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Multiemployer law
unconstitutional: Court

By JERRY GEISEL

SAN FRANCISCO-Employers that left multiemployer pension
plansbefore President Carter signed the 1980 Multiemployer
Amendments Act cannot be slapped with withdrawal liability
charges under the act, an appellate court says.

The 9th U.S. Circuit Court of Appeals is the first appellate court to
strike down as unconstitutional a retroactive provision in the law.
That provision gives multiemployer pension plans the power to de-
mand huge payments from employers that left the plans during a
five-month period between the law's effective date and the date it
was actually signed.

The retroactive provision "operates to the severe detriment of the
employers," the court said in its May 20 decision. "We hold that
retroactive application. . .violated the employers' rights to due pro-
eess as guaranteed by the Fifth Amendment," the court added.

The court noted that the interests of employers, who could not
have been expected to understand the impact of the act before it
became law, to be protected from claims that threatened their sol-
vency outweighed the interests of the plans.

"The decision is a recognition by the court that this kind of liabil-
ity can eripple or bankrupt an employer," said George Knopfler of
the Los Angeles law firm of Acret & Perrochet.

The decision, expected to be appealed to the U.S. Supreme Court
by multiemployer plans and the federal government, applies to the
hundreds of employers that withdrew from multiemployer plans be-
tween April 29, 1980,-the law's effective date-and Sept. 26,
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Benefits not to be considered

in comp award formula: Court
WASHINGTON-Employee bene-

fits are not to be considered as wages
in calculating a workers compensa-
tion award, the Supreme Court said
last week.

Ina case involving the federal
Longshoremen's and Harbor Work-
ers' Compensation Act, the high court
said in an 8-1 decision: "There is no

evidence in the legislative history in-
dicating that Congress seriously con-

Continued on nezt page

Home builders go to court
over risk retention group

By JERRY GEISEL strated its eligibility to operate as a risk retention
group, he added.

WILMINGTON, Del.-A national home builders' as- For example, on March 17, the Texas government
sociation is fighting Delaware's insurance commis- returned a check of $146,642.63 that HOW had sent to
sioner in U.S. District Court over the group's right to pay premium taxes on policies it sold to home builders
operate a risk retention group. in that state last year.

The 11,000-member Home Owners Warranty "Had they (HOW) been certified in Dela-
Corp. hopes the court will rule that the home ware by Dave Elliott, we would have said
builders' captive insurance company, HOW thank you and accepted their money," said
Insurance Co., is a bona fide risk retention Lyndon Olson Jr., a mem-
group authorized under a 1981 federal , T ber of the Texas State
law. Board of Insurance.Such a ruling would force Delaware a And in Georgia, Insurance Com-
Insurance Commissioner David Elliott - 31;.4 missioner Johnnie Caldwell issued
to recognize HOW as a risk retention -111 7 a cease-and-desist order to stop
group and remove obstacles to «25*L \ Itln HOW from selling insurance

policies in the state. The de-
states that Mr. Elliott's posi- L '...'I "

partment considered HOW an
tion has produced. , [ unauthorized insurer since it

The Delaware regulator's Al[-lim
00 had not been certified as a risk

stance against HOW has C==.4L--14=- = = 'Lin retention group in Delaware,
created a cloud over its oper- Graphic: Amy Palmer its home state.

ations that needs to be lifted, said HOW Washington HOW, though, won an injunction in U.S. District
counsel Terence Cooke. Court in Atlanta that stays Mr. Caldwell's order. The

"Other states were taking the lead from Delaware on court said HOW had complied with the federal Risk
this issue," Mr. Cooke said. A court decision would act Retention Act, enabling it to operate as a risk retention
as a signal to other states that HOW has clearly demon- Continued on page 60

Small-firm risk managers assume varied duties
Risk managers' responsibilities*
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By JAMES M. BURCKE

Risk managers at smaller companies wear many hats,
a new survey confirms.

In addition to responsibilities for property/casualty
insurance and claims handling, risk managers at
smaller firms also may be directly in charge of benefit
administration, safety and fire loss prevention, security
and even their companies' pension and profit-sharing
plans, the survey notes.

For example, 38.8% of the risk managers at com-
panies with less than $200 million in annual sales re-
ported they have "hands-on" responsibility for benefit
administration.

Risk managers at large companies seldom have this
responsibility. Only 10.7% of the risk managers at com-
panies with $1 billion to $4 billion in revenues and just
1% of those at firms with more than $4 billion in sales
are directly responsible for benefit administration.

However, risk managers at larger companies are
granted much more responsibility in the important
area of risk financing than those at small employers,
according to the survey by Logic Personnel Associates

Punitive damages OK'd
I in Hilton fire deaths
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Inc., a New York-based recruiting firm specializing in
risk and safety management.

More than 93% of the risk managers surveyed at
companies with more than $4 billion in sales say they
have hands-on responsibility for risk financing, com-
pared with only 56.5% of the risk managers at com-
panies with less than $200 million in annual revenues.

"When you get to the large companies with $2 billion
to $4 billion in sales, the financial ability of the risk
managers becomes more relevant," says Logic's Rich-
ard Meyers, who is one of the authors of the survey.

The study of risk managers' responsibilities is con-
tained in Logic's annual survey of compensation in the
risk management profession (BI, May 23).

Logic received responses from 962 risk managers at
companies of all sizes, a 42% response rate. The survey
was mailed last fall to risk managers based on a mailing
list compiled by Logic from a sample of Business Insur-
ance subscribers. The results were tabulated this
spring.

Benefit administration was just one of the added jobs
that risk managers at many small companies take on.

Continued on page 63

Malpractice pool stops
payments on claims
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update Punitive damages allowed
Benefits not part of comp award
Continued from previous page in Hilton hotel fire deaths
sidered the possibility that fringe benefits should be taken into ac-
count in determining compensation under the act "

The high court decision overturns a ruling by the U S Court of
By STEPHEN TARNOFF clearer warning than what oc- "Personally. I believe that be-Appeals for the District of Columbia involving survivors' benefits

curred three months before (a- the cause the fire was due to a con-due the family of a construction worker employed by Morrison- LAS VEGAS, Nev -A state MGM) victed arsonist, that will in the eyesKnudsen Co of Boise, Idaho, who was killed in a 1974 accident 1
court Judge's ruling paves the way But an attorney for the defen- and minds of most Jurors mitigateduring the construction of the Washington, DC, subway system for the estates of those who died in dants in the litigation, other than the award of punitive damages(BI, Feb 8, 1982)
the February 1981 Las Vegas Hil- Hilton, said that he thought it was against anyone," said Gene Backus
ton Hotel fire to press punitive unlikely that punitive damages of the Las Vegas firm of Thorndal,

Nevada allows comp insurers damage claims would ever be assessed in the case Continued on page 64
At a May 20 hearing, Judge Paul

CARSON CITY, Nev -Beginning July 1, 1984, Nevada employ- S Goldman of the state's 8th Judi-
ers will be able to purchase workers compensation insurance from cial District Court interpreted Ne-
commercial Insurers

vada law to permit punitive dam- Hyatt legal fees challengedS B 136, adopted by the Nevada Legislature in the final hours of ages in wrongful death cases
its session May 22, changes the 70-year-old exclusive state fund into James L Fetterly, a plaintiff's
a competitive state fund Nevada was one of only six states with an By BILL DENSMORE

attorney in the litigation says the
exclusive fund

ruling makes it easier for plaintiffs KANSAS CITY, Mo -Insurer-hired attorneys for Hyatt Corp
to pursue punitive damage claims, and Crown Center Redeve.opment Corp are asking a federal Judge

Swiss bank sues Posgates but that other evidentiary issues to reconsider his award of more than $2 million to plaintiffs' lawyers
must still be decided before the in the skywalks collapse lit gation

LONDON-The Banque du Rhone et de la Tamise, the SWISS issue can go before a Jury At the same time, a Park Ridge, Ill, law firm representing twobank formerly controlled by several ex-officials at Alexander How- But if punitive damage claims do victims of the July 17,1981, collapse has appealed the federal courtden Group PLC,lS suing former Howden undewriter Ian R Pos-
go to trial, plaintiffs in the Hilton class-action settlement of claims arising from the disaster and thegate and his wife Margaret in London's High Court to recover more litigation have a stronger case than attorneys' fee order The firm, which participated in the federalthan 14 million pounds (about $2 2 million) it says the Posgates owe the plaintiffs in the MGM Grand court proceedings, is not among those that will share in the attor-the bank
Hotel fire litigation since the Hilton neys' fees set by the court

According to a suit filed by Howden's parent Alexander & Alex- fire followed the blaze at the MGM, The two actions, filed earlier th.s month, at least temporarily upsetander Services Inc against Mr Posgate and four other former How-
says Mr Fetterly of the Minneapo- the gradual winding clown in the litigation triggered by the Hyattden officials, the ex-Howden officials secretly bought the Swiss lis firm of Maslon, Edelman, Bor- tragedy, which killed 113 peoplebank with funds allegedly misappropriated from Howden (BI, Sept man & Brand On May 4, U S District J idge Scott O Wright approved more than27, 1982) A&A assumed control of the bank last fall after the suit

"It's a better case for punitive $2 2 million in fees and expenses to victims' lawyers in a federal classwas filed
damages than MGM," he said action that was settled prior to trial (BI, May 9)Mr Posgate's attorneys could not be reached for comment Both the Hilton and MGM Grand Judge Wright issued the order after receiving statements from
hotels were designed by the same plaintiffs' attorneys detailing the time and expenses incurred in pre-Older worker rules OK'd architects and had the same poten- panng the federal class aclon for trial. The work included review-
tial fire and safety problems, Mr Continued on page 63WASHINGTON-Employers will have to give workers between Fetterly added "There was no

the ages of 65 and 69 a choice of enrolling in corporate group health
insurance plans or sticking with Medicare as their primary insurer,
according to interim rules approved last week by the Equal Em- Minnesota
ployment Opportunity Commission (BI, April 18) Malpractice pool stops

The rules now go to the Office of Management and Budget for
approval The rules will be published next month in the Federal approves
Register comp reform payments on claims
End to punitive claims sought By BILL DENSMORE

NEW ORLEANS, La -Major defendants in the Pan American By CAROL CAIN
TALLAHASSEE, Fla -A Florida medical malpractice pool is sus-World Airways crash here last July 9 are offering not to contest

ST PAUL, Minn -The way is pending claims payments, threatening to stick the state's hospitals, doctorstheir liability if plaintiffs will drop claims for punitive damages
clear for revamping Minnesota's or taxpayers with millions of dollars in unpaid claimsThe offer was made by the airline, the federal government and by workers compensation system The Florida Patient's Compensation Fund, a state-chartered excess lia-Pan Am's insurer, United States Aircraft Insurance Group The In the final hours of the legisla- bility coverage pool, said last week it would no longer negotiate paymentgovernment is involved through the Federal Aviation Administra- tive session May 23, lawmakers ap- of any malpractice claims Fending a decision by the Florida Supremetion, which provides weather advisories to pilots at the New Orleans proved two bills that will Court in a bitter dispute among doctors and hospitals over their respectiveairport (BI, Sept 6, 1982)

• Accelerate the beginning of an share of retroactive premium assessmentsIn London, insurance sources said underwriters have established
open rating system to Jan 1 The The state's highest court set oral arguments for June 6 But it could takea reserve of $64 million to pay expected claims from the Pan Am
1981 law that established open rat- much longer to issue a decisicn affirming or overturning a unanimous Maycrash
ing for the state wasn't due to go 17 decision by a three-Judge panel of the state 1st District Court of Appeals

Asbestos bill introduced again
into effect until Jan 1, 1986 in Tallahassee that it is unconstitutional to place higher assessments on

• Change the benefit structure, hospitals than doctors
particularly permanent partial "It could be many months before they rule," says William A Bell, gen-WASHINGTON-For the second consecutive year, Rep George benefits eral counsel of the Florida Hospital Assn "Does it mean the claimants areMiller, D-Calif, has introduced legislation in the House of Repre- • Establish a competitive state going to have to eat it9 Or will they take their claims to the Legislature orsentatives to compensate victims of asbestos diseases
fund, allowing the state to sell to hospitals directly'"

The bill, introduced May 26, sets up a single administrative mech- workers compensation insurance The appeals court declared unconstitutional a provision of the PCF'sanism under the U S Department of Labor for delivering benefits
Gov Rudy Perpich is expected to enabling statute that forbids the pool to tap doctor members for more thanand creates a special task force within the department to expedite

sign the measures as soon as the 100% of their original premium to cover deficiencies in loss reserves forprocessing of asbestos claims
final forms reach his desk He cam- past policy years At the same time, the statute places no limit on assess-The system would be the exclusive remedy for workers How-
paigned on a workers compensa- ments that can be levied on hospitalsever, if the compensation claim can't be processed under the system tion reform platform, as did many A group of hospitals filed suit last year after they were mailed assess-within 18 months, the worker could proceed with the lawsuit other candidates from the Demo- ments totaling $11.5 million-or twice what they originally paid in planIndustry would fund the system without contributions from the cratic Farm Labor party fees-to cover claims for 1678 and 1979 At the time of the assessment,federal government The effect of the new laws on losses attributed to the hospitals totaled only about $8 8 million (BI, March

Manville gets 30-day extension
worker compensation rates won't 8, 1982)
be that drastic, according to attor- On the other hand, doctors as a group were asked to pay $2 4 million in
neys and lobbyists, but it is hoped assessments after contributing $2.9 million in premium. That comparesNEW YORK-Parties to Manville Corp's reorganization pro- Continued on page 61 Continued on page 60ceedings report progress on a consensual plan that would satisfy

Manville's creditors, including thousands of asbestos litigaints
The progress was reported at a hearing May 23 in U S

Bankruptcy Court in New York at which Manville was granted an Regulators consider sale of BMFextra 30 days to file a formal reorganization plan

By BILL DENSMORE selling at a premium Generally, prices paid for bro-
kerage firms have been falling as the growth in bro-index State insurance regulators may force a sale of broker kers' revenues has slowed with cheaper Insurance

Bayly, Martin & Fay to generate cash for the financial rates
revival of Baldwin-United Corp Mr Molin sa.d he understands that BMF's manage-

Benefit beat 64 Ticker 65 Regulators overseeing the insurance operations of ment/owners have been in contact with potential
Classifieds 62 Washington 50 Baldwin-United are now evaluating the worth of buyers for BMF
Comings&goings: buyers 53 Vol 17, No 22-Bustness Insur- Bayly, Martin & Fay, says Emil J Molin, Indiana's dep- BMF Senior Vp Samuel Alcorn responded that BMF
Comings&goings: industry 45 ance (ISSN 0007-6864) 15 published uty insurance commissioner and chairman of a six- "has not been out seeking a buyer" and added that the
Datebook 46 weekly at 740 Rush St, Chicago, member task force of the National Assn of Insurance brokeraEe's management did not acquire the company
Insurance services guide 64 Ill 60611 Second-class postage is Commissioners trying to assure the solvency of Bald- from Baldwin-United Dec 30 "with the idea of turning
Letters 8 paid at Chicago, Ill, and at addi- win-United Corp 's insurance companies around and selling it again
London line 51 tional mailing offices Postmaster The value of BMF is important not only m a sale, but Until Dec 30, Baldwin-United owned all of the stock
Markets 48 Send address changes to Bustness also to the finances of one of Baldwin's insurers that of Bayly Martin & Fay International Inc, through a
Opinions 8 Insurance, circulation department financed BMF's sale to BMF management last year subsidiary Baldwin's subsidiaries now hold approxi-
Perspectives 37 740 Rush St, Chicago, Ill, 60611, "Brokerage companies are going for a premium now mately 592 million in debt issued by the manag-
Products & services 52 312-649-5221 Copyright 1983 by and if Bayly Martin & Fay doesn't get too much bad ers/owners of the Newport Beach, Calif -based bro-
Spotlight report 3 Crain Communications Inc publicity it is a valuable asset," says Mr Molin kerage

Not everyone, however, would agree brokers are Continued on page 62
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Benefits: Confronting the future

PPOs: The new buzzword to learn
By RHONDA L. RUNDLE

There is a new buzzword on the lips of
corporate benefit managers, although few
of them had heard of a "PPO" a year ago.

At least 160 preferred provider organiza-
lions in California alone are knocking on
the doors of major corporations, hoping to
nail them to a contract with the PPO's panel
of health care providers.

PPOs also are popping up in Colorado,
Florida, Illinois, Michigan, Minnesota, Ohio,
Virginia and other states.

State employer groups-led by employer
health :are coalitions-support the PPO
concept and hail it as a new tool in the em-
ployer's arsenal of weapons to combat the
escalating costs of health care benefits.

Hospitals and insurance companies also
are promoting PPOs as an alternative
health care delivery system to rival health
maintenance organizations and traditional
fee-for-service indemnity plans.

The response of physicians ranges from

4 ABC PPO

4 offers
20%

discount

avid enthusiasm to outright opposition.
One of the most aggressive PPOs in Cali-

fornia is headed by Edward Zalta, chairman
of the board of trustees of the Los Angeles
County Medical Assn. Yet, the statewide
doctors' group, the California Medical Assn.,
is sponsoring legislation in Sacramento that
would severely hamper PPO formation.

In a recent speech delivered at the Risk &
Insurance Management Society's annual
conference in Los Angeles, the president of
the American Medical Assn. warned that

PPOs threaten the quality of medical care
in this country. The best physicians and
hospitals may not participate, said William
Rial.

PPOs take many different forms, but can
be described as a group of health care pro-
viders that contracts with employers, insitr-
ance companies or other third-party payers
to deliver health care services to an em-

ployee group at a reduced fee.
The employee is not obligated to use the

preferred providers under contract with his
or her company or group health insurer, but
is offered a financial incentive to do so. This

incentive may take the form of additional
benefits, such as well care, or may entail re-
duced or eliminated deductibles or co-pay-
ments.

The employee's decision to use a pre-
ferred provider-or someone else-is made
each time the need for medical care arises.

This dual choice aspect of PPOs is the key
feature that distinguishes them from health
maintenance organizations, which typically
require annual enrollment.

Hospitals and physicians who enter into
PPO arrangements expect to increase-or at
least preserve-their share of the health

care market. They also benefit from speed-
ier payment and fewer bad debts than
they might experience through private pa-
tients.

Employers that contract with PPOs are
looking for both discounted fees and utiliza-
tion review mechanisms with enough teeth
to assure that providers won't make up in
quantity of services what they are losing
through the reduced fees.

"We believe that PPOs are going to be an
important health care delivery alternative
for three reasons," says William C. Deans,
manager of health care benefits and em-
ployee relations for E.I. du Pont de Ne-
mours & Co. and current president of the
National Assn. of Employers on Health
Care Alternatives.

They offer a managed system of health
care, with the potential for enhanced effi-
ciency. They retain the fee-for-service con-
cept, which is less threatening to doctors
than prepaid plans. And, they are not a
mandated second choice like HMOs, so they
may be more attractive to employees, he
explains.

If the concept of a preferred provider or-
ganization doesn't sound terribly revolu-
tionary, that's probably because it isn't. In a
sense, Blue Shield's panel of physicians is a
PPO limited to doctors. And PPOs like

Mountain Medical Affiliates in Denver and

the Lutheran Hospital Society of Southern
California have been around the since the

mid-19705.

But now, some insurance companies and
major employers are becoming active in
PPO formation in a big way. These are pow-
erful third-party payers capable of wring-
ing meaningful concessions from hospitals

Cut your 4
costs 15%

with

XYZ PPO

and medical groups that want to hang onto
or attract a large volume of patients to their
facilities.

Legal obstacles have stood in the path of
insurance company marketing of preferred
provider plans in some states.

Continued on nert page

San Diego employers behind push for local PPO
By RHONDA L. RUNDLE

SAN DIEGO-When the chairman and

president of two jumbo corporations partici-
pate in a meeting to discuss a community-
wide health care cost containment proposal,
people listen.

Listening one day last January at such a
meeting of San Diego employers, insurance
companies, labor unions, hospitals and phy-
sicians were representatives of the largest
health care foundation in the world-the
Robert Wood Johnson Foundation.

The conferees, catalyzed by local em-
ployer members of the San Diego Health
Care Coalition, were presenting their pro-
posal for a community health network-a
preferred provider organization.

The San Diegans had applied for one of 12
planning grants of $100,000 to be awarded
by the foundation to local communities to
fund innovative health care cost contain-

ment programs. Ten of the 12 communities
will receive up to $1.5 million each to im-
plement their plans.

The Robert Wood Johnson Foundation,
endowed by one of the founding brothers of
the Johnson & Johnson company, will give
away $16.5 million through its grant pro-
gram, called The Community Programs for
Affordable Health Care.

During the last decade the foundation has
awarded $500 million to various programs
designed to improve the health care system,
reports Robert Sigmond, director of the
community programs grants.

To meet the foundation's application re-
quirements, San Diego's employer coalition
formed a broad-based community group
called the Committee for Affordable Health

Care that includes representatives of six
employers, four hospitals, four third-party
payers, four labor unions, two physicians
groups and two medical research institu-
tions.

An elaborate application document sub-
mitted by the committee was one of 140 re-
ceived by the foundation.

"We survived the first hurdle and were

chosen for a site visit," recounts Robert M.
Colasanto, director of insurance and em-

ployee benefits for Pacific Southwest Air-
lines and immediate past chairman of the

Continued on page 12

Pension experts criticize FASB proposals
By DOUGLAS McLEOD

, NEW YORK-Pension accounting rules
proposed by the Financial Accounting Stan-
dards Board will produce expensive prob-
lems for corporations but not necessarily
consistent and understandable accounting
practices, pension experts warn.

Accounting and benefits consulting firms
say the FASB proposals, which would move
·the unfunded liabilities of defined benefit

pension plans to corporate balance sheets,
could do damage in a number of areas, in-
cluding corporate net equity and tax deduc-
tions.

Many companies already have concluded
that the proposals would bring "wild"
changes to their pension accounting proce-
dul·es and balance sheets. In some cases, the
rules could produce changes of hundreds of

, millions of dollars in companies' sharehold-
ers equity.

: Many say the rules would impose a point-
less burden.

'It would be a revolution in accounting,

and an unnecessary one," said Eugene H.
Flegm, deputy assistant comptroller for Gen-
eral Motors Corp. He added that rather than
clarifying certain issues in pension account-
ing, the proposed rules would "disrupt the re-
liability of financial data"

FASB's proposals were first laid out last
November in a report entitled "Preliminary
Views on Employers' Accounting for Pen-
sions and Other Postemployment Benefits."

The accounting changes proposed in Pre-
liminary Views would apply only to a spe-
cific category of pension plans: U.S.-based,
single-employer, non-contributory defined
benefit plans that aren't funded by insurance
contracts.

Last month, however. FASB issued a dis-

cussion memorandum that addressed the ap-
plicability of similar rules for defined contri-
bution plans, multiemployer plans, foreign
plans and plans funded by insurance con-
tracts.

FASB is now accepting comments on both
the Preliminary Views and the discussion
memorandum and is expected to issue an ex-

posure draft of final rules in 1984.
Under the Preliminary Views, companies

would have t6 make the following changes in 
accounting for defined benefit plans:

• A net pension liability (or asset) would
have to be recognized on the balance sheet.
This net liability would consist of the pension
benefit obligation-the value of benefits cur-
rently attributable to employee service-less
the net plan assets available to cover the ben-
efits.

For final IJay or career average plans, the
pension benefit obligation would have to in-
clude an estimate of future salary increases.
This estimate, not required under current ac-
counting rules, is expected to dramatically
increase the pension obligation of many com-
panies, especially those with final pay plans.

A third element in determining the net lia-
bility would be a so-called "measurement
valuation allowance," an amount to be added
or subtracted to offset actuarial gains or
losses in the plan assets or obligation.

For example, if actuaries underestimate
future salary increases for a final pay plan,

resulting in a higher-than-expected pension
obligation, a measurement valuation allow-
ance would be subtracted to offset the in-

creased obligation.
The allowance would not be recognized in

full right away, but would be amortized over
the average remaining service lives of active
employees, which ranges between eight and
16 years for many companies.

The allowance is intended to reduce fluc-

tuations in net liability caused by shifts in
actuarial assumptions.

Under current accounting rules, com-
panies must show a pension liability on the
balance sheet only if the amount of accumu-
lated pension expense charged to income ex-
ceeds the contributions the company makes
to the plan. Accumulated benefits, plan assets
and pension expense are shown only in foot-
notes to the financial statement. Future sa-

laries are not included in calculations for

pay-related plans, and actuarial gains and
losses are spread out or amortized over peri-
ods of up to 40 years.

Continued on puge 32
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Bill would clear way for formation of PPOs
Continued from orelious page

Laws that bar price discrimir.a-
tion, for example, may prohibit in-
surers from varying paymen:s to
providers. Also. many states' insur-
ance codes contain so-called free-

dom of choice rules that prevent in-
surers from iniluencing thrcugh
economic incentives a pati€nt's
choice of a provider.

Only California and Virginia
have state laws that explicitly sane-
tion preferred provider organiza-
tions, reports Ri:!k Lee, director of
public policy issues at the Washing-
ton Business Group on Health. Leg-
islation to achieve the same end

was recently introduced in Minne-
sota and defeated in Utah, he
added.

Hoping to supersede this ard,lous
state-by-state _egislative process,

U.S. Rep. Ron Wyden, D-Oregon,
introduced H.R. 2953 in Congress
or. May 9 to open the door to PPO
formation nationwide.

"So far no or.e has told us they
oppose the bill," reports Lois Davis,
administrative assistant to Rep.
Wyden. The Washirgton Business
Group on Heal:h, Aetna Life &
Casualty Group, The Travelers In-
surance Co. and CIGNA CorT. all
have indicated their supfort

No one is sure wnere the first

PPO got started, but many people
point to Denver as the. first commu-
nity to develop PPOs in a big way.
That's no accident. Like other hit-

beds of PPO activity, Denver has
an oversupply of both hospitals and
physicians, a young and relatively
mobile population and a high pro-

portion of employers that self-fund
heal:h care benefits.

"There are at least f: ve PPOs

operating in the Denver area," re-
ports Gary Jenkins, account execu-
tive for consultant Martii Segal &
Co. Inc., which has been active in

PPOs for about four yeErs on be-
half of a number of Denver health

and welfare plans and other corpo-
rate clients.

The claims trends indicate that

PPCs do reduce health care costs,
but none of the Denver PPOs yet
has really credible data, observes
Mr. Jenkins. Developing effective
utilization review systems is an
evolutionary process that takes
time. It is getting better, he be-
lieves.

But, employers risk very little to

D.

give PPOs a try, he suggests. The
best way to find Dit if -hey work is
to enter into ar agreement, ask
your claims-paying agency to keep
separate claims experience by diag-
nosis on PPO vs. non-PPO charges
and at :he end of :he year compare
the results.

The real test of PFOs will be in

California, where the concept is
taking rhe state ty storm.

It all started last summer when

the California Legislature enacted
a law to let the state contract

directly with hospitals to treat
Medi-Cal patients at reduced fees.
Beginning last January, patients
whe wished to receive Medi-Cal

benefits were obliged to seek treat-
ment at designa:ed hospitals that
had signed contracts r. th the state.

Wh-le the Medi-Cal legislat: on
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SERVES YOU FIRST

was being debated, insurance com-
panies complained that they would
be placed at an unfair advantage if
one of the state's largest third-party
payers could negotiate reduced fee
contracts, but they could not.

Assembly Bill 3480 was intro-
duced to extend the same contrac-

tual opportunities to insurance
companies and employers. On what
has been described as a legislative
fluke, the bill passed. The new con-
tracts may be signed with hospitals
and medical groups after July 1.

Employer coalitions, physicians,
hospitals, insurance companies,
claims administrators and other en-

trepreneurial firms all are now
competing to form PPOs and to
offer them to the biggest group pur-
chasers of health care. The Depart-
ment of Corporations lists more
than 160 PPOs in the state.

The diversity of PPO offerings in
California is evidence that the con-

cept can take different forms. Some
PPOs are really EPOs-exclusive
provider organizations-which do
not offer employees the dual choice
advantage. Some are doctor groups
that offer fee discounts with little

promise of utilization review. And,
some PPOs may be fancy market-
ing schemes to attract new business
to hospitals plagued with empty
beds.

Fifty-four percent of the 286 hos-
pitals that responded to a recent
survey conducted by the California
Hospital Assn. are currently con-
tracting with a PPO or in the pro-
cess of developing one, reports
Allen Toon, CHA publications edi-
tor. The association membership
includes 520 of the 550 acute care

hospitals in California.

Orange County, Los Angeles
and San Francisco are the most ac-
tive areas of California PPO activ-

ity, according to the survey.
Sixty-three percent of the re-

spondents said they are involved
with a hospital-sponsored PPO;
32% said the PPO was physician
group-sponsored; 12% health main-
tenance organization-sponsored;
16% third-party administrator-
sponsored; and 2% are sponsored by
independent investors. (The total
exceeds 100% because hospitals
may contract with more than one
PPO.)

"I don't think the medical care

delivery system will ever be the
same," says Ronald F. Zachary, vp
and division manager of Safeway
Stores Inc. "Employers in Califor-
nia are on the move," he noted at
the end of a discussion on PPOs at a

recent regional meeting of the Na-
tional Assn. of Employers for
Health Care Alternatives.

"I believe that PPOs and the
competitive model they represent
are the last hope of the health care
system before massive federal reg-
ulation," believes Robert M. Cola-
santo, director of insurance and
employee benefits at Pacific South-
west Airlines in San Diego.

The San Diego Health Care coali-
tion that includes PSA and more
than 50 other companies is the cata-
lyst for a proposed communitywide
PPO (see story, page 3).

Security Pacific Corp., which
owns the state's second largest
bank, expects to finalize a PPO ar-
rangement in September with
Admar Corp., which owns the Med
Network based in Orange County
but is expected to start operating
statewide (see story, page 16).

A Los Angeles-based insurance
company is contracting with Bene-
fit Panel Services to offer a PPO

option to its employees, reports
James Garrison, BPS director of
marketing.

Other highly visible PPOs in
California include: California Pre-

Continued on page 6



. 0

..

0..

.

. SHINVWWOO = .

nvsnva
0. 0

.... . , ' ZION,RInSNI Pztc
. 0.

.. nvsnvm i t.
... ...

...
...

0 0
. I . ..

. .. .. . 0

..... .... 0 .....0 0 . .0 .. ..... I
.

0 0 0 0 .

0 0 . .:
... .... .... ... . . . 0 .

..

.
0 0 .. .....

..

.. 0 0
. 0 0 .0 ........... 0.

.. .... ..

.. . ...0 1 0

.. 0 0
.

.

. 0 0. . .. 000

r ..
1 . fS irKA 1,11

L

L *1
: 4, 1, 5 4-4*

X

, 1*

111'1..1/1 11,, / 24 i I C

4/'

f
C r<

I it 1

4 4 4 *A t

' ht
1. # 0 111,1, ]St L r 7E:

i 1,1m: 1 1 E

IS
1

t i t:
/-- i- -W rf * 4 f

0% 1 ': 4 15 h 13 5 -
1-,
4 S

r

4 ,
1, 1

2 3

t

.

'V. .< S.
adul

.

,+r 11. .

/4

''

-**,Cit *5
I

ad>
.

. -t?,djf'.'3'r

2,

i.

r . t
P

SNN•m n¥Sn¥*t



6 / business insurance, May 30,1983

spotlight report

Some are skeptical about merits of PPOs
Continued from page 4
ferred Professionals Inc., headed
by the Los Angeles County Medical
Assn.'s Edward Zalta; Universal
Health Network offered by the Lu-
theran Hospital Society of South-
ern California; Unified Preferred
Providers Inc.; California Health
Network; and United PPO Inc., a

statewide PPO formed through
contracts with the 22 Foundations

for Medical Care.

Despite California's enabling
legislation, some legal observers
are concerned that PPOs violate

federal antitrust laws because they
practice price fixing and restraint
of trade. "Many East Coast insur-
ance companies are leery of PPOs
for this reason," acknowledged one
PPO administrator.

There also are concerns about

professional liability. A PPO might
be dragged into a medical malprac-
tice lawsuit if one of its providers is
sued. Some insurance company-
sponsored PPO contracts contain
clauses that ask the provider to in-
demnify the PPO.

Physicians who sign such agree-
ments don't realize that their medi-

cal malpractice insurers will not
accept this risk, said an attorney
who has studied the issue.

"I am skeptical that PPOs will be
the salvation that everyone thinks
they are," cautions Chuck Stewart,
executive vp of Blue Shield of Cali-
fornia.

Many of the same claims being
made about PPOs were made about

HMOs in the late 1960s and early
1970s, he points out.

He predicts that PPOs will cause
a short-term adjustment of costs
because of fee discounts and the

limits that PPOs put on access to
medical care. But, in the long run,
PPOs do not address the funda-

mental causes of increasing medi-
cal costs.

Medical technology, an aging
population and our high expecta-
tions for medical care-these are

the real pressures on health care
costs, says Mr. Stewart.

PPOs will not change our expec-
tations or attitudes, nor can they
reverse demographic population
trends, he notes.

They may help a little with the
technology problem because hospi-
tals may have to curb their pur-
chase of new equipment to become

more price competitive.
"In the long run, I think lifes.yle

changes such as smoking cessation
and fitness programs will achieve
more," he says.

Mr. Stewart also worries that

PPOs offer enormous potential for
abuse of small employers.

"We could see a repeat of the
multiple employer trust situation,"
he fears. Many small California
companies have been stuck with
unpaid health care claims a 'ter
some multiple employer trusts,
which offer group health insurance
for relatively low premiums, tave
gone out of business.

PPOs-like METs-function in

a regulatory vacuum, notes Mr.
Stewart. Therefore, he warns, em-

ployers should approach PPOs with

Stability
Respected TheWorld Over.

I .

Stability. You've come to expect it from the Swiss.
Fact is, the whole world banks on it.

That's why we're proud of our Swiss heritage.
Proud to maintain our old world values.

Proud to be American, too. Imaginative. Bold.
And exciting.

An American organization of Swiss descent. The
best of both worlds. The best insurance protection for
your valued business.

We create world class insurance that's in a class

by itself.
Come to Zurich-American Insurance Companies

for sound business insurance advice. Vast technical

expertise. And the financial strength to protect your
operation.

You'll find we speak plain English. But if you
listen closely, you'll hear our Swiss accent on
stability.

Zurich-American
American Creativit5 Swiss Dependabilitf

ZURICH-AMEFICAN INSURANCE COMPANIES

Zurich Insurance Company • American Guarantee and Liability Insurance Company• Schaumburg, IL 60196

care-especially if they are going to
be handling claims payments.

Blue Shield and the California

Medical Assn. are sponsoring legis-
lation-S.B. 907-that they say
would add certain protections
against PPO abuses for employers
and patients. California's health
care coalitions contend that the

true objective of S.B. 907 is to
squash the state's budding health
care competition.

"The bill makes PPOs unwork-

able," argues PSA's Mr. Colasanto.
The last section is the most ob-

jectionable, he explains. It says that
any physician who is willing to
meet the terms and conditions of a

contract that a PPO has with an-

other physician must be permitted
to join the PPO.

"It's nonsense, just a reinvention
of Blue Shield," says Mr. Colasanto.
"What other business can you think
of in which a vendor can come

along and say, 'You've got to do
business with me on the same

terms that you do business with
someone else?'"

The bill isn't all bad, some em-

ployers concede. But they say the
coalitions didn't want to support
10% of the bill when the other 90%

is "garbage." That would be a stra-
tegic disaster, they believe.

"The coalitions have taken the

position that they just refuse to dis-
cuss any amendments-we were
just dumbfounded by their atti-
tude," says David Willet, an attor-
ney who represents both the Cali-
fornia Medical Assn. and Blue
Shield.

Physicians are not out to kill
PPOs, says Mr. Willet. They op-
posed them at the outset, but they
accept them as a fact of life now.

Physicians are fearful that giv-
ing control over quality and access
of medical care to insurance com-

pany-sponsored PPOs with a finan-
cial stake in the process may not be
in the best interests of patients or
employers, he explained. •
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CLASS OF EXPERTS TO ANSWER YOUR

NEEDS FOR THE FUTURE.
Over the years, the task of finding the right health care coverage has become

increasingly more complex.To answer this growing concern, the Blue Cross and Blue Shield
organizations have established the Certified Health Consultant (CHC) Program.

