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SUBJECT: White Paper on Postal Service Participation in the Department of Labor’s
Office of Workers’ Compensation Programs
(Product Number HM-OT-06-001)

This white paper presents the results of the Postal Service Office of Inspector General’s
(OIG) review of the Postal Service’s Participation in the Department of Labor’s (DOL)
Office of Workers’ Compensation Programs (OWCP) (Project Number
05YG008HMO000). We are providing this white paper for informational purposes only
and for use when considering whether the DOL’s OWCP could be replaced with a less
costly program.

Our overall objective was to analyze positive and negative issues concerning the Postal
Service’s participation in the DOL’s OWCP. We focused on whether the OWCP
program currently utilized by the Postal Service could be replaced with a less costly
workers’ compensation program by analyzing issues and benchmarking with private
companies and nonfederal government agencies.

On the positive side, savings would most likely occur if the Postal Service had its own
workers’ compensation program. These savings would be in the areas of Continuation
of Pay (COP) elimination and a 3-day waiting period, reduced OWCP administrative
fees and Postal Service third-party administrators, physician selection, buyout options,
mandatory retirements, compensation limits and dependency status, and accountability
controls.

A negative issue was potential resistance by the Postal Service’s four major employee
unions’ if employee compensation benefits are reduced. In addition, separating the
Postal Service from OWCP would require legislative change.

"The four major Postal Service employee unions are the American Postal Workers Union, the National Association of
Letter Carriers, the National Postal Mail Handlers Union, and the National Rural Letter Carriers’ Union.



Although we had no recommendations for management, management provided
comments. Management stated the report was informative, thorough, and a well written
review of a complex program that has evolved significantly since the early 1970s.
Management also clarified issues related to COP, the 3-day waiting period, and
compensation limits. Management’s comments have been incorporated into the report.
Management's comments, in their entirety, are included in Appendix N of this report.

We appreciate the cooperation and courtesies provided by your staff. If you have
questions or need additional information, please contact Chris Nicoloff, Director, Human
Capital, or me at (703) 248-2300.

/s/ Mary W. Demory

Mary W. Demory

Deputy Assistant Inspector General
for Headquarters Operations

Attachments

cc: Mary Anne Gibbons

Ronald E. Henderson
Steven R. Phelps
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INTRODUCTION

The Office of Inspector General (OIG) analyzed major issues concerning the Postal
Service’s participation in the Department of Labor’s (DOL) Office of Workers’
Compensation Programs (OWCP). This self-initiated review focused on whether the
OWCP program currently utilized by the Postal Service could be replaced with a less
costly workers’ compensation program by analyzing issues and benchmarking with
private companies and nonfederal government agencies.

OBJECTIVES, SCOPE, AND METHODOLOGY
We discuss our objectives, scope, and methodology in Appendix A.
PRIOR AUDIT COVERAGE
We list prior audit coverage in Appendix B.

BACKGROUND

Federal Employees’ Compensation Act

The Federal Employees’ Compensation Act (FECA), enacted in 1916, provides
disability benefits to civilian federal employees who are injured in the course of federal
employment. OWCP administers FECA through 12 district offices across the United
States (U.S.). The law requires the Postal Service to participate in the OWCP and
ensure coverage for injured employees.? Changing the Postal Service's participation in
the OWCP would require an amendment to this law by Congress.

owcCP

OWCP adjudicates claims and pays compensation, medical, and death benefits for
injured federal workers, including Postal Service employees. FECA covers all medical
care that an employee needs to recover from the effects of a work-related injury,
including hospitalization, nursing services, prosthetic appliances, and the services of an
attendant when required for severe injuries.’> Payments for medical services are subject
to a schedule of maximum allowable amounts.* These benefits are paid from the
OWCP Employees’ Compensation Fund.

2U. S. Code 39, sec. 1005(c).
3Source: 2004 Federal Employee Almanac, Medical Care Benefits, page 189.
“Medical costs are limited to $1,500 per month. Source: 2004 Federal Personnel Guide, Medical Benefits, page 157.
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Postal Service Workers’ Compensation Costs

The Postal Service was the largest participant in OWCP in chargeback year

(CBY)® 2004, representing about 30 percent of the total federal workforce that
participated. It was also the largest payee to OWCP with approximately $830.1 million
in payments for the same year, or about 36 percent of the $2.3 billion in total federal
workers’ compensation payments. In addition to the $830.1 million, the Postal Service
paid chargeback billing costs for the old Post Office Department® of $22.9 million and an
administrative fee” of $44.5 million. This brings the total CBY 2004 costs to $897.4
million, as shown in Table 1.

Table 1. Postal Service’s Total Workers’ Compensation, Medical
Costs, and Administrative Fees for CBY 2004

CBY 2004
Type of Cost (millions)
Postal Service’'s Workers’ Compensation
and Medical Costs $830.1
Post Office Department Workers’
Compensation and Medical Costs 22.9
Administrative Fee 44.5
Total $897.5

Source: OWCP Chargeback Billing Summary

As shown in Table 2, for CBYs 2002 through 2004, the Postal Service accounted for
about 36 percent of the total workers’ compensation costs for each year. For the same
period, the four agencies with the next highest workers’ compensation costs were the
Departments of the Navy, Army, Air Force, and Veterans’ Affairs.

