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EXECUTIVE SUMMARY

PROJECT OVERVIEW:

In response to a request from the “Intergovernmental Cooperation Authority for Cities of the

Second Class,” Industrial Medical Consultants, Inc. has performed an extensive review of the City of

Pittsburgh’s workers’ compensation loss control program. The review process focused upon the

outcome measurements that have been achieved through the utilization of the City’s program model.

This report serves to delineate those outcome measurements as a foundation for the development of

specific recommendations that, if implemented, will serve to strengthen the overall program and result

in a reduction in financial exposure.

The items detailed within this “Executive Summary” represent the reviewer’s observations

relative to the program as a whole. The data that serves as the basis for these observations, as well as

the resultant recommendations, are detailed within the body of the report.

The financial exposure associated with the City’s workers’ compensation program,
which for 2003 was $19,681,525, is excessively high and is disproportionate to what
one would expect based upon national averages and/or comparisons with either

Allegheny County or the City of Philadelphia.

The City’s financial exposure has continued to increase on an annual basis despite a
relatively stable injury incidence rate. These increases have occurred in association
with the establishment of a medically capitated model and thus are indicative of

increases in the indemnity portion of the equation which defines risk.

The high indemnity costs are a result of several factors, the most relevant of which are:
a work culture that appears to view work-related disability as a benefit rather than a
liability; return to work limitations that are imposed by prevailing legislation and
bargaining units and finally, a system in which department heads are not held
accountable by virtue of the fact that losses do not impact upon individual

departmental budgets.

The current program model does not adequately provide for aggressive case



management as a methodology for reducing indemnity exposure. Concomitantly,
there is an absence of a creative and flexible effective city wide modified duty

program, thus further increasing the difficulty of reducing indemnity exposure.

The utilization of a medically capitated model, while controlling the medical portion
of the equation which defines risk, has significantly decreased the City’s future
program options as a change in the existing contractual relationship would expose the

City to increased financial expenditures for the existing block of claims.

The Occupational Medicine Clinic that serves as the initial site of evaluation and care
for employees who sustain work-related injuries provides excellent medical services
in an efficient and user-friendly environment. In addition, the parent healthcare
system provides coverage for a variety of extended medical services within the
capitated fee schedule that would, in the absence of capitation, be associated with

additional increased financial expenditures.

The program is under the direct supervision of Ms. Barbara Pareez who serves as the
Director of Personnel and Civil Service Commission. The decision to place
responsibility for the program under her department is appropriate by virtue of her
oversight role relative to personnel. Ms. Pareez is extremely knowledgeable with
respect to the program model and the day to day functions of the various team
components. However, her potential effectiveness is diminished by virtue of the fact
that she does not have the authority to implement policies and procedures across
departmental lines and has multiple other duties that do not facilitate full time

involvement and/or focus.

The decision to pursue and to maintain a self-insured status is appropriate for a
program of this size particularly in view of the fact that the associated financial
exposure is of such a magnitude as to all but preclude the ability to move to an

insured status.

Continued increases in the financial exposure associated with the workers’
compensation program may preclude the ability of the City to obtain “excess”

coverage. This would precipitate a financial crisis.

The block of “legacy” claims constitutes a massive level of financial exposure that



has the potential to become catastrophic if an aggressive approach to resolution is not

immediately initiated.

e The implementation of all of the recommendations detailed in Section V of this
report can be expected to result in a reduction in financial exposure of approximately
30%. It is important to note that successful implementation of these
recommendations is dependent upon the establishment of a cooperative relationship
between the administration, department heads and the various components of the

workforce and their representatives.

The review process served to identify multiple issues of both a positive and negative nature that are
inherent to the current program model and loss control process. These issues are covered in detail
within the body of the report. The reader is referred to the actual report for more definitive

information relative to these issues.



SECTION I

INTRODUCTION:

This document constitutes a response to a request from the “Intergovernmental Cooperation
Authority for Cities of The Second Class” (“The Authority”) to conduct a formal review of the City
of Pittsburgh’s (“The City”) workers’ compensation program. The review process, performed by
Industrial Medical Consultants, Inc (“IMC”), was intended to facilitate assessment of the loss
control component of the program with the intent of developing specific recommendations for
program enhancement. The actual review and analysis was performed by I. William Goldfarb,
M.D., FACS, FCCM, who serves as the CEO and President of Industrial Medical Consultants, Inc.

Dr. Goldfarb is a graduate of the University of Pittsburgh and The Chicago Medical School.
Following the completion of a surgical residency at the Western Pennsylvania Hospital, he served
as a Fellow in Burn Trauma at the U.S. Army Institute of Surgical Research. Dr. Goldfarb is a
board certified general surgeon and currently serves as the Executive Vice Chairman of the
Department of Surgery at the Western Pennsylvania Hospital as well as serving as the Director of
the hospital’s Burn Trauma Center. Dr. Goldfarb has been elected to Fellowship in the American
College of Surgeons as well as the College of Critical Care Medicine. Dr. Goldfarb also serves as
the President and CEO of Industrial Medical Consultants, Inc. which is a Highmark affiliate
company. In that capacity, he has been a program innovator in multiple aspects of the workers’
compensation arena. His activities in this area include the development of loss control programs for
a number of Pennsylvania based companies and municipalities. In addition, Dr. Goldfarb has been
actively involved in the day to day implementation of loss control workers’ compensation
programs for a number of national companies including General Electric. Under his direction,
IMC, which was founded in 1991, has become a nationally recognized resource utilized by a broad
spectrum of employers as an effective tool for reducing the losses associated with a multitude of
health-related issues that impact upon worker productivity. IMC currently provides support
services to over 200 corporations. Its corporate clients span the spectrum from service-oriented to
heavy labor. IMC has also gained significant experience in the management of claims originating
from governmental agencies. In that capacity, IMC played a pivotal role in the development and

implementation of the team approach that is currently utilized by Allegheny County.



