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SOClAL SECURITY VICTORY? 

President Carter has signed ‘into law significant changes in the Social Security sys- 
t~h. Consideiing the possible alternatives the business community did. well, as th:: 
joint committee accepted lhe Costly proposals. 

Without getting into details, the follo\vin, w are the more important decisions: 

1. 1‘be over-indcxin,rr of benefits provided under prior law was revised through a 
method designed to offset inflation and stabilize replacement ratios. 

2. Parity was mainloined for both the taxable wage base and the tax rate. The 
President’s original plan proposed removal ,of all limits on the taxable wage base 
for employers while the Senate bjll called for a much higher tax on em$oyers 
than on employees. 

3. Persons apljlying for,clependents’ and survivors’ benefits in the future will have 
their beneFitsoffset if they are also covered by any government pension not under 
OASDI. 

4. The earnings test for retired, persons was liberalized but not eliminated. 
5. The disability payment offset when workmen’s compensation is also received was 

continuc,d; the Senate bill w,ould have eliminated it. 
6. The use of geveral revenues during periods of high unemployment or for standby 

loans .was rejected. 

n’onetheless,, th,is apparent victory is damagin g to the insurance industry and 
leads to further enqronchment of the federal government on the insurance business. 
The taxable wage base applicable to employers and employees alike will rise above 
$4.0,000 in ~h~~,~text 10 years with the maximum tnx increasing to &ore ‘khan $3,000 

per ann’uti for both. This rapid growth in Social Security.taxes will.lepd to higher 
Socicll Secucity benefits which, acting through the design of integrated pension 
plans; will in ttir,n.leave a smaIler py,oJ)ortion of the business to the private sector. 
The substantial level o,f benefits under the disability and survivorship pi-ovisions ivill 
also reduCe the portion pi-ovided by the private insurance mafket;‘ 

When Social Security ‘goes beyond the floor-of-protection’ ievel, it damages the 
privatk sector and Lccomes part of the welfare prygram. The removal:‘of billions 
of dollars’from the private sector~clomages budiness cbmpe’titiveness through’ increased 
pr,iceS needed, to offset t!iese higher costs without pioductivity gains and by givini 
greater, impetus ‘td i;flation’ary trends. $‘hile the private pension system acCumulates 
funds for ini+rnen!, Social Secuiity acts as a transfer of income from workers to 
r&&s,: thF$s reducmg cailital, form&n. 

’ Because the i&act of he, rise ‘in’ the taxable ivage base ‘and of the increased tax 
r;tes is g&al b,ut,unrelenting, in&e&d pressures to all&i&e the burden will be 
brought to bear on ‘the CongreG. President Carter has already promised tax relief 
tind various Gngressmtn will be: proposing p’alliative l&gisIation & the next session 
of,Gingress; Most ‘com;fionly mentioned, and probably least objectionable, is the 
financing out of’&eral revenues of the hIedicare part of Social Securiiy and perhaps 
the ‘Disability part. The pro&nis ‘associated with ,the Social Security system, as 
well .BS’ Gith Railroad. Retiremdnt, Civil Service Retirement, ‘Militar.y:,;Retiremknt, 
Uriemployment. Insurancq, \Vorkpgn’s Compensation,-.aQd local a,nd slate pensioc 
progratis, will. increasi~ngly, demand: @e attention. of actu+ries: in the next few years. 
JVe should be prepared; . 

. . I. ,‘I 
Frederic Seltzer 

: ‘_ “.’ .;., 

Editor’s Note: Tlr&artic!e ‘is ~suhrhtted 
by the Committee on. Health Insurance. n 
Comments Will Le welcomeh.by the Com- 
mittee and by the Editor.. 

Group insurance Programs- 
Special Financing Arrangements 

by Steve Carter 

The increasing cost’of providing medical 
benefits for employees ‘is fprcing many 
group insurance policyholders to cx- 
amine their group insurance programs 
with an eye t,o possible cost savings. An 
obvious consideration is to reduce the 
level of benefits provided by increasing 
plan deductibles and coinsurance and 
this is what many smaller policyholders 
are doing. Requests. for medical plans 
with a $200 or $300 deductible are be- 
coming quite common. Indeed, from 
strictly a financial point of view, it 
seems reasonable to argue that if $100 
deductible medical, plans were appropri- 
ate in the late 1%0’s, then $200 dcduc- 
tible plans should be appropriate today. 

