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I. Executive Summary

On September 18, 2012, the Governor signed Senate Bill No. 863 (SB 863) into law. SB 863 increases
benefits effective January 1, 2013 and January 1, 2014 and provides for a number of structural changes
to the California workers’ compensation benefit delivery system. The WCIRB'’s prospective evaluation of
the cost impact of SB 863 was published on October 12, 2012.

The WCIRB'’s plan to retrospectively monitor the cost impact of SB 863 based on emerging post-reform
costs was published on March 27, 2013. Pursuant to this plan, this report summarizes the WCIRB's initial
retrospective evaluation of the cost impact of a number of SB 863 provisions based on data emerging
through the third quarter of 2013.

The WCIRB'’s principal findings based on early emerging post-SB 863 costs include the following:

1. Indemnity claim frequency was projected to increase by 1% in 2013, in part due to SB 863
changes to indemnity benefits, while emerging frequency through June 30, 2013 indicates a 6.2%
increase.

2. The number of lien filings was projected to decrease by approximately 40% as a result of the
SB 863 lien filing fee and statute of limitations, while filings through the third quarter of 2013 have
decreased by approximately 60% when compared to 2011 levels.

3. The SB 863 lien filing fee was projected to eliminate relatively smaller liens. WCIRB Lien Survey
information indicates a much smaller proportion of liens under $500 active in 2013 when
compared to liens active in 2012.

4. SB 863's elimination of the duplicate payment for spinal surgical implants was estimated to save
approximately $20,000 per procedure. Very preliminary estimates based on WCIRB Medical Data
Call (MDC) data show a $15,000, or over 50%, reduction in the average cost of these procedures
in 2013 when compared to pre-2013 levels.

5. SB 863'’s reduction in maximum ambulatory surgical center facility fees was estimated to reduce
those costs by 25%, which is consistent with the reductions observed based on preliminary
WCIRB MDC estimates comparing 2013 reimbursements to pre-SB 863 levels.

6. Early estimates of independent medical review (IMR) requests show that the frequency of IMRs in
recent months is far above the levels initially projected. If the higher volume of August and
September IMR requests are indicative of filing rates for subsequent months, the number of IMRs
requested per year would be over three times greater than that projected in the WCIRB'’s
prospective cost estimate potentially eliminating any savings in administrative costs due to IMR
and also potentially negatively impacting medical treatment costs.

7. Preliminary estimates of medical provider network usage in 2013 show that network utilization in
the first six months of 2013 is fairly consistent with that for prior years.

8. Although relatively few independent bill review (IBR) requests have been filed when compared to
IMR filings, early estimates of IBR decisions show 60% of decisions favoring the provider for
amounts significantly less than the IBR filing fee.
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II. Background

SB 863, which was enacted on September 18, 2012, increased benefits effective January 1, 2013 and
January 1, 2014 and provided for a number of structural changes to the California workers’ compensation
benefit delivery system. Following the enactment of SB 863, the WCIRB reviewed the impact of SB 863
on the cost of losses and loss adjustment expenses (LAE) underlying 2013 advisory pure premium rates.
On a prospective basis, the WCIRB estimated that the net impact of the provisions of SB 863 quantifiable
at the time of its prospective evaluation, once fully implemented in 2014, was a 2.7% reduction in the total
cost of losses and LAE." (SB 863 included a number of amendments which the WCIRB was not able to
prospectively evaluate at the time.)

These estimates of the cost impact of SB 863 were in part based on judgmental assumptions that may or
may not materialize. In addition, a number of SB 863 provisions that could not be evaluated at the time of
the WCIRB'’s prospective evaluation may ultimately have a significant impact on costs. As a result, the
WCIRB developed a plan to proactively monitor and quantify post-SB 863 costs as they emerged. The
Senate Bill No. 863 WCIRB Cost Monitoring Plan was submitted to the California Department of
Insurance (CDI) on March 27, 2013 and is included as Attachment A.

The monitoring plan included as Attachment A involves a multi-year retrospective measurement of the
cost impact of key provisions of SB 863 and identifies the cost components to be measured, the data
elements needed to measure these cost components, the general methodology used to measure these
cost components, and the scheduled timeframe by which each of the cost components will be measured.
As noted in Attachment A, the ultimate cost impact of many provisions of SB 863 will not be known for
many years. This report represents the initial preliminary evaluation of emerging post-SB 863 costs for the
cost components identified in Attachment A which can be measured by the fourth quarter of 2013. In
particular, this report includes updated information on indemnity claim frequency, liens, surgical implant
hardware, ambulatory surgical centers, independent medical review, medical provider networks, and
independent bill review.

! WCIRB Evaluation of the Cost Impact of Senate Bill. No 863, WCIRB, updated October 12, 2012.
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lll. Cost Components Evaluated

A. Indemnity Claim Frequency

SB 863 enacted increases to permanent disability (PD) weekly benefit minimums and maximums,
changes to the process of determining final PD ratings, and other changes impacting indemnity benefits.
The WCIRB’s prospective evaluation of SB 863 included provisions for changes in indemnity claim
frequency (utilization) that have historically accompanied changes in indemnity benefit levels. These
provisions were based on a WCIRB econometric analysis of the effect of a number of economic,
demographic, and claims-related variables on the frequency of indemnity claims.? The study showed that
changes in indemnity claim frequency are related, in part, to indemnity benefit changes. Specifically, the
model shows that for every 1% change in average indemnity benefits, the frequency of indemnity claims
changes by approximately 0.2%.% In total, the WCIRB's prospective evaluation estimated that the
changes in frequency as a result of SB 863 changes to indemnity benefits would increase costs by 1.1%.

Exhibit 1 summarizes the WCIRB’s latest estimates of accident year indemnity claim frequency changes
through June 30, 2013. As shown, current estimates for the 2012 and 2013 accident years indicate
moderate to significant increases in indemnity claim frequency, particularly when compared to the typical
long-term decline experienced in earlier years. Also, as shown in Table 1, the indicated indemnity claim
frequency increases for those years are much greater than the changes projected based on the WCIRB'’s
econometric claim frequency model.”

Table 1: Indemnity Claim Frequency Changes
WCIRB Model Estimated Actual
Accident Projected Indemnity Indemnity Claim
Year Claim Frequency Frequency
Change® Change®
2012 -0.8% +3.3%
2013 +1.0% +6.2%

Claim frequency patterns can be influenced by many diverse factors including changes in benefit levels. It
is unclear the extent to which this higher than projected indemnity claim frequency change is due to the
increased SB 863 benefits and the extent it is due to economic factors, other components of SB 863, or
other claims related factors. The WCIRB will continue to study recent changes in indemnity claim
frequency and provide updated information and estimates as they become available.

B. Liens

SB 863 included a number of provisions related to liens. Liens filed on or after January 1, 2013 are
required to be filed with the Workers’ Compensation Appeals Board (WCAB) using an approved form and
be charged a $150 filing fee. In addition, no liens may be filed more than three years from the date of
service for liens filed before July 1, 2013 or 18 months from the date of service for liens filed on or after
July 1, 2013. The WCIRB's prospective evaluation of the impact of SB 863 on lien-related costs estimated

2 Brooks, Ward, California Workers’ Compensation Benefit Utilization — A Study of changes in Indemnity Frequency and Severity in
Response to Changes in Statutory Workers’ Compensation Benefit Levels, Proceedings of the Casualty Actuarial Society, Volume
LXXXVI, 1999, pp. 80-262.

This utilization provision is assumed to apply to temporary disability and permanent partial disability claims but not to medical-only,
permanent total disability, death, or vocational rehabilitation claims.
4 The indemnity benefit level in the WCIRB’s econometric frequency model is a leading variable. That is, a change in indemnity
benefit levels for a year is assumed to also impact indemnity claim frequency for the prior year. In addition to changes in indemnity
benefit levels, the WCIRB's frequency model also projects frequency changes based on a number of economic and other claims-
related factors.
® See Part A, Section B, Exhibit 14.1 of the WCIRB’s January 1, 2014 Pure Premium Rate Filing submitted on September 13, 2013.
6 See Exhibit 1. These estimates are based on a comparison of changes in reported aggregate indemnity claim counts on WCIRB
data calls to changes in statewide employment.
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a 1.8% reduction in medical costs and a 7.8% reduction in loss adjustment expenses (LAE), resulting in a
2.5% reduction in total costs.

In the WCIRB'’s prospective evaluation, it was assumed that approximately 40% of liens would be
eliminated by the SB 863 lien filing fee and statute of limitations. The Division of Workers’ Compensation
(DWC) maintains lien filing information in its Electronic Adjudication Management System (EAMS). Exhibit
2 shows the number of liens filed by region and type of lien through the third quarter of 2013 based on
DWC EAMS data. As shown, following the passage of SB 863 in the third quarter of 2012, lien filings in
the remainder of 2012 increased dramatically. However, during the first three quarters of 2013, the
number of liens filed has decreased significantly in all regions and for all types of lien. In fact, the number
of liens filed through the first three quarters of 2013 is approximately 60% less than the number of liens
filed through the comparable period in 2011.

The WCIRB’s prospective estimate of lien demand, settlement, and administrative costs was based on its
2012 Lien Survey of a random sample of 1,000 PD claims. Earlier this year, the WCIRB issued its Lien
Survey on 430 additional PD claims for information on liens filed or activated during the first half of 2013.”
The results of the 2013 Lien Survey are shown in Exhibits 3 through 10 and summarized below:

1. Approximately 21% of claims surveyed from Southern California regions had lien activity during
the first half of 2013, compared to 38% of claims with lien activity during the first half of 2012.
Similarly, claims from Northern California regions saw a reduction in the proportion of claims with
lien activity during the first six months of the year from 16% in 2012 to 5% in 2013 (Exhibit 3).

2. The average number of active liens per claim with an open lien was 3.7 during the first half of
2013 compared to 3.3 during the first half of 2012 (Exhibit 4).

3. The average delay between the accident date and the lien filing date was 3.2 years for liens
active during the first six months of 2013 compared to 2.5 years for liens active during the first six
months of 2012. The average delay between the lien filing and the lien resolution was 1.7 years
for liens resolved during the first six months of 2013 compared to 2.0 years for liens resolved
during the first six months of 2012 (Exhibit 5).

4. The distribution of liens by lien claimant type was fairly consistent between the 2012 and 2013
Surveys (Exhibit 6).

5. The average lien demand amount was $7,567 and the average settlement amount was $1,462 for
liens resolved during the first half of 2013, resulting in a settlement rate of 19%. Comparatively,
the average demand and settlement amounts for liens resolved during the first half of 2012 was
$6,089 and $1,478, respectively, resulting in a settlement rate of 24%. The median settlement
amount for liens resolved during the first half of 2013 was $900, compared to $525 for the first
half of 2012, as 2013 had a much lower proportion of settlement amounts below $500 and a
much higher proportion between $1,000 and $2,500 (Exhibits 7 and 8). The increases in median
settlement amounts were experienced for almost all types of lien claimant (Exhibit 9).

6. The average lien defense cost per Southern California claim® with a lien was fairly consistent
between the 2012 and 2013 Surveys, regardless of when the lien was active (Exhibit 10).

During the initial implementation of SB 863, there were concerns that some liens would be replaced by
“petitions for costs” filings in an attempt to avoid payment of the lien filing or activation fees — particularly

! The 2013 Lien Survey was conducted on accident year 2008 claims. The 2012 Survey was conducted on accident year 2007 and
grior claims.

Due to the sparseness of the data, average defense costs for Northern California claims could not be credibly estimated. However,
the defense cost on observed claims was very small.
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in areas such as interpreter and copy service fees. However, in mid-2013, the WCAB published an en
banc decision clarifying that a claim for medical-legal expenses may not be filed as a petition for costs.’

C. Surgical Implant Hardware

SB 863 eliminated the separate reimbursement for implantable medical devices, hardware, and
instrumentation for spinal surgeries, beginning with services provided on or after January 1, 2013.
Additionally, SB 863 required the Administrative Director to adopt a regulation specifying an additional
reimbursement for certain diagnostic-related groups (DRGSs) pertaining to spinal surgery to ensure that
aggregate reimbursement is sufficient to cover costs, including implantable hardware.'® On a prospective
basis, the WCIRB estimated that the elimination of the multiple reimbursements would reduce total
medical costs by 1%.

The WCIRB's prospective estimate was, in part, based on a California Workers’ Compensation Institute
(CWCI) study estimating the savings from eliminating the multiple reimbursements on claims with spinal
surgeries.™ The study found that the duplicate payment for spinal instrumentation on these claims added
an estimated $20,000 to each procedure.

The WCIRB has compiled information on spinal surgical implants performed through the first half of 2013
based on its Medical Data Call (MDC) data. Specifically, surgical implant services provided in 2013 were
compared to the same services provided prior to the effective date. The results are shown on Table 2.
While there are relatively few instances of spinal surgeries affected by SB 863 that are reflected in the
WCIRB MDC data through June 30, 2013, the average cost of these services is approximately $15,000
less, or more than 50% below the cost of similar surgeries provided prior to the implementation of

SB 863.

Table 2: Surgical Implant Hardware Results
Based on WCIRB MDC Data
Date' of Number of Total Paid Averagg Paid
Service Episodes per Episode
Pre-1/1/2013 214 $5,870,125 $27,430
Post-1/1/2013 52 $628,504 $12,087
Change -56%

D. Ambulatory Surgical Center (ASC) Fees

SB 863 provides that the maximum facility fee for services performed in an ASC should not exceed 80%
of the Medicare fee for the same service in a hospital outpatient department (the prior cap was set at
120% of the Medicare rate for hospitals). These amendments would have resulted in a one-third
reduction in ASC facility fee payments if it was assumed that the change in the maximum fee schedule
allowance would translate directly to ASC facility fee costs. However, many ASC fees are reimbursed
under contract at levels different from those contemplated in the fee schedule. The WCIRB'’s prospective
evaluation estimated the reduction in ASC facility fees would reduce total medical costs by 0.8% based
on a judgmental reduction of 25% in ASC facility fees rather than the one-third indicated if the fee
schedule reduction would be fully reflected in reduced costs.

The WCIRB has compiled information on ASC facility fees paid on services provided through the first half
of 2013 based on its MDC data. Specifically, the paid cost related to ASC facility fees on services
provided in 2013 were compared to the reimbursements on claims with pre-SB 863 dates of service. The

9 Martinez v. Terrazas (2013) 78 Cal. Comp. Cases 444.
10 The regulation would be repealed January 1, 2014 unless extended by the Administrative Director.

Preliminary Estimate of California Workers’ Compensation System-Wide Costs for Surgical Instrumentation Pass-Through
Payments for Back Surgeries, CWCI, June 2012.
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results are shown in Table 3. As shown, the average reimbursement to ASCs in 2013 is 26% lower than
the average reimbursement on services provided prior to the implementation of SB 863.

Table 3: ASC Facility Fee Results
Based on WCIRB MDC Data
Date of Number of Average Paid
Service Episodes Total Paid per Episode
Pre-1/1/2013 11,435 $37,628,741 $3,291
Post-1/1/2013 5,497 $13,430,373 $2,443
Change -26%

E. Independent Medical Review (IMR)

SB 863 created a new IMR process for handling medical treatment disputes. IMR became effective on
January 1, 2013 for new injuries and on July 1, 2013 for all injuries regardless of accident date. The
WCIRB'’s prospective evaluation of the cost impact of IMR was segregated into several components,
including savings attributable to lien costs, medical-legal reports, expedited hearings, temporary disability
duration, and litigation costs. In total, the WCIRB estimated these IMR components would result in a 2.1%
reduction in system costs. IMR also has the potential to significantly affect medical treatment costs.
However, given the uncertainty as to how IMR will impact medical treatment, the WCIRB did not
prospectively estimate the impact of IMR on medical treatment costs."?

Early information on the number of IMRs requested and results of IMR decisions through September
2013 are available from the DWC through the IMR vendor. This information is summarized in Table 4. As
shown, a relatively small number of IMRs were filed during the first half of 2013. However, once IMR
became effective for all injuries regardless of the accident date starting on July 1, 2013, IMR requests
have increased significantly. If the higher volume of August and September IMR requests are indicative of
filing rates for subsequent months, the number of IMRs requested per year would be over three times
greater than that projected in the WCIRB's prospective cost estimate, potentially eliminating any savings
in administrative costs due to IMR and also potentially negatively impacting medical treatment costs.™
Based on DWC information on early IMR decisions, approximately 75% of decisions have upheld the
initial utilization review determination. The WCIRB will continue to monitor IMR filing and decision activity
as more information becomes available.

Table 4: IMR Filings in 2013
Months IMRs Filed
January to June 870
July 4,410
August 15,731
September 14,990

As discussed above, IMR has the potential to significantly affect medical treatment costs. As discussed in
the SB 863 Cost Monitoring Plan (Attachment A), the WCIRB will retrospectively monitor changes in
overall medical cost levels based on accident year paid medical severities from WCIRB quarterly
aggregate financial data calls. Table 5 shows paid medical per indemnity claim severities through the first
six months of 2013 compared to that for 2012. As shown, this preliminary estimate of 2013 severities
shows paid medical per indemnity claim fairly consistent with the prior year.

12 The CDI's decision on the January 1, 2013 Pure Premium Rate Filing reflected a 2.5% reduction in medical costs coming from
the impact of IMR on medical treatment.

The WCIRB prospectively estimated approximately 60,000 IMR requests to be filed per year when SB 863 IMR process is fully in
effect.
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Table 5: Paid Medical Loss
per Indemnity Claim

Accident Year At 6 Months
2012 $2,088
2013 $2,102

Change +0.7%

F. Medical Provider Networks (MPNSs)

SB 863 made changes to MPNSs to provide that reports prepared by a consulting or attending physician
chosen by the injured worker and outside the MPN should not be the sole basis of compensation. In
addition, SB 863 provided that the employer is not liable for treatment or the consequences of treatment
obtained outside a valid MPN. The WCIRB's prospective evaluation estimated these changes to MPNs
would reduce total costs by 1%, which included savings to PD costs, temporary disability costs, and
medical costs.

As discussed in Attachment A, the WCIRB will retrospectively monitor the utilization of MPNs before and
after the SB 863 changes to assess whether any changes in the utilization of networks has occurred.
Exhibit 11 shows the percentage of visits and medical payments during the first six months made to
MPNs through 2013 based on CWCI medical transaction data compared to the proportion of first year
visits and payments for prior years. As shown, preliminary network penetration for 2013 appears to follow
a fairly consistent pattern with that of the prior years.

G. Independent Bill Review (IBR)

SB 863 created a new process of IBR to handle bill payment disputes, effective on medical services
provided on or after January 1, 2013. Specifically, for disputes not resolved after the employer’s second
review, the provider may request an IBR within 30 days of the second review or the bill will be deemed
satisfied. The WCIRB did not include a prospective cost estimate for IBR in its SB 863 evaluation
inasmuch as, at the time, there were a number of outstanding issues related to the IBR process that
needed to be resolved through regulation.

Early information on the number of IBRs requested and results of IBR decisions through the third quarter
of 2013 are available from the DWC through the IBR vendor. This information is summarized on Exhibit
12. As shown, after a ramp up at the start of the year, IBR requests have been fairly consistent by month.
Based on early IBR decisions in 2013, approximately 60% of the decisions have favored the provider,
while the median decision amount of $111 is significantly less than the $335 IBR filing fee. The WCIRB
will continue to monitor IBR filing and decision activity as more information becomes available.

