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Learning Objectives

 ldentify recent trends in workers' compensation (WC) cases and the use of
managed care in this setting.

» Describe the cost control and health care management measures introduced
in an attempt to control WC expenses.

» Distinguish between the changes in WC costs growing out of changes in
health care management and those effected by cost control measures.

Abstract

The effect of both a cost control and health care management initiative (HCMI) on Workers’
Compensation costs at a self-insured University Hospital was assessed. Seven cohorts of injured
workers were studied. Cost control measures started in 1993 included early return to work and
injury prevention programs, internal administration of legal cases, and utilization of modified
duty assignments. The health care management initiative fully in place in 1997 included
aggressive case management and preferred provider panel utilization. Workers” Compensation
indemnity costs and lost workdays incurred by each cohort were compared. A 41 to 59%
reduction in indemnity payments and 46 to 67 % reduction in lost time cases were realized after
the health care management initiative was fully in place. During this time, accepted claims were
reduced by 10 to 15 %. The quality of the provider panel, as measured by academic credentials,
experience and board certification, did not change. Cost control measures, without comprehen-
sive case management, did not decrease these parameters significantly. The health care
management initiative realized reductions in lost time cases and Workers’ Compensation

indemnity costs. (J Occup Environ Med. 2002;44:1100-1105)
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orkers' compensation (WC) cover-
age is mandatory for most employ-
ers. One of the objectives of the
workers' compensation system is to
reduce injuries and provide wage-
loss and medical benefits to employ-
ees who become ill or injured
through the course of their employ-
ment so they can heal and return to
the workforce.* A great deal of atten-
tion has been focused on reducing
costs associated with work-related
injuries and illnesses over the past
three decades as these costs in-
creased dramatically during this pe-
riod. National health care costs grew
at an average annua rate of about
10% from 1985-1992, and workers
compensation costs grew at an aver-
age annual rate of nearly 15%. Even
when adjusting for level of employ-
ment, workers' compensation medi-
cal costs grew at an annua rate of
amost 13%.? Workers compensa-
tion cash indemnity and medical
benefit payments increased®° de-
spite nationally declining prevalence
rates of work disability.” The esti-
mated costs of worker's compensa
tion cash and medical benefits paid
to workers were $27.3 billion in
1987 and $45.7 billion in 1992.
These costs experienced a modest
5-year decline between 1993-1997,
and then rose again. The biggest
single year percentage increase since
1992 occurred in 2000 where total
benefits rose by 6.4% from $43.1 in
1999 to $45.9 hillion in 2000.2
Many states made concerted ef-
forts to address spiraling workers
compensation costs.®> Cost contain-
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ment techniques have been increas-
ingly used especially since 1991.°
Managed care strategies which have
been used by group health insurance
companies, adopted by both public
and private employers as a means of
controlling costs® are increasingly
being incorporated into the workers
compensation arena. The use of man-
aged care in workers' compensation
has increased by 150% since 1991.°
Seventy-five percent of employers
who use health maintenance organi-
zations, preferred provider organiza-
tions or other managed care net-
works found them to be effective in
controlling costs.®

After nearly a decade of poor re-
sults, inroads into cost containment
have been made.” As medical careis
only one factor affecting an injured
worker’s ability to recover from an
injury and resume work many initia-
tives have focused on non-clinical
aspects of care. Employers have re-
sponded with proactive measures
from prevention and preparedness
plans to return-to-work initiatives.
Cost moderators have included leg-
islative efforts, rate relief, improved
anti-fraud programs, systems reform,
medical fee schedules, and lower
overal medical inflation, enhanced
safety measures, safety/ergonomic
programs, early return to work pro-
grams (ERTW programs), improved
case management and the use of
managed care programs.®’ Other
cost containment strategies also used
by corporations to control increases
in WC costs include utilization re-
view/management programs, risk
management programs, and rehabili-
tation programs for injured work-
ers.’® Attempts at reducing the
incidence of injuries including loss
control activities such as safety engi-
neering efforts and ergonomic con-
trols have met with some success.**#

Green-McKenzie et a described a
6-year experience where a three
pronged approach featuring an on-
site case management team, a pre-
ferred provider organization, and
safety engineering efforts and ergo-
nomic controls used proactively to

aggressively identify and abate
workplace hazards, realized a 50%
reduction in total expenditures. One
of the limitations of that university
hospital based study was that there
was no published database that
would alow comparison of these
results, nor were there other self-
insured programs in the state that
covered populations with similar
classification codes.*® There are
wide gaps in the published literature
on the economic consequences of
occupationa injury and illness, and
on the costs and benefits of managed
care techniques, regulation and haz-
ard prevention.™* Although managed
care efforts abound nationwide in an
attempt to control costs, this area is
understudied and data documenting
their use and effect on patient satis-
faction are scant.

