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You have probably heard the story of the blind men examining an elephant. One
feels the trunk and concludes that an elephant is like a snake. Another touches
the side and believes the elephant is like a wall. The third feels a leg and thinks

the beast is a pillar.
To succeed in workers compensation cost reduction you need to see
the whole “elephant.” A well-designed program can cut your workers
compensation costs by 20% to 60%. But a program has to be compre-
hensive to work, and too often, those in charge rush to buy the latest
new product before they understand the problem completely. Be sure
you first understand why your costs are high, and then develop a

comprehensive solution. If you want to reduce your losses quickly,

do not take a “dart-board” approach.

First, Get the Real Story
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Holistic Approach to Reducing
Workers Compensation Costs
by Rebecca A. Shafer

The first step is understanding how bad your workers com-
pensation losses really are. Since 80% of the program cost
of workers compensation comes from losses, and 20%
from premium and administrative costs, it is crucial to
know your loss costs. You want to make sure you have
a problem—occasionally, managers think they have a
worse problem than they actually do. One large
entertainment company this author worked with
recently thought their workers compensation
costs were too high, but when they compared
their costs to national averages, they were half
the national average. The company simply
had not developed benchmarks that account-
ed for employees gained from a recent acqui-

sition.

Consider analyzing data that equalizes the
number of employees. Cost per full-time
employee (FTE) offers a comparison of your

company’s divisions regardless of how many
full- and part-time employees each has. The
cost as percentage of payroll and cost as per-
centage of revenue allow you to compare your
company to industry averages and establish
baseline averages to use for future determina-
tion of progress. The return-to-work ratio tells
what percentage of employees return to work
quickly after an accident. Ideally, 90% of
injured employees should return to work
within the first four days after an accident.
This is perhaps the most important measure-
ment because it indicates the length of absence

in each claim.
After reviewing data to determine your starting
benchmark, select one or two measurements to
convey success and progress to upper management
and employees. No one wants to receive 200 pages
of data, so make it concise—one page is preferable—
with corporate statistics first, then each business unit’s
numbers shown individually. Senior management might

prefer cost per FTE while the employees may relate
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