H. Other System Components

In addition to the areas discussed above, the monitoring plan in Attachment A includes a number of other
system components that will likely be affected by SB 863 for which data is not yet available. The WCIRB
will continue to monitor post-SB 863 costs and provide updates on the items identified as well as any
other affected components as more information becomes available. In particular, future WCIRB SB 863
cost monitoring reports will assess the impact, based on post-January 1, 2014 emerging costs, of the
recent amendments by the Division of Workers’ Compensation to the physician fee schedule to change to
a resource-based relative value scale (RBRVS).
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Exhibit 1

California Workers’ Compensation
Estimated Indemnity Claim Frequency by Accident Year
As of June 30, 2013
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' The 2010-2011 estimate is based on partial year unit statistical data. The 2011-2012 and 2012-2013 estimates
are based on comparison of claim counts based on WCIRB accident year experience as of June 30, 2013

relative to the estimated change in statewide employment.
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Region**

Bay Area

Central Coast/Valley

Los Angeles County
Remainder of LA Basin
Remaining CA Zip Codes
Sacramento

San Deigo County

Total

Type

Interpreter
Medical
Medical-Legal
Other

Total

Liens Filed Counts*

Counts by Region

Exhibit 2

* Lien Counts exclude SDI/EDD Liens
** Regions reflect the following WCAB Office mapping: Bay Area - Oakland, San Jose, San Francisco; Central
Coast/Valley - Bakersfield, Fresno, Goleta, Grover Beach, Salinas, Stockton; Los Angeles County - Long
Beach, Los Angeles, Marina Del Rey, Pomona, Van Nuys; Remainder of LA Basin - Anaheim, Oxnard,

Riverside, San Bernardino, Santa Ana; Remaining CA Zip Codes - Eureka, Redding, Santa Rosa; Sacramento
- Sacramento; San Diego County - San Diego

Source: EAMS Liens Data
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Calendar Year 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter 1st Quarter 2nd Quarter  3rd Quarter
2011 2012 2012 2012 2012 2013 2013 2013
18,723 5,492 5,467 6,437 10,397 1,267 1,464 1,618
24,414 7,248 8,974 15,298 25,757 2,279 1,616 1,834
283,774 97,246 122,047 207,673 342,627 47,285 19,157 26,158
114,554 38,038 44,074 85,157 123,137 17,215 7,006 9,966
2,535 903 1,106 700 1,127 232 212 247
3,934 1,248 1,323 1,407 1,557 272 346 444
15,922 4,943 4,994 6,622 8,527 1,315 688 993
463,856 155,118 187,985 323,294 513,129 69,865 30,489 41,260
Counts by Type
Calendar Year 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter 1st Quarter 2nd Quarter  3rd Quarter
2011 2012 2012 2012 2012 2013 2013 2013
28,721 12,937 17,162 46,095 47,427 2,303 831 484
292,982 85,152 106,336 182,474 317,241 45,798 22,480 32,356
39,569 22,931 37,440 64,912 80,916 11,530 587 653
102,584 34,098 27,047 29,813 67,545 10,234 6,591 7,767
463,856 155,118 187,985 323,294 513,129 69,865 30,489 41,260



Exhibit 3
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Exhibit 4
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Exhibit 11

MPN Utilization Based on CWCI ICIS Data

Percentage of Percentage of
First Year Visits to First Year Payments
Accident Network Providers to Network Providers
Year Total % Change Total % Change
2005 68.0% - 56.9%
2006 70.5% 3.7% 59.6% 4.7%
2007 72.3% 2.6% 61.7% 3.5%
2008 75.2% 4.0% 64.4% 4.4%
2009 76.9% 2.3% 66.8% 3.7%
2010 80.0% 4.0% 70.3% 5.2%
2011 81.4% 1.7% 72.0% 2.4%
2012* 82.4% 1.2% 74.2% 3.1%
2013* 82.1% -0.4% 76.7% 3.4%

*Preliminary: AY 2012 includes claims through June 2012. AY
2013 includes claims through March 2013.

Workers' Compensation Insurance Rating Bureau of California®



Exhibit 12

Independent Bill Review Results

Counts of IBRs

Number of
IBRs

Month Requested
Jan-13 0
Feb-13 1
Mar-13 4
Apr-13 29
May-13 67
Jun-13 95
Jul-13 113
Aug-13 113
Sep-13 126

Median IBR Decision Amounts

All Reversed

Median Amount Decisions  Decisions
Disputed Amount 218 262
Decision Amount 111
Decision + Filing Fee 446

Source: 50 IBR Decisions from the DWC
(30 of 50 are Reversed Decisions)

Workers' Compensation Insurance Rating Bureau of California®
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Attachment A

Notice

The Senate Bill No. 863 WCIRB Cost Monitoring Plan was developed by the Workers’ Compensation Insurance
Rating Bureau of California (WCIRB) for the convenience of its users. The WCIRB has made reasonable efforts
to ensure the accuracy of this Plan. You must make an independent assessment regarding the use of this Plan
based upon your particular facts and circumstances.

WCIRB California

525 Market Street, Suite 800
San Francisco, CA 94105-2767
Tel 415.777.0777

Fax 415.778.7007

wcirb@wecirb.com
www.wcirb.com

© 2013 Workers’ Compensation Insurance Rating Bureau of California. All rights reserved.

No part of this work may be reproduced or transmitted in any form or by any means, electronic or mechanical, including, without
limitation, photocopying and recording, or by any information storage or retrieval system without the prior written permission of the
Workers’ Compensation Insurance Rating Bureau of California (WCIRB), unless such copying is expressly permitted in this
copyright notice or by federal copyright law.

Each WCIRB member company, including any registered third party entities, (Company) are authorized to reproduce any part of this
work solely for the following purposes in connection with the transaction of workers’ compensation insurance: (1) as necessary in
connection with Company'’s required filings with the California Department of Insurance; (2) to incorporate portions of this work, as
necessary, into Company manuals distributed at no charge only to Company employees; and (3) to the extent reasonably necessary
for the training of Company personnel. Each Company and all agents and brokers licensed to transact workers’ compensation
insurance in the state of California are authorized to physically reproduce any part of this work for issuance to a prospective or
current policyholder upon request at no charge solely for the purpose of transacting workers’ compensation insurance and for no
other purpose. This reproduction right does not include the right to make any part of this work available on any Web site or through
any computer or electronic means for any purpose.

Workers' Compensation Insurance Rating Bureau of California, WCIRB, WCIRB California, WCIRB Online, X-Mod Direct and the
WCIRB California logo (WCIRB Marks) are registered trademarks or service marks of the WCIRB. WCIRB Marks may not be
displayed or used in any manner without the WCIRB's prior written permission. Any permitted copying of this work must maintain
any and all trademarks and/or service marks on all copies.

To seek permission to use any of the WCIRB Marks or any copyrighted material, please contact the Workers’ Compensation
Insurance Rating Bureau of California, 525 Market Street, Suite 800, San Francisco, California 94105-2767.




Attachment A

WCIRB SB 863 Cost Monitoring Plan Released: March 27, 2013

I. Background

Senate Bill No. 863 (SB 863) was passed by the Legislature on August 31, 2012 and signed by the
Governor on September 18, 2012. SB 863 increases benefits effective January 1, 2013 and January 1,
2014 and provides for a number of structural changes to the California workers’ compensation benefit
delivery system.

Following the enactment of SB 863, the WCIRB reviewed the impact of SB 863 on the cost of losses and
loss adjustment expenses (LAE) underlying 2013 advisory pure premium rates. The WCIRB's evaluations
included a cost estimate for SB 863 amendments to permanent disability (PD) minimum and maximum
weekly benefit levels; the burial allowance; supplemental job displacement benefits; the adjustments to
the PD rating corresponding to future earning capacity (FEC); PD impairment “add-ons” for psychiatric
impairment, sleep disorder or sexual dysfunction; the three-tiered system of PD weekly benefits based on
return-to-work status; liens; reimbursements for spinal implant hardware; fee schedule values for
ambulatory surgical centers (ASCs); the process for resolving medical treatment disputes through
independent medical review (IMR); and provisions related to services provided outside a valid medical
provider network (MPN). Attachment 1 is the WCIRB’s most current prospective evaluation of SB 863,
which was released on October 12, 2012. The WCIRB estimated that, in total, SB 863 will reduce the cost
of losses and loss adjustment expenses on 2013 policies by 4.4%."

Additionally, SB 863 included amendments which the WCIRB was not able to evaluate at the time. These
include provisions related to MPN procedures and processes; independent bill review (IBR); IMR as it
relates to medical treatment; fee schedules for interpreters, home health services and copy services;
conversion of the California Official Medical Fee Schedule (OMFS) to a Resource Based Relative Value
Scale (RBRVS) basis; and the proposed return-to-work program for the purpose of making supplemental
payments to workers whose PD benefits are disproportionately low in comparison to their earnings loss;
and PD advances.

The WCIRB's estimate of the impact of SB 863 on 2013 policies was reflected in its amended January 1,
2013 Pure Premium Rate Filing. Further, the January 1, 2013 advisory pure premium rates approved by
the Insurance Commissioner reflected estimated savings of approximately 5.8% due to the impact of SB
863 on 2013 policies.?

These estimates of the cost impact of SB 863 on 2013 policies were in part based on judgmental
assumptions that may or may not materialize. In addition, a number of SB 863 provisions that could not
be evaluated at the time may ultimately have a significant impact on costs. As a result, the WCIRB plans
to closely monitor post-SB 863 costs as they emerge and propose further adjustments to advisory pure
premium rates as appropriate based on those emerging costs. Accordingly, the WCIRB has developed
this SB 863 Cost Monitoring Plan that details the process by which the WCIRB will monitor and quantify
emerging post-SB 863 costs.

! In total, the WCIRB estimated that by the 2014 injury year, the quantifiable provisions of SB 863 will decrease total system costs
by 2.7%, or $0.5 billion, annually.

Department of Insurance Decision and Order on File Number REG-2012-00016, issued on November 30, 2012.
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Released: March 27, 2013

Il. Summary of Cost Monitoring Plan Schedule

Shown below is a summary of the cost components detailed in this Plan to be measured and the
timeframe by which they will initially be measured.® Table 1 shows the schedule for cost components
related to indemnity benefit changes (see Section IV of the Plan) and Table 2 shows the schedule for cost
components related to the medical benefit delivery system (see Section V of the Plan).

Table 1. Changes to Indemnity Benefit Levels

Cost Component

Initial Valuation to
be Published By

A. Minimum and Maximum PD Benefits
Change in Average Incurred PD Benefits

Third Quarter 2014

B. Supplemental Job Displacement Benefits
Change in Vocational Rehabilitation-Related Costs
Change in Supplemental Job Displacement Benefits

Third Quarter 2014
Fourth Quarter 2015

C. PD Ratings
Change in Average PD Rating Due to SB 863 Changes Related to FEC
Change in Average PD Rating Based on Unit Statistical Data
Change in Average PD Rating Based on DEU Data

Third Quarter 2014
Third Quarter 2014
Third Quarter 2014

D. PD Add-ons
Impact of PD Add-ons on PD Ratings

Third Quarter 2014

E. Three-Tiered Weekly PD Benefits
Frequency of Return-to-Work Offers

Fourth Quarter 2015

F. Indemnity Claim Frequency
Accident Year Indemnity Claim Frequency Changes
Indemnity Claim Frequency Changes by Wage Level Interval

Third Quarter 2013
Third Quarter 2014

G. DIR Return-to-Work Program

TBD

3 Valuations to be published in the third and fourth quarter of a particular year are anticipated to be available for consideration in the

annual WCIRB advisory pure premium rate filing proposed to be effective the subsequent January 1.
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Table 2: Changes to Medical Benefit Delivery System

Cost Component

Initial Valuation to
be Published By

A. Liens
The Number of Lien Filings and Lien Activations Fourth Quarter 2013
Average Lien Costs Fourth Quarter 2013
Petitions for Costs Fourth Quarter 2013
B. Surgical Implant Hardware
Change in Spinal Implant Hardware Costs Fourth Quarter 2013
C. Ambulatory Surgical Centers
Change in the Cost of Ambulatory Surgical Center Facility Fees Fourth Quarter 2013
Change in the Cost of Hospital Outpatient Services Fourth Quarter 2013
D. Independent Medical Review
Liens Related to Medical Treatment Disputes Fourth Quarter 2014
Changes in the Number of Expedited Hearings Third Quarter 2014
Frequency and Cost of IMRs Fo_urth Quarter 2013
Change in the Duration of TD Third Quarter 2014
Change in the Cost of Medical-legal Fourth Quarter 2014
Paid ALAE per Indemnity Claim Third Quarter 2014
Paid ULAE per Indemnity Claim Third Quarter 2014
Changes in Litigation Fqurth Quarter 2014
Paid Cost of Medical Cost Containment Programs Third Quarter 2014
Utilization Review Costs Th!rd Quarter 2014
Changes in Medical Treatment Patterns Third Quarter 2014
Paid Medical per Indemnity Claim Third Quarter 2013
E. Medical Provider Networks
Percentage of Medical Treatment Provided within MPNs FO}thh Quarter 2013
Cost Differentials Related to MPNs Third Quarter 2014
F. Independent Bill Review
Frequency and Cost of IBRs Fourth Quarter 2013
G. Conversion of the OMFS to RBRVS Basis
Average Physician Payment per Procedure TBD
H. New Fee Schedules
TBD

Average Medical Payment per Affected Procedure

3
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lll. Plan Objective

The principal objective of this Plan is to detail the WCIRB's anticipated process to monitor the cost effects
of the provisions of SB 863 as implemented as those cost effects emerge in loss and loss adjustment
expense experience. Specifically, the Plan will include the following:

1
2
3.
4

The cost components to be measured;
The data elements needed to measure these cost components;
The general methodology used to measure these cost components; and

The scheduled timeframe by which each of the cost components will be measured.

4
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WCIRB SB 863 Cost Monitoring Plan Released: March 27, 2013

IV. SB 863 Cost Monitoring Plan — Changes to Indemnity Benefits

A. Minimum and Maximum PD Benefits

SB 863 amended Labor Code Section 4453 to provide for increases in the minimum and maximum
weekly PD benefits for workers with injuries occurring on or after January 1, 2013, with an additional
increase to maximum weekly PD benefits for injuries occurring on or after January 1, 2014.

The WCIRB's prospective evaluation of the estimated cost impact of the SB 863 changes in the minimum
and maximum weekly PD benefits was based on information from approximately 200,000 lost-time claims
that occurred on policies incepting in 2008 and 2009 and were reported to the WCIRB in accordance with
the requirements of the California Workers’ Compensation Uniform Statistical Reporting Plan—1995
(USRP). (Certain information on death claims, vocational rehabilitation, and supplemental job
displacement benefits was based on survey information.) Injured worker wage information on these
claims was adjusted to reflect the level of wages anticipated for 2013 and 2014 injuries, based on wage
level growth estimates using wage information published by the UCLA Anderson School of Management
Business.

The changes in PD minimums and maximums were evaluated in conjunction with SB 863 changes in PD
ratings, the death benefit burial allowance” and the supplemental job displacement benefit. The incurred
cost of each of the approximately 200,000 lost-time claims was restated at the 2013 cost level after
reflecting the changes to (a) weekly PD benefit maximums and minimums, (b) the burial allowance, (c)
the supplemental job displacement benefit, and (d) the changes in PD ratings. The restated cost of these
claims was then compared to the estimated cost of these claims under the current schedule of benefits.
This process was repeated for injuries occurring in 2014 to estimate the cost impact of the SB 863
amendments to the weekly PD benefit maximums effective for injuries occurring in 2014.

The WCIRB will retrospectively measure the impact of the SB 863 changes to weekly minimum and
maximum PD benefits based on unit statistical reports on 2013 and 2014 accident year claims.
Specifically, based on the reported weekly wage and PD rating for each claim, the PD benefits can be
restated at the pre-SB 863 statutory benefit level and compared to the incurred cost under SB 863.

Cost Components to be Measured and Schedule for Valuation

1. Change in Accident Year Average Incurred PD Benefits

a. Data Elements — PD rating and weekly wage for each PD claim reported on WCIRB unit
statistical reports.

b. General Methodology — An estimate of the changes in accident year incurred PD benefit
costs due to the SB 863 changes in PD minimum and maximum weekly benefits can be
computed by comparing (1) the incurred PD benefit derived based on the reported PD rating,
the weekly wage and the SB 863 statutory benefit level with (2) the incurred PD benefit
derived based on the pre-SB 863 schedule of minimum and maximum weekly benefits. The
initial computation can be made based on the first unit statistical reports of 2013 injuries on
2012 policies and repeated for later accident periods.

c. Schedule — The initial valuation based on the first report of 2013 injuries on 2012 policies
can be made on a preliminary basis by the third quarter of 2014. The analysis can be
updated regularly as more mature information becomes available.

4 SB 863 increased the death burial allowance from $5,000 to $10,000 effective on injuries occurring on or after January 1, 2013.
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B. Supplemental Job Displacement Benefits

SB 863 added Labor Code Section 4658.7 which provided that a supplemental job displacement benefit
of up to $6,000 shall be offered to an injured worker who has not received a qualified return-to-work offer.
SB 863 also modified the basis upon which the supplemental job displacement benefit is paid and the
types of expenses that are reimbursed. For example, Labor Code Section 4658.7 provides that up to
$1,000 of the benefit can be used for computer equipment and up to $500 can be used for miscellaneous
expenses without requiring documentation. These changes are effective on injuries occurring on or after
January 1, 2013.

The WCIRB's evaluation of the estimated cost impact of the SB 863 changes to the amount of the
supplemental job displacement benefit was computed in conjunction with the change in minimum and
maximum weekly PD benefits and was based on information from approximately 200,000 lost-time claims
that occurred on policies incepting in 2008 and 2009. The WCIRB could not prospectively estimate the
impact of the SB 863 provisions related to the basis upon which the supplemental job displacement
benefit is paid and the types of expenses that will now be reimbursed.

The WCIRB will retrospectively measure the impact of the SB 863 changes to the supplemental job
displacement benefit based on the calendar year paid vocational rehabilitation-related benefits that are
reported on the WCIRB’s annual call for indemnity and medical costs and the paid amount of
supplemental job displacement benefits collected annually through the WCIRB PD Claim Survey.
(Attachment 2 is a copy of the WCIRB PD Claim Survey issued in 2012.) Specifically, the impact of the
SB 863 changes can be measured by comparing the average cost of paid supplemental job displacement
benefits on injuries occurring in 2013 and later with those occurring prior to when SB 863 became
effective.

Cost Components to be Measured and Schedule for Valuation

1. Change in Calendar Year Payments for Vocational Rehabilitation-Related Benefits

a. Data Elements — Cost of vocational rehabilitation-related benefits paid in each calendar year
from the WCIRB’s annual call for calendar year indemnity and medical costs.

b. General Methodology — An estimate of the changes in vocational rehabilitation-related
benefits paid in calendar year 2013 will be made by comparing those benefit payments to
those paid in prior calendar years.

c. Schedule — Aggregate payments made in a calendar year segregated into indemnity and
medical components is collected in the second quarter of the following year. As a result, the
initial estimate of the SB 863 changes in the supplemental job displacement benefits can be
made on a preliminary basis during the third quarter of 2014. The analysis can be updated
regularly as more mature information becomes available.

2. Change in Accident Year Average Supplemental Job Displacement Benefits Paid

a. Data Elements — Cost of supplemental job displacement benefits paid on each claim
reported on the WCIRB PD Claim Survey.

b. General Methodology — An estimate of the changes in accident year average supplemental
job displacement benefits paid on 2013 and later injuries will be made by comparing the
average cost of those benefits paid on claims reported on the PD Claim Survey to the
average cost of supplemental job displacement benefits paid on pre-SB 863 injuries. The
initial computation can be made based on claims reported on the PD Claim Survey on 2013
injuries relative to those on 2012 and prior injuries. This analysis can be updated at later
survey report levels and for subsequent accident years.

6
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c. Schedule — In the PD Claim Survey, accident year claims are initially valued, on average, at
28 months. One year later, open claims are resurveyed with an evaluation at 40 months. The
initial retrospective estimate of the SB 863 changes in the supplemental job displacement
benefits on 2013 injuries can be made on a preliminary basis during the fourth quarter of
2015. The analysis can be updated regularly as more mature information becomes available.

C. Changes in Permanent Disability Ratings

SB 863 added Labor Code Section 4660.1 to provide that the PD impairment produced in accordance
with American Medical Association (AMA) Guides will not be modified for FEC as in the 2005 Permanent
Disability Rating Schedule (PDRS). Instead, SB 863 provided that a uniform adjustment factor of 1.4 will
be applied to the whole person impairment determined pursuant to the AMA Guides.” Additionally, by
eliminating the application of the FEC factor, SB 863 in effect eliminates the impact of PD adjustments
made in accordance with the 2009 WCAB decision in Ogilvie v. City and County of San Francisco.®
These changes to the PD rating process were effective on injuries occurring on or after January 1, 2013.

The WCIRB's prospective evaluation of the direct impact of the changes to PD ratings based on Labor
Code Section 4660.1 was based on a WCIRB analysis of approximately 20,000 claims available from the
Disability Evaluation Unit (DEU) database that had PD ratings computed by the DEU between June of
2011 and March of 2012. Using the DEU database, the estimated change in average rating by
percentage of PD rating point was determined and the rating for each claim in the WCIRB database of
approximately 200,000 lost-time claims previously discussed was adjusted accordingly. Using this
information, the incurred cost of each of these claims at the 2013 cost level was restated and compared
to the estimated cost of these claims based on their current PD ratings.

As noted in the WCIRB's evaluation of SB 863, there is no information segregating the impact of an
Odilvie adjustment to PD from that of an Almaraz v. Environmental Recovery Services/Guzman v. Milpitas
Unified School District (Almaraz/Guzman) adjustment or other factors impacting the final PD rating. The
WCIRB's prospective evaluation of the elimination of the impact of the Ogilvie decision on PD ratings
reflected a judgmental percentage of the WCIRB’s estimate of the combined impact of the
Almaraz/Guzman and Ogilvie decisions on PD benefit costs.’

The WCIRB will retrospectively measure the impact of the SB 863 changes to the PD rating process
based on updated DEU data on PD ratings issued on 2013 and later injuries. Using this information, the
WCIRB will be able to re-compute the actual DEU PD rating under the pre-SB 863 process. Additionally,
to measure the impact of the provisions related to Ogilvie and as well as other issues impacting the PD
rating, the WCIRB will also monitor the change in the average PD ratings beginning with 2013 injuries
based on the PD ratings reported on unit statistical reports. Finally, although Ogilvie adjustments are
typically not reflected in the DEU database, the WCIRB will review DEU data on post-SB 863 PD ratings
to assess whether the elimination of Odilvie as well as other SB 863 provisions may have an indirect
impact on PD ratings (e.g., an increase in Almaraz/Guzman adjustments).

