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RECOMMENDATION:

It is recommended that the Personnel and Public Employees Committee
recommend that the City Council approve the Workers' Compensation
Status Report and Work Plan developed in conjunction with Internal
Audit staff.
CONTACT PERSON:._

FOR COMMITTEE MEETING OF:

June 28, 1994
SUMMARY:

This report discusses and analyzes the City of Sacramento Workers'
Compensation Program and presents a Work plan targeted to improve
the overall efficiency and effectiveness of the program. The
impact of the Workers' Compensation Reform Act of 1989 and
successive reform legislation in 1991, 1992, and 1993, have
significantly increased workload requirements. In the past we have
increased staffing to handle these requirements. However, at this
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time, as an alternative to adding permanent staff, a Work Plan has
been developed targeting changes and enhancemens to the workers'
compensation program. Among Work Plan steps are increased
automation, increased involvement of City staff, creation of
efficiencies in the claims administration process, and, policy and
administrative enhancements to provide a more efficient and
effective workers' compensation program. At this time, to
facilitate implementation of these and additional changes we are
requesting a temporary augmentation to our staff.
COMMITTEE/COMMISSION ACTION:

Approve the Workers' Compensation Program Status Report, Work Plan
and recommended program enhancements.
BACKGROUND INFORMATION:

In February of 1990 City Council approved increasing the number of
staff in the WCU from nine to seventeen (EXHIBIT A).
This
augmentation was in response to the fact that the unit was grossly
under staffed with case loads exceeding 350 per claims
representative. Anticipating the impact of the Workers
Compensation Reform Act of 1989, mandating penalties assessed if
deadlines are not adhered to in the processing of claims, Council
realized that it would be impossible for the City to continue to
self-administer our workers compensation program without increasing
staffing levels.
In July of 1992 we solicited a study from Tillinghast to determine
the workload adequacy of the WCU. This study validated our
concerns that, in the current environment and process, the WCU is
significantly understaffed. In order to adequately meet the
requirements of the law, avoid monetary penalties, and provide
mandatory benefits to our employees, the workers' compensation
program administration, policies, city staff involvement and
staffing must be reevaluated and restructured to 'reflect the needs
of today's workers' compensation environment. EXHIBIT B describes
the City's workers compensation programs.
During the past six months, staff from the Citys Internal Audit
Section have completed an in depth study of the City's Workers'
Compensation Program. The performance of the audit and WCU
management's reevaluation of workers' compensation practices and
environment has resulted in the development of a Work Plan. The
comprehensive Work Plan (EXHIBIT C) has been developed by Workers'
Compensation staff with Internal Audit staff assistance to address
the deficiencies and program enhancements identified in the
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comprehensive Audit Document (EXHIBIT D).
In line with City Council 'Priority #6 "Fiscal Viability and
Reinventing of Our City Government" the Work Plan focuses on
strategies geared towards streamlining the workers' compensation
program by providing a higher level of service to our employees and
supervisors (customers). Additionally, the Work Plan calls for
further review and consideration of City policy impacting the
effectiveness of the workers' compensation program.
Internal Audit staff recommend a variety'of program enhancements
such as:
The use of temporary professional and clerical
•
staff to permit existing staff the time
necessary to develop and implement the
recommended changes.
Automation of manual processes.
Claims count reduction.
•

Development of policy and procedure guidelines

•

Development of la standard reporting system for
claims monitoring.
Involvement of user organizations in the claims
process

•

WCU management has determined that the temporary staffing should
include one Workers' Compensation Administrator, one Workers'
Compensation Claims Representative Trainee, and three Typist Clerk
II's (Confidential). The temporary staffing augmentation is
necessary in order to meet the current workload demands and to
implement necessary program enhancements.
EXHIBIT E illustrates
the proposed organizational structure of the WCU.
FINANCIAL CONSIDERATIONS.:

•
The proposed limited term staff additions will require an increase
in the employee services, equipment, and supplies costs for the
1994-95 Risk Management operating budget. The estimates outlined
below are based on the staff being hired effective July 1, 1994.
The WCU currently has office Space to accommodate the requested
additional temporary staff.
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ADDITIONAL STAFF COSTS

POSITION

SALARY/,
BENEFITS

FURNITURE/
EQUIPMENT/
SUPPLIES.

TOTAL

$46,334
16,680

$3,200
2,500
500

$ 69,214

Workers' Compensation
Claims Representative
Trainee

27,377
7,118

3,200
2,500
500

40,695

•Typist Clerk II
Confidential (3)

63,060
16,396

1,500
2,500
1,500

83,956

Workers' Compensation
Administrator

GRAND TOTAL

$194,865

This total represents an increase of 19% in the WCU's operating
budget for the fiscal year 1994-95. These costs will be funded
from the Risk Management Fund. The City's annual cost for workers'
compensation programs is approximately $9 Million for claims, $2
Million for Injury on Duty Time and $1 Million for WCU operating
expenses.
After one year workers' compensation staff will report back to
Council regarding program enhancements completed And an evaluation
of the permanent WCU staffing requirements.
POLICY CONSIDERATIONS:

1.

In line with City Council Priority #6 "Fiscal Viability and
Reinventing of Our City Government" the Work Plan focuses on
strategies geared towards streamlining the workers'
compensation program by providing a higher level of service to
our employees and supervisors (customers). Additionally, the
Work Plan calls for further review and consideration of City
• policy impacting the effectiveness of the workers'
compensation program.

2.

The current policy is to self-fund and self-administer the
workers compensation program for the City of Sacramento as a
cost savings measure.
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3.

We are committed to provide timely care to injured workers and
follow the state laws to ensure timely payments.

4.

Our policy needs to provide the staffing, process and program
necessary to provide efficient and effective workers'
compensation customer services while adhering to state
mandated requirements.

5.

Related citywide workers' compensation program policy issues
will be addressed following further evaluation by City staff.

MBE/WBE EFFORTS:

In the area of litigation we are utilizing the only women owned
workers' compensation defense firm locally and the only minority
owned workers' compensation firm practicing in this area. The WCU
utilizes MBE/WBE vendors whenever possible.

Respectfully submitted,

MARGARET ANN ALLEN
Risk Manager

RECOMMENDATION APPROVED:

APPROVED:

ACK R. CRIST
Deputy City Manager

DONNA L. GILES
Director of Human Resources

RESOLUTION NO.
ADORTED BY THE SACRAMENTO CITY COUNCIL
ON DATE OF

RESOLUTION APPROVING THE WORK PLAN
FOR WORKERS' COMPENSATION PROGRAM ENHANCEMENTS
AND AMENDING THE OPERATING BUDGET OF THE
RISK MANAGEMENT DIVISION OF THE HUMAN RESOURCES DEPARTMENT
BY ADDING 5.0 TEMPORARY POSITIONS
BE IT RESOLVED BY THE COUNCIL OF THE CITY OF SACRAMENTO:
1.

The Work Plan developed by Workers' Compensation and
Internal Audit staff be implemented to improve the
overall efficiency and effectiveness of the City's
Workers' Compensation Program.

2.

The following temporary positions are added to the Risk
Management Division, Organization Number 1542:
Code

Employee Classification Title

FTE

01303
10065

Workers' Compensation Administrator
Workers' Compensation Claims
Representative Trainee
Typist Clerk II (Confidential)

1.0

10087
3.

4.

1.0
3.0

Funds in the amount of $194,865 are transferred from the
Risk Management Fund to the Risk Management Division
Operating budget.
421-150-1542-4101
421-150-1542-4630
421-150-1542-4462
421-150-1542-4411

$176,965
7,900
7,500
I
1 2,500

TOTAL

$194,865

A one year review regarding program enhancements will be
made to Council in July 1995.
.
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EXHIBIT B
WORKERS. , COMPENSATION PROGRAM
,CITY OF SACRAMENTO

Nationwide Crisis.
City, county and state governments, along with private industry are
facing runaway workers' compensation costs. The nationwide cost of
1990 workers' compensation injuries was estimated to be $60
billion, up from $26 billion in 1980. By 1992 the cost rose
another $10 billion or 16 2/3 % to $70 billion. Towers Perrin
estimates that by the year 2000, the bill will exceed $150 billion.
These figures do not address the hidden costs. Studies indicate
that for every dollar an employer spends in direct workers'
compensation costs, it pays another two dollars in indirect costs
such as overtime and lost productivity.
Our City faces unique problems that make the workers' compensation
crisis even more devastating. This program requires $11 million in
direct claims costs and salary continuation which makes a
significant impact on the overall City budget. While we endure the
spiraling increase in costs, we are realizing a financial crisis
brought about by the lower tax basis caused by the recession. Even
though we remain at the mercy of the State Legislature for major
system changes, there are measures we can and are taking to control
and contain our expenditures while still providing benefits to
injured employees.
California Program.
California law guarantees three *Inds of workers' compensation
benefits to employees injured in the course and scope of their
employment.
1.

2.

Medical care to cure or relieve the employee from the
effects of the injury is totally covered by the employer
or insurance company.
This includes doctor bills,
physical therapy, medicines, hospital costs, fees for lab
tests, diagnostic procedures, medical appliances,
mileage, and so forth.
Indemnity payments are paid to replace lost wages.
Temporary disability payments are paid at the rate of

two-thirds of the average weekly wage up to statutory
maximums between $336 and $490 per week while the
employee is off work due to the injury.
Permanent
disability payments are made when the injury results in
a loss of work capacity.
The amount of permanent
disability paid is based on a schedule, set by the state,
that takes into consideration factors such as age,
8

occupation and the nature of the permanent handicap as
defined by medical experts. Death benefits are provided
to survivors, the amount of which is due depends on
several factors including the number of dependents.
3. Rehabilitation services necessary to return to work are
available to employees who are unable to return to their
usual and customary job as a result of a work injury.
These benefits include temporary disability while the
employee is involved in the program, services of a
vocational rehabilitation counselor, vocational training,
additional living expenses necessitated by the program,
and job placement assistance.
City of Sacramento Program.
The WCU today, is responsible for the administration of the City's
comprehensive workers' compensation program. We are self-insured
and self-administered as the most cost effective way of providing
benefits while controlling costs. The Claims Representatives must
operate within the framework of the State Labor Code, City Charter,
City labor agreements and City policies to insure that the City's
workers' compensation claims are handled in a fair, cost effective
and expeditious manner.
The WCU requires systematic and comprehensive investigation of each
and every reported injury. Departmental personnel and supervisors
have been trained to assist in the identification of the
circumstances surrounding an injury. In cases when more in depth
investigation is necessary, we employ the services of private
investigators to take statements from witnesses, coworkers or other
involved parties. When it appears that a particular injury could
have been prevented, the Safety Officer becomes involved to take
measures to prevent recurrence.
The injured employee is provided with immediate benefits. The
employee is notified of his or her rights to benefits and is
treated in a manner that reflects concern rather than suspicion.
Once a claim is filed and received by the WCU, it is reviewed and
a determination of benefits is made. The claim is either accepted,
denied or placed on a delay status.
Financial reserves are established and maintained on every work
injury and must reflect the full potential cost of the claim. The
cost of medical treatment required to cure or relieve the employee
from the effects of the injury, compensation for wage loss and
permanent disability all must be taken into consideration when
setting the reserves.
Every effort is made to find the most competent medical care
possible. Proper selection of medical providers prevents poor
treatment outcome, and minimizes the extent and duration of
9

disability. The treating physician is provided a job analysis so
that he or she is familiar with the work requirements of the
patient.
The WCU exercises its right to refer employees, who have elected to
be treated by their personal physician, to doctors of our choosing
for evaluation in order to maintain medical control of the claim.
Medical care, the employee's condition and his or her working
status are continually reviewed to determine the appropriateness of
the treatment being rendered as well as the feasibility to continue
working without further injury. To this end, medical evaluations
are scheduled with specialists to ensure the best possible care for
the employee and care that is cost effective for the City.
Every effort is made to resolve claims requiring action by the
Workers' Compensation Appeals Board (WCAB), without the involvement
of defense attorneys. However, when this is not possible the
claims representative works directly with defense counsel in order
to effect an early resolution to all issues. Departmental
personnel are required to become involved in the defense of
contested claims. They are included in meetings with the defense
attorney and may be required to attend depositions and hearings.
The WCU staff promotes the attitude that the majority of injuries
are legitimate, disability is real and each and every employee is
entitled to treatment characterized by concern, efficiency, and
respect. When an alleged injury does not appear to be industrial
or when evidence clearly indicates intentional deception on the
part of an employee, the WCU staff is forced to play an adversarial
role in managing the claim.
During the 1990 claim year the number of new claims rose by 281 or
26%. New incurrals have continued at the same high level for the
1991, 1992, and 1993 claim years. This increase is the result of
the new Claim Form, the training required in introducing the Claim
Form to all employees, and the complicated and confusing procedures
required by the new "system". The WCO now averages 2000 open
claims, or 225 claims per Claims Representative.
According to Mark Ashcraft, Manager of Self-Insurance Plans and
other regulators in the field of workers' compensation, a caseload
of 125 to 150 open indemnity claims is the maximum number possible
for a Claims Representative to handle and be able to comply with
the deadlines mandated by the new law. This number has become the
industry standard. The work of the claims person has increased
drastically from that of handling cases prior to the 1989 Reform
Act. This is due to the tremendous changes in the timeliness of
the work that must be completed, the constant awareness of each and
every task subject to monetary penalties, and the conflicting law
that continues to be defined through the appeal process in our
court system.
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The industry guidelines above assume no field investigation by the
representative, no involvement with related benefits issues such as
retirement or payroll, no involvement with employee relations
issues, no fraud investigations, no in-house defense legal
activity, and a high level of automation. Our claims
representatives devote a significant amount of time to all of the
above in addition to normal claims adjusting duties.
In July of 1992 we solicited a study from Tillinghast to determine
the workload adequacy of the WCU. The consultant from Tillinghast
stated "for optimum results for a self-administered situation such
as the City, we recommend a case load of 80-100 files for the
representatives handling indemnity claims...". Because of the high
level of competency of the WCU staff who have an average of eight
years of experience in handling claims, we believe that a case load
of 150 claims would be manageable.
Reasons for Rising Costs.