®0OWCP’s Chargeback System is the mechanism by which they bill the costs of compensation for work-related injuries
and death annually to employing agencies. The chargeback billing period is from July 1 in one year to June 30 the
following year.

®The Post Office Department incurred compensation claims before the Postal Reorganization in 1971. The U.S.
government remained responsible for paying all workers' compensation claims the Post Office Department incurred
before July 1, 1971, until the Balance Budget Act of 1997 was passed. Then the remaining liability for these claims
was transferred to the Postal Service.

" Administrative fees represent the amount OWCP assesses for managing workers’ compensation claims. The
amount paid is approximately 5 percent of the Postal Service’s medical and compensation costs. The OWCP does
not assess administrative fees for managing FECA claims classified as Post Office Department claims. See footnote
6 for a description of Post Office Department cases. The Postal Service’s administrative fees increased 35.3 percent,
from $32.9 million in CBY 2000 to $44.5 million in CBY 2004.
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Table 2. Postal Service’'s Workers’ Compensation Costs (the highest)
Compared to Federal Agencies with the Next Highest Costs
for CBYs 2002 through 2004

Postal Service and All Other Total Workers’ Compensation Costs
CBY Federal Agencies Total Percent of Total
Postal Service $852,945,2688 36
Department of Navy 245,145,141 10
Department of Army 177,250,299 8
2004 | Department of Veterans’
Affairs 155,391,237 7
Department of Air Force 129,228,862 6
All Other Agencies 779,821,626 33
Total $2,339,782,433 100
Postal Service $846,876,059 36
Department of Navy 245,461,122 10
Department of Army 181,298,121 8
2003 | Department of Veterans’
Affairs 157,315,278 7
Department of Air Force 135,508,846 6
All Other Agencies 756,828,564 33
Total $2,323,287,990 100
Postal Service $785,198,990 35
Department of Navy 248,250,399 11
Department of Army 174,832,090 8
2002 | Department of Veterans’
Affairs 151,611,682 7
Department of Air Force 132,538,462 6
All Other Agencies 727,016,264 33
Total $2,219,447,887 100

Source:
Note: For CBY 2003, rounded percents totaled 101. Therefore, we rounded down the
Department of Navy’s percent (10.57 percent to 10 percent) so that the total percent

OWCP Chargeback Billing Summaries

would equal 100.

Table 3 shows the average cost per compensation and medical case for the Postal
Service and the ranges from low to high for other federal agencies for CBYs 2002

through 2004. The Postal Service did not have the highest average cost per case when

compared to other federal agencies for CBYs 2002 through 2004. For example, in

CBY 2004, the average medical costs per case ranged from $1,567 for the Corporation
for National and Community Service to $5,446 for the Executive Office of the President.

For the same year, the Postal Service averaged $2,485 per case.

8The amounts for the Postal Service in CBYs 2002 through 2004 include workers’ compensation and medical costs

for the Post Office Department. The amounts do not include the administrative fees.
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Table 3. Average Costs per Case for the Postal Service and Other Federal
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Agencies’ Workers’ Compensation Cases (Ranging from Low to High)
For CBYs 2002 through 2004

Postal Service

and Other Compensation - Average Compensation - Average
Federal Medical - Average Cost per Case Cost per Case
CBY Agencies Cost per Case (Non-fatal) (Fatal)
2004 | Postal Service $2,485 $14,951 $22,283
Lowest Highest Lowest Highest Lowest Highest
Corporation Department
for National Executive P of Executive Executive Environmental
Other Agencies and Office of the Office of the | Office of the Protection
. . Homeland . .
Community President . President President Agency
Servi Security
ervice
$1,567 $5,446 $15,702 $48,058 0 $52,377
2003 | Postal Service $2,465 $15,466 $21,636
Lowest Highest Lowest Highest Lowest Highest
Government Executive Executive
S A Peace Department of A Department of
Other Agencies Printing Office of the . Office of the X
g Office President Corps Transportation President Education
$1,681 $8,965 $15,029 $41,807 0 $40,084
2002 | postal Service $2,310 $14,091 $21,867
Lowest Highest Lowest Highest Lowest Highest
Corporation
Golz\,/ﬁr:rt]i:]ent for ’\;it(;onal Depagcment Executive Executive Federal
Other Agencies g . Office of the | Office of the Judiciary
Office Community | Commerce . .
. President President
Service
$1,922 $7,012 $14,240 $47,055 0 $42,678

Source: OWCP Chargeback Billing Summaries

Appendices C, D, and E show the average total workers’ compensation costs and
numbers of medical and compensation cases for CBYs 2002 through 2004 for all
agencies whose workers’ compensation programs are administered by OWCP.

Administrative Fees Paid to OWCP

The Postal Service is one of 18 non-appropriated agencies that pay OWCP an annual
administrative fee for managing FECA claims for their employees. (See Appendix F.)
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Table 4 shows that during CBY's 2002 to 2004, the Postal Service paid over 90 percent

of the total administrative fees assessed to federal agencies that paid fees.

