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FOREWORD

he Better Government Competition is a signature event for the
Pioneer Institute and a vital catalyst for change in Massachu-
setts. Over the last 15 years, the competition has presented ideas
that have saved the Commonwealth upwards of $300 million. BGC
recommendations have been implemented at every level of govern-
ment services. The competitive contracting of highway maintenance;
water treatment enhancements at Deer Island; new models for human
service care; court reform; the preservation of affordable housing and
other zoning reforms; the establishment of energy-efficient build-
ing guidelines; improvements to the child support system and other
important innovations have been guided by the efforts of BGC partici-
pants.

While these efforts have made a difference for the people of Mas-
sachusetts, we face some disturbing trends. The Commonwealth has
lost population, jobs and key businesses. Other states - and other
nations - have made inroads into our traditional strongholds of edu-
cation, finance, and technology. These troubling losses remind us
that, in spite of our past successes, we must fight to stay competitive.

For 2006, our 15th Better Government Competition sought entries
that would improve our competitiveness by streamlining govern-
ment. This is a return to the theme of the first BGC, in 1991. In going
back to our roots, we are not nostalgic. We are cognizant of Pioneer’s
many successes, and of the progress made on many fronts within
the state. Throughout the 1990’s, Massachusetts made real progress
by implementing significant government reforms, ensuring a vibrant
economy. The past few years, however, have been characterized by
unsustainable budget growth, and by the unwillingness of our politi-
cal leadership to address our high cost of living and doing business.
This year’s winners confront the underlying cost drivers of govern-
ment services, and strive to improve quality as they control spending.

The 2006 Better Government Competition Award Winner is the
Short Trial Program, submitted by Chris A. Beecroft, Jr. This compre-
hensive reform alleviates trial gridlock while providing fair and com-
plete justice. The Program removes civil cases with a probable jury
verdict value of $50,000 or less from the regular trial docket, but guar-
antees litigants a trial date no more than 240 days from entering the
program. It also applies measures to shorten the length and reduce
the costs of the trial. The Short Trial Program is a fitting follow-up to
the 1998 BGC winner, which also suggested trial reforms that would
speed the delivery of justice.

The 2006 Runners-Up are all strong, timely proposals. The State
Comptrollers Benchmarking Initiative, submitted by Patricia
O’Connor, provides a performance measurement system with a meth-



odology and database to support finance, HR/payroll, procurement
and IT benchmarking. Each state can then compare and improve its
overall administrative efficiency.

The second Runner-Up, submitted by David B. Perini, promotes
Energy Efficiency in State-Owned Buildings in Massachusetts.
The Division of Capital Asset Management implemented “demand
response,” a market-driven model that rewards facility managers for
saving energy. This system encourages conservation, and also helps
conserve tax dollars.

Statewide Health Insurance Coverage for Teachers, submitted
by Alison L. Fraser, is the third Runner-Up. They propose a standard
agreement on group coverage for all public school teachers across the
state. By reducing discrepancies in benefit levels and costs, munici-
palities could save hundreds of millions of dollars on health care.

The fourth runner-up, State Senator Susan C. Tucker, proposes
Incentives to Reduce Fraudulent Auto Insurance Claims. Drivers
without incident in the past five years would be credited the savings
from high-claim cities that reduce personal injury claims by 25 per-
cent. The program has been implemented in Lawrence to resounding
success.

In addition, the four Special Recognition Awardees have advanced
some exciting ideas: promoting government agency effectiveness and
cost-efficiency; de-institutionalization of senior citizens; a balanced
approach to local environmental regulations; and a plan to ensure
transparency, efficiency and quality care in the Massachusetts health-
care system.
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Implementing a Short Trial Program
in the Commonwealth

Chris A. Beecroft, Jr., ADR Commissioner,
Eighth Judicial District Court, Clark County, NV

INTRODUCTION

The Massachusetts court system suffers from some of the same prob-
lems as that of Nevada, for example, its inability to dispense qual-
ity justice to civil litigants by getting cases to trial expeditiously and
economically. In an effort to reduce its trial congestion, the State of
Nevada has created a pioneering program, the Short Trial Program
(STP), which was first implemented in the Eighth Judicial District
Court in Clark County, Nevada (a general jurisdiction court in the
nation’s fastest growing county).

The STP removes civil cases with a probable jury verdict value of
$50,000 or less from the regular trial docket, but guarantees litigants
a trial date no more than 240 days from entering the program. It also
applies measures to shorten the length and reduce the costs of the
trial. While its new expenses have been minimal, by reducing the
average trial length from 2.5 days to seven hours and economizing on
staff, it has, over three years, saved the district $800,000 while has-
tening the delivery of justice.

The STP has been widely applauded by many of those who have
come into contact with it, including judges, attorneys, and jurors.
Other court districts in Nevada have been impressed enough by its
success in alleviating gridlock and speeding the process of justice to
adopt it themselves. Massachusetts can learn much from this pioneer-
ing program about how to break the gridlock and hasten decisions.

THE PROBLEM

The Eighth Judicial District Court in Clark County, Nevada has found
itself buried under a deluge of cases for a number of reasons:

e [tis a court of general jurisdiction;
e [t serves the nation’s fastest growing county, having more than
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1.8 million residents and adding almost 4,500 new ones every

month;

Roughly 68 percent of the state’s citizens live in Clark County;
e Almost two-thirds of Nevada’s criminal cases and nearly three-

quarters of the state’s civil matters are heard in the District

Court.

Growth in the number of civil cases filed in the District Court has
only had to match the county’s population growth to push it into
gridlock. The number of civil cases filed has increased 41 percent
from 1996 to 2005, from 15,556 to 21,956 (see Figure 1).

In 1992, the Nevada Legislature introduced
the Court Annexed Arbitration Program
to loosen up the congestion and provide a
speedy and economical resolution to cases
of lesser monetary value. However, civil case
filings in the district continued to increase
and cases were taking more than three years
to get to trial. Despite the addition of more
judges and courtrooms, and the introduc-
tion of mandatory arbitration, many cases of

Figure 1: Civil Cases Filed 1996-2005
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awaiting trial was increasing exponentially. The state may have been
providing litigants fair and complete justice, but neither expeditiously
nor economically.

THE PROPOSED SOLUTION

The Nevada Legislature created the Short Trial Program in order to
alleviate gridlock while providing a fair, economic, and expeditious
trial. First, the measure strikes civil cases with a probable jury verdict
value of $50,000 or less from the regular trial docket.' Second, it
guarantees litigants a trial date no more than 240 days from entering
the program. Third, it practices measures that keep the length and
costs of the trial at a minimum.

Once the legislature enacted enabling legislation and the state
Supreme Court promulgated short trial rules, the Alternative Dispute
Resolution (ADR) department worked with the court judges, court
administration, and jury services to complete the implementation in
18 months. This time was used to develop program policies and proce-

3 2 i 2 ! Virtually any civil case can be
dures, test a pilot program of three short trials, train pro tempore judges, olaced in the TP
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and generate support for the program in the local legal community. The
Eighth Judicial District Court conducted its first short trial in June 2002.

The ADR office continues to administer the program, providing a
staff member to coordinate trial dates with court administration and
jury services, and supplying training and assistance to pro tempore
judges. Pro tempore judges for the STP need not be district court
judges, but must be an active member of the State Bar of Nevada,
have the equivalent of ten years of civil trial experience (or be a
retired jurist), and fulfill a minimum number of continuing legal
education credits per year. They are selected for a particular trial from
an approved panel by the parties’ attorneys or by random selection.

Cases enter the program in one of two ways: 1) agreement (stipula-
tion) of all the parties who have appeared in the action; or 2) auto-
matic inclusion when voluntary mediation or mandatory arbitration
has failed. The ADR schedules trials to take place and be completed
no later than 240 days after they enter the program—the trial dates
are firm and the program has a zero-tolerance continuance policy
(continuances are only granted in situations involving “extraordinary
circumstances”). Juries are smaller, usually composed of four
members, occasionally six or eight.

Each side is allowed 15 minutes voir dire and three hours to pres-
ent their respective cases, including opening and closing statements,
presentation of evidence, examination and cross-examination of
witnesses, and any other information to be presented, including
rebuttal. Parties create a joint evidentiary booklet that contains pho-
tographs, facts, diagrams, and other evidence. Successful practitio-
ners in the STP are also including in the evidentiary booklets reports
containing medical opinions, testimony from independent medical
examinations or medical records reviews, and information concern-
ing accident reconstruction and biomechanical engineering. By limit-
ing recoverable costs to $500 per expert, parties are encouraged to
use expert witness reports in lieu of live testimony. Because jurors
are given the evidentiary booklet at the beginning of the trial, they
are familiar with its contents before they enter the jury deliberation
room. Partly because of this, cases conclude in one day or less and
the average jury deliberation has lasted approximately 40 minutes.

A personal-injury motor-vehicle accident with modest damages illus-
trates the typical sequence of events. The venire of jurors is seated
between 8:15 and 8:30 a.m. After introductions and general voir dire by
the presiding judge, attorneys can exercise their fifteen minutes of voir
dire. After challenges for cause are exercised, attorneys for each side are
permitted to exercise their two peremptory challenges according to the
Arizona method of juror selection. When the challenges are completed,
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the presiding judge will state the names of the first four remaining jurors
as the jury for the case. The jury list is prepared by the presiding judge
and provided to the ADR Office, which faxes the list to Jury Services to
ensure payment of the jurors’ fees before the jurors leave for the day.
Evidentiary booklets are distributed to the jurors. Attorneys then make
opening statements, making frequent reference to the documentation
contained in the evidentiary booklet. After a morning break, the plain-
tiff begins his or her case in chief. Generally speaking, the plaintiff is
called to the stand to testify, followed by the defendant. Use of expert
witness’ reports is utilized in lieu of live expert testimony. After an hour
recess for lunch, the defendant begins his or her case in chief, followed
by any rebuttal evidence from the plaintiff. Jury instructions are read by
the presiding judge, followed by closing arguments and plaintiff’s rebut-
tal argument. The jury receives the case usually between 3:30 and 4:00
p.m. and will return with a verdict between 4:00 and 4:30 p.m. The par-
ties may ask that the jurors be polled to ensure that the verdict is correct
whereupon the jurors are then excused to return to Jury Services. The
trial has been completed in one day or less.

COSTS AND BENEFITS

The financial costs to implement and maintain the STP are small.
The only capital costs incurred at implementation included two sets
of STP time clocks costing $1060.00 and four judicial robes for pro
tempore judges costing $600.40. Since the parties pay all of the costs
associated with the trial, including the fees for the jurors and judges,
and the short trials require neither a bailiff nor a court clerk, the
program costs Clark County taxpayers virtually nothing.

The program uses otherwise empty courtrooms to keep costs down.
In the Eighth Judicial District Court, short trials are conducted on
Thursdays and Fridays only, when courtrooms are supposed to be
available. However, as the program has been catching on and more
short trials are being scheduled, courtroom availability may become
an issue. Dedicating small courtrooms to the program would be the
ideal solution.

The benefits, financial and non-financial, however, have been enor-
mous. From June 2002 to December 2005, 363 cases entered the STP.
Of those, 307 were resolved, 179 by being settled or dismissed, 128
having been tried before juries. Every trial was concluded in one day or
less, with an average length of seven hours. Since the average length
of similar trials in the regular track is 2.5 days, and the cost per day for
salaries for judges and staff and institutional expenses is about $2,500,
the typical trial costs $6,250. Since STP trials cost virtually nothing and
conclude in no more than a day, the program has saved judges 320
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judicial days and the taxpayers $800,000 (see Figures 2 through 4).