The first curriculum of its kind, the CHC program provides our Plan representatives
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tion, combined with decades of Blue Crossand Blue Shield Plan experience, certifies CHC

. graduates as leaders in their field.
But the CHC Program is only one dimension of our new approach to meeting your

specific needs-The Blue Cross and Blue Shield Metamatrix System.With increased benefit
flexibility, flexible financing, effective cost containment and paperless claims processing, the
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opmions business

A new weapon in the costs war insurance®
Reporting weekly for corporate risk,

PREFERRED PROVIDER organizations-or PPOs abuse of the system and pinpoint problem areas that employee benelit and financial executives

as they are called-could turn out to be a powerful could be corrected The PPO must show that its policies Publisher Alfred Maleck, (New York)

weapon in an employer's arsenal in the war against on mandatory seccnd opinions on elective surgery. out-
rising health care costs. patient testing and no weekend admission for non- Editor Kathryn J Mcintyre, ARM (Ch,cago)

PPOs corral many of the long-touted methods of emergencies are enforced Enforcing these changes in Managing Editor: Lorrie Gawla (Chicago)
changing the way health care professionals deliver ser- health care use is vital to success Assistant Managing Editor. James M Burcke (Chicago)

vice and the way consumers use the health care system. And yet, these changes don't have to be foisted upon Senior Editor. Len Strazewski (Chicago)

In addition, the PPO system of giving employees a employees. Eliminating deductibles or co-payments CHICAGO: Carol Cain (Associate Editor)

choice as to whether to use the PPO at any given time when treatment is sought from a PPO will entice em- Stephen Tarnoff (Assoc,ate Ed,tor)

Sallie J Drury (Staff Reporter)should attract more employees to this alternative ployees into trying these preferred providers We also
Donna L Yanish (AgenfBroker Topics

health care delivery system than have been attracted to envision employees trying out the PPO on their own Assoc,ate Ed,tor)
health maintenance organizations that require mem- sometime when they can't get an appointment with a Claudette Dampter (Assistant Copy Ed,tor)

bers to receive all their care through the HMO. favorite doctor If the service is good, you can bet they Merrill S Saltzman (Graphics Editor)

PPOs will control health care costs, however, only if will go back for the extra coverage often offered by Amy Palmer (Production Ass,stanO
J,m Bakasetas (Production Ass,stanOemployers get involved in them, by contracting with PPOs.
Dorothy Parr Riesen (Proofreader)

them and by monitoring their performance. Employers should investigate the availability of a
As the report in this week's issue by Los Angeles PPO in their area-organized by insurers, hospitals, LONDON: Stacy Shapiro (Associate Editor)

Bureau Chief Rhonda L Rundle explains, PPOs are medical groups, claims administrators or other entre- LOS ANGELES: Rhonda L Rundle (Bureau Ch,el)
alliances of health care professionals who contract with preneurs They also should consider creating a PPO as NEW YORK: Bill Densmore (Bureau Chief)
employers to provide health care to employees. Unlike the employers are doing in San Diego Douglas Mcleod (Assoc,ate Editor)

HMOs, however, they are not prepaid health care de- PPOs offer ancther opportunity to introduce more WASHINGTON: Jerry Ge,sel (Washington Editor)
livery systems PPOs provide service for a fee-a fee competition into the health care system, which is the Comorate: Todd E Fandell (Corporate Ed,tor)
that is discounted only force we think is strong enough to control rising Joe FE a (Corporate Art Director)

The discount in and of itself, however, should not be prices. Employers should want to do all they can to
Advertising Director: Donald A. Walsh (New York)

the feature that attracts employers to PPOs First, em- foster competition before states begin implementing
ployers must compare the discounted rates to rates the kind of price controls Associate Editor Carol Cain M,dwest Sales Manager Robert L Niesse (Chicago)

charged by other health care providers A 10% discount describes in her series of article this week CHICAGO: Deborah D Neale (Distnct Manager)

Beverly J. Kluxdal (D,stnct Manager)off rates that are 20% higher that those charged by the Contracting with a PPO is one more way for employ-
Fran Prybylo (Production Manager)

neighboring hospital or clinic is no bargain. Second, ers to demonstrate to the health care community that
employers should be more concerned with the utiliza- they want changes in .he medical care system that will LOS ANGELES: Sue Eisenberg (D,stnct Manager)

tion review conducted by PPOs than the initial dis- stop the rising cost of health care It's another way to NEW YORK: Charles A Horvath (District Manager)
Jack Forrest (Distnct Manager)count Without effective utilization review that stops keep the problem in focus r nd the pressure on for solu-
Timothy O'Hara (D,smct Manager)

overuse, health care costs will continue to rise. tions from the health care providers And, a PPn re- Marianne J. Dueweke (Financial Advertising
Employers contracting with the PPO must ask to re- wards with more patients those providers who 2 7- Manager)

ceive the utilization review reports to analyze them for ing to solve the problem. Director of Communications: Ronnie l Drachman

letters
(New York)

EDITORIAL: Chicago 312-649-5398
Dallas. 214-528-3561

Compare claims services wisely A company's obligation London 01-831-9696

Los Angeles· 213-651-3710
To the editor Dr William Rial's com-

New York 212-210-0100

To the editor With some interest, and I States and what their five-year average
ments in "Beware of cost-containment

Washington 202-638-5300

must say also some disappointment, we has been, using the most recent five years danger" (BI, May 2) beg a response
felt it necessary after reading the Per- of statistics Fremont, for four years in a Surely it is no secret that health bene- ADVERTISING: New York 212-210-0133
spective, "The claims of work comp" by row, has been No 1 when using this as a fits are no longer an incidental cost of Chicago 312-649-5276

Jack Love (BI, May 2), to comment to measurement against the rest of the in- doing business (they are currently 10% of Los Angeles 213-651-3710

you dustry We did it by spending the amount the Gross National Product) Therefore,
COMMUNICATIONS: New York. 212-210-0132

We feel that Mr Love has missed the of money that was necessary to keep low any company that intends to stand behindpoint in trying to compare third-party ad- claims loads per examiner and hiring top- its commitment to provide health care to CIRCULATION: Chicago. 312-649-5221
ministrators to insurers It has been our quality people, both men and women its employees has an obligation to those

Published by Crain Communicat,ons Inc , Chicago
experience that price always seems to be a The ultimate cost, therefore, to Fre- employees to devise a strategy for manag-

G.D. CRAIN JR.

controlling factor mont policyholders is lower than anyone ing costs now Without such strategy, lt Founder (1885-1973)

The problem we have as an industry is else, thereby keeping their experience may find itself unable to afford health MRS. G D. CRAIN

that we are not exactly explaining to our modification low and enhancing the pos- coverage at all by the year 2000 Chairman

policyholder or self-insured client what it sibility of receiving high policyholder Benign neglect of the problem .s not a
healthy attitude, either on the part of in-

KEITH E. CRAIN

is that the claims department is supposed dividends Vice-chairman

to do and how to measure their results I don't think it'11 ever surprise me that dustry or the medical community
Gloria Gomes

S.R BERNSTEIN

We at Fremont are very proud that we someone accepts price only in selecting Chairman/executive committee

have developed a measuring stick that we someone to administer if the whole story Corporate manager-employee benefits
Litton Industries

RANCE CRAIN

think can be used by either insurers or isn't communicated President

third-party administrators That measur- In respect to Mr Love's comments Beverly Hills, Calif
MARY KAY CRAIN

ing stick is "What is your incurred loss about the deterioration of claims staffs Treasurer

ratio average over a five-year period with the advent of more women than Bringing back memories MERRILEE P. CRAIN

when compared to other companies or men, all I can say is, "Bah, humbug " I'm Secretary

self-insured programs in the insurance in- afraid he's a little out of touch with the To the editor The story "Coverage
JAMES M. FRANKUN

dustry," real world keeps hydro proJect afloat" on insurance Vpmnance

A M Best, as part of ltS executive data David L. Mcintyre for hydroelectric projects (BI, May 2) Published weekly at 740 Rush St , Chicago, 111. 60611 Oflices 220 East 42nd
service, annually publishes these statis- President brought back memories In 1960, I believe, St, New York, N Y. 10017, Suite 515, National Press Building, Washington,

ties, which show the leading workers Fremont Indemnity Co.
when I was an inland marine underwriter D C 20045,6404 Wilshire Blvd, Los Angeles, Calif 90048,5327 N Central

compensation insurers in the United Los Angeles for Fireman's Fund, that company wrote Expwy Suite 200, Dallas. Texas 75205, 20-22 Bedford Row, London WC1 R
an "insufficiency of water" policy for the 468, England $1 a copy $40 a year in U S Canada and all other foreign add
Oroville Irrigation District, part of the $14 for surface mail Europe and Middle East only add $35 for air delivery

Publishing accounts drove captives away California Water ProJect First-class mall to US and Canada only. add $50 Bermuda only, $85 per

As I remember, the district had a con- year expedited delivery WILLIAM STRONG, vp-circulation DIANNE
To the editor There is one historical in- ance tract with a public utility to deliver hydro WALSH, circulation manager ROGER DIGREGORIO, fum//ment director

accuracy regarding the captive insurance The premium tax, when introduced in power The concern was that in a low-
Four weeks' notice required tor change of address Send subscnption

business in the Bahamas I would hke to 1975, also applied only to indigenous in- rainfall year there would be insufficient
correspondence to Circulation Dept, Business Insurance, 740 Rush St,
Chicago, 111 60611 or phone 312-649-5221 Telex 25-4248, Cable

correct (BI, April 25) surance It was never intended to apply to water to generate the required power CRAINCOM Microfilm copies are available from University Microfilms, 300
The imposition of the premium tax was captives operating here The 1978 Regula- J.J. Launie Zeeb Rd, Ann Arbor, Mich 48013 Microfiche copies available Bell &

not a reason for the exodus of the early tions clarifying that the premium tax Professor of insurance Howell, Micro Photo Division, Old Mansfield Rd, Wooster, Ohio 44691

captwes from this country would not apply to non-resident insurers California State University Portions of the editorial content of this issue are available for reprint or
In point of fact, the premium tax had became necessary only because there was Northridge, Calif reproduction In other media For information and rates to reproduce in

nothing whatsoever to do with this "exo- rumor going around that the premium tax general circulatton media, contact Art Mertz, The Crain Syndicate, 740 Rush

dus," as it was not created until 1975 It would inhibit captives from considering Bustness Insurance welcomes letters from its
St, Chicago, 111 60611, 312-649-5303 For reprints or reprint permission
contact Reprint Dept, Business Insurance, 220 E 42nd St, New York, N Y

was, of course, primarily the requirement the Bahamas as a domicile readers Please keep your comments as bnef 10017, 212-210-0229

of having to publish accounts that drove C.T. Fernie as posstble We reserve the right to edit let-

captives from here at a time when the Managing director ten for clanty or space Send your com- Im Member of Business

whole movement was in a fledgling stage J S Johnson & Co Ltd ments to Letters to the Editor, Business In- Publications Audit of Circulation *ABP
and its main motivation was tax avoid- Nassau, Bahamas surance, 740 N Rush St, Chicago, Ill 60611



How The Hartford improves cash flow for groups of 100 or more.

" If you're still paying
standard premiums,
you're losing money."

Ray Drury, Vice President, Group Sales, tells
benefit plan managers how The Hartford's
full range of cash flow options can cut
insurance costs.

Q. How did your Minimum Funding Group
Life Insurance slash premium payments by
almost 90% for a large Southwestern city?
A. By replacing the standard monthly pre-
mium that would have been due on the city's
half-billion dollars of Group Life with a two-part
premium-one part fixed and based on ex-
penses and the premium for pooled coverages,
the other part variable and tied to actual claims.

Thanks to this arrangement, the city's fixed
monthly premium was reduced from $135,000-
the estimated standard premium that would
have been due-to less than $15,000. And
the city has the use of the funds without any
dilution of coverage or insurance safeguards.

Q. If losses become higher than normal, will
the city pay more than the standard premium?
A. Absolutely not. Our Minimum Funding plan
caps total monthly premiums-fixed and vari-
able combined-so that they never exceed what
would be due undera standard-premium plan.

Q. Can cash flow advantages be realized by
small groups?
A. Definitely. While our Minimum Funding
Grodp Life and cash flow LID plans are designed
for larger groups, we also have a full spectrum
of options for groups of 100 or more. They in-
clude Minimum Premium Plan, Administrative
Services Only, and Excess Risk Insurance.

With these options, you retain all or part
of the risk and responsibility relating to claim
payments. In doing so, you also retain all or part
of the funds you'd ordinarily pay the insurance
company for assuming that risk and responsibil-
ity The cash flow advantages stem from having
the use of those funds. If you hold reserves,
you can also realize cash flow advantages from
interest income generated by that money.

Q. How great a cash flow improvement can a
small group realize by self-funding?
A. The improvement can be dramatic. For
example, a West Coast electrical equipment
manufacturer with 300 employees completely
self-funded its medical benefits, while The
Hartford provided Stop Loss coverage. As a
result, the company reduced its fixed monthly
cost from over $100 per family in standard
premiums to under $10 per family-including
third-party administration.

Q. What ways do you have to improve cash
flow with your fully insured plans? And what
kind of impact can they havel
A. We have Deferred Premium plans and Ret-
rospective Rating Agreements which are avail-
able with our full range of group Life/Health
coverages. Using both those options, a Midwest
food processor with some 4,000 employees im-
proved its cash flow by more than $1 million in
a conventiondlly insured Hartford group plan.
And that's not an isolated example.

To sum up, we have a full spectrum of cash
flow options. And we'll work closely -with you - and your broke4 agent or \55861
Hartford-approved third-party adminis-
trator-to determine which options can best
improve your bottom line results.

Q. How can I get a brochure describing
The Hartford's full range of cash flow options?
A. Just call me at 203-683-8599. Or write Cash
Flow Options, Group Sales Dept., Hartford Life
Companies, RO. Box 2014, Hartford, Conn.
06145.

Don't make a decision on Group Benefits until
you talk to a broker or independent agent who
represents The Hartford.

BUSINESS    -
HOME a
AUTO
LIFE

Let us protect your world. THE HARTFORD
The Hartford Insurance Group, Hartford, Connecticut 06115.
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At AIG we can handle complicated
, insurance risks faster than most admitted

insurers can handle easy ones.
How? Through the Free Trade Zone.
Thanks to the Free Trade Zone, we

can cut the time it takes to underwrite a

risk And put a broker out in front with
a policy in his hand while the others are

» ' .1 still waiting for the starting gun.
Whats more, we can write more

kinds of business through the Free Trade
Zone than you'd ever expect.

Like complicated crime packages
that would take other admitted insurers

· 9 5 , u * A forever to put together.
Unusual fire risks other admitted

insurers couldn't find ways to cover at all
(even if they had forever).

Not to mention all the difficult or

hard-to-place risks you already associate
with the Free Trade Zone.

Of course, the Free Trade Zone can

* , only be as flexible as those who use it.
1 Which is why you should bring your

' business to AIG.
Even before the Free Trade Zone

' ' , was created, brokers counted on AIG for
speed and versatility. And now that
we're no longer slowed down by so many
lengthy filing procedures, there's prac-
tically no limit to what we can do.

So it's no wonder we've written more

policies for more brokers through the Free
 , 1 Trade Zone than anybody.

To find out how fast we can move

your business through the Free Trade Zone,
2 1' send for our free brochure.

Or call Tom Virzi, our special Free
i Trade Zone coordinator, at 212-770-9128.

He knows something a lot of admit-
ted insurers must have forgotten here in
New York

Slow and steady may be all right in
some instances.

But in business, the race belongs to
the swift.

1 -71- I *«3 Y.*.74, CAl

ONCEAGAIN
REANSWERISAIG

For more information, write:

 FREE'IkADE ZONE
American International Group

| Dept. A. 70 Pine St.

 New York. NY. 10270
 Name Tirlp

 Company
 Address
 City State Zip
 Triephnnr

-------

81-5-30-83
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San Diego businesses form their own PPO
Continued from page 3
San Diego business coalition.

Participating in the site visit last
January were Harry Todd, chair-
man of the board of Rohr Indus-

tries Inc.; Paul C. Barkley, presi-
dent and chief operating officer of
PSA; and a host of other committee
members.

San Diegans have high hopes
their application will be in the win-
ner's circle when the foundation's

board of directors makes its deci-

sion at the end of May. Nobody
wants to pre-empt the board's for-
mal decision, but all signals point to
a happy outcome for the city's
health care innovators.

Even if the committee is not

awarded a grant, it plans to go
ahead with its proposed health net-
work because "what we're doing

here is so critical it needs to be

done," says Mr. Colasanto.
Besides PSA and Rohr Indus-

tries, other employer sponsors of
the committee are Cubic Corp., San
Diego Trust & Savings Bank, M/A-
Com Linkabit Corp. and the San
Diego Community College District.
The chairman of the San Diego
Health Care Coalition also sits on

the committee as the representative
of the other coalition companies.

The committee's centerpiece
project is formation of a preferred
provider organization of selected
hospitals and physicians who will
contract with the committee to de-

liver health care services to partici-
pating employees of San Diego
companies. The committee's PPO
will differ from others in the state

because the catalyst is employers,

T-7

not hospitals or doctors.
However, the proposed commu-

nity health network enjoys the sup-
port of many hospital and physi-
cian groups in the San Diego area.

"We're adding our medical ex-
pertise to the proposal and are sup-
porting the· concept of a local plan
put together by local people," says
Michael Busch, president of the
San Diego County Medical Society
and a physician member of the
Committee for Affordable Health

Care.

The committee is a joint effort,
he points out. "Providers, employ-
ees and employers all will have to
bend a bit to make it work."

San Diego employers want to
take a hand in organizing a com-
munitywide PPO because they are
skeptical of the genuine cost con-

MTAX-SHELTER
PLAN FOR MY
EMPIA)YEES?

NEVER HEARD
OFSUCH ATHING:'

tainment prospects of provider-
sponsored PPOs.

"Those that I've seen don't go far
enough in having a significant im-
pact upon the system itself,"
explains Mr. Colasanto. They tend
to be marketing schemes to con-
serve the provider's share of local
business, he believes.

For example, hospitals may offer
PPO contractors a 10% to 15% dis-

count off billed services. But if they
don't plan substantial changes in
their utilization review mecha-

nisms, such discounts are "a waste
of time," says Mr. Colasanto.

"Hospitals can finagle their pric-
ing very easily and a 15% discount
at one hospital may be the going
rate two miles away. So, there's
nothing really new or exciting in
those kinds of (discount) arrange-

t

Well, meet QVEC-our Qualified Volun-
tary Employee Contribution plan.

With QVEC, you can offer your
employees tax-deductible contributions
plus an outstanding return guaranteed
up to five full years-all with very little
effort or cost to your firm.

Employees can select from a guaran-
teed interest account, money market or
equity fund accounts. Deposits to the
interest account made this year are
now guaranteed 10% until December
31,1987:

While only the first $2,000 is deduct-
ible from taxable income, employees
may contribute up to an additional 10%
of earnings. The income from !l contri-
butions accumulates tax free.

Your employees willlove you. So will
your benefits people or accountant; we
do virtually all the paperwork.

Ask your New York Life Group
Specialist. Or call us toll-free at
1-800-8474800. In Alaska and Hawaii,

call 1-800-8474256; in New York State,
call collect 212-966-0513.

ASK ME:'
•Rate, eflective as of May 1, 1983, subject to change. New York Lite Insurance Company. 51 Madison Avenue. New York. New York 100)10. Ule. Group and Health Insurance. Annuities. Pension Plans.

ments. They don't make meaning-
ful changes in the system."

The San Diego community
health network is still in the plan-
ning stages and probably a year
away from implementation. How-
ever, it will include:

• A prospective payment fi-
nancing system authorized by re-
cent California legislation, which
permits employers to contract with
physicians and hospitals.

• Aggressive utilization review
independent of the provider organ-
ization.

• Communitywide participation
with no exclusivity to any insur-
ance company or other third-party
payer such as a claims administra-
tor.

• Significant patient volume
generated by the participation of
large and small employers.

"What we're really talking about
is competition-pure and simple,"
stresses Mr. Colasanto. If one group
goes out and contracts with desig-
nated providers at a given rate and
begins to direct patients to efficient
providers, then other providers
will have to meet this competition,
he explains.

The PPO reimbursement system
would eventually begin to have an
impact on the non-PPO reimburse-
ment system, generating some sav-
ings for non-participants. That's
what the committee envisions.

However, critics do not believe
the benefits of such contractual ar-

rangements will extend to small
employers and individuals who do
not have access to a PPO. They
charge that PPOs will worsen the
cost shift of medical care from gov-
ernment and PPO patients to a
shrinking population of non-PPO
patients.

But the San Diego committee
plans to make the PPO accessible to
everyone, counters Mr. Colasanto.
"We have no provincial attitudes
about keeping out small employers
or insurance companies. Pruden-
tial, Metropolitan, Aetna, Pacific
Mutual-they're all welcome to
take their clients and bring them
into our system."

Eventually, the committee wants
to offer help to small employers
who need advice on how to inte-

, grate PPOs into their benefit plans.
Indeed, a huge patient volume is

crucial to the PPO's success.

"If you have a whole bunch of
PPOs with just a few people in
them, the providers can't make any
concessions because you aren't
guaranteeing them volume," says
Mr. Colasanto.

"We know that we cannot go to a
hospital and say 'Give us an attrac-
tive price, and by the way, we're
going to send you 25 patients. '"

The 53 private and public em-
ployer members of the San Diego
Health Care Coalition provide
health care benefits to more than

200,000 employees and dependents
out of about 2 million people who
live in San Diego County.

One of the major planning con-
siderations in a PPO is structuring
of the provider reimbursement sys-
tem. The San Diego committee's
objective is to design the system in
such a way that hospitals begin to
share both the risks and the re-

wards of the health care system.
"We currently operate in a sys-

tem where the payer of health care
services assumes most of the risk,"
points out Mr. Colasanto. In this
system, a hospital or physician can
administer tests, X-rays and any
other service regardless of neces-
sity and be reimbursed by an em-
ployer, insurance company or indi-
vidual.

The reimbursement system
should be designed to make the
provider efficient, explains Mr. Co-
lasanto. He favors a per diem reim-

Continued on page 16
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The Dale Philosophy.
Rvo He*Is are Beaer than One.

Most insurance brokers offer local specialists to
their clients.

An excellent idea.

At Dale & Company weVe made that idea even better.
We offer our clients the experience and knowledge

of two specialists. One local. The other from head office.
Our local specialist is obviously familiar with

regional needs and conditions.
Our head office specialist offers a view of insurance

opportunities from a national perspective.

The combination of the two provides a Dale
& Company client with more insurance options and
better service, plus the opportunity to save money
on premiums.

Backing them up is the know-how of the largest
Canadian owned insurance broker in the business.

So, before you talk to anyone about insurance,
talk to Dale & Company.

You'll discover why two heads are considerably
better than one.

Dale & Company Limited*
Insurance Brokers

Offices at: St. John's-Corner Brook-Grand Falls-Halifax-Montreal-Ottawa-Toronto

Hamilton-London-Windsor-Winnipeg-Calgary-Edmonton-Vancouver
Head Office: Box 18, Toronto-Dominion Centre, Toronto, Ontario MSK 182. Telephone: (416) 366-4645

MEMBER OF THE SODARCAN GROUP
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we'reused to it
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For the seventh conse-
cutive year, Unionmutual is
number one in Group Long

„.>9*r,*OisabiliY,7 And we've
: be *ftievdditfil**IntrSi con-

sisteheyby-66nsistently inno-
\ 4 vating B-oducts that meet the

 4 » neds,of the market. In fact,
ff .aimp all of the long term dis-

ability products and features
Er¢low sold originated with us.

Our team of experts
,/ continues to lead the field by

defining new markets and
creating pr6ducts for them.
We've introduced Zero Day

-,f
'Source: Employee Benefit Plan Review, April, 1983.
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Residual, the first Group \
Residual benefit that allows

select professionals to go back
to their own occupations part
time, that even allows them to
receive disability benefits with-
out being totally disabled first.
We've added a new $25,000
maximum to our plans. And
we are the first company to
introduce the concept of
preventive medicine to long
term disability, by offering
employers a method of esti-
mating the health risks and
stress of their employees.

*4 IJA*nmutual can
deliver tfty LTD product that
will sell foyou because -=we're the cqgipanglhat.liasO f«"'* 4
the people With experte-nce * x »- 7 *

and expertise. Just check
our record of success, and - '

_ then contact us. Call#Steve
"' Hart, LTD Marketihg, a r

(207) 780-2066. 187.-4, -

Unionmutual
Union Mutual Lile inau,ance Company, Portland, Maino 04122

Unionmutual Stock Ute Insurance Co. ol America. Portland, Maine 04122
Unionmutual Stock Life Insurance Company of New York, Elmslord, Now Yom 10523
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San Diego employer coalition plans its own PPO
Continued from page 12
bursement system because the hospital knows ahead
of time what it will be paid for a given patient, re-
gardless of the tests, drugs or treatments that are
administered.

Separate per diem payments might be set for in-
tensive care, cardiac care and other special care.

But, the hospital is only the care facility. Physi-
cians call the shots in the health care system. Physi-
cian reimbursement is another issue the San Diego
committee must consider: How do you design a pay-
ment system to create an incentive for physicians to
practice efficient as well as quality medicine?

The San Diego committee is considering a dis-
counted fee-for-service system based on flat fee
schedules-with a twist. It is looking at the possibil-
ity of creating a bonus pool. At the end of a contract
period, certain utilization criteria would be re-
viewed. The most efficient physicians would take
home a bonus.

It's a novel idea. Exactly how it would be imple-
mented is a question. "But we think it is feasible,"
notes Mr. Colasanto.

Would allied medical practitioners such as podia-
trists, dermatologists and chiropractors be part of
the PPO? Probably. But that's another question that
the committee is still mulling.

Committee attorneys also are studying the best
legal structure for the PPO. The PPO contracts
probably will be signed by the selected providers
and the Committee for Affordable Health Care, a
non-profit research organization-rather than
directly with participating employers.

Some employers and others who have studied
PPOs are concerned that they may present partici-
pating companies with unwanted liabilities. They
fear that a company might be sued for medical mal-
practice by an employee who claims that as a PPO
contractor the company is part of the health care
delivery system.

Because of the excess supply of hospitals and phy-
sicians in the San Diego area and the strength of
community cooperation there, Mr. Colsanto believes
that the committee has a unique opportunity to de-
velop an effective competitive model for health care
delivery.

Security Pacific hopes
for large cost savings

By RHONDA L. RUNDLE

LOS ANGELES-Security Pa-
cific Corp., a diversified financial
corporation that owns California's
second biggest bank, believes that a
preferred provider organization
will reduce its massive health care

Over a 12-month period, Security
Pacific calculates that a PPO at-

tracting 40% of its health care busi-
ness will shave about $806,000 from

its self-funded, $25 million-a-year
medical and dental benefits ex-

pense.
This conservative estimate takes

into account $280,000 in ?PO ad-
ministrative charges, plus about
$327,000 worth of enriched benefits

Self Insurance Is No
Do*Yourself Project.
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Ironically, a company's decision
to manage its own risks does not elimi-
nate the need for risk management
experts. It intensifies that need. And that's
where we come in.

We're Parker Services, Inc., a
member of the Sentry Insurance family
of companies. Our experts can help you
choose the right services and tailor a
program that's best for your company. We
offer a complete line of risk management
services induding daims administration,
loss control, industrial hygiene and loss
experience reports.

We can also help establish and
administer captives and optional segre-
gated accounts.

So call us collect for our brochure.

And if you ever need one of our services.
call us again. Because without the help
of experts, risk management can be a
risky proposition.

Call collect (715) 346-7357.

/j Sentry.

l'AIIICIEII
SIEIWICIES. INC.

Risk Management Services

available only to employees who
use the PPO.

"Security Pacific Corp. does feel
(PPOs) will work and we look

forward to implementing one in
the near future," summed up Alan
M. Jeffery, vp of employee benefits
in a speech at a recent California
regional meeting of the National
Assn. of Employers on Health Care
Alternatives.

Although many California com-
panies have been studying the PPO
concept since state legislation was
enacted last year to permit their
formation, Security Pacific is
among the first to attempt a quanti-
tative financial analysis of a PPO's
impact on health care costs.

Based on its forecast savings, Se-
curity Pacific intends to enter into
an agreement with Admar Corp. in
Santa Ana, Calif., to use that com-

pany's Med Network preferred
provider system. Although many
details remain to

be worked out,

both parties
hope to finalize
the agreement
by September.

PPOs can takemany different forms, but a typ-
ical configura-
tion is a group of
doctors and hos- Mr. Jeffery
pitals providing
services by contract with an em-
ployer or third-party payer at a re-
duced fee to a specified group of
employees. Although employees
are not obligated to use these pro-
viders, they have a financial incen-
tive to do so.

"Utilization review is a very in-
tegral part of any PPO. I can't
stress that enough," he said.

Security Pacific was concerned
that the PPO might encourage
higher utilization of services that
could potentially offset reduced
service fees. The bottom line result

would be no savings at all.
To protect against this risk, Secu-

rity Pacific decided that its PPO
plan must have a number of cost-
containment mechanisms. In addi-

tion to a strong utilization review
program, it wanted the PPO to
offer pre-certification of elective
hospitalization, second opinion
elective surgery procedures and
concurrent hospital review.

At the outset of planning, Secu-
rity Pacific decided that it would
not set up its own PPO, but would
contract with an existing organiza-
tion. This decision was based to a

large degree on the geographic dis-
persity of the company's nearly
25,000 employee population.

There are about 650 Security Pa-
cific National Bank branches and

other offices throughout California.
Some of these are very small of-
fices with small staffs. As a poten-
tial PPO contractor, Security Pa-
cific would not have much patient
volume bargaining power in most
of its locations.

So, the company went shopping
for a PPO with a good track record
of cost containment and the poten-
tial to serve most, if not all, of its
employees throughout the state.

Security Pacific identified three
broad types of PPOs: provider-
based networks set up by a hospital
or physician group; purchaser-
based organizations set up by an in-
surance company; and entrepre-
neurial-type networks established
by businesses independent of both
providers and purchasers.

"We felt the entrepreneurial
PPO was the best wa to go," says
Mr. Jeffery.

Since the independent PPO
would have no allegiance to any
particular group, its business would

Continued on page 18
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J& H thinks employers
can get tightercontrol
of benefit costs and still

keepemployees happp

Whatdoyouthink?

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

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

also implement the complete employee
communications program.

We'd like to talk with you about this.

Johnson*«iggins
Weansweronly toyou.

EMPLOYEE BENEFIT AND ACTUARIAL CONSUCrING; RISK AND INSURANCE MANAGEMENT SERVICES THROUGHOUT THE WORLD.
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Slaillt¢
Insurance Corporation of
Ireland. One 01 the world's
leading insurance groups
and the largest all-lines

insurer in the Republic of 
Ireland. In the United States,
one of the leading
underwriters of excess and

commercial lines for a variety
of industries.

(Good Heallh)

In Chicago, we are establish ng our o'rn
traditions for leadership in under-

writing excess anc commercial lines for
a variety of industries.

We provide immediate service to
qualified brokers on risks and costs
for surplis and excess lines as well

as reinsurance questions. Primary
commercial property, Froperty and

liaii ity (rlot automobile nor statutory W.C.)
packages, and evei "unusual"

soverages ere areas where our Chicago
branch professionals can help.

Slainte. In Gaelic, it is a greeting. But
you doft have to be 1-ish. Call us.

|NSURANCE CORpORATiON of |RE|ANd
200 South Wa:ker Drive Chicagc, Illinois 60606
(312) 559-0509 Telex 210184 via RCA

Bank corporation considers PPO
Continued from oage 16
depend upon its ao.lity to contract
with qualizy prov ders who also
were eff.cient. If the entrepreneur
could not do th.s, ·-he PPO would
not survive.

"We also felt :he.-e had to be in-

centives for each group involved
with a PPO-and we listed those

incensives," con-inLed Mr. Jeffery.
For example, providers who par-

ticipate get an increased patient
load and a guarantee of rapid pay-
ment.

Emplcyers w -10 participate in a
PPOfool( forward to a reduced cost

of providing health care benefits to
their workforcei.

"As a self-administered firm, we
also could have better control over

these costs through pre-hospital
certification and utilization re-

view," says Mr. Jeffery.
Last year, Security Pacific pro-

cessed more than 150,000 medical

QUESTION:
WHERE CAN I FIND EMPLOYEE BENEFIT PLANS
THAT BENEFIT THE EMPLOYER TOO?

1 1
L i

..1

1 j

A L L nLI L L r-1 L 172 1 1 17 r 4--1 T j- ZI
1 1

L

1

1 L

_L

L
i f 1 1 I T T-- [ ] -4- -illzzrf 1-lzr r L 1T 1 -11r 1.. 1 T,

Ill
Ll L -F _L 1 -1 - _ 1. - I L

L i

1
1 J

j

71 l

1

1

6 r

1 1
-r--

1ZiP 6

Benefit from our experience.

At Brougher, we have a variety of plans to
choose from. Some, like Greenwood Plus, provide
big protection for smaller employers. Others offer
optimum Stop-Loss protection for larger employers.

But every plan is built on Brougher experience.

Every plan is backed by Brougher expertise.
And every plan is designed to be good business

for any business. Benefiting the company man
And the man who owns the company.

BROUGHER.
The Answer.

For more information on Brougher Employee Benefit plans,
attach your business card to this ad and mall it to this address.

lil BROUGHER AGENCY, INC.
Lloyd's London CorrespondentP.O. Box HAI, Greenwood, Indiana 46142 .
(317) 535-8212

and dental claims for 20,000 em-
ployees and dependents covered
under its self-funded indemnity
plan. About 4,500 workers are en-
rolled in health maintenance or-

ganizations.
Employees who use Security Pa-

cific's PPO will enjoy a higher ben-
efit level. They will not be required
to pay a deductible for medical ser-
vices and doctor charges for illness
or accident will be 100% paid fol-
lowing a $10 per visit office charge.

And employees enjoy the swing
plan or dual-choice option in the
Security Pacific plan. That means
they may opt to use a preferred
provider or any other provider
each time they need medical ser-
vices. However, Security Pacific's
comprehensive fee-for-service plan
provides only 80% coverage instead
of the 100% coverage available
through the PPO.

"In addition, we thought it would
be necessary to throw in some ben-
efits not available under the in-

demnity plan to entice the em-
ployee a little more to go to one of
the PPO providers," says Mr. Jef-
fery. Therefore, the company de-
cided to offer the following well
care benefits at no cost to employ-
ees through the PPO:

• Annual gyneeological exami-
nations.

• Well baby care to age 1.
• Childhood immunizations to

age 2.
After sketching this basic out-

line of its proposed PPO, Security
Pacific's next step was to develop a
projected savings estimate.

To make its analysis, the com-
pany assumed that 40% of its claims
would be coming from the PPO
within 12 months-a percentage
that seemed conservative based on

discussions with other employers
who have applied the PPO concept.

Security Pacific also reasoned
that there would be increased costs

in office visits and lab and X-ray
procedures due to elimination of
the deductible and co-payment
features of the traditional fee-for-

service plan.
"We threw in a 25% increase for

those two items," said Mr. Jeffery.
Based on a reasonable and cus-

tomary fixed fee schedule, Security
Pacific assumed the following re-
ductions in service costs through
the PPO:

• 10% for hospitalization.
• 30% for surgery.
• 25% for maternity.
• 30% for office visits.

• 14% for hospital doctor visits.
• 5% for outpatient hospitaliza-

tion.

• 15% for X-ray and lab.
Based on a projected 40% utiliza-

tion rate, actual 1982 claims costs

by specific services rendered and
the above assumed reductions for

those services, Security Pacific cal-
culated a gross medical claim cost
reduction of $1,412,710.

However, this gross savings had
to be reduced by the projected 25%
utilization increase in office visits,

including those for the additional
benefits provided only to PPO
users, and lab and X-ray proce-
dures plus the PPO administrative
charges.

Security Pacific estimated that
increased utilization would add

$327,079 to plan costs and adminis-
trative charges would be about
$280,000. Therefore, the estimated

net savings to Security Pacific
through use of a PPO is $805,631.

The company actually expects
savings to be 5% to 10% higher due
to other non-quantifiable factors
such as second opinion programs,
use of generic drugs by PPO physi-
cians and prior authorization of all
elective hospitalizations.

Also, total costs will be reduced

because the PPO point of entry for
the patient is a primary care center
and not the high-priced medical
specialist. .
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packaged insurance plan is
likely to fit your particular group's
needs. Fortunately, shaping group plans to
meet individual group needs is something
we've got a particular talent for.

As the Group Agency Department of
Washington National Insurance Company,
we've got the specific insurance alternatives
to help you wrap your group from top to
bottom. As pioneers in the field of Teachers
Group disability insurance, we've got over
fifty years of experience for you to draw
upon. Backed by Washington National,
with over $16 billion worth of life insurance

; we're in a position to give you
fii lot'more than artistic advice.

So whether yours is a large or small
business, a health and welfare fund, or a
not-for-profit organization, call the Group
Agency Department. We've elevated group
insurance to an art. And when it comes to

helping you do the job, we've got that
down to a science.

For immediate assistance call

(312) 866-3410 or contact your nearest
Washington National Group Office. In the
Yellow Pages under Insurance.

 Wasningtonnational
INSURANCE COMPANY

EVANSTON ILLINOIS 60201
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Before you sign PPO contract, do homework
By RHONDA L. RUNDLE

Benefit managers anxious to
board the preferred provider or-
ganization bandwagon may get
bushwhacked by bad PPO schemes
if they don't do their homework.

There are a lot of planning issues
to be resolved before a company is
ready to sign a PPO contract with
health care providers.

"Don't lock yourself into a con-
tract until you have a good grasp of
what PPOs are all about," warns

Ed Myatt, consultant for benefits
planning and compliance at Los
Angeles-based Atlantic Richfield
CO.

ARCO is investigating the PPO
option for its employees and has
asked its two group insurers-
Aetna Life & Casualty and Metro-
politan Life Insurance Co.-to re-
view two PPOs in the Los Angeles
area.

Unfortunately, employers' most
burning questions about PPOs, in-
cluding their potential for cost con-
tainment, will not be fully an-
swered until there is more real

world experience to evaluate.
However, employers, consul-

tants, insurers and PPO developers
offer the following mixed bag of
dos and don'ts for companies ex-
ploring PPO proposals.

"I think the first thing you
would want to do is to assess the

quality of the PPO based on the
hospital and physicians it is affi-
liated with," suggests Gary Jen-
kins, account executive with con-

sultant Martin E. Segal Co. Inc.,
which has been active in devel-

oping PPOs in the Denver area.
Although definitions of PPOs

vary, they are typically arrange-
ments in which health care provid-
ers contract with employers, insur-
ers or third-party administrators to
provide medical services to em-
ployees at reduced fees.

"Assuming that you are dealing
with quality providers, the next
thing I would look for is whether
the PPO is promoting discount
medicine or utilization review,"
continues Mr. Jenkins.

Ask the PPO for a description of
the utilization review mechanism,

he urges. Does it make sense? How
many cases have been referred?
What was the action on those cases

and what was the final outcome?

What statistical reports will be pro-
vided to show that the review pro-
gram is working?

PPO developers agree that fee-
for-service discounts-although at-
tractive to employers going into a
contract-have limited long-term
potential for reducing health care
costs.

Unless the PPO is committed to

aggressive utilization review, pro-
viders may deliver more services to
make up their reduced revenues
from fee discounts.

But, evaluating the effectiveness
of that utilization review may be
the toughest step for employers.
PPO developers and health care
specialists disagree about who
should perform this oversight func-
tion.

Should the review be conducted

by hospital medical staffs, a peer

review committee or an indepen-
dent contractor? Should review be

retrospective, concurrent or pro-
spective of services rendered?

"My feeling is that the most suc-
cessful PPO packages will be those
initiated and controlled by an alli-
ance of hospital-medical staff joint
ventures," declares Roberta Sha-

piro, senior consultant for Inter-
Qual Inc., a Chicago-based health
care consulting company involved
in PPO seminars and development.

She argues that medical care

users and purchasers can demand
accountability, but that meaningful
review mechanisms will only work

if they are supported by the hospi-
tal medical staff.

But, many employers are skepti-
cal of utilization review programs
by in-house medical staff.

