ANNUAL REPORT

Blue Cross and Blue Shield of Florida is t:he st:at:e's largest:
health insurance company. About: 1. 6 million people are
insured by t:he company, either as members of a group or
as individuals. 'Ihe company is also one of t:he largest: cont:ract:ors in t:he country for t:he .Medicare Program and for
t:he Federal Employees Health Benefits Program.
To better serve it:s customers,
Blue Cross and Blue Shield of Florida has focused on controlling t:he cost: of medical services through t:he use of
managed care programs. 'Ihe company has built: t:he largest: managed care provider net:UJorks in t:he st:at:e.
'Ihis report: details t:he progress
t:hat: t:he company has made and at: t:he promise t:hat: managed care holds for t:he future.
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roviding quality health care at
reasonable cost is the focus
and Blue Shield

of

of

our efforts at Blue Cross

Florida ("BCBSF_). The con6pany has

found that "6anaged care prograff6s like health "6aintenance

organizations

("H.MO_)

and preferred provider

organizations ("P.PO_) offer realproff6ise. Theseprograff6s
help to "6anage "6edical cost.
Blue Cross and Blue Shield

of

Florida's strategy is to let high value and excellent service
distinguish the con6pany froff6 its con6petitors. For this
reason,

quality custoff6er service is an area

of

great

concern. Service is a prin6e consideration in designing
products. In fact, before the con6pany takes any action, it
looks at the in6pact on service. BCBSF also has established
goals for continuous in6proveff6ent
quality

of its

of

the tiff6eliness and

claiff6s processing efforts.
En6ployees are the key to Blue

Cross and Blue Shield

of Florida's

success. .Maintaining a

highly effective UJork force is critical i f UJe are to effectively
deliver quality service. BCBSF is trying to set the right kind

of

leadership cliff6ate for its en6ployees. The con6pany is

encouraging participative "6anageff6ent and open coff6"6unication and is trying to create a UJorkplace environ"6ent that fosters these practices. The con6pany is getting
en6ployees

ff60re

involved in total quality "6anageff6ent and

is UJorking to develop effective coaching relationships.

.

,,.Real re#orm

requires a change

#ha# drive #he

heal#h care sys#em.,,.

i~~
G. Hunter Gibbons
Chairman of the Board

CHAIRNIAN•S NIESSAGE

What can be done about the

tives appears to be managed care.

uninsured? Many different

The company's HMO and PPO

factors have stimulated a signifi-

programs have been accepted

cant increase in the cost of

very well by customers and as the

health care services such as

graph shows, these programs are

absence of meaningful competi-

restraining the cost of care

tion among providers based on

through high quality provider

efficiency, development of new

networks. Most importantly, the

technology, the aging of the population, the

consumer, by selecting from among several pro-

effects of physician fear of malpractice.

grams, is an active participant in slowing the rising

Change

cost of care.

Our Solution

To create a health care system that meets the
needs of more people, there have been calls for

Blue Cross and Blue Shield of Florida is introduc-

radical change in the way health care is financed.

ing two innovative, pilot programs to demonstrate

Various congressmen have recommended govern-

how managed care can help meet the needs of the

ment programs like universal health coverage,

uninsured.

expansion of the Medicaid program, and even
socialized medicine.

One program is designed for children who currently lack coverage. The other program will

Government regulatory limits have generally

address the needs of small businesses in Florida

failed to restrain costs, and they restrict spending

who currently do not provide health insurance

only by arbitrary rationing of health care services.

coverage to their employees. These are important

Also, such proposals only address the issue of

initiatives because their purpose is to manage cost,

who pays for care. The real problem that must be

not just change who pays for care.

faced is not who pays but how to make quality

Another important effort is Florida For Healthy

care available and control the rising cost. Changes

Babies, a coalition Blue Cross and Blue Shield of

that extend coverage would do nothing to control

Florida has formed with others interested in reduc-

the rate of increase in costs.

