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SUMVARY OF | NFORVATI ON

CO- CHAIR TOM ANDERSON convened the joint neeting of the Senate
Labor and Commerce Standing Conmittee and the House Labor and
Commerce Standing Conmttee at 4:10 p.m

CO- CHAIR CON BUNDE took over the gavel and announced that Ms.
Linda Hall would give an overview of Wrkers’ Conpensati on.

M5. LINDA HALL, Director, Division of Insurance, Departnment of
Labor and Workforce Devel opnent, said she would present a short
hi story of workers’ conpensation, how it affects enployers, the
current status of the workers’ conpensation market and the
crisis facing the Guaranty Fund. She introduced M. Lisankie,
Director, Division of W rkers’ Conpensation, who would brief
them on the history of the program

MR. PAUL LISANKIE, Director, D vision of Wrkers’ Conpensation,
said he had been director for about 24 days, but had worked in
the field of workers’ conpensation for 20 years within the State
of Alaska. He spent the last 10 years as an attorney
representing clients in workers’ conpensation nmatters and the
last six years as an assistant attorney general in the
Depar t ment of Law, G vil Di vi si on, Torts and \Workers’
Conpensation Section, representing the state of Al aska, a large
sel f-insured workers’ conpensation enployer. He said:

The part that’'s working in Wrkers’ Conpensation, it
appears quite well, is the historical trade off
between the rights of enployees and the rights of
enpl oyers that resulted with the Wrkers’ Conpensation
systemin lieu of having a series of |awsuits between
enpl oyees who get injured on the job and their
enployers.... It avoids a multiplicity of lawsuits and
reflects that trade off between the historical rights
of enployees to seek damages through the tort system

just |ike anybody else and also, it trades off the
rights of enployers to defend thenselves saying they
weren’t negl i gent. As we al | know, Wor ker s’

Conmpensation is a no fault system and it doesn’t
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matter why an injury happens other than trying to
avoid it happening a second tinme. From a lega
standpoint, it’s no fault....

MR. LISANKIE said the act was put forward in 1988 and anended in
2000 and further that:

The intent was expressed so as to insure the quick,
efficient, fair and predictable delivery of indemity
and nedi cal benefits to injured workers at a
reasonable cost to the enployers who are subject to
the provisions of the act.

He related that data collected by the W irkers’ Conpensation
Division on an annual basis indicates sonme of the mmjor cost
drivers that are contributing to sone degree to the observed
problens. The l|ast year that data [contained in the annua

report] had been analyzed was 2002. The nunber of reported
injuries and occupational diseases went down from about 28, 000
in 2001 to less than 26,000 in 2002 (7.8 percent). That's the
only thing that went down. Benefits all went up, sone of them
significantly.

He said that indemity paynents, tine loss for people who were
unable to work because they were injured, increased from $62.5
mllion in 2001 to $65.3 mllion in 2002 (4.5 percent). Injured
workers are also entitled to reenploynent benefits and in 2001

the expense for the entire reenploynent benefits program was
$13.1 mllion and in 2002, it was $15.7 mllion (up 19.9
percent).

MR, LISANKE said the division tries to stay on top of the
results of the reenploynent benefits program and the best they
can figure is that in 2002 only 28 people conpleted retraining
pl ans. He hastened to add that the entire $15.7 mllion was not
ainmed at those 28 people. Oher people in the program are not
necessarily expected to exit it in that calendar year. Based on
that data there is reason for concern about the results they are
getting.

Paynment of nedical benefits is the other major cost driver, and
those increased by 11.5 percent from 2001 to 2002. The total
anount of nedical benefits paid in 2001 was $95.6 mllion and in
2002 it was up to $106.6 million. This is the first year the
nmedi cal benefits exceeded 50 percent of all the benefits that
were paid under the rubric of Wrkers’ conpensation. “So, it’s
becom ng the benefit that’s absorbing the program?”
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There are sone questions about what the Wrkers’ Conpensation
Board and the division can do in regard to addressing nedical
benefits. A provision in the act says that every year the board
can review nedical charges to make sure they do not exceed
usual, customary and reasonable fees. A regulation defines a
usual , reasonable and customary fee to be at the 90'" percentile
|l evel, the level at which 9 out of 10 bills are paid. The
statute suggests that the review has to be done wthin the
framework of what 1is wusual, reasonable and customary. Sone
states set a value-driven cap on service, such as with Mdicare,
but he didn’t think language in our statute would allow that.
The board mi ght consider resetting the percentile.