"It's like sending a wolf to guard
the chickens," says Robert M. Cola-
santo, director of employee benefits
and insurance for Pacific South-

west Airlines in San Diego.
Mr. Colsanto believes hospital or

physician-based PPOs "may turn
out to be fancy marketing schemes
to preserve or capture a portion of
the health care marketplace." For
this reason, he and other employers
in the San Diego area are spear-
heading development of a commu-
nity-wide PPO in their area (see
related story, page 3).

An employer also will want to
know the scope of services avail-

able through the organization.
Does the PPO include both pri-

mary care and specialty physi-
cians? Do the PPO hospitals offer a
full range· of surgical and ancillary
services? What about home hea:th

care? Skilled nursing care? Chirc-
practic and psychiatric services?

Some companies may decide to
offer additional benefits to emplo> -
ees as a way to entice them ir.to
using a PPO provider.

Obviously, employees are not
likely to use the PPO if its facilities
are not geographically convenient
to where they live and work.

So, the benefits manager should
determine whether the PPO's pro-
viders are local, regional or state-
wide, points out Ch -istine W.
Roberts, director of employee ben-
efits for National Medical Enter-

prises Inc. in Los Angeles NME is
interested in PPOs both as a con-

sumer of health care services for its

employees and as a servize pro
vider through its worldwide net-
work of hispitals

Another question to ask 8
whether the PPO requires emplo>-
ees to make a choice between the

PPO plan ,and the standard con--
prehensive medical plan at the be-
ginning of the contract period. If so.
the arrangement closely resembles
a health maintenance organization.

The key difference between a
PPO and an HMO is the sw ng plan
or dual choice feature of PPOs,

which permit patients to decide
each time they need medical care
whether to use a PPO or any otte z
provider of their choice.

What will be the financial in-

eentive for the employee and his or
her dependents to use the preferred
providers?

Most proposed plans eliminate
d€ductibles and co-payments under
:he PPO option. But, if the em-
proyer's plan deductible is only $50
or $100 and the co-payment is 20%,
Nill the incentive be sufficient to

ger a patient to give up the family
doctor?

"If I were a major California em-
ployer I would give PPOs a try-
out not statewide," advises Chuck

Stewart, executive vp of Blue
Shield of California. "Go cautiously
ir one area where you can best
measure the PPO's effectiveness."

He thinks employers would be
w_se to select a PPO offered by
their group health insurer because
it will be easier to compare costs. •
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States considering ways to cap health costs
By CAROL CAIN

Hospital costs, escalating to a
fever pitch and plaguing employers
like a naging pain, are attracting
the attention of state lawmakers.

Legislatures, from coast to coast
are considering a variety of propos-
als to help bring health costs back
in line with other expenses.

Among the array of options, the
ones receiving the most considera-
tion appear to be hospital rate-set-
ting boards and preferred provider
organizations. PPOs usually specify
the providers that a group of sub-
scribers to health care insurance

should use. In some states, legisla-
tion is needed to form PPOs be-

cause of laws that prohibit insurers
from discriminating against pro-
viders.

But other cost-containment

movements like mandatory coin-
surance levels and deductibles in

health insurance plans (see story,
page 30) as well as consumer edu-
cation are also being studied.

Although the proposals vary
from state to state, common

theories are held in almost every
capital.

Almost everyone agrees that the
continuing rise in hospital costs is a
problem created by several fae-
tions. Solving it will take the ef-
forts of not only hospitals, but also
physicians, the government, insur-
ers, employers and consumers.

And, changing the way health
care is delivered and purchased is a
key to any viable, long-term solu-
tion, say employers, legislators and
hospital administrators alike.

Some states, like Pennsylvania,
have developed proposed legisla-
tion that it hopes ultimately will
lead to a competitive health chre
marketplace. But, to get to that
point, hospitals first must disclose
their costs for services and consum-

ers must understand how to com-

pare and use these costs, a gover-
nor's task force reports (see story,
page 30).

Pennsylvania, as well as several
other states, are also considering
the establishment of boards that

would limit how much hospitals
can charge. Six states-Maryland,
New Jersey, New York, Washing-
ton, Connecticut and Massachusetts

-already have boards or commis-
sions that have the authority to ap-
prove hospital budgets and rates,
and West Virginia earlier this year

COST CONTAINMENT:
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passed a law setting up a panel,
though the law is being challenged
in court (see·story, page 31).

In several states, like New Jer-

sey, what a hospital can charge is
determined by diagnosis-related
groups or DRGs-categories
created to include all the patients
who are about the same age, have
similar diagnoses, require similiar
medical procedures· and have simi-
lar discharge status (BI, Feb. 14).

Legislative committees in other
states, like Wisconsin and Florida,

are studying similar proposals.
Hospitals generally favor a more

organized method of billing, but
they believe the solution of govern-
ment regulation and rate-setting
commissions is too narrow of an

approach to cost containment. In
some states, strong hospital lobbies

have come out against legislation
that would control their charges,
saying rate limits ultimately will
result in less service.

Proponents of rate setting,
though, say it results in lower rates.

An November 1981 article in The

New England Journal of Medicine
said rate setting through manda-
tory prospective reimbursement
appears to slow the growth of hos-
pital expenditures and seems to be
the only regulatory tool that has
been effective.

But, the article's author, Dr. Wil-

liam B. Schwartz, a professor at the
Tufts University School of Medi-
cine in Boston, concludes: "Pro-

spective reimbursement has been
used in only a handful of states and
it cannot be concluded that the pro-
gram would be equally effective in
the rest of the country."

"I think regulation is the answer
in some states," said Michael
Schiffer, director of government
and industrial relations for CIGNA

Corp. in Hartford, Conn.
"I think that you'll find in the

older industrial states, where there

are more Democrats than Republi-
cans-the more liberal states-that

the idea of regulation is accepted.
But it's not a universal answer."

It apparently was the answer for
only a short time in Colorado. A
hospital commission was set up in
Colorado in 1977 to control both

how much revenues a hospital
could make and what rates it could

charge, but the commission was
dissolved in 1980.

The Legislature created the com-
mission in response to threats by
the federal government that it
would start regulating health costs,
said Donald Rice, associate director

of the Colorado Department of
Health.

But once the commission came

into existence, it became a bureau-
cracy run amok, said Tom Sang-
ster, government relations special-

Continued on net page
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States consider hospital rate commissions
Continued from page 21
ist for the Colorado Hospital Assn.

The commission's rules and regu-
lations made it difficult for hospi-
tals to function, observers said.

"The commission became insen-

sitive to the (hospitals) and lost
sight of its goal," Mr. Sangster said.
"It became a personality problem."

Two years later, the legislators
listened to the strong hospital lob-
byists and voted to have the conn-
mission dissolved in 1980, after the
federal regulation threat had sub-
sided, Mr. Rice said.

Some political voices, particu-
larly Democrats, opposed the com-
mission's demise. A few hospitals
also were in favor of keeping some
type of regulatory arm in control
since it was the only data collection
base for hospital records in the

U

0

state.

But the commission appears to
have met its goal of holding down
cost hikes. Colorado hospital costs
were below the national average
before the commission, appeared to
decrease during its tenure and rise
again after its dissolution, Mr. Rice
said.

Even though costs have gone up,
there is next to no noise to establish

a commission again, he said.
The specter of federal regulation

also was the main reason why the
Washington Legislature created a
commission in 1973, said Maurice
Click, executive director of the

Washington State Hospital Com-
mission.

"Because we were way out here,
the state decided that if we're going
to be regulated we would rather be

at the state rather than national

level," Mr. Click said.

The Washington commission
currently reviews and approves
budgets and rates annually for the
state's 111 hospitals.

However, "sunset" legislaticn
passed by the state four years ago
requires that all state commissions,
boards and agencies justify their
existence to a special legislative
committee according to a timetable,
or cease to exist. That committee

has been studying the hospital
commission since January 1982 and
will issue its preliminary findings
in June.

Maryland's Health Services Cost
Review Commission, which was es-

tablished in 1971 and started regu-
lating in 1974, was not started be-
cause of federal pressure, said

<7
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Dennis Phelps, the commission's
acting assistant chief for audit and
compliance.

Hospital costs were skyrocketing
at the time, he said, adding that its
formation was also prompted by
solvency questions about some
inner-city hospitals.

The Maryland commission re-
quires hospitals to submit a number
of reports quarterly and annually.
These reports must include th€ hos-
pital's revenues, volume of service,
expended costs by departmen=, au-
dited statements and discharge
tapes of diagnoses.

Although it requires annual re-
ports, the commission only per-
formed in-depth reviews of hospi-
tals during its first three years of
existence. Since then, hospital rates
have been changed by an "inflation

3
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adjustment factor."
The burden is on the hospitals to

apply for an increase in rates or an
inflation adjustment, Mr. Phelps
said. In order to win this adjust-
ment, the hospital must demon-
strate through its records that its
charges are in line with a compu-
tated average cost of similar diag-
noses in similar hospitals.

Hospitals are aware of this pro-
cess and usually don't al>ply for the
inflation adjustment unless they
believe they will meet the test, Mr.
Phelps said.

A recent commission report
stated that 1982 was the seventh

year in a row that the cost of a day
of hospital care in the state was
lower than the national average.

"In the last five to six years,
we've beat the rate of increase in

the nation by 2% to 4% in hospital
cost per day and hospital cost per
admission," Mr. Phelps said.

Some people, however, don't be-
lieve that rate setting is the right
answer to the current problem and
may in fact lead to new problems.

Ron Krause, president of the
Arizona Hospital Assn. believes
that rate setting ultimately will
mean fewer hospitals and less care.

He compared the future of medi-
cal care in the United States to

Sweden, where medical care is re-

gulated and rationed.
"Certain procedures are not

available there after a certain age.
We have to decide if we want that

as a society," Mr. Krause said.
"Rate setting is nothing new,"

adds Dr. Winfield Dunn, senior vp
for government affairs with the
Hospital Corp. of America, in
Nashville, Tenn.

The corporation owns and oper-
ates 365 hospitals in eight different
countries and very few of them are
in states where rates are regulated,
he said. "We find it more desirable

(to operate) in states where there is
less regulation."

The new interest in rate setting,
he explains, has come from a feel-
ing of frustration because of the
high medical costs.

"But rate setting is like treating
the symptom rather than the cause
of the disease. And the hospitals of
America have been sick for a long
time," he said.

He says the problem behind high
health care costs lies in utilization

and the cure is to educate consum-

ers in using medical care.
Some states, like Virginia, are

opting for plans that fall short of
actual rate setting. That state's rate
commission, created in 1978, re-

quires mandatory reporting of hos-
pital budgets, audits and proposed
rate increases, but its recommenda-
tions are not binding.

"The leverage we have is public
disclosure," said Sheryl Paul, exec-
utive director of the state Health

Services Cost Review Commission.

In still other states, like Utah, the

majority think market competition
is enough to hold the line on rates.

"In Utah there's a climate of less

regulation and more along the lines
of a competitive mode," said Sue
Ross of the Utah Hospital Assn.
"We're really not like a lot of states
in the East that are trying rate re-
view commissions."

However, Utah has some charac-

teristics that set it apart from the
other 49 states when discussing
health care costs, noted Michael

Stapley, deputy director for the
Utah Department of Health.

Health care costs in Utah are 20%

to 30% lower than national aver-

ages, he said. "And they should be.
Utah has the youngest population
in the United States."

But, even with those characteris-

ties, Utah is experiencing the same
average 16% annual rate of medical
cost increases as the rest of the

country. .
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Arizona employers leading health cost battle
By CAROL CAIN

PHOENIX, Ariz.-Double-digit
health care inflation means big
bucks to Arizona employers, and
they're leading the fight to corral
these costs.

They've formed a health care

cost-containment coalition that has

already successfully pushed one
cost-control bill through the Legis-
lature, and they're fighting for
more.

Health care costs rose 19% in Ari-

zona last year, even though the
overall inflation rate climbed only
3.8% statewide.

If Arizona health care costs jump
another 19% this year, it would cost
four of the state's largest employers
-Honeywell Inc., Sperry Corp,
Motorola Inc. and Garrett Corp.-

another $9.5 million on top of the
$50 million the companies estimate
they already spend on health bene-
fits for their Arizona employees.

The four companies realized they
had to do something to control
these costs, says Frank Connell,
manager of human resources and
environmental services at Hon-

eywell's Large Computer Products
Division in Phoenix.

Representatives from the four
employers began meeting weekly
several years ago, then two and
three times a week until their gath-
erings spawned the Arizona Coali-
tion for Cost Effective Quality
Health Care.

The coalition, which now boasts
more than 1,000 members, has al-

ready won one big victory: A bill
recently signed by Gov. Bruce Bab-

bitt that will require hospitals to
use a uniform billing system based
on diagnostic-related groups
(DRGs) by Feb. 1 (BI, Feb. 14).

Although the specifics of the
DRG system have not yet been
worked out, the bill is intended to

make hospitals use standardized
billing forms, so that employers can
compare what different hospitals
charge for the same procedure.

Besides uniform billing, hospi-
tals also will have to report to the
state Department of Health Ser-
vices such statistical data as the

number of hospital confinements,
the average length of stay, the av-
erage charge per day and the aver-
age charge per confinement for
each attending physician.

This information will be pub-
lished by the department semian-

nually and distributed to the pub-
lie.

After the DRG system is in p. ace,
consumers, including employers,
will be able to compare costs from
one hospital to the next, said
Charles T. Stevens, the coalit_on's
legal and legislative counsel.

"It will give industry and busi-
ness the opportunity to redesign
their health care packages. . .so
they can make intelligent judg-
ments. Right now they're cnly
guessing (on the cost of services),"
he said.

However, the DRG measure was

the only piece of legislation frz, m a
package of four separate bills put
together by the coalition af.er a
year of study and introduced t the
state Legislature earlier this year
by Rep. Burton S. Barr, R-Phoenix.
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Although they were not passed
this year, the employer coalition
and the state's hospitals are now at-
tempting to negotiate compromises
on the other three coalition propos-
als: a moratorium on hospital con-
struction, the creation of a rate-set-

ting commission and a cap on rates.
The governor has said that if the

coalition and hospitals can agree on
further health care cost-contain-

ment legislation that can win sup-
port from legislators, he will call a
special session of the Legislature
this fall.

However, if the Legislature does
not meet, the coalition, which rep-
resents employers with more than
125,000 workers, is prepared to
start gathering petitions in the fall
for a ballot initiative asking for a
halt to capital expansion of hospi-
tals and some type of rate review
mechanism, Honeywell's Mr. Con-
nell said.

If the coalition decides on a ballot

proposal, the vote could be held in
November 1984.

"We want a better planning pro-
cess and we want adherence to a

plan," he said. "The only thing that
will stop the initiative is if we get
legislation that will stop the prob-
lem. .. .Voluntary compliance
won't work."

The Arizona Hospital Assn. is
gearing up to fight a drive for a
ballot initiative, while still hoping
to negotiate a solution to high
health care costs with employers.
The group represents a majority of
the state's 65 hospitals that are not
run by the federal government as
military or Indian hospitals.

Critics of the hospital association
say the group did not take the em-
ployers' coalition seriously until
just recently. "The legislation (pro-
posed this year) was used as a big
stick to get them to start talking,"
said Donald Jansen, legal counsel
to Rep. Barr.

But a spokesman for the state's
hospitals says he doesn't think that
the coalition's proposals will solve
the health care inflation problem.

"We have said from the begin-
ning that a package of legislation
aimed at hospitals solely was a
quick-fix bandage approach," said
Ron Krause, president of the hospi-
tal association.

Other parties, besides the hospi-
tals, have contributed to today's
health care inflation, including em-
ployers, labor unions, insurers and
the federal government, Mr.
Krause says.

"Until a mechanism or mecha-

nisms are developed that involve
all those players, there won't be a
true solution," he says.

Part of the problem behind the
high cost of health care, he
explains, is the way medical care
has been provided in the past 20
years. "We've operated in this
country that whatever the best that
technology has ought to be offered
immediately. . .as a right, irrespec-
tive of (anyone's) ability to pay, and
without standing in line.

"That's a very expensive way to
do things," Mr. Krause said.

But the coalition says many of
the factors behind the health care

price spiral are primarily the hospi-
tals' doing.

One main complaint, for exam-
ple, is the excess of hospital beds
that currently exist in Arizona and
the hospitals' requests to build
rnore.

A study published last year by
the coalition noted that there are

enough beds now in Maricopa
County, Arizona's largest with
about 55% of the state's population,
to handle its needs through 1986,
the coalition's Mr. Stevens says.

At the same time, he adds, there

are requests pending by the hospi-
tals to build an additional 1,000

Continued on page 26
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Arizona employers lead
battle against cost hikes
Continued from page 24
beds in the county.

Hospital utilization compouids
the situation, according to a pisi-
tion paper issued this month by the
coalition. The average annual hos-
pital occupancy in Arizona dropped
to 64% in 1981 from 67% in 197 3, it

says.

Mr. Krause of the hospital asso-
ciation admits there may wel= be
too many beds in one area, but
that's because the state's populasion
is shifting. He also notes that there
is a lack of hospital beds in orher
areas in the state.

He also explains that hospital uti-
lization increases over annual aier-

ages during peak winter per.ods
when many of the state's tou:ists
use the hospitals.
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But the coalition rebuts this

argument, saying that in Mari-
copa County, for example,
only 76% of the beds are occu-
pied even during peak periods.

The coalition also charges
that cost overruns from hospi-
tal construction are contribut-

ing greatly to health care in-
flation.

Mr. Stevens cites various in-

dividual hospital construction
overruns in the state, ranging
from $2.6 mill.on to $13 mil-
lion per site, that are passed on
to patients in the form of
higher room rates.

For instance, Good Samari-
tan Hospital in Phoenix
charges $168 per day, of which
$89 goes toward debt service,
according to coalition esti-
mates. At Tempe's St. Luke's
Hospital, $110 of the $189 per-
day charge goes toward debt
service, Mr. Stevens says.

But, Mr. Krause says, "The
real problem, if there is one,
lies in the definition of terms"

and the source of the figures.
He says that much of the

blame can be put on inflation.
When a hospital decides to
build an addition or an

entirely new hospital, he
notes, it files a "letter of in-
tent" with the state that cites

estimated costs. Although this
is the amount the hospital uses
to budget the construction, it
often differs from final costs.

"There should be room for

inflation (in the higher fig-
ures) if nothing else," he said.

"Is there cost overrun? I'm

sure there is. Is there waste in

hospitals? I'm sure there is,"
Mr. Krause explains, but he
quickly adds that the overruns
and waste are not so great as to

be singled out as the culprit for
soaring health care costs.

Mr. Krause explains that a
moratorium on new hospital
construction, as the coalition

proposes, will not stop hospi-
tals from raising their rates,
increases that, according to the
coalition, ranged from 6.7% to
35.3% last year.

Instead, Mr. Krause says
that "all the players" must
look at the issue together and
develop a plan to hold the line
on increases that includes all

parties, not just hospitals.
The coalition also claims

Arizona hospitals should be
put under additional regula-
tion because they make serious
billing errors. In some cases
patients were charged for pro-
cedures that were never per-
formed, Honeywell's Mr. Con-
nell said.

But, Mr. Krause replies, the

state's hospitals are bound to
make mistakes since they han-
die 4 million outpatient and
400,000 inpatient admissions
annually.

Although the DRG system
of uniform billing will help
employers monitor over-

charges at various hospitals,
the president of the Arizona
Chamber of Commerce says
the system is not a cure for
health care inflation.

"It probably has merits: dis-
closure, awareness, education

value, maybe even in the com-
petitive sense," says the cham-
ber's William Jacquin. "But it
doesn't do much really when
you talk about hospital costs or
cost accounting."

He, like many others, says
the key across the country is to
change the way health care is
provided so that consumers
have more of a say in the de-
livery of medical services. I

1



Pennsylvania willing to try
competition before regulation

By CAROL CAIN

HARRISBURG, Pa.-Busi-

ness and government leaders
in Pennsylvania believe there
are two ways to cap soaring
hospital costs, which rose 15%
in the state last year: increase
market competition and regu-
late hospital rates.

The industrial state is ener-

getically considering both
methods after a governor's task
force on health care cost con-

tainment issued a report in
March that listed recommenda-

tions and proposed legislation.
But, according to the report,

the state should see if hospitals
can hold costs down through
competition and self-regula-
tion before the state steps in
and sets rates.

Among the panel's recom-
mendations was the establish-

ment of a state cost-contain-

ment commission to develop
incentives for the efficient use

of hospital services, and if that
fails, to regulate hospital cost
increases.

"The lack of marketplace
incentives is the principal
cause of health care inflation,"
state Insurance Commissioner

Michael L. Browne said re-

cently.
"In the health care industry,

the incentives in place actually
work to escalate costs rather
than reduce them. Nowhere is

this more evident than in the

case of hospitals, whose bud-
gets traditionally expand to
cover whatever costs they
incur," Mr. Browne said.

The members of the task

force-business executives and

representatives of the insur-
ance and health care indus-

tries-cited building a compet-
itive health care market as the

ideal way to harness health
costs.

"The task force believes that

a solution which puts hospitals
on a budget and also mini-
mizes the degree of govern-
mental regulatory intrusion
into the health care system is
preferable to one in which
government plays a more per-
vasive role," the report reads.

The task force report ad-
vises that the state should not

set hospital rates if hospitals
can limit their cost increases in

fiscal 1983-84 through changes
in the way health care is deli-
vered. But, if the hospitals
can't meet this goal, the panel
says the proposed commission
should set rates for hospitals in
advance.

However, hospitals that are
able to trim big cost increases
and also provide consurners
with incentives to hold down

health costs should be entitled
to an exemption from direct
regulation, the task force re-
commended.

The development of alterna-
tive health care delivery sys-
tems like health maintenance

organizations to encourage
price competition, incentives
for efficiency and consumer
choice is also recommended in

the report.
In addition, the report also

advocated a curb on state gov-
ernment expenditures for
medical services to discourage
overutilization of health care
and hospital services.

"We don't see this (proposal)
as price control," said Don
Mazziotti, executive director of
the Business Council of Penn-

sylvania, a coalition of 39 cor-

porate chief executive officers
whose companies employ 1.5 mil-
lion workers.

The coalition's own report on
health care cost containment,
which came out earlier this month,

parallels in many ways the task
force's recommendations.

In addition, the council recom-
mends the establishment of pre-
ferred provider organizations (see

story, page 3).
Mr. Mazziotti says that other

business coalitions, besides the
Business Council of Pennsylvania,
have been formed in Pennsylvania
to curb health cost hikes. "The av-

erage per-worker cost for benefits
is $2,000 and it's increasing at 15%
per year. This is affecting the bot-
tom-line profitability for employ-

Continued on next page
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PRUTRAC: Fast. accurate and
works exceptionally well with people.

A computer system is only as
good as the people who use it.
Compare us with other claim
payment systems and you'll see
what we mean.

Take our terminal operators,
for example. We don't have any.
When your employees have a
question, they'll work with an
experienced claims examiner
(who's also a PRUTRAC expert).

The advantage? A claims
examiner can do things a termi-
nal operator can't. Like see a
pattern of inflated bills. Or
detect duplicate coverage.

Result-our examiners help
contain your costs.

And PRUTRAC has smart
software. Like 18 months of

claim history on line. So we
can routinely handle situations
like when all those people
who hold a year's claims send
them in at one time. What's

more, PRUTRAC has multiple
benefit plans (with effective
dates) on line. So rather than

2, Pmdent:al

chasing after paper files, our
claims examiners can evaluate
and accurately pay claims then
and there.

Quality and security are
inherent in PRUTRAC's design
through tight controls on termi-
nal access. A quality review
screens disbursement before it

goes out to your employees. Our
auditors insist on security and
they get it. That's our insurance
for your peace of mind.

Allofwhichiswhywe'reproud
of PRUTRAC. And its most
important part. Our people.



28 / business insurance, May 30,1983

spotlight report

Pennsylvania willing to try self-regulation
Continued from previous page
ers," he said.

The group is hoping that a pack-
age of cost-containment proposals,
including a bill to establish the
cost-containment commission pro-
posed by the governor's task force,
will be introduced in the Legisla-
ture when it meets in the fall.

Others agree that a voluntary ap-
proach to cost containment would
be best, but they also point out that
cost-control efforts shouldn't be

limited to hospitals.
"There's no question that hospi-

tal costs here have gone up a whole
lot faster than other costs, but thar's

not unique to Pennsylvania," said
James Neely, president of Health
Alternatives Development Inc., 2
recently formed corporation that is
applying for a license to write

health insurance in Pennsylvania.
Bu: the blame br the rising costs

should not just be placed on the
hcspitals but also on physicians,
employers and health care consurn-
ers stressed Mr. Neely, who -as
formerly president of the Hospital
Assn. of Pennsylania.

'Thysicians did the ordering (of
services), patients are the ones who
do the demanding and employers
gave the store away with benefits,"
he said, adding that government
en:itlement programs, like Mzdi-
care and Medicaid, also increase
health care utilization andcosts.

"The governor's task force says
there's no solution unless all the

peiple who created the protien.
work together,' said Mr. Neely,
whc was a member of the panel. "2
hope we'll see significant changes

V
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:n the way health care is purchased
within the next five years, but only
.f we al-. work together."

Hospitals can no longer be paid
on a retrospective basis, he main-
tains, adding that doctors cannot be
paid as a reward for providing
more services, as they are now.
Employees must be taught how to
buy efficient health care and em-
ployers will have to change their
benefit plans by adding higher
coinsurance levels and deductibles

to put an end to unnecessary health
expenditures, he said.

The task force report agrees with
this concept, noting there is a lack
of useful information about health

care, how it .s delivered and billed.

The report recommends that the
cost-containment commission

should gather and disseminate

comparative information about the
costs charged by hospitals and
other providers.

It also recommends that employ-
ers, as well as labor unions and in-

surers, develop programs to en-
courage preventive health care.

Philidelphia-based Bell Tele-
phone Co. of Pennsylvania is cne
employer that's doing some of those
things right now.

"We're making videotapes on
what our benefits are and the way
our benefits work," said Ted Hib-

berd, Bell's district staff manager of
employee services and activities.
The tapes will be shown to empliy-
ees to explain how to use the cost-
containment features in the com-

pany's health plan, like second sur-
gical opinions and pre-admission
testing, he said.
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Employees also will be given a
wallet-sized card with a phone
number to call for the name of a

physician who can give a second
opinion.

"We also do our best to educate

our employees on health mainte-
nance organizations-how they
work and can be used," he said,
adding that the company offers
membership to eight HMOs.

Bell's health plan, underwritten
by Pennsylvania Blue Shield and
Blue Cross of Greater Philadelphia,
pays the full cost of a semiprivate
room for 120 days after a deductible
equal to 1% of annual salary, not
exceeding $150.

A maximum of three deductibles
must be paid for any one family.

In an attempt to track physicians'
costs, the company also will pay 95%
of the doctor's bill if the employee
uses a doctor participating in a Blue
Shield cost-containment program,
Mr. Hibberd said. Employees who
use other doctors receive a lesser re-
imbursement for doctors' fees.

"We have asked our employees
to tell us if these doctors charge
more than the Blue Shield contract

says," Mr. Hibberd said, adding
that, so far, 50 doctors who over-
charge have been identified.

"Employers ought to be looking
at their benefit plan design to build
into it elements that will cause em-

ployees to understand the system
and use appropriate levels of care

and reward appropriate levels of
care," Mr. Hibberd said.

"Right now the system is a mys-
tery to everybody. The providers
are not inclined to make it more

understandable," he said. "I feel the

veil of secrecy, the shroud, has got
to be removed from the process so
people know how the system
works, how the doctors are paid,
the morbidity rate and the mortal-
ity rate.

"It's (health care) taking 10% of
our gross national product and we
don't even measure (medical ser-

vices)," Mr. Hibberd said, adding
that something "as silly as a base-
ball team" is measured backward

and forward for averages, runs bat-
ted in and other statistics.

This whole educational process
will be difficult, "and the health

care providers will fight us," Mr.
Hibberd said, "but it's the only rea-
sonable manner to inform consum-

ers so they can make informed
choices."

One group representing the pro-
viders, the Hospital Assn. of Penn-
sylvania, supports the idea of mar-
ketplace incentives to control
health costs and has issued its own

report on that subject.
"The (governor's task force) re-

port strongly supports a market-
place incentive approach to control
health care costs and this associa-

tion's board endorsed that as our

policy about a year and a half ago,"
said a hospital association official.

He agreed that costs in Pennsyl-
vania's 250 hospitals went up about
15% last year, but added: "We're
committed to working as hard as
we can to keep those forces under
control."

But, he says, hospitals have no
control over some of the factors in-

fluencing health care pricing, like
the state of the economy and the
reimbursement system.

"We think that Pennsylvania is
at a crucial point at convergence of
a lot of forces to bring about some
change, and we count ourselves as
among the leaders," the hospital of-
ficial said.

The hospital association's mem-
bers have recently been sent copies
of the governor's task force report
and are expected to meet in July to
draft a response. Until then, the as-
sociation will not comment on spe-
cific recommendations in the re-

port. m



mployee Cost S ari g

Cost o Drug

Pharmacy Dispensinq Eee

Claims Payment Control

Post Payment Audit

Utilization Review

Claims Processingaosts

Visibility

Popularity

Cos Con an et Ueclieness*

Deductible per rescription
(va, ies by plan)

Wholesale price

Set by client

10 Computerized Edits
on every claim

Yes n house'and field auditors

Computerized Activity Reports

Less than 7,1lper,claim

o e u of re crp o,O r. qs iso
os eS «c ve , et o sIoNhealt cafe cost

ai eo*btdati litaicateltbbtlgrop«dfug
Clu lo ee e et

SO ee

gc easeIc-Ss s

ersonal,zed plastic
"Gred,t Card"

' The last benefit they
would give up '

Oot,mal

ed c,

van an

Retal p Ice

Retail fee set by pharmacy

Few controlslva les by plan

Rare V

Rare

Erom $5 00jo $10 00 per claim

Mint al

Minimal hassle o

reimbursementmroce

W the G ca em o ee

de uctible e Dresegg io
46.0 0 41*94 tioa pria

abc

Inima

eecl aa la val a e



30 / business insurance, May 30, 1983

spotlight report

·1

Florida looking at several ways to cut costs
By CAROL CAIN

TALLAHASSEE, Fla.- High
health care costs may be a bigger
problem in the Sunshine State than
elsewhere in the nation because of

the large number of senior citizens
living here.

Some 17.7% of Florida's residents

are age 65 or older, compared with
the national average of 11.3%, "and
generally, the elderly use health
care services more," says Del
Lawrence, executive director of the

Florida Task Force on Competition
and Consumer Choices in Health

Care, a panel set up by the Legisla-
ture to investigate rising health
Costs.

Although that task force isn't ex-
pected to issue a report until next
year, the state is already consid-
ering a variety of measures to limit
increases in hospital costs, which
have jumped 36% in Florida in the
last two years.

Many state legislators predict
health costs will continue to rise in

Florida, especially because of a
change in the federal Medicare
programs that will affect almost all
of the state's senior citizens. Start-

ing this fall, the federal govern-
ment will phase in advance rate
setting for Medicare-funded proce-
dures, and many say that some of
these costs not covered by Medicare
will be shifted onto employers (BI,
March 14).

The Legislature, which is
scheduled to adjourn next week, is
considering a variety of bills that
would mandate health care cost-

containment measures.

The legislation was triggered by
employers facing rising health care
budgets and Insurance Commis-
sioner Bill Gunter, whose depart-
ment issued a list of legislative pro-
posals in late February in a "case
for a new approach to hospital cost
containment."

Among the bills pending in the
Legislature or proposed committee
bills (PCBs) are:

• S.B.988. This bill, one of Mr.
Gunter's proposals, would give the
state's Hospital Cost Containment
Board the power to approve bud-
gets for those hospitals whose in-
crease in expenditures exceed the
Consumer Price Index by 796-

The board, established in 1979,

has the power to review rates, but
not set them. A proposal to allow it
to set rates failed in 1979.

The current proposal was ap-
proved 5-3 on May 18 by the state
Senate's Health and Rehabilitative
Services Committee and is sched-

uled to go before the Senate Com-
merce Committee.

A similar bill in the House, H.B.
880, has been sent to that chamber's
Health and Rehabilitative Services

Committee for a vote.

• H.B. 1182. This bill, awaiting
action in the House, would man-

date that every group health insur-
ance policy sold or delivered in
Florida contain a coinsurance pro-
vision. The bill would require em-
ployees to pay at least 20% of their
health care costs, up to a minimum
$500 out-of-pocket limit for indi-
viduals and a $750 limit for fami-
lies.

"What we've aimed the bill at is

affecting the incentives that are
built into third-party payments so
that consumers become aware of
health care costs," said Bill Quattle-
baum, counsel to the House Com-
merce Committee.

The proposal also incorporates
most of the provisions of another
proposal, H.B. 209, which mandates
coordination of all health insurance

benefits so that no one can be reim-
bursed for more than 100% of medi-

cal costs.

It also requires mandatory outpa-

tient coverage for any procedures
that are covered on an inpatient
basis, as well as mandatory second
surgical-opinion programs.

The bill also would clarify exist-
ing state laws to allow insurers to
package services that specify which
providers are to be used, so-called
preferred provider organizations
(see story, page 3). Unlike most in-
surance policies, the choice of pro-
viders would be limited, in ex-
change for a discounted or fixed
rate.

A similar bill to set up PPOs-
S.B. 132-is pending in the Senate.

• S.B. 1118. This proposal is sim-
ilar to H.B. 1182, except it would
mandate deductibles for employees
instead of coinsurance. The bill

proposes minimum annual deduct-

ibles of $200 for individual cover-
age and $350 for family coverage.

"We think either approach (man-
datory deductibles or conin-
surance) will work," said Lester

Abberger, executive assistant to
Mr. Gunter.

• PCB 9. This bill would make

physicians pay hospitals a fee of up
to $500 per year for hospital staff
privileges, plus an assessment of 2%
of all hospital charges they order.
The money would be used to re-
duce hospital room rates.

Supporters of the bill say that
physicians now can order any
number of tests without having to
pay for them or know how much
they cost.

The proposal is still in a cost-con-
tainment subcommittee of the
House Health and Rehabilitative

Services Committee.

Some observers in Tallahassee

say that some legislation will be
passed this session, though no sin-
gle bill will be approved in its origi-
nal form.

Others believe, however, that the

Legislature will hold off on any ac-
tion until it receives the report
from its task force next year.

"We have made some prelimi-
nary observations (on the proposed
legislation), none of which supports
or opposes it," said the task force's
Mr. Lawrence.

The panel represents a cross-
section of philosophies, he said.

". . .Now we are leaning toward
the setting of some guidelines to let
market forces operate better," he
said, an approach similar to one

taken by a similar task force in
Pennsylvania (see story, page 27).

The state's hospital association
has already made its position clear:
It's against rate setting.

"We don't think that Florida

needs rate setting. When we com-
pare with states that have rate set-
ting, we compare favorably, even
though we are a growing state,"
said Earl Tredway, vp of govern-
ment relations with the Florida

Hospital Assn.
"Really, the only thing to lower

costs is reductions in services," he
said. "The only costs hospitals have
control over are prudent purchas-
ing and good management. We
don't admit patients; we don't order
what (services and tests) patient's
are getting; we don't discharge pa-
rients." I
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grounds. Or as devastating as a sudden explosion. In either case, when people are
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A prime example is our special network of 3,400 claims professionals, who
investigate, settle and handle the payment of claims. Our professional people work out
of 650 conveniently located offices and five Claims Administration Centers around the
country They're trained to speed up the settlement of claims so the injured parties aren't
subjected to lengthy delays for their casualty payments.

There's another special quality about GAB. When we handle your casualty
claims, the 'we' includes a casualty adjuster a casualty supervisor, a regional super-
visor, a team of general adjusters and a territorial supervisor That way, every claim is
given the attention it deserves by trained professionals.
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We feed data into our on-line computer system daily, so information on claims
can be stored and updated. The systems automatically print ten standard reports every
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West Virginia sets up rate commission
By CAROL CAIN

CHARLESTON, W.Va.-While
many other states are still discuss-
ing how they can hold down health
care cost increases, West Virginia
has taken action.

The state Legislature earlier this
year approved a bill that estab-
lishes a hospital rate-setting com-
mission.

The move should mean reduced

health cost increases for employers
that pay for their employees' medi-
cal coverage, supporters of the sys-
tem say. But, some critics of the
new law say it may mean poorer
service in the long run and are
challenging the law in court.

"Of course our rate of (hospital
cost) increase has been significant,
but part of that is a statistical phe-

nomenon. Our base was lower than

other states," said Bruce Carter,
president of the West Virginia Hos-
pital Assn.

According to Mr. Carter, West
Virginia hospitals ranked 40th in
the nation in cost per patient day
and 41st in cost per patient stay.

The law took effect March 25,

but a federal judge issued a tem-
porary restraining order and then a
preliminary injunction agains: its
implementation earlier this month
after four hospitals challenged two
provisions in the law. The state is
expected to appeal.

The first provision freezes hospi-
tal rates retroactively to Feb. 1 of
this year until July 1, 1984. The sec-
ond caps increases in hospitals'
gross revenues each year at 12%
over the previous year.

Hospitals argued that capping the
amount by which they can increase
their gross revenues is unfair be-
cause revenue increases can reflect

volume increases, not just rate in-
creases, Mr. Carter said.

The two provisions, if upheld by
the courts, could cost the hospitals
$50 million next year, John H.
Brown Jr., director of community
affairs for the Charleston Area

Medical Center, a 934-bed multi-
hospital teaching facility and mem-
ber of the association said.

Other provisions in the law that
are not being challenged include:

• The measure will apply to all
hospitals, except those operated by
the federal government.

• Hospitals must provide all in-
formation necessary for the com-
missions to set rates on an individ-

ual basis.

• Rate setting will be based on
review and investigation of previ-
ous rates, future trends, cost effi-
ciency and the solvency of the hos-
pital.

• Rate setting will begin July 1,
1984.

The new law is modeled after
Maryland's (see story, page 22),
but Mr. Carter said that West Vir-

ginia hospital costs are already
lower than that state's.

"I think its a drastic and simplis-
tic approach to dealing with hospi-
tal costs. We don't see any evidence
in those states that have been ex-

perimenting with (rate commis-
sions) of lower rates," he said.

The new law is referred to as a

cost-containment measure, but Mr.
Carter believes that's a misnomer.
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"It really only controls hospital
revenues," he said.

"The rest of the country is going
with prospective payments with
Medicare and diagnostic-related
groups. We think West Virginia is
out of sync with what's going on
nationally," said Mr. Brown.