The actual review procesS consisted of a series of meetings that were coordinated with
individual members of the City’s existing workers’ compensation team. An initial meeting was
held with Ms. Barbara Parees, the Director of Personnel and Civil Service Commission for the City
of Pittsburgh. Ms. Parees is the individual who has overall authority and control of the entire
workers’ compensation team. Ms. Parees then coordinated multiple additional meetings with the
other members of the team. Specifically, meetings were coordinated with the third party
administrator and various components of the healthcare system that provides medical care for

injured city workers.

The author would like to acknowledge not only Ms. Parees’s cooperation but also the
cooperation of the other members of the team. General and specific information was readily
available and the various internal and external team components provided frank responses to all of
the posed questions. Requested data was provided in a timely fashion and requests for further data

analysis were responded to in a prompt and efficient manner.

The remainder of this document consists of a background explanation of applicable
legislation and relevant terms, an overview of the existing program, an assessment of the existing
program/team components and an analysis of both the outcome measurements and financial results
that have been achieved utilizing the City’s current model. It concludes with a set of

recommendations that are designed to provide for improved loss control and overall fiscal program

integrity.



SECTION 11

BACKGROUND INFORMATION/DEFINITION OF TERMS:

This section is intended to provide the reader with an explanation of terms and concepts that
will facilitate the reader’s understanding of the data and analysis that constitute the major sections

of this report.
Cost of Risk

In general, the costs associated with workers’ compensation have been increasing on a
steady basis throughout the country. Increases are secondary to the overall double digit increasing
cost of healthcare and are not a reflection of an increasing incidence of work-related injuries.
Employers commonly assess the financial risk associated with work-related injuries on the basis of
payroll. Risk is generally defined as cost/$100 payroll. Data reflect that the average cost of
workers’ compensation claims for “all industries” is $1.47/$100 payroll as compared to up to
$1.61/$100 payroll for “governmental” entities such as the City (“Industry Facts”- National Safety
Council). This differential is believed to be secondary to an increased incidence of severe or
catastrophic claims. Specifically, the propensity for law enforcement officers and firefighters to be
involved in motor vehicle accidents has often been sited as a driving factor in this disparity. The
actual amount of risk for governmental or municipal entities spans a spectrum from $1.44 to

$2.58/$100 payroll. The span is based upon the size of the employer’s payroll.

There are also geographic factors that impact upon the actual cost of risk. While California
has the highest workers’ compensation costs, Pennsylvania has experienced a 5% annual increase
that appears to be fueled by an increase in the indemnity benefits/claim as well as increases in the
fees associated with claim management (Workers’ Compensation Research Institute — February,
2003). A major component of the increase in administrative costs was identified as being secondary
to a “double digit” increase in associated attorney fees. Interestingly, while medical
payments/claim were also noted to be increasing, the rate of increase was less than that associated
with the increases in indemnity and administrative costs. This fact clearly serves to focus loss

control management on the indemnity component of the overall financial exposure.

In general, all financial expenditures can be defined as belonging to one of three cost



centers: medical, indemnity and administrative. The medial costs are those associated with the
delivery of all components of care (healthcare provider, ancillary diagnostic/therapeutic services,
pharmacy, hospitalization, etc). The indemnity costs are salary/wage payments made to the injured
employee during the period of time that is associated with their inability to return to the workforce
in a regular duty capacity. The administrative costs are those fees associated with the adjudication
of the claim as well as a variety of vendor charges for specialized services like legal, surveillance

and vocational rehabilitation. These relationships may be expressed as:
Cost/ Claim = Cost of Medical Care + Indemnity Payments + Admin Costs

In a self-insured model, the major component of the administrative cost is the TPA’s fee.
In the model utilized by the City, the TPA fee is actually included in the cost of medical care
portion of the equation. This relationship is discussed in greater detail in other segments of this

report.

Prevailing Iegislation

The earliest legislative action with respect to workers’ compensation injuries dates back to
1915. The legislation is commonly referred to as “The Pennsylvania Workers’ Compensation Act.”
Prior to its inception, injured workers were devoid of any protection with respect to coverage if
they sustained work-related trauma, unless they were able to demonstrate employer negligence as a
cause of the injury. In essence, the initial legislation served to establish an employer’s obligation to
provide for medical care and lost wages in the case of a work-related injury. In return for that
commitment, employees essentially agreed to forego liability litigation against the employer for
work- related injuries. Subsequent to 1915, there have been multiple changes or amendments to
this basic legislation but none have changed its original intent. A recent Pennsylvania change
occurred in 1993 and is referred to as “ACT 44.” All Pennsylvania employer’s and employee’s
obligations and rights with respect to workplace injuries are governed by “ACT 44” which details
such important provisions as the ability to channel care as well as establishing provider
reimbursement guidelines and defined procedures for peer review and other processes. This ACT is
often referred to as the “Cost Containment Act.” It is regarded as a positive enhancement and has
served to improve the overall workers’ compensation climate within the Commonwealth of
Pennsylvania. While it has brought many important changes to the table, the ability to identify

preferred providers is one of the more important components particularly with respect to the



