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We welcome you to the third quarterly issue
in Volume Five of the McGraw Wentworth
ViewsLetter.  It is our mission to be the
leader in the employee group benefits bro-
kerage and consulting industry to mid-sized
organizations.

We have established the ViewsLetter as an
integral part of our commitment to keep

you informed of benefit trends, legislative and
marketplace developments that may affect your
group benefit programs.

We welcome your comments and suggestions
regarding the ViewsLetter.  You can pass your
comments directly to your McGraw Wentworth
Account Director or Account Manager, or you
can reach us at www.mcgrawwentworth.com.

One health condition that is becoming an
important issue for employers to address is
obesity.  The perception has always been
“I don’t have to help these people because
they made the decision to be unhealthy.
They have a choice to lose weight”.  But,
obesity is now being   rec-
ognized as a true medical
condition.  It affects
people’s health and other
aspects of their lives dra-
matically, therefore  hav-
ing an effect on an
employer’s bottom line.

According to the July/
August 2001 issue of
Business & Health, obe-
sity is worse for your health than smoking
or drinking regularly.  Of those surveyed in
a study published by Public Health, “59%
of respondents were overweight, and of
those 23% were obese.  In addition, the
U.S. Surgeon General reports that obesity-
related costs in the United States totaled
approximately $117 billion in 2000.  The
obese adult had nearly twice as many
chronic illnesses as people of normal
weight and had more health problems than

smokers and drinkers and those living in pov-
erty.”  It is obvious that employers need to
take a look at these numbers because they
will affect their workforce tremendously.

In general, employers do not tend to offer
obesity type programs,
and often the benefit
plans they make available
do not cover obesity-re-
lated treatments such as
weight-loss programs.
Those trends have to
change and employers are
beginning to understand
the indirect and direct
costs of ignoring the is-
sue of obesity.  Obesity

often contributes to other costly health prob-
lems such as diabetes and heart disease and
can lead to increased health costs.  For
example, according to Watson Wyatt World-
wide, “…of the $2.4 billion spent annually
on medical costs for type 2 diabetes, 61% is
attributable to obesity.”  That is why employ-
ers are starting to realize that investing in an
employee weight-loss program will help them
see a great reduction in a wide range of health
related costs.
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YOUR QUESTIONS
IRS Revenue Ruling 2002-19

The government has also recognized
the need to assist in bringing atten-
tion to related benefits.  On April 2,
2002, the IRS issued Revenue Ruling
2002-19.  This ruling identifies obe-
sity (as diagnosed by a physician) as
a medical condition and explains the
types of weight-loss programs that
may qualify as medical expenses un-
der Section 213 of the Internal Rev-
enue Code (to the extent that they
are not reimbursed by insurance or
otherwise), which also affects the
definition of qualified medical ex-
penses under a Section 125
healthcare spending account.

This new ruling is not to be confused
with the IRS’s previous approval of
the cost of weight-loss programs as
qualifying medical expenses.  The
difference is that in the past the costs
only qualified if they were for
weight-loss program expenses for a
medical condition other than obe-
sity, such as a weight-loss program
for prescribed weight related diabe-
tes.  However, now the ruling applies
directly to obesity-related expenses
as well.  For example, the ruling out-
lines two scenarios.  The first is an
individual who has been diagnosed
as obese and the second is someone
who is not obese but has been di-
rected by a physician to lose weight
as treatment for high blood pressure.
The costs of the weight-loss programs
in both scenarios are considered by
the IRS to be amounts paid for medi-
cal care under Section 213.

Because of the ruling, taxpayers may
now use pre-tax funds from flexible
spending accounts to pay for medi-
cally necessary weight-loss expenses.
Participants may file claims for re-
imbursement of the cost of the
weight-loss programs prescribed for
the treatment of obesity.

Q.  We have a former employee who has been enrolled under COBRA
for a few months and would like to add her spouse to the coverage.
Can she do so?

A.  The answer is not clearly “yes” or “no”.  As an employer, it is your
responsibility to determine what the reason is that she would like
to add her spouse to the coverage.  Most importantly you should
decide whether her reason for the request is considered a HIPAA
special enrollment under COBRA.

First, HIPAA requires group health plans to offer two special
enrollment opportunities to COBRA qualified beneficiaries as
follows:

� As a result of a mid-year loss of other group health cover-
age.

� As a result of a new spouse or dependent by marriage,
adoption, placement for adoption, or birth.

