TECHNOLOGY TODAY AND TOMORROW

unaway Computer

unaway computer

systems are compu-

ter projects which

have gotten so out

of control that they

are unable to meet
a company’s management objectives.
They are systems that don't do what
they are supposed to do.

Runaways occur in every type of
business. A Peat Marwick survey indi-
cates that 30 to 35% of all computer
system projects can be identified as
runaways. And runaways can be espe-
cially disastrous to insurance compa-
nies because insurers rely more heavi-
ly on information systems than most
other businesses do.

At the very least, runaway systems
can deprive a company of vital new
products, market niches and custo-
mers. In the worst cases, runaways can
bring an insurance company’s business
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to a screeching halt. For example, mar-
keting plans by a third-party adminis-
trator for life insurance companies were
derailed when the TPA bought a soft-
ware system to process policies and ac-
counting information. The TPA, a
start-up company, charted a growth
plan that was to give the firm two mil-
lion life insurance policies in force by
a target date. It bought a $3 million
system that was installed in four
months and was supposed to be oper-
able after simple modifications.
More than a year after the system
was installed, the computer wasn't able
to handle the administrative needs of
even one-fourth of the policies pro-
jected for that time period. Indeed, it
turned out that the system could han-
dle 2 maximum of only 60,000 policies.
“The system just hit a wall,” a
stunned company executive said. “Our
marketing department had mailers
ready to go. We had quarterly revenue
and expenditure targets we were trying
to meet. All of that work was worth-
less without a computer system to pro-
cess the policies.” It turned out that the

TPA's software system was designed to
run on a small computer and could not
process information on the company’s
mainframe which the application re-
quired.

In the early 1980s, workers’ com-
pensation claims shot through the roof
of the Oklahoma State Insurance Fund.
Unfortunately, fund administrators
found that the rise in the number of
claims left their old computer system
riddled with holes. To handle the in-
crease in the work load, administrators
selected a $500,000 software system
that was scheduled to be up and run-
ning in six months.

Two years and $2 million later, the
new system was chewing up data like
a garbage disposal. Records of the
fund’s customers disappeared into the
system’s black hole. Claimants were
not getting paid. On top of everything
else, the system was user-hostile. It took
a long time to input information, and
it was even harder to retrieve. In short,
the Oklahoma Fund had a runaway
computer system on its hands.

An initial evaluation immediately
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uncovered numerous problems. The
project plans and goals were vague and
continually shifting. Implementation of
plans was haphazard, and system test-
ing was grossly incomplete. In time, a
full evaluation would turn up more
than 90 problems in the runaway
system.

Because of the costs involved in
revamping the system, the only realistic
solution was to scrap it. Key users were
immediately brought into the process,
and a new system was custom-designed
from scratch. The custom-designed sys-
tem gave the fund the ability to effec-
tively and efficiently perform risk eval-
uation and underwriting, benefits ad-
ministration, policyholder manage-
ment, statistical analysis and fiscal
reporting. Since the system was imple-
mented in 1986, the Oklahoma Fund’s
premium income has nearly doubled to
$95 million, while the number of per-
sonnel has essentially remained con-
stant.

HOW TO SPOT A RUNAWAY

Runaways usually are easy to spot:
a number of signs or “showstoppers”
could indicate that your system is a run-
away. Runaways are usually two, three
and even four times over budget and
two-to-three times behind schedule.
They are not performing as expected
and are time-consuming and compli-
cated to use. They may require more
users than had been originally antici-
pated to operate the system. Also, they
often destroy or “lose” data that can-
not be retrieved in any usable form.

Constant delays in the project’s
completion date are another sign that
something is amiss. At the end of two
years, administrators for the Oklahoma
Fund were still being told their system
would be up and running soon. “Give
us a lirtle more time,” was the request
of the project managers. Stuck with a
shifting implementation date, the state
fund was unable to plan for growth in
workers’ compensation policies.

Technical problems rarely cause
runaways. More often, a system spins
out of control because of poor plan-
ning, poor task management or insuf-
ficient monitoring. The number one
cause of runaways is the installation or
expansion of a computer system when
management does not know what the
automation is meant to accomplish.
Before it updates a system, manage-
ment must know exactly what it wants
to achieve. A simple goal like *greater
capacity” is not enough to ensure
desired results.
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At the Oklahoma State Insurance
Fund, specific goals and business func-
tions were not defined, and the infor-
mation that passed between adminis-
trators and the system designers was in-
adequate. As a result, the fund’s new
software system resembled the old, out-
dated one and was still unable to per-
form statistical analyses, fiscal reporting
or other necessary functions. The de-
signers had simply put a new face on

senior management in the project, but
they lacked the necessary insurance
skills to oversee it. The same problem
existed with the users who were in-
volved in the project.

Poor system planning throughout
the project is pervasive among compa-
nies with runaways. In companies that
ultimately end up with runaways,
we’ve found that planning for new
computer systems is usually limited and

| unaways usually are easy to spot:

a number of signs or ‘‘showstoppers’’ could
indicate that your system is a runaway.

the automation without changing what
the automation did. Cloning of old sys-
tems is a likely outcome if a project
lacks careful planning and clear-cut
goals from the starr.

Even with clear goals, top manage-
ment must take an active role in over-
seeing the system and communicating
frequently with users and designers.
We have found that in almost every
case of a runaway, top management
was not in frequent communication
with users and system designers. In
most cases, designers and users in com-
panies with runaways met less than
once a month. As a result, executives
often were not aware of the complexi-
ty of the project.

Frequent communication among
top management and designers and
users helps ensure that managers will
become aware of problems before it is
too late. Too often, data processing
managers are able to shield executives
from bad news about the project, keep-
ing the executive uninformed. There-
fore, completion dates keep getting
pushed further and further back with-
out the executive understanding the
nature of the problem.