Cost Components to be Measured and Schedule for Valuation

1. Change in Accident Year Average PD Rating Due to SB 863 Changes Related to FEC

> Prior to SB 863, the FEC factor ranged from 1.1 to 1.4, depending on the injury.
6 Ogilvie allowed for the PD rating on a claim to be adjusted based on a finding that the FEC component of the PD rating did not
appropriately describe the loss of future earning capacity.

The WCIRB judgmentally estimated that 20% of the combined estimated impact of the Almaraz/Guzman and Ogilvie decisions on
PD benefits and 33% of the combined impact on allocated loss adjustment expenses would be eliminated by the SB 863 provisions
that eliminate the FEC adjustments.
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Data Elements — The PD rating and other related descriptive information, such as disability
category and impairment rating, are available from the DEU database on a relatively
contemporaneous basis.

General Methodology — The rating on each claim rated by the DEU on 2013 injuries can be
compared to the average rating re-computed using the pre-SB 863 process. The average PD
rating over all DEU claims under both approaches can then be compared.

Schedule — DEU data on PD ratings is available on a relatively contemporaneous basis.
However, given the PD claim process, PD ratings on 2013 injuries will not become available
in significant volumes until 2014. An initial preliminary evaluation of ratings on 2013 injuries
can be completed in the third quarter of 2014. The analysis can be updated regularly as more
mature information becomes available.

2. Change in Statewide Average PD Rating Based On Unit Statistical Data

a.

Data Elements — The PD rating is reported on unit statistical reports.

General Methodology — The average PD rating on 2013 injuries reported on 2012 policy
year unit statistical reports can be computed in 2014 and compared to the average PD rating
on similarly aged pre-SB 863 claims. This annual change should be compared to the average
annual change in PD rating during the pre-SB 863 period. The process will be repeated for
later evaluations and later accident years.

Schedule — Unit statistical reports are initially valued at 18 months and submitted 20 months
from policy inception. Subsequent reports at annual increments are required on all open
claims. First reports of accident year 2013 claims on 2012 policies can be preliminarily
summarized in the third quarter of 2014. Updates can be made on a regular basis using more
mature information and later accident years.

3. Change in Statewide Average PD Rating Based On DEU Data

a.

Data Elements — The PD rating and other related descriptive information, such as disability
category and impairment rating, are available from the DEU database on a relatively
contemporaneous basis.

General Methodology — Based on DEU data, the final PD rating and whether an
Almaraz/Guzman adjustment was applied can be determined for each claim rated by the
DEU on 2013 injuries. These results can then be compared to the analogous results in the
pre-SB 863 environment to assess the potential SB 863 impact.

Schedule — DEU data on PD ratings is available on a relatively contemporaneous basis.
However, given the PD claim process, ratings on 2013 injuries will not become available in
significant volumes until 2014. An initial preliminary evaluation of ratings on 2013 injuries can
be completed in the third quarter of 2014. Updates can be made on a regular basis using
more mature information and later accident years.

D. PD Add-ons

SB 863 amendments to Labor Code Section 4660.1 eliminated increases in impairment ratings for sleep
disorder, sexual dysfunction or psychiatric impairment arising out of a compensable physical injury.
However, psychiatric add-ons to permanent disability impairments are allowed for catastrophic injuries or
if the injury was the result of a violent act. These changes are effective on injuries occurring on or after
January 1, 2013.

8
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The WCIRB's prospective evaluation of the SB 863 elimination of PD add-ons was based on the WCIRB
analysis of approximately 20,000 claims available from the DEU database that had PD ratings computed
by the DEU between June of 2011 and March of 2012. Using the DEU database, the rating on each claim
that had a PD add-on for sleep disorder, sexual dysfunction or psychiatric impairment was re-computed
excluding the effect of the add-ons. The DEU database of ratings did not, however, allow for the
identification of claims with psychiatric add-ons associated with catastrophic injuries or injuries arising
from violent acts. As a result, the WCIRB approximated the percentage of permanent disability add-ons
that will not be eliminated for catastrophic injuries or injuries resulting from a violent act based on the
underlying injury characteristics of reported permanent disability claims from WCIRB unit statistical data.
Based on these re-computations, the impact on average PD rating was determined and the PD rating for
each claim in the WCIRB database previously discussed was adjusted accordingly.

The WCIRB will retrospectively measure the impact of the SB 863 changes related to PD add-ons based
on updated DEU data on PD ratings issued on 2013 and later injuries. Using this information, the WCIRB
will assess the impact of the SB 863 changes by comparing the impact of the remaining add-ons for
psychiatric injuries, sleep disorder and sexual dysfunction on PD ratings with their impact on pre-2013
injuries. This database can also be used to identify any new types of add-ons that are emerging in the
post-SB 863 environment.

Cost Components to be Measured and Schedule for Valuation

1. Impact of PD Add-ons on PD Ratings

a. Data Elements — The PD rating, coding for impairment add-ons and other related descriptive
information, such as disability category and impairment rating, are available from the DEU
database on a relatively contemporaneous basis.

b. General Methodology — The volume and average impact of add-ons for psychiatric injuries,
sleep disorder and sexual dysfunction on PD ratings can be determined from the DEU
database of PD rating information on 2013 injuries. These measures can be compared to the
analogous measures from DEU data on similarly-aged claims from pre-2013 injuries. In
addition, the DEU database can be reviewed to assess if there is significant growth in new
types of add-ons in the post-SB 863 environment.

c. Schedule — DEU data on PD ratings is available on a relatively contemporaneous basis.
However, given the PD claim process, PD ratings on 2013 injuries will not become available
in significant volumes until 2014. An initial preliminary evaluation of ratings on 2013 injuries
can be completed in the third quarter of 2014. The analysis can be updated regularly as more
mature information becomes available.

E. Three-Tiered Weekly PD Benefits

SB 863 amendments to Labor Code Section 4658 repealed the provision for a 15% increase or decrease
in weekly PD benefits depending on whether the employer provides a qualified return-to-work offer to an
injured worker. These changes are effective on injuries occurring on or after January 1, 2013.

The WCIRB's prospective evaluation of the SB 863 amendments to Labor Code Section 4658 was based
on the WCIRB’s PD Claim Survey which collects information on the proportion of weekly PD benefits paid
at each of the three tiers.
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Since the three tiers of weekly PD benefits are being eliminated by SB 863, the WCIRB is unable to
directly measure the post-SB 863 PD benefits that would have been paid at different tiers if not for the
enactment of SB 863. However, the WCIRB PD Claim Survey does collect information as to whether a
qualified return-to-work offer was made by the employer. The proportion of survey claims on which a
qualified return-to-work offer was made for accident year 2013 injuries can be compared to the proportion
on pre-SB 863 injuries to assess whether the elimination of the three-tiered system has impacted the
frequency of return-to-work offers.

Cost Components to be Measured and Schedule for Valuation

1. Frequency of Return-to-Work Offers

a. Data Elements — The number and proportion of claims reported on the PD Claim Survey in
which there is a qualified return-to-work offer.

b. General Methodology — The proportion of PD claimants receiving a qualified return-to-work
offer can be estimated for 2013 injuries based on PD Claim Survey information received in
late 2015 and the proportion compared to that of similarly aged pre-2013 injury claims.

c. Schedule — In the PD Claim Survey, accident year claims are initially valued, on average, at
28 months. One year later, open claims are resurveyed with an evaluation at 40 months. The
initial retrospective estimate of the SB 863 changes on the frequency of return-to-work offers
on 2013 injuries can be made on a preliminary basis during the fourth quarter of 2015. The
analysis can be updated regularly as more mature information becomes available.

F. Indemnity Claim Frequency

SB 863 enacted increases to PD weekly minimums and maximums, changes to the process of
determining final PD ratings and other changes impacting indemnity benefits. The WCIRB’s prospective
evaluation of SB 863 included provisions for changes in indemnity claim frequency that have historically
accompanied changes in indemnity benefit levels. These provisions were based on a WCIRB
econometric analysis® of the effect of a number of economic, demographic and claims-related variables
on the frequency of indemnity claims. The study showed that changes in indemnity claim frequency are
related, in part, to indemnity benefit changes. Specifically, the model shows that for every 1% change in
average indemnity benefits, the frequency of indemnity claims changes by approximately 0.2%.°

Once post-SB 863 experience becomes available, the WCIRB can compare estimates of frequency
changes based on the WCIRB model to actual changes in indemnity claim frequency based on accident
year experience. Also, since benefit changes impact workers at different wage levels in different ways,
frequency changes by wage level intervals based on unit statistical data can also be reviewed.

Cost Components to be Measured and Schedule for Valuation

1. Accident Year Indemnity Claim Frequency Changes

a. Data Elements — WCIRB accident year indemnity claim counts from quarterly WCIRB
aggregate financial data calls.

8 Brooks, Ward, “California Workers Compensation Benefit Utilization — A Study of Changes in Indemnity Frequency and Severity in
Response to Changes in Statutory Workers Compensation Benefit Levels,” Proceedings of the Casualty Actuarial Society, Volume
LXXXVI, 1999, pp. 80-262.

® This utilization provision is assumed to apply to temporary disability and permanent partial disability claims but not to medical-only,
permanent total disability, death or vocational rehabilitation claims.
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b. General Methodology — The change in reported aggregate indemnity claims to exposure
from one accident year to another will be measured at quarterly evaluations and compared to
the changes forecast by the WCIRB frequency model and changes in recent pre-SB 863
accident years.

c. Schedule — The initial report for the frequency change by accident year can be made on a
preliminary basis shortly following the beginning of the accident year. The first preliminary
evaluation of the accident year 2013 frequency change based on six months of experience
can be made by the third quarter of 2013. Regular updates can be made on a quarterly basis.

2. Accident Year Indemnity Claim Frequency Changes by Wage Level Interval

a. Data Elements — Claim counts by type of injury, accident year and wage level from WCIRB
unit statistical reports.

b. General Methodology — Changes in accident year indemnity claim counts by wage intervals
will be estimated based on unit statistical data. Changes in claim counts at wage intervals
affected by the SB 863 benefit changes will be compared to changes at wage levels that
were unaffected.

c. Schedule — The first preliminary evaluation of changes in an accident year’s indemnity claim
counts by wage level interval can be made within one year from the end of the accident year.
The first preliminary evaluation of accident year 2013 changes can be made, based on a
comparison of 2013 accidents reported on 2012 policies to similarly valued earlier accident
years, by the third quarter of 2014. Updates can be made on a regular basis.

G. Department of Industrial Relations (DIR) Return-to-Work Program

SB 863 added Labor Code Section 139.48, which authorized the establishment of a return-to-work
program funded at $120 million annually from the non-General Funds of the Worker’'s Compensation
Administrative Revolving Fund for the purpose of making supplemental benefit payments to workers
whose PD benefits are disproportionately low in comparison to their earnings loss. Labor Code Section
139.48 also provides that determinations of the DIR shall be subject to review at the trial level at the
Workers’ Compensation Appeals Board (WCAB) upon the same grounds as petitions for reconsideration.

As noted in the WCIRB's prospective evaluation of SB 863, this provision, once adopted through
regulation, will have a significant impact on employer costs as reflected in direct employer assessments.
However, those assessments do not directly affect the costs underlying pure premium rates. As a result,
the WCIRB did not include any cost assessment of this provision in its prospective evaluation. Also, while
it is possible that administration of this new program may have an impact on LAE costs, the WCIRB noted
that it was premature to assess the cost impact of this program until such time as the program has been
developed.

Once the regulations are developed and, in particular, the potential impact of the new program on LAE
costs are better understood, the WCIRB will augment its monitoring program to retrospectively assess the
impact of the new program on costs.
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V. SB 863 Cost Monitoring Plan — Changes to Medical Benefit Delivery System
A. Liens

SB 863 included a number of provisions related to liens. Section 4903.05 was added to the Labor Code to
provide that every lien claimant is required to file its lien with the WCAB using an approved form and be
charged a filing fee of $150. In addition, amendments to Labor Code Section 4903.5 provided that no
liens may be filed more than three years from the date of service for liens filed before July 1, 2013 or 18
months from the date of service for liens filed on or after July 1, 2013.

The WCIRB's prospective evaluation of the impact of SB 863 on lien-related costs was based primarily on
information from a 2011 report10 published by the Commission on Health and Safety and Workers’
Compensation (CHSWC) that provided information on the volume of liens as well as lien characteristics
by size, type and maturity and the WCIRB'’s 2012 lien study that provided information on the frequency of
lien filings per PD claim as well as lien demand and settlement cost information. (Attachment 3 is a copy
of the WCIRB 2012 Lien Survey form.) Based on this information, the WCIRB estimated the number of
liens to be eliminated by SB 863 and the average settlement cost and loss adjustment expenses related
to those liens.

The WCIRB will retrospectively measure the impact of SB 863 on lien costs based on information from
the DWC on lien filings and activations in 2013 and beyond in addition to updated information on lien
costs from the WCIRB Lien Survey. Further, to assess concerns that some lien costs will be replaced by
“petitions for costs” filings — particularly in areas such as interpreter and copy service fees, the volume
and cost of petitions for costs filings will also be monitored through information from the WCIRB Lien
Survey.

Cost Components to be Measured and Schedule for Valuation

1. The Number of Lien Filings and Lien Activations

a. Data Elements — Counts of lien filings and lien activations based on DWC data from the
Electronic Adjudication Management System (EAMS).

b. General Methodology — An estimate of the changes in the number of lien filings in 2013 can
be made by comparing filings for the first half of 2013 with the comparable number of lien
filings made in the first half of 2012. The total number of active liens can be approximated by
the number of new lien filings in the first six months of 2013 with information on lien activations
from the DWC EAMS database.

c. Schedule — An initial preliminary evaluation based on the lien activity in the first six months of
2013 can be completed by the fourth quarter of 2013. The analysis can be updated regularly
based on later time periods.

2. Average Lien Costs

a. Data Elements — The average cost of lien demands and settlements by type of lien and lien
defense costs from WCIRB Lien Survey data.

b. General Methodology — The average demand and settlement cost by type of lien and lien
defense costs for liens filed and activated in the first six months of 2013 can be compared to
the comparable amounts for liens filed and activated in the pre-SB 863 period to estimate the
impact of SB 863.

19 iens Report, CHSWC, January 2011.
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c. Schedule — The WCIRB will issue its Lien Survey in the beginning of the third quarter of
2013 for information on liens filed and activated in the first half of 2013. The preliminary
analysis based on that information can be completed by the fourth quarter of 2013. The
analysis can be updated at regular intervals based on later time periods.

3. The Number and Cost of “Petitions for Costs”

a. Data Elements — The number and cost of settlements on “petitions for costs” from WCIRB
Lien Survey data.

b. General Methodology — The number, average demand and settlement cost for “petitions for
costs” by type for petitions filed in the first six months of 2013 can be determined to help
estimate the impact of the SB 863 lien provisions.

c. Schedule — The WCIRB will issue its Lien Survey for information on liens filed and activated
and petitions for costs filed in the first half of 2013 in the beginning of the third quarter of
2013. The preliminary analysis based on that information can be completed by the fourth
quarter of 2013. The analysis can be updated at regular intervals based on later time periods.

B. Surgical Implant Hardware

SB 863 repealed Labor Code Section 5318, which provided for separate reimbursement for implantable
medical devices, hardware and instrumentation. These changes are effective on dates of service on or
after January 1, 2013. Additionally, SB 863 added Labor Code Section 5307.1(m), which requires that on
or before July 1, 2013 the Administrative Director adopt a regulation specifying an additional
reimbursement for certain diagnostic-related groups pertaining to spinal surgery to ensure that aggregate
reimbursement is sufficient to cover costs, including implantable hardware.™

The WCIRB's prospective evaluation of the provisions of SB 863 related to surgical implant hardware was
based on a California Workers’ Compensation Institute (CWCI) estimate of the cost of duplicate
reimbursements for spinal implant hardware in California workers’ compensation injuries.12

No adjustment was made to the WCIRB estimate to reflect potential future adjustments to the fee
schedule pursuant to Labor Code Section 5307.1(m).

The WCIRB will retrospectively measure the impact of the SB 863 changes related to spinal implant
hardware based on medical transaction records from WCIRB medical data call (MDC) or CWCI Industry
Claim Information System (ICIS) data by comparing the paid cost related to spinal implant hardware on
2013 and later dates of service with those on pre-SB 863 dates of service. The initial evaluation based on
dates of service in early 2013 can be completed in late 2013 with updates in subsequent periods based
on later dates of service.

Cost Components to be Measured and Schedule for Valuation

1. Change in Spinal Implant Hardware Costs

a. Data Elements — Paid amounts related to spinal implant hardware based on medical
transaction data from WCIRB and CWCI.

1 The regulation would be repealed January 1, 2014 unless extended by the Administrative Director.

Preliminary Estimate of California Workers Compensation System-Wide Costs for Surgical Instrumentation Pass-Through
Payments for Back Surgeries, CWCI, June 2012.
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b. General Methodology — An estimate of the changes in average reimbursements for spinal
implant hardware on 2013 and later dates of service can be made by comparing those costs
based on medical transaction data from the WCIRB and CWCI with the costs paid on pre-
2013 dates of service.

c. Schedule — The initial evaluation based on the dates of service in early 2013 can be
completed by the fourth quarter of 2013. The analysis can be updated regularly based on
later time periods.

C. Ambulatory Surgical Center Fees (ASC)

SB 863 amendments to Labor Code Section 5307.1(c) provide that the maximum facility fee for services
performed in ASC should not exceed 80% of the Medicare fee for the same service in a hospital
outpatient department. Currently, maximum ASC facility fees are set at 120% of the Medicare rate for
hospitals.

The amendments to Labor Code Section 5307.1(c) would have resulted in a one-third reduction in ASC
facility fee payments if it was assumed that the change in the maximum fee schedule allowance would
translate directly to ASC facility fee costs. However, many ASC fees are reimbursed under contract at
levels different from those contemplated in the fee schedule.

The WCIRB'’s prospective evaluation of the provisions of SB 863 related to ASC fees was based on a
RAND Corporation analysis that estimated the cost of ASC facility fee payments.13 The estimate also
reflected a judgmental reduction of 25% in ASC facility fees rather than the one-third indicated based on
the change in maximum fee schedule allowances inasmuch as review of WCIRB medical transaction data
indicated that prior to SB 863, a significant number of ASC facility fees were being reimbursed at contract
amounts that were well below the maximum allowed under the fee schedule.

The WCIRB will retrospectively measure the impact of the SB 863 changes related to ASC facility fees,
based on a sample of medical transaction records from the WCIRB or the CWCI, comparing the paid cost
related to ASC facility fees on 2013 and later dates of service to both the SB 863 fee schedule amounts
and the actual reimbursements on claims with pre-SB 863 dates of service. The initial evaluation based
on dates of services in early 2013 can be completed in late 2013 with updates in subsequent periods
based on later dates of service. The WCIRB will also monitor outpatient hospital costs to assess if there
has been any potential shift to outpatient hospital services with the new schedule for ASC facility fees.

Cost Components to be Measured and Schedule for Valuation

1. Change in the Cost of ASC Facility Fees

a. Data Elements — Paid amounts related to ASC facility fees based on medical transaction
data from WCIRB and CWCI.

b. General Methodology — An estimate of the changes in the cost of ASC facility fees for
2013 and later dates of service can be made by comparing those costs, based on a sample
of medical transaction data from the WCIRB or the CWCI, to both the SB 863 fee schedule
amounts and the actual average reimbursements on claims with pre-SB 863 dates of
service.

13 CHswC staff Estimates for Labor and Employer Discussions, CHSWC, November 2009.
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C. Schedule — The initial evaluation based on the dates of service in early 2013 can be
completed by the fourth quarter of 2013. The analysis can be updated regularly based on
later time periods.

2. Change in the Cost of Hospital Outpatient Services

a. Data Elements — Paid amounts related to outpatient fees based on medical transaction data
from WCIRB and CWCI.

b. General Methodology — An estimate of the changes in the cost of hospital outpatient fees for
2013 and later dates of service can be made by comparing those costs based on medical
transaction data from the WCIRB or the CWCI to outpatient costs during the pre-SB 863
period. If there is a significant shift in outpatient costs, the data can be analyzed by type of
diagnosis to assess whether this change may be due to a shift in services from ASC facilities
to outpatient hospital services.

c. Schedule — The initial evaluation based on the dates of service in early 2013 can be
completed by the fourth quarter of 2013. The analysis can be updated regularly based on
later time periods.

D. Independent Medical Review (IMR)

SB 863 added Labor Code Sections 139.5, 4610.5, and 4610.6 and amended Labor Code Sections 4061,
4062, 4062.2, 4610.1, and 4903 to provide for a newly-created process of IMR. The SB 863 provisions
related to IMR are effective on January 1, 2013 for injuries occurring on or after January 1, 2013 and on
July 1, 2013 for all injuries.

