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FURTHER REFERRALS: Finance

CS Ft >R SENATE BILL NO. 130(FIN) am

CSSB 130(FIN) am 
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F I S C A L  N O T E

STATE OF ALASKA
2005 LEGISLATIVE SESSION

Dept. Affected:

Fiscal Note Number:
Bill Version:
() Publish Date:

HCS CSSB 130 (L&C)

Title Workers' Compensation BRU Alaska Court System
Component Trial Courts

Sponsor Senate Rules
Requester Governor Component No. 768

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscel'aneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES I I I I

ICHANGE IN REVENUES ( )

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 Gr/Mental Health
Other (Specify Type-Do not abbreviate)

TOTAL u.O 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2005) cost: 0.0
Mark this box (X) If funding for th is  bill is included in the Governor's FY 2C06 budget proposal:

POSITIONS

Full-time
Part-time
Temporary

AN ALYSIS: ( A t ta c h  a  s e p a r a t e  p a g e  i f  n e c e s s a r y )

The court system does not anticipate any fiscal impact from the p a s s a g e  of HCS C S S B  130 (L&C).

Prepared by: 
Division
Approved by: 
Agency

Douglas Wooliver, Administrative Attorney 
Alaska Court System________________

Phone 463-4750
Date/Time 5/5/05 8:23 AM

Doug Wooliver for Stephanie Cole, Administrative Director
Alaska Court System______________________________

Date 5/5/2005

(Revised 9/2002 OMB) Page 1 of 1__



F I S C A L  N O T E

STATE OF ALASKA
2005 LEGISLATIVE SESSION

Revision Date/Time (Note if correction);
Title "An Act relating to a special deposit for workers'

Fisca' Note Number
Bill Version:
() Publish Date:

Dept. Affected: 
'RDU

SB130-LA W-OSPA-5-3-(

LAW
CIVIL

compensation and employers' liability insurers.
Sponsor
Requester

Rules Committee
Governor

Expenditures/Revenues

Component Office of Special Prosecutions and
Appeals______________________

Component No. __________

(Thousands of Dollars)__________________
Note: Amounts do not Include inflation unless otherwise nr>*«»H
OPERATING EXPENDITURES FY 2005 FY 2007 FY 2008 FY 2009 F Y  2010 FY 2011

Personal Services 69.6 69.6 69.6 69.6 69.6 69.6

Travel 0.2 0.2 0.2 0.2 0.2 0.2

Contractual 8.2 8.2 8.2 8.2 8.2 8.2

Supplies 1.1 1.1 1.1 1.1 1.1 1.1
Equipment 7.1 7.1 7.1 7.1 7.1 7.1
Land & Structures
Grants & Claims
Miscellaneous

TOTAL O PERAT'N G 86.2 86.2 86.2 86.2 86.2 86.2

|CAP!TAL EVPENDITUPCS I |

CHANGE IN REVENUES ( > I

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 86.2 86.2 86.2 86.2 86.2 86.2

1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)

TO TA L 86.2 86.2 86.2 86.2 86.2 86.2

Estimate o f any curre t ‘ year (FY2005) cost: 0.0
Check this box (X) i f  fund ing  fo r th is  b ill is Included in the G overnor's FY 2006 budget p roposal: [

POSITIONS

Full-time 1 1 1 1 1 1
Part-time
Temporary

ANALYSIS: ( A t ta c h  a separate page if necessary)

This bill amends AS 21 and AS 23 in order to increase the efficiency and flexibility of the current workers' 
compensation system. This fiscal note addresses Section 64 of the bill which requires that the Department 
of Law designate at least one-half an attorney positions for the purpose of pmsecuting actions for 
fraudulent acts related to workers' compensation. The Department prefers to add a full-time position which 
it may very well need to fill half-time. Given tnat the number of prosecutions the designated position would 
need to handle is not known, a full time position may be necessary.

The cost associated with a half time attorney is in accordance with the Department of Law's FY 2006 
timekeeping and billing rate and includes overhead costs and equipment consistent with the addition of a 
new attorney position in the Department of Law.________________________________________________
Prepared by: Kathryn A. Daughhetee, Director________________________ Phone 465-3673
Division Administrative Services Division Date/Time 5/5/05 10:53 AM
Approved by: Kathryn Daughhetee for David Marquez. Attorney General Date 5/5/2005
Agency Department of Law____________________________________

(Revised 9/23/2004 OMB) Page 1



F I S C A L  N O T E

STATE OF ALASKA
2005 LEGISLATIVE SESSION

Fiscal Note Number:
Bill Version.
() Publish Date:

SB130-LAW-CSS- -3-05

■Hi):Revision Date/Time (Note if cone ____________________
Title "An Act relating to a special deposit for workers'

Dept. Affected. 
'RDU

LAW
CIVIL

compensation and employers' "ability insurers 
Sponsor 
Requester

Rules Committee
Governor

Component Collections and Support
Appeals_____________

Component No.

