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. INTRODUCTION AND ASSIGNMENT OBJECTIVES

Grant Thornton LLP {(“Grant Thomton®, “us”, “we”, “our”, or “team”} was retained by the City of Chicago
{(“City™) Corporation Counsel ("Counsel") to assist Counsel by conducting a review and audit' of the
Workers' Compensation Program (“Program®) for the City covering calendar years 2017 and 2018.

Grant Thomion's procedures were performed at the direction of Counssl. Counsel engaged us to
assist the City with a review of the Program to identify potential patterns or instances of fraud, waste,
and abuse (“FWA”") within the Program. Our assignment and procedures included:

1) The analysis of workers’ compensation benefits administered in 2017 and 2018 to assist the
City in determining whether the Program:
a. provided workers’ compensaticn benefits in compliance with governing statutes,
rules, and policies;
b. workers’ compensation costs are in line with comparable peer jurisdictions; and
¢. provided workers’ compsensation benefits indicative of FWA by employas claimants,
medical providers, and law firms.
2) Anassessment of the Program's operations and processes, including any fraud prevention
and detection processes and protocals.

The procedurss we executed fall within four broad workstreams: fraud risk assessment, analytics (data
analytics), testing (claims testing), and research {peer jurisdictional analysis}.

The scope of our assignment determined by Counsel as set forth above, did not include investigative
procedures designed to determine the root causes or a quantum of potential FWA. We did not conduct
interrogative interviews seeking admission of guilt of perpetrating potential FWA against the Program,
Grant Thornton also did not conduct electronic discovery {(e.g., computer forensic imaging of Program
employes work computers, obtaining forensically sound email populations of Program personnel and
conducting a targeted search for information) or attempt ta quantify the potential financial impact to the
City's financial statemants or the Program of any of our adverse findings and observations as a result
of the proceduras we performed.

! The use of the word “review” or “audit” in the scope of servicaes of this assignment was not undertaken or performed
as any form of assurance or attestation as defined by the American Institute of Certified Public Accountants {("AICPA").
Grant Thornten as a firm is neither providing an opinion on any financial statements or other information nor providing
an attestation or other form of assurance with respect to our work. Furiher, Grant Tharntan did not apply procedures to
detsrmine the Program's financial reporting was in sompliance with any specified requirements from the AICPA,
generally accapted accounting principles (“GAAPT), or other pronouncements, regulations, or guidelines on accounting.
The paramesters of this assignment were determined at the direction of Counsel through a scoping process that identified
objectives and the means to measure whether the objectives were met.
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II. LIMITATIONS AND DISCLAIMERS

a. Standards of Performance

Our scope of work is as set out in cur engagement letter or otherwise agresd to, which is quoted in this
report. Cur analysis of the affairs of the Program does not constitute an audit, review, or compilation in
accordance with auditing and attestation standards and, consequently, we do not express an opinion
on the figures included in the report. Because our services are imited in nature and scope, they
cannat be relied upon to discover all documents and other information or provide all analyses that may
be of importance in this matter. Accordingly, we make no representations regarding the sufficiency of
our proceduras for your purposes. Our services were provided in accordance with the Statement on
Standards for Consulting Services promulgated by the American Institute of Certified Public
Accountants and, accordingly, neither constitute a rendering by Grant Thornion LLP or its parthers or
staff of any legal advice, nor do they include the compilation, review, or audit of financial statements,
as defined by the AICPA. Grant Thornton’s project planning was conducted at the direction of Counsel
and execution of our work was performed with objectivity and integrity, however, our work was not
intended to be performed in accordance with the AICPA's generally accepted audit standards ("GAAS")
2, UUnless specifically stated herein, we did not validate the accuracy ar completeness of any data or
information provided to perform our procedures. The scope of the assignment has been limited to
analyses of documents and data, aleng with information provided in interviews that have all been
provided by the City, City employees, or City contractors. As such, we cannot be relied upon to
discover all documents and ether information or provide all analyses that may be of importance to the
operations and administration of the Program. Although Counssl asked us to identify indications of
FWA of which we become aware, our responsibility for the assignment was not spacifically to conduct
an investigation into possible fraudulent activity perpetrated within or against the Program. We neither
conclude on the existence of poassible fraudulent activity nor do we attempt to define what the whole
population of possible FWA occurrences could be,

2 GAAS g intended to serve as the authoritative guidance in an assurance engagement, in which “the cbjective of the
ordinary audit of financial statements hy the independent auditor is the expression of an opinion on the fairmess with
which they prasent, in all material respects, financial position, results of cperations, and its cash flows in confarmity
with genarally accepted accounting principles” (Al 110 “Responsibifiies and Funclions of the Independent Auditor”).
This assigrimant is a consulting engagemant as defined by our professional guidance. The Siatement on Slandards
for Consufting Services (C8 Section 100) applies, in particular paragraph .06 which requires as “Standards for
Consulting Services" the following: a) professional competence, b) due professional care, ¢ appropriate and
adequate plarning and supervision, and d} an obligation to seek out sufficient relevant data, Further, £5 100,
paragraph .02 defines the following: “The nature and scope of work is determined solely by the agresment between
the practiticner and client." Further, paragraph .05 sub b) defines "advisory services, in which tha practitioner’s
function is to develop findings, conclusions, and recommendations for client consideration and decision making". This
was the guidance Grant Thornton relied upon in conducting the work regardless of the naming convention {i.e.,
“audit") used by the City in its request for proposal to conduct this engagement.

o
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b. Limitations on Distribution

This report containg sensitive and confidential information proprietary to the City. It is restricted for the use
and distribution to the parties of our sngagement letter, and should not he disclosed to unauthorized third
parties. We have not and shall not be deemed to assume any duties or obligations to any third party. This
report is privileged and confidential and intended for the sole use by Counsel for whom it was prepared and
to whom it was addressed. Itis limited to the specific scope and activities agreed to with Counsel. This
report may not be copied, reproduced, disseminated, distributed, or otherwise made available to any third
party, in whole or in part, without the express prior written consent of Grant Thornton LLP. Grant Thornton
LLPs consent may be withheld for any reason. In preparing this repert, Grant Thornton LLP used
professional care and diligence and relied upon the information provided by the City and other sources for
our analysis. No representation or warranty, express or implied, is made by Grant Thornton LLP as to the
accuracy or completeness of the infarmation relied upon and included in this repont. If the City wishes to
disclose or disseminate in any manner any portion of any deliverable, other than the public report that
Grant Thornton will assist the City with preparing, to a third party, the City agrees to first (i} provide Grant
Thornton LLP with a draft of the proposed disclosure, (i) obtain Grant Thornton's advance written approval,
and {iii} if requested, obtain from the third party and provide to Grant Thomten a non-disclosure agreement
and/or release in a form satisfactory to Grant Thornton in its sole discretion. Grant Thornton LLP
acknowledges and accepts that all information and records supplied to and created for the City are public
records and subject to public disclosure, and in the normal course of its duties, the City may also use this
information to prepare related documents that are released to the public. Notwithstanding the City's
permission to use the information provided, any work product, deliverables, or documents delivered by
Grant Thornton LLP shall be released only as redacted in accordance with law or with the pricr written
permission of Grant Thornton LLP. This report is not to be used for any other purpose, and we specifically
disclaim any responsibility for losses or damages incurred through the use of this report for a purpose other
than as described in our engagement letter.
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. EXECUTIVE SUMMARY

Based upon the procedures we performed and information made available to us as of the date of this
raport, the City's Workers’ Program is in need of substantial improvement to operate more effectively as
well as pravent and detact potential fraud, waste, and abuse {"FWA™. While we were not tasked with nor
did we investigate potential instances of fraud, we did identify significant cantrol deficiencies and
weaknesses that would create an environment where FWA could be present,

Of the workers' compensation claims we tested, the majority were not in compliance with governing
statutes, rules, or the Program's internal claim administration guidelines in varying degrees of

severity. Conbributing factors to these results included the Program not maintaining its operations based on
commonly accepted workers’ compensation industry best practices and an inadequately trained

workforce. In addition, the Program likely did not consistently provide workers’ compensation benefits in
carnpliance with governing statutes, rules, or the Program's internal claim administration guidelines.

We atterpted io cbtain comparable claims data from 12 peer agencies and jurisdictions, including major
metropelitan areas. The data we did receive from seven different sources is not specifically comparable to
that of the City’s Program for a variety of reasons detailed in the report. Any attempt to determing whether
the City's workers’ compensation costs are or are not in ling with those comparable peer jurisdictions would
require additional data that was not available to us to analyze. Some jurisdictions provided limited data ana
othars were non-responsive.

In all, wa interviewed or interfaced with nearly 50 individuals including 28 current or former employess of
the Program, City executives and other departmental perscnnel, third parties providing claims
administration services t the Program, and outside counsel to which the Program referred some workers'
compensation claims. Without exception, those individuals we interviewed or interfaced with ware
cooperative.

The City should evaluate whether it should invast the resources to substantially improve the Program to
enhance its control environment and its operations, or whether the City should invest the resources to
outsource the Program’s administration of workers’ compensation benefits to a third party that specializes
in the administration of workers’ compensation benefits. Either course of action will likely result in cost
savings to the City over time, but in conjunction with its evaluation of the best course of action to take the
City should estimate the likely cost savings and whether that cost savings can be achieved within a
timeframe aceseptabls to the City.
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I¥. BACKGROUND, DEFINITIONS, AND KEY SOURCES OF INFORMATION

a. Background

As of April 1, 2019%, the Program will be administered by the Department of Finance (*DOF”), which is a
function of the Executive Branch of the City government. Prior to April 1, 2019, the Pragram was
administerad by the Committee on Finance (“COF") of the City Council, which is a part of the
Legislative Branch of the City government.

The Program administers workers' compensation benefits for four City employes groups — Civilian,
Folice and Fire, Aviation, and Federally Funded Civilian? — as follows:

e Aviation and Federally Funded Civilian personnel have all aspects of workers’ compensation claims
(hereinafter referred to as “workers’ compensation claims” or “claims”) administered by a third-party
administrator, Cannon Cochran Management Services, Inc. (“CCMSI™) (https://www.ccmsi.com/};

e Police and Fire® personnel have managed medical and medical claims administered through the
Program. Indemnity and life reserves claims® are administered by the individual depariments, the
Police Department and the Fire Dapartment, respectively; and,

o Civitian personnel have all aspects of workers’ compensation administered by the Program.

The Program smployees have functioned under the following organizational structure: a Director of
Waorkers' Compensation, Assistant Director, Civilian Workers' Compensation Manager, Claims Counsel,
claims adjusters {segregated by claim type), Investigators, and administrative support. Also, Coventry
Healthcare Workers' Compensation, In¢. {“Coventry”™) reviewed and adjusted medical bills for Civilian and
Police and Fire workers’ compensation ¢laims.

The City's Department of Law (“DOL"} Tors Division is responsible for handling workers’ compensation
ctaims that involve arbitration or litigation proceedings as part of the claim adjudication process. Certain
claims are referred to one of several external law firms to assist with the claim adjudication process
inciuding subrogation {e.g., Hennessy & Roach, P.C., Coghlan Law LLC, and others).

The Program has operated for many years with litile to no monitoring and oversight by any other City
departments who may have otherwise had the jurisdiction to do so. Some of these departments have
requested access to the Program's records for review, including the City of Chicago Office of Inspactor
General (“OIG"}, but it is our understanding the Program or the COF may not have always produced a
complete set of responsive information, may have denied the request, or not fulfiled the request. For
example, one such request was fulfilled with the caveat that information would be limited to information
permissible under the lllinois Freedom of Information Act and the Health Insurance Portability and
Accountability Act of 1996.

% Unless otherwise noted, all Grant Thornton findings and observations within this report are based on the Program's
operations from January 1, 2017 through karch 31, 2018,
4 Federally Funded Civilian describes those employses whose salaries are paid through federal funding sources.
5 Palice and Fire a8 a term used in this report is inclusive of sworn police officers and firefighters as well as the civilian
emplayees who work within the Palice and Fire Departments, respectively.
& Claim types ars classified as follows: a} indemnity, b} managed medical, ¢} life reserves, and, d} medical only.

=4
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b. Definitions

Average Weekly Wage (*AWW") — calculated based on the claimant's weekly wage in the 52 weeks pricr to
tha date of the injury, per the llincis Worker's Compensation Act (“Act™. The Act addresses several factars
impacting the calculation such as; disgualifying bonuses and overtime for purposes of the calculation,
employees who have been employed by the employer for less than 52 weeks, smployees who have lost 5
or more working days during the 52 week period, and smployment by anather smployer which the liable
employer had knowledge of prior to the injury. Per the Act, indemnity benefits for TTD {see definition
befow} are calculated as 66 2/3 percent of AWW. Permanent Partial Disability entitles the claimant to 60
percent of AWW,

CCMSI — CCM3I manages all claims submitted by employees whose positions are Federally Fundad
Civilian and those who are employed by the Department of Aviation. CCMSI| uses a combination of
Program-issued Client Service Instructions and its intemal Corporate Claims Best Practices to manage
claims.

Coventry ~ Using its own medical bill review system called Coventry Connect, Coventry adjusts bills
according to illinois Worker's Compensation Commission Medical Fee Schedule (“fee schedule™.
Coventry also provides Nurse Case Management, Utilization Review (*UR"), and Independent Medical
Exam {"IME") services to the Program.

Indemnity claims ~ Claims for medical expenses and Total Temperary Disability (“TTD" or “Total Disability”
or “TD") benefits that are due to the claimant {(employee) while they miss work because of the subject injury
(ies).

Insurance Services Office (“ISO”) ClaimsSearch - 1SQ ClaimSearch is a third-party service offering that
provides statistical and actuarial information along with various advisory services. (S0 is widely used in the
insurance industry to obtain data about past losses, predict future losses, and satisfy other regulatory
requirements such U.S. Department of Treasury - Office of Foreign Assets Control searches.

IVOS - The claims management system of record for the City of Chicaga’s Workers' Compensation
Program.

Life Reserves claims — Claims for lifetime medical expenses due to catastrophic injury. The ¢laimant will
most likely be unable to seek any other employment because of the extent of the subject injury {ies).

Managed Medical claims — Claims for complex medical care that require a higher level of care ovearsight,
coordination, and resources.

Maximum Medical Improvement (“MMI") - MIMI is a treatment plateau in each claimant's healing process.
It can mean that the claimant has fully recovered from the injury or that the claimant's medical condition
has stabilized to the point that no major medical or emotional change can be expected in the claimant's
condition. The claimant has, or is, receiving Temporary Total Disability benefits related te the claim.

Medical Only claims — Claims for only medical expenses that are generally related to simple injuries
requiring simple medical care and no time off work, meaning ne TTD benefit liability.
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Pending claims — Claims that have been recsived by the Program but whereby final categaorization and
disposition are still under review by the Program.

Record Only claims — Claims that are filed with the Program, but do not result in medical expanse or TTD
liabilities. |t is in the best interest of employers to adequately manage Record Only claims in the event the
claimant decides to seek medical treatment after the fact, or the injury contributes to complications in the
future. Record Only claims should not have any associated benefit payments.

Subrogation — This is a term describing & legal right to pursue a third party that caused a loss {e.9., &
workers' compensation claim expense) incurred by the City, which then makes its own claim against others
who may have caused the loss, insured the loss, or contributed to the loss. This is done in order to recover
the amount of the claim paid by the City for the loss it incurred.