Another common cause of runa-
ways is ineffective or inadequate alloca-
tion of personnel to staff or oversee the
project. The TPA cited earlier illus-
trates this particular problem. As a
start-up company with no previous in-
surance experience, the TPA needed to
staff its software project with technical
personnel who understood the insur-

ance industry. The TPA had involved

very informal. Even tools for planning
and incorporating key elements, such
as charts, are usually incomplete if they
are used at all.

For example, in one life insurance
company we found that the project
planning was based on long-range tar-
gets without any short-term goals. In
addition, variance reporting between
budgeted time and the actual time
spent was not monitored and tracked
efficiently. As a result, staff members
failed to tell management that they
were falling behind, and the project
slipped out of control.

In other instances, meetings are
not held on a regular basis, and they
often do not include the people who
ultimately will be using the system. Ef-
fective user involvement, which is a key
to a properly functioning system, is
overlooked or underutilized.

GOOD MONEY AFTER BAD

Surprisingly, the amount of money
budgeted for a project is not a problem.
Executives are often willing to pay for
the best product on the market. Un-
fortunately, the high price of a system
does not protect a company from wind-
ing up with a runaway. In fact, the
larger the project, the greater the op-
portunities are for it to become a run-
away and for costs to escalate without
catching management’s attention. One
major life insurer that bought a com--
prehensive software system several
years ago now has a runaway on its
hands. The system still is not running,
yet the project’s budget has increased

91



.« 2%o more than four times its original

estimated budget.

Indeed, management’s willingness
to spend large amounts of money on
computer systems is one reason why
systems have become runaways. U.S.
insurance companies spend an esti-
mated $7 billion a year on computer
hardware alone. Executives who are
willing to spend large sums on systems
often have whar we call a high thresh-
old for pain. They are ready to com-
mit more money to a project without
finding out why it is over-budget. An
over-budget system should be consid-
ered a strong warning signal that the
system may be veering out of control.

Since we know the causes of runa-
ways, we also know how they can be
prevented. To make sure a computer
project stays on track, top management
should get directly involved. Talking
with designers and users is a good place
to start. Ask to be brought up-to-date
on the project, and challenge the tar-
gets frequently. Review the system doc-
umentation (if there is any), and eval-
uate the project’s goals and resources.

Don't rely solely on the data pro-
cessing manager for information, es-
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pecially if the project is over-budget or
behind-schedule; the data processing
manager may be part of the problem
since he may be in over his head and
unwilling to admit it. Finally, don’t
hesitate to bring in outside profes-
sionals if necessary. For example, the

. TPA managers were alerted that their

system lacked sufficient capacity to pro-
cess the targeted number of policies.
Although they were warned, they still
chose to rely on the advice of the in-
stallers (who had a vested interest in
the system) rather than seeking the

~opinion of an independent expert.

Ideally, meetings between top man-
agement and system designers should
occur weekly. Executives should have
an extensive and proactive understand-
ing of the project. Goals should be
based on departmental or corporate
objectives. The design and develop-
ment methodology should be clear,
thorough and utilized. Effective end-
users should be involved in the project
from start to finish.

TESTING, TESTING, 1-2-3

Finally, the system should be fully
tested before it is put into operation.
Don’t wait until your product is ready
to be rolled out before testing your
system. One major life insurer lost its
lead with a new product by not testing
its new system beforehand. The com-
pany was attempting to coordinate the
introduction of its new policy with the
design of a software system.

The insurer had estimated it had
a six-month window in which to gain
new customers and build market share
before other insurers began offering a
similar plan. It had set up training
materials for sales people and was ready
to go with the product when it became
clear that the software system would
not be ready to go. At a critical time
in the marketing plan, the planned
computer system was still significantly
behind schedule.

Computers and computer technol-
ogies have revolutionized the industry
and have enabled the industry to re-
spond quickly to market influences.
However, as many insurers have come
to realize, high-tech can carry very high
costs. If not properly managed, com-
puter systems designed to make an in-
surer mare competitive and more prof-
itable can bring it to its knees. The best
policy for an insurer installing or up-
dating a computer system is to take pre-
ventive steps designed to lessen the
likelihood that the project will get out
of control.
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Pro-Act Tracks and Manages
Health Costs, Utilization

Pro-Act is a personal computer-based
system designed ro help managers
track health care costs. Introduced by
Corporate Health Strategies, West-
port, Conn., the system provides
benefits executives with a monthly
operating statement that tracks the
company’s key health expenditures

~and utilization data.

The software compiles inpatient
and outpatient experience data and
categorizes the information by current
month, year-to-date and previous
year-to-date. The system can report
data for any historical month as well
as compile a four-year history.

Information can be trended,
showing the monthly data on a year-
to-date basis. The percentage change
in monthly activity can be shown and
graphed with pie, bar and cluster-bar
charts.

ProAct highlights each client’s 25
most expensive claimants for a given
month, then breaks down this infor-
mation by various employee popula-
tions. Each client receives data on a
floppy disk on a monthly basis. For
more information, call (212) 682-5080.

System Designed To Aid
Investment Managers

Investment Management Information
System, introduced by the Business
Information Services unit of Control
Data, Greenwich, Conn., is a system
designed to help investment managers
enhance their productivity.

The system, based on a relational
database design, integrates decision-
making and record-keeping software.
The system can generate reports and
can be enhanced to handle new in-
vestment instruments.

IMIS is modular and supports the
following investment management
functions:

Inventory. The core module of the
system which captures and reports
trade activity,

Cashflow. Tracks and forecasts
cash-related investment activity.

Accounting. Handles all required
calculations, postings and regulatory
reports for the activity entered in the
inventory and cashflow modules.

Valuation. Prices investments.
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