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- Effective Independent
Claim Audiits

it’s All About
\ L
Keeping Score!

- By Robert Bennett

- very year claim adjusters are trusted with man-
Eaging hundreds of thousands of dollars for the

) clients they serve. Moreover, their decisions

can influence the recovery and outcomes of man
A QOOd way to look at the value injured claimants basedryon the knowledge anzll
resources that they introduce and utilize throughout
Of an aUdit iS 1O thlﬁK iﬁ terms Of the adjusting process. Given the dollars at stake and
the people whose lives are on the line, many organiza-
a footbhall game. There is no tions are turning to independent claim audits as a

means of measuring the effectiveness of claims adjust-
ing performance

excitement in playing the game

When it comes to conducting effective claim audits,

unless the score is Kep‘t There there are two central ideas to keep in mind. First, audits
should be conducted annually. Second, auditors should
i be hired at the beginning of a program and not during a
s alsono SMEA to feel gOOd crisis. Timing is everything.
abOUt Wlnnlng the game UnleSS Often, audits are used in a reactive manner because of
a looming problem with reserves. An independent
e\/erybOdy playS by the l’uleS, audit is used to verify the accuracy of reserves, usually
because there is a belief that they are too high. Using
Just as a football game reC]UireS audits only in a crisis is a negative experience for the
adjusting staff as it amplifies any underlying distrust
: : between risk management and the claim adjusters. It
an unbiased umpire and score- i difficul to get desired results in this kind environ-
ment because open communication and shared goals
keeper, risk Management needs are required to attain better results.
an unbiased auditor to Keep The stigma of an audit can be removed by having an

audit conducted on an annual basis. Much like an annu-
al financial audit, conducting a claim audit becomes a

score and iﬂtel’pl’et the rules. necessary part of doing business.



An effective claim audit measures the
effectiveness of a program not only from
a compliance standpoint, but it can also
determine whether ancillary vendor
services are cost effective and if return to
work programs are reducing costs.

A good way to look at the value of an
audit is to think in terms of a football
game. There is no excitement in playing
the game unless the score is kept. There
is also no way to feel good about winning
the game unless everybody plays by the
rules. Just as a football game requires an
unbiased umpire and scorekeeper, risk
management needs an unbiased auditor
to keep score and interpret the rules.

Continuing with this analogy, how would
a football coach go about having a win-
ning season? It is doubtful that a strate-
gy of throwing a “Hail Mary” pass dur-
ing every game would be effective. The
coach might win a game that way but is
not likely to have a winning season.
Using an auditor during an actuarial cri-
sis is the same thing as using a “Hail
Mary” pass to win the game.

Football games are won by coaches who
know how to motivate talented players to
play by the rules and control the line of
scrimmage. Moving the ball three of four
yards every play is a more effective strat-
egy than having a vast reserve of trick
plays. Games are won by teams that can

score the most points and then run out
the clock.

In claim administration, time also has to
be controlled. Think of past workers’
compensation claims that started off as
minor injuries and are now reserved at
hundreds of thousands of dollars. It is
possible to describe the path to the cur-
rent claim status as a trail of missed
opportunities.

In claim review meetings, a manager
might have a tendency to believe that the
injured workers behind many large
claims as under handed and that the
adjusters are inept. And, they may be.
But, like the football coach described
earlier, the risk manager must look at the
process as a competitive game that can be

won or lost. In football, blaming players
and the opposing team for the loss is a
sure way for a coach to lose his job.

The way to win in claim administration
is to motivate talented adjusters, play
by the rules, and control the time line.
In football, time is the ultimate meas-
urement. It is used to call plays, divide
the game into quarters, and end the
contest. In claim administration, time
is used to measure standards of per-
formance. Some of the more noted
areas include:

1. Contact

2. Reserves

3. Diary

4. Payments

5. Reporting
6. Subrogation
7. Closing

There are various compliance rules for
each of these criteria. For example, com-
pliance definition used by most adjusting
firms for contact might read as follows:

Contact-"Two point contact between the
employer and the employee is required
on each medical only claim and three
point contact with the employer, the
employee and the physician is required
on each loss time claim within 24 hours
of the claim being reported to the adjust-
ing company.

The first question to be addressed is
whether contact and the timeliness of
contact are worthwhile. A study com-
pleted by The Hartford Insurance
Company addressed this issue as it
attempted to quantify claim reporting lag
time or the time elapsed from the date of
injury to the date of report. The
Hartford study showed that claims with
lag times of 1-6 days were 18% less
expensive than claims with lag times of 7-
14 days, 30% less expensive than claims
with lag times of 15-28 days and 45%
less expensive than those claims reported
more than 28 days.!

