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Contractors and their insurers spend enormous sums on medical care for
injured workers. Unfortunately, many workers compensation payers buy
medical care as if it were any other commodity—the cheaper the better.
This presentation reveals the flaws in the traditional methods of buying
medical services. Deep “discounts” offered by hospitals and physicians
are not always what they seem and can actually drive up both the medical
and indemnity cost of workers compensation claims. In this session, con-
tractors and insurers will learn how to evaluate medical providers, when it
is appropriate to seek deep discounts from providers, and when it makes
sense to pay “list” price. Attendees will take away strategies for both
identifying quality medical partners and negotiating prices.
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Joseph Paduda
Principal
Health Strategy Associates

Mr. Paduda is presenting Workshop B, “Health Care Purchasing Strategies for Workers Compensation,”
on Tuesday afternoon. He is a nationally recognized expert, speaker, and author on workers compensa-
tion, managed care, and general health cost containment. His expertise lies in analyzing the workers
compensation system and identifying true cost-savings solutions utilizing appropriate medical manage-
ment, pharmacy, and technology tools.

Mr. Paduda conducts market research and consults with organizations to design products and services
that lower overall costs. Most recently, he conducted two annual surveys on the state of pharmacy
management programs in workers compensation.

His opinions are frequently quoted in national publications, and his articles have been published in such
prestigious insurance magazines as Business Insurance, National Underwriter, Risk and Insurance and
The Journal of Workers’ Compensation. In addition, he recently launched a blog on health care and
workers compensation issues, www.joepaduda.com. Mr. Paduda is also a frequent and popular speaker
at managed care, pharmacy, and workers compensation conferences, most recently moderating a panel
on international pharmaceutical pricing at the Global Medical Forum’s annual Symposium in Zurich,
Switzerland.

Prior to forming Health Strategy Associates, Mr. Paduda served as vice president of sales, marketing,
and account management for MetraComp, a United HealthCare Company specializing in the application
of managed care techniques to the group disability and workers compensation industry. Previous posi-
tions include vice president, product development, at the Travelers Health Company, where Mr. Paduda
led the company’s efforts to develop new managed care products for both the workers compensation
and group health industries; managed care product development at Liberty Mutual, sales at Liberty Mu-
tual; and marketing director for American International Healthcare, the managed care subsidiary of
American International Group.

Mr. Paduda has a master of science degree in health management from the American University.
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HEALTH CARE PURCHASING STRATEGIES FOR
WORKERS COMPENSATION

Joseph Paduda
Health Strategy Associates

Background

e Spending on health care will grow to $1.9 trillion in the United States this year, an
increase of $621 billion from 2000, accounting for 15percent of the expected gross
national product. (To put it in perspective, increased defense spending only repre-
sents 10 percent of the growth in the GDP over the same period.)

e The way we have been buying health care for workers compensation is not working.
The medical portion of a workers compensation claim has been steadily rising. Now it
is 57 percent of the average claim. Pharmacy costs, once a blip on the screen, are at
12 percent of a workers compensation claim’s medical cost and it is growing at an
alarming annual rate of 12 percent. Medical costs are soaring—and getting higher
every year—despite years of managed care.

How We've Done It in the Past

e Traditional managed care involves broad, deep discount PPOs, generic bill reviews,
telephonic and field case management and utilization review.

What's Wrong with That?

Hospitals offering “discounts” can be the most expensive facilities in the market;
e Cheaper isn’t necessarily better;

e “Percentage of savings” PPO models can actually increase medical costs by fostering
over-utilization;

e Discounting physicians causes good doctors to drop out of the workers comp system
and the ones with less integrity to overutilize. The key to effectively managing health
care costs in workers compensation revolves around the treating provider.

What Can You Do?
e Get your employees to the “right” doctors.
— A recent Boston University study found that doctors determine how health care

dollars were spent, e.g., tests, procedures, prescriptions and doctor’s fees. Physi-
cians are responsible for 87 percent of the medical bill. A California Workers Com-
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pensation Institute study shows that getting comp patients to physicians who
have significant experience working within the comp system reduces the overall
cost of claims—there can be a 50 percent difference in a claim managed by an ex-
perienced workers comp physician and one who treats one or two cases a year.
Cost-conscious physicians who also receive high patient satisfaction ratings need
to be recruited and rewarded.

Know when to ask for a discount and when it makes sense to pay the “list” price.
Specialty managed care

— Physical medicine

— Physician peer review

— Selecting managed care partners who “really” partner with physicians
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Questions to answer

m Problem — Managed Care is ubiquitous;
so is rising medical expense.

m Losses increasing...but so are “savings’
m How can this be?