The WCIRB'’s prospective evaluation of the SB 863 provisions related to IMR was segregated into several
components. The WCIRB evaluated the impact of the IMR provisions on lien costs based on CHSWC
data on liens related to medical treatment and WCIRB data on medical treatment lien costs. The WCIRB
evaluated the impact of the SB 863 IMR changes related to Qualified Medical Evaluator (QME) reports
based on CHSWC data on the number of QME reports and WCIRB data on the cost of medical-legal
reports. The WCIRB evaluated the impact of the changes on the number of expedited hearings based on
CHSWC data on the number of expedited hearings and WCIRB survey information on the cost of
expedited hearings. The WCIRB evaluated the impact on temporary disability duration based on a
judgmentally assumed reduction in the post-2005 deterioration in temporary disability duration based on
WCIRB and CWCI data on temporary disability duration. Similarly, the estimated impact of the SB 863
IMR provisions on litigation costs was judgmentally estimated by assuming a percentage reduction in the
post-2005 deterioration of allocated loss adjustment expense (ALAE) costs per indemnity claim based on
WCIRB data.

The WCIRB'’s prospective evaluation of SB 863 noted that the SB 863 IMR provisions had the potential to
significantly affect medical treatment costs. However, given the uncertainty as to how often IMR will be
utilized, how often the IMR process will overturn utilization review decisions, and how the IMR process will
ultimately affect medical treatment practices, the WCIRB did not reflect a cost estimate for the impact of
IMR on medical treatment costs. The approved January 1, 2013 advisory pure premium rates did,
however, reflect a judgmental estimate of potential savings in medical treatment costs due to the SB 863
IMR provisions based on the savings that resulted in Texas following a series of reforms impacting
medical treatment.

The WCIRB will retrospectively measure the impact of the SB 863 IMR changes by analyzing post-
SB 863 experience related to a number of components impacted by the bill. These components include
liens related to medical treatment, expedited hearings, frequency and cost of IMRs, temporary disability
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duration, medical-legal reports, ALAE, unallocated loss adjustment expenses (ULAE), litigation, medical
cost containment program costs, utilization review costs, medical treatment levels, and average medical
severities. Since SB 863 provisions regarding IMR become effective for all injuries on or after July 1,
2013, the WCIRB's initial preliminary evaluation of most to these components based on services provided
in the second six months of 2013 will not occur until 2014. These preliminary evaluations can be updated
as appropriate based on later information.

Cost Components to be Measured and Schedule for Valuation

1.

Liens Related to Medical Treatment Disputes

a.

Data Elements — Liens filed on or after July 1, 2013 on medical treatment issues and their
cost based on WCIRB Lien Survey data.

General Methodology — To estimate the change in the number and cost of liens for medical
treatment issues, the WCIRB will compare the number and cost of liens on medical treatment
issues for services provided on or after July 1, 2013 based on WCIRB Lien Survey
information with those from prior periods. (See Section V-A.)

Schedule — The WCIRB will issue its Lien Survey for information on liens filed and activated
in the second six months of 2013 and the first six months of 2014 in the beginning of the third
quarter of 2014. The preliminary analysis based on that information can be completed by the
fourth quarter of 2014. The analysis can be updated at appropriate intervals based on later
time periods.

Changes in the Number of Expedited Hearings

a.

Data Elements — Counts of expedited hearings from DWC EAMS data.

General Methodology — Most expedited hearings relate to medical treatment disputes. The
number of expedited hearings in quarters subsequent to the July 1, 2013 effective date of the
application of the IMR provisions to all injuries from EAMS data can be compared to the totals
for prior periods when the IMR process was not in effect.

Schedule — DWC information on expedited hearings in the second six months of 2013 and
the first six months of 2014 will be available in the third quarter of 2014. The analysis can be
updated at appropriate intervals based on later time periods.

Frequency and Cost of IMR

a.

Data Elements — The number, cost, decisions and related information from the IMR records
provided to the DWC by the IMR vendor.

General Methodology — The number, cost and typical outcomes of IMRs subsequent to

SB 863 from DWC data on the individual IMR occurrences can be compared to similar
information on the expedited hearing process gathered in the pre-SB 863 environment in part
from a special WCIRB survey being issued in the first quarter of 2013.

Schedule — Quarterly DWC information on IMRs should be available shortly following the
end of the quarter. A preliminary summary of the IMR process in the first six months of 2013
as compared to similar information on expedited hearings in the pre-SB 863 period can be
made by the fourth quarter of 2013. The analysis can be updated regularly for subsequent
periods.

Changes in the Duration of Temporary Disability
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a.

Data Elements — ICIS transactional level data on the distribution of the duration of temporary
disability by type of injury and accident year.

General Methodology — The distribution of the duration of temporary disability benefits by
type of injury for 2013 and later injuries from ICIS data can be compared to the distributions
for comparably aged pre-SB 863 accident years.

Schedule — CW(CI anticipates collecting ICIS transactional data through year-end 2013 in
2014. As a result, preliminary estimates of any change in average temporary disability
duration can be made by the third quarter of 2014. The analysis can be updated for
subsequent periods.

5. Change in the Cost of Medical-Legal

a.

Data Elements — The number and average cost of medical-legal reports by physician
specialty is available from the WCIRB’s annual PD Claim Survey.

General Methodology — The number and average cost of medical-legal reports by
specialty and requesting party is determined for each accident year from the WCIRB's
PD Claim Survey. The number and average cost of reports for periods subsequent to
SB 863 can be compared to those for earlier periods. To the extent there are significant
changes, further analysis will be considered.

Schedule — In the PD Claim Survey, accident year claims are initially valued, on average, at
28 months. One year later, open claims are resurveyed with an average evaluation at 40
months. The initial estimate of the number and average cost of medical-legal reports on 2012
injuries can be made during the fourth quarter of 2014. Updates can be made on an annual
basis.

6. Paid ALAE per Indemnity Claim by Accident Year

a. Data Elements — Accident year paid ALAE per indemnity claim from WCIRB quarterly

aggregate financial data calls.

General Methodology — The change in the average paid ALAE for accident years 2013 and
later can be compared to the change in comparably aged average paid amounts for prior
years to assess the extent to which trends in ALAE appear to be changing subsequent to
SB 863. While changes in overall ALAE cost trends subsequent to SB 863 can be
determined, it will likely not be possible to attribute specific changes in ALAE cost trends to
IMR or any other specific SB 863 reform component.

Schedule — Paid ALAE by accident year for each quarter is available within ninety days
subsequent to the end of the quarter. The WCIRB will prepare an analysis of paid ALAE for
the 2013 accident year by the third quarter of 2014. This analysis can be updated in
subsequent years.

7. Paid ULAE per Indemnity Claim by Calendar Year

a. Data Elements — Calendar year paid ULAE per indemnity claim based on the WCIRB’s

annual call for calendar year expenses and quarterly accident year experience calls.

General Methodology — The calendar year paid ULAE per indemnity claim subsequent to
SB 863 can be compared to that of prior years. While changes in overall ULAE cost trends
can be determined, it will likely not be possible to attribute specific changes in ULAE cost
trends to IMR or any other specific SB 863 reform component.
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Schedule — Calendar year expense payments are collected and summarized by June of the
following year. As a result, an initial estimate of the effect of SB 863 on ULAE in 2013 based
on this aggregate information can be made by the third quarter of 2014. This analysis can be
updated in subsequent years.

8. Changes in Litigation

a.

Data Elements — The rate of attorney representation on PD claims is available from the
WCIRB'’s annual PD Claim Survey.

General Methodology — The rate of attorney representation will be determined for each
accident year from the WCIRB’s PD Claim Survey. The rate of representation for periods
subsequent to SB 863 can be compared to that for earlier periods. While changes in overall
trends in representation can be determined, it may not be possible to attribute specific
changes in those trends to IMR or any other specific SB 863 reform component

Schedule — In the PD Claim Survey, accident year claims are initially valued, on average, at
28 months. One year later, open claims are resurveyed with an average evaluation at 40
months. The initial estimate of the rates of attorney representation on 2012 injuries can be
made during the fourth quarter of 2014. Updates for subsequent periods can be made on an
annual basis.

9. Calendar Year Paid Cost of Medical Cost Containment Programs

a.

Data Elements — The annual amount of paid costs of medical cost containment programs by
calendar year from the WCIRB’s annual call for calendar year indemnity and medical costs
and by accident year from WCIRB quarterly calls for experience.

General Methodology — Compare the changes in the calendar year cost of medical cost
containment in years subsequent to SB 863 to those costs in pre-SB 863 periods.

Schedule — Aggregate calendar year payments for medical cost containment programs are
collected and summarized by June of the following year. As a result, an initial estimate of the
effect of the legislation on the cost of medical cost containment programs in 2013 based on
this information can be made by the third quarter of 2014. This analysis can be updated in
subsequent years.

10. Utilization Review Costs

a.

Data Elements — The amount of utilization review costs by accident year can be determined
from CWCI ICIS data.

General Methodology — Compare the cost of utilization review for post-SB 863 accident
years to that for pre-SB 863 accident years to assess whether the introduction of IMR has
impacted the use of utilization review.

Schedule — ICIS medical transaction data through year-end 2013 should be available by the
middle of 2014. As a result, a preliminary estimate of any changes in the cost and use of
utilization review can be made by the third quarter of 2014. This analysis can be updated in
subsequent periods as more information becomes available.

11. Changes in Medical Treatment Patterns

a. Data Elements —WCIRB MDC and CWCI ICIS transaction level data on a number of

utilization measures, such as the number of visits and number of procedures by type
(e.g., physical medicine, chiropractic, evaluation and management) and by diagnosis
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(e.g., lower back injury without radiculopathy) for different durations of treatment (e.g.,
the first 90 days, the first 180 days) for both pre-SB 863 and post-SB 863 injuries.

b. General Methodology — For a number of the key diagnoses that generate significant
workers’ compensation costs, compare the changes in various average utilization measures
at comparable treatment intervals for later injuries impacted by the SB 863 reforms with the
patterns on pre-SB 863 injuries to assess the extent to which treatment patterns have
changed. This procedure will be updated as additional transaction level data becomes
available.

c. Schedule — Medical transaction data through year-end 2013 should be available by the
middle of 2014. As a result, a preliminary estimate of any changes in utilization patterns
can be made by the third quarter of 2014. This analysis can be updated in subsequent
periods as more information becomes available.

12. Accident Year Average Paid Medical per Indemnity Claim

a. Data Elements — Accident year paid medical per indemnity claim by quarter from WCIRB
quarterly aggregate financial calls.

b. General Methodology — The change in the average paid medical per indemnity claim by
accident year for quarters in 2013 can be compared to the change in comparably aged
average paid medical amounts for prior years to assess if trends in medical severities appear
to be changing subsequent to the effective date of SB 863.

c. Schedule — The WCIRB can prepare an initial analysis of medical paid severities for the first
and second quarters of 2013 by the third quarter of 2013. This analysis can be updated in
subsequent quarters.

E. Medical Provider Networks(MPNSs)

SB 863 amended Labor Code Section 4605 to provide that reports prepared by a consulting or attending
physician chosen by the injured worker and outside the MPN shall not be the sole basis of compensation.
These amendments address the Valdez' decision, which relates to the admissibility of reports completed
outside a valid MPN. In addition, SB 863 amendments to Labor Code Section 4603.2 provided that the
employer is not liable for treatment or the consequences of treatment obtained outside a valid MPN.

The WCIRB's prospective evaluation of the impact of the SB 863 provisions related to treatment provided
outside a valid MPN was based on judgmental assumptions that were predicated on CWCI data on cost
differentials between costs incurred within a valid MPN to those incurred outside a valid MPN. Separate
estimates were developed for medical treatment, temporary disability and permanent disability.

The WCIRB will retrospectively measure the impact of the SB 863 changes related to treatment provided
outside a valid MPN based on CWCI data on utilization of networks as well as information on the changes
in cost differentials between services provided within a valid MPN and those based on services provided
outside a valid MPN. As with the WCIRB’s prospective evaluation, cost differentials will be analyzed
separately for medical treatment, temporary disability and permanent disability. An initial preliminary
evaluation based on services provided in the first six months of 2013 can be completed by the fourth
quarter of 2013. Updates can be completed on a regular basis.

14 valdez v. wCAB (Demo Warehouse). The WCAB, in an en banc decision issued on April 20, 2011, held that if the injured worker
obtains unauthorized treatment outside a validly established and properly noticed MPN, the reports from any non-MPN doctors are
inadmissible in court. The California 2" District Court of Appeals, in a published decision issued on May 29, 2012, overturned the
decision of the WCAB, holding that the Labor Code does not prohibit the admission of medical reports from non-MPN doctors. The
case is now pending before the California Supreme Court.
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Cost Components to be Measured and Schedule for Valuation

1. Percentage of Medical Treatment Provided within MPNs

a. Data Elements — The percentage of medical procedures provided within a MPN can be
obtained from CWCI's ICIS database.

b. General Methodology — The proportion of services provided within a MPN for post-SB 863
periods can be compared to the proportion of services for periods prior to SB 863 based on
ICIS data.

c. Schedule — ICIS medical transaction data for the first six months of 2013 should be available
by the fourth quarter of 2013. As a result, an initial preliminary analysis of the change in the
volume of services provided within a valid MPN can be completed by that time. The analysis
can be updated for subsequent periods.

2. Cost Differentials Related to MPNs

a. Data Elements — The average cost differential in medical treatment, temporary disability and
permanent disability for claims with medical services provided within a valid MPN compared
to those with services provided outside a valid MPN from ICIS data.

b. General Methodology — The average post-SB 863 cost differentials in medical treatment,
temporary disability, and permanent disability for claims with medical services provided within
a valid MPN from that on services provided outside a valid MPN can be compared to similar
measures for pre-SB 863 periods. The analysis can use appropriate controls for differences
in claim types.

c. Schedule — An analysis of ICIS medical transaction data for 2013 injuries should be
available by the third quarter of 2014. The analysis can be updated on a regular basis based
on more mature information.

F. Independent Bill Review (IBR)

SB 863 added Labor Code Section 4603.6 to create a new process for IBR when there is a bill payment
dispute. Specifically, Labor Code 4603.6 provided that if there is a dispute on the amount of payment and
that dispute was not resolved by the employer’s second review, the provider may request an independent
bill review within thirty days of the second review. If the provider fails to request IBR within thirty days, the
bill will be deemed satisfied. These provisions are effective on medical services provided on or after
January 1, 2013.

In the WCIRB's prospective evaluation of SB 863, it was noted that there were a number of outstanding
issues related to the IBR process that needed to be resolved through regulation. As a result, the WCIRB
did not include a cost estimate for the impact of the new IBR provisions in its SB 863 evaluation.

The WCIRB's retrospective evaluation of the SB 863 provisions related to liens (see Section V-A) will
incorporate the impact of the IBR provisions on reduced lien costs. The WCIRB will also retrospectively
measure the frequency and cost of IBR as well as prepare an analysis of their results based on
information to be provided by the DWC. An initial summary of IBR related costs in the first six months of
2013 can be prepared by the fourth quarter of 2013. The analysis can be updated regularly based on
more current information.
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Cost Components to be Measured and Schedule for Valuation

1. Frequency and Cost of IBR

a. Data Elements — The number, cost, decisions and related information from the DWC IBR
records provided to the DWC by the IBR vendors.

b. General Methodology — The number, cost and typical outcomes of IBRs subsequent to SB
863 from DWC data on individual IBRs can be compiled. The costs of the IBR process will be
reviewed in the context of reduced lien costs in part that may be attributable to fewer bill
disputes being resolved by the lien process.

c. Schedule — Quarterly DWC information on IBRs should be available shortly following the
end of the quarter. A preliminary summary of the IBR process based on the first six months of
2013 can be made by the fourth quarter of 2013. The analysis can be updated regularly for
subsequent periods.

G. Conversion of the OMFS to RBRVS Basis

SB 863 amended Labor Code Section 5307.1 to provide that the DWC Administrative Director shall adopt
a fee schedule based on a Resource-Based Relative Value Scale RBRVS) basis for physician services,
with the maximum reasonable fees paid set at a level not to exceed 120% of Medicare. The amendments
provide for a four-year transition period beginning in 2014.

The WCIRB'’s prospective evaluation of SB 863 did not include an estimate for the impact of this change
inasmuch as it was believed premature to assess the cost impact of fee schedule revisions until such time
as the specific revisions have been promulgated. Once the revised schedule values are promulgated, the
WCIRB will assess their cost impacts and, to the extent appropriate, reflect those cost impacts in
proposed advisory pure premium rates.

The WCIRB's retrospective evaluation of the SB 863 provisions related to RBRVS will be based on
medical transaction data from the WCIRB’s MDC database. The impact of the new schedule can be
assessed by comparing the average per procedure cost for the affected procedures with dates of service
subsequent to the effective date of the new schedule with those with effective dates prior to the new
schedule. The data will also be reviewed for significant shifts in the types of services that may be
attributable to the changes in the schedule.

Cost Components to be Measured and Schedule

1. Average Physician Payment per Procedure

a. Data Elements — WCIRB MDC data on the paid cost of physician services by procedure by
date of service.

b. General Methodology — The average cost of physician services per procedure provided in
the six months following implementation of the new schedule can be compared with those
provided in the prior twelve-month period. The analysis will also review any potential shifts in
the type of physician services provided that may be attributable to the new schedule.

c. Schedule — MDC data for a particular quarter is required to be reported by ninety days from
the end of the quarter. The WCIRB can compute an initial retrospective estimate of the
impact of the new RBRVS-based fee schedule based on the services provided in the first six
months following implementation of the new schedule. This can be completed within one year
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of the new schedule’s effective date. Updates based on later information can be made on a
regular basis.

H. New Fee Schedules

SB 863 added Labor Code Section 5307.8 to authorize the DWC Administrative Director to adopt a fee
schedule for home health services by July 1, 2013 and adds Labor Code Section 5307.9 to authorize the
DWC Administrative Director to adopt a fee schedule for copy services by December 31, 2013. In
addition, SB 863 amendments to Labor Code Section 5307.7 and Labor Code Sections 4600(g) and 5811
authorize the DWC Administrative Director to adopt changes to the fee schedules for vocational services
and interpreters, respectively.

The WCIRB's prospective evaluation of SB 863 did not include an estimate for the impact of these new
fee schedules and fee schedule changes inasmuch as it was premature to assess the cost impact of fee
schedule revisions until such time as the specific revisions have been promulgated. Once the revised
schedule values are promulgated, the WCIRB will assess their cost impacts and, to the extent
appropriate, reflect those cost impacts in proposed advisory pure premium rates.

The WCIRB's retrospective evaluation of the SB 863 provisions related to the new fee schedules will be
based on medical transaction data from the WCIRB’s MDC database. The impact of the new schedules
can be assessed by comparing the average per procedure cost for the affected procedures with
dates of service subsequent to the effective date of the new schedule with those with effective
dates prior to the new schedule. The data will also be reviewed for significant shifts in the types of
services that may be attributable to the new schedules and schedule changes.

Cost Components to Be Measured and Schedule for Valuation

1. Average Medical Payment per Affected Procedure

a. Data Elements — MDC data on the paid cost of medical services by procedure by date of
service period.

b. General Methodology — For each of the new schedules adopted, the average cost of
services per procedure provided in the six months following implementation can be compared
with those provided in the prior twelve-month period. The analysis will also review any
potential shifts in the type of services provided that may be attributable to the new schedules.

c. Schedule — MDC data for a particular quarter is required to be reported within ninety days
from the end of the quarter. The WCIRB can compute an initial retrospective estimate of the
impact of new schedules based on the services provided in the first six months following
implementation of the new schedule. This evaluation can be completed within one year of the
new schedule’s effective date. Updates based on later information can be made on a regular
basis.
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VI. Conditions and Limitations
A. Other System Components

In addition to the areas discussed above, the costs of other system components may well be affected by
SB 863. Although not specifically addressed in this Plan, to the extent the WCIRB becomes aware of the
potential of other significant impacts on costs resulting from SB 863 in areas not specifically addressed in
this Plan, we will implement additional cost monitoring procedures.

B. Subsequent Legislation

Future legislation or unrelated regulation may affect cost components that were impacted by SB 863. It
may be difficult to differentiate the impact of the enumerated bills from that of subsequent legislation.

C. Other Factors Affecting Benefit Costs

The California workers’ compensation benefit delivery system is a complex, multi-dimensional system
impacted by many economic, demographic, societal and claims-related factors, including legislative
changes. In many cases, it can be very difficult to distinguish the specific impact of legislation from other
influences on the cost of benefits.

D. Interpretation

The WCIRB's prospective cost evaluation of SB 863, as well as this Cost Monitoring Plan, is based on
the WCIRB's interpretation of the legislation as written. If legislation is subsequently interpreted
differently in regulations or by the courts, those interpretations may not be reflected in the
WCIRB's initial cost evaluation or in this Cost Monitoring Plan.
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WCIRB Evaluation of the Cost Impact of Senate Bill No. 863

Senate Bill No. 863 (SB 863) was passed by the Legislature on August 31, 2012 and signed by the
Governor on September 18, 2012. SB 863 increases benefits effective January 1, 2013 and January 1,
2014 and provides for a number of structural changes to the California workers’ compensation benefit
delivery system.