The STP has dramatically reduced time to trial for cases entering
the STP when compared with those entering the regular district court
track (see Figure 5.) For cases that bypass mandatory arbitration
altogether, the STP virtually guarantees a trial in no greater than 240
days after it enters the program.

The program has performed so well at the district court level that
the Nevada Supreme Court has amended the Justices Court Rules
of Civil Procedure to require that the short trial format be used in
Justices Courts for all civil matters filed on or after July 1, 2005 in
which a jury has been requested. The Second Judicial District Court
in Washoe County (encompassing Reno, Nevada and environs) has
also adopted and implemented the STP.

RELEVANCE TO MASSACHUSETTS

Like the Eighth Judicial District Court, many of the court districts in
the Commonwealth have massive case backlogs.

In 2003, The Visiting Committee on Management in the Courts,
chaired by former Boston College President J. Donald Monan, S.J.,
delivered a report to the Massachusetts Supreme Judicial Council
regarding the structure and operation of the Massachusetts court sys-
tem and made recommendations for its improvement. The Committee
concluded that while the courts of Massachusetts are “getting to the
right answer,”* the process takes too long and is too expensive:

Our courts are drowning in managerial confusion. The
impact of high-quality decisions is undermined by high
cost and slow action. The administration and management
of the Judiciary is uneven at best, and dysfunctional at
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that delivers a sound answer in a timely fashion at a rea-
sonable cost.?

For example, the Committee found that from 1994 to 2002, caseloads
across the system remained flat while costs increased 79 percent and
court personnel increased 25 percent. According to the Committee, “In
spite of these additional resources, no noticeable progress has been
made in delivering justice in a faster or more consistent manner.”*

The Committee concluded that the Massachusetts courts “must be
transformed if they are to deliver the justice that the people of the
Commonwealth deserve,” and that success would result in a court
system “that performs to high standards of civility, timeliness, cost-

efficiency, and decision-making, and a Commonwealth where citizens

can rest assured they will receive the same quality justice from the
islands to the Berkshires.”*

The Monan Committee was aided by the existence of many reports
on the state of the Commonwealth’s courts, not the least of which
was that by the Honorable Daniel B. Winslow.® This study found,
inter alia, that civil cases in Massachusetts, on average, take longer
than two years to resolve. In fact, one out of eight civil cases takes
longer than four years, and approximately 17 percent of cases pend-
ing in Superior Court are three to five years old or older: “Despite a
decrease in caseload growth in recent years, from 1994 to 1996 Mas-
sachusetts’ courts consistently ranked among the worst in the nation
for their ability to dispose of civil cases.”’

The problem is further confirmed by Barbara J. Rouse, Chief Justice
of the Superior Court of the Trial Court of Massachusetts:

Available information indicates that of the approximately
37,000 active pending civil cases statewide, about 10

* The Visiting Committee on
Management in the Courts, 4.

“ The Visiting Committee on
Management in the Courts, 8.

> The Visiting Committee on
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Pioneer Institute for Public
Policy Research, 1998.
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Figure 4: Cost to Taxpayers
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percent have a trial date scheduled in the future. Of cases
with future trial dates, 60 percent have had one or more
previous trial dates, and 22 percent have had four or more
prior trial dates....The ramifications of elusive trial dates
are many. The cases age, attorneys prepare multiple times,
litigants suffer the emotional upheaval of anticipation and
disappointment; the cycle repeats, litigation gets costlier,
and the public loses heart and confidence in the court
system and in the judiciary. We can and must do some-
thing about this.®

This bumping of trial dates, the ensuing backlog of cases, and the
resulting economic, social and legal ramifications thus created, is the
mirror image of what was happening in Nevada. To compound this,
Massachusetts does not have a court connected system of alternative
dispute resolution. With a proven record of accomplishment, at the
district as well as justice court levels, Nevada’s Short Trial Program, if
implemented, has the potential to be an effective and helpful solution
to Massachusetts’ growing trial gridlock problem, at both its Superior
and District Departments

PRAISE AND ENDORSEMENTS

The STP has received strong support and praise from everyone who
has encountered the program—attorneys, pro tempore and district
court judges, jurors, the court system, and the media.

Defending and prosecuting attorneys have both observed that by per-
mitting admission of documents into evidence without live witnesses,
the program has saved tens of thousands of dollars in expert witness
fees and custodian of record costs. Moreover, one-day trials save a
tremendous amount of time and expense, and smaller juries take less
time and expense to reach a verdict than the larger traditional juries.
According to one attorney: “The STP is a good forum for clients to
have their day in court without the degree of downside financial risks
associated with normal litigation.” Another commented that it had
wide application: “I have tried cases in Federal, District and Justice’s
Courts and can honestly say the format of the Short Trial Program can
work for all types of non-complex litigation in all courts.”

Attorneys also found that, with courtroom trials steadily declining,
the STP provides an excellent resource for training and developing
young lawyers, and a useful tool for attorneys to hone their trial skills
and techniques, including the use of new courtroom technologies. An
attorney who had participated frequently in short trials observed that
“lawyers who have never seen the inside of a courtroom are honing
their litigation skills to focus on the true merits of their cases. I speak
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on behalf of all who have participated in the program when I say it
has made us better lawyers.” Finally, and most importantly, the STP
provides access to justice to litigants involved in smaller cases. As the
past president of the Nevada Trial Lawyer’s Association, a pro
tempore judge who is now a district court judge, said:

Years ago it was economically feasible for lawyers and their
clients to resolve their smaller disputes through litigation and
trial. However, as time passed it has become virtually impos-
sible to fairly resolve the smaller claims because of the esca-
lating and high cost of civil litigation. As a result, in today’s
litigation climate and without the Short Trial Program, parties
in the smaller cases are denied access to the courthouse and
justice, simply because of economics.

District court judges likewise praise the STP, saying that diverting
cases of lesser value from their dockets alleviates the case burden and
allows greater judicial resources to be devoted to the resolution of
cases of greater importance.

Juror questionnaires indicate that jurors are also pleased with the
STP format. Many were so satisfied with the one-day trial that they
said that they would be willing to serve again. Others found that with
the smaller size of the jury, consensus was easier to reach. Some com-
mented that because they received the evidentiary booklets before the
trial, they were completely familiar with the evidence long before they
enter the deliberation room: “This was invaluable. It made it easier to
follow the attorneys and follow the testimony of the experts.”

According to the Clark County Board of Commissioners, the STP “is
expected to save the county and future litigants millions of dollars
in trial costs and expenses in coming years” and provides “a good
example of how innovation can solve problems, save money, and...
give people their day in court.” Finally, the Las Vegas Review-Journal
newspaper has endorsed the STP.°

CONCLUSIONS AND IMPLEMENTATION

Using Nevada as a guide, the implementation of the STP program in
Massachusetts should proceed in these three steps:

1. The Massachusetts Legislature should enact legislation to enable
the state Supreme Court to adopt and approve a short trial format
and process similar to that found in Nevada Revised Statutes Sec.
38.250 et seq.

2. The Massachusetts Supreme Court should appoint a committee :';gocri:'; %Ouli;tzy E;%aofg of Com-
of local attorneys, insurance representatives, local judges, and © Egitor [' ; ;2 20(')2 )
. . . 1tonal, June ’ , Las
Supreme Court Justices to propose a working set of short trial Vegas Review Journal.
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rules to the Supreme Court for consideration and adoption,
perhaps using as a partial template the Nevada Short Trial Rules
as amended effective January 1, 2005.

3. A small staff must be appointed to handle administrative
duties. For example, the program will need a court administrator to
oversee all aspects of the short trial program, including formulation
of local rules of practice and procedure, the processing of cases
entering the STP, the collection of juror fees, the selection, appoint-
ment, and training of pro tempore judges (if used), the setting of trials,
and the monitoring of cases in the STP to completion. Another staff
member may be needed to coordinate the scheduling of trials with the
court administration and jury services.

The program, as in Nevada, may take up to three years for total
implementation.

The program faced only minor obstacles to implementation in
Nevada, for example, some attorneys objected to the use of only four
jurors and some objected to the lack of a right of appeal. In Nevada,
these obstacles were overcome by amending the Short Trial Rules to
provide that parties can ask for a six- or eight-member jury, and to
provide that parties have a direct right of appeal of the final judgment
to the Nevada Supreme Court.

Of course, the Commonwealth may face additional obstacles
because of its own unique set of personalities and pressures. How-
ever, as the second state in, it has the advantage of not only learning
from Nevada’s experiences but, more importantly, from everything it
has gotten right.

RESOURCE LIST

Chris A. Beecroft, Jr.

Alternative Dispute Resolution Commissioner
Eighth Judicial District Court

Regional Justice Center

200 Lewis Avenue, 5th Floor

Las Vegas, NV 89155-2377

(702) 671-4493

(702) 671-4484 fax

Beecrof@co.clark.nv.us
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Saltman Center for Conflict Resolution
Boyd School of Law

University of Nevada, Las Vegas

4505 Maryland Parkway, Box 451003
Las Vegas NV 89154-1003

phone: (702) 895-2358

fax: (702) 895-2482
http://www.law.unlv.edu/saltman.html

The Alternative Dispute Resolution Office for the Eighth
Judicial District Court, Clark County, Nevada, may be found at
www.co.clark.nv.us/district_court/ADR.htm

STP rules and forms may be found at
wwWw.co.clark.nv.us/district_court/short_trial.htm

Justice Court Rules of Civil Procedure may be found at
www.leg.state.nv.us/CourtRules/
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Benchmarking to Make State
Government More Efficient

! “Hackett Book of NumbersTM
Insight,” a publication of The
Hackett Group, May 25, 2006.

Patricia 0'Connor, Association Manager,
National Association of State Auditors,
Comptrollers and Treasurers

INTRODUCTION

Benchmarking has long been used in the private sector as an effec-
tive tool to support operational change, improve processes, increase
efficiency, and cut costs. In the private sector, benchmarking is used
to gain a competitive edge. It gives companies a means of seeking
insight from outside typical industry models and offers them the
promise of moving and staying ahead of the competition. Many case
study examples illustrate how companies have used benchmarking to
reshape their business strategies based on proven practices centered
on excellence. U.S. Steel is one such company:

Perhaps no industry has suffered more in the transition
from the industrial era knowledge economy than steel, and
indeed, U.S. Steel Corporation has experienced its fair share
of pain in recent years. Yet while increasing numbers of
its competitors have succumbed to bankruptcy, U.S. Steel,
headquartered in Pittsburgh, Pennsylvania, has emerged a
stronger, fitter and more successful company. Since 2001,
it has doubled in size, to $14 billion in revenue; its stock
price has grown about 750 percent since 2003. Helping
the firm succeed is its world-class finance organization, as
benchmarked by The Hackett Group.!

Benchmarking has been successfully used to increase profits by
world-class companies in a variety of industries, from manufacturing
to hospitality markets:

When Steven Porter talks about striving for organizational
excellence, he doesn’t limit his discourse to a mission state-
ment and set of long-term objectives. Although the presi-
dent of Atlanta-based InterContinental Hotels Group of the
Americas recognizes the importance of lofty goals, he also
points out that it’s the day-to-day management of processes
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and practices that determine success. “It’s essential to sup-
port the growth objectives with solid business practices,”
he says. After evaluating operations throughout the organi-
zation, Intercontinental Hotels Group built a framework for
success. The end result of the initiative? The organization
grew its net income by more than 1,500 percent in 2004
while slashing waste and overhead.?

Decisions based on benchmark study results may take many
forms—reorganizations, mergers and acquisitions, or sometimes
merely a simplification of processes:

At GE Energy, the largest of General Electric’s industrial
subsidiaries, CIO John Seral says simplification will mean
less cost and more effectiveness for the power genera-
tion giant. Late last year, GE Energy and the rest of GE
began working with The Hackett Group to cut operational
complexity. Ultimately, simplification is a common-sense
solution. “The simpler your processes are, the better you
interact with your customers because you have fewer errors
and greater speed,” Seral asserts.?