Current hospital costs in West
Virginia are lower than in the six
states that regulate rates, Mr.
Brown said. "We're really at a loss
to explain the true justification for
this regulation," he said.

"I think there's a lot of confusion

about the new law," said Richard
Walker, chairman of Cecil I.
Walker Machinery Co., which sells
and services heavy mining equip-
ment from its Charleston plant.

"I've got mixed emotions about
the law," Mr. Carter says, though
he adds that he believes hospitals
need more cost accountability. An-
other West Virginia employer is
trying to curb health cost hikes on
its own.

"We're trying to work with the
doctors, and a doctors' coalition is

being formed," says Arnold
Werner, superintendent of safety
and health for FMC Corp. in Nitro,
one of two FMC plants in the state.

"In our own company we're en-
couraging second opinions, which
are required of all salaried employ-
ees," he explained. The program
cannot be required for hourly em-
ployees because it's not a con-
tracted item, he explained.

"It seems there is no real incen-

tive on the part of the people that
are receiving the service to keep
costs down. And that includes in-

surance companies that set rates on
an experience level," he says.

Charleston National Bank is an-

other employer that began looking
into its own cost-containment plan.
Moses Scaff, vp and director of
human resources, says that accord-
ing to the premium increase he re-
ceived from its health insurer, Con-
necticut General Insurance Co., the
bank's hospital costs are rising at a
20% clip.

"We're going to take a real hard
look at our coverage. We're looking
at cost containment, ways to rede-
sign the plan and also at our experi-
ence rating to see what areas are
really important to employees and
what areas are not being used. And
we're shopping around," he said.

The 366 employees at the bank
must pay a $500 deductible for their
major medical coverage, Mr. Scaff
said. The company only pays a per-
centage of hospital charges, which
differ based on the service. .
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Firms question pension accounting proposal
Continued from page 3

Whether calculations with the

proposed rules result in a net liabil-
ity or a net asset, FASB proposes to
offset the balance sheet effects by
including another new item on the
assets side.

If a company shows a net pension
liability, it would be offset comple-
tely or partially by an "intangible
asset," representing an expected
future benefit to the employer of
maintaining and improving the
pension plan. If the company shows
a net pension asset, the asset side of
the balance sheet would include a

deferred credit to offset it.

In Preliminary Views, FASB
offers companies two options for
making the transition from current
accounting practice to the new
rules.

Under the "prospective" ap-
proach, the company would recog-
nize the net liability and an equal
intangible asset that would be
amortized over the average re-
maining service lives of the em-
ployees. The effect of this option
would be an increase in yearly
pension expense.

Under the "retroactive" ap-
proach, the company would recog-
nize the net liability and an una-
mortized intangible asset not neces-
sarily equal to the liability. The dif-
ference between the liability and
asset would be charged or credited
to equity, though FASB hasn't de-
cided whether the effect should be

shown in net income or directly in
the company's retained earnings.

Under this option, the impact of
the change would be borne mainly

by corporate equity rather than
showing up as increased pension
expense.

• Companies would be required
to use the same actuarial method

for calculating pension expense
and other balance sheet entries.

Use of the so-called "projected unit
credit" method by all companies
would improve "comparability and
understandability" of financial re-
porting among companies, FASB
concludes.

If use of this method is man-

dated, many companies would have
to switch from several methods ac-

ceptable under current rules. Ac-
cording to a 1981 survey of 428
companies conducted by Coopers &
Lybrand for the Financial Execu-
tives Research Foundation, only
13% of the companies used the unit

credit approach.
• Companies would be required

to accrue costs for employees' post-
employment health care and life
insurance benefits during the ser-
vice lives of the employees who
will receive the benefits. Most com-

panies now provide for these bene-
fits on a pay-as-you-go basis. (See
related story, page 44.)

Overall, FASB feels the rule
changes would provide readers of
financial statements with a clearer

idea of a company's long-term obli-
gations and would make it easier to
compare the pension data of vari-
ous companies.

A number of accounting and
benefits consulting firms are quar-
reling with FASB over the pro-
posed rules, though.

One argument involves the effect
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of the rules on a company's debt-to-
equity ratio and thus on its finan-
cial well-being. In an analysis of
the Preliminary Views, Coopers &
Lybrand notes that in cases where
companies recognize a net pension
liability, debt-to-equity ratios could
be "adversely affected," especially
if financial analysts and creditors
recognize the liability but treat the
offsetting intangible asset as "soft"
or "funny."

A company with a mounting
debt-to-equity ratio could find it-
self in technical default on long-
term debt covenants that specify
minimum ratios, the study warns.

Not all pension experts express
this fear, however. Many feel that
sophisticated financial analysts al-
ready know what companies' long-
term pension obligations are and
won't be surprised by what may
appear on the balance sheet.

"It's totally a matter of cosmet-
ics," said Manuel Castells, a partner
with consultant Kwasha Lipton in
Fort Lee, N.J. "Many companies
believe this has been discounted to-

tally already by financial analysts."
"Balance sheet or footnotes

should not make much difference

to a sophisticated analyst," said
Larry B. Wiltse, a consulting actu-
ary with Buck Consultants Inc. of
New York.

Another problem cited is the po-
tential for erratic changes in yearly
pension expense brought on by a
proposed rule on pension asset val-
uation. Under the Preliminary
Views, a company's pension assets
would be calculated at fair value at
the time of the financial statement,
rather then actuarial value, making
the asset valuation more vulner-

able to volatile swings of the stock
and bond markets.

Pension expense of 10% a year is
all right, but "it shouldn't cost me
10% one year, 5% the next year and
14% the next year because of fluc-
tuations in the stock market," Mr.
Castells said.

Presumably, some of these fluc-
tuations would be accounted for by
the measurement valuation allow-

ance, but in looking at "field tests"
of the proposed rules performed at
several companies, FASB has
found more volatility than is possi-
ble under present accounting stan-
dards.

"The smoothing achieved by the
valuation allowance isn't as great as
the smoothing achieved by
methods being used now," said
Timothy S. Lucas, FASB project
manager.

Still, FASB feels that over the
long run the dips and peaks of
yearly valuation will even out.

Some consultants also iear that

for some companies a switch to the
projected unit credit method of de-
termining pension expense will re-
sult in expense figures that are
lower than the amounts the com-

panies should contribute to be sure
the pension plan is properly
funded.

"One of the things we worry
about is management not under-
standing the difference between
expensing and funding," said Mr.
Wiltse. "They may say, 'If this
number is good enough for FASB
(for expensing), it's good enough
for funding."'

But in some cases it may not be
good enough, and the result could
be an underfunded pension plan,
Mr. Wiltse said.

One further problem, Mr. Wiltse
added, is the boosting of corporate
pension expenses that might result
from the amortization require-
ments set out in the Preliminary
Views.

When a plan is amended to im-
prove benefits, those improve-
ments are often applied not only to
employees' future service but also

Continued on facing page



Continued from facing page
retroactively to prior service.
Under the Employee Retirement
Income Security Act of 1974, these
unfunded prior service costs can be
amortized over periods of up to 30
years. Under the Preliminary
Views, however, the costs must be
annortized over the average re-
maining service lives of active em-
ployees, which may range up to a
maximum of only 16 years for
many companies, Mr. Wiltse said.

The shorter amortization period
means that a company would be
forced to swallow larger chunks of
prior service costs each year. The
net effect would be an increase in

the company's pension expenses for
the first 10 years or so after an
amendment, Mr. Wiltse said.

A related problem involves the
tax deductibility of pension ex-
penses, he added. Maximum de-
ductible contributions to pension
funds can now be amortized in

equal amounts over 10 years. But
the larger chunks of prior service
costs amortized over shorter peri-
ods under the Preliminary Views
may amount to more than a com-
pany can legally deduct, Mr. Wiltse
pointed out.

'I would envision the amounts

some companies would have to ex-
pense would be in excess of what's
deductible," he explained.

For these reasons and others,
many companies are not in favor of
the FASB accounting proposals.

In the 1981 Coopers & Lybrand
survey, 29% of the 428 companies
surveyed agreed that pension obli-
gations should be recorded in some
form on a company's balance sheet.
About 61% disagreed and 10% ei-
ther didn't know, didn't answer or
were neutral.

Pension obligation for the pur-
poses of the survey question meant
the actuarial present value of bene-
fits payable in the future for past
service and did not include any es-
timate of future salaries as would

be required under Preliminary
Views.

Only 16% agreed that obligations
should be recorded in total with the

plan assets reflected as assets of the
company. About 75% disagreed,
and 9% either didn't know, didn't
answer or were neutral.

A majority-62%-felt that a re-
corded pension liability should be
handled as a deferred charge with
subsequent amortization. Only 11%
thought the liability should be
charged to current income, and 13%
thought it should be charged to re-
tained earnings.

On the question of actuarial
method used to calculate pension
expense, only 15% agreed that one
actuarial method should be pre-
scribed. About 73% disagreed, and
12% either didn't know, didn't an-
swer or were neutral.

Several companies contacted by
Business Insurance have already
assessed the impact of the proposed
rules as part of a field test spon-
sored by the Financial Executives
Institute for FASB. All are un-

happy with the results.
E.I. du Pont de Nemours & Co.

Inc. of Wilmington, Del., tested its
parent company plan, a final pay
plan covering 70,000 hourly and
salaried employees and accounting
for two-thirds of the company's
yearly pension expense, according
to Con Noland, Du Pont's assistant
comptroller.

Pension expense for all of Du
Pont's plans-including those of its
Conoco, Consolidated Coal and for-

eign subsidiaries-totaled $537 mil-
lion in 1982. Assets available for
benefits amounted to $7.64 billion,
while the actuarial value of accu-
mulated benefits totaled $4.88
billion.

Mr. Noland estimated that the

immediate effect of including fu-
ture salary increases in expense
calculations would be to boost accu-

mulated benefits for the parent
plan alone by $2 billion. The effect
on shareholders' equity varies

"quite substantially" by about
$1.5 billion depending on which
transition method, prospective or
retroactive, Du Pont uses, Mr. No-
land said. Most of the variance is on

the side of reduced equity, he
added.

Du Pont's yearly pension ex-
pense for the parent plan would in-
crease by a minimum of 10% and a
maximum of 70%, again depending
on which transition method is used,
according to Mr. Noland.

"It's just mind-boggling," he said.
In addition to objecting to the

concept of defining future salary
increases as an accounting liability,
Mr. Noland pointed out that the
range of transition methods avail-

able probably won't produce the
uniformity in pension accounting
that FASB is looking for.

"The very wide range of alterna-
tive results (in Du Pont's case) indi-
cates that it would be counterpro-
ductive," he said. "Rather than re-
sulting in greater comparability, it
would result in a higher degree of
disparity."

Cummins Engine Co. Inc. of Co-
lumbus, Ind., tested one of its two
union plans, a flat benefit program
covering about 7,000 domestic em-
ployees and accounting for about a
quarter of the total yearly expense
of the company's three separate
plans, according to Roland L.

Continued on page 42
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America's health care system is in
critical condition.

In 1970, employer-sponsored health
benefit plans paid out $17 billion. By 1981,
it was $67 billion. So it doesn't take a genius
in math to figure out the cost of staying
healthy is enough to make us all sick.

That's why at Connecticut General,
we've done more than just talk about the
problem. We created MediComsm and

REMED.:Two programs that allow us to
diagnose the ills of your health benefit plan
and then come in and prescribe a cure.

5

For instance, MediCom can help us
analyze claims to determine unnecessary
hospital admissions, over-extended stays, or
any problem in billing whether it's from a
hospital, doctor or lab.

Then REMEDI is the instrument for

change. We show you how to install specially
designed benefit plans to save everyone
time and money.

What's more, we teach your employees
about second opinion surgery And we show
them why outpatient procedures and pre-
admission testing would be easier for them.

And less expensive for you. In addition, hospital
utilization review makes sure everyone's getting
just what's paid for as well as just what's
needed. No more, no less. Together REMEDI
and MediCom form an out-and-out campaign
against out of control costs.

And we know our programs work. We've
already saved our clients millions of dollars.

So if your medical plan needs immediate
care, call your broker, a Connecticut General
representative or 1-800-554-3700. In Georgia
ca 1 1-800-323-1717 Op. 62.

Our emergency staff is waiting.

WE'LL PUT YOU ON THE ROADTO RECOVERY.

Connecticut General Life Insurance Company
a CIGNA company

CIGNA
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Losses can nibble at your balance sheet.

-       Ultimately they can even sink your company.

That's why you need reinsurance security
you can depend on.

In today's super-risky business environment,
it's reassuring to have North American Re
as your reinsurer.

In these uncertain times,

it doesn't pay to be uncer
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tain about your reinsurer.

NORTH AMERICAN REINSURANCE CORPORATION 100 EAST 46TH STREET NEW YORK, NEW YORK 10017 TELEPHONE 212-907-8000
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FASB plans would restrict flexibility
By Bernard Schoen

 HE FINANCIAL ACCOUNTINGStandards Board has issued

"preliminary views" on accounting
for both pension and other
post-retirement benefits in an effort
to standardize a common measure of

the net assets or liabilities of defined benefit

retirement plans.
The document proposes that a corporation's

financial s.atement should reflect the net asset (or
net liability) value of the retirement plan on the
balance sheet. All corporations would use a
common actuarial cost method-the projected unit
credit method-and this method would reflect

anticipated increases to future compensation.
Further, balance sheet accrual of

post-emplcyment benefits, such as retirement life
insurance and retirement medical benefits, would
be required.

If the changes expressed in the preliminary
views are ultimately incorporated as an accounting
standard, the net effect to a corporation could be
either a plus or a minus. However, the retirement
plan financial condition would change the balance
sheet debt/equity ratio and other indications of the
financial position of the company.

The corporation could continue to use its
preferred funding method in the actual
amortizaticn of its liability. But for financial
statement purposes, the FASB proposes one
standard funding method and amortization
schedule.

The net effect of the FASB action will vary from
one corporation to another. For some, this
accounting requirement and the resulting net
liability or asset will have an insignificant effect.

For many others, the adverse effect could be so
severe as to cause reconsideration of the benefit

levels provided, or even elimination of a
pay-related defined benefit plan. Most certainly,
any corporation now considering a merger or
acquisition, or perhaps planning a benefit
improvement, should examine the FASB
preliminary views closely in order to project the
results of plans and any contemplated changes.

It would appear that the FASB's major objective
is to narrow the flexibility now employed in both
the funding and the accounting of a pension
plan-at least from the accounting point of
view-so that the balance sheet ultimately reflects
a corporation's pension obligations in a standard
format that is understandable to the reader.

However, in developing a comprehensible and
comparable measure of pension obligation, other
problems emerge.

There are many valid reasons for a corporation
to choose one funding method over another. The
actuary's choice permits a company to utilize a
method that can relate directly to the covered
employees and the long-term capital needs and
financial status of the corporation.

In addition, traditional methods allow flexibility
in the amortization of past service liability,
permitting acceleration in some years and
deferment in others, depending on the company's

Bernard Schoen is a vp with Johnson & Higgins in
New York.

financial situation and the plan's cash needs.
The practical application of this flexibility could

lead to potential separation between the balance
sheet-funding methods and actual plan funding,
and this could create even greater confusion. In
each such instance, corporations would be required
to produce two valuations: One for the purpose of
accounting and accrual and one that actually
affects cost.

Pension plans have been successful even in eases
where benefits were not funded as they were
earned. Within the standards established by the
Employee Retirement Income Security Act,
justification can be made either for funding more
rapidly or more slowly.

The net result for many corporations will be a
decision to provide a funding standard that
duplicates the financial standard. In the
corporation's attempt to eliminate confusion, it
loses the flexibility and the autonomy it and the

actuarial profession are now granted. The questions
now being asked by benefit planners for each
specific plan include:

• The relationship between the present
liabilities and the FASB balance sheet entry
amounts.

• The relationship between the unit credit
method as proposed and the method being used by
the company presently.

• The differences between the PBGC legal
liability requirements and the liability amounts
that will result from the FASB requirements.

These differences and their effects should be

known by corporate management today.
Just how severe will the financial implications be

to the corporation? Are they so severe that
corporate planning should consider changing plan
design or emphasis from an existing defined
benefit plan to a defined contribution plan?
Investment managers should be advised on the
potential impact the requirement can have on
current asset allocation methods.

Further, the levels of post-retirement life
insurance and health plans must be re-examined
after projections of pre-funding expenses have
been developed. Possibly, those benefits may have
to be adjusted, based on financial requirements of
the corporation rather than on employee need.

If, indeed, the substance of a retirement plan's
benefit formula is going to be shaped by accounting
considerations, the loser in this transaction may
well be the covered employee. Employers may be
unwilling to promise benefits because of the
potential effect (when accrued) of those benefits on
the balance sheet.

The nature of each company's workforce, the age
of the plan, the frequency with which plan

improvements were made and the company's
policy in the past toward funding, will vary the
outcome of the retirement plan. Because of the
implications in the future, a forecasting exercise for
both the corporation's current method of funding
and the proposed FASB method would be in order.

A forecast can be a valuable tool to financial

management. Studies indicate that as much as a
50% difference in pension expense increasing or
decreasing is not uncommon. Typically, the

7...

V .

forecast would be based on the current set of

actuarial assumptions, conducted with a variable
given to market value. It would produce costs
for the next 10 years with a variety of scenarios
indicating pension expense and contribution,
balance sheet liability, and asset values.

It is important when giving a forecasting
assignment to an actuary that the corporation w
provide its best estimate of population variation,
investment philosophy and funding policy. The
company would want a forecast of both the
current method of funding and the projected :
unit credit method on a number of different Y:

bases, using variations in the underlying data
imput.

AV

Typically, variations would include interest ...
earnings, market values and employee turnover
rate. The result of such forecasts, if applied both :<
to the current funding and the projected unit
credit method, would provide a planning tool for
reacting properly to the forthcoming FASB
requirements.

In addition, it would become a tool for ..:
corporate management to use in anticipating .r

obligation of the plan under the current funding
method. Many actuarial firms already have ./ I.

computer models in place to run such forecasts .1:...

and can produce valuable information to the rril
benefit planner. ... " 4 7

The other aspect of the FASB that raises .....
concern is the requirement that there be .....
advance recognition, at least on an accrued basis, *i:,%'
for the promise to employees of post-retirement ,ie.
benefits. Specifically, this concerns the areas of
group life insurance and health coverages.

In most instances these benefits are now s.

provided retired employees on a pay-as-you-go .
basis. It is not unusual when projecting :k'

pre-funding costs to find that a corporation's
obligation can be four or five times greater v
than a current pay-as-you-go expense! ....

In the group life area, one consideration is ·'*: '
whether a company wishes to continue to *..
provide generous amounts of death benefits R.
that will require the accrual or spending of :Z
today's dollars.

Beyond the option of altering the plan, a
company that decides to begin funding in
advance for group life insurance may find
the Internal Revenue Service an unwilling
partner in this endeavor. In a letter ruling :i
issued in June 1981, the IRS indicated that a

501(c)(9) was improperly used as a
depository for pre-funding retired life. With 76

the attention of the FASB on post-retirement life
benefits, and the possibility of many employers
actually beginning the pre-funding, the IRS
position will need closer examination.

In other actions, moreover, the IRS indicates that

the prefunded value of a death benefit might cause
a taxable event to the employee upon retirement.
The logic is that the pre-funded present value at
retirement is not a group life insurance benefit but
rather the allocation of specific amounts of capital

Continued on page 40
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ENDING THE SILENCE
By David J. Brummond How one ERISA amendment An exempt MEWA is one which has

been determined by the secretary of labor
A LTHOUGH to be not fully insured, and an employee

UNNECESSARILY complex is giving states the power welfare benefit plan under ERISA A
and long overdue, the non-exempt MEWA is "any other"

 Erlenborn-Burton MEWA
Amendment to section 514 to regulate self-funded METs In the case of MEWAs that are fully
of the Employee insured or exempt, state insurance laws

Retirement Income Security Act passed in may apply to them if they are laws
December 1982 is a positive step in state insurance departments were faced was passed by Congress on Dec 21, 1982 "requiring the maintenance of specified
clarifying the Jurisdictional boundary with millions of dollars of unpaid health Although drafted with the best of levels of reserves and specified levels of
between ERISA and state insurance laws care claims. In providing assistance to the legislative intentions, the text of the cintributions" to ensure the MEWAs will

By enacting a complex, narrow victims of self-funded MET schemes, state Erlenborn-Burton Amendment is a maze "oay benefits in full when due " Although
amendment to the text of the ERISA insurance departments became more of legal concepts and technical terms imprecise insurance terminology, this
pre-emption provision, Congress ended ltS aggressive in challenging the pre-emption The addition of its language to the phrase appears to include state laws
eight-year silence on the federal-state assertions of MET operators existing provisions of section 514 of ERISA governing claim reserves for health
Jurisdictional controversy surrounding By the late 1970s, courts were issuing results in a statutory scheme that can only insurance policies as well as laws
self-funded multiple employer trusts The rulings rejecting arguments of federal be described as Byzantine Therefore, this governing health insurance rates
amendment itself is less than lucid and its pre-emption by those METs and upholding effort to summarize the meaning of the In addition to claim reserve and rating
adoption came after little or no public the authority of state insurance Erlenborn-Burton Amendment must be laws, the amendment further provides
exposition. Yet its provisions provide departments to regulate them as accompanied by more than the usual tnat state provisions "to enforce such
considerable assistance to states in their unauthorized insurers Even to this date, caveats and qualifications s:andards" apply to fully insured and
battle to establish regulatory Jurisdiction not a single judicial decision can be found The Erlenborn-Burton Amendment is exempt MEWAs Thus, even if a multiple
over METs which holds that a self-funded MET or comprised of two major sections. a employer welfare arrangement is funded

Representatives of the insurance similar entity engaged m insuring is definitional and an operative section tnrough an insurance policy or exempted
regulatory community have complained exempt from state insurance laws because The definitional section identifies the ty the secretary of labor as a bona fide
on many occasions that the broad of ERISA's pre-emption language types of entities that are subject to the employee welfare benefit plan, the
pre-emption language of ERISA's section amendment's operative language It amendment directs that certain state laws
514 exerted a chilling effect on their Despite unqualified success against establishes a new definition in section can be applied to such MEWAs
efforts to enforce certain state insurance self-insured METs in the courts, state three of ERISA for a multiple employer In the event an entity meets the
laws That section states that ERISA insurance departments still confronted welfare arrangement, defined as cefinition of a MEWA but is not fully
pre-empts, or supersedes, "any and all MET insolvencies and unpaid claims in "An employee welfare benefit plan, or i isured or exempted by the secretary of
state laws that relate to an employee the early 19805 By this time, the any other arrangement (other than an labor, the Erlenborn-Burton Amendment
benefit plan " Jurisdictional battleground surrounding employer welfare benefit plan), which is permits a broader application of state law

The chilling effect of section 514 was self-funded METs had moved from the established or maintained for the purpose In the case of non-exempt MEWAs, "any
particularly burdensome, state officials courtroom to the street, however of offering or providing any benefit law of any state which regulates insurance
asserted, on their efforts to identify and The major difficulty of state insurance described in paragraph (1) to the may apply to the extent not inconsistent"
regulate entities that engage in insurance departments was no longer their legal employees of two or more employers with ERISA provisions.
activities without state authorization or authority to regulate METs, but rather the (including one or more self-employed Since ERISA's requirements for
licensing Generically labeled self-funded practical problem of discovering a individuals), or to their beneficiaries, employee welfare benefit plans primarily
multiple employer trusts, such entities self-funded MET before it became except that such term does not include any involve reporting and disclosure
often collected premiums and promised to insolvent and a backlog of unpaid claims such plan or other arrangement which is standards, there would be few state
pay health insurance benefits to developed Since there were no established or maintained msurance laws that would be inconsistent
participating employers under the guise of registration or filing requirements for (1) under or pursuant to one or more with ERISA Consequently, nearly every
being employee welfare benefit plans self-funded METs, it was not uncommon agreements which the Secretary (of state law regulating insurance could be
under ERISA for state insurance departments to first Labor) finds to be collective bargaining applied to a non-exempt MEWA without

Since the regulatory standards of ERISA learn about an MET months, or even arrangements, or volating the amendment's mandates
governing employee welfare benefit plans years, after its operation began (11) by a rural electric cooperative " Enactment of the Erlenborn-Burton
deal primarily with reporting and Thus, despite success in the courts, It appears that a MEWA thus defined is Amendment in December 1982
disclosure requirements, pre-emption of insurance regulators always seemed a step roughly equivalent to an MET, although represented a milestone in the ongoing
more rigorous state laws left little or no behind MET entrepreneurs Regulators important differences exist ERISA pre-emption debate The
governmental oversight of the financial were continually rectifying the adverse amendment was the first major
affairs of such entities State efforts to consequences of self-funding rather than For example, an MET connotes the congressional modification to section 514
assert jurisdiction over self-funded METs preventing their occurrence existence of a trust document, while a of ERISA since its enactment in
as unauthorized insurers were often met It was this problem of discovering the MEWA can be any "arrangement September 1974 After eight years'
with loud cries of federal pre-emption by self-funded METs prior to their insolvency offering or providing welfare benefits to experience with the language, Congress
MET operators that precipitated a movement in Congress employees Moreover, any plan or apparently developed some doubt about

The years immediately following in 1982 to amend the ERISA pre-emption arrangement that otherwise meets the -he desirability of a broad pre-emption
ERISA enactment in 1974 witnessed an provision to deal with MEI's definition of a MEWA but is found by the policy, at least with respect to METs
alarming growth of self-funded METs Following a major exposition of a Secretary of Labor be established or The Jurisdictional controversy
Rising health care costs of small fraudulent MET scheme in Chicago by maintained pursuant to a collective surrounding self-funded METs previously
employers, combined with the superficial WBBM-TV, Rep John Erlenborn, R-Ill, bargaining agreement is specifically centered on two specific legal issues
appearance of ERISA legitimacy, made of the House Committee on Education and excluded from the definition of a MEWA whether the MET entity was an employee
self-funded METs an attractive financing Labor held hearings on the MET problem Aside from these distinctions, the term Nelfare benefit plan within the meaning
mechanism for employers to provide in March 1982 Apparently impressed by multiple employer welfare arrangement if ERISA and whether the activities of the
employees with health care benefits the testimony of fraudulent MET victims in the amendment is a device for generally MET constituted transacting the business
Moreover, the absence of governmental and state insurance regulators, identifying the class of entities that of insurance

oversight and taxation gave self-funded Congressman Erlenborn soon comprise the self-funded MET problem Virtually every Judicial ruling involving
METs a competitive advantage over co-sponsored legislation with the late Rep The substantive treatment of MEWAs in a self-funded MET has focused on the
licensed insurers Philip Burton, D-Calif, to amend the the Erlenborn-Burton Amendment luestion of whether the MET satisfies the

Soon the lack of financial controls began section 514 pre-emption language to deal depends on whether the MEWA is fully iefinitional elements of an employee
to be felt, however, as several self-funded with the MEI's insured, exempt or non-exempt A MEWA welfare benefit plan pursuant to ERISA
METs encountered fiscal difficulties The so-called Erlenborn-Burton bill was is considered "fully insured" if the section 3(1) While no decisions can be
When actual MET insolvencies occurred, subsequently endorsed by the National secretary of labor determines that all of found holding that a particular MET is an

Assn of Insurance Commissioners and the employee benefits it provides are employee welfare benefit plan, the
made a high-priority item on its 1982 guaranteed under insurance contracts absence of detailed guidelines on whatDavid J Brummond is an attorney in the

Milwaukee office of the law ft,m Miller & legislative agenda After a substantial issued by insurers "qualified to conduct Zonstitutes a welfare benefit plan
Daar MT Brummond served as counsel to lobbying effort by the NAIC and business in a state " Any MEWA that is not continues to generate litigation over the
the National Assn of Insurance Commis. individual insurance regulators, the fully insured ts either exempt or status of particular METs
stoners from 1975 to 1982 Erlenborn-Burton Amendment to ERISA non-exempt MEWA Continued on page 40
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THE SOMBER SIDE OF 83-3
IRS ruling may lessen the sheen of tax leveraging

By James E. Roberts

LTHOUGH NOT DIRECTLYaddressed to tax-leveraged employee
death benefit plans, Internal Revenue
Service Ruling 83-3 sets forth principles
that would destroy the plans' tax leverage
and, therefore, their attractiveness in the

corporate marketplace if applied to them.
The ruling dealt with three facts in

which income, properly excludable from
gross income, was utilized to pay expenses
that were otherwise properly deductible
for federal income tax purposes. The
ruling stated that expenses that were
otherwise deductible, but were related to

excludable income, were non-deductible
pursuant to Section 265( 1) of the Internal
Revenue Code.

That section provides that "No
deduction shall be allowed for. . .any
amount otherwise allowable as a deduction

which is allocable to. . .classes of

income. . .exempt from taxes. . ." for
federal income tax purposes. The

James E. Roberts is a partner in the law
firm DeCarion, Roberts & Martin in
Miami.

regulations define income exempt from
taxes as any class of income excluded from

gross income under any provision of the
federal tax law (Treasury Regulation
1.265-1(b)(1)(c)).

Obviously, life insurance proceeds
excluded from gross income under section
101(a) would fall within that definition.

An example of the type of plan that
could be affected by the ruling is found in

Private Letter Ruling 7910064, issued Dec.
11, 1978. In that case, the employer
maintained a "cost-plus" group term life

insurance plan.

Under that plan, the employer would pay
the insurer each month an amount equal to
the actual claims paid the preceding month
plus an administrative fee.

In addition, the employer purchased,
and was the beneficiary of, ordinary life
insurance contracts on the lives of its key
executives. It intended to use the proceeds
of the ordinary life policies to pay the
insurance premiums due under the group
term life insurance policy upon the deaths
of its key employees.

Upon an employee's death, the
employer would receive the proceeds from
the ordinary life policy tax-free under

section 101(a) and would deduct the

amounts paid to the insurer under the

group term life insurance plan as a result
of the employee's death. Obviously, this

would provide the employer with
substantial tax leverage.

Although in 1978 the IRS approved of
this taxing pattern under the principles set

forth in Revenue Ruling 83-3, an employer

sponsoring such a plan would not be able

to deduct the amounts paid to the group
insurer, which were related to the

insurance proceeds under the ordinary life

policy.
Another type of plan that could be

affected by Revenue Ruling 83-3 involves
tax-leveraged employee death benefit

plans in which the employer promises to
provide a death benefit to the employee's
beneficiary upon the employee's death.

The employer's obligation under these
plans is funded with life insurance owned
by and made payable to the employer.
Upon the employee's death, the employer

receives the proceeds of the life insurance
policy on the employee's life tax-free
under section 101(a) and, as envisioned by
such plans, deducts the amounts payable to
the employee's beneficiary.

Amendment lets states regulate METs
Continued from page 38

Although the ambiguity surrounding the definition of
an employee welfare benefit plan could be effectively
addressed through regulations by the Department of
Labor, it has so far shown no willingness to promulgate
such regulations.

A close review of the text of the Erlenborn-Burton

Amendment fails to reveal any clarification of the
phrase employee welfare benefit plan. The phrase itself
is used throughout the operative provisions of the
amendment and is one of the distinguishing features
between an exempt and a non-exempt MEWA.

Thus, rather than clarifying the definitional
ambiguities of what constitutes an employee welfare
benefit plan, the Erlenborn-Burton Amendment simply
adds another layer of statutory interpretation to the
MET jurisdictional controversy. Courts reviewing the
amendment in litigation challenging the status of an
MET entity under ERISA must still determine whether
the entity meets the prerequisites of an employee
welfare benefit plan under ERISA.

In this respect, the Erlenborn-Burton Amendment
offers little assistance to states in their efforts to assert

jurisdiction over MET entities.
Even though the amendment provides little guidance

to the courts and state insurance departments in
determining what is an employee welfare benefit plan,
the language of the amendment nevertheless provides
very practical assistance to states in asserting jurisdiction
over self-funded METs.

Once it is established that an entity falls within the

definition of a multiple employer welfare arrangement
under section 302(a) of the amendment, state insurance

departments should have little difficulty in obtaining

preliminary jurisdictional authority from the federal
courts.

Since even employee welfare benefit plans that mdet
the definition of a MEWA are subject to claim reserve

and rating laws of state insurance codes, the argument of
MET operators that state insurance laws are pre-empted
by ERISA is no longer viable. Moreover, the burden of

proving that an MET is a multiple employer welfare
arrangement under the amendment is significantly

easier than proving that an MET is not an employee

welfare benefit plan.

Thus, the practical effect of the Erlenborn-Burton
Amendment is to reduce the burden of proof of state
insurance departments. Even though the issue of

whether the MET is an employee welfare benefit plan
must still be decided, its outcome will not prevent the
states from asserting jurisdiction over a self-funded
MET.

Having to meet a lower standard of proof in
establishing the existence of a multiple employer welfare
arrangement is not the only assistance offered to the
states by the Erlenborn-Burton Amendment.

One of the major difficulties encountered by state
insurance departments has been the problem of
discovering the existence of self-funded MET before it is
too late to take action. While the NAIC and individual

states have urged Congress to redress this problem by

enacting registration or prefiling requirements, no such
provisions are contained in the amendment.

However, the amendment clearly implies that the

states themselves may promulgate registration
requirements for MEWAs. Such requirements would
clearly be "provisions to enforce" claim reserve and
rating standards that apply to MEWAs under the

Erlenborn-Burton amendement. Thus, its language
appears to authorize the states to require METs to
register with the state insurance commissioner before

conducting business. This authorization, more than any
other amendment aspect, offers the greatest hope for
financally resolving the MET problem.

The amendment's failure to refine standards for what

constitutes an employee welfare benefit plan is its major
shortcoming and reflective of a continuing lack of
appreciation by Congress of the legal issues underlying
the MET debate.

Nevertheless, taken as a whole, the amendment

greatly improves the ability of state insurance
departments to obtain preliminary authority over
self-funded METs. More importantly, the amendment

appears to offer states exactly what they requested as the
best enforcement tool against illicit MET operations:
pre-registration requirements. Armed with these
regulatory weapons, states should be able to establish
proper governmental controls over self-funded METs.

Because of the tax leverage of such
plans, in other words, deducting amounts
paid with amounts which were not

includable in gross income, they are
usually sold as a no-cost feature of such

plans.

Prior to the issuance of Revenue Ruling
83-3, the IRS was reconsidering its position
presented in the private letter ruling, as
well as its position on cost-plus group term
life insurance plans.

Currently, these issues are before the
IRS Interpretive Division. In view of the
position set forth in Revenue Ruling 83-3,
one would expect the IRS to revoke

private letter rulings issued in connection
with such plans.

Because of the possible impact on
tax-leveraged employee death benefit

plans, employers maintaining or
considering such plans, as well as

companies marketing them, should
carefully review the ruling and its
authority. In addition, employers should
be aware of the basis for the prior
administrative position stated in the letter
ruling 7910064 and be prepared to rebut
the apparent change found in Revenue
Ruling 83-3. .

Accounting for retirement benefits
Continued from page 37

to the retired employee. All of this currently
discourages group life prefunding.

Determining the accrual of the ultimate expense of a
retired employee's health coverages is difficult as well.
We cannot even be certain as to the level of benefits

that will be provided to the retired employee. With the
constant erosion of Medicare benefits, particularly in
the deductible and coinsurance area, the benefit

provided by the employer will vary.
This is because most retired health plans coordinate

or supplement the medical benefits provided. Thus, we
have uncertain benefits at the outset. In addition, the

multiple caused by compounding the inflation rate at
which medical care costs increase distorts projections.

Currently with our nation's economy at a 5% to 7%

inflation rate and anticipated medical inflation at 18% to
20%, an attempt to project ultimate health plan costs and
"save" for them can be financially prohibitive.

Certainly, the intent of the FASB was not to have a
company curtail benefits. However, uncertainties in

projections and the differential in the value of the dollar
expensed today to the dollar expended in the future on

a pay-as-you-go basis can differ so greatly that a
corporation may have no alternative.

It is possible with both retired life and medical
insurance to have an actuary forecast liabilities and

expenses. Every company should investigate both the
present and future costs using FASB criteria.

The FASR's preliminary views come at a difficult
time. With current economic conditions, some

corporations are struggling for survival. Continued
existence depends upon the availability of capital and
potential to borrow.

For these struggling corporations, the additional
requirements imposed by a new FASB standard could
make the difference in retirement plans. It may even
mean altering or terminating a promised retirement
benefit. Yet, if the company decides the future benefit
must be ended, the employee becomes the ultimate

loser. •

The Perspective section is compiled and edited by
Assistant Copy Editor Claudette Dampier. She can
be reached at 312-649-5282.
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spotlight report

FASB proposal could hike pension costs
Continued from page 33
Laing, assistant corporate comp-
troller.

Pension expense for the union
plan was $4.9 million in 1982. Plan
assets amount to about $110 million,
while the actuarial value of accu-

mulated benefits total about $107

million, Mr. Laing said.
Cummins' results would also

vary widely depending on what
sort of transition method is used.

Under one set of circumstances,

Cummins would post a $50 million
net liability, offset with an intangi-
ble asset of $38 million for a r.et de-
cline in shareholders' equity of

about $12 million, Mr. Laing said.
In another case, a net liability of

only $300,000 would be booked
while the same $38 million intangi-
ble asset is recognized, resulting in
a substantial increase in sharehold-

ers' equity, he said.

"We were dumbfounded by the
range of numbers," Mr. Laing said.
"Unless the board puts some limi-
tation on (transition methods),
there's going to be a lot of games-
manship."

He added that he doesn't think

the intangible asset constitutes any
real enhancement of a balance
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sheet, and that the accounting rules
proposed in Preliminary Views are
not "very relevant or useful."

Kimberly-Clark Corp. of
Neenah, Wis., tested two final-pay
plans covering 22,500 hourly and
salaried workers, active and re-

tired, according to David W. Du-
sendschon, a staff vp. The plans
generated expenses of $38.1 million
for the year ended Jan. 1, 1982, and
had assets of $387 million and accu-
mulated benefits of $416 million, he
said.

The transition approach the
company chose would have left it
with a net pension liability of more
than $200 million last year, most of
which would have been produced
by the inclusion of future salary in-
creases, Mr. Dusendschon said.

He expressed doubt as to
whether future salaries qualify as
true accounting liabilities which,
by current definition, must result
from "past transactions or events,"
and noted that final pay plans will
bear an especially heavy burden if
future salaries are including in the
calculations.

