
RECORD OF SOCIETY OF ACTUARIES
1993 VOL. 19 NO. 1B

ISSUES AFFECTING 25-250 LIFE GROUP MARKET

Moderator: JOANP. OGDEN
Panelists: ALANB. BENSON*

SAM NEUREMBERGt
CHRISL SIPES

Recorder: JOHNA. PRICE

• Marketing
• Rating
• Reinsurance
• Products

MS. JOAN P. OGDEN:Thisis a paneldiscussiondealingwithissuesaffectinggroups
betweenthe sizeof 25 employeesand250 employees.You'regoingto seea
differentform of paneldiscussion.We haveoptedout of the "talkingheads"mode,
andwhat we're goingto dois a modifiedcasestudy. I'd likeyouallto be actively
involvedintermsof preparingthe kindsof questionsthat youwouldliketo directto
the expertsat the end of eachsegment.Ourideahereisto tacklethreecasesfrom
the standpointof the following:I will portrayan employerwith particularcharacteris-
ticsinmy employeegroupandthe thingsthat I'm lookingfor intermsof health
insurance.I haveamasseda panelof experts. I askedall my friendsin Rotarywhom
they usefor theirhealthinsurance,and theygaveme severalnames.Theseare the
namesthat croppeduprelativelyfrequently:Mr. Sipes,Mr. Neuremberg,andMr.
Benson.Mr. Priceis frommycompany.He'sa corporatesecretary.So, I brought
him alongto beourrecorder.

I'd liketo presentto youan outlineof the samecasethat I presentedto my experts.
I'm an employerwith 105 employees.Eightypercentof thegroupis inthe state of
Washington,andthe remaining20% are scatteredin threeotherstatesgeographically
contiguousto Washingtonstate. Thegroupcurrentlyhas45% of the enrollmentin
singlecoverage,eventhoughonly23% of thegroupisactuallysingleemployees.
Fifteenpercenthaveoptedfor doublecoverage,andthe remainderiscarryingfamily
coverage.All butsevenof the employeeshaveenrolledincoverage.I pay 100% of
the employeecost. If the employeewantsto enrolldependents,the employeepays
100% of the costforthe dependentportion. I havea relativelylargefamilysize.
Thosewho arecarryingtrue familycoveragehave2.3 dependentsperfamily. My
employeesare veryyoung,anaverageageof 31. I'm in the cableTV business.
Turnoveris about20% a year,andthe claimsexperienceisaverageoverthe last
threeyears. I've beenprovidingmy employeesa $200 deductible,threedeductible
perfamily,comprehensivemajormedicalprogram.Theyhavenothada pharmaceuti-
calcard. Out-of-pockethasbeenlimitedto $2,500 single,$5,000 family,aggregate

* Mr. Benson,nota memberof the sponsoringorganizations,isAssistant
RegionalManagerof NorthwesternNationalLife InsuranceCompanyinSeattle,
Washington.

t Mr. Neuremberg,not a memberof the sponsoringorganizations,is Managerof
ActuarialValuationof BlueCross/BlueShieldof Michiganin Detroit,Michigan.
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amount, and I don't have any large claimants. The increases in premium over the last
three years have averaged somewhere in the neighborhood of 15%, and I want to
control health care costs, maybe consider an HMO or a PPO to the extent that I can
do it with the way my employees are scattered around. Someone has suggested I
might want to self-fund my group, and I need to learn about that. I don't have a
cafeteria plan. Should I add one? If I shift more premium cost to my employees,
what can I expect is the result? I cannot afford 15%-per-year increases. Should I
change my contribution strategy? What else should I do?

Mr. Sipes, you're one of the people who has been recommended to me. Will you
please indicate to me your qualifications for addressing the problems of my employer
group?

MR. CHRIS L. SlPES: I'm a consultant and a Member of the American Academy of
Actuaries, and we at my company specializein trying to help people in your situation
find an appropriate carrier and an appropriate program. Based on what you've told
me, I think one of the things you should do is offer a 125 plan to your employees.
The Section 125 plan (I think a premium-only) would work fine in your case. It
would allow you to save payroll taxes for a portion s{nce you're already paying the full
employee portion. It would also allow you to take the payroll deduction portion on
the dependent side and move that to pretax dollars. It saves you a little bit, and it
also will save your employees some. I think that is one thing that you can do. That
will also put you in a pos_on for controlling your costs down the road. I think that's
only part of the integrated package that you need to look at. I feel that you are
missingthe boat inthat you don't have a PPOeven though some of your people are
scattered in a couple of the states that you're in; there's not an active PPOin that
geographicarea. At your home office location, we do have a PPOavailable. I think
that you need to get yourself into the PPO. We can structure a program for you that
will allow your employeesto maintain the level of benefits they have right now. The
panel that we have on this PPO is very well-received in the community, has a good
reputation, and I thinkthat you'll find somethingthere that's acceptableto your
employees as well.

I do feel that you have some benefits that are a little richerthan what you need to
have, and I feel that's a change that couldbe made at the same time, and the end
result of these things will be that you have a little bit higheratop-loss, a little bit higher
deductiblethan what you have now. You'll have a 125 plan, and you'll have a PPO
package, and those thingstogether are goingto end up allowing you to have no
change in your costs this year and additionalsavingsdown the read.

MS. OGDEN: So, you're recommendingI fully insureunder a PPO program?

MR. SIPES: Yes.

MS. OGDEN: The PPO would give the employeeswho are not in the servicearea a
lower level of benefits than the employeeswho are in the service area?

MR. SIPES: No, your peoplewhom you have here in state, would enroll inthe PPO
that is availablein the home state. All those will be covered under the PPO. You've

got a coupleof people in some of the other three states where a PPOis not available.
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They would be given the same level of benefits as the home office that would not be
subject to any out-of-area penalty. So, those out-of-area employees would be
handled differently, and I think that is a better approach. You are on the borderline
for self-funding. Yes, there are some PPO administratorsout there, and I can even
find for you stop-losscoverage for a partiallyself-funded arrangement. At this point in
time your experience has been favorable. You don't have any adverse situations,and
I think that this type of program (self-funding)can reallymeet your needson an
ongoingbasis.

MS. OGDEN: I don't know where you come from, but 15% increaseper year in my
premium seemsto me an adverse situation. Mr. Benson, now your name is another
of those that's been recommended. Give me your qualifications.

MR. ALAN B. BENSON: I representan insuranceorganization,Northwestern National
Ufe, and I'm a field underwriterand assistant managerof a regionaloffice that just so
happens to be in the area of the employer's principalstate and location. The experi-
ence and backgroundthat I would bringto you is that I've been working in this field
for over 20 years. Northwestern Nationaldoes train people likemyself in underwrit-
ing, and I do have field underwritingauthority for the sizegroup that we're discussing.

MS. OGDEN: The field underwriting authoritymeans that you can make the deci-
sionsfor me here rather than me waiting to have you tell somethingto the home
office and then them get back to you.