Your former employee is considered a COBRA qualified benefi-
ciary because she is currently enrolled under COBRA.   The
answer to your question is:

� If your former employee’s spouse was previously not en-
rolled under the coverage because he had coverage with his
own employer, but then he loses his coverage, he can be
enrolled under his spouse’s coverage.  That coverage is
required to be effective no later than the first day of the
month following the request of coverage.

� If your former employee is making an election during the
open enrollment period, as a COBRA qualified beneficiary,
she can elect to enroll her spouse regardless of whether or
not he lost his own coverage.  COBRA regulations provide
that open enrollment must be made available to COBRA
qualified beneficiaries just as they would be to similarly
situated active employees.  If your plan offers a periodic (ex.
annual) open enrollment to active employees, the same must
be made available to COBRA qualified beneficiaries, there-
fore allowing the former employee to enroll her spouse at
that time.

Because the spouse was not originally enrolled when the employee
elected COBRA coverage, he will not be considered a qualified
beneficiary, and hence will not be entitled to his own independent
open enrollment rights.  If she loses COBRA coverage, so does he.
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Technical Corner - Negotiating Prices

Employers are not the only ones
negotiating healthcare costs these
days.  It is becoming more common
for consumers to negotiate with
healthcare providers on the cost of
their services.  According to a poll
conducted by Harris Interactive,
17% of respondents have attempted
to negotiate a reduction in costs
with their pharmacist during the
past year, while 13% have done so
with their doctors, 12% with a den-
tist, and another 10% have tried
with their hospital billings.

Does negotiating make a difference?
According to those surveyed by
Harris, 54% of them were success-
ful in negotiating reductions in their
physician billings.  Fifty percent
(50%) of those polled were able to
get discounted prices from other
providers such as their dentist and
pharmacist.

Why should you try to negotiate
price?  Because you can.  As a tax-
payer, you fund the “medical sys-
tem”.  Then why not negotiate?  We

How does one qualify for reimburse-
ment?  One must obtain a diagnosis
from a physician which supports the
claim that the expenses are associ-
ated with the treatment of the dis-
ease or the specific illness, such as
obesity.  The treatments must be
medically necessary.

What costs are deductible?

� Fees to join weight-loss
programs

� Fees to attend weight-loss
program meetings

� Expenses for diet plans and
books not paid for by insurance

Continued on page 4

negotiate other purchases on a regu-
lar basis (ex. buying a car).  Just like
when you are purchasing a car, it does
not hurt to ask for a better price when
it comes to purchasing your
healthcare-related services.  The worst
thing that can happen…the provider
says no.  Healthcare
consumers have often
negotiated prices with
their providers, often
when it comes to Usual
Customary and Reason-
able (UCR) charges.  For
example, there are
times when you want
to know what the cost
of an upcoming surgery will be and
what the insurer considers UCR to be
for that surgery.  If the provider’s price
is significantly higher than the reim-
bursement rate, consumers have of-
ten negotiated with their provider to
adjust the charge for the surgery.  Of-
ten times, as long as the provider will
receive reimbursement from the in-
surance, they are willing to adjust the
cost of the surgery to lower the out-
of-pocket cost to the patient.

You don’t want to rock the boat
when attempting to negotiate with
your provider, so it does help to have
a favorable relationship with him or
her.  They are more likely to honor
your request.  Demanding or insist-
ing upon a reduction in price may

not do the trick, but
an honest and open,
civilized conversation,
preferably conducted
in person (usually
more effective than
over the telephone) of-
ten can yield the de-
sired result.

Whatever the outcome, more and
more consumers are willing to give
negotiating provider costs a try.  Of
those polled by Harris, more than
half would be “very likely” or
“likely” to negotiate their out-of-
pocket costs if prices continue on
their upward trend.  Like mom al-
ways said when she was trying to
get you to eat your vegetables, “try
it, you might like it”.

What is not deductible?

� Costs for diet foods

� Costs associated with fitness club
or spa membership

� Costs of weight-loss programs in-
tended to improve one’s appear-
ance

� Costs of non-prescription drugs
provided along with a weight-loss
program

What Can Employers Do
to Help?

Employers can assist their employees
in combating obesity by offering sev-

eral types of programs and benefits,
many of which are of minimal cost
to the employer, while being of much
benefit to both the employer and em-
ployee alike.

� Flex schedules:  employers can
offer flexible scheduling so that
employees have time to work
out.

� Health food:  if there is a
cafeteria or vending machines in
the office, healthy food options
can be offered.

� Support groups:  employers can
encourage and support weight-
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loss groups on site.  For
example, a walking club can
be started for those who want
to participate during lunch or
before or after work.