MR. LI SANKI E sai d anot her question is whether |egislative intent
is being lived up to with the proliferation of board panels.
When the |aw was passed originally, the entire board consisted
of three people. If there had to be a hearing to resolve a
di spute, it was the same three fol ks. They could nake the kind
of decisions people could plan around. This 1is inportant,
because workers’ conpensation decisions are not conceived of as
being directly binding or setting precedent. In 1965, two panels
were created instead of one and the comm ssioner of the
Department of Labor or his designee was the third person on each
of them Now there are seven panels. Mxing and nmatching the
seven managenent nenbers, seven | abor nenbers and seven or eight
hearing officers can conceivably create about 300 or nore
different conbinations and if there are disagreenents about what
the law says, it is difficult for soneone like an attorney to
try and advise his client about what they should do to conform
their behavior to the act. He also noted that panels are nanned
by vol unteers who get paid $50 per day and there is only so much
you can expect themto do.

COCHAIR BUNDE said he received information about workers
conpensation reform in Oregon and asked M. Lisankie if he is
famliar wwth it.

MR. LISANKIE replied that he had seen the information, but had
not had tinme to review it in great depth.

REPRESNETATI VE NORMAN ROKEBERG said the Attorney GCeneral’s
office was working on restructuring workers’ conpensati on
nmet hodol ogy and asked if he had worked on it with them

MR. LISANKIE replied that he had input into it when he was
wor king in that office.
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CO CHAI R BUNDE thanked him for his testinmony and introduced Lori
W ng, President, Al aska |Independent Insurance Agents and Brokers
Associ ation, to give the next presentation.

M5. LORI WNG President, Alaska Independent |[|nsurance Agents
and Brokers Association, gave the <conmttee an insurance
broker’ s perspective saying:

W' re trying to get them[a client] a work conp policy
that is conpetitive in the market place, but is also
cost effective for them W also work wth the
i nsurers, because that’s who is supplying the
i nsurance policy. On occasion, we wrk wth the
claimants, their enpl oyees.

She said that workers’ conpensation is required by statute, but
nost enployers are also in sonme sort of contract where they are
required to provide it as a part of the contract. She expl ai ned:

Those contracts wll ask the enployer’s insurer to
rel ease them from any potential right of recovery
agai nst the owner of a project. In other words, if you
were wal king through a building and were a tenant in
this building, our lease my say that our insurer
wai ves all rights against the owner of the building.
If you slip and fall or such, the work conp carrier
will pay the claim but they have no right or recourse
to go back against the building owner for an unsafe
bui l di ng, just as an exanple. That does have an i npact
on clainms when they are paid, but it is the cost of
business for the enployer to do business. He's going
to sign the contract; he needs to sign the contract to
keep people enployed. It’'s just one of the downsides
of the contracts.

Who is providing the workers’ conpensation policies in
Al aska? If you look at who is registered or who is
authorized to wite insurance in the State of Al aska,
there are approximately 400 insurers right now ... O
those 400, approximately 100 are filed to wite
wor kers’ conpensation. O those 100, approximately 15
are actively or currently witing wor ker s’
conpensation in Alaska. O those 15, eight actually
wite workers’ conp and of those eight, about four
wite in Interior Alaska — in rural Al aska.
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She infornmed them that nost of the enployers in Al aska are
subject to four conpanies and that sonme conpanies file up here
[in Alaska] for one reason - because they have an account with a
big enployer like J.C. Penny or BP Alaska. The eight conpanies
who are witing in the Anchorage Bow , Fairbanks, the Kenai
Peni nsul a Borough and Sout heast Al aska have m ni num prem uns set
in some cases and mght also be subject to not witing certain
types of business. From a broker’s perspective, the pickings get
slimrer and slinmer as to who wll wite workers’ conp for the
enployers in this state.

In 2002, one conpany wote the predom nant workers’ conp in
Al aska. They stepped up to the plate on nunerous occasi ons when
others wouldn’t and for that the state should be thankful.
QO hers don't wite workers’ conpensation because in sone
instances they don't like the type of business or in other
cases, they don’'t like the | ocation.