ing the number of unhealthy births in the state

Real Reform

Real reform requires a change in the incentives

through prenatal education.
And the company will continue to advocate

that drive the health care system. Consumers

broad-based efforts needed to raise the income lev-

need an incentive to take an active role in their

els of employees in Florida. We advocate programs

health care and they need to understand how to

that improve the quality of the employment base like

be motivated to stay healthy. Health care consu-

providing additional revenue to local school systems,

mers need to be given financial incentives to pick

reducing drop-out rates, and improving vocational

cost-effective options for care. Health care provid-

training. An improved educational system will yield

ers also need more incentives that reward those

a better workforce and more high income jobs in

who provide high-quality, cost-effective care.

the state. Combined, these factors also will help to

One fundamental force in providing these incen-

diminish the number of working uninsured.

""/For ,,.e ,u,ure
we will con,inue
our,ocus on
... anaged care.""

w~rJ:~
President

PRESIDENT•& REPORT

1990 was a year of tremendous

of the cycle so it can meet the

progress for Blue Cross and Blue

operating requirements if a

Shield of Florida (BCBSF). The

downturn occurs.

company had earnings of $60

A key financial goal is to

million. It saw many successes

retain as equity, two-to-four

through its managed care pro-

months worth of claims and

grams and increased its customer base. The

operating expense. As the graph shows, five years

primary reason for the company's good per-

ago, in 1986, Blue Cross and Blue Shield of Flor-

formance was its focus on managed care. BCBSF

ida had 3.8 months in equity. At the end of 1990,

can provide more value to customers because it

the equity level stood at 1.7 months, less than half

has the largest network of providers in Florida

of its 1986 peak.

Looking Forward

engaged in managed care and the largest number
of customers enrolled in managed care products.
The company's strength and stability recently

For the future, BCBSF will continue its focus on
managed care. The company also will be expand-

was recognized by Standard and Poor's (S&P),

ing its point-of-service HMO product where the

the well-known credit rating service. S&P

customer has a choice to go outside the HMO

awarded Blue Cross and Blue Shield of Florida an

network, but receives a higher benefit level when

A-plus rating.

using the HMO network providers. And the com-

Building Strength

pany will be looking at ways to use primary care

During 1990, Blue Cross and Blue Shield of

physicians to coordinate the care of members

Florida was able to increase policyholders' equity

enrolled in its other programs like they currently

to $191 million. Policyholders' equity is an

do in the HMO.

indication of the company's ability to pay cus-

In addition, BCBSF is continuing to strengthen

tomers' medical claims during times of economic

its managed-care networks by contracting with

instability or when claims expenses are higher

high quality, cost effective home health services

than estimated.

and psychiatric and substance abuse specialty

Policyholders' equity also provides BCBSF with

facilities. The company is also actively encourag-

the necessary resources to develop new products

ing customers to take advantage of Healthtrac, a

and services as well as to make investments in

health screening and assessment program that

programs that will improve operating capabilities,

offers them suggestions on ways to improve their

like new software systems, plant and equipment

lifestyle and to stay healthy.

and alternative delivery systems.
Performance in the health insurance industry

Blue Cross and Blue Shield of Florida intends
to continue its high level of performance and

has generally followed a six-year cycle with three

to live up to its customers' expectations by

years of gains followed by three years of losses.

providing the best and most reliable products

BCBSF is building equity during the positive years

and service possible.