MR. BENSON: Now, one of my first questionsrepresentingan insurancecarder is,
are you currently working with a consultant?

MS. OGDEN: No. In this case I depended on my friends in Rotary.

MR. BENSON: Well, good. I just neededto understandthat, and we can move
ahead.

MS. OGDEN: Why is that important?

MR. BENSON: It's very important if you do have a working relationshipwith a
consultantthat we work together in trying to understand not only what you've been
doing in the past but also some of the thoughts and goals that have been established
that you have been acting upon inthe past.

MS. OGDEN: So, my preconceived nol_onsmight be very important in terms of the
coverage that I'm carrying. Mr. Neuremberg,what areyou goingto bring to me that
is a different backgroundfrom the other two?

MR. SAM NEUREMBERG: I think I have a unique perspective. I'm manager of
financialreportingand analysisat BlueCross. I've been asked to sit on this panel to
replaceDavid Mamuscia who's the directorand actuary for National Account Under-
writing, and he shared with me some of his responsesto someof these cases. I
hope to at least have some financial insightsfrom BlueCross and Blue Shieldand to
give you an idea of its stability in this group marketplace. I'm in agreement with Chris
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Sipes that the in-state employees should have a managed-care program such as a
PPO. This PPO could provide some substantial provider discounts and some
managed-care services which should reduce your premiums on the order of about
15%. In addition, the out-of-state employees I feel could have an actuarial equivalent
comprehensive major medical (CMM) program, with the same dollar value. I also
noted that the group is a fairly young age, and a PPO would be an attractive transi-
tional program for them, given the preventative services that the PPO would offer.
The older employees would be less attracted to such a program because of their
desire to maintain their current providers.

MS. OGDEN: Let me ask you all, because a PPO has been discussed here, how do
you promise me savings? You have said there would be a 15% discount. How do
you know that the physicians whom my insureds are using are part of your network
and will guarantee you those kinds of discounts? How can you guarantee me those
kinds of discounts? When I hear discount, I always worn/about discount off of
what? Off of the highest-priced providers in the area? Maybe we're already using
inexpensive providers. I'd be delighted to be guaranteed a 15% discount because
that means, as Chris has said, my cost increase is going to be zero this year, but I
think, Chris, you were incorporating that with a benefit change.

MR. SIPES: Right. I think the thing that you need to do here is get the PPOpro-
gram. The guaranteed savings would actually be in the rates that are given to you.
Again we're talking about giving you an insured program. We do have an alternative,
as I said earlier, for a partially self-funded program. However, an insured program
savings would be guaranteed in the rates initially, and then you would see them (the
discounts) in the reports that recap the providers bills through the claims that are
adjudicated. This is where we show the actual provider savings. So, you do get
hard savings reports that show what actually occurred. The other thing that I
mentioned in conjunction with that was the benefit changes. Right now you have
the $200 deductible program. That you can increment up to $250 or $300 without
really having any adverse effect on your employees as you are just trying to keep up
with the inflation. On the stop-loss side you have a little bit richer benefits than a lot
of people in the marketplace, and I think you could go to a little bit higher stop-loss
such as a $5,000 stop-loss.

MS. OGDEN: Well, being in the cable TV industry, most of these jobs are not high-
paying jobs, and I'm worried about my employee's out-of-pocket. The higher stop-
loss would hit those of my employees who happen to have the misfortune of a
serious illness in their family. Is there another way I can reduce the cost without
giving the employees that additional liability if they happen to be unlucky?

MR. BENSON: Joan, I could probably pop in here and address a couple of those
issues. I think that you might benefit at this point from a little more analysis of your
program. Based on what you've told us, it seems, again, that you do have a highly
single population, probably fairly mobile because of the turnover statistic you gave,
and yet there is a significant amount of family coverage, 55%. So, it would appear
to me that some choice in your program would be a good approach to permit your
employees to make some decisions about the level of health care that they feel they
really need and can afford, and if you provide only one plan, they don't have that kind
of choice level. I would agree that a PPOplan is certainly a good step to consider.
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That could introduce some choice for the people in the principal state if that's where
your PPO is located. Of course, with the indemnity-type program it'd be more
beneficial if you could find a PPO that would be multistate in its approach so that you
could have a uniform benefit plan throughout all of the states that your employment
represents.

MS. OGDEN: That would be important to me.

MR. BENSON: That would be something you'd want to look for, and it'd be part of
the qualifications I think that would be important in meeting that objective of control-
ling cost. Another point that gets at some of the prior discussion here on benefit
levels is, even though your total population covered is 105, which is generally not
large enough for a full cafeteria approach, I would concur in definitely looking at a
reimbursement account approach so you can take advantage of the tax incentives as
you introduce employee cost-sharing. I would also suggest considering an optional
higher deductible plan that would have a lower cost to which you could attach your
employer contribution level. I believe that you'd find with your relatively young profile
of employees that a lower cost option could be very attractive, and you may now in
your current plan be delivering more health care at more expense than you actually
may need to be delivering.

MS. OGDEN: Now, if I offer a choice of plans, what is to keep the individuals who
are under 25 from selecting the less-costly plan? Since they don't use health care
services anyway, they don't care about benefit levels and will leave the rest of the
individuals on the richer plan. Isn't there going to have to be some sort of subsidiza-
tion going on, and how will that subsidization work? How can you put that into the
way you calculate rates?

MR. BENSON: What you could do as one example is introduce extra employee
coat-sharing if they want to buy the richer coverage. You could lessen the impact of
that type of a change by putting in the reimbursement account and premium-only-
type plan at the same time so that the additional employee cost-sharing is on a pretax
basis.

MS. OGDEN: Now, I've heard a couple of you emphasize the premium-only. Does
that mean that you would not recommend a plan where the employees could take
cash in lieu of benefits?

MR. SIPES: I think on the size account we're talking about here you could do that,
but at this point the fact that you have seven employees who have opted out of the
program, even though you're paying 100% of the cost, obviously is going to be an
additional expense to you if you do give it to them in cash. So, I think a premium-
only approach is a better approach for you from the cost savings standpoint. It'll
save you about 10% in your cost, as well as those employees who have dependent
costs at the present time would get something in excess of 20% of the dollars that
they're paying in right now.

MR. BENSON: I think another aspect of that is that, if you do introduce the reim-
bursement account and premium-only type program, you can eliminate the waiver
option, and make your employer contribution attached to the higher deductible plan
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that I mentioned. That may be as high as a thousand dollar deductible; then do not
permit an employee to waive. But, if the employee chooses not to participate, you
could decide to put a certain level of money into the reimbursement account for their
use instead, and it doesn't have to be the whole amount of the premium.

MR. NEUREMBERG: I would think that would drive up the cost if you were to allow
the people under 25 or under 31 to opt out of the plan, and it would just wind up
costing even more. One thing I didn't mention is that Blue Cross does have a very
broad-based PPO network that would cover nationwide. It might be possible to
include the remaining 20% of those employees in surrounding states under the PPO
plan. Assume that they may not be in urban centers, and it might make it more
difficult to include those, but it certainly is possible to have a more uniform PPO if
they were in urban centers.