M5. WNG explained when Kenper |Insurance becane insolvent, its
business transitioned to Eagle Pacific and Lunbernen’s Mitual.
She said for an insurer to be able to wite coverage in Al aska:

They want to know that they are going to neet certain
premum levels and usually those premum levels are
quite substantial. It has to be worth their tinme to
conme in and set up an office to educate the public to
their existence, to file rates and forns, to hire
underwriters, to hire clains adjusters to do business
in a certain area. They also have to be priced
conpetitively to nake a profit and they have to also
be able to cost effectively provide services such as
clainms admnistration and |oss control services to the
consuners, to their insureds. Most insurers do not
feel that Alaska is big enough to do that.

Wiy so few insurers are witing workers’ conp? W | ook
at the conbined loss ratios over the l|last few years
for Alaska. Generally speaking, they want to see a
conbined loss ratio of less than 100 percent, neaning
for every dollar they take in, how nmuch they are
paying out in clainms. In 2000, for every dollar that
was taken in, the insurers were paying out $1.60. In
2001, the statistics show that they are paying out
about $1.20; and 2002 and 2003, | believe are going to
be hi gher than 120 percent.

JT. S/H L& COW TTEES - 6- January 28, 2004



How, why and what happened? |nsurance is cyclical and
we go from a hard market where insurance is very hard
to get as far as decent terns and conditions and
pricing is to a soft market. W were in a soft market
for a nunber of years. W’'ve forgotten in sone
respects what we paid in 1980; we forgot what we paid
in 1990; and around 2001, the hard market hit us and
it hit us hard. It did not just hit Alaska; it hit
worldwide, in all honesty - 2001 1'Il give sone
statistics as to what happened - the difference
between the net loss that the insurers took in 2001 as
opposed to the net incone they had in 2000. The events
of Septenber 11 had a great inpact on the insurance
mar ket and while we can | ook and say that happened in
New York and how could it inpact us, the insurers
doing business up here from Alaska National to the
[indisc.] and |ike such — they buy reinsurance behind
them If you follow that trail back, you Il see that
the sanme reinsurers were the ones doing business in
New York as the ones doing business in Al aska. Wen
they lost noney in New York, they were kind enough to
pass it on down to us here in Al aska.

All the events and inadequate reserves that were set
had an inpact on the insurance market from Enron to
pharmaceuticals to also decline in investnent incone.
So, you add it all up and we like to think of it as
you had sonme wunderpricing of premuns, credits to
i nsureds, you had rising nedical and indemity costs,
you had catastrophic events and you had a decline in
i nvestnment inconme and what you end up with is alnost
like “A Perfect Storm”

| showed sone statistics as far as property rates. If
you were paying 50 cents in 1987, | show how it
continued to go down until 1999/2000 when it started
to cone back up. Property rates in 2002 probably
doubled from what they were in 2001. Again, to put it
into perspective, ny next slide shows that if you're
payi ng $100, 000 for a property premumin 1987 without
any regard for inflation, you re probably paying that
again in 2002....

I’ m al so showi ng the same scenario for casualty rates.
Wrkers’ conpensation we're feeling nore than other
i nsurance, because it is in nobst cases the |argest
prem um that the enployers are paying.... The prenm um
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(%S

medi cal costs, |ost wages, inpairnent
There

is developed off of act ual payroll; each job
classification is assigned a |loss cost. Enployers are
subject to an experience nod, which is a reflection of
their individual |oss experience. It could be a credit
or a debit. It may be subject to other grading factors
and the prograns may be witten as a guaranteed cost
or as a loss sensitive program — |oss sensitive
meaning that it’s a deductible program or perhaps
retrospectively rated, neaning that we're going to
cone to sone agreenent with the insurance conpany that
if our losses cone to this point, that they' re going
to give noney back to us. If they exceed this point,
we’'re going to pay nore. It’s a loss sharing
mechani sm

What makes up the loss costs? The |oss costs are
actually the actual or expected |osses for any
i ndividual classification in Al aska. They' re based on
hi storical, but they're trended forward to future. The
insurers, then, take the advisory |oss costs issued by
the state and they add on for their own profit and
expenses. That’s what the insureds, the enployers we
refer to, use as their rate for work conp.

