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Year.end 1984 broker results
(In thousands of dollars)

Marsh & McLennan

Frank B. Hall

Corroon & Black

Crump Cos. Inc.

Arthur J. Gallagher

Poe & Associates

Gross %
revenues change

Net

income

$1,101,374 14.7% $58,676
372,841 5.3 1,538

199,094 20.8 4,977

69,621 26.5 4,945

64,179 20.3 6,296
22,818 10.4 -642

%

change

-37.5%

-877

N/M

65.6

47.5

N/M

N/M-Not meaningful

Brokers very optimistic
about profit upturn in '85

By LINDA J. COUINS

The publicly held insurance brokers are poised for a profit upturn
in 1985, report brokerage officials and securities analysts who follow
brokerage stocks.

After watching the competitive commercial insurance market eat
into their profits for several years, the brokers are optimistic that the
suddenly tightening market will improve their fortunes.

"We generally do not make predictions, but we feel very optimis-
tic about our general operating environment for the next 2M to three
years," explains a spokesman for Marsh & McLennan Cos. Inc., the
largest of the publicly held brokers. "Now we are in a phase of the
cycle that will be very good, not just for Marsh & MeLennan, but for
the brokerage industry as a whole."

"As far as brokers are concerned, our income will grow faster than
our expenses," adds James M. Power, president and chief operating
officer at The Crump Cos. Inc., which Business Insurance ranked as
the ninth-largest U.S. broker based on 1983 revenues.

"This will be a good situation for brokers, unlike the last several
years," he adds.

Analysts who follow the brokers' fortunes agree.
"Brokers are picking up market share due to their expertise," says

Thomas G. Rosencrants, director of research and general partner at
Conning & Co. in Hartford, Conn.

"The odds favor more possible earnings surprises. We are very
bullish on insurance brokerage stocks....It's 'Happy days are here
again,"' according to Mr. Rosencrants.

The brokerage climate for 1985 is indeed positive, agrees Leonard
M. Wilson, a special limited partner at L.F. Rothschild, Unterberg &
Towbin in New York.

"Rates have begun to go up and are going up substantially....The
industry is moving into a very beneficial environment," Mr. Wilson
says.

"I feel that the broker environment is very positive relative to the
fact that commercial rates are increasing, and I feel that these rate

Continued on page 88

Courts take opposing views
on pollution exclusion clause
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Bendectin did not cause

birth defects, jury rules
CINCINNATI-The anti-nausea

drug Bendectin did not cause birth
defects in children whose mothers

took the drug during pregnancy, a
U.S. District Court jury says.

As a result, Merrell Dow Pharma-
ceuticals Inc., which marketed the
drug, is not liable for their injuries,
the jury ruled last week.

The decision involved 892 cases and

about 1,100 plaintiffs, said Merrell
Continued on net page

MGM Grand coverage trial
expected to open today

By STEPHEN TARNOFF

LAS VEGAS, Nev.-MGM Grand Hotels Inc., its
broker and more than 30 insurers are expected to begin
their battle today over $170 million back dated liability
insurance coverage intended to cover losses from the
November 1980 fire at the MGM hotel in Las Vegas.

However, as of late last'week, parties in the litigation
were still involved in settlement negotiations.

"The situation is definitely not static," said one at-
torney, who added some settlements were still possible
before the trial opens today.

At issue is who is liable for a $75 million settlement
MGM made in January 1983 with 450 victims of the
fire that killed 85 persons and injured more than 700.

The litigation began in March 1983 when MGM filed
suit against Frank B. Hall & Co. Inc., the broker that
placed the much-ballyhooed retroactive coverage;
Union International Insurance Co., a Hall subsidiary
that wrote the first $35 million of retroactive coverage
above MGM's existing $30 million; and about 20 other
insurers on the first, second and third excess layers.

The suit, which was filed after Union International
stopped paying claims stemming from the fire, asks the
court to rule on the extent of coverage provided by the
back dated policies and charges the insurers with bad
faith for not indemnifying MGM promptly.

Later 19 insurers on the fourth layer were added to
the suit.

In June 1983, Hall and Union International coun-
tered by asking the Nevada state court to declare null
and void the first $35 million of the coverage, charging
that MGM intended to use the retroactive liability in-
surance to cover punitive damages as well as compen-
satory damages in violation of the policies.

Hall and Union International, plus other insurers,
say it is apparent that the $75 million settlement, which
they consider excessive, included punitive damages.

A month later, Hall and Union International filed
suit against Del E. Webb Corp., a general contractor for
MGM, its insurers and MGM to force Webb's insurers
to pay the MGM losses. Hall and Union International
contend the retroactive coverage is excess of the cover-
age provided by Webb's insurers.

MGM's and Webb's insurers also are fighting over
who will pick up the $14.1 million in legal costs that
MGM has paid out in the fire litigation.

Finally, in early 1984, the third4ayer excess insurers on
MGM's retroactive coverage filed a cross-complaint
against the second-layer excess insurers, charging that
they should have accepted a settlement with the fire vic-
tims that would have capped insurers' losses at $50 million.

If they had done so, the fire-related claims and re-
lated costs and legal expenses would have been capped
in the second layer and the third-layer insurers would
not have been tapped.

All of these issues will be heard by Judge Paul S.
Continued on page 84

Fidelity insurance capacity
for large banks dwindling

By STACY SHAPIRO

LONDON-The witharawal of U.S. and London un-

derwriters from the fidelity insurance market is fore-
ing large U.S. banks and other financial institutions to
pay sharply higher rates and settle for reduced limits,
insurers say.

In London, capacity for financial
institutions' fidelity risks has
been cut in half in the past
six months, says Stephen
Burnhope, a director of Mer- Fidelity bonds
rett Underwriting Manage- 112 4AS -1--Lath- rl
ment at Lloyd's of London fl 1-21 S 1%and a leading fidelity bond
underwriter. V *31 12 - S Wl h

Among the London insur-
ers that have stopped writing
North American financial in-

...

stitution risks is Guardian

Royal Exchange Assurance
P.L.C., a spokeswoman for the insurer confirmed.

In the United States, several large markets have
stopped writing financial institution fidelity risks, in-
cluding Fireman's Fund Insurance Cos., Crum & For-
ster's U.S. Insurance Group and underwriting manager
Shand, Morahan & Co.

As a result of the market contraction, financial insti-
tutions are facing a variety of coverage problems in-
cluding:

• Rate hikes of up to 300%.
• Sharply lower limits. Large banks may be able to

find only $100 million in limits, compared with $200
million to $300 million last year.

• Increases in deductibles and retentions of up to
500%. Large banks may now be required to assume de-
ductibles as high as $25 million, compared with $5 mil-
lion a year ago.

"Fidelity bond" is a generic term for different types
of all-risk theft coverages purchased by banks, insur-
ance companies, savings and loans and other financial
institutions. The most common type of fidelity bond is
the bankers blanket bond, which covers theft from

both internal and external

sources.

* , Some fear the sudden
changes in the financial insti-
tution fidelity bond market

could cause the market to collapse.
"There is a fear that there might not even be a mar-

ket for underwriting the bonds of the major U.S.
banks," said Walter S. Tomenson Jr., chairman of the
financial and professional services division of Marsh &

Continued on page 86
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update Bethlehem Steel settles
Bendectin not to blame: Jury
Continued from previous page
Dow attorney Frank Woodside III of the Cincinnati firm of Dins- with reti rees over benefits
more & Shohl The decision came in the first stage of a trial to
determine whether Bendectin caused the injuries If the Jury had By JUDY GREENWALD lowed by other employers who have considered cutting
ruled Bendectin injured the children, it would then have decided their retiree health care benefits (see story, page 34)
whether Merrell Dow was liable for the injuries and the amount of BUFFALO, N Y -Health insurance premiums paid The retirees won the first round in the legal battle in
damages the company would have had to pay by non-union workers who retired from Bethlehem September when Judge Elfvin ruled Bethlehem Steel

Plaintiffs' attorneys indicate they will appeal the decision Steel Corp before April 1984 are capped for life under did not have the right to modify the retirees' health
Merrell Dow faces about an additional 450 Bendectin cases in an agreement reached between the steelmaker and the benefits because retirees were clearly told they were

courts across the country, Mr Woodside said retirees entitled to the benefits for life

Last year, Merrell Dow agreed to pay $120 million to settle cases However, the agreement, which settles a class-action And, the Judge said, although the company main-
involving more than 700 plaintiffs who alleged injuries from Ben- suit brought by the retirees, makes the retirees respon- tained that its plan documents said Bethlehem reserved

sible for copayments and deductibles the right to change the plan, many of the benefit book-dectin (BI, July 23, 1984) However, that class-action settlement F as
subsequently overturned by an appellate court The deductibles can be increased annually, along lets given to retirees and oral presentations did not

Merrell Dow made an initial $40 million payment on the settle- with the total amount of medical expenses that the re- make that point
ment and that money, plus $3 5 million in interest, was ordered tirees will be responsible for under the plan's stop-loss The judge also noted in his decision that in any case
returned to Merrell Dow by U S District Court Judge Carl Rubin, provisions the language of the plan documents themselves was
who presided over the trial U S District Judge John T Elfvin gave his tentative ambiguous on the issue of whether the benefits were

Bendectin production was stopped in 1983 It is estimated that the approval to the settlement agreement last week Copies guaranteed for life
drug was used in more than 33 million pregnancies of the agreement, which also guarantees a continuation Judge Elfvin subsequently ruled that Bethlehem

Plaintiffs' attorneys last year estimated that as much as $2 billion of retirees' life insurance benefits, have been mailed to could continue to apply the provisions of the Compre-
in insurance coverage was available to pay Bendectin claims about 20,000 former salaried Bethlehem Steel employ- hensive Medical Plan until the case was heard by an

ees They have until April 15 to comment on the plan appellate court, but that the company must reimburse
Asbestos producers win case The Judge is expected to give his final approval to the any premiums paid by the retirees under the plan and

plan after a hearing on April 29, and it will take effect could not collect any future premiums until an appeal
either May l or June 1 was heard (BI, Oct 22)KNOXVILLE, Tenn -A U S District Court Jury ruled last week

that National Gypsum Co and U S Gypsum Co are not liable for The non-union retirees sued Bethlehem Steel after lt Bethlehem appealed the decision to the U S Circuit
the costs of removing asbestos and repairing walls and cellings in introduced a new health care plan last April for non- Court of Appeals in New York in November
two local school buildings union retirees that incorporated employee premium The agreement between Bethlehem Steel and its re-

The ruling was the first court decision in litigation filed by school contributions, copayments and deductibles for the first tirees combines elements of the 1981 and April 1984
districts and local governments against asbestos producers to re- time (BI. Oct 1,1984) plans Under terms of the settlement, plan participants
cover the cost of inspecting buildings for asbestos material and the The company also reserved the right to make annual will pay $11 a month for health care premiums if they
cost of encapsulating or removing the material (BI, Feb 18) changes to the plan are under 65 and $6 a month if they are 65 or over 65

According to a source, the company had hoped to Bethlehem may not increase this premium contribution"We are pleased with the decision," a spokesman for U S Gypsum
save about $6 million with the new Comprehensive at any timesaid, though he noted "it .s one case and we intend to vigorously
Medical Plan, which replaced a retiree health care plan Under the April 1984 plan, the amount of premiumsdefend all the other cases "

An attorney for plaint.ff Anderson County, Tenn, said it is implemented in 1981 The case has been closely fol- Continued on page 83
seriously considering appealing the ruling

Delta America Insurance sale Mission gets
Courts take opposing views

HAMILTON, Bermuda-Delta Holdings Inc late last week was $75 million
working out sale of Delta America Insurance Co of New Hampshire of pollution exclusion clauseto Swiss Reinsurance Co, according to Alan E Chilvers group vp of in new capitalInternational Risk Management Ltd, a Bermuda-based unit of The By STEPHEN TARNOFFReiss Organization that manages Delta America Insurance

By STEVE TARAVELLADelta America Insurance lS a subsidiary of Delta America Rein-
Two recent court decisions further muddy the issue of insurancesurance Co of Louisville, Ky, which recently suspended under- LOS ANGELES-Mission Insur- coverage for pollution incidents under liability policieswriting after a regular Kentucky Insurance Department examina- ance Group Inc, which last month The two state appellate court decisions take opposing views ontion (BI, March 4)

said it would seek additional capi- whether the pollution exclusion clause in a liability policy bars cov-The Reiss Organization has long-standing ties with Swiss Re, tal, will receive a $75 million infu- erage for defense costs in pollution liability lawsuitswhich has reinsured various risk-sharing pools managed by Reiss sion from its major shareholder, The pollution exclusion clause in comprehensive general liability
American Financial Corp, to sup- and other types of liability policies denies coverage in pollution lia-India hires law firm port underwriting this year bility claims unless the pollution is 44sudden and accidental"

Salomon Bros Inc, the New In Techalloy Co Inc us Reliance Insurance Co, the Superior CourtNEW YORK-The government of India has hired a Minneapolis- York-based investment banking of Pennsylvania said the company's dumping of trieholorethelinebased law firm to represent the victims of the toxic gas leak at the firm, assisted Mission in obtaining was not "sudden and accidental," and that as a result Techalloy wasUnion Carbide Corp chemical plant in Bhopal, India the funds from Cincinnati-based not entitled to more than $64,000 in defense costsThe 131-lawyer firm of Robins, Zelle, Larson & Kaplan is experi- American Financial, which owns However, in Waste Management of Carolinas Inc vs Peerless In-enced in disaster litigation, in which it has primarily represented 49 9% of Los Angeles-based Mis- surance Co, the North Carolina Court of Appeals ruled that theinsurers These cases include the MGM Grand Hotel litigation (see
sion operator of a waste collection and transportation service that alleg-story, page 1) and the litigation over the Alberta Gas Chemicals Inc The $75 million injection will in- edly deposited hazardous chemical waste was entitled to defenseplant explosion and fire in Duluth, Minn (BI, Aug 8,1983) crease Mission's unaudited policy- costs from its insurersHowever, the firm also represents plaintiffs and recently settled holders surplus to $118 million The decisions are part of an ongoing battle between insurers and198 lawsuits for an estimated $38 million with A H Robins Co, from $43 million, officials say policyholders over the effect of the pollution exclusion clause inmanufacturer of the Dalkon Shield (BI, Nov 19,1984)

Mission will receive the $75 mil- liability policiesRobins, Zelle was appointed after an Indian official interviewed lion in additional capital and sur- In the Techalloy case, a class action was filed against the company,several U S law firms The Indian government passed legislation plus in two transactions which is in the business of cutting and stripping steel The suit al-Feb 20 endorsing government efforts to obtain compensation for First, an American Financial leged that Techalloy recklessly dumped or stored TCE, contaminat-the more than 2,000 persons killed and approximately 150,000 m- subsidiary in Cincinnati will as- ing waterJured asa result of the Dec 3 accident sume approximately half of Mis- Continued on page 78Questions have been raised about the impact of the firm's selec-
Continued on page 88tion on the lawsuits filed already on behalf of the disaster victims by

approximately 50 other plaintiffs' attorneys Those cases were or-
dered consolidated last month in U S District Court for the South-
ern District of New York by the Judicial Panel on Multidistnct Enforcement of VEBA rule delayedLitigation (BI, Feb 11) A pretrial hearing in the litigation will be
held April 16

The Indian government's action should not affect lawsuits that By JERRY GEISEL cor(ling to the blue book, which lS the committee's de-
have already been filed, said Deepak Vorah, press attache with the tailed erplanation of the 1984 tax law known as the
Indian Embassy in Washington WASHINGTON-Employers that fund long-term Deficit Reduction Act

The lawsuits filed so far seek billions of dollars in compensatory disability benefits for non-union workers through tax- Treasdry Department rules on LTD integration and
and punitive damages solely against Union Carbide Corp, said exempt trusts will have more time before they must other VEBA-related issues are not expected to be pub-

Continued on page 88 comply with one congressional restriction affecting the lished for several months, a government attorney said
trusts The delay m the compliance deadline is good news

According to a conference report accompanying last for employers who fund LTD benefits through VEBAsindex year's tax bill, companies that fund LTD benefits and haven't been sure-in the absence of definitive
through Voluntary Employee Beneficiary Assns can- Treasury rules-exactly what changes they might have
not offset the benefits paid to disabled non-union work- to make

Around the states 76 Ticker 89 ers with Social Security disability benefits if they also Continued on page 82Benefit beat 72 Washington 58 fully offset pension benefits with Social Security
Classifieds 86 Vol 19, No 10-Business In- This restriction on integrating LTD benefits funded
Comings&goings: industry 82 surance (ISSN 0007-6864) is pub- through VEBAs, also known as 501(c)(9) trusts, was to To our subscribers
Datebook 57 lished weekly at 740 Rush St , go into effect Jan 1 (BI, Oct 29, 1984)
Info 38 Chicago, Ill 60611 Second-class Since that deadline for compliance has come and Many readers have recently complained they
Insurance services guide 88 postage is paid at Chicago, Ill, and gone, employers affected by the provision are confused now receive Business Insurance several days
Legal briefs 52 at additional mailing offices Post- about what to do, consultants say after the publication date
Letters 8 master Send address changes to Now, according to a "blue book" recently issued by The delay in delivery lS the result of a change
London line 62 Business Insurance, circulation the congressional Joint Committee on Taxation, the in procedures instituted by the U S Postal Ser-
Markets 71 department, 740 Rush St, Chi- VEBA provision will not go into effect until the Trea- vice Buszness Insurance is working with the
Opinions 8 cago, Ill, 60611, 312-649-5221 sury Department publishes rules governing the provi- Postal Service to identify and resolve the prob-
Perspectives 49 Copyright 1985 by Crain Commu- sion lems that are leading to late deliveries
Spotlight report 3 nications Inc Blstness Insurance regrets any inconvenience"The Congress did not intend these new rules for

integrating disability benefits to go into effect until the caused by the delivery problems
Treasury provides guidance as to their application," ac-
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Statistics provide
a powerful weapon
in employers' battle
to trim health costs

Reeling in health care data
By DIANE LYNN KASTIEL

Employers-hungering to control health benefit costs-
are scrambling to get a full plate of health care data.

"What employers are doing is moving toward purchasing
health care the way they purchase any other product for
their company," said Susan Gunderson, a member of the
planning section of the health care studies unit of the Mayo
Clinic in Rochester, Minn.

They are asking, "What exactly does it cost and what
exactly are we getting for our money?" she said.

In fact, their insatiable appetite for this information has
spurred the development of a whole new industry of
"health care data consultants"-companies that specialize in
health care data collection and analysis (see story, page 16).

And, employers are paying anywhere from several thou-
sand dollars to as much as $100,000 annually for these ser-
vices, depending on the company's size and the extent of
the analysis.

"In one year, we had an 11-fold increase in revenues and
about a sixfold increase in employees covered (by the health
plans analyzed)," said Ernest Ludy, president of Medstat
Systems Inc., a health care data consulting firm in Ann
Arbor, Mich.

Medstat reported 1984 revenues of $1.013 million gen-
erated from 16 clients that provide health care for more
than 1 million employees and their dependents.

"Last year, we were turning down business," said Rob
Chernow, president of Corporate Health Strategies Inc., a
subsidiary of Metropolitan Life Insurance Co. that provides
data analysis to clients of Metropolitan and other insurers.

"We couldn't handle what was coming through the door."
Currently, CHS has 100 clients that provide health care

coverage for 750,000 employees and dependents, compared
with only 25 clients representing 187,500 covered lives at
the end of 1983.

In response to this growth, CHS added 12 employees to its
staff of 24-a 50% increase.

Insurers, third-party administrators, benefit consultants,
universities, government entities, employer health care co-

Unions willing to talk
about cost control

Labor unions approaching the
bargaining table this year say
they are willing to discuss health
care "cost management"
alternatives, but most are

adamant about not accepting
any contract that merely shifts
more of the costs of health

care to their members. See

Associate Editor Michael

Bradford's report on page 28 on
how far the unions are willing to
bend.

alitions and trade associations also are helping employers
get their hands on data about their health care costs.

For example, CIGNA Corp. reports that as many as 35%
of its clients use its data analysis services, "and the demand
is increasing at an annual pace of 25% to 30%," said Chip
Sharkey, vp of marketing.

Seven states are currently considering proposals to create
statewide data bases (see story, page 24).

And, half of the 135 employer health care coalitions in
the United States are doing some kind of data analysis, a
20% to 30% increase from the number involved in data anal-

ysis two years ago (see adjacent story).
In most cases, the raw data needed to analyze an em-

ployer's health care Costs comes from its group health in-
surer's or third-party administrator's claims reports. This
information is put on magnetic tapes and fed into a com-
puter, and then the data consultant manipulates this infor-
mation electronically to produce statistical reports on al-
most any facet of the employers' health care costs.

Employers can find out which providers are the most ex-
pensive, which medical procedures are performed most fre-
quently and which employees are ringing up the largest
bills.

They can identify procedures performed on a hospital in-
patient basis that should be performed on an outpatient
basis. They can pinpoint areas of abuse by providers. And,
they can detect inefficient cost-containment programs.

The statistics the data consultant culls are then usually
compared with "normative data" to see how the employer's
experience stacks up with others.

If an insurer is doing the analysis, the claims information
from its entire book of group health insurance often is the
-benchmark for comparison. Or, an employer's experience
might be compared with data collected by state agencies or
with the National Hospital Discharge Survey, a statistical
sampling of 400 to 500 hospitals nationwide that provides
national and regional information on patients, diagnoses,
lengths of stay, etc. The survey is compiled by the National
Center for Health Statistics, a division of the U.S. Depart-

Continued on page 4

Hospital bill audits
add up to big savings

n Old-fashioned
<H6*n@' auditing of

[3[3[30 , hospital bills is/ computerized

turning up lots of
mistakes, and that

adds up to a lot of
money saved for a

growing number of employers
that hire the auditors.

Free-lance reporter Margaret
LeRoux explains how-and how
much-on page 54.

It can be risky to cut
retirees' benefits

Employers seeking
to cut the costs of

their retirees'

medical benefits
Retirees'

medical are taking a big

benefits risk of ending up in
court. But, careful

planning and
communicating-especially
before cuts are made-can raise
the odds of success. Associate

Editor Judy Greenwald reports
on page 34.

Coalitions supply
the necessary clout

By DIANE LYNN KASTIEL

In the quest for health care data collection and anal-
ysis, business coalitions are among the most active ex-
plorers.

Of the 135 employer health care coalitions in the
United States, more than half are doing some kind of
data collection or analysis, says Rick Lee, director
of public policy issues for the Washington Business
Group on Health. He says that number represents an
increase of 20% to 30% compared with two years ago.

The coalitions' power lies in their ability to get
health care data from providers and insurers that may
be reluctant to provide such information to a single
employer, explained James Mortimer, president of the
Midwest Business Group on Health, based in Chicago.
It a classic example of the power in numbers, he
explains.

"We've found that if as few as three or four (com-
panies) approach an insurance company together,
there's almost nothing they can't get," he said.

Most often, coalitions serve as liaisons between their
members and"data consultants"-companies that spe-
cialize in health care data collection and analysis-
rather than doing data collection and analysis them-
selves.

The coalition's members supply information on
their health care costs and utilization, but the actual
analysis is done by a data consultant. Then, the coali-
tion prepares reports for its members and makes rec-
ommendations on the basis of the analyst's findings.

The Utah Health Cost Management Foundation, a
Salt Lake City employer coalition, will begin this year

Continued on page 22

Health care savings
are hard to document

While many group health
insurers and claims

administrators are boasting
about the savings they are
generating for their clients
through the implementation of
cost-containment measures, they
all caution that quantifying
these savings is not an exact
science and buyers should not
try to compare or contrast
results. See Associate Editor

Carol Cain's report on page 39.
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Employers clamor for health care data
Continued from page 3
ment of Health and Human Ser-
vices

In this way, employers can find
out how their health care costs

compare to those of other employ-
ers in their industry, to employers
with similar employee populations
or to employers in their geographi-
cal area.

"Employers are asking, 'What's
the next level we can go to in
health care cost management?,"'
said Thomas E. Wood, a partner at
Hewitt Associates in Lincolnshire,
Ill.

"And the answer is to dig in and
get these numbers and see what
else they can do."

"They've been through the 'I-
want-to-buy-a-cost-containment-
program' phenomenon, and a lot of
benefit administrators and trust

fund administrators really got
burned," added James Studnicki,
associate professor in the depart-
ment of health policy management
at Johns Hopkins University's
School of Hygiene and Public
Health in Baltimore.

"They got a lot of promises, and
and at the end of the cost-contain-

ment program they looked at their
bottom line and, low and behold,
there wasn't any impact," Mr.
Studnicki said.

David B. Walker, consulting
principal at A.S. Hansen in Deer-
field, Ill., said that employers "did
not understand the depth and com-
plexity of the (health care) prob-
lem. They put in a quick fix and
thought it would work. They
thought it was something they
could fix easily with Band-Aids."

But employers say the data they

needed wasn't available when they
began their cost-containment pro-
grams.

"Initially, when we got into this
health care cost containment, we
had to shoot from the hip," said
Donald Flagg, vp of human re-
sources for the Stouffer Corp. in
Solon, Ohio. "We had no data to go
on."

Now, Stouffer is pooling its
health care data with that of about

20 other Ohio employers, including
General Electric Corp, the Stan-
dard Oil Co. (Ohio) and Sherwin-
Williams, as part of the Cleveland
Community Data Collection
Project.

The project is sponsored by the
Health Action Council of North-
eastern Ohio and administered by
United Medical Resources Inc., a
health care data analysis company

in Cincinnati.

The Big Three automakers also
are turning their attention to data
collection.

The Ford Motor Co. began gsth-
ering health care data last year,
using the services of Medstat.

Although its data is still being
collected from its health insurers,
eventually Ford will be able to ac-
cess detailed health care utilization

and cost information on an in-

house computer terminal that will
be connected to Medstat's data-
bank.

"We're hoping to identify areas
of our program that should b€ mod-
ified because they're not cost-bene-
ficial," said Jack Shelton, manager
of Ford's employee insurance de-
partment.

"We're hoping to identify Ero-
viders that are not providing care

A Direct Reimbursement

dental plan will cod you less.

And your employees can pick
a ny dentist they want.

especially like the fact that they go to their
own dentist; they don't have to pick from a
list of designated insurance plan dentists.

Paperwork and administrative costs are
low because the employer typically admin-
isters the program, eliminating the need for
an outside administrator.

The size of the company and the number
of employees is not a factor in Direct Reim-
bursement plans. The plan works equally
well for large and small organizations.

Our professional benefits staff can help
you start a Direct Reimbursement plan. If
you would like more information, please
send us the coupon below.

Sallyl. went [o her dentist, paid the bill and
went back to work. She turned in the receipt
to her employer and was reimbursed for the
dentist's bill.

Plain and simple, that's Direct Reimburse-
ment. It's a dental benefits plan many com-
panies are now using as an alternative to
insurance plans. It's easy to see why.

Paperwork is reduced to an absolute min-
imum. There are no claim forms, for dentist
or patient, and there are no benefit limita-
tions or exclusions. It's strictly between
employer and employee.

Direct reimbursement plans are not only
simple, they're flexible. They can cover the
employee alone, or the entire family.

The payment of benefits can be flexible,
Name

too. For example, the plan may pay a per-
Titlecentage of all dental bills up to a maximum.

Or the plan may fully reimburse all dental Company

bills up to a fixed amount, then pay a per- Address

centage of the balance, up to the maximum. City

Since dental expense is predictable from
past experience, a company can determine
the average per-person yearly dental
expenses. Then it's just a matter of deciding
how much the employer will contribute and
what the maximum benefits will be per
employee.

ADAFirms now using Direct Reimbursement
report good employee reaction. People L

Phone

State Zip

Numberofemployees
Presently have a dental plan? Yes 0 No 0

Foryour information kit, send this coupon to:
American Dental Association

Council on Dental Care Programs
211 East Chicago Avenue
Chicago, Illinois 60611

-1

in concert with proper norms so
that we can talk to them."

Chrysler Corp. recently hired
Health Data Institute Inc. in Boston

to conduct a comprehensive, de-
tailed analysis of hospital claims
filed by its employees in southeast
Michigan. The study compared
local hospitals on factors like
length of stay, and number of ad-
missions per diagnosis. It unco-
vered that Chrysler was paying for
unnecessary employee admissions
for lower-back pain and longer-
than-necessary lengths of stay for
maternity patients (BI, Dec. 24,
1984).

Armed with this data, Chrysler
and its insurer, Blue Cross & Blue
Shield of Michigan, convinced the
hospitals to adopt certain guidelines
for admissions and lengths of stay
before related charges could be jus-
tified.

Last October, General Motors
Corp. bought Electronic Data Sys-
tems, a Dallas-based data pro-
cessing services company, which
will establish a computer system
that will allow GM to tap into the
claims files of its health care insur-

ers and analyze this data in almost
unlimited ways. GM hopes to cut its
$2.2 billion health care bill by 10%
with this system (see story, page
14).

Others just beginning to concen-
trate on accessing health care data
include The American Electronics

Assn., whose 3,000 member com-
panies make it the largest elec-
tronic trade association in the

United States. It is working with
consultants Data Resources Inc., a
subisidiary of McGraw-Hill Inc. in
New York, to develop an industry-
wide health care data base.

"There are some unique aspects '
of this industry," said Wanda Kow-
nacki, the association's health care

program manager. "For instance,
the industry employs a lot of young
employees, which would affect
health care costs."

The association's pilot project is
focusing on claims information
from 10 member companies that to-
gether provide coverage for 70,000
lives, including dependents. A re-
port on the findings of the pilot
project is due in May, and then the
association hopes to expand the
data base to include more mem-
bers.

Similarly, Sheet Metal Workers
Local 100 in Suitland, Md., which
has a self-funded, self-adminis-
tered health care program, just
began collecting and analyzing data
on its health care costs and utiliza-

tion in the past year.
Using a computer system devel-

oped by Honeywell Inc. in Minne-
apolis, the union can compare hos-
pital charges from month to month
and break expenses into categories
such as room and board, doctors'
fees and ancillary charges.

A contrast to these newcomers is
Deere & Co. in Moline, Ill., which
installed a computer system in 1979
to collect health care utiliztion and

cost data, as well as pay claims for
its self-insured, self-administered
health benefits program.

Deere developed its own soft-
ware to keep track of the more
than 1 million claims it receives
each year.

The system tells Deere exactly
where its health care dollars are
being spent, how much they're ris-
ing and in which areas.

Once employers begin collecting
data, they often find the results so
beneficial that they expand their
efforts.

"We expanded what we were
originally looking for-informa-
tion on the hospitals-to every as-
pect of our health care expendi-
tures, including doctors' visits and
prescription drugs," said Warren
Billings, director of benefit admin-

Continued on page 6



The fment

stoppi «1 uo2-1

frn 0*2Ki90
Some¢lifour

flexible
0--Qi

pending
Proc:35 1-:,1/ 1 Ii-lal

Flexible Spending Accounts are a good
idea for employers and employees.

Unfortunately the IRS doesn't agree. In
recent rulings, they eliminated some of the
many advantages offered by FSAs.

But despite the changes, Flexible
Spending Accounts are too important of an
idea to die. Not only do they provide
employers with a method for controlling
benefit costs, but they help employees cover
medical costs with non-taxable income.

So NWNL Group has been working
within the recent rulings to develop flexible
spending accounts that offer maximum
advantages to employers and employees.

As a result, Flexible Spending Accounts
are alive and well, and available right now
from NWNL Group.

1

Because the way we see it, as long as
there's a need for Flexible Spending Accounts,
we'll work to find an appropriate way to
provide them. To find out how we're doing it,
return the coupon for more information.

Send to: Ginny Charboneau
NWNL Group
Box 20, Minneapolis, MN 55402

Please tell me more about Flexible Spending Accounts.

Nmmp

Title

Company

A,1,1,-c

City

State Zip

NWNLGROUP
A division of Northwestern National Life Insurance Company

Home Office: Minneapolis, Minnesota

So wwp've

Bid

reconstructed them.
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Health care data
Continued from page 4
istration for AT&T Technologies in
New York.

"Just about any way you cut it,
we look at it in a broad way. And
when we see an aberrant situation,
we focus on it more closely," he
said.

AT&T uses normative data from
the National Center for Health Sta-

tistics to compare against its data
base, which contains information
on 430,000 employees.

AT&T's original software was
developed with the help of its ben-
efits consultant, Johnson & Hig-
gins. AT&T currently uses the ser-
vices of Corporate Health Strate-
gies.

Boise Cascade Corp. in Boise,
Idaho, also has increased its re-
guests for data since 1981, when it
first asked its health insurance

companies to prepare basic claims
reports for it.

"We started working with them,
asking for additional reports and
additional information," said Dick
Harding, director of benefits.

"And that has evolved to the

point where we take their tapes
and hook them up to our system
and make our own evaluation," Mr.
Harding said.

Boise Cascade accesses this data

through a terminal that is on-line
with Medstat's data base.

Once employers have health care
data in their hands, they can use it
in endless ways, they say.

One key use is to help employers
understand and redesign their ex-
isting health care plans.

This often is done through a
technique called benefit modeling,
in which a computer simulates
modifications in a health care plan
it has analyzed to see what effect
they would have on the cost of the
plan. The modifications could be
cost-shifting measures, cost-con-
tainment programs, or a complete
restructuring of the health care
plan.

"Our system actually goes back
and 're-pays' all last year's claims
under a different set of assump-
tions and plan design characteris-
ties," explained Andy Knapp, se-
nior consultant in the corporate
cost-containment division of the
Prudential Insurance Co. of
America, which offers benefit
modeling as part of its data analysis
services.

"We can look at that employer's
experience and predict the finan-
cial impact of any (plan design)
change."

Corporate Health Strategies also
offers benefit modeling.

"You can sit there and play to
your heart's content," said Mr.
Chernow.

"You can devise any scheme you
want and see if it saves you money.
It's like an economic model. Cor-

porations can see which plan de-
sign will save them the most money
and then politically see which one
works best for them and imple-
ment it."

Data analysis also can help em-
ployers track the success of plan
design changes once they are inn-
plemented.

"The key is to use your data to
track the effectiveness of your ac-
tion program," noted Paul M. Gen-
man, chairman and chief scientist
of Health Data Institute.

"While you need to look periodi-
cally to see what new problems
have sprung up, what you need to
use your data analysis for is to an-
swer the question, 'Have we made a
difference with our cost-contain-
ment efforts? .,

Data analysis also can help em-
ployers use employee assistance
programs more efficiently, added
Prudential's Mr. Knapp.

"For example, if your stress-re-
lated diagnoses are only occurring
in your employee population be-
tween age 50 and 55, you would

Continued on facing page

Experts give tips on data collection
For the benefit manager who wants to get into data collection, here's

some advice from the experts:
• First, and perhaps most importantly, know your company. A good

background study is crucial, experts unanimously advised.
"If you don't have a foundation, you can't build a house," said David

B. Walker, consulting principal in the Deerfield, Ill., office of A.S. Han-
sen.

"The right way to analyze what is going on with a company is to go
back at least two years."

• Don't expect a "quick fix." Be willing to invest some time and
money if you want the data analysis to produce results.

"What some companies fail to do is to use this data for long-term
planning," said William E. Hembree, director of the Health Research
Institute in Walnut Creek, Calif. "They get fixated with the short-term
solutions. Data is much more useful in solving long-term problems than
in achieving a quick fix."

• Keep abreast of what others are doing. Get ideas from them and
learn from their mistakes.

• Be prepared to implement the health care plan changes that your
data analysis indicates are needed. "A lot of people ask for health care
data and once they get it, they don't use it," said Dick Harding, director
of benefits for Boise Cascade Corp. in Boise, Idaho. "So (the data analy-
sis) becomes wasteful."

• Get as much data from your insurer as possible-it saves
money."Tell them, 'Look, we're in business with you,"' Mr. Walker said.

"We give you X hundreds of thousands of dollars worth of business a
year, and we want data in a format that we can understand. And we
want you to show us where our problems are."

• Join a coalition. "An excellent way to do (data analysis) and the
cheapest," Mr. Walker said.

• Be sure your analyst adjusts your health care utilization and cost
data demographically-or do a demographic analysis yourself.

"What we've seen is a lot of people are doing this health data analysis
without looking at the characteristics of the employer population," said
Susan Gunderson, a member of the planning section of the health care
studies unit of the Mayo Clinic in Rochester, Minn. "And we feel that
without that, you can't get the whole picture."

"It's unbelievable," agreed Jerry Kaple, director of health cost man-
agement for Data Resouces, Inc. in Bethesda, Md. "Employers don't
know whether their utilization is high or low if they don't know the
demographies of their population. Figure out a way to have access to the
demographics of your population. It's worth it."

• And, realize that data analysis is only one step in controlling these
costs and your efforts should not stop with the analysis. "Data never,
ever solves problems," Mr. Hembree said.

"It just identifies the problems. And once we've identified the prob-
lem, it's the selection of the solution that's important," Mr. Hembree
emphasized.

Introducing CRITERION ...a sound, cei
General American's new CRITERION program offers employers a state-of-the-art
hospital preadmission and continued stay review program. CRITERION physicians,
working with attending physicians, help determine the most cost-effective treatment
in or out of the hospital.

Most experts agree 25% of today's
hospital patients could be treated just
as effectively on an outpatient basis.
And when hospitalization * appro-
priate, your employees should avoid
the cost of extra days of "rest and
relaxation" when they could be
recovering at home.

PHYSICIAN-TO-PHYSICIAN

CRITERION'S operatingstrength comes
from the medical professionals selected

by General American toadministerthe
program. They have years of experi-
ence providing medically sound de-
terminations of the need for, and
appropriate duration of, hospitaliza-
tion. CRITERION'S physicians have
been remarkably successful in building
effective working relationships with
attending physicians.

In many cases the agreement on a plai
of treatment between the attending
physician and the CRITERION staff

calls for less costly treatment than
the attending physician would pursue
otherwise. Your employees have an
incentive to join in the agreement
because they face bigger deductibles
and/or coinsurance payments when
treatment exceeds agreed limits.

DOLLAR SAVINGS

For each $1 you spend on CRITERION,
we estimate you will save $4 to $5 in
employee claims. A conservative

...



Health care data is new field
Continued from facing page
want to target your (stress manage-
ment) EAP to that group, rather
than your whole employee popula-
tion."

Because data analysis provides
information on providers' patterns
of service as well as on employees'
health care usage, it also can be
used in negotiations with health
care providers.

"It turns out in almost all cases,

that when we show (providers) the
facts and tell them why we think
these things are inappropriate, we
get a lot of cooperation," said Rob-
ert Reveley, vp of health care af-
fairs for Blue Cross/Blue Shield of

Michigan.
"They initially respond with

some amount of resistance because

they look at it as someone outside
the medical profession questioning
their institution. They have sug-

0/ D 0, 4

gested to us that we're more con-
cerned about cost than quality. And
we say, 'Yes, we're concerned
about quality of care, but we're also
concerned about costs,'. Mr. Reve-

ley explained.
"As this dialogue goes on, the

providers realize that we do know
what we're doing and we're not just
picking on them."

According to Mr. Reveley, Blue
Cross/Blue Shield of Michigan has
used the data developed through its
EXAM and ASSURE programs to
persuade several Detroit hospitals
to implement their own pre-eertifi-
cation programs.

And Blue Cross/Blue Shield of

Michigan intends to use this data in
the future to identify providers
that it wants to include in the pre-
ferred provider organizations that
it sponsors.

Having access to good cost data

I

allows an employer to take a more
aggressive stance in negotiating
with providers.

"Typically, what's happened is
PPOs approach employers and say,
'We'll give you a 10% or so discount
if you encourage your employee to
come to us,"' according to Mr.
Chernow.

"They may be offering you a 10%
discount. but if their prices are 20%
higher than other hospitals, you're
not going to save any money at all.

"Data allows you to approach the
providers from a proactive stand-
point and say, 'This is what I
want. .,

Mr. Chernow said clients of Cor-

porate Health Strategies "have got-
ten as much as a 20% and 30% dis-

count in some areas" by using in-
formation gathered through data
analysis in negotiating with provid-
ers.

Hansen's Mr. Walker agreed that
providers do cooperate more when
they know that the employer or its

ain way to reduce health care costs
estimate. \,Vb will keep you posted
on your actual results and savings
through regular quarterly reports.

THREE LEVELS OF COVERAGE

There are three CRITERION programs.
The first offers preadmission and
continued stay review with follow-up
actions initiated by the CRITERION
staff. Attending physicians prefer it.
So do we. The second also includes

preadmission and continued stay
review, but the follow-up is the
attending physician's responsibility The

third program offers preadmission
review only.

EMPLOYEE INFORMATION

General American provides the neces-
sary communications tools to help you
gain employee understanding and
support: a brochure explaining the
program in simple terms, a reminder
wallet card, suggested announcement
letters, and sample newsletter articles.

INFORMATION BROCHURE

CRITERION is a major feature in the

6Top of the Market" in employee benefits

consultant is armed with health

care data.

"When this thing first started,
they looked on us as absolute vigi-
lantes," he said.

"Now, hospitals are coming to us
for help with their marketing pro-
grams."

Data also can help employers
focus their cost-containment pro-
grams on those providers that have
the most fat in their health care de-

livery systems, according to Mr.
Reveley.

"Many of the plan design cost-
containment programs are what I
would characterize as 'shotgun pro-
grams,'" he said.

"And that's not as cost-effective

as being selective and identifying
those providers that are the costly
ones.

"Data analysis can help sharpen
the targets for cost containment,
and you can start using a rifle in-
stead of a shotgun," Mr. Reveley
added. •

20 new management tools recently
developed by General American to
help employers and consultants man-
age group health benefits. To receive
your CRITERION brochure, contact
your consultant, agent, or broker: call
your local General American group
sales office; or write Bill Kuehl,
Marketing Director-Large Group,
General American, 700 Market Street.
St. Louis, MO 63101.

American
LIFE INSURANCE COMPANY
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Data shows trends

Even though their efforts
are relatively new, data ana-
lysts say they are learning a lot
already from scrutinizing
health care costs.

For one thing, all the ana-
lysts agree, employers are de-
finitely spending more on
health care than necessary.

"The biggest trend we see is
that employers are paying 20%
to 25% more, on the average,
than they should have to pay
to get the same services," said
Dr. Gary MeIlroy. president of
Health Risk Management in
Minneapolis.

"There's certainly a lot of
waste in the hospital field,"
said Paul M. Gertman, chair-
man of the board and chief sci-

entist for Health Data Institute

Inc. in Newton, Mass.
"Our estimates show from

20% to 30% of all hospital ad-
missions are unnecessary."

A recent data analysis for a
large company showed "poten-
tial excess costs of 24%-a sav-

ings of over $3 million," said
David Glueck, vp of benefits
consultant of Towers, Perrin,

Forster & Crosby in Chicago.
"It would be an unusual

study that didn't reveal 20%
savings, just by eliminating
overutilization," he said.
"There is indeed an overuse of

treatment, surgery and hospi-
tal confinement."

Data analysts also are find-
ing that most cost-containment
programs, on the whole, are
not saving as much money as
they could because they do not
fit the needs of the company
that implements them.

For example, some com-
panies automatically imple-
mented costly pre-certification
and second surgical opinion
programs, unaware that their
health plan had a very low
rate of hospital admissions,
said Jerry Kaple, director of
health cost management for
Data Resources Inc. in Beth-

esda, Md.

"What we are finding and
what employers have realized
by implementing these strate-
gies and by looking at the cost
of them is that you don't want
to use every program for every
employer," Ms. Kaple said.
"What you want to do is target
your cost-containment ef-
forts."

"You have to identify those
factors that affect hospital uti-
lization rates and incorporate
that kind of information into

the data base." added James

Studnicki, associate professor
in the department of health
policy management at Johns
Hopkins University in Balti-
nnore.

"The principal objective (of
a data base) is to allow pur-
chasers of care to evaluate

their health benefits utiliza-

tion and cost experience and
then, on the basis of that infor-
mation, make decisions about

programs that affect their
plans."

Data analysts also are find-
ing that providers often negate
the savings achieved through
cost-containment programs by
"padding" employers' health
care bills in other areas.

"Hospitals and doctors have
numerous ways of adapting
and responding to cost-con-
tainmZnt programs, and em-
ployers will have to maintain
eternal vigilance," said Mr.
Studnicki.

"You have to maintain the

ability to systematically track
and evaluate your expenses
over time-you can't ever turn
away from it."
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Employers must speak up msurance®
Reporting weekly for corporate risk,

employee benefit and financial executives

THE MEEK MAY WELL inherit the earth, but consultants is springing up to cull and manipulate sta- Publisher Alfred Maleck, (New York)
they'll be powerless to hold down health care costs. tistics on things like hospital admissions, coordination

Editor Kathryn J Mcintyre,ARM (Chicago)The message repeated again and again in this week's of benefits and administrative costs, their hands are
Spotlight Report on health care cost containment is tied if they cannot, in the first place, get the facts about Managing Editor. James M Burcke (Ch,cago)

Deputy Editor Lome Gibson (Chicago)that benefits managers must speak up loud and clear if the employers' health expenses
they want to keep the upper hand in the ongoing battle And, for most employers, the key to that vital infor- CHICAGO: Al,son Kittrell (Copy Editor)

against rising health costs mation is a group health insurer or third-party claims Marla Antelis (Assistant Copy Ed,tor)
Carol Cain (Assoctate Editor)For example, benefit consultants are warning com- administrator.
Meg Fletcher (Associate Editor)

panies that want to implement cost-control measures in If an insurer ls reluctant to release information on Stephen Tarnoff (Associate Editor)
post-retirement health benefit plans that unless they the employer's claims experience, it is the employer's Linda J Collins (AgenBroker Topes
clearly communicate up front that such benefits are task to pressure the insurer to do so It is also the em- Associate Editor)

Diane Kasttel (Staff Reporter)subject to change, they could well end up in court at the ployer's responsibility to tell its insurer or administra-
Marilou Jones (Directory Ed,tor)hands of disgruntled retirees who believe promises tor exactly what information it wants and then insist
Amy Palmer (Graph,c Artist)made to them have been broken that the data is "clean "
Donna D,Blase (Proofreader)

Employers cannot on the one hand want to have If the data is incomplete or inaccurate, the employer Cal, Sangalis (Ed,tona/ Ass,stanO
control over the cost of retirees' health benefits and on must tell the insurer or administrator about it-and de-

LONDON: Stacy Shapiro (London Ed,tor)
the other hand be too timid to stand up and make it mand improvement Some data analysts say that cur-

LOS ANGELES: Robert A Finlayson (Bureau Chief)
clear to employees from day one that post-retirement rently 50% of the data they receive from insurers and Steve Taravella (Associate Ed,tor)
benefits are not untouchable In the end, that timidity administrators is so inaccurate that it cannot be in-

NEW YORK: Douglas McLeod (Bureau Chief)
could be costly. cluded in the data base

Michael Bradford (Assoc,ate Ed,too
Likewise, employers cannot afford to be meek at the If no one stands up and demands better statistics, the Judy Greenwald (Associate Editor)

bargaining table when they negotiate new labor con- quality of the data bases on which employers rely to WASHINGTON: Jerry Geisel (Washington Ed,tor)
tracts this year Although unions are apparently more make health benefits decisions will never improve- Corporate: Joe Faract (Corporate Art D,rector)
open-minded to health care cost control now than in and the decisions made could well reflect the poor
other years, to keep tight reins on health costs employ- quality of the data on which they were based Advertising Director: Donald A Walsh (New York)

ers still must state a strong case for cost containment Employers are also finding that banding together in Midwest Sales Manager: Robert L Niesse (Chicago)
and know what issues they can bend on and where health care coalitions is increasing the roar when they CHICAGO: Deborah D Neale (Distnct Manager)
they must stand strong do speak up Beverly J Kluxdal (District Manager)

In the same vein, the success of employers' quest to An insurer or administrator that might be tempted to Fran Prybylo (Production Manager)

get their hands on the data they need to scrutinize ex- ignore one employer's request for clean health care LOS ANGELES: Michael J Sharpe (Distnct Manager)
actly where their health care dollars are going and who data might think twice about snubbing an army's de- NEW YORK: Charies A Horvath (Distnct Manager)
is abusing the system largely depends on their willing- mand. Jack Forrest (Distnct Manager)
ness to fight to get that information Indeed, being meek does have its rewards; unfortu- Nancy Ellen Schwartz (Distnct Manager)

Although a whole new industry of health care data nately, lower health care costs is not one of them Director of Communications: Ronnie I Drachman

(New York)
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entries in a variety of categories Advertising Age and Crain's Chicago Business, publish unsigned letters Send your com- Publications Audit of Circulation *ABP
two sister publications of BI published by Crain Communications Inc, also won ments to Letters to the Editor, Bus:ness
awards in the competition Insurance, 740 N Rush St, Chicago, Ill
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At Fireman's Fund, we're making changes
to grow even stronger. Changes
in products. Changes in procedures.
Changes beneficial to You. That's why
we've added a valuable new service,
the Fireman's Fund Hot Line. It

allows you to share information.
Solve problems. Let off a little steam-or tell
us about the things we're doing well arid how
we can make them even better.

Call the Fireman's Fund AA
toll-free Hot Line between /G
9:00 a.m. and 5:00 p.m. and ®i,Ii Wl
talk to one of our special- CTfFEN<leffi)
ists. Let's help each FIREMANS FUND
other be the best. An American Express company

BOTH
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Health care data often inaccurate: Analysts
By DIANE LYNN KASTIEL

"Dirty" health care data-infor-
mation full of inaccuracies and

omissions-is the biggest obstacle to
developing reliable statistics that
employers can tap to control health
care Costs.

Data analysts complain the infor-
mation they can get only from
group health insurers is so inaccu-
rate that they often can't even use
half of it.

r--

MS
318
231*

"The state of data in the United

States needs to be improved consid-
erably," said William E. Hembree,
director of the Health Research In-

stitute in Walnut Creek, Calif.
"Probably the chief difficulty (in
data analysis) is relying on reports
that are based on inaccurate data.

"We're tossing out 50% to 60% of
the data just because it's so inaccu-
rate. The technology to be able to
produce and analyze reports is light
years ahead of the data on which

1&1

they're based," he said.
Mr. Hembree said one of the HRI

data base's most important
functions is the editing of claims
information received from partici-
pating employers' group health in-
surers.

This edited information is the

basis for what he calls "input edit
reports."

These provide the user with a
copy of the data available, he said.

"If this data base was simply used

PATIENT
LOUNGE

to edit data, we'd feel it served a
pretty important purpose. Because
the input reports this computer
generates not only tell the user
what information he has but also
what is missing, that enables the
user to sit down with its insurer

and say, This is what kind of infor-
mation we need.'

"I hope that the other companies
that are analyzing data are finding
the data as dirty as we are and are
throwing that dirty data away," he
said. "And, I hope they're telling
employers their analysis is based on
only 40% to 50% of the data."

ARETHERE TOOMANY HEAITHYPEOPLE
IN HOSPITALS?

No one can argue that many people's lives depend
on the high-quality care they receive in hospitals.

But the fact is, more than 15% of the days people
are confined to hospitals are unnecessary.

Which could cost American business $9 billion in

health care costs before the year is out.
Of course, there are alternatives. And at The

Travelers we do everything we can to encourage people
to use them.

For instance, we design plans that cover ambula-
tory surgical centers, pre-admission testing and home
health care.

We even offer 100% coverage for surgical second
opinions.

And we have a solution for controlling health
care costs that no one else can ofTer.

It's called the Center for Corporate Health
Promotion.

The Center is devoted to controlling the demand
for medical services by helping individuals effectively
manage their own health and medical care.

In the hope that someday the only people in
hospitals will be people who are sick enough to need
them.

For more information, contact your local agent.
Or your Travelers group insurance representative.

Therravelere
The Trawlers Corporation and :is Affliated Companies, Hartford, CTOBUS

"On the average, 50% of the data
we get is not useful," agrees Dr.
Gary McIlroy, president of Health
Risk Management in Minneapolis.
"The size of the insurer has no re-
lation to the quality of the data."

U.S. Corporate Health Manage-
ment in Santa Monica, Calif.,
whose clients include BankA-

merica Corp., Lockheed Corp. and
Mattel Inc., faces similar problems.

"Certainly, inaccuracy and in-
completeness (of data) are two
major problems we face," said Vp
Dick Brown.

The main problem is that the
data from the insurers is impro-
perly or insufficiently coded, Mr.
Brown explained. And, different
insurers use

different cod-

ing systems,
which further

complicates
analysis.

"But, the in-
terest in health
care data that's

being gen-
erated by em-
ployers has
forced the carriers to clean up the
data, and they're making great
strides," Mr. Brown said.

When asked about the problem
with dirty data, the insurers inter-
viewed said they have not had a
problem with inaccurate data. One
insurer pointed out that insurers
also want their information to be
accurate.

"We rate our claims inputters on
accuracy of claims," said Thomas
Raffio, director of management re-
ports for John Hancock Mutual
Life Insurance Co. "Our claims

payment system is designed to cap-
ture many more statistics than we
need to pay claims. And we do that
because we know that down the

road, we'11 have to use that infor-
mation for (their analysis pro-
gram). So it's in our best interest to
capture information accurately and
fully."