MS. OGDEN: I'd like to hear a little bit more about this partial self-funding. Some
people have told me that's wonderful, and I will save 35% of my premium the first
year, and others have told me that I'm too small.

MR. SIPES: I think you're at the borderline. There are carriers that will provide
partially self-funded down to 25 lives. We normally stick at the 100 lives plus, and
even then I really look at it as an alternative depending on the employer's situation.
When we say partially self-funded that varies in the marketplace, but basically we're
talking about a medium-size deductible maybe of $20,000, maybe $25,000, where
you'd be responsible for any claim dollars up to that amount. We'd also put a 125%
aggregate stop-loss on there whereby we would look at your projected claims for the
year, and then if they're more than 125% of that, you'd be paying up to that
amount. We would cover anything above that, and we would take on any shock-
loss claims that came in over the $25,000 limit, or $20,000, whichever you would
pick. I really don't feel that that's the best alternative for you unless you're looking
for a cash-flow advantage, per se. It is something that can be evaluated. I think,
even though we've talked about the PPO, there is also a point-of-service PPO
available in the area, but I think at this point I would take that as a second phase and
go in on a more open basis where the employees didn't have to choose a primary-
care physician. If you look at the list of physicians we have in the PPO, you'll find
that it's very broad based and that most of your employees I think will find that their
current physician is in the network or that they know someone who's using one of
these physicians.

MS. OGDEN: Now, you have referenced stop-loss on claims, that I'd be responsible
for my own claims up to a particular point. You've told me about my premiums this
year under a PPO, holding level with what they were last year, along with benefit
changes. How are you going to calculate my future premiums? And how much
credit are you going to give to my group's own experience?

MR. BENSON: There are a couple of questions contained within that broader

question. Maybe I could try to take them piece-by-piece. First of all, I think a PPO
would be a good approach. However, there are some decisions you need to be
thinking about in terms of the transition with your employees, and we need to
discuss, I think, in a little more depth what type of communications you've had with
your employees on benefits up until now. An exclusive provider organization (EPO) or
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point-of-service plan could get you more cost control, but you would need to be
asking your employees to give up some provider freedom of selecting providers or
changing providers. For example, Northwestern National's regional trend in the
Washington area would be about 6.5% less than the straight indemnity trend if we're
putting in your PPO program. That would follow through both in the initial underwrit-
ing and on renewal. In looking at your claims experience, which we would do given
a group of over 100 employees, it'd be our policy to look at your actual claims
experience in developing the renewal underwriting.

MS. OGDEN: How much credit would you give that actual claims experience?
Would my own claims determine totally my premium rate?

MR. BENSON: It would depend on the type of funding arrangement that you did
decide to go with, and there's a broad spectrum there that we would need to discuss
a number of things relating to the financial position of the firm. In terms of your cash
flow and how you see the growth of your firm you may want to transition into a
self-funding approach, for example, and do a minimum premium approach where you
combine some monthly cash-flow caps with year-end caps, instead of going all the
way to self-funding. I would certainly advise you to be cautious if you're hearing and
thinking that self-funding will get you an immediate 35% savings. That savings is a
phantom savings because it really relates to the reserve level for incurred-but
unreported claims that you may be familiar with that would need to be set up by the
employer under a self-funded plan.

Another issue that is very important to consider is the type and background of the
PPO program and the network of providers that's being brought to the table together
with the insurance element, and it's important to know what type of criteria was
used in selecting the providers and then what type of ongoing criteria and review the
provider network is subject to. These are very important considerations in ultimately
overcoming the idea of a straight discount on a one-time basis and really getting an
effective management of health care costs on an ongoing basis, and that's an area
we could spend a fair amount of time discussing. As far as total self-funding is
concerned, we could construct a program of self-funding for you, being over 100
employees. One hundred is considered in the industry to be a natural breaking point
for that. I would agree that you would want to combine beth aggregate stop-
loss - in other words, year-end protection with some cap of say 125% - combined
with specific or individual stop-loss in any one individual's claim. I would advise no
higher than $50,000, and maybe a little lower depending on the financial position of
the firm, but it is a feasible approach. However, you would need to be in a good
cash-flow position so that you could fund that reserve, and in addition, you would
want to fund that 25% extra liabilityat the year-end in order to be fully sound.

MS. OGDEN: So, you're going to basically need financial information about my
company before you would make that available to me.

MR. BENSON: Yes, on a minimum premium approach where the insurance carrier is
sharing some of that risk we would require it. On a self-funded approach we would
not require it, but we would look at the overall history of the employer at your
industry, and we would ask you some questions about it, but we wouldn't necessar-
ily make a request in writing.
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MS. OGDEN: Now, Sam, I know that the Blue Cross people do things differently.

MR. NEUREMBERG: They do. They community rate this product, and I think that
you'll see much smaller swings based on your experience because it's pooled with all
groups of your size.

MS. OGDEN: So, you're talking about swings from one year to the next in terms of
premium change?

MR. NEUREMBERG: That's right. It's more likely to be much more moderate given
the size of the Blue Cross pools.

MS. OGDEN: So, you don't use any of my own experience whatsoever.

MR. NEUREMBERG: Very little of it because the community pool is so large that
effectively none of your experience would be used to determine your next year's
premium rate.

MS. OGDEN: But in that case, if I'm pooled in that group, would I then be paying
more cost than necessary for a group that has really older people in it?

MR. NEUREMBERG: I can tell you that our small group business, and being under
100 contracts, this would fall under small groups, does have a much closer average
age representative of your group.

MS. OGDEN: Well, gentlemen, my time for my meeting with you all on this subject
is just about at an end. Does anyone have anything additional that he would like to
comment on before we open it up to the other experts I've gathered here?

MR. BENSON: I would just add that you did mention an HMO as one alternative.
My comment on that is that given the size of your group, you may be too small to
introduce an HMO option because, as you may know, the individuals who enroll in
the HMO will be moving out of your indemnity plan, and you're already, as you've
heard, on the edge in terms of having flexibility in funding and other things for your
indemnity plan. Now, if you can find an HMO that would take all of your employees,
that certainly then could be a good managed-care option. However, that might not
be feasible because of the multistate aspect of your population.

MR. LAURENCE R. WEISSBROT: What did you do with the seven employees not
enrolled? You're paying 100% of the cost. Did you make some sort of financial
arrangement with them to pay them more?

MS. OGDEN: No, they just chose not to take the coverage.

MR. WEISSBROT: They gave no reason, and you made no other provisions.

MS. OGDEN: I didn't ask. I thought it was great.

MR. SIPES: I will point out that we have a special waiver form that we require the
employee to sign and the employer to sign when he or she's paying 100% of the
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employee cost, and people do waive out. We are strongly opposed to that. We feel
it puts the employer in a discriminatory situation.