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

Personal Services 16.2 16.2 16.2 16.2 16.2 16.2
Travel
Contractual 2.0 2.0 2.0 2.0 2.0 2.0
Supplies 0.2 0.2 0.2 0.2 0.2 0.2
Equipment 1.6 1.6 1.6 1.6 1.6 1.6
Land & Structures
Grants & Claims
Miscellaneous

TO TAL OPERATING 20.0 20.0 20.0 20.0 20.0 20.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( i n

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)

20.0 20.0 200 20.0 20.0 20.0

TOTAL 20.0 20.0 20.0 20.0 20.0 20.0

Estim ate of any current year (FY2005) cost: 0.0
Check this box (X) if funding for this bill is Included in the Governor's FY 2006 budget proposal: I ~ |

POSITIONS ________________________________________________

Full-time
Fart-time 1 1 1 1 1 1
Temporary

A N ALYSIS: (Attach a separate paqe if necessary)
This bill amends AS 21 and AS 23 in order to increase the efficiency and flexibility of the current workers' 
compensation system. This fiscal note addresses Sections 25 and 26 of the hill. Section 25 allows the 
workers' compensation board to assess a civil penalty of $ 1 , 0 0 0  per day if an employer fails to comply with 
a stop order prohibiting the use of employee labor by the employer until the employer insures. A further 
penalty of $1,000 per employee per day may be assessed against any employer who fads to insure. Any 
employer who fails to pay the civil penalty order issued within seven days will have a court judgment and 
the duty to collect that judgment will fall on the Collections and Support Unit. Section 26 creates the 
Workers' compensation benefits guaranty fund and allows appropriations from that fund to pay for legal 
expenses. Furthermore, this section would make the fund liable for amounts owed to employee for 
compensation and benefits under the Workers' Compensation Act. In instances______________________
Prepared by: Kathryn A. Daughhetee, Director_______________________  Phone 465-3673
Division Administrative Services Division Date/Time 5/5/05 10:53 AM
Approved by: Kathryn Daughhetee for David Marquez, Attorney General Date 5/5/2005
Agency Department of Law___________________________________

(Revised 9/23/2004 OMB) Page 1 of 1



FISCAL NOTE

A N A L Y S IS  C O N TIN U A TIO N

where the fund subroga tes lo the em p loyee 's right to paym ent, the Collections Unit w ou lo  b e  re sp on s ib le  for making sure that if 
there w ere  any funds ava i'ab le from the em p lo ye r, that m oney cou ld  be co llected to o ffse t am oun ts paid to the employee under 
subrogation . Th is fisca l not a ssum e s  the p rim ary d u ly  o f the fund is to make em p lo yees w ho le , not to p ay  for a ll the legal serv ices 
provided to the Worker's Compensation D ivis ion  to p ro secu te  fraud, render advice , d ra ft regu la tio n s , and  co llect penalties and 
subrogation .

This f isca l note anticipates that approxim ate ly 250 hours o f additional parapro fessional tim e w ill be n eeded  each  year to conduct 
bank sw eep s and rasearch the ava ilab ility  o f m oney from em ployers who defau lt of com pen sa tio n  and b ene fits and/or owe civil 
pena lties to the S ta te

STATE OF ALASKA BILL NO. SB130________
2005 LEGISLATIVE SESSION

Page 2 of 2



F I S C A L  N O T E

STATE OF ALASKA
2005 LEGISLATIVE SESSION

Revision Da' ./Time (Note if correction):
Title “An Act relating to a special deposit for workers’

nmnlmmrn' linklltl.i inm irnro *

Fiscal Note Number:
Bill Version:
() Publish Date.

SB 130-LAW-L&SA-5-3-0

LAW

compensation and employers' liability insurers. 
Sponsor 
Requester

Dept. Affected:
;rdu ________________
Component Labor & State Affairs

CIVIL

Rules Committee
Governor

Appeals

Expenditures/Revenues

Component No. 

(Thousands of Dollars)
Note: Amounts do not in ;lude inflation unless otherwise noted below.
OPERATING EXPEN DITU RES FY 2006 FY 2 0 0 / FY 2008 FY 2009 FY 2010 FY 2011

Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

1044 104.4 104.4 1044 104.4 104.4
0.3 0.3 0.3 0.3 0.3 0.3
12.3 12 3 12.3 12.3 12.3 12.3
1.6 1.6 1.6 1.6 1.6 1.6
7.4 7.4 7.4 74 7.4 7.4

TOTAL O PERATIN G 126.0 126.0 126.0 126.0 126.0 126.0

□CAPITAL EXPENDITURES

|CHANGE IN REVENUES ( ) | T
TUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 126.0 126.0 126.0 126.0 126.0 126.0
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specif/ Type-Do not abbreviate)

T O TA L 126.0 126.0 126.0 126.0 126.0 126.0

Estimate of any current year (FY2005) cost: 0.0
Check this box (X) If funding for this bill is Included in the Governor's FY 2006 budget proposal: I

POSITIONS

Full-time 1 1 1 1 1 1
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
This bill amends AS 21 and AS 23 in order to increase the efficiency and flexibility of the current workers' 
compensation system. This fiscal note addresses Section 4 which changes the number of panels that hear 
workers’ compensation matters and requires regulations. Similarly, Section 6  related to the Commissioner 
of Labor or a designee to hear and decide matters will also require new regulations. Section 26creates the