But, even if the data supplied
were accurate, data analyses still
would have some shortcomings.

Because data analysts have their
own collection and analysis
methods, there's a limit to how
much they can be compared or
used interactively.

"Right now, if you ask five dif-
ferent people to evaluate a cost-
containment program, you're likely
to get five different methods of
analysis and five different conclu-
sions on the effectiveness of the

cost-containment program," said
James Studnicki, associate profes-
sor of health policy and manage-
ment at Johns Hopkins University
School of Hygiene and Public
Health.

Johns Hopkins in Baltimore is
working with the International
Foundation of Employee Benefit
Plans in Brookfield, Wis., to build a
national health care utilization data

base for use by employers.
"This (data base) is going to be set

up with the principle objective to
allow purchasers of care to evalu-
ate their own health benefit utiliza-

tion and cost experience and then,
on the basis of that information, to
make decisions about programs
that affect their plan expendi-
tures," Mr. Studnicki said.

The pilot project will involve 12
to 36 IFEBP member trust funds

and corporations that operate em-
ployee health care benefit plans. It
is scheduled to cover 18 months
and then will be broadened.

Another limiting factor in data
collection is the lack of information

on outpatient hospital care.
According to Ernest Ludy, presi-

dent of Medstat Systems Inc., be-
tween 40% and 45% of health care

services are performed on an out-
patient basis, and that should in-
crease to more than 50% by 1990.

Medstat will have its outpatient
data base operating within six
months. It is one of the few firms

that has an outpatient data base. .



IF ALL COMPANIES WERE ALIKE,
MASS MUTUAL WOULD OFFER ONLY ONE

COST CONTAINMENT PROGRAM.
When it comes to controlling health
benefits costs, factors raning from com-
pany size to local medical care patterns
make each employer's needs unique.
That's why Mass Mutual offers a full
range of cost containment programs,
designed to help employers target and
control particular expense problems.

Analysis Program: Using the additional
data collected by our advanced claims
management system, our cost contain-
ment team develops a comprehensive,
personalized management report,
with detailed recommendations for ex

pense control
Wellness Our multi faceted approach

begins with a survey of employee well
ness concerns We then provide each
employee with a confidential health risk
ana sis and create a three year strategic
wellness plan to maximize employer
savings

1"

Pre-Hospiml Review: Mass Mutual's
nationwide program uses a physician re-
view panel, which has been shown to
be highly effective in cutting hospital ex-
penses down to size.

Preferred Provider Organizations: In
certain areas of the country, we offer
Preferred Plus, an exciting-and cost-
efficient-new alternative.

1$

Employee Education: Mass Mutual can
show employees how and why to use
benefits most efficiently, through targeted
education.

Cost Containment Benejits Options:
Both small and large companies can save
money through new benefits we've
desined to operate efficiently in today's
meaical environment.

Let us help implement the cost
containment solutions that will work

best for you. Have your agent, broker
or consultant call us and ask about our

SPECTRUM of products for today's
benefits rnanager

MassMutual
GROUP LIFE AND HEALTH DIVISION

Massachusetts Mutual Life Insurance Company
Springfield, MA 01111
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In recent years, over 10% of the
entire Gross National Product was

spent on health care.
Thafs over $355 billion annually
By 1995, that figure is expected

to rise to $1.2 tnWion.
If the cost of health care

doesn't slow down, keeping people
healthy may end up making the
economy sick.

At CIGNA, our companies have
been at the forefront in creating pro-
grams that reduce medical costs
without sacrificing the quality of care.

Prime examples are the Pread-
mission Certification and Continued

Stay Review Programs which exam-
ine all potential hospitalizations and
lengths of stay Savings have been
impressive because, obviously the
best way to reduce costs is to make
sure they're necessary in the first
place.

Preadmission Certification has

another advantage. Since treatment
and duration are discussed by doc-
tori insurer and patient before they
occur there are few surprises and
fewer questions asked when the bill
is submitted.

CIGNA companies also have
helped save their clients $8.50 for
every $1 spent by instituting second
opinion surgery programs. In addi-

tion, there are benefit plans that
reward the use of same day surgery
and care at home.

Prepaid health care is another
important approach to cost contain-
ment. By its very nature prepaid
health care puts the burden of con-
taining costs where it should be-on
the provider And CIGNA companies
are not only keeping costs down, but
keeping the quality of care up at the
same time.

b back up our belief that
everyone has to pitch in to help
keep medical costs down, CIGNA
has just finished awarding nearly $1
million in grants. These grants enable
local coalitions of businesses, civic

leaders, and health care providers to
pursue solutions to health cost problems.

If you want to know more about
what CIGNA companies can do to
contain your costs, please write to
CIGNA Corporation, Dept. Rl, One
Logan Square, Philadelphia, PA 19103.

Of course, health care costs must

be contained, but not at the expense
of quality medical care. Our experi-
ence to date has indicated that this

is possible. We know that people can
get the health care they need with-
out needing an
armored car full of CIGNA
money to pay for it.
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Data system may help GM cut health costs
By DIANE LYNN KASTIEL

DETROIT-General Motors

Corp. plans to slash 10% off its $2.2
billion annual health benefits bill

by scrutinizing data on its employ-
ees' health care habits.

Last October, the automaker
purchased Electronic Data Sys-
tems, a Dallas-based data pro-
cessing services company for, iron-
ically, $2.2 billion. Now, this subsid-
iary is working on the enormous
project of establishing an "inter-

active" health care data system for
GM-one that will allow the auto-

maker to tap into the claims files of
all its health insurers and manipu-
late the information in a variety of
ways to find out just about any-
thing on its health care costs and

employee utilization patterns.
EDS expects the project, which

should be up and running in 18 to
24 months, will save its new parent
at least $220,000 in health care costs
the first year.

"We think there is a conservative

10% savings to be achieved," said
Dean Linderman, corporate vp of
EDS' insurance group. "Nobody
really knows what the art of the
possible is, (but) we think that is a
realistic target."

The system will do three basic
things. First, it will maintain com-
plete records on the health care eli-
gibility of GM's 770,000 active and
retired employees, who must sign
up by April 1 for either GM's tradi-
tional health care plan, a health
maintenance organization or a pre-

Upr

ferred provider organization. Sec-
ondly, it will process all health care
claims, which hopefully will be en-
tered on the EDS system by GM's
health care insurers.

And, most importantly, the new
system will allow the company to
manipulate its claims data with use
of a computer, to answer a variety
of questions on its health care costs
and utilization.

GM is negotiating with its health
care insurers to have them input
GM's claims information into EDS'

pO + '

Cono¢ent

Maximum strength CAPS contains
allthesepowerfulingredients.

Get fast relief from health

benefit headaches with theiASM
CAPSSM Claims Administration

and Payment System from ASA.
CAPS software contains

everything you need to imple-
ment even your most complex
and aggressive cost containment
strategies. Quickly and painlessly.

Take preferred provider
organizations, for example. CAPS
lets you set up a variety of PPO
plans, each with its own reim-
bursement method and benefit
calculations.

CAPS gives you the computer
power to establish mandatory
second surgical opinion, pread-
mission, and concurrent review
programs. And automatically

adjust payments based on plan
provisions.

If reimbursement is on a

DRG basis, the system calculates
the appropriate payment based on
input detail, and even checks the
accuracy of the DRG grouping.

Feature for feature, no other
health claim system compares
with CAPS in cost containment

capabilities.
Yet for all its sophistication,

CAPS is within the reach of

anyone processing 4,000 or more
daims per month.

You can purchase or lease the
software. Or use CAPS through
our remote processing service
at one of the lowest cost-per-daim
prices in the industry.

For more information or

a demonstration, send in the
coupon. Or call ASAs Director of
Marketing at 312/893-9055.

FSend me all the facts <e
| on ASA/CAPS»"
 Send to:

ASA

| Director of Marketing
, Box 385
1 Bloomingdale, IL 60108 .

 Name
 Title

Company

| Address

 Area Code/Phone
 Annual Claim Volume

81318

ADVANCED SYSTEM APPLICATIONS, INC.

computer, using terminals that
EDS will install in the insurers' of-
fices, Mr. Linderman said.

The system will produce three
types of reports: activity reports, fi-
nancial reports and cost contain-
ment/utilization review reports.

The activity reports simply mon-
itor use of health care, providing
statistics such as number of claims

processed and number of claims
paid per insurer.

The financial reports will detail
the cost of GM's various health care

programs, broken down by several
factors, including insurer, plant
and geographic region.

The cost containment/utilization

review reports are what Mr. Lin-
derman calls

"the medical

science analysis
side of things,"
and what GM

is most in-

terested in."The infor- 
mation will be

used to refine

the benefits

and find the

most cost-effective programs," he
said.

"There's a massive amount of in-

formation you can retrieve from
the system," according to Mr. Lin-
derman. However, what GM pulls
from the system and how it manip-
ulates that information will be up
to the company.

"GM ought to be able to manage
its benefit program the same way it
manages the manufacture of its
cars," Mr. Linderman said. "In this
day and age, it's ridiculous not to
have management control over a
program like this."

According to Mr. Linderman, the
system will provide almost infinite
information on the health care

plans themselves, the providers
and the insurers.

In the health care plan area, GM
will be able to find out what its var-

ious health care plans cost, which
one is most efficient and which one
is used most. All of this information

can be broken down geographi-
cally, demographically and by com-
pany division. For example, in ad-
dition to determining·if GM's pre-
ferred provider organization pro-
gram is saving money, the system
will show how much money is
saved in which geograhic areas and
among which group of employees.

The informational category on
insurers will provide statistics on
which insurers are receiving the
most claims, how much individual
insurers are paying in claims and
what the average claim costs.
Again, this information can be bro-
ken down by geographic, demogra-
hic and plan design specifications.

For example, GM can find out
which divisions file the most claims
and which employees in that divi-
sion file the most costly claims.

In the provider category, GM can
pinpoint the costliest providers,
identify patterns of care among
providers and determine how fre-
quently various procedures are
performed. Information also can be
analyzed by geographic, demo-
graphic and plan design variables.

In addition to analyzing these
three areas independently, GM also
can do cross-analysis. It is this type
of analysis that will provide spe-
cific answers to just about any
question GM has about its health
care Costs.

"If I want to know the experi-
ence of a given provider in a cer-
tain part of the country for a cer-
tain diagnosis of a particular age
group of employees of a particular
sex-I would be able to find it," Mr.
Linderman said. "The art to doing
that type of analysis is completely
possible today and that's where
we're taking GM." •



reduce your workers'
comp payments in

48 hours or less.
TM

With the accuMed
difference.

accuMed analyzes workers' compensation medical the nation's oldest, largest, and most experienced
provider charges and ensures that what you pay is provider of health care cost containment and
consistent with the state schedules. disability management services.

And because we're as local as you are, we can Pricing beats competition
reduce those excessive charges in 48 hours or less. Not only do you reduce your workers' compensation
Easy-to-read analysis payments with accuMed, but you do it for less. Both
Just send your medical provider charges to us. A our normal charges and our volume discount
member of our medical review staff will personally program meet or beat the competition. And as an
examine them. Then our computer will compare extra incentive to try accuMed, we have a special
them to the state-set allowable fees and calculate introductory pricing offer for you.
how much they could be reduced. accuMed service provides you an impressive

You'll get the results in our accuMed Analysis©. Ith return on investment.

a brief, concise, easy-to-read statement that doesn't For details about accuMed and our special
take a computer expert to interpret. The accuMed introductory pricing offer, call Dan Davis, Vice
Analysis is just part of the accuMed difference. President, toll-free at 800-345-1075. An Alaska,

Helping you manage better Hawaii and Pennsylvania, call collect 215-687-9450.
We don't just send you a lot of individual reports. Or send us the coupon.
We also summarize all bills reviewed each month. To Try the accuMed difference today.
show you total reductions, number of bills processed,
percentage reduction, and dollar savings. It's far easier
and more efficient than doing the work yourself!
Local service

As a local service operating within selected fee InTraerp
scheduled states, accuMed gives you advantages

that our competition can't provide. We can answer l_JU
your questions immediately. Our medical specialists
are available to appear at hearings, if necessary. innovators in Cost Containment
We also provide the services of local physician
consultants who will clarify specific items for you as
they relate to local practices. Our personalized local
service, coupled with state-of-the-art computer
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technology, allows us to process your bills in 48
hours or less. • Send me more information about the accuMed difference. •

It's the accuMed difference that makes the differ-

ence in how your bills are reduced. With service 1 Name Title 
that's timely. Professional. Accurate. Cost effective.  Company
National clout

accuMed is now available for you in California,  Addre5r
Massachusetts, Florida, Hawaii, Arizona. Maryland,
Washington, Utah, Minnesota, Nevada, Colorado, I City

State 7ip

Rhode Island and New York, and is coming soon to
other scheduled states. (In New Yorl<, accuMed also  Phone reviews No-Fault provider bills.) Mail to: Intracorp, 985 Old Eagle School Road, Wayne, PA 19087

Formerly offered under our Medex name, accuMed 
is another cost containment service of Intracorp - 1-- - -Ii---I IJ
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JOHNSON ADMINISTRATORS
COMPREHENSIVE COST CONTAINMENT SERVICES

DETAILED CLAIM REVIEW

TIMELY STATISTICAL REPORTS

COMPETITIVE STOP LOSS MARKETS

• PLAN DESIGN CONSULTING

• EMPLOYEE COMMUNICATION

• PRE-CERTIFICATION SERVICES

MEDICAL--DENTAL--FLEX-BENEFITS

CLAIMSADMINISTRATION

P.O. BOX 248 • NEWTOWN, FA 18940 • 215-860-1300
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Companies meet
growing demand
for data services

By DIANE LYNN KASTIEL

Responding to burgeoning de-
rnands from employers, many dif-
ferent groups-from special con-
silting firms to insurers-are prc-
viding data collection and analysis
servises

The range anc extent of these
services vary, however, as do their
price tags.

The following is a sampling of
scme of these companies and the
services they offer. It is not in-
tended as a complete guide, but

Our Department of Financial Institutions
continually finds new ways to insure
the complex financial services market.

Ask your agent or broker about the benefits
of the Chubb program.

CHUBS

Group of Insurance Comganie
Warren, New Jersey 07060

i 1 #lj
Chubb is proud to playa part in bringingyou American Playhouse

S

Watch for it on your local PBS station.

only a representative sampling.
The most specialized providers in

this field are being dubbed "health
care data consultants" and they are
springing up into a whole new in-
dustry.

Data Resources Inc., in Bethesda.
Md., a division of McGraw-Hill

Inc., has worked with companies
such as ()wens-Corning Fiberglas
Corp. and North American Phil-
lips.

DRI compares clients' health
care data, which it receives from

the clients' insurers or third-party
administrators, to a data base de-
veloped from statistics from state
data bases (see story, page 24) and
the National Hospital Discharge
Survey.

(The National Hospital Discharge
Survey is a statistical sampling of
between 400 and 500 hospitals
throughout the
country and i.
comprises ap-
proximately

225,000 hospital
admissions. It 1 1 +la

provides na- \1"
\S,

tional and re-

gional informa- :*
tion on pa-
tients, diag-

noses, lengths
of stay, and sources of bill pay-
ment.

The survey is conducted an-
nually by the National Center for
Health Statistics, a division of the
U.S. Department of Health and
Human Services. It is available to
anyone for $140.)

Once DRI has analyzed the data
it recieves, clients are given infor-
mation on their health care plans
through periodic, written reports or
through access to computers that
are "on line" with DRI's computer
system.

This "interactive" computer sys-
tem allows clients to access infor-

mation on their health care plan on
an on-going basis.

"(The clients' computer) talks to
our mainframe computer and they
can do their own analysis," said-
Jerry Kaple, director of health cost
management at DRI. "You don't
need to know any programming to
do this analysis."

The user-friendly software pro-
vides clients with a "menu" from
which the client can select the in-
formation he or she wants.

"You can design your own re-
ports," she said. "You can subset
your data all the way down to a
specific employee record."

Using this system, an employer
can track information on the num-

ber of hospital admissions involv-
ing its employees in a given year,
which diagnoses they included, the
average length of a hospital stay,
the average bill and hospital
charges by diagnosis.

In addition, the employer can
spot patterns of care among provid-
ers, including identifying proce-
dures done on an inpatient basis
which could have been done on an

outpatient basis, and cost variations
among providers.

The traditional, "hard copy" re-
ports provide clients with the same
information, but the on-going ac-
cess to information that is possible
through the computer link-up is
eliminated. The hard-copy reports
are supplied at whatever frequency
the employer requests; most em-
ployers request quarterly reports,
Ms. KapIe said.

In addition to collecting and ana-
lyzing data, DRI will recommend

Continued on page 18
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Hospitals listen to us.
Because when we negoti-

ate a Met-Elect preferred
provider program for your
company, it directly affects
how much business they do.

And before we negotiate,
we do our homework. We
learn how the hospitals in
your area do business. How
long they keep patients for
particular kinds of treat-
ment, what methods they
usually use, how much they
charge. In short, a Met-Elect
program is based on the
most thorough analysis pos-
sible - so thorough that hos-
pitals frequently tell us
they're impressed by how
much we know about them.

That's why hospitals listen
to us more carefully. It also
means that we negotiate
only with the right hospitals,
ones that are efficient, con-
venient and can meet your
employees' needs. And our
track record shows that a

Met-Elect program can save
your company money. It puts
your buying power to work
without sacrificing the
quality ofmedical care.

Met-Elect is just part of
Metropolitan's comprehen-
sive package of cost con-
tainment plans and services
- a package no one else can
match.

If your company would
like help cutting its medical
bill, just cut out the coupon
below.

We mean business. And

that means you can save
money.

For more information on

Metropolitan's cost containment
services, please send this coupon to
Leon I. Hyman, Vice-President,
Health Care Resource & Cost Manage-
ment, Area 24-V\X Metropolitan Life
Insurance Company, One Madison
Avenue, New York, New York
10010. Orcall 212-578-6490.

Name

Title

Company

Address

Citv State Zip
BI 1()3

 Metropolitan LifeANDAFFILIATED COMPANIES

© 1984 Metropolitan Life Insitrance Company, New York, N.Y.
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Data services
Continued from page 16
plan design modifications and even
negotiate rates with providers.
Usually, however, DRI works in
conjunction with benefits consul-
tants who handle these follow-up
steps, Ms. Kaple said.

The cost of DRI's services is

based on client size. An employer
with 5,000 employees that only
wants periodic reports, forgoing the
computerized access system, could
expect to spend $10,000 annually,
Ms. Kaple said. A larger employer,
such as a Fortune 500 company that
has interactive computerized ac-
cess, could spend up to $100,000 a
year.

Health Data Institute Inc., in
Newton, Mass., also collects infor-

mation on employers' health care

costs and utilization through insur-
ers' or third-party administrators'
claims reports.

The company's clients include

Firm offering
COB program
A New Jersey company

plans to help employers and
insurers identify duplicate
health care claims through a
computer system that allows
insurers to communicate with

each other on suspect claims.
International Data Pro-

cessing, a data processing and
consulting company in Murray
Hill, N.J., has developed a data
base that computerizes coordi-
nation of benefits information.

Accord-

ing to Do-
minic Ce-

lentano,

marketing
communi-

cations vp,

American ki'businesses

lost $32
billion in

1982 be-

cause of duplicate payments of
health care claims. Insurers

that subscribe to IDP's data

base will be able to get COB
information on any claim,
using a terminal in the in-
surer's office.

So far, eight insurers have
signed letters of intent to par-
ticipate in the system. Mr. Ce-
lentano said he could not name

these insurers, but added they
are among the 15 largest group
health insurers.

"(The network) will give
them information not only on
if there's a duplicate claim, but
will also supply information
on the claimants themselves-

a claimant may have had a
history of making duplicate
claims," he said.

But the network preserves
insurers' proprietary informa-
tion on other aspects of their
business, he added.

"(Insurers) can get informa-
tion only on what they ask, not
on the whole file. And they
can only ask questions on du-
plicate coverage," he said.

Currently, insurers commu-
nicate with each other on coor-

dination of benefits by mail.
But, this method is slow.

"It takes, on the average, 63
days to settle a (duplicate)
claim inquiry," Mr. Celentano
said. "And with our system, it
takes no more than six days."

IDP's system also will get
information from non-sub-

scribing insurers, by sending a
subscribing insurer's inquiry
to an electronic mailhouse.
This mailhouse will send the

inquiries to the non-subscrib-
ers, and information included
in the non-subscriber's reply
will be added to the data base.

Boise Cascade, Chase Manhattan
Bank and Johnson & Johnson. HDI

also acts as a "subcontractor for in-

surers such as Allstate Life Insur-

ance Co., John Hancock Mutual
Life Insurance Co. and various

Blue Cross plans, providing data
analysis services for these insurers'
policyholders.

HDI's data base consists of infor-

mation supplied by corporations
and insurers as well as statistics

from state data bases. Altogether,
the data base has information on

about 50 million lives; however, all

patient identifiers are coded and
scrambled and proprietary infor-
mation supplied employers and in-
surers is kept confidential

HDI's analysis begins with its
MedLogic program, a series of
computer programs that enable
HDI to screen the data submitted

by insurers, identifying faulty in-
formation that could distort the

analysis.
Once the data is "cleansed,"

HDI's MedUse program analyzes it
for cost and utilization patterns.
Then, MedReports provides such
things as trend analyses of health
care costs and utilization, compara-
tive analyses that highlight differ-
ences between the client's cost and

utilization patterns and those of a
comparable employee population
and interpretative analyses that
identify causes of Wa3teful utiliza-
tion or inflated costs.

HDI's MedDisability, Appropri-
ateness Evaluation Protocol (AEP)
and Ancillary Services Review
programs are optional additions to
the MedUse program.

MedDisability incorporates dis-
ability claims information with
health care data to provide a more
complete picture of health-related
costs and utilization. The Appropri-
ateness Evaluation Protocol audits

hospital charts to identify inappro-
priate admissions and care. The
Ancillary Services Review pro-
gram identifies inappropriate or

unnecessary ancillary services.
HDI's MedBenefit program pro-

vides "benefit modeling" services,
which use computers to simulate
changes in a company's benefits
program to see what effect the
changes would have on the pro-
gram's cost and utilization.

The costs of HI)I's services range
from $1 to $2.50 per employee, per
year. depending on extent and
range of services.

Health Research Institute in
Walnut Creek, Calif., is a

non-profit organization that offers
data collection and analysis ser-
vices. The institute uses its National

Statistical Data Base, which it

began building in 1981 and was up
and running in late 1982, to com-
pare employers' health care costs
and utilization to national and re-

gional norms.
The institute's data base is made

up of cumulative informat.on from
its more than 50 clients' claims

data, which is gathered from the

clients' insurers. These clients in-

clude Owens-Illinois Inc. and Ham-

mermill Papers Group.
The institute supplies employers

with both "input" reports and "out-
put" reports. The input reports are
generated after a computer "fil-
ters" the information from the em-

ployer's insurer and deletes inaccu-
rate or incomplete information.
These reports let an employer
know what the final analysis will
be based on, explained William E.
Hembree, HRI director.

The output reports provide in-
formation on and analysis of the
employers' health care costs and
utilization. These 23 reports fall
into five categories: benefits costs
analyses, utilization analyses, ad-
ministrative costs analyses, pro-
vider analyses and an executive
summary.

The benefit costs analyses track
the cost of the health care benefits

themselves, including cost per em-
Continued on facing page

In health claims processing
you don't just need hardware..



Continued fromfacing page
ployee, cost per hospital confine-
ment, cost per hospital day, etc.

The utilization analyses provide
information on the average length
of hospital stay, total hospital days
used and number of employees ad-
mitted to the hospital.

Administrative costs analyses
provide data on the administration
of the plan. These reports could tell
an employer if the cost of adminis-
tering a cost-containment program
is worth the savings the program
realizes. It could also tell an em-
ployer if administrative costs are
too high and how they compare
with other plans' costs.

The provider analyses give spe-
cific information on provider prac-
tices and can tell the employer
which providers are the most
costly, which are most frequently
used by employees and which pro-
cedures each provider performs
most frequently.

The cost of the institute's services

varies according to several factors,
including the number of employees
an organization has, the complexity
of its data, whether the institute
has had previous experience with
the employers' insurers and the
amount of time that must be spent
on the project.

Based on these factors, an em-
ployer with 5,000 employees and a
fairly uncomplicated project could
expect to spend between $10,000
and $15,000 a year for the institute's
services, Mr. Hembree said.

Health Systems International in
New Haven, Conn., a computer
software manufacturer specializing
in health care, offers a Medical
Claims Monitoring System (MCMS)
that evaluates claims and deter-

mines what would be a fair amount
to pay.

This determination is based on

several factors, including the hospi-
tal's cost of labor and location; pa-
tient factors, such as age and diag-
nosis; and procedural factors, in-

cluding a determination of neces-
sity of procedures.

"The only time you have lever-
age is before you pay the bill," said
Richard Averill, vice chairman.
"So we developed a system that
would answer the employers' ques-
tion: 'What is this bill for? Should I

pay it? What should I pay?'
"Most importantly, it enables the

employer to say, 'This is what I'll
pay you.' And when all is said and
done, that's the only thing that will
save money. That's what the Medi-
care system does. It determines
what it's going to pay (through the
use of diagnostic-related groups).
And it's worked. And the corporate
sector should follow that lead," he
said.

HSI is able to determine equita-
ble payment using data from the
National Hospital Discharge Sur-
vey data base collected by the Na-
tional Center for Health Statistics,
revenue data from the American

Hospital Assn. and government sta-

...you need Peopleware.
In other words, the human difference to make

your system do what you want.
Versus just making do.
For example, SDC people built the CAS Il

Claims Administration System. It lets an adjuster
enter and process claims data, and produces
checks, EOB's, and statistical reports. Easily, all at
one terminal.

And we will train you to update or modify your
benefit plan on-line, for annual plan changes -
right at the same terminal.

Beyond hardware, beyond software, you get
Peopleware.

A total support package thafs human,

S¤C

tistics on Medicare costs and usage.
Employers are connected to the

claims monitoring system through
computer terminals placed in
their offices. To use the system,
the employer enters a variety of
information into the computer,
including hospital charges, diag-
nosis, length of stay and proce-
dures performed.

The computer responds with the
amount the employer should pay
on the claim and alerts the em-

ployer to any problems with the
claim, such as a bill for a procedure
that probably was not adminis-
tered, considering the diagnosis.

Other programs employers can
purchase include the Interactive
Database Query software, which
allows employers to get statistical
profiles of claims. Using this pro-
gram, an employer can ask the
computer for the number of times a
specific procedure was performed
in a specific time period by a spe-
cific provider and what the average

SYSTEM DEVELOPMENT CORPORATION

AUTOMATED MANAGEMENT SERVICES
A Burroughs Company

2500 Colorado Avenue
Santa Monica. CA 90406

(800) 523-8321 • In CA call: (213) 453-5188

business insurance, March 18, 1985 / 19

bill for this procedure was.
HSI's Standard Reports software

provides employers with a series of
reports that compare their utiliza-
tion data on a particular hospital,
physician or employee to that of a
similar patient population.

HSI's MCMS, including supple-
mentary reports, costs about $1 per
year per employee.

Medstat Systems Inc. in Ann
Arbor, Mich., whose clients include
Federal Express Corp., the Ford
Motor Co. and Levi Strauss & Co.,
offers data collection and analysis
of both inpatient and outpatient
services through an interactive
computer system.

Medstat compares employers'
utilization data to national norms

using statistics from the National
Hospital Discharge Survey and the
collective claim experience of its
clients.

Medstat specializes in providing
on-line information to employers
through computer terminals at the
client's site. However, it also pro-
vides "off-line," or traditional, re-
ports on health care costs and utili-
zation.

Its Cost Management software-
tracks trends in an employer's
health care costs and utilization,
volume and costs of hospital ser-
vices by diagnostic-related groups,
provider practices and the health
care costs and utilization for differ-

ent geographic locations.
This software allows the user to

manipulate his or her health care
data to access an almost unlimited
amount of statistical information.

Benefit modeling also can be per-
formed on the computer using this
software.

In addition to accessing this in-
formation on-line, employers re-
ceive a quarterly package of con-
trol reports, which monitor impor-
tant cost and utilization indicators

and highlight problems that need
investigation through the on-line
system, and an account summary, a
comprehensive analysis and review
of the company's medical expendi-
tures that identifies savings oppor-
tunities and makes recommenda-

tions for achieving those savings.
Medstat provides technical train-

ing to clients when they are tapped
into the computer system and pro-
vides phone-in consulting services
to help employers with technical
problems as well as data interpreta-
tion and analysis.

The company also sponsors peri-
odic user conferences which allow

employers to communicate with
each other and provide feedback to
MedStat.

"The reason we have to have the

regional user group every four
months is the system is very dy-

Continued on next page

ADVERTISEMENT

MARKET FOR LAW
ENFORCEMENT
PROFESSIONAL
LIABILITY INSUR-
ANCE CONTINUES
STRONG

Continuing almost a score of years of
leadership in profitable underwriting
and loss management, Special Risks,

Inc. presents its 1985 program. 1984
most desirable wording continues,
along with a definite improvement in
definition of occurrence (approved
most states).

Imperial Casualty and Indemnity
Company Best Rating is A+ XIII.

Basic limits offered are $1,000,000

plus facultative placement ability for
as much as might be desired.

Special Risks, Inc. may becontacted
at 4663 Haygood Road, Ste. 201,
Virginia Beach, Virginia 23455,
Phone 804/460-1104, Telex 82-7338.
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WALRUS CLAIMS ADMINISTRATION SYSTEM

THEMAJORITYOFORGANIZATIONSWI-HWHOMWEHAVEDISCUSSEDCLAIMSSYSTEMS

AT-EMPTED TO DEVELOP THEIR OWN SYSTEM OR HAVE PURCHASED FROM A ' SOFT-

WARE FACTORY" ONE THAT HAS NOT IV ET THEIR NEEDS. IN BOTH CASES, AFTEq GREAT

EXPENSE, THEY ARE STARTING OVER. THAT'S WHY WE ELECTED TO MARKET OUR SYS-
TEM.

GRANTED, WALRUS IS A "CUTE" NAME; BUT DON'T LET THAT MISLEAD YOJ. IT IS AN EX-
TREMELY SOPHISTIZATED, ONLINE INTERACTIVE BILLING, ELIGIBILITY, CLAIMS PRO-
CESSING; PAYING AND REPORTING SYSTEM.

WALRUSWASDESIGNEDFORTHEUSER THATALONEMAKESITUNIQUE. WEDON'-NEED

TO SEND A "TEAM" TO DISRUPT YOUR OF-ICE TO WRITE A LENGTHY SPECIFICATION.
WALRUS WORKS NOW! IT CAN BE USED THE DAY IT'S INSTALLED BECAUSE IT'S BEEN

THOROUGHLY TESTED. WE USE IT DAILY.

CALL OR WRITE FOR INFORMATION ORA DEMONSTRATION. BUT DON'T EXPECT FANCY
MULTICOLORED BROCHURES OR HIGH PRESSJRE. JUST A SYSTEM THAT WORKS!

ALASKA HEALTH CORPORATION, POUCH 3-879 ECB, ANCHORAGE, ALASKA 99501
(907) 272-8500

Data services
Continued from preceding page
namic," said Ernest Ludy, presi-
dent. "We're on the fifth version of

software since our prototype was
built (in 1981)."

Many insurers and third-party
administratcrs also offer data col-

lection and analysis services to
their· clients. Some do this by "sub-
contracting" a health care data
analysis specialty firm; others have

developed their own programs.
Metropolitan Life Insurance Co.

acquired Corporate Health Strate-
gies Inc. in November 1983 as an
independent subsidiary to provide
health care data collection and

analysis to its clients.
CHS compares employers' claims

data to normative data from the

National Center for Health Care

Statistics and claims data from

Metropolitan's book of business.
which comprises 50 million health
care claims and 1 million hospital

effs

0

admissions per year.
CHS uses this data base to com-

pare things such as rates of hospital
admissions, lengths of stay and
charges for a particular patient
group to the standard or norm for
such a group. To make broad com-
parisons of these variables between
hospitals, doctors or regional areas
CHS can make adjustments for pa-
tient mixes.

For example, in comparing fre-
quency and efficiency of heart sur-
gery among hospitals, CHS will
make adjustments for hospitals that
have a high number of heart sur-
gery patients, perhaps because they
are well known for successful hear

surgeries.
Once these analyses and evalua-

tions are made, Metropoljtan's
Medical Action Plan (MAP) pro-
gram helps employers solve any
problems that might have been un-
covered. This involves community
assessment and provider interven-
tion.

The community assessment pro-
gram looks at the breakdown of
clinical specialists in an area; vari-
ous characteristics of the local hos-

pitals, such as bed capacity and oc-
cupancy rates; alternative health
care facilities; and community ef-
forts in the areas of utilization and

cost containment.

MAP's intervention program in-
volves direct discussion with health

care providers. Metropolitan has a
staff of health care professionals
who conduct these discussions,

which are aimed at achieving more
efficient medical practices and
lower costs.

Metropolitan also provides bene-
fit plan consulting and will recom-
mend plan design changes- And,
through the use of benefit model-
ing, the insurer can show an em-
ployer the effect on costs and utili-
zation of any proposed changes to
its health care plan.

CIGNA Corp. has offered its
Medical Management Information
(MMI) program to its group clients
since 1982. Like other insurers of-

fering data analysis services.
CIGNA's data base is the claims in-

formation from its health insur-

ance business.

The program supplies Plan Cost
Reports at no additional cost to
CIGNA clients. These reports
"identify where (the employers')
money went," according to Chip
Sharkey, vp of marketing. Specifi-
cally, the reports break down costs
by diagnostic group and services
rendered, such as office visits, lab
tests, X-rays and emergency room
treatment.

CIGNA provides additional ana-
lytical reports for a fee of $2,000 to
$3,000 a year, depending on the size
of the group and the number of re-
ports requested. These supplemen-
tal reports come in a variety of for-
mats.

Plan Costs Analysis reports tell
the employer what portion of the
total health care expenses employ-
ees are sharing through deductibles
and coinsurance. how much is

spent on impatient services com-
pared with outpatient services, and
how the employer's health care ex-
penses compare to what other com-
panics spend and to regional and
national norms.

Employee Health Status reports
tell the employer which illnesses
occur most frequently among em-
ployees, which illnesses are the
most expensive to treat, if the con-
ditions for which employees are
being hospitalized really warrant
confinement and how these vari-

ables compare with national and
regional norms.

Provider Utilization Analysis re-
ports tell the employer which facil-
ities confine patients for longer or
shorter periods than usual for spe-
cific diagnoses, which facilities pro-
vide a high or low number of ancil-
lary services, which facilities admit

patients earlier than necessary and
how all these factors compare with
regional and national norms. .



Gallagher controls cost
like nobody else

%

Before you get your organization into self-
insurance, you should talk to the people who are old
hands at managing risk Arthur J. Gallagher & Co.,
international brokers of insurance and risk manage-
ment services. We control cost like nobody else.

We work with you through Gallagher Bassett,
our unique service organization, which can func-
tion either as an extension of your in-house
insurance department or as your full-service
claims administration organization.

We draw on 20 years of experience in offering
totally integrated risk management services.
And we own, control, administer, and are held
accountable for all of its elements.

•To provide you with the best insurance values,
we shop the world marketplace.

mTo meet many of your particular needs, we offer
proprietary products that are unmatched anywhere.

ITo manage your claims effectively, we control
all aKenues of settlement, and aggressively pursue
redoveries, with results that far exceed the

industry average.

•To control your losses, we evaluate and develop
programs for safety, accountability, training, and mo

126·

ITo handle your property appraisals, we draw
on our data bank for current cost information and

our experience gained from making over 55,000
appraisals.

•To provide you with all the management informa-
tion you need - when you want it, in the form you
want it - there's RISX-FACS®, our state-of-the-art

on-line computerized control system.
For everything you want to know about manag-

ing risk effectively, talk to the people who do it like

nobody else. Arthur J. Gallagher & Co.
Give us a call today.

Nobody does it better

re. ARTHUR J. GALLAGHER & CO.

10 Gould Center, Golf Road

Rolling Meadows, IL 60008
312/640-8500
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Coalitions' role

Continued from page 3
to put toge:her a data base of infor-
mation on health care costs and uti-

lization in :he state.

Currently, it's helping employers
work with their insurers to get the
necessary information.

"The insurers' data is woefully
lacking in many elements," said
Evan Schelin. assistant director of

the coalition. ''We're working with
our members and the third-party
payers they work with to get them
to capture the necessary informa-
tion on the claims forms."

"The employer has to act like a
prudent buyer and right now em-
ployers have very litte information
about the product they buy," said

Mr. Schel-n. "They don't have a
good idea of how their employees
use health care in response to com-
munity norms."

Because Utah uses health care

conservatively, employers in the

state need to compare their health
care information to "localized" in-

formation rather than national

norms, Mr. Schelin said.

"The reports will give the em-
ployer not only
the pattern of
use of his em-

ployees, but the
pattern of prac
tice of the pro-
viders his em-

ployees use," Mr.
Schelin said.

Many coali-
tions are work-

ing directly with
providers to put together price lists
for their members and the local

community.
The Kansas Employer Coalition

on Health Inc. in Topeka, working
with three local hospitals, pub-
lished a price list in December that
contains charges for the 25 most
common diagnostic-related groups.
It will be updated about every six

What
If

the

Bill

Hurts

Worse?

months, said Werner Gliebe, the

coalition's managing ecnsultant
Since the origina_ list was pub-

lished, another hospital has agreed
to release prices to the coalition;
those prices were Nub-ished in the
coalition's February newsletter.

Also, two other hospitals have
made verbal commi:ments to pro-
vide pricing information and the
coalition is negotiating similar
agreements with eiit.t others.

"Once it became apparent that
other hospitals in =he community
were willing to do It, the domino
theory took over," Xr. Gliebe said.
He explained that thE nonpartici-
pating hospitals felt they would
look bad if all the either hospitals
did release prices to the coalition.

The Kansas coaIi-ion has found

working directly w.th providers to
be more beneficial than working
through their members' insurers.

"The data is mcre accurate for

the simple reason that the hospitals
have to generate the data for the

High dental care costs can be a pain 
for all ofus, employers and employees
alike.

That's where we come in. We're the

leaders in dental cost containment. We

help hold down the cost of dental care by
reviewing dental claims submitted for pre-
determination of benefits.

We're good for employers, because we
can bring about substantial savings in the
cost of dental insurance programs.

Perhaps more important, we're good
for employees. Our review board of
nationally prominent dentists helps
assure that the care given is the most
appropriate for the condition. Often we
suggest alternate treatment that leads to
comparable or betterresults at a lower

Vl
0

purpose of payment," Mr. Gliebe
said, adding that Blue Cross and
Blue Shield of Kansas pays hospi-
tals prospectively through a DRG
system.

It cost the coalition almost noth-

ing to collect data from the provid-
ers. "The hospitals have given us
the data voluntarily," Mr. Gliebe
said. "It just costs us for printing
and distribution and that's about

it."

In July, Ohio's Coalition for Cost
Effective Health Services in Co-

lumbus published a price compari-
son guide for 24 common diagnoses
at 10 local hospitals. The guide,
compiled with the cooperation of
the hospitals and Blue Cross of
Central Ohio, lists median charges
based on actual billings, according
to Charles A. Turner III, executive
director of the coalition.

The coalition hopes to expand
the list to include information on 50

Ohio hospitals, Mr. Turner said,
adding that he expects hospitals

1' J

mployee.And
and

with us, on
in dental

OU ucing the quality
haCs something to find

fore your dental costs hurt
0

/ At

Amerid,fn Dental Examiners, Inc,
Dental Consultants
315 Fifth Avenue :.'*pF#ftli
New YcrK. New York 10016 "f>«38''f
(212) 696-5800

will cooperate in helping the coali-
tion reach its goal. "When you're
being chased, it's sometimes wise to
look like you're leading," he said.

Since the comparison guide was
published in July, three hospitals
have begun publishing guaranteed
prices for some procedures, Mr.
Turner added. Riverside Methodist

Hospital in Columbus recently
created a hotline that people could
call to get average charges for a va-
riety of diagnoses. "That number,
I've been told, is very busy."

The Midwest Business Group on
Health is encouraging its 150 mem-
ber companies to press their health
care insurers for reports on their
health care costs and utilization.

"It takes a lot of time to really
understand data and to analyze
data," Mr. Mortimer said. "And

getting that commitment of time on
the part of the insurance carrier
and the company is certainly one of
the biggest challenges."

The Midwest coalition also is

working with the Mayo Clinic in
Rochester, Minn., to establish a

data base for Olmsted County,
Minn., employers. In its role as
project facilitator, the coalition ad-
vises the clinic on the kinds of data

employers should have access to
and serves as a liaison between the

clinic and participating employers,
which include Honeywell Inc. in
Minneapolis, Minn., and Deere &
Co. in Moline, Ill.

The Minnesota Coalition on

Health Care Costs is working with
Health Data Institute in Newton,

Mass., on a project to compare and
analyze hospital costs throughout
the state. Using data collected by
the Foundation for Health Care

Evaluation, a peer review organiza-
tion, the coalition compared hospi-
tal costs for 30 companies with over
25,000 hospital admissions, accord-
ing to Joan Pearson, chairman of
the coalition's health care manage-
ment information subcommittee.

The Minnesota coalition is plan-
ning to sponsor a seminar by the
end of April, which will be open to
the public, to discuss the findings of
the project and its first report. The
coalition also will distribute a hos-

pital cost guide at the seminar,
which will include information on

quality and accessibility of care
among providers.

The New Jersey Business Group
on Health has been collecting
health care data for over a year,
trying to find out if the state's
DRG-based hospital reimburse-
ment system is saving employers
money. According to Alison Alkire,
coalition president, the first report
is due by the end of the summer.

"We want it to contain informa-

tion that will enable us to sit down

with the hospital associations and
insurers and discuss problems from
a well-informed position," Ms. Al-
kire said. "Right now, we don't
know enough about the system to
say, 'Look, this is a problem,' and
work with them on solutions. It's of

some value to have a price list, but
it's of more value if you can get
some information on what kind of

costs might come up in the future."
The coalition is gathering its in-

formation from insurers in the

state, including Aetna Life Insur-
ance Co., the Prudential Insurance
Co. of America, the Travelers In-

surance Co. and CIGNA Corp. and
Blue Cross of New Jersey.

The New Jersey coalition hopes
its "system specific" approach-
looking at a health care delivery
system rather than the experience
of an individual company-will ul-
timately benefit any company by
providing information on the sys-
tem with which it must work.

"If you want to look at the cost of
health care from a responsible cor-
porate position, you can't just look
at your own bottom line," Ms. Al-
kire said.

"Because the shift is going to
happen somewhere. The system
will make up your savings by shift-
ing it to other employers." .
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rl, he cash flow reinsurers are leaving the
1 field. They are being driven off by the

growing gap between premium income
and losses.

North American Re has been around for

75 years. Long enough to know that there are
never any shortcuts in reinsurance.

As one of America's leading reinsurers,
we know it takes years of experience,
financial strength, and souna investments
just to survive in this business.

To remain a strong reinsurance company
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about PREPAID
LEGAL INSURANCE.

Write for it...it's FREE!

Study it...and learn how it can r-
expand your Group accounts. ,

Sell it...and stay a full stride 1|.
vA ahead of competition! -

Prepaid Legal Services from £
/ ' Pr,

Midwest Mutual provides you with
a new group insurance program that will

complement the life and health plans you
.. .. already semice.

Midwest Mutual is the leader in this

0»'-·&*r rapidly growing area of insurance protec-
.- tion for the American family.

1hke agoodlook...it'll costyou nothing.

vie- IllijAililid- Simply write us a note on your letterhead
or send us your business card addressed to:

Prepaid Legal Services
Midwest Mutual

Insurance Company
1111 Ashworth Road

, Or call: West Des Moines, iowa 50265
j · . .  Wesley T. Graham

· ' · . Vice President & General Counsel

1.800/2474184 IN IOWA, (515) 223-2000

States developing
data bases to track

health care patterns
By JULIE TRUCK

More and more states are devel-

oping health care data bases to

monitor health care costs and utili-

zation patterns.
While data bases have existed for

several years in states that regulate
hospital prices, at least seven states
are currently taking steps to de-
velop data bases with an eye more
toward cost containment than reg-
ulation.

Giving employers and individu-
als access to health care utilization

Cut Claims Processing
Down to Size

Call the Giant Killer.
Risk Manager, take heart. The Goliath-like
problems that have been tormenting you
are about to collapse at your feet.
DAVID is here.

Who's DAVID? Modestly stated, DAVID
is the newest, fastest, most complete and
efficient, easiest-to-use claims processing
system you can buy.

And hang onto your slingshot: It costs a
mere fraction of what other systems cost.
Yet, others simply cannot match DAVD's
performance

Bold statements, you say? Yes. And
they're true.

You see, DAVID is a multi-user, multi-
micro, computer system that's so advanced,
so uncomplicated, there's no need for a
users' manual.

DAVID gives you CompplusiM a workers
compensation claims management system
that does things you woit believe Like
color graphics for loss control histograms.
Ad hoc color graphics. Ad hoc reports.
Better reserving capability And greater
control over accidents.

Or, there is Healthplus for medical
claims processing in the shortest time
technology allows. Adjusters can process
10 times the claims they now handle
manually Up to 95% of claims can be
adjudicated automatically And it writes
checks automatically on any number of
accounts without requiring forms changes.

And DAVID is Wtally expandable and
cost-efficient. So you can grow from a
single work station to the size of General
Motors - without spending a lot of bucks
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information could spur competition
among providers, resulting in
lower costs, data base developers
say.

And, the data bases also allow
employers to compare themselves
with similar companies around the
state and determine where health

care budgets can be trimmed, they
add.

"There's always been a handful
of states that have had it (a data
base)," said Joseph Davis, health
care consultant to Ohio Gov. Rich-
ard Celeste.

"States are beginning to respond
to the community, (by legislatively
mandating the data bases)," Mr.
Davis said. However, "whether this
will work or
not remains to

be seen," he
added.

In Colorado,
H.B. 1034 was

introduced in

January to cre-
ate a Health

Data Commis-

sion within the

state's Depart-
ment of Health.

The commission would compile
and distribute health care cost data

collected from state agencies,
health care providers and third-
party payers, such as insurers, said
the bill's sponsor, Rep. Ronald
Strahle, D-Fort Collins.

The bill, if passed, would also
mandate a uniform billing system
by third-party payers, hospitals and
physicians by July 1, 1986, Rep.
Strahle added.

Patient diagnoses, care, and cost
information contained in the data
bases would be available to em-

ployers, as well as members of the
general public, he added.

In North Carolina, members of
the Medical Cost Containment

Commission have developed a
draft proposal that will hopefully
be introduced in the Legislature
within a month, said Sandra
Greene, senior director of health,
economic research of Blue Cross,
Blue Shield of North Carolina.

The draft calls for creation of a

data base commission composed of
state-appointed members, with
"the primary focus to provide utili-
zation and cost data to employers,"
she added.

Data for in patient admissions,
including utilization patterns and
cost data, would be collected on a
uniform billing form, Ms. Greene
said.

Data on out patient admissions,
emergency centers and physician
data would be collected next, she
added.

The creation of a state-wide data

base also will be considered by the
Ohio Legislature this year.

A draft proposal will be intro-
duced within the month, said an
aide to Rep. Ray Miller, D-Co-
lumbus, the bill's sponsor.

If passed, the bill will mandate a
standard billing form to be used for
collecting hospital discharge data,
she added.

Cost information for basic hospi-
tal services and procedures would
also be available to the public and
employers, she said. "Our idea was
to provide (a service) for those
without insurance so they would
have an idea of their costs before

going into the hospital," she said.
In Nebraska, legislation S.B. 382

would mandate the use of a uni-

form billing form by Jan. 1, 1987,
and the collection of the resulting

Continued on page 26
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State data bases
Continued from page 24
data from all hospitals with more
than 100 licensed beds, said Dennis
Martin, counsel for the Public
Health and Welfare Committee for
the Nebraska State Senate.

Provisions in the bill also call for
the collection of information to de-

velop charge and utilization data
for provider comparison.

)The state's Department of
Health would oversee the data base

and have authority to enforce use
of the standard billing form and
hospital release of data, he said.

In New Hampshire, H.B. 476 calls
for a state-wide data base to gather
information from acute care hospi-
tals and nursing homes by using a
uniform billing form to be deter-
mined by the commissioner of
Health and Human Services, said
Rep. Sara Townsend, R-Sullivan,
the bill's sponsor.

Data collected will include hospi-
tals' financial information, such as
operating costs, liabilities, number
of hourly and salaried workers, and
patient information on diagnoses,
lengths of stay, operative proce-
dures, age and sex.

The information would be avail-

able to employers, as well as mem-
bers of the general public, for a fee
yet to be determined, she said.

The Virginia General Assembly
has enacted a law commissioning a
special study by the state's Depart-
ment of Health in conjunction with
three other state agencies.

The study would address the fea-
sibility of creating a statewide data
base along with an examination of
the possible organizational struc-
tures of the data base; the methods
of governance; its scope of service;
means for revenue or expenses; pa-
tient confidentiality and the means
of compiling the data.

This study is designed to supple-
ment information contained in an

earlier, less definitive study by the
Department of Health, said Samuel
Clement, director of the Division of
Health Planning in the Virginia
Department of Health.

The report will be issued to the
Legislature by June, he added.

In Wyoming, the governor this
month signed S.B. 92, which creates
the Health Care Data Authority
within the agency of Health Plan-
ning and Development.

Scheduled to begin operations in
May, the authority will collect data
from health care facilities, such as
hospitals, health maintenance orga-
nizations and nursing homes, insur-
ers or other appropriate sources,
said Lawrence Cohen, administra-
tor, Division of Health and Medical
Services, Department of Health
and Social Services.

The law requires the authority to
present an annual report to the
state Legislature on utilization pat-
terns, new medical services, com-
parative information on average
charge for service, including length
of stay, number of discharges and
charges for ancillary services-
which include blood tests, X-rays,
or transfusions.

Hospital financial disclosures of
assets, liabilities, employee wage
and salary information, rates,
charges and medical malpractice
claims and costs will also be avail-

able, he said. Reports will be avail-
able to employers and the public.

A common tool used by the states
to gather health care data is the
UB-82 form, a uniform hospital
billing form developed for national
use in 1982 by the U.S. Health Care
Financing Administration under
the guidance of the National Uni-
form Billing Committee.

The committee consisted of rep-
resentatives of HCFA, Blue
Cross/Blue Shield Assn., Health In-
surance Assn. of America, Office of
Civilian Health and Medical Pro-

grams of the Uniformed Services,
Federation of American Hospitals,
American Hospital Assn. and vari-
ous state hospital associations.

The form includes data on pa-
tient czaracteristics and conditions,

diagncses, operative procedure and
discharge status.

The form also provides a finan-
cial serv-ces section listing total
charges and a breakdown of each
service to the patient and its cost.

In 1984, the Illinois Legislature
enacted a law establishing the =lli-
nois Heal:h Care Cost Containment

Councile jnsisting of 11 representa-
tives from the health care, con-
sumer insurer and employer com-
munites.

Under that law, Illinois hospitals
were required to convert to the
UB-32 by Jan. 1 of this year, said
Steven King, vice president of pro-

vider affairs for the Midwest Busi-

ness Group on Health, a regional
coalition of business and publ c em-
ployer: based in Chicago.

The counc.1 also has been gipen
the authority by jie Legislat ire to
enforce the ruling, he said.

By using hospital in-patient data
on a patient s age, sex. diagnoses,
length of stay and procedure pro-
vided by the billing form, ."we
can create a profile of any given
hospita. in the area," he noted.

A free, quarterly report will be
issued by the council beginning in
October that will detail cost analy
ses and trends in Illinois' some 250

acute-care hospitals, he said.
For example, financial informa-

1

ton on the hospital's charges, pa-
tient diagnoses and procedures for
a given hospital could be compared
and ccntrasted with other area tos ·

pitals, he said.
Special reports for busin.sse. O.

health c:re organizaticns could also
be compiled for a fee, he added.

Iowa's Health Data Commission

established by the Iowa Legislature
in 1983, was created to provide in-
formation on physician and hospi-
tal costs to the public and employ-
ers, said Michael Reagen, chairman
of the commission and state com-
missioner of human services.

Hospitals and insurers must re-
lease the information contained on
the UB-E2 form to the commission

for compilation, he said.
"With detailed -nformaticn, peo-

ple...w.11 become more cost con-
scious, providers more cost con-
scious in looking at different prac-
tices and payers more thoughtful in
putting ,<t.ealth insurance) plans to-
gether," he said.

Prev.cLs reports focused on
health care costs, but the commis-
sion is looking at generating utiliza-
tion information, Mr. Reagen said.

Hospital and physician pricing
data will be available to compare
local areas, he added.

Reports which are published
about every three months, are free.

While some states are just in the
Continued on facmg page
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Continued from facing page
process of establishing data bases,
others-mainly those that regulate
hospital prices-have had data
bases in place for several years.

Since its inception in 1973, the
mission of the California Health

Facility Commission, an indepen-
dent data collection agency, has
been to develop uniform reporting
systems for financial and utiliza-
tion statistics from California's 553

hospitals, said Lucy Johns, an inde-
pendent consultant for health care
planning and policy.

