019

expenditures. Detail in ImpleFacts, the deferred benefits
recordkeeping system offering video display terminals,
faster payouts, eligibility monitoring, activity monitoring
and special feature support for Thrift/Savings, Profit
Sharing, TRASOP, ESOP, Stock Option, IRAs and

for Corporations, Banks,
Insurance Carriers and Consultants.

Erisco offers other details like current and future
planning requirements before any system is installed,
thorough training on all aspects of systems usage
before, during and after the implementation stage, and
ongoing customer service. Both systems are available
for lease, purchase, or service which is provided at

That's why so many companies agree with Erisco

Yes, | want to know abolt The Beauty in The Detail of

| 0 Send me free info package on ImpleFacts
| O Send me free info package on ClaimFacts

Name/Company

ClaimFacts Erisco Inc.

ImpleFacts

Addriqq

For Your Benefit

1700 BROADWAY, NEW YORK, NY 10019, (212) 247-2444

A Thomas National Group Subsidiary C
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try to get right down to the cost of
care-the way it's provided and
utilized, Mr. Mcintosh said.

Nine years ago, the association
began its prospective reimburse-
ment program. The association sits
down with all Rhode Island hospi-
tals annually to negotiate how
much hospital costs will increase

overall "to cap it and manage it,"
Mr. Mcintosh

said.

Since the pro—

fr%mn'S i*C eup ,2:*

Shield believes
there has been
an accumulative |
savings to the —
community in - A’l
excess of $120 Mr. Mcintosh
million, com-

pared with national average cost
Nncreases.

Last year, there was a savings of
$5.5 million to Blue Cross/Blue
Shield subscribers, but because the
negotiated hospital costs also apply
to non-subscribers, the statewide
savings were estimated at more
than $18 million, said Lawrence A.
Ross, administrative assistant, Blue
Cross/Blue Shield.

Because of this prospective reim-
bursement program, hospital costs
in Rhode Island have been less
than the national average.

Same-day surgery programs,
pre-admission testing and home
health care are other cost-contain-
ment programs that Blue
Cross/Blue Shield expects to result
in a $60.5 million cost
savings/avoidance for fiscal 1982,
on claims in excess of $259 million.

But to achieve such savings, it
took several years of internal and
external education and a workable
relationship with subscribers and
providers.

Display racks with brief bro-
chures about the various alterna-
tive cost-savings programs are set
up in the hospitals. "That's educat-
ing our subscribers at the time of
utilization,” Mr. Pickford said.

Health care alternatives (such as
home health care and same-day
surgery) are explained to subscrib-
ers when they join the plan, but are
often forgotten until needed, Mr.
Pickford.

These alternatives are part of
every basic Rhode Island BC/BS
contract and account for more than
$3.4 million in estimated savings
during the past year.

The alternatives drive people out
of hospitals and drive costs down,
Mr. Mcintosh said.

Reasonable and customary
charges, still being used by physi-
cians throughout the country, were
abandoned in 1976 by Blue
Cross/Blue Shield of Rhode Island
and replaced with a capping pro-
gram worked out with physicians
which is similar to the hospital pro-
spective reimbursement program.

About 90% of the physicians in
the state have agreed to the charges
set out in the program.

Working with the hospitals and
physicians is what really has
worked for the association. For ex-
ample, Blue Cross/Blue Shield, the
Rhode Island Medical Society and
the Hospital Assn. of Rhode Island
have explored health care alterna-
tives together since 1974, looking
for efficiency and cost-effective-

Building on that relationship,
Blue Cross/Blue Shield approached
the medical society last year with a
list of procedures that could be
done on an ambulatory basis.

"It was on their initiative that we
studied the list and made an ap-
proval,"” said Norman A. Baxter,
executive director of the medical
society.

"And | don't think that's unique,
but (rather) an illustration of how
we work withh therm . i
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Worcester firms ask Blues to help control costs

Continued from page 3
ployee in 1972-a 428% increase.

That was the genesis to "get into
this thing (the health care cost-con-
tainment issue)," according to Mr.
Robertson.

After talking with consultants
about various strategies for eurbing
the rising costs, plan redesign came
out at the top of the list. And, the

company took its concern to Blue
Cross & Blue Shield.

At about the same time, another
business in the coalition-Norton
Co. with about 4,000 employees-
approached the Blues with the
same challenge: Impact health care
costs without cost shifting or sacri-
ficing quality care.

The result is a comprehensive
BC/BS plan called Master Health,
that went into effect Jan. 1 at both
Morgan and Norton.

The concept is expected to be in-

CAN YOU GET
A MEDICAL OPINION
ON EACH CLAIM
FROM YOUR INSURER?

With IE&Eyou can! Wearetheonlyclairnsadministra-
tor in the country to offer claims-based hospital utili-
zation review by medical professionals.

EXECUTIVE & EMPLOYEE
BENEFIT PLANS, INC.

Pioneers in our field, yesterday and today.

For information in cities not listed

call C. J.Wintersteller nt
(614) 486-7188.

Atlanta: E. A. Hightower (404) 256-2900
Orlando: Paul Holderbaum (305) 849-6020

Columbus. C. J. Wintersteller (614) 486-7188
Cincinnati: L. S. McCrosky (513) 772-0700

Cleveland: Joseph Kral (216) 886-6800
Dallas: J. M. Bransford (214) 221-2584

troduced in otter Wcrcester com-
pdnies this summer, according to
Fay Donohue-Rolfe, director of the
BC/BS Worcester regional office.

A decrease in hospizalization uti-
lization is a chief goal of the plan.

"It's hard to measure a goal, but
1'11 be upset if we dc, rot have a 20%
reduction in bed days," said Mor-
gan's Mr. Robertsor..

The new medical plan is a man-..

aged care program featuring man-
datory secend surgical opinion,
pre-admission review, concurrent
review and discharge planning.

Blue Cross & Blue Shield have
oeen involved with cost-contain-
ment activities. like utilization re-
view and emp-oyee education, for
years. But this package was differ-
ent.

"l never aw; all four done at
once, with input of the subscriber
business," Ms. Donohue-Rolie said.

Under the plan, all admissions to
Massachusests hospitals for non-
emergency or non-maternity care
must be reviewed by BC/BS before
the patient enters the hospital.

The purpose of this pre-admis-
sion review is bo eliminate unneces-
sary hosphalization and increase
the use of cutpatient service when-
ever possible, Ms. Conohue-Rolfe

said.

BC/BS guarantees an answer to
this review withir 48 hours in the
form of a letter to the doctor, hospi-
tal and patient, she said.

If the admission is approved and
the employee enters a hospital, the
concurrent review process takes
over, and the Blues stay in contact
with the hospital ti check length of
stay and appropriate use of hospi-
talization.

The hospital wilization review
coordinater and physician deter-
mine when a hoskEital stay will end
and if care will be ccntinued in an-
other heal* facil: ty. like a skilled
nursing care center. After this dis-
charge planning is completed. no
further benefits w.11 be paid by

PRINCIPLES OF PETROLEUM INSURANCE

is the essential primer for all newcomers

to oil & gas risk management.

Special Features

« Fully guaranteed methods of reducing
premiums while upgrading your coverages.

* Point-by-point study of the fundamental

risk management skills you need to
adequately protect your property, people,

.and future.

investments. .

+ Experienced faculty from one of the world's

L _

largest risk management consulting firms.

+ Customized hands-on review of your own
policies, procedures and problems.

Expanded Seminar Schedule:

April 25-26 April 28-29
San Francisco Los Angeles

May 9-10 May 16-17
Houston New Orleans
June 2-3 June 9-10
Denver

Oklahoma City

May 2-3
San Antonio

May 26-27

Dallas

Call for detailed brochure today.
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'It's hard to measure a goal, but 1'11 be
upset if we do not have a 20%

reduction in bed days after
implementing the Master Health plan,
says Gavin D. Robertson, vp of
Morgan Construction Co.

of Worcester.

BC/BS if the patient decides to s-ay
in the hospital.

The mandatory second surgical
opinion requirement applies to
seven surgical procedures that
studies have shown are often not
necessary, Ms. Donohue-Rolfe said.
The procedures are hysterectomies,
removal of gall bladders, knee sur-
geries, removal of hemorrhoids,
hernia repairs, removal of tonsils
and adenoids and dilation and
curettage

All costs associated with obtain-
ing a second, or even a third, surgi-
cal opinion are covered in full.

But, the Blues will pay none of
the cost of these seven procedures
unless the patient obtained a sec-
ond opinion.

Communication to the employ-
ees, as well as to medical care pro-
viders, was the key to making the
plan work, Ms. Donohue-Rolfe
said.

"It was important that they, the
employees) knew if they didn't get
a second opinion, there wouldn't be
any benefits," she said.

This communication process
started at Morgan last April, Mr.
Robertson said. In a company
newsletter, he explained that 1982
health care costs were $900 000
above the 1981 figures. "Wouldn't it
be nice if that went into profit
sharing?" Mr. Robertson asked.

Employees were told atout
things they could do to hold diwn
the costs, like asking the hospital or
their doctor about charges they
don't understand and questioning
items on hospital bills.

The next step was to explain the
new plan at face-to-face meetings.

"We saw all of our 750 employees
in one day,"” Mr. Robertson said,
noting the day started at 7:30 a.m.
and concluded at 11 p.m.

Hourlong meetings of 25 to 30
employees were held simultan-
eously at the company's two .oca-
tions in Worcester.

The cost of the meetings, which
were held on company time, was
not computed, but Mr. Robertson

said that communication of the

new plan was integral to its SU::Cess
and had to be done well.

"When you develop a plan like
this, you have to be ready for a lot
of work in terms of education,-' Ms.
Donohue-Rolfe said.

BC/BS put together booklets,
slides and posters for the communi-
cation effort, while Morgan pub-
lished items in the in-house Fubli-
cations and wrote the script-"a
carefully worded script," according
to Mr. Robertson.

Employees had to understand
that the new plan was not cheap;
there still was quality care, he said.

"As in any plan, there were
changes, and changes tend to be
suspect But we presented it in the
best light," Mr. Robertson said.

There were a few take-aways in
the plan, but much more was
added, he noted. For instance. doc-
tor's office visits are now paid in
full and benefits have been added
for skilled nursing, visiting nursing
and hospice care.

Another reason Morgan employ-
des had to know the details of the

new plan was because they had the
choice between it or one of two

health maintenance organization

5
Mr. Robertson

options.

The HMOs were introduced in
1980 when Morgan decided to
freeze its share of health care pre-
miums at 90%. Because the premi-
ums for BC/BS coverage exceed
the premiums for HMO care, Mor-
gan employees who choose HMO
coverage pay nothing toward the
premium.

Since 1980, there has been a
gradual exodus by employees from
the old Blue Cross & Blue Shield
plan to one of the HMOs, Mr. Rob-
ertson said. Abcut 60% of the em-
ployees still have coverage from
the Blues, while the remainder are
split between the two HMOs.

The HMOs "pretty much cover
everything in full," Mr. Robertson
said, noting there is a co-payment
of $2 per office visit for one HMO
and $3 for the other.

Employees who belong to the
BC/BS plan pay $21 per month for
family coverage ($7.60 per month
for an individual), with a $100 de-
ductible per person. "I'm a strong
believer of employees paying some-
thing,” Mr. Robertson said.

He's also a believer in competi-
tion and is excited that this new
cost-containment plan may even-
tually reduce the cost of the Blues
coverage, making it more competi-
tive with the HMOs.

To continue this impact, a couple
of preferred provider organizations
probably will be introduced by the
end of the year, Mr. Robertson said.

"I'm married to nobody. | want
good coverage for our employees,
with good claims handling,” he
noted.

The initial feedback to the Mas-

ter Health plan has been good, ac-
cording to Ms. Donohue-Rolfe.

-The second opinion sur-
gery. . .they liked it. They said 'I'm
not questioning my doctor, it's Blue
Cross and Morgan.™ A voluntary
second surgical opinion program
instituted earlier did not work be-
cause the employees felt awkward
challenging their doctors.

"And people love getting a re-
view and then knowing 'It's OK,
I'm going to get covered,"™ Ms.
Donohue-Rolfe said.

"These were spinoffs we didn't
anticipate,” she said, adding that
there was some concern among the
physicians about the mandatory
second opinion, but it wasn't revo-
lutionary.

"Everybody's been working to-
gether," she said. "We all tend to
underestimate employees, but they
know all about costs, they know
something has to be done." The
Master Health plan-which didn't
really change benefits, but only the
way they are managed-is "good
health," according to Ms. Donohue-
Rolfe.

"We try to participate in as many
forms (of cost containment) as we
can, to put our position out to try to
influence the direction of health
systems," said Leon S. White, assis-
tant vp of health care administra-
tion for Blue Cross of Massachu-
setts.

Matching resources with needs
has been a BC/BS philosophy since
the early 19705, Mr. White said,
"but now it's being more aggressi-
vely pursued.™ =
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weve been at the head of the class
foroverso years.

When there are questions about group We provide the best service possible.

, T And we're backed by a company with
fe, health, or disabilty insurance, people  tggources of over 14 billon dollars of ife
like to call on us. Because we've been

o . i in force.
providing the right answers for more than "oty oo oro

. . Washington National. When it comes
half a century. In fact, Washington National o e

was a pioneer in the Group field back in the ?u'rzse%fg groups, we're in a class by
1920's. So we've become specialists in If you'd like more information, call the
insuring groups with plans as unique as the Group Agency Department, 312/866-3410
individuals in them. ' '

The Group Agency Department of
Washington Nationalis a select team

VWashington
of highly trained professionals with the national
sensitivity and expertise to meet the INSURANCE COMPANY
specific needs of your business.

EVANSTON, II-UNOIS 60201

An Equal Opportunity Employer



In business generally, it's tough to succeed

unless you take risks. And nowhere is that more
true than in the energy business.

We understand the energy industry and that
risk is a necessary part of the business. We also
understand that it's our business to take those
risks. At AHA, we've been involved in insuring
the energy industry and taking those risks
abroad since 1918. And now, through AFIA's
Global capabilities, we can include, in one pro-
gram, your energy exposures in North America
with those overseas.

We spend a lot of energy helping companies
take some of the uncertainty out of finding and
producing energy. We're involved in insuring
virtually every aspect of the energy industry both
offshore and on land.

Take, for example, mobile offshore drilling
units and fixed platforms. We're insuring con-
struction, towing, installation and operation,
induding such exposures as control of well,
seepage and pollution and cost of re-drill.

And we're doing more. We can insure
pipelines, refineries, petrochemical and fertilizer
plants, geothermal and hydroelectric plants,

gasification and liquefaction plants, solar power
generating units and windmills, to name but
a few.

Our underwriters and engineers have the
experience, knowledge and expertise to help you
whatever your energy needs are. And when your
needs are unusual-when it would be easy to say
no-we'll try to find a way to say yes. We-11 look
for a way to help.

That philosophy reflects the aggressive,
young-thinking attitude characteristic of the new
AHA. And it's combined with the stable, hard-
working, diligent attitude AFIA has always had.

Get in touch with AHA. We have no trouble
finding the energy to help you when you're
searching for the energy to help everyone else.

AFIA

VWORLDWIDE INSURANCE

Theolderweget
theyounger we think.

AHA Worldwide Insurance, 110 William Street, New York, NY 10038, Atlanta, Boston, Chicago, Cleveland, Dallas, Houston, Los Angeles,
Miami, Minneapolis, San Francisco, Seattle, Washington, D.C. and 230 other cities around the world.
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spotlight report

Blues' cost-control claims stir debate

By CAROL CAIN Despite this fact, it was a leader in Now, buyers
many areas of cost coitainmert, want flans with
Are the 100 Blue Cross and Blue they say cost-centain-

Shield plans leaders in health care "The whole subject of cost con- ment featres
cost containment or reluctant fol- tainment evolved, said Walter and fleibility,
lowers9 McNerney, who was Fres.dent of said Lawrence
Blue Cross & Blue Shield Assn, the association for 20 years until his Morris, BC/BS
the national association that acts as resignation in 1981 He now iS con- senior vp of pro-
a coordinating agency for the IOC sulting and helping develop inro- fessional and
individual plans, says it isa leader vative celivery systems and work- provider affairs
And some of its clients enthusiasti- ing witn industries :0 help make "We have now
cally back up this claim (see stories them better buyers of health care injected fler, to

- raa and flexible financing It also provisions in a health care plan

1&1 allows for flexible approaches to h- help contain costs
miting employees' out-of-pocket The Metamatrix System is only
costs. one of BC/BS' latest efforts in a
All the local plans are committed long line of cost containment ex-
to this new program, Mr Morris perimentation, its officials stress
said, but will apply it differently, de- "We've done more in experi-
pending on local businesses' needs menting in the
BC/BS often has been criticized area of cost con-
for its lack of deductibles and coin- tainment than

Mr. Morris si.ranee provisions that cost-con- anyone,"” said .

tainment advocates say make con- Mr Hollander

on page 3) benefits be responsige to a variety of de- sumers more aware of health care Since the 1960s, &8 -.A

But critics, health care providers "As demands became (greater), mands." Mr Morris said

as well as consumers, say BC/BS 18 the Blues tended :O identify mere Specifical-y, BC/BS developed a popped up more often in local been experl-

a follower that must be pressured with tte buyers Mr McNerney Metamatrix System 18 months a% o BC/BS plans in recent years and menting with
a

into introducing Innovative plans said "There's no question that any -a comprenensive program
BC/BS officials, however, sai major nstituticn must serve the coversust about an/thing imagin- program View, contrac-
the association has not dragged ItS buyers' prejudices an* in fact, :he able," Mr. Morris said

costs But these provisions have Blue Cross has

t are now part of the Metamatrix utilization re-

Mr. Holland
owever, Neil Hollander, BC/BS tural relation- r- Hoflander

feet on cost containment but rather buyers were more ccneerned abiut The system allows buyers a executive director of health care ships with providers and pre-ad-

was responding to what buyers purchasing gooc, nigh-quality care choice in services, size of ded ict- services, is quick to point out there mission testing It was also a plo-
wanted during particular periods in those (early) years ibles and coinsurance provisions is no evidence yet that coinsurance neer in hospice care for the termi-

nally 111

Individual Blue Cross and Blue
Shield plans in western Pennsylva-
nia and Ohio instituted the concept

of utilization review in the 1960s,
Mr Hollander said

Second-opinion surgery, ambula-

tory surgery and workplace screen-

ing for hypertension are other
areas where Blue Cross and Blue

Shield took the lead, Mr MeNerney

PARTNERS IN PROTECTING AND MOTIVATING =

They are still part of the cost-

YOUR GREATEST RESOURCE-YOUR EMPLOYEEI bttt i

with newer ideas like a medical ne-

. . ) . - cessity program and "good health"
With employee benefits and and death benefits as well as effectively we suggest a feasibility education programs.
incentive-compensation'plans tax-Qua'ified retirement and study Please ca,7 your nearest The medical necessity program,
averaging more -han 40 percent employee-ccmpensation plans Fred S James office or write to starting m some local plans as early
of payroll many companies are ,n addition, we continually James Benefits National Office, as 1976, was developed with the
seeking specialized help in monitor the social, economic, 2614 South 1935 West, Salt Lake help of medical educators and prac-
designing, funding and adminis- and legal changes in health-care City, Utah 84119 btioners to identify a list of medical
tering their programs and industry organizations Thus, and surgical procedures that con-
James ts here to help you we can advise vou of the latest

with all these services and more developments n the benefit and

' tribute to the cost of health care,
a I I l e S but in many instances do not make

Because this field, which utilizes corrpensation fields and better ‘RED S JAMES & GO, ING parallel contributions to the quality
both insurance and self-insur- serve your changing needs YOUR PARTNERS of care Almost all of the.1 0O local
ance, is so complex, James has To help Vou decide how to IN RISK MANAGEMENT Blue:‘.,ross and B'”S fh'e";_P'a”S
set up a specialized team -or manage your benefits and corn- 1,8 mibs, Nolnal Assoutc:,04 31 Iniclontie Biden use this program and have discon-
. - . tinued payment on 85 procedures

all forms of health, disability pensation plans more cost- .
listed as outmoded or of unproven
/ 3 .Ir -hl value, unless there is justification

- from a physician

= New cost-containment measures
are introduced almost annually by
CED .= . BC/BS which says none of ItS ef-
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forts were total failures
N fC D "Some were more stubborn to
et " implement, but none didn't work,"

Mr McNerney said

" Alternative delivery systems,
ocp hke health maintenance organiza-
tions, are among recent cost-con-
dJ ﬁlt! tainment efforts that have been
hard to implement "Some markets

are Just not ready," Mr. MeNerney
said.

‘4 O

* HMOs have more of a tradition
L" 21 > | "7 on the West Coast than on the East
. , L
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Coast, Mr Hollander said "And,
that makes them more salable on
the West "
- Forty-eight Blue Cross and Blue
I J - o Shield plans, however, are operat-
1.0 . ing or providing services to 79
HMOs, enrolling more than 1 mil-
lion subscribers
Different plans in different areas
—o of the country providing different
benefits is the strength of the asso-
ciation, its officials say
"The Blue Cross and Blue Shield

-sA

<+ i

ej

strategy is to tailor the programs to
meet the needs of the local en-

x_* vironment," Mr. Hollander said

But having different plans some-
times makes it difficult for benefit
managers with plants in different
locales And buyers' opinions of
BC/BS differ according to which
plan they are dealing with

"Each unit within the state is as
different as night and day," said
Frank Morgan, vp of human re-
sources for Berol Corp in Danbury,
Conn "Some are good and some
are bad "

A frequent complaint is that the
BC/BS plans are not responsive to
change or the need for cost con-

tainment

Continued on page 24
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Blues, critics debate cost-control claims

Continued from page 22

"We tried to have them write our health incentive
plan (BIl, Nov. 15, 1982), but they didn't want to...,"
said Mr. Morgan. "Maybe it was too new, too inno-
vative; maybe too much work."

On the West Coast, the Los Angeles Department
of Water and Power had med:cal care ccverage
through Blue Cross until 1979, when it became self-
insured.

"Rates increased tremedously and services de-
creased," a manager there said. "There was no cost
containment; they paid anything across the desk."

Competitors of BC/BS question if it is doing a bet-
ter cost-control job and if it really is a trailblazer.

"Everybody says they do cost containment," said
Tom O'Hare, director of health care management
programs for the Health Insurance Assn. of
America, a trade association that represents the in-
terests of 338 commercial health insurance com-
panies. "Everybody does, but in varying degrees.
(The Blues) are no different from anything any of
our companies offer," he said.

For instance, Prudential Insurance Co. in New-
ark, N.J.,has zeroed in on six areas of cost contain-
ment: second surgical opinions, pre-admission re-
view, home health care, a hospital audit program,
hospice care and mental health quality assurance.

Connecticut General Life Insurance Co. of New
York, a unit of CIGNA, has similar cost-contain-
ment activities, including benefit plan reviews, em-
ployer-employee education, second-opinion surgery,
hospital utilization review, the combination of ana-
lytical expertise with data processing systems and
the technical support to business coalitions.

"(The Blues) traditionally have been wedded to
hospital and service contracts and are somewhat
slow in innovating outside of hospital care because
of their hospital alignment," Mr. O'Hare said.

"They're far from trend-setters. . .only a step
ahead of Medicare and Medicaid in terms of its gov-
ernment orientation,” another critic said.

"We find the Blues are not interested in anything
but maintaining their market; and in the long run,
that's detrimental,"” Mr. (YHare said.

BC/BS covers almost half

the nation's population

Blue Cross & Blue Shield Assn. is
the largest and oldest provider of
group medical benefits.

It has secured 35% of the group
and individual health care insur-
ante market with its 100 local
plans, serving more than 102 mil-
lion people in the United States-
almost 50% of the population.

Of those, about 85 miillion are
regular Blue Cross and/or Blue
Shield plan subscribers, which in-
clude persons in the Federal Em-
ployees Health Benefits Program.

The other 17 million are served
by Blue Cross & Blue Shield
through Medicare and military de-
pendents programs.

In 1981, BC/BS paid out more
than $60 billion for more than 404

million claims.

WHERE IS GREENWOOD, INDIANA?

The Leading Agents, Brokers and Administrators Know!

Why? Because of our diverse, competitive and expanding portfolio of

products and services.

IEMPLOYEE BENEFITS DIVISION

Aggregate Stop Loss/Specific Stop Loss/ Group Life & AD&D

ISPECIAL RISKS DIVISION

Personal Accident & Sickness/Substandard Disability/

Catastrophic Disability

IIREINSURANCE INTERMEDIARY FACILITIES

Branch Locations: Philadelphia, PA /

Washington, D.C./ Cincinnati, OH /

Beverly Hills, CA / London, England /
St. Petersburg, FL / Waterloo, |IA

Automatic/Facultative

BROUGHER AGENCY, INC.

Lloyd's, London, Correspondent

P.O. Box BAI

Greenwood, Indiana 46142
(317) 535-8212/TWX 8102602230

Blue Cross and Blue Shield be-
came a joint corporation-Blue
Cross & Blue Shield Assn.-in 1982,
after operating under one manage-
ment since 1978. Before that, each
association operated separately.

Blue Cross & Blue Shield Assn. is
best described as the coordinating
agency for the 100 individual plans.
It is not quite an operating organi-
zation, nor is it a trade association.

"There's certain things we want
them (local plans) to do in the same
way.. .but we don't want to try to
impose a single set of ideas for all
environments," said Lawrence
Morris, BC/BS senior vp of profes-
sional and provider affairs.

The 100 Blue Cross and Blue
Shield plans are individual non-
profit organizations that operate,
almost in all cases, under special
state regulating legislation. This
non-profit standing is the main dif-
ference between Blue Cross and
Blue Shield plans and other insur-
ance companies.

Another difference is that most
Blue Cross and Blue Shield plans,
unlike commercial insurance com-
panies, have contracts with hospi-
tals and doctors. Because of these
contracts, participating hospitals
will admit a Blue Cross plan sub-
scriber without a deposit or other
financial assurance. The provider
usually bills the Blue Cross and/or
Blue Shield plan directly. For this
reason, they often are described as
prepaid plans.

The concept behind Blue Cross
can be traced back to Dallas in
1929. At that time, Justin Ford
Kimball, executive vp of Baylor
University, and a group of school
teachers worked out an agreement
with the university hospital.

For 50 cents a month, the 1,356
teachers were guaranteed 21 days
of hospital care.

Other groups of Dallas employ-
ees joined the plan, and the idea
spread to other parts of the country
shortly thereafter, with each local-
ity adding its own refinements.

Each plan enlisted a single hospi-
tal to serve its members, but by
1932, the plans included several
hospitals to give subscribers a
choice.

The blue cross was first used as a

symbol in 1933 by E.A. VanSteen-
wyk, the first executive of the Hos-
pital Service Assn. of St. Paul.,
Minn., one of these service groups.
He used the cross on stationery and
printed material to identify the
program.

That symbol was officially
adopted six years later and was re-
vised in 1972 when the name and
mark were transferred from the
American Hospital Assn. to the
Blue Cross Assn.

The accurate beginning of the
Blue Shield concept is not as easy to
trace. Some historians say it has its
roots in county medical prepay-
ment bureaus, which came into ex-
istence shortly before the turn of
the century in the Northwest.
Others say it dates much further
back.

The first Blue Shield-type plan
began in 1939 in California as Cali-
fornia Physicians' Service. It pro-
vided physicians' services to em-
ployee group members who earned
less than $3,000 annually.

The Blue Shield name and sym-
bol were first used in Buffalo, N.Y.
The name and symbol were regis-
tered officially in 1951 for Blue
Shield plans.

Throughout the years, many
Blue Cross and Blue Shield plans
began to work together, and often
were said in the same breath.

Of the 100 plans in existence
today, there are 67 Blue Cross plans
and 68 Blue Shield plans; some op-
eratejointly as a single plan. a
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Like A Hawk!

Everyone is talking about
.., containing today's skyrocketing hospital expenses.

Self Insurers Benefit Services' HAVWK
2 is doinmng scrmiethimg about it.

HAWK is a hospital audit service usir.g trained registered
nurses who are skilled in hospital staff work.
They know when to pay a bill and when to question.

Whether you are insured or self-insured-whether you administer your
own health care program or purchase such a service from others-learn how rhe
HAWK can help cut your hospital costs.
For further information contact C. Kenneth Frantz, President, Self Insurers Benefit
Services at (312) 692-7020. Or write Ken at:
SELF INSURERS BENEFIT SERVICES

222 South Prospect, Park Ridge, 'L 60068

a Rful hist. mnce Group rompaV

Benefit tax plan
would cool costs,

Its architect says

The tax-free status of group
health insurance benefits is adding
fuel to the roaring fires of medical
care inflation, the Reagan adminis-
tration says.

To help snuff that inflation, the
administration has offered a con-
troversial proposal to tax em-
ployer-provided health insurance
contributions that exceed $340 a
year for individual coverage and
$2,100 for family coverage.

The major architect of the health
care tax proposal is Dr. Robert
Rubin, assistant secretary for plan-
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ning and evaluation at the De-
partment of Health and
Human Services.

Business Insurance inter-
viewed Dr. Rubin to find out
how and why he thinks a
health benefit tax would work,
as well as to ask his views on
what he believes employers
and insurers can do to control
health care costs.