Table 4. Postal Service’'s Administrative Fee Compared to Other
Nonappropriated Federal Agencies for CBYs 2002 Through 2004

Postal Service and Other
Nonappropriated Federal

Compensation

Administrative Fee

Postal Service’s
Percentage of Total

CBY Agencies (in millions) (in millions) Administrative Fee
Postal Service $830.1 $44.5 92.1
2004 | Other Nonappropriated Federal
Agencies 71.7 3.8 7.9
Totals $901.8 $48.3 100.0
Postal Service $822.7° $44.5 91.7
2003 | Other Nonappropriated Federal
Agencies 74.4 4.0 8.3
Totals $897.1 $48.5 100.0
Postal Service $759.8 $45.2 92.2
2002 | Other Nonappropriated Federal
Agencies 76.1 3.8 7.8
Totals $835.9 $49.0 100.0

Source: OWCP

Compared to other federal agencies that pay administrative fees, the Postal Service
pays an equitable share at a rate of approximately 5 percent of its medical claims and
compensation costs. This is the same percentage paid by the other agencies. For
example, the Postal Service paid $44.5 million in administrative fees for CBY 2004, or
about 5 percent of the $830 million it paid in chargeback costs. Appendix F shows the
administrative fees paid by the Postal Service and each participating federal agency for
CBYs 2002 through 2004.

Strateqgies and Accomplishments in Postal Service Transformation Plan

In the April 2002 Transformation Plan, the Postal Service stated it would implement a
number of strategies to “push business effectiveness and operational efficiency.” One

of the strategies outlined, performance strategy 10, was to reduce workers’

compensation costs by working with DOL on new initiatives and regulatory changes.®

In the November 2004 Transformation Plan Progress Report, the Postal Service charted
five strategies to reduce workers’ compensation costs and provided its results to date,
as Table 5 shows.

This amount does not include the Post Office Department claims because administrative fees are not assessed for
managing those claims.
%y, S. Postal Service Transformation Plan, Appendix O, Performance-Based Strategies, April 4, 2002.
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Table 5: Transformation Plan Progress Report 2004: Strategies to
Reduce Workers’ Compensation Costs

In Progress/Under

Strategies Development Completed
Expand Preferred Provider Organization Program
with First Health Group (FHG) and OWCP X
Move all FECA recipients to FECA annuity at age 65 X
Encourage OWCP to revise current regulations to
allow direct contact with treating physician X

Private sector outplacement of injured Postal Service
employees and creation of new internal positions to

accommodate injured workers X
Interagency work cooperation to attain organizational
objectives X

The partnership with FHG has been successful, as the Postal Service has realized
about $2.2 million in savings over a 4-year period."" In addition, from May 2002 through
January 2005, the Postal Service placed a total of 112 employees with new employers
under the OWCP’s Vocational Rehabilitation Program.

President’'s Commission on the U.S. Postal Service

In December 2002, the President created the President’'s Commission on the U. S.
Postal Service (Commission). A key objective of the Commission was to determine the
flexibility the Postal Service should have to control costs in response to financial,
competitive, and market pressures. The July 2003 Commission report stated that since
the Postal Service has a unique businesslike charter, the agency should be given relief
from provisions of FECA that create costly unintended consequences.

Review Results

We analyzed issues related to the Postal Service having its own workers’ compensation
program separate from the DOL OWCP, and benchmarked with 11 organizations —

five private companies and six nonfederal agencies. Of the five private companies, four
were Fortune 500 companies.'> See Appendix G for profiles of the 11 organizations.

We identified positive and negative issues that may affect savings if the Postal Service
has its own workers’ compensation program. Our analysis suggested that savings and
a positive impact would most likely occur in the areas of:

""The FHG reviews medical bills for injury compensation.
"?The Fortune 500 is a ranking of the top 500 United States corporations as measured by gross revenue.
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e COP elimination and a 3-day waiting period

Reduced OWCP administrative fees and Postal Service third-party administrators
(TPASs)

Physician selection

Buyout options

Mandatory retirement

Compensation limits and dependency status

Accountability controls

The negative issues that may affect a compensation program for Postal Service workers
are the potential for resistance by the Postal Service’s four major employee unions’? if
employee compensation benefits are reduced. In addition, separating the Postal
Service from OWCP would require legislative change.

We identified the positive and negative issues through analyses of three selected
reports addressing significant workers’ compensation issues — a Postal Service internal
draft proposal,’™ a Deloitte & Touche study,'® and an Ernst & Young Limited Liability
Partnership (LLP) report.'® Appendix H summarizes the reports. We also held
discussions with Postal Service officials, reviewed other reports and testimonies, and
conducted benchmarking studies.

Positive Issues Reqgarding a Postal Service Workers’ Compensation Program

We identified a number of issues that could positively affect the Postal Service if it had
its own workers’ compensation program. All of the issues identified, however, require
legislative changes to FECA and must be enacted by Congress. These issues are
discussed below.

COP Elimination and 3-day Waiting Period

Under FECA, COP" is a benefit where an employer continues regular pay for up to

45 calendar days for a federal employee who has sustained a traumatic injury.'® During
this period there is no charge to the employee’s sick or annual leave. If the disability
continues for more than 45 days, workers’ compensation replaces regular pay.
According to the Postal Service’s internal draft proposal to move Postal Service
workers’ compensation coverage to its own program,’® legislative changes to FECA

3The four major Postal Service employee unions are the American Postal Workers Union, the National Association of
Letter Carriers, the National Postal Mail Handlers Union, and the National Rural Letter Carriers’ Union.