CORPORATE

DIRECTION

medical costs, but they add
administrative costs. It is better
to spend one dollar of administrative cost to save five dollars in
overall cost. Through its cost
leadership strategy, BCBSF analyzes the cost and benefit of
each program to assure that its
benefit outweighs the costs. By
benchmarking performance
against others in the industry,
Blue Cross and Blue Shield of
the company can continue to
Florida is working toward a posi- demonstrate lower medical cost
inflation in its programs.
tion of cost leadership. BCBSF
has developed a medical services
In managing medical costs,
purchasing and contracting pol- BCBSF looks at all of the key facicy that takes full advantage of
tors of managed care including
the total number of customers
the providers who participate in
enrolled in all of its programs to its programs, financial and cost
obtain most favorable prices.
controls, data analysis and
When combined with utilization reporting, and programs to conmanagement and good benefit
trol the use of services. The cost
design, this approach allows the of administrative functions are
company to manage increases,
carefully analyzed as one piece
which results in the lowest over- in this complex picture. In this
all cost.
way the company has been sueThe company works to identify cessful in slowing total cost
the needs and concerns of consu- increases for its customers.
mers and to respond to those
Benefit Greater Than Cost
needs and concerns with costPublic policy also can have a
effective products that give cusdramatic impact on cost, which
tomers added value. The company is why Blue Cross and Blue
has developed a number of flexiShield of Florida promotes pubble managed care programs with
convenient financial arrangements
and effective servicing.

Managing Medical Costs
There is much public focus on
administrative costs in insurance
companies. BCBSF manages its
business on the basis of total
cost, not on the basis of administrative costs alone.
Managed care programs have
proven effective in controlling

- -+.,- -

lie policy that fosters competition within the health care
industry. Mandated benefits and
other forms of governmental
intervention in the health care
system increase total cost. The
company works hard to help the
public sector see the value of
using cost/benefit analyses in
evaluating public policy
alternatives.
Looking forward, BCBSF is
developing a second generation
of managed care products to
meet the needs of a more
sophisticated and health-conscious consumer. The company
is expanding its efforts in preventive care and in evaluating
quality of care. These measurement techniques also will allow
us to identify unusual practice
patterns and billing irregularities. The company also is working to address the impact of a
new physician payment system
that will be used in the Medicare program.
Blue Cross and Blue Shield of
Florida believes these coordinated efforts will help the company make real progress in the
long term to manage health care
costs for its customers.
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PRODUCTS

care from the physicians, hospitals and other providers who
participate in the HMO in order
to receive benefits. Blue Cross
and Blue Shield of Florida's
HMO, Health Options, offers
group products and an HMO
Medicare replacement product,
Medicare & More. Capital Health
Plan is its affiliated HMO in Tallahassee. Statewide, 80 hospitals,
1,000 primary-care physicians
Blue Cross and Blue Shield of

and 3,000 specialists participate

Florida continues to see a need

in its HMOs.

to offer a wide range of prod-

Preferred Provider
ucts and services to its customOrganization
ers. Individual needs and
A PPO is a benefit plan that
preferences vary widely. Since
offers customers incentives for
the mid-1980s, most customers obtaining medical care from a
have moved from traditional
select group of physicians, hospitals and other health-care
products to the managed-care
PPO and HMO products. In
providers who have agreed to
1984, 98 percent of customers provide health-care services at
were enrolled in traditional
pre-arranged rates.
health insurance programs, with
BCBSF selectively contracts
with a large number of doctors,
only two percent in PPO and
hospitals and other health-care
HMO programs. As the graph
shows, at the end of 1990, 57.7 providers. Its PPO has contracts
with 127 hospitals and approxipercent of the company's cusmately 12,750 physicians. In the
tomers were in PPO and HMO
programs and groups. Among
ENROLLMENT
group customers the movement
BY PRODUCT LINE
to managed care has been even
(PERCENTAGE)
more dramative with over 77
percent in PPO and 17 percent
in HMO.
Health Options
A key element of the corporation's managed-care strategy is
its network of HMO operations.
An HMO is an organized healthcare delivery system that provides care in a specific geographic area. HMO enrollees obtain

- -+.(9.- -

PPO, the customer has the freedom to use any physician or hospital but receives a higher benefit
level if a preferred provider
is used.
The company has the largest
PPO network in Florida in terms
of geographic coverage and the
number of customers enrolled.

Other Products
Blue Cross and Blue Shield of
Florida's Optional Health-Care
Package (OHCP) is a stand-alone
product line that contains elements of traditional, PPO and
HMO products. The OHCP product is offered to employers who
want to give their employees a
choice of products.
The company also offers life
insurance products in support
of its business with groups. In
1990, Florida Combined Life
(FCL), Blue Cross and Blue
Shield of Florida's life insurance
subsidiary, generated approximately $8 million in revenue.
Blue Cross and Blue Shield of
Florida is responding to the
changing environment with products and related programs designed to meet customers' needs.
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EDUCATION &.

