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Approved: Date: 
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SUBJECT: REPORT ON RFP FOR WORKERS' COMPENSATION COST 
CONTAINMENT SERVICES 

RECOMMENDATION 

Adoption of a resolution authorizing the City Manager to negotiate and execute an agreement 
with Fair Isaac Corporation to provide workers' compensation cost containment services at a cost 
not to exceed $750,000 during the period July 1,2007 to June 30,2008, with four one-year 
options to renew at a cost not to exceed $750,000 per year, subject to annual appropriation of 
funds by the City Council. 

OUTCOME 

Approval of this Agreement will allow the City to continue its workers' compensation cost 
containment program to provide excellent medical care in a cost effective manner with medical 
bill review, Preferred Provider Organization discounts, utilization review of treatment plans to 
ensure appropriate and quality care for injured workers, and medical case management to assist 
injured employees in understanding their treatment plans. 

BACKGROUND 

The City spends $20 million annually for workers' compensation benefits with medical 
expenditures comprising 50% of the total program costs. The primary goal of the workers' 
compensation program is to provide excellent medical care for injured employees along with 
providing benefits in a cost-effective manner. The Human Resources Department is achieving 
those goals with its workers' compensation cost containment program. Cost containment services 
do not delay appropriate delivery of medical benefits. 
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The medical cost containment program includes the following components: 

Review of medical bills of injured employees to ensure that the City is not being charged in 
excess of the California Official Medical Fee Schedule. 

A preferred provider organization (PPO) that contracts with all groups of medical providers 
that allow the City to receive substantial discounts below the California Official Medical Fee 
Schedule when our employees seek treatment at their facilities. 

Utilization review of recommended treatment plans from the injured employee's physician. 
As mandated by AB 227 and SB 228, medical treatment plans are reviewed according to the 
American College of Occupational and Environmental Medicine Occupational Medical 
Practice Guidelines (ACOEM) to determine whether aspects of an injured worker's case and 
requested medical treatment and/or services are medically necessary and appropriately 
delivered. 

8 Medical case management on a selected case-by-case basis to assist injured employees in 
understanding their treatment plans, facilitate discussions with their treating physicians, and 
assisting in the return to work process. 

On an annual basis, the City incurs approximately 1,200 to 1,300 indemnity claims (claims with 
potential permanent disability, lost time from work, and medical expenses) and 1,000 to 1,200 
medical only claims (claims with medical expenses only). Resulting from these claims are 28,000 
to 32,000 medical bills and 1,500 to 1,700 utilization review referrals. 

ANALYSIS 

The City released a Request for Proposal (RFP) for Workers' Compensation Cost Containment 
Services in December 2006. The RFP was electronically mailed directly to 17 companies that 
expressed an interest in receiving the RFP, and was a posted on the City's internet Bidline. 
Twelve proposals were received by the February 9,2007 deadline from the following vendors: 

Fair Isaac Corporation 
Cost Containment Solutions and GSG and Associates 
Corvel 
Stratacare 
Total Healthcare Management 
CompIQ 
Intracorp 
Definiti 
Southern California Risk Management Association 
Allied Managed Case 
Tristar 
First Health 
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It was determined that all twelve proposals were responsive, and met the minimum qualifications 
set forth in the RFP. 

An evaluation team with each member experienced in the area of workers' compensation 
evaluated and rated the proposals. The team consisted of the Human Resources Deputy Director 
who oversees the Health and Safety Programs, Workers' Compensation Manager, Workers' 
Compensation Supervisor, and Return To Work Coordinator. The team determined that the top 
six vendors earning the highest scores would be invited to participate in oral interviews that were 
held on March 19-20,2007. The oral interviews allowed the vendors to provide an overall 
summary of their proposal and answer questions from the evaluation panel relating to their 
proposal. 

The evaluation criteria and weights as set forth in the RFP are outlined in the Area of Evaluation: 

Two companies received consideration for the local business preference which was weighted at 
5% of the total evaluation criteria. This LBE preference was a key factor in determining the 
recommended vendor. 

AREAS OF EVALUATION (provided information in the RFP) 

Management Proposal (Vendor Response to RFP) 

Cost 
Overall cost and business value to the City of San Jose 
Feasibility and probable effectiveness of vendor's approach to cost 
containment 
Vendor's policy, procedures and methods for determining sesvices fees 

Oral Interview 
= Overall Impression created by oral interview and presentation 

Local Business Enterprise (LBE) Preference 

Small Business Enterprise (SBE) Preference 

As a result of an extensive evaluation process, the RFP evaluation team selected Fair Isaac 
(currently the incumbent vendor) as the City's workers' compensation cost containment vendor. 
Fair Isaac had the highest combined scorelrating following all phases of the evaluation process. 