The WCIRB has reviewed the impact of SB 863 on the costs of losses and loss adjustment expenses
(LAE) underlying 2013 advisory pure premium rates. The WCIRB has provided a cost estimate for SB 863
amendments to permanent disability (PD) minimum and maximum weekly benefit levels; the burial
allowance; supplemental job displacement benefits; the adjustments to the PD rating corresponding to
future earning capacity (FEC); PD impairment “add-ons” for psychiatric impairment, sleep disorder or
sexual dysfunction; the three-tiered system of PD weekly benefits based on return-to-work status; liens;
reimbursements for spinal implant hardware; fee schedule values for ambulatory surgical centers (ASCs);
the process for resolving medical treatment disputes through independent medical review (IMR); and
provisions related to services provided outside a valid medical provider network (MPN). The SB 863
amendments which are not quantifiable at this time include provisions related to MPN procedures and
processes; independent bill review; IMR as it relates to medical treatment, fee schedules for interpreters,
home health services and copy services; conversion of the California Official Medical Fee Schedule
(OMFS) to a Resource Based Relative Value Scale (RBRVS) basis; and PD advances. In addition, the
WCIRB's cost estimate does not reflect the costs associated with the proposed return-to-work program for
the purpose of making supplemental payments to workers whose PD benefits are disproportionately low
in comparison to their earnings loss as this program is to be funded by direct assessments to employers
and does not directly affect the costs underlying pure premium rates."

In addition to percentage estimates of the impact of SB 863 on underlying costs, the WCIRB has provided
estimated dollar impacts. These dollar estimates, while based primarily on data from insured employers,
have been extrapolated to the entire market based on the relative sizes of the insured and self-insured
markets.

In evaluating the cost implications of SB 863, the WCIRB (a) reviewed the provisions which potentially
impact the costs reflected in advisory pure premium rates; (b) consulted with other professionals with
expertise in evaluating the impact of the legislation;” (c) reviewed relevant research; and (d) performed
additional analysis, as appropriate, given the available data and time constraints.

The WCIRB estimates the impact of the SB 863 provisions effective on injuries occurring on or after
January 1, 2013 that are quantifiable at this time, including the impact on claim frequency (utilization), is
an overall cost reduction of 5.8%, or $1.1 billion, based on an estimated statewide cost of indemnity and
medical losses and loss adjustment expenses (LAE) of $19 billion on injuries occurring in 2013.%In
addition, the increased PD benefit provisions effective on injuries occurring on or after January 1, 2014,
including the impact on claim frequency (utilization), are estimated to increase total system costs by 3.1%,
or $0.6 billion. In total, by the 2014 injury year, the currently quantifiable provisions of the legislation,
including the impact on claim frequency (utilization), is estimated to decrease total system costs by 2.7%,
or $0.5 billion, annually.

Policies incepting in 2013 will be fully impacted by the SB 863 amendments effective January 1, 2013 and
partly impacted by the SB 863 amendments effective on injuries occurring on or after January 1, 2014.

! The program created in Labor Code Section 139.48 is funded by $120 million annually through appropriation from non-General
Fund revenues of the Workers’ Compensation Administration Revolving Fund.

2 These professionals include a number of insurer representatives with expertise in claims, legal, and actuarial matters;
representatives of the California Department of Insurance; the Commission on Health and Safety and Workers’ Compensation; the
Department of Industrial Relations (DIR); the California Workers’ Compensation Institute; and the University of California at
Berkeley.

The WCIRB's estimated system size is based on the estimated cost of indemnity and medical losses and loss adjustment
expenses as reflected in the WCIRB'’s January 1, 2013 Pure Premium Rate Filing, with adjustments for statewide employment
growth through 2013 based on UCLA forecasts and an estimated 50% loading for self-insured experience. The $19 billion estimate
consists of $4.9 billion in indemnity benefits, $10.4 billion in medical benefits, and $3.7 billion in loss adjustment expenses.
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The WCIRB estimates that, on average, SB 863 will reduce the cost of losses and loss adjustment
expenses on 2013 policies by 4.4%.

While the information summarized below reflects the WCIRB's current estimate of the cost impact of

SB 863, the actual cost impact will depend, in part, on the development and implementation of future
regulations required by the legislation, how the Workers’ Compensation Appeals Board (WCAB)
interprets certain new provisions, the result of potential legal challenges to components of the legislation,
and changes in medical treatment and other system practices and patterns. The WCIRB will regularly
reassess the cost impact of this legislation as more information and data become available.

The WCIRB's estimated cost impact of SB 863 is summarized in Table 1.

Table 1: Estimated Cost Impact of SB 863

Indirect Impact on
Direct Impact on Claim Frequency | Total Impact on
Claim Costs (Utilization) Claim Costs Ir?tgllaof)mlrggzg
($ millions) ($ millions) (% millions)
SB 863 Provisions Loss LAE Loss LAE
é?]ﬁ g:srlef't Level $350 — $220 $50 $620 +3.3%
Elmination of PD ($100) — ($60) | ($10) ($170) -0.9%
Three-Tiered Weekly PD
Benefits ($60) — ($30) ($10) ($100) -0.5%
Liens ($190) ($290) — — ($480) -2.5%
Surgical Implant
Hardware ($110) — — — ($110) -0.6%
ASC Fees ($80) — — — ($80) -0.4%
IMR® ($160) ($140) ($70) ($20) ($390) -2.1%
Ogilvie Decision ($70) ($80) ($50) ($10) ($210) -1.1%
MPN Strengthening ($130) — ($50) ($10) ($190) -1.0%
Total Estimated Impact
of 2013 Changes ($550) | ($510) ($40) ($10) ($1,110) -5.8%
Egi'fgteiig{t"gﬁgnogsv $340 — $200 $50 $590 +3.1%
Combined Estimated
Annual Impact of SB ($210) | ($510) $160 $40 ($520) -2.7%
863 on 2014 Injuries

The basis of the WCIRB'’s evaluation of the cost impact of the various provisions of SB 863 is
summarized below.

Section |: SB 863 Benefit Provisions for Which WCIRB Can Provide an Estimate

SB 863 amends Labor Code Section 4453 to provide for increases in the minimum and maximum weekly
PD benefits for workers with injuries occurring on or after January 1, 2013, with an additional increase to
maximum weekly PD benefits for injuries occurring on or after January 1, 2014. Effective January 1,

4 This includes changes to the weekly PD benefit maximums and minimums, the supplemental job displacement benefit, the burial
allowance, the elimination of the future earning capacity (FEC), and the application of a uniform factor adjustment of 1.4 to each
impairment.

This includes the elimination of the rating add-ons for psychiatric impairment, sleep disorder and sexual dysfunction, with a 10%
offset to account for psychiatric add-ons that arise from a catastrophic injury or violent act.
6 This includes the estimated impact of IMR on frictional costs, temporary disability duration, and litigation, but does not include any
estimate for the impact of IMR on medical treatment.
! These 2014 amendments include changes in weekly PD benefit maximums.
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2013, SB 863 adds Labor Code Section 4658.7 which provides that a supplemental job displacement
benefit of up to $6,000 shall be offered to an injured worker who has not received a qualified return-to-
work offer.

SB 863 adds Labor Code Section 4660.1 to provide that the PD impairment produced in accordance with
American Medical Association (AMA) Guides will not be modified for FEC as in the 2005 Permanent
Disability Rating Schedule (PDRS); instead, a uniform adjustment factor of 1.4 will be applied to the
whole person impairment determined pursuant to the AMA Guides. Finally, amendments to Labor Code
4701 increase the burial allowance from $5,000 to $10,000.

The evaluation of the estimated cost impact of the SB 863 statutory benefit level changes on injuries
occurring on or after January 1, 2013 is based on information from approximately 200,000 lost-time
claims that occurred on policies incepting in 2008 and 2009 and were reported to the WCIRB in
accordance with the requirements of the California Workers’ Compensation Uniform Statistical Reporting
Plan—1995. (Certain information on death claims, vocational rehabilitation, and supplemental job
displacement benefits is based on survey information.) Injured worker wage information on these claims
was adjusted to reflect the level of wages anticipated for 2013 injuries, based on wage level growth
estimates using UCLA published wage information.®

To evaluate the cost impact of the changes to PD ratings based on Labor Code Section 4660.1, the
WCIRB analyzed approximately 20,000 claims available from the Disability Evaluation Unit (DEU)
database that had PD ratings computed by the DEU between June 2011 and March 2012. While not all
PD claims are rated by the DEU, the DEU database does provide sufficient detail to allow for the
evaluation of the effect on the average rating of the elimination of the FEC and the application of the 1.4
adjustment factor. While the DEU database may not be fully representative of all PD ratings, there is no
indication of significant bias for the purpose of this evaluation.

Using the DEU database, the estimated change in average rating by percentage of PD rating point was
determined and the rating for each claim in the WCIRB database previously discussed was adjusted
accordingly. Using this information, the incurred cost of each of the approximately 200,000 lost-time
claims at the 2013 cost level was restated after reflecting the changes to (a) weekly PD benefit
maximums and minimums, (b) the burial allowance, (c) the supplemental job displacement benefit, and
(d) the FEC factor. The restated cost of these claims was then compared with the estimated cost of these
claims under the current schedule of benefits. This process was repeated for injuries occurring in 2014 to
estimate the cost impact of the SB 863 amendments to the weekly PD benefit maximums effective for
injuries occurring in 2014.

With changes in benefit levels, not only is the cost of average weekly benefits changed, but the frequency
of claims is also affected. This evaluation includes a provision to reflect the historical impact of changes in
temporary total and permanent partial disability benefits on claim frequency. The estimates of the impact
of the statutory benefit changes on claim frequency are based on a WCIRB econometric model of the
effect of a number of economic, demographic and claims-related variables, including changes in
indemnity benefit levels, on the frequency of indemnity claims in California.® In essence, the model shows
that for every 1% change in average indemnity benefit costs due to changes in statutory benefit levels,
there is an approximate 0.2% change in indemnity claim frequency.10 (The utilization factors are not
applied to changes in permanent total or death benefit levels, and no provision is reflected for the
potential impact of benefit level changes on claim duration.)

Exhibit 1 shows the estimates of the cost impact of the SB 863 statutory benefit level changes effective
for injuries occurring in 2013, both before and after the adjustment for changing frequency (utilization).
Exhibit 2 shows the estimates of the cost impact of the SB 863 benefit level changes for injuries occurring
in 2014.

8 See Part A, Section B, Exhibit 5.1 of the WCIRB’s Amended January 1, 2013 Pure Premium Rate Filing.

° Brooks, Ward, California Workers Compensation Benefit Utilization — A Study of Changes in Frequency and Severity in Response
to Changes in Statutory Workers Compensation Benefit Levels, Proceedings of the Casualty Actuarial Society, Volume LXXXVI,
1999, pp. 80 — 262.

1% The medical loss factor is adjusted to reflect the assumption that some of the newly generated indemnity claims may not incur
additional medical costs since they were medical-only claims in the past.
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Changes in statutory indemnity benefit levels do not necessarily impact the cost of LAE. However, to the
extent the number of indemnity claims is impacted by the benefit level changes, LAE cost will also be
affected. The WCIRB's estimate of the cost impact of the SB 863 changes to the statutory benefit levels,
as reflected in Table 1, assume that the change in LAE costs is proportional to the indicated change in
claim frequency.

In total, including the impact of the changes in benefit levels on claim frequency (utilization), the WCIRB
estimates that the SB 863 changes to statutory benefit levels will increase the total statewide cost of
losses and loss adjustment expenses by 3.3%, or $620 million, for 2013 injuries and by 3.1%, or $590
million, for 2014 injuries.

Section II: SB 863 Provisions for Which WCIRB Can Provide a Judgmental Estimate

A. Elimination of Permanent Disability Add-ons

SB 863 amendments to Labor Code Section 4660.1 provide that there shall be no increases in
impairment ratings for sleep disorder, sexual dysfunction or psychiatric impairment arising out of a
compensable physical injury. However, psychiatric add-ons to permanent disability impairments would
continue to apply to catastrophic injuries or if the injury was the result of a violent act.

The previously discussed DEU database of PD ratings allows for identification of add-ons for psychiatric
injury, sleep disorder and sexual dysfunction. The DEU database of ratings does not, however, allow for
the identification of claims with psychiatric add-ons associated with catastrophic injuries or injuries arising
from violent acts. The WCIRB has approximated the percentage of permanent disability add-ons that will
not be eliminated for catastrophic injuries or injuries resulting from a violent act based on the underlying
injury characteristics of reported permanent disability claims from WCIRB unit statistical data. Exhibit 3
shows the WCIRB's estimated savings from the elimination of the permanent disability add-ons —
including the estimated impact of the exception pertaining to psychiatric add-ons rising from catastrophic
injuries or injuries resulting from violent acts. As shown in Table 1, the WCIRB estimates that these SB
863 provisions, including the commensurate impact on claim frequency, will reduce total system costs on
2013 injuries by 0.9%, or $170 million, based on a total statewide estimate of the cost of losses and loss
adjustment expenses of $19 billion.

Note that this estimate assumes no adjustment to reflect the impact of any legal challenge to this
restriction on PD add-ons which may occur. Additionally, no estimate has been reflected for any potential
impact on medical costs of specifying in the Labor Code the intent to not limit the ability of the injured
worker to obtain medical treatment for psychiatric impairment, sleep disorder or sexual dysfunction arising
out of an industrial injury.

B. Elimination of Three-Tiered Weekly Permanent Disability Benefits

Amendments to Labor Code Section 4658 in effect repeal the provision for a 15% increase or decrease in
weekly PD benefits depending on whether the employer provides a qualified offer to return to work to an
injured worker. The WCIRB collects information on the proportion of weekly PD benefits paid at each of
the three tiers through its annual PD claim survey. The WCIRB's survey information indicates that
approximately 7.5% of the weeks of PD benefits on accident year 2006 through 2009 claims were paid at
the lower benefit level that reflected the 15% reduction and approximately 30.6% of the weeks were paid
at the higher benefit level that reflected the 15% increase. As a result, the WCIRB estimates that
eliminating these tiered PD benefit adjustments and paying weekly PD benefits at the standard rate would
reduce PD benefits by approximately 3%.

Exhibit 4 shows the cost impact of eliminating the three-tiered system of PD benefits based on the status
of a qualified return-to-work offer. The WCIRB estimates that this provision, including the commensurate
impact on claim frequency, as shown in Table 1, will reduce total system costs on 2013 injuries by 0.5%,
or $100 million, based on a total statewide estimate of the cost of losses and loss adjustment expenses of
$19 billion.
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C. Liens

SB 863 includes a number of provisions related to liens, including those in Labor Code Sections 4603.2,
4603.3, 4603.4, 4603.6, 4622, 4903, 4903.1, 4903.6, 4903.8, 4904 and 4905. Labor Code Section
4903.05 is added to the Labor Code and provides that every lien claimant is required to file its lien with
the WCAB using an approved form and be charged a filing fee of $150. In addition, the amendments to
Labor Code Section 4903.5 provide that no liens may be filed more than three years from the date of
service for liens filed before July 1, 2013 or 18 months from the date of service for liens filed on or after
July 1, 2013.

There is relatively limited information available on the cost impact of liens. A 2011 report published by the
Commission on Health and Safety and Workers’ Compensation (CHSWC) indicated that the number of
medical lien filings has increased sharply since 2005. ! The report suggested that approximately $1.5
billion per year is claimed in lien disputes, and the average cost of defending and settling a lien is
approximately $1,000.

The WCIRB has recently issued a special claim survey gathering lien information from insurers on a
random sample of 1,000 permanent disability claims from 2007 and 2002 through 2004.* Exhibit 5.1
shows the computation of the estimated impact of the new lien filing fee on costs while Exhibit 5.2 shows
the cost impact of the new provisions related to the time limitations for filing a lien.*® The key assumptions
underlying the WCIRB estimates developed in Exhibits 5.1 and 5.2 are summarized as follows:

1. The total number of liens for 2013 injuries, based on Division of Workers’ Compensation (DWC)
data and WCIRB frequency change forecasts, is estimated at 640,000.

2. Based on the distribution of lien settlements by size from the WCIRB lien survey, it was assumed
that 30% of the liens would be eliminated by the filing fee. (This corresponds to an average lien
settlement demand of approximately $1,000 and an average lien settlement amount of
approximately $300, which is twice the $150 filing fee.)

3. Based on WCIRB lien survey data on individual liens by size, the average size of the liens with
settlements below $300 that are projected to be eliminated by the lien filing fee is estimated to be
$150.

4. The average savings in administrative cost per lien on the liens projected to be eliminated by the
$150 filing fee is estimated at $400."

5. The percentage of liens related to medical and medical-legal issues that were filed more than two
years' from the date of service and were above the $1,000 lien demand threshold that was
estimated to reflect liens eliminated by the new lien filing fee was estimated at 11% based on
WCIRB survey data on lien demands and CHSWC data on the timing of lien filings.

6. The average lien claim based on WCIRB lien survey information for the liens that would be
eliminated by the statute of limitations was assumed to be $7,500, with an assumed 30%
settlement rate and $3,000 in legal and administrative costs.™®

Based on the assumptions summarized above, as shown in Table 1, the WCIRB estimates that the
SB 863 lien provisions will reduce total system costs by 2.5%, or $480 million, based on a total statewide
estimate of the cost of losses and loss adjustment expenses of $19 billion.

1 Liens Report, CHSWC, January 2011.
12 These included a sample of 2002 through 2004 permanent disability claims that had recently reopened.
13 Preliminary WCIRB estimates were based largely on the assumptions reflected in the Bickmore Risk Services’ August 23, 2012

preliminary evaluation of the proposed legislation for the Department of Industrial Relations, which pre-dated the availability of the
WCIRB lien survey data. Overall cost estimates based on the two sets of assumptions are very close.

14 Estimates of the cost of loss adjustment expenses per lien have ranged from $1,000 in the 2011 CHSWC lien study to $1,500
based on CWCI's preliminary results from its 2012 lien survey (as discussed at the July 30, 2012 WCIRB Claims Working Group
meeting). The WCIRB estimate is based on WCIRB lien survey information, which suggests $150 in legal costs per lien for smaller
liens plus an approximate $250 provision for insurer administrative costs.

° The analysis reflected a two-year timeframe rather than the 18 months in SB 863 in that it was assumed that some liens that
would otherwise be filed after 18 months will be filed earlier due to the establishment of the 18-month statute of limitations.

16 WCIRB lien survey data suggests that the average cost of lien legal fees for these larger medical-related liens is approximately
$1,400 with an assumed additional $1,600 in other claims administrative costs.
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D. Surgical Implant Hardware

SB 863 repeals Labor Code Section 5318, which provides for separate reimbursement for implantable
medical devices, hardware and instrumentation. Earlier this year, the California Workers’ Compensation
Institute (CWCI) preliminarily estimated that the savings from eliminating the multiple reimbursements for
spinal implant hardware in California workers’ compensation injuries was apEroximater $67 million.*’
Based on the WCIRB's estimate of total insured medical costs paid in 2010*® adjusted to reflect the total
statewide system, this would equate to approximately 1% of total paid medical costs. As a result, the
WCIRB estimates that the repeal of the separate reimbursement for surgical implant hardware would
reduce medical costs by 1% and total system costs by approximately 0.6%, or $110 million, based on a
total statewide estimate of the cost of losses and loss adjustment expenses of $19 billion.

Additionally, SB 863 adds Labor Code Section 5307.1(m), which provides that on or before July 1, 2013,
the Administrative Director shall adopt a regulation specifying an additional reimbursement for certain
diagnostic-related groups pertaining to spinal surgery to ensure that aggregate reimbursement is
sufficient to cover costs, including implantable hardware.™ While this has the potential to affect the
savings resulting from the repeal of Labor Code Section 5318, the WCIRB has not reflected any cost
impact from Labor Code Section 5307.1(m) pending review of any regulations that may be adopted by the
Administrative Director.

E. Ambulatory Surgical Center (ASC) Fees

SB 863 amendments to Labor Code Section 5307.1(c) provide that the maximum facility fee for services
performed in ASCs should not exceed 80% of the Medicare fee for the same service in a hospital
outpatient department. Currently, maximum ASC facility fees are set at 120% of the Medicare rate for
hospitals. As result, these amendments would result in a one-third reduction in ASC facility fee payments
if it is assumed that the change in the maximum fee schedule allowance would translate directly to ASC
facility fee costs.

However, many ASC fees are reimbursed under contract at levels different from those contemplated in
the current fee schedule. The WCIRB's review of a sample of medical transactions suggests that a
significant portion of ASC fees are being reimbursed at amounts well below the current fee schedule.
Savings of approximately 20%, rather than one-third, is indicated if it is assumed that the fee schedule
change will have no impact on these contracted rates and these procedures will, in the future, be
reimbursed at the lesser of the current contract rate and the new fee schedule value. However, some
contract rates may be impacted by the new schedule and lower reimbursements may occur. The WCIRB
has assumed savings of approximately 25% in ASC facility fees due to SB 863, which is the approximate
average of the indicated savings assuming all fees are reduced by the change in schedule value and the
indicated savings if it is assumed that the lower contracted values would be unaffected.