Dr. Rubin, who has been an
HHS assistant secretary since
June 1981, is responsible for
developing the department's
legislative program and other
major initiatives. He also over-
sees research activities.

He previously was an associ-
ate professor of medicine and
assistant dean for government

affairs at the Tufts University
School of Medicine.

Business Insurance: In
1982, health care costs, accord-
ing to the Bureau of Labor
Statistics, rose almost three
times as much as the Con-
sumer Price Index. In previous
years, health care costs also in-

creased substantially more
than the CPI. What are some

of the reasons that this trend
has continued?

Dr. Rubin: Predominantly,
both consumers and providers
view health care as free. They
do not view price as an impor-
tant variable in the medical
marketplace. When people
think they are getting goods
and services at no cost, they

tend to consume or provide
more of it.

Bl: How would a health care
tax change that trend? How
would it cool medical care in-
flation?

Dr. Rubin: We know insur-
ance has hidden the cost of
health care in general and hos-
pital care in particular. For ex-
ample, in 1950, the cost of a
day in the hospital was $15 a
day, while in 1980 it was $245 a
day. When one factors in in-
flation and uses constant dol-
lars, then the average (daily)
cost in 1950 was $22 and the
average cost in 1980 was $99 a
day. That is a 450% increase in
30 years.

As a result of the broad and
rapid growth of comprehen-
sive insurance, out-of-pocket
expenditures for the consumer
went down from 30% (or $7) to
10% (or $10), roughly speakly.

As hospital costs were in-
creasing 450%, the consumer
saw roughly a 30% increase in
out-of-pocket expenditures.
This has been a trend that has
been mirrored in other areas
of the health care market-
place.

The tax-cap proposal, by
putting a limit on the amount
of tax-free insurance that an
employer could provide an
employee, would make the
employee cost-conscious in the
sense of wanting to purchase
an insurance policy that fell
under the tax cap.

In summary, what it would
do would be to reintroduce
price as a variable in the con-
sumer's part of the equation in
terms of purchasing health

Bl: Under the administra-
tion's proposal, an employer's
annual health care contribu-
tion that exceeds $840 for indi-

Continued on facing page
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vidual coverage and $2,100 for
family coverage would be tax-
able income to the employee.
How did you derive those fig-
ures? Why a cap at those
levels?

Dr. Rubin: We believe that
is a level that impacts only a
third of the people with em-
ployment-based health insur-
ance. Yet, it is a level that one
could reasonably across the
country purchase an adequate
level of health insurance bene-
fits. Initially, very few people
would be affected by the tax
cap, although clearly it would
be in the minds of all workers
that receive employment-
based health insurance. It
gives people an opportunity to
adapt to the changing situa-
tion.

Bl: Are there any particular
working groups that would de-
finitely be over the proposed
caps?

Dr. Rubin: Clearly, automo-
bile workers would be over
(the cap) by a substantial
amount. The latest informa-
tion that we have-it is diffi-
cult to get precise numbers-is
that their benefit average is
$300-plus a month.

Bl: The tax cap was in-
cluded in the Department of
Health and Human Services
budget, which was submitted
to Congress in late January.
Has the proposal been drafted
in legislative form?

Dr. Rubin. Yes.

Bl: Have you lined up a con-
gressional sponsor?

Dr. Rubin: No, not that | am
aware of at this time. But that
is not unusual given the time
sequence of where we are.

BIl: A few technical ques-
tions. . .What health care ser-
vices would be included in the
cap? Hospital and Medicare
care only? What about vision
and dental benefits? Short-
term or long-term disability
benefits?

Dr. Rubin: In general,
health benefits would be cov-
ered under the cap pretty
much as defined by Medicare.
Long-term disability would
not be covered. Generally, that
is included in a separate insur-
ance package.

Vision care would be cov-
ered under the cap as would
most probably dental care.
That is a detail that we need to
put the final judgment on.

Bl: So, a decision hasn't
been made yet on dental?

Dr. Rubin: Not a final deci-
sion.

Bl: Insurers argue that if
such a cap is imposed, the first
services to be cut will be pre-
ventive care.

As a result, insurers say,
this would lead to greater
health care cost inflation.
What is your response?

Dr. Rubin: | have not the
slightest idea why they would
make that kind of statement.
Logically, services that are
cost-effective would be the last
services that a company would
want to get rid of and/or an
employee would want to get
rid of. The name of the game is
to get the most bang for your
buck.

Consequentially, a service
that is cost-effective is one that
ought to be retained particu-
larly if it has a low marginal
cost. | would reject that hy-
pothesis. | also would under-
line that it is only a hypothesis
since it is unclear if anybody
that has cut back on benefits
has done these kinds of things.

A good example of how one
could restructure an insurance
program is provided by the Du
Pont Co. in Texas. They had
offered a traditional first-dol-

. 'Initially, very few people would be
affected by the tax cap, although

clearly it would be in the minds of all

A

lar, comprehensive, no-questions-
asked insurance coverage. Then,
they redesigned their benefit pack-
age to have some front-end coin-
surance and deductibles, but pro-
vided much stronger back-end or
catastrophic coverage than the cur-
rent plan had.

What was gratifying to me, and
what would fly in the face of what
some people would have you be-
lieve, is that 47% of the workers
chose the actuarially more correct,
better-designed plan in the first
vear.

My understanding is that in the

-0

workers that receive employment-
based insurance,' Dr. Rubin says.

second year of this program over
half of the workers have gone to
this program that emphasizes some
first-dollar cost sharing, but a
much-improved catastrophic pro-
gram.

That is the real-life trend that |
would expect to see happen across
the country rather than the doom
and gloom that is forecast by the
insurance companies.

BIl: Insurers also say that health
care costs vary considerably across
the country. As a result, a uniform
tax would be discriminatory
against those workers who are em-

business insurance, March 14, 1983 / 27

ployed in areas where health care
costs are the highest. What is your
response?

Dr. Rubin: The cost of living
also varies across the country. It
costs more to live in large urban
areas than small rural areas. It costs
more to live in a city like Boston
than a city like Washington.

I haven't noticed that the Inter-
nal Revenue Service allows one to
discount for living in those areas on
your income tax. What we are talk-
ing about here is tax policy. The tax
policy in this country has been his-
torically applied equally across the
board-north, south, east and west.
This administration has no inten-
tion of changing that policy.

BIl: Would this argument be true
for small employers who pay pro-
portionately more for health insur-
ance than large employers because
of greater administrative expenses?
As a result, employees at small
firms would be much more likely
to run up over the cap than work-

[ il |

ers employed at large firms. Is that
fair?

Dr. Rubin: There are two re-
sponses. First, companies having
fewer than 10 employees are less
likely to have health insurance
programs than large employers.

Secondly, those groups that do
have insurance tend to have very
adequate insurance whose costs
may not be as low as large national
employers, like General Motors. On
the other hand, there is nothing to
prevent brokers from bringing
these groups together and offering
them the buying power of a com-
bined, larger entity. That is an ex-
ample of American ingenuity
working.

It is clearly something that the
administration looks favorably
upon. Every employer will seek
ways to minimize their out-of-
pocket costs. | would think there
would be lots of people who would
offer new services, such as insur-

Continued on net page

.0 '26 / LA

1

Et' & EK' 1™

e .

£ 436

(15|

Lr. -0 -'L, (i «1-C itt

v, f2.43
1t

02

1014

14, (1 fiM 1 (AJ.1,- ,<VILUWZ (' 44 Jjititt” i1 (/t,<t,

61.0&44-

When it's just out of reach ... stretchl

Many insurance brokers offer adequate

solutions to riskmanagement problems.

But providing a commonplace solution isn't
the end in itself. The best answers take

perseverance and a willingness to stick your

neck out.

At BMF we're committed to excellence,

we look beyond the apparent solution -
we stretch. We exceed the commonplace by
extending every aspect of our professional

expertise and achieve superior risk protection

for our clients.

Excellence in Insurance Brokerage

BMr

Bagly, Martin 6 Fay/ International

CORPORATE HEADQUARTERS: 660 Newport Center Drive / Newport Beach, CA 92660 / TELEX: 692-306
(714) 644-7940
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GROUP INSURANCE Proposal won't burden

self-insurers: Rubin

Administration and

Claims

Apex Data is proud to present Version 2 d

COGNAC- Consolidated On-line Group
Insurance Administration and Claims system.

Version 2 not only supports the needs of insurance companies as did Version 1,
but also the growing market of Self-Insured Corporations and Third Party Admini:-
trators With its enhanced flexibility you can now offer "cafeteria style" benefits

selection.

COGNAC is written in COBOL utilizing a relational data base structure and
processes totally on-line. The system is operational on PRIME computers with an BM

version available in the near future.

COGNAC is available on a timeshared or licensed basis with a variety of payment

programs to suit any size company.

Administration

Proposal Ggneration

Pending System

Rating and Underwriting

Employee Enroliment

Policy Issue

Piemium and Cash Receipts

Financial Reporting

Commission Reporting

YearEndERISA Reporting

Claims

Pending System

On-line CA]ims Cokulation

Reasonab/e and Customary

HIM Testing

Coordination of Benefits

Explanaticn o/Benejits

Check f=Le

Claim Modeling
anagement information
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66DENTAL PLAN?

NOT

DENTAL COSTS

Continued from previous page
ance companies and broker3, to
help them in that regard.

Bl: As many as one-third of all
employers to some degree self-fund
their health care programs. Some
of these employers are very con-
cerned that a tax cap could cause
major administrative problems.
They feel it would be difficult to
calculate a premium cost on a per-
employee basis. For example, how
would one calculate claims in-
curred one year but not paid until
the following year? Does th€ tax
cap pose considerable problems for
employers that self-fund?

Dr. Rubin: I'm not an expert on
either the Internal Revenue Ser-

vice tax code or on companies

THEVWAY

HAVE BEEN
RISING!'

New York Life insurance Companj 51 Madison Avenue. New York, NY 1001(1 In Canada: Royal Bart Plaza, South Tower, To-onto. Ontario MSJ 211 Lite. Group and Health Insurance, Annuities, Pension Plans.

We don't blame you. Many employers
have been hesitant about adding a den-
tal care plan because of spiraling
costs-despite the popularity of such

plans with employees.
But we have a solution: New York

Life's Scheduled Dental Care Plan. With
it, you can provide the dental care ben-
efits for your employees and still keep a
rein on costs.

Unlike most dental plans which pay
benefits for usual or prevailing charges,
our Scheduled Dental Care Plan sets a
limit on the amount payable for each
procedure. This helps stabilize premium
costs and may enable you to select
the time and amount of any increase
in benefit levels.

There's also a wide variety of benefit
options, deductibles, maximums, and
other features that can keep your initial
costs down. Why not ask your New
York Life Group Specialist for full details

today about dental care without the pain.

«ASK ME:'

organized to (self-fund) benefits.
But basically the tax cap in terms of
self-insured companies works rela-
tively simply: The total amount of
dollars paid out by a particular
company for health benefits de-
fined by law, divided by the
number of employees that com-
pany has, represents an imputed
premium that the company
pays. . .There are administrative
details that would have to be
worked out.

Bl: Assuming the tax cap is en-
acted, do you envision the need for
regulations to help employers com-
ply with the law?

Dr. Rubin: | don't know of a sin-
gle statute that is passed that
doesn't have to be implemented by
regulation.

Bl: But in your view, the self-in-
surance accounting issue is not an
obstacle that cannot be overcome?

Dr. Rubin: No. Clearly, it is a
complicated factor. And it is one
that we, the Treasury Department
and the Joint Committee on Taxa-
tion have worked very hard on to
minimize the administrative com-
plexity of this particular bill. We
think we have been reasonably
successful.

Bl: Recently, the administration
proposed that hospitals that treat
Medicare patients be reimbursed

'We have to get over
the fact that

insurers. . .are not

passive payers of
bills," Dr. Rubin says.

on a prospective-payment system.
The payment would be based on
which one of 467 diagnostic-related
groups a patient fell into. That pro-
posal only applies to Medicare.
Why didn't you propose an ad-
vance payment system for all
payers?

Dr. Rubin: This administration
does not believe that it is the busi-
ness of the government to interfere
between the private contractual ar-
rangements of two private entities,
namely insurers and other provid-
ers. There is nothing to preclude
other payers from using a prospec-
tive pricing mechanism that they
mutually agree is an appropriate
way to settle their accounts.

BIl: Is there not a risk that if hos-
pitals lose revenues with a DRG
Medicare system, they might try to
recoup any revenue loss by charg-
ing private payers more?

Dr. Rubin: There is absolutely
no law on the books that requires
private payers to pay more. We
have to get over the fact that insur-
ers and companies that employ in-
surers are not merely passive
payers of bills. They have to be
cognizant of the costs they are in-
curring. The evidence indicates
that when they are aggressive in
trying to hold down costs, they are
successful. There are multiple ex-
amples of that across the country.

Bl: Then you don't believe cost
shifting is a problem as the Health
Insurance Assn. of America says?

Dr. Rubin: It depends on how
you define cost shifting. Medicare
pays 100% of allowable Medicare
costs. That is no more or no less
than the statute requires us to pay.
It is true that we do not pay for
telephones and televisions in hospi-
tal rooms. It is equally true that
most insurance companies do. If
that is cost shifting, then we are
guilty.

We also don't pay for unspon-
sored research in hospitals. Private

Continued on page 32
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for a long=term
disability.

AnNd the first
to show them how to

prevent it.

Unionmutual is the only insurance
company to introduce the concept of
Prevention to Inng Term Disability
Income Insurance. While other companies
offer rehabilitation services, Unionmutual
has done that and more - by beginning
before a disabling accident or illness
happens.

Unionmutual's
Prevention Plan.

Our Prevention Plan is based on the

simple assumption that an ounce of pre-
vention is worth a pound of cure.

The Plan is made up of Risk Estimators:
the Personal Risk ProfileSMwhich estimates

an individual's risk of physical illness or
injury and suggests definitive ways to
reduce them; and the Personal Stress
ProfileSMwhich helps an individual identify
and manage stress-related problems. Since
confidentiality is very important to em-

ployees, individual Risk Estimates are
sent directly to their homes.

The bottom line:
reducing benefit costs

through prevention.

Our plan works in various ways to
reduce health and disability costs.

Most obvious is minimizing the risk of
losing employees, particularly key
employees, to disability, and the high cost
of replacing them.

In addition, The Prevention Plan can
provide a Group Summary or «snapshot"
of the company as a whole which allows

employers to expand into risk manage-
ment areas and take corrective action to
improve work environments or sponsor

specific programs to promote corrective
action.

This will prove particularly
valuable to larger employers who are
rated on their own experience and have
direct control over their costs. But smaller

employers as well see this as a helpful aid
in benefit planning.

Unionmutual innovates. . .
again.

The ingredients for a superior benefit
are all here: an innovative product that
makes tremendous sense to the employer
sensitive to the spiraling cost of disabilities,
both direct and indirect; one that the
employee perceives as immediately bene--
ficial; a plan whose cost is reasonable even
to the smaller business; and a plan offered
by a complex of companies whose experi-
ence, expertise, and continued innovation

has made it number one in Group LTD for
six years.”

Send today for more information.

®Union mutual

/' Putting disability income protection

in a whole new light.

‘ Yes, I'd like more information about your
. LTD and your unique Prevention Plan.

! Name

Title

Company

Address

City State Zip
Send to: Ward |. Graffam, Vice President,

Group LTD

Unionmutual, 2211 Congress Street
Portland, Maine 04122

BI1-3/14/83

*Employee Benefit Plan Review, April 1982.

Plans are offered through Unionmutual Stock Life Insurance Co. of
America and Unionmutual Stock Life Insurance Company of New York

(in New York State) and Union Mutual Life Insurance Company.
Portland. Maine 04122
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Cost Containment of Health Care Benefits
by Carlton Harker, F.S.A. E.A., C.L.U.

This 200 page book isa practical desk manual of Cost Contain-
ment practices with 365 footnote citations.

The subject is presented under these general headings.
- Legal and Legislative Back- - Administrative Considera-

ground

- Programs Better Utilizing -
Existing Systems

tions
Specific Employer Pro-

grams

» Measuring Effectiveness

» Preventive and Screening -
- Behavior Changing
* Alternate Systems

Appendices (Cost Shifting,
Coallitions, Upcoming Leg-
islation, eg.)

Make check payable in the amount of $30 to:
AIMS Consulting Services, Inc.

P.O. Box 11107

Winston-Salem, N.C. 27116

Negotiate reasonable rates: Rubin

Continued from page 28

insurance companies claim that
they do. The reason that we don't
pay for unsponsored research is
that we happen to pay for about
98% of the sponsored research in
hospitals to the tune of about $4
billion a year. The difference is we
appropriate that as a separate line
item rather than try to bury it in
the cost of a hospital bill.

So, we're saying that while there
may well be costs incurred by hos-
pitals that aren't being compen-
sated for under Medicare. . .the

O

'We believe if given proper economic

incentives, which our package contains, we can
control the rate of rise of health care costs

while still providing high-quality health care
for all our citizens,' Dr. Rubin explains.

reason is that the Medicare statute
doesn't allow it. And these are costs
that may well be unrelated to
health care and that private insur-

Risk.You must size up each situation precisely:

No matter what kind of risks your business faces, Corroon & Black can
help you afford them. We've developed some very sophisticated techniques
that forecast future losses and quantify appropriate risk retention levels. This
enables us to give better advice on the best way to finance your risks.

It's the kind of expertise you'd expect from one of the top business
insurance brokers in the world. So. contact us. We'll show you there are ways
to face risks without taking too much of a chance.

r

- CORROON & BLACK

insurance risks into

erspective.

Wall Street Plaza. New York. N.Y. 10005 - 212-363-4100

ance companies.choose to pay when
those bills are presented.

Clearly, if one is a passive payer
of bills, then one pays the bills that
are presented. If one is aggressive
on cost control, then one begins to
question what is behind those bills,
and we've seen that some of those
costs stop either because hospitals
alter their behavior. . .or those costs
simply disappear.

Bl: What is your advice to em-
ployers on what they should be
doing to hold down health care
costs?

Dr. Rubin: Clearly, what they
need to do is to know what is be-
hind the costs they are incurring. If
they self-insure. . .an aggressive
utilization review plan has shown,
at least by John Deere Co., to de-
crease hospital utilization by at
least 30%.

In situations where an employer
is a major user of a particular
health care facility, there is nc
question that the employer can ne-
gotiate reasonable rates for its em-
ployees.. .perhaps through the
promise of prompt payment and
perhaps through other standard
business practices that they negoti-
ate with other suppliers that they
deal with.

In areas where there are multiple
providers but single employers fre-
quently using that sort of leverage,
a preferred provider situation is
another mechanism that employers
can use to help to control costs.

All these methods have been
tried and proven successful across
this country.

Bl: What is the administration's
position on different employers
banding together to form health
care cost coalitions? Are there any
antitrust problems?

Dr. Rubin: The administration
has encouraged business (health
care) coalitions. . .in (the) Maricopa
(decision), the Supreme Court sug-
gested as long as purchasers of
health care banded togther to deal
with health care costs, there are no
implicit antitrust violations. | can't
see that there would be if busi-
nesses got together to deal with
health care costs. Where they need
to be careful is the inclusion of
health care providers in that group.
And they should consult their ap-
propriate legal counsel before pro-
ceeding.

Bl: Any other comments on this
administration’'s commitment to
cooling health care costs?

Dr. Rubin: There are two paths
that one can take to control health
care costs. One path is through util-
ity-type regulation of the health
care industry, which has been pro-
posed before and clearly failed.
This will probably be proposed
again if the administration's alter-
native is unsuccessful in control-
ling health care costs.

Our preferred choice is to recog-
nize that health care is not differ-
ent from anything else in this econ-
omy. People are responding to the
current perverse incentives in the
system.

What the administration is seek-
ing to do is to remove those road-
blocks, or perverse incentives, and
to allow the market to operate in an
orderly fashion.

We believe if given proper eco-
nomic incentives, which our pack-
age contains, we can control the
rate of rise of health care costs
while still providing high-quality

health care for all our citizens. .



Group hopes to cut costs

by monitoring hospital stays

CLEVELAND-Employers, in-
surers and local hospitals are band-
ing together to reduce lengthy hos-
pital stays for non-acute care pa-
tients in the Cleveland area.

The group, Utilization Review
Coordinating Council Inc., through
the assistance of a physicians' peer
review organization, is trying to
curb escalating health <=r= costs by
reviewing hospital admissions and
conducting follow-up reviews
every three to five days a patient is
hospitalized.

The program, which begins this
month, is designed to reduce the
number of unnecessary hospital
admissions and shorten the hospital
stays of non-acute care patients
who do require inpatient care to
completely recuperate.

For example, patients who are
found not to need hospitalization
will be referred by the reviewing
agency to an outpatient facility for
further care.

And, hospitalized patients who
are found to no longer need inpa-
tient care will be advised to go
home to recuperate.

Many employers participating in
the program should realize a 10% to
30% reduction in hospital utiliza-

tion, both in the number of hospital
admissions and in the number of

, days of hospital care, contends

Bruce C. Myhre, president of the
Health Care Review Systems Inc,,
the reviewing agency that will op-
erate the program.

"We have no control over the
increase in health care costs, but we
can control the number of people
who go to the hospital and how
long they stay,"” explains Mr.
Myhre.

"Reducing the length of hospital
stays could produce some signifi-
cant cost savings for some of the
area's large employers," explains
Larry Sturgis, executive director of
Utilization Review Coordinating
Council Inc.

Cost savings will vary from em-
ployer to employer, depending
upon the size and age of its work-
force and the number of admissions
and days of care eliminated by the
program, he says.

Under the program, the review-
ing agency will conduct an admis-
sion review to determine whether
the employee should be hospital-
ized. If the patient is admitted to
the hosptial, the agency then re-
views the patient's charts once
every three to five days, depending
upon the ailment or surgery in-
volved.

However, the agency does not as-

sign any targeted lengths of stay
and reviews each case on its own

merits.

The reviews are conducted by
nurses affiliated with the agency in
consultation with physicians. Fol-
lowing the review, the agency will
make recommendations to the pa-
tient, the attending physician, the
hospital and, finally, to the coali-
tion.

If the attending physician dis-
agrees with the recommendation,
he or she can appeal the decision to
a panel of physicians who have no
involvement in the case.

If the patient is unhappy with
the decision, he or she can appeal
their case to the Cleveland Acad-
emy of Medicine.

If all appeals are exhausted and
the patient remains in the hospital,
the coalition will recommend that
his or her health insurer decline to
cover any charges incurred after
the recommended stay was com-
pleted.

So far, about 25 Cuyahoga
County hospitals have joined the
program, Mr. Sturgis says, adding

that others have expressed an in-
terest in the id ea.

Several major Cleveland em-
ployers that are members of the co-
alition include Reliance Electric
Co., Republic Steel Corp., TRW
Corp. and Stouffers Inc.

And, insurers like the Metropol-
itan Life Insurance Co., The Equi-
table Life Assurance Co. of
America and John Hancock Life
Insurance Co have pledged their
support to the program.

The program, Mr. Sturgis
explains, offers cost-cutting incen-
tives to the hospital as well as the
employer. Hospitals are encouraged
to participate because it will mean
"higher volume and early bill pay-
ment,"” he says.
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(Happy St. Patrick's Day To You)

Insurance Corporation of Ireland, one of the world's leading insurance
groups, has established its first American branch office at Chicago, lllinois.

Insurance Corporation of Ireland is the
largest all-lines insurer in the Republic of

Ireland. We have experience in underwriting
excess and commercial lines. We are interest-

statutory compensation), reinsurance, as
well as the "unusual.”
La Le Phadraig Fe Mhaise Dhuit.

R i | But you don't have to be Irish to celebrate
ed in primary property (commercial), property St. Patrick's Day.

and liability packages (not automobile or Call us.

(D INSURANCE ORpORATON of |RE|ANd

200 South Wacker Drive
(312) 559-0509

Chicago, lllinois 60606
Telex 210184 via RCA



«We're declaring war
on group health costs:'

It's high time somebody did something about the
problem. So at Pacific Mutual, we've developed pro-
grams to cut the cost of large-scale group health plans.

First, we've implemented BenefasC It's a nationwide
system of computer terminals that processes claims
right on the spot. It's far faster and far more accurate
than systems that depend on the human hand. It greatly
reduces operating costs. We feel it's a major break-
through in holding down the cost of group insurance.

We believe in second opinions for surgery In fact,
we've been paying for second opinions for quite a
while now You'd be surprised how much surgery
second opinions eliminate. And we don't have to tell
you what the cost of surgery is.

We also provide additional benefits for out-patient
surgery. Out-patient surgery for less serious
operations is becoming more common all the time.

It means a tremendous reduction in hospital costs.
Naturally, this helps lower the cost of group insurance.

We've developed our Hospital Audit Program
because we realize that, like other organizations,
hospitals make mistakes. In this program independent
auditing firms are utilized to verify hospital bills. And
our Benefast™ system has been programmed to check
for possible duplicate charges. The result has been a
huge cost reduction.

We've also put our Professional Medical Support
Program into action. Now our own trained medical
cost staff deals directly with doctors and hospitals to
insure their bills are fair and reasonable.

Our Dental Care Review Program puts dental
professionals to work reviewing claims to make sure
they are reasonable and necessary This program alone
saved our policyholders over $2,000,000 last year.

At Pacific Mutual, we've declared war on group
health insurance costs. Our customers will be the real
winners. And as an agent or broker, you can share in
this victory. For more information about our group in-
surance plans and Cost Control and Management Pro-
grams, call Pacific Mutual today

PACIFIC mUTUAC

Imagination beyond insurance

700 Newport Center Drive, Newport Beach, Ca. 92660
(714) 640-3754
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NEVV MEDICAL
STOP LOSS FACILITY

CIlO

Medical Stop Loss Group Life & AD&D

ARAS Program (25+ Participants)
Specific & Aggregate

Medical Conversion

High Limit Disability
PTC & TTD (Monthlyand/or Lump Sum)

COX INSURANCE GROUP, INC.

P.O. BOX 27766
3711 E. SOUTHPORT RD.
INDIANAPOLIS, INDIANA 46227
(317) 887-0030 Telex 276252

Correspondent with Lloyds of London

Disability Income (WI & LTD)

Larger employers r
leading the way
In controlling costs

By SALLIE J. DRURY

Big business is leading the way in
health care cost management and
middle-sized businesses are follow-
ing. But small employers are limp-
ing in the distance.

A survey of 1,420 U.S. companies
by consultant William M. Mercer
Inc. of New York showed that 31%
of all the respondents have devel-
oped a formal health care cost man-
agement strategy within the past
two years. And, of the 976 com-
panies (69%) that have not devel-
oped such a strategy, 37% plan to
develop one in the coming year.

However, another 28% have no
plans for a cost-containment pro-
gram although the survey shows
employers expect health care costs
to rise 16% to 20% this year.

By far, the largest companies,
based on number of employees, are
doing the most to contain costs.

Approximately half of the re-
sponding companies with more
than 25,000 employees already
have established cost-containment
programs-47% of those employers
with with 25,001 to 50,000 employ-
ees and 56% of those with more
than 50,000 workers.

Another third of these :wo
groups combined do not have es-
tablished programs, but plan to de-
velop one in 1983.

Meanwhile, a significant number
of mid-sized employers have estab-

lished cost-containment strategies.
Some 35% of employers with 5,001
to 10,000 employees have cost-con-
tainment plans while 32% of those

with 10,001 to 25,000 employees j

have plans.

Half of the employers with ,

10,001 to 25,000 employees that do
not have a strategy yet say they

will develop one this year. A little r

more than 40% of those with 5,001
to 10,000 employees will establish
such plans this year.

Among companies employing
1,000 to 5,000 workers only 29%
have a cost-containment strategy in
place, but another 47% plan to de-
velop one this year.

In contrast, only 27% of the com-
panies with fewer than 1,000 em-

ployees have established a cost con- z

trol program in the past two years.
An overwhelming 73% have not,
but only 28% of them plan to de-
velop one in 1983. That leaves more
than 40% of these companies with-
out plans to contain runaway
health care costs.

Thirty percent of these small
companies said one of their biggest
obstacles to controlling costs is that
health service providers do not co-
operate with them to keep prices
down. In contrast, this was a com-
plaint of only 16% of companies
employing between 25,001 and
50,000, and 19% of companies em-
ploying more than 50,000.

Continued on page 38

*
Wk nomledge

n . 7 needed to make decisions concerning Program Objectives,
Benefit Levels and Funding Objectives. From group plans for 2-9
H'. ' employees, 10-99 employees and custom plans for 100
v or more lives with Group Medical/Life Insurance, Dental
, Programs, Disability and Self-Funding Plans.

exper-ience
IBA's Group | Insurance Specialists have extensive

experience’ in underwriting. They specialize in group
, benefits and constantly monitor conditions in the
insurance industry.

'results

IBA will help the broker to reach his
primary objective: Writing the case; and
the employer: Covering his employees
insurance needs at the lowest cost possible.
To meet these objectives IBA services
include. « Case Analysis and Risk Evaluation
*Proposal Preparation « Marketing Support
* Claims Payment « Computerized Reports
and Billing * Benefit Monitoring

a phone mU away. (312) 246-4900

I BA GROUP INSURANCE IS OUR SPECIALTY

INSURANCE BENEFIT ADMINISTRATORS, INC. 5600 South Wolf Road Western Springs, IL 60558



Wholesaling,

L\ f

We understand the risks, because we understand the business.