Temporary Total Disability (“TTD") and Temporary Disability (“TD") — Benetit put forth by the Act designed

to termporarily compensate the injured worker during the duration of his or her disability.
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¢. Key Sources of Information

To understand the organizational structure, processes, and history of tha City’s Program, Grart
Thornton requested, gathered, and analyzed several sources of information. While this ia not an
axhaustive list of information obtained and reviewed, the items below represent key sources of
information we relied upon during the course of the engagement:

1. An organization chart for the Program as of February 1, 2019, provided by the DOF:
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2 |ndividuals interviewed by Grant Thornton {unless otherwise noted, all individuals listed are from the
Program):

Director of Workers' Compensation

Assistant Director

former Assistant Director

two Claims Counsel

Administrative Manager

Civilian Workers’ Compensation Manager

Chief Investigator

eleven Civilian Adjusters {overseeing indemnity, medical, managed medical, and life reserves

claims)

three Police and Fire Adjusters
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two Clerical Staff
ane Information Technology (1T employes {System Administratar)
three DOL Torts Division lawyers
. Inspector General, OIG
Deputy Inspector General for Audit, Q1G
Deputy Inspector General for Investigations, OIG
General Counsel for OIG
Deputy General Counsel for OIG

NDS claims data for Civilian and Police and Fire for 2017 and 2018

CCMBSI claims data for Federally-Funded Civilian and Aviation for 2017 and 2018

Coventry medical data for Civilian and Police and Fire for 2017 and 2018

Program empioyees' payroll data for 2017 and 2018

Current Program employees’ resumes

The DOL's historical list of workers’ compensation claims requiring litigation support

Hennessy & Roach, P.C. list of workers' compensation claims referred to the firm

0. COF’s list of claims referred externally for legal services

1, The OIG's list of workers’ compensation claim complaints received and those resultant claim

complaints the OIG referred to the Program for its review

12, A sample of an OIG investigative report regarding a workers’ compensation claimant

13. Copy of an unsigned agreement between the COF and Coventry from 2008

14. Correspondence from the COF and Jenner & Block LLP regarding the O!G’s requests for
documentation from the Pragram

15. Program employse list given to the QIG by the Department of Human Resources

18. Background documents provided by the O1G:

17. Collective bargaining agreements (“CBA™} for the Pglice and Fire departments

18. CCMSI policies and procedures for Federally Funded Civilian ¢laims management and Aviation
claims management

18. Claims Management Guide utilized by the Program

20. Peer jurisdiction workers’ compensation data from select peer agencies and jurisdictions including
the City's Program data from years 2014-2018 {see more details in Section Vil

2P O3 T ET

= i 0 58 Tl O S

Grant Thornton requested documants that could nat be or were not provided as of the date of this
report including:

The COF's policy on contracting with third parties

Coventry’s policy on medical bill review and payment processes

Risk Console user guide and sample reports

List of claims handled by Coghlan Law LLC and other applicable law firms for legal support and
subrogation

o2
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V.  FRAUD RISK ASSESSMENT

a. Workstream Summary

Grant Thornton performed fraud risk assessment procedures over the Program to identify potential fraud
risks and make actionable recommendations for improvement. Utilizing the five principles introduced in the
Committee of Sponsonng Organizations of the Treadway Commission {"COSO™) Fraud Risk Management
Guide ("COS0 Guide™): Fraud Risk Govemance, Fraud Risk Assessment, Fraud Control Activities, Fraud
Investigation and Corrective Action, and Fraud Risk Management Monitoring Activities, Grant Thotnton
determined the Program's overall fraud risk maturity aligns with Level Ona fAd Hoc) of our fraud risk
maturity model {see Figure 1). We evaluated and rated the Program's fraud risk activities across each of
these principles and provided detailed findings and recommandations in Section V.c. and Section V.d.,
raspectively of this report.

b. Procedures Performed

Ini correlation with realignment of the Program from the COF to the DOF, the City determined it needed
additicnal information related to the fraud risks that could expose it to financial, operational, and
reputational harm.

Framework Methodology. Grant Thornton’s fraud risk assessment framework is based on principles
introduced in the COSQ Guide. The COSO Guide was published in September 2018 with co-sponsor,
the Association of Certified Fraud Examiners ("ACFE™). The COS0 Guide builds on the COS0 2013
Internal Control — Integrated Framework that has been accepted as the framework most non-federal
government entities and public companies have adopted. Principle 8 of the COS0 2013 Internal
Control — Integrated Framework is, “The organization considers the potential for fraud in assessing
risks to the achievement of cbjectives” The COSC Guide applies to all industries and govemnment
entities and offers a blueprint for satisfying Principle 8, thus helping organizations to establish an
averall fraud risk-management program. Further, it covers key fraud risk management components
with suggested activities that result in fraud deterrence.

As noted above, Grant Thornton's fraud risk maturity model is based on the five principles of the COSO
Guide. See Table 1 below for the COSO Guide's definition of the five key fraud risk principles essential
to an effactive fraud risk-management program. We assessed the City’s Program using these five
COS0 principles as a benchmark for best practices in effective fraud risk management.

10

“he conients of thiz aocament weare siapared sole v e 11g ue of the City of Chizaga Corcarativer Coongel n |Fe nera cowse of dischasging shs e
dafes. Itis ol to be usstl roled Lpon e ralared 4o oy any olner paty far sny purpose,



PRIVILEGED AMD CONFIDEMTIAL — PREPARED PURSUANT TO THE DIRECTION OF COUNSEL

O GrantThornton

COS50 Principle

Description

Fraud Risk The organization establishes and communicales & Fraud Risk

Governance Managemant Program that dermonsirates ifie expectations of the board of
diractors and senfor management and their commitment fo high imtegrity
Control and ethical valuss regarding managing fraud risk

Fraud Risk The organization petforms comprehensive fraud sk assessments fo

Assessment tleniify specific fraud schemes and risks, assess their fikelihood and
sigrficance, evaluale existing fraud control activities, and implamernt
actions to mikigate residual fraud rsks.

Fraud Control The organizakion selects, develops, and deploys prevenfive and detective

Actlvitles fraud control activities fo mitigate the visk of fraud events coourring or not

being detected in a fimaly manner.

Fraud Investigation
and Comrective
Actlon

The organization establishes a commurnicalion process to obtain
infarmation about potential fraud and deploys a coerdinated appreach to
fmvestigation and corective action to address fraud appropriately and in a
fimely maner,

Fraud Monitoring
Activities

The organization selects, develops, and perforns ongoing evaluations to

ascertain whether each of the five principles of fraud risk management is

present and funclioning and commurnicates Fraud Risk Managememt
Program deficiencies in a timely manner fo partics responsible for taking
corrective achion, including semior management and the board of
directors.

Table 1: COS0 Fraud Risk Management Guide Categories

Current-State Fraud Risk Maturity Assessment Approach. Grant Thornton began by collecting
available documentation to understand the current state during the period in scope (217 and 2018).
Following our review of Program documentation made available to us, we developed a detailed fraud
risk map to identify potential fraud schemes as well as the actors and channels associated with gach of
those schemes. The fraud risk map provided a broad view of program vulnerabilities and identified
areas 1o be assessed further during interviews,

With an understanding of potential vulnerabilities, we conducted one-on-cne or small group interviews
with management and staff across the entire Program, including relevant external stakeholders such as
the OIG and the DOL Torts Division. The infermation gathering and interviews provided a significant
level of detail that enabled us to identify and classify various fraud risks and make actionable
recommendations for improvemant.

The fraud risk assessment findings relate to both internal and external fravd threats across the entirety of
the Program, including ¢laims related to the above-noted employee groups (see Section IV.a.).

Grant Thomton evaluated the maturity of the Program against GOS0 Guide principles on a continuum
from Ad Hoc (1} to Leadership (5). The maturity model continuum is presented below in Figure 1. We
11
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assessed the Prograrm’s maturity solely against this framework. For each of the five principles, we
identifiad gaps between the Program and established benchmarks. These gaps are presented as
findings with detailed recommendations in Section V.c. and Sectlon V.d. of this report.
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c. Findings
Maturity Assessment Results

Grant Thornton determined the Program'’s overall fraud risk maturity aligns with Level One (Ad Hoc} of
our maturity model. This overall maturity level represents the aggregate score across all five COSQ
principles outlined in Figure 2. We evaluated and rated the Program's fraud risk activities across each
of thesa principles. Detailed findings and recommendations are below-noted.

Fraud Risk Maturity Assessment

- e b
==Y
|ﬁ|1~' a
 —_—
- .-'I.:\.\_\____ ’-}-__d.— T\-._I

INTIAL REPEATARLE MANAGED LEADERSHIP
C X FURHAEEBTRAL STANDAND PACCLCIRLES X WILLLS IHLIMTHY FALTR
Fraud fis: Mrangamant | 3 ! IFVFI & LLWEL Y
Principles ey S T E

FRALID RISK
GUYERMANCE
FRALID RISH
ALEESERAENT

TRALINY INVESTIGATICH
£ LORRFCTIVE ACTICHN

FRALD MOMITORING
ACIMWITICS
OVERALL .

FRALD COMTROL
ACTIVIIES

Figure 2: Fraud Risk Assessment Results

COSD Pringiple 1: Fraud Risk Governance

The COSO Guide calls for organizations to establish and communicate fraud risk management policies
that demonstrate the expectations of senior managemant and their commitment to integrity and ethical
values regarding managing fraud risk. Based on Grant Thomton’s evaluation, we determined the
Program was operating at Leve! One (Ad Hoc) for this principle.

Grant Thomton noted the Program had no formalized govemnance or oversight structure, which
contributed o an overall lack of activities and controls to prevent FWA. The following were key findings
related to this CQS0 principle:
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. The Program did not have did not have a comprehensive enterprise fraud risk policy,
including defined roles and responsibilities.
. The Program did not offer antifraud training.
. The Program did not conduct fraud awareness initiatives.

Each of these findings are below detailed.

The Program did not have a comprehensive enterprise fraud risk policy, including defined roles
and responsibilities. The COSO Guide states that a fundamenta! principle of an effective fraud risk
management policy is for all personnel to be cognizant that the organization does not accept fraudulent
behavior of any kind. The Program had no documented policies or guidelines related to fraud and any
antifraud activities we identified were inconsistent in their approach and application.

The COSO Guide states an organization should idertify the roles and responsibilities of all personnel
as they relate to fraud risk governance. The Program did not have any specific roles or responsibilities
that related to fraud risk governance or management of fraud risks. Lack of clear roles and
responsibilities introduces ambiguity regarding who is respansible for identifying and managing fraud
risks as well as handling allegations of suspscted FWA. This ambiguity could allow FWA to go
unnoticed and/or unreported and creates significant risk for the Program.

The Program did not offer antifraud trainlng. The COSO Guide calls for organizations to implement
an entarprise-wide fraud-focused training course that is required for all employees on a recurnng basis.
Further, the COSO Guide states this type of enterprise-wide training provides a consistent basis for
fraud awareness throughout the organization, which is a fundamental pillar of any fraud risk
management effort, Grant Thornton neted the Program lacked any antifraud training material. Any job-
specific training performed was conducted by more senior adjusters on an ad-hoc hasis, and therefore,
was not consistent in who received the training or at what level of detail.

The Program did not conduct fraud awareness initiatives. The COS0 Guide states an
organization should communicate the importance of fraud risk management at all levels of the
organization, with a continued focus on fraud detenence, prevention, and detection. Grant Thornton
noted the Program documented a list of potential red flags within the “Claims Management Guide™ to
help claims adjudication staff identify potential issues {including fraud and other common problems}
during the adjudication process. However, these red flags were simply provided as additional
information and beyond this list of common red flags, Grant Thornton was unable to idantify any efforts
by the City or Program management to raise awareness about the risk of fraud as it relates to the
Program. A lack of awareness about specific Program risks and red fiags raises the likelinocd that
instances of FWA could go unnoticed.

COSO Principle 2: Fraud Risk Assessment

The COSO Guide calls for organizations to perform comprehansive fraud risk assessments to identify
spacific fraud schemes and risks, assess the likelihood and significance of those risks, evaluate
existing fraud control activities, and implement actions to mitigate residual fraud risks. Based on Grant
Thornton's evaluation, we determined the Program was operating at Leve! One (Ad Hoc} for this
principls.
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The following key finding was related to this COS0 principle:

. The Program had not performed a fraud risk assessment to identify and respond to fraud
risks.

This finding is below detailed.

The Program had not performed a fraud rlsk assessment to identify and respond to fraud risks.
The COSO Guide states the fraud risk assessment process should be comprehensive and identify
specific fraud schemes and risks across the organization. Once an organization has developed a
standardized fraud risk assessment process, the organization should establish a fraud risk assessment
team that includes the appropriate levels of management. Finally, the COSQC Guide states the fraud
risk assessment process should be repeated periodically and organizations should consider changes
affecting the organization — such as changes in operations, personnel, and leadership — that can affect
fraud risks and may trigger the need for a reassessment. Grant Thorntoh noted the Program had no
standardized fraud risk assessment methodology and had never performed a fraud risk assessment.
This presents significant risk to the Program, as the completion of a fraud risk assessment is needed to
understand the sources of fraud risk, assess the likelihood and impact of fraud events, and determing
approptiate risk responses based on the Program’s risk tolerance and priofitization.

COSO Principle 3: Fraud Control Activities

The COSO Guide calls for organizations to select, develop, and deploy preventive and detective fraud
control activities at various levels of the organization to mitigate the risk of fraud events. Based on
Grant Thomton’s evaluation, we determined the Program was operating at Level Two (Initial) for this
principle. Grant Thomton assessed the Program at Level Two because it did have some internal
controls in place, for example the Program employed segregation of duties controls for the claim
adjudication, investigation, and review/approval roles. Additionally, the Program had a documented
best practices guide, which included red flags to decument indicators to help adjudicatars iddentify
potential fraud, waste, and abuse.

The following key findings are related to this COSO principle:

. The Program did not have any documented policies or procedures other than the Claims
Managemant Guide.

. The Program had limited fraud control activities.

. The Program did not employ proactive data analytics.

. The Pragram was not able to produce ~ and so it can be presumed the Program does not

maintain — fully executed contracts with third parties.
These findings are below detailed.

The Program did not have any documented policies or procedures. The COSO Guide states
organizations should thoroughly document and implement their control activities through formal policies
and procedures. Grant Thornton noted the Program did not have any written policies or procedures
excapt for the Claims Management Guide that included potential red flags and was last updated in
2015. Without thoroughly documented palicies and procedures, control activities will nat be
institutionalized and may not be implemented consistently across the Program.
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The Program had limited fraud control activities. Grant Thomton noted the Program devaloped and
implemented some intemal contrels and processes to identify and investigate potential FWA in workers’
compensation claims and related medical bills. However, we noted the Program did not have
adequately documented paolicies and proceduras 1o ensure consistent application of fraud control
activities across all business processes and did not take actions to determine their effectiveness in
praventing or detecting potential cases of FWA. Furiher, the Program did not have a process to assess
fraud risks; therefore, it did not take a coordinated approach to identify control gaps and develop
preventative and detective controls in response to program risks and gaps.

The Program did not employ proactive data analytics. The COSO Guide states organizations
should implement a system of data analytic processaes and procedures to identify anomalous
transactions or events for further investigation. Grant Thornton noted the Program does not use either
software it is currently licensed to use or software readily available in the market to perform data
analytics to identify potential FWA. Program rmanagement informed Grant Thornton a dashboard i5
used to track medical claims processing metrics on a monthly basis. However, the Program’s use of
analytics was limited to tracking workflow status and did not employ analytic methods to prevent or
detect suspicious transactions for further investigation. The Program informed us it utilizes a toal, Risk
Console, to assist with some data analytics. We requested samples of reports and the tool's user
guide, but as of the date of this report, the Program has not provided these requested items.

