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through the remainder of the century will because of its comprehensive scope and potential

be conceived in a very rare environment: a cost. M&R’s actuarial analysis of H.R.1415 as
balanced federal budget. Since before enactmenintroduced estimates that, if it is enacted, health
of the Employee Retirement Income Security Act care premiums could increase by 7% and if some
of 1974 (ERISA), the federal government has beenprovisions are interpreted in a broad and far-
running budget deficits, with broad and deep influ- reaching fashion, by as much as 39%.
ences on all social and economic policy. For pen-
sions, healthcare coverage, and other employe@®ne PARCA provision generating a great deal of
benefit plans, the effect has frequently been negaconcern among employers would grant health care
tive, with many unwelcome provisions enacted plan participants the right to file a medical mal-
almost entirely because they would bring money practice claim under state law against “any person”
into the federal treasury while more worthy provi- who provides insurance or administrative services
sions were left untended because they could noto an employer-sponsored plan if a plan decision
“pay their way.” results in injury or death. PARCA's sponsor, Rep.

Charles Norwood (R-GA), attempted to respond to
Of course, the deficit-era budgetary controls will employers’ concern over this provision by propos-
continue to be enforced. Now able to afford a ing an amendment (H.R.2960), but this “fix” would
longer-term vision, however, policymakers will be permit such suits if the employer exercised “discre-
more open to ideas for expanding pension cover-tionary authority to review and make decisions on
age and improving the opportunities available to claims for plan benefits.” Any possible good inten-
employers and employees. At the same time,tions in this provision are quickly lost in the far-
expect a greater emphasis on expanding particiteaching negative implications of the huge poten-
pant “rights and protections” to closely accompany tial increase in plan liability—even for plans not
any new incentives for sponsorship of employeeinvolved in abusive practices—and in the replace-
benefit programs. ment of ERISA uniformity with the complicated
patchwork of different rules for different states.

N ew employee benefits legislation emerging ments, but PARCA is particularly troublesome

Legislative initiatives leftover from last year may

need to be retooled to adapt to budgetary freedomPARCA and other pending legislative initiatives
and newly emerging proposals have yet to fully also include new requirements that would affect
recognize the new game in town. Still, just as the plan participants’ access to services and choice of
budget deficit was the most influential force in providers, plans’ information disclosures, griev-
benefits policy during the past three decades, theance and appeals procedures, and the confidential-
budget surplus clearly will be the most consequen-ity of patient information. Congress also could
tial theme behind benefits developments throughtackle other incremental health reform bills that

the year 2000. would mandate minimum lengths of stay or bene-
fit coverage for mastectomy procedures or impose
Healthcare Initiatives high ($5 million or more) or no lifetime limits on

Coming before Congress with the most momen-coverage. Additional attention could be paid to
tum is a healthcare reform bill introduced last children’s health issues.

year, the Patient Access to Responsible Care Act

(H.R.1415/S.644). Already, PARCA has gained While Congress grapples with health bills, efforts
broad bipartisan support in the House, with moreare underway to shape aspects of the healthcare
than half of the representatives signed on asmarketplace through regulatory channels, with
cosponsors of the measure. Numerous other prosome likelihood of follow-up legislation. For
posals impose various new mandates on healttexample, the President’s Advisory Commission on
benefit plans or restrict managed care arrange-Consumer Protection and Quality in the Health
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Care Industry’s final report recommendations were New legislative ideas can also be expected to emerge from
released in March. The commission’s “bill of rights"— a pension bill enacted in 1997: the Savings Are Vital to
covering access to information, choice of providers andEveryone’s Retirement Act (SAVER). The SAVER Act
health plans, access to emergency care services, participgas designed to encourage greater retirement savings by
tion in treatment decisions, nondiscrimination, confiden-launching a public relations campaign and convening a
tiality of information, and grievance and appeals proce-national retirement savings summit every four years. The
dures—is being translated into a legislative proposal. first summit, scheduled for midsummer, will focus on

public education and develop specific recommended
Finessing the legislative initiative, the President has directactions to be taken by the public and private sectors to
ed all federal health programs to comply with the patients’promote retirement savings. Although it could take some
bill of rights by the end of 1999. Already, federal agenciesyears to see any broad, long-term policy changes emerging
are reviewing ways to implement the President’s directive.from the SAVER Act efforts, expect to see Congress use
The Department of Labor has announced its intention tahe high profile of the summit to unveil incremental pieces
propose amendments to ERISA regulations, including: of legislation before the 1998 election break.