1.

Increased Claims Activity.
The number of reported injuries and illnesses by City
employees is on the rise. Part of this increase is due
to the requirements the Reform Act has mandated in
defining "injury", as a separate claim must be
established for each and every reported injury. It is
not unusual to have five separate claim files for an
employee with an injury to a particular body part due to
subsequent aggravations or incidents of re-injury.

3.

Increased Medical Costs.
The medical cost component of the workers' compensation
system is rising faster than any single other factor. In
the early 1980's it represented approximately one-third
of total annual claims costs, compared with nearly 50% in
1993. In addition to these costs, there are some unique
aspects of increased medical costs to the reformed
workers' compensation system.
The Reform Act, contemplated a ten percent decrease in
medical/legal costs, instead the costs were reduced only
three percent the first year and then increased from nine
percent for orthopedic evaluations to eighteen percent
for all other medical specialties in July of 1992.
Another factor in the medical costs issue involves the
Qualified Medical Evaluation (QME) procedure,
particularly for cases where the employee does not have
legal representation. The law mandates that a case may
not be resolved without a formal medical evaluation, QME,
even in instances where the permanent disability factors
11

and future medical care needs are clearly defined by the
treating doctor and there is no dispute between the
employee and employer. The cost for this report alone
averages $1,126.20 before any ancillary costs are
included or if the evaluation is deemed comprehensive by
the doctor, which is not uncommon.
Further, the methods to address medical issues are more
costly due to the current laws, which still allow for an
employer consultation or second opinion of the treating
doctor. However when a case does have legal
representation, it is also necessary to incur either an
Agreed Medical Evaluation (AME) or a QME to be able to
act on an issue that is contrary to what the treating
doctor has indicated before a matter can be submitted to
a judge for decision.
The following graph depicts the medical costs of the
workers' compensation program to the City for the past
ten years.
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3.

Rise in Litigation and Defense Costs.
The City of Sacramento has a moderately high litigation
rate. This is primarily due to the close involvement of
the various bargaining unit representatives with their
members. Whenever possible, the WCU Claims
Representatives handle the legal aspects of their claims
without the assistance of defense attorneys. Medical
records are ordered, medical-legal evaluations are set,
negotiations are made with applicant attorneys, and
appearances are made at the WCAB. We are most fortunate
to have such experienced and qualified staff in the WCU,
as ten of the eleven professional staff have passed the
Self-Insured Administrator's examination given by the
State Self-Insurance Plans.
The vast majority of our claims are for accepted
injuries, in which there is no question regarding the
injury taking place on the job. The cases that become
litigated that are "accepted" are frequently more
complicated than cases that are denied. There are a
multitude of reasons why we need representation before
the WCAB on accepted claims. We often need to take
depositions of doctors and employees which require an
attorney. •The most common issue is nature and extent of
injury, which occurs when we have a wide range between
the disability opined by the defense and applicant
medical evaluators. Other common issues include period
of temporary disability, level of permanent disability,
rehabilitation, apportionment, self procured medical,
future medical, fraud, serious and willful misconduct, as
alleged by the employee against the employer and the
employer against the employee, discrimination, liens
(medical and EDD), statute of limitations, contribution,
petition to reopen for new and further disability, and
subrogation.
Most of the claims that are not accepted by the WCU do
not become litigated. Employees experiencing claim
denial usually accept the reason given as to why their
alleged injury is not considered to have arisen out of
the course of their employment.
The primary factor considered in hiring outside counsel
by WU staff is the expertise and experience of those
attorneys in dealing with the workers' compensation
system. Most of the defense firms utilized have
attorneys who are State Bar of California Certified
Specialists in Workers' Compensation. State
Certification requires a minimum of fifty (50) trials,
along with requisite numbers of cross-examinations of
permanent disability rating specialists appeals handled,
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as well as a passage of a practical applications test.
The cost to the City of defending a claim can be very
expensive. Our relative cost of defense attorney fees
compared to the total• claims program cost for the past
ten years has averaged five and one-half percent. During
the past three years, since the Reform Act of 1989, these
costs have increased significantly. , This is chle to
increased number of claims each adjustor must handle. We
are now forced to depend more on outside attorneys, as
there is not enough time to devote to routine claims
processing. The following graph depicts defense attorney
costs as compared to the total annual workers'
compensation program cost.
TEN YEAR 'HISTORY OF DEFENSE ATTORNEY FEES
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In 1983 and 1984 all litigated claims were handled by
attorneys as we did not have experienced staff capable of
performing this activity. In 1988 the WCU was
significantly understaffed due to a high turnover rate
and it was necessary to send the majority of the
litigated claims out to defense counsel.
4. Workers' Compensation Reform Act of 1989 and Subsequent
Legislation.
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The Reform Act of 1989 was proposed to simplify the
workers' compensation process, to reduce litigation, to
lower costs, and to provide a more timely benefit to the
injured worker. It has had the opposite effect and has
created a nightmare of turmoil for the industry in
California. Several insurance companies have
discontinued writing policies for workers' compensation
insurance in the state and many employers are leaving the
state due to rising workers' compensation rates.
This Act added numerous new penalties that are assessed
if certain deadlines are not adhered to in the processing
of claims. A claim form must be given to the injured
employee within twenty-four hours of the report of
injury. At the time that the first disability check is
sent to the injured employee, the employer must also
advise on what exact day of the week all subsequent
checks will be sent. One of eighteen benefit notices
must be sent out during various points in the course of
the claim. Within fourteen days of notice of the
injury„ the employer must advise the employee that the
claim has been accepted, delayed or denied, if the claim
is not denied within ninety days, it is presumed to be
compensable. Within five days of the employee becoming
permanent and stationary, the employer must serve notice
of the procedures for evaluating permanent disability and
the need for future medical care.
The employer has thirty days after receipt of a permanent
disability rating from the Office of Benefit
Determination to request reconsideration of the findings.
In those cases where the employee is represented, parties
must agree to an Agreed Medical Examiner CANE) within ten
days. When an AME is used, each party must serve the
other with documentation at least twenty days before it
is sent to the AME. The opposing party has ten days to
object to the submission of the documents.
Within ten days of receiving a doctor's report indicating
that an employee is medically eligible for vocational
rehabilitation, the employer must notify the employee of
his eligibility for such services. Within ninety days of
determination of rehabilitation feasibility, the employer
must submit a plan or request the Office of Benefits
Determination resolve any dispute that may exist. If the
Office of Benefits Determination notifies the employer of
the need for vocational rehabilitation service, that
employer has twenty days to provide it. If the employee
has not requested vocational rehabilitation within ninety
days but is eligible, the employer must sent a reminder
notice at forty-five days and seventy days after the
employee is given his first notice of eligibility.
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These are just a few of the deadlines now imposed by law.
Failure to comply with these deadlines will result in
automatic penalties.
Since the Reform Act of 1989, the state legislature has
enacted several major "clean up" workers' compensation
packages. This has resulted in even more confusion for
individuals working in this industry. There are now four
different tracks, or bodies of law that we must follow
depending on the date of injury, i.e., pre-1990, post
1990, post 1991, and post 1993.
5.

Workers' Compensation Fraud.
In the past, prosecution of a workers' compensation
insurance fraud case was rare. In 1991 the Workers'
Compensation Insurance Fraud Reporting Act came into law.
This act mandates that employers or insurance companies
notify both the district attorney's office and the Bureau
of Fraudulent Claims when there is suspected workers'
compensation insurance fraud. The scope of such fraud is
not just limited to injured workers but includes
employers, medical providers and attorneys. The
enactment of this law has resulted in increased
investigative costs for the WCU in order to address a
potential fraud aspect of a claim. In addition to the
increased number of cases investigated, the necessity for
a more complete investigation entailing documentary
evidence and expert witnesses is important to ultimately
prove the case in a court of law.
For the past eight months the City of Sacramento began to
utilize the services of the California Workers
Compensation Fraud Hotline. This is a service that
provides employees, citizens, and employers an
opportunity to report incidences of workers' compensation
fraud in a confidential manner. We hope that this will
serve as a deterrent to employees and others who consider
abusing the system and thereby help reduce our workers'
compensation costs.

6.

Vocational Rehabilitation.
When an employee suffers an on-the-job injury that
results in a preclusion from returning to his or her
usual and customary occupation, it is mandatory that the
employer offer the injured worker rehabilitation
services. This is the fastest growing benefit in the
California job-injury program, growing twenty times
faster than other types of claims. Costs, originally
estimated at 2.7 percent of losses, now account for
twelve cents out of every claim dollar.
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In order to contain costs we have an in house Vocational
Rehabilitation Coordinator who carefully monitors all
rehabilitation activity and provides City employees with
pre-rehabilitation services without incurring the cost of
outside vendors. Our average annual cost for
rehabilitation programs, excluding maintenance allowance,
has remained about 2% of the total annual workers'
compensation program cost of $9 million.
Workers' Compensation Unit Cost Savings and Prevention Measures

.

1. Medical Cost Containment Programs.
A.

The City has a contract with the MedClinic of
Sacramento to provide nonindustrial medical
services such as pre-placement medicals, DMV
physicals, medical monitoring programs and returnto-work examinations. The MedClinic is also the
authorized "City Physician" for the treatment of
industrial injuries for employees who have not
designated their personal physician to treat them
in case of a work-related injury. The MedClinic
also bills the City at or below the state
The
authorized fees for industrial services.
dollars saved in this area nearly pay for the
nonindustrial medical program. This also saves
clerical staff time by not reviewing and cutting
their bills.

B.

The City has an agreement with Interplan, a bill
reduction service which contracts with most of the
hospitals in our area. Through this service we
realized a savings of 36% or $225,747 out of which
we paid Interplan 19% or $43,054, for the 1992
calendar year. For hospitals that are not under
contract with Interplan, we use Retrospect, a
similar service. They provide medical bill audits
within the hospital setting.

C.

For prescription drugs for claimants that will need
medications for six months or longer and for
durable medical equipment, we utilize the services
of Pharmacy Management Services, Inc. (PMSI). An
auditor from PMSI spends from seven to ten days
every six months reviewing claim files in the WU
to identify potential savings.

2. Modified Work/Alternative Duty Programs.
WOU staff make every effort to return injured employees
to work as soon as possible. Studies have shown that the
earlier an injured worker returns to the work force, the
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quicker the recovery. Requests are made to the treating
physician to outline specific limitations or work
restrictions rather than just place the patient "off
work" so that departmental personnel may attempt to
accommodate the employee in a modified work position.

•

3.