% of Score 

30% 

30% 

30% 

5% 

5% 
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The following final rating reflects the scores of the six vendor finalist that participated in the oral 
interview: 

Final Vendor Rating 

EVALUATION SUMMARY 

Category 
Weight 

Protest 

All vendors whose proposals were evaluated were given the opportunity to protest the City's 
recommendation. The ten day protest period allowing any proposer to dispute the award 
recommendation commenced on April 24,2007 when all participants were notified. 

Manage- 
ment 
Proposal 

3 0% 

A letter dated May 3,2007 was received from Cost Containment Solutions (CCS) protesting the 
City's intent to award the City's Request for Proposal for Cost Containment Services to Fair 
Isaac. 

CCS stated that they offered a better value proposition than Fair Isaac, the recommended vendor, 
that the City unfairly awarded five points for Local Business Preference to Fair Isaac, and that the 
award was inconsistent with the "spirit" of the City's Local and Small Business Preference 
Ordinance. 

Cost 
Evalua- 
tion 

30% 
RANK 

1 
2 
3 
4 
5 
6 

Fair-Isaac 
CCS 
Corvel 
Stratacare 
Comp IQ 
THM 

In reviewing the protest, it was determined that the City's evaluation committee equitably and 
fairly evaluated the written proposals and oral presentations following the evaluation process and 
criteria that were set forth in the RFP. The protest process does not allow the City to reconsider 
technical scores based on additional information that is subsequently presented in a protest letter. 

Section 17 of the RFP is clear in stating that the City has a Local and Small Business Preference 
ordinance and that this ordinance would be applied to this RFP. In addition, Section 10 of the 
RFP states that 5% of the total available points (5 points) were reserved for Local Business 

Oral 
Interview 

3 0% 

24.2 
20.6 
23.6 
21.2 
20.4 
21.4 

Small 
Business 
Enterprise 
Pref 

5% 

25.89 
30.00 
24.69 
19.56 
26.94 
12.12 

Local 
Business 
Enterprise 
Pref 

5% 

24.0 
24.8 
26.3 
24.0 
19.5 
24.0 

TOTAL 
100% 

0.0 
0.0 
0.0 
0.0 
0.0 
0.0 

5 .O 
0.0 
0.0 
5 .O 
0.0 
0.0 

79.0 
75.3 
74.6 
69.8 
66.8 
57.5 
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Preference and an additional 5% were reserved for Small Business Preference. Fair Isaac 
properly completed the application for Local Business Preference and they were properly awarded 
five points by the evaluation committee for having a business office located in Santa Clara 
County and a San JosC business license. 

After careful review, it was concluded that the City's evaluation was fair and consistent with the 
process that was defined in the RFP and to uphold Staffs recommendation to award to Fair Isaac. 
A letter dated May 14,2007 was sent to CCS indicating their rights to appeal the City's decision 
to uphold staffs recommendation. 

Reference Checks and Cost Savings 

Reference checks were conducted with five organizations that utilize or utilized services from 
Fair Isaac. Overall, the reference checks indicated that Fair Isaac provided quality and efficient 
cost containment services along with outstanding customer service. Specifically, the references 
stated that Fair Isaac was considered excellent in terms of quality and timeliness for medical bill 
review, utilization review, addressing and resolving issues, and producing management reports. 

Selecting Fair Isaac as the recommended City's workers' compensation cost containment provider 
allow employees the option of a large medical network from which to seek quality treatment and 
at the same time ensures that benefits are delivered in a cost efficient manner. The City will 
receive excellent medical bill review with payments assured to be reduced according to the 
California Official Medical Fee Schedule along with utilization review and medical case review 
to determine whether aspects of an injured worker's care'and requested medical treatment andlor 
services are medically necessary and appropriately delivered. It is anticipated that during FY 
200712008, cost containment fees will not exceed $750,000 while providing net savings of $13.5 
million to the workers' compensation program. 

Utilization Review 

During the Strategic Support Budget Study Session on May 14,2007, Councilmember Peter 
Constant requested that staff specifically review the current utilization review program 
component of cost containment to determine the causes of treatment delays and denials when it 
occurs, and if the process can be amended or enhanced to avoid treatment delays and unnecessary 
denials. Councilmember Constant also recommended that staff review the City of Sunnyvale's 
utilization review program for best practices. 

As a result of AB 227 and SB 228, every California employer as of January 1,2004 is required to 
establish a utilization review program. The purpose of utilization review is to ensure injured 
employees receive appropriate care to cure or relieve the effects of the industrial injury. 
Utilization review reviews treatment requests or plans from physicians based on medical 
necessity. The State of California is currently using the American College of Occupational and 
Environmental Medicine Occupational Medical Practice Guidelines (ACOEM) as basis to review 
requested treatment plans. 
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Decisions must be communicated in a timely manner after "receipt of the information reasonably 
necessary to make the determination". In general, the utilization review decision must be within 5 days 
from the receipt of the necessary information. If more time is needed to obtain additional information, 
the timeframe for a decision is extended to 14 days. The utilization review decision must specify that 
the requested treatment plan is either approved or modified, delayed, or denied (a clear and concise 
explanation of the reasons for the decision must be provided). An appeal process is available to the 
injured employee, which allows the physician or employee the opportunity to present additional 
information to warrant the treatment request. The employee also has the option to request another 
opinion from a state panel of Qualified Medical Examiners. 