This study investigates whether a
health care management initiative
concentrating on case management
strategies can redlize substantial re-
ductions in worker’'s compensation
indemnity costs and lost time cases.
It also examines whether the intro-
duction of cost control measures &f-
fected these parameters. Indemnity
payments and the number of com-
pensated cases with lost time were
compared for each year (1993-
1998).

Methods and Materials

Background

The setting for this study is an
urban university hospital covered by
a self-insured workers compensa-
tion plan administered by the WC
Office. All aspects of the claims
process including medical treatment
and legal representation are handled
through this office. All workers who
suffer awork-related injury or illness
are required to present to the WC
clinic for evaluation and treatment.
The WC clinic is the sole provider of
care for injured and ill workers.

Study Population

The study population comprises
al hospital workers covered by the
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WC Plan (n ~ 6000) who incur a
new work related injury or illness
during calendar years from 1993 to
1998. A caseis defined as an injured
worker who files a claim with the
WC office and is provided medical
care in the WC clinic.

Workers’ Compensation
Management

Cost control measures (CCM)
were started in 1993 and consisted of
the institution of in-house adminis-
tration of al legal cases in lieu of
hiring an outside firm to handle these
cases, and institution of accommoda-
tion of modified duty. In addition, an
ERTW program was implemented
where; employees whose injuries pre-
cluded them from returning to their
regular employment were assisted in
finding another position within the
health system where their work limita:
tions would not affect their ability to
carry out the essentia functions of the
job. These CCM measures aso fea
tured aone-time injury prevention pro-
gram where, in 1993, an outside firm
was hired to evaluate departments that
incurred a high incidence of injuries.
Recommended preventive measures
were ingtituted.

The heath care management ini-
tiative (HCMI) was started in the
summer of 1997 and was fully insti-
tuted by the winter of 1997. One
full-time, on-site nurse case manager
previously in place, was trained by
the director of clinical practice and
assigned to all Hospital cases. The
case manager’s role included facili-
tating patient return to work in a safe
and timely manner. Providers (phy-
sicians and nurse practitioners) were
aso trained regarding facilitation
and support of case management in
its' expanded role. The specific fea
tures are described below.

Communication was improved be-
tween Occupational Medicine (OM)
Providers and relevant parties. More
specifically, communication was im-
proved with the WC office alowing
more timely and effective use of
modified duty and of the ERTW
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TABLE 1
The Number of Covered Employees (1996-1999)
# Covered
employees
Year (FTE)
1996 6,110
1997 6,446
1998 6,816
1999 6,831

program. In addition, communica
tion was improved with supervisors
alowing more effective use of the
modified duty program. Further-
more, to enhance communication
with the physical therapy staff (PT),
monthly meetings were instituted be-
tween PT staff and the case manager
to discuss the cases undergoing ther-
apy. Relevant information was re-
layed to the OM providers. Tele-
phonic communication improved
such that the therapists were readily
accessible for telephone conferences
about patients as necessary. Finaly,
communication was improved with
specidists to include timely feed-
back on worker restrictions and types
of modified duty available. Indeed,
the referral panel was talored to
specialists conversant with and inter-
ested in workers’ compensation
cases. Feedback from specialists re-
garding diagnosis and treatment of
patients referred to them was given
within 24 hours. The case manager
also tracked specialty referrals.

