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90012-2952 SUBJECT:

ACTION: RECEIVE AND FILE

RECOMMENDATION

Receiveandfile perBoarddirectionimpactanalysison MTA of Legislature
approvedWorkers’Compensationreformbills

DISCUSSION

At the requestofDirectorVillaraigosa,theRiskManagementDivision hasprepared
ananalysisofthecostimpacton MTA ofapprovedWorkers’ CompensationReform
Legislation.

TheCaliforniaLegislatureapprovedeight Workers’ Compensationrelatedreform
bills onSeptember12, 2003. Thetwo primarybills, AB 227 (Vargas)andSB 228
(Alarcon)wereadoptedon aparty-linevote(AB 227:22-12)and(SB 228:25-10).
Theotherbills passedwereAB 1262,AB 1099,AB 149, SB 1007, SB 107 andAB
968. TheGovernorsignedthepackageof Workers’ Compensationreformbills on
September30, 2003.

A briefsummaryof bill componentsandtheirprojectedMTA financial/operations
impactis providedbelowviaAttachmentA: PotentialCostSavings,AttachmentB:
ImpactUnknown,AttachmentC: PotentialCost IncreasesandAttachmentD: Items
with No AnticipatedImpact.

In summary,the annualpotential savingsof $1,616,695is offset by costincreases
projectedat $596,300for anetcostsavingsof $1,020,395.
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NEXT STEPS

TheRisk ManagementDepartment,with thesupportofCountyCounsel,will partnerwith other
governmentalentities,aswell asinsuranceand Workers’ Compensationrelatedassociationsto
prepare,sponsorandsupportadditionalcostreductionrelatedWorkers’ CompensationReform
Legislation.

ReformLegislativeproposalsareto address,at minimum,thefollowing:

• Mandateobjectivemedicalfindingsto assesspermanentdisabilityratings.
• SuspendtheCOLA growthincludedin TemporaryDisability.
• Suspendthemajortemporarydisabilitybenefit increases.
• Requireapportionmentwhenthe injury is to thesamepartofbodyaspreviousclaims.
• Addresslitigation costsin the system.
• Provideentitlementof anemployerto selectthemedicalproviderfrom thepresent

30-daystatuteto 180 days.
• Mandatephysiciancertificationcoursesfor thosetreatingWorkers’ Compensation

injuries andrequirethemto submittimely, detailedmedicaldocumentation.
• ProvidereformofLaborCodeSection5814penaltiesfor delayor denialof benefitsto

ensurethatpenaltiesand interestarefair andreasonable.
• Modify Section132a.to be consistentwith findings of theSupremeCourtLauher

decision.
• AmendSection4061 stipulatingthatthe appealsBoardshallnot relyuponany

medicalreportto determinepermanentdisabilitywhich fails to addresswhetherthere
existsdisability whichmaybesubjectto apportionment.

• AmendLaborCode3208.3and3600to addressvoluntarywithdrawalfrom thework
force.

• Add aLaborCodethatencouragesemployersto developreturnto work programsand
discouragespermanentdisabilityawardsasa supplementto continuingwages.

• AmendSection4553to deletemedicaltreatmentexpensesfrom the premiumpayable
for seriousandwillful misconduct.

ATTACHMENT(S)

A. PotentialCostSavings
B. ImpactUnknown
C. PotentialCostIncreases
D. ItemsWith No AnticipatedImpact

Preparedby: Michael A. Koss
ExecutiveOfficer of RiskManagement
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R~SnoM/
ChiefExecutiveOfficer
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ATTACHMENT A

POTENTIAL COST SAVINGS ESTIMATED SAVThTGS TO MTA
Outpatient
Facility Fee
Schedule

Createsa newoutpatientfacility fee schedule
basedon Medicarerateswith a 120%conversion
factor.

FY03 Outpatientfacility costswere
approximately$2.6million utilizing a
preferredprovidenetwork. Projectedsavings
at 5% are$130,000.

Capon
Chiropractic
Treatments

Limits chiropractictreatmentto 24 visits for the
life of theclaim for injuries occurringon/after
January1, 2004.

FY03 chiropracticcostswereapproximately
$1,300,00.Projectedsavingsat 5% are
$65,000.