In the past year, Blue Cross and
Blue Shield of Florida (BCBSF)
made progress in its efforts to
gain a better understanding of
the issues that concern its custamers, its providers and the
communities it serves. Through
its Member Advisory Council
program, the company meets
with business decision makers
and community leaders who
share their opinions about products, policies and practices. The
insight gained from these discussions is used to improve everything from product design to
customer education.
Health Education
Helping to inform customers
about health care issues is very
important to Blue Cross and
Blue Shield of Florida. The company made health and wellness
education a top priority in 1990
and used a number of
approaches to help people
understand the advantages of
healthy living.
BCBSF introduced several
quarterly newsletters including
"Health & You;' sent to its HMO
and PPO subscribers around the
state; "Medicare & You," sent to
its Medicare supplement customers and prospects; and
"Benefits Managers Briefing,"
sent to the business decisionmakers of its group customers.

INVOLVENIENT

These newsletters also provide
customers with valuable information about using their
insurance.
Healthy Babies
In partnership with the March of
Dimes, the Florida Healthy
Mothers/Healthy Babies Coalifocusing on the need for early
tion, the Florida Department of and regular prenatal care-the
Health and Rehabilitative Serkey factor in assuring a healthy
vices, the Florida Medical Assa- birth. The goal is to increase pubciation and Jacksonville TV
lic awareness of the importance
station WTLV ( channel 12 ),
of receiving maternity care and of
Blue Cross and Blue Shield of
the availability of care in commuFlorida took the lead in creating nities statewide. Within three
a statewide education effort
years, through education and prevention programs, the Florida for
aimed at reducing the number
Healthy Babies Campaign hopes
of unhealthy births across the
state. Florida currently ranks 47 to reduce Florida's infant death
out of 50 states in terms of
rate and to increase awareness
unhealthy births. The coalition and understanding of the ecofounders, with other highly vis- nomic and societal impact of
ible and respected corporate
poor infant health.
and organizational partners, are
The campaign will make the
public (particularly women at
risk and their families) aware of
the importance of seeking early
and regular prenatal care, and of
eliminating lifestyle habits that
have a negative impact on the
baby. Then, the campaign will
help stimulate key audiences to
address this issue.
Many organizations, both public
and private, have attempted to
address this issue in the past.
However, lack of resources limited
the duration, scope or content of
previous public awareness efforts.
Future Olympians help
The development of the Florida
Blue Cross and Blue Shield
for Healthy Babies Coalition, a
o f Florida kick-off its
unique private/public partnership,
sponsorship o f the
will bring together unpreceI992 u.s_ Olympic Teanz_
dented resources, commitments,
talents and expertise.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors of
Blue Cross & Blue Shield of Florida, Inc.
We have audited the accompanying consolidated balance sheets of Blue Cross & Blue Shield of
Florida, Inc. and subsidiaries as of December 31, 1990 and 1989, and the related consolidated
statements of operations and policyholders' equity and cash flows for the years then ended. These
financial statements are the responsibility of the Company's management. Our responsibility is to
express an opinion on these financial statements based on our audits.
We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audits provide areasonable basis for our opinion.
In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Blue Cross & Blue Shield of Florida, Inc. and subsidiaries as of
December 31, 1990 and 1989, and the consolidated results of their operations and their cash flows
for the years then ended in conformity with generally accepted accounting principles.

Jacksonville, Florida
February 11, 1991
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CONSOLIDATED BALANCE SHEETS

December 31,

1990

1989
(In Millions)

Assets
Investments:
Fixed maturities, at amortized cost (market
value $91.6 in 1990 and $30.6 in 1989)
Equity securities, at market (cost $31.5
in 1990 and $13.0 in 1989)
Short-term investments
Cash and cash equivalents
Total investments
Receivables:
Premiums and other
Reimbursable contracts
Federal Employees Program
Property and equipment
Prepaid expenses and other assets
Total assets

$ 91.7

S 30.9

31.6
136.0
92.7

14.9
152.4
79.2

$352.0

$277.4

77.6
88.1
76.6
40.9
9.7

69.4
83.3
78.7
35.4
8.7

$644.9

$552.9

---

:.

