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OFFICE OF THE CITY AUDITOR
COLORADO SPRINGS, COLORADO

12-15 Memorial Health System Workers’
Compensation Self-Insurance Fund

September 2012

Purpose

The purpose of this audit is to comply with Section 1.5.602 (l) of the City
Code which requires the City Auditor to conduct an examination at least once
every two years to determine proper underwriting techniques, sound funding
procedures, loss reserves, claims procedures and accounting practices are
being followed in the management and operation of the Workers’
Compensation Claims Reserve Fund, and present a report of findings to the
City Council.

Highlights

We conclude proper underwriting techniques, claims procedures, and
accounting practices were followed in the management and operation of the
Workers’ Compensation Fund. The Workers’ Compensation funding
procedures and claim liability accrual were considered adequate and
complied with Memorial policies and procedures.

Memorial was a self-insured, self-administered employer with regard to
Workers’ Compensation The objective of the Workers’ Compensation Office
is to ensure injured employees receive adequate and appropriate treatment
through an effective claims management process. The Office of Workers’
Compensation was staffed by two claims analysts.

As of December 31, 2011, Memorial had recorded approximately $1.9 million
as a liability for Workers’ Compensation Claims. Memorial does not
maintain a fund balance specifically reserved for outstanding Workers’
Compensation claims. Memorial purchased an excess insurance policy with
a self-insured cap of $750,000. It also secured a surety bond reflective of its

Continued on page 2)

Management Response
Memorial management was in general agreement with the observations
presented. See the detailed responses in the attached report.

Recommendations

1)

2)

3)

Consider reducing wage
continuation payments
from 100% to 85% or
80% to be consistent
with the salary
continuation programs in
place at the City and
other City enterprises.
Memorial could also
consider a change to
align with UCH policy,
which required the
employee use sick or
annual leave for the first
24 hours.

Consider reclassifying the
wage continuation
payment from the
employee’s departmental
salary and wages
expense account to the
Workers’ Compensation
expense account to
ensure all program costs
are appropriately
captured.

Improve segregation of
duties so that one
employee cannot enter,
process and approve
Workers” Compensation
payments.

(Continued on page 2)
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(Highlights continued from page 1) (Recommendations continued from page 1)
loss experience. The surety bond ensured Memorial could meet all 4) Implement changes to improve
its claim obligations in the event of a serious fiscal downturn. accuracy, timeliness, and

effectiveness of accident reports

At the time of our review, an agreement was pending for University .
prepared by Supervisors.

of Colorado Health to potentially operate Memorial Health System
under a long-term lease arrangement to begin October 1, 2012.

The audit was conducted in a manner that meets or exceeds the International Standards for the Professional Practice of
Internal Auditing, a part of the Professional Practices Framework promulgated by the Institute of Internal Auditors, with the
exception of the requirements under standards 1312 and 1321 to obtain an external quality assurance review once every five
years. We do not believe this non-compliance impacted the quality of our audit.

City Council’s Office of the City Auditor
City Hall ¢ 107 North Nevada Avenue ¢ Suite 200 ¢ Mail Code 1542
Colorado Springs CO 80901-1575
Tel 719-385-5991 ¢ Fax 719-385-5699 ¢ Reporting Hotline ¢ 719-385-2387
www.SpringsGov.com/OCA




OFFICE OF THE CITY AUDITOR
PUBLIC REPORT

Date: September 28,2012
To: President Hente, President Pro-Tem Martin, and Members of City Council

Re: 12-15 Memorial Health System Workers’ Compensation Self-Insurance Fund

We conducted an audit of Memorial Health System’s Workers’ Compensation Self-Insurance Fund. Our
audit focused on the period from January 1 to December 31, 2011.

Memorial Health System has been a self-insured, self-administered employer with regard to Workers’
Compensation since August 1994, and is governed by the 2009 Colorado Workers’ Compensation Act
(the Act). The Office of Workers’ Compensation (OWC) was staffed by two claims analysts. As of
December 31, 2011, Memorial had approximately $1.9 million recorded as a liability for Workers’
Compensation claims.

The purpose of the audit was to review the Workers’ Compensation Self-Insurance Funds to determine
that proper underwriting techniques, sound funding procedures, loss reserves, claims procedures, and
accounting practices were being followed in the management and operations of the fund.