Capon Physical
Therapy
Treatments

Limits physicaltherapytreatmentsto 24 visits
for the life oftheclaim for injuriesoccurring
on/afterJanuary1, 2004.

FY03 Physicaltherapycostswere
approximately$3,020,000.Projectedsavings
at 5%are$151,000.

Pharmaceutical
FeeSchedule

Createsapharmaceuticalfee scheduleat 100%
of Medicareratesandexpandsto all medical
providerstherequirementto usegeneric
medicationswherepossible. Prior provisions
only appliedto pharmacies.Therequirements
will now includephysiciansandhospitals.

FY03 prescriptiondrugcosts$1,856,950.
The Workers’ CompensationDivision
currentlyutilizesapharmacy-preferred
providerwith negotiatedreducedcosts.
Additional costreductionisestimatedat 10%
perannum. Projectedsavings: $1 85,695.

Treating
PhysicianFee
Schedule

Repealsthe Official MedicalFeeSchedule
(OMFS) languageandprovidesa 5% reduction
to currentOMFSrates.

FY03 physiciancostswereapproximately
$5.8 million. Projectedcostsavingsat 5%
are$290,000.

Repealof
Vocational
Rehabilitation

RepealsLaborCode 139.5andLC 4635
(vocationalrehabilitation)for injuries on/after
January1, 2004andreplacesit with avoucher
programfor obtainingvocationalrehabilitation
on asliding scalebasisdependingupon
permanentdisabilityrating.

Repealof mandatoryrehabilitationwill
reduceamaximumclaim from $16,000to
$10,000with manycasesreceivingmuchless
thanthemaximum. Overallcostreductionis
estimatedat 40% of currentcosts.
Rehabilitationcostsfor FY03 were$1.3
million. Projectedsavings:$520,000

Utilization
Review

RequirestheDivision of Workers’
Compensationto createmedicaltreatment
utilization guidelines,which attachesa
presumptionof correctness.The
guidelines/scheduleis to bebasedon evidence-
basedpeerreviewed,nationallyrecognized
standardsfor medicalcare. The guidelinesare
to addressfrequencyof treatment,durationof
disability, andappropriatenessoftreatment
procedures.Until created/adoptedthe guidelines
publishedby theAmericanCollegeof
OccupationandEnvironmentalMedicineare
presumedcorrect.

The establishmentofutilization review
criteriawith a presumptionof correctness
mayresultin costavoidanceof 5—7% of the
remainingphysiciancostsafterthe impactof
otherreformelements.Potentialsavings:
$275,000
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ATTACHMENT B

IMPACT UNKNOWN
ESTIMATED

SAVINGS TO MTA
Spinal
Surgery
Second
Opinion

Providesfor a secondopinionprocedurewherethereis an
objectionto therecommendationfor spinalsurgerythrough
useofanAME (in representedcases)or arandomlyselected
physicianappointedby Division ofWorkers’ Compensation
if theapplicantis un-represented.Thisprovision sunsetsin
2007.

Unknown

Alternative
Dispute
Resolution
(ADR)

Establishesanew“carve out” programasan alternativeto
utilizationoftheWorkers’ CompensationAppealsBoard
hearingprocessfor any industry,butonly with aone-year
window. TheADR canonlybe initiatedby acontractgroup
viapetitioningtheDivision ofWorkers’ Compensation.
Providesthatcarve-outagreementsbetweenanemployer
andcontractgroupcannotprecludean employeefrom a
right to a lawyer.

Unknown

Treating
Physician
Presumption

Repealsthetreatingphysician’spresumptionofcorrectness
for medicaltreatmenton all cases,regardlessofthedateof
injury, exceptin caseswheretheemployeehaspre-
designatedamedicalprovider.