Liabilities

Liabilities for policyholder benefits:
Claims outstanding
Reimbursable contracts
Total liabilities for policyholder benefits

$155.2
88.1

$151.5
83.3

243.3

234.8

42.8
76.6
15.4
75.8

38.1
78.7
14.1
54.4

453.9

420.1

191.0

132.8

$644.9

$552.9

✓

Unearned premium income:
Premiums and unallocated receipts
Federal Employees Program
Deposits and advances
Accounts payable and accrued expenses
Total liabilities
Commitments and contingencies
Policyholders' Equity

Policyholders' equity
Total liabilities and policyholders' equity
See accompanying notes to consolidated financial staJements.
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CONSOLIDATED STATENlENTS OF
OPERATIONS &. POLICYHOLDERS• EQUITY
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For the Years Ended
December 31,
1989

1990
(In Millions)

Revenue
Claims and medical expense
Operating expense
Total expense
Operating income
Investment and related income
Income before income taxes and
extraordinary item

.

$1,509.9

$1,287.1

1,167.5
317.8

1,020.7
260.3

1,485.3

1,281.0

24.6

6.1

36.7

30.1

61.3

36.2

13.8

7.2

47.5

29.0

12.5

6.4

60.0

35.4

132.8

95.3

Provision for income taxes
Income before extraordinary item
Extraordinary item - utilization of
operating loss carryforwards
Net income
Policyholders' equity, beginning of year
Net change in unrealized appreciation
of equity securities

(1.8)

$ 191.0

Policyholders' equity, end of year

2.1

$ 132.8

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATENIENTS
OF CASH FLOWS

.·•"--0.
--.

For the Years Ended
December 31,
1990

1989
(In Millions)

Increase (decrease) in cash and cash equivalents:
Cash flows from operating activities:
Premiums and other revenue received
Claims and medical expense paid
Cash paid to suppliers and employees
Interest and dividends received

$1,501.6
(1,157.7)
(291.6)
36.5

Net cash provided by operating activities

$1,316.0
(1,024.4)
(236.0)
22.6

88.8

78.2

Cash flows for investing activities:
Proceeds from investments sold or matured:
Fixed maturities
Equity securities
Short-term investments, net
Cost of investments purchased:
Fixed maturities
Equity securities
Purchase of property and equipment

336.8
21.7
16.4

64.7
10.5
(84.4)

(396.3)
(41.9)
(12.0)

(56.1)
(10.6)
(7.6)

Net cash used in investing activities

(75.3)

(83.5)

Net increase (decrease)
in cash and cash equivalents

13.5

(5.3)

Cash and cash equivalents
at beginning of year

79.2

84.5

Cash and cash equivalents
at end of year

$

$

92.7

79.2

Cash paid for income taxes during 1990 and 1989 was $1.8 and $1.1 million, respectively.
See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATENlENTS
OF CASH FLOWS

..,.·-===

For the Years Ended
December 31,

(continued)

1989

1990
(In Millions)

Reconciliation of net income to net cash
provided by operating activities:
Income before extraordinary item
Extraordinary item
Net income

-.c.