Financial data, detailing gross
and net hospital revenues, total
hospital costs and costs by depart-
ments, are obtained from a uniform

Whsthis

data collection form. Cost per dis-
charge and per patient also are
available.

Hospitals are required to report
to the commission both quarterly
and annually, and the data is com-
piled into reports that are available
for a nominal charge, Ms. Johns
said. However, California does not
regulate hospital prices.

In 1984, the sunset provision
under which the commission was

formed expired. But, its duties will
be assumed by the Office of State
Wide Health Planning and Devel-
opment.

The Florida Hospital Cost Con-
tainment Board, established in
1979, was given the authority in

1984 by the state Legislature to
function as a hospital rate-setting
and review board.

The commission collects and re-

ports on financial data of hospitals,
including gross and net revenues,
expenses, wage and salary infor-
mation and other hospital expenses
collected from some 250 state and

acute-care hospitals, said Lester
Abberger, deputy director.

Using the UB-82, the commission
also collects and reports on patient
information taken from the form.

Comparative charge reports list
the costs for 11 hospital services,
Mr. Abberger said.

Maine's Health Information Cen-

ter, formed in 1976 as a non-profit

The time to question hospi-
talizations is not when
they're over. It's before they
begin.

That's why Intracorp offers you a
way to verify the need for hospi-
lizations before they take place.
By identifying unnecessary hospi-
tal stays in advance, you'll be
able to save your precious health
care dollars for when they're
really needed... without sacri-
ficing quality of care.

We'll also review each hospitaliza-
tion request and pre-set the
number of days of inpatient care
actually required. Then well
monitor the stay to make sure
that the approved period of hospi-

talization is not exceeded.

But we don't stop there

$500 trip ... Intracorp has
other ways to save
your health care dol-

really Second Surgical Opinions that
lars. From providing

prevent unnecessary surgery, to

necessary?
programs that ex-
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expensive-and
more comfortable-settings.

And, after discharge we'll review
the utilization of all hospital ser-
vices... and the accuracy of all
charges, so you'll know exactly
what you should pay for. And
what you shouldn't.

Intracorp Medical Review Ser-
vices are provided promptly and
professionally by our staff of
trained medical specialists,
backed by a nationwide network
of board certified physicians.

data collection center, is directed
by a board drawn from state health
care agencies and providers, said
President Alice Russell.

In 1979, the Legislature required
all hospitals to report patient dis-
charge data to the group, she said.
All such data is available to the

public, if it does not identify the
patient, she noted.

Data compiled by the association
is released to the Health Care Fi-

nance Commission, the hospital re-
gulating board, she said.

In compiling the hospital's data,
the center can analyze length of
stay, diagnoses, procedure, ancil-
lary services and doctors' fees.

Association reports are available
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on a fee-for-service basis.

Maryland's Health Services Cost
Review Commission has required
hospitals to submit specified data
on discharge patients since 1977,
said Arlene Stephenson, research
statistician for the commission.

Using a billing format similar to
the UB-82, the data is compiled
from the state's 55 hospitals and is
comprised of both financial infor-
mation detailing a hospital's cost
categories and patient information.

The data base produces both
standard and specialized reports for
sale to hospitals, business coalitions
or other interested parties, she said.

Massachusetts' Health Data Con-

sortium, a private non-profit asso-
ciation formed in July 1978, collects
patient discharge data from about
115 state-regulated acute-care hos-
pitals, said Deborah D'Arpa, re-
search associate for the consortium.

Using a form similar to the UB-
82, information collected is also
submitted to the Massachusetts

Rate Setting Commission, the hos-
pital regulating state agency.

Hospital financial data, plus pa-
tient discharge data, is compiled.

Reports are generated from each
hospital's fiscal year data and can
be used to issue reports on a hospi-
tal's market share, patient diag-
noses, patient origin and demo-
graphics or length of stay.

In New York, the state's Depart-
ment of Health established the

Statewide Planning And Research
Cooperative System (SPARCS) in
1979 to collect hospital inpatient
data from insurers and the 285 hos-

pitals, which are state-regulated,
said James O'Meara, director of the
SPARCS bureau.

Cost information from the uni-

form billing form used by SPARCS
and a common discharge data ab-
stract generate the information
used in preparing the SPARCS re-
ports, available to employers and
the public at a nominal price, he
said.

Reports could be categorized by
hospital or region and would in-
clude average ancillary charges,
length of stay, amount billed, pa-
tient diagnoses and procedures.

In 1976, the Washington State
Hospital Commission, the state hos-
pital regulating agency, began com-
piling a financial data base of hos-
pital operating budgets and costs by
department from the UB-82, said
Mary Bensen, deputy director.

The commission is creating a
data base of patient data it began
collecting in July 1984. Included in
the data will be patient diagnoses,
discharge information and proce-
dures, she said. Patient information

reports should be available by July.
In addition, the commission pub-

lishes a price report detailing the
average cost of acute care, an hour
of operating room time for each of
the hospitals, the average cost per
stay and the average cost per in-pa-
tient stay, she said.

Copies of the reports are avail-
able for the cost of the computer
processing time, she added. •
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Unions open to cost control,
but most reject cost shifting

By MICHAEL BRADFORD

Labor unions approaching the
bargaining table this year say they
won't accept contract provisions
that shift health costs to their mem-

bers, but they are prepared to ac-
cept health care "cost-manage-
ment" alternatives.

In their efforts to block cost-

shifting measures like higher
health plan deductibles and larger
copayments, unions are negotiating
health benefit packages that call
for increased access to health main-

tenance organizations and pre-
ferred provider organizations and a
host of cost-containment

techniques like pre-admission cer-

tification and mandatory second
surgical opinions.

"To control rising costs without
reducing hard-won benefits or en-
dangering jobs, unions are modi-
fying negotiations," explains a
spokesman for the AFL-CIO in
Washington. "We are seeking ben-
efit plans that reduce costs without
eroding benefits.

"Our highest priority is to keep
quality medical care that workers
can afford," the spokesman says.
"Because health care costs are

going up, if the boss says, 'You have
to pay more (through co-payments
or deductibles),' that is an income
loss."

The AFL-CIO-the nation's larg-

in one month
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est labor organization-has issued a
formal statement opposing cost
shifting and urging its state and
local chapters and 96 union affili-
ates to incorporate cost-contain-
ment programs to help control ris-
ing health care costs.

The statement asks the affiliates

to seek health care programs that
require mandatory second surgical
opinions, outpatient testing, pre-ad-
mission hospital reviews and other
"cost-effective utilization

techniques."
Observers agree that unions will

enter negotiations during 1985
armed with more studies, proposals
and an open attitude toward pro-
grams that control health care costs

while offering workers affordable
quality benefits.

"For the first time, unions are
starting to talk about controlling
health care costs," says Kathleen
Daley, assistant director of market-
ing at CIGNA Corp.

"They are finally in the same
ball park as management. The eco-
nomic realities are facing the
unions as well as everyone else and
the unions are finally making
sounds about cost containment,"
she says.

"Unions can't walk in and de-

mand first-dollar coverage any-
more," adds Dick Seiden, a senior
vp for Frank B. Hall Consulting
Co. in Hawthorne, N.Y. "They
can't argue that health care bene-

fits aren't costing the employer
anything anymore."

Mr. Seiden explains "there is a
general softening among the
unions on health care issues be-

cause the general public is more
aware that health care costs are out

of control," although he admits "it
varies from union to union and in-

dustry to industry.
"Unions are more receptive to

bargaining with their first-dollar
coverage," he adds.

Declining union strength and
membership has also put labor
leaders in weaker bargaining posi-
tions, Mr. Seiden says.

Anthony Gajda, a consultant
with William M. Mercer-Meidinger
Inc. in New York, adds: "Most
firms have become aware of the

need to address rising costs. How
they go about it varies. Some will
try to implement straight cost-
shifting, others cost-management
and some will try a combination of
the two.

"But it's difficult to bargain cost-
shifting," Mr. Gajda notes. "If cost-
management is available, that's the
way the union is going to go."

Benefit consultants and others

who monitor negotiations between
unions and management also point
to trends that could affect the way
health care benefits are structured

during this year's bargaining.
Those trends include:

• Unions doing more homework
on health care issues. Labor leaders

are becoming more educated about
the cost of health care benefits, and
this increased awareness of em-

ployers' costs has spurred them to
design their own alternatives to
employers cost-shifting proposals
well before they begin formal con-
tract talks.

In fact, a spokesman for the In-
ternational Brotherhood of Electri-

cal Workers in Washington said the
union even likes to do some "pre-
negotiation" negotiating. "We're
usually more successful if we can
get to them before we sit down at
the bargaining table."

• Higher deductibles and larger
copayments remaining unpopular
among unions and only being ac-
cepted by labor when other cost-
management techniques cannot be

Continued on page 30
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Union contracts
Continued from page 28
implemented.

"They would still like to keep the
first-dollar coverages," says
CIGNA's Ms. Daley. "And what
they view worse than copayments
is a deductible."

• Labor and management form-
ing more joint committees to iden-
tify and control areas that contrib-
ute to high health care Costs.

For example, Ford Motor Co. and
the United Auto Workers have

formed a committee that monitors

employees' medical, surgical and
laboratory procedures.

• Labor accepting programs that
were developed for salaried and
non-union employees rather than
the traditional development of
benefit programs for union mem-
bers that are later given to other
workers.

"It used to be that unions ran

benefit programs," says Ms. Daley.
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"Now it seems changes are made in
programs for salaried workers and
the unions follow."

Hall's Mr. Seiden notes: "The

corporate environment has moved
significantly away from first-dollar
coverage for non-union members.
It is going to be a natural evolution
to turn to the same thing for union
employees."

Recent negotiations between the
nation's two largest automakers
and the United Auto Workers

union are good examples of how
labor is helping to institute benefit
cost management ideas without ac-
cepting health cost shifting.

Later this year, for instance,
Ford-which negotiated a new
contract with the UAW last fall-

will for the first time begin offer-
ing preferred provider organiza-
tions to its hourly workers. Salaried
workers were given the option of
using preferred providers on
March 1.

While it was rumored last year
the Dearborn, Mich.-based auto-

maker would go to the bargaining
table to seek higher health care de-
ductibles and copayments for
workers, a spokeswoman at the
company's Detroit office said the
agreements with the union "main-
tained or improved all current ben-
efits"

Only the deductible for prescrip-
tion drugs was raised, from $3 to $5,
she said.

There's good reason why Ford is
working hard to control its health
care costs. The company's total
health care bill rose to $742 million
in 1983, an increase from $550 mil-
lion in 1980.

Ford estimates health care costs

added $300 to the cost of producing
a vehicle in 1984, compared with
$292 per vehicle in 1983 and only
$119 per vehicle in 1975.

Ford has offered some cost-con-

tainment programs to salaried
workers-like HMO options-for
several years, the company spokes-
woman says, but now the No. 2 au-
tomaker is launching other "pilot
programs" aimed at reducing
health care costs.

A rehabilitation program for car-
diac patients will be evaluated and
continued if it proves to be effec-
tive in cutting costs, she noted.
Mandatory second surgical opin-
ions for non-emergency surgery
are now required of hourly work-
ers in all Ford locations, and hos-

pice programs are being introduced
in some areas.

Female employees at Ford who
take time off from their jobs to
have children will find a reduction

in maternity days allowed this
year.

Ford is also sponsoring educa-
tional programs that will explain
the benefits of using HMOs and
PPOs and outline changes that per-
tain to payment of Medicare bene-
fits.

"The UAW has been very in-
volved in its efforts to contain

health care costs," said another

Ford official. "They've been help-
ful in developing these pilot pro-
grams."

In addition to these program,
Ford also is using the the services
of Medstat, an Ann Arbor, Mich.,
firm that gathers data to identify
trends in health care costs. The in-

formation will provide manage-
ment with an idea of how health

care providers perform and
whether some procedures, tests,
prescriptions or other services
might be unneccesary or over-
priced.

The largest of the Big Three au-
tomakers, General Motors Corp. in
Detroit, and the UAW jointly es-
tablished a goal during last fall's
contract negotiations to reduce the
company's annual health care bill
of $2.2 billion by 10%.

The plan is now in the "imple-
mentation stage" according to a
GM spokesman, and although re-
sults won't be noticeable until at-

Continued on page 32
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Continued from page 30
least a year from now, union and
labor officials are optimistic that
the cost-cutting measures will be
effective.

Union workers at GM have the

option of choosing to participate in
a health maintenance organization,
preferred provider organization or
a traditional insurance plan that in-
cludes utilization review and pre-
certification features.

The company offers more than
100 HMOs to its 350,000 UAW
members, and about 55,000 workers

and dependents are enrolled in the
plans. Using HMOs saved the auto-
maker an estimated $20 million in
1983, GM has reported (BI, Aug. 27,
1984).

Officials at Chrysler Corp.,

a

0 0

whose contract with the UAW ex-

pires in October, would not elabo-
rate on the company's health care

benefits except to say that workers
are offered HMO alternatives and

indemnity coverage is available
through Blue Cross/Blue Shield.

Besides the UAW, other unions

also say they are willing to work
with employers to help contain
health costs.

A spokesman for the Interna-
tional Brotherhood of Electrical

Workers, which will negotiate con-
tracts later this year with RCA
Corp., General Electric Co., West-
inghouse Electric Corp. and Ameri-
can Telephone & Telegraph Co.,
said the union "actively supports
cost-containment measures and ac-

tively opposes cost-shifting mea-
sures.'

"Cost-shifting doesn't get at the

A A

a .00.

A

A

6

problem of escalating costs," the
spokesman says.

"If you shift costs now and Costs
continue to go up, you just have to
shift them again.

"Cost containment gives better
quality health care by eliminating
things like a lot of unnecessary sur-
gery and cutting down on the num-
ber of days patients spend in the
hospital."

The IBEW notes that it already
has joined forces with some em-
ployers to keep the lid on health
costs.

The IBEW helped form the
Health Care Cost Control Commit-

tee with AT&T management two
years ago to research ideas for con-
taining costs, said the union spokes-
man. The group has been active
since the January 1984 divestiture
of the communications giant.

A

ALL

. A

Although figures aren't available
to measure the progress of the com-
mittee, the IBEW indicated

"progress is being made in oontrol-
ling costs."

Doug Kuhn, associate director of
research for the International Assn.

of Machinists and Aerospace Work-
ers in Washington, said his inion is
encouraging employers to utilize
PPOs

"A lot of employers are big
enough to do that at the drop of a
hat," he said, although he admits
the concept of PPOs is meeting re-
sistance from workers.

"A lot of people have the notion
that if they are going to have an
operation, they feel more confident
with their own doctor." And, many
mothers balk at PPOs because of

the relationships their children
have developed with family physi-
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cians, said Mr. Kuhn.
Part of the Machinists union's

three-year agreement reached last
summer with Cessna Aircraft Co.

of Wichita, Kan., allows the com-
pany to investigate the use of PPO
plans for its 8,800 employees na-
tionwide.

Before the new labor agreement
was signed, Cessna offered workers
an indemnity health plan under-
written by Aetna Life & Casualty
Co. or the option of enrolling in an
HMO.

The new contract contains a

nurnber of other cost-containment

provisions aimed at keeping
Cessna's health care costs lower

than last year's $13.5 million ex-
penditure and employees' contribu-
tions to health care under the in-

demnity plan to no more than the
current $4.75 per month for indi-
viduals and $10 for workers with

dependents.
Fred Bright, Cessna's manager of

management resources, said that
because of the company's poor per-
formance last year, workers were
not granted wage increases in the
new agreement. But for the next
two years, employees are eligible
for annual bonuses of 1.5% of each

year's base pay.
In exchange, the aircraft manu-

facturer agreed to some changes
and expansions in health care ben-
efits for workers, Mr. Bright ex-
plained.

One unique addition to the
Cessna plan is an incentive for em-
ployees to audit their own hospital
bills.

Mr. Bright explained that if an
employee finds overcharges in the
bill, Cessna will share 50% of the
savings with the worker. An em-
ployee may receive as much as $500
under the plan.

Cessna's indemnity plan includes
a $100 annual deductible per family
member or $200 for an entire fam-

ily. Workers pay 20% of medical
costs until out-of-pocket expenses
reach $1,000. At that point, ex-
penses are fully covered up to the
$250,000 lifetime limit.

The Cessna agreement also con-
tains several "conditional benefits,"
he said.

For example, the company pays
the cost of second surgical opinions,
and if non-emergency surgery is
performed without a second opin-
ion, only 50% of cost will be reim-
bursed by the health plan.

The Cessna plan will also pay
only half of hospital services per-
formed when there is no pre-ad-
mission testing, and if an operation
is performed in a hospital when it
could have been done on an outpa-
tient basis, the coverage will pick
up only 25% of the cost of the pro-
cedure.

Because of employee abuse in the
use of emergency room services, a
$25 payment is required of Cessna
workers when they use such ser-
vices. The fee is not required in in-
jury cases or if the employee is ad-
mitted into the hospital for treat-
ment after the emergency room
visit.

Negotiations with unions on
health care issues are becoming
easier, said Mr. Bright, because
"union leadership in general is rea-
lizing the country has a serious
health care cost problem."

The 350,000-member American
Federation of State, County and
Municipal Employees is also focus-
ing on benefit issues even though
"uncertainty is the name of the
game right now," says Linda
Lampkin, the union's research
director,

"It is difficult to negotiate wage
increases because the federal bud-

get will impact state budgets," she
explains. "No one knows yet what
money will be there."

The union did reach an agree-
ment with the state of Iowa in late

February that calls for the state to
pick up any increases in health care
costs over the next two years.

Continued on facing page



 Continued from facing pageWorkers were also granted a
modest pay increase of 1% for
the first year of the agreement
and 4% for the following year.

1 Two years ago, Iowa
r AFSCME members agreed to a

'1 - wage freeze in exchange for a
r promise that no employee con-

* tributions toward the workers'
health plan would be required
for individual coverage and

»r that they'd remain at $60 per
month for family coverage.

; The state's health insurance
plan is self-insured and ad-
ministered by Blue Cross/Blue
Shield of Iowa.

AFSCME's agreement with
Iowa employers also calls for

, cost-containment measures
like mandatory pre-admission

' testing, restrictions on week-

 end admissions for surgery to
be performed the following
week, utilization reviews and

hospice coverages.
When negotiating cost-con-

tainment measures, AFSCME
considers the needs of workers

, in each location, according to
Ms. Lampkin. For example,
"Because much of Iowa is

 rural, HMOs are not very pop-
ular," she explains. "But the

 majority of our members in
Minnesota and Wisconsin use

HMOs. In those areas, we

make sure competition exists
between the HMOs so rates

will stay low."
AFSCME has also estab-

lished joint cost-containment
6 committees with employer
. agencies in Pennsylvania and

Michigan, and is preparing to
set up others in Indiana and
the District of Columbia.

"We're trying to show em-
ployers that shifting costs
doesn't help, it's only a short-

, term solution. We are concen-
trating on showing them plan redesign."

7 The Pennsylvania AFL-CIO
6 is preparing to submit a pro-

ff posal to state legislators thatwould ensure that the state's

health care providers empha-
- size prevention, early detec-

tion and the development of
preferred provider networks.

The Pennsylvania AFL-CIO
Health Care Cost Containment

B Program encourages the de-
velopment of programs such as
ambulatory surgery, home
health care, nursing home care
and hospice care. The proposal
seeks legislation to require
hospitals to offer "a full range

r of outpatient services."
If the program is instituted,

- the. state AFL-CIO predicts
health insurance premiums for
workers in Pennsylvania

6 / could be lowered 26.9%.

"Instead of cost shifting, let's
find the leaks and fix them,"

¢ said Robert T. Mcintyre, exec-
utive vp of the Pennsylvania

; AFL-CIO. "Once the proposal
is introduced, we'll find out
where the opposition is.
There's something in there

1 that cuts at everybody, but a
lot of people are going to have

. to sacrifice to stop the hemor-

'; rhage."
One union, the Amalga-

1 mated Clothing and Textile
4. Workers Union, is taking cost-

containment one step further
f than many other labor organi-
' zations. The union's depart-

ment of occupational health
and safety is attempting to
shift some of the cost of em-

ployee health care onto the
workers compensation system.

, Eric Fromme, the depart-
ment's director, said his
group's efforts focus on identi-
fying work-related illnesses
and injuries among clothing
and textile workers that have

traditionally not been recog-
nized as work-related.

"Once some of these serious ill-

l

nesses are recognized under the
workers comp system that transfers
some of the cost from health care to

workers comp," Mr. Fromme said.
"And it also aids in prevention."

The union has identified certain

disorders like tendonitis and mus-

cular ailments as work-related, he

said, and workers are being trained
to avoid them by changing work
habits. Preventing the disorders
from occurring produces further
health care cost savings, he adds.

The union': occupa:ior.al health
and safety department also pro-
vides cancer-screen:ng services
that has saved employers "phe-
nomenal amounts of money," Mr.
Fromme said.

The ACTWU will be negotiating
new contracts for 60,HO members

of the Clothing Manufacturers
Assn. of the USA in May and 12,000
workers belonging to the Men's
and Boys' Outerwear Manufactur-
ers will reach the bargaining table
in October.
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Cutting reti rees' health benefits is risky
By JUDY GREENWALD 1

Employers that want to clamp
down on the cost of their retirees'

health care benefits are finding it
can be a risky endeavor. And, how
successful they are might well
hinge on how good they are as
communicators.

If medical benefits were prom-
ised to retirees over the course of

their employment, employers may
not be able to take them away now,
no matter how expensive they are.

And, if the employers try, they
may well be sued by disgruntled
retirees.

Despite this threat, some employ-
ers with large numbers of retirees
with lucrative post-retirement ben-
efit plans are still forging ahead
with cost-con-

-ainment plans.
And, consul-
sants are help-
ng them care-fully plot their :  - -moves.

Other em- , · Retirees' :

ployers, how- . . medical

ever, are ac-   benefits
cepting the fact
:hat they can't
break the promises they made to
current retirees, either verbally or
in plan documents, and are focus-
.ng instead on getting costs under
control now for future retirees.

The issue of controlling retirees'
benefits costs-and the role that
communication of benefits can play
in it-were brought home last year
when a dispute between Bethlehem
Steel Corp. and 18,000 non-union
retirees over benefit reductions
was decided in the retirees' favor.

In that case, U.S. District Court
Judge John T. Elfvin ruled in Sep-
:ember that Bethlehem did not

have a right to reduce retirees'
benefits because the steel company
had not reserved the right to do so
(BI, Oct. 1, 1984).

Regardless of what company
plan documents said, retiring em-
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'1 don't think there's any magic elixir' to help avoid
a court battle over cuts in benefits for employees,
says Albert Cole Jr., director 01 group consulting at
Buck Consultants Inc., headquartered in New York.

ployees were clearly told that they
were entitled 50 their benefits for
life, and many of the booklets dis-
tributed to them did not indicate

otherwise, the judge said.
And, the language of the plan

documents themselves was ambig-
uous and subject to different inter-
pretations, he added.

As a result, Judge Elfvin ordered
Bethlehem to restore first-dollar

medicalcoverage for the retirees,
canceling the premium contribu-
tions, deductibles and co-insurance
provisions the steelmaker had in-
troduced.

Bethlehem appealed the decision
and ultimately reached a settle-
ment with the retirees. It had

hoped to save about $6 million by
cutting the benefits, one source
said.

i Gil

Employers' concerns that their
hands could well be tied when it

comes to cutting retirees' health
care benefits were further height-
ened when another U.S. District

Court judge ruled that employees
have a vested right to continued
medical coverage-despite how
well a company might communi-
cate its right to cutback or termi-
nate those plans (BI, Oct. 29, 1984).

In the decision involving White
Farm Equipment Co. and 700 non-
union employees, Judge Ann Al-
drich ruled that the Employee Re-
tirement Income Security Act,
which protects workers' ani re-
tirees' pension benefits, also gives
courts the authority to fashion
common law to protect retirees'
welfare benefits.

White Farm, which had filed for

bankruptcy, stopped all retiref ,
medical, life and prescription drug f
coverage, but Judge Aldrich rulec /
the retirees had earned those bene-

fits in the same manner they had
earned or vested in their pension *
benefits.

White Farm is appealing Judge
Aldrich's order that benefits be res-

tored retroactively, despite the fact
that the company had reserved the
right to change or discontinue ben-
efits in a 1978 benefit booklet.

Although some consultants be-
lieve the White Farm decision is an

aberration because welfare benefits

are specifically excluded by
ERISA, they don't mitigate the
problem employers face in control-
ling retirees' health care costs.

"The truth is, many companies
Continued on page 35
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New rules affect retiree benefits
Besides contending with court decisions guaranteeing re-

tirees' health care benefits, employers also must deal with a
new rule on how they must account for their liability for
retirees' health care costs, plus a new tax law governing the
funding of these liabilities.

Together, the three developments are making employers
focus more attention than ever on the wisdom of offering
post-retirement health care benefits.

Last November, the Financial Accounting Standards
Board ruled employers must include information on post-
retirement health care benefits in financial statements.

This is considered a preliminary step to requiring these
benefits to be pre-funded, says Betsy Cropsey, FASB
project manager. She anticipates the board will issue a pre-
funding proposal for discussion next year.

Most employers now pay for retirees' health benefits on a
"pay-as-you-go" basis, say consultants.

But, the Deficit Reduction Act of 1984 reduces the tax

advantages of pre-funding health benefits (BI, July 16,
1984). The act provides that effective Jan. 1, 1986, invest-
ment income earned by reserves held by 501(e)(9) trusts, or
Voluntary Employee Beneficiary Assns., and experience-
rated plans to fund retirees' health benefits will be sub-

A .
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jected to the business income tax, which can be as much as
46%. Under current law, reserves earn interest tax-free.

This puts employers in the uncomfortable position of
knowing they have a problem, but being able to do little
about it.

"There's a real tug and pull in different directions," says
Tom Nelson, a consulting actuary at Milliman & Robertson
in Chicago. "It's clear that something has to give."

Before employers and consultants jump in and make
changes in the way they have been handling retiree benefits,
they are waiting for the results of a study on the need for
federal standards for post-retirement benefits, which is being
prepared by the Department of Labor and the Treasury.

The report, which was due Feb. 1 but now is not expected
to be completed until this summer, is widely expected to
recommend a program parallel to 1974's Employee Retire-
ment Income Security Act, which required pre-funding for
pension plans.

"It wouldn't surprise me if the study recommends the
'ERISAfication' of retiree welfare benefits. I believe that's

the direction Congress is heading," says William J Miner,
an actuary with The Wyatt Co. in Chicago.

"I feel the climate is right in Congress to establish mini-
mum vesting and participation requirements," he says.

Mr. Miner believes, however, that while Congress may
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enact participation and vesting standards during this ses-
sion, because of their complexity, the funding issue may not
be dealt with until next year.

The Internal Revenue Service's actuarial department is
now in "somewhat of a quandry" developing rules for re-
tiree medical plans under DEFRA, and its input would be
sought in any regulation that would be established, he says.
It will take the department some time to develop the neces-
sary expertise, says Mr. Miner.

But, all this new attention on retiree welfare benefits is
making employers look twice at what they have been of-
fering or considering offering to retirees.

"There's a growing awareness, and it's going to be in-
creasing over the next few years," says Harper L. Garrett,
vp and director of professional services for the New York-
based Human Resources Management Group, an Alexander
& Alexander Services Inc. unit.

Some employers that had been planning to introduce re-
tiree health care programs are holding back, out of fear of
being hit with huge liabilities, consultants say.

"I am not telling our consultants to push retiree health
benefits-in no way am I doing this," says M.P. Dickenson,
chairman of Miller, Mason & Dickenson Inc., based in Con-
shohocken, Pa. "I think it's fraught with all sorts of costs
and future problems."

Q
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Continued from facing page
have not been sued-and could be,"

says one consultant.
And, many employers do provide

post-retirement health benefits to
retirees. A recent Hewitt Associates

survey showed that 94% of the re-
sponding employers offered health
benefits to retirees that had been

salaried employees.
"If I were counseling an em-

ployer, I'd say, 'Understand there's
a risk there, and perhaps the battle
you want to fight is elsewhere,"'
says Tom Garabedian, a consultant
in Hewitt's Rowayton, Conn., of-
fice.

"I don't think there's any magic
elixir" to help avoid a court fight
over cuts, agrees Albert Cole Jr.,
director of group consulting at New
York-based Buck Consultants Inc.

But there are steps employers
can take to prevent disputes from
erupting and to have a legal leg to
stand on if they do end up in court.

"The best you can do is pretend
you're going to get sued" and then
determine the best position to take,
says John Hickey, a consultant at
Kwasha Lipton in Fort Lee, N.J.

"The first step is to find out how
big a problem you've got," says
David L. Glueck, Chicago-based vp
of Towers, Perrin, Forster &
Crosby. "You have to analyze
where you are."

A study of precisely what the
employer has communicated to its
retirees through the years about
their rights to post-retirement
health benefits is necessary.

"To maintain that health bene-

fits be frozen in perpetuity and
only improved is unreasonable,"
says Dave Kempken, Bethlehem
Steel's former employee benefits
manager, who is now a consultant
in the Milwaukee office of William

M. Mercer-Meidinger Inc.
Yet, that is just the impression

employees may have gotten from
employers, consultants say.

What an employer's rights are
depend on what it has told employ-
ees, benefits consultants say, point-
ing to the Bethlehem decision.

To determine what impression
employees are getting about their
post-retirement benefits, employ-
ers should scrutinize summary plan
descriptions, plan documents, fold-
ers and handouts highlighting ben-
efits, letters mailed to employees
concerning benefits, contents of re-
tirement training sessions and
other oral communications.

The key to developing a retire-
ment benefit plan that does not un-
wittingly tie employers to open-
ended commitments is clear, plain
language that is supported by all
other communications, both writ-
ten and oral, consultants say.

"Make sure the employees who
are counseling people who are
about to retire also emphasize the
fact that the benefits are subject to
change," says Hewitt's Mr. Garabe-
dian.

Continued on net page
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Retiree benefits
Continued from preceding page

Lawrence Mitchell of Mitchell &
Hartmann Inc. in Sherman Oaks,
Calif., recommends employers
"spend a lot more time with em-
ployees explaining to them how the
benefits came about, how much
they cost, and what the effect
would be of their not making
changes, and, in effect, just laying
their cards on the table.

"Management, at times, is a bit
paranoid, and is afraid to let people
know the truth, and locks them-
selves into a corner, and in effect,
makes any disclosure difficult," he
says.

"Often, while a company will
embark on an elaborate campaign
for active employees, retirees are
given a 'quick and dirty' notice,
says Kwasha Lipton's Mr. Hickey.
"Spend a little bit of money on it."

Even if no changes are planned
for several years, employers should

start to communicate and "set the

stage now," says Harper L. Garrett,
vp and director of professional ser-
vices for the New York-based

Human Resources Management
Group, an Alexander & Alexander
Services Inc. unit.

Once an employer has deter-
mined exactly what it has com-
municated to employees about
post-retirement benefits and de-
cides to proceed with cost contain-
ment, it can take further steps to
avoid being sued.

First, they should cut retirees'
health care benefits in conjunction
with changes in active employees'
benefits.

"If they simply single out the re-
tired people" they increase their
risks of being sued, says Charles
Walls of Daskais & Walls Inc. in

Chicago.
If the retiree and active em-

ployee cutbacks are consistent, "it's
much more defensible and appro-
priate," agrees Michael Carter, se-

ni6r vp of Philadelphia-based
Hay/Huggins Co. Inc.

Many companies, says Kwasha
Lipton's Mr. Hickey, are introduc-
ing copayments and deductibles for
their active employees, and then
passing them onto retirees.

Another approach is to have a
trade-off, says Mr. Mitchell of Mit-
chell & Hartmann Inc. Retirees
may agree to a cut in health bene-
fits in exchange for something else,
like increased death benefits.

Consultants also say a relatively
small change, like a deductible or a
copayment, is much more likely to
be accepted by retirees than a dras-
tic one, like terminating health
care benefits, which was the case
with White Farm.

By making health care benefits
partially contributory, rather than
withdrawing them altogether, em-
ployers have a stronger legal posi-
tion if they are sued, says C. Rich-
ard Donovan, senior vp of Balti-
more-based Herget & Co. Inc.

No otherinvestment grows like this.
Over the past thirty years, timberland has

significantly outperformed both stocks and bonds.
Better yet, it achieves higher real rates of return

while reducing the total volatility of your portfolio.
With prices currently depressed and expected

to rise over the long term, industry analysts consider
timberland a substantially undervalued asset.

The time to buy is now.
And the fund to buy is Timberfund.
A closed-end fund from Equitable, it offers

pension sponsors even more than most timberland
investments.

A flexible policy with regard to timing lets us

Mr. Hickey said that at Borden
Inc. in Columbus, Ohio, retiree
medical benefits were successfully
cut back (BI, March 12, 1984), but
Borden had stressed its right:o cut
benefits and had made a number of

changes in its benefits structure
over a period of time.

"Some were good and some were
bad," he says, but the important
point is that a precedent for change
had been established.

Compared with Bethlehem Steel,
many employers are in relatively
good positions to cut back on re-
tiree benefits, says Dan Klein, a
staff attorney for A.S. Hansen Inc.,
based in Deerfield, Ill.

"Most programs do have a lot
more flexibility than Bethlehem
Steel," he says. "Most employers
haven't said to their employees that
you will have coverage for b fe at
no cost."

Still, whether an employer de-
cides to cut retiree benefits can
come down to whether the final re-

buy low and sell high. We'll hold properties until the
time is right to sell. Meanwhile, Timberfund will be
actively managed to enhance returns with
sophisticated marketing of timber products and
on-site scientific forestland management.

All ofthis allows us to increase the potential for
maximizing capital appreciation and cash flow
over the life of the investment.

Contact Nick Lopardo, Senior Vice President,
The Equitable, 1270 Ayenue of the Americas,
New York, New York 10020, (212) 315-7759.

He'll show you how we can help your pension
fund grow.

THEQUITABLE
Financial Services

© 1984. The Equitable Life Assurance Soc:ety of the United States, New York, New York

suits will be worth the effort, says
Kwasha Lipton's Mr. Hickey.

Some employers have an attitude
of "We're not going to mess with
existing retirees," he says. They de-
cide to concentrate instead on cut-

ting benefits for future retirees, he
explains.

These companies generally have
relatively few retirees and believe
cutting their benefits is simply not
worth the risk, Mr. Hickey says.

On the other hand, older, more
mature companies in the basic in-
dustries such as steel, who have a
"humongous" number of retirees,
are willing to take the risk of doing
something to cap high retiree
health care costs, he points out.
"They're the ones who are much
more concerned with lawsuits."

Other consultants point out that
unionized companies may be par-
ticularly vulnerable to lawsuits
when retiree benefits are cut be-
cause the unions can draw on labor

law to fight their cases.
For example, when White

Farm's contract with the UAW ex-
pired in 1984, the company notified
the union that it planned to reduce
health care benefits for retirees.
The UAW's response was to ac-
quire an injunction in U.S. Federal
District Court in Minneapolis last
fall that barred White Farm from
cutting retiree benefits.

A source familiar with the ac-
tions said White Farm was at-

tempting to reduce retiree health
care benefits to levels that had been
established for active workers. It

was asking "for typical cost-cutting
measures. . .like mandatory sec-
ond-surgical opinions and elimina-
tion of first-dollar coverages," he
said.

However, now it has agreed to
maintain current benefits.

When employers are dealing
with unions, "you've got a whole
additional set of laws" employees
can use to pursue a remedy, says
TPF&C's Mr. Glueck. And, often in
a union shop, the relationship be-
tween the employer and employees
is "much more of an adversarial sit-

uation," says Mr. Carter of
Hay/Huggins.

On the other hand, Mr. Hickey
says an employer dealing with a
union may actually be in a better
position than an employer with
non-union employees because the
collective bargaining agreement
may give him the right to change a
plan.

"I'm not sure there's any differ-
ence at this point in time," counters
Hansen's Mr. Klein.

"It depends more on what the
employer has done than whether
the employees are union or non-
union as a group."

Even if the employer is dealing
with non-union employees, it may
decide that tampering with current
retirees' benefits is just not worth
the risk of ending up in court and
instead may focus on the benefits
promised future retirees.

"There would appear to be little
limitation for those not retired,"
says Buck Consultants' Mr. Cole.

Retirees, in a sense, have a com-
pleted contract, explains Herget's
Mr. Donovan. They have done
their part, and now it's the employ-
ers' turn to do their part. But, with
active employees, "Legally, you
have an open field to run in," he
says.

Benefit consultants warn that

even if a company has relatively
few retirees now, they should take
a careful look at their plan, with an
eye toward the future.

"You should still spend the time
and think about what your policies
should be so it doesn't become a big
liability for you," says Hewitt's Mr.
Garabedian. It's certainly easier to
rein in your commitment today, he
says, "when it's not all that impor-
tant to your employees," than it
will be when they mature and are
ready to retire.

"Don't bury your head," he
warns.
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Success is never an accident.

It requires ideas, creative plan-
ning, experience and a strong
desire to get things done right.

As important as these factors
are, at Frank B. Hall Consulting
Company, we believe the
successful client-consultant

relationship can be summed up
in one word; Listen. We listen to
Washington, to Wall Street, the
financial and insurance indus-

tries, and most importantly, to
you. We blend our experience
with your needs and goals,
working closely with you to de-
velop creative solutions for your
employee benefits concerns.

Let us share our success

with you.
With offices located in most

major cities worldwide, we are
never more than a phone call
away You will find Frank B. Hall
Consulting Company in the
white pages of your telephone
directory Or, ask your most suc-
cessful friends, they'll know us.
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Insurance Companies - T.P.A.'s need the ability
to provide hospital claims cost containment.

. National Health Services, Inc. offers a proven hospital
precertjfjcation, contjnued stay review, and actual on-site

A concurrent review program.

. h It's called CareReview and it's available to you now on a
contract or development basis. Interested7 Call or write
Don Whjte, Vice President of Marketing/Sales.

CALL TOLL FREE

IN WISCONSIN 1-800-242-2178 • NATIONWIDE 1-800-558-4353

National Health Services, Inc. • 12300 West Center Street, Milwaukee, WI 53222

• A new risk management 0001
is now available from the Interna-

tional Risk Management Institute
Inc. The Exposure Survey Ques-
tionnaire is designed to help with
risk identification through inter-
views with management personnel
by risk managers, consultants and
brokers. The guide contains more
than 500 questions on company op-
erations and practices that can af-
feet property and casualty loss ex-
posures and risk managemen: or
insurance costs. The brochure costs

$24.95; overseas purchasers add $15.
Contact International Risk Man-

agement Institute Inc., 10300 N.
Central Expressway, Building III,
Suite 208, Dallas, Texas 75231.

• A look at legal, ethical, fund-
ing, and liability issues inherent in
employee assistance programs is
now available from the Cali-

If you're not legal
you* out ofbusiness

NArIONAL INSURANCE LAW SERVICE

Whether you're an insurance
executive, lawyer or librarian,
having a convenient, easy-to-use
reference service on state insur-

ance legislation is vital. NILS ser-
vices belong in your insurance
law libran

NILS Publishing Company...
tbe insurance information
people.

NATIONAL INSURANCE LAW

SERVICE

• 170-plus looseleafvolumes
comprise this unique reference
collection.

• 30-dav No-Risk Examination for

111 our senices

• Special Discounts when order-
ing three or more volumes!

SEND COUPON TO:

NILSpunlisning A
Comnany & _
one of the tl#K- PLBUSHIN(; ® Companies

RO. Box 2507

Chatsworth, CA 91311

See how easy it is to
cut your research
time in half Send

for a complete
package of service
information.

t

Either send the coupon below to:
NILS Publishing Company
RO. Box 2507

Chatsworth, CA 91311

Ill OR call our Telemarketing
il Department
TOLL-FREE at 1-800-423-5910.

In California, call (818) 998-8830.

Our lines are open from 7:00
AM.-3:30 RM., Pacific Time-
10:00 AM.-6:30 P.M., Eastern Time.

---- Fill<)1:41 anarell.frn today. ------------------
01021205

YES! I want the current state insurance laws

and regulations at my fingertips. Send me
your complete information package.

Cin'

Phone l )

XI'lle 713

info

fornia State Psychological
Assn. The brochure is directed

toward the mental health pro-
fessional who manages or di-
rects an EAP program. To
order, send $6 to the California
State Psychological Assn., Di-
vision of Clinical and Profes-

sional Psychology, 2100 Saw-
telle Blvd,, Suite 201, Los An-

geles, Calif. 90025.

• An anti-arson brochure is

now available from the

American Re-Insurance Co.

The publication, "Arson-A
Burning Issue," was designed
to increase the awareness of

the problenns of arson and
offer suggestions to reduce the
crime. The brochure includes

an underwriter's guide and a
fire investigation guide. Copies
of the brochure can be ob-

tained by contacting Linda
Macklin, Director of Commu-
nications, American Re-Insur-
ance Co., One Liberty Plaza-91
Liberty St., New York, N.Y.
10006.

• Hospital involvement in
health care coalitions is the

subject of the American Hospi-
tal Assn.'s "Guidelines on Hos-

pital Involvement in Health
Care Coalitions." It encourages
active hospital participation in
broad-based coalitions, and it
includes advice on assessing
local interest in forming a co-
alition, structuring coalitions
and recommended activities

for coalitions. The cost is $1.80
for AHA members, $2.25 for
non-members. Contact AHA

Services, P.O. Box 99376, Chi-
cago, Ill. 60693.

• InterGuard's Guard Ap-
parel & Textile Program Bro-
chure describes the company
and the features of a 3-year-
old group insurance pro-
gram currently being offered
in New Jersey and Pennsylva-
nia. Also covered in the bro-

chure is an explanation of the
unique coverages and finan-
cial features being incor-
porated into this program. To
obtain a free copy, write Inter-
Guard Ltd., Guard Center, 16
S. River St., P.O. Box A-H,

Wilkes Barre, Pa, 18703.

• "Liability Beyond the
Insurance Contract," a 100-
page monograph published by
the Society of Chartered Prop-
erty & Casualty Underwriters,
identifies trends in extra-con-

tractual damages and explores
what the insurance industry
may face in the future from
courts and legislatures. The
monograph is composed of 10
treatises written by attorneys
and other experts in the field.
Cases and examples cited in
the monograph provide a
broad view of the subject. The
publication includes practical
steps that insurers can take to
avoid or defend themselves

against allegations of bad faith
or punitive damage suits, The
cost is send $24 for U.S. resi-
dents, $29 for non-U.S. resi-
dents. Contact the Society of
CPCU, Publications Division,
Kahler Hall, Providence Road,
Malvern, Pa. 19355.

Business Insurance will de-

scribe material available to

buyers of insurance that costs
Zess than $25 as an editorial ser-

vice in the weekly Info for
Buyers column. Send a short
description of material to be of-
fered, along with the cost and a
mailing address. Send contribu-
tions to Info for Buyers, Busi-
ness Insurance, 740 N. Rush St.,
Chicago, Ill. 60611.
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Cost=containment

savings are often
hard to document

By CAROL CAIN

Group health insurers and
claims administrators are

bragging about colossal savings
produced for clients by a vari-
ety of cost-containment mea-
sures, even though they admit
these savings cannot be pre-
cisely measured or eo pared
from insurer to insurer.

For example, John Hancock
Mutual Life Insurance Co. in

Boston is touting that it saved
clients more than $200 million
last year through the use of
Cost-containment programs.
However, these savings also
reflect changes in benefit plan
designs, like increased coin-
surance and deductibles,
which some consider cost

shifting rather than true cost-
containment devices.

Aetna Life Insurance Co. in

Hartford. Conn., reports that
eight cost-containment devices
saved more than $935 million

during 1984. However, this fig-
ure represents gross savings
and does not take into account

the administrative costs of the

various programs.
Chicago-based Blue Cross &

Blue Shield Assn., says cost-
containment measures saved

subscribers to BC/BS plans
throughout the country $6
billion last year. But that num-
ber includes savings from al-
ternative delivery systems
like health maintenance orga-
nizations and preferred pro-
viders organizations-as well
as cost-containment devices.

However, these insurers, as
well as others, note that com-

panies' savings cannot be com-
pared since each insurer's pro-
gram differs, along with types
of employers insured and the
methods used to Compute the
savings.

"There isn't all that much

historical data" on cost-con-

tainment devices, notes Kevin

MeCarthy, second vp of group
life/medical products for
Union Mutual Life Insurance
Co. The Portland, Maine-based

company primarily insures eli-
ents with less than 150 em-

ployees.
"Sure. each carrier has some

numbers, but only for their
programs," he said, noting that
the savings reported by each
insurer will change with the
plan's demographics.

"The numbers are dra-

matic," points out Robert E.
1 Kelly Jr., president of Kelly &

Associates Inc. in Chicago, the
nation's sixth-largest adminis-
trator of self-insured health

plans.
"These are significant cost

I savings areas, but cost savings
are byproducts of demograph-
ics and plan design," said Mr.
Kelly, who questions how an
insurer can quantify cost sav-
ings across the board when 100
people i.n one plan can be to-
tally different than 100 people
in another.

Samuel X. Kaplan, presi-
dent of U.S. Administrators

Inc. in Los Angeles, the na-
tion's second-largest health

! plan TPA. also stresses that de-
: mographics must be consid-

ered when reporting savings.
When an insurer or admin-

istrator cites a savings from co-
ordination of benefits, Mr. Ka-

plan asks, how many of the

people covered by the plan are re-
tirees or women?

Insurers agree with this point.
"With coordination of benefits,

there is a difference in savings de-
pending on the demographies of
the people," said a spokesman from
CIGNA Corp. in Hartford, Conn.
"For example, an employer with a
large percentage of female workers
would have a larger savings be-
Cause they traditionally are cov-
ered by the other spouse."

"There are a number of ways to
Continued on next page

1 .low Inticli caii you savervi-ien
ji)11 buy flexible SpeI-lding software
fromthe company with
the stag?

Ask your Broker
Or call your Consultant, your Hartford Representative,
or David Washburn. Director of New Products,,at (203) 683-8435. THE HARTFORD
H:,r i ford Spec,/ Ity(:omp.im: Hart ford. CT 061 15 The insurance People of ITT
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Insuring the Health of America's
Leading Health Claims Administrators.

America's leading TPA's, insurance
companies, and employers know t.hat
prevention is the best cure.

That's why they're automating their
medical, dental, and disability claims
administration with the Lawson MultiClaim

system.

MultiClaim is the only fully-featured,
fully supported claims software package
designed to run on low-risk IBM System/38
and Data General hardware.

And MultiClaim provides the
information you need to contain costs. From
on-line claims entry through utilization

...

analysis, the parameterized design provides
the flexibility to meet your clients' changing
demands.

Find out more about why 7 out of 10
companies who look at Lawson, buy Lawson.

LAWSON ASSOCIATES, INC., 2021 Eas

1

-1

Call 1-800-672-0200. In Minnesota, call
612-379-2633. Or return the coupon.

Then rest comfortably.

F -YiI, i wnolower my blood pressure.
1 Please send me more information about Lawson

MultiClaim for:
0 IBM System/38 Hardware 0 Data General Hardware

1 0 Please have a Sales Representative call
1

NAMF

1 TITI F

 COMPANY

 ADDRFSS
1 CITY STATF

I ap LAWSON| PHONF
LAWSON ASSOCIATES INC

1411-318 Canplete Soiwate Soludons
L--___________________

t Hennepin Avenue, Minneapolis. MN 55413
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Cost-containment savings hard to measure
Continued from preceding page
measure savings" but each can be
questioned, notes William Rosen-
berg, manager of utilization and
cost analysis for Metropolitan Life
Insurance Co. in New York.

For example, in a pre-admission
review program, if 10 employees
out of 100 are denied hospital stays
at full coverage, some would inter-
pret that as a documented savings
of 10 hospital stays. Mr. Rosenberg
would not.

"What you're really trying to do
is measure a given in some pro-
gram against what would happen if
you didn't have that pro-
gram. . .and you can spend all kinds
of money to scientifically measure
this" and still only come up with a
savings estimate, Mr. Rosenberg
said.

Employee benefit consultants
also agree that the savings reports
are, at best, estimates.

"We can get a reasonable sense
about what these things might do,
but if you add up all the estimated
percentages, they will add up to
more than the whole," said Len
Marinaccio, senior consultant and
head of the group benefits division
for The Wyatt Co. in New York.

"At the end of the year, you can
save money, but you can't say
whether it was because of one fae-

tor or another," he explained.
Mr. Marinaccio noted he and

nine other senior consultants from

Wyatt discussed such cost savings
at a staff meeting in Dallas last
month. Although the consultants
said they could supply figures and
percentages for cost-containment

savings, they added they would be
uncomfortable doing so since each
set of numbers would be unique to
a particular client rather than a
general trend.

"We seem to know that one-third
of all surgeries in this country are
unnecessary, but you won't save
one-third of your costs with second
surgical opinion programs," Mr.
Marinaccio said, stressing there are
intangible factors that cannot be
measured but play a key role in
how much can be saved.

One of those unmeasurable fae-
tors is the so-called "sentinel ef-

feet." according to Metropolitan's
Mr. Rosenberg: "Once we imple-
ment our cost managment strate-
gies, doctors and hospitals become
aware we're looking over their
shoulders."

Insurers agree that there proba-
bly is no way to report exact sav-
ings.

"There's not a system to quantify
these numbers in an exact way,"
notes a CIGNA spokesman, specifi-
cally referring to outpatient sur-
geries and second surgical opinions.
He said :here is no way of knowing
whether an employee would have
had the procedure done on an out-
patient basis anyway.

So instead of reporting the exact
amount saved, CIGNA, as do many
other insurers, can sometimes give
only rough estimates of savings
from cost-containment procedures,
says Kathleen Daley, CIGNA's as-
sistant director of marketing.

For instance, based on 1983 sta-
tistics, surgeries performed on an
outpatient rather than an inpatient

April in Poris.
On April 2,1982, it wasn't a vacation. That day one of the
most devastating tornadoes in the history of the Southwest
cut a path half a mile wide through Paris, 'Ibxas

Who was the first insurance adjuster to arrive?
Once again, Lindsey & Newsom.
Within the hour, L&N was on the scene.
That's the kind of fast, professional service you expect

from Lindsey & Newsom. Because for over 39 years,
Lindsey & Newsom has been there. There with L&N's
experienced catastrophe team spearheaded by our
catastrophe supervisor-and with the strictest quality
control program in the business.

And there in the biggest cities to the smallest towns in
the Southwest. Like London, Paris and Moscow, 'Ibxas.

The next time a catastrophe strikes, assign it to Lindsey
& Newsom. We're here. So you don't have to be.

Iindsey& Newsom
Insurance Adjusters

Adjusting · Appraising · Risk Management
Home Office: 'Ipler, 'Ibxas 75711, P.O. Box 6810 Tel. 214/561-6700
Robert B. Irwin, President

basis generally accounted for sav-
ings of 1% to 2% of premium, Ms.
Daley said.

"But that percentage will vary
based on the geographic area and
plan design," she added. CIGNA
also estimates that this program
saved the cost of 1.5 inpatient days
for each outpatient surgery, but
that's only an estimate, Ms. Daley
noted.

To get a better handle on the sav-
ings from outpatient surgeries,
CIGNA is joining with the Univer-
sity of Pennsylvania this month in
a two-year research project that
will track all such surgeries.

Even though insurers and ad-
ministrators admit they cannot cal-
culate exact savings statistics, they
are beginning to use savings data as
sales tools to keep old clients and
attract new ones.

In some cases, the cost-contain-
ment programs monitored are add-
ons to a health insurance policy,
like second surgical opinion and
hospital bill audit programs.

In others, cost-containment de-
viees are built into the program as
part of the administrative proce-
dures furnished by a company.

For instance, Aetna offers a com-
puterized system that checks all
surgical, medical and dental claims
to make sure charges fall within
reasonable and customary guide-
lines. This program, part of the
claims-processing procedure, saved
employers and employees $60.7
million in 1984, said Katharine
Worthington, manager of claims,
policy and programs in Aetna's em-
ployee benefits division.

Aetna also reports savings from
several other cost-containment

programs, which together totaled
$935.1 million last year, Ms. Worth-
ington said, though this figure rep-
resents gross savings before admin-
istrative expenses are subtracted.

Coordination of benefits ac-

counted for the largest savings-
some $798.4 million-which trans-
lates to about 13% of all net paid
claims, Ms. Worthington said, not-
ing this figure includes Medicare
benefits.

Aetna also says it saved:
• $55.3 million by reviewing

medical and dental claims for med-

ical necessity.
• $8.3 million from its individ-

ual care management program, in
which alternatives to hospital stays
are sought.

• $3.2 million from its hospital
discount program in which hospi-
tals agree to give discounts in ex-
change for priority claim handling.

• $1.7 million from fraud inves-
tigations; $5.3 million for monitor-
ing hospital stays.

• $2.2 million in hospital audits.
"We do try to monitor savings

from every program that we im-
plement. . .but in some programs
the savings are easier to quantify
than in others. In some we have to

rely on assumptions and project-
ions," said Gerry Schade, assistant
vp with Aetna.