MR. DAVID L. BOWEN: I was just wondering if you feel really satisfied that you
know how your renewal rates could be calculated.

MS. OGDEN: No, at this point I was not satisfied, but I think we ran up against
timeliness. I have other people waiting in the outer office for other things. We'll
tackle it on the next case. Good question. Any other comments on this case? We'll
move to the next one.

I now am an employer of 41 employees. We all live in a metropolitan area, and only
27 of the employees have enrolled in health coverage in my group. I contribute 50%
of the premium regardless of family status. Eight of the noncovered employees have
coverage through a spouse. The group is heavily female. It's the garment industry.
Some 60% of them are female, and the average age is 46. One employee has
leukemia but is in remission, and there are no current treatments under process. I
have very low employee turnover. Everybody loves me as an employer, so no one
leaves. We do have about 10% turnover in the course of a year, and everyone who
leaves takes Consolidated Omnibus Budget Reconciliation Act of 1986 (COBRA)
coverage. Currently, I am offering a $100 deductible. I've had three premium in-
creases of more than 30%, and my agent has suggested my next premium increase
is going to be 35%. I've had it. ff it is 35%, I'm going to terminate coverage. Now,
if I joined a group of small business owners to purchase coverage, would it make a
difference? What else could I do?

MR. NEUREMBERG: I think if you did join the group, you may be able to purchase a
wider array of benefits and perhaps even richer benefits.

MS. OGDEN: No, I don't want to give them any more benefits. A $100 deductible
is fine.

MR. NEUREMBERG: I think at the same time that you may also be able to acquire
better rates. Looking at Blue Cross, you have community rating for small groups, and
this is a small group for us. There would be substantially reduced rates if you were
to go to community rating, particularly given that you have COBRA employees who
on average cost twice as much as regular employees.

Your average age is 46, which is lower than our average age for that type of
business. So, again you'd profit from that, and we would accept the leukemia case
as well.

MS. OGDEN: All right. Now, that would be very important. She is a key employee.
She's been my secretary for years, and I want to be sure that she has benefits for
whatever she needs.

MR. NEUREMBERG: That's right. She would have full benefits, and there wouldn't
be a waiver for any period of time.

MS. OGDEN: All right. Now, you're going to cover all the preexisting conditions.
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MR. NEUREMBERG: I doubt any other carder could do that.

MS. OGDEN: Could yours, Chris?

MR. SIPES: We administer business for Blue Cross plans in several states, and given
that Blue Cross would be the carder that would be willing to take this case, I would
probably recommend that Blue Cross be the carrier, and we'd be the adminisl_ator.

MS. OGDEN: Are you telling me that perhaps my group is a kind of risk that insurers
are not wildly anxious to cover?

MR. SIPES: Your group looks very similar to the ones that come across my desk,
except there are usuallytwo or three with diabetestaking insulin, a couple of over-
weight employees, a couple of pregnancies,and I'm sure other conditions,

MS. OGDEN: Oh, I didn't know those conditionswere important. I could have told
you about that.

MR. SIPES: Yes. So, this group looksmore like what I would expect to see. You
are at the size that, dependingon the carrier,some do medical underwriting up to 25
lives, some dOfull medical underwriting only up to 15 lives and limitedquestionnaires
up to 50 lives. The carriersthat I actuallyunderwrite for do medicalunderwritingon
up to 50 lives and gatekeeper questionsabovethat if there's not any experience
available. I think that BlueCross does offer you a large pool in which it is willing to
take a case of this nature. There are some other carriersthat would offer coverage,
based upon an attendingphysician'sstatement (APS) on your secretaryfor her
leukemia situation. If, in fact, the doctor's report indicatesa favorablesituation, and if
there are reallyno other major medicalcondi_ons,then I think we also have some
other programsthat are available. You're paying 50% of the employee portion and
50% of the dependent portion, as well. I think that one of the problemsyou have is
low participation. You only have 66% participation. V_rrthsome of my carders that's
going to be a problem. Obviously,the averageage, even though it is inthe garment
industry, is still above the average for most of the poolsthat we operatein, and you
have relativelyrich benefits. I feel that againan integrated approachneedsto come
in. Normally I would recommend that you lookat paying 100% of the employee
portion. This would increaseyour participation. It would improvethe riskon your
group and would actually lower the rate per employee, but becauseof the number of
people, 14 people who opted out of the program,even though only part of those are
covered elsewhere, your actualcost as an employerwould go up. So, I can't
recommend that to you.

I do feel that you could go aheadwith a premium-only125 plan. That probably
would not increasethe number of participants,but It would reducethe cost both for
you and for those employeeswho are participatingin the program. That again is an
effort to buy down this 35% increase. That would buy down part of it. I think
increasingyour deductibleand your stop-lossesis advisable. Again, you have a fairly
rich benefit plan for the labormarket in which you compete. It would help to buy
that down, and then, as we talked previously,I think a PPOis a viable option for you
to consider. You reallyare a borderlinecase interms of the number of cardersthat
are going to be interested in offering you a good program.
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MS. OGDEN: Mr. Benson, you're not representing Blue Cross and Blue Shield are
you? Are you going to send my business to Blue Cross and Blue Shield? I'm not
sure I want that to happen.

MR. BENSON: Actually, I think that would be an excellent option. Seriously, I would
like to say this: Northwestern National is not active in the market for group health
insurance under 100 employees. So, for this particular problem I can give you some
observations, and based on my experience I can, I think, point you in a couple of
directions that might be helpful. Your benefit plan appears to be quite rich. You
probably haven't looked at it recently, I would guess.

MS. OGDEN: We changed it in 1982.

MR. BENSON: And with medical inflation as we've experienced it, leaving your
deductibles and coinsurance in the same place for ten years is definitely going to cost
shift against you in terms of your premium increases. I'd recommend that you look
at a little less rich benefit program. That might help.

MS. OGDEN: Now, how would you help me sell that to my employees? When I tell
them they're going to pay more money for their premium and get less benefits, what
are you going to do to help me sell that to my employees?

MR. BENSON: One approach would be the one that was mentioned earlier in terms
of putting in a Section 125 program to help them pay for some of the increased costs
voluntarily and on a pretax basis. Also, just some flat-out, direct talk probably would
be helpful in discussing the fact that your benefit plan hasn't been reviewed for 12
years, and it needs to be, with some just straightforward, honest discussion, and a
representative from the carrier should be able to help you with that. A second
approach or area that I'd recommend you look at is on the employer contributions.
I'd also recommend you think about paying 100% of the employee premium and
retaining the 50% of dependent premium or reduce that perhaps down to zero.

MS. OGDEN: This is only going to cost me more money. I can see it coming.

MR. BENSON: A third area that I'd strongly recommend you look at is managed
care. Now, any option that you do move toward, I would think you should strongly
consider having managed-care components, perhaps a PPO if you retain an indemnity
plan. Certainly something that emphasizes large case medical management would be
important for your group. No employer can afford to ignore large medical liabilities,
particularly a smaller employer like yourself.