“Proposal to Move Postal Workers’ Compensation Coverage to a Postal Service Workers’ Compensation Act is an
October 2003 Postal Service internal document.

®USPS Workers’ Compensation — Options Available to Assist the U. S. Postal Service for Improving Delivery of
Workers’ Compensation Benefits, Reducing Costs, and Strengthening Accountability.

'8y, S. Postal Service, Analysis of Potential Savings: FECA vs. State Act Coverage of Workers' Compensation.
""COP is deducted immediately from the Postal Service budget because it is a continuation of the employee’s regular
pay.

'®A traumatic injury is defined as a wound or other condition of the body caused by external force, including stress or
strain. It must be caused by a specific event or incident or series of events or incidents in a single day or work shift.
*The proposed new program would be the U. S. Postal Service Workers’ Compensation Act (USPS Act).
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would eliminate COP when an employee reports an injury and would institute a 3-day
waiting period before workers’ compensation begins. Under this proposal, an employee
could use sick or annual leave or leave without pay during the 3-day waiting period.

The proposed changes would save the Postal Service substantial funds each year.
Specifically, a Postal Service official stated that imposing a waiting period before
granting an injured worker compensation may encourage the employee to return to
work sooner.

In addition, responses to our benchmarking study showed that two of the six nonfederal
government agencies have a program similar to FECA’s COP program. Specifically,
one agency's program is modeled after FECA's program. The other agency's
employees (full time permanent) are paid the first week of disability which is 100 percent
of the employee's salary. The four remaining agencies require a 3- to 7-day waiting
period before compensation benefits begin.

Reduced OWCP Administrative Fees and Postal Service TPA

As previously stated, the Postal Service is 1 of 18 nonappropriated agencies that pay
OWCP an annual administrative fee for managing FECA claims for their employees.
The rate these agencies (including the Postal Service) pay is about 5 percent of the
agency'’s total annual chargeback costs. Postal Service officials agreed with the OIG
that a possible method of reducing administrative fees would be if the OWCP calculated
fees fozroolder cases (which take less time to manage) at a lower rate (or on a sliding
scale).

The Postal Service’s draft proposal and the Deloitte & Touche study indicate that the
Postal Service could reduce administrative fees by contracting with TPAs instead of
using the OWCP to process and manage injury claims. For example, a Postal Service
official explained that the TPAs generate savings by discounting medical claims. These
discounted claims would be paid to contracted physicians, and the resulting gain
share?’ would be divided between the Postal Service and the TPAs.

The Deloitte & Touche study suggested the Postal Service use a TPA in place of the
OWCP to provide better control over claims administration, benefits delivery systems,
and cost containment, potentially reducing administrative costs. Our benchmarking
data showed that two of the six nonfederal government agencies and all five private
companies use TPAs. Further, one private company indicated that its economic
analysis showed savings by using TPAs versus in-house staff, in addition to cost
savings from a technological aspect. Specifically, the TPAs had the software necessary
to process claims.

“The OIG plans to review DOL’s calculation of the administrative fees assessed to the Postal Service.
2N gain share is a contractual term that describes the percentage of savings divided between a TPA and the
company to which it provides its services. The contract usually predetermines the percentage of split.
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Physician Selection

Postal Service employees on OWCP are allowed to select their attending physicians,
which is different than some of our benchmarking organizations allow. Specifically, all
five private companies (guided by statutory regulations) and four of the six nonfederal
government agencies select the physicians for their injured employees. This, as well as
the Postal Service’s internal draft proposal, suggests that employer selection of treating
physicians would enhance injury case management, and therefore potentially reduce
workers’ compensation costs. For example, allowing the Postal Service to choose the
physician and actively manage the case with the physician, including discussions of the
employee’s status, could result in the employee returning more rapidly to productive
work, with or without restrictions.

Buyout Options

OWCP regulations do not allow the Postal Service to offer its injured employees buyout
options.?? According to the Postal Service internal draft proposal, if buyouts were
offered, workers’ compensation claims could be settled. Further, when a mutual
agreement is reached, an injured employee could be asked to resign under a buyout
option, saving additional costs.

All five of the private companies and three of the six nonfederal government agencies
we benchmarked with, offered their injured employees buyouts. Some offers included
the employee’s resignation from the organization. One private company realized an
estimated savings of $9 million over a 3-year period (calendar year [CY] 2001 to 2003)
by offering buyouts to 766 injured employees who accepted the offers.

Mandatory Retirements

Federal employees receiving workers’ compensation and reaching retirement age are
not required to retire, and often stay on the workers’ compensation rolls indefinitely,
receiving a higher pay than might be received from a normal retirement.

The OIG issued two reports® in 2003 which supported legislative reform that would help
reduce the current number of employees on the periodic rolls.>* The March 2003 report
stated that legislative reform is needed to address concerns that FECA has become a
retirement system for injured workers. The report stated that for CBY 2002, Postal
Service employees age 55 and older made up 49 percent (6,500) of the approximately
13,400 employees on the periodic rolls. Since the Postal Service’s workers’
compensation costs accounted for 35 percent of the total program costs for FY 2002,

2N buyout option is when an employee is offered a one-time lump sum payment in place of payments over a period
of time. Postal Service officials stated that a buyout could consist of an amount offered to an injured employee to
settle a workers’ compensation claim, and could also include the employee’s resignation from the agency.
ZRetirement Eligible Postal Service Employees on the Workers’ Compensation Periodic Rolls (Report Number
HK-MA-03-001, March 21, 2003); and Comparison of Retirement Benefits to Workers’ Compensation Benefits for
Employees on the Periodic Rolls (Report Number HM-AR-04-001, December 12, 2003).