The Police and Fire Departments have excellent Light Duty
programs and are able to place injured employees with a
wide range of restrictions in temporary positions. We
are currently in the process of developing a citywide
modified work/alternative duty policy for the
miscellaneous departments.
Safety Programs.
The Safety Unit in the Risk Management Division provides
many proactive programs geared at reducing the workers'
compensation injury rate. The following is a list of
safety programs provided to City employees by the staff
of the Safety Unit pursuant to Title 8 of the California
Code of Regulations:
Accident Prevention Program
Emergency Action Plan
Fire Prevention Plan
Cleaning Repairing Servicing and Adjusting Prime
Movers, Machinery and Equipment
Servicing Single, Split and Multi piece Rims or
Wheels
Medical Service and First Aid
Tree-work Maintenance Removal
Respiratory Protective Equipment (reference to 5244)
Qualification of Machinery. Operation
Elevating Work Platform
Aerial Devices (Towering)
Elevating Employees with Lift Trucks
Operating Rules (Industrial Trucks)
Power. Press Operation
Operating Rules for Compaction Equipment
Training of Operators, Gas Systems and for Welding
and Cutting
Crane, Hoists, Derrick Operators Qualifications
Control of Noise Exposure
Respiratory Protective Equipment
Open Surface Tank Operations
Confined Spaces
Changing and Charging Storage Batteries
Hazard Communication, Employee Information and
Training
Asbestos
Carcinogens
Acrylonitrile (AN)
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Lead
Benzene
Ethylene oxide (Eto)
Protection (Labels)
Service Stations (Portable Fire Extinguishers)
Diving Operations (Dive Team Training)
During the past five years the City has provided the following
major programs to large groups of employees:
Cholesterol Education and Treatment. By law all public
safety employees are entitled to a presumption of heart
disease under the Labor Code. Elevated cholesterol is
one of five coronary heart disease risk factors that can
be easily controlled by proper nutrition. City public
safety employees learned how to select and prepare
wholesome foods low in cholesterol. Positive feedback
was provided by monitoring blood cholesterol levels for
a one year period.
Hearing Conservation. Hundreds of City workers are
exposed to harmful noise levels while operating heavy
equipment. This program evaluates the noise levels of
all City equipment and monitors noise reduction
modifications. Employees are provided hearing protectors
with noise reduction ratings appropriate to their
exposures. Annual audiograms and training are provided
to those employees required to wear hearing protectors.
Hepatitis.
Hepatitis B is a bloodborne pathogen
transmitted by specific contact with body fluids. Using
the Centers of Disease Control guidelines we have
identified approximately 1400 employees who may have
exposures to hepatitis B during the course and scope of
their employment. These employees have been provided
training in control measures including personal
protective equipment, decontamination, and reporting. As
a preventative measure, at risk employees are being
provided hepatitis B vaccine purchased on a consolidated
federal contract to control cost and infection.
Back Injury. The City has an aggressive back injury
reduction effort including training of supervisory
personnel in the recognition of tasks that create risk of
back injury. Employees are provided back support belts
to assist in controlling the proper lifting posture. For
safety employees, back support belts are often
inappropriate and prohibitive due to the nature of work
in both Police and Fire. Therefore the City has
established an agreement with the Los Rios Community
College District to provide coaching supervision of
workouts to tone employees for strength, flexibility and
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endurance thus reducing the number and severity of back
injury claims for this group.
Video Display Terminals. Personal computers continue to
improve the productivity of City employees. These
computers are used by staff in every department of the
City. Our incidence of repetitive motion injuries is on
the increase so there is an ongoing need to conduct
ergonomic workstation evaluations and employee training
to control the proper setup and use of computers.
Medical Surveillance Monitoring. Employees are provided
medical monitoring to determine the effectiveness of
personal protective equipment when working around known
hazardous materials including carcinogens, pesticides,
herbicides and laser equipment.
Environmental Workplace Monitoring. Air sampling is
performed in areas where employees are using chemical
products to determine if air quality is within the
permissive exposure limits established by Cal/OSHA.
Workers' Compensation 1993 Reform Package.
This is a very complex package and a number of the items do not
affect the City, however it appears that the City will benefit from
this year's workers' compensation reform in some areas. The
package places a $16,000 cap on vocational rehabilitation services.
Our average rehabilitation plan now exceeds $25,000. It also
prohibits out of state plans, eliminates the need to meet with
every injured worker who is disabled ninety days, provides for
termination of plan under conditions of alternative employment,
restricts employees to one plan, places a $4,500 cap on
rehabilitation counselor fees, and provides that plans agreed upon
between an employer and a represented employee do not need
rehabilitation unit approval.
Stress claims have been restricted, as currently employees have to
prove that only ten percent of the stress in their lives comes from
work. Under the new regulations, employees must prove that job
stress predominantly caused their illness. Post termination stress
claims are also severely restricted.
Medical evaluations are now limited to one each by a physician
chosen separately by the employer and the employee. Treating
physicians are now allowed to rate impairment. This should
significantly reduce our medical costs on each claim.
Maximum temporary disability rates are increased from $336 per week
to $406 per week on July 1, 1994, $448 on July 1, 1995 and $490 on
July 1, 1996. Since the City pays salary continuation to all
career employees in lieu of temporary disability, we anticipate
20

only a minor impact for our limited term employees. Permanent
disability and death benefits also received significant increases
over the next •three years which will result in a rise of our
indemnity costs.
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EXHIBIT C

WCU Management has developed a work plan for achieving desired levels of service and
effectiveness. The plan includes steps separated into three categories: Claims Management
Process; CityWide Process Issues; and Policy Related Issues. Although all of the steps in the
plan are considered important and necessary, a priority ranking has been given to each of the
steps. Following is the scale used for assigning a priority ranking:
A - High
B - Medium
C - Low
Additionally, the responsible party, projected start date and estimated cost, where applicable,
for implementation of each of the steps has been included in the plan. Note: N/A has been
placed in the estimated cost column where costs are not an applicable issue.
It is believed that contracting for temporary professional and clerical assistance will achieve two
important objectives. One, existing work load will be more timely processed, and, two, time
will be made available for existing staff to further develop the work plan steps. It is anticipated
that efforts made to implement efficiency creating steps will further this process and permit
continued improvement and implementation of desired steps and programs. The completion of
the system RFP and resulting installation of a new computer system, implementation of
procedures and tools necessary for efficient operations, increased training and involvement of
user organization management and citywide policy changes that directly impact the effectiveness
of the WCU should result in more available time for existing staff resources.
It is expected that dedication to the effective implementation of the WCU work plan will result
in a much more efficient WC program and improved services to injured employees and City
organizations.

22

Workers Compensation
Work Plan

PRI

WORK PLAN STEP

RESPONSIBLE
PARTY

START/
END
DATE

EST.
COST

CLAIMS MGMT PROCESS:
A

Review low activity claims for
accurate caseload count

WCU Staff

5/01/94 to
10/01/94

No Cost

A

Utilize temporary staff to assist with
clerical and CR functions

WCU; Human
Resources

7/01/94 to
6/30/95

$193,865

A

Contract with a consultant to
complete the computer system RFP

WCU; ICS;
Finance

8/01/94

$ 2,000

Revise RFP for new computer
system

WCU; ICS;
Procurement;
Finance

9/01/94

No Cost

Automate manual processes

WCU

7/01/94 to
6/30/95

$ 80,000

A

•
B

Formalize complete written staff
procedure guidelines, measurable
performance standards and unit
policy

WCU

5/01/94 to
6/30/95

No Cost

B

Develop and implement a claims
mgmt quality control program

WCU

7/01/94 to
6/30/95

No Cost

B

Develop and implement claims file
documentation standards

WCU

9/01/94 to
6/30/95

No Cost

Establish CR settlement authority
levels based on experience

WCU; Human
Resources

7/01/94

No Cost

Develop criteria for use of
investigators and defense attorneys.
Develop summary reports for
monitoring investigator and attorney
use levels and effectiveness

WCU

9/01/94 to
6/30/95

No Cost

Establish WC job class security
access levels required for system
update and inquiry capabilities

VVCU; ICS;
Internal Audit

9/01/94 to
6/30/95

No Cost

B
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_ PRI
C

WORK PLAN STEP

RESPONSIBLE
PARTY

START/
END
DATE

EST.
COST

Evaluate the cost/benefit of
subscribing to an index bureau
service or acquiring access in
combination with another subscriber

WCU

Cornpleted

C

If cost effective, obtain equip. and
training to ensure optimum interim
utilization of the current system

WCU; ICS

Cornpleted

C

Ensure that Professional Service
Agreements are in place for services
provided by outside providers

WCU; City
Attorney;
Procurement

7101/94 to
12/31/94

No Cost

C

Perform review of appropriateness
of large Claim Reserve balances

WCU

7/01/94 to
10/01/94

No Cost

Establish a standard nominal reserve
amount for companion claims

WCU

7/01/94 to
10/01/94

No Cost

I

CITY WIDE PROCESS ISSUES:
A

Develop and implement an enhanced
communication process with injured
employees

WCU; Safety
Unit; Risk Mgmt
Unit

10/01/94
to 6/30/95

No Cost

A

Develop and implement standard
reports for monitoring claims
activity, injury trends, and the
effectiveness of injury prevention
programs

WCU; Safety
Unit; Risk Mgmt
Unit

10/01/94
to 6/30/95

No Cost

Provide trend information to user
orgs for monitoring and review

WCU; Safety
Unit; Risk Mgmt
Unit

9/01/94 to
6/30/95

No Cost

Develop plan for establishment of
user org. mgmt. accountability for
communication, injury prevention,
cost containment and return to work
efforts

WCU; Human
Resources;
Employee Relations; Budget;
Org Mgmt; RM
Comm .

10/01/94
to 6/30/95

No Cost

A
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RESPONSIBLE
PARTY

START/
END
DATE

EST.
COST

PRI

WORK PLAN STEP

A

Develop a method for the
measurement of organization claims
experience to promote equitable
allocation of WC costs

WCU; Budget;
User Orgs;
Accounting; RM
Comm

10/01/94
to 6/30/95

No Cost

B

Establish a formal communication &
information transfer program with
dept. orgs. Assist management and
staff with understanding the cost
implications of on the job injuries

WCU: Dept
Orgs; RM Comm

10/01/94
to 6/30/95

No Cost

B

Develop a communication &
information marketing program to
explain the services provided and
the WC process to the City's
employees

WCU: Human
Resources

7/01/94 to
6/30/95

Unknown

B

Review the appropriateness of the
tone of written correspondence
utilized; Standardize written
communication

WCU

7/01/94 to
9/01/94

No Cost

B

Improve lines of communication
with the various bargaining unit
representatives and develop a liaison
relationship

WCU

7/01/94 to
10/31/94

No Cost

B

Work with the City Managers'
Office to develop a budget method
establishing economic incentives for
user orgs.

WCU; Manager's
Office; Accounting; User Orgs.;
RM Comm

10/01/94
to 6/30/95

No Cost

C

Develop thorough WCU
administration guidelines and policy
for the detection and prevention of
fraudulent claims

WCU

9/01/94 to
6/30/95

No Cost

C

Initiate a Citywide program for the
deterrence of WC fraud, including
training of org. mgmt and informing
employees

WCU; Attorney's
Office; Employee
Relations

5/01/94 to
6/30/95

$ 5,000

.
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Pill

WORK PLAN STEP

RESPONSIBLE
PARTY

START/
END
DATE

EST.
COST

POLICY RELATED ISSUES:
A

Reconsider the City's Drug policy.
Determine the legality and potential
cost/benefit of implementing
stronger guidelines for testing in the
event of injury and/or accident and
pre-employment drug/alcohol
screening.

Employee
Relations; Safety
Unit; Attorney's
Office

1/01/95

Unknown

A

Coordinate a formal citywide
training program for recognizing
individuals under the influence of
drugs or alcohol and direction for
the proper steps to take when
probable cause has been determined

Employee Relations; Police Dept

1/01/95

Unknown

B

Pursue changes to the City Charter
section providing full salary
continuation for all non-public
safety employees

City Manager's
Office; Employee
Relations; Human
Resources; Attorney's Office

To be
determined

Unknown

B

Complete development of, and
implement, a comprehensive
citywide modified duty program

WCU; City
Manager's
Office; Employee
Relations

To be
determined

No Cost

B

Re-establish the Risk Mgmt Comm.
to assist with establishment and
oversight of Citywide programs for
injury prevention, risk management,
and to identify new programs based
on newly recognized exposures.

WCU; Risk
Mgmt Unit;
Attorney's
Office;
Manager's Office

10/01/94
to 6/30/95

No Cost
'

EXHIBIT D

OFFICE OF THE
CITY MANAGER

CITY OF SACRAMENTO
CALIFORNIA

CITY HALL
ROOM 101
915 I STREET
SACRAMENTO, CA
95814-2684
PH 916-264-5704
FAX 916-264-7618
TDD (ONLY) 916-264-7227

June 1, 1994

Jack Crist
Deputy City Manager

The City of Sacramento's Internal Audit Section of the Manager's Office Policy Unit has
completed an audit of the City's Workers Compensation (WC) Program. The audit included a
review of City operations both directly and/or indirectly affecting the Workers Compensation
Program. This report provides an overview of the audit results including observations, impacts,
recommendations and the benefits of implementing the recommendations for each section of the
audit.
The City's Workers Compensation Unit (WCU) is included in the Risk Management Division
•of the City's Department of Human Resources. The City's WC Program is self-insured and selfadministered. The WCU is responsible for the administration of the City's comprehensive WC
program including performance of the full claims management function. Additionally, the WCU
works directly with the City's Safety and Vocational Rehabilitation Units and is directly and/or
indirectly affected by the operations, decisions and impact of Risk Management, citywide
organizational practices and City policy.iThe WCU expends approximately $11 million annually
for employees' WC benefits and $1 nhillion for operating costs (WCU $645,000, Health &
Safety Programs $240,000 and Vocational Rehabilitation $150,000).
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OVERVIEW
The purpose of the audit was to examine the efficiency and effectiveness of the operations of the
WC and Safety Units as well as the impact of citywide issues, policies and practices affecting
the WC Program. The scope of the audit included but was not limited to an examination of the
units' process efficiency, performance standards and quality control, effectiveness and utilization
of system capabilities, appropriateness of rates and allocation of costs, level of utilization of
outside service providers, effectiveness of monitoring mechanisms and communication practices,
and the existence and impact of citywide policies and practices affecting the WC program. The
nature of an operational or performance audit is to focus on areas where improvements can be
made. The purpose of a system of internal control and operational review is to provide
reasonable but not absolute assurance that operational objectives are being achieved,
accountability is established, policy and procedures are prescribed and the City's assets are
safeguarded. Management review of operations and control techniques helps to ensure that
objectives are being achieved in a cost effective manner.