As the employers’ ability to offer
transitional or light duty is known to
affect outcome™ modified duty was
used wherever appropriate. If injured
workers were not accommodated in
full capacity, every attempt was
made to accommodate them in a
modified capacity. The case man-
ager, providers and the WC admin-
istrators, in conjunction with the su-
pervisors all worked together to
ensure that this program was utilized
toits fullest. The OM providers and
case manager had access to job de-
scriptions, verbal or written. The OM
providers and case manager were
informed by the supervisor of the

essential functions of the job as well
of what other possible jobs may be
available. Also, the OM provider or
case manager may interface with the
supervisor regarding cases and pos-
sible accommodation

A “missed appointment/reschedul-
ing protocol” was instituted where
al employees who were out of work
and failed to keep a scheduled ap-
pointment were rescheduled within
48 hours. The case manager executed
this system. Workers being followed
by a specialist were also seen in OM
at least once per month. Thisallowed
the OM primary care provider to
continue to follow the progress of the
worker. Case management software,
previously available, was now used
to track lost time cases. The case
manager played an important role in
coordinating the process and was
relied upon to help coordinate the
flow of information between provid-
ers and supervisors, specialists,
workers  compensation administra-
tors, as well as physical therapists.
This process, which started in July
1997, was complete by December
1997.

Data Collection and Analysis

Data items include the number of
employees at risk, indemnity pay-
ments and the number of lost time
cases. Secondary annua compensa-
tion data are acquired from the Hos-
pitals self-insured WC program. In-
formation on the number of claims
for each year and indemnity cost of
WC is obtained. The loss data is
based on actual expenses paid for
each year. In other words, these data
only look at costs incurred for cases

opened that year and incurred during
that year. It does not reflect the tail of
indemnity payments from injuries
that occurred in previous years, nor
does the subsequent year reflect the
tail of indemnity payments of cases
opened the previous year. Adjust-
ments are not made for inflation.
Employees who sustained a work
related injury or illness in calendar
years 1993 to 1998 that resulted in a
filed workers compensation claim
areincluded. Costsincurred are com-
pared by rates and percentage de-
creases.

Given the difficulty of measuring
Quality of Care (QOC), surrogates of
care are used. These include review-
ing credentials, faculty appoint-
ments, board certification and expe-
rience of occupational medicine and
speciaty providers each year. The
results of a patient satisfaction sur-
vey conducted in 1997 and 1998 by
an outside national firm are used to
assess patient satisfaction.*®

Results

Table 1 shows the number of
employees at this university hospi-
tal increased gradually from 1996
to 1999, with a mean of 6551 with
a range of 6110 to 6831. Table 2
shows that the number of lost time
cases fluctuated between 162 and
234 during the CCM vyears (first 4
years). The number of lost time
cases initially increased but de-
creased by the fourth year. The
overall decreased from 1993 to
1996 was 20% (42). The indemnity
payments also fluctuated (range =
$435,135 and $538,305). While the
overall frequency of cases in-
creased after the initial 2 years
(1994, 1995), they decreased by the
fourth year. However, indemnity
payments at the fourth year were
still higher than in the year when
CCM were first instituted (1993)
by 2.4% ($10,274).

After the introduction of the
HCMI in the summer of 1997, which
was fully in place by the winter of
1997, indemnity payments as well as
the number of cases with lost time
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TABLE 2
Lost Time Cases and Indemnity Payments (1993-1998)
Change Indemnity
Cases which Total in- in indem- Indemnity payments/
# Total lost time # demnity nity pay- payments case with
Year cases (%) payments ments per FTE lost time
1993 1,024 204(20) $435,135 $2,133
1994 1,089 234(21) $459,928 $ 24,793 $1,966
1995 969 220(23) $538,305 $ 78,377 $2,447
1996 1,013 162(16) $445,409 —-$ 92,896 $73 $2,749
1997 971 124(13) $323,233 —-$122,176 $50 $2,607
1998 875 67 (8) $191,992 —$131,241 $29 $2,866
TABLE 3
Comparison of Workers’ Compensation Losses Before and After the Health Care Management Initiative
Indemnity
# Covered Cases which Indemnity payments/
employees Total cases lost time # Indemnity payments case with
Year (FTE) # (%) (%) payments per FTE lost time
1997 6,446 971(15) 124(13) $323,233 $ 50 $2,607
1998 6,816 875(13) 67 (8) $191,992 $ 28 $2,866
Difference 370 -96 -57 —$131,241 $ 22 $ 259
%Change 6 -10 —46 —41 —44 10
TABLE 4