"A company with a final pay
plan is going to end up with a much

Firms could a
By DOUGLAS McLEOD

NEW YORK-Employers could
change their pension plans in sev-
eral ways to mitigate the effects of
pension accounting changes pro-
posed by the Financial Accounting
Standards Board, pension experts
say.

But many companies report that
they haven't even begun to think
about making plan changes.

FASB, the rule-making body of
the accounting profession, has pro-
posed that for U.S.-based, single-
employer, non-contributory de-
fined benefit pension plans, un-
funded liabilities-including liabi-
lities for future salary increases-

larger net liability than the others
do," even though it may be provid-
ing the same benefits, he saic. "You
could have companies that are
identical (in other respects) and
come out with wildly different
pension liabilities."

He also added that the wide lati-

tude granted in transition methods
will "reduce the credibilit> of fi-
nancial reporting," and that in
cases where a particular transition
method produces a smaller pension
expense, some companies may end
up underfunding their plans

FASB indicates that it isr.'t nec-

essarily tied to either of the transi-
tion methods it has proposed. 'It is
not impossible that we would de-
cide we should the same transition

method (for all companies].' said
FASB's Mr. Lucas.

Mr. Lucas added that if one tran-

sition method is chosen it would

probably be the prospective
method because it involves Iess ad-

ministrative work for companies.
Mr. Flegm of General Motors

gave no estimation of the impact of
the proposed rules on his company
other than to say the effects on the
auto industry as a whole would be

Iter plans to le
should be moved from the foot-
notes of a financial statement to the

the balance sheet.

The proposals were published
last November as "Preliminary
Views on Employers' Aeccunting
for Pensions and Other Postem-

ployment Benefits." Similar views
affecting defined contribution,
multiemployer and foreign plans
may follow.

FASB is now accepting corn-
ments on the Preliminary Views
and on a discussion memcrandum

on the defined contribution, mul-
tiemployer and foreign plans and is
expected to issue an exposure draft
of final rules in 1984. A final State-

ment of Financial Accointing
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"quite dramatic."
GM's U.S. plan, a career average

plan covering about 400,000 hourly
and salaried workers, has ac-
cumulated vested and non-

vested benefits of about $18
billion, and plan assets avail-
able for benefits of about $14.4
billion, Mr. Flegm said. Pen-
sion expense for the plan in
1982 was $1.6 billion.

GM objects to the acce-
lerated amortization required
under Preliminary Views as
well as the inclusion of future

salaries, he said. Pension plans
are "executory contracts," in
which each side has an obliga-
tion to the other, and liability
for future services should arise

only as the services are per-
formed, he explained.

He also noted that the pen-
sion fund is an irrevocable
trust to which GM has no ac-

cess, and that it wouldn't be
accurate to treat the trust fund

assets as assets of the corpora-
tion. Both the net liability and
the intangible asset generated
under the proposed FASB
rules would be "extremely
soft," he said. .

ssen impact
Standards is expected in 1985.
Accountants and benefits con-

sultants say that the proposed
rules for defined benefit plans
could produce major disrup-
tions of corporate finances.

To minimize these effects,
employers could change their
benefit plans in a number of
ways, notes Lawrence N. Mar-

gel, vp and chief actuary for
consultant Towers, Perrin,
Forster & Crosby in Washing-
ton.

Possible changes include:
• Eliminating the defined

benefit plan altogether and
switching to a defined con tri-
bution plan, However, the may
not do much good if FASB ap-
plies similar accounting proce-
dures to defined contribution

plans at a later date.
• Switching from a final

pay plan to a career average
plan, where the impact of in-
eluding future salary increases
in calculating pension expense
would be less severe. Benefits

under a career average plan
could be made equivalent to
those for final pay if the plan
is periodically updated to ac-
count for salary increases, Mr.
Margel noted.

A danger of reduced bene-
fits could exist in some cases,

though, if a company either
stops updating the plan or
doesn't update frequently
enough, he added.

• Amending a final pay
plan so that salary increases
after a certain date are not in-

cluded in calculating pension
expense. That date could then
be pushed back periodically to
allow for fresh salary increase
projections to prevent a redue-
tion of benefit levels.

For example, Mr. Mai'gel
said, a plan could be amended
so that no salary increases
after 1988 are considered for

expensing purposes. Then. in
1987, the plan could be
amended again so that no sal-
ary increases after 1992 are
considered. Benefits are in-

creased and the company has
firmer control over the liabili-

ties it would otherwise have

under the proposed FASB
rules.

Continued on page 43



Plan changes suggested
Continued from page 42

• Adopting a so-called "target"
benefit plan, which looks like a
final pay plan but is really a form
of defined contribution plan, ac-
cording to Mr. Margel.

Under a target plan, an employer
would first project the working
lifetime of an employee and his or
her future earnings to arrive at a
career-long lump sum pension ben-
efit. The employer would then di-
vide that lump sum by the number
of working years the employee has
left, and pay a flat amount into the
pension fund for that employee
each year.

"It's not as simple as that because
you have to account for the (experi-
ence) gains and losses. But that can
be done," Mr. Margel said.

Once again, the employer would
have a greater degree of control
over the liabilities that would oth-
erwise be imposed by the FASB
proposals.

One further option for employers
would be to freeze further im

provements of their defined benefit
plans and move the savings into
defined contribution plans, says
Larry B. Wiltse, a consulting actu
ary with Buck Consultants Inc. in
New York.

For example, instead of increas
ing a defined pension benefit from
a "substandard" 1.25% of final pay
to 1.5%, employers might freeze the
final pay benefit at 1.25% and make
the 0.25% difference an employer
contribution to a defined contribu-

tion plan, Mr. Wiltse explained.
Some consultants say the FASB

Preliminary Views by themselves-
will not prompt many companies to
make any plan changes.

"I think the plans of sizable com-
panies will be defined benefit for
the foreseeable future," said Man-
uel Castells, a partner with consul-
tant Kwasha-Lipton of Fort Lee
N.J.

But adoption of the Preliminary
Views as an accounting standard
may contribute to what other con-
sultants say is an already-growing
movement away from defined ben-
efit plans, which are seen as in-
creasingly burdened by regulatory
and other problems.

"You take your choice as to
which is the last straw," Mr. Margel
said, suggesting that for some com-
panies, adoption of the FASB pro-
posals would be the last straw.

Still, the consultants say their
clients have yet to examine plan
changes..Most of the employers
contacted by Business Insurance
say it's still too early to think about
changes, although some say that
passage of the Preliminary Views
might prompt them to change their
minds.

"We're proceeding on the as-
sumption that there will be sub-
stantial changes in the FASB Pre-
liminary Views," said Con Noland,
assistant comptroller for E.I. du
Pont de Nemours & Co., Inc. Du
Pont is not now considering any
changes to the final pay plan cover-
ing 70,000 of its hourly and salaried
employees, Mr. Noland said.

Honeywell, Inc., of Minneapolis,
has not considered any changes to
the final pay plan that covers
56,000 of its salaried employees. But
adoption of the Preliminary Views
might affect future plan improve-
ments, according to Wendell G.
Sprang, director of finance and ac-
coynting.

'Companies, unless they are sit-
ting in a very good position, would
be reluctant to take that additional

liability," Mr. Sprang said.
One Northeastern manufactur-

ing company has not considered
plan changes, but only because
other business has been more

pressing, according to its pension
manager, who asked that the com-
pany not be named.

One of the company's plans is a

final pay plan covering 17,650 ac-
tive, inactive and retired salaried
employees, and accounting for two-
thirds of the company's total pen-
sion assets of $165 million. The ac-
tuarial value of total accumulated
benefits is $255 million, and the
1982 pension expense was $31.2
million.

The pension manager said adop-
tion of the Preliminary Views
would mean an increase of $126
million in the company's pension
liability and a $1.5 million reduc-
tion in shareholders' equity, based
on 1981 figures.

If this came to pass, the company
would consider dropping the final
pay plan, among other options, the
pension manager said.

"Obviously, we would have to
think hard about it if it became a
done deal," he explained.
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Branches without cloning
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The most important single thing our five
branch offices have in common is that together
with our New York corporate office they make
up Intere Intermediaries, Inc. Beyondthatclose
relationship each operates as an independent
unit, fully staffed and geographically located to
serve the needs of Intere clients in its part of
the United States. At present we have branches
in New York City, Atlanta, Chicago, Dallas and
San Francisco. Each branch is headed bya
senior Intere executive supported by a staff of
experienced people familiar with that particular
region and the reinsurance problems peculiar
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to it. Each office is equipped to handle its own
accounting and contract wording requirements.
Each issupplied international capabilitythrough
liaison with our International Division and our
overseas subsidiaries. And all are linked to cor-

porate headquarters byamoderncomputer
information network.

Intere Intermediaries, Inc.

130 John Street, New York, N.Y.

New York • Atlanta

Chicago • Dallas

Br,nudac. Cohaen IRI Intere
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spotlight report

Take Charge
of Your Career

in Employee Benefits
Become a Certified

Employee Benefit Specialist

In today's highly competitive job market, the successful candidate
is one who sets himself apart from the rest of the field. In

employee benefits. the best way to distinguish yojrself is through
attainment of the Certified Employee Benefit Specialist (CEES)
designation. More and more employers with openings in benefits
are looking for individuals wjth CEBS credentials. Why? Because

it says a lot about a candidate's knowledge, professionalism and
commitment to excellence.

Join the thousands who are using CEBS as their pathway to
professionalism.

The CEBS program is cosponsored by the International Foundation of
Employee Benefit Plans and the Wharton School of the Jniversity of
Pennsylvania.

For more information contact:

CEBS Department
International Foundation of

Employee Benefit Plans
P.O. Box 69

Brookfield, Wl 53005

<414) 786-6700

,D

Please send me the CEBS Ca-alog of Information.

Name

Company

Addrec

City/State/7ip
81-5/83

Retirement benefits changes
could have significant impact

By DOUGLAS McLEOD

NEW YORK-Many companies
may suddenly become aware of the
high cost of providing certain re-
tirement benefits if a proposed rule
on accounting for the benefits be-
comes final, pension experts say.

Some corporate pension manag-
ers speculate that passage of the
proposed rule could lead to reduc-
tions of retirement benefits now of-

fered by companies.
The rule change, proposed by

the Financial Accounting Stan-
dards Board, would require em-
ployers to aecrue the costs of pos-
temployment medical care and life
insurance benefits over the work-

ing lives of the employees who will
receive the benefits.

Most companies provide retire-
ment life insurace benefits and the

majority of the Fortune 1,000 com-
panies provide retirement medical
benefits.

Currenily, most companies pro-
vide for these benefits on a "pay-
as-you-go" basis, recognizing the
costs only when the benefits are ac-
tually paid.

A small-r number of companies
use the "terminal funding"
method, under which companies
start funding for the costs of an.em-

.
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Specializing in all forms of life,
accidentandhealreinsurance.
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FACULTATIVE/TREATY
Underwriting and loss adjusting intermediary
for LLOYDS of LONDON for over 30 years.
• Stop Loss for Self.Funded Employee Benefit Plans
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• Aviation Accident • Group Travel • Lite
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1760 MARKET STREET

PHILADELPHIA, PA 19103

DEBORAH PERNA
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Offices in New York, Dallas, Coral Gables, London, Paris,

Milan and other principal cities worldwide.

ployee's postemployment benefits
only after the employee has re-
tired.

Under the proposals by FASB,
the rule-making body of the ac-
counting profession, these two
methods would no longer be con-
sidered appropriate.

In a November 1982 publication,
"Preliminary Views on Employers'
Accounting for Pensions and Other
Postemployment Benefits," FASB
says that postemployment benefits
constitute a form of deferred com-

pensation and should be accounted
for during the years employees
provide services.

FASB would therefore require
use of the "acc!rual" method, under

which companies start recognizing
the cost of the benefits immediately
and continue accruing the costs
over each employee's working life-
time based on actuarial estimates of

what the ultimate value of the ben-

efits will be.

The yearly cost of the benefits
under the accrual method would

have to be funded completely by
the employer, or the difference
would show up as a liability on the
corporate balance sheet, notes
Lawrence N. Margel, vp and chief
actuary with consultant Towers,
Perrin, Forster & Crosby in Wash-
ington, D.C.

"There's a huge liability there
that's going to keep building up" if
it's not funded, he said.

The yearly expense of postem-
ployment medical benefits at the
average company could actually
equal the expense of the company's
pension plan, he added. While pen-
sion benefits could cost between 4%

and 8% of payroll, postemployment
benefits could cost 6% of payroll if
the company has been funding on a
pay-as-you-go basis, he said.

"Relative to pensions, which ev-
eryone considers such an expensive
animal, postemployment medical
benefits are pretty close," he said.

"We're talking about big bucks,"
said Manuel Castells, a partner
with consultant Kwasha Lipton in
Fort Lee, N.J.

Mr. Castells estimated that for

the typical company, the expense
of postemployment benefits could
total a third of pension expenses.

The problem of the high cost of
postemployment benefits relative
to pensions is aggravated by a
number of factors.

One is the high rate of medical
cost inflation compared with more
broadly based inflation rates.

Another is the fact that while

pension expenses are based in parr
on years of service, postemploy-
ment medical benefits are not: the

same benefits are provided a re-
tiree with five years of service as
one with 30 years of service.

Thus, a company that hires a
high proportion of older employees
may have relatively low pension
costs but relatively high postem-
ployment benefit costs.

Since pension benefits have
been accrued and funded over

many years, pension funds have
accumulated investment income to

provide a further cushion against
the impact of the pension's ultimate
cost, Mr. Marget said. But since the
majority of companies today do not
accrue or fund postemployment
benefits, no investment income is

available to provide a similar cush-
ion.

For all these reasons, the pro-
posed FASB rule on postemploy-
ment benefits could have a propor-
tionately greater impact than the
proposal to move unfunded pension
liabilities to the balance sheet.

"(Many companies) could be
moving from a very, very small
current cost to a significantly larger

one," Mr. Margel said.
Employers' opinions on which

accouriting method is most appro-
priate for postemployment benefits
appears to be divided, though many
companies seem to oppose required
use of the accrual method.

A 1981 survey of 428 companies
conducted by the accounting firm
of Coopers & Lybrand found that
only 28% of those surveyed agreed
that the accrual method should be

required, while 43% disagreed.
About 29% either didn't know,
didn't answer the question or were
neutral.

About 41% favored required use
of the pay-as-you-go method, while
35% were against it and 24% didn't
know, didn't answer or were neu-
tral.

Only 3% of those surveyed fa-
vored required use of the terminal
funding method.

Asked whether there should be

a required method at all, 51% of
those surveyed said there should
not. About 24% said there should be

some requirement, and 25% either
didn't know, didn't answer or were
neutral.

The majority of those surveyed
-60%-were against including
some measure of the present value
of the postemployment benefits as a
liability on the balance sheet. Only
about 23% were in favor of includ-

ing the liability.
Despite the favorable response

of some companies to the accrual
method, most do not really know
what their liability would be if the
FASB rule changes were to be fina-
lized.

"Most companies don't have a
feel for what these benefits are

going to cost them," Mr. Margel
said. "We have an obligation to
wrestle with," said David W. Du-

sendschon, a staff vp with Kim-
berly-Clark Corp. of Neenah, Wis.,
which is on the pay-as-you-go
method. He added, though, that
since there are no prescribed for-
mulas for figuring what the obliga-
tion would be, the company isn't
sure how big a liability it is facing.

"The industry isn't aware of the
tremendous liability" for postem-
ployment benefits, which for many
companies could be in excess of the
liability for pensions, said Robert
Orben, vp and comptroller for
Cummins Engine Co. Inc. of Co-
lumbus, Ind.

Cummins hasn't measured what

its liability might be.
"There are very significant prob-

lems in quantifying the amounts
involved there," said Con Noland,

assistant comptroller for ElI. du
Pont de Nemours & Co. of Wil-

mington, Del., which also uses pay-
as-you-go.

Mr. Noland added that postem-
ployment benefits could suffer if
companies are faced with increased
liabilities in switching to the ac-
crual method.

"There would be no liberaliza-

tion of retirement benefits," he

said. "Companies would back off of
what they are already offering."

Many companies argue that since
postemployment benefits do not
represent as firm a commitment as
pensions, they could curtail the
benefits at any time and should,
therefore, not be required to fund
for them using an accrual method,
Mr. Margel noted.

But cutting back the benefits
may be easier said than done, he
said.

"Morally, they may have prob-
lems, from an employee relations
standpoint they may have prob-
lems and in cases of negotiated
(union) contracts they may have
problems," he explained. .
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CU promotes Anthony Brend to president
Anthony L. Brend has been

named president of Commercial
Union Insurance Cos. in Boston.

Mr. Brend, currently managing
director of National Commercial
Union Ltd. of Australia, will sue-
- ceed Howard H.

 Ward, who has
been elected

 chairman of the
 1 U.S. company.

lfil He is also the

Illi).) company's chief
 executive offi-
 I cer
-*2& I Mr. Ward re-

I places Lawson
Mr. Ward L. Swearingen

who is retiring.
In December 1983, Mr. Ward will

retire as chairman and chief execu-
tive officer of CU. He will be sue-

ceeded by Mr. Brend.
Also, Kenneth J. Duffy elected

senior executive vp of Commercial
Union in the United States. He had

been a senior executive at Com-

mercial Union Assurance P.L.C. in
both the United States and Great
Britain.

Commercial Union Assurance is

the parent of both the U.S. and
Australian operations.

Other insurer changes:
E.R. DeRosa, president and

chief executive officer of Mission

Insurance Group, will retire by
Jan. 31, 1984, or earlier if a replace-
ment is named. Mr. DeRosa has

held both of the posts at Mission
since 1964.

Michael I.D. Morrison named
vice chairman of American Home

Assurance Co. and AIG Energy Inc.
in New York. Mr. Morrison is an

AIG senior vp for domestic general
insurance brokerage. He was pre-
viously president and chief operat-
ing officer of American Home.
Dennis A. Busti succeeds Mr.

Morrison as president of American
Home. He was an executive vp of
American Home and National
Union. Charles N. Force also suc-

ceeds Mr. Morrison as president of
AIG Energy. He had been an exec-
utive vp of AIG Energy. American
Home, National Union and AIG
Energy are all member companies
of American International Group
Inc.

John Pasqua-
letto joined Pa-

01 cific Compensa-
tion Insurance

- Co. in San Fran-
i cisco as execu-

 tive vp. He is re-
' - sponsible for all

6 division opera-
tions, office

il marketing, un-

Mr. Pasqualetto derwriting and
loss-control

functions in this newly created po-
sition. Mr. Pasqualetto was pre-
viously senior vp in charge of
Western operations for Argonaut
Insurance Co.

Richard B. Kushner named

director of program development
for Good Weather Inc., a rain and
adverse weather insurer in Jericho,
N.Y. Good Weather is a member

company of American Interna-
tional Group Inc.

John J. Hoefs promoted senior
vp of HMO Minnesota, an affiliate
of Blue Cross & Blue Shield of

Minnesota, in St. Paul. Mr. Hoefs
had been vp at HMO Minnesota.

William Jenison elected vp of
claims for Blue Cross & Blue Shield
of Minnesota in St. Paul. He was

most recently claims director at
BC/BS of Minnesota.

Reinsurers

Michael J. Tyrell named direc-
tor of the facultative property de-
partment of Prudential Reinsur-
ance Co. in Newark, N.J. Steven A.
Mestman replaces Mr. Tyrell as
regional director of the New York

comings & goings: industry

facultative branch office of Pru-
dential Re. Mr. Mestman had been

facultative casualty director in the
Newark, N.J., corporate headquar-
ters.

Excess/surplus
Milton E. Fletcher and James

R. Graves named vps in the ma-
rine/energy department of RISC
Inc. in Houston. Mr. Fletcher pre-
viously was with Emett & Chan-
dler as energy/marine manager.
Mr. Graves had been assistant vp
with Terramar Insurance Manag-
ers Inc. RISC Inc. was formerly
known as Terramar Insurance

Managers Inc. in Houston and Dub

Martin & Co. in Dallas.

R.W. Winters joined Burt &
Scheld Specialty Underwriters Inc.
in Ormond Beach, Fla., as vp. Mr.
Winters was previously a branch
manager of American Excess In-
surance Co. Burt & Scheld is a unit

of the Ormond Reinsurance Corp.

Other suppliers
Robert R. Baker Jr. named

managing vp of Benefacts Inc., the
employee benefits communication
unit of Alexander & Alexander, in
Baltimore, Md. He was most re-
cently a senior vp at Benefacts.

Ira L. Sharenow joined Phar-
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maceutical Card System Inc., in
Phoenix, Ariz., as vp and general
manager of Pharmaceutical Card's
system product lines. He was for-
merly president of Health Care Re-
sources, a physician and institu-
tional supply company.

William E. Yanovitch joined
Pilko & Associates Inc. in Houston
as a consultant. He will consult on

hazardous waste management, en-
vironmental risk assessment and

community relations. Mr. Yano-
vitch previously was environmen-
tal supervisor for Allied Corp.'s
Houston office.

J.M. Elwell promoted to Chi-
cago office director for Toplis &
Harding Inc. adjusters and survey-
ors. D.H. Malvern was named
director of the Los Angeles office
and J. Roger Parry was named vp
in the Jacksonville, Fla., office.
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Agents/brokers
James E. Stone named senior vp

and national manager for employee
benefits for Reed Stenhouse Inc.,
with responsibilities for directing
the broker's nationwide employee
benefits consulting efforts.

Mr. Stone previously was vp and
manager for employee benefits for
the Houston office of Reed Sten-
house.

Paul K. Zdon elected vp of Reed
Stenhouse Inc. of Illinois in Chi-

cago. He previously was an account
executive in Reed Stenhouse's Chi-
cago office.

Harvey Knoll appointed vp and
manager of the property and casu-
alty division of the Boise office of
Fred S. James & Co. of Idaho. He

previously was an account execu-
tive. •
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You don't have to shout to be heard.

Satisfying a discriminating public requires more than whistles
and bells, fluffs and frills. It takes a commitment to offer

the best consistently Because when you get past all the noise only
one thing is distinct- quality BMF- we're beingbeard

Exceitence in Insurance Brokerage

BAAT
Bagly, Martin 6 Fay, Internationa4 Inc.

CORPORATE HEADQUARTERS: 660 Newport Center Drive/Newport Beach, CA 92660/TELEX: 692-306
(714) 644-7940



NEW MEDICAL
STOP LOSS FACILITY

CIO
Medical Stop Loss

ARAS Program (25+ Participants)
Specific & Aggregate

Group Life & AD&D
Disability Income (WI & LTD)
Medical Conversion

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

COX INSURANCE GROUP, INC.

P.O. BOX 27766

3711 E. SOUTHPORT RD.

INDIANAPOLIS, INDIANA 46227
(317) 887-0030 Telex 276252

Correspondent with Lloyds of London

Quick:
What's an eight letter word

that means cost containment?
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HEALIH CLAIMS MANAGEMENT SYSTEM

Cost Containment

In Two Ways:

 Lower administrationcosts per claim

 Complete CostContainment repo,ling

From Average Length of Stay by
diagnosis to provider comparison
statistics, QicCIaim has it all.

Why did those who compared
overwhelmingly choose QicCIaim?

With a system offered at a fraction
of the cost of competitive systems,
they found:

• Assregate and Specific stop loss
statistics • Plan performance analyses
• Lag Studies • Ad hoc reporting

Don't think your needs are too large
or too small to fit the capabilities and
costs of QicCIaim.

Call 312/448-5911 today for details,
or write to:

Rims.
RESOURCE INFORMATION
MANAGEMENT SYSTEMS, INC.

7800 West College Drive
Palos Heights, IL 60463• 312/448-5911

datebook

JUNE 26-30. International Insurance seminar

in Singapore, sponsored by International Insur-
ance Seminars Inc., $650. Dr. John S. Bickley, P.O.
Box J, The University of Alabama. University,
Ala. 35486; 212-570-2338.

JUNE 27-29. Safety for the Ollfield seminar in
San Francisco, sponsored by the Interna:ional
Safety Academy; $395. ISA, 10575 Katy Freeway,
P.O. Box 19600, Houston, Texas 77224; 713-932-
9400.

JUNE 27-JULY 1. Occupational Safety Man-
agement course in Chicago, sponsored by the Na-
tional Safety Council; $495 for members: $220 for
non-members. Also July 1145 and Sept. 13·17 in

Chicago. NSC, 444 N. Michigan Ave., Chicago, Ill.
60611; 312-527-4800, ext. 283.

JULY 11-15. Fundamental of Modern Safety
Management course in Seattle, Wash., sponsored
by the International Loss Control Institute. $625.
ILCI, P.O. Box 345, Loganville, Ga. 30249; 404-466-
2208.

JULY 1145. Total Loss-Control Management
seminar in Houston, sponsored by the Ir.terna-
tional Safety Academy; $585. ISA, 10575 Katy
Freeway, P.O. Box 19600, Houston, Texas 77224;
713-932-9400

JULY 18-19. Computer Security workshop in
New York, sponsored by the Computer Security
Institute: $495. Computer Security Institute, Dept.
IP, 43 Boston Post Road, Northborough,, Mass.
01532; 617-845-5050.

JULY 18-20. Safety for the Oilfield sen-.nar in
Houston, sponsored by the International Safety
Academy; $395. ISA, 10575 Katy FreewEy, P.O.
Box 19600, Houston, Texas 77224; 713-932-9400.

JULY 18-21 Basic Safety Management Eeminar
in Chicago, sponsored by the International Safety
Academy, $570. ISA, 10575 Katy Freeway, PO.
Box 19600, Houston, Texas 77224; 713-932-6400.

JULY 18-22. Safety Training Methods ciurse in
Chicago, sponsored by the National Safety Coun-
cil, $495 for members; $620 for non-members. Also
Sept. 20-24 in Chicago. NSC, 444 N. Michigan
Ave., Chicago, Ill. 60611; 312-527-4800, ext. 283.

JULY 18-22. Safety Evaluation for Sir-gte Lo-
cation Personnel conference in Seattle Wash,

sponsored by the International Loss Control Insti-
tute; $625. ILCI, P.O. Box 345, Loganv ile, Ga.
30249, 404-466-2208.

JULY 21-23. Labor-Management Trustees and

Administrators institute in Toronto, sponsored
by the International Foundation of Employee
Benefit Plans, $390 for members; $465 wor non-

members. IFEBP, 18700 W. Bluemound Road, Box

69, Brookfield. Wis. 53005; 414-786-6700.

JULY 25-28. An Ergonomics Approach to Ma-
terials Handling seminar in Houston, sionsored
by the International Safety Council, $575. ISA,
10575 Katy Freeway, P.O. Box 19600, Houston,
Texas 77224; 713-932-9400.

JULY 27-29. Risk Management in Environ-
mental Health & Protection summer institute

in New York, sponsored by New York University,
$400. Summer Institute in Risk Management in
Environmental Health & Protection, Graduate
School of Public Administration, New York Uni-

versity, 4 Washington Square N., New Yirk, N.Y.
10003; 212-598-3133.

JULY 27-30. Corporate Benefits Management
conference in Monterey, Calif., sponsored by the
International Foundation of Employea Benefit
Plans; $470 for members; $545 for non-members

IFEBP, 18700 W, Bluemound Road, Box 69,

Brookfield, Wis. 53005; 414-786-6700.

JULY 28-30. Florida Surplus Lines Assn. an-
nual convention in Boca Raton, Fla., $125 for

members and associate members; $150 for non-

members. Philip R. Cree, FSLA, Box 343800,
Coral Gables, Fla. 33114; 305-448-2211.

AUG. 34. Public Employees conference in Seat-
tle, sponsored by the International Fou Wation of
Employee Benefit Plans; $390. IFEBP, 18700 W
Bluemound Road, Box 69, Brookfield. Wis. 53005,
414-786-6700.

AUG. 4-6. Public Sector Pension and Health

and Welfare Benefit Plans conference in Seat-

tle, Wash., sponsored by the Internaticnal Foun-
dation of Employee Benefit Plans; $360. IFEBP,
18700 W. Bluemound Road, Box 69, Erookfield,
Wis. 53005; 414-786-6700.

AUG. 8-12. Basic Safety Management seminar
in Houston, sponsored by the International Safety
Academy; $570. ISA, 10575 Katy Freeway, P.O.
Box 19600, Houston, Texas 77224; 713-932-9400.

AUG. 8-12. Loss Control Management course in
Atlanta, sponsored by the International Loss Con-
trol Institute; $625. ILCI, P.O. Box 345, Loganville,
Ga 30249.404-466-2208

AUG. 9-12. Employee Assistance Program-
ming fifth biennial Canadian conference in To-

ronto, sponsored by Humber College; $ 100 per day
or $235 for entire conference. Input '83 Headquar-
ters, Professional and Management Development,
Humber College, Box 1900, Rexdale, Ontario, Can-
ada M9W 5L7; 416-675-7420.

AUG. 1549. Professional Consulting in Safety
and Loss Control coume in Atlanta, sponsored by
the International Loss Control Inst.tute; $625.
ILCI, P.O. Box 345, Loganville, Ga. 30249; 404466-
2208.

SEPT. 11-14. Society of Chartered Property and
Casualty Underwriters 39th annual meeting in
New York; $225. Society of CPCU, Kahler Hall,
Providence Road, CB #9, Malvern, Pa 19355; 215-
648-0440.

SEPT. 12-14. Techniques of Risk Management
conference in Chicago, sponsored by the Risk &
Insurance Management Society, $345 for mem-
bers; $445 for non-members. Editorial Depart-
ment, RIMS, 205 E. 42nd St., New York, N.Y

10017; 212-286-9292.

SEPT. 21-23. Reinsurance Concepts conference
in Chicago. sponsored by the Risk & Insurance
Management Society, $445 for members; $545 for
non-members. Editorial Department, RIMS, 205 E.
42nd St., New York, N.Y. 10017; 212-286-9292.

SEPT. 21-24. International Benefits seminar in

San Francisco, sponsored by the International
Foundation of Employee Benefit Plans; $470 for
members; $545 for non-members. IFEBP, Box 69,

18700 W. Bluemound Road, Brookfield, Wis.
53005: 414-786-6700.

SEPT. 25-28 International Assn. of Industrial

Accident Boards & Commissions 69th annual

convention in Atlanta, sponsored by the associa-
tion; $160 for members; $220 for non-members.

James C. Pullin, IAIABC Convention-83, c/o

Georgia Workers Compensation Building, 100 S.
Omni International, Atlanta, Ga. 30335; 404-656-
2048.

SEPT. 25-29. National Association of Life Un-

derwriters annual convention in Chicago, spon-
sored by the association,$125,$105 before Aug. 1.
NALU Convention Registration, 1922 F St. N.W.,

Washington, D.C. 20006; 517-372-5148.

SEPT. 26-28. Valuation seminar in Long Grove,
Ill, sponsored by the Kemper Group, $300. W.P
Thomas Jr., NID (HPR) A-1: Long Grove, Ill.
60049, 312-540-3380.

SEPT. 27-OCT. 1. Safety Management
Techniques course in Chicago, sponsored by the
National Safety Council, $545 for members; $680
for non-members. NSC, 444 N. Michigan Ave.,
Chicago, Ill. 60611; 312-527-4800, ext. 283.

SEPT. 29-OCT. 1. Sixteenth Annual Canadian

Conference in Lake Tahoe, Nev., sponsored by
the International Foundation of Employee Benefit
Plans; $390 for members; $465 for non-members,

optional preconference programs offered at an ad-
ditional charge. IFEBP, 18700 W. Bluemound
Road, Box 69, Brookfield, Wis. 53005; 414-786-
6700.

OCT. 3-5 Techniques of Loss Control confer-
ence in Chicago, sponsored by the Risk & Insur-
ance Management Society; $345 for members; $445
for non-members. Editorial Department, RIMS,
205 E. 42nd St., New York, N.Y. 10017; 212-286-
9292.

OCT. 3-7. Property Conservation course for
property owners in Long Grove, 111, sponsored by
Kemper Group; $400. Also Nov. 7-11 in Long
Grove, Ill W.P. Thomas Jr., (HPR), A-1, Long
Grove, 111. 60049; 312-540-3380.

OCT. 012. EDP Institute in Palm Springs, Calif.,
sponsored by the International Foundation of Em-
ployee Benefit Plans; $390 for members; $465 for
non-members. IFEBP, 18700 W. Bluemound Road,

Box 69, Brookfield, Wis. 53005; 414-786-6700

OCT. 17-19. Fundamentals of Insurance confer-

ence in Toronto, sponsored by the Risk & Insur-
ance Management Society; $345 for members; $445
for non-members. Editorial Department, RIMS,
205 E. 42nd St., New York, N.Y. 10017; 212-286-
9292.

OCT. 17-21. Advanced Property Conservation
course in Long Grove, Ill., sponsored by Kemper
Group; $400. W.P Thomas Jr., NID (HPR) A-1,
Long Grove, Ill. 60049; 312-540-3380.

OCT. 23-26. Health Care Cost-Containment

seminar in San Francisco, Calif., sponsored by the
International Foundation of Employee Benefit
Plans, $390 for members; $465 for non-members.
IFEBP, 18700 W. Bluemound Road, Box 69,
Brookfield, Wis. 53005; 414-786-6700.

OCT. 31-NOV. 1. Communicating Employee
Benefits conference in Chicago, sponsored by
Business Insurance $95: 10% discount for addi-
tional participants from the same company. Ann
Vazquez, Business Insurance, 220 E. 42nd St., New
York, N.Y. 10017, 212-210-0137.

NOV. 1146. Design for the Future 29th annual
educational conference in New Orleans, sponsored
by the International Foundation of Employee
Benefit Plans; $450, $390 before Nov. 10. $130

extra for each preeonference institute selected.
IFEBP, 18700 W. Bluemound Road, Box 69,
Brookfield, Wis. 53005; 414-786-6700.

NOV. 1+18. Fundamentals of Industrial Hy-
giene Monitoring course in Long Grove, Ill.,
sponsored by National Loss Control Service Corp.;
$425. John Garis, NATLSCO, Long Grove, Ill,
60049;312-540-2026.

NOV. 19-21. Fundamentals of Industrial Ex-

haust Ventilation course in Long Grove, Ill.,
sponsored by the National Loss Control Service
Corp., $350. John Garis, Manager, Industrial Hy-
giene, NATLSCO, Long Grove, 111. 60049: 312-540-
2026.

NOV. 27-30. Benefits Processing institute in
Hollywood, Fla., sponsored by the International
Foundation of Employee Benefit Plans; $390 for
members; $465 for non-members. IFEBP, 18700
W. Bluemound Road, Box 69, Brookfield, Wis.
53005; 414-786-6700.

NOV. 28·DEC. 1. Hemispheric Insurance 19th
biennial conference in San Francisco, sponsored
by the International Insurance Advisory Council,
$400 for delegates; $700 for observers. Gordon
Cloney, International Insurance Advisory Coun-
cil, U.S. Chamber of Commerce, 1615 H St. N.W.,
Washington. D.C. 20062; 202-463-5480. a



It's now time to enter

5/ ESC competition
Redesigning a benefit plan can

be a tough job. Not only are the
benefits themselves changed, but
employees must be given clear, de-
tailed information on the new ben-
efit programs.

Business Insurance wants to re-

ward such efforts. Employee bene-
fit managers and their staffs who
took on that task in the past year-
and those who did not change their
plans but think they have top-
notch employee benefit comunica-
tions-are invited to submit their
communications programs to the
annual Business Insurance Em-

ployee Benefits Communications
Awards competition.

Entries for this year's contest are
now being accepted. The entry
deadline is June 30.

Various forms of communica-
tions can be submitted to the com-

petition.
The benefits communications ve-

hicles are divided into five categor-
ies: Booklets, personalized corre-
spondence, audiovisual presenta-
tion, special projects and total com-
munication program.

Companies may enter materials
in more than one category.

The entries are judged by a panel
consisting of corporate communica-
tions, advertising, graphic arts and
benefit communication profes-
sionals and executives.

First-, second- and third-place
awards are presented in each of the
five categories.

The conference recognizes the
excellence of the benefits commu-

nication effort itself, not the bene-
fits involved.

Competition winners will receive
their awards at the Business Insur-

ance Communicating Employee
Benefits Conference at the Knick-

erbocker Hotel in Chicago Oct. 31
and Nov. 1. The award-winning
communications programs will be
on display at the conference.

Besides the awards presentation,
the conference offers sessions and

workshops to give participants the
chance to learn about new develop-
ments and designs for effective,
timely communications of em-
ployee benefits.

Business Insurance will offer re-
duced hotel and airline rates to

conference registration.
The registration fee for the con-

ference is $495, with a 10% discount

offered to the second participant
from the same company.

A variety of companies earned
recognition for their communica-
tions in the 1982 contest (BI, Nov.
15,1982).

The Aluminum Co. of America

in Pittsburgh won the first place
award in the total program cate-
gory for its total compensation
communication program. Alcoa's
consultant on the award-winning
package was Hewitt Associates.

Borg-Warner Corp. in Chicago
won first place for its pre-retire-
ment program in the special
projects category. Frame One Inc.
and Meidinger Inc. helped put the
presentation together.

Boise Cascade Corp. in Boise,
Idaho, took first place in the book-
lets category.

Taking first place for personal
correspondence was Equibank of
Pittsburgh. Towers, Perrin, Forster
& Crosby was Equibank's consul-
tant on the project.

In the audiovisual category,
Loews Corp., along with its consul-
tant, Hewitt Associates, won first
place for its audiovisual program
on flexible benefits.

The second place winners were:
Johnson Controls in Milwaukee for
total programs; Canterra Energy
Ltd., in Calgary, Alberta, for spe-
cial projects; Smith Barney, Harris,
Upham & Co. Inc. in New York for
booklets; Texas Utilities Services

Inc. in Dallas for personalized cor-
respondence; and General Host
Corp. in Stamford, Conn.. for au-
diovisual presentations.