Everything works better when an
insurance company knows your
business.

You get expert help with loss
control. Claims are processed more
efficiently. And, most important, you
get imaginative rating techniques
that effectively match your premiums
to exposures.

You'd expect an insurance

company to know the insurance
business.

We've taken the time to learn the
wholesaling business.

As one of the nation's largest
insurers, we can design programs for
all of your casualty, property, life and
health insurance needs.

If you'd like to see the benefits of
working with people who understand

your business, give our business a call.
Call our National Accounts office
at 715/346-6863.

Sentry,Insurance
National Accounts Department
Sentry World Headqguarters
1800 North Point Drive
Stevens Point, W| 54481
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Lack of cooperation can hurt

Continued from page 36

Small employers may lack the
clout of corporate giants in bar-
gaining with hospitals and physi-
cians for such cost-saving
techniques as preferred provider
organizations.

Among total survey respondents,
getting the cooperation of health
service providers is a problem for
25%.

But the biggest problem in con-
trolling costs among total survey
respondents is educating employees
and communicating health care in-
formation.

Thirty-two percent of all the re-
spondents cited this as a problem.
And, companies employing 10,001
to 25,000 felt it most strongly-42%
cited communication as the major
problem.

Only 20.4% of the companies em-
ploying more than 50,000 agreed,
however. For this sector, obtaining
data on plan utilization was the
biggest problem cited by 22.2% of
the respondents.

This appeared to be a much
larger problem for them compared
with the other size groups. For ex-
ample, only 18% of companies em-
ploying between 25,001 and 50,000
cited this as a problem; only 12% of
companies employing 10,001 to
25,000; 12% of companies employ-
ing 5,001 to 10,000; 13% of the com-
panies employing 1,000 to 5,000;
and 6.9% of companies with fewer
than 1,000 employees.

Sixteen percent of the total sur-
vey respondents said internal ad-
ministration and management is
their biggest cost management
problem. The largest percent of
companies citing this problem
again was among firms employing
more than 50,000. More than 20%
said internal administration got in
the way of controlling health care
costs.

Among all the survey respon-
dents, lack of cooperation from
unions was cited as a hindrance to
cost control by only 6.2%. And, gov-
ernment cost shifting and inter-
vention was cited by only 2.1%.

The size and makeup of plan par-
ticipants was a problem for 4.7% of
the respondents. Interestingly, this
was cited as more of a problem by
the two groups on either end of the
size spectrum.

Lack of cooperation from insur-
ance providers and rising premi-
ums are problems for 3.3% of all re-
sponding companies, but all of
those respondents are companies
with 25,000 or fewer employees. No
company from the two largest em-
ployer groups cited insurance pro-
viders as a problem, indicating that
smaller employers, again, may lack
the clout that size can bring in ne-
gotiating rates and coverage.

Despite the obstacles in trying to
hold down health care costs, one
solution to growing expenses seems
to be raising deductibles or estab-
lishing higher copayments for ben-
efits. Mercer's survey shows that
33% of all employers have raised
deductibles or have established
higher coinsurance provisions in
the last two years.

The larger employers are the
leaders in raising deductibles, with
52% of companies employing 25,001
to 50,000 employees taking this step
and 46% of companies employing
more than 50,000 increasing em-
ployees' share of their health care
bills.

This step has been followed by
only 37% of companies with 10,001
to 25,000 employees; 32% of those
with 5,001 to 10,000; 28% of those
with 1,000 to 5,000; and 33% of those
with fewer than 1,000 employees.

Although increased deductibles
can make employees more cost-
conscious, some companies may shy
away from this form of cost con-
tainment. The reasoning is that
hospitals foresee increased bad

debts if a greater financial burden
is placed on employees. The hospi-
tals will then raise the price of their
services, foiling benefit managers'
savings plans, Mercer zonsultants
say.

Another method of cost reduc-
tion identifies trouble spots-those
employees who use inefficient
health care providers, for instance,

Mercer calls this method a "case-
mixed, diagnostic-based daza anal-
ysis of health care exenditures.”

The not-so-common

NEW YORK « ATLANTA-BCSTON-CHICAGC *DALLAS - DENVER* HOUSTON-LOS ANGELES-MEMPHIS « MINNEAPOLIS

Companies using this method
gather statistical data from claims
to determine reasonable and cus-
tomary charges, frequency cf diag-
nosis among employees and fre-
gency cf claims per employee.
Using this data, companies also
can deterrnine which employees
use services in excess of national or
regional norms and prepare cost
management incentives for :he tar-
peted employee.
Continued cn facing page

Health care cost-containment plans

Company size
by no. of employees

Fewer than 1,000
'.,000-5,000
5,001-10,000
10,001-25,000
25,001-50,000
Over 50,000

All respondents

26.8%
28.8%
35.1%
32.4%
46.9%

56.3%

30.6%

Have recently developed Will develop this year

28.3%

46.9%

41.2%

49.6%

37.5%

29.2%

37.0%
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Few firms target cost reduction goals

Continued from facing page

Using this data, companies also
can determine which employees
use services in excess of national or
regional norms and prepare cost
management incentives for the tar-
geted employee.

Some 39% of the surveyed com-
panies that practice or plan to prac-
tice cost management said their
company's cost management strat-
egy does include this diagnostic

based data analysis. The larger the
company, the more likely it was to
use this analysis. Seventy-three per-
cent of the companies employing
over 50,000 workers tracked diag-
nostic based data; 43% of the com-
panies employing between 5,001 and
10,000 did; and 24% of the companies
employing fewer than 1,000 did.
However, a Mercer spokesman
said there may have been some
confusion about the question. "A

diagnostic based data analysis is a
rather sophisticated strategy.
Frankly, we were surprised at the
number of respondents who said
they had DRGs (diagnostic related
groups). They may not have under-
stood the question.”

Of those trying to hold down
costs, only 14.6% have targeted a
reduction goal. The average sav-
ings targeted by all respondents
with saving goals was 6% to 10%.

denmnominator..
ussli 1G

UnITED STATES RIRCHAFT InSUHANCE GROUP

Again, more larger companies
have targeted goals than have
smaller companies.

Some 13% of the smallest com-
panies had a reduction goal. The
percentage having goals then rises
with the size of company to a maxi-
mum 25% for companies employing
from 25,001 to 50,000. However,
among companies with more than
50,000 employees, only 12.5% had a
reduction goal.

ORLANDO-PHOENIX-PITTSBURGH-RICHMOND-SAN FRANCISCO-SEATTLE-SI LOUIS-TOLEDO-WICHITA

And, 50% of the largest employ-
ers and 40.0% of the next largest
group targeted a smaller savings:
0% to 5.0%.

The companies employing the
fewest were less decided in their
savings goals. They ranged from
nothing to 5% to 11% to 15%.

Although small businesses are
far behind in cost-containmenl
programs, Carson E. Beadle, direc-
tor of practice development al
Mercer, believes the efforts of the
larger employers show a decided
challenge to health care costs.

"These findings suggest that this
may be a very important year in
the long-term effort to control
health care costs," he said. "With sc
many companies projecting serious
efforts to slow the health care Cosl
spiral, we may even look back or
1983 as a turning point.”

Breaking down the 1,420 respon-
dents to the Mercer survey accord-
ing to size shows:

« 650, or 45.8%, of the companies
surveyed employ fewer than 1,000.

- 399, or 28.1%, employ frorr
1,000 to 5,000.

= 148, or 10.4%, employ frorr
5,001 to 10,000.

10,001 to 25,000.

- 64, or 4.5%, employ frorr
25,001 to 50,000.

* 48, or 3.4%, employ more thar.
50,000.

Copies Of the survey results an
available 61/ writing Dept. 99, WiZ-
Ziam M. Mercer, 1211 Ave. of thE
Americas, New York, N.Y. 10036.

Bi benefits
conference

scheduled

CHICAGO-Mark your cal-
endars now for the Business
Insurance Communicating
Employee Benefits Confer-
ence, to be held in Chicago
Oct. 31 and Nov. 1,

The conference, which
brings together experts on em-
ployee benefits communica-
tions, will expose you to the
most important new develop-

ments in effective communica-

tions of employee benefits.

At a time when the cost of
employee benefits continues to
rise, it's important to be sure
employees are using their ben-
efits wisely and that they ap-
preciate the corporate invest-
ment in their benefit plans.

In addition, the winner-s of
the annual Business Insurance
Employee Benefits Communi-
cations Competition will re-
ceive their awards at a dinner
for all conference participants
Oct. 31.

The conference will be held
at the Knickerbocker Hotel.
located just off North Miehi-

gan Avenue on Chicago's Gold
Coast, Business Insurance will

offer reduced hotel and airline
rates to registrants.

The registration fee is $495,
with a 10% discount offered to
the second participant from
the same company.

Promotional and informa-
tional displays will be avail-
able for companies that wish to
distribute materials to partici-
pants.

To receive more informa-
tion and a registration packet
or display details, contact the
Communications Services De-
partment, Business Insurance,
220 E. 42nd St.. New York,
N.Y. 10017.



reinsurance?

With deteriorating underwriting results

comes the question of the financial stability
of some reinsurers.

Staying power is something North
American Re has proven since the turn of
the century.

In fact, North American Re is still paying a
claim that occurred nearly seventy years ago.

The next time you place a reinsurance risk,
be sure the reinsurer will be around to

pay a claim.

Even in the 21st Century.
NORTH AMEECAN

In these uncertain times,
it doesn't pay to be uncertain about your reinsurer.
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PATCHING MEDICAL COSTS

By George E. Gale Il

MPLOXER:SEONRQRER benefts..

medical coverage in the United States. It
stands to reason that the efforts to control
medical costs should emanate from such

plans. The participants in these plans
include employers that pay most of the
cost, employees and their dependents who
utilize the services, administrators and
insurance companies that provide
insurance, the federal government
through Medicare and Medicaid and the
medical providers that dispense services.

Eventually, it will take all elements to
resolve the total problem-which is like
the United Nations agreeing on the
elements of world peace and then
implementing them.

Therefore, let's focus on what the first
three participants-the employer, the
employee and the claims payer-have
been doing to contain medical costs and if
the present options being used make sense
or are only a Band-Aid approach for a

serious wound.

Medical cost containment can be divided
into three basic areas: cost reduction, cost
sharing and cost shifting.

Cost shifting is the system utilized by
the government to "reduce" the rise in
Medicare and Medicaid costs. By paying
only for the direct hospital expenses, all
indirect expenses are shifted to
non-Medicare/Medicaid patients and
eventually become an additional cost fer
employee benefit plans.

According to the National Assn. of
Health Underwriters, it is estimated that
the cost of cost shifting is approximately $6
billion. At present, there is very little we
can do about it.

The other two areas, cost reduction and
cost sharing, do give each participant in
employee benefit plans an opportunity to
work toward immediate cost containment.
Yet, are present approaches to cost
containment really effective or will they
cost more money and generate more
problems down the road?

In a sense, cost reduction to employers
and employees can only be achieved if
medical providers will reduce their
charges, utilization of services is reduced
and alternative, less-expensive treatments
are established.

There does not seem to be a reduction of
costs by the medical providers; utilization
continues to increase; and the costs of
alternative medical procedures in general
have tended to increase as they are used.

Appropriate self-funding by eligible
employers has produced some savings by
allowing them to maintain their own
reserves and reduce administrative costs.
Employers, however, are generally not
implementing effective cost-reduction
measures for claims, which are
approximately 80% or 90% of their total
costs. For public consumption,
cost-containment propaganda appears to
be numerous government committees,

George E. Gale lll is
1, president of Total Group

, Services Inc. and Total
Compensation Services

Ltd. in Grand Rapids,
f Mich.

Only 6 radical surgery' by all involved
will lower the high price of health care

Senate hearings, insurance company

articles, hospital reports, untold seminars

and union disclaimers. This has led to

employer frustration and resignation.
What then can be done today by

employers and employees and payers to
reduce costs? Here are a few ideas:

« Consider eliminating direct
assignments. In this provision, the
employee never sees the bill; it is sent by
the medical provider to the insurer or plan
administrator for direct payment to the
medical provider.

Of course, this will require involvement
by employees, which is exactly the point.
Employees must become involved if
employersreally have any intention of
containing medical costs. By reviewing the
bills, employees might notice charges for
services never received, such as an extra
day in the hospital. This would allow
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employees to also recognize the level to
which medical costs have risen.

* Be willing to share such confirmed
savings with the employee. Remember
these additional savings would not have
been found without the employee's help.

« Demand thorough coordination of
benefit investigations by the insurer or
third-party administrator. Three percent
to 8% coordination-of-benefit savings are
far too low, since approximately 60% of
employees have working spouses.

« Check on overall efficiency of your
claims-paying company, whether it be an
insurer or third-party administrator. An
employer may feel it got a deal for a lower
administrative cost, but the excess of
claims being paid can far exceed costs of a
first-class claims paying company.

* Implement a true home health care
program. Home health care has been a
part of major medical benefit plans for
years.

The home health care plan fallacies are
that they usually require a 20%
contribution by the employee vs. no
contribution for in-hospital care; have
limited coverage; and are controlled by
each home care entity providing service,
which is like Jesse James guarding your
bank. A correctly monitored home health
care program, with active participation by
employers, is one of the most effective
cost-reduction tools available today.

Our company participates with Home
Health Care Services Inc. and during 1982,

the participating employees have realized
paid-claim reductions up to 18% from use
of this service.

« Eliminate coverage for Friday and
Saturday non-emergency hospital
admittance and Sunday admittance unless
surgery is to be performed on Monday. An
employer might be surprised at the cost of

this "convenience.”

These cost-reduction procedures will
stimulate immediate cost containment. If
your insurance company says it can't
provide these services, policy changes and
other meaningful innovations, look for an
insurer who can. You, the employer, are
paying for these services, so pay only for
the services you want.

None of these procedures will eliminate
any benefits your employees enjoy. These
changes do require that employers
communicate effectively with their

employees so that they fully understand
what is occurring and how it affects them.
The results of a recently published
Towers, Perrin, Forster & Crosby survey
(BI, Feb. 7 and 14) indicated that employee
communications is not a major concern
among employers. This attitude is very
shortsighted. How else will employees
understand why certain changes are
necessary?

Additional employer savings can be
obtained by cost sharing. Many present
cost-sharing concepts are Band-Aids. Blue
Cross/Blue Shield and some insurance
companies are suggesting that certain
medical procedures should be paid on an
outpatient basis unless they are
emergencies (see story, page 44).

It doesn't take long for patients and
medical providers to learn how to make a
non-emergency situation an emergency.
To control unnecessary one-day hospital
stays, consider requiring an employee to
pay for the first day of room and board
charges with miscellaneous charges paid
by the plan-a form of co-payment.

If your plan is self-funded and your
state has mandatory auto no-fault
insurance, change your plans so that the
automobile insurer must pay a share in
case of an accident. This is different from
the standard coordination of benefits.
Under most coordination of benefits in
most states, the employer plan can still end
up supplying primary coverage.

Many employers are opting for the

Band-Aid approach of requiring additional
employee contributions to the present
benefits plan. It doesn't take long for
employees to determine that if they are
putting money in, they will use the plan in
order to recapture their contribution.

With a little more effort, a benefit plan
can be designed to include co-payments;
employees who stay well will save money,
the plan saves money and the employees
will make their contributions only if they
utilize the program. Again, the TPF&C
survey published in Business Insurance
indicated that employers see plan design
as a secondary concern. Is it because
employers are shortsighted rather than
taking the long view and the time to
review and implement effective
plan-design changes?

Some plans are beginning to offer
co-payments but still have some 100%
payments for hospital and accident
charges. Give thought to eliminating any
100% payments for in-hospital and
accident charges. The 100% feature may be
an invitation to use the most costly, easiest
form of treatment.

An increase in out-of-pocket expenses
should be considered. According to a
Hewitt Associates survey (BI, Jan. 24), just
40% of the 659 major employers are
increasing annual deductibles of $150 or
more in plans covering salaried
employees. The $100 deductible of 10 or 15
years ago is just plain unrealistic. Also
consider 50% co-payment of the first $300
to $700 of all charges and 80% co-payment
for the next $2,000. Co-payments rather
than deductibles make the charges more
palatable, as the plan can say with pride
that it is always participating.

The California $500-payment concept
pays up to $500 to an employee who does
not spend it on medical care. This feature
will eliminate some medical payments to
providers, but the cost to the employer is
the same. The dollars are just paid to a
different person. As an alternative,
consider an employee-reimbursement
bank plan based on length of employee
service. The bank plan would apply only
to certain out-of-pocket medical, dental
and related expenses with a
predetermined out-of-pocket amount that
will always be the employee's
responsibility. This concept gives
recognition to long-term employees.

The cost-reduction and cost-sharing
concepts that have been mentioned
produce results. They require an employer
to give some active time, effort and
direction to their insurer and/or
administrator. As in any cure, one or two
changes will not be enough. A
combination of effort and implementation
is needed.

If employers don't demand realistic and
meaningful changes, they will continue to
get Band-Aids and higher medical costs.
Keep in mind that the insurance
companies and third-party administrators
work for you-you pay their bills and
charges. The Band-Aid approach may
produce some short-term results for the
corporate quarterly statement, but
long-term results can and will be
adversely affected.

The procedures that have been outlined
can be initiated by companies of all sizes,
through their insurance companies and
third-party administrators. This planning
can and will show immediate results. .
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perspective

You need the right company and the right time

Deciding to self-insure health benefits?

By Wallace E. Jeffs

Mr. Jeffs writes. "The article concerning
self-funding of health benefits was well
written, but perhaps misteading, since
'everybody' isn't doing it (Bl, Jan. 31).

"It is very possible that as many as
one-fourth to one-half of the very largest
companies in the United States, the giants
of industry, have turned to self-funding
some Of their health benefits. However, a
sizable portion Of companies, large and
small, remains with insured plans.”

The following article is Mr. Jeffs's view
of the savings the can be derived from
self-funding and the possible pitfalls.

HERE. CQULDNQT.BE. a warse dime

health plan.

With companies searching for every
possible way to conserve cash, many
employers have succumbed unwisely to
the new health care funding marvel that's
touted as the vehicle that will take profits
from insurers and give them back to
employers.

Unfortunately, most employers who
purchase these plans do not have a very
clear idea about the relation among
potential premium savings, premium
deferrals (which are not necessarily
savings) and the other expenses found in a
self-funded health care plan.

Self-funding is essentially the bearing
of a defined risk by the party at risk, i.e.,
the employer, not an insurance company.

When self-funding includes the
processing and payment of claims by the
party at risk, it becomes self-insurance.

To begin with, self-funding is not for the
small employer. A small employer may
generally be considered to be any
company with fewer than 1,000 insured
employees or with less than $1 million in
annualized medical insurance premium.

Most group insurance plans are
returning 85% to 90% or more of paid
premiums in loss payments. Self-funding
bypasses the 85%-plus payout element
under most group plans and concentrates
on three potential savings in the
administrative area, which comprises the
remaining 10% to 15% of paid premiums.

The savings are:

+ Tax savings at 2.35% of earned
premiums in California.

* Insurance company administrative
cost savings.

+ Cash-flow savings, which is not really
a reoccurring annual savings. It is really a

one-time deferral of 20% to 25% of

premium that is normally held by the
insurer as claim reserves for losses
incurred but have not been paid yet.

Let's look at each area of savings.

The first is taxes. A company can save
2.35% on taxes in California. A small,
250-employee company will probably have
an annualized medical premium of
$200,000 to $250,000. The maximum
savings in taxes will be 2.35% or $4,700 to
$5,870.

The second is insurance company

administrative cost. This savings is often

Wallace E. Jeffs is president and chairman
of Association Administrators & Consul-
tants Inc., a third-party administrator in
Irvine, Calif.

referred to as the insurer's retention. Most
retentions are split into six parts: taxes,
commissions, general (operating) expenses,
claims processing, risk sharing and profit.

Of a 12% retention, for example, a
typical split for a brokerage might be:

- Taxes-2.35%

- Commissions-2.50%

- General-1.65%

= Claims processing-3.50%

* Risk sharing--1.00%

= Profit-1.00%

Of that 12%, here's what you won't save.

Under general expenses, your company
will have to contract for legal, accounting
and other services. These costs may well
exceed the 1.65% general expense cost.

For claims, the main question is, "Can a
company or a third-party administrator
handle them as inexpensively as an
insurance company?"

Under risk-sharing cost, that will be

converted to reinsurante. In most cases

speaking out

A misconception created by those
favoring self-funded plans is that an
employer may remove almost all risk from
a self-funded plan through reinsurance.
The reinsurer is thought to pick up losses
that are in excess of the fund the employer
pays toward the plan. This is not so. As in
any business, reinsurance arrangements
are sold on the basis that the reinsurers
expect to make a profit.

Most reinsurance programs will assume
losses over a specific annual amount per
claim, say $25,000 or $50,000. In other
words. they pay the excess loss only. Let's
look again at the employer with a $250,000
annual premium. A $25,000 or $50,000 loss
is really not generally covered by

reinsurance and one or two such losses

could immediately create an adverse loss

A misconception created by those favoring self-funded plans is that

an employer may remove almost all risk through reinsurance.

The reinsurer is thought to pick up losses that are in excess

of the fund the employer pays toward the plan. This is not so.

that does not provide as much protection
as risk sharing or company pooling and
generally costs more to secure.

Here is what you will save.

Under taxes, self-funding avoids
premium payment, and therefore,
premium taxes. However, many state
legislatures are studying this maneuver to
see if they can recapture those taxes.

Brokerage commissions will no longer
have to be paid, although you may have to
pay part of that savings for consultant
services.

As for insurance company profit, you
save that expense totally.

Now the cash-flow savings. As stated,
this is really not a savings but rather a
deferral, which a company must pay back
if it ever cancels a self-funded plan or
re-enters an insured plan.

When an insurer pays for claims
incurred before the cancellation date, the
company gains a period of time during
which essentially no losses have to be
funded because the insurer is continuing
to pay claims from the company's reserve.

This reserve deferral in most cases

would equate a 20% to 25% savings for the
$250,000 risk, a deferral savings of $50,000
to $62,500.

This is the reason that proponents of
self-funding say a company can save 20%
to 30% of premium-an approximate
$70,000 savings ($5,870 plus $62,500) on a
$250,000 premium. However, this is the
first-year cash-flow deferral plus tax
savings only. After the first year, there is
no cash-flow deferred savings and only
the tax savings applies.

Another point to consider is that many
insurance companies allow premium
payment after a normal 31-day grace
period. Some insurance companies
actually extend premium payment
deferrals up to 45,60 or even 90 days,
which may diminish most of the projected
cash-flow savings.

ratio that would diminish an
employer's cash flow.

Reinsurers will also assume losses more
than a certain aggregate amount of stated
loss, say $50,000 or $100,000 or more
of reinsurance for aggregate claims more
than the $250,000 expected to fund normal
losses. This type of insurance is often
referred to as stop-loss. However, in most
stop-loss plans there is a deductible
between the losses paid by the employer,
say $250,000, and the area where an excess
insured loss is picked up by the reinsurer.

Reinsurance removes little of the
immediate risk to the employer, who is
expected to pay for any normal losses that

occur.

Self-funding means a company pays for
its own losses as they occur. Under an
insurer plan, a company pays a premium
that is usually guaranteed for a 12-month
period at a rate generally based on
expected losses.

Therefore, under a self-funded plan, if
losses exceed the projections, the company
generally pays the excess losses.
Reinsurance comes into the loss-payment
area only after satisfaction of expected
losses, actuarially determined, and
generally after the employer picks up a
good part of losses.

Under an insured plan, if losses exceed
projections, the insurer pays for a
company's claims no matter what the
amount and how inadequate the premiums
may be within a policy year, or the
guaranteed-rate period.

The essential question is, does an
employer want to assume the excess loss
risk, or does it want an insurer to assume
the risk?

There are two cardinal rules on
establishing self-funded plans.

= When nationwide health care claims
are on the rise, don't self-fund! Claims are
currently rising at the highest rate in a

decade or two.

= When there is a threat of a
recessionary period, don't self-fund!

During sluggish economic periods,
employees fearing layoff tend to take care
oi any health-related conditions
immediately. Loss incidence moves up as
employment rates turn down.

Because of inflation, we have increasing
labor costs (especially within hospitals),
increased hospital and physicians’
professional liability costs, increased costs
due to advanced medical technology and a
downturn in employment. There's no
worse time than right now to establish a
self-funded plan.

Also, many buyers concentrate
cist-controlling efforts on the 10%
administrative area rather than the 90%
that goes for loss payment.

Through health care cost-control
programs including plan design; proper
employee communications; effective
administration; preventive medicine;
generic drug use; use of pre-admission
testing, ambulatory surgery and second
surgical opinions; and use of
coordination-of-benefits programs, an
employer might save 5% to 15% on that
90% of loss payment every year.

On the $250,000 risk, that would amount
to $11,250 to $33,750 annually-more than
the tax savings and the cash-flow reserve
deferral spread over a two- or three-year

period.

Also, under many self-funded plans the
employee has no funding mechanism to
provide for continuing coverage when
employment is terminated. Under an
insurer group plan, the ability to convert
from a group to an individual policy is an
indispensible option for a terminated
employee.

Despite all these reasons against
self-funding, is a self-funded plan for
anyone? Yes. The organization that should
seriously consider a self-funded plan
during good economic times is:

- A large employer, preferably with
1,000 or more employees and a minimum
annualized medical insurance premium of
at least $1 million, but preferably $2.5
million or more.

- A company with steady revenue with
few highs and lows. A utility company is
one example.

< A company with a steady workforce
and little turnover.

« A company with the financial
capacity to fund its own losses during
periods of financial stress.

< A company with a strong in-house

staff to monitor all areas of medical
insurance administration.

< A company with in-house, or access
to, well-qualified consultants for actuarial,
legal, claims payment and other areas. In
most cases, the insurer's advice is only
partially or no longer available.

If an employer has all or most of these
elements, including the in-house experts,
it has the corporate strength to make
self-funding viable. If a company doesn't
have these elements, be careful. It may be
initiating a potential economic calamity. In
a small employer's case, self-funding is

seldom recommended. -



for two years. Continental con-
tested liability because it was un-
aware, until after Beulah's death,

that the parties were not married.

legal briefs

fused, filed for permanent total dis-
ability benefits and lost in the trial

court.

The appellate court said that Mr.

oOusiness insul-Unce, marcn 19, 1300 / Via

because of his peculiar emotional
makeup. His minor physical injury
produced a permanent disability
with both physical and emotional

Valid marriage
not necessary
to get benefits

TS A PERSON who pays insur-
lance premiums for nearly six
years to insure his "spouse” barred
from collecting benefits for her
death because their union was not a
legal marriage? Not according to
the Louisiana Supreme Court.
Phillip Jackson, an illiterate state
employee, was insured under a
Continental Assurance Co. group
policy. Beulah Jackson was en-
rolled for life insurance in 1973 as
his spouse. Premiums were de-
ducted from Mr. Jackson's check.
Beulah died in 1979 after living
with Mr. Jackson for 35 years. The
policy provided that it could not be
contested, except for non-payment
of premiums, after being in force

These abstracts were prepared by
Cases Unlimited Inc. A copy of an
entire decision may be obtained by
sending a check for $5 for Cases
Unlimited to Business Insurance,
740 N. Rush St; Chicago, 1ZZ. 60611.
Please list the opinion number.

The trial court dismissed the suit.

The appellate court said that eli- -
gibility could be contested only if
allowing coverage extended to a
risk beyond that contemplated by
the insurer in the policy. According
to the court, "One who is, for all
practical purposes, a spouse should
not be barred from recovery by an
irrelevant legal status." Jackson us.
Continental Casualty Co., Supreme
Court of Louisiana. April 5, 1982,
rehearing denied May 14, 1982
(BI/O1/F.-$5).

Imagined disability

A disability is real even though
its causation was imaginary. The
test is whether the employee was
sincere in his believing that the dis-
ability was due to a real injury,
ruled a Louisiana appellate court.

Francis Hughes, a mechanic, was
injured at work when parts of a ve-
hicle fell on his chest. His physical
injury was slight and his doctor
prescribed a back brace. However,
Mr. Hughes continued to have
lower back pain that did not re-
spond to treatment. Another doctor
believed his tension about his con-
dition added to his pain. Further
examination revealed only mild
back spasm and psychiatric consul-
tation was recommended. He re-

NATIONAL 3ENEFIT ADMINISTRATORS Nc<

Third Party Benefit Administrators
in association with

Health Service Associates

Health Care Consultants

is pleased to introduce

Cost Awareness Program

A Revolutionary Program,

Designed To Contain the Increasing Cost

Of Employee Medical Care Benefits

Of Companies With 50 Or More Employees.

The Primary Features Of "CAP" Are:

1. An alternative funding program of your Group
Medical Benefits, using a partial self-funding

approach.

2. Effective Cost Containment provisions,

including a select provider program.

3. Management Information program, providing
a detailed analysis of how and where claim
dollars are being spent.

4. Employee Communication program,

Hughes should not be barred from
recovering compensation simply was, no evidence the rehabilitation

Self-Funding of Welfare Benefits

An all-in-one manual and reference

For risk managers, administrative managers and personnel, trust-
ees, insurers-anyone who is or might be involved in a self-insur-
ance program. It provides a thorough explanation of the tools and
knowledge needed bythe practitionerto design, install and admin-
ister self-funded benefits-private and pubilic.