MS. OGDEN: Now, let me ask Blue Cross. Is large case management something
that you all can provide me, and how would you do it?

MR. NEUREMBERG: We would have utilization review look at those cases for you,
but that could be provided. I think, in general, what I'm hearing is that you should
shop around and then consider Blue Cross. Given the community rating approach, I
think you'll find a much lower increase than 35%.
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MS. OGDEN: There is much activity in the state legislature here in my state with
regard to small-group reform. I hear all sorts of wonderful things about how we're
going to have no preexisting condition waiting period. You have to issue me cover-
age if I want coverage. Is that going to lower my costs?

MR. NEUREMBERG: I think that our pools are large enough that over the past few
years, from what I've seen financially, our costs have not increased substantially.
They are much lower than the averages that are reported here. It is quite manage
able, and the profit margins built into this (program) are extremely low. Of course,
Blue Cross is a nonprofit organization. We've even used the profits that we've
obtained from this block of business to dampen the rate increases for future years.
Not only do you have the effect of community rating, you also have the effect of
community rate stabilization reserve (RSR) fund.

MS. OGDEN: So, if, for example, you make money on my employee group this year,
you're going to hang onto it, but you're going to lower my rate next year. How do I
know? How can I count on that?

MR. NEUREMBERG: We've filed the community rating approach for this block of
business with the state (insurance) bureaus. Specifically in Michigan that rating
formula applies where we will refund 50% of the surplus fund each year.

MS. OGDEN: Well, now, I know that the surplus you make is taxed. I'm not sure I
want to pay you money so you can develop surplus so that the government can tax
it, and I get less of it back in the long run. Is that going to be any different with you
than any other company?

MR. NEUREMBERG: That surplus is set up as a liability, and it would not be taxed.

MR. BENSON: There's another option that should be looked at, and that is an HMO.
Considering that all your employees are concentrated in one large metropolitan area, I
think there would be more than one, good HMO alternative for you to look at that
would take all of your employees, and they would have the responsibility of managing
the care for your employees.

MS. OGDEN: Now, given that most of my employees are older, those who are
covedng their children have children in colleges out of my metropolitan area. How is
the HMO going to provide coverage for the individuals who don't happen to be
residing right at the moment in the metropolitan area?

Well, I haven't heard any of you tell me to wait until the federal government solves
my problem for me, and obviously I'm going to need health care coverage. So, it
looks like Blue Cross is the choice I have in this situation.

MR. SIPES: I do have one other carrier that would write this business probably.
They would go in with age, sex, specific rates, and it could end up affecting the
number of people you have taking the coverage presently in that the older employees
would pay a higher premium.
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But the younger employees would get the lower rates. Some of your older employ-
ees would, in fact, have higher rates, and this may entice some of those employees
who are waiving out at the present time to come in. It would give you the capability
of controllingyour costs a little bit more in that the actual rates would represent the
demographics of your group as you go through the turnover processeven though you
don't have a high turnover. I alsothink the new regulationsthat are going in, just to
give you some comfort level, will limit how big your increasescan be in the future.
Your history has been fairly adversein the terms of rate increasesin the current year,
but with the new law that's effective next month, next year's renewal will be limited
to 15% plus whatever the changein the new businessratesare. So, I think you're
going to find that the spiralof rate increasesthat you've been havingare, in fact,
going to be tempered, but I think the other things we've talked about are necessary
to actuallyget your current rates down to a more manageablelevel.

MS. OGDEN: Comments from the rest of the consultantshere.

FROM THE FLOOR: Fromwhat you've describedit soundslike you're precariously
close to not having coverage.

MS. OGDEN: Right.

FROM THE FLOOR: As I look at it the facts are that you're in an industry where
coverageis not universal. You have low (employee)turnover. Your employees seem
to be happy. You seem to be in a situation where community rating is your only safe
harbor, and that's only to keep your rates at a modest level of increase. I guess my
recommendationas a businessconsultantwould be that you considerterminating
coverage. VE_hthose additionalemployeesnow going bare, I'm sure the national
health care cause will be accelerated, and then you will have a HPPCCwithout
exclusivity, you'll have community rating, and you'll have all the things you need to
keep coveragein place in the future.

MS. OGDEN: Now, that's a thought, that I could terminate the coverage instantly
and put the employeeson their own.

MR. NEUREMBERG: I think without those fringe benefits you may lose your
employees.

MS. OGDEN: Well, that's true. I do have a competitive environment. There are so
many garment shopsout there that are clamoring for these women to sew.

MR. WEISSBROT: I heard someone suggest goingto a higherdeductible,which is an
excellent idea. When the question came up, "How do I sell that to my employees?" I
didn't hear the response. Let me back up one more moment. I alsoheard the
recommendationof going to a 125 plan to do premium conversion. What I didn't
hear was, in goingto the higherdeductible, you could also introducethe spending
accountsto protect that deductible. It can be done at this size group. In a former life
I was with a brokeragefirm, and we did it routinely. Actually, we did it for our own
group. It was 12 lives. We did it for a 14-life client, a 27-life client, and at 55 lives
we actuallyobtained a triple-optionplan. SO, I think that your consultantshave let
you down a little bit on this.
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MS. OGDEN: Well, now, I thought that one of the reasons you put in a higher
deductible was to change behaviors, and if you give the employees a means of
protecting that out-of-pocket cost, they're not going to change their behavior. As a
matter of fact, I heard from one of my fellow business owners in the garment
industry who put in that kind of spending account that the last three months of the
year the employees went crazy getting medical services because they had to use it or
lose it, and they were going to use it and not lose it.

MR. WEISSBROT: Employees are remarkably careful about their own dollars. They
usually will put into the spending account only what they really expect to pay, and if
the deductible is high enough, they are very careful about spending their own money.
Our experience has always been that utilization dropped dramatically when you went
to a higher deductible and a flexible spending account.

MR. DANIEL EDWARD WINSLOW: One thing that you perhaps might want to
consider in your employee relations problem, that you're planning on increasing costs
and reducing benefits, is perhaps adding an extra small benefit, maybe a little short-
term disability or long-term disability or dental coverage. It would not cost you very
much, but at least it would give you a positive selling point to talk about when you're
talking to your employees. Perhaps that would suit you.

MS. OGDEN: Any other comments for this case? This is a tough one to deal with.

MR. SIPES: We did address the renewal rating, by the way, indirectly. Obviously, if
the regulations have come out in this state on small-group reform, then the marketing
material is required to have a rating disclosure that talks about the process of renewal
rating and how much your own experience will affect renewal rating.

MR. ROBERT MICHAEL DAMLER: One thing that wasn't discussed was whether
you are in a state that has an uninsurable risk pool. You could also cancel your
coverage and carve out the one person who has leukemia. That person would be
thrown into the uninsurable risk pool assuming that person is uninsurable. Then you
reinstate your coverage again for the other 26 employees, or possibly more, and
possibly that could lower your premium rates, also.