SUMMARY OF FINDINGS/CONCLUSION
The four major categories of this audit report are Process Efficiency, Injury Prevention/Cost
Containment, Customer Service and Financial. Our audit report includes 45 recommendations
for improvement.
Based on information gathered during the audit, we have concluded that the WC program is
currently operating in a non-proactive/survival mode. WC staff are dedicated and demonstrate
a willingness to work additional hours to handle the existing workload. However, due to the
lack of automation, programs, and existence and/or lack of citywide policy, WC Program efforts
are primarily dedicated to reacting to short-term needs and requirements. Efforts applied to
long-term needs and requirements and planning for the future are limited. Most of the energy
and efforts are focused on what needs to be done to meet current deadlines and make it through
the current backlog. As a result, limited efforts are applied to 'control overall claims costs
through the development of more efficient and effective processes, policies and procedures.
Following are examples of specific weaknesses that are reflective of, and contribute to, the lack
of planning and direction toward improved operations and cost reduction:
o
o
o
o
o

A new computer system has been in the planning for nearly four years and has yet to
have an RFP completed and issued;
The current WC computer system is not being used near its capability for monitoring and
reviewing claim and injury information;
The WC and safety units do not utilize available software and PC tools to develop reports
for monitoring useful management information;
Not all Claims Representatives (CR) have been provided the necessary hardware or
training to access valuable information on the current system;
Many processes performed manually could be performed by the system;
2
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o
o
o
o
o
o
o
o
o
o

o
o
o

i
Staff responsibilities are not all?cated based on experience and training;
There is a lack of quality control reviews performed on the claims files;
There are no reporting mechanisms in place to assist WC management with the
monitoring of ongoing claims activity;
Organized citywide injury prevention efforts are limited;
There are limited monitoring mechanisms in place to measure the effectiveness of
existing injury prevention programs;
There is a lack of monitoring! mechanisms and reports available to assist with the
recognition of developing injury trends and determination of the need for future injury
prevention training;
I
Personal communication with injured employees throughout the claims process is limited;
Communication with City organizations regarding claim status and impact on operations
1
and costs is not adequate;
i
User organization management is not fully utilized to assist in key claims management
steps including communication with injured employees;
Citywide WC fraud detection and, prevention efforts, guidelines and policies in place are
limited;
i1
Citywide policies addressing I-Time, citywide modified duty programs and pro-active
drug/alcohol abuse prevention programs have not been fully developed and implemented;
The WCU lacks comprehensive policies and procedures for claims file organization and
documentation, reserve establishment, claims closure and claims management
I
responsibilities;
Measurable standards, goals and objectives for the WCU have not been developed or
implemented;
,
Arrangements with outside service providers have not been competitively bid and
documented with formal written agreements;
There are no established criteria for determining the need for outside service providers,
nor are the results of these providers monitored on a unit wide basis.

Our review has indicated a need for a more aggressive and structured WC program. There is
a need for work standards, formal policies and procedures for claims management, injury
monitoring mechanisms, work process automation and proactive communication efforts.
Additionally, there is a need for increased injury prevention and cost containment efforts by user
organization management and the establishment and/or revision of City policy affecting the WC
Program. The restrictions of the current work processes used punctuate the need for these
changes to occur.
We recommend that WCU management develop a tactical and strategic plan for achieving
desired levels of service and effectiveness. The plan should include a time line with short and
long term goals and objectives. The recbmmendations included in the audit report can be used
to facilitate the development of the plan. Following is a summary of specific recommendations
included in the report:
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o
o
o
o
o
o
o
o
o
o
o
o
o

Contract with a consultant to complete the computer system RFP;
Implement a new computer system designed for the City of Sacramento's WC function;
Establish contracts for temporary professional CR services;
Utilize temporary staff to assist with clerical functions;
Utilize current WC system capabilities until the new system is installed;
Establish user organization management accountability for communication, injury
prevention, cost containment and return to work efforts;
Develop and implement standard reports for monitoring claims activity, injury trends,
and the effectiveness of injury prevention programs;
Formalize complete written staff procedure guidelines, measurable standards, and unit
policy;
Implement an effective quality control program;
Improve communication with injured employees and all City staff;
Complete and implement comprehensive citywide programs for modified duty, WC fraud
detection/prevention and proactive drug/alcohol abuse prevention;
Pursue changes to the City Charter section providing full salary continuation for all nonpublic safety employees;
Establish competitive bidding for outside services.

The WCU has made a request for additional permanent staff. Based on the results and
conclusion of our audit, we do not feel that we can support that request at this time. It is our
belief that additional permanent staff may not be needed after the development and
implementation of a proactive WC program. The development and installation of a new
computer system, implementation of procedures and tools necessary for efficient operations,
increased training and involvement of user organization management and citywide policy changes
that directly impact the effectiveness of the WCU should result in more available time for
existing staff resources.
We believe that a well thought out tactical and strategic plan and dedication to its effective
implementation will result in a much more efficient WC program and improved services to
injured employees and City organizations. Once desired changes are implemented, the current
staff should be able to effectively manage the caseload and perform the steps currently not being
performed. This should result in savings by reducing the number of claims and claims costs.
Approximately $1.1 million in savings would be achieved with only a 10% annual reduction in
claims costs. This would cover the operating costs of the WC, health and safety and vocational
rehabilitation units.
We would like to acknowledge the contributions of WCU management, claims representatives
and supporting staff who helped us in the successful completion of this audit. Many hours were
provided through interviews, file review and discussion to assist the audit staffs' understanding
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of The WC function. Further, WCU comments and ideas have contributed to many of the
recommendations included in this report.

Respectively Submitted,

t
f
lat-LI
l'indfSommer
Senior Internal Auditor

on
nternal Audit Administrator

Reviewed by:

Ken Nishimoto
City Manager's Office Policy Unit
Acting Finance Director

c:

Donna Giles
Margaret Allen
Karen Long
Ken Nishimoto
City Manager's Office
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SECTION I.
PROCESS EFFICIENCY

I.

PROCESS EFFICIENCY

The audit included a survey of WC unitS from five California cities. Some information gathered
is presented below (see figure 1). Based on the information received from these cities, we found
that Sacramento has the highest ratio of open indemnity claims to the number of City employees,
the highest ratio of CR's to the number of City employees, one of the higher litigation rates and
the lowest number of claims handled by each CR. Most of the cities surveyed have newer
information systems, citywide light duty programs, pay less benefits for non-public safety
,employees than Sacramento, and have more proactive employee communication programs.
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A. CLAIMS REPRESENTATIVE CASELOADS
Observation/Impact 1
Based on a review of CR caseloads, many cases are not active (they do not require regular
attention by the CR). CR caseload is an important factor in determining long term staffing needs
and for measuring the effectiveness of the CR's. However, active cases in each CR's total
caseload are the most important cases to consider. Per interviews with the CR's, we found that
some claims have no activity and should be closed. Further, many open claims have a very low
activity level. These low activity claims include claims waiting approval for closure, claims
requiring limited future medical attention and master file companion claims. Additionally, a
sample of 758 claims with an available reserve balance of less than $2,500 was revieived. This
sample included approximately 382 claims that can be classified as low activity claims. The 1992 Tillinghast report stated that the State of California recomniends a maximum caseload of
200 indemnity claims per examiner. It goes on to state that industry guidelines in California,
which consider optimum handling of files to protect employer interests in cost containment,
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recommend a maximum of 125 to 150 indemnity claims per experienced CR. The WCU stated,
in their report to the P&PE Committee, that a caseload of 150 claims is manageable. CR's
working for the City of Sacramento averaged 192 claims as of December 1993. However, this
average caseload included claims that should be closed and those with low activity levels. The
average CR caseload for the other five cities surveyed is 297 claims with the highest being 411
and the lowest 218 per CR.
Recommendation/Benefit
The 1992 Tillinghast review of the City's WC and safety programs stated that before any long
term staffing decisions are made, a more accurate count of true open files should be determined.
We agree with this recommendation. Additionally, prior to making decisions regarding staffing
needs, further review of other cities capabilities to work larger Caseloads per CR should be
explored. Knowing actual active CR caseloads will aid in properly measuring and gauging
caseloads against industry standards. Additionally, the utilization of improved tools and
processes should result in increased efficiencies. This should permit more efficient and effective
management of larger caseloads.
In the interim, WCU management should consider contracting for temporary professional CR
services from an outside source. These services should eliminate part of the staffs' current
workload. This should enhance the ability of existing staff to develop and implement the tactical
and strategic plan. Further, staffs' ability to implement recommended changes and to develop
a proactive and effective WC program will be improved lwhile claims management
responsibilities continue to be completed.
Management Response
The claims count for the WCU is inflated, the degree of which is unknown at this time. WC
management staff have identified 902 claim files that can be classified as "low activity" claims.
The criteria for such classification is that reserve adjustments or payments have not been noted
on the file for a period greater than 90 days.
Many of these claims are "future medical files" which have been settled and must remain open
as long as the injured employee is receiving medical care pursuant to a WCAB award. Often
times employees with future medical awards treat with their doctor or submit pharmacy bills as
infrequently as once every two years. Another large group of "low activity" claims are
classified as "companion files". These are claims with minimal reserves that must remain open
until the master file is resolved. Companion files are created when an employee or applicant
attorney files multiple claims on a single body part, such as a back injury. The CR pays all
medical bills and other claim costs on a designated master file.
The claims that are artificially inflating the program count are those that can be closed. In order
to identify these claims, the Claims Manager and responsible CR will review each file with "low
activity" designation. This process is targeted to be completed over a twelve week period from
.8
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beginning to end. This exercise will result in an objective figure as to the actual claims count.
A preliminary review of "low activity" files by WCU management staff indicates that
approximately 10% of these claims should be closed. This will result in an average caseload
reduction of ten cases per CR. Following the 1992 Tillinghast study, WC staff completed a
similar exercise in resulting in a reduction of claims from 2000 to 1800. A similar reduction
in the number of open claims is anticipated during the current exercise. Additional clerical staff
is needed to allow the CR's more time to devote to management and adjustment of files. This
will result in claims being resolved in a shorter period of time yielding a lower and more stable
caseload.
Observation/Impact 2
The existing allocation of claims among CR's does not allow for the efficient use of CR
resources. The caseloads for each WC service team, which have consisted of two CR's, are not
equitable. For example, in August 1993, the Police Department team had 512 cases where as
the miscellaneous Department team had 330 cases. The large difference in caseload has a
significant impact on the teams' ability to effectively manage their claims. Additionally, there
is less flexibility among staff to cover CR's on vacation or extended leave, or in the event a
position is temporarily vacant.
Recommendation/Benefit
Service team workload assignments should be regularly reviewed for both short-term and longterm effectiveness. If there is significant imbalance in service team workloads, consideration
should be given to redistributing the workload more equitably among the teams. Equitably
redistributing service team workloads should allow teams to more effectively manage their
claims.
Management Response
In an effort to make case loads more equitable, a Typist Clerk ill (formerly the Rehabilitation
Assistant position) was reallocated to a Workers' Compensation Claims Representative Trainee
position. This resulted in a more even claims count per CR averaging between 170 and 200
files. The negative side to this change is that additional clerical responsibilities shifted to the
other four Typist Clerk III's (CR Assistants) and to the CR's in general.
The WCU is comprised of four serviCe teams (Police, Fire, Public Works/Utilities, and
Miscellaneous Departments). This organizational strategy has proved to be most efficient in
providing service to injured workers and the operating departments. Further evaluation of claim
assignments will be made following the "low activity" claims review and establishment of our
actual claims count.
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B.