24Employees on the periodic rolls have permanent disabilities or injuries that have lasted or are expected to last for
prolonged periods (over 1 year).
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legislative reform to reduce the number of employees on the periodic rolls would reduce
compensation costs and give the Postal Service financial relief.

The OIG’s December 2003 report stated 55 is the age at which most employees are first
eligible for voluntary retirement. However, there is no requirement to remove an
employee who has reached retirement age from the periodic rolls. The report stated the
Postal Service could save $19 million over a 10-year period if it required 255 totally
disabled employees to retire under the applicable retirement system.

The Postal Service’s internal draft proposal also suggests retirement for eligible injured
employees on the workers’ compensation rolls, as did the Ernst & Young LLP report,
which addresses legislative changes and FECA reform when retirement is mandated for
claimants reaching retirement age.

Responses to our benchmarking survey showed that none of the organizations required
injured employees to retire when eligible. Further, two benchmarked organizations
acknowledged that injured employees have an advantage when staying on workers’
compensation. Specifically, one cited the tax-exempt benefit and the other cited the
potentially higher workers’ compensation benefits compared to retirement annuities.

Compensation Limits and Dependency Status

The OWCP provides injured Postal Service employees without dependents 667 percent
of their salary (tax-free) as compensation and allows 75 percent for injured employees
with dependents. The Postal Service’s internal draft proposal recommends that the
maximum rate of compensation be reduced to 66% percent of salary for all injured
employees, which would result in substantial savings to the Postal Service.

Our benchmarking showed that all five of the private companies’ and five of the six
nonfederal government agencies’ wage compensation was limited to, generally between
66% and 70 percent, depending on statutory limits. One organization had the same
limits as the Postal Service.

Accountability Controls

The Postal Service has limited accountability over the claims processing of its workers’
compensation cases. One Postal Service official told us it is difficult to manage cases
when the Postal Service is limited to starting the paperwork, and everything else
associated with the case is managed at and by the OWCP. For example, the official
said that to obtain a copy of the case file, the Postal Service must request it from
OWCP.

The Postal Service’s internal draft proposal and a Postal Service official indicated that
tighter accountability over its workers’ compensation program is needed and could
result in savings. For example, a contracted TPA who participates in a gain share
program with the Postal Service and provides immediate case management would most
likely be motivated to ensure that overpayments are decreased and third party

10
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recoveries are pursued. The Deloitte & Touche study also suggested that the Postal
Service could model the private sector by obtaining a TPA to replace OWCP for tighter
accountability over claims management, and thus could reduce costs.

Negative Issues Regarding the Postal Service Workers’ Compensation Program

We found two issues that may cause a negative situation if the Postal Service pursues
having its own workers’ compensation program.

Unions’ Reactions

The Postal Service’s workers’ compensation program, under current FECA guidelines,
is one of the most generous compensation programs nationwide. The Postal Service’s
internal draft proposal indicates that if changes to FECA were proposed and the Postal
Service developed its own workers’ compensation program and implemented cost-
saving measures, the unions may resist these changes. For example, if injury costs
were reduced by 20 to 25 percent each year, and disability compensation costs and
days off were reduced, the unions may perceive this as a reduction in employee
benefits and object to proposed changes in FECA legislation and subsequent changes
to Postal Service workers’ compensation program.

Legislative Change

The law mandates that the Postal Service participate in the OWCP. All the sources we
researched acknowledged that legislative change would be the primary challenge in
separating the Postal Service from the OWCP.

In addition, our sources encouraged further study of the quality and cost-effectiveness
of any services the Postal Service receives in comparison to other federal and
nonfederal government entities and the private sector, with emphasis on industry best
practices. We believe this white paper provides a good start for any additional work in
this area.

Additional Data Comparisons with Benchmarking Organizations

In addition to the information we obtained from the 11 benchmarked organizations
discussed in this report, we obtained additional data on workers’ compensation
programs to make comparisons with the Postal Service’s current program. Those
comparisons are discussed below.

e The DOL provides annual increases to injured employees’ compensation in the
form of cost of living adjustments (COLAs), while most benchmarked
organizations do not. These annual increases are included in the costs billed
annually to the Postal Service. (See Appendix |.)

11
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e The Postal Service’s workers’ compensation program is similar in some respects
to those of the 11 benchmarked organizations. For example, the number of
benefit weeks generally is not limited for compensation or medical payments. In
addition, 10 of the organizations do not require injured employees to retire when
eligible. (See Appendix J.)

e The Postal Service’s average workers’ compensation expense was more than
that of six of the 11 organizations that provided information.?®> Specifically, the
average cost for the 10 organizations ranged from $2,362 to $16,952, with the
Postal Service averaging $6,453. For some organizations, the average was
based per case and for some per employee. In addition, the information for
some organizations was based on FY 2003 and for others on CY 2003. (See
Appendix K.)

