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SUPPORTING STATEMENT FOR PAPERWORK REDUCTION ACT SUBMISSIONS

1. Explain the circumstances that make the collection of information necessary. Identify any legal or
administrative requirements that necessitate the collection. Attach a copy of the appropriate section of each
statute and regulation mandating or authorizing the collection of information.

Section 503 (“Claims Procedure”) of ERISA states, in its entirety:
In accordance with regulations of the Secretary, every employee benefit plan shall --

@) provide adequate notice in writing to any participant or beneficiary whose claim
for benefits under the plan has been denied, setting forth the specific reasons for
the denial, written in a manner calculated to be understood by the participant, and

2 afford a reasonable opportunity to any participant whose claim for benefits has
been denied for a full and fair review by the appropriate named fiduciary of the
decision denying the claims.

In November, 2000, the Department issued a final regulation establishing minimum
claims procedure requirements that all employee benefit plans under ERISA must meet in order
to satisfy the requirements of section 503." The claims procedure regulation is codified at 29
CFR 2560.503-1. Section 505 of ERISA authorizes the Secretary to prescribe regulations as
appropriate or necessary to carry out the provisions of Title I of ERISA. The regulation requires
plans to provide every claimant who is denied a claim with a written or electronic notice that
contains the specific reasons for denial, a reference to the relevant plan provisions on which the
denial is based, a description of any additional information necessary to perfect the claim, and a
description of steps to be taken if the participant or beneficiary wishes to appeal the denial. The
regulation also requires that any adverse decision upon review be in writing (including electronic
means) and include specific reasons for the decision, as well as references to relevant plan
provisions.

The claims procedure regulation imposes information collection requirements as part of
the reasonable procedures that an employee benefit plan must establish regarding the handling of
a benefit claim. These requirements include third-party notice and disclosure requirements that
the plan must satisfy by providing information to participants and beneficiaries of the plan.

2. Indicate how, by whom, and for what purpose the information is to be used. Except for a new collection,
indicate the actual use the agency has made of the information received from the current collection.

The information collection requirements included in the claims procedure regulation
ensure that participants and beneficiaries (claimants) receive adequate information regarding the

1The claims procedure regulation replaced an earlier regulation that had been issued in 1977.
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plan’s claims procedures and the plan’s handling of specific benefit claims. Participants and
beneficiaries need to understand plan procedures and plan decisions in order to appropriately
request benefits and/or appeal benefit denials.

3. Describe whether, and to what extent, the collection of information involves the use of automated,
electronic, mechanical, or other technological collection techniques or other forms of information
technology, e.g., permitting electronic submission of responses, and the basis for the decision for
adopting this means of collection. Also describe any consideration for using information technology to
reduce burden.

The claims regulation does not restrict plans’ use of electronic technology to process and
pay claims, to maintain information as to the basis for claim determination, and to generate
correspondence related to claims processing decisions. This regulation also incorporates by
reference pertinent provisions of the Department’s separate regulation, 29 CFR 2520.104b-1,
facilitating and encouraging the use of electronic information technology. This burden estimate
incorporates the Department’s assumptions, described in the response to item 12, below,
concerning the rate of use by plans of electronic means of communication.

4., Describe efforts to identify duplication. Show specifically why any similar information already available
cannot be used or modified for use for the purposes described in Item 2 above.

No duplication with other Federal statutes exists. In some circumstances, states may
require substantially similar information to be provided to insured persons. However, no
duplication occurs because the same information disclosure may be used to satisfy duplicative or
overlapping requirements.

5. If the collection of information impacts small businesses or other small entities (Item 5 of OMB Form 83-
D), describe any methods used to minimize burden.

The regulation applies to all employee benefit plans and therefore is likely to affect small
entities (small business, small plans) that provide benefits. The Department took into account
the potential burden on small entities in structuring the regulation by permitting plan sponsors
the maximum possible flexibility in designing their plans, including the possibility of hiring
third-party service providers to carry out these administration responsibilities in order to make
use of the lowest cost method of compliance available. A large majority of small plans purchase
claims administration services from insurers, HMOs, and other service providers, and the
Department has taken this fact into account in deriving its burden estimates. These service
providers typically develop a single claims processing system to service a large number of
customers, including small entities. Thus, the cost of revising and implementing the procedures
is spread thinly over a large number of small plans. Moreover, small plans and their respective
enrollees benefit equally from the service provider’s expertise and ability to provide improved
accuracy and timeliness in claims and appeals determinations.
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6. Describe the consequence to Federal program or policy activities if the collection is not conducted or is
conducted less frequently, as well as any technical or legal obstacles to reducing burden.

