






 
 17 Sept 2001








                           N454 / (703) 602-2575










 Ms. Joy Erdman

Subject:  Workers’ Compensation
1. Executive Issues:

· Management of workers’ compensation claims is broken, resulting in employees not being returned to work when able, not receiving adequate guidance from Navy, and excessive number of employees on the “long term rolls”.

· Cost of workers’ compensation for DoN is over $246M for chargeback year (CBY) 01, the highest in the Federal government.

· CNO N4 success with Southwest Region could be replicated Navy-wide.

· Coordination of workers’ compensation between human resources, safety, occupational health, and line management, as well as Navy regionalization, downsizing, and outsourcing add to the challenge.

2. Background:  
· Navy employees injured in the workplace are covered under the Federal Employees Compensation Act (FECA).  Workers’ compensation is provided to injured civilians through a Federal program administered by the Department of Labor.  

· Navy reimburses DoL each year for costs incurred for claims 2 years earlier.  Billing year runs from 01 Jul to 30 Jun and is called a chargeback year (CBY).  The CBY01 bill represents claims expended from 01 Jul 98 to 30 Jun 99.  

· NAVCOMPT had attempted to pass costs down to the activity level in the 1990’s but process has become impossible since regionalization, particularly since DoL database does not track activity unit identification codes (UICs).

· During the 90’s the Navy reduced injury rates by 40%, but management of older cases were often not monitored appropriately, particularly at closed bases.  Regionalization and Navy restructuring has compounded problems.  

· A Flag Executive Steering Committee was formed in FY98 to improve workers’ compensation management.  Headquarters Marine Corps was represented by Safety Division (SD) and Manpower Policy Manpower Plans & Policies Division (MPO.)  Flag members were CNO N45, BUMED 02, DASN (MRA/CIVPERS) and DASN (E&S). Under their direction, a business plan and metrics were developed.  

3. Discussion:
· In FY01, CNO N4 commissioned a CNA workers’ compensation study that recommended regionalizing human resource case management similar to Southwest Region (the only Navy region running case management on a regional basis).  In SW Region, CNO N46 “resource sponsors” claims management (about 6 people).  CNO N4 briefed the Regional Commanders in June 01 and N45 and N46 are following up from this brief. 

· Regionalizing workers’ compensation will require an investment of 30 people and about $3M per year, but will save $300M over 10 years (according to CNA) (Attachment A).  More importantly, workers will get the support they deserve.

· CNO N4 success with Southwest Region should be replicated Navy-wide.

4.  Recommendations and Conclusions:

· None at this time.  This point paper for informational purposes only.

CNA Workers Compensation Study

· Analysis of SW Region and NAVSEA Shipyard Workers’ Comp management.  CNA analyzed two workers compensation management processes that showed promise for success, SW Region Workers Comp Management and NAVSEA (04) (Shipyard) Workers Comp Management.  From the cost savings within each of these groups, CNA extrapolated how much the Navy could save Navy-wide if they replicated each of these successful efforts.  Further, for these two analyses, they calculated annualized savings (similar to the insurance industry), which shows a significantly greater savings in later years than in earlier years.  Their analyses of each of these two situations showed that SW Region had the potential to save more than the NAVSEA process.  They also documented that SW Region had other best business practice advantages (e.g., collocated with human resources, mandatory return to work, etc.).  CNA estimated that the Navy would save $300-400M over the next ten years if it replicated SW Region Navy-wide.  It should be noted that the study assumes that mishaps rates do not increase.  In reality, mishap rates are increasing, meaning that savings may not be as great and meaning that lack of action will also result in workers comp costs increasing in the future (e.g., increase in FY01 was over $5M).

· $3M/Year Cost.  Replicating SW Region would require $3M per year, derived as follows:

5 CIV/Region  x 9 regions + support costs ($75K/person) 

(Note: This would need to be in Base Support Budget Activity)
$3.375M

· 9:1 Return on Investment.  Assuming $3M over 10 years would cost Navy $30M, but conservative cost avoidance is $300M or $270M cost avoided (i.e., $300M - $30M).  Average savings over 10 years is $27M per year.  Return on investment is calculated as $270M ÷ $30M = 9 or 9:1 return on investment.

· Inherently Governmental.  Note:  Workers compensation claims management is inherently governmental work.  Could contractors provide this service?  In FY99, N45 brought in 4 insurance companies to discuss how potential support from the private sector.  Two federal agencies had attempted to bring in insurance company experts and had basically failed (e.g., one had spent $800K to close two cases).  Further, insurance companies spoke of the need to have full access to human resource personnel files as well as full access to key players in the organization (e.g., commanding officers, safety office, supervisors, injured worker physicians, etc.), all of which are very difficult.  Could reservists do this work?  NAVSEA has involved reservists in their process.  NAVSEA efforts are simpler in that their customer base is limited to shipyards.  Further, the work doesn’t lend itself to weekend, part-time work.  CNA concluded that the most efficient process is to streamline workers compensation case management from collateral duty human resource specialists, often not trained in workers compensation case management, to a few, highly trained specialists who can ensure that every case is managed most efficiently to ensure that workers receive every benefit to which they are entitled to speed their recovery to return to work or, at least to protect their health to the maximum extent possible.  SW Region positions are resource sponsored by CNO N46 via PACFLT.

Attachment A.