The Program was not able to produce — and so it can be presumed the Program does not
maintain - contracts with third-party service providers. The COSO Guide calls for organizations to
analyze all fraud risks, including external risks, and their impact on the organization’s chjectives. This
analysis is not entirely possible without fully understanding the rights and obligations related to
relationships with service providers. The Program was only able to produce an unsigned copy of ite
agreement with Coventry. As such, Grant Thornton was unable to examine whether the contracts or
the process by which they are awarded would have presented FWA risks to the Program.

CQSO0 Principle 4;: Fraud Investigation and Corrective Action

The COSO Guide calls for organizations to establish 2 communication process to obtain information
about potential fraud and deploy a coordinated approach to investigation and corrective action to
address suspected fraud appropriately and in a timely manner. Based on Grant Thomton’s evaluation,
we determined the Program was operating at Levef Two (Initial) for this principle.

The following key findings are related to this COSO principle:

. The Program did not maintain an anenymous fraud tip hotline to facilitate internal or external
referrals for potential fraud.”
. The Program's investigations function did not have documented policies or procedures to

ensurs consistent, reliable investigations.

7 Grant Thomton noted the Program received ancnymous fraud tips related to the Program or claims through the OIG.
17
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Thesse findings are below detailed.

The Pragram did not maintain an anonymous fraud tip hotline to facilitate internal or external
referrals for potentlal fraud. The Program indicated that any cases of suspected fraud were to be
addressed by Program leadership, which could potentially discourage reporting of suspected cases of
internal fraud schemes perpetrated by Program personnel. The ACFE noted in its 2078 Report fo the
Mations that organizations with hotlines identified 48 percent of fraud cases due to tips, versus only 30
percent of fraud cases at organizations without hotlines. Additionally, according 10 the ACFE, tips are the
most common initial detection method, accounting for 40 percent of cases. Internal audit and management
review, by comparison, only accountad for 15 percent and 13 percent, respectively.

The Program’s investigations function did not have documented policies or procedures to
ensure consistent, reliable investigations. Grant Thornton noted the Program operated an
investigations function that was staffed by former Chicago Police Department officers with criminail
investigation experience. The Program’s investigations personnel collected written and verbal withess
statements and conducted surveillance on claimants suspectsd of exaggerating or falsifying injury
claims. These processes were repeatable and offered a proactive way to address potential FWA
before a claim was adjudicated and payments began. However, Grant Thorton determined based on
interviews, the Program did not have formal, standardized investigation policies or procedures.
Program staff also indicated investigation documentation was often inconsistant or incomplete and
hindered the claims adjudication teams’ ahility to make well-informed adjudication determinations. Itis
also noteworthy the Program did not have a conflict of interest policy prohibiting or instituting controls
over the Program's investigations personnel from investigating Chicago Folice Department personnel
claims.

COS0 Principle 5: Fraud Monitoring Activities

The COSO Guide calls for organizations to select, develop, and perform ongoing evaluations to
ascertain whether sach of the five principles of fraud risk management is presaent and functioning and
communicates fraud risk management program deficiencies in a timely manner to parties responsible
for taking corrective action, including senior management. Based on Grant Thornton’s evaluation, we
determined the Program was operating at Level One {Ad Hoc) for this principle.

The following key finding is related ta this CQSO principle:

. The Program did not perform monitoring evaluations to determine whether each of the five
principles of fraud risk management were present and functicning.

This finding is below detalled.

The Program dld not perform monitoring evaluations ta determine whether each of the five
pringiples of fraud risk management were present and functioning. Grant Thornton observed the
Program was not performing activities related to principle one {Fraud Hisk Governance) or principle two
{Fraud Risk Assessment). Therefors, it had not implemented activities to monitor and evaluate the
effectiveness of activities related to these principles. Our team noted the Program did perform basic
antifraud cantrol activities as well as investigations to support adjudication determinations. However,
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the Program did not have standardized monitoring activities to determing the effectiveness of its control
activities or investigations process.

d. Recommendations

The major findings and activities identified during our fraud risk assessment workstream, desctibed
above, have contributed to Grant Thomton assessing the Program’s overall fraud risk maturity level at
tevel One (Ad Hoc). Grant Thornton assessed the Program at Level One because its fraud risk
management processes were largely missing or undocumented. Further, the activities we identified
were being performed in an ad-hoc, reactive manner by Program personnel. Because of this,
successful efforts to consistently prevent or detect FWA were highly likely to depend on individual
efforts and were not considered to be repeatable because processes were not sufficiently defined and
documented to allow tham to be replicated.

The fraud risk maturity model above set forth is an effective tool to help the Program understand its
current state as well as determine an appropriate goal state. It is important to note that the fraud risk
maturity model is intended ag a guide, and the Program should weigh the relative costs and benefits of
achisving higher levels of maturity across the COSO Guide's five principles. Not all organizations need
to achieve the Leadership level for all principles to see significant bengfits from their antifraud efforts.
The sections below provide targeted recommendations to help the Program address our specific
findings and achieve a higher leval of antifraud program maturity to help ensure taxpayer resources are
safeguarded against FYWA,

COS0 Principle 1: Fraud Risk Gevernance

Overall, fraud risk governance should he the first focus in developing a fraud risk management
program. For the Program to progress in maturity, Grant Thornten recommends the following actions:

1. Fraud Risk Management Palicy.
a. Establish a comprahansive fraud risk management policy that includes broad policies and
principles that guide personnel conduct.
b. Decument the defined roles and responsibilities of all Program personnel as they relate to
fraud risk governance within the fraud risk policy.
¢. Define and distinguish intemal and external fraud definitions within training materials and
within the future antifraud program.

2. Antifraud Training. Grant Thornton recommends the Program develop a comprehensive in-
persan antifraud training and require all Program employees attend the training on an annual
basis. The Program should also develop tailored training content for specific roles and lavels,
such as claims adjudicators and investigators, which reguire specific knowledge of antifraud
policies, processes, and control activities, While Program-wide training provides a solid
foundation, more advanced and detailed antifraud trainring would help ensure Program
management and staff understand the relevant fraud risks, red flags, and know how to report
suspected FWA.
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Wae recommend as a starting point to develop Program-wide training that follows basic best
practices including:

Define external fraud
Provide examples of past achemes, other unethical behavior, and red flags
Instruct individuals on how to report potential FWA
Inform of disciplinary action for policy violation
Devalop a training plan which documents:

i. Employees and third parties to receive training

i.  Which training programs apply to each job function

iii. A schedule for training by level and job function

Toaoow

Lastly, the Program should keep recards of training completion enabling them to monitor
amployees who are not compliant.

Fraud Awareness Initiatives. Promoting fraud awareness throughout the Program from the
top down is vital o creating a strong antifraud culture. Itis important to conduct fraud
awareness initiatives to demonstrate Program leadership’s commitment to proactively
addressing fraud risks. The Program should promote awareness through training, codes of
conduct, fraud discussions at recurring teéam mestings, and frequent communications (e.g.,
town hall/department meetings, fraud email newsletters}. Additionally, the Program shouid
coordinate with the OIG to publicize information about antifraud efforts and successfully
resolved FWA cases to raise awareness about the consequences of committing fraud, which
acts as a deterrent to potential perpetrators of fraud.

COSO Principle 2: Fraud Risk Assessment

For the Program to progress in maturity, Grant Thomton recommends the following actions:

1. Develop and Implement a Recurring Fraud Risk Assessment. The Program should develop
and implement a fraud risk assessment methodology based on the following COS30 leading
practices:

a. Involve appropriate levels of management

h. Involve staff from across all roles and levels of the Program

¢. Analyze both internal and external fraud risks and their impact on the achievernent of
objectives

d. Consider various types of fraud beyond the typical financial fraud schemes (see the fraud
fisk map in Appendix A for a list of common workers compensation fraud schemes)

e. Continue to mature and incrementally improve the process with each iteration

f. Esfimate the likelihood and significance of risks identified

g. Establish a fraud risk tolerance which considers the balance between risk and reward

h. Develop risk responses based on the Program’s risk tolerance

i. Incorporate controls into the risk assessment and identify and prioritize remediation activities

j. Establish a schedule to reexaming fraud risks pericdically or as changes occur that could
affect the Program
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The fraud risk assessment forms the foundation for how an organization identifies and responds to its
fraud risks. Fraud control activities developed based on the risk assessment should consider both the
potential fraud schemes and the individuals within and outside the Program who could be the
perpetrators of each scheme. The fraud risk map included in Appendlx A provides a starting point for
the Program to begin its risk assessment and develop control activities to address known
vulnerabilities. As fraud risk management activities, including the fraud risk assessment, malure across
the Program, City and Program personnel should revisit the fraud risk map and add new fraud schemes
identified through experience, research of similar workers’ compensation programs, and cross-
departmental fraud risk brainstorming sessions.

COS0 Principle 3: Fraud Cantrol Activities

Grant Thornton noted the Program developed and implemented limited antifraud controls and
processes to identify potential FWA in workers’ compensation claims and related medical bills. As
above noted, the ACFE 2018 Report to the Nations faund that internal control weaknesses were
responsible for nearly half of fraud cases. Furthermore, the ACFE noted data analytics accounted for
losses that were 52 percent lower than organizations that did not employ analytics because analytics
led to quicker detection. For the Program to progress in maturity, Grant Thomton recommends the
following actions:

1. Periodically Update Current Claims Management Guide. The Program should continue
updating the Claims Management Guide with best practices, red flags, and cther useful
resources (e.g., checklists, ACFE reference material). Fraud schemeas are dynamic in nature
and organizations must adapt to new schemes and perpetrators to stay ahead.

2. Incorporate the Use of Proactive Data Analytics. The Program should implement a system
of data analytic processes and procedures to identify anomalous transactions or events for
further investigation. This includes analyzing medical claims data received from Coventry to
identify suspicious billing pafterns across service types and providers. The Program should
develop a process for investigating and taking action for anomalous transactions including the
application of treatments {e.g., additional reviews for suspicious providers or types of madical
services) to reduce the likelihood of FWA. The Program should consider using data analytic
software available in the market to detect and prevent potential FWA (see Section VI.d.).

3. Develop Policies and Procedures with Documented Fraud Control Activities. The
Program should develop policies and procedure guides for key business processes to ensure
consistent application of fraud control activities across all Program staff. The policies and
procedures should formally document key preventative and detective control activities. While
we acknowledge the City does have soeme of these control activities, examples of common
fraud control activities include the following:
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Lt by

R

ACFE Common Fraud Control Astivities

Rewards for whistleblowers 10. Employae support programs

Job rotation/ mandatory vacation 11. Fraud tip hotline

Dedicated fraud department, function, 12. \ndependent audit commitiee

or teamn 13. Internal audit department

Formal fraud risk assessments 14. External audit of internal controls
Proactive data monitoring and analysis 15. Management certification of financial
Surprise audits statements

Fraud training for management 18. Management review

Fraud training for staff 17. Code of conduct

Antifraud policy 18. External audit of financial statements

Additionally, the Program should establish a periodic assessment process, including reviews
parformed by the OIG, to determine whether staff are performing the controls as defined in the
policies and procedures and determine their effectiveness at preventing and detecting FWA,
The most effective assessment programs include both internal reviews performed by
management as well as reviews performed by external oversight bodies, such as the QIG.

Petlodically Review Contracts with Third Parties. The Program should continually monitor
compliance with third party contracts. This will allow City and Program management to identify
any risks of FWA that may be result from these relationships. The Program should also ensure
that any future procurement be well documented and in compliance with any applicable City
ordinance, andior local, State, and federal [aw.

COSO Principle 4;: Fraud Investigation and Corrective Action

1.

Develop and Implement an Anonymous Fraud Tip Hotline. Hotlines are consistently the

most effective method in fraud detection. Therefore, an effective fraud tip hotline platform

should be well-established. Hotling best practices and recommendations include:

a. Access information (phone number and/or email address) should be provided to staff and
third parties.

b. Hotline capabilities should include: 24/7 availability, multilingual capability, multiple channels
of reporting {e.g., phone, email, mail, ete.), and anonymous reporting.

c. Development of the hotline should be accompanied by publication of clear whistieblower
protections for any City employees that report internal fraud tips.

While we acknowledge the OIG does receive some tips of FWA related to claims the Program
handles(ed), the Program should work with the OIG to establish a formal anonymous FWA tip
hotline that is either specific to the City’s workers’ compensation benefit administration or is
integrated into any existing anonymous FWA 1ip hotlines the OIG maintains and manages.

Document Policies and Procedures for Investigations. Grant Thornion noted the Program
operated an investigations group that was staffed by former Chicage Police officers with expenence

22

~he comenls ol s aocament wera preasrsd solaly for the use of the Cily of Chicago Corpotesivn Goursel i1 the qurpel sonse of digchargiog hei
duties, |tz nod o ke used, retied upon or rederred 1o by any othor party or 2ry SLIGOED.



PRIVILEGED AMD CONFIDEMTIAL — FREPARED PURSLIANT T} THE DIRECTION QF COUNSEL

o Grant Thornton

performing criminal investigations. However, investigations into potential workers’ companaation
benefits FWA requires special investigative skillsets, processes, and procedures that may not be
part of the law enforcement training or experience of former police officers. Furthermore, the
Program should consider the benefit of using investigative resources experienced in investigating
potential workers’ compensation bengfits FWA that are not former Chicago Police officers to avoid
potential conflicts of interest. Grant Thornten recommends the Program work with the O1G io
develop clear roles and responsibilities and document formal policies and procedures related to
adjudication interviews and investigations to clearly identify at which point a potential FWA case
should be referred to the DIG's Investigations team and to avoid potential conflicts of interest. The
policies and procedures for the adjudication investigations and withess interviews should include
clear standards for completensess and guality to facilitate a stronger adjudication determination and
documentation process.

COS0 Principle 5; Fraud Menitoring Activities

1.

Incorparate Analytics and Establish Appropriate Measurement Criteria. The CO50 Guide
calls for organizations to establish measurement criteria to monitor and improve fraud
prevention and detection, as well as provide the utilized criteria to the organization’s leadership
on an ongoing basis. The Program should explore opportunities to incorporate data from the
adjudication process as well as from medical claims and other key areas to develop
performance metrics to better monitor effectiveness. In line with the GOS0 Guide, establishing
appropriate benchmarks and metrics to guide Program management's decision making process
will slevate the Program’s maturity level.

Consider Factars for Setting the Scope and Frequency of Evaluations. The COSO0 Guide
states organizations should consider factors for setting the scope and frequency of evaluations.
This includes the consideration of changes in the organization, its operating environment, and
its control structure to detarmine the appropriate scope and frequency of its fraud risk
management menitoring activities. As fraud risks are prioritized, the Program should
continucusly consider the scoping and frequency of antifraud monitoring activities. For
instance, changes in the |llincis State waorkers' compensation laws would potentially require a
limited scope risk assessment to determine the impact of the changes on the Program’s fraud
risks.