* a requirement that plans resolve claims decisionsSocial Security and Medicare
within 72 hours for urgent care and 15 days for nonur-The influence of a federal budget surplus will be most evi-
gent care and that plans consult qualified medical pro-dent in the looming debate over the future of Social
fessionals; Security and Medicare. Both programs will come under
microscopic scrutiny by congressional commissions this
< a requirement that summary plan descriptions includeyear, probably yielding a bumper crop of ideas— some of
clear and understandable information on coverage othem familiar from previous Congresses—but with little
out-of-network services, conditions for access to spedikelihood of any major action anytime during the remain-
cialty medical care, and preauthorization and utiliza- der of the Clinton term.
tion review procedures; and
President Clinton has framed the Social Security debate
« a clarification along the lines of a recent Advisory with his vow to first use the surplus to “save” the system
Opinion letter that plan fiduciaries have a duty to take before considering tax breaks or new programs. Although
into account quality when selecting healthcare servicehe has his supporters, Congress might take the opportunity
providers and are at liberty to consider issues such apresented by the easing of the budget to give more serious
the scope of choices and qualifications of medicalconsideration to a complete overhaul of the system, such
providers and enrollee satisfaction statistics. as that suggested by Sens. Daniel P. Moynihan (D-NY)
and Bob Kerry (D-NE), as part of the effort to save it.
Pensions and Other Retirement Programs
Employers can expect Congress to tinker with pensionThere is growing interest by some key members of
issues rather than make wholesale changes to the privatéongress to consider individual account plans as a solution
retirement system. Much of the focus will remain on theto the problems facing Social Security. Following a recent
perennial quest to find a plan design and other incentives—two-year study of the system by the Social Security
such as a tax credit for start-up costs—that might encourAdvisory Council, not one of the three proposals made gar-
age greater pension sponsorship among small employers. nered majority support from the 13-member panel. But five
members did recommend a “Personal Security Account”
Ideas being advanced by the Administration and in variougfPSA) option. This plan would change the Social Security
congressional proposals include: system from the current one in which each worker receives
a guaranteed lifetime benefit with automatic cost-of-living
« accelerated vesting schedules for 401(k) employerincreases to a new system in which each worker would
matching contributions: three years for cliff vesting, have an individual account. PSAs would be created by a
and six years for graded vesting; reallocation of a portion of the current payroll tax, coupled
with decreases in the benefits provided under the main sys-
* more simplification of pension qualification rules, tem. Most recently, Senate Finance Committee Chairman
including further streamlining of the definition of William V. Roth, Jr. (R-DE) announced his similar propos-
highly compensated employees; al, which would use the federal budget surplus to fund indi-
vidual Social Security accounts.
« allowing older workers to contribute more under
salary reduction arrangements; The Administration also has its eyes on Medicare, but
more as a program to expand health care coverage to cer-
* new pension naotification and disclosure requirements,tain groups of individuals than as a program in dire need
including renewed efforts to require spousal notifica- of a fix. On the White House agenda is a proposal

tion for transactions under 401(k) plans; and (S.1789/H.R.3470) to expand health care coverage by
allowing retirees aged 62 through 64 to purchase Medicare
* new rules for audits of pension plans. coverage. Those who are “displaced workers” could buy