MS. OGDEN: All right. I hear what you're saying. In my state the risk pool has a
requirement that the employer's capacity to provide coverage for that individual is
assessed, and if the employer is deemed to have capacity, he cannot dump that sick
employee into the risk pool.

MR. DAMLER: I agree with that, that you're not supposed to, but it is done regularly.

MS. OGDEN: Any other comments before we depart this case? All right. We'll
move onto Case 3. I'm moving up in the world. I've got a much larger company. I
have a company that does light manufacturing. We make widgats, it's not very
imaginative, but it brings in the dollars. I have a group of 225 employees, a sales
force of 10 that travels constantly, but they're based at the home office. Right now I
offer my employees a staff model HMO, and the staff model for years has just had a
$5 office visit copay. I also offer my employees a PPOwith a $10 copay per office
visit. They've had that coverage for the past three years. Costs under the PPO have
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gone up more than average, and the HMO always comes in just that much below my
PPO rates. I'll pay the cost of the lowest premium, whichever it is, for my 200
employees in the bargaining unit. I pay 100% of the lowest premium cost. For the
nonbargaining unit employees I pay 80% of the cost of any premium. I have a
cafeteria plan that permits the employee to take cash in lieu of the health insurance,
and the value that I give it is the cost of my contdbution, or spend it on other
benefits. The staff model HMO has enrolled about one-half of my bargaining unit
work force and about 10% of the nonbargaining unit work force. Only 15 of the
bargaining unit work force individuals have opted for cash, but 10 of the nongroup,
nonbargaining group, have opted for cash. I want to control costs. The bargaining
unit wants dental, vision and hearing aid coverage, and I'm considering setting a fixed
contribution per employee per month for the bargaining unit and giving it to them and
letting them take care of their health care coverage. I'll put it in a trust for them, and
they can pick the carrier and spend their money, and I'U just put in a fixed dollar
amount per employee. Who would like to tackle this one first?

MR. BENSON: I'd be glad to. An overall observation is that you, as an employer,
need to regain control of your risk pool, and I mean your entire risk pool. I think
because of the presence of the HMO and the way it appears to be acting you've lost
control of your risk pool.

MS. OGDEN: Well, the HMO tells me it's community rated, and there's nothing that
it can do.

MR. BENSON: It appears that shadow pricing by the HMO is being allowed, and
that, with your contribution strategy, makes the HMO look free to your employees.
You may want to consider some alternatives to address this situation, which is a very
critical situation but not uncommon. For example, introduce an EPO or point-of-
service plan that could mirror the benefits of the HMO but is a creature of your
indemnity program. Also, you should demand and in strong terms claim experience
information on the employees who are participating in the HMO so that you can
answer the question, "Which of the two segments of employees are higher utilizers?"
Employees who are in your HMO represent about half of your total population, and
the question is which haft; those who represent good claim experience or average or
poor claim experience? We just don't know.

MS. OGDEN: Well, I've asked that HMO, and the people there say, since their
doctors are salaried, they have absolutely no idea of claim experience for my employ-
ees. They just don't keep records that way.

MR. BENSON: Then throw them out.

MR. SIPES: Well, as a representative for the state AFL-CIO program in your state, I
would like to recommend that you do consider letting the union set up its own
program. We already have a trust set up for union people, and it's a real advantage
to you as an employer because all you will be doing in the future is negotiating a
fringe benefit hourly contribution rate. This is something, then, that mm'es you out of
the benefit negotiation with the union, with the hassles and all that go with that, with
the problems between the HMO and the PPO. You're left really with determining in
the same negotiations that you negotiate your salary settlements with them over a
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three-year period. You would also negotiate your contributions for their fringes at the
same time on a dollar basis as opposed to on a benefit basis, They, in turn, feel they
get control of some of their own destiny. There is a program available through the
AFL-CIO where they can get their benefits. That will create some problems for them
in that the program doesn't include the HMO. So, those employees would be given
the PPO-type program that's available, but at the same time they can determine
whether or not they want to change their benefits by higher deductibles or whatever
in order to add the other benefits that they're interested in.

MS. OGDEN: Well, I hear your commentary, but I must tell you that the president of
the local bargaining unit tells me that everybody in the national office is nothing but a
crook. So, the union wants no part of this national program.

MR. SIPES: Oh, this is not the national program. This is the state AFL-CIO program,
and it is an insured program.

MR. BENSON: I might want to jump in here and disagree strongly with what Mr.
Sipes is indicating. If I understand, you're suggesting that this 225-1ifeemployer
group, which has about 200 of those employees in a bargaining unit, give up the
control that it does now have, even though it's somewhat limited obviously, on the
union itself. That would leave you 25 employees, most of whom would need some
type of indemnity coverage because of their traveling and so on. You would have to
then find an indemnity plan for your 25-employee group that would be left, and I
would suggest that it would be quite a difficult proposition to achieve objectives like
you've stated.

MS. OGDEN: Well, wouldn't it increase the overall cost? Because, as I understand it,
administrative cost increases as the group decreases in size.

MR. NEUREMBERG: I may have the solution for you here.

MS. OGDEN: I'm all ears.

MR. NEUREMBERG: If we experience rated the PPOand HMO programs, you might
find that the total program costs will be lower. I think what we find is, when you
have dual option, usually the younger employees go to the HMO, and as a result the
PPO has worse experience as we move along. I think if you were to experience rate
the two plans, take the profits that the HMO has instead of hedging those against the
PPO, you could adjust the rates of the PPOand the HMO so you'd have a more
equal distribution of employee selection of benefits.

MS. OGDEN: What I hear you telling me, Sam, is that you can step in and provide a
substitute for the HMO that my employees currently have, as well as PPOcoverage
for the rest of the employees.

MR. NEUREMBERG: That's right, and I think that we could find that the experience
would not deteriorate if we priced it appropriately.

MS. OGDEN: And you're actually telling me that in your HMO you can capture
experience. You really know what claims my employees have had.
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MR. NEUREMBERG: That's right. And we could provide you with that experience.

MS. OGDEN: Tell me about how the rating would work and to what extent my own
group's experience would determine my premium rate. First of all, is your HMO
federally qualified?

MR. NEUREMBERG: Yes.

MS. OGDEN: Now, is that going to change the way the premiums are calculated?

MR. NEUREMBERG: We would look at your entire experience on its own and use
that experience to determine future premiums.

MS. OGDEN: All right. So, 100% of my group's experience would determine its
future. Suppose someone in my group has a premature baby. What happens then
to my premium rate if it's 100% dependent on my own experience?

MR. NEUREMBERG: We could look at reinsuring these rates with stop-loss.

MR. BENSON: Under an insured approach, you could introduce pooling at a level that
you chose, for example, 50,000, and that, for the gentleman from Lincoln National
who asked about renewal underwriting, would be a threshold beyond which the
actual claim experience in your group would not be counted toward the renewal
underwriting. So, you'd be protected in a couple of different ways if you did intro-
duce that, and we'd recommend it for this size group.