Evaluate, Communicate, and Remediate Deficiencies. The COS0 Guide states
organizations should assess the results of separate and ongoing manitoring evaluations,
communicate deficiencies to those responsible for corrective action, and determing that
appropriate remediation activities are implemented in a timely manner. As the Program is still in
the early stages of developing and implementing monitoring activities, the process for
evaluating, commuricating, and remediating deficiencies identified as part of these menitoring
activities should be considered. In an ideal state, the pracesses for evaluating, communicating,
and remediating deficiencies identified should be formal and documented in a policy or
procedure to ensure roles, responsibilities, and processes are clear and well-defined. Once
developed, these processes should be implemented alongside monitering activities put in place.
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VI. DATA ANALYTICS

a. Workstream Summary

Grant Thomton was tasked to perform analyses using data and knowledge collected from the Program to
determine whether there are any indications of potential FWA. We performed multiple analyses to identify
outliers within data extracted from the IGE and iVOS claim systems. We developed a set of business rules
to guide these analyses based on knowledge gained from interviews with Program and City personnel and
Grant Thomton’s collective experience with FWA data analytics and workers' compensation industry
experienca.

Grant Thomton has provided analyses and visualizations of the claims data as examples of methads that
should be undertaken as a standard matter. To this end, Grant Thornton recommends the City and
Program perform such analyses regularly in order to identify outliers in their claims data, and further review
specific claims that are identified as outliers. Grant Thomton has identified potential anomalies in the
existing data, as well as more general recommendations around how the City can continually monitar
potential instances of FWA in the Frogram.

b. Procedures Performed

Grant Thornton performed data analytics around the Program. We executed several data procedures
to build consistency and quality into the results produced, including a thorough review of the data
currently maintained relating to the Pragram. We also identified several examples of analyses the City
should consider using in the future to identify anomalies that can then be further reviewed in order to
limit losses from FWA.

Grant Thomton applied analytic technigues to identify anomalies indicative of suspicious behavior
across employee claimants, medical providers, and law firms. The data review period covers workers’
compensation claim activity between January 1, 2017 and December 31, 2018. Qur focus was on the
following five elements:

I. Collection and Understanding of Data
Development and Solicitation of Data Questionnaire and Request List
In order to develop a better understanding of what information the City is capturing with regard to the
Program and the necessary processes to do so, Grant Thornton prepared a list of gquestions for the
Program’s IT group. This questionnaire included topics intended ta provide Grant Thomten a
knowledge base of the data available to perform analyses reievant to the current FWA environment of
the Program, including:

e Unigue identifiers

» Personal employee data
Claimant data
Claim payment data
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« Investigated claims data

Legal representation data

Medical data

Claim metrica

Systemis) in which this data is stored

In addition to the data questionnaire, we submitted a supplemental data request list for data pertaining
to payment of claims, detail of claims, agency/employee group of claimants, legal representation of
claims, medical detail of claims, and employee records of claimants. The data request list
contemplated variables of interest that are typically used to analyze for potential FWA that could affect
the Program. These datasets allowed Grant Thornton to draw cbservations of the Program’s
efwvironment and make recommendations to improve the envirenment going forward.

Review of Data Provided

As Grant Thornton received previews of the data contained in the claims data system, W05, each
preview was reviewed, with specific consideration given to the time frame of data provided compared to
the relevant review period, the variables included compared to the variables requestad via the data
reguest list, and the format of the data provided.

While the preview data was provided as samples to illustrate what was available, further review
indicated the preview data format was not appropriate o support the intended analyses, as confirmed
via conversations with the City. Grant Thornton was able to successfully clarify the data format needed
from the City for analytics purposes.

. Understand Existing Operations, Processes, and Systems

Participation in Interviews
Grant Thomton conducted several interviews with employees involved with Program's claims

administration io develop a better understanding of the systems used, proceduras in place for
processing claims, and other supplemental information regarding workers’ compensation claims.
Program management suggested a walkthrough of iVOS would be helpful for analytics purposes.

Participation in System Demonstration

Grant Thornton participated in a demonstration of the claims data system, IVOS, to aid in the
understanding of what claims data exists in this systern and how the information could potentially be
extracted. Grant Thornton recoghized during this demonstraticn the IVOS does not support data
extraction in a format conducive to conducting data analytics. Grant Thornton and Program IT
personnel subsequently conducted a WebEx virtual meeting to discuss how the claims data in VO3
could be produced in a format appropriate for data analysis.
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ll. Prepare for Complete Data Retrieval

Establishment of Business Rules
While awaiting receipt of the data required for analysis, Grant Thornton developed logical business
rules to serve as a basis for analysis once the data was received. These business rules were
developed within four categories:

1. Claimant based rules

2. Medical provider based rules

3. Claim payment based rules

4. Law firnt based rules

Grant Thornton created these business rules utilizing information collected in varicus interviews with
Program personnel regarding claim processing and in collaboration with Grant Thornton team members
with deep workars' compensation experience o configure the business rules based on specific insights
and experience. The business rules are based on analytics best practices for identifying outliers, such

as calculated comparisons to mean statistics and best practices within workers’ compensation
programs. Thase business rules allowed Grant Thornton to identify anomalies or areas in the Program

where additional reviews should be considerad for execution to limit FWA |loss.
I¥. Cleanse and Process Data
Grant Thornton received data from the Program through three different sources:

« The Program’s claim processing system, ivOS
= Coventry data related to its services to the Program
« CCMEI data reiated to its services to the Program

VO3 and Coventry data only relate to Civilian and Police and Fire claims, whereas CCMSI includes
data specific to Aviation and Federally Funded Civilian claims. As we began analysis of the data,
we discovered key identifiers to tie the disparate datasets together proved to be insufficient, and the
data could not be fully merged for a comprehensive view. Thus, Grant Tharnton analyzed data
from the aforementioned three sources separately to ensure accuracy of analytic findings. The
limitations of the data are detailed in the following section.

Data Constraints
In preparing the data, Grant Thernton discaovered several data challenges and constraints that required
additional data cleansing, and in some cases, impacted the types of analyses that could be completed.
The challenges and constraints were as follows:

» Inconsistent data entry of individuals and entities such as providers, claimants, and law firms
Inconsistent formatting of like fields, e.g., names of individuals
Unigue key identifiers that did not match across datasets
Insufficient number of records in a population such as a particular claim type

To prepare tha data Grant Thornton used to develop the analytic reports, we utilized R, an opan source
programming language and software environment for statistical computing and graphics, to develop
cods to ¢leanse the data and maintain consistent formatting. [t was during this stage we determined
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that not all unique identifiers were properly maintainad across the various systems, thus preventing full
integration of the data received, and limiting the associated analytics that could be performed. Grant
Thornton was informed that the “ICN" number in Coventry and “Document Number” in ivOS are key
identifiers that could tie data from the two systems. However, Grant Thomton found that the data
provided did not preperly match. After the data was cleansed, Grant Thomton joined several of the
datasets together where unique identifiers existed.

In Grant Thornton's efforts to join claim payment data with claim log data, not unexpectedly, we
observed a number of ¢claims incurred in previous years were still being paid out during 2017 and 2018
{Figure 3). With further analysis, we observed that approximately five (5) percent of claims were
opened ten {10) years ago or longer and ara still receiving payments.

Active Claims Receiving Payments by Year Opened
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Figure 3: Active Claims Receiving Payments
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V. Develop and Perform Analytics

With the data cleansed and joined utilizing R, the next step was to derive several vatiables to represent
slements of the business rules such as days between various dates and averages of several numeric
fields. Grant Thornton then employed Tableau, a Business Intelligence (BI) platform, to support further
analysis and anomaly detection. As we created data visualizations, Grant Thomton continuously re-
evaluated the list of business rules previously developed, tailoring them to rules which could be applied
to the data available.

The logical business rules guided each analysis, giving us a basis for the differant fields and measures
that should be compared across the Program data. The data visualizations we developed serve to
identify anomalies within the data that merit further analysis and should be considered for further review
by the City and the Program. Moreover, these should serve as a guide to the Program for future
analysis, tracking, and monitoring of claims payments.

Grant Thornton performed analyses for each of the four subgroups: Givilian, Police and Fire, Aviation,
and Federally Funded Civilian. However, due to the small volume of data for Aviation and Federally
Funded Civilian claims compared to Civilian and Polica and Firg, anomalous claims could not be as
easily extracted through analyses on these datasets. Only analyses for which anomalous activity was
detected ara included in this report.

¢. Findings

As stated above, the Program should consider establishing consistent review processes and actively
monitor claims through the claim lifecycle. Grant Thornton performed the following analyses fo provide
the City and the Program with example analyses that support the detection of potential signs of FWA
impacting the Program. The Program can benefit from conducting similar analyses prospectively to aid
in monitoring and reviewing claims throughout their Iifespan. For purposes of this report, Grant
Thornton has anonymized all personally identifiable information including names of individuals, claim
numbers, and accident descriptions. In addition to that anonymization, any initials and claim numbers
depicted within this report are not the actual employee initials or workers’ compensation ¢laim numbers.

Year to Year Analysis

A comparison of claims from year to year allows for the identification of unexpected changes over time.
Grant Thornton completed an analysis of the difference in number of claims and total amount paid out
between the relevant years for analysis in Figures 4 and 5. A 56 percent decrease in the total amount
paid out through the Program from 2017 to 2018 for both Civilian & Police and Fire and Federally
Funded Civilian claims was observed. The City should perform year over year analyses for claims data
to identify anomalies or red flags of FWA.

When further comparing the change in claims year to year, Civilian and Police & Fire data shows
certain departments have approximately the same number of claims filed each year, but the overall
amount paid out is much higher in one versus the other (Figure 6).

28

The conrens of s SocLrent wiora asegares solaly for the use of the Cily of Chicago Corporesion Goures e the nierrnal course of Siszharg g thair
cutios. 1tz not o be uged. retiad upon or retered 1c by oy other zarty for acy suroozs



PRIVILEGED AND COMNFIDEMTIAL — PREPARED PURSUANT TO THE DIRECTION QF COUNSEL

° Grant Thornton

Total # of Claims by Year for Clllian and Police and Firg
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Figure 4. Claims by Year for Civillan and Police and Fire

Total # of Claims by Year for Faderally Funded Civilians
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Figure 5. Claims by Year for Federally Funded Civilians
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Timeframe Analysis

Analyzing claim frequency relative to the calendar year reveals spikes in claims that correspond to the
week of or immediately following a holiday recognized by the City, as stated on the City's website
{Figure 7). A high number of claims immediately following a holiday could be considered anomalous,
outside of work injuries and is often indicative of FWA in workers' compensation claims. Grant
Thornton recommends the City implement controls within the Program specifically targeting the weeks
of and following holidays, to identify spikes in the number of claims filed during those weeks as
compared to the average. A week of claims that tracks above the average may indicate that further
review of claims openad in those weeks is appropriate.
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Figure 7. Claims Opened by Week for Clvilian and Pelice and Fire
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Payments Analysis

We performed a boxplot analysis (see Figure 8) for each claim type, identifying an individual claim’s
percentile ranking, measured by the total amount in dellars paid by claim. We recommend claims with
a total amount above the 751 percentile be considered for further review. Due to the large number of
claims ranked above the 75" percentile for Managed Medical and Medical Only claim typses, for Civilian
and Police & Fire claims, as well as, Indemnity claim types for Aviation claims, Grant Thornton further
analyzed these claim types with scatterplots, as in Figure 9.
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The scatterplot analysis reveals a majority of claims for both Managed Medical and Medical Only types
ara clustered around smaller total payments relative to their respective averages. Analyzing claims via
scatterplot allowed Grant Tharnton 16 identify additional cutlisrs observed for both Managed Medical
and Medical Gnly claims.

Grant Thornton recormmends, where possible, the City develop visualizations to track claim payments
and detact potential outliers. Qutliers within claim payment analysis should be considered for review

because they could potentially identify instances of overpayment, exaggerated injury, and other such
SLSPICIGUS SCENArics.

Geospatial Analysis

Grant Thornton performed a geospatial analysis of paymenis made to medical providers through the
Program (see Figure 10). Through this analysis we observed over 25 percent of all payments made to
madical providers were billed by providers outside of the State of lllincis. This high level is dus in part
to the Program’s preferred medical prescription company encompassing over 98 percent of payments
mada to providers in the State of Arizona. Howsver, adjusting to exclude Arizona from the analysis,
providers outside of lllingis still accounted for roughly 10 percent of bills paid to medical providers. This
geographic makeup of payments to medical providers is consistent across 2017 and 2018,

Payments to providers with billing addresses outside of the State of lllinois should be considered for
further review. Grant Tharnton suggests a system control be created within the Program when a new
provider is added with a billing address outside of the State of lllingis.
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Medical Billing by State for Civilian and Police and Fire
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Figure 10. Medical Providers by State for Civilian and Police and Fire

Grant Thornton performed a separate geospatial analysis to review the total value of claim payments
made for claimants residing in the same zip code. Grant Thernton combined this analysis with the
City's Ward boundary data from the City's Data Portal to provide a relative reference of Wards
associated with high claim payment zip codes. Grant Thormton observed for claims in the relevant time
frame, the highest payments were made between three gecgraphic clusters in the City: southern
region {Ward 19}, southwestern region {Wards 13, 14, 22, and 23), and northwsstern region (Wards 29,
30, 36, 38, 39, and 45) (see Figure 11). For a detaiied map of City Ward boundaries, see Appendix
H. The southwestern region of the City receives the most claims for Civilian, Police and Fire, and
Aviation claims. This ig highlightad in Figures 12, 13, and 14 for Civilian, Police and Fire, and Aviation
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claims, respectively. Further review of claims fileti by claimants residing in these areas should be
considered as the clusters could be indicative of a trend or a potential scheme amongst individuals

living in the same ared.

Aviation, Civilian, and Police and Fire Claims Geospatial Analysis

Total Fayment Arnount {5}

|
< 291 5,018,685

Figure 11. Aggregate Geospatial Analysis

We performed further analysis on geographic claim distribution as compared to City employee residential
locations to understand whether any unusual correlations about claim distribution could be observed (see
Appendix J}. Grant Thornton noted geographic claim distribution and city employee residential locations
generally correlated, and we did not observe notable outliers.
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Civilian Tetal Claim Payments Police and Fire Total Claim Payments  Aviation Total Claim Payments

Tia —ors & 238 N L i
| Payrmers Ameart (o zual Pz omzpk Lo a0

Trial P sreal froun: T

678 3,339,825 e 2,668,193 36z 418,371
Figure 12. Civilian Geospatial Figure 13. Police and Fire Figure 14, Aviation
Analysis Geospatial Analysis Geospatial Analysis

Nofe: Employee Zip Code Data for Federally Funded Civilian claims was nof provided, therefore, a genspatial
anhalysis could not be complated.

Adjuster Analysis

The average total amount paid per claim across Program claim adjusters for Civilian and Police and
Fire claims is 515,090. Camparing each Civilian and Police and Fire adjuster's individual average
amount paid to the overall average identifies several individuals whose averags payout per claim is
above average (see Figure 15). Similar analyses were completed for Aviation claims, but no similar
outliers were identified. Grant Thornton performed an identical, but more granular analysis to analyze
average claim payment by adjuster by claim type. Through this analysis, we identified several Record
Only claims with one or more payments; however, Record Only claims generally should not have
associated benefit payments {see Figure 16}. This analysis can assist in identifying adjusters with a
potential misunderstanding of the payments requirements as defined by the Program, adjusters with
inadeguate training or attention to detail, or other suspicious behavior.

Record Only claims paid out by an adjuster may indicate an adjuster's misunderstanding of the
payment requirements as definad by the Program. Grant Thormton suggests that the City develop
27
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system checks within the Program that indicate when a payment has been made for a Record Only
claim {see Figure 16).