Comparison of Workers’ Compensation Losses in Years Using cost Control Initiative (average 1993-96) and Health care

Management Initiative (1998)

Indemnity

Total Cases payments/

cases which lost Indemnity case with

Year # (%) time # (%) payments lost time
1993-96 (avg) 1,024 205(20) $469,694 $2,324
1998 875 67(8) $191,992 $2,866
Difference —149 —138 —$277,702 $ 542
% Change -15 —67 —59 23

decreased. (Table 2) Indeed, despite
the fact that the number of employ-
ees increased somewhat (Table 1),
by the time the HCMI was fully in
place, the number of lost time cases
had decreased by 46% and the in-
demnity payments had decreased by
41%. This was so even though in-
demnity payments per case with lost
time increased. The total number of
claims decreased by approximately
10% (Table 3) The level of care was
maintained over the two-year period
in that the credentials of the OM and
speciaty providers did not change.
All of them were licensed physicians
and nurse practitioners. A patient

satisfaction survey conducted by a
national outside firm evaluating pro-
viders, the clinic, and ancillary staff
revedled that ratings did not de-
crease.®

Table 4 compares outcomes from
the years of the CCM (first 4 years)
t0 1998, the year after the HCMI was
fully in place (post-HCMI). A com-
parison of the average of the out-
comes from the CCM years (first 4
years) to the post-HCMI year (1998)
indicates that the number of cases
with lost time decreased by 67%.
This is a greater decrease than the
46% decrease seen when comparing
the year during which the HCMI was

being instituted but not yet fully in
place (1997) to the post-HCMI year
(1998). Similarly, the indemnity pay-
ments decreased by 59% in the CCM
years compared to the post-HCMI.
This is a greater decrease than the
41% decrease seen when comparing
the year in which the HCMI was
being ingtituted to the post-HCMI
year. The indemnity payments per
case with lost time increased by 23%
from the CCM vyears to the post-
HCMI years as compared to a 10%
increase from the year in which the
HCMI was being instituted to the
post-HCMI year.
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Discussion

This study shows that this health
care management initiative was ef-
fective in reducing indemnity costs
and cases with lost time while main-
taining the same level of patient care.
The data show that after the HCMI
was fully in place (1997), the number
of cases decreased post-HCMI
(1998) by approximately 10%. How-
ever, both the number of cases with
lost time and the indemnity pay-
ments decreased by more than 40%
over this same period. Furthermore,
when comparing the average of the
outcomes seen in the CCM years
(1993-1996) to the post-HCMI year
(1998) the decrease is even more
dramatic. The number of cases with
lost time decreases by amost 70%
and the indemnity payments de-
crease by about 60%. The total num-
ber of cases during these two peri-
ods, that is, CCM (1993-1996) and
post-HCMI (1998), decreased by
15% as compared to a 10% decrease
from 1997-1998. The CCM insti-
tuted over the previous 4 years did
not realize a substantial decrease in
indemnity payments or lost time
cases.

It is unlikely that the decrease in
the number of cases with lost time
was because of injured workers seek-
ing care outside the system as all
new injuries are captured, and al
injured employees are required to
report to the OM clinic for treatment
and evaluation. Supervisors are in-
structed to direct employees with
work-related injuries and illnesses to
the OM clinic. Furthermore, the
clinic is located on-site making for
easy access by workers. Injured
workers do not have to wait for an
appointment as they are seen on a
walk-in basis. Thisreduction is prob-
ably because of the introduction of
the health care management initia-
tive.

Indemnity costs increased from
1993, the year cost control measures
were instituted, until 1995. The real
gains were seen starting in 1997 and
were especially obvious in 1998

Reducing Workers’ Compensation Costs *Green-McKenzie et al

when the HCMI was fully in place.
The data indicate that 1996 merely
achieved the indemnity costs of
1993, which is the year that the cost
control measures were instituted. Al-
though the number of cases with lost
time decreased modestly the year
before the HCMI was in place (1996)
and the indemnity payments also de-
creased in this period. These param-
eters still remained high. Indeed,
there was a downward trend from
1996, the year the HCMI was in
place.