I Workers’ Compensation benefits Guaranty Fund and allows subrogation of the fund when employers 
default on benefits and compensation owed to employees. This section will result in the pursuit of civil 
claims and subrogation claims on behalf of the fund and defense against improper claims. Section 32 will 
also require new regulations to establish fees for medical treatment and services under worker’s 
compensation. Additionally, Section 60 of the bill establishes a an investigation section within the workers 
compensation division and Section 29 requires a medical________________________________ ________
Prepared by: Kathryn A. Daughhetee, Director
Division Administrative Services Division

Phone 465-3673
Date/Time 5/5/05 10:53 AM

Approved by. Kathryn Daughhetee for David Marquez, Attorney General
Agency Department of Law________________________________

Date 5/5/2005

(Ravfeed 9/23/2004 OI.IB) Page 1

<



FISCAL NOTE

ANALYSIS CONTINUATION
se rV ce s  re v iew  com m ittee be estab lished . These ne./ iy e stab lish*1/) un its would need requ ire a ce rta in  am oun t of lega l adv ice . It is 
e stim a ted  th a t th e  s e rv ic e s  of three quarters o f an atto rney w ou ld  be n t  ded for the p reviously d is c u s s e d  ch an g e s The 
Papartm en t p re fers to a d d  a full-time position which It m ay  ve ry  well need  to fill part-time. T hese s e r v ic e s  c anno t be  paid

The co s t a s so c ia te d  w ith a  three-quarters time atto rney is in acco rdan ce  with the Department of Law 's FY  2006 tim ekeep ing and 
oilling . m e and  in c lud e s o verhead co sts and equipm ent c o n s is ten t with the addition of a new  atto rney p os ition  In the Departm ent of 
Law. G iven  tha t the num ber of is su e s  the designa ted  position would neod to handle is  not known, a  fu ll tim e position m ay be 
n o ce ssa ry .

The c o s t a s so c ia te d  w ith  a  half time attorney is in a c co rd an ce  w ith the Department of L aw s FY 2006 tim ekeep ing  and billing rate 
and in c lu d e s  o ve rhead  co s ts  and equipment consisten t w ith the addition o f a new attorney position in th e  Departm ent o f Law.

STATE OF ALASKA BILL NO. SB 130_________
2005 LEGISLATIVE SESSION



F I S C A L  N O T E

STATE OF ALASKA
2005 LEGISLATIVE SESSION

Revision Date/Time 
Title:

Fiscal Note Number: __________
Bill Version: SB130HCSCS-DOLWD-WC-O5-QS-O5
() Publish Date __________

Workers' Com pensation/Insurance

Sponsor:
Requester:

Senate Rules

D epartm ent Labor and W orkforce Development
’ RDU: W orkers' Compensation___________
Component: W o r k e r s '  C o m p e n s a t io n _______________

House Jud ic ia ry

Expenditures/Revenues

Component Number: 

(Thousands of Dollars)

344

Note: Amounts do not include inflation unless otherwise noted below
OPERATING EXPENDITURES FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Personal Services 468.3 468.3 468.3 468.3 468.3 468.3
Travel 95.0 90.0 90.0 90.0 900 90 0
Contractual 330.3 265 3 265.3 265.3 265.3 265.3
Supplies 25.5 25 5 25 5 255 25.5
Equipment 70.0
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 989.1 849.1 849.1 849.1 849.1 849.1

ICAPITAL EXPENDITURES

|CHANGE IN REVENUES (1 1 5 7 ) | *0 .0  | •o .o  | *0 .0  | *0 .0  | *0.0 ( *0 .0

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
1157 Workers' Safety Account 989 1 849.1 849.1 849.1 8491 849.1

TOTAL 989.1 849.1 849.1 849.1 849.1 849.1

NoneEstimate of any current year (FY2005) cost:
Mark th is  box (X) if funding fo r th is  b ill is included In the Governor's FY 2006 budget proposal:

POSITIONS
Full-time 7 7 7 7 7 7
Par'-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

(S e e  attached.)

Prepared by: 
Division:
Approved by: 
Agency:

Paul F. L isankle, D irector Phone: 465-6059
Workers' C om pensation Date/Time: 5/5/05 11:21 AM

Greg O'Claray, C om m issioner Date: 5/5/2005
Department of Labor and Workforce Development

(Rtttux) 9/23/2004 OMB) Page 1 of 2



FISCAL NOTE

|ANALYSIS: (continued)

Personal Services:
A new position (WC Officer II) is requested to allow the reemployment benefits section to increase the amount of 
outreach and counseling to injured workers potentially eligible for retraining (cost $71.1).

Six new positions (Investigator IV. 2 Investigators III, 2 Investigators II, and an Administrative Clerk III) will form a fraud 
investigation unit (cost $397 2).

