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PHILOSOPHY AND EXPECTATIONS OF THE
WORKERS' COMPENSATION CLAIMS ADMINISTRATION STANDARDS
(ADDENDUM A)
AND
WORKERS’ COMPENSATION CLAIMS AUDIT PROCESS

WORKERS’ COMPENSATION CLAIMS ADMINISTRATION STANDARDS
ADDENDUM A

Purpose

The underlying philosophy or purpose for Addendum A (also referred to as the Standards)
is to protect the assets and resources (i.e. reserves) of members in the payment of claims.
Ultimately, the end result or purpose of the Standards is to keep the costs of claims down.
Lower claim costs result in each member having adequate reserves to cover their self-
insured retentions (SIRs), and in all members collectively (i.e. PRISM or the pool) to have
an adequate reserve and low contributions/premiums for reinsurance to cover claim costs
in excess of the SIRs. As members of PRISM, each member’s adverse loss experience
negatively impacts costs to other members (the pool) and vice versa. As members of
PRISM, each member is to have an active role in controlling the costs of claims. Thus
adherence to the Standards is a condition of the Memorandum of Understanding between
EWC members.

Yet since PRISM is a pool, it offers coverage, not insurance. Thus the Standards serve
not as an insuring document, but as a governing document. In other words, though
adherence to the Standards is part of a member’s “understanding” with other members,
the Standards also serve as a foundation from which members derive expectations from
each other in order to share in the protection of assets and resources.

As a governing document, and given the fact that the Standards provide a foundation or
structure in the administration of claims for all members, the Standards also permit a
degree of flexibility. There may be situations where claim facts or member circumstances
warrant practices other than as outlined in the Standards. Such variations from the
Standards are sometimes necessary; however, they should be on a claim-by-claim basis
and noted in each individual claim file. Variations on a program-wide basis shall be
reviewed by the Claims Review Committee.

Expectations

Addendum A is divided into claim handling categories and, where necessary, sub-
categories providing detailed expectations for claims handling processes that fall within
those broader categories. Claim handling categories include administrative, technical,



litigation, subrogation, and excess reporting. Sub-categories include such things as
caseload requirements and expectations in regard to file review and documentation,
communication, investigation, fiscal accuracy, benefit delivery, efforts to mitigate
exposure, reserving and claim resolution. These categories and sub-categories are
subject to change with each review and revision of the standards but, in general, are
intended to be applicable areas of importance in administration of all workers’
compensation claims.

WORKERS’ COMPENSATION CLAIMS AUDIT PROCESS: Purpose

The purpose of the audit program is to ensure claims administration is consistent with the
stated end-results of administration efficiencies and reduced claim costs. Each audit
helps ensure that claim administrators are meeting the expected outcomes of the
Standards.

Audit Frequency

In general, the audit requirements on the EWC Program include an audit of every
member’s claims administration every two years. Some exceptions to this include a
requirement for an audit after one year of a change in TPAs or other circumstances that
would warrant the Claims Review Committee ordering an off-cycle audit.

Audit Methodoloqgy

PRISM contracts with auditors. The auditors use the Standards as the basis for the audit,
comparing actual performance to the Standards’ expectations. Deviations in performance
are noted by the auditor, and accounted for by the member.

Auditors are allowed a certain level of latitude in recommending best practices in claim
administration. This means that certain auditor recommendations may not be found in
the Standards. Auditors have been instructed to not score a member based upon these
recommendations outside the Standards. However, if the auditor is able to connect —
directly or indirectly — their recommendations to the Standards, then a score would be
appropriate.

The audit process involves a physical or electronic review of a random selection of claim
files. The number of files audited is determined by a formula based on the number of
open claims. The audit focuses on claims administration by the TPA. If a TPA is handling
claims for more than one member, a representative number of claims from each member
will be selected. During the audit, the TPA will be kept informed of the audit findings and
given an opportunity to respond to deficiencies as they are found. A wrap-up meeting will
be conducted with the TPA, and the member will be invited to attend. Once this field work
is completed, a formal audit report will be prepared.

The report will be sent simultaneously to PRISM, the member, and the TPA. The member
will be asked to provide a response to the audit, addressing any areas of deficiency,
auditor recommendations and outlining a plan for improvement. The member may
delegate the task of responding to the TPA, may work in tandem with the TPA in providing



a response, may provide their own response or may have the TPA provide a response in
addition to their own response. Ultimately it is the member’s responsibility for efficient
claim administration.

