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We welcome you to the second issue in
Volume Four of the McGraw Wentworth
ViewsLetter.  It is our mission to be the
leader in the employee group benefits bro-
kerage and consulting industry.

We have established the ViewsLetter as
an integral part of our committment to
keep you informed of benefit trends, leg-

islative 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.

While the stock market has seen its share
of decreases, the healthcare industry is see-
ing its share of increases - in costs (in-
creasing yet again this
year).  According to a
survey released by
Watson Wyatt in Octo-
ber 2001 health plan
costs are expected to
increase an average of
13.6% for active em-
ployees in 2002.  This
is an increase of over
12% this year.  Medicare
or post-65 retiree health plan costs are ex-
pected to increase 15.1% in 2002.

At the forefront of these increases is pre-
scription drug costs (expected to increase
17%).  Development of new drugs, increased
use of existing drugs, and increased use of
new (more expensive) drugs all contribute
to the skyrocketing costs for prescription
drugs.  This affects the costs for healthcare
in general (adding two to three percent to
total medical plan expenditures each year).

An aging population that uses more ser-
vices and the continuous development of
new healthcare services and products and

new technologies also add to the skyrocketing
costs in the prescription drug industry.  This
means more healthcare services are available and

there is more demand for
both existing and new ser-
vices, another part of the
formula that contributes
to the rapidly rising costs.

Where the trend to control
costs several years back was
to offer a variety of plans
and incent employees to
choose lower cost options,

such as managed care, the focus on managed
care has since been shifted.  The plans with the
largest enrollment are preferred provider orga-
nizations (PPOs), with 44% of organizations
offering them.  Regardless of what is causing
the increase, employers are trying to focus on
how to manage the increases or make them more
palatable for the employer and employee alike,
including:

� Voluntary Benefits:  By offering employee-
paid benefit options, employers can offer
choice without paying for it.  Employees
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Q: An employee recently submitted
receipts for reimbursement for his
athletic club membership dues.
Are these expenses deductible
under his health financial savings
account (FSA)?

A: No, athletic club membership dues
are not considered deductible ex-
penses under a health FSA.  Re-
cently the IRS issued information
letters clarifying which expenses for
the treatment of obesity are con-
sidered deductible expenses.  IRS
policy No. 502 was revised to allow
employees participating in health
FSAs to include physician pre-
scribed weight loss programs (those
performed to alleviate a specific
medical condition) as a deductible
expense.  Such programs include
nutritional counseling, surgery and
behavioral counseling.  However,
athletic club dues, nutrition supple-
ments, and over-the-counter weight
loss products are not deductible.

As a plan administrator, there is the
option to cover these expenses.  If
you do not want to reimburse the
claims, your plan document should
spell out the specific exclusions.  If
you will reimburse the claims, you
will want to require the following:

� A physician’s prescription for
the weight loss program

� Physician substantiation of
the medical necessity and
specific condition to be
treated by the weight loss
program

� Documentation that drugs
used are only available with
a prescription

YOUR QUESTIONS
appreciate the effort and view it as
a type of bonus.

� Prescription Drug Plan Changes:
The pharmaceutical industry is
having the biggest impact on
healthcare cost increases and,
therefore, pharmacy benefits seem
to be gaining the most attention in
the move to contain costs.
Employers are turning to options
such as tiered copayments and
using pharmacy benefit managers
to control the cost increases.
Employers are reviewing several
other options to help control or
contain the increasing prescription
costs:  shifting from copayments to
percentage-based coinsurance,
limiting the coverage of lifestyle
drugs such as Viagra, changing the
formulary, increasing copayments
and coinsurance, adding drug
exclusions and raising deductibles.

� Cutting/Dropping Retiree
Coverage:  Some employers are
choosing to end their retiree
programs or curb their benefits as
a response to increased costs and
administrative issues.

� Increase Employee Contribu-
tions:  A majority of employers
surveyed by Watson Wyatt (56%)
indicated that employee contribu-
tions would be increasing “with
the trend rate or greater than the
trend rate” in 2002.  Due to the
effects of the events of September
11, 2001, many employers are
revising these numbers anticipating
an even greater increase in
employee cost sharing.

� Plan Design Changes:  Many
employers (approximately 75%) are
likely to reduce the benefits they
offer by eliminating benefit options or
increasing copayments according to
Watson Wyatt.  Special Programs:
Employers are beginning to target
specific health issues, such as
diabetes or heart conditions, by
offering educational and prevention
information.  By taking a preventative
approach, rather than a reactive
approach, medical problems can be
controlled in a more cost effective
manner.  When people are educated
about disease and other medical
issues, they can often avoid more
costly complications and procedures at
a later date because they have been
controlling the disease or illness in
the early stages (or preventing the
illness/disease altogether).