$47.5
12.5

$29.0
6.4

60.0

35.4

7.1

5.8

(1.8)
1.6

(3.5)
(1.1)

Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
Amortization of investment
discounts and premiums, net
Net realized (gain) loss on sale of investments
Decrease (increase) in certain assets:
Premiums and other receivables
Reimbursable contracts receivable
Prepaid expenses and other assets
Increase (decrease) in certain liabilities:
Llabilities for policyholder benefits
Unearned premium income and unallocated receipts
Deposits and advances
Accounts payable and accrued expenses

(8.2)
(4.8)
(1.0)

4.2
16.6
(0.6)

8.5
4.7
1.3
21.4

(4.8)
5.2
1.1
19.9

Total adjustments

28.8

42.8

$88.8

$78.2

Net cash provided by operating activities

,,

See accompanying notes to consolidaJed financial statements.
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NOTES TO
CONSOLIDATED FINANCIAL STATENIENTS

--

Blue Cross and Blue Shield of Florida, Inc. and Subsidiaries
December 31, 1990 and 1989
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I. Summary of Organization ancl
Significant Accounting Pollcles
Organization
Blue Cross and Blue Shield of Florida, Inc.
(the Plan), a mutual insurance company, provides basic medical, hospitalization and other
health benefits as well as major medical, comprehensive and complementary coverages. The Plan
operates Health Maintenance Organizations
throughout Florida and markets life insurance
products in Florida through Florida Combined
Life Insurance Company, Inc., a wholly owned
subsidiary
The Plan also serves other Blue Cross and
Blue Shield Plans' subscribers and programs
such as Medicare, the State of FloridaEmployee Group, and the Federal Employees
Health Benefits Program (FEP).
The Plan is a member of the Blue Cross and
Blue Shield Association (the Association) which
establishes national policies and sets standards
for the Plans. The Association is not an affiliate
or guarantor of the Plan.
Basis of Presentation and Principles
of Consolidation
The accompanying financial statements have .
been prepared on the basis of generally
accepted accounting principles.
The consolidated financial statements
include the accounts of the Plan, its wholly
owned subsidiaries and affiliate (the Company).
All sign)ficant intercompany transactions have
been eliminated.
lnvestmems
Fixed maturities are carried at cost adjusted
for amortization of premium and discount.
Equity securities are carried at market value and
changes in such value are reflected as a direct
credit or charge to Policyholders' Equity.
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Short-term investments consist of U.S.
Treasury bills and notes, repurchase agreements,
commercial paper, certificates of deposit, and
notes issued by government-sponsored agencies.
These investments are stated at amortized cost
and mature within two years. Short-term investments which mature within 90 days or less are
considered to be cash equivalents.
Net realized investment gains and losses are
calculated on the first-in first-out basis of identification.
Revenue Recognition
Premiums are billed in advance of coverage
periods and recognized as revenue when due.
Other revenues are recognized in income when
earned.
Propeny and Equipment
Property and equipment are recorded at
cost. Depreciation is computed on the straightline method over the estimated useful lives of
the assets.
Liabilities for Policyholder Benefits
The Company accrues for incurred and
unreported claims based on historical paid
claims data and experience using actuarially
accepted statistical methods. The assumptions
used in determining the liability are periodically
reviewed and any adjustment resulting from
these reviews is reflected in current operations.
Processing costs related to such claims are
expensed as incurred.
The liabilities for reimbursement contracts
(National Accounts, FEP, Cost Plus and Minimum
Premium Plan contracts) are also established as
receivables and have no effect on net income.
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NOTES TO
CONSOLIDATED FINANCIAL STATENIENTS

4. Agency Contracts
The Plan serves as intermediary for the
Medicare program and acts as administrator for
the State of Florida-Employee Group Health ·
Self-Insurance Plan. Claims relating to these programs, as shown in the following table, are not
reflected in the accompanying consolidated
financial statements.

Expense Reimbursement

Operating expense is allocated to various
lines of business in order to determine the
expense reimbursement due from Medicare,
where the Company acts as a fiscal intermediary,
and from other Blue Cross and Blue Shield Plans
for which the Plan processes claims. The Company is reimbursed for either costs incurred or
amounts based on predetermined budgets.
Reimbursements of $116 million for 1990 and
$101 million for 1989 ( which approximate the
cost of administering these programs) are
included in revenue. The actual cost of administration is included in operating expense. Reimbursements and claim payments are subject to
audit by the respective agencies and any resulting adjustments are reflected in current
operations.

....