Plus . . . you will have in hand useful, resource .
material like this: sample self4unding insuring
agreements, sample plan document for self-
funding, sample 501(c)(9) trust agreement and
an outline of a self-funding feasibility study.

causes. It was satisfied that there

program was designed to deal with
disabilities like his, which were
partly psychological. Hughes vs.
Webster Parish Police Jury, Court
of Appeals of Louisiana, May 10,
1982 (BI/O3/F.-$5). .

These subjects and.more...

« Risk theory and self-funding
« Self-funding methods

* Legal questions and-the-answers

« Administration-accounting, actuarial

Author Carlton Harker is an experienced actuary
and employee benefits consultant. His broad
scope presentation of self-funding concepts
and current perspectives can serve as an inval-
uable desk guide for anyone with responsibility
in employee welfare benefit plans.

Order yours now!

Complete the coupon and

mail with payment to:
International Foundation

of Employee Benefit Plans Name
RO. Box 69
Organization
Brookfield. WI 53005
AddrARR

Allow 3-4 weeks for delivery

City/State/Zip

* Funding options

*» The 501 (c)(9) trust

- Federal tax consequences

« Employer-sponsored health care programs
« Marketing considerations

Number of copies

« Practical application of the mathematics

Self-Funding of Welfare Benefits

@%$15.00=%
Total order

Payment must accompany order

81-383

ORUMP

OORPORATE
HEALTH I]JARE
008T

OONTAINMENT
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You can't a/ford notto let us

emphasizing wellness and prevention.

If You Would Like To

"CAP" Your Employee Benefit Cost,
We Would Like To Talk With You!

Please Write Or Call:

Jim Price, President

NATIONAL 3ENEFIT ADMINISTRATORS NC
1012 South Fourth Street

Louisville, Kentucky 40203

Louisville - 589-6772

Kentucky Toll Free - 1-800-292-6574
Out of State - 1-800-626-6534

Agents/Brokers Inquiries Welcomed

review your benefit programli

Right now, health care costs are in-
creasing from 2096 to 2596 each year. Mo
business can simply absorb these kinds
of increases for long!

The Employee Benefits Division of
E. M. Crump & Co. is concerned about
the containment of health care costs in
corporate benefit programs; but, there
is no single, sure-fire solution to this
critically important problem. Each ap-
proach must be planned according to
the management employee, economic

BETTERJ

and demographic make-up of each cor-
porate provider of health care benefits.

This is why the first step to effective
containment of corporate health care
costs must be a professional review of
your benefit program. Crump will do
this for you thoroughly and profession-
ally. Ifyouare interested in such a review
or if you desire a detailed presentation
on the containment of corporate health
care costs. call the Employee Benefits
Division of E. M. Crump & Co.

EMPLOYEE BENEFITS DIVISION

E.H.CRUMP& CO.

5350 Poplar » Memphis, TN 38117 - 901/761-1550
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Outpatient benefits need right incentive

By MARGARET LeROUX

Outpatient surgery can cut a
deep swath into escalating group
health insurance costs, benefit
managers, consultants and insurers
say.

But for savings to be substantial,
health plans should mandate out-
patient surgery for some proce-
dures, provide incentives for em-
ployees to choose outpatient sur-
gery or use strong communications
devices to promote its use. For ex-
ample:

- Blue Cross & Blue Shield of
North Carolina has saved $1.9 mil-
lion since beginning a communica-
tions program in 1980 to increase
the use of outpatient surgery, ac-
cording to Jeanne T. Cardi, coordi-
nator of the North Carolina Blues'

cost-containment programs.

- The state of lllinois saved
"about $1 million" during the first
year of a program that requires
ambulatory surgery for certain
procedures, says Tom Wall, man-
ager of the state government's
group insurance division.

Outpatient surgery is one cost-
containment measure that "almost
everybody has in their plan," notes
George Heiring, head of the benefit
communications division of Hewitt
Associates, a consulting firm based
in Lincolnshire, lll. "What's needed
is a sweetener so that the measure
can produce cost savings."

According to a survey released
last month by the Health Insurance
Assn. of America, 85% of the em-
ployees with employer-provided
group health insurance have cover-

age for outpatient surgery, but it's
not known how many plans have
provisions to convince employees
to not check into the hospital.

Mr. Heiring suggests that em-
ployers increase the amount of cov-
erage they will provide for outpa-
tient surgery compared with inpa-
tient procedures.

"Encourage use of outpatient
surgery by reimbursing (outpatient
procedures) at 100% and inpatient
at 80%," Mr. Heiring said. "Employ-
ees are going to utilize the option if
they know it's money out of their
own pockets."

Some companies are taking that
advice.

At North American Rockwell
Corp. in Los Angeles, a redesigned
health plan that includes outpatient
surgical incentives "encourages pa-

tients to be wiser users of their hos-
pital benefits," said Kent Fails, the
company's employee benefits man-
ager. The plan, underwritten by
Metropolitan Life Insurance Co.,
provides "more of an incentive for
ambulatory surgery, paying 100%
of charges instead of 90%," Mr.
Fails said.

Before the company unveiled its
new plan last October, Mr. Fails
said that Rockwell employees had
no incentive to have surgery per-
formed on an outpatient basis be-
cause the old plan fully covered
both inpatient and outpatient
charges. He expects the outpatient
incentive to help hold the line on
the company's health costs, but says
it's too early to tell how much it

will save.

Hewitt's Mr. Heiring says :hat
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communications is an important
part of any effort to expand the use
of outpatient surgery. He says the
employees are eager to use the op-
tion because "most people don't
look forward to being in the hospi-
tal. Most employees realize health
care costs must be contained.”

Companies that provide outpa-
tient surgery options should make
clear to employees what is included
and how the option works. "Be
candid and straight and don't try to
bury it," he says.

But despite Mr. Heiring's advice
and Rockwell's example, many
companies cannot or do not stress
outpatient surgery.

Frank Carter, assistant manager
of group insurance at Inland Steel
Co. in Chicago, notes that it is im-

Continued on facing page

Outpatient

surgery sites
serve need

Health care providers are help-
ing employers hold the line on costs
by building special facilities solely
for outpatient surgery.

At North Carolina Memorial
Hospital in Chapel Hill, the largest
state-owned hospital, a spokes-
woman said that cost was among
prime considerations when the hos-
pital opened its Day-Op suite 11
years ago.

"We consider it a more effective
utilization of hospital beds," the
spokeswoman said, "since people
who undergo outpatient surgery
are basically healthy."

More than 275 different surgical
procedures are performed at the
Day-Op center, which includes two
operating rooms, a recovery area
and lounges, all located within the
hospital.

About 45 outpatient surgeries are
performed each week at the hospi-
tal at a savings of about 50% of
what the same surgeries would cost
on an inpatient basis, the spokes-
woman explained.

In Fayetteville, N.C., the year-
old Ambulatory Surgery Center is
part of a trend that one of its foun-
ders predicts "will be the next
maijor national trend in health care
cost containment.”

Dr. John Henley Jr., one of the
surgeons who founded the center,
has good reason to be so enthusias-
tic. One of the two hospitals the
center competes with "lowered its
fees by 50% to compete with us," he
pointed out.

The lack of an outpatient surgi-
cal facility at a local hospital gave
Dr. Henley and 26 other surgeons
the idea to build their own center.

"We got so fed up with waiting
for our hospital to build an outpa-
tient surgery center that we did it
on our own," he said.

About 13 surgeries per day are
performed at the Ambulatory Sur-
gery Center and 45 area surgeons
are members of the staff at the new
center.

"We've streamlined things so
we're more efficient,” Dr. Henley
said.

"We don't need to maintain a
staff as large as a hospital,” he
points out.

The average surgery at the Am-
bulatory Surgery Center costs $360,
while room and board alone at
most North Carolina hospitals costs
about $300 per day.

"When you remove the patient
from a hospital setting, you can see
some incredible savings," he said.

The most often-performed sur-
geries at the center include tubal li-
gations, dilation and curettage and
implantation of tubes to aid ear
dArraimaage -
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possible for many companies to dif-
ferentiate coverage for outpatient
and inpatient care because union
contracts often can require that the
employer fully cover all medical
procedures.

And Steve Gorchoff, a vp at Citi-

clude the new outpatient surgery
requirements, he says, adding that
"a big 'alert’ was on the cover of the
booklet and the pages where the
outpatient surgery explanations

were noted.”
The state also worked with Blue
Cross to communicate the program

hospitalization if a medical reason
is indicated by the surgeon.

The success of employers that
now have mandatory or incentive
outpatient surgery plans on the
books is leading others to consider
doing the same.

For example, Bob Gamble, a
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Percentage of surgery performed

on an outpatient basis in North Carolina

Procedure 1979

1982*

Percent

increase

bank,in New York, wonders if in-  to the state's hospitals and physi- benefits official at A.C. Nielsen Co. Eardrum drainage, tonsillectomy 21.1% 31.0% 46.9%
centives are really needed. cians. in Northbrook, lll., says the com- and adenoidectomy

Mr. Gorchoff explains that "a But, he concedes that it was diffi- pany currently does not differenti-
fair number of surgical procedures cult to communicate to doctors and ate coverage between inpatient and Dilation and curettage 22.3 37.0 65.9
are already being done on an out-  hospitals "that we're not trying to  outpatient surgery.
patient basis" and questioned the hinder quality.” However, he adds, "We have a Laparoscopy with tubal ligation 39.2 61.3 56.4
advisability of offering an incen- That concern is shared by the laundry list of cost-containment
tive "for something which is al-  American Medical Assn. A spokes-  features that we're looking at, and Hernia repair 3.0 3.4 13.3
ready being done." woman says the AMA is worried  perhaps reimbursement at a higher

But some of the employers and that mandatory outpatient surgery rate for outpatient surgery is some- Removal of breast lump 22.5 41.9 86.2
insurers that are actively promot- programs have "the potential for thing we should take a closer look
ing outpatient surgery provisions interference with the decision- at.” Vasectomy 83.5 91.8 9.9
say they are saving money. making process that takes place be- Another Chicago-area employer,

Blue Cross & Blue Shield of  tween the physician and patient.  Bally Manufacturing Corp., says it Adult cireumcision 155 35.8 130.9
North Carolina is actively com-  We're fearful the element of choice has instructed its broker to exam-

Total 25.0 38.0 52.0

municating an outpatient surgery
option for seven procedures and is
saving money in the process.

For example, in 1980, the first
year of the North Carolina BC/BS
ambulatory surgery program, sav-
ings totaled $749,966 for 1,771 out-
patient surgeries.

Since that time, the number of
outpatient surgeries that BC/BS
has reimbursed has risen 52% and
savings have ballooned to $1.9 mil-
lion, according to Ms. Cardi, who
adds that it costs an average of $500
less to have a procedure performed
on an outpatient rather than an in-
patient basis (see chart).

The surgical procedures included
in the BC/BS plan are:

- Eardrum drainage, tonsillec-
tomies and adenoidectomies.

« Dilation and curettage.

* Laparoscopy with tubal liga-
tion.

« Hernia repair.

« Removal of breast lumps.

- Vasectomy.

= Adult circumcision.

Ms. Cardi attributes the Blues'
success to its strong communica-
tions program.

"We worked hard to promote the
outpatient surgery program to em-
ployers in the state.

"We encouraged employers to
use their own staff to tell employ-
ees about the program," she said,
adding that the insurer also fur-
nished fact sheets and brochures
detailing the option.

In addition, BC/BS encouraged
employers that had formal health
education programs to use them as
forums for explaining the outpa-
tient surgery plan.

The state of lllinois is using an
even tougher approach by mandat-

might be taken away."

But insurers respond that group
insurance plans with mandatory
outpatient surgery provisions allow

ine whether it should add an incen-

tive for outpatient surgery, says
Lenore Metlack, a member of the

company's benefits department. -

Source: Blue Cross & Blue Shield of North Camlina
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Putting Working
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give you any head-
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Working Life lets
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ing that its 185,000 employees and
covered dependents have 67 surgi-
cal procedures done on an outpa-
tient basis for claims to be reim-
bursed by its insurer, Blue Cross of
Chicago.

From July 1981 through June
1982, the state saved $1 million by
denying 1,658 claims for unneces-
sary inpatient surgery, Mr. Wall
says, adding that the state did pay
1,693 claims where a medical rea-
son was given for inpatient sur-
gery.

This $1 million savings does not
include the money saved from the
thousands of surgeries that were
performed more inexpensively on
an outpatient basis. Mr. Walll says
the state is still in the process of de-
veloping a data systern to track
how much the outpatient surgical
program is saving.

Before the program, a procedure
like a breast biopsy commonly re-
quired at least two days of hospital-
ization, Mr. Wall said. "Now there
are pre-admission tests done on an
outpatient basis, admission is on the
day of surgery and, if the results
are benign. the patient can usually
be released the same day."

Communications were also a big
part of lllinois' program. Bi-
monthly newsletters listed and ex-
plained the procedures for which
outpatient surgery is mandatory,
according to Mr. Wall. The state's
benefit booklet was rewritten to in-
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Many cost-containment tools available: Morgan

By CAROL CAIN

Most employee benefit managers
are stressing health care cost con-
tainment in 1983, just as they did
Last year.

However, benefit managers with
an eye toward the future should
also take a look at other issues like
government regulation, accelerated
pension vesting and the increase of
the mandatory retirement age, one
of their peers says.

But cost-containment approaches
and "health care cost reduction”
will continue to be the focus of
most benefit managers' scrutiny,
says Frank Morgan, vp of human
resources at Berol Corp. in Dan-
bury, Conn.

For example, employers looking
for a way to contain costs should
examine switching to self-insur-
ance, he suggests. "Companies that
haven't looked at that, should.”

It also makes a lot of sense to re-
view and adjust coinsurance levels
annually, according to Mr. Morgan.

"But reduction is what's going to
have to happen.

"l see more incentive/disincen-
tive plans," he said, explaining that
incentive plans encourage employ-
ees to spend their health care dol-
lars wisely, while disincentive
plans penalize employees who
abuse their benefits.

"The employer-consumer is the
linchpin in this whole medical sys-
tem," he points out.

Wellness prpgrams, like smoking
cessation clinics and blood pressure
checks, should be offered by a cost-
conscious employer if they can be
offered on a cost-effective basis,
Mr. Morgan says.

While employee wellness is not a
moral obligation or concern of a
business, Mr. Morgan believes that
healthier employees can mean in-
creased productivity. He also rea-

sons that lifestyle changes can re-
duce health care utilization and

thus reduce costs for the com-
panies.

Some cost-containment devices
do not have widespread applica-
tions, he says. For example, health
maintenance organizations do not
offer a solution to health care infla-
tion that can be used everywhere.

"In the right community, with
the right set of attitudes and critical
mass, they're an excellent option,"
he says. "The problem is that you
do need a critical mass to make it
work...a certain population den-
sity to make it viable."

HMOs also require an attitudinal
change on the part of employees
that's not evident across the coun-
try, he suggests. "They work well
on the West Coast, but they've been
there since the '40s; there's more
willingness there.

"l don't see a tremendous growth
in HMOs, but there will continue to
be an independent or collection of
physician provider systems. . .an
increasing number of partnerships,
associations, etc. . .combining a
group of specialties,"” Mr. Morgan
predicts.

These physician provider sys-
tems will somewhat resemble
HMOs, but they won't be federally
registered as most HMOs are. "But
they will be financially viable and
people will have a free choice,”" he
points out.

Another cost-containment trend
that will probably expand is em-
ployer health care coalitions.
"Major companies are fed up with
having no clout,” Mr. Morgan
explains.

For example, Berol is a member
of a coalition that also includes
American Can Co. and Interna-
tional Business Machines Corp. that
has made it known to hospitals that
they represent "lots of employees."
rhat has led to the election of rep-
resentatives from the corporations

Like Jules Verne and H.G. Wells, Frank Mor
gan is not afraid to look ahead. The vp of
human resources at Berol Corp in Danbury,
Conn., has been credited with formulating in-
novative benefit programs. IIn this article, Mr.
Morgan shares his ideas on how benefit manag-
ers can contain costs, as well as his view of
what benefits will be like in the 1990s.

to hospital boards of trustees.

But benefit managers worried
about their budgets should look at
more than just health care. For ex-
ample, there's Social Security.

"If we don't do something about
solving the solvency, we'll have a
lot of people very disappointed,” he
says.

Mr. Morgan says that.he doesn't
think Social Security will be abo-

lished, but "it will represent a
smaller percentage of (retirement)
income in the future,”
pressure will be exerted on corpo-

rate pension plans to make up the
shortfall.

and more

Employees between the ages of
50 to 65 don't have time to make up
a reduction in anticipated Social
Security benefits and will look to
benefit managers for alternatives,

Mr. Morgan explains.

Furthermore, last year's Tax Eq-
uity and Fiscal Responsibility Act
has serious pension implications for
top executives by limiting the
amount of qualified benefits they
can receive, he says, which will af-
feet executive recruitment, com-
pensation and retention formulas.

Mr. Morgan believes that com-
panies will accept a moral obliga-
tion to make up any pension short-

falls for executives rather than tell

them the law has changed and they
have to take it on the chin.

"Long-term. . .that says to me
we're going to have to rethink the
entire pension issue, particularly
with regard to higher executives,"
he says.

The evolution of 401 (k) salary re-
duction plans is another reason™

benefit managers should give some
thought to restructuring their pen-
sion programs.

The "401(k) business" is one ray
of sunshine for benefit managers,
he explains, adding that Berol is
thinking about forming such a plan
and that other companies should do
the same. But he advised benefit
managers to defer any action until
the final 401 (k) regulations are is-
sued.

In the meantime, companies
should investigate their options,
talk to consultants and gather data
to be prepared to talk with senior
management about implementing a
salary reduction plan when the
regulations are issued.

One of last year's burning benefit
issues-givebacks-is still around

Continued on facing page
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this year, Mr. Morgan says, but
only certain hard-hit industries,
like the auto industry, will have to
deal with it.

If the economy turns around and
gains strength, most employees will
immediately forget about the bad
times and ask for benefit increases,
he explains.

Some employers, like Berol,
avoided the question of benefit
concessions by restructuring their
medical plans, Mr. Morgan com-
ments (BI, Nov. 15, 1982). More and
more companies will totally rede-
sign their plans in the next several
years, he adds.

Besides these immediate prob-
lems, Mr. Morgan says that benefit
managers can expect big changes in
the coming years.

"I think we're going to see more
government involvement in pen-
sions and medical benefits. It could
be good or bad, depends on what
they do.

'The one thing that worries the living daylights

out of me is if the government (decides)now is
the time for socialized medicirie or government-

sponsored medical plans,’ Mr. Morgan says.

"The one thing that worries the
living daylights out of me is if the
government (decides) now is the
time for socialized medicine or gov-
ernment-sponsored medical plans,”
Mr. Morgan says.

"l don't think this country can
afford it, or that it will increase the
quality (of medical care) one iota."

But, he says, a national health
system, like Great Britain's, seems
unlikely in the United States be-
cause people have a different atti-
tude about health care. "ANd the
cost, if examined, will be way be-
yond any sense."

But America as a whole-and
benefit managers in particular-
will continue to grapple with the
problem of adequate health care for
the unemployed, the poor and se-
nior citizens, he says.

It will be up to the private sector
to solve those problems, Mr. Mor-
gan comments, explaining that
companies must make individuals
better health care consumers.

Pushing back the retirem6ént age
seems inevitable, he says, adding
that initially it will hurt industry
but, in the long run, it "probably
will be a healthy move."
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If older workers stay on the job
longer, there will be less demand
for newcomers, which could in-
crease unemployment, he said.
"But in the long term, it'11 be good;
some people should retire at age 40
and some people, never."

Accelerated pension vesting and
pension portability also seem inevi-
table and should be prevalent by
the 19905 if not sooner, Mr. Morgan
says. In the past, employers did not
have the data systems to keep track
of pension credits earned at differ-
ent companies, but the technology
boom has changed all that.

One of the largest benefit head-
aches facing employers is also pen-
sion-related: How should a com-
pany account for the huge liabili-
ties created by defined benefit
plans?

"There's something afoot in (the
accounting) profession and, if im-
plemented, there vill be far-reach-
ing implications, he said.

Current accounting practices,

Mr. Morgan explains, do not state
the futum liabilities an employer
faces from the underfunding of de-
fined benefit plans. If accounting
procedures change to truly reflect
the burden, "It will make defined
benefit plans as popular as a dodo
bird," he says.

Already, many employers are
terminating their defined benefit
plans and replacing them with de-
fined contribution plans, he says.

Mr. Morgan says Berol is investi-
gating that very idea, but it is wait-
ing until the final 401 (k) regula-
tions are published before changing
its defined benefit plan.

"I'm really torn on this issue. I'm
not so sure that what they (the ac-
counting profession) may do
doesn't make good accounting
sense," he said. "It's like one of
those lurking-in-the background
issues: If companies haven't
thought about it and aren't pre-
pared, they'll be caught in a bad
state.”

Looking far into the future, Mr.
Morgan sees the, entire work en-
vironment being altered by a mix
of technology, the economy and so-
cial change.

"l see the following happening: a
trend line that's related to energy,
its use and cost and availabil-
ity. . .that line is going upward. On
the other hand are microchip com-
puters (and) communication via
satellite-a trend line that is com-
ing down.

"In my opinion, those lines al-
ready crossed and the difference
between them is increasing,” he
explains.

"Look around. We're using en-
ergy in an inefficient way. You
leave a heated building, go into a

heated car. . .l think in.the future
more work and education will be

done at home."

Mr. Morgan uses that assump-
tion, plus all the current and con-
tinuing issues that face benefit
managers, to compile a profile of an
employee of the 19905, something
that employers should keep in
mind while designing benefit plans
for the current decade.

The employee of the future will
be white-collar with a computer at
home and in the office, so he or she
can work at home at least one day
per week, if not more often, he
says.

And, through those computers,
employees will be able to instan-
taneously receive an update on
their finhnces, including all perti-
nent information about their em-
ployer-provided benefits.

"All the software for that exists
presently,” Mr. Morgan notes. "If 1
were a company that provided
hard-copy benefit statements, |
would keep an eye on this trend."

The company medical plan of the
1990s will have a relatively high
deductible and coinsurance level. It
will offer a built-in incentive for
wise health care utilization in the
form of a cash or deferred pay-
nnent.

The medical plan also will make
second opinions for surgery man-
datory and all claims over a certain
amount will automatically be com-
puter-checked.

Employees will also be able to
use their computer terminals to re-
ceive medical education and infor-
mation about providers.

"An employee will be able to use
this data base to answer questions,
like what a hernia is, and also to get
information about the quality and
costs of providers," Mr. Morgan
says.

In addition, employees will par-
ticipate in company-sponsored
wellness, family and stress counsel-
ing programs, Mr. Morgan says,
adding that it's less expensive to
treat stress than the resulting medi-
cal problems.

"At present, there is a stigma at-
tached to this type of counseling.
But as companies begin to sponsor
it, it will become more and more

accepted.,” he says.
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lllinois firms lauded for fithness programs

By LAURIE F. SIEGEL

Companies around the nation are
opening on-site health centers in
the hope that healthier employees
will be more productive and less
likely to file medical claims.

To help spread the word about
employee fithess programs in llli-
nois, the Governor's Council on
Health and Fitness has singled out
seven state employers as having su-
perior health promotion facilities.
They are:

= Fel-Pro Inc. in Skokie.

= Atlantic Richfield Co. in Har-

vey.

- Dart & Kraft Inc. in North-
brook.

« CF Industries Inc. in Long
Grove.

= Signature Financial Market-
ing Inc. in Evanston.

- Baxter Travenol Labcratories
Inc. in Deerfield.

« A.E. Staley Manufacturing Co.
in Decatur.

The council cited these com-
panies' fitness programs to encour-
age other employers to visit their
facilities and perhaps open their
own centers, said James Liston, the
council's executive director.

A member of the council visited

each facility before the awards
were announced, Mr. Listen said,
adding that "the main component
we look for :s fitness centers with
ongoing fithness opportunities on a
daily basis."

The rouncil examined many dif-
ferent programs when judging the
centers, including health screening,
stress testing and management,
aerobic dancing, exercise equip-
ment, tail)red exercise prescrip-
tions, employee assistance pro-
grams, nutrition and weight control
programs, smoking cessation and

back care.

In addition, the winning facilities

WORLDWIDE

must be available to all employees
and rrust be open to visits from
other interested firms. Records
must be kept on participation levels
and health seminars must be avail-
able -o all employees without
charge.

Fitress centers pay off in two
ways, experts say, First, they offer
employees free or low-cost fithess
act.vities, a valuable employee ben-
efit in light of the current interest
in exercise. Second, improved em-
ployee wellness can mean big sav-
ings fcer an employer.

For example, a New York Tele-
phone Co. study showed that its
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nine wellness programs saved $2.7
million in absenteeism and medical
costs in 1980. The programs cost
$2.84 million, while the company
estimated they saved it $5.54 mil-
lion (BI, Oct. 4, 1982).

The types of facilities and pro-
grams offered by employers vary
widely. Here's a brief explanation
of the programs cited by the lllinois
council:

- At Fel-Pro, the Skokie-based
automotive seals and products
manufacturer, employees can leave
the noise of the manufacturing line
behind and work out in a 2,400-
square-foot gym, designed by com-
pany Health/Fitness Coordinator
Sharon Chausow.

The gym is equipped with slant-
boards, treadmill, Universal
weight-training equipment and sta-
tionary bicycles. In addition, one-
to five-mile outdoor jogging paths
have been mapped out.

A doctor's permission and an in-
terview are required before an em-
ployee can start working out. After
a battery of tests, Ms. Chausow rec-
ommends an individual workout
program. Employees are charged a
$27 fee for the tests, but that is re-
funded if the employee participates
for six months.

About 550 of Fel-Pro's 1,500 ern-
ployees use the center. Annual
operating costs run about $12,000,
compared with a start-up cost of
about $31,000, which included ex-
ercise equipment, carpeting, music
system and two locker rooms with
36 showers.

About 27 classes, for members
only, are scheduled each week on
subjects like weight control, dance
and muscular fithess, stress man-
agement and back care. "Aerobic
classes have really taken off and
the women have become more in-
volved in weight training,” Ms.
Chausow said.

Outside instructors teach semi-
nars that focus on nutrition, alcohol
abuse, smoking cessation and pre-
retirement fitness and health.

The programs are showing re-
sults, Ms. Chausow said.

Participants in a June 1982 stop-
smoking clinic reported increased
levels of activity and a more posi-
tive mental attitude. And, data col-
lected on a group of workers using
the 2-year-old facility since it
opened show that strength, endur-
ance and cardiovascular rates have
improved while weight, blood
pressure and body fat percentages
have declined.

Ms. Chausow promotes the cen-
ter through posters, message
boards, a members' newsletter and
three or four contests a year. Tro-
phies, medals and fitness items, like
sweatpants and T-shirts, are
awarded after walking, jogging or
cycling a certain distance.

Suggestions, heard through em-
ployee forums and annual member
surveys, may be implemented after
evaluation by the center's staff, she
said. Members now receive peri-
odic progress reports and updates
on the programs offered.

"It's difficult to prove that the
program saves money," Ms. Chau-
sow said, adding that information
on the cost effectiveness of the cen-
ter will be available in a few years.

Receiving the state citation "was
not a big deal," she said, "because
we have one of the best fithess cen-
ters in the state.™

= At Atlantic Richfield's facil-
ity in Harvey, employees use a
health site managed by Fitness
Systems, a Los Angeles-based out-
side vendor.

Atlantic Richfield spent about
$50,000 on renovating an empty
room and purchasing a treadmill,
rowing machine, abdominal
boards, Universal weight equip-
ment, stationary bicycles and a
cross-country ski simulator. In ad-

Continued onfacing page
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dition, there's a half-mile outdoor
jogging path. The health site was
opened in 1979.

Aerobic classes are offered six
times a week and a weight training
class is held once a week. An out-
side firm, Vasquez Management
Consultants of Wasborth, lll. hires
instructors to teach three seminars
annually on such topics as coping
with stress, burnout and dealing
with depression.

Although the facility is open all
day, peak times are midday and be-
fore and after work. The locker
room, with alternating hours for
men and women, is equipped with
a sauna and showers.

A $130 annual fee paid by about
170 of the facility's 480 employees
covers health screening and a per-
sonalized fithess program.

"Actual costs of operating a fit-
ness facility show that the benefits
of the program exceed the cost by
three times," said Fitness Director
Tom Merry. "Starting a fitness pro-
gram is like any other business de-
cision. There are risks involved." A
key element when building a well-
ness program is proper planning,
Mr. Merry said. Proving that
healthier employees increase pro-
ductivity and morale is difficult,
but studies show that benefits far
outweigh costs, he added.

"Retesting (after the initial
screening) showed marked im-
provement in mobility, muscular
tone, cardiorespiratory condition-
ing and a decrease in body fat per-
centage. People say they're more
productive and able to live a more
active lifestyle."

After kicking off the program in
1979 with an open house, members
have been kept updated through a
quarterly newsletter.