= How did we get here?

m How can we get out of here?

m What can | do to better manage my
medical expenses?

H

copyright Health Strategy Associates, 2005,
used by permission 2
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Medical costs in workers
compensation

m Medical accounts for 53% of loss costs nationally
= Less than 50% two years ago

m Trend (medical inflation rate) is 10-12%

m Drivers are
= Prescription drugs
= Hospital
= Frequency
= Utilization
= Managed care business models

copyright Health Strategy Associates, 2005,
used by permission

Workers compensation medical
components
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Medical expense

Price x utilization x frequency
= total cost

Medical expense

m Price — the amount paid per-unit or per-line
for medical services.

= Physical therapy modalities

» Surgical procedures

= Hospital services
Medical supplies
Drugs
Facility charges

copyright Health Strategy Associates, 2005,
used by permission
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Unit Costs of Medical Services
8

$900
$800 -
$700 -
$600 -
$500 -
$400 -
$300
$200 -
$100 -

$0 -

$39 $40 $47 $60 $96 $211 $653 $890

copyright Health Strategy Associates, 2005,
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B Phys Med 1
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M Estab. MD Visit 3
O Minor Radiology 4
HER Visit 5

B Minor Surgery 6

B Hospital 7

@ Major Surgery 8

Medical expense

m Utilization — the volume or number of
similar services performed per claim for
those claims with any of that type of service

m PT — 11 visits per case
= Surgery — 2 services per case

copyright Health Strategy Associates, 2005,

used by permission
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Utilization: Number of Services Per

Claim
3577
307
B Phys Med 1
251 [lLab Test 2
B Estab. MD Visit 3
201  Minor Radiology 4
15- H ER Visit 5
H Minor Surgery 6
10 B Hospital 7
54 I Major Surgery 8
04

304 40 29 29 18 18 43 28

copyright Health Strategy Associates, 2005,
used by permission 9
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Medical expense

m Frequency — the percentage of claims that
include that type of service
= PT - 28% of cases have PT

copyright Health Strategy Associates, 2005,
used by permission 10
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Frequency: % of Claims Receiving
Service

3

60%

50% ® Phys Med 1
[Lab Test 2

40%- Fi0%
M Estab. MD Visit 3
@ Minor Radiology 4

300 -

% ®m ER Visit 5

20%- W Minor Surgery 6
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10%- m Major Surgery 8

0%-

27% 13% 59% 53% 32% 23% 7% 6%

copyright Health Strategy Associates, 2005,
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Breaking down the medical dollar

m All cost categories are NOT created the
same

m Some have very different characteristics

m and require very different approaches...

copyright Health Strategy Associates, 2005,
used by permission 12
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Managed Care

m Designed to reduce medical expense by
“‘managing” the price and usage of medical
resources

m Includes

= Networks

= Bill Review

= Case Management
Utilization Review
Physician Advisers

What exactly are “savings”?

m Hard dollars
= Discounts below FS/U&C
= Bill reductions due to clinical/other edits

m Soft, theoretical, dollars

= Avoided hospital admissions/surgical/
prescription drug fills/physical therapy

= Reduced indemnity expense

copyright Health Strategy Associates, 2005,
used by permission 14
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Managed Care

m Includes
= National executives = Claims adjusters
= Managed care staff = Clinical staff
= Vendors = Brokers/Agents
= Providers

= Policyholders
= Injured workers
= Litigators

= Regulators

copyright Health Strategy Associates, 2005,
used by permission 15

The generic managed care model

= No differentiation between high price/low
volume and low price/high volume services

m Little variation in approach despite large
differences in health care outcomes and
costs due to jurisdiction, medical practice
patterns variation, provider mix

copyright Health Strategy Associates, 2005,
used by permission 16
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The generic managed care model
Definition

m Deep discount PPO charging on a
percentage of savings basis

m Bill review charging on per-line or per-bill
m Case management/Field CM/Utilization
review — per hour, per case, per time period

What happens when discounts =
savings?

m No incentive — for anyone - to manage
utilization

m Network vendor is incited to increase
utilization and frequency
= ...as are providers

= ...and managed care execs, many of whom are
evaluated based on “savings”

copyright Health Strategy Associates, 2005,
used by permission 18
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Looking deeper

m Network penetration is valued
m Larger networks = better networks
m Deeper discounts = more savings
m CM is holding back the bursting dam

= Guidelines v financial motivators

copyright Health Strategy Associates, 2005,
used by permission

Generic model results

= $12,000
B $10,000 T
g $s:ooo — i —
E $6,000 | L
g $4,000 -
2" $2,00: :7 —
¥ At Industry | 20% above | 30% below
m Service Fee $258 $307 $182
® PPO Savings $1,291 $1,537 $911
m Avg Medical $7,317 $8,708 $5,163

copyright Health Strategy Associates, 2005,
used by permission
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Assume the generic
model works

Why are most companies so bad at
it?