into Medicare at age 55. Retirees over age 55 whose



employers drop retiree health coverage would be permitRevenue Code abolished before the polls open this
ted to elect COBRA continuation coverage through ageNovember.
65. If enacted, these changes could influence the design of
employer-sponsored retiree health plans, which have tradiThis being an election year, the legislative session will be
tionally had to carry the full healthcare load until workers short as members of Congress who are up for reelection
become eligible for Medicare. head home to campaign. There are few priority and “must
pass” bills to work on, and still fewer containing benefits-
Incremental adjustments to both Social Security andrelated provisions. Besides completing the required federal
Medicare have been attempted and could be retried thigovernment appropriations and spending proposals, House
year, whether or not a more comprehensive reform packand Senate leaders would like to complete IRS restructur-
age emerges. For example, considerable interest has beemg and highway/transportation legislation. The
shown in accelerating the change in eligibility age for Republican Congress would like to use the federal budget
Social Security to 67 over fewer years than current lawsurplus to boost its efforts to pass tax relief. Besides the
provides. And only last year the Senate approved a bilbenefits issues already mentioned, items that could be
containing a provision (dropped in final negotiations with picked up in a tax relief bill include education, child care,
the House) to adopt an income-related test for Medicareapital gains, and taxes for the unemployment system, any
Part B premiums. of which could have implications for employers’ compen-
sation programs.
Tax Reform and Beyond
SORUGEMLELECR G RuipElae eI CIIRUEIEEERNERR - For updates on benefits-related legislative action
have so much momentum when the second Clinton ter throughout the year, see:
began? The effort to reform and simplify the tax system w :
or replace the income tax with a consumption tax is fa http://www.milliman.com/pension/research/
from dead. And given the extreme changes—from the
financial incentives to the technical requirements to the
practical day-to-day operation—that would be brought| Adrien LaBombarde, A.S.A., is a research actuary, and
to employee benefit programs by a flat tax system, Marjorie Taylor is the benefits research communica-
employers and employees alike should remain alert t¢ tions manager in M&R’s Employee Benefits Research
the emerging congressional debate on the issue. By Practice in Washington, D.C.
election speeches aside, don’t expect to see the Intern

When Pension Investigators
Come Knocking

by Gerald E. Cole, LL.B.

reed of claimants—the “pension investigator” who years where, as a result of changes in the law and in the
omes knocking at the door on behalf of participantsplan, a plan’s benefits determination process has become
who believe their benefits have not been correctly calculatout of date. For example, a plan may have:
ed. These pension sleuths attempt to dig up anything and
everything they can from the employer. What can employ- < failed to use the current interest rate to determine early
ers do to protect their pension plans from meddling and  retirement benefits or lump-sum cash-out amounts;
from disruptive claims? What should employers do when
an investigator shows up with authorization from a plan < used an interest rate that, when applied to prior accru-
participant demanding all pension records and documents?  als, violates the rule prohibiting plans from reducing
earned benefits;

Pnsion plan sponsors increasingly are facing a newguage of the plan. There are many instances in recent
c

This article focuses on the steps an employer can take to
ensure that its benefits determination process is sound and* changed the timing and calculation of gains and loss-
explains what an employer should do if a pension investi-  es for individual account plans in the plan document
gator comes knocking. without making the corresponding changes in
accounting procedures; or
An Ounce of Prevention...
The single most important thing for a pension plan spon- ¢ incorrectly applied the limit on benefits for a defined A
sor can do is make sure the plan is properly drafted and benefit plan under Internal Revenue Code Sectio
that the benefits determination process follows the lan-  415.
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An employer can take steps to keep its determinatiorisolated mistakes, provided that the plan has established
process up to date. Every plan should have a manugbrocedures for its administration.
describing in detail the steps used to determine a partici-
pant’'s benefit. The plan sponsor should also establish proShowdown
cedures to ensure that plan participants receive all requireRegardless of how careful an employer is, a time may well
notices about the plan. Performing an audit of plan proceecome when a letter from a pension investigator arrives
dures can be very valuable; it will reveal whether all rele-announcing that it represents a named participant and is
vant records are consulted and whether the formulas usegquesting all plan documents and records on which the
to determine benefits accurately reflect the current plarparticipant’s benefit is based. Do not ignore the letter.
document. As part of the audit process, an employer caRarticipants have the right to all documents related to the
have its staff determine the retirement benefits of a fewplan and may appoint a representative to make such a
randomly selected participants and then have the resulteequest. In cases where a participant’s representative
checked by a knowledgeable professional. Or the entireequests the information, however, the plan need only fur-
process can be given a complete administrative audit byish the materials if the participant has given the represen-
the benefit plan consultants. tative written authorization to make the request on his or
her behalf.
With these practices in place, there is still no guarantee
that something will not be overlooked when determining aThe Employee Retirement Income Security Act (ERISA)
given participant’s benefit. Retirement plans are oftenrequires employers to provide the requested information
complex, as are employment patterns. Mistakes will andwithin 30 days or be subject to a penalty of up to $100 per
do occur, and a plan sponsor should act quickly to investiday for noncompliance. Courts have the discretion not to
gate any complaints and to correct any errors. impose the penalty and will decline to do so if there is no
indication of bad faith or prejudice. In this regard, simply
In nearly all cases, errors uncovered will be operational ingnoring the request can constitute bad faith. Courts have
nature; that is, the plan is not being operated in accordancalso awarded attorney’s fees to plaintiffs who are forced to
with its written terms. Most errors do not stem from a fail- sue to get requested information.
ure of the plan documents to comply with legal require-
ments. Fortunately, the Internal Revenue Service hag&ven if plan administrators believe that the request is
made it clear that employers have up to two years to diseverly broad, they should respond in writing within 30
cover and correct operational errors, no matter how seridays, furnish whatever information they believe is appro-
ous, and an unlimited period of time to correct minor andpriate, and state the reasons for not furnishing other