The information collection requirements arise in connection with the occurrence of
individual claims for benefits and consist of third-party notices and disclosures. No information
is reported to the Federal government. Every claim event is normally of importance to the
specific participant who relies on an employee benefit plan to provide the promised benefit. The
information collection provisions of the regulation ensure that sufficient information is provided
to: a) participants and beneficiaries so that they may fully exercise their rights under their
employee benefit plans, and b) to fiduciaries responsible for operating plans in accordance with
their terms.

7. Explain any special circumstances that would cause an information collection to be conducted in a
manner:

. requiring respondents to report information to the agency more often than quarterly;

. requiring respondents to prepare a written response to a collection of information in fewer than
30 days after receipt of it;

. requiring respondents to submit more than an original and two copies of any document;

. requiring respondents to retain records, other than health, medical, government contract, grant-
in-aid, or tax records for more than three years;

. in connection with a statistical survey, that is not designed to produce valid and reliable results
that can be generalized to the universe of study;

. requiring the use of a statistical data classification that has not been reviewed and approved by
OMB;
. that includes a pledge of confidentiality that is not supported by authority established in statute

or regulation, that is not supported by disclosure and data security policies that are consistent
with the pledge, or which unnecessarily impedes sharing of data with other agencies for
compatible confidential use; or

. requiring respondents to submit proprietary trade secret, or other confidential information
unless the agency can demonstrate that it has instituted procedures to protect the information's
confidentiality to the extent permitted by law.

The regulation imposes special timing requirements for the handling of claims under
group health plans. Depending on circumstances indicating the urgency of the need for a claims
decision, group health plans may be required to notify claimants about health benefit claim
determinations in fewer than 30 days.

First, for claims involving “urgent care,” the regulation requires, in general, that
claimants be notified of health benefit determinations “as soon as possible, but not later than 72
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hours after receipt of the claim by the plan. . ..” 29 CFR 2560.503-1(f)(2)(ii). In cases
involving urgent care where the health claim is a request to extend the time period or number of
treatments of ongoing medical care, this period is 24 hours. 29 CFR 2560.503-1(f)(2)(ii)(B).

Second, for “pre-service” claims, the regulation requires that claimants be notified of
health benefit determinations “within a reasonable period of time appropriate to the medical
circumstances, but not later than 15 days after receipt of the claim by the plan.” 29 CFR
2560.503-1(f)(2)(iii)(A). Pre-service claims involve plan requirements that a claimant obtain
approval from the plan prior to receiving health care services or products in order to maintain
eligibility for benefits.

Third, for “post-service” health benefit claims, the regulation requires notification of an
adverse benefit determination “within a reasonable period of time, but not later than 30 days
after receipt of the claim.” Even though 30 days is the maximum response time for these claims,
a plan must provide a determination sooner if it is reasonable to do so. Disability benefit claims
are subject to a similar construct, except that the maximum response time is 45 days.

Appeals of denied claims must be decided within similar, short time limits.

These timing requirements are reasonably related to important policy objectives in an
area of important public concern. For example, the shortest time frame for “urgent care” claims
applies only under circumstances in which delay could seriously jeopardize the life or health of
the claimant or the ability of the claimant to regain maximum function, or where delay would
subject the claimant to severe pain. The next shortest time frame applies under circumstances in
which medical care, while not urgent, has not been provided to a claimant who needs treatment
for a medical problem and where the plan itself requires pre-approval of the medical care before
providing coverage. Post-service health claims and disability claims also involve important
concerns relating to the sick and disabled, but under these circumstances plans may take at least
30 days to respond if it is reasonably necessary to do so.

Another reason why these time frames are important is that these notices relate to the
payment of money by a plan to claimants to whom fiduciary responsibilities are owed. Without
enforcement of reasonable deadlines, payors could be given a financial incentive to delay the
payments, and this would likely be inconsistent with appropriate fiduciary standards. Finally,
these time frames for health and disability claims are generally consistent with industry
standards and with the requirements of other regulators such as state insurance departments.

8. If applicable, provide a copy and identify the date and page number of publication in the Federal
Register of the agency's notice, required by 5 CFR 1320.8(d), soliciting comments on the information
collection prior to submission to OMB. Summarize public comments received in response to that notice
and describe actions taken by the agency in response to these comments. Specifically address comments
received on cost and hour burden.
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Describe efforts to consult with persons outside the agency to obtain their views on the availability of
data, frequency of collection, the clarity of instructions and recordkeeping, disclosure, or reporting
format (if any), and on the data elements to be recorded, disclosed, or reported.

Consultation with representatives of those from whom information is to be obtained or those who must
compile records should occur at least once every 3 years -- even if the collection of information activity
is the same as in prior periods. There may be circumstances that may preclude consultation in a specific
situation. These circumstances should be explained.

The Department published the notice required by 5 CFR 1320.8(d) in the Federal

Register on October 31, 2006 (71 FR 63784). No comments were received.

9.

10.

Explain any decision to provide any payment or gift to respondents, other than remuneration of
contractors or grantees.