The companies awarded third-
place awards were Jockey Inter-
national in Kenosha, Wis., for total
programs; Bissell Inc. in Grand
Rapids, Mich., for special projects;
Interlake Inc. in Oak Brook, Ill., for

booklets; Morgan Stanley & Co. in
New York for correspondence; and
Aluminum Co. of America in Pitts-

burgh, audiovisual presentations.
To obtain contest rules and entry

forms contact Ann Vazquez, Com-
munications Services Department,
Bus;:ness Insurance, 220 E. 42nd St.,
New York, N.Y. 10017; 212-210-
0137. She also will provide confer-
ence registration informa:ion. .

business insurance, May 30, 1983 / 47

Business Insurance gives you total news coverage of loss pre-
vention, risk financing and benefit management. Every week.
Annual subscription (52 issues) in US dollars.
(Check here) Surface Mail. By Air.
USA 0$40
Canada 0$54 0 $90
Bermuda (Air only) 0$85
Europe/Middle East (Air only) 0 $75
All other foreign 0 $54 Rates on request.

] new subscription. , ] renewal. ' ] payment enclosed.
3 bill me. E] bill company.

£<21*2# name
..7 9 * I ...- title

company

nature of business

(please print)

3 business or I] home address

city state/country zip/postal code

L] Please send information on your special 25%-off group rate
for five or more subscriptions.

Ill prefer not to receive information or advertising by mail from
companies not affiliated with Crain Communications.

Mail to: Business Insurance
Circulation Dept. 740 Rush Street Chicago, IL 60611

You realize that efficient claims
processing is vital to the success
ofyour business.

MCAUTO can help you make it a
powerful marketing tool.

Nothing is more important to your clients than the
speed and accuracy of your claims processing. That's why
so many insurance companies are using MCAUTOinfor-
mation management systems to shift the increasing
burden of clerical work to the computer. By automating
claims processing with MCAUTO systems, a number of
companies have dramatically improved their ability to
service their clients.

The Hartford Insurance Group increased processing
output by over 80%. And at Gallagher Bassett Insurance
Services, improved productivity has meant new business.
The company credits the fast claims turnaround of their
MCAUTO system for attracting four new clients in a
single month.

Our nexible insurance systems verify claimant
eligibility and providers, price claims according to
your fee schedules, calculate benefits based on

yourpolicy provisions and administer COB. They also
adjudicate base, major medical and comprehensive
claims, including vision, dental, drug, orthodontia
and weekly indemnity care.

With a MCAUTO system, claims can be veri-
fied and paid without file folders or other paper-
work. They are handled once and settled

quickly.
To make your claims processing a busi-

ness asset, it makes good sense to talk to
MCAUTO. Weke been a leader in insurance
information management services since
1967.Weke developed reporting and
group health claims systems for insurance
carriers, Blue Cross/Blue Shield plans,
corporations and third party administrators.
For more inf6rmation, call (800) 325-1551.
Orwrite: MCAUTO, Dept. KK-702, Box 516,
St. Louis, MO 63166.

The intelligent decision.

MCDONNELL OOUOLAS

r
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Sedgwick forms Dallas commercial brokerage
Sedgwick Group P.L.C., Britain's

largest insurance brokerage com-
pany, is opening a Dallas-based
wholesale brokerage to be called
MacLean, Oddy & Associates Inc.

The wholesale brokerage will be
headed by Roy B. Oddy, who re-
cently resigned as president of
Swett & Crawford, the surplus
lines brokerage unit of Continental
Corp. thai was ranked last year by
Business Insurance as the third-

largest excess/surplus lines mar-
keter in the nation.

Mr. Oddy also served as presi-
dent of the National Assn. of Pro-

fessional Surplus Lines Offices.
The new Sedgwick unit will

"provide insurance services to re-
tail brokers and agencies in the
U.S.," said Reg Bowers, chairman
of Sedgwick North America Ltd.

"We're delighted to have Roy. He

markets

fits the Sedgwick mold," Mr.
Bowers said.

Reorganization
AIG Entertainment Risks Inc.,

the year-old managing general
agency of American International
Group Inc. specializing in enter-
tainment risks, has been reotgan-
ized under Joseph P. DeAlessandro
as president.

"We are now going out to solicit
all phases of entertainment insur=
ance business," says Mr. Delle:-
sandro, who is based in AIG's New

York headquarters. AIG Entertain-
ment is interested in insuring "mo-
tion pictures, stage, cable, video,

special events types of cop erage,
including weather insurance (and
will consider rain insurance on out-

door even:s), concerts-indoors and
outdoors, circuses, tent shows."

AIG Entertainment can offer an

internalional package of coverage,
using AIG insurance companies
American Home Assurance Co.,
National Union Fire Insurance Co.

of Pittsburgh, Pa., and American
International Underwriters. Mr.

DeAlessandro also is president of
National Union.

AIG Entertainment has written

more than $2 million in premiums
so far in 1983, compared with $2.7
million in all of 1981. Among the
risks it has written are this year's

Academy Awards presentatioi and
the Broadway musical hit "Cal"

MGA formed

A new managing general agency,
Southern Underwriting Managers
Inc., has been formed to offer un-

derwriting management services
for specialty insurance programs.
The firm's home offices are al 2415

Ave. J, Suite 100, P.O. Box 5284,
Arlington, Texas; 817-640-9901.

A branch office, Southern Un-

derwriting Managers of Florida
Inc., is located al Interstate Plaza,
Suite 100, 1499 W. Palmetto Park
Road, P.O. Box 3015, Boca Raton,
Fla. 33431; 305-363-1144.

Bermuda opening
Cologne Reinsurance of West

SBC
Award of Excellence

presented
fi)r outstanding achievement

in communicatlng ar
empt()yee binctits program

Buwniu Inwranu. 1·mplc),u. Ikritia
Communication Awards Compettion

V

e . . e . ®
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Germany is opening an office in
Bermuda in July. The company
plans to use its 2-year-old Bermuda
subsidiary, Colonial Reinsurance
Co. (Bermuda) Ltd., which has
been managed by Trenwick Ltd.

Cologne Reinsurance has re-
cruited former Walton Insurance

Ltd. underwriting manager Gra-
ham Puta, who has been appointed
vp. Mr. Puta lost his job at Walton
when Walton's owner, Phillip's Pe-
troleum, decided Walton should
stop underwriting unrelated risks
and run off its international rein-

surance business (BI, April 25).

Acquisitions
Monumental Corp., the holding

company for Monumental Life
Insurance Co.,has agreed to ac-
quire First Federated Life Insur
ance Co. of Baltimore for $18.8
million. The acquisition must re-
ceive regulatory approval.

The Statesman Group Inc., a fi-
nancial services holding company
based in Des Moines, Iowa, has ac-

quired two Iowa insurance agen-
cies. They are Grodt-Moore-Greg-
son Insurance and Grodt Moore

Life Inc.

New offices

Tillinghast, Nelson & Warren
Inc. is moving its St. Louis office to
34 N. Meramee St., St. Louis, Mo.
63105. The telephone number re-
mains 314-862-7611.

Hunter & Associates of Louisi-

ana, a specialty risk underwriting
manager, has opened new offices at
201 Evans Road, Suite 103, Hara-
han, La., 70123.

Health Corp. of America, an
administrator of self-funded em-

ployee benefit plans, has moved to
new quarters at 650 E Swedesford
Ave., Wayne, Pa. 19087. The tele-
phone number remains 215-687-
8680.

Orion Group Inc., underwriting
managers for EBI Cos. and Security
Insurance Group, has opened new
offices at 2621 E. Camelback Road,
Suite D 128, Phoenix, Ariz. 85016. •

PAYSOPs attract

interest: Survey
NEW YORK-Payroll-Based

Stock Ownership Plans are catch-
ing the interest of many companies,
even though the plans got off to a
slow start when they were created
in 1981, according to a consultant
study.

By the end of 1983, 60% of the 268
large companies surveyed expect to
have a PAYSOP in place, accord-
ing to a study from benefit consul-
tant Towers, Perrin, Forster &
Crosby.

PAYSOPs, which were created
by the Economic Recovery Tax
Act, enable a company to establish
a tax-qualified plan investing in its
own securities. The plan is paid for
through a payroll-based tax credit
and employees can participate in
ownership of the company.

The PAYSOP tax credit can

equal as much as 0.5% of an eligible
employee's pay in 1983 and 1984.
This will rise to 0.75% in 1985.

Using these credits, a company can
reduce its federal tax liability.

Of the companies that expect to
start a PAYSOP, nearly 75% have
determined how they will allocate
the tax credit among eligible em-
ployees:

• Sixty-five percent will distrib-
ute it according to an employee's
pay, up to $100,000, the maximum
allowed by law.

• Eight percent will allocate it
according to an employee's pay up
to a stated amount lower than the

$100,000 limit.
• Twenty-seven percent will al-

locate it in equal dollar amounts to
all employees. .
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canaaly-'=  rove -wo health benefit sources
LINCOLNSHIRE, Ill.-Canada's

provincial health insurance pro-
grams aren't the only plans provid-
ing health care benefits to employ-
ees.

A survey of 110 major Canadian
companies by Hewitt Associates, a
Lincolnshire, Ill., consulting firm,
found that all of the employers
provide supplemental health care
benefits to salaried employees.

For example, 95% of surveyed
Canadian employers, mainly com-
panies based in Ontario, offer a
dental insurance plan. By contrast,
89% of American companies offer
dental plans, according to a similar
survey Hewitt conducted among
U.S. firms (BI, May 9).

Furthermore, U.S. employers are
much more likely to require their
salaried employees to pick up at
least some of the dental insurance

premium than their Canadian
counterparts. While 34% of U.S
companies with dental plans re
quire employee premium contribu
tions, only 17% of Canadian com
panies require salaried employees
to pay part of the premium, accord
ing to the survey.

All of the surveyed companies
provide coverage for semiprivate
or private room hospital charges
above ward rates.

Because the provincial govern
ment's health.care plans provide
basic benefits, deductibles for sup
plemental benefits offered by em
ployers, like private room care, are
low. Some 95% of the surveyed
plans impose deductibles of $25 or
less. In the United States, many
large companies require their em
ployees to pay at least the first $100
of health care costs.

Some 77% of the Canadian em
ployers surveyed pay all premium
costs for supplemental health care
benefits for employees. In the
United States, 39% of companies pay
all premium costs for medical and
hospital care for salaried employees.

Other popular benefits offered
by Canadian companies include
prescription drug coverage, pro
vided by 100% of the surveyed
firms; vision care, offered by 28%;
and hearing care, 25%.

Pension plans also have become
almost universal among major Ca
nadian employers, with 95% of the
surveyed companies reporting that
they offer a plan to their salaried
employees.

Some 64% of the plans require an
employee to work for 10 years be-
fore he is entitled to a pension,
while 6% of the plans offer 100%
vesting after five years of service
Some 13% of plans provide 100%
vesting after an employee turns 45
and has 10 years' service.

Some 63% of Canadian com-

panies offer pension plans in which
the benefit is based on average sal-
ary over the last five years of em-
ployment. Some 20% of plans base
benefits on average salary over the
final three years of employment.

By contrast, Hewitt Associates
found that 76% of U.S. companies
based pension benefits on the final
five years of salary, while 10%
based benefits on the last three
years of salary.

In addition, 49% of the surveyed
Canadian companies recognize
bonuses when computing an em-
ployee's retirement benefit, com-
pared with 50% in the states.

Some 11% of the surveyed Cana-
dian companies allow an employee
with 30 years of service to retire at
age 55, while 21% allow 30-year
veterans to retire at 60 and 30% at
62. Some 34% of the surveyed com-
panies require employees with 30
years of service to stay on the job
until 65 before they can retire with
a full benefit.

Canadian employees, though, are
much more likely to pay for at least
part of the cost of their pension
benefit than their U.S. counter-

parts. For example, Si% of the Ca-
nadian companies require em-
ployee contribu.ions to their pen-
sion programs, compared with 15%
of the surveyed U.S. companies.

Furthermore, Canadian com-
panies are much less dikely to offer
capital accumulation plans, like
thrift or savings plans.

About 44% of Canadian com-

panies offer thrift/savings plans to
their salaried employees, compared
with 76% of U.S. companies.

About half of the surveyed Cana-
dian companies don't offer any
kind of capital accumulation plan;
jus. 5% of major U.S. companies
don't provide a capital accumula-
tion plan to salaried employees.

Life insurance benefits provided
by Canadian and American com-
panies are comparable. A majority
of Canadian and U.S. companies

provide life insurance for salaried
employees that equal between 2
and 3.9 times annual salary.

Long-term disability benefit pro-
grams also are similar. For exam-
ple, 46% of Canadian companies re-
quire employees to pay at least
some of the LTD premium, eom-
pared with 44% of U.S. companies.

LTD plans offered by major Ca-
nadian and U.S. employers typi-
cally are designed to replace be-
tween 60% and 64% of an injured or
disabled employee's salary. Some
13% of Canadian companies offer
LTD plans that replace at least 70%
of an employee's salary, compared
with only 5% of U.S. firms.

Of the Canadian companies, 96%
pay LTD benefits until a sick or
disabled -employee reaches age 65;
the remaining 4% pay benefits until
the employee dies.

In the United States, 88% of com-
panies offer LTD benefits to em-
ployees until age 65, while the re-
maining 12% have a varied sched-
ules.

Copies of "Salaried Employee Bene-
fits Provided by Major Canadian
Employers" are available from
Hewitt Associates, 100 Half Day
Road, Lincolnshire, Ill 60015; 312-
295-5000. The cost is $25 per copy.

PPO CONTRACTING MANUAL
(prepared by the firm of Elli Ernst and Whinney and the law firm

of Musick. Peeler and Garrett with technical review by HCSC)

A detailed desk-top manual covering legal and financial
considerations, business strategies, regulatory issues and
much more This 225-page booklet developed as a
reference for benefit and financial executives, is available
from the Hospital Council of Southern California for $75
(including postage and handling)
MC5 ofaioumn(ifornia
6255 Sunset Boulevard Suite 817
LOS Angeles, CA 90028 (213) 469-7311 Ext. 220
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Rep. Erlenborn will try againWhen EPA Compliance
Just Isn't Enough for public pension plan reform

Insurance By JERRY GEISEL

WASHINGTON-Rep John Er-
washington

lenborn R-Ill, wants to make an-

other attempt at public pension Mr Erlenborn believes such re- Justed semi-annually based on the
plan reform quirements probably would be un- average prime rate during that pe-

1
Mr Erlenborn, Congress's top constitutional riod Accordingly, the IRS recently

pension expert, says he soon will A similar bill previously intro- announced that the interest rate for
introduce legislation that would set duced by Rep Erlenborn died on the period July 1-Dec 1,1983, will

9

federal reporting, disclosure and fi- the House floor last year be 11%

duciary standards for the nation's Currently, employers with pen-
7,000 state and local go,rernment Retiree taxes sion plans pay the PBGC an annual

/ 11 pension plans premium of $2 60 per plan partiet-
"I firmly believe that it is the pri- Sen Alfonse D'Amato, R-N Y, pant However, Congress is now

4 mary responsibility of state and wants to repeal a new requirement considering legislation, S 1227, in-
local governments to set their own that interest from tax-exempt troduced by Sen Don Nickles, R-
houses in order in the area of pub- bonds should be Included in calcu- Okla, chairman of the Senate
lic pensions," Rep Erlenborn said lating whether retirees have Labor subcommittee, that would
before the Washington Legislative enough income to be taxed on their raise the annual premium to $6

Your PCB-cortaminated transformer was in the EPA specified Update conference spoisored by Social Security benefits More premium revenue is
the International Four dation of Under the Social Security reform needed to help pay off the PBGC's50-500 ppm range Are you aware of the potentially disastrous Employee Benefit Plans legislation signed last month by growing deficit, which now ex-

consequences of a leak, spill, or fire') Under the Public Employee Pen- President Reagan, individuals ceeds $300 million
• Reluctance to repair faulted units over 50 ppm sion Plan Reporting and Account- whose adjusted gross incorre ex-
• Burial of 'culled units over 500 ppm ability Act or PEPRA, public plans ceeds $25,000 and couples whose Tort reform hearings• Legal threats resulting from PCB leaks or spills near would have to disclose their un- adjusted gross incomes exceed

waterways or sensitive areas funded liabilities $32,000 will be taxed on 50% of So- It still isn't clear whether the

Plan participants would have to cial Security benefits received (BI, Senate Commerce Consumer sub-Consider the increasing focus on PCB by-products - DIOXINS be supplied with a description of April 4) The tax would go into ef- committee will hold another day of
AND FURANS AS toxic "suspicions" today, tomorrow's standards plan provisions and, upon request, feet for Ihe 1984 tax year hearings on federal product liabil-
may definethem as expected orforeseeable liabilities EPA other information on benefits and Income from tax-exempt bonds ity legislation, S 44, Introduced by
compliance will not free you from unexpected risk - perhaps At vesting would be included in determining Sen Robert Kasten, R-Wis
Your Expense if under a deductible Taxpayers, plan participants and whether a retiree is over the tax Two hearings have been held on

Sunohio's PCBX can RECLASSIFY YOUR TRANSFORME-?S TO other interested parties would have threshold the bill this year to give backers
to be g.ven access to financial state- But Sen D'Amato says the provi- and opponents an opportunity toBELOW 50 PPM, decreasing your exposure to toxic domage ments, plan asset holdings and mon will discourage retirees from discuss the measure But some

claims, leaving usable on and the transformers safe for repair other plan documents investing in tax-exempt sta:e and members of the Commerce Com-
Contact Sunohio - the high voltage expert in electric power The federal reporting and disclo- municipal bonds mittee say a third hearing is needed
systems sure standards would not apply to "This amounts to a tax on tax-ex- to give accldent victims a chance to

1§*1*im-[il plans in states where the governor empt income," Sen D'Amato said discuss the measure, according to
certifies that state law contains "As it stands now, there e Cists a sources
substantially equivalent provisions tremendous incentive for the mid- The Kasten bill would pre-empt

. However, unlike the Employee dle class to sell their municipal or state product liability laws with a
1700 GATEWAY BLVD,SE f CANTON OHIO 44707 Retirement Income Security Act, state bonds and buy higher relding uniform federal law Many busi-

(216)767 3411 OR (216)452 0837 the 1974 federal law governing pri- taxable securities," he added. ness groups and Insurers say a fed-
F-Throf-p.. vate pension plans, PE?RA would His proposal, S 1113, would eral law is needed to reduce legal

/,R //// H/\{Amd h/1/1,// 49 Di,lkh, h, j\// 1,/, [FlbLEA not set funding, vesting or partici- allow retirees to exclude interest uncertainties, a factor in high prod-
pation standards for p iblie plans from tax-exempt bonds in calculat- uct liability insurance rates

ing their adusted gross income But legal, labor and consumer
from Social Security benefit pur- groups say the Kasten measure will
poses take away the rights of accident

Illinois R. B. Jones Stop-Loss victims The bill, among other

Trucking coverage things, would bar product liability
For Self-Funding Medical suits involving capital goods prod-The PROVEN my to continue

employee bene,41. a* health The Department of Transporta- ucts that are more than 25 years
Benefit Plan$; care coats rise Mice u fait aa

:he U S conwmir pfleeind=. tion plans to issue final regulations old
soon to implement a congression- There are also doubts about the

Self Funding is bicoming*
mom dommble ny locontrol ally ordered delay tn the effective bill within the Reagan administra-
health care cost FiES: Itip la
to =lact th« dewed bonon!* date of higher liability insurance tion Some members of the White

Contribution Most Offen they are kientioal to requirements for truckers House policy staff, for example, arethoe. PrevIOU.& 'e«Octon
thilnwridballi Homver Congress, on the last day of last skeptical about the need for a fed-B 0, CLAIMS

4; O PAYMENT COST
morrthy premiumi im
Ilimlitid year's session, agreed to delay to eral law in an area that tradition-

A Jan 1, 1985, the higher msurance ally has been handled at the state
$, OTHER A third VI) administ,ater

L  ADMINISTRATIVE COSTS appointed 6, tbe *mpto,or limits for motor carriers that were level, according to Commerce De-
opera- * now Plan and
m maur* Danclalmi to go into effect July 1 (BI, Jan. 3) partment internal memos (BI, May

S STOP-LOSS PREMIUM = -y OCCU' That 18-month reprieve delays 23)
N

Protectionagall=toxln,inl the second stage of insurance re-
'S CONERSION COST 10- *provided by or-ofC our STOP-LOSS COVER- quirements in the Motor Carrier

AaES which puts a oeltang Act of 1980 Social Security taxes
*IE 1 Balance to Pay Claims on tlm dollar Nuount Ilm u-

-00 Pay•dumothe,ear Under that federal law which Social Security taxes may have to
. deregulated the trucking industry, be increased 200% to 300% fromMakes you 0/mette-ingal/4"h

think, doean't Itl Rowbenem. /po=IU. motor carriers that haul non-haz- current levels to prevent the pro-
Group Medical 1, basto and

I Dental. Vition *d Bhort- ardous cargoes, like furniture, and gram from going broke, the sys-
Te,ra Disability may bi hazardous cargo had to have tem's former chief actuary says

$500,000 of liability insurance by Future scheduled increases thatj
ad*04.

THE CHART SHOWS A TYPICAL IRB·1 880-FUNDING July 1, 1981, and carriers of very will gradually raise the FICA tax toPLAN. Unilk, 1ket In.u,ad plens .*.h ha-
monthly premktma, Inati,ance company o.rhoad. hazardous cargo, like liquified 765% from 67% by 1990 "will be
ellims oom, vvious NI*ele, our Solf Funding
Planl elln pI,Ive a I,Fgl balal to D,y aCtual compressed gas, had to have $1 mil- grossly Inadequate to sustain the
dalms Ind ctiale a %04 favofab,e caah nov,
0101'.*en ppe,co.toon'.01' a'e.,0,8.*0 lion in insurance system in the long run," according

Then by July 1 of this year, car- to A Haeworth Robertson The
WN¢our Bel¢-Funding Mans orule
-Mg. for,ranured'. .d riers of non-hazardous cargo were FICA tax rate may exceed 14%
profits for you? Conll•tul nolfor
complete detaile. to have $750,000 in coverage, car- after the turn of the century, he

mers of hazardous substances were says
to buy $1 million and carriers of Mr Robertson, now a managing
very hazardous substances were to director in the Washington office

The answer to have $5 million of William M Mercer Inc, a benefit

consulting firm, says the present

soaring premiums! PBGC penalty Social Security system is not finan-
cially viable

The Pension Benefit Guaranty "We have promised more than
 Get Facte. Call Now or Corp. on July 1 will lower to 11% we will be able to deliver Anyone
 MNI Coi,pon Todsy from 16% the interest rate the who thinks there are no significant

agency charges employers who financial froblems ahead is en-81

the best of both worlds Illinois R B Jones
don't pay their termination insur- gaging in wishful thinking and has1  Send us complete facts on your

T Ill 1NOIS Jan Stop Loss for Self Funding Benefit Plans ance premiums on time. a very dangerous false sense of se-
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British candidates buy election coverage
By STACY SHAPIRO

LONDON-Now that the British

general election campaign is in full
swing, some politicians are pur-
chasing insurance to protect them-
selves against being wrongly ac-
cused of violating election laws.

They are buying a new legal ex-
pense insurance policy that covers
candidates and their campaign
workers for up to 50,000 pounds
(about $77,950) in defense costs if
they are wrongly brought before
the election court.

The election policy costs only 55
pounds (about $86) for up to 24
months of coverage.

The policy, underwritten by
Lloyd's of London through broker
Sedgwick Associated Risks Ltd.,
has been endorsed by the ruling
Conservative Party and the Social
Democratic Party. The Liberals
and the Labor Party have not yet
endorsed the coverage.

In Britain, a candidate and his or
her campaign organization must
abide by the strict election rules
contained in a law passed by Par-
liament earlier this year. Candi-
dates are limited in how much they
can spend, they must follow a code
of conduct and must abide by rules
that restrict how a campaign can be
run.

An opponent or any voter can
bring a candidate before a special
election court if the candidate is al-

leged to have broken the British
election law.

If a candidate realizes he has bro-

ken the law- after an infringement,
he can apply for a waiver from the
election court.

"Our policy covers that candidate
(and his supporters) if he inadver-
tently overspends on the election
budget or he made another mistake
and has to go to court," a Sedgwick
spokesman explained.

The policy will reimburse the
candidate for legal expense only if
he is found innocent. "If he is guilty
of clear, intentional misconduct or
criminal activity, we will not pay,"
the spokesman said.

"But the rules are so tight that
the size of his billboards or the cost

of printing posters can be chal-
lenged even if he is innocent," he
added.

The insurance fills a need since

the legal costs of defending oneself
before an election court can be

high. During a recent local election,
a Liberal Party candidate was ac-
cused of 15 violations by his Con-
servative opponent. The Liberal
candidate had only exceeded the
allowable budget by less than a
pound, but his defense costs totaled
more than 50,000 pounds.

It is very unusual, however, for a
candidate in a general parliamen-
tary election, like the one to be held
June 9, to be accused of a violation.
"It has not happened since 1952,"
the Sedgwick spokesman said.

Shergar claims
Lloyd's of London underwriters

are telling the owners of Shergar,
the prized breeding stallion that
was kidnapped from an Irish horse
farm in February, that claims must
be filed soon.

The bloodstock insurance cover-

ing the thoroughbred, valued at $18
million, contains a clause that
claims must be filed within 90 days
of the horse's disappearance.

"Since the horse has not reap-
peared, those people with insur-
ance have been advised to present
claims to their insurers," said Roger
Barklam, managing director of
Hughes Gibb & Co. Ltd., the
Lloyd's broker that placed the cov-
erage. "People are now presenting
claims."

However, underwriters are not
currently paying those claims in
hopes that Shergar will be returned

london line

by his abductors. Mr. Barklam said
he did not know when claims

would be paid.
It is also unlikely that the stal-

lion's full value will be recovered if

he is not returned since only some
of the bloodstock insurance pur-
chased by members of the syndi-
cate that owns the horse contained

theft coverage (BI, Feb. 14).

Sasse liabilities

The Corp. of Lloyd's still has lia-
bilities of more than 8.7 million

pounds from the defunct Sasse
Syndicate, according to Lloyd's
1982-83 annual report.

It's not known if this figure in-

cludes the recent out-of-court set-

tlement of litigation among
Lloyd's, former members of the
syndicate, syndicate member Sasse
& Turnbull Ltd. and Lloyd's bro-
ker Brentnall Beard International

Ltd. (BI, May 9). The details of that
settlement have not been released,
but Lloyd's Chairman Peter Green
says he will explain the settlement
at Lloyd's annual general meeting
on June 22.

No matter what is announced, it
is unlikely that Lloyd's members
will be asked to foot any more of
the bill from the syndicate's col-
lapse, sources at Lloyd's say, be-
cause reinsurance and contribution

already made by the membership

will probably cover the loss.
The Sasse syndicate was forced

to close in 1978 by Lloyd's after an
avalanche of claims, far exceeding
premiums, poured into the syndi-
cate from substandard New York

property risks it underwrote in
1976 (BI, Feb. 6, 1978).

In 1980, Lloyd's agreed to indem-
nify 1,100 Sasse names for some of
the $41 million in claims they had
to pay. Lloyd's entire membership
was then asked to foot the bill
through annual contributions.

Policy cancellation
An insurance buyer is bound to

an insurance contract in Britain as

soon as it is signed by the un-
derwriter accepting the risk, the
Court of Appeal ruled recently.

The policyholder cannot cancel

the underwriting contract once un-
derwriters sign the slip binding
them to the insurance, the court
ruled.

The court overturned a 1981

Commercial Court decision that

said the option existed-as custom
or practice in both the London
company market and at Lloyd's-
to cancel contracts even after they
are signed.

The case heard by the Court of
Appeal-General Reinsurance
Corp. vs. Forsakringsaktiebolaget
Fennia Patria, an insurer based in
Helsinki, Finland-concerned re-
insurance for a major fire loss in
Antwerp, Belgium.

The court ruled that the Finnish

underwriter's purported cancella-
tion of a retrospective amendment
slip for reinsurance by General Re
was invalid.

5 REASONS CONTROL DATA
TECHNOLOGY GIVES YOU

BETTER HEALTH BENEFITS
MANAGEMENT.

We pioneered fully-automated claims processing systems more
than a decade ago. Control .Data's Benefit Senices can help
you manage your self-insurance programs more effectively and
efficiently than ever before - in five important areas. With tech-
nology that delivers accuracy, consistency, and timeliness in
claims processing, valuable management information and real
cost savings.

1 0 interpretations of benefit plan provisions, legitimate
Computerized accuracy.
Through state-of-the-art computer technology and exact

claims are paid accurately and consistently. Benefit Services'
error rate is a fraction of the industry average. This more accu-
rate processing means less cost and better employee relations.

0 the fee allowance, computes deductibles and coin-Consistency in claims processing.
This system automatically checks eligibility, determines

surance. It also checks history for duplicate claims and coverage,
applies special benefits rules, generates payments and explains
those payments to both employee and providers. We think com-
munication of benefits is important. When needed, our highly
qualified claims examiners are there to explain and assure a
full and fair review of outstanding claims.

3 Timeliness of payments.
Employees file directly with Benefit Sedces, sending

0 a short form along with itemized bills. Eligibility is
determined from data supplied by you. Routine claims are
typically turned around in less than a week. At client option
we can cycle payments every two to three weeks to retain
operating capital.

40 health plan is being used, and how healthcare is beingManagement information reports.
We can help you capture the essence of how your

delivered to your employees. Problem areas can be pinpointed -
in procedures, diagnosis, treatment and delivery of healthcare.
Benefit Services uses more than 8,000 diagnosis and procedure
codes (vs. the usual 25-100) including CPT-4, ICD-9, UB-16 and
ADA protocols. We believe health costs should be managed,
so we supply you with the detailed information you need to
help control your benefit funds. We can also prepare customized
evaluations for you or your consultants.

5 Cost savings.
Benefit Seivices can help you save money on health

0 and dental claims through the consistent coordination
of benefits and the monitoring of prevailing fees in your area.
You can also realize genuine cost savings through the accuracy
of Benefit Sen@es fully-automated claims processing system.

Call us today.
Let us show you how to better manage yourself-insured benefits
programs through applied computer technology.
Call us collect at: 214-385-5666.

Or mail this coupon to: Benefit Sennces Division
Control Data Corporation
14801 Quorum Drive, Suite 301
Dallas, Texas 75240
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Reserve Management Specialists

• Reserve Buy-Out Programs

• Benefit Administrator Programs

• Aggregate Excess and Stop-loss

Providing Capacity aAd Consulting to
Self-Insurers, Captives, and Companies.

Professional Reinsurance Se,vices, Inc.

PAS 6868 North Seventh Aven.le, Suite 204
Phoenix, Arizona 85013

Phone: (602> 234-0946

Everyone talks
about it.

CAS will help you
achieve it.

CONTAINMENT
The essential first step
toward cost containment

is knowing exactly where
your claims dollars go and
exactly what for.
CAS-the computerized
Claims Administration System
tells you.

CAS lets you monitor your
claims payment history by
line item detail, diagnosis
and/or cause. Indeed, CAS
can give you all the
statistical-analysis reports

you need for complete
utilization review.

From there, you're
just a step away from
true cost containment.

And CAS helps you the
rest of the way.
Our nationwide users' group For complete lrformation on CAS fillout the coupoi attach to

1 your letter or buslne,s card and mall today Or call direct
will guide you in deciding

System Develoomer t Corporaticn (Claims Admirist ation System)
what reports you need,  2500 Colcrado Avenue Santa Monica CA 90406 4213) 820 4111
and what specific

to institute.

That's one reason over
a nTLE MAIL STOP

40 major organizations have I 83 -81

switched to CAS. ISOC
Send the coupon now  System Oevelopmert Corporaton ABurroughs Company

and learn the other reasons. b. -.

Buyers to face
rate hikes soon,
reinsurers predict

By STACY SHAPIRO

HARROGATE, England-Insur-
ance buyers will probably pay
more for their insurance during
1984 renewals, members of the Re-
insurance Offices Assn. predict.

For example, Lloyd's of London
underwriters will probably charge
higher premiums to cover in-
creased expenses triggered by the
new accounting procedures they
will have to abide by, says R.J. Kiln
of the Lloyd's underwriting agency
of R.J. Kiln & Co. Ltd.

"Lloyd's is facing an explosion in
the expense cost field," Mr. Kiln
said at the ROA's conference last
month.

"Lloyd's will find it difficult to
compete with other insurers be-
cause its expense ratios to follow
regulations will pull them down."

Other insurers, though, will also
seek higher premium rates because
reinsurance capacity is tightening,
forcing :hem to reduce the amount
of risk they cede to other un-
derwriters.

"The insurance buyer does not
like to hear that, to a large extent,
he will pay more," said Dr. Walter
Diehl, chairman of Swiss Reinsur-
ance Co. in Zurich.

"He (the buyer) will not be able
to avoid an increase because he has

not paid enough before," Dr. Diehl
said.

Since the 19705, he explained. in-
surance companies have been able
to rely on an enormous reinsurance
capacity to fund risk. The more
risk the underwriters could

cheaply cede to
reinsurers, the 
more cheaply 
they could write 
increased

amounts of di- ...11&44/Irl

rect business. ./".4/.-I
However, the

lillip:I#pigiword "overcapa-
city" is becom-
ing a thing of the '
past, conference Dr. Diehl

participants said.
Many reinsurers are refusing to un-
derwrite some risks at what they
consider to be inadequate rates in
light of dwindling-or sometimes
non-existent-profits.

"We must communicate the

problem and make it clear to the
markets what is going on every
day," said H.K. Jannott, chairman
of the board of management at
Munich Reinsurance Co. "We must

try not to underwrite business
which is not technically sound.

"The main thing is to get the
right net premium to cover the
risk. But, the direct insurer deals
with the (buyer) and it is up to
them to put their house in order.
The reinsurer has no direct (con-
tact) with the client."

The overall mood of this year's
ROA conference, which attracted
about 300 people, was gloomier
than last year's. In the past 12
months, reinsurers have been
struggling to stay in the black amid
mounting loss ratios and declining
investment yields.

Also, the industry in some cases
has been stuck with unpaid claims
after reinsurers became insolvent

or refused to pay claims because of
problems with intermediaries.

In fact, the reinsurers admitted,
one of the market's greatest con-
cerns is whether reinsurers will

still be around to pay claims if a di-
saster strikes.

"How are we risk managers sup-
posed to know about reinsurance?"

'The insurance buyer
does not like to hear

that he will pay
more,' says Swiss

Re's Dr. Diehl.

asked Hugh Loader, chairman of
the Assn. of Insurance & Risk Man-

agers in Industry & Commerce,
who represented insurance buyers
at the reinsurance conference.

"Security is one of the main
things that concerns us as direct
buyers," Mr. Loader explained.

44The direct insurance market is

alleged to stay soft, but these people
at this conference will decide when

the market turns. This is where the

market is going to start hardening,"
he said.

The market probably has begun
to turn, reinsurers at the confer-
ence said. They have already taken
action to improve their security
and, in the process, increased their
rates.

Reinsurers in the London mar-

ket have already
decided they are /22=.
losing money on I
reinsurance E _
treaties and ,»i
have reduced

the amount of a

risk they will ac-
cept (BI, March
21).The confer- 
ence held by the Mr. Loader

ROA, a group
whose goal is cooperation among
reinsurers, attracted representa-
tives of reinsurance companies
from all over the world. But despite
their diverse backgrounds, most of
the conference participants had the
same thing in mind.

The talk over tea, at the formal
conference dinners and in the

cocktail lounges was about how
reinsurers are refusing to under-
write many risks because rates are
inadequate.

"I am afraid that we will go back
to our desks after the conference,

though, and we will accept com-
mercially unsound business," one
reinsurer told Munich Re's Mr.

Jannott.

"Isn't it about time we said no
more often?"

"Indeed, this is the center point
of our problem," Mr. Jannott re-
sponded. "I would very much rec-
ommend (you) use the word 'no'
more often, but also bring things
forward in a positive sense.

"Explain to clients why we will
not accept proposals, but (say) that
under different conditions we would

accept them-that is the right di-
rection," he told the reinsurer.

Unfortunately, many reinsurers
will not take these positive steps
until they lose a lot of money, said
Mr. Kiln, the Lloyd's of London
underwriter.

"Things never get better until
enough people get the boot," he ex-
plained. "But, we are seeing a
toughening for the first time. For
the first time in 1983, a lot of people
did say no."

Many companies are still trying
to offer competitive rates for the
business they already have, but
now is the time to give up that busi-
ness if it means losing money, Mr.
Kiln said.

"Management must decide to not
accept business," he explained. .



U.S. reinsurers cut capacity: Bunaes
HARROGATE, England-The

U.S. reinsurance market will prob-
ably tighten by the end of this year,
predicts the head of a large U.S.
reinsurer.

Rising underwriting losses and
concerns about reinsurer solvency
will force U.S. reinsurers to limit

the amount they underwrite and
hike their rates, says B.E. Bunaes,
chairman, president and chief ex-
ecutive officer of Constitution Re-

insurance Co., a unit of Crum &
Forster Inc.

Some reinsurers have watched

their combined ratios climb as high
as 117%, he noted, while interest
rates continue to drop, reducing in-
vestment income.

"There has been one insolvency
every month, reducing reinsurance
capacity around the world, and if
one fails, how many collapses will
there be before it affects us all?"

Mr. Bunaes asked at the Reinsur-
ance Offices Assn. conference last
month.

U.S. regulators are now cracking
down on the security of insurance
and reinsurance companies follow-
ing the insolvency of Kenilworth
Insurance Co. and others, he said

(BI, May 23).
"We have

reached a turn-

ing point in the

Bunaes told the

 conference.

 "Now let's make
Al sure that when

li  we see a light at
IM  the end of the

Mr. Bunaes tunnel it is not a

train coming at
us 60 miles per hour."

If the market does begin to turn,
there is at least one way for risk
managers to combat increased pre-
mium rates, Mr. Bunaes pointed
out. Some American facultative

reinsurers will deal directly with
risk managers at large companies.
A licensed insurer can front the

primary layer of the coverage and
the reinsurer can accept the rest of
the risk.

"While this does not automati-

cally result in a lower premium
level, it is quite doubtful that it re-
suits in a higher level," said Mr.
Bunaes.

This may be one of the few
techniques left for the risk man-

ager, however, to hedge increased
premiums by the end of the year,
he said.

Already, American reinsurers
are turning away business because
it is no longer profitable to under-
write at bargain-basement rates
and would only further increase
the underwriters' already too-high
loss ratios.

Constitution Re, for instance.
cancelled $40 million of its reinsur-

ance portfolio in the past six
months because the business was

"inadequately rated," Mr. Bunaes
said. The company only regained
$15 million of that business when
the treaties were renegotiated, he
said.