For instance, Aetna has not been
able to track savings for second
surgical opinion programs, pre-ad-
mission certifications or ambula-

tory surgeries, Ms. Worthington
said.

Savings from those same cost-
containment programs, and several
others, cannot be tracked by The
Travelers Insurance Cos., accord-
ing to a spokeswoman.

However, John Hancock reports
it saved its clients more than $200
million last year as a result of coor-
dination of benefits, the monitoring
of reasonable and customary
charges, using generic drugs, pre-
admission certification, hospital re-
views and second surgical opinions.

The insurer will not break that

figure down for "competitive" rea-
Continued on page 42
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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

food processing 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.

0
Sentry Insurance
National Accounts Department
Sentry World Headquarters
1800 North Point Drive
Stevens Point, WI 54481
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Dr. Rex knows best :s message to employees
---SAN DIEGO, Calif -Comic strips, while most often thought to anise empyee and every compary "

or entertain, can also carry an educational message to employees one 'I kept trying to think of what Rex would say and what he'd hink,
benefit communication company believes and :hat s what we finally arrived at, ' explains Bill Spencer ,F: and , tr« 4.3JJThe firm, Benefit Communicators Inc, has obtained permission to re- creative director with Benef t Commun eatonprint an early drawing of the comic strip character "Rex Morgan M D " Mr Spencersaysmost clients havereacted positi e.yto the pos-er, but j 110</ - /frl=T A 1
and is using it in a poster telling emplojees of the need to be con;cious of he recalls one Chicago employer that would not disglay ir .' / e'.4 t'I H.+ ¥HE i.
health care costs 'It may have been too cartoonish for their corporate environmen-," he A H-K 6,6.' 11-:5 A\,

PRCe,EM 4147 3/f'r.Y 1Rex Morgan MD" chronicles the da ly lives of Rex, a clean-cut tam- theorizec i 4 -EEC 1 5 **_ if 35 

ily doctor in an unnamed Midwest community, his nurse June Gale End But, JoEllen Walsh, assistEnt secretary at Morgan Services Inc, a .men V ., \ /.2 0 ANP 

4- 6\< ', -,ERY WelgfeE ,/their patients The strip first appeared n 1948 and lS circulatec wcrid- supp ier. explained, "We felt that the zelationship between the comic
wide in more than 350 newspapers by News America Syndicate 111 (Pirt-- -

strip character and the corpcration's name v. as inappropriate "
"In 37 years, Rex has never smoked a cigarette," proclaims Dr N ck Be,efi: Communicators frst tapped the gcod do.tir when Mr Spencer

- 1

Dallis, who has authored the strip since ts inception And rarely if €Ker, met Dr Dallis ata wedding reception in Sco:tsdale, Ariz in 1983
has Rex been shown drinking liquor, ne adds Dr Dallis also writes "AEartment 3-G" and "Judge Parker,' but the

It's this persona that Benefit Comm inicators hopes will dra•v atten- drawings for these strips ard "Rex Morgan MD" are dcne by cartoon
tion "There's a certain power physicians have when they say so -net-1 ng artists
-that's the real punch to this," explains Rick Galvin the eomparly's Beiefr Communicators obtained the drawing :t no ccst because "this
vp-sales People often have "an authornative feeling" about the •vords of was: pt=blic service-type th ng," said Dr Dalli:, wto is st 11 1.censed but
a medical professional, he says no loiger practices medicine

The three-color poster reads "Healt, Care Costs-It's not a iroblem The company has printed 25,000 copies of the Per Morgan poster and
for the 'other guy'-It's a problem that directly affects all of us every has distribLted them to 25 cl ents so far .

Savings statistics '.

Continued from page 40
sons, said Robert Grudzinski, Han- / - 9 4.

1 1-1,1'F-...
cock's director of cost-containment

1
1. - Z 4

services '.,-9/12 ...

BC/BS, however, was able to
break down its $6 billion savings /'

from cost-containment measures

used by both Blue Cross plans,
which typically write hospitaliza- -
tion coverage, and Blue Shield
plans, which typically write major
medical coverage j --

Blue Cross plans saved $1 492
billion through negotiated con-
tracts with hospitals and the use of
diagnosis-related groups Another ek

4

$1915 billion was saved through
T

1

coordination of benefits, $963 mil- 1»

lion was saved through settlements . .r

of disputed claims and utilization
·r

/6... N*At-

reviews and $27 million through
the use of outpatient procedures
and pre-admission certification a

I. -

Blue Shield plans saved some M
$974 million through monitoring 7 "

usual, reasonable and customary
N, R

charges, another $508 million was 71

saved through coordination of ben- r- r 3
rk''56,1 *,4-

1

efits and $76 million was saved "
I rir

through utilization reviews '4*

Savings from outpatient services
-like ambulatory surgery, home ' 4 .

health care, pre-admission diagnos-
tic tests and hospice care- have /-/ r. I.*'-5=-.u)*.-'.4.*14<-0r -

been broadened by individual
BC/BS plans during the past year,
said President Bernard R Tres-
nowski when he announced the $6
billion savings : 'f,

pljns coeir secnoungifcaloir '44' \ d.-
ions, and even third opinions, when
elective surgery is recommended,
he said And enrollment in plan- AW.,-·
owned HMOs is increasing dramat- U

ically, he added, noting that there
.l·tif

I

also is a rapid subscriber growth in
PPOs that negotiate with health M

care providers for reduced rates
The goal of many of the BC/BS ,

cost-containment programs is to .
shift the delivery of medical ser-
vices away from expensive hospital tz

settings, Mr Tresnowski said
Pre-admission certification pro-

grams alone are saving millions for 4:

subscribers of the 27 BC/BS plans
4. -that now have such programs in

place, he noted For instance,
BC/BS of Northern Ohio in Cleve-
land has saved $33 million since its
pre-admission certification pro-
gram started in September 1983, he .'.,-dl
said And BC/BS of South Carolina 123...

in Columbia reports a savings of
$4 4 million in 1984 as a result of its YAKA .

.statewide pre-admission certifica-
,/

tion program
r

BC/BS of Minnesota m St Paul is .
t'

.

still compiling its 1984 savings, but 1

reports for 1983, a savings of $350,000
"4 C.

plus the elimination of 4,500 inpatient L. A

days as part of a program that retro- 4.'
-

. t£_-4*6/ I ..

spectively reviews charges for in-pa-

That $350,000 was derived from

.

- I

tient psychiatric and chemical depen- - t-- -»
. b -ye $ - I

..

dency claims
. 22& 40 4/ZE,LA'tiA::.'*

direct claims denials, said Ann : --, Y
"

Continued on next page 2 -1,311 -C-J



Continued from preceding page
Gjelten, director of health econom-
ics for the Minnesota plan.

The plan also saved some $10
million in 1983 through negotiated
prices and utilization programs
with 28 hospitals in the Twin Cities
area.

While BC/BS supplies dollar fig-
ures when citing savings, Metropol-
itan usually reports savings in per-
centages.

Since almost all Metropolitan po-
liycholders have different plans, it
is difficult to come up with a sav-
ings figure, says Mr. Rosenberg.

"We really feel strongly that our
reputation is at stake" when Metro-
politan publicizes cost savings, said
Mr. Rosenberg. "We feel we have
to document the results."

Metropolitan believes it is sav-
ings big bucks with its new PPO
programs, but it is very careful how
it discusses those savings. For in-
stance, it has recently completed an
extensive analysis of its Met-Elect

PPO in Miami. That study shows
that in the first year's experience,
after discounts, charges from the
preferred providers were 33%
lower than fees charged by non-
preferred providers, he said.

Met-Elect has saved the Dade

County School District in Miami an
estimated $2.1 million in hospital
costs for the first nine months of

1984, the company says. In addi-
tion, employees who used preferred
providers in this program saved
$1.1 million in out-of-pocket costs.
Combined, these savings represent
about 15% of the $21.5 million of
claims paid by school district plans
during the study period.

Other insurers are using cost-to-
savings ratios, in addition to dollar
figures or percentages, to illustrate
their cost-containment savings.

For instance, CIGNA notes a net

savings ratio for second surgical
opinions in 1984 of 10.31-to-1,
which means that $10.31 is saved
for every $1 spent on the program,

said Ron Hwalek, assistant director

of cost-containment programs.
This compares with a 10.19-1

ratio for 1983, he said.

Other savings figures for
CIGNA's second surgical opinion
program include:

• Total net savings-$2.6 mil-
lion in 1984, compared with $1 mil-
lion in 1983.

• Disability weeks avoided-
2,100 weeks in 1984, compared with
933 in 1983.

• Number of participants in the
program-4,200 in 1984, compared
with 1,631 in 1983.

• Number of avoided surgeries
-760 in 1984, compared with 366 in
1983.

• Total costs-$250,000 in 1984,
$98,872 in 1983.

But these savings don't reflect
items like the cost of temporary
employees and overtime when an
employee is hospitalized, Mr. Hwa-
lek said, adding that when those
types of "invisible savings" are con-

sidered, the overall documented

savings figure could easily triple.
It has only been during the past

five years that data collection and
reporting capabilities have im-
proved, allowing insurers like
CIGNA to obtain some quantifiable
results, Mr. Hwalek said. But some
areas still are relatively soft, he
said, pointing to concurrent hospi-
tal utilization reviews.

However, based on two separate
studies-one in Connecticut and

another in Colorado-CIGNA be-

lieves that such a program saves
$3.50 for every $1 spent.

But the most dramatic cost sav-

ings reported by CIGNA come
from a new focused review of cer-

tain hospital procedures, specifi-
cally surgical and medical special-
ties. Mr. Hwalek said this was a

sensitive area and would not list

the procedures for fear of discrimi-
nation charges.

The program, piloted in mid-
1984, saved participating employers

In the last 30 years Bill Enright has had
3_jobs. 3 homes, 8 cars, but just one insurance company

Since Mr.Enright went with The Travelers back in34,
hei become one of more than half a million people who have
stayed with The Travelers for more than 25 years.

Thats a long time for so many customers to stay
satisfied. It says a great deal about how fairly The Travelers
treats their customers.

Being fair wasn't too complicated when The Travelers
started 120 years ago. Merely a matter of simple, well-defined
decency But in the complex world of today, you have to be
more than decent to be fair. You have to be responsive.

That means constantly adjusting to ever changing
circumstances and attitudes. Keeping current with economic
developments and the swirl of social and political events
that affect relationships with customers. Being able to keep
an open mind. Being willing to change the most time-
honored customs and the most ingrained habits.

Any company that isrft up to it, can't stay fair. And any
company that cant stay fair can't last long.

TheTravelersj
Fairness is good business.

business insurance, March 18, 1985 / 43

$1.7 million, for a cost savings ratio
of 33.30-to-1. Of the 1,500 claims re-
viewed, charges were reduced by
an average 43%, he said.

Prudential Insurance Co. of

America also cites cost-to-savings
ratios for some of its cost-contain-

ment programs. For instance, the
net savings to policyholders (after
administrative charges) for second
surgical opinion programs is $7.08
for every $1 spent, said Amy
Knapp, senior consultant of cost-
containment operations for the
Newark, N.J.-based insurer. The
figures are based on data from the
first half of 1984.

This ratio reflects avoided sur-

geries and expenses not paid by
employers for surgeries that did not
comply with the second surgical
opinion policy, she said.

When Prudential studied claims

from policyholders in the Western
United States and compared plans
with second surgical opinion provi-
sions with those without, it found
34% fewer elective procedures per
1,000 lives for plans with the sec-
ond surgical opinion provisions.

And for pre-admission and con-
current review services, Prudential
shows a net savings of $8.16 for
every $1 spent, based on data from
the first three quarters of 1984.

Third-party claims administra-
tors also are estimating the savings
for cost-containment measures.

For instance, Los Angeles-based
American Benefit Plan Adminis-

trators Inc. notes it saved one eli-

ent, a union health trust fund,
$636,000 in 1984 by auditing hospi-
tal bills and reviewing claims.

This particular client paid be-
tween $30 million and $35 million
in claims during 1984, said Irv Bal-
dinger, the TPA's senior vp.

The savings were a result of 456
hospital audits and 520 medical
claims reviews, he said. The TPA
handles claims from large employ-
ers in Southern California that

self-insure group health plans.
Intracorp in Wayne, Pa., a dis-

ability management subsidiary of
CIGNA, has been tracking savings
from hospital audits, pre-admission
certification and continued hospital
stay review programs.

Hospital audits show an average
savings of 4% to 6% of paid claims
by catching errors on bills, said
Don Wilson, director of product
managment for Intracorp.

And through its pre-admission
certification and continued hospital
stay review programs, Intracorp
shows about a 4.2% reduction in ad-
missions and 19.1% reduction in ac-

tual hospital days.
Coordination-of-benefits savings

were tracked by Employee Benefits
Claims Inc. in Minneapolis. But
Christopher J. Dunlap, the TPA's
executive vp, could only say that
COB savings could range from 1%
to 20% of the cost of a health plan.
He noted that savings would differ
based on the region and how many
women were covered by the plan.

Coordination-of-benefits data

compiled by U.S. Administrators
Inc. showed COB procedures pro-
duced an average savings equal to
13.1.% of paid claims. However, the
TPA's president, Mr. Kaplan, again
notes that this average varies de-
pending on the age and sex of the
covered employees.

Some other savings noted by U.S.
Administrators include: hospital
audits of bills more than $10,000,
21.2% of paid claims; reasonable
and customary charges review,
4.7% of paid claims; utilization re-
view, 8.4% of paid claims; pre-certi-
fication, 10.6% of paid claims; and
subrogation, 2.9% of paid claims.

U.S. Administrators is beginning
to track savings from second surgi-
cal opinions, but Mr. Kaplan. said
any meaningful savings have to be
computed from a five-year longitu-
dinal tracking program.

"I don't think you can really
measure the savings unless (it's)
tracked over five years. . .and no
one is doing that," he said. .
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MGGRAW-HIILTS
PRESCRIPTION

FOR CONTA1111119
HEALTH CARE

COSTS.
McGraw-Hill provides com- workstation is specifically
panies with interactive access designed to take advantage of
to health care data. You can - microcomputer effi-
analyze and compare your / 1 ciency and main-
company's experiences with 1 frame power and
industrywide, national or C .1 11:3 \ storage capacity-
regional norms, adjusted for
your case mix and demo- For more

graphic factors. This 1 .SHIN / information,
information is - contact

used to select /«
Health Cost

McGraw-Hill

cost contain- /ment pro- < 27 - Management,
grams, 2:(b= \ 4733 Bethesda Avenue,

Bethesda, MD 20814. Or call\ly \ lich/7 j us at 301-951-3399 and ask for

patterns. fl A Susan Seefried, Manager.

M cG raw- ' .FIA,Hill's Health -I../////''I.K

:th"Cost Management
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Group plan shouldn't pay
transplant costs: Survey

BROOKFIELD, Wis.-The cost
of highly experimental medical
procedures should be paid b,· na-
tionwide catastrophic or pooled
high-risk funds rather than :radi-
tional health care plans, suggests a
survey of the benefit professionals.

The International Foundation of

Employee Benefit Plans' quarterly
National Opinion Panel, which
drew 126 responses, included a re-
quest for comments on payment for
transplants and other experimental
procedures.

The responses, according b the
IFEBP, indicated the benefit pro-
fessionals thought the responsibili-
ties of a health plan trustee are
purely financial, and that tristees
should not have to make life-and-
death decisions about whether to

pay for experimental procedures.
"This is purely a cost question for
trustees," one panelist said.

Many thought the cost of such
experimental procedures might be
accommodated through higher co-
payment levels or other plan
changes, but one respondent
warned that under such an ap-
proach, "we will continue to
'nickel-million' and 'dime-mi!lion'
our plans to their demise."

Several respondents suggested
the establishment of nationwide
catastrophic or pooled high-risk
funds pay for such coverages.

Some panelists said these pools
should be be developed by the in-
surance industry. And, some said
the pools should be funded by the
federal government.

"Congress should act to enable
Americans to keep pace with medi-
cal science progress," one said.

Another respondent said, "What
we have here is a situation roughly
analogous to Columbus appealing
to Ferdinand and Isabella; if we
don't come up with the dough,
there may be whole continents of
good for humanity that shall not
come to life."

Other areas covered by the sur-
vey included:

• The federal deficit. Some 81%
of the respondents felt the deficit
and further erosion of the tax base

will be the federal priority most
likely to affect benefits in 1985.

• Excess pension plan assets.
Some 73% of the panelists said
these assets should not be subject to
excise tax upon reversion; 25% said
the assets should be taxed.

• Medicare. The survey asked
about various proposed solutions to
Medicare's financial crisis. A

whopping 92% of the respondents
supported building incentives into
Medicare for participants to seek
lower-cost care, and 65% favored li-
miting reimbursment through
diagnostic-related groups. In con-
trast, only 31% supported raising
the eligibility age for Medicare to
67 from 65.

• 401(k) plans. Eighty percent of
respondents opposed the Treasury
Department's plan to prohibit the
plans. However, 78% favored more
stringent withdrawal rules, to
guarantee the use of the plans for
retirement savings rather than tax-
sheltered short-term savings.

.

FT€e copies of the survey are avail-
able from the IFEBP, Public Reta-
tions Department, P.O. Box 69,
Brookfield, Wis. 53008-0069.

HOW 10 TRIM HEALTH CARE COSTS
WITHOUT CUTTING ANY 01 THE S, * 4E

The truth is, almost anyone can reduce the
raw cost of a health care coverage program.

The secret is cutting the fat without cutting
the quality.

We're the PPO Alliance, the largest group of
non-profit community hospitals in California.
And along with our contracting physicians,
we've demonstrated some very real health care
savings to lots ofcompanies, with absolutely no
sacrifice in care, benefits or quality of services.
So employees get all the coverage without all
the limitations. Coverage with both high qual-
ity and flexibility Like a choice in treatment
centers and physicians.

Which means you get the savings you want
and they get the sizzle they want.

And that's the kind of alliance that makes
everybody happier.

For more information contact:
Walter J. McCall (714) 761-9771

../

The PPO Alliance.

-lfi- We help companies lose the fat
without losing the sizzle.

5252 Orange Avenue · Cypress California 90630

1



Multinational Pooling:

Economies
of Scale.

The pooling of employee benefits is a
simple but powerful strategy that could save
your company as much as 20% on your
international employee benefit plans.

Here's how: As you add benefit plans
to a multinational "pool," the spread of
risk becomes greater, the predictability r-
of the group's experience is enhanced, |

3;{!r:;ultsayitapjnsstT passed onto 
And it's simple to get your overseas

plans into a pool too. Because our
Group Management Division (GMD)
does all the paperwork and coordina-
tion through our organization's wholly-
owned or managed facilities in 130
political jurisdictions, worldwide. |

With significant savings at_stake, we |
don't see why every multinational cor- |
poration doesn't pool their overseas
subsidiaries' benefits through GMD.

L

7

aa

Name

Company _

Nature of Business

Address

City

Iblephone C )

Tip the economies of scale in your
company's favor. For details call Mr. C.
C. Gamwell III, Vice President, at (2121
770-5060 or 770-7407. Or mail the

coupon.

--

GMI) is a division of American International Life Assurance Company of a
New York, a member company of American International Group.

Group Management Division
American International Group
70 Pine Street

New York, NY 10270

Please send me more information on multinational benefit ,
cost control. I'm interested in:

El Group Life 0 Group Medical 0 Voluntary Life
 International Pension El Group AD&D mITD

OThird Country E Overseas Personal C Savings Through
National Coverage Liability Multinational Pooling

Title

State Zip 

81-3/85 |

GM D. BENEFITING THE WORLD
WITH £OST ONTROL IDEAS.



During the day, a little Florida sunshine can do wonders for oranges and suntans. It's what it can't do at night that's the problem.
Like light up a highway. Or keep an airport running smoothly.

That's where Florida Power &Light comes in.
Florida Power & Light is the fifth largest investor-owned electric utility in the United States with 47,000 miles of transmission

facilities. It prides itself on new, innovative ways to serve some 6 million people in Florida. Like with a super sophisticated com-
puter control system for line maintenance and repain

In fact, Florida Power & Light is recognized in its industry for having achieved a very special level of engineering excellence.
WHAT WE GENERATE IS ENTHUSIASM.

The insurance company that Florida Power & Light has relied on for 12 years now is Arkwright-Boston. And when you con-
sider FPL's deep commitment to engineering, that's a pretty notable achievement. You see, one of the major reasons FPL picked
us as its insurer was because of our own very high level of engineering expertise.

A company with as many diverse risks as Florida Power & Light needs an insurance company that understands the intrica-
cies and difficulties of engineering for a big, growing utility.

As you can imagine, when two companies with such mutual respect for engineering get together, there are bound to be some
rather impressive results. Like our quality assurance manual which we developed for inspecting nuclear facilities. It was one of
many reasons FPL set all sorts of records in getting one of its new plants up and running.

As for Arkwright-Boston, it put us on the list as a nationally approved vendor for utility engineering and inspection
services by the Coordinating Agency for Supplier Evaluation, an independent organization of electric utilities. Something
we're very proud of.

Of course, Florida Power & Light's enthusiasm for us stems from more than just our engineering abilities. A company with
such diverse risks also wants an insurer with great flexibility, responsiveness and the kind of financial stability it can count on no
matter what its needs may be in the future.



We're pleased to report that FPL found all of this and more in Arkwright-Boston. Not surprising when you consider our
dedication to a genuinely total approach to property protection.

A POLICY THAT'S ANYTHING BUT STATIC.

Over the years, FPL has put a lot of energy into Florida and we\re put a lot of energy into FPL.
Our All Risk Policy is one good example. It's a policy designed to provide extremely wide-ranging coverage against virtually

any fortuitous property loss. A policy that includes everything from traditional boiler and machinery insurance to DIC to natural
disaster coverage-a vital feature in an area like Florida where hurricanes and lightning can be a real threat.

It's a flexible policy, too. In the case of Florida Power & Light, our ocean cargo coverage protects the company's constant
shipments of natural resources. Its blanket fidelity coverage is important, too.

It's the kind of protection that will continue to be flexible with FPL's ever-changing insurance needs. And for one very
simple reason.

We listen to our clients. We work with them. And we work harder than anyone else we know to accommodate them. So much
so that Florida Power & Light has decided to renew its all-risk contract with us.

And if you think a company like yours wouldn't get the same level of attention and dedication to its risk management needs,
think again. Because we put the same high standards to work for all our insureds.

But don't take our word for it. Ask Digital Equipment Corporation. Or Morton Thiokol. Or American Greetings. Or WestPoint

Pepperell. Each and every one is a client of ours. And each and every one has an / MaINWGMinsurance program we've tailored just for them.

So call us or write us. But don't wait too long. We'd hate to see anything pull 
the plug on your business. BOSTON
Al*wright-Boston Insumnce, Marketing Seruices, 225 Wyman St., Waltham,
MA 02154, 1-617-890-9300, Ext. 3295. V  INS[*ANCE
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We know where tolook.
Your large case clients have faced substantial We'd like to show you risk management that

increases in long term disability costs over the years. focuses on disability cost containment. Send for our
Despite what some may think, rising costs are not LTD Risk Management Guide today, or give us a call
inevitable. Control is possible. If you know where to and we'll take a look, a long hard look.
look. - ---------- --

Our unique Wellness Plan focuses on prevention,  Send me your free comprehensive LTD Risk the best form of cost containment, by identifying  Management Guide.potential disabilities before they happen. Unionmutual's
Personal Profiles estimate an individual's risk of illness 1 Name

and injury, and, combined into a Group Summary | Address
Report, give the employer an overall risk report card of
his employees. In addition, we have rehabilitative City

specialists throughout the country, whose primary State 7ip
concern is to get the disabled back to work as quickly

Phone numberas possible.
Our Cash Flow Plus LTDSM gives employers with Mail to: Fred Brown, Vice President, LTD Products 1

more than 500 lives an opportunity to participate Unionmutual, 2211 Congress Street, 1
immediately in plan experience and to improve cash  Portland, Maine 04122 1flow. And our unique Fund Balance LTDSM , a standard I
feature on plans with 1,000 or more lives, allows I s I

employers to participate in "new money rate" 1 Unionmutualinvestment gains in order to reduce plan costs. 1
Our large case underwriters handle large cases ® Putting employee benefits I

only and, as specialists, are thoroughly familiar with in a whole new light. I
their every aspect. This ensures plans that are among Unionmutual Slock Life lnsuraice Co of America. Portianc. vlaine 04'22 (All states except New York)

Unionmutual Stock Life Insurance Company of New York, Elms orc. New York 10523 (New York State only)the most cost effective in the industry.

------
---

1
1
1

1
1
1
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BENEFIT TAX DEBATE
Current system unfair,
costly to federal budget

By Alain C. Enthoven

HE UNLIMITED EXCLUSION ofemployer contributions to health
care premiums from employees' taxable
income must be reined in.

This practice not only robs the

government of an ever-increasing
amount of revenue, but also encourages
excessive and unwise use of health care.

Furthermore, it discriminates in favor

of the higher-paid employee over the

lower-paid and the employed person
over the unemployed or self-employed.

However, it is not necessary to
eliminate the entire tax exclusion.

Instead, the tax subsidy should be
limited and made available to all.

The Congressional Budget Office
estimates that the unlimited exclusion of

employer contributions toward health
care premiums from the taxable incomes
of employees cost the federal budget
$30.1 billion in 1984, up from $19.8
billion in 1981.

And, two recent events have made it

likely that the estimated revenue loss by
1986 will be much higher.

First, in May 1984 the Internal
Revenue Service issued proposed rules
governing the use of flexible spending
accounts and other benefit plans that
qualify under Section 125 of the tax

code. These rules allow employees to
avoid paying taxes on their health
insurance premium contributions by

paying for them with pretax dollars
through salary reduction agreements
with their employers.

Thus, instead of roughly 77% of group
health insurance premiums being

tax-sheltered because they are paid for
by employers, that percentage in the
future will grow to include premiums
paid by employees through FSAs.

Second, the Health Care Financing

Administration recently revised upward

by 18% the estimated volume of private
health insurance premiums, mainly by
including self-insured plans omitted
from previous data sources. Private
health insurance premiums for 1983
were estimated at $110.5 billion.

Health insurance costs have been

growing at a much faster rate than the
gross national product, but even if they
grew only at the same rate as the GNP,
premiums would reach about $144
billion by 1986. Under even quite
conservative assumptions, this would
produce a revenue loss to the federal
budget of $46 billion to $49 billion if
employer contributions to employee
health care premiums are not considered
taxable income to employees.

These numbers illustrate the first

thing wrong with the current tax
subsidy to health insurance: The
revenue loss to the federal government
is large and growing too fast.

The government has to do something
to bring the growth of its outlays and tax
subsidies into line with the GNP. A limit

on tax-free employer contributions to
employees' health care premiums seems
to be the obvious way to do this.

The second thing wrong with the
current tax treatment of health

insurance is that it reinforces the

cost-increasing incentive in the health

care financing and delivery system.
In a group of average taxpayers, if the

employer were to increase pay by $100 a
year, about $40 would go to federal
income and payroll taxes and state
income taxes. If instead the employer
were to raise the health benefits .

contribution by $100, the full $100 would

go toward health benefits.
Continued on next page

Benefits couldn't bear

the weight of taxation
By Philip Briggs

ESPITE THE GROWTH ofgovernment programs, the United
States has avoided to a large extent the
European-style cradle-to-grave benefits
system.

Instead, we have favored what, during

the 19305, was called the three-legged

stool concept-Social Security, personal
savings and employer-provided benefits.

Forty years ago, tax incentives wisely
were put in place that have made the
third leg-employer-provided
benefits-a viable, efficient means of

providing insurance against the risks of
disability, illness and death to a great
majority of Americans and their
dependents.

Now there are those in Washington
and elsewhere, legitimately concerned
with closing the federal deficit gap, who
say the private benefits system should be
a prime source of revenue.

They say "fringe benefits" have
become, for many employees, 30% to 45%
of total compensation and ought to be
taxed.

For one thing, that figure applies only
if you count every conceivable type of
benefit-which many people do not
have-and Social Security-which is not
private and which is the

fastest-expanding element in anyone's
package of benefits.

The basic private benefit
coverages-life and health insurance

and pensions-account for only part of
that figure. Typically, life insurance
would be less than 1%; health insurancei

3% to 4%; and pensions, about 5%.
Estimates vary as to the amount of

revenue that would be raised by taxing
benefits, but they run as high as $80
billion annually. That would, indeed, go

a long way toward closing the deficit.

It would also destroy the very system
that the proponents of this measure see
as a continuing source of revenue. The
means of raising this revenue would be
to withdraw the tax incentives that

made the system possible.

The private system has worked so well
for so long that the advocates of this

measure apparently believe that it will
continue to function, even without the

tax incentives.

This kind of thinking implies a lack of
understanding of what makes the group
insurance mechanism work. Because

employers pay most, if not all, of the
cost, everybody signs up.

But, if the direct cost of benefits is

transferred to the employees, they will
also have to be offered cash in lieu of

remaining in the plan.
Given that choice, young, healthy

employees will opt out, probably in
favor of using the money to buy a home
or something else. Lower-salaried
employees, who need the money to put
food on the table, also will leave the

plan. Only older workers and those who
are ill and absolutely cannot do without
benefits will remain.

This kind of adverse selection would

make providing benefits for the
remaining workers a costly proposition
for employers. Many, especially if they
are small businesses, might actually be
faced with the choice of dropping
benefits or being driven out of business
by the cost of maintaining them. The
effect on small businesses in this country
and those who depend upon them for
their livelihoods would be particularly
significant.

Entire industries, particularly those
where life and health insurance costs are

Continued on next page
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System is unfair the employed middle class for a couple and $180 for a family in 1986 Such alternatives could make a major
Still another major defect of the present The limit would be adjusted upward each contribution to the solution of the national

Continued from preceding page tax treatment of health insurance is that, year in proportion to the GNP per capita Eroblem of health care costs But, they
The typical response has been for the because it is tied to employer If everyone took advantage of it, such a won't be able to unless they have a fair

employer to pay most or all of the contributions, it reinforces the link credit would cost the federal budget about chance to compete
employee's health insurance premiums between Jobs and health insurance $47 billion in 1986, about what the present This means that employers have to stop
with pretax dollars instead of paying the This greatly increases the complexity of exclusion would cost But, it would bring Eaying 100% of the employee's premium,
employee the amount in cash and leaving arranging insurance for the uninsured A the rate of growth into line with the GNP ro matter what plan an employee chooses
the employee to pay the premiums with recent study by the National Center for It also would be equally available to rich I,stead, employers must offer a
net aftertax dollars Health Services Research estimated about and poor, employed and unemployed f xed-dollar contribution, no greater than

And, the trend has been to cover very 9% of the under-65 population, or 19 And, it would help many people maintain he cost of an economical plan, so the
comprehensive benefits including, for million people, are not covered at all by private health insurance even when they employee who chooses the more costly
example, routine dental expenses, so that public or private health insurance are not covered through a group plan, thus plan will have to pay the extra cost
they too are paid with pretax dollars An additional 9 4% are insured only part reducing the burden on the public sector hirnself

The consequence of this comprehensive of the year When people lose their health A cap on the exclusion, or a tax credit, Despite what opponents say, a tax cap or
coverage has been to insulate consumers insurance because they lose their Jobs, would make people cost-conscious in their tax credit won't destroy
from the cost of medical care and to there is no effective way for many of them choices of health plans that cost more than employer-provided health insurance
destroy the cost-consciousness of the to buy health insurance They go without the tax-subsidized limit This is especially Employers will still want good health
employee in medical purchasing decisions insurance until they become seriously 111, important now in light of so many new insurance arrangements for employees as

The government has been struggling to and then they have to spend their savings economical alternative health care plans a way of recruiting and keeping them .
cap Medicare and Medicaid outlays, before receiving free care
programs that help the aged and some of Many of them might buy insurance if it Taxation would doom benefit systemthe poor Yet, through the tax laws, it is were available and they had the same tax
subsidizing open-ended private-sector subsidy as employed people Continued from preceding page taxing benefits combine to unravel the
demands, and bidding up the price for Several remedies for these defects have higher than average because employees private system, it would not be long before
health care A new approach is needed to been proposed. may face occupational hazards, could be large numbers of uncovered people
create some cost-consciousness in the Some propose abolishing the entire tax forced to drop coverage if adverse needed care-those who had opted out of
choice of health care coverages A limit on exclusion for employer contributions to selection drove those costs higher health care plans, their dependents and
tax-free employer contributions to health employee health care premiums I do not Add to that the geographical those whose employers discontinued plans
care premiums would help agree with that and will not defend it factor-states such as New York and because of the cost of maintaining them

A third major defect is that the current If we want widespread private health California have higher health care costs Ultimately, there would be increasing
system is very unfair The tax break is insurance, we need some powerful than many others Even larger employers pressure-irresistible as a presidential
worth much more to upper-income financial incentive to motivate healthy in high-cost states would be hard put to e_ection approached-for the federal
employees and the employed than to people, who don't expect medical bills, to keep a plan hit by such adverse selection givernment to do something "
lower-income employees and the buy health insurance anyway Otherwise, Hospitals, many of which are striving to There are those who justify national
unemployed only the sick will buy insurance and the be more cost-efficient in the face of rising health insurance on no basis other than

The main reason for this is that premiums will rise out of sight competition, could be overwhelmed with the emotional rationale that the United
employer contributions are much larger Instead, I believe the exclusion should bad debts because they would have to treat States is the only civilized, industrialized
for upper-income employees than for either be limited or replaced with a more persons who had no coverage country that does not care for its people
lower-income employees In 1983, limited refundable tax credit And, the The current system is not perfect We all The appeal of this argument would, under
employer contributions averaged $301 for same tax break should be available to all know that health care inflation has been a the scenario I have Just described, be
households with $10,000 to $15,000 in people, whether they are employed or not national concern in recent years irresistible to any politician who intended
income, but $1,471 for households with Although some insurance industry However, in 1984, we did see a to get elected or to remain in office
incomes of $50,000 to $100,000 pamphlets being circulated merely state significant reduction in such important And, what would such a system,

The Congressional Budget Office that "the federal administration is areas as the rate of hospital admissions and implemented in haste to stem a public
estimated that in 1983 the tax exclusion for proposing to tax employees on employer lengths of stay We are making great o itcry, be like'> Nothing, we can be sure,
these contributions was worth $83-or contributions to group health insurance progress in slowing the rise of health care like the private system it would replace
0 65% of income-to households in the plans," it is important to note elimination costs, and I think that trend will continue Under the system we have now,
$10,000 to $15,000 income category, and of the exclusion it is not being proposed The insurance industry, government, employers can shop the marketplace and
worth $622-or nearly 1% of income-to In its fiscal 1985 budget, the Reagan business, providers and employees must obtain the kind of custom-designed
those in the $50,000 to $100,000 category administration proposed to limit tax-free continue to work together to bring costs coverage that best suits their needs and the

What is the philosophical or economic employer contributions to health care down Taxing benefits, however, is not the reeds of their employees Or, they can
basis for the exclusion? Is it to adjust gross premiums to $175 per month for a family correct way to contain health costs elect to self-insure and obtain

income to make it better reflect ability to plan and $70 for an individual plan It was The proponents of taxation also say that, administrative services from an insurer
pay? If so, then why shouldn't low-income estimated this would have produced an even if people did opt out of private group The concept of flexible benefits and
families get at least the same tax subsidy as extra $4 billion in revenue in 1985 coverages, they would use the money to cafeteria plans is an outgrowth of the need
the well-to-dot' The actual distribution of There are various ways the buy their own health insurance tc tailor a plan as closely as possible to
these benefits fits better with the administration's proposal might be Very likely they would not And, even if people's changing needs
explanation that they are distributed implemented One would be for employers they did, they would still be without group Granted, until recently it was usually
according to political power, not need to include their contributions in the life and disability insurance, and probably only the larger employers who could take

There are also "horizontal inequities " reported incomes of employees Or, without the pension coverage that many advantage of this kind of sophisticated
Two people with the same income and employees could take the allowable millions rely on as the cornerstone of their p. an design But, in today's marketplace, lt
medical needs get very different tax exclusion on their own tax returns personal financial security The money is also possible for small firms to buy into
breaks when one is employed and the An important advantage of this they would get when they dropped out of "pooled" coverages and take their choice
other isn't employed or is self-employed approach is that the same exclusion could their employers' plans would not be 01 a variety of "off the shelf" products
Worse yet, some families lose their health be made available to all, regardless of sufficient to replace all their benefits with designed specifically to provide them and
insurance altogether when they lose their employer contributions Taxpayers would personal coverages tteir employees with the kinds of benefits
breadwinner Others manage to hold onto support the exclusion by a receipt from I'm afraid that this is a spurious once available only to large employers
insurance, but they lose the tax break that their health insurance plan Tax fairness argument, stemming either from a lack of All this would be swept away with the
previously subsidized it would be greatly enhanced understanding of the group mechanism or demise of private insurance plans In their

There is a basic question of fairness An alternative I have proposed is to of human nature or both The American place would come a kind of complicated,
here The cost of this tax break for middle- replace the exclusion with a refundable public has grown used to "rich" plans and bureaucratized uniformity, available to
and upper-income people has eclipsed tax credit, usable only for the premiums first-dollar coverages They are only everybody and suitable to very few
federal spending on Medicaid and will paid to a qualified health insurance plan beginning to understand the need for cost Given the government's cost-efficiency
soon reach the cost of Medicare' Congress and available to all, whether they have an efficiency Taxation will not, on its own, in administering Medicare and Medicaid,
has moved effectively to cap Medicaid and employer contribution or not cause them to opt for cost efficiency The we can only assume that such a
Medicare, and more cuts are on the way It A qualified health insurance plan would key to having employees use benefits nationalized health care system would be a
doesn't seem unreasonable to think about be one that met certain conditions such as efficiently is giving them a financial stake mammoth consumer of tax revenues And
capping this open-ended entitlement of catastrophic expense protection, so that in the use of those benefits wouldn't that be an irony9 It would have

very sick people would not become a As the various pressures caused by resulted from an effort to raise revenue
public burden It also would offer If expensive, tax-consuming health care

Alain C Enthoven ts a professor m the continuity of coverage so people that lose reduced to the lowest common
graduate school Of bunness at Stanford their Jobs could continue their present denominator is the price of closing theUniverS:ty He has been a major supporter health care coverage at their own expense Philip Bnggs 18 an budget deficit by taxing the privateof leg:statton to require employers to offer

for a year at the approximate group rate executive vpof benefits system, I strongly encourage theemployees a chmce ofhealthcare plansto
stimulate competition He also was one of The credit would be equal to 40% of each  Metropolitan Life acvocates of this measure to rethink their

person's or family's health insurance Insurance Co in New
the first to suggest capping tax-free ideas before they do immeasurable,
employer contributions to employee health premium payments (or the employer's) up York

ir-eversible damage to both the physical
care premtums to $60 per month for an individual, $120 and the fiscal health of the nation
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cost management services (and the head-
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Cost Care programs work because
they're based on this simple fact:

Privileged review by a Cost Care staff
physician about the need for medical services
proposed by a patient's own physician
frequently leads to a more conservative
treatment plan that saves money without

compromising the health care provided.

It's that simple-and it has reduced health
insurance benefit payments by 13% to 22% -
for 3,075 health plans coast-to-coast.

(We don't know how much we've saved
the 1.3 million people Cost Care programs
embrace.)

There are six specialized Cost Care pro-
grams, and they work with all health plans.

The programs cover any location, any
physician, any treatment, any patient and
any hospital nationwide.

They can save you 13% to 22% of your
benefit payments.

Intrigued? Write or call us for more
information. We're ready to work with you
through our regional offices coast-to-coast.
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18652 Florida Street,
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offers special benefit supervision
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Mew health care partnerships: True love?
1

By Joseph Marlowe The revolutionary PPO directs medical
consumers to selected physicians and

UNDER INCREASING pressure to Whether the new health care
hospitals, thereby limiting freedom of

make the nation's health care system partnerships are characterized as•.1 choice It is not enough to know that these
more efficient, providers and payers of providers guarantee less-expensivearranged marriages, shotgunthese services are being forced together in care-we also must be sure that they
new, and potentially uneasy, alliances &-M M . weddings-or love at first practice high-quality medicine

Whether such togetherness will be
characterized as arranged marriages, sight-will help to determine Withholding such information impeded

the traditional free-market values
shotgun weddings-or love at first *ate#tr#SQ# whether real change can occur espoused by the AMA
sight-will help to determine whether real in the American system. The oversupply of physicians, along
change can occur in the American health with surplus hospital capacity, offers both
care system

opportunities and dangers to physicians
The courtship among the various and third-party payers As alternative

providers and consumers is going to be delivery systems proliferate and
very different in the future All the new strange new medical entities, will assist in There will be new demands on actuarial enrollment increases, physicians who are
pairings-doctors and hospitals, businesses structuring more-efficient models services, as more financial incentives are unwilling to accept financial risk-sharing
and hospitals, insurers and businesses, Hospitals and other medical care offered to enrollees who restrict their or tight review controls will have fewer
insurers and employees, hospitals and providers will have to assume more choices to more cost-effective providers patients to treat These physicians will
hospitals, insurers and doctors-will have financial risk in the provision of services Insurers no longer will have the luxury of have to provide proportionally more
a profound effect on the future of health through per-diem or diagnostic-related competing solely for the benefit manager's services to fewer patients to realize target
care partnerships group reimbursements or capitation preference as a means of delivering a incomes

The substantial oversupply of physicians systems In the process, medical providers whole package of insurance products Insurers that ignore the challenge of
and the recent sharp drop in hospital will face intense pressure to improve an Rather, they will have to focus their dealing directly with medical providers to
occupancy rates fuel these new expensive, inefficient health care delivery marketing energies on individual develop innovative medical plans will be
arrangements between suppliers and system employees, since a single insurer's medical stuck with less-attractive third-party
purchasers of medical care Hospitals will explore direct-marketing plan might be one of a half-dozen or so compensation arrangements

Those of us who keep close tabs on arrangements to employers and being offered to employees in a group It is inevitable that the business
developments in the marketplace are third-party payers, but the employee Insurers will have to become more community, often represented by
astounded by this quickening pace of benefits market does not readily lend itself competitive in the role of "manager of third-party payers, will be more of a
change The growth of alternative to such simplistic changes Brokers and patient services," not solely as reimbursers partner in hospital operations Hospitals
delivery systems, like health maintenance consultants must be courted, and insurers of such services This will have profound will be held accountable to these parties in
organizations and the ensuing pertical and must participate in order to provide implications for relations with medical the same manner that they are
horizontal integration among medical non-medical collateral lines such as life providers, as insurers begin to tread on accountable to other major revenue
providers, adds volatility to a system that insurance, long-term disability and formerly sacred turf sources

slumbered along without significant weekly disability Insurers will not survive the demands During the next three years, as
change for many years Increasingly, hospitals and physicians for cost containment without working third-party payers introduce stringent

As alternative delivery systems will form Joint ventures to achieve, among effectively with medical providers We patient utilization management programsproliferate, employers will become more other objectives, improved negotiating can expect more emphasis on linking for both fee-for-service and alternative
receptive to offering numerous medical positions vis-a-vis employers and provider reimbursement to achievement delivery systems like PPOs, relationships
plan choices to employees The third-party payers Hospitals will unite to of targeted utilization objectives with many medical providers will be
attractiveness of flexible benefits to both improve their prospects for the future Third-party payers and employers will strained, if not broken However, at the
the employer and the employee, The new hospital alliances are the best demand more information in the new same time, these parties will be searching
encouraged by the availability of examples of this trend The Voluntary competitive climate, as the system seeks for opportunities to combine their
competing medical delivery systems, will Hospitals of America-an alliance having out only truly "quality" providers The resources to gain competitive advantages
help speed the process more than 400 hospitals, 63,000 beds and medical community, and in particular the or maintain market share

The two most prominent examples of more than $7 billion in annual American Medical Assn, has clung to The medical marketplace will force all
alternative delivery systems are health revenue-has assumed a leadership role secrecy about service and expense data, the players together in marriages that may
maintenance organizations and preferred among voluntary, non-profit hospitals under the guise of protecting the not be made in heaven, but that do offer
provider arrangements (preferred The American HealthCare System-an confidentiality of the physician-patient real opportunity for quality and
provider organizations) During the past 18 alliance of 223 hospitals, approximately relationship efficiency
months, HMO enrollment has grown by 45,000 beds and some $5 6 billion in annual
18% nationally Nearly 400 HMOs revenue-combines 26 different

' nationwide satisfy the medical care needs multihospital systems General liability insurer tapped
of more than 15 million Americans On the investor-owned side, Hospital

In metropolitan areas such as Corp of America has acquired Johnson & A highway contractor recovered a
Philadelphia, Boston, Los Angeles and San Johnson's Home Health Care Inc HCA judgment of nearly $150,000 from ltS legal briefs
Francisco, 10 or more HMOs operate in the also intends to buy 80% of the Lovelace general liability insurer, under a ruling of
same marketplace The apparent Medical Center's 235-bed hospital and a Louisiana appellate court The appellate court said St Paul's
attractiveness of these HMOs will have group medical facility in Albuquerque, Merrick Construction Co Inc defense costs were covered under the
significant implications for group medical N M HCA also has purchased Hill, contracted with the state for road Hartford policy because the liability of
insurers, physicians and hospitals Richards & Cos, an administrator of construction work St Paul Fire & Marine Merrick to defend arose by operation of

One response to HMOs has been the self-insured health and workers Insurance Co executed a surety bond to law out of the bond that St Paul executed,
rapid growth of PPOs Indeed, the mad compensation insurance programs guarantee Merrick's obligation to the state u arranting Merrick's workmanlike
mating frenzy among hospitals, There is no area of the health care and to hold the state harmless from any performance of the road construction
physicians, insurers and employers is a market that is not subject to significant loss arising from Merrick's negligence According to the court, the liability of
dramatic, if not always well-conceived, competition from these increasingly Merrick also carried a general liability Merrick to St Paul arose not Just from the
effort to create an alternative to HMOs flexible giants HCA and Humana-the insurance policy with Hartford Fire guaranty but from the legal provisions
and traditional medical plans artificial heart benefactors-are in the Insurance Co governing suretyship and that the general

The early PPO models tend to permit forefront of a movement by medical As a result of a car accident on the purpose of liability insurance is to cover
indiscriminate membership to large providers to combine the administration of roadway worked on, a suit was filed this type of legal liability St Paul's being
numbers of providers with little thought group medical plans with the delivery of against Merrick, the state and others a stranger to the Hartford policy, the court
given to the style of practice of the various medical services alleging that Meri·ick was negligent in the said, was irrelevant Mernck Constructwn
players Many of these PPOs will fail Third-party payers are in a state of performance of its work Hartford Co us Hartford Fire Insurance Co, Court
Third-party payers, as they become more radical transformation as a new breed of undertook Merrick's defense in the main of Appeal of Louisiana, April 3,
comfortable in negotiating with these medical experts on staff shake up the action The state also sued St Paul under 1984 (BI/04/M -$5) .

conservative establishment Insurers will Merrick's surety bond
de-emphasize the traditional health St Paul tendered the defense of this suit I

These abstracts were prepared byinsurance and compete for service to Merrick, which tendered lt tO HartfordJoseph F Marlowe w Cases Unhmited Inc A copy of an en-
director of health CaTe agreements that reward them for effective Hartford refused to defend since St Paul

tzre decision may be obtatned by send-

t management sen,zces at health care management. To the extent was not a named insured under Hartford's
tng a check for $5 made out to Cases

The Hartford Insurance that insurers insure traditional policy Merrick then hired an attorney and Untimited to Business Insurance, 740
Group, Hartford, Conn fee-for-service plans, they will demand expended nearly $150,000 in fees Merrick N Rush St., Chicago, Ill 60611 List

tighter utilization controls and higher sued Hartford to recover the fees The trial the number for each opinion
copayments court ruled for Merrick
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No two groups are '
alike. So no one pre-
packaged insurance plan is
likely to fit your particular group's
needs. Fortunately, shaping group plans to
meet individual group needs is something
we have a particular talent for.

As the Group Agency Department of
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spotlight report

Auditing helps cut hospitalization costs
By MARGARET LeROUX

Hospital bills may be produced
by computers, but it's old-fa-
shioned, line-by-line, manual au-
diting that is helping an increasing
number of employers save on hos-
pitalization costs.

Auditors at Arthur Young in
Chicago estimate that overpayment
of hospital bills can add as much as
$300 million annually to the cost of
insured and self-insured health

care plans.
Employers and their insurers are

paying for medication not given,
services not rendered and proce-
dures not performed.

In fact, Equifax Services in At-
lanta, one of the leading hospital
bill audit firms, says it found errors
in 98% of the bills it audited in 1984.

Average unsupported charges in
the more than 9,000 group major
medical bills Equifax audited in
1984 were $1,359. The average size
of bills audited was $38,768.

Intracorp of
Wayne, Pa.,
another larger
auditor of hos-

pital bills, says Hospital

about 92% of 000
the 20,000 bills 

*it audited lastyear contained -
errors.

The mistakes ,
are pouring out
of the same computer systems that
hospitals hoped would streamline
their billing procedures.

In response, a growing number of
employers and insurers are turning

b j

to independent audit firms, like
Equifax and Intracorp and their
competitors. to scrutinize hospital
bills. Some benefits consultants and

third-party claims administraton
also do hospital bill auditing.

According to a 1984 survey ty
consultant Hewitt Associates in

Lincolnshire, Ill., the number of
employers that have their employ-
ees' hospital bills audited increas€d
to 68% compared with only 39% m
1982.

Consequently, the independent
auditing firms have seen their vcl-
ume of business increase dramati-

cally.
For example, Republic Service

Bureau in Naperville, Ill., which
has been auditing hospital bills for
12 years, says its business has in-
creased by more than 20% a year

Containing Costs Effectively
Takes More Than

Just Expert Packaging
Packaging is certainly one factor to consider when it comes to helping your
Large Case Medical clients keep costs down. That's why Provident Mutual
offers the convenience of "one-stop shopping" plus the competitive advan-
tai;es of customized plan design.

But effective cost containment requires more than just exceptional packaging.
Provident Mutual offers an extensive range of valuable cost containment
options that you and your clients should know about, including:
O Automated claims payment with claimsPRO
0 Superior claims reporting & claims management systems
0 Pre-admission certification & continued stay review
0 Second surgical opinion & 100% coverage for certain outpatient surgeries
0 Hospital audits & utilization review
0 Other claims review and benefit management options
You owe it to yourself to find out about these and additional cost containment
options available from Provident Mutual. We'll work with you closely to de-
velop the best cost containment strategy for each of your clients - while
providing the quality and flexibility we knowyou want.
Wrap up your search for solutions to your clients' cost containment worries.
All it takes is a phone call to your nearest Provident Mutual Group Office.

PROVIDENT MUTUAL
SECURITY THROUGH FINANCIAL SERVICES

for the last two years.
And, American Claims Eva:ua-

tion Inc. in Jericho, N.Y., says its
hospital bill audit business has Eou-
bled in 1984 compared with 1982.

The scrutinizing is paying off in
many cases

Travelers Insurance Co., which
had about 3,650 hospital bills for its
group health policyholders aud.ted
last year, reported savings of 35.5
million.

At Aetna Life & Casualty Insur-
ance Co., auditing of 4,305 hosgital
bills uncovered overbillings of
$3.84 million.

And, Connecticut General Life
Insurance Co., a CIGNA unit, saved
$2.50 for every $1 it spent on hospi-
tal bill audits last year.

Sometimes, the savings from just
one audit can be phenomenal if the
hospital bill is unusually large. The
National Assn. of Letter Carriers,
which provides health care cover-
age for 190,000 members and their
dependents, has Equifax audit its
bills. It found $56,000 in overbill-
ings in a $396,000 bill for a 180-day
hospital stay.

The savings realized from audits
of hospital bills are small compered

1 r

with the nation's overall annual

health care costs, but "audits serve
notice to hospitals that we are look-
ing for accurate bills and will only
pay for services given and docu-
mented," says Ron Hwalek, assis-
tant director of cost-containment

programs at Connecticut General.
Employers also are convinced

that hospital bill audits are a
worthwhile cost-containment mea-
sure.

Working with an audit firm
gives an employer that self-funds
its health care benefits, especially if
it is a small or medium-sized com-

pany, more clout in negotiating
with hospitals, according to Bob
Stein, vp of Miller Fluid Power Co.
in Bensenville, Ill.

"It's almost impossible to do an
audit yourself," Mr. Stein added,
"unless you have someone on your
staff with the medical background
and experience that most audit
firms have."

When any of Miller Fluid
Power's 500 employees or their de-
pendents files a health care claim
of more than $3.000, it is audited by

Continued on nezt page

If you're looking fo.- a computerized health claims
benefit system Icok no further.

Our IBM on-line, real time system is your best in-
vestment for the future. This multi-task operating
system offers fast -esponsiveness, providing you
with a major increase in productivity. It is compre-
hensive, easy to understand, and easy to operate.
Computerization of employee benefit claims pay-
ments has become a necessity to achieve full value
of your benefit administrator's time and alleviate
the pressure of corrpetition.

Our turn-key software package can give you all of
these benefits at a price you can afford.

