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TWO YEARS LATER: PRELIMINARY RESULTS OF CALIFORNIA 
WORKERS’ COMPENSATION REFORM OF SENATE BILL 863
The California Workers’ Compensation Reform of Senate Bill 863 was 
signed by Governor Brown on September 18, 2012 in an effort to increase 
benefits to workers while reducing costs to businesses by eliminating 
waste in the California Workers’ Compensation system. Almost two years 
after the adoption of the reform, some aspects of the bill have resulted 
in savings; however, results from other aspects are pending and there is 
concern regarding the increase in claim frequency in California. 

The primary goals of SB 863 include:1

 � Increased permanent disability benefits by 30% over two years, as 
this benefit had been reduced by more than 50% due to the prior 2004 
reform of SB 899. This permanent disability increase was supposed 
to be offset by a decrease for add-on permanent disability ratings for 
alleged psychological, sex, and sleep disorders.

 � Improving delivery of quality medical treatment to injured workers 
while decreasing unnecessary costs to employers. Some of the key 
initiatives to accomplish this goal:

 � Reduction of liens and associated costs by requiring filing fee on 
new liens and activation fee on existing liens as deterrent

 � Timely independent medical review (IMR) to resolve medical 
disputes by a doctor versus a med-legal exam or judge

 � Improvement of an employer’s ability to maintain medical control 
within the medical provider network (MPN)

 � Revision of medical fee schedules for spinal hardware and 
ambulatory surgical centers (ASC), and the updating of the 
physician fee schedules to the resource-based relative value scale 
(RBRVS) maintained by Medicare

 � Reduction of disputes and litigation costs 
by establishing fee schedules for copy 
services, interpreters, vocational experts 
and home care services

PRELIMINARY RESULTS
Based on studies conducted by the California 
Department of Industrial Relations (DIR) 
published July 17, 20142 and Workers’ 
Compensation Insurance Rating Bureau 
(WCIRB),3 the following results of SB 863 have 
so far been identified:

 � According to the DIR, SB 863 mitigated rate 
increases by 3%. Employers still received a 
rate increase of more than 10% in workers’ 
compensation costs; however, the increase was 
projected to be 14.3% without SB 863 versus 
the actual 11.3% rate increase. Despite this 
slight moderation, California still has among 
the highest charged WC rates in the country, 
per WCIRB. For 2015, the WCIRB is set to 
recommend an additional 6.7% rate increase. 
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 � The effect of the permanent disability benefit increase is 
not yet known, according to the DIR study. However, claim 
frequency has increased for California approximately 
6.2% according to WCIRB versus a decrease in frequency 
for other NCCI states. This claim increase is particularly 
notable in Los Angeles and Southern California and 
includes a higher number of claims involving multiple body 
parts. The claim frequency has continued to increase in 
Southern California in recent months. According to the 
WCIRB study, this increase in frequency is due at least in 
part to the increase in permanent disability benefits. 

 � The adoption of ambulatory surgery centers (ASC) fee 
schedules led to a reduction in facility fees by 26% of payments 
for an overall estimated savings of $80 million, per WCIRB. 

 � Removal of duplicate fees for spinal hardware resulted in a 
reduction of 56% of payments for an estimated savings of 
$110 million, per WCIRB.

 � Savings from the reduction in new liens has led to the most 
significant results. New lien filings have been reduced by 59% 
from 2011 rates, a projected savings of $270 million per year in 
litigation costs. This estimate does not include an additional 
undetermined amount of savings in nuisance settlement 
costs. The activation fee on existing liens has been temporarily 
enjoined by the U.S. District Court in the case of Angelotti 
Chiropractic, Inc., et al v. Christine Baker, et al (case 13-57080). 
Further trial level proceedings are stayed while an appeal to 
the Ninth Circuit is pending. If the Ninth Circuit upholds 
the injunction, the plaintiff will amend the complaint to seek 
an injunction against the filing fee of the new liens as well. 
Currently, the filing fees on new liens are still being collected, 
and the number of liens filed per month remains well under 
half the number filed in 2011. While there is currently a 
reprieve from new liens being filed, Willis recommends 
that employers work with their claim administrators 
to aggressively resolve existing liens and promote 
case closures in the event that this court upholds the 
injunction, removing the benefit obtained by SB 863.

Some studies indicate that medical costs may be 1.3% lower from 
2012 to 2013; however, this data may not be a good predictor of 
costs over the lifetime of a claim. Also, a recent WCIRB study4 
indicated that the anticipated savings of $390 million per year 
for IMR will not be achieved due to higher than expected use. 
The state anticipated 4,000 IMR requests a month versus the 
actual 20,000 IMR requests a month received. This has led to 
delays and has mitigated the expected reduction of frictional 
costs. The IMR vendor Maximus anticipates they will be able 
to provide IMR decisions within 45 days as of November 2014. 
However, this unexpected volume of IMR and associated delays 
may be affecting the timeliness and costs of treatment. 