"But the time has come in this

cycle to lose 25% to 30% of the busi-
ness in order to sanitize the mar-

ket," he explained.
Virtualy all U.S. insurers are

now worried about their reinsur-

ance security, forcing many U.S.
regulators to closely monitor rein-
surers' solvency and propose new
regulations limiting the use of rein-
surance.

"At the least, this trend will
have a marked impact on the level
of control of the reinsurance pre-
mium leaving the United States.
Further consequences can only be
guessed at. Over time, there could
be a major reduction in the outflow
of business from the United

States," he said.
Some foreign reinsurers believe

that standardized regulations and
policy forms would help increase
security and reduce the amount of
mavericks in the reinsurance mar-

ket today, but Mr. Bunaes dis-
agrees.

"No regulation will ever be able
to control the international rein-

surance business if it is not strictly
or expertly enforced, or if the play-
ers dedicate themselves to finding
ways to circumvent the regula-
tion," he said.

"POSA and Kenilworth could be

repeated with different players,
long before the authorities would
become aware of and be able to en-

force the regulation."
Mr. Bunaes said that a turn in the

market and increased regulation
could put the U.S. reinsurance in-
dustry in a stronger position world-
wide.

Hyatt Prepaid
Legal Service Plans

A major benefit that doesn't
carry a major price tag.

At last. A major group benefit at an extremely low cost.
And a unique firm completely equipped to deliver services
and administer the plan. Hyatt does it all.

Hyatt Legal Services, an established national law firm,
is specially structured to provide legal services to middle
income employees. Services such as wills, divorce, real
estate and traffic matters. And Hyatt Prepaid Plans do all
this for as little as 2¢ to 5¢ per hour.

With its national network of convenient neighborhood
law offices and participating law firms, only Hyatt can
provide services to companies with employees scattered
across the country. And Hyatt's centralized computer
handles the administration for all offices.

Major benefits don't have to carry a major price tag.
For more information about the only full-service prepaid
legal plan, call Sandra DeMent, Director of Prepaid Legal
Services, Hyatt Legal Services, toll-free, 1-800-821-6400.

HYATT
LEGAL SERVICES

Hyatt Legal Services has
117 offices with 250

attorneys in 17 states and
the District of Columbia.

4410 Main Street,
Kansas City, MO 64111

The U.S. reinsurance market is

growing faster than any other in
the world, he pointed out, explain-
ing there are now 125 U.S. rein-
surers, compared with only 60 in
1975.

In 1981, he added, U.S. domestic
reinsurers captured $7 billion of the
$10 billion in reinsurance premi-
ums that originated in the United
States.

Mr. Bunaes also pointed out that
U.S. reinsurance companies are
starting to become part of larger or-
ganizations, which gives them
added financial stability. For ex-
ample, Constitution Re's parent,
Crum & Forster, was recently ac-
quired by Xerox Corp.

"This is certainly good, though
very painful," said Mr. Bunaes.
"The move leads to better manage-
ment, underwriting and overall
control." .
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KM INSURANCE COMPANY

5720 LBJ FREEWAY. SUITE 500

DAUAS. TEXAS 75240

214/991-1515

Call or write: Diane N. Sandlin, Marketing Manager

A Member of the K mart Insurance Group

AMPRO can help your company
get a handle

on health benefit costs.

As thecost of employee health owned subsidiary of one of
insurance climbs past the six the nation's largest reinsur-
percent of payroll figure, with ance markets. it is proven
no end in sight, companies daily on employee benefit
are increasingly turning plans administered by
to self-funded programs professionals who pro-
as a way to contain costs. cess thousands of claims
Andmanyofthesecompanies automatically. They re-
are using PROCLAIMS for the ly on the proven caga-
in-house administration of bilit of PROCLAIMS
their programs. to provi e in-depth tracking
PROCLAIMS isa fully automated and reporting with heavy em-
on-line computersystem forclaims phasison cost containment and full
processing and administration for financial control.

nearly all kinds of group health benefit PROCLAIMS is compatible with many
lans. It is parameter driven for flexi- varieties of hardware, and is availableility, and user friendly for ease of Hmlll,ll,mm on«purchase,lease

operation. or time share basis
AMPRO

...at a surprisinglyFROCLAIMS is designed and built by
DATA SYSTEMS, INC.

affordable cost.AMPRO Data Systems,Inc., a wholly
111111111'.111111111

If you want to get a handle on health benefit costs, you should find out how
PROCLAIMS can help. Write or call: AMPRO Data Systems, Inc., 2504 North
Dmiami Trail, P.O. Box 517, Nokomis, FL 33555 - 813/966-3641.

A wholly-owned subsidiary of American Progressive Corporation, Nashville, Tennessee
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"ALL GROUP INSURANCE NEEDS
ARENT THE SAME.

THAT'S WHY YOU NEED AUSTATE"

Because every group presents unique insurance challenges,
major national brokers rely on Allstate for the broad range of
group life and health insurance products their clients require.

Life, health, dental, and
LTD plans can be precisely
tailored to each group,
providing innovative
and flexible responses to
complex group needs.

And, because claims often
present unusual situations,
timely: accurate claims-
handling is aided by a
modern, on-line computer
network tied into every

Merwin E. Soper Vice President ofGroup Marketing Allstate Group claim office.

To help each company's operational efficiency, customized
funding arrangements and cash-flow plans can also be designed.

Allstate has been insuring groups for over twenty-five years,
and we'll help you put together something special.

Allstate Group Sales Offices are located in:
Atlanta Dallas New York

Chicago Houston Philadelphia
Cleveland Los Angeles Washington, D.C.

Allstate
UFE INSURANCE

Allstate Life Insurance Company,
Northbrook, IL

Because every group is special.

Japanese market growing
without insurance exchange

By STACY SHAPIRO

HARROGATE, England-Japan
probably will not follow the United
States' lead and create an insurance

exchange soon, if ever, says Mokuji
Kashiwagi, president of Toa Fire &
Marine Reinsurance Co. Ltd. of

Tokyo.
"The Japanese market is so re-

liant upon the London insurance
market historically and Japanese
clients very much rely on the long,
historical treaties they have," Mr.
Kashiwagi told other reinsurers at-
tending last month's Reinsurance
Offices Assn.

conference.

"It would be

hard to develop
an exchange in
Tokyo" like
Lloyd's of Lon-
don or the U.S.

exchanges in
New York, Chi-
cago and Miami, 
he said. "We Mr. Kashiwagi
have no insur-

ance brokers for our own market.

The brokers in Tokyo cede our ac-
counts abroad, so we are not ready
to develop an insurance exchange
in Tokyo."

Mr. Kashiwagi flew 8,000 miles
to speak to ROA members about re-
insurance in the Far East, a subject
that is not easy to explain because
of the many different markets in-
volved.

However, he told the reinsurers

that the Far East, particularly
Japan, is fast becoming a major re-
insurance market for risks around

the world. For example, between
1966 and 1980, the Japanese market
earned more than $1.1 billion in re-

insurance premium, while the Jap-
anese sent $1.6 billion of reinsur-
ance overseas.

Besides Japan, there are at least
two other Far Eastern nations that

have the potential to become major
reinsurance centers, Mr. Kashiwagi
said. Singapore has already become
a booming market, he pointed out,
and China's sheer size and popula-
tion give it the potential of becom-
ing a dominant influence on the
world reinsurance scene.

But, he added, it's hard for any-
one to sort out what's happening in
the Far East. "Even today, the state
of things in the Far East is not even
clear to me, with the radius and
background differing from country
to country," said Mr. Kashiwagi.

"The insurance markets are differ-

ent in levels of development. But
the East Asian countries are fast-

growing markets.
"It is the sincere good hope that

no water be thrown on Far East

countries that are trying to develop
their markets," he said.

Of all the growing markets,
Japan is probably the oldest and
most established, he said. After

World War II, the Japanese Min-
istry of Finance allowed 16 domes-
tic insurance companies to form
and permitted 31 overseas insur-
ance companies to start operations
in the nation.

The number of players hasn't
changed very much since then, he
pointed out. Now, there are 22 do-
mestic insurers and 41 licensed for-

eign companies doing business in
Japan.

Many outsiders claim the Min-
istry of Finance strictly limits the
number of foreign insurers that can
do business in Japan, but that's not
so, Mr. Kashiwagi said.

"The government is ready to in-
vite newcomers if they want to un-
derwrite in Tokyo," he said. "But I
do not think it is too wise to start.

Some companies have opened up
offices but seen no profit."

Mr. Kashiwagi explained that
foreign newcomers to the Japanese
insurance arena rnay have a hard
time making money because of the
strong links between domestic in-
surers and their clients. Japanese
companies usually buy their insur-
ance from insurers that have stock

interest in their firms (BI, Dec. 27).

However, Japanese companies
usually spread their reinsurance
business around, Mr. Kashiwagi
said. Usually a Japanese company
will offer a reinsurance treaty to
bids from underwriters and several

domestic and foreign reinsurers
will end up participating on the
coverage.

"Reinsurance is entirely free in
Japan reinsurance market," he
said. "The Ministry of Finance does
not restrict it."

There's also no law against Japa-
nese companies acquiring overseas
reinsurers and some companies
have done just that. "But the record
shows that this is not fruitful," said
Mr. Kashiwagi.

"I do not think Japanese com-
panies have any ideas about ex-
tending their business abroad," he
said.

Mental health benefits studied
SANTA MONICA, Calif.-Wide-

spread coverage for mental health
problems would only increase
overall health care costs by a small
amount, according to a new study
by Rand Corp.

Researchers found that only 9%
of the people who were offered
full mental health coverage for up
to 52 doctor's office visits a year

sought such treatment. And only
5% of those underwent psycho-
therapy.

At the same time, according to
the federally funded study, those
who did receive the generous men-
tal health benefits sought therapy
twice as often as those whose plans
required they pay all costs up to
$1,000 before coverage began.

"These figures at first may seem
contradictory," said Willard G.
Manning Jr., an economist who
conducted the study for Rand.
"What they tell us is that generous
coverage sharply increases the de-
mand for mental health services.

"But, the fact remains that only a
small percentage of those with such
generous coverage draw upon it,"
Dr. Manning said.

According to the study, a
full-coverage health care plan,
which includes full mental health

benefits, paid out only an average
of $24 a year for mental health
claims.

That was just 5% of the amount
paid for all other health services by
the plan.

However, the researchers em-
phasized that such low mental
health plan utilization can only be
anticipated where mental health
coverage is widespread.

"Any employer or insurance
company offering more generous
mental health benefits than others

in the community might find that
those desiring mental health ser-
vices would flock to those plans,"
Dr. Manning said.

Although those who received
more generous metal health bene-
fits than others increased their

spending for mental health care,
that in spending was about equal
with the increase in spending on
traditional health care services

when people are given more gener-
ous medical care benefits, the sur-
vey noted. .



Equitable to offe r
wellness prog ram
to all employees

By MARGARET LeROUX

CHARLOTTE, N.C.-An
award-winning wellness program
at the Equitable Life Assurance So-
ciety of the U.S. Southern Regional
Service Center here is spawning a
national program of health services
soon to be available to all of the in-

surer's employees in the United
States.

The wellness program will pro-
vide employees with incentives
such as cash and gift certificates for
athletic equipment for achieving
and maintaining a healthy life-
style.

The national program is based on
a pilot project now in its third year
at the Charlotte site where about a

third of 322 employees are partici-
pating in nutrition, fitness, smok-
ing cessation and stress-manage-
ment efforts.

Earlier this year, Equitable re-
ceived The North Carolina Gover-
nor's Award for Fitness and Health

in Business and Industry for the
Charlotte program.

The award is sponsored by Blue
Cross & Blue Shield of North Caro-
lina with the Governor's Council

on Physical Fitness and Health.
North Carolina is the only state in
the nation to recognize employer-
supported wellness programs with
a governor's
award.

The success of

the wellness

program in
Charlotte has led

to development
of a nationwide

health assurance

Equlad plans 
to make avail- Dr. Sherwood
able to all its em-

ployees within the year.
Data from the Charlotte program

and wellness statistics from the

company's five other regional ser-
vice centers will eventually be used
to market a package of health ser-
vices to Equitable's group insur-
ance clients, according to John R.
DeLuca, vp and director of the
medical department in the New
York home office.

"Very few companies are sys-
»f tematically planning wellness.pro-

grams and health services like we
are," Mr. DeLuca said.

The Equitable approach to well-
ness is coordinated from New

York, but will rely on consultants
from outside the company for each
of the regional service centers in
Milford, Conn.; Columbus, Ohio;
Des Moines, Iowa; Fresno, Calif.;
and Colorado Springs, Colo.

"A lot of wellness programs
needlessly increase their expenses
by relying on 'big city' experts,"
noted Dr. Martha Sherwood, Equi-
table director of health services.

"These New York City types aren't
always accepted by local people,
while someone from within the

community would be," she said.
Additionally, there is the aspect

of confidentiality. "We don't want
to turn a program designed as a
benefit into something perceived as
Big Brother examining how em-
ployees lead their lives," Mr. De-
Luca added.

"We found that using consultants
who are not from Equitable in-
spires trust from employees," Ms.
Sherwood said.

In Charlotte, the wellness pro-
gram is under the direction of Dr.
Linda Sloan Berne, an epidemiolo-
gist and professor of health educa-
tion at the University of North
Carolina.

Besides Dr. Berne, there is a nu-
tritionist who offers classes plus a
24-hour binge-eating hotline and
an exercise physiologist with the
local YMCA who conducts health

screenings, classes, workshops and
seminars on health topics.

There are coed exercise classes

and aerobic dancing, stress-man-
agement clinics and separate health
classes for men and women. During
the holidays there were seminars
on how to keep holiday drinking
enjoyable and safe.

The program in Charlotte has
been closely monitored by Equita-
ble headquarters.

"We're fine tuning the program
as we go along so we can learn from
our mistakes and make other re-

gional wellness programs even bet-
ter," Dr. Sherwood said.

The insurer has learned the im-

portance of customizing the well-
ness program to meet the specific
needs of different employee popu-
lations.

"We've found, for example, that
the employees in Charlotte don't
drink at the same rate as the staff

in New York, but they drive more
and wear their seat belts less than

their counterparts in New York,"
Ms. Sherwood said.

Equitable's Charlotte employees
are also more suspicious of biofeed-
back as a stress-management tool
than New York employees.

"In New 'York, it's become a
macho trend to be on biofeedback

to help manage your stress," Ms.
Sherwood noted, "while in Char-
lotte, people are very skeptical of
its value."

The comparisons between em-
ployees at the two locations are
based on data tabulated from per-
sonal risk profiles and question-
naires on health, behavior and en-
vironment. The questionnaires are
used as the foundation of the com-

pany's wellness program.
To date, New York and Charlotte

are the only two Equitable loca-
tions that have used the personal
risk profile. It will be introduced to
employees at the other service cen-
ters as the company's wellness ef-
fort goes national.

Individual responses to questions
in the personal risk profiles are
kept confidential and employees
receive a customized profile that
examines their lifestyle and sug-
gests ways to maintain or modify it
to achieve better health.

Some 257 Equitable employees
(161 males and 96 females) who
participated in health education
and promotion programs in 1982
and were profiled ranked the fol-
lowing as risks to their health:
weight problem (85% of the total
group); not using seat belts (73.5%);
elevated cholesterol (50%); high
blood pressure (42.4%); smoking
(30.7%); excessive use of alcohol
(23.7%); and sedentary lifestyle
(17.5%).

To combat these problems on an
individual basis, Equitable employ-
ees who completed the personal
risk profile met with Ms. Berne or
her assistant to discuss the findings
and set individual health goals.

Before the health counseling,
employees are also screened for
height, weight and blood pressure
and are given a blood test to mea-
sure cliolesterol and glucose levels.

In her discussions with Equitable
employees, Ms. Berne helps them
"prioritize their problems from the
most to the least serious." For some,
it's losing 20 pounds and stopping
smoking.

"In a case like that, we'd recom-
Continued on next page

THE NEED:

THE BENEFITS:

"UNINSURED " COST:

THE SOLUTION:
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Repatriation Insurance coverage for the U.S. employee
traveling or working overseas.

Reduced financial liability for the employer when his
employee needs medically supervised transport to an
appropriate hospital or back home for recuperation.

The average cost per incident for uninsured interna-
tiona/ patient transport costs between $12,500 - $15,000.

INTERNATIONAL
MEDICAL
ASSISTANCE

International Medical Assistance Repatriation Insurance covers 90% of the cost of
medically escorted patient transport providing up to $50,000 of coverage per
person per incident.

For more information on how International Medical Assistance Repatriation Insurance
can protect overseas business travelers at a reasonable cost, please call or write:

International Medical Systems
5820 Stoneridge Mall Road, Suite 120

Pleasanton, CA 94566 (415) 462-3630 TELEX 499-1525

Why do it the hard way? You can easily handle a greater
volume of claims . faster, reduce errors, avoid complaints,
simplify procedures, save time and money with modem
computerized processing. Let us show you how.

HERE'S WHAT YOU GET

with Automated Health Services:

• Eligibility Verification • Record Keeping
• Benefit Calculations • Check Reconciliation

• Report Preparation • Correspondence Handling
• Check with Full EOB • Ease in Making Benefit Changes
• Duplicate Checking • and More, MUCH More!

We will install our system on your computer, or your adjusters can
use our computer facilities to process your claims.

Your inquiry will receive prompt response from qualified
principals who can supply complete information about
our ON-LINE claims and Pension Systems.

Phone or write us now.

AUTOMATED HEALTH SERVICES INC.
Phone 312/ 352-1894

9711 W. 55th St. Countryside, ll. 60525

r
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the k station
caught k...

Then, the fireman drove the hook-and-ladder over the hy-
drant outside, flooding the dry cleaning store on the corner.
The owner, raturally upset, ran screaming into the street and
narrowly escaped being run over by:he chief's car. The chief
swerved, avoiding the iraie dry clearer, and drove through
the front oorci of the church across the street. The police-
man cirectirc traffic got a little too excited and charged an
innocent bystander with arson. Meanwhile, the paramedic
accidently dropped the s-retcher carrying the lady who lived
in tiehoise next to the fi'e station and who thought she was
having a heart attack. It vias indigestion, but she broke her
arm in the fall. And, wher the smoke finally cleared...
PENCo covered it all.

Guaranteed-cost programs, broad-form comprehensive Ii-
ability, errors and omissions and other tailor-made risk cov-

e-ages fcr public entities all through A-rated stable carriers.
Fo- more liformation, contact: Dan Lee, CPCU

r--, PO. Box 1280

lE| Nashville, TN 37202
- (615) 361-4065

Equitable expands wellness prog ram
said Ms.Continued from previous page

mend working on weight 1css first,
then attacking the smoking prob
lem " she added.

"We want people to set gcals that
are reasonable and achievable so

they will succeed " Ms Berre said.
During the first year oi the pilot

project in Charlotte, "we _earned
people tend to shoot too h.gh and
then they didn't have the satisfac
tion of achieving their goal '

Once a goal is set, the consultants
work with employees or an indi-
vidual basis to decide how i: will be

achieved

For a weight-loss program,
participants keep a food intake
diary for a few days to see where
the problems originate Employees
are responsible for keeping a
weekly weight chart anc meet pe
riodically with the head of the nu-
trition program to assess their
progress.

Those employees who decide to
participate in the wellness prcgram
sign a contract agreeing to achieve
their goal. At the end of the year,
all who fulfill their contract are

given a certificate and :r€ eligible
for drawings for cast, athletic
equipment and other prizes.

For the first year of the wellness
program in Charlotte, a day of paid
vacation was offered for each goal
an employee achieved. "But by the
second year, participation in the
program was so high, it got to be too

"Firesione looks for
cost control and effective

administration of our benefits.

That's why we chose
Vision Service Plan."

Lowell Jones, Director Employee Benefits
The Firestone Tire & Rubber Company

Vision care is an attractive

employee fringe, but em-
ployers ought to get some
benefits, too. And with Vi-

sion Service Plan, you do.

We're a network of non-profit
corporations. Employees are
free to choose their own doc-

tors. and out-of-pocket costs
are controlled. Plus, there's a

regional office near you to
handle all the paperwork.

It doesn't take new glasses to
see why we've become the
largest underwriters of qual-
ity vision care in the country.

For more information on how

Vision Service Plan can sat-

isfy your needs like we sat-
isfied Firestone's, please call
1-800-325-8499 today.

D

Vsp

expensive an incentive,"
Sherwood.

Surprisingly, when the drawing
for cash and prizes was substituted
for vacation time, there was no di-

minishing of interest and participa-
tion in the wellness progrm.

"I think once people get involved
in something like this, they see the
personal benefit," Ms. Berne noted.
"Other incentives become just
extras."

Last year, everyone in the well-
ness program in Charlotte got a
shirt with a logo designed by one of
their own staff.

This year, sweat F ..L-*h Jj 01
shirts are being -li-Ill,1
considered.

keep people in- -I Im-_AIMN li

volved in the  
program has
forced Ms. Berne L I
and Becky 
White, regional 
wellness coordi- Ms. White
nator for the

Charlotte service center, to come

up with imaginative motivators.
A tour of North Carolina and

some East Coast cities by foot or
bike was promoted during the holi-
days, a slump period for exercise
and dieting. Employees who made
their destination received buttons

proclaiming "I made it to. . ."
The consultants and staff at Eq-

uitable headquarters are pleased
with employee participation in the
wellness program at Charlotte: 86%
of the participants met their goals
for 1982 and responses to a survey
indicated that 82% are more health-

conscious since participating; 71%
feel healthier than before; 51% say
that family and close friends are
paying more attention to their
health; and 76% have urged co-
workers to participate.

For Ms. White, who sets an ex-

ample with four achievement
awards posted at her work station,
the wellness program has led to "a
better self-image. I've learned pa-
tience and assertiveness," she
added. "I'm much better at verba-

lizing feelings."
Another Equitable employee in

the Charlotte service center was

galvanized to act when her per-
sonal risk profile "showed I was
supposed to be dead."

Floya Bryant jokingly exagger-
ates the state of her health when

she began a fitness class three
months ago, but has become a be-
liever in exercise since then.

Nutrition classes helped Alice
Coryelle, another Equitable em-
ployee in Charlotte, "relearn things
I knew all along but didn't pay at-
tention to," she said. "I'm eating
breakfast for the first time in 50

years and am losing weight by cut-
ting out junk food."

Ms. Coryelle is also taking an
exercise class "that I love," she
added. "I never would have done it

if the program wasn't available
here at the office."

The wellness program has also
won accolades from Ed Terrell, re-

gional vp who handles the Char-
lotte service center. "I was very
skeptical at first," Mr. Terrell said,
"but I've seen measurable results:

people are losing weight; they look
healthier. We're more proud of the
program than I thought we'd be,"
he said.

At the Equitable home office, Mr.
DeLuca noted, "There are a lot of
obstacles to a person making a life-
style change that would benefit his
or her health. If an employer can
make it easier by making some of
the necessary resources available,
then it's a valid expenditure." .

Stress management vital
to successful programs

Stress management is the foun-
dation of a successful wellness pro-
gram, according to Dr. Martha
Sherwood, director of health ser-

vices for Equitable Life Assurance
Society of the U.S.

Stress management is essential
but harder to implement, she said.
"It's more complicated than having
a running program."

But stress control is "one of the

hottest health issues of the decade,"

according to Ms. Sherwood.
"Countless experts have sprung

up with programs claiming to help
you conquer stress in one day.

"But stress management is not
something that can be taught in a
one-day workshop," Ms. Sherwood
said. "To make an impact on peo-
ples' lives, you need to provide an
ongoing program," she said.

"Stress management sessions
should be participatory," she
added. "To make an impact, you've
got to make people do more than
read pretty brochures."

"Since stress is something that
cuts across all lines, it's also impor-
tant to have a heterogeneous
group," Ms. Sherwood said. Having
a good mix of managers, executives
and clerical people makes them re-
alize "they are not the only ones
who get migraines," she said.

Another important consideration
is the qualifications of the person
running it, according to Dale
Starcher, director of clinical ser-
vices at the Center for Stress Con-

trol, Hightstown, N.J.
"If someone claims to be an ex-

pert in stress control, ask what is
his or her background," Mr.
Starcher advised. "Most people in
the field have degrees in psychol-
ogy, counseling or health educa-
tion," he said.

"If biofeedback is used as part of
the stress-management program, it
may well be covered by an em-
ployer's group health insurance
policy," Mr. Starcher pointed out.

Cost effectiveness, an impor-
tant measure of a wellness pro-
gram, isn't a valid yardstick this
time, according to Ms. Sherwood.
"There's no doubt that cost effec-

tiveness is an important goal, but
the field is so new, strong data is
just not available yet," she said.

"I tend to be skeptical of most
data that is available right now,"
she continued. "We're going to
need another five or six years be-
fore we'll be able to see a clear ef-

feet of stress management on
health care costs and benefit utili-

zation."

Storm damage set at $17.7 million
NEW YORK-Insured property

damage caused by wind, hail and
tornadoes that swept through por-
tions of Texas, Louisiana, Alabama,

Georgia and Florida April 22-23 is
estimated at $17.7 million by the
American Insurance Assn.

The most extensive property
damage done in the five states was
in Georgia. Damages there amount
to an estimated $9 million. Next

hardest hit was Texas, which suf-
fered $3.5 million in insured dam-
ages, and Alabama, which suffered
about $2.6 million worth of damage
in the storm.

The estimates do not include
damages covered under the Na-
tional Flood Insurance Program.

The storm was assigned Catastro-
phe No. 90 by the Insurance Ser-
vices Office. .
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Multiemployer law not retroactive: Judge
Continued from page 1
1980,-the day President Carter
signed the legislation.

"The case is of phenomenal im-
portance. Hundreds of millions of
dollars are on the line," said San
Diego attorney Michael Merrill,
who challenged the 1980 law on be-
half of a small California construe-

tion firm that was slapped with a
$687,387 withdrawal liability bill.

Another firm-Johnson Motor

Lines Inc.-was hit with with-

drawal liability bills of more than
$20 million after the Charlotte,
N.C., trucking firm went out of
business and withdrew from four

Teamsters' pension plans during
the summer of 1980 (BI, April 5,
1982).

However, the ruling does not af-
feet Johnson because it applies only
to those companies filing suit
within the 9th federal judicial cir-
cuit, which includes Alaska, Ari-
zona, California, Hawaii, Idaho,
Montana, Nevada, Oregon, Wash-
ington and Guam.

The appellate court decision also
won't provide any protection from
withdrawal liability claims to firms
that left the plans after Sept. 26,
1980, or are planning to withdraw.

The Multiemployer Amend-
ments Act requires firms leaving
multiemployer plans to pay a share
of the plan's unfunded vested ben-
efits.

Because employers' contributions
to the plans, which cover about 8
million people, haven't always
matched the benefits promised to
participants, the unfunded liabili-
ties can be enormous.

By making employers liable for
the plan's promised-but unfunded
-benefits, Congress wanted to dis-
courage companies from leaving
the nation's 2,000 multiemployer
pension plans.

Prior to approval of the 1980 law,
an employer could leave a mul-
tiemployer plan and not pay a sin-
gle dollar promised to participants
as long as the plan didn't fold
within five years of the employer's
withdrawal.

When the 1980 amendments

were passed, Congress feared em-
ployers would leave multiemployer
plans in droves because of the in-
creased pension liability. To pre-
vent this, Congress made the law
retroactive.

Several dozen employers have
challenged this retroactive provi-
sion in federal court.

The 9th U.S. Circuit Court of Ap-
peals decision involved three chal-
lenges to the act by three small, pri-

- vately-owned firms that withdrew
from two carpenters' multiem-
ployer plans: R.A. Gray & Co, a Ti-

.gard, Ore., general and commercial
contractor that left the Oregon-
Washington Carpenters Employers
Pension Trust Fund in June 1980;

G&R Roofing Co., a roofing con-
tractor; and Shelter Framing Corp.,
a construction contractor.

Both G&R and Shelter belonged
to the Carpenters Pension Trust for
Southern California and withdrew

from the plan in August 1980.
G&R's withdrawal liability bill was
$687,397, or 40% of its net worth,
while Shelter Framing's bill came
to $797,684, or 180% of that com-
pany's net worth.

In the R.A. Gray case, the 18-
year-old, 65-employee company
was told by the Oregon-Washing-
ton carpenters plan that its share of
the plan's $27 million in unfunded
vested benefits came to $201,359.
The firm had the option of making
quarterly payments of $16,000 in-
stead of one large withdrawal lia-
bility payment.

R.A. Gray filed a suit against the
plan questioning the act's constitu-
tionality. But a federal judge dis-
missed the suit and told the com-

pany to arbitrate its differences
with the plan (BI, Dec. 14, 1981).

However, in the G&R and Shel-
ter Framing suits, U.S. District
Court Judge Irving Hill in Los An-
geles said the retroactive provision
was unconstitutional. Judge Hill
said he was not convinced that

Congress had to apply the act re-
troactively to prevent employers
from leaving the plans before the
multiemployer bill became law (BI.
April 5, 1982).

The three cases were consoli-

dated before the appellate cou rt,
which upheld Judge Hill's ruling.

In upholding that decision, the
appellate court said it rejected ar-
guments that employers should
have known when they left the
plans in 1980 rhat Congress was
considering legislation with a retro-
active effect.

Before passing the bill, Congress
changed the effective date four

times. Those frequent changes
would have made it"impossible for
anyone to predict with accuracy
the final outcome of the legislative
process," the appellate court said.

Had the employers known about
their potential exposures, they
might have taken alternative ac-
tions, such as remaining in the
plans, to avoid withdrawal liability,
the court said.

But because the employers with-
drew before the law was enacted,
they "were not given the opportu-
nity to make such an educated
choice," the court said.

In balancing the interests of em-
ployers and the plans, the court
said the withdrawal liability im-
posed on the three employers was
relatively insignificant in terms of
the plans' total unfunded liabilities.

"The trust fund and covered em-

ployees have not relied heavily on
these employers' contributions,"
the court said. "The withdrawal lia-

bility imposed on the employ-
ers. . .may well be disproportionate
to the specific needs of the pension
trust funds."

By contrast, employers who
withdrew from the plan were re-
quired "to pay a sum that seriously
threatens their solvency, without a
specific showing of the proportion-
ate need on the part on the part of
the pension trust funds. . .We con-
clude the equities weigh against the
retroactive application of the
Amendments Act," the court said.

In reaching its decision, the court
stressed that it was only dealing
with the retroactive provision of
the act.

"It is a decision that is exclusive

to the retroactive application of the

law," said Baruch Fellner, associate
general counsel of the Pension
Benefit Guaranty Corp., the federal
agency in Washington that guaran-
tees workers benefits when their

companies or pension plans col-
lapse.

Mr. Fellner noted that the pro-
spective application of the law has
been unanimously upheld by fed-
eral courts, while an overwhelming
majority of district court decisions
has affirmed the retroactive provi-
sion.

Other pension experts like James
Watson, an attorney with the Los
Angeles law firm of Cox, Castle &
Nicholson, which represents the
Carpenters Pension Trust for
Southern California, say it will
take a Supreme Court decision to
resolve whether the Multiemployer
Amendments Act is constitutional.
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HOW fighting for risk retention group
Continued from page 1
group in Georgia.

HOW's dispute with Mr. Elliott
centers on how the Risk Retention

Act should be interpreted. That
law, passed in 1981, allows busi-
nesses to band together to form
captive insurance companies to in-
sure their product liability expo-
sures with minimal interference

from state regulators.
The act permits companies that

receive an insurance charter in

Bermuda, the Cayman Islands or
any state to operate as a risk reten-
tion group as long as they meet the
insurance capitalization require-
ments of at least one domestic state.

As risk retention groups, these
companies can serve members and
sell policies in all states without
being licensed in each state or hav-
ing to use a fronting insurer to

avoid run-ins with state regulators.
At issue in the dispute is whether

a federal definition of product lia-
bility or differing state definitions
should prevail when states regulate
risk retention groups.

Mr. Elliott has said that the home

warranty coverages that HOW
writes are not product liability
risks, which are the only exposures
a risk retention group can write. He
says the home builders' exposures
for defective products are surety
and property exposures under Del-
aware law (BI, June 28, 1982).

"The Risk Retention Act did not
establish a federal definition of

product liability insurance," said
Delaware Deputy Attorney Gen-
eral Catherine Mulholland, adding
that definition is based on state
law.

Among other things, the HOW

Acase
inbrief

insurance program guarantees
warranties provided by home
builders for defects occurring dur-
ing the two years after a new house
is sold and insures against major
structural defects that may occur
between three and 10 years after a
new house is sold.

Mr. Elliott argues that the two-
year warranty guarantee is surety
coverage and the eight-year struc-
tural defect policy is property in-
surance under Delaware's statute.

But in its filing with the U.S.
District Court in Wilmington,
HOW says its coverage is within
the Risk Retention Act's definition

of product liability, adding that the
federal definition of product liabil-
ity pre-empts any state definition.

Citing a House committee report,
HOW said in its filing the Risk Re-
tention Act "clearly adopts a fed-
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eral definition of product liability
which is to be employed in deter-
mining whether a group is a Risk
Retention Group."

That federal definition of prod-
uct liability, as contained in the
Risk Retention Act, is much
broader than many state laws.

The act says that product liability
includes property damage arising
out of the design or sale of a prod-
uct. Under the act, product liability
includes damage to a product itself
rather than just damage caused by
a product.

A Senate Commerce Committee

report cited by HOW also notes that
one of the act's purposes was to
"permit home builders to establish
a risk retention group. . .to insure
against any potential product liabil-
ity."

Congress' intent in having this
broad federal definition pre-empt
state definitions of product liability
was clear, the complaint says.

"If the group's attempts to as-
sume and spread the product liabil-
ity risk exposure were limited by
the product liability law of each
jurisdiction, the purpose of the act
would be frustrated in that the in-

terstate operation of the group
would be hindered.

"The act permits the group to in-
sure against potential product lia-
bility damages of any type which
may arise anywhere. This reflects
the 'interstate nature of product lia-
bility' and the intent of Congress
that risk retention groups not be
subject to conflicting requirements
of the various states in which they
may operate," the papers note.

Mr. Elliott isn't the only one who
believes that state law shall deter-

mine the exposures that can be in-
sured by a risk retention group.
The National Assn. of Insurance

Commissioners last year adopted a
model bill that would allow states

to impose their own definitions of
product liability on risk retention
groups (BI, Dec. 6, 1982).

HOW is the only group that says
it has formed a risk retention

group.

From 1978 to March 1, 1982, the

HOW program was fully insured
through INA Corp. and generated
$30 million in premiums annually.
However, INA told HOW in late
1981 that because of adverse claims

experience it would terminate its
role lead underwriter.

At that time, HOW considered
tapping the Risk Retention Act,
which was then being considered
by Congress.

"The HOW Corp. saw the act as
an opportunity to continue the pro-
gram by developing a less-costly
insurance cooperative for its mem-
ber-builders, permitting them to
self-insure against all or a portion
of their product liability expo-
sures," the court papers say.

The home builders chose Dela-

ware as the domicile for its new in-

surance company on the advice of
INA, which thought there would be
few regulatory problems there.

"We thought Delaware, as a pro-
business state, would be receptive,"
said Mr. Cooke, HOW's counsel.

The new HOW Insurance Co.,

which is controlled by HOW Corp.,
a subsidiary of the Home Warranty
Corp., was licensed as a commercial
insurance company by the Dela-
ware Insurance Department on
July 27, 1981. HOW later decided to
operate the insurer as a risk reten-
tion group after the federal law was
passed two months later.

HOW, which is substantially
reinsured, was started with capital
and paid-in surplus of $1.5 million,
double Delaware's $750,000 mini-
mum requirement. HOW now has a
surplus and capital of $8 million, up
from $4.5 million in 1982. i

Pool halts claims payments
Continued from page 2
with doctor-related losses at the

time of the assessment of $14.4 mil-
lion.

Following the $11.5 million as-
sessment, the 120 participating hos-
pitals filed their suit against the
plan and pulled out of the fund, re-
verting to the purchase of excess li-
ability coverage from private in-
surers or self-insurance (BI, July
26,1982).

Now fund officials are worried

that their coffers are running dry.
If they do, claimants won't have
anywhere to turn other than to the
state or directly to hospitals and
physicians.

The Patient's Compensation
Fund was established in 1975 by an
act of the Florida Legislature when
major medical malpractice insurers
stopped writing business in the
state because of huge losses. The
fund was set up to provide unlim-
ited liability coverage excess of
$100,000 per claim and $500,000 per
occurrence to 120 hospitals in the
state and about 7,000 physicians
and professional association mem-
bers.

"If the appeals court ruling is al-
towed to stand, many seriously in-
jured claimants will be left with no
apparent means for recovering
payments for their legitimate
claims," warns John W. Odem, the
fund's general manager.

Mr. Odem says he is "optimistic"
the state high court will see the
awesome ramifications of the ap-
peals ruling and will reverse it,
"thus allowing the assessment pro-
cess to continue to provide needed
funds for paying claims."

Mr. Bell, the hospital association
lawyer, says two groups of hospitals
plan to argue before the Florida
Supreme Court in June. The first

group of about 40 hospitals plans to
argue that the entire statute that
created the PCF should be

scrapped, he says.
Those hospitals, for the most

part, did not incur any malpractice
liabilities exceeding $100,000 in the
years in dispute and so have noth-
ing to lose if the PCF can no longer
be their excess liability insurer.

A smaller group of about 15 hos-
pitals face severe claims during the
disputed years, adds Mr. Bell, and
"are a little nervous about being
held personally liable." They are r
arguing that the PCF assessment
system simply needs to be inter-
preted differently, he says.

Insurance Commissioner Bill

Gunter and the Legislature already
have acted to fix the problems with
the PCF, but the solutions aren't
retroactive.

Mr. Gunter named a task force

that recommended a complete
overhaul of the state's medical mal-

practice system (BI, Feb. 28).
Effective this year, the Legisla-

ture increased from $100,000 to

$150,000 the point at which the
fund's excess coverage is triggered
and placed a cap of $10 million on
the PCF's previously unlimited lia-
bility for high-dollar claims.

"I seriously doubt that any legis-
lative fix will be forthcoming (to
solve the retroactive assessment

problem)," says Robert B. Atkins
Sr., president of All Risk Corp. of
Florida, a service agent for the
Florida Hospital Trust Fund, a pri-
mary-layer self-insurance pool.