Although it may seem logical to carry proven successes based on
benchmark studies from the private sector to the public, the transition
has not historically been so simple. Compared to the private sector,
the public sector is organized in a much more idiosyncratic man-
ner. As a result, not only has government failed to close the gap with
private sector performance, it has fallen further behind, exacerbat-
ing public dissatisfaction. State governments that have attempted to
undertake benchmarking projects have found that since each state
approaches the task so differently, it has not been feasible to use
benchmark results in any meaningful way to compare one state or
agency to another.

In 2005, the National Association of State Auditors, Comptrollers,
and Treasurers (NASACT) embarked on national project to bring
benchmarking to the states. Working with the Hackett Group and
Accenture, two consultancies with a long experience in benchmarking
in the private and public sectors, it has begun to do the difficult work
of creating standard definitions, protocols, and measures, and recruit-
ing states as participants. While the program is young, it has already
had some success in creating benchmarks and beginning to build a
database in the areas of finance, HR/payroll, procurement, and IT.
Massachusetts is one of the eight states participating, and, in August

: : : ’ “Business Finance: Winning
2006, it completed the first stage of the project. Strategies for CFOS.” 2005,

* From “Business to Business
Magazine,” a publication of The
Hackett Group, April 2004.
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THE PROBLEM

In the private sector, benchmarking has become standard practice for
helping businesses identify processes that need improvement and

has enabled many of the world’s most well-known and successful
businesses to drive down administrative costs. However, although
benchmarking studies target administrative areas (e.g., finance, HR/
payroll, procurement, and IT) and government is largely administrative
in nature, benchmarking has rarely been applied to the public sector.
The conventional wisdom has been that state governments are organized
and funded so idiosyncratically that benchmarking lacked application.

For a variety of reasons, functions and processes vary in the way
that they are organized from state to state, to the point that the same
processes may fall under different rubrics, categories, and chains of
command. Sometimes these variations have their roots in organiza-
tional structure. For example, in many states, the state comptroller’s
office manages payroll and HR functions, while in other states they are
handled by completely separate administrative offices. Variations may
also result from differences in funding strategies. For example, some
states fund administrative operations with general fund resources,
while in others, administrative agencies are allowed to charge other
state agencies to recover administrative costs. To complicate the mat-
ter further, these functions are sometimes performed and accounted
for by private sector consultants outside of government.

Benchmarking is all about making comparisons, and comparability
requires consistent definitions—apples must be compared to apples.
Comparability also requires a consistent methodology, including how
data are defined, collected, cleansed, validated, analyzed, and sum-
marized into performance metrics. Discrepancies between definitions
and methodologies can invalidate meaningful comparisons between
states, which are, after all, the point of benchmarking.

Until recently, each state that adopted benchmarking had to inde-
pendently establish definitions, determine methodology, and chart its
own course. Not only has this been expensive, but the results have
been unreliable. Without a coordinated multi-state program that
creates a single, consistent set of definitions and methodologies,
state governments will never be able to get the same benefits from
benchmarking that the private sector has received.

PROPOSED SOLUTION
Inception, Objective, and Organization

Responding to this need, the Executive Committee of the National
Association of State Comptrollers (NASC), an affiliate of NASACT,
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created a Benchmarking Committee in March 2004 to investigate alter-
natives for a benchmarking program for state accounting and payroll
functions. As it was considering its options, the Hackett Group and
Accenture* offered to conduct a pilot benchmarking project of four
finance processes: cash disbursements, general accounting, external
reporting, and performance management (management reporting).

Five states participated in the pilot project: Alaska, Arizona,
Nebraska, Oregon, and Tennessee. The pilot confirmed the potential
for a national project and helped identify some conceptual refinements.
NASC’s Benchmarking Committee recommended to its parent organi-
zation, NASACT, that a national project be launched, with NASACT
serving as the primary contractor. Subsequently, NASACT issued an
RFP to identify vendors to assist with implementing the national pro-
gram. Two vendors responded to the RFP. After an extensive inter-
view and examination process, NASACT chose The Hackett Group
and Accenture as the successful bidder on the project in August 2005.

The objective of the benchmarking program is to provide a perfor-
mance measurement system with a methodology and database to
support benchmarking in these four areas: finance, HR/payroll,
procurement, and IT. Each state will gain the ability to measure func-
tional areas across a series of efficiency and effectiveness measures,
giving it the information it needs to improve performance relative to
state peers and world-class private sector performers.

Within a standardized methodology and framework, the program
offers much flexibility. States can specify a schedule that meets their
priorities and needs. They may choose to complete one or more of the
four available benchmarks, and may include any number of their agen-
cies in the process. Once a statistically valid number of states (seven
per function) participate in the benchmarking process, states will be
able to compare their results to data from other participating states and
to world-class best practices. In addition, states may opt to perform a
subsequent benchmark, referred to as a re-assessment, at a later point
in time. This enables states to make “before and after” comparisons
after enterprise resource planning (ERP) implementations or other
internal business process improvements.

Eight states have contracted for one or more of the four benchmarks
available through the program:

¢ Tennessee (finance, HR/payroll, procurement, and IT: initial
and reassessment)

Arizona (finance)

Massachusetts (finance)

Delaware (finance and procurement)

Colorado (finance)
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“ Accenture is the largest
management-consulting firm in
the world, and has developed a
significant practice in the public
sector, especially concerned
with government transforma-
tion. Since it inception in 1992,
Hackett has dedicated itself

to benchmarking the finance,
HR/payroll, procurement, and

IT functions in all types of
organizations. Its database of
3,500 benchmarks contains some
of the most recognized corpora-
tions in the world.
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Data Collection
& Executive

Planning/
Kickoff

Interviews

® Complete FTE
worksheet

# Determine location
structure and data
collectors

@ Determine execution
strategy and timeframe

and questionnaire
inquiries
# Set roles and

responsibilities * Executive

@ Review process definitions Interview(s)

and question sets O Ml ek

@ Access and demo online  yalidation
collection tools

® Answer terminology

@ Participate in interviews

e Mississippi (finance, HR/payroll, procurement, and IT)
e Alaska (HR/payroll: initial and reassessment)
¢ Georgia (finance and IT)

Projects in Tennessee and Arizona were completed in June 2006.
Massachusetts’ project was completed in August 2006.

The benchmarking program has well-defined and effective partner
roles. NASACT serves as the contracting agent and overall project
manager for each state’s benchmarking project, develops the state-
ment of work, and aids the state in developing its contract. Hackett/
Accenture works with NASACT to identify prospective participants
and define states’ desired benchmarks. It also works directly with the
participating state to conduct the benchmarking process, analyze the
data, formulate recommendations, and in some cases perform re-
assessments. NASACT and Hackett/Accenture employ monthly
status calls to provide ongoing planning and to assess the program
and make improvements as needed. They also work together to
publish and present research from the benchmarking studies at
scheduled NASC and NASACT conferences throughout the year.

Process and Measurement Categories

The workflow of the NASACT benchmarking program has a four-part
sequence:

1. Overall program management and development of state con-
tracts. Interested states exercise a statement of work, referring
to the NASACT master contract with Hackett/Accenture. In it, a
state indicates which of the four available functions it wants to
benchmark, identifies the relevant state coordinators and contact
people, and sets the schedule. All three parties are involved in
varying degrees during this part of the process.

2. Use of benchmarking tools with states. Once the final contract
has been approved and signed,
Hackett uses its benchmarking
methodology and tools to begin
a process that typically follows
five steps: (1) planning/kickoff,
(2) data collection and executive
Ry interviews, (3) data validation
o (cleansing), (4) analysis/crafting
of a report, and (5) presentation of

Data Validation
(Cleansing)

Results
Presentation

Analysis /
Craft Report

@ Consolidation of @ Perform analysis on ¢ Present benchmark

data final data results to state
@ Assemble draft fas: Crisei'gp e
results report for g
State leadership

# Review and
validation of data

® Present resutts of
evaluation and
feedback survey

# Finalization of data
® Review draft report

@ Distribute the
evaluation survey

#® Collect and analyze

SUNVEYIIesponises #® Agree on next steps

<
<

results. A typical benchmark study

N

v
A

¢ Performed by State

¢ Facilitated and guided by

Hackett/Accenture

¢ Performed by takes 12 weeks from initiation to

Hackett/Accenture . .
® Inputandfoedback ;ompletlon. The following chart
provided by State illustrates the process:
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Following the initial planning phases, data collection begins. Hack-
ett’s online data collection tool allows states to have any number of
agency employees submitting data at the same time:

The Hackett Group

Sample Company
Functional Benchmark

Finance Functional Benchmark
Project Status: Open

Susan Beattie
Product Management &
Dwlivary

2 Halp

2 Project setup form

¥ Add Content

* Resat Your Password
Functional
Benchmark

Report Status: [N
Reports are up to date

Last Cycle:
Waed Feb 09 10:03:41 EST

Location Information

Location

Company Laval (Main Locarf | "
* Log Out

* Update Prfile
2 Clignt Admin

gvel Ousstion

 Reset Your Password,

Fi
2] Benchmark
| Report Status: [N

Reports are up to date.

Welcome

Sample Company
Functional Benchmark

Locations - View Assigned Locations

Finance Functional Benchmark
Project Status: Open

Return To Assigned Locations | Return To Dashboard | Help

Question Sets Assigned to Location: Another Location for Testing

Sections

4 - Overall Location Information
4.1 - Ovarall Location Information

5 - HR Personnel Questions

5.1 - HE Personnel Quastions

Percent  Last

Updated

Complete Updated By

0%

Nt providad | Not providad

Not provided | Not provided

6 - Technology And Other Costs
2005 = A .1 - Technole Costs
Soreadshest] Last oyde: it

Wed Feb 09 10:03:41 EST 7 - Total Re:
2005

Not provided |Not provided

Naxt Cycler
No updates necessary

7.1 Total R

Not provided | Not provided

Next Cycle
No updates necessary

0% Not provided | Mot provided

Data is collected for both quantitative and qualitative measures.
Costs are organized and collected in major categories. This includes a
full accounting for all state employee labor costs based on the busi-
ness processes and activities employees actually perform, no matter
which organization they may belong to or what their job descrip-
tion may be. Costs related to outsourcing, if any, are also collected.
Technology costs represent the third category and any other costs, for
example space or travel, comprise the final category. Other examples
of quantitative data include transaction volumes and cycle times.
Qualitative data is collected from interviews and stakeholder surveys
and may include information about the alignment of the administra-
tive function to support the mission of the program, error rates, and
customer satisfaction.

3. Evaluation of state feedback and program refinement. At
the completion of each state’s project, NASACT and Hackett/
Accenture examine feedback from the state to identify ways to
implement future program improvements.

4. Development of research reports, findings, and special presen-
tations. Hackett/Accenture, with assistance from NASACT, works
to extrapolate relevant and interesting data to present at NASC
and NASACT conferences in order to promote the project and
benchmarking in the public sector in general.

Because the partners worked together at the outset to modify the stan-
dard approach, data collection tools, and taxonomy so that they would
apply to state government, NASACT’s benchmarking program is the
only one that satisfies the unique requirements of state governments.
Data and metrics are developed further at the level of a “process” within
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the domain of an administrative “function.” A state that enrolls for a
benchmark of a function, for example, finance, collects data for all of
the processes under the finance function. This allows the development
of performance metrics and apples-to-apples comparisons between the
finance functions of the respective states. This approach also maintains
the integrity of comparisons of state data to that of non-governmental
organizations.