M INING FOR GOLD

Pension plan participants increasingly are becoming the target of firms engaged in pension investigative work.
These emerging firms attempt to get retirees to challenge the benefit plan calculations, claiming that companies
large and small frequently determine benefits incorrectly. The firms say they will look into the benefits|on
behalf of a participant, and, if mistakes are uncovered to the participant’s detriment, they will recover|the
amount for a cut of the additional monies. In some cases, reduced rates are offered for groups of participants in
the same pension plan.

Pension inspection firms cite a number of problems that can lead to benefit miscalculations, ranging from
fiduciary violations to recordkeeping errors. Problems with software, use of the wrong actuarial factors,
application of the wrong plan provisions, and vesting violations also create wrong determinations.

The message from these firms is simple: Call us for help, because there is a good chance that you are beinc
robbed of your rightful pension.

Meanwhile, the Clinton Administration is supporting increased pension benefits disclosure. Included in|the
President’s budget proposal for fiscal year 1999 are several pension “right to know” provisions, such jas a
requirement that employers give defined benefits plan participants a statement every three years that shows
what their benefits would be if they terminated as of the date of the statement. For defined contribution |plan
participants, these benefits statements would have to be provided annually.
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requested materials. Some requests will be for the workshould be denied and a full explanation for the denial
sheets used to calculate the participant’s benefit. Thesshould be furnished to the participant.
should be disclosed.

A more difficult situation arises if the plan sponsor discov-
Sometimes a request for information will go beyond a par-ers that there has been a systemic mistake, such as using
ticular participant’s benefits and include a request forthe wrong date for determining the interest rate, using the
information on all participants or similarly situated partici- wrong actuarial tables, or applying the wrong plan provi-
pants. Such a request is often an attempt to determine #ions. In such a case, the employer should correct the mis-
there are grounds for a lawsuit against the plan sponsor otake for the participant who has made the claim and deter-
behalf of a broad class of participants. Such class actiomine whether the mistake affects other participants.
suits are particularly attractive to a plaintiff's lawyers
because of the large fees that may be awarded to the pr€orrecting the mistake for all affected participants can be
vailing party. An employer does not ordinarily have to very burdensome and costly. Nonetheless, the plan must be
comply with a request for information beyond that relating administered in accordance with its documents, and a plan
directly to the participant making the request. As the U.S.administrator will be violating its fiduciary duties if it fails
Court of Appeals for the Ninth Circuit observed in deny- to do so. Accordingly, it is almost always advisable to make
ing a request for the names and addresses of participantie best possible effort to redress these errors. In some
“[W]e find nothing in ERISA suggesting that Congress cases, it may be prudent to apply to the IRS’s Voluntary
intended to help plan participants amass a litigation wartCompliance Resolution Program, which can preserve the
chest by soliciting donations from other plan participantsplan’s qualified status without having heavy sanctions
and beneficiaries.” imposed.