We asked the 11 organizations for data concerning the numbers of accidents and
injuries (by ratio or average) to compare them to the Postal Service. However, the
organizations did not track the data separately per year, and therefore very little
information was provided. Appendix L shows some data for accidents and injuries.

Draft Leqislation

As outlined in this white paper, proposed legislative changes to FECA affecting the
areas of COP, administrative fees, physician selection, buyout options, mandatory
retirements, and compensation limits may provide savings to the Postal Service. For
example, current legislation under consideration by the senate (S.662) would change
OWCP regulations by requiring a 3-day waiting period before workers begin to receive
COP, unless the disability exceeds 14 days or becomes permanent. S.662 also
requires injured eligible employees on the rolls of OWCP to convert to a retirement
annuity or have their compensation benefits reduced once they reach retirement age.

The DOL is also considering some changes to FECA, as outlined in a March 14, 2005,
draft bill titted Federal Employees’ Compensation Act Amendments of 2005.
Specifically, the draft bill contains the following:

COP — Waiting Period

Section 107, Waiting Period, would amend Sections 8117 and 8118 of the
FECA to place the 3-day waiting period immediately after an employment
injury. Prior to the 1974 amendments, the FECA had a 3-day waiting
period at the beginning of compensation entittement. However, with the
advent of COP in the 1974 amendments, the 3-day waiting period was
placed after the 45-day COP period, so that the waiting period had no

%The Postal Service’s and two companies’ average expense was determined by dividing the total expense for 2003
by the number of cases. For the Postal Service and these companies, some employees may have more than one
“case.” The average expense for eight other companies was determined by dividing the total expense by the number
of employees. The remaining company did not provide information regarding its number of employees or cases.
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effect in the majority of cases. This amendment is intended to reinvigorate
the effectiveness of the 3-day waiting period. [f the temporary disability
exceeds 14 days or is followed by permanent disability, the first 3 days of
temporary disability will be converted to COP.

Retirement

Section 101, Conversion Entitlement and Reporting Requirements,
Subsection (d) would amend Section 8105 of the FECA. Benefits for total
disability recipients (called conversion entitlement) would be reduced to
50 percent of a claimant’s monthly wages when the injured employee
reaches retirement age, as defined in Section 216 of the Social Security
Act, or 1 year after the employee began receiving compensation,
whichever is later.

Dependency Status

Section 103, Augmented Compensation for Dependents, would remove the
entitlement to augmented compensation for any injury occurring on or after the
date of enactment, and for any new claim for a period of disability beginning on
or after the date of enactment. For such injuries and claims, the basic
compensation rate would be 70 percent of monthly pay, as provided by Sections
8105(c) and 8106(b), respectively, and there would be no increased entitlement
to augmented compensation on the basis of dependents.

We are encouraged by the potential changes to legislation and believe that, if enacted,
they will result in savings for the Postal Service and other federal agencies. However,
according to an official with the DOL’s Office of the Solicitor, as of May 26, 2005, the
legislative package had not been transmitted to Capitol Hill because DOL had not found
a sponsor for the legislation.

Conclusion

The Postal Service is required by law to participate in the OWCP, however, aggressive
proposals for legislative change to FECA may be viable and appropriate if they provide
employees with compensation program elements equivalent to other nationwide
companies and government agencies. In addition, changes to FECA guidelines may
provide the Postal Service with substantial savings. For example, a Postal Service
official estimated that an in-house workers’ compensation program could result in
approximately $146 million a year in savings to the Postal Service in some areas. This
official also believes the Postal Service could realize an additional $45 million over a 5-
year period, if they made retirement mandatory and reduced compensation payments to
70 percent.

The information provided in this white paper is for use by Postal Service managers, for

their consideration in determining the options available for the Postal Service to meet its
workers’ compensation needs. Any consideration of the Postal Service moving from the
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OWCP to a less costly program of its own should include an in-depth review of all costs
to fully validate the savings that can be realized. The savings validation and a detailed
workers’ compensation plan could then be presented to Congress for its consideration

in making legislative changes.

Although the benchmarking data provided in this report cannot be verified by the OIG,
the data can be used as indicators of private sector and nonfederal government agency
workers’ compensation program costs and best practices.?

Management’s Comments

Management stated the report was informative, thorough, and a well written review of a
complex program that has evolved significantly since the early 1970s. Management
also provided the following clarifications to issues related to COP, the 3-day waiting
period, and compensation limits:

e Every state workers’ compensation program has a waiting period of 3 days
(22 states) or 7 days (22 states) with the remaining states having a 4- or 5-day
waiting period. The FECA COP does not have a waiting period until the
employee has completed 45 days in a COP status. This is a significant
difference between the state programs and FECA.

e The only program with 100 percent of salary paid is the FECA COP.
Forty-seven state programs pay 67 percent or less, or the equivalent of 70 to
80 percent of post-tax income. The other three states pay 70 percent of income
— which is still less than the 75 percent FECA allows for employees with
dependents. The FECA benéefit is by far the most generous in the United States
and gives an incentive to employees to remain on compensation instead of
working to return to their pre-injury positions.

e The potential for 75 percent of a person’s salary tax-free is too generous,
especially when coupled with the potential COLAs that can occur in a given year.
Management stated, over the last 33 years, the annual COLA averaged
4.6 percent, with 4 years that had double digit adjustments and 5 years with more
than one COLA. Although the COLAs for the last 5 years have been less than
average, the potential for double-digit increases still exists.