For the larger policyholders, a reduc- 
tion of employee benefits is not normal- m 
ly a practical alternative because of com- 
petition, negotiated benefits, etc. Such 
policyholders appear more interested in 
special financing. arrangements which 
will reduce state premium, taxes and/or 
allow them more use of reserve rndn;& 
normally held by an insurance company’.’ 
Since these arrangements affect. the 
amount of investment, i&dme earned by 
the insurance company, a-charge’ is often 
made in ihe retention, iormuls for this 
loss .of income. _’ 

Reductions ‘in Reserves. -I L 
A number of financing arrangements 

are being ,used by insurance companies 
to make reserve monies’ available to 
policyholders. :. , 

.‘I 
Deferred Premium Approach 

h 
One of the m&t common is a deferred 

premium approach &det which the in- 
surance company will agree to extend 
the grace period from the tr.adi&onal 
31-day Period to either ,6iZl or 90 dais:, 
This, in ‘effect, &iv+ the ‘policyhold& 
the use of the rese&e f&ds held by thk .‘l 
carrier. 

‘> 
(Continued an page 3) . . . 
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Retrospective Pren+m Approach 
Another approach’,which tiny, in ef- 

fect, reduce the ambunt of reserve 
monies held by the insuier is the retro- 
spective premium arr&ement (retro) 
which gives the insurer the right to bill 
an additional amount of premium at 
the end of the policy year if the plan 
is in a de&it position. The’amount of 
the retro (for the amount of the mar- 
gin for claim fluctuation that is usunl- 
ly included in grbu’p iasurance rates) 
may be unlimited, or it may bd equal 
to the difference betivecn the rate ‘in- 
crease Lhe insurance company requested 
and that which the policyholder and/or 
consultant felt was appropriate. 

Letter of Credit 

Some insurance carriers will accept 
k letter of credit which is obtained by 
a policyholder from a mutually accept- 
able bank in lieu of health insurance 
reserves. The letter of credit would bc 
executed so as to give the ‘carrier the 
right.to draw funds from the. hank up 
to the maximum amount stipulated in 
the letter itself ‘Jvithout any qualifica- 
tions being placed on ;he carrier’s right 
to do so. Normally ,there. would be a 
side agreement or undersianding with 
the policyholder outlining the conditious 
under which the.insurer wsuld call &y 
funds under the letter of credi!. Typi- 
tally, a letter of credit is for a one-year 
period and the.carrier must take steps 
to be sure it receives a new letter of 
credit each year. Subject to State Insur- 
ance Department approval, thq.letter of 
credit cbuld be considered as premiums 
in course of collection on the insurance 
company’s books. 

Waiver of Group Life 
Disability Provision 

Anothei area where reserves’ can. bc 
reduced involves the waiver of premium 
provision .in the .,rrroup life insurance 
plan. With respect to future claims, the 
policyholder can be allowed to carry 
disabled employees as active employees 
by paying premiums for them. Under 
this type of arrangement, the insurance 

0 company must deletd the waiver of pre- 
mium provision from the contract, cer- 
tificates, and booklets to protect itself 
against the possibility of having 30 

assume the liability for the disabled 
employees in the event of termination 
of the contract. 

. 

Elimination of Extended 
Maternity Benefits . 

A decrease in’claim reserves may be 
accbmplished in Bo&e states .by’ elimi- 
nating e’xtended maternity benefits which 
a&normally provided u$n cancelldtion 
of the policy. Upon termination, the’new 
carrier would ‘agree to pick up‘ such 
claims. .- 

Flexible Funding 

A relatively. new financial arrange- 
ment which ‘Ii’& be& used with la& 
groups is’Flexible Fund& of Employee 
Group Life Insurance. Under this ap- 
proach premium’ Payments’ for each 
month are the sum of claim charges dur- 
ing the prior month plus a retention 
charge. These premiums would not tix- 
teed the amount which would have been 
paid under a .conventionally ‘insured 
basis. Althdugh it is still necessary to 
fund the usual claim reserves, this ar- 
rangement may improve the policyhold- 
er’s cash flow situation. 