Indemnity costs probably de-
creased because of the aggressive
use of modified duty. Having injured
workers RTW decreased indemnity
payments, as wages did not have to
be replaced by the worker’s compen-
sation system. The ERTW program
was available to capture those work-
ers whose injury precluded them
from ever going back to work in their
previous capacity. Once the patient
reached maximal medical improve-
ment, they would be placed in the
ERTW program, effectively remov-
ing them from the worker’s compen-
sation system.

The data a'so indicate that indem-
nity payments per case with lost time
steadily increased from 1993 to
1998. Upon closer examination of
the data, we note that while the
indemnity costs per case with lost
time increased 10% from the year
that the HCMI was being instituted
to the post HCMI year, these costs
increased 23% from the CCM years
(average) to the post-HCMI vyear.
This increase in indemnity costs
prabably reflects the success of the
modified duty program. Cases ame-
nable to modified duty do not lose
time as they are accommodated at
work. Cases with lost time now rep-
resent the more severe injuries for
which modified duty is not available
and would necessitate being out of
work for alonger period of time and
hence be more expensive. The case
managers, providers and WC admin-
istrators, in conjunction with the su-
pervisors all work together to ensure
this program is utilized to its fullest.

This system has the advantage of a
dedicated and well-trained case man-
ager who uses a well-developed
tracking system for employees out of
work hence capturing all cases. The
OM software allows a computerized
database of our patients. The “missed
appointment protocol” alows for re-
scheduling patients with an early fol-
low-up appointment, often the next
day and certainly within the week.
Those who are being followed by a
specidist are also seenin OM at least
once per month. This allows the OM
primary care provider to continue to
follow the progress of the worker
and has added benefits. First, the
patient will be aware that the OM
provider is still interested in his care
and, as such, he will not feel aban-
doned. Second, the OM provider will
remain conversant with the medical
progress of the patient. If the OM
primary provider, well versed with
RTW issues, feels that the patient is
ready for modified duty he may con-
ference with the specidist to expe-
dite this outcome. Third, the patient
is less likely to become lost to fol-
low-up because he is being actively
followed by OM and if he misses an
appointment, the missed appoint-
ment protocol is invoked.

No temporal trends are identified.
Indeed, the General Provisions of
Act 57 of 1996, Title 34-labor and
Industry, which capped the duration
of indemnity benefits to 500 weeks
or 4 years so claims could be settled
via compromise and release,*’ does
not bias the results because this study
follows cases over a 12-month pe-
riod. Only the cases that have been
opened in the year in question, and
only costs incurred in the study year
are followed. Costs incurred in sub-
sequent years are not. As such, the
costs captured here do not reflect the
tail of indemnity payments from in-
juries that occurred in previous
years.

There are limitations to this study.
It is an interventional study, not ex-
perimental. This restricts the conclu-
sions that can be drawn about cause
and effect. The period studied after
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the introduction of the heath care
management initiative is limited in
that it is only 2 years. It is possible
that there was a downward trend in
indemnity costs and this needs to be
examined further. The results stand,
however, in that cases with lost time
and indemnity costs decreased fol-
lowing the ingtitution of the HCMI
without any other apparent explana-
tion. Another limitation is that med-
ical costs are not reported. However,
medical costs would be particularly
difficult to capture, as the OM clinic
does not bill the hospital individually
for the employees who are treated in
the OM clinic. The OM providersare
paid a salary. Another limitation is
that there is no comparison group for
this study. This area is understudied
and available data on such changesis
not widely published. As such,
benchmark and outcomes data are
not readily available. However, a
study of this type is important in
relaying information regarding the
outcome of such interventions.

In conclusion, this heath care
management initiative was effective
in reducing indemnity costs and
cases with lost time in this setting.
The theory behind the OM hedth
care management initiative intro-
duced in 1997 is that high quality
medical care delivered in an efficient
and timely manner will not only
reduce lost time associated with
workplace injuries, but also reduce
indemnity costs. Having a dedicated
case manager and OM primary pro-
viders who are al well versed in
RTW issues and who are committed
to returning patients to work in a safe
and efficient manner are essential to
the success of such a program. Com-
munication among all parties; the

OM provider, case manager, workers
compensation administrators, spe-
cialists and physical therapists also
plays a vita role in the success of
this process. Workers' compensation
costs promise to continue to be an
issue of some import in the near
future. In sharing interventions and
outcomes the status of our current
system may be improved.
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