Management’'s comments, in their entirety, are included in Appendix N of this report.

%The American Productivity and Quality Center Benchmarking Terms state, “There is no single ‘best practice’
because best is not best for everyone. Every organization is different in some way. What is meant by 'best’ are
those practices that have been shown to produce superior results, selected by a systematic process, and judged as
exemplary, good, or successfully demonstrated. Best practices are then adapted to fit a particular organization.”
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APPENDIX A. OBJECTIVES, SCOPE, AND METHODOLOGY

Our overall objective was to analyze positive and negative issues concerning the Postal
Service’s participation in the OWCP, in particular whether or not they can replace the
program with a less costly one. Our sub-objectives were to:

1. Analyze issues pertaining to the Postal Service having a program separate from
the DOL’s OWCP.

2. Research and benchmark with private companies and other nonfederal
government agencies that have their own workers’ compensation programs and
determine the related costs.

We analyzed selected issues related to the Postal Service having a program separate
from the OWCP by reviewing three reports that addressed significant workers’
compensation issues that may arise if the Postal Service has its own program. The
three reports we analyzed are:

e Proposal to Move Postal Workers” Compensation Coverage to a Postal
Service Workers’ Compensation Act, Postal Service internal draft proposal,
October 2003.

e USPS Workers’ Compensation — Options Available to Assist the U. S. Postal
Service for Improving Delivery of Workers’ Compensation Benefits, Reducing
Costs, and Strengthening Accountability, Deloitte & Touche, June 2003.%"

e U. S. Postal Service, Analysis of Potential Savings: FECA vs. State Act
Coverage of Workers’ Compensation, Ernst & Young LLP, November 1995.%

Appendix H gives summaries of the reports. We also reviewed other reports and
testimony related to our review subject and held discussions with Postal Service
officials. Appendix B lists the other reports and testimony.

During the audit planning stage, we determined that 10 to 15 organizations (both private
and state) would be selected for benchmarking, knowing that some would decline to
participate. The rationale we used to choose a judgmental sample of organizations we
benchmarked with is as follows.

We researched 29 private companies and nonfederal government agencies® and
identified them as our universe. We then contacted the companies and requested their
assistance with our benchmarking project. In response, 11 of the 29 organizations

(5 private and 6 nonfederal) with workers’ compensation programs agreed to participate

#Deloitte & Touche conducted this study at the request of the President's Commission on the United States Postal
Service.

BThis study was conducted by Ernst & Young LLP and contracted for by the Postal Service.
The 29 organizations consisted of 19 private companies and 10 nonfederal government agencies.
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and return completed questionnaires to us. In order to make the comparisons, the
Postal Service agreed to complete one of our benchmarking questionnaires.

Data specific to the 11 organizations are shown in a random, generically labeled
manner (Company A, Company B, etc.) so as not to disclose any proprietary
information. (See Appendices |, K, and L.)

We reduced our initial universe of 29 organizations to benchmark with because only
11 organizations agreed to participate.

To conduct our benchmarking, we worked with the OIG statistician and used a
judgmental sample to benchmark with external organizations. We identified the
organizations through team brainstorming efforts and input from Postal Service officials.
Initially, we referred to the U.S. Chamber of Commerce's 2004 booklet titled Analysis of
Workers' Compensation Laws to research state information. To make a selection, we
reviewed private companies’ and states' information regarding workers' compensation
programs, if available (including percentages of compensation entitlements). We
considered the following information:

e Industry type.
e Size of organization.

e Type of workers’ compensation program (if mentioned on Web sites and in other
research materials).

e Costs of administering the program.

e Location of the organization’s headquarters, point of contact, and Web site
address.

We selected large private companies and both large and small nonfederal governmental
organizations. We selected companies and states from different sections of the
country. Based on this information, we selected five private companies and identified
six®® nonfederal governmental agencies. We judgmentally selected the latter six based
on size and the type of workers’ compensation programs currently in place.

The benchmarking questionnaire we developed covered topics including size of the
workers’ compensation program, costs, and administration issues. We discussed our
questionnaire with Postal Service officials before administering it to the organizations
and incorporated their comments, as appropriate. Through this benchmarking effort, we

*Fijve of the nonfederal governmental agencies agreed to participate in our benchmarking efforts. During our
entrance conference, Postal Service officials asked the audit team to add four state agencies to the list for potential
benchmarking efforts; however, only one of the four states participated.
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identified external workers’ compensation programs for comparison to the Postal
Service’s OWCP program. Our benchmarking initiatives were intended to determine
how organizations were managing workers’ compensation programs, and to determine
whether the Postal Service could implement similar programs or program elements. We
compiled the data obtained from the benchmarked organizations and found numerous
similarities between the responses received from the Postal Service and the

11 organizations. (See Appendix J.)

We also reviewed a report published by the American Productivity Quality Center on
benchmarking to ensure that we were following current business practices in our
approach to benchmarking.

This review was conducted from November 2004 through October 2005. We discussed
our conclusions and observations with management officials and included their
comments where appropriate.