21

Generic model results

m Network penetration = CM/UM

= FL<80% = Initial solid results
s TX<55% followed by marginal
s CA<50% impact

= Market is highly

PA<609
- 60% skeptical

copyright Health Strategy Associates, 2005,
used by permission
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Generic model results

m Bill review
= Industrywide perception of exaggerated results
= Often unable to reflect UM determinations
= “Savings” comprised of
= Partial dupe rejection
= Reductions to FS/U&C
= Haphazard application of “clinical edits”

y permission 23

How is this possible?

m Managed care staff reductions in the soft
market

m No real effort to direct to PPO providers

m Little willingness to push claims dept. and
employer staff

= National directives v local intransigence

copyright Health Strategy Associates, 2005,
used by permission 24
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How is this possible?

m Poor back-end systems and processes in
bill review

m Chronic underinvestment in technology
= “Not my job” syndrome
m Buying cheap

permission 25

How is this possible?

Lack of executive
understanding of and
commitment to programs

26
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“What do you generally see as the biggest
problem facing the insurance industry?”

Pricing 6% 31%

Terrorism 6% 117%

4%

Worker's Comp

4%

Underwriting ‘ m 2004
02003
Softening Market 4%
0,
Capacity 2% 4%
1%
Mold §11%

0% 5% 10% 15% 20% 25% 30%

copyright Health Strategy Associates, 2005,
used by permission 27

How is this possible?

m L arge occupational clinic company

= Very popular among large employers and many
payers

= During Q2 2004, achieved significant per-facility
growth

= Significantly higher frequency of PT utilization
(58%) than WCRI average (28%)

= But lower utilization...

copyright Health Strategy Associates, 2005,
used by permission 28
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How is this possible?

m Large managed care firm’s chairman’s comments
during investor call —

= Re the WC PPO business, are customers asking for new
products? What proportion business is percentage of
savings? Are customers asking for different pricing?

= “The PPO business is largest share of our WC revenue,
percentage of savings business is THE way to charge, it
is baked into all customers business models, it is the way
business has been and will be conducted in the future...”
all competitors are doing this as well.

copyright Health Strategy Associates, 2005,
used by permission 29

What don’t they understand?

m Relatively few physicians treat most WC
claimants

m Physicians only account for 16% of medical
expenses, but control 81%

m Medical care costs and quality vary widely
m Treatment patterns also vary widely

copyright Health Strategy Associates, 2005,
used by permission 30
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“Good” Managed Care

permission 31

A better definition

m Savings is the difference between the cost
of claims using the managed care program
compared to the cost of claims outside the
program

copyright Health Strategy Associates, 2005,
used by permission 32
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Two types of providers

- Care Managers — treating physicians
Manage ALL medical care, influence disability
duration, and primary influence on claimant
satisfaction

- Cost Centers
Hospitals, ancillary care, pharmacies, physical
therapy, radiology
They do WHAT the MD tells them to do...

copyright Health Strategy Associates, 2005,
used by permission 33

Impact of the generic managed care
model

Increase
E 12,000 of $1,391
% 10,000 ——— - Decrease
3 8,000 I of 32,154
E; 6,000 . e
?é 4,000 —
8o 2,000 —
< 0
At Industry | 20% above | 30% below

m Service Fee 258 307 182

® PPO Savings 1291 1537 911

B Avg Medical 7317 8708 5163
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Flat rate model

Increase in
000 medical: $1,391

[y

ENWANSNDOO
-88888

Avg medical per claim

T T T 1

Ko » Network
Y Savings
3 $2,154

copyright Health Strategy Associates, 2005,
used by permission
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CWCI High-Volume Physician
Study

= CWCI’'s Managed Care Analysis Project Update
on Physician Experience

m Study of 1.1 million claims over 7 years (1993-
2000)

= 40,000 providers involved

= Assessed impact of volume of workers
compensation cases on outcomes

= Split providers into 9 categories based on volume
of cases

copyright Health Strategy Associates, 2005,
used by permission 36
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Distribution of Provider Experience
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number of cases per provider
Source - CWCI, "Provider Experience in Treating
Workers' Compensation”, 5/03, Exhibit 6
copyright Health Strategy Associates, 2005,
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Case-Mix Adj, Avg. Cost by Provider's
WC Experience (LT Only)
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Source - CWCI, "Provider Experience and Volume-Based
Outcomes in CA Workers' Compensation, Exhibit 11
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Cost per case - Back Injury (w/o spinal cord inv)