SYSTEMS

Observation/Impact I
As of June 1, 1994, the system user needs and requirement's document has not been completed
for the new WC system. Four years ago a capital project was approved for the new WC
information system. A new computer system is needed to help track and administer claims more
efficiently. While the current system can provide some support to the program, it is not flexible
enough to be easily adapted to today's complex program requirements. Some weaknesses of the
current system include difficulty in querying claim information, identifying multiple claims,
keeping a record of litigated claims, producing mandated benefit notices, ad-hoc reporting
capability and the ability to categorize WC program costs as of historical evaluation dates. Not
obtaining and implementing a new WC system, along with the lack of utilization of the existing
WC system, has resulted in a manually intensive and inefficient WC processing function.
Recommendation/Benefit
The new system requirement's document should be completed as soon as possible.
Consideration should be given to hiring an outside consultant if expertise to obtain and
implement the new system does not exist within the WCU or resources are not available from
the Information/Communication Services Department. In today's complex WC environment,
it is important that the WCU has access to accurate and timely information. The new system
should provide query and update capabilities to promote efficient claims management, reducing
the amount of paperwork required. Additionally, the system Should provide on-line and
reporting capabilities necessary to assist with WC and City organization management review and
monitoring of injury trends, claims quality control, loss control, litigation management, and
other pertinent information. The system should also be capable of providing reports as of
historical evaluation dates. A new WC system will assist in administering claims efficiently.
Further, a new system will better accommodate the needs of today's changing WC function.
Management Response
Follow through on the acquisition of a Workers' Compensation Claims Management System has
been grossly neglected by Human Resources, Information/Communication Services and Finance
staff. The main reason for this is that all three departments have been faced with the loss of key
personnel dedicated to completing the Request for Proposals for this system. Staffing shortages
in all three departments, as well as commitments to higher Citywide priorities have resulted in
allowing this project to be temporarily sidelined.
There are only two very technical sections of the RFP needed prior to its release, those being
conversion and interface requirements. This is a relatively small project to assign to a
consultant, and the long term benefits derived from doing so will out weigh the associated cost.
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Observation/Impact 2
Some CR's do not have micro-to-mainframe access to the current WC system. These CR's do
not have easy access to system information. Additionally, not all CR's have been trained on
how to use the system to access valuable information. This has resulted in reliance on manual
documents that contain the same information as the system causing time delays and
inefficiencies.
Recommendation/Benefit
WCU management should ensure that all CR's are furnished personal computers with the
necessary equipment to access the mainframe. Additionally, the CR's should be trained on how
to use the current WC system. The WCU will still have to rely on this system until a new one
is installed. System access and training for all CR's should make the claims management
process more efficient.
Management Response
All staff in the WCU now have access to the mainframe via a newly installed gateway for our
Local Area Network. They have all been trained on our current system and have achieved
varying levels of proficiency. 1
Observation/Impact 3
During the audit we found that access security for the WC system had not been established by
the WCU or by the Information/Communication Services Department. System access cpuld
easily be obtained by any individual with an IBM terminal or a micro-to-mainframe connection.
Lack of access security allows confidential personal and financial data, including the ability to
generate cash disbursements, to be obtained by unauthorized individuals.
Recommendation/Benefit
After this security weakness was reported to management, the Information/Communication
Services Department implemented the necessary security to help protect system data from users
outside the WCU. However, the WCU needs to determine what system access level is required
by individuals in their unit. Different users need different levels of access. Internal Audit can
assist in the review of all users who have privileged access to the WC system to determine if
access is based on need and segregation of duties are being enforced. Internal Audit can also
help in identifying what kind of access should be granted in each case. This process will help
ensure that system access is based on user need.

11
37

Management Response
At the present time only selected workers' compensation, risk management and internal audit
staff have access to the system. Access privileges are assigned only by the Risk Manager.

Observation/Impact 4
The WC and Safety units do not utilize available mainframe ad-hoc reporting tools to create
needed CR, safety officer and WC management reports. Further, the WCU has not obtained
staff training for on-line access to the system or for the use and function of available personal
computer (PC) software. Ad-hoc reports are always requested and obtained through the
Information/Communication Services Department even though reporting capability exist through
FOCUS and other PC software. Information/Communication Services Department personnel
utilize much time creating reports for the WCU. Per interviews with
Information/Communication Services Department staff, approximately 70% of the requests
require new COBOL programs to be written. The impact of not obtaining timely information
includes difficulty in recognizing trends such as increases in claim cost, increases in injury types
or the length of time claims stay open. Additionally, the lack of activity reports makes it
difficult to monitor CR activity. Lastly, a lack of training on the use of PC's and software
results in reliance on the Information/Communication Services Department to provide reports.
Recommendation/Benefit
The WCU should pursue training on how to use FOCUS and/or other PC reporting tools and
software. Internal Audit can assist with this process by training staff on how to use these tools.
In-house reporting capability will make data accessible when needed by significantly increasing
the timeliness of claim and injury information and will provide information for making decisions
and monitoring CR effectiveness. Utilizing available PC software will increase the efficiency
of the WC function.
Management Response
Following the recommendation of Internal Audit staff, Risk Management has purchased two
powerful software programs, PC Focus and Paradox, that allow the download of all data
contained in the workers' compensation subsystem on the mainframe to a PC. With these tools,
we will be able to generate any statistical report conceivable, utilizing captured data. A Typist
Clerk II in the Risk Management Unit is undergoing an intensive training program to become
proficient in generating requested reports. She will serve as our ad-hoc reporting technician.
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Observation/Impact 5
The City of Sacramento does not subscribe, or have access, to a WC index bureau for research
and discovery of prior WC claims of City employees with previous employers or to identify
injuries that may have occurred away from work. Not having access to such information may
potentially result in not discovering a prior claim or other cause of injury. Therefore, this may
result in payment for an injury for which the City is not liable.
Recommendation/Benefit
WC Management should evaluate the potential and cost/benefit of subscribing to an index bureau
service or acquiring access in combination with another subscriber. Access to prior claim
information should create efficiencies and cost savings in the injury discovery process.
Management Response
In past years, the WCU did subscribe to a WC index bureau, however the time involved in
reporting all claims and the costs associated with the contract, did not justify any benefits
derived from the subscription. On selected claims, access to index information is very helpful
in the defense of the case. We currently, utilize various indexing services subscribed to by local
investigation companies on a fee for service basis. We are in the process of implementing
procedures as to when such referrals should be made.
C. MANUAL AND AUTOMATED PROCESSES
Observation/Impact 1
Employee claim history, which includes accident and injury information is stored in the WC
system and manually on hard copy record cards. However, employee claim history cannot be
easily viewed on-line. The cards are manually updated and stored in a file. Maintenance of the
cards requires considerable time for locating, updating, copying, and returning cards to the file
even though most of the information is already stored in the system. The difference between
system and manual card information is the cards indicate claim type and whether the claim has
been denied or accepted. However, this is not recorded in all cases. Performing redundant
steps takes time away from other important claims management functions.
Recommendation/Benefit
Employee claim history information can be easily accessed using FOCUS or PC software. The
same information is also available from the current system in a hard copy report format that is
regularly distributed to the WCU (Alpha Listing of all Accounts). More time will be available
to perform claims management functions if duplicate manual steps are eliminated and existing
automated information sources are relied upon.
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Management Response
Only claims reported since 1980 are captured on the workers' compensation subsystem. The
manual cards trace injuries back to the mid-1950's. Many of our employees have hire dates
prior to 1980, thus we are forced to depend on the manual cards.
Immediate computer access to employee claims history would save significant clerical time in
setting up files. Through PC Focus and Paradox a database program could be created to transfer
all claims history to the computer. This would involve an estimated three months of data input
time. All commercial workers' compensation software systems have an employee claims history
function. WC management recommends that we delay establishing 'a claims history file until we
acquire the workers' compensation management software system. Utilizing the format of the
system purchased, we would only need to• input reported claims that were not captured in the
conversion from our current database.
Observation/Impact 2
Employee injury time off work information (I-Time) is accumulated and monitored manually.
Staff manually posts reported 1-time on the I-Time Log and monitors for hour accumulation
levels that require various notices based on employee classification types. Manual processing
and tracking of I-time takes valuable time away from clerical staff who need to support other
WC functions.
Recommendation/Benefit
Consideration should be given to automating the accumulation and monitoring of I-Time hours.
WC Management should ensure that this information is made available by the new payroll
system. Automating this process will provide time for support staff to perform other functions.
Management Response
It is impossible to track I-Time through the payroll system, for each injury per employee. An
employee may lose time due to a hand injury one month, return to work, and incur a second
injury to the same hand or another body part. I-Time must be monitored for each injury.
The current payroll system provides the WCU weekly reports fork each employee receiving ITime by hours per day during the week. These hours are logged on a chart for each employee's
injury. The new payroll system will not have this capability, so we will be forced to depend on
all of the operating departments to send us copies of time sheets noting payment of any I-Time.
The new system will provide a two-week summary report for I-Time paid, so that the WCU can
audit the departments for any missing time sheets.
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Observation/Impact 3
'The OSHA information tracking process is not efficient. In order to meet OSHA reporting
requirements, injury information is tracked and recorded by the CR Assistants who rely on
manual techniques. Much of this information, which includes claim injury number, claimant
name, type of injury and I-time can be obtained automatically from current systems. Light duty
time information is not as easily obtained since it is not recorded in the system. The process
used allows less time to perform other important claims management functions.
Recommendation/Benefit
Reports that capture most of the required information can be obtained from data stored in the
WC system. Additionally, departments should be made more responsible for tracking their
employees light duty time assigned and providing this information to the WCU. A simple
automated or manual form could be created to accomplish this task. The new system proposal
should incorporate OSHA reporting requirement capability. CR Assistants will be allowed more
time to perform other important claims management functions by making this process more
efficient.
Management Response
All commercial workers' compensation Management software systems have an integrated OSHA
200 Log function that is automatically generated by the system. Lost time data will continue
to be accurate as it is monitored by the WC staff. Light duty data, as required by OSHA, will
continue to be cumbersome to track as we must depend upon information from the operating
departments. A standardized reporting system, by departmental contact employees would
improve efficiency. Citywide training by WC staff is needed in this area.
Observation/Impact 4
Payments made on behalf of the claimants are recorded in the WC system and manually
recorded on payment cards filed in the individual claim files by some CR's. Based on discussion
with WCU staff, the payment information does not need to be recorded on the payment cards.
The status of claims can be reviewed without looking at hard copies because claim files and
records are maintained in the system. The manual process being used takes time away from the
CR and CR Assistants in managing their claims.
Recommendation/Benefit
The use of payment cards should be discontinued since the same information can be obtained
from the system on-line. In addition, Simple reports can be created to summarize and total
different types of payments by using FOCUS or other PC software. In the event a hard copy
is required for the file, it could be printed off as needed. WC Management should ensure that
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the new system provides payment information in the format necessary. Eliminating repetitious
steps will allow more time to perform other claims management functions.

Management Response
We have a legal requirement for listing payment information in each claim file. All commercial
workers' compensation management software systems have this function. We are currently
investigating the development of a PC-Focus report that will print reserve adjustments and
payment history by category for an individual claim file. These reports could be requested by
the CR's on a periodic or as needed basis.
Observation/Impact 5
Three logs reflecting claimant name, assigned claim number, and additional standard claim
information are maintained by the WCU. These logs, which include the OSHA 200, desk and
claims logs are manually compiled. Manually maintaining three logs results in inefficient use
of CR Assistant time when the same information could be generated by the system.
Recommendation/Benefit
Claimant information could be easily generated and tracked by using the current WC system.
A simple report reflecting the same information could be generated at the convenience of WCU
staff. WC Management should ensure that the new system provides the required claimant
information in the format necessary. Automating this procedure should allow more time to
perform other important claims management functions.
Management Response
Two of the three logs currently maintained are all mandated by law. The third log provides
information to the Safety Officer for departmental reports. Our current system does not have
the capacity to generate these logs from the database. All commercial workers' compensation
management software systems automatically provide these logs, and update these logs on a daily
basis as information is entered into the system.
D.

CLAIMS FILE MANAGEMENT

Observation/Impact 1
The claims files are not consistently documented in a manner conducive to gaining a
quick/timely understanding of the status of the claim. Through review of a sample of claims
files and discussion of caseloads with the CR's, we found that several sections of the file need
to be reviewed to find key information, issues and dates. Contributing to the lack of convenient
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information are the following:
o

The Claims Management Analysis/Planning Form is not consistently completed and
updated by all CR's to reflect the case status. The document is for the purpose of
documenting the case status, significant events/issues and plans for working the file.
However, it has not been emphasized as WCU policy. Further, the document does not
have a required format, written guidelines or required utilization. The ability of the
CR's to refresh their memory, review a file expediently and gain an understanding of the
claim status for another CR's file is difficult without adequate documentation.

o

There is a lack reserve setup and adjustment documentation in the claims files. Further,
there are no guidelines or standards for the establishment of reserve amounts. The CR's
establish claim reserves based on various parameters and, to a large extent, their
experience. Establishing reserves based on experience is acceptable. However, a lack
of documentation and reserve guidelines could create difficulties in the event the file is
taken over by another individual and inefficiencies in the review process.

o

File documentation, for phone calls, personal interviews, and various other claim
information is not uniformly documented. This makes it difficult and time consuming
to locate documentation of priori communications.

Recommendation/Benefit
WC Management should develop WCU policy that requires standard claims file documentation.
Inclusion of key issues, developments, dates and plans on the Claims Management Form,
documentation supporting reserve establishment and adjustments and consistent use of the
standard communication form may save significant time. Standard documentation will provide
consistency among the claims files, create efficiencies in the performance of supervisor reviews,
improve summary information and enhance the ability of another CR to determine claim status
in the event files are reassigned.

Management Response
WC management is in the process of developing a policy and procedure manual. Standard forms
and their usage are an integral part of this manual. The CR's will eventually maintain their files
according to a consistent format, so that individuals unfamiliar with the claim can review and
follow the file history in a minimal amount of time. The CR's will participate in the
development of procedure changes.
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E.