Mr. Atkins says the problem is
that hospitals will continue to ref-
use to pick up the tab for what they
see as physicians' bad loss experi-
ence, doctors will argue that they
can't be assessed above the 200%

limit and lawmakers will refuse to

let taxpayers bail out either party. .



Work comp bills approved
Continued from page 2
that rates will decrease slightly.

Employers, however, may see a
savings in workers compensation
costs through lower legal charges
because of fewer contested cases.

Supporters believe the new benefit
structure is more specific and will
result in fewer legal battles.

The workers compensation sys-
tem in Minnesota has been criti-

cized for its high rates and liberal
benefit structure.

Several bills were proposed dur-
ing the recent session to reform the
system. In the final few hours be-
fore a midnight recess May 23, bills
were amended at the pace of a high
speed drill to ensure that some type
of workers comp reform would be
aproved. Many observers and legis-
lators alike walked away from that
session not knowing which of the
earlier bills or which provisions fi-
nally were approved.

Two bills made it through-H.F.
274 and H.F. 575-neither resem-
bling their initial forms.

H.F. 274 accelerates the estab-

lishment of an open rating system
and also changes the benefit struc-
ture within the system.

When Minnesota's open rating
law was approved in 1981, it was
the first of its type in the country.
Since then, several states, including
Oregon, Kentucky, Illinois and
Michigan, have not only adopted
open rating laws, but have put
them into effect.

Open rating, also known as com-
petitive rating, requires that insur-
ers file their own rates, rather than
use rates established by a rating bu-
reau. In Minnesota, insurers will
have to file their own rates and rat-

ing plans 15 days after their effec-
tive dates.

Because Minnesota was the first

state to adopt an open rating law,
legislators in 1981 were hesitant to
rush the effective date. They built
in a three-phase timetable that was
suppose to culminate on Jan. 1,
1986.

But, the insurance industry and
insurance buyers are no longer as
concerned that open rating may not
work, said Mark Markman, the
state's former insurance commis-

sioner who helped draft the law.
He now is a senior underwriting of-
ficer with St. Paul Fire & Marine
Insurance Co. in St. Paul, Minn.

"I don't know if open rating will
collectively lower rates, but it will
have the price come to its proper
level," Mr. Markman said.

Others, like Brad Robinson, pres-
ident of Robinson Rubber Products
Co. Inc. in Minneapolis, believe the

i new law will have little effect on
the market, which he says has seen
competition since 1969. At that
time, insurers were permitted to

' sell insurance at rates less than the
manual rates set by the rating bu-
reau.

In the past year alone, rates were
discounted up to 30% according to
Mr. Robinson.

The crux of H.F. 274 is really the
changes in the benefits structure of

, the workers compensation system.
It's a departure from anything

that exists in any other state, ac-
cording to Steve Keefe, commis-
sioner of the Department of Labor
& Industry.

Under this bill, lump sum perma-
nent partial awards will be lowered
in most cases, but amounts have not
been set.

The law will encourage injured
workers to return to work sooner

and employers to help these work-
ers find a job.

Currently, injured workers re-
ceive a lump sum permanent par-
tial payment at time of diagnosis,
whether they go on disability or re-
turn to work.

Under the new law, injured
workers are separated into two
classes: those who return to work
and those who don't.

Injured workers, who return to

work, either by finding a job on
their own or with the help of their
employer, are entitled to a lump
sum payment 30 days after they re-
turn to work. This payment will be
smaller than the current award in
almost all cases.

For those workers who do not

find a job, or who refuse a job offer,
benefits will be doled out on a
weekly basis rather than as a lump
sum. If the worker does ultimately
return to work, he or she would re-
ceive the balance of the predeter-
mined payment

Another section of H.F. 274 will

cut out the stacking of benefits for
permanent partial injuries, said
John Lennes, general counsel with
the Minnesota Assn. of Commerce

& Industry, a private trade associa-
tion of about 4,500 companies.

He explained that some injured
workers were awarded more than
the maximum single benefit if they

had multiple injuries. For instance,
if an employee who suffered partial
loss of an arm received 60% of the
permanent total benefits and then
received 50% of the permanent
total benefits for a partial loss of a
leg, he would end up with more
than the allowed maximum bene-
fit.

The new law will use the "total
body" concept and set maximums
for injuries that will not exceed
100% of allowed benefits.

In still another provision of H.F.
274, death benefits will be paid on a
weekly basis. Under the current
law, these benefits are paid in a
lump sum.

There also is some court reform
included in this bill. Appeals will
be limited to include only the legal
issues in question, rather than a re-
hash of the entire case.

In another provision, attorneys
will be able to request that certain
judges not hear the case. Currently,
there is no choice or denial of

judges, some of whom have earned
bad reputations, Mr. Lennes said.

In H.F. 575, legislators approved
the establishment of a state fund by
July 1, 1984. Eighteen states al-
ready have established funds to sell
workers compensation insurance.
In some of those states there are ex-
elusive funds, giving the right to
sell insurance to the state only.
Such an exclusive fund was dis-
cussed earlier this session by Min-
nesota legislators (BI, March 7), but
a competitive state fund was finally
adopted.

The state fund "won't be bad, it
won't be good; one more company
(selling workers comp insurance)
won't really matter. I don't think it
will have an impact in the market-
place," Mr. Markman said.

Passage of the state fund was a
political gift to labor, Mr. Robinson
and others said. For years,
organized labor in Minnesota ar-
gued that a state fund would solve
all the ills of the workers compen-
sation system. But during the past

decade, many of the problems have
been eliminated, making a state
fund unnecessary, critics of the
fund say.

Advocates of a state fund have
said that it would hold down the
cost of workers comp insurance be-
cause it wouldn't have to make a
profit like commercial insurers do.

Others have said that a state fund
would increase competition. "But
there already is competition, and
don't forget the open rating law,"
said Brian Fahey, director of re-
search for the Minnesota Assn. of
Commerce & Industry.

Critics believe that the state fund
may become a bad risk pool for em-
ployers that can't purchase insur-
ance from any other source. This
could affect all taxpayers in the
state.

The bill provides that the state
fund receive from the state's bud-
get a loan of $3 million in capital
and $1.7 million for start-up costs,
to be paid back over a 10-year pe-
riod at 8% interest. I
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Regulators considering the sale of BMF
Continued from page 2 with the court yet million in notes finances, which would probably be major life insurers besides National

If BMF is not sold, NAIC's Se- Mr Molin says he views the alle- The other $32 million in debt is- finished during June If Hawaii Equity Life and MGIC The three
curities Valuation Office in New gations contained in the former sued by BMF was held by a Bald- finds that NEL's assets are insuffi- companies. two of which are based
York will be required to determ.ne BMF treasurer's suit as "in a large win affiliate, National Business cient to guarantee liabilities to poll- in Arkansas and the other in Indi-
the value of the $92 million in cebt part, those of a disgruntled em- Services Inc At one time, all of the cyholders, Baldwin-United could ana, sold or reinsured single pre-
held by Baldwin companies as part ployee stock of NBS Inc was held by be asked to add funds, he saic mium deferred annuities

of the Dec 30 sale to BMF manage- "We're confident we can get the MGIC Investment Corp, parent of Mr Molin downplayed sugges-

ment, Mr Molin said full asset value out of (BMF)," he several Wisconsin-based prop- Mr. Molin said NEL had recently tions that Baldwin might try to sell
The NAIC office already has adds erty/casualty insurers An MGIC been dissolved as a Hawaii corpora- MGIC "I don't believe there's

collected copies of some of the BMF spokesman said last week he wasn't tion and reincorporated in Inciana going to be any sale of MGIC," said
transaction documents and is seek- The value of BMF is important sure whether NBS is currently in Regulators are trying to deter- Mr Molin "They just happen to
ing the rest to regulators because of the trans- the insurers' portfolios mine the worth of the assets field in have the unfortunate circumstance

"It's my feeling that what should action between Baldwin-United In Honolulu, a state insurance the portfollOS of all of having been bought by Baldwin-
happen is the sale of BMF, which and the brokerage's management regulator, Brian Miyagi, said Ha- Baldwin-United insurance subsi- United " Mr Molin said he re-
would obviate the necessity of an on Dec 30, 1982 On that day, a wait was conducting a routine ex- diaries, Mr Molin said The subsi- garded MGIC as the likely center-
SVO evaluation," said Mr Molin newly formed holding company, amination of National Equity Life's diaries include at least three other piece of a Ba.dwin restructuring •
"The value is what the market will BMF Services Inc, acquired all the
bring, probably (but) we're not equity of the brokerage and ltS sub-
going to have a fire sale, we're not sidiaries BMF Services is con-
going to give it away to anybody " trolled by BMF's senior manage- Group dental insurance grows

Mr Molin says that, in his view, ment
BMF "is not an asset that is esEen- In exchange, BMF Services, WASHINGTON-More than pants must wait until they are 65 ployers offered group health insur-
tial" to the revival of through at least six subsidiaries, two-thirds of workers employed by before they can retire with a full ance plans In most of the plans, the
Baldwin-United paid to two Baldwin companies a companies with more than 100 em- pension benefit, while 31% could employee had to pay the first $100

An issue in a sale of BMF would total of $92 million consisting of de- ployees are covered by group den- retire between 60 and 64 In addi- of expenses and 20% of costs over
have to be an employment discrinn- bentures and attached warrants tal insurance plans, according to tion, 13% of participants were en- that deductible
mation suit filed by a fired former The warrants allow Baldwin to ex- the U S Labor Department's Bu- rolled in plans that allow an em- However, 57% of employees were

treasurer of BMF The suit alleges change the debentures for 79% of reau of Labor Statistics ployee with 30 years of service to covered by group health insurance
the nation's seventh-largest bro- BMF stock on demand Between 1979 and 1982, the per- retire at any age with a full benefit plans that paid all remaining costs
kerage "concentrated" premium One of the Baldwin subsidiaries centage of workers covered by About two-thirds of workers once an employee's annual out-of-
trust funds in a California acount is National Equity Life Insurance dental plans increased from less were covered by retirement plans pocket expenses reached a certain
and drew on that account to fi- Co of Honolulu, Hawaii, which than 50% to 68%, the department that base the final benefit on earn- amount-usially $1,000
nance operations and acquisit:ons purchased $60 million of the notes found in a survey of 1,500 firms ingS, while 30% received benefits Complete findings from the Bu-

BMF denies all the allegations in in exchange for cash from its insur- with more than 100 employees based on a specified dollar amount reau of Labor Statistics survey will
the former executive's suit (BI, ance portfolio The regulators want The survey also discovered that for each year of service be published this summer in issues

May 23) It has not filed a response to ensure the value of those $60 some 42% of pension plan partici- Nearly all of the surveyed em- of the Monthly Labor Review i
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At small firms, risk managers handle pensions
Continued from page 1 ers at the smaller companies had

Some 187% of the risk managers overall responsibility-either
at companies with less than $200 directly or indirectly-for claims At large firms, risk managers get more benefitsmillion m sales and 12 5% of those handling and settlement, while
at companies whose sales range 93 1% of those at the larger com-
from $200 million to $1 billion an- panies had direct or supervisory Risk managers at large firms are not only paid at companies with revenues ranging from $1 billion
nually are responsible for pension claims responsibility more than their colleagues at smaller companies (BI, to $2 billion and 100% of the 73 surveyed risk man-
and profit-sharing plan administra- May 23), but they also are more likely to receive agers at companies with $4 billion to $7 billion inMuch the same pattern holds some lucrative employee benefits.tion, according to the survey true for overall responsibility for a sales were entitled to a company-paid pension.

For example, only 17% of risk managers at com- In addition, large companies offer their risk man-Only 74% of the risk managers at company's liability insurance pro-
companies with $1 billion to $4 gram. parties with less than $200 million in sales receive agers more life insurance protection than small
billion in annual sales and Just 1% corporate stock options, according to a risk manage- companies

Some 93.8% of the risk managers ment compensation survey conducted by Logic Per-of those at companies with more at companies with less than $200 Risk managers at firms with more than $7 billion
than $4 billion in revenues re- million in sales said they were sonnel Associates Inc, a New York-based recruiting in sales receive life insurance protection that aver-firm.

ported responsibility for pension directly responsible for casualty in- ages 2.6 times their average annual salary of $81,186,
and profit-sharing plans As companies increase in size, the percentage of or total life insurance of $212,721.surance, while another 33% said

In addition, risk managers at they supervised the person ln risk managers who are offered stock options in- Risk managers at companies with less than $200
smaller companies are more likely charge of this function creases. For instance, 29% of the surveyed risk man- million in sales-who, according to the survey, re-
to be the firm's safety, fire-preven- agers m the next-largest category-companies with ceive an average salary of $34,894-received an av-At companies with more than $4
tion and security managers than billion in revenues, only 703% said $200 million to $500 million m revenues-said they erage of 18 times salary in life insurance, or an av-

receive stock options.
those at giant companies erage of $62,809 in life insurance coveragethey had direct responsibility for Thirty-three percent of the risk managers at com- However, the percentage of risk managers receiv-More than 47% of the surveyed casualty msurance programs, while
risk managers at companies with the rest said they supervised the panies with sales ranging from $1 billion to $2 ing one executive perk-a company car-did not
less than $200 million in sales and person who did billion said they were offered stock options, while necessarily increase with company size.
42 6% of those at firms with reve- Overall, 100% of the large-com- 61% of those in the largest category-more than $7 Twenty-three percent of the surveyed risk man-

billion in sales-were offered options. agers at companies with less than $200 million innues between $200 million and $1 pany risk managers had direct or
billion told Logic they were re- indirect responsibility for casualty Risk managers at larger companies are also more sales said they received a company car, while only
sponsible for safety and fire pre- insurance, while only 97 1% of the likely to be covered by a corporate pension plan, the 16% of those at companies whose sales range from $1

survey notes
vention Only 287% of the risk small-company risk managers had to $2 million said they were entitled to one.

Only 78% of the respondents at companies with But, 29% of the risk managers at the largest firmsmanagers at companies with $1 such responsibility
billion to $4 billion in revenues and less than $200 million in sales said they were cov- -those whose sales exceed $7 billion-told LogicHowever, not all the duties per- ered by a corporate pension plan, while 95% of those they received a company car.Just less than a quarter of those at formed by at least some risk man-
companies with more than $4 agers fit this trend For instance,
billion in sales reported such re- 27 2% of the risk managers at the workers, while the largest com-
sponsibility The educational level of a com- nation, while 4% had attained the

smaller companies reported direct panies reported an average of pany's professional risk manage- Associate in Risk Management des-Likewise, 20% of those in the or supervisory responsibility for slightly fewer than three clerical ment staff also increased with sales ignation However, at companiessmallest category-less than $200 corporate security, while only 79% personnel For example 12% of the risk man- with between $4 billion and $7million in sales-said they were re- of those at the largest companies Besides larger staffs, risk manag- agement professionals at companies billion in annual sales, 12% aresponsible for security at their com- said security was part of their de- ers at large companies also can with less than $200 million in reve- CPCUsand 10%havebeenpanies, while Just 5% in the largest partment's duties
category-companies with reve- boast of a higher level of education nues had received law degrees, awarded the ARM designationRisk managers at larger com- than those at smaller companies, while 15% had MBAs Although risk managers at largenues in excess of $4 billion-had panies can assign direct responsi- which could be one of the reasons
that duty At companies with $1 billion to companies can boast of bigger staffsbility for duties like managing cas- large-company risk managers are $2 billion in sales, 12% of the risk and better education, risk manag-Although risk managers at larger ualty insurance programs or han- entrusted with risk-financing management professionals re- ers at smaller firms are more likelycompanies were not directly re- dling claims to others because they duties far more often than their ported receiving law degrees and to have direct links with the com-sponsible for as many Jobs as their have larger staffs colleagues at small firms
colleagues at smaller firms, they According to the survey, com- 31% had MBAs, while 25% of the pany's top management.

Logic devised a scale from one to surveyed professionals at firms Twenty-one percent of the riskoften supervised others who had panies with less than $200 million four to rate the education level of with more than $7 billion in sales managers at companies with lesshands-on responsibility for those in annual revenues average fewer risk managers A score of one was could boast law degrees and a than $200 million in revenues re-duties

than two professionals on their risk assigned to a person with no college whopping 72% had received an port directly to the company'sFor example, 72 7% of risk man- management staffs Larger com- degree, a score of two was awarded MBA chairman or president, while theagers at companies with less than panies, like those with between $2 to a person with a bachelor's de- Mr Meyers at Logic said the remainder report to officers with$200 million in sales reported they billion and $4 billion in sales, gree, a score of three was given to large number of MBAs in large- lesser titles
had direct responsibility for claims averaged more than three profes- someone with a master's in busi- company risk management depart- Only 4% of the risk managers athandling and settlements, while sional risk management staffers, ness administration or an equiva- ments is one of the reasons these companies with more than $7only 446% of those at firms with while the largest companies sur- lent, and a four signified a law de- departments are entrusted with billion in revenues reported havingmore than $4 billion in sales re- veyed, those with more than $7 gree
ported such responsibility billion in revenues, had an average risk-financing responsibilities more this top-level access

Risk managers at the smallest often than the departments at smallOnly 12 9% of the risk managers of slightly fewer than six risk man- firms-less than $200 million in companies
in the smaller category reported agement professionals on staff revenues-average a score of 1 9, or Risk managers at larger firms are Copies of the "1982 R:sk Manage-they supervised another person The size of a risk manager's slightly lower than bachelor-de- more likely to seek professional ment Compensation Survey" arewho had responsibility for claims, clerical staff also varied with the gree status Educational scores in- designations, the survey points out available for $35 each, includingwhile 485% of those m the larger size of the company At the smallest creased as corporate size increased, Only 3% of the risk managers sur- postage and handling, from Logicclassification supervised the person of the companies surveyed, a risk with risk managers at companies veyed m the smallest classifications Personnel Assoczates Inc, 170in charge of claims management department averaged with sales exceeding $7 billion re- had received a Chartered Prop- Broadway, New York, N Y 10038;Hence, 85 1% of the risk manag- slightly fewer than two clerical porting a score of 2 5 erty/Casualty Underwriter desig- 212-227-8000

Attorneys' fees challenged in Hyatt case
Continued from page 2 cuit Court of Appeals in St Louis, skywalk victims should benefit ments are not included in either of On that basis, total claims paid toing millions of documents and tak- attorneys for collapse victims Jo- from the settlement money and the class rulings
ing numerous depositions from de- seph Vrabel and Brenda J Aber- concludes that ltS clients are being federal court plaintiffs would be in
fendants' employees Roughly another $28 million has the $500,000 range, compared withnathy, two members of the federal unfairly prejudiced as a result of been paid in the state class settle- total claims payments of more thanPlaintiffs' attorneys say Judge class action, filed notices of appeal the settlement
Wright asked that they submit of Judge Wright's class settlement ment to resolve suits filed in state $60 million

The law firm also objects to court, and about $200,000 has been The $2.2 million in fees awardedtheir time sheets to him only In at order and fee order No hearing Judge Wright's May 4 fee order for paid in the federal class settlement May 4 by Judge Wright are forleast two instances, the sheets were date has been set
filed with the clerk of the federal the federal class action lawyers to resolve all but about six cases work done by attorneys repre-The petitions were filed May 19
court in Kansas City in sealed en- by the law firm of Stavros & Bia- pending in federal court

According to Judge Wright's senting the collective interests Of
velopes, which the clerk will not siello m Park Ridge, Ill One plaintiffs' attorney estimates all skywalk victims, the Judge said
open to public inspection without order, the $2 2 million is to be paid that the remaining six federal court in his order, even though those

In objections filed prior to Judge to attorneys who represented the cases mvolve injuries and damages lawyers' clients will only receiveJudge Wright's approval In a third Wright's Jan 31 class settlement class of victims that filed suit in worth approximately $200,000 to compensation totaling approxi-case, the Judge received the only order, the firm objected to the federal court However, the law $300,000
copy of the attorneys' time sheets mately $500,000granting of settlement money to firm of Stavros & Biasiello was not

Hyatt and Crown Center, a sub- philanthropies The Jan 31 settle- designated as class counsel by
sidiary of Hallmark Cards Inc., ment provided a fund of $35 mil- Judge Wright
argue that Judge Wright acted too lion to cover legal fees and dam- OSHA inspections increasePlaintiffs' attorneys who filed
soon in awarding the fees They ages to federal plainfiffs and an ad- SUltS ln Jackson County Circuit WASHINGTON-The Occupa- assistant secretary of labor andalso say there should be a hearing, ditional $65 million in long-term Court that were later combined tional Safety & Health Administra- head of OSHA
possibly public, at which the plain- payments to Kansas City area into a state court class action also non says it increased its totaltiffs' attorneys would be required charities "This was accomplished despite a
to discuss their time and billing in are not covered by Judge Wright's number of workplace inspections budget cut of 6 6% and a loss of 568"The proposed federal class set- May 4 order They are being paid by nearly 15% in 1982 authorized positions, a 19.4% de-front of the defendants in the tlement thunders an intent to individual fees under a separate
skywalk litigation award punitive damages to various settlement The 63,914 OSHA inspections is crease from the previous year "

Finally, they say the skywalk de- charities," said the firm's objections the second highest total in the last Of the 63,914 OSHA inspections
fendants, which will pay the $2 2 filed Jan 19 Attorneys involved in the Hyatt six years, OSHA says

litigation say that about $33 million last year, 31,012 were made at con-
"We have succeeded in not only struction sites, which are consid-million to the attorneys, should re- While plaintiffs applaud the de- was paid to about 220 victims prior raising the number of inspections ered by the agency as the nation'sduce fee payments by whatever fendants' flagrant display of phi- to negotiation of the tandem state above the average for the previous most hazardous workplaces.amount individual plaintiffs' law- lanthropy, plaintiffs suggest that and federal class-action settlements administration, but we have also OSHA says only 4% of its inspec-yers receive in fees from their inch- the award has no basis in law or in late last year and in January 1983 been able to target these inspec- tions were contested by employersvidual clients fact

Meanwhile, in the 8th U S Cir- (BI, Jan 17) Attorneys' fees in- tions on the most hazardous work- last year, compared with 20% inThe firm argued that only curred for these pre-class settle- sites," said Throne G Auchter, an 1980
.
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Punitive damages allowed in Hilton deaths
Continued from page 2
Backus & Maupin Ltd.

Eight persons died and 242 were
injured in the Feb. 10, 1981, Hilton
blaze, while the November 1980
fire at the MGM Grand killed 84

persons and injured more than 700
others.

Six wrongful death cases have
not yet been settled in the Hilton
fire litigation, Mr. Fetterly said,
adding that 140 personal injury
cases still remain.

According to an estimate by a
plaintiffs' attorney, total liability in
the Hilton fire, excluding punitive
damages, could come to $25 million
to $30 million. Hilton Hotels Inc., the
owner of the hotel, had $200 million
in liability insurance and $250 mil-
lion in property insurance at the
time of the fire (BI, Feb. 16, 1981).

Besides Hilton, approximately 70
other defendants have been named,
including hotel suppliers, installers,
local government agencies, con-
struction companies and architects.

Nevada law is clear that punitive
damages can be pressed in personal
injury cases, but the defendants
sought a ruling from Judge Gold-
man on whether Nevada's wrong-
ful death statute prohibits punitive
damage claims.

The wording in the statute was
changed during the late 1970s
when the state attempted to update
its wrongful death, survival and
other statutes, Mr. Fetterly ex-
plained. The words "punitive dam-
ages" were removed and upenal-
ties" substituted.

The defendants argued that the
word "penalties" did not include
punitive damages.

Judge Goldman disagreed, how-
ever, stating that the statute was
"clear and unambiguous.

"I suggest to you that in the con-
text of the statutes the word 'penal-
ties' clearly contemplates and in-
cludes punitive or exemplary dam-
ages," he said.

In his ruling, Judge Goldman de-
scribed as "dark humor" the theory

that he said can be applied in states
that do not allow punitive claims in
wrongful death cases. That theory
is it is cheaper to kill a person than
to injure him.

A Nevada court has never ruled

on whether punitive damage
awards assessed against a defen-
dant are insurable.

No trial date in the case has been

set. The parties are now attempting
to put together a plan for orderly
discovery, Mr. Fetterly said, adding
they might be able to reach an
agreement on discovery that could
be submitted to the court for ap-
proval within two weeks.

Between 250 and 300 depositions
may be required as part of the dis-
covery process, said Mr. Backus,
the defense attorney, adding that
the number could increase. Attor-

neys probably won't start taking
depositions until late summer or
early fall, he added.

According to experts, states are
split as to whether punitive dam-
ages can be awarded in wrongful
death situations.

Marquette University Law Pro-
fessor John J. Kircher, who has co-

authored a book on punitive dam-
ages, says that it is a question of
statutory interpretation among the
states.

"There is a split of authority, not
from a principled common law ap-
proach but rather on what the stat-
ute provides and whether it allows
for punitive damages," Professor
Kircher said.

A majority of the wrongful death
statutes have been construed to not

allow punitive damages, he added.
Defense attorney Victor B. Levit

of the San Francisco firm of Long
& Levit, who has authored articles
on punitive damages, agrees that
states are split on the issue.

"I don't think there is any trend,"
he said. "There is a lot of authority
on both sides. It's fairly well split
and evenly divided."

Mr. Fetterly added that though
the same law firms represent both

We are pleased to announce the appointment of

PAUL l. SWEENEY, C.P.A.

as

Executive Vice President

in charge of Management Consulting.

We are also pleased to announce that

ROBERT D. MILLER

has ioined us as
Director of Field Operations.

PETER M. LICHT

has ioined our Actuarial Staff
as a Senior Consultant.

A. MOORE LIFTER, Esq.

has ioined us as
Executive Insurance Consultant.

ESTHER CHAN

has ioined our
Accounting Staff

Hilton and MGM, attorneys for
MGM never tried to bar punitive
claims in wrongful death cases
arising from the MGM fire.

All but a few of the 450 suits filed

in the MGM litigation are included
in a settlement with MGM Grand

Hotels Inc. and a variety of other
defendants. No punitive damages,
either for personal injuries or

wrongful death, have been
awarded in the MGM case (BI,
March 21). MGM's retroactive lia-

bility insurers, however, cor-tend
that punitive damages are part of
the settlement.

Mr. Fetterly added that although
there were fewer injuries in the
Hilton fire than the MGM blaze,
the injuries in the Hilton fire were

"significantly more severe" than at
the MGM.

That's due in part because the
MGM fire occurred in the casino

area, while the Hilton fire pene-
trated the hotel's sleeping quarters,
trapping a number of persons and
causing significant injuries from
smoke and toxic byproducts, Mr.
Fetterly noted. •

Occidental consolidates pension plans
benefit beat

Occidental Petroleum Corp. is
terminating four defined benefit
pension plans affecting 23,000 sala-
ried employees and will replace
them with one defined contribu-

tion retirement program.
The plan consolidation, which

was announced May 23 and filed
with the Pension Benefit Guaranty
Corp. the next day, will go into ef-
feet June 1. The four defined con-

tribution plans are overfunded by
more than $240 million, Occidental

says.
Besides the new defined contri-

bution plan, Occidental will also
offer salaried employees a savings
plan beginning Jan. 1.

Under the new defined contribu-

tion plan, Occidental will contrib-
ute a percentage of a worker's pay
to individual accounts. The contri-

bution formula for employees
under 35 is 4% of base salary up to
the Social Security wage base, plus
9% of the remainder. For employ-
ees 35 and older, the formula is 7%
of base salary up to the Social Secu-
rity base, plus 12% of the remain-
der.

The company's contributions to
the retirement accounts will be in-

vested in a guaranteed income con-
tract with a major insurance com-
pany, an Occidental spokesman
said.

Employees will be vested after 10
years of service or at age 40 after
five years' service. No employee
contributions are required.

Kramer Capital Consultants, Inc.
Management Consultanh to the insurance /ndustry

3 East 54th Street, New York, N.Y. 10022
(212) 750-9300

Under the new employee savings
plan, Occidental will match dollar-
for-dollar employee contributions
of up to 6% of pay. An employee
vests 20% each year until he or she
is fully vested after five years. Em-
ployees with less than a year of ser-
vice are not entitled to any com-
pany contributions upon termina-
tion.

The four defined benefit plans
being terminated by Occidental
and three subsidiaries include

23,143 participants, of which 13,848
are vested and 2,696 are retirees.

Occidental says the plans, which
have total combined assets of $726.5
million, are overfunded by $248
million.

The four plans to be terminated
include:

• Occidental's own plan for sala-
ried employees, which currently
has 6,075 total participants, 2,304
vested participants and 198 retirees.
The plan, which has $85.5 million
in assets, is overfunded by $40 mil-
lion, the company says.

The plan pays a benefit equal to
years of service multiplied by the
total of 1.2% of final average pay up
to the average Social Security wage
base, plus 1.7% of the excess.

The final average pay is based on
an employee's five highest-paid
years.

Employees become fully vested
after 10 years of service or with.
five years of service at age 40. No
employee contributions are re-
quired.

• The salaried employees plan

at subsidiary Cities Service Co.,
which includes 909 retirees, 5,541
vested participants and 8,784 total
participants. The total plan assets
were $462 million, of which $150
million is overfunded, Occidental
says.

The monthly benefit paid by the
plan is based on the most lucrative
of three different formulas: 1.5% of

each year's pay up to the Social Se-
curity wage base, plus 2.25% of ex-
cess; $144 times years of credited
service; 1.275% of final average pay
up to the average Social Security
wage base for the five years prior
to retirement, plus 1.5% of excess
salary, all multiplied by years of
credited service.

The Cities Service plan defines
final average pay as the three high-
est-paid years of the last 10 years of
service.

The plan, which requires no em-
ployee contributions, fully vests all
participants after 10 years.

• Subsidiary Hooker Chemical
Corp.'s salaried employee plan,
which includes 338 retirees, 1,844

vested participants and 2,939 total
participants. The plan has $49 mil-
lion in assets, $23 million of which
are excess, Occidental says.

• The Hooker Chemical & Plas-

ties Co. salaried employee plan,
which includes 1,251 retirees, 4,159

vested participants and 5,345 total
participants. Occidental expects to
receive $35 million of the plan's
$130 million in total assets.

Details of the two Hooker plans
were not available.

Salaried employees at two other
Occidental subsidiaries, IBP Inc., a

meat processor, and Island Creek 
Coal Co. are not affected. .
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 Bl Insurance Index 3 Insurers' first-quarter results
/1.
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295 do not reflect true situation
290
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280 By MYRON M. PICOULT • Pretax investment income from prop- Traditionally, management teams have not
275

270
erty/casualty operations continues to lumber sought to shrink their companies

Special to Business Insurance along at a snail's pace The companies sur- • More underwriters seem to be ap-
265 rT'HE BOOKS ARE now closed on the prop- veyed showed a 32% investment income in- proaching (or to have reached) the same tax
260 i 1 erty/casualty Insurers' first quarter, and crease, with six companies above the aver- bind that Aetna Life & Casualty Co is in As

as a general rule of thumb, operating earn- age, nlne companies below and one even we noted earlier (BI, Feb 23), the Securities* 250
ings were in line with expectations In fact, in w:th the average and Exchange Commission has scotched all* 21:. *1 many instances, the results exceeded esti- These results continue to reflect the impact hopes of booking future tax credits

* 240 Mi
:s mates by a wide margin Shortfalls were of a reduction in cash flows and a decline m Notwithstanding the first-quarter earnings.: SSv *r#*41649444&¢*#)6436<,4' jj clearly the exception investment yields This pattern will persist results, we still expect industry earnings to

These better-than-expected results re- until there is a reversal in cash flow, which is decline in 1983 Book values, however, have
flected improved underwriting results as the the dominant variable shown some "apparent" growth reflective of
growth of the insurers • The average combined ratio (after poli- stock- and bond-market gains Thus, returns

The Business insurance stock index continues net investment income cyholder dividends) for our group weighed in on equity figures, while not plummeting, are
to seesaw, rising 2.8 points to 278.6 during the actually lagged project- at 106 7%, compared with 1077% last year not going up, either
week ending May 24. The index had dropped ions However, we do not Only Geico Corp and American Interna- Most important, however, lS the beginning
3.5 points during the week ending May 17 after view the underwriting tional Group Inc posted combined ratios less of some economic growth, which shouldtv....
hitting a record high May 10. Twenty-nine insur- experience and the than 100%, with the ratios of the reporting manifest itself in some modest but nonethe-
ance industry Issues closed up, 13 were un- operating results as true vit companies ranging between 93 2% and less positive premium growth in variouschanged and 29 closed down. The leading gain- indications of the indus- f * 119 8% commercial lines in the second half of the
ers were Statesman Group Inc., 16.9%; Mission try's present fundamen-

1 V . Although the average combined ratio im- year We suspect that underwriters in the
Insurance Group inc., 14.7%; Hanover Insur- tal state The under- .sa. A proved, the expense ratio deteriorated about trenches will be more willing to attempt to
ance Co., 12.7%; Crawford & Co., 12.6%; and writing cycle has not yet =RL 1 1 percentage points, while the loss ratio im- secure some magnitude of rate relief from
Integrated Resources Inc., 11.6%. The largest turned and property/cas- r====.  proved 21 points, reflecting very favorable clients if there is some support in the form of
losses were posted by SAFECO Corp., 6.8%; ualty insurers' combined Mr. Picoult personal lines underwriting experience and a premium growth Hence, a total or partial re-
Aneco Reinsurance Co. Ltd., 6.3%; Frank B. Hall ratios will continue to decline in catastrophe losses. jection of a sought-after rate increase would
& Co. Inc., 5.7%; Orion Capital, 5.7%; and St. worsen before they get better • Our loss reserve data is not complete not be as evident
Paul Cos. Inc., 5.7%. The 8/ index suffered a Here are some observations from our sur- However, paid claims, mirroring the favor- What does all of this mean? We believe

1.03% decline, not as great as the 1.2% dropm vey, which includes companies that account able level of catastrophes, expanded only that earnings projections that industry ob-
the New York Stock Exchange composite over for about 40% of the stock property/casualty slightly and the small increases in loss re- servers have made for 1984-and possibly
the same period. insurance industry's premium volume serves-or lack of any additions-further 1983-are too high and some reductions in

• Net premiums written for the three buoyed the insurers' results earnings will still be forthcoming In addi-
British Issues months ended March 31 rose 3 1% and earned • Finally, surveyed property/casualty in- tion, more company managements will have

1 Week premiums edged up a similar amount Of the surers' operating earnings bounced up about to bite the bullet and be more candid about
24 May 16 companies we track, the premium increase 14 5% There was a rather wide divergence the operating environment, as was donePrice P/E Div. Yield High--Low

at nine was above the average, while the in- between companies, with some posting as about two weeks ago by Continental CorpCompanies pence pence % pencepence
Comml Union 162 491 1686 105 164- 161 crease at seven was below much as a 60% earnings increase, while Chairman John Mascotte (BI, May 23).
Eagle Star 406 16 1 24 29 6.0 410- 405 Six underwriters actually recorded de- others' earnings decreased by a similar The longer the cartoon show runs, the
Genl Accident 408 13 0 24 29 6 0 422- 407 clines in written volume While this shows a amount more insidious becomes the Industry's credi-
Gdn Royal Exch 430 114 27 86 6 5 430- 422 bit of a change in terms of compames' woll- The "Looney Tunes" cartoon that the in- bility about seriously reversing its current
Phoenix 332 181 25.00 7 5 334- 328

ingness to walk away from business, it still dustry has been projecting for the past few course The industry is going to have to fol-Rot,al 483 125 3786 78 493- 482

underscores the split within Industry ranks years may finally be coming to a conclusion low the lead of the well-known rotund littleSun Alliance 1125 15.4 6857 6.1 1200-1125

with respect to market-share considerations We suspect a turning point on pricing may be cartoon character who has been known to
Brokers As has been the case for some time, the vol- approaching as we come into the second half stammer " Tha', tha', tha' that's all, folks'"
CE Heath 308 84 2107 68 315-- 308 ume gains were almost exclusively tied to the of 1983 We believe that the following have to
Hogg Robinson 113 8.7 8.57 76 115- 110 personal lines segment of the business. be recognized
JH Minel 123 117 650 53 126- 120 • Cash flow from operations (excluding
Sedg Grp 213 122 1000 47 218- 212 Myron M Picoult ts senior vp and senior in- net investment income) has dried up And, Financial briefs
Stenhouse HIdg 113 106 7 86 70 120- 113 surance analyst with Oppenhetmer & Co m the paltry growth in net investment income,
Stewwrightson 246 89 2043 83 267- 245 New York He ts the past president of the caused by the decline the yield curve, has Industry resultsWillis Faber 528 139 2500 4 7 527- 523

Assn Of Insurance & Financial Analysts and further exacerbated the cash drought
Source Philip Olsen/Alan Chfton, Insurance Industry a member Of the New York Society Of Secu- • Expense ratios are showing the strain of Commercial property/casualty premiumsSpecialists Kitcat & Attken Stockbrokers,

London nty Analysts His column appears the fourth slow premium growth Staff reductions vs written by the U.S insurance industry in-
Monday of every month expansions are the benchmarks of this strain creased Just 0 37% in 1982 to $39 7 billion, ac-

cording to final industry statistics compiled
by A M. Best Co Inc

According to Best, the induhtry-including
both commercial and personal lines-suf-Bl Industry Stock Report fered its worst underwriting year in history
last year, as underwriting losses totaled $8 36

MAY 24, 1983 5/18/83 rHRU 5/24/83 MAY 24, 1983 5/18/83 THRU 5/24/83 billion, almost double the $4 5 billion under-
writing loss the industry posted in 1981.Insurance Cos Pnce % Chi P/E $ Div % Yld High low Vol (000) Pnce % Chg P/E $ Div % Yld Hgh Low Vol (000)
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Agents/Brokers The insurers reported their total admitted
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Reed Stenhouse Cos Ltd OTC 17.00 4 6 17 0 0 60 3 5 17 00* 16.25 46.2
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Consolidated revenues for the three

months ended March 31 rose 6.4% to $295 4
million from $277.9 million .
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If you were investing in this Empire
card table, yodd consult an expert.

WhybuyWorkers'Comp. any differently?

You don't have to go far to find a Workers'
Compensation program for your business.
But finding the expertise to make it work for
you is another matter.

At American Mutual, nearly 70% of our
business is in Workers' Comp. So we know
more about it than almost anybody And we
apply what we know to what you need. With
programs as individual as you are.

And we can also tailor general liability and
commercial auto insurance plans for you.
With the same know-how we're known for.

So if you value your business, shouldn't
you be talking with the experts?
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