MS. OGDEN: Are there other things that I can do to control costs? Do any of you
offer these wellness programs that put my employees through various things to make
them healthy or give them healthy habits, and does that work? What value would
you give it as an insurer?

MR. BENSON: My feedback to you would be that any communications and influence
you can exert as an employer to encourage your employees to be more conscious of
accident situations in the job place and lead healthier lifestyles will certainly have a
long-range effect. For a short-range effect these programs probably will cost rather
than yield an immediate return. For an immediate return you may want to strongly
consider changes in your benefit plan that would instead direct a financial incentive to
your employees on how they are using the benefits under the plan. For example,
introduce a high deductible plan as an alternative. We've been finding bargaining
units and union programs have been very receptive of late to programs like flexible
benefits that introduce choice. Having those kinds of choices in your program tends
to focus employee attention on the cost, in other words, the investment of the
employer in the benefit program and then how the employee is spending his or her
piece. So, I think that would be probably the first approach, but I certainly would not
discourage, but rather I would encourage, as a longer run investment, the wellness-
type programs.

MS. OGDEN: SO, you would not give me an immediate return if I introduced a
wellness program, and I guess that makes sense. It takes a while to bring down high
blood pressure and that sort of thing.
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MR. BENSON: In fact, we would give you an immediate consideration on some of
our insured coverages if we were aware of some concrete program in place, like
wellness programs.

MR. SIPES: We would also give credit on some of the programs. We deal with the
unions whereby, when you're going into a three-year negotiation on the benefits, we
would lock in on that, and given that the wellness program and the contract would
be in place for three years, we can set up a program where we do give immediate
credit in the first year. It's really amortized over the three-year period for the wellness
programs that are put in place.

MS. OGDEN: Sam, a little bit earlier you said something about case management.
Does this dovetail with the wellness programs and the control of cost? Would case
management automatically be a part of what your program would provide?

MR. NEUREMBERG: I think it would.

MS. OGDEN: Would your program specifically, for example, work with a woman
who always has premature babies?

MR. NEUREMBERG; I think it could. I think the HMOs have provided that type of
managed care for us in the past, and I think that you'd find that in review they can
continue to do that.

MR. BENSON: I had mentioned earlier a large case medical management program,
and that could be a significant cost savings for the situations that can develop in large
claims, particularly prenatal. Northwestern does integrate within the large case
medical management program a prenatal education program that is voluntary and
provides nurse input to employees or their family members who become pregnant. It
gives them information on a voluntary basis throughout the term of the pregnancy so
that, if a situation were to develop that may likely lead to a large claim, the person
would have access to appropriate information immediately.

MS. OGDEN: Now, AI, that obviously costs something. What's the cost/benefit ratio
on that sort of thing?

MR. BENSON: What you're dealing with here is a low incidence but high cost claim
situation, and it's difficult for any one employer to nail down a cost/benefit ratio, but I
can tell you that the exact cost that we would charge is six cents per employee per
month for that prenatal education program. So, it's not a high cost item.

MR. SIPES: I would like to revisit our AFL-CIO program that we have available for
you. It is an insured trust that has been set up for those employers that elect to have
their bargaining units come in, but the nonbargaining people are also eligible for the
benefits. If, for some reason, the nonbargaining people would want a different set of
benefits, we can also find coverage for them through any number of small group
programs because most of these carriers recognize a bargaining unit program as
separate. Therefore, the participation, the fact that you only have 25 out of 225
employees, is not a problem for participation in obtaining coverage. I think that again
the advantages are apparent whereby you're negotiating so much per hour fringe
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benefit. Each year thereafter, or every three years on a cycle; that is all that you're
having to negotiate, and the union, in fact, has a program in place where it has the
option of changing the benefits to meet the funding levels. The union has committed
to what the funding level will be, and then it has to manipulate the benefits to reach
those dollar limits. If you continue on the path you're going, you're going to continue
to have that arrangement whereby your budget's not enough to buy the benefits the
employees have, and you're back into negotiation with them trying to get them to
reduce their benefits in order to meet your budget versus them trying to get you to
increase your budget for benefits.

MS. OGDEN: What I hear you saying is that, in essence, I could make this deal like a
three-year rate guarantee, if you will, setting up a fixed-dollar amount over the three
years for the contribution.

MR. SIPES: The union would probably negotiate with you on a guaranteed increase
in the second and third year. In other words, you might start out paying a dollar per
hour for health fringes, and in the second year that may be going to $1.15, and in
the third year it might go to $1.25.

MS. OGDEN: Sam, could Blue Cross do the same kind of guarantee, that is guaran-
tee me a maximum increase in each of the next three years?

MR. NEUREMBERG" I don't think it would do that. One concern I have with Chris's

solution is that a greater number of the bargaining unit employees may opt out, in
which case you'd have spiraling costs to fund that benefit.

MR. SIPES" They're not allowed to opt out. The union agreement requires their
participation.

MR. NEUREMBERG: Well, I think if that's the case, then that might work.

MR. BENSON: I think an important consideration before taking a major step like this
would be your contributions. You had said that you, the employer, pay the cost of
the lowest premium for the bargaining unit members.

MS. OGDEN: That's always been the HMO.

MR. BENSON: That has turned out to be the HMO, and then you pay 80% of the
cost of any premium for the nonunionized work force. A question that I would have
on that would be, has any attempt been made to reflect the actuarial value of the
plans, and particularly HMO as a bundle of benefits? You probably should know the
claim experience of the HMO. However, it wouldn't be absolutely necessary. The
objective would be to achieve a kind of glass box that you could look into rather than
a black box, which I think you have now. Regarding this whole idea of your contribu-
tion strategy, too, I'm wondering if the lowest premium represents a composite
premium that we often see for bargaining units, or is it a tiered premium?

MS. OGDEN: Well, it's a single/double/family premium (3-tiered).
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MR. BENSON: it's tiered, all right. That would make a difference. You may want to
consider actually making more uniform your contributions for both bargaining unit and
nonbargaining unit employees but achieving a little better balance in the pdce tags
that you're showing to your employees by trying to price the benefits, and particularly
the HMO benefit, on an actuarial basis.

MS. OGDEN: All right, and is that something that your firm could help me with?

MR. BENSON: We could bring some expertise to that.

MS. OGDEN: The rest of you?

MR. NEUREMBERG: Blue Cross could do that.

MR. $1PES: Yes, we could help you in that.

MS. OGDEN: What other questions have I not asked you that I ought to ask you
about this situation where I'd like to control the cost?

MR. BENSON: One approach that we haven't discussed would be self-funding.

MS. OGDEN: I was surprised that Mr. Sipes didn't bring that up.

MR. SIPES: Well, given that we are the administrator for the AFL-CIO program, my
heart was with the program that it is promoting.

MS. OGDEN: All right. Go ahead.

