MEETING OF THE BOARD OF DIRECTORS
BLUE CROSS & BLUB SHIELD OF DELAWARE, INCORPORATED

JUNE 25, 1980

A regular meeting of the Board of Directors of Blue Cross & Blue Shield
of Delawa¥re, Inc., was held on Wednesday, June 25, 1980 at 3:00 p.m. in the
Covporate offices. The following members of the Board, constituting & quolum
Were present:

Gene Derrickson, Presiding
Robert H. Belling., Jr.
Robert C. Cole, Jr.
Ben Corballis, M.D.

L. Vincent Croze, Jr.
Bernard J. Daney
Edward K. Bannigan
Alfred lazarus, M.D,
John M, Leyinson, H.D.
Harry W. Lymth, Jr.

C. Raeford Minix
Howard W. Papen
Frances M. West
Morrig E. Williams

The following members of sraff were also in artendance: Messrs. Charlesz
R. Bichards, W. Michaal Ireland, Ms. Parricia Holan and Me. Brenda Betty.
Distributed to each member prior to the meeting was a kit containing:

# A Corporate Bylaws Resolution — Confirmation of Approval

# A Cervificate of Imcorporation Besolution - Adoption of Amendments

# Financial Report of May, 1980

« 4 Board of Directore and 2 Committee Roster

1. Announcements

Mr. Derrickson noted:

- The regignationg of Dr., Dobsen and ¥r. Wiley from
the Board though Dr. Dobson will coutinue to gerve
on the Poard of the Blue Shield Association.

-« Mr. Dugan's letter expressing his appreciation for
his retirement party, and his years of employment
with the Company.



TI.

III.

Minutes of the Mectings of the Board, Mareh 26, 1980 and May l4, 1930

The minutes of March 26, 1980 meeting and the actloms therein
were approved as malled.

The minutes of the special meeting of May 14, 1980 and the actions
therein were approved with a correction to reflect the attendance of
Mr. Bglling at the meeting,

Bylaws and Certificate pf Incorporation Amendments

&. Based upon the discussions znd vote of the
Bopard at its May 14, 1980 specizl meeting,
Mr. Treland read to the Board the following
resolution:

BESOLUTION

WHEREAS, The Board of Trustees of Rlue Cross & Blue Shield of
Velawvare, Incorporated.adopted new Bylaws for the Corporation gn May 14,
1980 at a special meeting of zaid Board which was convened upvn proper
notlce; and

WHEREAS, the Board of Trustees did make certain changes to said
Bylawe at the May 14, 1980 special meeting which were not part of the By-
laws described in the notice for the special mesting:

NOW THEREFORE BE IT RESOLVED That the Board of Trustees of
Blug Crozss & Blue Shield of Delaware, Incorporated reaffirms its adoption
of the attached Bylaws which are identicsl to the BEylaws presented for
adoption at the May 14, 1980 special meeting except for the incorporation
of certain changes made at said May 14, 1980 special meeting and for the
correcrion of cerrtain typographical errors.

The resclution was made, seconded and unanimously adopted.

B. Mr. Trelaud then read the following resolution in regard to
the Corporation's Certificsate gf Incorporation:

WHEREAS, the Board of Trustees of Blue Crogs & Blue Shield
of Delaware, Incorporated did, at a special meeting of said Board
held upon proper uotice, on May 14, 1980, declare the advisability of
the following amendments to the Certificate of Incorporatiom of said
Corporatiom;

RESOLVED That the Board of Trastees of Elue Cross & Blue
Shield of Delaware, Incorporated hereby adopts the following amendments
te the Certiffcate of Incorporation of said Corporation:

a) Amend the Second Article of Incorporztion by deleting the
word "resident" and inserting in lleu thereof the word "registered”



b) Amend the Third Article of Imcorporation by deleting 4t
in its entirety and insert in lieu thereof the following:

¢ Third: The purposes of this Corporation shall be: ro develop,
i market and underwrite all types of health insurance and other
employee benefit programs at reasonable cost: o promote
policies and programs which foster effecrive health tare cost
containment; to actr a5 underwriter or administrator for the
administracion of goveruwental health care programs; to pro-
vide all types of health services; to agslst individuals in
defraying the costa of all types of health services; to do

all things in any way related to or connected with these
purposes and to engage In any lawful ascr for which corpotacions
may be organized under the General (orporation Law of the State
of Delaware.

e} Amend the Fpurth Arricle of Incorporation by deleating the
phrase "is not s Corporarion orpanized for profit and shall not
have the authority to issue capital stock™ and inserting in liew
thereof the phrase "shall be operated as z private not-for-profit
Corporation aund shall not have the authority to issue capiral
stock'.

d) Amend the Eighth Article of Incorporation by changing the name
of the Corporarion’s governing body from “Board of Trustees' to
“Board of Directors" and effectuate such & change by deleting
the words "cartied on by & Board of Trustees" and {nsetrting in
lieu rhereof the worde "managed under the direction of a Board
of Trectors” znd by deleting the word "Trustees” as it last
appears in such article and inserting in lieu therecf the word
“Iirectors'. Aside from rhe change in title of the Incumbent
membars of the goveruning body, their status shall not otherwise
be fmpacted.

e} Amend rhe Winth, Temth, Twelfth and Thirteenth Arcicles of
Incorporation by deleting the word "Trustees" wherever it appears
and Inserting In lieu thereof the word “"Directors".