Predicting loss cost is hard to do and that’s been a
problem with the enployers and with the insureds. |
can’t tell them what their loss costs are going to be
in 2006 or 2007. W have done a very good job as an
industry both in Alaska and nationally of talking
about nedi cal insurance and the availability to
enpl oyers or to the enployee of how nuch you re going
to have to bear and how nuch the enployers are going
to have to pay.... This always inpacts the bottom line
for any organi zation. W have not taken that sane data
and said that sanme health cost is inpacting the
wor kers’ conpensation and it has.... W have not done
a very good job of saying the increased cost of health
i nsurance has every bit of an inpact on workers’
conpensati on.

WNG informed them that workers’ conpensation pays

is also a snall death benefit associated with it.

f or

rating and rehabilitation.

She

expl ained that Alaska bills on the whole person theory, neaning

that the whole person is worth $177, 000 and an i npairnent

rating

is based on a 1 percent to 100 percent rating for an injury.
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American Medical Association guidelines are used as well as
subj ective consi derations.

One enpl oyer paid $292,000 for workers’ conpensation in 1999 and
it is up to $524,000 this year - a dramatic inpact.

The Association feels there has to be a better solution than
continuing to raise rates. It has an inpact as far as sone
i nsureds staying in business, but the system needs to be | ooked
at and changed. She concl uded sayi ng:

| don’t know of an enployer that does not want to take
care of their enployees, but | also know nost
enpl oyers don’t want to go out of business because of
wor k conp prem umns.

CO- CHAIR BUNDE asked her to look at what Oregon did to see if
Al aska could profit from that experience. She indicated she
woul d be happy to do that. He comrented that conpanies build a
reserve fund to be able to ride out the |ow years and a ten-year
cycle probably wouldn’t | ook so dramatic.

M5. WNG responded that going far enough back in history would
probably nake that true. In the last few years, asbestos,
tobacco and sone pharmaceuticals clains were under-reserved and
she didn’t know how that woul d play out.

REPRESENTATI VE CARL GATTO asked when soneone files a claim are
sonme nedi cal records not avail abl e because of confidentiality.

M5. WNG replied that brokers don’t review records, but
adj usters and enpl oyers have to conply with the Health Insurance
Portability and Accountability Act (H PAA).

REPRESENTATI VE NORVAN ROKEBERG asked if Kenper had been decl ared
i nsol vent .

M5. WNG replied that she didn't know if they had been decl ared
i nsolvent, but they had ceased doing business and sold off all
their business to different insurance conpani es.

But to the best of ny know edge | don’t believe they
are in liquidation.... Alnost insolvent - | think they
cane real <close. | don't think |’ve ever seen an
i nsurance conpany give up what they consider their
rights to renewal and transfer the business to another
insurer as quick. Kenper, which was a national
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conpany, well respected — 100 years old and | thought
as stable as a rock — three nonths in and they were
gone.

REPRESENTATI VE ROKEBERG asked if they sold their obligations
t 00.

M5. WNG replied no.

REPRESENTATI VE ROKEBERG  said t he Nat i onal Counci | on
Conmpensation Insurance (NCClI) set rates and the departnent
promul gates regulations to adopt those rates. He asked if she
had an opinion about whether the rates were set and pronul gated
too low for the last eight years and hel ped contribute to sone
of the problens and insol vency.

M5. WNG replied that she doesn’t have access to the information
that the NCCl has but, in her opinion, they were too | ow.

REPRESENTATI VE ROKEBERG asked if NCCI recommends a range of
rates and then it’s up to the departnent to estinmate.

M5. WNG replied that M. Hall, the director, could better
answer that.

CO- CHAIR BUNDE noted that he tal ked to a businessman who said he
t hought the rates were set too | ow and decided on his own to pay
hi gher rates. He asked Ms. Hall to comment further.

M5. HALL reenphasized in the last six years, Alaska went from a
loss ratio low of 99.9 percent to a high of 154 percent, for an
average of 123 percent. The national average for that sane six-
year period is 118 percent. “So, we are experiencing in Al aska a
hi gher loss ratio than is being experienced nationally.”

REPRESENTATI VE ROKEBERG asked her to explain |loss ratio.

M5. HALL explained that it is the amunt of noney expended
conpared to the anobunt of noney taken in. This neans for every
dollar taken in with a 154 percent loss ratio, $1.54 is being
spent. Wirkers’ conpensation has not been profitable for
i nsurance conpanies for at |east the last six years.

