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Background
The Workers’ Compensation Division (WCD) has replaced its former audit programs that monitored insurer and self-insured employer claims-related activities with a more flexible, risk-based methodology. This approach focuses on industry performance areas rather than on audit “programs.” The division’s new audits replace the former quarterly claims processing performance (QCPP) audit, compliance audit, reimbursable claims audit, and Employer-at-Injury Program audit. However, the changes do not affect the current self-insured employer claims reserve audit.

New approach

WCD has moved to a methodology with two major components:

· Annual audits – focusing on timeliness of benefit payments and processing actions

· Focused audits – emphasizing specific performance areas

Annual audits

The focus of this audit is to regularly and quickly assess current performance in the timeliness of benefit payments and certain other processing actions. These are core-processing requirements that support a key performance measure of the workers’ compensation system health. In the annual audit, WCD reviews a sample of a company’s activities in nine categories, over the course of a calendar year.

Timeliness of:

· First payment of time loss

· Subsequent time loss payments

· Worker reimbursement payments

· Permanent total disability payments

· Fatal benefit payments

· Claim acceptance or denial

· Notices of Closure

· Initial claims reports to the division (Form 1502 filing)
Accuracy of:

· Worker reimbursement payments

WCD develops the audit samples based on data that insurers report to the division. We use data reported on the “Insurer’s Report” (Form 1502), the “Insurer Notice of Closure Summary” (Form 1503), and the “Request for Reimbursement from the Retroactive Program” (Form 3285) that insurers already send to WCD. In three categories (timeliness of subsequent time loss payments and timeliness and accuracy of worker reimbursement payments) WCD obtains annual payment data from insurers to develop appropriate audit samples. Companies need to report the following data elements: insurer name, worker name, insurer claim number, date of injury, total number of ongoing time-loss payments and total number of worker reimbursement payments issued in the claim in the one-year period specified, and processing location name (for insurers who use multiple claims processing locations). We do not need payment dates, time periods covered, reimbursement request receipt dates, or due dates. WCD will only use the reported payment data to develop samples for audits, not to determine the insurer’s timeliness before an audit. We will provide companies additional instructions for reporting 2010 payment data in a future notice. 
During the annual audit, WCD verifies actual performance. In the categories in which companies self-report their timeliness on Form 1502 and Form 1503, we also verify reporting accuracy. WCD auditors make the following findings in nine performance categories:
1. First payment of time loss
a. Timely - yes/no. 
b. Accurately reported – yes/no. If no, corrected by processor – yes/no.
c. Reason(s) for late payment or inaccurate reporting.
2. Subsequent time loss payments (not first payments)
a. Timely - yes/no.

b. Paid to within seven days of the date of payment – yes/no.

c. Reasons for late payment. 
3. Worker reimbursement payments - timely
a. Timely - yes/no.

b. Reasons for late payment.

4. Permanent total disability payments

a. Timely - yes/no.
b. Reasons for late payment.
5. Fatal benefit payments 

a. “Interim” benefit payments (prior to acceptance), if paid, are applicable and counted as timely.

b. Benefit payments after acceptance: Timely – yes/no.

c. Reasons for late payment.

6. Claim acceptance or denial
a. Type of claim: initial, aggravation, or new/omitted condition.
b. If initial or aggravation claim:

i. Timely – yes/no. 
ii. Accurately reported – yes/no. If no, corrected by processor – yes/no.
c. If new/omitted condition claim: Timely yes/no only.

d. Reason(s) for late decision or inaccurate reporting.
7. Notices of Closure
a. Timely - yes/no or not applicable (not applicable if claim did not qualify for closure).  
b. If not applicable, reasons why claim did not qualify for closure.

c. If applicable, timeliness accurately reported - yes/no.
d. Reasons for late closure or inaccurate reporting.

8. Initial claims reports to the division
a. Timely – yes/no (from WCD data).

b. Reasons for late filings, if found.
9. Reimbursements to worker - accurate
a. Accurate - yes/no.

b. Reasons for inaccurate payment.

c. If inaccurate, amount of overpayment or underpayment for each payment.
The division no longer issues quarterly penalties under the former QCPP audit. We continue to provide companies copies of their reported data each quarter for their own use and monitoring. Processors should continue to document any reporting errors they identify and submit correcting forms to the division as appropriate; however, WCD no longer makes any requested changes to the quarterly performance reports. Instead, WCD verifies the performance and reporting accuracy during the annual audits. Since the performance categories in the annual audit are long-standing core processing requirements, the division will penalize in each case where performance does not meet the standards, even during the first annual audit. To encourage accurate self-reporting in the annual audit, we will also issue penalties for inaccurate reporting. Industry performance standards have not changed. The categories that directly relate to provision of benefits to workers remain at a 90 percent timeliness standard, and claims reporting to the department remains at an 80 percent timeliness standard. Penalties for performance below these standards are:
Claim Payments – Timely & Accurate 