� Corporate wellness pro-
grams:  employers can offer
guidance to employees
through education and even
financial rewards for partici-
pation.

Bottom Line

Obesity is not just the “problem”
of the overweight person; it has
become an issue to employer
groups nationwide.  Since obesity
affects a person’s overall health and
can also lead to additional ailments,
there is an impact on a corporation’s
bottom line.  Healthcare costs in-
crease when employees are not
healthy.  The employer’s bottom
line is affected in other ways too  -
increased absenteeism, reduced
productivity, etc.  Although the IRS
ruling will help to make treatment
for obesity more affordable to in-
dividuals, employers need to be
involved in supporting their em-
ployees weight-loss endeavors.  Ev-
eryone will win. MW

Double Digit HMO Rate
Increases on the
Horizon

The face of open enrollment may
be changing in the wake of the pre-
diction of an average of a 22% HMO
rate increase for 2003 according
to Hewitt Associates.  As organi-
zations begin to negotiate con-
tracts and rates for 2003, they may
want to consider letting their em-
ployees know about the increases
in advance.

Compared to an average HMO rate in-
crease of 15.3% in 2002, the predicted
22% average increase is expected in
some cases to be as high as 94%.  With
numbers like these, employers will
not be able to afford the increases
and will have to find ways to absorb
the escalating costs.  How will they
do this?  In a number of the cases,
employees will bear much of the in-
crease in the form of increases in con-
tributions and/or in changes in plan
design.  In other words, consumers
should expect to pay more for
healthcare, and more specifically for
HMOs, in 2003.

Cost increases in one form or another
are not new to consumers.  For ex-
ample, according to Hewitt Associ-
ates:

� The number of employers
offering $10 office visit
copayments dropped from 64%
in 2001 to 58% in 2002, while
those with $15 office visit
copayments increased from 11%
in 2001 to 24% in 2002.

� Those employers with plans that
have a $5 generic prescription
drug copayment decreased from
52% in 2001 to 46% in 2002.
Meanwhile those offering $10
copayments for generic drugs
have increased from 27% in 2001
to 40% in 2002 (see chart for
closer look at prescription drug
trends).

� Specialty office copayments
increased, with 52% of compa-
nies using a $10 copayment in
2002 which is up from 49% in
2001, while those using a $15
copayment increased from 13%
in 2001 to 25% in 2002.

What’s Next?

In the past, larger companies had the
leverage to negotiate their rates with-
out sacrificing employee costs.  How-
ever, today’s HMOs are standing be-
hind their increases and negotiation
with them no longer appears to be a
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viable option for employer groups.
Where does that leave consumers?
There will be a natural push to con-
sumer-driven healthcare, there will
be an inevitable decline in HMO en-
rollment, and more than likely, em-
ployers will offer less choice in or-
der to have more control over costs.
To keep employees as happy as pos-
sible, employers should keep their
employees in the loop and have regu-
lar communication regarding the in-
creases, especially if drastic changes
will be made to the healthcare they
are offered. MW

Purchase of Voluntary
Benefits Grows with
Tenure

Additional research confirms that
voluntary benefits actually maintain
strong appeal to employees and em-
ployers that want to keep them
happy.

Researchers at Prudential Financial
found, after surveying some 20,000
households, that 84% of respondents
believe that offering voluntary ben-
efits does increase loyalty and re-
tention.  The finding provides more

DID YOU KNOW?

Allergies will end up costing U.S.
companies in upwards of $250

million this year.

●

Eighty-two percent of employees
surveyed say they are not
as effective at work due to

allergy symptoms.

●

Of those surveyed, 34% of the
allergy sufferers miss one to five
days of work per year on average.

●

Employees who take prescription
allergy medication tend to miss
work due to scheduled doctor’s

appointments, while those taking
over-the-counter medications often

miss work due to drowsiness.

Source:  Hewitt Associates Studies,
2002.
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documentation for worksite market-
ing companies and other brokers,
including Prudential’s own Prudential
WorkingSolutions, launched last year.

The survey also shows that sign-up for
voluntary benefits increases sharply
among employees who have worked
at the company for three to five years.
Participation is greatest when they
have been in the same job for five years
or more.

WorkingSolutions COO Tom Martorana
says purchase rates are high because
payroll deduction, group pricing and
discounts and convenience make vol-
untary benefits attractive.  Prudential
found that about two-third of employ-
ees bought dental coverage, half pur-
chased vision and supplemental life
insurance and approximately 20%
went for auto, homeowners and legal
care insurance. MW