A positive finding is that 80% of IMR decisions have upheld 
a utilization review (UR) finding that the treatment requests 
were not medically necessary. Although some of the preliminary 

IMR results appear favorable, many differing 
opinions were presented at the recent California 
Coalition of Workers’ Compensation Annual 
Conference regarding the status and results of 
IMR. In addition to delays in the process due to 
higher anticipated volume, various speakers at 
the conference noted delays in the IMR process 
also due to lack of pertinent information provided 
to the IMR physician. To help mitigate the 
impact of these delays, Willis recommends 
that employers work with their claim 
administrators and Willis claim consultants 
to ensure adjusters managing their claims are 
judiciously employing UR and IMR. An adjuster 
or nurse may, if appropriate, override UR to 
approve treatment, which may help negate delays 
in treatment and injured workers’ recoveries and 
ultimately help decrease costs associated with not 
only UR and IMR fees but also ongoing disability 
and potentially unnecessary litigation. 

An unexpected result of IMR is that nearly 
half (46%) of the IMR applications are 
appeals to denial of pharmaceuticals, such 
as Opioids, non-FDA-approved products, or 
off-label prescriptions. In particular, 2/3 of the 
applications for medications are on older 2001 
injuries versus only 1/4 of the IMR requests on 
new 2013 injuries. This suggests that employers 
are utilizing UR and IMR to stop overprescribing 
of medications on chronic cases. 

According to WCIRB, pharmaceutical costs 
are continuing to increase. California Workers’ 
Compensation Institute’s (CWCI) 2014 
report found that Schedule II and Schedule 
III drugs, including Morphine, Vicodin, 
OxyContin, and Fentanyl patches, have grown 
to 7.3% of California Workers’ Compensation 
prescriptions – nearly six times the amount 
noted in 2002. Over the same period, payments 
for these drugs have increased from 4.7% to 
19.6% of California WC prescription dollars. 

Given the increased costs associated with 
medications related to California claims, 
employers need to work with their claim 
administrators and Willis claim consultants 
to ensure effective use of UR and IMR to 
help manage these costs. In addition to UR and 
IMR, employers need to jointly utilize Pharmacy 
Benefit Manager (PBM) and other pharmacy 
vendors and tools to help manage cases involving 
potential drug abuse to help mitigate chronic use 
of medications and associated costs. 
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The results of the resource-based relative value scale (RBRVS) maintained by Medicare are still to be determined, as this 
initiative will not be fully implemented until 2017. This initiative was supposed to be cost-neutral; however, a study by CWCI 
indicates the adoption of RBRVS may to lead to an increase of physician spending by $250 million during a four-year period. 
The DIR will be conducting further evaluations of this initiative.

California initiatives and items that are still pending as part of the SB 863 reform include:

 � Medical provider network (MPN) regulations to be adopted by September 2014

 � Copy service fee schedule by January 2015

 � QME backlog to be under control and online ability to request QME available first Quarter 2015

 � Medical treatment utilization schedule (MTUS) revised throughout 2014 and 2015

 � Interpreter fee schedule

 � Home health care fee schedule

Overall, the recent California reform of SB 863 appears to have exceeded predicted cost savings related to liens, reduction of 
spinal cord hardware fees, and ambulatory surgical centers’ (ACS) fee schedules; however, the overall savings have yet to be 
determined pending full impact of IMR, RBRVS-based fee schedule, and other fee schedules yet to be developed. It appears the 
reform may have helped mitigate the rising costs in California but the full impact of the reform will need continued evaluation.
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1 http://www.leginfo.ca.gov/pub/11-12/bill/sen/sb_0851-0900/sb_863_bill_20120919_chaptered.html
2 http://www.dir.ca.gov/dwc/SB863/SB863.htm
3 http://www.wcirb.com/news/wcirb-releases-2013-sb-863-cost-monitoring-report
4 http://www.wcirb.com/site/search/bellusci%202014%20annual%20conference

FOR MORE INFORMATION
See the following websites which were the sources of information for this bulletin:

World Health Organization: 
www.who.int/csr/disease/coronavirus_infections/faq/en/

United States Centers for Disease Control: 
www.cdc.gov/coronavirus/MERS/about/index.html
http://www.cdc.gov/CORONAVIRUS/MERS/INDEX.HTML

Please contact your Willis Client Advocate®, Risk Control Consultant, or 
James R. Foster
Northeast Region Director
Risk Control and Claim Advocacy Practice  
732 239 8400
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