State Premium Tax Savings 
There are’some al?angemen& which, 

in addition to improving the employer’s 
cash flow situation, will provide substan- 
tial state premium tax savings. The most 
popular of these are Minimum Premium 
Plans and Administrati4e Se&ices Only 
(ASO) Plans. 

‘Minimum Premium’ Plan 
A Minimum Premium PI&is :a plan 

under which vii-tualjy all of the health 
dare benefits arc paid dir&tly from the 
group policyholder’s funds so that these 
benefits betome uninsured benefit_s: and 
are normally exempt from state ‘premi- 
um taxes. Hoivever, the insurance com- 
pnny continues to stind behind the entire 
plan, including, the uninsured portion, 
and it gurirantees that bcnefits’fo,r losses 
incurred while the”Ijla& ‘is i;1” effect &II 
be paid if the group policyholder fails 
for any reason to pay the, benefits or 
terminates the plan: Since’ the insure1 
is responsible for this liability, reserves 
are required0 for incurred but unreported 
and unpaid claims. ;. 

A Mitiimhm Premium Plan often in- 
cludes .a “stop loss” provision with the 
stop loss limit typically being equal in 

;amount tq what the conven,tionally in- 
sured premium woul’d have been. That 
is, once the policyholder’s total outlay 
for health care benefits during a policy 
year reaches this level, the carrier would 
assume, liability for any further claims I , 
in excess df this limit. These excess 
claims IGould ‘enter inio the experience 
rating proce& and any deficits would 
be carried forward into subsequent poli- 
cy years. 

Administrative Servhs Only 
An Administrative Services Only 

(ASO) Plan is one which requires the 
pplicyholder to assume full liability for 
payment of all health-&are claims on a 
self-insured basis. There is no contract 
of insurance with respect to the benefits 
placed under this arrangement, and the 
insurance company would act solely in 
the capacity as Administrator of the plan. 

Under an AS0 a&ange&ent, the self- 
iusure,d- benefit payments would ‘usually 
become exempt from state premium 
taxes, thus eliminating that elemer\t Of 
cost. In, additidn, since there-is no con- 
tract, of insurance and the i&urance car- 
rier has no liabillty.for payment of beg- 
fits, reserves for iqcuried but unreported 
a’nd .unp’ai,d claims wduld,‘:qot :be re$@ 
cd, .: I ,. 

.In connection. ,with AS0 plans, it is 
quite comma,!: to. be re.que>ted to pro. 
@de a separate aggr.ega,tg stop,loss cob- 
tract ‘of 125,?&‘,‘r: 130% of expected 
level. This “contra’cj: is. usually totally 
pooled. . 

Sihce both Minimtiti Premium Plans 
an,d AS0 Pla,ns : involve sc![-insurance, 
they are not ndrmally used [or life an,d 
AD&D coveragcs because of unfavoTab!e 
federal i‘ncp~~;,t& 6onsejuenp& to the 
@qcficjaries. Sometimes weekly accident 
and sickness ;bcnefits are not; included 
hecause ‘of uncertainty as to;:the riced 
for withholdirig income, ta?t from the 
self-insur& benefit pa)fn&ts aid be- 
cause of reporting requirements. .’ . 

S$lit Fun&j ’ ‘.’ : 

One major iroup insurance, company 
has introduced a. hybrid ‘Minimum Pre 
mium: ,plan called Sp1i.t Funding. Under. 
this {approach, the pdlicyholder agrees: 
to be financially responsible for any run- 
out claims after termination of the cnn- 
tract; but &e Earrier guarantees to the 
i’nstireds that if the politiyholder does 
not bay th8’ruti:out clai&s iii& the:&r- 

(Continued on page 5) 
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(Confinued Jrom pa& 4) 

. 