STANDARDS, OBJECTIVES, GUIDELINES & ALLOCATION OF STAFF
RESOURCES

Observation/Impact 1
There are no written standards, goals or objectives for the WCU. Additionally, there are no
written procedure guidelines for WC staff other than for some typist clerks' responsibilities and
steps included in WC staff performance evaluations. As a result, WCU management does not
have any standards by which to measure the performance of staff. Without established
standards, WC staff are not held accountable to any measurable performance criteria such as CR
litigation rates, costs per claim, acceptance/denial rates, cost/benefit of investigator use and
average claim life. Additionally, not having written procedure guidelines can result in
inconsistent application of processes, inefficiencies, and make it difficult to train and provide a
reference source for new staff.
Recommendation/Benefit
Standards, goals and objectives that include measurable performance criteria should be developed
for all WC staff positions. The WCU should have service standards that clearly detail the
expectations for delivering WC services. Additionally, procedure guidelines should be
developed for all primary staff functions. Formally establishing these items will provide staff
with measurable expectations, provide direction in the performance of job functions and provide
management with a reference point for the review of staff performance.
Management Response
The above standards, goals and objectives, that relate to WCU routine claims handling aKe to
be included in the policy and procedure manual. Procedures for actual claims management, i.e.,
accepting, denying, delaying claims, providing benefits, serving reports, and filing documents
with the WCAB, are defined in the Labor Code.
Observation/Impact 2
The CR's do not have any settlement authority. All settlements that do not require City Council
approval, must be approved by the WC Claims Supervisor. This procedure causes delays in the
settlement process.
Recommendation/Benefit
WC Management should consider authorizing settlement authority to the CR's up to specific
dollar levels based on their level of experience. Providing settlement authority should create
time savings for the Claims Supervisor and decrease delays associated with obtaining approvals.
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Management Response
WC management has settlement authdrity up to $25,000. The CR's within the WCU are
currently being evaluated for appropriate levels of settlement authority. Experience levels range
from two months to fifteen years, thus settlement authority is anticipated to range from $0 to
$15,000.
Observation/Impact 3
The CR's and CR Assistants perform a significant amount of clerical functions including
copying, filing, preparing standard files' and gathering required forms. Several CR's indicated
that performing clerical functions uses much of their time, keeps them from working on more
significant claims issues and adds to thei backlog in claims files to be worked. Further, it is not
cost effective to have staff with claims Management expertise perform clerical functions.
Recommendation/Benefit
WC Management should consider using temporary staff, college students or volunteers to
provide assistance in the performance of clerical functions. Staff should be instructed to use this
resource as much as possible. Time made available through a decrease in clerical
responsibilities could then be spent on claims management. As a result, those with claims
expertise should be able to spend more time working on claims related issues.
Management Response
WC management is very much aware that the CR's are thwarted in effectively performing their
jobs of managing workers' compensation files, due to a lack of clerical support. The CR
assistants are Typist Clerk III's, even though their actual job duties require technical level work.
This has created a serious morale problem for the staff, who often work overtime to avoid
missing mandated deadlines or incurring penalties for the City. The CR's view their work
product as a reflection of themselves rather than of the City, and are concerned and embarrassed
by not being able to manage their files within acceptable standards. The WCU desperately needs
additional clerical support. WC management is extremely concerned that CR's will eventually
leave City service if we do not address the problems created by the current lack of resources.
Observation/Impact 4
Claims requiring only future medical attention are not transferred to the CR Assistants by the
CR's. Many indemnity, claims that become future medical claims are similar to medical only
claims worked by the CR Assistants. However, the CR's continue to work these claims
Additionally, some of the CR's are working medical only claims rather than assigning them to
the CR Assistants. Spending time working uncomplicated future medical and medical only
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claims is not an efficient use of CR time.
Recommendation/Benefit
Medical only and uncomplicated future medical claims should be assigned to the CR Assistants
whenever possible. Training the CR Assistants and assigning them as much of this workload
as possible will result in additional time for the CR's to work on the more complicated and
costly indemnity claims.
Management Response
Once trained (a process that requires approximately one year) all CR assistants handle the
medical only claims under the supervision of a CR. Transfer of all simple future medical files
to the CR assistants is a goal of the WCU.
Observation/Impact 5
No approvals are required for processing vouchers used to initiate payments. Although the
vouchers are initialed by preparer, they can be completed by all staff levels and are not subject
to approval. Further, all staff are capable of setting up biller files. This creates a control
weakness since a single individual can setup a biller file, initiate a payment without approval and
cross reference the payment to a claim.
Recommendation/Benefit
WC Management should initiate controls that include established voucher approval levels by
appropriate staff. Additionally, all new biller files established should be reviewed for
appropriateness soon after being established. Further, the new computer system should include
the capability of establishing an audit trail of disbursement activity. The system could also be
utilized to limit the users capable of initiating payments. Such controls should decrease the
potential for misappropriation of WC funds.
Management Response
Only one staff member is now authorized to establish a new biller file. Requests for new biller
files are generated by the CR's. The system generates an edit report each time a new biller is
added, which is reviewed and approved by the Claims Manager.
All commercial workers' compensation management software systems have security audit trail
features that are controlled by the user.
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SECTION II.
INJURY PREVENTION/COST CONTAINMENT

H. INJURY PREVENTION/COST CONTAINMENT
A. MONITORING MECHANISMS
Observation/Impact I
There are no monitoring mechanisms in place to measure the effectiveness of existing injury
prevention programs or to assist in determining where new injury programs should be
implemented. In addition, some of these programs are near expiration and their value or
effectiveness has not been measured. The WC system contains injury data that could be used
to monitor injury trends. Several recent attempts have been made to obtain the necessary data
from the Information/Communication Services Department. However, this information has not
been received or has not been received timely. Without feedback mechanisms it is difficult to
verify the results of injury prevention programs. Further, by not actively monitoring injury
trends, potential problem areas may go unrecognized for extended 'periods.
Recommendation/Benefit
Monitoring mechanisms need to be put in place by the Safety Unit. . Successful safety program
monitoring and the recognition of changes in injury trends depends on the accessibility of injury
data in a timely manner. One method for obtaining the needed data is a report request through
the Information/Communication Services Department. Another method is to obtain the data inhouse with ad-hoc reporting tools. Additionally, a new WC system that allows users the ability
to create reports with limited assistance would be very helpful. Feedback mechanisms help
verify that the safety program's goal of reducing injuries and associated costs is being achieved.
Further, changes in injury trends and the need for new or expanded injury prevention programs
will be more easily recognized.
Management Response
All commercial workers' compensation software systems have ad hoc reporting capability. With
the purchase of the PC-Focus and Paradox software we now have the capability of generating
reports to measure the effectiveness of our injury prevention programs utilizing our current data
base. Safety staff will work with our ad-hoc reporting technician in developing meaningful
program measures.
Observation/Impact 2
The reporting of injury trend information to departments is limited. Injury activity and trends
are not communicated to City staff other than through the posting of the OSHA 200 log.
However, this information is not formatted and accumulated so that injury trends and types can
be easily identified. A lack of adequate reporting makes it difficult for departments, with many
occurrences of work related injury, to track injury trends, determine the effectiveness of safety
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efforts or identify needed safety programs.
Recommendation/Benefit
With improved ad-hoc reporting capability, the Safety Unit could provide trend information to
departments in a summarized format. Department safety coordinators should review and monitor
the injury activity and trends on a regular basis. Improved injury information will assist
departments in determining the success of active prevention efforts and help identify where
additional injury prevention efforts are ,needed.
Management Response
With our new ad hoc reporting capability, departments will be provided with reports on a regular
basis. Departmental personnel will be asked for input as to the type of information they need
far their specific programs. It is the goal of Risk Management to provide monthly standardized
reports to each department capturing injury trends by accident type as well as claims cost.
Departmental personnel may request special reports as needed.
B.

RISK MANAGEMENT COMMITTEE

Observation/Impact 1
The City's Risk Management Committee has been idle for approximately a year. As a result,
there has not been an active oversight function to identify programs that help control
administrative cost related to the Risk Management program and the City's exposure to liability.
The impact of not having a formal committee is that a control mechanism to assure
responsiveness to the City's Risk Management needs, including injury prevention programs and
safety training, is not in place.
Recommendation/Benefit
The Risk Management Committee should be reestablished to assist the Risk Manager in setting
citywide directions in risk management., A comprehensive set of goals and procedures need to
be in place that enable the City to minimize cost and maximize efficiency. The role of the
committee should be to review existing programs that reduce risk, inform members of the status
of programs and identify new programs based on newly recognized exposures. This committee
should include the Risk Manager, City Manager's and City Attorney's Office representatives,
Human Resources Department Head and representatives from City departments that have high
risk exposures. A Risk Management Committee will help provide assurance that the City's risk
program is achieving its objectives.
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Management Response
During the past year the Risk Management Committee concept has been reviewed by Human
Resources, City Attorney and Finance staff. The focus of this committee should be on
establishing city policy related to risk management programs. Standing members on this
committee should include a representative from the City Manager, City Attorney, Finance
Director, City accountant responsible for the risk management fund, 'Human Resources Director,
Risk Manager, Safety Officer, Workers' Compensation Claims Manager and Liability Claims
Manager. This group should meet twice a year, in March and October to review and evaluate
the City's standard risk management programs.
Departmental Risk Management Committees are being established for the following: Police,
Fire, Public Works, Utilities, Community/Visitor Services, Neighborhood Services, and Support
Departments (as a group). These committees are to meet on a quarterly basis to review all risk
management issues, as they pertain to the specific department. Standing members on these
committees should include the Director or Designee, Division Chiefs, Safety Representatives,
Risk Manager, Safety Officer, Workers' Compensation Claims Manager, CR's assigned to the
unit and Liability Claims Manager.
C.

QUALITY CONTROL/REVIEW/APPROVAL

Observation/Impact 1
Quality control reviews, or case file audits, are not performed by WC Management to ensure
quality, consistency and completeness of documentation, appropriateness of case plan, or
appropriateness of reserve activity. Further, there are no reporting or monitoring mechanisms
in place for management to review and monitor ongoing claims activity. The CR's are all
certified in WC claims management and have a significant amount of experience. However,
without supervisory review and monitoring, identifying potential problem areas is difficult and
there is no assurance claims are worked as management intends or management's objectives are
achieved. As a result, management is unable to determine whether claims activity is appropriate
and proceeding as expected.
Recommendation/Benefit
WC Management should develop and implement a standard quality control program and begin
a regular claims review process. A limited sample of claims from each CR's caseload should
be reviewed on a regular basis. Additionally, summary reports of claims activity by CR and the
WCU as a whole should be developed and reviewed regularly. A quality control program and
claims monitoring will help to ensure that standards and objectives are achieved, documentation
is in compliance with WCU policy and claims are being worked as expected by Management.
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Management Response
All medical only files handled by the CR assistants are reviewed by the responsible CR's. At
this time there is not a standardized diary system for indemnity file review by the Claims
Manager. The Claims Manager does give settlement authority on all indemnity files and staffs
issues on complex claims as requested by the CR's. There should be a system in place for
routine review of all claims. Staffing r resources at present make this an impossible task. An
additional supervisor position would allow compliance with this recommendation.

Observation/Impact 2
Accepted claims are not reviewed by anyone other than the applicable CR. The Claims
Supervisor reviews all denials but does not review accepted claims. The Claims Supervisor and
CR's all have various levels of experience and perspectives to offer. Not reviewing potentially
high liability and/or complex claims provides no assurance that all necessary steps were taken.
Depending upon workload, experience, and other related factors, consideration may not be given
to all pertinent elements and issues of discovery, investigation and acceptance of claims.

Recommendation/Benefit
WC Management should develop policy for supervisory review of claims. Regardless of
experience, all individual CR's should be subject to supervisory review to ensure that all aspects
of the claim have been investigated and all issues have been considered.

Management Response
The majority of the claims filed are for accepted injuries, in which the employee receives
medical treatment, recovers, and returns to work with out any permanent disability. Again with
an additional claims supervisor reviewing all indemnity files with the CR's, particularly those
with complex issues would benefit the City in developing strategies for defending the claim.

D.

USE OF ATTORNEYS AND INVESTIGATORS

Observation/Impact 1
There are no established criteria for determining the need for an investigator or a defense
attorney. Further, WC management does not monitor CR's investigator and attorney use levels.
Monitoring and directing investigators and legal counsel is part of the CR's responsibilities.
However, approval for investigator and attorney use is not required. In FY93, more than
$700,000 was spent on investigators, defense attorneys and related costs. The expenses
associated with the investigation and defense of claims are controlled by the WCU. Thus, the
degree to which the CR's aggressively manage a claim can also have an effect on the overall loss
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costs. There is less assurance that decisions to use investigator and attorney services are
appropriate without established criteria and management review and monitoring.
Recommendation/Benefit
WC Management should outline criteria and provide input on the appropriate usage of
investigators and defense attorneys. Additionally, summary reports, for monitoring usage by
CR and the WCU, should be developed and reviewed. Developing criteria and monitoring
procedures for the use of investigators and attorneys will help to ensure appropriate and effective
utilization of their services.
Management Response
CR's assign cases to defense counsel when depositions are necessary, or the legal issues are
complex and hearings before the WCAB are imminent. CR's assign cases to investigators when
fraud is suspected, the claim contains inconsistent medical or injury information, or there is an
issue as to whether or not the injury occurred in the course of employment. Written guidelines
for the utilization of attorneys and investigators will be developed as a part of the WCU policy
and procedure manual.
Observation/Impact 2
The need or purpose of investigator use is not always clearly documented or outlined in the
claims files. In some instances, the only indication of the work requested to be performed is
in the investigation report. Further, it appears that much of what is performed by investigators
could be performed by the CR's as part of their regular duties. Not documenting the services
requested can result in incomplete investigations and/or confusion over what services need to be
performed. Additionally, cost/benefit analysis of investigator use is not performed. The
appropriateness of future investigator use cannot be adequately determined without monitoring
results and performing cost/benefit analysis.