FURTHER RESOLVED Thar the President and Secretary of the Corporation are
hereby anrhorized to integrate these amendments {nro the existing Ceredfi-
¢cate of Incorporation to form & single Instrument to be known as the “Re-
arated Certificate of Incorporation” and to execute, atknowledge, file
apd record such Restatement as required by law and to take sich other
acrions as may be required to implement and effecruate such Resratement

The resolutlon was moved, seconded and unanimously adopred.
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Committee Repnrts:

Medical Advisory Committee - Dr. Lazarug, Committee Chajrman, reported
that at its last meering the Committee had dealt with a number of ilssues.
Specifically, he noted that the Commitree had:

» Reviewed a reguest from the Urclogy Department of the Wilminglom
Medical Centey for the refmbursement of urological surgilcal
assistants and then determined that such reguest should
be denjed.

& Reviewed the Corporation's refmbursement policy in regard
to assistants at surgery in the dowmstate Delaware hospitals
and a report from a subcommittee of the State Medical Society's
Medicel Review Commirtee. The Medical Advisoty Committes re-—
affirmed the policy of reimbursement based upon an bourly zate
of reimbursement and agreed with menagement’s recommendation
.that thecurrent hourly pate be revised to a more reasonable
amount related to the services beilng rendered with the pro-
vigion that the reimbursement z2llew for Individuoal review of
exceptinnal cages.

o Reviewed the ilssue of whether a new precedure code should be
established for the day of discharge for medieml visits and
determined that such & code should not be established, eince
rouline, intermediate and axtended Blue Shield codes for
medical visits already exist, and physicians have ample
Blue Shield codes to identify the level of care rendered.

» Reviewed the lssue of whether a separate code should be
egtablished for flexible sigmoidoscopy and agreed to the
establighment of a separate code and allowance for the pro-
cedure, since a flexible sigmoidoscopy s a procedure that is
distinctly different (both professional and technmical component)
from a rigid sigmnidoscopy.

Further, Dr. Lazarue reported that the Committee had received infor-
mation status reports in regard to the physician lecturs seriss, the
ammual recomputation of fees and the Corporation's new footcare guldelines,

The report was adopted as preseatsd,

Howinating Committree - Dr. Levingon, Committee Chalrmsn, noted thar he
hgd held & weeling with Mr, Cole and Mr. Derrickson to discuss the role
of the Coumittee, He stated that there are opportunitiss For three new
mewbers on the Board. He noted that the Corporvation needs individuvals

on the board which represent a variety of interests, skills snd experience
rather than only represecting a segment of the populationm. TFor example,

a needed skill is in the srea of dentistry, because of our growing dentral
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Comuittee Reports: {Cont'd)

progtam. D, Levinson indicated that If any Board wember had
individuals in mind for the vacant board position, he or she should
Yeport the name to Mr, Gole ot Ir. Levinson s¢ that the Nominatring
Committes can consider such suggestions at a future meeting. It
wes noted that the Nominating Committee will be meeting within the
naxt seyveral months £o work on fhege nominationa,

Audir Committee - ¥r. Bulling, Commitree Chalrman, noted that at the
last meeting of the Committee, it had:

# HRecommended to the Executive Committee the continued
retentlon of Arthur Anderson and Company ag the Corpota-
tiona auditors, and

@ Reviewed the progress of the Corporation's Internal Auditors.
The teport was accepted as presented.

Health Care Costs Committes - Chairman Frances Weat Yeportad that

at {ts meeting of May 21. 1980, no issues were rgised thet would
reguire Boatd approval; bowever, the Committee had received an
Informarional presentation on the HMO project. - The Committee was
advised that Corporate management, In order to thoroughly assess
the nature and extent of Corporate possible involvement in HMOs,
five t¢ six months of further analyeis would be required prior

to making a recommendation to the Board. However, the Corperation
iz prepared Lo wove were quickly if competition threatens. In
addition, 1t was reported that the Corporation has responded to
the DuFont Company's position on competition auwd 1s working through
the issue with officiale of that organization.