Claims by Adjuster for Civilian and Police and Fire
Adjustar ¥ of Clagms
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Figure 15. Average Total Amount Paid per Claim for all
Program Adjusters
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Record Only Claims by Adjuster for Civilian and Police and Fire

Adjustar  # of Claims
ALl
ODN
EER
MY
TWR
MRT
ADA
MNAA
NEW
NNE
MLE
LMY
ARA
MLV
AR

PR N X, I . G . pEe F. N Y

50 $2.000 54,000 $6,000 $B,000 §0 $500 $1.000 $1,600
Total Paid = Avg Payment

Figure 16. Record Only Claims Pald
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Prescription Analysis

Grant Thornton calculated the average value of prescription payments and procedure payments per
claim was $289 and $321, respectively, for Civilian and Police and Fire claims. We conducted an
outlier analysis for both types of payments, identifying claims that were more than two standard
deviations away from the average®. As shown in Figures 17 and 18 below, there were numerous
claims which stand out as outliers in regard to average prescription and procedure payment, as shaded
in gray. Grant Thomton was unable to perform similar anatyses for Aviation and Federally Funded
Civilian claims as the medical billing data through CCMSI was unavailable for review.

Prescriptions and procedures billed for an amount greater than two standard deviations above the
average could indicate inflation of costs by providers or over-prescription of medications to claimants.
Grant Thornton recommends the City put process controls in place to periedically test for outlier claims
with prescriptions and procedures bill amounts that exceed recent billed amounts (e.g., average billed
amounts over last two years) and consider further review into the claims associated with these hills.

Prescription Payment QOutliers for Civilian and Police and Fire
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Figure 17. Prescription Bllling for Civilian and Police and Fire

2 The statistical definition of an outlisr is any recard that lies greater than two standard deviations away from the
mearn.
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Procedure Payment Outliers for Civilian and Police and Fire
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Figure 18. Procedure Billing for Civilian and Police and Fire
Legal Spend

Through conversations with the City and Program personnel, Grant Thomton learned that Hennessy &
Roach, P.C. ("Hennessy & Roach”) was the law firm most frequently referred workers’ compensation
claim legal support by the Program; however, this only represents a small portion of all claims requiring
legal support. After reviewing the claims year detail of those claims referred to Hennessy & Roach,
Grant Thornton identified 23 claims filed prior to 2013 for which the related case was opened by
Hennessy & Roach between 2017 and 2018 (see Figure 19}. Based upon the documentation made
available to us, it is unclear as to the amount and duration of any legal support for those 23 claims.
{Note: Of the external law firms used by the Program we requested data from through Counsel,
Haennessy & Aoach was the only firm to provide data to be analyzed ) 'n addition to recommendations
identified in Section Vi.d. for developing a bidding process for identifying approved third parties, the
City should consider developing an approved list of external law firms to which the Program can reter
claims for legal support. Additionally, the City should develop a framework for identifying applicable
ctiteria for when claims are referred externally for legal support versus ta the DCL Toris Division.
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Hennessy & Roach Lawsuits for Claims Opened Before 2013

Employee Zip Code Claim Year # ot Glalms Total of Asgaclated Claims Paid
GOE1T 2008 1 $116.080
2011 1 $118,988
2012 9 $36,656
60634 2012 1 $224,048
60604 2004 1 $107.282
2010 4 $103.619
2011 1 $10.205
GOG34 2005 1 $50,312
2008 1 £130,763
60612 2012 1 $204,355
60631 2010 1 $159,883
B0603 2012 2 $150,443
GOG16 2012 1 $126,335
60643 2006 1 $94 294
2012 2 $20.573
B0636 2012 1 $92 357
BOG22 2008 1 $682.070
BO0656 20404 1 $60.463
E0652 2008 1 $15,347
60633 2011 1 F627
50640 2011 1 50

Figure 19. Hennessy & Roach Lawsuits for Claims Greater Than Five Years Qid

¢d. Recommendations

Based on the analyses completed, Grant Thornton identified several instances of anomalous patterns.
Grant Tharnton recommends the Gity and the Program perform standard and consistent monitoring and
tracking of claims in alignment with the above analyses. These menitoring and tracking processes
should be completed immediately after data is pulled from (VO3S and aggregated with other data
available {e.g., CCMSI and Coventry data). More robust analysas of the available data is called for in
order to identify claims for further review. Examples of these analyses include routine statistical
reporting, outlier alert notifications, and visualizations. Generating summary statistics monthly or
quarterly for each claim type would allow Program personnel to validate how the claims within VOS are
tracking against expectations. A large jurnp in the average amount paid out on a number of claims or
far one claim type from one calendar quarter to tha next could indicate overpayments may have
accurred. Developing alerts for figures associated with claim payments greater than twa standard
deviations above average can allow Program personnel to idantify claims that may need further review.

Grant Tharnton encourages the Gity to consider using analyses similar to the examples provided in our
findings as mathods of highlighting areas where anomalous claim patterns from 2017 and 2018 havs
been identified. Grant Thomton recognizes that the City's ability to replicate these analyses may be
limited due to their lack of access to software similar to those used by Grant Thornton. Grant Thomtaon
believes development and consistent processing of similar analyses in the form of reports and system
controts will aid the City in its sfforts to identify potential instances of FWA in the Program.
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Vil. CLAIMS TESTING

a. Workstream Summary

Grant Thornton tested 109 claims on a sample basis, made up of both judgmentally and randomly selected
samples. We tested these claims against several attributes that aligned to the Program’s Claims
Management Guide, rules and regulations promulgated by the Act, workers’ compensation insurance
industry recognized best practices, and where applicable, processes and procedures in place at CCMSI.
All 84 Civilian and Police and Fire claims tested — administered by the Program — failed at least three (3)
attributes {i.e., failed the test). Otherwise stated, 100 percent of the Civilian and Police and Fire claims
tested failed at least three (3) attributes of our testing. Of the 25 claims administered by CCMS| we tested,
seven {7) claims passed all of the attributes in our testing. Otherwise stated, 72 percent of the ramaining
18 CCMSI claims we tested failed at least one {1} attribute of our testing. Six (6) of the 25 CCMSI-
administered, or 33 percent, failed at least three (3) attributes. {See Appendices B — E} for cur testing
attributes by claim type.)

Grant Thornton identified three broad areas for improvement that may lead to more robust claims
administration: (1) developing thoroughly documented policies and procedures that encompass the entire
claim administration process and include menitoring and oversight mechanisms, {2} instituting & formalized
training regimen for all Program employees, and {3} performing a continual assessment of the systems,
protocols, and inter-departmental communication channels for operational effectiveness and efficiency to
support the Program’s ultimate goal of retuming employees to work as quickly and safely as possible.

While the financial impact of implementing thess three areas of improvement may initially appear cost
prohibitive, the long term financial and operational benefits would be greater than the initial resource
investment. Alternatively, the City should consider if maximum henefits would be achieved by outsourcing
the Program’s administration of workers’ compensation benefits to a third party that specializes in the
administration of workers' compensation benefits.

b. Procedures Performed

To understand the Program’s claims administration process, procedures, and systems, Grant Thornton
conducted interviews with key process owners, DOL Torts Division attorneys, and external legal counsel
{Hennassy & Roach). We performed our testing procedures based on information gathered through the
interviews along with information contained in the Claims Management Guide {(which the Program
considers 'best practices’), and the Police and Fire CBAs.

As of the date of this report, the City's Program uses VYOS to administer Civilian and Police and Fire
claims. iVOS enables the Program to conduct and track claims management, policy administration, case
management, events management, and claim payments. Coventry provides bill and UR services to the
Program for both Civilian and Police and Fire claims; claimant medical records and medical bills are
maintained within the Coventry Connect system. Program management provided Grant Thomtan with a
walkthrough of how a claim is processed within iVOS and how Program management monitors claims.
CCMSI administers Aviation and Federally Funded Civilian claims using its claims management system,
Internet Claims Edge (ICE"). Grant Thomton requested, and was given access to (YOS, Coventry
Connect, and ICE to perform claims testing.
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Grant Thornton requested and received all Civilian and Police and Fire claims data for calendar years 2017
and 2018. Similar data was requested and received from CCMSI for Aviation and Federally Funded
Civilian claims. We then stratified the claims data received inte six distinct claims categories:

Indemnity

Life Reserves
Managed Medical
Medical Only
Pending

Record Only

ST O L] B

During our scope petiod of testing, the claim category counts were:

Civifian — 400 Indemnity claims, two (2) Life Reserve claims, 608 Managed Medical claims, 1,598
Medical Only claims, four (4] Pending claims, and 485 Record Only claims

Folice and Fire — 42 Managed Medical claims, 6,418 Medical Only claims, 10 Pending claims, and 288
Record Only claims

Aviation — 168 Indemnity claims, 154 Madical Only claims, and 92 Record Only® claims

Federally Funded Civilian - 17 Indemnity claims, 33 Medical Only claims, and nine (3} Record Only
claims

Grant Thomton alse considered other qualitative characteristics for selecting claims to test such as: claims
raferred by the OIG for further investigation, claims referrad to external legal counsel for legal proceedings,
claims with a large reserve and/or benefits paid amount as of the date of testing, active claims open for
extendad periods of times, and closed claims with substantial payments (i.e., above 51,500} after the claim
was closad.

Grant Thornton tested 109 claims comprised of the following: 59 Civilian, 25 Palice and Fire, 20 Aviation,
and five {5) Federally Funded Civilian. We then analyzed the selected claims in YOS, ICE, and Coventry
Connect for a combination of performancs attributes, which varied by claim type. For example, Indemnity
claims may be reviewed for completenass and accuracy of retaining and recording litigation matters within
iVOS, whereas a Record Only claim may only be reviewed for appropriate file administration and timety
closure. Performance attributes were identified within the testing matrix as federal law, State law, Gity
law/ordinance, Program policies/procedures, and workers' compensation insurance industry recognized
best practices (see Appendices B — E). Claims administered on behalf of the Police and Fire departments
had specific performance attributes due to requirements instituted by their respective CBAs. There were
specific performance attributes for CCMS!I's administration of Aviation and Federally Funded Civilian
claims.

# CCMSI olassifiss Record Only claims as Incident Only,
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¢. Findinas

The content below presents testing results on a summary level by testing attribute. Refer to {Appendlces
B — E)} far a detailed count of all claims testing results. Not all attributes applied to all claims tested due in
part, but not limited to, the nature of the claims {Medical Only, Indemnity, etc.}, disposition of the claim
{approved, denied, etc.), whether a given claim was litigated, whether the claim was still open at time of
testing, and other gualifying characteristics. The summary results pressnted herein indicate how many
claims the subject attribute applied to far all claims tested.

Civilian and Police & Fire Claims

File Administration

The Program's Claims Management Guide states a Program supervisor should review all new claims and
related initial claim data when received tc make an initial compensability assessment. Of the 57 Civilian
and 25 Pglice and Fire claims to which this attribute applied, we identified 56 Givilian claim and 24 Folice
and Fire claim where a Program supervisor's review was not documented.

It is commonly accepted workers' compensation insurance industry best practice to assign a claim to an
adjuster within 24 haurs of the claim having been received (in this case, by the Program) to expedite claim
processing and ensurg timely completion of subseguent steps after claim intake. This testing attribute
applied to all 84 Civilian and Police and Fire claims we tested. Of these, there were 51 Civilian claims
which were not assigned to a Program adjuster within 24 hours.

The Pragram’s Claim’s Management Guide stipulates the claimant's AWW and TTD benefit amounts
should be calsulated within two (2) days of the claim being assigned to a Program adjuster. Of the 37
Civilian claims to which this attribute applied, seven (7] claims did not have their AWW and TTD beanefit
amounts calculated within the two (2) day requiremant.

Initial File Review

The Program’s Claims Management Guide states an initial file analysis (“IFA”) should be conducted upon
claim assignment to a Program adjuster. Grant Thornton tested [FA documentation against commanly
accepted workers’ compensation insurance industry best practices that generally allow 24 to 48 hours after
the claim is assignad to a Program adjuster for such a review. This atiribute applied to all 84 Civilian and
Police and Fire claims tested. The timely IFA was not documented for 53 Civilian and 19 Police and Fire
claims.

The Program's Claims Management Guide states a recorded statement should be obtained from all
claimants. Of the 81° claims to which this atiribute applied, 13 Civilian and all 24 Police and Fire claims
dic not contain a recorded claimant statement. As the Police and Fire departments’ administration of their

10 Cine (1) Police and Fire claim and one (1) Civilian claim were death claims, and one (1) Civilian claimant was
“incapable” of providing a recorded statement, and thus the recorded statement would not apply.
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respactive claims before the claims are transferred to the Program was outside of the scope of our
engagement, it is unknown if Police and Fire claims require a recorded statement; however, an
investigation would be incomplete without a statement being cbtained and documented.

The Program’s Claims Management Guide contains a best practice to obtain a witness statement on all
Medical Only, Indemnity, and Managed Medical claims. Of the 50 claims tested to which this attnbute
applied, 20 of the Civilian and eight {8) of the Police and Fire claims did not contain a witness statement.

The Claims Management Guide contains a best practice that an Action Plan/Summary should be
documented in iVOS. The best practice further stipulates a Program supervisor should have executed and
review a Notepad' report for Action Plan/Summary at mid-month for a pricr month's claims and mid-week
for a prior waek’s claims. Of the 84 Civilian and Police and Fire claims to which this attribute applied, 22
Civilian and 17 Police and Fire claims did not contain an Action Plan/Summary. The lack of this step being
taken indicates not only the Program adjusters’ failure to create an Action Plan/Summary, but also the
Program supervisor's failure to conduct a tharough periodic review of Action Plan/Summaries, if conducted
at all. Some claims tested did contain notes with the topic *Action Plan’, however, in many cases there was
no actual Action Plan within the content of the notes. An Action Plan should provide a proposed strategy or
course of action in moving the claim forward to conclusion. It should alse be updated throughout the
course of an open claim file.

Tha Claims Managemant Guide coniains a best practice that compensability determinations be completed
and docurnented within two (2) business days after claim assignment to a Program adjuster. Further, the
best practice stipulates a Program supervisor should execute and review a Notepad report for
compansability mid-month for a prior menth's claims and mid-week for a ptior week’s claims. Of the 57
Civilian claims to which this attribute applied, 10 claims did not contain documented compensability
determination. This lack of documentation indicates not only the Program adjusters’ failure to document
compensability determinations, but also the Program supervisor’s failure to conduct a thorough periodic
review of compensability, if conducted at all. Compensability determinations for Pelice and Fire claims are
conducted by those respective departments and we did not have access to Police or Fire Department claim
compensabhility documentation.

Benefit Delivery/Wages

Based on intervisws with Program staff, it is the Program’s process that Program clerical staff calculate
AWW and TTD, and that calculated rates be verified by the assigned Program adjuster. Of the 36 Civilian
claims to which this attribute applied, 15 claims did not have a documented AWW verification.

The lllinois Workers' Compensation Commission, Title 50, Chapter 8, Part 9110, Section 9110.70 of the
Joint Committee on Administrative Rules Administrative Code requires Temporary Disability stop leiters be
sent to the claimant within 14 days of benefits being stopped. Of the 27 Civilian ¢laims to which this
attribute applied, the Program did not send stop letters to 17 claimants.

1 Naotepad is a documentation function within the ivOS systemn used by the Program.
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Wa also identified overpayments totaling $14,073.02'2 for six {6) of 39 Civilian claims tested to which this
attribute applied. All overpayments were related to Indemnity benefits being paid after Indemnity benefits
were stopped or because of incorrect calculation of Indemnity benefits.