The finance benchmark focuses on eight discretely defined process
groups:

Transactional

Cash Disbursements

= Accounts Payable

= Travel and Expenses
= Program Payables

Revenue Cycle

= Credit

= Customer Billing
= Collections

= Cash Application

Account and External

Reporting

= Fixed Assets

= Interfund/Interdepart-
mental Accounting

= General Ledger
Accounting

= Project Grant and Cost
Accounting

= External Reporting

Compliance &

Risk Management

Treasury Management

= Cash Management

= Capital and Risk
Management

Compliance

Management

= Regulatory
Compliance and
Auditing

= Process Certification

Budgeting &
nalysis

Budget Preparation

and Reporting

= Long-Term
Forecasting

= Annual/Biannual
Budgeting

= Budget and
Performance
Reporting

Business Analysis
= Department/Program
Analysis

Management &
dministration

Finance Function

Management

= Function Oversight

= Personnel Management

= Policy and Procedures
Oversight
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The HR/payroll benchmark focuses on nine discretely defined
process groups:

Transactional Employee Life Planning &
Cycle Strategy
Total Rewards Staffing Services Total Rewards
Administration = Recruiting and Planning
. Health and Staffing . Benefits
Welfare = Exit Process Planning
Administration - Compensation
=  Pension Workforce Development Planning
and Savings Services
Administration = Learning and Strategic Workforce
L] Compensation Development Planning
Administration . Career Planning . Workforce
= Performance Gap
Payroll Services Management Assessment
L] Time and = Leadership
Attendance Organizational Gap
L] Payroll Effectiveness Assessment
Administration = Labor Relations
Administration
Data Management, - Organization
Reporting and Design and
Compliance Measurement
L] Compliance = Employee
Management Relations
. EE Data
Management
. HR Reporting

Management &

dministration

HR Function Management
L] Function Oversight
. Personnel
Management
L] Policy and
Procedures
Oversight
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The IT benchmark focuses on eleven discretely defined process
groups:

Control & Risk

IT Technology
Management

Infrastructure

pplication
Management

Infrastructure Management | Application Quality Assurance
. Operations Maintenance . Change
Management L] Application Management
. Security Support
Management =  Enhancement Risk Management
Administration Delivery = Audit &
= Disaster Recovery = Upgrade Compliance
Execution
End User Support
Application
Infrastructure Development | Development and
Implementation

Planning & Strategy

IT Business Planning
. Alignment
L] Project
Prioritization
. Communication

Enterprise Architecture
Planning
. Governance
. Standards
Management

Emerging Technologies
. Technology
Evaluation

Management &

dministration

IT Function Mgmt
L] Function Oversight
. Personnel Mgmt
= Policy & Procedure
Oversight




26

Pioneer Institute — 15th Annual Better Government Competition

The procurement benchmark focuses on eleven discretely defined

process groups:

Procurement

Operations &

Compliance

Supply Data Mgmt.

Processing
Supplier Scheduling
Receipt Processing

Compliance Mgmt.

Requisition and P.O.

Sourcing & Supplier
Management

Customer Management
Sourcing Execution

Supplier Management and
Development

Planning and
Strategy

Function Strategy
and Performance

Management &
dministration

Function
Management

Management

Sourcing and
Supply Base
Strategy

All benchmark processes are further defined down to an activity
level to ensure that data are collected, analyzed, and reported in a
consistent manner. The graphic below is an example of details cap-
tured in the “cash disbursements” process group within the finance
benchmark process.

Process Groups

Processes

Sub-Processes

+ Cash disbursements

+Accounts payable
+Travel and expense

+Freight payments

+Sourcing execution
+Supplier set-up
+Pre-processing

+Verification / approval
+Processing
+Discrepancy resolution

+Payments

+Inquiry response

+File / store / retrieve

+Reconciliation/
accrual/compliance

Empirical data is collected based on activities performed, regardless of job title,

reporting hierarchy, geographic location, or organization

Activities

« Processing and routing of
incoming mail specific to the
cash disbursements process
including the handling of
invoices, bills of lading &
receiving documents and
expense reports

+ Matching of supplier invoice,
purchase order, receipt
acknowledgement and other
required documents or
information to validate and verify
payment can be made to

suppliers.
« For employee T&E
reimbursement, matching

receipts with claimed expenses
on a report to ensure
compliance with company
policy.....(More)

Hackett’s benchmarks focus on measuring the drivers of world-class
performance. Three types of drivers are collected and used to evaluate
quantifiable and non-quantifiable factors that affect performance and

costs:

1. Performance Metrics: Performance metrics represent an organi-
zation’s performance as measured by costs, productivity, resource
allocation, and value. These metrics reflect measured performance
compared with world-class organizations and the state govern-
ment peer group in terms of efficiency (cost and productivity) and
effectiveness (quality and value).
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2. Demand Drivers: Demand drivers represent agency-related deci-
sions that are beyond the control of most functional executives
yet create demand for service from finance, HR/payroll, procure-
ment, and IT functions. Examined here are issues of size (e.g.,
revenue/budget, employees) as well as complexity (e.g., agency
structure, geographic structure, regulatory/statutory environment,
and volatility).

3. Structural Factors: Structural factors represent the great variety
of methods adopted to meet demand for services, such as agency
practices, strategies, process-sourcing strategies, staffing levels,
available skill sets, organizational structure, and the selection and
implementation of technology.

There are approximately 250 questions and 100 key metrics produced
as part of the deliverable from each functional benchmark. In addition
to capturing key functional metrics such as cost and full time employ-
ees (FTEs), Hackett also defines how and where each organization
compares to world-class performers.

The major deliverable to the states participating in the benchmark
is a detailed, customized benchmark report. This report includes the
following:

State-to-state peer group

Median of chosen Hackett peer group

World-class metrics in Hackett database

Analysis of the state under- and over-investment opportunities
Analysis of use of best practices

Recommendations of improvement opportunities and a high-level
action plan (listing areas to explore that show opportunities for
significant improvement).

As of August 2006, three states have completed their benchmarks:
Tennessee, Arizona, and Massachusetts. Results from Tennessee and
Arizona have been examined and are currently being shared. Results
from Massachusetts have been delivered to the Commonwealth and
are being reviewed by its leaders.

Even though only three states have completed the process so far,
some interesting initial findings and observations have emerged:

e State governments can actually operate at a lower cost level than
their private peers because they are not faced with many of the
complexities that typically drive up costs for businesses such as
operating in multiple jurisdictions or mergers and acquisitions.
Thus benchmarking gives states a unique opportunity to create
more value from their scale at a lower cost.

¢ Organizational fragmentation of processes exists.
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e Low overall labor rates are masking inefficiencies of current
processes, especially in transaction processing.
Overall best practice utilization is low.
States are under-investing in technology and/or not realizing the
benefits it provides in improving both efficiency and effectiveness.

e States have lower quality levels and cycle times than peer
organizations.

e The Treasury Management area is performing favourably as
compared to peers.

Several key challenges and emerging trends for state governments
also became apparent upon initial review of results from the three
states.

Key Challenges:

e Current HR practices within government make it difficult to
attract and retain appropriate talent.

e The lack of an appropriate level of technology investment is hav-
ing an adverse impact on state government performance.

¢ A lack of overall standards and state governance of back office
functions exists.

e States have significant process fragmentation among agencies/
departments.

Emerging Trends:

* An increased adoption and utilization of dominant best prac-
tices.

e A shift from transaction processing/administrative support to
decision support/strategy development.

¢ An increasing need to replace old and obsolete technology
with solutions that have functionality that effectively supports
technology-enabled best practices.

* An increased utilization of shared services will help improve
effectiveness and optimize cost structure.

And as can be expected, putting the NASACT benchmarking project
concept into practice resulted in many lessons learned—lessons that
should improve the project as time passes and additional states join.
Some of the major lessons learned include:

e There is a need to emphasize and sustain visible project support
by state leaders.

¢ The ability to have data to support desired improvement
initiatives is significant in efforts to drive change.

¢ Spending sufficient time during the planning and initiation
phases of the project is crucial.
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¢ Government is different from the private sector—customizing the
benchmarking process to meet the needs of state governments
has been and continues to be essential.

COSTS AND BENEFITS

Since the first Hackett/Accenture benchmarking study for Massachu-

setts has only recently been completed, the Commonwealth has yet to

realize any gains from it. However,

by finally having the ability to eval- REPRESENTATIVE ANALYSES PROVIDED IN THE BENCHMARK REPORT

uate their functions against those of : = =
4 Cost Differences GapOpporuntles Gap Opportunides
other states and world-class private - (ersus World Cess)
companies, state executives will swi $862 ommS R iddes
. . 80 ' %
be able to identify weaknesses and n " R, G R
devote thought and resources to - M B oo
remedying them. Benchmarking, o - - " Trasury Management .
. 2 = Compliance Management $2.; il $2. X:
however, is not only good for spot- ) E R i
ting underperformers, but its objec- i " D el
. . . . = Business Analysis $4.4 MM $5.6 MM+
tive, quantitative profile also helps i MR, W — S i Sty
build consensus within and outside Opporurty  Opportuity " Mhenaemaeeiiand; SEEIRM sz
the state bureaucracy for change e
iniﬁaﬁves Note: * Opporiunities capped af 50% of current process cost

Because of the great strides that businesses have been making in
improving efficiency, partly due to their implementation of bench-
marking programs, state governments, especially in the core back
office functions like finance, HR, IT, and procurement, are also being
asked to do more with less, to be more efficient and effective. Bench-
marking can give state functions the same boost in performance that
it has given leading business organizations.

Benchmarking results identify, quantify, and prioritize improvement
opportunities. As illustrated in the following chart, the performance
of a state such as Massachusetts is compared to peer organizations
and world-class performers, identifying areas where it exceeds or
falls below the median. Furthermore, the potential cost savings are
calculated, expressing in dollars the benefits of the state reforming its
business practices to emulate the performance of organizations with
median or world-class performance, respectively.

The comprehensiveness of the results and that improvement oppor-
tunities are translated into “dollarized” gaps enable states not only to
compare themselves to peers and leaders, but also prioritize change
and build a business case for change initiatives.
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Benchmarking also provides a number of more specific benefits:

e [t helps prioritize or re-prioritize key initiatives, quantifying with
empirical data the methods and techniques most appropriate to
each state’s situation.

e [t ensures that standard metrics frameworks are used for accurate
inter-entity comparisons.

e [t helps forecast and define targets for major parameters such as
cost and service levels.

¢ It identifies ways to improve and augment technology utiliza-
tion.

¢ [t provides insight into the improvement opportunities that will
yield the highest ROI and prioritize best practices implementa-
tion initiatives.

e [t allows for a broad understanding of costs and staffing levels to
support prioritization efforts.

e [t provides longitude and latitude—the ability to analyze system-

atic issues across the state and its agencies.

It facilitates knowledge sharing with industry peers.

It helps proactively identify issues related to internal controls.

It supports efforts to mitigate tight labor markets.

It provides data and context in order to determine which prac-

tices will yield the greatest return if implemented.

As for costs, Hackett’s fees and the extra work required of state
employees to carry out the benchmark study are a whole order of
magnitude less than the benefits a state can realize through a focused
business transformation effort.

NASACT’s contract with Hackett/Accenture provides benchmarking
services at a competitive price. States contracting for more than one
benchmark receive an incremental discount.