Unknown

Diagnostic
Facilities
andMedical
Imaging
Centers

Providesfor negotiatedratesoutsidethemedicalfee
schedulefor diagnosticfacility andmedicalimagingcenter
services,

TheWorkers’
CompensationDivision
currentlyutilizesthe
servicesofpreferred
providerdiagnosticand
medicalimagingcenters
with setnegotiated
reducedfees. It is not
expectedthat this item
will changecosts
significantly.
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ATTACHMENT C

POTENTIAL COST INCREASES ESTIMATED COST TO MTA
Lien Filing Fee Requiresmedicalprovidersto paya

$100feewhentheyfile a lien with the
Workers’CompensationAppealsBoard.
Requirestheemployerto reimbursethe

medicalproviderthe$100feeif aruling
favorsthemedicalprovider.

It hasbeenanadministrative
practiceto timely andaccurately
processinvoices. Thenumbersof
invoicesthatresultin a lien are
minor.

UserFees Increasesemployeruserfeesfrom 20%
to 100%of theStatecostsfor
administeringtheWorkers’
CompensationProgram.

TheMTA userfeebaseduponthe
State’sformulafor charging
employers20%ofthe State’scost
in 2002was $119,260.14.The
MTA projectedobligationfor the
State2003 invoice cycle is
$596,300.00.

Workers’
Compensation
StatePersonnel
andProgram
Expansion

Specifiesthat StatefundedWorkers’
Compensationpositionsare exempt
from hiring freezesor staffcutbacks.
Further, it providesfor funding to reach
adequatestaffinglevels.

Thecost associatedwith reaching
undeterminedstaffing level
additionswill bea componentof
theuserfeeformula.

Medical
Invoice
Processing

Mandatesemployersto acceptelectronic
billing by January1, 2006and
establishesa 15-daytime limit for
paymentif the invoice is submittedwith
properdocumentation.

Futurecostswill be relatedto
informationsystemprogram
developmentandstaffing
requirements.

Workers’
Compensation
Claim
Adjusters

RequirestheInsuranceCommissionerto
adoptminimumstandardsof training,
experience,andskill for Workers’
Compensationclaimadjustersand
certificationstandardsfor claim
operations.

Ultimately, this maycausean
increasein thecostof claims
administrationby requiring
employersto provideon-going
internal/externalspecialized
trainingbut shouldbeoffsetby the
valueof ahigherquality of service.

California
Insurance
Guarantee
Association
(CIGA)

Providesauthorityto theCIGA to issue
$1.5billion in bondingcapacityto meet
its under-fundedand futureobligations,

Projectedcostto be allocatedto
systemuserson apro-rated
formulayetto bedeveloped.

WORKERS’ COMPENSATION REFORM LEGISLATION 6



ATTACHMENT D

ITEMS WITH NO ANTICIPATED IMPACT

Asbestos
Related

Appliesthecurrentstatuteof limitations
coveringasbestosworkerswho dieof
asbestosisto fire fighters.

Not applicableto MTA

InsuranceRate
Website

RequirestheWorkers’ Compensation
Division to createawebsitefor posting
insuranceratesto encouragecompetitive
shoppingonlorbeforeJuly 1, 2004.

Not applicableto MTA

InsuranceRates Requiresa feasibility studyon the
reinstatingminimuminsuranceratesfor
Workers’ Compensationpolicies.

Not applicableto MTA

Employment
Development
Department

Adds theEmploymentDevelopment
Departmentto the list ofagenciesthat
haveaccessto Workers’ Compensation
informationfor purposesof detecting
fraud.

Not applicableto MTA

Injury
Prevention
Programs

Mandatesthateveryemployershall
performareviewoftheir injury
preventionprogramwithin 4 monthsof
initiation of thepolicy andthe
requirementto issueawritten reportto
the State.

TheMTA hasan industrybest
standardpracticeSafetyPrevention
Programthatcanproducethe
requiredStatemandatedreport.

Vaccinations Requiresthat anyreactionto a
vaccinationadministeredat therequest
oftheemployerthatresultsin an injury,
disabilityordeathshallbe coveredasan
industrialinjury.

TheMTA doesnot mandate
specificvaccinations.

FraudNotice Mandatesaself-insuredemployerto
providea specifiednoticerelatingto
fraudon eachcheckissuedfor
temporarydisability.

This mandatewasimplementedby
theMTA in FY02.

Fraud Thefine for Workers’ Compensation
fraud is increasedfrom $50,000to
$150,000.

This mandatedoesnot impactthe
MTA.
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