Recommendation/Benefit
The need or purpose of investigator use and the services requested of the investigator should be
clearly documented in the claims file. This will assist with file review and determining whether
appropriate services were requested and fulfilled. Additionally, WC management should monitor
the effectiveness of investigator use to determine whether their use is cost/beneficial and the
extent of which investigators should continue to be utilized.

Management Response
WC management will look into a means for more objectively analyzing the cost effectiveness
of investigators. This is not statistically possible to do with the data we capture in our current
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system. Consideration will also be given to developing a standard file form to be utilized by the
CR's when making assignments to outside vendors.
E. FRAUD PREVENTION/DETECTION/INVESTIGATION
Observation/Impact 1
The WCU does not have complete formal fraud detection guidelines or directives in place to
assist in identifying fraud, or to provide direction when there is suspicion of fraud. Per the State
Bureau of Fraudulent Claims (BFC), the insurer is not required to prove the case of fraud, but
rather, is to report suspicion of fraud to them. Without appropriate information and guidelines
on the detection and pursuit of suspected fraudulent claims, it is less likely that existing fraud
will be detected. Further, inefficient or excessive efforts may be applied without guidelines
addressing the extent to which suspicion of fraud is to be investigated before reporting to the
BFC.
Recommendation/Benefit
WC Management should develop thorough guidelines and policy for the detection and prevention
of fraud. These guidelines should include a fraud indicators check list, steps to be taken in the
event fraud is suspected, proper method for documentation of evidence supporting fraud and the
level of effort that should be performed, to confirm the suspicion of fraud prior to reporting the
incident to the BFC for investigation. Developing guidelines and policy for the detection and
prevention of fraud will assist in identifying fraud and determining the steps to be taken when
fraud is suspected.
Management Response
Written workers' compensation fraud detection guidelines will be included in the WCLJ policy
and procedure manual. WC management has developed a fraud detection checklist.
Observation/Impact 2
There are no formal WC fraud prevention programs in place in the City other than the recently
installed "Fraud Hot Line". An article in the July 1992 issue of INC. magazine addressing WC
fraud stated, "Phony or exaggerated reports of injury on the job represent 20% to 25% of all
claims according to estimates by state agencies and private carriers." Further, the article went
on to say, "In California fraud is so entrenched that some workers make a career out of
collecting benefits." The City of Sacramento WCU has indicated that they consider 2-3 cases
a week as potentially fraudulent. However, only five cases have ever been reported as suspected
of fraud even though there are approximately 800 new indemnity claims filed each year.
Further, organizational management/supervisors have not been provided training on the
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recognition of WC fraud.
A lack of a planned fraud' prevention program and
management/supervisor training on the recognition of fraud may result in fraudulent claims going
undetected and the City paying for injuries for which it is not liable. A lack of a formal and
active fraud prevention program may result in the abuse of WC benefits.
Recommendation/Benefit
The WCU should initiate a planned program for the deterrence of WC fraud. This program
should include training organizational management and CR staff on the recognition of WC fraud
indicators, educating employees on what constitutes WC fraud by distributing materials and
posters and reminding City staff of the fraud hot line. This program should act as a deterrent
to fraud, assist in identifying abuse, and . assure City staff that funds set aside to cover WC
injuries are appropriately used for that purpose.
Management Response

The City currently subscribes to the Fraud Hot Line and recently implemented a poster program.
In May the first City employee was convicted of workers' compensation fraud. We currently
have several other cases pending with the District Attorney's office. Through supervisor training
and tailgate meetings with employees, word is slowly being spread that the City will not tolerate
fraud.
F. I-TIME POLICY
Observation/Impact 1
The City's I-Time policy, for full salary continuation following a job related injury, may act as
an incentive for employees to obtain WC benefits and discourage employees timely return to
work. The I-Time policy provides benefits far in excess of what is required by the State of
California WC Law. The policy provides for 100% of salary, for non-public safety employees,
for one full year. Take home pay is greatly increased since WC salary continuation is tax
exempt. The State requires that 100% full salary continuation be provided to public safety
employees. In a limited survey of City organi7ation supervisors, it was indicated that I-Time
benefits are believed to be a big contributor to excessive claims and extended time off work.
The need for a change in the I-Time policy has been recognized and is under consideration for
change by the Human Resources Department. The City Attorney's office has drafted an
amendment to the City Charter limiting I-Time benefits. Amendment to the charter was planned
to take effect January 1, 1993. Failure to change the I-Time policy has resulted in added cost
to the City and may result in continued filing of excessive claims and extended time off work
due to injury.
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Recommendation/Benefit
The policy unit within the City Manager's office should analyze and evaluate the appropriateness
of the current I-time policy. If a change in the charter is warranted, appropriate City staff
should take the necessary steps to pursue policy modification. A survey of other cities' salary
continuation benefits was performed by WC in April and May 1992. Information on what other
cities pay for salary continuation was gathered during the survey. The benefits paid by other
cities for non-public safety salary continuation were significantly lower. Various alternatives
for salary continuation were noted in the survey. The City may experience significant savings
by a change in policy. A change in policy would result in a reduction in benefits paid and
potentially decrease the number of claims filed and the length of time away from work due to
injury.
Management Response
The City's I-Time policy does act as an incentive for some employees to abuse the workers'
compensation system. The City would save over $500,000 per year, in temporary disability
alone, if our employees received this benefit pursuant to the guidelines outlined by the Labor
Code.
G. CITYWIDE MODIFIED DUTY PROGRAM
Observation/Impact 1
The City does not have a formal citywide modified (light) duty program in place. The Police
and Fire Departments have established programs. Also, other City departments participate by
providing positions to their own staff when possible. However, departments are not required
to develop light duty positions and don't always fmd positions for their employees. The CR's
have indicated that light duty positions are not found for many employees released for light duty.
This has resulted in extended time away from work. Industry information indicates that the
longer employees are away from work the more difficult it is to return to work. Additionally,
placing individuals in light duty positions leads to a quicker return to fall duty. A draft citywide
Modified Duty Policy has been under consideration for a few years but has not been formally
proposed. The delay in developing and implementing a light duty policy has been costly to the
City. Costs to continue operations are incurred while the injured employee is away from work.
These additional costs include pay for overtime, temporary staff and contracting out work to
cover staffing short falls. Additionally, productivity shortfalls occur since the employee trained
to perform their function is not available.
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Recommendation/Benefit
The City Manager's Office should direct staff to proceed with the policy to develop a pro-active
citywide modified (light) duty program. Consideration should be given to requiring all
organizations to develop light duty positions. These positions should be monitored by placement
in a City light duty library and be available to any City staff as needed. Priority for placement
should be by the injured employee's organization, department and other City departments that
have appropriate and accommodating positions. Issues involving crossing department lines and
working out of class need to be resolved. These items may require negotiation with the
bargaining units. Development of a formal citywide light duty program that is controlled and
monitored should greatly improve the potential for placing employees with temporary limitations
in light duty positions. Further, a successful program should assist in a quicker return to work
for injured employees. This will result in savings to the City by decreasing costs to cover staff
shortages. Additionally, this will provide a benefit to City employees by providing positions
they can work in under the limitations and restrictions imposed by their physicians. The City's
Personnel Services Division has the soft -ware to maintain and monitor this program.
Management Response
WCU staff concur with Internal Audit recommendations. Additional staff resources, however
will be necessary to implement this program.
H. DRUG/ALCOHOL TESTING POLICY
Observation/Impact 1
The City's Drug Free Work Place policy, dated March 15, 1991, is limited and does not
promote pro-active testing measures. Drug and alcohol abuse can contribute to on the job injury
and poor job performance. The City has a policy permitting testing with probable cause to
ensure compliance with the Drug Free Work Place Act of 1988. However, the policy does not
include provisions for random or mandatory testing. Further, the policy does not provide that
testing should occur in the event of an industrial injury or accident involving a City vehicle or
equipment. Also, the current policy does not provide for pre-employment drug screening. A
policy that lacks a pro-active testing program may not provide a drug and alcohol abuse
deterrent.
Recommendation/Benefit
The Employee Relations Department, Workers Compensation Safety Unit and City Attorney's
Office should consider refining the City's Drug Free Work Place policy. Research should be
performed to determine the legality and potential cost/benefit of implementing stronger
guidelines such as, requiring testing in the event of injury and/or accident and pre-employment
drug/alcohol screening. A more pro-active policy should enhance efforts for discouraging
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1
drug/alcohol abuse and provide a safer working environment.
I

Management Response
WCU staff concur with Internal Audit 'recommendations.

Observation/Impact 2
On a citywide basis, City management and line supervisors have not been provided training on
how to recognize individuals under the influence of drugs or alcohol. Also, training has not
been provided on what steps to take in !the event of probable cause. An informal drug training
seminar was recently provided by the Police Department to line supervisor staff located at the
Corporation Yard. A lack of supervisof training for recognizing employees under the influence
can result in more accidents and injuries. Further, a lack of supervisor training on procedures
in the event of probable cause can result in improper procedures being performed.

Recommendation/Benefit
The City's Employee Relations Department and Police Department should coordinate a formal
citywide training program for recognizing individuals under the influence of drugs or alcohol
and direction for the proper steps to take when probable cause has been determined. This
training should be provided to all City management and supervisors on a regular basis.
Providing such training should improve the ability and knowledge of management and
supervisors to recognize abuse and to properly proceed once abuse is recognized.

Management Response
WCU staff concur with Internal Audit recommendations.
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SECTION III.
CUSTOMER SERVICE
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III. CUSTOMER SERVICE
A.

LITIGATION

Observation/Impact 1
The City experiences a fairly high rate of litigated claims. Nearly 15% of all new indemnity
and medical only claims filed in 1993 were litigated. The California Workers Compensation
Institute's 1992 survey found the frequency of litigation to be 17.7% in Southern California and
8.8% in Northern California. The audit survey of other California cities revealed that
Sacramento experiences one of the higher rates of litigation among the comparable cities (see
figure 1). It is believed that many factors, which are controllable to some extent, have
contributed to the current rate of litigation. They include, limited personal contact with
claimants, use of private investigators as the first employee contact, tone of written
correspondence, confusing state benefit notices and a lack of employee familiarity with the WC
process. Litigated claims result in higher claims cost, distrust between the City and the injured
worker and a more cumbersome and time consuming claims management process for the CR's.
Recommendation/Benefit
More emphasis needs to be placed on litigation reduction techniques to reduce claims cost. The
defense of litigation and the additional time taken to manage litigated claims is costly to the City.
A communication and goodwill program that explains such matters as the employees' rights, job
status, leave policy and the services provided by the City's WCU needs to be more strongly
emphasized. Direct and timely personal contact with claimants, communication to employee
bargaining units of services provided employees and changes in the tone of written
communication with the employee should help reduce litigation. When injured workers are
confused about their rights, they are more likely to seek legal advice. One means to remedy this
problem is to provide more informatiori, on how the WC system operates and on the procedures
to follow in the event of a job related injury. Making these changes should emphasize the
WCU's desire to serve the customer. The implementation of a positive claimant contact
program that emphasizes customer service should help decrease the number of litigated claims
thus reducing claims costs and CR's time required to manage litigated claims.
Management Response
WCU staff concur with Internal Audit recommendations. However, a significant percentage of
our litigation comes right at the time employees are processing applications for retirement,
especially among safety personnel. Applications are filed for "Service Retirement" pending
determination for "Industrial Disability Retirement". At the same time the applicant attorney
files applications for adjudication of claim or letters of representation with the WCU, on claims
that we thought were resolved or were not previously reported.
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B.