PRISM staff will compile the audit report and member response for presentation to the
Claims Review Committee. Members are expected to meet the criterion identified in the
Standards.  The audit structure for rating the overall effectiveness of the TPA/self-
administered is as follows:

90%-100%: Exceeds Expectations

80%-89%: Meets Expectations

70%-79%: Below Expectations

0%-69%:  Unsatisfactory: Immediate Action Required

Please note that the PWC Program audits will reflect both the overall score (%) and the
rating description.

If the audit report and member response are acceptable, no further action will be taken
by the Claims Review Committee and the regular audit cycle will remain in effect.

If the audit results and/or member response are within the “Meets Expectations” or
“Exceeds Expectations”, no further action will likely be taken by the Claims Review
Committee. Audit results "Below Expectations” or “Unsatisfactory: Immediate Action
Required” and/or lack of a response from the member, or the response did not adequately
address the areas of concern or outline a plan of action for addressing areas of deficiency,
may result in further action including but not limited to:

e Directing staff to conduct standards training with the TPA or self-administered
claims staff to ensure an understanding of claims handling expectations.

e Directing staff to work with the member/TPA to develop an improvement plan
and/or conduct an informal interim audit to measure progress and give a chance
for further improvement prior to the next formal audit.

e Ordering an off cycle formal audit in one year rather than the normal two years.

e Inviting the member to attend a Claims Review Committee meeting to discuss the
audit results and suggestions for program improvement.

e Referring the matter to the Underwriting Committee to determine any impact the
claim results may be having on the pool — this may also help focus efforts on
specific claims driving program costs.

e Referring the matter to the Executive Committee for further direction in assisting
the member.



Use of the Workers’ Compensation Claims Administration Standards and the entire audit
process is meant to be a tool for members and the pool to use to ensure the best possible
claims service is being received and best possible claims outcomes are being achieved.
The process is meant to be positive, not punitive and is meant to help members
strengthen the performance of their individual programs which, in turn, will strengthen the
performance of the EWC pool, overall.

AUTHORITY, OBLIGATION AND GOVERNANCE

Authority

Each member of the Excess Workers’ Compensation Program has executed a
Memorandum of Understanding which delineates the respective obligations and
responsibilities of PRISM and each member. Specifically, Exhibit B, Underwriting and
Claims Administration Standards, state the obligations of each member of the Program
including that each member “"shall be responsible for the investigation, settlement,
defense and appeal of any claim made, suit brought or proceeding instituted against a
member.” Further, each member “shall use PRISM’s Workers’ Compensation Claims
Administration Standards (Addendum A) and shall advise its claims administrator that
these standards are utilized in PRISM’s workers’ compensation claims audits.

Member Obligation

Therefore, Addendum A is an authoritative document — part of a pooling governing
document - where member compliance with which is intended to protect PRISM’s assets
and resources, such that all members have maximum excess coverage available at the
lowest contribution/premium cost. In other words, Addendum A is intended and designed
to protect member assets and resources in the payment of claims, not only incurred
directly by the member’s self-insured retention, but incurred by all members who share in
workers’ compensation risks. It is in the best interest of each member and all members
collectively to ensure that claims administration practices are consistent and efficient. It
is the intent of Addendum A to guide each member in maintaining these consistent and
efficient claims administration practices.

The objective of Addendum A is to provide direction to the multiple Third Party
Administrators (TPAs) and self-administered entities providing claims administration
services to EWC members (which includes Primary Workers’ Compensation (PWC)
members, since they are all also EWC members). It is the member’s obligation to share
Addendum A with their TPA or in-house claims operation and ensure the standards are
met.

Governance

Review: The Claims Review Committee (CRC) reviews Addendum A no less than every
two years. Often the CRC reviews Addendum A more frequently because of changes in
the law or applicable regulations, and/or to address statutory conflicts, and the impacts of
case law upon claims administration and workers’ compensation risk financing. Before a
revision is finalized and implemented, it is reviewed by the Executive Committee, the



entire Excess Workers’ Compensation (EWC) Program membership and approved by the
Board of Directors.