Finance, HR/ Total SOW Percent Realized
Payroll, agreement discount price per
Procurement, fees realized benchmark
and IT
1 benchmark $80,000 $80,000
2 benchmarks $144,000 10% $72,000
3 benchmarks $210,000 12.5% $70,000
4 benchmarks $272,000 15% $68,000

RELEVANCE TO MASSACHUSETTS

Massachusetts participated in a benchmark study for its finance func-
tion. The executive sponsor is Martin Benison, the Commonwealth’s

comptroller, and the statewide coordinator is Kathy Sheppard, deputy
comptroller. More than 100 agencies participated in the study, includ-
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ing the major departments in the executive branch. The study was
concluded and the Massachusetts benchmarking report delivered in
August 2006. The Commonwealth is currently reviewing the results;
however, based on preliminary examinations, it appears that the
results will be valuable in two areas:

1) Balancing Accountability and Efficiency

Governments are continuously challenged to be more efficient, many
times by adopting techniques proven in the private sector. At the
same time, citizens deserve and expect high levels of accountability
over the use of their tax dollars—a level of accountability not always
encountered in the private sector. One of the great challenges for
government financial managers is continually evaluating and read-
justing this balance between efficiency and accountability. Massa-
chusetts will use its benchmark results to identify where its costs are
higher than peer states, whether as a result of inefficiencies or gaps
in accountability. The benchmark results will also help the Common-
wealth understand the effectiveness of its accountability activities
and identify ineffective activities that can be re-engineered or in some
cases eliminated.

2) Identifying Opportunities to Invest in Automation

Ultimately, the benchmark results will allow the Commonwealth to
identify areas in which it can increase efficiency though the use of
automation without necessarily compromising accountability. This
information will be extremely helpful to the incoming administration
as it works to modernize financial operations.

If the Commonwealth builds on the financial benchmark by com-
pleting additional benchmarking projects in purchasing, human
resources, and information technology, the administration will be
poised with a complete management agenda to improve its back-
office operations.

CONCLUSION

The implications of this benchmarking program for state government
are significant. For the first time, state governments have a com-
mon methodology, set of tools, and performance metrics that can
give them a baseline of existing costs and productivity levels and an
assessment of where the greatest opportunities for improvement lie.
NASACT’s benchmark program gives state governments a factual
starting point for transformation initiatives that will apply market
principles and best practices to the task of improving the efficiency
of their business processes and the quality of their services. It is
estimated that the savings that any one state will achieve from efforts
toward greater efficiencies and effectiveness in its business processes
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could be in the tens of millions of dollars. Extrapolated across the
nation, the savings to state governments resulting from benchmarking
projects would clearly run into the hundreds of millions of dollars.

Through this program, state governments now have their own way
to make relevant comparisons with each other and with the private
sector, and even more importantly—to adopt the best practices that
have led to outstanding business performance.
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Managing Energy Demand in
State-Owned Buildings RUNNER-UP

David B. Perini, Commissioner,
Massachusetts Division of Capital Asset
Management

INTRODUCTION

The government is by far the state of Massachusetts’ largest real estate
owner and building manager. The Division of Capital Asset Manage-
ment (DCAM) alone owns or leases more than 5,500 buildings. Other
state authorities like Massport and the State College Building Authority
manage hundreds, if not thousands, more. With the rare exceptions

of some sheds or barns, these buildings consume electricity for their
lights, computers, elevators, security systems, and complex mechani-
cal equipment. The Commonwealth of Massachusetts consumes more
than 1.1 billion kilowatt hours of electricity each year.! The electri-

cal bill in FY2006 for the executive branch of government alone (not
including the court and university systems) was $46.8 million.? If you
add in the other big government power users such as Massport and the
Turnpike Authority, the bill approaches $100 million.

Many state facility managers have aggressively adopted measures
to increase energy efficiency in the buildings they operate, including
swapping from incandescent to fluorescent lighting, the installation
of variable frequency drive systems, and the use of building control
systems. They have also pushed energy conversation measures such
as turning off lights and computers when rooms are not in use.

However, these efforts can only go so far. Demand on the grid is
steadily rising and new power plants are not being built in any large
numbers (see Figure 1).> The cost of fuel is also rising. For some time,
the electrical power industry has had programs in place that allow

consumers to save money by reducing their energy demand dur- " A&F Bulletin 11. Executive
ing peak hours. Unfortunately, many state facility managers are not (F’].TacrfczoVAﬁ‘;”u‘;:‘ﬁra;‘ggﬁa"d
aware of the benefits of these programs, and others are discouraged . . :

R | i Alvaro Pereira: email from Mas-
from adopting them, since what they save is often deducted from sachusetts State Department of
their next year’s budget. Energy, July 31, 2006

* Peter J. Howe, “Power Grid Will
Push for Energy Conservation,”
Boston Globe, June 20, 2006.
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Figure 1: Total U.S. Electricity Consumption Growth THE PROBLEM
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&g - | customers.

“ Ibid.

Surges in demand also have an exponential
effect on the wholesale cost of energy.

A five percent growth in demand over normal summer peaks may
result in a wholesale cost jump of $700 million annually, according to
ISO-New England officials.*

On the other hand, after state facilities managers pay for electric-
ity, they often have little left in the operations and management
budget to maintain or improve the efficiency of their large, complex
buildings. They also often have limited and inadequate systems for
responding to energy emergencies like brownouts or system-wide
power losses. Typically, they are mere victims of the emergency, and
react by closing operations and sending employees home. Facilities
that provide life-sustaining services, or that respond to natural disas-
ters or terrorism also rely on their ability to “go off the grid” and run
on emergency power. While these facilities may have protocols and
emergency power, their preparedness is rarely tested or updated to
accommodate growing power demands.

Unfortunately, the current state budgetary process actually discour-
ages facilities managers from establishing energy conservation pro-
grams, since whatever they save is often subtracted from their budget
the following years. The only incentive to conserve is short-term, i.e.,
to free up funds for some important deferred project in the facility
during the current fiscal year. Moreover, since utility bills are often
paid at a higher stratum within a state agency, many managers do not
even know how much energy their buildings consume.

PROPOSED SOLUTION

In late 2005, DCAM, in consultation with the Executive Office for
Administration and Finance (A&F), the Office of State Sustainability,
and the Division of Energy Resources, created the Demand Response
program. It is a market-driven model that not only reduces the risk of
brownouts and blackouts but also generates revenue for state facilities.
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It is still a small program, but it could be easily expanded statewide.

Demand response involves primarily load shedding, or the removal
of demand from the local power grid. There are two ways to do this:

1. The employment of emergency generators and alternative fuel
sources to provide electric power for a facility;

2. The implementation of load curtailment strategies such as shut-
ting off or dimming a portion of the lights or electrical devices.

Because of the deregulation of the power markets across the United
States, there are now incentives for facilities that can reduce their
energy use on short notice. The electrical grid is managed by regional
Independent System Operators (ISOs) that balance the supply and
demand for electricity. Because energy cannot be efficiently stored, the
deregulated markets are willing pay to push demand below supply.

In New England, the markets will now pay facilities that are able to
reduce their demand on thirty-minutes or two-hour notice according to
kilowatt of demand reduced.

® Citizens Resources Group,
“For the First Time, Energy

Efficiency Contract Awarded to

ISO New England implemented a demand response program in Help Reduce Energy Use,” Press
southwestern Connecticut in order to improve the reliability of its Release, April 22, 2004.
power grid there in 2004. Under a new contract, the Conservation * DCAM initiated a Request for

. Response (RFR), received bids,
southwest Connecticut, including 125 megawatts of new generating on a number of criteria, includ-

. ing who offered the greatest
capac1ty and up to 255 megawatts of demand—response resources such percentage of refund.

as emergency generators and voluntary

load reductions.® After Hurricane Katrina

’ . Figure 2: Criteria for Participation
disabled much of the domestic natural

gas infrastructure in 2005 , ISO New If you answer yes to at least two of the following questions you
. are a good candidate for demand response:
England launched a program offering
$8_$ 14 to facilities Managers for each o Can you turn activate your energy generators on 30-min or 2-hour
kilowatt they could shed from the grid notice?

in the event of an emergency.

. .. Is your heating and/or cooling ventilation equipment controlled
DCAM plans to eXpand 1ts participa- ¢ through a DDC building management system?

tion in this program by enrolling as
many state facilities as pOSSIble thl’Ol_lgh o Do you have the flexibility to switch fuels i.e. electricity to fossil fuel
the Massachusetts Facilities Manager’s [steam]?

Association. Facilities that are good can-
didates (See Figure 2) will be assigned
an energy aggregator as a partner to

o Has your site had recent equipment upgrades or do you plan to have
equipment upgrades in the near future?

facilitate the execution of the program « Is your energy bill $750,000 or more per year?

through a statewide contract or group

of contracts. Aggregators are comimer- o Is your organization working toward LEED, Energy Star or other
cial vendors and will be paid out of the nationally recognized certifications?

6
program revenues. Together’ the par t- o Is your facility located within a load pocket, i.e., within 1-495?
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ners will analyze the ability of the facility to manage power resources,
implementing upgrades where necessary, installing advanced meters,

optimizing energy conservation, and establishing plans and protocols

to respond to power emergencies.

Since the program is voluntary, its success will depend on the right
incentives. With approval from A&F, DCAM has created an expend-

Figure 3: Implementation Workflows

* Allowing: 1 week scheduling + 1 week visits + 1 week reports + 1 week approvals

COSTS AND BENEFITS

The Demand Response program brings many benefits:

able trust that will collect the funds
returned to the Commonwealth for
distribution to the agencies of the par-
ticipating facilities. Facilities that save
on their energy costs will no longer lose
that money in the next year’s budget.

Figure 3 illustrates the process for
enrollment. Once enrolled, the facility
merely has to be prepared to shed load
on demand, while the aggregator-vender
takes care of communication and the
compilation of the load-shedding data.

1. A new source of revenue for state facilities: Participating facilities
are paid both for insuring the grid and for responding to a test
or emergency. In essence, facilities can earn a great deal for little
effort. For example, the Commonwealth received (and passed on)
almost $100,000 during three months in early 2006 for the par-
ticipation of 13 facilities (see Figure 4). With the participation of

Figure 4: Example of Participating Partner Statement

7Pnr Statement - s.bosta Blomberg

Tl

Winter 2005 / 2006 ISO-NE

" Supplemental Program - DCAM | =
e Smetililh St - i

Gross
Payment
Received

Gross
Payment
Received

7 Gross
Participating Facility 3 Avecaga ::"“’ vorage | Payment
el kA uction | Rocoived

Winter Total

DDCAM Winter
Total

University of | 11350 0.169 0121]  $1,452.00 0845 _$8,450.00 0650 $5.200.00

$15,102.00

$13,742.82)

MCI Shirey | 1137 0116 o068l  sro200l o126  si2000 1060 $8.480.00)

$10,532.00

$9,584.12]

MASAC | 11978 0,000, 0,000, 50,00 0151 $1,510.00) 0204 $1792.00

$3,302.00

$3,004.82|

|Souza Baranowski Cor. Fac. | 11379 1.164 0520 $6,240.00) 0.024) $240.00 0700 $5,600.00

$12,080.00

$10,992.80)

Bridgewater Complex 11380 0774 0442 $5304.00 1233 $12,330.00) 1.300]  $10,400.00

$28,034.00

$25,510.94

MCI Norfolk 11383 0011 0.006 §72.00 0883 $8,830.00 0679 $5,432.00

$14,334.00

$13,043.04

[Pondville Correctional Center 11384 0009 0000 $0.00 0.000] $0.00 0475 $1,400.00

$1,400.00,

$1,274.00

[Tewksbury State Hospital 11385 0530 0223 $2,676.00 0390  $3900.00 0300 $2,400.00

$8,976.00]

$8,168.16)

Lemuel Shattuck Hospital 11386 04137 0078 $936.00) 0476| _ $4,760.00 0420 $343200)

$9,128.00|

$8,306.48)

$1,600.00)

$25530.00]

$2,302.30

Month Total 2901 1456 $17,472.00 4221]  $42.210.00 5717| _ $45.736.00

$3,798.90) $4,116.24]

CPLN & $1,572.48]

$9,467.62

|
|
I
Boston Pr t | 1130t 0.000 0.000 $0.00 0.093 $930.00 0.200
[

oA P B T T

058.12

743.81

$105,418.00 $95,930.38

a few hundred facilities, the state could
save $500,000 or more off the approxi-
mately $100 million it is spending on
electricity.