T ravel.
Funding of $30.0 is necessary for travel and per-diem for the staff and members of the medical review committee. An 
additional $5 0 is requested in FY06 to attend the legislative task force meetings. On-going funding of $60.0 is 
necessary for the travel, per diem and hotel costs to enable the fraud investigators to travel throughout the state

Contractual:
Funds of $100.0 for a consultant and other costs associated with the Medical Services Review Committee are included 
in the first year for the committee to study the medical del very system for workers' compensation and $35.0 thereafter 
On-going contractual services funding of $35 0 for rehabilitation program outcome tracking by the Labor Market 
Information component is required. Contractual services for the new positions include lease costs ($56.7); mail ($8.7); 
administrative support costs ($83.2); transcripts, copies, printing, etc ($16 7), training for the fraud investigators 
($15.0). The establishment of a toll free line is estimated to cost $15.0.

Commodities: Funding of $25.5 for supplies for the new positions is required.

Equipment: One time funding for office equipment for the new positions of $70.0 is r°quested

New Fees/Fines:

This bill authorizes the Workers' Compensation Board to impose civil penalties against employers that violate the 
statutory requirement to insure or properly self-insure thei’ employees for workers' compensation benefits.

* Penalties may be up to $1,000.00 per employee per day. In FY04 over 150 employers were found without workers' 
compensation insurance; however, the amount of any penalties cannot be determined. Any penalties assessed will be 
deposited to the Workers' Compensation Guaranty Fund established by this legislation The Guaranty Fund will use 
those funds to pay benefits to workers injured while employed by an uninsured employer. The amount of those 
benefits is also indeterminate.

STATE OF ALASKA BILL VERSION: SB130HCSCS-POLWD-WC-05-05-Q5
2005 LEGISLATIVE SESSION

Page 2 of 2



A L A S K A  S T A T E  L E G I S L A T U R E

Rep. Lesil M cG uire, C hair
Rep. Tom Anderson, Vice-Chair 
Rep. John Coghill 
Rep. Nancy Dahlstrom 
Rep. Pete Kott 
Rep. Les Gara 
Rep. Max Gruenberg

House Judiciary Com m ittee

Memorandum

To: Leg. Legal

From: Vanessa Tondini, Committee Aide
House Judiciary Committee

Date: May 6, 2005

Re: CS Request - RUSH

Please create a final draft House Judiciary Committee Substitute for work order # 24-GS1112\S, 
SB 130, incorporating the attached amendment. The bill was passed out of committee today 
and is scheduled for a hearin he House Finance Committee at 4 p.m. this afternoon.

If you have any questions, please call me at 4990.
Thank you!

The information attached to this memo is C O N FID EN TIA L an/or privileged. It is intended to be reviewed initially by 
only the individual named above. If the reader o f this Memorandum is not the intended recipient or a representative o f  the 
intended recipient, you are hereby notified that any review, dissemination, or copying o f  the information contained herein is 
prohibited. I f  you have received this in error, plea e immediately notify the sender by telephone and return this to the 
sender at the above address.

State Capitol, Room 120 
Juneau. AK 99801-1182  
(907) 465-4990 
Fax (907) 465-6592
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W o r k e r s '  c o m p e n s a t i o n  r e f o r m s  u n d e r

S e n a t e  B i l l  8 9 9  

First annual report of progress

California Division of Workers' Compensation



W o r k e r s '  c o m p e n s a t i o n  r e f o r m s  u n d e r

S e n a t e  B i l l  8 9 9  

F i r s t  a n n u a l  r e p o r t  o f  p r o g r e s s

California Division of Workers' Compensation 
April 2005

• History of workers' compensation in California
• History of Senate Bill 899
• Cost drivers
• Cost savings
• Fewer disputed claims entering system

R e g u la t io n s  a n d  p r o g r a m  i m p l e m e n t a t i o n ............................p .  4

• Advisory groups
• Medical provider networks
• Independent medical review
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Introduction

A b rie f h is to ry  o f w o rk e rs ' conr.pensation  in C a lifo rn ia

Workers' compensation insurance began in 1913 as a bargain between labor and 
employers. Employers provide no-fault insurance against workplace in ju ries, which 
delivers five benefits:

• Temporary disability payments
• Medical expenses (both evaluation and treatm ent)
• Vocational rehabilitation or supplemental job  displacement benefits (SJDB)
• Permanent disability
• Death benefits.

Employers, in turn, are not subject to lawsuits that could be filed by workers injured 
on the job. The system was not intended to be profit-based. However, many people 
have learned how to profit from  the system at the expense of employers and injured 
workers.

H is to ry  o f Senate B ill (S B ) 899

In an effort to save jobs, reduce costs for employers and improve care for injured 
workers, SB 899 was overwhelm ingly passed by the Legislature and signed into law 
by Gov. Schwarzenegger on Apr. 19, 2004.

SB 899 reforms focused on controlling escalating medical costs, which account for 51 
percent of every dollar and indem nity benefits, which account for 49 percent o f every 
workers' comp dollar spent.