Not applicable.

Describe any assurance of confidentiality provided to respondents and the basis for the assurance in
statute, regulation, or agency policy.

This information collection request (ICR) involves disclosures of information by plan

administrators to plan participants. Issues of confidentiality between third parties do not fall
within the scope of this information collection request.

11.

12.

Provide additional justification for any questions of a sensitive nature, such as sexual behavior and
attitudes, religious beliefs, and other matters that are commonly considered private. This justification
should include the reasons why the agency considers the questions necessary, the specific uses to be
made of the information, the explanation to be given to persons from whom the information is requested,
and any steps to be taken to obtain their consent.

None.

Provide estimates of the hour burden of the collection of information. The statement should:

. Indicate the number of respondents, frequency of response, annual hour burden, and an
explanation of how the burden was estimated. Unless directed to do so, agencies should not
conduct special surveys to obtain information on which to base hour burden estimates.
Consultation with a sample (fewer than 10) of potential respondents is desirable. If the hour
burden on respondents is expected to vary widely because of differences in activity, size, or
complexity, show the range of estimated hour burden, and explain the reasons for the variance.
Generally, estimates should not include burden hours for customary and usual business
practices.

. If this request for approval covers more than one form, provide separate hour burden estimates
for each form and aggregate the hour burdens in Item 13 of OMB Form 83-I.
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. Provide estimates of annualized cost to respondents for the hour burdens for collections of
information, identifying and using appropriate wage rate categories. The cost of contracting out
or paying outside parties for information collection activities should not be included here.
Instead, this cost should be included in Item 14.

The information collection provisions of the regulation are found in 29 CFR 2560.503-1
(g), (h), (i), and (j), and in ERISA at section 503. The Department estimates that this
information collection affects 5.9 million respondents. The frequency of response will be on
occasion, mirroring the frequency of benefit claims that require responses, totaling about 321
million per year. The hour burden is estimated to be 10.4 million annually.

The Department’s final regulation governing ERISA plans’ claims procedures, of which
this information collection is part, generally became applicable on or after January 1, 2003.
Because procedural modifications required to become compliant with the new rules are assumed
to have been completed at this time, the estimates include only ongoing costs of compliance with
the statute and the regulations.

Ongoing burdens are a function of claims volume, as well as the denial and appeal rates
of various plans. As shown in the table below, health benefit claims comprise the majority of all

claims filed annually.

Claims (in thousands)

Disability
Health Short- Long- Pension Other Total
Term Term
Claims 1,370,880 2,613 259 1,540 197 1,375,488
Pre-Service
Claim Approved 34,957.4 -- -- -- -- 34,957
Claim Denied 6,169.0 -- -- -- -- 6,169
Post-Service
Claim Denied 199,463.0 78.4 57.0 134 5.9 199,618
Claim Extended 79,785.2 26.1 51.8 0.0 0.0 79,863
Denial Appeal
Total 470.4 7.8 31.9 1.3 0.6 512
Appeal Approved 188.2 3.9 16.0 0.7 0.3 209
Appeal Denied 282.2 3.9 16.0 0.7 0.3 303
Medical 135.9 - - - - 136
Claim Approved 54.4 -- -- -- -- 54
Claim Denied 81.6 - - - - 82
Administrative 334.5 - - - - 334
Claim Approved 133.8 -- -- -- -- 134
Claim Denied 200.7 - - - - 201
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The transaction burden will vary widely with the type and complexity of claim in

across plans of the same type. The average time required for the information collection

associated with any particular type of health benefit claim transaction will range from one
minute for certain routine automatic notices to six hours for certain disclosures on request
following adverse claim determinations.

The Department estimates that approximately 93 percent of large benefit and all small

benefit plans administer claims using a third-party provider. Approximately 4,500 health, 2,500
disability, 4,900 pension and 3,200 other plans administer claims in-house. In-house
administration burdens are accounted for as hours, while purchased services are accounted for as
dollar costs. The hourly burden as well as mailing costs for plans processing claims in-house is

described below:

In-House Burden Hours (in thousands)

Disability . Maing  Total
Health Short- Long- Pension Other Cost Hours
Term Term
Pre-Service
Claim Approved 29.7 - -- -- - $223 29.7
Claim Denied 10.5 - - - - $39 10.5
Post-Service
Claim Denied 339.1 2.0 2.9 0.1 0.0 $5,090 344.1
Claim Extended 67.8 0.3 1.3 0.0 0.0 $2,037 69.5
Denial Appeal
Total 73.4 0.2 1.7 0.0 0.0 $13 75.3
Appeal Approved 16.9 0.0 0.0 0.0 0.0 $5 16.9
Appeal Denied 56.5 0.2 1.6 0.0 0.0 $8 58.4
Medical 52.7 - -- - - $3 52.7
Claim Approved 16.6 - - - - $1 16.6
Claim Denied 36.1 -- -- - -- $2 36.1
Administrative 20.7 - - - - $9 20.7
Claim Approved 0.2 -- -- - - $3 0.2
Claim Denied 20.5 -- -- - - $5 20.5
Total $520 $3 $6 $0 $0 $7,402 529.0

Total burden hours are estimated at 529,000 and total administrative costs are estimated

at $7.4 million.