Based on the test work performed, we conclude overall proper underwriting techniques and claim
procedures were used. In addition, we conclude sound funding procedures, loss reserves and
accounting practices were being followed. In the course of our review, we noted instances in which
internal controls and operational efficiencies could be strengthened.

As always, feel free to contact me if you have any questions.

Sincerely,

st

Denny Nester, MBA, CPA, CIA, CGFM, CFE, CGAP
City Auditor

Cc: Mike Scialdone, Interim Chief Executive Officer
Jeffrey Johnson, Vice President Human Resources
Tracy Narvet, Controller
John Wyckoff, Compliance Officer
Colleen Azar, Director Employee/Occupational Health & Workers’ Compensation
Will Mercado, Workers” Compensation Administrator

City Council’s Office of the City Auditor
City Hall # 107 North Nevada Avenue ¢ Suite 200 ¢* Mail Code 1542
Colorado Springs CO 80901-1575
Tel 719-385-5991 ¢ Fax 719-385-5699 ¢ Reporting Hotline ¢ 719-385-2387
www.SpringsGov.com/OCA
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Office of the City Auditor
Memorial Health System
Workers’ Compensation Fund

REPORT DETAILS

PURPOSE AND SCOPE

We performed an audit of the Memorial Health System Workers’ Compensation Self-Insurance Fund.
The purpose of the audit was to evaluate the adequacy of existing underwriting techniques, funding
procedures, loss reserves, claims procedures and accounting practices in place in the management and
operations of the Workers’ Compensation Fund. We evaluated whether these processes were
functioning as intended and the organization’s objectives, and goals were met.

The scope of the audit included review of the processes used in claims handling procedures,
determining that adequate control environment and internal controls were practiced, and verification
that adequate loss reserves existed. Our audit focused on the period from January 1 to December 31,
2011.

Our methodology included an examination of the Workers’ Compensation department’s records and
activities. To accomplish our audit objectives, we reviewed departmental policies and procedures as
well as obtained an understanding of the internal control structure for claims management. We
interviewed management and staff.

We performed a risk assessment to determine which areas to test. Areas of potential risk, and thus
further testing, were in claims processing, payment processing, and determining if actions to address
prior audit findings for internal control deficiencies had been implemented. We also reviewed to ensure
employee injury rates were reasonable compared to other entities and inquired whether the safety
department acted upon accidents to prevent future incidents.

BACKGROUND

Memorial Health System (Memorial) is a self-insured, self-administered employer with regard to
Workers’ Compensation since 1994 and is governed by the 2009 Colorado Workers’ Compensation Act
(the Act). The objective of the Workers” Compensation Office is to ensure injured employees receive
adequate and appropriate treatment through an effective claims management process. This may
include medical treatment as well as rehabilitation. The Office of Workers’ Compensation (OWC) was
staffed by two claims analysts. As of December 31, 2011, Memorial had approximately $1.9 million
recorded as a liability for Workers’ Compensation claims.

The Workers’ Compensation Office administered all aspects of the claims process, to include initiating
loss or injury reports, investigating claims, updating vendors, and authorizing and processing payments.
Work is performed in collaboration with the Finance, Human Resources, and Safety Departments, and
with legal support from a local law firm.
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Selected Memorial claims were tested by the Colorado Division of Workers’ Compensation (DOWC) for
compliance with the Act and rules on the various compliance categories. Review of the DOWC report
indicated the DOWC noted untimely payments of benefits and medical billings were made in some cases
based on their methodology of calculating timeliness. Memorial was fined in 2011 by the DOWC in the
amount of $11,170. Memorial has made process changes and developed worksheets to avoid similar
fines in the future and ensure timely benefit payments.

Workers’ Compensation adjusters were responsible for investigating employee injury claims and
authorizing the payment for medical care and payment of wages while injured employees were unable
to perform assigned duties. Claims have decreased in the last three years, from 326 claims in 2009 to
237 claims in 2011. Approximately 92% of the 2011 claims involved medical costs only while 8% were
medical claims with payments related to lost income (indemnity) claims.

Memorial did not maintain a fund balance to cover outstanding claims. A liability was recorded for
unpaid Workers’ Compensation medical claims, wages, and an estimate of claims incurred but not
reported. This accrued liability was based on actuarial analysis performed by an independent firm.

Memorial purchased an excess insurance policy with a self-insured cap of $750,000. It also secured a
surety bond reflective of its loss experience. The surety bond ensured Memorial could meet all its claim
obligations in the event of a serious fiscal downturn.