Medical Review

The Program’s Claims Management Guide stipulates a Program adjuster should conduct an initial and
pngoing review of available medical records. The best practice further stipulates this should be
documented in a Medical Notepad within iVOS and summarized in the Action/Plan Summary Notepad. Of
the 77 Civilian and Police and Fire claims to which this attribute applied, 29 Civilian and 23 Police and Fire
claims did not contain a documented medical record review.

The Program’s Claims Management Guide contains a best practice to obtain a signed medical release
(Medical Authorization Requast) from the employee. Of the 82 claims to which this attribute applied, 24
Civilian and 24 Police and Fire claims did not have evidence of the medical release being retained or at the
very least being initially sent to the claimant.

The Program's Claims Management Guide stipulates a medical canvas for additional records should be
conducted and documentad in the Medical Notepad and summarized in the Action Plan/Summary Notepad.
The Claims Management Guide stipulates beginning March 2015, claims adjusters should be "completing
180 indexing initially and throughout the life of the claim; preferably every six months® — which would
include prior claims history for a given claimant. Of the 72 Civilian and Police and Fire claims to which this
attribute applied, & medical canvas was not conducted and properly documented for 41 Civilian and 24
Police and Fire claims.

The Program’s Claims Management Guide makes reference to the Act’s authorization to employers to
conduct a drug and alcohol test on employees after they are involved in any incident that results in a fatality
or injury occurring while on duty or while performing acts on the behalf of the employer. The Program’s
hest practice per the Program's Claims Management Guide is to record drug and alcohol testing results in
the IYOS “Examination Tracking” tab. ©Of the 75 claims to which this attribute applied, 16 Civilian and 23
Police and Fire claims did not contain drug or alcohol test results.

Forms

The Act requires employers to file First Report of Injury (*FRCI) reports (iL Form 45) for all ¢laims resulting
in more than three (3) days of lost wages for the employee. Of the 39 tested claims to which this attribute
applied, there was no evidence in the file that a FRO! was manually filed with the lllinois Worker's
Compensation Comrmigsion as required under section 6(b) of the Act.

The lllinois Workers’' Compensaticn Commission Title 50, Chapter 6, Part 9110, Section 8110.70 of Joint
Committee on Administrative Rules Administrative Gode requires that delay lstters be sent io the ¢laimant
if a compensability decision will not be made within 14 days of being notified or when they are aware of &
related liability that will delay compensability determination. Of the 48 claims we fested to which this

12 Qverpayments ranged from $80.00 to $11,416.48, and averaged 2 ,345.50.
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attribute may have reasonably applied due to adjudication taking more 14 days as noted in the claim file,
none (0} contained evidence of a delay letter.

The lllinois Workers’ Compensation Commission Title 50, Chapter 6, Part 8110, Section 8110.70 of Joint
Committee on Administrative Rules Administrative Code requires that denial letters be sent to claimants
within 14 days of being notified or when they are aware of a related liability if the employer denies liability
for payment of ternporary total compensation with a written explanation of the basis for denial. Of the 16
denied claims we tested, 12 Civilian and two {2) Police and Fire claims failed this attribute test as there was
either no denial letter or the reason for denial was vague and provided no denial reason other than “Claim
is not compensable”.

The Program's Claims Management Guide contains a best practice to document reserves via the
Reserving Worksheet in iVOS. Of the 28 Civilian claims to which this attribute applied, only one (1}
contained a Reserving Worksheet that contained sufficient reserves to cover bills paid. The other 27
Civilian claims either did not contain a Reserving Worksheet, or if a claim did contain one, it was not
sufficiently filled out to support subseguent benefits and medical bills received and paid.

Reserves

Per the Claims Management Guide, reserves for applicable claims should be set within two {2} business
days from when the claim is assigned to a Program adjuster. Of the 83 claims to which this attribute
applied, six {6) Civilian and one {1) Paolice and Fire claim did not have reserves set tirmely.

It is commonly accepted workers’ compensation insurance industry best practice to set reserve axposure
for potential ultimate probable cost or expected future indemnity and medical payments. Of the 74 claims
ta which this attribute applied 11 civilian and 3 police and fire claims contained adequately calculated
exposure reserves. 40 Civilian and 20 Police and Fire claims did contain adequately calculated reserves.

Grant Thomton obsarved it is commaenly accepted warkers' compansation insurance industry best practice
reserves be properly set to pay for future and expected bills associated with the claim, and not on an ad
hoc basis, or what is known as “stair-stepping™?®. According to commonly accepted workers’ compensation
insurance industry best practices, reserves should be set within two (2) business days. While this was
satisfied for most ¢laims due to aute-reserving'4, reserves were rarely reassessed until medical bills or
indemnity payments were due (stair-stepping). Further, if a ¢laim remains open for one (1) year or longer,
a reserve reflecting ultimate probable cost should be set. At least one (1) claim tested that was open for
longer than one (1) year did not reflect Ultimate Probable Cost reserves. This information is reflected in the
results presented above related to reserve exposure sefting.

While Grant Thornton did not attempt to quantify the potential stair-stepping effect on the City’s financial
statements, it should be noted the effect of stair-stepping can result in the improper asset and liability
valuation on an organization’s financial statements. Not properly setting reserves at the onset of a ¢laim

19 “Stair-stepping” is the practice of frequently raising claim reserves to cover payments that come dus. If loss
reserves are raised by incremeants in arder to cover the cost of claims expense as thay happen, the term stair-sfepping
comes into to use. If the claim reserves were to be charted, the resulting graph weuld |ack like stair steps.
4 iWOS automnatically reservas $500 for all claims.
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also hinders the Program’s ahility to identify claims for which investigative and/or legal measures might
mitigate the amount of loss. Ta prevent or minimize stair-stepping from the Program, its management
would need more monitoring, training, and oversight to ensure adequate reserve setting ai the onset and
throughout the life of the claim. While reserves will likely never be 100 percent accurats, they should be
set appropriately based o claim facts and progress within 12 months of claim receipt. This is referred to
as setting the Ultimate Probable Cost on a claim.

Subrogatlon

The Claims Management Guide siates potential third-party recovery should be assessed for all applicable
cases. Of the 11 Givilian claims to which this attribute applied, 10 claims were not properly documented for
potential third-party recovery. There were na applicable subrogation cases for Police and Fire claims we
tested.

Grant Thornton notes that commonly accepted workers’ compensation insurance industry best practices
suggest all claims be assessed for potential third-party liability and if identified, perform a liability analysis.
Because the Program only assessed the third-party liability potential for one {1} claim we tested. this
attribute only applied to that one (1) claim and there was no documented liability analysis for the claim.

Grant Thornton noted commonly accepted workers’ compensation insurance industry best practices
suggest that any subrogation recovery received be documented and recorded. The applicable Civilian
claim discussed above for which third-party racovery potential was addressed in the file, had documented
evidence of a recovery received.

Litigatian

The Claims Management Guide indicates there should be an initial file analysis performed by counsal upon
consideration of counsel assignment to a claim. Of the 25 Civilian claims to which this attribute applied, 24
claims did not have a decumented file analysis. There were no applicable Police and Fire claims we tested
related to litigation.

The Claims Management Guide states a budget should be developed for potential exposure value and
legal expenses for a claim. Of the 23 Civilian claims to which this attribute applied, Grant Thornton was
unable to identify any budget documented for potential value exposurs or legal expenses. As neted
previously, there were no applicable Police and Fire claims we tested related to Itigation.

The Claims Management Guide states the Program’s Director must authorize any legal settlements. Of the
18 Civilian claims to which this attribute applied, Grant Thornton was unable to identify documented
authorization of legal settiements. Additionally, beginning in 2018, DOL Torts Division attorneys must
request and obtain Claim Counssl's approval to go to trial or seitle any claim greater than 5100,000.00.
Experienced DOL Torts Division attorneys do have the authority to move to pre-trial if the claim is less than
$50,000.00, while novice DOL Torts Division attorneys must submit detailed written memos to Claims
Counsel to obtain approval to go to trial on any given claim.

Closure

The Claims Management Guide sets out timing standards in terms of the initial claims handling,
investigation, and closure. Best practices in the guide state within two (2) days of claim assignment,
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initiation of contacts, action plan/summary, and initial claim set-up should all be addressed within iVOS.
The presence of all of these elements oceurring for a claim in the guide’s prescribed timeframe would
canstitute an “aggressively” handled fila. We determined that for the 82 claims we tested to which this
attribute applied, 44 Civilian and 22 Police and Fire claims were not handled in accordance with the Claims
Management Guide.

The Claims Management Guide sets farth best practice standards for en-going bill monitoring, payment,
and monthly tracking. These stipulations should ensura that all bills are paid pricr to a claim file being
closed: and if bills do arise after a claim is closed, they should be minimal and sparss. Of the 50 claims we
tested that were closed and to which this attribute applied, 13 Civilian and six {6) Police and Fire claims
were not handled in accordance with the aforementioned best practices.

A timely closure process should occur for all claims as indicated throughout the Claims Management
Guide. Of the 67 claims we tested to which this attribute applied, 33 Civilian and 13 Police and Fire claims
wera not closed timely. Based on commonly accepted workers' compensation insurance industry best
practices, this would generally be within 30 days after the last reasonably expected benefit liability is paid.

Miscellaneous

As stated in the in the Claims Management Guids, the goal of disability management is to return
employees to work in a timely manner. Of the 31 Civilian claims we tested to which this attribute applied.
16 did not have return to work properly documented and addressed. Woe did not test this attribute for Police
and Fire claims as this aspect of claim administration is handled by their respective deparments.

Per the Claims Management Guide, the topic of a Special Investigation Unit {SIU) is addressed. It states
the 51U should be considered throughout the claim process, from point of intake through closure. Of the 19
Civilian we tested to which this attribute reasonably applied, based on pragram staff notes and
correspondence, six {6) did not address or document SIU involvement. There were no applicable Police
and Fire claims we tested involving the SIU.

It is commonly accepted workers' compensation insurance industry best practice that a review for Medicare
covarage of eligible claimants should be conducted. All 35 claims to which this aftribute applied
accounted for Medicare eligibility verification.

The Claims Management Guide states as a best practice, thorough and completed diaries’™ are critical to
claims administration. Of the 84 Civilian and Police and Fire claims we testad, 21 Civilian and six (&) Police
and Fire claims did not have accurate and complete diaries.

15 Madicare does not apply o Medical Only claims as settlements do not take place for Medical Only claims. As such,
there is no requirement o protect Medicars’s interest where ne settiemant has taken place.
18 A ‘diary’ is the documentation of campiletion of a given claim management step. For example, the adjuster should
dacument the claimant's next medical appeintment in a diary as a reminder o follow up on work status, next steps,
prepare for bill payment, and evaluate continuation of benefits.
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Aviation Claims

File Administration

The Program’s Client Service Instructions (“CSI™) the City has filed with CCMSI indicates all claims and
initial claim data should be reviewed by a CCMSI supervisor when a new claim is received to make an
initial compensability assessment. Of the 19 Aviation claims we tested to which this attribute applied,
SUPEMVISOr review doecumentation was in all of the claim files.

As previously noted, it is commonly accepted workers’ compensation insurance industry best practice to
assign a claim to an adjuster within 24 business hours of the claim having been received to expedite claim
processing and ensure timely completion of subsequent steps after ¢laim intake. This testing attribute
applied to all 20 Aviation claims we tested and all were assigned to an adjuster within 24 hours. However,
it should be noted that Grant Thornion idantified seven [7) Aviation claims that were not reported to CCMS
by the Aviation department in a timely fashion.

While the Program’s Claim’s Management Guide does not govern CCMSI's practices, for testing
cormparability purposes we applied the guide's stipulations against the claims handled by CCMSI that were
subject to our testing. As stipulated by the guide, the claimant's AWW and TTD benefit amounts should be
caleulated within two {2) days of the claim being assignad to a claim adjuster. Of the 12 Aviation claims we
tested to which this attribute applied, all had AWW/TTD calculated timely.

Initial File Review

The Program's Claims Management Guide contains best practices to conduct an IFA upon claim
assignment. Grant Thomton tested IFA documentation against commonly accepted workers’
compensation insurance industry best practices that generally allow 24 to 48 hours after the claim is
assigned to an adjuster for such a review. This attribute applied to all 20 Aviation claims tested. The timely
IFA was documented for all 20 Aviation claims testad.

The Claims Management Guide contains a best practice to obtain a recorded statement from all ¢laimants.
Of the 19 Aviation claims we tested to which this attribute applied, three (3} did not contain a recordad
claimant statement.

The Claims Management Guide contains a best practice to obtain a witness statement on all Medical Only,
Indemnity, and Managed Medical claims. Of the eight (8} Aviation claims we tested to which this attribute
applied, five (5) claims did not contain a withess statement.

The Claims Management Guide contains a best practice that an Action Plan/Summary should be
documentead. Of the 18 Aviation claims tested to which this attribute applied, all contained a documeantad
Action Plan/Summary and subsequent supervisory réviews.
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The Claims Management Guide contains a best practice that compensability determinations be complete
and documented within two {2) business days after claim assignment to an adjuster. Of the 19 Aviation
claims to which this attribute applied we tested, three {3} claims did not contain a documented
compensability determination. For the 16 claims where compensability was documented, it was done so in
a timaly fashion.

Benefit Dellvery/Wages

It is the Program’s process that the assigned claims adjuster calculates AWW and TTD, and verifies the
calculation against the claimant's wage statement. Of the 12 Aviation claims we tested to which this
attribute applied, one (1) did not have documented AWW verification.

The lllinois Workers' Compensation Commission, Title 50, Chapter 6, Part 8110, Saction 8$110.70 of tha
Joint Committee on Administrative Rules Administrative Code requires that Temporary Disability stop
letters be sent to the claimant within 14 days of benefits being stopped. Of the five (5) Aviation claims we
tested to which this attribute applied, CCMSI did not send Temporary Disability stop letters to any of those
claimants.

We didl not identify any overpayments for the 20 Aviation claims we tested to which this attribute applied.

Medical Review

The Program's Claims Management Guide stipulates the claim adjuster should conduct an initial and
ongoing review of available medical records. The best practice further stipulates this should be
documented and summarized. All 16 Aviation claims to which this attribute applied contained a
documented medical review.

The Program’s Claims Management Guide contains a best practice to obtain a signed medical release
(Medical Authorization Request) from the employee. Of the 16 Aviation claims to which this attribute
applied, four (4} claims did not have evidence of this medical release being retained or at the very laast
being sent out to the claimant.

The Program’s Claims Management Guide stipulates a medical canvas for additional records should be
conduected, documented, and summarized. Of the 14 Aviation claims to which this attribute applied. a
medical canvas was not conducted and properly documented for two (2) claims.

The Program’s Claims Management Guide makes reference te the lllinois Worker’s Compensation Act's
authorization to employers to conduct a drug and alcohol test on employees after they are involved in any
incident that rasults in a fatality or injury and occurs while en duty or while perferming acts on the behalf of
the employer. Of the 11 Aviation to which this attribute applied, four {(4) claims did not contain drug test
results. One (1} of those four (4) claims that did not contain drug test results, did contain evidence a drug
test was performed, but the results were not documented in the claim file.
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Forms

The Act requires employers to file FROI reports for all claims resulting in more than three (3) days of lost
wages for the employee. Of the 16 Aviation claims we tested to which this attribute applied, all contained
evidence in the file that a FROI was manually filed with the lllinois Worker's Compensation Commission as
required under Section 6{b} of the Act.