2. Reduction in energy costs: Electric-
ity bills usually have two components,
the hours of usage and peak demand.
In the past, government has made the
greatest effort on reducing overall usage.
However, if a facility can also reduce
its peak demand, it can achieve addi-
tional savings in two different ways.
First, by reducing its spikes in demand
it can negotiate better contract terms
with its electricity suppliers because
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the supplier can more easily predict and plan for it. Second, if it
is able to reduce its demand when the electrical grid is peaking,
it will be able to reduce its electricity expenses throughout the
year (see Figure 5). Most utilities base their prices on how much
demand a facility is using when the entire system is peaking in
order to make sure that everyone helps support the costs of build-
ing the power plants required for those few hot days in the year.
The exact scope of these savings varies across the country, but
demand costs can account for up to 20 percent of a facility’s elec-
tricity cost.

3. Readiness for emergencies: Participants not only improve their
ability to cope with emergency power losses, but they also insure
the readiness of the New England grid. Enrolled facilities are
assisted in improving the reliability of their emergency generators.
By frequently testing the generators under full load, managers
and aggregator representatives are able to discover and remedy
mechanical problems before an emergency strikes. Second, the
ensemble of demand-response facilities insures against a cata-
strophic grid failure, for a large electrical load can be removed
from the grid within 30 minutes.

4. Conservation of resources: Load curtailment strategies are 100
percent green. They conserve electrical energy, and, if done on a
large scale, they can reduce the need for new power plants and
additional greenhouse gas emissions. Load shedding through the
use of emergency generators may also be green, depending on the
alternative fuel source.

5. Performance improvement: the program is designed to provide
the right incentives to each agent. First, facilities retain the money
they save by load shedding and conservation measures. Second,
revenue sharing between facilities managers and energy aggrega-
tors ensures that they will work together to keep the generators
and electricity-saving equipment working at peak efficiency and
that they will closely monitor market prices and energy demand.

6. Staff development: facilities supervisors and employees gain expe-
rience and skills from the Demand Response program. For many
of them, it will be the first time they gain an active awareness of
the energy market structure and how they can engage with mar-
ket mechanisms.

While there are also costs and friction associated with the program,
most are minor. Much of the management and most of the work that
goes into setting up contracts is done by DCAM. Facilities manager, of
course, will have extra work to do to establish demand response pro-
tocols and to accelerate the maintenance schedule, which may also
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require some overtime from staff and employees.

Jeff Quick, the Director of the Division of Resource Management
at the Massachusetts Department of Corrections, mentioned some
other possible snags. Sometimes, he said, the ISO will call for a test or
demand-response event that either spans or occurs near a shift break.
While it is better not to change electricians in the middle of an event,
some employees will not want to be held over. Electricians may need
some degree of cross training so that all can cope with a demand
response event at the facility at any time.

Finally, there is the issue of change. Although the program is clearly
a win-win, facilities management will still need to take the initiative
and overcome resistance on the part of some. For many employees,
the activities involved with demand response will appear to be more
tasks on top of their already stretched schedule. That is why, to the
extent possible, most of the management of this program should be
centralized.

RELEVANCE TO MASSACHUSETTS

Prior to DCAM’s effort, a few large commercial properties in Massa-
chusetts had been using this program, as well as a few governmental
ones. According to ISO New England data, there is a great deal of
potential enrollment left in New England. More than $100 million of
demand response funds stand to be earned, and the challenge is to
enroll as many strong candidate facilities as possible. As state facili-
ties in Massachusetts learn more about energy rates, loads and costs,
DCAM foresees them lowering their overall utility bills. This should
have a positive long-term effect on taxes.

CONCLUSION

The potential to expand this program is huge, since the vast majority
of the demand response funds have yet to be tapped.® DCAM is pres-
ently conducting workshops with the Board of Higher Education and
the Secretariat of Health and Human Services (HHS) to spark enroll-
ment of more of the state’s public colleges and hospitals.

As mentioned above, ISO New England has returned a total of
approximately $100,000 to the Commonwealth for participation in the
Winter Demand Response program. In March 2006, the Peak Load
Management Association gave DCAM its “Outstanding Achievement
by an End User” award for establishing a program and bringing to
market an electrical load of over 5 megawatts from 19 different facili-
ties within a very short timeframe. Although DCAM and the state
facilities proved that they could implement this program quickly,
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DCAM prefers to take a more deliberative approach to enrolling
facilities in the future, in order to avoid false starts and complica-
tions. There may be a need to involve the labor unions in the efforts
to increase participation. This might alleviate some of the concerns
related to shift change, overtime, and cross-training.

The genius of the Demand Response program is that it finds a way
to bring together and satisfy a variety of needs from a number of
different institutions. The utilities get insurance against surges in
demand, consumers get protection from brownouts and blackouts,
and the participating facilities get paid for monitoring and manipulat-
ing their power usage.

RESOURCE LIST

David B. Perini, Commissioner

MA Division of Capital Asset Management
One Ashburton Place, 15th floor

Boston, MA 02018

Mark C. Nelson, Deputy Commissioner, (617) 727-4030
Mark.Nelson@state.ma.us

Peak Load Management Alliance
www.peaklma.com

Demand Response Advanced Metering Coalition
www.dramcoalition.org

Department of Energy, Energy Information Association
www.eia.doe.gov
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A Statewide System of Health
Insurance Coverage for Teachers

Alison L. Fraser

INTRODUCTION

School district superintendents and school committee members across
Massachusetts are reporting budget distress. Even though Chapter

70 spending was increased by $217 million for FY2007, non-discre-
tionary spending and contracted yearly raises will once again mean
increases in budgets that will significantly exceed revenue growth in
many districts. Indeed, once these obligations are paid, there will be
little left over to fund real education reform and improvement.

One of the major causes of this budget trouble is healthcare, which
(as in other sectors of the economy) is making up an ever-greater por-
tion of employee pay packages. Teacher contributions to their health
insurance premiums often lag behind that of the private sector, and
the taxpayers—who are hurting from their own health care premi-
ums—are picking up the tab. Teachers typically contribute between 0
and 20 percent of their health insurance premiums, compared to 15
to 30 percent for state or private sector employees. Compounding the
problem, healthcare is increasingly becoming an obstacle in collective
bargaining negotiations.

Moreover, the district and municipal insurance groups to which
these teachers belong tend to be small—most often, in our nearly
one-million-student, 350-district state, numbering down in the tens
and hundreds. Since the groups are so small, districts have little or no
bargaining power with insurance carriers, so that the rates they pay
are rarely, if ever, economical. Between low contributions and small
pools, school employees’ health insurance is absorbing a large share
of most municipal budgets, and the situation is worsening yearly, as
premiums continue to rise disproportionately to other expenses.

A standard agreement on group health care for all public school
teachers across the Commonwealth, including them in the large pool
of state employees in the state-administered Massachusetts Group
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Insurance Commission (GIC), would save the municipalities hundreds
of millions of dollars and could shift the focus of teacher contract
negotiations to how to improve student performance. The money
saved could both alleviate some of the current budget strain and fund
innovative programs that would improve educational performance.

THE PROBLEM

According to a report released by the Massachusetts Taxpayers Foun-
dation in 2005, the cost of providing health insurance to municipal
employees (including teachers) has risen by an average of 63 percent
between 2001 and 2005, and is nearly double the annual growth of
health care costs for employees at the state level, who are pooled
together in a plan administered by the GIC (see Figure 1 below). The
same report indicates that the share of local government budgets dedi-
cated to employee health care costs has risen by 42 percent, from 7.4
percent to 10.6 percent, during the same period.

Additionally, and just as problematic, the subject Figure 1
of employee contributions to health care plans has

become such a focal point of contract negotiations e T oI

that it consistently dwarfs the issue that should be of .

primary importance in any teacher contract: the condi- sru  Increase
tions and measures that will result in educational excel- $15 Increase

lence, such as enhanced professional development,
career ladders, and differentiated pay. While teachers
contracts have always been mostly about working
conditions, they should also leave some room for agree- . . . .
ments on ways to improve education. An examination Active  Retired  Active  Retired
of more than 30 teacher contracts from across the Com- SRgmEI RRmEp

monwealth, however, indicates the word “learning” is

$10
61%

Increase 84%

Increase

Thousands

$5

OFiscal 2001 @ Fiscal 2005

Source: MMA/MTF 2005 Municipal Health Cost Survey

almost always omitted completely from these contracts,
as are the words “achievement,” “success,” and even
“student”—unless it is in a clause concerning class size.

Negotiations over employee contributions to health insurance
policies have been the sticking point in many collective bargaining
sessions, and the primary cause for teachers working without con-
tracts for extended periods in various districts. For example, teachers
in Springfield have been without a contract since 2002, and although
there are many innovative educational reforms and condition changes
on the table in the Education Association’s negotiations with the
Financial Control Board, employee insurance contributions are a main
issue of contention.

Worcester is another city where health insurance contributions stalled
collective bargaining—to such an extent that the teachers were forced
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to work for a year without a contract. The agreement that was finally
reached in June 2006 appears to have brought the teachers in line with
other collective bargaining groups in the city, but closer inspection tells
another story: Existing teachers would pay 20 percent of their health
insurance cost under the new contract, and new hires would pay 25
percent, the same arrangement police officers agreed to last year. In
exchange, though, teachers will receive a bump in salary of $1,350 in
fiscal 2007, an amount designed to offset the increased health insurance
costs. Nine of the 47 schools in Worcester have been declared under-
performing, and the agreement that was eventually reached addresses
the important issues of common planning time and class size, and gives
teachers and administrators more flexibility in how they improve under-
performing schools. These essential educational improvement matters
should not have been held up for a year by health insurance negotiations.

This problem is not unique to Massachusetts. The start of the
2006-07 school year in Gary, Indiana and Detroit, Michigan were
indefinitely delayed by teacher strikes based in large part on union
disagreement with an increase in teacher contributions to health
insurance premiums (in Gary it was an increase from 7 to 10 per-
cent, in Detroit it was an increase to 20 percent). If insurance were
not part of the collective bargaining agreement, teachers could be
off the picket line and students in class for the first day of school,
because negotiations would have centered on pay and the educational
improvement initiatives that were proposed in both cities.

PROPOSED SOLUTION

A standard agreement on group health care for all public school
teachers across the Commonwealth, including them in the large pool
of state employees in the state-administered GIC, would both save the
municipalities hundreds of millions of dollars by taking advantage

of a larger pool and make room for the discussion of raising student
performance by taking a divisive topic off the negotiating table. More-
over, besides saving cities and towns money, it will also make the
local budgeting process more consistent and predictable. With man-
dated participation in the GIC system, school employee and retiree
contribution percentages will be set once and in a fiscally responsible
manner for everyone—not 350 times in 350 districts and subject to
periodic change during agonizing contract negotiations.

There are favorable precedents for such a policy. The Massachusetts
Teachers Retirement System (MTRS) covers all 74,000 public school
teachers and 40,000 public school teacher retirees in the Common-
wealth. Since 1914, all teachers have been required by law to pay into
the system (M. G. L. c.15 s16). The employee contribution to this
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system is non-negotiable and is currently set at 11 percent of gross
pay for all new public school teachers. Employees with greater
seniority pay as little as between 5 and 9 percent.