$14,000 -

$12,000 -
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number of cases per provider

Source - CWCI, "Provider Experience in

Treating Workers' Compensation”, 5/03,
Exhibit 6

1000+
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Attorney Involvement Rate, LT Claims
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Source - CWCI, "Provider Experience in Treating
Workers' Compensation”, 5/03, Exhibit 12
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Summary

m 9 out of 10 providers treated less than 1
workers compensation claim per year
m Comparisons between most and least
experienced:
= average cost/case 56% lower
= attorney involvement rate 58% lower
= average TD duration 41% shorter
= significantly fewer indemnity claims

lllllllll 41

Texas Variations

m WCRI Report documented wide geographic
variation in per-claim costs (10/02)
= Houston medical costs were $2700 (58%)
greater than Austin’s for similar claims
= 80% of the difference is due to higher utilization in
Houston
= Paying East Texas hospitals the same amount
for the same number of claims as Austin’s would
reduce per-claim costs by $600

copyright Health Strategy Associates, 2005,
used b issi 42
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Texas Variations

Area Wariation in Medical Cost Per Claim
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Texas Variations
(Dartmouth Atlas, 1996 Medicare data)
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Hip fracture repair rates - Medicare 1996

0.0
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Lauderdale City
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Back surgery rates - Medicare 1996
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Texas Costs

m Costs are “much higher than most other
large states, principally because of higher
utilization” WCRI Report, 10/02

m Dallas, Fort Worth and Houston account for
53% of workers compensation claims, are
the three highest-cost areas

y permission 47

Texas Cost Drivers

m Frequency of hospital use, especially
facility charges

m Cost of hospital services
m Physician services, e.g., radiology, lab
tests, physical medicine

m High volume of physical medicine billed by
PTs and Chiros

copyright Health Strategy Associates, 2005,
used by permission 48
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Prescription Drug

m Fastest growing component of WC medical
= 12% annual increase
= 12% of medical dollar

m |t's not about price, it's about utilization

permission 49
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Average cost per script

Managed |State-
Year care firm | wide
2001 63.42 60.34
2002 69.24 69.28
2003 75.46 73.74

copyright Health Strategy Associates, 2005,
used by permission 50

31



Number of Prescriptions per

Injured Worker
Managed |State-
Year care firm |wide
2001 493 6.93
2002 5.77 8.18
2003 4.82 6.59

used by permission

copyright Health Strategy Associates, 2005,

Total cost per injured worker

Managed | State-
Year care firm |wide
2001 312.66 |418.16
2002 399.51 566.71
2003 363.72 |485.95

52

32




Tactical Recommendations

m Ask your broker/insurer/TPA what
incentives they have to manage cost given
current pricing methods

m Stop buying health care that discounts the
‘care managers”

m Stop paying for managed care on a
“percentage of savings” basis

copyright Health Strategy Associates, 2005,

used by permission 53

Tactical Recommendations

m Develop a “High Volume Provider” Strategy
= |dentify who they are, where they are, what their results

are
= Review claims data based on total medical paid to providers

= Sort by total dollars paid, type of provider — focus on occ
med, orthopedics, neuro
m Don’t be overly concerned about direction v. non-

direction states
= NY is the only state that expressly prohibits direction

copyright Health Strategy Associates, 2005,
used by permission

33

s
=}
=
=
(0]
=3
=]
T
=)




Tactical Recommendations

m Ask your TPA/insurer/managed care firm what
their facility cost/utilization strategy is

m Be prepared for blank stares

m Requirements -
= Hospital selection and direction methodology

= Pre-cert, UM tools

= For network and non-network facilities, utilize firms with
jurisdiction-specific hospital repricing expertise

y permission 55

Tactical Recommendations

m Select a managed care partner that
understands health care

m Develop or seek out specialty managed
care programs that address different types
of care/providers appropriately

m Implement an intelligent prescription drug
management program

copyright Health Strategy Associates, 2005,
used by permission 56
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Tactical Recommendations

m Do not let the perfect be the enemy of the
good

= Data is important, but action is too.
m Do not accept “no”

m Remember — if incentives are not aligned,
your “partners” win if you lose

permission 57

Summary

m The WC industry does not understand
health care

m That lack of understanding is hurting
you financially

m This is not that complicated
m Aligned incentives are critical

m Find the right docs, pay them fairly, and
monitor program results

copyright Health Strategy Associates, 2005,
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Thank you.

Joseph Paduda
203-314-2632
www.healthstrategyassoc.com

EALTH STRATEGY

ASSOCIATES  Smarr Moves. Winning Strategies.
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