The lllincis Workers' Compensation Commission, Title 50, Chapter 6, Part 8110, Section 8110.70 of the
Joint Comimittee on Administrative Rules Administrative Code requires that delay letters be sent to the
claimant if a compensability decision will not be made within 14 days of being notified or when they are
aware of a related liability that will delay compensability determination. Of the two {2) Aviation claims we
tasted to which this attribute may have reasonably applied, neither contained evidence of a delay letter.

The lllinois Workers' Compensation Commission, Title 50, Chapter 6, Part 8110, Section 8110.70 of the
Joint Committes on Administrative Bules Administrative Code reguires that denial letters be sent to
claimants within 14 days of being notified or when they are aware of a related liability if the employer
denies liability for payment of TTD with a written explanation of the basis for denial. Of the two (2} Aviation
claims we tested that were denied, both contained documentation of an adequate denial letter being sent to
the claimant.

Reserves for claims managed by CCMSI are documented within the tabs of the claim file. As such, the
reserves worksheet testing attribute would not have been applicable to these claims. However, Grant
Thornton noted that all Aviation claims tested contained documented reserves within the claim files in ICE.

Reserves

It is the Program's best practice that resarves for all applicable claims be set timely, which the Program
defines as two {2) business days from claim assignment to an adjuster. Of the 17 Aviation claims to which
this attribute applied, all had reservas set timely.

It is commonly accepted workers' compensation insurance industry best practice to set reserve exposure
for potential ultimate probable cost or expected future Indemnity and medical payments. Of the 17 Aviation
claims we tested to which this attribute applied, all contained adequately calculated raserve exposure.

Grant Thomton observed it is commonly accepted workers' compensation insurance industry best practice
that reserves be properly set to pay for future and expacted bills associated with a claim, and not on an ad
hoe basis or “stair-stepping”. According to commonly accepted workers' compensation insurance industry
best practices, reserves should be set within two (2) business days. All Aviation claims we tested had
reserves adequately set at the onset of a claim and we did not identify a practice of "stair-stepping™.

Subrogation

The Program Claims Management Guide contains a best practice that potential third-party liability be
assessed for all applicable claims. This attribute applied to all 20 Aviation claims we tested and all
addressed subrogation in the claim file.
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Commonly accepted workers’ compensation insurance industry best practices suggest all claims should be
assessed for potential thirg-party liability and if identified a liability analysis be performed. Of the two (2}
Aviation claims for which potential third-party liability was identified, both contained documented liability
analysis.

Commonly accepted workers’ compensation insurance industry best practices suggest that any
subrogation recovery received be documented and recorded. The subrogation lien was forfeited for one {1)
of the two (2) Aviation claims in which third-party Fability was identified. The other claim did not have
documented evidence of a recovary received.

Litigation

The Claims Management Guide indicates there should ba an initial file analysis performed by counsel upon
consideration of counsel assignment to a claim. Of the four {4) Aviation claims we tested to which this
attribute applied, two (2) claims did not have a documented initial file analysis.

The Claims Management Guide indicates a bhudget should be developed for potential exposure value and
legal expanses. Of the four {4} Aviation claims we tested to which this attribute applied, three (3) did not
contain a documented budget far potential exposure value and legal expenses.

The Claims Management Guide states that any legal settflements be autherized by a claims director. Of the
three (3) Aviation claims we tested to which this attribute applied, one (1) did not contain documented
supervisory authorization of the legal settlement.

Closure

The Claims Management Guide sets out timing standards in terms of the initial claims handling,
investigation, and closure. The guide's bast practices state within two (2} days of claim assignment,
initiation of contacts, action plan/summary, and initial claim set-up should all be documented. The
presence of all of these elements occurring for a claim in the guide prescribed timeframe would constitute
an “aggressively” handled file, Of the 10 Aviation claims we tested to which this attribute applied, we
determined all were handled in accordance with the Claims Management Guide.

The Claims Management Guide sets forth best practice standards for on-going bill monitering, payment,
and monthly tracking. These stipulations should ensure that all bills are paid prior to a claim file being
closed; and if bills do arise after a claim is closed, they should be minimal and sparse. Of the 10 Aviation
claims we tested that were closed and to which this attribute applied, all were handled in accordance with
best practices set farth in the guide.

A timely closure process should occur for all claims as indicated throughout the Claims Management
Guide. Of the 13 Aviation claims we tested to which this attribute applied, we determined one (1} was not
closed timely. Based on commonly acespted workers’ compensation insurance industry best practices, this
would generally be within 30 days after the last reasonably expected benefit liability is paid.

Miscellaneous

As stated in the Claims Management Guide, the goal of disability management is t¢ retum employees to
work in a fimely manner. Of the 12 Aviation claims we tested to which this attribute applied, we determined
all of the claims had return to work properly documented and addressed.
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Fer of the Claims Management Guids, the topic of a SIU is addressed. 1t states the SIU should be
considered throughout the claim process, from paint of intake all the way through closure. Of the Aviation
claims we tested, use of the SIU was not applicable.

A review for Medicare coverage of eligible claimants should be conducted. All 1777 Aviation claims we
tested to which this attribute applied accounted for Medicare eligibility verification.

The Claims Management Guide states as a best practice, thorough and completed diaries are critical to
claims management. This attribute applied to 17 of the Aviation claims we tested and of those claims we
tested, we determined one (1) clam file did not have an accurate and complete diary.

Federally Funded Civilian

File Administration

The Program’s CSl the City filed with CCMSI indicates all claims and initial claim data should be reviewed
by a CCMSI supervisor when a new claim is received to make an initial compensability assessment. Of the
five (5} Federally Funded Civilian claims we tested to which this atiribute applied, supervisor review
documentation was in all of the claim files.

As previously noted, it is commanly accepted workers' compensation insurance industry best practice to
assign a claim to an adjuster within 24 business hours of the ¢laim having been received by the Program;
in order to expedite claim processing and ensure timely complation of subsequent steps after claim intake.
This testing attribute applied to all five {5} Federally Funded Civilian claims we tested, and all were
assigned to an adjuster within 24 hours,

While the Program’s Claim’s Management Guide does not govern CCMSI's practices, for testing
comparability purposes we applied the guide’s stipulations against the claims handled by CCMSI that were
subject to our testing. As stipulated by the guide, the claimant's AWW and TTD bensfit amounts should be
calculated within two (2) days of the claim being assigned to a ciaim adjuster. Of the five (5) Federally
Funded Civilian claims we tested to which this attribute applied, all had AWW/TTD calculated timely.

Initial File Review

The Program’s Claims Management Guide contains best practices to conduct an initial file analysis {"IFA"}
upon claim assignment. Grant Thomton tested IFA documentation against commonly accepted workers’
compensation insurance industry best practices that generally allow 24 to 48 hours after the claim is
assigned to an adjuster for such a review. This attribute applied to all five {5) Faderally Funded Civilian
claims tested. The timely IFA was documented for all five (5) Federally Funded Civilian claims tested.

1" Medicare does not apply to Medical Only claims as settlements do not take place for medical only claims. As such,
thera is no requirement to protect Medicare's interest where no settlemant has taken place.
L
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The Claims Management Guide contains a best practice to obtain a recorded statemsnt from all claimants.
Of the two (2} Federally Funded Civilian claims we tested to which this attribute applied, both had evidence
of a recorded statement.

The Claims Management Guide contains a best practice to obtain a witness statement on all Medical Only,
Indemnity, and Managed Medical claims. There were no Federally Funded Civilian claims we tested to
which this attribute applied.

The Claims Management Guide containg a best practice that an Action Plan/Summary should be
documentad, Of the five (5) Federally Funded Civilian claims tested to which this attribute applied, all
contained a documented Action Plan/Summary and subsequent suparvisory reviews.

The Claims Management Guide contains a best practice that compensability determinations be complate
and documented within two (2) business days after claim assignment to an adjuster. Of the five (5}
Federally Funded Civilian claims to which this attribute applied we tested, all five (5) claims contained a
documented compensability determination and it was done so in a timely fashion.

Benefit Delivery/Wages

It is the Program’s process that the assigned claims adjuster calculates AWW and TTD, and verifies the
calculation against the claimant's wage statement. Of the five {5) Federally Funded Chvilian claims we
tested to which this attribute applied, all of them had a documented AWW verification.

Per the lllinois Workers' Compensation Commission, Title 50, Chapter 8, Part 2110, Section 9110.70 of the
Joint Committes on Administrative Rules Administrative Code requires that Temporary Disability stop
letters be sent to the claimant within 14 days of benefits being stopped. Of the two (2) Federally Funded
Civilian claims wa tested to which this attribute applied, CCMSI did not send Ternporary Disability stop
letters to gither of those claimanis.

Wa identified overpayment for one (1} of the five {5) Federally Funded Civilian claims to which this attribute
applied; however, the overpayment was subsequently recovered.

Medical Review

The Program’s Claims Management Guide stipulates the claim adjuster should conduct an initial and
ongoing review of available medical records, which should be documented and summarized. Al five (5)
Federally Funded Civilian claims to which this attribute applied contained a documented medical review.

The Program’s Claims Management Guide contains a best practice to obtain a signed medical release
{(Medical Authorization Request) from the employee. All five (5) Federally Funded Civiiian claims to which
this attribute applied, had evidence of this medical release being retained.

The Pragram’s Claims Management Guide stipulates a medical canvas for additional records should be
conducted and documented and summarized. All five (5) of the Federally Funded Civilian claims we tested
to which this atiribute applied had a medical review properly documeanted.
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The Program’s Claims Management Guide references the Act's authorization to employers to conduct a
drug and alcohol test on employees after they are involved in any incident that results in a fatality or injury
which occurs while on duty or while performing acts on the behalf of the employer. Nene of the five (5)
Federally Funded Civilian claims we tested failed this attribute test.

Farms

The Act requires employars to file FROI reports for all claims resulting in more than three (3} days of lost
wages for the employee. Of the two (2) Federally Funded Civilian claims we tested to which this attribute
applied, one {1} did not contain evidence in the file that a FROI was manually filed with the lllincis Worker's
Compensation Cammission as required under Section 6{9) of the Act.

Per the lllinois Workers' Compensation Commission, Title 50, Chapter 6, Part 9110, Section 8110.70 of the
Joint Committee on Administrative Rules Administrative Code requires that delay letters be sent to the
claimant if a compensability decision will not be made within 14 days of being notified or when they are
aware of a related liability that will delay compensabiiity determination. This attribute did not apply to the
five {5} Federally Funded Civilian Claims we tested.

Per the lllinois Workers’ Compensation Commission, Title 50, Chapter 6, Part 2110, Section 8110.70 of the
Joint Committee on Administrative Rules Administrative Code requires that denial letiers be sent to
claimants within 14 days of being notified or when they are aware of a related liability if the employer
denies liability for payment of temporary total compensation with a written explanation of the basis for
denial. Of the one (1) Federally Funded Civilian claim we tested that was denied, the claim file contained
documentation of an adequate denial letter being sent to the claimant.

Reserves for claims managed by CCMS1 are documented within the tabs of the claim file. As such, the
roserves worksheet testing attribute would not have been applicable to these claims. However, Grant
Thorrton noted that all Federally Funded Civilian claims tested contained documented reserves within
claim files within ICE.

Reserves

It is the Program’s best practice that reserves for all applicable claims be set timely, which the Program
defines as two {2) business days from claim assignment to an adjuster.  Of the five (5) Federally Funded
Civilian claims we tested to which this attribute applied, one (1) did not have reserves set timely.

It is commonly accepted workers' compensation insurance industry best practice to set reserve exposure
for potential ultimate probable cost or expected future Indemnity and medical payments. Of the five (5}
Federally Funded Civilian claims we tested to which this attribute applied, all contained adequately
calculated exposure reserves.

Grant Thornton noted it is commonly accepted workers' compensation insurance industry best practice that
raserves be prapetly set to pay for future and expected bills associated with a claim, and not on an ad hoc
basis or "stair—stepping”. According to commonly accepted workers’ compensation insurance industry best
practices, reserves should be set within twe (2) business days. All Federally Funded Civilian claims we
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tasted had reserves adequately set at the onset of a claim and we did not identify a practice of "stair-
stepping™.

Subrogatlon

The Program Claims Management Guide contains a best practice that potential third-party liakility be
assessed for all applicable claims. This attribute applied to all five (5} Federally Funded Civilian claims we
tested and all addressed subrogation in the claim file.

Commonly accepted workers' compensation insurance industry best practices suggest all claims should be
assessed for potential third-party liability, and if applicable, perform a liability analysis. This attribute did not
apply to any of the Federally Funded Civilian claims we tested.

Commonly accepted workers' compensation insurance industry best practices suggest that any
subrogation recovery received be documented and recorded. This attribute applied to one (1) of the
Federally Funded Civilian claims we tested and the claim file contained documented evidence that recovery
receipt was pending at the time of testing.

Litigation

The Claims Management Guide states there should be an initial file analysis performed by counsel upon
considsration of counsel assignment 1o a claim. This attribute did not apply to any of the Federally Funded
Civilian claims we tested.

The Glaims Management Guide states a budget should ba developed for potential exposure value and
legal expenses. This attribute did not apply to any of the Federally Funded Civilian claims we tested.

The Claims Management Guide states that a claims director should authorize any legal settlements. This
attribute did not apply to any of the Federally Funded Civilian claims we tested.

Closure

The Claims Management Guide sets out timing standards in terms of the initial claims handling,
investigation, and closure. The guide states within two (2} days of claim assignment, initiation of contacts,
action plan/summary, and initial claim set-up should all be documented. The presence of all of these
elements accurring for a claim in the guide prescribed timeframe would constitute an “aggressively”
handled file. Of the five (5) Federally Funded Civilian claims we tested to which this attribute applied, we
determined all were handled in accordance with the Claims Management Guide.

The Claims Management Guide sets forth best practice standards for on-going bill monitoring, payment,
and monthly tracking. These stipulations should ensure that all bills are paid prior to a claim file being
closed: and if bills do arise after a claim is closed, they should be minimal and sparse. Of the five (5}
Federally Funded claims we tested that were closed and to which this attiibute applied, all were handled in
accordance with best practices set forth in the guide.

A timaly closure process should occur for all claims as indicated throughout the Claims Management
Guide. Of the five {5) Federally Funded Civilian claims we tested to which this atiribute applied, all were
handled in accordance with best practices set forth in the guide.
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Miscellaneous

As mentioned in the Claims Management Guids, the goal of disability management is to return employees
to work in & timely manner. Of the five (5) Federally Funded Civilian claims we tested to which this attribute
applied, we determingd all of them had return to work properly documented and addressed.

Per the Claims Management Guide, the topic of a SIU is addressed. It states the S1U should be
cansidered throughout the claim process, from peint of intake ail the way through closure. None of five {5
Federally Funded Civilian claims we tested had SIU involvement.

It is commonly accepted workers' compensation insurance industry best practice a review for Medicare
coverage of aligible claimants should be conducted. All five (5)' Federatly Funded Civilian claims we
tested to which this attribute applied accounted for Medicare eligibility verification.

The Claims Management Guide states as a best practice, thorough and completed diaries are critical to
claims management. For the five (5) Federally Funded Civilian claims we tested, we determined each
of them had an accurate and complete diary.

d. Recommendations
File &dministration

Supervisor/Director Review: Written policies and procedures should be developed, clarifying
Program management’s roles within the claims administration process from claim intake to closure.
Records should be kept and a queue created detailing new claims received, claims reviewed, and
claims still pending. Commonly accepted workers’ compensation insurance industry best practices
indicate this should be dene daily. Program management review could be implemented to ensure
accountability. All activity should be notad within the claim file review notes or Notepad.