Mr. Merry has steered away from
initiating contests, which foster
competition. Members can receive
a gold star for exercising within a
prescribed heart rate for 500 min-
utes, but participants cannot chart
more than 20 minutes at a time.

"We want people to come here
for a good solid workout that fills
the needs of middle-aged adults,"
he said.

- At Dart & Kraft, a manufac-
turer and distributor of batteries,
appliances, plastics and food prod-
ucts, a free health center was
launched a year and a half ago.

About 50% of its 428 Northbrook
employees use the fully equipped
facility. "I think we have a good
representation of all levels (of em-
ployees)," said Denise Hasler, pro-
gram director.

Dart & Kraft's facility, like At-
lantic Richfield's fitness center, is
supervised by Fithess Systems.
Screening, retesting and tailoring
exercise programs to meet individ-
ual goals are conducted at both
cornpanies.

A 12-week "Chub Club" helps
employees trim waistlines. Aerobic
classes, taught three times a week,
are attended by 20 to 30 people. In-
house personnel lead seminars on
smoking cessation, postnatal exer-
cises and computer and desk job
exercises to reduce neck and eye

stress.

"The center is a benefit because
fit employees are much more pro-
ductive. They feel that the com-
pany is concerned about them as
individuals," a company spokes-
man said.

Measuring benefits in terms of
dollars saved is difficult, Ms. Hasler
said. "How can you put a dollar
value on employees feeling good
about themselves?"

= At CF Industries in Long
Grove, there's a fitness center not
only to make employees healthy,
but to provide statistics on how
healthy they really are. The com-
pany, a manufacturer and distribu-
tor of chemical fertilizers, has a
data retrieval system that evaluates
employees' exercise progress both
inside and outside the facility.

Before arranging individual ex-
ercise programs, employees submit

a medical questionnaire and a phy-
sician's approval form.

Participants also sign a waiver of
liability releasing CF from responsi-
bility if emplo)-ees injure themselves
using the facility or while undergo-
ing tests at Fithess Monitoring, a
Lake Geneva, Wis.,-based company
tha: conducts employee health eval-
uations for the company.

The initial investment of about
$40.000 covered treadmills, rowing
machine, stationary bicycles, cross-
country ski simulators, laundry
service, a music system and two
locker rooms, each with showers,
sauna and lockers Less than
$40.000 annually is needed to main-
tain the center, which has morning
and afternoon hours, said William
Eppel, director of personnel devel-
opment.

The economic climate hasn't
really affected the program, Mr.
Eppel said, although CF won't add
a proposed running track until the
economy improves.

About 130 employees pay the

-

$115 annual health center fee. An
incentive program encourages
commitment by partially or totally
refunding the annual fee. Those
who exercise three times a week
for one year are completely reim-
bursed. Employees receive an 80%
refund for exercising about twice a
week and those who work out
about once a week get 60% back.

"The center is primarily for the
employees' benefit and secondarily
for the company's benefit,"” Mr.
Eppel said.

Measuring changes in absentee-
ism and turnover rates is difficult
because those rates have always
been low at CF. "People feel better
about themselves. | think that has
had an impact on their working
ability." he said.

Retesting CF employees after six
months in the exercise program
showed that most workers had re-
duced their risk of coronary disease.
Employees can go to Fitness Moni-
toring in Schaumburg, lll., or for a

Continued on next page
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A Fel-Pro employee pedals an exercise bike at the fitness center.
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Employers offer variety of fithess activities

Continued from previous page
more comprehensive evaluation
that measures 15 risk factors, like
blood pressure, body fat percent-
age, cardiovascular fithess and ten-
sion and stress (El, Sept. 21, 1981).

- At Signature, the Montgomery
Ward & Co. direct mail-marketing
subsidiary in Evanston, nearly
every activity presented by a com-
mercial health club or spa is of-
fered.

Almost 30% of the company's 400
employees use the gym, which is
equipped with a racquetball court,
treadmill, rowing machine, Nau-
tilus weight equipment, stationary
bicycles, a cross-country ski simu-
lator, a half-court basketball court
and an aerobic-exercise machine
that operates on hydraulic
pressure. Up to dive joggers can be
paced by a lap timer and a series of

flashing lights around a 1/7-mile
banked track circling the gymna-
sium.

"Everybody is screened very
thoroughly prior to joining the pro-
gram,"” says Lori Smith, employee
fithess director. After employees
complete medical questionnaires,
Ms. Smith conducts a series of tests,
including an electrocardiograph
and treadmill testing. Tailored ex-
ercise programs are based on test
results and employees' goals.

Classes and seminars are open to
all employees. Aerobic classes are
held midday three times a week.
Seminars, taught by outside spe-
cialists, focus on herpes, first aid,
foot care, self-defense, back care
and cardiopulmonary resuscitation.

The company renovated a ware-
house to build the 7,000-square-foot
facility. Men and women alternate

using the larger of two locker
rooms, which has a sauna and
whirlpool.

"Our program really wants to
mix management with hourly
workers," said Ms. Smith. Wearing
T-shirts and shorts, stripped of cor-
porate titles, employees are in an
entirely d:fferent environment in
the fithess center than in the office,
she said.

The primary goal of the 2-year-
old facility, which was first used to
market health programs to other
businesses: is to promote the health
of Signature's employees, based on
the premise that unhealthy em-
ployees are less productive.

"We're looking for data that
demonstrate that fithess is good
business," Ms. Smith said.

After the initial investment, the
costs have been minimal, she said,

adding that the $12.50 monthly fee
that participants pay covers about
20% of annual operating costs of
about $70,000. "I would like to be
able to show that the center is cost-
effective.”

Preliminary studies found that
participants file fewer insurance
claims than employees who don't
exercise, and when participants do
file claims, they're for smaller
arnounts.

A computer in the center afds in
the research by evaluating test re-
sults. After exercising, employees
log their activities into the com-
puter, which calculates how many
calories they burned off.

"l think all health programs
should consider a computer,” Ms.
Smith said, explaining that it saves
time and paperwork.

Although membership increased
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by 20% in two months, it's difficult
keeping employees enthused about
exercising, she said. "People
haven't been as responsive as |
would like.”

One way to encourage interest in
fitness is through promotion. Be-
sides developing a brochure, Ms.
Smith says she will offer discounts
for non-members.

The most significant factor that
makes or breaks a health program
the support of top management, Ms.
Smith said, adding that Signature's
center has the solid support and
participation of the corporate ad-

ministration.

- At Baxter Travenol Labora-
tories, a manufacturer and mar-
keter of medical products, the
health promotion facility was
started on-site in a former storage

The 4-month-old, 4,000-square-
foot gym is open to 6,000 Travenol
employees working at five major
sites in northern lllinois.

Voluntary health screening as-
sesses weight, height, blood
pressure, flexibility, aerobic fitness
and body fat percentage. Results
are discussed individually to deter-
mine a suitable exercise program.

About 700 people attend one-
hour aerobic classes that are
booked solid throughout the week.
Although the center is open all day
and on Saturdays from 9 a.m. to 1
p-m., 90% of all workouts are dur-
ing lunch hour and before and after
work, said Daniel India, corporate
fitness manager.

Employees can reserve a work-
out period up to three days in ad-
vance because the center is packed
at peak times, with about 95 em-
ployees exercising.

Seminars, taught by in-house
personnel, have discussed proper
foot care, smoking cessation and
nutrition and weight control.

The center includes rowing ma-
chines, minitrampolines, Universal
Gym and Nautilus equipment, sta-
tionary bicycles, a music system,
two locker rooms and a 1.5-mile
jogging path.

About 750 employees pay a $50
annual fee to use the facility staffed
by five supervisors.

Awards and incentives will be
offered once the novelty of the fa-
cility wears off and there's a de-
cline in attendance, Mr. India said.
About 2,000 people walked through
the facility when it opened and a
free-membership drawing spurred
initial interest.

Upper management is very sup-
portive of the program, which is
important, Mr. India said.

"It's not a facility built for execu-
tives, but a facility built for em-
ployees. | think companies that
provide more benefits for their em-
ployees care more for their em-
ployees as people.

"The aim of the program is to en-
courage employee fitness. The only
return we are interested in is em-
ployees using the facility. Hope-
fully, the cost is minimal and the
benefits are great," Mr. India said.

"We don't want to generate rec-
ords. We are not trying to look at
absenteeism and turnover rates,”
he said, adding that so many vari-
ables affect those figures that it
would be hard to say that only
physical fithess is responsible for
decreases.

- The health facility at A.El Sta-
ley Manufacturing Co. in Decatur,
a corn and soybean refiner, is a
pilot program that is not yet open to
all employees. Staley officials de-
clined to be interviewed.

However, the Staley health cen-
ter was cited by the Governor's
Council on Health and Fithess be-
cause the company encourages fit-
ness for all employees through var-
ious seminars and recreational acti-
vities, even though the fitness cen-
ter is open only to executives. .
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Gulf & Western names

Peter Butler to new post

Peter A. Butler, 48, has been
promoted to vp-risk management
at Gulf & Western Industries Inc.
in New York.

In this newly created position,
Mr. Butler will retain responsibility
for the company's property/casu-
alty insurance worldwide.

Mr. Butler was formerly assis-
tant vp-risk management and has
served as risk manager for the
company since 1976.

He has also been corporate in-
surance manager with General Dy-
namics Corp. in St. Louis, director
of administrative services at Jon-
athan Logan Inc. in New York and
Caracus, Venezuela, and corporate
general auditor of Bates Manufac-
turing Inc. in Portland, Maine.

He received a bachelor of busi-
ness administration degree fronn
the University of Miami in Coral
Gables, Fla. He is a deputy member
of the Risk & Insurance Manage-
ment Society and the Institute of
Internal Auditors. Mr. Butler re-
ports to Senior Vp William Flatley.

Diane F. Wyzga, 30, is now risk
management associate for National
Medical Enterprises Inc. in Los An-
geles.

In this new position, Ms. Wyzga
will create and develop a profes-
sional liability, claims management
and loss-prevention program for
the company, which owns and
manages health care facilities na-
tionwide.

A registered nurse, Ms. Wyzga
was most recently the administra-
tive supervisor for Salinas, Calif.,
Memorial Hospital. Prior to that,
she was a staff nurse at the Univer-
sity of Virginia Medical Center in
Charlottesville.

She received a bachelor of sci-
ence degree in nursing from St.
Anselm's College in Manchester,
N.H.,and a master of science de-
gree and nurse practitioner certifi-
cation from the University of Vir-
ginia in Charlottesville.

She is currently pursuing a law
degree at the University of West
Los Angeles. Ms. Wyzga is a deputy
member of the Risk & Insurance
Management Society as well as sev-
eral nursing societies and hon-
oraries.

She reports to M. Ray Hodges,
vp & risk manager.

Sharon A. Urban, 28, has been
named insurance analyst at G.D.
Searle & Co. in Skokie, Ill. In this
new position, she will assist with
property/casualty insurance, loss
prevention and control and work-
ers comp.

Ms. Urban was previously a
claims specialist with Wausau In-
surance Cos. in River Forest, lll.,
and a claims adjuster with INA
Corp. in Chicago.

She received bachelor of science
and master of science degrees from
Marquette University in Milwau-
kee and is currently pursuing a
master of management degree at
the Kellogg School of Management
at Northwestern University in
Evanston, Ill.

She reports to Paul Morrison,
property/casualty insurance man-

ager.

United Telecommunications Inc.
of Kansas City, Mo., has promoted
Tina M. Knabe, 25, to insurance
coordinator-pension, trust and in-
surance department. Ms. Knabe
will coordinate the department's
insurance program, including
surety bonds.

She joined the company as secre-
tary of the department in May 1980
and was promoted to insurance as-

sistant later that year.
Ms. Knabe received a certificate

in general insurance from the In-
surance Institute of America in
Malvern, Pa., and is now pursuing
a Chartered Property/Casualty
Underwriter designation. Ms.
Knabe reports to William R. Shir-
ley, director of risk management.

We'd like to report on staff changes in
your risk management or employee
benefits department. Just drop a note
to Sallie J. Dntry, Editonal Assistant,
Business Insurance, 740 N. Rush St.,

Chicago, m. 60611 or call 312-649-
5398.
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Deadheading

comings and goings: industry

Phoenix Mutual appoints

Gummere chief executive

John Gummere has been
elected chief executive officer of
Phoenix Mutual Life Insurance
Co., a group and personal lines in-
surer based in Hartford, Conn. He
succeeds Robert T. Jackson, who
is retiring.

Mr. Gummere was most recently
president and chief operating offi-
cer of Phoenix Mutual. He is also
director of Phoenix Equity Plan-
ning Corp. and Phoenix General
Insurance Co., both wholly cwned
subsidiaries. He has been with the
company since 1949.

Mr. Jackson, who joined the
company in 1939, has been chief
executive officer since 1978.

Other insurer changes:

George S. Minor elected €xecu-
tive vp and chief executive officer
of Millers Mutual Insurance Assn.
in Alton, Ill. He replaces E.J.
Roennigke, who retired. Mr.
Minor most recently was vp and
chief operating officer at Millers.

John Murphy appointed vp-
claims for Allianz Underwriters
Inc. in Los Angeles. He was most
recently Los Angeles claims man-
ager for Northbrook Insurance Co.

Bertram W. Sealy named vp of
field operations-Eastern division
for United States Fidelity & Guar-
anty Corp. in Baltimore. Mr. Sealy
had been vp of the insurance engi-
neering and audit department.

Francis N. Graham and Frank
T. Mure were promoted to vps at
Utica Mutual Life Insurance Co. in
New Hartford, N.Y. Mr. Graham is
vp-national accounts. He had been
an assistant vp and manager of na-
tional accounts. Mr. Mure is vp-
home office claims. He was pre-
viously an assistant vp.

Al Rodriguez and Bill Pezzutti
elected vps at Peninsular Fire In-
surance Co. in Jacksonville, Fla.

Pay for service only when you need it. We move fast

on property losses to save our clients money. Day
or night, call the independent source for fast action.
Brown Brothers Adjusters will be on the scene for
prompt investigation and fair settlement.
Whether it's a large or special risk loss, a

Al major catastrophe or a minor property loss,
we have the personnel available to move

'immediately. We'seorrhepayrol

profit '44 picture?

. 317 Brown Brothers Adjusters

Home Office: 545 Sansome Street, San Francisco, CA 94111 - (415) 392-2825
TELEX: San Francisco 34-472 - Honolulu 63-4266 - Los Angeles 67-234

License B-137

Mr. Rodriguez was elected vp-un-
derwriting. He was formerly a se-
Nnior consultant at RIMCO Risk
Management Inc. in Dallas. Mr.
Pezzutti was elected vp-claims. He
had been an assistant vp-claims at
Peninsular, an McM Corp. subsidi-

ary.

Excess/surplus

William J. Ormond promoted to
vp-claims of Colony Insurance Co.,
a surplus lines insurer in Warwick,
R.l. He retains his present duties as
regional claims manager for Waite
Hill Services Inc., a claims manage-
ment and consulting firm. Both
Waite Hill and Colony are subsi-
diaries of Figgie International Inc.

Benajmin D. Wilcox named ex-
ecutive vp of The Blades Group, a
subsidiary of Crum & Forster. He
previously was senior vp, manag-
ing Blades' energy division. Also,
John E. Fox promoted to senior vp

and Ollie N. Rivers to vp-admin-
istration for Blades.

Reinsurers

the newly formed reinsurance spe-
cialty lines department of United
States Fidelity & Guaranty Co. in

the home office in Baltimore. Mr.

Bjorke had been a consultant for
USF&G.

Other suppliers

Dennis L. Huffman appointed
president of Constitution Rehabili-
tation Co., a subsidiary of The
Travelers Corp. in Hartford, Conn.
He previously was national direc-
tor and chief operating officer of
Constitution Rehabilitation.

Y. John Lee named president
and chief operating officer of Lan-
sing B. Warner Inc., the newly ac-
quired Wausau Insurance Cos.' in-
surance management subsidiary in
Chicago. He succeeds Morris R.
Eddy, who becomes vice chairman
and chief marketing officer at
Warner. Mr. Lee most recently was
vp-broker operations at Wausau.

Thomas S. Baily named presi-
dent of Professional Risk Manage-
ment Consultants Inc. in Pitts-
burgh. He was previously a princi-
pal in two Western Pennsylvania
brokerages.

Gwyn R. Shuel named vp and
treasurer of Frank B. Hall Manage-
ment Co. in Engelwood, Colo., a
subsidiary of Frank B. Hall & Co.
that specializes in self-funding and
captive feasibility studies. Ms.

Shuel previously was assistant vp
and controller.

Agents/brokers

Joseph M. Rosenthal elected se-
nior vp of Reed Stenhouse Inc. Mr.
Rosenthal was vp for the broker.
He will continue to direct the Reed
Stenhouse National Aviation Unit
with responsibilities for expanding
the broker's aviation business in
the United States.

Kenneth R. Schaeffer named
vp and general manager of the
Northern California Division of
Republic Hogg Robinson Insurance
Brokers Inc. Before his appoint-
ment he was sales manager of the
division, located in Burlingame,
Calif.

Shelby V. Timberlake Jr.
named vp of Murray, Schoen &
Homer Inc. in Bronxville, N.Y _,
where he will specialize in blood-
stock, livestock and ocean marine
coverages. He previously was a vp

in the New York office of Johnson
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consultant

Tillinghast, Nelson & Warren
[nc., the Atlanta-based actuarial
and consulting firm, has acquired
RIMCO Risk Management Inc., a
Dallas-based risk management
consultant

Tillinghast paid an undisclosed
amount to RIMCO's parent, McM
Corp., for all of the consulting
firm's stock.

Tillinghast acquired RIMCO to
expand its operations in the South-
west, particularly in the oil, gas and
contracting fields, says W. James
MacGinnitie, a managing principal
at Tillinghast.

RIMCO will continue to operate
in its present offices as a division of
Tillinghast under the direction of
Charles R. Lee, a RIMCO vp.

George M. Betterley will con-
tinue as managing principal of Til-
linghast's risk managment division.

Keith C. Kakacek, RIMCO's
president, is expected to leave the
firm to pursue other activities. The
decision was his own, says Mr.
McGinnitie, adding that "we would
have loved to have him stay.”

License amended

First Security Insutance Corp. of
Buffalo, N.Y., has amended its li-
cense with the New York State In-
surance Department to allow it to
write almost all lines of prop-
erty/casualty insurance.

A stock insurer initially licensed
in 1980, First Security had been
limited to writing fire, inland ma-
rine and auto liability and physical
damage risks, according to its
chairman, Norman F. Ernst Jr.

The license amendment will
allow First Security to market a
number of specialty programs, par-
ticularly for general liability and
homeowners' risks, Mr. Ernst
pointed out.

Between 1981 and 1982, First Se-
curity increased its policyholders
surplus from $900,000 to $1.3 mil-
hon.

First Security also will move its
offices to 180 Oak St., Buffalo, N.Y.
14203. Telephone numbers are un-
changed.

Reorganization

Crown Life Insurance Co. of
Tampa, Fla., has announced the re-
organization of its field operations
into three regional groups.

Claims handling and other ad-
ministrative functions will now be
consolidated in regional centers in
Chicago; Tampa, Fla.; and Sacra-
mento, Calif. The insurer currently
has 42 group sales offices through-
out the country; claims were pre-
viously handled in 13 of these of-
fices.

New business is being adminis-
tered according to the new system,
with consolidation of existing busi-
ness expected later this year.

Crown Life says the reduction in
operating expenses with the new
system will be "reflected in future
pricing” of its group insurance
products.

Acquisitions

Donald L. Simpson and R.
Donald Barker have acquired
Cumberland Underwriting
Group Inc. an excess/surplus lines

brokerage based in Nashville,
Tenn.

New offices

American Re-Insurance Co.
has opened a Kansas City-area of-
fice to handle facultative reinsur-
ance. The new office is located at
8717 W. 110th St, Suite 260, Over-
land Park, Kan. 66210; 913-341-
0004.

Beneties Corp. has moved to

RIMCO

markets

new offices at 335 IE. Middlefield
Road, Mountain View, Calif. 94043;
415-940-6300.

Gee. F. Brown & Sons Inc. has
moved its San Francisco branch to
101 California St., 26th Floor, San
Francisco, Calif. 94111.

Martin E. Segal Co., New York-
based benefits consultant, has
opened an office at 10130 103rd St.,
Edmonton, Alberta TSJ 3N9; 403-
425-5190.

Swett & Crawford has opened a
new Los Angeles-area branch at
18321 Ventura Blvd., Suite 515,
Tarzana, California, 91356; 213-881-
2801.
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OPIC reports best financial results ever

By JERRY GEISEL

WASHINGTON-The Overseas
Private Investment Corp. is coming
off a record year.

Fiscal 1982 gross revenues for
OPIC, which provides political risk
insurance to U.S. companies invest-
ing in less-developed countries,
climbed to about $101 million, up
$13.9 million or 16% from 1981, ac-
cording to the federal agency's an-
nual report.

OPIC also reported that net in-
come hit a new record in 1982: $83.5
million, 9.6% more than the previ-
ous high of $76.2 million set in
1981.

In addition, coverages totaling

washington

more than $3 billion were provided
for 112 projects. OPIC's volume was
100% greater than in 1981.

In 1982, OPIC paid $14,291,696 to
settle 15 insurance claims.

A total of $8,544,377 was paid to
settle five claims that arose from
the expropriation of U.S. invest-
ments in Iran and one claim based
on the failure to pay an arbitration
award in Benin.

In addition, OPIC paid $5,747,319
to settle nine currency inconvert-
ibility claims. These claims arose
when governments of host coun-
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tries prevented U.S. investors from
repatriating capital, dividends or
royalties.

However, OPIC said that it de-
nied a $1.6 million war and revolu-
tion claim and a $287,000 expropri-
ation claim last year.

Construction fatality
The Occupational Safety and
Health Administration has referred

a construction site fatality to the
Justice Department for possible
criminal prosecution.

Q0

Seventeen-year-old Rhett Sur-
rell, an employee of Amis Con-
struction Co., was killed last year

during a sewer-installation project
in Shawnee, Okla.

Mr. Surrell was grading crushed
rock in a sewer pipe trench when a
portion of the trench collapsed,

burying him for 15 minutes. He
died from suffocation.

Employers that willfully violate
an OSHA standard can be fined

$10,000 and/or imprisoned for up to

six months if that violation leads to
the death of a worker.

OSHA said it could not provide
any more details on the case until

the Justice Department completes
its review.
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ESOP loans

Trustees of a New Jersey Em-
ployee Stock Ownership Plan who
made loans to themselves from
plan funds must repay the plan
more than $900,000 under a consent
order obtained by the Labor De-
partment.

The department had charged in a
suit that trustees Ben Opatut, Mor-
ris Opatut and Joel Opatut made il-
legal loans from Colonial Foods
Inc. Employee Stock Ownership
Plan of Freehold, N.J.

The Employee Retirement In-
come Security Act of 1974 bars
trustees from loaning plan money
to themselves.

In addition, the department
charged that the trustees loaned
plan money on unfavorable terms.
The department also argued that
the Colonial Foods plan trustees
failed to demand immediate pay-
ment when borrowers defaulted on
plan loans.

Aside from paying back more
than $900,000 to the plan, the trust-
ees must resign their positions no
later than March 18 and apply to
the Internal Revenue Service to
terminate the plan.

The consent order, issued by the
U.S. District Court for the District

of New Jersey, also stipulates that
the First National State Bank of

New Jersey will act as successor
trustee until the assets have been

distributed to the participants.

Small-business loans

Small employers want to be able
to borrow money from their em-
ployee pension and profit-sharing
plans.

The National Small Business
Assn. last month asked the Labor
Department to issue a special class
exemption that would allow small
firms to borrow up to $250,000 from
their retirement plans.

Under the request, small busi-
nesses could borrow money from
their retirement plans to purchase
tangible assets, like machinery and
plant equipment.

However, a loan would be subject
to several conditions. They include:

= The loan would have to be re-
paid within five years.

» The interest rate would be 2%
above the prevailing prime rate.

« The loan would have to be se-
cured with insurance maintained
on the collateral.

Currently, the Employee Retire-
ment Income Security Act prohib-
its employers from borrowing
funds from their pension plans.

Fiduciary liability
The Labor Department's Advi-

sory Council on Employee Welfare
and Benefit Plans will meet this

week to discuss the role of fiduci-
ary liability insurance.

The March 16 public meeting
will begin at 9:30 a.m. in Room S-
4215 in the Labor Department's

main building at 200 Constitution
Ave. N.w.

For more information about the

meeting, contact Edward Lysczek
at 202-523-8753.

Grain inspections

The Occupational Safety and
Health Administration is stepping
up safety inspections of the nation's
grain elevators.

OSHA chief Thorne Auchter said
increasing inspections is an interim
measure to improve worker protec-
tion until the agency issues new
standards to reduce the risk of fires
and explosions in grain elevators.

Last year, 12 workers were
killed and another 35 were injured
in grain elevator explosions, ac-
cording to the Department of Agri-
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datebook

APRIL 1344. Dental Insurance seminar in New sponsored by The Energy Bureau Inc, $695 Linda Corp, $350 John Garls, NATLSCO. Long Grove, ygrs andgovemment gr;gplggeeshyé Jor law sthSafetcyt% Health Sourse m

414-786-6700

MAY 26-28. Litigation in Aviation and Space June 29 in Tarrytown, N Y IFEBP, 18700 W
Law second national institute m Washington, Bluemound Road, Box 69, Brookfield. WiIs 53004

MAY 23-25 Fundamentals of Industrial Ex- sponsored by the Ammcan Bar Assn, $393 for 414-786-6700
haust Ventilation course in Long Grove, Ill, members, $418 for non-members, $368 for tort and
sponsored by the National Loss Control Service insurance practice Iawyers $343 for young law- JUNE 7-8 Legal Aspects of Occupational

York, sponsorec by American Dental Examiners, Don,, The Energy Bureau, 41 E 42nd St, New Il 60049, 312-540-2026

$500, $450 for additional registrants from the same York, N 'Y 10017, 212-687-3178
company Milliman & Robertson Inc, 150 Straf-

ford Ave, Wayre, Pa 19087, 215-687-5644 MA1 10-11 Hazardous Materials Safely semi

lle, T d by {
APRIL 1345, Association of Insurance & Risk ous Risk ASSPSW Commitiee 0 rﬁasﬁ’w %12365%

MAY 23-25 Techniques of Loss Control course
in New York City, sponsored by the Risk & Insur-

amee Man ement Society, $345 for mel $445¢
F non.mempers é N "l%ﬁvfs

ucauon Department,

Managers in Industry & Commerce interna- befors May 9, $150 thereafter Hazardous Risk Ad- 205 E 42nd St, New York, N Y, 212-286-92

bonal conference in Oxford, England, 130 pounds visory Committee, Seminar Registration Desk

plus value-added tax (approximately $240) for m- Metro Clvll Defense. 2060 15th Ave S, Nashvtlle MAY 23-27 Basic Safety Management seminar

surance buyers 1983 AIRMIC International Con- Tenn 37212, 615-385-8575

ference Secretariat, c/o ConEXion. Banda House,

Cambridge Grove, Hammersmith, London W6 MAY 11-12 Health Care Cost Containment

OLE, England, 01-741-4741, telex 896778
Research Institute, $395 HRI, 49 Quail Court

APRIL 1+16 American Society of Safety Engi- Suite 200, Walnut Creek, Calif 94596, 415-676

mers' Western States Development conference 2320

m Santa Clara, Calif, $225 for members; $250 for

non-members, $75 for students, non-member res- MAY 1141 Employee Stock Ownership Assn

ervation received with member reservation from sixth annual conference in New Orleans. $350 for

same company will be processed at member rate members, $400 for associate members, $450 for

Kenneth Geiser, c/o Dinner Levison Co, Box non-members, discounts available for additional

7669, San Francisco, Calif 94120, 415-391- participants from the same company ESOP Assn