If the person making the request has written authorizations€onclusion
from other plan participants, the employer should consultEmployers that sponsor a retirement plan should review
with plan counsel to determine the extent, if any, to whichand formally document their benefit determination proce-

disclosure is required. dures. An audit of the process can be helpful in pinpoint-
ing possible problem areas that need to be corrected. If a
No Fear participant or his or her representative requests documents

ERISA requires that plans maintain a full and fair claimsrelating to the retirement benefits under the plan, an
review procedure. This means that the plan administratoemployer should respond appropriately and in a timely
(or responsible committee) must carefully review any manner. Corrections to benefit calculations should also be
claim for additional benefits and award those benefits if a

mistake is discovered. Stonewalling in the face of a vali
claim is the worst course of action, often leading to litiga-| Gerry Cole, LL.B., is special counsel for M&R's
tion and the award of attorneys’ fees. If, however, afterf Employee Benefits Research Practice in Washington,
carefully reviewing the participant’s claim, the plan | D.C.
administrator determines that it is without merit, the claim

Retention and Claim Costs:

A Look under the Hood of a Group Health Insurance Contract
by Albert E. Easton, F.S.A., and James C. Modaff, F.S.A.

icant part of the total cost of doing business. A goodThe remainder of the health insurance premium, called

understanding of what goes into these costs is esseriretention,” is used by the insurer for purposes other than
tial to an efficient and competitive operation. Most claim costs, as described below. Some of the retention
employers with group health insurance contracts havesosts directly benefit the group contract holder, others
watched costs climb steadily for as long as they have hadienefit the covered individuals, and still others primarily
the contract. Improvements in medical care have been &enefit the insurer.

big factor in the rising costs, but other influences are at
play as well. This article will explore health insurance retention and

claim costs, describe the main reasons for retention, an A
The largest part of every health insurance premium paysuggest what factors might influence retention costs:
the hospitals, doctors, and others who provide health serArmed with such knowledge, employers that provide

For many employers, health benefit costs are a signif-vices. Insurers call this part of the premium “claim costs.”
i



health benefits under a group insurance contract will beNetwork access feese charges for the use of an insur-
able to assess—and thereby possibly reduce—their plan’sr’'s “network” of health care providers. Most insurers
overall costs. Employers interested in administrative costdiave signed contracts with doctors, hospitals, and other
should also examine the results of M&R'’s survey of self- providers under which the doctors and hospitals agree to
funded plans (see “self-funded costs” article on page 8). accept fees that are lower than their usual and customary
charges for services. Putting together and maintaining
Retention Costs such a network is time-consuming and can be costly for
A pooling charge (or risk sharing cos§ the amount the the insurer; network access fees help the insurer recover
insurer charges to cover the possibility that claim costsits costs from network users. To get best value for the
will be higher than expected. If the insurer has done anetwork cost, the contract holder looks for quality care in
good job of calculating the expected claim costs, onea network that offers the largest number of doctors and
could argue, when claim costs are greater than expectethospitals in the service area where most of the employees
they will be covered by the savings made when claimlive, giving plan participants a broad choice. To help
costs are less than expected. Insurers will quickly poinkeep claim costs down, the contract holder also wants the
out, however, that in practice this doesn’t always worklargest possible discounts from the providers. With good
because most health insurance is “experience rated.” Thidiscounts and a broad choice of providers, a network can
means that employers with contracts that have good expaeduce premiums substantially because claim costs will
rience will expect a discounted rate the following year. be reduced by much more than the amount that the net-
Those with poor experience will expect a rate increase, buivork access fees add to the premium.
may elect to go to another insurer rather than pay the
increased rate. Thus, the insurer really has no way t€Case management chargese additional charges that
recover the excess claim costs for a losing year. allow a contract holder to access a case manager, who is
skilled in medical procedures and outcomes and who pre-
To avoid drastically increasing premiums for employersreviews expected high-cost procedures. Contracts using
with contracts with poor experience (and to reduce the riskhis feature usually have a penalty for high-cost proce-
that they will go to another insurer), most insurers assess dures that are not pre-authorized. A well run case manage-
pooling charge to cover the random fluctuations that camment operation works with doctors and hospitals to ensure
cause the claim costs to be higher than expected. Suchthat high-cost procedures are conducted in the most effi-
charge is especially common for smaller groups, when theient way. Case management charges usually vary accord-
chance of a random fluctuation is greater. The insurer usuing to the number of lives covered or are a percentage of
ally requires that the group pay an annual charge impremiums. Good case management will always reduce
exchange for absorbing claim costs that exceed a percenpremiums by more than the fee assessed for it.
age, such as 110% or 125% of the expected claim costs.
Typical pooling charges as a percentage of expected claimdministrative chargeare fees that support the cost of
costs might look like this: administering an insurer’s business. These charges
include claim administration charges and
general administration costs (sometimes