Cost d rive rs

California workers' Paid by irsurers Eshmafed paid by all California employers
compensation costs (Source: WCIRB) (Assuming 20% of WC coverage is by self-insurar.ce)

Total costs 20031 20031
(Indemnity, medical, $21.8 billion $26.7 billion
expenses and changes 1997; 1997:
to total reserves) $6.8 billion $8.3 billion

2003: 2003:
$4.9 billion $6.1 billion

Medical costs 1997; 1997:
$2.1 billion $2.6 billion

2003: 2003:
$4 6 billion $5.8 billion

Indemnity costs 1997:
$2.7 billion $3.4 billion

SB 899 mitigates the problem of escalating costs by providing prom pt, effective 
medical treatment to injured workers so they recover from injuries and return to
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work: Medical provider networks (MPNs) provide a framework for e ffective medical 
treatm ent; medical trea tm ent guidelines determine whether proposed medical 
treatment is necessary and will be effective; new permanent disability rating 
schedule (PDRS) provides objective and consistent methodology to determ ine 
disability rating; and return to wor provision supplies incentive for employers to  
return injured workers to the job .

The result of implementing these reforms is more effective medical trea tm en t and 
more accurate disability ratings, whicn result in significant cost savings to  the 
workers' compensation system. Because the incentive is to treat in juries and re turn 
employees to work, the incentive for those who profit from the system by 
encouraging injured workers to  hold out for higher disability awards is e lim inated.

Cost savings

The Workers' Compensation Insurance Rating Bureau of California (WCIRB) tracks 
actual average rates for insured employers. The WCIRB reported a peak level o f 
$6.35 per $100 of payroll in the last quarter o f 2003. By the third qua rte r 2004, tha t 
rate was $5.34 per $100 — a reduction of 16 percent.

Since that time, more average rate drops were recommended, which reduced rates 
. by 2.2 percent effective Jan. 1, 2005, and the WCIRB proposed another 10.4 percent 
decrease to be effective Jul. 1, 2005. (This proposal does not include any im pact of 
changes to the permanent d isability schedule currently in regulatory process except 
for those changes seen as autom atic, such as "weeks of benefit'' changes and 
"bum p-up/bum p-down").

Workers’ Comp Reforms Showing Positive Results

Rate adjustments recommended by Workers’ Compensation Insurance Rating Bureau

7/1/03 7/3/04 1 /1 /0 5

- 1 0 .4 %
(proposed)

7 /1 /0 5
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I f  insurers pass those changes through in full, the average cost of w orkers' 
compensation insurance would be $5.22 per $100 of payroll for early 2005 and $4.68 
for late 2005. The la t te r  a m o u n t w o u ld  be a re d u c tio n  o f 26 .3  p e rc e n t f ro m  
th e  peak ra tes charged  in  2003 .

From the Sacramento Bee, January 2005:

"California business owners saw the average annual premium for workers' 
compensation insurance drop between 13.9 percent and 16.6 percent in the last six 
months, according to  records from the state Department of Insurance."

Few er d ispu ted  c la im s  e n te r in g  th e  sys tem

In April 2003, a total of 17,104 new disputed claims entered the workers' 
compensation adjudication system, but by January 2005, tha t num ber was down to 
10,878 -- a reduction of 36 percent.

R e g u la t io n s  a n d  i r o g r a m  i m p l e m e n ta t io n

The Division of Workers' Compensation (DWC) accomplished much in 2004, one 
considerable piece o f which was meeting all of SB 899's statu tory deadlines for 
implementing regulations:

1. Medical provider network (MPN) emergency regulations effective Nov. 1, 
2004

2. Independent medical review (IMR) emergency regulations effective Jan. 1, 
2005, to coincide w ith when the first MPNs could be established

3. Permanent disability emergency regulations effective Jan. 1, 2005.

The regulatory process is o ff to a roaring start in 2005, with the adm inistrative 
director giving priority to adoption of permanent regulations fo r MPNs, IMR, the 
permanent disability rating schedule (PDRS) and utilization review (UR).

This y ea;- s focus also includes adoption of regulations for medical trea tm en t 
utilization guidelines, return to work, pre-designation of physicians, supplem ental job 
displacement benefits, assessing penalt;ne: for utilization review violations and Labor 
Code section 5814.6, new official medical fee schedule, and revised qualified medical 
evaluator (QME) regulations.

A d v iso ry  groups

To draft so many regulations in a tim ely fashion, the division uses a team  approach 
and conducts advisory groups, which help iron out problems before form al 
rulemaking on an issue begins. Advisory groups are made up o f invited stakeholders 
and division staff.

When drafting regulations, the division's goal is to provide guidance to those using 
the system. Advisory groups afford the opportunity for the division to  receive input 
from system users so the impact o f the division's actions is clear.



At advisory group meetings, members engage in frank discussion and debate about 
regulatory language and clarity.

Each regulatory package is supported by the work o f an advisory group, which 
includes 20-30 members. While the core group is invited, anyone who asks w ill be 
included in an advisory group. This produces a diverse membership, including 
representatives of labor, employers, insurers, applicant and defense attorneys, 
medical providers, in jured employees and the Commission on Health and Safety and 
Workers' Compensation (CHSWC).