At the time of our review, an agreement was pending for the University of Colorado Health to
potentially operate Memorial Health System under a long-term lease arrangement to begin October 1,
2012.

COMMENDABLE PRACTICES

The number of claims and cost of the claims (from $1.8 million in 2007, to less than $1 million in 2011),
have been slowly trending downward. Per the experience rating modifier calculated by the National
Council on Compensation Insurance (NCCl), Memorial was below average in costs to comparable
employers.

CONCLUSION

Based on the audit procedures performed, we conclude proper underwriting techniques, claims
procedures, use of settlement authority and accounting practices were followed in the management
and operation of the Workers’ Compensation Fund.

In the course of our review, we noted instances in which internal controls and operational efficiencies
could be strengthened. Our observations, recommendations and Memorial’s responses are presented
on the following pages.
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OBSERVATIONS, RECOMMENDATIONS AND RESPONSES

OBSERVATION 1 — MEMORIAL’S SALARY CONTINUATION PROGRAM WAS NOT CONSISTENT
WITH THE CITY OR OTHER CITY ENTERPRISES

Workers’ Compensation law required the employee receive 66 %% of normal pay while on injury leave
after the first three working days or twenty four hours after the injury. Memorial elected to continue

paying the employee 100% of salary while on injury leave up to 90 days including the first twenty four

hours while injured. This practice has been in place since 2001. By law the employee is entitled to use

sick or vacation leave for the first twenty four hours Workers’ Compensation does not cover.

By contrast, the City provided salary continuation at 85% for 960 hours for non-sworn personnel, and
85% for sworn for 1220 hours. Colorado Springs Utilities provided salary continuation at 80% for 960
hours. Memorial’s percentage of salary continuation was higher, but the length of time an employee
could receive salary continuation benefits was shorter. University of Colorado Health, (UCH), which may
operate Memorial under a long-term lease if approved by voters, offered a wage continuation program
that was different than the existing plan at Memorial.

In 2011, this additional % of salary amount for Memorial was approximately $84,000. If the benefit was
reduced to 85%, the savings would have been $37,800 and at 80% the savings would be

$50,400. Savings would be less if Memorial increased the days from 90 to 120 days as comparable to the
City and Colorado Springs Utilities.

AUDITOR’S RECOMMENDATION

Consideration should be given to either eliminating the additional benefit not required by law
or providing the salary continuation benefit more comparable with the City of Colorado Springs (85%),
Colorado Springs Utilities (80%) or University of Colorado Health.

MEMORIAL HEALTH SYSTEM RESPONSE

We agree. The executive team has deferred action on wage/salary continuation until after the voters
approve or reject the lease agreement with University of Colorado Health. UCH will require uniformity
in all its personnel policies, including administration of workers’ compensation benefits. If the voters
reject the lease, the issue will be revisited. Implementation date: Undetermined.
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OBSERVATION 2 — MEMORIAL DID NOT INCLUDE ALL SALARY CONTINUATION COSTS WHEN
REPORTING WORKERS” COMPENSATION PROGRAM EXPENSE

Memorial charged all wage continuation payments to the employee’s department salaries and wages
account. When a claim extended beyond the salary continuation period, the indemnity payments began
to be charged to the Workers’ Compensation budget. As a result, the Workers” Compensation expense
account did not reflect all the salaries and wages associated with the program and the program cost was
not readily available to management.

AUDITOR’S RECOMMENDATION

We recommend Memorial develop a report to inform Workers’ Compensation Administration and
management of the cost of wage continuation payments made by the employee’s department. This
report will allow Workers’” Compensation Administration to ensure all program costs are appropriately
captured and reported to management.

MEMORIAL HEALTH SYSTEM RESPONSE

We agree. We have revised our Annual Program Costs report to include salary/wage continuation and
will continue to do so if this provision is retained. Implementation date: Completed.
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OBSERVATION 3 — A USER WAS ABLE TO ENTER TRANSACTIONS AND APPROVE PAYMENTS

Best practices and controls over activities include proper segregation of duties so that employees do not
both enter and approve transactions. When segregation of duties is not possible due to small staff size,
compensating controls to review for validity and accuracy are necessary.

We noted that the Director over the Workers’ Compensation program, who was responsible for
approving payments, also had the ability to enter, change, and delete transactions in the claims
processing system. As a single person could create, process, and approve a claim, this created a
segregation of duties weakness.