Number of
Claims Processed

1990

1989

Total, net

$25.8
9.8
13.4
7.7
18.9

88.2
10.6

75.6
6.2

--

$77.6

$69.4

The Plan records its proportional share of receivables and unearned premiums related to FEP.
The amounts recorded for 1990 and 1989 had no
effect on net income.

3. Property ancl Equipment
December 31,

1990

Total property and equipment
Less accumulated depreciation
Net property and equipment

.I

9

9

0

1989

(In Millions)
S 3.0
$ 2.8
36.5
33.7
48.8
40.1

Land
Buildings and improvements
Equipment

F

I

88.3
47.4

76.6
41.2

$40.9

$35.4

.N

A

.N

$ 229.8

1.2

1.3

1989

(In Millions)
$6,326.4 $5,911.8

$ 202.7

The Company participates in a defined benefit, non-contributory pension plan covering substantially all of its employees. The pension plan
is funded through the Blue Cross and Blue
Shield National Retirement Trust, a collective
investment trust which services the retirement
programs of its participating employers. The
plan provides benefits based on years of service
and the employee's compensation in the years
immediately preceding retirement.
The Company's funding policy is to meet
the minimum requirements of applicable regulations, and, from time to time, to fund such additional amounts as it deems appropriate.
Limitations established by the Internal Revenue
Code discourage through penalties additional
funding of the employee pension plan at this
time. At such time as the obligations of the plan
exceed its assets by a sufficient margin, the Company will make additional contributions which
will reduce the accrued pension liability. Assets
of the National Retirement Trust consist primarily
of listed equity securities and U.S. Government
and corporate obligations.

(In Millions)

Total
Less allowance for doubtful accounts

1990

5. Employee Pension Plan

December 31,

Premiums and other:
Subscriber and member
$24.5
lnterplan Service Benefit Bank
11.6
Medicare and other government agencies 21.2
National accounts
7.5
Others
23.4

1989

(In Millions)
40.7
38.8

Medicare
State of
Florida

2. Recehrables
1990

Amount Paid
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The following tables detail the components
of pension expense, the funded status of the
plan, amounts recognized in the Company's
consolidated financial statements, and major
assumptions used to determine these amounts:

or remaining non-cancellable lease terms in
excess of one year:
Year Ending
December 31,

(In Millions)

1991
1992
1993
1994
1995
Thereafter

December 31,

1990

1989

(In Millions)

Components of pension expense:
Service cost
Interest cost
Return on plan assets
Amortization of unrecognized amounts

$ 4 .7
5.2
(5.8)
(0.5)

$

Net pension cost

$ 3.6

$

Funded status of the pension plan:
Plan assets at fair value

$66.0

$65.5

36.6

30.5

4.2
4.6
(5.1)
(0.4)

Projected benefit obligation
Projected benefit obligation
(in excess of) or less than plan assets
Unrecognized prior service cost
Unrecognized net gain
Unrecognized net assets

Major assumptions:
Discount rate
Rate of increase in compensation levels
Expected long-term rate of return on
plan assets

Rental expense for 1990 and 1989 was $18.9 and
$14.0 million, respectively.

1.1

29.2

27.5

66.9

59.1

(0.9)
(4.2)
(7.5)

6.4
3.6
(7.7)
(8.1)

$(9.2)

$(5.8)

9.0%
6.0%

9.0%
6.0%

9.0%

9.0%

The Plan and its wholly owned non-life subsidiaries file a consolidated income tax return.
The provision for income taxes of $13.8 million includes a charge in lieu of income taxes of
$12.5 million for an amount equivalent to the
income taxes saved through utilization of the net
operating loss carryforwards. The provision for
income taxes also includes a deferred charge of
$800 thousand resulting primarily from accruals
for contingencies and pension costs which are
recognized in different periods for financial
statement and income tax purposes.
The Company's effective tax rate of 22.5%
and 19.8% for 1990 and 1989, respectively, is less
than the statutory rate of 39.5% (34% federal,
5.5% state) due to the utilization of net operating loss carryovers and the special deduction
available to Blue Cross and Blue Shield organizations. As a result, the Company is subject to
the alternative minimum tax (AMf) provisions
which tax income at a rate of 23.3% (20%
federal, 3.3% state) and limit utilization of net
operating loss carryforwards for federal purposes to 90% of taxable income. No such limitation is applicable for state income tax purposes.