To fully understand the impact that time-
ly reporting can have on a claim pro-
gram, a risk manager can run a lag time

report that is tied to total incurred losses.
It is then possible to determine if there is
a link between delays in reporting claims
and total incurred losses. Many risk
managers find this to be an immediate
opportunity for improvement and a fast
way to generate program savings.

The results from running a lag time
report are often enough to refocus a risk
manager’s attention on timely reporting
of claims. The adjusting company’s def-
inition only covers the lag time from the
day the adjuster received notification of
the claim to the time the adjuster made
the required contact. Although that is
important, risk managers should be more
interested in the total lag time from date
of injury to date of contact. This
requires cooperation from both an orga-
nization’s employees as well as its adjust-
ing company. By changing the definition
of contact, the number of players who
are responsible for achieving the 24-hour
reporting standard increased noticeably
and the importance of these parties
working as a team became apparent.

Continuing with the sporting analogy,
measuring performance and posting the
score is essential to competitive play.
Likewise, there are certain measures of
performance that must be tracked and
maintained to achieve rewarding claim
results. Some key points of measure-
ment include:

Date of injury

Report of injury to supervisor

Report of injury to adjusting company
Date of contact by adjuster

Once risk managers have built reports
that measure the lag time between each
of these points they will know how much
time is being spent in contacting injured
workers. But just as important as timeli-
ness is effectiveness of each contact.

There are two parts to effectiveness.
The first is record keeping and the sec-
ond is defining quality of contact. There
are several people involved in recording
the measuring points both at the
employer’s organization and at the
adjusting company. Date of contact by



the adjuster is usually the weakest link
because it may not be a practice of the
adjusting company to record the date of
contact in a data field that can be pulled
into a lag report. If that date is not
retrievable, except by reading the
adjuster’s notes, an essential record keep-
ing function is lost.

If the record keeping function is solved,
the next area to master is effectiveness.
What does it mean to make contact? If
the strategy for contact is left up to the
adjuster’s expertise that might be any-
thing from a recorded statement to
sending a calling card in the mail with a
fill in the blank form for the injured
worker. Both of these methods might
be recorded as contact but there is a
significant difference in the results.
Through an annual audit process, the
risk manager’s expectations can be bet-
ter aligned with the capabilities of the
adjusting staft.

Diary is how the risk manager and the
adjuster make better use of time. A def-
inition of diary is:

Diary- Initial diary required within 14
days of assignment. All indemnity
claims must be followed on a 30-day
diary after the initial 14-day diary.
Supervisor’s diary should be set based
on (1) the experience and expertise of
the examiner, (2) the amount of the
total incurred value, (3) excess report-
ing requirements, and (4) peculiarities
of the particular claim.

The three elements of measuring diary
are completion, span and effectiveness.
Of these, completion is generally the
easiest to measure because the claim
system records diary due dates and
diary completion dates. Reports can be
generated to measure the degree of
compliance.

Slightly more difficult, but attainable, is
the span. The question being asked is
whether the diary due date is set prop-
erly based on the complexity of the file.
A diary completion report is misleading
if adjusters can set diaries that meet
their schedules rather than the needs of
the file. There are several strategies for

determining the complexity of a file
without having to read every file. One
is receipt of loss time benefits. If the
injured worker is receiving loss time
benefits then the maximum diary span
that the adjuster can set would be 30
days. To calculate whether claims have
the proper span, risk managers need the
expertise of an auditor to define what is
measurable from the data being cap-
tured. Then a determination can be
made to see if a report can be pro-
grammed to look for proper spans or
whether a separate database is needed
to measure compliance. Other stan-
dards of performance for span include
litigation, subrogation, open/settled
claims, and reporting.

The last item to be discussed is effec-
tiveness. Effectiveness can be partially
measured by measuring closing ratios
from year to year and by measuring
closing ratios and pending caseloads by
adjuster.  If intake for an adjuster
remains constant, diary management is
within specifications, and yet caseloads
are rising, then it is logical to assume
that the quality of the contacts the
adjuster is making may be deficient. If
everything is relatively constant, there
can only be a couple of reasons for
pending caseloads to be increasing. A
physical review of the files is required
to check this theory.

Each category can be similarly analyzed
to develop strategies that are meaning-
ful, attainable and measurable. At a
football game, the fans’ reaction to a
losing season is to pay more money for
better players and fire the coaching
staff. Before risk managers throw
money at performance guarantees and
fire administrators on a regular basis,
think like a coach rather than a fan.
The playbook would dictate to hire an
auditor to define the reality of the exist-
ing program, design strategies to get
better results, and keep score through
system generated reports and annual
independent audits.

Defining what is winning, building win-
ning strategies, and keeping score with
unbiased measurements builds team-

work. Teamwork controls the timeline
and the bottom line. An effective, inde-
pendent claims audit is designed to do
just that.
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