She said that she recently approved rate increases for workers

conpensation to be effective on January 1. Rates were increased
by 21.2 percent on the average — the |largest increase since
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1988, but it actually puts rates at the sane |evel they were in
1992.

CO CHAIR BUNDE asked if that neans that the rates will now be
what they were in 1992. She indicated that was correct - they
went down and now t hey are goi ng back up.

Since 1988, rates decreased in nine years, renmained flat in two
years, and had nodest increases for five years (3 percent |ast
year and 10 percent the year before that).

M5. HALL pointed out that there has been a decrease in the
nunber of clainms, which is good; but that tended to nask the
increasing cost of clainms, which is now catching up with the
| evel i ng out of the nunber of clains.

M5. HALL expl ained that the assigned risk pool is another aspect
of workers’ conpensation. |If an enployer cannot obtain workers

conpensation through the voluntary narket, there is an assigned
risk pool that will wite the coverage. Today, approximately 17
percent of the state’s workers’ conpensation business is witten
in that pool, nobst are small enployers. N nety-three percent of
the policies are under $10,000. The policy count includes the
clerical classification, retail stores, restaurants, single-
famly dwellings for carpentry and physicians’ offices - not
necessarily high-risk enployers.

The assigned risk pool has been l|osing noney at an
even faster rate than the voluntary traditiona
insurance mnmarket. Currently, when the clains costs
exceed the premum collected in the assigned risk
pool, that difference is an assessnent to insurance
conpani es. Insurance conpanies pay that from their
profits or lack thereof.... R ght now Al aska has the
hi ghest assigned risk pool assessnment of any state in
the country and that is at 6 percent. So, right off
the top, our insurance conpanies are paying 6 percent
of their direct witten prem um back into the pool to
subsi di ze those |osses. This is creating an additional
burden on insurance conpani es and neking Al aska a |ess
than attractive market place.

M5. HALL said that new legislation would address that. The

bi ggest thing she wanted to talk about is the crisis in the
Al aska | nsurance Guaranty Associ ati on.
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The (Quaranty Association is forned wunder Al aska
statutes and it is a group of insurance conpanies. Any
i nsurance conpany that wites business in Al aska nust
belong to the Guaranty Associ ati on. The purpose of the
association is to mnimze financial loss to claimnts
and policyholders because of the insolvency of an
insurer. The Guaranty Association pays the clains in
the place of an insolvent insurer. Wien an insurer is
declared insolvent, their <clains are sent to the
GQuaranty Association. There have been <clains for
insolvent insurers in Alaska for twenty plus years.
It’s not an unusual thing to occur. W have had in the
last three years, 46 property casualty conpany
i nsolvencies. This is not a unique problem in Al aska;
it is a national problem W’'re seeing a rash of
i nsol vencies with devastating effects.

In July 2003, Frenont Indemity Conpany was decl ared
insolvent by the California courts and we received
notice of that the day after it happened. Wile
Frenmont had not actively witten business since early
2001, when they actively wote business, they had
approxi mately 27 percent of the Alaska market. Wen
they were declared insolvent, their outstanding clains
and claim reserves liabilities totaled $60 mllion.
This insolvency is of a nagnitude never dreanmed of in
the history of the Guaranty Association. So, it has
over-taxed the ability of the Guaranty Association to
handl e those clains. There are three other insolvent
wor kers’ conpensati on insurance conpani es whose cl ains
are being handled in the Guaranty Association. Those
woul d be Reliance, Paul a | nsurance and Legi on.

These clains are sent to the Guaranty Associ ation. The
Association in turn nakes an assessnment on insurers
and that is currently capped in statute at 2 percent
of their net direct witten premum That assessnent
is able to be passed on to policy hol ders.

CO- CHAIR BUNDE interrupted to ask if the Guaranty Association is
funded by a 6 percent surcharge.

M5. HALL replied no, that assessnent is for the assigned risk
pool and right now that has a deficit of 6 percent. The Guaranty
Fund assessnent is 2 percent; the assigned risk pool assessnent
is paid strictly by insurance conpanies. The assessnent for the
Guaranty Association is passed on to policyholders and it wll
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be shown on the face of an insurance policy. Based on 2002
prem uns, that 2 percent cap raises $4.2 nmillion - and there are
$60 mllion in Frenont clains, which, however, is payable over a
nunber of years.