Call or write Js for more information.

w[T

Software Services,Inc.
THE EMPLOYEE BENEFIT MANAGER'S COMPUTER SYSTEM CONSULTANT

35 Crocker St., Mount Clemens, MI 48043 (313) 463-6770
*Based on 5,000 empl Dyee lives, per month, five year lease.
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Self-Insured Benefit Services, a
Park Ridge, Ill., third-party claims
administrator.

"We saved between $5,000 and
$10,000 last year on claims that to-
taled $500,000," Mr. Stein said.

"Any employer that has a fairly
liberal health plan will have to
audit hospital bills," he said. "In no
other area of the company would a
billing of $500,000 go unchal-
lenged."

The cost of on-site audits "is

money well-spent, even if you
learn that all the charges are justi-
fied, when the hospital in question
is one a lot of your employees use,"
said Rebecca Belmont, manager of
pensions and health benefits ad-
ministration at Snap-On Tools in
Kenosha, Wis.

The audits have a sentinel effect,
she added. "Because of the possibil-
ity of being audited, some hospitals
are being more careful."

To find the undocumented

charges in hospital bills, the audit
process for hospital bills usually in-
cludes two steps.

First, bills of a minimum size,
generally $10,000, are pre-screened
by the group health insurer, self-
funded employer or a third-party
claims administrator.

Most audit firms also will pre-
screen hospital bills, although some
charge a nominal fee for that ser-
vice.

The Hospital Medical Audits De-
partment of American Claims Ser-
vice Bureau in Chicago offers its
hospital bill audit clients access to a
computer data bank of audit results
on every hospital it has audited
over the past two years.

"This helps in our pre-screening
process to show our clients whether
an audit of a particular hospital is
cost-effective," says Marill L.
Crouse, assistant vp of hospital
medical audits.

Obvious mistakes turn up
through pre-screening. "On one of
our employee's hospital bills, our
TPA noticed that every time the
patient was given Maalox, it was
charged at a rate of $71.14 per ta-
blespoon," said Ms. Belmont of
Snap-On Tools. The resulting over-
charge was $2,660.

"We put in a call to the hospital, a
computer error was discovered,
and we got a corrected bill," she
added.

On the other hand, sometimes
pre-screening will indicate that the
cost of an audit would not be justi
fied.

"One $150,000 hospital bill we
sent in for pre-screening came back
with a note from the TPA saying
that yes, the bill is huge, but every
thing on it is legitimate," Ms. Bel
mont said.

"You have to know something
about the eases you are screening
Some are just expensive cases and
all the audits in the world aren t

going to change that."
If pre-screening uncovers prob

lems, the next step usually is to
send the bill to an auditing firm.

Bills usually targeted for an audit
are those in which the charge for
room and board is less than 60% of

' the total bill and bills in which half
or more of the ancillary fees are for
a one-time service.

When a suspect bill is referred to
an independent audit firm, the
next step is for an auditor-most
frequently a registered nurse-to
go to the hospital to conduct an on
site audit.

The auditor requests the patient's
medical records and compares no
tations on the patient's medical
chart to the charges on the bill to
see if every procedure billed is do
cumented.

In particular, the auditors look
for charges that are unrelated to
the diagnosis. For example, one au
ditor found that a patient being
treated for a broken finger was
charged for a CAT scan.

After the auditor completes the
review of the medical records and

hospital bill, some meet with repre-
sentatives of the hospital's billing
department to work out an imme-
diate settlement. Other firms allow

a hospital a few weeks to document
charges that were originally unsup-
ported before reporting back to
their clients.

Still other auditors simply report
their findings to their clients and
let the clients negotiate billing
changes with the hospital.

The cost of a hospital bill audit
varies with the auditing firm For
example, some firms charge an
hourly rate, capping the fee ar a
percentage of the total bill.

Others operate on a contingency
fee basis, sharing the savings with
their clients.

This type of arrangement "made
the audit program easier to sell to
my boss," said Kevin Westley. ben-
efit manager for MacMillan Inc. in
New York. "On some audits where

the savings are less than $100, if
Continued on next page

a

business insurance, March 18, 1985 / 55

A. .

15 RIMS PREVIEW/CAPTIVES OFFSHORE
AD CLOSING - APRIL 2

22

RIMS REPORT# 1 ADCLOSING-APRIL 9

29 1
RIMS REPORT # 2 AD CLOSING - APRIL 16

New York: 220 East 42nd Street/NY 10017/(212)210-0133
Chicago: 740 Rush Street/IL 60611/(312)649-5276

Los Angeles: 6404 Wilshire Boulevard/CA 90048/(213)651-3710

.business
insurance

Rbk b a Dare qf

lb Dan Bridges it's more than a job.

It's his life. To most everyone else, it's

crazy.

Dan Bridges has been rodeoing for

a long time. And he's very good. He's

had his bumps and bruises, but as he

got better, they got fewer. So what

seems dangerous and risky to many

people is a carefully calculated, con-

trolled situation for him. Just another

day at the office.

At ERC, we're ina risk oriented

business. Every day offers another set

of potentially disasterous situations.

But because that's our business, and

our clients depend on us, risk must

be accepted.

Yet just like Dan Bridges, we're

not careless or foolish. WI're careful,

pmcise, and under control.

Just another day at the office.

5200 Metcag, Overiand Park, Kansas 66201
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Hospital audits
Continued from preceding page
you're paying an hourly rate,
you're paying out more than you're
saving."

Even though paying its auditor,
American Claims Evaluation Inc.,
on a contingent basis cut MacMil-
lan's savings of $23,000 in hospital
overbillings to $11,500, Mr. Westley
believes the auditing program is
still effective.

"It's a painless way of putting in
a cost-containment measure that
produces immediate results," he
said.

When a group health insurer has
a hospital bill from a policyholder
audited, the insurer picks up the
cost as part of the services covered
by the policyholder's premium.

The most common source of

errors on hospital bills, according to
audit firms, is data entry. A $10
charge is wrongly input into the
computer at the hospital as a $100
charge or a procedure is identified
by an incorrect code, which then
triggers an incorrect charge.

According to Equifax, errors are
most often found in billings for
pharmaceuticals administered to
the patient and supplies used to
care for him or her. Billings for in-
travenous care and laboratory tests
produce the next-highest number
of errors.

In some cases, however, errors
found in hospital bills are not in the
employers' favor. And, most of the
audit firms interviewed report to
the hospital cases of underbilling as
well as overbilling.

For example, last year when
Federal Express in Memphis,
Tenn., had Intracorp review a
$107,000 hospital bill, the auditors
found that Federal Express had
been undercharged by $5,000.

This "unfortunately brought our
net savings from auditing down to
less than one-half of 1% of our total
hospital bills," according to Bonnie
MeKeever, senior manager of
group insurance.

"With the exception of that bill,
our savings would have been closer
to 4% of our total hospital costs,"
she said. "If I could capture that
amount, I'd feel the audit program
is worth it."

Not all auditors, however, point
out undercharges in bills to the hos-
pitals.

"We feel it's the hospital's re-
sponsibility to produce a bill that's
accurate," according to Roger
Reedy, vp of sales for Republic Ser-
vice Bureau. "We're there working
for our client, not the hospital," he
added.

Unbilled charges can be found in
77% of all bills audited, says Equi-
fax.

Will hospital bill auditing even-
tually produce more correct hospi-
tal bills?

Yes, say some consultants. "I
think we're going to see hospital
administrators being tougher," ac-
cording to Allen DeGraw, a consul-
tant with Kwasha Lipton in Fort
Lee, N.J.

"They're going to crack down on
the kinds of errors being spotted by
auditors," he added.

As the number of hospitals being
audited increases, fewer errors in
billing should occur, he said.

But Republic Service Bureau's
Mr. Reedy disagrees. "When we
started doing hospital bill audits 12
years ago, I thought we'd be audit-
ing ourselves out of a job within a
few years," he said.

"But there's been no indication
that the kinds and amounts of

errors in hospital bills today are
any different than those we saw
five or 10 years ago."

However, some hospitals have
reacted to the growth in auditing of
their bills by charging exorbitant
audit fees.

"Most hospitals charge a nominal
fee to cover their time and effort of

supplying records," according to
June Novak, vp of American

Claims Evaluation.

"But, we've seen some outra-
geous fees. Some hospitals charge
from $5 to $15 per hour plus the
cost of benefits for the time an em-
ployee is made available to assist
with the audit. That can add up to
$500 to the cost of an audit," she
added.

"Most of our clients refuse to

pay exorbitant audit fees," said
Don Wilson, director of product
management for Intracorp.
"When a hospital's audit or fi-
nance departments try to block an
outside audit, the matter is usually
resolved by a call to the hospital
administrator."

"Some hospitals feel threatened,"
said Mr. DeGraw of Kwasha Lipon.
"They feel like they're being in-
vaded by auditors who are just
looking for mistakes in their bill-

As a solution to the conflict be-

tween hospitals and outside audi-
tors, Mr. DeGraw suggests sharing

r

the cost of the audit.

"Whoever comes out on top
should pay," he said. "If an audit
finds $1,000 in unbilled charges and
$500 in unsupported charges and
the cost of the audit is $300, why
not have the hospital, which is
coming out ahead, pay the cost of
the audit?"

The key to success in cost con-
tainment, he added, "is when
everybody wins."

At the American Hospital Assn.
in Chicago, Susan Melcer. senior
staff specialist in the department of
hospital finance, said that the deci-
sion on whether to charge audit
fees is at the discretion of the hospi-
tals.

In some cases, she said, "an ad-
versarial relationship does exist....
Some auditors are not experienced,
and the way they conduct an audit
may not be appropriate."

She said the AHA has prepared a
technical advisory bulletin on set-
ting policies for audits. .

Choose auditing company wisely
Before choosing a company to scrutinize employees' hospital bills,

employers should scrutinize the potential audit company.
When checking into an audit company, experts say, employers

should consider:

• Fee structure. Does the company charge an hourly fee, or is
there a flat fee per audit? Some companies charge on a contingency
basis, and the employer pays only when savings are uncovered.

• References: Get the names of benefit managers the company
has worked with and ask them about their experience with the firm.
Ask, for example, if their savings met their expectations.

• The audit itself. What kind of information will you receive-a
memo outlining your savings or a complete report, including a copy
of the actual audit? Does the report from the audit company give you
information and figures useful for compiling experience data?

• Qualifications. Who is doing the audit? Do auditors have a med-
ical background? What procedures does the company use?

This last point is especially important, noted June Novak, vp of
American Claims Evaluation Inc.

"The audit firm represents your company in dealing with a hospi-
tal. Determine that their manner of doing business is consistent with
your own company's ethics," Ms. Novak said. "You don't want to
alienate a hospital when your 6mployees will be needing its services
in the future."
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| datebook APRIL 9 Toxic Substances in the Workplace course m Chicago, sponsored by the Safety Training ment Programs, The College of Insurance, One In- Institute, National Safety Council, 444 N Michi-
Disclosure conference in Chicago. sponsored by Institute of the National Safety Council, $595 for surance Plaza-101 Murray St, New York, N Y gan Ave, Chicago, Ill 60611, 312-527-4800
the Illinois State Chamber of Commerce, $40 for members, $740 for non-members Registrar, Safety 10007,212-962-4111
members, $60 for non·members Also, April 11 m Training Institute, National Safety Councd, 444 N APRIL 25-26 A Brief Course in Ocean Marine
Springfield, Ill Carol Jenson, ISCC, 20 N Wacker Michigan Ave, Chicago, Ill 60611, 312-527-4800 APRIL 22-23 Basic Computer Security confer- Insurance in New York, sponsored by The Col-

MARCH 31-APRIL 3 1985 Corporate Benefits Drive, Chicago, Ill 60606,312 372-7373 ence m Chicago, sponsored by the American So- legeof Insurance, $145 Russel Fershleiser, Profes-Management conference in Orlando, Fla, spon- APRIL 16 Surety Claims '85-New Directions ciety for Industrial Security, $270 for members, sional Development Programs. The College of In-
sored by the International Foundation of Em- APRIL 10 1985 Public Employee Benefit in Suretyship conference in Seattle, sponsored by $360 for non-members Registrar, ASIS, 1655 N surance, One Insurance Plaza-101 Murray St,
ployee Benefit Plans, $500 for members, $575 for Plans workshop in Boston, sponsored by the In- CMA Consulting Group, $230 Also, April 18 m Fort Myer Dr, Arlington, Va 22209, 703-522-5800 New York, N Y 10007,212-962-4111
non-members Also, June 2-5 m Williamsburg, ternational Foundation of Employee Benefit Dallas, April 30 m Hartford, Conn Arlene
Va. and Aug 1821 m Lake Tahoe. Nev Regis- Plans, $140 for members, $1€5 for non-members Brower, Conference Coordinator, CMA Consult- APRIL 24-26 Advanced Computer Security APRIL 28-MAY 1.The 1985 National Council
trar. IFEBP. _8700 Bluemound Road, PO Box 69, Registrar, IFEBP, PO Box 69, Brookfield, Wis ing Group, 170 E Hanover Ave, Morristown, NJ Conference m Chicago, sponsored by the Amerl- of Self-Insurers meeting m Charleston, SC, $250
Brookfield, Wis, 53005-0069, 414-786-6700 53005-0069,414-786-6700 07960,201-267-7171 can Society for Industrial Security, $330 for mem- for members, $325 for non-members Registrar,

bers, $440 for non-members Registrar, ASIS, 1655 NCSI, 10 S Riverside Plaza, Suite 1530. Chicago,
APRIL 1-5 Loss Control Management seminar

APRIL 1142. Physical Security· Practice & APRIL 17-19 Systematic Incident Investiga- N Fort Myer Drive, Arlington, Va 22209, 703-522- Ill 60606, 312-454-5110
m Atlanta, sponsored by the International Loss
Control Institute, $695 Also, June 1044 m At- Technology workshop in Denver, sponsored by tion seminar m Sacramento, Calif, sponsored by 5800

the International Loss Control Institute, $420 APRIL 29-MAY 3 Accredited Safety Auditor
lanta Registrar, ILCI, P O Box 345, Loganville, the American Society for Industrial Security, $285

Registrar, ILCI, P O Box 345, Loganville, Ga APRIL 22-23 Asset/Liability Management seminar in Atlanta, sponsored by the International
Ga 30249, 1-810-554-6001, 404-466-2208 for members, $375 for non-members Registrar,

30249,1-800-554-6001,404-466-2208 Profitability and Risk in a Time of Change Loss Control Institute, $77550 Registrar, ILCI,ASIS Headquarters, 1655 N Fort Myer Drive,
Suite 1200, Arlington, Va 22209, 703-522-5800 conference in Washington, sponsored by Peat P O Box 345, Loganville, Ga 30249, 1-800-554-APRIL 2 Credit Enhancement Insurance APRIL 1849 Third Annual Financial Services Marwick and Darllng & Associates, $675 Also 6001, 404-466-2208

workshop m Dallas, sponsored by The Society institute in New York, sponsored by the Practising May 16-17 m New York, June 34 m San Fran-
of Cha rtered Property and Casualty Un. APRIL 14-19 Risk & Insurance Management Law Institute, $390 Registrar, 810 Seventh Ave, cisco, July 22-23 m Boston Registrar, Executive APRIL 29-MAY 3 12th International Assn of
derwriters, $95 for members, $120 for non- Society 23rd annual conference in New Orleans, New York, New York 10019, 212-765-5700 Education Department, 810 Seventh Ave. 28th Industrial Accident Boards and Commissionsmembers Also, May 3 m New Yorkand May 23 sponsored by RIMS, $545 for members, $645 for Floor, New York, N Y 10019, 1-800-762-3932 Workers Compensation college m Tucson, Ariz,
in Miami Coleen Mulhern, Society of CPCU, non-members, reduced fees for part of the confer- APRIL 18-19 Lessons from Success conference sponsored by IAIABC, $300 for members, $400 forKahler Hall Providence Road. Malvern, Pa ence RIMS, Conference Department, 205 E 42nd m Washmgton, sponsored by Tte American Assn APRIL 22-26 Managing Program Implemen- non-members Registrar, IAIABC College, P O
19355,215-251-2735 St, New York, N Y 10017

of Preferred Provider Organizations and Health tation seminar m Atlanta, sponsored by the Inter- Box 79109. Jackson, Miss 39336, 601-366-4582
Care Competition Week, $445 members or sub- national Loss Control Institute, $695 Registrar,

APRIL 3-5 Successful Retirement Planning APRIL 15-16 Practical Management Over- scribers, $490 for non-members or non-subsmb- ILCI, PO Box 345, Loganville, Ga 30249,1-800- APRIL 29-MAY 3 Assets Protection Course Il
Programs workshop m Boston, sponsored by Re- sight Risk Tree seminar m Sacramento, Ca.if, ers Conference Registrar, AAPPO, 4301 Connect- 554-6001, 404-466-2208 -Practical Applications m Atlanta, sponsored
tirement Adwsors Inc, $450 Also, April 24-26 in sponsored by the International Loss Control Insti- icut Ave, NW #139, Washington, D C 20008 by the American Society for Industrial Security,
San Francisco, June 26·28 in Chicago. Oct 1648 tute, $280 Registrar, ILCI, PO Box 345, Logan- APRIL 23-25 Laboratory Safety Course in Chi- $650 for members, $695 for non-members Regis-
in Kansas City, Kan, and Nov *8 in New York ville, Ga 30249,1-800-554-6001, 404-466-2208 APRIL 1849 A Brief Course in Reinsurance m cago, sponsored by the Safety Training Institute of trar, ASIS, 1655 N Fort Myer Drive, Suite 1200,
Registrar, 919 Third Ave, New York, NY, 212- New York, sponsored by The College of Insur- the National Safety Council, $375 for members, Arlington, Va 22209, 703-522-5800
421-2400 APRIL 15·19 Safety in Chemical Operations ance, $145 Laura Mekeon, Professional Develop- $470 for non-members Registrar, Safety Training

APRIL 29-MAY 1 Product Safety and Liabil-
ity workshop in Madison, Wis, sponsored by the

needs Department of Engineering and Applied Science,
$495 Professor Richard Moll or Diane Lange,
University of Wisconsin, Extension, Department
of Engineering & Applied Science, 432 N Lake
St, Madison, Wis 53706, 800-262-6243

coordination. APRIL 30. Environmental Impairment Liability
workshop in Spokane, Wash, sponsored by The So-
ciety of Chartered Property and Casualty Un-
derwriters, $60 for members, $75 for non-members
Coleen Mulhern, Society of CPCU, Kahler Hall,
Providence Road. Malvern, Pa 19355, 215-251-2733

Welcome GROUP-COMM®from Informatics. The comprehensive, MAY 1-3 «Coalition for the'8Os Investing Our
Political Capital" conference m Washington,
sponsored by the Assn of Private Pension andfully integrated software system your employees can master Welfare Plans, $350 for members ($380 after April
10), $385 for non-members ($415 after April 10)
APPWP, 1331 Pennsylvania Ave NW, Swte 719,in just two weeks. Washington, D C 20004, 202-737-6666

MAY 2-3 International Reinsurance Law con-

With the amount of paper that r---1 ference in London, sponsored by Union Interna-

 The greatest ofease. tionale des Avocats, British Insurance Law Assn
moves through your office, your and Business Law Communications Ltd, about

grunpd'?Jr575oorfsegtespgapte GROUP-COMM operates with $242 for members, about $270 for non-members
Registrar, Business Law Communications Ltd, 53

e
the greatest of ease, right from the Fleet St, London. EC4 1BY, 01-353-8154

departments with different systems
can only cause greater confusion
You get conflicting Information Late
billing. And other costly mistakes

f very start.
MAY 5-8. The Seminar for Non-Insurance Pro-J It can be up and running In less fessionals in New York, sponsored by The Col-

than a week, with little technical sup- lege of Insurance, $540 Laura Mckeon, Profes-

port from your DP department. And sional Development Programs, The College of In-
surance, One Insurance Plaza-101 Murray St,What your administration needs is It because GROUP-COMM speaks m New York, N Y 10007, 212-962-4111

a new level of timing, coordination plain English and Is remarkably easy
MAY HO Highly Protected Risk Propertyand teamwork. to learn, users can be fully produc- Conservation course m Long Grove, Ill, spon-

That's GROUP-COMM from tive In Just two weeksl sored by the Kemper Group, $400, free for
Kemper HPR-insured propeny owners Also. OctInformatics The fact is, GROUP-COMM makes 7-10 in Long Grove W P Thomas Jr, Manager,

GROUP-COMM. f
things easy all the way down the line Engineering Resesarch & Staff Development,

GROUP-COMM was developed as HPR Department, A-1, Long Grove, 111 60049,
312-540-3380

The synchronized solution. a Joint proJect between Informatics
and an independent user group This MAY 640 Fundamentals of Industrial Hr

giene Monitoring course m Long Grove, Ill,GROUP-COMMIs an administrative I
/f/\4\ group is still active today, providing sponsored by the National Loss Control Service

software system designed to help swift, strong support and system Corp, $500, 10% discount for two or more regis-l'XL I
Insurance companies administer a trants from the same company Also Sept 9-13enhancements exclusively for youproducts GROUP-COMM produces (5337 and Nov 11-15 in Long Grove John Garis,full range of group life and health -. r ...,D Informatics. NATLSCO, Long Grove, Ill 60049, 312-540-2026

MAY 940 Retail Security conference m Wash-premium bills, pays commissions
and handles collect,ons and account- Ld, 1 -x- -- rv'Y3 5 Proven in action. ington, sponsored by the Ameman Society for In-

dustrial Security, $295 for members, $385 for non-
members ASIS, 1655 N Fort Myer Drive, SuiteIng Simply Accurately Efficiently ( 3+.--.77&93--ic r--11 f GROUP-COMM is already a 1200, Arhngton, Va, 22209, 703-522-5800

All In one Integrated system \C:5f / smooth performer for third party
And that's just the start. MAY 13-15 Product Safety and Liability Pre-1 Ur' administrators and insurance vention The Role of Human Factors Engi-
In fact, you can't find a more com- companies across the U S A. neering seminar in Madison, Wis, sponsored by

the University of Wisconsin, $495 Professor Rich-prehensive solution to group admin- All completely Installed and fully ard A Moll, University of Wisconsin-Extension,istration Because GROUP-COMM'S -1 integrated by the pioneer In group 432 N Lake St, Madison, Wis 53706, 800-262-6243

extensive integrated database auto- --I
GROUP COMM ma proven performerin both large administration and claims And

MAY 1446 Petroleum/Chemical Fire Schoolmates and consol,dates a#daily and small companies across the USA backed by the fourth largest Inde- in Marinette, Wis, sponsored by Ansul Fire Pro-
operations of your business, includ- pendent computer software and ser- tection, $650 Also, June 11-13, June 24-26, July

16-18, Aug 20-22, Sept 10-12 and Oct 1-3, all mIng new business, contract admin- vices corporation worldwide. Marinette Sara Lambrecht, Ansul Fire Protee-
Istration, reinsurance and reports For more information on GROUP- tion, 1 Stanton St, Marinette, Wis 54143

Result? ming knowledge select from a series COMM, call Informatics' Director of
of screens to define coverages, MAY 21-23 Industrial Fire School in Marinette,Up-to-date, consistent informa- Sales & Marketing at (214) 231-1400 Wis. sponsored by Ansul Fire Protection, $650

tion across all lines of coverage. financial controls and re-insurance
or write to Informatics General Also, June 18-20, Aug 6-8, Sept 1749 and Oct

processing 74, all m Marinette Sara Lambrecht, Ansul FireReduced paperwork And greatly Corporation, 9441 LBJ Freeway, Protection, 1 Stanton St, Marinette, Wis 54143
improved productivity It even lets users define the terms Dallas, TX 75243

for multi-company processing MAY 30-31 Association Type Captives confer-Find out how easy it Is for your ence in Grand Cayman, Cayman Islands, spon-Power & flexibility for For even greater control of group group to stay on top sored by the government of the Cayman Islands,
administration, GROUP-COMM can prices range from $765 to $1,213, including regis-further control.
interface with these other important tration and three nights of accommodations Jae-

qui Mason, Captive Insurance Conference, Trans-Complete integration Isn't the only Informatics capabilities national Conference Centre, P O Box 69, Grand

special GROUP-COMM productivity • THE EXAMINER: The first claims Cayman, Cayman Islands, British West Indies, 7-
4666, Telex 4216 transitfeature adjudication system with single
JUNE 44 Utilities Fire School m Marinette,GROUP-COMM's powerful on-line screen entry and automatic eligibility
Wis, sponsored by Ansul Fire Protection, $650inquiry delivers accurate information verification. Links with GROUP- Also, July 30-Aug 1 and August 27-29, all in Ma-

fast to every department from cus- COMM for loss/ratio calculation, too rinette Sara Lambrecht, Ansul Fire Protection, 1
Stanton St, Marinette, Wis 54143tomer service to clerical. • THE CLAIM RECEIVER® The

Extensive editing capabilmes act fast, exclusive electronic claims link informatice The Datebook is compiled from notices sent toas a safety net, catching user errors to NEIC Business Insurance Notices should be sent at least
before they enter the database • THE CASE WRITER: The gr6up general corporation ® eight weeks in aduance to Datebook, Business In-

sumnce, 740 N Rush St, Ch:cago, m 60611 Bust-Then there's our comprehensive underwriting/proposal system that
Rates, Tables and Variables sub- lets your sales representatives illus- Special businesses ness Insurance reserves the nght to select meet-

ings of most interest to its readers and cannot
system It lets users with no program- trate benefit plans on the spot. need special solutions. guarantee that notices wiU be pnnted
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Call or Write for your
Plan's FREE Health Care

Cost Management Diagnosis
Mr Bart Creedon

Miller, Mason & Dickenson, Inc
One First Avenue

P 0 Box 867

Conshohocken, PA 1 9428

1 215 834 2192

6'WE CAN SAVE YOU 20% TO 30%

ON EMPLOYEE MEDICAL COSTS"

By preventing unnecessary and inappropriate medical
care through utilization review. we protect your health
care dollars. Utilization review is a program which moni-
tors health care to assure and promote the medical
necessity, appropriateness and quality of health care
and services rendered by health care providers and
practitioners.

We can save you health care dollars
through implementation of the following
programs:

• Ambulatory Care Review
• Catastrophic Claim Management
• Chiropractic Review
• Discharge Planning
• Home Health Care

• Hospital Utilization Review
• Out-Patient Alcoholism Treatment

• Post-Hospital Convalescence Review
• Podiatric Review

• Psychiatric Review
• Second Surgical Opinion
• Wellness Programs

For more information call or write:

HcipsHealth Care Review Systems, Inc.
The Health Care Management Company

From outside Ohio call:

1400-468-5123

210 LEADER BUILDING
EAST SIXTH & SUPERIOR

CLEVELAND, OHIO 44114
216-621-2090

From any Toll Charge Area In Ohlo call:
1-800-468-5124

Yes, I am interested in learning how to control our
companies health care costs.

Name/Title

Company

Address

City/State/Zip

Telephone No.

House panel to consider
national pension policy

By JERRY GEISEL washington
WASHINGTON A House sub-

committee will begin hearings this
week on how a national retirement
income policy can be shaped.

The March 21 hearing by the
Labor Management Relations Sub-
committee will focus on such broad

issues as the importance of em-
ployee benefits to workers and the
role of the private sector vs. the
public sector in providing those
benefits.

In addition to these broad issues,
the subcommittee also will con-
sider:

• What are reasonable retire-

ment income goals and what means
can be developed to achieve them?

• What should be the essential
components of a national retire-
ment income policy, including the
relative roles of governmental, in-
dividual and employer-sponsored
programs?

• Of what importance are wel-
fare benefits, such as health and
life insurance, in providing retire-
ment income security?

• To what extent should a na-
tional retirement income policy ad-
dress the areas of coverage, benefit
portability, vesting, retirement
plans vs. capital accumulation
plans, the role of Individual Retire-
ment Accounts in providing retire-
ment income, appropriate level of
retirement income and retirement
ages?

• How should a national retire-
ment income policy be imple-
mented and administered?

The hearing will begin at 10 a.m.
in Room 2175 of the Rayburn
House Office Building. The sub-
committee also has additional hear-
ings scheduled for April 2 and 3 at
10 a.m. in Room 2261 of the Ray-
burn Building.

Product liability bill
The Senate Commerce Commit-

tee this week will hold its first
hearing of the year on federal
product liability legislation.

The March 21 hearing is ex-
pected to focus on recent changes to
a federal product liability bill, S.

100, introduced by Sen. Robert
Kasten, R-Wis. (BI, Jan. 14).

Those changes, designed to in-
crease congressional support for
the bill, include deleting a provi-
sion in a similar bill-S. 44, intro-
duced by Sen. Kasten last session-
that said a manufacturer could be

hit with only one punitive damage
award for any single defect in a
product it produced.

In the current bill, a judge rather
than a jury would determine the
amount of punitive damages to be
awarded.

In addition, the bill has been
reworded to make clear that that it

does not apply to environmental
pollution incidents. like the release
of toxic gas at the Union Carbide
Corp. plant in Bhopal, India.

But, other provisions in the Kas-
ten legislation remain the same as
those in the bill that last year
cleared the Commerce Committee
but died on the Senate floor after a
threatened filibuster by Sen. Alan
Cranston, D-Calif.

For example, the current mea-
sure bars plaintiffs from suing
manufacturers if they are injured
by a capital goods product, like a
printing press, that was more than
25 years old at the time of the acci-
dent.

The bill also would bar suits filed
on the basis of strict liability in
cases where a plaintiff alleged that
an injury was caused by defective
product design.

Under strict liability, a plaintiff
only has to prove that a product
was defective; it is not necessary to
prove that the manufacturer also
was negligent.

The hearing will begin at 9:30
a.m. in Room 253 of Russell Senate
Office Building.

OPIC official named
Robert B. Shanks, a former Jus-

tice Department attorney, has been
named vp and general counsel for
the Overseas Private Investment

Corp., the federal agency that pro-

d. CLAIMS

PAYMENT
SYSTEM

vides political risk insurance to
U.S. companies investing abroad.

Before joining OPIC, Mr. Shanks
was a deputy assistant attorney
general at the Justice Department's
Office of Legal Counsel.

Mr. Shanks, who earned his law
degree from the University of Vir-
ginia School of Law in Charlottes-
ville, also was a law clerk to Su-
preme Court Justice William Bren-
nan Jr.

Malpractice crisis
The Assn. of Trial Lawyers of

America doesn't believe there is a
medical malpractice insurance cri-
sis.

According to an analysis pre-
pared by ATLA, a Washington-
based trade group:

• The cost of medical malprac-
tice insurance in 1983 was less than

one-half of 1% of total U.S. health
care costs of $355.4 billion.

• In 1983, the per-capita cost of
health care was about $1,500, of
which just $6.08 was for medical
malpractice insurance premiums.

• The average doctor spends
2.3% of gross income for malprac-
tice insurance, compared with 2.3%
on "professional car upkeep" and
1.2% on continuing education.

• Fifty-seven percent of doc-
tors spend less than $5,000 each
year on malpractice insurance
premiums, while 12% spend more
than $15,000.

Meanwhile, ATLA says it will
oppose any proposal to place limits
on contigency fee arrangements. In
that system, an attorney repre-
senting a plaintiff receives no fee
until he or she obtains an award for
his client, and then the fee is a per-
centage-often one-third-of the
award.

Such arrangements ensure that
accident victims can retain legal
talent to fight companies with
much bigger resources, ATLA says.

"How many of us could afford to
hire a lawyer on an hourly basis to

Continued on next page
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pursue a negligence case against
the vast resources of an insurance

company in a case which might re-
quire the expenditure of tens of
thousands of dollars just for ex-
penses?. . .Very few of us could
even start such a case," ATLA says.

Multiemployer plans
About 10% of multiemployer

pension plans surveyed by the
General Accounting Office are fi-
nancially distressed, and the GAO
says their collapse could wipe out
the Pension Benefit Guaranty
Corp.

The GAO study that 14 of 149
multiemployer plans could not
withstand further financial deteri-

oration without posing a substantial
risk to the PBGC's insurance pro-
gram, which guarantees workers'
and retirees basic benefits if their

plans collapse.
The 14 plans all were poorly

funded; had negative cash flow or
barely enough income to pay bene-
fits; and a declining number of ac-
tive participants.

For example:
• In the aggregate, the assets of

the 14 unnamed plans covered only
22% of their vested benefits.

Twelve of the plans were less than
50% funded and eight of the 12 had
funded less than 32% of their

vested benefits.

• In 13 of the 14 plans the num-
ber of working participants was de-
clining and in one plan there were
no participants who were currently
employed.

These 14 financially distressed
plans had $3.7 billion in unfunded
vested benefits, according to the
GAO. Their failure would over-

whelm the PBGC which, as of the
end of fiscal 1983 had $25 million in

assets in its multiemployer plan in-
surance program to pay benefits to
participants of collapsed multiem-
ployer plans.

The significance of this potential
liability and the effect that it could
have on the PBGC's multiemployer
insurance fund emphasizes the
need to improve the financial con-
dition of distressed plans, the GAO
said.

Seat belt laws urged
Mandatory seat belt laws should

be enacted by the states, an insur-
ance industry trade association
says.

Such laws are needed because

public awareness campaigns urg-
ing the use of seat belts have not
worked, according to Sally Ann
Kirkpatrick, senior legislative
counsel in the Washington office
of the Alliance of American In-

surers.

Speaking last month before the
House Appropriations Subcommit-
tee on Transportation, Ms. Kirkpa-
trick said the failure of public in-
formation programs to get people to
buckle up has made the mandatory
use laws necessary.

For example, Motorists Informa-
tion Inc., an organization formed
by U.S. automakers, spent some
$1.75 million in 1977 in the Detroit
area to promote belt use.

When the Department of Trans-
portation measured the effective-
ness of the 10-week campaign,
which included radio, television
and billboard ads, it found "no re-
sponse" to the effort, Ms. Kirkpa-
trick told the subcommittee.

By contrast, when a mandatory
seat belt law took effect in 1983 in

Great Britain, seat belt use shot up
to 95% from 40%, she said.

If all passenger car occupants
used seat belts at all times, some

12,000 to 15,000 lives could be saved
a year, Ms. Kirkpatrick said, citing
statistics compiled by the National
Safety Council.

111 vp appointed
Marc Rosenberg, a former con-

gressional staffer, is the new vp for

federal affairs in the Insurance In-

formation Institute's Washington
office.

Previously, Mr. Rosenberg had
been staff director on the House

Energy, Environment and Safety
Subcommittee. He also was a spe-
cial projects director for forrner
Rep. Charles W. Whalen, R-Ohio,
and closely followed product liabil-
ity issues.

The III is an educational and

public relations organization sup-
ported by property/casualty insur-
ers.

Budget office report
Social Security could garner

billions of dollars in payroll taxes if

b

newly hired state and local govern-
ment workers were covered under

the program, the Congressional
Budget Office says.

The CBO estimates that Social

Security revenues would increase
by more than $7 billion between
1986 and 1990 if all government
workers hired after Dec. 31, 1985,

were brought under the Social Se-
curity system.

Under the Social Security
Amendments Act of 1983, state and

local governments no longer were
allowed to opt out of Social Secu-
rity. However, the amendments did
not require state and local govern-
ments that never signed up or al-
ready had left Social Security to
join the program.

Currently, about 70% of state and
local government employees are
covered by Social Security, the
CBO says.

Also, the CBO, which is Con-

gress' research arm, estimates en-
actment of a Treasury Department
proposal to cap tax-free health in-
surance premiums would increase
federal income tax revenues by
$35.3 billion between 1986 and 1990
and would boost FICA tax reve-

nues by $14.1 billion during the
same period.

Under the Treasury's tax simpli-
fication plan, employers' health
care costs that exceed $175 a month

for family coverage and $70 a
month for individual coverage
would be included as taxable in-
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come to employees (BI, Dec. 3,
1984).

The CBO notes that proponents
of a health care tax cap say that
providing tax-free health care ben-
efits to workers has unnecessarily
increased the demand for health

care services and thus driven up
medical costs.

The opponents argue, among
other things, that the tax would be
unfair to workers who live in geo-
graphic areas with high health care
costs, according to the CBO. Those
workers would more likely be cov-
ered under group health care plans
in which the employers' health in-
surance premium exceeded the cap
than workers who live in areas

with low health care costs. .

ERISA makes you an easier target forlawsuits.
So get new; broadprotectionfrom F&D.
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Corporation's

Assets

Target
Plan Manager's
Personal Assets

Taget:
The Plan's
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The passage of ERISA made it easier for Pension and Benefit Plan Managers to be
sued. At stake are their personal assets, as well as the assets of their employer and the Plan.

F&D Fiduciary Responsibility Insurance was created to cover these
Thespecific financial risks. Ask your insurance agent or broker to contact

our local office. Or, if more convenient, you may write: FRI Information, BfD)
Fidelity and Deposit Company of Maryland, RO. Box 122Z Baltimore,
Maryland 21203.
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CARRIER PERFORMANCE ANALYSIS
Insurance cost control and
claims auditing for employers.
We're experienced in random and targeted
audits of your claims administrator or
insurance carrier with accuracy and efficiency.
For more information on this and other cost
containment services, write:

Bcorripar¥c.
Employee Benefits Consultants
Hampden Point, Suite 300 or call:
3443 South Galena Street
Denver, Colorado 80231 Jane Gruhl

(303) 696-6677 1-800-525-8056

Compensation not sufficient,
Brooks & Dooley members say

By STACY SHAPIRO

LONDON-A proposal by
Lloyd's of London managing
agents Brooks & Dooley (Under-
writing) Ltd. to pay syndicate
members about 2 million pounds
($2.14 million) to compensate them
for the alleged misappropriation of
syndicate funds is not sufficient, a
syndicate member says.

About 400 Lloyd's members be-
longing to syndicates managed by
Brooks & Dooley say they still plan
to go to court to reclaim the money
the names believe they are owed.

"We intend to commence legal
proceedings, if only as a formality,"
said Mark Farrer, chairman of the
names' committee financing the

court action.

"We do not find the Brooks &

Dooley offer terribly convincing
without full disclosure of the facts.
And, there has never been full dis-
closure of the facts," he said. "The
proposal is a helpful step forward
and shows that they are moving in
the right direction, but they have
some way to go," Mr. Farrer added.

The syndicate members will base
their litigation on the findings of a
Lloyd's disciplinary committee that
last year charged that Lloyd's un-
derwriters Raymond Brooks and
Terence Dooley benefited from
reinsuring the syndicate with Fi-
dentia Marine Insurance Co. of
Bermuda (BI, July 16, 1984).

Lloyd's has expelled Mr. Brooks

Getalock

on theboo ing
401(10

\

business.

It shouldn't surprise anyone that
401(k) plans are rapidly becoming
the most popular type of vol-
untary contribution program
among companies of all sizes.
By offering employers a low cost
retirement plan and employees
a chance to save on a tax deferred
basis, 401(k) plans appeal to a
wide segment of business.

Flexible Investment Annuity (FIA)
from The Bankers Life of Des Moines
is a product you can add to your
portfolio to get this growing
business on your books, right now.
Its investment options and services make it
especially attractive to employees and it is an
easy program for any company to manage and
administer.

Here are some of the benefits that
distinguish HA from other pension or profit
sharing products:
• Earnings on fixed income deposits at current

high rates are set for five full years. Individual

THE

BANKERS 
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BANKERS LIFE COMPANY DES MOINES, IOWA 50307

account values do not fluctuate
for the period. Each year a new
rate of return is established for
new deposits.
• Participants have a choice of

investment options... fixed
income, equity, real estate, or
money market fund.

 0, · , • Full record keeping and in-vestment-only versions are
compatible with employee
voluntary contributions
encouraged by the 1981

Tax Act.

• Total plan services include indi-
vidual participant records, annual reports, and
booklet printing. The employer is relieved of
the record keeping required in other plans.

• Benefit options include annuities or lump
sum cash.

FIA may be used with a new program or an
existing plan. To learn more, mail the coupon
below or call your Group Office of The Bankers
Life of Des Moines, listed in the Yellow Pages.
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as a member of the marketplace,
while Mr. Dooley has been tempo-
rarily suspended (BI, Dec. 17, 1984).

The money offered to syndicates
will be raised by liquidating Fiden-
tia and its sister company, Coral In-
surance Co. Ltd.

Last summer, the disciplinary
committee's inquiry estimated
transactions between the Brooks &
Dooley syndicates and Fidentia
from 1970 to June 1983 generated
for Fidentia a net profit of 6.2 mil-
lion pounds ($6.6 million). Some
syndicate members say this is what
Brooks & Dooley should pay them.

In two letters to the members
written last month, Brooks & Doo-
ley Underwriting Chairman Jack
Alston explained the proposal to
pay the 2 million pounds and why
the proposed settlement is smaller
than the 6.2 million pounds of
profit allegedly reaped by Fidenita.

The proposal has already been
approved by Coral Trust in Ber-
muda, owner of Coral Holdings,
which, in turn, is the holding com-
pany of Fidentia, Coral Insurance
Co. Ltd. and Court Agencies Ltd.,
confirmed James Pearman, a part-
ner with the Bermuda law firm of
Conyers, Dill & Pearman.

The agreement has also been ap-
proved by the directors of Fidentia
and Coral Insurance, he said.

"These are suggestions for con-
sideration," said Mr. Pearman, who
is a trustee for Coral Trust and a
director of Fidentia and Coral In-
surance. "We have no idea what re-
sponse we will get from the names
or from Mr. Brooks."

Under the proposal, outlined in
the first letter by Mr. Alston:

• The trustees, the board of Fi-
dentia and the board of Brooks &

Dooley Underwriting maintain
that they have no legal liability to
the names for any of the matters
referred to in the Lloyd's disciplin-
ary committee report on Fidentia.

• Fidentia and Coral Insurance

will be liquidated, "with the lion's
share of any eventual surplus made
available to the names."

Coral Insurance will first be liq-
uidated and will pay-with a con-
tribution from Brooks & Dooley
Underwriting-600,000 pounds
($642,000) to the members.

Then, Fidentia will be liquidated
"as soon as practicable." Because it
conducts business with companies
other than the Lloyd's syndicates
in question, the insurer cannot im-
mediately be liquidated.

"The directors would find it im-

possible to evaluate reserves for the
recent business, other than at a
level that would prohibit the re-
lease of any funds to the names,"
Mr. Alston said. Therefore, Fiden-
tia's business will be run off during
a three-year period.

"Current indications are that the
eventual surplus (in Fidentia)
would be in the region of $1 million
to $1.5 million," subject to fluctua-
tions for additions to loss reserves,
according to the letter.

• Members will be invited to ap-
point a director to the board of Fi-
dentia to represent their interests.

Mr. Alston said he wishes more
money were available to the
names, but he pointed out in the
subsequent letter that claims must
be paid.

The 6.2 million pounds of profit
cited in the Lloyd's report will be
cut significantly by claims pay-
ments, he said, adding that the
profit cited in the Lloyd's report is
misleading because it is only an es-
timate, based on the amount of in-

terest of certain reinsurance trea-
ties collected.

Mr. Alston also told Business In-

surance, "You can only get out of a
person what is in the handbag. Our
offer is what is in the handbag." .
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Sturge may list stock on London exchange
By STACY SHAPIRO london line

LONDON Sturge Holdings
P.L.C. may be the first Lloyds of
London underwriting management
agency to be listed on the London
Stock Exchange.

"The board has agreed that we
should approach the stock ex-
change about obtaining a listing by
way of an introduction," Sturge
Chairman David Coleridge re-
cently told Sturge stockholders.

"This we plan to do this year,"
said Mr. Coleridge, who is also ju-
nior deputy chairman of Lloyd's.
"Dealings in our shares should then
be much easier than they have
been under the present rather re-
stricted market."

Last May, Sturge offered a lim-
ited number of shares to Sturge
directors and their immediate fam-

ilies; Lloyd's members that use
Sturge as their members' agency;
and a select number of financial in-
stitutions. Now, more than 25% of
Sturge's equity is outside the con-
trol of its directors, Mr. Coleridge
said.

Listing the company on the stock
exchange will allow anyone to buy
shares, although Sturge is not issu-
ing new shares.

Also, last year, Sturge's capacity
for its managed syndicates in-
creased by 100 million pounds
($1.07 million) to 413 million
pounds ($441.9 million), including
the recent acquisition of another
agency, R.A. Edwards & Co. (Hold-
ings) Ltd. (BI, March 11).

MOST EXPERIENCED

SUPERIOR SERVICE

"We anticipate this trend (of in-
creased capacity) will continue, as
considerable additional capacity for
1986 will be needed to take account

of both the decline in sterling
against the dollar and the hard-
ening of insurance premium rates,"
Mr. Coleridge said.

Howden growth
The glut of insurance business

coming to London this year has
prompted Lloyd's of London bro-
ker Alexander Howden Ltd. to
double its claims and administra-
tive staff.

The wholesale brokerage arm of
Alexander Howden Group P.L.C.

STATE-OF-THE-ART TECHNOLOGY

FLEXIBILITY IN PLAN DESIGN

There are many companies who would like to achieve prescrip-
tion drug program savings in 1985.

National, a pioneer of Mail Service Prescription Drug Programs,
has a system to quickly and efficiently design and install the
cost containment plan you need-when you need it.

National, the industry leader serves Corporations, Health and
Welfare Funds, Third Party Administrators and Associations
with prescriptions by mail.

has also named a new deputy
chairman.

"We are expanding the com-
pany's resources to match the re-
cent significant increase in busi-
ness," said Dennis L. Mahoney,
chairman of Alexander Howden
Ltd.

"(Howden wants to) maintain a
fast, responsive service for clients
6n the process settlement of
claims," he said. "We have also
strengthened the technical and
documentation division so that all

functions run smoothly and effi-
ciently, from the analysis of under-
writing information and prepara-
tion of submissions to underwriters,
to issuance of cover notes and pro-
cessing of policies."

As a wholesale insurance bro-
ker, Alexander Howden Ltd. deals
with other brokers around the

' ' P>tiona
Write or call the National Sales Department for details.
Outside New Jersey: 1-800-631-7780 Inside New Jersey: 1-800-562-6923 '
(Alternate Nwnber: 201-791-8200)

NATIONAL PHARMACIES, INC. 491 Edward H. Ross Drive, Elmwood Park, N.J. 07407 PHARMACIES

world that want to place business in
the London marine, non-marine,
aviation and some reinsurance
markets.

In addition to increasing staff,
Alexander Howden Ltd. has ap-
pointed Bernard D. Steinart as dep-
uty chairman. Before he joined
Howden in 1984, Mr. Steinart spe-
cialized in placing utility risks at
MeGriff, Seibels & Williams Inc. of
Birmingham, Ala.

In addition to these changes, the
Alexander Howden Group ap-
pointed Francis N. Maijoribanks as
chief financial officer and director

of the group. Mr. Marjoribanks,
who has been with Howden since

1983, previously was with accoun-
tants Deloitte Haskins & Sells in
London.

U.S. invasion

The London market is swarming
with American executives and risk

managers looking for capacity that
they cannot find in the United
States.

For example, a big team of bro-
kers from Marsh & McLennan Inc.

accompanied an entourage from
Union Carbide Corp. to try to place
Carbide's portions of its umbrella
liability insurance coverages (BI,
March 11).

Apparently the group, which
created a stir in the market, filled
one underwriter's board room.

In addition, sources in the Lon-
don market report that officials of
American banks also are arriving
in London in search of fidelity and
other types of coverage.

Still, brokers in Lodnon feel this
is only the beginning of the surge
of Americans who will be flying to
London to place their insurance
this year.

"It isn't an avalanche yet, and we
will see more as the year goes by,"
said one Lloyd's of London broker.
"There was a lull after Jan. 1 re-

newals between mid-January and
mid-February. Now we are seeing
more business come in.

"But, is the market willing to
take all the business?" he asked.

The answer isn't in yet.

New rules announced
Britain's Department of Trade

and Industry has established new
rules for winding up insurance
companies in England and Wales.

The new rules, which became
effective March 1, replace the ex-
isting winding-up provisions in
the Insurance Companies Act of
1958.

Among the changes are new
rules that deal with life insurance
policies, said a Department of
Trade spokeswoman. Previously,
life insurance policies were consid-
ered part of an insurance com-
pany's assets when an insurer was
liquidated.

Now, however, the new rules
separate life insurance business
from the rest of the business of an
insurance company being liquid-
ated. The liquidator must honor the
life insurance policies unless the
British courts decide that payment
can be stopped, the spokeswoman
said.

Firm to be wound up
The Department of Trade and

Industry wants to wind up a com-
pany that sold extended warranty
insurance in Manchester, England.

The department has announced
that it will petition for the compul-
sory winding up of the company,
Bloomside Ltd., in High Court
April 22. The court has appointed
an official receiver to act as provi-
sional liquidator until the hearing.

Bloomside is not an authorized

insurance company, the depart-
Continued on facing page
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ment said.

Bloomside offered extended war-

ranty insurance through an esti-
mated 1,400 retailers to thousands
of people who bought home appli-
ances and wanted to extend the
manufacturers' warranties. Ac-

cording to the Department of Trade
and Industry, some 55,000 of these
warranties are still in force.

Ransom insurance

The British government is con-
sidering banning the sale of kidnap
and ransom insurance in Northern

Ireland offered by Lloyd's of Lon-
don and other British un-
derwriters.

During a recent debate in the
House of Commons, Parliament
member John Hume asked Douglas
Hurd, secretary of state for North-
ern Ireland, whether Mr. Hurd in-
tended to ban the sale of kidnap
and ransom insurance in Northern

Ireland. Mr. Hume said the policies,
which cover ransom payments, are
"a positive encouragement to kid-
napping and other such terrorist
activities.'

Mr. Hurd replied that the British
government is looking into the pol-
icies. He said he has heard argu-
ments both for and against the cov-
erage.

Lloyd's underwriters have con-
tacted the government, giving rea-
sons for allowing the policies, a
Lloyd's official said.

Survey of benefits
The employee benefit division of

Lloyd's of London broker Reed
Stenhouse Financial Services Ltd.

is surveying more than 700 multin-
ationals in the United Kingdom to
determine such things as how
many use multinational pools for
their benefit plans and what kinds
of benefits are provided to employ-
ees both in Britain and overseas.

"Our research to date indicates

that very few U.K.-based multina-
tional companies have been able to
take advantage of the potential cost
savings which would flow from
multinational pooling of their in-
sured employee benefit plans," said

Study says smoking
doesn't hinder work

PRINCETON, N.J.-Many insur-
ance managers believe that smok-
ing in the workplace does not hin-
der employee productivity, a recent
survey indicates.

Insurance managers, along with
financial and real estate managers,
were among some 2,000 first-line
supervisors and local union offi-
cials included in the survey by Re-
sponse Analysis Corp.

Fifty-five percent of insurance,
financial and real estate managers
who responded to the survey said
that smoking while working does
not have a significant impact on
employee productivity.

In addition, 77% of respondents
said that smoking during work
breaks has little effect on produc-
tivity.

And, most of the respondents
said that employers should not dis-
criminate against smokers when
hiring. Eighty-eight percent said
they disagreed with the statement:
"Not hiring people simply because
they smoke makes sense."

Of those respondents who said
their busineises do not have smok-

ing regulations, 50% said a ban
would not affect morale.

"We believe that those we inter-

viewed for the survey are uniquely
qualified to make sound judgments
concerning smoking's effect on
productivity," said Alfred Vogel,
senior vp at Response Analysis,
who directed the research.

"First-level managers directly
observe employees all day long,
and must be particularly sensitive
to factors influencing productiv-
ity," he said. .

Andrew Dawson, director of the
international division of Reed
Stenhouse Finance.

"(There are) savings which
might typically be 7.5% to 10% of
annual costs."

The survey has two parts, Mr.
Dawson said. The first part covers
how British-based multinationals

deal with employee benefits in the
United Kingdom and the com-
panies' attitudes toward the kinds
of benefits British employees
should receive.

The second part covers what
kinds of benefits British-based

multinationals provide to their
overseas employees.

So far, 35 companies have an-
swered the suk·vey, but no conclu-
sions have yet been reached. Mr.
Dawson hopes about 70 companies
will answer the survey by the
deadline, which is today.

Reed Stenhouse Financial's em-

ployee benefits division is the sec-
ond-largest benefit consultant in
Britain, according to Mr. Dawson. .
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National Employee Benefits Institute conference

PBGC opposes excise tax on asset reversions
By JERRY GEISEL

ATLANTA-The Pension Bene-

fit Guaranty Corp. is opposed to the
Treasury Department's plan to im-
pose an excise tax on reversions
from terminated overfunded pen-
sion plans, a top PBGC official
says.

The special excise tax on revers-
ions, which is one of many provi-
sions in the Treasury Department's
radical plan to simplify the tax

code (BI, Dec. 3,

1984), was not
cleared with the

PBGC or any
other federal

agency, says Ro-
tv h derick J. O'Neil,

associate execu-

tive director at

the PBGC.

Mr. O'Neil
Mr. O'Neil told participants

at the National

Employee Benefits Institute con-
ference in Atlanta that an excise

tax on plan reversions is "chilling
and totally counterproductive."

If legislators seriously consider
the tax, it could accelerate termina-
tions of pension plans by employers
that want to recapture excess assets
before they are hit with the excise
tax, he said.