‘. Mr. Edelstein and, Mr. Becker, et al, repirt that approximations 
type lead to anomalies like .: 

‘, 

_.., 

:&I 

;I 
at high interest rates and low i&e ages. The first “inequality,” 

Becond ,hecause -’ ,is identical tb 
3c:iC/ 

of this latter 

. 

is equivalent to the 

After substituting this expression in the second inequality and rearranging term?, 
one obtains the first. As Mr. Becker, et al, conjecture, the anomalies occur when pz 
is close to one and i ‘is’high. Mr.-Mer.eu proves this, at least for the case of continu- 
ous payments. The case of payments m times per year is similar. For example, the 

t4 
common approximation- will leqd to the absurdity Q, 04 

-- _. . q,:q > Yl exact’y 

0 
when 

. . 

‘,.. 
‘. 

(Continued on page 6) 

LETTERS 
Theory of Interest . 

. . . 

Sir: 

i 
Your readers might find the following problem entertaining: 
Prove using the theory of interest techniques the following inequality:. 

For % an interger (lLf,)n+’ 
-en ( - 

X! 

The solution is to show that if the force of interest at time t is 
’ . . . :I l& = fi+;Li 

. . 

then the present value of an II year continuously increasing annuity paid continuously 

is x - h (7LfI) L and the pras?nt va!ue of an n yeai annuity pnid continu- 

OUSI~ where payments in the 6 ‘d Year total 
\,’ 

And since the-former is less than-& latter; the solution follows. 
Ralph Garjield 

To Be Continued. *?+z, ,I .,:;:,, : 

(Continued Jrom ,pcige ,3) 

rier will. The irisuraride certificates must 
be changed to, incorporate this type of 
wording. No reierves .are requiied of 
the policyholder by the, insurance car- 
rier. It remains to be seen’ as to how 
popular this approach will beco&. 

The Future . : , : .’ I, ‘:.: 

The demand by poliqyholders ‘: for 
some type of special financing arrange- 
ment is contin>uing,. and we, may well 
expect that in a few yiars a substantial 

-portion of. group medical business &ill 
be on this basis. ’ t. t ” : 

:’ ,., 
Group insurance”!;as,.be.c,o~~‘~, large 

and complex industry with a, my&id;.of 
new and sometimes complicated hian- 
cial terms. Undoubtedly in ihe future 
many more fnancial ‘ar&gi&ents will 
‘emerge. ‘.,“‘. 0 

I, 

‘.‘_.: , a 
International Congress a 

< ‘, i: I 
(Conrinueh j&m pn&+ 1) ,1,. ../ .!” ! 

are five general &jects.op which papcr3 
by ‘individuals are requested.: ,,r- : . ..., 

(1) Generalized, models of, injtirance 
business (Life and/or --Non-Life), 
(2) Testing. hypotheses by statistical 
investigations (Life and/or Non-Life)., 
(3) Statistical bases aad ,exper+ce ul;.- 
d& Disability, Sickness and, Accidcnl 
insuiancc, (4) E.stimati,ng the. value of I 
insurance conipanies!f,nd i,n:prqyce p$- 
folios, (5) , Interrelalionsfiips b,eQveen 
demographic and economic develophent 
and social security (including .‘dccupa- 
tional and private insurance). , 

Detailed descriptions’ of‘ the above 
topics will be sent out to meml;erg’ of 
the International ‘Act@rial Association 
early. in 19i8. ‘. .’ 

; .I.. 
Papers may 6: &bmijtcd .$ny ,time u$ 

tint4 January 31, .1979, ii, th,e ,appropri; 
at’e National Correspondent, Lawrence 
Cdward ,in. Canad? and ‘John \V&ddy, 
in the United .Siates., If the paper is tc! 
be submitted after September 33, LO%, 
(but by .Jan:ary 3!, 1979), .thc aullror. 
or +utlJo-rs shou!d notify the appropriot~; 
National .Corre$qndcnc oi,.tbc bitle. .of- 
the paper priqr’ to September 30, 1$‘$.. 
Papers may be s&&tted in Er$i+, 
French, German,’ Spaiiish o’r’ I t&$i:’ 

A’t:etidance at the &ih&& ‘ivill i;$ 
limit&d’ tb 1,000 members froh’outiidi’ 
Switzerland. 0 