Staff reviewed the City of Sunnyvale's utilization review program with their Human Resource 
Analyst that oversees the worker's compensation claims. The City of Sunnyvale has a third party 
administrator that handles their workers' compensation claims. This third party administrator 
contracts with utilization review company and has a utilization review nurse on site that is 
specifically assigned to their various clients. This nurse reviews mainly basic treatment requests 
using the ACOEM guidelines as the basis for approval. The nurse makes a concerted effort to 
obtain all the necessary medical information before delaying or denying treatment by calling the 
medical providers and talking directly to the physicians and nurses for the additional information 
that is required. 

Any complicated treatment or procedural request (e.g., surgery) is sent directly to the Utilization 
Review's headquarters for a formal review and decision. 

The City of Sunnyvale also assigns a public safety officer at the Lieutenant level as a workers' 
compensation liaison. This Lieutenant provides assistance to employees by coordinating 
workers' compensation information between the public safety officers, Human Resources, and the 
Third Party Claims Administrator. The Lieutenant identifies and coordinates modified duty 
positions according to the employee's work restrictions. Another function of this liaison position 
is to assist the employees by scheduling their medical appointment to avoid treatment delays and 
expedite the return to work process. 

Due to confidentially issues, the Lieutenant does not handle any aspect of the utilization review 
process in terms of reviewing medical information and is not involved in the approval of 
treatment requests. All City of San JosC departments have a workers' compensation liaison that 
performs many of the same functions as the public safety Lieutenant in the City of Sunnyvale. 
The workers' compensation program currently utilizes the City Physician as a resource to review 
utilization review decisions that may be considered "questionable" and provide his 
recommendations to Fair Isaac for reconsideration. 

The following steps will be implemented to identify solutions to expedite or streamline the 
utilization review process: 

o Review with Fair Isaac the process whereby they work more closely with the employee's 
treating physician to obtain all the necessary information before a delay or denial of treatment 
is issued. 
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In the proposed budget, the 5 additional adjusters that will be hired to the existing staff which 
will lower caseloads to a more reasonable level allowing improved management of the 
utilization review process to avoid unnecessary delays for the injured worker. 

o Reallocate the workers' compensation staff to allow adjusters dedicated solely to the Police 
and Fire departments which will enable a better understanding of the specific needs of our 
public safety departments. In conjunction with the reorganization plans for caseload 
distribution, the two existing workers' compensation supervisors will no longer have 
caseloads that will enable an enhanced oversight of utilization review cases that have potential 
delays and possible alternative solutions. 

Allocate a greater focus of the Return To Work Coordinator job duties to assist departments 
and the adjusting staff in identifying and coordinating temporary modified duty positions. In 
the proposed budget, the Return To Work Coordinator is recommended as a permanent 
position. 

Please refer to Manager's Budget Addendum #20 regarding utilization review. 

PUBLIC OUTREACHIINTEREST 

o Criteria 1: Requires Council action on the use of public funds equal to $1 million or greater. 
(Required: Website Posting) 

o Criteria 2: Adoption of a new or revised policy that may have implication for public health, 
safety, quality of life, or financial/economic vitality of the City. (Required: E-mail and 
Website Posting) 

Criteria 3: Consideration of proposed changes to service delivery, programs, staffing that 
may have impacts to community services and have been identified by staff, Council or a 
Community group that requires special outreach. (Required: E-mail, Website Posting, 
Community Meetings, Notice in appropriate newspapers) 

This item does not meet any of the criteria above. The RFP for Workers' Compensation Cost 
Containment Services was posted on the City's internet Bid-Line. Although this project does not 
meet the $1 million threshold for Criterion 1, this memorandum is posted on the City's website 
for the June 19,2007 Council Agenda. 

COORDINATION 

This RFP has been coordinated with the City Attorney's Office, City Manager's Budget Office, 
and Finance Department. 
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COST IMPLICATIONS 

This agreement is funded through savings realized from lower workers' compensation medical 
costs. The charges for the cost containment services are considered claim adjustment expenses 
and will be charged to the claim file from which the bill originates and paid by the Workers' 
compensation Claims Appropriation. 

BUDGET REFERENCE 

CEOA 

Not a project. 

Fund # 

00 1 

MARK DANAJ 
Director, Human Resources 

For questions, please contact Dave Wong, Workers' Compensation Manager, at (408) 975-141 8. 

A P P ~  # 

0425 

A P P ~ .  
Name 

Workers' 
Compen- 
sation 
Claims 

Total Appn 

$1 5,860,000 

Amt.for 
Contract 

$750,000 

2007-2008 
Adopted 

Budget Page 

IX-17 

Last 
Budget 
Action 
(Date, 

Ord. No.) 
10/17/06, 

27888 