5422 1725 DeS@les St NW,Suite 400. Washington.DC
20036 202-293-2971

ers Ljabilty ‘F’f C°m”|’ne§rsa |ca 143 Property Cons on semmarm
orza?)i un0| ens qu;l ngton, Do P %&f%s%waerr&ar onal

eeway,

nsuran OI' mem ers on-| mem a cademy,
ben Patrlma Lapham, NCCI, 1 Penn Plaza, New Box 19600, Houston, Texas 77224, 713-932- 9400
York, N'Y 10119, 212-560-1095
MAY 1243 Evaluation of Structural Failures
APRIL 18-20 Insurance Claims and Litigation program in Madison. Wis. sponsored by the Um
Supervisors seminar in Nashville, sponsored by versity of Wisconsin, $275 Rolf T Killingstad,
the Defense Research Institute, $210 for members, Univenity of Wisconsin Extension, 432 N Lake
$240 for non-members Insurance Claims and Litl- St., Madison, Wis 53706. 608-272-3748
gation Supervisors' Seminar, The Defense Re-
search Institute, 733 N Van Buren St, Suite 650, MAY 16-19. Inspector Training seminar in
Milwaukee, Wis 53202, 414-272-5995 Houston, sponsored by the International Safety
Academy, $490 ISA, 10575 Katy Freeway, Box
APRIL 18-20 Labor-Management Trustees and 19600 Houston, Texas 77224, 713-932-9400
Administrators institute m Las Vegas, sponsored
by the International Foundation of Employee MAY 16-20 Fundamentals of Industrial Hy-
Benefit Plans, 1390 for members, $465 for non- giene Monitoring course in Long Grove. lll,
members IFEBP, 18700 W Bluemound Road, Box spons)red by the National Loss Control Service
69, Brookfield, Wis 53005, 414-786-6700 Corp, $425 Also May 25-26 in Chicago John
Garis NATLSCO, Long Grove, Ill 60049, 312-540-
APRIL 18-22. Occupational Respiratory Pro- 2026
tection course in San Diego, sponsored by the
University of Southern California,$500 USC, In- MAY 1820 National Safety Management Sl
stitute of Safety & Systems Management. Office of ciety annual conference in Arlington, Texas. $230
Extension & In Service Programs, Los Angeles, for members, $275 for non-members, $20 addr-
Calif 90089, 213-743-6523 tional for registration after April 1 David M Was-
sum, NSMS, PO Box 170174, Arlington, Texas
APRIL 18-22. Total Loss-Control Management 76003 214-631-6070
seminar in Houston, sponsored by the Interna-
tional Safety Academy. $585 ISA. 10575 Katy MAY 22-27 American Industrial Hygiene con-
Freeway, Box 17600, Houston, Texas 77224, 713- ference m Phtladelphia. sponsored by the Amen-
932-9400 can Industrial Hygiene Assn and the American
Conference of Governmental Hygienists, $65 for
APRIL 19-21 Industrial Explosion Prevention members. $90 for non-members, $15 additional for
and Protection workshop m New Orleans, spon- on-site registration Stephanie Beidler. AIHA, 475
sored by Du Port Co, $795 Explosion Protection, Wolf Ledges Parkway, Akron, Ohio 44311, 216-
Du Pont Co, Room X-39700, Wilmington, Del 762-7294
19898,302-999-3E99
MAY 23-25. Employee Benefits symposium m
APRIL 20 Risk Management Information San Francisco, sponsored by the International So-
Systems conference m St Louis, sponsored by ciety of Certified Employee Benefit Specialists,
Corporate Systems, $50 Also April 21 in Kansas $420 for members. $495 for non-members
City, Mo Matt Davis, Corporate Systems, Box ISCEBS, Box 209, Brookfield, Wisconsin 53005,
31780, Amarillo, Texas 79120, 806-376-4223

APRIL 24-29 Risk & Insurance Management
Society's 2 ist annual conference in Los Angeles,
$520 for membes. $620 for non-members RIMS
Conference Department, 205 E 42nd St, New
York, N Y 10017, 212-286-9292

om The Reprint Department |
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insurance
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APRIL 25-26. Principles of Petroleum Insur
ance workshop m San Francisco, sponsored by
Professional Development Institute, $395 Also
April 25-29 in Los Angeles. PDI Accountng & In-
surance Center, Box 13288, NT Station, Denton.
Texas 76203, 817465-3383

employee benefit anct

financial executives

APRIL 25-29 Identification. Sampling and
Evaluating Airborne Asbestos Dust m Los An-
geles, sponsored by the University of Southern
California, $500 USC. Institute of Safety & Sys-
tems Management, Office of Extension & In-Ser-

vice Programs, Los Angeles, Calif 90089, 213-743-
6523

Do you need to dis-
tribute copies of artl-
cles appearing In Busi-

ness Insurance at your
MAY 24 Principles of Petroleum Insurance
workshop in Sa, Antonio, Texas, sponsored by
Professional Development Institute, $395 Also
May 9-10 in HoLston, May 1647 m New Orleans
and May *27 in Dallas PDI Accounting & Insur-
ance Center, Box 13288, NT Station, Denton,
Texas 76203,817-565-3383

meetings or for your
mailings,
Business Insurance

has expanded its re-

MAY 24 Recognition of Accident Potential in print department to
the Workplace Due to Human Factors course in

Los Angeles, sponsored by University of Southern

meet your needs
Cal,fornia, $300 USC, Office of Extension & In-

Service Programs, Institute of Safety & Systems For fast, low cost* re-
Management, Los Angeles, Calif 90089, 213-743- R .
6523 prints of articles ap-

MAY 8-11. Washington Legislative Update pearing in Business In-
semmar, sponsored by the International Founda-
tion of Employee Benefit Plans, $390 for members,
$465 for non-members IFEBP, 18700 W Blue-
mound Road, Bor 69, Brookfield, Wts 53005, 414-
786-6700

surance, or to obtain
reprint permission for

your own copies, call or
MAY 9. Confined Space Entry Safety. orkshop write
in Dallas, sponscred by Loss Preventior Associ-

ates, $185 Loss Prevention Associates. PO Box
59888, Dallas, Texas 75229. 214-241-0396

:slyinpirm
220 E. 42nd St.
New York, N.Y 10017

212-210-0131
212-210-0229

MAY 941 1983 Electrical Safety conference in
Madison, Wis, sponsored by the University of
Wisconsin, $395 Victor P Janule, Department of
Engineering and Applied Science, University of
Wisconsin-Extension, 432 N Lake St, Madison,
Wis 53706, 608-263-7429

MAY D-13 Property Conservation course for
property owners. in Long Grove, lll, sponsored by
the Kemper Group, $400 W P Thomas Jr. NID

(HPR) A-1, Long Grove, Il 60049, 312-540-

* New prices effective 1/1/83

MAY 10-11. Managing Latent Occupational
Disease Liability conference in Arlington, Va,

in Atlantic City, NJ, sponsored by the Interna-
tional Safety Academy. $570 ISA, 10575 Katy
Freeway, Box 19600, Houston, Texas 77224, 713-

workshop m New York, sponsored by the Health 932-9400

MAY 24-27 Ergonomics seminar in San Jose.
Calif, sponsored by the International Safety

Academy, $375 ISA, 10575 Katy Freeway, Box
19600, Houston, Texas 77224. 713-932-9400

sore! versi outﬁgr%e@ li OPI%Q-

$250 USC, Insbtute of Safely & Systems Manage-
ment, Office of Extension & In-Service Programs,
JUNE 1-3 Fundamentals of Insurance confer- Los Angeles, Calif 90089, 213-743-6523

Ivision O SSIO| uca
W 35th St , Chicago, Il 60616, 312-567-4675
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205 E 42nd St, New York, N Y 10017, 212-286- Risk & Insurance Management Society, $345 for

9292 members, $445 for non-members Editorial De-
partment. RIMS. 205 E 42nd St, New York. N Y

JUNE- 14 Public Risk and Insurance Manage- 10017, 212-286-9292

ment Assn annual conference m St Paul, Minn,

$220 for members before April 25. $275 for mem- JUNE 19-22 Collection of Employer Contribu-

bers after Aprd 25, $425 for non-members. $375 tions mstitute in Lake Tahoe. Nev, sponsored by

for subsequent non-members registrants from the the International Foundation of Employee Benefit

same organization PRIMA, 1120 GSt NW, Suite Plans. $390 for members. $465 for non-members.

707, Washington, D C 20005, 202-737-7556 IFEBP, 18700 W Bluemound Road, Box 69,
Brookfield, Wis. 53005, 414-786-6700

JUNE 2-3 Principles of Petroleum Insurance

workshop in Denver, sponsored by Profesmonal JUNE 22-23. Health Care Cost Containment

MAY 25 Insurance Accounting & Statistical Development Institute. $395 Also June 940 m workshop in Boston, sponsored by the Health Re-

Assn conference in Detroit, $135 International
Office, IASA, Mutual Plaza, Durham. N C 27701.
919-683-2356

Oklahoma City PDI Accounting & Insurance search Inst:tute, $395 HRI, 49 Quall Court, Suite
Center, Box 13288, NT Station, Denton, Texas 200, Walnut Creek, Calif 94596, 415-676-2320
76203,817-565-3383

JULY 21-23 LaborManagement Trustees and
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June 8 1 Milwaukee, June 28 in Pittsburgh and 69, Brookfield. Wis 53005, 414-786- 6700
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We'll put you on-line tothe secret ofour
improved Group service.

Delivering detailed claim and policyholder infor-
mation as quickly as possible is criticalin todays
competitive environment. That's why we've developed
(and are currently marketing to others in the industry)
our own unique software systems. GRID (Group

Integrated Data Systems) is connected through a net-
work of minicomputers in all of our sales offices for
instant feedback on any group account. MCS (Major
Medical/Dental Claims Systems), which significantly
increases the effectiveness of claims management,

is setting new industry standards.

But Phoenix Mutual's commitment to the group
business goes beyond computers. Our specialized
underwriters are familiar with local legislation that
may affect a client's policy. Our trained employee-
benefit consultants have the knowledge and
experience to custom design any package. We even
offer a toll-free, nationwide policyholder HOTLINE.
And, we'll soon be relocating our entire group
operation to a major new facility in Enfield, Conn-
ecticut. All to serve our clients better.

For more information, send us this computer. Or
contact your local Phoenix representative. More good
reasons why good ideas come in

groups at Phoenix
Mutual. —

€ more
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Howden problems push A&A into red ink

Continuei from page 1

These expenses, however, were
only th€ first of many under-
writing, investment and other costs
A&A was to sustain in 1982, Chief
Financial Officer William Farley
told reporters. A&A eventually eal-
culated Howden's outstanding lia-
bilties, iniluding the missing assets,
at $85 mimion.

Despit€ record revenues, the sec-
ond-largest U.S. brokerage simply
could not take up the slack and
show a net profit.

A&A's 1982 operating revenues
grew 35.4 to $573.3 million from
about $423.3 million in 1981, Mr.
Farley said.

However, the record revenues,
fueled by about $128 million from
Howden, were heavily offset by in-
creased expenses, which jumped
49% to $516.4 million from $346.3
million in 1981.

Of the $170.1 million in new ex-
penses, Howden generated approx-
imately $121 million, includdng
legal fees and auditing costs, Mr.
Farley noted.

"However, our U.S. business was
also negatively affected by the
economy and property/casualty in-
surance market conditions, so it
wouldn't be fair to say that all our
troubles were caused by Howden,"
Mr. Farley explained.

Shrinking sales and payrolls at
client companies hit by the nation's

recession reduced insurance premi-
ums and the resulting brokerage
commissions, Mr. Bogardus pointed
out. In particular, A&A suffered
from the worldwide oil glut when
several drilling rig operators who
were A&A clients shut down oper-
ations and demanded return pre-
mium on their coverage.

"When the insurers returned the
premium, we paid back the com-
missions. Some of this business is
now returning as the drilling rig
companies re-enter operations,"
Mr. Bogardus says.

Howden, however, further offset
the company's $56.9 million pretax
operating income with about $13.8
million in underwriting losses and
accounting charges due to the
amortization of discounts on reva-
lued reserves held by three of irs
Bermuda underwriting units. They
are: Sphere Drake, Trent Insurance
Co. and Capitol Reinsurance Co.

After taxes and the third-quarter
extraordinary charge of $40 mil-
lion, income disappeared and was
replaced by a net loss of $25 mil-
lion, down from net income of $57.7
in 1981. The company reported a
$1-per-share loss in 1982, compared
with earnings per share of $2.91 in
1981.

Although A&A's dismal yvear-
end results pivot on the extraordi-
nary charge taken in the third
quarter, fourth-quarter results also
ate into earnings.

RS,

Specializing in all forms of life,
accidentandheanreinsurance.

Fourth-quarter revenues grew
27.3% to $136.8 million from $107.4
million fcr the same period .n 1981,
but operating expenses grew 51.8%
to $135.6 million from $89.3 million
in 1981.

The resulting $1.2 million operat-
ing prcfit was then wiped out by
$15.9 million in losses from the
Howden underwriting units, in-
cluding about $9 million in under-
writing losses and almost $7 million
in acecunting charges aga:nst re-

serve revaluations.

After taxes, A&A reported a net
loss of $19.9 million for the fourth
quarter, down from $15.7 million in
net income for the same period in
1981. The company reported a loss
per share of 80 cents for the period,
compared with earnings per stare
of 46 cents in the last quarter of
1981.

Any way analysts look at the fig-
ures, Howden's portion of the losses
was significant.

Although Howden's combined
brokerage services, Lloyd's under-
writing syndicate management and
other underwriting activities pro-
duced only a $300,000 net opera-ing
loss for the entire year, costs re-
lated to the acquisition and the 1981
problems at the Bermuda under-
writing subsidiaries produced a
$20.7 million carryover loss.

"Howden's brokerage operations,
excluding underwriting, still seem

FACUITATIVE/TREATY -14

Underwriting and loss adjusting intermediary V P
for LLOYDS of LONDON for over 30 years.
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to be in relatively good shape and
making a profit,"” Mr. Bosardus
pointed out.

"However, we have noticed a
slight-less than 10%-reduc:ion in
its retail business"”

The problems at Howder have
also slowed A&A's plans for inter-
national expansion, which was the
original reason it wanted an over-
seas subsidiary.

But to help continue wor-dwide
growth despite this setback, the
brokerage did make equity invest-
ments in brokerages in France,
West Germany and the Nether-
lands, Mr. Bogardus said.

Howden remains a valuable asset
and there are no plans to sell any
portion of the company, he added,
although Howden's Lloyd's cf Lon-
don underwriting agencies must be
divested within the next several
years to comply with new Lloyd's
regulations.

"We anticipate no selling-off of
assets in 1983," Mr. Bogardus said.
"The fundamentals of the organiza-
tion are still strong. We have every
reason to believe that this is all ba-

sically behind us."

A&A says it will continue to
try to retrieve missing Howden
assets and pursue the lawsuits it has
filed against five former H iwden
directors: Kenneth Grob, Alan
Page, Ronald Comery, Jack Car-
penter and lan R. Posgate, How-

den's former star underwriter.
However, Mr. Bogardus said he
does not expect court action until
some time in 1984.

Until then, the brokerage is re-
viewing the possibility of filing suit
against accounting firms and in-
vestment bankers that served
Howden and A&A during the
merger negotiations, although none
are currently planned.

Mr. Bogardus also foresees no
major changes in A&A's manage-
ment or ownership.

"There have been no shareholder
class-action suits filed, nor has
there been any pressure for change
on the board,” he pointed out.

"From time to time, people do
approach us about possible acquisi-
tion-almost every other week.
However, none of these feelers has
ever turned into substantive discus-
sions."”

Mr. Bogardus specifically denied
reports in the Financial Times of
London that said A&A was discuss-
ing a merger with Sedgwick Group
P.L.C., the largest brokerage com-
pany in the United Kingdom.

Sedgwick and A&A conducted
lengthy merger negotiations sev-
eral years ago, but both sides said in
1981 that a marriage would be un-
workable because of international
tax problems. Shortly thereafter,
A&A announced that it would ac-
quire Howden. .

Morahan gets added role

NEW YORK-Joseph E. Morahan Jr., chairman and chief execu-
tive officer of Shand, Morahan & Co. Inc., Alexander & Alexander
Services Inc.'s underwriting management subsidiary, will now also
manage two of Alexander Howden Group P.L.C.'s underwriting

units.

Mr. Morahan, who formed the firm bearing his name in 1970, has
been given a mandate by A&A to review the underwriting of Sphere
Drake Insurance Co. of Bermuda and Atlanta International Insur-
ance Co. of Atlanta, A&A Chairman John A. Bogardus Jr. said last

week.

"This move is part of our developing strategy on the future growth
of A&A's underwriting activities. Joe Morahan's demonstrated ex-
pertise and track record will be invaluable in focusing and carrying
out this undertaking,"” Mr. Bogardus said, emphasizing that A&A has
no plans to sell any of its underwriting subsidiaries.

Mr. Morahan would not comment on Sphere Drake, whose rein-
surance agreements are at the center of the troubles at Howden.

A&A discovered after it had acquired Howden last year that
Sphere Drake was unlikely to collect on several reinsurance agree-
ments made with companies secretly owned by former Howden
directors and that its liabilities were approximately 40% under-

funded.

"We'll have to take a look at the management and see exactly how
we can make the best use of these companies," he said.
Mr. Morahan will remain based at Shand, Morahan's headquarters

in Evanston, lll.

lowa liquidates health insurer

Continued from page 2

ever, the company also may have
insured METs in other states, ac-
cording to Mr. Foudree of the lowa
Department of Insurance.

In addition, the Tennessee De-
partment of Insurance reported
that last year lowa State Travelers
issued $1.7 million of accident and
health insurance policies in that
state.

The Tennessee department has
canceled certificates of authority to

lowa State Travelers' 500 agents in
the state.

"The lowa court order canceled
this company's policies as of Feb.
23, and prohibits it from selling any
more policies," said Roy Bess, Ten-
nessee's deputy insurance commis-
sioner.

California, lllinois and lowa also
have issued orders barring lowa
State Travelers from conducting
any new business or renewing poli-
cies.

"The bottom line is that policy-
holders with this company no
longer have accident and health in-
surance coverage," said Mr. Bess of

the Tennessee Insurance Depart-

ment.

While the failure of lowa State
Travlers is directly linked to the
failure last month of its reinsurer,
Lincoln Security Life Insurance
Co. of Phoenix, Ariz., underpricing
of lowa State-backed MET health
insurance was the underlying rea-
son for the company's collapse, Mr.
Foudree said.

"An adequate premium was not
set, so the claims could not be paid.
It appears that the product was un-
derpriced," he added.

For example, rates charged by
National Health Insurance Trust
may have been less than half than
the rates charged by commercial
health insurance companies doing
business in Southern California,
lowa and California insurance de-
partment officials said.

Multiple employer trusts in the
past have failed because adminis-
trators charged too little for insur-
ance to lure small employers, paid

too much in commissions and re-

served too little to pay claims. m



Coordination-of-benefits rule

should be

NEVYVW YORK-VWhen an em-
ployee retires and then takes an-
other job, should the first employer
still pay for basic medical coverage
as required by former National
Assn. of Insurance Commissioners’
model coordination-of-benefits
rules?

Nearly 93 percent, or 175 of 189
Fortune 500 companies, say the
1971 coordination-of-benefits rules
should be changed to make active
medical coverage take over from
retiree coverage, according to a
survey by Buck Consultants Inc.
conducted in January 1983.

Although the NAIC adopted a
change in its model COB rules last
December after an NAIC task force
recommended the change, legisla-
tive action or an insurance commis-
sioner's order may be required for
the rule to be changed in some
states.

The new NAIC model rule says
an employee's current employer
should provide primary medical

changed, firms say

coverage; any coverage an em-
ployee might have through retire-
ment or layoff benefits is second-
ary.

Formerly, the NAIC rule stated
that if an employee is covered by
two medical plans, the coverage
that has been in effect the longest is
considered primary.

"With a trend toward people re-
tiring early from one company and
taking a job with another, this COB
rule could allocate costs unfairly
among companies,” said Albert
Cole, Buck's director of consulting
services.

The survey also found that:

- Responding .n favor of the
rule change, many companies felt
retiree medical programs should
not have to subsidize the business
costs of a retired employee's new
ernployer.

The current employer that is
benefiting from the employee's ser-
vices should be the primary medi-

3 to be sentenced April 1

ALEXANDRIA, Va.-Three
men, including a former CIA oper-
ative, face sentencing April 1 for
their role in trying to arrange the
sale of a diesel truck engine assem-
bly line owned by American Inter-
national Group Inc.

The three had been charged in a
multiple-count felony indictment
with attempting to arrange the pro-
hibited export of the assembly line
from a Detroit-area warehouse to
the Soviet Union (BI, Feb. 14).

The trio-Stephen G. Carter, a
Palatine, Ill., export commodity
broker; Paul Sakwa of Washington,
the former CIA employee and Am-
nesty International co-founder; and
Jerry F. MccCall, a Toronto baker-
all pleaded guilty March 1' to re-

duced charges.
Messrs. Carter and Sakwa each

pleaded guilty to single felony
counts charging them with know-
ingly violating a section of U.S. ex-
port laws when they "did attempt
to arrange sale" of the 800-foot-
long, custom-built line knowing
that the line's purchaser intended
to export it to the Soviets.

Mr. McCall pleaded guilty to a
misdemeanor of at-empting to mis-
file documents with the Commerce
Department.

Ingersoll-Rand Corp. of Wood-
cliff Lake, N.J., manufactured the
line but was blocked by the Carter

administration from exporting it to
the Soviets.

The manufacturer then collected
between $5 million and $8.6 million
from AIG under a political-risk in-
surance policy. AIG assumed pos-
session of the assembly line. .

In today's society Kidnap, Ransom and Extortion insur-
ance has taken on new and greater importance. Act now,

your clients who require this protection will benefit from
broader coverage and more attractive rates.

TheWelzel
Company, Inc.

3003 West Alabama
Mailing Address: P.O. Box 66452
Houston, Texas 77006

Telephone: 713.'523-3003
Telex: 76-2053

Only through agents/brokers/insurance companies

cal coverage provider, the reson-
dents said.

- Making a spouse's active cov-
erage primary over a retired em-
ployee's coverage was favored by
61% of the companies responding.
Thirty-eight percent of the com-
panies did not favor such a change,
and 1% did not respond.

- Fifty-two percent of the com-
panies say they provide the same
level of lifetime maximum cover-
age for retired employees as they
do for active employees.

- More than 24% of the com-
panies reported program adminis-
tration and employee relations
problems as a result of the COB
rule.

For one company, the rule pre-
sented problems in planning dives-
titure of a unit. Although many
employees would be technically re-
tired, they would continue working
for the new employer.

As part of the sale agreement, the
new employer agreed that its medi-
cal plan would be primary cover-
age for the "retiring" employees. .
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PRUCESSING

the Quick, Easy Way!

Why do it the hard way? You can easily handle a greater

volume of claims .

. faster, - reduce errors, avoid complaints,

simplify procedures, save time and money with modern
computerized processing. Let us show you how.

HERE'S VVHAT YOU GET with Automated Health Services:

Eligibility VVerification

Benefit Calculations

Report Preparation
Check with Full EOB

Duplicate Checking

Record Keeping

Check Reconciliation
Correspondence Handling

Ease in Making Benefit Changes
and More, MUCH More!

We will install our system on your computer, or your adjusters can

use our computer facilities to process your claims.

Your inquiry will receive prompt response from qualified
principals who can supply complete information about
our ON-LINE claims and Pension Systems.

Phone or write us now.

AUTOMATED HEALTH SERVICES INC.

Phone 312/ 352-1894

9711 W. 55th St. Countryside, Il

. 60525



Back injury prevention prog ram offe red

Rehabilitation Management Inc.
and St. Vincent's Infirmary of Lit-
tle Rock, Ark., are teaming up to
offer a back injury prevention pro-
gram.

Under the program, Rehabilita-
tion Management personnel first
review and analyze back injury
data with clients, then check work-
place conditions and watch and
photograph employees while they
are at work.

After a preliminary evaluation,
Rehabilitation Management sub-
mits its data to the physical therapy
department at St. Vincent's Infir-
mary, a large Little Rock medical
center. Specialized staff in the de-
partment use the data and the pho-
tographs to develop a tailor-made
back injury prevention seminar for
the company.

Physical therapists then visit the

products & services

workplace to present a two-hour
seminar on back anatomy, physical
fitness, body mechanics, preventive
techniques and back injuries.

Rehabilitation Management also
offers comprehensive consulting. It
will train company personnel to
conduct ongoing back injury pro-
grams, produce slide presentations,
filmstrips and videotape cassettes
for individual companies.

The basic cost is $785, which in-
cludes a consultation session and

program presentation. Travel costs
are additional.

For more information on the Re-
habilitation Management Inc.-St.
Vincent's Infirmary back injury
program, contact Tom Strickland,

Quick:

What's an eight

letter word that means
cost containment?

™

Cost Containment In Two Ways:

9 Complete-easteporting
COS'ESO\beéraa iﬂlﬁtration

From Average Length of Stay by
diagnosis to provider comparison
statistics, QicClaim has it all.

Why did those who compared
overwhelmingly choose QicClaim?

With a system offered at a fraction of the
cost of competitive systems, they found:

. Aggregate and Specific stop loss
statistics « Plan performance analyses
« Las Studies * Ad hoc reporting

Don't think your needs are too large or
too small to fit the capabilities and costs
of QicClaim. Call 312/448-5911 today

for details, or write to:

RimS

RESOURCE INFORMATION
MANAGEMENT SYSTEMS, INC.

7800 West College Drive
Palos Heights, IL 60463 * 312/448-5911

Rehabilitation Management .nc.,
Suite C, 10020 Rodney Parham,

Little Rock, Ark. 72202; 501-227-
5553,

Movement detector

A safety device that detects sags
in mine roofs is available fyom
Conkle Inc.

The Roof Movement Monitor, in-
vented by a former miner, is a re-
flector that is held fludi with the
mine rocf by a movement-detect-
ing rod. Any movement in :he roof
trips the reflector, which reflects
headlamps of miners entering
shafts. The movemen.-detec:ing
rod can be adjusted to trip f.-om
movement ranging from a few
thousandths of an inch to several
feet.

The movement monitor has been
approved by the U.S. Bu.eau of
Mines for use as a minc safety de-
vice.

The cost of the basic monitcr is
$27.50. An electronic model, which
includes a digital readout that can
be read from a distance of sevfiral
hundred feet, costs $220. For more
information on the Roof Movement
Monitor, contact Pat Conkle, 2.0.
Box 190, Paonia, Colo. 91428; 303-
527-4848.

Bank coverage

Baccala & Shoop Insurance Ser-
vices has developed a complete in-
surance program for community
banks in California.

The program includes seven cov-
erages required by most banks, says
Baccala & Shoop President Noel
Higgitt, A bank can purchase any
or all of these coverage:

« Mortgage impairment.

- Data processing multiperil.

- Broad-form extortion.

- Bankers blanket bond, .nclud-
ing all-risk safe deposit, bankers
transit and registered and first-
class mail coverage.

» Directors and officers liability.

« Corporate fiduciary liability.

- Bankers trust department
errors and omissions.

The coverages, with limits of $5
million each, are underwritten
through an A-plus rated insurer
that is admitted in California.

Several endorsements to the
package are also available, includ-
ing stop-payment legal liability,
personal accident extensicn and
automatic teller machine coverage.

Currently the program is avail-
able only in California, but Baccala
& Shoop hopes to expand -t nation-
wide. The program is geared to-
ward community banks with de-
posits less than $250 million.

The program is now underwritten
through Baccala & Shoop's Memphis

office at 3255 Whitebrook Plaza
Drive, Whitebrook Office Plaza,
Building C, Suite 100, Memphis,
Tenn. 38118; 800-367-1111.

Warning system

A fire detection and audio warn-
ing system for medium-sized to
large buildings has been introduced
by ADT.

The 8175 Emergency Communi-
cation System uses speakers to pro-
vide spoken instructions as well as
a warning tone. Paging capabilities
can be used in selected areas or on
an all-call basis. A tone can be
sounded in one area while emer-
gency instructions are given in an-
other. A supervised telephone sys-
tem allows two-way communica-
tion between the control station
and firefighters on various floors.

Up to 48 audio speaker and tele-
phone zones can be used on the
8175 system. Standby battery facili-
ties to back up audio amplifiers, a
tape player for messages, an elec-
tronic VU meter for sound level, a
relay panel and a switch panel are
included in the system.

Prices for the system vary de-
pending on building size, floor
plans and local building codes.

For more information, contact
Joe LiCalsi, Product Manager, Fire
Protection Systems, ADT, One
World Trade Center, New York,
N.Y. 10048; 212-558-1100. .

"Vision Service Plan has proven to be a
refreshing experience in these days of in-
efficient vision benefit delivery systems.
Many carriers talk about cost control. The

VSP system in actual practice won't toler-

ate anything else.

ChristopherR. Mykrantz, Manage.
Corporate 'Group Insurance Administration
American Motors Corporation

Vision Service Plan

We're the old

est, largest underwriter of quality
vision care in the country. We're
non-profit. We control your em-
ployees' out-of-pocket expen-

ses. We assure patients free
choice in selection of doctors.

Plus, we handle all the
paperwork from an admin-
istrative office near you.

The specialists in high quality.
cost-control vision care benefits.
with administrative offices nationwide.

VSP National Association Headquarters

200 South Hanley Streets Suite 509 * St. Louis, Missouri 63105 « 1-800-325-8499



Tax could tarnish flexible plans

Continued from page 1

creased FICA tax by eliminating
any taxable benefit options from
flexible plans, said Bob Wallace, a
consultant and actuary with Buck
Consultants Inc. in New York.

For example, they could just
offer tax-free options like health
insurance, vision care and dental
coverage and not cash.

However, this might reduce the
appeal of the plans. The freedom to
choose cash in lieu of benefits is
especially attractive to young
workers who may need the money
to meet hefty mortgage payments.

"Flexible benefit plans will sur-
vive, but their appeal will be di-
minished,"” said William Chip, a
Washington attorney with lvins,
Phillips & Barker, which repre-
sents the Employers Council on
Flexible Compensation.

"Most companies won't offer a
cash option," Mr. Chip added.

Benefit experts say there are
broad implications in the House's
decision to impose new taxes on
cafeteria plans.

"Congress is changing its defini-
tion on what is taxable compensa-
tion," said Jim Waters, a vp with
Towers, Perrin, Forster & Crosby
in New York. Legislators are now
considering benefits-not just sal-
ary-as part of the taxable wage
base, Mr. Waters adds.