The MTRS has eliminated what could have been a major source of
conflict from the negotiation process, especially since pensions are just
as important to union members as health insurance, and because union
members close to retirement often dominate the bargaining table. In 70
Massachusetts districts, the hornet’s nest of retiree health benefits has
also been removed from the negotiating table. These school districts
(none of them major urban centers) have chosen to participate in the
Retired Municipal Teachers’ (RMT) program to take advantage of the
financial benefits of belonging to a large insurance group. When mem-
ber districts’ teachers retire, they enter a multi-district health insur-
ance group administered by the GIC, which is aligned with the state
employees’ health coverage program and contribution schedule for
retirees. This successful arrangement alleviates the need for retirees’
health benefits to be part of the teachers’ contract negotiation process,
as occurs in the other 280 districts, thus saving districts not only money
on retiree benefits, but also this bargaining complication.

BENEFITS

While shifting the focus during negotiations to how to increase stu-
dent performance is crucial, the strongest argument for teacher partic-
ipation in the GIC is a fiscal one. As Figure 2 below illustrates, despite
mushrooming health care costs over the last five years, because of
economies of scale the spending on health care for Mas-

sachusetts state employees has risen much less than that Figure 2

of local and municipal employees, including teachers.

The GIC was established by the state legislature in 1955 oibaltphorpaly ety
to provide and administer health insurance and other Fiscal 2001-2005
benefits to the Commonwealth’s employees and retirees, T e,
and their dependents and survivors. The GIC also cov- Thealth - Health
ers the insurance needs for housing and redevelopment Lhcdewr  Appropriation  Spending
authorities’ personnel, retired municipal employees, and 2002 14.9 1.8
even retired teachers in a small number of municipalities. T o -
2005 10.1 5.2
The 350 small groups, comprising 74,000 teachers, simply Total change 63.2 292
do not have the buying power and clout as one large group Annual average 13.0 6.6
consisting of 270,000 state employees. Moreover, while VITE analysis of DOR muicipl foanciol daia
most teachers’ contracts specify just one or two insurance

options, the GIC administers a dozen different plans.

The FY06 appropriation by the state to pay for its 85 percent share
of health insurance premiums for 270,000 employee members of GIC
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was $1.0232 billion, which breaks down to approximately $3800 per
member,9 far less than school districts currently pay into employee
health insurance. In some cases, this figure is even less than teacher
contributions to their district plans.

Some school districts are paying more than $20,000 a year per
employee. Although Westport has bargained itself down to paying only
50 percent of the insurance premium for a town employee, it, because
of its small pool of employees, pays more than $9,000 per employee.
Winthrop, another town with a 50-50 split, pays $8670. Another small
district paying astronomical contributions to health insurance is Nan-
tucket, which, with its 90 percent employer contribution to Blue Cross/
Blue Shield, pays nearly $22,000 per school employee.

The larger districts fare no better, since they tend to pay larger por-
tions (75-99 percent) of the premiums. A sampling of the current per
capita health insurance costs for several urban Massachusetts school
districts and an estimate of the yearly savings they would enjoy by
participating in GIC follows:

District FY06District pprox. Total Savings Per
Contribution Teacher with GIC

Boston $13,672 $45,658,000
Brockton $11,934 $9,061,000
Cambridge $20,200 $9,758,000
Haverhill $13,702 $5,396,000
Lawrence $16,645 $11,740,000

Lowell $9732 $6,856,000
Peabody $14,100 $4,903,000
Springfield $10,820 $16,202,000
Worcester $15,412 $20,449,000

Suburban districts across the state are in the same situation as the
urban districts, and in this time of especially tight budgets, even with
the influx of new Chapter 70 money, they would also benefit from a
statewide system of health insurance for teachers:

District FY06District pprox. Total Savings
Contribution  per Teacher with GIC

Acton $12,415 $1,214,700

Lincoln-Sudbury $9457 $780,666

Longmeadow $7313 $857,172

Marlborough $13,481 $3,399,000

Nantucket $21,663 $2,500,820

North Adams $11,990 $1,466,000

Weston $21,737 $3,569,000
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Districts should be making their insurance contributions to the lager
GIC pool, instead of separate plans. By following the proposed plan
to include their teachers in a statewide insurance pool administered
by GIC, the savings realized in these 16 municipalities alone would
be almost $150 million per year. The savings from 350 districts would
be proportionately greater. In a time in which more than one hundred
Massachusetts schools have been identified as having more than half
their students failing the MCAS for more than two years in a row, and
when fewer than 40 percent of the students in our state are profi-
cient in mathematics, and only 44 percent are proficient in English
language arts (according to the National Assessment of Educational
Progress), that money can be much better spent elsewhere.

CONCLUSION

The magnitude of the savings that would result from this policy
change—money that could and should be pumped into targeted edu-
cation reform—is quite astonishing, but there will be resistance from
teachers unions as well as from the municipalities who will be saving
all of the money. Local control is a precious thing in New England,
especially when dealing with an intimate issue such as health care.
Also, even though premiums under the GIC will be considerably less
for most teachers (for instance, the 15 percent contribution to the
state plan is significantly less than even the 10 percent [~ $1400/
year] contribution a Peabody teacher currently makes, because of the
economies of scale in the GIC), many will still object to letting the
state set the percentage, especially when it is on paper higher than
the presently bargained contribution.

A small number of retiree health benefits currently under the aus-
pices of the RMT system may have to be adjusted under this policy,
which could also be a concern, and may provoke objections from the
Retired State, County, and Municipal Employees Association of Mas-
sachusetts. There will also have to be consensus about requiring all
retirees to enroll in a Medicare extension plan, but this will no longer
be a question for the negotiating table, as it is now.

These mainly emotional objections are far outweighed by the prag-
matic and financial benefits of removing health insurance issues from
collective bargaining agreements and entering teachers, retired teach-
ers, and, indeed, all school employees in the state-administered GIC,
with districts making their health insurance contributions to the state,
rather than to prohibitively expensive individual district plans.

The hundreds of millions of dollars that would be saved by creating
a standard agreement on group health care for all public school teach-
ers and including them in the GIC would be better spent on educa-
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tional reform and improvement. We will finally have the resources to
improve the underperforming schools in the urban centers and to work
on increasing the number of students doing proficient and advanced
work in the economically crucial areas of math and science. We should
not be throwing away district funds and hard-earned teacher pay on
collectively bargained insurance plans and premiums when there is a
viable plan available to us in the GIC, in which districts and munici-
palities can participating as equal partners with the state.

Including teachers in a statewide system of health insurance should
just be a first step in reforming municipal health insurance policies.
Once health insurance has been successfully removed from teach-
ers’ collective bargaining agreements, it should also be removed from
all other municipal collective bargaining agreements: this will be the
focus of further research.

RESOURCE LIST

Alison L. Fraser, Director
Great Schools Campaign
Mass Insight

18 Tremont Street

Suite 930

Boston, MA 02108
afraser@massinsight.org
(617) 778-1519

(617) 778-1505 fax
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Using Incentives to Fight Fraud and
Reduce the Cost of Auto Insurance RUNNER-UP

Massachusetts State Senator Susan C. Tucker

INTRODUCTION

Until a few years ago, the automobile insurance companies serving

the city of Lawrence, Massachusetts were suffering under a deluge of
claims for auto theft, reported accidents, and personal injury claims,
and passing on their costs to the city’s drivers, good and bad. However,
after State Senator Susan Tucker investigated the problem, finding that
much of the excess cost was due to fraudulent insurance claims, and
helped draw the community together to fight insurance fraud with all
the political, legal, and professional means at its disposal, the rates

of auto theft, reported accidents, and personal injury have dropped
greatly. However, while drivers across the state have gained lower rates,
substantial rate relief has yet to come to Lawrence drivers directly, both
imperiling the coalition and the progress it has made, and failing to
encourage other urban areas to follow its example.

A statewide policy that earmarked some of the money saved by the
insurance companies by reducing fraudulent claims in urban areas
to urban drivers with good driving records would give Lawrence the
support it needs to continue and complete its efforts and encourage
other urban areas to follow its example.

THE PROBLEM

Expensive urban auto insurance not only costs drivers money, but it
has social and political ramifications. First, it is a major reason why
some families who have worked their way into the middle class decide
to move out of the city. The money a family can save annually on auto
insurance by moving out of the city is often the equivalent of a mort-
gage payment or two in another community. High urban insurance
rates, then, undermine the investments the government has made to
make our cities stronger. Second, it is a major obstacle to the efforts

of Insurance Commissioner Julianne Bowler and Consumer Affairs
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Secretary Beth Lindstrom to introduce more competition into the
state’s auto insurance system. Much of the resistance to reform has
come from legislators in urban districts who are concerned that their
constituents will be paying even more for insurance than they are now.

Because Lawrence is one of these urban areas, how it has reduced
its cost to insurance companies, if not to its drivers yet, is of interest
to other urban areas, and the state as a whole.

THE LAWRENCE STORY

In 2000, State Senator Sue Tucker, alarmed at what her constituents
in Lawrence were paying for auto insurance, met with local police,
the district attorney, insurance fraud investigators, the local bar asso-
ciation, the statewide chiropractors group, and state agencies like the
Registry of Motor Vehicles and the Attorney General’s office. Three
relevant facts emerged from these discussions:

1. Lawrence’s insurance rates were so high because its number of
insurance claims was so high, and, therefore, reducing the cost of
insurance depended on reducing its number of claims.

2. A small number of attorneys, medical clinics, and chiropractors,
many from outside the city, had set up shop within the down-
town area and conspired with some local drivers to file a grow-
ing stream of false accident and injury claims for over a decade
unchecked. If they could be stopped, the claims and the cost of
insurance would drop.

3. Everyone was blaming everyone else for the problem. Law
enforcement blamed the insurance companies for passing the
costs of the fraudulent claims onto consumers. Prosecutors
blamed the local police for not investigating the accident scenes
thoroughly. Attorneys blamed the state laws that ranked auto
fraud as a simple misdemeanor and lacked specific prohibitions
against paying people to stage accidents. Therefore, a success-
ful resolution of the problem would require a broad policy that
would bring all the parties together.

In the words of the Eagle-Tribune Editor-in-Chief William Ketter:

Fake accidents. Phony injuries. Fishy claims. Quick pay-
offs. Repeat and pretend. That’s the merry-go-round of
automobile insurance fraud that nobody was stopping in
the City of Lawrence and the state’s other poor urban com-
munities. The consequence: millions of dollars every year
in unnecessary bodily injury costs that translate into among
the highest auto insurance rates in the country for drivers
throughout Massachusetts.
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In January 2002, Senator Tucker used $10,000 of her own money
to mail every household in the city a leaflet inviting them to join her
for a citywide forum explaining why the rates in Lawrence were so
high and what needed to be done to bring those rates down. How-
ever, she found that the insurance rate-setting process and the con-
nection between high rates and the problem of fraud were difficult
to communicate to her constituents.

In fact, it was not until a 65-year-old grandmother was killed while
participating in a staged accident on the night of September 4, 2003
that auto insurance fraud became headline news and the public was
startled into making the connection between rampant fraud and
exploding insurance rates.