"I hope this item will not become
part of the president's (tax reform)
proposal and will not see light on
Capitol Hill," Mr. O'Neil said.

Congressional attempts to restrict
pension plan terminations also can
backfire, Mr. O'Neil noted.

For example, when Rep. Edward
Roybal, D-Calif., introduced legis-
lation last year that would have

made it virtually impossible for fi-
nancially secure companies to ter-
minate overfunded plans, more
companies began to consider termi-
nations before it was too late, he
said.

"We may now be seeing a rush
out the door caused by the very
people who seek to prevent" termi-
nations of overfunded plans, Mr.
O'Neil said. He noted that termina-

tion filings increased sharply after
the Roybal and Treasury Depart-
ment proposals were unveiled.

Mr. O'Neil touched on a wide va-

riety of other pension issues in his
address, entitled "A National Pen-
sion and Benefit Policy: PBGC's
Perspective."

For instance, Mr. O'Neil said:
• The PBGC is continuing to

study whether "risk-related" ter-

Meeting draws
100 employers
ATLANTA-More than 100

employers attended the Na-
tional Employee Benefits In-
stitute conference, held March
4-5 in Atlanta.

The NEBI, a benefits lobby-
ing group based in Washing-
ton, was formed in 1977 to
keep employee benefit manag-
ers up to date on benefit issues
in Washington and to help
managers communicate with
their legislators, said NEBI Ex-
ecutive Director Richard A.

Van Deuren, who also is an at-
torney with Reinhart,
Boerner, Van Deuren, Norris
& Riselbach in Milwaukee.

Most of NEBI's approxi-
mately 100 members are mem-
bers of the Fortune 1,000, Mr.
Van Deuren said.

More information can be ob-

tained by contacting NEBI at
2550 M St. N.W., Suite 785,
Washington, D.C. 20037; 800-
558-7258.

mination insurance premiums are
feasible. Currently, all employers
with defined benefit plans-re-
gardless of the financial condition
of their pension plans-pay the
PBGC the same annual premium,
which is currently $2.60 per plan
participant.

The revenues generated by those
premiums are used by the PBGC to
guarantee workers and retirees
their basic retirement benefits

when companies fail and lack suf-
ficient pension plan assets to pay
benefits.

• The PBGC doesn't have

enough assets to pay benefits to
participants in terminated plans
the agency has taken over. To fi-
nance future benefit payments, the

'1 hope this (excise tax on pension plan
reversions) will not become part of the

president's proposal and will not see light on
Capitol Hill,' says Roderick J. O'Neil, associate

executive director of the PBGC.

PBGC is asking Congress to raise
the annual termination insurance

premium to $7.50 per plan partici-
pant.

• Along with a premium in-
crease, the PBGC will ask Congress
to pass legislation now being
drafted, to make it more difficult

for employers that intend to stay in

business to terminate underfunded

plans and shift the liabilities to the
PBGC.

• Defined benefit p ans, despite
a recent reputation of being old-fa-
shioned and cumbersome, are not

dinosaurs. In fact, def.ned benefit
plans continue to grow, a reflection
of the fact that "this is the best type

of plan which can statisfy employer
and employee needs," Mr. O'Neil
said.

The risk-related premium issue
dates back to 1974 when Congress,
n establishing the PBGC, decided
rhat employers with pension plans
-would all pay the same termination
nsurance premium to the PBGC.

At that time the annual premium
was $1 per plan participant.

In 1978, the annual PBGC pre-
mium was boosted to the current

$2.60 per plan participant, and now
-he PBGC is seeking a further in-
erease to $7.50.

As the premium employers pay
-ncreases, more and more employ-
ers say it is unfair that a company

Continued on facing page
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Continued from facing page
with a well-funded pension plan
that poses no risk to the PBGC in-
surance system should pay the
same premium as a company with a
poorly funded plan.

Those employers say premiums
should be based on a pension plan's
funding level. Employers with
well-funded plans would pay less
than companies with poorly funded
plans.

The PBGC now is studying
whether a risk-related premium
system is feasible and expects to
make recommendations to Con-

gress later this year. That study
was ordered by Congress when it
passed the Multiemployer Amend-
ments Act, the 1980 law that makes
employers that withdraw from un-
derfunded multiemployer pension
plans liable for paying a share of
those plans' liabilities.

While Mr. O'Neil expressed sym-
pathy with the concept of risk-re-
lated premiums, he noted that such
a system-if not designed properly

'Dismantling or constraining the private pension
system in favor of other forms of savings

plans. . .in pursuit of some short-term revenue
gain, will be detrimental to. . .the long-term health

of our economy,' says the PBGC's Mr. O'Neil.

-could overwhelm the adminis-

trative resources of the PBGC,

which is a relatively small federal
agency with less than 500 employ-
ees.

"One nightmare we hope to
avoid is a system of individual risk-
rating of each of the 112,000 plans
we insure, and the consequential
issuance of official governmental
financial ratings of 112,000 private
enterprises," he said.

If the PBGC were required to in-
dividually rate every pension plan
it insures, the agency would need
250 more employees and $20 mil-
lion more in revenue to pay for the

higher administrative costs, Mr.
O'Neil said.

Although risk-related premiums
will be considered in the future, the

PBGC is pressing Congress for an
overall increase in premiums right
now.

More premium income is needed
because, as Mr. O'Neil puts it: "The
PBGC's present assets and sources
of income are inadequate to meet
our future commitments."

The income generated by the
$2.60 premium has turned out to be
inadequate because the PBGC is
paying out more benefits than an-
ticipated because of the takeover of

Our Cost Control Reports
will give you the answers.

If you have 100 or more employees
in your company, our new Cost Control
and Management Program can sharply
reduce your group health costs. It's easily
the most advanced cost control program
available today.

Our program features a series of
state-of-the-art cost control and manage-
ment reports. Five separate reports in all:
Cost Savings Report, Percentage/Dollars
Spent Report, Hospital Utilization Report,
Surgery/Physician Charges Report, and
Highest Service Utilization Report.

These reports are designed to com-
pletely analyze your health insurance
usage patterns and pinpoint areas of over-
expenditure. Our trained specialists will
consult with you in using these reports to
develop specific cost savings programs.
They can also help self-funding companies
utilize these tools to lower employees'
health care costs.

For larger companies, weVe developed
PM-Meduse: This highly sophisticated
health information system heralds a new
era in analytic reporting. It results in
specific programs to lower your group
insurance costs.

To go along with our reports, weVe
developed a whole series of cost cutting
measures.

First, we've implemented tough audit-
ing programs to make sure claims
are accurate and health care costs are fair

and reasonable. Through our Hospital

a number of large underfunded
pension plans, including large
plans sponsored by Dallas-based
Braniff International Corp. and
White Farm Equipment Co. in Oak
Brook, Ill.

At the end of September 1984,
the PBGC's deficit stood at $462
million.

Unless Congress acts soon on the
premium increase, the deficit will
continue to grow. By 1989, the defi-
cit is projected to increase to about
$1.3 billion, and it could top $5.5
billion in 1999.

"Obviously, if no action is taken,
we will be mortgaging that much
more of our workers' future," Mr.
O'Neil said."

Coupled with the PBGC's re-
quest for a premium increase will
be a move for comprehensive legis-
lation to make it more difficult for

employers to shift their pension lia-
bilities to the PBGC, according to
the agency.

Under the Employee Retirement
Income Security Act, the PBGC

We're now in the process of establishing
Preferred Provider Organizations (PPOs).
We're starting in California, and expanding
throughout the nation. Basically, it means
we'll be formalizing arrangements with
doctors and hospitals that hold down
costs.

We'll show you that it pays to get second
opinions for surgery. You'd be surprised
how much surgery second opinions elimi-
nate. And we don't have to tell you what

the cost of surgery is. This often helps
lower the cost of your insurance.

WeVe implemented a nationwide
system of computer terminals that pro-
cesses claims right on the spot. It greatly
reduces the operating costs involved in
processing insurance claims. And weVe
established an Employee Health and
Cost Awareness Program. By educating
employees about health care, we can
help them make a contribution toward
lowering insurance costs.

If you have 100 or more employees
in your company and you're not taking
advantage of PM's Cost Containment and
Management Program, you're missing
a tremendous opportunity to reduce your
insurance costs. So call Pacific Mutual

toll free or send in the coupon below.

(800) 772-4312 Ext. 311

| Send to:
Audit Program weVe realized a savings of 
over one half million dollars. Our Dental , PACIFIC mUTUAC i
Care Review Program puts dental profes
sionals to work reviewing claims to make
sure they are reasonable and necessary.
This program alone saved our policy-
holders over $2 million last year. And our
Chiropractic Utilization Review keeps
chiropractic costs in line.

SMMEDUSE is a service mark o- The Health Data Institute Inc.
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 700 Newport Center Drive, Newport Beach, CA 92660
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has a right to the assets in the ter-
minated plan as well as 30% of a
company's net worth.

Since the timing of the termina-
tion is up to the employer, a com-
pany can fold a pension plan when
it has little or no net worth. As a

result, some companies might be
able to dump their underfunded
pension plans onto the PBGC at a
comparatively low cost and then
start a new retirement plan.

To curb that loophole in the
PBGC insurance program, the
PBGC probably will propose that
terminations of underfunded plans
will be restricted to companies
"truly" in financial distress, Mr.
O'Neil said.

Those companies then would
have to work out an arrangement
with the PBGC, giving the agency
a share of future profits to pay for
unfunded benefits.

"This is a proposal similar to any
private industry arrangement of fi-
nances between debtors and credi-

tors," Mr. O'Neil said.

Although the PBGC is facing
problems in the future-such as its
huge deficit and a Congress that
hasn't acted on the agency's previ-
ous requests for premium hikes and
changes in its insurance program-
all is not gloom and doom in the
nation's retirement plan network,
Mr. O'Neil noted.

To those who say that defined
benefit plans are a thing of the past,
Mr. O'Neil has a message: It isn't
true.

The number of defined benefit

plans continue to grow, he said. In
fact, since the passage of the Em-
ployee Retirement Income Security
Act of 1974, the number of new de-

fined benefit plans has exceeded
terminations in every year except
in 1976. In 1976, terminations were

unusally high because many
ERISA rules went into effect then

and many employers folded their
defined benefit plans rather than
meet those new rules.

Mr. O'Neil said defined benefit

plans will continue to grow because
of what he described as their supe-
riority to defined contribution
plans.

In defined benefit plan, there is a
promise to pay a specific benefit at
a certain date. That promise is
backed by the PBGC insurance
system, he said.

By contrast, in a defined contri-
bution plan, the employer only
promises to contribute a certain
amount to the plan, which places
the risk of investment performance
of the plan on participants.

"The consequences can be disap-
pointing, or even tragic, if invest-
ment performance does not live up
to the participant's hopes, or if the
participant chooses to retire in a se-
verely depressed market," Mr.
C)'Neil said.

The future of the nation's pen-
sion plans hinges on the outcome of
a debate in Washington over
whether contributions to retire-

ment plans should continue to re-
ceive favorable tax treatment, Mr.
O'Neil said.

"The basic tax arrangements that
encourage pension savings and
pension plans may be called into
question," Mr. C)'Neil worries.

"Dismantling or constraining the
private pension system in favor of
other forms of savings plans, as
some have suggested," or eliminat-
ing tax incentives "in pursuit of
some short-term revenue gain, will
be detrimental to employees, em-
ployers and the long-term health of
our economy," Mr. O'Neil pointed
out.

He said a dismantling of pension
plans would inevitability lead to
more dependence on the Social Se-
curity program. And, Social Secu-
rity recently flirted with
bankruptcy before Congerss took
steps to shore it up, including
higher payroll taxes.

"Do you think Social Security
can afford the long-term costs that
such steps would entail?" Mr.
O'Neil asked. .
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and that means costly business interruptions
But take heartl Ansul, the world's leading
manufacturer of fire protection equ,pment and
systems, has developed ingenious, new,
cost effective solutions that you should know about

Write for our new, useful (and free) booklets
"Guide to Fire Protection"and "Facts About

Protecting Electronic Equipment Against Fire

Ansul, Dept l E, Marinette, WI 54143
Or Call (715) 735 7411

Congress may enact law
to speed vesting: Chandler

By JERRY GEISEL

ATLANTA-Requiring employ-
ers to offer more-rapid vesting
schedules in their retirement plans
could be the next pension change
Congress makes, a congressman
predicts.

Rep. Rod Chandler, R-Wash.,
predicts Congress will consider
whether the 10-year vesting sched-
ule, the standard in the over-
whelming majority of pensian
plans, is fair to workers who
change jobs frequently.

"I can promise you that pressures
will develop (in Congress) for vest-
ing changes," Rep. Chandler told
the National Employee Benefits In-
stitute conference in Atlanta.

Rep. Chandler ia frequently re-
ferred to by benefi: lobbyists as the
"next Erlenborn,» a reference zo
former Rep. John Erlenborn, the
Illinois Republican who became
known as a pension expert during
his 20 years in Congress.

Mr. Erlenborn retired from Con-

gress earlier this year to join a law

firm, and benefit lobbyists have
worried that his expertise on pen-
sion issues will be hard to replace.

Like Mr. Erlenborn, Rep. Chan-
dler serves on the House Education
and Labor Committee, which has

jurisdiction on
:3 pension issues.

And, his speech
at NEBI indi-

1# 1, F cates that Rep.

was first elected

Y Chandler, who

to the House in

1982, already has
developed a

 deep interest in
Mr. Chandler employee bene-

fit plans.
Rep. Chander spoke on a wide

range of benefit topics, including
the need for a national retirement

income policy, why lump-sum pen-
sion benefit distribution rules

should be tightened, the financial
problems of the Pension Benefit
Guaranty Corp. and the need to re-
dice employer pension plan re-
porting burdens.

Rep. Chandler noted, for exam-
ple, that despite the enormous
growth of pension plans since
World War II, some fundamental
questions about pensions have not
been addressed by policymakers.

"We need to think through a na-
tional retirement income policy,"
he said. Such a policy, he said,
would address such questions as:

• Are pension plans for retire-
ment only?

• How should vesting schedules
be designed?

• What should the federal gov-
ernment do to encourage employ-
ers to provide pension plans?

Demographic changes that will
put new pressures on all retirement
plans-both public and private-
demand that a retirement income

policy be developed, Rep. Chandler
said.

The number of retirees will rap-
idly increase after the turn of the
20th century when the baby-boom
generation of the late 1940s and
early '50s begins to retire.

Continued on facing page

Cap tax-free benefits, legislator says
ATLANTA-It's time to limit the

amount of tax-free benefits em-

ployers can provide employees, a
congressman says.

"Should health care benefits be

provided tax-free? . . .Should the
tax-free exclusion be continued?"

asked Rep. Willis Gradison, R-
Ohio.

Answering his own question,
Rep. Gradison, a member of the
House Ways and Means Commit-
tee, told participants at the Na-
tional Employee Benefits Institute
conference in Atlanta that there

should be an overall limit, above
which the cost of employer-pri-
vided benefits would be included as
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For detailed information, or to
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taxable income to employees.
This cap should apply to all ben-

efits employers provide, so that no
single benefit is discriminated
against, Rep. Gradison said.

Senate Majority Leader Robert
Dole, R-Kan., last year discussed a
proposal that employees should be
taxed on employer benefit costs
that exceeded $260 a month per
worker.

However, Sen. Dole, who made
the proposal when he was chair-
man of the Senate Finance Com-
mittee, never formally introduced
his plan.

Rep. Gradison did not suggest a
specific dollar amount for the cap,
but he dismissed concerns, often
heard in insurance industry and
ur_ion circles, that employees
would drop employee benefit cov-
erages rather than pay taxes on
benefits they might never use.

He noted, for example, that term
life insurance has continued to

grow, even though Section 79 of the
Internal Revenue Code limits to
$50,000 the amount of tax-free cov-
erage employers can provide to an
employee.

However, the Treasury Depart-
ment, as part of its tax simplifica-
tion plan, wants to repeal Section
79 and wipe out the tax-free status
of the first $50,000 of coverage of
term life insurance.

Rep. Gradison said unlimited
tax-free benefits are not fair to

people not covered under employer
plans.

"It is an equity issue," he ob-
served. While employees get their
benefit coverages tax-free, the self-
employed, like farmers, must use
aftertax dollars to buy their benefit
coverages, he said.

In addition, as benefit costs in-
crease and employers take greater
tax deductions for benefit expenses,
it will become more and more diffi-
cult to lower tax rates, he added. .
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Cont:nued fromfacing page But, Rep Chandler said that in- $2 60 per plan participant since Jan ment retirement plan should be es- defined benefit plan to a definedFor example, in 1940, there were stead of saving that money for re- 1, 1978 The PBGC wants the pre- tablished for those workers contribution plan, like a 401(k) sal-100 workers contributing payroll tirement, employees often spend it mium increased to $7 50 The decisions Congress makes on ary reduction plan, Rep Chandlertax dollars Into the Social Security Something is needed to discour- Rep Chandler also said he is components of the federal plan, would not place any restrictions on
program for every retiree drawing age lump-sum distrbution with- sympathetic to the concerns of em- such as vesting schedules, could be- how the funds could be used, as
benefits Now that worker-retiree drawals," he said, because when ployers, who say the government come a model of what employers long as a surplus remains in the de-
ratio is 3-to-1, and by 2020 there money intended as retirement m- requires them to file an array of will be expected to offer, he said fined benefit plan after a transferwill be Just two workers for every come is spent for other purposes, it pension reporting forms and then And, Rep Chandler said he is He said if employers have to con-Social Security beneficiary, he said puts pressure on the federal gov- doesn't use the information considering introducing legislation tribute more to pension plans to"Clearly private pension plans ernment to provide added support "It is ridiculous to require em- to allow employers to take sur- make up for funding shortfalls duemust respond to these changes," when the person retires
Rep Chandler said ployers to file Form 55005 (an an- pluses out of their pension plans to adverse investment experience,

Rep Chandler said the financial nual report that contains financial without terminating the plan Such it is only fair that they should be
In fact, the House Labor Manage- plight of the PBGC, the federal information about a pension plan's reversions would be acceptable, he able to recoup surpluses when plan

ment Relations Subcommittee will agency that guarantees workers' operations) and then store them in said, as long as the plan still had assets increase beyond what lS
hold hearings this week and in and retirees' basic pension benefits (government) basements," he said, more assets than liabilities after needed to pay promised benefits
April on a national retirement in- when corporate pension plans fail, pledging he would press for elec- funds were withdrawn Turning to another area, Repcome policy (see story, page 58) demands that Congress consider tronic filing of these forms Buck Consultants Inc in New Chandler said politics played a roleRep Chandler also said Congress the PBGC request for a termina- He also told employers to watch York already has asked federal m Congress's decision to divide re-should change tax policy on lump- tion insurance premium increase for changes Congress may make agencies to allow reversions so long sponsibilities for enforcing and ad-sum pens.on distributions to dis- "PBGC's premium increase de- this year in the Civil Service re- as a defined benefit plan-after a ministering the Employee Retire-
courage workers from spending finitely will be considered," he tirement plan covering newly transfer of funds-would have ment Income Security Act amongdistributions before retirement said, adding that the agency's cur- hired federal employees assets equal to pay at least 125% of three agencies-the PBGC, the

Currently, a company can dis- rent deficit of $462 million could When Congress, as part of 1983 ltS benefit liabilities (BI, March 4) Labor Department and the Internal
tribute a vested benefit in cash rise to more than $1 billion by 1989 legislation shoring up the Social Se- Regulators have not responded to Revenue Service-and not let one
when a worker leaves before re- unless Congress approves the hike curity program, decided federal the Buck proposal agency regulate ERISAtirement This distribution gets fa- The annual PBGC premium, employees hired after Dec 31, 1983, While the Buck proposal would "It's politics Regulators say, 'Ivorable tax treatment, known as which all employers with defined are covered under Social Security, apply in situations where assets are don't want other people on my10-year forward averaging benefit plans must pay, has been legislators also said a new govern- transferred from an overfunded turf,"' Rep Chandler said
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751, The problem is simple enough
As the cost of quality coverage

increases, how do employers maintain
adequate coverage and still keep their
heads above water)
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Tax bill won't include benefits: Congressman
By JERRY GEISEL

ATLANTA-Congress will not
change the tax status of employee
benefits this year, one congressman
says.

"While everything will be on the

table. . .benefits will survive the

Congress' knife," Rep. Wyche
Fowler, D-Ga., said at the National
Employee Benefits Institute con-
ference in Atlanta earlier this
month.

Other congressmen who also ad-

There's only one authoritative
book on punitive damages
insurability...

THE INSURABILITY

OF
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PUNITIVE DAMAGES
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dressed the NEBI meeting would
not predict whether Congress
would pass tax legislation that
would affect employee benefits.

But, two of the congressmen ad-
vised the benefit managers attend-
ing the conference that they must
lobby Congress now if they want to
preserve the tax-preferred status
enjoyed by employee benefits.

Rep. Fowler noted that legisla-
tors are currently reluctant to in-
clude employee benefits in a tax
bill since they are still digesting all
the benefit changes included in last
year's tax bill, the Deficit Reduc-
tion Act of 1984.

Those changes include limits on
how much employers can contrib-
ute to Voluntary Employee Benefi-
ciary Assns., also known as
501(c)(9) trusts; a two-year freeze
on increasing maximum benefits

0

offered by defined benefit plans
and contributions made to defined

contribution plans; and new rules
for benefits, like airline employee
free travel passes, not previ6usly
covered by the tax code (BI, July 2,

1984).

Still, Rep.
Fowler warned,
benefits remain

 an inviting tar-
get for congres-

t1 sional attack be-
cause of the

large amounts of
 revenue that

could be gained
Rep. Fowler if they are taxed.

That revenue

could then be used to reduce the

federal budget deficit.
"The debate about benefits (taxa-

tion) has reached a particularly

high pitch because of the Treasury
Department's tax simplification
proposal," Rep. Fowler said.

That proposal, among other
things, calls for the elimination of
401(k) salary reduction plans and
tax-free cafeteria benefit plans.
Also, employer contributions for
group health plans that exceed $175
a month for family coverage and
$70 a month for individual cover-
age would be included as taxable
income to employees.

Employees also would be taxed
on employer contributions for term
life insurance, dependent child
care, van pooling, tuition.reim-
bursement and group legal benefits
(BI, Dec. 3, 1984).

Rep. Fowler says support for the
Treasury plan comes from those
who believe that taxing employee

Continued on facing page
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)enefits would gain a huge amount
)f revenue for the federal govern-
nent.

In addition, some say allowing
:mployees to receive tax-free bene-
its isn't fair to those who are not

:overed by employer-provided
)enefit programs, Rep. Fowler
ioted.

But, Rep. Fowler fears that if
ienefits are taxed and employees
drop coverages, there will be
iressure on the federal govern-
nent to provide those benefits.

If employers want to prevent
employee benefits from being part
)f this year's tax bill, they will have
:o start to lobbying now, advised
Rep. Richard Shelby, D-Ala.

Once momentum for tax reform

Zets going, it could be too late to
stop changes in the empioyee bene-
fit area, Rep. Shelby said.

To prevent adverse changes,
Rep. Shelby told employers to en-
ourage their workers to become
nvolved in the lobbying move-
ment.

"You must tell employees what
will happen (if benefits are taxed).
Something will be taken away
from them," he said.

And employers themselves have
to get in the thick of the lobbying
battle. "Let the mail come in and

identify what you want to keep. It
(saving benefits) depends on what
you do," he said.

The Treasury Department's tax
simplification plan, Rep. Shelby con-
tinued, is stored in word processors
and, like anything kept in com-
puters, it can be changed.

"It is up to you to see that benefits
are taken out," Rep. Shelby said.

Government agencies do change
their minds when they are lob-
bied by employers. For example,
the Treasury Department agreed to
reconsider its rules on records em-

ployers must keep on use of com-
pany cars after a barrage of corpo-
rate complaints that the rules were
too cumbersome, Rep. Shelby
noted.

In a related benefit area, Rep.
Shelby observed that support for
government programs that provide
benefits to the elderly, like the So-
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'You must tell employees what will happen (if
benefits are taxed). Something will be taken away

from them ....Let the mail come in and identify
what you want to keep,' advises Rep. Richard

Shelby, D-Ala.

cial Security program, is fading
among the young professional mid-
dle class, a group increasingly re-
ferred to as "Yuppies."

"They say they will take care of
themselves," he said. "That is why
chey want IRAs and Keoghs."

An [RA, or Individual Retire-
ment Account, allows workers to

contribute up to $2,000 a year into a
retirement savings' account where
the money earns interest tax-free.
A Keogh plan, used by the self-em-
ployed, allows anm.al tax-deduct-
ible retirement contributions up to
a 530,000 maximum.

A third congressman, Rep. James
J. Duncan, R-Tenn., noted that

there "could be a free-for-all on

overhauling the tax code" this
year.

Rep. Duncan, a member of the
House Ways and Means Commit-
tee. the House committee that will

consider tax legislation, said all tax
preferences, including tax-favored
employee benefits, are likely to be
examined by Congress.

But, Rep. Duncan made clear
that he favors allowing employers
to provide tax-free benefits to em-
ployees.

The development and spread of
employer-provided benefit plans,
he noted, have prevented the es-
tablishment of a costly national
health insurance program.

The fourth congressman to ad-

ousiness znsurance, miarcn 14 1360 / ou

dress the NEBI conference, Rep.
James Quillen, R-Tenn., would not
predict whether Congress will
enact a tax reform bill with em-

ployee benefit provisions, but like
Rep. Shelby, he noted that employ-
ers should begin to lobby now.

"I'd recommend that everyone in
the benefits field to get out their
fire brigades now," Rep. Quillen
advises.

The Ways and Means Committee
often considers tax bills in closed-

door sessions, so lobbying has to be
done now, he said.

Rep. Quillen also told the NEBI
participants: "I stand by your side,"
a reference to his support for the
tax-favored status of employee
benefits. •
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Premium growth slows
on New York exchange

By DOUGLAS McLEOD

NEW YCRK-Premium volume
on the New York Insurance Ex-
change continues to grow, although
at a slower pace than in previous
years.

And, underwriting and net losses
reported by exchange syndicates
are growing as well.

Exchange syndicates posted ag-
gregate gross written premiums of
$345.6 million in 1984, up 22.5%
from $282.2 million in 1983.

This compares with increases of
80.4% in 1983 from gross written
premiums of $156.4 million in 1982
and 115.7% in 1982 from gross pre-
miums of $02.5 million in 1981.

Aggregate earned premiums to-
taled $217 7 million in 1984, up
45.9% from $149.2 million in 1983.
The exchange's combined ratio,
however, hit 137.3% in 1984, up
from 119.65 in 1983 and 114.1% in
1982.

Underwriting losses rose 102.8%
to $81.1 million last year from $40
million in 983, while investment
income climbed only 30% to $37.3
million in 1984 from $28.7 million
the year be'ore.

The exchange syndicates posted
an aggregare net loss of $35.2 mil-
lion last year, up 245% from the
syndicates' net loss of $10.2 million
in 1983.

Exchange President and Chief
Executive Officer Donald E. Reu-

tershan said the losses are a "direct
reflection of the industry having
experienced in 1984 its worst un-
derwriting loss ever."

Mr. Reutershan added he hopes
the turn ir. the property/casualty
underwriting cycle will produce
better results for the syndicates in
the future.

Without the right insurance,
you're in a risky business.

THE CRUMP COMPANIES, INC.
Our people make us better.

We're in 41 cities in 22 states, plus Bermuda. To find the office nearest you, call 901-761-1550.

Mr. Reutershan says
he'would not be

surprised' if a new
syndicate forms by
the end of March.

The exchange has experienced
"some lessening in capacity," in
part because some syndicates have
hit exchange-imposed under-
writing guidelines, Mr. Reutershan
said.

The guidelines have required
the syndicates either to stop under-
writing, add new capital or restruc-
ture their retrocessional programs.

Several of the exchange's largest
syndicates have chosen to tempo-
rarily stop underwriting, including
F:rst New York Syndicate Corp.,
Realex Group N.V. and Burt Syn-
dicate Inc.

Two others-North Star Syndi-
cate Inc. and Chubb Syndicate Inc.
-plan to withdraw from the ex-
change altogether, though these de-
cisions are unrelated to the ex-
change's underwriting limits (BI,
March 4).

Other syndicates are engaged in
a "re-evaluation of their under-

writing standards before they ac-
cept new business," Mr. Reutershan
said. He added, however, that "ca-
pacity is an elusive concept," and
syndicates that have temporarily
stopped underwriting may take
steps to resume at any time.

The syndicates' aggregate policy-
holder surplus dropped 3.6% to
$.82.6 million at year-end 1984
from $189.5 million at year-end
1983. Policyholder surplus had
dimbed 19.2% in 1983 from $159
million in 1982.

Mr. Reutershan pointed out,
however, that the exchange moved

up to fifth place in the Reinsurance
Assn. of America's ranking of U.S.
reinsurers by policyholder surplus.

Deposits to the exchange's secu-
rity fund, which is intended to safe-
guard the solvency of member syn-
dicates, rose 17.9% to $29.7 million
from $25.2 million in 1983.

Syndicates pay 0.75% of gross
written premiums into the fund
after an initial deposit of $500,000.
The exchange has 45 syndicate
members and 104 broker members.

The syndicate members' total,
however, includes Commercial
Union Insurance Cos.' CU Syndi-
cate Inc., which announced plans to
withdraw from the exchange last
year. It also includes North Star
Syndicate, which has filed a peti-
tion with the exchange's board of
governors to withdraw, and Chubb
Syndicate, which has not yet filed
the required petition.

New syndicates may join the ex-
change shortly, though. Mr. Reu-
tershan said he "would not be sur-

prised" if a new syndicate were
formed by the end of March. He
added that he expects others to fol-
low.

Separately, the board of gover-
nors has proposed an amendment
to the exchange's bylaws raising
the amount of capital required for
new syndicate formation.

The amendment, which must be
ratified by two-thirds of the syndi-
cate and broker members, would
raise to $5 million from $3.55 mil-
lion the amount of capital required
to form a syndicate writing either
life/health or property/casualty
business.

It would also raise to $10 million
from $6.55 million the capital re-
quired for syndicates planning to
write both life/health and prop-
erty/casualty risks.

A vote on the amendment is ex-

pected at the exchange members'
meeting April 8. .
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Tillinghast expands with three mergers
markets at its current location at 840 Bi-

scayne Blvd., Miami, Fla. 33132;
- 305-374-8181.

Consulting and actuarial firm
Tillinghast, Nelson & Warren Inc.
has added three more consulting
firms to its international operations
through mergers in California and
Connecticut.

Independent Actuarial Services
of Connecticut will combine its

practice with the Tillinghast office
in Hartford. The firm provides cas-
ualty actuarial services to captives,
municipalities, malpractice spe-
cialty companies and traditional in-
surers.

Brian R. Demsey & Associates of
Newport Beach, Calif., an em-
ployee benefit consultant, joins the
Tillinghast's southern California
organization.

And, Mund, McLaurin & Co. of
Los Angeles, a risk management
consulting practice in Pasadena,
Calif., will become part of Tillingh-
ast's Irvine, Calif., operation.

All the newly acquired firms will
assume the Tillinghast name.

Last December, Tillinghast com-
pleted the merger of independent
risk management consultant Risk
Planning Group Inc. of Darien,
Conn. (BI, Dec. 10, 1984). That
merger doubled the size of Til-
linghast's professional risk man-
agement consulting staff and
boosted Tillinghast to the top spot
in the Business Insurance ranking
of the largest risk management
consulting firms (BI, Feb. 18).

Oil-risk insurer formed
Underwriters Indemnity Co., a

newly formed property/casualty
insurer based in Houston, will pro-
vide coverages for petroleum-re-
lated risks.

The new company is capitalized
at about $1.5 million and will write
coverages in Texas on an admitted
basis and as a surplus lines insurer
in other states.

Edwin H. Frank III, president of
Underwriters Indemnity, said the
company will specialize in well
control or .blowout" insurance,
general liability and umbrella lia-
bility coverage for oil lease opera-
tors and non-operators.

He said the company would pro-
vide limits up to $20 million on well
control risks and $6 million for um-
brella policies.

It also plans to offer financial
guarantee coverages for some in-
vestments, Mr. Frank noted.

Underwriters Indemnity is 10-
cated at 8 Greenway Plaza, Suite
1450, Houston, Texas 77046; 713-
961-1300.

Oregon PPO
A new preferred provider orga-

nization is now available to em-

ployers in Portland, Ore.
The PPO, CareMark Services

Inc., began operations Feb. 1 with
about 265 physicians and four Met-
ropolitan Hospitals Inc. facilities:
Emanuel Hospital, Fort Hood Med-
ical Center, Meridian Park Hospi-
tal and Physicians & Surgeons Hos-
pital.

VNA Health Resources, which
specializes in home health care, is
also participating.

Employees of the Metropolitan
hospital system will be CareMark's
first enrollees. CareMark expects to
enroll 22,000 subscribers by Febru-
ary 1986.

The PPO will be managed and
marketed through Pyramed Inter-
national Inc., as health care man-
agement firm in Los Angeles.

Pyramed will spend about
$800,000 over the next two years
promoting the PPO, it says. Care-
Mark will operate similar to Com-
munity Care Network, a San Diego
health care system managed by In-
ternational Medical Exchange, a
Pyramed affiliate.

Pyramed will track and monitor
quality of care at both CareMark

and CCN with a computerized data
base of health care utilization in-

formation. Pyramed is also devel-
oping a credit card payment system
for the PPOs.

The Brougher Agency Inc. is
working with Pyramed to bring
businesses that have between 11

and 500 employees into the PPOs.
Brougher, based in Greenwood,
Ind., is offering a series of excess
and stop-loss products to help em-
ployers of this size self-insure their
group medical plans.

After three years, Pyramed and
Brougher expect to enroll in CCN
20% of the approximately 8,600 San
Diego businesses with 11 to 500 em-
ployees.

CCN operates with 17 hospitals
and more than 900 physicians (BI,
Oct. 31, 1984).

Social services cover
Black/White & Associates, an ex-

cess and surplus lines brokerage
based in San Francisco, has ex-
panded its social service agency
program to all states west of the
Mississippi River.

The program offers coverages for
non-profit, government-funded
agencies that provide community
services.

Auto policies, workers compen-
sation, umbrellas and fidelity cov-
erages are available through

Black/White.
National Union Insurance Co.

underwrites the coverages, which
carry limits up to $1 million.

More information is available
from Black/White at 130 Mont-

gomery St., Suite 300, San Fran-
cisco, Calif. 94104; 415-433-5773.

Poe acquires agency
Poe & Associates Inc. in Tampa,

the 16th largest U.S. brokerage, ac-
cording to the annual survey by
Business Insurance, has acquired
the Baldwin Insurance Agency of
Miarni.

C. Jackson Baldwin, president of
the Miami agency, will continue to
hold that position.

Mr. Baldwin also has been

named a vp with Poe & Associates.
Baldwin will continue to operate

How to keep the crew happy
without sinking the ship

Mergers/acquisitions
American General Corp. of

Houston has completed its sale of
Lincoln American Life Insur-

ance Co. to Conesco Inc., an insur-
ance holding company in Carmel,
Indiana. Lincoln American, head-
quartered in Memphis, was ac-
quired by American General in
1980 as part of the company's ac-
quisition of Lincoln American
Corp. Lincoln American Life last
year reported assets of around $113
million.

Crownx Inc. in Toronto, Ontar-
ios has completed a previously an-
nounced acquisition of Beutel
Goodman & Co. Ltd. .
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"This is tough work, but we sure have great benefits/"  <

Introducing Benents Tod«y, the tic
new information service from BNA

In nearly every business today,
someone-like you-has to master
the art of keeping everybody happy
when it comes to benefits and

pensions.

Companies want benefits programs
that stay within the budget... and
the law. Employees want plans that
cover their needs... and keep step
with the changing times.

Whether you design, implement,
manage, or monitor benefits pro-
grams, you need Benefus 76day, the
new information service from The

Bureau of National Affairs, Inc.

Every other week, this new easy-to-
read service will bring you in-depth,

impartial reporting on current bene-
fits issues... advice from the

experts... insights from case-
studies... and updates on legisla-
tion and emerging trends.

Benefits 76day gives you the exclu-
sive benefits information you need
to develop successful, cost-effective
plans... from the nation's largest
private publisher of human
resources information.

Send for a free issue today!

Complete and mail this coupon
today for a free issue of
Benefits 76day...or call
TOLLFREE (800) 372-1033 (In
MD, call (800) 352-1400; in
Washington, DC, 258-9401.)
© 1985 by -he Bureau of National Aflairs, Inc.

/-7\ 1 The Bureau of National Affairs, Inc.
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k BNA )| 123125th Street, N.W.
\-/ 1 Washington, D.C. 20037

0 Yes, send me a free issue of Benefits
76doy with no cost or obligation.
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Dow Jones benefit helps workers stay fit
Benefit Beat health care program for hourly em-

by Aetna Life Insurance Co.; its

- ployees is underwritten by Blue
Shield of Washington.

Dow Jones & Co. Inc. is helping
i ts employees work out at their fa-
vorite health clubs.

As part of its wellness program,
the New York-based company has
offered to reimburse employees for
half of the cost of their fitness pro-
grams, up to $200 annual maxi-
mum.

According to Nick Marino, man-
ager of benefits and salary admin-
istration, more than 90% of the
company's employees-about
37,000 employees across the coun-
try-are covered by the wellness
program and eligible for the "fit-
ness benefit." The benefit was first

cffered in April 1984.
Mr. Marino said the company

reimburses employees for member-
ships in centers that provide "quali-
fied activities." These centers in-

clude health clubs, tennis or rae-
quetball clubs, and others that offer
aerobic exercise classes.

"It can't be one of those class-

room settings," Mr. Marino said. "It
has to be a physical program."

The benefit does not cover mem-

berships in bowling leagues or
country clubs, or enrollment in
martial arts classes.

Mr. Marino said that between

15% and 20% of eligible employees
took advantage of the company's
cffer in 1984, and that percentage is
increasing in 1985.

The program has cost Dow Jones
about $50,000 so far, he said, adding

that the company maintains the
money has been well-spent.

"Covering medical costs is only
one aspect of health care," Mr. Ma-
rino said. "Covering wellness is
also definitely cost-effective-and
it raises morale and reduces absen-
teeism."

Alcohol programs
The alcoholism treatment pro-

grams for both salaried and hourly
employees of the Seattle-based
Boeing Co. have been changed to
reduce coverage for inpatient care
but increase coverage for outpa-
tient care.

"We tried to change the plan de-
sign so that reimbursement did not
show a preference for inpatient
treatment over outpatient treat-
ment," said Nancy Cannon, man-
ager of employee benefits cost con-
trol.

The new plans, which took effect
last year, provide the same level of
benefits for salaried and hourly
employees. The plans pay 80% of
the cost of alcoholism treatment, up
to an annual maximum of $3,200,
regardless of whether the treat-
ment is done on an inpatien: or
outpatient basis.

"We've looked at the programs,

and $3,200 a year buys a pretty
good treatment plan," Ms. Cannon
said. "(Employees) can decide for
themselves where to apply the dol-
lars."

Before the changes took place,
Boeing's 51,000 salaried and 27,000
hourly employees had separate al-
cohol treatment plans.

Salaried employees were reim-
bursed 80% of the cost of inpatient
treatment, subject to a $50 deduct-
ible, up to the $500,000 lifetime
maximum benefit under Boeing's
total health care package.

However, if salaried employees
sought treatment on an outpatient
basis, they were reimbursed for
only 50% of the charges, up to a
$2,000 annual maximum.

Previously, hourly employees
were reimbursed for 80% of the cost
of inpatient treatment, subject to a
$100 deductible. This reimburse-
ment was capped at the $20,000 life-
time maximum benefit hourly em-
ployees received for psychiatric
and substance abuse treatment.

However, if hourly employees
received treatment on an outpa-
tient basis, they were reimbursed
for only 50% of the cost, up to an
annual maximum of $1,500.

Boeing's health care program for
salaried employees is underwritten

 < When it comes to controlling
group health claim costs, nothing

else comes close.

David B. Johnson, President
Genelco, Inc.

Genelco's new
« Health Cilims Ajudication

and Reporting System
• breakthrough software that gives you more useful claims

information to maximize your cost containment efforts

• performs real-time ajudication and administration of group
medical, disability and dental claims

• provides comprehensive claims data retrieval with astounding
detail

• control of DRG, PPO and negotiated provider
reimbursement arrangements

• reduces internal administrative costs while increasing
examiner accuracy

• available now for Wang VS computers

For details, call Russ Korte, Executive Vice President
314-644-3200

Genelco, Inc.
1201 Macklind Avenue

St. Louis, MO 63110

Tenneco PPO

Employees at Houston-based
Tenneco Inc. can now choose a spe-
cial preferred provider option that
provides medical care for many
catastrophic health problems.

The Select Provider Program is
being offered to some 45,000 Ten-
neco ernployees and dependents
who are covered under the com-
pany's self-insured indemnity
health plan and not enrolled in a
health maintenance organization.

The program, which was intro-
duced in November, provides a list
of approximately 100 doctors and
three Houston hospitals that will
provide care for employees and de-
pendents with cardiovascular,
neurosurgical or carcinogenic con-
ditions.

To be eligible for care under the
program, employees must pass a
pre-certification review. Partici-
pants receive first-dollar cover-
agefor all health care expenses re-
lated to their condition; deductibles
and co-payments are waived.

Under Tenneco's indemnity
health care plan, employees pay
per-person deductibles of between
$100 and $200, depending on salary,
with a $300 maximum family de-
ductible. In addition, employees
pay 20% of expenses over th= de-
ductible, up to a per-person stop-
loss cap of between $1,000 and
$1,500, depending on salary.

Employees must go to Houslon to
receive treatment under the Select

Provider program. They are not

reimbursed for travel or lodging
expenses, although Tenneco helps
employees find inexpensive lodg-
ing and provides some free trans-
portation while they are there, ac-
cording to Barbara Channell, medi-
cal plan and cost-containment staff
consultant.

Tenneco is planning to expand
the program to include hospitals in
the Chicago area and on the East
Coast, she noted.

Since November, several people
have taken advantage of the pro-
gram, Ms. Channel said, adding
that employee reaction has been
"very positive."

Kemper 401(k) plan
Kemper Group in Long Grove,

Ill., is offering a 401(k) savings plan
to approximately 10,000 employees.
The plan replaces Kemper's tradi-
tional savings plan and consolidates
with the company's profit-sharing
plan.

Since Jan. 1, employees have
been able to contribute up to 5% of
their salary to the 401(k) plan.
Kemper will match all contribu-
tions at the rate of 10 cents on the

dollar, according to 3 eff Emans,

corporate benefits administrator.
In addition, Mr. Emans said, the

company will put contributions
from Kemper's profit-sharing plan
into employees' 401(k) accounts,
along with any forfeitures that are
realized.

Kentucky medical plan
Some 88,000 employees of the

state of Kentucky and its Board of
Education have a new comprehen-

Continued on facing Page

I'M IN CHA E
A New

Employee Benefit
That PayESI-t,sslf
A truly innovaGve way to control rising medical plan

costs, I'M IN CHARGE is an exciting one-hour program,
starring Gregory Harrison of"Trapper John, M.D.," that
benefits employees and employers alike by...

• Helping employzes become better health care
consurners;

• In turn, easing the strain on medical plan payouts
as employees begin to avoid unneeded and expen-
sive treatment.

I'M IN CHARGE is a self-contained program that is
easily administered by your staff. It includes a 35-minute
audiovisual presentation plus take-home material for
participants. Priced at an all-inclusive $1,000, it pays
for itself when just onz unnecessary surgical procedure
is prevented.

Developed by TPF&(1 an international consulting firm
currently sen,ing 80% of the Fortune 100 companies,
I'M IN CHARGE is already being used by hundreds of
corporations of all sizes and is supported by TPF&C's
money-back assurance of satisfaction.

Call to order or for more information:

1-212-309-3400

Or write: 1buers, Perrin, Forster & Crosby
Department *El
6007bird Avenue

Nen York, New York 10016
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sive medical plan that provides
more reimbursement for both
major medical and hospitalization
expenses.

The new plan, underwritten by
Blue Cross/Blue Shield of Ken-
tucky, became effective Jan. 1. The
plan pays the first $10,000 of room
and board expenses for hospitaliza-
tion. After the $10,000 maximum is
reached, employees must pay a
$100 individual and $200 family de-
ductible and 10% of expenses over
the deductible, up to out-of-pocket
maximums of $200 for individual
coverage and $600 for family cov-
erage. The plan pays 100% of ex-
penses exceeding these maximums,
up to a lifetime maximum benefit
of $1 million.

The new major medical plan also
pays for expenses not covered
under the hospitalization part of
the plan, such as doctors' visits in or
out of the hospital, surgery and
prescription drugs.

Kentucky's previous hospitaliza-
tion plan, also underwritten by
Blue Cross/Blue Shield, paid 100%
of room and board for the first 70
days of hospitalization, plus $25 for
doctors' visits on the first day and
$10 a day for doctors' visits for the
following 69 days.

Expenses incurred after 70 days

Maryland is
investigating
underwriter

ROCKVILLE, Md.-Maryland's
Attorney General's Office and Insur-
ance Division are investigating East-
ern Indemnity Co. of Maryland,
which was declared insolvent by a
Montgomery County Court Feb. 11.

The 5-year-old company pri-
marily wrote surety business and
some workers compensation cover-
age for contractors, said Thomas
Barbera, Maryland's deputy insur-
ance commissioner. It was licensed
in about 40 states but wrote most of
its business in the Sun Belt.

The Insurance Division tried to
find a buyer for the company from
mid-December, when it was placed
in rehabilitation, until Jan. 28,
when it was placed in liquidation,
Mr. Barbera said.

The Maryland Insurance Divi-
sion first examined Eastern's oper-
ations late last fall, after receiving
complaints from insureds that al-
legedly were not receiving their
claims payments quickly, he said.

"Our examiners found things
that led us to believe it would be

appropriate to put the company in
rehabilitation," Mr. Barbera said.

During that initial examination,
the Insurance Division found that
liabilities exceeded known assets
by $4 million to $5 million.

The current outstanding liabil-
ity is a "moving target," according
to Mr. Barbera. He said surety
specialists are conducting a claims
audit.

Exactly why the company got
into financial trouble still is un-
clear.

"It wasn't insurance problems
. . .It was not the book of business,

it was not rating and it was not
marketing," said Mr. Barbera, who
refused to elaborate further.

However, Paul Grimm, a Balti-
more attorney who is counsel for
the receivership, confirmed that
the attorney general's office is in-
vestigating the matter.

C. Graham Perkins, Eastern In-
demnity chairman of the board,
president and treasurer, was not
available for comment. His Rock-
ville, Md., attorney, Darrel Lon-
gest, declined to comment.

According to A.M. Best Co., East-
ern Indemnity reported direct pre-
miums of $3.3 million, policyhold-
ers' surplus of $6.4 million, a
combined ratio of 136% and an un-
derwriting loss of $395,000 for the
first half of 1984. .

in the hospital were reimbursed
under the previous major medical
plan. This plan required employees
to pay a $200 individual or $400
family deductible and 20% of ex-
penses over the deductible, until
the employee had received $25,000
in reimbursement. Then, the for-
mer plan paid 100% of all expenses,
up to a lifetime maximum of
$250,000.

The new comprehensive medical
plan, called the Key Care Plan, also
provides a hot line that employees
can call with questions on their
medical coverage.

The new medical plan will ex-
pire June 30, 1986.

Benefit beat keeps insurance and em-
ployee benefit managers informed on
what other companies are doing and
of current developments in the em-
ployee benefit field. We'd like to know
if you've made any changes. Write
Diane Kastiel, Business Insurance,
740 N. Rush St., Chicago, m. 60611;
312-649-5393.
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'Ihilor-made coverage.
Imagining you have it

could leave you out in the cold.
For custom insurance coverage in the marine,
oil industry or other difficult risk areas, call or
write Adams & Porter Assodates, Inc., 510

Bering Drive, Houston, Texas 77057-1408,
(713) 975-7500. Also in New York and

Berrnuda.

Adams&Porter

We take the myth outofcorporate insurance.

John W. Parker, Jr.

Deborah Perna

Milo W. Zidek

Ralph P. Pillischer
William R. Guckes, Jr.
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Iowa counties' captive afloat
following infusion of capital

By CAROL CAIN

DES MOINES, Iowa-It appears
to be clear sailing again for the
Iowa State Assn. of Counties' Bar-

muda-domiciled captive insurance
company, which was stuck in fi-
nanciaily troubled waters at year-
end.

The captive, GIF Insurance Co.
Ltd., needed an infusion of $5[0,000
in capital late last year to meet Ber-
muda's solvency margin and stay
in busir.ess (BI, Dec. 24-31, 1984).
ISAC asked each of its 99 members

to contribute $10,000 to keep the
captive running.

Contributions were eventually
received from 51 counties, said
John Torbert, executive director of
ISAC. However, only $490,000 was
raised because all the counties did

not cor.tribute the $10,000 re-
quested.

Therefore, the association contri-
buted th@ remaining $10,000. Mr.
Torbert said. ISAC, which was
formed .n 1971, owns and operates
the captive insurer.

"We've turned the corner
sharply," Mr. Torbert said.

GIF insures workers compensa-
tion and general liability risks tai-
lored to specific exposures of
county governments. The captive
was formed in 1979, when some

-
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'When we did the year-end statements for
December 1983, it was considered that it was

getting close to getting unprofitable,' says Peter
Strong of Independent Management Group Ltd.:

the captive's management company.

Iowa counties were facing dramatic
premium increases or having diffi-
culty finding specialized liability
coverages.

However, only 49 of the 99 Iowa
counties purchase insurance
through the captive.

In addition to the $500,000 raised
through the contributions, a "fairly
substantial" increase in premiums
on renewals also has boosted the
captive's funds, according to Mr.
Torbert.

But, despite the increase, only
one county failed to renew its lia-
bility policy through the captive, he
said, adding that county did make a
contribution to save the captive.

GIF first began to realize finan-
cial problems early last year.

"When we did the year-end
statements for December 1983, it
was considered that it was getting
close to getting unprofitable," said
Peter Strong, president of Indepen-
dent Management Group Ltd. in
Hamilton, Bermuda, GIF's man-
agement company.

The captive's monetary woes
mainly are the result of a 1982 Iowa
Supreme Court decision that
adopted a comparative negligence
standard and joint and several lia-
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bility, Mr. Torbert said.
Under a comparative negligence

standard, wh. ch has been adopted
by almost al states, a defendant
pays damages equal to its share of
liability. For example, if a coun:y is
found 40% liable for an accident, it
must pay 40% of any award.

However, under joint and several
liability, a defendant that is partly
liable could end up paying the full
amount if the judgment can': be
collected from other parties.

That Supreme Court decision ex-
posed all units of government. like
the counties, to greater liability
than they had in the past, Mr. Tor-
bert said. And, he said, GIF was
caught off guard.

"We saw the number of lawsuits
increase and the dollar amount of

lawsuits increase," he said.
However, after the court ruling,

the Iowa Legislature passed a law
that public entities cannot be held
jointly and severally liable if it is
determined they are less than 50%
responsible for an accident.

And, the number of lawsuits and
the amount oi money sought in the
suits is on the decline, Mr. Torbert
said, which also is adding to the fi-
nancial solvency of the captive. .
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Utah law to require state fund
to cover residual comp risks

By CAROL CAIN Mr. Leavitt said there already is
and JULIE TRUCK a credit for reinsurance law on the

books in Utah, "but it is very
vague."

According to the new law, to sat-
isfy the security requirements for
reinsurance, an assuming insurer
must fulfill one of the following re-
quirements: be an admitted insurer;
post a letter of credit with the ced-
ing insurer; give some other spe-
cific type of security to the ceding
insurer; have a security deposit
with a New York bank or the Utah
insurance commissioner; or be on
the state's list of accepted non-ad-
mitted insurers.

About half of the estimated 1,400
admitted insurers in Utah write

property/casualty coverage, and
about one-third of those write

workers compensation policies.
The State Insurance Fund also

writes workers compensation cov-
erage.

Some 40 insurers are domiciled

in Utah, the majority of which
write life insurance.

Various constituencies are ex-

pected to comment and offer
changes on the new insurance code
within the next few months. Any
new changes in the marketplace, in
particular those developing in the
area of banks and insurance, also
are expected to be addressed in
amendments before the bill takes
effect next year, according to In-
surance Commissioner Roger C.
Day. .

SALT LAKE CITY Utah's new

comprehensive insurance law,
which, among other things, will re-
quire the state's workers compen-
sation insurance fund to cover the

residual market, is awaiting Gov.
Norman H. Bangerter's signature.

The new law will replace the
Utah Insurance Code and is a reco-
dification of all of Utah's insurance

laws, said Dane Leavitt, counsel for
the 10-member Utah Insurance
Laws Revision Commission.

The commission spent four years
drafting the new law, which was
introduced in the Legislature in
early February by Sen. Fred W.
Finlinson, R-Murray. It was passed
by the Senate Feb. 19 on a 24-2 vote
and then was passed by the House
Feb. 25 on a 61-6 vote.