"This is a foot in the benefits tax-
ing door," said Lloyd Kaye, a prin-
cipal at William M. Mercer Inc. in
New York. "Once Congress starts,
no one knows where they will stop.
That is what is most alarming.”

As a matter of fact, the Social Se-
eurity bill also proposes taxing up
to half of Social Security benefits

CIGNA offers grants

NEW YORK-CIGNA Corp. said
last week that it has set up a $1 mil-
lion grant program to help local
business coalitions battle soaring
health care costs.

Under the program, grants rang-
ing from $5,000 to $50,000 will be
awarded to coalitions for specific
health care cost-containment
projects.

CIGNA said it is especially in-
terested in the creation and use of
health cost data bases by business
coalitions, so employers can track
health care utilization at facilities

im thhheir =area=sa - -

for middle-class and well-to-re-
tirees and would make wages de-
ferred under 401 (k) salary reduc-
tion plans subject to FICA taxes,
too.

However, in contrast to the pro-
posals to tax 401 (k) contributions
and Social Security benefits, the
cafeteria benefits tax never was
discussed or analyzed when the
House Ways and Means Committee
held hearings on the entire Social
Security bill. It was added just prior
to the committee vote.

"Increasingly, the real legislation
is not presented until the hearings
are over. This was done behind the

scenes," one lobbyist said.

There was little time for em-

ployers to do much," said Mr. Chip
of the Employers Council on Flexi-
ble Compensation, which is now
lobbying fiercely against the pro-
posal to subject flexible benefits to
the FICA tax.

But the lobbying effort faces
tough odds. In the coming months,
the attention of legislators and
their aides will be focused on other
parts of the Social Security bill that
affect many more people, like
higher payroll taxes and manda-
tory Social Security coverage for
non-profit and new federal em-
ployees.

"l would think it (taxing cafete-
ria benefits) would pass. | doubt if
corporate objections will carry the
day," predicts Mercer's Mr. Kaye.

In passing the Social Security
legislation on a 282-148 vote, Con-
gress also agreed to gradually raise
the Social Security retirement age
until it reaches 67 by 2027. It is now
65.

Other provisions in the bill in-
clude:

» Social Security payroll tax in-
creases for employers and employ-
ees would be accelerated. On Jan. 1,
1984, the tax would rise to 7% from
6.7%. Next year's 0.3% increase for
employees, however, would be off-
set by an income tax credit.

In addition, FICA taxes would
continue to rise slightly ahead of
schedule after 1984. For example,
in 1988, the tax would climb to
7.51% instead of the planned 7.15%.
The payroll tax would hit 7.65%, as
scheduled, in 1990.

* The self-employed, who now
pay about three-fourths of the com-
bined employee-employer FICA

Take Charge

of Your Career

in Employee Benefits

Become a Certified

Employee Benefit Specialist

In today's highly competitivejob market. the successful candidate

is one who sets himself apart from the rest of the field. In

employee benefits. the best way to distinguish yourself is through

attainment of the Certified Employee Benefit Specialist (CEBS)

designation. More and more employers with openings in benefits

are looking for individuals with CEBS credentials. Why? Because

it says a lot about a candidate's knowledge. professionalism and

commitment to excellence.
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The CEBS orogram is cosponsored by the International Foundation of

Employee Benefit Plans and the Wharton School of the University of

Pennsylvania.
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tax rate of 13.4%, would pay the full
rate, which would be 14% in 1984.
However, the self-employed could
deduct 50% of the combined rate on
their federal income taxes as a
business expense.

= Non-profit employers, includ-
ing those that have already with-
drawn from Social Security, would
have to participate in the program
by Jan. 1, 1984. In addition, work-
ers hired by the federal govern-
ment after Jan. 1, 1984, would be
covered under Social Security.

* Local and state governments
could not opt out of Social Security
after the legislation's effective date.
However, public employers that al-
ready have withdrawn would not
have to return.

» The next hike in cost-of-living
benefit increases, now scheduled
for July 1, would be delayed until
Jan. 1, 1984. All future COLA ad-
justments would be made on Jan. 1.

« Social Security benefits would
be taxed for retirees whose incomes
exceed certain levels. The tax
would be phased in for individuals
whose adjusted gross incomes ex-
ceed $25,000; for married couples,
the tax trigger would be $32,000. .
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FALCON CLAIMS SERVICE, INC.

A Subsidiary of Reed, Roberts Associates, Inc.
SELF-FUND YOUR

EMPLOYEE BENEFITS PLAN

Administrative Services For One or All of These Coveroges:
Medical, Dentot. Vision. Drugs. Utrkers' Comp., and DBL

We will perform o Feosibility Analysis to determine if self-funding
your Employee Benefits Plon might:

* Improve your cosh flow ond bottom line cost
« Provide "some or better" coverage
+ Achieve maximum flexibility in design

WE OFFER THE MOST COMPREHENSIVE SELF-FUNDING
SERVICES IN THE NATION

For information call or write:
FALCON CLAIMS SERVICE, INC.
PO Box 308 - Grond Island, New York 14072

Within NY call (800) 962-9669
Outside NY coll collect (716) 773-2556

25 Offices Notionwide

PROCLAIMS

A fully automated claims processing
and administration system for group
health benefit plans (Medical, Dental,
Vision, etc.). Includes dual mode op-
eration for self funded or fully insured
- all parameter driven for flexibility

- and user friendly for ease of opera-
tion.

BUILT BY PROS

As a division of one of the nation's
leading reinsurance markets, we have

built this system to provide the con-
trol and information needed for effec-

tive administration from the rein-
surer's point of view. It adds up to
more professional control.

USED BY PROS

The system is used daily by profes-
sional Third Party Administrators to
process thousands of claims auto-
matica#y and provide in-depth track-
ing and reporting with heavy em-
phasis on cost containment and full
financial control.

AFFORDABLE

The system is available for use on a
variety of hardware on a purchase,
lease, or time share basis. Select the

operation that fits your requirements.
You'll find it affordable.

PROCLAIMS, and
other systems built

by the PROS.
111111111...11111111 Write orcall:

ANMPRO

DATA SYSTEMS, INC.

Ampro Data Systems, Inc.
2504 N. Tamiami Trail

RO. Box 517, Nokomis, FL 33555
813/966-3641

A subsidiary of American Progressive
Corporation, Nashville, TN
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- Many companies are organiz-
Ing their own fire brigades to re-
duce exposure to fire damage. A
:raining manual designed espe-
eially. for industrial and business
Eire brigades is available from the
National Fire Protection Assn. To
order, send $14.95 per copy to Pub-
lications Sales Division, NFPA,

3atterymarch Park, Quincy, Mass.
02269.

- A series of booklets on the role
of experience rating in workers
compensation insurance has been
published by the National Council
on Compensation Insurance. "An
In-Depth View of Experience Rat-
ing, ""ABCs of Experience Rating,"
'Providing for Future Claim Pay-
ment: The Role of Loss Reserves”
and "The Wage-Loss Law in Flor-
ida: An Update" are available at $2
each by writing the NCCI, Infor-

R

mation Office, One Penn Plaza,
New York, N.Y. 10119.

- The Labor Department has
published "Update No. 15," one in a
series of opinion letters that
explains the transactions employee
benefit plans may engage in under
the Employee Retirement In-
come Security Act. The cost is
$11.70. Checks should be made pay-
able to LMSA, U.S. Department of
Labor, Division of Public Disclo-
sure, Pension and Welfare Benefit
Programs, Room N-4677, 200 Con-

stitution Ave. N.W., Washington,
D.C. 20216.

- The Labor Department has
published a guide for.employers
that are sponsoring child care pro-
grams. "Employers and Child
Care: Establishing Services
Through the Workplace" contains

ARSI N]

FIGHT RISING CORPORATE
HEALTH CARE COSTS

ATTEND

CORPORATE HEALTH CARE
IN CRISIS
1983 REGIONAL CONFERENCES

Expert speakers, key topics, and group discussions
provide a comprehensive overview of effective
corporate health care cost containment strategies.

 Kansas City - May
- Salt Lake City - August
= Charleston - October

Now available -- the September, 1982 Columbus
conference proceedings. To order, call collect:

(419) 7558591.

1983 ADVANCED COST
CONTAINMENT WORKSHOPS

names and addresses of employer-
sponsored child care programs
operating in the United States. A
limited number of s.ngle copies are
available free from the Women's
Bureau, U.S. Department of Labor,
200 Constitution Ave. N.W., Wash-
ington, D.C. 20210. The publication
also can be purchased for $5.50
from the Superintendent of Docu-
ments, U.S. Government Printing
Office, Washington, D.C. 20402.

- A booklet from the loss-con-
trol department of the Alliance of
American Insurers. "Simplified

Water Supply Testing,” can help
loss-control and municipal water
department personnel test water
supplies used for firefighting.
The 48-page booklets is available
from the Alliance for $4.25 per
copy. To order, write.the Alliance
of American Insurers, Loss Control
Department, 20 N. Wacker Drive,
Chicago, Ill. 60606.

Haue a new report, booklet or promo-
tional brochure you'd like to send to
buyers of insurance? Business Insur-
ance witt describe material costing
tess than $20 as an editorial service.
Simply send us a shcrt description of
the material to be offered, along with
the cost and a mailing address. Ad-
dress all contributions to Info for
Buyers, Business Insurance, 740 N.
Rush St., Chicago, Ill. 60611.

Eagle-Picher presses coverage issue

Continued from page 2
ner, an attorney for Eagle-Picher with the Boston firm of Nutter,
McClennen & Fish.

"We're at an end (to litigation) with regard to these particular
policies. We know where we stand."

Mr. Kenner explained that Eagle-Picher did not want the high
court to review the decision even though it had sought in the court of
appeals coverage even broader than that offered under the manifes-
tation theory. It had sought coverage under the triple-trigger theory
which says that all insurers on the risk from the time of exposure
through manifestation, including the latency period, are liable.

Although that request was refused, Eagle-Picher believed the
court of appeals' manifestation ruling provided a breadth of insur-
ance to Eagle-Picher for the claims against it, he said. "It did not
want to risk that the result be overturned,"” Mr. Kenner said, ack-
nowledging the court could have reversed the appellate court and
ruled in favor of the exposure theory.

Requesting review by the Supreme Court were a group of Eagle-
Picher's London excess insurers that believe in the exposure theory
of coverage.

The Eagle-Picher case marks the fourth time the high court has
declined to rule on the asbestos coverage issue.

"If one looked to the Supreme Court as one solution, it's obviously
been put off for a year or two," one asbestos defendant attorney said.

Some insurers and defendants hoped that the Supreme Court
would resolve the issue because of the conflicting decisions that are
springing up in more than 30 jurisdictions across the country that are
considering coverage disputes.

The defendants in Eagle-Picher's pending suit against its excess
insurers include Commercial Union Insurance Co., American Inter-
national Group, Prudential Re and some London insurers.

The suit was filed in the U.S. District of Columbia District Court
where the triple trigger ruling was handed down in Keene vs. INA.
but was recently transferred to U.S. District Court in Boston.

Eagle-Picher's aggregate insurance coverage for claims allocable
between 1968 and 1978 is estimated at $155 million.

The ideal TPA

Automated

resources

As a subsidiary of General American Life
Insurance Company, we have know-how
comparable to any biglinsurance
company with the latest in on-line claim
adjudication. We're a national company,
with claims-paying outlets in 17 cities.
VWherever you're located, we're nearby.

guided by

experienced
professionals

We are staffed with career employee
benefit Drofessionals, fully experienced
in self-funding with multiple stop loss
resources to fulfill your reinsurance

Nneeds.

with small-

We offer the responsiveness and service

CO m p a n y that make good benefit plans perform

at their best. . . day in and day out. We

spend bour money as if it were our
Co n Ce rn fo r own, using the same standards of claim

detail.

evaluation. Plus you enjoy individualized
plan design, procedural flexibility and
custom-designed management reports.

You know the advantages of self-funding.
We know how to put them to work for

A three-day series of skills development sessions on
critical health care cost containment techniques.
Included are one-day workshops on: Health Care
Management Systems, Data Collections Systems,
and Workers Compensation and Disability Costs.

« Cincinnati - March
* Chicago - April
* Kansas City -«July

For Additional Information, Contact:
Joanne Rodgers, Ph.D.
Conference Coordinator
United Telephone of Ohio

Learning Center
P.O. Box 3555
Mansfield, Ohio 44907
Call collect: (419) 755-8591

you. Let us prove we deserve to be your

preferred ASO resource. You'll be

pleased with our price and surprised by
' our exceptional service.

\7 TPA..

Genelco, Inc.

YS, E] send me a presentation folder filled with
more information about Genelco's ASO.
[3 include a specification form in my presen-
tation folder so you can prepare our ASO bid.

Name

Company

Address

Citv State

Phone (area code) Number
A SUBSDARY OF

Mall this coupon to Genelco, Inc., 1201 Macklind Avenue, General

St. Louis, Missouri 63110, or call Dale Skel,on at,(314) 644-3200.



Asbestos coverage
IN comp case decided

Continued from page 2
should respond on a proportionate
basis.

The company's insurers, how-
ever, argued that under the Dela-
ware Workmen's Compensation
Act, they were not liable. Since all
claims were manifested after 1972
when Champlain became self-in-
sured, they had no obligation to de-
fend or pay claims, the companies
contended.

The court agreed with the insur-
ers. Relying on state workers com-
pensation law and the Delaware
case of Alloy Surfaces Co. vs. Cica-
more, the court said that the "last
carrier” on the risk at the time dis-
ability arises has the burden of
compensation.

Since Champlain was self-in-
sured after 1973, it was the last car-
rier on suits brought after that
year, the court said.

The court further stated that it
would not get into the "manifesta-
tion vs. exposure" arguments that
have been at the core of court deci-
sions such as Keene Corp. vs. INA
and Eagle-Picher Industries Inc. vs.
Liberty Mutual Insurance Co. that

'The court is of the

opinion that the
essential medical

evidence supports
the exposure theory.’

were based on disputes over com-
prehensive general liability poli-
cles.

It specifically rejected deciding
the case in terms of general insur-
ance or contractual considerations,
instead relying on the state work-
ers compensation law.

"It should be noted that the
'manifestation vs. exposure' dispute
exemplified in Keene and Eagle-
Picher arose in the context of prod-
ucts liability insurance coverage,
not workmen's compensation cov-
erage and the results there reached
were based on contractual inter-
pretation,” the court said.

"While the theoretical arguments
advanced in support of each ap-
proach may prove helpful in ana-
lyzing asbestosis claims generally,
the question of coverage in work-
men's compensation cases is gen-
erally dictated by statutory inter-
pretation.”

"Indeed, policy provisions must
conform with the Workmen's
Compensation Act itself."

The Sepco vs. Commercial Union
case involved interpretation of
comprehensive general liability
policies.

In the case, a federal district
court in Alabama ruled that the
"injurious exposure" rule would
apply to insurance policies cover-
ing Sepco.

Under the decision, the costs of
defense and liability are to be
prorated among Sepco's insurers
that provided coverage during the
exposure period, the court said.
Sepco is also deemed to be an in-
surer for the time it was self-in-
sured, the court said.

The suit, filed by Commercial
Union, sought a judicial interpreta-
tion of the appropriate coverage
theory concerning its policies with
Sepco. Sepco later brought in as
third parties its other insurers, in-
cluding Canadian Universal Insur-
ance Co. Ltd., United National In-
surance Co., Mission Insurance Co.
and Home Insurance Co.

Commercial Union, which in-
sured Sepco from at least 1970 to

September 1978 (except for one
nine-month period), argued that
the manifestation theory should
apply.

All of the other insurers sought
an exposure interpretation.

Sepco wanted the court to apply
the triple-trigger theory of cover-
age established in the Keene vs.
INA case when the U.S. Circuit
Court of Appeals for the District of
Columbia said all insurers on a risk
from the time of exposure to as-
bestos through manifestation of the
related disease must contribute to
claims. But Sepco said if the court
would not follow the triple-trigger
theory, it wanted the exposure the-
ory upheld.

In granting summary judgment
for Sepco, Judge J. Foy Guin Jr.
said it was bound by the prior as-
bestos coverage decision of Porter
VS. American Optical Corp. In that
1981 decision, the 5th U.S. Circuit
Court of Appeals upheld the expo-
sure theory.

He rejected Commercial Union
arguments that Porter did not
apply and concluded that the terms
of Sepco's insurance contracts and
the medical evidence both sup-
ported the exposure theory.

"The court is of the opinion that
the essential medical evidence sup-
ports the exposure theory," the
court said. "The progressive, cumu-
lative nature of the disease makes
the exposure theory the fairest and
most practical solution to the insur-
ance coverage question."

The judge noted, however, that
he only had to look to the terms of
the insurance contracts to come to a
decision for exposure.

In addition, because "bodily in-
jury" and "occurrence" were am-
biguous terms, they should be con-

strued in favor of the policyholder,
the court said.

Originally part of the 5th cir-
cuit. the northern district of Ala-

bama became part of the 11th cir-
cuit when that new circuit was
formed several years ago but is
generally bound by the 5th circuit's
decisions, an attorney for Sepco
said.

Sepco of Pelham, Ala., manufae-
tures and distributes thermal insu-
lation material that in the past in-
cluded goods containing asbestos. It
is currently facing thousands of
lawsuits brought by individuals al-
leging injuries from asbestos-re-
lated diseases.

In addition to the declaratory
judgment sought, Sepco is also al-
leging that the insurers breached
agreements to insure Sepco and in
bad faith refused to defend it.

It seeks $200,000 from Commer-
cial Union for monetary losses due
to CU's alleged bad faith and
wrongful refusal to defend and $2
million from its insurers for direct
monetary loss, punitive damages
and the emotional distress suffered
by Sepco's employees and execu-
tives due to the insurer's bad faith
refusal to defend Sepco, according
to its amended complaint.

Also in dispute are insurance pol-
icies for Sepco dating back to the
19505

The Sepco decision brings to at
least five the number of state or
federal courts that have ruled that
coverage is triggered upon a vic-
tim's exposure to asbestos, a theory
most policyholders want if they
can't get a court to apply the
broader triple-trigger theory.

There has been only one federal
appellate court decision for mani-
festation in an asbestos case.

Despite the differences-in-cover-
age theories espoused by the courts,
however, all the decisions in cover-
age cases appear to maximize cov-
erage for the policyholder. .
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For the General Manager
Who Deals with Specialists

—\/

James 0. McDonald

O0@mwwowyv
000900@9 ve@wW@

A guide to coping with
A everyday organizational
problems A

Management Without
Tears: A Guide to
Coping With Every-
day Organizational
Problems

James Mc Donald

A practical step-by-step
guide covering the
secrets of becoming a
successful manager.
Must reading for
anyone needing to
know how to effectively
handle people and
situations.

CBO054 Paper $8.95

MAIYMEMEN

%'rn A “tior

Creative Management
William A. Marsteller
Provides valuable ideas
and examples on
developing manage-
ment and communica-
tion skills for all levels
of managers. Written
by the man who built,
motivated, and led one
of the largest creative
organizations in the

world.

CBO047 Hardcover
$19.95

Strategic Advertising
Campaigns

Don Schultz and
Dennis Martin

Successful advertising
is the result of carefully
planned and thought-
out campaigns. Learn
how to identify the right
market, create the right
message, and measure
the results effectively.

CBOI 1 Hardcover
$22.95

The Executive Guide to

Commercial Property

and Casualty insurance
Edward W. Siver

A one-volume ency-
clopedia reference on
commercial property-
casualty insurance and
risk management.
Twenty-four sections
feature questions and
answers, providing
practical solutions to
daily insurance
problems.

C B041 Hardcover
$34.95

The Executive Guide to
Commercial Properly and
Casualty Insurance

ts/ W' 81, Pe. CLU

-28:. 1.

T he \

/ Public j
IMoney ManagerkR
& Handbook

The Public Money
Manager's Handbook
Edited by

Nathaniel Guild

Covering the basic
principles of money
management, this book
includes details .of the
most up-to-date techni-
ques, what may be
done, how to do it,
and where to go
for information.
C BO50 Hardcover
$39.95

Mnning
in
Labor
Arbitration

Winning in Labor
Arbitration
Walter E. Baer

Demystifies the essen-
tial principles that
envelop the arbitration
process. Written in
clear, everyday
language to help you
avoid the perennial
problems and pitfalls of
legal negotiations.
CBO026 Hardcover
$21.95

Mailto: Crain Books, 740 Rush Street, Chicago, IL 60611

Please send me the following books (insert quantity)
- Management Without Tears

CcBOS4 ..., ...

Creative Management
CBO47 i

Strategic Advertising
cBO11 ..

The Executive Guide
C B041

. $34.95

Money Manager's Handbook

CBO50

Labor Arbitration

Direct Marketing
cBo0O6

Marketing Plan

MP117 ...

. $39.95

.. $21.95

.. $27.95

..$ 14.95

O Check enclosed for $

Successful Direct
Marketing Methods
Bob Stone

The book that launched
the direct marketing
revolution is designed
to help you solve your
current marketing
problems, develop and

market new products,
increase sales and

profits, and create

direct marketing that

sells.

CBO0O06 Hardcover
$27.95

N/ A

Successful .
Direct

Marketing
Methods

AL A -

The Marketing Plan
Robert Skacel

Guides you through the
definitions of the

current market situa-
tion, analyzes problems
and establishes objec-
tives. included are clear
explanations of
procedures for develop-
ing strategies, forminga
budget, and providing
management with a
forecast.

MPI 17 Paper $14.95

813143

- Include $2.00

shipping for first book, and $1.25 for each additional
book. illinois residenta add 6% sales tax; Chicago
residents add 7%. If not satisfied, you may return the
books within 15 days and receive a refund.

0O Bill me later.

D Charge to my O American Express Il VISA
0 MasterCard interbank #

Exp. Date
Signat ure
Name
Company
Address
City

Telephone #

State Zip
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J&J facing suit

Continued from page 2

media. He added that he could not
speculate on how many more suits
might eventually be filed by
Zomax users.

But further suits are expected,
some say.

"It wouldn't surprise me at all.
That's what usually happens,” said
Christopher Smith, a spokesman
for the Food and Drug Administra-
tion.

The FDA has met with J&J rep-
resentatives to discuss additional
warnings to be placed on the labels
of Zomax bottles. J&J is currently

considering what measures to take
and has not yet yet determined

when the product will be returned
to the market.

J&J would not comment on its
insurance coverage for any judg-
ments that might be awarded to
Zomax users.

It also declined comment on
whether a claim had been filed
with its insurers for the expense of
recalling the product.

J&J is currently suing nine of its
insurers to recover the more than
$110 million in product recall and
business interruption losses experi-
enced in the recall of MeNeilab's
Extra-Strength Tylenol pain re-

liever last fall (BIl, Jan. 10).
According to court papers filed in
the Tylenol case, J&J has more
than $100 million in product liabil-
ity coverage. Middlesex Assurance
Co., one of J&J's two Bermuda cap-
tives, underwrites the first $5 mil-
lion combined single limit for each
occurrence, each product and an-
nual aggregate, including defense
costs, according to the court papers.
Insurers writing excess umbrella
coverage, according to the papers,
include North River Insurance Co.,
a Crum & Forster unit; Employers
Insurance of Wausau; Transist Cas-

ualty Co.; Aetna Casualty & Surety
Co.; American Centennial Insur-

ance Co.; Granite State Insurance
Co.; First State Insurance Co.; and
Northbrook Excess & Surplus In-
surance Co.

However, excess and umbrella li-
ability policies frequently exclude
coverage for product recall ex-

penses.

1IN addition, Affiliated FM In-
surance Co. writes $50 million in
all-risk property coverage, the suit
shows.

J&J would not say if its coverage
has changed since it filed suit
against its insurers last year.

Of about 15 million people who
have used Zomax since its intro-

classified advertising

RATES AND CLOSING TIME:

duction, 1,100 have experienced al-
lergic reactions and five have died,
according to J&J.

J&J first reported Zomax's side
effects to the FDA and to 200,000
physicians in letters last year. Two
of the five deaths were reported in
1982, while the other three victims
have died this year.

Zomax's rate of one allergic reac-
tion per 15,000 users is high com-
pared to rates for other products in
its class, including Upjohn & Co.'s
Motrin, Merck & Co.'s Clindril and
Syntex Corp.'s Annaprox, the
FDA's Mr. Smith said, adding it's
also unusual for fatalities to result
from use of such a pain reliever. -

Rates: Display classified is $60.00 per column inch, minimum of one inch.
Straight classified is $5.50 per line, minimum Of 5 :ines. Count 34 charac-
ters per line (include each space and punctuation as a character). Addi-
tional $11.00 charge for blind box ads. Responses to blind box ads must fit
into business size envelope. Responses are forwarded dailv.

POSITION AVAILABLE

MEDICAL CLAIMS MANAGER
BOSTON AREA

Full responsibility for 3rd party
administrator. Requirements: imag-
inative, self-starter. 5 years claim
experience at supervisory/manage-
ment level. Experience with aggre-
gate and specific stop loss contracts,
and administration, as well as exten-
sive carrier claim experience. Com-
pensation package will includeequi-
ty position for right person. State sal-
ary requirementsin resume. Box 595,
Business Insurance, 740 Rush St.,
Chicago, IL 60611.

Large SUNBELT agency is seeking an indi-
vidual to head their regional facilities
located in scenic SUNBELT locale. Must
have proven and currentcommercials sales
management exp. at agency/brokerage
level. Will inherit existing sales force im-
mediately so must be able to assume those
responsibilities now. Starting compensa-
tion in the $55K/$70,000 bracket. Contact
Insurance Recruiters, Inc. 3707 Rawlins
#416, Dallas, 75219. AC214-528-0090.

Bl Classifieds
assure

top quality

results!

Business Insurance

Circulation

Breakdown™

Commercial Consumers

Administrative Management:
owners, presidents,
vps. etc. 6.483

Financial Management:
chief financial officers,
vps of finance, secre-
taries, treasurers, etc. 10.138

Insurance Management:
vps, directors,
managers of insurance,
risk, benefits,
compensation, safety.
security, etc. 5.299

Government, Associations,
Unions, Educational
Institutions 1,034

Commercial Consumers

Sub-total 22,954
Insurance Agents

& Brokers 9,771
Insurance Cos. 5,217
Financial Institutions 352
Actuaries. Attorneys,

Adjusters, Appraisers

& Consultants 2.603
Others allied to the field 937
TOTAL 41,834

Source Business/Occupational
breakdown of qualified circula-
tion, November 1, 1982 issue. as
submitted to BPA for December

1982, BPA Publishers Statement.

pRisk Managementi

GOOD TIMES ARE COMING!
SEND FOR FREE BROCHURE

I "Rewarding Careers in
1 Risk Management”

1 MARTY HODES, ARM
By appointment-NYC or U

*f) IRML.soc.

505 Northermn Blivd.l

Great Neck, N.Y 11021

ACCOUNT
EXECUTIVE

Medium sized Houston agency

seeks proven commercial ac-
count executive. Construction

and/or real estate experience de-
sirable. Salary negotiable. Send
resume to:
Box 586, BUSINESS INSURANCE
740 Rush St., Chicago, 11160611

cPCU
CANDIDATES
SAVE TIME + FEEL CONFIOENT -

You'll be better prepared for
your exams when you use
the Burnham System.

SATISFACTION GUARANTEEO.

Write now for details.

Ray Burnham,
CPCU, CLU, ARM
253-A Pleasant Street

Southbridge, MA 01550
617-764-2726

ACCIDENT & HEALTH
ADMINISTRATOR

Responsible for day today administra-
tion and servicing of a maior profes-
sional association group insurance
program. Must be familiar with all as-
pects of Group Accident Health Ad-
ministration including:
Underwriting, New Policy Issue
Billing & Collection
Solicitations

Policyholder Service

Duties will also involve servicing of
some small employer group life insur-
ance policies. Good math aptitude.
communication skills and a minimum
of 5 yrs. life and health insurance ex-
perience.

Call: Rita M. Tanke,
Reed Stenhouse Inc.
(312) 621-2586

For a

Concise

Logical
Approach

Risk

Management
Recruiting

LOGIC

Associates, Inc.

170 Broadway

New York, N.Y. 10038
(212) 227-8000

Fastest growing and best inde-
pendent claims service in Carib-
bean has immediate opening for
experienced Multiple Line Ad-
juster. Send resume to:
Caribbean Claims Service
P.O. Box 6196,
St. Thomas,
U.S. Virgin Islands 00801

FUTURE PROFITS
INTERNATIONAL INSURANCE
-REINSURANCE OPERATIONS

SENIOR EXECUTIVE WITH PROVEN
TRACK RECORD DEVELOPING
PROFITABLE NEW BUSINESS, WITH
STRONG ADMINISTRATIVE AND
TECHNICAL EXPERTISE IN ALL
CLASSES OF BUSINESS. AND WITH
WIDE CONNECTIONS AT A SENIOR
LEVEL OK BOTH SIDES OF THE AT-
LANTIC AND ALSO INTERNATION-
ALLY INCLUDING FAR EAST MAJOR
MARKETS, IS NOW AVAILABLE AS
DIRECTOR - CONSULTANT - MAN-
AGER, OR AS A PRODUCER TO AS-
SIST COMPANY/BROKER IN THE
SUCCESSFUL DEVELOPMENT OF
INTERNATIONAL OPERATIONS. For
full career details please write to:

Box 565, BUSINESS INSURANCE
740 Rush St., Chicago, lll. 60611

Closing: Published every Monday. Copy must be in written form by noon
Tuesday, 6 days preceding publishing date. No verbal phone copy accept-
ed. Prepayment required. Mail ads to: EmiEy Webb, Classified Advertis-
ing, 740 N. Rush St., Chicago, IL 606 11. For more information call 312-

649-5340.