TAPE 04-2, SIDE B

M5. HALL said that paynents to the Guaranty Association are $1.7
mllion to $1.8 million per nonth. She recapped that they are
raising $4.2 mllion annually and paying out at a rate of 1.7
percent per nonth. “So, we do have a serious cash flow problem”

In August, she received a letter from the Guaranty Association
indicating they were going to begin prorating clainms paynents.
This is an absolutely unacceptable alternative, although it is
al l owed by statute.

What it nmeant is that at sonme tinme, and |'m going to
use 50 percent as an exanple, injured workers would
receive only a portion of their indemity paynent,
which is really their loss of wages when they are
unable to work. They would receive only a portion of
their nedical benefits. |, frankly, have a hard tine
imagining they’'re going to get nedical treatnent for
very long if their doctors are being paid 50 percent

of the bill. So, we have a devastating affect to an
i njured worker, because they're receiving only partial
benefit.

The other piece of that is the effect on the enpl oyer.
The workers’ conpensation obligation is an obligation
of the enployer wunder statute. That obligation is
typically satisfied through the purchase of a workers’
conpensation insurance policy. Wen that insurance
conpany fails, | just tal ked about how that insolvent
conpany’s clainms go to the Guaranty Fund. Wen those
clains go to the Guaranty Fund and there’s no noney to
pay t hem t hat obl i gati on for t he wor ker s

conpensation benefits will go back to the enployer.
So, what we have now is an enployer who has in good
faith purchased an insurance policy thinking that
woul d satisfy their workers’ conpensation obligation
and now t hey get back that obligation.

To give you an idea of the magnitude of the problem

currently of the four conpanies whose clainms are being
handled in the Guaranty Fund, there are approximtely
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700 injured workers. So, we're talking about a
significant nunber of injured workers who stand to
potentially have cl ai s pr or at ed. Ve have
approximately 400 enployers whose clainms of their
injured workers are in this same Guaranty Associ ation

Clains range in size from — there’s one claimin the
Guaranty Fund of approximately $5 mllion. W’ re not
tal king inexpensive clains. W have two in excess of
$2 mllion, probably 100 in excess of $100,000. M
concern and one of the reasons we’'re here today is to
| et you know the situation. | think nost of these are
smal | businesses. Mst small businesses are operating
on very mnimal profit margins. If that enployer, that

smal | busi ness, woul d  get back this workers’
conpensation benefit obligation, it’s likely to create
financial ruin, frankly. 1 don't think any of them

probably have the real financial capability of picking
up that benefit obligation.

REPRESENTATI VE GATTO asked if a person works for a |arge
enployer and also has nedical insurance, has a workers
conpensation claim and the enpl oyer goes into chapter 11, could
regul ar health insurance cover the claim (even though they have
no way to recoup it through workers’ conpensation). “Wuld they
cone back to the injured party and say, ‘Wre going to deny
your cl ai n?”

M5. HALL replied, “Mst group health insurance policies very
specifically exclude workers’ conpensation. So that would not be
a source of benefit paynents.”

She continued to expl ain:

The actual prorating of clains did not occur through
sone very diligent efforts of the Guaranty Associ ation
Board. The Division of Insurance has worked with them
— there’s really been an effort nationally to work
with Al aska. No state has ever had workers’
conpensation <clainms prorated and we’'ve had huge
support from other states trying to work with us and
help us find sources of noney. California, Ofice of

the Liquidator, has nmde l|loans to our Guaranty
Association based on potential asset distributions
later of $5 mllion - $4.5 nmillion based on the

Frenont estate and $.5 mllion on the Paul a estate.
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In January, anot her assessnent - there was an
assessnment done in August of the 2 percent - there was
a second assessnment in January. The end of the
Decenber, we also received $2.6 mllion fromthe State
of Pennsylvania, an early distribution from the
Rel i ance estate. So, there have been enough incom ng
funds to not have to prorate clains, but the sources
of those nonies are quickly drying up. The Guaranty
Fund will actually run out of noney probably in Apri

- is the projection right now - based on the current
rate of clainms paynents. The maxinmum gap right now
projected would be reached in 2008 - the cunulative
deficit — and that’'s about $25 million. Again, we have
claims — some of them are settled — some enpl oyees get
better and they go back to work, but some work conp
claims have very long tails.

| guess in closing.... | would enphasize that Al aska
needs a healthy workers’ conpensation marketplace. W
need a stable environnent that’'s sustainable, that
woul d encourage current conpanies to continue to do
busi ness here and attract new markets.