MR. BENSON: With 125 employees, as you're currently constituted, you, of course,
do have 1O0 of those in the HMO, so, in fact, your indemnity plan is 125 rather than
225. You do have enough employees to consider self-funding. However, it would
be a critical item to look at that HMO penetration and try to understand much better
how that is affecting your indemnity plan experience. Once that process was
completed, you certainly could look into self-funding and perhaps achieve some
savings there. We would want to have a discussion, of course, on the financial
position of the firm, your cash flow and so on to see if you'd be comfortable with the
kinds of parameters that you would find in terms of self-funding where you would be
paying claims on a pay-as-you-go basis and need to fund your own reserves and
margin.

MS. OGDEN: One of the things that I have not heard from any of you in this group
is that I have to reduce benefits.

MR. NEUREMBERG: I thought you said in order to fund the fringe benefits.

MS. OGDEN: That's right. The dental, the vision, and the hearing.

MR. BENSON: You may want to consider suggesting to the union that those
benefits could be added in a couple of different ways. One would be to reduce the
contribution toward the medical plan. Another approach would be to introduce a
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reimbursement account or premium-only plan to permit the employees to pay for
those types of benefits outside of your insurance program but on an individual pretax
basis.

MS. OGDEN: Any comments or questions from the assembled experts here?

MR. DAMLER: This time I promise to give the more viable alternative. Since this is a
staff model HMO, you did bring up the preventativehealth care benefits and try to
get those into place. One thing I have seen is that, even though union plans do quite
often have preventative health benefits in force, they are seldom used by the employ-
ees of the union groups. This is a staff model HMO, so you might want to consider
asking the HMO to bring a nurse or a doctor into the place of work possibly once
every couple of weeks to administer blood pressure exams, immunizations, etc., to
help increase the value of preventative benefits.

MS. OGDEN: What we've been trying to deal with here in an admittedly bleak way
iswith issues of marketing, rating, underwriting, reinsurance, and the issues of
multiple choices in relatively small groups. One of the areas that we have not
addressed to any extent is the extensive state legislation which is becoming involved.
Mr. Benson, I'd like to have you comment on the self-funding legislation in Washing-
ton, if you would, please, because that would impact what we're dealing with here
as well.

MR. BENSON: Yes, it is important not only in the insured arena to be concerned with
mandated benefits, but also we're seeing legislation and regulation affecting self-
funded programs. Specifically in Washington there was a stop-loss legislation that
was effective July 1, 1992, that was generated by the insurance commissioner's
office, which had a concern that individual stop-loss or specific stop-loss levels were
being sold that were very low. The specific law that was passed in Washington
requires that, if your self-insured program has an aggregate stop-loss, it has to be at
most 120% of expected claims. In addition, if your program includes individual or
specific excess risk, it can not be less than 5% of expected claims or $100,000,
whichever is less. So, in other words, the attempt in Washington is to regulate the
size of that specific deductible.

MS. CHERYL SEARLS*: I'm just curious what the panel is seeing, or anyone else, in
the small-group market in terms of partial self-funding. You touched on it a few times
and said that 100 seems to be the threshold. Are you seeing much in the 25-100
market?

MR. SIPES: Yes, I am. I'm seeing an unbelievable amount. It seems like every case
I'm getting in that has 50, 60, 70 lives in it, that the agent that has submitted it,
either he himself or else an agent he's competing with is also giving the employer
what they're calling a partially self-funded approach, and that's really a misnomer, it's
specific and aggregate. It's self-funded with a low specific and aggregate and regular
125% corridor, and in some cases I know what they're doing. In the 50-100, some
carriers require either detailed medical underwriting or experience. Depending on the

* Ms. Searls, not a member of the sponsoring organizations, is with CUNA
Mutual Insurance Group in Madison, v_r_sconsin.
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state that you're in, the employer doesn't have the experience because he's been in a
pool, but he can get a stop-loss quote because the carders will take his demographic
information in high level underwriting to do a specific and aggregate quote. To get a
fully insured quote the employer's going to have to go back to his employees and get
more detailed information. So, sometimes it's just an administrative ease, depending
on the employer's relationship with the employees. We do a lot of construction
work, and if you're a contractor and you have employees out in the field at four or
five work locations, getting medical information from them is not a fun thing to do,
even when they're nonunion. So I think that's part of the driving force, but, yes, I'm
seeing a lot of it. We do not administer anything that's self-funded under 1OO lives. I
do have some carders that I go to get quotes, and at that point I'm acting as an
intermediary and getting a couple of points commission, but I do it as kind of a last
resort. But it is prevalent in the marketplace fight now.

MR. BENSON: I'd like to make an observation and a comment. We're seeing,
obviously, more health care reform legislation at the state level. Washington is the
state I'm most familiar with, but it's occurring all over, and most of the legislation that
I think we're seeing tries to continue to get at the state-regulated groups, which are
fully insured, and the conceived self-funded groups, which fall under the Employee
Retirement Income Security Act of 1974 (ERISA) exemption. I am seeing as an
underwriter more market activity in smaller group sizes requesting self-funded-type
approaches. I think it's a concern that we in the industry ought to have from a public
relations standpoint, if groups of 50, 75 and so on that are self-funded and do not
have adequately planned stop-loss protection do run into severe claim problems.
Employees and their families are left holding the bag, and that could be a very
negative reflection on our industry.

MR. NEUREMBERG: I'd just like to add that Blue Cross/Blue Shield of Michigan
normally would not look at a group going administration service contract (ASC) under
100, but in my discussions with Dave Mamuscia he did mention that we would do
that for groups between 50-100 if they had other competitive quotes. So, I think
that we'll be competitive in that market if it does mature.

MR. WEISSBROT: Is the impetus cost? State mandates? Or are they buying the
idea of a 35% savings that some agents are out there touting?

MR. BENSON: I think that question was directed at me because of the last comment
I made. I'm seeing a movement toward requests for self-funding by smaller and
smaller groups, specifically to position themselves to avoid what they're seeing
coming in terms of mandated state legislation that they feel would negatively impact
the employer's ability to address its own set of benefits, have experience rating, the
types of things that exist now within the marketplace that may not exist under some
of the health care reform legislation.

MS. OGDEN: Let me also address that. I have seen self-funding being touted to
small employers as the device so that they can get their own claims experience. The
picture is, that way you own your claims, you're paying for them directly, you get to
see them, you aren't pooled, you actually get to know your own claims experience,
where it's very common that the small employer under 1OO would never get to see
that under a typical insured situation. So 1am seeing it being very successfully sold

528



ISSUES AFFECTING 25-250 LIFE GROUP MARKET

on the sole basis that then the employer gets data. This might be a lesson to all of
us who are saying, we can't give you data, you're under 100.

MR. SlPES: When we've had an opportunity to go one-on-one against these
self-funded quotes and have been able to make sure the employer understands
whether he's getting a 12 and 12 first-year stop-loss savings and converted that over,
I've actually been able, on any case that I wanted, to give a better rate on expected
cost than what the self-funded approach was. There is actually quite a bit more
margin on the carrier side on these stop-loss quotes on small employers than what
you have in your small-group rating in most cases.

529