AUDITOR’S RECOMMENDATION

We recommend the Director of Workers’ Compensation, Occupational Health and Employee Health not
have full editing rights but read-only rights to the claims processing software.

MEMORIAL HEALTH SYSTEM RESPONSE

We agree. The director’s access has been changed to read only. Implementation date: Completed.
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OBSERVATION 4 — SOME SUPERVISOR’S REPORT OF INJURY FORMS WERE NOT COMPLETED
ACCURATELY AND TIMELY

When an employee was injured, supervisors were required to enter a report on-line that documented
the incident and indicated if safety rules were followed. We reviewed seven Workers’ Compensation
case files, which included the form—Supervisor’s Report of Injury. We observed that in five cases,
reports had not been filled out completely and may not have been useful in the accident investigation or
to identify corrective actions needed. It appears that employees responsible for investigating incidents
were performing their own separate reviews rather than utilizing the supervisor’s report. In some cases,
the supervisor’s report was not complete when the investigation was performed.

While we believe accidents were being investigated appropriately by Safety personnel based on our
limited review of this area, we noted in some cases supervisors did not appear to be documenting
incidents or developing corrective action plans.

At the time of our review, Memorial Employee/Occupational Health and Workers’ Compensation had
developed a Corrective Action Plan attachment to the Supervisor’s Report of Injury. The objective of
this report was to encourage supervisors to take the necessary steps to correct any safety issues.

AUDITOR’S RECOMMENDATION

We recommend Memorial require all fields on the Supervisors’ Report of Injury to be completed before
electronic submission can be accepted. Memorial should consider whether steps could be taken to
increase timeliness of supervisor reports. In addition, we recommend performance measures for
supervisors should include timely, accurate completion of accident reports and corrective action plans,
as well as completion of any action plans submitted.

MEMORIAL HEALTH SYSTEM RESPONSE

We agree. The form for supervisor accident reports now requires a response within three weeks and
must include a comprehensive hazard abatement plan for review and approval by the Director of
Workers’ Compensation. Additionally, all fields must be completed before the report is submitted. If
there is no response within three weeks, the report is sent to the Chief Nursing Officer or appropriate VP
to increase safety awareness and ensure accountability. Implementation date: Completed.



CiTYy CouNciL’s OFFICE OF THE CiITY AUDITOR

COLORADO SPRINGS, COLORADO

About our Office

The mission of the Office of the City Auditor is to provide City Council with an independent,
objective and comprehensive auditing program for operations of the City. Our auditing
program includes:

e Evaluating the adequacy of financial controls, records and operations
e Evaluating the effectiveness and efficiency of organizational operations

¢ Providing Council, management and employees objective analysis, appraisals, and
recommendations for improving systems and activities

The Office of the City Auditor is responsible for auditing the systems used by the City of
Colorado Springs and its enterprises, including Colorado Springs Utilities and Memorial Health
System. We perform a variety of audits for these entities, including financial audits,
performance audits, contract audits, construction audits, and information system audits. We
also perform follow-up on a periodic basis to monitor and ensure management actions have
been effectively implemented.

Authorization and Organizational Placement

Our audits are conducted under the authority of Chapter 1, Article 2, Part 7 of the Colorado
Springs City Code, and more specifically parts 703, 705 and 706 of the Code. The Office of the
City Auditor is structured in a manner to provide organizational independence from the
entities it audits. This independence is accomplished by the City Auditor being appointed by
and reporting directly to the City Council.

Audit Standards

The audit was conducted in a manner that meets or exceeds the International Standards for
the Professional Practice of Internal Auditing, a part of the Professional Practices Framework
promulgated by the Institute of Internal Auditors, with the exception of the requirements
under standards 1312 and 1321 to obtain an external quality assurance review once every five
years. We do not believe this non-compliance impacted the quality of our audit.

The audit will include interviews with appropriate personnel and such tests of records and
other supporting documentation as deemed necessary in the circumstances. We will review
the internal control structure and compliance tests . Sufficient competent evidential matter
was gathered to support our conclusions.

City Hall ¢ 107 North Nevada Avenue ¢ Suite 200 ¢ Mail Code 1542
Colorado Springs CO 80901-1575
Tel 719-385-5991 ¢ Fax 719-385-5699 ¢ Reporting Hotline ¢ 719-385-2387
www.SpringsGov.com/OCA
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