The CHSWC, based on information provided by the RAND Corporation, estimated that ASC facility fee
payments in 2010 were $187 million.”® A reduction in ASC facility fees of 25% would generate savings of
approximately $50 million in 2010. This equates to approximately 0.8% of total medical costs based on
the WCIRB's estimate of total insured medical costs paid in 2010** adjusted to reflect the total statewide
system. As a result, the WCIRB estimates the reduction in ASC facility fees would reduce medical costs
by 0.8% and total system costs by approximately 0.4%, or $80 million, based on a total statewide
estimate of the cost of losses and loss adjustment expenses of $19 billion.

F. Independent Medical Review
SB 863 adds Labor Code Sections 139.5, 4610.5, and 4610.6 and amends 4061, 4062, 4062.2, 4610.1,
and 4903 to provide for a newly-created process of independent medical review (IMR). In particular, the

1 Preliminary Estimate of California Workers Compensation System-Wide Costs for Surgical Instrumentation Pass-Through
Payments for Back Surgeries, CWCI, June 2012.

2010 California Workers’ Compensation Losses and Expenses, WCIRB, June 2011.
o The regulation would be repealed January 1, 2014 unless extended by the Administrative Director.
CHSWC Staff Estimates for Labor and Employer Discussions, CHSWC, November 2009.
= 2010 California Workers’ Compensation Losses and Expenses, WCIRB, June 2011.
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impact of these SB 863 provisions on indemnity and medical benefits is difficult to evaluate inasmuch as
their ultimate impact is dependent upon the regulatory structure used in its implementation, any judicial
interpretations of the new review process, and the practices and procedures used by the parties involved.

The SB 863 provisions related to IMR potentially impact a number of system cost components. The
assessment of the cost impact of IMR on each of these components is discussed below:

1. Liens. The total number of liens for 2013 injuries, based on DWC data and WCIRB frequency
change forecasts, is estimated at 640,000, prior to any adjustment for the impact of other SB 863
provisions. CHSWC data suggests that 62% of the liens are for medical and 11.3% relate to
utilization review disputes. Judgmentally assuming that one-third of these liens were to be
eliminated by other SB 863 provisions suggests that 30,000 liens related to utilization review
disputes would remain in the system.? Assuming that the administrative and legal cost related to
these issues is $3,000 based on WCIRB lien survey data® and those costs would be replaced
with a $500 IMR report, estimated savings in loss adjustment expenses are $75 million (30,000
liens x ($3,000 - $500).

2. Qualified Medical Evaluations. CHSWC data indicates that there were 116,000 Qualified Medical
Evaluator (QME) reports in 2010, with 18% or 21,000 related to medical treatment issues. WCIRB
data indicates that the average cost of a medical-legal report in 2009 is $1,662.** Assuming an
annual trend of 5%, the WCIRB estimates that the average cost of a medical-legal report for 2013
injuries would be approximately $2,000. As a result, assuming each of these QME reports will be
replaced by an IMR report at a cost of $500 each would produce savings of approximately $32
million (21,000 QME reports x ($2,000 - $500)).

3. Expedited Hearings. CHSWC data suggests that there are approximately 12,000 expedited
hearings, of which approximately 75% or 9,000 are related to medical necessity. Based on an
informal survey of insurer claims departments, it is suggested that the legal and administrative
costs related an expedited hearing is approximately $1,500. As a result, eliminating the costs
related to these expedited hearings would suggest savings of approximately $14 million (9,000
expedited hearings x $1,500).%

4. Medical Treatment Costs. Medical treatment costs per indemnity claim have risen by
approximately 45% since 2005.%° Also, based on CHSWC data on liens and QME reports and
WCIRB data on medical treatment lien demands, it is estimated that there are approximately
65,000 utilization review disputes — with approximately $400 million in dispute. However, at this
time it is not clear how often utilization reviews are overturned under the current system and how
often it will be overturned under SB 863's IMR system. Nor is it clear how often IMRs will be
utilized and how the system might eventually affect treatment patterns. Given these uncertainties,
the impact of SB 863's IMR system on medical treatment is not clear at this time. The WCIRB
plans to actively monitor treatment costs subsequent to implementation of SB 863 and, to the
extent appropriate, modify its pure premium rate projections based on emerging medical
treatment cost information.

5. Temporary Disability Duration. WCIRB and CWCI data shows that temporary disability duration
has increased by approximately 20% since the reforms of 2002 through 2004 were fully
implemented in 2005.?” Also, information from the Workers’ Compensation Research Institute

= These assumptions are reflected in the August 23, 2012 Bickmore Risk Services report to the DIR evaluating potential reform
savings.

WCIRB lien survey data suggests that the average cost of lien legal fees for these larger medical-related liens is approximately
$1,400 with an assumed additional $1,600 in other claims administrative costs.
24 See Exhibit TR-S11 of Agenda Item AC12-08-01 of the August 2, 2012 WCIRB Actuarial Committee meeting.

= Since the cost of the IMR reports related to these disputes was already reflected in the evaluation of the impact of SB 863's IMR
ggovisions on QME reports, no additional offset for the cost of IMR was reflected.

See the Executive Summary of the WCIRB'’s January 1, 2013 Pure Premium Rate Filing submitted on August 21, 2012.
2 See Exhibits LD-P7.1 and LD-P7.2 of Agenda Item AC12-08-01 of the August 2, 2012 WCIRB Actuarial Committee meeting.

7
Workers’ Compensation Insurance Rating Bureau of California®



Attachment A Attachment 1
WCIRB Evaluation of the Cost Impact of Senate Bill No. 863 Updated: October 12, 2012

(WCRI)?® suggests that temporary disability duration in California is considerably higher than in
most other states. It is not possible to isolate the impact of medical treatment delays from the
impact of the economy, prior legislative changes impacting temporary disability duration, and
issues related to permanent disability on increasing temporary disability duration. However,
inasmuch as delays related to medical treatment are generally believed to be a significant
component in the 20% deterioration in temporary disability duration since 2005 and it is generally
believed that SB 863's IMR process should reduce delays related to medical treatment, the
WCIRB believes some cost level adjustment is appropriate. The WCIRB believes it is reasonable
to judgmentally assume that one-fifth of the recent deterioration in temporary disability duration
will be eliminated by SB 863’s IMR provisions. This results in a reduction of temporary disability
benefits of 4% and a total cost reduction, including the estimated impact of changes in indemnity
benefit levels on claim frequency utilization, of 1.1%, or $210 million, assuming a total system
size estimate of $19 billion.

6. Litigation. Paid allocated loss adjustment expenses (ALAE) have increased by approximately
96% since 2005.%° Also, WCRI information suggests that temporary benefit delivery expenses in
California are significantly higher than in other states.* It is not possible to isolate the impact of
medical treatment issues on litigation or ALAE from the impact of lien, permanent disability and
other issues. However, inasmuch as disputes over medical treatment issues are generally
believed to be a significant component in the deterioration of ALAE per claim since 2005 and it is
generally believed that SB 863's IMR process should reduce litigation related to medical
treatment, the WCIRB believes some cost level adjustment is appropriate.

Other SB 863 reforms reflected in this evaluation are estimated to reduce ALAE costs by 15%, or
approximately $400 million. The WCIRB believes it is reasonable to judgmentally assume that the
estimated reduction in ALAE as a result of SB 863’s IMR provisions is approximately proportional
to the estimated 2.4% reduction in indemnity benefits as a result of the projected reduction in
temporary disability duration discussed above. This assumption results in estimated total cost
reduction of 0.3%, or $60 million, assuming a total system size estimate of $19 billion.

Based on the assumptions summarized above, as shown in Table 1, the WCIRB estimates that the
currently quantifiable SB 863 provisions relating to the IMR process will reduce total system costs by
2.1%, or $390 million, based on a total statewide estimate of the cost of losses and loss adjustment
expenses of $19 billion.

G. Elimination of the Impact of the Ogilvie Decision on PD Rating Adjustments

The 2009 WCAB decision in Ogilvie v. City and County of San Francisco allowed for the PD rating to be
adjusted based on a finding that the FEC component of the PD rating did not appropriately describe the
loss of FEC. As discussed in Section | above, under SB 863, FEC will not be used as a basis to
determine the PD rating on injuries occurring on or after January 1, 2013 and, as a result, these ratings
will not be subject to amendments based on the Odilvie decision.

In 2009, the WCIRB projected the combined impact of the Ogilvie and Almaraz v. Environmental
Recovery Services/Guzman v. Milpitas Unified School District WCAB decisions on cost levels to be an
increase of 5.8%.>" PD benefits, excluding the impact of changes in claim frequency, were estimated to
increase by approximately 20% as a result of these WCAB decisions. The WCIRB has since reviewed a
wide range of information on costs emerging subsequent to the WCAB decisions. This information shows
costs emerging at a level generally consistent with the initial estimates reflected in the WCIRB's earlier

3 How California Compares Prior to SB 863: CompScope Benchmarks for California, 13th Edition, Workers’ Compensation
Research Institute, October 2012.

2 See the Executive Summary of the WCIRB’s January 1, 2013 Pure Premium Rate Filing submitted on August 21, 2012.

% How California Compares Prior to SB 863: CompScope Benchmarks for California, 13th Edition, Workers’ Compensation
Research Institute, October 2012.

3 See Part A, Section B, Appendix C of the WCIRB’s July 1, 2009 Pure Premium Rate Filing for a complete discussion of the
WCIRB's estimate of the cost impact of the Ogilvie and Almaraz/Guzman decisions on costs.
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pure premium rate filings.* In particular, a WCIRB analysis of claim settlement data from the DWC
suggested that total claim settlements increased by approximately 12% following the decisions, which
corresponds to an approximate 25% increase in PD benefits.** The WCIRB has also reviewed information
on ratings from the DEU which suggest that the increase in PD benefits due primarily to the
Almaraz/Guzman decision could range from 8% to 17%.%

Given this information, the WCIRB believes that the initially estimated impact of Ogilvie and
Almaraz/Guzman decisions on PD costs of an increase of 20% appears reasonable. However, the
WCIRB is not aware of any information segregating the impact of Ogilvie from that of Almaraz/Guzman.
The WCIRB’s Claims Working Group has indicated that Ogilvie adjustments to PD are significantly rarer
than Almaraz/Guzman adjustments, although they do impact claim settlements — particularly in Northern
California.** The WCIRB judgmentally estimates that one-fifth of the increase in PD benefits collectively
attributed to Ogilvie and Almaraz/Guzman is attributable solely to Ogilvie and, as a result, PD benefits on
2013 injuries is estimated to be reduced by 4% (one-fifth of 20%) by the effective elimination of the
QOgilvie adjustments.

In the 2009 evaluation of the impact of the Ogilvie and Almaraz/Guzman decisions, the WCIRB estimated
that ALAE would increase by 9% due to the WCAB decisions.* Although the impact of the WCAB
decisions on ALAE costs cannot be isolated from other factors impacting ALAE (e.g., liens), ALAE costs
did escalate following the WCAB decisions at a level relatively consistent with the estimate.*” As noted
earlier, Ogilvie adjustments to PD are significantly rarer than adjustments based on the Almaraz/Guzman
decision. Nevertheless, Ogilvie cases do involve significant frictional costs. As a result, the WCIRB
judgmentally estimates that one-third of the 9% increase in ALAE estimated to reflect the combined
impact of Ogilvie and Almaraz/Guzman is attributable solely to Ogilvie and, as a result, ALAE on 2013
injuries is estimated to be reduced by 3% by the effective elimination of the Ogilvie adjustments. This
would reduce statewide LAE by approximately $80 million based on a total system cost estimate of $19
billion.

As shown in Table 1, the WCIRB estimates that the elimination of the Ogilvie adjustments to PD will
reduce total system costs by 1.1%, or $210 million, based on a total statewide estimate of the cost of
losses and LAE of $19 billion.

H. Provisions Related to Medical Services Provided by a Valid MPN

SB 863 amends Labor Code Section 4605 to provide that reports prepared by a consulting or attending
physician chosen by the injured worker and outside the MPN shall not be the sole basis of compensation.
These amendments appear to address the Valdez*® decision, which relates to the admissibility of reports
completed outside a MPN. In addition, Labor Code Section 4603.2 provides that the employer is not liable
for treatment or the consequences of treatment obtained outside a valid MPN. The WCIRB believes that,
in particular, the SB 863 amendments to Labor Code Section 4603.2 should significantly strengthen the
impact of the MPNs.

32 See Agenda Item AC09-03-07 of the August 2, 2012 WCIRB Actuarial Committee meeting for a more complete discussion of this
information.
B See Agenda Item AC09-03-07 of the August 3, 2011 WCIRB Actuarial Committee meeting.
3 See Agenda Item AC09-03-07 of the August 2, 2012 WCIRB Actuarial Committee meeting.
s See Agenda Item AC09-03-07 of the August 2, 2012 WCIRB Actuarial Committee meeting.

See Part A, Section B, Appendix C of the WCIRB’s July 1, 2009 Pure Premium Rate Filing for a complete discussion of the
WCIRB's estimate of the cost impact of the Ogilvie and Almaraz/Guzman decisions on costs.
¥ see Agenda Item AC09-03-07 of the August 2, 2012 WCIRB Actuarial Committee meeting for a more complete discussion of this
information.

8 Valdez v. WCAB (Demo Warehouse). The WCAB, in an en banc decision issued on April 20, 2011, held that if the injured worker
obtains unauthorized treatment outside a validly established and properly noticed MPN, the reports from any non-MPN doctors are
inadmissible in court. The California 2" District Court of Appeals, in a published decision issued on May 29, 2012, overturned the
decision of the WCAB, holding that the Labor Code does not prohibit the admission of medical reports from non-MPN doctors.
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It is difficult to precisely estimate the cost impact of these provisions related to services provided outside a
MPN. However, recent CWCI analyses have shown that costs are impacted by the use of MPNs.* The
WCIRB's projected cost impact of the SB 863 provisions related to MPN strengthening on medical costs,
temporary disability benefits and PD benefits is based on the assumptions reflected in the Bickmore Risk
Services’ August 23, 2012 report to the DIR on potential reform savings. The key assumptions underlying
the estimates are as follows:

1. Based on WCIRB and CWCI data, it is estimated that 76% of PD claims are within network and
70% of claims are litigated.

2. One-fifth (20%) of in-network litigated PD claims will obtain medical services outside the
networks.

3. Based on CWCI data, approximately 75% of medical payments and 76% of temporary disability
payments are assumed to occur on PD claims.

4. Based on CWCI data on cost differences within and outside networks, medical costs procured
outside of network are estimated to be approximately 10% higher than in-network costs,
temporary disability costs are estimated to be approximately 14% higher, and PD costs are
estimated to be approximately 23% higher.

5. Based on WCIRB data, 68% of medical costs are unpaid at 24 months and assumed to be
affected by the changes related to MPNs.

Based on these assumptions, a savings of approximately $60 million in medical costs, $30 million in
temporary disability costs and $40 million in PD costs is estimated prior to the impact of the temporary
disability and permanent disability benefit reductions on claim frequency utilization. In total, based on
these assumptions, the WCIRB estimates that SB 863 provisions related to strengthening MPNs,
including the impact of the reduction in temporary disability and permanent disability benefits on claim
frequency, will reduce total system costs by 1.0%, or $190 million.

Section lll: SB 863 Provisions for Which No WCIRB Estimate is Provided
SB 863 included a number of provisions for which the WCIRB is not able to provide an estimated cost
impact. These include the following:

1. New Return-to-Work Program. SB 863 adds Labor Code Section 139.48, which authorizes the
Administrative Director to develop a return-to-work program funded at $120 million annually from
the non-General Funds of the Worker's Compensation Administrative Revolving Fund for the
purpose of making supplemental benefit payments to workers whose PD benefits are
disproportionately low in comparison to their earnings loss. Labor Code Section 139.48 also
provides that determinations of the Administrative Director shall be subject to review at the trial
level at the Workers’ Compensation Appeals Board (WCAB) upon the same grounds as petitions
for reconsideration. While this provision, once adopted through regulation, will have a significant
impact on employer costs as reflected in direct employer assessments, it does not directly affect
the costs underlying pure premium rates. As a result, the WCIRB has not included any cost
assessment of this provision in this evaluation. While it is possible that administration of this new
program may have an impact on LAE costs, any estimate of this cost impact is premature until
such time as the programs enabling regulations have been promulgated.

2. Medical Provider Networks. SB 863 amends Labor Code Sections 4061, 4062, 4062.3, 4616,
4616.1, 4616.2, 4616.3 and 5502 to address MPNs. These provisions are intended to improve
communication and quality assurance and streamline the entire MPN process in California. The
WCIRB is not aware of any statistical basis upon which to predicate an estimate of the cost
impact of these changes.

3. Independent Bill Review. SB 863 adds Labor Code Section 4603.6 to create a new process for
independent bill review when there is a bill payment dispute. Specifically, Labor Codes 4603.6
provides that if there is a dispute on the amount of payment and that dispute was not resolved by

3 Analysis of Medical and Indemnity Benefit Payments, Medical Treatment and Pharmaceutical Cost Trends in the California
Workers’ Compensation System, CWCI, July 2012. See the Minutes for Item AC12-06-03 of the August 2, 2012 WCIRB Actuarial
Committee meeting.
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the employer’s second review, the provider may request an independent bill review within thirty
days of the second review. If the provider fails to request an independent bill review within thirty
days, the bill will be deemed satisfied. There are a number of outstanding issues related to the
independent bill review to be resolved through regulation. At this time, the WCIRB is not aware of
any statistical basis upon which to predicate an estimate of the cost impact of these changes.

4. IMR. As discussed in Section Il, Paragraph F, the WCIRB was able to estimate an impact of the
SB 863 provisions related to IMR on frictional costs, temporary disability duration and litigation.
However, given uncertainties as to how the IMR program will be implemented and utilized and
how it may affect medical treatment patterns, the WCIRB was unable to quantify the impact of
IMR on medical treatment costs at this time. The WCIRB will actively monitor treatment costs
subsequent to implementation of SB 863 and, to the extent appropriate, modify its pure premium
rate projections based on emerging medical treatment cost information.

5. New Medical Fee Schedules. SB 863 adds Labor Code Section 5307.8 to authorize the
Administrative Director to adopt a fee schedule for home health services by July 1, 2013 and
adds Labor Code Section 5307.9 to authorize the Administrative Director to adopt a fee schedule
for copy services by December 31, 2013. The SB 863 amendments to Labor Code Section
5307.7 and Labor Code Sections 4600(g) and 5811 pertain to fee schedules for vocational
services and interpreters, respectively. It is premature to assess the cost impact of new fee
schedules until such time as the fee schedules are adopted. Once the new schedules are
adopted, the WCIRB will assess their cost impacts and, to the extent appropriate, reflect those
cost impacts in proposed pure premium rates.

6. Conversion of OMFS to RBRVS Basis. SB 863 amends Labor Code Section 5307.1 to provide
that the Administrative Director shall adopt a fee schedule based on the RBRVS for physician
services, with the maximum reasonable fees paid set at a level not to exceed 120% of Medicare.
The amendments provide for a four-year transition period beginning in 2014. It is premature to
assess the cost impact of fee schedule revisions until such time as the specific revisions have
been promulgated. Once the revised schedule values are adopted, the WCIRB will assess their
cost impacts and, to the extent appropriate, reflect those cost impacts in proposed pure premium
rates.

7. Advances to Permanent Disability. SB 863 revisions to Labor Code Section 4650(b) provide that
the advances to PD are not required if the employer has made a qualified offer of return-to-work.
Typically, the WCIRB does not reflect changes affecting only the time value of money in pure
premium ratemaking. However, inasmuch as the typical PD advance is believed to be well less
than one year and current interest rates are low, the WCIRB believes this provision will not have
a significant impact on total system costs.
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Estimated Cost Impact On Accident Year 2013 - SB 863

Changes in Statutory Benefit Levels

Distribution Impact Prior Impact Subsequent

of Incurred to Utilization to Utilization
Type of Injury Losses Adjustments Adjustments
Death 0.0063 2.5% 2.5%
Permanent Total 0.0108 0.0% 0.0%
Major 70-99.75 0.0077 10.5% 12.3%
Major 25-69.75 0.1669 10.2% 11.9%
Serious 0.1917 9.4% 11.0%
Minor 15-24.75 0.0265 5.2% 6.9%
Minor 0.25-14.75 0.0655 4.9% 6.6%
Temporary 0.0373 0.0% 1.6%
Non-Serious 0.1293 3.6% 5.2%
Indemnity 0.3210 7.0% 8.7%
(Serious & Non-Serious)
Medical 0.6790 0.0% 1.4%
Total 1.0000 2.3% 3.7%

[ This includes change to the permanent disability weekly benefit maximums and minimums, change to the
supplemental job displacement benefit, increase of the burial allowance, elimination of the FEC, and the
application of a 1.4 adjustment to each impairment but prior to the elimination of the rating add-ons for
psychiatric impairment, sleep disorder and sexual dysfunction.
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Estimated Cost Impact On Accident Year 2013 - SB 863
Changes in Statutory Benefit Levels!"