File Assigned within 24 Hours: Claim file assignment to an adjuster should be based on daily
incoming case load and staffing levels, with exceptions made for extraordinary cases or circumstances.
Commonly accepted workers’ compensation insurance industry best practices indicate claim file
assignment should occur within 24 hours. A monitoring mechanism should be established to ensure
adherence to timely assignment of claims.

AWW/TD: The Frogram should consider adding a review procass on the 3™ business day from date of
claim receipt to ensure that AWW and TD rates are calculated and processed timely. Any exceptions
should be reviewed, recorded, and tracked for progress or lack theraof. All activity should be noted
within the claim file review notes or Notepad.

18 Medicare does not apply to Medical Only claims as settlements do not take place for medical anly claims. As such,
there is ho requirement to protect Medicare’s interest whera no settlement has taken place.
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Initial File Review

Initial File Analysis within 24/48 hrs. Written policias and procedures should be developed, clarifying
Program management's roles and review requirements within the claims administration process and
IFA. Commonly accepted workers' compensation insurance industry best practices indicate this should
be done within 24-48 after ¢laim file assignment. Program management review should be implemented
to ensure accountability and verification analysis is being performed. All activity should be noted within
tha claim file review notes or Notepad.

Recorded Statement: Program management should establish a documented and robust process
surrounding review of the Notepad Activity Report. Any new losses that have zero activity within the
Notepad or no documented attempts of contact within the designated timeline (defined in the Claims
Management Guide as no later than the end of the next business day following the first business day
reported) should be prompt notification to the claim adjuster and requirement to provide status and
follow-up. The Program should consider setting follow up diary tasks on an automatic basis which
notify Program management if claimant contact is not completed within best practice requirements.

Witness Statement: Witness statement forms could be provided to each City department's Human
Resources team for the witness to complate immediately following the injury and the staterment could
be submitted with the initial notice of injury.

Action Plan/Summary Provided: Written policies and procedures should be developed detailing roles
and responsibilities of claim adjusters and Pragram management for completing and reviewing the
Action Plan/Summary. Lack of an Action Plan/Summary in combination with an adjuster's case load
could hinder the ability of the adjuster to efficiently and effectively move threugh the claims
administration process to the detriment of the claimant and the claimant’s department as a whole.
Program leadership review/oversight should be considered for accountability purposes.

Compensability Determination Performed: Wiitten policies and procedures should be developed
detailing roles and responsibilities of claim adjusters and Program management for compensability
determination. Commonly actepted workers' compensation insurance industry best practices suggest a
supervisory report review be performed mid-month for a prior month's claims. More freguent iterations
of the report review should be considered until initial claims handling metrics are brought to appropriate
levels. Program leadership review/oversight should be considered to ensure determination is being
performed. All activity should be noted within the claim file review notes or Notepad.

Benefit Delivery/Wages

Stop TD Letters (State Regulation Section $110.70): Title 50, Chapter 6, Part 9110, Section
9110.70 of the Joint Comrmittee on Administrative Rules Administrative Code requires that Temporary
Disability stop lettars be sent to the claimant within 14 days of benefits being stopped. Whitten policies
and procedures should be developed and implemented to ensure the Program is Temporary Disability
stop letters in compliance with applicable laws and regulations.

Qverpayment an File: All overpayments we identified were related to Indemnity benefits paid after
Indemnity benefits were stopped or because of an incotrect calculation of Indemnity benefits. Periodic
supervisory review should be established to ensure claims payments are accurately made and 1o
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mitigata tha risk of overpayment. Attempt at recovery of overpayments should be made during the
course of the claim or at the time of claim settlement in an effort to recover any overpayment made. All
activity should be noted within the claim file review notes or Notepad.

Medical Review

Medical Analysis Completed: Written policies and procedures should be developed to require
Program management's review of claim adjusters conducting initial review and on-going analysis. This
could be accomplished by reviewing the Medical Notepad within iVYOS as well as medical reports and
bills housed within Coventry Connect. All activity should be noted within the claim file review notes or
Motepad.

Medical Authorization Request Sent: Written policies and procedures should be developed to
require Program management review to ensure claim adjusters obtain medical release forms, properly
document them in the Medical Notepad, and summarize them in the Action Plan/Summary Notepad.

Medical Canvas Performed: Written policies and procedures should be developed to require
Program management's review 1o ensure claim adjusters obtain medical release forms, properly
document them in the Medical Notepad, summarize them in the Action Plan/Summary Notepad, and
complete 150 indexing.

Drug Test Performed: Written policies and procedures should be developed to require Pragram
management periodically review “Examination Tracking” reports within IVOS to verify claim adjusters
administer drug and alcohol tests and document results for applicable claims.

Forms

FROI Report Filed: Whitten palicies and procedures should be developed and implemented to ensure
the Program camplies with the Act's reguirement to file FRQI reports for claims resulting in more than
three (3) days of lost wages for the employee. The Program advised Grant Thornton it will be ready for
electronic reporting of the FROI, as required by the Act effective June 2019. Failure to file electronic
FROI reports will cause the Program to be noncompliant with the Act.

Delay Letter Sent - Within 14 Days (State Regulation Section 9110.70): Written policies and
procedures should be developed and implementad to ensure delay letters are sent to the claimant if a
compensability decision will not be made within 14 days of being notified or when they are aware of a
related liability that will delay compensability determination.

Denial Letter Sent - Within 14 Days (State Regulation Section 9110.70): Written policies and
proceduras should be developed and implemented to ensure the Program issues TTD payments within
14 days of claim notification, if due. Otherwise, a denial letter should be sent to the claimant within 14
days of claim notification, if the employer denies liability for payment of temporary total compensation.
A written explanation of the basis for denial should be sent and should contain more detail than the
language currently being used.

Settlement/Reserve Analysis: A claim settlerment analysis should be completed on any claim that is
litigated or where permanent partial disability is due. This analysis should ke completed in a timely
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manner {within 30 days of demand or MMI}. Authority provided to assigned legal counsel should be
followed up on in 30 day intervals in an effort fo move the file ta conclusion in a timely manner.

A reserve analysis should be completed on each claim. The reserve analysis should be noted within
the Notepad section of iIVOS and should present a clear understanding of lost time, potential
permanent disability, current medical treatment underway, and the potential of future medical treatment
related to the injury. The reserve analysis should also account for expenses related to surveillance,
iitigation, ete.

Reserves

Reserves Set Timely/Reserve Exposure: Prograrn management should develop and implement a
process to ensure claim reserves are appropriately set and maintained throughout a claim’s lifecycle,
and not simply adjusted when bills and expenses come due {i.e., stair-stepping). The Program should
train all claims adjusters on how to set reserves for potential exposure. The training should also teach
claims adjusters on how to set reserves at ultimate probable cost to minimize the risk of under-
reserving, which can ultimately cause significant financial burdens to the Program and City.

Subragation

Third-Party Potential Liability Assessed: The Claims Management Guide provides guidance for
subrogation handling, but does not include a review process to ensure subrogation was being
assessed. Written policies and procedures should be developed in order to ensure that subrogation
potantial is either maximized or ruled out.

Liability Analysis Pravided: ' subrogation potential is identified. an analysis should be performed to
determine special considerations and the possibility of involvement of subrogation legal counsel to
maximize recovery. This should be part of the initial ¢claims handling and investigation notes, which
should be documented in the Notepad and the subrogation box in iVOS should be checked within the
claims file to confirm the claims adjuster has considered subrogation. Program management should
develop a process for reviewing claims to determine subrogation is effectively reviewsd and pursued or
ruled out.

Recovery Received: All claims require review for potential subrogation. Once subrogation is
identified, the claim adjuster should either send a lien letter or assign the claim to subrogation legal
counsel in an effort to maximize recovery. These claim files should be monitored on an ongoing basis
until recovery is received.

Litigation

Initial File Analysis / Litigation Summary: Program management should develop a procsss to
validate an initial file analysis and litigation summary are prepared for claims upon assignment to
defense legal counset. Updates should be obtained on an ongeing basis until the claim is brought to
final resolution.

Budget: If a claim is litigated, defense legal counsel should prepare & budget which is reviewead by the
claim adjuster. The adjuster and defense legal counsel should monitor the budget throughout the
litigation process to ensure it is being adhered to and defense legal counsel does excead the approved
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budget without written approval from the Program. Defense legal counsel should present the Program
with an updated budget and detailed explanation for the requested increase in writing when seeking the
Program’s approval, Written policies and procedures should be developed outlining the process for
developing the budget, the necessary details when defense lagal counsel seeks a budget increase, and
how the Program’s decision should be documented and maintained. .

Settlement Authorization Requests: Defense lagal counsel should provide a claim settternent
analysis on their assigned claim file, at the appropriate time {i.e., MMI, or upon demand from the
plaintiff attorney). Program management should review any claim settlament analysis from defense
legal counsel within 30 business days and provide settlement approval based upon their review and
knowledge of the file in conjunction with their review of defense legal counsel's analysis. Written
policies and procedures should be developed to ensure timely review of all claim settlement requests
from defense legal counsel, at all levels, to mitigate FWA risks.

The Program should reassess the parameters and all informal procedures currently in place that may
be adversely impacting DOL Torts Division attorneys’ autonomy leading to waste and abuse. The
Program and the DOL Torts Division attorneys should ensure any parameters in place are sensible and
regularly reviewed for propriety.

Closure

File Aggressively Handled: All claim files shouid be handled in an aggressive mannear 1o ensure
timely movement to closure. This is inclusive of Indemnity benefits, medical expenses, and other
expenses {e.9., surveillance}. Program management should review claims regularly (e.g. on a
quarterly basis) to ensure they move forward in a timely and effective manner.

All Bills Paid: Written policies and procedures should be implemented to ensure bills are paid prior to
claim file closure. Most, if not all, bills should be paid while the claim is still open. The claim adjuster
should track bill receipt and contact any providers where bills remain outstanding at the time the claim
file is ready for closure.

Closed Timely: Productivity requirements should be considered wherein there is a 1:1 closing ratio (a
commonly accepted workers’ compensation insurance industry standard). Claim files that remain open
beyond treatment timeframes or MMI may have reserves outstanding that can adversely affect the City
financial statements. Program management review should be implemented to ensure claims move
toward closure and handled properly.

Miscellaneous

Return to Work (“RTW”) Addressed: To effectively manage disability and workers' compensation,
the Program needs to have consistent monitoring and supervisory review surrounding its RTW policies.
Work Status tab, Notepad tab, and Claimant contact Notepad within iVOS should all be regularly
reviewed. Program management should discuss with claims adjusters why early RTW is important as
well as the cost savings that can be associated with it.

Surveillance Assigned: Written policies and procedures should be developed and implemented to
ensure the SIU is being considered throughout a claim’s lifecycle and utilized when appropriate. An
RFP process should be developed for any third-party investigative services to ensure prospective third-
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parties are cost-effective, can provide quality product, and service expectations are clearly
documented. When appropriate, the Program should also considar collaborating with the OIG for

further investigative support.

Diaries: Written policies and procedures should be developed and implemsnted for Program
management to review diaries within claims files to ensure accurate, completed claims handling cccurs

for all claims, by all claims adjusters.
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VIll. PEER JURISDICTION ANALYSIS

a. Workstream Summary

Grant Thornton was tasked with collecting, aggregating, and analyzing workers’ compensation program
data from requested peer jurisdictions and comparing that data to the City’s Program data to determine if
insights could be gleaned to develop strategies for increasing the Program’s operational effectivensss and
efficiency.

bh. Procedures Performed

Grant Thomton collected and aggregated information and data frem select peer jurisdictions. As some
jurisdictions were unresponsive 1o requests or would not provide information requested, Counsel
submitted formal Freedom of Information Act (FFOIA") requests. Data was requested from several
“sister” City agencies and large metro jurisdictions throughout the United States. See Table 2 below
for a list of jurisdictions and the status of our data requests as of the date of this report. Grant Thomton
analyzed the data received for a combination of performance statistics for fiscal years 2014 through
2018, including:

. Total dollar amount of claims paid

. Total number of claims

. Average claim amount

. Percentage of claims approved / denied

MNumber of employees on workforce

. Percentage of workforce making / being awarded a claim

. Total administrative costs

. Total administrative costs as a percentage of claims paid

= Average cost to process / manage claims {administrative unit cost)
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Agency/Jurisdiction

| City of Chicageo {Civilian, Police &
Fire) Data received
Chicago Public Schools _ Data received
Chicago Parks District Data received
Chicago Transit Autharity Data received
Denver Data received
Sacramento Data received
Seattls Data received
San Francisco Partial data received
| Dallas FOIA requested
Los Angeles | FOIA requested
Mew York City FOIA requested
Philadelphia FOIA requested
Atlanta City unresponsive -
Bostan City Lnresponsive
Houston City unresponsive
Miami City unresponsive
San Antonio | City unresponsive
Contact made - Request for
Phoenix infarmation submitted
Contact made - Request for
San Diego information submitted

Table 2: Peer Agencies and Jurisdictions
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c. Findings

Grant Thornton was unable to determine or confirm from the large metro jurisdictions whether their
reapective programs included all city workers or if separate programs administered claims for different
departments {e.g., police, fire, aviation, ar civilian}.

As a result of a multitude of factors, findings and cbservations about peer data comparison could be
readily subject to challenge and inconsistent interpretation. Such factors may include, but would not be
limited to: varying population sizes, geographies™®, municipal services provided via employees covered
by local jurisdictional workers' compensation benefit plans, and goveming laws and regulations
applicable to each jurisdiction.

A peer benchmarking exercise involving jurisdictions outside the State of lllincis would likely not provide
the City with an equivalent baseling for comparison due to differing State laws, statutes, or rules
governing workers’ compensation henefits. Furthermore, a comparison betwesn the City’s Program
and workers’ compensation benefits programs administered by “sister” agencies presents difficulty
whan trying to draw comparisons due to varying employee workforce sizes and work performed by
those employees.

d. Recommendations

The City or the Program should establish its own formal peer jurisdiction analytic program to be
performed on a periodic basis (e.g., bi-annual) to allow the City to have a better opportunity to
proactively identify unusual patterns or trends that might be indicative of FWA that other jurisdictions
are not expariencing or have put more robust controls in place to prevent and detect potential FWA,
We also recommend the City form a care group of fiscal leadership with responsibilities related to
administering and accounting for the City's Program that can pericdically connect with and network with
peers in other jurisdictions to learn what other jurisdictions are finding to be best practices to prevent
and datect FWA. The Program should consider performing a three (3} to five (5) year rolling analysis of
the Program’s financial performance with consideration of the above mentioned performance statistics.

" Geographies includes consideration for general weather patterns in each metre jurisdiction. For example,
jurisdictions in the State of California may encounter less severe weather (i.e., show and ice] compared to jurisdictions

like Boston, the City, and New York City.
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While this is not an exhaustive list, Grant Thormton idantified several general best practices commonly
found in municipal workers' compensation programs that the City of Chicago could benefit from and
should consider implementing listed below:

s FEstablishing specific reporting periads {i.e., FROI report). For example, 'Injury must ba reported
to employer within 21 days of employee injury. After 120 days the injury is non-compensable.’
NOTE: Any such City guidelines should be drafted in conformity with governing State of lllingis,
federal, and local laws and regulations.

» Establishing consistent review processes throughout the entire lifespan of the claim.

e Actively monitoring the employee recovery period and maintaining contact with the employee.

¢ Developing a robust and mandated participation and use of a return to wark program.
Maintaining reasonable reserves for anticipated future medical costs.
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