"Looking to purchase a property
and Casualty Insurance Co. li-
censed in lllinois, Florida, La.,
Texas and other midwestern
states. Please respond to:
Box 564, BUSINESS INSURANCE
740 N. Rush St.. Chicago, IL 60611

Abrallam & lonhon \
Etb.

Insurance personnel
FRANCHISES available.

Distinctive businesses

available nationwide!
Prime locations!
Act now!

M,. London
(213) 9869473

PRODUCER

Wearean independent regional commercial lines firm having
earned an outstanding reputation lor professionalism. We
have a continuing need for producers to help us increase our
penetration in S.E. Penna. and South Jersey markets.

If you possess a proven track record as a producer, if you may
be ableto bring along a book of business, and if you seeka ve-
hicle which will allow you to do what you do best-sell and
serviceaccounts-this is the opportunity you have been seek-
ing. We will provide placement by our expert marketing de-
partment, as well as internal servicing of accounts by our
trained underwriters and claims personnel.

Favorable commission splits, buyout arrangements, and own-
ership options are offered.

To set up a prompt, confidential interview, contact

James J. Broussard, CPCU
Evans, Conger, Broussard & McCrea
301 City Line Avenue
Bala Cynwyd, PA 19004
(215) 839-4210

DISCREET INDUSTRY SEARCH

* Corporate & Marketing
Attorneys

* Estate Planning & Business
Insurance Specialists

* Tax, Pension & Diversified
Financial Product Experts

Marshal Phillips Executive Search
1542 North Orange Grove Avenue

Los Angeles, California 90046
(213) 874-1467 or 876-4754

New England, Sunbelt & West Coast Locations

Discreet Confidential

National Search

(Employer Retained)
ACTUARIES Life / Health / Property / Casualty /
Enrolled / Consulting / Administra-

tive Benefits / Group / Pension /
Students

ACCOUNTANTS Financial Planners / Tax Planners /
Vice President of Investments /
Financial Analysts / Controllers /

Treasurers / CFO's /

DAN RENN EXECUTIVE SEARCH
Box 332,8033 Sunset Blvd.
os Angeles, California 90046

(213) 656-5018

DIRECTOR OF
RISK MANAGEMENT
AND INSURANCE
OPE IONS

Planning Research Corporation, one of America's largest
professional services organizations is seeking a Director of
Risk Management and Insurance Operations. PRC has
revenues in excess of $300 million and provides data
processing and engineering services worldwide.

This position will report to the Treasurer and will direct all
administration functions associated with assessing the
insurance needs of the Corporation and acquiring proper
coverage while mitigating the Corporate risk level.

Requirements include ten years' related experience with
previous risk management exposure mandatory. Excellent
verbal and written communications skills will be required
since the incumbent will interface with all levels of manage-
ment. BA/BS in a relevant discipline is also necessary.

For consideration, send your resume in strict
confidence to:

James E. Aquino
Corporate Personnel

prc

Planning Research Corporation

1500 Planning Research Drive, Dept. RM-1
Mclean, VVa. 22102

An Equal Opportunity Employer Principals Only



Poor'82 insurer results may be repeated

Continued from page 1

year's third- and fourth-quarter re-
newals. "I'm optimistic that we've
seen the worst of it."

However, since there's a lag time
between announcing rate increases
and reporting the resulting pre-
mium gains, most insurers are al-
ready predicting that 1983 will be a
year filled with further under-
writing losses and lower profits.
They note that renewals booked at
the end of 1982 were made at rates
equal to or less than those charged
at the end of 1981.

"There's no sign of any rate turn-
around,” comments insurance
stock analyst Michael A. Lewis at
E.F. Hutton & Co. in New York.

Leandro S. Galban Jr., a vp of
investment banking and research
at Donaldson, Lufkin & Jenrette
Securities Corp., predicts 1983 will
see "a deterioration (in under-
writing results) that will leave very
little in earnings, even including
investment income.”

Despite the record underwriting
deficits, securities analysts point
out the industry is still making a lot
more money for its shareholders
than in 1975, the lowest point in the
last underwriting cycle. However,
much of the profit levels the insur-
ers continue to report-despite the
huge underwriting losses-are at-
tributed to the huge amounts of in-
vestment income they've been rak-
ing in.

"The industry profit is still eight
times what it was in 1975," says
stock analyst Robert V. Brokaw, of
Mabon, Nugent & Co. "But you do
have companies that never got
down to zero income pretax (in
1975) that are down there this
time.”

Mr. Brokaw says his analysis
shows the property/casualty indus-
try as a whole had net earnings of
$4.46 billion in 1982, compared with
only $605 million in 1974, $493 mil-
lion in 1975 and $1.9 billion in 1976.

Overall, the aggregate results of
the major publicly held insurers
surveyed by Business Insurance
show that aftertax operating in-
come declined 9.6% in 1982, while
property/casualty written pre-
mium volume rose an anemic 1.6%.

Underwriting losses increased
58% to reach the record level of
$4.57 billion. However, investment
income, which has been used to
offset those deficits, rose only 9.2%
to $6.1 billion, compared with a 17%
increase in 1981.

The aggregate combined ratio-
after policyholder dividends-rose
to 111.3% from 106.7% at the end of
1981, easily surpassing the previous
record of 107% set in 1975. In lay-
man's terms, that means the indus-
try paid out $1.13 in losses and ex-
penses for every dollar it earned in
premium.

The Insurance Information Insti-
tute estimated in December that
the entire property/casualty indus-
try-including the smaller un-
derwriters not surveyed by BI-
sustained a $10.4 billion under-
writing loss in 1982 and recorded
investment income of $14.9 billion,
both of which are records.

But, some analysts believe that
the industry could be in even worse
shape than these number show.

Myron M. Picoult, senior vp at
Oppenheimer & Co. Inc. in New
York, says he thinks insurers may
have overstated their 1982 incomes
by not failing to adequately reserve
for future losses. He says insurers
are attempting to look stronger
than they really are on paper to
avoid becoming acquisition targets.

"The bottom line is that we may
be seeing a facade of false numbers
which may further delay a return
to more realistic pricing," Mr. Pi-
coult explains. "Hence, the long-
awaited recovery may remain in
the twilight zone."

A second analyst notes that the
recent stock market boom has in-
creased the statutory surplus insur-
ers can report, thus strengthening
their balance sheets.

"We are hopeful that there will
be some firming in rates this year,"
says Gerald E. Lewinsohn of Mer-
rill Lynch & Co. Inc. "But given
the relatively strong capital posi-
tions of many insurers, it is possible
that rate increases may not be
forthcoming in time to prevent an-
other year of deteriorating under-
writing results in 1984."

The prognosis for future years
could also depend upon the condi-
tion of the economy during 1983,
predicts a third analyst.

"A healthy economy is the foun-
dation upon which commercial in-
surance pricing in 1983 will rest,"”

says Ernest G. Jacob, a senior ana-
lyst at stockbroker Alex Brown &
Sons in Baltimore. "A strong econ-
omy will facilitate insurance price
increases that will translate into a
solid recovery in earnings in 1984."

Some experts add that the mar-
ket could finally turn when invest-
ment income can no longer support
the industry's huge underwriting
losses.

Daniel J. MeNamara, president
of the Insurance Services Office, an
industry rate-setting organization,
estimates that day will come when
the industry reaches a combined
ratio of 114%.

"At 114%, broad-based, multiline

. insurers as a whole have reached

the precipice," he says. "Some indi-
vidual companies will be under se-
vere pressure."

Mr. MeNamara adds that the
114% benchmark could be revised
downward if investment yields
available on Wall Street and elSe-

where decline.

Already, more than a handful of
insurers are reporting year-end
combined ratios exceeding 114%,
including Aetna Life & Casualty
Co., 114.6%; CNA Financial Corp.,
118.2%; The Home Group Inc.,
116.1%; CIGNA Corp., 115.9%; Fre-
mont General Corp., 119.8%; Com-
mercial Union Insurance Cos.,
120.5%:; Liberty Mutual Insurance
Cos., 119.2%; Armco Insurance
Group Inc., 114.9%; and Employers
of Wausau, 115.6%.

For all of these companies, the
numbers appear to be moving in
the wrong direction.

CIGNA, for example, reported a

53% decline in property/casualty
operating income to $126.6 million,
a 25.5% decline in aftertax operat-
ing income across all lines to $490.1
million and a 5.7% decline in net
written property/casualty premi-
ums to $3.7 billion.

CIGNA, which now edges Aetna
as the nation's largest stock prop-
erty/casualty insurer on the basis
of net written premiums, labels the
underwriting environment as "in-
creasingly difficult.”

Aetna, which applied future tax-
loss carryforwards to current earn-
ings for the first nine months of
1982, reported the fifth-largest in-
crease in operating earnings with a
6.4% rise to $490.5 million.

However, Aetna acknowledges
the carryforwards, which it has

Continued on page 65

Put your Annual Report
INto Business Insurance

and announce the availability of your report or statement
of financial condition to policyholders; prospective insureds
and the insurance community at large.

This section represents an innovation in marketing insurance, benefits and risk management related
services to a carefully selected and interested audience. Advertisers in the 1982 section 'received an average

of 400 requests for copies of their annual reports-nearly 6,000 total requests from readers.

And now, more and more commercially insureds, their brokers and agents need to know the financial
condition and performance of their insurers and reinsurers.

The May 2 Annual Report Advertising Section is an opportunjty for
insurance companies, brokers and firms offering financial services, risk
management services and safety/security systems to advertise their
annual reports side-by-side, to the exclusion of non-insurance
or service related advertising.

This section will go a long way to help the nearly
115,000 influential Business Insurance readers to

better understand the industry that serves such a

vital role in their corporate activities.

Business Insurance offers the frequency . . the
financial insurance news... the exclusive BI

insurance stock index...

and the

most responsive audience of decision
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statement of condition.

ers. You can co

inquiries for your annual report or

Closing for this special Annual

Report Ad Section is Friday, April 8
for reservations and copy.

For more information and order
forms contact Lori Weinstein,
Business Insurance, 6404 Wilshire
Blvd., Los Angeles, CA 90048

or call 213/651-3710.

a publication of Crain Communications, Inc.

New York:

220 E. 42nd St., N.Y. 10017 (212) 210-0133
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Zurich-American's income falls

SCHAUMBURG, Ill.-Zurich- rose 12.3% for the entire year to a
American Insurance Cos. reports record $458 million from $408 mil-

that statutory net income f6r its lion. However, it reported an un-

. casualty operations declined 56% in  derwriting loss of $74.3 million for

66 COSt Contalnment 1982 to $12.5 million from $28.4 g5 combined ratio-after policy-
Enhancements // million in 1981. . holder dividends-of 1 14.90/4? in

However, fourth-quarter income 1982, up from 105.3% a year earlier.

rose 72.9% to $16.6 million in 1982 Net written premiums for the

from $9.6 million in the last quarter  fourth quarter of 1982 increased

of 1981. marginally to $115.2 million from

Net written premiums for $113 million in the final quarter of
Zurich-American's casualty group the previous year. .
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Claim Reviews

Defense Counsel

All N.Y.C. Area Courts ) .
Reinsurance and Reserve Analysis

Contact: Anthony LaBella, Esq. for Captives and Self Insurers
305 Avenue U 5000 Ambrose Ave.
Brooklyn, New York 11223 Los Angeles, CA 90027
(212) 996-9600 (213) 661-9260

HEALTH-CARE SYSTEMS
GYORY ASSOCIATES, INC. CONSULTANTS, INC.

PROFESSIONAL RISK MANAGERS Statistical services for medium to large self-in-
sureds

1 1 1 1
Risk Financing Analysis and forecasting of health care costs and
Insurance-Risk Consulting u““za"?" .
. - Evaulation of cost containment programs
Latent Disease Product Liability Management Redesign of benefits

PO. Box 863116
Plano. TX 75086
2141 867-4172

172 Franklin Avenue, Ridgewocd,
N.J. 07450 (201) 445-8350

Information About Software Systems CHAPIN Associates

for Claims, Benefits and Risk Analysis. compensation insurance
Call or Write consultants to California buyers
RESOURCE INFORMATION Captive studies Dividends
MANAGEMENT SYSTEMS, INC. Associations Xmod audits
7800 W. College Drive, Claims Self-Ins studies
Palos Heights, IL 60463 415/283 7850
Phone: 312/448-5911 Box 1444, Lafayette, CA 94549

« Fire Protection Engineering
« Sprinkler System Design

STRATEGIES FOR CORPORATE - Underwriting Reports

HEALTH COST CONTAINMENT « Fire and Security Alarm System Design
+ Building and Fire Code Consultation
- OSHA-Safety Engineering
Schi,mer

SCHIRMER ENGINEERING CORPORATION

A new research report for the

I can't waiti Send me details now
manager seeking practicaf solu-

Fill out ne coupon attach to your lele, head

or business card and mall todal Or call direct “0’;5' EXpe”le”Cj based ‘dde_as 707 Lake Cook Road - Ogerteld. | 60015 - 312 272-6340
Systern Development Corporation (Claims AA. Istration System) _On u_n 'ng, plan design, admin-
istration, etc. 60+ pages (8*11) CASUALTY ACTUARIES, INC.

2500 Col Drado Avenue Santa Monica CA 90406(213)820 4111
Robert F. Lowe F.C.A.S. MLA.A.A_, F.C.A

- Loss Reserve and Rate Evaluations for

$25.00. Additional info. avail-

NAME bl
able. Insurance Companies and Self-In-
sureds.
TITLE MAIL STOP Personnel Research Assoc.,
- Statutory letters of opinion on loss and
49 Oakridge Rd., loss expense reserves.

12300 Olive Boulevard

S [ e 3§ C Verona N.J. 07044 SL(:L;::i)S's_’;As(?SZZ;41
< Foradverisiag.informationa theNSURANCE.SERVICES GUIDE

Telephone (312) 649-5340.



Corporate
Aftertaxl Aftertaxl

Consolidated operating operating Percent

Rank revenues income income change
1982 1982 1082 1981 1981-1982
1 American General Corp.3 2,913,200 202,700 169,000 19.9
2 American International Group 3,563,172 412,650 345,327 19.5
3 General Re Corp. 1,497,780 206,647 177,475 16.4
4 The St. Paul Cos. 2,158,951 195,690 176,335 11.0
5 Aetna L&C Co. 14,164,400 521,900 490,500 6.1
6 Fireman's Fund Ins. Cos. 3,356,329 244,076 230,884 5.7
7 Mission Ins. Group Inc. 427,776 47,816 45,676 4.7
8 Old Republic Int'l. Corp. N/A 42,798 41,298 3.6
9 CNA Financial Corp. 3,157,466 127,108 126,442 0.5
10 SAFECO Corp. 1,488,459 107,558 109,835 2.1)
11 The Home Group Inc. 2,277,445 107,431 110,440 (2.7)
12 Kemper Corp. (incl. life) 1,985,097 74,982 80,028 (6.3)
13 The Hartford Ins. Group 5,081,538 236,717 268,079 (11.7)
14 The Travelers Corp. & subs. 11,380,665 309,866 359,378 (13.8)
15 CIGNA Corp. (pro forma) 11,786,900 490,100 658,000 (25.5)
16 Ohio Casualty Corp. 830,908 57,020 77,744 (26.7)
17 The Chubb Corp. 1,508,637 74,234 103,549 (28.3)
18 USF&G Corp. 2,305,973 114,134 164,493 (30.6)
19 Reliance Ins. Co. & subs. 1,193,910 67,532 100,864 (33.1)
20 The Continental Corp. 3,505,788 105,210 203,465 (48.3)
21 Hartford Steam Boiler 212,970 5,029 14,609 (65.6)
22 Armco Ins. Group Inc. 674,678 8,692 34,693 (75.0)
23 Fremont General Corp. 456,832 5,572 23,949 (76.7)
24 Royal Group (U.S. subs.)2 N/A 10,600 65,900 (83.9)
- Commercial Union Ins. (U.S.)2 N/A N/A N/A N/A
- Employers of Wausau2 N/A N/A N/A N/A
- Liberty Mutual Ins. Co.2 N/A N/A N/A N/A
- Sentry Ins. Cos.2 434,572 11,432 12,235 (6.6)
Cumulative 76,363,446 3,787,494 4,190,198 (9.6)

1After dividends

Insurers p

Continued from page 63

ceased using after they were questioned by
the Securities and Exchange Commission,
added $203 million to its 1982 income (B,
Feb. 21). Without the use of the carryfor-
wards, the insurer's operating income would
have declined about 35% to $319 miillion,
which would have ranked it 19th on the list.

Besides suffering underwriting and profit
losses, some of the largest insurers also re-
ported reduced premium volume. For exam-
ple, Aetna's written premiums fell 7.6% to
$3.55 billion to rank behind CIGNA.

However, CIGNA also reported a 5.7%
written premium decline, based upon a pro
forma combination of the 1981 results of INA
Corp. and Connecticut General Corp.

The Travelers Corp. reported a 5.4% de-
cline in premiums written by its prop-
erty/casualty subsidiaries to $2.96 billion.
Other major insurers reporting declines in
property/casualty written premiums were
Fremont General, down 6.6%; Mission Insur-
ance Group Inc., down 5.2%; The Hartford
Insurance Group, down 3.7%; The Home
Group Inc., down 3.3%; USF&G Corp., down
1.9%; and Hartford Steam Boiler Inspection &
Insurance Co., down 1.4%.

The company reporting the largest gain in
premium volume was Houston-based Ameri-
can General, whose property/casualty writ-
ten premium climbed 18.9% to $811.8 million.
However, much of that gain is attributable to
its failure to include the property/casualty
results of NLT Corp., which it merged with
last year.

Other big premium gains were recorded by
Kemper Corp., up 13.7%; Reliance Insurance
Co. and subsidiaries, up 12.9%; Royal Group
Inc. (the U.S. subsidiaries of Royal Insurance
P.L.C.), up 12.4%; American International

Leonard M. Wilson's column on
the insurance brokerage industry,
which usually appears in Business
Insurance the second Monday of

every month, will be appear next
week.

2 StatUtOrY

Group, up 9.7%; and Armeo, up 9.4%.

The largest jump in combined ratio was
posted by Fremont General, a mid-size, West
Coast-based workers compensation specialist.
Fremont's combined ratio zoomed 16.2 per-
centage points to 119.8%, ranking it just be-
hind Commercial Union Insurance Cos."'
120.5%, the highest of the surveyed com-
panies.

CU's combined ratio is interesting because
the company has been tagged by industry ob-
servers as a fierce competitor willing to cut
rates in order to write new business. That
fact is reflected by CU's above-average pre-
mium growth of 7.5%, accompanied by a
123.8% increase in underwriting losses, more
than double the industry average.

It's not known how well CU's strategy
works on the bottom line. however, since its
British parent does not report profit figures
for its U.S. operations.

However, CU's huge underwriting loss in-
crease was surpassed by two other major in-
surers, Chubb and Fremont General.

Three others reported underwriting red
ink in 1982 compared with profits in 1981:
General Re Corp., SAFECO Corp. and Ohio
Casualty Corp.

AIG and Hartford Steam Boiler were the
only two surveyed insurers to turn an under-
writing profit. However, AlG's underwriting
profits declined 52.3% to $33.9 million, while
Hartford Steam Boiler's dipped 84.6% to $1.5
million.

Among the largest dozen or so insurers,
General Re, Travelers, Hartford, Fireman's
Fund, SAFECO, The Home, Reliance, Conti-
nental and Employers of Wausau reported
lower rises in combined ratio than the indus-
try average.

For five of those companies, however, poor
1981 performances still left them with 1982
combined ratios above the aggregate. They
were The Home at 116.0%; Travelers at
111.2%; Continental at 112.8%; Wausau at
115.6%; and Hartford at 111.6%.

Not surprisingly, insurance company exec-
utives expressed a wide range of opinions
about the direction of rates in 1983 when in-

forming their shareholders of the 1982 re-

4981 results as reported prior to merger with NLT Corp.
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Property/casualty operations

Net

Combinedl! Combinedl premiums Percent

Pretax Pretax net

underwriung Percent investment Percent

ratio ratio wdnen change income (loss) change income change
1982 1981 1982 1981-1982 1982 1981-1982 1982 1981-1982
105.1 106.4 811,800 18.9 (62,900) 20.3 119,000 0.3
98.2 96.2 2,263,156 9.7 33,890 (52.3) 302,309 19.4
101.8 99.1 827,369 6.1 (15,821) 170,672 4.8
105.7 104.1 1,572,772 4.2 (93,324) 69.9 262,257 16.7
114.6 112.1 3,547,400 (7.6) (514,600) 11.4 515,400 5.9
104.5 103.2 2,637,633 6.5 (116,944) 50.2 327,451 5.6
100.8 100.4 326,451 (5.2) (2,655) 85.7 47,520 12.4
N/A N/A N/A N/A N/A N/A N/A N/A
118.2 113.6 1,570,400 1.5 (309,300) 47.9 363,800 7J
101.6 989 831,616 0.3 (13,211) 96,543 8.0
116.0 113.7 1,686,475 (3.3) (260,030) 9.1 288,560 16.9
109.4 105.7 933,340 13.7 (86,890) 84.4 77,187 5.4
111.6 109.3 2,978,791 (3.7) (342,182) 23.8 470,611 0.6
111.2 109.0 2,959,310 (5.4) (351,990) 34.8 245,128 5.1
115.9 107.3 3,699,900 (5.7) (556,800) 104.0 570,800 7.9
105.3 99.6 798,055 1.4 (43,332) 83,760 9.0
110.3 102.4 1,107,257 3.2 (113,084) 392.0 121,194 6.6
112.4 106.3 1,976,692 (1.9) (264,600) 127.1 275,251 6.0
105.7 102.8 1,070,773 12.9 (46,120) 83.3 171,017 19.4
112.8 110.1 2,604,661 4.2 (354,712) 32.5 304,800 7.6
99.0 93.2 147,094 (1.4) 1,632 (84.6) 16,226 5.7
114.9 108.1 578,871 9.4 (84,201) 104.5 69,190 2.8
119.8 103.6 253,846 (6.6) (52,356) 434.7 38,895 14.8
111.1 104.0 1,200,000 12.4 (142,200) 1194 163,300 12
120.5 108.1 1,475,000 7.6 (305,900) 123.8 176,700 15.5
115.6 112.8 911,011 4.1 (62,767) 65.5 186,486 9.0
119.2 117.2 2,827,300 0.0 (338,581) 25.1 484,800 19.3
109.9 106.5 721,941 5.1 (74,563) 59.5 101,975 9.1
111.3 107.4 42,319,014 1.6 (4,573,641) (58.0) 6,050,832 9.2

sults.

For example, several corporate officers
were pessimistic about any change in the
competitive pricing picture.

"Property and casualty results continue to
be adversely affected by a highly competitive
pricing environment which shows few signs
of near-term improvement,"” Henry U.
Harder, Chubb's president and chairman,
told shareholders in a quarterly report.

Chubb blamed much of its $113 million in
underwriting losses on its previously an-
nounced decision to add an estimated $60
million to medical malpractice reserves after
an examination by the New York Insurance
Department.

The insurer said that its 145.9% combined

ratio on its casualty business would have
been reduced to 107.5% had medical malprac-
tice business not been included. Overall,
Chubb reported a combined ratio of 110.3%
after policyholder dividends, up from 102.4%
at the end of 1981.

At Hartford Steam Boiler, President Wil-
son Wilde attributed a 1.9% decline in year-
end revenues on general economic conditions
and the competitive environment. He said a
relatively sharp decline in interest rates in
recent months "has not yet affected aggres-
sive price cutting in the marketplace for
property and liability insurance.”

However, executives at at least two major
insurers appear to have less-pessimistic
views.

For example, CU states that losses in 1982
were substantially impacted by weather-re-
lated claims and by additions to reserves to
reflect the severe impact of the economy
upon workers' compensation and liability
claims.

CU's British parent, Commercial Union
Assurance P.L.C., also said it was adding an
additional $137 million to the capital of its
U.S. subsidiary, "reflecting confidence in the

developing turnaround for Commercial
Union in the U.S. markets."

The likelihood that the market will turn
was also cited by AIG President Maurice R.
Greenberg in a statement accompanying the

N/A--Company did not provide data

ost record underwriting losses

insurer's generally favorable year-end re-
sults.

Last year's figures have discredited the
"cash-flow" underwriting theory "and it
would seem clear that a return to more pro-
fessional underwriting practices and reason-
able pricing levels is now likely," Mr. Green-
berg explained.

Others seem to be just wishful about the
future, without predicting when the good
news will finally be heard.

"We expect our national property/casualty
operation to benefit from an eventual tight-
ening in the insurance marketplace," the
management at Kemper told its shareholders
in its year-end report, which included the
news that property/casualty operating earn-
ings declined 51.3% to $19.2 million while
overall earnings-including life operations-
dropped 6.3% to $75 million.

"We feel we are well-positioned now to
take full advantage of the expected recovery
in our industry when it occurs,” added John
P. Mascotte, chairman and chief executive of
Continental Corp., which announced a 48.3%
slide in operating earnings.

Interestingly enough, two of the insurers
reporting large earnings gains last year suf-
fered large underwriting losses, too.

For example, St. Paul, which ranked
fourth on the survey with an 11% rise in
operating income, attributed its good results
to a tripling in the earnings generated by its
investment banking subsidiary. Without this
gain, St. Paul, which reported a 69.9% in-
crease in underwriting losses, would have
slipped several positions.

Likewise, Fireman's Fund, which ranked
sixth on the list with a 5.7% earnings in-
crease, suffered a 50.2% increase in under-
writing losses.

Fireman's Fund attributed its strong profit
advance to a decision made in 1981. At that
time, it decided to invest heavily in long-
term municipal bonds to lock in then-high
interest yields.

As a result, the insurer netted almost a 15%
aftertax increase in its investment income,
which helped offset the deterioration in un-
cHde—r " s ritiracyg _ -



"lIfyou're still paying
standard premiums,
you're losi ng money."

Ray Drury, Vice President, Group Sales, tells
benefit plan managers how The Hartford's

full range of cash flow options can cut
insurance costs.

Q. How did your Minimum Funding Group
Life Insurance slash premium payments by
almost 90% for a large Southwestern city?
A. By replacing the standard monthly pre-
mium that would have been due on the city's
half-billion dollars of Group Life with a two-part
premium-one part fixed and based on ex-
penses and the premium for pooled coverages,
the other part variable and tied to actual claims.
Thanks to this arrangement, the city's fixed
monthly premium was reduced from $135,000-
the estimated standard premium that would
have been due-to less than $15,000. And
the city has the use of the funds without any
dilution of coverage or insurance safeguards.

Q. If losses become higher than normal, will
the city pay more than the standard premium?
A. Absolutely not. Our Minimum Funding plan
caps total monthly premiums-fixed and vari-
able combined-so that they never exceed what
would be due undera standard-premium plan.

Q. Can cash flow advantages be realized by
small groups?
A. Definitely. While our Minimum Funding
Grodp Life and cash flow [ID plans are designed
for larger groups, we also have a full spectrum
of options for groups of 100 or more. They in-
clude Minimum Premium Plan, Administrative
Services Only, and Excess Risk Insurance.

With these options, you retain all or part
of the risk and responsibility relating to claim
payments. In doing so, you also retain all or part
of the funds you'd ordinarily pay the insurance
company for assuming that risk and responsibil-
ity The cash flow advantages stem from having
the use of those funds. | f you hold reserves,
you can also realize cash flow advantages from
interest income generated by that money.

Q. How great a cash ilow improvement can a
small group realize by self-funding?

A. The improvement can be dramatic. For
example, a West Coast electrical equipment
manufacturer with 300 employees completely
self-funded its medical benefits, while The
Hartford provided Stop Loss coverage. As a
result, the company reduced its fixed monthly
cost from over $100 per family in standard
premiums to under $10 per family-including
third-party administration.

Q. What ways do you have to improve cash
flow with your fully insured plans? And what
kind of impact can they have?

A. We have Deferred Premium plans and Ret-
rospective Rating Agreements which are avail-
able with our full range of group Life/Health
coverages. Using both those options, a Midwest
food processor with some 4,000 employees im-
proved its cash flow by more than $1 million in
a conventionally insured Hartford group plan.
And that's not an isolated example.

To sum up, we have a full spectrum of cash
flow options. And well work closely /-
with you-and your broker; agent or
Hartford-approved third-party adminis-
trator-to deterrrine which options can best
improve your bottom line results.

Q. How can | get a brochure describing
The Hartford's full range of cash flow options?
A. just call me at 203-683-8599. Or write Cash

Flow Options, Group Sales Dept., Hartford Life
Companies, RO. Box 2014, Hartford, Conn.
06145.

Don't make a decision on Group Benefits until
you talk to a broker or independent agent who
represents The Hartford.
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Let us protect your world. THE HARTFORD

The Hartford Insurance Group, Hartforc, Connecticut O6115. ,