(1) ()

Benefit Effective Benefit Effective

1/1/2013 1/1/2013
Present Progosed[”
Death
1. Effect of amendment on death $196,955.94 $201,955.94
1.025
Permanent Total
2. Average compensation $1,048.62 $1,048.62
3. Effect of amendment on permanent total 1.000
Maijor 70-99.75
4. Average duration, temporary disability 98.8 98.8
5. Average compensation, temporary disability $632.33 $633.28
6. Average duration, permanent disability 530.6 577.5
7. Average compensation, permanent disability $273.21 $293.29
8. Average duration, life pension 967.2 908.1
9. Average compensation, life pension $187.85 $219.49
10. Average cost of education vouchers $3,382.91 $2,560.04
11. Average total cost: (4)x(5)+(6)x(7)+(8)x(9)+(10) $392,552.00 $433,841.63
12. Effect of amendment on major 70-99.75 1.105
Maijor 25-69.75
13. Average duration, temporary disability 75.7 75.7
14. Average compensation, temporary disability $530.46 $535.65
15. Average duration, permanent disability 189.9 208.9
16. Average compensation, permanent disability $229.59 $237.81
17. Average duration, life pension -—- 1,075.0
18. Average compensation, life pension - $2.56
19. Average cost of education vouchers $2,339.19 $1,893.27
20. Average total cost: (13)x(14)+(15)x(16)+(17)x(18)+(19) $86,111.32 $94,875.71
21. Effect of amendment on major 25-69.75 1.102

[l This includes change to the permanent disability weekly benefit maximums and minimums, change to
the supplemental job displacement benefit, increase of the burial allowance, elimination of the FEC, and
the application of a 1.4 adjustment to each impairment but prior to the elimination of the rating add-ons
for psychiatric impairment, sleep disorder and sexual dysfunction.
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Estimated Cost Impact On Accident Year 2013 - SB 863

Changes in Statutory Benefit Levels

Minor 15-24.75

22.
23.
24,
25.
26.
27.
28.

Average duration, temporary disability
Average compensation, temporary disability
Average duration, permanent disability
Average compensation, permanent disability
Average cost of education vouchers
Average total cost: (22)x(23)+(24)x(25)+(26)
Effect of amendment on minor 15-24.75

Minor 0.25-14.75

29.
30.
31.
32.
33.
34.
35.

Average duration, temporary disability
Average compensation, temporary disability
Average duration, permanent disability
Average compensation, permanent disability
Average cost of education vouchers
Average total cost, (29)x(30)+(31)x(32)+(33)
Effect of amendment on minor 0.25-14.75

Temporary

36.
37.

Average compensation
Effect of amendment on temporary

1

(1)
Benefit Effective
1/1/2013

Present

61.8
$476.13
69.9
$226.77
$1,135.95
$46,387.99

40.6
$455.06
23.6
$221.28
$501.69
$24,188.54

$456.26

Attachment 1

Exhibit 1.3
Updated October 12, 2012

)
Benefit Effective
1/1/2013

Progosed[”

61.8
$481.40
77.8
$229.33
$1,247.65
$48,820.71
1.052

40.6
$457.26
27.6
$223.99
$623.32
$25,374.27
1.049

$456.26
1.000

[l This includes change to the permanent disability weekly benefit maximums and minimums, change to
the supplemental job displacement benefit, increase of the burial allowance, elimination of the FEC, and
the application of a 1.4 adjustment to each impairment but prior to the elimination of the rating add-ons
for psychiatric impairment, sleep disorder and sexual dysfunction.
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Estimated Cost Impact On Accident Year 2014 - SB 863

Change in Statutory Benefit Levels

Distribution Impact Prior Impact Subsequent

of Incurred to Utilization to Utilization
Type of Injury Losses Adjustments Adjustments
Death 0.0063 0.0% 0.0%
Permanent Total 0.0106 0.0% 0.0%
Major 70-99.75 0.0070 0.0% 1.6%
Major 25-69.75 0.1730 10.1% 11.9%
Serious 0.1969 8.9% 10.5%
Minor 15-24.75 0.0271 7.1% 8.8%
Minor 0.25-14.75 0.0676 4.6% 6.2%
Temporary 0.0368 0.0% 1.6%
Non-Serious 0.1315 3.8% 5.4%
Indemnity 0.3284 6.9% 8.5%
(Serious & Non-Serious)
Medical 0.6716 0.0% 1.3%
Total 1.0000 2.3% 3.7%

[ This includes the change to the permanent disability weekly benefit maximums.
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Estimated Cost Impact On Accident Year 2014 - SB 863
Change in Statutory Benefit Levels

Death

1.

Effect of amendment on death

Permanent Total

2.
3.

Average compensation
Effect of amendment on permanent total

Major 70-99.75

4.

Average duration, temporary disability

. Average compensation, temporary disability

5
6.
7
8

Average duration, permanent disability

. Average compensation, permanent disability
. Average duration, life pension

9.
10.
11.
12.

Average compensation, life pension

Average cost of education vouchers

Average total cost: (4)x(5)+(6)x(7)+(8)x(9)+(10)
Effect of amendment on major 70-99.75

Major 25-69.75

13.
14.
15.
16.
17.
18.
19.

[l This includes the change to the permanent disability weekly benefit maximums.

Average duration, temporary disability
Average compensation, temporary disability
Average duration, permanent disability
Average compensation, permanent disability
Average cost of education vouchers
Average total cost: (13)x(14)+(15)x(16)+(17)
Effect of amendment on major 25-69.75

16

[1]

(1)

Benefit Effective

1/1/2014
Present

$203,808.05

$1,078.89

98.8
$652.29
540.1
$279.57
957.7
$195.37
$2,387.15
$404,964.77

75.7
$546.37
193.2
$228.10
$1,887.60
$87,323.81

Workers’ Compensation Insurance Rating Bureau of California®

Attachment 1
Exhibit 2.2
Updated October 12, 2012

(2)

Benefit Effective

1/1/2014
Proposed

$203,808.05
1.000

$1,078.89
1.000

98.8
$652.29
540.1
$279.57
957.7
$195.37
$2,387.15
$404,964.77
1.000

75.7
$546.37
193.2
$273.93
$1,887.60
$96,176.76
1.101



Minor 15-24.75
20. Average duration, temporary disability

Attachment A

Change in Statutory Benefit Levels

21. Average compensation, temporary disability

22. Average duration, permanent disability

23. Average compensation, permanent disability

24. Average cost of education vouchers

25. Average total cost: (20)x(21)+(22)x(23)+(24)
26. Effect of amendment on minor 15-24.75

Minor 0.25-14.75

27. Average duration, temporary disability

28. Average compensation, temporary disability

29. Average duration, permanent disability

30. Average compensation, permanent disability

31. Average cost of education vouchers

32. Average total cost, (27)x(28)+(29)x(30)+(31)
33. Effect of amendment on minor 0.25-14.75

Temporary

34. Average compensation
35. Effect of amendment on temporary

[l This includes the change to the permanent disability weekly benefit maximums.
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Estimated Cost Impact On Accident Year 2014 - SB 863

[1]

(1)

Benefit Effective

1/1/2014
Present

61.8
$489.34
70.2
$222.81
$1,150.02
$47,015.46

40.6
$467.95
24.6
$222.29
$600.40
$25,072.72

$468.97

Workers’ Compensation Insurance Rating Bureau of California®

Attachment 1
Exhibit 2.3
Updated October 12, 2012

(2)

Benefit Effective

1/1/2014
Proposed

61.8
$489.34
70.2
$270.53
$1,150.02
$50,364.77
1.071

40.6
$467.95
24.6
$268.61
$600.40
$26,214.30
1.046

$468.97
1.000



Attachment A

Attachment 1
Exhibit 3

Updated October 12, 2012

Estimated Cost Impact on Accident Year 2013 - SB 863
Effect of Removal of Add-ons for Psychiatric Impairment, Sleep Disorder, and Sexual Dysfunction

Removal of All Add-Ons
Without Utilization Effects

With Utilization Effects

Change in Loss Dollar Loss Dollar
% of Ratings  Average % Impact on Impact % Impact on Impact

Add-On Affected (a) Rating (a) Total Losses (in $MM) (b) Total Losses (in $MM) (b)
Psychiatric Impairment 2.6% -21% -0.5% ($77) -0.8% ($121)
Sleep Disorder 1.7% -0.7% -0.2% ($23) -0.2% ($36)
Sexual Dysfunction 0.5% -0.2% 0.0% (%$7) -0.1% ($11)
Total All Add-ons 4.1% 2.7% -0.7% ($107) 1.1% ($168)

Removal of Add-Ons with 10% Offset for Psychiatric Impairments (c)
Without Utilization Effects

With Utilization Effects

Change in Loss Dollar Loss Dollar
% of Ratings Average % Impact on Impact % Impact on Impact

Add-On Affected Rating Total Losses (in $MM) (b) Total Losses (in $MM) (b)
Psychiatric Impairment - --- -0.5% ($69) -0.7% ($109)
Sleep Disorder - - -0.2% ($23) -0.2% ($36)
Sexual Dysfunction - --- 0.0% ($7) -0.1% ($11)
Total All Add-ons -0.6% ($99) -1.0% ($156)

Source: Approximately 20,000 permanent disability claims rated by the Disability Evaluation Unit from June 2011

to March 2012.

(a) Due to interactive effects, the sum of the individual components may not equal the total.

(b) Loss dollar impacts are re-weighted so that the sum of the individual components equals the total.

(c) An estimated 10% of the savings from the removal of psychiatric add-ons is offset for catastrophic injuries or
injuries that were a result of a violent act based on the injury description characteristics reported on permanent

disability claims from unit statistical data.

18
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Attachment A Attachment 1
Exhibit 4.1

Updated October 12, 2012
Estimated Cost Impact On Accident Year 2013 - SB 863
Removal of Three-Tiered Weekly PD Benefits!"!

Distribution Impact Prior Impact Subsequent

of Incurred to Utilization to Utilization
Type of Injury Losses Adjustments Adjustments
Death 0.0063 0.0% 0.0%
Permanent Total 0.0106 0.0% 0.0%
Major 70-99.75 0.0071 -1.8% -2.1%
Major 25-69.75 0.1760 -1.8% -2.0%
Serious 0.1999 -1.6% -1.9%
Minor 15-24.75 0.0273 -1.0% -1.3%
Minor 0.25-14.75 0.0677 -0.2% -0.5%
Temporary 0.0368 0.0% -0.3%
Non-Serious 0.1318 -0.3% -0.6%
Indemnity 0.3317 -1.1% -1.4%
(Serious & Non-Serious)
Medical 0.6683 0.0% -0.2%
Total 1.0000 -0.4% -0.6%

[ This is the impact of eliminating the 15% adjustment up and down in weekly PD benefits related to
qualified return-to-work offer.

19
Workers’ Compensation Insurance Rating Bureau of California®



Attachment 1
Exhibit 4.2
Updated October 12, 2012

Attachment A

Estimated Cost Impact On Accident Year 2013 - SB 863

(1) 2)
Benefit Effective Benefit Effective
1/1/2013 1/1/2013
Present Proposed”
Death
1. Effect of amendment on death $201,955.94 $201,955.94
1.000
Permanent Total
2. Average compensation $1,048.62 $1,048.62
3. Effect of amendment on permanent total 1.000
Major 70-99.75
4. Average duration, temporary disability 98.8 98.8
5. Average compensation, temporary disability $618.31 $618.31
6. Average duration, permanent disability 514.3 514.3
7. Average compensation, permanent disability $285.21 $272.41
8. Average duration, life pension 9091 909.1
9. Average compensation, life pension $172.73 $172.73
10. Average cost of education vouchers $2,400.39 $2,400.39
11. Average total cost: (4)x(5)+(6)x(7)+(8)x(9)+(10) $367,209.62 $360,628.59
12. Effect of amendment on major 70-99.75 0.982
Major 25-69.75
13. Average duration, temporary disability 75.7 75.7
14. Average compensation, temporary disability $532.29 $532.29
15. Average duration, permanent disability 200.4 200.4
16. Average compensation, permanent disability $236.88 $228.68
17. Average duration, life pension 1,074 .4 1,074.4
18. Average compensation, life pension $2.23 $2.23
19. Average cost of education vouchers $1,861.61 $1,861.61
20. Average total cost: (13)x(14)+(15)x(16)+(17)x(18)+(19) $92,046.96 $90,403.45
21. Effect of amendment on major 25-69.75 0.982

Removal of Three-Tiered Weekly PD Benefits

Q)

[l This is the impact of eliminating the 15% adjustment up and down in weekly PD benefits related to

qualified return-to-work offer.
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Estimated Cost Impact On Accident Year 2013 - SB 863

Removal of Three-Tiered Weekly PD Benefits

Minor 15-24.75

22.
23.
24.
25.
26.
27.
28.

Average duration, temporary disability
Average compensation, temporary disability
Average duration, permanent disability
Average compensation, permanent disability
Average cost of education vouchers
Average total cost: (22)x(23)+(24)x(25)+(26)
Effect of amendment on minor 15-24.75

Minor 0.25-14.75

29.
30.
31.
32.
33.
34.
35.

Average duration, temporary disability
Average compensation, temporary disability
Average duration, permanent disability
Average compensation, permanent disability
Average cost of education vouchers
Average total cost, (29)x(30)+(31)x(32)+(33)
Effect of amendment on minor 0.25-14.75

Temporary

36.
37.

Average compensation
Effect of amendment on temporary

Q)

(1)
Benefit Effective
1/1/2013

Present

61.8
$481.03
77.0
$229.26
$1,238.41
$48,608.55

40.6
$457.24
27.6
$223.99
$622.56
$25,361.96

$456.26

Attachment 1
Exhibit 4.3
Updated October 12, 2012

(2)
Benefit Effective
1/1/2013

Proposed”]

61.8
$481.03
77.0
$222.67
$1,238.41
$48,101.03
0.990

40.6
$457.24
27.6
$221.96
$622.56
$25,305.89
0.998

$456.26
1.000

[l This is the impact of eliminating the 15% adjustment up and down in weekly PD benefits related to

qualified return-to-work offer.
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Estimated Cost Impact of SB 863
Lien Filing Fee

1. Projected Number of 2013 Liens!"!

2. Projected Reduction in Lien Filings®®

3. Number of Liens Avoided: (1) x (2)

4. Average Lien Settlement Cost Savings'

5. Total Lien Settlement Cost Savings: (3) x (4)

6. Average Administrative and Legal Cost per Lien®!

7. Total Administrative and Legal Cost Savings: (3) x (6)

8. Total Savings: (5) + (7)

Attachment 1
Exhibit 5.1

Updated October 12, 2012

640,000
30%

192,000
$150
$29,000,000
$400
$77,000,000

$106,000,000

[1] Bickmore Risk Services August 23, 2012 Projected Impact of Changes to CA Workers' Compensation

Exhibit 7, Page 1 projected 2013 liens filed based on reported DWC lien counts.

[2] 2012 WCIRB Liens Survey proportion of lien settlements of $300 or less.

[3] 2012 WCIRB Liens Survey average lien settlement for lien amounts settling for $300 or less.
This amount reflects the filing fee and provision for expense the lien claimant incurs for preparing the lien filing.
[4] 2012 WCIRB Liens Survey lien legal cost of $150 plus provision for insurer administrative costs.
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10.

. Percentage of Medical/Medical-Legal Liens Eliminated

Attachment A

Estimated Cost Impact of SB 863
Lien Statute of Limitations

. Projected Number of 2013 Liens!"

[2]

. Number of Liens Avoided: (1) x (2)

. Average Lien Amount®!

. Average Lien Settlement Rate!”

. Average Lien Settlement Cost: (4) x (5)

. Total Lien Settlement Cost Savings: (3) x (6)

. Average Administrative and Legal Cost per Lien®

. Total Administrative and Legal Cost Savings: (3) x (8)

Total Savings: (7) + (9)

Attachment 1
Exhibit 5.2
Updated October 12, 2012

640,000
11%

70,000
$7,500
30%

$2,250
$158,000,000
$3,000
$210,000,000

$368,000,000

[1] Bickmore Risk Services August 23, 2012 Projected Impact of Changes to CA Workers' Compensation
Exhibit 7, Page 1 projected 2013 liens filed based on reported DWC line counts.
[2] The product of the proportion of liens filed two years or more from the service date from the

CHSWC 2011 Liens Report (23%), the proportion of liens that are medical from the WCIRB Liens
Survey (70%) and the proportion of liens not eliminated by the lien filing fee (70% from Exhibit 5.1).

liens eliminated by the lien filing fee.
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[3] 2012 WCIRB Liens Survey average lien amount for medical/medical-legal lien types excluding those

[4] 2012 WCIRB Liens Survey average lien settlement rate for medical/medical-legal lien types.
[5] 2012 WCIRB Liens Survey lien legal cost of $1,400 plus provision for insurer administrative costs.



Attachment A
Attachment 1

WCIRBCcaiifornia®

525 Market Street, Suite 800
San Francisco, CA 94105-2767

Voice 415.777.0777
Fax 415.778.7007

www.wcirbonline.org
wcirb@wcirbonline.org



Attachment 2

Attachment A

3dIS ASY3IATY FHL NO 6 #
NOILS3IND OL INNILNOD 3SV31d

=

AA aa AN

:UMIq JO ajep SJaxlom painfu] ‘g

‘Junowle apise-}aS aJedipa|\ 8y} apinold ases|d ‘(e) 0} saA §| (q)

ON SOA ¢Wieo siyy Joy pabuelle apise-}9G aJedlpa|y e alayy s| (8) /2

*§]S02 Ajluwdpul Jay10 yim Jayiaboy
€l pue g| ‘(e)o) suonsenp wouy sjunowe JPNOUl PINoYs Ajuwapul paiundu|  :8JoN

|eoipaw paunou]  (q)

(mojaq ,3)0N,, @9s) Aluwapul paunou]  (e)

1500 Wiejo (IAYISTIY ONIANVYLSLNO SNTd AIvd T1v) paunoul [eyol 9

‘YOL N 10}.Q.

J3YI0 IV 104 ., Z, ‘€0LN 404,
10 ‘QOLIN 404, 4. ‘TOLN 4oy, 4.,
‘GOLIN 4o} 3, ‘LOLIN 4O}V,

'S9P0Y 9NPaYRS 984 |EBS|-[eolpaw Buwo||g ey} asn (g)

SI1BYO IV 10} ..