The Insurance Fraud Bureau, the Lawrence Police Department, and
the Essex County District Attorney quickly organized an aggressive
team of investigators and prosecutors to pursue those engaged in fil-
ing suspicious insurance claims. Shortly thereafter, the Eagle Tribune,
led by reporter Mark Vogler, published a powerful, in-depth series
exposing the nature and severity of the fraud problem. Among the
main findings were:

¢ Although law enforcement and insurance industry officials knew
since at least 1990 that fraud was rampant in Lawrence, they
had failed to mount a serious effort to combat it;

e Between 1993 and 2002, the number of chiropractic and physical
therapy clinics in Lawrence had increased 550 percent, while the
number of bodily injury claims rose 150 percent (see Figure 1);

¢ Four of the twelve top-billing chiropractic

clinics in Massachusetts were located in

; Figure 1
Lawrence (see Figure 2); g

® Some insurance companies were aggressively THE BOOM YEARS:
pursuing fraud while others with a greater CLINICS, CLAIMS AND COSTS EXPLODE
market share in the City were doing notice- Clinics in Injury claims Numl‘)er Insurance
ably less (see Figure 3). ;

Once the community was engaged, it provided
the political will to motivate other agents. The state
legislative delegation, led by Senator Sue Tucker,
worked to pass new legislation that made auto
insurance fraud a felony and outlawed the act of

“running”—the lucrative practice of lawyers and 28

INCREASE

medical providers paying for cases. In partnership ('93-02): 550% 33% 136%  149%
Wlth the lOC&l pOlice and the diStriCt attomey, the Source: Automobile Insurers Bureau of Massachusetts, Yellow Pages.

: : : 3 Notes: Figure for clinics includes chiropractic and physical therapy clinics operat-
1nsurance 1ndustry funded a taSk fOTCG to mvesti ing in Lawrence as listed in Yellow Pages. Actual number of clinics was higher. Fig-
gate and prosecute SuspiCiOUS claims. The chiro- ures for number of claims and loss amount include totals for bodily injury and per-

sonal injury claims.

practic and legal communities aggressively worked
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Figure 2 at weeding out the rogues in their professions who
were perpetrating these claims. These combined
TOP-BILLING MASSACHUSETTS i ;
CHIROPRACTIC CLINICS efforts resulted in more than 150 arrests, ultimately

Rank Location

Local clinics in boldface

Name

saving the insurance industry $30 million in claims,

, one of the factors behind the recent 8.7 percent
Amount billed 2003

1 Lawrence
2 Springfield

.. Dorchester

8 ‘ Bbston

2 Randolph

4 Dorchester
3...0rocklen ..
6
7

Jamaica Ptainv B
9 ... North Andover

10 |lLawrence
W lawrence

Lawrence Back & Neck  $3.16 million

statewide auto insurance rate cut.

Chiropractic Health Five years later, the situation has dramatically

. Care Centers of WesternMA 5232 million

improved. Lawrence has reduced its rate of per-

.89 million
~ si73milion sonal injury claims per 100 accidents from 141 in
New England Chiropractic 161 million 2003 to 60 in 2005. There has been a 58 percent
_ First Injury Chiropractic  $153 million reduction in auto thefts and a 29 percent reduc-
e 47 millon tion in reported accidents. However, although
Boston Lawrence drivers were paying extra because of the
: i::’::’;‘:;:::f::“c :::;‘::’i‘l"‘::n rampant insurance abuse, their city’s reduction of
el St Cators 16129 il that abgse has only lowered their insurance to the
Primer Chiropractic  $1.23 million degree it has lowered the cost to all drivers across
BubatiChiropractic  Sizzmiion | the state: They, and especially those drivers with

None of the listed businesses is under investigation or accused of any wrongdoing.

the best driving records, are still paying too much.

Source: Automobile Insurers Bureau of Massachusetts ThlS laCk Of pOSitive reinforcement not Ol'lly

threatens to undermine Lawrence’s coalition
against insurance fraud, but also hinders the
duplication of the community involvement behind Lawrence’s suc-
cess in other urban areas across the state. Under the current system,
it takes four years for a community like Lawrence to experience fully
the financial benefits of its achievement, making it hard to keep the
public momentum and commitment to see through such a program.
In addition, a significant time lag exists between the data used to set
rates in Massachusetts and the data used to define territories, the key
to defining the cost of an individual’s auto insurance bill. The current
territorial assignment and ratemaking process lack the flexibility that
would encourage communities to begin and continue initiatives to
reduce false claims.

THE PROPOSED SOLUTION

A statewide policy that returned some of the money saved by the
insurance companies through a reduction of fraudulent claims in
urban areas to urban drivers with good driving records would both
encourage Lawrence to continue its efforts and spawn versions of its
initiatives in other urban areas. It would encourage drivers with good
records to become advocates within their communities for an aggres-
sive crackdown on dubious claims. Without this citizen-based advo-
cacy, there will not be the political will to see through the long-term
reduction of insurance fraud.



Using Incentives to Fight Fraud and Reduce the Cost of Auto Insurance

The proposed incentive plan works as follows:
excellent drivers that live in communities with
personal injury claims more than twice the state-
wide average will be rewarded if their community
reduces its rate of claims by at least 25 percent.
One-quarter of the total savings generated by this
claim reduction would be credited to these driv-
ers on their annual auto insurance bill—half in the
first year after the 25 percent reduction and half in
the following year. An “excellent” driver is defined
as an operator who has been incident-free for the
most recent six years.

In addition to earning a rating of “excellent,”
eligible drivers must have registered their car in the
city for the entire year the claim reduction occurred
and must also keep their car registered in the com-
munity during the entire two-year period the credit
is to be applied. Not only is this fair, but it also
reduces the amount of credits insurers will have
to issue because inevitably some of these excellent
drivers will move away from the city during these
three years.

No additional state bureaucracy would be needed
to administer the proposal: it would be handled
at the driver’s insurance company. Spreading the
credit over two years buffers the costs to the insur-
ance companies, and returning only a quarter of
the savings acknowledges that non-urban, non-
excellent drivers also have a claim to some rate
relief.

Figure 3

SOME INSURERS MORE
AGGRESSIVE PURSUING FRAUD

Some insurance companies doing a relatively small amount
of business in Lawrence have worked more aggressively with
the city's auto insurance fraud task force than some companies
doing more business. Chart shows each company’s market
share in Lawrence, the number of cases it referred to the task
force that resulted in prosecution and the number of people
charged as a result. So far, 60 have been charged in the crack-
down. Numbers shown here add up to more than 60 because
some cases were referred by more than one insurer. Other cas-

-es referred by insurers are pending.

Market
share

Case No.

Company referrals charged

American Casualty

Source: Commonwealth Automobile Reinsurers, Lawrence Auto
Insurance Fraud Task Force.
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What would this incentive mean for a city like Lawrence? To gain
some idea, we will use the latest available data, from 2004. It shows
there were 25,493 private passenger registrations in the city, of which
42.9 percent (11,130) earned the rating of Step 9, the best driver rat-
ing.13 Because the total amount of savings in Lawrence was $30 mil-
lion, one quarter of that sum or $7.5 million would be returned to the
city’s highest-rated drivers. Dividing this $7.5 million by the estimated
11,130 highest-rated drivers equals $674 per driver. Because the credit
will be returned on the driver’s insurance bill over two years, these
drivers will receive a $337 credit each year. The other $22.5 million
in savings would be spread across the statewide pool, benefiting all

Massachusetts drivers.
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BENEFITS

Such an incentive plan should create these benefits:

1.

After the two years during which the credit is paid, the state will
have lower claim rates and genuine savings on auto insurance for
all drivers. (Drivers across the state have already enjoyed an 8.7
percent reduction in their 2006 rates and recent news suggests
that statewide drivers are in line for another significant reduction
in their 2007 rates.)

Urban drivers with excellent driving records will have been
made advocates for fighting auto insurance frauds within their
communities.

Insurance companies will have fewer claims to pay out and
will have strengthened consumer loyalty with highly-profitable
“excellent” drivers in urban communities.

A meaningful reduction in high auto insurance bills for urban
drivers would encourage families that have worked their way into
the middle class to continue to stay and prosper in our cities.

Since lower claim rates in urban areas may minimize a potential
spike in rates for urban drivers under a competitive system, there
should be less resistance from urban legislators to a more
competitive auto insurance system.

POTENTIAL OPPOSITION

1.

Some insurance companies will resist returning any portion of
what they gain from a reduction in payouts for fraudulent claims,
arguing that these reductions may be short-lived or outweighed
by increases in expenses in other categories. In contrast, other
insurance companies will be amenable to this proposal since they
recognize that they are only being asked to return 25 percent

of their savings to the best drivers in the targeted urban areas.
These insurance companies also understand that the most profit-
able drivers to insure in the entire state are these same excellent,
claim-free, urban drivers because they pay high rates but do not
file claims.

Suburban drivers, who are often cynically told that they are already
subsidizing urban drivers, may object to the special reductions
earmarked for urban drivers when urban communities reduce the
number of false claims. However, the break received by urban driv-
ers must be substantial enough to engage them in the effort to fight
false claims or the reductions achieved in the last two years will

be lost. If urban drivers do not receive meaningful relief, they will
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not become politically involved, and unless they become politically
involved, there will be no effort and no reduction in fraudulent
claims, and the rates will remain the same for everyone. In other
words, suburban drivers will only get a reduction if they allow
urban drivers to receive a greater reduction.

RELEVANCE TO MASSACHUSETTS

Everyone acknowledges that the State of Massachusetts suffers from
high insurance rates and high rates of fraudulent claims, and up until
recently, it has been able to do little about either. Partly because of the
aggressive policies discussed, both rates have dropped, and the pre-
liminary 2006 data presented at the Division of Insurance’s rate-set-
ting hearing in August indicate another fall in accident-related claims,
which should show up next year as another cut in insurance rates.
While at some point insurance rates will bottom out after most of the
fraud has been rooted out, we know we are not there yet since several
major urban areas are still at an early stage of their fraud crackdown.
That is why properly incentivizing our urban areas to intensify and
sustain the pressure of these crackdowns will continue to pay large
dividends for all Massachusetts drivers.

However, addressing the fraud issue alone will not be enough to
reduce the statewide claims rate to the level it could be. Senator
Tucker has recently introduced legislation S.656, An Act to Reduce
Auto Insurance Costs and Premiums in the Commonwealth, which
will examine a number of ways to improve safety on our roads and
thereby further reduce insurance premiums: providing discounts for
driver education and safety programs, identifying and redesigning the
most dangerous intersections, and improving the enforcement of traf-
fic violations.

CONCLUSION

Lawrence’s story clearly illustrates that it is possible to dramatically
reduce fraudulent claims by creating teams of law enforcement, insur-
ance companies, and citizens to send a loud, clear, and sustained
message that fraud will not be tolerated. Less fraud has meant large
savings for drivers across the state.

The debate over the Massachusetts auto insurance system is
only likely to get hotter in the months ahead. A statewide policy that
uses financial incentives to encourage urban drivers to reduce claims
will not only lower rates for all drivers in Massachusetts, it will also
help address the fundamental political tension between urban and
suburban drivers when reforms are proposed.
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B Charter Agencies
Jim Chrisinger
Team Leader, Accountability and Results
Iowa Department of Management
This Iowa program replaces traditional state bureaucratic struc-
tures with agencies that have greater administrative flexibilty, but
are held accountable for measurable customer benefits and cost
efficiencies.

B Reducing Senior Citizen Institutionalization
James C. Fitchett
President and CEO
ProVentive
A proposal to reduce unnecessary nursing home institutional-
ization of Massachusetts senior citizens by using a data-driven
focus on health and social measures to improve the quality of
preventive care.

B Smart Growth Environmental Regulations
Kurt Gaertner
A proposal to retain local regulatory power over Title V wetlands,
accomplish intended environmental and public health purposes,
but ensure that these important local environmental regulations
are not employed as obstacles to housing development.

B Promoting Transparency, Efficiency and Quality in the MA
Healthcare System
Dolores L. Mitchell
Executive Director
MA Group Insurance Commission
The General Insurance Commission in Massachusetts has
embarked on a multi-year effort (Clinical Performance Improve-
ment Initiative) to save enrollees tens of millions of dollars while
improving the delivery of care by promoting transparency of infor-
mation, greater efficiency and incentives for higher-quality care.