"The advisory groups, and the public comment we get in that venue, afford the 
division the opportunity to sort through issues on the front end."

—DWC Administrative Director Andrea Lynn Hoch

M ed ica l p rov ide r n e tw o rk s  (M PN )

The MPN regulations govern the medicai treatm ent component o f the w orkers ' 
compensation system, and are designed to improve the treatm ent process fo r 
Injured workers through the creation and operation o f medical provider networks.

An MPN is an entity or group o f providers, set up by an insurer or self-insured 
employer and approved by the adm inistrative director of the Division o f Workers' 
Compensation, to treat workers ir jured on the job. Each MPN must include a m ix o f 
doctors who specialize in treating work-related injuries and doctors w ith  general 
areas of medical expertise, and is required to meet access standards to  care fo r 
common occupational injuries and work-related illnesses. MPNs must follow all 
medical treatment guidelines established by DWC and allow employees a choice of 
provider(s) in the network after the firs t v isit. MPNs also must offer an opportunity 
fo r second and third opinions if the injured worker disagrees with the diagnosis or 
treatm ent offered by the treating physician.

To ensure injured workers have easy access to treatm ent, the regulations require 
MPNs in urban areas to make certain a primary care physician and a hospital for 
emergency care are located w ith in 30 minutes or 15 miles of each employee's 
residence or workplace: Specialists must be within 60 minutes or 30 miles. A lternate 
standards for rural areas must be approved by the DWC adm inistrative director on a 
case-by-case basis.

The regulations provide safeguards for workers injured prior to the establishm ent of 
approved MPNs by allowing them to continue to receive treatm ent from the ir existing 
doctor(s) if the worker is scheduled for surgery or if the worker's condition is acute, 
serious and chronic, or term inal.

Additionally, treatment delays cau ;e- by insurer or self-insured employer objections 
tc proposed treatments will be reduced because they will be more confident MPN 
doctors are following appropriate treatm ent guidelines.
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As o f April 2005, DWC has received over 800 applications and has approved 477 
MPNs. No default approvals have occurred because the division has never missed the 
statu tory timeline required for approval.

In d e p e n d e n t m ed ical re v ie w  ( IM R )

As part of an MPN, an injured employee has the opportunity to seek a second and 
th ird  opinion from physicians w ith in the MPN if he/she disputes the diagnosis, 
diagnostic service(s) or medical trea tm ent o f h is/her treating physician. I f  the 
dispute is not resolved by the second or third opinion process, the in jured worker 
may seek an independent medical review from a physician or independent medical 
review organization on contract w ith the adm inistrative director.

The IMR regulations establish the criteria and process for contracting w ith individual 
physicians, and for establishing a statewide list of eligible independent medical 
reviewers.

In addition to the physician application process, the new regulations outline the 
m anner in which an injured employee requests an IMR, which could involve an in- 
person examination or records review. After the examination or records review, the 
independent medical reviewer m ust issue a report to the adm inistrative d irector w ith 
analysis and a determination w hether the disputed diagnostic service(s) or medical 
treatm ent was consistent w ith the medical treatm ent utilization schedule adopted by 
the administrative director, or the American College of Occupational and 
Environmental Medicine (ACOEM) guidelines if  the adm inistrative d irector has not yet 
adopted a medical treatm ent utilization schedule.

I f  the independent medical rev T.ver agrees with the diagnostic service or medical 
treatm ent prescribed by the treating physician, the injured employee m ust continue 
to receive medical treatm ent w ith in the MPN. I f  the independent medical reviewer 
does not agree, the injured employee can seek diagnostic service o r medical 
treatm ent from a physician of his or her choice w ith in or outside the  MPN.

As of April 2005, the DWC has received over 900 applications from physicians to be 
on the IMR list. Of those, 667 have been approved, 27 are not eligible, 38 are under 
fu rthe r review and 247 incomplete applications have been returned.

To date, DWC has not received a valid request for IMR.

Q ua lified  m edical e x a m in e r (Q M E) pane ls

Qualified medical exam iner (QME) panels are sought when parties to a claim have a 
dispute over permanent d isability or other medical issues. Prior to passage of SB 
899, only an unrepresented injured worker was allowed to seek a panel QME, and 
only in cases where liability for the in ju ry had been accepted. SB 899 added a 
provision, which became effective Apr. 19, 2004, which allows claim adjusters to 
in itia te  a QME panel in cases where liability for the claim is in question.

Additionally, beginning Jan. 1, 2005 represented workers in disputes over permanent 
disability, other medical issues, o r claim liability can also seek a QME panel.

Because of these changes, the DWC has seen a dramatic increase in the num ber of 
panels requested, which means those with disputes are util'zing the  process to
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resolve them. The division is delivering panel requests within the s ta tu to ry  tim elines, 
which facilitates the resolution of medical disputes to get Injured workers the 
treatm ent they need to return to work.