Tn gdditfon to the above, the Commirtee recelved a report om
hoepital contract negotiatlons, which compared the principles
the Corporation had sought in negotiacions and what has been
agreed to in principle with the hespitals. Further, 1t was
reported that a new bospital contract 1s expected to be aeffective
Jaly 1, 1980 and will embody virtually all of the principles
sought by the Corporation. )

The report was accepted as presented.

Executive Committee — HMr. Derrickson reviewed with the Board

the activities of the Executive Commirtee at its April, May and
June, 1980 meetinga. In summarizing the activities, he noted that
among other items the Committee had:



Iv. Committee Reports: (Cont'd)

& reviewed reports from Mansgement In regard to the
financial position of the Gorporatiom and fts
relatlons with the State Insurance Coumissioner;

¢ reviewed the Corporation's decision as to the Brandywine
Gatewny Project;

e rteviewed routine reports on legilslative matters, the
MO and litigation with Miiford Hospital under the
Medicare Part A subeontractor)

% Teviewed reports and discussed the Customer Sexvice
Improvement Project;

® approved W. Michsel Ireland as Vice President Corporate
RBelations, Peter Sparber as Vice President Public Affairs
and Brenda Betty ss Assistant Corporate Secretary (replacing
Patricis Wolan who had been promoted).

# reviewed the Corporation’s additional office &pace, He
noted that Management is reviewing the Torperation’s future
growth gnd the Corporation's space needs on a long~term
basis (five vg Fifteen years).

The report was accepted ag presented,

Personnel Committee — In the absence of the Commictee Chairman,
Mr. Cole reported that at the Committee's June 4, 1980 meeting,
the Persounel Committee had reviewed the rhrift plan study
prepared by Mansgement. TIocluded In this review wms:

# intreduction of the concept of a thrift plan;

¢ advantages .of a thrift plan both o the employer
and to the employee;

e thrift plan provisions;
e implementation process:
¥ costse;

# COWPS comsiderations.

Management had asked that the Committee approve the concept
¢f the program design and the implementation process., These steps
would allow further work to proceed but without a firm commitment
to implement the plan. Following discussion, the Committee spproved
the concept of a thrift plan and asked Management to come back with
firmer details on its administration iIncluding fiduclary accountabilities
and greater detsall as to implementation.

( After a2 discussion, during which it was noted that the Board would
contime to recedve reports on this subiect, the report was adopred.



Y. Finapncial Repore

Mr. Crouch reviewed with the Board the May, 1980 Financial
RBeport noting specifically:

e On page 2, that the year-to—date operating loss of $1.9
nillfon was due primarily to a postponement of the Corpora-
tionls rate fnereases, while a new rate making and implementa-
tlon process was belng effected.

¢ On page 3, that the medority of Che operating loss had occurred
in the Medical/Surgical ares where utilization was on the up-
swing for the first time in a number of yrars.

@ On page 4, that the Corporation wasg overbudget on & year-to-date
basiz due primarily to unexpected overtime costg associated with
the claim backlogsduring the first part of the vear.

& On page 5, that the difference in the Corporation's Investment
portfolio between market value and carrying value had heen
teduced from $7.5 willion to $3.3 wmillion.

# Om page 7, that the Corporation’s Teserves were now at 2.2
moaths and decreasing. He indicated that the situatien was
ant yet crlcdical and will he reversed as the required rate
increnses are put into effect.

¥I. Manapement Report

Mr. Cole reviewed the May 1980 Mansgement Report. He noted that
the Medicare Part B contract negotiatioms wirh the Federal Government
had resulted in & move to comhine this Corporation's Medicare Part B
fuuctions with those of Blue Shield of Femmsylvania. He indiceted
that thils actlon was consistent with the Health Care Financing Adminis-
tration's (HCFA) objectives of integraring Medicare Parts A & B and
Medicaid contracts and reducing the number of Medicare contractors.

He pointed ouc that thig action in Delaware has been a long term goal of
HGFA. "= having tvried to cancel the contract inm 1976 or 1977. However,
the Corporation had been ahle to convinee them to raverse that decision
at that time.

The HCFA direction could he considered logicel since this Corpora-
tion proceszes only 350,000 claims per year compared to Fennsylvania
Blue Shield’s & millilon claims per year. Recognlzing that one nf
HCFA's goals was to lmprove performance, the Corporation previcusly
negotiated with HCFA to install a new computer system called Model B
SBystem, which was a federally {inanced program. The new Model B



¥I. Mansgement Report (Cont'd)

System wap installed in Octaber 1979 and is now running smoothly.