Audit: To ensure that each member is utilizing efficient claims administration practices,
each member’s claims administration is audited. Addendum A is the basis for the claim
audit scoring. TPAs and self-administered claims programs are evaluated primarily
based on their performance in compliance with Addendum A, as demonstrated through
the claim audits.
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	1. Each claims examiner assigned to the Member should handle a targeted caseload of 150 but not to exceed 165 claims.  In situations where caseloads include future medical and medical only claims, these claims shall be counted as 2:1 in the caseload l...
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	4. File contents shall comply with Code of Regulations Sections 10101, 10101.1 and 15400, and be kept in a neat and orderly fashion.  If claims are maintained in a paperless system, documents shall be clearly identified (e.g., medical report, WCAB Ord...
	Return calls shall be made within 1 working day of the original telephone inquiry.  All documentation shall reflect these efforts.
	All correspondence received shall be clearly stamped with the date of receipt.
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	1. Fiscal handling for indemnity benefits on active cases shall be balanced with appropriate file documentation on a semi-annual basis and prior to sending a benefit termination notice to verify that statutory benefits are paid appropriately.  Balanci...
	2. In cases of multiple losses with the same person, payments shall be made on the appropriate claim file.
	1. The initial compensability determination (accept claim, deny claim or delay acceptance pending the results of additional investigation) and the reasons for such a determination shall be made and documented in the file within 14 calendar days of the...
	2. Delay of benefit letters shall be mailed in compliance with the Division of Workers’ Compensation (DWC) guidelines.  In the event the employer does not provide notice of lost time to the third party administrator or self-administered entity timely ...
	3. The final compensability determination shall be made by the claims examiner or supervisor within 90 calendar days of employer receipt of the claim form.
	1. Using the information available at claim file set up, an initial reserve shall be established for the most probable case value.
	A.  Payments
	1. Initial Temporary and Permanent Disability Indemnity Payment
	a. The initial indemnity payment shall be issued to the injured worker within 14 calendar days of knowledge of the injury and disability.  In the event the third party administrator or self-administered entity is not notified of the injury and disabil...
	b. The properly completed DWC Benefit Notice shall be mailed to the employee within 14 calendar days of the first day of disability.  In the event the third party administrator or self-administered entity is not notified of the first day of disability...
	c. Self-imposed penalty shall be paid on late payments in accordance with Section III. A.7 of this document.
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	d. Self-imposed penalty shall be paid on late payments in accordance with Section III. A.7 of this document.

	3. Final Temporary and Permanent Disability Payments
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	a. The claim file shall reflect demonstrated efforts to initiate/batch payments on undisputed Awards, Commutations, or Compromise and Release agreements within 10 working days following receipt of the appropriate document, unless the Award indicat...
	a. Medical treatment billings (physician, pharmacy, hospital, physiotherapist, etc.) shall be reviewed for correctness, approved for payment and paid within 60 days of receipt.
	b. The medical provider shall be notified in writing within 30 days of receipt of an itemized bill if a medical bill is contested, denied or incomplete.
	c. A bill review process should be utilized whenever possible.  There should be participation in a PPO and/or MPN whenever possible.

	6.  Injured Worker Reimbursement Expense
	a. Reimbursements to injured workers shall be issued within 15 working days of the receipt of the claim for reimbursement.
	b. Advance travel expense payments shall be issued to the injured worker 10 working days prior to the anticipated date of travel.
	a. Penalties shall be coded so as to be identified as a penalty payment.
	b. If the Member utilizes a third party administrator, the Member shall be advised of the assessment of any penalty for delayed payment and the reason thereof, and the administrator’s plans for payment of such penalty, on a monthly basis.
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	1. Each Member shall have in place a Utilization Review process as set forth in Labor Code Section 4610.
	2. Disputes regarding utilization review determinations shall be resolved using the Independent Medical Review process set forth in Labor Code Section 4610.5.
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	4. If enrolled in a Medical Provider Network, the network shall be utilized whenever appropriate.