QME panels processed:

April -  November 2003 13,871

April -  November 2004 20,288

January -  April 2005 13, 333

P erm anen t d is a b ility  ra tin g  sch ed u le  (PDRS)

Permanent disability benefits are paid to injured workers who will never recover 
completely from their in jury, and will always be somewhat lim ited in the ir ab ility  to 
work. Before those benefits can be paid, a worker's level of disability must be rated.

Of indemnity benefits paid by insured employers in 2003, payments fo r perm anent 
partial disability accounted fo r 41 percent of every dollar.

Because of subjectivity in the prior schedule, California has the highest fraction of 
disputed permanent disability claims in a five-state median: 30 percent, compared to 
nine percent in New Mexiro, 11 percent in Washington, seven percent iri Wisconsin 
and 15 percent in Oregon.
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SB 899 created a new system for determ ining percentage of permanent disability 
based on "the nature of the physical in ju ry  or disfigurement, the occupation o f the 
injured employee, and his or her age at the time o f such injury, consideration being 
given to an employee's diminished future earning capacity."

For the firs t time, the new PDRS makes ratings more accurate by basing them on 
objective medical conditions and empirical wage loss data, instead of subjective 
factors and work restrictions currently used to calculate a permanent d isability 
rating.

Under the old system, two workers w ith  the same type of injury could receive 
entirely different permanent d isability ratings because there was so much 
subjectiv ity in the way im pairm ent was evaluated, and in the way it  was converted 
into a disability award. The old schedule also rewarded less serious w ork-related 
in juries with higher disability ratings based on over-reliance on subjective factors 
and work restrictions, resulting in d isability ratings tha t did not accurately reflect the 
employee's disability and ability to return to work.

The new schedule promotes consistency, uniform ity and objectivity by replacing 
subjective factors and work restrictions with objective medical evidence based on the 
American Medical Association (AMA) Guides, 5th Edition. Using the AMA guides gives 
everyone the same methodology to  determ ine impairment. The AMA guides are used 
by 41 other states and in the federal workers' comp system.

Once an injured worker's im pairm ent is objectively evaluated using the AMA guides, 
three adjustment factors (dim inished fu tu re  earning capacity, occupation and age) 
are applied to convert the im pairm ent rating Into a disability rating. All three 
adjustm ent factors are clearly laid out in the schedule and result in very sim ilar 
disability ratings for sim ilar types o f in juries.

P re -d e s ig n a tio n  o f pe rsona l p h y s ic ia n

The firs t draft of these regulations was distributed to advisory group members for 
discussion and comment, and the advisory group met Mar. 28, 2005. Member 
comments are being reviewed by DWC and a revised draft of the regulations will be 
distributed to advisory group members and posted on DWC's Web site in May 2005.

R e tu rn  to  w o rk

The first draft of these regulations was distributed to advisory group members fo r 
discussion and comment, and the advisory group met Mar. 28, 2005. Member 
comments are being reviewed by DWC and a revised draft of the regulations will be 
distributed to advisory group members and posted on DWC's Web site in May 2005.

S ection  5814 .6  p en a ltie s

The first draft of these r&yulations was distributed to advisory group members for 
discussion and comment in February, and the advisory group met Feb. 16, 2005. The 
revised draft of regulations will be d istributed to advisory group members and posted 
on DWC's Web site in May 2005.
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Hiring

While the division's tota l number of authorized positions is still less than the  peak 
number authorized in fiscal year 1994-1995, DWC did acquire 300 new positions as a 
result of SB 899 and other reform measures.

The division has hired 166 new employees and promoted 134 existing employees 
since Jul. 1, 2004. At the current hiring rate of approximately 25-30 new employees 
per month, DWC hopes to fill all available positions by the end o f next fiscal year, 
which will provide increased levels o f service to system users.

To ensure all DWC professional s ta ff whose work is impacted by changes to  the law 
are up-to-date, and to ensure resources are used efficiently and effective ly, the 
division is conduct; .g statewide tra in ing of 368 staffers in April. Topics covered at 
the training include: medical provider networks; utilization review; perm anent 
disability rating issues; qualified medical examiners; spinal surgery second opinion; 
case law update; supplemental job  displacement benefits; new 
stipulation/compromise and release forms ndequacy; apportionm ent; extra- 
jurisdictional issues and more.

E d u c a t io n ,  t r a i n i n g  a n d  o u t r e a c h

In addition to DWC's regulatory priorities, hiring and internal tra in ing, the division's 
focus has been on:

• Providing high quality education to users of the workers' comp system
• Making valuable information easily accessible to the public through the DWC 

Web site
• Revitalizing injured worker workshops at all 24 district offices.

E duca tiona l confe rence

This annual e/ent, hosted by DWC in association with the International W orkers' 
Compensatio i Foundation, constitutes the largest workers' compensation tra in ing in 
the state and allows claims adm inistrators, medical providers, attorneys, 
rehabilitation counselors and others in the workers' compensation com m unity to 
learn firsthand about the division's latest developments and ongoing programs.

This year's conference focused on key topics in SB 899. M ny SB 899 provisions -- 
such as medical provider networks and the new permanent disability rating schedule 
— became effective Jan. 1, 2005, making the conference, held in February, 
particularly timely.