Data Reliability Testing

We relied on data from the benchmarking questionnaires, and we concluded that the
data were sufficiently reliable to be used in meeting the objectives of this white paper.
The information is based on data received from our benchmarking clients, and therefore
cannot be verified by the OIG. Specifically, the American Productivity and Quality
Center Benchmarking Terms state:

There is no single ‘best practice’ because best is not best for everyone. Every
organization is different in some way. What is meant by ‘best’ are those practices
that have been shown to produce superior results, selected by a systematic
process, and judged as exemplary, good, or successfully demonstrated. Best
practices are then adapted to fit a particular organization.
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APPENDIX B. PRIOR AUDIT COVERAGE

Reports

Verification of the Anticipated and Realized Medical Cost Savings Resulting From the
Postal Service’s Contracts With First Health Group Corporation (Report Number
HM-AR-05-005, May 9, 2005). The report stated the Postal Service was successful and
realized $2.2 million in savings over a 4-year period. Although this was not the

$30 million annual savings the Postal Service anticipated, it is working with the DOL and
FHG to improve the savings. The report also stated the OIG determined that four of the
five recommendations in the previous OIG report were implemented and, although
recommendation 2 was not fully implemented, there was no effect on the current
contract. Further, the report stated the current FHG contract needed no modifications.

Fee Schedule Impact of Office of Workers” Compensation Programs Medical Fee
Schedule on Postal Service Medical Costs (Report Number HM-AR-05-002, March 29,
2005). The report concluded that overall, the medical fee schedule for physicians’
professional services had a positive impact on the Postal Service’s medical costs.
Specifically, for those charges that had a maximum allowable amount established,
OWCP paid medical providers about $939 million less than the maximum allowable
amounts for CBYs 1997 to 2003. In addition, OWCP paid medical providers about
$528 million less than the amount providers billed for CBYs 1997 to 2003. Further,
although some medical charges did not have maximum allowable amounts established,
OWCP independently reviewed the charges, resulting in payments made at or below
what the providers billed.

Comparison of Retirement Benefits to Workers’ Compensation Benefits for Employees
on the Periodic Rolls (Report Number HM-AR-04-001, December 12, 2003). This report
stated 55 as the age at which most employees become eligible for voluntary retirement.
However, there is no requirement to remove an employee who has reached retirement
age from the periodic rolls. The audit found the Postal Service could save $19 million
over a 10-year period if it required 255 totally disabled employees to retire under their
applicable retirement system.

Retirement-Eligible Postal Service Employees on the Workers’ Compensation Periodic
Rolls (Report Number HK-MA-03-001, March 21, 2003). This report disclosed Postal
Service employees age 55 and older make up 49 percent (6,500) of the approximately
13,400 employees on the periodic rolls. Further, 70 percent (9,345) of the employees
on the periodic rolls are totally disabled with little or no future reemployment potential, or
reemployment has not been determined. Reform of the FECA is needed to address
concerns that the act has become a retirement system for some workers’ compensation
beneficiaries. These reforms, if implemented, would decrease the number of
employees on the periodic rolls and would reduce compensation costs.

Postal Service’s Increased Workers’ Compensation Costs (Report Number
OIG/HK-OT-02-001, August 29, 2002). This white paper summarized the reasons why
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the Postal Service’s workers’ compensation costs have increased. The report stated
that FECA required the Postal Service to be part of the DOL’'s OWCP.

Workers' Compensation: Selected Comparisons of Federal and State Laws (Report
Number GAO®'/GGD-96-76, April 1996). The report presented factual comparisons of
benefits and other provisions of federal and state workers’ compensation laws.

FECA: Issues Associated With Changing Benefits for Older Beneficiaries (Report
Number GAO/GGD-96-138BR, August 1996). The report provided a profile of
beneficiaries on the long-term FECA rolls, with information on their ages, time on the
rolls, and amounts paid; the pros and cons of changing FECA benefits for older
beneficiaries; and questions and issues the Congress might consider if crafting benefit
changes.

Testimonies

Recent GAO Reports on FECA, September 1997, Testimony (GAO/T-GGD-97-187).
The testimony summarized some reports GAO completed regarding FECA. The reports
addressed the recovery of COP benefits in cases where third parties were liable for
injuries; selected comparisons of FECA provisions with provisions of other federal and
state workers’ compensation laws; and issues associated with changing benefits for
older FECA beneficiaries.

Workers’ Compensation Claims and the Federal Employees’ Compensation Act,
April 2003, Testimony. The testimony provided by William P. Tayman, Jr., Postal
Service, Manager, Corporate Financial Planning, to The President's Commission on the
U. S. Postal Service gave an overview of the magnitude of workers’ compensation costs
to the Postal Service and provided comments on legislative reform opportunities.

¥Government Accountability Office.
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APPENDIX C. AVERAGE COST AND NUMBERS OF WORKERS' COMPENSATION MEDICAL AND COMPENSATION
CASES (NONFATAL AND FATAL) FOR FEDERAL GOVERNMENT AGENCIES PARTICIPATING IN OWCP FOR CBY 2004

Medical Cases Compensation Cases (Nonfatal) Compensation Cases (Fatal)
Average
Cost per Average Cost Average Cost