	C.  Apportionment
	1. Investigation into the existence of apportionment shall be documented.
	2. If potential apportionment is identified, all efforts to reduce exposure shall be pursued.
	1. The third party administrator or self-administered entity shall work proactively to obtain work restrictions and/or a release to full duty on all cases.  The TPA or self-administered entity shall notify a designated Member representative immediatel...
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	5. Third party administrators or self-administered claims professional shall cooperate with members to the fullest extent, in providing medical and other information the member deems necessary for the member to meet its obligations under federal and s...
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	1. Supplemental Job Displacement Benefits – Dates of injury on or after 1/1/04 and before 1/1/13:  Benefits pursuant to Labor Code Section 4658.5 shall be timely provided.  Dates of injury on or after 1/1/13:  Benefits pursuant to Labor Code 4658.7 sh...
	2. The third party administrator or self-administered entity shall secure the prompt conclusion of SJDB.
	1. Reserves shall be reviewed at regular diary and at time of any significant event, e.g. - surgery, P&S/MMI, return to work, etc., and adjusted accordingly.  This review shall be documented in the file regardless of whether a reserve change was made....
	2. Indemnity reserves shall reflect actual temporary disability indemnity exposure with 4850 differential listed separately.
	3. Permanent disability indemnity exposure shall include life pension reserve if appropriate.
	4. Future medical claims shall be reserved in compliance with CCR 15300 (b)(4) allowing adjustment for reductions in the approved medical fee schedule, undisputed utilization review, medically documented non-recurring treatment costs and medically doc...
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	3. Settlement value shall be documented appropriately utilizing all relevant information.
	1. No agreement shall be authorized involving liability, or potential liability, of PRISM without the advance written consent of PRISM.  The member shall be notified of any settlement request submitted to PRISM.
	2. The third party administrator shall obtain the Member’s authorization on all settlements or stipulations in excess of the settlement authority provided in any provision of the individual contract between the Member and the claims administrator.
	1. The third party administrator or self-administered entity shall promptly initiate investigation of issues identified as material to potential litigation.  The Member shall be alerted to the need for in-house investigation, or the need for a contrac...
	2. The third party administrator or self-administered entity shall, in consultation with the Member, assign defense counsel from a list approved by the Member.  Initial referral and ongoing litigation management shall be timely and appropriate.  The t...
	3. Settlement proposals directed to the Member shall be forwarded by the third party administrator, self-administered entity or defense counsel in a concise and clear written form with a reasoned recommendation.  Settlement proposals shall be presente...
	4. Knowledgeable Member personnel shall be involved in the preparation for medical examinations and trial, when appropriate or deemed necessary by the Member so that all material evidence and witnesses are utilized to obtain a favorable result for the...
	5. The third party administrator or self-administered entity shall comply with any reporting requirement of the Member.
	1. In all cases where a third party (other than a Member employee or agent) is responsible for the injury to the employee, attempts to obtain information regarding the identity of the responsible party shall be made within 14 calendar days of recognit...
	2. Once identified, the third party shall be contacted within 14 calendar days with notification of the Member's right to subrogation and the recovery of certain claim expenses.
	3. If the third party is a governmental entity, a claim shall be filed with the governing board (or State Board of Control as to State entities) within 6 months of the injury or notice of the injury.  If the third party is a non-governmental entity, a...
	4. Periodic contact shall be made with the responsible party and/or insurer to provide notification of the amount of the estimated recovery to which the Member shall be entitled.
	5. If the injured worker brings a civil action against the party responsible for the injury, the claims administrator shall consult with the Member about the value of the subrogation claim and other considerations.  Upon Member authorization, subrogat...
	6. Whenever practical, the claims administrator shall aggressively pursue recovery in any subrogation claim.  They should attempt to maximize the recovery for benefits paid, and assert a credit against the injured worker’s net recovery for future bene...

	A. Claims meeting the definition of reportable excess workers’ compensation claims as defined by the Memorandum of Coverage Conditions Section shall be reported to PRISM within five working days of the day on which it is known the criterion is met.  U...
	B. Subsequent reports shall be transmitted to PRISM on a quarterly basis on all indemnity claims and on a semi-annual basis on all future medical claims or sooner if claim activity warrants, or at such other intervals as requested by PRISM, in accorda...
	C. Reimbursement requests shall be submitted in accordance with PRISM’s reporting and reimbursement procedures on a quarterly or semi-annual basis depending on claims payment activity.  Utilize the Excess Workers’ Compensation Claim Reporting and Reim...