This conference was the best attended in the twelve years it's been held: Both the 
Los Angeles and Oakland locations sold out, with 800 registrants each. Due to 
demand, the division allowed 40 walk-in registrations at both locales. The exhibitor 
spaces also sold out, with 45 at each conference.

The conference is certified by eight organizations representing attorneys, doctors, 
rehabilitation counselors, case managers, claims adjusters and nurses for continuing 
educational credits. Over 600 people signed up for CEU credits, dem onstrating tha t 
attendees are workers' compensation professionals.



"In form ation delivered was excellent, jus t what we needed to hear." 

--DWC educational conference attendee

AMA g u ide  tra in in g

In cooperation with the American Medical Association (AMA), the California Medical 
Association (CMA) and the Commission on Health and Safety and W orkers' 
Compensation (CHSWC), the DWC conducted training on proper use o f the AMA 
guides. Under the new permanent d isability rating system, medical providers must 
use the AMA guides to rate an injured worker's level of impairment --  a v ita l feature 
o f California's reform measure.

While the AMA guides are used in 41 other states and in the federal w orkers ' comp 
system, the ir use in California is new. Conducted fo r adjusters, a ttorneys, medical 
doctors, rehabilitation nurses and case managers, this crucial training provided 
system users with information on key concepts and terms, how to rate complex 
impairments and determine the ir role in disability assessment, how to  rate d ifficu lt 
cases appropriately and how to write reports correctly.

Held in Anaheim and South San Francisco in November 2004, approxim ately 400 
people attended each session.

DWC W eb s ite

The division has embarked on a four-phase project to improve the flow  of 
Information about workers' compensation rights and responsibilities to system users. 
The project will take DWC's Web site from obsolete and difficult to navigate to user- 
friendly and fresh by:

• Changing the site structure to  a user-based format
• Reaes;gninn( updating and Integrating content and introducing more graphics
• Creating a foi ms center with fill-able/downloadable forms
• Introducing new technology, such as instant electronic notification for 

targeted newslmes and streaming video.

In ju re d  w o rk e r w o rksh op s

This year, the DWC revitalized an education program, which provides inform ation 
and assistance to injured workers through m onthly workshops at local DWC offices.

While e lacted 10 years ago, in recent years most workshops for in jured workers 
were suspended due to a lack of adequate funding, a lack of proper staffing Ipvels 
and outdated materials. It  took the com m itm ent of necessary financial resources by 
the DWC administrative director to revitalize the program.

The free workshops consist of a structured presentation followed by a question and 
answer session, and are held on a regular basis at local DWC Inform ation and 
Assistance Unit offices around the state.
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As of April 2005, eight offices are conducting the workshops. The division's goal is to 
have all 24 local offices conducting workshops as quickly as possible.

In a Mar. 7, 2005 Sacram ento Bee article, Carol Raplcavoli, 41, of San Francisco, 
called the workshops "empowering."

C la im s  p r o c e s s  e f f ic ie n c y

DWC e le c tro n ic  a d ju d ic a tio n  m a n a g e m e n t sys te m  (EAMS)

DWC is one year into its project to upgrade and replace current court technology and 
supporting infrastructure to better meet s ta tu tory guidelines, realize operational 
efficiencies and lower the overall cost of the California workers' compensation 
system.

EAMS technology will greatly improve DWC and Workers' Ccmpensation Appeals 
Board (WCAB) ability to quickly resolve claims by enhancing responsiveness to  claim 
filings, employing more efficient and effective calendaring to ensure all dispute 
parties are available to meet with judges, and improving ability to track case 
documentation. Primary objectives for the new system include:

• Streamlining the process o f creating files, setting hearings and serving 
decisions, orders and awards

• Improving access to case records while preserving confidentiality
• Providing cost and time savings both to case parties and the state
• Reducing delays and elim inate duplication
• Reducing file storage space and shipping costs
• Standardizing the DWC desktop com puting environment
• Supporting enforcement against uninsured employers

The output o f basic information is being built into the system, which will allow the 
state -- rather than private entities -- to make inform ation easily available to  parties 
in need of case status.

The EAMS system will also improve DWC's ability to project resource needs and 
measure performance. In general, EAMS w ill allow markedly improved reporting of 
division processes and results. Case handling tim e frames, comparison of work 
practices and consistency will be measurable under the EAMS system.

Disaster readiness will also be possible, as EAMS will allow near instantaneous 
movement of cases to other offices should an emergency such as an earthquake 
make tha t necessary.
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Los Angeies County has reduced its workers' compensation costs by 10.5 percent 
thanks to last year’s reform bill and an increased emphasis on re turn-to -w ork 
programs, according to  a report delivered this week to the Board of Supervisors.

" I th ink the reforms had the major impact -- and the fact tha t the departm ents are 
getting more active In terms of re turn-to-w ork e fforts and in terms o f getting 
involved in their own claims."

-L o s  Angeles County Workers' Compensation Chief Program Specialist Alex Rossi

From a Work Comp Central article posted Apr. 15, 2005:
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