Table 1 called “case charges”). The claim adminis-
tration charges pay for the insurer’s staff
Risk SHARING COSTS that reviews and pays claims. Because part
of the claim payment function is to identi-
Typical Charges as a Percentage of Expected Claim Costs fy fraudulent claims while paying legiti-
mate bills quickly and efficiently, the
Size of Group Pooling Percentage claim administration charges can return
110% 125% good value to the contract holder. Claim
) administration charges may vary by the
100 lives 10% 2.5% number of covered lives or by the total
1,000 lives 2.5% 0.5% amount of claims, but as a percentage of
10,000 lives 1% 0.2% premiums they generally are not lower for
larger groups.

Pooling charges that cover the risk of large claim costsCase charges, on the other hand, are usually lower as a per
for a single individual (for example, in excess of centage of premiums for larger groups. Typical expenses
$50,000) are also common. Some contracts have bothovered by case charges include printing and issuing con-
individual and aggregate pooling charges. Poolingtracts and certificate booklets, collecting premiums, prepar-
charges help both the group contract holder, who is proing accounting materials, and general management costs.
tected against unusually sharp premium increases, anBecause the first year of an insurance contract is usually the
the insurer, who is protected against the loss of businesmost competitive year, some insurers assess lower case
that would occur if it the contract holder decides not tocharges in the first year, taking the loss as a general corpo-
renew as a result of a significant premium increase. rate charge that might be made up in later years’ profits on
the contract.



Commissiongay the insurance agent or broker for plac- procedures) that the insurance will not pay for or will pay

ing the insurance in force and for playing a part in ongo-for at a lesser rate. Legal mandates in many states, howev-

ing administration and renewal. Usually, a higher com-er, limit the extent to which benefits can be eliminated.

mission is paid in the year that the insurance is first

placed in force to compensate the agent for the extr&laim costs can vary widely as a result of factors beyond

effort required in that year. Almost without exception, the control of the contract holder. Both the level of

commissions as a percentage of premium are lower orgharges and the utilization of services are significantly

larger policies. Many insurance companies sometimesaffected by geographic area. The age, sex, relative health,

waive commissions and rely on the salaried staff toand dependent status of the covered group also obviously

place and administer such policies. In such cases, thhave an effect.

fees that would otherwise have been labeled “commis-

sions” are charged as a part of the insurer’'s annuallypical Costs

administrative charge. How do retention and claim costs components influence
health insurance premiums? Here are some typical monthly

Intereston the reserves represents, or should represenpremiums for an individual employee for two different

a negative element in retention; that is, a reduction tosized groups, with the different elements of the premium

the other charges. A typical reserve for a group healthbroken out. The benefits provided are for full major med-

contract is about three months’ premiums, and thisical, including prescription drugs. There is a $500

reserve usually builds up quickly in the early months ofdeductible and a 20% coinsurance on the first $5,000 of

the contract, while the lag time builds up between pre-expenses after the deductible.