The new law, which will take ef-

feet July 1, 1986, also will create a
10-member task force to hold hear-

ings on the provisions during the
next year. The Utah Legislature
adjourned Feb. 27.

The role of the task force will be

to seek public comment and then,
during the next legislative session,
propose amendments to the law.

In addition to having the State
Insurance Fund write coverage for
the residual workers compensation
market, the new law also:

• Automatically will allow up to
a 25% upward deviation in workers
compensation rates from those filed
by the National Council on Com-
pensation Insurance.

• Calls for the elimination of a

premium tax on health insurance,
which annually generates about
$4.5 million for the state.

• Redefines the state's guaranty
associations and creates a new pre-
assessment Health Insurance Guar-

anty Assn. The current Utah Life
& Health Guaranty Assn. is funded
on a post-assessment basis.

• Adopts stringent financial re-
quirements for insurers in an effort
to prevent insolvencies

• Clarifies and strengthens the
requirements for both ceding and
assuming insurers in reinsurance
transactions, and sets rules about
when a ceding insurer may take
credit for reinsurance.

But, a major component of the
new law is that the Utah State In-

surance Fund will handle the re-

sidual market for workers compen-
sation insurance.

Currently, Utah's admitted in-
surers that write workers compen-
sation coverage are prohibited
from refusing an application for
workers comp coverage.

However, under the new law,
only the State Insurance Fund
would be required to accept all ap-
plications for workers compensa-
tion insurance, Mr. Leavitt said.

The new law also allows workers

compensation insurers to deviate
upwards of 25% without prior ap-
proval from the insurance commis-
sioner when their rates are filed.

Rates still will be filed by the
New York-based National Council

on Compensation Insurance, Mr.
Leavitt said, but insurers would be
allowed the automatic 25% devia-

tion, and they could seek additional
deviations from the insurance com-

missioner, he added.

Currently, prior approval for de-

viations is required, but such ap-
proval has been quite common in
the past few years, according to an
Insurance Department official.

In the health insurance arena,
the new law calls for the elimina-

tion of a premium tax on health in-
surance because of "unfairness,"
Mr. Leavitt said.

"The tax is unevenly (collected)
from among the state's citizens,"
Mr. Leavitt said, explaining that
many people are insured through
programs that fall under the juris-
diction of the Employee Retire-
ment Income Security Act or other
types of arrangements in which
there is no premium tax.

"So some are paying, and others
don't," he said.

The premium tax has generated
between $4 million and $4.5 million
annually, and it will be "painful"
for the state to lose this revenue,
Mr. Leavitt noted.

The new law also calls for the

creation of a separate Health Insur-
ance Guaranty Assn., which will
annually assess insurers that write
health care coverage 0.5% of their
previous year's health insurance
premium volume in Utah. That
money will be used to cover claims
if a health insurer becomes insol-

vent.

Insurers will be assessed an-

nually until the fund accrues to $6
million. Any funds collected or in-
terest earned exceeding $6 million
would be returned to insurers on a

pro rated basis.
Currently, insurers that write

health insurance belong to the
Utah Life & Health Guaranty
Assn., which has the authority to
assess up to 2% of the previous
year's premium volume in Utah in
the event of an insolvency.

The new code also addresses the

financial solvency standards of
both property/casualty and
life/health insurers by requiring
them to maintain a compulsory
surplus.

"This is probably the most revo-
lutionary segment of the new
code," Mr. Leavitt said. "Not only
will insurers be required to main-
tain a minimum required capital,
but also a compulsory surplus,
which is a formula. . .sensitive to

the volume of business, classifica-
tions of business and types of assets
of the insurer."

For example, the compulsory
surplus would be much lower for a
new insurer that has written no
business than for an insurer that's

already writing $100 million in
business, Mr. Leavitt said.

The requirements also would be
higher for insurers writing health
insurance than for those writing
life insurance because of the vola-

tile nature of health coverage, Mr.
Leavitt said.

Utah's new law deviates from

most other insurance departments'
financial requirements, which
usually treat insurers identically,
"even though the risks they bear
are anything but identical," Mr.
Leavitt said.

And in the area of reinsurance,
the new Utah codes sets out in de-

tail the standards for receiving
credit for reinsurance, which are
based on a model credit for reinsur-

ance act adopted by the National
Assn. of Insurance Commissioners
lastyear (BI, June 6, 1984).

California storm losses total $15 million
NEW YORK-Insured losses as a

result of damage from a major
windstorm that affected portions of
the state of California on Jan. 12-13

are estimated at $15 million by C.E.
Hermanson, who is vp of the prop-
erty claims services division of
American Insurance Services

Group Inc.
California counties that reported

the heaviest damage were Los An-
geles, San Bernardino, Riverside
and Orange.

The windstorm was assigned Ca-
tastrophe Number 54 by the Insur-
ance Services Office. .
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Our Common Goal:

A Business Approach To Health Care.

In today's healthcare marketplace, it's not enough to offer quality
medicine at a reasonable rate. Unlike most PPO's, PHN is

owned and operated by the 20 hospitals and 2600 physicians
which service it, therefore we are committed to making the
PPO concept work. Because what is best for your business is
best for ours.

For a brochure call 213 977 0660

4))) PreferredHealth
Network

MEDICAL
OPLOSS

Cure a company's soaring medical benefits and uncover
greater profits for you. Cox Insurance Group can help
you help your clients contain their medical costs
through:

+ Medical Stop Loss
ARAS Program (35 or more participants)
Specific and/or Aggregate

+ Group Life and AD&D
Disability Income (WI and LID)
Medical Conversion

+ High Limit Disability
Monthly and/or Lump Sum

For more information, write or call today.

COX INSURANCE GROUP, INC.
Lloyd's London Correspondent

RO. Box 27766 / 5170 Commerce Circle

Indianapolis, Indiana 46227 / (317) 887-0030 / Telex 276252
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California bill would limit
amount insurers can cede

SACRAMENTO, Calif.-A bill
filed in ihe California Legislature
would prchibit insurers from ced-
ing more -tan 90% of assumed lia-
bi.ity urcer insurance coniracts,
except for workers compensation
potcies

RB. 4.42 introduced by Sen. Alan
Rcbbins, D-Van Nuys, is designed
to =safeguard California policy-
holders br making sure tha: risks
are monit,red prudently by domi-
cile insurers," according to Sheldon
Daridiw, a staff consultant to Sen.
Rcbbins.

Mr. Dari·low says the bill is not
in-er.ded as an attack on frinting
arrangements provided by licensed
insurers for captive insurance com-
parties. Rather, he says the bill is a
result of Sen. Robbins' concern

about the ise of reinsurar. ce by
Cal.fornia insurers.

'When you know you're got
fins:-dollar responsibility, you tend
to watch tyne risk a little closer," he
say s.

Under a Eronting program, an in-
su:er issLEs an insurance poli.y to a
conoratix but then reinsures all
or a substantial portion of the risk
witn the pclicyholder's captive in-
su-er or another insurer designated
by the polcyholder.

Mr. Daidow says that Ser. Rob-
bins plans to use the bill as ": vehi-
cle to explore the (reinsurance)
issle mcre thoroughly." And, he
says that Sen. Robbins is seeking
the business community's input on
the legislai in.

'The final shape of the bill de-

Call u« at the telephone number -ncst convemen for yo 1
Los Angeles 213/64 .999 / 800/421 20*:

St. Petersburg 813/823-2666 / 800/237-6361
Offices in Boston • Cincinnati • Dallas • Kansas City •
Los Angeles • New Yark • San Francisco • St. Pftersburs

pends on the input we get from in-
dustry," Mr. Davidow explains.

Sen. Robbins hopes to have hear-
ings on the bill by mid-May.

The California Insurance De-

partment is studying the bill, but
has not yet formulated a position
on the measure, according to Brian
L. Walkup, staff council for the de-
partment. Mr. Walkup says the de-
partment is examining the effect
the bill would have on fronting ar-
rangements.

N.J. medical coverage
VERONA, N.J.-New Jersey

employers should be able to ex-
clude medical coverage for employ-
ees' non-work-related automobile

accidents, an employers' group
argues in an appeal to the 3rd U.S.
Circuit Court of Appeals.

The Verona-based Employers
Assn. of New Jersey, which repre-
sents 750 companies, is fighting a
new state law that allows motorists

to use their employer-provided
health plans to pay a portion of any
medical bills resulting from per-
sonal auto accidents

Since Dec. 3 of last year, the New
Jersey Auto Insurance Freedom of
Choice and Cost Containment Act
has allowed motorists to choose de-
ductibles of $500, $1,500 or $2,500
on the personal injury protection
coverage in return for a premium
deduction. Since most motorists are

employed, employer health plans
would fill the gap while reducing

Continued on page 77

SrRIJOURED SErrIM ENE
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NO CHARGE.

E XPERT Paul Donlon has
earned the right to be called an expert. He's
been an active participant in claims settlement
confbrence:, helping his clients negotiate the
best possible payment plans, for 12 years.
Paul-like our other consultants-knows
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ON YOUR TEAM. Unlike most of our com-

petitors, we work only for the defense-an
important difference. Here's why: We will
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edge of the claim-that it's the best solution
for our client (as well as the plaintiff).
Results: credibility, momentum toward settle-
ment, a mire productive conference.
NO CHARGE. Paul Donlon (or another of
our equall• qualified consultants) will be
pleased to attend your settlement conference.
As a member of your team. At no cost.
With no risk.
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the cost of insurance, according to a
state Insurance Department
spokesman.

The employers' group, which
was joined as a plaintiff by the New
Jersey State AFL-CIO, argued that
allowing the deductible was "an in-
trusion into the collective bargain-
ing process."

They claim that only the federal
government, and not the state,
could control employee benefits.

On Jan. 24, U.S. District Court
Judge Harold Ackerman issued a
written opinion in which he said
that the state's authority to regulate
insurance was not pre-empted by
two federal laws that the plaintiffs
cited, the Labor Management Rela-
tions Act and the Employee Retire-
ment Income Security Act

Judge Ackerman said in his deci-
sion, "Congress intended that states
be free to regulate the terms of in-
surance coverage and the relations
between insurers and their in-

sureds, even if that regulation has
some indirect effect on the collec-

tive bargaining process and the
terms of the employee benefit
plans."

The new law is designed to pro-
vide money-saving options for New
Jersey motorists.

They previously paid the highest
rates in the nation for first-dollar
coverage from auto insurers, who
alone paid their accident-related
medical bills to the maximum pol-
icy limits.

Employers fear that the new
state law will cause health care

costs to rise, although no figures
were available because few motor-
ists thus far have taken advantage
of the maximum deductible, said
Harold Hawkey, the association's
executive director.

California limo limits

LOS ANGELES-Operators of
limousine services in California

are seeing a 429% increase this
year in state-mandated minimum
limits for accident and liability
coverage.

Minimum limits had been

$350,000 for several years. How-
ever, the state Legislature has
adopted a two-stage increase that
will raise limits to $750,000 on Jan.
1.

Limits will increase again to $1.5
million on Nov. 19, according to
Richard Collins, senior transporta-
tion engineer with the state's Pub-
lie Utilities Commssion.

The increase applies to operators
of limousine services with a maxi-

mum of 16 passengers.
There has been 96% compliance

with the first-stage increase, ac-
cording to Mr. Collins. "There have
been not too many squawks," he
added.

However, a bill has been intro-
duced that would place a $500,000
cap on the required coverage limit
for limousine services with fewer

than eight passengers, according to
an aide to bill sponsor State Sen.
Herschel Rosenthal, D-Los An-

geles.
Sen. Rosenthal chairs the Sen-

ate's Committee on Energy and
Public Utilities.

Small operators will be especially
hard-hit by the second-stage in-
crease, the aide said.

The Legislature adopted the in-
creases for all limousine services in
California after the federal Bus

Regulatory Reform Act of 1982 re-
quired $1.5 million in coverage for
services that transported passen-
gers across state lines, said Mr. Col-
lins.

NAIC vp to leave post
KANSAS CITY, Mo.-E. Benja-

min Nelson will return to his pri-
vate law practice in Omaha, Neb.,
after a three-year hitch as execu-
tive vp to the National Assn. of In-
surance Commissioners.

Mr. Nelson, who was an insur-
ance regulator in Nebraska from

1975-1976, was brought on staff to
reorganize, restaff and relocate the
NAIC.

In 1982, the national association
was based in Brookfield. Wis.

Technical enhancements to the
association's solvency surveillance
system and improved communica-
tions both within the organization
and with those cn the outside, were
among the tasks accomplished dur-
ing Mr. Nelson's tenure.

A search committee has been ap-
pointed and Mr. Nelson is planning
to leave in mid-June, just after the
NAIC holds its annual summer

meeting in Kansas City.

Staff appointments
TALLAHASSEE, Fla.-Several

staff appointments have been an-
nounced by Florida Insurance
Commissioner Bill Gunter.

Daniel Y Summer has been

named the director of the Division
of Insurance Rating. He succeeds
Gerald Wester, who recently was

promoted to deputy insurance com-
missioner.

In addition, Dale Hazlett has
been named assistant director of
the Division of Insurance Company
Regulation, and Margaret Veigas
has been named to succeed Mr.
Hazlett as chief of the Bureau of
Rates.

Mr. Summer has been an Insur-

ance Department attorney since
1979.

As director of the Division of In-

surance Rating, he will be responsi-
ble for the department's review of
rate and policy filings for all lines
of insurance.

Mr. Summer has a bachelor's de-

gree in finance from the University
of Florida and a law degree from
the University of Florida College of
Law.

Mr. Hazlett had headed the Bu-

reau of Rates since 1983. and pre-
viously had been the Insurance De-
partment's economic analyst for a
year, during which he developed a
computerized recordkeeping sys-

tem and insurance data base.

In his new position with the Di-
vision of insurance Company Reg-
ulation, he will help direct the de-
partment s regulation of the 1,400
insurance companies operating in
Florida.

Mr. Hazleu received both a bach-
elor's degree in business adminis-
tration and a master's degree in ec-
onomics from Florida State Uni-
versity.

Ms. Veigasjoined the department
in 1979. She previously was chief of
the Bureau of Worker's Compensa-
lion. She left the department
briefly in 1984. returning to work
in the Div:ston of Risk Manage-
ment as a workers compensation
claims administrator.

As chief of the Bureau of Rates,
she will direct the department's ac-
Suarial staff in its review of insur-

ance company rate filings and in
the collection and analysis of statis-
tical data. She has a bachelor's de-

gree in history and political science
from St. Joseph College in West

J&H INFOLINE
INFORMATION AND IDEAS ON RIS< MANAGEMENTAND BENEFI-SFROM .OHUSON & HGGINS.
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Hartford, Conn., and is a graduate
of the Insurance Institute of
America.

Commissioner named

TRENTON, N.J.-Hazel Frank
Gluck, who has been active in state
and local government in New Jer-
sey, is the state's new insurance
commissioner.

Ms. Gluck, who was sworn in
March 11, most recently was direc-
tor of the New Jersey State Lot-
tery. Before that, she served a term
in the New Jersey General Assem-

bly and on various county and local
boards (BI, Feb. 4).

Ms. Gluck will replace Kenneth
Merin, who was appointed acting
New Jersey commissioner in April
1984 after the resignation of Joseph
F. Murphy (BI, April 16, 1984).

Mr. Merin, who had been the
governor's deputy general counsel,
will become the director of the gov-
ernor's office of policy and plan-
ning. .

NO. 6

NewData SystemOffersBetterMedical Plan CostControL

bcksriations In Provider Charges.

Gettmg control of medical benefit utilization and costs is one of the greatest

challenges facing human resource managers today. Most agree that solving this
problem has been hampered by the absence of complete and consistent data on

health care utilization.

Responding to this need, Johnson & Higgins developed the Health Care Data

Management System (HCDMS). This system tracks the health services your

employees are receiving and measures them against local, regional, and national

norms drawn from our comprehensive data base This lets you see precisely

where costs and use patterns are deviating from the average.

The HCDMS system works with the claims records of any carrier because we

arrange for claims payments to be specially formatted for use in our computer

program. All medical claims are coded by diagnosis andprocedure. Hospital

inpatient claims are merged with inpatient physician and ancillary medical

claims and assigned to a Diagnosis Related Group (DRG) so that you can analyze

the entire medical episode. We also develop physician and hospital profiles by

DRG, surgical procedure, and cost.

Depending on your requirements, J&H prepares quarterly, semiannual,

or annual utilization reports that enable you to identify problem areas. By

comparing different procedures and their costs in various treatment settings,

you can determine whether plan redesign -would encourage the use of more

efficient delivery systems. If so, we develop specific action plans to help you

improve your program.

The HCDMS system provides a solid foundation for true medical benefit

cost containment. In combination with effective negotiation with providers

andsound plan design modifications, it can produce some healthy news for
your bottom line.

For information, call your local J8eH office or Dave Rahillin New York

at (212) 701-8511.

© Johnson & Higgins
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Court rulings on pollution exclusion conflict
Cont:nued from page 2 Reliance contended that it shculd Techalloi was owed no coverage sudden continuous or repeated exposure to

Techalloy's primary cor-prehen- not have to defend Techalloy be- under the CGL policy It did not This case is in contrast to some conditions resulting in bodily in-
sive general liability insurer, Re- cause, among other things, the al- rule on the pollution exclusion other decisions that have 'emase.1- Jury or property damage "neither
liance, refused defense coverage, leged contamination caused by the issue lated" the words "sudden and acci- expected nor intended from the
and Techalloy then fin:iced its TCE was not "sudden and accicen- However, the Superior Court dental" to mean unintended and standpoint of the insured," the
own defense cf the suit, which was tal" and thus was not covered by said that the original complaint did unexpected, he added court said
later dismissed the policy allege personal injury, but that Re- However, in the Waste Manage- The pollution exclusion clause,

Techalloy -hen sued Reliance, The lower court dismissed Te- liance did not owe a defense be- ment decision, the state Court of however, requires that the pollu-
seeking damages for expenses in- challoy's complaint, saying thai no cause of the pollution exclusion Appeals in North Carolina ruled tion be "sudden and accidental"for
curred in the defense of i he class actual personal in ury was alleged According to the court, the Re- that the pollution exclusion c-ause there to be coverage
action suit in the original suit and, therefire, hance policy excluded from cover- did not bar a waste collection and The court noted that these defi-

age "personal injury or property transportation service from receiv- nitions can conflict
damage arising out of the dis- ing defense coverage from its in- "Under the coverage provisions,
charge release or escape surers if an event happens over a period
of . toxic chemicals or waste The suit originated when the of time, causing bodily injury or

AGGREGATE materials ir other irritants, con- federal government sued Fleming- property damage unexpected or
taminants or pollutants into any ton Landfill in New Haniver unintended from the standpoint of

6/0 water course or body of water," un- County, NC, seeking reimbirse- the insured, then it is an "occur-
less such discharge was "sudden ment of costs arising out of ground- renee" and the insurer should de-

SPECIFIC
and accidental " water contamination allegedly fend the insured in the event of suit

Techalloy contended that Re- caused by Flemington based on it," the court said
hance could not invoke that pollu- Flemington and others, in turn, "Yet if the word 'sudden' (in the
tion exclusion unless Reliance was sued Waste Management of Cato- pollution clause) means only an 'in-

MEDICAL STOP LOSS COVERAGE certain that the facts of the original linas Inc, doing business as Trash stantaneous happening,' then the
class action complaint could not Removal Service Inc That suit occurrence which happens over a

for support the contention that the al- sought indemnity and contribiti)n period of time is subject to exclu-
leged contamination was sudden if the landfill were founc liable in sion from coverage under the pol-
and accidental the government suit lution exclusion "

NEW YORK STATE INSUREDS But, the court said Reliance's use Flemington alleged that TRS The court said that when a policy
of the exclusion was valid and that "contributed" to the contaminattin is ambiguous, the court must re-
at best, Techalloy would be able to and was "careless and negligent" in solve the conflict m favor of the in-* All Plans are Designed to Meet the Employers Needs prove from the underlying facts not exercising proper care to pre- sured

* Present Coverage May Be Duplicated or Modified only that the discharge was acci- vent the deposit of hazardous "We find that the word 'sudden'
dental, but not sudden chemical wastes when delivering is reasonably susceptible of dif-

"That alone, however, would not solid wastes fering constructions, and we con-
substantiate their position, since TRS then sought defense civer- strue it not to mean just 'instanta-
the language of the policy unambi- age from its two insurers-Peerless neous' but also unforeseen and 'un-

FOR INFORMATION CONTACT guously states that there will be no Insurance Co and Pennsylvania expected,"' the court added

coverage for toxic discharge into National Mutual Casualty Insur- "This construction renders the

THE FIRST REHABILITATION INSURANCE COMPANY the environment unless that dis- ance €o -both of which denied pollution exclusion consistent with
OF AMERICA charge is toth sudden and acciden- coverage the definition of 'occurrence,' in

tal," the court said Peerless insured TRS under a the coverage provisions "
111 East Shore Road • Manhasset, New York 11030 In the underlying complaint manufacturers' and contracto-s' 11- Thus, if the court finds the con-

(516) 365·6750 1914) 997-9097 (315) 476-6426 against Te:halloy, the plaintiff did ability insurance policy from Au- tamination of the ground water
(716) 668-8969 1518) 462-1790 not allege a sudden event but gust 1974 through Aug 12,19?9, was "sudden and accidental"- un-

rather contamination that occurred and Penn insured TRS under a expected and unforeseen from the
over the past 25 years CGL policy from June 17. 1979, insured's standpoint-then the pol-

"The allegations disclosing the through June 17, 1980 lution exclusion does not preclude
circumstances and nature of the In June 1982, TRS sued the n- the insurer's duty to defend TRS
chemical discharge explicitly ne- surers, seeking a declara:ory Judg- Looking at the facts alleged
gate any potential for finding a ment on its rights to coverage against TRS, the court noted that
sudden event in order to render the under the liability poticies two complaints alleged TRS "con-
exclusior inapplicable," the court The trial court granted summary tributed" to contamination of
added judgment for the insurers, in effect, ground water in the Flemington

The claims system you dreamed about "Furthermore, despite the early saying they had no cuty to defend area and was also "careless and
dismissal of Techalloy's complaint, because of the pollution exclus on negligent" in not preventing solid

yesterday is a reality today. . . r there are sufficient facts on record clauses that were contained in the and hazardous waste material from
to support a determination that the policies being deposited in the landfill
water con=amination did not occur The appellate court, however, The court found that use of the

Omrliclaims: suddenly' ruled that the insurers owed TRS word "contributed" establishes a
An attorney for Techalloy said defense coverage and that the Fol- potential that TRS's conduct will be

the company has not decided lution exclusion clause did not bar found to be accidental and does not
whether to seek a review by the coverage conclusively show that TRS ex-

A new generation of health state Supreme Court The court said that an amb.guity pected or intended the resultng
Accorcing to Jan DuBois, an at- was created by the definition of damage to the Flemington groundclaims processing and ben6fit torney fcr Reliance with the Phila- "occurrence" under the policies water

delphia firm of White & Williams, and the definition of "sudden and Moreover, use of the theory of

plan management! the court -ooked to the facts of the accidental" under the pollutic n EX- negligence and carelessness creates
underlying complaint against Te- clusion clause a potential that at trial TRS will be
challoy and determined that pollu- The policies defined "O2cur- shown to have accidentally dis-

Ampro Data Systems announces Omniclaims, a state-of- tion could be accidental but not renee" as an accident .ncluding posed of toxic chemicals at the
landfill, without any intent or ex-the-art claims processing system, operating on line in an pectation that they would contami-

optionally decentralized, networked hardware environment nate the ground water and landfill,
Omniclaims is used by TPAs, self-funded employers, and the court said

"Construing the pollution exclu-Insurance companies to process all phases of claims ad-
ministration including: eligibility, adjudication, statistical GENERAL AGENT sion consistently with the defini-

tion of 'occurrence,' we find no al-
analysis, record storage, and accounting. Special features (WHOLESALE) legation of facts in the third-party
include: separate format for self-funded, fully Insured, TRUCK PROGRAM complaints which shows that the
and MET plans, multiple billing formats, and automatic contamination of the ground water

was not 'sudden and accidental,'R&C calculations All programs are written in structured Admitted and non-admitted markets available ie,not expected nor intended fromCobol and are plug compatible with all of Ampro's to established GA, MGA and E + S Brokers the standpoint of the insured," the
Omnisystems, which include ORG analysis, PPO programs, with established transportation book of bust. court said

and other cost containment controls. ness. Competitive rates, efficient claims service "Indeed, the insurers have stipu-
A + markets, admitted and non-admitted mar- lated that 'the insured (TRS) nei-
kets, interest free continuous policy, indiVtduals ther expected nor intended the re-So, stop dreaming. For lightning-fast, effective administra- and fleets. For more information contact

sulting claimed damage ' The pol-tion of today's demanding, cost-containment-designed
Herbert F Baker James L Bentley, Jr lution exclusion accordingly does

plans, wake up to Ampro's all-encompassing Omniclaims. not apply to any of the complaints
President Vice Prs,dent "We hold that both of the general

111111111...11111111 (Former Vice Pres,dent (Former Insurance Commissioner
liability policies as applied to theof Zurich of Illinois) and President of NAIC)

AMPRO alleged facts oblige the defendant
insurers, Penn and Peerless, to de-

DATA SYSTEMS. INC. fend TRS in suits commenced by
A 111'lilli...11111111 the three third-party complaints "

Peerless has sought review from
For more information about Omniclaims or any of the AMERICAN TRUCK the state Supreme Court A deci-
advanced Omnisystems, call or write .. Ampro Data 1

+- 1

aUMDERWRITERS INC.® sion is expected within two months,
Suite 520 1655 Peaantree St Atlanta CA 30309 Tele* 80•4319 an attorney for Peerless said last., Systems, Inc., 7045 South Tamiami Trail, RO. Box 517,

week

Sarasota, FL 33581 - 813/923-7511 - Officials at Penn could not be
0 1984 American Truck Underwnters Inc (TM) reached to comment on the case .
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Insurers launch joint effort
to combat punitive damages

By STEPHEN TARNOFF

Insurers are launching an effort
to remove punitive damages from
the civil justice system or to at least
reform state laws to reduce the
amount of punitive awards.

Representatives of the National
Assn. of Independent Insurers, the
Alliance of American Insurers, the
American Council of Life Insurers,
the American Insurance Assn., the
Health Insurance Assn. of America
and Farmers Insurance Group re-
cently worked out an agreement to
cooperate in the push for reform.

The group also intends to build a
wider coalition by enlisting the
support of other affected industries
and groups, such as manufacturers,
small businesses and pharmaceuti-
cal producers.

"Punitive damage awards have
grown in recent years to the point
where society can no longer afford
to ignore their adverse impact on
the civil litigation process," the
agreement says.

"The most appropriate process
for deciding what social conduct is
punishable and who should be pun-
ished is the criminal justice system
and not the civil system."

The insurers rejected the idea of
a single model law on punitive
damages, deciding that state-by-
state reform is a better approach
because of differences in legal eli-
mates, demographies, political en-
vironments and public attitudes.

The coalition will give California
a high priority because of its liberal

legal system and its reputation as
the place where legal precedents
begin.

The coalition also will organize
an industry effort to enact legisla-
tion in 1985 in Arizona, Colorado,
Kansas and Montana.

A spokesman for the NAII said
these are the states where insurers
feel they have the best chance of
changing the law on punitive dam-
ages.

The industry group said it will
first seek limitation or elimination

of punitive damages from the civil
justice system and, if that cannot be
achieved, it will press for a series of
reforms.

Six reform measures the partici-
pants see as necessary include:

• Setting a maximum amount of
punitive damages that can be im-
posed for a single course of con-
duet.

• Limiting the type of conduct
that can give rise to punitive dam-
ages; for example, permitting puni-
tive damages only when the under-
lying claim involves an intentional
act.

• Modifying legal procedures to
achieve more fairness, perhaps by
holding separate trials to determine
liability and assess damages; or by
changing the burden of proof in the
civil system from the current pre-
ponderance of evidence to the
stricter test of criminal law proof
beyond a reasonable doubt.

• Allowing affirmative defenses
such as acting on the advice of an
attorney or a government official or

Cable TV loss-prevention group formed
ARLINGTON, Va. The Ameri-

can Society for Industrial Security
has formed a cable television sub-

committee to serve the loss-pre-
vention needs of the cable TV in-

dustry.
The subcommittee's goals are:
• Improving the communication

of loss-prevention information
within the cable television indus-
try.

• Promoting programs that
have been successful in combatting
theft of service and piracy.

• Enhancing the professional-

ism and training of security per
sonnel in the cable industry.

To be placed on the group's mail
ing list, contact one of the panel
members. The panel members are
Chairman Ronald R. Putnam

group director of security at Gen
eral Instrument Corp., 212-207-
6284; John J. Hanson Jr., corporate
director of security at Oak Indus
tries Inc., 213-553-7059; and Patri-
cia B. Tomaselli, corporate security
and safety manager at Westing-
house Broadcasting and Cable Inc.,
212-307-3163.

You can divide

all Insurance Companies,
Self-Insurers and T.P.A:s

into Two Categories:

Those that have FACTS:
And those that don't.
F.\CTS is the most reliable. expandible. user-friendly benefit
administration software on the market today. F\(ITS has
been developed for the health care industn· by C/C Data
Corporation. one ofthe largest producers of such systems
in the industry.

When you have FACTS you have cost-effective claims
payment with (:OB. R&( determination and cost containment
procedures built right in. You have smooth. automatic and
detailed premium billing. fund accounting. commission
payment. and more.

Phone 813-576-2122 for all the facts about FACTS.

Then decide for yourself which category is for vou.

C/G Data Corporation ,- ,
701 94th Avenue North, Suite 210. St. Petersburg. FL 33702

FACTS runs on a Mentor" computer from :\DDS. a subsidian· of NCR.

relying on a statute or judicial deci-
sion.

• Restricting attorney fees, per-
haps by banning contingency fees,
which typicallv consume one-third
to one-half of punitive damage
awards.

• Paying all or part of punitive
damage awards under certain con-
ditions to governmental subdivi-
sions such as school districts or to
charitable organizations.

The NAII spokesman said the
main obstacle to reform will be the
plaintiffs' trial bar. which favors
punitive damages.

A spokesman for the Assn. of
Trial Lawyers of America said his
organization probably will oppose
any moves to curtail or restrict pu-
nitive damages.

"Without punitive damages,
there is a gap between negligent
behavior and criminal behavior,"
for reckless or willful and wanton
conduct, said Tom Goddard, state
legislative counsel for ATLA.

ATLA believes the civil justice
system is correct in filling that gap
through punitive damages, he said.

Mr. Goddard added that ATLA

sees the effort by insurers as part of
a larger effort to undermine vic-
tims' rights to compensation and
society's rights to punish outra-
g€ous or reckless behavior.
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Syntex will fight $27 million tort award
By MEG FLETCHER '

CHICAGO-Two Syntex Corp.
subsidiaries are deciding how to
best fight a $27 million verdict
handed down by a Cook County
jury in a product liability case over
a recalled infant formula.

The jury on Feb. 28 awarded $5
million in compensatory damages
and $22 million in punitive dam-
ages to two 6-year-old boys who
sustained brain damage allegedly
caused by the removal of salt from
the company's Neo-Mull-Soy baby
formula.

' Punitive damages are not nor-
mally insurable under Illinois and
California law, attorneys say.

4 Neo-Mull-Soy is a soybean-based
' formula fed to infants who are al-

lergic to milk.
The verdict is the largest lump-

sum personal injury jury verdict
ever awarded in Illinois, although
not the largest award received by
an individual, according to plain-
tiffs' attorney John D. Hayes of
John D. Hayes & Associates of Chi-
cago.

Syntex strongly disputes the de-
cision and will vigorously contest
the award, a company spokes-
woman said. The company is con-
sidering various legal options, but
still has not decided whether to ap-
peal the verdict, she added.

The spokeswoman declined to
comment on the company's insur-
ance coverage for the award, ex-
cept to say that it had substantial
self-insured retention and it will be
noting the verdict on the 10-Q form
it will soon file with the Securities
and Exchange Commission.

Syntex's first $5 million umbrella
layer is written in London and led
by H.S. Weavers (Underwriting)
Agencies Ltd., London sources say.

According to court papers filed
in a related case, the "Syntex insur-
ance program" in June 1983 in-
cluded a $5 million self-insured re-
tention and $45 million of excess li-
ability coverage.

Syntex's coverage was brokered
in the United States by the San
Francisco office of Frank B. Hall &
Co. Inc., but Hall spokesmen also
declined to comment.

The company spokeswoman said
the verdict is "flagrantly inconsis-
tent" with jury verdicts in five
other related cases which have

gone to trial, in which no punitive
damages were awarded. Jury ver-
dicts finding for the company were
rendered in West Palm Beach, Fla.,
Dallas and Birmingham, Ala. A
jury verdict of $415,000 in compen-
satory damages was overturned by
a 'trial judge in Kansas City, Mo.,
and a new trial has been ordered.

However. the company will pay
$400,000 awarded by a jury in a
similar case in October 1984, ac-
cording to plaintiffs' attorneys
McKenna, Conner & Cuneo of
Washington.

In addition, the company has set-
tled more than 100 cases, the Syn-
tex spokeswoman said. The com-
pany's position, she said, is that it is
concerned about children who suf-

fer health problems as a result of
formula use and it will compensate
them. However, it will take respon-
sibility for brain damage suffered
by children only if it is proven to
have been caused by the formula,
the spokeswoman said.

The Cook County jury awarded
$3 million in compensatory dam-
ages to Timothy Sheridan of West
Palm Beach, Fla., and $2 million in
compensatory damages to James
Duddleston of Chicago. Both boys
were fed the formula as infants for
about three months in late 1978 and
early 1979.

They have been diagnosed as
having speech, language and fine
and gross motor coordination prob-
lems and attend special education
programs, according to Mr. Hayes,

'1 think the punitive damages are assessed
to punish the defendants and act as a
severe warning to anyone else,' says
plaintiffs' attorney John D. Hayes of

John D. Hayes & Associates in Chicago.

the plaintiffs' attorney.
Circuit Court Judge Brian Crowe

will allocate the $22 million in pu-
nitive damages, $13 million of
which will be paid by Syntex La-
boratories and $9 million by Syntex
(USA), subsidiaries of Syntex Corp.
of Palo Alto, Calif.

"I think the punitive damages
are assessed to punish the defen-
dants and act as a severe warning
to anyone else," said Mr. Hayes.

Any company that changes a
product designed to sustain infants
in their first six months of life
without adequately testing the ef-
feet of its action is acting with
"utter disregard" for children, said
Mr. Hayes. "They are playing Rus-
sian roulette with these kids," he
added.

The company removed salt from
the product because of concern
over the possibility that salt intake

by infants could lead to hyperten-
sion in adulthood, the company
spokeswoman said. In addition, the
company believed that the infants
would receive adequate levels of
salt from the other ingredients.

Mr. Hayes is representing plain-
tiffs in 15 to 18 additional infant
formula cases, while McKenna,
Conner & Cuneo has two cases.

More than 8 million cans of the
Neo-Mull-Soy and Cho-Free, a re-
lated product, were recalled in Au-
gust of 1979 after 31 infants were
found to suffer from a condition
called metabolic alkalosis, with
symptoms of failure to gain weight,
loss of appetite, lethargy and con-
stipation, according to a U.S. Food
and Drug Administration spokes-
man.

Use of the two products was not
considered dangerous if used for a

short period of time, or used to sup-
plement mother's milk, according
to an FDA release in October 1979.
The only infants at risk were those
who used the product as their sole
food source for more than one
month, it stated.

The problems associated with the
infant formulas prompted Congress
to enact in 1980 the Infant Formula
Act, which established minimum
levels of nutrients in infant for-
mulas, according to the FDA
spokesman. .
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LTD offset rule
Continued from page 2

While the blue book does not

carry the weight of law, Treasury
Department staff members are
guided by it when they draft rules,
consultants say.

"This is a big relief," said Edward
J. Davey, vp-technical analysis at
Johnson & Higgins in New York.
"This avoids a mad scramble to get
into compliance."

By extending the deadline for
compliance until rules are pub-
lished, the tax committee staff is
saying to employers: "Hang in
there. Don't panic," said Jack He-
litzer, an assistant vp with Metro-
politan Life Insurance Co. in New
York.

"This has to be viewed positi-
vely," said John Hickey, a partner
at Kwasha Lipton, a Fort Lee, N.J.-
based benefit consultant.

"For those employers who
haven't done anything, this gives
them time to reflect on what to do."

The integration issue affects em-
ployers who routinely offset or re-
duce LTD benefits by the Social
Security disability benefits re-
ceived by a disabled employee. This
reduction is made so that the com-
bined amount of LTD benefits and

tax-free Social Security disability
benefits do not exceed a worker's

pre-disability salary.
Employers offset their pension

plans with Social Security so that
corporate pension benefits and So-
cial Security benefits together re-
place a pre-determined percentage
of a worker's preretirement in-
come.

Pension plan offsetting or inte-
gration recognizes that companies

are paying for half of a worker's
Social Security benefits and thus
should receive credit for these ex-

penditures through lower corporate
pension plan costs.

But, companies that fully inte-
grate their pension plans with So-
cial Security cannot offset LTD
benefits through a VEBA, accord-
ing to the conference report accom-
panying the 1984 tax law, though
LTD benefits paid to employees
covered by collective bargaining
are exempt from this requirement.

If pension benefits are between
90% and 100% integrated with So-
cial Security, a limited amount of
offsetting will be allowed in LTD
benefits funded through a VEBA.
The exact amount of offsetting al-
lowed will depend on the extent of
pension plan integration with So-
cial Security.

The delay in the effective date of
the integration provision until
Treasury Department rules are
published means that employers
that have fully integrated pension
plans and that fund LTD benefits
through VEBAs do not face possi-
ble severe financial penalities.

For example, a VEBA found to
be discriminatory-because the
employer has a fully integated pen-
sion plan and also offsets LTD ben-
efits with Social Security disability
benefits-could be taxed on the in-
vestment income earned on trust

assets, noted Metropolitan's Mr.
Helitzer.

The assets could be taxed at a

rate as high as 46%.
Currently, assets held by a

VEBA earn interest tax-free.

The congressional blue book also
says disabled employees who do not
collect LTD benefits before the ef-

Compare our rates
and consider

• Front-end deviations available.

• Low deposit premium.

• Up to an additional 30% of
premium returned as dividend.*

• No indemnity agreements or
collateral business required.

• Dividend paid nine months after
expiration date.

• Our program is a standard
workers' compensation policy.

• Agents and brokers invited to
inquire.

Call: Gary Mongilutz

(502) 244-1343
for more information.

Underwriters Safe4
&Clairns. inc.

Post Office Box 23790

Louisville, KY 40223

*Dividends must be declared by company and are not guaranteed.

fective date of the Treasury rules
will not be affected by the rules.
The rules will only cover those who
become disabled on or after the
rules' effective date.

Consultants earlier said they
weren't sure if the rules would

apply to LTD claims incurred after
Jan. 1, 1985, or only to benefits paid
after that date.

When Treasury Department
rules are finally published, employ-
ers with fully integrated pension
plans that fund LTD benefits
through a VEBA still face difficult
choices.

Companies with fully integrated
pension plans could continue to off-
set LTD benefits in their VEBAs if

they slashed the extent of integra-
tion in their pension plans. But
doing that could interfere with
companies' attempts to provide em-
ployees with retirement benefits

equaling a certain level of pre-re-
tirement income.

But, if companies with fully inte-
grated pension plans stop offsetting
LTD benefits with Social Security
disability benefits, disabled em-
ployees could possibly collect more
in benefits than they made in sal-
ary before their disability.

That could happen because So-
cial Security disability benefits are
tax-free and because, if employees
contribute to their LTD coverage,
they are not taxed on the percent-
age of those LTD benefits to which
they contributed.

"A benefit structure that gives
workers an incentive not to return

to work is not socially desirable,"
Mr. Helitzer said.

Since the integration provision
only applies to VEBAs, employers
could switch from a self-insured

LTD plan funded through a VEBA

to an insured plan.
But, consultants have said that

switch would increase employers
costs-possibly by as much as 20%
annually.

Employers can save money fund-
ing benefits through a VEBA-
compared with an insured plan-
because no state premium taxes are
paid on a self-insured plan and be-
cause the reserves held by the trust
aren't taxed.

Some employers could also con-
sider self-funding LTD benefits on
a pay-as-you-go basis, but that op-
tion is not open to employers with
LTD plans that are partially or
fully funded by employees. A pro-
vision in the Employee Retirement
Income Security Act says employ-
ers cannot hold onto an employee's
benefit contributions in an unin-

sured arrangement for an extended
period of time. i

Newman named president of The Home
Steven H. Newman has been

elected president and a director of
New York-based The Home Insur-

ance Co.

In addition, Marshall Manley
has been elected chairman of the

insurer and president of The Home
Group.

The new officials replace Peter
C.R. Huang, 48, who resigned as
chairman and president of The
Home Insurance Co. and president
of The Home Group.

Mr. Huang retains his post as
president and chief operating offi-
cer of City Investing Co., The
Home Group's parent.

The newly elected officials are
:aking their new posts during City
Investing's preparations to liqui-
date. City Investing is attempting to
sell the insurance company as part
of the liquidation.

CEBS

Mr. Newman, 42, had been an ex-
ecutive vp with The Home. Mr.
Manley, 44, is a co-managing part-
ner in the New York law firm of

Finley, Kumble, Wagner, Heine,
Underberg, Manley & Casey. He
will retain that position.

Other insurer changes:
Several executives have been

promoted at Wausau Insurance
Cos. in Wausau, Wis. Ronald C.
Retterath, vp and actuary since
1979, becomes senior vp and actu-
ary; Richard J. Byron elected vp
and associate general counsel; De-
lores A. Clancey elected vp; and
Mark E. Fiebrink, assistant vp
and associate actuary since 1982,
named vp-actuarial.

It makes

a difference !

.

"The CEBS program is unique in providing the
education needed to cope with the revolutionary
changes in the employee benefits world."

William T. Hubert, CEBS, Manager,
Treasury Department/Benefits Administration
Polaroid Corporation, Cambridge, Massachusetts

"We lookfor the CEBS designation when
considering candidates for promotion.
It's a sign of a serious professional."

Walter C. Mailand, CEBS, Second Vice President
United ofOmaha Life Insurance Company
Omaha, Nebraska

The Certified Employee Benefit Specialist (CEBS) designation is
awarded to individuals who successfully complete a series often
college level courses and examinations covering the design and
operation ofemployee benefit plans.

The program is cosponsored by the International Foundation
of Employee Benefit Plans and the Wharton School ofthe University
of Pennsylvania.

comings & goings: industry

"The CEBS program gave me a
general overview of the employee benefls
field when I needed it the most."

Christopher K. Goldsmith, CEBS, Asst. Vice President
Johnson & Higgins of California
Los Angeles. California

For more infbrmation and a free CEBS Catalog of

CEBS Department, International Foundation
Information contact:

18700 W Bluemound Rd., RO. Box 69
- z Brookfield, Wisconsin 53008-0069, (414) 786-6700

Lawrence G. Becker named vp
and corporate counsel at Mission
Insurance Group in Los Angeles.
He had been a vp at Bayly, Martin
& Fay International Inc. in New-
port Beach, Calif.

Other suppliers
Myron A. Soltau elected presi-

dent of Scott Wetzel Services Inc.

in Bremerton, Wash., a provider of
claims administration, loss-control
and statistical services. Wetzel Ser-

viees is a subsidiary of City Insur-
ance Co. Mr. Soltau, who joined
Wetzel Services in 1972, had been
executive vp. He succeeds E. Scott
Wetzel Jr., founder of the com-
pany, who will remain on the
board of directors and serve as a
consultant.

Arthur R. Rodriguez, M.D.,
named vp and medical director of
Preferred Health Care Corp. in
New York. Dr. Rodriguez pre-
viously was national medical direc-
tor of the Office of Civilian Health

and Medical Programs of the Uni-
formed Services, the Department
of Defense's civilian health benefits

program.

Reinsurance

Timothy P. Mitchell and Rich-
ard S. Skewes named vps at Gen-
eral Reinsurance Corp. in Stam-
ford, Conn.

Paul J. Krajeski named vp and
national property facultative man-
ager in the New York office of Buf-
falo Reinsurance Co., a subsidiary
of Continental Corp. Mr. Krajeski,
who joined the company in 1979,
had been an assistant vp.

Agents/brokers
F. Dudley Fulton joins Hender-

son & Phillips Inc. in Norfolk, Va.,
as executive vp. Mr. Fulton had
been executive vp of First Ameri-
can Bank of Virginia.

Peter J. Durkalski named vp of
International Special Risk Services
Inc., a wholly owned subsidiary of
Arthur J. Gallagher & Co. in Roll-
ing Meadows, Ill. Mr. Durkalski,
who joined Gallagher in 1973, most
recently was an area vp.

The Crump Cos. Inc. in Mem-
phis, Tenn. announced several ap-
pointments at subsidiary
Crump/Warren & Sommer Inc.
W.J. Creedon Jr., executive vp,
promoted to president. Mr. Cree-
don has been with the company
since 1981. C. Wesley Schoelzel
joined the firm as executive vp. Mr.
Schoelzel, previously was president
of his own insurance company.
Thomas J. Daly joined as vp and
senior account executive. He most

recently was executive vp of
Walsh, Moore, Garrett-Bromfield
Inc. •



Bethlehem Steel settles
with reti rees over benefits

Continued from page 2
retirees were required to pay varied according to whether they were
paid by the week or by the hour, Mr. Moot says. "We've now
averaged it out."

Plan participants will have 100% hospitalization coverage for the
first 150 days per occurrence, but they will have to satisfy a 20%
copayment on and after the 15lst day for all covered expenses. In
addition, pre-certification for hospital stays is required.

All covered expenses under the health care program program are
subject to an annual $200 deductible·for each participant. After 1985,
the deductible will increase every year by one-half of the increase in
the Medicare hospital deductible, but the Bethlehem deductible can-
not increase more than 10% in any calendar year.

The 1981 plan paid 100% of all medical costs.
The settlement caps annual out-of-pocket medical expenses per

participant at $800 in 1985, $900 in 1986 and $1,000 in 1987, including
the deductible.

The limit may be increased after 1987, but it never may be in-
creased by more than $50 in a single calendar year.

After the out-of-pocket limit is reached, the plan reverts to 100%
coverage.

Richard Fay, a benefits expert with the Washington law office of
Reed, Smith, Shaw & McClay, says the real significance of the Bethle-
hem case is not the settlement, but Judge Elfvin's original decision.

"I think the decision itself was the warning sign to other employ-
ers," he says.

A Bethlehem spokesman says the company decided to settle the
case rather than pursue the appeal because it was in the "best inter-
ests of all concerned." The retirees will have "greater certainty in
regard to their future health care benefits," while the company will
have "improved control and prediction of its health care costs."

Attorney Richard E. Moot, of the Buffalo-based law firm Moot &
Sprague, which represented the retirees in the case, says, "We're
very pleased with it. It has accomplished what we set out to do."

Mr. Moot notes that, in addition to the 18,000 retirees represented
in the original suit, the settlement also covers 2,000 so-called "creep-
ers," employees who had been laid off but were awaiting eligibility
for retirement benefits as of March 1984. Any workers who retired
from Bethlehem beginning in April 1984 after the original retiree
health plan changes were announced are covered by the Compre-
hensive Medical Plan that drew the ire of the pre-April 1984 re-
tirees.

Richard E. Eardman, one of the retirees named in the suit, who
left Bethlehem Steel as a project engineer in 1981 after 31 years with
the company, says, "It is satisfying to know I'm going to have health
insurance and life insurance benefits for the rest of my life."

He adds he is unhappy about the deductible and pre-certification.
provisions included in the plan, ' but you can't have everything, I
guess."

He says the retirees' attorneys had advised them that, despite their
court victory, it would have been somewhat risky to turn down a
negotiated settlement and proceed with the appeal.

"HereWe
GoAgain"
The turn around has

begun. Bold, irnaginative
marketing approaches will
be ever more important.
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Minnesota weighs superfund changes
By ROBERT A. FINLAYSON

ST. PAUL, Minn.-Under
pressure from the business commu-
nity, the Minnesota Legislature is
considering easing the personal lia-
bility provisions of its hazardous-
waste cleanup law.

The Minnesota Environmental

Response and Liability Act of 1983,
the first of its kind in the nation,
was designed to make it easier for
people who were injured by the re-
lease of hazardous substances to re-
cover damages (BI, April 16, 1984).

But, Minnesota business leaders
have complained that the law is pu-
nitive and opens the door to poten-
tially millions of dollars in personal
injury lawsuits. To date, only three
such lawsuits have been filed in the
state.

Business leaders have com-

plained that the law makes it hard

for Minnesota businesses to obtain

environmental impairment liabil-
ity insurance. However, a Decem-
ber 1984 study by the Minnesota
Department of Commerce con-
cluded that the problems in obtain-
ing EIL coverage stem more from
the overall collapse of the EIL mar-
ket than from the state superfund
law.

In an attempt to answer business
criticism of the superfund law,
Minnesota legislators are consid-
ering a bill that would:

• Delete the law's causation pro-
vision, which makes it easier to get
a toxic-tort case before a jury.

• Remove joint and several lia-
bility for personal injury claims.
However, the bill would leave this
strict standard of liability in place
for cleanup lawsuits.

• Eliminate the retroactive ef-

feet of the law for personal injury

ADVANCED CLAIMS
PROCESSING SYSTEM

Wbat 0 · ·

claims by stating that only claims
stemming from releases of waste
deposited after July 1, 1983, could
be brought under the law.

Legislative staffers say the the
bill to amend the superfund law
has been temporarily delayed be-
cause some legislators want to tie
consideration of the amendments

to the passage of a measure that
would establish a fund that would

provide compensation to victims of
exposure to a hazardous substance.

Currently, committees in both
the Minnesota House and Senate

are considering several bills to es-
tablish a such a victim's compensa-
tion fund.

Gov. Rudy Perpich, who backs
the superfund law, is said to sup-
port the proposed amendments and
the creation of a mechanism to as-
sist victims of hazardous substance

releases. .
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Major self-insured manufacturers
throughout the world can testify that
we don't just investigate product
liability claims; we manage them.

It's almost like having a fully staffed,
deeply experienced, in-house claims
department concentrating on your case.
Except, of course, it costs you far less.

Our professional claims people have
a minimum of 10 years' experience.
We set up the file, reserve for loss and
expense, provide computer data, inves-
tigate, recommend defense counsel,
locate expert witnesses, monitor your
case with monthly reports, and,
if necessary, negotiate.

We also help arrange structured
settlements when necessary. However,
we're not settlement oriented. Our

main goal is to defend the integrity
of your product.

Please write down our --„.

phone number and use it. 
We'll help you defend .
your product in more

ways than one. ....

Countrywide
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MGM litigation
Continued from page 1
Goldman in the 8th Judicial Dis-

trict for the State of Nevada in

Clark County.
The litigation will involve more

than 60 attorneys and literally
tons of documents and exhibits.

Only the litigation between five
asbestos companies and more than
75 insurers currently being heard
in state court in San Francisco

rivals it in size and scope, attor-
neys say.

The jury trial in the MGM case,
which is expected to take about a
year, will be conducted in Las
Vegas' Thomas-Mack Center at the
University of Nevada. The parties
in the suit have rented the center
for 10 months at a cost of $106,000.

Although a multitude of issues
are to be decided in the trial, the
main issue is whether the $75 mil-
lion settlement entered into be-

tween MGM and the Plaintiffs

Legal Committee included punitive

damages that are not covered ty
the retroactive insurance.

The size of the settlement makes

it very clear that it included Nuni-
tive damages, says Hall Vp and
General Counsel Thomas G.

O'Brien III.

Hall and Union will seek -.0

prove that MGM agreed to the set-
tlement because it was concerned

that if it went to trial the ve-diz:t

would include punitive damages
against them.

Hall and Union also war.t :o

prove that the $106 million MGM
has paid out so far to fire victims is
not a reasonable amount.

MGM was forced to take out

bank loans to pay the $75 million
settlement that involved 450 fire

victims. In addition, more :han
2,200 other cases were settlec be-
fore the $75 million settlement was
reached.

Other excess insurers agree wi-h
Hall and Union International that

punitive damages were involved in
the $75 million settlement.
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• Improved morale and company good will
The bottom line? Increased productivity!
Plan now to correct this oversight in your company - contzct

Vision Service Plan (VSP). We're specialists... group vision
care is our only business! We're the largest provider of vision care
in the nation. Our plans provide free choice of doctor, periodic
vision exams, lenses and frames when prescribed. Admm-
istration is easy and the cost is very affordable.

For the location of the office nearest you, call our toll-free
number today. Seeing is believingl

cvsp 1000 Des Peres Road, Suite 280

VISION SERVICE PLAN

® St. Louis, Missouri 63131

1-800-325-8499

"Our view is that the difference

between the reasonable value of

compensatory damages and the
amount MGM settled for was the

settlement of its exposure to puni-
tive damages," said Barry Bunshoft
an attorney with the San Francisco
firm of Hancock Rothert & Bun-

shoft.

The insurers he represents have
about $20 million of the $35 million
second layer of the retroactive cov-
erage.