A healthy work conp environnent depends on a variety
of factors - adequate rates, a self-funded assigned
risk plan, a cooperative regulatory environnent and a
sound workers’ conpensation system

M5. HALL said SB 276 and HB 403 addressed the funding crisis and
that another bill deals with reform

CO- CHAIR BUNDE said he |ooked forward to working with her on
t hese issues.

SENATOR HOLLI S FRENCH asked if it was correct that the workers
conpensation fund had no profit for six years. M. Hal
i ndi cated that was correct.

SENATOR FRENCH followed up asking if she said there were nine
years of rate decreases in the sanme business. She indicated that
was correct.

SENATOR FRENCH asked why rates kept going down when the industry
wasn’t maki ng noney.

M5. HALL replied:
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The rate decreases occurred in the early to m d-90s.
They undoubtedly do have sone overlap. Rates are based
on actuari al analysis and actuari al assunpti ons.
Wthout getting into technicalities, they re based on
Al askan experience, |oss experience, actual |oss cost;
they’' re based on countryw de experience. Alaska really
doesn’t have a |arge enough marketplace to have sound
actuarial data by itself. So, it’s a conbination. The
third aspect of t hat woul d be trending and
projections. Sone of those projections have not been
adequate. In hindsight some of those rates probably
were not adequate, but it is hindsight. W are working
diligently to look at that ratemaking process and to
find ways to make that going forward we don’t have
i nadequate rates. Qur responsibility as the regul atory
body is to nake sure that rates, this is in statute

are neither excessive, i nadequat e, nor unfairly
discrimnatory. | would focus today on the inadequate
or excess and how you draw that |ine.

REPRESENTATI VE ROKEBERG asked Ms. Hall if there were any
procedural steps she was taking or was she just doing the right
thing so far.

M5. HALL replied that proration of benefits is in statute for
the CGuaranty Association. |If the fund didn't have sufficient
noney to pay projected clains for the upcomng year, it would
need to prorate clainms or spend what they have and stop totally.
The Guaranty Association steps in the place of an insolvent
insurer. A local <clainms adjusting office is a third-party
adm nistrator and they review clains and nmake claim settl enents
and cl ai m paynents on behalf of the Guaranty Associ ati on.

REPRESENTATI VE ROKEBERG asked if people had | ooked at the asset
base of the Guaranty Association to keep from going to pro-
ration.

M5. HALL replied that there had been efforts industry wide to
help resolve the situation. For instance, after Hurricane
Andrew, Florida’s Guaranty Fund did a bond issue until they
could pay back the clains, because of a simlar situation wth
their property clains. California has about a $1.5 billion
deficit in their guaranty fund and they issued bonds, as well
Al aska’s Guaranty Association could do that, but because they
have no assets, it would be considered a junk issue.
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REPRESENTATI VE NANCY DAHLSTROM asked M. Lisankie to define
occupati onal disease.

MR. LI SANKIE replied that the act says:

It’s a disease that you are nore likely to get because
of sonme condition of your enploynent. It can be
anything froman inhalation kind of injury to just you
have to work outside in inclenent conditions and you
get frosthite, but it has to be related to
ci rcunst ances of your enploynent. Basically, it has to
be nore likely to occur to you in the job format than
if you were just at hone...

SENATOR SEEKI NS noted that because of the experience ratings for
hi s busi ness, he was able to have | owered workers’ conp prem uns
this year and he is thankful for his enployees and staff who
hel ped himattain that.

CO-CHAIRS BUNDE and ANDERSON thanked everyone for their
testinony and said they |ooked forward to working with them to
resol ve these issues. There being no further business to cone
before the commttee, the neeting was adjourned at 5:10 p. m

ANNOUNCEMENTS

No announcenents

COW TTEE ACTI ON

No action taken

ADJ QURNVENT

5:10 p. m

NOTE: The neeting was recorded and handwitten |log notes were
t aken. A copy of the tape(s) and |log notes may be obtained by
contacting the Senate Records Ofice at State Capitol, Room 3,
Juneau, Alaska 99801 (mailing address), (907) 465-2870, and
after adjournnment of the second session of the 23 Alaska State

Legislature this information nay be obtained by contacting the
Legi sl ative Reference Library at (907) 465-3808.
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