mium payment and the ultimate payment

of hospital and doctors’ bills. If the Table 2

insurer is able to invest this money a

8%, interest on the reserves should offs:

other expenses at the level of about 2¢ TypicAL MONTHLY COSTS

of premiums each year. Many insurers d

not specifically mention the interest com:

ponent in any analysis of retention tha

they provide, but take it as an offset t

profit or case charges. Size of Group

Expense Category 100 lives 1,000 lives

Per Individual Employee

Profit is the amount the insurer adds tc
its corporate income in addition to all the

p " Claim Costs $140.12 $140.12
expense charges. Even “not-for-profit .
insurers usually have to build up ¢ Pooling Charge 3.50 70
reserve and use a charge similar to prof Network Access Fee 2.75 2.75
to do so. Most insurers do not indicate Case Management Charge 2.25 2.25
special charge for profit in their retention Claim Administration Charges 7.01 7.01
analyses. Rather, such charges al Case Charges 6.30 4.30
included in general administrative cost: Commissions 4.20 1.40
olr) b_unedf_else\;vhl_ere. Mané/_ insurers Interest 2.80 -2.80
obtain profit by failing to credit interest Profit 700 500

on the reserves. In some especially con
petitive situations, an insurer might take
a reduced profit to obtain the contract Total Monthly Premium $170.33  $160.73
For this reason, profit on large groups i
usually lower as a percentage of premiurn
than profit on small groups.

Conclusion

Claim Costs Many employers with health insurance contracts know the
Claim costs almost always represent the largest part ofevel of their claim costs, and all know their monthly pre-
health insurance premiums. But these costs, which payniums. Most insurers are willing to provide additional
health care providers, can be contained or reduced througimformation on exactly what the retention costs cover.
the use of networks and case management. Benefit plaknowing how retention costs break down can give an
design changes in deductibles, coinsurance, and co-payamployer useful information that can be used to pursue
have been used for many years as a way to lower costewer premiums and reduce total benefit costs.

because they provide an incentive to covered individual

to keep costs down. Today many plans require individuals A| Easton is a consulting actuary in M&R’s Albany

to pay more for higher-cost alternatives (e.g., higher cor office; Jim Modaff is a consulting actuary in M&R's A
pays on name brand drugs than on generic drugs). Plangyiwaukee office.

also often “carve out” some benefits (e.g., experimenta
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SELF-FUNDED COSTS

M&R’s Self-Funded Administration Cost Survey found that administration fees charged
employers for health care coverage varied widely but were generally lower in self-fund
plans that covered larger groups of participants. The survey, conducted by M&R
Milwaukee office, asked for fees for six sample groups in an indemnity arrangement g
the same six groups in a preferred provider organization (PPO).

The highest first-year per employee per month (PEPM) fee for standard administration ¢
vices in 1998 was reported at $28.13 for a group with an indemnity plan and 250 empl
ees. The lowest first-year PEPM fee for an indemnity plan was reported at $10.57 fo
group with 15,000 employees.

For a PPO plan, the first-year PEPM fee for standard administration services ranged fro
high of $26.35 for a group with 250 employees to a low of $13.57 for a group with 15,0
employees.
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The following table shows the range of first-year PEPM fees reported by the nine major

insurance companies and third-party administrators participating in the survey for stand
administration services (by major category) for a PPO plan covering 1,000 employees.

FIRST YEAR SELF-FUNDED ADMINISTRATION PEPM FEES

PPO R.aN 1,000 BAPLOYEES
EFFECTIVE JANUARY 1, 1998

Administration Services High Low
Ongoing Administration $13.20 $6.84
Health Cost Management 4.14 .54
Marketing Expenses 6.90 0.00
Network Access Fees 5.34 1.65

The fees by major category varied significantly in surveyed companies. Because a par
pating company that had the lowest fee in one category might have the highest fee in an
er category, the total fees represent the best indication of the cost to an employer group.

Renewal year PEPM fees tended to be somewhat higher than first-year fees. On aver
the renewal-year fees appeared to be 5% to 10% greater than first-year fees.

The survey also reviewed service standards for claim handling accuracy, claim finang
accuracy, and claim turnaround time. Claim handling accuracy ranged from 95% to 99
while claim financial accuracy standards ranged from 98% to 99%. Claim handling accu
cy represents the percentage of claims on which all coding was correct; claim finang
accuracy represents the percentage of claims on which all coding affecting the amoun
payment was correct. The claim turnaround time ranged from 80% to 90% of clair
processed within 10 working days.

ard

ici-
oth-

age,

ial
%,
ra-
al
t of
ns