On June 12, 1980, HCFA called & meeting at which time they indicated
that the govermment was not going te renew the Corporation's Medicare
Part B contract and that they would give the Corporation a written
not ice on June 30 of such non renewsl. Government representatives,
however, stated that thelr real desire was to engourage this Corpora-
tion to become a subcontractor umder Pennpylvania Blue Shield with
Delaware performing certain functions locally. Management agreed

to exploYe this opinion and given aconfiguration which would be in
the best ipterests of the Corporation, Delaware Medicare beneflciaries
and providers, and the tax pavers, the Corporation would participate.

Inder the initial HCFA proposal, the Medicare claimz would go
directly t¢ Pennslyvania Blue Shield in Cswmp Eill. Hansgement proposed
2 wore significant subeontracting role for this Curporation which would
gt1ll save administrative costs for the Medicare Program while maintaining
local provider and beneficiary service. While mo declsions had been made
as of this date, Mr. Cole indicated that it would be a8 long and difficult
process and that he would keep the Board adviged on this topic,

Other Businegs

Mr. Cole thep asked Mr. Richards to review with the Board the
Corporation’s progress against its cost containment program.

Mr. Richards revlewed the cost contaimment program started in 1977
which was to be carried out over time and which wonld directly and in-
directly impact increases in health care tosts. Further, e noted the
program was divided inte two distinet elements - price and ptilization.

1} On the price side he reported the following activities:

Hospiial Corntract Wepotistions -

# & of the 7 stare hospitals are iIn agresment in
principle as to a new lospital contract, There
will probably be a meeting iv July to see if the
outstanding conterns can be Tesclved.

# BRockford Center and Kent Ceneral Hospital - The
Corporation actlvely opposed the purchase of the
Rockford Center by another party because the sale
would increasze the center's costs without any
corresponding benefit. In the Eent General matter,
the Corporation had opposed a part of that Hospital's
expansion project on 2 cost bagis.
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Uther Business

L

Cat_Scanner — The Corporation is active in health
planning process in regard to decisjons for addiciomal
CAT Seanners In Delaware.

Phygician Charges - The Corporation negotiated annual
prevailing fee limitstdon egreements and is presently
working wich Medical Society to resolve inequicies
with U&C Systenm.

2) On the Dtilization or volume side of the equation Mr, Richards
reporeed chat:

The Hospital Cantract — A new utilization review pro-
vision undet which ezch Hospital agrees to yndertake

a4 utilization Teview program for Blue Cross suhscrdibers
with ahility on the pare of rhe Corporation to monitor
and evalnate the effectiveness of each Hospital and
meet to resolve any ineffectivenesa.

Physician Urilization Review — The Corporation has
worked with the physiciang on a number of iasues
including the Wacional Medical Necessicy project,

the utilization of Ulctra Sound DRevices, Second Opinion
Frogrsm and the Pre-admission Program.

Altrernative Systems - The Board was reminded of che
Corporation’s HEMO project aud irs progress to date.
Further, it was reporcted rhat competition from ome
of the Philadelphia BHMOs was pogsihle in Norchern
Delaware. :

Benef it Administration ~ Progress has been made in
updating the Corporation's Surgical/Medical and Dental
Maimg policies and tightening up the gdministration
of noncovered services contractual provisions,

Subgeriber Educatilon - The Corporation hag made
significanr strides In this regard in the establishment
of Governor’'s Healch Week; participation and sponsorship
of various fitness activity - Fitnees days and Mzrathonss
and Lifecourse in State and County parks;: and in the
creation and contimied publication of SNOOPEE.

Emplayee Healch Educatjon - The Corporation has begun
to test its Employes Health Education program with its
own employess. As the experiment continues, it will
he expanded into other employers™ work sites.
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Othey Business {(Cont¥d)

He summarized that the programs that the Corporation had
offered have helped cut down on our hospital in-patient care.
The admission rate dropped 4% in 1979, This is the lowest drop
since 1969, He noted that many of the Corporation's initiatives can
not be gquantitatively measured as to thedr effectivensss and thus a
need exlsts to develop move signiffcant effectiveness measures.

Dr., Lazarus reminded the Board that there was another side
to the CAT Scanner izsue., He commented that rather than limiting
the growth of the diagnosiic tools,the Corporation should be
encouraging more both upstate and downstate. Hie opinion was
baged upon the fact that the Scanners are valuable improvements in
the diagnostic techniques and alsc that they are used in lfeu of
additional bhospirsal utrilization and surgical explorations; thus,
they have a pusitive impact on eoet containment.

Dr. Levinson suggested that in developing measurement means
that the Corporaticn consider working with DELRO. Management indicated
that exploration of this was already underway.

Mr. Derrickson complemented Management on its efforts and requested
that the subject of the alecholism and drug abuse be addressed at a

tutyre meeting.
Ad journment
The meeting adjourned at 4:50 p.m.
Bespectfully su’bmitted,

Q\?}%@/&MQ “whu ,)’ém

W, Michael Iraland
Secretary