COMMUNICATION

Workers' Compensation & Employee:
Observation/Impact 1
Direct personal contact with injured employees is limited throughout the claims process. This
is especially true in the initial stages following the filing of the claim. In many instances, the
only form of communication is through the transmittal of required state notices. In a sample of
14 claims reviewed, three had no indication of personal contact at all The average number of
days from the date of knowledge to the first personal contact for the remaining 11 claims was
61 days. Of these 11 claims, first personal contact for two was performed by an investigator
and not a City employee and first contact for two others was initiated by the injured employee.
The lack of direct personal communication may be a primary contributor to the litigation rate
in Sacramento. Other California cities surveyed attempt to be more pro-active in communicating
directly with injured employees requiring contact within established periods. A lack of direct
communication with injured employees may create a perception that the City is not concerned.
Additionally, the employee may feel that they are not being afforded assistance with the claims
process that is at times confusing and disconcerting.
Recommendation/Benefit
WC management should encourage more direct and timely personal contact with injured
employees. Employees should be informed that the City has staff to provide assistance and
answer questions. Additionally, personal contact should occur when significant decisions or
claim activity occurs. Although CR contact is considered the best method, contact does not
necessarily always need to be completed by the CR's. Contact could be performed by support
staff to inform the employee that documents are on the way and to call if they have any
questions or need assistance. Staff to be utilized for direct employee contact should receive
training. The training should include appropriate procedures for direct contact, the type of
information to be communicated, timing of the communication and proper documentation of the
contact. Performing such contact may result in improved relationships and communication
between WC and injured employees. This procedure should help decrease the number of
employees that feel a need to obtain an attorney for assistance since they will be made more
aware of claim status and assistance available through the WCU.
Management Response
WCU staff concur with Internal Audit recommendations, however we do not have the staffing
resources necessary to provide all of our injured workers with the recommended personal
contact.
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Observation/Impact 2
The tone of WCU written correspondence, including letters required by the Department of
Worker's Compensation (DWC), seems to be very formal and impersonal. Statements such as;
. . . just been informed that you allegedly sustained an injury. . . "could immediately cause
a defensive reaction. Further, there is no indication of concern over the injury or for recovery
included in the correspondence. The style of written communication can have a direct impact
on the claimants' initial reaction and perception of the WC process.
Recommendation/Benefit
WC Management should review the tone of written communication utilized by WC staff. It is
understood that some of the language is required in the DWC letters. However, every effort
should be made to provide written communication that includes the appropriate and desired
form. Written communication that presents a tone of trust and encourages requests for assistance
should help decrease the potential for defensiveness and the level of WC litigation experienced
by Sacramento.
Management Response
Correspondence mandated by the DWC is confusing, stilted, and threatening. WCU staff is
currently reviewing "softening" legal language sent to employees where possible.

Department & Employee:
Observation/Impact 3
Return to work efforts, through personal involvement with injured employees from departments
and organizations, are not fully utilized. Some organizations contact injured employees while
others fully rely upon the WC staff for all employee communication. Often, the only
departmental contact with an injured employee is when the employee picks up their paycheck
and drops off the duty status reports, which may not involve any employee/supervisor contact.
A lack of communication by organization management may cause the employee to feel they are
not needed or wanted back on the job. Additionally, more time is utilized by department
supervisors calling the CR's for information on employee status.

Recommendation/Benefit
City management should encourage organizational management and supervisors to become more
involved in communication with injured employees. Employee communication concerning their
well being and value should be emphasized. This should result in more effective return to work
efforts and assist with decreasing the amount of litigation. Additionally, organization
management will have better knowledge of the employee's injury status. Managers and
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supervisors may require training to decrease the potential for any labor issues and to ensure that
employee communication is consistent with that desired by City management. Communication
from organizational management and supervisors should help employees realize they are valued,
provide employee injury status information to the department and decrease CR time responding
to inquiries on employee injury status.
Management Response
WCU staff concur with Internal Audit recommendations.
Observation/Impact 4
Efforts made by organization managers and supervisors to inform , injured employees' doctors
of the City's desire to place employees in light duty positions are limited. Organization
management should have the best understanding of position requirements and what can be done
to accommodate the doctors' restrictions. Further, the CR's do not always have time to discuss
position requirements with physicians. Some organizations do attempt to contact physicians
regarding employee light duty potential, however, organization Management have not been
trained or instructed to contact physicians to determine employee limitations for developing
appropriate light duty positions. Not actively communicating with physicians regarding light
duty potential may result in fewer employees being released for and placed in light duty
positions.
Recommendation/Benefit
Consideration should be given to utilizing organization managers and supervisors to communicate
with injured employees' physicians regarding potential light IF duty positions. Planned
communication between department management and physicians should enhance the development
of light duty positions that can better accommodate the injury related restrictions. This should
enhance the knowledge needed by management for developing appropriate light duty positions
and inform physicians that the City has an active light duty program. As a result, the length of
time off work for injured employees should decrease. Training may be needed to assist
management in understanding the best method of communication and required documented
information. Once implemented, greater departmental involvement should decrease the workload
of the CR's.
Management Response
WC management is currently developing a citywide "Duty Status Report" form that will be
required to be completed by the treating physician for each and every visit. A copy of this form
will be submitted to the employing department with the original going to the WCU. On this
form bold language states that the City has light duty positions available and requests that the
doctor list physical restrictions rather than just putting the patient off work. This form is
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currently being used by the Police and Fire Departments. Utilization of this form allows
supervisors medical status information within twenty-four hours of the doctor's visit.

Workers' Compensation & Department/Employee Population:
Observation/Impact 5
It does not appear that the purpose and services of the WCU are generally made known to City
employees prior to injury. As a result, City staff have not been provided the opportunity to
understand the WC services or process. A lack of information and understanding by City staff
potentially increases the likelihood of employees obtaining their own attorney.

Recommendation/Benefit
l cation/information marketing program to let City
The WCU should develop a communi
employees know of the services provided and how the program works. To facilitate this effort,
consideration should be given to designating an employee in each department as a WC liaison.
This individual could provide training, I explain how to proceed through the system, provide
employee assistance and provide information about light , duty positions. Efforts to improve
communication will enhance employee understanding of the availability of services within the
City. It will also help them to be rrioe comfortable with the process in the event they are
injured.

Management Response
WCU staff is developing a curriculum for providing training to all supervisors and managers on
workers' compensation. We hope to offer a class on a monthly basis in the Learning Center.
This program is anticipated to take three hours covering reporting requirements, legal issues,
benefits, and supervisor responsibilities.

Observation/Impact 6
The WCU does not communicate claims cost information to City departments or regularly meet
with organization management and staff. Department organizations are not directly charged for
claims costs and do not receive any information or explanation of the cost impact on their
organizations. As a result, City organiza
l tions and staff are not fully aware of the cost and
impact of on the job injuries. Further, without regular communication with organization staff,
the WCU may not be as familiar with the organization's common injury types and the
environment affecting injury issues.
'
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Recommendation/Benefit
WC Management should consider increasing efforts to communicate with department
organizations. Further, efforts should be made to assist management and staff with
understanding the cost implications of on the job injuries. As time permits, the CR's should
attend organization meetings to explain and answer questions about the claims process, services
provided by the WCU and the impact of WC injuries and claims. Direct communication should
provide City management and staff with a better understanding of the services provided by the
WCU and the cost impact of job related injuries. Additionally, the CR's will have a better
understanding of the organizations' environment.
Management Response
WCU staff concur with Internal Audit recommendations. The departmental risk management
committee meetings will be utilized to achieve this recommendation.
Observation/Impact 7
It appears that communication and understanding between the WCU and the City employee
bargaining units have been limited. As a result, an injured employee that contacts their
bargaining unit may not be directed to the WCU. Further, bargaining unit representatives may
not be fully informed of the services and assistance that the WCU can provide to their members.
Recommendation/Benefit
The WCU should consider making efforts to improve communication with the various bargaining
unit representatives and developing a liaison relationship. WC should conduct regularly
scheduled meetings with the representatives to explain and discuss available services and
assistance, injury trends, programs to reduce injuries and light duty program efforts. This
communication should result in the team effort needed to reduce injuries, enhance return to work
efforts and, as a result, reduce costs to the City.
Management Response
WC management has contacted Employee Relations staff for assistance in developing stronger
contacts with the various bargaining groups. WCU staff concur with Internal Audit
recommendations.
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FINANCIAL
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W. FINANCIAL
A.

RATES AND ALLOCATION OF COSTS:

Observation/Impact 1
The City does not have a mechanism to effectively measure the injury claims experience of City
organizations. As a result, the rates used to charge City organizations for WC program costs
are not based on actual claims experience. Therefore, the rates charged do not equitably reflect
the organization's total claims cost. The current rates are adjusted to 80% of the State of
California's insurance manual rate. This procedure creates inequities allowing rates charged to
organizations with poor claims experience to be adjusted by the same factor as organizations
with good claims experience. This approach does not establish accountability for injury activity
or provide incentive for organizations to reduce costs and implement injury prevention programs.
Also, the current approach does not penalize or reward organizations that have unsuccessfully
or successfully executed cost containment and injury prevention Measures.
Recommendation/Benefit
A method for the measurement of organization claims experience should be developed and
implemented to equitably allocate WC costs among City organizations. The insurance industry
sets rates based on an injury experience calculation. The City could also establish their rates
using a similar type of formula. WC losses are less likely to be avoided without the direct
involvement of City organization management and accountability for performance. Therefore,
organization management should be responsible for injury costs in the same way they are
responsible for their other expenditures. An equitable cost allocation method will encourage loss
control by providing the financial impact to match the amount of attention focused on safety
issues and cost reduction. Successful efforts should result in a 'reduction in the number of
injuries, length of time off work due to injuries and total claim costs.
,

Recommendation/Benefit
Consideration should be given to applying economic incentives at a department, division or
organization level to encourage management to effectively control their unit's WC costs. An
incentive program will require the establishment of measurable criteria to monitor efforts and
establish accountability for performance. This could be accomplished by implementing a cost
allocation method that is responsive to the unit or program's claims', experience as recommended
above and additional measurable criteria for performance. The cost allocation method could
reward managers/organizations by permitting a portion of the budget savings to be used for other
organizational purposes. A cost allocation method with economic incentives and direct financial
impact should encourage increased attention to loss control efforts.
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Management Response
This is a concept that needs to be addressed by the Risk Management Committee. There are
models that can be utilized to track losses by department. Departmental managers must be made
aware of the dollars they are losing due to accident and injury and the effect this loss has on
their ability to operate.
B.

CONTRACTS/PROFESSIONAL SERVICE AREEMENTS:

Observation/Impact 1
Competitive bidding was not performed andthere are no formal contracts or written agreements
for investigators, defense attorneys and various additional service providers used by the WCU.
Further, City Council approval has not been obtained for use of two investigators and four
defense attorneys whose accumulated payments exceeded ;City Council required approval levels
within FY93. As a result, the WCU is not in compliance with City procurement policy
regarding required Council approval. Without written agreements, the City is not protected in
the event of a dispute over services to be rendered, rtes charged or payment and billing
methods. Additionally, by not seeking competitive bidding for professional service contracts,
the City may not be receiving the most cost/beneficial arrangement.
Recommendation/Benefit
WC Management should ensure that Professional Service l Agreements are in place for services
provided by outside vendors and that competitive bidding is applied. Further, Council approval
should be obtained for vendors where accumulated payments exceed required Council approval
levels within the fiscal year. Written agreements will help protect the City in the event of
misunderstandings or disputes. Further, pbtaining Counc,pproval where required and utilizing
competitive bidding will ensure compliance with City policy and provide assurance that the most
cost/beneficial arrangement is obtained.
Management Response
The Risk Manager will request assistance from the City Attorney in the development of a
professional services agreement for vendors utilized by the City's Risk Management programs.
C.

CLAIM RESERVES:

Observation/Impact 1
It appears that claim reserves are not always timely closed out or reduced for claims that are
inactive or settled. Based on interviews with various CR's, it was indicated that caseload
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backlog makes it difficult to review and adjust reserve amounts. Also, reducing reserves has
not been a high priority. As a result, total WC reserves are more than what is necessary.
Recommendation/Benefit
A one-time review of claims with material reserve balances should be performed. This can be
facilitated by obtaining information available from the system on material reserve balances and
reviewing the claims for potential reserve reduction. Additionally, management should
encourage the CR's to adjust and close reserve amounts in a timely manner. Maintaining
reserve balances that reflect the exposure of the claim will help ensure that the proper reserve
amounts are maintained and a more accurate reflection of Risk Fund liabilities are established.
Management Response
All claims with "low activity" are being reviewed, as outlined earlier in this report. Any claims
that should be closed will be identified, and closed.
Observation/Impact 2
Reserves for companion claims (employee secondary claims worked and paid for through a
primary or master claim) are set at various amounts even though they are not used to meet
payment obligations. Therefore, though not individually material, total claim reserves are
overstated and in excess of what is necessary. Accuracy and consistency of reserving practices
are critical because they are means by which liabilities are measured. Additionally, inconsistent
reserve amounts make it difficult to identify companion claims when reviewing reserve balances.
Recommendation/Benefit
Companion reserves should all be set at a standard nominal amount. This will result in a
decrease in the total reserves and a more accurate determination of funds necessary to meet Risk
Fund liability obligations. Additionally, a standard amount will assist in the identification of
companion claims when reviewing reserve balances and activity.
Management Response
During the claims with "low activity" review all reserves will be reviewed. All companion
claims will be adjusted to a standard $25.00 in the miscellaneous category. The CR,s are
reviewing all other claims as they come up on diary, for the standard reserving amount on
companion files.
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