	Category
	Penalty

	First payment of time loss - timely
	$650 per category below the 90% standard*


	Subsequent time loss payments - timely
	

	Worker reimbursement payments - timely
	

	Permanent total disability payments - timely
	

	Fatal benefit payments - timely
	

	Worker reimbursement payments - accurate
	


Claim Processing Actions - Timely
	Category
	Penalty

	Claim acceptance or denial - timely
	$650 per category below the 90% standard*

	Notice of Closure - timely
	

	Initial claims reports to the division 
(Form 1502 filing) - timely
	$250 if category is below the 80% standard*


Reports to the Division - Accurate
	Category
	Penalty

	Timeliness of first payment of time loss – accurate reporting
	$500 if category is below the 80% standard 
plus $50 per number of late payments reported as timely*

	Timeliness of claim acceptance or denial – accurate reporting
	$250 if category is below the 80% standard*

	Timeliness of Notice of Closure – accurate reporting
	


*Note: for a penalty to apply, a category showing performance below the standard must contain 5 or more items audited and 2 or more deviations
All companies are initially subject to the annual audit. After the first or second audit, however, we will reward good performers by omitting them from some subsequent annual audits. We will also post insurer, self-insured employer, and third-party administrator performance in the annual audits on our website.
Focused audits

In addition to the annual audits of key timeliness areas, the majority of the division’s audit activities are shifting to focused audits. These are topic-specific audits directed towards particular performance areas.

WCD determines the topics and scope of the focused audits based on a number of factors, including:

· Industry and individual company performance

· Trends and problems identified across WCD programs and work processes

· Department policy and program decisions

· Complaints and inquiries received by the department
· The need to establish baseline performance in areas in which we do not currently audit

· Direction from the Legislature or  Management-Labor Advisory Committee
This approach helps WCD to be quick and flexible in generating more current information, and develop each audit based on needs, instead of cyclical program audits that do not change. Many audits will be industry wide, but we will also use audits to focus on specific poor performers as one way of encouraging them to improve performance. The focused audits may also identify areas where the division needs to change administrative requirements or internal processes that are unclear or are barriers to industry compliance, or to provide additional education and outreach.

Examples of possible focused audit topics include but won’t be limited to:

· Accuracy of worker benefits

· Nondisabling claims

· Notices of Closure

· Permanent disability rating and payment

· Medical services

· Managed care

· Accuracy of reimbursements from the Workers’ Benefit Fund

· Return to work and vocational assistance

· Proof-of-coverage requirements

Since the focused audits will be topic specific and address different performance areas, we will develop samples and a penalty approach for each audit. We will adjust the penalty approach as needed based on audit findings and the context of other sanctions. Penalties may be based on criteria such as the purpose of the audit, whether the topic is one in which the division has previously audited, and whether additional training or a reaudit is required.

Focused audits will include an educational component and follow-up plan in the audit methodology. When focused audits identify low performance areas, the division will provide follow-up training to the company after the audit. The auditors who conducted the audit, as well as other division technical experts as needed, will provide the training. In addition, WCD may schedule a reaudit six months later to assess whether the company’s subsequent processing in those areas meets the required performance thresholds. In instances where the division conducts training and reaudits, we may suspend penalties to give the company the opportunity to address its performance problems.
The first focused audit topic is pre-closure accuracy. In this audit, WCD is auditing the accuracy of benefit calculations and disability payments from date of injury up to claim closure. Auditors are reviewing processing actions including calculation of the average weekly wage, temporary disability payments as authorized by medical records and return-to-work information, and, individual payment accuracy of temporary total and temporary partial disability periods.
The Pre-Closure Accuracy audit addresses core claims processing performance areas that directly affect worker benefits and employer costs. All insurers and self-insured employers will be audited and subject to penalties if performance is deficient. Also, if the Pre-Closure Accuracy audit identifies low performance, WCD will provide required training and re-assess performance in follow-up audits. WCD has been piloting the Pre-Closure Accuracy audit at some locations and we will contact all processing locations to schedule audits throughout 2011.
The second focused audit topic will be closure accuracy. In this audit, WCD will review the appropriateness and accuracy of Notices of Closure, including disability rating and permanent disability awards. We will provide further information about this upcoming audit in a future notice.
We continue to welcome input on our audit programs and how best we can monitor industry performance while minimizing burdens and intrusiveness on companies. Contact Field Audit Unit Manager Sally Coen at 503-947-7687 or e-mail sally.c.coen@state.or.us. 
You may also mail input to:

Workers’ Compensation Division

Field Audit Unit

P.O. Box 14480

Salem, OR 97309-0405