� Change Vendors:  In response to an
increase in costs by certain vendors
(health, dental, managed care
organizations, etc.) employers are
looking for lower cost vendors to
replace those increasing their
premiums.  According to the Watson
Wyatt survey, 10% of employers
surveyed indicated they would be very
likely to change medical vendors.

� Employee Education:  A majority of
employers are beginning to move
towards empowering the employee to
become more educated consumers,
especially through the use of the
Internet.  Of those surveyed by
Watson Wyatt, 75% were likely to
support web-based employee educa-

NOTABLE QUOTE

A SUCCESSFUL PERSON IS ONE WHO CAN LAY A FIRM FOUNDA-
TION WITH THE BRICKS THAT OTHERS THROW AT HIM OR HER.

DAVID BRINKLEY
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Technical Corner

In November 1999, the Department
of Health and Human Services pub-
lished proposed regulations regard-
ing medical pri-
vacy.  The pro-
posed rules cov-
ered healthcare
providers and
health plans
that electroni-
cally transmit-
ted and stored
protected pa-
tient health in-
formation.

The proposal prohibited the use or
disclosure of health information ex-
cept when authorized by the patient
or as permitted by the regulation.
The proposed regulation allowed for
the following:

� Use and disclosure of health
information without authoriza-
tion for purposes of healthcare
treatment, payment and
operations

� Disclosure of health information
without individual’s authorization
for the purpose of national
priority (Ex. Public health)

Furthermore, the proposed regula-
tion required written authorization
for use and disclosure of health
information for purposes other than
health care treatment, payment,
operations or national priority.  In
addition, it created a set of fair
practices to inform people on how
their information was being used,
to give them access to their infor-
mation and developed standards for
health plans and providers to
ensure confidentiality and prevent
unauthorized access.

Privacy Standards Finalized

The regulations encouraged providers
and health plans to remove individual
identifiers from confidential informa-

tion, by allowing
the “de-identi-
fied” informa-
tion to be used
in any way pro-
vided  it was not
reidentifiable.
Health plans and
providers could
also use any in-
dividually iden-
tifiable informa-

tion with the proper authorization by
the patient.

On December 20, 2000, the Clinton Ad-
ministration released in final form the
federal standards to protect the pri-
vacy of personal information.  These
standards will be effective in approxi-
mately two years.  With the release of
the final standards come some changes
to the proposed regulations such as:

� Protection of Personal Medical
Information and Records:  The
new rules extend protection to not
only electronic records but also to
expand the protection to include
paper records and oral communica-
tions that have not previously
existed in an electronic format.  The
goal of this rule is to protect
virtually all forms of personal
medical information held by
hospitals, providers, health plans
and health insurers.

� Patient Consent:  Doctors and
hospitals will now be required to not
only obtain patient consent for
routine disclosures of medical
information but also to require
nonroutine disclosures for disease
management and workers’ compen-
sation claims.  Patients must have

access to written information
detailing their privacy rights and
how their information will be used.

� Disclosure of Medical Informa-
tion to Providers for Purposes
of Treatment:  The final rule
gives providers the ability to
determine what personal health
information should be included
when sending patients’ medical
records to other providers for
purposes of treatment.

� Protection Against Unautho-
rized Use of Medical Records:
Specifically, medical records may
not be accessed by employers
sponsoring health plans solely as a
means of obtaining information to
be used for employment-related
purposes (unless authorized by
the patient/employee).  The
purpose of this rule is to create a
“firewall” between the plan and
any decisions that may affect
hiring or promotions.

For consumers, the privacy rules are a
plus.  Because the final version pro-
hibits the use of personal information
for employment purposes, an obstacle
is eliminated in the job search pro-
cess.  In addition, consumers have
much more protection for and con-
trol over their personal records now
that not only electronic information,
but also oral and written information
are protected under the new privacy
rules.MW



NOTABLE QUOTE

IT IS BETTER TO BE DEFEATED ON PRINCIPLE THAN

TO WIN ON LIES.

ARTHUR CALWELL
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DID YOU KNOW?

Men average more time at
work (48 hours per week)
compared with women (40

hours per week).

96% of those surveyed
feel mothers and fathers
should share equally in

child care.

67% of men expect their
partners to work for pay

while 94% of women
expect their partners to

work for pay.