6. Rentals Uncler Operating Leases

The Company leases office space and data
processing and office equipment under leases
which expire on various dates through 1995 and
thereafter. The following is a schedule of future
approximate minimum rental payments due
under operating leases that have initial

9

9

0

F

12.7
9.1
7.6
4.1
.3
$53.0

3.3

1.1

3.4

Accrued pension (liability)

1

$19.2

7. Income Taxes

Actuarial present value of projected
benefit obligations:
Accumula~ed benefit obligation:
Vested
Nonvested
Provision for future salary increases

,.

Basic Rental
Commitments
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The following net operating loss carryforwards are available as of December 31, 1990,
for Federal income tax purposes under either the
regular tax or AMT provisions, as appropriate:

Results of operations for the years ended
December 31, 1990 and 1989 reconciled to a
statutory basis are as follows:
December 31,

1990

Amount
Years of
expiration

Regular

Plan and
Wholly Owned
Non-Life
Subsidiaries

2002-2003

$56.2

Wholly Owned
Subsidiaries

2000-2004

Tax

AMT

Company net income on a GMP basis
Subsidiaries' (gains) losses

$ 0.5

Plan net income
Net adjustments to GMP

(In Millions)

22.7

$34.0

$79.1

$23.2

In the normal course of its business
operations, the Company is involved in routine
litigation from time to time with insureds, beneficiaries, and others, and a number of such lawsuits were pending at December 31, 1990. In the
opinion of management, the ultimate liability, if
any, would not have a material adverse financial
effect upon the Company.
The Health Care Financing Administration
and the Office of Inspector General of the
United States Department of Health and Human
Services have each sought to obtain information
from the Company for the apparent purpose of
seeking to establish against the Company claims
under the Medicare Secondary Payer laws. Management is unable at this time to predict the outcome of such claims but believes that it has
adequately provided for such claims in the
accompanying financial statements.
The Company issues a number of products
which are priced in such a way as to generate
income in early years which may be absorbed by
losses in subsequent years. Previously, the Company has had no contractual obligation to continue these products or to maintain the current
pricing levels. Accordingly, no liability for policyholder benefits has been recorded in the accompanying balance sheets for these products. Such
products issued after October 1, 1990 may not
be cancelled without regulatory approval and a
liability for policyholder benefits has been
recorded.

The financial statements of the Company
included herein have been prepared in conformity with generally accepted accounting principles
(GMP). The Plan reports to the Insurance
Department of the State of Florida on the basis
of statutory accounting practices excluding subsidiaries and affiliate results. A reconciliation
between the GMP policyholders' equity and
statutory surplus follows:
December 31,

1990

1989

(In Millions)
$191.0
$132.8

Company policyholders' equity ( GMP)
Less certain asset exclusions:
Net investments in subsidiaries
Accounts receivable over 90 days old
Furniture, equipment and other

(4.0)
(7.1)
(26.2)

(3.0)
(11.8)
(17.1)

Non-admitted assets, net
Less statutory reserve accruals
Other, net

(37.3)
(54.4)
20.6

(31.9)
(36.8)
11.1

Statutory surplus of the Plan

9

$42.2

9. Contingencies
22.9

8. Statutory Reporting

9

35.8
(1.8)

50.7
(8.5)

Statutory net income of the Plan

In addition, the Company has $2.8 million
of capital loss carryforwards which will expire
in 1993.
The Company also has a minimum tax
credit of $2.3 million available, subject to certain
limitations, to offset future regular tax liability.
The credit results from the payment of alternative minimum tax in 1989 and 1990 and may be
carried forward indefinitely.

.I

1989

(In Millions)
$60.0
$35.4
(9.3)
.4

0

$119.9
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