:90udpIsal Jo aoe(d sJaylom painfuijo spoo diz G

(yuso1ad ejoym JsaiesN) (Aidde jou saop juswuornodde Ji yuelq (q)y aAes|)
% ¢iuswuoipodde saye Bunel Ayjigesip Jusuewsad
ay} sl Jeym ‘uawuoiodde sanjoaul wie siyl | (q)
(yuaosad ajoym jsaleaN)
% :(jJuswuoipodde o} Joud) Bunes Ayjigesip Jusuewsad (e)

ANI/ANY 0} .y Jo ‘Aneiyohsd Jo} g,
Jo ‘yensujuskoldug Jo) 3., ‘A6Oj0INBN 10} N
‘1% JOM 10} ,M\n ‘ABojoipie) g
JNO 19 .0, SUPIPIA [ewdiu] JO) ],
‘beroishyd Buneas) Aewud oy d, ‘sojpadayO 104 ,0,
:Jojsenbay :JepIno.d jo Ajje1oadg sjeaipul
9)eaipul 0} s9P02 BuMO||o}) 8L sn (D) 0} sapoo Bumo||g auy esn (V)
/ / 8
/ / L
/ / 9
/ / S
/ / 14
/ / €
/ / Z
/ / 3
ERIINETS (epew usaaq (mojaq 9 99s) | (mojaq g 9es) | (mojeq v @as) | JequinN
jo ajeq aney sjuswAhed | Aq pajsenbay apo) 19pInoId Joday
11 Ajuo Jemsue) a|npayds 994 | jo Ajeroads

Hoday jo 350D

‘Junowe
wns 9ajbuls ay} apinoid ases|d ‘qunowe wns 9|buis e ybnoiy) pamas si wiep ayl 4| (q)

Buiyiou axe] (g)
pseme pajeindig (z)
asesjal @ asiwoidwo) (1)

sjuswAed Ateyunjop (9)
[essiwsiq (Q)

pieme g sbuipulq ()
(*Buimoyjo} 8y} 40 duo Ajuo 109]9S) :uoninjosai jo poylen () g

(".89A, sienba (q)} uonsanyd 41 ATNO Z UOlSeND Jamsuy)

"AAVIN NI39 IAVH
SININAVA ON JIIHM SI1d0d3d IANTONI LON O ISV 1d ‘1e8ys sjesedss
e uo spodel |euonippe UO uonewlojul paisenbel spnjoul ases|d ‘PeAlOAUl Ble
spodaus 1yble uey) aiow J| "8ull 1S4l Yl UO ,JNON, 1M ases|d ‘suou aiam aiay)
J| 'suodal |ebaj-jeoipaw JO 9SN By} SSAJ0AUI WieD ay) yi Bumojjoy ayy syeidwod g

ON
AA ad NN

£ UoINjoSal WIBD JO 8)ep 8y} Sl JBUM €——— SOA

¢panjosal usaq wielo siy) seHy (q)

AA aa NN
/ / :papodas wiep ayeq () L

cHLVd NOY
‘HLVd ILNHdIDOVW
SJHIWON WIVTIO

SJHIGWON AVIING
‘dIIWON dI XHAANS
S9)0oU Jainsul 10} BalY

+@oI¥ddd XDI'T0d
SFEIWNN XDITTO0d
cQHINSNI

CHWYN JHINSNI
CHWVYN dN0¥D

AIALINS NIVTO ALITIGVSIA LNINVINETd

VINHO4I'TVD 40 NVIdNd ONILVH FONVHNSNI NOILVSNIdINOD .SHIMHOM

WCIRB California®


mgualderama
Typewritten Text


Attachment 2

Attachment A

AA aa AN
/ / 9jeq

v "ON auoydsja |

:aweN

:Aq pajejdwod wio4

8G9 9po) Joge] 0} yuensind
‘JaJJ0 Jom-0}-uinjal palijenb jo aouasaid o} anp juswisnipe
pPJIEMUMOP %G| UlIM |9A3] A10INjE]S 1B S)dam Jo JaquinN  (9)

8G9% ©p0D
JogeT 0} Juensind ‘I80 YI0M-0}-uin}al payiienb jo yoe| 0} anp
juswisnipe piemdn 9,G| Ylm [9A9] Alojnie)s je syaam Jo JaquinN  (q)

SIoM
0} uJnjal Joj Juswisnipe Inoyyum [aAs] Alojniess je syeam Jo JaquunN  (e)
BEETNE

JaquinN

(s1saquinu ajoym asn)
:s|loAna| Alojnjels Buimoj|oy ay) je

POAJOAU] WISIUBYOBW [EW.O) ON (8)

(s)wsiueyosw ayndsip JayiO (2)

sBuueay jewlo4 (9)

sanss| [eaIpaw uey} Jayjo uo sbuuesy paypadx3 (g)
sanss| |eaipaw uo sbuuesy paypadx3 ()

sjuawaaibe 1no-anied 0} Juensind uoljeipaw/uoneqly (g)
90U8J8ju0d Juswajas Alojepuel (2)

aouenuiuo) (1)

sjyauaq Ajjigesip jusuewsad JO S}9am JO Jaquinu [ej0} pajewsa ay) Jajus ases|d ‘9| (*auo ueyy sJow syeoipul ‘seudoidde 4j) “sseooid swiep sy} Ul
PSAJOAUL USS( JE} SNY} 9ABY MOJSq Pa)s| Swisiueydaw andsip ay} Jo ydiym ayedipuj "L}
ON SOA
£ Syluow aAjam) jses| Je Joj }se| 0} pajoadxa PO (A
3}JOM BAljeuId)|e JO palipow ‘JejnBal jo Jayo paylenb e apew Jakoldws sy} seH ‘G| wo
ad o} pajejal Auownsal padxa asuayeq (I
oN SoA s99) uonebnsanuyaoue|ioning (Il
s99) Asulone asuaeg (I
&(P)009Y Uonoas 8poy
Joge o} juensind ueioisAyd jeuosiad e ejeubisep Jayiom ayy pip ‘Ainful 0} Joud L aivd SINNOWY :sasuadxa Juswisnlpe sso| pajeao|y (q)
Jayio (i
ad o} pajejal Auowiysal padxa jueoyddy (it
(9 uonsanp ui ajoN .wmmownw sa9} Asuloype jueolddy (I
wiep (IAYISIY ONIANVLSLNO SNd divd T1v) paunoul Ayjigesip Aesodwa| "¢l avd SINNOWY (9 uonsenp ul 830N @8s) 51509 [eBa| sJaxoM (B) ‘0L
S1S00
pajefaJ-uoiey|iqeyas [euoledoA Jauio () .
:8poQ 80O dVOM Jejoeleyo-¢ ey} saug  (q)
9'8G9¥ pue G'gG9{ suonoeg
apo) JogeT 0} Juensind
J3Y2dNOA uoljeonpa s|qeJlajsuesjuoN (e) oN soA
d3xddNONI divd
(9 uonsanp ui ajoN 99s) ¢9Neasaldal
1S}S09 paje|al-uohjelljiqeyal [euo}eo0A JSYJ0 PUE JOYDNOA UOIJEINPS S|qBJSJSUBIUON Z| pazuoyine Jayjo 10 Asuiope ue Aq pajussaisdas ussq juewrep ayy seH (B) 6

WCIRB California®



Attachment A

CALIFORNIA WORKERS' COMPENSATION LIENS CLAIM SURVEY

PLEASE RETURN SURVEY TO: WCIRB Actuarial Department
525 Market Street, Suite 800, San Francisco, CA 94105
email: actuarial@wcirbonline.org Fax: 415-778-7007

Insurer Name: Policy Number:
Insurer Code: Effective Date:
Insured Name: Claim Number:

Accident Date:

PLEASE COMPLETE THE FOLLOWING INFORMATION FOR CLAIM NUMBER:

A. How many lien claimants have filed against this claim?
B. Lien legal defense for this claim: $
C. Number of lien hearing appearances on this claim:

Please complete the following for each lien claimant: Lien #1

1. Please select from the drop-down box the type of lien claimant: Select Type
2. *If Source selected is "Medical-Other" or "Other", specify here:
3. Date of original lien filing for this lien claimant:

4. Total original amount of lien demand for this lien claimant: $

5. Has the lien claimant been resolved (Y/N):

6. If the lien claimant has been resolved, what was the settlement $
amount for the lien? (Enter $0 if the lien was resolved without any payment or dismissed)

. Date this lien claimant was resolved:

~

8. Please select the WCAB Office from the drop-down box: Select WCAB Office

9. Comments (if any):

Name of Person Completing Survey Form:

Title: Company:

Telephone Number: () Email Address:

Date Completed:

Attachment 3
WCIRBCaifomia®
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	b. General Methodology — The rating on each claim rated by the DEU on 2013 injuries can be compared to the average rating re-computed using the pre-SB 863 process. The average PD rating over all DEU claims under both approaches can then be compared.
	c. Schedule — DEU data on PD ratings is available on a relatively contemporaneous basis. However, given the PD claim process, PD ratings on 2013 injuries will not become available in significant volumes until 2014. An initial preliminary evaluation of...

	2. Change in Statewide Average PD Rating Based On Unit Statistical Data
	a. Data Elements — The PD rating is reported on unit statistical reports.
	b. General Methodology — The average PD rating on 2013 injuries reported on 2012 policy year unit statistical reports can be computed in 2014 and compared to the average PD rating on similarly aged pre-SB 863 claims. This annual change should be compa...
	c. Schedule — Unit statistical reports are initially valued at 18 months and submitted 20 months from policy inception. Subsequent reports at annual increments are required on all open claims. First reports of accident year 2013 claims on 2012 policie...

	3. Change in Statewide Average PD Rating Based On DEU Data
	a. Data Elements — The PD rating and other related descriptive information, such as disability category and impairment rating, are available from the DEU database on a relatively contemporaneous basis.
	b. General Methodology — Based on DEU data, the final PD rating and whether an Almaraz/Guzman adjustment was applied can be determined for each claim rated by the DEU on 2013 injuries. These results can then be compared to the analogous results in the...
	c. Schedule — DEU data on PD ratings is available on a relatively contemporaneous basis. However, given the PD claim process, ratings on 2013 injuries will not become available in significant volumes until 2014. An initial preliminary evaluation of ra...


	D. PD Add-ons
	1. Impact of PD Add-ons on PD Ratings
	a. Data Elements — The PD rating, coding for impairment add-ons and other related descriptive information, such as disability category and impairment rating, are available from the DEU database on a relatively contemporaneous basis.
	b. General Methodology — The volume and average impact of add-ons for psychiatric injuries, sleep disorder and sexual dysfunction on PD ratings can be determined from the DEU database of PD rating information on 2013 injuries. These measures can be co...
	c. Schedule — DEU data on PD ratings is available on a relatively contemporaneous basis. However, given the PD claim process, PD ratings on 2013 injuries will not become available in significant volumes until 2014. An initial preliminary evaluation of...


	E.  Three-Tiered Weekly PD Benefits
	1. Frequency of Return-to-Work Offers
	a. Data Elements — The number and proportion of claims reported on the PD Claim Survey in which there is a qualified return-to-work offer.
	b. General Methodology — The proportion of PD claimants receiving a qualified return-to-work offer can be estimated for 2013 injuries based on PD Claim Survey information received in late 2015 and the proportion compared to that of similarly aged pre-...
	c. Schedule — In the PD Claim Survey, accident year claims are initially valued, on average, at 28 months. One year later, open claims are resurveyed with an evaluation at 40 months. The initial retrospective estimate of the SB 863 changes on the freq...


	F. Indemnity Claim Frequency
	Cost Components to be Measured and Schedule for Valuation
	1. Accident Year Indemnity Claim Frequency Changes
	a. Data Elements — WCIRB accident year indemnity claim counts from quarterly WCIRB aggregate financial data calls.
	b. General Methodology — The change in reported aggregate indemnity claims to exposure from one accident year to another will be measured at quarterly evaluations and compared to the changes forecast by the WCIRB frequency model and changes in recent ...
	c. Schedule — The initial report for the frequency change by accident year can be made on a preliminary basis shortly following the beginning of the accident year. The first preliminary evaluation of the accident year 2013 frequency change based on si...

	2. Accident Year Indemnity Claim Frequency Changes by Wage Level Interval
	a. Data Elements — Claim counts by type of injury, accident year and wage level from WCIRB unit statistical reports.
	b. General Methodology — Changes in accident year indemnity claim counts by wage intervals will be estimated based on unit statistical data. Changes in claim counts at wage intervals affected by the SB 863 benefit changes will be compared to changes a...
	c. Schedule — The first preliminary evaluation of changes in an accident year’s indemnity claim counts by wage level interval can be made within one year from the end of the accident year. The first preliminary evaluation of accident year 2013 changes...


	G. Department of Industrial Relations (DIR) Return-to-Work Program

	V. SB 863 Cost Monitoring Plan – Changes to Medical Benefit Delivery System
	A. Liens
	Cost Components to be Measured and Schedule for Valuation
	1. The Number of Lien Filings and Lien Activations
	a. Data Elements — Counts of lien filings and lien activations based on DWC data from the Electronic Adjudication Management System (EAMS).
	b. General Methodology — An estimate of the changes in the number of lien filings in 2013 can be made by comparing filings for the first half of 2013 with the comparable number of lien filings made in the first half of 2012. The total number of active...
	c. Schedule — An initial preliminary evaluation based on the lien activity in the first six months of 2013 can be completed by the fourth quarter of 2013. The analysis can be updated regularly based on later time periods.

	2. Average Lien Costs
	a. Data Elements — The average cost of lien demands and settlements by type of lien and lien defense costs from WCIRB Lien Survey data.
	b. General Methodology — The average demand and settlement cost by type of lien and lien defense costs for liens filed and activated in the first six months of 2013 can be compared to the comparable amounts for liens filed and activated in the pre-SB ...
	c. Schedule — The WCIRB will issue its Lien Survey in the beginning of the third quarter of 2013 for information on liens filed and activated in the first half of 2013. The preliminary analysis based on that information can be completed by the fourth ...

	3. The Number and Cost of “Petitions for Costs”
	a. Data Elements — The number and cost of settlements on “petitions for costs” from WCIRB Lien Survey data.
	b. General Methodology — The number, average demand and settlement cost for “petitions for costs” by type for petitions filed in the first six months of 2013 can be determined to help estimate the impact of the SB 863 lien provisions.


	B. Surgical Implant Hardware
	Cost Components to be Measured and Schedule for Valuation
	1. Change in Spinal Implant Hardware Costs
	a. Data Elements — Paid amounts related to spinal implant hardware based on medical transaction data from WCIRB and CWCI.
	b. General Methodology — An estimate of the changes in average reimbursements for spinal implant hardware on 2013 and later dates of service can be made by comparing those costs based on medical transaction data from the WCIRB and CWCI with the costs ...
	c. Schedule — The initial evaluation based on the dates of service in early 2013 can be completed by the fourth quarter of 2013. The analysis can be updated regularly based on later time periods.


	C. Ambulatory Surgical Center Fees (ASC)
	Cost Components to be Measured and Schedule for Valuation
	1. Change in the Cost of ASC Facility Fees
	a. Data Elements — Paid amounts related to ASC facility fees based on medical transaction data from WCIRB and CWCI.
	b. General Methodology — An estimate of the changes in the cost of ASC facility fees for 2013 and later dates of service can be made by comparing those costs, based on a sample of medical transaction data from the WCIRB or the CWCI, to both the SB 863...
	c. Schedule — The initial evaluation based on the dates of service in early 2013 can be completed by the fourth quarter of 2013. The analysis can be updated regularly based on later time periods.

	2. Change in the Cost of Hospital Outpatient Services
	a. Data Elements — Paid amounts related to outpatient fees based on medical transaction data from WCIRB and CWCI.
	b. General Methodology — An estimate of the changes in the cost of hospital outpatient fees for 2013 and later dates of service can be made by comparing those costs based on medical transaction data from the WCIRB or the CWCI to outpatient costs durin...
	c. Schedule — The initial evaluation based on the dates of service in early 2013 can be completed by the fourth quarter of 2013. The analysis can be updated regularly based on later time periods.


	D. Independent Medical Review (IMR)
	Cost Components to be Measured and Schedule for Valuation
	1. Liens Related to Medical Treatment Disputes
	a. Data Elements — Liens filed on or after July 1, 2013 on medical treatment issues and their cost based on WCIRB Lien Survey data.
	b. General Methodology — To estimate the change in the number and cost of liens for medical treatment issues, the WCIRB will compare the number and cost of liens on medical treatment issues for services provided on or after July 1, 2013 based on WCIRB...
	c. Schedule — The WCIRB will issue its Lien Survey for information on liens filed and activated in the second six months of 2013 and the first six months of 2014 in the beginning of the third quarter of 2014. The preliminary analysis based on that inf...

	2. Changes in the Number of Expedited Hearings
	a. Data Elements — Counts of expedited hearings from DWC EAMS data.
	b. General Methodology — Most expedited hearings relate to medical treatment disputes. The number of expedited hearings in quarters subsequent to the July 1, 2013 effective date of the application of the IMR provisions to all injuries from EAMS data c...

	3. Frequency and Cost of IMR
	a. Data Elements — The number, cost, decisions and related information from the IMR records provided to the DWC by the IMR vendor.
	b. General Methodology — The number, cost and typical outcomes of IMRs subsequent to SB 863 from DWC data on the individual IMR occurrences can be compared to similar information on the expedited hearing process gathered in the pre-SB 863 environment ...

	4. Changes in the Duration of Temporary Disability
	a. Data Elements — ICIS transactional level data on the distribution of the duration of temporary disability by type of injury and accident year.
	b. General Methodology — The distribution of the duration of temporary disability benefits by type of injury for 2013 and later injuries from ICIS data can be compared to the distributions for comparably aged pre-SB 863 accident years.
	c. Schedule — CWCI anticipates collecting ICIS transactional data through year-end 2013 in 2014. As a result, preliminary estimates of any change in average temporary disability duration can be made by the third quarter of 2014. The analysis can be up...

	5. Change in the Cost of Medical-Legal
	a. Data Elements — The number and average cost of medical-legal reports by physician specialty is available from the WCIRB’s annual PD Claim Survey.
	b. General Methodology — The number and average cost of medical-legal reports by specialty and requesting party is determined for each accident year from the WCIRB’s PD Claim Survey. The number and average cost of reports for periods subsequent to SB ...
	c. Schedule — In the PD Claim Survey, accident year claims are initially valued, on average, at 28 months. One year later, open claims are resurveyed with an average evaluation at 40 months. The initial estimate of the number and average cost of medic...

	6.  Paid ALAE per Indemnity Claim by Accident Year
	a. Data Elements — Accident year paid ALAE per indemnity claim from WCIRB quarterly aggregate financial data calls.
	b. General Methodology — The change in the average paid ALAE for accident years 2013 and later can be compared to the change in comparably aged average paid amounts for prior years to assess the extent to which trends in ALAE appear to be changing sub...
	c. Schedule — Paid ALAE by accident year for each quarter is available within ninety days subsequent to the end of the quarter. The WCIRB will prepare an analysis of paid ALAE for the 2013 accident year by the third quarter of 2014. This analysis can ...

	7.  Paid ULAE per Indemnity Claim by Calendar Year
	a. Data Elements — Calendar year paid ULAE per indemnity claim based on the WCIRB’s annual call for calendar year expenses and quarterly accident year experience calls.
	b. General Methodology — The calendar year paid ULAE per indemnity claim subsequent to SB 863 can be compared to that of prior years. While changes in overall ULAE cost trends can be determined, it will likely not be possible to attribute specific cha...
	c. Schedule — Calendar year expense payments are collected and summarized by June of the following year. As a result, an initial estimate of the effect of SB 863 on ULAE in 2013 based on this aggregate information can be made by the third quarter of 2...

	8. Changes in Litigation
	a. Data Elements — The rate of attorney representation on PD claims is available from the WCIRB’s annual PD Claim Survey.
	b. General Methodology — The rate of attorney representation will be determined for each accident year from the WCIRB’s PD Claim Survey. The rate of representation for periods subsequent to SB 863 can be compared to that for earlier periods. While cha...

	9. Calendar Year Paid Cost of Medical Cost Containment Programs
	a. Data Elements — The annual amount of paid costs of medical cost containment programs by calendar year from the WCIRB’s annual call for calendar year indemnity and medical costs and by accident year from WCIRB quarterly calls for experience.
	b. General Methodology — Compare the changes in the calendar year cost of medical cost containment in years subsequent to SB 863 to those costs in pre-SB 863 periods.
	c. Schedule — Aggregate calendar year payments for medical cost containment programs are collected and summarized by June of the following year. As a result, an initial estimate of the effect of the legislation on the cost of medical cost containment ...

	10. Utilization Review Costs
	a. Data Elements — The amount of utilization review costs by accident year can be determined from CWCI ICIS data.
	b. General Methodology — Compare the cost of utilization review for post-SB 863 accident years to that for pre-SB 863 accident years to assess whether the introduction of IMR has impacted the use of utilization review.

	11. Changes in Medical Treatment Patterns
	a. Data Elements —WCIRB MDC and CWCI ICIS transaction level data on a number of utilization measures, such as the number of visits and number of procedures by type (e.g., physical medicine, chiropractic, evaluation and management) and by diagnosis (e....
	b. General Methodology — For a number of the key diagnoses that generate significant workers’ compensation costs, compare the changes in various average utilization measures at comparable treatment intervals for later injuries impacted by the SB 863 r...

	12. Accident Year Average Paid Medical per Indemnity Claim
	a. Data Elements — Accident year paid medical per indemnity claim by quarter from WCIRB quarterly aggregate financial calls.
	b. General Methodology — The change in the average paid medical per indemnity claim by accident year for quarters in 2013 can be compared to the change in comparably aged average paid medical amounts for prior years to assess if trends in medical seve...
	c. Schedule — The WCIRB can prepare an initial analysis of medical paid severities for the first and second quarters of 2013 by the third quarter of 2013. This analysis can be updated in subsequent quarters.


	E. Medical Provider Networks(MPNs)
	Cost Components to be Measured and Schedule for Valuation
	a. Data Elements — The percentage of medical procedures provided within a MPN can be obtained from CWCI’s ICIS database.
	b. General Methodology — The proportion of services provided within a MPN for post-SB 863 periods can be compared to the proportion of services for periods prior to SB 863 based on ICIS data.
	a. Data Elements — The average cost differential in medical treatment, temporary disability and permanent disability for claims with medical services provided within a valid MPN compared to those with services provided outside a valid MPN from ICIS da...
	b. General Methodology — The average post-SB 863 cost differentials in medical treatment, temporary disability, and permanent disability for claims with medical services provided within a valid MPN from that on services provided outside a valid MPN ca...

	F. Independent Bill Review (IBR)
	1. Frequency and Cost of IBR
	a. Data Elements — The number, cost, decisions and related information from the DWC IBR records provided to the DWC by the IBR vendors.
	b. General Methodology — The number, cost and typical outcomes of IBRs subsequent to SB 863 from DWC data on individual IBRs can be compiled. The costs of the IBR process will be reviewed in the context of reduced lien costs in part that may be attrib...


	G. Conversion of the OMFS to RBRVS Basis
	1. Average Physician Payment per Procedure
	a. Data Elements — WCIRB MDC data on the paid cost of physician services by procedure by date of service.
	b. General Methodology — The average cost of physician services per procedure provided in the six months following implementation of the new schedule can be compared with those provided in the prior twelve-month period. The analysis will also review a...
	c. Schedule — MDC data for a particular quarter is required to be reported by ninety days from the end of the quarter. The WCIRB can compute an initial retrospective estimate of the impact of the new RBRVS-based fee schedule based on the services prov...


	H. New Fee Schedules
	Cost Components to Be Measured and Schedule for Valuation
	1. Average Medical Payment per Affected Procedure
	a. Data Elements — MDC data on the paid cost of medical services by procedure by date of service period.
	b. General Methodology — For each of the new schedules adopted, the average cost of services per procedure provided in the six months following implementation can be compared with those provided in the prior twelve-month period. The analysis will also...
	c. Schedule — MDC data for a particular quarter is required to be reported within ninety days from the end of the quarter. The WCIRB can compute an initial retrospective estimate of the impact of new schedules based on the services provided in the fir...
	VI. Conditions and Limitations
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