71% of men are less
comfortable being the

lower wage earners while
82% of women are com-
fortable being the lower

wage earner.

94% of those surveyed
believe that partners

should share equally in
domestic responsibilities.

68% of those surveyed
feel one parent should stay
home to raise the children

Source: Business & Health, September 2000

tion in the coming year.  Eighty
three percent (83%) expected to
use the Internet as a means of
communicating and administering
health plans (up from 53% last
year).

With the average of healthcare spend-
ing per employee exceeding $4,300
in 1999 and drug spending increas-
ing from over $100 billion in 1999
to over $110 billion in 2000, it is no
wonder healthcare costs are on the
rise.  With a tight labor market, em-
ployers continue to examine ways to
deflect the increase in costs, while
retaining and enticing the best em-
ployees within the labor market.  The
options listed above are just some of
the trends we are seeing in the
healthcare industry today.  Just a
small change to a benefit option
(i.e., increase the prescription
copayment from $5 per prescription
to $10 per prescription) can have a
large impact on the quest to control
costs.  Premiums will be reduced and
with the large savings in premium
there will most likely be a greater sav-
ings for the employer and employee
alike (rather than just the difference
in the cost per prescription increas-
ing from $5 per prescription to $10
per prescription). MW

New ERISA Claims
Rules Released:

On November 21, 2000, the Depart-
ment of Labor published final regu-
lations that revise the claim regula-

tions first adopted under ERISA in 1977.
The regulations were to be effective
January 20, 2001, but only apply to
claims filed on or after January 1, 2002.
Those dates have since been revised for
ERISA group health claims as follows:

� Calendar year health group health
plans:  requirements have been
extended for a year and will first
apply to claims filed on or after
January 1, 2003

� Other group health plans:  require-
ments apply to group health plans
with a plan year beginning on or
after July 1, 2002

The revision does not apply to disabil-
ity claims or other ERISA claims.

The Claim Filing & Review Regulations
require new claims filing and appeal pro-
cedures for group health and disability
plans.   According to the Department
of Labor, the rules are designed to en-
sure that group health plan participants
(mostly in the managed care environ-
ment) “have access to a faster, fairer,
fuller process for benefits determina-
tions.”

The major focus of the new regulations
is on the time with which claims are
processed.  The new regulations revise
the previous 90-day decision process
and shorten the time frames to the fol-
lowing:

� Urgent care claims (claims for care
which care is considered necessary
to preserve the life, health or ability

Continued on page 5
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of the patient giving him or her
maximum function or for which a
delay of treatment would have
caused the patient severe pain):
72 hours

� Pre-service claims (approval of
benefit prior to obtaining the
medical care):  15 days with one
15 day extension available

� Post-service claims:  30 days with
one 15 day extension available

The regulations also require faster
resolution of denied claims as fol-
lows:

� Urgent care claims:  72 hours

� Pre-service claims:  30 days

� Post-service claims:  60 days

� Disability claims:  45 days with
one 45 day extension for appeals

In addition to changes in time
frames for claims review and process-
ing, there are new guidelines as to
specific items that must be included
in or as a part of the review process:

New ERISA Claims Rules Released, cont.

� Notices of initial benefit determina-
tions and decisions on review must
now include the rules, guidelines,
protocols and other information
that were relied on to make the
determination or the denial (if it
was based on medical necessity,
experimental treatment or similar
exclusion, explanation of scientific
or clinical judgment), as well as
the identity of the
medical or vocational
experts consulted

� Access to all docu-
ments, records and
other information
relevant to the benefit
determination must be
provided free of charge

� Claim appeals may not be con-
ducted by the same person who
made the original decision

� If an appeal involves medical
judgment, a healthcare profes-
sional must be consulted

� If benefits are about to be
reduced, participants receiving
ongoing treatment for the benefits

being reduced or terminated must
be notified of the upcoming
change

� Participants have 180 days to file
an appeal (as opposed to the
previous 60 days)

As mentioned earlier, although these
rules were effective January 20, 2001,

they will not affect
ERISA group health
claims until either
January 1, 2003
for calendar year
plans or July 1,
2002 or after for
other group health
plans.  Only dis-

ability and other ERISA plans will be
effective for claims filed on or after
January 1, 2002.  All plan documents
affected by these changes will have
to be made by plan sponsors and re-
flected in the plan documents.  HMOs
will no longer be exempt from the
changes and group health and dis-
ability plans will have to implement
the changes both in their documen-
tation and in their administrative pro-
cedures. MW
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