Mr. Bunshoft said the second-

layer excess insurers were told by
MGM brokers that the coverage
was sought by MGM because it
wanted to avoid a qualified finan-
cial statement and that there was

little chance the second layer
would be tapped.

When the $75 million settlement
was reached with the final fire vic-

tims, insurers attempted to negoti-
ate with MGM to allocate what

portion of that represented com-
pensatory damages and what por-
tion represented punitive damages,
he said.

However, "we were unable to
reach an agreement on an appro-
priate allocation," he added.

It has been estimated by some of
the insurers on the retroactive cov-

erage that compensatory damages
owed by MGM for all its liability in
the fire should only have totaled
around $65 million.

If that were the case, MGM
would have had enough coverage
to compensate fire victims by tap-
ping only its original $30 million in
liability coverage and the first $35
million layer of retroactive cover-
age.

Mr. Bunshoft said MGM had im-

plied that some of the $75 million
settlement was for punitive dam-
ages when it offered in Novmber
1982 to pay up to $25 million to-
ward a settlement with the fire vic-

Continued on facing page
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tims if the insurers would contrib-
ute $50 million.

The insurers rejected the offer
because they believed MGM should
contribute more, he said, and once
MGM did settle with the victims, it
withdrew its offer to pay $25 mil-
lion.

MGM, however, contends that
the $75 million settlement repre-
sents only compensatory damages.

William Shernoff, an attorney
for MGM, acknowledged that its
desire to avoid a trial that could

' have ended up in it being ordered
to pay punitive damages to the fire

( victims was one of many reasons
why it offered to contribute $25
million toward a settlement with

 the victims.
, However, there was no question

the $75 million paid to the Plain-
tiffs Legal Committee was for com-

 pensatory damages only, he said.
i MGM intends to show at trial
4 that the insurers, particularly
2 Union International and the sec-
, ond-layer insurers, decided early
, on to delay payment and came up
I with "bad faith excuses" for non-

payment, Mr. Shernoff said.
He points out that the $75 mil-

lion settlement was approved in
court as compensatory damages,
making the insurers' arguments
that settlements were too high and
represented punitive damages "ri-
diculous."

"We intend to show at trial that

they knew they owed money and
were buying more time with this
lawsuit," charged Mr. Shernoff,
who is of counsel to the law firm of

Wyman, Bautzer, Rothman, Ku-
chel & Silbert of Los Angeles,
which represents MGM.

At the heart of Union Interna-

tional's failure to pay, he said, was
the .payout agreement it had with
General Reinsurance Corp. to
whom Union International ceded
100% of its liability on the retroac-
tive policy.

Under that payout arrangement,
General Re was not obligated to
pay Union International any
money until 1984. Payments of $7
million were due in 1984 and 1985

and additional payments were to be
stretched out until 1990, Mr. Sher-
noff said.

When the settlement was
reached with the fire victims in

January 1983, the payout schedule
was consequently renegotiated
with General Re to accelerate its

payments. But, because of the ac-
celerated payout and Gen Re's loss
of use of the money, the amount of
the payments from General Re to
Union International was reduced,
Mr. Shernoff pointed out.

Before it stopped indemnifying
MGM shortly after the $75 million
settlement was reached with the

Plaintiffs Legal Committee, Union
International had paid out $11.4
million for indemnification and de-
fense Costs related to the fire.

MGM is seeking a total of more
than $100 million in compensatory
damages from the retroactive in-
surers to cover the $75 million set-
tlement with the fire victims, the
interest MGM had to pay on money
it borrowed to pay the settlement
and attorneys' fees for the coverage
and fire litigation, Mr. Shernoff
said.

MGM also is asking for punitive
damages for the insurers' bad faith,

 delay of payment and other wrong-
ful activities. These could amount

' to double or triple the actual dam-
ages sought, he added.

Meanwhile, insurers on the third
excess layer of the retroactive cov-
erage are charging that the second-
layer insurers should have agreed
to contribute $50 million when
MGM offered in 1982 to pay $25
million toward a settlement with

the fire victims. The third-layer in-
surers wrote a $25 million layer ex-
cess of $100 million.

According to Robert N. Schiff, an
attorney with the San Francisco
firm of Fisher & Hurst, if Union
International and the second-layer

insurers had settled for $50 million
the third-layer insurers would not
have been tapped.

If Union International and the

second-layer insurers acted in an
unreasonable manner in failing to
settle, then to the extent that MGM
recovers from the third-layer in-
surers, "We contend we can can re-
cover from the second-layer insur-
ers, said Mr. Schiff. He represents
Insurance Corp. of Ireland Ltd.,
which wrote $5 million of the third
layer and $3 million of the fourth
layer.

However, Hall's Mr. O'Brien said
there was not a genuine opportu-
nity to settle the case with MGM
for $50 million, and, he added, the
second-layer insurers were very
adamant about not paying such a
settlement.

Another undecided question is
which insurers will pay the $14.1
million in defense costs MGM paid
in the fire litigation.

Earlier, Union International con-
tended and Judge Goldman ruled
that Granite State Insurance Co., as
primary insurer for Del Webb
Corp., was liable for $8.6 million in
defense costs that Union Interna-

tional had paid to MGM.
On rehearing, however, Judge

Goldman left open the question of
how much Granite State and Union

International would have to pay.
The reason Granite State must

contribute to defense costs is be-

cause MGM was named as an addi-

tional insured on Webb's liability
policy.

Webb, which was responsible for
the design, construction and altera-
tion of additions to the hotel that
were under construction at the

time of the fire, was named in hun-
dreds of lawsuits by fire victims.

However, Granite State vigor-
ously disputes that it should pay
defense costs.

"Our contention is that we

should have only a minute share of
the defense costs, if any," said Mi-
chael E. Bradford, Granite State's
attorney with the Phoenix firm of
DeBus, Bradford and Kazan.

Union International, however,
contends Granite State should pay
the full $8.6 million Union has al-
ready paid to MGM for defense costs.

Union also contends that Webb's

excess insurers should pay the
limits of their policies to indemnify
MGM for its losses before any of
the excess retroactive insurers

must pay. Webb has about $150
million in liability insurance.

The Union agreement with
MGM provided that Union would
insure MGM but only as to its "ulti-
mate net loss" payable after de-
ducting recoveries and other "valid
and collectible insurances," Mr.
O'Brien said.

"We believe the Webb policies
are valid and collectible insurance

and must pay MGM before the
Union policy does."

However, Webb's excess insurers
contend that they only have to pay
under their policies to MGM for
Webb's negligent acts or omissions
on work done at the hotel for

which MGM is found to be vi-

cariously liable.
"If Webb was not negligent in

connection with that work then In-

tegrity pays nothing," said David
Clark, an attorney for Webb's first-
layer excess insurer, Integrity Mu-
tual Insurance Co. ,

Mr. Clark is with the Los An-

geles law firm of Chase, Rotchford,
Drukker & Bogust.

"We feel comfortable that our

only exposure for indemnity would
be if there were proof Webb's acts
and/or omissions actually caused a
death or injury," added Clifford L.
Schaffer, an attorney for four
Webb excess insurers with the Los

Angeles firm of Pachter, Gold &
Schaffer.

Mr. Schaffer also said that under

the construction agreement be-
tween Webb and MGM there is a $2
million cap on the amount that
Webb's insurers have to pay for lia-
bility claims. .

00 00

business insurance, March 18, 1985 / 85

The Risk Management System
for today, tomorrow and

the future

A Computer Software System
from

A & S CONSULTANTS, INC.
Call or write for more information:

) 276 W MAIN STREET, NORTHBORO, MASSACHUSETTS 01532
(617) 393-8228

RISKTRACIs a trademark of A&S Consultants. Inc.

1

The Group
Insurance
Business

Just Got A

Lot Easier!

Time is money.
Until now, a lot of time has

been required to find the
right Group Insurance

Carrier for your needs.

Finally, there is a ready
reference that identifies who

sells what Group Insurance
Product, and how to

find them.

The GROUP INSURANCE DIRECTORY

features:

• Group Insurance Product listings
by company and minimum size

requirements.

• State Listings, showing major
group insurance Carrier Sales

Offices in, or serving, each state.

• Home Office Listings, showing
home office addresses of Major

Group Insurance Carriers.

2

0

C

THE
GROUP
INSUAANCE
DIRECTORY

READY REFERENCE
RATURING

ioted

Benefits Aesecrch, tAco,po

1995
Plus Postage and Handling

Phone Orders:

Visa/MasterCharge Cards ONLY

1-800-422-3900 Ext. 100
All others use order blank below.

BENEmS RESEARCH, INC. 81 - 2

120 Uttleton Road, Parsippany, NJ 07054

Please send - copies of The Group Insurance Directoe
fo:

Name:

Comnnip
Addreng-

City:

0 Visa

#.te*

0 Maste,€ard

Signature:

$/9.95 //.

p/h 52.00 ea.

6% NJ Sates Tax IFAPPUCABLE

TOTAL

Zip:

OCheck enclosed

Exp.

CORPORATE PURCHASE ORDERS ACCEPTED.



86 / business insurance, March 18, 1985

Fidelity bonds "For the financial institutions, precedented number of fidelity cisco-based Bank of America Twenty-four hours after fidelity
there is a drastic tightening claims The first notice was for the 595 underwriters were notified of a

Cont:nued from page l The buyers that will be most af- U S fidelity insurers posted a million loss repcrted by the bank possible claim stemming from the
MeLennan Inc in New York fected by the loss of capacity are composite combined ratio of 1223% because of its involvement wi:h al- mortgage-backed securities scan-

"The client's greatest concern at the 15 to 20 largest U S banks, in 1983, according to A M Best Co, legedly fraudulent mortgage- dal, Bank of America filed another
the moment iS getting the coverage market observers in the United compared with combined ratios of backed securities (BI. March 1 1) notification of claim for a $60 mil-

and capacity his company needs ' States and London agree 113 5% in 1982 and 99% in 1981 Sta- However, it's doubtful whether hon employee dishonesty loss in
"Of the capacity that is left, These banks last year could pur- tistics for 1984 are not yet available fidelity insurers will have to pay Paraguay, according to a London

many (underwriters) are won- chase up to $300 million in fidelity One London underwriter, who that claim Bank of America says source
dering if they should stay in this insurance, say experts, who add asked not to be named, said three that although lt has notified ts fi- A spokesman for Bank of
class of business in the future," banks will probably have to settle bank fidelity losses reported in the delity insurers of a possible claim, America confirmed the bank had
added Merrett's Mr Burnhope. for a lot less coverage :n the future past six months exceed $50 million the coverage is not applicable be- notified its fidelity insurers of loan-

"The entire fidelity market has "Today, putting together $100 each, while a half-dozen others ex- cause employees have not been ac- related losses in Paraguay that oc-
tightened up," said Carroll J Fitz- million is Incredibly challenging," ceed $10 million a piece cused of dishonest acts Insteal, the curred between 1982 and 1984 The
gerald, vp of the commercial insur- said M&M's Mr Tomenson Notice o f two large fidelity bank hassued its directors and offi- bank believes the losses "resulted
ance department of Fidelity & De- One of the reasons for the con- claims, totaling $155 million, have cers liability insurers to pay the from malfeasance of a former em-
posit Co of Maryland in Baltimore traction, observers say, is an un- been filed recently by San Fran- loss Continued onfacing page
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ployee," said the spokesman, who
said he did not know the size of the

claim.

These losses have already been
written off by the bank, the spokes-
man said, adding "the claim with
Lloyd's will have no negative im-
pact on future earnings. Any pro-
ceeds from the claims will contrib-

ute directly to the bank's earn-
ings."

Bank of America has more than

$95 million of fidelity coverage, the
first $10 million of which is written
by Lloyd's syndicates managed by
Merrett.

Bank of America's fidelity cover-
age renews in May, the spokesman
said. Risk management officials
from the bank were in London last

week to discuss the renewal and

could not be reached to comment

on the bank's coverage.
Although increased losses have

helped to cut the London market's
capacity for financial institution fi-
delity risks, the weakness of the
British pound against the U.S. dol-
lar has sharply reduced Lloyd's of
London syndicates' capacity to
write coverages whose premiums
are paid in U.S. dollars (BI, Jan.
21).

Capacity at Lloyd's alone has
shrunk by 30% to 35% because of
the currency problems, other Lon-
don market observers note.

Capacity cuts in London affect
not only the direct coverage writ-
ten for banks by London un-
derwriters, but also the capacity of-
fered by U.S. fidelity underwriters
since the U.S. market depends
upon London for reinsurance sup-
port.

"The capacity situation is much
less than it was six months ago and
this is brought on by the London
market cutting back on its capac-
ity," said Mr. Fitzgerald of Fidelity
& Deposit Co. of Maryland.
"Everything that happens in Lon-
don has an effect here for insurers

who lay off their reinsurance
directly to London."

In the United States, markets
like Fireman's Fund, U.S. Insur-

ance Group and Shand, Morahan
have pulled out of the financial in-
stitution fidelity risk market alto-
gether.

Fireman's Fund announced last

Monday it would withdraw from
the financial institution fidelity in-
surance market "effective immedi-

ately" and limit the amount of fi-
delity coverage it writes for other
types of policyholders to a maxi-
mum of $500,000.

Notices to terminate coverage
were to be mailed to policyholders
late last week.

"Fidelity exposures have grown
beyond the point where under-
writing vigilence and pricing alone
can adequately compensate," said
Patrick S. O'Flynn, executive vp in
charge of specialty insurance for
Fireman's Fund.

"We believe we cannot write this

business at a reasonably consistant
profit in the future," Mr. Flynn
added.

About 1,500 policies are affected
by the insurer's decision, a signifi-
cant portion of which are financial
institution policies, says a Fire-
man's Fund spokesman. The com-
pany was not able to provide pre-
mium volume figures or loss statis-
ties.

Fireman's Fund's decision to

withdraw from the market follows

its decision last October to cut the
limits it offers to $10 million from
$50 million.

U.S. Insurance Group in Basking
Ridge, N.J., a Crum & Forster unit,
stopped writing fidelity bonds for
financial insitutions at the begin-
ning of the year, said USIG Chair-
man and President William S.
Price.

USIG mainly wrote primary
layers for small to medium-size
banks with limits of $1 million per
occurrence, he said.

This business generated about
$15 million to $20 million in pre-

mium last year, he said, noting that
the business has produced com-
bined ratios of 200% to 300% in the

last two to three years.
"Wilh deregulation beginning in

the banking industry and mergers
taking place that bring out claims,
we did not see any opportunity (for
profit) on a long-term basis," Mr.
Price said.

Evanston, Ill.-based Shand,
Morahan stopped writing financial
insitution fidelity insurance at the
beginning of the year, notes James
Willis. a senior professional at
Shand and former assistant vp for
financ-al institutions. He said the

decision was made 'for under-

writing reasons "
" The book of business was not

that large and the amount of time
and effort it would take to correct

that book of business (from losses)
wasn:t in our best interest," Mr.
Willis said.

The coverage was written
through Evanston Insurance Co.,
which ts managed and partly

owned by Shand.
Shand could not say how Euch

financial institution business it had
written.

Shand's withdrawal follows its

decision in October to cut the limits

it offered to $5 million from $30
million.

The underwriters that will con-

tinue to write fidelity coverage are
raising rates and deductibles and
tightening conditions of the policies
they write.

For example, Merrett's Mr.
Burnhope will soon send his policy-
holders a list of guidelines he plans
to follow when coverage is re-
newed.

"Premiums will go up in multi-
ples, not percentages," he :ex-
plained. "If they don't like it they
can lump it.

: . .Right now, the banks spend
more on advertising than on insur-
ance policies, so now they are going
to learn," he added.

Specifically, Mr. Burnhope said
that:

• Within the next 12 months.

major U.S. banks will see their de-
ductible increased to between $10
million and $25 million from $3
million to $5 million.

These huge increases in deduet-
ibles are attracting the attention of
the banks' board of directors, Mr.

Burnhope said, which is his inten-
tion.

"Risk management has little in-
fluence on operations," he said.
"Until you can get to the board-of-
directors level, it is difficult to com-
municate your needs."

Now, presidents and chief execi-
t.ve officers are visiting London
underwriters themselves to find

out more about why deductibles are
increasing, he said.

• Coverage terms will bE
changed.

Currently, fidelity bonds are
written on an "each and every 1053.

basis with no aggregate limit, he
said, adding that most are written
for three-year terms. Mr. Burnhope
says he wants to shorten the policy
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perioc co one year and write limits
on an aggregate rather than a per-
occurrence basis. That means bonds

would only cover one or two major
losses instead of an unlimited num-

ber.

Similar fidelity eoverage changes
may also occur in the United
States

The Surety Assn. of America in
New York is currently reviewing
the wording of the financial insti-
tution bonds writ:en by its mem-
bers fox U.S. banks and thrift insti-

tutions.

Like Merrett, the SAA is consid-
ering changing the current per-oc-
currence limits to aggregate limits,
says Frank LeMunyon, the associa-
tion's vp

"Changes may be announced by
the summer, but that may be opti-
mistie " Mr. LeMunyon says.

Associaoe Editors Michael Bradford
in New York and Steve Taravelia in

Los Angeles also contributed infor-
mation to this story.

THE FIRE LAB
More than 15,000 Men and Women have Graduated during the past
40 Years from the Fire Safety Laboratory at Industrial Risk Insurers in Hartford,
Connecticut. Their course of study? "Fundamentals of Industrial Fire
Protection Equipment", a one-week, highly-concentrated introduction to loss control
programs and loss prevention equipment. These 15,000 alumni include insurance
agents and brokers, representatives of insureds (risk or insurance managers, plant
engineers, and others), municipal firefighters, members of rating bureaus
and government agencies, and every IBI engineer since 1945. The Lab was
established then to provide IRI loss prevention engineers with better knowledge of
various fire protective equipment. Today, the Fire Lab is an industrywide and
worldwide teaching facility, attracting students from nearly every state and
many foreign countries.

The Lab's Credo is the Same Today as 40 Years Ago: to provide the
best facilities for instruction in the principles of fire prevention and protection.
IRI's Fire Lab is a place to learn about the construction, application, operation,
and testing of fire protective devices. The Lab holds one of the most
complete collections of fire protective equipment in the world, including alarm
valves, dry pipe valves, deluge valves, fire pumps (electric, gasoline,
diesel, and steam-driven), pressure tank installations, metering devices, hydrants,
and various kinds of portable fire extinguishers. Actual demonstrations are
complemented with lectures, films, and slide presentations.

Since the Curriculum involves Practical Demonstrations, equipment
is maintained in operating condition. Some devices have cut-aways, which are covered
with heavy-duty plastic windows for viewing of internal operations. Others
are activated by test fires, which are set to fuse sprinklers and demonstrate
their spray patterns. Also, students use extinguishers to put out alcohol fires, and
measure water flow from fire hoses with a pitot tube. As you may have guessed,
the dress code is casual.

In just one short week, students gain a greater
understanding of the well protected and highly
protected risk (HPR) business, and
how loss prevention engineering is a valuable
part of the insurance package. For an informative
brochure and a registration form, contact Ms. Bea
Koerner, Course Coordinator, IRI, 85 Woodland
Street, Hartford, CT 06102, area code (203) 525-2601.
A recent alumnus observed that the IRI Fire Lab

offers unique training that most managers
can't get on the job.
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Brokers optimistic about '85 profit picture
Continued frompage l 1984, but the declines were attrib- hon from $938 million in 1983 ported revenues of Just more than the decline, Mr Rosencrants, Mr
increases will have a duration of uted to extraordinary charges However, M&M's net income for $1 1 billion, an increase of 147% Wilson and Ms Zief all recommend
more than one or two years because rather than to continuing opera- the fourth quarter increased by from 1983 Fourth-quarter gross the purchase of M&M stock, which
of the capital situation of the pri- tions 123 5% to $26 6 million from $11 9 revenues Jumped 20 8% to Just more was trading at about $64 50 per
mary writers," adds Joan Zief, vp Alexander & Alexander Services million m fourth-quarter 1983 than $281 million share last week

at Merrill Lynch Capital Markets Inc, which will not report its 1984 "Marsh & McLennan s fourth- A spokesman for M&M says the Although Hall's gross revenues
in New York results until the end of the month quarter results, if analyzed, were brokerage believes that it will post increased 53% to $3728 million in

All of the publicly held brokers says it will post a fourth-quarter maybe a hair below what we had even better results in the future 1984, the nation's third-largest bro-
that have so far released their 1984 loss because of its recent decision to expected," said Mr Wilson How- "We (M&M) feel we're very kerage reported an 87 7% decline in
results reported an increase in rev- sell several underwriting units and ever, he added that they were good well-positioned to operate in the net income to $15 million from
enues both in the fourth quarter increase the units' loss reserves (BL nevertheless current reinsurance environment, $12 5 million
and for the entire year March 11) M&M's operating income for the and will be for a few years We In the fourth quarter, Hall re-

In addition, all of these brokers- The earnings decline at Marsh & year totaled $217 2 million, up 93% have made a number of adJust- ported a $440,000 net loss, com-
with the exception of Frank B Hall MeLennan was triggered by a 3110 from 1983 Fourth-quarter operat- ments in the last two to three years pared with a $15 million gain in
& Co Inc -reported profit in- million pretax charge to the bro- ing income rose 337% to $478 mil- to position ourselves so that we the fourth quarter of 1983 Fourth-
creases from continuing operations ker's first-quarter results stemming lion from $35 8 million would be ready for the market quarter 1984 gross revenues rose
in both the fourth quarter and the from the brokerage's losses from Marsh & MeLennan made a bit change, so we are well-prepared," 5 3% to $94 692 million
entire year Marsh & McLennan unauthorized bond trading in 1983 of brokerage history in 1984 when he said Hall's results for 1984 can be at-

Inc and Corroon & Black Corp re- and early 1984 (BI, June 25, 19841 it became the first brokerage to Marsh & MeLennan generated tributed to a variety of factors,
ported declines in net income-the Reflecting this charge, net income generate more than $1 billion in earnings per share of $1 62 in 1984, among them a $16 million aftertax
brokerages' bottom line-dur,ng for the year fell 374% to $587 mil- revenues For the year, M&M re- down from $265 for 1983 Despite Continued onfactng page

Mission to get $75 million in new capital update

Continued from page 2 American Financial cash and se- longer than expected, they may India hires law firm
sion's workers compensation liabi- curities worth about $120 5 million need additional capital"
lities as of March 31, 1985, a total of American Financial would also The $75 million injection comes Continued flom page 2
about $158 million receive a warrant to purchase Mis- after Mission reported the worst Jerry Cohen, a Washington attorney and a co-lead counsel in the

That transaction will result in sion stock Upon exercise of the annual results in its history litigation before the New York court
about $37 5 million in additional warrant, American Financial Mission's reported a $198 1 mil- Danbury, Conn -based Union Carbide declined to comment on
capital for Mission, the company would increase its ownership in hon net loss in 1984, compared with the Robins, Zelle appointment Union Carbide is continuing nego-
says Mission to a minimum of 62% and a a $15 million loss in 1983 The com- tiations in hopes of an out-of-court settlement of its Bhopal liabilities

In a second transaction, about $34 maximum of 913%, according to a pany reported assets in 1984 of $979 by summer, a company spokesman said, noting the company views
million in assets now held by Mission statement million, down from $102 billion in a settlement as a fairer and faster means of compensating victims
Transport Indemnity Co, a Los Securities analysts singled out 1983 (BI, Feb 25) than a trial

Angeles unit of American Finan- Carl H Lindner, American Finan- Efforts to improve the company's Union Carbide Corp has an estimated $200 million in liability
cial, will be transferred to Mission cial's president and a member of financial situation Include closing insurance to cover claims from the disaster, although defense costs
Insurance Group Transport In- Mission's board, for the rescue its reinsurance operations, imple- may be excluded from the coverage (BI, Dec 24-31, 1984)
demnity's liabilities will then be "He could have let it go and cut menting substantial rate increases In a related development, a leak of an acetone-based substance
fully reinsured by Transport Insur- his losses, but instead he chose to and beefing up loss reserves from a Union Carbide Corp plant in South Charleston, W Va, was
ance Co , another American Finan- support it," says Michael Lewis, vp- "All of us at the Mission Insur- reported last week The leak caused a misty chemical rain and a
cial unit based in Dallas, says insurance stocks analysis at E F ance Group are deeply concerned fingernail-polish odor, according to David Sweeney, director of
Norris Clark, chief of the financial Hutton Group Inc in New York regarding last year's results and emergency services for the city of Charleston, W Va Four persons
analysts division of the California "The infusion of capital is eer- have taken, are taking and will were treated at a hospital but released Company officials could not
Insurance Department in Los An- tainly good, and suggests that continue to take every action nec- be reached for comment on the leak
geles American Financial is giving the essary to put our company back

The transaction will effectively company the support many sus- into a solid financial operating po- Arkansas work comp bill diesclose Transport Indemnity, another pected it would Without that capi- sition as quickly as possible," says a
Insurance Department official tal, the company probably would March 4 letter Mission sent to all LITTLE ROCK, Ark -An employer-supported workers compen-
explains have had trouble surviving," ob- state insurance commissioners sation reform package, which would make workers compensation

In addition, Mission will receive serves Denis J Callaghan at Paine Mission Insurance Group re- the sole remedy through which injured employees could collect
an additional $35 million in capital Webber Inc in New York cently closed its Mission Reinsur- benefits, is dead for the session after being stalled in a Joint interim
through related transactions "The real question is whether ance Corp underwriting unit (BI, committee of the Arkansas Legislature

In return, Mission will give that capital will be enough," Mr Feb 4) Mission is canceling its fa- The measure-S B 405-was drafted in response to court deci-
American Financial a subordinated Callaghan adds cultative reinsurance business and sions that have allowed injured workers to collect damages through
note for $37 5 million, bearing Mr Lewis concurs "If their letting treaty business expire at re- lawsuits against their employers
13 5% interest and due in seven losses continue for any length of newals The bill also had called for an increase in workers compensation
years It will also transfer to time, or if the recovery takes Mission is also implementing rate benefits for most injured workers and a decrease in workers com-

Increases According to the letter pensation benefits for retired workers who receive Social Security
sent to the insurance commission- benefits Maximum benefits to injured workers in Arkansas are

insurance services guide ers, Sayre & Toso Inc, the group's among the lowest in the country
wholesale underwriting manage- The bill was supported by the Arkansas Chamber of Commerce,
ment division, has been obtaining Associated Industries of Arkansas and the Arkansas Self-Insurers
rate increases upon renewal that in Assn

some instances exceed 200%
CAM Systems, Inc In addition, Mission's nak-bear-Use the Insurance Pennsylvania suspends insurer8204 Elmbrook Or Suite 225 Dallas, Texas 75247

ing units implemented rate hikes of
• Clairn Management • Deta ProcessingServices Guide to about 75% in January, following in- PHILADELPHIA-The Pennsylvania Insurance Department has• Adjusting Services • Subrogation

-SERVING- creases of about 50% in the fourth suspended underwriting at Transportation Mutual Insurance Co, an
reach your best • MGA s o Aisk Managers • Sell insureds • Reinsurors quarter of 1984 and 38% in the third 80-year-old insurer, because of ' concerns about ltS financial condi-•Brokers •Agents • Insurance Companies

quarter of 1984, according to the tion," says a department spokeswoman
prospects.

Call or Write

KEN MAIN-CAM SYSTEMS INC letter signed by Mission President The company had $6 8 million in liabilities and $72 million in
2 North Point #444 Houston, Tx 77060 (713) 999-0961

Ray D Johnson Jr assets at year-end 1984, says the spokesman It generated a total of
Mission also says it added $188 $53 million in net premiums written, primarily assumed reinsur-

Benefits News Analysis AUSTRALIA-INFORMATION
million to reserves in 1984, $70 mil- ance, she saidWritten reports on any Insurance related matter-

The magazine fot: benefits managers e g legislation opportunities fcrestablishment ad lion of which were added in De- A decision will eventually be made as to whether the company
Analysis of corporate benefit practices mitted non admitted mandator/ self Insurance op cember after actuarial reviews by will be put into rehabilitation or liquidation, the spokeswoman saidlions inspections briefings, reports on carriers em
Flexible Benefits Cost Containment ployment prospects Coopers & Lybrands and Tillingh- While it is suspended, she said, the company lS prohibited from
Savings/401 (k) Communication Write airmail or telex ast, Nelson & Warren Inc, the let- writing new policies, renewing policies, transferring property orSystems/Admin International McGregor insurance Management

Free copy-203/393-2272 Suite 6 76A Archer Street Chatswood Sydney 2067 ter states paying out any funds without prior whtten approval of the depart-
Box 4033 New Haven, CT 06525

Australia "It is our belief that we have ment Existing policies remain in effect
Telex AA 27642 (Mark torattention User No C[ 139)

now, as a result of these additional
INSURANCE INTERMEDIARIES

COMPLETE MEDICAL AND
reserves, adequately provided for Hawaii work comp bill advancesOur fees paid by insirers • Lrge accounts placed all potential losses," Mr Johnson

 Commissions negonated HOSPITAL CLAIMS PRO- states in the letter HONOLULU-Hawaii employers have won one battle in their
CESSING SOFTWARE FOR Mission projects its net written workers compensation reform fight, but they will have to return to
IBM PC XT premiums this year will drop ap- the trenches this week when an amended version of H B 463 is

proximately 21%, to about $340 mil- scheduled to be discussed by the Senate Labor Committee1655 Fe'Ichtra St Suite 520 Achnia GA 30329
404492 0791 TELEX 80-4319 Serving over 40 TPA's and lion from about $430 million in The House Finance Committee amended a "liberalized" version

Chriner ins Comm 8 yrs Former Pres NAIC)

Self-Insurers 1984 And, according to the letter, of H B 463 on March 11 by restoring two provisions cut earlier this
Mission expects its underwriting month through the efforts of Rep Eloise Tungpalan, D-Pearl City,CASUALTY ACTUARIES, INC.

Robert FLowe FCAS,MAAA,FCA
Insurance Software losses to begin to decline in July chairman of the House Employment Opportunity and Labor Rela-

• Loss Reserve and Rate Evaluations For Packages. Inc. Mission reported a combined ratio tions Committee (BI, March 11)
Insurance Companies and Seif-ln- of 161 1% in 1984 after policyholder The latest draft of the reform measure calls for a waiting period of
sured. 5118 North 56th Street

dividends two workdays after a workplace injury before an injured employee• Statutory letters of opinion on loss and Tampa, Florida 33610loss expense reserves Mr Johnson became president can file a claim, with no retroactivity of benefits Current law calls
One insurance Center Plaza Suite 1 813-621-6069 (FL) and chief executive officer on Feb for a waiting period of two calendar days and retroactive benefits

St Louis MO 63141

(314) 878-5002 800-237-8133 IUSI 14, after the resignation of Louis F The new draft also reduces employers' burden-of-proof standards
Marioni, a 23-year Mission veteran in certain occupational disease cases
(BI, Feb 25) Though House members voted 43-8 to send the bill to the Senate

For advertising information in the INSURANCE SERVICES GUIDE The California Insurance De- March 11, many had approved it with reservations, observers note
Contact Beverly Kluxdal, 740 Rush Street, Chicago, Illinois 60611 partment will begin a routine ex- A tough fight awaits on the Senate side, the observers added

Telephone (312) 649-5340 amination of Mission on March 25.
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1
Continued from facing page Gallagher stock was trading at about $38 50
loss related to discontinued underwriting op- 'There is now very good evidence that premium rates are per share last week
erations and phenomena involving interest Poe & Associates Inc narrowed its net

expenses and reserving issues, as well as a hardening, which is very advantageous to us. We expect rates losses in 1984 to $642,000, or 23 cents per
$3 2 million gain in the fourth quarter of 1983 to go up in 1985 and again in 1986, since insurers cannot raise share, compared with a net loss of $35 mil-
generated by the sale of a subsidiary

Mr Rosencrants said that Hall's problems the rates all at once in a given year to reach adequate levels,' lion, or $124 per share in 1983 Gross reve-
nues increased 10 4% to $22 8 million

are due to two primary factors First, 44They said Hall Senior Vp Stanley Martinez. In the fourth quarter, Poe reported a $17
managed to lose money in the fourth quarter million net loss, or a loss of 60 cents per share,
That wasn't easy to do They have not had - compared with a fourth-quarter 1983 net loss
the sharp acceleration of earnings like the of $3 1 million, or $1 10 per share Fourth-
other brokers have experienced " million for all of 1983 and posted net earnings quarter," Crump's Mr Power said quarter 1984 revenues totaled $5 3 million, a

The second problem, and the most impor- of $26 million m the fourth quarter of that "The momentum is beginning to build in 4 4% increase
tant one, said Mr Rosencrants, is that Hall is year the E&S business, which was slow at the be- The year-end and quarterly net losses are
no longer strictly an insurance broker 44They "When you isolate the effects of our dis- ginning of 1984 We're now experiencing a primarily attributable to Poe's Whiting Na-
have written off their underwriting opera- continumg operations, it is apparent there larger volume of E&S business at higher tional Insurance Co subsidiary, whose opera-
tions, but they also own Jartran Inc," a was a significant increase in income from our rates Our retail business is improving too tions will be discontinued by May 1985
truck-leasing subsidiary that is currently in continuing operations from 1984 over 1983, 44We have been trying to bring our group of Disregarding this drag on earnings, Poe re-
reorganization which was even more significant in the operations into a cohesive unit, and I feel we ported operating income of $1 371 million at

"Jartran's impact on Hall's financial state- fourth quarter and has created a lot of excite- have done that over the last few years," Mr year-end 1984, including a $393,000 loss from
ments thus far has only reflected Hall's in- ment regarding our stock," said Stephen A Power said "This is a market for the real the disposition of the broker's investment in
vestments in the company," Mr Rosencrants Crane, C&B's senior vp and chief financial professionals I believe we fit into that cate- Stetzel Thomson & Co Ltd, a London under-
said "As soon as they pump more money into officer gory We've made 6 lot of changes in our op- writing subsidiary that closed in October
Jartran to help lt emerge from bankruptcy Corroon & Black's income from continuing erations, and they're beginning to show This contrasts a $976,000 loss on continuing
into reorganization the Jartran losses will operations for the fourth quarter of 1984 now " operations in 1983
appear to their full extent in Hall's financial grew 836% to $5504 million Operating in- Mr Rosencrants is recommending the pur- According to a Poe spokesman, "We feel
statements " come increased 8 9% during 1984 to $18 9 mil- chase of Crump stock, while Mr Wilson is we had a pretty good year in 1984 Our con-

Mr Rosencrants added "Hall's brokerage lion neutral in his rating tinuing operations made money in 1984 com-
operations will improve There's no question The broker also reported a healthy reve- Crump earned $1 19 cents per share in pared to our results in 1983 although we
about that But we have no confidence in nue increase C&B's 1984 gross revenues to- 1984, compared with 72 cents in 1983 Crump still had some problems with Stetzel Our ob-
their stock because of Jartran Hall (also) has taled $199 million, a 20 8% increase Fourth- stock was trading at about $26 62 per share vious problem was in our (Whiting National)
a lot of debts and contingent liabilities Just quarter gross revenues totaled almost $54 last week underwriting operations, which continued to
as the insurance brokerage price will im- million, a 29 3% increase Arthur J Gallagher & Co, the most recent show losses
prove sharply, they will have the unfortu- Mr Crane said "We're hopeful that, from broker to go public, also posted a healthy gain "We anticipate that our net results will
nate impact of having to absorb the losses of an accounting point of view, the bad news is m earnings last year certainly be improved in 1985," the Poe
Jartran " behind us There might be some minor pluses Gallagher's 1984 net income rose 475% to spokesman continued "Companies' rates are

Stanley Martinez, the broker's senior vp- and minuses, but we don't anticipate any big $63 million from $43 million Fourth-quar- coming back up to where they were six or
finance, would not discuss proJections of Jar- surprises" in 1985 ter net income rose 2564% to $12 million seven years ago, which means that the bro-
tran's anticipated 1985 results, but said "I "We're pretty well situated" for the change from $335,000 kerage business is going to improve in 1985,
think that in terms of insurance services acti- in the marketplace, Mr Crane added "We Gross revenues rose 20 3% in 1984 to 1986 and hopefully beyond "
vities, 1985 will be a very good year, as will di(in't cut our staff during the down market, $64 179 million, while fourth-quarter 1984 The spokesman said the broker plans to
1986 and so we are in good shape to go into this gross revenues increased 312% to $17 052 continue and expand ltS mass-marketing ef-

"There is now very good evidence," he market We're hoping to introduce some million forts and is now readying new mass-market-
continued, "that premium rates are hard- new programs and to get into some new busi- "There are two things that made us move ing programs for its agent network through-
ening, which is very advantageous to us We ness areas " "good new-business development and the out the country
expect rates to go up in 1985 and again in Although Corroon & Black experienced a change that's taken place in the market- Poe's stock, which was trading at about
1986, since insurers cannot raise the rates all per-share loss of 81 cents in 1984, compared place," explained Michael J Cloherty, vp of $8 25 last week, lS not widely tracked by
at once in a given year" to reach adequate with earnings per share of $2 15 in 1983, Mr finance for Gallagher market analysts
levels Wilson and Mr Rosencrants both are now Mr Cloherty said that the Industry had

"Hall's losses surprised us," Mr Wilson recommending Corroon & Black stock, seen "the bottom of the trough" in 1984 but is 1

said "We expected them to make some which traded at about $42 a share last week now rebounding However, he adds, "At the British Issues
1 Weekmoney in the fourth quarter " He said that Ms Zief only tracks the results of the three very time that the insurance marketplace

Rothschild gives Frank B Hall's stock a largest U S brokers can afford to price its products properly, the
12 March Plice P/E Div. Yield High-Low

" Companies pence pence % pencepence
neutral" rating Mr Wilson commented "Corroon & Black shrinking capital bases are limiting insurers' Comml Union 190 14/M 169 89 190-179

Ms Zief, on the other hand, said that Mer- had an excellent quarter We were very im- capacity to write additional premiums Gent Accident 555 94 1 28 6 51 555--535

rill Lynch rates Hall's stock as "OK to buy " pressed" with their results "Gallagher's concentration is on risk man- Gdn Royal Exch 678 18.8 36 4 54 678-653

Hall earned 12 cents per share in 1984, The Crump Cos Inc reported a 656% in- agement," he continued "The condition of Royal 583 N/M 33 9 58 585-575

compared with $102 per share in 1983 Last crease in net income in 1984 to $4 9 million the industry will prompt clients to look into Sun Alliance 445 494 21 4 48 446-440

week, Hall stock was trading at about $26 62 from nearly $3 million in 1983, the largest alternatives As (businesses) look for alterna-
Brokers

per share profit increase of any of the brokers to report tive solutions, more will turn toward self-in-
CE Heath 630 108 300 48 637-620

Corroon & Black posted a net loss of Just so far surance and risk management We are in the
Hogg Robinson 291 166 116 40 294-284 less than $7 million for the entire year and a Fourth-quarter net income rose 964% to strategic position to serve that market " JH Minet 281 198 80 28 283-273

$138 million net loss for the fourth quarter $886,000 from $451,000 Gallagher's earnings per share totaled 27 Sedg Grp 380 177 128 34 383-370

due to the closing of the brokerage's Under- Gross revenues for 1984 increased 265% to cents in 1984, compared with 10 cents in 1983 Stew W,ightson 605 173 240 40 612-574

writing Management Group and to a $1 5 $69 6, while revenues in the fourth quarter Mr. Rosencrants recommended the purchase Willis Faber 660 236 17 6 27 665-641

million extraordinary charge on settlements increased 41 4% to $187 million of Gallagher stock Source Philip Olsen/Alan Clifton, Insurance Industry

arising from C&B's equity interest in Lloyd's "We attribute (our results) to all of our Mr Wilson gave the stock a neutral rating, Specialists Kitcat & Aitken Stockbrokers,

broker Minet Holdings PLC (BI, Feb 4) London
areas of operation, but especially to our E&S though he noted that "Gallagher's results

The company reported net income of $18 3 group, which began to pick up in the third were excellent "

Bl Insurance Index

Bl Industry Stock Report March 12,1985 3/6/85 thru 3/12/85
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1 335

330

325
Brokers Price % Chg P/E $ Div 96 Yld High Low Vol (000) Pnce % Chg P/E $ Div %¥Id. High Low VoL(000)

Alexander & Alexander Sics NYSE 30.75 1 7 341 7 1.00 3 3 31 38* 30 00 1,366.4 Avemco Corp NYSE 25.63 -4 2 12 4 0.60 2 3 27.00 25.63 6.4 320

Baldwin & lyons Inc OTC 5350 09 110 080 15 53.50 53.00 26 Bitco Corp OTC 1350 00 00 040 30 13.50 13.50 56
315

Corroon & Black Corp NYSE 42.00 -3 7 33 1 1.00 2 4 44 75* 42.00 240 3 Business Mens Assurn Co Amer OTC 5225 05 66 208 40 52.25 51.88 122.5

Crump E H Cos Inc OTC 26.63 0.5 22 4 0.44 1 7 27 00* 26.63 128 0 Chubb Corp NYSE 58 75 -1 5 16 7 2 20 3 7 59.25 58.63 191 1 310

Emett & Chandler Cos Inc OTC 14.75 00 00 000 0.0 14.75 14.75 11 305
Combined Intl Corp NYSE /3.75 -2 2 8.8 2.08 4.8 44.00 43.75 264 8

Gallagher Arthur J & Co OTC 38.00 2 7 23 9 0.28 0 7 38.00 37.00 15 2 Continental Corp NYSE 41.00 -2 4 21 2 2.60 6 3 42.00 40.38 413.9 300

Hall Frank B & Co Inc NYSE 26 63 -0.9 51 2 1 00 3 8 26.88 26.63 147 8 Crown Life Ins Co OTC 120.00 -4 0 12 4 5.00 4 2 120.00 120.00 07
295

Marsh & Mclennan Cos Inc NYSE 64.50 0.6 39.8 2.40 3 7 64.50 63.00 216 8 Durham Corp OTC 4000 -18 77 128 3.2 40.00 40.00 77

Poe & Assoc Znc OTC 8.25 0 0 0.0 0.00 0 0 8.25 8.25 7 0 Farmers Group Inc OTC 55.88 -2 4 10 2 1.76 3 1 57.25 55.00 301 2 290 E
Reed Stenhouse Cos Ltd OTC 24.63 3 1 35 2 0.60 2 4 25 25• 24 00 816 8 285

Fremont Gen Corp OTC 2463 -20 00 048 19 25.25 24.38 338 4

AGENTS/BROKERS AVERAGE 29 2 23 Great West Life Assurn Co OTC 350.00 00 94 14 00 40 350 00 350 00 00 280
Hanover Ins Co OTC 3600 -20 33.3 0.56 16 36.75 35.50 23 9

j
275

j
Hartford Steam Bwler Insptn OTC 70.00 -0 7 31 2 3.00 4 3 70.00 69.00 15 9

Conglomerates & Holding Cos. Kans City Life Ins OTC 83.00 18 95 288 35 83.00 82.00 70 270 0\) en

American Express(Fireman's Fd) NYSE 41 38 -3 2 14 8 1 28 3 1 42 25 41 38 3,279 7 Kemper Corp OTC 50.50 -29 294 1 80 36 51.63 50.13 237 7
'-. 3

Anderson Cla> ton(Ranger/PanAm) NYSE 38 00 0 7 19 6 1 32 3 5 38.00 37 38 22 2 Liberty Corp S C NYSE 30.38 -2 0 14 6 0.72 2 4 31 50* 30.38 27 4 Met# 4 1 5.¢69 ·54 0 : -33 25 ,;
Armco Inc NYSE 9.50 -5 0 00 000 00 9.88 9 50 555 8 Llncoln Natl Corp Ind NYSE 40 88 -30 108 1 84 4 5 42.13 40.75 1771

 © 1 © 498 4 - 4 4 + 444 -i Ja

Berkley W R Corp OTC 1500 -40 00 032 21 15.50 15.00 22 5 Mission Ins Group Inc NYSE 875 129.00 050 57 875 763 490 1 
CIGNA Corp NYSE 49 SO -0 5 450 0 2.60 5 3 49 SO 47.88 3,288 8 Monumental Corp OTC 29.88 -0 8 12 4 1.30 4 4 30.00 29.88 21 9 1

City Investing Co (Home Ins ) NYSE 38 75 10 93 000 00 39 00 38 13 1,246 4 Northwestern Natl Life Ins OTC 3500 14 82 080 23 35 00 34 50 90 9

CNA Finl Corp (CNA) NYSE 3750 -10 156 000 00 37.88 37.50 72 1 Ohio Cas Corp OTC 51.88 -1 2 19 5 2.80 5 4 52.25 51.38 173 2 The 8/ index of insurance industry stocks
General Re Corp NYSE 71.75 -3 9 44 8 1.56 2 2 72.50 71 00 618 1 Old Rep Intl Corp OTC 3513 00 68 088 25 35.25 35.00 55 0

ITT (Hartford Group) NYSE 31.38 -2 3 8.5 1.00 3 2 33.38 31 38 3,290 1, Orion Cap Corp NYSE 24.38 0 0 270 8 0.76 3 1 24.50 24.38 45 5 slumped lor the period ending March 12. The
Optimum Hlig Corp OTC 050 00 00 000 00 0.50 0.50 15 Protective Corp OTC 2250 23 105 062 28 23.00 22.50 157 8

index closed at 331.6 March 12, down 2.5 points

s ebci. o aCllstate) NYSE 35 00 -1 8 87 1 76 50 35.00 34 75 2,103 41 Provident Lite & Acc Ins Co OTC 97 00 21 70 338 35 97 00 94 50 29 3 from 334.1 March S. In all, 14 stocks rose, 32 fellNYSE 261.13 -1 4 14 3 0.00 0 0 262.13 259 25 161 3 St Paul Cos Inc OTC 5600 -15 00 300 54 56.88 55.25 827 3

SAFECO Corp OTC 3488 -2.1 115 150 4.3 35 SO 34 88 282 9 and 12 were unchanged. The biggest gains
Transamerica Corp

Mcidental & Fred S James) NYSE 29.38 0.9 12 7 1.64 5 6 29.38 28.50 266 0 Sri Corp OTC 16.13 -5 1 27 3 0.68 4 2 16.75 16.13 138 2 were by Mission Insurance Group Inc., up
..... Sibels Bruce Group Inc OTC 2575 00 00 080 31 26.25 25.50 66 7

---

CONGLOMERATES/HOLDING COS AVERAGE 21.4 17 12.9%; Reed Stenhouse Cos. Ltd., up 3.1%;
Statesman Group Inc OTC 625 -38 93 015 24 6.63 6.25 671

Tokio Marine & Fire Ins Co OTC 155.50 -1 9 26.9 1.05 0 7 157.75 154.75 6.5 American Heritage Life Investment Corp., up
Insurers Torchmark Corp NYSE 41.38 -1.5 99 100 24 41.75 40.25 365 4 2.4%; Protective Corp., up 2.3%; and Provident

Travelers Corp NYSE 4300 -1.4 105 204 4 7 43 00 42.50 1,079 2

United Fire & Cas Co OTC 2400 00 00 080 33 24.00 24.00 0.0 Life & Accident Insurance Co., up 2.1%. The
Aetna Life K Cas Co NYSE 41.00 -0 6 25.8 2.64 6.4 41.00 4[ 25 845 1

largest losses were by Aneco Reinsurance Ltd.,
American Gereral Corp NYSE 29.38 -2 9 9.8 1.00 3 4 30.25 29 38 966 7 United States Fid & Gty Co NYSE 31 63 -0 8 184 2 20 70 31 63 31 00 2,632 1
Amern Heritage Life Invt Co NYSE 32 25 24 97 1.08 33 32 50* 31 88 5 7 Uslife Corp NYSE 38.25 -0.6 88 104 27 39 38* 3813 483.7 down 7.7%; SRI Corp., down 5.1%; AVEMCO
American Inaty Fint Corp OTC 18.00 0.0 00 112 62 18 00 12.00 1 2 Washington Natl Corp NYSE 27.75 00 86 108 39 27.75 27.25 681

American Intl Group Inc NYSE 71.63 0 4 16 8 0 44 0.6 72.50 69.63 878 9 Zenith Natl Ins Corp OTC 13.00 2.0 236 068 52 13.00 13.00 62.8 Corp., down 4.2%; and Crown Life Insurance
Co. and W.R. Berkley Corp., each down 4%. The

Aneco Reins Ltd OTC 150 -7.7 00 000 00 1.63 1.50 24 INSURANCE COMPANIES AVERAGE 15.9 36

System design Altman Information Systems
8/Index fell 0.7% for the trading period; the
NYSE composite fell 1.4%.
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Independent OicCIaim
Association members:

CALIFORNIA
Sacramento

Concept Administrators, inc. 916/364-7000

COLORADO
Denver

Mountain States Administration Company 303/3684500
CONNECTICUT

Glastonbury
Diversified Group Brokerage Corporation 203/659-0381 1

GEORGIA
Savannah

Jones, Hill & Mercer insurance 912/236-1551
ILLINOIS
Champaign

Management Services, inc. 217/351-9233
chicago
Allied Benefit Systems, inc. 312/321-5071

Northbrook

Syncor Administrative Services, Inc. 312/291-1230
Palatine

CASI® 312/934-7772

Park Ridge

Parkside Medical Services Corporation 312/6984769
Rosemont

BMS Services, inc. 312/693-5410

INDIANA
East Chicago

wLayden, Inc. 219/397-6920
Pyramid Benefit Services 219/293-5463

Indianapolis
The BeneTech Corporation 512/8434116
Key Benefit Administrators, inc. 317/255-3822
Warren Steinborn Associates 317/875.0351

IOWA
Des Moines

Employers Claim & Administrative Services, inc.
515/2864461

KANSAS
Overland Park

Power Group Designs, inc. 913/491-3280
LOUISIANA
Metairie

Associated Health Plans, inc. of Louisiana
504/834-5235

Fundingeenefits Administrative Services, Inc.
504/831-6651
Sigma, Inc 504/831-0570

New Orleans

Jack A. Parker & Associates, trk. 5041596-3166
MARYLAND

7/mon/um

Benechek, mc 301/561-0964

MICHIGAN
Detroit

CAM Administrative Services, inc. 515/567-3200
Redford

Governmental Health Managers, inc. 313/535-7100

MISSISSIPPI
Jackson

Benefit Administration Services, Ltd. 601/969-1286

MISSOURI
Kansas City

Woodsmall, Frick & Innis, Inc. 816/421-7788
St. LOUIS

DBL Services, inc. 314/241-8665

NORTH CAROLINA
High Point

Benefit Plan Services, Inc. 9191889-2003

OHIO
aeveland

Administrative Service Coosultaots, Inc. 216/526-2730
J.P. Farley Corporation 216/871-6800

Columbus (Dublin)
Employee Benefit Management Corp. 614/766-5800

Toledo

Benefit Claims Administrators, Inc. 419/255-1400

OKLAHOMA
oklahoma City
Mutual Assurance Agency, Inc 405/4954120

PENNSYLVANIA
Briageville
Benefit Coordinators Corp. 412/5636700

Newtown Square
Comprehensive Benefits Service Company, inc.
215/359-1400

P/ttsburgh
Babb.inc. 412/237-2020

SOUTH CAROLINA
Charleston

Heffron, Ingle, MCDOwell & Cooper 8031577-2600
Columbia

Planned Administrators, inc. 803/782-5200

TENNESSEE
Johnson City

Corporate Systems Administration, Inc. 615/282-3420 
Memphis

Pittman & Associates, Inc. 901/323-2140

TEXAS 
Houston

insurance Benefit Services, inc. 713/578-0250

VIRGINIA
Norfolk

Benefit Consultant Services, inc 804/855-8061

WISCONSIN
Appleton

Employee Benefit Claims of Wisconsin, Inc.
414/731-5333

Madison
Preferred Administrative Services, Inc. 608/273-1776

Milwaukee

Employee Benefit Claims of Wisconsin, inc. 414/273-3540

* OicClaim is a registered trademark of Resource Information Management
Systems, Inc., Oak Brook, IL 312/789-0230

© 1984 OicCIaim Advertising Association
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UH CARE
PUN

A PHYSICAIL
EXAM

During the past severa years, the cost
of medical and dental benefits has become a
major corporate expense. As a result, corporate
financia: officers are examining their benefit
programs very carefully and evaluating new
funding alternatives.

Has Your Broker

Recommended Self-Funding?
Yielding increased dprporate cash flow and

greater employee benefit plan control, self-
funding may be the proper prescription for
your firm. With a properly structured program
and efficient claims administration by an ex-
perierced Third Party Administrator, immediate
cost savings and long term cost containment
will result.

We've Oot the Cure

for Costly Plan Administration
Weve combined employee health benefits

experience with the finest automated claims
administration technology available. The result
is a team of independenc professional Third
Party Administrators with the expertise to
design a plan and administer it effectively and
efficienily. Call a Q-Team member today and
schedule a physical exam for your employee
health care plan. See the listing on this page
for the Third Party Administrator near you

, . '« « .t who's an independent QicCIaim Association
2 ;»' 8,5 member...or ask your broker.
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OicCainf Associ ion
3 The Winning Tea

in Health Care Plan Admi tion
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