13. Provide an estimate of the total annual cost burden to respondents or recordkeepers resulting from the

collection of information. (Do not include the cost of any hour burden shown in Items 12 or 14).

As indicated in question 12, the bulk of these claims will be processed by third-party

service providers. Total costs is estimated by multiplying the number of responses by the
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amount of time required to prepare the documents and then multiplying this by the appropriate
hourly cost of either clerical workers ($23.22), doctors ($126.45) or lawyers (100.04),> and then
adding the cost of copying and mailing responses (.50 each for those not sent electronically).
These costs are described below:

Out-House Burden Cost (in thousands)

Disability . Mailing Total
Health Short- Long- Pension Other Cost Costs
Term Term
Pre-Service
Claim Approved $12,839 - - - - $4,147  $16,985
Claim Denied $4,531 - - - - $732 $5,263
Post-Service
Claim Denied $146,511  $4,703 $6,839 $25 $11 $25,010 $183,099
Claim Extended $29,302 $784 $3,109 $0 $0 $10,012  $43,207
Denial Appeal
Total $162,510 $473 $3,842 $11 $5 $256 $167,096
Appeal Approved $39,576 $3 $12 $0 $0 $105 $39,695
Appeal Denied $122,934 $470 $3,830 $11 $5 $152  $127,401
Medical $123,983 -- -- -- -- -- $123,983
Claim Approved $39,153 - -- -- -- -- $39,153
Claim Denied $84,831 - - - - - $84,831
Administrative $38,526 - - - - - $38,526
Claim Approved $423 -- - - - - $423
Claim Denied $38,103 - - - - - $38,103
Total Costs $355,693 $5,960 $13,789 $36 $16 $40,157 $415,650

The total estimated cost burden for those plans that use service providers, including the
cost of mailing all responses, is $415.7 million annually.

14. Provide estimates of annualized cost to the Federal government. Also, provide a description of the
method used to estimate cost, which should include quantification of hours, operational expenses (such as
equipment, overhead, printing, and support staff), and any other expense that would not have been

incurred without this collection of information. Agencies also may aggregate cost estimates from Items
12, 13, and 14 in a single table.

There are no costs to the Federal government associated with this information collection.

15. Explain the reasons for any program changes or adjustments reporting in Items 13 or 14 of the OMB 83-
L

No program changes have been made since the previous submission. The changes in
burden estimation are due to the use of updated information concerning the number of

2 Labor costs are National Occupational Employment and Wage Estimates from the Occupational Employment
Survey of the Bureau of Labor Statistics, May 2005
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respondents and the frequency of claims. While the volume of claims has remained fairly stable
over time, new research in health claims indicates that denial rates are much larger (15 percent
as compared to 3 percent)® and appeal rates are much lower (.2 percent as compared to 10
percent)* than our earlier analyses assumed. In addition, new assumptions were made with
regard to the share of denied claims appealed for medical versus administrative reasons (28.9
percent for medical versus 35.4 percent) based on new information.> Assumptions pertaining to
non-health claims made in the original analysis were largely retained, as no new information was
available to refine. The exception to this was the share of covered workers filing short-term
disability claims, which researchers indicated should be twice the previous assumption (6
percent as compared to 3 percent).®

16. For collections of information whose results will be published, outline plans for tabulation, and
publication. Address any complex analytical techniques that will be used. Provide the time schedule for
the entire project, including beginning and ending dates of the collection of information, completion of
report, publication dates, and other actions.

Not applicable.

17. If seeking approval to not display the expiration date for OMB approval of the information collection,
explain the reasons that display would be inappropriate.

The collection of information will display a currently valid OMB control number.

18. Explain each exception to the certification statement identified in Item 19, "Certification for Paperwork
Reduction Act Submission," of OMB 83-1.

Not applicable; no exceptions to the certification statement.

3 Health Insurance Association of America (HIAA). “Results from an HIAA Survey on Claims Payment
Process,” March 2003.

4 RAND Corp. “Inside the Black Box of Managed Care Decision,” Research Brief, 2004

5 Health Insurance Association of America (HIAA). “Results from an HIAA Survey on Claims Payment
Process,” March 2003.

6 JHA, which generates an annual report on the Group Disability Market, reviewed both short- long-term
disability claim assumptions made by the Department in the previous analysis and indicated that short-term claims
had been underestimated by a factor of two.



